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QOil prices down, credit downgrades up.

Markets at a glance

|Price/YieId Change Index MTD | Index YTD

/ Spread 1 week return return
US Treasury 10 year 0.62% -2 bps 0.7% 9.6%
German Bund 10 vear -0.47% 1 bps 0.4% 2.4%
UK Gilt 10 year 0.29% -1 bps 2.7% 9.7%
Japan 10 year -0.04% -6 bps 0.3% -0.1%
Global Investment Grade 225 bps 0 bps 4.3% -0.3%
Euro Investment Grade 196 bps -5 bps 2.6% -3.6%
US Investment Grade 236 bps 2 bps 5.2% 0.9%
UK Investment Grade 183 bps 0 bps 3.8% 0.5%
Asia Investment Grade 300 bps 0 bps 0.7% 0.2%
Euro High Yield 679 bps 10 bps 5.3% -10.0%
US High Yield 803 bps 72 bps 3.0% -10.5%
Asia High Yield 844 bps 31 bps 4.5% -7.0%
EM Sovereign 590 bps 27 bps 0.5% -11.3%
EM Local 5.0% -2 bps 0.9% -14.5%
EM Corporate 560 bps 9 bps 3.4% -7.1%
Bloomberg Barclays US Munis 2.1% 18 bps -0.5% -1.1%
Taxable Munis 2.8% -7 bps 2.9% 2.9%
Bloomberg Barclays US MBS 58 bps -3 bps 0.3% 3.1%
Bloomberg Commaodity Index 127.71 -3.0% -2.6% -25.3%
EUR 1.0840 -0.5% -1.9% -3.5%
JPY 107.24 0.0% 0.0% 1.1%
GBP 1.2424 -1.1% -0.4% -6.7%

Source: Bloomberg, Menill Lynch, as at 27 April 2020.

Chart of the week: WTI May Oil futures price — year-to-date
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Source: Bloomberg, Columbia Threadneedle Investments, as at 27 April 2020.
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Macro / government bonds

Core government bond yields remain close to the low point of their recent range, but were little changed
last week.

Italian bond spreads tightened towards the end of the week on news that rating agency Standard and Poor’s
had left the country’s BBB rating on hold, albeit with a ‘negative’ outlook. Meanwhile, the rates of change
of both new cases and fatalities of Covid-19 appear to be slowing — with a number of countries detailing
plans to reopen economies.

As expected economic data remain dire. PMI data has collapsed, as has durable goods orders and retail
sales (aside from food and online). US initial unemployment claims were lower, but still over 4.4 million.

Investment grade credit

Investment grade spreads were little moved lastweek, whichmeans they outperformed their high yieldand
emerging market cousins. Global spreads are now some 22% tighter than at the end of Q1,20 but around
134% wider year-to-date.

We are inthe midst of reporting season with European banks following on from the results from US financid
institutions last week. There was a similar trend of strong performance from investment banking / markets
but arising ‘cost of risk”. This is a measure of expected rather than realised losses. Meanwhile, companies
continue to draw on creditlines and both retail and corporate deposits are growing strongly.

In spite of it being reporting season there was a healthy amount of new issuance last week.
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. According to Lipper, the past week’s $2.2 billion
inflow for high yield retail funds extends a four-week stretch that included inflows totalling a record $7.66
billion, $1.88 billion and $7.09 billion. $18.9 billion of inflows to the asset class over the past four weeks
have effectively recouped the record $19.2 hillion exodus the preceding five weeks. Capital markets
continue to reopen to high yieldissuers; a notable 24 deals totalling $20.6 billion priced over the past week,
the second heaviest stretch of volumeinhistory. As such, April’s newissue volume has risen to $33.0 billion,
or $25.3 billion net of refinancing. While the gross number is comparable to a typical April (avg. $32 billion
since 2010), the net issuance figure is approaching the all-time high of $32 hillionin September 2013.

European high yieldhad a negative return of -0.4% with spreads widening 10bps to 679bps. Still, the asset
class experienced another week of inflows of +€426 million even as there was -€40 million of ETF outflows.
Primary issuance is showing more signs of picking up with two new European issues last week. Netflix
offered € and $ issues, for a $1 hillion offering that was eight times oversubscribed. Merlin Entertainments
announced a new €500 million senior secured bond, which finally priced only 50bps tighter (7% coupon)
than an existing unsecured bond.

It is looking more like the European Central Bank may eventually follow the US Federal Reserve in
supporting the high yield market. The first step was taken last week when the ECB announced it would
accept high yieldas collateral, subject to having an investment grade rating prior to 7 April. Though this is
still not the same as including high yieldas part of an asset purchase programme, it shows the ECB’s aim
of doing “whatever it takes” to maintain market liquidity in the system.

