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KEY CONVICTIONS & INVESTMENT THEMES

1

After pivot, some pause, while others party on. Central bankers signaled their policy
pivots, and while we await movement, mini cycles continue playing out within the market’s
higher yield ranges. The first quarter was a pause for the investment grade segment of the
bond market, but the party went on for high yield and emerging markets.

Traversing ranges across the strategic buy zone for bonds. True, credit spreads are
tighter. But from the perspective of the last 20 years, yields remain in rarefied air, central
banks appear done raising rates, and long-term rates are also probably past their peaks for
the cycle. As a result, as yields drift in this new higher range, the bull market where returns

derive from yield itself, is poised to continue.

The best offense is a better defense. While geopolitical risks fester, they have yet to
result in major macroeconomic or market impacts. In an environment of tight credit
spreads, these risks—amongst others—underscore the importance of issue selection to

keep portfolios resilient to potential shocks.

Alpha opportunities as yield becomes destiny. Ongoing uncertainty continues to create
a deep opportunity set for adding value through issue, sector, term structure, and currency
positioning. Hence, our bond market outlook is still generally positive over the balance of
2024 as high yields boost the odds of favorable market returns (Yield is Destiny after all)

and the potential for ample alpha generation remains favorable.
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BOND MARKET OUTLOOK

A New Quarter, Similar
Positive Outlook

As expected, after the strong interest-rate rally in
the fourth quarter of 2023, the market was due for
arest. Indeed, the longer-duration and higher-
quality segments of the bond market registered
negative returns in Q1. However, the rally in
credit products powered ahead thanks to stable
fundamentals and strong demand from retail,
pension, financial, and overseas investors (Figure
1). In fact, the demand for yield was so strong
that the higher risk segments of the market, such
as highyield corporates and hard currency
emerging markets, posted strong positive returns
despite the increase in governmentyields (click
here for Q1 returns). Although the tighteningin
investment grade spreads was far more modest,
it was impressive nonetheless as it occurredin
the face of record supply.

Rate cut expectations halved... Long rate
movement comparatively muted...

Short rates increased dramatically in Q1 as
investors significantly scaled back expectations
for rate cuts (Figure 2)—by a third in Europe and
by one half in the U.S. Despite this aggressive
re-rating at the front end of DM yield curves,

the increasein long-term rates was comparatively

mild, giving back just a fraction of the Q4 2023
rally. The muted reaction in longer yields
(+30-40 bps) suggests investors remain
committed to the idea of locking in yield
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Figure 1
Fund inflows indicate the breadth of fixed income demand (EPFR monthly bond flows; USD billions)
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Figure 2
The front end sobers up to more realistic rate-cut expectations (2024 rate cut expectations; bps)

Central bank As of Dec. 31, 2023 As of March 31, 2024 Q-0-Q change
Federal Reserve -165 -80 +85
ECB -194 -123 +71
BoE -190 -1 +79

Source: PGIM Fixed Income and Bloomberg.
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for the long term, and inverted yield curves
show that they are willing to give up a bit of
yield in order to do so.

A further testament to the bid for yield...
Spreads cut in half since 2022

Investors’ enthusiasm for locking in yields is
most evident in spread product. Despite the
dramatic reassessment of potential rate cuts,
end-users’ strong demand for yield broadly
drove spreads 10% tighter this year, bringing the
cumulative drop in spreads since the post-
invasion wides to as much as 50% (Figure 3).

Is there too much cash?

In general, the strong bond inflows and the
sharp rally in higher-risk fixed income hasn’t
happened in a vacuum, but rather against a
backdrop of rallying prices for a range of asset
classes from gold to crypto currency to Al
stocks (see box on Rocketing Prices). While one
can make the case for any of these bullish
stories, perhaps there is a powerful
contributing factor: investors have too much
cash (Figure 4).

In absolute terms, money fund assets soared
during COVID. They surged again as savers at
first sought safety and then higher yields in
money funds following the SVB blowup.
Compared to the roughly 15% of nominal
GDP invested in money funds during more
placid times, the current level of 21% is
more akin to the highs of the 2002 and 2008
recessions—both of which were followed by
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Figure 3
The expanding search for yield continues to compress spreads (indexed to 100).

115

Spreads ~50% narrowe{ since September 2022

Spreads ~10%
narrower in 2024
—oood {

45
Oct 2022 Jan 2023 Apr 2023 Jul 2023 Oct 2023 Jan 2024 Apr 2024

=== Bloomberg U.S. Agg Corporate average OAS = Bloomberg EuroAgg Corporate average OAS
=== Bloomberg Pan-European High Yield average OAS

Source: Bloomberg.

Figure 4
Perhaps some of the buoyance across asset ranging from stocks, bonds, gold, and crypto currency is the result of
investors paring back uncomfortably high levels of cash (indexed to 100).
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strong, multi-year rallies in stocks and a Figure 5
generally favorable environment for credit Stocks—some have doubled since the COVID lows, with more than half of the rise occurring since the invasion lows of 2022
product as well.! (indexed to 100).

190
Mother of all asset allocation trades yet to come?

170
While investor allocations to equities and real
estate may have increased via appreciation and 150
cash allocations increased through flows, bond 130
allocations may have been depressed by the rate
increases over the last few years. This seeming 110
imbalance in allocations—running counter to an
aging demographic—suggests, all else equal, that <
bonds could remain well supported if and as 70
investors try to rebalance towards more Apr2019 Apr 2020 Apr 2021 Apr 2022 Apr 2023 Apr 2024
normal/higher fixed-income allocations.

=== STOXX Europe 600 Price Index EUR e TOPIX Index e S&P 500 Index

Source: Bloomberg
ROCKETING PRICES—A RATIONALE FOR
EVERY MARKET, OR JUST TOO MUCH CASH

Figure 6

LOOKING FOR A STORY, OR ABIT OF BOTH? Since October 2023, gold has vaulted to new all-time highs while bitcoin has more than doubled.

2,400
In the “lower interest rates are coming, a soft 70.000
landing is in the bag, Al will save the world, and ’ 2300
don’t bother me about geopolitical risk” 60.000
category, stocks have (in very rough terms) ’ 2,200
nearly doubled from their COVID lows with 50.000
half the rise occurring in practically a straight , 2,100
line over the last handful of months.

. A A L. 40,000 2 000
Alternatively, in the “hedge against geopolitical '
risk” category, gold has catapulted to new highs, 30,000 1,900
up 25% since early October as tensions have
risen in the Middle East. Lastly, 20,000 1.800

_ _ _ Apr 2023 Jul 2023 Oct 2023 Jan 2024
LA fraction of the increase is the result of low interest bank
deposits moving into market rate mutual funds. But even Bitcoin/USD SpOt rate e CUITENE gO|d contract (RHS $ / troy 0z )
allowing for this adjustment, cash balances are well above ' '
pre-COVID levels. Source: Bloomberg
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the SEC has unleashed a new pool of investor
capital on the crypto currency market by enabling
crypto ETFs. Over the last six months, the pre-
hype and kick-off of the ETFs has driven a
doubling of bitcoin.

Inverted yield curves: investors want to lock in
yields for the long term

Ever since the fall of 2022 when 10-year yields
broke above 2% for the German bund and 4% for
the U.S. Treasury, investor demand has suppressed
long yields, causing an inversion of the yield curve
as cash rates continued to rise. While many
assumed this was a sign of a looming recession,
alternatively, it may simply reflectinvestors’
recognition that yields are back at generational
highs (Figures 7 and 8). And as the markets have
progressed since the fall of 2022, central bank rate
cycles have peaked, adding a sense of urgency on

Figure 7

The peak in central bank rate cycles and
generationally high yields are drawing strong
investor flows and contributing to curve inversions
(%).

Source: Bloomberg.
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the part of aging investors, pension funds, and
financial institutions to get into the bond market at

the peak of the rate cycle.

Where to from here? High yields generate return;
rinse, repeat.

Looking ahead, the outlook for bond market
returns over the long run remains strong. While we
do not expecta decline in long-term yields, today’s
still generous yield levels will nonetheless continue
to accrue. Similatly, although wholesale spread
tightening from current levels is unlikely, spread
sectors can add incremental income and return as
well as offering opportunities to add value through
sector rotation and issue selection. One possibility
is that the rally’s laggards catch up, potentially
resulting in spread compression across the quality

spectrum.

2004 2008 2012
=== EM HC Blended yield

=== Bloomberg U.S. Agg. yield

OPPORTUNITIES FOR CCCs TO BRING UP THE
REAR

In the higher risk markets, such as high yield and
emerging markets, investors have finally turned
their attention to the laggards: the lower credit
quality realms. In particular, EM HY has trailed 1G,
while in U.S. high yield, CCCs have trailed BBs. As
discussed in the sections that follow, that leaves
room to add value by playing for narrower spreads
by quality (i.e., CCC spreads compressing to BBs),
through tactics like a credit barbell (see EM
section), or issue selection in stressed/distressed

credits.

2016 2020 2024
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The Bottom Line

This unusual bull market is set to continue.
Long-term rates and credit spreads are likely to
remain relatively range bound, with some
potential for narrowing of credit spreads and
favorable avenues for adding value through
active management as the highest yields in a
generation transform over time into realized

returns.

THE BENEFIT OF BONDS, DESPITE AN
INVERTED YIELD CURVE

With cash rates remaining elevated, it’s worth
revisiting some of the benefits of boosting fixed-
income allocations:

m Considering that rate hike cycles are over, we
remain “in the buy zone” with long-term

rates near their secular peaks;
m alpha generating opportunities;
m exposure to credit beta;

m long-term income hedge—lock-in
generational highs in yield;

m potential risk hedge;

® and favorable relative valuations versus other

asset classes.

