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European High Yield

Sheltering in Short Duration
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After plenty of noise during February, in March markets began to take seriously the real-
world consequences of all that has been threatened by the new Trump administration.
After the previously delayed tariffs on Canada and Mexico were imposed on March 4th, by
the end of the month investors were anxiously awaiting the arrival of “Liberation Day” on
April 2nd — this is when much broader, reciprocal tariffs have been promised. But already,
asset prices are reflecting a higher likelihood of stagflation in the US. This reflects the
inflationary impact and the growth-sapping effects of such moves, both of which are
already beginning to be reflected in the soft data: the University of Michigan’s measure of
consumers’ inflation expectations moved up to 4.1% in March, the highest level since 1993;
and the Conference Board’s consumer confidence guage fell to just 92.9, the weakest print
since January 2021.

The result was the worst quarterly performance for the S&P500 since 2022. It fell -5.6% in
March alone, taking it down -4.3% since January. The Magnificent 7 technology firms,
which have driven so much of thatindex’s performance in the last few years, actually ended
the quarter in a technical bear market.

Although the prospect of tariffs meant that the Eurostoxx600 also fell during March (-
3.7%), its +5.9% return for the quarter as a whole was actually the biggest outperformance
against US equities in over a decade. This was spurred by the incoming German
government’s announcement of an almost €1 trillion defence and infrastructure
investment plan. And while the ECB cut rates again during the month, the 10-year Bund
has risen +37bps since the start of the year —including +30bps on the day after the above
news, the single biggest daily move since German reunification in 1990.

Unsurprisingly, given the sell-offs in both rates and equities, European high yield produced
its first negative monthly return since October 2023. It fell -1.0%, slightly ahead of US high
yield (-1.1%). Since the start of the year, the respective market returns are +0.7% and
+0.9%: though spread performance has been significantly better in Europe, Treasury yields
have fallen whilst those on Bunds have risen. Relative duration exposures are also the
driver behind European CCC returns (+3.0%) leading Bs (+0.8%) and BBs (+0.5%) during the
quarter.

After quiet primary markets in January and February, we finally saw a resurgence in March
— much of it in the last week. The tally since the start of the year almost doubled, to
€10.6bn, possibly as issuers looked to get in front of any further tariff-induced volatility
[source: Deutsche Bank]. Most of this was refinancing, from companies including Itelyum
(Services), Ontex (Basic Industries) and Shaeffler (Autos). There was also a bumper new
deal from Opella (Healthcare), the large LBO of Sanofi’s consumer health business
announced in 2024. All of the above deals were generally well-received, with sizeable order
books and tight pricing. (All sources: Bloomberg)
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Short duration strategy positioning and performance

e After a very strong period for European High Yield, we experienced the
first month of negative total returns in 18 months. Encouragingly for our
strategy, which emphasises protection of principal loss, a total return of -
0.25% (gross-of-fees, A share class) meant we captured only 25% of the
downside.

e We participated in the new issues for Itelyum and Shaeffler mentioned
above. We also added new positions in Voyage Care (Healthcare) and
True Potential (Financial Services). Both of these are performing credits
whose bonds offer attractive carry into a likely refinancing within the next
year.

One theme we’ve been watching

e Along with almost every other market participant, we awaited the
outcome of Trump's major tariff announcement on "Liberation Day,"
April 2nd

e The European rate of 20% was in-line with what had begun to be
discussed in the previous days. High yield traded quite weakly into and
after the event itself and spreads are now about 50bps wider than their
tights of mid-February (and c. 20bps wider year-to-date)

e That said, this has not felt particularly disorderly. In general the nature
of our asset class is such that the issuers tend to be much more
domestically focussed than, for example, big, multi-national,
investment grade companies

e Clearly, the biggest shocks in our market are likely to be felt by cyclical
sectors: directly by Autos manufacturers and suppliers; and indirectly
by industries like Chemicals. The latter generally have localised
production but are exposed to commodities prices

e  Whilst it's not surprising that spreads have moved to better reflect the
risk-off tone, we continue to focus on the usual sources of comfort for
European high yield - namely, solid fundamentals and supportive
technicals

e We expect both of these to remain intact: company balance sheets are
in generally good shape, giving them room to adjust to the new growth
outlook; and new issue supply volumes will likely stay low

e Individual issuer exposures will no doubt be a focus on the next set of
quarterly earnings calls with management teams - though what level of
tariffs we're talking about at that point is anyone's guess
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European High Yield Market Valuation
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Outlook

The difficulty with thinking and writing about markets currently is that, if the rest of Trump’s second term proceeds at the same
pace as the first 70 days have (and yes, it has only been 70 days...), we will quickly run out of interesting ways of talking about
volatility. Similarly, and more importantly, markets can quickly become inured to all of the noise and disruption... until,
suddenly they’re not. Indeed, after the tariffs on Mexico and Canada were removed almost as abruptly as they were first
applied, investors began to pay a little less attention to further threats. Then, those tariffs were reapplied on March 4th and
the month went downhill from there.

