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Investment Grade & High Yield Bond Specialists

“Volatility is the price of admission. The prize inside is superior long-term returns. You

have to pay the price to get the returns.” (Morgan Housel)
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Understandably, investors have en-
tered Q2 with a heightened level of cau-

Market Review and Outlook

The U.S. Corporate Bond market
found itself at a pivotal moment at the end
of QI 2025, given a unique combination of
geopolitical and policy-related develop-
ments. According to a Bloomberg survey

tion. In the first quarter of 2025, the 10
year Treasury yield decreased 36 basis
points, opening the year at 4.57% and clos-
ing the quarter at 4.21%. Yields rebound-

ed to 4.49% on 4/11/25. The Bloomberg
US Corporate Index option adjusted
spread (“OAS”) widened 33 basis points
from 80 basis points to | |3 basis points on
April 1lth. The average over the past 5
years was |14 basis points. The Bloom-
berg US Corporate High Yield Index OAS

of economists, the probability of a reces-
sion over the course of the next year rose
during the first quarter. Throughout Janu-
ary and most of February this indicator
was at 20% but then it rose steadily to 30%
by the end of March (source: Bloomberg

widened 132 basis points moving from 287
basis points to 419 basis points on April
I'l. The average over the past 5 years was
386 basis points (source: Barclays Daily

Credit Call 4/14/25).

While spreads widened broadly, the
FOMC elected to hold its policy rate
steady at both the January and March
meetings. They also released an updated
dot plot in March with a few changes at
the margin from December. The latest
version of the plot showed that policymak-
ers at the median continued to expect two
rate cuts (50bps) in 2025. However, ex-
amining the details, there were more poli-
cymakers expecting zero or just one cut
than there were in December (source: Fed
SEP 3/19/25). Fed chair Jay Powell’s inter-
view on Friday at the SABEW conference
sought to reassure markets by indicating
the US central bank has not been jolted by
Donald Trump’s “Liberation Day” tariffs.
Powell sounded mildly hawkish, but will
hold for hard data confirming the effects of
the new trade measures before changing

stance (source: Financial Times 4/7/25).

One theme we have been writing about
over the course of the past few letters is
the re-steepening of the 2/10 Treasury
curve (see above chart). We view this

(Continued on page 3)

3/31/25).

Yields” on 03/31/2025 Yield*
CAM Broad Market (corporate core plus) Strategy (6.5 year maturity; 5.0 duration) 5.48%
CAM Investment Grade (100% corporate bonds) Strategy (7.0 year maturity; 5.7 duration) 5.00%
CAM High-Yield Strategy (only BA & B rated purchased) (4.| year maturity; 3.6 duration) 6.42%
CAM Short Duration Strategy (2.9 year maturity; 2.4 duration; 50% IG & 50% HY) 5.44%
CAM Short Duration Investment Grade Strategy (2.6 year maturity; 2.2 duration) 4.57%
U.S. Treasury™ (10 year maturity) 4.21%
U.S. Treasury™ (5 year maturity) 3.95%
U.S. Treasury™ (2 year maturity) 3.89%

* The lower of yield to maturity or yield to worst call date ** Source: Bloomberg

CAM'’s Key Strategic
Elements
e Bottom-up credit analysis deter-
mines value and risk.
e Primary objective is preservation
of capital.

e Larger, more liquid issues pre-
ferred.
e Target is always intermediate

maturity.
¢ No interest rate forecasting.

e All clients benefit from institu-
tional trading platform and multi-

Contact us: Artie Awe, Mike Lynch, & Bill Sloneker are always available to assist.
Phone: (513) 554-8500 — Website: www.cambonds.com
Email: aawe@cambonds.com, mlynch@cambonds.com, & wsloneker@cambonds.com

firm competitive bids and offers.
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CAM returns are after CAM’s average manage- | Total

ment fee & all transaction costs but before any | Return Annualized Returns (%)

broker, custody or consulting fees. The indi- (%)

ces are unmanaged and do not take into

account fees, expenses, and transaction . I- 3- 5- 10-

costs. Q25 | YTD  vEAR  YEARS YEARS YEARS

CAM Broad Market Strategy—Net

1/3 high yield, 2/3 investment grade 1.92 1.92 5.65 225 272 242

CAM High Yield “Upper Tier”

