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What shape recovery?

Markets at a glance

Price / Yield‘ Change Index MTD | Index YTD

| Spread 1 week return return
US Treasury 10 year 0.69% -1 bps -0.3% 8.6%
German Bund 10 year -0.44% 0 bps 0.0% 1.9%
UK Gilt 10 year 0.21% 0 bps -1.5% 8.6%
Japan 10 year 0.01% 0 bps -0.3% -0.8%
Global Investment Grade 156 bps -9 bps 1.7% 3.1%
Euro Investment Grade 142 bps -3 bps 1.4% -1.2%
US Investment Grade 157 bps -12 bps 2.0% 4.8%
UK Investment Grade 146 bps -4 bps 0.7% 2.8%
Asia Investment Grade 278 bps 2 bps 1.2% 2.8%
Euro High Yield 536 bps -18 bps 2.4% -4.5%
US High Yield 602 bps -26 bps 2.6% -3.2%
Asia High Yield 722 bps -10 bps 3.3% -0.3%
EM Sovereign 426 bps -12 bps 2.9% -1.9%
EM Local 4.6% -5 bps 1.1% -6.3%
EM Corporate 440 bps -5 bps 2.6% -0.3%
Bloomberg Barclays US Munis 1.5% 0 bps 0.6% 1.9%
Taxable Munis 2.5% -9 bps 2.6% 7.2%
Bloomberg Barclays US MBS 75 bps 14 bps -0.2% 3.4%
Bloomberg Commodity Index 137.92 1.4% 1.6% -19.9%
EUR 1.1214 -0.7% 0.7% -0.3%
JPY 106.91 0.5% 0.9% 1.6%
GBP 1.2399 -1.5% 0.1% -6.8%

Source: Bloomberg, Merrill Lynch, as at 22 June 2020.
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Macro/government bonds

It was a week of data releases and an opportunity to get a glimpse as to whether an economic recovery is
underway. The evidence would so far suggest that this is the case.

Specifically, US retail sales shocked with their strength. They grew nearly 18% in just a month, which was
double what was expected, led by auto sales. Likewise, the Philadelphia Fed report saw a record jump
higher to 27.5 from -43.1 (see Chart of the Week). May industrial production was up by 1.4%, which was
positive but less than expected. Meanwhile, there was only a modest improvement in the Initial and
Continuing Jobless Claims reports.

In the UK, the Bank of England voted unanimously to keep interest rates at 0.1% and to increase the stock
of asset purchases by £100 billion to £745 billion. Meanwhile, UK retail sales also rebounded strongly and
were up 12% month-on-month, though are still down around 13% annually.

Investment grade credit

Spreads were tighter through the week. The US Federal Reserve is “back in town”. It reminded the market
that it will buy short-dated corporate debt of US IG companies and some fallen angels. We knew this already,
but it served as support for a market that was becoming more fragile in the face of rising Covid-19 cases in
southern US states. As mentioned, this support pushed spreads tighter with the US market outperforming
globally as a result. It was a bumper week for new issuance, meeting what has been strong investor demand
for the asset class.

High yield credit

US high yield bond prices recovered a portion of last week’s decline as a recovery in the economy and a
Fed backstop offset increased evidence of rising Covid-19 cases in certain parts of the country and globally.
Additionally, investors absorbed the largest weekly new-issue calendar on record as conditions continue to
thaw rapidly in capital markets. The ICE BofA US HY CP Constrained Index returned 0.84% and spreads
were 25bps tighter over the week. The asset class reported its seventh consecutive weekly inflow in excess
of $1 billion, with $1.2 billion entering retail funds over the week.

European high vyield returned to rallying mode as spreads tightened 18bps, finishing at 536bps. Inflows
continued as €346 million was invested into the asset class week, largely into ETFs (€266 million). The
primary market was strong last week with issuance by names such as Spanish telecoms operator Cellnex,
Mexican building materials firm Cemex, UK chemical firm Synthomer, and Virgin Media, which marks the
third week of issuance in a row for the media firm.

A new fallen angel is Schaeffler, the German auto parts company, which was downgraded by Moody’s from
Baa3 to Ba1, stable outlook. This came as Moody’s wrapped up its auto sector review, affirming a negative
outlook for the sector but only downgrading Schaeffler.

Expectations around defaults have started to retreat with JPMorgan lowering its default rate expectations to
4%. S&P and Moody'’s are still calling 8% their base case.

