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Fixed income markets largely enjoyed a remarkable rally to close out 2023 with positive returns across all asset
classes. Entering 2023, expectations leaned optimistic given the rout of 2022 from higher rates but sentiment
would quickly erode as the effects of higher rates took casualties in the banking sector and shined the light on
challenges of those closely related sectors. Nonetheless, while the challenges in some sectors and opportunities
in others were fundamental drivers of return, technicals were an overwhelmingly persistent theme throughout.
So much so, that our Long Duration team published a detailed review in their work, “The Year of the Long Bond”
focusing on those technical dynamics in the long maturity space. Overall strong demand for fixed income was
supported by positive fund flows for all but 2 weeks in 2023.' Demand was met with relatively healthy supply,
however the composition of that supply favored short-dated maturities and defensive sectors contributing to
the technical pressures.?

In the 4th quarter of 2023, the Bloomberg Corporate Index yield peaked on October 19 at 6.43% with 130 basis
points (bps) of option adjusted spread (OAS).? The Corporate Index OAS since then tightened 25 basis points
in November followed by a grind tighter in December to levels as low as 98 basis points—well below the 10-
year average of 124 basis points for the index. The move tighter in spreads was not limited to just corporates,
mortgages as well as other structured asset classes took part as well with a move 29 bps tighter on spread

in mortgages on top of the gains from rates overall. Following positive prints on the data front (CPI, Payrolls,
Wages) and dovish commentary from the Fed, the 10Yr US Treasury yield rallied more than 100 basis points
from a high of 4.99% in October further supporting the positive momentum in all risk assets. While the treasury
yield curve remains inverted, the 2s10s curve steepened off the lows to -37 bps. Non-financial corporate credit
curves remained flat despite modest a modest steepening in the 5s/10s—primarily in large US Banks curves and
lower rated non-financials.

With the Fed not yet declaring victory in its long-running battle against inflation nor pushing back on loosening
conditions, many participants have speculated that they are likely done with further rate hikes. This speculation
around the “Fed Pivot” spurred a broad rally in markets to close out the year as investors were eager to put
excess cash to work. Data supporting the pivot appear to be slowing gains in nonfarm payrolls coupled with
resilient GDP growth, CPI (both Core and broad based) well off the peaks and trending towards the goal
coupled with the annualized trend of 3-month PCE now reading 2.2% - a figure the Fed, in our opinion, can
certainly gain comfort with given their preferred measure for inflation being Personal Consumption Expenditure
(PCE). However, with the widely held market narrative shifting to a soft-landing scenario and the timing of the
first rate cuts, exuberant markets pulled the pricing of cuts forward as soon as March 2024 with six total cuts
priced in a divergence from the Fed’s dot plot (3 cuts expected as of December 2023) and hawkish messaging
albeit an overall dovish tone from Chairman Powell.

Following the most recent earnings cycle, broad corporate fundamentals remained resilient with some mixed
results for both operating performance and credit metrics. The gross leverage ratio change quarter-over-quarter
ticked higher on the margin while interest coverage experienced a greater deterioration, as expected with the
rising interest costs and revenue contractions. At the sector level, Pharmaceuticals saw the largest y-o-y change
in leverage which can be attributed to the Pfizer and Amgen debt issues this year while Diversified Media
captured some of the largest y-o-y decrease in leverage attributable to Warner Bros Discovery and Oracle
amongst others. Another development in the metrics was that cash paid to shareholders has declined, a plus for
bond holders, as corporations looked to conserve cash in the current environment given looming uncertainties.

Over the quarter, excess returns were substantial with the Corporate Index returning 200 basis points above
duration matched treasuries. Lower quality (BBB, 2.48% excess) outpaced single A (1.75% excess) delivering
roughly 75 basis points in additional excess return throughout the rally.?2 Within Wirelines, larger contributors to
the moves were AT&T and Verizon, while Office REITs enjoyed a rebound from the broad move in risk assets.
Paramount and Warner Bros Discovery following news of merger discussions were larger movers in the Media
& Entertainment while Charter Communications aided Communications sector performance. Laggards within
the index were the Pharmaceutical sector, Integrated Energy dragging from lower oil prices and Airlines despite
positive demand for travel. Away from idiosyncratic momentum, much of the move in spreads was attributable
to the aforementioned strong technical backdrop with robust demand from investors chasing the historically
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attractive all-in yields in Investment Grade Credit. With spreads wrapped around their year-to-date tights, we
believe valuations are full at these levels.

