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IN SHORT

• The path of least resistance for U.S. economy is forward, not backward, and trend growth rates are expected to persist

• Corporate bonds and municipal bonds are preferred to Treasuries and Agencies

• Valuation and volatility will constrain returns after exceptional performance in 2019

2019 was a banner year for most asset classes and fixed income was no different. 

Broad bond market annual returns, as measured by the US Aggregate 

Bond Index, were the third highest in the last 20 years and occurred 

even with rates at relatively low levels. The causes were varied, but 

primarily resulted from the U.S. economy avoiding a recession and a 

nimble Federal Reserve that proactively cut interest rates as global 

economies started to weaken. Timing certainly played a part as well. 

After rising interest rates and weakening credit spreads characterized 

the final quarter of 2018, there was plenty of room for an upturn in 2019. 

There are reasons for cautious optimism as we start a new year: 

relations with China have thawed, U.S. economic data is stable and 

global growth looks poised to increase (or, in the case of the Eurozone, 

decline at a slower rate). This optimism is readily observable in a 

steeper yield curve in the U.S. and in the Ten Year German Bund rate, 

which has moved 0.5 percent higher since late August. Twenty-twenty 

will unquestionably have its share of volatility, but the path of least 

resistance for the U.S. economy is forward, not backwards. In such an 

environment, corporate credit (Investment Grade and High Yield) and 

municipal bonds should continue to outperform safer sectors such as 

U.S. Treasuries, although valuation is a major factor that will constrain 

returns. In the year ahead, we expect slightly higher interest rates, 

a steeper curve and a Federal Reserve that is content to stay on the 

sidelines..

Overall, corporate credit markets are healthy, albeit overvalued. While 

the S&P 500 was setting new highs in 2019, corporate bond spreads 

were tightening. Measured as a basis point spread to U.S. Treasuries, 

the Barclays Bloomberg US Corporate Index currently sits at +93 basis 

points1, which is the second lowest level in the last ten years. High yield 

markets are in a similar state. The spread on the Bloomberg Barclays 

US High Yield Index is +322, matching some of the tightest levels of the 

last ten years.1 In many cases, fundamentals are not quite as healthy 

as tight spreads indicate. Revenue growth for corporate issuers is still 

positive, but growth rates are declining. Interest coverage ratios are 

still healthy, but are reflective of low interest rates and cheap borrowing 

levels. Broadly, companies have spent the last several years executing 

what amounts to an equity for debt swap as they have issued debt to 

buy back shares. For many issuers, this has led to elevated leverage 

as measured on a Debt-to- EBITDA basis.2 The rating agencies (Fitch, 

Moody’s, S&P) have also been lenient. There are many cases in which 

leverage is elevated because of an acquisition and the rating agencies 

give the company time to reduce debt with bond spreads being little 

changed. Triple-B rated (BBB) CVS, who acquired Aetna for $70 billion 

at the end of 2018, still has leverage that is above the typical range for an 

investment-grade rated company. When the market is giving companies 

credit for execution results they have not yet achieved, issuer selection 

becomes crucial. Overall, we prefer companies that are levered to the 

consumer, namely banks, REITs and select consumer discretionary 

RETURN %

FIXED INCOME RETURNS BY 
SECTOR

Q4 
2019 YTD 2019

Intermediate Muni ** 1.03 5.45

Intermediate Treasury 0.47 6.67

Mortgage Backed*** 0.71 6.35

Government Agency -0.09 5.89

Intermediate Corporate 1.10 10.14

US Corporate High Yield 2.61 14.32
***Bloomberg Barclays US MBS Fixed Rate
**  Bloomberg Barclays 5 Year Muni
Source:  Bloomberg Barclays Indices

FIXED INCOME COMMENTARY
FIRST QUARTER 2020

Source:  Bloomberg Barclays Indices
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issuers. With the U.S. economy continuing its modest growth trajectory, 

corporate credit is still preferable to treasury and agency bonds, although 

high valuations could lead to bouts of volatility. 

 

The municipal bond market in 2019 was defined by some notable themes.  

First, exceptional demand was present throughout the year, exhibited by 

positive flows into the asset class in 51 out of the 52 weeks. As we have 

mentioned before, the Tax Cuts and Jobs Act of 2017 limited deductions 

and ways to shield income from taxes, thus increasing demand for 

municipal bonds. Second, the sector remains healthy from a credit and 

issuer perspective.  State tax collection remains strong, helped by a 

strong consumer, a buoyant stock market, and the capital gain taxes 

that accompany those. Through the middle of 2019, estimated Personal 

Income3 in every state grew on a year over year basis4.Finally, ratings 

actions and other news items hold different implications for investors. 