PGIM FIXED INCOME SECOND QUARTER 2024 OUTLOOK | 10

Figure 8 and Figure 9
Opportunities to capture spread compression in laggard credit sectors (yields in %; spreads in bps)
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RESEARCH HUB

WHAT LIES BENEATH
GLOBAL ECONOMIC
RESILIENCE?

The question above continues to confound the market consensus.
While we can point to the resiliency in recent data, the proper context is
needed to help extrapolate these economic conditions into strategic

investment views.

We have collected insights covering three themes that we believe shed
light on the main factors driving resiliency: the U.S. economy’s evolving
interest-rate sensitivity, the future of global inflation, and our

expectations for interest rates and fixed income performance.
Learn more at PGIMFixedIncome.com =
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GLOBAL MACROECONOMIC OUTLOOK

An Improved Balance of Risks and its Policy Implications

While the global economy’s resilience continues to
surprise many, it also remains aligned with our
expectations from the beginning of the year. The
minor adjustments that we’ve made to our economic
scenarios are largely indicative of the two-sided
growth and inflation risks that appear more
prominent as we look ahead. Yet, there is more that
is feedinginto the tail risks with geopolitics and
globalfiscal stimulus each contributing to the
elevated left and right tails.

That said, the ramifications from the U.S.
presidential election, the EU parliamentary elections,
and two wars with the potential to expand into wider
conflagrations—while the great-power competition
between the U.S. and China continues to unfold—
pose risks that are more difficult to quantify, thus

also keeping tail risks wider going forward.

All the while, most major global economies continue
to chugalong. In the U.S., stronger-than-expected
readings on inflation and labor market conditions—
the latter due in part to immigration effects—have
flowed to the right side of the tail, delaying or
curtailing rate cuts by the Federal Reserve relative to
prior market expectations. Indeed, the median
projection for the Fed funds rate from the March
FOMC meeting still indicated three cuts in 2024,
which remains consistent with our view for cuts to
start in June. Notably, the Fed’s summary of
economic projections’ (SEP) core PCE forecast for
year-end 2024 increased from 2.4% to 2.6%.

PGIM FIXED INCOME SECOND QUARTER 2024 OUTLOOK | 13

Furthermore, the latest SEP indicated one fewer rate
cutin 2025, reducing the forecast to three 25 bps
cuts. We forecast YE 24 core PCE at 2.8% as
inflation struggles to move towards the Fed’s 2%

target.

In addition, the FOMC’s long-run dot inched up
from 2.5% to 2.6%. While the adjustment was
minor, it may be an initial sign that the Fed is willing
to implicitly accept a higher Fed funds level over the
long run if it feels that the economy can tolerate
higher policy rates even with inflation at target over
the long run. Additional adjustments in the long-run

projection towards the 3.0% area will likely follow.

That said, when looking through the headline
figures, we see signs that the labor market continues
to moderate, albeitnot as quickly as many
anticipated. As one forward-looking signpost, we
look at average weekly earnings (it includes wages
and hours worked) to assess how employers may
manage their labor costs going forward. Historically,
employers first adjust hours worked, then they adjust
wages, and then they reduce positions as necessary.
To that end, the consistent increase in continuing
unemployment claims underscores the gradual easing

in labor market conditions.

The labor market’s support for U.S. consumer
spending also appears to be moderating (also at a
slower pace than many anticipated) and nearing
some points of exhaustion. Indeed, for all but the

top 1% of consumers by income, savings have

dropped below the pre-COVID trend, increasing
their reliance on credit, which also has its limits

(Figure 1).

While our base case in the U.S. continues to call for
“weakflation,” the reduced probability from 35% in
Q4 to 30% leads to a relatively wide distribution of
the remaining scenarios. For example, the right side
of the distribution includes a 10 percentage point
improvement in our soft-landing scenario at the cost
of the weakflation and recession scenarios (see the

scenarios summary page for comparisons across

global regions and to prior quarters).

Much will be said as the Trump and Biden
campaigns march towards November, and
investmentimplications loom in either outcome. A
Trump win could resultin a negative supply shock
given the expectations for increased tariffs on China
and potential reductions on immigration, thus
reduced labor supply. It may also feature a positive
demand shock from looser fiscal and monetary
policies coupled with regulatory relief. A Biden win
could be more positive from the supply side amidst
continuation of various initiatives, such as the IRA
and CHIPS acts, but less so from the demand side,
e.g., no tax cuts. In the event the Senate flips to
Republican and the House, which is more of a toss
up, flips to Democrats, the government will remain
deeply divided, likely propagating the political
polarization that continues to assert itself globally.
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After the Euro Area avoided recession in 2023,
we see growth continuing at 0.6% in 2024—
slightly better than the consensus—amidst rising
real incomes, continued fiscal support, resilience
in the U.S. economy, and looming ECB rate
cuts. That said, growth of less than 1% is very
weak for the EA when compared to its pre-
pandemic average of 1.4% per year.
Developments on a regional basis also warrant
consideration as recent data confirm the “flip”
in the EA narrative with much of the periphery,
e.g., Greece, Spain, and Portugal, outperforming
the core of France and Germany (Figure 2).
Although Italy remains the periphery’s weak link
as of late, we see further upside risks emanating
from the peripherals reflecting unspent NGEU
funds (where the multiplier could now be even
larger), domestic fiscal support, reduced fiscal
uncertainty from revised Stability and Growth

Pact rules, and the benefits of rate cuts.

From a monetary policy perspective, recent
indications from the ECB that it could start
cutting rates in June, as opposed to April, aligns
with our expectation for a total of 75 bps in rate
cuts in 2024, which would bring its policy rate to
3.25% by year end. The ECB’s recent comments
on a capital markets union could also manifest
into another structural boost to growth across
the EU over the medium term. In the UK the
Bank of England’s recent statement that "the
stance of monetary policy could remain
restrictive even if Bank Rate were to be

reduced,” points to a scenario where it cuts

PGIM FIXED INCOME SECOND QUARTER 2024 OUTLOOK | 14

Figure 1

Rising credit card balances and delinquencies point to a slightly U.S. stretched consumer
U.S. Credit card balances as % of limits vs. debt per capita (30 days late) Federal Reserve Bank of New York
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Figure 2

Growth in the periphery exceeding Germany’s relative stagnation
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rates over the near-term horizon, while
telegraphing that its policy rate will nonetheless

remain relatively elevated for the foreseeable future.

While our base case (40%) for Europe also calls for
weakflation, the increased probability to the right
side of the distribution is reflected by the 10
percentage point increase in the soft landing
scenario, which now matches the recession scenatio
at 25% and reflects a more balanced picture of risks

going forward.

As the great-power competition between the U.S.
and China continues to play out, the latter’s
growth prospects remain one of the more
prominent global macro uncertainties. Yet, a
forward-looking view requires context regarding
nominal vs. real conditions in the world’s second-

largest economy. Indeed, when adjusting for

Figure 3

When adjusted for inflation, growth in China
should progress and add some global support
(China: contribution to real quarterly GDP growth,
by sector: YoY % change)

Source: China National Bureau of Statistics (NBS)
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inflation, China’s growth and the contribution from
consumption appear relatively healthy in the 4-5%
range, while the contribution from investment,
inventories, and net exports lags. China’s relative
stability on an inflation-adjusted basis may be one
reason why authorities are taking a gradual

approach to stimulus in China.

While more stimulus measures will likely emerge in
China, they’re unlikely to match the actions from
2008 or 2015 when China’s policymakers
benefitted from more fiscal space and the real
estate sector was regarded as a cyclical factor
(rather than its current status as a structural
situation). Our view for additional, but not massive,
stimulus—which should keep growth expectations
positive, but muted, at 4.5% in 24—is indicative of
policymakers” multiple objectives, including

national security, structural transformation, and

1

2009 2010 2011

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

financial regulation. This view flows through to our
base case with the probability for a soft landing
rising from 55% to 70%, while the recession
scenario on the left side of the distribution gained 5
percentage points to 20% (see the Economics
Scenarios for additional detail, including the

remainder of the Emerging Markets sector).

Finally, in Japan, the Bo]’s decision to liftits policy
rate into positive territory ends the era on negative
policy rates. The BoJ also concluded its yield curve
control program with the pledge to buy long-term
JGBs as needed. As for the BoJ’s next moves, it
likely sees a fragile, but stable, economy that
warrants an accommodative stance keeping rates
close to zero. However, the U.S. economy’s
continued resilience and buoyant growth in China
could prompt the Bo] to tighten policy further.

<-5.2%
2023 Q4

2022 2023 2024

— Overall GDP growth ™ Statistical discrepancy ™ Agriculture ™ Services M Industry & construction
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Indeed, we viewed the BoJ’s statement that
additional policy accommodation remains
needed “for the time being” as somewhat
hawkish. We’re also cognizant that the BoJ
could announce an early start to a QT process
that could have spillover effects across the

global bond markets.

That said, if the yen continues to trade weaker
vs. the U.S. dollar, as it did after the decision to
lift policy rates out of negative territory, its risk
markets could benefit from ongoing tailwinds.
It’s an apt picture for a global economy
increasingly bracketed by prominent
probabilities on either side of the distribution.

PGIM FIXED INCOME SECOND QUARTER 2024 OUTLOOK | 16

Figure 4

With no shortage of geopolitical hotspots, the following summary page provides our scenario analysis of the respective situations
along with signposts to watch over the coming months and quarters.

Key geopolitical risks

(base case and assumptions)

Escalation of Russia's War vs Ukraine
Attritional war with risk of escalation (80%)

Assumptions: Positional warfare persists, with no
major changes to frontlines.

