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We reduced our investment grade credit target allocation by 5% in favor of securitized
products as we seek higher quality and lower duration. Mortgages have held up reasonably
well this year with refinancing activity relatively benign despite sharply lower Treasury rates.
Nonetheless, we continue to favor investment grade credit over emerging market debt and
non-US dollar currencies. We remain neutral on high yield.
Credit spreads have rebounded from February’s wides as China’s central bank assuaged
concerns of a large yuan devaluation. Fears about European bank stability have subsided,
and US economic data are moderately encouraging. However, we expect market volatility
to continue as investors still face low commodity prices, rising high yield defaults, slowing
global growth outside the US, and divergent policies among developed nations’ central
banks.

Macro View
Markus Schomer, CFA, Managing Director, Chief Economist
Central case
We see 2%-4% global GDP growth and a stronger US dollar based on developed market
recovery and emerging market stabilization. A commodity price rebound and base effects
will push inflation higher, albeit below central bank targets.
Market movers
Oil production freeze. While the agreement among Russia, Saudi Arabia, and other oil
producers to freeze production is a step in the right direction to stabilize prices, in the short
term it may not be enough to correct the oversupply. Longer term, oil prices should increase
as supply tapers off and demand expands with global growth.
Negative interest rates. The Bank of Japan (BOJ) joined the ranks of several other central
banks in the developed world by introducing negative interest rates – which still may not be
enough to stimulate growth. Thus, the BOJ could go further into negative territory before we
see an increase.
More stimulus in China. Several data points suggest a ramping up of Chinese policy stimulus:
all-time highs in total social financing to offset capital outflows, easing of mortgage lending
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standards to strengthen the property market, and rhetoric by
central bank governor Zhou defending the yuan. Could we see an
improvement, especially in the non-manufacturing sector, in the
coming months?

Leveraged Finance
John Yovanovic, CFA, Managing Director, High Yield Bonds
Julie Bothamley, Managing Director, Leveraged Loans
Fundamentals
Halfway through earnings season, we see quarter-over-quarter
sales off by 4.2%, as anticipated, but earnings in line with
expectations. Fundamentals still show leverage deterioration,
though liquidity measures remain high.
Valuations
The option-adjusted spread of 806 has retraced back to euro
crisis levels, and we estimate the default rate will increase
to around 4%-5% during 2016. This still results in an 8%-14%
base case return estimate over the next 12 months, or an 8.6%
probability-weighted return including the bear case. Given our
estimate that the market is pricing in an 8.5% default rate, either
we’re going to have a recession or current levels are attractive.
Technicals
We see technicals as neutral, though we are not ready to
upgrade our score as dealer inventories remain near lows and
an estimated 70% of trades have agency-poor liquidity. Most
accounts claim to have 4%-6% cash, but we continue to see
outflows; the new-issue market is open for better quality issuers
and sectors.
Allocation Decision
We maintain our 35% allocation. Valuations are inexpensive as
spreads have widened to levels not seen since the depths of the
European debt crisis in 2011. However, the market must contend
with a large fallen-angel overhang and a season of mediocre
earnings releases.

Investment Grade Credit
US Dollar Investment Grade Credit
Dana Burns, Managing Director,
US Dollar Investment Grade Fixed Income
Fundamentals
Ratings downgrades are on the rise. Energy sector fundamentals
remain poor due to persistently low oil prices, and concern over
banks (notably European) has increased due to negative rates and
energy exposure. We believe the selloff in financials is overdone.
Valuations
Select sectors and credit spreads remain attractive on a
relative-value basis. If oil is nearing a bottom, we believe it would
broadly benefit investment-grade spreads.
Technicals
Poor investor sentiment has curtailed issuance so far in 2016.
We believe less issuance could favor spreads if sentiment turns
positive. The outlook for oil remains the wild card.

Non-US Dollar Investment Grade Credit
Roberto Coronado, Senior Vice President, Non-Dollar Credit
Fundamentals
Europe is in the middle of reporting season, but so far we see
no material change in the pattern of weak earnings yet strong
balance sheets. European financials continue strengthening their
capital base.
Valuations
Credit spreads in Europe have moved wider over the last four
weeks, driven mainly by subordinate bank paper. We continue
to see value in financials, since the current widening does not
reflect fundamentals, and selectively in non-energy corporates.
Technicals
Expectations of further quantitative easing in Europe and low
primary supply more than offset the small outflows seen over the
last three weeks. In the near term, technicals remain supportive.
Allocation Decision
We reduced our allocation from 50% to 45%. We advocate
maintaining an overweight to investment grade credit given
stable fundamentals, current valuations, and the current phase
of the credit cycle.

