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SPREADS TO TREASURIES

The Economy
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The virus continued its global resurgence in November, however,
positive developments on vaccine trials emerged alongside potentially
resolved election results. High infection rates will likely continue to
weigh on yields and risk assets in the near term and vaccine news has
largely been priced into the market. Consumer metrics showed a slight
slowdown in retail sales and forward-looking sentiment yet consumer
balance sheets remain healthy. Manufacturing continued its recovery
with strong PMI data from inventory restocking and additional hiring.
The housing market remains a bright spot yet a lack of inventory is
weighing on sales.

Spreads (%)

MARKET COMMENTARY

3.0
2.0
1.0
0.0

Dec

Structured Markets

CMBS supply remains low but is expected to bounce back in 2021.
Y/O/Y only agency CMBS is up 20% while key non-agency sectors such
as conduit and single asset/borrower are down 40%. Safety in agency
product has spreads through pre-COVID levels. Lack of supply has
tightened AAA non-agency to pre-COVID levels, while credit lags given
fundamental challenges facing CMBS. Valuations reflect idiosyncratic
risks and a “K” shape recovery depending on exposures.

Corporate Credit Market

With the bulk of earnings season in the rearview mirror, a vast majority
of companies reported better than expected revenue and earnings for
3Q20. Clarity surrounding election outcomes and the slate of vaccine
headlines provided a bullish coda to a month marred by rising global
COVID cases. As a result, the corporate index rallied another 21 basis
points (bps) to end at 104 bps in November (only 11 bps off the preCOVID tights).

Government Market

The 2-yr yield remained unchanged while the 5-yr yield decreased by 2
bps for the month of November. The 10-yr and 30-yr yields decreased
by 4 bps and 9 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 © 2020.
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BLOOMBERG BARCLAYS BENCHMARK DATA
Total Return MTD
1-3 Yr Gov/Credit

0.10%

Int. Gov/Credit

0.50%

Aggregate

0.98%

1-3 Yr US Tsy

0.04%

3-5 Yr US Tsy

0.11%

5-10 Yr US Tsy

0.25%

10-20 Yr US Tsy

0.82%

20+ Yr US Tsy

1.27%

BLOOMBERG BARCLAYS AGGREGATE SECTOR DATA
Total Return Excess Return*
MTD
MTD

Current
YTM

Corporates

2.79%

2.33%

1.85%

Financials

1.99%

1.69%

1.53%

Industrials

3.12%

2.61%

1.96%

Utilities

3.19%

2.55%

2.13%

RMBS

0.07%

-0.01%

1.28%

CMBS

0.78%

0.60%

1.41%

ABS

0.15%

0.11%

0.50%

Agencies

0.38%

0.24%

0.65%

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