Expansion of Israel - Hamas War
Conflict remains limited to Gaza (65%)

Assumptions: Major regional players against
expanded conflict. KSA & Iran truce holds up.

Escalating Military Tensions on
the Korean Peninsula

NK's nuclear and diplomatic coercion (80%)

Assumptions: Build up of conventional/ nuclear
capability to undermine security status quo and coerce
diplomatic recognition as nuclear state

Escalating Dispute Between China and Philippines

Uneasy status quo with risks of accidental military
confrontation (65%)

Assumptions: Philippines strengthening military ties
with U.S.; challenging China's presence in disputed
islands

China's Military Invasion of Taiwan

China continues to erode status quo in preparation for
takeover short of war (85%)

Assumptions: China prepares ground for
reunification using coercive tools / deterrence against
U.S."involvement.

Source: PGIM Fixed Income.

Continued support from
West. Battlefield
breakthroughs (lack
thereof). Next U.S.
President.

Diplomatic progress;
Israeli and U.S. politics.
Iran's actions and
China's engagement.

Advance of nuclear
program. Perceived
strength of U.S /allies’
deterrence. China and
Russia's relationship
with NK.

Continuation of China's
coercive actions against
Manila; re-launch of
bilateral, regional treaty
talks.

Continued U.S. support
and its "strategic
ambiguity" policy.
Whether Taiwan's Lai
signals drive for
independence.

Benign Case

Mutual understanding
that victory is
impossible. Fragile
ceasefire with external
participation. West -
Russia security talks

Hostage diplomacy
succeeds. PA-led admin
takes over. Israel
accepts discussion of
two-state solution - Gaza
reconstruction.

Return to status quo.
Denuclearization talks
resume in exchange for
sanctions relief.

Pre-Marcos status quo:
Philippines and China
launch negotiations
resulting in cooperation
to address disputes.

Current status quo
broadly persists.

Adverse Case

Faced w/ defeat Russia
responds via WMDs,
risking escalation with
NATO (5%)

Wider ME conflict in Gulf
region, including the
U.S. and Iran KSA-Iran
truce breaks down (30%)

War with SK; including
potential use of nuclear
weapons. Nightmare
scenario - attack
coincides with China's
invasion of Taiwan
(15%)

Military conflict. Fear of
wider credibility gap
forces US to

act (25%)

War over Taiwan: Taipei
pushes for & US
supports independence.
Misunderstandings lead
to Chinese invasion
(5%)

Direction

and impact

\J

Medium/
high

<>

Medium/
high

High

High

High
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DEVELOPED MARKET RATES

Outlook: Maintaining a tactical approach to range-bound
Western markets, while the BoJ’s end of the negative-policy
rate era highlights the potential for higher JGB yields.

B The unexpected economic resiliency in many DM
economies provided a reality check for the markets’
exuberant monetary policy expectations. As noted in
our introduction, the increase of about 30 bps in long-
term rates was a fraction of the 90-120 bps increase in
short-dated forward rates as participants pared their

expectations for monetary policy easing.

B Despite quite different fundamental backdrops in the
Western markets, yield changes were quite comparable
actross countties in Q1 (e.g., UST/UKT/DBR/]JGB
+36/+54/436/+21 bps, respectively), with the
increases amounting to a mere fraction of the yield

declines of Q4 2023.

Recent market swings have defined the yield
ranges likely to persist in the U.S. and Europe
going forward (%).

Source: PGIM Fixed Income
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e .S, 10-year Yield

m Given the potential for fewer and/or slower rate
cuts as wellas the heavy government issuance expected
across DM markets, one might expect rates to be even
higher.

® However, these bearish factors have been nearly
offsetby demand from end users who are anxious to
lock-in yields at their cycle highs. All said, between the
peak in yields and pessimism of September 2023 and
the trough in yields seen at the turn of the year, we
believe the violent moves of the last six months have
more or less defined the yield ranges we are likely to see
in the quarters ahead (i.e., 3.8%-5.0%1in the U.S,;

1.9%-3.0% in Germany (see accompanying chart)).

B Away from the amazing likeness of market
movements across DM markets, two outliers emerged

in Q1. First, the Swiss National Bank became the first

2019 2020 2021

e German 10-year Yield

DM central bank to cut rates in what is likely to
become a series of rate cuts. While others are likely to
follow, the SNB situation is unusual in that the Swiss
inflation rate has actually dropped below target, and the
franc has been quite strong. For such an open
economy, that combination afforded the SNB the

latitude to cut rates in order to support growth.

B However, the Bank of Japan’s situation is clearly the
most dynamic as Q2 commences. For several months,
the expectation was that NIRP would end—as it did—
following the Spring wage negotiations. But the
market’s subsequent expectations for a glacially slow
normalization of rates with very few, if any, follow-on
rate hikesand a very slow reduction in bond purchases
has come into question as a result of the yen’s dramatic

weakening following the end of the NIRP era.

2022 2023 2024
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® With the yen relatively stable versus the dollar
in 2023, the general assumption by the market
and policy makers was that the BoJ would
patiently implement policy normalization to
ensure that a 2% inflation rate had been
sustainably achieved. Yet, since ending NIRP, the
yen has scratched new cycle lows, raising the
threat that the multi-year trend of yen weakness
could resume. In that event, a renewed bout of
yen weakness could easily create another rise in
import price inflation that could in turn create an
unacceptably high, above-target rate of inflation.
This has opened up the prospectof a more rapid
policy normalization in Japan—i.c., more of a
series of rate hikes with a greater reduction in

bond purchases—than previously envisioned.
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AGENCY MBS

Outlook: Positive expectations on eventual rate cuts and
on excessreturns vs. Treasuries. We continue to
express this view in specified pools amid better
prepayment speeds vs. TBAs. Intermediate coupons
appear attractive due to yield and carry as well as better
convexity profiles than higher coupons.

B Our positive outlook on the sectoris due to a
combination of factors, several of which pertain to
the Federal Reserve’s anticipated rate-cutting cycle.
From a general perspective, MBS should benefit
from further reductions in implied volatility once the
timing and implementation of the rate cuts become

clearer.

B From a technical perspective, although seasonal
origination activity could increase with a moderation

in primary rates, the lack of affordable housing units

Quarterly MBS issuance
(USD millions)

remains a headwind for purchase loan activity.
Primary rates have also restrained prepayment
activity, but we expect higher coupons will display
faster speeds when borrowers in higher, newer-
production coupons can take advantage of lower

primary rates.

B On the demand side, buying from banks could
increase if deposit pressures ease amid the rate
cutting cycle. Fed Chair Powell has also indicated

final Basel 3 capital rules will be less restrictive.

® [n terms of market conditions, Fed rate cuts would
also improve dollar roll performance, thus reducing
the rationale for short positioningin MBS TBAs.
The recent Treasury selloff led to some pressure on
MBS durations, which subsequently stabilized.
Looking ahead, most coupons in the MBS Index
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should behave more in line with expectations at these

rate levels.

B The potential risks to our outlook also pertain to
the Fed, particulatly if it doesn’t deliver the policy
easing anticipated by markets. Furthermore, if the
Fed adjustsits quantitative tightening initiative, its
unlikely to stop MBS from rolling off the balance
sheet, and it’s also unlikely to add them again in the
instance of another quantitative easing program.
Finally, expectations of rate cuts have also limited the
opportunity set in the sector as convexity risk
continues building in production coupons, narrowing
investment choices to more positively convex

opportunities down in the coupon stack.

Q1 1 Q2 | Q3 | 4 Q1 | Q2 | Q3 | 4 | Q1
2022 2023 2024
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The Ingrained Income Bias in Sovereign ESG Ratings

In 2020, the World Bank released a paper entitled
“Demystifying Sovereign ESG,” which analyzed
the methodologies and outputs of the major
sovereign ESG rating providers. The paper
highlighted a structural issue prevalentin
sovereign ESG scores, termed “the ingrained
income bias.” This is the phenomenon that richer
countries tend to perform better on sovereign
ESG indicators while those of poorer economies
tend to perform worse. Thus, sovereign ESG
indicators are often highly correlated with a
country'sincome. Additionally, ESG risk ratings
tend to be highly correlated to general risk
ratings on sovereigns, which in turn tend to be
correlated with income, meaning that most ESG
risk ratings likely add little new information.

After initial testing, we found that the prior
version of our sovereign ESG Impact Ratings
also suffered from the same ingrained income
bias. The concern s that this systematic bias
could be driving an inefficient allocation of
capital, as money is being allocated to richer
countries where the incremental impact may be
lower than if it went to lower income countries
that are effectively developing. Further analysis
found that in our framework, some Emerging
Markets (EMs) had a lower ESG Impact Rating
compared to Developed Markets (DMs) but were
outperforming relative to what was expected

given their level of wealth.

Dynamic peer-grouping

When updating our sovereign ESG Impact
Rating framework, we decided to address this
challenge through the creation of peer groups.
Benchmarking against peers in each group can
reduce the ingrained income bias as we compare
countries to those with a similar capacity to spend
on relevant environmental and social issues,
allowing for meaningful performance
measurements relative to the peer group average

instead of the entire universe of countries.

Our approach to peer grouping differs from that
of much of the industry in several ways. Firstly,
we do not construct peers based on closest
ranked GNI per capita, but rather use the actual
value for GNI per capita. Secondly, common
practice is to have static peer groups (i.e. breaking
the universe down into distinct quartiles or
quintiles). Instead, we created dynamic peer
groups, meaning that every country has its own
unique peer group comprised of whichever
countries have the most similar GNIs per capita.
As a country’s GNI per capita changes, so does

the composition of its peer group.

