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High Yield Outlook 2023:
Opportunity and Stahility

Where You Might Not Expect

Since the beginning of this year, there have been consis-

tent expectations of an impending recession as the result of
runaway inflation and historic rate hikes. Prices have been
threatened by macro conditions, lending standards have tight-
ened, and decreased consumer demand has started to put a
strain on the financial system as a whole - but 2008 this is not.
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“l think the assumption has been over the last 18 months that
we are heading into a recession, but | would say the high yield
market has never been set up better for a recession scenario.
You’re not seeing a lot of the things you would expect to see
right before an economic downturn. Notably, there has not
been a very aggressive stance taken by high yield issuers from
a leverage perspective,” says Timothy Rabe, head of high yield
for MetLife Investment Management (MIM).

“Really when you look at high yield in a vacuum, fundamental-
ly, we’re set up well,” Rabe notes.

“Looking at gross leverage in the high yield space, we continue
to see it trending downward. We haven’t seen issuers or LBOs
come to our market with increased leverage profiles that you
would normally expect to see when you’ve had a long period of
stable or low all-in yields,” Rabe adds.

“Historically in my career, the longer a rally happens, and
spreads stay tight, you get dividend deals, subordinated deals,
you get leveraged financial transactions. | believe the reason
that didn’t happen here isn’t because our market got more
disciplined in a rally, but because we didn’t have the opportu-
nity this time around,” Rabe says. “A lot of the LBOs decided
from a callability perspective to access leverage through the
leveraged loan market, which is predominantly fueled by the
CLO machine.”

“I think the assumption has been over the last 18 months that
we are heading into a recession, but | would say the high yield
market has never been set up better for a recession scenario.

You're not seeing a lot of the things you would expect to see
right before an economic downturn.”
- Timothy Rabe, head of high yield,
MetLife Investment Management (MIM)

The high yield market held solid in 2021, returning slightly over
5%, before experiencing considerable volatility and losing over
11% last year.

A surge in private credit demand over the past three years
helped to set an unexpected cushion for high yield in the face
of a possible recession. A mass exodus to private capital meant
that there was a significant slump in second lien issuance.

“The biggest change to high yield companies over the last six
months is for those issuers with floating-rate debt. For compa-
nies that have a capital structure split between leveraged loans
and bonds, the loan portion of their debt load now carries high-
er interest expenses due to the increase in rates,” Rabe says.

Another supporting fundamental the high yield market can cur-
rently boast about: its quality bias relative to leveraged loans.
The loan market currently holds a ratio of 65% single-B issues
compared to the high yield market’s ratio of 40% single-Bs."

“I think our issuers have been very disciplined, especially when
it comes to maintaining low leverage and therefore maintaining
strong credit ratings. | believe the COVID scare helped. | think
almost every good CFO hasn’t forgotten about 2008. And then
the other thing that people get worried about with recession is
refinancing, and we had a historically low amount of issuance
last year.”

Moving further into the year, high yield investors will be paying
close attention to the default rate.

“Fundamentally, the market feels really good, and I'd say ex-
pectations are that defaults will get higher, but not significantly
higher,” Rabe says. “We don’t believe we’re going to go into an
elevated default environment, but if we did, we would expect

- assuming it’'s not commodity-related or a big retail problem -
for defaults to stay lower than historical norms,” Rabe says.

“l worry about the volatility in the banking system because
| think that forces overall spreads wider, but honestly, that
probably presents an opportunity for investors. | do believe

overall there will be someone in waiting to take up the
capacity to loan”

- Timothy Rabe, head of high yield,
MetLife Investment Management (MIM)

Looking towards areas of opportunity, Rabe turns his focus on
the gaming industry and cruise lines.

“Gaming has been our favorite sector. We were positive on the
gaming market throughout COVID, and we believed it would be
one of the first markets that would come back. We continue

to be overweight on gaming and continue to find good stories
there both domestically, and in Macau. Macau, China is the
biggest gaming market in the world, and is now trending back
to pre-lockdown levels,” Rabe adds.

A more controversial choice, Rabe also says building products
has been a large area of interest recently. “In building materials
and construction, there are a few ideas that we’ve liked. While
new home builds could be lower with higher rates, usually you
then get a swap into other parts of the space including home
remodelings. So, businesses that have that right mix of com-
mercial to residential have been a good place for us where we
think we can find value,” Rabe says.

When speaking on greatest market concerns for the rest of the
year, Rabe believes spreads will likely stay relatively neutral
while acknowledging that contagion fears in the banking in-
dustry may be something to watch out for.

Rabe says, “Fear of the banking system is likely to affect spreads
regardless of banking not representing a huge portion of high
yield issuers. The high yield banking space is largely subordinat-
ed debt of investment grade issuers, which are more worrying
right now after what Credit Suisse did to its AT1 securities.”

" Source: BofA, Morningstar, and Blackrock Solutions
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Despite this, current volatility and fears stemming from the
banking fiasco might present an unlikely opportunity for asset
managers. “| worry about the volatility in the banking system
because | think that forces overall spreads wider, but honest-
ly, that probably presents an opportunity for investors. | do
believe overall there will be someone in waiting to take up the
capacity to loan,” Rabe says.

For the first time in a while, fixed income is now competitive to
equities given elevated bond yields. “I think capital is available
out there to price and those prices are probably pretty attrac-
tive for a few years down the road,” Rabe concludes.

Learn more about Public Fixed Income.
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Disclaimers

This material is intended solely for Institutional Investors, Qualified Investors and Professional Investors. This analysis is not intended for distribution with
Retail Investors.

