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CORPORATE BOND MARKET OUTLOOK

INVESTMENT OUTLOOK
Don’t Expect a Repeat

In 2019, the U.S. investment-grade (IG) corporate bond 
market generated its highest total return (14.5 percent, 
per Barclays) since 2009. To us, 2020 looks like a year to 
clip coupons in the IG corporate market. With spreads now 
below 100 basis points (bps) and seemingly rangebound 
interest rates, IG corporates should be able to generate 
modestly positive total and excess returns in 2020. Risk 
assets including IG corporate bonds should continue to be 
supported by accommodative central bank policies in 2020. 
Stimulative policy and low global interest rates should 
sustain a global reach for yield. Corporate profit growth looks 
set to rebound in 2020 and earnings should expand as key 
economies benefit from policy stimulus and potentially fiscal 
stimulus. Full IG valuations will likely limit spread narrowing 
potential and pure beta performance, but we believe bottom-
up opportunities remain in deleveraging stories. With 
corporate spreads approaching cycle tights, we have taken a 
more defensive position given late-cycle dynamics. 

A risk to our investment thesis is a worsening of trade 
conflicts that negatively impacts growth, profits and 
issuers’ deleveraging targets. And, the U.S. election is 
a key uncertainty in the back half of 2020, which could 
impact IG bonds. 

FUNDAMENTALS
Corporate Leverage Is High, But So Are Margins

With market participants concerned about high corporate 

leverage, deleveraging looks set to continue in 2020. 
Debt use in mergers has declined since peaking in 2017, 
per Barclays, and several of the largest borrowers in the 
Bloomberg Barclays U.S. IG Corporate Index are actively 
deleveraging post-M&A and, thereby, reducing overall 
market-issuer weighted leverage (see Figure 1). 

Leverage looks set to decline slightly in 2020 as cash 
flows expand and key economies benefit from central 
bank stimulus.  It’s notable, and not well-reported, that IG 
corporate issuer EBITDA margins bottomed in 2014 and 
have steadily improved on M&A-related revenue growth 
and costs savings. In fact, EBITDA margins at about 
29-percent are their highest point in the post-crisis era 
per Barclays. We see stable-to-improving fundamentals 
in sectors like Banking, Communications and Health 
Care. Alternatively, we see declining fundamentals in 
Chemicals, Diversified Manufacturing and Energy.

FIGURE 1: U.S. IG CORPORATE LEVERAGE VS. MARGINS

Q4 2019

• Fed accommodation increased with three rate cuts implemented in 2019 and ongoing liquidity provided 
through repo markets and Treasury purchases.

• After tariffs and weak economic growth in 2019, corporate earnings should expand as major economies 
benefit from greater central bank stimulus. 

• Bond fund and foreign flows were sizable in 2019, supporting demand. If flows were to reverse course, there 
could be material implications for corporate market liquidity in 2020.

• Actual and threatened tariffs among major trading partners (e.g., U.S./China, U.S./Europe, etc.) negatively 
impacted global growth in 2019 and long-term uncertainty remains as we enter 2020.

• Full valuations limited bond spread narrowing potential and pure beta performance. However, we think 
bottom-up opportunities remain in post-M&A, credible deleveraging stories.

KEY DRIVERS FOR THE YEAR

Issuer-Weighted Gross Leverage (LHS)* 
Issuer-Weighted Average Gross Leverage, 1989-2019 (LHS)
Issuer-Weighted EBITDA Margin (RHS)

Figure 1: U.S. IG Corporate Leverage vs. Margins
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Source: FactSet, Compustat, Bloomberg Barclays Indices, Barclays Credit Research, as of December 16, 2019.
*Calculation weights each non-Financial issuer’s gross leverage by the market value of its bonds in the Barclays U.S. IG Corporate Index. 
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Sustainability Emerging as Key Credit Driver

As it relates to environmental, social and governance (ESG) 
factors, we have found that IG issuers are devoting an 
increasing amount of attention to sustainability. The focus and 
effort on sustainability initiatives is showing up in a variety of 
ways, including spending on corporate responsibility activities, 
corporate sustainability reporting, hiring of chief sustainability 
officers, and tying sustainability goals to managerial 
responsibilities. Through our engagement discussions with 
corporate issuers, we are seeing steady improvements in 
ESG disclosures and issuers’ ability to articulate cohesive 
sustainability strategies. Large issuers are also issuing more 
detailed corporate sustainability reports (CSR). 

