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* 2018: the most difficult year for European covered
bonds since 2011

* Supply as the driving factor for 2019

* Wil the ECB's withdrawal be a problem? Not for
European covered bonds

» Core European covered bonds at an attractive level

2018 market review

It was a very difficult and volatile year for European
bonds across the ratings spectrum, and the vast majority
generated negative returns over the year. In absolute
terms, European covered bonds were not completely im-
mune from this trend and interest spreads for the iBoxx
EUR Covered Bond Index widened by around 25 basis
points in 2018. This degree of widening has not been
seen in the European covered bond market since 2011.
However, as interest rates also fell in conjunction with
widening spreads, the iBoxx EUR Covered Bond Index
generated a positive return of 0.24 % for 2018, which is
an impressive figure in relation to other European bond
alternatives. Investors are increasingly acknowledging
the advantages of this asset class with characteristics
that are of increasing importance in a volatile, late-cycle
market; these include double collateralisation, strong
regulation governing the collateral pools and prefer-
ential treatment versus other asset classes under the
European bank recovery and resolution directive.

“investing for their own account — according to MiFID definition

2019 outlook - supply and the ECB a
spoilsport?

In our opinion, supply and demand will play a signifi-
cant role in 2019 for the future development of spreads
for European covered bonds. While around EUR 103 bil-
lion of existing issues are due for redemption in the cur-
rent year, analysts currently expect new issues of EUR
130 — 150 billion. The main reason for this is that banks
could bring forward their refinancing requirements to
take advantage of persistent low interest rates in Europe.
Accordingly, greater supply than demand would again
lead to slightly increased pressure on spreads.

However, there are still many other factors that we
believe are not fully included in the supply side of the
equation. The ECB continues to offer attractive condi-
tions for the banks’ long-term refinancing requirements,
and many peripheral banks with existing refinancing
that expires in 2020 will need to act in 2019. Should the
ECB's conditions remain attractive, then of course pres-
sure on issuers to seek out other refinancing vehicles
such as covered bonds will fall.

Of course, the end of the ECB’s repurchase programme
was the main topic in 2018. Yet investors in the European
covered bond market should not panic on the back of
this announcement, as there are two reasons why the
development of spreads will not be overly dependent

on this ECB decision. On the one hand, the ECB has

also announced that it will reinvest the funds from
maturing bonds, and the consensus currently assumes
that reinvestment will be in the same asset class as the
maturing instruments. In 2019, somewhere in excess of
EUR 20 billion of European covered bonds held by the
ECB will mature, so the ECB will remain a participant in
the European covered bond market.

Asset Management



On the other hand, the graph below shows very clearly
that from the start of the asset purchase programme in
October 2014, the ECB has already taken a massive step
back from the market since mid-2016, reducing pur-
chases by around 75 %. This happened without any real
fuss in the market; spreads did not widen, but rather
narrowed initially — a good indication that this is a very
liquid, healthy market, and that the ECB is a valued
market participant, but not an essential one. In tandem
with the ECB withdrawal, there was increased interest
from other institutional investors for European covered
bonds, which more than compensated for the gap left by
the ECB.

Graph 1:
The ECB's purchase programme for European covered bonds and esti-
mated future developments
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Source: ECB. Date: December 2018.

In our opinion, this interest will increase further in 2019,
as core European covered bonds are currently trading
at historically attractive levels versus their government

bond counterparts.

Nordea 1 - European Covered Bond Fund
versus the market

As already mentioned, 2018 certainly marked a turn in
the trend for investing in the European bond market.

Many investors have resigned themselves to the fact that
attractive returns cannot be generated with European
bonds in the current low interest rate environment.

Provided this is accompanied by low volatility in mar-
kets, it is annoying, but tolerable for many. Yet 2018 has
shown that taking such a relaxed approach and holding
onto European bonds in the portfolio can itself become
a problem; specifically if market volatility rises. Over
the course of the year, European bonds were confronted
with the two main risks associated with this asset class:
duration risk (at the beginning of the year) and credit
risk (since May 2018).

Investors were helpless in the face of this dilemma, see-
ing no escape. And indeed, all European bond categories
across all risk profiles suffered from at least one of these
two phenomena. For example, German government
bonds (as measured by the REXP) lost around 1.3 % in
value during the period of rising interest rates, recover-
ing during the credit crisis as they acted as a safe haven.
In contrast, European corporate bonds trended sideways
for a long time, eventually falling sharply from the time
of the Italian crisis in May. The majority of investors’
bond portfolios using these asset classes for diversifica-
tion were in negative territory in 2018.

As described above, European covered bonds posted a
positive return for 2018, offering an initial solution to
this dilemma. Yet this alone is often not enough in a
late-cycle market characterised by volatility. Precisely
during these difficult periods, it makes sense to combine
the security and resilience of the asset class with the
experience of an investment team specialised in active
management, which has delivered proven alpha genera-
tion in recent years without increased risk levels versus
the broad market for European covered bonds.

