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The storm before the storm.

Markets at a glance

Price /Yield| Change | IndexMTD [ Index YTD

/ Spread 1 week return return
US Treasury 10 year 0.61% 1 bps 0.4% 9.2%
German Bund 10 year -0.56% -9 bps 1.1% 3.2%
UK Gilt 10 year 0.24% -5 bps 3.2% 9.6%
Japan 10 year -0.02% 0 bps 0.4% -0.1%
Global Investment Grade 209 bps -16 bps 4.64% 0.0%
Euro Investment Grade 183 bps -13 bps 3.6% -2.7%
US Investment Grade 218 bps -18 bps 5.3% 0.8%
UK Investment Grade 173 bps -10 bps 4.7% 1.1%
Asia Investment Grade 303 bps 3 bps 0.7% 0.2%
Euro High Yield 673 bps -6 bps 5.9% -9.5%
US Hiagh Yield 770 bps -33 bps 3.8% -10.1%
Asia High Yield 832 bps -12 bps 5.0% -6.6%
EM Sovereian 556 bps -34 bps 2.2% -9.8%
EM Local 4.9% -16 bps 3.9% -12.8%
EM Corporate 541 bps -19 bps 4.1% -6.5%
Bloomberg Barclays US Munis 2.2% 9 bps -1.3% -1.6%
Taxable Munis 2.8% 4 bps 2.3% 2.4%
Bloomberg Barclays US MBS 41 bps -17 bps 0.6% 3.5%
Bloomberg Commodity Index 128.96 0.8% -1.5% -24.7%
EUR 1.0931 1.5% -0.7% -2.1%
JPY 106.78 0.6% 0.3% 1.6%
GBP 1.2447 1.1% 1.4% -5.7%

Source: Bloomberg, Menill Lynch, figures as at 30 April 2020.

Chart of the week: Global investment grade spreads, 2000-2020
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Macro / government bonds

Core government bond yields were flat to lower on the week.

The benchmark US 10-year treasury note ended April witha yield of 0.64% and is about 1.3% lower than at
the end of 2019. Hence, holdings of these so called ‘risk-free’ assets have delivered a strong positive return
sofar this year, with the US Treasury index up over 9% year-to-date. The long maturity index (over 15 years)
is up nearly 23% so far in 2020.

The storm before the storm. We have been expecting grim economic data and were duly delivered a raft of
said news. The Q120 GDP report from the US recorded an abrupt end to the expansion with a contraction
of 4.8% (the worst since Q4, 2008) and a sharp decline in personal consumption of 7.6% (worst since 1980).
The eurozone data showed a contraction of 3.8% in the first three months of the year (worst since 1999).
The samedata for Q2, 2020 will be muchworse for both the US and Europe.

Credit market performance — April 2020

Aprilwas a return to form with strong positive returns reported in all markets. Credit markets outperformed
risk free assets with spreads materially tighter, while investment grade (IG) outperformed high yield on a
risk-adjusted basis. US dollar IG was the real standout with spreads over 30% tighter in the month and short
maturity (1-5 year) spreads 40% tighter. Year-to-date, the effects of duration can be felt in US dollar IG
where total returns are now positive for the year as a whole. The index has a duration of eight years.

Credit market total returns — April 2020
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Source: ICE BoAML Indices, Columbia Threadneedle Investments, as at 30 April 2020.

Investment grade credit

Investment grade spreads continue to contract. The chart of the week plots the spread of the global
corporate bond index over government bonds for the past 20 years. The spread at the end of April is around
one standard deviation (SD) wide of the long-term average. This measure of value reached three SDs cheap
in late March from around 0.5 SDs expensive in January 2020.

Attractive market valuations and a co-ordinated policy response that has impressedin its speed, scaleand
scope to the Covid-19 pandemic have overwhelmed the fears about the economic reality outlined earlier.

In company news, there remains numerous examples of credit supportive actions including dividend cuts
(eg, Shell first time since WW?2) and abandoned share buybacks, but plentiful ratings downgrades. In recent
weeks companies downgraded by the ratings agencies include Boeing, Disney, Anglo American, Deutsche
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Telecom, Daimler and Engie. European bank earnings followed the trend setin the US; financial markets
businesses have been strong but there is a rise in expected credit losses, increased demand for corporate
liquidity and rising deposits.

The primary market pipeline remains healthy and it is noteworthy that new issue premia have fallen from
the illiquid market conditions that prevailed at the start of the month.

