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HOW A GLOBAL LENS CAN GENERATE A COMPARABLE RETURN PROFILE

WITH IMPROVED DIVERSIFICATION

Having international exposure
in your equity allocation has
become the norm. Many
NASDAQ companies are

household names and Warren

Buffett’s long-term tip of ‘buy and

AL CATTERMOLE

hold the S&P’ appeals to investors

Portfolio Manager & d
around the world. The consensus
Global Credit Analyst

view is that opportunities in
MAY 2023 international equity markets can
be as attractive, if not more so,
than those at home. But when it
comes to fixed income, the home
bias remains strong. While there's
comfort in the familiar, it also limits the
opportunity set and can infroduce
uninfended concentration risks. VWhen
the composition of the UK fixed income
universe is fully understood, expanding
your geogrophic remit — even affer
hedging fo sterling as we know
investors don't want to run currency risk
in their fixed income holdings - could
prove less risky than staying close to

home.
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GILTS & BEYOND

After 12 years of ultra-low yields,
income has refurned, with segments of
the market offering return opportunities
akin to equities (see chart 1). Now
seems an opportune time to review
bond allocations in order to optimise

risk-adjusted refurn potential.

Gilts are the stalwart of UK fixed
income, and with yields of 4.3% on
the 1-year and 3.7% on the 10-year,
they've regained their appeal as a
core allocation. For a higher target
return, you might then look to UK
investment grade (IG), which trumps
domestic sovereign debt with yields
around 5.6%. But buyer beware - a

problem lurks under the surface.



CHART 1: INCOME HAS RETURNED
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GBP IG INDEX

Source/ Mirabaud Asset Management, ICE BAML, Bloomberg, 31 March 2023. Past performance is not indicative or a guarantee of

future returns. Indices are not available for direct investment.

The UK IG market has an unusually
strong concentration bias. Of the

Q40 bonds within it, 39% of these

are banking and real esfate names.

In today’s environment of elevated
mortgage rates, this creates significant
sector risk, pushing yields out.

To get the best of IG with the lowest
level of risk, we believe broadening

your geographic remit and taking an

international view provides the optimal
solution. The US |G market has a
lower yield of 4.8% (hedged) but less
concentration risk than the UK, with
banks comprising 19% of the market
and real estate just 3%. There are also
opportunities in US IG names in the
growth sectors like technology and
energy that are not available in the UK

market.

IG SECTOR CONCENTRATION RISK

GBPIG UsIG EURIG
Banking 26% 19% 27%
Real Estate 13% 3% 6%
Total 39% 22% 33%
LARGEST IG SECTOR CONCENTRATIONS
GBPIG us1G EURIG

Banking 26% Banking 19%
Utilities 16%

Real Estate 13%

Healthcare 9%

Financial Services 9%

Banking 27%
Utilities 10%

Financial Services 7%

Source/ Mirabaud Asset Management, ICE BAML, 28 February 2023. US High Yield = ICE BofA Merrill Lynch US Investment Grade
Index (COAQ). EUR HY = ICE BofA Euro High Yield Index (ERO0). GBP HY = ICE BofA Sterling High Yield Index (UROO)
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UK high yield (HY) also contains
notable concentration risk. The market
is small, with 99 bonds offered by 66
issues. 26% of these bonds sit in the
retail sector, with supermarket names
dominating. Given CPl is proving
sticky af 10% and unemployment is
forecast to tick up through 2023, the
UK consumer is sef to decline and this
degree of retail concentration could

negatively impact refurns.

While HY can be an interesting
allocation for higher potential returns,
we believe exposure needs to come
from a better spread of sectors for

an optimised risk /return profile. The
US and European markets are much
larger and are without the elevated
concentration risk that the UK has, yet
yields are attractive at 8.7% (hedged)
and 8.1% (hedged) respectively, versus
10% for the UK.

HY SECTOR CONCENTRATION RISK

GBP HY US HY EUR HY
Retail 26% 6% 4%
LARGEST HY SECTOR CONCENTRATIONS
GBP HY US HY EUR HY
Retail 26% Energy 12% Banking 13%

Utility 10% Leisure 8%

Automotive 10%

Source/ Mirabaud Asset Management, ICE BAML, 28 February 2023. US High Yield = ICE BofA Merrill Lynch US High Yield
Index ([HOAO). EUR HY = ICE BofA Euro High Yield Index (HEQO). GBP HY = ICE BofA Sterling High Yield Index (HLOO). EM HY = ICE
BofA US High Yield Emerging Markets Corporate Plus Index (EMUH). Global HY = ICE BAML Global High Yield Index (HWOO).
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THE SHORT-DURATION When a rate-hiking cycle comes to an
TEMPTATION end, the rally in high-quality, longer-
With short-dated investments now duration assets can be considerable,
offering appealing yields, it can be and in 2019 delivered returns above
tempting to park your portfolio at the equities despite being much lower risk.
short end of the curve. This is a valid High-quality fixed income has a lot
strategy for capital preservation — but of downside protection, giving it an

it does leave you exposed to re- asymmetric refurn profile that should do
investment risk and missing market well when the cycle turmns.

upside.

