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Introduction

This summary presents highlights
from 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
and context to the findings.

The Study offers insights into
asset allocation decisions,
strategies, and methods of
implementation, as well as
future 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.

Sample and methodology

The fieldwork for this Study was

conducted by an independent, full
service advisory firm integrating
consulting, insights and analytics
exclusively in asset management,
wealth management and
protection. Invesco chose to engage
a specialist independent firm

to ensure high quality objective
results. Key components of the
methodology include:

m A focus on the key fixed income
decision makers within institutional
investors and wholesale
investors (including private banks,
diversified fund managers, multi-
managers and model builders),
conducting interviews using
experienced consultants and
offering market insights rather
than financial incentives

In-depth, face-to-face interviews
(typically 1 hour) using a
structured guestionnaire to ensure
quantitative as well as qualitative
analytics were collected

159 respondents across three regions covering US$20 trillion in assets

59 61
159 ”
Total Sample

North EMEA APAC
America

Segment Splits

39

3 1 d

Asset DB DC Endowment Insurer Sovereign  Wholesale
Consultant  Pension Pension Wealth Fund

$3.5tn
$2.5tn
NA 50.0tn stetn
DC

Asset DB Endowment Insurer Sovereign  Wholesale
Consultant  Pension Pension Wealth Fund

Sample AUM

$20.3tn $10.9tn

$14.1tn

$4.3tn I 35.1tn l

Total 2019 Total 2020 North EMEA APAC
Study Study America




Theme 1

Greater
caution in
advance of
market
turmoil

The Study'’s interviews,
conducted before the
appearance of COVID-19,
revealed a strong sense

of caution among fixed
income investors

prior to the turmoil unleashed

by the pandemic.

Almost half (43%) believed the end
of the record-long economic cycle
was a year or less away, with the
consensus for a soft landing. 23%
identified a bond market bubble

with just 29% fearing a major
collapse in bond prices. Central bank
easing had led to low and negative
yields encouraging some to take on
additional risk to bolster returns and
meet objectives. This was a market
plagued by fear: fear of losing but
also fear of losing out. Despite some
late cycle risk-taking, the confluence
of end-of-cycle concerns and fears of
trade wars may have translated into
portfolios that were better protected
from an unprecedented exogenous
shock than otherwise may have been
the case.

The increasing risk aversion exhibited
by many investors prior to the
COVID-19 crisis will have potentially
positioned them better for an
unprecedented exogenous shock than
may have otherwise been the case.

A

cautious
investors

Investors were more cautious than a year
earlier. In addition to trade war concerns,
nearly half thought the cycle would end

in a year or less, truncating the assumed
runway to the end of the cycle, pointing to
economic softening and lack of monetary
flexibility.

However, few were positioned for
rates to fall much further, with only
8% predicting negative rates in the US.

D
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Tumbling yields are particularly
problematic for funding levels of

defined benefit (DB) pensions straining to
match the duration of their liabilities. Most
defined contribution (DC) pensions and
insurers were responding by moving up
the risk spectrum and exploring new asset
classes; wholesalers were doing likewise.

Investors were mindful of high levels
of volatility and a breakdown in the
negative correlation between fixed
income and equities that has existed
since the 1990s, prompting some to
rethink the role of fixed income within
their portfolios.




Contrast
between
cautious and
yield-seeking
investors grows

Low yields have led

to steadily increasing
allocations to alternative
credit, despite the strong
sense of caution highlighted
in Theme 1.

Among those migrating to higher
yielding credit, some asset owners
remain more defensive than
others, particularly those identified
as having a more ‘cautious’ risk
profile. They have been more
selective than peers with a more
adventurous risk profile and

are more likely to be increasing
allocations to assets such as
asset-back securities (ABS) (12%)
and Real Estate Lending (15%),
while maintaining higher core
fixed income allocations. More
adventurous investors are more
likely to have been utilizing the
full range of alternative credit
securities to increase allocations
to less liquid sub-asset classes in
greater numbers: direct lending
(26%), high yield debt (24%)

and emerging market (EM) Debt
(29%).
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Investors reacted to concerns
about the end of the cycle in
different ways based on their
risk tolerance, with 54% of

04%

cautious

63%

of cautious
investors have
been retrenching
in core assets

US investors were selling out
of high yield, motivated by
concerns over rich valuations
and being late cycle.

Non-US investors, hungry
for yield and attracted by
the strengthening dollar,
increased their allocations.
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Asset-backed
lending
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Emerging Asia is the place to
be - a third of investors have
increased allocations over the
past three years. We address
this trend in depth in Theme 4.

46%

adventurous

Distressed

1/3

investors

investors identifying themselves
as ‘cautious’ and 46%
as ‘adventurous'.

Some 63% of cautious investors
were retrenching in core asset
classes, particularly well-funded
pension funds and insurers. Those
experiencing greater pressures on
returns were increasing yield through
lowering credit requirements,
especially North American insurers.

<

Both cautious and less risk-averse
investors were reaching for
alternatives. Lower-risk investors
were boosting asset-backed
lending, such as real estate debt
(RE debt) and ABS, as they offer
diversification and low correlations
with US Treasuries. For the more
adventurous, sub-asset classes
such as distressed lending offered
enhanced yields.

increased
allocation,/,




New
approaches
help to
address a
bond market
liquidity
paradox

Asset owners were
extending allocations to
illiquid asset

classes late in the cycle.

