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Nick Tolchard

Head of EMEA,
Invesco Fixed Income

Welcome to Invesco’s

third annual Global Fixed
Income Study, part of a
suite of thought leadership
studies including the Global

Sovereign Asset Management

Study and the Global Factor
Investing Study. These are
all data-driven studies based
on face-to-face interviews
that add depth, colour and
context to the findings.

Theme 1

“The definition of a
bubble is that it will
pop, and | don't see
how that can happen
with rates so low."

Insurer, EMEA

In 2019, the number of respondents
grew from 145 to 159 fixed income
professionals, to incorporate the
views of 121 institutional and

38 wholesale investors that are
together responsible for managing
over $20 trillion in assets (as of

31 December 2019). It is a uniguely
large and in-depth examination of
global fixed income investing.

These investors are employed

by pension funds (both defined
benefit and defined contribution),
sovereign wealth funds, insurers and
wholesale investors, including private
banks, diversified fund managers,
multi-managers and model builders.
They are located across all the major
regions of North America, Europe
and Asia-Pacific.

This year’s interviews were
conducted in October and November
2019, before the onset of the
COVID-19 crisis. The Study offers
insights into asset allocation
decisions, strategies, and methods
of implementation, as well as future

]
Theme 2

“The low interest rate
environment means we have
included more alternative
fixed income, this includes
rotating out of investment
grade corporate bonds and
into high yield.”

Insurer, APAC




intentions of investors within the
fixed income asset class, and reveals
how they were positioned in the
lead-up to the market turmoil arising
from the COVID-19 pandemic.

Although the continued widespread
use of unconventional monetary
policy and low levels of inflation
meant that for many the cycle was
seen as hard to compare to those of
previous decades, the Study reveals
an underlying increase in risk
aversion among respondents as
they anticipated that a record run

in fixed income markets might be
coming to an end. This underlying
risk aversion likely better positioned
many investors for an unprecedented
exogenous shock than have
otherwise may been the case.

The behaviour of markets since the
onset of the crisis suggests that
the caution displayed by many of
our respondents was not universal.
Quantitative easing initially sent
US government bond yields lower
as intended. However, yields

e
Theme 3

"Credit portfolio trading
reduces market risk. The
basket of bonds being
traded has also gone
through an assessment
and this also reduces your
risk to some extent.”

Insurer, APAC

subsequently rose at the short and
medium areas of the curve with less
cautious investors likely forced to sell
their most liquid positions in order to
meet withdrawals, as well as to close
out riskier positions and strategies.

At the time of writing in April 2020, a
halt to economic activity from global
shutdowns generally remains in place
and there is still some way to go
before we will know the full impact of
this crisis on the economy, markets
and portfolios, or the timing of the
recovery. The quick, emergency
interventions by central banks,
including widespread quantitative
easing, massive securities purchases,
and the reopening of finance
windows have accelerated already
tumbling yields in some markets.

This will have compounded problems
for some respondents such as
defined benefit pension funds

whom the Study found were already
straining to match their liabilities.
They were among respondents
increasing allocations to less liquid

T
Theme 4

“Emerging markets
are a lot less correlated
than they used to be
as they have become
better developed.”

DB Pension Plan, EMEA

alternative credit assets such as
emerging market and high yield debt
despite wariness at the impending
end of the cycle. A notable exception
to the allure of US high yield was US
investors themselves, who had been
selling down exposures, motivated by
concerns over rich valuations and
the late stage of the cycle.

One concern firmly on the radar

of respondents was bond market
liquidity. While regulations that
followed the global financial crisis
such as Dodd-Frank were seen as
adding stability to the financial
system, they have also led to banks
holding less inventory on their
balance sheet and playing a reduced
role as market makers. The slack

has been picked up by customer-to-
customer platforms managed through
intermediaries, such as ETFs and
credit portfolio trading. However, this
model had previously not been tested
by significant market stress, with
guestions arising over the difference
between the liquidity of ETFs and
their individual constituents.

