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• The US economic performance remains good, but not great, as
retail sales improved after a weak July release, offset by concerns of
inflation remaining too low. Employment data remains on the stronger
side, although slow real wage growth persists. With second quarter
GDP growth at 3.7%, the Fed’s base case of a 2015 hike is still intact.
However, questions remain about the effects of instability abroad and
market participants have become less convinced that September will
be liftoff. We remain cautious that the economic recovery lingers on
unstable ground and is increasingly vulnerable to exogenous shocks.
• Markets shrugged off the signing of the 3rd Greek bailout in 5 years
as all eyes remain myopic in their focus on the slowdown of China’s
economy. Commodity markets and global equity markets went into
a tailspin as fewer market participants and lack of transparency from
China exacerbated volatility. The official policy responses from China
during the month include removing their exchange rate peg and
lowering the reserve ratio for the 5th time this year, while unofficially
the PBOC continues to oscillate in its level of direct intervention in
stock markets.
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Corporate Credit Market

• The corporate index widened 9 bps in August, as China’s slowdown
and commodities weakness continued to weigh on performance. The
devaluation of the Yuan and weaker than expected manufacturing
data from China prompted global markets to reprice; pushing US
stock indexes down more than 6% for the month (including the largest
intra-day decrease of the Dow Jones Industrial Index on August 25th).
Nevertheless, US fundamentals remained solid with over 74% of S&P
500 constituents beating earnings estimates for the quarter.
• Over $54 billion in IG issues priced, a robust amount for a seasonally
quiet month, bringing YTD supply to $904 billion. September is
expected to be another blockbuster month, reflected by consensus
expectations for $100 billion in supply, as issuers look to take
advantage of low all-in financing costs.
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• CMBS spreads widened across the capital stack during August against
a backdrop of a busy primary market, interest rate volatility and
investor anticipation of the first Fed liftoff. Benchmark 10-yr new issue
conduit AAA paper is now trading at swaps +119 basis points (bps),
the widest levels seen in 2015.
• Although we feel spreads will compress in the 4th quarter, the nearterm directionality is less certain, particularly given the upcoming Fed
calendar and a heavy new issue pipeline, which is expected to exceed
$11 billion in September.
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-0.16%

-0.17%

3.06%

• Treasury rates were slightly higher for the period among all maturities.
Yields on the 2-yr ended the month 8 bps higher, while the 30-yr rose
6 bps. The 10-yr and 5-yr were up 4 bps and 2 bps respectively.
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This commentary has been distributed for informational purposes only and should not be considered
as investment advice or a recommendation of any particular security, strategy or investment product.
Information contained herein has been obtained from sources believed to be reliable, but not
guaranteed. Opinions and estimates offered constitute our judgment and are subject to change without
notice, as are statements of financial market trends, which are based on current market conditions. We
believe the information provided here is reliable but do not warrant its accuracy or completeness. This
commentary contains or incorporates by reference certain forward-looking statements which are based
on various assumptions (some of which are beyond our control) may be identified by reference to a
future period or periods or by the use of forward-looking terminology, such as “may,” “will,” “believe,”
“expect,” “anticipate,” “continue,” or similar terms or variations on those terms or the negative of
those terms. Actual results could differ materially from those set forth in forward-looking statements
due to a variety of factors. No part of this article may be reproduced in any form, or referred to in any
other publication, without the express written permission of Merganser Capital Management © 2015.
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*Month-to-date performance of spread bearing bonds versus duration-matched Treasuries
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