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CREDIT SQUEEZE

FROM DISTRESS AND DISLOCATIONS
TO STEEP DISCOUNTS

As credit conditions tighten, opportunities are emerging for
smart investors. With banks cutting back on lending, pricing
dislocations are appearing in financial markets. This looks
like a repeat of previous economic cycles, when investors
with patient capital have benefited from uncertainty.
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For professional investors only.
All investments involve risk, including
possible loss of capital.



INTRODUCTION

0 tightened lending standards in the first three months of 2023 for a key
category of business loans to medium and large businesses, according to a
0 2023 Federal Reserve survey of bank loan officers. While not as severe as
feared, this credit squeeze nonetheless showed the effect of interest rate rises

and bank failures. Similarly, credit is tightening in Europe, reaching levels not

Of US hankS seen in a decade, although in Asia only Australia is rapidly increasing rates.
Yet what's a credit squeeze for some is always an of capital and flight from risk is already leading to
opportunity for others. As the Fed, European Central ~  higher returns in some areas of the markets. Whether
Bank and Bank of England have rapidly hiked in private credit, real estate or the secondaries
interest rates to quell inflation, so the wave of bank markets, yields are increasing while some assets are
failures that started with Silicon Valley Bank has trading at substantial discounts. It’s a buyer’s market
further curtailed credit. As this happens, a shortage for savvy, specialist investors.
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The Federal Reserve’s Senior Loan Officers Opinion Survey shows the share of banks restricting credit for different types of lending.
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Net share of banks tightening standards for C&I loans to large and middle market firms = For credit card loans Source: Reuters
= For commercial real estate loans = To small firms Recession

Note: Questions have been added to the survey over time so not all extend for the full series. Blue bars denote recession.
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CHAPTER
PARCHED DEBT MARKETS PAY UP FOR LIQUIDITY

With debt markets parched of financial liquidity,
expert debt market investors are finding attractive
ways to put their capital to work for higher returns.

Just as banks have cut back on lending, direct
lending or private credit funds are finding new
opportunities. Banks have struggled to offload debt
they provided to fund big takeovers, including Elon
Musk’s buyout of Twitter. That’s allowing funds to
enter the market and make loans with high yields

of 6 or 7 percentage points over the floating rate
benchmark, or roughly 11% or 12% in total.

Collapsing leveraged loan and high yield bond
issuance show the declining appetite for risk.

There are further signs of distress in debt markets,
as some junk bonds trade at significant discounts
to par value and banks struggle to offload leveraged
finance loans.

Sharp Declines in Loan and Bond Volumes

U.S. issuance drops 71% YoY
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At the same time, the quality of credit is weakening Depending on the length and depth of any downturn
across the U.S. and Europe. in the U.S. and Europe, it seems likely that there
will be more companies facing financial difficulties
12-month speculative-grade corporate default rates or defaults on their loans. That’s IIke'V to create

in the U.S. and Europe in Q3 2023 to be more than opportunities in debt markets for rescue financing
double those in September 2022, bringing defaults and opportunistic |ending, as well as further

close to their long-run averages. distressed debt special situations.

Rating agency Standard & Poor’s expects the trailing
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SLATRILLION

The amount of rescue financing opportunities that
PGIM Fixed Income estimates could emerge if a
recession occurs that resembles those that used to
happen before the global financial crisis ushered in
a decade of supereasy monetary policy.
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A generation of investors only know a central bank
hackstop. We think those days are gone. So our view
is that over the next 10 years, we think the best place
to generate uncorrelated high return or equity-like
refurn profiles is by owning the debt of companies.
How that manifests itself is going to be a range of
outcomes, whether you're full-on distressed or some
sort of creative solution. Specifically, we're focused
on what the private equity community has done more
recently. There’s a number of really good companies
and really good sponsors out there that have a need
for a solution.”

( ' » RYAN KELLY
V. g Head of Special Situations for PGIM Fixed Income Source: PGIM

6 CREDIT SQUEEZE: FROM DISTRESS AND DISLOCATIONS TO STEEP DISCOUNTS | PGIM



CHAPTER 2

COMMERCIAL REAL ESTATE:
ABUYER'S MARKET



\
\
\)

CHAPTER 2

COMMERCIAL REAL ESTATE:
ABUYER'S MARKET

After more than a year of rising interest rates, cracks ~ Yet as with all previous downturns in real estate,

are beginning to show in commercial real estate. pockets of opportunity may begin to emerge. Where
There are fears of a wave of forced selling from
over-extended asset owners that creates a downward
spiral in asset prices.

might the opportunities lie for investors?
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The most important impacts of a recent sentiment
shift may be on debt pricing and availahility. Real
estate debt will remain scarce as large banks face
pressures from regulators and regional banks
become even more risk-averse. That will lead to more
opportunities for non-hank lenders to originate loans
that generate attractive returns. That probably won't
be enough, meaning there will also be near-term
opportunities to provide rescue capital to owners that
need liquidity as their debts mature and for owners
to purchase loans from banks, and other lenders, at
steep discounts.”

