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But, periods of maximum uncertainty often make the most attractive entry points. Why?

1. Market valuations typically overreact during periods of high uncertainty, discounting much more pain

than will likely materialize. As uncertainty fades, prices often come roaring back.

2. Recoveries have yielded outsized returns; holding and adding to credit allocations through downturns

has been rewarded handsomely in the past.

3. Security-specific opportunities open up. Fear, forced selling and other factors create dispersions that

credit pickers can potentially capitalize on.

Here’s more detail on each point.
1. Markets Overreact

e Credit spreads have historically been far more volatile than realized defaults. Over roughly the past 20
years, 12-month high yield defaults have a standard deviation of 3.3% versus 12.7% for 12-month high

yield returns.?

e The current crisis may become another example of this decoupling. So far, this crisis represents the
third-worst HY drawdown and second-worst |G drawdown on record.® A glass-half-full perspective says
we are in a statistical tail; movements of this magnitude are historically rare. For a glass-half-empty
perspective, if you think this crisis will be worse than the global financial crisis, then markets may only be

partway there.

BLOOMBERG BARCLAYS US CORPORATE HIGH YIELD INDEX - TOP 10 DRAWDOWNS

1 GLOBAL FINANCIAL CRISIS Jun-07 Nov-08 18 -33.3
2 1990 RECESSION Aug-90 Oct-90 3 -17.2
3 COVID-19 PANDEMIC Feb-20 Mar-20 2 -15.3
4 WORLDCOM Mar-01 Jul-02 17 -12.0
5 ENERGY CRISIS Jun-15 Jan-16 8 -9.7
6 TECH BUBBLE BURST May-99 Nov-00 19 -8.9
7 SAVINGS & LOAN CRISIS Sep-89 Feb-90 [ -8.0
8 US DEBT CEILING DEBACLE Aug-11 Sep-11 2 -7.1
9 LONG-TERM CAPITAL MGMT PANIC Aug-98 Oct-98 3 -7.0
10 BLACK MONDAY Apr-87 Oct-87 7 -6.9

Source: Bloomberg Barclays, Loomis Sayles calculations. July 1, 1983, through March 23, 2020.
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BLOOMBERG BARCLAYS US CORPORATE BOND INDEX - TOP 10 DRAWDOWNS

RANK EVENT PEAK TROUGH [b%':ﬁm] [TDoRTAX:I_Dr?g%
1 GLOBAL FINANCIAL CRISIS Mar-08 0ct-08 8 154
2 COVID-19 PANDEMIC Mar-20 Mar-20 1 9.3
3 CONTINENTAL ILLINOIS BANK FAIL Feb-84 May-84 4 6.9
4 FED RATE HIKE SURPRISE Feb-94 Jun-94 5 68
5  BLACK MONDAY Mar-87 Sep-87 7 62
6  FED "TAPER TANTRUM" May-13 Jun-13 2 5.0
7 IRAQ WAR/SARS Jun-03 Jul-03 2 46
8  RISING RATES Feb-96 May-96 4 42
9 RISING RATES Feb-99 Aug-99 7 4.0
10 CHINA TRADE/RECESSION FEARS Jan-18 Nov-18 1 39

Source: Bloomberg Barclays, Loomis Sayles calculations. July 1, 1983, through March 23, 2020.

WE ARE IN THE GLASS-HALF-FULL CAMP

e There is unprecedented global fiscal and monetary stimulus aimed at keeping this economic downturn
as shallow and short as possible. Major central banks and governments are committed. Moral hazard
isn’t a factor this crisis, and policymakers are all-in on the decision to lend support. Even if the recovery
is long, fixed income investors may be able to compound attractive yields during the process. The yield

cushion can act as a buffer if prices are volatile during the recovery or if the process is protracted.

e Selectivity is key, however. Credit downgrades have started to rise, as have default expectations. The
size of the BBB debt universe was at all-time highs prior to this crisis, roughly tripling to $2.6 trillion*
over the past decade. We may see a wave of downgrades to HY. Heading into this crisis, leverage and
other raw credit metrics were weak relative to history. But companies used low interest rates to term
out their debt. Interest coverage and cash positions on balance sheets were generally strong. Issuers
with sufficient liquidity (balance sheet cash, credit lines, access to debt markets) are best-positioned to
come through the downturn. IG and certain HY companies can also tap central banks’ corporate liquidity
programs. Attractive returns have the potential to accrue to investors who deeply understand issuer

credit fundamentals as well as the details and reach of recently announced stimulus programs.
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2. Recoveries Yield Outsized Returns

* Looking back at past drawdowns, forward returns have often been positive and outsized.

