
Volatility across equity and fixed income markets reached new lows in the fourth quarter, further supporting
elevated valuations. At IR+M, we benefitted from spread tightening through 2017 and broadly improved our liquidity
profile. We are cautiously overweight spread product in core portfolios and are positioned to benefit if risk-on
sentiment persists, but we remain nimble and are prepared to exploit weakness if markets sell off.
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2017 RECAP
• Risk assets broadly climbed higher through 2017, amid

improving US economic data and relatively low volatility¹

• The Treasury curve flattened, particularly in the fourth
quarter, with the 2s30s spread narrowing 52bps to 86bps¹

• Federal Reserve (Fed) hikes put upward pressure on
the short end, while subdued inflation expectations
and heightened demand for long-term fixed income,
anchored yields further out on the curve

• Strong equity performance and overall improving
fundamentals supported the corporate bond market²

• Investment-grade and high-yield spreads tightened
29bps and 66bps, respectively, to 93bps and 343bps

• Investment-grade supply exceeded last year’s total by
$60 billion, with issuers pricing $1.24 trillion³

• AT&T, Amazon, and British American Tobacco all
priced sizable deals to fund large acquisitions

• Securitized sectors broadly generated positive excess
returns, led by the commercial mortgage-backed
securities (CMBS) market

• Despite an uptick in supply and some negative retail
headlines, strong demand and healthy price
appreciation benefitted CMBS spreads²

As of: 12/31/17. Sources: 1. Bloomberg  2. Bloomberg Barclays  3. Citigroup 4. JPMorgan.  Excess returns are the curve-adjusted excess return of a given index relative to a term structure-matched position in 
Treasuries.  The views contained in this report are those of IR+M and are based on information obtained by IR+M from sources that are believed to be reliable.  This report is for informational purposes only and is 
not intended to provide specific advice, recommendations for, or projected returns of any particular IR+M product. No part of this material may be reproduced in any form, or referred to in any other publication, 
without express written permission from Income Research & Management.
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IR+M MARKET UPDATE
2017 REVIEW + 2018 OUTLOOK
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2018 GOING FORWARD
• US economic growth is on a positive trend, with fourth

quarter GDP estimates around 3%, which would mark
three consecutive quarters of GDP at or above that level¹

• Inflation expectations are also rising, albeit at a slow pace,
with the 10-year breakeven inflation rate closing the year
just shy of the Fed’s 2% target¹

• Tax reform, strong technical demand, and healthy earnings
could benefit corporate bonds; however, there are a
number of potential risks from exogenous factors (e.g.
geopolitical tensions) that could drive risk-off sentiment¹

• The Fed remains on schedule with its balance sheet
normalization plan and will accelerate the roll off in 2018¹

• Beginning in January, up to $12 billion of
Treasuries and $8 billion of mortgages will be
permitted to mature or pay down without
reinvestment

4Q17 2017 12/31/16 12/31/17

IG Corporates 0.99 3.46 123 93

HY Corporates 0.72 6.10 409 343

MBS Fixed Rate 0.24 0.52 15 25

ABS 0.24 0.92 59 36

CMBS 0.78 1.58 75 62

Market Sector

Yield Differential over 
Treasuries² (bp)

Excess 
Returns² (%)

Earnings Growth Picked Up as Debt Growth Slowed4
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