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Risk assets continued to generate strong performance this past week, with year-to-date total returns for the ICE BofA US High Yield Index (HOAO) up a blistering
3.3% through the time of writing this piece (January 12). Optimism for a soft landing has become increasingly more prevalent, as lower CPl and average hourly earnings have
served to offset a still alarming number of job openings in the economy. As we look toward drivers of high yield constituent earnings growth in the coming year, we are
encouraged by significantly diminished supply chain pressure — despite a recent pause — on a global basis. In this Weekly Briefing, we attempt to identify credits negatively
impacted by supply chain disruptions in the post pandemic era that could be beneficiaries as market dislocations continue to subside.

China’s COVID Policies Central to Supply Chain Health

The Global Supply Chain Pressure Index (GSCPI) is a measure, designed by the Federal Reserve, to gauge global transportation costs, product delivery times,
backlogs, and purchased stocks for manufacturing firms across the US, UK, Euro area, Japan, South Korea, Taiwan, and China. The index, which peaked at 4.3 standard
deviations above the historical mean back in December ’21, has largely signaled a reduction in supply chain pressure over the last 12 months (April ‘22 was an exception,
mainly due to China COVID lockdowns and disruptions stemming from the war in Ukraine). Though improvement has somewhat stalled more recently — likely the result of a
surge in COVID rates in China during Q4’22 as policies became more lenient — the most significant headwinds appear largely behind us, particularly as their vaccination
rates and efficacy begin to rise. As an alternative measure, Citi developed a similar index (right chart below) uniquely taking into account the impact of rising demand on
supply chain pressures, with resulting data demonstrating a more smoothly trending downward trajectory over the last year.

NY Fed Global Supply Chain Pressure Index Recently Stalled But Much Improved; Citi Supply Chain Index Shows Similar Trajectory

monthly data, trailing 5 years
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Which Names Have Been Impacted?

A report by Goldman Sachs back in October ’21 highlighted a list of high yield issuers thought to possess the most notable downside credit risk stemming from
supply chain disruptions, which they dubbed the “Supply Chain Downside” basket. At the same time, they also created a “Supply Chain Upside” basket which included
issuers thought to benefit from the same disruptions. Leveraging this work, we then created custom high yield indices of those issuers, equal-weighted by ticker and
inclusive of all underlying bonds in each respective capital structure. As demonstrated below, a spread ratio comparing “Downside” to “Upside” supply chain risk indices
proved highly positively correlated to the Federal Reserve GSCPI index over time (note: the latter basket excludes Energy credits given the outsized impact of commodity
prices independent of supply chain conditions). The results, which in our view make sense intuitively, also demonstrate a stalling of “downside” supply chain risk spread
compression relative to the “upside” bucket despite recent pressure alleviation (right chart below). Said otherwise, the analysis implies credits that suffered most from
supply chain disruptions trade wide of relative fair value, particularly if supply chain repair persists in the coming months.

Downside/Upside (ex-Energy) OAS Ratio Highly Correlated to Supply Chain Pressure Index
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Identifying Relative Value Opportunities

In an attempt to narrow the investment universe to names potentially poised to outperform from supply chain improvement (provided some subsequent
reflection of this dynamic in spread levels), we created a multi-step quantitative screen. First, we compared trailing 12-month performance of every security in the high yield
index to a factor-driven expected return model, the latter driven by starting duration, size, rating, and sector characteristics of each issue. Next, we identified credits with
actual TTM total returns that fell below the model-implied fair value, isolating names that underperformed their starting cohort. Finally, we cross referenced the
underperforming bonds from our model with issuers identified in Goldman’s “Supply Chain Downside” basket, augmenting the list to also include issuers who mentioned
supply chain pressure in multiple investor calls since the onset of the pandemic. As demonstrated below, our resulting output identified trailing 12-month cohort / factor-
driven underperformers potentially poised to benefit from supply chain repair (light blue points on the scatterplot). We also isolate trailing 12-month cohort / factor-
driven outperformers who benefitted from supply chain disruptions that are now at risk if the dynamic reverses (grey points on the scatterplot). Importantly, the screen
narrows down the universe of credits potentially poised to benefit from supply chain repair to a very manageable 60 issues — relative to over 1,900 in the full index — from
which to conduct further bottom-up credit analysis for potential inclusion in portfolios.

