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Market Commentary

Spreads to Treasuries

The Economy
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• Economic data largely in-line with expectations has maintained
the positive economic outlook for the coming year. Inflation at
target remains elusive but most metrics have stabilized. Market
implied inflation expectations, however, have moved steadily
higher. The tax code revisions remain a wildcard in the economic
landscape, with the cascading short-term and long-term impacts
yet to be fully understood. So far, most corporate plans for
increased after-tax profits have been focused on shareholder and
employee distributions rather than capital spending.
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Structured Markets

• CMBS has participated in the risk-on rally across the board to
start the year. The first conduit deal of the year priced recently
with benchmark 10-year AAA’s at +66, vs 4th quarter deals in
the range of +75-93. New issue BBB- priced at +305, vs 4th
quarter deals at 340-450. Tax reform and an expanding economy
are supportive of underlying property fundamentals. Relative
to other sectors, recent underperformance points to continued
tightening/flattening of the credit curve absent a macro shock.
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Barclays Benchmark Data

Total Return MTD
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Corporate Credit Market
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• Corporate credit started off the year on a strong footing with the
Bloomberg Corporate Index tightening approximately 8 basis
points (bps) through January. Basics, Energy and Communications
drove the relative outperformance while Financials, Consumer
Cyclical and Capital Goods underperformed on a mix of
idiosyncratic credit issues and supply deluge during the month.
Approximately $133B in primary priced during the month and
was heavily skewed to financials exiting earnings blackout.
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• The 2-yr and 5-yr yields increased by 26 bps and 31 bps,
respectively, for the month of January. The 10-yr and 30-yr yields
increased by 30 bps and 20 bps, respectively.

This commentary has been distributed for informational purposes only and should not be
considered as investment advice or a recommendation of any particular issuer, 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 © 2018.
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Sector Data From Barclays Aggregate
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Corporates

-0.96%

0.73%

3.45%

Financials

-0.96%

0.41%

3.30%

Industrials

-0.90%

0.89%

3.52%

Utilities

-1.43%

0.71%

3.55%

RMBS

-1.17%

-0.15%

3.20%

CMBS

-1.09%

0.36%

3.12%

ABS

-0.29%

0.04%

2.48%

Agencies

-0.64%

0.30%

2.76%

*Month-to-date performance of spread bearing bonds versus duration-matched Treasuries
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