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Gold continues to grind higher

Markets at a glance

|Price/YieId Change Index MTD | Index YTD
/ Spread 1 week return return
US Treasury 10 year 0.63% -4 bps 0.4% 9.4%
German Bund 10 vear -0.45% -2 bps 0.2% 2.4%
UK Gilt 10 year 0.16% -3 bps 0.2% 9.8%
Japan 10 year 0.04% 1 bps 0.2% -0.8%
Global Investment Grade 152 bps -2 bps 1.0% 4.1%
Euro Investment Grade 142 bps -1 bps 0.4% -0.9%
US Investment Grade 152 bps -2 bps 1.3% 6.2%
UK Investment Grade 141 bps -3 bps 0.7% 4.1%
Asia Investment Grade 269 bps -4 bps 0.5% 3.7%
Euro High Yield 541 bps -1 bps 0.5% -4.5%
US High Yield 614 bps -3 bps 1.1% -3.7%
Asia High Yield 710 bps 0 bps 0.6% 0.3%
EM Sovereign 426 bps 4 bps 0.9% -0.9%
EM Local 4.5% -3 bps 1.3% -5.6%
EM Corporate 430 bps -5 bps 0.7% 0.5%
Bloomberg Barclays US Munis 1.4% -9 bps 0.5% 2.6%
Taxable Munis 2.3% -8 bps 1.0% 9.6%
Bloomberg Barclays US MBS 63 bps -4 bps 0.1% 3.6%
Bloomberg Commaodity Index 142.11 1.5% 2.6% -17.3%
EUR 1.1316 0.5% 0.6% 0.8%
JPY 107.07 0.5% 0.9% 1.6%
GBP 1.2603 1.1% 1.8% -4.8%

Source: Bloomberg, Menill Lynch, as at 13 July 2020.

Chart of the week: Gold: 2010-2020
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Source: Macrobond and Columbia Threadneedle Investments, as at 13 July 2020.
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Macro / government bonds

On the surface, core government bond yields continued to remain in a tight trading range, finishing
unchanged to a couple of basis points lower from the start of the week.

However, US treasury yields actually fell to the low last seen in mid-April as the UST 10-year yield touched
0.57% before rebounding on Friday to finishthe week almostunchanged. This came on the back of further
evidence that a Covid-19 second wave has taken hold in the US as the number of cases continued to rise
in major southern states. The risk off-tone also saw a flattening of the US treasury yield curve given the
strong demand inthe UST 30-year auction. This was only reverted late Friday on news of a potential Covid-
19 vaccine, resulting in government yields risingand equity markets and credit markets rallying.

In the UK, the Chancellor's summer comments, most already leaked, are the government's latest attempts
to boost the economy in combination with the ease of the lockdown through directed VAT cuts and subsidies,
as well as stamp duty reductions. They came as more major UK businesses announced layoffs in the
thousands.

In Europe, the German economic minister said that, in exceptional cases, the government may take an
equity stake in companies especially impacted by the pandemic or if there was a strong strategic rationale.

Investment grade credit

Credit spreads tightened lastweek only bps in both US dollar and euro markets. Flows were light for euro
investment grade with only €215 million of inflows, while sterling investment grade experienced a £64 million
outflow.

The heavy issuance of the last weeks has slowed down to a tricklein these firstdays of July given the Q2
reporting season will start soon.

Specific numbers were put behind the US Federal Reserve’s support of the corporate bond market as
purchases of $1.3 billion directly of corporate bonds as well as ETFs, in late June, was confirmed. This
brings the total to $1.8 billion of corporate debt bought by the Fed.

Within euro BBB's, 1/3 of the BBB-rated securities (€83 billion) are currently on negative watch/negative
outlook. This gives a sense of what more can be expected for European High Yield.

High yield credit

US high yieldbond prices were modestly higher over the past week, as confidence in policy support and a
recovery in the economy have largely outweighed the spread of Covid-19 infections across certain parts of
the country. The ICE BofA US HY CP Constrained Index returned 0.27% and spreads were 3bps tighter
over the week. The primary calendar eased from June's torrid pace with $7.4 billion of issuance over the
week. According to Lipper, the asset class saw a $2.1 billion inflow, following the prior week’s $5.5 billion
outflows.

The European High Yield (EHY) market again took a pause, as spreads remained basically unchanged last
week. The asset class continued to experience inflows, registering€271 millionintothe asset class for next
week. Primary market activity remains strong as shown that 28% of 2020’s issuance happened over the
last couple of weeks. Issuers Verisure, a home security firm who was the first to issue after the March
market shutdown, Saipem (Italian oilfield services company), Autodis (car parts firm), Diebold Nixdorf (the
cash management machine and systems group), and Avantor (the healthcare materials firm) were all
relatively well or very well received by the market.
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Within the EHY space, as more Fallen Angels join the EHY ranks, the landscape has changed from a
universe of small to medium sized issuers, to include large, long established corporates. These companies
are much less likely to default given the liquidity support offered by governments and central banks, right
the way down the credit spectrum. Default expectations have more than halved from the end of Q1 2020
forecasts with figures now at 4%. Default risk is now considered most likely insmall cap names, which are
much less likely to impact the total universe given their sizein what is now a much larger market.

