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In brief
= Profit margin dynamics still strong in US
= Global fixed income challenged in first quarter

= Fixed income valuation in the eye of the beholder

The relentless pursuit of profit. Karl Marx’s expression aptly describes the current health of the US
economy, which keeps bringing positive surprises. The latest revision of Q4 GDP shed light on recent profit
dynamics, and the outcome is particularly impressive. Nonfinancial corporate profits rose by 7.7% year

over year in Q4, its fastest pace in a year." In the process, economy-wide profit margins rose to a remarkable
17.1%, their highest level since June 2021.? A few important takeaways: There is no sign of an imminent profit
recession or profit margin correction. From a profitability perspective, the corporate sector remains robust.
With that in mind, the latest update of our Business Cycle Indicator — a composite leading indicator for the US
— suggests that the US economy is behaving as if it’s just going through a mild midcycle slowdown. Overall,
we believe the macro fundamentals are in great shape.

First quarter time out. Let’s pause and check the fixed income leaderboard after Q1. It’s been a mediocre
start to the year, reflecting persistent rate volatility. Credit risk — i.e., exposure to spreads — did much

better than duration risk during the first quarter. In other words, you wanted to be exposed to high spreads,
low duration to do well. In contrast, the sectors characterized by low spreads and high sensitivity to rates
significantly underperformed. Only seven of the 16 fixed income subset classes we monitor produced
positive returns in Q1. The top performer was leveraged loans, with a 2.5% return for the quarter, followed by
emerging market corporate debt, global high yield and EM sovereign debt.? In contrast, the global aggregate
index was the worst performer with a negative return of -2.08%.* Agency MBS and USTs also performed
poorly. Looking ahead, global fixed income is going to need help from central banks for returns to bounce
back. The good news is that not only is central bank easing coming but the current market-implied pricing of
central bank easing is also in the right place. We believe that this, in principle, should help boost fixed income
returns for the remainder of the year.
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Fixed income valuation: The bright and the dark sides. Fixed income valuation is a hot topic these days as
the valuation backdrop is clearly not as compelling as it used to be. But there are many ways to analyze fixed
income valuation, and we believe there are still bright spots. For example, breakeven yields remain attractive
by historical standards. The breakeven yield represents the total return cushion the investor gets from the level
of yield and technically corresponds to the amount by which yields would have to go up over a year for the total
return to be 0%. Put differently, the higher the breakeven yield, the lower the probability the asset class will
register a negative return. Breakeven yields are particularly attractive for the global agg, the European egg and
European high yield. But there is also a dark side of fixed income valuation: the current level of spreads. Looking
at spread valuations, most fixed income asset classes look stretched, especially US taxable municipal bonds, US
|G, EM corporate debt and US HY. But we believe the current valuation backdrop favors an active management
approach to fixed income investing as active portfolio managers seek to take advantage of valuation dispersion
and dislocations. Overall, looking at breakeven yields, a strong case can be made for showcasing the attractive
valuation of fixed income for the long-term investor. 4

Endnotes

"' Source: Bloomberg, Bureau of Economic Analysis. National Income and Product Accounts for Q4-2023: US corporate profits with inventory
valuation adjustment and capital consumption adjustment. Domestic Industries Nonfinancial.

?Source: Bloomberg, Bureau of Economic Analysis. National Income and Product Accounts for Q4-2023: US corporate profits with inventory
valuation adjustment and capital consumption adjustment. Nonfinancial domestic industries. Profit margins = ratio of corporate profits to US
gross value added of Nonfinancial domestic industries.

* Bloomberg. Leveraged loan index = Morningstar LSTA US Leveraged Loan Index, data as of 31 March 2024.
* Bloomberg. Bloomberg Global Agg index, total return, data as of 31 March 2024.
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Source: Bloomberg Index Services Limited. BLOOMBERG" is a trademark and service mark of Bloomberg Finance L.P and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s
licensors own all proprietary rights in the Bloomberg Indices. Bloomberg neither approves or endorses this material or guarantees the accuracy or completeness of any information herein, or
makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages
arising in connection therewith.

The views expressed herein are those of the MFS Investment Solutions Group within the MFS distribution unit and may differ from those of MFS portfolio managers and research analysts. These
views are subject to change at any time and should not be construed as the Advisor’s investment advice, as securities recommendations, or as an indication of trading intent on behalf of MFS.

Unless otherwise indicated, logos and product and service names are trademarks of MFS” and its affiliates and may be registered in certain countries.

