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Rising Rates — Time To Get a Little Creative

Investor confidence for most has been shaken in recent months amid a rise in long-term interest rates and a pullback in
the tech stocks that have led our current bull market. Some wonder whether we are headed for a new inflationary era
due to excessive stimulus, an end to a tech-dominated bull market in U.S. stocks, or both.
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Source: Bloomberg LP. Long-term interest rates have risen from historic lows to start 2021.

Major Stock Market Indices In 2021
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Source: Bloomberg LP. Tech stocks bn'gqy entered a correction in mid-March.

As many investors gear up for possible changes, they might consider strategies with potential to perform reasonably well
in a variety of scenarios. Such strategies can make portfolios less vulnerable to sudden surprises — and less dependent on

an individual investor’s ability to predict the future.


https://counterpointmutualfunds.com/the-you-only-live-once-yolo-portfolio/
https://counterpointmutualfunds.com/outsmart-the-crowd-by-letting-your-strategy-do-the-work/

Most High Yield Bonds Have Shown Resilience to Rising Rates

Over the past six months, as Treasury yields rose sharply, high yield has compared well, returning 5.9%, vs. -2.9% for
core investment grade bonds.

Since 2000, the 10-year Treasury yield has occasionally spiked by 1 percent or more in only six months. During each

period, high yield outperformed core bonds.

6-Month Returns During Interest Rate Spikes
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Source: Bloomberg LP. “Investment Grade / Core Bonds” are represented by the Bloomberg Barclays Aggregate Index. “High Yield
Corporate Credit” is represented by the Morningstar High Yield Index. “Interest Rate Spikes” are defined as the six-month period during
which the 10-Year Treasury Yield has risen by at least 100 basis points.

Historically, the six months following such interest rate spikes, high yield bonds have tended to hold their own against
investment grade corporate credit.

6-Month Returns After Interest Rate Spikes
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This apparent resilience owes to a couple underappreciated features of high yield. First, high yield generally has lower
interest rate risk than investment grade credit. Second, high yield’s increased credit risk tends to pay off in rising rate
environments, when the economy is growing and inflation is a concern but risky borrowers have an easier time making
payments.

Tactical High Yield Targets Resilience Amid Downturns

One trade-off for high yield’s strength in rising rate environments is its downside when rates are falling. Tactical high
yield strategies seek to mitigate this risk by looking for downtrends in high yield and targeting risk-off positioning as those

trends emerge.

Allocating a portion of a fixed income sleeve to tactical high yield strategies has the potential to position portfolios for a
Variety of scenarios:

e  Reasonable performance relative to investment grade or core bonds in rising rate environments
e  Potential for increased income when “risk on”
e  Systematic risk management seeks to mitigate drawdowns in falling rate or recessionary environments

As investors start to question markets’ future direction, now may be the time to “get creative” with nontraditional or
diversifier strategies such as tactical high yield. Amid a possible shake-up in equity and fixed income markets, tactical high
yield strategies can provide flexibility and potentially show resilience regardless to the future direction of interest rates,

the economy, or the stock market.

Important Risk Information

Investments cannot be made in an index. Unmanaged index returns do not reflect any fees, expenses or sales charges.
Past performance is no guarantee of future results. There is no guarantee that any investment will achieve its objectives,
generate positive returns, or avoid losses. The Adviser’s reliance on its strategy and judgments about the attractiveness,
value and potential appreciation of particular securities and the tactical allocation among investments may prove to be
incorrect and may not produce the desired results. No level of diversification can ensure profits or guarantee against
loss.

Investors should carefully consider the investment objectives, risks, charges and expenses of the funds
managed by Counterpoint Mutual Funds. This and other important information about the funds are
available in their prospectuses, which can be obtained at counterpointmutualfunds.com or by
calling 844-273-8637. The prospectuses should be read carefully before investing. The Counterpoint
Mutual Funds fund family is distributed by Northern Lights Distributors, LLC member FINRA/SIPC.
Counterpoint Mutual Funds, LLC is not affiliated with Northern Lights Distributors, LLC member
FINRA /SIPC.
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https://counterpointmutualfunds.com/how-tactical-high-yield-strategies-handle-falling-interest-rates/
https://counterpointmutualfunds.com/why-diversifier-strategies-matter/
https://counterpointmutualfunds.com/why-diversifier-strategies-matter/
https://counterpointmutualfunds.com/how-tactical-high-yield-fits-in-an-investment-portfolio/
https://counterpointmutualfunds.com/how-tactical-high-yield-fits-in-an-investment-portfolio/
https://www.finra.org/
https://www.sipc.org/