We believe that, although more complex, this
method allows us to overcome certain challenges
arising from static peer groups. Namely, when
grouping countries based on defined thresholds

(e.g. quintiles, quartiles, etc.), we found that some

PODCAST

THE ELEPHANT IN THE ROOM: OVERCOMING
BIODIVERSITY DATA CHALLENGES

A review of the vital role of biodiversity across social
and economic dependencies has captured the
attention of ESG investors

WHITE PAPER
DECARBONISATION: THEORY VS. REALITY

We explore why carbon footprint alone will not
suffice for investors that want to support
decarbonization and begin to offer outlines of an
alternative.

Check out more ESG thought

leadership and media spotlights at

countries were subject to hard boundary effects. www.PGIMFixedIncome.com
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For example, a country at the top of its static peer
group in terms of GNI per capita could be
performing better than the rest of its peer group.
Butif its GNI per capita increased slightly, it
could move up to the next peer group and
suddenly become that group’s worst performer,
even though there was no change in their actual

ESG performance.

For example, Turkey and Bulgaria have a similar
performance on the maternal mortality indicator.
The absolute difference in the two countries’
GNI per capitais also fairly small, but Turkeyis
currently near the top of the third quartile while
Bulgaria is around the bottom of the second.
Despite their similar performance on maternal
mortality and incomes, Turkey ranks eighth in its
quartile whereas Bulgaria ranks twentieth.
Hypothetically, if Turkey became richer and
moved into the second quartile or were Bulgaria
to become poorer and fallinto the third quartile,
their ranking on this metric within their new
quartiles would shift dramatically from their
current ranking despite a maternal mortality

performance that remains unchanged.
Is everything eer-grouped?

It’s important to note that we do not apply peer
grouping to every indicator in our framework.
Instead, we analyze each data point to decide
whether we need to adjust for the income levels
of a country. In cases where a particular data
point is highly influenced by the country’s
capacity to allocate resources to the theme,

assessing performance relative to its peer group
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might be warranted to account for the ingrained
income bias. For example, the life expectancy of a
country is highly correlated with income. The
country’s number of doctors, hospital
infrastructure, access to medicines, and quality of
treatments are key drivers of life expectancy and
are highly dependent on the country’s available
resources for healthcare. In these cases, it makes
sefnse to compare countries against others with a
similar capacity to spend to see which countries
are better or worse at effectively deploying their
available resources (i.e. which countries are
“punching above / below their weight”).
However, there are some indicators where peer
grouping may not be appropriate given that they
should not be driven mainly by income levels. For
such indicators, there may still be some empirical
correlation with income, but we do not believe in
these cases that correlation implies causation
(and/ ot the causation may be reversed, i.e. poot
performance on the indicator explains lower
incomes). For example, indicators under the
Freedom and Rights theme will not be peer
grouped in our updated framework despite some

empirical correlation with income.

Opverall, our approach to peer grouping has
achieved what we intended: The correlation
between our sovereign ESG Impact Ratings and
GNI per capita is less than before but has not
been eliminated completely. Instead, the best
performing Emerging Markets are scoring higher
than previously, thus getting the credit they
deserve, and the worst performing Developed

Markets have lower impact ratings than before.
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SECURITIZED CREDIT

Outlook: We continue to favor tranches at or near
the top-of-capital structure given their attractive
relative and absolute risk-adjusted return potential.
We expect spreads will remain rangebound, making
“carry” the dominant theme in 2024. Down the
capital structure, we have observed material credit
curve flattening as spreads have rapidly tightened
despite deteriorating credit performance in
underlying assets. We attribute this spread
compression to be driven largely by strong
technicals as other risk markets have meaningfully
rallied this year on the back of strong fixed income
flows and a return of the need for yield. However,
we do believe that the negative skew of returns in
mezzanine tranches is not reflected in current
spreads and are being much more selective in this
environment. Notwithstanding this caution, we
acknowledge that the current strong market
technicals for fixed income assets could lead to
further spread and further credit curve compression.

® In CMBS, higher interest rates have led to
softness in capitalization rates, which will
continue to pressure valuations in 2024.
However, current CRE valuations better reflect
the higher interest rate environment, and we are
now closer to the trough in valuations. Our
expectation is that property values will generally
decline by about 20% peak to trough, but
dispersion will abound with office likely to do

the worst. AAA conduit bonds now trade fair to
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Valuation perspective in securitized credit
(spreads in bps; p refers to the set mean)

CLO

CMBS

RMBS

AAA Euro CLO (p=156; Current=147)
AAA CLO (p=145; Current=150)

AA CLO (u=216; Current=200)

A CLO (u=297; Current=245)

BBB CLO (u=432; Current=360)
Conduit 5Y AAA (u=102; Current=113)
Conduit LCF/A4A (u=130; Current=126)
CRE CLO AAA (u=158; Current=185)
SASB AAA (p=128; Current=150)
SASB BBB- (u=310; Current=290)
SFR AAA (u=138; Current=128)
Non-QM AAA (u=168; Current=146)
GSE CRT M1 (u=132; Current=125)
GSE CRT M2 (u=310; Current=180)
GSE CRT B1 (u=458; Current=250)
AAA Credit Card (u=57; Current=60)
AAA Auto (u=56; Current=65)

é Consumer Loans (Top Tier) AAA/AA (u=156; Current=120)

Rental Car AAA (u=155; Current=133)
Consumer Loans (Top Tier) A/IBBB (u=151; Current=205)

Source: PGIM Fixed Income
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comparable corporate bonds, and we prefer
seasoned AAA front pay securities over AAA
last cashflows given their priority in the super-
senior waterfall. We continue to see value in
select single-asset single-borrower securities.
While we expect 2024 issuance to rebound
compared to last year, higher interest rates and a
challenging financing environment are expected

to keep activity suppressed.

® Home prices continue to benefit from strong
technicals as existing homeowners with low
mortgage rates stay in their homes. We remain
constructive on RMBS performance,
particularly credit risk transfer bonds backed by
higher-quality, GSE seasoned collateral.
However, we acknowledge mortgage
delinquencies have ticked up slightly in FHA
and non-qualifying mortgage pools—two of the
lowest credit-quality segments of the mortgage
market. We currently see value in RPL and
second-lien bonds, which offer wider spreads
than corporates and other non-agency

securitized products.

® While bank loan spreads have been supported
by low loan supply and strong demand, we
expect to see some credit deterioration in the
undetrlying CLO collateral via downgrades to
CCC, increased default rates, and lower recovery
rates. We expect higher interest costs to pressure
loan issuers’ free cash flows, leading to negative
credit migration and more price volatility. Thus,
we continue to broadly favor senior CLO

tranches in the U.S. and in Europe but are also
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seeing total return opportunities in discount
mezzanine bonds of seasoned deals in secondary

market.

B In ABS, prime consumer credit remains
resilient, while the effects of inflation and lower
disposable income continue to weigh on the
weakest consumer segments and is starting to
weigh on the near-prime segment. Moreover,
some specialty ABS originators were caught off
guard by rapidly rising rates and higher-than-
expected defaults, underscoring the importance
of originator/servicer due diligence. We remain
positive on spreads in the near term but are
mindful of heavy supply headwinds into Q2.
Looking forward, we expect increased banking
regulation to lead to more opportunities via
asset sales or regulatory transactions (i.e.,

significant risk transfer).



GLOBAL SECTOR OUTLOOKS

INVESTMENT GRADE CORPORATES

Outlook: Positive—although U.S. IG corporate spreads
are tight, yields still appear attractive. Fundamentals
are firm, demand is strong, and the pace of new issue
supply is set to slow. U.S. spreads will be generally
range-bound between +85 and +115 bps through the
end of the year. Risk in global portfolios leans towards
euro spreads given their wider levels.

® While overall EBITDA declined in Q4°23, that
was driven largely by the commodities sector; ex-
commodities, EBITDA grew. Margins have
stabilized, and leverage was up slightly with
divergence among ratings categories as leverage
improved for the Baa3/BBB- cohott even as it
worsened for higher quality issuers. For 2024,

estimates are for 11% earnings growth.

® Currently, demand for U.S. IG from a breadth
of investors remains strong. Pension plans are
overfunded at ~105% of target, and their assets are
expected to shift into fixed income as part of an
overall de-risking strategy. Fixed annuity sales are
on pace for over $250 billion per year (as of Q3
2023), and mutual fund inflows are tracking near

the fastest pace we have seen over the last decade.

B New issue supply is expected to slow from over
$150 billion per month in the first quarter to less
than $100 billion per month on average for the rest

of the year, according to J.P. Morgan.

® Currently, we prefer to position in shorter-
maturity BBBs. We find the carry there to be
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attractive, and front-end spreads have lagged the
broader market, adding to their relative
attractiveness. We are cautious on longer
maturities as credit curves have flattened
significantly. The Long Corporate Index is in the
tightest percentile of the last ten- and twenty-year
periods. As such, positions in the long end tend to
be focused on taxable-municipals, utilities, and
credits that have specific catalysts—e.g.,
deleveraging commitments and/or potential ratings
upside. In addition, we continue to favor banks
and the more defensive electric utilities sector as
both have lagged industrials, and we see room for

those relationships to compress.

® Potential risks to the IG market include tight
valuations, geopolitical risks, above-target inflation,
monetary policy uncertainty, interest-rate volatility,
elevated equity market valuations, and mounting
sharcholder-friendly actions and M&A.

® With the Q4 reporting season completed,
Huropean corporates maintained good
fundamentals despite limited economic growth.
EBITDA fell by 2.7% (q/q), driven by the
healthcare and oil & gas sectors, while cash on
balance sheets has been approaching pre-pandemic
levels (on an inflation-adjusted basis). Conservative
management has made the risk of significant
downside economic misses in the future more of a
tail risk than base case. Furthermore, the likelihood

of energy price shocks stemming from the

Russia/Ukraine war has been moving further into

the tail, reflectingless of a need for a risk premium.

