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FIRST QUARTER RECAP
• Historically low sovereign rates in Europe drove strong demand

for higher-yielding US Treasury bonds in the first quarter

• The 10-year Treasury rate fell 25bps to 1.92%¹

• The US economy continued to recover as unemployment fell
steadily to 5.5% and hiring averaged 210,000 jobs per month¹

• Federal Reserve (Fed) messaging suggested the committee
will begin to normalize monetary policy in the second half of
the year but also reassured investors that future rate hikes will
come at a slow pace

• Corporate issuers capitalized on the low rate environment

• Issuance totaled over $320 billion through March, a 17%
increase over last year’s pace²

• Corporate spreads held in well despite the uptick in supply,
tightening 2bps to 129bps during the quarter³

• Agency mortgage-backed securities (MBS) underperformed
Treasuries as lower mortgage rates and expanded lending
triggered fears of potential prepayment risks

• CMBS and ABS outperformed Treasuries as a favorable
technical environment outweighed a slight deterioration in new-
issue fundamentals

• Municipal bonds generated modest gains despite February
interrupting the market’s streak of 14 positive monthly returns³

As of: 3/31/15. Sources: 1. Bloomberg 2. JPMorgan 3. Barclays *Excess returns are the curve-adjusted excess return of a given index relative to a term structure-matched position in Treasuries
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Over the course of 2015, Fed messaging with regard to monetary policy is expected to remain the primary driver of

market sentiment and volatility. We believe our overweight to high-quality spread product remains prudent as we

consider relative-value opportunities across sectors.

QUARTERLY MARKET UPDATE
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2015 GOING FORWARD
• Market participants believe the US economy will continue to

expand at a slow-and-steady pace, as lower oil prices drive
increased consumer spending

• The market has pushed out expectations for the first Fed rate
hike to July following dovish comments in the committee's latest
meeting minutes

• Consensus estimates call for Treasury rates to rise
modestly in anticipation of the rate-hike announcement

• Bond market volatility will likely continue as Treasury rates
remain sensitive to macro events and technical trends

• In the corporate market, low net supply and strong investor
demand for yield should carry the risk-on environment that
started in February

• The strong dollar will likely stress corporate fundamentals, while
low borrowing rates will drive continued merger and acquisition
activity

• MBS valuations, which are sensitive to changes in interest rates,
may be pressured as the Fed normalizes policy

• The municipal market will likely benefit from an attractive
supply/demand technical as limited supply meets strong demand

Underweight Treasuries in broad strategies given better 
relative value elsewhere

Overweight corporate bonds due to belief that spread 
compensation is attractive relative to Treasuries

Overweight more defensive credit sectors (utility, 
communication, and transportation) 

Underweight credit sectors where shareholder-friendly 
activity is prevalent (consumer, technology)

Underweight Agency MBS due to prepayment concerns 
and headline risk as we approach changes to current 
refinancing programs

Overweight shorter CMBS and ABS, where there are 
limited catalysts for volatility

Positive on municipal bonds as relative-value ratios 
versus Treasuries remain above historical levels
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