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The news that Fitch Ratings downgraded the United States from AAA to AA+ has little effect on the primary market
dynamics of the Treasury market. The asset class remains the gold standard within the developed market bond complex
in terms of its liquidity, size, and security—characteristics that will likely remain the case for years, if not decades, to
come.

However, the downgrade reiterates some important questions about the country’s trajectory, e.g., in terms of its
deteriorating debt dynamics. As Fitch highlights, governance standards in the U.S. have eroded: the fiscal framework of
the 1990s is gone (as is the budget surplus), replaced by alarmingly large deficits along with more frequent threats of
government closures and default.

The governance question also pertains to the country’s increasingly divisive politics, which we see as one of the key
global macroeconomic anchors that is giving way over time. The implications of the expanding divide include the erosion
of the political center, less orthodox policy punctuated with bouts of radicalism, and institutional decay marked by a
reduction in policy credibility.

In addition, the fundamental problem of fiscal spending that exceeds revenues remains entirely unaddressed, allowing
the United States’ debt-to-GDP ratio to soar from 40% to more than 100% since 2000 (a level that just a decade ago
during the Eurozone crisis would have been considered dangerously high) in what some otherwise regard as the “danger
zone” for sovereign credits.

From a relative perspective, one saving grace is that many DM countries have experienced a similar mushrooming of
government debt in recent years. Furthermore, carrying out quantitative easing during times of fiscal stimulus—
effectively monetary financing—is now commonplace whereas it was once considered taboo.

In terms of Treasury yields, the additional supply of Treasuries hitting the market as the deficit rises has put, and will
continue to put, inexorable upward pressure on Treasury yields relative to other fixed income instruments, such as SOFR
swaps. While a major near-term swing is not anticipated, over time this relative supply / demand dynamic has taken
long-term Treasury yields from 30+ bps less than swap yields in the 1990s to now typically 50+ bps above swap rates. So,
there is a visible impact of the country’s rising debt burden, but, at least to date, the rate of change has been incredibly
slow.

As for the here and now, U.S. economic fundamentals of growth and inflation as well as central bank policy remain the
primary drivers of yield levels, which are broadly in the realm of fair value. In other words, we are in the end game of a
rate-hike cycle and, therefore, near peak yields. Downgrade or not, U.S. fixed income is poised for healthy returns in the
years ahead.

The comments, opinions, and estimates contained herein are based on and/or derived from publicly available information from sources
that PGIM Fixed Income believes to be reliable. We do not guarantee the accuracy of such sources or information. This outlook, which is
for informational purposes only, sets forth our views as of this date. The underlying assumptions and our views are subject to change. Past
performance is not a guarantee or a reliable indicator of future results.

For Professional Investors Only. All Investments involve risk, including the possible loss of capital.



NOTICE: IMPORTANT INFORMATION

Source(s) of data (unless otherwise noted): PGIM Fixed Income as of August 2, 2023.

For Professional Investors only. Past performance is not a guarantee or a reliable indicator of future results and an investment could lose value. All
investments involve risk, including the possible loss of capital.

PGIM Fixed Income operates primarily through PGIM, Inc., a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended, and a Prudential
Financial, Inc. (“PFI”) company. Registration as a registered investment adviser does not imply a certain level or skill or training. PGIM Fixed Income is headquartered in
Newark, New Jersey and also includes the following businesses globally: (i) the public fixed income unit within PGIM Limited, located in London; (i) PGIM Netherlands B.V.,
located in Amsterdam; (iii) PGIM Japan Co., Ltd. (‘PGIM Japan’), located in Tokyo; (iv) the public fixed income unit within PGIM (Hong Kong) Ltd. located in Hong Kong;
and (v) the public fixed income unit within PGIM (Singapore) Pte. Ltd., located in Singapore (‘PGIM Singapore”). PFI of the United States is not affiliated in any manner with
Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom. Prudential, PGIM,
their respective logos, and the Rock symbol are service marks of PFl and its related entities, registered in many jurisdictions worldwide.

These materials are for informational or educational purposes only. The information is not intended as investment advice and is not a recommendation about managing
or investing assets. In providing these materials, PGIM is not acting as your fiduciary. PGIM Fixed Income as a general matter provides services to qualified institutions,
financial intermediaries and institutional investors. Investors seeking information regarding their particular investment needs should contact their own financial
professional.

These materials represent the views and opinions of the author(s) regarding the economic conditions, asset classes, securities, issuers or financial instruments referenced
herein. Distribution of this information to any person other than the person to whom it was originally delivered and to such person’s advisers is unauthorized, and any
reproduction of these materials, in whole or in part, or the divulgence of any of the contents hereof, without prior consent of PGIM Fixed Income is prohibited. Certain
information contained herein has been obtained from sources that PGIM Fixed Income believes to be reliable as of the date presented; however, PGIM Fixed Income
cannot guarantee the accuracy of such information, assure its completeness, or warrant such information will not be changed. The information contained herein is current
as of the date of issuance (or such earlier date as referenced herein) and is subject to change without notice. PGIM Fixed Income has no obligation to update any or all of
such information; nor do we make any express or implied warranties or representations as to the completeness or accuracy. These materials are not intended as an
offer or solicitation with respect to the purchase or sale of any security or other financial instrument or any investment management services and should not
be used as the basis for any investment decision. PGIM Fixed Income and its affiliates may make investment decisions that are inconsistent with the
recommendations or views expressed herein, including for proprietary accounts of PGIM Fixed Income or its affiliates.