This document has been prepared by MetLife Investment Management (“MIM”) solely for informational purposes and does not constitute a
recommendation regarding any investments or the provision of any investment advice, or constitute or form part of any advertisement of, offer for

sale or subscription of, solicitation or invitation of any offer or recommendation to purchase or subscribe for any securities or investment advisory
services. The views expressed herein are solely those of MIM and do not necessarily reflect, nor are they necessarily consistent with, the views held

by, or the forecasts utilized by, the entities within the MetLife enterprise that provide insurance products, annuities and employee benefit programs.

The information and opinions presented or contained in this document are provided as the date it was written. It should be understood that subsequent
developments may materially affect the information contained in this document, which none of MIM, its affiliates, advisors or representatives are under
an obligation to update, revise or affirm. It is not MIM’s intention to provide, and you may not rely on this document as providing, a recommendation with
respect to any particular investment strategy or investment. Affiliates of MIM may perform services for, solicit business from, hold long or short positions
in, or otherwise be interested in the investments (including derivatives) of any company mentioned herein. This document may contain forward-looking
statements, as well as predictions, projections and forecasts of the economy or economic trends of the markets, which are not necessarily indicative of
the future. Any or all forward-looking statements, as well as those included in any other material discussed at the presentation, may turn out to be wrong.

All investments involve risks including the potential for loss of principle and past performance does not guarantee similar future results.

In the U.S. this document is communicated by MetLife Investment Management, LLC (MIM, LLC), a U.S. Securities Exchange Commission registered
investment adviser. MIM, LLC is a subsidiary of MetLife, Inc. and part of MetLife Investment Management. Registration with the SEC does not imply a
certain level of skill or that the SEC has endorsed the investment advisor.

In the U.K. this document is being distributed by MetLife Investment Management Limited (“MIML”), authorised and regulated by the UK Financial
Conduct Authority (FCA reference number 623761), registered address Level 34 One Canada Square London E14 5AA United Kingdom. This document
is only intended for, and may only be distributed to, investors in the EEA who qualify as a Professional Client as defined under the EEA’s Markets in
Financial Instruments Directive, as implemented in the relevant EEA jurisdiction. The investment strategy described herein is intended to be structured as
an investment management agreement between MIML (or its affiliates, as the case may be) and a client, although alternative structures more suitable for
a particular client can be discussed.

MIMEL: For investors in the EEA, this document is being distributed by MetLife Investment Management Europe Limited (“MIMEL”), authorised and
regulated by the Central Bank of Ireland (registered number: C451684), registered address 20 on Hatch, Lower Hatch Street, Dublin 2, Ireland. This
document is approved by MIMEL as marketing communications for the purposes of the EU Directive 2014/65/EU on markets in financial instruments
(“MIFID II”). Where MIMEL does not have an applicable cross-border licence, this document is only intended for, and may only be distributed on request
to, investors in the EEA who qualify as a “professional client” as defined under MiFID I, as implemented in the relevant EEA jurisdiction. The investment
strategies described herein are directly managed by delegate investment manager affiliates of MIMEL. Unless otherwise stated, none of the authors of
this article, interviewees or referenced individuals are directly contracted with MIMEL or are regulated in Ireland. Unless otherwise stated, any industry
awards referenced herein relate to the awards of affiliates of MIMEL and not to awards of MIMEL.

For investors in the Middle East: This document is directed at and intended for institutional investors (as such term is defined in the various jurisdictions)
only. The recipient of this document acknowledges that (1) no regulator or governmental authority in the Gulf Cooperation Council (“‘GCC”) or the

Middle East has reviewed or approved this document or the substance contained within it, (2) this document is not for general circulation in the GCC or
the Middle East and is provided on a confidential basis to the addressee only, (3) MetLife Investment Management is not licensed or regulated by any
regulatory or governmental authority in the Middle East or the GCC, and (4) this document does not constitute or form part of any investment advice or
solicitation of investment products in the GCC or Middle East or in any jurisdiction in which the provision of investment advice or any solicitation would
be unlawful under the securities laws of such jurisdiction (and this document is therefore not construed as such).

For investors in Japan: This document is being distributed by MetLife Asset Management Corp. (Japan) (“MAM?”), 1-3 Kioicho, Chiyoda-ku, Tokyo 102-
0094, Tokyo Garden Terrace KioiCho Kioi Tower 25F, a registered Financial Instruments Business Operator (“FIBO”) under the registration entry Director
General of the Kanto Local Finance Bureau (FIBO) No. 2414.

For Investors in Hong Kong: This document is being issued by MetLife Investments Asia Limited (“MIAL”), a part of MIM, and it has not been reviewed
by the Securities and Futures Commission of Hong Kong (“SFC”).

For investors in Australia: this information is distributed by MIM LLC and is intended for “wholesale clients” as defined in section 761G of the
Corporations Act 2001 (Cth) (the Act). MIM LLC exempt from the requirement to hold an Australian financial services license under the Act in respect of
the financial services it provides to Australian clients. MIM LLC is regulated by the SEC under US law, which is different from Australian law.

' MetLife Investment Management (“MIM?”) is MetLife, Inc’’s institutional management business and the marketing name for the following affiliates that
provide investment management services to MetLife’s general account, separate accounts and/or unaffiliated/third party investors: Metropolitan
Life Insurance Company, MetLife Investment Management, LLC, MetLife Investment Management Limited, MetLife Investments Limited, MetLife
Investments Asia Limited, MetLife Latin America Asesorias e Inversiones Limitada, MetLife Asset Management Corp. (Japan), MIM | LLC,
MetLife Investment Management Europe Limited and Affirmative Investment Management Partners Limited.

L0523031778[exp0525][Global]

A MetlLife
Investment
Management

© 2023 MetLife Services and Solutions, LLC



	INNOVATION CONTENT SPONSORED BY METLIFE INVESTMENT MANAGEMENT
	Disclaimers




