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BOND INVESTORS NOT GETTING PAID FOR THE RISKS THEY ARE TAKING 

Thanks to record low interest rates and 
spreads, the amount of yield bond 
investors are earning for each unit of 
duration has fallen to the lowest level in 
the last three decades. While many bond 
funds are actively managed, it’s 
important to be aware that it would not 
take much of a move in yields to wipe out 
the income return on the index or a fund 
tracking it. 

 

 

 

 

 

 

 

S&P CREDIT DOWNGRADES SLOWING NOTABLY 

At the start of the Covid-19 pandemic, 
S&P credit downgrades rapidly 
increased as the ratings agency 
attempted to quickly evaluate the rapidly 
deteriorating economy. It now appears 
that the record pace of downgrades 
peaked in the 2Q’20, with almost 900 
credit downgrades. The number has 
since decreased, but remains elevated 
relative to history. What will be key to 
watch is the number of credit upgrades, 
slowly rising as the U.S. economy begins 
its long path of recovery. 
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CYCLICAL SECTORS SHOWING IMPRESSIVE RELATIVE PERFORMANCE 

What initially began as a nascent and 
dubious rally in cyclicals in late-March has 
evolved into a legitimate trend change as 
the cyclical sectors outpace defensives on 
impressive momentum. It’s fair to argue 
that the cyclical trade may be extended in 
the short-term, but on the back of a 
prospectively recovering U.S. economy, 
the fundamental set-up for cyclicals is 
supportive for a sustainable move higher.

CYCLICAL SECTORS OFTEN LOOK EXPENSIVE EARLY IN RECOVERIES 

The ratio of cyclical sector NTM P/E’s to 
defensive sector NTM P/E’s historically 
has been below parity in the early stages 
of a recovery due the fact that earnings for 
those sectors have not yet normalized 
while defensive sectors have continued to 
see earnings support. Over the coming 
quarters we would look for this ratio to 
move higher as the economy continues to 
recover.
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APPENDIX – IMPORTANT DISCLOSURES  
This communication was prepared by Strategas Securities, LLC (“we” or “us”). Recipients of this communication may not 
distribute it to others without our express prior consent. This communication is provided for informational purposes only and 
is not an offer, recommendation or solicitation to buy or sell any security. This communication does not constitute, nor should 
it be regarded as, investment research or a research report or securities recommendation and it does not provide information 
reasonably sufficient upon which to base an investment decision. This is not a complete analysis of every material fact 
regarding any company, industry or security. Additional analysis would be required to make an investment decision. This 
communication is not based on the investment objectives, strategies, goals, financial circumstances, needs or risk tolerance 
of any particular client and is not presented as suitable to any other particular client; therefore, this communication should 
be treated as impersonal investment advice. The intended recipients of this communication are presumed to be capable of 
conducting their own analysis, risk evaluation, and decision-making regarding their investments.  
 
For investors subject to MiFID II (European Directive 2014/65/EU and related Delegated Directives): We classify the 
intended recipients of this communication as “professional clients” or “eligible counterparties” with the meaning of MiFID II 
and the rules of the UK Financial Conduct Authority. The contents of this report are not provided on an independent basis 
and are not “investment advice” or “personal recommendations” within the meaning of MiFID II and the rules of the UK 
Financial Conduct Authority. The information in this communication has been obtained from sources we consider to be 
reliable, but we cannot guarantee its accuracy.  

 
The information is current only as of the date of this communication and we do not undertake to update or revise such 
information following such date. To the extent that any securities or their issuers are included in this communication, we do 
not undertake to provide any information about such securities or their issuers in the future. We do not follow, cover or 
provide any fundamental or technical analyses, investment ratings, price targets, financial models or other guidance on any 
particular securities or companies. Further, to the extent that any securities or their issuers are included in this 
communication, each person responsible for the content included in this communication certifies that any views expressed 
with respect to such securities or their issuers accurately reflect his or her personal views about the same and that no part 
of his or her compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained 
in this communication. This communication is provided on a “where is, as is” basis, and we expressly disclaim any liability 
for any losses or other consequences of any person’s use of or reliance on the information contained in this communication.  

 
Strategas Securities, LLC is a registered broker-dealer and FINRA member firm, as well as an SEC-registered investment 
adviser. It is affiliated with Strategas Asset Management, LLC, an SEC-registered investment adviser. Strategas Securities, 
LLC is also affiliated with Robert W. Baird & Co. Incorporated (“Baird”), a broker-dealer and FINRA member firm, although 
the two firms conduct separate and distinct businesses.  

 
A complete listing of all applicable disclosures pertaining to Baird with respect to any individual companies mentioned in 
this communication can be accessed at http://www.rwbaird.com/research-insights/research/coverage/third-partyresearch-
disclosures.aspx. You can also call 1-800-792-2473 or write: Robert W. Baird & Co., PWM Research & Analytics, 777 E. 
Wisconsin Avenue, Milwaukee, WI 53202. 