In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited
is authorised and regulated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). In the European Economic Area
(“EEA"), information is issued by PGIM Netherlands B.V., an entity authorised by the Autoriteit Financiéle Markten (‘“AFM”) in the Netherlands and operating on the basis
of a European passport. In certain EEA countries, information is, where permitted, presented by PGIM Limited in reliance of provisions, exemptions or licenses available
to PGIM Limited under temporary permission arrangements following the exit of the United Kingdom from the European Union. These materials are issued by PGIM
Limited and/or PGIM Netherlands B.V. to persons who are professional clients as defined under the rules of the FCA and/or to persons who are professional clients as
defined in the relevant local implementation of Directive 2014/65/EU (MiFID I1). In certain countries in Asia-Pacific, information is presented by PGIM (Singapore) Pte.
Ltd., a Singapore investment manager registered with and licensed by the Monetary Authority of Singapore. In Japan, information is presented by PGIM Japan Co. Ltd.,
registered investment adviser with the Japanese Financial Services Agency. In South Korea, information is presented by PGIM, Inc., which is licensed to provide
discretionary investment management services directly to South Korean investors. In Hong Kong, information is provided by PGIM (Hong Kong) Limited, a regulated
entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 1 of Schedule 1 (paragraph (a) to (i) of the Securities
and Futures Ordinance (Cap.571). In Australia, this information is presented by PGIM (Australia) Pty Ltd (“PGIM Australia”) for the general information of its “wholesale”
customers (as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is exempt from the requirement to hold an Australian
Financial Services License under the Australian Corporations Act 2001 in respect of financial services. PGIM Limited is exempt by virtue of its regulation by the FCA (Reg:
193418) under the laws of the United Kingdom and the application of ASIC Class Order 03/1099. The laws of the United Kingdom differ from Australian laws. In Canada,
pursuant to the international adviser registration exemption in National Instrument 31-103, PGIM, Inc. is informing you that: (1) PGIM, Inc. is not registered in Canada and
is advising you in reliance upon an exemption from the adviser registration requirement under National Instrument 31-103; (2) PGIM, Inc.’s jurisdiction of residence is
New Jersey, U.S.A.; (3) there may be difficulty enforcing legal rights against PGIM, Inc. because it is resident outside of Canada and all or substantially all of its assets
may be situated outside of Canada; and (4) the name and address of the agent for service of process of PGIM, Inc. in the applicable Provinces of Canada are as follows:
in Québec: Borden Ladner Gervais LLP, 1000 de La Gauchetiére Street West, Suite 900 Montréal, QC H3B 5H4; in British Columbia: Borden Ladner Gervais LLP,
1200 Waterfront Centre, 200 Burrard Street, Vancouver, BC V7X 1T2; in Ontario: Borden Ladner Gervais LLP, 22 Adelaide Street West, Suite 3400, Toronto, ON M5H
4E3; in Nova Scotia: Cox & Palmer, Q.C., 1100 Purdy’s Wharf Tower One, 1959 Upper Water Street, P.O. Box 2380 - Stn Central RPO, Halifax, NS B3J 3E5; in Alberta:
Borden Ladner Gervais LLP, 530 Third Avenue S.W., Calgary, AB T2P R3.

© 2023 PFl and its related entities.

2023-5845

For Professional Investors Only. All Investments involve risk, including the possible loss of capital.



BEEE

XARERUIPGIMIA Y A > WIS ENEICEE S B1EFRIR ML TTODIRERMFIHERRULIZED TS . PGIMIIZ N4> A AR, SKESEC
OEFIS BB THIPGIMA > DEFHEREFITT .

XABERFBRIRHZENELZEDOTHD, FEOERBROENS X (FARFTZENEUVEDTEHDEE A, T RERUEZHINTAETEIC
DV TEISEREBINDLEHDNET

XEBINTVSHISZBEFEIREFRTORBETHD, INBFSEREFIZLEHDET . Fo. TOREROERMEZRATHEDOTIIAL FH
OHIGIRBEDEEEFZRIEIDEDTEHDEE A

XARERTERSNTVSERIEIAEIFIROAZBHIETDEDTHD, FFEDMERFARNDIREZHERZ T D TEHIFEA.

XARBRICEH N TV THIBEET — IR NBEREHMEFE TEZL UL RIEBRENS AFULEOTIN, ZOBEIROIEHENE. HEEMECD
WTEHHMRIET 2EDTEIHDEE A

XABRH BN RA > TYI AT ANBEAEE R UZ OO —UIDHERIE, BADTYIADRFE. B, AREITIRALIRELET.

XIBEDEREEINITUEIFEROERAMRREL R IDEDTEHOEE A

XARERUDESS . B5T B LOT RI\A ZAH DN EHER EFZITIHAERRSNIZEDTEHNEFR Ao

X HHCLBBRIAGERUC, RERO—EE IR ZER I D LEBKBIDELET .

X“Prudential”. “PGIM ", TNENOOISLUOYY - S >MIUE TINT 230 TrAF >3 A I LU ZORERHTOY-EZI-ITHO,
ZHOE - MR TEREINTVFT,

XPGIMIv) CARR A (S HRBRARIROERIY - EZAHMEETINT> S v)L- Tr4F 2 3vIO—BTHH. BETI -T2 vVt FRBASEMERN
HOFE A,

PGIMZv/) Ukttt

TRIFEmESIRE MRMBRER (&8) %3925

MARE | —AAEEIEANBRIKERREERS. —EEIEAKREETEHS. —RAEEIEAR _EEME RIS I E RS
PGIMJ101073





