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Thank you for joining Western Asset's Spotlight on High-Yield 8
webcast featuring Deputy CIO Michael Buchanan in o
conversation with Head of US High-Yield Walter Kilcullen
and Product Specialist Robert Abad.
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Stretched Valuations Leave Little Room For Error

Current YTD YTD
Spread Change Yield' Total
(bpS) (bpS) Return

IG Al 98 8 2.5% 2.3%
IG AA 57 5 2.1% 2.6%
IGA 77 7 2.3% 2.4%
IG BBB 136 10 2.9% 2.3%
EM Corp/SovIG 157 17 3.3% 2.3%
EM Corp/SovHY 524 37 6.8% 0.6%
HY All 390 54 5.5% 0.0%
HY BB 229 47 3.9% 0.4%
HYB 384 60 55% | -03%
HYcCC 880 1 104% | 03%
CDXIG 5Y 50 5 NA 0.1%
CDXHY5Y 305 25 NA  [010%
LevLoan Al 451 -10 6.1% 0.6%
LevLoan BB 280 2 4.6% 0.3%
LevLoanB 463 -8 6.2% 0.7%
LevLoan CCC 1,336 58 14.1% 1.3%
Secondary CLO AAA 100 -13 2.8% 0.8%
Secondary CLO AA 158 -18 3.3% 1.3%
SecondaryCLO A 203 -33 3.8% 2.4%
Secondary CLO BBB 315 -33 4.9% 2.6%
Secondary CLO BB 683 -30 8.6% 2.8%
SecondaryCLO B 1,050 -28 12.3% 3.0%
CRT M1 71 -3 2.4% NA
CRT M2 182 -15 3.5% NA
Agency MBS 102 56 24% 0.7%
Primary CMBS AAA10Y 76 -12 2.2%
Primary CMBS AA 115 -22 2.6%
Primary CMBS A 155 -20 3.0%
Primary CMBS BBB- 285 5 4.3%

Source: Bloombery, Citi Velocity, J.P. Morgan, S&P LCD. As of 31 Jan 20
Past results are not indicative of future investment results.
"Yield to worst is used for IG, EM, HY, and Loans. Current yield is used for loans, agency MBS, CRT, CLO, and CMBS.
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This Is Not Your Parents’ Junk Bond Market

New Issuance Use of Proceeds
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High-YieId Issuance: Ratings
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Issuance Credit Quality Remains Better Than 2006/2007

2006 2007 Avg06-07 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 Avg17-19

Total Volume (USD, bn) 149.1 1479 3020 2456 3681 3985 3557 2932 2862 3281 1874 2866

Market Size (USD, bn) 657 629 930 928 11145 1270 1326 17199 1334 1339 1170 1,278

By use of Proceeds

Acquisition/LBO (USD, bn) 656 769 483 540 619 693 911 1100 443 560 403 567

% of New Issuance 44% 52% @ 16% 22% 17% 17% 26% 38% 15% 17% 22% 20%

By Rating

Lower Rated (USD, bn) 311 536 544 432 637 751 657 368 303 498 326 289

% of New Issuance 21% 36% 18% 18% 17% 19% 18% 13% 1% 15% 17% 10% ’

By Security Type

PIK/T oggle/Deferred (USD, bn) 119 177 0.0 49 74 12.0 7.1 0.0 0.0 0.0 09

% of New Issuance 8% 12% (10%) 0% 2% 2% 3% 2% 0% 0% 0% 1% % 1%
N — N —

Source: Bloomberg, J.P. Morgan, Lipper FMI.
'As of 31 Dec 19
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Income Is an Important Driver of Total Return

September 30, 1988 — December 31, 2019

Total

Return (%)

Annualized Total
Return (%)

Percent of Return Attributable to
Coupon/Dividend Income (%)

Coupon/
Dividend Return (%)
Bloomberg Barclays U.S. High-Yield Index 1,057.93
Bloomberg Barclays U.S. Treasury Index 455.54
Bloomberg Barclays U.S. Credit Index 690.48
Bloomberg Barclays U.S. MBS Index 519.02
S&P 500 TR 1156.67

