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Markets at a glance

Price /Yield| Change | IndexMTD [ Index YTD
/ Spread 1 week return return
US Treasury 10 year 0.69% 8 bps -0.4% 8.8%
German Bund 10 year -0.52% 7 bps -0.5% 2.7%
UK Gilt 10 year 0.25% 1 bps 0.1% 10.3%
Japan 10 year 0.01% 3 bps -0.3% -0.3%
Global Investment Grade 213 bps 4 bps -0.7% -0.7%
Euro Investment Grade 189 bps 6 bps -0.5% -3.2%
US Investment Grade 222 bps 4 bps -1.0% 0.0%
UK Investment Grade 174 bps 1 bps -0.1% 1.2%
Asia Investment Grade 306 bps 4 bps 0.2% 0.4%
David .Ollp.hant Euro High Yield 689 bps 16 bps -0.6% -10.0%
Executive Director, . .
Fixed Income US High Yield 752 bps -18 bps 0.7% -9.2%
Asia High Yield 820 bps -12 bps 0.9% -5.8%
‘In Credit’ EM Sovereian 535 bps -22 bps 1.4% -8.5%
. EM Local 4.7% -15 bps 0.4% -11.5%
contributors P
EM Corporate 533 bps -7 bps 0.7% -5.9%
David Oliphant Bloomberg Barclays US Munis 2.0% -17 bps 1.1% -0.8%
Macro / Government bonds, .
Investment Grade credit Taxable Munis 2.9% 5 bps -1.0% 1.3%
Bloomberg Barclays US MBS 41 bps 0 bps 0.1% 3.6%
Angelina Chueh Bloomberg Commodity Index 132.38 2.7% 2.3% -22.7%
Euro High Yield credit, EUR 1.0822 -1.3% -1.1% -3.3%
Emerging Markets, JPY 107.30 0.3% 0.5% 1.9%
Commodities
GBP 1.2326 -0.8% -1.5% -6.4%
Chris Jorel Source: Bloomberg, Merrill Lynch, figures as at 11 May 2020.
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Macro / government bonds

Core government yields drifted modestly higher over the week in spite of more horrendously weak economic
data.

At the end of the week, the US employment report recorded a rise in the unemploymentrate to 14.7% (from
4.4% in March). This marks the highest rates of unemployment since the Great Depression — see chart of
the week. As might be expected nearly half of the jobs lost came from the hospitality and leisure sectors.
As these areas of the economy are often less well paid than in other professions, the rate of wage growth
jumped much higher to nearly 8% yly. In aggregate the number of jobs lost, and the rate of unemployment,
were not as bad as many feared and should prove to be the worst reading of the year.

The spread of the Covid-19 virus seems to be stallingin core developed economies. This has led to plans
to re-open parts of economies, often in a staged process. However, cases recorded in India, Brazil and
Russia continue to advance.

Investment grade credit

Investment grade spreads were little moved in the last week.

The Global Index closed the week with a spread of around 213bps. These spreads, which were below
100bps in January, widened to over 340bps in March. Hence, the market has retraced more than half of
spread widening. Spread tightening is being aided by asset class inflows; however, renewed interest and
investor appetite is having to contend with a very heavy calendar of primary issuance in both the US and
Europe. Thisis producing a degree of indigestion for the market.

As the reporting season comes to an end the ratings agencies continue to be busy (downgrading) with
recent victims including Arcelor Mittal, as well as Ford and GM.

High yield credit

US high yield bond prices continued to move higher over the past week.

This came amid resilient stocks, an active new issue market, continued inflows and stabilisation within the
energy sector, which continued to outperform, returning 4.5% with spreads 74bps tighter. According to

Lipper, the asset class reported another strong inflow of $3.5 billion over the week. This extends the inflow
streak to six weeks and $23.1 billion, more than offsetting February / March outflows of $19.2 billion.

European high yield spreads widened last week, finishing at 661bps.

Market inflows last week were around €200 million, of which only €28 million were via ETFs. The week
finished with the news that the European Central Bank may be moving to the next step of high yield bond
purchases. An ECB team has been assigned to analyse the advantages and disadvantages for the central
bank of buying high yield bonds. Findings will be reported to the policymakers.

In M&A activity, the announcement of Telefonica’s O2 and Liberty’s Virgin Media’s tie up (£31.4 billion deal)
will create a new telecom giant.

Leveraged loans

Prices rose modestly higher on US bank loans, with spreads tightening to 842bps.

Lower quality, single B rated loans outperformed BB loans, which has been the recent trend. There has
been a significantrecovery in the current share of loans trading below $80 which now stands at 17% of the
index, down from 57% on 23 March2020. Overall, the sector has rallied alongside other risk assets on the
listof liquidity programmes implemented by the US Federal Reserve and US Treasury.
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Market technicals in recent weeks have also been much more stable. Primary activity has improved as
evidenced by a $4 hilliondeal for T-Mobile and secondary trading levels, which are more actionable. Non-
traditional buyers, including distressed funds, private equity funds, high yield accounts and hedge funds,
have taken up some of the slack created by weak CLO formation and continued retail fund outflows.

