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April 2021 High Yield Market Insights

Summary:

COVID and the monetary and fiscal responses to it have affected valuations across assets

Extreme liquidity and low bond yields have pushed investors into higher yielding assets

Even with credit spreads and yields near historic lows, high yield should perform well into next year
Short-duration, smaller-cap HY issues are poised to outperform the broad market despite stretched valuations

These are interesting times across global assets. Investors, academics and analysts continue to scratch their heads,
trying to understand valuations. We’ve never had a situation where markets faced a coordinated front from global fiscal
and monetary authorities like that required to combat the COVID pandemic. The discussion has shifted to when central
banks, in general, and the Federal Reserve, in particular, will begin to taper.

The conundrum is acute in fixed income and high yield. There is no shortage of opinions about the repercussions
surrounding credit spreads and yields being too low for the presumed risk. Most recently, red flags have been waved
with a focus on the CCC credit segment. Anxiety has increased with the group’s spread and YTW closing out April at
or near all-time lows of 504 basis points (bp) and 6.06%. It was only as recently as September 2020 when CCCs
traded with a weighted average credit spread above 1,000 basis points.

Despite varying concerns about valuation, the Fed and Chair Jay Powell have made clear that monetary policy will not
change. Even as it has upgraded its view on economic growth, the Fed has remained steadfast in maintaining its new
average inflation targeting paradigm. This new paradigm is all about observed data and much less about model-based
forecasts. When you combine this shift in philosophy and the Fed’s view that current inflation will be transitory,
monetary policy can be expected to remain supportive over the near-term and the medium-term.

With the Fed in high yield’s corner, history tells us that the market is poised to turn in attractive results in 2021. An
empirical look at periods when yields and credit spreads approached historical lows shows that the high yield market
delivered solid returns during these times.

In Figure 1 we chart the market’s daily OAS and yield-to-worst going back to the mid-1990s. We then calculate the
market’s 6-month and 12-month forward results for each of these observations. Examining the periods where the high
yield market's OAS and YTW trended on a sustained basis below the historic median levels of these measures reveals
that the high yield market has performed well during periods of “rich” valuations.

Figure 1 shows three periods when credit spreads and the yield-to-worst traded below their historical medians of 482
bp and 8.04%. The first period, from 12/31/03 to 5/31/07 benefited from an accommodative Fed, following the unwind
of the TMT bubble and the Enron and WorldCom fiascos. During this period HY spreads averaged 337bp and the
median six-month forward return was 3.21% while the 12-month return was 7.41%.
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Figure 1: U.S. HY OAS and YTW vs 6-Mth and 12-Mth Forward Returns

2500 80.0% 25 80.0%

2000 60.0% 20 | 60.0%
e

‘ 40.0% \ 40.0%

1500 15 |

|
20.0% M/M{ 3 20.0%
\ A
1000 v 10 &) ‘fl \
‘ - ~ i o
vy (} 0.0% AN NA«N".M'\ ﬁ 0.0%
500 ﬂ 200% | ° -20.0%

0 -40.0% 0 -40.0%
0 o N v P © $ Nz > o S N
NN GEER G SN SRR G NN G IS S SSSSSoSSSSoSSSSSSSsSSSSa
> > > > > 0> > > ”aq/\”a
N

RO R O R O

S
>
”;\’\

9 o

e OAS 6M Forward Rtn 12M forward Rtn —YTW 6M Forward Rtn 12M forward Rtn

Source: Bloomberg, Concise Capital

The second period ran from 9/30/13 to 5/31/14 when spreads averaged 402bp. This period delivered a median six-
month return of 4.28%, although the 12-month return of 2.46% suffered from turmoil in oil. The third period ran from
2/28/17 to 1/31/20 where spreads averaged 381 bp. During this period the median six-month and 12-month returns,
which included the start of COVID, were 2.00% and 3.69%.

At year-end 2020 Wall Street forecast low single digit returns for the high yield market in 2021. Through April, the U.S.
high yield market has posted a total return of 2.01% according to the ICE BofA HY Master Index. Should we realize
similar results during the next few months, the full year results will surpass street estimates.

Global technical factors should also support U.S. high yield. While many will argue that investors are not being
compensated for the risk, what are the alternatives in fixed income? Even as U.S. high yield closed out April with a
YTW of 4.12%, European high yield yields a mere 2.90% with spreads 40 bp tighter than in the U.S. Asian credit
markets yield even less. Private credit, direct lending, and real estate investments are impractical for many investors.