Arizona, Hawaii, Washington, and Nevada were the recipients of ratings 

upgrades based on strong economies and financial performance, and 

Connecticut now has a positive outlook from S&P and has actually been 

adding to its rainy day fund. Vermont received a slight downgrade in 

2019 to AA+ by rating agency Fitch. On the policy front, the Supreme 

Court dismissed a lawsuit by the creditors of the Puerto Rico Highway 

and Transportation Authority in which the creditors were looking for 

payment even while the agency was under bankruptcy protection. The 

ruling surprised the municipal bond market and investors have had to 

re-assess how untouchable and segregated municipal revenue streams 

actually are.  Municipal investors will also be intently watching the 2020 

presidential election for impactful policy changes. A free or subsidized 

education model, proposed by some Democrats, would be a negative 

for smaller private colleges. An infrastructure-spending plan would also 

have implications on bond supply and state and municipal finances. In the 

coming year, with the U.S. economy continuing to grow, the municipal bond 

sector will continue to be a desirable asset class, although the performance 

in 2019 will tough to replicate.

1.  Measured on an Option Adjusted Spread (OAS) basis as of 12/31/2019
2. Earnings before interest, taxes, depreciation, and amortization
3. Personal income is the sum of residents’ paychecks, Social Security 

Benefits, employers’ contributions to retirement plans and health 
insurance, income from rent and other property, and benefits from public 
assistance programs

4. Pew Research, Pew Charitable Trusts

Investment products such as stocks, bonds, and 
mutual funds may lose value and are not insured or 
guaranteed by Boston Private Wealth LLC, Boston 
Private Bank & Trust Company or any affiliates or by 
the Federal Deposit Insurance Corporation or any 
other government agency. Past performance is not 
indicative of future results, which may vary. 

This publication is intended for informational 
purposes and is not a solicitation or an offer to buy any 
security or instrument or to participate in any trading 
strategy. The opinions expressed and information 
contained in this publication are given in good faith, 
may be subject to change without notice, and are as 
of the date issued. All sourced information is believed 
to be reliable but has not been independently verified. 
This publication discusses general market activity, 
industry or sector trends, or other broadbased 
economic, market or political conditions and should 
not be construed as research or investment advice 
and does not represent a complete analysis of every 
material fact with respect to the economy, financial 
markets, interest rates, and any industry or sector 
mentioned in the publication. 

This publication is meant to offer general 
information about ideas and strategies and is solely 
for discussion purposes, as the readiness and 
efficacy of any strategy are dependent upon each 
investor’s facts and circumstances. Please consult 
with your independent attorney or tax advisor for 
final recommendations and before changing or 
implementing any financial strategy. Due diligence 
processes seek to diminish, but cannot eliminate 
risk, nor do they imply low risk. Asset allocation, 
diversification and rebalancing do not guarantee a 
profit or protect against a loss in declining markets. 

Investing in fixed-income securities may involve 
certain risks, including the credit quality of individual 
issuers, possible prepayments, market or economic 
developments and yields and share price fluctuations 
due to changes in interest rates. When interest 
rates go up, bond prices typically drop, and vice 
versa. There may be less information available 
on the financial condition of issuers of municipal 
securities than for public corporations. The market for 
municipal bonds may be less liquid than for taxable 
bonds. A portion of the income may be taxable. 
Some municipal security investors may be subject 

to Alternative Minimum Tax (AMT). Asset allocation, 
diversification and rebalancing do not ensure a profit 
or protect against loss in declining markets. 

International investing involves unique risks, including 
foreign taxation, foreign currency fluctuation risks, 
risks related with possible variances in financial 
standards and other risks associated with potential 
political, social and economic developments. 
Investing in emerging markets may involve greater 
risks than investing in more developed countries. In 
addition, concentration of investments in a single 
region may result in greater volatility.

Neither Boston Private Wealth LLC, nor its investment 
professionals or representatives provide tax, 
accounting or legal advice. Clients should review any 
planned financial transactions or arrangements that 
may have tax, accounting or legal implications with 
their advisors.

For additional information about our fees and services 
please visit our website www.bostonprivate.com or 
call us at 1-800-422-6172. Boston Private Wealth LLC 
is a registered investment adviser and wholly-owned 
subsidiary of Boston Private Bank & Trust Company.
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