With this week finishing with month end, high yield indices will finally re-balance ‘Fallen Angels’ into their
respective indices, after the March postponement. Given the size and number of ‘Fallen Angels’ in March
and April, the size of European high yield indices will increase by around 10%. There were many more
downgrades lastweek, with special focus on the carrental sector as Hertz was downgraded three notches
by Moody’s to Ca from Caa1.
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Leveraged loans

It was a tough week for the US leveraged loan market. The sector was down 73bps on the week given
historic volatility in oil prices and continued weak economic data. Prices were down marginally butthe market
remains two-way in terms of buyers and sellers. The sector is up almost 10% since the lows in mid-March,
however, year-to-date returns are still -9.5% with CCCs underperforming. Libor floors are coming back. After
a round of re-pricings over the last several years where 0% floors were more common than not, investors
are reinstating the 1% floor to ground interest payments at acceptable levels. Flows were positive for the
week! Inflows totalled $216 million (across mutual funds and ETFs), versus outflows of $564 million during
the five business days ended 15 April. Capital markets remain tentative about new issuance; just a few
selective deals came to market last week.

Emerging markets

Emerging market hard currency spreads widened 27bps, ending at 590bps. EM market flows turned
negative, again, with outflows of -$579 million lastweek, taking the year-to-date to -$31.1 billion.

Interest rate cuts continued last week with an emergency rate cut in Mexico, of 50bps to 6%. The central
bank alsoannounced other liquidity measures inaseparate statement. In Turkey, the central bank cut rates,
for the 8th time, by a larger than expected 100bps to 8.75%. Finally, Russia alsofollowed with a rate cut of
50bps to 5.50%. On the credit rating front, Fitch was busy cutting Hong Kong's rating to AA- (from AA),
followed by a reduction of Sri Lanka’s rating to B- (from B).

In country specific news, South Africa announced a 5 billion rand support package, which is about the same
size of ESKOM'’s debt. Mexico, following the credit downgrades the previous week, did $6 billion of issuance
across three tranches. This offering was well received and 4.7 times oversubscribed.

Asian fixed income

The Indonesian textile sector was hit with negative ratings action. The Indonesia property sector has also
seen more pressure on credit quality. Fitch downgraded Alam Sutera from B to B- with a rating watch
‘negative’ to reflectthe company’s refinancing risks and that its liquidity position will fall short of covering the
repayment of the $175 million bond due in April 2021.

Sands China Ltd announced a weak set of Q1 results due to the suspension of casino operations in March
and the Covid-19impact. Liquidity, however, remained robust with $2.8 billionin cash and undrawn reserves,
compared with a favourable absence of major debt maturities until 2023. SK Hynix's Q1 yly performance
was also impacted by Covid-19, but the g/q trend was positive). Over the near-term through Q2,20,
management expects the demand for DRAM associated with servers and personal computers to be more
resilient, compared with the DRAM for smartphones. The uncertainty for semiconductor demand in H2,20,
however, remains high.

Commodities

The index was down 3% again last week, led by energy as crude oil prices fell as low as to $ 6.5/barrel
(WTI) with oil futures innegative territory (low of -$37.63 — see chart of the week. Only gold and silver
showed positive performance with gold breaking back up through $1700/0z on market risk off sentiment.
Over the weekend, Saudi Arabiaannounced production cuts, ahead of OPEC+’s May start supply cut
date. OPEC's decisionto cut production by 10%, however, may have come too late, as figures show that
the fallin demand is as great as a third more than the production reduction. On the agricultural front, the
corn and sugar markets are likely to be affected by the fall in oil prices as 40% of corn production (inthe
US) and 50% of sugar production (in Brazil) goes to ethanol production. Separately, stories of meat
processing concerns have hit headlines as 20% of meat processing has been shut down due to Covid-19.
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Summary of fixed income asset allocation views

Fixed Income Asset Allocation Views
271 April 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 $
.
(P'=Periphery) ST T Ty To ThTho
€ £

Disinflationary global recession now a base case
Central bankaccommodation backin play;flatter, lower curvesa L]
policy goal formost

Monetary trumpsfiscal policy: QE buying to outweigh increased
issuance

Duration remainsbest hedge for furtherriskasset correction

Long

Currency The Dollarisrichly valuedon the basisof growth outperformance L]
E and high carry. Twin deficitsindicate a weaker dollar longer term
EM £ The convergence of policy ratesisa material negative forthe dollar, =
where carry advantage had keptit supported. Expect USD
10 +1 +2 weakness vs safe havens.
$ A$ ¥

(‘E’= European
Short

Economic Area) 2 Long

Emerging

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

COVID-19 threatensglobal risksentiment and populated EM
positions

Many EMslack the policy space to offset demand destruction
Investor capitulation hasleft 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. L]
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

Rapid levelling off of virusinfection rate
Extraordinary fiscal/monetary accommodation
inspiresconsumption-driven cyclical upswingand
higherinflation expectations

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

Severe global recession
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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 priorto 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 4%
BEEREFE BB 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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