]
Theme 5

“It's even more important
for a fixed income
investor to consider
ESG than an equity
investor.”

Wholesale, US




Volatility arising from COVID-19

has led to regular price discounts
between fixed income ETFs and

their component securities. But by
facilitating continued trading during a
period of significant uncertainty, ETFs
have acted as a key source of price
discovery and played an important
role in keeping markets moving. As
such, this model can be said to have
passed its first significant test.

In our penultimate theme, the Study
focuses on allocations to emerging
market debt and Chinese debt, with
the rise in interest and allocations
we observed in our 2018 Study
continuing to grow at a rapid pace in
2019. Overall, we found a continuing
shift away from viewing emerging
market debt as a monolithic asset
class and growing interest in more
country-specific allocations. We found
APAC and EMEA investors were most
inclined to be allocating to emerging
markets, with US investors less

likely to be making active decisions
and generally following benchmark
weights. That said, the rationale
among EMEA and APAC investors for
these allocations and the way they
are being implemented differ widely
with a mix of local currency, dollar
and euro-denominated exposures and
varying preferences for regional and
single-country allocations.

In our final theme, we continue
the review of ESG's evolution in
fixed income portfolios from our
previous studies and find investors
continuing to move beyond
performance concerns relating to

ESG, to a recognition that managing
issuer-related ESG risks has the
potential to enhance returns. Very
few respondents now view ESG as
hindering performance. This evolved
thinking is taking investors from
niche approaches such as using
ESG-specific products and securities
to more thorough integration into
core fixed income mandates. The
majority are anticipating making
new/additional investments in the
future, with interest extending
beyond green bonds, the most
common instrument, to include
social and sustainable bonds.

The economic upheaval induced by
the global COVD-19 pandemic
brought the end of the cycle to the
forefront much more quickly than the
soft landing most had anticipated.
Over half of our investors believed
any sell-off in bond markets would

be short lived. While the accuracy

of this view remains to be seen at the
time of writing, the Study provides

a unigue window into the attitudes,
asset allocations and strategies

of fixed income professionals in a
record-long cycle just prior to its
historical climax.

We hope you find the Study
useful in understanding how fixed
income is developing and the
evolving approaches of this asset
class's professionals.
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Theme one focuses on how investors were positioning
themselves in the lead up to market turmoil arising

Greater from the COVID-19 pandemic.

Theme 1

CallthII 111 We found that even before the While there were a variety of views
dramatic falls in markets globally on the proximity of the end of the
advance in Q1 2020, fixed income investors cycle, the fastest growing cohort was
were becoming increasingly risk those who expected to see the end
Of IIlaI'ket averse. Almost half (43%) of of the cycle reached within one year
respondents, when interviewed in (Figure 1.1). Concerns were focused
= late 2019, thought the economic on credit spreads and liquidity, areas
tllI'IIlOll cycle had a year or less to run and that have been significantly tested
many were adapting their portfolios across the market by the COVID-19
accordingly. This more cautious crisis. Widening spreads were the
positioning was a potential positive biggest macro concern, and this
for professional institutional investors, has come to the fore quickly, with
helping to protect portfolios and sectors exposed to the pandemic
providing a defensive anchor in the such as consumer goods, autos
face of the unanticipated risk of a and oil & gas experiencing widening
global pandemic. spreads and steepening curves.
Figure 1.1

Expected time until end of economic cycle (% citations, global)

B 2019 Study [Jj 2020 Study

>3 years

‘l%

2 - 3 years
16%
14%

1-2years
50%

42%

6 months - 1 year

19%
38%
<6 months
8%
5%
How much longer do you expect the Sample size: 2019 = 100

current global economic cycle to last? 2020 = 151







Figure 1.2
Agreement with macro statements (% citations, global)