1,034.30
484.99
709.98
52319

2244 85

8.08
5.82
6.92
6.03
10.62

102%

94%
97%
99%
52%

Source: Bloomberg Barclays, Bloomberg, Western Asset. Base Currency: USD. As of 31 Dec 19. Longest time series available in Bloomberg Barclays POINT

Growth of a Dollar 31 May 07 — 31 Dec 19
Price Return (%)

Bloomberg Barclays U.S. High-Yield Index
S&P 500 Total Return

0.12
111.08

Income Return (%)

135.61
64.54

Annualized Return (%)

7.05
8.39

Source: Bloomberg Barclays, Bloomberg, Western Asset

Past performance is no guarantee of future results. Income and yields will fluctuate and are not guaranteed.
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High-Yield in a Low Growth World

Median High-Yield Index Excess Returns by GDP Bucket
mHY u BB EB uCCC

Percent

<0% 0% to 2% 2% to 4% >4%

Source: Bloomberg, Bloomberg Barclays. As of 31 Dec 19
Past results are not indicative of future investment results..
Note: High-yield return data dates back to 29 Jan 93, GDP data dates back to 30 Jun 93

Annual GDP growth is matched against quarterly returns from the quarter preceding the GDP reading date. This is done to account for the fact that market pricing tends to anticipate economic conditions
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Net US High-Yield Supply Remains Below That of Most Other Post-Crisis Years

Net New Issuance
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With Lower Risk-Free Rates, Most Yield in the HY Sector Is Attributed to Credit Spread

High-Yield vs. 10-Year Treasury Yields
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Against a Dovish Fed Backdrop, Fund Flows Into High-Yield Have Picked Up

Investors are reaching down the credit spectrum in a search for yield.

Annual Mutual Fund Flows
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The High-Yield Market Has Bifurcated, With Yields on CCCs Outpacing Those of BBs

BB yields have contracted with central bank easing, however, CCC yields are elevated even with an overall low

default environment.
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Source: ICE BofaML, Moody's Investors Service. As of 31 Jan 20
"Moody's Issuer-Weighted Speculative-Grade US Bond Default Rates
?CE BofAML CCC & Lower US High Yield Index (HOA3)

*ICE BofAML BB US High Yield Index (HOAT)
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Questions & Answers

OA
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Thank you.
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Risk Disclosure

© Western Asset Management Company, LLC 2020. This publication is the property of Western Asset and is intended for the sole use of its clients, consultants, and other intended
recipients. It should not be forwarded to any other person. Contents herein should be treated as confidential and proprietary information. This material may not be reproduced or used in
any form or medium without express written permission.

Past results are not indicative of future investment results. This publication is for informational purposes only and reflects the current opinions of Western Asset. Information contained
herein is believed to be accurate, but cannot be guaranteed. Opinions represented are not intended as an offer or solicitation with respect to the purchase or sale of any security and are
subject to change without notice. Statements in this material should not be considered investment advice. Employees and/or clients of Western Asset may have a position in the securities
mentioned. This publication has been prepared without taking into account your objectives, financial situation or needs. Before acting on this information, you should consider its
appropriateness having regard to your objectives, financial situation or needs. It is your responsibility to be aware of and observe the applicable laws and regulations of your country of
residence.

Western Asset Management Company Distribuidora de Titulos e Valores Mobiliarios Limitada is authorised and regulated by Comiss&o de Valores Mobilidrios and Banco Central do Brasil.
Western Asset Management Company Pty Ltd ABN 41 117 767 923 is the holder of the Australian Financial Services Licence 303160. Western Asset Management Company Pte. Ltd. Co.
Reg. No. 200007692R is a holder of a Capital Markets Services Licence for fund management and regulated by the Monetary Authority of Singapore. Western Asset Management
Company Ltd is a registered Financial Instruments Business Operator and regulated by the Financial Services Agency of Japan. Western Asset Management Company Limited is
authorised and regulated by the Financial Conduct Authority (“FCA”). This communication is intended for distribution to Professional Clients only if deemed to be a financial promotion in
the UK and EEA countries as defined by the FCA or MiFID Il rules.
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