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Spreads to Treasuries
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The Economy

• In the US, manufacturing continues to exhibit weakness and retail
sales stalled, but the continued strength of the labor market and
nascent signs of inflation have solidified the efficacy of the first
rate hike. With the Fed revising its forward guidance for interest
rate increases down by 2 hikes for 2016, monetary policy should
likely remain more accommodative than initially anticipated
through 2016. We remain cautious of spill-over effects from
abroad, but the pockets of strength in the US continue to carry
the US economy outside of recessionary levels as evidenced by
4Q GDP of 1.4%.
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• Further stimulus from the ECB (including a willingness to buy
European corporate bonds) highlighted a strong month for
international markets as central bank accommodations far
outweighed underlying fundamental weaknesses. Commodity
markets remain quite volatile, but with an upward bias for the
month.
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Structured Markets
• The tone in CMBS improved during the month of March along
with other credit oriented sectors, particularly following the
FOMC meeting on March 16th which was viewed as dovish and
supportive of risk assets.
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• The Barclays US Corporate Index tightened 30 basis points (bps)
through March, with higher beta sectors leading the charge (e.g.
Energy and Communications at 99 bps and 38 bps respectively).
The movement in spreads was largely driven by the European
Central Bank’s decision to buy certain investment grade corporate
bonds in an effort to reduce borrowing costs within the region.
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• Issuance picked up in March, with MTD volume at $111B and YTD
total of up to $364B. In the near term, we expect issuance trends
to continue given a mix of refinancing and M&A transactions (e.g.
Sherwin-Williams/Valspar, Walgreens/Rite Aid, Pfizer/Allergan).
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• New issue activity remains tepid with only two non-agency conduit
deals pricing during the month. In fact, year-to-date supply is
down approximately 40% versus the same period last year. The
absence of new deals in the market coupled with reduced dealer
inventories has created a positive technical environment for
CMBS, which should keep spreads well bid.
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Sector Data From Barclays Aggregate
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• 2-yr yields decreased 5 bps while the 5-yr and 30-yr yields
decreased about 1 bp each. 10-yr yields increased about 3 bps in
March.
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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 © 2016.
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*Month-to-date performance of spread bearing bonds versus duration-matched Treasuries
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