On the fundamental front, defaults are rising but are expected to hold-up better than inthe 2008/2009 period
given less leverage and a benign maturity wall — only 4% of the index matures before 2022. At current
spread levels, the market is trading at an implied market default rate of 9.5%. Rating agencies have been
quick to downgrade issuers as well. 438 issuers, or 32% of the index, have been downgraded such that the
percentage of CCC in the index has increased dramatically to 11%.

Structured credit

Sectors in the direct path of the Fed have experienced a swift recovery over the past month.

The Fed purchased $295 billionin agency MBS during April, tightening spreads and significantly reducing
volatility. While prepayment uncertainty remains high, social distancing has somewhat mitigated
refinancings. Forbearance requests have risen to approximately 6% of the total population of agency
mortgages, but interestingly 60% of those same borrowers continue to make payments, seemingly ‘buying
an option to not pay, should cashflow become more challenged.

In non-agency MBS, housing fundamentals are expected to soften with increased payment holidays. In this
sector, approximately 7% of borrowers have opted for forbearance. Fortunately, forced selling by REITS
and other levered investors has subsided, and prices have recovered 50-80% of their declines.

In ABS, certain sectors such as transportation are facing significant fundamental uncertainty and poor
liquidity, while AAA consumer exposure has bounced back quickly aided by the Fed's ABS lending facility
called TALF.

The CMBS sector rallied across the stack alongside other risk assets last week. While supply increased
there was also greater depth of demand taking spreads tighter, with AAA tighter by 15bps and BBBs tighter
by 50-75bps. Technicals are strong though there is concern of heightened downgrades and a possible spike
in delinquencies specifically in weaker hospitality and retail credits. Approximately 10% of CMBS borrowers
did not make their April mortgage payments and tiering has become more pervasive with industrial and
office credit recovering the most in price.

US municipals

Municipals finally strung together a full week of strength, posting positive returns over each day last week
and outperforming US treasuries in the process. Though yields were lower between 17-24bps across the
curve, the muni curve ended steeper as demand inside of 5-years was quite strong. This was, in part, due
to Federal programmes, which place a heavy emphasis on the front-end, but was also a recognition from
retail investors that 2-year AAA Muni/Treasury yieldratios at 480% (30 April level) offer attractive value.

Withno shortage of credit uncertainty, the higher quality ranges of the market continued to recover from the
mid-Marchlows, while lower quality struggled to move higher. There were, however, some signs of life, as
the New York MTA finally brought a new issue deal to market (both exempt and taxable varieties priced last
week). After pushing the deal back a couple of times, a $1.125 billion dollar deal priced on Tuesday and
immediately saw strong secondary bids, with 30-year paper trading 29bps inside of the new issue yield
levels. Withthe State of lllinois set to test the market soon, investors will be watching closely to see if strong
demand from lastweek can hold.
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Emerging markets

Emerging market hard currency sovereign and corporate spreads were tighter last week while EM loca
bonds were down, though largely due to currency weakness. The asset class experienced an outflow of
$914 million, bringing the year-to-date figure to $33.4 billion.

Monetary authorities rate action from last week included the Brazilian rate cut of 75bps to 3.0%, with forward
guidance indicating another cut is likely atthe next meeting. In country specific news, Argentina is expected
give some concessions to bond holders, which was seen as market positive. The deadline for details on the
concessions was expected at the end of this past week but the real deadline is 22 May.

On the new issuance front, Bahrain became the first single B sovereign to issue since the start of Covid-19
environment. Expectations are that the country’s fiscal deficit could reach 15% giventhat oil revenues make
up over 70% of the country’s revenues.

Asian Fixed Income

Adani Ports reported solid operating results for FYE March 2020 although the 4Q performance was weak.
While management expects port volumeto pick up in Q2 FY21, it did not provide any guidance for the FYE
March 2021 port volume. The company will put discretionary capex on hold, and it will reduce its capex (to
INR18 billion-INR20 billion). Adani Ports will complete the planned acquisitions of KPCL (Krishnapatnam
Port Company Limited) and Dighi by Q3, FY21.

Gaming revenue in Macau declined 97% yly in April. The gaming sector is waiting for the resumption of the
Individual Visit Scheme, which will drive up the visitations from Mainland China. Wynn Macau stated that it
is spending around $2-2.5 million/day in operating expenses. Sands China recently reported that its run-
rate operating expenses are $3.6 million/day.

Commodities

The index returned 2.7% for lastweek, led by energy prices, though metals (both base and precious metals)
and agricultural also rose last week.

