@ PGIM FIXED INCOME

All the Credit®, Ep. 47

Transcript

[ Music |

Female Voice: You're listening to A/ the Credit®, a monthly podcast series brought to you by PGIM Fixed

Income, an active global fixed income investment manager.

Brian Barnhurst, CFA, Co-Head of Credit Research: Hello and welcome to A/ the Credit®. 1I'm Brian
Barnhurst, Co-Head of Global Credit Research. Amidst an abundance of 2024 outlooks, we present some
lighter fare and explore the investment implications of GLP-1s across fixed income markets and industries.
More commonly known by their many brand names, GLP-1s have actually been around for many years but
were thrust into the spotlight earlier in 2023 with a flurry of media attention, social media presence, and
perhaps most impactfully, Walmart's October public comments regarding the drug's impact on purchasing
behavior. I'm fortunate to be joined by three of my senior research colleagues. Scott Swanson covers food
and beverage and consumer goods. Rich Kus is one of our packaging analysts. And Liz Halpin covers
healthcare. Scott, Rich, Liz, welcome to the podcast.

Scott Swanson, CFA, U.S. Leveraged Finance Credit Research Analyst: Thanks for having us.
Elizabeth Halpin, CFA, Co-Head of U.S. Leveraged Finance Credit Research: Thanks, Brian.
Richard Kus, CFA, U.S. Leveraged Finance Credit Research Analyst: Thanks for having us.

Brian: I want to start with a level set on the background of GLP-1s, so I'm going to go to the healthcare
analyst, Liz Halpin. Liz, help us understand, what are GLP-1s?

Elizabeth: Thanks, Brian. Before I dive in, I just note that as a credit analyst, the details that I'm shatring and
what my colleagues will also share are based on an investment focus and are not intended to be a substitute
for professional medical or health advice, diagnosis, or treatment. So, for the avoidance of doubt, what we're
about to discuss does not constitute medical or other professional advice in any form. Okay, so back to your
question, GLP-1, that stands for glucagon-like peptide-1 agonist. They mimic the GLP-1 hormone that your
small intestine makes. The GLP-1 hormone does several things in our bodies. GLP-1 triggers insulin release.
That allows your body to use food for energy and lowers blood sugar levels. GLP-1 also decreases glucagon
secretion. That prevents more glucose or sugar from going into your bloodstream. GLP-1 also slows stomach
emptying. That means your body releases less glucose or sugar from the food you eat into your bloodstream.
GLP-1s also affect areas of your brain that process hunger and your feeling of fullness. In general, GLP-1
medications were developed to help lower or control blood sugar levels and they are now being touted and
studied for promoting other potential health benefits such as weight loss, lower cardiovascular vents, slower
chronic kidney disease progression, amongst other potential therapeutic applications. For individuals with
type 2 diabetes, these medications may help manage blood sugar levels. The fullness effect from GLP-1
sometimes results in a reduction of food intake, appetite, and hunger, which may then result in weight loss.

Brian: And then, Liz, where are we in the drug development and consumer uptake timeline?

Elizabeth: The FDA actually approved the first GLP-1 in 2005, so we'te further along in the development
timeline than you might expect. I would say we're in middle innings if we're going to use a baseball analogy.



Early GLP drugs were used to successfully manage blood sugar levels and on average, were then found to
have weight loss benefits ranging from 3% to 11% of one's body weight, according to a vatiety of sources.
Based on the information available now, some newer GLP-1 drugs have been found to have a bigger impact
on weight loss. Some can result in 15% to 20% of weight loss on average and some versions have been
launched with FDA approval specifically for weight loss use. The greater weight loss impact and potential
knock-on effects on society, healthcare, and other industries is what has garnered heightened market and
investor focus recently. That said, I would characterize uptake for weight loss use specifically as being in very
early innings. Based on prescription data and estimated off-label use, experts believe and studies suggest that
1% to 3% of the potential use group—if we're defining that by body mass index as obese or overweight
individuals—is taking GLP-1s for weight loss. Multiple third-party and independent experts expect it to take
about a decade, though, for GLP-1s to potentially have a measurable health impact on their patients.

Brian: A recurrent theme as we think through the investment implications of GLP-1s is going to be the
cadence and quantum of uptake, so I want to probe a bit on that. First, help us think about some of the
regulatory and reimbursement considerations that may impact that rate and scale of drug uptake.

