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[ Music |

Female Voice: You're listening to A/ #he Credif®, a monthly podcast series brought to you by PGIM Fixed
Income, an active global fixed income investment manager. And now, your co-hosts, Senior Portfolio

Manager, Mike Collins, and Portfolio Manager, Alyssa Davis.

Alyssa Davis, Co-host and U.S. Investment Grade Corporate Bond Portfolio Manager: Hello, and
welcome to A/ the Credif®. I'm Alyssa Davis.

Mike Collins, CFA, Host and Senior Portfolio Manager, Multi-sector Strategies: And I'm Mike Collins.

Alyssa: And we'te two of the many investment professionals at PGIM Fixed Income, and your hosts of .4/
the Credif®. Considering we're in the heart of summer, we decided to keep things light for this episode. Today,
we will focus on the industry trends occurring in the alcoholic beverage of choice for many consumers during
these dog days of summer—beer. First, we will take a brief look at the composition of the beer market
following active M&A consolidation. We will discuss market share dynamics for beer and explore competing
products in adjacent categories. For most of the discussion, we will focus on trends in growth, pricing, and
margins for the biggest brewers while considering potential impacts of consumers trading down in the current
macro environment. And to wrap up, we'll end with a brief discussion on portfolio positioning in the sector.
So, a full episode today. And here to educate us on the beer matket is one of PGIM Fixed Income's credit
research analysts, Elitza Fleischman, who's making her inaugural appearance on the podcast. Elitza is a Credit
Analyst for PGIM Fixed Income's U.S. Investment Grade Credit Research team. She covers the U.S. and
non-U.S. consumer and retail sectors. Prior to joining PGIM in 2008, she worked at Credit Suisse on the
Leveraged Finance Research team, where she covered the media sector. And earlier at Credit Suisse, she was
in the Investment Banking Division, where she focused on the retail sector. She received a BS in Accounting
from Saint Petet's College, and an MBA in Finance from NYU, Stern School of Business. Elitza also holds
the Certified Public Accountant (CPA) designation. Elitza, Mike, and I are here to give you all the credit.
Welcome to your first episode of A/ the Credit®, Elitza.

Elitza Fleischman, CPA, U.S. Investment Grade Credit Research Analyst: Thank you for having me.
I'm excited to participate in my first podcast.

Mike: Well, I'm excited about the topic. I think this is a great idea to talk about beer, as Alyssa said, in the
middle of summer here. And 30 years ago, or so, Elitza, I was also a consumer products and beverage analyst.
And wow, a lot has changed. In fact, I can't even really keep track of who owns who and who's selling what.
There's been a lot of consolidation, a lot of M&A, a lot of brands trading hands over the last few years and
even decades. Why don't you just set the stage for the audience to remind everybody and educate me as well

on who the big players are, what has changed, what are the kind of latest market shares, etcetera?



Elitza: You're right, Mike. The beer industry has gone through significant cross-border consolidation. In
2004, InBev was formed by a merger of Interbrew, a Belgian-based brewer, and AmBev, a Brazilian-based
brewer. And in 2008, the group acquired Anheuser-Busch for 52 billion in order to expand to the U.S.
market. Later, in 2012, the group acquired the remaining 50% it did not own of Grupo Modelo, which is a
Mexican brewer, and the maker of the Corona beer, for 20 billion. Lastly, in 2016, Anheuser-Busch InBev
acquired its largest rival, SABMiller, for 78 billion British pounds. The merger was called Megabrew, and as a
result of consolidation activity, today, Anheuser-Busch controls more than a third of the global beer profit
pool. ABI's competitors have also benefited from ABI's consolidation activity, as the company has had to sell
assets in order to appease regulators and to reduce debt. Notably, Constellation Brands purchased Grupo
Modelo's U.S. assets, which allowed it to become a significant player in U.S. beer and in a very attractive

category, namely Mexican imports.

Alyssa: Thank you for that petspective, Elitza. Let's shift out discussion to focus on current market shares,
not only by brewer but also by brand. How have these evolved over time, and what are some of the more

recent trends in the market?

Elitza: So globally, Anheuser-Busch is the largest brewer. It controls approximately 26% of beer volumes,
which is well ahead of its nearest competitors, Heineken and Carlsberg, with 14% and 7% respectively. In the
U.S. market, Anheuser-Busch and Molson Coors control the majority of beer volumes, albeit their market
shares have been declining as a result of the decreasing popularity of mainstream beers and increasing
popularity of expotts, craft brews, and hatd seltzers. As for brands, here in the U.S., we're all awate of a
relatively recent marketing campaign gone awry for one of the more well-known brands of light beer. The
impacts on that brand have been tremendous, with volumes for the brand down in the mid to high 20%
range, and volumes for its overall U.S. business down in the low to mid-double digit range. This has benefited
competitors. One of the major takeaways from this event is that diversification is an important consideration
for credit quality, as it allows a company to offset weak performance in one area with stronger performance in

other areas of the business.

