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Corporate Bond 
Market Outlook

Key Drivers for the Quarter

Q3 2021

• Trends influencing the corporate bond market for the last 15 months extended through the second quarter 
and appear to be set to continue through at least the next quarter.

• While stimulus-supported economic measures leaned positive, emerging Federal Reserve (Fed) policy 
considerations and inflation data occasionally muted investor enthusiasm.

• The pace of COVID-19 vaccinations slowed. The strength and breadth of the economy’s recovery is considered 
to be at least partially dependent on an increasing percentage of the population becoming fully vaccinated. 

• The ratio of gross corporate debt to earnings before interest, taxes, depreciation, and amortization (EBITDA) 
declined for the third consecutive quarter after peaking in 2Q 2020.

• Agency downgrade activity slowed, with fewer fallen angels, on improved business conditions.
• Mergers and acquisitions (M&A) and shareholder enhancement activity continued to normalize.
• Spreads across the investment grade (IG) corporate complex, at post Great Financial Crisis (GFC) tights as 

the quarter ended, narrowed throughout the quarter, reaching 80 on June 30, tighter by 16 basis points (bps) 
and 10 bps than at the end of 2020 and 1Q 2021, respectively.

• IG supply in 1H 2021 was elevated relative to historical averages, although lower than 2020. Fund flows 
were steady. 

• Environmental, social and governance (ESG) matters gained greater prominence, including climate-related 
and net-zero initiatives, employee safety concerns, and supply chain management policy and practices.
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Investment Outlook

The Fed Exits Corporate 
Bonds as Attention Turns 
to its Treasury and MBS 
Holdings

As the global community seeks to emerge from COVID-19-imposed restrictions, much 
remains fluid. In the U.S., two important trends appear to be firming: 1) The Fed is 
beginning to consider actions that would reduce or eliminate monetary policy and 
interest-rate accommodations implemented in 2020, and 2) the pace of COVID-19 
vaccinations is slowing, meaning the percentage of the population that is fully vaccinated 
appears to be leveling short of initial aspirations.

Strengthening of either or both trends in 2H2021 may affect the pace and extent of the 
economic recovery. The implications of these and other factors may be consequential 
for the IG corporate bond market but, for now, fundamental and technical factors that 
guided 1H2021: improving fundamentals, tight credit spreads, low volatility, and elevated 
supply amidst strong demand, could continue. 

At the end of March, we observed that “Limited net supply of IG corporate bonds in a 
time of sustained demand, should be supportive of risk assets. There is little pressure 
to force wider spread levels. We remain of the view that IG corporate bonds can benefit 
under these circumstances.” These expectations for the U.S. IG corporate bond market 
were borne out in the second quarter.

Looking forward, IG corporate bonds should continue to benefit from stabilizing business 
and economic conditions at home and higher value relative to competing domestic IG 
allocations and to foreign corporate bonds. A potential risk to spread performance is a 
faster than expected tightening of Fed policy, driving a risk-off posture.

In June, the Fed announced plans to gradually sell a portfolio of corporate debt 
purchased through an emergency lending facility launched last year. Given strong 
investor demand and an assumption that the Fed could restart the program as needed, 
the announcement had little effect on the market.

Attention now turns to the Fed’s nearly $7.5 trillion of Treasuries and mortgage-backed 
securities (MBS). At a mid-June meeting, “Fed officials opened a dialogue about 
when and how to slow - or taper - those purchases.”1 The Fed also faces a decision on 
interest-rate policy in light of higher inflation readings. 

The Labor Department reported the personal consumption expenditure (PCE) price 
index, jumped 3.7 percent in April from a year earlier, up from 2.4 percent at the end of 
March. Excluding food and energy costs the one-year increase at the end of April was 3.1 
percent, compared with 1.9 percent in March.2

The Fed attributes the readings to transitory effects. The effects include a low measurement 
base in 2020, pent-up consumer demand, and supply chain bottlenecks in commodities and 
product components like semiconductors. April’s numbers, for example, reflected spikes in 
expenses for airfares and rental cars, items that can be tied to economic reopening.