Strategy—Net

only purchase BB and B; no purchases of CCC 1.09 1.09 6.13 3.3 5.30 298

& lower

Bloomberg US Corporate High Yield Index 1.00 1.00 7.69 4.98 7.29 5.0l

CAM Investment Grade Strategy—Net

100% corporate bonds 2.34 2.34 5.46 1.60 1.56 2.15

Bloomberg US Corporate Index 2.31 2.31 490 1.14 151 2.43

CAM Short Duration Strategy—Net

1/2 investment grade, 1/2 high yield 1.26 1.26 5.83 3.63 4.03 234

CAM Short Duration Investment Grade

Strategy—Net 100% corporate bonds .61 .61 5.58 28l 2.1 1.94
Relative Performance Review 03/31/2025 industries were the largest positive impact to

CAM’s Investment Grade Strategy (“IG”)
produced a gross total return of 2.40% in the
quarter ended March 31, 2025, compared to 2.31%
for the Bloomberg US. Corporate Index. CAM
always positions a majority of the portfolio within
intermediate maturities. Longer dated securities
(10+ years) returned 2.38% for the period, slightly
outperforming the broader index. CAM’s
underweight in this duration bucket produced a -2
basis point contribution to excess return.
Conversely, shorter-dated securities (I-3 years)
returned 1.62% for the period, underperforming the
broader index. The allocation effect of CAM’s
underweight in that duration bucket was a +1 1 basis
point contribution to excess return. CAM’s
positioning within the Technology and Electric
Utilities industries had the largest positive impact on
performance, with a +5 and +4 basis point
contributions to excess return, respectively. Our
positioning within the Airline industry was the largest
negative contribution of -3 basis points. The LTM
return for the CAM IG strategy was 5.71%,
outperforming the Index return of 4.90%. CAM’s
positioning within the Technology and Electric Utility

performance, with a +14 and +10 basis point
contribution to excess return, respectively. Our
zero weight positioning within the Finance Company
industry was the largest negative contribution of -3

basis points.

The High Yield Strategy (“HY”) delivered a
gross total return of 1.17% in QI while the
Bloomberg US Corporate High Yield Index returned

1.00%. CAM'’s overweight and security selection
within  the Electric Utility, Technology, and
Automotive industries had the largest positive

impact on performance relative to the index with +7,
+7, and +5 basis point contributions to excess return
during the quarter. For negative impact relative to
the index, CAM’s positioning and security selection
within the Consumer Products, Food & Beverage,
and Home Construction industry groups was a -7, -
6, and -6 basis point contribution to excess return,
respectively. CAM does not purchase securities
rated CAA and lower, and this cohort’s performance
was significantly weaker than that of the higher
quality portion of the Index. The result of CAM’s
underweight was a +12 basis point contribution to

excess return. The HY LTM return was 6.44% while
the Index returned 7.69%. CAM’s overweight and
security selection in the Property & Casualty
Insurance, Banking, and Packaging industries had the
biggest positive impact on performance relative to the
index with a +19, +I13, and +9 basis point
contributions to excess return, respectively. As far as
negative impact relative to the index was concerned,
CAM had no exposure to Wirelines, which was a -30
basis point impact to its performance relative to the
Index.