Leveraged loans

Leveraged loan prices rose modestly over the past week, as credit markets continue to take the riseinvirus
infections in stride. Leveraged loan prices, referencing the JP Morgan Leveraged loan index, increased
$0.25 to $91.83 over the past week, with the average price for BB loans increasing $0.31 to $95.71, Single
B loans increasing $0.30 to $93.82, and Split B/CCC falling -$0.28 to $75.66. Meanwhile, loan yields and
spreads (3-year) decreased 11bps and 10bps each over the past week to 6.93% and 670bps, which
compare to as low as 6.62% and 634bps in early June. Outflows continued for the asset class with a $207
million outflow for leveraged loan funds over the past week. This was the 80th withdrawal over the last 85
weeks.

Structured credit

The securitized component of the Bloomberg Barclays US Aggregate Index delivered 0.11% in total return
lastweek, outperforming duration-neutral US treasuries by 0.07%. Spreads modestly tightened, includingin
the agency mortgage space where current coupon spreads reached levels lastseen inearly February, prior
to the Covid-19 blowout. This tightening increases the likelihood that the 30-year mortgage rate will drop
below 3% in the immediate future. Black Knight reported the largest week-over-week decline in forbearance
since data tracking began this Spring, and total loans in forbearance declined a full percentage pointto 7.8%.
Supply continues to be scarce inthe ABS space, but the new issue pipeline continues to fill.

Emerging markets

Emerging markets were also stable last week as spreads finished only marginally wider on the week for
hard currency sovereigns, while tightened for EM corporates. Local EMs saw yields fall lower by a few basis
points. The asset class experienced strong inflows of $1.3 billion, due to inflows into hard currency funds
(+$1.6 billion) while local currency funds continued to see outflows.

Positive news for Ecuador (who had defaulted earlier inthe year), as the government reached an agreement
with 45% of bond holders to restructure the outstanding debt ($17.4 billion). Ecuador bond prices rose on
the news. Thisis in marked contrast to Argentina where the bondholders and the government are still at a
stalemate. In Covid-19 specific news, President Bolsonaro of Brazil, President Anez of Boalivia, and
Diosdado Cabello, Venezuelan politicianand head the United Socialist party, have all announced they have
tested positive for virus.

In Asiannews, the central bank of Indonesia announced their own QE program withthe central bank buying
up to $40 billion (3.6% of GDP) of government bonds. This is in addition to the $14 billion bonds already
purchased. The news was well received by the market with local bonds yields falling on the news. Malaysia
also had positive news as elections saw the incumbent prime minister re-elected.
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Asian fixed income

In Asia, GMR Infrastructure announced the completion of the sale of its 49% stake in GMR Airport (GAL) to
Group ADP for INR107.8 billion or $1.43 billion. This is a positive development for GMR Infrastructure which

has a weak financial profile.

Sina Corp which owns a 44.9% in Weibo, received a non-binding privatisation offer from New Wave. New
Wave is controlled by Mr Charles Chao who is also the Chairman and CEO of Sina Corp. New Wave owns
a12.2% stake in Sinawith a 58% voting right.

Commodities

Commodities index was higher at 1.5% for the week. This week; it was metals which led the asset class as
base metals rose 5%. Copper was the star performer, up 6.6% on increased concerns of supply disruptions
(ex.Chileanminers’ strike) in Latam as well as strong demand from China due to targeted stimulus measures
into infrastructure programmes. It was closely followed by aluminium (up4.6%) as well as a number of other
base metals, which were all up about 4%. In precious metals, gold broke through and maintained a price
above the psychological level of $1800/0z, reaching a high of $1818/0z before finishing the week back down
at $1800/0z. This price was last seen in September 2011 and reinforces the risk-off sentiment portion of
the marketeven as equities continue to rally. See chart of the week.

