
Introduction
2025 was a year marked by uncertainty, yet risk assets delivered strong returns1, 
culminating in what could be described as an “almost everything” bull market. As we look 
ahead to 2026, we believe the conditions are in place for the market advance to continue 
but we are mindful of the need for diversification as macro factors continue to evolve.
Amid this changing backdrop, Asia-based investors continue to demand certainty and 
tangibility in the form of regularly realized cash flows. 

Traditional sources of income
Balancing measured outcomes across capital appreciation, or preservation, and income 
generation continues to be a challenge for investors, especially during times of market 
uncertainty and geopolitical tension.

Based on market trends, investors in Asia have historically looked at high dividend-
seeking equity strategies and fixed income investment grade and high yield credit. While 
these strategies may deliver income to investors, they are not without challenges. Equity 
dividend strategies may deliver income at the expense of total return, and in the case of 
fixed income credit strategies, investors typically need to move down the quality spectrum 
for only incremental improvements in yield.

While traditional high dividend and fixed income credit strategies still have parts to play in 
client portfolios, we think they can be meaningfully extended upon in a way that enhances 
yields but also balances for risk by diversifying across a variety of income drivers. 
Such strategies could be accessed conveniently and efficiently through low cost, 
transparent Exchange Traded Funds (ETFs).

Innovating income generation from equities
High dividend strategies can be negatively impacted by market volatility and deliver “value 
traps”. For example, these strategies may be allocated to companies that seem to offer 
high dividend yields but actually provide stable or even relatively low dividends. These 
yields only look large as a proportion of a price that is now lower due to a steep market 
drawdown. This can not only reduce overall income generation, but it can also result in 
meaningful underperformance in total return relative to equivalent market-cap weighted 
strategies. 

Investors could enhance such allocations by overlaying a low volatility filter to these high 
dividend strategies. This works by first screening the relevant stock universe for high 
dividend securities (e.g., look at the top 75 stocks offering the highest yield in the S&P 
500) before applying a low volatility filter (e.g., look at the top 50 stocks within the new 
75 universe with the lowest realized volatility) and then weighting by trailing 12 month 
dividend yield. Taking this approach could deliver similar levels of volatility and drawdown 
risk while potentially delivering improved yield relative to the broad market.
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1.	 Source: Bloomberg in USD, MSCI ACWI Net Total Return Index returned 22.34% versus the 
	 Bloomberg Global Agg Treasuries Total Return Index, which returned 6.82% for the calendar year 
	 of 2025.



Figure 1 – Trailing 3-year 12 month distribution rate
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S&P 500 Index
S&P 500 Low Volatility High Dividend Index

Source: Bloomberg, L.P. Data from February 1, 2019 to December 31, 2025. Past 
performance is not a guarantee of future results. Trailing 12-month dividend yields 
do not represent index returns, and are calculated using the sum of dividend per share 
amounts that have gone ex-dividend over the prior 12 months, divided by the current 
price. 

Figure 2 – Standard deviation and maximum drawdown of S&P 500 indices
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Source: Morningstar Research Inc. Performance data is based on monthly total return 
from September 30, 2015, to December 31, 2025. An investor cannot invest directly in 
an index. Past performance is not a guarantee of future results. Index returns do not 
represent fund returns.
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Options-based strategies
Investors could complement high dividend-low volatility strategies and further 
enhance income generation with options-based strategies, an innovative way to derive 
income from equity exposures while aligning with existing portfolio asset allocations. 
Options-based income strategies could deliver yields above those of traditional equity 
dividends, including indices such as the Nasdaq 100, by systematically selling covered 
calls and cash secured puts and capturing the associated option premiums.2

Options-based strategies enable investors to incorporate not only income into their 
existing portfolios but also downside mitigation. For example, an investor may hold 
an allocation to the Nasdaq-100, an exposure delivering growth through innovation. 
However, given the turbulence in Big Tech stocks seen in recent months, investors may 
want to start building in downside mitigation into their US equity sleeves while staying 
invested, to capture any continued strength off the back of still high earnings and 
earnings estimates. 