® European IG spreads sit ~23 bps back from
U.S,, reflective of fair value. Spreads recently traded
at the tightest levels since early 2023. which has
helped bring opportunistic U.S. issuers back into
the market. For the U.S./European dispetsion to
fully compress, additional clarity on the tail risks

mentioned above would be needed.

® To date, issuance has been ample and
enthusiastically received by the market. In the
primary markets, the technical backdrop is
expected to remain supportive, with moderately
higher issuance expected in 2024 than in 2023,

resulting in a subtle increase in net supply.

B In terms of positioning, we are long market risk
and neutral spread duration in the Euro funds, but
notably have cut risk as spreads have rallied. In
global corporates, we have a similar risk position
with a minor underweight in spread duration and a
moderate skew to having more risk in the Euro

portion of our portfolio(s).
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GLOBAL LEVERAGED FINANCE

Outlook: Constructive on a total return basis, more
cautious on excess returns as economic headwinds and
geopolitical risks are not adequately priced by the
market. Technicals remain supportive over the shorter
term. Credit dispersion should lead to more alpha-
generating opportunities.

B The market’s beliefin an economic soft landing
and a Fed pivot has pushed U.S. high yield spreads
close to their post-GI'C tights, and the positive
technical backdrop may push spreads even tighter
still. Nevertheless, we believe the market is currently
underpricing global geopolitical risk, and, therefore,
we maintain a slightly cautious outlook. That said,
any geopolitical flare-up will likely provide an
opportunity to add risk, as most recent events have

caused only temporary spread widening.

® With BB and B rated spreads sitting at multi-year

While U.S. HY spreads hover near historical
lows, yields generally remain near 8% (lhs: YTW
%; rhs: STW)

Soutrce: Bloomberg. ICE BofA U.S. High Yield Index..
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tights and fundamentals no longer on an improving
trajectoty, we believe there is limited upside to the
higher-quality portion of the marketat current
valuations. We see more value in the CCC-and-
below portion of the market where fundamentals
appear to be improving, and, due to the idiosyncratic
nature of the market, itis possible to generate alpha

through careful credit selection.

B While the credit ratings profile of the high yield
marketis very strong by historical standards and
balance sheets for high yield issuers remain solid
(with leverage levels remaining well below the long-
term average), higher costs are leading to some
margin deterioration in certain sectors (e.g., media,

transportation, chemicals).

B The lagged effects of higher policy rates and

tighter lending standards remain headwinds to

=== Spread to worst (rhs)

economic growth, and shrinking savings and slowing
job growth will likely impact consumer confidence
and spending. Should consumers pull back,
downward pressures on corporate earnings and
profit margins will increase. Higher interest expense
has alreadyled to some modest deterioration in
coverage ratios—albeit from very high levels—and

we expect that to continue in the coming quarters.

B Due to the strength of most issuet’s balance
sheets, the absence of a significant maturity wall
through 2024, manageable (but higher) maturities in
2025, and the declining probability of a recession, we
don’t anticipate a sharp increase in default rates over
the next 12 months. That said, the pace of credit
ratings downgrades continues to increase, with

downgrades outpacing upgrades so far in 2024.
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B Meanwhile, the technical backdrop remains
supportive due to a variety of factors, including
muted new supply, a sizeable group of rising stars,
and a growing share of below-investment grade
companies opting to issue in the private credit
markets. With positive technicals showing no signs
of abating, our short-term outlook is modestly
positive, and we are looking to take advantage of any
market pullbacks to opportunistically add risk in the

secondary market.

® We are maintaining overweights to home
construction as well as the electric and independent
energy sector names, while maintaining underweights
in technology, retailers, consumer cyclical services,
media & entertainment, wirelines, and property &

casualty.

® Following the strong returns of Q1, we expect
U.S. leveraged loans to post total returns of 7.5%-
8.0% in 2024, supported by high all-in current
coupons and yields, strong CLO formation,
increased inflows into bank loan ETFs, and modest
net new supply. Our return forecast includes an
expected 1-2 point price depreciation either due to
defaults and/or negative credit migration ot
continued repricing activity that leads to tighter
spreads. As a result, there’s upside risk to our
forecast should the current market momentum
continue for longer than expected and loan prices

hold steady or rise further.

B Loan defaults rose above their long-term average

in recent months amid rising corporate headwinds
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and higher interest rates. We expect the higher cost
of capital to continue to pressure free cash flows in
2024—particularly for lower-quality, sponsor-owned
companies with loan-only capital structures. Given
that these types of issuers currently comprise a larger
portion of the overall market than in prior cycles, we
expectloan default rates (including distressed
exchanges) to rise to 4-4.5% by year-end 2024 and
cumulative defaults of 9-10% over the next 24

months.

® We continue to favor public, BB and high single-B
loans over sponsor-owned, low single-B and CCC
loans as we expect those lower-quality loans to be
most impacted by the challenging fundamental
backdrop. We believe that credit selection and deep,
fundamental creditresearch/modeling is becoming
increasingly important, and that the avoidance of
defaults will be the biggest driver of alpha over the
next 12-24 months.

® Spreads for European high yield and European
loans tightened significantly in Q1 as matkets priced
in a lower probability of recession. While we expect
spreads to remain rangebound in Q2 amid a lack of
supply, we believe spreads are more at risk of

widening as European economies continue to slow.

B An earnings recession and/or increased interest
costs will erode fundamentals, and we expect to see a
pickup in defaults over the next 12 months, but this
should be relatively modest given the lack of near-
term maturities, issuers’ strong liquidity profiles, and

the generally high credit quality within the market.

Given this context, we are confident that excess
returns will remain positive for the asset class in 2024
in most scenarios, save for a very severe recession

(we assign a low probability to a severe recession).

B In terms of positioning, we are running market
neutral levels of risk with reduced levels of risk in
cyclical sectors, lower conviction credits, and credits
that are sensitive to higher interest costs. We are also
opportunistically adding carefully selected credits that
have dislocated from fair value and present
compelling relative-value opportunities. Ultimately,
we think active management and accurate credit
selection will be rewarded amid increased credit

dispersion.
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EMERGING MARKET DEBT

Outlook: Constructive on EM hard currency—
particularly in a mix of BBB/BB issuers across EMD
credit sectors and in select sovereign distressed
issuers—against a backdrop of moderating growth and
inflation. Given its high carry, EM debt looks attractive on
a relative basis versus comparable asset classes, and
mild spread tightening and/or declining core yields could
raise total returns to double digits. Local market
performance may be challenged unless the Fed begins
cutting rates in either May or June and EM inflation data
improves materially. We remain neutral on the U.S.
dollar with a relative-value focus in currencies.

EM Hard-Currency Government Bonds

B As emerging markets economies remain resilient
amidst a multi-year shock and markets continue to

price in a soft landing, hard currency spreads have

1-year Hard Currency
expected return analysis

posted strong performance over the past two
quarters. Generally attractive fundamentals, relative
value, and positive technicals helped spreads tighten
in spite of continued retail outflows. With spreads
near their long-term average, we remain constructive
given the macro backdrop of moderating growth
and inflation and the increased likelihood of a soft
landing (see our global economic scenarios). In this
environment, high-carry opportunities should be in
demand and EM debtlooks attractive on a relative

basis versus other comparable asset classes.

® Currentyields (not yield-to-worst) alone are
enough to generate attractive returns even if spreads
or risk-free rates do not decline further, and even
mild spread tightening and/or declining core yields

could raise total returns to double digits. This return

prospect, in the context of the current macro
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environment, underscores our investment thess.

B We are seeing improvement in many sovereign
fundamentals, particulatly in the stressed and
distressed portion of the market. While some of this
has already been reflected in valuations, there is still
plenty of room for these issuets to perform given the
degree of spread widening that took place in EM
high yield over the course of 2021 and 2022, and we
believe the EM HY/1G spread compression can

continue to play outin Q2.

® Within EM investment grade sovereigns, we have
seen domestic buyers, as well as interest from U.S.
investors after the asset class recently lagged U.S. 1G
corporates. This demand was instrumental to
absorbing the $150 billion of EM HC issuance so

far this year.

Spread change (bps)
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B Our highest conviction positions are in a credit
barbell: a mix of BBB/BB sovereigns, quasi-
sovereigns and corporates, along with diversified
idiosyncratic distressed sovereign issuers. The names
we prefer in this crossover-ratings space are likely to
be more resilientin a risk-off scenario. At one end
of the barbell, we continue to prefer a mix of BB
and BBB issuers, mainly in the belly of their
respective curves. This exposure is supplemented
with the elevated yields on the other, higher-beta
end of the barbell, which consists of B and
distressed issuers, mainly at the front of their

respective curves.

B Our largest single-country exposures in spreads
continue to be Mexican quasi-sovereigns (Mexico
City Airport and PEMEX), Middle Eastern
Sovereign and Quasi-sovereign debt, Indonesia
(both sovereigns and a mix of quasi-sovereigns), and
Romania. This cohortis fundamentally solid, offers
high yields, and should benefit from the tailwinds
from infrastructure investment and nearshoring—
particularly Mexico. We acknowledge that the U.S.
election outcome could raise uncertainties related to
Mexico, but we do not believe a second Trump
presidency would have lasting negative consequences
for the country. We don’t foresee policy surprises as

result of Mexico’s presidential election in May.

