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European Loans: A two-way rate hedge

As Governments and Central Banks continue to implement loose monetary policy and
expansionary fiscal stimulus in response to the Covid-19 pandemic, inflationary
pressure is rising within global markets. Consequently, treasury yield curves have
steepened and downward pressure on rates is easing. Fixed income investors are
increasingly concerned about duration risk and this has already translated into
heaviness in long duration assets. On balance, European base rates could well
remain in negative territory for some time. The mechanism of the zero Euribor floor
within European Loans is a strong offset to this, providing a unique two-way rate
hedge. Overarching all of this is the persistence of low yields; 60% of Global Fixed
Income is still yielding less than 1%?, so the reach for yield remains a key goal. In the
hunt for yield, prey is scarce, European Loans are a viable target.

Taper Tantrum 2.07?

In the wake of the Covid outbreak in 2020 and the macro weakness that ensued, long term government yields were at all
time lows and the market was pricing in a yield curve inversion. A year on, investors are focused on quite the opposite, 10
year US & UK Treasury yields and 10 year Bund yields are back to pre-pandemic levels and expected to continue rising.
Bunds at -29bps (March 2021) may move back into positive territory for the first time since Q1 2019.

The yield curve steepening has been brought on by the market reaction to rising inflationary pressures, triggering concerns
over potential taper tantrums. But is it too early? Are these risks really apparent? The macro picture certainly is more
positive. Global Covid cases have been falling, particularly in countries with effective vaccination programmes, and global
output is on the rise as a number of economies emerge from lockdowns. The scope and size of fiscal policies being
implemented certainly has the potential to generate inflationary pressure. Household and private consumption has so far
been supported via various employment benefit schemes; in addition to the €750 billion European Union Covid recovery
fund to be implemented in the coming year. Corporates have likewise been supported via credit lines, debt guarantees and
expense payment deferrals. Germany has pumped over €1 trillion into their economy via bank loans and corporate debt
securities, the UK has provided £330 billion in government guaranteed loans; while France has provided similar levels of
stimulus, a €300 billion government guaranteed loan scheme.

As a result, both the US and the UK are forecast to hit target inflation rates of 2% in 2021. Although the Euro area forecast
for 2021 is more modest at 1%, it is still on the rise. The wider global growth and inflation from the US and UK is positive
for Europe and an element of trickle down can be assumed from the higher growth economies. For context, European
GDP is forecast to increase 0.5% as a consequence of the latest $1.9 trillion US stimulus programme (OECD March
2021).

So the stage is set, inflation expectations are rising, are rate hikes imminent? Within the Euro area, we believe the risk of a
rate hike is somewhat low; inflation, though trending up, is still a way behind the ECB’s target rate of 2%. In fact Euro area
inflation has not hit those levels since 2012. All things considered, there is less pressure on the ECB to drive rates lower;
this, in combination with strong continued fiscal support, is an attractive environment for European Loans. The trend is
similar, albeit more pronounced, in the US. Recent statements from the Fed emphasised their focus on longer term
inflation rather than short term spikes for rate change decisions. Base rates are unlikely to rise until inflation has risen to
2% and is on track to moderately exceed 2% for some time.
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1Perctentage of ICE BofA Global Fixed Income Index with YTW < 1; 2Actual inflation: Fred Economic Data & Eurostat February 2021; Inflation forecasts: ECB, BoE, Statista; *Bloomberg
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Duration, Duration, Duration

With the steepening yield curve and firmer base rates, long duration assets such as Investment Grade Corporates are
under pressure and have been retracing much (if not all) of the positive returns of 2020. Shorter duration assets like
European Loans have fared well, benefitting from the potential of increased future income from their floating rate coupon
component. We do think this theme will persist through the year; Barclays research forecasts European Loan returns to be
3.5% for 2021 vs 2.6% for European High Yield. YTD 2021 European Loans are outperforming traditional Fixed Income
asset classes, but this isn't a one off. European Loans have outperformed comparable fixed income asset classes in
several rising rate environments, on average they have returned 4.37% vs 0.07% for European Investment Grade
Corporates; -1.50% for European Treasuries and 4.23% for European High Yield. Consequently we see strong value in the
asset class given higher inflation expectations.

On the flipside if taper tantrum 1.0 in 2013 is anything to go by, the softness in traditional credit yields could be short term
and retrace in just over a month. It goes back to the age old saying ... uncertainty is the only certainty there is. Positioning
for both possibilities is key. The Euribor floor of zero in the majority of European Loan assets provides a unique hedge
against falling base rates when rates are in negative territory. So if we do return to flatter yield curves, the carry trade of
European Loans is largely preserved.