The graph below illustrates these arguments and high-
lights the resilience of Nordea 1 — European Covered
Bond Fund during the year. A comparison of the fund’s
performance since the beginning of the year with that of
its Morningstar peer groups shows that it was the only
fund in a position to:

a) minimise losses — and even generate alpha — during
the period of rising interest rates in January and
February, and

b) show positive performance during the Italian credit
crisis in contrast with the market, and to subsequently
maintain this accumulated performance.



Graph 2:

Nordea 1 — European Covered Bond Fund versus the various Morningstar categories

Performance of the different fixed income segments in 2018
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Investors should not fall into the trap of believing that
this performance could be achieved with a passive
investment approach. The European covered bond
market is a very safe and liquid market, but also a very
inefficient one. It therefore requires a highly experienced
portfolio manager to generate attractive absolute and
relative returns. The following graph shows that this has
been possible year after year, over both the short and
long term, since the fund’s launch:

Graph 3:
Annual performance of Nordea 1 — European Covered Bond Fund versus
its benchmark (iBoxx EUR Covered Bond Index)
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ks is only meant for indicative purposes.

Nordea 1 — European Covered Bond Fund

Danish Fixed Income & Euro
Covered Bond Team

Fund manager

Fund domicile
ISIN codes

Luxembourg

LU0539144625 (BI-EUR) / LU0076315455 (BP-EUR)
LU0733666746 (AP-EUR) / LU0733665771 (AI-EUR)

0.60% (BP-EUR / AP-EUR)
0.30% (BI-EUR / AI-EUR)

Annual management fees

Base currency EUR
Fund size in millions 2,317
No. of holdings 130

Source: Nordea Investment Funds S.A, Date: 31.12.2017.

Nordea 1 - Low Duration European Covered
Bond Fund - in the shade of its brother, yet
still strong

For all investors fearing a turnaround in interest rates
and in light of this, with overly high duration in the
portfolio, we developed and launched a new fund

in October 2017, which combines the attractive alpha
potential of our existing investment solution with
significantly lower interest risk: the Nordea 1 - Low
Duration European Covered Bond Fund.

Since its launch just over a year ago, the Nordea 1 — Low
Duration European Covered Bond Fund has already
seen fund inflows of EUR 1,416 million (as at 31 Decem-
ber 2018). This reflects investors’ demand for promising
investment alternatives to low-risk asset classes.



Especially at the beginning of 2018 when interest rates
rose sharply over an extremely short period of time, this
fund (that was developed precisely for such a climate)
proved its strength. While solutions with a longer
duration such as German government bonds or even
European covered bonds (measured by the iBoxx EUR
Covered Bond Index) lost value over this period, the
Nordea 1 — Low Duration European Covered Bond Fund
not only managed to limit losses from rising interest
rates, but also generated attractive alpha.

During the remainder of the year, the downside to this
low duration was evident in the fund. While the fund
has the same credit sensitivity as the Nordea 1 — Eu-
ropean Covered Bond Fund and accordingly suffered
from widening interest spreads, it was unable to fully
benefit from the concurrent fall in interest rates, so that
it constantly lost value from its February high to close
the year —0.09 % (for the BI-EUR unit class). However, in
comparison to other low duration investment solutions
or the money market, which the graph above indicates
was down around -0.50 %, this performance was very
successful in relative terms.

1) There can be no warranty that an investment objective, targeted returns and results of an il

Nordea 1 — Low Duration European Covered Bond Fund

Fund manager Danish Fixed Income & European

Covered Bond Team

Fund domicile Luxembourg

ISIN codes LU1694212348 (BP-EUR)

LU1694214633 (BI-EUR)

0.50% (BP-EUR)
0.25% (BI-EUR)

Annual management fees

structure is

Base currency EUR
Fund size in millions 1,416
No. of holdings 113
Launch date 24.10.2017

Source: Nordea Investment Funds S.A, Date: 31.12.2018.

Expansion of the range: the European
Covered Bond Opportunities strategy

Building on the success of our two existing products,

at the end of January we will expand the range for our
investors with the European Covered Bond Opportuni-
ties strategy. Like the Nordea 1 — Low Duration European
Covered Bond Fund, this strategy has low interest rate
sensitivity, however in contrast, it leverages the risk two-
fold so that investors can expect around double the return
from this strategy (0.8 — 1.6 % over 12 months before fees)'.
Leveraging the credit sensitivity also means leveraging
the expertise of the team and the historically strong alpha
generation from its unique selection of bonds.

We look forward to presenting you further details on the
advantages of this investment solution in a meeting.