The Fed also watches the employment rate as part of its mandate to promote maximum 
employment, stable prices, and moderate long term interest rates. Job openings 
remained above pre-pandemic levels and exceeded the all-time peak of 7.57 million set 
in November 2018.3

While vaccinations may encourage consumer and business activities, the pace of 
vaccinations slowed as the second quarter closed. From April 13 through June 22, the 
seven-day average number of vaccine doses administered daily declined from 3.38 
million to just under 1.05 million.4 
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Fundamentals

Gross Leverage Falling 
Across the IG Quality 
Spectrum

Nevertheless, the U.S. economy is rebounding. GDP increased at an annual rate of 
6.4 percent in the first quarter of 2021, the U.S. Commerce Department reported. As 
of June 25, 2021, the Federal Reserve (Fed) Bank of Atlanta’s GDPNow forecasting 
model estimated second quarter gross domestic product growth at 8.3 percent on an 
annualized basis, up from the end of the first quarter.

For the quarter, U.S. IG corporate bonds had a total return of 3.5 percent and a positive 
excess return versus duration-matched Treasuries of 1.12 percent, as measured by the 
Bloomberg Barclays U.S Corporate Investment Grade Index.

We view credit fundamentals as a modest strength for the IG market. IG median leverage 
continued to decline from the 3.0x peak tallied in 2Q20, falling to about 2.6x in 1Q21. 
Median gross leverage could decline to 2.1x by YE21, per Morgan Stanley (See Figure 1). 
BBB- and A-rated issuers each have cut leverage since the peak in 2Q20. BBB issuers 
are motivated to focus on debt reduction given higher debt levels relative to cash flow. 
With operating earnings expected to rise 35 percent year-over-year (Y/Y), leverage 
should decline further. Yet, shareholder enhancements and M&A, which should increase 
in 2021, remain a wild card.

Downgrade activity from agencies and fallen angels have slowed. The recovery in credit 
is reflected by the number of rising stars—companies upgraded from non-IG credit 
ratings to IG—outpacing the number of fallen angels by seven to two year to date in 
2021, according to S&P Global Market Intelligence.5

Morgan Stanley reported that leverage fell on the quarter for all cyclical sectors, 
except Energy. Defensive sectors like Healthcare, Utilities, Staples, and Communication 
Services saw leverage increase on the quarter.

Shareholder enhancements through dividends and share buybacks, as well as 
M&A, which according to analysts’ reports is expected to increase in 2021, introduce 
elements of uncertainty into predictions for the second half of the year. The Wall Street 
Journal reported that through May 7, U.S. companies authorized $504 billion of share 
repurchases, the most during that period in at least 22 years, outpacing the elevated 
2018 levels that followed passage of the Tax Cuts and Jobs Act of 2017.

Cash to debt remains high, with the median at 25 percent in 1Q21, up 6 percent 
compared with 1Q20. High liquidity levels are not unexpected given companies’ historic 
tendency to raise cash during recession (See Figure 2). Based on the experience of the 
prior two U.S. recessions, companies may maintain excess cash liquidity for a time, 
especially if the risk of variants and lockdowns were to rise.

BBB Leverage                 A Leverage
Source: Morgan Stanley, 1Q21 IG Fundamental Update, June 14, 2021.

* 2021E is assuming consensus earnings expectations, and ~5% debt growth.