Our Broad Market Strategy (“BM’’) —a 67%/33%
blend of the IG and HY strategies above — produced a
gross total return of 1.99% for the quarter compared
to 1.87% for the Index, a similar blend of Bloomberg
IG and HY corporates. At 3/31/2025 the modified
duration of CAM'’s broad market portfolio was 5.56
while the modified duration of the Blended
Benchmark was 5.85. CAM’s positioning was a -4
basis point detriment to excess return as Treasury
rates moved lower during the quarter. The LTM
return for the CAM Broad Market strategy was 5.93%
compared to a blended Index return of 5.84%. CAM’s
positioning in the Electric Utility, Consumer Cyclical
Services, and the Property and Casualty Insurance
industries had the biggest positive impact on
performance relative to the index with +8, +6, and +6
basis point contributions, respectively. As far as
negative impact relative to the index was concerned,
CAM’s  positioning within  the Pharmaceuticals,
Banking, and Wirelines industry groups yielded -19, -
14, and -7 basis point contributions to excess return,

respectively.

Bloomberg Bond Indices Returns
vs. CAM Gross (annualized %)

Periods ended

03/31/2025 10-yrs 20-yrs
U.S. Aggregate 1.46 3.18
U.S. Corporate 2.43 4.15
CAM Investment Grade
Strategy (gross) 2.39 4.27
CAM Investment Grade

2.15 4.03

Strategy (net)

Better Asset Allocation Might Result from

More Exacting Analysis

CAM looks to minimize the overall volatility of our High Yield strategy by focusing on
the upper tier of High Yield credit (BA-B), as well as the conservative portion of a firm’s
capital structure. The chart to the right indicates 5, 10, and 20-year performance for the
High Yield credit quality cohorts. While the CAA-rated cohort outperformed BA and B
-rated bonds for the more recent 5 and |0-year periods, it underperformed higher

quality BA-rated bonds over the longer 20-year period.

pronounced volatility that has characterized the CAA-rated and lower subsectors. For
example, the CAA credit tier returned -20.55% in Q[-2020 (i.e. start of the COVID
pandemic) versus -12.69% for the HY Index as a whole. In fact, over the 20-year period
the standard deviation of the CAA credit tier has been approximately 61% greater than
the broader Bloomberg US Corporate HY Index (16.53% versus 10.28%). This shows
investors may not be rewarded for the additional volatility and risk of the CAA-rated

and lower subsectors.

Upper tier High Yield credit (BA-B) has also outperformed the Bloomberg US Aggregate
Index (the “Agg”) for all periods, indicating these credit quality stripes have also kept

better pace with inflation.

The above points suggest that upper tier High Yield bonds deserve consideration as a

core holding over a complete market cycle.

BA-rated bonds
Not shown in the table is the

B-rated bonds

High-Yield Bond Sectors

CAA-rated bonds

CA & D-rated bonds

S & P 500 Stocks
Bloomberg U.S. Aggregate

Total Return of High-Yield Bonds by Credit Quality
(periods ended 03/31/2025) Source: Bloomberg US Corporate Indices

(annualized %)

5-years 10-years 20-years
6.61 4.99 6.70
6.83 4.62 5.83
9.94 5.33 6.36
20.88 5.32 4.00

Performance of Other Asset Classes
(periods ended 03/31/2025) Source: Bloomberg & Lipper

18.59
-0.40

12.50
1.46

10.22
3.18




Yield Spreads Over U.S. Treasuries: Page 3
The March 31 spread levels (shown at the right) enhance 20-Year Average Tightest This
the value of corporate bonds versus U.S. Treasuries. As of | credit Rating Spread 033125 | 123124 | 123123 | 123122 | 1231021 Decade
3/31/2025 all spread cohorts have widened since (as of 12/31/24) (as of 12/31/24)
12/31/2024 while Treasury yields moved lower, reflecting a
higher level of caution. The 10-year U.S. Treasury opened A 1.28% 0.80% 0.68% 0.85% 1.09% 0.74% 0.63%
2025 at 4.57% and closed the quarter at 4.21%, a 36 basis - - - - - - .
point decrease. BAA 1.88% 1.15% 0.97% 1.21% 1.59% 1.13% 0.95%
We have a positive stance on the investment grade credit BA 351% 2.19% 1.79% 2.01% 2.95% 1.94% 1.58%
market for the year ahead. The “all-in” yield of the asset
class continues to trade at much higher levels than recent B 4.88% 3.46% 2.77% 3.10% 4.89% 3.13% 2.54%
history, providing a comfortable margin of safety for spread
widening while still generating positive total returns. CAA 8.95% 8.52% 7.03% 8.09% 11.54% 5.96% 491%