In a recent article Bloomberg noted increased interest in high yield from insurers, pensions and investment grade
managers, both in the U.S. and Europe. We are seeing increased participation in high yield, counter to the narrative of
inconsistent fund flows data.

For the historical dynamics within the short-duration and small-cap high yield segments, see Figure 2. With a reduced
dataset for the short-duration cohort, we were able to evaluate two of the three previous periods. From 10/13 to 5/14

the short duration market generated 6-month and 12-month returns of 2.25% and 1.07% while the 3/17 — 1/20 period
saw results of 1.88% and 4.12%.

Examining the smaller-cap market, where we have similar data as for the broad market during the 1/04 — 6/07 period,
we find the group returned 6-month and 12- month results of 3.39% and 7.32%. The period of 10/13 — 5/14 saw 6-
month results of 4.41% while the 12-month return was much reduced at 0.98%, due to a market disruption in 2015.
Finally, for the period of 3/17 — 1/20 smaller cap issues returned 1.55% and 3.66%, respectively.

Expected attractive results for the short-duration, smaller-cap cohorts are further enhanced by the likelihood of higher
nominal yields, such as those that affected longer-duration assets during the first quarter. As we have argued in
previous reports, we remain overweight short-duration, smaller-cap names with a focus on B rated issues over CCC on
a valuation basis.
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Figure 2: HY Short-Duration (left) & Small-Cap (right) U.S. HY OAS & YTW vs 6- and 12-Mth Forward Returns
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The current environment of monetary and fiscal accommodations should continue well into 2022. These policies
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should fuel growth in profits and depress default rates. We are constructive on high yield with a particular focus on

short-duration, smaller cap names.
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Disclaimer

This material is furnished by Concise Capital Management, LP or affiliates (collectively “Concise”). This material and its contents have
been prepared solely for illustration and discussion purposes and should not be considered as an offer to buy or sell any interests in
the Funds. Any reproduction of this information, in whole or in part, without the prior written consent of Concise is prohibited. Additional
information is available from Concise upon request. Neither Concise nor its affiliates are acting as your advisor or agent. This material
is not intended to provide a sufficient basis on which to make an investment decision. An offer can only be made to qualified investors
by means of a private placement memorandum. Please refer to the private placement memorandum, Prospectus, and/or any
supplements for complete details, including information about risk, charges, and expenses. There can be no guarantee that the Fund
will achieve its investment objective. Investment in the Fund involves investment risks, including the possible loss of the principal
amount invested. All market and commercial data in this message are not warranted as to completeness or accuracy.

An investment in a Fund is speculative and may involve substantial investment and other risks described in the relevant Fund Offering
Documents. Such risks may include, without limitation, risk of adverse or unanticipated market developments, interest rate risk, risk
of counterparty or issuer default, and risk of illiquidity. The performance results of any of the Funds can be volatile. No representation
is made that a Fund’s investment objectives will be achieved, that its risk management processes will be successful, or that the Fund
or any investment will make any profit or will not sustain losses. Any investment in a Fund will be subject to applicable advisory fees
and expenses. The Funds’ high fees and expenses may offset their profits. Past performance is no indication of future results. The
Funds have substantial restrictions on investors’ ability to redeem or transfer their interests, and there is no secondary market for the
Fund'’s interests.

The information and opinions expressed herein are as of the date appearing in this material only, are not complete, are subject to
change without prior notice, and do not contain material information regarding the Funds, including specific information relating to an
investment in a Fund and important risk disclosures. The descriptions herein of the Funds’ investment objectives or criteria, the
characteristics of their investments, investment processes, or investment strategies and styles may not be fully indicative of any
present or future investments, are not intended to reflect performance, and may be changed in the discretion of Concise. While certain
data contained herein has been prepared from information that Concise believes to be reliable (including data supplied by third
parties), Concise does not warrant the accuracy or completeness of such information.

This document contains certain forward-looking statements and projections. Such statements and projections are subject to a number
of assumptions, risks, and uncertainties that may cause actual results, performance, or achievements to be materially different from
future results, performance, or achievements expressed or implied by these forward-looking statements and projections. Prospective
investors are cautioned not to invest based on these forward-looking statements and projections.

Concise Capital Management, LP is an SEC-registered investment advisor, managing assets for institutions, family offices, and
wealthy individuals. The firm is also a manager of onshore funds, offshore funds, a UCITS fund, and a sub-advisor to mutual funds.
Concise Capital Management, LP was incorporated in March 2004 and is based in Miami, FL.
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