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Market Commentary

Spreads to Treasuries

The Economy
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• Risk remains “for sale” as global macro concerns and gridlock in
1.0

Spreads (%)

Washington led to continued market volatility. Treasury yields beyond
5 years fell by more than 25 basis points (bps) on a flight to quality.
The Fed raised rates despite pressure from the Executive Branch,
but reduced expectations for further rate increases as economic
headwinds mount. The economy remains on stable footing but the
expectations for global growth are clearly lower than 6 months ago.
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Structured Markets

• As expected, the ABS primary market slowed down in December

with only $6.7B in new issuance. Once again, Autos made up the
bulk of issuance with just under $4B. Esoteric issuers continue to
find attractive financing rates with approximately $1.9B in esoteric
ABS pricing. No credit card or equipment ABS deals were brought
to market. ABS spreads widened modestly through the month. With
much more significant spread widening and volatility across other
IG fixed income sectors, ABS turned out to be a relatively strong
performer through some of the most extreme and prolonged market
volatility we have seen in recent years across capital markets.
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• Credit missed the holiday cheer with corporate spreads widening
16 bps to end at 153 bps in December. Equity volatility, seasonal
lack of liquidity and political uncertainty factored into the weakness
during the month. Supply was noticeably light due to $8.3B in
primary issuance, bringing total issuance for the year to $1.15T. For
reference, 2018 saw a 14% drop from 2017’s record setting supply
of $1.33T. Subject to benign market conditions, there is a backlog of
expected issuance in the new year given street estimates for January
issuance at around $120-140B.
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• The 2-yr and 5-yr yields each decreased by 30 bps for the month of

December. The 10-yr yield also decreased by 30 bps, while the 30-yr
yield decreased by 28 bps for the month.

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 © 2019.
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Corporates

1.47%

-1.06%

4.20%

Financials

1.22%

-0.83%

4.09%

Industrials

1.50%

-1.19%

4.26%

Utilities

2.34%

-0.98%

4.21%

RMBS

1.81%

-0.15%

3.39%

CMBS

1.62%

-0.40%

3.44%

ABS

0.79%

-0.08%

3.06%

Agencies

1.42%

-0.16%

3.17%

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