In issuer-specific news, Atlantia, the Italian infrastructure operator, is now asking the European
Commission to intervene with the Italian government on Autostrade as there is still isn’t a resolution on the
highway concessions which will have to be handed back at the end of June when the new law comes into
effect. ThyssenKrupp finally received EU approval for its elevator company sale. In the continuing story of
Hertz, which was declared bankrupt last month, the firm’s attempt to issue equity to raise cash, an unusual
case for a chapter 11 firm, has been blocked by the SEC.

Leveraged loans

Leveraged loans lagged the recovery in bonds over the past week, after holding in relatively well during the
course of the prior week’s sell-off.
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Referencing the JP Morgan leveraged loan Index, loan prices increased +$0.12 to $92.16 over the past
week, with the average price for BB loans unchanged at $96.35, single B loans increasing +$0.28 to $94.38,
and split B/CCC increasing +$0.56 to $75.38. Meanwhile, loan yields and spreads (three-year) decreased
6bp and 5bp respectively over the past week to 6.81% and 653bp, which compares with a range since mid-
May of 6.62%-8.53% and 634bp-826bp. The leveraged loan index has gained +2.26% in June with double
B (+1.45%) and single B (+2.21%) loans underperforming CCC (+5.46%) loans. The asset class reported a
$563 million outflow for the week, the largest in more than two months.

Structured credit

Agency MBS posted slightly negative total returns last week, down 25bps, which dragged month-to-date
returns down to -17 bps.

The Fed has purchased more than $750 billion of mortgages, or $550 billion on a net basis, year-to-date.
At its June meeting the Federal Open Market Committee affirmed a pace of $40 billion on net purchases
per month, which will increase its overall share of the market to 35% by year-end. In the non-qualified market,
several new deals came to market last week, presumably to clear warehouse lines caught up in the
pandemic. Volumes also picked up somewhat in RPLs/NPLs and spreads are tighter, leaving the curve
lower and flatter than it was in late Aprillearly May. The fundamental outlook for residential properties
continues to improve. Home price appreciation is solid given strong demand and low supply. Forbearance
remains in check versus expectations earlier in the year, with roughly 40% of borrowers in forbearance still
making payments. And in the single-family rental market the number of properties for rent has surged and
average weeks on the market remains low.

Emerging markets

Emerging markets also rallied last week as hard currency sovereign spreads tightened 12bps. EM
corporates followed suit, though more moderately, coming in only 5bps tighter. However, demand for the
asset class took a pause as it experienced outflows of $163 million, mainly driven by local currency outflows
as hard currency funds experienced a small inflow (+$97 million). Much of the selling was in ETFs (-$249
million).

In credit rating news, a noteworthy exception in these markets and times was Moody’s upgrade of Ukraine’s
country rating from Caa1 to B3. The rating agency cited both the easing of the country’s funding challenges
and the support from the IMF’s new financing program, which the agency sees as helping secure the reform
achieved so far.

Central bank rate cuts this past week were by Brazil (-75bps to 2.25%), Indonesia (-25bps to 4.25%) and
Russia (-100bps to 4.5%, the largest rate cut in five years). Further rate cuts are still on the table. In LATAM,
Argentinian province Mendoza defaulted, while the federal government and bond holders are still far apart
on a deal regarding the reprofiling on the sovereign debt. The deadline for an agreement has been extended
to July. News was more positive in Chile as the country’s central bank topped the original rescue plan
(funding for credit facility or FCIC) of $12 billion, with an additional $16 billion. The program will be paid for
by savings and via the issuance of new debt. Additionally, the central bank announced a “Special asset
purchase” program, up to $ 8 billion. Details will be announced in the coming days.

Asian fixed income

Rating agency Fitch has revised India’s BBB- ratings outlook from stable to negative. Fitch’s ratings action
is not surprising given the agency has flagged the deterioration in India’s sovereign debt level, fiscal deficit
and the sharp drop in growth over the past few months. Specifically, Fitch expects general government debt
to rise to 84.5% of GDP in FY21 from its estimate of 71% of GDP in FY20. Fitch highlighted that this is
substantially higher than the median of 42.2% of GDP in the BBB category in 2019.
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Reliance Industries is reportedly close to a transaction to acquire stakes in certain entities of Future Group.
In May, Amazon was reported to be weighing making additional investments in Future Retail.

Moody’s has concluded its “review for downgrade” for the Indian airports, which was initiated on 25 March.
Moody's downgraded GMR Hyderabad Airport to B2 with a negative outlook (previous: Ba1 Rfd) because
its financial metrics were significantly impacted by the tariff cut in April 2020, the additional debt to complete
the airport expansion and the decline in airport traffic due to the Covid-19 epidemic. For Delhi Airport,
Moody's retained the Ba3 rating but cut the outlook to negative (previous: outlook Rfd) because of the
uncertain recovery in airport’s traffic and India’s weaker economic conditions.