Carbon transition risks may have significant implications for 
credit quality. These risks stem from the global economy’s 
shift toward low-carbon technologies to help mitigate 
the impacts of climate change. Carbon transition risks 
for corporate bond issuers can manifest in myriad ways 
including reduced demand for oil, gas and refined products, 
implementation of carbon taxes that increase corporate and 
consumer costs, potential fines and legal settlements from 
global regulatory bodies, reputational risks that challenge 
the ability of companies to attract and retain talent and 
customers. Other risks include the potential for stranded 
assets for oil and gas companies if demand declines as the 
world moves toward cleaner energy. For details, please 
see our ESG Newsletter piece, “Carbon Transition Risk 
Engagements Reveal Global Disparities”, here.

Rating Actions Have Been Balanced Post-Crisis 

Over the past 10 years, S&P has upgraded 593 U.S. IG 
corporate ratings and downgraded 604, for a ratio of 0.98. 
From 2012-2014, upgrades exceeded downgrades while 
from 2015-2017, it flipped. Since 2018, the up/down ratio is 
1:1. Rating actions should be balanced in 2020 as improved 
earnings are partially offset by M&A and tariff headwinds. 
Not to imply there aren’t credit challenges. Operating 
trends are mixed, and some issuers may have difficulty 
meeting deleveraging targets. If sustained, trade conflicts 
could further negatively impact economic growth.

FIGURE 2: U.S. IG CORPORATE RATING AGENCY ACTIONS

TECHNICALS
Increase in Supply Met by Consistent Demand

Index-eligible IG corporate fixed-rate supply was $993 
billion in 2019, up by 8 percent year-over-year, but 
below the 2015-2017 amounts. IG fixed rate net supply 
of $350 billion was up 26 percent in 2019, per Barclays. 
Consensus supply estimates for 2020 suggest a dip in both 
gross and net supply based on slowing M&A, deleveraging 
goals, more overseas IG issuance and high U.S. debt 
redemptions. 

Demand was solid with IG fund inflows of $160 billion 
in 2019 and healthy foreign flows (see Figure 3). 
Demographics have driven steady flows into funds and 
that should continue. The insurance sector continued 
its tradition as a steady buyer of corporate bonds given 
insurers’ need for high-quality duration. Corporate market 
liquidity is still a question mark. While adequate for new 
issue and smaller secondary lots, liquidity is an ongoing 
concern that could worsen if fund flows were to reverse in a 
meaningful way.    

FIGURE 3: IG CORPORATE FIXED RATE BOND SUPPLY 
AND DEMAND

VALUATIONS
Positive Carry, Limited Spread Compression

At 93bps off, the IG Corporate Index spread compressed 
by 60bps in 2019 and is back to February 2018 levels. 
Full valuations have limited spread narrowing potential 
and pure beta performance, but we think bottom-up 
opportunities remain in deleveraging stories. While spread 
compression opportunities are limited, IG corporates have 
the potential to outperform Treasuries through the extra 
yield and carry offered in corporates. 

Valuations are below long-term averages on an absolute 
basis and relative to market-weighted leverage. Case-in-
point: spread per unit of leverage was 29bps at the end 
of 2019, which is below its long-term average of 55bps. 
However, spreads are generally wider than competing 
global IG corporate bond asset classes.

Rating Downgrades (LHS)              Rating Upgrades (LHS)             Upgrades/Downgrades (RHS)
Source: S&P Global Ratings Research, as of December 3, 2019.

Figure 2: U.S. IG Corporate Rating Agency Actions
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Figure 3: IG Corporate Fixed Rate Bond Supply and Demand
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https://www.breckinridge.com/insights/details/carbon-transition-risk-engagements-reveal-global-disparities/


3

Q4 2019 CORPORATE BOND MARKET OUTLOOK

FIGURE 4: IG CORPORATE SPREAD VS. ISSUER-
WEIGHTED LEVERAGE

U.S. PRESIDENTIAL ELECTION
Expect Volatility in Second Half of 2020

Volatility in risk markets, including corporate bonds, 
could pick up in the second half of 2020 as participants 

place their bets ahead of election night. Wall Street 
seems to favor gridlock, so unless there is a Democratic 
or Republican sweep, corporate bonds should perform 
favorably post-election. If a progressive Democratic wins 
the presidency, and the Dems sweep the House and Senate, 
there could be material impacts to corporate bonds. An 
increase in the corporate tax rate and/or a boost in the 
minimum wage could negatively impact earnings and 
free cash flow. An Elizabeth Warren or Bernie Sanders 
presidency with control of one or both houses, would likely 
present a more challenging regulatory backdrop. Large 
Energy, Pharmaceutical and Technology companies could 
face increased regulation and potentially lower profits. 
Large Banks could face greater regulation. Economic, fiscal 
and tax policies could be materially different, depending on 
the election outcome. Climate change will march on and 
forward-thinking companies that can look long-term will 
likely be better positioned to manage climate change and 
other ESG risks and opportunities. 