Expect credit spreads to widen over the next three years

A sell-off in corporate bond markets would be short-lived
53%

| am concerned about liquidity in corporate bond markets

51%
The US dollar is structurally too strong
38%
Expect prolonged flat or inverted yield curve
40% 21%
A crash in bond markets is the biggest tail risk
2% 25%

Continued growth of US government debt is untenable
22% 3%

Expect significant equity market correction in the next year
25% 32%

There is currently a bubble in corporate bond markets
23% 36%

The independence of the Fed has been compromised
29% 24%

Concerned about a sudden spike in inflation
32% 16%

The Fed is moving too slowly to lower rates
25% 22%

Could see negative yields on US treasuries over next two years
8% 19%

To what extent do you agree with the following statements?

I Agree || Neutral [ Disagree

68% 20% 12%

29% 18%

20% 29%

39% 23%

3%

46%

3%

43%

41%

47%

52%

53%

73%

Sample size: 152

8
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Figure 1.3
Expected change in duration over next 12 months (% citations, global)

B 2019 Study [} 2020 Study

Shorter
27%
10%

1

52%
61%

Longer

21%
29%
How do you expect to change your Sample size: 2019 = 108
duration over the next 12 months? 2020 = 154

Increased pessimism was also reflected in intentions for
duration, with a bias towards lengthening rather than
the marginal bias to shortening seen 12 months ago
(Figure 1.3). Despite a record fall in yields, expectations
were that yields could fall even further, as has proven
to be the case. That said, only 8% believed that US

rates could turn negative (Figure 1.2). While still a

low probability, it is now more likely US rates will turn
negative and it's notable that few investors had given
weight to this scenario in their list of possibilities.

Despite a strong market for bonds, rising prices and
negative nominal yields on $12 trillion of global debt
(including around $1 trillion of corporate debt) as of
January 2020¢, less than a quarter of investors described
conditions as a bubble. Only 29% believed a sharp decline
in bond prices was an exigent threat (Figure 1.2). With
defaults likely to rise in sectors exposed to the COVID-19
pandemic this view will come under pressure and may
test the liquidity of the riskier fixed income securities
receiving some late-cycle attention.

Only 29% believed a sharp decline in
bond prices was an exigent threat.

* Bloomberg L.P. data

Global Fixed Income Study 2020 — Executive Summary Report 9



Theme 2 e

In theme two we identify the growing contrast
between risk-averse and yield-seeking investors
in their approach to asset allocation.

Contrast
between
cautious
and yield-
seeking

With low yields the dominant driving force of asset allocation decisions within
the fixed income space there has been a significant trend towards alternative
sub-asset classes, with the highest levels of growth in asset classes with higher
yields, notably emerging market (EM) and high yield (HY) debt (Figure 2.1).

Figure 2.1
Allocation to sub-asset classes (average %, global)

1mnvestors
grows

Other Alternatives
Real Estate Debt
Bank Loans
Direct Lending

Asset-backed Securities /
Structured Credit

High Yield Corporate Debt

EM Debt

Other Alternatives
Real Estate Debt
Bank Loans

Direct Lending

Asset-backed Securities /
Structured Credit

Municipal, Agency & NGO Bonds
High Yield Corporate Debt

EM Debt

Municipal, Agency & NGO Bonds

Investment Grade
Corporate Bonds

Investment Grade
Corporate Bonds

Government Bonds

Government Bonds

2018 2020

What is the current allocation between asset Sample size: 2019 = 85
classes within your fixed income portfolio? 2020 = 104




Figure 2.2
Changes in allocation to core fixed income (vs alternative) by risk
segment (% citations, global)

[ ncrease ] Same [ Decrease

Lower Risk Investors

63% 22% 15%
Higher Risk Investors
% 40% 53%
How has this allocation changed over the past three years? Sample size: 110

Figure 2.3

However, as investors became
increasingly concerned about the
looming end of the cycle, we found
that this pattern was no longer
universal, with investors diverging
based on their underlying risk
tolerance. 54% of investors surveyed
self-identified as being ‘cautious’
and 46% as ‘adventurous'.