BLOOMBERG BARCLAYS US CORPORATE HIGH YIELD INDEX - FORWARD RETURNS

SUBSEQUENT PERFORMANCE (TOTAL RETURN%)

LENGTH DRAWDOWN
TROUGH (MONTHS)  (TOTAL RET %) 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 YEAR

GLOBAL FINANCIAL

1 CRISIS Jun-07  Nov-08 18 -33.3 65.0 92.6 100.6 134.8 154.8
2 1990 RECESSION Aug-90  Oct-90 3 -17.2 48.7 71.3 102.0 104.5 136.5
3 COVID-19 PANDEMIC Feb-20 Mar-20 2 -15.3 7 7 7 ” 7
4 WORLDCOM Mar-01  Jul-02 17 -12.0 27.0 43.6 59.7 66.2 77.0
5 ENERGY CRISIS Jun-15  Jan-16 8 -9.7 20.8 28.7 31.0 43.3 21.3
6 TECH BUBBLE May-99  Nov-00 19 -8.9 7.8 4.3 33.4 49.4 54.5
7 S&L CRISIS Sep-89  Feb-90 6 -8.0 7.5 46.3 67.2 90.5 94.0
8 US DEBT CEILING Aug-11  Sep-11 2 -7.1 19.4 27.9 37.1 32.4 49.3
9 LTCM PANIC Aug-98  Oct-98 3 -7.0 4.3 2.7 2.5 -3.1 29.6
10 BLACK MONDAY Apr-87  Oct-87 7 -6.9 17.3 19.6 4.2 55.0 78.6

Average Period 9.4 19.7 303 43 53.2

Source: Bloomberg Barclays, Loomis Sayles calculations. July 1, 1983, through March 23, 2020.

BLOOMBERG BARCLAYS US CORPORATE BOND INDEX - FORWARD RETURNS

SUBSEQUENT PERFORMANCE (TOTAL RETURN%)

LENGTH DRAWDOWN
TROUGH (MONTHS)  (TOTAL RET%) 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 YEAR

GLOBAL FINANCIAL

I Lo Mar-08  Oct-08 8 15.4 31.1 46.3 5.3 711 68.7
2 COVID-19 PANDEMIC  Mar-20 Mar-20 1 -9.3 7 7 2 7 7
3 CONTLILLINOIS BANK Feb-84 May-84 4 6.9 35.5 62.6 sk 864  109.4
4 FEDHIKESURPRISE  Feb-94  Jun-94 5 6.8 15.1 21.0 3.7 46.6 49.4
5 BLACK MONDAY Mar-87  Sep-87 7 -6.2 15.0 28.6 36.5 59.8 82.5
6  FED'TAPERTANTRUM® May-13 Jun-13 2 5.0 7 8.5 17.2 19.8 18.8
7 IRAQ WAR/SARS Jun-03  Jul-03 2 4.6 6.1 12.2 12.4 18.5 20.8
8  RISING RATES Feb-96 May-96 4 42 8.8 22.0 25.9 25.9 439
9 RISING RATES Feb-99  Aug-99 7 40 6.4 21.0 S 39.2 49.9
10 RN TRADE Jan-18  Nov-18 1 3.9 15.9 9.3 9.3 9.3 9.3

Average Period 8.1 16.6 25.4 % 448

Source: Bloomberg Barclays, Loomis Sayles calculations. July 1, 1983, through March 23, 2020.
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e Historically, sitting on the sidelines through downturns and early recoveries has come at a high
opportunity cost. To see how critical these periods can be to total return, consider the exhibits below.
An investor who was not in the market for the two-year period after recessions would have earned

significantly less than one who was.

PARTICIPATION IN RECOVERY: CRITICAL TO LONG-TERM PERFORMANCE

CONTINUOUS INVESTING® EXCLUDING 2 YEARS AFTER RECESSIONS
7/1/83-12/31/19 7/1/83-12/31/19
CUMULATIVE RETURN ANNUALIZED RETURN CUMULATIVE RETURN ANNUALIZED RETURN
BBG BARC US HY 2,083% 8.8% 447% 5.7%
BBG BARC US CORP 1,465% 7.8% 661% 7.0%

Source: Bloomberg Barclays, Loomis Sayles calculations.
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Source: Bloomberg Barclays, Loomis Sayles calculations. July 1, 1983, through March 23, 2020.
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e Why are recoveries so critical? The early days of recovery set up twin tailwinds for bonds: a largely
positive price-appreciation trend and yield advantage. Together, they make these periods a sweet
spot for credit. Trying to precisely time the bottom could mean missing part of this recovery. And as
market liquidity improves and risk appetite recovers, it can become more difficult for investors to

obtain the bond allocations they want.

