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Market Commentary

Spreads to Treasuries

The Economy
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• Risk assets continued to weaken in November as the reemergence of
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Spreads (%)

Brexit risks, trade war concerns and weakening growth outlook gave
investors pause. A full-fledged flight to quality has yet to completely
materialize, as Treasury yields only fell modestly. In contrast, market
expectations of a Fed hike in December moved from a near certainty
to some lingering doubts. The short-term effects of fiscal stimulus
seem to be wearing off, leaving a modest growth economy with attarget inflation.
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Structured Markets

• The market took a large, long-awaited retailer bankruptcy filing

in stride after years of worrying about the outcome. This should
accelerate the ‘winners and losers’ in the mall sector and we are
starting to see owners ‘turn in the keys’ earlier than previously
expected. November was the busiest month of the past year for new
issue yet both private label and agency CMBS new issuance volumes
are running close to flat versus last year. After reaching multi-year
tights earlier in the year, CMBS spreads have been widening
during Q4 in sympathy with other risk markets and the credit curve
has steepened. To this point, interest rate increases have been a
reaction to a strong economy which should buoy fundamentals, but
increasing worries over inflation, fund flows and trade wars could
pose a challenging technical going forward.
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• Risk assets underperformed during the month. Corporate OAS
widened 12 basis points (bps) to end at 137 bps. Macro concerns
surrounding Brexit and Italian budget negotiations were headwinds
while idiosyncratic credit issues added to the weakness, as markets
wrestled with the implications of increasing leverage in the “BBB”
cohort, plummeting crude prices and potential liabilities associated
with the California wildfires. While the new issue market was quiet
during the most volatile days in November, supply ended in line with
expectations at $89bn.
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Corporates

-0.17%

-1.20%

4.36%

Financials

-0.12%

-1.01%

4.25%

Industrials

-0.16%

-1.24%

4.41%
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-0.45%
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4.40%
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0.38%
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Government Market
for the month of November. The 10-yr yield decreased by 16 bps
and the 30-yr yield decreased by 10 bps for the month of November.

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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• The 2-yr and 5-yr yields decreased by 8 bps and 16 bps, respectively,
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*Month-to-date performance of spread bearing bonds versus duration-matched Treasuries
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