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For more than three decades, traditional bond investment strategies
have been benefitting from falling interest rates. However, currently
we are witnessing a historically low/negative yielding environment
coupled with rising market risk in portfolios alongside a deeply
fractured liquidity setting.
We believe that the current status-quo of fixed income investing
is wholly ill-equipped to deal with these new realities.
In our view, investors need to rethink fixed income investing in order
to mitigate today’s challenges and embrace a new paradigm of bond
investing focussed on trading less and quality.
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EXECUTIVE SUMMARY
Today, we have a problem of too much debt in advanced economies. Since the crisis in 2007/8, a
further USD 57 trillion in sovereign debt has been piled on. Central Banks through ultra-easy monetary
policy and unconventional methods have back-stopped the system delaying the necessary adjustments
through default and debt re-structuring. With so much debt, we believe advanced economies will
struggle to return to pre-crisis growth levels. Therefore, we expect a low growth and deflationary
economic environment to continue expressed in our base-case scenario as the Japanisation of Europe.

Salman Ahmed
Chief Investment Strategist

This implies Central Banks in advanced economies are likely to maintain very low or negative rates for
much longer. A policy which is having significant intended and unintended consequences for investors,
especially, within their fixed income portfolios.
Overall, in our view, there are structural challenges facing fixed income investors:
1. Widespread low or negative yields in key developed markets: Many asset owners are now facing
a material cost of negative carry in their fixed income allocation and this is forcing investors to
search for yield
2. Increased market risk: Investors have extended duration to find positive yields and now face a
heightened sensitivity to moves in interest rates. Furthermore, bonds are now providing limited
diversification benefit and with many investors doing the same thing there has been a material
increase in herding of fixed income investors
3. Fractured liquidity: Investors should be under no illusion that liquidity is fractured in fixed income
markets stemming from two main causes: (i) the unconventional monetary policies of Central
Banks mean they have bought and hold up to 30% of all outstanding government debt and
therefore reducing the free-float of major sovereign bond markets and (ii) tightening regulation
such as Basel III are strongly reducing banks’ ability to hold and trade fixed income. Banks are
acting more like brokers than principals.

How can investors address these issues?
Investors will need to continue to find sources of yield and move down the credit spectrum into asset
classes like corporate credit and emerging local debt. However, we think they will need to change their
approach to account for a new paradigm in fixed income markets by building quality-driven portfolios
and trading less.
In a world where you cannot easily trade, the starting point, when it comes to portfolio construction
becomes a critical decision. Today, a vast majority of investors apply traditional market-cap bond
indices as their starting point. This represents a significant issue for bond investors as market-cap
indices reward leverage and give a higher weight to the most indebted issuers – a design flaw which
we think is being amplified in the current fractured liquidity environment. Often investors turn to active
managers to mitigate the flaws in market-cap, but we can expect there will be increasing pressure
on higher turn-over active management as higher trading costs and lack of friction-less trading
erodes performance.
In order to tackle some of the challenges facing investors today, we recommend investors trade less
and build safer portfolios that exhibit quality. To achieve this investors should install explicit default risk
mitigation at the heart of their portfolio construction process. This means investors need to consider
fundamentals-driven portfolio construction approaches within a low turnover framework that focus on
credit default mitigation. These are the core objectives of our Fundamental Fixed Income capabilities.
The need for trading-less can be extended to include buy-and-maintain portfolios that hold bonds to
maturity and can be used to transform duration risk to credit risk.

Please see important information at the end of this document.
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A NEW PARADIGM IN FIXED INCOME MARKETS
Against a backdrop of today’s unprecedented negative rate environment, the direct intervention of key central banks in order to fulfil economic
objectives, as well as the tightening of regulations, has structurally altered fixed income markets. This entails serious and lasting consequences
for investors. It is our firm belief that a sustained period of negative interest rates and increased central bank dominance lies ahead.

Macro realisation: negative interest rates and central bank dominance here to stay
At the very heart of global economic issues is the huge amount of debt in the system. Although banks – and the financial sector in general –
have been forced to reduce leverage since 2008, the increase in government and corporate debt across advanced (and some emerging)
economies in the following years has meant that the global economy piled on an additional USD 57 trillion of debt over the 2007-14 period.
This serious debt hangover is likely to have ongoing negative implications for economic growth. The resulting ultra-easy central bank policies,
which we expect to be expanded, have delayed the necessary adjustments such as defaults and debt restructuring that are needed to allow
economic activity to reach its pre-crisis trend.
FIG. 1 – THE RATIO OF DEBT TO GDP HAS INCREASED IN ALL ADVANCED ECONOMIES SINCE 2007
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1
Debt owed by households, non-financial corporates and governments.
2Q14 data for advanced economies and China; 4Q13 data for other developing economies.

