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In brief
= As aright-tail risk, techno-optimism could help boost long-term growth prospects.
= Credit spreads may be tight, but it does not mean the risk of a spread correction is imminent.

= Infixed income, rate volatility is currently high and rising and spread volatility is low. This may
be changing.

Doom and Bloom. There are plenty of reasons to feel gloomy about the outlook for global markets. Political
risks look ominous in many countries including the United States. Separately, the geopolitical landscape is

as bad as we've seen it for a while. Based on the Geopolitical Risk Index put together by a Fed economist,
geopolitical risks are estimated to be broadly 50% higher than during the 15 years that preceded the Ukraine/
Russia war.' Some market participants would also add their concerns over stretched valuations and fears of
bubbles to that list. But there may be reason to rejoice over long-term growth prospects. What if, as a right-
tail risk, we were entering another positive productivity shock? Looking at long-term labor productivity data,
the US economy has benefited from a few productivity waves since World War |1.? These positive shocks, be

it driven by electrification, the advent of computers or the internet, all contributed to boosting US economic
growth to spectacular levels for at least a few quarters. When the US economy was mainly driven by goods and
manufacturing, the relationship between labor productivity and economic growth was particularly strong.
Back then, atemporary impulse from labor productivity to the tune of 8% — the typical level for a substantial
shock — would help real GDP growth accelerate to at least 6% year over year. Admittedly, measuring
productivity in services has become a lot more complicated. But if we assume that artificial intelligence and its
multiple applications qualifies as a productivity event of the same significance as its well-known predecessors
— admittedly still a strong assumption — then we could see a case for turning considerably more bullish about
the long-term prospects for the world economy. The benefit of a major productivity shock is that you get a
boost to growth without the collateral damage of inflation, since productivity shocks tend to be deflationary.
Basically, you get Goldilocks on steroids! If this techno-optimistic scenario materializes, growth assets would
be well-positioned over the medium and long term, with the caveat, of course, that there would inevitably be
winners and losers.

The historical persistence of tight spreads. One major topic of interest — and perhaps of concern — has
been credit spread valuation, especially in the US. There is no denying that spreads are on the tight side in both
US1G and HY. But does that mean that a spread correction is imminent? Not necessarily. For a start, we would
probably need a catalyst to emerge to trigger that correction, and for now, it is hard to see where this catalyst
would come from. We would argue it is unlikely to arise from the macro backdrop, given the Goldilocks
conditions that we currently enjoy. That leaves us with exogenous risks such as the election calendar or
geopolitics — and these risks are indeed present. Separately, a technicals-driven correction cannot be ruled
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out, but that type of correction tends to be short-lived and typically represents a buying opportunity. More
importantly, spreads can stay in tight territory for a long time. Here is where some historical analysis could be
useful. When looking at fixed income valuation, our favored approach is to use 10-year z-scores.* When the
spread z-score falls below -0.5, it signals that spreads are stretched, with O representing long-term fair value.
Overall, there have been six periods during which US |G spreads have stayed in tight valuation territory for a
significant amount of time since 2000. Not counting the current episode — which is only five months long, so far
— the average duration of tight spread periods was 17 months. In other words, spreads can stay tight for a while.
What happens then? Unless a severe crisis breaks out — such as the GFC or Covid — the process of valuation
convergence back towards fair value tends to be gradual and orderly. For instance, it took US |G spreads over

a year to get back to fair value after being in stretched territory for a long time in 2014. Overall, while it is true
that spread valuations are clearly not as attractive as they were a few months ago, they are just one piece of the
bigger puzzle. Indeed, one must also look at the valuation of total yields to assess the strength of asset class
fundamentals and that of the macro backdrop as part of the broader investment process. With that in mind,
from a strategic perspective, there is still a strong case for fixed income, in our view.