Elizabeth: Yes, there are a number of considerations that will definitely govern the rate and scale of GLP-1
uptake, and we, like the market, believe that reimbursement and therefore payer coverage of the drugs is one
of the critical gating factors for broad-scale adoption. Out-of-pocket costs are relatively high, depending on
the treatment condition, and payer coverage is relatively low, again, depending on the treatment condition and
health plan. Without broader payer coverage, current pricing for GLP-1s is too prohibitive, we think, for
broad adoption in the short term. Medicare does not currently cover weight loss drugs. An act of Congress
would be required to change that, and there are Congressional Budget Office scoring considerations that
would come into play in that process. A change in Medicare coverage could change over time as additional
health benefits are better understood. On the commercial side, to date, commercial coverage for anti-obesity
drugs has been limited as well due to high price points and an uncertain return on investment. The question
remains: will consumers remain compliant, and will employers realize cost savings over time in order to
garner broader commercial coverage?

Brian: And then away from regulatory and reimbursement gating factors, as you put it, touch on some of the
behavioral implications of actually being on a GLP-1 drug regimen that may govern uptake further.

Elizabeth: Sure, there are a lot of factors that may go into a patient's decision ot a doctot's decision to
prescribe or stay on this therapy. One is convenience. These are primarily injectable medications right now,
although there are oral versions on the market and others that are being developed that could increase
utilization longer term. Generally, dosing can vary from daily to one times pet week, which, if you'te doing an
injectable, may be a deterrent for some folks. Another factor is compliance. Will a patient stay on the drugs?
GLP-1 drugs are non-invasive but are maintenance drugs. So, if a patient stops taking the drug, then there's
the possibility that their body weight could come right back. Obesity is obviously a very complex condition.
Patients will have to work with their doctors to determine the right path forward for them, but effective
management may require several therapies like dietary change, exercise, behavior modification programs, as
well as potentially medications or surgical interventions. Also impacting potential patient compliance and the
duration of drug use are potential side effects. According to the drug manufacturers, there are a number of
potential negative side effects, including loss of appetite, nausea, vomiting, diarrhea, and there can also be a
severe low blood sugar risk for patients. These are a few of the milder potential negative side effects that the
manufacturers have warned about and there are potential, more severe side effects as well. We talked about
access from the perspective of cost and payer coverage previously. Manufacturing supply constraints are
playing into that equation presently as well.

Brian: Switching gears, let's bring in Scott. There's been growing media attention around GLP-1s throughout
the year, really thrust into the spotlight, and it hit a fever pitch in October with some very public comments
by the country's largest food retailer, which also has data on the behavior of consumers taking some of these
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drugs. And they pointed to "a pullback in overall basket size, just less units, slightly less caloties." And that
created quite a reaction across food, beverage, restaurants, consumer goods. That's what I want to probe.
Setting aside the wisdom of the market making some attempts to price in what we expect will be very long-
run delayed impacts, at least at scale, I want to ask you, Scott, to put some context around this notion that if
you're wagering on a material impact to consumer goods ot food products from GLP-1 behavioral changes, I
want to get a rough sense of what the undetlying assumptions would be, because I think they're quite
massive. So, I want to put some perspective around that.

Scott: Here's a rough way to frame potential long-run impacts. Right now, the adult population is about 260
million people. About two-thirds of this population is considered either overweight or obese. That equates to
about 170 million people. Looking at long-term penetration rates of drugs such as statins, it's about 15% of
the population that are on these type of drugs. Applying that same penetration level to the target population
for GLP-1 drugs gets you to roughly 25 million people. So, assuming the average calorie reduction for a GLP
user is about 25% of caloric intake or about 500 calories, that translates roughly to six million fewer people
eating, which is about 2% of the overall population. Again, this is clearly illustrative only but helps to frame
the long-run potential impacts.

Brian: Appreciating that's clearly a lot of assumptions upon assumptions, I do think it can be instructive to
help frame the magnitude of GLP-1 uptake and sustained drug uptake required to produce a material impact
on consumer packaged goods. It's particulatly relevant when considering that these are long-run treatments,
and when users come off the treatments, there's quite a bit of evidence of behavioral reversion. I think that's
why some of the moves in the market earlier this year, particularly equity markets, seem premature and
overdone given the likely cadence and sustained uptake required to produce material impacts. Okay. Let's get
into some of our thought process around sectors and go around the horn. Moving to Rich, we've talked
about the healthcare backdrop and a framework for thinking about potential uptake of GLP-1s in the future.
Rich, how are you thinking about investment implications for the packaging sector?

