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Executive Summary
As the first quarter of 2023 came to a close, markets grappled with a stressed banking sector and a Federal Reserve (“Fed”) caught
between the need to raise rates to combat inflation and the awareness that, in so doing, it might exacerbate stress in the banking
system. Ultimately, the Fed hiked rates another 25 basis points* (bps), no more banks failed, and fixed income returns were broadly
positive on an easing Treasury curve. Despite the quiet close to the quarter, we expect volatility to persist into the second quarter as the
Fed pursues its twin goals of balancing price stability (i.e., reducing inflation) while maintaining financial stability (i.e., minimizing stress
on banks). The VictoryShares Short-Term Bond ETF outperformed its benchmark, the Bloomberg 1-3 Year Credit Index, for the quarter
ended March 31, 2023.

Market Update & Commentary
Over the course of the first quarter, the focus of the market shifted
abruptly from inflation and the pace and timing of Federal Reserve
actions to a banking crisis that engulfed both the U.S. and Europe.
Sudden and sizable deposit flight from both Silicon Valley Bank and
Signature Bank precipitated the crisis, forcing U.S. regulators to take
over the banks, guarantee their deposits, and establish a collateralized
lending program to support other potentially vulnerable banks. The
crisis then jumped to Europe, where Credit Suisse suffered a sudden
and complete loss of confidence, leading Swiss regulators to effect its
purchase by rival UBS. As the first quarter closes, the regulators’ efforts
appear to have been successful in that deposit withdrawals have
moderated and stress in the banking system has subsided, but credit
spreads (the additional compensation investors require to hold
securities that aren’t as safe and liquid as those issued by the U.S.
Treasury) have yet to return to the lowest levels of the quarter.

The banking crisis has complicated the Fed’s job. The Fed is torn
between its mandate to reduce inflation by raising rates and possible
further stress higher rates could have on the banking sector. The Fed
decided to increase the federal funds rate by a modest 25 bps in March
despite turmoil in the banking sector because the year-over-year
change in core CPI, which excludes food and energy, remained well
above Fed targets.

A decline in yields along most of the Treasury curve resulted in positive
performance across the major fixed income asset classes during the
quarter:

• The Bloomberg U.S. Aggregate Bond Index returned a positive
3.0% during the quarter.

• Investment grade (IG) corporate bonds returned 3.5% on a 20 bps
decline in yields to 5.2%. Investment grade corporate credit spreads
widened 8 bps, led by bonds rated A and BBB.

• Corporate high yield bonds were up 3.6% on both tightening credit
spreads and lower Treasury yields. High yield spreads fell 16 bps
during the quarter.

• Agency mortgage-backed securities (MBS) performed best across
structured product categories, returning 2.5%. Asset-backed
securities (ABS) came next at 1.9%; collateralized mortgage-backed
securities (CMBS) trailed third at 1.8%.

Yield 
(%)

Spreads (bps) Returns (%)

12/31/2022 3/31/2023 Δ (+/-) 3M 1YR

Investment Grade (Moody’s Ratings)

U.S. Treasury 3.8 0 0 0 3.0 (4.5)

U.S. Aggregate 4.4 51 57 +5 3.0 (4.8)

U.S. Credit 5.1 121 128 +7 3.5 (5.2)

Corporate 5.2 130 138 +8 3.5 (5.6)

Aa 4.5 69 69 +0 3.9 (6.7)

A 5.0 109 118 +9 3.3 (5.4)

Baa 5.5 159 167 +8 3.6 (5.4)

Crossover 6.5 262 257 -4 3.5 (3.7)

High Yield (Moody’s Ratings)

U.S. Corporate High 
Yield 8.6 468 452 -16 3.6 (3.3)

Ba 6.8 298 286 -12 3.4 (1.9)

B 8.7 495 471 -25 3.5 (3.7)

Caa 13.8 1032 998 -34 5.0 (8.6)

Ca-D 35.3 3080 3,631 +551 (3.6) (10.3)

Structured Product

U.S. MBS 4.5 51 63 +11 2.5 (4.9)

ABS 4.9 75 85 +10 1.9 0.4

CMBS 5.2 119 143 +24 1.8 (3.9)

Fixed income markets have been roiled by a succession of shocks over
the past quarter, and we can expect more to come. There have been
inflation surprises, weekend bank closures, and regulator-driven
takeovers of global banks. The futures market’s expectation for the
federal funds rate for January 2024 fell by over 100 bps in March from
what it had been expecting mere weeks before. The impossibility of
predicting just when and the extent by which inflation will decline, the path
the Fed will choose to achieve this goal, and the severity of and where
the next shock might originate serves to illustrate the difficulties in
forecasting interest rates and economic statistics. What we can be
confident about, though, is enduring fundamental verities like the
importance of fixed income as a diversifier in portfolio returns and as a
generator of portfolio income.

Source: Bloomberg

*A basis point is 1/100th of a percentage point.
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ANNUALIZED RATE OF RETURN (%)

VictoryShares Short-Term Bond ETF (USTB) QTR YTD 1YR 3YR 5YR
Since Inception

Oct 24, 2017 
Net Asset Value (NAV) 1.47 1.47 1.00 2.28  2.24 2.02 
Closing Market Price 1.47 1.47 1.21 2.25  2.23 2.04 
Indexes
Bloomberg 1-3 Year Credit Index 1.33 1.33 0.35 0.67  1.64 –

Expense Ratio (%)
Gross Net

0.36 0.35

Past performance does not guarantee future results. The
performance data quoted represents past performance and current
performance may be lower or higher. The investment return and
principal value will fluctuate so that an investor’s shares, when
redeemed, may be worth more or less than the original cost. To
obtain performance information current to the most recent month-
end, visit www.victoryshares.com. ETF shares are bought and sold at
market price (not NAV) and are not individually redeemed from the
Fund. Brokerage commissions will reduce returns. Market price returns
are based on the price of the last reported trade on the Fund’s primary

exchange. If you trade your shares at another time, your return may
differ. Returns include reinvestment of dividends and capital gains.
Performance for periods greater than one year is annualized. Fee
waivers and/or expense reimbursements were in place for some or all
periods shown, without which Fund performance would have been
lower. Net expense ratio reflects the contractual waiver and/or
reimbursement of management fees through October 31, 2023. Index
performance is shown for illustrative purposes only. Indexes are
unmanaged and one cannot invest directly in an index.

