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Key Points

% Institutional allocation to GFI has been rising in recent times.

% GFl sectors and asset class has done very well over year and decade on the back of falling rates around the world.

% In 2019, Emerging markets outperformed Developed market returns. UK, Canada, Italy and Australia amongst the best performers in
DM.

% While yield dispersion across major segments remain high, investors need to avoid sectors with high risk, low returns.

¢ Active manager performance has been mixed across most styles, yield based style stands out the most.

% Dispersion of key portfolio and return drivers is very high amongst global fixed income managers.

% Investors need to compare managers of similar style to ensure apple to apple comps.

%+ Dispersion on performance and risk also very high, reflecting greater dispersion of style and factor biases.
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1. INDUSTRY DYNAMICS

GLOBAL FIXED INCOME ALLOCATION HAS BEEN INCREASING

Foresight Analytics



Asset Allocation Trends

Allocations to GFl assets have been
rising steadily over the past 5 years

QI 2014:5.8%

Q2 2019:9.0%

Foresight Analytics
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Asset Allocation Trends

The addressable market for GFl is
very large across the major
superannuation segments

Total assets invested across the
system represent $164bn.

Foresight Analytics

Entities
All

Public sector funds Retail funds

Industry funds

Corporate funds

Q22019:51718(27.58%)

[ isted property B Austratian unlisted infrastructure W other
D Unlisted property

. Listed infrastructure
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. Commodities

[ international listed equity

[ international fixed income B uniisted equity

Source: Foresight Digital
Data source: Australian Prudential Regulation Authority (APRA)
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2. ASSET CLASS INSIGHTS

HIGH RISK TAKING HAS BEEN REWARDED WELL

Foresight Analytics



A$1 Growth Chart - (01/10 to 12/19)
Returns are denominated in AUD.
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B 889Barc EM Hard Currency Agg TR USD
[ eBgBarc EM USD Agg HY TRUSD

. BBgBarc EM USD Aggregate TR AUD

1year 3year 5year 7 year 10 year 15 year
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Long Term Performance by
sectors 2 O
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Risky segments have delivered strong
returns.

! BBgBarc Global High Yield TR USD
. BBgBarc Global Treasury TRUSD

[ BBgBarcLong Term 67 TR USD
I FTSE EMUSDGEI USD
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EM USD Aggregate HY experienced
highest levels of growth over 5-, |0-
and |5-year periods.

[ #rsE weBl AUD
[ FTSEWGBI Hdg AUD

FTSE EM USD Government Bond
Index delivered highest returns over
|- and 3-year periods.

Global High Yield bonds have
delivered top 5 returns across all

periods shown.

Source: Foresight Digital
Data source: Foresight Analytics and Morningstar
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Monthly Yield (01/00 to 12/19)

Yield dispersion still high 2
across the segments
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Monthly Yield Differential: BBgBarc Gbl Agg Govt YId USD & BBgBarc Gbl Agg Corp YId USD (09/00 to 12/19)
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Longer term volatility still low
for now

Rolling volatility shows G7 bonds
(USD) currently has the highest
volatility.

Second and third panels show that G7
bonds have had the highest dispersion
(also highest median) in volatility over
the median |0 year period.

The least dispersion in volatility was

experienced by EM Hard Currency
bonds.

Foresight Analytics

36 Month Rolling Volatility (01/10 to 12/19)

Returns are denominated fn AUD.
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Manager performance across
all style segments is
disappointing.

Global fixed income manager
performance (broad group) has been
disappointing since the GFC.

While more offerings have hit the

market, only about 40% of managers
have actually beaten their index.

Foresight Analytics

Rolling Excess Return of Global Fixed Income Funds (36 month rolling window, computed monthly, Net, AUD)

Cluster group: All
‘Benchmark for cluster 1 is Bloomberg AusBond Composite 0+Y TR AUD (50%) + BBgBarc Global Aggregate TR Hedged AUD (50%). Benchmark for clusters 2,4 and unclassified is BBgBarc Global Aggregate TR Hedged AUD

(50%). Benchmark for cluster 3 is Bloomberg Ausbond Bank 0+Y TR AUD.
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Manager performance across
Yield style has been much
stronger

Managers within the Foresight
investment style ‘Yield’ have done well

since the GFC.