Commodities

Commodities also rallied as the index rose 1.4%, led by energy, as crude oil prices rose 8%, breaching $40
a barrel, again. The asset class was also supported by the general rally in metals, both base and precious,
with gold touching $1,745 per oz by the end of the week.

This week’s Department of Energy figures showed that demand is recovering, albeit slowly. However, with
oil prices back to $40 a barrel level, shale production is also starting to come back on-line. Supporting oil
prices towards the end of the week was news that OPEC+ reached an agreement to enforce compliance of
the production cuts. Additionally, the oil rig count across the US fell to an 11-year low of 189. This compared
to 12 months earlier when there were 789 oil rigs operating. There is also some concern that the earlier
sharp cuts in production, as well as cuts in Capex, may compromise the market's ability to produce enough
crude oil when the increase in demand finally materialises.

The market noted an unprecedented physical demand for gold coming from the US, which for once was
surpassing India and China. This will likely underpin the market for the immediate future.

Agriculture was mixed with soybean prices supported by the steady buying from China. The country imports

90% of its soybeans, largely from Brazil and the US. Due to concerns of possible supply disruptions around
Covid-19, China has been a steady buyer these last months.
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Summary of fixed income asset allocation views

Fixed Income Asset Allocation Views COLUMBIA

22 June 2020 [T ONEEDLE

e O L g Views Risks to our views

(relative to risk free rate)

Overall Fixed

Valuationsremain attractive at these wide levels, howevertherally | m Majoreconomiescannot'flattenthe curve' of

Income since March has taken moderated the opportunity. Worsening COVID-19 and 'recession' becomes'depression'.”
a fundamentalsargue forfairvalue beingwiderthan before. = Reopening begetsa widespread
Spread Risk
p = Central banksupport remainsa key technical fornow, reclosing.
Under- Ovwver- one that will be become morerelevantif there are = Central banks pull backsupport too early and

weight 2 10 +1 42 weight }rrelapses(ofmarket \_/olatilityan_dlorCOVlD19infections). positive technicalsvanish.
undamentalsremain challenging forlarge swathsof

issuers, despite some signsthatthey may be better

than recent expectations. Sorting out issuerswith the

combination of fragile balance sheetsand lasting

industry headwindsiskey.

Duration P = Disinflationary global recession now a base case = Unexpected medical advance allowingfull, rapid
(1 O-year) ¥ $ m Don'tfightthe Fed: (most) central banksseeking flatter, lower economic re{)pening _
Short Long curves ) _ o [] _Extr?ord\naryflsca!llmon_etaryact_:ommodajlon
2 1 0 +1 +2 = Monetary trumpsfiscal policy: QE buying to outweigh increased inspiresconsumption-drivencyclical upswingand
(‘P’ = Periphery) € ¢ issuance higherinflation
= Duration remainsbest hedge forfurtherriskasset correction = Fiscal largesse steepenscurves on issuance
expectations
Currency EM E m The Dollarisrichly valued on the basisof growth outperformance m Federal Reserve movesaway from ultra
and high carry. Twin deficitsindicate a weakerdollarlongerterm accommodative stance

(‘E’= European Short 210 +1 +2 Long = The convergence of policy ratesisa material negative forthe dollar, = Investors reappraise US crisis/fiscal response as

N where carry advantage had keptit supported. Expect USD more likely to speed a return to normality then
Economic Area) g A$ ¥ weakness vs safe havens. otherregions
Emerging = Many EMslack the policy space to offset demand destruction = Furthersharp escalation in global riskaversion
Markets Local R L] ;:ufr_re_u:ciesthe likely pressure valve as central banksfinance fiscal = m EM funding crisesdrive curveshigherand steeper

eficits
(rates (R) and = Under- T T1T_T1T 1T 1 Over- m EM real interest ratesrelatively attractive
currency (C)) weight 2 -1 0 +1 +2 weight
C

Emerging = Balance sheetswill be stretched by the fundamental COVID-19 = COVID-19 beginsto spread rapidly in countries
Markets shock, and exaggerated by DM financial turmoil, cheap oil, and a with poor health infrastructure, causing higher

a stronger USD. death rates.
Sovereign = Valuationshave become more attractive even inthe more stable = The US dollarremaining at all-time highswill
Credit (USD Under- Over- credits. regardless be a headwind

