NCRAM
Monthly Update

August 2, 2024

US High Yield

US high yield returned 1.96% in July, bringing the YTD return to 4.63%, according
to the ICE BofA US High Yield Constrained Index (HUCO). July continued the pat-
tern from June, in which slightly slower growth and inflation is viewed as bullish,
because it allows for Fed rate cuts. During the month, hints of slower global growth
could be seen in lower commodity prices such as copper. In the US, signs of stress
have been emerging among lower income consumers, including higher delinquen-
cies on loans. At the same time, Q2 GDP was reported to be 2.8%, showing the
inherent economic momentum in the US, and employment data has been generally
stable until the July report in early August. As the Fed has indicated they would like
to focus on both parts of their dual mandate (i.e. both inflation and unemployment),
a rate cut in September has become nearly assured, and following the July employ-
ment report release, the market is pricing four cuts by year end. The prospect of
Fed cuts allowed Treasuries to rally, and the yield on the 5-year Treasury fell by 46
bps. Most of US high yield rallied along with Treasuries, and overall spreads re-
mained steady. However, the market views Fed cuts as extending the economic
cycle, so smaller cap equities rallied significantly. For a similar reason, CCCs were
the best performing ratings category in the market, up 4.0% in July. Stressed sec-
tors like Cable TV and Telecom performed the best, while Paper, Food & Drug Re-
tail, and Airlines lagged. The US high yield market ended the month with a yield of
7.6% and spread of 325.

Looking forward, parts of the economy may continue to soften. The July ISM Manu-
facturing Index reported on August 1 suggests manufacturing is slowing, and the

VANWON

NOMURA CORPORATE RESEARCH AND ASSET MANAGEMENT INC. (NCRAM)



July employment report on August 2 was weak. Election uncertainty may modestly depress activity. At the same
time, continued strength in key areas such as technology, energy production, and tourism are bolstering growth. In
general, slower but positive growth can be a positive environment for credit, as issuers in aggregate are likely to
broadly maintain profitability and cash flow, but economic weakness should enable the Fed to take their foot off the
brake and pivot to easing later this year. Furthermore, fundamentals remain resilient, with Q2 earnings season off to
an encouraging start. In addition, technicals are supportive for prices, as the par amount of bonds outstanding has
grown by less than $40 billion YTD, easily absorbed by the positive investor flows observed this year. NCRAM be-
lieves that given the yield on offer in the high yield market, spread tightening or lower base rates are not required for
high yield to deliver solid returns over the next 12 months. We have increased some defensive aspects of our portfo-
lios, and we also expect increased credit differentiation in the coming year.

European High Yield

The European high yield market returned 1.34% (EUR, unhedged) in July and 4.92% YTD, as measured by the ICE
BofA European Currency High Yield Constrained Index (HPCO). The 10-year Bund rallied from 2.5% to 2.3% during
the month as central banks continued to signal that the current policy stance was sufficiently restrictive and rate cuts
would be appropriate going forward. Inflation remained relatively stable in the Eurozone as June core CPI came in at
2.9%, while preliminary July CPI was 2.8%. Economic growth continued to struggle, however, as manufacturing PMIs
were weak and German economic growth dipped into negative territory. Earnings were mixed to begin the month as
certain industries such as automakers and luxury consumer goods saw weakness, particularly from their Chinese
markets. On the other hand, chemicals have seen sequential improvement as the industry moves past the destock-
ing cycle seen in 2023. Higher quality BB and B issuers outperformed during the month, and duration rallied as well.
As we go into the quiet summer months, we expect technicals to remain strong, and accordingly we saw a strong bid
for risk going into month end. New issues should be sparse during August, which will also continue to support the
market returns.

Emerging Markets

Emerging markets hard currency bond indices posted positive returns in July, aided by stronger US Treasuries,
which offset a moderate 10 bps spread widening in EM bonds during the month. EM corporate bonds, as measured
by the JPMorgan Corporate Emerging Markets Bond Index Broad Diversified index (CEMBI BD), gained 1.50% in
July with similar performance across sectors, except from real estate which outperformed. Meanwhile, EM sovereign
bonds, as measured by the JPMorgan Emerging Markets Bond Index Global (EMBIG) gained 1.82% in the month,
due to their higher duration relative to EM corporates. Yields ended July at 6.4% for EM corporates and at 7.7% for
EM sovereigns.
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Disclosures

This document is prepared by Nomura Corporate Research and Asset Management Inc. (NCRAM) and is for infor-
mational purposes only. All information contained in this document is proprietary and confidential to NCRAM. All
opinions and estimates included herein constitute NCRAM's judgment, unless stated otherwise, as of this date and
are subject to change without notice. There can be no assurance nor is there any guarantee, implied or otherwise,
that opinions related to forecasts will be met. Certain information contained herein is obtained from various second-
ary sources that are believed to be reliable, however, NCRAM does not guarantee its accuracy and such information
be incomplete or condensed. Historical investment performance is no guarantee of future results. There is a risk of
loss. Strategy performance references are based on gross of fees performance.

Certain information contained in this document contains forward-looking statements including future-oriented finan-
cial information and financial forecasts under applicable securities laws (collectively referred to herein as forward-
looking statements). Except for statements of historical fact, information contained herein constitutes forward-looking
statements. Although NCRAM believes that the expectations reflected in such forward-looking statements are based
on reasonable assumptions, it can give no assurance that forward-looking statements will prove to be accurate.
These statements are not guarantees of future performance and undue reliance should not be placed on them. For-
ward-looking information is subject to certain risks, trends, and uncertainties that could cause actual performance
and financial results in future periods to differ materially from those projected. NCRAM undertakes no obligation to
update forward-looking statements if circumstances or NCRAM'’s estimates or opinions should change.

This document is intended for the use of the person to whom it is delivered. Neither this document nor any part here-
of may be reproduced, transmitted or redistributed without the prior written authorization of NCRAM. Further, this
document is not to be construed as investment advice, or as an offer to buy or sell any security, or the solicitation of
an offer to buy or sell any security. Any reproduction, transmittal or redistribution of its contents may constitute a vio-
lation of the U.S. federal securities laws.

Performance data is calculated by NCRAM based upon market prices obtained from market dealers and pricing ser-
vices or, in their absence, an estimate of market value based on NCRAM'’s pricing and valuation policy. All perfor-
mance is historical and assumes reinvestment of dividends, interest and capital gains. Performance data stated here-
in may vary from pricing determined by an advisory client or by a third party on behalf of the advisory client. Perfor-
mance data set forth herein is provided for the purpose of facilitating analysis of account assets managed by
NCRAM, and should not be used for the purpose of reporting or advertising performance of specific account portfoli-
os to account beneficiaries or to third parties.

An investment in high yield instruments involves special considerations and certain risks, including risk of default and
price volatility, and such securities are regarded as being predominantly speculative as to the issuer's ability to make
payments of principal and interest.

A copy of NCRAM's Code of Ethics and its Part 2A of Form ADV are available upon request by contacting NCRAM’s
Chief Compliance Officer via e-mail at compliancenomuraasset@nomura.com or via postal mail request at Nomura
Corporate Research and Asset Management Inc., Worldwide Plaza, 309 West 49th Street, Compliance Department,
Attn: Chief Compliance Officer, New York, NY 10019-7316.

The views and estimates expressed in this material represent the opinions of NCRAM and are subject to change
without notice and are not intended as a forecast or guarantee of future results. Such opinions are statements of fi-
nancial market trends based on current market conditions. The views and strategies described may not be suitable
for all investors. This material has been prepared for informational purposes only, and is not intended to provided,
and should not be relied upon as legal or tax advice.
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