High Grade Snapshot
QTD Total QTD Excess
OAS TSY QTDOASA | QTDYTW A Return Return’
Bloomberg US Credit Index -0.95% 8.15% 1.81%
Bloomberg US Corporate Index 99 -22 -0.99% 8.50% 2.03%
Wirelines 104 -35 -1.09% 12.08% 3.93%
Top Communications 13 -28 -1.03% 10.77% 3.18%
Corporate Media & Entertainment 19 -26 -1.02% 10.40% 3.18%
Sectors Office REITS 181 -47 -116% 8.57% 3.04%
Chemicals 103 -29 -1.04% 10.03% 2.90%
Pharmaceuticals 72 -12 -0.87% 8.86% 1.22%
Bottom Integrated Energy 64 -12 -0.86% 8.48% 119%
Corporate Other Financial 81 -19 -1.07% 5.61% 117%
Sectors Construction Machinery 38 -9 -0.87% 5.35% 0.67%
Airlines 166 17 -0.60% 3.49% -0.34%
A 84 -20 -0.98% 8.21% 1.75%
Quality
Baa 121 -25 -1.02% 8.78% 2.48%
Intermediate 90 -25 -1.02% 5.86% 1.59%
Maturity
Long 16 -18 -0.92% 14.01% 3.03%

" MIM, Bloomberg L.P.

Chart1 | 4Q Excess and Total Returns
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Chart 3 | Banks Traded at a Large Discount to Non-Financials
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Chart 4 | High Grade Gross Issuance by Maturity
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The fourth quarter’s print of $208bn was the slowest quarter of the year in terms of issuance—an overall

figure that is down 2% compared with the past four-year average of $212bn. This compares with 3Q23 supply
of $286bn, 2Q23 of $316bn and 1Q23 of $396bn with 2023 total issuance closing at $1,207bn. As previously
alluded to, the share of long maturity issuance (10+ yrs) in 2023 stands out at just 14% of the total supply. This
share is the lowest since 2011 when it was only 12%. The short-dated bias in issuance pushed the average tenor
of new issues to 9.6 years down from 10.1in 2022, 10.7 in 2021 and 12.6 in 2020. Although this trend is not
unexpected given issuers terming out debt in 2020 and the upwards direction of rates in the past two years; the
decline in in the share of long end-maturities 2023 (14%) vs. 2022 (16%), 2021 (21%) and 2020 (26%) has led to

a dominant technical. Among sectors, Non-Financials were more active this year, issuing $719bn or 60% of the
total issuance while Financial supply was only $488bn. More granularly, Yankee Banks ($229bn, 19% share of
total supply) and US Banks ($171bn, 14%) were the largest issuers within Financials while the Healthcare/Pharma
($120bn, 10%) and Utilities ($117bn, 10%) accounted for the largest sectors of the Non-Financials. M&A funding in
HG markets was active this year with $175bn, or 14% of the total supply. The largest deal was priced by Pfizer of
$31bn in mid-May in relation to its acquisition of Seagen. The second largest deal also came in relation to M&A
in Healthcare/Pharma from Amgen’s acquisition of Horizon Therapeutics in mid-February for $24bn.?

Chart 5 | With the Increase in Interest Rates, the Share of Long-End Issuance Has Come Down
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Chart 6 | The 10s/30s Credit Curve Is Still Flat, While 3s/10s & 5s/10s Flattened From
Recently Attractive Levels
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Reprinted by permission. Copyright © 2023 Bank of America Corporation (‘BAC”). The use of the above in no way implies that BAC or any of
its affiliates endorses the views or interpretation or the use of such information or acts as any endorsement of the use of such information.
The information is provided "as is" and none of BAC or any of its affiliates warrants the accuracy or completeness of the information.