Incorporating options-based strategies into portfolios could provide market 
participation, strong income potential and downside mitigation through reduced 
market beta. Accessing such strategies via UCITS ETFs means typical Asia-based 
investors won’t be giving away 30% of this total yield through US foreign withholding 
tax and will instead only pay 15% US withholding tax on dividends paid from 
Nasdaq-100 securities where the Nasdaq-100 currently pays a dividend yield of 0.47%.3

So, an investor with a Nasdaq-100 allocation as part of their strategic asset allocation 
could blend this with an options-based strategy over the Nasdaq-100 for diversified 
income, downside mitigation and market participation. These strategies won’t 
necessarily outperform broad market equivalents over long periods of time but could 
provide reduced downside capture with reasonable upside capture. During down 
markets, they may outperform market-cap weighted equivalents. These exposures may 
come with no duration risk.

Innovating income generation from credit
We began 2026 with a new Fed chair appointment, a steepening yield curve, expected 
rate cuts and with credit spreads at historically tight levels.4 More so than ever, solving 
for income requires a more deliberate approach to fixed income sleeve portfolio 
construction.
  
For this reason, the market trend for many Asia-based investors may be to allocate 
a part of their fixed income portfolios to various active managers; however, active 
management may not always be the solution and may result in underperformance 
relative to broad markets. 

For investors seeking income, 82% of active funds underperformed the iBoxx USD 
Liquid HY Index over the last 15 years and 95% over the last 12 months (for equities, 
over the last 15 years, 88% of all large-cap US equity funds underperformed the S&P 
500 Index).5  

Investors outsourcing their income objectives to managers might be achieving higher 
income but at the cost of lower overall total returns due to these higher income yields 
being returned to investors from capital.

This doesn’t necessarily mean active management isn’t effective, it just means 
investors need to be deliberate about which managers they allocate to, should seek to 
understand what those managers are investing in and how they source income. 

Today, innovative fixed income exposures used extensively by active managers, once 
only available to large institutional investors, can now be accessed through low-cost 
ETFs with intra-daily liquidity. 

2.	 Applications of stock index options for income enhancement, Journal of Asset Management, 
September 2024

3.	Bloomberg as at 9 March 2026
4.	Bloomberg as at 9 March 2026
5.	Source: S&P Global, SPIVA as at 30 June 2025
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1. Enhancing yields through rules-based strategies
Investors may consider rules-based strategies systematically allocating to USD IG bonds 
with higher spreads while maintaining the overall shape of the broad market across 
sectors and duration. 

Maximizing carry - that is, biasing the portfolio towards ‘cheaper’ bonds with higher 
spreads - could be a key source of alpha for actively managed credit strategies. 
However the higher fees typically required for actively managed products could erode a 
material portion of the alpha. 

With innovative index design, it’s possible to systematically capture that carry and 
enhance returns relative to traditional benchmarks, whilst still benefitting from the lower 
costs typically associated with passive approaches.

Investors can use a similar systematic approach to access USD high yield bonds 
targeting capital appreciation and a generally higher quality than the broad market 
by looking at high yield fallen angels i.e., an investment grade bond that has been 
downgraded to high yield. When a high yield bond is upgraded back to being 
investment grade, investors may observe capital appreciation while continuing to earn 
income. 

Figure 3 – Index performance comparison 
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2. Enhancing yields by diversifying across the capital stack
Many active managers allocate to USD additional tier 1 capital bonds for their attractive 
high-yield-like coupons issued by investment grade quality banks for regulatory 
purposes. Additionally, senior secured bank loans are also popular allocations based on 
their high coupons and attractive risk profiles.

For investors seeking higher quality exposures, collateralized loan obligation (CLO) AAA 
notes could deliver attractive yields over investment grade (IG) credit. USD CLO AAA 
notes have never experienced a default, even through the 2008 global financial crisis.6 
Both bank loans and CLO AAA notes are floating rate notes and have limited duration 
risk potential. Currently a positive carry may also exist when investors allocate to EUR 
bonds with a USD hedge.