® Within the BB cohort, we continue to see strong
relative value from a mix of solid and improving
fundamentals and attractive absolute spreads in the
Dominican Republic, Serbia, Ivory Coast, Colombia,
and Brazil. We believe these issuers offer good value
evenif they are trading at the tighter end of their
recentrange.
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B Our exposure to B issuers is limited with a
preference for Angola, Gabon, Egypt, and Senegal.
We note that many issuers—particularly Egypt and
Pakistan—rallied significantly following news of
bilateral and multilateral inflows, along with market-
friendly policy announcements. Our distressed
exposure (CCC and defaulted) is primarily in front-
end Pakistan, Zambia (defaulted), Ukraine
(defaulted), Mozambique, and Ecuador. Within the
defaulted issuers, we believe recoveries will be higher
than what the marketis currently pricing. For other
distressed issuers, we believe downside risks have
already been priced in, regardless of the macro
context. Some issuers, such as Argentina, still face
considerable challenges and are likely going to have

to face a debtreckoning,.

B Our underweights are in issuers that we consider
rich given our creditassessment (e.g., Malaysia,
Philippines, Uruguay, Chile) or have geopolitical
downside risk, such as China. Some issuers have
credit rating downside risk due to credit
deterioration, in particular Panama, but this seems to
already have been reflected in prices and, as a result,
we have covered most of our underweightin the
name. We are watching elections in South Africa

amid uncertainty about the post-election policy mix.
EM Hard-Currency Corporate Bonds

® Although EM corporate spreads are well through
their historical average and they have been
outperforming developed markets, the spread pick-
up versus developed markets and versus their own

sovereigns is still relatively elevated.

B The overall EM corporate yield of 7.0% for an

average investment grade rated asset class will likely

continue to drive healthy total returns for the sector

B Meanwhile, EM corporate high yield has been a
strong outperformer but is still attractive given
resilient fundamentals. The maturity wall of 2025-
2026 has been pushed out amid a strong new issue
market and looser local financial conditions, and we
expect EM corporate high yield defaults to remain
within the historical range of 3-4% and in-line with
developed markets. Non-dedicated EM investors
remain undet-invested in the asset class, and net
financing will remain deeply negative, which is

supportive of technicals.

® With average spreads of +320 bps and +200 bps,
respectively, we believe EM corporate BBs and select
longer-dated BBBs currently offer the best value.
EM corporate top performers this year have been
from lower-rated countries such as Argentina,
Ghana, and Ukraine but we believe this has mostly
played out. There are several higher-yielding issuers
in the chemicals, telecom, and metals & mining
sectors that have recovered strongly from the lows,
but we believe thete could be some further upside
given stabilizing fundamentals. Risks to the asset
class include credit stress related to higher funding

costs and/or a broader economic slowdown.
EM Local-Currency Government Bonds

B Aftera strong start to the year, the rallyin local
rates faded as the market shifted its expectations
from six rate cuts by the Fed to three. In addition,
the latest core inflation prints in many EM countries
either surprised to the upside or remain sticky, which
has caused many EM central banks to turn more

cautious.
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B After being constructive on EM durationin Q1,
we have recently downgraded our outlook. Unless
the Fed begins its rate cutting cycle in either May or
June and we see a material improvementin the EM
inflation data, it will be challenging for the spot yields
to beat the forwards.

B Our main overweights are in Mexico, Brazil,
Poland, Hungary, China, and Thailand. We are
underweight Chile and Czechia. The high real yields
of Mexico and Brazil are attractive. For Mexico, as
expected, the central bank recently cut rates by 25
bps to 11% to begin an easing cycle after raising the
base rate to 11.25% and remaining on hold since
February 2023. For Brazil, we believe the terminal
rate currently priced into the curve is 50-75 bps too
high. We also expect the National Bank of Poland to

resume its easing.

B We have a small overweight in Hungarian local
bonds to benefit from their relative cheapness to
swaps. The economies of China and Thailand have
yetto come out of their disinflationary trap as a
result of the COVID lockdowns, and their local
bonds offer very attractive FX hedged carry
opportunities. On the underweight side, we believe
too many cuts are priced in for Chile and Czechia
and that navigating across the belly of the curve can
help us partially mitigate the negative carry and roll

down of our overweights.

® With respect to curve positioning, due to negative
roll and carry considerations and elevated issuance,
we expect the belly of the EM swap curves (5- to 7-
year) to outperform both the front end and the long

end. We have a steepening bias beyond seven years.
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EM Currencies

B Goinginto Q2 we remain relative-value focused
as our conviction in the direction of the U.S. dollar
remains muted. We introduced a slightlong U.S.
dollar bias into the portfolios in mid-February on the
back of a higher-than-expected U.S. CPI print, but
the dollar failed to maintain its momentum, and our
positioning is now back to being fully relative-value

driven.

B This relative-value focusis structured as being
regionally long in the Middle Hast and Africa, as well
as Latin America, and short Europe and, to a lesser
extent, Asia. In individual currencies, we favor longs
in the Mexican peso (catry/vol, growth), the
Philippine peso (catty/vol), the Indonesian rupiah
(carty/vol),and the Brazilian real (catty, BoP). We
favor shorts in Hungarian forint (aggressive cuts,
political interference w/NBH), Czech koruna
(aggressive cuts), Chinese yuan (low carry), and

Taiwan dollar (low carry).

B As long as the low volatility environment and soft
landing narrative persists, we believe select high carry
currencies will continue to outperform select low
carry currencies. Our conviction in the direction of
the U.S. dollar may increase if 1) developments in
Q2 (lowerinflation) cause the Fed to cut eatlier than
expected (USD weaker), 2) growth in Europe and
China starts to outperform (USD weaker), 3) U.S.
inflation proves sticky, causing the Fed to become
more cautious and the market prices out the
remaining three cuts in 2024 (USD stronger), or 4)
there is an abrupt and meaningful deterioration in
the U.S. labor market (USD stronger).



GLOBAL SECTOR OUTLOOKS

MUNICIPAL BONDS

Outlook: Positive positioning. Our view is based on
the economy’s resilience regarding state and local
government tax receipts as well as expectations for
capital gains tax receipts due to the strong
performance of the stock marketin 2023. This is
balanced against a likely slowdownin reinvestment
activity and potential uncertainty in supply.

B In Q1, munis outperformed Treasuries, leaving
relative values stretched. While spreadsin the
municipal bond market have tightened ~15-20
bps, they have not returned to pre-lift off levels,

which s the case in U.S. IG corporate spreads.

B We believe the rangebound rates market (see
DM rates section) should help maintain retail
asset flows into municipal fund complexes,
thereby keeping spreads and relative value on the
richer side. However, we believe this will also
bring issuers back to the marketafter years of

underinvestment (e.g., healthcare issuers).

B Tax-exemptsupply surprised to the upside with
issuancein January and February reaching ~$64
billion, the highest since 2007. Although taxable
muni supply continues to be light, the asset class
still offers value relative vs. traditional corporates

and tax-exempt munis.

B Supply uncertainty: Taxable muni bonds
issues under the Build-America-Bond (BABs)
program may have significant ramifications in

terms of supply in both the taxable and tax-
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exempt muni markets. These bonds were issued
with call provisions triggered by reductions to
their associated government subsidies.
Bondholders have attempted, unsuccessfully, to
contestthese calls (e.g., a nearly $1 billion UCal
deal). Supply expectations at the start of the year
did not account for the call activity that may
convert this taxable paper into tax-exempt paper.
Hstimates for additional tax-exempt issuance
based on these calls may be more than $30-$60
billion (+15%).

B Should market weakness materialize over the
coming months, we will seek to opportunistically
increase creditand/or interest rate risk,
depending on where the “cracks form.” We
continue to like sectors where both creditand
demand have been resilient—i.e., airports, charter
schools, prepay gas, and Puerto Rico (PREPA
will be entering the index at 1.7%). We are more
cautious on healthcare, private higher education,

and development sectors.

Taxable muni market
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700
600
500
400
300
200
S BN
0

Muni CUSIP Corp CUSIP  BABs with ERPs  BABs without
ERPs

Source: Barclays Research, Bloomberg.

ERP subsidy cuts
(% by year)

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

—_
o

O =~ NN W s 01O N o ©

Source: Barclays Research and IRS as of March 2024.



@ PGIM FIXED INCOME

LR R
\

e
2609 &V

SUMMARIES

)

PGIM FIXED INCOME SECOND QUARTER 2024 OUTLOOK | 32




SUMMARY OF OUTLOOKS & ASSET CLASS VIEWS

This summary consists of our short- and long-term (1-yr) sector outlooks. The latter is based on a scale of 1-10 and indicates Market Scores