Within the ‘cautious’ segment

some 63% of investors had spent

the past three years winding down
their exposure to alternatives
(Figure 2.2), with government bonds
the most attractive replacement

and supplemented by increased

Planned change in allocations to alternative Fl in next three years by risk segment (% citations, global)

29% 1%
94%

EM debt Distressed debt High yield corp. debt ABS/Structured Credit

Direct Lending Bank Loans Real Estate Debt

How will this allocation change over the next three years?

Increase

No Change

Decrease

Lower Higher
Risk Risk
Investors  Investors

Sample size: 138

54% of investors surveyed
self-identified as being ‘cautious’
and 46% as ‘adventurous'.

Global Fixed Income Study 2020 — Executive Summary Report 11



“The low interest rate
environment means
we have included more
alternative fixed income,
this includes rotating
out of investment grade
corporate bonds and into
high yield."




Figure 2.4

Concern about liquidity by risk segment (% citations, global)

B Unconcerned || Neutral [ Concerned

Lower Risk Investors
17% 18%

Higher Risk Investors
3%

I am concerned about liquidity in corporate bond markets

allocations to investment grade
corporates. Liquidity was a major
concern for 65% of these investors
and, as a result, many were
increasing the active management of
their bond portfolios to navigate an
anticipated increase in uncertainty.

In contrast ‘adventurous’ investors
described themselves as able to
bear more risk, either because
they have longer time horizons
(such as sovereigns), or because
they are under significant pressure
to make returns. They planned to
continue increasing allocations to
less liquid sub-asset classes, with
26% increasing allocations to direct
lending, 24% to high yield credit,
and 29% to EM debt. Many of these
investments require investors to
take on additional risk that is only
palatable given faith in bond market
stability, something which has been
tested thoroughly in the months
following the survey.

65%

25% 36%

Sample size: 110

Overall a quarter of investors had
increased allocations to HY debt
over the past three years. Demand
for USD HY debt was especially
prevalent in EMEA and APAC,
propelled by low and negative yields
in domestic markets and the need
to generate a return, with under-
funded pension schemes especially
prominent in this cohort.

In contrast, many US investors

were reducing their exposure to HY
in preparation for the end of the
cycle. We identified a big shift away
from HY positions and a movement
towards more secure bonds such

as Treasuries. With spreads tight,

and pricing high, many US investors
believed that they were not being well
compensated for the risk they were
taking - concerns that look justified
by the market instability and widening
spreads in early 2020 resulting from
the COVID-19 pandemic.

Demand for USD HY debt was especially
prevalent in EMEA and APAC, propelled by
low and negative yields in domestic markets
and the need to generate a return.

Global Fixed Income Study 2020 — Executive Summary Report 13



Theme 3 T
In our third theme, we examine the paradox of investors
continuing to increase allocations to more illiquid asset

New classes, despite heightened concerns related to liquidity.

appI'OElCheS We found that despite anticipation widening liability funding gaps. At
that the end of the cycle was the same time, investors across

he1p to approaching, many investors had all segments highlighted liquidity
been increasing allocations to riskier in fixed income markets as one of

address and more illiquid asset classes for their biggest concerns (Figure 3.1).

return and, in some cases, to close
a bond
Figure 3.1
marl(et Concerned about liquidity (% citations, global)

liquidity B Agree | Neutral [l Disagree

paradox Total
51% 20% 29%

DB Pension
47%  11% 42%

DC Pension
66% 18% 16%

Insurer

43% 33% 24%

Sovereign Wealth Fund

60% 40%
0%
Wholesale
46% 22% 32%
To what extent do you agree with Sample size: Total = 152, DB Pension = 38
the following statements? DC Pension = 32, Insurer = 37, SWF = 5, Wholesale = 37

Investors across all segments highlighted
liquidity in fixed income markets as one
of their biggest concerns.




