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FIXED INCOME UPDATE 
FOURTH QUARTER 2020
KEY POINTS 

• Positive vaccine news, the prospect of fiscal stimulus, and continued support 
from global central banks buoyed financial markets, continuing their resilience 
in the face of rising COVID-19 cases.

• Support from global governments — coupled with potential for economic 
growth — spurred healthy bond returns. 

EXHIBIT 1: 2020 GLOBAL POLICY RESPONSE

Governments around the globe responded swiftly with both fiscal and monetary policy.

Monetary Policy Stimulus (% of gross 
domestic product)

U.S.
• Rates cut to 0-0.25% 

• Unlimited asset purchases 

$3.8 trillion (18%)

Japan

• Short-term rate at -0.1%, 10-year yield target at 0%, 
with no limit on government bond purchases

• Real estate investment trusts and exchange-traded 
fund purchases doubled, corporate bond and 
commercial paper purchases more than tripled

¥308 trillion (57%)

European 
Union

• European Central Bank deposit rate unchanged 
at -0.5% 

• Rates on targeted longer term refinancing 
obligations (TLTRO) are as low as -1.0% through 
June 2022 

• Existing asset purchases expanded by €120 billion 
by end of 2020

• €1.85 trillion net asset purchases under Pandemic 
Emergency Purchase Program to run to until 
March 2022

• Germany: €267 
billion (8.1%)

• France: €84 billion 
(3.7%)

• Italy: €100 billion 
(5.6%)

U.K.
• Rates cut to 0.1%

• Purchase of £450 billion in bonds

£295 billion (14%)

Canada

• Rates cut to 0.25%. 

• Program to buy C$4 billion a week of government 
bonds.

C$438 billion (20%)

Source: Bloomberg, as of 12/31/20
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Long-Term Views

• Central banks must continue to 
coordinate with fiscal authorities 
to offset the economic weakness 
caused by the pandemic. Global 
central banks will leave rates low 
for the foreseeable future, to spur 
economic growth.

• Despite massive monetary and 
fiscal stimulus, we still believe in 
our “Stuckflation” view. Inflation 
will face persistent headwinds 
due to COVID-19 related unem-
ployment, demographics, tech-
nological efficiencies, low yields 
globally and a general lack of 
safe-haven assets available to 
non-central bank investors. 
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ECONOMY

• The economy showed signs of improvement during the fourth quarter, but still 
remains on shaky ground. The unemployment rate dropped from 7.8% to 6.7% 
and remained flat through the final two months. The labor force participation 
rate also remains below pre-pandemic levels.

• Congress agreed on a $900 billion stimulus bill including $600 in direct 
payments to individuals, an extension of jobless benefits and additional 
Paycheck Protection Program funds.

EXHIBIT 2: U.S. UNEMPLOYMENT RATE AND LABOR FORCE PARTICIPATION RATE  (%)

The labor force participation rate, which measures the percentage of working age people who 
are employed or actively looking for work, has remained below pre-pandemic levels.

Source: Northern Trust Asset Management, Bloomberg, as of 12/31/20
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CENTRAL BANKS

• Global central banks remained accommodative, providing direct liquidity when 
necessary. Central banks also retracted previous restrictions on bank capital, 
specifically dividends and share buy backs.

• The latest economic projections from Federal Open Market Committee 
participants suggest the federal funds policy rate will remain between 0 and 
0.25%  at least until the end of 2023. Although U.S. yields are projected to 
remain low, they are still highest amongst major countries. 

EXHIBIT 3:  GLOBAL RATES

Rates in much of the developed world remain negative, making Treasurys a good place for 
foreign investors to park money. 

Government Yields (%)

Source: Northern Trust Asset Management, Bloomberg
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ULTRA-SHORT/CASH

• Strong demand and little supply in the one-to-three-year space left investors 
competing for short-maturity bonds.  Option-adjusted spreads on one-to-three-
year bonds closed at a record low of 35 basis points, down 23 basis points on the 
quarter.

• Despite outflows from the money market fund industry, Treasury and agency 
yields continued to grind lower. As typical with year-end, credit spreads widened 
due to issuers offering higher yields to entice investors away from increasing cash 
positions. 

EXHIBIT 4: PRIME MONEY MARKET OUTFLOWS

Prime money market funds saw continued pressure as front end rates remained anchored 
near zero.

