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Market Comment



Looking at private markets, leveraged loan issuance saw a year-on-year
increase during the third quarter of 2019. During the reporting period,
combined loan volume across the US and Europe was USD 133.8 billion, an
increase from the USD 123.7 billion recorded in the prior-year period.



Opportunistic activity experienced resurgence in the third quarter of 2019, with
issuance volume increasing in both the US and Europe compared to the yearago period.



Weighted average new issue institutional spreads developed in different
directions across both regions over the reporting period, decreasing by 22bps
to 390bps in the US and increasing by 4bps to 396bps in Europe.



Turning to public debt markets, in July, central bank decisions were in focus
this past month following the dovish shift made earlier in the year which had
supported the rally in both risk and rates markets, but had also led to elevated
expectations into the July meetings. The ECB July statement largely met
market expectations as they altered their language with regards to interest
rates, noting that they can remain at present “or lower” levels at least through
the first half of 2020. The statement also highlighted the bank’s determination
to act, in line with its commitment to symmetry in the inflation aim, whilst also
tasking its committees with examining options to reinforce forward guidance on
policy rates, mitigating measures such as a tiered system, as well as options
for the size and composition of potential new net asset purchases.



Whilst markets initially took these headlines well, Draghi’s press conference
appeared not as convincing for investors, given the lack of details he provided
on the potential stimulus measures themselves, whilst he also noted different
nuances of views amongst council members on parts of the package. The Fed
also tried to meet heightened expectations by cutting interest rates by 25 bps
in July, although given talks of a 50 bps move, investors also appeared to be
slightly disappointed with Powell’s comments of this being just a “mid-cycle
adjustment” to policy.



Rates markets breathed somewhat in light of these developments, with
German 10 year yields rising by 11 bps on the month, offsetting the 13 bps
rally in June, whilst US 10 year yields were largely unchanged despite the Fed
cutting interest rates by 25 bps at the end of the month.



Data globally also put a cap on any rates sell-off, as Asian data in particular
continued to highlight the impact of the US-China trade war, whilst Germany’s
Manufacturing PMI moved deeper into contraction territory with a reading of
43. With central banks remaining supportive of financial conditions, US
Investment Grade credit spreads tightened by 7 bps in July whilst European
spreads by 11 bps, outperforming largely due to hopes that another asset
purchase program including corporate bonds will be announced by the ECB
shortly.
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Trade war concerns continued to weigh on markets in August after US
President Trump decided to announce new tariffs on the remaining goods
imported from China at 15%, whilst also raising current tariffs from 25% to
30%. Developments herein led to China retaliating, implementing their own
tariffs on USD 75bn worth of US goods, with the Chinese Renminbi weakening
by almost 4% versus the dollar during the month.



As a result, investors feared a further global growth slowdown, which
supported a continuation of the interest rate rally as US 10 year yields declined
by a significant 51 bps in August alone, whilst German 10 year Bund yields fell
by 26 bps.



The underperformance of Bunds could perhaps be put down to positive
developments in Italy, with BTP spreads tightening by 28 bps in August after
League Leader Salvini’s efforts to dissolve the government backfired, as it
appears to have led to the formation of a more market friendly, PD and Five
Star Coalition forming, with snap elections crucially being avoided.



Rate curves also flattened substantially in August, with the closely watched US
2s10s curve for example inverting for the first time since 2006, flattening by 15
bps in August, in a move that was likely exacerbated by summer illiquidity.



The flattening of rate curves was a global phenomenon and allowed Germany
to issue a 30 year zero-coupon bond at a negative yield for the first time, whilst
the UK Gilts 2s10s curve also briefly inverted after Q2 GDP unexpectedly
moved into contraction for the first time since 2012. Data elsewhere was also
largely disappointing as the US ISM manufacturing release fell to its lowest
level since 2016, whilst data out of Asia including PMIs and export data
continued to highlight the impact of the US-China trade war.



Risk markets struggled amid this backdrop as US Investment Grade credit
spreads widened by 9 bps in August, with their European counterparts
widening by 8 bps. The widening in spreads came despite Fed Chair Powell’s
comments at Jackson Hole, in which he emphasised the significant downside
risks to the outlook, that have only increased since the last meeting. Whilst
comments herein did indicate to investors that an upcoming rate cut was
imminent, the market has already priced such action and so his comments
were unable to provide any further substantial support for risk markets.