Figure 3.2
Vehicles used in fixed income (% citations)

B segregated mandate [} Trade on own desk ] ETF / ETP [ Other pooled vehicle [Jj Derivatives

Total

56% | 56%

55% | 55%

North America EMEA Asia Pacific

Which vehicles do you use in your fixed income portfolio? Sample size: Total = 152, North America = 53, EMEA = 61, Asia Pacific = 38

Since the global financial crisis, regulations such as
Dodd-Frank have led to reshaping of fixed income
markets, with banks holding less inventory on their
balance sheets and much of the slack picked up by
customer-to-customer platforms managed through
intermediaries. By facilitating trading directly between
customers, this model has helped bring down spreads
and reduce costs. However, volatility in the opening
months of 2020 is proving the first serious test of this
model, and the ecosystem of products within it.

This transformation in the way fixed income securities
are traded has been aided by the development of
exchange traded funds (ETFs), which are widely used
across the sample (Figure 3.2). ETFs are valued for
offering liquidity alongside the convenience of instant
diversification at relatively low cost. This is seen as
valuable in allowing investors to quickly target a diverse
range of interest-rate and credit risks, facilitating a range
of new strategies. In the face of volatility arising from
the COVID-19 pandemic this liquidity is being tested.
However, by facilitating continued trading during a
period of significant uncertainty ETFs have acted as a key
source of price discovery in markets which might have
otherwise entirely seized.

Global Fixed Income Study 2020 — Executive Summary Report 15



Figure 3.3
Use of credit portfolio trading (% citations, global)

B Aware and using ] Aware but not using [l Not aware

Total
30% 32% 38%

Small (AUM <S$10bn)

Medium (AUM $10bn-50bn
33% 29% 38%

Large (AUM >$50bn)
42% 33% 25%

Sample size: Small = 38
Medium = 40, Large = 48

Are you aware of credit portfolio
trading and do you currently use it?

Innovations in algorithmic third-party

pricing have also been pivotal in Figure 3.4

the development of credit portfolio Use of fixed maturity strategies
trading, which has quickly found a (% citations, global)
role among fixed income investors.

This is particularly the case among

larger asset owners, with 42% 560/
of investors with assets of more 0
than $50billion making use of this Total
approach (Figure 3.3).

Buying and holding securities until 570/
maturity is another popular route 0
to alleviate liquidity concerns, with DB Pension
56% of investors using this strategy

(Figure 3.4). This popularity can

in part be linked to the additional O
returns on offer - liquidity premiums 72 /O
are seen as one of the key drivers of DC Pension
alpha within fixed income. However,

this is not the only benefit, with

fixed maturity strategies also valued 0
for reducing costs, controlling 66 /O
interest rate risk and delivering Insurer

predictable returns.

57%

Sovereign Wealth Fund

36%

Wholesale

Do you currently use Fixed Maturity/Buy
and Maintain strategies?

Sample size: Total = 142
DB Pension = 35, DC Pension = 25
Insurer = 35, SWF = 7, Wholesale = 36
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_ "“Credit portfolio trading
reduces market risk. The
basket of bonds being
traded has also gone
through an assessment
and this also reduces your
risk to some extent.”

N
Insurer, APAC
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Theme 4

Being picky
in emerging
market debt
— Investors
abandon
broad
mandates
for country
allocations

In theme four, we look at the continued rise in
allocations to emerging market (EM) debt and the
growing preference for country specific allocations.

Overall, the proportion of investors allocating to EM debt has risen rapidly
and very substantially, from 49% in our 2018 Study to 72% in 2020 (Figure
4.1). APAC and EMEA investors have been leading the charge while their
North American counterparts, able to rely on better domestic yields, have
also been increasing allocations but at a more measured pace.

Figure 4.1
Investors with allocations to EM debt (% citations, global)

2018
49%

2019
60%

2020
2%

Do you have exposure to EM debt
within your fixed income portfolio?

