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Investment Strategist Jeremy Butterworth discusses why credit markets have remained resilient despite
shifting rate expectations, where dispersion is creating opportunities for active investors, and why Asia
continues to offer a compelling credit opportunity set.

Q: What has surprised you most about fixed income markets in 2026? When | think about fixed income
markets this year, and | look at the course of the year, where we started and where we've ended up — it's
actually been quite different. We’'ve experienced greater volatility and expectations for inflation and
economic growth. This has meant policy expectations have shifted multiple times throughout the year.

Just think about the amount of rate cuts that we had priced in at the start of the year versus where we
are today. We're at a point where there’s a greater possibility of modest tightening before year end. And
if | look at rate markets, we've experienced a bear steepening in the yield curve. So longer dated yields
have risen faster than the front end of the curve. And that's translated into higher real yields and higher
term premia.

What's interesting is if you contrast that with what we're seeing in credit markets. Credit markets have
been pretty well behaved. We've only had very short bouts of volatility. And the spread widening we've
seen, | would suggest, has been driven more by issuance rather than a deterioration in economic
fundamentals.

Q: Credit spreads remain relatively tight. How should investors position portfolios in this environment?
We would agree. If you look broadly across spreads and index valuations, they are trading towards the
tighter side. What's less appreciated, and the nuance with index valuations, is that they're not telling the
full story. When you look beneath the surface, we're seeing significant dispersion across sectors,
industries and issuers.

Just look at high yield as an example, and the performance we've seen year to date. There’'s been wide
dispersion between the underlying industries. Take energy and pharmaceuticals, which have done
extremely well this year. And then compare that to, say, paper and packaging, which have been under
more meaningful pressure. And so in this environment, bottom-up research and issuer selection are
becoming increasingly important and a key area to add value to portfolios.

In addition, when | think about constructing a portfolio, having that flexibility to be able to capitalize on
opportunity and having dry powder are going to become increasingly important in adding value for
clients and investment experience.

Q: Where are you seeing some of the more compelling credit opportunities today, including in Asia?

There's a wide range of opportunities if | look across credit subsectors globally. One area that is
particularly interesting is in our own backyard, and that's Asia. If | think about Asia today, corporate
fundamentals across the region remain relatively healthy. In addition, you have this very positive supply
and demand dynamic, which is creating strong technicals that continue to underpin the market.



What really stands out to me is the breadth of the opportunity. We're finding opportunities not only in
investment grade markets. We're finding them in higher yield. And we're also finding them in sovereign
markets, in hard currency. Increasingly, local rates and currency markets are becoming interesting. That
range really matters because it gives you dimensionality to your returns and multiple levers to pull, rather
than relying on any single part of the market to perform well.

Q: Beyond the opportunities we've discussed, what are some of the developments or key risks you are
watching most closely right now?

There are three key developments we're watching in markets right now. Firstly, the direction of inflation
and policy expectations. They remain incredibly important to watch. We believe the Fed is going to be
heavily data-dependent. And we should really be conscious of its resolve to bring inflation back to target.

In addition, you really want to be conscious of the Treasury's reaction function alongside that. Number
two, we're looking at geopolitics and trade-related developments because they have the capacity to
continue to create volatility. And then the third development, which I think is the most interesting, is the
growing development in how companies are funding themselves as they continue to invest in their Al
capex goals.

What we’ve witnessed this year is this growth in technological debt issuance surrounding the build-out of
Al. And it's definitely impacting issuance, but it's also impacting spreads. And this is something we're
monitoring closely. If you look at this year, we've had hundreds of billions of dollars of funding and that
funding base continues to broaden. If | think about the new deals that are coming to market, they're
coming in all shapes and sizes and a variety of structures and issuer types.

Because of that, each of these deals requires specialist expertise to evaluate the merits, potential risk
and compensation of each deal. With that, we think this is a growing opportunity for active investors in
credit markets. But it is an area where you do need specialist expertise and a focus on fundamentals,
valuation and risk compensation.
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What do you need to know about the markets this week? Tune in to Paul Skinner's weekly market
update for the lowdown on where the markets are and what investors should keep their eye on this week.

European high yield: time for selectivity

Portfolio Managers Konstantin Leidman and Thomas Kelly, and Investment Director Jennifer Martin
discuss how European high-yield investors should rethink their approach in response to historically tight
spreads.

For the first time in over three years, the Fed raised the target rate range to 3.75%-4.00% in September.
Our team looks at what's driving the shift and what it means going forward.

A monthly update on equity, fixed income, currency, and commodity markets.



Fixed Income Portfolio Managers Alyssa Irving and Liz Kleinerman, and Head of Investment Grade
Private Credit Emeka Onukwugha explore the emergence of an Al investment cycle in credit markets.

Band-aids, bazookas, and boomerangs: Equity investing in a volatile US rate regime

With fiscal pressures and Treasury-market fragilities keeping bond yields volatile, Macro Strategist Juhi
Dhawan outlines implications for equity investors.

High asset prices, not low interest rates, are driving inflation

Wealth distribution in the US has rendered the Federal Reserve’s usual tools less effective. The Fed will
need to address asset prices head-on in creative ways if it is going to return inflation to target.

How Al is impacting the high yield market

Fixed Income Portfolio Manager Blake Huynh examines how Al is reshaping the high-yield market using
the latest issuance data. He explores what this transformation may mean for investors.

Tech Stocks as an Inflation Hedge: Is the Case Weakening?

Fixed Income Portfolio Manager Brij Khurana explores why US tech stocks may be a less attractive
hedge against US inflation and currency debasement and how this could favor bonds.

Emerging market debt: A strategic opportunity for insurers

We examine the breadth of the EMD universe, consider how insurers are using the asset class, and
share our outlook on the risks and opportunities ahead.
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