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Unsettled by the second wave.

Markets at a glance

|Price/YieId Change Index MTD | Index YTD

/ Spread 1 week return return
US Treasury 10 year 0.67% -22 bps -0.2% 8.6%
German Bund 10 vear -0.45% -18 bps -0.1% 1.8%
UK Gilt 10 year 0.20% -16 bps -0.4% 9.8%
Japan 10 year 0.01% -4 bps -0.2% -0.7%
Global Investment Grade 165 bps 9 bps 1.1% 2.4%
Euro Investment Grade 145 bps 13 bps 1.2% -1.3%
US Investment Grade 169 bps 9 bps 1.1% 3.9%
UK Investment Grade 150 bps 2 bps 0.8% 3.0%
Asia Investment Grade 276 bps -3 bps 1.1% 2.8%
Euro High Yield 554 bps 41 bps 1.8% -5.1%
US High Yield 628 bps 78 bps 1.8% -4.0%
Asia High Yield 732 bps 11 bps 2.6% -1.0%
EM Sovereign 438 bps 23 bps 1.9% -2.8%
EM Local 4.6% -1 bps 1.6% -5.9%
EM Corporate 445 bps 9 bps 2.1% -0.8%
Bloomberg Barclays US Munis 1.5% -9 bps 0.6% 1.8%
Taxable Munis 2.6% -25 bps 1.8% 6.3%
Bloomberg Barclays US MBS 61 bps 0 bps 0.1% 3.7%
Bloomberg Commaodity Index 133.80 -1.5% 0.3% -21.0%
EUR 1.1252 -0.3% 1.4% 0.4%
JPY 107.46 2.1% 0.4% 1.2%
GBP 1.2539 -1.0% 1.6% -5.4%

Source: Bloomberg, Menill Lynch, as at 15 June 2020.

Chart of the week: China’s industrial production YoY%
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Macro / government bonds

Core government bonds enjoyed a strong week. The US treasury index is now up over 8.5% this year so
far. Yields fell in major markets with the benchmark 10-year US government bond yield decreasing from the
1% level reached after the prior week'’s strong employment rebound. A second wave of Covid-19 virus is
affecting some of the largest US states by population (ie, California, Texas and Florida) and this was the
chief driver of market direction in what was a light week for economic data.

This week will bring further evidence as to the effect of the virus on economic performance. Key highlights
will include the US retail sales and industrial production reports. We will also see the Bank of England meet
where many expect delivery of an expansion of its quantitative easing programme.

Investment grade credit

The corollary of a stronger government bond market driven by rising Covid-19 cases was greater
nervousness in equity and credit markets. The VIX volatility index reached its highest level since mid-April
and credit spreads in investment grade and high yield were wider.

The Global investment grade index benchmark widened to 164bps from around 150bps; this comes at a
time of strong asset class inflows.

High yield credit

US high yieldbond prices also declined over the week driven by concerns over an emerging second wave
of Covid-19 case in the US and a more cautious sentiment regarding the pace of economic recovery.

The ICE BofA US HY CP Constrained Index fell -1.5% and spreads were 78bps wider over the
week. Despite the worsening sentiment, lower-rated credits outperformed with BB, B, and CCCs returning
-1.53%,-1.68% and -0.71%, respectively. Primary market activity remains elevated with $10.5 billion pricing
over the week. The inflowtrend continued as well with a $5.1 billioninflow, according to Lipper. Thisis the
fifth largest weekly inflow on record with all of the top five inflows occurring since April of this year.

The European High Yield (EHY) market was also down by about 1% as EHY spreads widened around 40bps.
Technicals remain strong, as inflows were high with €861 million, of which €266 millionwent into ETFs. The
primary market was led by TMT as it saw new € issues from Virgin Media, International Game Technology
(UK gambling company) , and IQVIA (healthcare IT solutions) as well as a VW hybrid, and SIG Combibloc
(a Swiss packaging company).

On the auto sector front, Europcar was downgraded to Caa3 (by 2 notches from Caa1) by Moody’s due to
its assessment of the longer-term impact that the pandemic will have on the car rental business — its outlook
is now stable.

Leveraged loans
Leveraged loan returns remained positive over the week despite the volatility elsewhere.

The JP Morgan Loan Index returned 0.74% over the week, although it had returned 1.35% through
Wednesday, while 3-year spreads decreased 20bps over the week to +658bps. Meanwhile, leveraged loan
primary market activity remained subdued, as only seven loans priced for $1.8 billion,and only $24.8 billion
of loans have priced since February. Gross loan issuance totals $219.8 billion year-to-date, while net
issuance stands at $64.3 billion. Inflows for the leveraged loan asset class were modestly positive at $39
million for the week. This is the second inflow over the last three weeks but only the fifth over the last 81
weeks. The leveraged loan index has gained +2.01% thus far in June, providing losses totalling -3.75%
year-to-date; splitB/CCC loans (-16.56%) have underperformed meaningfully versus BB (-3.10%) and B (-
3.34%) loans.
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Emerging markets

Emerging markets also experienced some profit taking as hard currency sovereign spreads widened
23bps, while EM corporates spreads widened only 9bps, showing a little more resilience compared to
sovereign debt. EM local currency returned -1.4% largely due to FX as the US dollar recovered from the
previous two weeks of deterioration.