Energy was relatively stable, up only 0.5%, with crude oil and refined product prices up about 1% this past
week. The US Department of Energy revised up its forecast for global consumption for the year. However,
it still sees global demand for crude at 92 million/day vs. 2019 demand of 100 million/day. This is significant
for the industry as, due to price, overall the industry is making a lot less in 2020 vs 2019.
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Summary of fixed income asset allocation views

Fixed Income Asset Allocation Views
13th July 2020

Strategy and positioning
(relative to risk free rate)

Overall Fixed
Income
Spread Risk
Under- Ower-
weight 2 -1 0 +1 +2 weight
Duration P
{10-year) ¥ §
Shot T_T T T T _1Long
= 2 1 0 +1+2
(‘P =Periphenyj € ¢
C
urrency EM E
(E=Europsan M 15 T 4T T 47,0 Long
EconomicArea) $ AS ¥
£
Emerging
Markets Local R
(rates (R) and | Under- Over-
currency (C) ) weight -2 1 0 +1 +2 weight
C
Emerging
Markets
Sovereign
Credit (USD Under- Ower-
denominated) weight 2 -1 0 +1 +2 weight
Investment
Grade Credit
Under- Over-
weight 2 -1 0 +1 +2 weight
High Yield
Credit
Under- Over-
weight -2 -1 0 +1 +2 weigh
Agency MBS
Under- Over-
weight 2 1 0 +1 +2 weight
Non-Agency
MBS & CMBS
Under- Over-
weight 2 1 0 +1 +2 weight
Commodities
Under- COwver-
weight 2 -1 0 +1 +2 weight
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Views

Valustionsremain atractive atthese wide leve ks, however therally
since March has taken moderated the opportunity. Worsening
fundamentsk argue for fair va lue beingwider than before.
Central bank supportremains akey technical for now,
onethatwill be become more relevant if there are

relapses (of market volatility a nd'or COVID 19 infections).
Fund tal sinchalh for larg ths of

issuers, despite somesignsthstthey may be better

than recent expectations. Sorting out issuers with the
combination of fragile ba lance sheets and lasting

industry hesdwinds iskey.

Disinflaticnary globalrecession now a base case

Consumption to flatencut after initi al sequentia lrecovery surge
Maonetary policy willseek lower, flatter curves and more than offset
ineased issuance

Duraticn remsains best hedge for furtherrisk asset correction

The Dollaris richly valuedon the basis of growth cutperformance
and high camy. Twin deficis indicate a wesker dollar longer term
The convergence of policy rates is 8 material negstive forthe dollar,
where camy advantage had ke pt it supported. Expect USD
weakness vs safe havens.

Many EMs ladk the policy space to offset demand destruction
Cumencies the like ly pressure valve as central banks finan ce fiscal
deficits

EM resl interest rates rel atively atirs ctive

Balance sheetswill bestretched by the fundamental COVID-19
shodk, and exaggerated by DM financial turmail, cheap cil, and a
stronger USD.

Valustions have be come more attra cliveeven inthe more stable
oedits.

Asiais close toreturning to business as usual following COVID-19
curfews. The virus may return as this happens, but if therampupto
normal continues, akey source of demand for many EM e conomies
will be badk.

|G sits atthe confluence of 3 key positives 1) balance sheets the
best equippedto handle economicpain, 2) Fed actingasa non-
econemicbuyer and backstop . and 3) valustions that are atiractive
relative to history.

Credit guality has nonetheless deteriorated, meaning ored it spreads
are less sttractive versus historical comps.

Though not as positive as |G, HY technicak have improved. Markets
are functioning again.

Fund. tal: ainchalk d forthese | quality balance
sheets, especially in the energy sector. There has been
improvement in ..

Valustions: the bre skneck speed of therally means

spresds are much closer to fair, but still mildhy

attradive.

The Fed's QE including Agency MBS has been asignificant tailwind
for a sector with worse fundamentals, although fundamentals are
betterthan expected

But valuations are much more neutralnow, and the Fed's purchases
have been meaningfully tapered.

However, forbesrances have been better thanexpected, andare
still relatively low {outside of GNMA, which has been hit hardest).
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Risks to our views

= Majoreconomies cannot' flatenthe curve’ of
COVID-19 and 'recession’ becomes "depression”.”
Reopening begets 8 widespread

reclosing.

Central banks pull back support too early and
positive technicals vanish.

Unexpected medicaladvance allowingfull rapid
economicre-cpening

y fiscal =
inspires consumpti on-drivencyclical upswingand
higher inflation

Fiscal largesse steepens curves on issuance
expectations

stion

m Ex

® Federal Reserve moves away from ultra
sccommedativestance

B |nvestors reappraise US oisis/fiscal response as
maore likely to speed a return to normality then
otherregions

Further sharp escalation in global risk aversion
= EM funding crises drive curves higher and steeper

® COVID-19 beginsto spread rapidly in countries
with poorhealth infastru cture, causing higher
deathrates.

B TheUS dollarremaining st alHtime highs will
regardless be 8 headwind

® Reversalof recent electoral rend toward s market-
friendly cand idates.

B TheFed'spurchases goal to maintain‘liquidity”
helmed by i i
® Foreign buyer flow stops for geopol itical, financisl|
or regu latory reasons.
® Downgrade pressures remain front and centre.

® Prolonged COVID-19relaied slump in activity
would hurt these companiss maost.

