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With a precarious stability priced into markets as optimism about economic growth is balanced against fears
of further weakness, we see value in focusing on the yield that can be captured with minimal volatility and by
seeking diversified sources of return.

Key Takeaways

= Today, a precarious stability is priced into markets as optimism about economic growth is balanced
against fears of further weakness. While credit markets are likely to remain supported, above-trend
growth will be necessary to realise another strong year of credit market returns.

= The recent divergence of CCC and BB rated credits in the high-yield market showcases the importance
of strong company fundamentals in below-trend growth environments. Selectivity in pharmaceuticals,
healthcare and energy will be particularly important given that 2020 is a US election year.

= Given the uncertain landscape, we see value in focusing on the yield that can be captured with minimal
volatility and by seeking diversified sources of return to further mitigate portfolio volatility.

The swift correction in bond markets in the last quarter of 2018 set the stage for strong performance in fixed
income in 2019. After that short-lived but precipitous decline, concern over trade disputes and potential
slowing of the US economy led 10-year Treasury yields to fall steadily for much of the year, boosting total
returns across many fixed income markets. And after its about-face and three 25 basis point rate cuts in 2019,
the US Federal Reserve appears to have been successful in engineering a ‘soft landing’ for the US economy
— or at least stayed the market’s fears that a recession is likely in 2020. This sentiment supported riskier
assets for much of 2019, and high yield spreads, in aggregate, are trading well through long-term averages
and once again approaching the tightest levels of this credit cycle.

Credit markets hang in the balance

Today, a precarious stability is priced into markets as optimism about economic growth is balanced against
fears of further weakness. The outlook for US GDP is unclear and will be subject to an effective resolution to
international trade disputes. To realise another year of strong credit market returns, we believe investors will
need to see indications that the US will return to above-trend growth in the latter half of 2020. But that is not
today’s expectation. Even still, it is difficult to be outright bearish on corporate credit, because a growth rate
wobbling around 1.5%—-2% may not be enough to fuel strong growth in equity markets, but it is sufficient to
support many corporate capital structures.

Slower growth reveals corporate mistakes

The recent divergence of CCC and BB rated credits in the high yield market showcases the importance of
strong company fundamentals in below-trend growth environments. Over the summer of 2019, the gap
between the spreads of higher- and lower-rated bonds accelerated dramatically as the latter was dragged
wider by a tumultuous energy sector. The BB sector of the high yield market has returned nearly 15% in 2019,
a stark contrast to the CCC segment, which has returned almost 5%. While current CCC valuations may
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appear ‘cheap’, we are not optimistic about their recovery. The CCC market has been shrinking and
deservedly so. After a decade of economic expansion, companies still in the CCC category are being
justifiably vetted by the market. Strong economic growth can mask many mistakes, while slower economic
growth tends to unmask them.

Seeking yield without the volatility

Given the uncertain landscape, we see value in focusing on the yield that can be captured with minimal
volatility. In the high yield market specifically, striking a balance between holdings with the potential for high
total return and those with more stable prices and steady income seems prudent.

As we look into 2020, we do not anticipate significant spread tightening or widening and thus expect returns to
be driven by the yield on those more stable, though lower-yielding, credits. ldentifying steady sources of
income with the potential to withstand volatility will be particularly important given that 2020 is a US election
year, with selectivity in pharmaceuticals, healthcare and energy paramount.

Seeking diversified sources of return should further serve to mitigate portfolio volatility. We expect the strength
of the US consumer to lend a hand as it creates demand for higher-rated asset-backed securities and
collateralised loans, as well as mortgage-backed securities. In our view, considering both total return and
steady income opportunities across all segments of fixed income will be critical in navigating an uncertain
2020.

Past performance is not a guide to future performance. The value of an investment and the income from it can fall
as well as rise and you may not get back the amount originally invested.

