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Co-Head of Global Bonds Nick Maroutsos identifies the opportunities and risks he sees for fixed income
investors in 2020 as the US Federal Reserve’s near-term policy path remains far from certain.

Key Takeaways

=  While we expect the current trend of global easing to continue, much of the fixed income investment
environment may be dictated by the US Federal Reserve (Fed), which we believe hopes to delay rate
cuts until a time that a slowing economy better merits them.

= With equities and corporate credits richly valued, this is not a time, in our view, to reach for yield or
replace interest rate risk with credit risk.

Where do you see opportunities for 20207

We expect the fixed income environment in 2020 to be similar to that experienced in 2019 in that the
predominant trend will be one of growing policy accommodation by central banks, so there should continue to
be opportunities within markets where yields and rates are heading lower.

We continue to like financials, particularly monopolistic-type entities in countries like Australia, Hong Kong and
Singapore, where attractive yields exist, supported by well-capitalised companies. We also like issues from
US banks, particularly the big deposit takers. We see merit in avoiding a home country bias, particularly in
jurisdictions with negative rates, where we believe better opportunities can lie overseas where positive yields
remain.

What do you see as the chief risk to markets in 2020?

We believe that inaction was the preferred playbook for the Fed during 2019, but the market forced its hand
as concerns about weakening global growth festered. Fed policy is therefore a risk that merits close attention.
We believe that lower nominal interest rates are a secular trend — and one from which the US is not exempt.
Ultimately, we expect the Fed to re-engage in rate cuts, but their timing represents a risk to markets. Many
investors have priced in a ‘doom’ scenario as represented by a flatter Treasuries yield curve. We do not
foresee doom, nor do we think a near-term recession is on the cards. In the wake of the Fed’s October
statement, futures markets have backed off their expectations for 2020 rate cuts, but they still price in more
than Fed officials estimate. Should the Fed stick to its guns and the yield curve steepen, we could foresee
repricing across a range of risk assets.

We think it is also worth being vigilant about the state of the repo (repurchase agreement operations) market
in the US. The frequency of the funding spikes is more telling than the magnitude. While it is still early days, it
hints at wider stress in the system and we are not totally convinced that the Fed is tackling the source of the
problem.
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Are trade and politics a growing concern?

While inroads have been made in breaking the US-China trade impasse, a tenable resolution that could
reignite the languishing manufacturing sector and soft trade flows is far from certain. Much of the optimism
priced into riskier asset classes as we closed out 2019 reflected a ‘better-case’ trade scenario. The high
valuations of both corporate credits and equities could quickly reverse should the two countries retreat to a
more protectionist stance.

In Europe, the Brexit saga continues to hang over markets as do questions about whether the European
Central Bank’s latest increase in asset purchases will move the needle for economic growth, especially if
governments remain hesitant to implement fiscal stimulus. A new risk is the policy uncertainty thrust upon
markets by the US election cycle. Sectors ranging from heath care and energy to technology and financials
may all be impacted by the proposals of the leading presidential contenders.

Despite our view that a strong US consumer and accommodative policy by central banks will likely stave off
global recession, the lack of clarity on this cocktail of risks means that investors should expect higher levels of
bond market volatility. One place where this volatility may manifest itself is the longer end of the US
Treasuries curve. Tight spreads may mean that the upside of US corporate credits is limited as well. Other
markets appear better positioned as their monetary authorities are firmly in the easing camp and their
corporate sector may not be as richly priced as comparable US issuers.

Past performance is not a guide to future performance. The value of an investment and the income from it can fall
as well as rise and you may not get back the amount originally invested.