Source: Investment Company Institute, Bloomberg, as of 12/31/20

Performance

• Contributors: security  
selection, duration 

• Detractor: curve positioning  

Current Positioning

Portfolios are positioned neutral-
to-long duration relative to their 
benchmarks.

0.8

0.7

0.6

0.5

20 

0 

-20 

-40 

-60 

-80 

-100 

-120 

-140
Jan-20                     Mar-20                     May-20                      Jul-20                     Sep-20                     Nov-20      

$ 
tr

ill
io

n

$ 
b

ill
io

n

Weekly change in assets (right) Total net assets for prime funds (left)

Pandemic-related drop

Drop related to Vanguard fund change



Northern Trust Asset Management 5

FIXED INCOME UPDATE – FOURTH QUARTER 2020

TREASURYS AND TREASURY INFLATION-PROTECTED SECURITIES (TIPS)

• After breaking out of pandemic tight ranges, both 10-year and 30-year 
Treasurys had their largest quarterly gains this year. Vaccine distribution, 
government stimulus, and election results that favored Democrats boosted 
long end yields.

• Although a “Blue Wave” did not materialize by the end of the quarter, 10-year 
TIPS, a measure of expected inflation, continued to rise as the potential for 
more fiscal stimulus and larger deficits emerged. 

EXHIBIT 5: TREASURY CURVE

The Treasury curve bear steepened, meaning long end bonds yields rose faster than front 
end bonds yields.

Treasury Yields (%)

Source: Northern Trust Asset Management, Bloomberg, as of 12/31/20

Performance

• Contributors: security selection, 
sector allocation

• Detractors: curve positioning, 
duration

Current Positioning

Portfolios are positioned neutral-
to-long duration relative to their 
benchmarks.

3.0 

2.5 

2.0 

1.5 

1.0 

0.5 

0.0
1mo 3mo     1Y                             3Y                      5Y                   7Y                           10Y                                                              30Y

12/31/2020 9/30/2020 12/31/2019 



Northern Trust Asset Management 6

FIXED INCOME UPDATE – FOURTH QUARTER 2020

INVESTMENT GRADE BONDS

• Corporate bond issuance totaled $215 billion during the quarter, mostly to retire 
older, more costly debt. Option-adjusted spreads tightened 36 basis points to 
end the year at 96 basis points, just 1 basis point wider than where it started 
2020. 

• Improving growth expectations — paired with continued global central bank 
backing — helped the asset class return 3.05% during the quarter.

EXHIBIT 6: OPTION-ADJUSTED SPREADS (%)

Spreads continued to grind tighter, reaching just above pre-pandemic lows, on improved 
expectations of economic growth. 

Source: Northern Trust Asset Management, Bloomberg, as of 12/31/20. The option-adjusted 
spread (OAS) is the measurement of the spread of a fixed-income security rate and the risk-
free rate of return, which is then adjusted to take into account an embedded option. 

Credit Performance

• Contributors: asset allocation, se-
curity selection, curve positioning

• Detractor: duration

Current Positioning

Portfolios are positioned neutral-
to-long duration relative to their 
benchmarks, while maintaining a 
moderate overweight to corporate 
bonds.
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HIGH YIELD BONDS

• Companies took advantage of the improving economic outlook and low 
funding cost, issuing roughly $95.5 billion in the quarter to push high yield to a 
record issuance year of more than $432 billion. 

• Industries most impacted by COVID-19 were the largest beneficiaries in the 
improved high yield market, helping bonds end the year at a record low yield-
to-worst of 4.18%. Lower quality credit demonstrated another strong quarter.

EXHIBIT 7:  INVESTMENT GRADE AND HIGH YIELD FOURTH QUARTER RETURNS

Lower quality credit across both assets classes performed better than their higher rated 
peers, as investors searched for yield.

Returns by Credit Rating (%)

Source: Northern Trust Asset Management, Bloomberg, as of 12/31/2020

High Yield Performance

• Contributors: security selection 

• Detractor: sector allocation  

Current Positioning

Portfolios are positioned to manage 
the impact of market and sector 
volatility, while focusing on income 
generation and downside risk 
protection. We will continue to be 
positioned in the mid-range of the 
credit risk spectrum.
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MUNICIPAL BONDS

• State and local issuers continue to refinance outstanding debt and backfill deficits 
amid strong demand. Taxable municipal bond issuance in 2020 more than 
doubled from 2019. 