The law of opposing forces in fixed income. In fixed income, it is all about rates and spreads. Interestingly,
there are some striking contrasts between these two nowadays. Rates are high by historical standards and are
likely to move lower, driven by future central bank action. Meanwhile, spreads are low by historical standards,
with the risk being skewed to the upside. Although, as we discussed above, the risk of a spread correction may
not be imminent. Likewise, there is also an interesting contrast when looking at the drivers of return volatility.

For both US IG and EURG, rate return volatility is much higher than excess return volatility — with the latter
reflecting the volatility of spreads. Not only that, but rate return volatility has risen over the past few months,
while excess return volatility has declined, both in the US and Europe. In the case of the US, rate return volatility
is actually now more than twice as high as that of excess return vol. This unusually high-rate volatility has caused
total return volatility to be elevated, at 8.7% for the US IG index as of February 2024.* Looking ahead, we expect
the picture to change. Ultimately, rate volatility should subside, while excess return volatility may rise at the same
time. Overall, we should not be scared of volatility, which is inherent in financial markets. But we believe an active
approach to asset management is essential to helping navigate the risks attached to these volatility shifts. 4

Endnotes

"Source: Geopolitical Risk Index, https://www.matteoiacoviello.com/gpr.htm. The Caldara and lacoviello GPR index reflects automated text-search
results of the electronic archives of 10 newspapers: Chicago Tribune, the Daily Telegraph, Financial Times, The Globe and Mail, The Guardian, the
Los Angeles Times, The New York Times, USA Today, The Wall Street Journal, and The Washington Post. Caldara and lacoviello calculate the index
by counting the number of articles related to adverse geopolitical events in each newspaper for each month (as a share of the total number of
news articles). Monthly data up to Feb. 2024.

*Source: Fed, FRED Database. Nonfarm Business Sector: Labor Productivity (Output per Hour) for All Workers, Index 2017=100, Quarterly,
Seasonally Adjusted. Up to Q4-2023.

*Sources: Bloomberg. US IG = Bloomberg |G Corporate credit index. The valuation scores are calculated using z-scores. Z-scores are estimated
using a 10-year average rolling window. A positive z-score indicates a valuation that is more attractive than the long-term average. Conversely,

a negative z-score indicates a valuation that is less attractive than the long-term average. A value of O for the z-score indicates that the current
valuation is in line with the 10-year average. The z-score is a measure of deviation from the average in units of standard deviation.

* Sources: Bloomberg, ICE BofA. US IG = ICE BofA US Corporate index, COAQ index. Total return and excess return data. Monthly, up to Feb. 2024.
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Source: Bloomberg Index Services Limited. BLOOMBERG" is a trademark and service mark of Bloomberg Finance L.P and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s
licensors own all proprietary rights in the Bloomberg Indices. Bloomberg neither approves or endorses this material or guarantees the accuracy or completeness of any information herein, or
makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages
arising in connection therewith.

The views expressed herein are those of the MFS Investment Solutions Group within the MFS distribution unit and may differ from those of MFS portfolio managers and research analysts. These
views are subject to change at any time and should not be construed as the Advisor’s investment advice, as securities recommendations, or as an indication of trading intent on behalf of MFS.

Unless otherwise indicated, logos and product and service names are trademarks of MFS” and its affiliates and may be registered in certain countries.

