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In brief

= Credit risks have increased but remain contained, while private credit transparency is a
concern with investors now on alert

= Attractive bottom-up opportunities exist across spread markets, though a defensive, top-
down and sector approach is preferred given tight valuations

= Robust liquidity is a key focus in order to take advantage of dislocations resulting from
volatility

The intricate web of financial relationships, macroeconomic risks, global uncertainties, fiscal
dominance and valuation challenges in fixed income highlights the complexity of today’s
investment landscape. In such an environment, we believe that thorough research, a strategic
approach to portfolio construction, and a focus on liquidity can allow investors to navigate
markets successfully.

Managing Risks and Finding Opportunities in Fixed Income Markets

Credit risks have increased but remain contained, despite the appearance of cockroaches.
Understanding credit fundamentals is increasingly critical as spread compensation for credit risk
is historically low, and we see increasing fractures in segments like leveraged loans, private credlit,
office commercial real estate and certain consumer lending areas. This weakness is highlighted
by recent defaults and bankruptcies in these sectors. Corporate refinancing at higher costs of
debt will put the spotlight on those with weak balance sheets and may lead to increased defaults,
reinforcing the cyclical nature of credit stress. Areas of excessive leverage are typically where
problems begin, and a credit crunch usually leads to recession; we remain vigilant for signs of
increased pressure from both the top-down and bottom-up perspective.

Interconnectedness and lack of transparency are challenges for private credit. In our view,
the defining characteristics of private markets are their lack of transparency and lack of mark-
to-market pricing. These traits leave investors with insufficient data to fully ascertain where risks
lie, particularly as the rapid growth in credit lending can lead to lax underwriting standards. The
private credit asset class has yet to experience a full credit cycle, so the performance of these
balance sheets in a normalized rate environment remains uncertain. Looking at the transmission
mechanism into the real economy, we are also concerned about the interconnectedness of
investment funds with the banking system and Al companies, as it increases the potential for
individual credit events to turn into a systemic issue.
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Consumers are still spending, supported by government spending and monetary easing. The US
economy, driven largely by consumption, has shown resilience despite fluctuations. This consumption is
heavily reliant on the top income decile, which in turn depends on the continuation of the equity market
performance driving the wealth effect. At the same time, fiscal dominance is emerging as a key concern,

not only in the US but also globally, with the size of balance sheets in many countries and a complacent
approach to fiscal discipline raising questions about inflation expectations and financial stability. In addition,
Chinais still weighed down by the collapse of its property market, posing increased geopolitical risks,
including trade wars, that add to the uncertainty.

Valuations present challenges, but there are still attractive, idiosyncratic opportunities. With

tight valuations across fixed income asset classes, we are leveraging our strong research platform to find
compelling, bottom-up ideas across sectors, regions, credit quality and capital structure. In this spread
environment, returns are less likely to come from further top-down spread compression, so we are focused
on constructing portfolios that combine carry as well as price appreciation potential. We are currently
finding value in pockets of structure credit, defensive corporate exposures, idiosyncratic high yield and
emerging market sovereigns.

Global Fixed Income Positioning

Our base case scenario remains consistent with a low-growth and contained-inflation macro environment
that should support relatively attractive global bond returns. Given the low volatility and low dispersion

in most spread markets, we believe it is important to stay nimble in our active investment approach.
Importantly, our focus on portfolio liquidity remains as we look to take advantage of future market
dislocations.

Corporate Credit

The tight spread environment in investment-grade credit reflects both resilient fundamentals and strong
technicals as inflows continue in this asset class. We expect this to continue in line with our macro base case,
and thus we remain slightly overweight but with a defensive bias, having also added hedges to offset the
risk of sudden spread widening. In high-yield credit, we tactically reduced our exposure to higher-beta
names in anticipation of some volatility in lower-rated credits going into year end. The bigger picture for

the public high-yield market is still supportive given the improvement in quality of the index, and it could
generate returns over the next 12 months if monetary and fiscal easing continues. Overall, given tight credit
valuations in high yield, we expect returns may be generated via carry rather than spread compression.

Rates

While a global recession seems unlikely in the short term given policy easing, duration could perform

well should economic growth slow further. As a result, we are slightly overweight duration but with lower
conviction on curve steepeners than we had previously. Rate expectations for developed market sovereigns
appear fairly priced in. We see more room for some emerging market sovereigns to ease, provided the US
dollar does not strengthen materially. Interesting idiosyncratic rates opportunities exist in markets such as
Iceland, South Korea, New Zealand and Australia.

