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Welcome to

THE ALTA HEPUHT

Welcome to the Alta Report, a compilation of
BNY Mellon perspectives derived from seeing
20% of the world’s asset flows. From this vantage
point we can decipher the trends shaping today’s
markets and deliver unique insights.

J::» S

[ } . .

l= =\ Mixed Signals

Y on US Economy
’?’%‘ e /B By John Velis

FX and Macro Strategist, Americas

While there are encouraging signs that the risks of a
severe US recession are moderating, our data suggest
inflation stickiness may again become a concern.

Equity Demand About to Resume?

As interest rates moved higher last year, bonds became
more attractive relative to equities (Q3 2022 data; see
“Bond Appetite Normalizes”). Investors may have also
viewed bonds favorably because of waning fears of
inflation moving even higher. That said, our more recent
institutional-only data indicate that US equity selling
has troughed and that demand for US fixed income is
beginning to wane. Could we be seeing a rotation out

of the recession trade?

US Equity and Bond Flows
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"“Scored flow” means average daily net buying or selling scored by the series standard deviation.
The chartrepresents a 22 day moving average.

High-Yield ETF No Longer “In the Hot Seat”?

The cost of borrowing the high-yield ETF “HYG,” which is
commonly shorted when investors anticipate economic
downturns, has fallen. This trend reflects the effects of
increased supply in the ETF itself, as well as the belief by

investors that any potential recession may be mild enough

so as not to challenge higher-risk borrowers.

Costs to Short High-Yield ETF Fall
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Strong Dollar Trade Looks To Be Over

After a large increase in late 2022, holdings of the US

dollar have since fallen, and the majority of investors

are now short the dollar. The strong dollar trade looks
to be over, with the euro and yen prime candidates

to appreciate.

US Trade-Weighted Dollar Holdings
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Inflation Shocks May Return

A decline in inflation-related flows over the last several
months indicated that US inflation would top out and
begin to decline in 2023. Now that trend has turned,
suggesting that the series of recent inflation shocks
may continue.

Inflation-Related US Equity Flows
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The Economic
Virtues of Efficiency

Industry efforts to modernize the systems underpinning
payments, securities finance and even bond settlements
are under way, as market participants leverage
technology to mitigate risks and improve efficiency.

New Age in Sec Finance

After many years of bilateral execution, it is becoming
common practice for broker-dealer securities finance
transactions to be routed to central counterparties
(CCPs). Pershing, for example, sends triple the volume
of trades to CCPs than it did two years ago. This shift,
coupled with more trades being executed automatically,
is enabling those desks to handle more volume and
making the trades more balance-sheet friendly.

Cash Availability Is King

Rising rates are driving companies to explore faster
payments as they seek to boost the cash they have
available for investments. This is putting a renewed

focus on digital payments, cash flow forecasting,
FX hedging and cash sweep products.

Time for a Digital Payments Revolution
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Fixing Treasury Fails

In 2022, settlement fails as a percentage of settlement
volumes briefly touched levels seen in March 2020.

By reducing fails and optimizing settlement, the
industry can mitigate not only fails charges (totaling
$835MM*in 2022) but also capital, liquidity and
operational overhead.

Fails in Focus
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“Fails charges between counterparties are voluntary and our estimation of industry-recommended fees
does not represent the actual penalties exchanged across all asset classes, including US Treasuries,
Agencies and Mortgages.

Cash Back in
the Spotlight

Since rates started rising,

corporates and investors are
taking cash off the sidelines
and puttingitinto higher [ &
yielding investments. s
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Dry Powder Building =
Endowments and foundations raised their cash

allocations to 21% as of Q3 2022, compared to
14% in 2019.

Source: BNY Mellon (custody data — AUC total $6.3T — as of Q3, 2022)
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Pivoting from Non-Cash to Cash Collateral

Cash collateral is becoming increasingly attractive for
securities lenders, with more cash being reinvested
over longer time horizons. The USD cash collateral
reinvestment spread was at historical lows at the end
of 2021, then it started spiking with the rise in global
rates and potential for reinvestments in term assets.

Source: BNY Mellon

BILLIONS

Bond Appetite Normalizes

What with interest rates moving higher, investors
found fixed income assets attractive relative to
stocks — a sign that retail investors’ fears of rising
inflation were beginning to wane.

Finally, With Yield

In the second half of 2022, inflows into bond ETFs

were greater than inflows into US equity ETFs for the
first time since Q2 2020, according to our retail data.
Long and intermediate government bond ETFs drove
fixed income sales in Q3 2022. Meanwhile, we saw muni
fixed income separately managed accounts (SMA) net
sales trump all SMA sales. (Our recent institutional data
indicators, however, are showing demand for US fixed
income may be beginning to wane; see “Equity Demand
About to Resume?”)