Supply Chain "Downside" Credits - Actual vs. Predicted Performance Supply Chain "Upside" Credits - Actual vs. Predicted Performance
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On Balance, A Tailwind

A recent pause along the path of improvement aside, the overall supply chain picture has improved significantly over the last 12 months. Looking forward,
relaxation of China’s zero COVID policy, coupled with better vaccination efficacy, should further push supply chains back toward normalcy. While these are positive
developments, we also acknowledge that global growth is expected to be pressured in the coming year, and Q4’22 financial results — which are yet to be released — will still
contain some drag from China’s recent COVID wave. Nevertheless, we continue to view the “Downside” / “Upside” Supply Chain OAS ratio dislocation as compelling, and
believe some rotation, on the margin, could enhance total return generation in the coming months.



Important Disclosures and Disclaimers

This analysis and the opinions expressed herein are intended solely for institutional and professional investors that are responsible for assessing their own risk
tolerances under prevailing market conditions. SKY Harbor Capital Management, LLC (“SKY Harbor”) provides this document for informational purposes only. Nothing
contained in this document is or should be construed as an advertisement, or an offer to enter any contract, investment advisory agreement, a recommendation to buy
or sell securities of any kind, a solicitation of clients, or an offer to invest in any particular fund, product, investment vehicle, or derivative.

This document contains forward-looking statements that are based on SKY Harbor’s current views and assumptions. Forward-looking statements such as the findings of
our analytical research, our outlook for interest rates, Fed policy, the economy, high yield markets and the like, or our intended adjustments to the portfolios within our
strategies are subject to inherent risks, biases and uncertainties that are beyond SKY Harbor’s control and may cause actual results to differ materially from the
expectations expressed herein.

The information contained herein is subject to change, and SKY Harbor is under no obligation to update any information contained herein. Certain information
contained in this document has been obtained from third-party sources and, although believed to be reliable, has not been independently verified, and its accuracy or
completeness cannot be guaranteed. SKY Harbor, its affiliates, officers, directors and employees hereby disclaim any liability whatsoever related to the use of this
publication or its content and make no express or implied warranties of merchantability or fitness for any particular purpose or use with respect to the data,
projections, analysis, content, or conclusions included in this publication.

Investing in securities involves risk of loss and past performance is not necessarily indicative of future results. Fixed income securities, especially high yield debt
securities, are subject to loss of income and principal arising from credit risk, which is the risk that the issuer will be unable to make interest and principal payments
when due. Material risks in investing in high yield debt securities also include, but are not limited to, opportunity cost (the risk that an issuer’s credit trends deteriorate
resulting in a higher level of compensation demanded by the market relative to the initial investment), interest rate risk, liquidity risk, selection risk, and overall market
risk. In general, issuers of high yield debt securities have a greater likelihood of defaulting on the payment of interest or principal than issuers of investment grade
bonds. There can be no assurance that the investment objectives described herein will be achieved or that substantial losses can be avoided.

Gross performance results do not reflect the deduction of investment advisory fees, which would reduce an investor’s actual return. For example, assume that $1
million is invested in an account with the Firm, and this account achieves a 6% compounded annualized return, gross of fees, for five years. At the end of five years that
account would grow to $1,338,226 before the deduction of management fees. Assuming management fees of 0.55% per year are deducted annually from the average
annual AUM, the value of the account at the end of five years would be $1,302,846, which is the equivalent of an annual compounded rate of 5.43%. For a ten-year
period, the ending dollar values before and after fees would be $1,790,848 and $1,697,408, respectively. SKY Harbor’s asset-based fees are generally billed monthly or
quarterly in arrears. Please refer to the SKY Harbor’s ADV Part 2A or applicable Offering Documents for more information on fees. Consultants supplied with gross
results are to use this data in accordance with SEC, CFTC, NFA or the applicable jurisdiction’s guidelines.

SKY Harbor is not a tax or legal advisor. Prospective investors should consult their tax or legal advisors before making tax-related investment decisions.

The ICE BofA Index data referenced herein is the property of ICE Data Indices, LLC (“ICE BofA”) and/or its licensors and has been licensed for use by SKY Harbor. ICE BofA
PERMITS USE OF THE ICE BofA INDICES AND RELATED DATA ON AN "AS IS" BASIS, MAKES NO WARRANTIES REGARDING SAME, DOES NOT GUARANTEE THE SUITABILITY,
QUALITY, ACCURACY, TIMELINESS, AND/OR COMPLETENESS OF THE BofA INDICES OR ANY DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM, ASSUMES NO
LIABILITY IN CONNECTION WITH THE USE OF THE FOREGOING, AND DOES NOT SPONSOR, ENDORSE, OR RECOMMEND SKY Harbor or ANY OF ITS PRODUCTS OR
SERVICES.
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