Figure 1: Peak-to-Trough Change in Leverage

Ti
m

es
 (x

)

19
97 20

06
19

93
20

20
19

96 20
05

19
94

20
21

E*

20
19

19
95 20

04
1Q

21
20

18
0.0x

0.5x

1.0x

1.5x

2.0x

2.5x

3.0x

3.5xFIGURE 1: PEAK-TO-TROUGH 
CHANGE IN LEVERAGE



/ Q3 2021 CORPORATE BOND MARKET OUTLOOK4

FIGURE 2: IG LIQUIDITY 
TYPICALLY BUILDS 
THROUGH RECESSIONS

Increased confidence should drive more spending on shareholder enhancements, which 
may be financed with debt. In fact, year-to-date M&A-related debt issuance already 
exceeds $100 billion.

We view technicals as a modest strength for the IG market. IG issuance was $453 billion 
in 2Q. On a 2021 year-to-date basis, gross supply is second only to the 2020 tally. Still, call, 
tender, and redemption activity is high and net supply was modest in 2Q (See Figure 3).

Fund flows remain steady. IG bond funds received about $85 billion of positive inflows 
in 2Q. On a year-to-date basis, IG fund inflows in 2021 are about $208 billion. At $133 
billion, intermediate funds have seen the bulk of inflows. 

The foreign bid for U.S. corporate bonds remains strong. Based on higher yields and still 
favorable U.S. dollar currency hedging costs. European investors have bought over $100 
billion of U.S. IG bonds over the past year. 

We view valuations as a modest weakness for the IG corporate market. IG corporate 
spreads ended the quarter at an average option-adjusted spread of 80bps or 11bps 
tighter than at March 31. BBB-rated bonds outperformed other IG-rated bonds. Spreads 
for BBB-rated bonds tightened by an average of 12bps while A-rated bonds were 8bps 
tighter (See Exhibit 4).

Technicals

While IG Issuance Remains 
Sturdy, It Is Lower than 
2020’s Historically High 
Levels

FIGURE 3: IG FIXED-RATE 
BOND SUPPLY AND FUND 
FLOWS

Valuations

Spreads Tightened in 
2Q and BBB Corporates 
Outperformed

Cash to Debt (median)
Source: Morgan Stanley, 1Q21 IG Fundamental Update, June 14, 2021.

Figure 2: IG Liquidity Typically Builds Through Recessions
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Figure 3: IG Fixed-Rate Bond Supply and Fund Flows
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Both A-rated and BBB-rated IG corporate spread levels are currently comparable to 
historic tight periods experienced during 1993 to 1997, 2004 to 2006 and 2018 to 2019. 
Leverage was low and/or improving during the 1993 to 1997 and 2004 to 2006 periods 
supporting a case for tight spreads. Leverage is expected to improve in 2021.

Several trends highlighted the continued elevation of ESG themes among IG corporate 
bond issuers and the increasing interest in ESG-based strategies among individual and 
institutional investors. The trends are gaining force in practices at the corporate level 
and policy and regulatory initiatives of governments.

In the U.S., the Biden administration has forwarded climate-risk as a central theme in its 
policy and regulatory actions. At a climate summit convened in Washington D.C. in April, 
the U.S. pledged to lower its carbon emissions by 50 percent to 52 percent by 2030 from 
2005 levels, nearly doubling prior targets. Several other countries participating in the 
summit increased their commitments as well. You can read a summary of recent climate 
policy developments stemming from the Summit in our latest ESG Newsletter (2021 
Climate Summit Brings Pledges to Combat Climate Risk). In a series of executive orders 
and policy directives, the White House also has advanced the issues of environmental 
justice and climate justice. You can read a conversation about these concepts in our 
ESG Newsletter article Justice Concepts Integrated in Administration’s Environmental and 
Climate Initiatives.

For decades, equity markets were most closely associated with sustainable and ESG 
investing, often because shareholder engagement was more commonly associated 
with equity rather than debt ownership. The trend continues to shift. Data compiled by 
BloombergNEF and reported in June set issuance in the global sustainable bond market at 
more than $3 trillion, fueled at least in part by the pandemic-driven demand for ESG funds.

