Ik -

Why Investors Should Be S
Strategic Buyers of Credit

A conversation with Oaktree Portfolio Manager David Rosenberg

DAVID ROSENBERG
| MANAGING DIRECTOR AND
CO-PORTFOLIO MANAGER

More than a decade of historically low interest rates has left many portfolios

stock-heavy. As investors move to take advantage of high yields to rebuild
credit exposure, we chatted with David Rosenberg, Co-Portfolio Manager
for the Oaktree Diversified Income Fund, to discuss where he sees

opportunities, and what he expects for credit markets.

Highlights:

* We are entering a new market phase where credit should, in our view, outperform
equities. However, amid economic uncertainty, investors should work with managers
that can identify relative value between public and private credit.

* The economy appears headed for recession, but investors should not overreact
because corporate defaults are unlikely to reach dangerous levels.

* Don't try to time the market. Investors should buy credit strategically.

Q: How should investors approach what you have called a “new era” for credit markets?
Credit will very likely outperform equities over the next few years. We're already seeing a recalibration in portfolio
allocations that will reduce the heavy tilt toward equities built up over the last decade.

However, even in this period of attractive yields, investors will have to remain selective. The time to be picky
about what you're putting in your credit portfolio is when there are concerns about the possibility of a recession.
When you're building an allocation, it's tempting to just buy an index tracker for a few basis points and forget
about it, but that doesn't really work in credit.

Credit exchange-traded funds (ETF) don't actually give you exposure to the market in areas such as high yield:
They seek to offer exposure to a sub-segment of the market that is more liquid and sometimes lower-yielding.
Also, | believe we're going into a period of greater stress. This type of environment favors managers who do
rigorous credit analysis and are picky in their exposures. By definition, ETFs aren't picky, they're passive.

One interesting wrinkle is that investors today are finding great opportunities in both public and private credit.
We've been very active in private credit. But in any private investment, you have to ask, ‘Are you getting paid
for the risk of illiquidity?’ You have to conduct your research and be very selective.
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Q: Demand for credit has soared as yields have risen, but investors are nervous about a recession.
What can credit investors expect from the economy for the rest of this year?
| think there is a recession coming. But one thing people tend to overlook is the fact that the quality of the
market today is perhaps the best we've ever seen going into a recession. This may be the most predicted recession
in history, which means a couple of things: Portfolio managers, like myself and my Oaktree colleagues, have
been stress-testing their portfolios for well over a year to make sure that if a recession does hit, we will be OK.
So, | don't expect a ton of panic selling. Companies have also been stress testing. CEOs have been cutting back
on capital expenditures and inventory, and expenses such as advertising, and redeploying that cash to strengthen
the balance sheet.

Because companies have had this time to prepare for a recession, | don't think we're going to see a massive
spike in defaults. In previous recessions, we've always had at least one year of double-digit defaults. This year,
most strategists are forecasting a default rate of 3% to 4% for bonds and 4% to 5% for loans. That would be
a big move up from a default rate that was effectively zero, but a 3% to 4% default rate for bonds is roughly
in line with the 30-year average.

People are also talking about a maturity wall of debt that will need to be refinanced at higher rates in 2024, 2025
and 2026. But from a default perspective, COVID was a cleansing event. During that crisis there was a 5% default
rate. Without the pandemic, those companies would have stumbled into the next recession and then defaulted.
COVID pulling forward all those defaults should keep us from reaching double-digit defaults, even in a recession.
That's critical, and | think people are starting to clue into that.

Q: Should investors adding credit exposure today be concerned about spreads widening?
There are two types of credit investors: tactical and strategic. Until recently, almost all credit buyers were tactical
buyers because credit was giving you 4% or 5% yields, which wasn't attractive. So, for years, most credit investors
only bought credit when spreads were wide and sold when spreads got tight.

Over the past six months, however, we've seen a shift to strategic buying. But after this massive, recent rally

in credit, some investors are starting to worry that a recession is coming and that spreads might widen. Everyone
always wants to time the market. But what | always tell people is, you can’t time the market. Right now, there

is potential to lock in 10% annualized returns in the form of contractual payments. That's attractive! Two years ago,
that's what riskier assets like distressed debt and private equity were offering. So, investors today should ask,

‘I a recession hits and spreads widen, do | care?” My view is, if you're going to look back three years from now
having potentially earned 10% annually, and if you're going to be happy with that, you should consider buying.

Be a strategic buyer. You can't time the market.
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IMPORTANT DISCLOSURES

All investing involves risk. The value of an investment will fluctuate over
time, and an investor may gain or lose money, or the entire investment.
Past performance is no guarantee of future results.

As an asset class, private credit is comprised of a large variety of different
debt instruments. While each has its own risk and return profile, private
credit assets generally have increased risk of default, due to their typical
opportunistic focus on companies with limited funding options, in
comparison to their public equivalents. Because private credit usually
involves lending to below investment grade or non-rated issuers, yield

on private credit assets is increased in return for taking on increased risk.

©2023 Brookfield Corporation; ©2023 Brookfield Asset Management
Ltd.; ©2023 Oaktree Capital Management, L.P.; ©2023 Brookfield

Oaktree Wealth Solutions LLC; & ©2023 Brookfield Public Securities
Group LLC. Brookfield Oaktree Wealth Solutions LLC and Brookfield
Public Securities Group LLC are an indirect majority owned subsidiary
of Brookfield Corporation.

The information contained herein is for educational and informational
purposes only and does not constitute, and should not be construed as,
an offer to sell, or a solicitation of an offer to buy, any securities or related
financial instruments. This commentary discusses broad market, industry
or sector trends, or other general economic or market conditions, and

it is being provided on a confidential basis.

© 2023 Brookfield Corporation

00231

FORWARD-LOOKING STATEMENTS

Information herein contains, includes or is based on forward-looking
statements within the meaning of the federal securities laws, specifically
Section 21E of the Securities Exchange Act of 1934, as amended, and
Canadian securities laws. Forward-looking statements include all
statements, other than statements of historical fact, that address future
activities, events or developments, including, without limitation, business
or investment strategy or measures to implement strategy, competitive
strengths, goals, expansion and growth of our business, plans, prospects
and references to our future success. You can identify these statements
by the fact that they do not relate strictly to historical or current facts.
Words such as “anticipate,” “estimate,” “expect,” “project,” “intend,”
“plan,” “believe” and other similar words are intended to identify these
forward-looking statements. Forward-looking statements can be
affected by inaccurate assumptions or by known or unknown risks and
uncertainties. Many such factors will be important in determining our
actual future results or outcomes. Consequently, no forward-looking
statement can be guaranteed. Our actual results or outcomes may vary
materially. Given these uncertainties, you should not place undue reliance
on these forward-looking statements.
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It is not intended to provide an overview of the terms applicable
to any products sponsored by Brookfield Corporation and its affiliates
(together, “Brookfield”).

Information and views are subject to change without notice. Some of the
information provided herein has been prepared based on Brookfield's
internal research, and certain information is based on various assumptions
made by Brookfield, any of which may prove to be incorrect. Brookfield
may not have verified (and disclaims any obligation to verify) the accuracy
or completeness of any information included herein, including information
that has been provided by third parties, and you cannot rely on Brookfield
as having verified any of the information.

The information provided herein reflects Brookfield's perspectives and
beliefs as of the date of this commentary.
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