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What has been happening in your market?

Despite the interest rate volatility in the past year, credit markets have performed very well in 2023, with both investment
grade and high yield assets returning impressive return of 8 and 12% respectively.

What is your outlook?

Looking forward to 2024, we anticipate another positive year for credit markets. While spreads are not particularly wide
from a historical standpoint, we think that the all-in yield of the credit markets is attractive from a total return perspective
and even outpacing the dividend yield. The level of yield that you can receive on the euro credit investment grade and high
yield markets is still above the historical average of the past 10 years, around 4% and 6% respectively.

Central bank pauses have often been followed by a period of declining rates volatility and positive return for the asset class.
Therefore, central bank rate cuts should provide an additional tailwind for corporate bonds in 2024.

So valuations of the asset class are indeed attractive, and apart from valuation, fundamentals are another argument for the
asset class. Fundamentals have been extremely resilient and we believe that the asset class is well placed. We have seen some
deceleration in trends in the third quarter. This deceleration continued in Q4 earning and we think that it will probably
continue in the coming quarter. Having said that, for 2024, we expect a normalisation of trends rather than a massive decline
in corporate earnings. Most investment grade and high yield companies have started off on a strong foot with regards to
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leverage and liquidity. Indeed, following the pandemic, companies were able to take advantage of favourable financial
conditions to bolster their balance sheet and prepare themselves for this new rate environment.

For high yield, even though 2023 was a year challenged by concern on the economic backdrop, the impact on default rates
was actually fairly limited. It is also interesting to see that the number of rising stars have exceeded that of fallen angels in
2023.

For 2024, default rates is expected to increase to a 3 to 4% range, which is still in line with the historical average. So valuations
are attractive and fundamentals are fairly resilient. On top of that, the yield attractiveness of the asset class has been a strong
support for credit markets, resulting in significant inflows and the easy absorption of primary issuance.

2024 started on a positive footing as inflows have actually accelerated in both high grade and high yield, showing the
attractiveness of credit markets over risk free or low risk products. We expect this positive trend to continue, while supply
should be below 2023 figures.

For high yield, issuance should also be fairly modest compared to 2023.

Why do you believe investors might be interested in the asset class?

In summary, we remain optimistic about the credit asset class in 2024. Satisfactory growth, declining inflation and easing policy
will support risk appetite.

A mild recession combined with the expectation of potential central bank cuts, will probably be favourable for risky assets this
year. Hence, credit strategies remain attractive in 2024 for both investment grade and high yield, thanks to appealing coupon-
based return and expected capital gains this year.

For investors, active strategies could be considered to generate alpha. Today, we have a preference for unconstrained total
return strategies within Euro credit as they offer flexibility to adapt to changing market environments and to adjust the level of
risk accordingly.

Source : AXA IM, as of February 2024
Disclaimer

This document is for informational purposes only and does not constitute investment research or financial analysis relating to
transactions in financial instruments as per MIF Directive (2014/65/EU), nor does it constitute on the part of AXA Investment
Managers or its affiliated companies an offer to buy or sell any investments, products or services, and should not be
considered as solicitation or investment, legal or tax advice, a recommendation for an investment strategy or a personalized
recommendation to buy or sell securities.

Due to its simplification, this document is partial and opinions, estimates and forecasts herein are subjective and subject to
change without notice. There is no guarantee forecasts made will come to pass. Data, figures, declarations, analysis,
predictions and other information in this document is provided based on our state of knowledge at the time of creation of this
document. Whilst every care is taken, no representation or warranty (including liability towards third parties), express or
implied, is made as to the accuracy, reliability or completeness of the information contained herein. Reliance upon information
in this material is at the sole discretion of the recipient. This material does not contain sufficient information to support an
investment decision.

Issued in the UK by AXA Investment Managers UK Limited, which is authorised and regulated by the Financial Conduct
Authority in the UK. Registered in England and Wales No: 01431068. Registered Office: 22 Bishopsgate London EC2N 4BQ

In other jurisdictions, this document is issued by AXA Investment Managers SA’s affiliates in those countries.
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