Portfolio Performance & Positioning
The VictoryShares Short-Term Bond ETF outperformed its
benchmark index, the Bloomberg 1-3 Year Credit Index, for the
quarter ended March 31, 2023. During the quarter, we increased our
exposure to asset-backed securities, Treasuries and corporates,
while reducing cash.

Contributors

• Best performers were asset-backed securities, commercial
mortgage-backed securities, wireless, independent exploration &
production, and metals & mining.

• From a credit perspective, our allocation to high yield bonds
provided the best performance. BBB investment grade bonds
also contributed to performance.

• Allocation and selection added to performance.

Detractors

• Sectors that detracted from performance included banking,
taxable municipal bonds, REITs, retailers, and pharmaceuticals.

• From a credit perspective, bonds rated AAA and A performed the
worst.

• Duration subtracted from performance.
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www.victoryshares.com // 800.991.8191

*Commercial Mortgage-Backed Securities

FUND TOP 10 HOLDINGS
Weighting (%)

US Government 4.02  
Celanese Corp. 0.82  
Ford Motor (FORDR) 2023-1 0.79  
NRG Energy Inc. 0.73  
Var Energi ASA 0.73  
Prudential Insurance Co. of America 0.72  
Omega Healthcare Investors 0.71  
Ashtead Capital Inc. 0.69  
COMM 2014-277P 0.67  
FS KKR Capital 0.66  

SECTOR  WEIGHTING (%)

Sector USTB
Bloomberg 

Credit (1-3 Y) 
ABS 26.6 –
CMBS* 6.5 –
Finance 25.3 37.4 
Government Related 5.8 20.1 
Industrials 25.0 38.4 
Treasury 4.0 –
Utilities 1.9 4.1 
Cash 4.2 –

Carefully consider a fund’s investment objectives, risks, charges
and expenses before investing. To obtain a prospectus or
summary prospectus containing this and other important
information, visit www.vcm.com/prospectus. Read it carefully
before investing.
All investing involves risk, including the potential loss of principal.
The Fund has the same risks as the underlying securities traded on the
exchange throughout the day. Redemptions are limited, and
commissions are often charged on each trade. ETFs may trade at a
premium or discount to their net asset value. Fixed income securities
are subject to interest rate, inflation, credit and default risk. The bond
market is volatile. Bonds and bond funds will decrease in value as
interest rates rise and vice versa. Credit risk refers to the possibility that
debt issuers may not be able to make principal and interest payments
or may have their debt downgraded by ratings agencies. High yield
securities may be more volatile, be subject to greater levels of credit or
default risk, and may be less liquid and more difficult to sell at an
advantageous time or price than higher-rated securities of similar
maturity. Mortgage-backed securities (MBS) are subject to credit,
prepayment and extension risk and may react differently to changes in
interest rates than other bonds. Small movements in interest rates may
quickly and significantly reduce the value of certain MBS. Derivatives
may not work as intended and may result in losses. The value of your
investment is also subject to geopolitical risks such as wars, terrorism,
environmental disasters, and public health crises; the risk of technology
malfunctions or disruptions; and the responses to such events by
governments and/or individual companies. Fund holdings and sector
allocations are subject to change, may differ from the Index, and should
not be considered investment advice.
Average Effective Duration is a duration calculation for bonds that
have embedded options. This measure of duration takes into account
the fact that expected cash flows will fluctuate as interest rates change
and is, therefore, a measure of risk.
Beta is a measure of the volatility, or systematic risk, of a security or
portfolio relative to the market or a benchmark.

Market Capitalization is the total dollar value of all outstanding shares
computed as number of shares times current market price.
Market Price is the price of the last reported trade on a fund’s primary
exchange.
Net Asset Value or NAV is a fund's total assets minus its total
liabilities, divided by the number of outstanding shares.
Premium/Discount % indicates whether an ETF is currently trading at
a higher or lower price than the current value of the securities in that
portfolio.
Yield Curve shows yields (interest rates) of bonds having equal credit
quality but differing maturity dates. The slope of the yield curve gives
an idea of future interest rate changes and economic activity.
Credit Quality ratings on underlying securities of the fund reflect the
highest long-term rating from S&P, Moody’s, or Fitch, and are
converted to the equivalent S&P major rating category. S&P rates
securities in descending order as AAA, AA, A, BBB, BB, B, CCC, CC, C
and D. Unrated securities do not necessarily indicate low quality.
Below-investment-grade is represented by a rating of BB and below.
Quality ratings are subject to change.
The Bloomberg U.S. Aggregate Bond Index measures the
investment grade, USD-denominated, fixed-rate taxable bond market.
The index includes Treasuries, government-related and corporate
securities, MBS, ABS and CMBS.
The Bloomberg 1–3 Year Credit Index measures the performance of
investment grade corporate debt and sovereign, supranational, local
authority and non-U.S. agency bonds that have a remaining maturity of
at least one year and less than three years.
Distributed by Foreside Fund Services, LLC (Foreside). Victory Capital
is not affiliated with Foreside.
©2023 Victory Capital Management Inc.
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