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CREDIT RISK MONITOR

Over the second quarter, markets took the view that a recession had been
averted rather than delayed. Data showed growth holding up, the banking
sector recovering from prior volatility and inflation moderating, although
impatience with the speed of moderation saw deweloped market central banks
hiking rates further, spurring rises in government bond yields. Credit spreads
tightened ower the quarter.

On the flip side, the credit cycle continued to deteriorate. Tighter financial
conditions alongside weak manufacturing PMIs contributed to earnings
downgrades for some industrials. Recent bankruptcy filings for small
businesses may spread more broadly into capital markets. Seasonal technicals
may support credit markets near term but we anticipate credit quality
dispersion to become more material later in the year as companies address
the 2025 maturity wall. A selective, nimble investment approach is paramount.

Why the cycle matters

Jim Cielinski,
Global Head of
Fixed Income

HIGH DEBT LOADS

» Historically, corporate credit excess Key metrics: interest
returns have been positive two- IE 6 E cower, leverage
thirds of the time or more*, but i O a‘ Prognosis: stock of
investors must bear the asymmetry % O E debt hLQh;] refinancing
of credit markets where downside costs higner

corrections can be severe.

» Monitoring the credit cycle and top-

down risks is good risk
management. The challenge for
investors is that every cycle is
different and requires a combination
of data and judgement.

- No single indicator or dataset can
be reliable in isolation, and the lags
are uncertain. However, by
considering the credit cycle within a
framework and assessing the
weight of evidence from the key
metrics shown here, we can better
understand the balance of risks and
potential turning points.

RESTRICTED
CAPITAL ACCESS
Key metrics: liquidity
cycle, real borrowing
costs

Prognosis: liquidity
withdrawal amid QT
and tighter lending
standards
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EXOGENOUS
SHOCK TO CASH
FLOW

Key metrics:
earnings, earnings
revisions

Prognosis: earnings
growth weakening

*Based on quarterly excess returns on global investment grade and high yield indices since 1999.
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Cycle indicators

Central bank liquidity (% GDP) falls

G4 central bank balance sheets fall below the 2-year
average.
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Source: Janus Henderson Inv estors as at 30 June 2023.
Real rates (%) spike higher
Sharp moves higherinreal yields tend to lead a
defaultcycle.
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Source: Janus Henderson calculations, Bloomberg, Moody’s, as at 30
June 2023. HY =high yield, IG = investment grade

Note: there is no guarantee that past trends will continue. See Important
Information for full information on underly ing indices.

Past performance does notpredict futurereturns.
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2s 10s yield curve slope flattens (bps)

2-year rates rise relative to 10-year rates, and yield curve
slope moves deeperinto negative territory, indicating
rising recession risk.
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Source: Bloomberg 2-y ear and 10-y ear government bond yields to 30
June 2023.

CCCyv B spreads differential (bps) falls

Weaker performance trends in lower quality (CCC)is a
warning sign of stress —this is shown byperiods where
the orange line rises sharplyfrom low levels. This
recently fell in the US chart below butrose in Europe.
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Source ICE Bof AUS High Yield CCC and ICE BofAUS High Yield B
spread-to-worst shown. Data as at 30 June 2023.
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Issuer fundamentals starting to deteriorate

Net leverage and interest coverage have mildly deteriorated compared with the previous year; high yield is
still showing some improvement year-on-year but has weakened in the last three months.

Investment grade net leverage Investment grade interest coverage
(Debt/EBITDA) (EBITDA/interest)
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Source: JPMorgan. Net leverage and interest coverage is as at Q1 2023, except for European HY which reflects Q4 2022, the latest av ailable complete
data at 30 June 2023. Datais subject to change.

Earnings growth (%) weakness expectedto broaden

Year-on-year earnings per share growth revisions were mixed in developed markets, with the UK the
laggard, while emerging markets were generally weaker.

Region 22F 23F 24F Revisions on
‘23 forecasts “Credit quality in aggregate
since last has mostly held up as
Quarter nominal growth and
Global 9 0 11 v revenues have held up.
Developed 10 1 9 A However, itis damage to
the weakest 10-15% of
us 6 1 1 - companies that often
Eurozone 20 3 8 4 causes the credit cycle to
UK )8 9 4 v ur_lravel. That's V\_/hat we )
think we are seeing now.
Japan 3 10 8 —
Emerging 5 2 18 v Jim Cielinski
Global Head of Fixed

China 1 22 14 v Income

Source: Refinitiv Datastream data, 30 June 2023.
2022, 2023 and 2024 data are estimates, and there is no guarantee that past trends will continue
or forecasts will be realised. Past performance does not predict futurereturns.

