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Executive Summary
After a 3Q that was calm and steady if not stellar for fixed income, October gave way to a painful ride in
global capital markets. A sharp sell-off in equities reverberated through bond markets and despite a
correction that had all the other traditional “flight to safety” hallmarks – rotation into value, defensive
sectors and gold – the Bloomberg Barclays US Aggregate Bond Index fell around 80 basis points. High
yield had been a particularly resilient and stable asset year to date (drawing down less than the US
aggregate during the 1Q correction) but it seemed to give up the ghost in October, shedding 1.60% as
spreads widened rapidly off the extremely narrow levels that have persisted over the last year especially.
In the US there was no clear catalyst for the sell-off, which was sparked quietly in the first days of the
period but took shape as a fire sale mid-month and ultimately saw the VIX – the so-called “Fear Index” –
peak at nearly twice the September high. The 10-year Treasury yield, at one point, moved sharply upward to
cracked 3.2% but settled at around 3.15% to close the month. The most recent CPI data showed modest, if
any, movement in inflation, while continued economic strength was accented by a solid GDP number that
evidenced high levels of consumer confidence through spending. Unemployment declined marginally,
consistent with a global trend.
US fixed income markets nonetheless fared better than others, as ex-US bonds fell 1.39%. While emerging
markets stocks led global equities lower, the ICE BofAML Emerging Markets Sovereign Bond Index (-0.91%)
held up better than the Global Aggregate (-1.12%) – noting, however, that the relative result may speak
more to Eurozone weakness than anything else. The S&P Eurozone Developed Sovereign Bond fell 2.47%,
as developed economies continued to post disappointing economic and manufacturing data and lingering
political issues clouded the regional outlook. In Italy, notably, yields jumped as the headline effects of a
looming fiscal showdown with EU were exacerbated by a slew of downgrades of both sovereign debt and
large bank issues. Moody’s docked Italian treasuries one notch (to just above non-investment grade),
noting concerns over the same budget plans being contested with the EU. As shown below, the spread
between the Italian 10-year and the German 10-year expanded around 10% in the month and settled at
around 300 basis points - three times the 20-year average.

Key Rates (%/ bps) Current 1 Mo. 
Change

3 Mo. 
Change

YTD 
Change

1 Yr. 
Change

US 3 Month 2.33 +14 +23 +94 +119
US 2 Year 2.88 +7 +25 +99 +128
US 5 Year 2.98 +3 +25 +78 +98
US 10 Year 3.15 +10 +30 +72 +78
US 30 Year 3.40 +20 +39 +64 +51
1 Month USD LIBOR 2.31 +5 +19 +74 +106
3 Month USD LIBOR 2.56 +16 +24 +86 +118
6 Month USD LIBOR 2.80 +20 +26 +96 +123
12 Month USD LIBOR 3.08 +17 +24 +98 +124

Index Total Returns (%) 1 Mo. 3 Mos. YTD 1 Yr

S&P U.S. Current 10-Year Treasury Bond -0.55 -0.95 -4.21 -4.22
S&P US Treasury TIPS -1.35 -1.59 -1.94 -0.99
BBg Barc US Aggregate -0.79 -0.79 -2.38 -2.05
BBg Barc Global Aggregate ex-US -1.39 -2.75 -4.38 -2.08
ICE BofAML Emerging Markets Sovereign Bond -0.91 -2.70 -5.39 -3.13
BBg Barc Global Aggregate -1.12 -1.87 -3.46 -2.04
BBg Barc US Corporate (AA) -1.02 -0.85 -2.59 -2.15
BBg Barc US Corporate High Yield -1.60 -0.32 0.93 0.97
BBg Barc Global Agg Securitized - US MBS -0.63 -0.64 -1.70 -1.51
BBg Barc Global Agg Securitized - US ABS 0.07 0.47 0.59 0.52
BBg Barc Municipal Bond -0.62 -1.01 -1.01 -0.51
BBg Barc US Floating Rate Notes (<5 Yr) 0.13 0.61 2.10 2.38
S&P/LSTA Leveraged Loan -0.20 1.00 3.76 4.15

Key Indicators Current 1 Mo. 
Change

3 Mo. 
Change

YTD 
Change

1 Yr. 
Change

10 Yr-2-Yr Treasury Spread (bps) 28 +3 +5 -27 -50
WTI ($/ bb) $65.31 -$7.85 -$4.53 +$4.85 +$10.95
Core CPI 258 +.3 +1 +4 +6
Breakeven Inflation: 5 Yr %/ bps 1.91% -7 -15 +5 +23
Breakeven Inflation: 10 Yr %/ bps 2.05% -3 -6 +9 +21

Source: FactSet for all index, rate, credit spread and economic information. All data as of 10/31/2018 with
the exception of CPI data, which is the latest as of October 11, 2018. Please see reverse for index
definitions. Chart at left shows the daily spread of the yields to maturity of the Italian 10-year treasury to the
German 10-year treasury, for the period October 31, 1998-October 31, 2018.