Mike: Yeah, so while we're talking about this, and you mentioned kind of waning sales among traditional,
high-volume brands, how have the trends been, really, Elitza, over the years, beer relative to, let's say, wine
and hard liquor? And my sense is, I have a bunch of children in their 20s, and it doesn't seem like they drink
as much beer as they will, like maybe a vodka and seltzer or something like that. And then you also have
those hard seltzers, which obviously were really, really populat a few years ago. I don't know if that's changed,
and we have all these new-age prepackaged cocktails that seem popular. It just seems like there's constant
shifts going on in consumer demand for the different competing products, if you will. How has that changed,
and how do you see that going forward?

Elitza: So globally, beer retains the number one share in total beverage alcohol with about 41% market share,
while spirits are second at around 35%, and wine is around 20%. However, in the U.S., beer has been losing
market share since the 2000s, when it accounted for over half of all alcohol sales, while spirits has been the
main beneficiary, and wine has stayed relatively unchanged. In addition, craft breweries, which are
characterized by their small scale and often independent production, have gained market share from
mainstream beer, as have imported beers and hard seltzers, albeit the latter is currently experiencing declining
volumes after explosive growth. Another interesting trend we have observed is the blurring of the lines
between products made by the alcoholic, non-alcoholic beverage producers, and even tobacco companies.

For example, hard seltzers, which are typically made by brewers, compete with canned cocktails and canned
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wine, which are typically made by spirits and wine companies. And lastly, non-alcoholic beverage companies

enter the hard seltzer market in partnership with brewers.
Mike: You mentioned non-alcoholic beer, has that moved the needle for these companies?

Elitza: So non-alcoholic beer is currently only around 5% of the total U.S. beer market. However, it is
growing faster than the overall beer market, and brewers have developed offerings that cater to that segment
of the consumer. Should that continue to increase its market penetration as expected, it could help partially

impede some of the decline in mainstream beer.

Alyssa: Elitza, if we think back to the pandemic, were brewers a beneficiary when everyone was in lockdown?
And were there any impacts on the industry from the global supply chain disruptions that we experienced
during that time period? And now that we're fully reopened and the service economy remains robust, how do

sales and profits look at these brewers compared to pre-COVID levels?

Elitza: During the pandemic, sales of beer declined initially as bars and restaurants were closed, and some
countries took measures to limit the sale and production of alcohol. However, sales rebounded after a couple
of quarters as consumers simply switched to gathering at home, and some of the aforementioned restrictions
on alcohol were lifted. Currently, beer sales are higher than pre-COVID levels due to price increases and
premiumization. However, margins have not recovered to pre-COVID levels as price increases have not been
enough to fully offset inflation and FX headwinds. Going forward in 2024, as raw materials such as batley
and aluminum have declined, and as companies' more expensive hedges roll off, we would expect margins to

improve.

Mike: You were talking about COVID, and that was a very unique type of recession, of course, with the
lockdowns. But right now, everybody's focused on the next recession, and there are a lot of pretty high
expectations for a recession sometime in the next 12 months or so. How typically, Elitza—I mean, the kind of
conventional wisdom is when there's a recession, people don't stop drinking beer. Maybe they just down
trade, and instead of going out to bars and drinking cognacs, they stay at home drinking beer. So how does
that actually work? Is there enough experience from your perspective in past recessions? And what would you

expect over the next year or two if we do have a kind of a big global slowdown?

Elitza: Overall, beer is an affordable luxury, especially in developed markets. And compared to spirits, as you
mentioned, the beer is much cheaper than having a cocktail at the bar. That being said, we could see some
consumers down trade to less expensive beers and drink at home, which could have negative implications for
margins. And in emerging markets, consumers could also switch to illegally brewed beer as budgets there are
more significantly impacted by the cost of food and beverages. But I would say in a relatively shallow
recession, we shouldn't see much of an impact to brewer sales and profitability and cost takeouts, such as
reduced marketing, or offering consumers returnable bottles in emerging markets could be used as levers as

needed. Overall, we see the beer industry as relatively recession resistant.