Chart 7 | The Differential Between Intermediate and Long Corporate Yields Remains at
Historic Lows
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Chart 8a | However, Intermediate Index 12 Months Forward Excess Return Have Posted Positive
Returns 44% of the Time.
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Chart 8b | Historically, 12 Months Forward Excess Returns Have Never Been Positive From
Spread Levels as Tight as Today on the Long Credit Index
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Chart 9 | Credit Fundamentals Are Weakening With Declining EBITDA and Interest
Coverage Ratios Eroding
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Chart 10 | At the Same, Financial Lending Standards Have Tightened Alongside
Increasing Defaults

SLOOS vs. US Default Rate (1990 - 2023)
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4Q 2023 Market Outlook—Corporate

Before we turn the page to 2024 we would be remiss not to be introspective on what we got wrong and right in
2023. Admittedly there was plenty of the former. We were subscribers to what one year ago was pegged as the
highest probability of recession on record (according to a Federal Reserve survey of professional forecasters).
We reasoned that the velocity of the rate hiking cycle would eventually filter through and ultimately stall

the economy, which coupled with tightened lending standards would impede both consumer and business
investment. This outcome may still be realized, but what we clearly misjudged was the extended timeline of

the impact of policy tightening, and more recently, the Federal Reserve’s willingness to declare (prematurely?)
victory on achieving a soft landing. November saw the largest easing in US financial conditions of any single
month in the past four decades—a condition that in prior months this year would have prompted pushback from
the Fed. The absence of such rebuttal this time likely highlights the Fed’s comfort in no longer policing these
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market moves. This catalyzed a risk-on move to end the year that was squarely the outcome we found most
improbable—which was an aggressive move tighter in spreads (and risk assets in general). Our view on the
macro backdrop this year led us to carry an elevated allocation to Treasuries which we could redeploy back into
credit risk at more attractive valuations. Those conditions never presented themselves—save for a brief flareup
around the regional bank crisis. We do not fashion ourselves as “macro” investors, but certainly we must have
broad views on the what the macro conditions mean for credit, and our view in 2023 was wrong.

Where we do believe we can consistently add value, regardless of market conditions, is through security
selection. We believe we largely got that right, which served as a valuable ballast to our overly conservative
positioning. The vast majority of our key overweights generally delivered outsized returns. Our selective
participation in the primary market generally added value through the realization of occasionally generous new
issue concessions. Our focus on monetizing strong performance in down-in-quality and less liquid credits in
favor of those which are likely to prove more durable in a sell-off has positioned the portfolio well for 2024.

We considered a few different recent corollaries from a valuation perspective in framing our outlook. We believe
2024 will begin with the OAS of the Bloomberg Corporate Index inside 100bp. Not far off from the 96bp OAS
where we began 2021—coming off a remarkable year by any standard, but one in which credit was entering a
period of economic expansion (buoyed by unprecedented stimulus) with a focus on corporate balance sheet
repair. The same conditions are not present today, in our view. Even the most bullish growth forecasts for

US GDP are 2%, versus the nearly 6% achieved in 2021. Companies did an admirable job back then of taking
advantage of historically low rates to term out debt or just add almost free long-term financing (Google printed
a 30-year at 2.05%!). Today, the average coupon of new issues is almost 3% above that of maturing bonds.
Interest expense has risen 17% y/0/y, and those companies most sensitive to this jump in interest expense

are high yield companies, which are staring at the largest 2-year maturity wall on record. In retrospect, we
would argue that 2021 was about as favorable a backdrop as you may will find for credit given the starting

level of valuations —yet spreads mustered a mere 4bp of spread tightening and a 1.6% excess return. A better
comparison is probably 2022, a year with a similarly tight starting spread (92bp), but one which saw a more
challenged economic backdrop that contributed to spreads moving 38bp wider.

This somewhat simplistic exercise is not to suggest that 2024 must mirror a previous time period, as much as it
is to highlight that today’s valuations are a real impediment to spread tightening. 2023—and really the last two
months of 2023—have priced the rosiest of outcomes. That outcome would see inflation continue its unabated
move lower, which allows the Fed to embark on consistent and deep rate cuts that will support the economy
before last year’s policy tightening has a chance to really stunt growth. If this outcome is achieved, we are
probably looking at a “carry” year at best. We really struggle to outline the scenario in which we could breach, or
even approach, the post-GFC tights in spread of 80bp (June 2021).

We believe the asymmetry of spreads has even further tilted in favor of spread widening—while also offering
attractive opportunities along the curve. When spreads (duration adjusted) are at this level or tighter, 77% of
the time the Corporate Index sees negative excess returns. For the Long Corporate Index, it’'s 100% of the
time. It’s only 48% of the time for the Intermediate Index, and as such, we still favor building a yield advantage
on the front end of the curve, while remaining underweight the long end which has been the beneficiary of
the incredibly positive technicals elevated demand versus the lightest issuance since 2011. Technicals can be
overpowering—until they’re not. We would suggest a reversal of these technicals in 2024 is one of the larger
risks to valuations.