Oil prices were supported by a slower paced rise of US inventories while industrial metals rose on Chinese
stimulus as copper prices rebounded with the 10.4% growth (higher than the expected 9.1%) in Chinese
imports for the first four months of 2020, compared to the same 2019 period.
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Summary of fixed income asset allocation views

Fixed Income Asset Allocation Views
11t May 2020

Strategy and positioning
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COVID- 18 has begun towreak havocon the economy-evenifonly

temporary. Uncertainty is the word on fundamentals, but largefiscal

stimu lus could stem the tide. In tandem with monetary messures this
rhets
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Risks to our views

Major economies cannot flatten the curve’ of
COVID-18and recession” becomes ‘depression’
Fiscal and monetary stimu lus is extremely

could make the situation’less bad” enough to imp

Valuations have ches pened from elevated leveks to compensste for
a’'normal’ recession. Oversll, spread risk looks sttractiveona
medium term horizen, however caution iswamanted due to
uncertainty being st or above Financial Crisis |evels.

Disinflationary globalrecession now a base case

Don'tfight the Fed: {most) central banks seeking flatter, lower
curves

Maonetary trumps fiscal pelicy: QE buying to outweigh inore ased
issuance

Duration remains best hedge for further risk asset comection

The Dollarisrichly valued on the basis of growth cutperformance
and high camy. Twin deficit indicate a weaker dollar longer term
The convergence of policy rates is a material negstive for the doll

| and buoying demand andthereis
significant innovation onthe medical fightagainst
COoVID-19
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economicre-ocpening
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deficits

EMresal interest rates relatively stiractive

Technicals in other cedit markets are exaggerated in EM, leaving
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Many oil exporters use the proceeds to fund their government
-and/or maintain cumen cy valuations, which are now under pressure
Asia is close toreturning to business as usual following COVID-19
curfews. T he virus may return as this happens, but if theramp up
continues, a key source of demand for many economies will be badd

Fund amentals have worsened, like in alloeditsectors, butnotas
uniformly asspreads have widened. But, companies still have leves.
to pull to prevent the most dramaticof oredit d eterioration.
aluations are 8s stiractive as any time since 2008,

The potentialfor Corporate QE in theUS & expansion in Europe is
beginning to be discussed and would be asignificant technical
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Important information: For investment professionals only, not to be relied upon by private investors.
Source for all data and information is Bloomberg, unless otherwise stated. Past performance is not a guide to
future performance. The value of investments and any income is not guaranteed and can go down as well as
up and may be affected by exchange rate fluctuations. This means that an investor may not get back the
amount invested. This material is for information only and does not constitute an offer or solicitation of an
order to buy or sell any securities or other financial instruments, or to provide investment advice or services.
The mention of any specific shares or bonds should not be taken as a recommendation to deal. The analysis
included in this document has been produced by Columbia Threadneedle Investments for its own investment
management activities, may have been acted upon prior to publication and is made available here
incidentally. Any opinions expressed are made as at the date of publication but are subject to change without
notice and should not be seen as investmentadvice. Information obtained from external sources is believed
to be reliable, but its accuracy or completeness cannot be guaranteed. This material includes forward-looking
statements, including projections of future economic and financial conditions. None of Columbia
Threadneedle Investments, its directors, officers or employees make any representation, warranty, guarantee
or other assurance that any of these forward-looking statements will prove to be accurate.

Issued by Threadneedle AssetManagement Limited (TAML). Registered in England and Wales, Registered
No. 573204, Cannon Place, 78 Cannon Street, London EC4N 6AG, United Kingdom. Authorised and
regulated in the UK by the Financial Conduct Authority. Issued by Threadneedle Investments Singapore
(Pte.) Limited [‘TIS™], ARBN 600 027 414. TIS is exempt from the requirement to hold an Australian financial
services licence under the Corporations Act and relies on Class Order 03/1102 in marketing and providing
financial services to Australianwholesale clients as defined in Section 761G of the Corporations Act2001.
TIS is regulated in Singapore (Registration number: 201101559W) by the Monetary Authority of Singapore
under the Securities and Futures Act (Chapter 289), which differ from Australianlaws. Issued by
Threadneedle Investments Singapore (Pte.) Limited, 3 Killiney Road, #07-07, Winsland House 1, Singapore
239519, which is regulated in Singapore by the Monetary Authority of Singapore under the Securities and
Futures Act (Chapter 289). Registration number: 201101559W. This advertisement has not been reviewed by
the Monetary Authority of Singapore. Issued by Threadneedle Portfolio Services Hong Kong Limited X |45
BEEBREFEAFR 2T Unit3004, Two Exchange Square, 8 Connaught Place, Hong Kong, which is
licensed by the Securities and Futures Commission (“SFC”) to conduct Type 1 regulated activities
(CE:AQATT9). Registered in Hong Kong under the Companies Ordinance (Chapter 622), No. 1173058. This
document is distributed by Columbia Threadneedle Investments (ME) Limited, which is regulated by the
Dubai Financial Services Authority (DFSA). For Distributors: This document is intended to provide distributors
with information about Group products and services and is not for further distribution. For Institutional Clients:
The informationin this document is not intended as financial advice and is only intended for persons with
appropriate investment knowledge and who meet the regulatory criteriato be classified as a Professional
Client or Marketing Counterparties and no other Person should act upon it.

Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle
group of companies.
columbiathreadneedle.com
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