IR+M CLIENT UPDATE
January 1 – January 6, 2022
• While the US economy rang in the new year with signs of continued health,
sentiment soured on the release of the FOMC meeting minutes, which
markets interpreted as more hawkish than expected
• ADP’s December employment report showed private payrolls
increased by 807,000, well-above the expected 350,000
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• The FOMC’s December meeting minutes indicated the Committee believes
the strength of the US economy and growing concerns around inflation may
precipitate more aggressive monetary tightening
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• Committee members thought it may be warranted to increase the
federal funds rate sooner or at a faster pace; markets expect over
three hikes this year, with an 80% chance of an initial hike in March
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• The minutes also suggested the Federal Reserve (Fed) could begin
reducing the size of its balance sheet after the first rate increase
• Treasury yields rose and the curve steepened; the 2-year yield
increased 9bps to 0.83%, while the 10-year rose 20bps to 1.71%
• Investment-grade issuance of almost $60 billion was well-ahead of the $40
billion projected; financial issuers made up over 80% of the supply,
capitalizing on attractive funding conditions in advance of rising rates
• Despite the deluge, spreads were relatively flat, tightening from
92bps to 91bps
• High-yield issuers, seemingly unconcerned about the risk-off tone, priced
over $4 billion of new bonds, including some debut issuers

• The Bloomberg High Yield Index yield rose from 4.21% to 4.39%,
and spreads widened from 283bps to 286bps
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• Agency residential mortgage-backed securities (RMBS) outperformed other
securitized sectors on lower supply; the MBA Mortgage Applications Index
fell 2.7% as mortgage rates continued to creep higher
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• Municipal mutual funds and ETFs took in almost $97 billion 2021, the
highest amount on record; fund flows in 2022, though expected to remain
positive, will likely be lower
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Sources: Bloomberg and Bloomberg Index Services Limited
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 beli eved to be reliable. This report is for informational purposes only and is not intended to provide specific advice, recommendati ons, or projected returns for 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. “Bloomberg®” and Bloomberg Indices are service marks of Bloomberg Finance L.P. and its
affiliates, including Bloomberg Index Services Limited (“BISL”), the administrator of the index (collectively, “Bloomberg”) and have been licensed for use for certain purposes by IR+M. Bloomberg is not affiliated with IR+M, and Bloomberg does not approve, endorse, review, or
recommend the products described herein. Bloomberg does not guarantee the timeliness, accurateness, or completeness of any data or information relating to any IR+M product.
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