our expectation for the sector’s excess return relative to its broader, regional fixed income market (which is assigned its own h - Us Ae Europe £l'e
1-10 market score in the box to the right). A sector score of 1 represents an expectation for it to vastly underperform the NEGATIVE POSITIVE -
market, and 10 indicates an expectation for the sector to vastly outperform the market. ! VIEW VIEW EM &l a
Sector Short-term Outlook
DM Rates Maintaining a tactical approach to range-bound Western markets, while the BoJ’s end of the negative-policy rate era highlights U.Ss. 2% ) UK &\ a
the potential for higher JGB yields.
Europe &\ a Japan & a
Agency Positive expectations on eventual rate cuts and on excess returns vs. Treasuries. We continue to express this view in specified Agency MBS & /a
MBS pools amid better prepayment speeds vs. TBAs. Intermediate coupons appear attractive due to yield and carry as well as better
convexity profiles than higher coupons.
Securitized We continue to favor tranches at or near the top-of-capital structure given their attractive relative and absolute risk-adjusted CMBS & a ABS &/ a
Credit return potential. We expect spreads will remain rangebound, making “carry” the dominant theme in 2024. Down the capital
structure, we have observed material credit curve flattening as spreads have rapidly tightened despite deteriorating credit CLOs &/ a
performance in underlying assets. We attribute this spread compression to be driven largely by strong technicals as other risk
markets have meaningfully rallied this year on the back of strong fixed income flows and a return of the need for yield.
However, we do believe that the negative skew of returns in mezzanine tranches is not reflected in current spreads and are
being much more selective in this environment. Notwithstanding this caution, we acknowledge that the current strong market
technicals for fixed income assets could lead to further spread and further credit curve compression.
Global IG Positive—although U.S. |G corporate spreads are tight, yields still appear attractive. Fundamentals are firm, demand is strong, U.S. Corps. 1-10 & /a European Corps. 1-5 £la
Corporates and the pace of new issue supply is set to slow. U.S. spreads will be generally range-bound between +85 and +115 bps
through the end of the year. Risk in global portfolios leans towards euro spreads given their wider levels. U.S. Corps. 10+ CAR European Corps. 5+ &l a
Global Constructive on a total return basis, more cautious on excess returns as economic headwinds and geopolitical risks are not U.S. High Yield 1-5 &la Euro High Yield BB £l a
Leveraged adequately priced by the market. Technicals remain supportive over the shorter term. Credit dispersion should lead to more
Finance alpha-generating opportunities. U.S. High Yield 5+ &\ a Euro High Yield B &\ a
U.S.Leveraged Loans & . & and below
Euro Leveraged Loans & | @
EM Debt Constructive on EM hard currency against a backdrop of moderating growth and inflation. Given its high carry, EM debt looks Sov. Hard Currency IG & | @ EMFX2 & /&
attractive on a relative basis versus comparable asset classes, and mild spread tightening and/or declining core yields could
raise total returns to double digits. Local market performance may be challenged unless the Fed begins cutting rates in either Sov. Hard Currency HY & | & Corps. IG &/ a
May or June and EM inflation data improves materially. We remain neutral on the U.S. dollar with a relative-value focus in Local rates? F/a Corps. HY F/a
currencies.
Municipal Positive positioning. Our view is based on the economy'’s resilience regarding state and local government tax receipts as well Taxable &/a
Bonds as expectations for capital gains tax receipts due to the strong performance of the stock market in 2023. This is balanced

against a likely slowdown in reinvestment activity and potential uncertainty in supply.

! The positioning in a respective portfolio may not be identical to the long-term ratings. The ratings and information herein is for compatison purposes.
2 The scores on the indicated asset classes are on an absolute basis; i.e., the expectations for risk-adjusted market returns are embedded within the asset class specific returns.
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SUMMARY OF MARKET PERFORMANCE

Spread Total return Spread / yield OAS (bps)/
change SOFR OAS (%) change (bps) yield %
Sector Subsector (bps) Q1 3/31/24 Q1 YTD 3/31/24
CMBS: Conduit AAA Firstpay 31 126
- Londul 10-year - EM Hard Currency 2.04 2.04 -42 -42 342
CMBS: Conduit BBB- BBB- -132 785 EM Local (Hedged) 0.20 0.20 8 8 6.27
CMBS CMBS: SASB - Senior AAA -50 150 EMFX 112 112 87 87 8.06
CMBS: SASB - Mezz BBB- -150 290 EM Corps 232 232 36 36 276
CMBS: Agency Multifamily Senior -10 86 Source: |.P. Morgan.

Legacy RPL Senior -26 147 OAS/

Non- Total return (%) Spread change (bps) DM (bps)
Agency Legacy '06/'07 Alt-A -25 235 al ‘ YTD ‘ YTD ‘ 3/31/24
RMBS ) )
GSE Risk-Sharing M2 -30 180 U.S. High Yield 147 147 -24 -24 323
CLO20 AAA -13 150 Euro High Yield 1.81 1.81 41 41 399
CLOs CLO 20 AA -30 200 u.S. Leveraged Loans 2.52 2.52 -18 -18 520
CLO02.0 BBB -65 360 Euro Leveraged Loans 253 2,53 -20 -20 514
Unsecured Consumer Loan ABS Seniors -62 120 Source: ICE BofAML and Credit Suisse.
Unsecured Consumer Loan ABS Class B 67 170 Total return (%)
ABS . . Q1 YTD
Refi Private Student Loan Seniors -52 135
] High Grade Tax-exempt -0.39 -0.39
Credit Card ABS AAA -32 60
High Yield Tax-exempt 1.51 1.51
Source: PGIM Fixed Income.
Long T le Munis Agg. Eligibl 0. 0.
Total Return (%) Spread Change (bps)  OAS (bps) ong Taxable Munis Agg. Eligible 026 026
1 YTD Q1 YTD 3/31/24 Source: Bloomberg. Represents the Bloomberg Municipal Bond Indices.
U.S. Corps. -0.40 -0.40 9 9 90
European Corps. 0.47 0.47 -24 24 114

Source: Bloomberg. Represents data for the Bloomberg U.S. Corporate Bond Index and the
Bloomberg European Corporate Bond Index (unhedged).

Past performance is not a guarantee or a reliable indicator of future results. See Notice for important disclosures. All inve stments involve risk, including possible loss of capital. An investment cannot be made
directlyin an index. All data as of March 31, 2024.
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ECONOMIC OUTLOOK 12 MONTHS OUT

FORECASTED ECONOMIC SCENARIOS
BY REGION (%)

UNITED STATES EUROPE CHINA EMERGING MARKETS
Base case: Weakflation Base case: Weakflation Base case: Soft landing Base case: Soft landing
3 ‘ 8
N
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B Recession B Weakflation i Softlanding

® Nominal GDP Boom B Roaring 2020s I Stagflation

Source: PGIM Fixed Income forecasts. Note: Probabilities for emerging markets may not sum to 100% due to rounding. For emerging markets, we assume a ‘global growth’ scenario by taking a weighted
average of the U.S., Europe, and China using the following weights: U.S. (40%), Europe (10%) and China (50%).
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IMPORTANT INFORMATION

Source(s) of data (unless otherwise noted): PGIM Fixed Income, as of April 2024.
For Professional Investors only. Past performance is not a guarantee or a reliable indicator of future results and an investment could lose value. All investments involverisk, including the possible loss of capital.

PGIM Fixed Income operates primarily through PGIM, Inc., a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended, and a Prudential Financial, Inc. (‘PFI") company. Registration as a registered
investment adviser does not imply a certain level or skill or training. PGIM Fixed Income is headquartered in Newark, New Jersey and also includes the following businesses globally: (i) the public fixed income unit within PGIM Limited,
located in London; (ii) PGIM Netherlands B.V., located in Amsterdam; (iii) PGIM Japan Co., Ltd. (‘PGIM Japan”), located in Tokyo; (iv) the public fixed income unit within PGIM (Hong Kong) Ltd. located in Hong Kong; and (v) the public
fixed income unit within PGIM (Singapore) Pte. Ltd., located in Singapore (‘PGIM Singapore”). PFI 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. PGIM Fixed Income as a general matter provides services to qualified institutions, financial intermediaries and institutional investors. Investors seeking information regarding their particular investment needs
should contact their own financial professional.

These materials represent the views and opinions 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.

Any forecasts, estimates and certain information contained herein are based upon proprietary research and should not be interpreted as investment advice, as an offer or solicitation, nor as the purchase or sale of any financial
instrument. Forecasts and estimates have certain inherent limitations, and unlike an actual performance record, do not reflect actual trading, liquidity constraints, fee. 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 any investment management services and should not be used as the basis for any investment decision. 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.

Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. The value of most bonds and bond strategies are impacted by changes in interest rates. Bonds and bond
strategies with longer durations tend to be more sensitive and volatile than those with shorter durations; bond prices generally fall as interest rates rise, and low interest rate environments increase this risk. Reductions in bond
counterparty capacity may contribute to decreased market liquidity and increased price volatility. Bond investments may be worth more or less than the original cost when redeemed. Mortgage- and asset-backed securities may be
sensitive to changes in interest rates, subject to early repayment risk, and while generally supported by a government, government agency or private guarantor, there is no assurance that the guarantor will meet its obligations. High
yield, lower-rated securities involve greater risk than higher-rated securities; portfolios that invest in them may be subject to greater levels of credit and liquidity risk than portfolios that do not. Investing in foreign-denominated and/or
-domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks, which may be enhanced in emerging markets. Currency rates may fluctuate significantly over short periods of time and
may reduce the returns of a portfolio. Commodities contain heightened risk, including market, political, regulatory and natural conditions, and may not be suitable for all investors. Diversification does not ensure against loss.

