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THEME OF THE WEEK

Take Shelter with Euro Short-Dated Corporate Bonds

Global growth is forecast to slow in 2019 but remain relatively robust overall. With
yields forecast to climb, particularly in Europe as market hurdles such as the Italian
budget and Brexit are addressed, short-dated euro corporate bonds may mitigate some
of the negative impact on returns.

Central Bank Rate Normalisation

Globally we have witnessed a sustained period of growth with slightly muted
momentum in inflation. The expectation is for central banks to continue this policy
normalisation into 2019. To date, we have witnessed some divergence between the US
and Europe, but with the US increasing more likely to take pause we may see policy
convergence as the EU steps up their attempts to normalise rates.

Quantitative Easing Guidance

The net buying of bonds by the European Central Bank’s quantitative easing (QE)
programme is forecast to finish at the end of December 2018. QE has provided sustained
support for bond yields over the past few years, particularly for peripheral countries,
and a removal of QE may cause yields to rise.

Geopolitical Risk

A number of political hurdles remain, such as the Italian government budget, Brexit
and simmering trade tariff positioning. If some of these risks can be taken off the table
it could prove positive for credit spreads. Credit spreads have widened year to date
however Euro credit spreads at the short end of the curve have been less effected than
those further out (see Figure 1 below).

Understanding ETF Benchmark Inclusion Criteria

SPDR’s short-dated corporate bond range provides broad exposure to euro, US dollar
and sterling corporate bond markets. However, some benchmarks tracked by other ETF
providers provide less diversified exposures. Depending on the market environment,
these differences can provide positive or negative returns. Euro floating rate corporate
bond funds proved popular in the first half of 2018 for their short duration. However, due
to the nature of the underlying market these funds are heavily weighted to financials,
typically over 70% and this has weighed on performance. Benchmark characteristics,
such as sector weights, should therefore be carefully assessed when comparing funds.

Figure 1: Short Duration OAS Has Widened Less
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Source: State Street Global Advisors, as of 6 December 2018. Past performance is no indication of
future returns.
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Sectors

Total Returns (%)

Index us Europe World Having to Wait a Bit Longer for the Santa Rally

Consumer Discretionary 5.8 -1.2 ‘ 39 Financial markets experienced a volatile week, starting with

Consumer Staples a positive response by equities to the truce called on the US/

Energy Chinese trade war post the Trump/Xi meeting but then falling
Financials sharply as hopes of any ceasefire weakened. It is estimated that
Healthcare concern over trade tariffs has taken approximately $2.1 trillion
Industrials in collective market cap from S&P 500 companies in the last few
Technology months; about the same amount that the proposed US tax cuts
Materials boosted the stock market at the start of the year.

Telcommunications 5.5 ‘ 4.8 ‘ 4.0 Amongst specific sector responses to news flow, Fed chairman
Utilities 2.8 0.6 1.6 Powell’s doveish comments have hit the US Financials sector

which has a positive correlation with interest rates and

Source: Bloomberg Finance L.P. Returns are in base currency ($ for US and World, European Financials have suffered from uncertainty

€ for Europe) for the period 23—30 November. Universes for the sectors are:

S&P 500 (US) and MSCI (Europe and World) indices. Past performance is not surrognding the forthcoming British parliamentary vote on
a guarantee of future results. Index returns are unmanaged and do not reflect EU withdrawal. The Energy sector showed returns close to the
the deduction of any fees or expenses. market average despite very volatile crude oil prices as major

oil-exporting nations negotiated at an OPEC meeting in Vienna.

Prices of Utilities companies benefited in all the regions from
lower bond yields and defensive business models.

Smart Beta

Excess Returns versus MSCI World Index (%)

Minimum Volatility Out on Top Again

Size

Worries over slowing global growth as well as the inability for
Momentum the British Prime minister to push her Brexit deal through

Parliament next week led to another week of bearish sentiment,
Min Vol as we saw further rotation into low risk stocks and this is a
Quality reversal from the risk taking appetite from the previous

week and a continuation of October’s great style rotation.
LD Crowded positioning in Growth continued to exacerbate the
Bitlene selloff and it is for this reason that World Minimum Volatility

factor continued to outperform the MSCI World benchmark
-1.50 100 -0.50 000 050 100 150 200 250 significantly this week. Interestingly, unlike in previous weeks,

Source: Bloomberg Finance L.P. Returns are in base currency ($ for US and World, Momentum did not fare poorly on a relative basis.

€ for Europe) for the period 23—30 November. Universe: MSCI Factor Indices.

Index returns are unmanaged and do not reflect the deduction of any fees or

expenses. Performance of an index is not indicative of the performance of

any product managed by State Street Global Advisors. Past performance is

not a guarantee of future results.