Richard: Yeah, thanks, Brian. As you heard Scott just mention, he sees the overall impact being sized around
2% of food consumption, basically. And it's our perspective that this is something that's very, very
manageable for packaging companies. By the way, as I think you had just pointed out, this doesn't exactly
account for any offsetting impact of natural population growth over time, right? Because the population
grows at a low single-digit percent rate over time. But to put it into context, if you look at the packaging
companies overall, this year, companies have had to manage historically high volume declines from anywhere
in the mid-single digits lower to upwards of 20% in some cases. Now, a lot of this has been driven by de-
stocking among end customers, and your end market consumers are consuming a little bit less as a result of
inflation, which has had an impact on the amount of packaging that's sold. But despite this, profitability has
been impacted far less, and these companies still are continuing to generate solid operating cash flow. And
then if you go back and you kind of look at Scott's 2% assumption here on volumes, if that was to
materialize, these companies would end up taking out a whole bunch of costs to further minimize that impact
on profitability. So, we think that over time, the impact on packaging companies and their ability to generate
cash flow and profitability is going to end up being negligible. So, I think that truly, this ends up being a
bigger problem from a valuation multiple standpoint than as a result, a bigger problem for maybe equity, as
you think about slightly lower growth expectations over the long run, even at the full run rate here. But from
a credit standpoint, these packaging companies are likely to continue to generate substantial free cash flow,
and we would think prove pretty resilient in terms of profitability. So, it's our view that we would look at any
dislocation arising from this as more of an opportunity for some long-term oriented investors.

Brian: And, Rich, I, again, go back to the notion that to get a material impact in the near term, or even in the
medium term, the consumption uplift required across the consumer landscape is massive, and again, before
considering any offsets. Let's go back to Scott and get your petspective, Scott, on how you wete thinking
about the food space, particularly around packaged food, supermarkets, and then also food away from
home—food retail, restaurants, et cetera. Scott?
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Scott: Yeah. You know, we go back to that 2% it, to the overall food consumption. But the one point maybe
that we didn't address and you kind of brought up is that's an active presctiption. You're not on these drugs
for life. You're on this during your weight loss. Your calotie consumption is down about 500 calories a day
while you're actively on it. And then once you get to that weight, it's up to you to be disciplined to maintain
that weight loss. So that 2% is a moving average of the active user. But even when you think about what do 1
think it's going to do while someone is actively on it, the 500 calories is not a big number. It's a bagel with
cream cheese, right? It's a Big Mac. It's seven double-stuffed Oreos. It's not a lot of volume coming off on a
daily basis across this window of time while someone is actively on it. Now when they get to their weight loss,
to your point, it's about actively maintaining your weight. And what Liz talked about, those GOPs about
appetite suppression and emptying of the stomach, that's on you now to handle, and to maintain going back
to, say, a 2,000-calorie diet, you're going back to eating these foods again, right? If you're looking to maintain.
So, overall, you're going to see a minimal, minimal decrease in consumption while actively on the drug. But
once you're off the drug, I see minimal effect on the overall food consumption.

Brian: And then we'll go full circle and bring Liz back into discussion and get your perspective on how you're
thinking about different healthcare sub-industries and how they may be impacted not only by weight loss
implications from GLP-1s, but also the potentially much more expansive application of the drug for other
uses down the line. How are you thinking about the investment implications across the healthcare industry?

Elizabeth: There are a number of areas within healthcare that could be impacted, again, we think over the
longer term. Some examples would be companies that are focused on diabetes. For instance, manufacturers
of continuous glucose monitors or products that are focused on the insulin side of the equation. There are
sub-sectors like dialysis or obesity link sub-sectors, such as those companies focused on bariatric surgery, that
have come into focus. There are providers of services and product manufacturers focused on sleep apnea as
well. And then looking at the broader tools category, there could be impacts given the prospect that this may
have benefits from a cardiovascular disease standpoint, as well as other ongoing studies that could have
broader impacts. There's been a lot of volatility in those markets and sub-sectors as a result of all these
ongoing trials and future data readouts regarding the potential broader application of the therapies. But we
think this has provided short-term investment opportunities. From a societal standpoint, these could be very
positive. Again, it's a game of what will be covered by payers and when because there are studies coming out
over the next four to five years that could address over 20% of healthcare spending. By some estimates, that's
$750 billion of spending out of §3.5 trillion. So, there could be a major positive impact from that standpoint
as well.