High yield credit

US high yield bond prices traded off over the past week amid heavy issuance, weak economic data,
ambiguous earnings and historic volatility in oil prices.

US high yield bond prices edged higher over the past week as the earnings season gathered pace and
countries prepare to relax lockdowns. The total return for the ICE BofA US High Yield Cash Pay
Constrained Index for the week was 0.54% and spreads were 34bps tighter. New issue activity slowed off
its strong pace with eight deals totalling $3.75 billion pricing over the past week. While April’s gross
volume of $35.7 billionwas a little above a typical April (avg. $32 billion since 2010), the net issuance
figure of $27.6 billion was the second highest monthly total on record as issuers used proceeds to bolster
liquidity. Accordingto Lipper, the asset class reported inflows of $743 million, which extends the inflow
streak to five weeks and a total of $19.6 billion.

European high yield saw spreads tighten in 6bps lastweek, finishing at 673bps.

This takes the spread back down 331bps from the widest level seen in March. Inflows lastweek were €221
millionwith€171 millionvia ETFs. Thebigmovers lastweek were inthe carrental space. The marketnews
was very idiosyncratic with Hertz, on one end, in negotiations with lenders after the firm missedtheir lease
payments on their fleet. On the other end of the spectrum, Europcar finalised a second tranche of financing,
guaranteed by the Spanish government worth €31.25 million. France also confirmed a government
guaranteed €220 million loan. Continuing on the auto front, Renault, a 2020 Fallen Angel, received EU
approval for a French government €5 billion loan allowance. Last week’s market focus was on index
rebalancing given the March postponement of this normally monthly exercise. Eight new names entered
the European high yield indices at the end of the week, amounting to €40 billion in outstanding bonds,
makingup 7% of the index. Year-to-date, the index has increased 12% due to Fallen Angels.

Leveraged loans

The US leveraged loan sector posted a strong April following a dismal March.

Prices increased +$3.00 on average to $85.69 boosting total return for the month to +4.2%. Returns
favoured riskier sectors, those beaten up mostin March, including Energy, Information Technology, Gaming,
Metals and Miningand Consumer Non-durables. That said, more conservative sectors such as Utilities and
Food & Drug also posted significantgains. Yields to a 3-year take-out are now in the 8.8% range, down from
10.3% inlate March and spreads are 847bps. Loan new issue activity resurfaced in the final week of the
month after remaining dormant since the sell-off. Leveraged loan volume totalled $7.7 billion in April,
compared to $4.3 billionin March, with both representing the lightest activity since January 2012. Defaults
are rising; a record 19 companies filed for bankruptcy or missed an interest payment in April, and one
company completed a distressed exchange. The affected $35.7 billion impacted $24 billion in high yield
bonds and $11.7 billion in loans and represented the fifth largest monthly default volume on record. For
loans, the par-weighted default rate ended April at 2.97% which is a 5-year high. Investor inflows were short
livedwith an outflow last week to the tune of $204 million across mutual funds and ETFs.
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Municipals

Municipal yields continued to gravitate higher over the course of the week until Friday’s session brought a
bit of a firmer tone.

Excess returns for the month of April ended down -1.84%), and the continued underperformance versus US
treasuries pushed muni/treasury yield ratios higher with 5-year and 10-year ratios ending the month at 319%
and 235% respectively. Though flows out of the asset class appear to have slowed, the municipal market
was leftto contend with pressure from other sides, namely the return of the new issue calendar and headline
driven volatility from Washington. Without consistent inflows to help digest the new issue calendar, new
supply (primarily high-grade issuers) has generally created weakness inthe secondary markets as investors
take the opportunity to trade up-in-quality on the margins. Palitical infighting over the size and scope of
additional stimulus funds for states alsocreated a bit more concern over the stretched budgets of state and
local governments. On the positive side, delay from Congress prompted the US Federal Reserve to revise
and expand its Municipal Liquidity Facility, broadening the scope of issuers who can tap the liquidity facility,
though not increasing the overall size of the program.

Emerging markets

Last week, the asset class saw hard currency spreads tighten 30bps while EM corporate spreads were
10bps tighter. There was $ 1.5 billion of outflows for the week, taking year-to-date outflows to€32.5 billion.

South Africaexperienced another credit down grade last week, this time by S&P who moved their rating to
BB- (the lowest of the three rating agencies) from BB stating this was due to Covid-19 related issues. The
rating agency sees the current lockdown causing quite a negative headwind to GDP with an expectation
that the economy will shrink by 4.4% by the end of 2020. It forecasts the fiscal deficitrisingto 13.3% (widest
in the country’s history).