Period Total Returns (EUR Hedged) During Rising Rate Periods?

Ain 10-Year EUR us
Date US Tsy Yield Loans Loans EUR HY US HY EUR IG Us IG EURTsy USTsy
May ‘13 — Sep ‘13 + 137 bps 2.54% 0.98% 1.78% -1.11% -0.54% -4.39% -1.81% -2.80%
Jan ‘15— Jun ‘15 + 84 bps 3.39% 2.67% 1.81% 2.30% -1.58% -0.89% -1.34% 0.04%
Jul “16 — Dec ‘16 + 124 bps 4.15% 4.59% 5.35% 6.60% 0.63% -2.39% -2.32% -5.02%
Aug ‘20 — Mar ‘21 +123 bps 7.38% 7.33% 7.96% 6.57% 1.77% -4.09% -0.55% -6.57%
YTD Mar 2021

(notinc. in +83 bps 1.73% 1.80% 1.55% 0.69% -0.68% -4.93% -2.35% -4.52%

average)
Average 4.37% 3.89% 4.23% 3.59% 0.07% -2.94% -1.50% -3.59%

Fundamentals Weren’t Locked Down

The economic impact of the virus related lockdowns was clear, a wide range of corporates suffering reduced cash flows
and increased leverage. Across the globe, governments and central banks acted quickly, flooding the market with fiscal
and monetary stimulus. Within Europe, private equity sponsors sometimes further bolstered this support to corporates,
injecting much needed capital. Contributions from sponsors on new transactions are at all time highs averaging 52% in
2020 vs 33% in 2007. This combined boost from a top-down and bottom up perspective was crucial in restoring liquidity
and curbing defaults. Interest coverage increased to 4.7x, the highest levels ever seen within European Loans. Though
European Loan defaults increased to 2.57% in 2020 from 0.44% in 2019, this is still below long term default levels; and
well below the 8% default forecast at the beginning of the pandemic. For 2021 there is consensus that both sponsor and
government support will continue, leading to a more benign default rate of 2-4% for European Loans?, a view we align with
given improving fundamentals.

Equity Contribution European Loan Issuers?® S&P Rolling 12 Month European Loan Default Rate*
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1EUR Loans: Credit Suisse Western European Leveraged Loan Index, US Loans: Credit Suisse Leveraged Loan Index, EUR HY: ICE BofA Euro High Yield Index, US HY: ICE BofA
US High Yield Index, EUR IG: Barclays Euro-Aggregate Corporates, US IG: Barclays US Aggregate Corporates; EUR Tsy: Barclays Euro-Aggregate Treasuries, US Tsy: Barclays US
Aggregate Treasuries; 2S&P, Barclays, Morgan Stanley & Fitch European Loan Default Forecasts; 3Standard & Poor’s LCD Global Leveraged Lending Review Q4 2020; “Standard &
Poor’s European Leveraged Loans Index; Monthly average from Dec 2007 to Dec 2020. Past Performance is not indicative of future results.



Talking Technicals

Primary issuance of European Loans has been strong YTD, €23.6bn (10" Mar 2021) supported by robust levels of M&A
activity, marginally lower than the €25.5bn issued over the same period in 2020. Absorbing this supply is a stable, largely
institutional, buyer base of CLOs, Asset Managers, Banks & Insurers. Flows and allocations with European Loans are less
volatile than High Yield, as the market is less influenced by retail sentiment or short term ETF flows. The asset class has
grown steadily since 2007 from €100bn to over €320bn in 2020 given the highly complementary supply and demand
dynamics of the asset class. Its depth and liquidity is largely comparable to European High Yield in recent years. It
provides the additional benefit of typically sitting senior in the capital structure to High Yield and is secured against assets.

Institutional Investors Primary Market Share?! Market Size (€bn)?
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Income Matters

European Investment Grade Corporates and European High Yield have seen significant compression in the largest driver
of total returns, the income stream. Income returns have decreased by almost 70% for European Investment Grade over
2007 to 2020; and roughly halved for European High Yield. European Investment Grade now provides c.1.5% coupon
return vs 4.8% in 2007, while European High Yield provides 3.8% coupon return vs 7.2% in 2007. This is largely a direct
impact of the ultra loose monetary policy that has occurred since the Global Financial Crisis. Central bank balance sheets
have grown exponentially over the period, the ECB balance sheet went from $1.5tn at the start of 2007 to over $8.5tn by
the end of 2020 and continues to grow. Similarly the BoE balance sheet grew from <$1tn to $6.8tn over the same period.
European Loans have been much less directly affected by central bank policy versus Investment Grade or High Yield,
given the asset class was not part of quantitative easing programmes. European Loan income returns did compress over
2007 to 2010 but have been relatively stable since then, averaging in the 4-5% range despite negative base rates, in
contrast to the continued year-on-year compression in Investment Grade income.