The information in this article does not qualify as an investment recommendation.
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Important information

The content herein is produced for information, illustration or discussion purposes only and does not constitute an
advertisement or investment advice or an offer to sell, buy or a recommendation for securities in any jurisdiction and do
not purport to represent or warrant the outcome of any investment strategy, program or product, other than pursuant to an
agreement in compliance with applicable laws, rules and regulations. Not all products or services are available in all
jurisdictions. Investment involves risk. Past performance cannot guarantee future results. Janus Henderson Investors is
not responsible for any unlawful distribution of this document to any third parties, in whole or in part, or for information
reconstructed from this document and do not make any warranties with regards to the results obtained from its use. It is
not intended to indicate or imply that current or past results are indicative of future profitability or expectations. In preparing
this document, Janus Henderson Investors has reasonable belief to rely upon the accuracy and completeness of all
information available from public sources. Unless otherwise indicated, the source for all data is Janus Henderson
Investors. This material may not be reproduced in whole or in part in any form, or referred to in any other publication,
without express written permission. Anything non-factual in nature is an opinion of the author(s), and opinions are meant
as an illustration of broader themes, are not an indication of trading intent, and are subject to change at any time due to
changes in market or economic conditions. It is not intended to indicate or imply that any illustration/example mentioned is
now or was ever held in any portfolio. No forecasts can be guaranteed and there is no guarantee that the information
supplied is complete or timely, nor are there any warranties with regard to the results obtained from its use.

Issued in (a) Singapore by Janus Henderson Investors (Singapore) Limited, licensed and regulated by the Monetary
Authority of Singapore. Janus Henderson Investors (Singapore) Limited Company Registration No. 199700782N, for use
only with institutional investors as defined in Section 4A of the Securities and Futures Act, Singapore. This advertisement
or publication has not been reviewed by Monetary Authority of Singapore. (b) Hong Kong by Janus Henderson Investors
Hong Kong Limited, licensed and regulated by the Securities and Futures Commission, (¢) Taiwan R.O.C by Janus
Henderson Investors Taiwan Limited, licensed and regulated by the Financial Supervisory Commission R.O.C.
Independently operated by Janus Henderson Investors Taiwan Limited. Suite 45 A-1, Taipei 101 Tower, No. 7, Sec. 5, Xin
Yi Road, Taipei (110). Telephone: (02) 8101-1001. Approved SICE licence number 023, issued in 2018 by Financial
Supervisory Commission, (d) South Korea by Janus Henderson Investors (Singapore) Limited Janus Capital International
Limited, authorised and regulated by the U.K. Financial Conduct Authority. In South Korea, this material is issued for the
exclusive use of the recipient who warrants by receipt of this material that they are Qualified Professional Investors, (€)
Japan by Janus Henderson Investors (Japan) Limited, regulated by Financial Services Agency and registered as a
Financial Instruments Firm conducting Investment Management Business, Investment Advisory and Agency Business and
Type Il Financial Instruments Business, (f) Australia and New Zealand by Janus Henderson Investors (Australia)
Institutional Funds Management Limited (ABN 16 165 119 561, AFSL 444266) and (g) the Middle East by Janus Capital
International Limited, regulated by the Dubai Financial Services Authority as a Representative Office. No transactions will
be concluded in the Middle East and any enquiries should be made to Janus Henderson.

For Other Countries/Regions in APAC: This material is provided for your information purposes only and must not be
distributed to other persons or redistributed. This material is issued for Institutional Investors only (or
professional/sophisticated/qualified investors as such term may apply in local jurisdictions).

Note to China (PRC), Africa and Colombia Readers: Janus Henderson is (a) not licensed, authorised or registered with the
China Securities Regulatory Commission for investment management business or investment consultancy business or
otherwise approved by any PRC regulatory authorities to provide investment management services or investment
consultancy services in the People’s Republic of China (the "PRC") (which, for such purposes, does not include the Hong
Kong or Macau Special Administrative Regions or Taiwan). Janus Henderson Investors makes no representation and
warranties that it is, and will be, in compliance with PRC laws.This document and the information contained in it is only
available to select targeted institutional investors in the PRC, (b) not authorised in South Africa for marketing and (c) not
authorised to market its products and/or services in Colombia or to Colombian residents unless such promotion and
marketing is made in compliance with applicable rules and regulations.

For Professional and Institutional Investor Use only. This material is not to be reproduced or distributed to persons other
than the recipient.

Janus Henderson and Knowledge. Shared are trademarks of Janus Henderson Group plc or one of its subsidiary entities.
© Janus Henderson Group plc.
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