Source: BNY Mellon

Fee-Based Net Sales: Equity and Fixed Income
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Defensive Stance

Although our data suggest institutional demand for
US fixed income may be beginning to wane, as of the
third quarter, larger US pension plans (public and
corporate), endowments, foundations and other asset
owners over $5B had made a conscious decision to be
invested in it — even at a time when it was heavily beaten
down. As of Q3, these accounts were still allocated”to
fixed income, increasing their investmentin 11 of the
12 months through October 2022 for plans above $5B,
and in 5 out of the 12 months for plans $1-5B in size.

Source: BNY Mellon
*Levels include cash flow decisions and performance.
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BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and may be used to reference the
corporation as a whole and/or its various subsidiaries generally. This material and any products and services may be
issued or provided under various brand names of BNY Mellon in various countries by duly authorized and regulated
subsidiaries, affiliates, and joint ventures of BN'Y Mellon, which may include any of those listed below:

The Bank of New York Mellon, a banking corporation organized pursuant to the laws of the State of New York,
whose registered office is at 240 Greenwich St, NY, NY 10286, USA. The Bank of New York Mellon is supervised and
regulated by the New York State Department of Financial Services and the US Federal Reserve and is authorized by
the Prudential Regulation Authority (PRA) (Firm Reference Number: 122467).

In the UK., a number of services associated with BNY Mellon Wealth Management’s Family Office Services —
International are provided through The Bank of New York Mellon, London Branch. The Bank of New York Mellon
also operates in the UK through its London branch (UK companies house numbers FC005522 and BR000818) at,
BNY Mellon Centre, 160 Queen Victoria Street, London EC4V 4LA, UK and is subject to regulation by the Financial
Conduct Authority (FCA) at 12 Endeavour Square, London, E20 1JN, UK and limited regulation by the PRA at The
Bank of England, Threadneedle St, London, EC2R 8AH, UK. Details about the extent of our regulation by the PRA
are available from us on request.

Investment management services are offered through BNY Mellon Investment Management EMEA Limited, BNY
Mellon Centre, 160 Queen Victoria Street, London EC4V 4LA, which is registered in England No. 1118580 and is
authorised and regulated by the Financial Conduct Authority. Offshore trust and administration services are
through BNY Mellon Trust Company (Cayman) Ltd.

BNY Mellon Fund Services (Ireland) Designated Activity Company is registered with Company No 218007, having
its registered office at One Dockland Central, Guild Street, IFSC, Dublin 1, Ireland. It is regulated by the Central
Bank of Ireland.

The Bank of New York Mellon SA/NV, a Belgian public limited liability company, with company number
0806.743.159, whose registered office is at Boulevard Anspachlaan 1, B-1000 Brussels, Belgium, authorised and
regulated as a significant credit institution by the European Central Bank (ECB), under the prudential supervision
of the National Bank of Belgium (NBB) and under the supervision of the Belgian Financial Services and Markets
Authority (FSMA) for conduct of business rules, a subsidiary of The Bank of New York Mellon.

The Bank of New York Mellon SA/NV operates in Ireland through its Dublin branch at Riverside II, Sir John
Rogerson’s Quay Grand Canal Dock, Dublin 2, D02KV60, Ireland and is registered with the Companies Registration
Office in Ireland No. 907126 & with VAT No. IE 9578054E. The Bank of New York Mellon SA/NV, Dublin Branch
is subject to limited additional regulation by the Central Bank of Ireland at New Wapping Street, North Wall Quay,
Dublin 1, D01 F7X3, Ireland for conduct of business rules.

The Bank of New York Mellon SA/NV operates in Germany as The Bank of New York Mellon SA/NV, Asset Servicing,
Niederlassung Frankfurt am Main, and has its registered office at MesseTurm, Friedrich-Ebert-Anlage 49, 60327
Frankfurt am Main, Germany. It is subject to limited additional regulation by the Federal Financial Supervisory
Authority (Bundesanstalt fiir Finanzdienstleistungsaufsicht, Marie-Curie-Str. 24-28, 60439 Frankfurt, Germany)
under registration number 122721.

The Bank of New York Mellon SA/NV operates in the Netherlands through its Amsterdam branch at Tribes SOM2
Building, Claude Debussylaan 7, 1082 MC Amsterdam,, the Netherlands. The Bank of New York Mellon SA/NV,
Amsterdam Branch is subject to limited additional supervision by the Dutch Central Bank (“De Nederlandsche
Bank” or “DNB”) on integrity issues only (registration number 34363596). DNB holds office at Westeinde 1, 1017
ZN Amsterdam, the Netherlands.

