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* After 10 consecutive rate increases, the Federal Reserve (Fed) paused
at its June meeting but indicated further hikes are likely on the 1.5

horizon. Front-end US Treasury (UST) yields generally increased, led by
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the 2-year, which ended the month 49 basis points (bps) higher, while ¥ 1.2
the 30-year yield was effectively unchanged. °
® 0.9
* The Fed pause and continued strong economic data led to risk-on 5
sentiment across Investment Grade sectors, with spreads generally v 06
ending the month tighter. Industrials were the best performing
corporate credit sector, aided by their higher spread duration. 0.3
Financials also outperformed USTs as concerns about the banking
sector dissipated further and spreads for REITs recovered from their 0.0 1 * * * * * * * * * *
weakness in May. Utilities lagged the broader corporate sector on an Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun
unfavorable court ruling in a wildfire case in Oregon, reintroducing Corporate  ———RMBS CMBS  ——ABS
fears of large, unpredictable liabilities for west-coast utilities.
Source: Bloomberg
* Agency RMBS was the best performing structured sector. Early in the
month, spreads. .recovered.frf)m recent wides following the resolutllon TREASURY YIELD CHANGES
of the debt ceiling negotiations. The Fed pause and accompanying
reduction in interest rate volatility caused spreads to tighten sharply YTM Change From
and the sector generated healthy excess returns vs. USTs. Previous Month
(o) O,
* In the CMBS market, a new delinquency up-cycle has begun, led by 3 Month 5.28% -0.10%
the office sector. CMBS yields reflect considerable uncertainty, and as 1 Year 5.39% +0.22%
a result offer a substantial carry advantage vs. like-duration USTs. This N .
carry advantage helped CMBS outperform in the absence of 2 Year 4.90% +0.49%
meaningful spread tightening. Overall issuance remains subdued, but 3 Year 4.53% +0.48%
in June the new issue market came to life with both fixed and floating N .
rate conduit and single borrower deals. Spreads for 2023 deals have S Year 4.16% +0.40%
recovered from the banking turmoil but remain wider year-to-date 10 Year 3.84% +0.19%
(YTD).
30 Year 3.86% 0.00%
* ABS spreads grinded tighter and ABS outperformed USTs. $26 billion
of new deals priced in June. Auto issuance continues to dominate the Source: Bloomberg
primary market, making up more than half of new issue supply YTD.
We continue to expect only modest weakening in collateral
_SXP Y > " g , BLOOMBERG SECTOR PERFORMANCE
performance, coming off a period of historically low delinquencies.
Federal student loan forbearance is set to expire at the end of August, Total Return Excess Return* YTM
which will present further challenges, particularly for subprime MTD MTD
borrowers' ability to service their debts.
y Corporates 0.41% 1.22% 5.48%
Financials 0.20% 1.07% 5.75%
Industrials 0.58% 1.36% 5.32%
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 it [ [ o
or investment product. Information contained herein has been obtained from sources believed Utilities 0.06% 0.79% 5.47%
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 RMBS -0.43% 0.45% 4.78%
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 CMBS -0.85% 0.24% 5.70%
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 ABS -0.27% 0.25% 5.55%
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 Agencies -0.56% 0.11% 4.94%

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 © 2023.
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*Month-to-date performance of spread bearing bonds versus

duration-matched Treasuries
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