Sample size: 2018 Study = 79,
2019 Study = 85, 2020 Study = 156

Figure 4.2
Country allocation preference (% citations, EM debt investors)

I Prefer broad
EM allocations

22% 39% 10% 27%
15% L%
71% 8%
63% 18% 65%
43%

Total North EMEA Asia

I Neutral [} Prefer country specific
EM allocations

America

It's now preferable to take individual country
allocations rather than broader EM allocations

Pacific

Sample size: Total = 97, North America = 23
EMEA = 48, Asia Pacific = 26

The average allocation thus varies by region, with EM
debt accounting for an average of 7.2% of portfolios for
investors in Asia Pacific, 6.5% for those in EMEA and 3.6%
for those in North America. For many, part of the appeal
of EM debt is the potential to utilise specific knowledge
advantages in individual markets (Figure 4.2). This has
spurred a move to country-specific allocations and away
from broad regional mandates, with 41% of investors
believing that EM markets are increasingly disconnected.




“Emerging markets
are a lot less
correlated than
they used to be as
they have become

DB Pension Plan, EMEA

better developed. %




Figure 4.3
EMD considered part of core fixed income (% citations, EMD investors)

68%

40% 38%
27%

Total North EMEA Asia
America Pacific

Do you see EM debt as part of your

core fixed income portfolio or your Sample size: Total = 107, North America = 25
alternative fixed income portfolio? EMEA = 48; Asia Pacific = 34
Figure 4.4

Average allocation to China (%, investors in China)

B Three years ago [Jj Now [} Three years' time

Total

3.0%
0.8% 1.1%

North America EMEA Asia Pacific

What % of your fixed income portfolio was/ invested in China three years ago? What % of
your fixed income portfolio is currently invested in China? What % of your fixed income
portfolio do you expect to be invested in China in three years' time?

Sample size: Total = 43, North America = 13, EMEA = 20, Asia Pacific = 10

Some 68% of North American investors

in EM debt view these allocations as core
investments, rather than satellite, suggesting
that they fulfil long-term stable objectives.

Investors in EMEA and APAC

are more likely to cite return as
the main driver of their EM debt
allocations, while a majority in
North America are motivated by
diversification. Some 68% of North
American investors in EM debt
view these allocations as core
investments, rather than satellite,
suggesting that they fulfil long-term
stable objectives (Figure 4.3).

This year's Study also shows
continued growth in allocations

to China. In the past three years
EMEA allocations have grown 68%
from 1.1% to 1.8%, while in North
America allocations have grown
to from 0.8% to 3% (Figure 4.4).
Chinese corporates are the most
popular category of bond, with
access opening up since 2016 and
facilitating a rapid uptake. Nearly
three-quarters of investors now
have at least some exposure.

Almost half of EM debt investors
believe that the Chinese economy
and political system offer unique
diversification benefits, although
40% of China investors cited
investment risk as a concern (Figure
4.5). Market access was still a worry
for a third. However, this challenge
is decreasing rapidly with 62% of
investors perceiving access to be

a less significant obstacle than two
years ago.

In past editions of the survey, we
have noticed a strong preference

for offshore access to Chinese
investment. However, this is
changing: more than half of investors
have some onshore experience, and
44% in this year's Study expressed a
preference for onshore over offshore.
Onshore investment is supported

by low correlations with core fixed
income instruments along with
higher yields and a broader range of
issuers. Meanwhile, for 70% of those
investors still favouring offshore,

the ease of investment was a major
factor alongside liquidity (52%) and
currency (57%) advantages.
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Figure 4.5
Perceived obstacles to investment in China (% citations, investors in China)

B North America [Jj EMEA [ Asia Pacific

Access

Mandate / investment restrictions within own fund

Lack of objective data
0%

10%
26%

Currency risk

Investment risk (volatility, defaults, systematic risks)

Frequency of ESG red flags / lack of ESG data

Liquidity concerns

Political risk

Lack of capability / resources
0%

5%
5%

What do you see as the top challenges when investing in China? (Select top two) Sample size: Asia pacific = 19 EMEA = 20; North America = 15
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We conclude with a focus on ESG, which is now
extensively adopted within fixed income portfolios,
and widely seen as beneficial to returns.