Yet the majority (51%) expressed
concern around bond market
liquidity, uncertain how bond
markets would behave during
more challenging periods with
the introduction of regulations
such as Dodd-Frank and the
retrenchment of traditional
market makers that followed

the GFC. The response in part
has been increased interest in
strategies that can help improve
liquidity and reduce market risk,
such as block trading directly
between customers via ETFs
(used by 59% of investors), credit
portfolio trading (used by 30%)
and wider adoption (56%) of
fixed maturity strategies.

Even as investors highlighted liquidity
as one of their biggest concerns, many
continued to make late-cycle bets for
return by increasing allocations to
more illiquid securities.

Some 59% of investors
use fixed income ETFs.
They are valued for
providing liquidity

59%

of investors use
fixed income ETFs

Fixed income markets have
evolved significantly since the
GFC, shaped in part by the
retrenchment of traditional
market makers and the rise of
block trading directly between
customers via ETFs and credit
portfolio trading (CPT), and
wider adoption of fixed maturity
investing strategies.

Just under

40%

of investors

alongside the convenience

use ETFs for

of instant diversification.
This is facilitating a
range of new strategies,
with just under 40% of
investors using ETFs for
tactical trading.

3 00/0 rising to

of respondents

portfolio investors

trading

Investors see fixed maturity
strategies as a good way of
harnessing additional illiquidity
premiums as well as reducing costs
and generating more predictable
returns. Some 56% of investors
are using this approach, which
accounts for around 40% of the
portfolios of these investors.

42%

Credit for the largest

of investors

fixed maturity

tactical trading

Credit portfolio trading

is used by 30% of
respondents, rising to 42%
for the largest investors.
This approach is valued for
the ability to reduce market
risk exposure and improve
liquidity in harder-to-target
parts of the market.

Some

56%

are using

strategies




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

This year’s Study
finds another year

of rising interest in
emerging market (EM)
debt.

72% of investors now have

an allocation versus the 49%
observed in our 2018 Study.
Specialisation is also on the
rise, especially among investors
attracted by returns (rather
than diversification), who prefer
country-specific allocations
(63%). One such discrete
allocation, China, is of interest
to the 42% of investors that now
have an allocation, emboldened
by the belief that the Chinese
economy and political system
offers unique diversification
benefits and the lowering of
barriers to investment. 62% of
investors believe access is less
challenging than two years ago.

EM debt's strong run has
generated rapidly growing
allocations - from 49% of
investors allocating in our
2018 Study to 72% in this
year's Study. This is led by
investors in APAC (89%) and
EMEA (80%), in comparison
to just over half of those in
North America.

49%

of investors
allocating to
EM debt in
2018 Study

Individual market allocations have
replaced diversified mandates;
return-seekers are increasingly likely
to be making allocations to specific
countries (63%). This approach is
seen as requiring deep expertise
with specialist teams that can access
and understand each market.

72%

of investors
allocating to
EM debt in
2020 Study

The highest growth has

come from APAC, with

EMEA increasing at a

steadier rate. US investors

lag, more motivated by
diversification and benchmarks
than their yield-driven
EMEA/APAC counterparts.

63%

of investors

are making
country-specific

allocations

The opening up of Chinese markets
is attracting foreign investors.
However, almost half of US investors
cited market access as a major
challenge. Investors are also sceptical
over pricing of default risk - again,
something needing local expertise.




Investors continue to 0
move beyond performance 50 / 0
concerns relating to ESG, of respondents recognize

ESG Widely recognizing that managing that managing issuer-related

issuer-related ESG risks ESG risks has the potential

has the potential to to enhance returns
seeln dSs enhance returns (50% of

. respondents). Only a very /\/
beneficial 5 indors performance.
to returns, HDHH
as focus turns

to shortage

. . . APAC is rapidly integratin
of product and ESG integration in APAC A earatng
38% last year, and overtaking

]_mplementat]_on North America. Moves such
as China's mandatory ESG
3 80/() 690/0 disclosure and uptake by
large regional asset owners
such as Japan’'s Government
Pension Investment Fund
2019 Study 2020 Study (GPIF) could see APAC

leapfrog to the forefront
of ESG adoption.

D)

Availability of suitable product is
the largest impediment to further

| implementation. While this is a general

. complaint, it is felt most keenly in
Investors continue to APAC, with 40% of investors there

move beyond performance  JFANCI SR
concerns relating to ESG,

instead recognizing that

managing issuer-related

ESG risks has the potential

to enhance returns.

This need for relevant product itself
Specifically, investors who fail indicates that investors are becoming more
to address environmental and specific in their ESG approach, looking for
governance concerns may face guantifiable outcomes. Some 68% now invest
higher borrowing and refinancing in ESG-specific products, 55% require their
costs, with clear implications for managers to integrate their ESG guidelines,
the valuation of these securities and 62% have ESG factors integrated within
for investors. 50% of investors that their credit models.

have incorporated ESG within their
fixed income portfolios cite return
enhancement as a key driver. 46%
of investors that have incorporated
ESG within fixed income believe
that it has been beneficial to their
returns with just 3% seeing a
negative impact.
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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 unauthorized 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
strateqgy 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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