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• U.S. Treasury Curve: Short Treasuries remained inverted, while the 2s10s 
curve steepened due to rate cut expectations. 

• Tax-Exempt Municipal/Treasury Ratios: We expect lower ratios to return 
in July and August, due to record inflows coupled with elevated coupon and 
maturity payments. 

• Municipal Market Technicals: Municipal funds saw record inflows of $43.8 
billion in the first half of 2019, marking 25 straight weeks of inflows. 

• Corporate Credit Spreads: Investment grade (IG) corporate spreads tightened 
in June, with the Bloomberg Barclays U.S. Investment Grade Corporate Index 
having continued positive performance. 

• Corporate Supply and Demand: IG corporate fund flows accelerated, while the 
gross IG corporate new fixed-rate issuance declined by 22 percent, per Barclays. 

• Securitized Trends: The level of refinancing risk has come to the forefront as 
30 percent to 40 percent of the conventional 30-year mortgage universe has at 
least 50 basis points (bps) of refinancing incentive. 

The world was captivated by the U.S. Women’s National Team as they captured 
their second of back-to-back FIFA Women’s World Cup titles with a victory over 
the Netherlands. The confidence exuded by the U.S. on the largest stage in 
women’s soccer was a stark contrast, however, to the more cautious tone seen 
in U.S. monetary policy.

There was a noted change in the tone of the Fed after the June FOMC meeting, 
as the patient language was removed due to a slowdown in global growth and 
concerns over the impact of a drawn-out trade war. Additionally, weaker readings 
on global manufacturing data, lower job growth in the month of May and a decline 
in consumer sentiment all bolstered the case for a rate cut. Notably, the Chicago 
PMI reading came in below 50 for June, down from 54.2 last month. 1Q19 GDP 
growth was finalized at 3.1 percent, yet many estimates for 2Q19 have fallen below 
2 percent. The idea that low inflation may be more transitory was tested in May 
with year-over-year PCE coming in at 1.6 percent. In addition, trade uncertainties 
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have been weighing on business sentiment. This led to eight FOMC members 
calling for rate cuts this year, compared to no calls in March.         

FIGURE 1: FOMC EXPECTATIONS OF YEAR-END FED FUNDS RATE

With modestly weaker economic data and expectations for multiple rate cuts, 
Treasury yields fell. Shorter maturities were lower and the 10-year ended the 
month at 2 percent, reaching levels not seen since 2016. Short Treasuries 
remained inverted while the 2s10s curve steepened due to rate-cut expectations. 
The value of sovereign debt with negative yields hit a record $13 trillion in June, 
per Bloomberg.

In June, the Bloomberg Barclays Municipal Bond Index continued its positive 
performance streak, posting a total return of 0.37 percent for the month; the 
index is now up 5.09 percent for the year as of June 30.  June returns were 
strongest for the five-year maturity, while bonds rated BBB and A continued 
their strong runs. We have seen record inflows of $43.8 billion into municipal 
funds in the first half of 2019, marking 25 straight weeks of inflows per Lipper. 
This strong demand in funds continued to support performance of the municipal 
bond market.

Municipal yields closed the month at year-to-date lows. However, they did 
not keep pace with the fall in Treasury yields, resulting in the cheapening of 
municipal/Treasury across the curve.1 We expect lower ratios to return in July 
and August, due to record inflows coupled with elevated coupon and maturity 
payments. Estimates show that August maturities may total $32.6 billion, 
marking the second-largest maturity month of 2019, while net negative issuance 
could hit $45 billion.2 

While June’s supply at $33 billion was the largest month of new issue supply for 
2019, downward pressure on supply continued with Q219 nearing $89 billion, 
down over 11 percent from Q218. 1H19 issuance has fallen short of estimates, 
and demand remained exceptional as the cap on the SALT deduction continued 
to draw investors into tax-exempt assets.

Municipal Market Review
Technicals Deliver a Key Assist

FOMC participants’ assessment for Fed Funds Rates         Median target level for Fed Funds Rates
Source: Federal Reserve and Bloomberg, as of June 2019.    FOMC participants’ assessment of appropriate monetary policy: 

Midpoint of target range or target level for the federal funds rate.      Median target level for federal funds rate based on FOMC 
participants’ assessment of appropriate monetary policy: Midpoint of target range or target level for the federal funds rate.

Figure 1: FOMC Expectations for Year-End Fed Funds Rate
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FIGURE 2: CASH FLOWS EXPECTED TO FLOOD THE MARKET

Municipal credit fundamentals remain benign. According to the National 
Association of State Budget Officers as of June 2019, 32 states expect fund 
balance to grow in FY 20, with the mean reserve position for a U.S. state rising to 
7.1 percent of general fund revenue. As a sign of confidence, new money issuance 
and state and local capital spending has increased on a year-over-year basis.