®  Potentialcorporate QE lures investors to higher
guality assets, instead of encouraging rea llocation
into lower quality credit

B |nterest rates continue falling aggressively and
volatilityrises again.

® Bondswill underperform other spread product ina
sharp risk-on move.

® Fed continues to taper purchases.

\gency MBS: have held up better than

into this orisis, and the housing market has gquickly reb ded. New

[ ] beh: and employment are

issues have begun, but at much wider spreads.

CMBS: Non-payment by retail tenant, lodedowns on travel, and
waork-from-home have had serious fundamental womies to certain
issuers and deals.

The sector has been uniformly punished andthere exist many
opportunities to pick cut attractive property profiles & structures.

ofwBase Metals

u/w Crude

o/w Soybeansvs Com
uiw Cottan

fund tally changed by even a brief,
successful 'social distancing effort.

® Housing prices begin to fall in contrast to cument
trend.

®  Oil production disruption
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Important information: For use by Professional and/or Qualified Investors only (not to be used with or passed
on to retail clients). Source for all data and information is Bloombergas at 13.07.2020, unless otherwise stated.

This material in this publication is for information only and does not constitute an offer or solicitation of an order
to buy or sell any securities or other financial instruments to anyone in any jurisdictioninwhich such offer is not
authorised, or to provide investment advice or services. Offerings may be made only on the basis of the
information disclosed in the relevant offering documents and the terms and conditions under the relevant
application forms. Investmentinvolves risk. You are advised to exercise cautionin relation to this material. Please
refer to the relevant offering documents for details and the risk factors. Past performance is not a guide to future
performance. The value of investments and any income is not guaranteed and can go down as well as up and
may be affected by exchange rate fluctuations. This means that an investor may not get back the amount
invested. The research and analysis included inthis publication have been produced by Columbia Threadneedle
Investments for its own investment management activities, may have been acted upon prior to publication and is
made available here incidentally. Any opinions expressed are made as at the date of publication but are subject
to change without notice and should not be seen as investment advice. Information obtained from external
sources is believed to be reliable but its accuracy or completeness cannot be guaranteed. The mention of any
specific shares or bonds should not be taken as a recommendation to deal. This document includes forward
looking statements, including projections of future economic and financial conditions. None of Columbia
Threadneedle Investments, its directors, officers or employees make any representation, warranty, guarantee, or
other assurance that any of these forward looking statements will prove to be accurate. This document may not
be reproduced in any form or passed on to any third party in whole or in parts without the express written
permission of Columbia Threadneedle Investments. This document is not investment, legal, tax, or accounting
advice. Investors should consult with their own professional advisors for advice on any investment, legal, tax, or
accounting issues relating an investment with Columbia Threadneedle Investments. This document and its
contents have not been reviewed by any regulatory authority.

Issued by Threadneedle Investments Singapore (Pte.) Limited [“TIS”"], ARBN 600 027 414. TIS is exempt from
the requirement to hold an Australian financial services licence under the Corporations Act and relies on Class
Order 03/1102 in marketingand providing financial services to Australianwholesale clients as defined in Section
761G of the Corporations Act 2001. TIS is regulated in Singapore (Registration number: 201101559W) by the
Monetary Authority of Singapore under the Securities and Futures Act(Chapter 289), which differ from Australian
laws.

Issued by Threadneedle Investments Singapore (Pte.) Limited, 3 Killiney Road, #07-07, Winsland House 1,
Singapore 239519, which is regulated in Singapore by the Monetary Authority of Singapore under the Securities
and Futures Act (Chapter 289). Registration number: 201101559W. This advertisement has not been reviewed
by the Monetary Authority of Singapore.

Issued by Threadneedle Portfolio Services Hong Kong Limited X F|#% & BB & & A R 22 5. Unit 3004, Two
Exchange Square, 8 Connaught Place, Hong Kong, which is licensed by the Securities and Futures Commission
(“SFC”) to conduct Type 1 regulated activities (CE:AQA779). Registered in Hong Kong under the Companies
Ordinance (Chapter 622), No. 1173058.

Issued by Threadneedle Asset Management Limited (TAML). Registered in England and Wales, Registered No.
573204, Cannon Place, 78 Cannon Street, London EC4N 6AG, United Kingdom. Authorised and regulated inthe
UK by the Financial Conduct Authority.

This document is distributed by Columbia Threadneedle Investments (ME) Limited, which is regulated by the
Dubai Financial Services Authority (DFSA). For Distributors: This document is intended to provide distributors
with information about Group products and services and is not for further distribution. For Institutional Clients:
The informationin this document is not intended as financial advice and is only intended for persons with
appropriate investment knowledge and who meet the regulatory criteriato be classifiedas a Professional Client
or Marketing Counterparties and no other Person should act upon it.

Columbia Threadneedle Investments is the global brand name of the Columbia and Threadneedle group
of companies. columbiathreadneedle.com
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