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General Market

Investors were in for a wild ride this week after a deluge of market moving events including
Fed Chair Powell's Congressional testimony, President Trump's announcement to
implement reciprocal tariffs, January's inflation data, and a Retail Sales report. The biggest
moves came intra-week where the inflation readings gave market participants a good
head-fake. Wednesdays CPI data came in hotter than expected with the headline figure
printing its biggest gain since August 2023 and the core figure up the most since March
2024. This caused treasuries to sell off 8-10bps and the odds of the next rate cut pushed all
the way back to December. Then on Thursday, PPl inflation also printed stronger, but after
investors looked under the hood and saw that the components that flow into the Fed's
preferred Core PCE gauge came in relatively soft, treasuries clawed back most of the prior
day's losses. The reversal continued through Friday after retail sales in January saw a sharp
drop, with a broad-based slowdown seen across most categories. By the end of the week,
it almost seemed as if nothing happened since the entire curve finished within 1-3bps of
where it started.

IG Munis

The muni market underperformed across the board, with the worst performance seen in
the belly of the curve where this week's primary calendar was most concentrated in. Given
the amount of new issuance that needed to clear and volatility causing underwriters to
offer generous new issue concessions, it was no surprise that many buyers sat on the
sidelines waiting for spreads to come to them. JPM reported customer purchases down 8%
on the week, while BWICs only rose 6% despite Wednesday seeing the highest volume of
BWICs in 14 trading sessions. Even after treasuries staged its sharp reversal, muni
participants were somewhat paralyzed by the volatility. On Thursday and Friday, the
benchmark MMD curve only rallied 2-4bps each day while treasuries had seen a double
digit decline in yields. On the bright side, the underperformance caused ratios to widen,
with the 30y at a more palatable 85%.

This lag along with wider new issue spreads led to solid demand in the primary market even
though IG funds saw a modest $75mm outflow this week. As an example, a $1.7bn
Aa1/AAA/AAA NYC TFA deal saw spreads widen 10bps+ from premarketing levels which led
to $7bn in orders and then was tightened 1-4bps on the reprice. By Friday's break, dealers
were bidding another 6-10bps tighter, depending on the maturity. Large deals for lower
rated credits saw similar demand. MS priced a $1.2bn A1 rated prepay gas deal that saw
$3.6bn in orders, while Barclays reported some maturities as much as 5x over for their
$848mm Hawaii Airport deal, which was bumped 7-10bps and then traded up 14bps when
it freed. Next week brings a much more manageable calendar at just $5.3bn given the
holiday shortened week. Despite some improved technicals heading into next week,
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we expect the market-moving headlines will continue to roll in causing treasuries to remain
volatile and will leave muni investors lacking in conviction. The long end of the MMD curve
behind a 4% should help bring some retail investors back into the market, but we remain of
the belief that most returns for the year will come from carry.

HY Munis

The HY market more closely resembled treasuries this week rather than the broader IG
muni movements. Trade prints on bellwethers like Buckeye Tobacco told much of the story.
After closing last week with a 5.68% bid side, prints drifted a few bps wider through
Tuesday with bonds away at 5.71%. After the CPIl report, each successive print was worse
and the bid side ultimately settled around 5.80%. The opposite occurred after the PPl and
Retail Sales reports, where each trade printed stronger and the name ultimately finished
better than where it started, with a dealer purchase at 5.66% Friday afternoon. That type of
performance was seen across the market, where HY buyers emerged from their hiding
spots Thursday and Friday and ultimately drove things tighter.

A familiar theme of strong demand, with Lipper reporting a $313mm inflow combined with
limited supply persisted in the market. One dealer reported that wider evals sparked more
activity, especially in the charter school sector, but sellers remain few and far between.
While it's difficult to see many catalysts to derail the strength in the HY market,
compressed valuations remain a bit of a head scratcher. For example, Ba2/BB Pos/BB-
rated Promedica Healthcare, a name that came close to breaching covenants just 1.5
years ago, saw its 5.25s of 2048 trade to a customer at 4.83%. Even amidst Friday's rally, A+
rated Chicago O'Hare AMT 5.25s of 48 traded at 4.56% and A1/AA-/A+ rated Dallas Fort-
Worth Airport non-AMT 5.25s of 48 traded at 4.15%. Moving down 7 notches of credit
quality to only pick up 68bps for non-AMT or 27bps relative to AMT airports make little
sense to us.
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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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