The focus in September was on the eagerly anticipated central bank meetings
from the Fed and ECB, in which they both made monetary easing
announcements.



The Fed cut interest rates by 25 bps in line with expectations, maintaining its
commitment to act as appropriate to sustain the expansion. The Summary of
Economic Projections that accompanied the decision however showed
significant differences of opinion on the path of rates going forward. For
example whilst seven board members saw one more rate cut this year, five
members still projected a hike, whilst five saw unchanged rates.



A lack of unanimity could also be observed following the ECB’s easing
package which included a 10 bps deposit rate cut coupled with a tiering
announcement, as well as asset purchases to be restarted from November 1st
at EUR 20bn per month. The bank also made a change to its forward
guidance, looking to now keep rates at their present or lower levels until the
inflation outlook robustly converges towards target, with asset purchases to
end shortly before interest rates are increased.
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However, speeches from Governing Council members from core Eurozone
countries both in the lead up to and following the package highlighted
significant pushback to the decision to restart QE in particular.



In light of these developments, US 10 year yields rose by 16 bps in
September, as the market lowered its expectations on the extent of further rate
cuts, whilst German 10 year yields rose by 13 bps. Whilst US investment grade
spreads tightened by 5 bps on the month, European investment grade spreads
ended 2 bps wider despite the ECB announcing upcoming corporate bond
purchases.



Differences within the Governing Council likely led to the underperformance of
European spreads, as well as the fact that data within the Eurozone continued
to disappoint, as highlighted by the ongoing weakness in the manufacturing
sector survey data. In contrast, US spreads appeared to take some comfort
from the fact that US and China trade negotiators agreed to another round of
talks on October 10th, crucially ahead of the October 15th deadline for new
tariffs to be implemented.



In Q3, UBP PG Active - Income increased +0.40% net of fees, (I Share class).



Prior to weightings being applied, the Private Debt allocation contributed
+0.52% to Q3 returns and the Public debt allocation contributed +0.77% to Q3
returns (before fees).



At the end of the quarter, the yield of the portfolio in USD was 7.4% excluding
cash and equity and 7.1% including cash and equity.



The interest rate exposure 0.6 years



The overall credit allocation was:

Portfolio Activity



Private debt: 53%



Public debt: 47%



As of 30 September 2019, Partners Group Active Income S.C.A., SICAV-SIF
held an active portfolio of investments broadly diversified across countries and
industry sectors.



Portfolio activity during the third quarter of 2019 included the debt financing
provided to Finxera in August, a provider of payment processing and account
management services to the debt settlement industry. Finxera manages
approximately 300'000 accounts that are insured by the Federal Deposit
Insurance Corporation. Partners Group invested in the company in lieu of its
recurring revenue streams, significant revenue visibility, as well as its strong
financial track record.



During the same month, Partners Group provided debt financing to EN
Engineering, in support of US-based private equity firm Kohlberg & Company's
acquisition of the business. Founded in 2002 in Illinois, US, EN Engineering
provides design, engineering, consulting and automation services to utilities,
pipeline companies and industrial customers. The company operates over 30
offices across the US and employs more than 1'500 professionals. Partners
Group investment thesis in the company was based on its stable customer
base, positive industry tailwinds, as well as its robust revenue streams.
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Meanwhile, in September 2019, Partners Group fully realized its first lien debt
investment in TeamViewer, following the IPO of the company on the Frankfurt
Stock Exchange. Founded in 2005, TeamViewer is a global connectivity
platform that offers remote access, collaboration, sharing, system integration
and other related services. TeamViewer's software has been activated in more
than two billion devices, with over 45 million devices online at any time.
Partners Group initially invested in TeamViewer in 2017 and over the holding
period, the company further grew through new customer subscriptions and
international expansions with first offices in India and Japan. The realization
generated an investment multiple of 1.17x and an investment return of 7.2%
for Partners Group Active Income S.C.A., SICAV-SIF.



