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IN A DATA-DEPENDENT MARKET

FLEXIBLE FIXED INCOME FOR ENHANCED ALPHA CAPTURE

After the turbulence and When recession fears lead, the
uncertainty that characterised risk-off mood dominates and you
2022, there are now only typically see interest rates shift lower,
two macro topics that matter government bonds perform and
— inflation and recession. equities and high yield spreads sell-
ANDREW LAKE Whichever story dominates off.
Head of Global Fixed dictates market direction that
Income day. This traversing between dominant

macro drivers highlights how uncertain
On days when inflation leads the and data-driven the market has

narrative, short-term government rates  become. Fundamentals will only get

rise and risk-on senfiment strengthens,  you so far as market parficipants wait

with equities and high yield risk on the next piece of economic news

performing on the hope of a soft or indication of central bank direction
FATIMA LUIS economic landing in the US. to set the tone for the day's trading.

Senior Portfolio Manager

CHART 1: PACE OF FEDERAL RESERVE RATE HIKES HAS
BEEN RAPID THIS CYCLE
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HOW WE MONITOR MACRO
AT MIRABAUD AM

Weekly macro briefing from
in-house Chief Economist,

Gero Jung.

Weekly cross-asset class
macro call with all Mirabaud

AM investment feams.

Monthly fixed income macro
meeting fo assess where we

are in the cycle.

Outcomes are fed into a
FTV (fundamental, valuation,
technical) framework to
arficulate the factors we
expect fo drive high yield

markets.

These short-term outcomes
are layered info mosaic
theory analysis to develop
our top-down view and
investment strategy across
geography, duration, credit

and secfor.

We are a fully London-based
team - being in one location
facilitates a culture of debate,
shared ideas and timely news

discussion.

WHY IS THE MARKET SO DATA DEPENDENT?

The US economy is currently
positioned between two stages of

the economic cycle - ‘late cycle’
and ‘recession’. Either the Federal
Reserve (Fed) has fightened enough
(or even over-tightened) and the US
economy will rapidly enter recession.
Or it has done sufficient groundwork
to facilitate a soft-landing and shift the
economy towards the ‘early recovery’

stage.

The market outlook for the two
scenarios is quite different, and the
only way of knowing which scenario
will prevail is to read the macro clues
— having a strong top-down element
within your investment sfrategy is key

here.

Focusing solely on fundamentals
through corporate earnings releases
doesn't fell a timely enough story,

as indicafors are released quarterly,
meaning you'll miss any shift in market
direction by weeks or possibly months
by following a pure bottom-up

strategy.

CHART 2: MOVING THROUGH

LATE CYCLE

Economy
overheating

Interest rates rise

MID CYCLE
Increasing/stable EACH REGION IS
growth IN ITS OWN

CYCLE
Interest rates stable

EARLY RECOVERY
Increasing growth

Interest rates
falling

Source,/ Mirabaud Asset Management, February 2023
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Once we have a new data point,
we must then decipher if headline
'good news' is actually good news
for investors, or if it will ultimately
have a negative impact on markets.
Weak data indicates we are closer
fo a change in policy direction

from the Fed - but it also means the
performance of corporates will likely
weaken. Conversely, positive data
indicates a reduced risk of recession,
but also increases the risk inflation
could remain stubbornly high and
the Fed must therefore continue to

increase rafes fo get it under control.

MACRO BOTTOM LINE

We expect the macroeconomic
landscape to remain turbulent and
short-termist. Each new data point
provides an immediate sfeer on
market direction but can't be relied
upon fo support a longer-term
directional view. Being aftuned
and responsive fo data is what will
separate successful investors from

the laggards.