Emerging Markets
Sovereigns
Anders Faergemann, Managing Director,
Emerging Markets Fixed Income
Fundamentals
China’s economy is expected to stabilize at very weak levels over
the short term with fixed-asset investment on a downward trend
and industrial production continuing to slide. The broader Asia
growth surprise index turned sharply lower in January and we
expect global trade numbers to be negatively affected by the
overall weak growth outlook for emerging markets.
Valuations
EM sovereign spreads have made new five-year highs and now
look vulnerable to further widening. However, current spreads
discount a lot of negative news and the higher yields provide
a good buffer for slightly wider spreads. In spite of the recent
recovery in EM currencies, the US dollar remains in the driver’s
seat for 2016.
Technicals
Cash levels remain historically high among EM fund managers
and with outflows muted, the technical picture remains fairly
strong. February has already seen an increase in sovereign
issuance, but there is still no urgency among major EM issuers to
come to market.

Corporates
Steven Cook, Managing Director, Emerging Markets Fixed Income
Fundamentals
We believe fourth-quarter results will be key for how corporates
navigated the 2015 global turmoil. Currency depreciation
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supports some key export sectors and mitigates weakness in
select domestic-focused businesses. Banks are vulnerable
amid lower growth, and we expect weakening risk profiles.
Defaults will likely rise, but more in terms of number of issuers
(particularly smaller entities) rather than as a percentage of the
high-yield debt supply. Default forecasts for 2016 have settled at
3.5%, slightly above the 2.5-3.0% long-term run rate.
Valuations
January retained 2015’s year-end volatility as fears on China, oil,
and commodities widened corporate spreads. February brought
stability, but spreads remain their widest in years and close to
our “Armageddon” scenario. On the fundamentals, prices are
historically cheap, but the reduction in liquidity warrants an
additional premium for EM corporates.
Technicals
Continued low issuance driven by lower growth, capital
expenditures, and working capital translate into technicals
remaining supportive. But current risk aversion will severely test
institutional allocations.
Allocation Decision
We maintain our 10% allocation. Emerging market spreads
are attractive historically but offer limited relative value when
compared with spreads in other risk asset classes such as US
high yield.

Securitized Products
Andrew Budres, Senior Vice President, Securitized Products
Fundamentals
Mortgage rates remain “sticky,” with less movement than the
10-year Treasury. There was a brief window to take advantage of
a 3/8-point drop.
Valuations
Although no catalyst looms to tighten mortgage-backed
securities (MBS) spreads, the asset class has been able to cast
aside risk-off moves and wide short-term interest rates swings.

Technicals
Negative interest rates invoke fears of dramatically lower
mortgage rates, which could bring lots of MBS volume to market
and possibly put pressure on spreads.
Allocation Decision
We have increased our MBS allocation from 5% to 10%. Interest
rates dramatically dropped in mid-February but the window to
take advantage and refinance lasted only about 72 hours. MBS
spreads continue to perform relatively well when compared with
other spread segments of fixed income.

Non-US Dollar Currency
Anthony King, Managing Director,
Non-US Dollar High Grade Fixed Income
Fundamentals
Divergence between the Fed and the BOJ/European Central Bank
should continue to support US dollar strengthening. However,
the marginal impact of additional easing by foreign central banks
seems to be diminishing.
Valuations
Longer-term fair-valuation models imply that the US dollar
is overvalued versus many major currencies. However, this
historically has been the case ahead of Fed rate hiking cycles;
the trigger for mean reversion in a currency is typically some
change in macroeconomic performance.
Technicals
Moves in the International Monetary Market suggests that net US
dollar notional positioning is down to its lowest level since midOctober 2015, when the dollar bottomed.
Allocation Decision
We maintain our 0% allocation. The dollar rally has stalled
recently on technical factors including net long US dollar
positioning at its lowest levels since last fall. However, we
believe the dollar will continue to be supported by US economic
growth and interest rate differentials between the US and other
major currencies.