The Bank of New York Mellon SA/NV operates in Luxembourg through its Luxembourg branch at 2-4 rue Eugene
Ruppert, Vertigo Building - Polaris, L- 2453, Luxembourg. The Bank of New York Mellon SA/NV, Luxembourg
Branch is subject to limited additional regulation by the Commission de Surveillance du Secteur Financier at 283,
route d’Arlon, L-1150 Luxembourg for conduct of business rules, and in its role as UCITS/AIF depositary and central
administration agent.

‘The Bank of New York Mellon SA/NV operates in France through its Paris branch at 7 Rue Scribe, Paris, Paris 75009,
France. The Bank of New York Mellon SA/NV, Paris Branch is subject to limited additional regulation by Secrétariat
Général de 'Autorité de Controle Prudentiel at Premiére Direction du Controle de Banques (DCB 1), Service 2, 61,
Rue Taitbout, 75436 Paris Cedex 09, France (registration number (SIREN) Nr. 538 228 420 RCS Paris - CIB 13733).

The Bank of New York Mellon SA/NV operates in Italy through its Milan branch at Via Mike Bongiorno no. 13,
Diamantino building, 5th floor, Milan, 20124, Italy. The Bank of New York Mellon SA/NV, Milan Branch is subject to
limited additional regulation by Banca d’Italia - Sede di Milano at Divisione Supervisione Banche, Via Cordusio no.
5,20123 Milano, Italy (registration number 03351).

The Bank of New York Mellon SA/NV operates in Denmark as The Bank of New York Mellon SA/NV, Copenhagen
Branch, filial af The Bank of New York Mellon SA/NV, Belgien, and has its registered office at Tuborg Boulevard 12,
3. DK-2900 Hellerup, Denmark. It is subject to limited additional regulation by the Danish Financial Supervisory
Authority (Finanstilsynet, Arhusgade 110, 2100 Kobenhavn @).

The Bank of New York Mellon SA/NV operates in Spain through its Madrid branch with registered office at Calle
José Abascal 45, Planta 4%, 28003, Madrid, and enrolled on the Reg. Mercantil de Madrid, Tomo 41019, folio 185
(M-727448). The Bank of New York Mellon, Sucursal en Espana is registered with Banco de Espana (registration
number 1573).

The Bank of New York Mellon SA/NV operates in England through its London branch at 160 Queen Victoria Street,
London EC4V 4LA, UK, registered in England and Wales with numbers FC029379 and BR014361. The Bank of New
York Mellon SA/NV, London branch is authorized by the ECB (address above) and is deemed authorised by the
Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by
the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based firms
to operate in the UK for a limited period while seeking full authorisation, are available on the Financial Conduct
Authority’s website.

The Bank of New York Mellon (International) Limited is registered in England & Wales with Company No. 03236121
with its Registered Office at BNY Mellon Centre, 160 Queen Victoria Street, London EC4V 4LA. The Bank of New
York Mellon (International) Limited is authorised by the Prudential Regulation Authority and regulated by the
Financial Conduct Authority and the Prudential Regulation Authority.

Regulatory information in relation to the above BNY Mellon entities operating out of Europe can be accessed at the
following website: https://www.bnymellon.com/RID.



For clients located in Switzerland: The information provided herein does not constitute an offer of financial
instrument or an offer to provide financial service in Switzerland pursuant to or within the meaning of the Swiss
Financial Services Act (“FinSA”) and its implementing ordinance. This is solely an advertisement pursuant to or
within the meaning of FinSA and its implementing ordinance. Please be informed that The Bank of New York Mellon
and The Bank of New York Mellon SA/NV are entering into the OTC derivative transactions as a counterparty,
i.e. acting for its own account or for the account of one of its affiliates. As a result, where you enter into any OTC
derivative transactions with us, you will not be considered a “client” (within the meaning of the FinSA) and you will
not benefit from the protections otherwise afforded to clients under FinSA.

The Bank of New York Mellon, Singapore Branch, is subject to regulation by the Monetary Authority of Singapore.
For recipients of this information located in Singapore: This material has not been reviewed by the Monetary
Authority of Singapore. The Bank of New York Mellon, Hong Kong Branch (a branch of a banking corporation
organized and existing under the laws of the State of New York with limited liability), is subject to regulation by the
Hong Kong Monetary Authority and the Securities & Futures Commission of Hong Kong.

For clients located in Australia, The Bank of New York Mellon is regulated by the Australian Prudential Regulation
Authority and also holds an Australian Financial Services Licence No. 527917 issued by the Australian Securities and
Investments Commission to provide financial services to wholesale clients in Australia.

For clients located in Brunei, The Bank of New York Mellon does not have a banking license under the Banking
Order 2006 of Brunei, or capital market service license under the Securities Market Order 2013 to carry out banking
business, or to provide investment advice to clients in, or to undertake investment business, in Brunei.

