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We came into the turn of the year with a view that the global
industrial cycle was turning after an industrial recession that came
with a mild global profits recession.

Equity market performance appeared to be driven by bond market-related re-rating as
government bonds discounted supportive monetary policy and credit markets discounted a slow
growth environment. A lot has changed — and it has changed with unanticipated speed.

Over the past month we’ve seen developed equity markets lose up to 32%. Our Dynamic Real
Return strategy is down 8.8% year-to-date (as at 12 March 2020). This is more participation in
the downturn than we would have liked, but not miles off the aim of 5% down in a 20% equity
down year and 12% up in a 20% equity up year.

Putting this in a slightly longer context, the strategy is now down over a year, after the sell-off
ending on 12 March 2020. Given most developed market equity markets are down 10%-20%
over the same period this is a defensible outcome.

Things that worked during the past three months:

B Choosing to increase portfolio risk through a variety of forms of risk exposure rather than
merely equity risk (ie, emerging market local, short-dated high yield)

B Choosing to have a lower GBP exposure in the portfolio immediately following the
election

B Choice of Asian equity within regions, with China, Taiwan and Korea outperforming in a
weak market.

B Reducing duration in 2040 TIPS at around 0%.



Things that have been poor so far:

B Restoring some of our equity exposure to the portfolio after the first 10% drop in index
values

B Additions to UK equity — which has underperformed

The context for our actions so far

The speed of the equity market moves have been astonishing. We have often come in with fresh
news overnight (mass school closures, travel bans, geographic lockdowns) to find indices down
4%-8%.

Portfolio activity is based on an overarching understanding that Covid-19 is a serious — but
transitory — threat to human life and the global economy. The economic disruption that the virus,
and public health responses to the virus, bring will be short lived if they are well handled from a
public policy perspective.

What do we plan to do?

We have not been immune from the sell-off, but we have plenty of dry powder in the portfolio.
Portfolio risk is not high and as a team we continue to think that extending risk across a range of
preferred risk assets as spreads rise is the right approach. Though as we speak, we have been
adding to risk through specific regional equities today, albeit in a measured way.

Why haven’t we been buying duration-bearing government bonds?

Long-dated core government bonds have performed well this year as markets have sought safe
havens amid discounted central banks moving to and staying at their lower policy bounds. The
self-professed lower policy bounds of core central banks can change, but are around 0.1% in the
UK and US, -0.5% in Europe and -0.25% in Japan. If 10-year government bonds move quickly to
this lower bound from here (pricing in staying at the lower bound for the next 10 years) the
prospective returns from government bonds are modest, but positive (apart from in Germany).

If we had a view that central banks would shift to their lower bound, and that bond markets
would then price them to stay there for the next 10 years, we would see the value of building
government bond positions from here. But our understanding — and portfolio activity — is based
on an overarching understanding that Covid-19 is a serious but transitory threat to human life
and the global economy. As such, portfolio activity regarding government bond duration has
been to cut into the rally rather than build.
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Important Information. For internal use by Professional and/or Qualified Investors only (not to be used with or
passed on to retail clients). All data in this article sourced from Bloomberg and Columbia Threadneedle Investments and
was correct as of 12 March 2020. Past performance is not a guide to future performance. Your capital is at risk. The value
of investments and any income is not guaranteed and can go down as well as up and may be affected by exchange rate
fluctuations. This means that an investor may not get back the amount invested. This material is for information only and
does not constitute an offer or solicitation of an order to buy or sell any securities or other financial instruments, or to provide
investment advice or services. Where references are made to portfolio guidelines and features, these are at the discretion
of the portfolio manager and may be subject to change over time and prevailing market conditions. Actual investment
parameters will be agreed and set out in the prospectus or formal investment management agreement. Please note that
the performance targets may not be attained. The analysis included in this document has been produced by Columbia
Threadneedle Investments for its own investment management activities, may have been acted upon prior to publication
and is made available here incidentally. Any opinions expressed are made as at the date of publication but are subject to
change without notice and should not be seen as investment advice. Information obtained from external sources is believed
to be reliable, but its accuracy or completeness cannot be guaranteed. Any opinions expressed are made as at the date of
publication but are subject to change without notice. Information obtained from external sources is believed to be reliable,
but its accuracy or completeness cannot be guaranteed. This document includes forward looking statements, including
projections of future economic and financial conditions. None of Columbia Threadneedle Investments, its directors, officers
or employees make any representation, warranty, guaranty, or other assurance that any of these forward-looking
statements will prove to be accurate. The mention of any specific shares or bonds should not be taken as a recommendation
to deal. This document and its contents are confidential and proprietary. The information provided in this document is for
the sole use of those receiving the document. It may not be reproduced in any form or passed on to any third party without
the express written permission of Columbia Threadneedle Investments. This document is the property of Columbia
Threadneedle Investments and must be returned upon request. This document is not investment, legal, tax, or accounting
advice. Investors should consult with their own professional advisors for advice on any investment, legal, tax, or accounting
issues relating an investment with Columbia Threadneedle Investments. This document is distributed by Columbia
Threadneedle Investments (ME) Limited, which is regulated by the Dubai Financial Services Authority (DFSA). For
Distributors: This document is intended to provide distributors with information about Group products and services and is
not for further distribution. For Institutional Clients: The information in this document is not intended as financial advice
and is only intended for persons with appropriate investment knowledge and who meet the regulatory criteria to be
classified as a Professional Client or Market Counterparty and no other Person should act upon it. Issued by Threadneedle
Asset Management Limited, registered in England and Wales, No. 573204. Registered Office: Cannon Place, 78
Cannon Street, London EC4N 6AG. Authorised and regulated in the UK by the Financial Conduct Authority. Columbia
Threadneedle Investments is the global brand name of the Columbia and Threadneedle group of companies.
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