Turning to public debt, the allocation to the US high yield CDS index was
increased from 98% to 100% in August. Headlines show a senior government
official saying that Germany is mulling a U-turn in fiscal policy and considering
the issuance of new debt to finance a climate protection package. Although
headlines later followed that they haven’t made a decision to give up a
balanced budget, it is the first time we are seeing the government bring up any
sort of fiscal related ideas, which the market may trade on given the lack of
pricing for such a theme.



As fiscal policy is being seen as necessary to support growth now given that
monetary policy is becoming less effective, a fiscal U-turn should help extend
the cycle if confirmed.



Early September, we took profit on credit. We reduced the exposure back to
98%. The risk reduction was following disappointing ISM manufacturing which
surprisingly moved back into contraction for the first time since 2016, with new
orders worryingly the weakest since 2009 as the trade war impact continues to
hurt. The market has not reacted to recent weakness in the data, instead
pinning hopes on central banks to ease further and cushion the slowdown.
This has therefore provided an attractive level to reduce our credit exposure
ahead of what still remains an important week with ISM non-manufacturing,
payrolls and Williams & Powell speeches.



In private debt markets, Partners Group's strategy continues to offer tailormade structures, target attractive sub-sectors and to support buy-and-build
strategies. Our focus remains on companies with the three defining
characteristics of recession resilience, stable recurring cash flows and high
cash conversion levels.



In public markets, Q3 culminated with both the Fed and ECB delivering with
their eagerly anticipated monetary easing announcements. As we look ahead
to the fourth quarter, the key focus for investors will be whether there is further
easing in the pipeline given that the September meetings from both central
banks have highlighted clear divisions within their respective boards. A lack of
consensus on future monetary stimulus may also put pressure on fiscal
authorities to finally react to the slowing growth backdrop. On growth itself,
markets will be looking to see whether weakness being observed in
manufacturing sectors globally will spill over to the more robust and stable
services part of the economy amid on-going trade uncertainty, which would
add further to the already heightened recession fears. This also increases the
importance of both US-China trade talks and Brexit negotiations into year-end,
to see whether a breakthrough can be made in either.

Outlook
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The Fed at its latest meeting cut interest rates by 25 bps in line with
expectations, maintaining its commitment to act as appropriate to sustain the
expansion. The Summary of Economic Projections that accompanied the
decision however showed significant differences of opinion on the path of rates
going forward. For example whilst seven board members saw one more rate
cut this year, five members still projected a hike, whilst five saw unchanged
rates. Despite these differences, data since the meeting has increased our
conviction that the Fed will continue cutting interest rates, with another 25 bp
cut likely at the October meeting. In particular, we highlight recent weakness
not only in the ISM Manufacturing survey, which fell to a 10 year low as the
US-China trade conflict continues to bite, but perhaps of more concern is that
softness herein may have started to spill over to the more stable service
sector, as the ISM non-manufacturing survey also missed significantly to the
downside this past month, although remains firmly in expansion territory. Whilst
some comfort can be taken from the labour market with continued steady
payrolls growth, the lack of wage pressures, as well as downside risks
emanating from the manufacturing sector, should be enough reasons for the
Fed to cut interest rates further.



A lack of unanimity could also be observed with regards to the ECB’s easing
package which included a 10 bps deposit rate cut coupled with a tiering
announcement, as well as asset purchases to be restarted from November 1st
at EUR 20bn per month. The bank also made a change to its forward
guidance, looking to now keep rates at their present or lower levels until the
inflation outlook robustly converges towards target, with asset purchases to
end shortly before interest rates are increased. We view this change in
guidance as significant, in that it is now open-ended and state contingent,
heavily reliant on inflation returning. Our own view is that we see a lack of
inflationary pressures building not only within the region, but globally given
demographic trends and low productivity. We therefore see any hawkish shift
from the ECB as unlikely in the near-term and would expect asset purchases
to continue for the foreseeable future, which should provide a backstop for
core government yields as well as peripheral spreads. However, speeches
from Governing Council members from core Eurozone countries both in the
lead up to and following the September meeting indicate significant pushback
to the decision to restart QE in particular. Therefore we do not anticipate for
significant additional easing measures to be announced in Q4 given these
divisions.