THE ECONOMIC CYCLE

It remains unclear whether
the US economy will move
into recession or jump
straight to early recovery

RECESSION
Decreasing growth

Interest rates peak



WE BELIEVE

THE ASSET

CLASS IS SET
TO DELIVER

SOLID

RETURNS

THROUGH TO

THE END OF

THE CYCLE,

WITH THE
POSSIBILITY

OF SUPERIOR

RETURNS ON

A LONG-TERM

VIEW

EUROPEAN

SOVEREIGN CRISIS
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OPPORTUNITY IN HIGH YIELD BONDS

High yield bonds currently offer We believe the asset class is sef to
genvuinely high yields, low interest- deliver solid returns through fo the
rate risk, and default rates are end of the cycle, with the possibility of
expected to remain below average. superior returns on a long-term view.

FOUR COMPONENTS CREATING TODAY’S HIGH

YIELD OPPORTUNITY

1. YIELD & SPREAD LEVELS foresee such spread highs this time
around; the economic forecast and

Typically, when yields go above 8% our base case thinking is for a shorter

in the high yield universe, the asset and shallower global recession,

class delivers positive forward returns ~ where spread widening should be

on a 12-month view. When yields relatively constrained and cerfainly
exceed 9%, then forward returns are remain below 700bps. We also have
generally strong. a higher government interest rate

component than in prior cycles and

Spreads on the ICE BofA Global any slowing would see this compress,
High Yield Index are currently in the offseting some of this tightening. If we
450-500bps range. In a typical see a soft landing, spreads could go

recession, we would expect fo see back to pre-financial crisis levels of

wides of around 700bps. We don't 300-350bps.

CHART 3: POSITIVE RETURN ENVIRONMENT ACROSS MULTIPLE
YIELD SCENARIOS

Yields are currently at levels seen only three times previously since 2010

COVID-19

YIELD AT END OF PERIOD
ENERGY
CORRECTION =12MTH TOTAL RETURN

11% =-6.4%

I~ 10% = -2.4%

8% =5.5%
7%=9.5%

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Source/ Bloomberg, Mirabaud Asset Management, ICE BAML, assumes 2.5% default rate with 40% recovery. Data as of 31 January 2023
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% OF MARKET VALUE

% OF MARKET VALUE

2. CREDIT QUALITY

Pandemic-induced economic
uncertainty pushed corporates to
conservatively manage their balance
sheets, resulting in an improved cost
base and greater focus on leverage

and cashflow generation.

The weakest companies in the
universe defaulted during 2020

and 2021, with those left largely
representing good-quality, well-

run businesses that can withstand a
slowdown in growth. Over half the
global high yield universe is BB rated,
with @ number of formally investment-
grade, fallen-angel names having

entered the market.

3. MATURITIES

Only 17.5% of the market is due to
mature before 2025. There is no big
maturity wall looming as companies
have refinanced to take advantage
of years of low rates, extending
their maturity dates. This means

most corporates won't be forced to

refinance af today’s elevated rates.

CHART 4: CREDIT QUALITY HAS BEEN IMPROVING SINCE THE

FINANCIAL CRISIS
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Source,/ Bloomberg, 1 February 2023. Numbers may not add up o 100 due fo rounding

CHART 5: US HIGH YIELD MATURITY RUNWAY
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Source,/ Bloomberg, February 2023
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4. DEFAULT RATES

Default rates are close to historical
lows and should remain below
average through 2023. We are
expecting 3-4% rather than 5-7%,
reflecting the quality of the universe

and the lack of maturity wall.

Additionally, there are
no dominant ‘stressed’
sectors that could
trigger a default cycle,
as we saw with housing
in 2008 and energy in
2015,
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TODAY’S HIGH
YIELD BOND
ISSUERS ARE
IN MUCH

BETTER

FINANCIAL
SHAPE THAN
ISSUERS
ENTERING

PAST

RECESSIONS

WHY TODAY’S SLOWING ECONOMY CREATES A UNIQUE

MARKET ENVIRONMENT

At the brink of most economic
slowdowns, corporate fundamentals
are typically already weak. But
today’s high yield bond issuers are

in much befter financial shape than
issuers entering past recessions, thanks
in part to years of low rates and

an extended period of uncertainty

surrounding the pandemic.