Writing the morning after so-called “Liberation Day”, we continue to believe that being positioned strategically remains the
best defence against all of this. There’s simply too much flip-flopping to try and trade such whims tactically. For us, that
translate into a large allocation to high quality, defensive businesses which, a small amount of possible spread widening aside,
have the strong balance sheets necessary to sail through the various storms emanating from the White House. That said, we
do continue to find a good number of selected credits which sit lower-down on the quality spectrum. Whilst these might be
buffeted a little more by the prevailing winds, we believe the increase in volatility is well worth the extra returns they generate.
Many of these bonds have high coupons, having been issued in the last couple of years or so — the sheer amount of income
they generate should soon offset any short-term price movements.

But by far the surest strategy in the current environment is, in our opinion, a short duration one. It’s always worth remembering
that, as well as rates volatility, such a strategy will be low on spread duration — thus also guarding against a weak environment
for credit. This last month was an excellent case-in-point: the -1.0% return for the European high yield universe was driven
roughly 20% by rates moves and 80% by spread widening. Yet our Europe Short Duration High Yield fund fell only -0.25% (gross-
of-fees, A share class), benefitting from its lower exposure to both of these things. Whilst we can’t be sure what the next
quarter will bring, we can be sure that our strategy remains a good place to shelter.
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Past performance is not a guide to current or future performance, and any performance or return data displayed does not take into account commissions and
costs.

This document is for informational purposes only and does not constitute investment research or financial analysis relating to transactions in financial
instruments as per MIF Directive (2014/65/EU), nor does it constitute on the part of AXA Investment Managers or its affiliated companies an offer to buy or
sell any investments, products or services, and should not be considered as solicitation or investment, legal or tax advice, a recommendation for an investment
strategy or a personalized recommendation to buy or sell securities.

The products or strategies discussed in this document may not be registered nor available in your jurisdiction. Please check the countries of registration with
the asset manager, or on the web site https://www.axa-im.com/en/registration-map, where a fund registration map is available. Please note that the
management company reserves the right, at any time, to no longer market the product(s) mentioned in this communication in an European Union country by
notification to its authority of supervision in accordance with European passport rules.

In the event of dissatisfaction with the products or services, you have the right to make a complaint either with the marketer or directly with the management
company (more information on our complaints policy available in English here). You also have the right to take legal or extra-judicial action at any time if you
reside in one of the countries of the European Union. The European online dispute resolution platform allows you to enter a complaint form (by clicking here)
and informs you, depending on your jurisdiction, about your means of redress (by clicking here).

Due to its simplification, this document is partial and opinions, estimates and forecasts herein are subjective and subject to change without notice. There is no
guarantee forecasts made will come to pass. Data, figures, declarations, analysis, predictions and other information in this document is provided based on our
state of knowledge at the time of creation of this document. Whilst every care is taken, no representation or warranty (including liability towards third
parties), express or implied, is made as to the accuracy, reliability or completeness of the information contained herein. Reliance upon information in this
material is at the sole discretion of the recipient. This material does not contain sufficient information to support an investment decision.

Issued by AXA INVESTMENT MANAGERS PARIS, a company incorporated under the laws of France, having its registered office located at Tour Majunga, 6 place
de la Pyramide, 92800 Puteaux, registered with the Nanterre Trade and Companies Register under number 353 534 506, and a Portfolio Management Company,
holder of AMF approval no. GP 92-08, issued on 7 April 1992. In other jurisdictions, this document is issued by AXA Investment Managers SA’s affiliates in those
countries.

In Hong Kong, this document is issued by AXA Investment Managers Asia Limited (SFC License No. AAP809), which is authorized and regulated by Securities
and Futures Commission. This document is to be used only by persons defined as “professional investor” under Part 1 of Schedule 1 to the Securities and
Futures Ordinance (SFO) and other regulations, rules, guidelines or circulars which reference “professional investor” as defined under Part 1 of Schedule 1 to
the SFO. This document must not be relied upon by retail investors. Circulation must be restricted accordingly.

In Singapore, this document is issued by AXA Investment Managers Asia (Singapore) Ltd. (Registration No. 199001714W) and is intended for the use of
Institutional Investors only as defined in Section 4A of the Securities and Futures Act (Cap. 289) and must not be relied upon by retail investors. Circulation
must be restricted accordingly

For Japanese clients: AXA Investment Managers Japan Ltd., whose registered office and principal place of business is at NBF Platinum Tower 14F 1-17-3
Shirokane, Minato-ku, Tokyo 108-0072, Japan, which is registered with the Financial Services Agency of Japan under the number KANTOZAIMUKYOKUCHO
(KINSHO) 16, and is a member of Japan Securities Dealers Association, Type Il Financial Instrument Firms Association, Investment Trust Association of Japan
and Japan Investment Advisors Association to carry out the regulated activity of Financial Instrument Business under the Financial Instrument Exchange Law of
Japan. In Japan, none of the funds mentioned in this document are registered under the Financial Instrument Exchange Law of Japan or Act on Investment
Trusts and Investment Corporations. This document is purely for the information purpose for use by Qualified Institutional Investors defined by the Financial
Instrument Exchange Law of Japan.

