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e U.S. Treasury (UST) yields moved sharply higher in September as markets
priced in a Federal Reserve rate hike, stronger than expected economic
data, and commodity price uncertainty. September PMI releases beat
expectations and reinforced the view that growth remains resilient. Oil
prices also moved higher amid uncertainty surrounding the U.S.-Iran
and Russia-Ukraine conflicts. Across the UST curve, rates rose, led by the
3-year (+60 bps), outpacing the 5-year (+59 bps) and 2-year (+55 bps).
By month-end, futures markets were pricing in one additional rate hike
before year-end.

e Financials underperformed the broader credit universe as concerns over
Al-driven deposit competition, higher rates, and macroeconomic risks
in Europe pressured spreads wider, particularly among French banks.
Insurance modestly outperformed after lagging earlier in the summer.
Many investors remain focused on third-quarter earnings before adding
exposure.

¢ Industrials generated modestly positive excess returns in September
but outperformed the Corporate Index. Performance dispersion was
limited, with Energy outperforming and Communications lagging.
Energy benefited from elevated oil prices, while Communications faced
pressure from expected issuance within the Technology, Media, and
Telecommunications.

e Utilities modestly outperformed the broader corporate market. Sentiment
was pressured by renewed wildfire liability concerns after Fitch revised
its outlook on several California investor-owned utilities to negative.
Fundamentals remained supported by growing electricity demand tied
to data centers and electrification trends. Primary issuance remained
elevated as utilities funded grid investment and reliability initiatives.

e Agency RMBS faced a challenging month. The 10-year UST sold off
sharply and agency mortgages weakened in tandem. With 30-year
mortgage rates above 7%, more than 95% of the mortgage universe
remains out of the money. As a result, both 15-year and 30-year mortgage
pools underperformed comparable-duration USTs by approximately 40
and 100 bps, respectively.

e CMBS outperformed corporates. Non-agency CMBS outperformed
agency CMBS, which traded weaker alongside agency RMBS. Commercial
real estate lending volumes have yet to show a meaningful impact from
higher UST rates, with both banks and CMBS lenders remaining active.
Year-to-date non-agency CMBS issuance of nearly $140 billion exceeds
every post Global Financial Crisis full-year total except 2021 and 2025.

* ABS outperformed USTs by 9 bps. Primary issuance totaled approximately
$30 billion in September. Most transactions were well received, allowing
issuers to achieve strong execution at spreads tighter than initial
price talk. Through the third quarter, year-to-date ABS issuance of
approximately $307 billion was 11% higher than the same period in 2025.
Secondary spreads tightened across most ABS subsectors, contributing
to modest excess returns relative to USTs.
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SPREADS TO TREASURIES
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US TREASURY YIELD CHANGES
YTM MoM Change
3 Month 4.11% +0.28%
1 Year 4.54% +0.40%
2 Year 4.89% +0.55%
3 Year 5.00% +0.60%
5 Year 5.09% +0.59%
10 Year 5.29% +0.54%
30 Year 5.63% +0.39%

Source: Bloomberg

BLOOMBERG SECTOR PERFORMANCE

Total Return Excess Return* YTM
Corporates -2.72% 0.00% 6.03%
Financials -2.35% -0.14% 5.97%
Industrials -2.87% 0.07% 6.05%
Utilities -3.11% 0.06% 6.15%
RMBS -3.38% -0.96% 5.95%
CMBS -1.65% -0.04% 5.71%
ABS -0.96% 0.09% 5.33%
Agencies -1.57% -0.16% 5.17%

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

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© 2025.
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