due to the contractual nature of bonds and
their position within the capital structure.
If a company suffers a lapse in profitability
due to tariffs, then it may need to adjust its
financial policy as a result. There is no
requirement or enforceable agreement for
a company to pay dividends or repurchase
shares. [f financial performance is impacted
enough then discretionary shareholder
returns become levers that can be pulled
to increase financial flexibility. There is no
such optionality for a company when it
comes to interest expense and debt obliga-
tions. If a company were to default on its
debt obligations, then bondholders would

take control of the assets of the company.

US Corporate Index Yield To Maturity: Last 10 Years
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0)(’) Technicals and Flows

Technically, the corporate bond market
remains well-supported in terms of overall
demand. According to LSEG Lipper, total

markets in 2025 has been the introduction

(Continued from page 1)
of new trade tariffs by the Trump admin-

steepening as a product of investors react-
ing to the 100bps of cuts that the Fed de-
livered in the final months of 2024 as well
as the anticipation of additional cuts in
2025 and beyond. As active managers, we
applaud a steeper Treasury curve because
it creates a more opportunistic environ-

istration. These tariffs have rekindled fears
that the U.S. is bringing down the curtain
on U.S. support for the turbocharged era
of globalization that powered the world
economy for decades (source: WS
4/4/25). The looming specter of a re-
newed trade war has led to a significant

quarter-to-date flows into investment
grade funds were positive at +$19.66 bil-
lion, while high yield funds stood at +$6.67

billion (source: LSEG Lipper).

Despite near-term headwinds, the
broader fixed income environment is much
more attractive than in recent years given

elevated yields. For long-term investors,
this may even represent an improved en-
try point compared to the ultra-low yields

repricing of risk across financial markets.

We believe that tariffs will have a lim-
ited impact on our portfolio, not only be-
cause of the companies we own but also

ment.
US Trade Policy

A major source of concern for credit
(Continued on page 4)

Footnotes and Disclosure

Advisory services are offered through Cincinnati Asset Management, Inc., (“CAM”) an investment adviser registered with the U. S. Securities and Exchange Commission. The CAM High
Yield, Investment Grade, Broad Market, Short Duration, and Short Duration-Investment Grade composites consist of all discretionary portfolios under management, including all securities

and cash held in the portfolios, and have been appropriately weighted for the size of the account. All accounts are included after they are substantially invested.
Returns are calculated monthly in U.S. dollars and include reinvestment of dividends and interest. Figures for periods of less than one year are cumulative returns. All other figures repre-
sent annualized returns. Past performance is no guarantee of future results.
When compared to indices’ performance, CAM results are after deduction of all transaction costs and CAM advisory fees. CAM advisory fees used are the actual composite averages.
Accounts managed through brokerage firm programs usually will include additional fees. “Net of fees” herein refers only to CAM’s management fee. The indices and information shown for|
comparative purposes are based on or derived from information generally available to the public from sources believed to be reliable. No representation is made to its accuracy or com-
pleteness. The Indices are referred to for informational purposes only and the composition of the Index is different from the composition of the accounts included in the performance
shown above. Index returns do not reflect the deduction of fees, trading costs or other expenses.

