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ON THE RUN SPREAD

"It's dangerous to go alone! Take this."*

Executive Summary

A reassured market that permits modest gains during a brief period of calm.

Despite curves and news reports that continue to forecast darker skies, markets performed well.

The return of risk-free rates to their usual behaviour: performing under pressure, rather than causing it.
e Central Bank 2.0 : a focus on communication and assistance.

"A true friend is someone who is always there for you, in good times and bad, no matter what."Unkown

*QOld Man, in first game of The Legend of Zelda

The storm is over...here.

Aprilwas a more peaceful month than March, which was characterised by turmoil on both sides of the Atlantic in the financial
sector. Indeed, the interventions of the SNB for Credit Suisse and the FED for US regional banks reassured the market. Also,
in general, Central Banks had reassured markets with their overall support and responsiveness (including the ECB, BOE, and
BO)J).

April was even less volatile than January and February for the iTraxx index (Fig.1). The FED signalling its intention to halt rate
hikes after May's 25bps increase, as well as ECB providing a clearer course with a rate hike pause in July, after likely three

consecutive 25bps hikes, are major contributors to the relative calm.

Fig. 1: iTraxx main 5Y spread (High-Close-Low)
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Source: Selwood AM France, Bloomberg.

Aswe have discussed in previous letters, Aprilis typically a favourable month for risky assets in part due to avariety of factors,
including the absence of major CB meetings (returning in early May with the FED and ECB).

Even though the markets have been reassured there are still threatening clouds on the horizon. Inverted curves continue to
predict a recession, which may occur as early as this autumn. In addition, the level of absolute interest rates will likely
complicate the refinancing of weaker companies, resulting in a return to default. Also, interest rates have a significantimpact
on a country's ability to service its debt, in US budget debt servicing go beyond defence spending! And we're also back to
talking about the US debt ceiling. In Europe, France struggled to pass its retirement reform, which is likely to make the
acceptance of future reforms more challenging. The data on Inflation, Employment, and Growth will continue to be diligently
monitored. As inflation continues to decline too slowly Central Banks may be forced to surprise the market with additional
rate hikes. Therefore, the positioning and consensus on various assets remains extremely defensive.

Inthis letter, we will focus on the following subjects: (i) the prospect of an end to rate hikes, which has altered the relationship
between risk-free interest rates and risky assets (ii) the belief that since 2008 (Credit Crisis) in the United States and 2010-
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2012 (European Cirisis) in Europe, Central Banks institutions have adopted a more supportive and more dovish stance than
they should, given that inflation has remained constant since 2021.

The return of duration?

The current level of interest rates suggests that investing in assets with extended maturities can serve as a financial buffer
during periods of economic downturns. In addition, because Central Banks have signalled their intention to closely monitor
growth to prevent an adverse effect on the economy, they are likely to react if data deteriorate. Investors may have interest
to add duration in this environnement, as the correlation between interest rates and spreads became negative.

Considering fig.2 below, there have been three distinct periods to highlight since 2021. First, the 2021-2022 cycle of rate
increases (in light blue) which caused spreads to widen to a point where rate curves started pricing a recession within a year
(Oct 2022). A second period in which long-term interest rates were less volatile with spreads contracting (in grey) and the
third, current period (since Feb 23), in which spreads moved in the opposite direction (in dark blue).

Fig. 2: Correlation between 5Y Germany and iTraxx Main Spreads
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Avre the lastresort lenders back?

In 2022, with inflation figures soaring to 10%, many economists blamed Central Banks for being too passive or reacting too
slowly.

Since 2008, in the United States and 2012 in Europe, Central Banks became slightly more inclined towards a dovish stance.
In 2018 in the United States, J Powell, a less academic Chairman of the Federal Reserve (he previously worked in investment
banks and Carlyle), replaced J Yellen as Chair (an academic economist), reflecting D Trump demanding a more
accommodative monetary policy.

In Europe, the behaviour disparity between JC Trichet and M Draghi was also significant, as Trichet raised interest rates on
the verge of the European crisis, in contrast to Draghi's "Whatever It Takes" policy. Draghi pushed unorthodox measures in
Europe, such as OMT and TLTRO, in order to assist countries battling their sovereign bonds spread widening. Trichet was a
more conventional economist and public servant, whereas Draghi's tenure at Goldman Sachs demonstrated a distinct, more
market-oriented approach. C. Lagarde, who succeeded Draghi, have also a pragmatic approach and market awareness,
being a former lawyer and politician.