Brian: Just massive numbers, 20% of overall healthcare spend is potentially a huge impact to a really large
industry. It's clearly early days in the life cycle of GLP-1s, both as a weight loss drug and, as you heard Liz
talk about, a number of other potential future applications, some of which could have sizable impacts on the
healthcare industry and over the long run, potentially consumer behavior. To date, we have not altered our
investment approach. Our working view is that in the shorter run, dislocations in fixed income markets or
industries rooted in fears of GLP-related distuptions are opportunities to exploit. Over the longer run, it's
going to be important to stay open-minded and diligent as the market evolves and more data becomes
available, particulatly longer cycle data. Liz, Scott, Rich, this has been a great discussion. Thank you so much
for your perspectives.

Scott: Thank you.
Richard: Thanks, Brian.
Elizabeth: Thank you.

Brian: For all of our listeners, you can find more of our thought leadership, latest research, and The Bond
Blog on our website at PGIMFixedIncome.com. Thanks again for listening to A/ the Credit®.
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[ Music |

Brian: This content is investment-focused and not intended to be a substitute for professional medical or
health advice, diagnosis, or treatment and does not constitute medical or other professional advice in any
form.

Female Voice: We hope you enjoyed today's podcast. Subsctibe to keep up with the latest episodes of A7/ he
Credif®. For more insights on thought leadership visit pgimfixedincome.com. Have an idea for a podcast
topic ot guest? Email us at fixedincomerequest@pgim.com. or email your account manager ot sales
representative at PGIM Fixed Income. 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 use. 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 laws that may arise from the use of any
information contain 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 PL.C Incorporated in the
United Kingdom or with Prudential Insurance 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.
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IMPORTANT INFORMATION

Source(s) of data (unless otherwise noted): PGIM Fixed Income, as of September 21, 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; (if) 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 PFI 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
secking 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, secutities, 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 ot implied warranties or representations as to the completeness or accuracy.

Any forecasts, estimates and certain information contained herein are based upon proprietary research and should not be interpreted
as investment advice, as an offer or solicitation, nor as the purchase or sale of any financial instrument. Forecasts and estimates have
certain inherent limitations, and unlike an actual performance record, do not reflect actual trading, liquidity constraints, fee. 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.

Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. The
value of most bonds and bond strategies are impacted by changes in interest rates. Bonds and bond strategies with longer durations
tend to be more sensitive and volatile than those with shorter durations; bond prices generally fall as interest rates rise, and low
interest rate environments increase this risk. Reductions in bond counterparty capacity may contribute to decreased market liquidity
and increased price volatility. Bond investments may be worth more or less than the original cost when redeemed. Mortgage- and
asset-backed secutities may be sensitive to changes in interest rates, subject to eatly repayment risk, and while generally supported
by a government, government agency or private guarantor, there is no assurance that the guarantor will meet its obligations. High
yield, lower-rated securities involve greater risk than higher-rated securities; portfolios that invest in them may be subject to greater
levels of credit and liquidity tisk than portfolios that do not. Investing in foreign-denominated and/or -domiciled securities may
involve heightened risk due to currency fluctuations, and economic and political risks, which may be enhanced in emerging markets.
Currency rates may fluctuate significantly over short periods of time and may reduce the returns of a portfolio. Commodities contain
heightened risk, including market, political, regulatory and natural conditions, and may not be suitable for all investors.
Diversification does not ensure against loss.

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 including those available under temporaty 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 II). In Switzerland,
information is issued by PGIM Limited, London, through its Representative Office in Zurich with registered office: Kappelergasse 14,
CH-8001 Zurich, Switzerland. PGIM Limited, London, Representative Office in Zurich is authorised and regulated by the Swiss
Financial Market Supervisory Authority FINMA and these materials are issued to persons who are professional or institutional clients
within the meaning of Art.4 para 3 and 4 FinSA in Switzerland. In certain countries in Asia-Pacific, information is presented by
PGIM (Singapore) Pte. Ltd., a regulated entity with the Monetary Authority of Singapore under a Capital Markets Services License to
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conduct fund management and an exempt financial adviser. 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 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 Gauchetiere 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 B3] 3E5; in Alberta: Borden
Ladner Gervais LLP, 530 Third Avenue S.W., Calgary, AB T2P R3.

© 2023 PFI and its related entities.
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