EM countries are getting into the act of implementing their form of QE. Russia said it was considering a
money printing mechanism to allow state-controlled lenders to buy government bonds, which could then be
passed to the central bank for repo funding. So far, South Africa and Indonesia both have some sort of
monetisation mechanism. These government programmes can be supportive for local bonds, but inevitably,
add negative pressure to the local currency.

Asian fixed income

Melco Resorts has abandoned its plans to invest in Crown Resorts due to the impact of Covid-19 and the
suspension of operations inMacau. China Merchants Group (CMG) is reportedly exploring the potential of
privatizing China Merchants Port Holdings, which is currently 63% owned by CMG. S&P has alsolowered
the A-ratings outlook of China National Travel Service Group Ltd and China Travel Services HK to
‘negative’ due to the significantimpact of Covid-19 and the uncertainty regarding its recovery.

In India, Reliance Industries plans to issue $7.1 billion of new shares in a rights offering, which will support
the company’s plan to reduce its net debt to zero by early 2021. The Indonesia credit market was
impacted by a series of negative ratings action. S&P downgraded Alam Sutera from B-to CCC+ with a
‘negative’ outlook due to the lack of progress in the company’s refinancing plans for the $175 million notes
due April 2021. S&P also downgraded several SOEs (state-owned enterprises) in Indonesia. On 20 April,
S&P lowered the Indonesia sovereign ratings outlook to ‘negative’. S&P expects the Indonesian
government to be more discerning in extending support to the various SOEs. In this regard, S&P expects
lower scope for government support to these three SOEs due to the profitable and commercial nature of
their operations. Moody’s also downgraded the Ba2 ratings of Saka Energito B1 with a ‘negative’ outlook.
Moody’s views the strategic importance of Saka to its parent Perusahaan Gas Negara (PGN) to have
weakened, following PGN'’s plan to restructure its subsidiaries and focus on its midstream and
downstream businesses. Saka operates in the upstream segment of producing feedstock for PGN’s gas
pipeline — the upstream segment is viewed as less strategic.
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Commodities

The index returned 0.8% for lastweek, mainly led by energy, which rallied 3% as crude oil prices rose 22%
as production cuts by Norway and OPEC+ went into effect last week.

Also supporting the energy rally was the EIA (Energy Information Administration) report showing a smaller
than expected riseincrude oil inventory (9 million barrels vs 9.8 million barrels) Ona more worrisome front,
storage facilities are nearing capacity as indicated by a report on Cushing, Oklahoma oil hub, the storage
home for WTI crude oil. Also causing a bit of volatility for crude oil prices last week was the decision by
S&P toroll all of its oil index contracts from June to September in one day, last week, as versus over the
normal 5-day period. Precious metals were negative last week as gold prices fell, but still held just above
$1700.00/0z.
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Summary of fixed income asset allocation views

Fixed Income Asset Allocation Views
4t May 2020

Strategy and positioning Vi

(relative to risk free rate)

Overall Fixed
Income
Spread Risk

COVID- 19 has begun to wreakhavoc on the economy-evenifonly | =
temporary. Uncertainty isthe word on fundamentals, but large fiscal
stimuluscould stem the tide. In tandem with monetary measuresthis =
could make the situation ‘lessbad’ enough to improve markets
Valuationshave cheapenedfrom elevated levelsto compensate for
a‘normal’ recession. Overall, spread risk looks attractive on a

medium term horizon, however caution iswarranted due to
uncertainty being at orabove Financial Crisislevels.

Under-
weight -2

Ower-

-1 0 +1 +2 weight

Duration p
(10-year) v $

2 -1 0 +1 +2
€ £

Disinflationary global recession now a base case

Don'tfight the Fed: (most) central banksseeking flatter, lower
curves

Monetary trumpsfiscal policy: QE buying to outweigh increased
issuance

Duration remainsbest hedge for furtherriskasset correction

Short Long

(‘P’ = Periphery)

Currency E

EM

Short T, T 1 T0 T 42

$ A$ ¥
£

The Dollarisrichly valuedon the basisof growth outperformance L]
and high carry. Twin deficitsindicate a weaker dollar longer term

The convergence of policy ratesisa material negative forthe dollar, =
where carry advantage had keptit supported. Expect USD

weakness vs safe havens.