Page 3 of 6



CREDIT RISK MONITOR Q2 2023

Something for everyone

Data in the second quarter offered something for everyone. Bears could point to weakness in lead economic
indicators, stubborn core inflation and credit metrics deteriorating. Bulls could counter with strong labour
markets, declining headline inflation and a robust consumer. The resolution of the US debt ceiling impasse
removed a key market risk. With recession fears scaled back, markets have been pricing in a more muted
credit default cycle. Our view is more circumspect. We expect more “trouble credits” to emerge as the
lagged impact of tighter policy takes effect.

Credit cycle continues to deteriorate

* Quarter-on-most-recent-quarter metrics show a broad, albeit shallow deterioration.

*  Worrisome trends include weakening in the industrial side of the economy (e.g., weakening in
manufacturing and raw materials pricing and volumes), often a lead indicator for the broader economy.

+ Afew sectors showed improvement, with interest cover higher and net leverage lower among
transportation (recovery in travel) and gaming (as new regulations open up the market in US).

* Aseasonal lull in primary issuance could support markets near term but we believe that tighter lending
standards, higher refinancing costs and a slowing economy will gradually take their toll on credit quality.

Not a typical credit cycle
A unique feature of this cycle is the high disparity between nominal growth and real growth, with high
inflation allowing nominal earnings at companies to stay robust.

» For now, markets have viewed falling inflation as a positive; allowing central banks to be less restrictive.

* Anegative reading of falling inflation is that it highlights weakening demand. Later in the year, we believe
markets will focus more on the demand side of softer inflation.

« With inflation declining and rates remaining high, real rates are going up, pressuring companies with
heaw refinancing needs.

Attractive yields — but is it enough?

* All-in yields look attractive relative to recent years because policy rates have moved up.

* Howewer, spreads hawe tightened further, particularly in the higher yielding segments. Unless a soft
landing materialises, yields on some sub-investment grade bonds may not offer a sufficient cushion for
slowly rising default risk and liquidity declines.

Dispersion pronounced — credit selection is key

* Nimbleness and careful credit selection remains key. Deterioration in credit quality will affect some
sectors and economies more than others. It is often in the tails — the weakest 10-15% of companies —
that a credit cycle unrawels.

Valuations High yield vsinvestment grade (spread
Quality-adjusted spreads (bps) tighten ratio) rangebound
Credit spreads move below long-term averages on Alower BB/BBB ratio could indicate worse value
ratings-adjusted basis in BB-rated bonds compared to BBB-rated bonds.
The ratio ended the quarter barely changed.
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Source: Bloomberg indices as at 30 June 2023. Option-adjusted spreads Source: ICE Bof A corporate bond indices as at 30 June 2023. The
(OAS) shown. See Important Information for full information on underly ing spread ratio is calculated by dividing the BB spread by BBB spread.
indices. See Important Information for full information on underly ing indices.
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Page

Balance Sheet

Volatility

Data sources (supplementary information)

Bloomberg: G4 Balance sheet as a % of GDP (BSPGCPG4 Index)

Bloomberg: 10- year minus 2-year US government bond yields

Bloomberg: US 10-year generic real yield and 7-10yr BBB Corporate spread

ICE BofA Single-B US High Yield Index and ICE BofA CCC & Lower US High Yield
Index

Earnings growth (%)

Global earnings = MSCI AC World Index

Deweloped earnings = MSCI World Index

US earnings = The MSCI USA Index

Eurozone earnings = The MSCI EMU Index (European Economic and Monetary
Union)

UK earnings = MSCI United Kingdom Index

Japan earnings = TOPIX Index

China earnings = MSCI China Index

Quality-adjusted spreads (%):

Global IG = ICE BofA Global Corporate Index data used

Global HY = ICE BofA Global High Yield Index data used

High yield vs investment grade (spread ratio)

US ratio : ICE BofA BB US High Yield Index / ICE BofA BBB US Corporate Index
Euro ratio: ICE BofA BB Euro High Yield Index / ICE BofA BBB Euro Corporate Index

A financial statement that summarises a company's assets, liabilities and
shareholders' equity at a particular point in time. Each segment gives investors an
idea as to what the company owns and owes, as well as the amount invested by
shareholders. It is called a balance sheet because of the accounting equation: assets
= liabilities + shareholders’ equity.

The rate and extent at which the price of a portfolio, security or index, mowves up and
down. If the price swings up and down with large mowvements, it has high volatility. If
the price moves more slowly and to a lesser extent, it has lower volatility. Higher
wlatility means the higher the risk of the investment.
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The views presented are as of the date published. They are for information purposes only and should not be used or construed asinvestment, legal
or tax advice or as an offerto sell, a solicitation of an offerto buy, or arecommendation tobuy, sell or hold any security, investment strategy or
market sector. Nothing inthis material shall be deemed to be a direct or indirect provision of investment management services specificto any client
requirements. Opinions and examples are meantasan illustration of broader themes, are notanindication of trading intent, are subjectto change
and may notreflect the views of othersin the organization. Itis not intended to indicate or imply thatany illustration/ex ample mentioned is nowor
was everheld inanyportfolio. Noforecasts can be guaranteed and thereis no guarantee thatthe information supplied is com plete or timely, nor
are there any warranties withregardto the results obtained from its use. Janus Henderson Investors is the source of data unless otherwise
indicated, and has reasonable belieftorely on information and data sourced fromthird parties. Past performance does not predict future returns.
Investing involves risk, including the possible loss of principal and fluctuation of value.