March was a positive month for the € Stock 50, as shown in Fig.3, while the € Stock financials saw a 10% decline. If we
examine the returns between indices while the financials index underperformed by more than 10% in a month, we will see a
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similar pattern between March 2023 and March 2013 (when the ECB introduced and began non-orthodox measures under
the leadership of Draghi).

This indicates a shared perception of the reliance on central banks for addressing
financial/recessionary/inflationary challenges, similar to how they resolved the European crisis in 2013.

contemporary

We firmly believe that currently Central Banks are market-friendly, closely monitoring the impact of their actions on
the market. We may have left behind the purely academic economists who focus solely on data, and economic theory. Not
to mention that communications have also significantly improved to prevent unpleasant surprises or shocks.

Fig. 3: €Stock 50 monthly return when €Stock Financials lost 10% in a month.
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Conclusion:

In April, despite a predicted and priced recession, markets were calm following the March crisis. Diverse factors acted as
catalysts, but the Central Banks' "Put" appears to be in place despite financial policy shifts with respect to interest rate levels
and quantitative easing. Due to the fact that Central Banks' key interest rates are approaching their targets, we think that
duration provides a hedge in times of turmoil. We prefer 2-4 year rates over longer terms because the curves are inverted and
can normalise abruptly with a soft landing. The positioning and investor sentiment is unquestionably cautious, but the
Cassandra effect regarding the end of Central Bank support has not fully materialised. Having CBs institutions on
their side could help investors.

Fig. 4: Aprilword cloud**

Credit Suisse 1 global first quarter ® sk Europe fl,—st .hlgh recession
ow e
[
e (2 report i outlook
rate tment decline recent . ok 1 L pm
® nking crisis ® Groupje tlme - (mame & 3
Mar c hin a sec. g now g India -S04
i expect forecast number er '] ;
> o E = 4 rally ; lower
b s le r [} o s one help
H S0 (= Y= ]
ns bmlgn major 2 49 2 o expectedSha reém
j;} u?u» o o - earnlng deposit
o ahead credit risefolloning erica 0 Fr—‘c
C
.S‘J{;’ asset O ; ln
Ly s11fton vall v markets

Federal Reserve

around

** Word Cloud from Selwood Asset Management France streaming of financial news during the month. A word cloud is a visual
representation of text data, which is used to depict keyword metadata on websites, or to visualize free form text. Tags are usually single
words, and the importance of each tag is shown with font size or colour



SELWOOD Selwood Asset Management (France)

ASSET MANAGEMENT April 2023 - Credit Market update

Selwood Asset Management France,

This material is not intended to be relied upon as a forecast, research, or investment advice
and is not arecommendation offer or solicitation to buy or sell any securities or to adopt any

investment strategy. The opinions expressed by Selwood Asset Management France and
may change without notice.

If you wish to know more about our #ESG credit Abs return (Article 8), #Tail & Credit Hedge, #Long Only, #Absolute
Return and #Solvency Il Solutions.

Please feel free to contact us for any further information at paris@selwoodam.com or via our website
https://www.selwoodam.fr/
| ] Principles for
[ ] ]
([ ]|

Responsible
Investment



mailto:paris@selwoodam.com

SELWOOD Selwood Asset Management (France)

ASSET MANAGEMENT April 2023 - Credit Market update

MONTHLY LETTER DISCLAIMER

Monthly Letter. Selwood Asset Management France SAS ("Selwood") is providing this monthly commentary solely atthe request of and for the exclusive
use of the recipient (the "Recipient") in its capacity as the investment manager.

Purpose and Non-Reliance. The monthly letter is provided to the Recipients who are sophisticated investors, being professional clients, eligible
counterparties, accredited investors or qualified purchasers. The monthly letter is provided to the Recipient for the limited purpose of providing the
Recipient with information relating to the performance and the risk profile of the Fund as at the date specified therein and/or for the purposes of
discussion with Selwood only.

The monthly letter is not intended to provide and should not be relied upon as any form of accounting, legal or tax advice or investment
recommendations. The Recipient should consult its own tax, legal, accounting or other advisors about the issues contained herein. The Recipient should
refer to the risk factors set out in the Fund’s prospectus and supplement.

