Credit Continuum ANALYSIS

August 2019 —

Despite macroeconomic deterioration, we believe
corporate credit continues to offer pockets of
opportunity boosted by the hunt for yield
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This summer has brought several new features to global credit markets:

« More than 16 trillion assets are now negative yielding !

« 10-year German Bund is yielding a record low of -0.65% 2 Michael McEachern, MBA

« US Treasury curve (2-year/20-year) is almost inverted 3 .

- The Italian BTP 10-year is yielding 1.5% while the 50-year bond 2.7% * Portfolio Manager & Head of
Public Markets

The macroeconomic backdrop continues to be hurt by trade war rhetoric. The

recent announcement of US tariffs on a further US$300bn of Chinese imports Michael manages the Muzinich Global

(despite reports of a delay) is adding to the uncertainty on the global economic Tactical Credit strategy. Prior to joining

Muzinich in 2012, Michael was president and
Head of the High Yield Division at Seix
Advisors, Inc. At Seix Advisors, he was the
founding partner of the high yield strategy
that grew to over $13 billion under his
leadership. Previously, Michael served in
various research and portfolio management
capacities at American General Corp. and at

From a market perspective, we believe the odds of recession are rising which has Capital Holding Corporation. He earned a BA
fuelled a massive flattening of government yield curves; the 10-year German g} @:S?gﬁ?aen;aic;r:gi gr:?atnh;g:]f\/ri?ty
Bund is trading below the European Central Bank’s (ECB) deposit facility rate and Rice Universi,ty.

the 30-year US Treasury yield is matching the lower bound of the Federal Funds

rate of 2%! 8

outlook.> This follows disappointing second quarter GDP data in major economies
and a worsening in eurozone manufacturing activity, increasing expectations of
continued macroeconomic deterioration for the remainder of the year. ¢

Thankfully job markets have been resilient.” Service sectors have also performed
solidly, and private domestic consumption is providing strong support to
developed market growth.
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Nevertheless, the more sombre perspectives on global
growth are being pushed back by global monetary
policy easing momentum from central banks.

The US Federal Reserve (Fed) finally cut the official
rates at its July meeting and announced the end of its
balance sheet adjustments.® The ECB meanwhile has
prepared the markets for further monetary easing at its
September meeting.°

Many emerging market central banks, particularly in
Asia, are also re-engaging with monetary easing." The
magnitude of these monetary policy counter measures
leaves growth forecasts in positive territory, although
at materially lower levels.

We believe this suggests fiscal policy could be
activated in 2020 but evolving local political situations
in many countries (Germany, Italy, the US, UK) makes
this forecast complex and, at the moment, somewhat
unreliable.

We have observed that concerns around growth
momentum have prevented credit spread tightening in
August, while volatility has returned to equity markets
- a sign usually associated with widening credit
spreads.

In our opinion credit markets should continue to find
support, absent a recession, given the global search for
yield and generally solid corporate fundamentals. We
believe longer duration investment grade bonds could
benefit from a continued low rate environment while
higher-quality high yield (BB and higher quality B rated
bonds) may offer greater spread. We believe well
researched emerging market corporate bonds can also
offer select opportunities.

9.
https://www.federalreserve.gov/newsevents/pressreleases/monetary2019
0731a.htm

10.
https://www.ecb.europa.eu/press/pr/date/2019/html/ecb.mp190725-52d
3766c9e.en.html

11. https://www.bloomberg.com/news/articles/2019-08-07/asia-surprises-
with-cuts-in-global-race-to-the-monetary-bottom
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Muzinich & Co referenced herein is defined as Muzinich & Co., Inc. and it’s affiliates. This document has been produced for
information purposes only and as such the views contained herein are not to be taken as investment advice. Opinions are as of
date of publication and are subject to change without reference or notification to you. Past results do not guarantee future
performance. The value of investments and the income from them may fall as well as rise and is not guaranteed and investors
may not get back the full amount invested. Opinions and statements of financial market trends that are based on market
conditions constitute our judgement as at the date of this document. They are considered to be accurate at the time of
writing, but no warranty of accuracy is given and no liability in respect of any error or omission is accepted. Certain
information contained in this document constitutes forward-looking statements; due to various risks and uncertainties, actual
events may differ materially from those reflected or contemplated in such forward-looking statements. Nothing contained in
this document may be relied upon as a guarantee, promise, assurance or a representation as to the future. Certain information
contained herein is based on data obtained from third parties and, although believed to be reliable, has not been
independently verified by anyone at or affiliated with Muzinich and Co., its accuracy or completeness cannot be guaranteed.
Emerging Markets may be more risky than more developed markets for a variety of reasons, including but not limited to,
increased political, social and economic instability; heightened pricing volatility and reduced market liquidity. Rates of
exchange may cause the value of investments to rise or fall. In Europe, this material is issued by Muzinich & Co. Ltd., which is
authorised and regulated by the Financial Conduct Authority. Registered in England and Wales No. 3852444. Registered
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