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Despite mounting uncertainty in the broader markets, high yield delivered broadly positive returns in Q3.

As we continue to move through the late stages of a prolonged cycle, credit selection will be critical.

Highlights

Positive Performance, But Volatility Lingers

Despite mounting geopolitical headlines, high yield markets delivered broadly positive returns in the third quarter, continuing what has generally
been a positive year for the asset class overall. Performance for the quarter across the core high yield asset classes was relatively close, with U.S.
and European high yield bonds returning 1.03% and 0.92%, respectively—and U.S. and European loans returning 0.92% and 1.09%, respectively.!

On a year-to-date basis high yield bonds have outperformed loans as increasingly dovish central banks continued to direct flows back into fixed
rate asset classes. However, senior secured loans have also provided a healthy return so far in 2019, as demand from newly formed collateralized
loan obligations (CLOs) offset the lack of interest from retail investors in the U.S. Throughout the year, as market sentiment has favored bonds over
loans, the yield differential between the two asset classes has narrowed. With loan and bond yields comparable, we have seen—in a somewhat
contrarian view to what has been happening in the market—an opportunity in loans, particularly in the U.S., where the economy appears to be
marginally stronger than in Europe.

Credit Selection is Key

Broadly speaking, high yield issuer fundamentals remain stable, and the market appears more disciplined compared to the years preceding the
global financial crisis. Driven by a reasonably healthy economic backdrop over the last few years, corporate earnings have been solid overall, and
leverage levels largely stable. In addition, due in part to lower financing costs over the last decade, interest coverage ratios appear relatively healthy.

Defaults—the biggest potential risk for high yield investors—continue to hover slightly below long-term historical averages, and we do not expect

to see a material increase in the near term. That said, we are mindful that various risks remain—ongoing Brexit negotiations, global trade tensions
and commodity prices, to name a few. Concerns around slowing economic growth and the possibility of a recession are also top of mind for many
investors. Rather than trying to time investment decisions around these factors, we see value in taking a rigorous, bottom-up approach to credit
selection, aiming to choose credits that can withstand short-term volatility and hold up through credit cycles.

Higher-Rated Credits in Favor

The high yield markets have historically been punctuated with periods of temporary dislocation, during which various technical factors or risk flare-
ups can cause any one segment of the market to outperform or underperform for periods of time. For instance, the volatility at the end of 2018 —as
well as general uncertainty surrounding economic growth—has resulted in increased demand for higher-quality credits, and that segment of the
market has outperformed year-to-date. Though it may be too early to identify as a trend, we started to see a shift at the end of the third quarter—
particularly in high yield bonds—in which single-B credits outperformed BBs. This is not altogether surprising, as companies have been reporting
healthy financials overall, and investors have started to turn their attention back to the search for yield.

Outlook

. While high yield looks fairly stable from a fundamental standpoint, there are a number of global macroeconomic risks on the horizon that
could introduce further volatility into the markets going forward.


https://www.barings.com/
https://www.barings.com/hken/individual/viewpoints/are-high-yield-investors-being-compensated-for-risks

. Rather than trying to time investment decisions around potential risks, we think there are benefits to a strategic, through-the-cycle approach

to high yield—but one that is flexible enough to allow a manager to allocate tactically based on where the best relative value is at any given
time in the global market.

. While we continue to see value across the traditional high yield markets (bonds and loans in the U.S. and Europe), we are also looking to the

non-traditional segments of the market—in areas like distressed debt, CLOs and emerging markets corporate debt—to identify potential
opportunities for additional value.

CONTINUING POSITIVE PERFORMANCE FOR HIGH YIELD "CORE FOUR™
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*CUMULATIVE RETURNS ARE FROM JANUARY 1, 2019 THROUGH SEPTEMBER 30, 2019.

SOURCES: BARINGS, ICE BAML U.S NON-FINANCIAL HIGH YIELD CONSTRAINED (FOR U.S. HIGH YIELD), ICE BAML EUROPEAN CURRENCY NON-

FINANCIAL HIGH YIELD CONSTRAINED (FOR EUROPEAN HIGH YIELD), CREDIT SUISSE LEVERAGED LOAN INDEX (FOR U.S. LOANS), CREDIT
SUISSE WESTERN EUROPEAN LEVERAGED LOAN INDEX (FOR EUROPEAN LOANS). AS OF SEPTEMBER 30, 2019. EUROPEAN HIGH YIELD AND
EUROPEAN LOANS ARE BOTH NON-USD AND HEDGED TO EUR.

1. Sources: Bank of America Merrill Lynch; Credit Suisse. U.S. market returns provided in U.S. dollars and European market returns provided hedged

to euros. As of September 30, 2019.
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The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any financial instrument or service.
The material herein was prepared without any consideration of the investment objectives, financial situation or particular needs of anyone who may
receive it. This document is not, and must not be treated as, investment advice, investment recommendations, or investment research.

In making an investment decision, prospective investors must rely on their own examination of the merits and risks involved and before making any
investment decision, it is recommended that prospective investors seek independent investment, legal, tax, accounting or other professional advice
as appropriate.

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made in good faith in relation to the facts
known at the time of preparation and are subject to change without notice. Parts of this document may be based on information received from
sources we believe to be reliable. Although every effort is taken to ensure that the information contained in this document is accurate, Barings
makes no representation or warranty, express or implied, regarding the accuracy, completeness or adequacy of the information.

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are subject to change without notice,
dependent upon many factors. Any prediction, projection or forecast is not necessarily indicative of the future or likely performance. Any
investment results, portfolio compositions and/or examples set forth in this document are provided for illustrative purposes only and are not
indicative of any future investment results, future portfolio composition or investments. The composition, size of, and risks associated with an
investment may differ substantially from any examples set forth in this document. No representation is made that an investment will be profitable
or will not incur losses. Where appropriate, changes in the currency exchange rates may affect the value of investments.

Investment involves risks. Past performance is not a guide to future performance. Investors should not only base on this document alone to make
investment decision.

This document is issued by Baring Asset Management (Asia) Limited. It has not been reviewed by the Securities and Futures Commission of Hong
Kong.