WHEN THE PIVOT COMES, POTENTIAL RETURNS COULD BE

SIGNIFICANT
8/11/18 YTW 8/11/19 YTW 12mth return
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Source/ Mirabaud Asset Management, ICE BAML, Bloomberg as 31 March 2023. Past performance is not indicative or a guarantee

of future returns. Indices are not available for direct investment. Global HY = ICE BAML Global High Yield Index (HW00); US IG = ICE
BofA US Corporate Index (COAQ). YTW = yield to worst.
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THE INTERNATIONAL
OPPORTUNITY SET

While holding only UK fixed income
infroduces what we believe to be
unnecessarily concentration risk into
a portfolio, and a short-duration bias
could have a negative impact when
the cycle turns, no market is devoid
of opportunities. Rigorous bottom-up
credit analysis should bring some
UK gems to the surface and provide
profection against interest-rate and
default risk, which is elevated by the
prevalence of banks and real estate in
UK IG and retail in the HY market.
These can be complemented by

tactical exposures to Europe and the

US.

We believe flexibility between
geographies can capture the different
speeds of economies across the globe
— with consensus forecasts that the

US and Europe could see that classic

"hockey stick” recovery that would be
posifive for credit spreads, compared
to the UK, which is expected to be

mired in low growth for some fime.

In Europe, we're currently seeing some
interesting opportunities in HY — a
market which was unduly punished

in 2022 as the peak fear regarding
gas prices drove spreads out. Drilling
down in sectors, we see long-term
structural growth in European telecoms
infrastructure, and more short-term
opportunities in German manufacturing,
which is set to benefit from momentum

around the China reopening trade.

In the US, cruise liners and companies
associated with the re-opening travel
theme continue to perform well,
enjoying elevated bookings and sfrong

demand.

CHART 2: UK EXPECTED TO LAG GLOBAL RECOVERY
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Source/ Mirabaud Asset Management, Bloomberg as 31 March 2023
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CURRENCY COST MYTH- Currency risk is an element that can
BUSTING deter investors from expanding their
Outperforming is never easy and we geographic view. If's true currency

believe in having as many tools at your  moves can be bigger than returns
disposal as possible to opfimise risk- at fimes, but the perception that it's
adjusted returns. Including geographic ~ prohibitively expensive to hedge
flexibility alongside asset allocation, your currency risk back fo sterling
duration, credit quality and sector gives isn't accurate. Indeed, it's something
you a fifth lever to pull on as market we believe investors should actively

direction shifts. consider.

HEDGING COSTS

The cost to hedge foreign currency bond funds back to GBP is essentially the government interest rate
differential - so at the end of April 2023, it cost around 60bps to hedge back from USD to GBP. However,
fixed income assets in USD have a higher yield to begin with, as risk assets are priced off a higher risk-free
rate. Therefore, the hedging cost nets out and you should invest in the region where you see the highest

potential refurns going forwards.

To prove this, we can see six-month periods where US HY outperforms GBP HY by +2%, even after hedging

costs are applied - so holding the higher-yielding US assets with a stronger outlook cancels out the hedging
costs and generates a better overall return. The same can be seen in the |G market. But putting return potential
fo one side, we believe the real benefit is the additional diversification that currency exposure brings - even if

overall performance is neutral, your portfolio risk will be lowered.
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Source/ Mirabaud Asset Management, ICE BAML, Bloomberg as 31 March 2023. Past performance is not indicative or a guarantee of future returns. Indices are not available
for direct investment.
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While UK fixed income presents
opportunities, underlying market risks
could leave your portfolio unduly
exposed fo concentration and duration
risk. We believe evaluating your fixed
income allocations through a global

lens provides the best way fo optimise

At Mirabaud Asset Management,

we believe our nimble and flexible
approach, implemented by a small,
hands-on team, presents the best way
to capture upside potential while
managing downside through active

hedging.

risk-adjusted returns.

IMPORTANT INFORMATION

This marketing material is for your exclusive use only and it is not intended for any person who is a citizen or
resident of any jurisdiction where the publication, distribution or use of the information contained herein would be

subject to any restrictions. It may not be copied or transferred.

This material is provided for information purposes only and shall not be construed as an offer or a
recommendation to subscribe, retain or dispose of fund units or shares, investment products or strategies.
Potential investors are recommended to seek prior professional financial, legal and tax advice. The sources of

the information contained within are deemed reliable. However, the accuracy or completeness of the information
cannot be guaranteed and some figures may only be estimates. In addition, any opinions expressed are subject to

change without nofice.

All investment involves risks, returns may decrease or increase because of currency fluctuations and
investors may lose the amount of their original investment. Past performance is not indicative or a guarantee

of future returns.

This communication may only be circulated to Eligible Counterparties and Professional Investors and should not be

circulated to Retail Investors for which it is not suitable.

Issued by: in the UK: Mirabaud Asset Management Limited which is authorised and regulated by the Financial
Conduct Authority. D14 In Switzerland: Mirabaud Asset Management (Suisse) SA, 29, boulevard Georges-
Favon, 1204 Geneva. In France: Mirabaud Asset Management (France) SAS., 13, avenue Hoche, 75008 Paris.
In Luxembourg, ltaly and Spain: Mirabaud Asset Management (Europe) SA, 6B, rue du Fort Niedergruenewald,
2226 Luxembourg.
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