• Tax-exempt issuance was flat year-to-date, despite strong demand from taxpaying 
investors.

EXHIBIT 8: MUNICIPAL BONDS RETURNS BY CREDIT RATING (%)

Higher quality bonds outperformed, but lower quality bonds rallied this quarter as 
investors continued to reach for yield.

Source: Northern Trust Asset Management, Bloomberg Barclays, as of 12/31/20

Municipal Performance

• Positive: duration, yield curve and 
security selection

• Detractor: higher quality 
credit bias

Current Positioning

• Interest rate risk should typically 
be neutral-to-long to start the 
quarter.

• State and local general obligation 
debt and essential service reve-
nue bonds remain our top picks.
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IMPORTANT INFORMATION. For Asia-Pacific markets, this information is directed to institutional, professional and wholesale clients or 
investors only and should not be relied upon by retail clients or investors. The information is not intended for distribution or use by any 
person in any jurisdiction where such distribution would be contrary to local law or regulation. Northern Trust and its affiliates may have positions 
in and may effect transactions in the markets, contracts and related investments different than described in this information. This information 
is obtained from sources believed to be reliable, and its accuracy and completeness are not guaranteed. Information does not constitute a 
recommendation of any investment strategy, is not intended as investment advice and does not take into account all the circumstances of 
each investor. Opinions and forecasts discussed are those of the author, do not necessarily reflect the views of Northern Trust and are subject 
to change without notice.

This report is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, solicitation or 
recommendation with respect to any transaction and should not be treated as legal advice, investment advice or tax advice. Recipients 
should not rely upon this information as a substitute for obtaining specific legal or tax advice from their own professional legal or tax advisors. 
Information is subject to change based on market or other conditions.

Forward-looking statements and assumptions are Northern Trust’s current estimates or expectations of future events or future results based 
upon proprietary research and should not be construed as an estimate or promise of results that a portfolio may achieve. Actual results could 
differ materially from the results indicated by this information.

Past performance is no guarantee of future results. Performance returns and the principal value of an investment will fluctuate. Performance 
returns contained herein are subject to revision by Northern Trust. Comparative indices shown are provided as an indication of the 
performance of a particular segment of the capital markets and/or alternative strategies in general. Index performance returns do not reflect 
any management fees, transaction costs or expenses. It is not possible to invest directly in any index. Gross performance returns contained 
herein include reinvestment of dividends and other earnings, transaction costs, and all fees and expenses other than investment management 
fees, unless indicated otherwise.

Northern Trust Asset Management is composed of Northern Trust Investments, Inc., Northern Trust Global Investments Limited, Northern 
Trust Fund Managers (Ireland) Limited, Northern Trust Global Investments Japan, K.K., NT Global Advisors, Inc., 50 South Capital Advisors, LLC, 
Belvedere Advisors LLC and investment personnel of The Northern Trust Company of Hong Kong Limited and The Northern Trust Company.

© 2021 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A.

Visit our website to learn more about fixed income investing at 
Northern Trust Asset Management. LEARN MORE

How helpful was 
this article?

https://www.northerntrust.com/united-states/home
https://www.northerntrust.com/united-states/what-we-do/investment-management/fixed-income?utm_source=pdf&utm_medium=referral&utm_campaign=am-global-brand--20200717&utm_content=website
https://www.northerntrust.com/united-states/what-we-do/investment-management/fixed-income/municipal-fixed-income?utm_source=pdf&utm_medium=referral&utm_campaign=am-global-brand--20200717&utm_content=website
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https://www.northerntrust.com/united-states/what-we-do/investment-management/fixed-income?utm_source=pdf&utm_medium=referral&utm_campaign=am-global-brand--20200717&utm_content=website
https://northerntrustfeedback.allegiancetech.com/cgi-bin/qwebcorporate.dll?idx=4QHYEG&rating=1&title=fixed-income-update-fourth-quarter-2020_global_01202021
https://northerntrustfeedback.allegiancetech.com/cgi-bin/qwebcorporate.dll?idx=4QHYEG&rating=2&title=fixed-income-update-fourth-quarter-2020_global_01202021
https://northerntrustfeedback.allegiancetech.com/cgi-bin/qwebcorporate.dll?idx=4QHYEG&rating=0&title=fixed-income-update-fourth-quarter-2020_global_01202021
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