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Taking advantage of tomorrow

Recent volatility reveals unprecedented levels of fear while markets struggle to gauge
the extent of Covid-19’s economic damage.’ As investors turn to safe haven assets for
liquidity? and pandemic-fueled lockdowns create a grim outlook for companies, as well
as their ability to pay back debt, is there still a place for fixed income?

Fear-induced trading has impacted almost all markets as the ability for global economies to
rebound from lengthy lockdowns remains unclear. Despite this, there may be pockets of
opportunity amid the uncertainty, says Scott Zaleski, senior portfolio manager of the BNY Mellon
Global Fixed Income Fund:

“We look for areas where dislocations are more market-based than fundamental, especially as
the government steps up to support the economy,” he says. “In primary credit markets, we've
seen bonds issued at a discount to the existing secondary issues.”

According to Zaleski, recent central bank action could be an important determinant in the
strength of certain credit sectors. In March, the Federal Reserve (the Fed) announced a plan to
address liquidity issues and default risks—and subsequently expanded the list of eligible
securities it can purchase. In other words, while it initially focused on injecting liquidity into
treasury and mortgage markets, it can additionally purchase: 3

e corporate bonds (in both primary and secondary markets);

e municipal bonds;

e securitized products (including commercial-mortgage backed securities and collateral
loan obligations);*

e and high yield ETFs®

“This brings the Fed’s actions closer to the quantitative easing policies of other regions such as
Europe and Japan. Additionally, loans to small businesses are expected to reduce layoffs and
bankruptcies until the economy is set to rebound.”

While Zaleski believes this is helping some areas of US fixed income, he acknowledges other
problems have yet to be addressed, or may have unintended consequences, and adds that
some assets, which are still not eligible for purchase, have lagged broader markets. As a
result—he and the global fixed income team are strategically allocating assets, taking into
account the uncertainty of the crisis while still positioning for an eventual rebound.

1 CNBC: Wall Street’s fear gauge closes at its highest level ever, surpassing even financial crisis peak. March 16,
2020

2 Marketwatch: Why are bonds failing to act like a safe haven as stocks sell-off. March 18, 2020.

3 Morningstar: Sizing up the Fed’s historic coronavirus crisis intervention. April 7, 2020.

4 S&P Global Market Intelligence: Federal Reserve adds AAA CLOs to liquidity playbook. April 9, 2020.

5 ETF.com: Federal Reserve will buy junk bond ETFs. April 9, 2020 ’
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“We continue to look for bonds in the securitized market, which we believe can withstand severe
stress scenarios and are trading at attractive levels following a volatile few weeks,” Zaleski says.
“We also believe exposure to high-quality US and European corporate bonds can help us
participate in a rebound without leaving us susceptible to large market selloffs in areas such as
high yield.”

In emerging markets, allocations have been tailored toward hard-currency debt and investment-
grade bonds, Zaleski adds.

Irrespective of region, it’s fair to say the team is focused on high-quality issuance. At times of
increased market stress, this can help mitigate default risk and lower overall volatility. And if the
team is correct—in its expectation that global growth will undergo a shallower rebound than the
initial drop (which Zaleski likens to a Nike swoosh)—this approach may be even more prudent.

“We’re maintaining our skew toward higher-quality bonds as we believe the frequency and
severity of defaults in lower-quality securities will increase, especially if the rebound takes
longer and we fail to reach the level of growth we had before the downturn,” he says.

Commenting on the flexibility of investing globally, he concludes: “The benefit of the global
strategy is that it's well positioned to benefit from the lack of coordinated lifting of social
restrictions, differentiated fiscal and monetary policy responses, as well as the different speed at
which countries and economies return to a normalized level of growth.”
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Investors should consider the investment objectives, risks, charges, and expenses of a mutual fund carefully
before investing. Contact a financial advisor or visit im.bnymellon.com to obtain a prospectus, or summary
prospectus, if available, that contains this and other information about the fund, and read it carefully before
investing.

Risks

Bonds are subject to interest rate, credit, liquidity, call and market risks, to varying degrees. Generally, all other
factors being equal, bond prices are inversely related to interest-rate changes and rate increases can cause price
declines. The use of derivatives involves risks different from, or possibly greater than, the risks associated with
investing directly in the underlying assets. Derivatives can be highly volatile, illiquid, and difficult to value and there is
the risk that changes in the value of a derivative held by the portfolio will not correlate with the underlying instruments
or the portfolio’s other investments. High yield bonds involve increased credit and liquidity risk than higher-rated
bonds and are considered speculative in terms of the issuer’s ability to pay interest and repay principal on a timely
basis. Investing in foreign denominated and/or domiciled securities involves special risks, including changes in
currency exchange rates, political, economic, and social instability, limited company information, differing auditing and
legal standards, and less market liquidity. These risks generally are greater with emerging market countries. Recent
market risks include pandemic risks related to COVID-19. The effects of COVID-19 have contributed to increased
volatility in global markets and will likely affect certain countries, companies, industries and market sectors more
dramatically than others. To the extent the fund may overweight its investments in certain countries, companies,
industries or market sectors, such positions will increase the fund's exposure to risk of loss from adverse
developments affecting those countries, companies, industries or sectors.

BNY Mellon Investment Management is one of the world’s leading investment management organizations and one of
the top U.S. wealth managers, encompassing BNY Mellon’s affiliated investment management firms, wealth
management organization and global distribution companies. BNY Mellon is the corporate brand of The Bank of New
York Mellon Corporation and may also be used as a generic term to reference the Corporation as a whole or its
various subsidiaries generally.

Views expressed are those of the manager stated and do not reflect views of other managers or the firm overall.
Views are current as of the date of this publication and subject to change. This information contains projections or
other forward-looking statements regarding future events, targets or expectations, and is only current as of the date
indicated. There is no assurance that such events or expectations will be achieved, and actual results may be
significantly different from that shown here. The information is based on current market conditions, which will fluctuate
and may be superseded by subsequent market events or for other reasons.

Forecasts, estimates and certain information contained herein are based upon proprietary research and should not
be considered as investment advice or a recommendation of any particular security, strategy or investment product.
Certain information contained herein has been obtained from sources believed to be reliable, but not guaranteed.
Please consult a legal, tax or investment advisor in order to determine whether an investment product or service is
appropriate for a particular situation. No part of this material may be reproduced in any form, or referred to in any
other publication, without express written permission. BNY Mellon Investment Advisor, Inc., Mellon (the fund’s
subadvisor) and BNY Mellon Securities Corporation are subsidiaries of BNY Mellon. 2020 BNY Mellon Securities
Corporation, distributor, 240 Greenwich St, New York, NY 10286
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