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Credit markets have witnessed significant outflows since the start of the month, particularly among investment grade and high yield exchange-traded
funds (ETFs). This dynamic has contributed to yield widening in our asset class, with larger / more liquid issues bearing a disproportionate amount of the pressure.
Like most things, however, flows tend to be cyclical in nature. In this Weekly Briefing, we measure the magnitude of yield correction historically necessary to
reverse acute outflow periods, leading us to conclude that market technicals may be on the verge of an inflection.

ETF Outflows Led to Large Issue Underperformance

In aggregate, four of the most prominent US high yield exchange-traded funds (tickers HYG, JNK, SHYG, and SINK) have recorded sizeable outflows since
the start of the month, with total fund assets down approximately $7bn (or 18% of AUM). Technical pressure stemming from these outflows have contributed to
negative total and excess returns thus far in February, offsetting a sizeable portion of January’s gains. As demonstrated below (right side), larger issues — which
tend to be favored ETF holdings — have captured a disproportionate amount of the downside through the first three weeks of the month.

US High Yield ETFs Have Suffered Significant MTD Outflows
weekly data, total fund assets of HYG, JNK, SHYG, and SINK

Outflows Have Most Negatively Impacted Large/Liquid Issues
data as of February 21, 2023
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Correction Appears Overdone vs. Equities

There are signs, however, that the selloff in high yield ETFs may be overdone. As demonstrated below, a strong historical correlation between iShares
iBoxx High Yield Corporate Bond ETF (HYG) and S&P 500 (SPX) prices has recently broken down. Though admittedly outside of our immediate area of focus, we
have read research suggesting that recent short covering — particularly within the tech sector — has created a strong positive technical in equity markets that may
largely explain the more recent divergence from credit. Not surprisingly, the same correlation breakdown can be seen when comparing HYG to the NASDAQ
Composite. Without speculating if or when this dislocation will represent a relative value opportunity that could cause currently divergent technical trends to
normalize, data below suggests corrections typically occur within short timeframes.

HYG Selloff More Severe Than S&P 500 HYG Selloff More Severe Than NASDAQ Composite
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Yield Correction Appears Sufficient

As we have previously mentioned, and despite our best efforts, attempting to predict fund flows over the last decade has felt like a fool’s errand. We
have found some statistical support in attributing technicals to momentum, with trailing 1-week and 1-month total returns often coinciding with flows in the same
direction. The predictive power of our analysis, however, has always been lacking. We have, however, found that inflection points in flows are a bit more
grounded and based on observable data. This analysis, coupled with anecdotal evidence (conversations with asset allocators and the like), imply that investors are
often enticed back into high yield not when associated concerns have subsided, but when yields become sufficiently attractive to compensate for risks
inherent to the asset class. As demonstrated below, similarly severe outflow periods of the past have typically coincided with a rise in yield of 60 to 120 bps. Given
a 110 bps increase in the yield-to-worst of the ICE BofA US High Yield Index (HOAOQ) from early February through the time of writing, the recent market correction
appears sufficient for an inflection based on historical investor behavior.

Adjusted for Index Size, Trailing 3-Mo Flows Now Bottom Decile Yields Have Reacted Accordingly
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Waiting for Inflection

Market volatility and concerns over economic resilience in the face of further rate hikes were already on the rise when outflows began to accelerate in
early February, all of which contributed to some moderation in year-to-date total returns. Technical pressure — seemingly most acute in the high yield and
investment grade space — appears at odds with equity market activity, though observation of the dislocation provides little insight into the timing of an eventual
normalization. Perhaps most encouragingly, an index yield-to-worst of approximately 8.9% is now approaching top-quartile levels, having corrected by an amount
historically commensurate with outflow curtailment. As such, we believe significant high yield technical headwinds experienced during the month of February —
most notable among popular exchange-traded funds — may begin to inflect in the coming weeks.



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.

© 2023 SKY Harbor. This document may not be reproduced or transmitted, in whole or in part, by any means, to third parties without the prior written consent of SKY
Harbor.



