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Weekly Briefing
SKYView: Georgia Goes Blue
With nearly all votes now counted, what had been thought unlikely in early November – Democrats winning both Senate seats up for grabs in
Georgia’s run-off elections – has come to fruition. By only the narrowest of margins, control of the upper chamber of Congress now resides with the Democrats,
and with it follows a range of new US fiscal policy implications. In this Weekly Briefing, we examine the consequences of a “blue wave” with a focus on the
impact to risk assets as we begin 2021.
At the time of publication (98% of votes counted), major news outlets had called both Georgia run-off elections in favor of the Democrats. As a result,
the US Senate is now split 50/50 between Republicans and Democrats, the latter group including two Independent Senators (Bernie Sanders of Vermont and
Angus King of Maine) who caucus with the Democratic Party. As a tie-breaking vote will go to Vice-President-Elect Kamala Harris, Democrats now add a small
majority in the Senate to the majority they already held within the House of Representatives.

Democrats Sweep Georgia Run-Off Elections

Senate Split 50/50; VP-Elect Will Act As Tie-Breaker
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Vice-President-Elect Kamala Harris gives Democrats slim control of Senate
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Risk assets in general rallied on the back of election results, as investors have become increasingly optimistic that growth can surprise to the upside
through additional stimulus measures now likely to be pushed through by Congressional Democrats. Consistent with these heightened growth expectations and
the associated upward pressure on inflation (both a result of optimism for a new $500bn to $1.5tn fiscal stimulus package), US Treasury yields have been on the
rise (10yr Tsy yields increased 9 bps on Wednesday alone). In a piece published by JP Morgan1, analysts found that 10-year yields tend to rise by 15-20 bps for
each 1% increase in consensus growth expectations, leaving open the possibility of even higher rates in the near to intermediate term as economists re-set
expectations.

Treasury Yields Jumped on Election Outcome

Treasury Yields Sensitive to Growth Expectations
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The rapid move in rates only partially offset an otherwise upbeat tone in high yield markets, particularly as the notion that additional stimulus
spending might be directed toward smaller businesses increasingly gained traction. Nevertheless, rate risk had an impact on performance, with higher duration
1
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buckets lagging from a price return perspective. The pattern was also noticeable on a sector basis, as those with above-average duration (Banking, Utility,
Consumer Goods) had weaker price returns than their below-average cohorts (Transportation, Leisure, Capital Goods).

Treasury Moves Led to Long Duration Underperformance

Duration Appears to Have Impacted Sector Performance As Well
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Within the Senate, most legislation requires 60 votes for passage, necessitating bipartisan support given only the slimmest majority held by
Democrats. Therefore, Democrats will likely need to focus on agenda items that moderate Republicans are likely to back (such as infrastructure spending), while
others (minimum wage hikes, overhauling immigration laws, etc.) appear unlikely before the next round of midterm elections. Importantly for the Biden
Administration, key powers requiring a simple majority (such as confirming federal judges) are now in play, and Democrats may be able to pass additional
economic relief (including the recently defeated plan for $2,000 stimulus checks for Americans, or expansion of Obamacare) through the reconciliation process.
Ultimately, Georgia’s run-off results have opened several new avenues by which fiscal policy can be expanded in 2021. Such expansion, however, needs to be
funded.
While campaigning in 2020, Biden outlined several tax policies that external groups estimated would generate in excess of $3tn of revenue for the US
government over the next decade. A 50/50 Senate, however, likely means such proposals will need to be scaled back to gain traction. Even so, taxes on
corporations and high-earning Americans will almost certainly have to rise in order to at least partially finance additional stimulus measures, even if by less than
Biden originally proposed. Based on market reactions thus far, investors appear to believe higher taxes for enhanced economic growth is a valid trade, at least
for now, as both equity and high yield indices have generated strong total returns since the special elections. Meanwhile, the US dollar has continued to
depreciate given the likelihood of rising budget deficits (good for many exporters and those with top line growth driven by commodity prices quoted in USD),
and higher tax paying sectors have demonstrated less robust equity returns given the risk of Trump-era tax cut reversals.