The information in this article does not qualify as an investment recommendation.
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Important information

The content herein is produced for information, illustration or discussion purposes only and does not constitute an
advertisement or investment advice or an offer to sell, buy or a recommendation for securities in any jurisdiction and do
not purport to represent or warrant the outcome of any investment strategy, program or product, other than pursuant to an
agreement in compliance with applicable laws, rules and regulations. Not all products or services are available in all
jurisdictions. Investment involves risk. Past performance cannot guarantee future results. Janus Henderson Investors is
not responsible for any unlawful distribution of this document to any third parties, in whole or in part, or for information
reconstructed from this document and do not make any warranties with regards to the results obtained from its use. It is
not intended to indicate or imply that current or past results are indicative of future profitability or expectations. In preparing
this document, Janus Henderson Investors has reasonable belief to rely upon the accuracy and completeness of all
information available from public sources. Unless otherwise indicated, the source for all data is Janus Henderson
Investors. This material may not be reproduced in whole or in part in any form, or referred to in any other publication,
without express written permission. Anything non-factual in nature is an opinion of the author(s), and opinions are meant
as an illustration of broader themes, are not an indication of trading intent, and are subject to change at any time due to
changes in market or economic conditions. It is not intended to indicate or imply that any illustration/example mentioned is
now or was ever held in any portfolio. No forecasts can be guaranteed and there is no guarantee that the information
supplied is complete or timely, nor are there any warranties with regard to the results obtained from its use.

Issued in (a) Singapore by Janus Henderson Investors (Singapore) Limited, licensed and regulated by the Monetary
Authority of Singapore. Janus Henderson Investors (Singapore) Limited Company Registration No. 199700782N, for use
only with institutional investors as defined in Section 4A of the Securities and Futures Act, Singapore. This advertisement
or publication has not been reviewed by Monetary Authority of Singapore. (b) Hong Kong by Janus Henderson Investors
Hong Kong Limited, licensed and regulated by the Securities and Futures Commission, (¢) Taiwan R.O.C by Janus
Henderson Investors Taiwan Limited, licensed and regulated by the Financial Supervisory Commission R.O.C.
Independently operated by Janus Henderson Investors Taiwan Limited. Suite 45 A-1, Taipei 101 Tower, No. 7, Sec. 5, Xin
Yi Road, Taipei (110). Telephone: (02) 8101-1001. Approved SICE licence number 023, issued in 2018 by Financial
Supervisory Commission, (d) South Korea by Janus Henderson Investors (Singapore) Limited Janus Capital International
Limited, authorised and regulated by the U.K. Financial Conduct Authority. In South Korea, this material is issued for the
exclusive use of the recipient who warrants by receipt of this material that they are Qualified Professional Investors, (e)
Japan by Janus Henderson Investors (Japan) Limited, regulated by Financial Services Agency and registered as a
Financial Instruments Firm conducting Investment Management Business, Investment Advisory and Agency Business and
Type Il Financial Instruments Business, (f) Australia and New Zealand by Janus Henderson Investors (Australia)
Institutional Funds Management Limited (ABN 16 165 119 561, AFSL 444266) and (g) the Middle East by Janus Capital
International Limited, regulated by the Dubai Financial Services Authority as a Representative Office. No transactions will
be concluded in the Middle East and any enquiries should be made to Janus Henderson.

For Other Countries/Regions in APAC: This material is provided for your information purposes only and must not be
distributed to other persons or redistributed. This material is issued for Institutional Investors only (or
professional/sophisticated/qualified investors as such term may apply in local jurisdictions).

Note to China (PRC), Africa and Colombia Readers: Janus Henderson is (a) not licensed, authorised or registered with the
China Securities Regulatory Commission for investment management business or investment consultancy business or
otherwise approved by any PRC regulatory authorities to provide investment management services or investment
consultancy services in the People’s Republic of China (the "PRC") (which, for such purposes, does not include the Hong
Kong or Macau Special Administrative Regions or Taiwan). Janus Henderson Investors makes no representation and
warranties that it is, and will be, in compliance with PRC laws.This document and the information contained in it is only
available to select targeted institutional investors in the PRC, (b) not authorised in South Africa for marketing and (c) not
authorised to market its products and/or services in Colombia or to Colombian residents unless such promotion and
marketing is made in compliance with applicable rules and regulations.

Janus Henderson and Knowledge. Shared are trademarks of Janus Henderson Group plc or one of its subsidiary entities.
© Janus Henderson Group plc.
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