Incoming ECB President Christine Lagarde’s focus will therefore likely be to try
and convince government’s within the region to facilitate fiscal easing. Draghi
himself at the last press conference said that “there was unanimity that fiscal
policy should become the main instrument to support growth”. Therefore if
growth does continue to disappoint, then the likelihood of some form of fiscal
support will increase. This theme has already begun to pick up traction, with
the Netherlands and France making some fiscal supportive announcements for
their 2020 budget in recent months. We see Germany as a core Eurozone
country where fiscal stimulus could be used to support a slowing economy
which is being hurt by global trade and manufacturing weakness. Crucially,
Germany is also a country with low debt levels which provides room for them to
loosen the fiscal belt somewhat at a time when support for government
spending via “green” initiatives appears to be on the rise. We do not see this
as an imminent announcement, instead seeing it likely that the German
authorities are forced into action if the economy moves deep into recession.
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In light of the above, our bias remains to add to duration on yield spikes as we
still expect the Fed to cut rates further this year to sustain the expansion. If a
more negative growth scenario were to play out, then Fed Chair Powell may
have to alter his “mid cycle adjustment” view of rate cuts to a more substantial
cutting cycle. We do not think we are at this stage yet given that the labour
market still remains strong, and as such we wait for better levels to add back to
duration, with the front-end of the US curve looking increasingly attractive. In
contrast in the Eurozone, our bias would be to add to duration further out the
curve given that we see low inflationary pressures and as such, the likelihood
that asset purchases will continue and support yields further out the curve.