3. Enhancing yields by being deliberate about duration
Rather than investing in full curve bond exposures, investors can take advantage of 
higher yields at certain points of the yield curve and lock these in with term maturity 
ETFs. These ETFs allow investors to target a particular maturity date for asset liability 
matching or duration targeting purposes and to gain a traditional bond experience 
of buying at a particular price before experiencing pull-to-par, coupon payments and 
a principal payment at maturity, all through the convenience of one, transparent ETF 
holding 100+ individual bonds. 

Every decision is an active one, including the decision to allocate to, and blend together, 
different income-seeking strategies to meet investor outcomes. 

Figure 4 – Yield, rating and effective duration comparison of various indices

Yield to Maturity Average Rating Effective Duration

USD AT1 5.8* BBB- 3.7

EUR AT1 USD-
Hedged

6.3* BB+ 3.5

USD Bank Loans 7.0 B 0.3**

USD AAA CLO 4.8 AAA 0.2

EUR AAA CLO USD-
Hedged

5.2 AAA 0.2

USD IG 4.9 AA- 6.9

USD HY 7.0 B+ 3.0

*Uses YTW
** Uses modified duration
Source: Bloomberg, data as at Jan 30 2026. USD AT1 and EUR AT1 are represented by 
iBoxx USD Contingent Convertible Liquid Developed Market AT1 (8% Issuer Cap) Index 
and iBoxx EUR Contingent Convertible Liquid Developed Markets AT1 (8% Issuer Cap) 
Index, respectively. USD Bank Loans are represented by Morningstar LSTA US Leveraged 
Loan 100 Index. USD IG and USD HY are represented by Bloomberg US Corporate Bond 
Index and Bloomberg US Corporate High Yield Bond Index, respectively.
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Investment risks
The value of investments and any income will fluctuate (this may partly be the result of 
exchange-rate fluctuations) and investors may not get back the full amount invested.
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investors and ii) permitted clients as defined under National Instrument 45-106 and 31-103 
respectively. It is not intended for and should not be distributed to or relied upon by the public or 
retail investors. Please do not redistribute this document.

Forward-looking statements are not a guarantee of future results. They involve risks, uncertainties, and 
assumptions. There can be no assurance that actual results will not differ materially from expectations.

This is marketing material and not financial advice. It is not intended as a recommendation to buy or 
sell any particular asset class, security, or strategy. Regulatory requirements that require impartiality of 
investment/investment strategy recommendations are therefore not applicable nor are any prohibitions 
to trade before publication.

By accepting this document, you consent to communicate with us in English, unless you inform us 
otherwise. Data as at March 2026, unless otherwise stated.

For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, 
Finland, France, Germany, Greece, Italy, Ireland, Luxembourg, Netherlands, Norway, Portugal, Spain, 
Sweden, and Switzerland.

All articles in this publication are written, unless otherwise stated, by Invesco professionals. Views 
and opinions are based on current market conditions and are subject to change. This publication does 
not form part of any prospectus. This publication contains general information only and does not take 
into account individual objectives, taxation position or financial needs. Nor does this constitute a 
recommendation of the suitability of any investment strategy for a particular investor.
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This publication is not an invitation to subscribe for shares in a fund nor is it to be construed as an offer 
to buy or sell any financial instruments. As with all investments, there are associated inherent risks. This 
publication is by way of information only. This document has been prepared only for those persons to 
whom Invesco has provided it. It should not be relied upon by anyone else and you may only reproduce, 
circulate and use this document (or any part of it) with the consent of Invesco. Asset management 
services are provided by Invesco in accordance with appropriate local legislation and regulations.

This publication is issued:

–   in Hong Kong by Invesco Hong Kong Limited景順投資管理有限公司, 45/F, Jardine House, 
      1 Connaught Place, Central, Hong Kong. 

–   in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza, 
      Singapore 048619.

–   in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066). 	
	 Invesco Taiwan Limited is operated and managed independently.