If we look at hisforically challenged
times, high yield spreads widen
(depicted in pale blue in chart 6).
But this situation is different today

as for the first ime we have a large
government rates buffer (depicted
in dark blue). The yield on high
yield is made up of the government
rate plus the high yield spread,

so as spreads widen it means the
economy is slowing and the Fed
will have reached its pivot point and
government rafes will compress.

The total yield will be relatively
unchanged, so even with a recession
and wider spreads, you can still

generate positive refurns in high yield.

We think the risk /reward trade-off
is currently more favourable in high
yield than in equities as you still have
double-digit upside in credit, but with
much greater downside protfection.
In @ downtumn, government rates go
lower, and this goes directly into the
price of high yield bonds as a part
of the yield. For equities, that often
goes info the valuation multiple, but
that would be dominated by the

downgrade to earnings.

INVESTMENT BOTTOM LINE
All financial markets will likely
experience some near-term
volatility, but invesfors with a
medium-term investment horizon
should be able to take advantage
of historically high yield levels to
achieve attractive returns on a
long-term horizon. We believe high
yield should be considered a core
fixed income allocation throughout

the cycle.

CHART 6: OPPORTUNITY IN RATES & SPREADS

High government rates provide protection in a recession scenario
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Source,/ Mirabaud Asset Management and Bloomberg, 31 January 2023
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IN TODAY'’S
UNCERTAIN,
DATA-DRIVEN
MARKET,
FOLLOWING
AN ACTIVE,
FLEXIBLE
APPROACH
HAS NEVER
BEEN MORE
CRITICAL
FOR RETURN
GENERATION

FLEXIBLE FIXED INCOME FOR ENHANCED ALPHA CAPTURE

Actively sourcing high yield
opportunities from across the
global

As flexible and active investors, we
favour a globally unconstrained,
benchmark agnostic approach

to capture the best potential
opportunities across the investment
universe in any macro environment. In
today's uncertain, data-driven market,
following an active, flexible approach
has never been more crifical for retumn

generation.

The unprecedented rates environment
and data-reliance means investors
can't set a macro view at the
beginning of the year looking 12

months ahead and then trade based

on botftom-up fundamentals alone.

FOR PROFESSIONAL INVESTORS ONLY

Our outlook evolves daily, reflecting
the latest data releases and newsflow.
We combine this infel with bottom-up
insights from companies, adjusting

our underlying cash bond positions
and overall portfolio risk using macro

hedging overlays.

We believe our nimble
and flexible approach,
implemented by a small,
hands-on team, presents
the best way to capture
upside potential amid
ongoing volatility, while
managing downside
with active hedging.




Mirabaud - Sustainable Global High Yield Bond Strategy

How we're positioning in a data-dependent market (os o febrary 2023)

* We are focused on increasing credit quality within the portfolio, favouring large, liquid companies with
the operational agility to succeed through an economic slowdown. We feel the valuations on these
companies are sufficiently attractive that we do not need to stretch into lower-rated areas of the market.

* We are close to 60% in high-quality bonds (BB and above) versus ¢.40% at the beginning of 2022. We
expect the performance of CCC-rated bonds to deteriorate as the economy slows and the higher interest
burden takes effect.

* We are increasing duration to position for the end of the rate-hiking cycle and peak in inflation.

CHART 7: ‘UP IN QUALITY’ APPROACH
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Source,/ Mirabaud Assel Management and Bloomberg as of 31 December 2022

CHART 8: SECTOR ALLOCATION
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CHART 9: ACTIVE DURATION MANAGEMENT
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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 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 notice.

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 Financial
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 Articles 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 enfifies and on the webpage: https:/ /www.mirabaud-am.com/en/funds-list/ . Further
information on sustainability is available af the following link: https:/ /www.mirabaud-am.com/en/responsibly-

sustainable.
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