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The Government often shows willingness to intervene.

» Traditional monetary policy did not get the job done

» Fed pulled almost everything out of the toolbox with unprecedented intervention

Government Actions and Spreads
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Corporate spreads remain elevated.

Barclays Capital Corporate Industrial & Financial Spreads
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Liquidity has improved.
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Monthly Investment Grade Corporate Activity
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1Source: FINRA, IR&M estimates as of 9/30/09. Secondary trading volume represents the daily average for the month.
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We believe High Yield valuations may be rich.

» Compensation for investing in high yield versus investment grade corporates remains low
» 12-month trailing default rate is 11% and rising while recovery rates are at 10-year lows!

» High yield continues to be driven by technicals rather than fundamentals

» Year-to-date, high yield returns are over 40% compared to just over 15% for IG corporates?

» Penalty for being downgraded to high yield is 20 points
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1Source: Moody'’s and Barclays Capital as of 9/30/09
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Treasury yields have risen off their 2008 lows.

» Treasury yields, while still low by historical standards, have increased as perceived risks in the
markets have abated

Historical 10-Year Treasury Yields
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Agency spreads have tightened year-to-date.

Agency Option Adjusted Spreads
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