IG Corporate Index OAS/Issuer-Weighted Leverage (LHS)*
Average Spread per Unit of Leverage, 1989-2019 (LHS)
IG Corporate Index OAS (RHS)

Figure 4: IG Corporate Spread vs. Issuer-Weighted Leverage
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Source: Bloomberg Barclays Indices as of December 31, 2019, and Barclays Credit Research as of December 16, 2019.
*Calculation weights each non-Financial issuer’s gross leverage by the market value of its bonds in the Barclays U.S. IG Corporate Index. 
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Credit Trends Dashboard  
In our Credit Trends Dashboard, we capture our views of the key drivers of IG corporate credit.

TRENDS Weakness Strength

Central Bank Policy X Accommodation has increased. The Fed reduced rates three times in 2019, is providing liquidity in repo markets and buying 
Treasury Bills.

Financial Leverage X Steady debt reduction by large Index borrowers; issuer-weighted leverage, while still above-average, has moderated since 
peaking in 2015.

Management/ESG X Large cap companies are engaging with investors on material ESG issues and devoting more resources to drive sustainability 
improvements. 

Supply/Demand X IG fixed rate net supply of $350B was up 26% in 2019. Demand was strong with IG net inflows of $160B and healthy foreign flows.

Economy X U.S. real GDP grew by a solid 3.1% in Q1 2019, slightly beating the consensus. However, economic growth has slowed in China, 
Japan and the EU.

Event Risk X Low interest rates support merger activity while tariffs create business uncertainty. Debt use in mergers has declined since 
peaking in 2017.

Operating Trends X While earnings growth was negative (-1 percent y/y) in 3Q19, S&P 500 company positive EPS surprises outnumbered negative 
ones by 4:1.

Ratings Trends X Per S&P, U.S. IG corporate rating actions have been relatively balanced over the past two years with an upgrade/downgrade 
ratio of 1:1.

Regulatory X The Fed adopted benefits pertaining to bank regulation that will primarily accrue to mid-sized regionals; larger bank 
regulations are static.

Geopolitical Risk X Actual and threatened tariffs among major trading partners (e.g. U.S./China, U.S./Europe, etc.) may negatively impact global 
growth and stability.

Valuations X IG spreads narrowed 60bps in 2019. Valuations are full and back to February 2018 levels; but well-researched, bottom-up 
opportunities remain.

Source: Breckinridge Capital Advisors, Barclays, Bloomberg, ICI, S&P Global Ratings, as of December 31, 2019.
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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. Past performance is not indicative of future results. Nothing contained herein should be construed or relied upon as financial, 
legal or tax advice. All investments involve risks, including the loss of principal. An investor should consult with their financial professional before making any investment decisions.
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.

Sources: Bloomberg Barclays Indices, ICI, Fed Flow of Funds. *Note: Quarterly figures are seasonally adjusted annual rates. Seasonal adjustments are made to remove the 
seasonal components of time series graphs.

 As of 12/31/19 OAS Change (bps)

 YTW (%) OAS (bps) MTD QTD YTD

Bloomberg Barclays U.S. Corporate Index 2.84 93 -11 -22 -60

Corporate Credit Curves

Corporate 1-3 Year 2.03 43 -4 -7 -44

Corporate 1-5 year 2.16 53 -6 -11 -53

Corporate 5-10 year 2.72 89 -13 -26 -76

Corporate Quality Spreads

AAA Corporate 2.58 52 -9 -13 -26

AA Corporate 2.35 48 -6 -9 -35

A Corporate 2.59 70 -9 -19 -50

BBB Corporate 3.12 120 -14 -26 -72

BBB-A Corporate 0.53 50 -5 -7 -22

Corporate Sector Spreads

Basic Industry 3.28 132 -12 -27 -53

Capital Goods 2.72 82 -7 -18 -60

Communications 3.10 109 -14 -29 -73

Consumer Cyclical 2.80 93 -10 -19 -60

Consumer Non-Cyclical 2.88 92 -10 -22 -55

Energy 3.22 128 -20 -25 -60

Financial Institutions 2.61 80 -11 -23 -67

Technology 2.62 74 -12 -19 -50

Transportation 2.98 96 -9 -18 -43

Utility 3.02 97 -8 -16 -47

Supply/Demand ($Billions)

3Q19* 3Q18* 2018 2017 2016

Net Corporate Supply 748 425 325 601 379

Net Purchases (Foreigners) 230 163 -12 332 345

Net Purchases (Funds) 362 301 210 280 70

Net Purchases (Households) -108 -244 -5 -34 -76

Net Purchases (Insurance) 177 116 141 81 99

Net Purchases (Other) 87 89 -9 -58 -59

Statistical Summary