In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR.PGIM Limited is authorised and regulated by the Financial Conduct Authority
(‘FCA”) of the United Kingdom (Firm Reference Number 193418). In the European Economic Area (‘EEA”), information is issued by PGIM Netherlands B.V., an entity authorised by the Autoriteit Financiéle Markten (‘“AFM’) in the
Netherlands and operating on the basis of a European passport. In certain EEA countries, information is, where permitted, presented by PGIM Limited in reliance of provisions, exemptions or licenses available to PGIM Limited including
those available under temporary permission arrangements following the exit of the United Kingdom from the European Union. These materials are issued by PGIM Limited and/or PGIM Netherlands B.V. to persons who are professional
clients as defined under the rules of the FCA and/or to persons who are professional clients as defined in the relevant local implementation of Directive 2014/65/EU (MiFID II). In Switzerland, information is issued by PGIM Limited,
London, through its Representative Office in Zurich with registered office: Kappelergasse 14, CH-8001 Zurich, Switzerland. PGIM Limited, London, Representative Office in Zurich is authorised and regulated by the Swiss Financial
Market Supervisory Authority FINMA and these materials are issued to persons who are professional or institutional clients within the meaning of Art.4 para 3 and 4 FinSA in Switzerland. In certain countries in Asia-Pacific, information
is presented by PGIM (Singapore) Pte. Ltd., a regulated entity with the Monetary Authority of Singapore under a Capital Markets Services License to conduct fund management and an exempt financial adviser. In Japan, information is
presented by PGIM Japan Co. Ltd., registered 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 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 03/1099. The laws of the United Kingdom
differ from Australian laws. In Canada, pursuant to the international adviser registration exemption in National Instrument 31-103, PGIM, Inc. is informing you that: (1) PGIM, Inc. is not registered in Canada and is advising you in reliance
upon an exemption from the adviser registration requirement under National Instrument 31-103; (2) PGIM, Inc.’s jurisdiction of residence is New Jersey, U.S.A; (3) there may be difficulty enforcing legal rights against PGIM, Inc.
because it is resident outside of Canada and all or substantially all of its assets may be situated outside of Canada; and (4) the name and address of the agent for service of process of PGIM, Inc. in the applicable Provinces of Canada
are as follows: in Québec: Borden Ladner Gervais LLP, 1000 de La Gauchetiére Street West, Suite 900 Montréal, QC H3B 5H4; in British Columbia: Borden Ladner Gervais LLP, 1200 Waterfront Centre, 200 Burrard Street,
Vancouver, BC V7X 1T2; in Ontario: Borden Ladner Gervais LLP, 22 Adelaide Street West, Suite 3400, Toronto, ON M5H 4E3; in Nova Scotia: Cox & Palmer, Q.C., 1100 Purdy’s Wharf Tower One, 1959 Upper Water Street, P.O.
Box 2380 -Stn Central RPO, Halifax, NS B3J 3E5; in Alberta: Borden Ladner Gervais LLP, 530 Third Avenue S.W., Calgary, AB T2P R3.

© 2024 PFIl and its related entities. 2024-2808



INDEX DESCRIPTIONS
U.S. INVESTMENT GRADE CORPORATE BONDS

Bloomberg U.S. Corporate Bond Index: The Bloomberg U.S. Investment Grade Corporate Bond Index covers
U.S.D-denominated, investment-grade, fixed-rate or step up, taxable securities sold by industrial, utility and financial
issuers. It includes publicly issued U.S. corporate and foreign debentures and secured notes that meet specified
maturity, liquidity, and quality requirements. Securities included in the index must have at least 1 year until final
maturity and be rated investment-grade (Baa3/ BBB-/BBB-) or better using the middle rating of Moody’s, S&P, and
Fitch.

EUROPEAN INVESTMENT GRADE CORPORATE BONDS

Bloomberg European Corporate Bond Index (unhedged): The Bloomberg Euro-Aggregate: Corporates bond Index
is a rules-based benchmark measuring investment grade, EUR denominated, fixed rate, and corporate only. Only
bonds with a maturity of 1 year and above are eligible.

U.S. HIGH YIELD BONDS

ICE BofAML U.S. High Yield Index: The ICE BofAML U.S. High Yield Index covers US dollar denominated below
investment grade corporate debt publicly issued in the US domestic market. Qualifying securities must have a
below investment grade rating (based on an average of Moody’s, S&P and Fitch), at least 18 months to final
maturity at the time of issuance, and at least one year remaining term to final maturity as of the rebalancing date.

EUROPEANHIGH YIELD BONDS

ICE BofA European Currency High Yield Index: This data represents the ICE BofA Euro High Yield Index value,
which tracks the performance of Euro denominated below investment grade corporate debt publicly issued in the
euro domestic or eurobond markets. Qualifying securities must have a below investment grade rating (based on an
average of Moody's, S&P, and Fitch). Qualifying securities must have at least one year remaining term to maturity,
a fixed coupon schedule, and a minimum amount outstanding of €100 M. ICE Data Indices, LLC, used with
permission.

ICE DATA INDICES, LLC IS LICENSING THE ICE DATA INDICES AND RELATED DATA "AS IS," MAKES NO
WARRANTIES REGARDING SAME, DOES NOT GUARANTEE THE SUITABILITY, QUALITY, ACCURACY,
TIMELINESS, AND/OR COMPLETENESS OF THE ICE DATA INDICES OR ANY DATA INCLUDED IN,
RELATED TO, OR DERIVED THEREFROM, ASSUMES NO LIABILITY IN CONNECTION WITH THEIR USE,
AND DOES NOT SPONSOR, ENDORSE, OR RECOMMEND PGIM FIXED INCOME OR ANY OF ITS
PRODUCTS OR SERVICES.

U.S. SENIOR SECURED LOANS

Credit Suisse Leveraged Loan Index: The Credit Suisse Leveraged Loan Index is a representative, unmanaged
index of tradable, U.S. dollar denominated floating rate senior secured loans and is designed to mirror the
investable universe of the U.S. dollar denominated leveraged loan market. The Index retum does not reflect the
impact of principal repayments in the current month.

EUROPEAN SENIOR SECURED LOANS

Credit Suisse Western European Leveraged Loan Index: All Denominations EUR hedged. The Index is a
representative, unmanaged index of tradable, floating rate senior secured loans designed to mirror the investable
universe of the European leveraged loan market. The Index return does not reflect the impact of principal
repayments in the current month.

EMERGING MARKETS U.S.D SOVEREIGN DEBT:

J.P. Morgan Emerging Markets Bond Index Global Diversified: The Emerging Markets Bond Index Global
Diversified (EMBI Global) tracks total returns for U.S.D-denominated debt instruments issued by emerging market
sovereign and quasi-sovereign entities: Brady bonds, loans, and Eurobonds. It limits the weights of those index
countries with larger debt stocks by only including specified portions of these countries’ eligible current face
amounts of debt outstanding. To be deemed an emerging market by the EMBI Global Diversified Index, a country
must be rated Baa1/BBB+ or below by Moody's/S&P rating agencies. Information has been obtained from sources

believed to be reliable, but J.P. Morgan does not warrant its completeness or accuracy. The Index is used with
permission. The Index may not be copied, used, or distributed without J.P. Morgan's prior written approval.
Copyright2020, J.P. Morgan Chase & Co. All rights reserved.

EMERGING MARKETS LOCAL DEBT (UNHEDGED)

J.P. Morgan Government Bond Index-Emerging Markets Global Diversified Index: The Government Bond Index-
Emerging Markets Global Diversified Index (GBI-EM Global) tracks total retums for local currency bonds issued by
emerging market governments.

EMERGING MARKETS CORPORATE BONDS

J.P. Morgan Corporate Emerging Markets Bond Index Broad Diversified: The CEMBI tracks total returns of
U.S. dollar-denominated debt instruments issued by corporate entities in Emerging Markets countries.

EMERGING MARKETS CURRENCIES

J.P. Morgan Emerging Local Markets Index Plus: The JP Morgan Emerging Local Markets Index Plus (JPM
ELMI+) tracks total returns for local currency—denominated money market instruments.

MUNICIPAL BONDS

Bloomberg Municipal Bond Indices: The index covers the U.S.D-denominated long-term tax-exempt bond
market. The index has four main sectors: state and local general obligation bonds, revenue bonds, insured bonds,
and pre-refunded bonds. The bonds must be fixed-rate or step ups, have a dated date after Dec. 13, 1990, and
must be at least 1 year from their maturity date. Non-credit enhanced bonds (municipal debt without a guarantee)
must be rated investment grade (Baa3/BBB-/BBB- or better) by the middle rating of Moody's, S&P, and Fitch.

U.S. TREASURY BONDS

Bloomberg U.S. Treasury Bond Index: The Bloomberg U.S. Treasury Index measures U.S. dollar-denominated,
fixed-rate, nominal debt issued by the U.S. Treasury. Treasury bills are excluded by the maturity constraint but are
part of a separate Short Treasury Index.

MORTGAGE BACKED SECURITIES

Bloomberg U.S. MBS—Agency Fixed Rate Index: The Bloomberg U.S. Mortgage Backed Securities (MBS)
Index tracks agency mortgage backed pass-through securities (both fixed-rate and hybrid ARM) guaranteed by
Ginnie Mae (GNMA), Fannie Mae (FNMA), and Freddie Mac (FHLMC). The index is constructed by grouping
individual TBA-deliverable MBS pools into aggregates or generics based on program, coupon and vintage.

COMMERCIAL MORTGAGE-BACKED SECURITIES

Bloomberg CMBS: ERISA Eligible Index: The index measures the performance of investment-grade commercial
mortgage-backed securities, which are classes of securities that represent interests in pools of commercial
mortgages. The index includes only CMBS that are Employee Retirement Income Security Act of 1974, which will
deem ERISA eligible the certificates with the first priority of principal repayment, as long as certain conditions are
met, including the requirement that the certificates be rated in one of the three highest rating categories by Fitch,
Inc., Moody’s Investors Services or Standard & Poor’s.

U.S. AGGREGATE BOND INDEX

Bloomberg U.S. Aggregate Bond Index: The Bloomberg U.S. Aggregate Index covers the U.S.D-denominated,
investment-grade, fixed-rate or step up, taxable bond market of SEC-registered securities and includes bonds from
the Treasury, Govemment-Related, Corporate, MBS (agency fixed-rate and hybrid ARM passthroughs), ABS, and
CMBS sectors. Securities included in the index must have at least 1 year until final maturity and be rated
investment-grade (Baa3/ BBB-/BBB-) or better using the middle rating of Moody’s, S&P, and Fitch.

The S&P 5009 is widely regarded as the best single gauge of large-cap U.S. equities. There is over U.S.D 9.9
trillion indexed or benchmarked to the index, with indexed assets comprising approximately U.S.D 3.4 trillion of this
total. The index includes 500 leading companies and captures approximately 80% coverage of available market
capitalization.
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