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Market Outlook: The Waiting Game

The broad rally that boosted many leveraged credit and equity markets in the fourth
quarter continued through the last three months, even as one of the main drivers of market
optimism—expectations regarding near-term interest rate cuts—continued to shift. In the
current installment of The Roundup,' Oaktree co-CEOs Robert O’Leary and Armen Panossian
discuss their market outlook for credit investors at a moment when many are waiting

to see whether this long-awaited dovish turn will actually materialize.
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When we spoke with clients at the end of 2023, we argued that credit investors had grown too complacent. As we survey
the current credit landscape, we'd like to second that assessment. In the last six months, leveraged credit markets have
experienced what we call a “lift-a-thon”"—almost everything has rallied. High yield bond spreads are currently the slimmest
we've seen in almost two years, nearly three-quarters of leveraged loans are trading at or above 99 cents on the dollar,
and new deals in the private credit market are offering average yield spreads that are roughly 100-125 basis points below
those seen 12 months ago.? While this rally has hit a few speed bumps in the first quarter—due to stickier-than-expected
inflation—the positive trend persists.

This market strength obviously has multiple drivers—including supportive technicals—but, at its core, it appears to reflect
investors’ belief that the U.S. is on the path to a soft landing that will lead to a meaningful decline in interest rates. While
we aren't overly bearish about the U.S. economy or the country’s inflation outlook, we believe downside surprises are
currently much more likely than upside shocks, given that markets have already priced in optimistic expectations.

In particular, we're doubtful that interest rates will decline as rapidly—or as substantially—as many investors anticipate,
unless the U.S. experiences a serious recession or other crisis. If economic growth continues, inflation keeps slowing,
and the unemployment rate stays within a reasonable range, then the Fed will have little reason to act aggressively.
Instead, it's much more likely to remain patient, especially in an election year.

Now, we do think it's reasonable to assume that interest rates will decline modestly over the next two years, given
disinflationary trends, but we think the fed funds rate is more likely to settle in the 2-4% range as opposed to 0-2%.?
This is significant because we believe many leveraged companies will have trouble refinancing their debt as long as interest
rates remain above 2%. As a result, we believe the universe for opportunistic credit will grow even larger in the coming

years, while skilled performing debt investors will continue to enjoy operating in a credit picker’'s market.
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ENDNOTES

' The content is derived from or inspired by ideas in 4Q2023 letters
or other materials sent to clients in 1Q2024; the text has been edited
for space, updated, and expanded upon where appropriate.

21CE BofA US High Yield Constrained Index, as of February 29, 2024.
Credit Suisse Leveraged Loan Index, as of February 29, 2024. Private credit
based on Oaktree observations in the market, as of February 29, 2024.

3 Oaktree Co-Chairman Howard Marks discussed this view in detail
in his recent memo, Easy Money.

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.
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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.

Diversification does not assure a profit or protect against loss in declining financial markets.
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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. This communication 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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