BloombergNEF reported that total sustainable debt issuance was up from $2 trillion 
just eight months prior. Only $1 trillion was issued as recently as 2018, “nearly 12 
years after sustainable debt labeling began,” according to BloombergNEF. This year 
through May, sustainability bonds grew by 320 percent, green bonds by 142 percent, and 
sustainability-linked loans by 253 percent, compared to the first five months of 2020. We 
explored the topic in a post to our website during April (See Sustainable Bond Innovations 
Spark Issuance, Boost Transparency.)

FIGURE 4: IG CORPORATE 
SPREADS AND HISTORIC 
TIGHT PERIODS

ESG Spotlight

BBB Avg Option Adjusted Spread (OAS)            A Avg OAS
Source: Bloomberg Indices, Morgan Stanley.

Figure 4: IG Corporate Spreads and Historic Tight Periods
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https://www.breckinridge.com/insights/details/2021-climate-summit-brings-pledges-to-combat-climate-risk/
https://www.breckinridge.com/insights/details/2021-climate-summit-brings-pledges-to-combat-climate-risk/
https://www.breckinridge.com/insights/details/justice-concepts-integrated-in-administration-s-environmental-and-climate-initiatives/
https://www.breckinridge.com/insights/details/justice-concepts-integrated-in-administration-s-environmental-and-climate-initiatives/
https://www.breckinridge.com/insights/details/sustainable-bond-innovations-spark-issuance-boost-transparency/
https://www.breckinridge.com/insights/details/sustainable-bond-innovations-spark-issuance-boost-transparency/
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2Q21 CORPORATE TRENDS DASHBOARD 
Key Drivers: A Strong Economy and Operating Trends Partially Offset by Event Risk and Regulatory Drivers

TRENDS Weakness Strength

Central Bank Policy X FOMC policy is accommodative with the Fed Funds rate at the 0% lower bound and with ongoing Treasury bond and MBS purchases.

Economy X Robust COVID-19 vaccine distribution and fiscal/monetary stimulus is expected to drive above-trend economic growth in 2021.

Management/ESG X Due to COVID-19, companies ace greater sensitivity around ESG issues like employee safety, work-from-home policy, and 
supply chain management.

Operating Trends X After a 14% year-over-year (/Y) decline in 2020, per FactSet, S&P 500 operating earnings are currently forecast to grow by 35% 
Y/Y in 2021.

Financial Leverage X After peaking around 3-times in 2Q20, median IG gross leverage has continued its sequential decline and was 2.6 times in 1Q21.

Rating Trends X Rating agencies have turned more positive among U.S. IG issuers. Upgrades are running 1.2x downgrades year-to-date (YTD) 
in 2021 vs 0.5x YTD in 2020.

Supply/Demand X IG issuance neared $400B in 2Q. On a YTD basis, supply is second only to the 2020 tally. Domestic and foreign flows remain solid.

Geopolitical Risk X Tariffs among major trading partners can negatively impact global growth and stability. China and U.S. foreign relations are a 
key risk.

Event Risk X Global M&A activity has picked up notably with both deal count and deal value in 2Q21 handily exceeding figures in 2Q20 and 2Q19.

Regulatory X Regulations in some sectors (e.g., Banking, Energy, Tech) may shift under a Biden administration and corporate tax rates may rise. 

Valuations X IG spreads are at post Great Financial Crisis tights yet, they offer some value vs. competing IG asset classes. Spreads are 
wider than foreign IG markets.

Sources: Breckinridge Capital Advisors, Barclays, Bloomberg, Bureau of Economic Analysis, FactSet, Rating Agencies.
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Sources: Bloomberg Barclays, Fed Flow of Funds.
*Note: Quarterly figures are seasonally adjusted annual rates.
**The Bloomberg Barclays U.S. Corporate Bond Index is an unmanaged market-value-weighted index of investment-grade corporate fixed-rate debt issues with maturities of 
one year or more. You cannot invest directly in an index.

