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US High Yield
The US High Yield market declined -0.90% in February, bringing the YTD performance to a
decline of -3.61%, as measured by the ICE BofA US High Yield Constrained Index (HUC0).
This year’s sell-off was initially precipitated by the reset of Fed tightening expectations, as
market consensus for 2022 Fed increases rose from roughly three at year end to as high as
six or seven by mid-February. During this phase, as Treasury yields rose, high yield suffered from a broader exodus from fixed income, and spreads also increased. In the last
week, the tragic Russian invasion of Ukraine has become the dominant factor in the market.
As Ukrainians bravely fight to hang on to their independence, Russia has turned to bombing
civilian areas, intensifying the Western condemnation of Russia and the Western response.
Economic sanctions have included banning certain banks from the SWIFT network, freezing
Russian central bank assets, and export controls. Furthermore, many Western companies
are withdrawing from Russia on an ethical basis. Collectively, these actions are likely to severely stress the Russian economy and may or may not discourage Russia from further escalation. Russian and Ukrainian supplies of many raw materials including metals and food
are being disrupted. For oil and natural gas, the West has not foreclosed trading with Russia, but the market is still disrupted as many intermediaries are reluctant to transact with
Russia, and WTI Crude has spiked from roughly $88 on January 31 to nearly $110 today.
The invasion-related supply disruptions will increase inflation and reduce real growth in both
Europe and the US, but probably more so in Europe. Thankfully, the US and Europe were
on a positive economic trajectory before Russia’s invasion, as Covid was on the decline,
with 3.5% to 4% real GDP growth expected in both regions. At this time, given the positive
economic momentum, we are expecting the reductions in real growth to be 0.5% to 1%, but
it could be worse than that, especially in Europe. Since growth is shaved as inflation is increased, central banks will have a dilemma, but we believe the uncertainties of war will have

a net dovish influence. We believe the end of QE in Europe may get delayed until 2023 and, in the US, market expectations for
2022 Fed rate increases have dropped to five, allowing Treasuries to rally.
From a US high yield perspective, the dovish move in Fed expectations and the Treasury rally have reversed the outflows from
fixed income, and US high yield rallied 0.92% in the second half of February. The market ended February with a yield of 5.65%
and a spread of 378, with spreads up 67 bps on the year. The ratings categories performed roughly in line with each other for
February, but BBs are still notable underperformers for the YTD period. The best performing sectors in the market in February
included Leisure, Aerospace, and Gaming, while the worst included Building Materials, Consumer Products, and Homebuilding.
Looking forward, we think US high yield is attractive at today’s prices. We believe US economic growth for 2022 should remain
firm, and as the Omicron variant recedes rapidly we are likely to see a re-opening boost in the middle part of the year. We believe corporate cap-ex plans remain robust, inventories remain low in many segments of the economy, and the US consumer
retains spending power. We expect strong corporate earnings and continued low defaults, and we continue to expect a large volume of upgrades to investment grade (“rising stars”) which should provide technical support to the high yield market. Within high
yield, BBs have performed the worst YTD due to their longer duration, and we are particularly attracted to opportunities in that
part of the market. Of course, the war in Russia and Ukraine will be watched carefully. The conflict is not likely to end quickly,
and the sanctions and sanction-related disruptions will not go away soon. We also need to hope that Russia does not attack a
NATO country, as that would mark a profound escalation.

Global High Yield
The European high yield market dropped -3.13% in February and -4.54% YTD, in EUR terms unhedged, as measured by the
ICE BofA European Currency High Yield Constrained Index (HPC0). The European market legged down sharply as the conflict
in Ukraine escalated in late February. Bonds with heavy exposure to the region underperformed as the war raged and sanctions
against Russia took hold. While the ECB has recently begun to prepare investors for a shift in policy toward tightening later this
year, some ECB members have indicated that the clash may delay this tightening. A key risk factor to watch in Europe will be the
development of commodity prices. Higher oil and natural gas prices will be a drag on European growth, with no mitigating benefit
for the European high yield market given relatively limited exposure to commodities in the benchmark. Higher commodity prices
will continue to push inflation on the continent, complicating the ECB’s task. On the month, European high yield spreads widened
by 77 bps to 448, and the yield increased 90 bps to 4.50%.
Emerging markets (EM) hard currency sovereign bonds, as measured by the JPMorgan Emerging Markets Bond Index Global
(EMBIG), declined -5.51% in February and widened 67 bps in spread terms to 411 bps over US Treasuries. EM high yield credits
widened about 84 bps, while investment grade names widened 53 bps, affected by the large underperformance of Ukraine (60%) and Russian bonds (-72%), which posted heavy losses as the Russian invasion of Ukraine unfolded and triggered sanctions from the US and EU on Russia. Outside of Eastern Europe, the other EM regions posted less severe declines, more in line
with other credit markets, with expectations around Fed policy remaining as the main market driver. Our EM hard currency sovereign strategy benefited from a large underweight stance in Russia and Belarus, which offset market declines in our Ukrainian
holdings.
EM high yield corporate bonds, as measured by the ICE BofA High Yield US Emerging Markets Corporate Plus Index (EMUH),
declined -4.83% in February, underperforming the US high market on continuing weakness in Asian high yield and the unraveling of the Russian military invasion of Ukraine, which weighed negatively on corporates from both countries. Asian high yield
bonds declined -6.58% in February as liquidity issues and negative headlines in some high-beta credits continued to put pressure on China’s property sector, despite some relaxation of credit restrictions in the space. Later in the month, a sell-off in
Ukrainian and Russian credits alongside challenges in the Chinese property sector contributed the most to the EMUH index negative performance. Outside of these regions, returns were more in line with those in other credit markets.
As a reminder, there is no exposure to Russia, Ukraine, or Belarus, by either country of issue or country of risk, in any of our US
or European high yield accounts. NCRAM’s European high yield portfolios have zero direct exposure, and limited second order
exposure (i.e. companies with operations or revenues), to Russia or Ukraine. HPC0 included approximately 0.54% in Russian
and Ukrainian bonds prior to the Russian invasion, which we did not hold. Our EM sovereign strategy and the EM sleeves of our
global high yield strategies were positioned underweight in Russia and the exposure is minimal, more than fully offsetting Ukrainian exposure in those portfolios.
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