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Enter the Golden Age of Credit (Yes, Really)

By Gregory Peters, Head of Multi-Sector and Strategy

During the depths of the March market meltdown, and as global central banks and fiscal authorities aggressively entered
the fray, we saw the dawn of what we at PGIM Fixed Income believe to be “The Golden Age of Credit.” Decimated credit
valuations, coupled with the belief that companies will be forced to finally prioritize debtholders, created a highly attractive
entry point. Over the second quarter of 2020, fiscal and monetary stimulus surprised to the upside, global economies started
to reopen, corporate issuance soared, stock indices skyrocketed, and spreads rallied furiously. This all begs the question:
has the sun already set on “The Golden Age of Credit?” We think it's far from over; here’s why.

1. Attractive valuations. Timing is indeed everything. Entering the second quarter of 2020, credit spreads across virtually

every rating category and maturity bucket were at the widest end of the range witnessed over the past 25 years. Although
spreads have rallied since then, they have continued to trade at recessionary-type levels. The first leg of the credit spread
rally featured assets that were directly targeted by various support programs, namely high-quality assets. For example,
AAA-rated securitized products and high-quality, shorter-duration investment grade corporate bonds rallied strongly and
largely recovered. However, the second leg of the spread recovery remains in the early stages in portions of the market
that are still very much dislocated. In particular, the crossover corridor of BBB-rated and BB-rated corporate bonds appears
attractive and is at the cheaper end of its historical range. In fact, dating back to 1994, BBB-rated corporates trade in the
87th widest percentile relative to A-rated corporates, while BB-rated corporates trade in the 81st and 83rd widest
percentiles relative to BBBs and Bs, respectively.

Spreads in the BBB/BB Crossover Corridor Remain in a Historically Wide Range
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Historically, in the repair part of the credit cycle, fallen angels in the crossover corridor represent a “gift from above.” As
highlighted in Capturing the Opportunity of Constraints, segmentation in the fixed income markets is particularly acute in
the crossover corridor, which subsequently creates a meaningful source of potential alpha for multi-sector investors. Of
course, default and downgrade activity will pick up materially in the current environment, and credit selection remains
paramount, but we believe that spreads provide investors with more than adequate compensation for that risk.
Paradoxically, when spreads are tight and defaults are low, credit returns are lower than when spreads are wide and
defaults are high. Starting points matter and matter a lot.

2. Balance sheet repair. Credit investing is a perverse dark art where not so favorable news can improve the investment
outlook. Essentially, credit investors benefit the most when companies are in free cash flow conservation mode and they
pull back on balance sheet destructive activities, such as share repurchases, dividends, and capital expenditures. This
concerted effort that protects bondholder value is a favorable fundamental tailwind that naturally occurs when spreads are
wider, not tighter. Even though leverage may temporarily spike with the decimation of second quarter earnings/cash flow,
we expect corporations to embark on this multi-faceted balance sheet repair march over the coming quarters and years.
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Provided that a company is a going concern (doesn’t default) of course, the direction of a credit’s travel may actually be a
better determinant of its performance, rather than simply assessing the current state of its credit profile, particularly
considering the sharp and swift recession that created the leverage spike.

3. Slow growth is good growth. The unprecedented sudden stop in the global economy will likely have lasting effects on
growth and the future economic trajectory. As PGIM Fixed Income’s Chief Economist Nathan Sheets recently discussed
in Five Big Themes that Will Frame the Post-Virus Economy, the extent of the scarring is not completely known at this
stage. And while we at PGIM Fixed Income believe that a U-shaped recovery is the most probable, alternate scenarios
cannot be dismissed. Nonetheless, we see a long road back to trendline growth, which should keep corporations in free
cash flow conservation mode for some time to come. In fact, the longer and harder the economic road to recovery, the
more likely that companies will remain friendly to bondholders (or at least less hostile).

4. Too legit to quit. The global fiscal and monetary responses to this crisis have been nothing short of astounding. These
often-coordinated, swift and decisive actions have arguably staved off the worst-case scenario for the global economy and,
thus, the markets. Crucially, the current poor economic state is unlike the Global Financial Crisis where fiscal and monetary
authorities were worried about “bailing out” bad behavior and actors. The current lack of villains strongly suggests that both
governments and central banks will continue to do whatever it takes (to steal a phrase) to protect their innocent citizens.
As such, we don’t see either stopping until the so-called battle is won.