Additionally, we believe fundamentals are eroding, albeit slowly. Though one particular area of concern (and
opportunity) that we would highlight is the potential for a meaningful increase of M&A. 2023 was the weakest
year for dealmaking in the last decade, but December saw a bevy of acquisitions announced, and the Fed’s
dovish pivot and the growing chorus of soft landing predictions will likely further boost the appetite for M&A
activity. We believe this activity will likely come from the highest quality issuers with balance sheets that can
support such deals, which is a cohort of the market that we are underweight but could look to take advantage of
the often-times overly generous concessions on large M&A financings to add exposure to those issuers.
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One area we anticipate fundamentals may improve (perhaps paradoxically given our view on credit) is in the
lowest rung of credit quality amongst high grade issuers. We believe those issuers rated BBB- have the most
incentive to retain or improve their credit ratings, and in many cases, credible paths to deleveraging. We
believe this area of the market, even absent a broader rally in the credit, to likely be the most ripe for spread
compression, and is accordingly where we have our largest overweight in select high conviction credit ideas.

One dynamic we clearly missed in 2023 was the outperformance from high yield. HY delivered a 13.5% return
in 2023 (as did levered loans), with 2/3rds of that performance coming in the final 2+ months of the year. High
yield spreads now sit in the bottom decile across most post-GFC time periods, which despite yield levels closer
to historical averages still do not appropriately compensate investors for the impending maturity wall and the
likelihood of elevated defaults. We would expect our utilization of this “plus” sector to remain light for those
portfolios that allow for that exposure.

Timing remains the most challenging variable in the market, but the asymmetry is as great as we can recall. A
bias to the front of the curve and the associated yield advantage we can build from that positioning, allows us
the patience to wait for a correction in spreads. We allow that the worst case scenario for the economy looks far
less likely than it did a year ago, but we also believe there to be far too much optimism priced into spreads. We
believe a higher quality posture and healthy liquidity in the portfolio leave us well positioned to take advantage
of a more appropriately valued credit market.

Endnotes

' EPFR Global, Bank of America Merrill Lynch
2 Bloomberg
3 JP Morgan
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For investors in Australia: This information is distributed by MIM LLC and is intended for “wholesale clients” as defined in section 761G of the Corporations Act
2001 (Cth) (the Act). MIM LLC exempt from the requirement to hold an Australian financial services license under the Act in respect of the financial services it
provides to Australian clients. MIM LLC is regulated by the SEC under US law, which is different from Australian law.

MIMEL: For investors in the EEA, this document is being distributed by MetLife Investment Management Europe Limited (“MIMEL”), authorised and regulated
by the Central Bank of Ireland (registered number: C451684), registered address 20 on Hatch, Lower Hatch Street, Dublin 2, Ireland. This document is approved
by MIMEL as marketing communications for the purposes of the EU Directive 2014/65/EU on markets in financial instruments (“MiFID 11”). Where MIMEL does
not have an applicable cross-border licence, this document is only intended for, and may only be distributed on request to, investors in the EEA who qualify as a
“professional client” as defined under MiFID Il, as implemented in the relevant EEA jurisdiction. The investment strategies described herein are directly managed
by delegate investment manager affiliates of MIMEL. Unless otherwise stated, none of the authors of this article, interviewees or referenced individuals are
directly contracted with MIMEL or are regulated in Ireland. Unless otherwise stated, any industry awards referenced herein relate to the awards of affiliates of
MIMEL and not to awards of MIMEL.

" As of December 31, 2023, subsidiaries of MetLife, Inc. that provide investment management services to MetLife’s general account,
separate accounts and/or unaffiliated/third party investors include Metropolitan Life Insurance Company, MetLife Investment
Management, LLC, MetLife Investment Management Limited, MetLife Investments Limited, MetLife Investments Asia Limited, MetLife
Latin America Asesorias e Inversiones Limitada, MetLife Asset Management Corp. (Japan), MIM | LLC, MetLife Investment Management
Europe Limited and Affirmative Investment Management Partners Limited.
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