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Market cycles have a way of feeling permanent. Bull markets breed complacency, while bear markets feel endless.

The reality is that bear markets have proven to be much shorter in duration than they feel. In today’s fixed income
environment, there are two trends that feel semi-permanent: higher rates and rising defaults.

First, let’s look at the current default rate in the context of history:

Higher rates have two effects. First, they
make financing more expensive, and second,
they make it more difficult, and in some
cases, impossible, for businesses and
individuals to secure. Higher interest rates
cause default rates to increase, as debt
financing becomes more expensive, although
less the case during the most recent peak in
defaults due to the extraordinary amount of
unconventional monetary policies the Federal
Reserve Bank implemented during COVID.
However, we are seeing this aberration begin
to normalize as default rates tick upward
and approach historical averages. We believe
this is a sign that the market has worked
through much of the COVID-related default
deferral issues.

Moving onto the effective Federal Funds
rate, we have seen three peaks since the
turn of the century. As seen in the chart to
the right, once each of these rising rate
environments found its apex, it was followed
by stable or declining interest rate levels
shortly thereafter.

It's important to note that these time
periods have historically been constructive
for investment grade corporate credit, as
evidenced by the performance of the
Bloomberg US Corporate Index.
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Past performance is not indicative of future results. As of 11/30/23. Source: YCharts. Performance is for the
Bloomberg US Corporate Index

The bottom line: The direction of rates and defaults is uncertain, but if history is an indicator, fixed
income has an opportunity to deliver in a higher for longer period which has historically provided

attractive performance.

To learn more, please contact us at 800-243-4361 or visit virtus.com.


http://virtus.com

INCOME INVESTING INSIGHT

IMPORTANT RISK CONSIDERATIONS:

Credit & Interest: Debt instruments are subject to various risks, including credit and interest rate risk. The issuer of a debt security may fail to make interest and/or principal payments.

Values of debt instruments may rise or fall in response to changes in interest rates, and this risk may be enhanced with longer-term maturities.

Market Volatility: The value of the securities in the portfolio may go up or down in response to the prospects of individual companies and/or general economic conditions. Local, regional, or global
events such as war or military conflict, terrorism, pandemic, or recession could impact the portfolio, including hampering the ability of the portfolio’s manager(s) to invest its assets as intended.
INDEX DEFINITION

The Bloomberg US Corporate Index covers performance for U.S. corporate bonds. This index serves as an important benchmark for portfolios that include exposure to investment grade corporate bonds.
The index is calculated on a total return basis. The index is unmanaged, returns do not reflect any fees, expenses, or sales charges, and are not available for direct investment.

The commentary is the opinion of Virtus ETFs. This material has been prepared using sources of information generally believed to be reliable; however, its accuracy is not guaranteed. Opinions represented
are subject to change and should not be considered investment advice or an offer of securities.

Past performance is no guarantee of future results.

All investments carry a certain degree of risk, including possible loss of principal.

Not insured by FDIC/NCUSIF or any federal government agency. No bank guarantee. Not a deposit. May lose value.

ETFs are distributed by VP Distributors, LLC, member FINRA and subsidiary of Virtus Investment Partners, Inc.
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