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From the Fixed-Income desk

The Nedgroup Global Strategic Bond Fund has material constraints hard coded
into its prospectus. Several of those are designed to restrict the type of assets
the fund managers can buy. Unrated, poorly researched, lower quality securities
are generally excluded. Such limits can be of benefit in times of stress.

Comments on private credit

Private credit has ballooned into a $2trn asset class (depending on where you
draw the line on the definition of 'private credit'). Looking more broadly, Non-
banking Financial Institutions (NBFI) such as Private Credit vehicles, have seen
their share of the corporate lending increase rapidly to over 10% of total loans in
the US - filling the gap from the banks who have cut back on corporate lending
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post GFC. The industry rightly deserves increased attention off the back of
concerns related to lending standards, with First Brands and more recently two
US regional banks. These issues are idiosyncratic and the Banks that have

reported earnings thus far (including the regional banks) have reiterated that
there is no need for concern across their business models and have on the whole
seen improving credit quality. Despite this, the likes of JPM and Morgan Stanley
are unlikely to be the location of the next 'cockroach' and focus should on the
NBFI given its rapid growth in such a short space of time.

Warning…

 We have warned on private credit for a while now, highlighting its illiquid nature
and relative opacity in relation to the underlying assets, and stressing that this
asset class has not been tested through a default cycle. We are not alone as the
IMF, the Boston Fed and Moody's have all stated that private credit is
increasingly posing a systemic risk. Defenders of private credit highlight the low

leverage, seniority of lending, and low non-accrual rates as reasons for the asset
class to hold up. But we would be keen to understand how the asset class reacts
with a pickup in default rates or increased market stress.

We know any increase in defaults would not be isolated to the private credit
market but exposure to certain sectors such as software and technology is

greater than in the public debt markets so it is plausible that private markets see
a higher proportion of beta adjusted defaults. To add to this the recovery rates
are not fully understood, debt is typically senior, but default rates have been
masked as lenders are able to renegotiate clauses or implement Payment-in-
kind ("PIK") structures that do not get classified as defaults. The lack of mark to

market accounting of the underlying assets adds to the uncertainty but there will
come a point when financial and legal engineering will not be able to mask the
true value in the capital structure.

Secondly, the interconnectivity of the industry is not fully understood. For
example, the extent to which private credit has been funding the 2021 vintage
private equity backed companies that have struggled through the rate

environment. Additionally, Business Development Companies (BDCs) are now big
issuers of IG corporate bonds (see below). We know that Apollo for example is
one of the biggest buyer of these bonds and suspect an individual institution's
full exposure to the asset class across direct loans, private credit funds, GP



stakes, private equity and corporate bonds is likely understated but primarily, not
understood.

Finally, the key concern for a credit investor is whether they will be repaid

principal and interest. Retail investors now have access to private markets and
one prominent UK retail site has warned investors they may never see their
money again. Sure, investors can gain an illiquidity premium but is a 10% return
with no visibility on recovery or when your money can be redeemed adequate
compensation? BDCs point to their quarterly redemptions (technically a tender

since they do not have to redeem your share), as a way to smooth stress but in a
liquidity event leveraged participants who are unable to redeem stakes in BDCs
could result in stress spreading to more liquid asset classes. Blackstone's listed
BDC 'BCRED', limits redemptions to 5% a quarter and has cash to cover a
quarter of redemptions, with 10% of its assets in liquid loans and then the
portfolio providing a yield around 10% so there is liquidity there. This could

change quickly but the focus would mainly be on the investor base and what
happens when they are unable to redeem.

Our strategy: Nedgroup Investments Global Strategic Bond Fund

The Nedgroup Investments Global Strategic Bond Fund strategy remains
focused on the core part of the credit markets and we do not touch CCCs let

alone anything 'private' so we can stay well clear of direct exposure. We believe
in credit through the cycle but stress this refers to the public asset class only. It
is worth highlighting though that BDC bonds now account for 3% of the US
financials credit index which is not negligible and does warrant attention. The
attraction for an IG credit investor would be the excess carry offered from the

BDC bonds, which are BBB- rated and price towards BB. Over the last 2 years
they have generated excess returns against the financials index but ultimately at
the expense of increased volatility. At roughly 1.8x the beta of the US financials
index, the bonds would materially underperform in a sell off. BCRED's bonds
have widened 25 basis points as sentiment has weighed on private credit over
the last two weeks and we can expect further underperformance when more

'cockroaches' are uncovered. 

