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Yields in the asset class remain attractive, in our view.

We believe the US economy is fundamentally strong and European growth

broadly intact.

We have a strengthening conviction that we remain in the midst of a ‘Goldilocks’ m

period for credit. = 3

We remain convinced in our investment process, which has a bias towards AT1 b 4
- A

instruments with concentrated investments in our strongest-conviction ideas.

We will maintain our core views through bouts of volatility and use all of the tools Marc Stacey ,
. . Partner, Senior Portfolio Manager
at our disposal to protect capital.
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As we head rapidly towards the close of H1, it seems a timely moment to take stock """\:‘“ “:
of the contingent convertible bond (CoCo) market, review valuations and sharpen our =
outlook for the second half of the year. > g/

We highlighted in our 2019 outlook that the pivot we saw by central banks had the
potential to create a ‘Goldilocks’ environment for credit, as long as global growth
numbers held up in the face of recessionary fears. This has been the environment we
have experienced year to date.
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COCOS - REFLECTING ON THE YEAR SO FAR

Moving into H2 2019

The question we have to ask ourselves now is whether the
valuations are still attractive and if anything has changed that
could impact our fundamental view, given developments over
the year so far.

Macro view

We maintain the view that the US economy is fundamentally
strong and broad-based growth in Europe is intact.

While we are constantly testing this mindset, recent data
points suggest that the weak numbers we saw at the end of
last year and the start of this year represent troughs, rather
than the start of a directional trend lower. We continue to
anticipate 2.0-2.5% growth in the US and 1.0-1.5% growth in
Europe for the year.

Despite these robust growth numbers, inflation remains weak,
emboldening central banks to maintain a dovish stance and
offering them the flexibility to exercise patience.

We anticipate this equilibrium being challenged by the market
on an ongoing basis, which could lead to periods of volatility.

However, this has also strengthened our conviction that we
are in the midst of a Goldilocks period for credit that will
remain until we see either significant deterioration in data or
signs of another pivot by central banks, which we anticipate
being the key signals that would lead us to question our
stance.

Bottom-up perspective

We believe fundamentals remain extremely robust. We are
most of the way through first-quarter results and trends of
cautious lending practices, non-performing loan reductions
and conservative distribution policies remain key points of
focus.

In our view, ongoing regulatory scrutiny, particularly
over internal model harmonisation, continues to drive a
conservative approach to capital.

We find it extremely unlikely that this cautious approach will
change while the regulatory environment remains in flux;
ensuring balance sheet strength continues to be the key
management priority.

Despite this, margins continue to come under significant
pressure and costs are sticky. Over 2018, margin pressure was
clearly present, but for many banks, volume growth minimised
the impact.

The combination of dovish central banks pushing rates lower
and a weaker growth environment in Q4 2018/Q1 2019 left
banks with nowhere to hide from these pressures.

While we continue to think valuations are overstating
recessionary risks for the sector, without some form of
earnings momentum to grasp onto, the bank equity story
remains challenging.

With our fundamental rationale intact, where does this
leave us on valuations?

Despite the impressive performance we have seen in the asset
class this year, the yields on offer remain attractive, in our
view.

Looking at the ICE BoAML Contingent Capital Index on a
spread basis, we have seen spread tightening of 93bps - but
this remains 110bps higher than the tights seen in January
2018.

In short, we believe that this shows that despite the rally, the
valuations in the asset class remain attractive and we are
convinced that, over time, the spreads in this asset class will
trade through the tights that we saw in 2018 as the universe
fully matures.

How will we position in light of this current view of the
environment and the long-term story?

We retain conviction in our investment process, which has a
bias towards AT1 instruments with concentrated investments
in our highest-conviction ideas.

We continuously strive to protect capital and, as we mentioned
at the start of the year, the asset class will not move in a
straight line to the point that we believe will represent a fair
valuation.

As such, while we will look to maintain our core views through
bouts of volatility, we will continue to use all of the tools at our
disposal to protect capital and optimise risk-adjusted returns.

PAGE 2



COCOS - REFLECTING ON THE YEAR SO FAR

DISCLAIMER

Issued in the United Kingdom (UK) by BlueBay Asset Management LLP (BlueBay), which is authorised and regulated by the UK
Financial Conduct Authority (FCA). BlueBay is also registered with the US Securities and Exchange Commission (SEC) and is a
member of the National Futures Association (NFA) as authorised by the US Commodity Futures Trading Commission (CFTC). In the
United States it may be issued by BlueBay Asset Management USA LLC which is registered with the SEC and NFA. In Japan by BlueBay
Asset Management International Limited which is registered with the Kanto Local Finance Bureau of Ministry of Finance, Japan. In
Switzerland by BlueBay Asset Management AG where the Representative and Paying Agent is BNP Paribas Securities Services,
Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich, Switzerland. In Germany BlueBay is operating under a branch passport
pursuant to the Alternative Investment Fund Managers Directive (Directive 2011/61/EU). The registrations and memberships noted
should not be interpreted as an endorsement or approval of any of the BlueBay entities identified by the respective licensing or
registering authorities. Information herein is believed to be reliable but BlueBay does not warrant its completeness or accuracy.
Opinions and estimates constitute our judgment and are subject to change without notice. No part of this document may be
reproduced in any manner without the prior written permission of BlueBay. ® Registered trademark of Royal Bank of Canada. RBC
Global Asset Management is a trademark of Royal Bank of Canada. Copyright 2019 © BlueBay Asset Management LLP, registered
office 77 Grosvenor Street, London W1K 3JR, England, partnership registered in England and Wales number OC370085.

All rights reserved.

BlueBay

Asset Management PAGE 3