Not all products or services are availablein alljurisdictions. This material orinformation containedin it may be restricted bylaw, may not be
reproduced orreferred towithout express written permission or usedin any jurisdiction or circumstance in which its use would be unlawful. Janus
Henderson is not responsible for any unlawful distribution of this material to any third parties, in whole orin part. The co ntents of this material
have not beenapprovedor endorsed byanyregulatory agency.

Janus Henderson Investors is the name underwhich investment products and services are provided by the entities identified in the following
jurisdictions: (a) Europe by Janus Henderson Investors Intemational Limited (reg no. 3594615), Janus Henderson Investors UK Limited (reg. no.
906355), Janus Henderson Fund Management UK Limited (reg. no.2678531), (each registeredin England and Wales at201 Bishopsgate, London
EC2M 3AE and regulated by the Financial Conduct Authority) andJanus Henderson Investors Europe S.A. (reg no. B22848 at 2 Rue de Bitbourg, L-
1273, Luxembourg and regulated bythe Commission de Surveillance du Secteur Financier); (b) the U.S. by SEC registered investment advisers that
are subsidiaries of Janus Henderson Group plc; (c) Canada through Janus Henderson Investors US LLC only to institutional investors in certain
jurisdictions; (d) Singapore by Janus Henderson Investors (Singapore) Limited (Co. registration no. 199700782N). This advertisement or publication
has not beenreviewed by Monetary Authority of Singapore; (e) Hong Kong byJanus Henderson Investors Hong Kong Limited. This material has not
been reviewed bythe Securities and Futures Commission of Hong Kong; (f) South Korea by Janus Henderson Investors (Singapore) Limited only to
Qualified Professional Investors (as defined in the Financial Investment Services and Capital Market Actand its sub-regulations); (g) Japan by Janus
Henderson Investors (Japan) Limited, regulated by Financial Services Agency and registeredas a Financial Instruments Firm co nducting Investment
Management Business, Investment Advisory and Agency Business and Type |l Financial Instruments Business; (h) Australiaand New Zealand by
Janus Henderson Investors (Australia) Limited (ABN 47 124 279 518) andits related bodies corporate including Janus Henderson Investors (Australia)
Institutional Funds Management Limited (ABN 16 165 119 531, AFSL444266) and Janus Henderson Investors (Australia) Funds Management Limited
(ABN 43 164 177 244, AFSL444268); (i) the Middle East by Janus Henderson Investors International Limited, regulated by the Dubai Financial
Services Authority as a Representative Office. This document relates to a financial product which is not subject toany form of regulation or approval
by the Dubai Financial Services Authority ("DFSA"). The DFSA has noresponsibility for reviewing or verifying any prospectus or other documentsin
connection with this financial product. Accordingly, the DFSA has not approved this document oranyother associated document s nor taken any
steps toverify theinformation set out in this document, and has no responsibility for it. The financial product towhich this document relates may
be illiquid and/or subject torestrictions on its resale. Prospective purchasers should conduct their own due diligence onth e financial product. If you
do not understand the contents of this documentyou should consult an authorised financial adviser. No transactions will be concluded in the
Middle Eastand any enquiries should be made toJanus Henderson. We mayrecordtelephone calls for our mutual protection, to improve customer
serviceand for regulatoryrecord keeping purposes.

Outside ofthe U.S.: For use only byinstitutional, professional, qualified and sophisticatedinvestors, qualified distributors, wholesale investors and
wholesaleclients as defined by the applicable jurisdiction. Not for public viewing or distribution. Marketing Communication.

Inthe U.S.: This documentisintended for the use of investment consultants and otherinstitutional/professional investors only,and is notdirected
at private individuals.

High-yield or "junk" bonds involve a greater risk of defaultand price volatility and canexperience sudden and sharp price swings.

Credit Spread is the difference inyield between securities with similar maturity but different credit quality. Widening spreads generally indicate
deteriorating creditworthiness of corporate borrowers, and narrowing indicate improving.

Avyield curve plots theyields (interest rate) of bonds with equal credit quality but differing maturity dates. Typically bonds withlonger maturities
have higher yields.

Basis point (bp) equals 1/100 of a percentage point. 1bp =0.01%, 100 bps =1%.
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