Overall, we see the potential for further gains in duration larger in the US than
the Eurozone given that the latter appears to already be hitting limits within the
Council with regards to monetary easing possibilities. We also think that UK
gilts could lead the rally if Brexit negotiations continue to stall, as BoE
members appear increasingly concerned with the ensuing slowdown as
companies halt their investment decisions. For credit markets, we see much of
the monetary stimulus described as largely priced into current valuations,
whilst uncertainty surrounding trade, Brexit and global growth still weighs on
the outlook and leaves us cautious in our exposure at this current juncture.
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Disclaimer
This is a marketing document and is intended for informational and/or marketing purposes only. This document is confidential and is intended only for the use of the person(s) to whom it
was delivered. This document may not be reproduced (in whole or in part) or delivered, given, sent or in any other way made accessible, to any other person without the prior written
approval of Union Bancaire Privée, UBP SA or any entity of the UBP Group (“UBP”). This document reflects the opinion of UBP as of the date of issue.
This document is for distribution only to persons who are Qualified Investors in Switzerland or Professional Clients, Eligible Counterparties or equivalent category of investors as defined
by the relevant laws (all such persons together being referred to as “relevant persons”).This document is directed only at relevant persons and must not be acted on or relied on by
persons who are not relevant persons. It is not intended for distribution, publication, or use, in whole or in part, in any jurisdiction where such distri bution, publication, or use would be
unlawful, nor is it directed to any person or entity to which it would be unlawful to direct such a document. In particular, this document may not be distributed in the United States of
America and/or to US Persons (including US citizens residing outside the United States of America).
This document has not been produced by UBP’s financial analysts and is not to be considered as financial research. It is not subject to any guidelines on financial research and
independence of financial analysis.
Reasonable efforts have been made to ensure that the content of this document is based on information and data obtained from reliable sources. However, UBP has not verified the
information from third sources in this document and does not guarantee its accuracy or completeness. UBP accepts no liability whatsoever and makes no representation, warranty or
undertaking, express or implied, for any information, projections or any of the opinions contained herein or for any errors, omissions or misstatements. The information contained herein is
subject to change without prior notice. UBP gives no undertaking to update this document or to correct any inaccuracies in it which may become apparent.
When investing in Private debt funds, there is no assurance that the liquidity of the investments of such UCIs will always be sufficient to meet redemption requests as and when made. Any
lack of liquidity may affect the liquidity of the shares of the Fund and the value of its investments. Private market investments typically display uncertainties which do not exist to the same
extent in other investments (e.g. listed securities).Further, private market investments are often illiquid long-term investments that do not display the liquidity or transparency characteristics
often found in other investments (e.g. listed securities). Certain investments are valued on the basis of estimated prices and therefore subject to potentially greater pricing uncertainties
than listed securities. In addition, private debt funds may not be able to sell their assets when it desires to do so or to realize what it perceives to be their fair value upon a sale. Investors
should be aware that the portfolio of the Sub-Fund will be subject to high market risks and no assurance can be given that the investment objectives of this Sub-Fund will be achieved.
Investors should carefully read the Fund and Sub-Fund’s risk warnings IN PARTICULAR THE SPECIFIC RISKS CONVERNING PRIVATE DEBT MARKET stated in the prospectus before
investing in the Sub-Fund.
This document may refer to the past performance of investment interests. Past performance is not a guide to current or future results. The value of investment interests can fall as well as
rise. Any capital invested may be at risk and you may not get back some or all of your original capital. In addition, any performance data included in this document does not take into
account fees and expenses charged on issuance and redemption of securities nor any taxes that may be levied. Changes in exchange rates may cause increases or decreases in your
return.
All statements other than statements of historical fact in this document are “forward-looking statements”. Forward-looking statements are not guarantees of future performance. The
financial projections included in this document do not represent forecasts or budgets, but are purely illustrative examples based on a series of current expectations and assumptions which
may not eventuate. The actual performance, results, financial condition and prospects of an investment interest may differ materially from those expressed or implied by the forwardlooking statements in this document as the projected or targeted returns are inherently subject to significant economic, market and other uncertainties that may adversely affect
performance. UBP disclaims any obligation to update any forward-looking statement, as a result of new information, future events or otherwise.
It should not be construed as advice or any form of recommendation to purchase or sell any security or funds. It does not replace a prospectus or any other legal documents that can be
obtained free of charge from the registered office of a fund or from UBP. The opinions herein do not take into account individual investors’ circumstances, objectives, or needs. Each
investor must make his/her own independent decision regarding any securities or financial instruments mentioned herein and should independently determine the merits or suitability of
any investment. In addition, the tax treatment of any investment in the fund(s) mentioned herein depends on each individual investor’s circumstances. Investors are invited to read carefully
the risk warnings and the regulations set out in the prospectus or other legal documents and are advised to seek professional advice from their financial, legal and tax advisors.
The tax treatment of any investment in the Fund depends on your individual circumstances and may be subject to change in the future.
The document neither constitutes an offer nor a solicitation to buy, subscribe for or sell any currency, funds, product or financial instrument, make any investment, or participate in any
particular trading strategy in any jurisdiction where such an offer or solicitation would not be authorised, or to any person to whom it would be unlawful to make such an offer or invitation.
Telephone calls to the telephone number stated in this presentation may be recorded. When calling this number, UBP will assume that you consent to this recording.
UBP is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority and is authorised in the United Kingdom by the Prudential Regulation Authority. UBP
is subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority.
Any subscriptions not based on the funds’ latest prospectuses, KIID, annual or semi-annual reports or other relevant legal document shall not be acceptable.
The Swiss paying agent of UBP PG SICAV is Banque Cantonale de Genève, 17, quai de l'Île, 1204 Geneva and its Swiss representative is Union Bancaire Privée, UBP SA, 96-98 rue du
Rhône, P.O. Box 1320, 1211 Geneva 1. The prospectus, articles of association, annual and semi-annual reports may be obtained free of charge from the Swiss representative and from
UBP Asset Management (Europe) S.A., 287-289, route d’Arlon, L-1150 Luxembourg. In respect of the units distributed in and from Switzerland, the place of performance and jurisdiction is
the registered office of the Swiss representative.
The Swiss representative and paying agent of UBAM –Global High Yield Solution is Union Bancaire Privée, UBP SA, 96-98, rue du Rhône, P.O. Box 1320, 1211 Geneva 1 (“UBP”). The
latest prospectus, articles of association, KIID and annual and semi-annual reports of the funds presented herein (the “Funds’ Legal Documents”) may be obtained free of charge from
UBP.
The Funds’ Legal Documents may also be obtained free of charge from UBP Asset Management (Europe) S.A., 287-289 route d'Arlon, 1150 Luxembourg, Grand Duchy of Luxembourg.
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