In Taiwan, this document is issued by AXA Investment Managers Asia Limited (SFC License No. AAP809), which is authorized and regulated by Securities and
Futures Commission. This document and the information contained herein are intended for the use of professional or institutional investors and should not be
relied upon by retail investors. They have been prepared and issued for private informational and educational purposes only at the sole request of the
specified recipients, and not intended for general circulation. They are strictly confidential, and must not be reproduced, circulated, distributed, redistributed
or otherwise used, in whole or in part, in any way without the prior written consent of AXA IM Asia. They are not intended for distribution to any persons orin
any jurisdictions for which it is prohibited.

If any fund is highlighted in this communication (the “Fund”), its offering document or prospectus contains important information on selling restrictions and
risk factors, you should read them carefully before entering into any transaction. It is your responsibility to be aware of and to observe all applicable laws and
regulations of any relevant jurisdiction. AXA IM Asia does not intend to offer any Fund in any country where such offering is prohibited.

The offer, distribution, sale or re-sale of fund units/shares in Taiwan requires approval from and/or registration with Taiwanese regulatory authorities. To the
extent that any units/shares of the Funds are not so licensed or registered, such units/shares are made available in Taiwan on a private placement basis only to
banks, bills houses, trust enterprises, financial holding companies and other qualified entities or institutions (collectively, “Qualified Institutions”) and other
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entities and individuals meeting specific criteria (“Other Qualified Investors”) pursuant to the private placement provisions of the Rules Governing Offshore
Funds. No other offer or sale of such units/shares in Taiwan is permitted. Taiwanese purchasers of such units/shares may not sell or otherwise dispose of their
holdings except by redemption, transfer to a Qualified Institution or Other Qualified Investor, transfer by operation of law or other means approved by the
Taiwan Financial Supervisory Commission.

For Malaysian investors: As the recognition by the Malaysian Securities Commission pursuant to Section 212 of the Malaysian Capital Markets and Services Act
2007 has not been / will not be obtained nor will this document be lodged or registered with the Malaysian Securities Commission, the shares referred to
hereunder (if any) are not being and will not be deemed to be issued, made available, offered for subscription or purchase in Malaysia and neither this
document nor any other document or other material in connection therewith should be distributed, caused to be distributed or circulated in Malaysia.

For Thailand investors: Nothing in this document shall constitute in any manner whatsoever a proposal to make available, offer for subscription or purchase or
to issue an invitation to purchase or subscribe for any securities in Thailand or a proposal to implement any of the foregoing in Thailand nor has this document
been approved by or registered with the Securities and Exchange Commission of Thailand (“SEC”). No person receiving a copy of this document may treat the
same as constituting an invitation or offer to him in Thailand and such person shall not distribute or make available this document in Thailand. The issuer of
this document shall not be liable in any manner whatsoever in the event this document is distributed or made available to any person in Thailand receiving a
copy of this document. Since no application for approval has been or will be made to the SEC for the offering of the securities, or for the registration of this
document, the securities shall not be offered for subscription or purchased or made available, whether directly or indirectly, in Thailand. It is the sole
responsibility of recipients wishing to take any action upon this document to satisfy themselves as to the full observance of the laws of Thailand, to comply
with all relevant government and regulatory approvals, and to comply with all applicable laws, including but not limited to exchange control laws.

For Investors in People’s Republic of China (PRC): This document does not constitute a public offer of the product., whether by sale or subscription in the PRC.
The product is not being offered or sold directly or indirectly in the PRC to or for the benefit of, legal or natural persons of the PRC. Further, no legal or natural
persons of the PRC may directly or indirectly purchase any of the product or any beneficial interest herein without obtaining all prior PRC’s governmental
approvals that are required, whether statutorily or otherwise. Persons who come into possession of this document are required by the issuer and its
representatives to observe these restrictions.

In Korea, AXA Investment Managers Asia (Singapore) Ltd is a registered Cross Border Investment Advisor/Discretionary Investment Management Company
under the Financial Investment Services and Capital Markets Act (the “Act”). The activities referenced under the Act are 5-2-2 Investment Advisory Business
and 6-2-2 Discretionary Investment Management Business, respectively. Its financial services are available in Korea only to Professional Investors within the
meaning of Article 10 of Enforcement Decree of the Financial Investment Services and Capital Markets Act.

To the extent that any fund is mentioned in this document, neither the fund nor AXA IM Asia is making any representation with respect to the eligibility of any
recipients of this document to acquire the units/shares in the fund under the laws of Korea, including but without limitation the Foreign Exchange Transaction
Act and Regulations thereunder. The units/shares have not been registered under the Financial Investment Services and Capital Markets Act of Korea, and
none of the units/shares may be offered, sold or delivered, or offered or sold to any person for re-offering or resale, directly or indirectly, in Korea or to any
resident of Korea except pursuant to applicable laws and regulations of Korea.