Source (unless otherwise stated): 31.12.2018. Period under consideration (unless otherwise stated): 15.02.1997 — 31.12.2018 Performance calculated NAV to NAV (net of fees and Luxembourg taxes) in the currency of the respective share class, gross

income and dividends reinvested, excluding initial and exit charges as per 31.12.2018. Initial and exit charges could affect the value of the performance. The per is

past per is not a reliable indicator of

future results and investors may not recover the full amount invested. The value of shares can greatly fluctuate as a result of the sub-fund’s investment pollcy and cannot be ensured. If the currency of the respective share class
differs from the currency of the country where the investor resides the represented performance might vary due to currency fluctuations. The sub-funds mentioned are part of Nordea 1, SICAV, an open-ended Luxembourg-based investment company (Société
d'Investissement a Capital Variable), validly formed and existing in accordance with the laws of Luxembourg and with European Council Directive 2009/65/EC of 13 July 2009. This document is advertising material and does not disclose all relevant
information concerning the presented sub-funds. Any investment decision in the sub-funds should be made on the basis of the current prospectus and the Key Investor Information Document (KIID), which are available, along with the current annual and
semi-annual reports, electronically in English and in the local language of the market where the mentioned SICAV is authorised for distribution, without charge upon request from Nordea Investment Funds S.A, 562, rue de Neudorf, PO. Box 782, L-2017
Luxembourg, from the local representatives or information agents, or from our distributors. Investments in derivative and foreign exchange transactions may be subject to significant fluctuations which may affect the value of an investment. Investments in
Emerging Markets involve a higher element of risk. The value of shares can greatly fluctuate as a result of the sub-fund’s investment policy and cannot be ensured. Investmenls in equlty and debt instruments issued by banks

could bear the risk of being subject to the bail-in mechanism (meaning that equity and debt instruments could be written down in order to ensure that most of an

foreseen in EU Directive 2014/59/EU. For further details of i risks with these sub-f

ds, please refer to the Key

bear appropriate losses) as

Information D above. Nordea

(KIID), as
Investment Funds S.A. has decided to bear the cost for research, i.e. such cost is covered by existing fee arrangements (Management-/Administration-Fee). Nordea Investment Funds S.A. only publishes product-related information and does not make any
investment recommendations. Published by Nordea Investment Funds S.A, 562, rue de Neudorf, P.O. Box 782, L-2017 Luxembourg, which is authorized by the Commission de Surveillance du Secteur Financier in Luxembourg. Further information can be
obtained from your financial advisor. He/she can advise you independently of Nordea Investment Funds S.A. Please note that all sub funds and share classes might not be available in your country of jurisdiction. Additional information for
investors in Switzerland: The Swiss Representative and Paying Agent is BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, CH-8002 Zurich, Switzerland. Additional information for investors in Germany: The
Information Agentin Germany is Société Générale S.A. Frankfurt Branch, Neue Mainzer StraBe 46-50, D-60311 Frankfurt am Main. A hard copy of the above-mentioned fund documentation is also available from here. Additional information for investors
in Austria: Sub-paying Agent and Representative in Austria is Erste Bank der Osterreichischen Sparkassen AG, Am Belvedere 1, A-1100 Vienna. Additional information for investors in the Netherlands: Nordea 1, SICAV is a Luxembourg
Undertaking for Collective Investment in Transferable Securities (UCITS) registered in the Netherlands in the register kept by the AFM, and as such is allowed to offer its shares in the Netherlands. The AFM register can be consulted via www.afm.nl/register.

Additional information for investors in France: With the authorisation of the AMF the shares of the sub-funds of Nordea 1, SICAV may be distributed in France. Centralising Correspondent in France is CACEIS Bank, located at 1-3, place Valhubert,

for i in

75013 Paris. Investors are advised to conduct thorough research before making any i

Brussels branch, 25 Rue de Loxum, Brussels, B-1000-Belgium. A hard copy of the above-mentioned fund documentation is available upon demand free of charge. Additional information for investors in Spain: Nordea 1, SICAV is duly registered in
the CNMV official registry of foreign collective investment institutions (entry no. 340) as authorised to be marketed to the public in Spain. The Depositary of the SICAV's assets is, J.P. Morgan Bank Luxembourg S.A. In Spain, any investment must be made
through the authorised distributors and on the basis of the information contained in the mandatory documentation that must be received from the SICAV's authorised distributor prior to any Subscr\pt\on The Representative Agent is Allfunds Bank SA, Paseo

de la Castellana 9, ES-28046 Madrid, Spain. A complete list of the authorised distributors is available in the CNMV's webpage (www.cnmv.es). Additi i ion for i in

The Management Company of the SICAV, Nordea

Investment Funds, SAA, and the Depositary of the SICAV's assets, J.P. Morgan Bank Luxembourg S.A, are validly formed and existing in accordance with the laws of Luxembourg and authorized by the Comrmsslon de SurvelHance du Secteur Financier in

