4> Invesco Diversifying traditional 60/40
portfolios: Senior Loans

Key Takeaways:

e Current 10-year long-term capital market return assumptions for senior loans are
at 9.3%, higher than most major equity asset classes*

e Leveraging the Invesco Vision portfolio analytics platform, expected long-term
volatility of the asset class is 4.3%, lower than global high yield bonds at 6.2*

e Senior loans can both increase returns and reduce risk for traditional fixed
income and balanced portfolios, increasing portfolio risk-adjusted returns

Christopher Hamilton
Head of Client Solutions, *Source: 2023 Long Term Capital Market Assumptions, data as of December 31, 2022

Asia Pacific

Traditional 60/40 portfolios are no longer delivering the returns investors were used to
over the last decade. Rising interest rates have created long-term opportunities for
investors to deploy public and private credit in 60/40 portfolios. In this blog we cover the
opportunities that currently exist in senior loans.

As shown in our February Invesco Investment Solutions Tactical Asset Allocation blog,
improving sentiment and macroeconomic buoyancy have pointed to the increasing
possibility of an economic soft landing, which is highly positive for credit-sensitive assets.
Since the start of 2023, a wave of increasing investor risk appetite and improved
fundamentals has created opportunities across the asset class spectrum - specifically in
senior loans.

As we closed out 2022 and moved into 2023, markets have reacted much more favorably
to the developing global macroeconomic backdrop, with inflation decelerating
meaningfully and China ending its zero-Covid policy. The confluence of these and other
factors has led to an improving risk appetite among global investors, increasing the
attractiveness of risky assets in the short-to-intermediate term. Coupled with the after-
effects of the sharp rising rate environment experienced in 2022, both tactical and
strategic opportunities still exist within the senior loans space, even if meaningful
increases in baseline interest rates have slowed. The most recent Invesco Investment
Solutions long-term capital market assumptions research, which takes a building block-
based approach to forward-looking return analysis, point to meaningful improvementsin
long-term fixed income returns.

Diving deeper into the fixed income space, asset classes such as senior loans provide not
only favorable income-generation potential, but also diversification properties which
enhance risk-adjusted returns of both traditional fixed income and multi-asset portfolios.
As seen below, the addition of senior loans to a portfolio of global core bonds and global
high yield leads to significant efficient frontier expansion.
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Figure 1: Global Fixed Income Efficient Frontier
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In further analyzing the efficient frontier analysis and examining various portfolio combinations,
we sample two different portfolios and gauge the return, risk, and diversification properties using
Invesco Vision:

Portfolio 1 Portfolio 2

Composition 70% Global Bonds + 30% Global High  70% Global Bonds + 15% Global High Yield +
Yield 15% Senior Loans

Return (%) 5.5 57

Absolute Risk (%) 3.7 3.2

Source: Invesco Vision, data as of 31 December 2022.

The diversification properties of senior loans are further elaborated upon below, when we look at a forward-looking correlation matrix
using our Invesco Vision analytics toolkit. As shown, senior loans have an expected correlation of -.10 with global aggregate bonds and
0.61with global high yield. In an environment we think could be more challenging to navigate over the longer-term, having an
increased focus on diversification will benefit investors over the next market cycle.

Expected correlation Global Aggregate Bonds Global High Yield Senior Loans
Global Aggregate Bonds 1.00 0.36 (0.10)

Global High Yield 0.36 1.00 0.61

Senior Loans (0.10) 0.61 1.00

Source: Invesco Vision, data as of 31 December 2022.
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As demonstrated above, the integration of senior loans into a traditional fixed income
portfolio can increase forecasted return and income while reducing risk, meaningfully
improving the efficiency of a fixed income allocation. While senior loans can be sensitive to
economic conditions, their floating rate nature can provide a source of diversification in the
event rates unexpectedly rise and can immediately increase the overall level of income in
the portfolio (expected yields on senior loans are 10% versus 4% for global core bonds'),
which we think is a positive tradeoff for strategic investors. Going forward, opportunity set
expansion will be key to achievement of core investment outcomes and looking beyond
traditional sources of equity and bond returns will be integral to investor success.

In sum, investors will need to use an expanded toolkit to experience similar returns from the
most recent 10-year period. As part of the approach, both public and private asset classes
will need to be examined for portfolio inclusion. For investors focused on liquid
investments, senior loans should be considered as a strategic mainstay in a portfolio. While
many investors focus on senior loans purely as a hedge against rising rates, it's important to
consider the multi-faceted benefits associated with the asset class. Those include strong
performance in environments with increasing risk appetite, such as we find ourselves in
now, the high level of current income, and diversification benefits. Thoughtfully
incorporated with a portfolio of traditional core fixed income, senior loans can improve risk-
adjusted return opportunities for investor portfolios.

We believe the opportunity in senior loans is particularly favorable for Asian investors,
where portfolio income often serves as a primary investment outcome. We also frequently
see “return on investment” targets used as secondary portfolio benchmarks in Asia, and
high cash flow generating assets such as senior loans can meaningfully increase the
probability of meeting those objectives. While the case for loans is global in nature, the
relevancy and applicability in Asia is even stronger given the unique attributes of the asset
class.

i Source: Invesco’s 2023 Long Term Capital Market Assumptions
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Investmentrisks

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 fullamount invested.
Past performance is no guarantee of future returns.

Most senior loans are made to corporations with the below investment-grade credit
ratings and are subject to significant credit, valuation and liquidity risk. The value of the
collateral securing a loan may not be sufficient to cover the amount owed, may be found
invalid or may be used to pay other outstanding obligations of the borrower under
applicable law. There is also the risk that the collateral may be difficult to liquidate, or that
a majority of the collateral may be illiquid. Compared to investment grade bonds, junk
bonds involve greater risk of default or price changes due to changes in the issuer’s
credit quality. Diversification does not guarantee of profit or eliminate the risk of loss.
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or relied upon by the public or retail investors. Please do not redistribute this
document.

The publication is marketing material and is not intended as a recommendation to invest
in 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. The information
provided is for illustrative purposes only, it should not be relied upon as
recommendations to buy or sell securities.

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

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

All articles in this publication are written, unless otherwise stated, by Invesco
professionals. The opinions expressed are those of the author or Invesco, are based
upon current market conditions and are subject to change without notice. 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.

Neither Invesco Ltd. nor any of its member companies guarantee the return of capital,
distribution of income or the performance of any fund or strategy. Past performance is
not a guide to future returns.

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.

Certain products mentioned are available via other affiliated entities. Not all products
are available in all jurisdictions.
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- in Hong Kong by Invesco Hong Kong Limited 5tIE#E & B R/ ], 45/F, Jardine House,
1 Connaught Place, Central, Hong Kong. This document has not been reviewed by the
Securities and Futures Commission.

- 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 001693 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., Two Peachtree Pointe, 1555 Peachtree
Street N.E., Atlanta, Georgia 30309, USA.

- in Canada by Invesco Canada Ltd. 120 Bloor Street East, Suite 700, Toronto, Ontario
M4W 1B7.

- in Austria and Germany by Invesco Asset Management Deutschland GmbH, An der
Welle 5, 60322 Frankfurt am Main, Germany.

- 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 by Invesco Asset Management Limited, PO Box 506599, DIFC Precinct
Building No 4, Level 3, Office 305, 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.
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