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General Market

Treasuries continued their slide to start the week even as PPl came in weaker. However,
markets turned after the softer inflation prints continued Wednesday as core CPl came in
weaker than expected at 0.2% MoM, leading the YoY figure to fall to 3.2% for the first time
since July. Treasuries rallied hard on the news and continued the trend after Fed Gov Waller
indicated officials could lower rates again in the 1st half of 2025 if inflation data continued
to be favorable. By the end of the week, the curve fell 10-14bps and futures market shifted
expectations by 1 month, now expecting the Fed to cut again at either their June or July
meeting.

IG Munis

The muni market significantly underperformed treasuries as the benchmark MMD curve
rallied just 2-3bps throughout the major tenors. The tone started off quite weak with a
heavy dose of BWICs to kick things off in the face of a nearly $13bn primary calendar.
Some of the increase in selling pressure was due to accounts looking to cut risk related to
the California wildfires, which saw credits such as LA Dept of Water and Power widen
~75bps. Further, with Lipper reporting $495mm of outflows from IG funds and underwriters
sending around attractive pre-marketing levels, many funds rushed to raise cash. That
said, the underperformance and attractive absolute yield levels seem to pull buyers back
into the market. Many deals saw oversubscriptions and bumps. In the secondary, JPM
reported a huge uptick in customer purchases, with volumes on 10y and longer maturities
surging +53 - 72%. Several dealers reported a broad buyer base as accounts looked to
accomplish a variety of portfolio needs. While ratios are off their lows seen earlier this
month, we believe munis will struggle to outperform in the face of a robust slate of
issuance expected this year. As such, we believe of this year's return will come from the
running yield offered, which seems to be attractive on a tax-adjusted basis.

HY Munis

The volatility brought many HY accounts off the sidelines. Some sold to fund outflows,
some looked to take advantage of the tight spreads, while others looked to facilitate tax
loss swaps. On the other side, buyers emerged across the spectrum despite the
unattractive relative value as they can only sit on cash stockpiles for so long. In less liquid
but wider spread names, accounts looked to selectively add risk in credits they liked.
Overall, it was a good trading environment for dealers. The primary market also saw strong
demand like a California student housing project that traded up 30bps+ on the break. The
biggest difference between the HY and |G market was that HY funds continued to rake in
cash, with Lipper reporting +$244mm on the week. This caused spreads to grind tighter vs
the IG market that barely budged. Benchmark names like Buckeye Tobacco ended the
week 8-10bps better, further diluting the case for investors to stick with generic HY. For

Philadelphia, PA ® 215-557-3335 e BirchCreekCapital.com



Birct CREEK BIRCH CREEK MUNI INSIGHTS

CAPITAL WEEKLY MARKET COMMENTARY: JANUARY 17, 2025

example, a block of non-rated Puerto Rico GO 4s of 46 were bought at +74 to MMD the
same day a AAA rated TX school district saw its new issue 45s ticket at +37. While many
market participants view Puerto Rico more favorably post restructuring, the marginal yield
pickup seems like a glaring mispricing of risk.
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Disclaimers

This report is confidential and a product of Birch Creek Capital, LLC (“Birch Creek”). It is intended solely for
the information of the person to which it has been delivered by Birch Creek. The views and opinions
expressed herein are subject to change without notice and Birch Creek is under no obligation to update or
keep this information current or accurate. This report is being provided for general informational purposes
only, and may not be disseminated, communicated, or otherwise disclosed by the recipient to any third
party without the prior written consent of Birch Creek. Birch Creek Capital, LLC is registered with the
Commonwealth of Pennsylvania as an investment advisor, which in no way implies that the state of
Pennsylvania has endorsed any of the entities, products or services discussed herein. This commentary
does not constitute an offer of to sell securities or the solicitation of an offer to purchase an interest in Birch
Creek Credit Value Fund, LP (the “Fund”) or any other Birch Creek products. Such an offer may only be made
to Accredited Investors or Qualified Clients and by means of a confidential offering memorandum.
Additional information regarding the Fund or other Birch Creek products is available upon request.

Any information in this document related to past performance of the Fund or other investments managed by
Birch Creek should not be relied upon as an indicator or guaranty of the future investment performance of
any Birch Creek present or future investment vehicle. Birch Creek’s investment strategy involves the risk of
loss. Any projections of future performance in this document are based on a number of assumptions and
Birch Creek Funds’ actual performance may differ significantly from projected performance. There is no
assurance that a portfolio will achieve its investment objective and please be aware that the portfolio may
be subject to certain additional risks described in the Fund’s confidential offering memorandum.

Market Commentary

This report includes forward-looking statements. All statements that are not historical facts are forward-
looking statements, including any statements that relate to future market conditions, results, operations,
strategies or other future conditions or developments and any statements regarding objectives,
opportunities, positioning, or prospects. Forward-looking statements are necessarily based upon
speculation, expectations, estimates and assumptions that are inherently unreliable and subject to
significant business, economic and competitive uncertainties, and contingencies. Forward-looking
statements are not a promise or guaranty about future events.

Neither Birch Creek or our information providers shall be liable for any errors or omissions or inaccuracies,
regardless of cause, or the lack of timeliness for any particular reason. The recipient should not assume that
such information, even if accurate as of its date, is accurate as of the date hereof. None of Birch Creek is
under an obligation to update the information contained in the materials attached hereto. THERE ARE NO
WARRANTIES, EXPRESSED OR IMPLIED, AS TO ACCURACY, COMPLETENESS, OR RESULTS OBTAINED FROM
ANY INFORMATION CONTAINED HEREIN.
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