
A Headline Surprise on Employment and Inflation, 
But the Fed Stands Pat

The month started with April employment numbers that 
were expected to show a recovery firing on all cylinders, 
but instead disappointed by approximately 700,000 jobs. 
Added to that was a Consumer Price Index (CPI) print of 
4.2% in April against consensus of 3.6%. Together, the data 
appeared to point to a slowing recovery and higher inflation 
that would potentially create the need for sooner-than-
expected rate increases.

Both numbers, when looked at more closely, had some 
specific data impacts that should resolve going forward. 
Without schools broadly opening, childcare remained 
an issue that likely hampered return to work, and chip 
shortages limiting new car production created an 
approximately 10% surge in used vehicle prices that 
accounted for over a third of the monthly CPI increase, as 
reported by the Department of Labor. 

Later in the month, the St. Louis Federal Reserve released 
some much more positive data that points to a 
strengthening recovery. Real GDP increased 6.5% at an 
annual rate in the first quarter of 2021, which was roughly 
double the rate expected by the Survey of Professional 
Forecasters (SPF) in February. 

The May SPF report showed an expectation of job gains 
that will average a little more than 600,000 a month for the 
final three quarters of 2021. And the Fed reports that the 
unemployment rate “will most likely drop from 6.1% in April 
to below 5% by the end of the year.”

How Did the Bond Market React? 

Rates across the Treasury yield curve were essentially 
unchanged. Spreads continued to tighten across most credit 
market sectors, and most major credit indices ended the 
month with positive results. However, markets are still trying 
to recover from the first quarter’s negative performance and 
most indices remain negative year-to-date. 

The Great Replacement?

It’s not exactly a secret that traditional bond returns aren’t 
expected to have a strong year. But if investors are indeed 
shifting some of their assets away from traditional fixed 
income, where are they going? A recent study sheds some 
light on this question for both institutional and individual 
investors. Private Credit Fund Intelligence, in association 
with the Alternative Credit Council, surveyed alternative 
investors holding $3.8 trillion in assets. Thirty-five percent 
of respondents planned to decrease their allocation to fixed 
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income in 2021, with only 13% planning to increase. 
Twenty-nine percent of those decreasing cited plans to 
swap their public market exposure for private credit. 

The preferred measure by the Federal Reserve of core inflation in the United States is the change in the core personal consumption 

expenditures price index (PCEPI). This measure for core inflation excludes products that are susceptible to temporary price 

shocks, such as food and energy. The Fed has repeatedly stated that it believes higher inflation is transitory. However, a look at 

the forecast below provides some idea of just how long “transitory” is likely to last. It’s going to get worse before it gets better, and 

better isn’t around the corner. 

CION Credit Market Update • 2

Performance Among Credit Indices

Performance Among Credit Indices

Actual and Forecasted Headline PCEPI

Source: Bloomberg as of 6/7/2021

Source: Bureau of Economic Analysis, Federal Reserve Bank of St. Louis, Haver Analytics.
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Other Related Asset Classes
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Credit Asset Classes

In a recent survey by PCFI/Alternative Credit 
Council, 38% of investors responding cited 
plans to commit further capital to private 
credit. 

Among investors, the survey found that 
individuals tend to hold about 6% of their 
entire portfolio in private credit – but almost 
15% of their alternatives allocation was 
private credit. 

Middle-market private companies’ earnings 
growth surged to a record 16.3% in the first 
two months of 2021, compared with the 
same period in 2020, prior to the pandemic, 
according to the Golub Capital Altman Index. 

First-quarter 2021 earnings growth also 
outpaced the 14.9% year-over-year increase 
seen in the last quarter of 2020, according to 
Private Debt Investor. 

The 10-year and 30-year U.S. Treasury 
yields were largely flat for the month. The 
Bloomberg Barclays U.S. Treasury Index 
returned 0.34% for the month of May but 
remains the worst-performer of all sectors 
year-to-date with a return of -3.20%. 

The spread between 2yr and 5yr Treasury 
yields began the year at 24 bps, steepened to 
78 bps on 3/31, and partially retraced to end 
May at 65 bps.

Private Credit

Treasuries

Structured Credit

Investment Grade Corporates

High Yield

Municipals

S&P Global reports that prices in the U.S. 
leveraged loan trading market continued to 
advance in May as investors' search for yield 
added fuel to the rally.

The gap between prices (and yields) of 
lower-rated and higher-rated loans continues 
to shrink. By the end of May, one year after 
pandemic-induced downgrades spiked to 
record levels, the average bid on debt of 
B-minus rated borrowers was less than a 
point away from par, with the discounted 
spread-to-maturity at the tightest level since 
the Great Financial Crisis.

More broadly, the S&P/LSTA Leveraged Loan 
Index gained 0.58% in May. The market has 
rallied roughly 22% over the last 14 months, 
gaining in every month besides March. 

Headline spreads have been remarkably stable 
lately, with the high-grade index trading in a 
very narrow 3 bps range over the month. The 
market has absorbed incoming supply nicely, 
with deals oversubscribed by 3.2x, on average. 

The Bloomberg Barclays U.S. Corporate index 
was further boosted by news from AT&T, 
which is the most indebted non-financial 
company and the third biggest constituent 
in the investment grade index. The company 
announced plans to spin off WarnerMedia 
assets.

High yield saw lower-quality segments 
outperforming for most of the month, and 
spreads widened by 5 basis points. High 
yield remains one of the few sectors that 
is positive year-to-date. During the month, 
active funds saw sharp outflows, which was 
partially offset by inflows into ETFs. 

High yield corporate bond issuance is up 
93% in 2021, from $106 billion in 2020 to 
$206 billion year-to-date. 

However, it appears that the record issuance 
is largely refinancing of older debt as  issuers 
have used strong demand to repair their 
battered balance sheets, meaning that the 
fundamentals of many high yield issuers are 
improving. 

The municipal market remained range bound. 
Among investors’ concerns is the Fed’s 
willingness to let inflation run. However, with 
the release of April’s Fed minutes investors 
were somewhat reassured. 

Data from Refinitiv Lipper shows that through 
mid-May, investors had plowed $41.7 billion 
into muni bond funds. That’s nearly the same 
amount as in all of last year.



The information contained within is for educational and information purposes ONLY. It is not intended nor should be considered an invitation, inducement to 
buy or sell any security or a solicitation to buy or sell any security. The information is not designed to be taken as advice or a recommendation for any specific 
investment product, strategy, plan feature or other purpose in any jurisdiction, nor is it a commitment from us or any of our subsidiaries to participate in any of 
the transactions mentioned herein. Any commentary provided is the sole opinion of the author and should not be considered a personal recommendation. This 
is also not intended to be a forecast of future events nor is this a guarantee of any future result. Both past performance and yields are not reliable indicators of 
current and future results. Information contained herein was obtained from third party sources we believe to be reliable; however this is not to be construed as a 
guarantee to their accuracy or completeness. Observations and views contained in this report may change at any time without notice and with no obligation to 
update.

All investments carry a certain degree of risk, including possible loss of principal and there is no assurance that an investment will provide positive perfor-
mance over any period of time. There are specific risks associated with investing in various types of financial assets and in different countries. The information 
con¬tained within should not be a person’s sole basis for making an investment decision. One should consult a financial professional before making any invest-
ment decision. Investors should ensure that they obtain all available relevant information before making any investment. Financial professionals should consider 
the suitability of the manager, strategy and program for their clients on an initial and ongoing basis.
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