US Dollar Has Weakened As Dem Victory Got More Likely

S&P 500 Sector Returns* (ex Energy & Financials) vs. Tax Rates
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In conclusion, a Democratic Sweep has increased the likelihood of further fiscal stimulus in the US, which in turn is likely to drive economic growth
higher than initially anticipated under a divided government. This additional growth, however, is likely to put upward pressure on rates, and will likely be paid for
with higher taxes or increased deficit spending (perhaps both). Despite the sweep, concerns stemming from a major overhaul of tax and regulatory policy may
be misplaced, as some level of bipartisan support will likely be necessary given only the slimmest Democratic majority in the Senate. On balance, the Georgia
election results have not materially altered our view on high yield markets over the intermediate term, though on the margin we anticipate some sector and risk
positioning changes. In the very near term, however, somewhat diminished are the underlying risks of a slow / delayed recovery via implicit fiscal support.
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Important Disclosures and Disclaimers
This analysis and the opinions expressed herein are intended solely for institutional and professional investors that are responsible for assessing their own risk
tolerances under prevailing market conditions. SKY Harbor Capital Management, LLC (“SKY Harbor”) provides this document for informational purposes only. Nothing
contained in this document is or should be construed as an advertisement, or an offer to enter any contract, investment advisory agreement, a recommendation to buy
or sell securities of any kind, a solicitation of clients, or an offer to invest in any particular fund, product, investment vehicle, or derivative.
This document contains forward-looking statements that are based on SKY Harbor’s current views and assumptions. Forward-looking statements such as the findings of
our analytical research, our outlook for interest rates, Fed policy, the economy, high yield markets and the like, or our intended adjustments to the portfolios within our
strategies are subject to inherent risks, biases and uncertainties that are beyond SKY Harbor’s control and may cause actual results to differ materially from the
expectations expressed herein.
The information contained herein is subject to change, and SKY Harbor is under no obligation to update any information contained herein. Certain information
contained in this document has been obtained from third-party sources and, although believed to be reliable, has not been independently verified, and its accuracy or
completeness cannot be guaranteed.
Investing in securities involves risk of loss and past performance is not necessarily indicative of future results. Fixed income securities, especially high yield debt
securities, are subject to loss of income and principal arising from credit risk, which is the risk that the issuer will be unable to make interest and principal payments
when due. Material risks in investing in high yield debt securities also include, but are not limited to, opportunity cost (the risk that an issuer’s credit trends deteriorate
resulting in a higher level of compensation demanded by the market relative to the initial investment), interest rate risk, liquidity risk, selection risk, and overall market
risk. In general, issuers of high yield debt securities have a greater likelihood of defaulting on the payment of interest or principal than issuers of investment grade
bonds. There can be no assurance that the investment objectives described herein will be achieved or that substantial losses can be avoided.
Gross performance results do not reflect the deduction of investment advisory fees, which would reduce an investor’s actual return. For example, assume that $1
million is invested in an account with the Firm, and this account achieves a 6% compounded annualized return, gross of fees, for five years. At the end of five years that
account would grow to $1,338,226 before the deduction of management fees. Assuming management fees of 0.55% per year are deducted annually from the average
annual AUM, the value of the account at the end of five years would be $1,302,846, which is the equivalent of an annual compounded rate of 5.43%. For a ten-year
period, the ending dollar values before and after fees would be $1,790,848 and $1,697,408, respectively. SKY Harbor’s asset-based fees are generally billed monthly or
quarterly in arrears. Please refer to the SKY Harbor’s ADV Part 2A or applicable Offering Documents for more information on fees. Consultants supplied with gross
results are to use this data in accordance with SEC, CFTC, NFA or the applicable jurisdiction’s guidelines.
SKY Harbor is not a tax or legal advisor. Prospective investors should consult their tax or legal advisors before making tax-related investment decisions.
The ICE BofA Index data referenced herein is the property of ICE Data Indices, LLC (“ICE BofA”) and/or its licensors and has been licensed for use by SKY Harbor. ICE BofA
PERMITS USE OF THE ICE BofA INDICES AND RELATED DATA ON AN "AS IS" BASIS, MAKES NO WARRANTIES REGARDING SAME, DOES NOT GUARANTEE THE SUITABILITY,
QUALITY, ACCURACY, TIMELINESS, AND/OR COMPLETENESS OF THE BofA INDICES OR ANY DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM, ASSUMES NO
LIABILITY IN CONNECTION WITH THE USE OF THE FOREGOING, AND DOES NOT SPONSOR, ENDORSE, OR RECOMMEND SKY Harbor or ANY OF ITS PRODUCTS OR
SERVICES.
© 2021 SKY Harbor. This document may not be reproduced or transmitted, in whole or in part, by any means, to third parties without the prior written consent of SKY
Harbor.
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