Demand for the asset class continues with the third week of inflows, in a row, this time of $2.6 billion
(highest since January). This brings year-to-date flows to -$30 billion. Local currencies also had their
second week of inflows after five weeks of outflows.

Global recovery is happening but on a subdued basis (more subdued than expected.) China is the first
sign of what the world can expect on the pace of recovery (given itis the firstto start to emerge from the
situation.) Industrial production for May, more than two months after the relaxation of the lockdown, came
in lower than expected (4.4% vs 5.0%) - see chart of the week.

The primary market for EM corporate continues to be quite strong with the first Africanissuance since March,
Helios Towers (African telecoms), as well as Thai Oil (Refiner controlled by Thai government owned PTT
Pcl). Both were well received by the market, many times oversubscribed.

Ininterest rate cutting news, Ukraine lowered its key rate by 2% to 6%. It was expected to be 1% but given
the IMF sign-off on funding, the central bank had more rate cut flexibility. In LATAM, Ecuador’s finance
minister is looking more likely to resign, while its debt restructuring process continues with hope for an IMF
programme.

Structured credit

In Agency MBS, Covid-19 has shown little signs of disrupting refinancing activity, which has kept prepay
speeds surprisingly high.

Forbearance requests remain in-check with approximately 8.5% of the agency RMBS market currently in
forbearance and only 60% of those borrowers not making payments (the remaining 40% of borrowers
continue to pay as agreed). US Federal Reserve support has led to attractive valuations in the TBA market,
especially in lower coupon mortgages. On the non-agency MBS side, housing activity has declined but
valuations remain resilient. Similar to agency MBS, approximately 8% of borrowers are in forbearance but
many of them are still making payments. Liquidity in non-agency MBS is strong and prices have recovered
75-100% of their declines. Consumer ABS has also tightened over recent weeks, aided by TALF
programmes, limited supply and improved fundamentals. In the CMBS market, approximately 10% of
borrowers did not make their April mortgage payments and prices are increasingly bifurcated across sub-
sets of the market with weaker hospitality and retail credits lagging and office and industrial credits largely
recovered. In line with the risk rally, lower quality CLOs have tightened of |ate driven by opportunistic capita
raises.

Asian fixed income

S&P retained India’s BBB- ratings with a stable outlook. While S&P recognizes that the growth risks are
increasing, the agency expects India’s economy and fiscal position will stabilize and start to recover from
2021 onwards. S&P also expects India to maintain a sound net external position.

For the Indian telecom sector, the Supreme Court's hearing for the AGRissue (Adjusted Gross Revenue),
which has been delayed due to Covid-19, took place on 11 June. The Supreme Court is reportedly
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considering whether the 20-year payment period, as proposed by the Department of Telecommunications,
is reasonable and whether the telco operators are willingto provide guarantees and commitments.

Bloomberg reported that Bharti Airtel and Vodafone Idea may offer certain spectrum and tangible assets
as securities. Both Bharti Airtel and Vodafone Idea have to furnish a detailed roadmap for the AGR
payment, including the guarantees and securities that they will provide for an extended payment period.
The next hearing is on 18 June.

Commodities

Commodity prices were softer last week as the market saw a correction with the index falling 1.5%, largely
on the back of the fall in energy prices.

Oil markets backed off due to weekly DoE number, which showed an eight million barrel build in US. Some
of the dislocations in different grades of crude oil is now normalising. Still, the build-up of global inventories
continues. Covid-19 concerns of a continued slowdown hit on ail prices.

In metals, precious metals were higher as gold pricerose 3% on the risk off sentiment. Base metals were
weaker except for copper, which rose 2.1%.
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Summary of fixed income asset allocation views
FixedIncome Asset Allocation Views

151 June 2020

Strategy and positioning

(relative to risk freerate)

Overall Fixed
Income
SpreadRisk
Under- Over-
weight -2 -1 0 +1 +2 weight
Duration P
(10-year) ¥ $
LIPS P I I
‘ Shot o T4 To Tl 2! Lo
(P =Periphery ) € &
Currency M E
Short Lon
('E' = European -2 -1 0 +1 +2 a
Econamic Area) $ AS ¥
£
Emerging
Markets L ocal R
(rates(R)and Under- Over-
currency (C)) weight -2 -1 0 +1 +2 weight
Cc
Emerging
Markets
Sovereign
Credit (USD Under- Over-
denominated) weight -2 -1 0 +1 +2 weight
Investment
Grade Credit
Under- Over-
weight -2 -1 0 +1" +2 w eight
High Yield
Credt Under- Over-
weight -2 -1 0 +1 +2 weight
Agency MBS
Under- Over-
weight -2 -1 0 +1 +2 w eight
Non-Agency
MBS & CMBS
Under- Over-
weight -2 -1 0 +1 +2 weight
Commodities
Under- Over-
weight -2 -1 0 +1 +2 w eight
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Views

