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BAA Rated Corporate Bond Yields / 10 Yr Treasury Yields
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After LTCM the ratio averaged 1.87
and reached an all ime high in Dec-08,
butthat numberis nowdwarfed byrecent
ratio values.

BAA Yield= 8.11
10y Trsy =2.08
Ratio = 3.90
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TWO MINUTE DRILL
March 12, 2020

Coronavirus fears have driven an epic cascade of capital
into risk-free assets like US Treasuries. 10-year Treasury
yields have collapsed from 1.9% to less than .6% since
the end of 2019. Meanwhile, investment-grade credit
spreads have widened. The result? A truly extreme
relationship between BAA-rated bond yields and
Treasury vields. As of 3/9/2020, the average BAA-rated
bond yielded 3.47%, more than 6.42x the yield on
10-year Treasuries. This ratio is now more extreme than
it has ever been, far outstripping the previous highs of
3.9x during the Great Financial Crisis.

Meanwhile, the near-20% correction in the S&P 500 has
left the blue-chip index with a dividend yield of nearly
2%, a huge premium to the tiny cash flows provided by
Treasuries.

To us at JAG, these two charts highlight how incredibly
expensive the “flight to safety” trade has become.
Back in 2008, the BAA/10 Yr chart reflected outlier
metrics in both the numerator (BAA yields were >8%,
and credit spreads were extremely wide) and the
denominator (Treasury vyields had collapsed to then-
historically low levels of ¢. 2%). Stated another way, in
late 2008, the BAA/10 Year yield ratio pointed to the
potential for equity-like returns in investment-grade
credit. While we do not anticipate such extraordinarily
high returns for investment-grade bonds in 2020-2021,
we do think that credit looks extremely attractive
relative to Treasuries for those with intermediate- to
longer-term investment horizons.

Similarly, while we have no special insight into the
near-term path for the stock market, the fact that the
S&P 500 offers much more than 2x the yield of the
10-year Treasuries probably indicates that
opportunities are developing for longer-term equity
investors. At the same time, we think the “safety trade”
into intermediate- to long-duration Treasuries could
prove to be anything but “safe” for long-term bond
investors.
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DISCLOSURES

These comments were prepared by Norm Conley, an investment advisor representative of JAG Capital Management, LLC, an SEC registered investment advisor. The
information herein was obtained from various sources believed to be reliable; however, we do not guarantee its accuracy or completeness. The information in this
report is given as of the date indicated. We assume no obligation to update this information, or to advise on further developments relating to securities discussed
in this report. Opinions expressed are those of the advisor listed above as of the date of this report and are subject to change without notice. Opinions of individual

representatives may not be those of the Firm. Additional information is available upon request.

The information contained in this document is prepared for general circulation and is circulated for general information only. It does not address specific investment
objectives, or the financial situation and the particular needs of any recipient. Investors should not attempt to make investment decisions solely based on the
information contained in this communication as it does not offer enough information to make such decisions and may not be suitable for your personal financial
circumstances. You should consult with your financial professional prior to making such decisions. For institutional investors: J.A. Glynn Investments, LLC, and JAG Capital
Management, LLC, both have a reasonable basis to believe that you are capable of evaluating investment risks independently, both in general and with regard to
particular transactions or strategies. For institutions who disagree with this statement, please contact us immediately.

Market Index performance statistics are provided by Advent Axys via benchmark data from FT Interactive Data and are presented for the time frame noted. Individuals
cannot invest directly in an index. PAST PERFORMANCE SHOULD NOT BE CONSIDERED INDICATIVE OF FUTURE PERFORMANCE. ANY INVESTMENT CONTAINS RISK INCLUDING THE
RISK OF TOTAL LOSS.

This document does not constitute an offer, or an invitation to make an offer, to buy or sell any securities discussed herein. J.A. Glynn & Co., JAG Capital Management,
LLC, and its affiliates, directors, officers, employees, employee benefit programs and discretionary client accounts may have a position in any securities listed herein.
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