 As of 06/30/21 OAS Change (bps)

 Yield to Worst (%) OAS (bps) Month to Date Quarter to Date Year to Date

Bloomberg Barclays U.S. Corporate Index** 2.04 80 -3 -10 -16

Corporate Credit Curves

Corporate 1-3 Year 0.57 31 0 -10 -4

Corporate 1-5 year 0.89 41 -1 -13 -6

Corporate 5-10 year 1.97 77 -6 -12 -13

Corporate 10+ year 3.08 117 -4 -8 -24

Corporate Quality Spreads

AAA Corporate 1.95 43 0 -3 -12

AA Corporate 1.75 48 -1 -6 -11

A Corporate 1.82 63 -2 -9 -11

BBB Corporate 2.26 100 -4 -12 -22

Corporate Sector Spreads

Banking 1.57 65 -1 -12 -7

Basic Industry 2.38 101 -2 -11 -20

Capital Goods 1.99 76 -4 -12 -22

Communications 2.53 103 -5 -6 -17

Consumer Cyclical 1.83 68 -3 -11 -13

Consumer Non-Cyclical 2.15 78 -2 -5 -12

Energy 2.29 102 -5 -18 -34

Insurance 2.25 86 -2 -9 -18

REITS 1.94 82 -7 -18 -25

Technology 1.89 66 -5 -8 -9

Transportation 2.36 90 -5 -9 -25

Utility 2.40 93 -1 -6 -13

Supply/Demand ($Billions)

1Q21* 1Q20* 2020 2019 2018

Net Corporate Supply 1141 903 1064 489 366

Net Purchases (Foreigners) 199 -77 193 155 -60

Net Purchases (Funds) 392 162 495 99 190

Net Purchases (Households) 201 512 -57 65 94

Net Purchases (Insurance) 155 290 257 141 145

Net Purchases (Other) 194 16 176 29 -3

STATISTICAL SUMMARY
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FOOTNOTES:
1. https://www.reuters.com/business/finance/feds-bullard-looks-bond-buying-taper-not-automatic-pilot-2021-06-18/.
2. https://www.bea.gov/data/personal-consumption-expenditures-price-index-excluding-food-and-energy.
3. https://www.marketwatch.com/story/u-s-job-openings-soar-to-record-8-2-million-but-businesses-say-they-cant-find-enough-workers-to-hire-11620742194.
4. https://www.nytimes.com/interactive/2020/us/covid-19-vaccine-doses.html?action=click&module=Top%20Stories&pgtype=Homepage.
5. https://www.spglobal.com/marketintelligence/en/news-insights/latest-news-headlines/us-corporate-bond-spreads-tipped-to-remain-low-even-as-fed-scales-back-

support-64836843.

DISCLAIMER: The opinions and views expressed are those of Breckinridge Capital Advisors, Inc. They are current as of the date(s) indicated but are subject to change without 
notice. Any estimates, targets, and projections are based on Breckinridge research, analysis and assumptions. No assurances can be made that any such estimate, target or 
projection will be accurate; actual results may differ substantially. Nothing contained herein should be construed or relied upon as financial, legal or tax advice. All investments 
involve risks, including the loss of principal. Investors should consult with their financial professional before making any investment decisions. While Breckinridge believes the 
assessment of ESG criteria can improve overall credit risk analysis, there is no guarantee that integrating ESG analysis will provide improved risk-adjusted returns over any 
specific time period. Some information has been taken directly from unaffiliated third-party sources. Breckinridge believes such information is reliable but does not guarantee 
its accuracy or completeness. Any specific securities mentioned are for illustrative and example only. They do not necessarily represent actual investments in any client portfolio.
BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays 
Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights in the Bloomberg 
Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or guarantees the accuracy or completeness of any information herein, or makes any 
warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or 
damages arising in connection therewith.
The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be representative of the stock market in general. It is a market value weighted index 
with each stock’s weight in the index proportionate to its market value.
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