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Review

The beginning of 2009 has been highlighted by the efforts
of central banks and governments to ease the strains in the
credit markets. Having cut interest rates to zero, central
banks in the US and UK have resorted to unconventional
measures and provided a huge pool of liquidity to credit
institutions (quantitative easing) in order to keep interest
rates low. In the meantime, high risk aversion and news
coming from the corporate side continued to hurt the
credit markets. However, from the end of March the
improvement in some indicators of confidence supported a
dramatic change in mood and a sharp rally began amid
increasing optimism about the recovery. The signals
coming from the economic side continued to be mixed,
with US consumer expenditure and increasing
unemployment rates in labour markets still pointing to a
tentative recovery. But without inflation pressures, there
was a high probability that the fiscal and monetary stimuli
would remain in place and eventually support the recovery.

In the second half of the year, the combination of low
government bond yields and investors’ retreating risk
aversion spurred demand for riskier assets. Investment-
grade, high-yield and emerging-bond markets continued to
gain momentum with plenty of issuance in the primary
market well received.

On balance, almost the whole year, has been marked by
massive spread tightening across all of the credit universe:
the Merrill Lynch Eur High Yield Index was up more than
70% and the Merrill Lynch Eur Emerging Markets
Sovereign and Credit Index gained 52%.

Performance Analysis

The Portfolio (Class A, non-distributing, EUR units)
closed the year with a robust absolute gain of 88.35%,
benefiting from the strategic positions in euro high yield
and emerging markets corporate debt. Since the beginning
of the year we believed that a strong mean reversion would
take place in 2009: the Portfolio was rewarded by the
market recovery, spurred by a low opportunity cost and a
steep yield curve on both sides of the Atlantic. Our name
selection in the emerging and high yield component
outperformed, but also our holdings in the corporate
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investment grade as well as loans proved favourable in the
second half of the year.

In terms of Portfolio positioning, in the first quarter we
sold some corporate bonds in order to cash in and sought
to improve our risk/reward profile in the high yield and
emerging area, in order to meet redemptions. We also took
any opportunity to rebalance the Portfolio when liquidity
improved, raising a reasonable cash cushion. In May we
reduced our duration stance from five to two years, closing
the long position on German 5-year futures and putting in
place an arbitrage between the euro and US 10-year
Treasury futures.

In the following months we continued to take profit on
some high yield holdings that largely recovered their value
as liquidity came back to the markets and that we deemed
to offer little upside from there onwards.

In the third quarter we also reduced our holdings in the
high-grade universe: even if the Financial sub-sector
improved further and some subordinated issues were still
trading at a discount to their pre-crisis value, we did not
believe that they can entirely recover those values. We also
made the decision to partially immunise the Portfolio
against systematic risk, buying protection with the iTraxx
Crossover Index and credit derivative swaps on a single
emerging markets country, and emerging markets equity
puts.

At the end of December emerging and high-yield debt
accounted for 58% of the Portfolio compared to 68% at the
end of June, while at the same time our investments in
high-grade issuers decreased from 6% to 2%.

The Portfolio was also enhanced by the recovered value in
the CDS positions that exhibited stressed out valuations
during the crisis, but whose curves have now normalised
with the return of liquidity to financial markets. In this
regard we have seasoned the Portfolio by allowing a
substantial part of our CDS positions to mature over the
last 14 months without replacement. At the same time, the
longer dated CDS positions have become shorter in tenor
and have improved their valuations to reflect positive
performances as curves have normalised.
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Outlook

Looking ahead, we believe that current monetary
conditions are still creating a benign environment for the
credit markets. In spite of the ongoing rally since March,
significant opportunities remain after the dislocation
experienced in 2008. Name selection and risk profiling will
be crucial in order to create value in the Portfolio. Our
preferred strategy is still to build up liquidity and improve
the credit quality of the Portfolio by divesting selectively
the junior part of our credit exposure and reallocating
those resources to the senior pieces of the capital structure
in selected names. The short maturity nature of the
Portfolio and the sale of some cyclical names allowed us to
increase the amount of disposable cash. We will reinvest it
as we see undervalued opportunities or as we perceive a
solid upturn in the global economy.
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Important Information

Unless otherwise stated all information contained in this document is from
Pioneer Investments and is as at 31 December 2009.

Pioneer Funds - Euro Strategic Bond is a sub-fund (the “Sub-Fund”) of Pioneer
Funds (the “Fund”), a fonds commun de placement with several separate sub-
funds established under the laws of the Grand Duchy of Luxembourg.
Performance data provided refers to Class A units only, and is based upon NAV
net of fees. For details of other unit Classes available, please refer to the
prospectus.

Past performance does not guarantee and is not indicative of future results.
Unless otherwise stated, all views expressed are those of Pioneer Investments.
These views are subject to change at any time based on market and other
conditions and there can be no assurances that countries, markets or sectors will
perform as expected. Investments involve certain risks, including political and
currency risks. Investment return and principal value may go down as well as up
and could result in the loss of all capital invested. More recent returns may be
different than those shown. Please contact your local sales representative for
more current performance results.

This material is not a prospectus and does not constitute an offer to buy ora
solicitation to sell any units of the Fund or any services, by or to anyone in any
jurisdiction in which such offer or solicitation would be unlawful or in which the
person making such offer or solicitation is not qualified to do so or to anyone to
whom it is unlawful to make such offer or solicitation. For additional information
on the Fund, a free prospectus should be requested from Pioneer Global
Investments Limited (“PGIL”), 1 George’s Quay Plaza, George’s Quay, Dublin 2,
Ireland. Call +353 1 480 2000 Fax +353 1 449 5000.

This information is not for distribution and does not constitute an offer to sell or
the solicitation of any offer to buy any securities or services in the United States or
in any of its territories or possessions subject to its jurisdiction to or for the benefit
of any United States person (being residents and citizens of the United States or
partnerships or corporations organized under United States laws). The Fund has
not been registered in the United States under the Investment Company Act of
1940 and units of the Fund are not registered in the United States under the
Securities Act of 1933. This document is not intended for and no reliance can be
placed on this document by retail clients, to whom the document should not be
provided.

This content of this document is approved by PGIL. In the UK, it is directed at
professional clients and not at retail clients and it is approved for distribution by
Pioneer Global Investments Limited (London Branch), 123 Buckingham Palace
Road, London SW1W 9SL, authorised by the Financial Regulator in Ireland and
regulated by the Financial Services Authority for the conduct of UK business. The
Fund is an unregulated collective investment scheme under the UK Financial
Services and Markets Act 2000 and therefore does not carry the protection
provided by the UK regulatory system.

Pioneer Funds Distributor, Inc., 60 State Street, Boston, MA 02109 (“PFD”), a
U.S.-registered broker-dealer, provides marketing services in connection with the
distribution of Pioneer Investments’ products. PFD markets these products to
financial intermediaries, both within and outside of the U.S. (in jurisdictions
where permitted to do so) for sale to clients who are not United States persons.
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Pioneer Investments is a trading name of the Pioneer Global Asset Management
S.p.A. group of companies.

Date of First Use 19 January 2010.
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