Valustions remain atiractive at these wide levek, however the rally
since March has taken moderated the opportunity. Warsening
fundsmentals srgue for fair value being wider than before.
Central bark support remains a key technical for now,

one that will be become morerelevent ifthere are

relapses [of mark et volstility andiar COVID 19 infections ).
Fundamentels remain challenging for large swaths of
issuers, des pite s ome signs that they may be beter

than recent expectstions. Sorting out Bz uers with the
combination offragile balance shests and lasting

indus ¥y headwinds is key.

Diinflaionary global recess ion now a base case

Dot fight the Fed {mast) cental barks sesking flatier, lower
curves

Menetary umps fis cal policy: QE buying to cutweigh incressed
Esusnce

Duration remains best hedge for frther risk asset correction

The Dollar is richly valued on the basis of growth cutperformance
and high carry. Twin deficts indicate a wesker dollar longer term
The corvergence of policy rates is a material negative for the dollar,
where cary sdvantage had kept itsupported. Expect USD
weskness vs safe havers.

Marny EMs lack the policy s pece to of5 et demand destruction
Curendies the likely pressure valve as central barks finance fiscal
deficits

EM real interest rates relstively stractive

Balance sheeks will be stretched by the fundamentsl COMID-13
shock, and exaggerated by DM financial turmoil, cheap oil, and a
stronger USD.

Valustions have become mare atiractive even in the mores able
edits.

#Asiais close o retning o hsiness & wual Tollowing COVID-19
curfews. The virts may refurn as this happens, but if the ramp up to
normal continues, akey source of demand for many EM economies
will be badk.

IG sis =t the confluence of 3key positives 1) balance shests the
best equipped o handle economic pain, 2 Fed acing & a non
economic buyer and backstop, and 3) valuations that are atirsctive
relative to history.

Credit quality hes nonetheless  deteriorated, meaning oredit spreads
are less stractive versws historical comps.
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Risks to our views

Major economies canncf flatten the curve’ of
COWID-19 and ‘reces sior’ becomes "depression’ .
Recpening begets = widespread

reclos ing.

Central barks pull back support too esrly and
pos itive echnicals vanish.

Unexpected medical advance allowing full, rapid
‘conomic re-opening

inary fi v
inspires consumption-driven cyclical ups wing and
higher inflation
Fical largesse steepers curves on issuance
expectstions

Federal Reserve moves away from ulra
accommeadative sfance

Investars resppraise US arisisfiscalres porse as
more likely tospeed areturn o normality then
other regions

Further s harp escalstion inglobal risk aversion
EM funding crises drive curves higher and steeper

COVID-19 begirs to spread rapidly in countries
with poor heslt infrastructire, causing higher
death raies.

The US dollar remaining at all-time highs will
regardless be 3 headwind

Revers al of recent electoral tend owards market-
friendly candidates

The Feds purchases goal fomainain “liquidity’
are overwhelmed by economic deteriorstion.
Faoreign buyer flow stops for geopalitical, financial,
o regulstory ress ons.

Downgrade pressiures remain front and cerre

Though nat = positive as G, HY d Markets
are functioning again.

remain for these oy quality balance
sheels, especislly inthe energy sector. There has been
improvement in .
Valustions: the bresknedk speed of the rally means
spreads are much closer to fair, but still mildly
attracive.

have impr

The Fed's QE including Agency MBS hss been a significant tailwind
for a sechr with warse . although e
betier than expectsd

But valustions aremuch more neural now, and the Fed's puchases
have been mesaningfully tapered

However, forbearances have been better than expected, and are
still relatively low {oukide of GNMA, which has been hit hardesf.

NonAgency MBS: fundsmeniak have held up better then expected
intx this s &, and the hous ing market has quidkly rebounded. Mew
i sues have begun, but st much wider spresds .

CMBS: Non-payment by retail tenants, lodcdowns on travel, and
work-fom-home have had s erious fundamental womries to certain
Bsuers and deals.

The sector hes been wniformly punished end there exist many
opportunities to pick out stiractive property profiles & structures.

oiw Bese Metls
whw Crude
oiw Soybears vs Com
wiw Caton

ged COVID-19 relsted slump in sctivity
would hurt these compenies most

Potertisl corporste QF lures investors fo higher
quality assets, insiead of encowraging reallocation
ino lower gquality oredit

Inerest rates continue falling sggressively and
volatility rises again.

Bonds will underperform ciher s presd product in s
sharp rsk-on move.

Fed continues 1o taper purchases

Consumer behaviour and employment are
fundamentslly changed by even abrief,
sucoessful “social distancing effiort

Howsing prices begin to fall in contrast to current
trend.

Oil production dis ruption
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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%
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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