Fixed Income

Index Yield (%)  Change in Yield (percentage points) The Yield Has Turned Upside Down

Tweek 1mth 3mths 6mths  Asequities plummeted this week, fixed income enjoyed a strong
US Treasury 2.93 -0.02 -0.15 018 022 rally, especially in the US, where yields continued to tumble across
Euro Treasury 0.86 -0.06 -0.08 -0.03 0.05 the curve. As yields fell, we saw a bear flattening of the curve,
UK Gilts 147 0.04 0.00 0.10 0.17 although 5-year yields fell the most and now sit below the yield
US Corp 16 4.37 004 005 042 042 4 ihe o vear
Euro Corp IG 1.30 0.02 0.16 0.30 0.30
UK Corp IG 312 0.06 0.20 0.39 0.43 Investors have begun analysing whether we will see a subsequent
US HY Liquid Index 717 013 0.34 0.90 0.76 inversion of the 2/10 year spread; however, currently the gap still
Euro HY Liq Scr 473 0.08 0.58 0.87 0.97 sits comfortably above 10bps.
EM Local 597 0.03 012 0.03 0.27 Meanwhile, in the UK, as the likelihood of Theresa May’s Brexit
5y5y US Inflation 2.31 0.03 0.00 -0.06 -0.07 deal getting through parliament started to look slim, Gilts saw a
5y5y Euro Inflation 1.64 0.01 -0.05 -0.09 011 significant rally, climbing more than 2% last week.
5y5y UK Inflation 3.64 0.09 0.12 0.23 0.23

Source: Bloomberg Finance L.P, as of 30 November 2018. Past performance
is not a guarantee of future results.
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Street Global Advisors”). Authorised and regulated by the Financial Conduct
Authority. Registered No. 2509928. VAT No. 5776591 81. Registered office: 20
Churchill Place, Canary Wharf, London, E14 5HJ. T: 020 3395 6000. F: 020 3395
6350. Web: ssga.com.

This material is general information only and does not take into account your
individual objectives, financial situation or needs and you should consider
whether it is appropriate for you.
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regulated by the Financial Conduct Authority in the United Kingdom +65 6826-
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The information provided does not constitute investment advice

and it should not be relied on as such. It should not be considered a
solicitation to buy or an offer to sell a security. It does not take into
account any investor’s particular investment objectives, strategies,
tax status or investment horizon. You should consult your tax and
financial advisor. All material has been obtained from sources
believed to be reliable. There is no representation or warranty as to
the accuracy of the information and State Street shall have no liability
for decisions based on such information.

Exchange traded funds (ETFs) trade like stocks, are subject to investment risk
and will fluctuate in market value. The value of the investment can go down

as well as up and the return upon the investment will therefore be variable.
Changes in exchange rates may have an adverse effect on the value, price or
income of an investment. Further, there is no guarantee an ETF will achieve

its investment objective.

The views expressed in this material are the views of SPDR ETF Strategy Team,
EMEA and are subject to change based on market and other conditions. This
document contains certain statements that may be deemed forward-looking
statements. Please note that any such statements are not guarantees of any
future performance and actual results or developments may differ materially
from those projected.

Past performance is not a guarantee of future results.

All forms of investments carry risks, including the risk of losing all of
the invested amount. Such activities may not be suitable for everyone.
Equity securities may fluctuate in value in response to the activities of
individual companies and general market and economic conditions.
Investments in emerging or developing markets may be more volatile and

less liquid than investing in developed markets and may involve exposure to
economic structures that are generally less diverse and mature and to political
systems which have less stability than those of more developed countries.
Investing in foreign domiciled securities may involve risk of capital loss from
unfavourable fluctuation in currency values, withholding taxes, from differences
in generally accepted accounting principles or from economic or political
instability in other nations.

Standard & Poor’s, S&P and SPDR are registered trademarks of Standard &
Poor’s Financial Services LLC (S&P); Dow Jones is a registered trademark of
Dow Jones Trademark Holdings LLC (Dow Jones); and these trademarks have
been licensed for use by S&P Dow Jones Indices LLC (SPDJI) and sublicensed
for certain purposes by State Street Corporation. State Street Corporation’s
financial products are not sponsored, endorsed, sold or promoted by SPDJI,
Dow Jones, S&P, their respective affiliates and third party licensors and none of
such parties make any representation regarding the advisability of investing in
such product(s) nor do they have any liability in relation thereto, including for any
errors, omissions, or interruptions of any index.

Concentrated investments in a particular sector or industry tend to be more
volatile than the overall market and increases risk that events negatively
affecting such sectors or industries could reduce returns, potentially causing
the value of the Fund’s shares to decrease.

All the index performance results referred to are provided exclusively for
comparison purposes only. It should not be assumed that they represent

the performance of any particular investment.

The whole or any part of this work may not be reproduced, copied or
transmitted or any of its contents disclosed to third parties without

State Street Global Advisors’ express written consent.

Bonds generally present less short-term risk and volatility than stocks, but
contain interest rate risk (as interest rates raise, bond prices usually fall); issuer
default risk; issuer credit risk; liquidity risk; and inflation risk. These effects are
usually pronounced for longer-term securities. Any fixed income security sold or
redeemed prior to maturity may be subject to a substantial gain or loss.

The trademarks and service marks referenced herein are the property of

their respective owners. Third party data providers make no warranties or
representations of any kind relating to the accuracy, completeness or timeliness
of the data and have no liability for damages of any kind relating to the use of
such data.
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