Average outperformance has been 2%
above the cash benchmark.

Almost 100% of managers have
outperformed consistently.

Foresight Analytics

Rolling Excess Return of Global Fixed Income Funds (36 month rolling window, computed monthly, Net, AUD)

Cluster group: Yield
Benchmark for cluster 1 is Bloomberg AusBond Composite 0+¥ TR AUD (50%) + BBgBarc Global Aggregate TR Hedged AUD (S0%). Benchmark for clusters 2,4 and unclassified is BBgBarc Giobal Aggregate TR Hedged AUD

(50%). Benchmark for cluster 3 is Bloomberg Ausbond Bank 0+Y TR AUD.
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3. ACTIVE INSIGHTS ON MANAGERS

Foresight Analytics
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Dispersion of portfolio drivers
is very high

Average coupon of the Foresight peer
group is 3.2% with a range between
|% and 7%.

Average effective duration is 7% with
a peer group range between |2 years

and | year.

Variation of duration with style groups
is much lower as expected.

Foresight Analytics

3 Year Average Portfolio Statistics of Global Fixed Income Funds (31.12.2019)

Average Coupon Average Effective Duration Average Effective Maturity Average Modified Duration Average Yield to Majurity
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Portfolio Statistics of Global Fixed Income Funds: Average Yield to Maturity vs Average Modified Duration (01/17 to 12/19)
Average \Tield to Maturity
Dispersion of portfolio drivers =
is very high
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Portfolio Statistics of Global Fixed Income Funds: Average Coupon vs Average Modified Duration (01/17 to 12/19)
Average Coupon
Dispersion of portfolio drivers B
is very high
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Median: 6,30 e D
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Manager risk adjusted
performance

Manager risk adjusted performance
variation across Foresight ‘Yield’ style
is quite high

Foresight Analytics

Payden Global Income Opportunities vs Peers: Sharpe Ratio vs Sortino Ratio (Net, AUD, 31.12.2019)
Cluster group: Yield

Benchmark for cluster 1 is Bloomberg AusBond (
(50%). Benchmark for cluster 3 is Bloomberg Ausbond Bank 0+Y TR AUD.

ite 0+Y TR AUD (5096) + BBgBarc Global Aggregate TR Hedged AUD (50%). Benchmark for clusters 2,4 and unclassified is BBgBarc Global Aggregate TR Hedged AUD

1year 3year 5year
Sharpe Ratio Sharpe Ratio Sharpe Ratio
8.00 .
a
7.00
L]
6.00
e 5.00
=
o
o
o
=
£
& 4.00
@
L] S [} °
3.00 L]
Median: 2.43 . .
Median: 2.01
2.00 # Se - * .
L Median: 1.58
° oo L4
L ]
L ] = ® ry
1.00 @
L ]
L ] L ]
Median: 0.57 Median: 1.00 Median: 0.85
0.30 0.40 0.50 0.60 0.70 0.80 0.50 1.00 150 2.00 0.40 0.60 0.80 1.00 1.20 1.40 1.60
. Payden Global Income Opportunities . Peers
Source: Foresight Digital
Data source: Foresight Analytics and Morningstar
Period Cluster Group Fund Standard Name Highlighted Fund (Statistics) Statistics X Statistics Y
Multiple values Yield All Payden Global Income Opportunities Sharpe Ratio Sortino Ratio

Phone : +61 288 831 369 Email: info@foresight-analytics.com | Website: www.foresight-analytics.com




Distribution of Max Management Fees of Global Fixed Income Fees (31.12.2019)

Dispersion of fees higher than
return o
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APPENDIX

Foresight Analytics



Foresight Fixed Income Methodology

Clustering Technique

Foresight uses clustering technique based on statistical method. The technique is designed to
define the true style of fixed income managers so that any comparison is more reliable and
relevant. The underlying drivers of clustering analysis include:

Region
Primary sector
Maturity
Credit quality
Coupon

Foresight Clusters — based on three years average allocation data




Foresight Analytics - Unlocking your investment advantage
Foresight Analytics is a data-driven investment research, analytics and consulting firm. Using its innovative 360-degree framework and factor-based technology, Foresight provides analytical,
predictive and market intelligence solutions to leading investment management companies, superannuation funds and wealth groups.
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