TWIN TAILWINDS: POWERFUL COMBINATION OF PRICE APPRECIATION AND HIGHER INCOME

Recession B2 Yrs After Recession —BBG BARC US HY Price —BBG BARC US HY Coupon
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Source: Bloomberg Barclays, Loomis Sayles calculations. July 1, 1983, through March 23, 2020.
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3. Security-Specific Opportunities Open Up

e Market overreactions can be even more pronounced at the individual company level than they are at
the aggregate index level. Fallen angels® are a prime example of this phenomenon. This segment of
the market is subject to institutional constraints and guideline-driven forced selling, which inflate the

risk premium associated with many bonds.

e We welcome these opportunities and strive to capitalize on them. Credit spreads were very
compressed prior to this sharp economic and market downturn. Investors were clamoring for yield
and assuming outsized risks to get it in some cases. As of December 2019, the difference in option-
adjusted spread between top-quartile and bottom-quartile bonds was only 70 basis points in IG and
300 basis points in HY. Fast-forward to March 23, 2020, and the difference had grown to 175 basis

points in IG and 800 basis points in HY, as shown below.

PERCENTILES BASED ON OAS LEVELS

INVESTMENT GRADE OAS HIGH YIELD OAS
12/31/19 3/23/20 12/31/19 3/23/20
TOP QUARTILE 122 430 465 1,470
MEDIAN 86 327 237 929
BOTTOM QUARTILE 98 257 (155 680

TOP QUARTILE -

BOTTOM QUARTILE 69 173 310 790

Source: Bloomberg Barclays.

Better Credit Investing Opportunities

Credit spreads will almost certainly continue to fluctuate and could go wider from here. But we believe
this environment is creating better credit investing opportunities than we have seen in some time. We are
looking through the volatility, studying economic indicators and corporate fundamentals, and carefully

selecting entry points to create long-term portfolio value and strong future performance potential.
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Endnotes

! Source: Bloomberg Barclays US Corporate High Yield Index and Bloomberg Barclays US
Corporate Bond Index spread levels ar December 31, 2019, and March 23, 2020. March
23, 2020, represents peak spread level of current crisis as of publication date (April 8,
2020).

2 Based on annual standard deviation of Bloomberg Barclays US High Yield Corporate Index
12-month return and 12-month change of Moody's US high yield default rate; data from
January 1, 2001, to February 1, 2020.

3 Drawdown measures the percent peak-to-trough decline for an investment before a new
peak is attained. July 1, 1983, the inception date of the Bloomberg Barclays US Corporate
High Yield Index, was selected to give the analysis a common track record.

* Source: Bloomberg Barclays; BBB debt outstanding as of 12/31/2020.
> You cannot invest directly in an index. This example is for illustrative purposes only.

¢ A bond that initially had an investment grade rating but has since been reduced ro high
yield.

Disclosure

The market commentary above is provided for informational purposes only and is not
investment advice. Investment decisions should consider the individual circumstances of the
particular investor. Any opinions or forecasts contained herein reflect subjective judgments
and assumptions of the author and do not necessarily reflect the views of Loomis, Sayles &
Company, L. P or any portfolio manager. Investment recommendations may be inconsistent
with these opinions. There can be no assurance that developments will transpire as forecasted.
Data and analysis does not represent the actual or expected future performance of any
investment strategy, account or individual positions. Accuracy of data is not guaranteed but
represents our best judgment and can be derived from a variety of sources. Market conditions
are extremely fluid and change frequently. Opinions are subject to change at any time without
notice.

Past performance is no guarantee of, and not necessarily indicative of, future results.LS
Loomis | Sayles is a trademark of Loomis, Sayles & Company, L.P registered in the US Patent
and Trademark Office.



This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or
Institutional Investors and, when required by local regulation, only at their written request. This material must not be used with Retail Investors.

