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In brief

= Retail investor bearishness has reached an extreme level, but that may ultimately be good news
= Surprise, surprise: the divergence between European and US data

= The valuation gap is closing fast between Europe and the US

= MBS remains well positioned

Some more calm after the storm? There has been significant anxiety among investors over the past

few weeks. Understandably so, given high levels of uncertainty and market volatility. Several risk appetite
indicators are now flashing red, suggesting that risk aversion has surfaced in some places. If you look at the
copper/gold price ratio in commodity markets, it suggests deteriorating risk appetite, with the demand

for gold (typically viewed as a defensive asset) outpacing that of copper (more of a growth asset) by a wide
margin. In currency markets, the pairing of the Australian dollar versus Japanese yen, often a useful risk
barometer, also points to flagging enthusiasm for risk-taking. But none of these indicators are more dramatic
at this juncture than the sentiment reading produced by the American Association of Individual investors
(AAIN), which tracks sentiment among the US retail investor community. The AAIl net bearish score currently
stands at-41.2, the worst level since September 2022 and the second worst in the history of the data series,
which startsin 1987." In other words, the retail investor bearishness towards the US equity market has reached
an extreme level. However, Market Insights is prepared to make the bold assertion that this may ultimately
be good news. Indeed, our observation is that in the past, extreme bearishness has operated as a contrarian
signal. Following some data analysis, we found that since 1987, when the AAIl net bearishness score reached
an extreme level, on average the subsequent 12-month S&P return stood at 12.8%, and that result even
captures the global financial crisis of 2008, which caused a prolonged period of market stress.” Excluding
the GFC, the 12-month subsequent S&P return following an extreme bearishness signal stood at 21.1%,
aremarkably superior return than normal equity market expectations. Of course, past performance is no
guarantee of future results, but as we have seen before, episodes of severe risk aversion typically tend to be
relatively short lived. So, while there are reasonable causes for investor anxiety, it isimportant not to overreact
to the ebbs and flows of sentiment.

Nobody likes surprises. Unless you are from Europe. In the US, we got used to remarkable macro
performance over the past few months, and as a result, what we have seen more recently is that macro data
have started to disappoint against these lofty expectations. This is particularly well illustrated by the Citi
Economic Surprise Index, which turned negative for the US ten days ago.’ In contrast, against a gloomy
prognosis, European data have surprised to the upside, with the Citi’s indicator now comfortably in positive
territory. To be clear, it doesn’t mean that the outlook for Europe has fundamentally improved, but it’s probably
not as miserable as feared. It’s all about expectations. It’s true that in the US, consumer confidence numbers
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have deteriorated sharply, but there is a cause to argue that these data may somewhat miss the bigger macro
picture. As underscored by Chief Economist Erik Weisman, business sentiment remains robust, and it remains a
stretch to flag elevated recession risks. Overall, the macro backdrop in the US continues to be supportive despite
the negative signals coming from some of the recent sentiment survey data.

Is the valuation gap between Europe and the US closing? This is a hot topic in equity land, where European
markets have outperformed their US peers over the past few months. But this is also very much a theme in global
fixed income. It was easy to claim that European fixed income was much cheaper than its US peers a few months
ago. But this has all changed and Europe has been a victim of its own success. To be clear, the market backdrop
remains a lot more supportive of fixed income in Europe than it does in the US. In terms of credit spreads, the
EUR IG index has tightened in a major way since the beginning of the year, now standing at 91 basis points
against 102bps at the end of December 2024.* This contrasts with US |G spreads widening by 7bps during the
same period.” If we use our quant investment team’s favored spread valuation measure, which looks at spreads
per unit of excess return volatility, the EUR I1G index now looks more expensive than the US index, something

we have not observed for some time. Likewise, comparing the outright EUR |G yield with the currency-hedged
US IGyield, now comes out in favor of the US market. The only saving grace of the European |G index valuation
is that the index duration is much shorter than its US counterpart. In other words, when looking at valuation in
break-even terms, per unit of duration, the European market continues to stand out as markedly more attractive
than US IG, with a break-even yield of 70bps in Europe against just 46bps in the US.® Overall, we believe EUR IG
credit remains well positioned to potentially perform well in the period ahead, especially if the ECB delivers all
these rate cuts, but the valuation argument has weakened.