Theme 5

ESG widely
seen as
beneficial to
returns, as
focus turns

to shortage of
product and
implementation

In our 2019 Study, many investors asserted that they were not willing

to sacrifice returns to integrate ESG considerations. However, the debate
has shifted rapidly and a year later most investors believe ESG enhances,
or at least has no impact, on returns (Figure 5.1).

Figure 5.1
ESG impact on performance (% citations, ESG investors)

B Helped [l No

returns impact

[l Hindered [ Don't
returns know

46% 44% 52% 45%
31% 28% 36% 35%
0
3% 26% 2%
20% 0 L% oy 15% 5%

Total North
America

Has embedding ESG principles into your fixed
income portfolio had any impact on returns?

EMEA Asia
Pacific

Sample size: Total = 112, North America = 43
EMEA = 48, Asia Pacific = 21

The debate has shifted rapidly
and now most investors believe
ESG enhances, or at least has
no impact, on returns.




Indeed, half of investors that

have adopted ESG within their

fixed income portfolios cite

return enhancement as a key

driver (Figure 5.2). Investors also
increasingly recognise ESG as a
valuable risk-management tool,
given the connection between

credit impairment, and risks
associated with issuers that can be
highlighted by a robust ESG process.
However, other drivers remain more
prominent, with social responsibility
(75%), stakeholder demands (67%)
and a desire to align with beneficiary
beliefs (60%) the most important
motivating factors.

APAC has witnessed the most
significant uptick in ESG adoption
over the past two years, with
investors in that region overtaking
their North American peers and
catching up on EMEA (Figure 5.3).

Figure 5.2
Motivations for incorporating ESG factors within fixed income
(% citations, ESG investors)

67%

Stakeholder

75%

Social
responsibility

57%

Alignment with
fund / investment
objective

449

Generate income

30%

Altruistic reasons

wishes

55%

60%

Alignment with
beneficiary beliefs

50%

Senior Return
management enhancement
decision

449

Credit risk

management/

37%

Fiduciary
responsibility

downside protection

25%

Regulation

What was your main motivation for considering
ESG factors within your fixed income portfolios?

Figure 5.3

Incorporate ESG in fixed income (% citations, global)

Sample size: 100

I 2018 [ 2019 i 2020

North America

EMEA

Do you currently incorporate ESG within your fixed income portfolio?

Asia Pacific

Sample size: 2018 = 79, 2019 = 107, 2020 = 147

Global Fixed Income Study 2020 — Executive Summary Report

23



In 2019, our Study found most investors chose not to
purchase ESG-specific products whereas today half own
them and 80% are anticipating making new/additional
investments in the future. While green bonds are the
most common, interest has also expanded across the full
range of offerings with a third of investors having bought
social and sustainable bonds (Figure 5.4).

However, adoption continues to be stifled by the
perceived absence of suitable instruments - more than
half of investors believe there is a lack of suitable product
in the market and interest in ESG-specific bonds currently
exceeds supply.

Figure 5.4
Investment and interest in ESG bonds (% citations, global)

Interested
80% Social
bonds .
0 Green
60% é bonds
40% Sustainable
bonds
o
20% lporcs
Invested
0% 10% 20% 30% 40% 50% 60%

Do you invest in any of the following types of ESG bonds?
Which of these would you be interested in investing in the
future (either additional or new investments)? Sample size: 159

Faced with a lack of supply of specialised ESG

securities, investors are often looking to compensate

by incorporating ESG in a structured way throughout
their fixed income portfolios, with 62% of investors
incorporating ESG into their financial/ credit models and
55% requiring external asset managers to integrate their
ESG policies within customised mandates.