Income Return3
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1Standard & Poor’s LCD Global Leveraged Lending Review Q4 2020. Given lack of primary issuance, S&P did not track enough observations to compile a meaningful sample for 2009
and 2020; 2Credit Suisse Western European Leveraged Loan Index Market Value & ICE BofA Euro High Yield Index Market Value; 2As of Mar 2021; EUR Loans: Credit Suisse
Western European Leveraged Loan Index, EUR HY: ICE BofA Euro High Yield Index, EUR IG: Barclays Euro-Aggregate Corporates. Past Performance is not indicative of future
results.



The Price isn’t Always Right

Price returns are an important return driver for a credit portfolio. Over 2007 to 2020, European High Yield generated an
average annual principal return of 2.21% vs 0.49% & -0.22% for European Investment Grade and European Loans
respectively. European High Yield benefitted from long non-call periods of c.5 years, alongside wide spreads, to
compensate investors for the increased volatility and capital risk of sitting junior in the capital structure. This led to less
refinancing and repricing activity relative to a similarly rated loan, which has a typical non-call period of 0.5-1 year. Looking
forward, we do not see the same supportive dynamics for High Yield. Years to Yield to Worst, a proxy for the non-call
periods of bonds has fallen from 5.2 years in 2007 to 3.5 years in 2021; and is likely to continue to fall. In addition, the
percentage of call constrained bonds, a measure which tracks the percentage of bonds trading above their next call price,
was 59% as of Mar 2021 and likely trending higher. Consequently more bonds are likely to get called and refinanced at

tighter yields.

We have also seen an erosion of the pull to par potential of European High Yield, average price is above par at ¢.104 (31st
Mar 2021). Given this juncture, we will likely see mean reversion around those levels for European High Yield rather than
the outright price rallies of recent years, similar to European Investment Grade. Within European Loans we have seen
significant volatility resulting from Covid, but the asset class has largely recovered, albeit the average price for European
Loans is ¢.98 (31st Mar 2021), so the potential for a pull to par remains.

European High Yield Non-Call Period Dynamics?'2
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Conclusion

Compared to most credit asset classes, European Loans arguably fulfils the fundamental objective of Fixed Income, stable
strong income streams with the potential of additional upside via price appreciation, better than most. With ¢.60% of Global
Fixed Income yielding less than 1%, the hunt for yield is rife as ever, but prey is scarce. European Loans are a viable

target.

lyears to YTW: JP Morgan European Aggregate High Yield as of Mar 2021; 2% Called Constrained: Barclays Research Mar 2021; %As of Mar 2021; EUR Loans: Credit Suisse
Western European Leveraged Loan Index, EUR HY: ICE BofA Euro High Yield Index, EUR IG: Barclays Euro-Aggregate Corporates. Past Performance is not indicative of future
results.



Disclosures

This is a financial promotion and is not intended as investment advice. The information provided within is for use by professional investors and/or
distributors and should not be relied upon by retail investors.

BNY Mellon Investment Management is one of the world’s leading investment management organizations and one of the top US wealth managers,
encompassing BNY Mellon’s affiliated investment management firms, wealth management organization and global distribution companies. BNY Mellon is the
corporate brand of The Bank of New York Mellon Corporation and may also be used as a generic term to reference the Corporation as a whole or its various
subsidiaries generally. BNY Mellon Securities Corporation, a registered broker-dealer, is a subsidiary of BNY Mellon.

The Bank of New York Mellon Corporation (“BNY Mellon”) holds the majority of The Alcentra Group (or “Alcentra”), which is comprised of the following
affiliated companies: Alcentra Ltd. and Alcentra NY, LLC. Assets under management include assets managed by both companies. Alcentra NY, LLC and
Alcentra Ltd. are registered with the U.S. Securities & Exchange Commission under the Investment Advisers Act of 1940.