In terms of direct portfolio implications this is a sector we can avoid, elsewhere
we are underweight insurers given their outsized exposure to private market.



The volatility in October and potential for a more systemic event has reaffirmed
our preference for the core parts of the fixed income market. 

Disclaimer

This is a marketing communication. Please refer to the prospectus, the key
investor information documents (the KIIDs/PRIIPS KIDs) and the financial
statements of Nedgroup Investments Funds plc (the Fund) before making any
final investment decisions.

These documents are available from Nedgroup Investments (IOM) Ltd (the

Investment Manager) or via the website: www.nedgroupinvestments.com, where
the prospectus is available in English and the KIIDs/KIDs in English and the
official languages of each country of registration.

This document is of a general nature and for information purposes only, it is not
intended for distribution to any person or entity who is a citizen or resident of
any country or other jurisdiction where such distribution, publication or use

would be contrary to law or regulation. Whilst the Investment Manager has taken
all reasonable steps to ensure that this document is accurate and current at the
time of publication, we shall accept no responsibility or liability for any
inaccuracies, errors or omissions relating to the information and topics covered
in this document.

The Fund is authorised and regulated in Ireland by the Central Bank of Ireland.
The Fund is authorised as a UCITS pursuant to the European Communities
(Undertakings for Collective Investment in Transferable Securities) Regulations
2011 as amended and as may be amended, supplemented, or consolidated from
time -to-time and any rules, guidance or notices made by the Central Bank which

are applicable to the Fund.  The Fund is domiciled in Ireland. Nedgroup
Investment (IOM) Limited (reg no 57917C), the Investment Manager and
Distributor of the Fund, is licensed by the Isle of Man Financial Services
Authority. The Depositary of the Fund is Citi Depositary Services Ireland DAC, 1
North Wall Quay, Dublin 1, Ireland. The Administrator of the Fund is Citibank
Europe plc, 1 North Wall Quay, Dublin 1, Ireland.

The sub-funds of the Fund (the Sub-Funds) are generally medium to long-term
investments and the Investment Manager does not guarantee the performance
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of an investor's investment and even if forecasts about the expected future
performance are included the investor will carry the investment and market risk,
which includes the possibility of losing capital.

The price of shares may go down or up depending on fluctuations in financial
markets outside of the control of the Investment Manager meaning an investor
may not get back the amount invested.

Past performance is not indicative of future performance and does not predict
future returns.

Risks and fees are outlined in the relevant Sub-Fund supplement.

Prices are published on the Investment Manager’s website.

Distribution: The prospectus, the supplements, the KIIDS/PRIIPS KIDS,
constitution, country specific appendix as well as the annual and semi-annual
reports may be obtained free of charge in English for the prospectus and in
English together with the relevant local languages for the KIIDs/KIDs  from the

country representative, the Investment Manager, or at www.nedgroupinvestment
s.com. The Investment Manager may decide to terminate the arrangements
made for the marketing of its collective investment undertakings in accordance
with Art 93a of Directive 2009/65/EC and Art 32a of Directive 2011/61/EU.

Switzerland: The Representative is Acolin Fund Services AG, Maintower,

Thurgauerstrasse 36/38, 8050 Zurich, Switzerland, whilst the Paying agent is
Banque Heritage SA, Route de Chêne 61, CH-1211 Geneva 6. Nedgroup
Investments (IOM) Limited is affiliated to the Swiss ombudsman: Verein
Ombudsstelle Finanzdienstleister (OFD), Bleicherweg 10, CH-8002 Zurich.

Germany: The Fund’s Facilities agent in Germany is Acolin Europe AG, with the

registered office at Line-Eid-Strasse 6, 78467 Konstanz. The Prospectus (in
English) and the PRIIPS KID (in German), may be obtained free of charge at the
registered office of the Facilities agent, or electronically by Email via
facilityagent@acolin.com, or by using the contact form at https://acolin.com/servi
ces/facilities-agency-services.
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U.K: Nedgroup Investments (UK) Limited (reg no 2627187), authorised and
regulated by the Financial Conduct Authority, is the facilities agent. The Fund
and certain of its sub-funds are recognised in accordance with Section 264 of

the Financial Services and Markets Act 2000.

Isle of Man: The Fund has been recognised under para 1 sch 4 of the Collective
Investments Schemes Act 2008 of the Isle of Man. Isle of Man investors are not
protected by statutory compensation arrangements in respect of the Fund.
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