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• ABS securities backed by FFELP student loans continue to make
headlines and Moody’s has now watchlisted a total of 120 different
tranches, representing $37 billion in outstanding principal. Due to the
uncertainty surrounding future ratings actions, secondary market trading
continues to be pressured and spreads have gapped out markedly in
recent weeks.
• Credit card ABS collateral trends continued to show improvement in July
with both charge-off rates and 60+ delinquencies matching their all-time
lows. Notwithstanding the superior credit performance, spreads in the
sector continued to be pressured by global macro headlines and now
stand at the wides experienced during the “Taper Tantrum” of 2013.
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• The US economic picture remains hazy as retail sales were weaker than
anticipated, yet housing numbers remained largely positive. Employment
data remains on the stronger side, but by no measure robust, as weak labor
force participation and slower real wage growth offset the unemployment
rate falling to a new post-crisis low of 5.3%. With second quarter GDP
growth at 2.3% and first quarter GDP revised to a positive 0.6% from
negative 0.2%, the Fed’s base case of a 2015 hike is still intact. However,
we remain cautious that the economic recovery lingers on unstable ground
and is vulnerable to exogenous shocks.
• After Greece capitulated on nearly all fronts to avoid being forced from
the euro zone, the market shifted focus to the evolving picture in China.
While stocks rebounded toward the beginning of the month, weak
unofficial economic data and skepticism of the 7% official GDP growth
release reignited fears in commodity and equity markets.
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• There was no relief for July credit spreads, even with Greece’s fiscal
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debacle temporarily falling to the wayside. Corporate spreads widened
11 basis points (bps) in July, as markets reacted negatively to China’s
stock market selloff, the continued torrent of IG supply and overall
weakness in commodities. The global rout in commodities continued
to negatively impact spreads in metals and energy issuers, with MTD
spreads widening 75 bps and 23 bps, respectively.

• July was a very a busy month with respect to new issuance, with $128B
of new corporate debt pricing, a new July record and the 5th largest alltime. M&A was still the name of the game, as several notable deals came
to market, including Intel (to fund its purchase of Altera), UnitedHealth
and CVS. After more than $830B of corporate supply YTD, IG issuance is
up roughly 25% in 2015.
Government Market

• Treasury yields were markedly lower to begin the month, but retraced to
their starting levels after news of a potential Greece deal. Rates declined
once again in the latter half of the period, with the 30-yr down by 30
bps. The 10-yr and 5-yr fell 24 bps and 18 bps respectively, while the 2-yr
declined 3 bps.
This commentary has been distributed for informational purposes only and should not be considered
as investment advice or a recommendation of any particular 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
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“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 © 2015.
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Corporates

0.67%
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3.34%
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*Month-to-date performance of spread bearing bonds versus duration-matched Treasuries
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