Asiais close to retuming to businessas usual followingCOVID-19 | m Reversal of recent electoral trend towards market-
curfews. The virusmay retum as thishappens, but if the ramp up to friendly candidates.
normal continues, a key source of demand formany EM economies

denominated) weight -2 -1 0 +1 +2 weight

will be back.
Investment = |Gsits atthe confluence of 3 key positives 1) balance sheetsthe m The Fed'spurchases goal to maintain liquidity’
Grade Credit best equippedto handle economic pain, 2) Fed actingasa non- are overwhelmed by economic deterioration.
economicbuyerand backstop, and 3) valuationsthat are attractive = m Foreign buyerflow stopsfor geopolitical, financial,
Under- |_|_|_|'.'|_| Over- relative to history. or regulatory reasons.
Weight 2 10 +1 42 Weight = Credit quality hasnonethelessdeteriorated, meaning credit spreads| m Downgrade pressures remain front and centre.
are less attractive versus historical comps.
High Yield = Though notaspositive as|G, HY technicalshave improved. Markets = Prolonged COVID-19 related slump in activity
Credit are functioning again. would hurt these companiesmost.
Under- Over- = Fundamentalsremainchallenged for these lower-quality balance m Potential corporate QE luresinvestorsto higher
weight 2 10 +1 +2 weight sheets, especiallyin the energy sector. There hasbeen quality assets, instead of encouraging reallocation
improvementin .. into lower quality credit.
m Valuations: the breakneckspeed of the rally means
spreads are much closerto fair, but still mildly
attractive.
Agency MBS » The Fed'sQE including Agency MBS hasbeen a significant tailwind| m  Interest rates continue fallingaggressively and
Under- Over- fora sector with worse fundamentals, although fundamentalsare volatility risesagain.
. betterthan expected = Bondswill underperform other spread productin a
weight 2 10 +1 +2 weight = Butvaluationsare much more neutral now, andthe Fed'spurchases sharp risk-on move.
have been meaningfully tapered. = Fed continuesto taperpurchases.
= However, forbearanceshave been betterthanexpected, andare
still relatively low (outside of GNMA, which hasbeen hit hardest).
Non-Agency = Non-Agency MBS: fundamentalshave held up betterthan expected m Consumerbehaviourand employment are
MBS & CMBS into thiscrisis, and the housing market hasquickly rebounded. New fundamentally changed by even a brief,
issues have begun, butat much wider spreads. successful 'social distancing effort.
= CMBS: Non-payment by retail tenants, lockdownson travel, and = Housing pricesbegin to fall incontrast to current
Under- |—|—|—|'.-|—| Over- work-from-home have had seriousfundamental worriesto certain trend.
weight 2 -1 0 +1 +2 weight issuers and deals.
m  The sectorhas been uniformly punished andthere exist many
opportunitiesto pickout attractive property profiles & structures.
Commodities = o/wBase Metals = Oil production disruption
Under- ——ll—— Owr- ! “;‘”g’“‘:)e c
® Oo/wooybeansvs Com
weight 2 -1 0 +1 +2 weight | » u/wCo{ton
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Important information:
For use by Professional and/or Qualified Investors only (not to be used with or passed on to retail clients).
Source for all data and information is Bloomberg as at 22.06.2020, unless otherwise stated.

This material in this publication 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 to anyone in any jurisdiction in which such offer is not
authorised, or to provide investment advice or services. Offerings may be made only on the basis of the
information disclosed in the relevant offering documents and the terms and conditions under the relevant
application forms. Investment involves risk. You are advised to exercise caution in relation to this material.
Please refer to the relevant offering documents for details and the risk factors. 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. The research and analysis included in this publication have 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 investment advice. Information
obtained from external sources is believed to be reliable but its accuracy or completeness cannot be
guaranteed. The mention of any specific shares or bonds should not be taken as a recommendation to deal.
This document 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. This document may not be reproduced in any form or passed on to any third party in whole or
in parts without the express written permission of Columbia Threadneedle Investments. This document is not
investment, legal, tax, or accounting advice. Investors should consult with their own professional advisors for
advice on any investment, legal, tax, or accounting issues relating an investment with Columbia Threadneedle
Investments. This document and its contents have not been reviewed by any regulatory 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 Australian wholesale clients as defined in
Section 761G of the Corporations Act 2001. 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
Australian laws.

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 XF|1% & & E#E AR 2 7. Unit 3004,
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:AQA779). Registered in Hong Kong under the
Companies Ordinance (Chapter 622), No. 1173058.

Issued by Threadneedle Asset Management 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.
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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 information in this document is not intended as financial advice and is only intended for persons with
appropriate investment knowledge and who meet the regulatory criteria to 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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