Carry. Any references to “carry” are intended to refer to a specific performance computation. Carry and theta would correspond to expected
performance in a 12 months' period. Certain assumptions are used to calculate “carry”, such as no trading and all market parameters staying intact,
which may have inherent limitations. Accordingly, the estimated carry and performance is not reliable, is not exhaustive and represents subjective
views of Selwood. Please also refer to the Risk Factors listed in the Fund’s prospectus and the supplement. Note also that any estimates are gross and
do notinclude the deduction of fees and trading costs.

Accuracy of Information. The figures, estimated figures, projections, views, charts, calculations and other information (the "Information") contained in
the monthly letter is indicative only and are provided as at the date specified therein.

Information related to any net estimated returns is based on unaudited, internally prepared assessments of the performance of the Fund's portfolio by
Selwood and have not been independently verified or confirmed. The net estimated returns are subject to adjustment as a result of items such as
changes or delays in Selwood's or the Fund’s administrator’s calculation of the profit and loss of the portfolio in whole or in part and/or Selwood's
assessment of the month-end value of any one or more of the financial instruments in the Fund's portfolio. Any such adjustments could have a material
impact on the estimated net returns, including a change from a positive monthly net return or year to date performance estimate to a negative monthly
net return or year to date performance estimate.

Market views presented herein, including any forward-looking statements, are reasonably held by Selwood as at the date hereof but are subjective and
have not been independently verified. Market pricings assume. These are not intended to and do not constitute financial or investment advice.

Selwood is not under any obligation to update or revise this monthly letter or any specific Information (including, without limitation, the estimated net
returns or carry) contained therein or to correct any inaccuracies, whether as a result of new information, future events or otherwise.

No representation, warranty or undertaking, express or implied, is given as to the fairness, correctness, accuracy or completeness of the Information or
the models used in preparing such, opinions or any forward-looking statements contained in the monthly letter by any of Selwood, or its respective
members, employees or affiliates (together "Selwood Parties") and no liability is accepted by such persons for the accuracy or completeness of any such
information or opinions, and nothing contained herein shall be relied upon as a promise or representation whether as to past or future performance.

Use of Models and Simulations. Certain information contained herein is derived from simulations or models. Methodologies and models used by
Selwood are just some among alternative other methodologies that could be used, and such can produce different results. Neither the simulations, nor
the models have been independently verified. The derived information is therefore based on certain assumptions which may be subjective and may not
necessarily be reflective of reality.

Distribution and Non-Solicitation. The monthly letteris notintended, and must not be construed, as an offer of, or a solicitation of an offer to purchase,
any investments in any jurisdiction where such offer or solicitation would be unlawful. The distribution of the monthly letter may be restricted in
certain jurisdictions. It is the responsibility of any person or persons in possession of this monthly letter to inform themselves of, and to observe, all
applicable laws and regulations of any relevant jurisdiction. Please refer to the country-specific disclaimers in the prospectus and the supplements of
the Fund.

External Market Conditions. The current global market conditions are exceedingly impacted by the Russia/Ukraine conflict and the continuing
uncertainty around COVID-19 which creates unprecedented volatility and could last for an extended period thus adversely affecting the Fund’s
performance and liquidity.

Solvency Il (SCR). No representations or guarantees as to compliance with Solvency Il are being made by Selwood. Prospective and existing investors
need to complete their own analysis of Solvency Il requirements.

Confidentiality. Selwood is distributing this monthly letter to the Recipient only. The monthly letter is strictly confidential and may contain proprietary
information of Selwood. It may not be reproduced, distributed or published by any Recipient for any purpose without the prior written consent of
Selwood.

Selwood. Nothing contained herein shall be deemed to create any obligations or commitment on the part of Selwood or any of the Selwood Parties.
Selwood is acting solely as an arm's length contractual counterparty to the Fund and not as the Recipient’s financial advisor or fiduciary. To the maximum
extent permitted by law, none of the Selwood Parties shall be liable (including in negligence) for any direct, indirect or consequential losses, damages,
costs or expenses arising out of orin connection with the use of or reliance onthe monthly letter. By accepting a copy of the monthly letter, the Recipient
agrees to be bound by the foregoing limitations and conditions.

Selwood Asset Management (France) SAS is registered in France (884 339 839 RCS) with its registered office at 106 Boulevard Haussmann - 75008 —
Paris; and is authorised and regulated by the Autorité des Aprilés financiers (AMF) (GP-21000006).

© Copyright 2023 Selwood Asset Management (France) SAS. Allrights reserved.



