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2023 has been a year marked by extremes. In early March, the market was fixated on the possibility
of the Federal Reserve and other global central banks having to increase the “terminal rate” to
levels thought inconceivable just a few months earlier.

For example, the US market was pricing in overnight rates of close to 6% as recently as March

8th, but the collapse of Silicon Valley Bank (“SVB") and the potential financial contagion risks that
emerged from it reversed the terminal rate to 4.75% in the quickest interest rate repricing in nearly
40 years.

US fiscal, regulatory, and monetary authorities acted decisively to ensure that depositors were
protected. We are reassured that losses were experienced by investors and not depositors.
However, we are mindful that the policy response may not reverse the deposit flight from weaker
regional U.S. banks - none of whom we have exposure to.

We are judiciously monitoring the risks in all the bank and non-bank financials in our portfolio, and
while we look at material weakness in the highest quality issuers as an opportunity to add, we are
currently focused on preserving capital first and foremost.

Credit spreads reacted far more forcefully than the broad equity market did to the news, with
Investment Grade credit spreads in the 1-3yr term widening 0.27% (27 basis points) in one day,
reaching levels last seen at the peak of recessionary concerns in 2022. This is, of course, in
opposition to what you would expect, as credit should be a more resilient asset class than equities,
given its priority of claim and attractive relative pricing. Bonds overall rallied as interest rates went
from pricing in further tightening to a higher probability of a hiking pause or potential rate cuts.

We do not believe that systemic risk has returned to markets, given the strong liquidity position

of the most important global financial institutions, and we do not believe that we are on the eve of
another credit crisis. Nonetheless, we are cautious as the maxim that “the Fed will keep going until
something breaks” rings in our ears. And something clearly did break with SVB.

The difficulty for financial markets is that central banks are caught in the middle of a battle with
inflation (that remains persistently high) due largely to the strength of the labour market and

a battle for financial stability. The situation with SVB will likely have long-term ramifications

for central banks’ ability to increase interest rates, along with implications for the regulation of
financial institutions in the US.

Our base case view on rates has modestly changed, as this additional uncertainty could increase
pressure on economic growth and lead to a potentially shorter rate cycle. Ultimately, we think rate
hikes are likely close to an end, and the Fed will pause as soon as the data gives them cover. Unless
stress increases substantially in the banking system in the coming weeks, we anticipate a couple of
more hikes from them to “complete the job.”
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Ultimately, we see short-term volatility and further consolidation of the banking industry, which
could provide opportunities for active credit selectors like us. The immediate focus will be on
deposit flows from smaller institutions and the ongoing government response. We see the recent
and rapid repricing of parts of the market as the representation of overshooting probabilities
related to deep recession concerns and financial risk. We believe that higher-quality fixed income
is likely to be the safest and most attractive segment of the market over what is sure to be a volatile
year.

We welcome the opportunity to speak directly at any time to answer questions or address any
concerns. Please reply or reach out to our Client Team to arrange a call or meeting.
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“Forward-Looking” statements are based on assumptions made by RPIA regarding its opinion and investment strategies
in certain market conditions and are subject to a number of mitigating factors. Economic and market conditions may
change, which may materially impact actual future events and as a result RPIA's views, the success of RPIA's intended
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