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High Yield Bonds outlook

— Adown year in high yield bonds was mostly followed by double
digit returns the year after.

— Historically, timing the exact bottom in markets is difficult but
risk/reward favors gradually scaling into high yield bonds from
the current levels.

— Historically, 12-month forward looking returns tend to be
significantly positive from a starting yield level of 9% due to the
power of high carry.

— In addition to income returns, the current low bond prices create
strong capital appreciation potential.

Vontobel

— There are valid arguments for a more benign default outlook
compared to previous cycles.

— Debt maturity walls have been pushed out leading to low refinancing
needs in 2022 and 2023.

— Lower default expectations in the energy sector, which is currently
healthy given strong energy markets.

— Increased mix of higher credit quality due to survivorship and fallen
angels.

— High yield company balance sheets are in good shape overall at this
stage of the credit cycle.

— HY spreads are pricing in cumulative default rates well above
historical average.
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Historically, a down year in HY bonds was mostly followed by double digit Vontobel

returns the year after

Global High Yield annual performance
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Past performance is not a reliable indicator of current or future performance.
Source: ICE BofA Global High Yield Constrained Index (local currency), as of 22.9.2022. 3
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Yield to worst is now higher than last 10-year average and above 9%
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Forward looking returns have been strong when the starting yield is at 9% or higher

Regression of 12-Month Forward Looking Returns on Yield
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Source: ICE BofA Global Markets High Yield Constrained Index (HWOC Index). Daily data range from 1.1.2010 to 26.9.2022.
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BB and B bond prices have dropped to past crisis lows — pull to par mechanism
creates meaningful capital appreciation opportunities.

Bond price evolution in developed high yield market
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Why default rates may stay low this time around

Strong energy markets should keep defaults low in the energy sector




For institutional investors only / not for public viewing or distribution

Vontobel
1. Debt maturity wall has been pushed out — low refinancing needs in 2022 & 2023
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Source: GS Research, as of 22.3.2022. 8
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2, Strong energy markets should keep defaults low in the Energy sector

US Energy Sector was a major contributor in US HY defaults
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For institutional investors only / not for public viewing or distribution

. . . . . . Vontobel
3. Credit quality of the HY universe has improved due to relative increase

in the BB universe

HY Benchmark Rating Composition
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Source: ICE BofA Global High Yield Index (HWOO Index), Vontobel, as of 31.12.2021. 10
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4. HY companies entered the current market downturn with good credit metrics

HY interest coverage

HY net leverage
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Source: JPM Research. US Metrics as of Q1-22; European Metrics as of Q4-21.



For institutional investors only / not for public viewing or distribution

. . . Vontobel
EUR HY spreads priced in 41% 5-year cumulative default rates,
well above historical average
Credit spread implied default rates vs. actual historical default rates
33% ® Implied 5yr Cumulative
30% Defaults Rate
Average 5yr Cumulative
Default Rate
18%
15% ° Worst 5yr Cumulative
Default Rate
Euro HY US HY
[iTraxx Xover 5yr] [CDX HY 5yr]

Implied defaults calculated using 35% recovery rate as of 23.9.2022. Historic defaults calculated using Moody’s default data since 1970 and current index ratings composition as of September.
Source: Morgan Stanley Research, Bloomberg, Moody’s, Vontobel. 12
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Disclaimer

This marketing document was produced by one or more companies of the
Vontobel Group (collectively "Vontobel") for institutional clients.

This document is for information purposes only and nothing contained in this
document should constitute a solicitation, or offer, or recommendation, to buy or
sell any investment instruments, to effect any transactions, or to conclude any
legal act of any kind whatsoever.

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. Copyright 2022, J.P. Morgan Chase & Co. All
rights reserved.

Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and
service mark of Bloomberg Finance L.P. and its affiliates (collectively
“Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank
Plc (collectively with its affiliates, "Barclays"), used under license. Bloomberg or
Bloomberg'’s licensors, including Barclays, own all proprietary rights in the
Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or
endorses this material, or guarantees the accuracy or completeness of any
information herein, or makes any warranty, express or implied, as to the results
to be obtained therefrom and, to the maximum extent allowed by law, neither
shall have any liability or responsibility for injury or damages arising in
connection therewith.
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The index data referenced herein is the property of Merrill Lynch, Pierce, Fenner &
Smith Incorporated (BofAML) and/or its licensors and has been licensed for use
by Vontobel. BofAML and its licensors accept no liability in connection with its use.

Although Vontobel believes that the information provided in this document is
based on reliable sources, it cannot assume responsibility for the quality,
correctness, timeliness or completeness of the information contained in this
document. Except as permitted under applicable copyright laws, none of this
information may be reproduced, adapted, uploaded to a third party, linked to,
framed, performed in public, distributed or transmitted in any form by any
process without the specific written consent of Vontobel. To the maximum extent
permitted by law, Vontobel will not be liable in any way for any loss or damage
suffered by you through use or access to this information, or Vontobel’s failure to
provide this information. Our liability for negligence, breach of contract or
contravention of any law as a result of our failure to provide this information or
any part of it, or for any problems with this information, which cannot be lawfully
excluded, is limited, at our option and to the maximum extent permitted by law, to
resupplying this information or any part of it to you, or to paying for the resupply
of this information or any part of it to you. Neither this document nor any copy of
it may be distributed in any jurisdiction where its distribution may be restricted by
law. Persons who receive this document should make themselves aware of and
adhere to any such restrictions.

In particular, this document must not be distributed or handed over to US
persons and must not be distributed in the USA.



