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Fear not the
multi-headed
‘'economic
Cerberus’
there's a
fixed income
opportunity
for each
scenario.

With short-term government
bonds and UK money market
funds yielding close to 5%
against the highest level of macro
uncertainty that we’ve seen in
years, it can be tempting to hide
in cash. But if you look beyond
the short term, we believe yields
across the global bond universe
are at very exciting entry points
to achieve a more attractive
return for your fixed income

allocation.

The question is, where's best to investe
Alter waiting patiently for the pivot
that didn't come, investors face an
economic frajectory that could go

in one of three main directions. But
fear not the multi-headed ‘economic
Cerberus’ there's a fixed income
opportunity for each scenario that
we expect to deliver significantly
more attractive refurns than short-
term government bonds and money

markets.

POSITIVE FIXED INCOME RETURN PROJECTIONS FOR ALL

ECONOMIC SCENARIOS

Hard landing

=> Global investment
grade & global
government bonds

=> 10 %+ returns
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Soft landing
=> Global high yield
=> 10%+ returns

Higher for longer

=> Global high
yield & global

investment grade

=> 6-8%+ returns

Source/ Mirabaud Asset Management, Bloomberg, ICE BAML based on proprietary
calculations. Past performance is not indicative or a guarantee of future returns.



INSIGHTS

SCENARIO 1: HARD LANDING

Full-blown recessionary scenario, central banks forced to cut rates

Inflation & policy mix ¢ Inflation declines as aggregate demand falls.

e Cenfral banks cut inferest rafes fo below neutral to support economic activity.

Economic growth * The economy confracts due to central banks’ fast quantitative tightening and high

global debt levels.

Here we'd expect to see spreads widen and the US Federal Reserve to lead the pack and begin cutting

interest rates, causing government bond rates to rally. In this case, our view is that a fixed income portfolio of
predominantly global investment grade and,/or global government bonds makes the most sense, with lower
government rafes more than offsetting higher credit spreads, plus you also receive higher carry, facilitating a

potential 12-month return profile of 10%+. Below we use a US investment grade scenario as an example.

US INVESTMENT GRADE YIELD & SPREAD SCENARIO
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Source/ Mirabaud Asset Management, ICE BAML, Bloomberg, 13 October 2023.

Scenario breakdown:

Investment grade spreads widen to average of 5 prior non-Covid spread wides = 202bps (+75bps from here). Government rates average 6mth cut in Fed funds
rates over past 3 cutting cycles -208bps (5yr follows Fed Funds). Default - taking highest Tyr default rate across ratings within investment grade, average 40%
recovery = 0.68%.

Price return 9%
Coupon return 5%
Default loss 0%
Total return 13%
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SCENARIO 2: SOFT LANDING

No technical recession, inflation returns to 2% target

Inflation & policy mix ¢ Inflation slows down gradually to 2% and real interest rates rise.

e Cenfral banks cut inferest rates to neutral.

Economic growth * The economy slows down buf avoids a recession.

* Growth accelerates in 2024 but remains below potential.

If we see a soft-landing scenario, we expect economic growth will slow but avoid a technical recession — that
being two consecutive quarters of negative growth. This would remove the fear of a deep recession from high
yield spreads and we'd expect to see the beginning of a new economic cycle being priced in. The outcome here
would be spreads tighten and bond prices rally. In this environment of stabilised rates, high carry and spread

compression, we would expect global high yield to deliver a 10%+ return, complemented by a low default rate.

GLOBAL HIGH YIELD YIELD TO WORST

12%

10%

8%

6%

4%

BASE CASE F

2%

0%

A Q & Q N 92 o >
N) N N N2 v 32 Vv v
S N N O N N ‘N Q! Q! Q' Q Q!
U 2 v % v V V v v V v >
& e > & & & e & & & & &
Underlying US Treasury Rate mmm Global High Yield Credit Spread ——Global High Yield Yield to Worst

Source/ Mirabaud Asset Management, ICE BAML, Bloomberg, 13 October 2023.