Luxembourg. Our distributor in Portugal is BEST - Banco Electrénico de Servico Total, S.AA, duly incorporated under the laws of Portugal and registered with the CMVM as a financial intermediary. A

in Italy: Fund

or i
documentation as listed above is also available in Italy from the distributors and on the website www.nordea.it. The updated list of distribution agents in Italy, grouped by homogenous category, is available from the distributors themselves, at State Street Bank

International GmbH — Succursale ltalia, branches (located in the main towns of each region), BNP Paribas Securities Services - Succursale di Milano, Banca Sella Holding S.p.A, Banca Monte dei Paschi di Siena S.p.A, Allfunds Bank S.A. Succursale di Milano,

Société Générale Securities Services Sp.A. and on the website www.nordea.it. Any requests for additional information should be sent to the distributors. Before investing, please read the prospectus and the KIID carefully. We recommend that you
read the most recent annual financial statement in order to be better informed about the fund's investment policy. The prospectus and KIID for the sub- funds have been publlshed with Consob Additional information for investors in the

United Kingdom: Approved by Nordea Bank Abp, 5 Aldermanbury Square, London EC2V 7AZ, which is regulated by the FCA in the United Kingdom.

The Paying Agent is Nordea Bank Abp, filial i

for
Sverige, Smalandsgatan 17, Stockholm SE-105 71. The Representative Agent is Nordea Funds Ltd, Swedish Branch, Master Samuelsgatan 21, Stockholm, SE-105 71. Additional |nformat|on for investors in Denmark The Information and Paying

Agent is Nordea Danmark, filial af Nordea Bank Abp, Finland, Strandgade 3, Christiansbro, DK-1401 Copenhagen K. A hard copy of the above-mentioned fund documentation is available here.

ay: The Paying

in
Agent is Nordea Bank Abp, filial i Norge, Essendrops gate 7, Postboks 1166 Sentrum, NO-0107 Oslo. The Representative Agent is Nordea Funds Ltd., Norwegian Branch, Essendrops gate 7, Postboks 1166 Sentrum NO-0107 Oslo. Additional
information for investors in Finland: The Paying Agent is Nordea Bank Abp, Satamaradankatu 5, FI-00020 NORDEA, Helsinki. The Representanve Agent is Nordea Funds Ltd, Satamaradankatu 5, FI-00020 NORDEA, Helsinki. Additional
information for investors in Lama The Represemahve and Paying Agent is Lummor Bank AS, Skanstes iela 12, Riga, LV-1013. Additional information for investors in Estonia: The Representative and Paying Agent in Estonia is Luminor Bank

AS, Liivalaia 45, 10145 Tallinn. A fori i

The Represenlatlve and Paying Agent in Lithuania is Luminor Bank AB, Konstitucijos pr. 21A, 03601 Vilnius. Shareholders must evaluate possible investment risks and

take this into consideration when making investment decisions. Informatlon for investors in Brazil: This is a strictly privileged and confidential document for the purposes of a polentla\ investment in foreign securities on a one-on-one basis with potential
investors with a pre-existing relationship with Nordea Investment Funds S.A. This document contains information addressed only to a specific individual and is not intended for distribution to, or use by, any other person. This document (i) is provided for
informational purposes only, (ii) should not be construed in any manner as any solicitation or offer to buy or sell any securities or any related financial instruments, (iii) should not be construed in any manner as a public offer of any securities or any related
financial instruments, and (iv) and will be addressed to a potential investor with restrict access of information. Nordea 1, SICAV have not been, and will not be, registered with the Brazilian Securities Commission (Comissao de Valores Mobiliarios - CVM), and
must not be offered or sold in Brazil except in circumstances which do not constitute a public offering or distribution under Brazilian laws and regulations. Any public offering, placement or distribution, as defined under Brazilian laws and regulations, of securities
in Brazil, is not legal without prior registration under Law No. 6,385 of December 7, 1976, as amended. Documents relating to the offering of the Nordea 1, SICAV, as well as information contained therein, must not be supplied to the general public in Brazil
(as the offering of the Nordea 1, SICAV is not a public offering of securities in Brazil) or used in connection with any offer for subscription or sale of the Nordea 1, SICAV to the general public in Brazil. Investors within Brazil should consult with their own
counsel as to the applicability of these laws and regulations or any exemption there from. Source (unless otherwise stated): Nordea Investment Funds S.A. Unless otherwise stated, all views expressed are those of Nordea Investment Funds S.A. This document
may not be reproduced or circulated without prior permission and must not be passed to private investors. This document contains information only intended for professional investors and financial advisers and is not intended for general publication. Reference
to companies or other investments mentioned within this document should not be construed as a recommendation to the investor to buy or sell the same, but is included for the purpose of illustration.
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