MBS standing out. MBS stands out in the global fixed income universe these days. Not so much because it
continues to be supported by fairly strong fundamentals. After all, that feature also applies to corporate credit,
high yield and even emerging market debt. No, where MBS stands out is on the valuation front. While everything
else in fixed income looks stretched from a spread valuation standpoint, MBS spreads, in contrast, look more
attractive. To be clear, the valuation backdrop for MBS has also deteriorated — it is only deemed fair relative to
Treasuries — but not to a point that would make Jake Stone, the portfolio manager in charge of our MBS portfolio,
particularly worried at this juncture. Meanwhile, interest rate volatility, always an important consideration for
MBS, has been trending down, despite the recent hiccup. Jake underscores that the technical picture remains
broadly positive, with a large segment of the natural buyers of mortgages (i.e., the banks) likely to resume a more
normal pace of purchases. Looking ahead, it will be important to keep an eye on the potential impact of housing
finance reform under Trump 2.0, but we don’t think that it will ultimately be a source of dislocation. Overall, the
investment team believes that the MBS sector continues to offer an attractive opportunity, especially from the
perspective of risk-adjusted carry. 4

Endnotes

' Source: Bloomberg, the American Association of Individual investors. The net score is calculated as the difference between the bullish reading and
the bearish reading. Analysis is performed using month-end data. Data as 27 February 2025.

?Source: Bloomberg, the American Association of Individual investors. The threshold for the extreme bearishness signal was estimated based on a
z-score of -1.5:a z-score of -1.5 or below for the net bearish reading signals extreme bearishness. A z-score is a normalized measure of deviation
from the average in terms of units of standard deviation. Analysis is performed using month-end data. Data as 27 February 2025.

* Source: Bloomberg, Citi. Citi Economic Surprise index for the United States and the eurozone. Data as of 3 March 2025.
*Source: Bloomberg. EUR IG = Bloomberg pan-European Corporate credit index. Spreads = option-adjusted spreads. Data as of 28 February 2025.
*Source: Bloomberg. US IG = Bloomberg US Corporate |G credit index. Spreads = option-adjusted spreads. Data as of 28 February 2025.

¢ Source: Bloomberg. EUR IG = Bloomberg pan-European Corporate credit index. US IG = Bloomberg US Corporate |G credit index. Break-even yield
=yield divided by duration. Data as of 28 February 2025.
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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 Strategy and Insights 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.
No forecasts can be guaranteed.

Diversification does not guarantee a profit or protect against a loss. Past performance is no guarantee of future results.

GLOBAL DISCLOSURE

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 rl. 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 (“SFO”).; 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. For readers in Saudi Arabia, Kuwait, Oman, and UAE (excluding the DIFC and ADGM). In Qatar strictly for sophisticated investors and high net worth
individuals only. In Bahrain, for sophisticated institutions only: The information contained in this document is intended strictly for professional investors. The information contained

in this document, does not constitute and should not be construed as an offer of, invitation or proposal to make an offer for, recommendation to apply for or an opinion or guidance on a
financial product, service and/or strategy. Whilst great care has been taken to ensure that the information contained in this document is accurate, no responsibility can be accepted for any
errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this document (or any part of it) with the consent of MFS international
UK. Ltd (“MIL UK”). The information contained in this document is for information purposes only. It is not intended for and should not be distributed to, or relied upon by, members of the
public. The information contained in this document, may contain statements that are not purely historical in nature but are “forward-looking statements”. These include, amongst other
things, projections, forecasts or estimates of income. These forward-looking statements are based upon certain assumptions, some of which are described in other relevant documents

or materials. If you do not understand the contents of this document, you should consult an authorised financial adviser. Please note that any materials sent by the issuer (MIL UK) have
been sent electronically from offshore. South Africa - This document, and the information contained is not intended and does not constitute, a public offer of securities in South Africa
and accordingly should not be construed as such. This document is not for general circulation to the public in South Africa. This document has not been approved by the Financial Sector
Conduct Authority and neither MFS International (U.K.) Limited nor its funds are registered for public sale in South Africa.
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