For clients located in Malaysia, none of The Bank of New York Mellon group entities, including The Bank of New York
Mellon, Kuala Lumpur, Rep ive Office, are regi d or licensed to provide, nor does it purport to provide,
financial or capital markets services of any kind in Malaysia under the Capital Markets and Services Act 2007 of
Malaysia or Financial Services Act 2013 of Malaysia.

For clients located in New Zealand, The Bank of New York Mellon does not hold a market services license under the
Financial Markets Conduct Act 2013 of New Zealand and it is not a registered bank in New Zealand.

The Bank of New York Mellon has various other branches in the Asia-Pacific Region which are subject to regulation
by the relevant local regulator in that jurisdiction.

‘The Bank of New York Mellon Securities Company Japan Ltd, as intermediary for The Bank of New York Mellon.

The Bank of New York Mellon, DIFC Branch, regulated by the Dubai Financial Services Authority (DFSA) and
located at DIFC, The Exchange Building 5 North, Level 6, Room 601, P.O. Box 506723, Dubai, UAE, on behalf of
‘The Bank of New York Mellon, which is a wholly-owned subsidiary of The Bank of New York Mellon Corporation.

Pershing is the umbrella name for Pershing LLC (member FINRA, SIPC and NYSE), Pershing Advisor Solutions
(member FINRA and SIPC), Pershing Limited (UK), Pershing Securities Limited (UK), Pershing Securities
International Limited (Ireland), Pershing (Channel Islands) Limited, Pershing Securities Canada Limited, Pershing
Securities Singapore Private Limited, and Pershing India Operational Services Pvt Ltd. Pershing businesses also
include Pershing X, Inc. (formerly known as Albridge Solutions, Inc.) a technology provider, and Lockwood Advisors,
Inc., an investment adviser registered in the United States under the Investment Advisers Act of 1940. Pershing LLC
is a member of SIPC, which protects securities customers of its members up to $500,000 (including $250,000 for
claims for cash). Explanatory brochure available upon request or at sipc.org. SIPC does not protect against loss due to
market fluctuation. SIPC protection is not the same as, and should not be confused with, FDIC insurance.

Past performance is not a guide to future performance of any instrument, transaction or financial structure and a
loss of original capital may occur. Calls and communications with BNY Mellon may be recorded, for regulatory
and other reasons.

Disclosures in relation to certain other BNY Mellon group entities can be accessed at the following website: http://
disclaimer.bnymellon.com/ew.htm.

This material is intended for wholesale/professional clients (or the equivalent only), is not intended for use by retail
clients and no other person should act upon it. Persons who do not have professional experience in matters relating
to investments should not rely on this material. BNY Mellon will only provide the relevant investment services to
investment professionals.

Not all products and services are offered in all countries.

If distributed in the UK, this material is a financial promotion. If distributed in the EU, this material is a marketing
communication.

‘This material, which may be considered advertising, (but shall not be considered advertising under the laws and
regulations of Brunei, Malaysia or Singapore), is for general information purposes only and is not intended to provide
legal, tax, accounting, investment, financial or other professional counsel or advice on any matter. This material
does not constitute a recommendation or advice by BNY Mellon of any kind. Use of our products and services is
subject to various regulations and regulatory oversight. You should discuss this material with appropriate advisors
in the context of your circumstances before acting in any manner on this material or agreeing to use any of the
referenced products or services and make your own independent assessment (based on such advice) as to whether
the referenced products or services are appropriate or suitable for you. This material may not be comprehensive or up
to date and there is no undertaking as to the accuracy, timeliness, completeness or fitness for a particular purpose of
information given. BNY Mellon will not be responsible for updating any information contained within this material
and opinions and information contained herein are subject to change without notice. BNY Mellon assumes no direct
or consequential liability for any errors in or reliance upon this material.

This material may not be distributed or used for the purpose of providing any referenced products or services or
making any offers or solicitations in any jurisdiction or in any circumstances in which such products, services,
offers or solicitations are unlawful or not authorized, or where there would be, by virtue of such distribution, new or
additional registration requirements.

BNY Mellon Wealth Management conducts business through various operating subsidiaries of The Bank of New
York Mellon Corporation.

Any references to dollars are to US dollars unless specified otherwise.

This material may not be reproduced or disseminated in any form without the prior written permission of
BNY Mellon. Trademarks, logos and other intellectual property marks belong to their respective owners.

The Bank of New York Mellon, member of the Federal Deposit Insurance Corporation (FDIC).
Trademarks and logos belong to their respective owners.

bnymellon.com Please click here for additional information regarding disclaimers and disclosures.
© 2023 The Bank of New York Mellon. All rights reserved.