More than half of investors
believe there is a lack of suitable
product in the market and interest
in ESG-specific bonds currently
exceeds supply.
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Issuing Information

Austria, Belgium, Denmark, Dubai, Finland, France,
Germany, Greece, Isle of Man, Italy, Jersey and
Guernsey, Liechtenstein, Luxembourg, Norway,
Portugal, the Netherlands, Spain, Sweden, Switzerland
and the UK by Invesco Asset Management Limited,
Perpetual Park, Perpetual Park Drive, Henley-on-Thames,
Oxfordshire RG9 1HH, UK. Authorised and requlated

by the Financial Conduct Authority; Invesco Asset
Management S.A., 18 rue de Londres, 75009, Paris,
France. Authorised and requlated by the Autorité des
marchés financiers in France; Invesco Asset Management
Deutschland GmbH, An der Welle 5, 60322 Frankfurt am
Main, Germany.

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

Canada by Invesco Canada Ltd., 5140 Yonge Street,
Suite 800, Toronto, Ontario, M2N 6X7.

Hong Kong by Invesco Hong Kong Limited RIEIXREE

BHPR/ATF], 41/F, Champion Tower, Three Garden Road,
Central, Hong Kong.

GL411 (18 May 2020)

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

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

Singapore by Invesco Asset Management Singapore
Ltd, 9 Raffles Place, #18-01 Republic Plaza, Singapore
0486109.

Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi
Road, Taipei 11047, Taiwan (0800-045-066).

Invesco Taiwan Limited is operated and managed
independently.

The US by Invesco Advisers, Inc., Two Peachtree Pointe,
1555 Peachtree Street N.E., Atlanta, Georgia 30309, USA.
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Important Information

Important information

This document is intended for professional Clients and
Financial Advisers in Continental Europe (as defined

in the important information); for Qualified Investors

in Switzerland; for Professional Clients in, Dubai,
Jersey, Guernsey, Isle of Man, Ireland and the UK, for
Institutional Investors in the United States and Australia,
for Institutional Investors and/or Accredited Investors in
Singapore, for Professional Investors only in Hong Kong,
for Qualified Institutional Investors, pension funds and
distributing companies in Japan; for Wholesale Investors
(as defined in the Financial Markets Conduct Act) in
New Zealand, for accredited investors as defined under
National Instrument 45-106 in Canada, for certain
specific Qualified Institutions/Sophisticated Investors
only in Taiwan.

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

This document is for information purposes only and is
not an offering. It is not intended for and should not

be distributed to, or relied upon by members of the
public. Circulation, disclosure, or dissemination of all or
any part of this material to any unauthorised persons

is prohibited. All data provided by Invesco as at 18 May
2020, unless otherwise stated. The opinions expressed
are current as of the date of this publication, are subject
to change without notice and may differ from other
Invesco investment professionals.

By accepting this document, you consent to communicate
with us in English, unless you inform us otherwise.

The document 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. Investors should consult
a financial professional before making any investment
decisions. This 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.

While great care has been taken to ensure that

the information contained herein 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 Invesco.

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

Australia

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 should note that this
information:

B May contain references to amounts which are not in
local currencies.

B May contain financial information which is not prepared
in accordance with Australian law or practices.

B May not address risks associated with investment in
foreign currency denominated investments; & does not
address Australian tax issues.

Hong Kong

This document is provided to Professional Investors in
Hong Kong only (as defined in the Hong Kong Securities
and Futures Ordinance and the Securities and Futures
(Professional Investor) Rules).

Singapore

This document may not be circulated or distributed,
whether directly or indirectly, to persons in Singapore
other than (i) to an institutional investor under Section
304 of the SFA, (ii) to a relevant person pursuant to
Section 305(1), or any person pursuant to Section
305(2), and in accordance with the conditions specified
in Section 305 of the SFA, or (iii) otherwise pursuant
to, and in accordance with the conditions of, any other
applicable provision of the SFA.

New Zealand

This document is issued only to wholesale investors

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.

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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