
0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

0 5 10 15 20 25 30

12/31/2013
6/30/2014
9/30/2014

THIRD QUARTER RECAP
• Geopolitical tensions drove strong demand for long-dated

US Treasuries, while rate hike fears spurred selling in
shorter maturities¹

• The Treasury curve flattened – the spread between 2-
and 10-year rates fell 0.16% to 1.92%

• The 10-year Treasury yield fell 0.04% to 2.49%

• The US economy illustrated signs of strength in the labor
and consumer markets, with little inflationary pressure

• The Fed continued its measured exit from the bond
market – tapering asset purchases another $20 billion
during the quarter, to $15 billion/month¹

• Investment grade spread sectors generally
underperformed Treasuries given the strong demand for
safe-haven assets

• Heavy corporate issuance in September weighed on the
sector – corporate spreads widened 13bps to 112bps²

• Agency MBS underperformed Treasuries as the Fed
scaled back asset purchases

FOURTH QUARTER GOING FORWARD
• The Fed is expected to end asset purchases in October

and begin raising rates in 2015

• Based on forward rates, the market expects slower
rate hikes than the Fed conveyed in September

• The corporate new issue market is on pace to approach
$1.0 trillion – supply fatigue could lead to larger
concessions and wider secondary spreads³

• Activist investors and modest levels of organic growth in
the corporate market could trigger idiosyncratic credit risk

• The Fed holds a tremendous amount of MBS on its
balance sheet, which has curtailed volatility and spreads

• Agency MBS could underperform as the market
adjusts to less accommodative policy

• However, favorable supply-demand technicals could
continue as mortgage production falls and the Fed
continues to reinvest income from current holdings

As of: 9/30/14  Sources: 1. Bloomberg 2. Barclays 3. JPMorgan 4. Excess returns are the curve-adjusted excess return of a given index relative to a term structure-matched position in Treasuries. 5. Option-
Adjusted Spread
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Treasury Yield Curve¹

3Q14 YTD 9/30/2014 12/31/2013

Corporates -0.74 0.68 112 114

MBS Pass-Throughs -0.28 0.39 30 35

MBS Hybrid ARMs 0.35 0.82 7 16

ABS -0.05 0.45 56 55

CMBS -0.36 0.84 99 126

Market Sector

Yield Differential over 
Treasuries2,5 (bp)Excess Returns⁴ (%)

Taking advantage of the strong bond market year-to-date, we added to high quality, liquid bonds that provide

flexibility and protect against downside risk. September’s market headlines drove increased volatility in investment

grade corporate bonds following the quiet summer months. As asset purchases end in the fourth quarter, bond

investors will keep a close eye on Fed messaging for signs of weakness in the economic recovery. Market volatility

could persist as officials prepare to start increasing interest rates in 2015. We maintain our positioning going into

year-end and lean on the experience of our investment team as markets adjust to the end of Fed accommodation.
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