Distributed by: U.S. - MFS Institutional Advisors, Inc. (“MFSI”), MFS Investment Management and MFS Fund Distributors, Inc., Member SIPC; Latin America - MFS International Ltd.;
Canada - MFS Investment Management Canada Limited. Note to UK and Switzerland readers: Issued in the UK and Switzerland by MFS International (U.K.) Limited (“MIL UK”), a private
limited company registered in England and Wales with the company number 03062718, and authorised and regulated in the conduct of investment business by the UK Financial Conduct
Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, EC4V 5ER. Note to Europe (ex UK and Switzerland) readers: Issued in Europe by
MFS Investment Management (Lux) S.a r.l. (MFS Lux) - authorized under Luxembourg law as a management company for Funds domiciled in Luxembourg and which both provide
products and investment services to institutional investors and is registered office is at S.a r.l. 4 Rue Albert Borschette, Luxembourg L-1246. Tel: 352 2826 12800. This material shall not be
circulated or distributed to any person other than to professional investors (as permitted by local regulations) and should not be relied upon or distributed to persons where such reliance
or distribution would be contrary to local regulation; Singapore - MFS International Singapore Pte. Ltd. (CRN 201228809M); Australia/New Zealand - MFS International Australia Pty Ltd
(“MFS Australia”) (ABN 68 607 579 537) holds an Australian financial services licence number 485343. MFS Australia is regulated by the Australian Securities and Investments Commission.;
Hong Kong - MFS International (Hong Kong) Limited (“MIL HK”), a private limited company licensed and regulated by the Hong Kong Securities and Futures Commission (the “SFC”). MIL
HK'is approved to engage in dealing in securities and asset management regulated activities and may provide certain investment services to “professional investors” as defined in the
Securities and Futures Ordinance (“SFQ”).; For Professional Investors in China - MFS Financial Management Consulting (Shanghai) Co., Ltd. 2801-12, 28th Floor, 100 Century Avenue,
Shanghai World Financial Center, Shanghai Pilot Free Trade Zone, 200120, China, a Chinese limited liability company registered to provide financial management consulting services.;
Japan - MFS Investment Management K K., is registered as a Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No.312, a member of the Investment Trust
Association, Japan and the Japan Investment Advisers Association. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and
market conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the
principal amount invested. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of Financial Instruments and Exchange Act carefully before making
the investments ; Bahrain - This document has not been approved by the Central Bank of Bahrain which takes no responsibility for its contents. No offer to the public will be made in the
Kingdom of Bahrain and this document is intended to be read by the addressee only and must not be passed to, issued to, or shown to the public generally. The Central Bank of Bahrain
assumes no responsibility for the accuracy and completeness of the statements and information contained in this document and expressly disclaims any liability whatsoever for any loss
howsoever arising from reliance upon the whole or any part of the contents of this document. The Board of Directors and the management of the issuer accepts responsibility for the
information contained in this document. To the best of the knowledge and belief of the board of directors and the management, who have all taken all reasonable care to ensure that such
is the case, the information contained in this document is in accordance with the facts and does not omit anything likely to affect the reliability of such information.; Kuwait - This
document is not for general circulation to the public in Kuwait. The information has not been licensed for offering in Kuwait by the Kuwait Capital Markets Authority or any other relevant
Kuwaiti government agency. No private or public offering of the information is being made in Kuwait, and no agreement relating to the information will be concluded in Kuwait. No
marketing or solicitation or inducement activities are being used to offer or market the information in Kuwait.; Oman - For Residents of the Sultanate of Oman: The information contained
in this document does not constitute a public offer of securities in the Sultanate of Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital
Market Law of Oman (Royal Decree 80/98). This information is being circulated on a limited basis only to corporate entities that fall within the description of sophisticated investors (Article
139 of the Executive Regulations of the Capital Market Law). The recipient acknowledges that they are a sophisticated investor who has experience in business and financial matters and is
capable of evaluating the merits and risks on an investment.; South Africa - This document has not been approved by the Financial Services Board and neither MFS International (U.K.)
Limited nor its funds are registered for public sale in South Africa.; UAE - This document, and the information contained herein, does not constitute, and is not intended to constitute,

a public offer of securities in the United Arab Emirates and accordingly should not be construed as such. The information is only being offered to a limited number of exempt investors in
the UAE who fall under one of the following categories of non-natural Qualified Investors: (1) an investor which is able to manage its investments on its own, namely: (a) the federal
government, local governments, government entities and authorities or companies wholly-owned by any such entities; (b) international entities and organisations; or (c) a person licensed
to carry out a commercial activity in the UAE, provided that investment is one of the objects of such person; or (2) an investor who is represented by an investment manager licensed by the
SCA, (each a “non-natural Qualified Investor”). The information and data have not been approved by or licensed or registered with the UAE Central Bank, the Securities and Commodities
Authority, the Dubai Financial Services Authority, the Financial Services Regulatory Authority or any other relevant licensing authorities or governmental agencies in the UAE (the
“Authorities”). The Authorities assume no liability for any investment that the named addressee makes as a non-natural Qualified Investor diligence on the accuracy of the information
relating to the securities. If you do not understand the contents of this document you should consult an authorised financial adviser.; Saudi Arabia - This document may not be distributed
in the Kingdom except to such persons as are permitted under the Investment Funds Regulations issued by the Capital Market Authority. The Capital Market Authority does not make any
representation as to the accuracy or completeness of this document, and expressly disclaims any liability whatsoever for any loss arising from, or incurred in reliance upon, any part of this
document. Prospective purchasers of the securities offered hereby should conduct their own due diligence on the accuracy of the information relating to the securities. If you do not
understand the contents of this document, you should consult an authorised financial adviser.; Qatar - This material/fund is only being offered to a limited number of investors who are
willing and able to conduct an independent investigation of the risks involved in an investment in such material/fund. The material does not constitute an offer to the public and is for the
use only of the named addressee and should not be given or shown to any other person (other than employees, agents or consultants in connection with the addressee’s consideration
thereof). The fund has not been and will not be registered with the Qatar Central Bank or under any laws of the State of Qatar. No transaction will be concluded in your jurisdiction and any
inquiries regarding the material/fund should be made to your contact outside Qatar.
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