Risks are heightened as we progress through the second half of 2020, and we remain in an environment fraught with
uncertainty. Understandably, investors prefer clarity and certainty. But once again, the near-term cloud should keep
corporations conservative and focused on balance sheet repair. Admittedly, we have less conviction over the near term as
the markets will continue to be on a knife’s edge around geopolitics, COVID curves, and economic data. However, over
the medium to long term, we have a much stronger conviction as the current level of spread compensation, in concert with
the strong fiscal/central bank response in a moderately low economic growth backdrop, bodes favorably for credit
investing—thus enter “The Golden Age of Credit.”

This material reflects the views of the author as of July 23, 2020 and is provided for informational or educational purposes only. Source(s)
of data (unless otherwise noted): PGIM Fixed Income, as of July 23, 2020.
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Important Information
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("PGIM Singapore”). PFl of the United States is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential
Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom. Prudential, PGIM, their respective logos, and the Rock symbol are
service marks of PFl and its related entities, registered in many jurisdictions worldwide.

These materials are for informational or educational purposes only. The information is not intended as investment advice and is not a recommendation
about managing or investing assets. In providing these materials, PGIM is not acting as your fiduciary. These materials represent the views, opinions and
recommendations of the author(s) regarding the economic conditions, asset classes, securities, issuers or financial instruments referenced herein.
Distribution of this information to any person other than the person to whom it was originally delivered and to such person’s advisers is unauthorized, and
any reproduction of these materials, in whole or in part, or the divulgence of any of the contents hereof, without prior consent of PGIM Fixed Income is
prohibited. Certain information contained herein has been obtained from sources that PGIM Fixed Income believes to be reliable as of the date presented;
however, PGIM Fixed Income cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not be changed.
The information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is subject to change without notice.
PGIM Fixed Income has no obligation to update any or all of such information; nor do we make any express or implied warranties or representations as to
the completeness or accuracy or accept responsibility for errors. All investments involve risk, including the possible loss of capital. These materials are not
intended as an offer or solicitation with respect to the purchase or sale of any security or other financial instrument or an y investment management
services and should not be used as the basis for any investment decision. No risk management technique can guarantee the mitigation or elimination of
risk in any market environment. Past performance is not a guarantee or a reliable indicator of future results and an investment could lose value. No liability
whatsoever is accepted for any loss (whether direct, indirect, or consequential) that may arise from any use of the information contained in or derived from
this report. PGIM Fixed Income and its affiliates may make investment decisions that are inconsistent with the recommendations or views expressed herein,
including for proprietary accounts of PGIM Fixed Income or its affiliates.

The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding
the suitability of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned
herein, the recipient(s) of this report must make its own independent decisions.

Conflicts of Interest: PGIM Fixed Income and its affiliates may have investment advisory or other business relationships with the issuers of securities
referenced herein. PGIM Fixed Income and its affiliates, officers, directors and employees may from time to time have long or short positions in and buy
or sell securities or financial instruments referenced herein. PGIM Fixed Income and its affiliates may develop and publish research that is independent of,
and different than, the recommendations contained herein. PGIM Fixed Income’s personnel other than the author(s), such as sales, marketing and trading
personnel, may provide oral or written market commentary or ideas to PGIM Fixed Income'’s clients or prospects or proprietary investment ideas that differ
from the views expressed herein. Additional information regarding actual and potential conflicts of interest is available in Part 2A of PGIM Fixed Income's
Form ADV.

In the European Economic Area ("EEA"), information is issued by PGIM Limited or PGIM Netherlands to persons who are professional clients as defined in
Directive 2014/65/EU (MiFID Il). PGIM Limited's registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is
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investment adviser with the Japanese Financial Services Agency. In South Korea, information is presented by PGIM, Inc, which is licensed to provide
discretionary investment management services directly to South Korean investors. In Hong Kong, information is provided by PGIM (Hong Kong) Limited, a
regulated entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 (paragraph
(a) to (i) of the Securities and Futures Ordinance (Cap.571). In Australia, this information is presented by PGIM (Australia) Pty Ltd ("PGIM Australia”) for the
general information of its "wholesale” customers (as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is
exempt from the requirement to hold an Australian Financial Services License under the Australian Corporations Act 2001 in respect of financial services.
PGIM Limited is exempt by virtue of its regulation by the FCA (Reg: 193418) under the laws of the United Kingdom and the application of ASIC Class Order
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