IG corporate spreads tightened 13bps in June with the Bloomberg Barclays U.S. 
Investment Grade Corporate Index generating excess returns of 144bps, bringing 
year-to-date excess returns to 391bps. Continued positive performance in June, 
a posting of 2.45 percent total return by the Bloomberg Barclays U.S. Corporate 
Index (“Corporate Index”), brought total return for the year to 9.85 percent. 

For the month, returns were highest in lower-rated and longer-duration 
segments of the market. According to the Corporate Index, the best-performing 
sectors were Telecom, Cable, Food & Beverage, Metals & Mining and Chemicals. 
The worst-performing sectors included Packaging, REITS and Construction 
Machinery. At the rating level, BBBs outperformed, with spreads tightening 
16bps compared to AAs and As, which tightened 9bps and 12bps respectively. 
Credit curves flattened as short maturity (1-3 year) spreads tightened 5bps 
versus 20bps of tightening for longer maturities (10+ years), per Barclays.

The swift tightening of spreads was reflective of strong technicals. IG corporate 
fund flows accelerated, with $20.4 billion in inflows bringing total year-to-date 
inflows to $142 billion, twice as large as the inflows in 1H18.3 Additionally, gross 
IG corporate new fixed-rate issuance declined by 22 percent from $109.2 billion 
in May to $85.2 billion in June.4   

In IG corporates, the theme of deleveraging continues (see Corporate Bond 
Market Outlook Q2 2019). The percentage of Industrial corporate borrowers 
reducing debt has increased in recent years following U.S. tax reform. Capital 
Goods, Pharmaceuticals and Healthcare saw elevated M&A in recent years, and 
the increase in debt reduction during 2018 was necessitated by higher-than-
trend leverage and rating agency and investor expectations.

MBS had a modestly positive month, producing 2bps of excess return over 
U.S. Treasuries, and year-to-date total return stands at 4.17 percent, per the 

Corporate Market Review
Deleveraging Continues as a 
Defensive Standout 

Maturities                 Calls                 Coupons                 Issuance
Source: Seibert, as of June 2019.
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Figure 2: Cash Flows Expected to Flood the Market
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Securitized Market Review
Refinancing Risk Volleys Higher in MBS

https://www.breckinridge.com/insights/details/corporate-bond-market-outlook-q2-2019/
https://www.breckinridge.com/insights/details/corporate-bond-market-outlook-q2-2019/
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Bloomberg Barclays U.S. MBS Index. Net supply of MBS is below forecast to 
start the year, as the securitization rate has dropped, and new and existing home 
sales have been volatile and clouded by seasonal/weather related impacts.

The U.S. Refinance Index spiked over the quarter, reaching highs ahead of the 
June FOMC meeting. The Refi index has shown responsiveness to the rally in 
U.S. Treasuries after three years of virtual stagnation. The level of refinancing 
risk has come into clear focus as 30 percent to 40 percent of the conventional 
30-year mortgage universe has at least 50bps of refinancing incentive. Many of 
these mortgages were originated within the last year, as older vintages have 
seen lower rates.   

FIGURE 3: 30-YEAR CONVENTIONAL BY WEIGHTED AVERAGE COUPON

ABS excess returns lagged in June, with negative 13 bps excess return in June, 
per the Bloomberg Barclays ABS Index. The two-year swap spreads went 
negative for the first time ever in June; however, nominal spreads versus swaps 
widened more to offset and caused the sector to underperform. In contrast to 
ABS, agency CMBS posted positive excess return over U.S. Treasuries for the 
month, and year-to-date total return stands at 6.02 percent, per the Bloomberg 
Barclays Agency CMBS Index. Agency CMBS net supply totaled $36 billion 
though end of June, as the sector continues to take market share from the 
conduit sector. The built-in prepayment protections protect cash flows into rate 
rallies and hard final maturities create a bullet-like positively convex security.  

FIGURE 4: DELINQUENCIES: AGENCY CMBS VS. NON-AGENCY CMBS

Dec-18                 Jun-19
Source: Breckinridge Capital Advisors, as of June 2019.

Figure 3: 30-Year Conventional by Weighted Average Coupon
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Figure 4: Delinquencies: Agency CMBS vs. Non-Agency CMBS
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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.

FOOTNOTES:
1. TM3 as of June 30, 2019.
2. Seibert as of June 30, 2019.
3. Wells Fargo as of June 30, 2019.
4. Barclays as of June 30, 2019.
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