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* As anticipated, the Federal Reserve (Fed) cut interest rates by 25 basis
points (bps) at its December meeting, marking the third consecutive
meeting of policy easing. However, the accompanying Summary of
Economic Projections revealed increasing dissent among Fed officials
regarding the appropriate path forward. Later in the month, the Bureau
of Labor Statistics released employment data for November. Nonfarm
payrolls increased by approximately 64,000 and the unemployment rate
increased to 4.6%. The US Treasury (UST) yield curve steepened during
December. The 2-year yield decreased by 2 bps while the 10-year and 30-
year yields increased by 15 and 18 bps, respectively. Futures markets
ended the month predicting approximately two 25 basis point rate cuts in
2026.

* Corporate credit outperformed like-duration USTs by 26 bps. Utilities,
financials, and industrials outperformed by 36, 26 and 23 bps,
respectively. Spreads rebounded following the move wider in November,
nearly returning to the tights of 2025. Corporate issuance slowed going
into year end, totaling approximately $43 billion, and forecasts for 2026
call for a meaningful jump in primary market activity. We continue to
believe that spreads remain unattractive as fundamentals are not
improving in a way that's consistent with current valuations. While
investors remain complacent on several macro factors including tariffs and
geopolitics, they are increasingly wary of rising M&A risks, consumer
weakness, and the previously mentioned supply increase. However, there
remain some supportive aspects to the market including investor cash
availability and potential for further monetary policy easing in 2026.

* Among securitized sectors, Agency RMBS was the top performer,
outpacing like-duration USTs by 47 bps. The sector benefitted from
decreased interest rate volatility and strong demand coupled with limited
supply. The ICE BofA MOVE Index continued its steady decline since
April, reaching levels not seen since the fall of 2021. New supply was
limited due to low turnover and refinancing activity, and strong demand
from investors pushed spreads tighter. Conventional 15-Year and
Conventional 30-Year paper outperformed by 53 and 49 bps,
respectively.

* CMBS outperformed USTs by 8 bps. Non-Agency CMBS new issuance
totaled approximately $11 billion and was split relatively evenly between
SASB and Conduit. Non-Agency spreads tightened by approximately 1
bp and the subsector outperformed by 12 bps. Agency spreads also
tightened by 1 bp and the subsector outperformed by 3 bps.

* ABS outperformed by 12 bps. As is typical, new issuance was light in
December, totaling approximately $10 billion. The light supply and
consistent demand for high quality ABS supported tighter spreads across
all major subsectors, with modest excess returns vs. USTs.

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
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US TREASURY YIELD CHANGES

Change From

YTM Previous Month
3 Month 3.63% -0.17%
1 Year 3.47% -0.12%
2 Year 3.47% -0.02%
3 Year 3.54% +0.05%
5 Year 3.73% +0.13%
10 Year 4.17% +0.15%
30 Year 4.84% +0.18%
Source: Bloomberg
BLOOMBERG SECTOR PERFORMANCE
Return  Return Y™
Corporates -0.20% 0.26% 4.82%
Financials 0.06% 0.26% 4.64%
Industrials -0.33% 0.23% 4.88%
Utilities -0.32% 0.36% 5.04%
RMBS 0.21% 0.47% 4.63%
CMBS 0.12% 0.08% 4.43%
ABS 0.30% 0.12% 4.09%
Agencies 0.04% -0.03% 3.91%

*Monthly performance of Bloomberg US Aggregate Index sectors
vs. duration-matched Treasuries
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