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Following a dismal December, US markets
surged in January on the back of US-China
trade talks, strong employment data and
dovish talk from Federal Reserve Chairman
Powell. Global markets followed suit.
Investors had a lot to digest in January,
including the global growth slowdown, the
US government shutdown and a mixed start
to the fourth quarter earnings reporting
season. But these negative catalysts failed to
stymie a rally that each week seemed to bring
another rebound, further supported by dovish
global central banks and a largely uneventful
reopening to the new issue market within US
corporate credit (see next page).

The numbers tell the story. The S&P 500
Index followed a total return of -9.03% in
December with a gain of 8.01% in January.'
The investment grade spread widened 14
bps in December, but tightened 22 bps in
January. The high yield spread widened
104 bps in December before tightening

96 bps in January. Finally, the bank loan
spread widened 71 bps in December before
tightening 46 bps in January.

Just how broad-based was the strength

in January? Deutsche Bank has a sample

of 38 asset classes across global equities,
corporate bonds, government bonds,
commocodities and currencies.? All 38 were up
in January for the first time since 2007 when
Deutsche Bank began tracking this sample.
Positive performance across all asset classes
is rare, as rates typically do not rally with
other assets. The rally helped correct much
of the December decline, when 36 of 38
assets classes saw negative performance.

January's positive catalysts offset fears of
the global growth slowdown and negative
ramifications from the US government
shutdown. A litany of companies warned
about the potential slowdown in China,
seeming to confirm recently weak data and
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that the protectionist showdown is starting
to have an impact on economic activity.
Further, continued negative data out of
Europe and Brexit developments increased
concern in the region. Separately, the latest
US government shutdown proved the
longest to-date. While the overall economic
impacts are expected to be modest,
government employees certainly struggled
while dysfunction in Washington could soon
return to the spotlight given the temporary
nature of the recent agreement.

Our expectations for underlying
fundamentals remain constructive.
Expectations continue to call for 2019

US GDP growth of around 2.5%.3 While
global growth is slowing, China announced
several stimulus measures in January (both
monetary and fiscal), showing it is serious
about buoying the slowdown in its economic
growth. Back in the US, a worrying sign

has been the steep descent in earnings
expectations for 2019, specifically the first
three quarters of the year.* Reduced growth
expectations have been led by large cap,
multinational firms, given the strong US
dollar and global growth slowdown.® In
addition to Chinese stimulus, however,

the US dollar was 1.6% weaker on a trade-
weighted basis in January while earnings
expectations are stronger for mid and small
caps (after an expected weak Q1).¢ Corporate
balance sheets are also healthy, in our view.

Given our fundamental view, valuations

have been our focus across equities and
corporate credit. The valuation shift in Q4
2018 had been the biggest change to these
markets. We entered January seeing more
opportunities as the result of the shift, with
relative value thresholds being met. However,
the January rebound was strong enough and
swift enough that we believe opportunities
are fewer, although they do remain.

(1) Data in this paragraph from Morningstar, S&P Global Market Intelligence. Indices are the S&P 500, the Bloomberg Barclays US Credit, the ICE

BofAML US High Yield and the S&P/LSTA Leveraged Loan. 1 February 2019. (2) Deutsche Bank. 1 February 2019. (3) Bloomberg. 1 February 2019.
(4) FactSet. Current estimates are for growth of -0.9% in Q1, 1.5% in Q2, 2.7% in Q3 and 9.8% in Q4. 1 February 2019. (5) Cornerstone Macro. 31
January 2019. (6) FactSet. 5 February 2019.

Past performance is no guarantee of future results.



DOVISH MONETARY POLICY It was not just the US Federal

COULD KEEP GLOBAL RATES LOW’ Reserve that sounded more
dovish in January, as the People's
12% Bank of China provided stimulus
through reserve requirement
10% cuts while the European Central
Bank signaled no rate hike in 2019.
8% Taken together, these policies

5 have the potential to keep global
;‘—_’ 6% rates low. The PBOC is outright
@ easing, forward guidance indicates
> 4% the ECB and Bank of Japan will
= not hike anytime soon, and

