Bonds are Back: Where
to Look, What to Do in 2024

Fixed income is probably the
most attractive asset class from
a risk/reward perspective this year.

Why

A Rare Synchrony of Cyclical and Structural

On the cyclical side, three interrelated dynamics are in play: a slowing labour market
and economy, rapidly cooling inflation and as a consequence real interest rates set
at an overly restrictive level.

On the structural side, a more gradual, yet potent, dynamic is in motion: modest
labour force expansion and waning productivity growth point to an economy whose
safe operating speed or trend growth is declining.
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Overly Restrictive Real Rates

The Federal Reserve’s current projections imply real interest rates will remain overly
restrictive for years to come — well above its own estimate of longer run neutral.

A relenting Fed will unlock value in US Treasuries. An intransigent Fed may unlock
even more value in them!
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Where to Look

A Return to Sovereigns

Sovereign fixed income, and US Treasuries in particular, offers investors an
attractive proposition over the medium term.

The US Treasury market is probably best placed to capture our favourable view on
duration. The picture varies by region and country, the short end of several sovereign
debt markets also presents a compelling yield-duration profile for those investors
unwilling to embrace duration more fully.

Emerging Market Debt

Hard currency EM sovereign debt currently looks attractive. With spreads in the
high yield subsegment trading well above their long-term average, markets have
already priced in most credit events.

Current HY EM Spread
>T700bps

Long Term Average
HY EM Spread

~540bps

EM local currency debt (EMD LC) has become a lot more complex, EM monetary
policy has decoupled from the Fed and a strong US dollar is clouding the outlook.
However, real yields have now turned positive for some of the largest issuers, and
even though this is still below US Treasuries, it offers a pick-up versus the euro area.

All sources State Street Global Advisors. Examples are for illustrative purposes only. Past performance is not a reliable indicator of future performance.

Where to Be Patient

Credit

A slowing economy and advancing credit cycle will present challenges to corporate
income and balance sheets. Therefore, we expect that there will be more rewarding
entry levels for credit investors in the coming quarters.

High Yield

High yield debt has been trading at relatively compressed spreads. Default rates are
currently quite modest but can only rise as our predicted slowdown bites in 2024.

How to Play It

Indexing for Modern Fixed Income

» Cost-effective, reliable exposures
o Clear risk/return drivers
» Broad, liquid and nimble
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An ESG allocation can be considered as part of your investing strategy.
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Important Information
Investing involves risk including the risk of loss of principal.

The whole or any part of this work may not be reproduced, copied or transmitted
or any of its contents disclosed to third parties without State Street Global
Advisors express written consent.

The views expressed in this material are the views of the EMEA Fixed Income
Specialists of State Street Global Advisors Global Fixed Income Group as at 13
February 2024 and are subject to change. This document contains certain
statements that may be deemed forward-looking statements. Please note that
any such statements are not guarantees of any future performance and actual
results or developments may differ materially from those projected.

The information contained in this communication is not a research
recommendation or ‘investment research’ and is classified as a
‘Marketing Communication’ in accordance with the Markets in Financial
Instruments Directive (2014/65/EU) or applicable Swiss regulation.
This means that this marketing communication (a) has not been
prepared in accordance with legal requirements designed to promote
the independence of investment research (b) is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This communication is directed at professional clients (this includes eligible
counterparties as defined by the appropriate EU regulator or applicable Swiss
regulator) who are deemed both knowledgeable and experienced in matters
relating to investments. The products and services to which this communication
relates are only available to such persons and persons of any other description
(including retail clients) should not rely on this communication.

The information provided does not constitute investment advice as such termis
defined under the Markets in Financial Instruments Directive (2014/65/EU) and it
should not be relied on as such. It should not be considered a solicitation to buy
or an offer to sell any investment. It does not take into account any investor’s or
potential investor’s particular investment objectives, strategies, tax status, risk
appetite or investment horizon. If you require investment advice you should
consult your tax and financial or other professional advisor.

Diversification does not ensure a profit or guarantee against loss.

Investments in emerging or developing markets may be more volatile and less
liquid than investing in developed markets and may involve exposure to
economic structures that are generally less diverse and mature and to political
systems which have less stability than those of more developed countries.

The returns on a portfolio of securities which exclude companies that do not
meet the portfolio’s specified ESG criteria may trail the returns on a portfolio of
securities which include such companies. A portfolio’s ESG criteria may result in
the portfolio investing in industry sectors or securities which underperform the
market as a whole.

The trademarks and service marks referenced herein are the property of their
respective owners. Third-party data providers make no warranties or
representations of any kind relating to the accuracy, completeness or timeliness
of the data and have no liability for damages of any kind relating to the use of
such data.

Allinformation is from State Street Global Advisors unless otherwise noted and
has been obtained from sources believed to be reliable, but its accuracy is not
guaranteed. There is no representation or warranty as to the current accuracy,
reliability or completeness of, nor liability for, decisions based on such
information and it should not be relied on as such.

Bonds generally present less short-term risk and volatility than stocks but
contain interest rate risk (as interest rates raise, bond prices usually fall); issuer
default risk; issuer credit risk; liquidity risk; and inflation risk. These effects are
usually pronounced for longer-term securities. Any fixed income security sold or
redeemed prior to maturity may be subject to a substantial gain or loss.
International Government bonds and corporate bonds generally have more
moderate short-term price fluctuations than stocks but provide lower potential
long-term returns.
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