The US represents one of our higher-conviction markets for being overweight duration given our
expectation of real neutral rates closer to 1%, though we prefer exposures in bond maturities of 10 years
and under. On the other hand, we don’t believe the Bank of Japan’s hawkish stance is sufficiently priced
in by markets, leading us to remain underweight duration in that country (expressed in the front-end

of the curve).
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We have reduced exposure in Europe, particularly in the periphery, given historically tight spreads

to Germany, though Italy remains a favored market. Our exposure in France has moved from a large
underweight to a neutral duration position, given spread widening that largely reflects their political and
fiscal challenges ahead. We remain overweight duration in the United Kingdom given our view that the Bank
of England is behind the curve in easing.

With regards to local emerging rates markets, in Latin America we favor countries like Uruguay, Peru, and
Brazil that offer high real yields and benefit from favorable electoral cycles. We also prefer other exposures
such as South Africa given our expectations of improving central bank credibility and reduced fiscal risk. We
expect the Bank of China to remain dovish, but with a flat curve and low yields, we maintain our underweight
duration position in China.

Conclusion

Navigating the valuation conundrum in fixed income requires vigilant monitoring of credit risks, leveraging
strong research capabilities, and being prepared to take advantage of market dislocations. Current

tight valuations and the uncertain global outlook call for a strategic and selective approach to portfolio
construction, utilizing the expertise of credit analysts and sovereign strategists to identify bottom-up
opportunities. Even in this environment, we believe a well-constructed portfolio has the potential to
continue to deliver attractive returns from the global fixed income universe. 4
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Investments in debt instruments may decline in value as the result of, or perception of, declines in the credit quality of the issuer, borrower, counterparty, or other entity responsible for payment,
underlying collateral, or changes in economic, political, issuer-specific, or other conditions. Certain types of debt instruments can be more sensitive to these factors and therefore more volatile.

Inaddition, debt instruments entail interest rate risk (as interest rates rise, prices usually fall). Therefore, the portfolio's value may decline during rising rates.

The views expressed are those of the author(s) and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to
purchase any security or as a solicitation or investment advice. No forecasts can be guaranteed. Past performance is no guarantee of future results.

Issued in the United States by MFS Institutional Advisors, Inc., a U.S.-based investment advisor and subsidiary of Massachusetts Financial Services Company (“MFS”). Issued in Canada by

MFS Investment Management Canada Limited. MFS Institutional Advisors, Inc. provides certain sub-advisory services to all MFS Investment Management Canada Limited portfolios, including
discretionary investment management for non-Canadian portfolios or components of portfolios. Pursuant to a sub-advisory agreement executed between MFS Institutional Advisors, Inc. and
MFS Investment Management Canada Limited, MFS provides investment advice pursuant to statutory exemptions or regulatory relief, as applicable. Such advice is being rendered outside of
Canada and certain members of the team may not be registered in any capacity with any Canadian securities regulatory authority. 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
inthe 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.ar.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. Issued in Hong Kong by 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 a wholly-owned, indirect subsidiary of Massachusetts Financial Services Company,
a US based investment adviser and fund sponsor registered with the US Securities and Exchange Commission. 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 (“SFO”). Issued in Singapore by MFS International
Singapore Pte. Ltd., a private limited company registered in Singapore with the company number 201228809M, and further licensed and regulated by the Monetary Authority of Singapore.
Issued in 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. For
professional investors in Australia: 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. 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. This material is directed at investment professionals for general information use only with no consideration given to the specific investment objective, financial situation and particular
needs of any specific person. Any securities and/or sectors mentioned herein are for illustration purposes and should not be construed as a recommendation for investment. Investment involves
risk. Past performance is not indicative of future performance. The information contained herein may not be copied, reproduced or redistributed without the express consent of MFS Investment
Management (“MFS”). While the information is believed to be accurate, it may be subject to change without notice. MFS does not warrant or represent that it is free from errors or omissions or
that the information is suitable for any particular person’s intended use. Except in so far as any liability under any law cannot be excluded, MFS does not accept liability for any inaccuracy or for
the investment decisions or any other actions taken by any person on the basis of the material included. MFS does not authorise distribution to retail investors.

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