Scenario breakdown:

Spreads 362bps = average of prior 3 tights on removal of recession risk. Rates +1 hike, 2 cuts in 12 months = 418bps. Default rate ~ Long-term average for high
yield is 1.5%, 40% recovery rate.

Price return 5%
Coupon return 7%
Default loss -1%
Total return 1%
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SCENARIO 3: HIGHER FOR LONGER

Inflation proves more persistent, staving off rate cuts to late next year

Inflation & policy mix ¢ Inflation proves persistent as service prices remain supported by strong
demand, due to a tight labour market.

* Central banks keep interest rates higher for longer.

Economic growth *  Growth remains resilient due to a fight labour market that supports wages
and spending.
* larger periods of below-par economic growth.

In this scenario, we would expect both rates and spreads to stay range bound near today's high levels. Central
banks are close to peak rates and if's just a question of how long they stay there, while spreads are pricing in a
reasonable chance of an economic slowdown but have no reason to blow-out. To benefit, our view is that you
need high carry (yield/coupon) instruments in your fixed income allocation. Here, we look to global investment
grade bonds and high-quality global high yield, as both offer historically high levels of carry in excess of 6%+ and

8+%, respectively.

The amazing thing in this scenario is that the carry buffer is so large that you have very high breakevens, so even if

the scenario moves against you, returns should still be positive - resulting in what we think would be a beneficial

asymmetric return profile.

INVESTMENT GRADE & HIGH YIELD BREAKEVENS
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Source/ Mirabaud Asset Management, ICE BAML, Bloomberg, 13 October 2023.
Scenario breakdown:

Assumes investment grade 0.7% default rate, high yield 3% default rate. To make a zero return (breakeven) after default loss requires an ending yield of 6.8% in
investment grade (only seen during the Global Financial Crisis) and 10.5% in high yield (Covid levels).
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On the desk, we're expecting to be in scenario 3, 'higher for longer’, until the data
definitively turns towards one of the landing scenarios, which will likely become
clear over the next six months or so. But fortunately, you don't need to fear
economic Cerberus, as fixed income offers attractive return opportunities for all

three outcomes, in our view.

What we think is going to be key in driving performance is that you are positioned
to receive carry while we wait for clarity on which scenario plays out. When

the data starfs fo come through, the market will move quicker than you can re-
allocate. Therefore, it's essential to be positioned ahead of the move to capture it,
and hey, receiving 6-8% in investment grade or high-quality high yield while you

wait fo make 10%+ seems like o good deal to me.

If you're thinking this all sounds very US-focused, then you're not wrong. While
central banks have been broadly coordinated, individual country economic
cycles do move at different speeds. For example, Europe seems likely to go info
recession before the US, while the UK struggles with stickier inflation dynamics,
delaying a Bank of England pivot. This is why we're big advocates of a fully
flexible, global approach that dynamically responds to macro developments and

maximises opportunities across different economic cycles as they play out.

So, the key take away? There's nothing to fear in
fixed income, but you won't get ahead by being out
of the market.
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IMPORTANT INFORMATION

This marketing material contains or may incorporate by reference information concerning certain collective
investment schemes (“funds”) which are only available for distribution in the registered countries. It 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.
Before investing in any fund or pursuing any investment strategy, potential investors should take into account all their
characteristics or objectives as well as consult the relevant legal documents. Potential investors are recommended
fo 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. There is

no guarantee that objectives and targets will be met by the portfolio manager.

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 Financiol
Conduct Authority. In Switzerland: Mirabaud Asset Management (Suisse) SA, 29, boulevard Georges-Favon,
1204 Geneva, as Swiss representative. Swiss paying agent: Mirabaud & Cie 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. The Prospectus, the Arficles of Association, the Key Investor Information Document (KIID) as well
as the annual and semi-annual reports (as the case may be), of the funds may be obtained free of charge from the
above-mentioned enfities and on the webpage: https:/ /www.mirabaud-am.com/en/funds-list .Further information

on sustainability is available at the following link: https:/ /www.mirabaud-am.com/en/responsibly-sustainable.
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