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COMMENTARY

Update to Recent Month and Year - Also Make Change to B and C Masters

MARKET REVIEW 

Treasury yields were anchored at low levels, especially as 
inflation expectations declined. Stronger-than-expected 
economic data suggested that the Fed’s policy support and the 
CARES Act fiscal stimulus were sustained positives. Several of 
the Fed’s lending programs, scheduled to expire at the end of 
September, were extended to year end. The beneficial effects 
of stimulus appeared to be waning and prospects for a new 
round of stimulus faded as the election approached.

Risk assets sold off in September due to a rise in COVID-19 
cases, valuation concerns, and election uncertainty. While 
the unemployment rate dropped, claims flattened at elevated 
levels. In our view, fiscal stimulus likely pulled third-quarter 
growth forward from the fourth quarter. Expectations for 
third-quarter gross domestic product (GDP) were in the 
30-percent range, according to consensus opinion. The 
consensus outlook for the fourth quarter, however, was 
less positive, as many analysts pared their estimates as 
September closed. Household spending power should 
decline without stimulus checks. The election remains a wild 
card, with concerns about contested results emerging.

MUNICIPAL MARKET REVIEW

After setting record lows in August, yields across the curve 
were rangebound in September. Over the quarter, front-end 

yields fell approximately 3 basis points (bps) while longer 
maturities increased approximately 5bps.

Modest front-end outperformance pushed Municipal/
Treasury Ratios lower for the month, ending with the 2-year 
ratio at 104 percent, the five-year ratio at 96 percent, the 
10-year ratio at 128 percent, and the 30-year ratio at 111 
percent. During the month, the municipal yield curve 
steepened and absolute yields in the 7- to 10-year range 
increased, offering opportunity to capture relative value in 
that segment of the curve. (See Figure 1.)

FIGURE 1. MUNICIPAL CURVE STEEPENED, IMPROVING 
ABSOLUTE YIELD, RELATIVE VALUE

SUMMARY

• U.S. Treasury Curve: Yields across the curve were essentially unchanged, moving a little lower on the front end of the 
curve, a little higher on the long end, as the curve steepened. 

• Municipal Market Technicals: September new issuance was more than $47 billion, per The Bond Buyer. Taxable 
municipal bonds accounted for more than 33 percent of the total.

• Corporate Market Technicals: Investment grade (IG) corporate fixed-rate bond gross supply was $172 billion priced in 
September.  

• Securitized Trends: Mortgage-Backed Security (MBS) and Agency Commercial MBS (ACMBS) spreads widened during 
the month. Asset-Backed Securities (ABS) continued their solid performance on the year.
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Source: Barclays as of September 30, 2020.

Figure 1: Municipal Curve Steepened, 
Improving Absolute Yield, Relative Value
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Gross supply grew, with $47 billion issued in the month, 
the highest issuance for September on record and the 
fourth consecutive month of more than $40 billion in 
supply, per data from The Bond Buyer. Taxable municipal 
issuance surpassed $16 billion during the month. Taxable 
municipal bonds issuance year-to-date through September 
30 exceeds $102 billion, up 200 percent. Municipal bond 
mutual fund inflows were positive in the month and year-
to-date, returning to levels that preceded the market 
turmoil in March.

For September, the Bloomberg Barclays 1-10 Year Blend 
Index was up 0.10 percent and the Managed Money Short/
Intermediate Index finished up .13 percent. Higher-quality 
bonds outperformed lower-quality bonds and shorter 
maturities outperformed longer maturities in September.

Some municipal revenue sectors continued to show signs 
of stabilization at lower ratings levels, including toll roads, 
dedicated tax bonds, and hospitals. Urban area credits 
are showing more signs of credit deterioration as winter 
approaches and density becomes a larger issue for urban 
retailers, restaurants, and entertainment venues in major 
cities, including New York City and Chicago. We consider 
the near-term outlook for all credits to be highly dependent 
on the course of the virus and federal aid. The best-case 
scenario is no material uptick in caseloads and a federal 
aid package over the next six months. The worst case 
would be the opposite. Near-term caution is warranted but, 
higher taxes are almost certain, in our estimation, which 
would be supportive for municipal bonds.

CORPORATE MARKET REVIEW

IG corporate spreads widened by 6bps in September 
and ended the month at 136bps. BBB-rated corporate 
bonds widened 6bps, slightly underperforming AA-
rated bonds, which were 5bps wider. In a reversal of 
August, intermediate-maturity corporates modestly 
underperformed longer-maturity corporates, as the credit 
curve flattened slightly. 

The BBG Corporate Bond Index fell 0.29 percent for the 
month. Performance is positive year-to-date at 6.64 
percent. According to Barclays, the best-performing sectors 
were airlines, financial companies, paper, transportation, 
and building materials. The worst-performing sectors were 
oil field services, refining, independent energy, midstream 
energy, and sovereigns.

IG corporate supply remained healthy. In September, $172 
billion priced. On a year-to-date basis, and due primarily to 
the record second quarter issuance of $761 billion, IG supply 

finished at $1.67 trillion at the end of September, up 67 
percent year-over-year, per Bloomberg estimates. IG funds 
reported about $28 billion of net new flows in September, per 
EPFR, slightly below the August tally of $32 billion. 

The Fed began purchasing individual IG corporate bonds 
in June. At the end of September, the Fed held about $13 
billion of bonds and exchange-traded funds. While the 
strength of the corporate bond market may have allowed 
the Fed to take its foot of the gas recently, its intervention 
and ability and willingness to do more should continue to 
support IG spreads. 

Rating agencies have responded to the precipitous drop 
in corporate earnings announced during the third quarter 
by downgrading credit ratings. As we look ahead to third-
quarter earnings reports, downgrades are likely to continue, 
with agency rating outlooks biased negative. We expect 
downgrades to outpace upgrades and fallen angels—ratings 
slipping from IG to high yield—to be elevated.

On the positive side, issuers materially reduced 
discretionary share buybacks and increased cash liquidity 
in the second quarter. Overall, while corporate credit 
fundamentals remain weak, a renewed focus on balance 
sheets should stabilize leverage prospectively albeit at 
a higher level than in prior recoveries. Spreads are in a 
tight range, but volatility may pick-up around the election, 
potentially creating investing opportunities.

SECURITIZED MARKET REVIEW

MBS spreads widened during September, as prepayments 
continue to surprise to the upside and heavy net supply 
weighs on the sector. The sector modestly underperformed 
Treasuries with negative 14bps excess returns, leaving year-
to-date excess returns at -52bps. Net supply is on pace to 
reach $400 billion, which could mark the highest level since 
the 2008 to 2009 timeframe, per Bank of America Merrill 
Lynch. With mortgage rates at all-time lows, 1.5% coupons 
are being produced for the first time ever.

ABS outperformed Treasuries in September and year-to-
date excess returns is positive 70bps. The hunt for yield 
in the front-end combined with lower supply (credit card 
issuance down 40 percent) has compressed spreads and 
relative value versus other sectors. While ACMBS lagged 
Treasuries by 13bps, non-agency CMBS generated 28bps of 
excess returns.
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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. 
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.