Credit Spreads (bps) Current 1 Mo. 
Change

3 Mo. 
Change

YTD 
Change

1 Yr. 
Change

US Corporate OAS 65 +4 -5 -6 +6
US Corporate High Yield OAS 371 +33 +8 -12 +24
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Spread: Italian vs. German 10-Year Treasury
Difference in daily yield to maturity - 20 years ended October 31, 2018

20-Year Average



Notes & 
disclosures

Index Returns – all shown in US dollars
All returns shown trailing 10/31/2018 for the period indicated. “YTD” refers to the total return as of prior-year end, while the other returns are annualized. 3-month and annualized returns are shown for:
• The Barclay’s US Aggregate Index, a broad based unmanaged bond index that is generally considered to be representative of the performance of the investment grade, US dollar-denominated, fixed-rate taxable bond market.
• The ICE BofAML Emerging Markets Sovereign Bond Index is a subset of The BofA Merrill Lynch World Sovereign Bond Index excluding all securities with a country of risk that is a member of the FX G10, all Western European countries, and

territories of the U.S. and Western European countries. The FX G10 includes all Euro members, the U.S., Japan, the U.K., Canada, Australia, New Zealand, Switzerland, Norway, and Sweden.
• The Bloomberg Barclays Global Aggregate Index, which measures global investment grade debt from twenty-four local currency markets. This multi-currency benchmark includes treasury, government-related, corporate and securitized fixed-rate

bonds from both developed and emerging markets issuers.
• The Bloomberg Barclays
• The Bloomberg Barclay’s US Corporate Bond Index (AA), which measures the investment grade, fixed-rate, taxable corporate bond market. It includes USD denominated securities publicly issued by US and non-US industrial, utility and financial

issuers.
• The Bloomberg Barclay’s US Corporate High Yield Index, which covers the USD-denominated, non-investment grade, fixed-rate, taxable corporate bond market.
• Bloomberg Barclay’s Global Aggregate Securitized- US Mortgage-Backed Securities, which is a component of the Bloomberg Barclay’s US Aggregate Index and measures investment grade mortgage backed pass-through securities of GNMA,

FNMA, and FHLMC.
• Bloomberg Barclay’s Global Aggregate Securitized- US Asset-Backed Securities, which is a component of the Bloomberg Barclay’s US Aggregate Index and includes the pass-throughs, bullets, and controlled amortization structures of only the

senior class of ABS issues.
• The Blomberg Barclay’s US Floating Rate Notes (<5 Yr) Index, measures the performance of U.S dollar-dominated, investment grade floating rate notes with maturities less than 5 years.
• The Bloomberg Barclay’s Municipal Bond Index, which measures investment grade, tax-exempt bonds with a maturity of at least one year.
• The S&P/ LSTA Leveraged Loan Index is designed to reflect the performance of the largest facilities in the leveraged loan market.

Key Rates
Key Rates are shown for US Treasurys and London Interbank Offered Rate (LIBOR), the interest rate at which banks offer to lend funds (wholesale money) to one another in the international interbank market. LIBOR is a key benchmark rate that
reflects how much it costs banks to borrow from each other. “Current” refers to the percentage rate as of 6/30/2018, while the rates of change are stated in basis points.

Credit Spreads
Credit Spreads shown comprise the Option-Adjusted Spread of the indices indicated, versus the US 10-Year Treasury Yield. “Current” refers to the spread as of 6/30/2018, while the rates of change are stated in basis points.

Key Indicators
Key Indicators correspond to various macro-economic and rate-related data points that we consider impactful to fixed income markets.

• 2s10s (bps)/ 10 Yr vs 2 Yr Treasury Spread, which measures the difference between yields on 10-Year Treasury Constant Maturity Securities and 2-Year Treasury Constant Maturity Securities.
• West Texas Intermediate, which is an oil benchmark and the underlying asset in the New York Mercantile Exchange’s oil futures contract.
• Core Consumer Price Index, which measures the consumer price index excluding food and energy prices. Shown as of the prior month-end.
• Breakeven Inflation: 5 Yr %/ bps, which uses 5-Year Treasury Constant Maturity Securities and 5-Year Treasury Inflation–Indexed Constant Maturity Securities to derive expected inflation.
• Breakeven Inflation: 10 Yr %/ bps, which uses 10-Year Treasury Constant Maturity Securities and 10-Year Treasury Inflation–Indexed Constant Maturity Securities to derive expected inflation.

General Disclosure
This document is intended for informational purposes only and should not be otherwise disseminated to other third parties. Past performance or results should not be taken as an indication or guarantee of future performance or results, and no
representation or warranty, express or implied is made regarding future performance or results. This document does not constitute an offer to sell, or a solicitation of an offer to purchase, any security, future or other financial instrument or product.
This material is proprietary and being provided on a confidential basis, and may not be reproduced, transferred or distributed in any form without prior written permission from WST. WST reserves the right at any time and without notice to change,
amend, or cease publication of the information. This material has been prepared solely for informative purposes. The information contained herein includes information that has been obtained from third party sources and has not been independently
verified. It is made available on an "as is" basis without warranty and does not represent the performance of any specific investment strategy.
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