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Optimising total return with short duration in euro credit markets
Boutaina Deixonne, Head of Euro IG & HY Credit recently talked to French media, Quantalys

Read below their discussion on the euro market conditions and why Boutaina believes in this
environment an active, total return approach may help find opportunities.

Where are we are on market conditions after this retracement?

In 2022, central banks, whether in Europe or the United States, began to raise rates and we were
expecting to have a rather gentle and gradual rise in rates. In fact, we ended up in 2022 with a rise that
was abrupt and very aggressive on the part of central banks.

So this means thatin 2022, we had a very complicated year in terms of returns for the asset class, but
today, we find ourselves with very attractive returns. For example, the investment grade (1G) market
offers a return of 3.6% while the high yield (HY) market offers a return of almost 6%"'. We have not
seen these yields for over ten years, even though the fundamentals of some of these issuers are very
solid and resilient.

If we look at the credit spread or credit premium, the situation is a little different. This is because we
have seen very significant tightening of these credit spreads over the last twelve or so months. Even
after the recent volatility pushing spreads wider in early August, the |G market offers an average asset
swap spread just in line with the 10Y historical average, while the high yield is even slightly tighter vs.
the 10Y historical average.

That's why at AXA IM we believe that active, conviction-based management, is importantwhen seeking
the best opportunities. Therefore, we aim to have a stable process which will allow us to determine
whether it is the time to invest or not. It allows us to ask questions such as:
e Is this the time to increase the risk or reduce the risk?
¢ What are the sectors on which we want to rely? Sectors on which we want to be underweighted.
e And then, within the sector itself, what are the names that we are comfortable with given the
relative value? And then the names that we would like to discard.

What are the elements that can disrupt or improve this market for the coming months?

Central banks and their monetary policies are the obvious ones that can influence marketsin the coming
months, particularly in the US where recent macroeconomic data has been confusing and contradictory
leading to concerns that the Federal Reserve has made a mistake keeping rates too high for a long time.
For now, we maintain our expectations for 25bps rate cut in both September and December. But there
are also elections and we have already seen this volatility through the election in France. The next big
one is the US which is likely to add a little bit of volatility. Earnings will be also monitored by market
participants. Indeed, the initial wave of Q2 results season has been mixed from consumer discretionary
industries (Consumer Goods, Airlines) but also from sectors exposed to China such as Automotive and
Luxury. We expect to enter a cycle that may be less promising, which could have an impact on cyclical
sectors. As a result, we think it is important to be agile and have a flexible investment management
approach with the aim of taking advantage of opportunities and mitigating losses.

1 Source: AXA IM, Bloomberg as of 315t July 2024
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If we focus on the primary market because it is a bit like the thermometer of the credit market.
Where do we stand? Is it still dynamic?

It's a very strong market. In 2023, we had almost € 600 billion of issuance between financial and non-
financial issuers which was completely absorbed by market participants. This trend is continuing in
2024. Today, we have almost € 430 billion issued. These are huge amounts in the Euro Credit market
across all sectors - even in the real estate sector, which was a bit shunned last year. Real estate
issuers are now able to issue across all seniorities.

Whether it is senior debt, subordinated debt, perpetual debt or the famous AT1, we have a very
dynamic market. There are also a lot of US issuers coming to take advantage of the buoyant
environment in the European market. So, it's a very dynamic, very healthy market that's functioning well
and therefore liquidity conditions are extremely good. But again, having flexibility, analysing companies,
means that we don't invest in everything. There are companies that we are positive on, that we go into
with spread levels in mind or with yield levels in mind, and then there are other companies where we
have to be careful. We think it is important to be selective.

And when we talk about a Total Return Bond strategy on credit, what performance drivers are
we talking about?

At AXA IM, we have a total return strategy that has seen strong inflows in recent quarters and months.
It aims to provide investors with flexibility, diversification and liquidity, while taking a simple, vanilla
approach. For example, we don't invest in fund of funds or securitised assets.

The main performance driver is our ability to allocate between investment grade and high yield. While it
must remain an investment grade strategy, it can go up to 50% in high yield. This allows us to seek
attractive yields while remaining an investment grade strategy. We also use derivatives, such as
futures, to manage duration or credit derivatives to adjust credit beta.

Duration is also one of its key performance drivers. With a range of -2 to +6, the investmentteam has a
lot of flexibility to adjust the duration according to our convictions.

In conclusion, can we look at short duration because for a long time it was not necessarily very
interesting. Why is it interesting today?

Some investors are interested in having a barbell strategy - a total return strategy that is very flexible
and then a strategy that is very defensive. Four years ago, we wouldn't have talked about short
duration. But today, with the inversion of the curves, with this normalisation of rates, we have a return
on the short end of the credit curve that is almost equivalent to all-maturity index, but with volatility that
will be almost half as high. So, it's really something quite new and attractive that we have today.

So we are taking advantage of this aberration to be able to play this short segment as well.
Exactly. And in that part, we may benefit more from the secondary market than the primary market, but

it makes perfect sense because it's still a liquid market with interesting financial conditions.

Source: AXA IM, Quantalys as of June 2024. Updated 9t August 2024

Important information

No assurance can be given that our investment strategies will be successful. Investors can lose some or all of their capital
invested. Our strategies are subject to risks including, but not limited to: equity; emerging markets; global investments;

investments in small and micro capitalisation universe; investments in specific sectors or asset classes specificrisks, liquidity
risk, credit risk, counterparty risk, legal risk, valuation risk, operational risk and risks related to the underlying assets.
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Disclaimer

This documentis 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.

Dueto its simplification, this documentis 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 informationin this documentis 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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