2% - expectations are the end of Fed
tightening is near. Further, PBOC
0% and BOJ balance sheets continue
to grow, the ECB's remains large
2% | | | I I I I and the Fed's may shrink less than
1990 1994 1998 2002 2006 2010 2014 2018 expected. The US is much further
©US @ China @ Eurozone @ Japan .along in normalizing pO“Cy.’ but
investors could reach for yield
through Treasuries.
LARGELY UNEVENTFUL US corporate credit activity was
REOPENING TO NEW ISSUE MARKET? in the spotlight during January,
considering the heavy primary
$140 - market calendar. Participants
$123 focused on the investment grade

_. $120 market, where issuance camein
[an] . .

o £100 b'elo'v\'/ the historical average and
o significantly below January 2018
S g0 ($145B).% US banks in particular
a issued less than expected. High
2 %60 yield bond and loan issuance
E heated up, especially following
ﬂ;' $40 zero issuance in high yields bonds
o) in December, but both also came

$20 . . . .
in below historical averages. This
$0 proved to be a constructive sign,

Investment Grade High Yield Bank Loans aiding the rebound in US corporate
credit. Further, new issues were
oftentimes oversubscribed. With
the sharp rebound, however,
portfolio management decisions
will likely become more difficult

as valuations are back at richer
levels while the heavier issuance
calendar will continue in February.

@ January Avg. (2013-18) @ Jan-19

(7) FactSet. China's current 10-year bond began trading in December 2005. 1 February 2019. (8) Credit Suisse. IG and HY figures for January 2019 are
estimates. 29 January 2019. S&P Global Market Intelligence. 1 February 2019.
Past performance is no guarantee of future results.



ABOUT PPM AMERICA

PPM America, Inc. (PPM) is a client-focused investment
manager. As part of one of the world's leading financial
organizations, PPM has the expertise, global reach

and substantial resources to provide our clients with
investment solutions across markets, including fixed
income, public and private equity, and commercial real
estate. However, like a smaller shop, PPM remains nimble,

Indices are unmanaged and are not available for direct investment. The
index returns do not reflect management fees, transaction costs, or other
expenses. Performance of any index does not represent actual portfolio
performance. A portfolio may differ significantly from the securities
included in an index. The index information provided is for comparison
purposes only to reflect general market conditions for the period shown.

The Bloomberg Barclays US Credit Index provides a broad measure

of investment grade, USD-denominated credit securities. It includes
publicly-issued US and SEC-registered global corporate securities, foreign
debt and secured notes.

The ICE BofAML US High Yield Index provides a broad measure of
below investment grade, USD-denominated fixed rate corporate debt.
It includes corporate bonds with risk exposures to countries that are
members of the FX-G10, Western Europe or territories of the US and
Western Europe.

The S&P 500 Index provides a broad, market capitalization-weighted

measure of US large cap stocks. It includes approximately 500 publicly-
traded stocks of the largest US companies.
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investment-led and responsive to the opportunities that
our teams discover together. Our mission is to deliver
specific client solutions and service to investors around
the world with the goal of meeting investors’ unique
investment objectives. In addition, PPM employees are
committed to building our community and supporting
local nonprofits that strengthen families and increase
economic opportunities.

The S&P/LSTA Leveraged Loan Index provides a broad, market value-
weighted measure of US institutional leveraged loans. It includes the
institutional tranches of loans syndicated to US loan investors.

The information presented herein has been prepared solely for
informational purposes. Unless otherwise stated, information or views
herein contained are as of the date of this presentation. The views
expressed herein, as well as forecasts or portfolio strategies, may be
changed in the future, reflecting change of various factors, including
economic fundamentals. This presentation is not an offer, or a solicitation
of an offer, to buy or sell any instrument. Nothing contained herein shall
be relied upon as a promise or representation whether as to past or
future performance. Past performance is no guarantee of future results.

The information provided in this report should not be considered a
recommendation to purchase or sell any particular security. There is no
assurance that securities discussed herein are held in any portfolio at
the time you receive this report or that securities sold have not been
repurchased. Portfolio holdings are subject to change without notice
and are not intended as recommendations of individual stocks. It should
not be assumed that any of the securities discussed were or will prove
to be profitable or that the investment recommendations or decisions
we make in the future will be profitable or will equal the investment
performance of the securities discussed herein.
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