LEE MENIFEE
Head of Americas Investment Research for PGIM Real Estate Source: PGIM
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Banks’ tightening lending standards will make it tougher
for real estate owners to refinance the trillions of dollars
in loans due hefore the end of 2025.

Spreads of U.S. CMBS over Treasury bonds jumped

to about 450 basis points at the end of 2022. Similarly,
financing costs of senior loans in Europe’s core offices
rose to about 350 basis points in 2022’s second quarter,
over 200 basis points higher than in 2021.

U.S. banks on alert over falling real estate valuations. FT, April 22, 2023. Almost a
third of the $4.5tn in U.S. commercial real estate debt comes due before the end of
2025, according to Morgan Stanley analysts.

Credit Standards for US Commercial Real Estate Loans and Funding Conditions
for Commercial Mortgage-Backed Securities

Small banks have grown their CRE portfolio more aggressively than large hanks since the pandemic
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—eo— Commercial mortgage-
backed securities option-
adjusted spread BBB (right scale)

Source: Global Financial Stability Report, April 2023 page 64



| see losses hitting on the equity side and some distressed
debt. And so, as we navigate through this uncertain
environment, and the global reset of real estate values, it
will be important to focus on long-term sustainable growth
and resilient income. This repricing is also happening at
different speeds around the world. So, understanding the
timing around when to enter the market across different
sectors and regions, and the bifurcation of good versus poor
assets and locations, will be critical in this environment.”

RAIMONDO AMABILE
Chief Investment Officer at PGIM Real Estate Source: PGIM

Looking specifically at office buildings, Amabile
says they face the perfect storm of weaker b K
underlying demand for space, higher construction ) C.— H’
and maintenance costs, fewer potential buyers or s
lenders and higher interest charges.

Older offices, especially, face these headwinds.
Variable loan interest rates starting from 4%
across Europe and 6% in the UK are higher than
yields, as of June 2023.
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Significant Price Corrections in Public Real Estate Markets (2022-2023)

Asia Pacific

Source: Global Financial Stability Report, April 2023 page 62

Commercial Property Price Index Trends Year Over Year % Change (2022 to 2023)

The correction in real estate investment fund trusts’ pricing has been sizable across sectors.

Industrial Residential

B Europe [ United States Source: Global Financial Stability Report, April 2023 page 64
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Over time, there are likely to be falls in some
valuations and some distressed debt.

Investors will have opportunities to provide rescue
capital or to acquire assets at lower valuations.
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In real estate, several owners of office towers in
Europe are either restructuring debt or selling.

And major U.S. property investors have handed

back towers in Los Angeles and New York to their
bank lenders.
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CHAPTER 3

BARGAIN PRICES IN
PRIVATE EQUITY SECONDARIES

|

In private equity, the secondary market is showing Investors are buying secondary private equity

significant discounts, valuing high-quality assets limited partr'lershlp portfollc?s at the most 31'1bstant1al
b - S institutional i markdowns in years, according to the Jefferies

at bargain prices. Some institutional investors Global Secondary Market Review.

are selling to rebalance portfolios hit by declines
in public equity markets. Additionally, there’s
skepticism about private company valuations,
difficulties in exiting investments and increased
buyer selectivity.

Pricing Reversal in 2022
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Amid the flight from so-called long duration assets,
which may take many years to hecome profitable,
the pricing for venture capital portfolios suffered
the largest drop of any strategy in history.

Reflecting commercial real estate’s perfect storm,
portfolios sold for 71% of NAV — a discount
approaching 30%. Geographically, discounts were
smallest for North American funds (pricing at
84% of NAV) and largest in Asia and emerging
markets (65% of NAV).

Reflecting the significant opportunities on offer
and likelihood of recession, investors are beginning
to turn to secondaries, which were the second
most popular private equity strategy in Montana

Capital Partners’ Annual Investor Survey 2022.

