.
Realizing the Volatility - S M IT H

Investment Grade Corporate Credit Spreads "
and Interest Rate Volatility

Investment Grade (IG) Corporate Credit spreads have been remarkably resilient,
particularly considering the volatility experienced in the US Treasury market, which we
believe is directly linked to increasing economic and policy uncertainty.

In fact, a chart from Barclays illustrates how IG all-in yields have been less volatile than
respective benchmark Treasury yields, a phenomenon that neither occurs often nor
persists for long.

IG Yields Currently Less Volatile Than Treasuries,
Which Does Not Happen Very Often
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Source: Bloomberg, Barclays Research (2/14/2025).
*Gray bars indicate periods when the difference between IG-Tsy yield vol was as large as current levels.

Regarding volatility sequencing, we often see that economic uncertainty (see our prior
pieces, here, here, here, and here) leads to rate volatility, which eventually reverberates
into spread volatility.

Last week marked the first instance within IG where the resiliency of spreads was truly
tested under the recent, but growing burden of the aforementioned sequencing. To
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exacerbate the situation, we entered this week expecting $70bn+ in IG primary market
issuance, which so far is meeting expectations. Corporations are taking advantage of
the tight spreads and low yields to issue.

We expect uncertainty and volatility to remain high. With spreads starting from
historically tight levels and having only backed up just over 8bps through Wednesday,
March 5th from the YTD tights (Bloomberg Indices and Barclays 2025), we believe
additional compensation for increased volatility is warranted. We also expect that we
will see heightened liquidity disruption and increased dispersion across corporate
sectors and securities. We further believe this will create an environment where we can
take advantage of opportunities.

Below, we highlight the Investment Grade percentile rankings over different periods of
time. The graphic highlights the tight valuations on spread and the reasonable
valuations on yield to worst. In this environment of tight spreads and reasonable yields,
we find that taking duration in the rates market over the credit market is a more efficient
positioning, creating optionality and liquidity in portfolios.

Corporate Credit Spread and Yield Heat Map

IG Credit Valuations
3/5/2025 Percentile Range
OAS Last 3m 6m 1y 3y Sy 10y 15y
U.S. Credit Intermediate Duration 75 94 79 40 14 30 19 13
U.S. Credit Long Duration 106 94 81 45 16 10 3
A 73 94 81 42 14 23 14 9
BBB 104 94 77 39 13 10 5] 3
BB 176 88 45 15 9 5] 8
{Long Dur. - Int Dur. Credit} |G Spread Curve 31 83 46 29 15 21
BBB-A 31 96 30 10 6 3 2
BB-BBB 73 19 11 11 7
3/5/2025 Percentile Range
YTW Last 3m 6m 1y 3y Sy 1oy 15y
U.S. Credit Intermediate Duration 4.89% 19 41 28 28 78 85
U.S. Credit Long Duration 5.64% 26 82 91 87
A 5.00% 22 49 33 39 82 88
BBB 5.32% 22 47 32 31 79 86
BB 6.13% 25 45 27 18 49
{Long Dur. - Int Dur. Credit} IG Yield Curve 0.75% 96 98 69 93 28 19
BBB-A 0.32% 97 31 10 6 3 2
BB-BBB 0.81% 48 25 8 10 19 14

Source: Smith Capital Investors, Bloomberg (3/5/2025).
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Let's talk! — Smith Capital Investors

Our mailing address is:
Smith Capital Investors
1430 Blake Street
Denver, CO 80202
303-597-5555
833-577-6484
info@smithcapitalinvestors.com
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The opinions and views expressed are as of the date published and are subject to change without notice. Information
presented herein is for discussion and illustrative purposes only and should not be used or construed as financial,
legal, or tax advice, and is not a recommendation or an offer or solicitation to buy, sell, or hold any security,
investment strategy, or market sector. No forecasts can be guaranteed. Any investment or management
recommendation in this document is not meant to be impartial investment advice or advice in a fiduciary capacity
and is not tailored to the investment needs of any specific individual or category of individuals. Opinions and
examples are meant as an illustration of broader themes, are not an indication of trading intent, and are subject to
change at any time due to changes in the market or economic conditions. There is no guarantee that the information
supplied is accurate, complete, or timely, nor are there any warranties concerning the results obtained from its use. It
is not intended to indicate or imply that any illustration/example mentioned is now or was ever held in any portfolio.

The information included in the Report may contain statements related to future events or developments that may
constitute forward-looking statements. These statements may be in the form of financial projections or may be
identified by words such as "expectation,” "anticipate,” "intend," "believe," "could," "estimate," "will," "should" or words of
similar meaning. Such statements are based on the current expectations and certain assumptions of the author and
are, therefore, subject to certain risks and uncertainties. A variety of factors may affect the operations, performance,
business strategy and results of the issuer, and could cause the actual results, performance or achievements of the
issuer to be materially different from any future results, performance or achievements that may be expressed or
implied by such forward-looking statements or anticipated on the basis of historical trends.

Past performance is no guarantee of future results. Investing in a bond market is subject to risks, including market,
interest rate, issuer, credit, inflation, default, and liquidity risk. The bond market is volatile. The value of most bonds and
bond strategies are impacted by changes in interest rates. The return of principal is not guaranteed, and prices may
decline if an issuer fails to make timely payments or its credit strength weakens. High yield or “junk” bonds involve a
greater risk of default and price volatility and can experience sudden and sharp price swings.

Please consider the charges, risks, expenses, and investment objectives carefully before investing. Please see a
prospectus, or, if available, a summary prospectus containing this and other information. Read it carefully before you
invest or send money. Investing involves risk, including the possible loss of principal and fluctuation of value.

All indices are unmanaged. You cannot invest directly in an index. Index or benchmark performance presented in this
document does not reflect the deduction of advisory fees, transaction charges, and other expenses, which would

reduce performance.

This material may not be reproduced in whole or in part in any form, or referred to in any other publication, without
express written permission from Smith Capital Investors.

Smith Capital Investors, LLC is a registered investment adviser with the Securities and Exchange Commission
(“SEC”). Registration does not imply a certain level of skill or training. SCI00622
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