(‘E’= European
Economic Area)

Long

Emerging

Markets Local
(rates (R) and
currency (C))

Many EMslack the policy space to offset demand destruction L]
Currenciesthe likely pressure valve as central banksfinance fiscal | =
deficits

EM real interest ratesrelatively attractive

Under-
weight -2

Over-
10 +1 +2 weight

C

Emerging
Markets
Sovereign
Credit (USD
denominated)

Technicalsin other credit marketsare exaggerated in EM, leaving L]
the current market extremely challenged.

Many oil exportersuse the proceedsto fund theirgovernment L]
and/or maintain currency valuations, which are now under pressure
Asiaisclose to returning to businessas usual followingCOVID-19 = =
curfews. The virusmay retum as thishappens, butif the ramp up
continues, a key source of demand for many economieswill be back

Under-
weight

Ower-

22 -1 0 +1 +2 weight

Investment
Grade Credit

Fundamentalshave worsened, like in all creditsectors, but not as =
uniformly asspreadshave widened. But, companiesstill have levers
to pull to prevent the most dramatic of credit deterioration.
Valuationsare asattractive asany time since 2009.

The potential for Corporate QE in the US & expansion in Europe is
beginning to be discussed and would be a significant technical
tailwind.

Under-
weight

Ower-
+1 +2 weight

10

High Yield
Credit

HY remainsan energy-heavy sector, and these energy companies | =
are extremely vulnerableto prolonged periodsof WT 1 crude <$50.

HY companiesare rated assuch because of their vulnerability to L]
recession. Thisgivesus caution.

Valuationsimply a 9% default rate, andit may get worse in the short
term. But historically, these spread levelsimply strongly positive
retumns 6-12 monthsin the future

Under-
weight

Over-
+1 +2 weight

-1 0

Agency MBS The Fed’sQE including Agency MBS hasbeen a significant tailwind =
fora sector with quicky deteriorating fundamentals []
The precipitousdecline inmortgage rate + weaker household

balance sheet leadsto worse fundamentals

Under-
weight

Ower-

-1 0 +1 +2 weight

Non-Agency
MBS & CMBS

Householdsentered 2020 in a relatively healthy pace, buttheyare @ =
being putto the test relatively quickly with unemploymentexpected

to rise sharply.

Direct fiscal stimulus (checks to households) during ‘social L]
distancing’ may not bringbackservice jobs, butit can lessen the
blowand prevent widespread delinquenciesand bankiuptcies

The CMBS marketisunderstandably taking a hit from lessshopping
and travel, however valuationsare widening to match these
expectations. Many of these structureshave robust credit
enhancementand are attritive high quality assets

Under-
weight

Over-

2 -1 0 +1 +2 weight

Commodities o/wBase Metals N
u/w Crude
o/w Soybeansvs Corn

o/w Livestock

Under-
weight -2

Over-
+1 +2 weight

-1 0
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Risks to our views

Majoreconomiescannot ‘flatten the curve’ of
COVID-19 and ‘recession’ becomes ‘depression’
Fiscal and monetary stimulusisextremely
successful and buoying demand andthere is
significantinnovation onthe medical fightagainst
COVID-19

Unexpected medical advance allowing full, rapid
economic re-opening

Extraordinary fiscal/monetary accommodation
inspiresconsumption-driven cyclical upswingand
higherinflation

Fiscal largesse steepenscurves on issuance
expectations

Federal Reserve movesaway from ultra
accommodative stance

Investors reappraise US crisis/fiscal response as
more likely to speed a return to normality then
otherregions

Further sharp escalation in global riskaversion
EM funding crisesdrive curveshigherand steepet

COVID-19 beginsto spread in countrieswith poor
health infrastructure, causing higher death rates
The US dollarremaining at alltime highswill
regardless be a headwind

Reversal of recent electoral trend towards market-
friendly candidates

The existing Fed creditfacilitiesdo not alleviate
the market's liquidity problems.

Prolonged recession beginsto weaken even the
strongest business modelsand balance sheets.

Prolonged COVID-19 related slump in activity
would hurt there companiesmost

Potential corporate QE luresinvestorsto higher
quality assets, instead of encouraging reallocation
into lower quality credit

Interest rates continue falling aggressively
Bondswill underperform other spread productsin
asharp riskon move

Consumerbehaviourand employment are
fundamentally changed by even a brief,
successful ‘social distancing’ effort.

Housing —which was set up for a great 2020 —
starts to feel pressure

Oil production disruption
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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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