Alcentra Ltd is authorized and regulated by the Financial Conduct Authority — Registration number 196845 - and regulated by the Securities Exchange
Commission — Registration number 801-74223. Registered office for Alcentra Ltd is 160 Queen Victoria Street, London, EC4V 4LA, UK. Alcentra NY, LLC is
regulated by the Securities Exchange Commission — Registration number 801-62417. Registered office for Alcentra NY, LLC is 200 Park Avenue, New York,
NY 10166, USA.

BNY Mellon Fund Management (Luxembourg) S.A. (“‘BNY MFML”) is authorised to issue this document for marketing purposes only to Professional Clients in
Austria, Belgium, Denmark, Finland, France, Germany, ltaly, Ireland, Luxembourg, Netherlands, Norway, Spain, Portugal and Sweden. BNY MFML Registered
Office: 2-4 Rue Eugeéne Ruppert L-2453 Luxembourg. Registered in Luxembourg with number B28166. Authorised and regulated by the Commission de
Surveillance du Secteur Financier.

BNY Mellon Investments Switzerland GmbH is authorised to issue this document in Switzerland to Qualified Investors only. Registered Office: Talacker 29,
CH-8001 Zurich, Switzerland. Authorised and regulated by the FINMA. Neither BNY MFML or BNY Mellon Investments Switzerland GmbH will provide
investment advice in connection with the products mentioned in this document and are not responsible for any subsequent investment advice given based on
the information supplied.

Key Risks

Unless you are notified to the contrary, the services mentioned are not insured by the FDIC (or by any governmental entity) and are not guaranteed by or
obligations of BNY Mellon NA or any of its affiliates. BNY Mellon NA assumes no responsibility for the accuracy or completeness of the above data and
disclaims all expressed or implied warranties in connection therewith. © 2021 The Bank of New York Mellon Corporation. All rights reserved.

This document is proprietary and not to be reproduced or redistributed in whole or in part without the prior written consent of Alcentra.

Personnel of certain of our BNY Mellon affiliates may act as: (i) registered representatives of BNY Mellon Securities Corporation (in its capacity as
a registered broker-dealer) to offer securities, (ii) officers of The Bank of New York Mellon (a New York chartered bank) to offer bank-maintained
collective investment funds, and (iii) Associated Persons of BNY Mellon Securities Corporation (in its capacity as a registered investment
adviser) to offer separately managed accounts managed by BNY Mellon Investment Management firms.

Past performance is not indicative of future results.
The value of investments and the income from them is not guaranteed and can fall as well as rise due to market and currency movements.

A potential client should consider the strategy’s investment objectives, risks, charges and expenses carefully before investing. Portfolios are subject to
investment risks, including possible loss of the principal amount invested. Material in this publication is for general information only and is not intended to
provide specific investment advice or recommendations for any purchase or sale of any specific security or commaodity.

Investments in sub-investment grade debt are speculative and involve special risks, and there can be no assurance that an account’s investment objectives
will be realized or that suitable investments may be identified. Many factors affect performance including changes in market conditions and interest rates and
in response to other economic, political, or financial developments. An investor could lose all or a substantial portion of his or her investment. No investment
process is free of risk and there is no guarantee that the investment process described herein will be profitable. No investment strategy or risk management
technique can guarantee returns or eliminate risk in any market environment.

All views, opinions and estimates in this document constitute the best judgment of Alcentra as of the date hereof, but are subject to change without notice, and
do not necessarily represent the views of Alcentra. The information in this document may contain projections or other for ward-looking statements regarding
future events, targets or expectations regarding the strategies described herein (including those introduced by the terms “may,” “target,” “expect,” “believe,”
“will,” “should” or similar terms). There is no assurance that such events or targets will be achieved, and may be significantly different from that shown here.
The information in this presentation, including statements concerning financial market trends, is based on current market conditions, which will fluctuate and
may be superseded by subsequent market events or for other reasons.

Certain information contained herein is based on outside sources believed to be reliable, but its accuracy is not guaranteed.

The information in this document is only as current as the date indicated, and may be superseded by subsequent market events or for other reasons. Nothing
contained herein constitutes investment, legal, tax or other advice nor is it to be relied on in making an investment or other decision. Investors should
independently investigate any investment strategy or manager, and consult with qualified investment, legal, and tax professionals before making an
investment.

This material has been provided for informational purposes only and should not be construed as investment advice or a recommendation of any particular
investment product, strategy, investment manager or account arrangement, and should not serve as a primary basis for investment decisions. Prospective
investors should consult a legal, tax or financial professional in order to determine whether any investment product, strategy or service is appropriate for their
particular circumstances.

FP 1270- 31032021
ALC-181114-2021-04-06