Mike: That's always been, I think, the traditional view there. So that's good to hear. To really wrap up on the
fundamentals, your job, Elitza, is to analyze these companies, not just from a business perspective, but their
ability and willingness to pay back their debt. Alyssa, you're one of the leaders in managing the bonds within
this sector, so how are we positioned today relative to our benchmarks, whether they're corporate portfolios

or even the multi-sector portfolios that I jointly co-manage?
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Alyssa: Sure, Mike. We have been positioned in the sector with an overweight versus the benchmarks.
Specifically, that's really driven by our overweight to the largest brewer in the investment grade corporate
index, which is Anheuser-Busch. In fact, due to their outstanding debt profile, which is more heavily
weighted to longer maturities, Anheuser-Busch is even larger in the long-duration benchmarks. That
company continues to work towards further deleveraging of their balance sheet and has further ratings upside
potential. We also have a less significant overweight to Constellation Brands, another big brewer in the index,
and an underweight to Molson Coors.

Alyssa: Well, that wraps it up for today. Thank you, Elitza, for joining us today. And thank you, Mike Collins,
for hosting with me. And many thanks to all our listeners for tuning in to this latest episode of A/ the Credif®.
You can see all of our thought leadership on our website at PGIMFixedIncome.com and catch our latest

hard-hitting research on The Bond Blog. Thank you for listening.
[ Music |

Female Voice: We hope you enjoyed today's podcast. Subsctibe to keep up with the latest episodes of A/ the
Credif®. For more insights and thought leadership, visit pgimfixedincome.com. Have an idea for a podcast
topic ot guest? Email us at fixedincomerequests@pgim.com or email your account manager ot sales

representative at PGIM Fixed Income.

Female Voice: This podcast is intended solely for professional investor use. Past performance is not a
guarantee of future results. All investments involve risk, including the loss of capital. This material is not for
distribution to any recipient located in any jurisdiction where such distribution is unlawful. This podcast
includes the views and opinions of the authors and may not reflect PGIM Fixed Income's views. PGIM and
its related entities may make investment decisions that are inconsistent with the views expressed herein. This
podcast should not be reproduced without PGIM's prior written consent. No liability is accepted for any
direct, indirect, or consequential loss that may arise from any use of the information contained in, or derived
from, this podcast. PGIM Fixed Income is not acting as your fiduciary. The contents are for informational
purposes only, are based on information available when created, and are subject to change. It is not intended
as investment, legal, or tax advice and does not consider a recipient's financial objectives. PGIM Fixed
Income is a business unit of PGIM, the global asset management business of Prudential Financial, Inc., which
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. Copyright 2023. The
PGIM logos and the rock symbol are service marks of PGIM and its related entities registered in many

jurisdictions worldwide.

[ Music |
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IMPORTANT INFORMATION

The video is intended for Professional Investors only. All investments involve risk, including the possible loss of capital.
Past performance is not a guarantee or a reliable indicator of future results. The information contained herein is provided by
PGIM Fixed Income, the public fixed income business of PGIM, Inc. PGIM, Inc. is a registered investment adviser under the U.S.
Investment Advisers Act of 1940, as amended, and a Prudential Financial, Inc. (“PFI”) company. 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. The PGIM logo and the Rock design are service marks of PFI and its related
entities, registered in many jurisdictions worldwide. In the European Economic Area (“EEA”), information is issued by PGIM
Limited or PGIM Netherlands to persons who are professional clients as defined in Directive 2014/65/EU (MiFID II). PGIM
Limited’s 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). PGIM Netherlands
B.V. is authorised by the Dutch Authority for the Financial Markets (Autoriteit Financi€le Markten — AFM) as an alternative
investment fund manager with MiFID top up service capabilities under registration number 15003620. PGIM Limited and PGIM
Netherlands are authorized to provide setvices or operate with a passport in various jurisdictions in the EEA. In certain countries in
Asia, 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 presented by
representatives of PGIM (Hong Kong) Limited, a regulated entity with the Securities and Futures Commission in Hong Kong to
professional investors as defined in Part 1 of Schedule 1 of the Securities and Futures Ordinance. It is anticipated that certain
investment management services would be delegated to PGIM, Inc. the above-listed entities’ U.S. registered investment advisory
affiliate. 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. 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. These materials represent the views, opinions and recommendations 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 is prohibited. Certain information
contained herein has been obtained from sources that PGIM believes to be reliable as of the date presented; however, PGIM 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 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 or accept responsibility for errors. 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. No liability whatsoever is accepted for any loss (whether
direct, indirect, or consequential) that may arise from any use of the information contained in or derived from this report. PGIM and
its affiliates may make investment decisions that are inconsistent with the recommendations or views expressed herein, including for
proprietary accounts of PGIM or its affiliates. Any projections or forecasts presented herein are as of the date of this presentation and
are subject to change without notice. The opinions and recommendations herein do not take into account individual client
circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or
strategies to particular clients or prospects. No determination has been made regarding the suitability of any securities, financial
instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned herein, the

recipient(s) of this report must make its own independent decisions.

© 2023 PFI and its related entities.
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