What Are Your Strategic Preferences in the Current Market Environment? (Survey of Institutional Investors)

Mid-Market Buyout 81%
Secondaries

Growth Capital

Large Buyout

A16 Venture Capital
Distressed/Turnaround
Private Debt
Infrastructure

Real Estate
Other
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Source: montana capital partners Annual Investor Survey 2022
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A tight liquidity environment is expected to lead to Meanwhile, with increased interest costs, secondary
more sales of secondary portfolios in 2023. strategies that do not rely on portfolio leverage will
likely do better, which differentiates most mid-

negative cashflows in their private equity programs market players from the larger end of the market.
caused by imbalance between continued capital calls

Many LPs are likely to use secondary sales to balance

o ) R And with greater liquidity pressure, less sophisticated
and limited capital distribution. . . .
sellers are likely to come to market, which will
benefit investors who focus on the smaller and less-
institutional end of the market and who can take the

time to craft creative structures for smaller sellers.
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CONCLUSION

2023’s credit squeeze is already leading to a return Speaking at the Milken Institute Conference at the
to value for some assets. The extent of any following ~ >¢ginning of May, the day after the First Republic

icd il d ine h h rescue, PGIM chief executive David Hunt predicted
economic downturn will determine how great the that the implications for the U.S. economy were just
opportunities are that follow.

starting, as banking regulation increased:

What that will do is...further hinder the supply of credit
that's going into the economy. And | think that we are
going to see now a real slowing that begins to happen to
aggregate demand because of the decrease in the supply
of credit that's coming in.”

DAVID HUNT
President and Chief Executive Officer, PGIM Source: PGIM
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Explore ideas that provide opportunities for nimble investors, despite
the uncertainty over the market outlook.
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Important Information

For Professional Investor Use Only. All investments involve risks, including possible loss of principal. Past performance is not indicative of future results.

The information contained herein is provided by PGIM, Inc., the principal asset management business of Prudential Financial, Inc. (PFl), and a trading name of PGIM, Inc.
and its global subsidiaries. PGIM, Inc. is an investment adviser registered with the U.S. Securities and Exchange Commission (SEC). Registration with the SEC does not
imply a certain level of skill or training.

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. with registered office: Gustav Mahlerlaan 1212, 1081 LA Amsterdam, The Netherlands. PGIM Netherlands B.V. is,
authorised by the Autoriteit Financiéle Markten (“AFM”) in the Netherlands (Registration number 15003620) 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 Il). In Italy, information is provided by PGIM Limited authorized to operate in Italy by Commissione Nazionale per le Societa e la Borsa
(CONSOB). In Japan, information is provided by PGIM Japan Co., Ltd. (“PGIM Japan”) and/or PGIM Real Estate (Japan) Ltd. (“PGIMRE)”). PGIM Japan, a registered Financial
Instruments Business Operator with the Financial Services Agency of Japan offers various investment management services in Japan. PGIMREJ is a Japanese real estate
asset manager that is registered with the Kanto Local Finance Bureau of Japan. 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 Singapore, information is issued by PGIM (Singapore) Pte. Ltd. (“PGIM Singapore”), a regulated entity with the Monetary Authority of Singapore under a
Capital Markets Services License to conduct fund management and an exempt financial adviser. This material is issued by PGIM Singapore for the general information of
“institutional investors” pursuant to Section 304 of the Securities and Futures Act 2001 of Singapore (the “SFA”) and “accredited investors” and other relevant persons
in accordance with the conditions specified in Section 305 of the SFA. In South Korea, information is issued by PGIM, Inc., which is licensed to provide discretionary
investment management services directly to South Korean qualified institutional investors on a cross-border basis.

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 risk management technique can guarantee the mitigation or
elimination of risk in any market environment. Past performance is not a guarantee or a reliable indicator of future results and an investment could lose value. 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. Actual data will vary
and may not be reflected here. Projections and forecasts are subject to high levels of uncertainty. Accordingly, any projections or forecasts should be viewed as merely
representative of a broad range of possible outcomes. Projections or forecasts are estimated, based on assumptions, and are subject to significant revision and may
change materially as economic and market conditions change. PGIM has no obligation to provide updates or changes to any projections or forecasts.

PGIM and its affiliates may develop and publish research that is independent of, and different than, the recommendations contained herein. PGIM’s personnel other
than the author(s), such as sales, marketing and trading personnel, may provide oral or written market commentary or ideas to PGIM's clients or prospects or proprietary
investment ideas that differ from the views expressed herein.

Prudential Financial, Inc. 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.

© 2023 PFl and its related entities, registered in many jurisdictions worldwide.

© 2023 Prudential Financial, Inc. (PFI) and its related entities. PGIM, the PGIM logo, and the Rock symbol are service marks of Prudential Financial, Inc., and its related
entities, registered in many jurisdictions worldwide.

Mutual fund investments are subject to market risks, read all scheme related documents carefully.
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