This material was not intended or written to be used, and it cannot be used, by any taxpayer, for the purpose of avoiding penalties that may be imposed on the taxpayer under U.S. federal

tax laws.
This information is intended solely to report on investment strategies and opportunities identified by CAM. Opinions and estimates offered constitute our judgment and are subject to
change without notice, as are statements of financial market trends, which are based on current market conditions. This material is not intended as an offer or solicitation to buy, hold or
sell of any financial instrument. References to specific securities and their issuers are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommen-
dations to purchase or sell such securities.
High yield bonds may not be suitable investments for all individuals. Before investing a thorough reading of all materials and consultation with an independent third party financial consultant|
may be appropriate. Fixed Income securities may be sensitive to changes in prevailing interest rates. When rates rise the value generally declines. For a depository institution, there is also
risk that spread income will suffer because of a change in interest rates. Additional disclosures on the material risks and potential benefits of investing in corporate bonds are available on
our website: https://www.cambonds.com/disclosure-statements/
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(Continued from page 3)
over the past decade (see chart above).

Credit Fundamentals

From a fundamental perspective, most
IG-rated U.S. corporates still exhibit solid
balance sheet health, strong interest cover-
age, and manageable debt maturity profiles.
Margins are very near all-time highs but we
look for those to erode in some industries
as companies bear the burden of higher
input prices due to tariffs (source: S&P

Global 4/3/25).

In the high yield market, the year start-
ed with fairly strong issuance. The $86.6
billion figure was one of the largest quar-
terly totals in the past four years. Of the
issuance that did take place during QI,
Discretionary took 19% of the market
share followed by Materials at 17% share
and Financials at 16% share. (source:

Bloomberg)

Despite the volatility, high-grade issuers
have continued to sell bonds and the buy
side has kept gobbling them up (source:
Bloomberg 3/28/25). In fact, QI 2025 vol-
ume was the highest on record (see chart

to right).
Closing Remarks

The first quarter was a busy one -- rec-
ord primary volume, macroeconomic un-
certainty and spread variability made for
some long days. Looking ahead to the re-
mainder of 2025, the corporate bond mar-
ket will be influenced by a data-dependent
Federal Reserve and continued escalation
of trade tensions and/or retaliatory tariffs

from major U.S. trading partners.

Sharpe Ratios (risk & reward relative value) Inception-Q1 2025

CAM Investment Grade Strategy 0.32
Bloomberg U.S. Corp Bonds 0.28

CAM High Yield Strategy 0.47
Bloomberg High Yield Corp Bonds 0.47

CAM Short Duration 0.42
Bloomberg Weighted Benchmark
(172 Interm. HY & 1/2 U.S. Corporate 1-5) 0.51

CAM Short Duration IG Strategy 0.74
Bloomberg U.S. Corporate I-5 Yr 0.77

CAM Broad Market Strategy 0.52
Bloomberg Weighted Benchmark
(2/3 Corporate and /3 High Yield) 0.54

An important objective for all Cincinnati Asset
Management investment strategies is to deliv-
er superior risk-weighted returns versus the
benchmark. A quantitative indication of our
success is the Sharpe Ratio that calculates
total return per unit of risk. The data on the
left indicates we have largely been successful.
The Sharpe Ratio of the Investment Grade
Strategy exceeded its respective benchmark
by approximately 14%! The High Yield Sharpe
Ratio approximated its benchmark, and the
Short Duration Investment Grade and Broad
Market strategies fell modestly short of their
respective benchmarks.
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Given the price action in the first trad-
ing days of the second quarter it appears
that volatility is here to stay. We will
continue to lead with our focus on
preservation of capital, carrying out our

responsibilities with attention, care and a
desire to please our clients. Credit selec-
tion and an ability to be nimble are para-
mount in order to successfully navigate

what lies ahead.

US High Grade Bond Sales Post Record 10

es last yvear's historis

25 volume surpass

omberg Data

Rating BA B CAA
Avg Spread 349 504 943
Std. Dev. 165 220 404
03/31/2025 219 346 852
Lowest Spread 151 228 378
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Bloombarg

Spreads to Treasuries by Credit Rating
show significantly lower risk of BA and B rated
bonds. Source: Bloomberg, Barclays Research
(12/31/99 to 03/31/2025)
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