In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis
Investment Managers S.A. is a Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier
and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean
Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register
of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis Investment
Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7.
Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered
office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601
- Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers,
Sucursal en Espafia, Serrano n°90, 6th Floor, 28006 Madrid, Spain. In France: Provided by Natixis Investment Managers International - a
portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP
90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered
office: 43 avenue Pierre Mendés France, 75013 Paris. In Switzerland: Provided by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux
Collége 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Ziirich. In the British Isles: Provided by Natixis
Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258) - registered
office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is
intended to be made to persons as described as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at
investment professionals and professional investors only; in Ireland: this material is intended to be communicated to and/or directed at
professional investors only; in Guernsey: this material is intended to be communicated to and/or directed at only financial services providers which
hold a license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or directed at
professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only financial services providers
which hold a license from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act 2008. In the
DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the
DFSA. Related financial products or services are only available to persons who have sufficient financial experience and understanding to
participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DESA. No other
Person should act upon this material. Registered office: Office 504-D, 5th Floor, South Tower, Emirates Financial Towers, PO Box 118257, DIFC,
Dubai, United Arab Emirates. In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a
Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec.
5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788. In
Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional investors
only. Natixis Investment Managers Singapore is a division of Ostrum Asset Management Asia Limited (company registration no. 199801044D).
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors only. In Australia:
Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general
information of financial advisers and wholesale clients only. In New Zealand: This document is intended for the general information of New
Zealand wholesale investors only. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only
available to New Zealand investors who have certified that they meet the requirements in the FMCCA for wholesale investors. Natixis Investment
Managers Australia Pty Limited is not a registered financial service provider in New Zealand. In Latin America: Provided by Natixis Investment
Managers S.A. In Chile: Esta oferta privada se inicia el dia de la fecha de la presente comunicacion. La presente oferta se acoge a la Norma de
Cardcter General N° 336 de la Superintendencia de Valores y Seguros de Chile. La presente oferta versa sobre valores no inscritos en el Registro de
Valores o en el Registro de Valores Extranjeros que lleva la Superintendencia de Valores y Seguros, por lo que los valores sobre los cuales ésta
versa, no estdn sujetos a su fiscalizacion. Que por tratarse de valores no inscritos, no existe la obligacién por parte del emisor de entregar en Chile
informacién puiblica respecto de estos valores. Estos valores no podrdn ser objeto de oferta piiblica mientras no sean inscritos en el Registro de
Valores correspondiente. In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representaciéon (Colombia) to professional
clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are
rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less than 100
specifically identified investors. In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities
intermediary, or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with
the Comisién Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein
that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs may be listed in the Sistema
Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in Mexico, and therefore the accuracy of this
information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of France and is not
authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made to
Natixis Investment Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the
CNBYV or any other Mexican authority. In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment
advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, oficina 102B, Montevideo, Uruguay, CP 11500. The
sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of
specialised investment management and distribution entities worldwide. The investment management subsidiaries of Natixis Investment
Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or authorized. Their services and the
products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment service provider to ensure that
the offering or sale of fund shares or third party investment services to its clients complies with the relevant national law.
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The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment
advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider
the investment objectives, risks and expenses of any investment carefully before investing. The analyses, opinions, and certain of the
investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as well as the
portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be
forecasted in this material. Past performance information presented is not indicative of future performance.

Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources,
it does not guarantee the accuracy, adequacy, or completeness of such information. This material may not be distributed, published, or
reproduced, in whole or in part.

All amounts shown are expressed in USD unless otherwise indicated.

In Canada: This material is provided by Natixis Canada LP., 145 King Street West, Suite 1500, Toronto, ON M5H 1]8.

In the United States: Provided by Natixis Distribution, L.P. 888 Boylston St. Boston, MA 02199. Natixis Investment Managers includes all of
the investment management and distribution entities affiliated with Natixis Distribution, L.P. and Natixis Investment Managers S.A.

This material should not be considered a solicitation to buy or an offer to sell any product or service to any person in any jurisdiction where such
activity would be unlawful.

This document may contain references to third party copyrights, indexes, and trademarks, each of which is the property of its respective owner.
Such owner is not affiliated with Natixis Investment Mangers or any of its related or affiliated companies (collectively “Natixis”) and does not
sponsor, endorse or participate in the provision of any Natixis services, funds or other financial products.

The index information contained herein is derived from third parties and is provided on an “as is” basis. The user of this information assumes
the entire risk of use of this information. Each of the third party entities involved in compiling, computing or creating index information,
disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement,
merchantability and fitness for a particular purpose) with respect to such information.
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