–   in Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 
      Roppongi, Minato-ku, Tokyo 106-6114; Registration Number: The Director- General of Kanto Local 		
      Finance Bureau (Kin-sho) 306; Member of the Investment Trusts Association, Japan and the Japan 		
      Investment Advisers Association.

–   in Australia by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, 		
	 Melbourne, Victoria, 3000, Australia which holds an Australian Financial Services Licence number 		
	 239916.

This document has been prepared only for those persons to whom Invesco has provided it. It should not 
be relied upon by anyone else. Information contained in this document may not have been prepared or 
tailored for an Australian audience and does not constitute an offer of a financial product in Australia. 
You may only reproduce, circulate, and use this document (or any part of it) with the consent of Invesco.

The information in this document has been prepared without taking into account any investor’s 
investment objectives, financial situation or particular needs. Before acting on the information the 
investor should consider its appropriateness having regard to their investment objectives, financial 
situation, and needs.

You should note that this information:
–   may contain references to dollar amounts which are not Australian dollars;
–   may contain financial information which is not prepared in accordance with Australian law or 		
	 practices;
–   may not address risks associated with investment in foreign currency denominated investments; and
–   does not address Australian tax issues.

–   in New Zealand by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, 		
     Melbourne, Victoria, 3000, Australia which holds an Australian Financial Services Licence number 		
     239916.

This document is issued only to wholesale investors (as defined in the Financial Markets Conduct Act) in 
New Zealand to whom disclosure is not required under Part 3 of the Financial Markets Conduct Act. This 
document has been prepared only for those persons to whom it has been provided by Invesco. 

It should not be relied upon by anyone else and must not be distributed to members of the public 
in New Zealand. Information contained in this document may not have been prepared or tailored for 
a New Zealand audience. You may only reproduce, circulate and use this document (or any part of it) 
with the consent of Invesco. 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, an opinion or guidance on 
Interests to members of the public in New Zealand. Applications or any requests for information from 
persons who are members of the public in New Zealand will not be accepted.
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–   in the United States by Invesco Advisers, Inc., 1331 Spring Street NW, Suite 2500, Atlanta, Georgia 
     30309, USA.

–   in Canada by Invesco Canada Ltd., 16 York Street, Suite 1200, Toronto, Ontario M5J 0E6.

–   in Austria and Germany by Invesco Management S.A., President Building, 37A Avenue JF Kennedy, 		
     L-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.

–   in Belgium, Denmark, Finland, France, Greece, Italy, Ireland, Luxembourg, Netherlands, Norway, 
      Portugal, Spain and Sweden by Invesco Management S.A., President Building, 37A Avenue
	 JF Kennedy, L-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, 	
	 Luxembourg.

–   in Dubai, Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates by Invesco
	 Asset Management Limited, Index Tower Level 6 - Unit 616, P.O. Box 506599, Al Mustaqbal Street,
	 DIFC, Dubai,  United Arab Emirates. Regulated by the Dubai Financial Services Authority.

–   in the Isle of Man, Jersey, Guernsey and the UK by Invesco Asset Management Limited, Perpetual 
     Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire, RG9 1HH, United Kingdom. Authorised and 
     regulated by the Financial Conduct Authority.

–   in Switzerland by Invesco Asset Management (Schweiz) AG, Talacker 34, 8001 Zurich, Switzerland.

–   in Israel by Invesco Asset Management Limited, Perpetual Park, Perpetual Park Drive, Henley-on-		
     Thames, Oxfordshire RG9 1HH, UK. Authorised and regulated by the Financial Conduct Authority.	
     This document may not be reproduced or used for any other purpose, nor be furnished to any other	
     person other than those to whom copies have been sent. Nothing in this document should be 
     considered investment advice or investment marketing as defined in the Regulation of Investment 	
     Advice, Investment Marketing and Portfolio Management Law, 1995 (“the Investment Advice
	 Law”). Investors  are encouraged to seek competent investment advice from a locally licensed 		
     investment advisor prior to making any investment. Neither Invesco Ltd. nor its subsidiaries are 		
	 licensed under the Investment  Advice  Law, nor does it carry the insurance as required of a  licensee 	
	 thereunder.
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