Distributed by: U.S. - MFS Institutional Advisors, Inc. (“MFSI”), MFS Investment Management and MFS Fund Distributors, Inc., Member SIPC; Latin America - MFS International Ltd.;
Canada - MFS Investment Management Canada Limited. Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International (U.K.) Limited (“MIL UK”), a private
limited company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct
Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER. Note to Europe (ex UK and Switzerland) readers: Issued in Europe by
MFS Investment Management (Lux) S.a r.l. (MFS Lux) - authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide
products and investment services to institutional investors and is registered office is at S.a r.l. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be
circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance
or distribution would be contrary to local regulation; Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty Ltd
(“MFS Australia”) (ABN 68 607 579 537) holds an Australian financial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.;
Hong Kong - MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL
HK'is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the
Securities and Futures Ordinance (“SFQ”).; For Professional Investors in China - MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue,
Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting services.;
Japan - MFS Investment Management K K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust
Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and
market conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the
principal amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making
the investments ; Bahrain - This document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer to the public will be made in the
Kingdom of Bahrain and this document is intended to be read by the addressee only and must not be passed to, issued to, or shown to the public generally. The Central Bank of Bahrain
assumes no responsibility for the accuracy and completeness of the statements and information contained in this document and expressly disclaims any liability whatsoever for any loss
howsoever arising from reliance upon the whole or any part of the contents of this document. The Board of Directors and the management of the issuer accepts responsibility for the
information contained in this document. To the best of the knowledge and belief of the board of directors and the management, who have all taken all reasonable care to ensure that such
is the case, the information contained in this document is in accordance with the facts and does not omit anything likely to affect the reliability of such information.; Kuwait - This
document is not for general circulation to the public in Kuwait. The information has not been licensed for offering in Kuwait by the Kuwait Capital Markets Authority or any other relevant
Kuwaiti government agency. No private or public offering of the information is being made in Kuwait, and no agreement relating to the information will be concluded in Kuwait. No
marketing or solicitation or inducement activities are being used to offer or market the information in Kuwait.; Oman - For Residents of the Sultanate of Oman: The information contained
in this document does not constitute a public offer of securities in the Sultanate of Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital
Market Law of Oman (Royal Decree 80/98). This information is being circulated on a limited basis only to corporate entities that fall within the description of sophisticated investors (Article
139 of the Executive Regulations of the Capital Market Law). The recipient acknowledges that they are a sophisticated investor who has experience in business and financial matters and is
capable of evaluating the merits and risks on an investment.; South Africa - This document has not been approved by the Financial Services Board and neither MFS International (U.K.)
Limited nor its funds are registered for public sale in South Africa.; UAE - This document, and the information contained herein, does not constitute, and is not intended to constitute,

a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The information is only being offered to a limited number of exempt investors in
the UAE who fall under one of the following categories of non-natural Qualified Investors: (1) an investor which is able to manage its investments on its own, namely: (a) the federal
government, local governments, government entities and authorities or companies wholly-owned by any such entities; (b) international entities and organisations; or (c) a person licensed
to carry out a commercial activity in the UAE, provided that investment is one of the objects of such person; or (2) an investor who is represented by an investment manager licensed by the
SCA, (each a “non-natural Qualified Investor”). The information and data have not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities
Authority, the Dubai Financial Services Authority, the Financial Services Regulatory Authority or any other relevant licensing authorities or governmental agencies in the UAE (the
“Authorities”). The Authorities assume no liability for any investment that the named addressee makes as a non-natural Qualified Investor diligence on the accuracy of the information
relating to the securities. If you do not understand the contents of this document you should consult an authorised financial adviser.; Saudi Arabia - This document may not be distributed
in the Kingdom except to such persons as are permitted under the Investment Funds Regulations issued by the Capital Market Authority. The Capital Market Authority does not make any
representation as to the accuracy or completeness of this document, and expressly disclaims any liability whatsoever for any loss arising from, or incurred in reliance upon, any part of this
document. Prospective purchasers of the securities offered hereby should conduct their own due diligence on the accuracy of the information relating to the securities. If you do not
understand the contents of this document, you should consult an authorised financial adviser.; Qatar - This material/fund is only being offered to a limited number of investors who are
willing and able to conduct an independent investigation of the risks involved in an investment in such material/fund. The material does not constitute an offer to the public and is for the
use only of the named addressee and should not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee’s consideration
thereof). The fund has not been and will not be registered with the Qatar Central Bank or under any laws of the State of Qatar. No transaction will be concluded in your jurisdiction and any
inquiries regarding the material/fund should be made to your contact outside Qatar.
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