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Market Overview
Fixed Income markets were under extreme pressure in Q2 as the U.S. Federal Reserve (Fed) policymakers pursued a very hawkish stance
in response to inflation data that reached 40-year highs. The Fed has been forced to catch up after initially seeing inflation as ”transitory,”
and expecting to see a fairly rapid decline in the data.
Inflation increases have been driven by energy, food, and wages, with the first two being exacerbated by the Russian invasion of
Ukraine. Russia is the largest supplier of energy to Europe and Ukraine is the largest exporter of grain in the world. Wage growth
remains a function of supply decreases due to the COVID-19 pandemic and the surge in demand from the reopening process.
U.S. 10-year yields rose nearly 70 basis points (bps) in Q2 from 2.35% to 3.02% and briefly touched 3.50% during the quarter. This
equates to a 6% capital loss in the 10-year bond – a severe selloff in an investment with a 2% income stream. Credit products usually
provide some protection against rising yields but this wasn’t the case as both High Yield and Investment Grade credit spreads widened
contributing to even further losses in these categories. This is unusual, but credit spreads were essentially at record low levels entering
2022, and had only one direction to move. With the Fed taking a very hawkish tone, markets began to fear that recession probabilities
were rising especially since the only apparent way to lower inflation was to induce a recession.
Equity markets did even worse than credit markets as the S&P 500 and NASDAQ experienced double-digit losses in Q2. Valuations were
at record highs going into 2022 and the combination of rising bond yields and a weakening profit outlook led to a severe selloff.
Quarter in Review
The HARB portfolio has been kept in short duration and virtually out of credit products and, thus, it has outperformed the market.
Rising bond yields and widening credit spreads are very difficult environments as there are few profitable places to invest other than
being outright short.
Once yields hit 3.50%, some duration risk was taken, although the market rallied from 3.50% to nearly 2.70% in just a few days.
Credit risk is becoming more attractive and High Yield is above 9%, while the default rate remains close to 1%, a never seen before
occurrence. Portfolio managers are prepared to commit to High Yield as the economy is weakening and it is unclear where the
Fed will terminate its rate hike cycle. While High Yield will increase, the majority of the portfolio in will remain in highly liquid
government securities until more clarity on economic weakness and Fed policy becomes available.
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Outlook and Positioning
Over the last 40 years, there has not been a time where the outlook for the economy and market is as uncertain as it is today. Inflation
is at 40-year highs, the economy is slowing rapidly and valuations are still above long-term averages.
It is believed that the worst economic weakness for 2022 passed in the first half of the year. The Fed is still hawkish but will likely
need to soften its stance in the year’s second half (H2). Credit markets should provide some positive returns in H2 but still have
material risks. We expect volatility to remain very high which gives some trading opportunities, while keeping the core duration
stance close to zero.
The biggest concern is a renewed weakening of growth for 2023 and a quasi-double-dip recession. Once the Fed completes its
hiking process this year, inflation is unlikely to fall rapidly, especially if oil remains elevated. This will make it difficult to retrace much
of the rate hikes and produces a vulnerable economy.

Commissions, management fees and expenses all may be associated with an investment in Horizons Tactical Absolute Return Bond ETF (“HARB” or the “ETF”) managed by Horizons ETFs Management (Canada) Inc. The ETF is not guaranteed, its value changes frequently and past performance may not be repeated. The prospectus contains important detailed information about the ETF. Please
read the relevant prospectus before investing.
HARB is an alternative mutual fund within the meaning of National Instrument 81-102 Investment Funds (“NI 81-102”), and is permitted to use strategies generally prohibited by conventional
mutual funds, such as the ability to invest more than 10% of its net asset value in securities of a single issuer, the ability to borrow cash, to short sell beyond the limits prescribed for conventional
mutual funds and to employ leverage of up to 300% of net asset value. These strategies will only be used in accordance with the investment objectives and strategies of HARB.
Certain statements may constitute a forward-looking statement, including those identified by the expression “expect” and similar expressions (including grammatical variations thereof). The forward-looking statements are not historical facts but reflect the author’s current expectations regarding future results or events. These forward-looking statements are subject to a number of risks
and uncertainties that could cause actual results or events to differ materially from current expectations. These and other factors should be considered carefully and readers should not place undue
reliance on such forward-looking statements. These forward-looking statements are made as of the date hereof and the authors do not undertake to update any forward-looking statement that is
contained herein, whether as a result of new information, future events or otherwise, unless required by applicable law.
This communication is intended for informational purposes only and does not constitute an offer to sell or the solicitation of an offer to purchase exchange traded products (the “Horizons Exchange
Traded Products”) managed by Horizons ETFs Management (Canada) Inc. and is not, and should not be construed as, investment, tax, legal or accounting advice, and should not be relied upon in
that regard. Individuals should seek the advice of professionals, as appropriate, regarding any particular investment. Investors should consult their professional advisors prior to implementing any
changes to their investment strategies. These investments may not be suitable to the circumstances of an investor.
All comments, opinions and views expressed are generally based on information available as of the date of publication and should not be considered as advice to purchase or to sell mentioned
securities. Before making any investment decision, please consult your investment advisor or advisors.