Our Average Scenario Probabilities Were Unchanged Month-Over-Month
Fixed Income Scenario Probabilities – Next 12 Months (as of 22 February 2016)
Increase

Scenario

Recession; Deflation

Central Case

High Growth; Inflation

USD
Basket

Decrease

Unchanged

Scenario Probabilities

Avg.
Scenario
Probability

USD
Inv. Grade

Securitized
Products

Leveraged
Finance

EMD

NonUSD IG

US GDP
Growth

Inflation

<1%

< 1%

Breaks 5% band
on the downside

29%

35%

25%

25%

40%

20%

1-3%

1-3%

Maintains
-5-0% band

63%

60%

65%

70%

50%

70%

> 3%

> 3%

Breaks 5-10%
band on the upside

8%

5%

5%

5%

10%

10%

Source: PineBridge Investments. For illustrative purposes only. Any opinions, projections, forecasts and forward-looking statements are based on certain assumptions (which may differ
materially from actual events and conditions) and are valid only as of the date presented and are subject to change.
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DISCLOSURE STATEMENT
PineBridge Investments is a group of international companies that provides
investment advice and markets asset management products and services to clients
around the world. PineBridge Investments is a registered trademark proprietary to
PineBridge Investments IP Holding Company Limited.
For purposes of complying with the Global Investment Performance Standards (GIPS®),
the firm is defined as PineBridge Investments Global. Under the firm definition for the
purposes of GIPS, PineBridge Investments Global excludes some alternative asset
groups and regional legal entities that may be represented in this presentation, such
as the assets of PineBridge Investments.
Readership: This document is intended solely for the addressee(s) and may not be
redistributed without the prior permission of PineBridge Investments. Its content may
be confidential. PineBridge Investments and its subsidiaries are not responsible for
any unlawful distribution of this document to any third parties, in whole or in part.
Opinions: Any opinions expressed in this document may be subject to change without
notice. We are not soliciting or recommending any action based on this material.
Risk Warning: All investments involve risk, including possible loss of principal. Past
performance is not indicative of future results. If applicable, the offering document should
be read for further details including the risk factors. Our investment management services
relate to a variety of investments, each of which can fluctuate in value. The investment risks
vary between different types of instruments. For example, for investments involving exposure
to a currency other than that in which the portfolio is denominated, changes in the rate of
exchange may cause the value of investments, and consequently the value of the portfolio,
to go up or down. In the case of a higher volatility portfolio, the loss on realization or
cancellation may be very high (including total loss of investment), as the value of such
an investment may fall suddenly and substantially. In making an investment decision,
prospective investors must rely on their own examination of the merits and risks involved.
Information is unaudited, unless otherwise indicated, and any information from third party
sources is believed to be reliable, but PineBridge Investments cannot guarantee its accuracy
or completeness.

PineBridge Investments Europe Limited is authorised and regulated by the Financial
Conduct Authority (“FCA”). In the UK this communication is a financial promotion
solely intended for professional clients as defined in the FCA Handbook and has been
approved by PineBridge Investments Europe Limited. Should you like to request a
different classification, please contact your PineBridge representative. Approved by
PineBridge Investments Ireland Limited. This entity is authorised and regulated by
the Central Bank of Ireland.
In Australia, this document is intended for a limited number of wholesale clients
as such term is defined in chapter 7 of the Corporations Act 2001 (CTH). The entity
receiving this document represents that if it is in Australia, it is a wholesale client
and it will not distribute this document to any other person whether in or outside
of Australia.
In Hong Kong, the issuer of this document is PineBridge Investments Asia Limited,
licensed and regulated by the Securities and Futures Commission (“SFC”). This
document has not been reviewed by the SFC. PineBridge Investments Asia Limited
holds a Representative Office license issued by the Central Bank of UAE and conducts
its activities in the UAE under the trade name PineBridge Investments Asia Limited–
Abu Dhabi. This document has not been reviewed by the Central Bank of UAE nor SFC.
In UAE, this document is issued by PineBridge Investments Asia Limited – Abu Dhabi
Representative Office.
PineBridge Investments Singapore Limited is licensed and regulated by the Monetary
Authority of Singapore (the ”MAS”). In Singapore, this material may not be suitable to
a retail investor and is not reviewed or endorsed by the MAS.
PineBridge Investments Middle East B.S.C.(c) is regulated by the Central Bank of
Bahrain as a Category 1 investment firm. This document and the financial products
and services to which it relates will only be made available to accredited investors
of PineBridge Investments Middle East B.S.C. (c ) and no other person should act
upon it. The Central Bank of Bahrain takes no responsibility for the accuracy of the
statements and information contained in this document or the performance of the
financial products and services, nor shall it have any liability to any person, an investor
or otherwise, for any loss or damage resulting from reliance on any statement or
information contained therein.
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