Our base economic case thus continues to envisage the “Japanisation” of Europe, with widespread disinflation. This implies an environment
in which central banks are likely to maintain very low rates for much longer as monetary policy remains the main source of economic stimulus.
This is particularly true given the unavailability of fiscal-policy tools such as government spending increases or tax cuts; on which European
countries find it very difficult to agree as Germany favours austerity.
On the US front, as the economy reaches full employment, we expect to see a slower pace of decoupling going forward vis-à-vis other
advanced economies and rising focus on dollar dynamics as an increasingly important driver of monetary policy. In addition, we expect
China to experience a sustained period of weak growth, while the likelihood of a financial meltdown remains low given the country’s strong
external balance sheet.
Our structural macro views project a world of sustained low/negative interest rates. We see tail risks potentially emanating from any weakening
of central banks’ credibility and their ability to continue to implement unprecedented monetary policy frameworks, the likes of what has been
put in place over the last 8 years.

CHALLENGES FACING FIXED INCOME INVESTORS
The legacy of the crisis that began in 2008, as well as our projection of low growth and sustained disinflation in the major economic centres,
lead us to expect direct intervention by central banks to continue to grow. Central banks are now policymakers, asset owners and regulators
in a changing financial system. The printing press and negative interest rates have become the key forces shaping both the nature and size
of all risk premia.
This environment means a number of lasting challenges face fixed income investors. These emanate from: (1) widespread low or negative yields
in key developed markets; (2) increased market risk; and (3) a fractured liquidity situation resulting from both central-bank dominance and
tightening banking-sector regulations.

Please see important information at the end of this document.
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1. Widespread low or negative yields
If there was any doubt that we are in a unique situation in history, it bears remembering that long-term interest rates have never been this
low during the last 200 years except during the 1920s.
FIG. 2 – TEN-YEAR GERMAN GOVERNMENT BOND YIELDS
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It is also estimated that around USD 10 trillion of government and corporate bonds are now yielding less than zero. Across Europe, with the
exception of mainly peripheral countries, more than 50% of available government bonds have negative yields.
FIG. 3 – GLOBAL BOND MARKETS TRADING WITH A NEGATIVE YIELDS
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This means that today, any asset owners and savers with a reasonable quality developed government bond portfolio are earning negative
carry on their fixed income portfolios, with continued capital gains from yields going down further their only potential source of long-term
returns. Here, it is important to recognise that as interest rates move deeper into negative territory, the question of economic (rate at which
further negative rates become counter-productive) and physical (rate at which economic agents flee deposits for cash) bounds will become
paramount. Overall, it is hard to see how yield compression-driven capital gains, we have witnessed over the last 5 years can continue unabated
going forward given the reality of this binding constraint.

Please see important information at the end of this document.
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FIG. 4 – 5Y CUMULATIVE RETURNS OF GLOBAL AGGREGATE – BULK OF RETURNS HAVE EMANATED FROM YIELD COMPRESSION
1.35
Yield Compression Contribution
Total Return
1.25

1.15

1.05

0.95

Jul-11

Jan-12

Aug-12

Mar-13

Sep-13

Apr-14

Oct-14

May-15

Dec-15

Jun-16

Source: Barclays and Bloomberg.

2. Increased market risk
Negative yields have forced the majority of investors to undertake search for yield by taking on more duration in their government bond
portfolios in order to maintain positive carry. However, as investors have materially extended duration to achieve return targets a key
consequence has been the flattening of yield curves across all major bond markets.3
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3

Slope shown the charts is estimated as difference between 10Y and 3M rates.

Please see important information at the end of this document.
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At the time of writing, investors need to take on up to 15 years of duration risk to avoid negative yields in Germany. In Switzerland the entire
issuance of government bonds up to 50 years at one point in recent weeks had been trading with negative yields. This need to take on duration
is severely increasing the market risk that investors are facing from their fixed income portfolios:
 Primarily through a heightened sensitivity to interest rate moves. We estimate that just a 50bp increase in rates globally would create
significant and damaging mark-to-market losses across asset owners portfolios as duration of outstanding sovereign debt in Europe
has increased from less than 6yrs to more than 7yrs over the last 8 years
 In addition, the risk/reward facing investors in advanced economy government bond markets has deteriorated sharply. For instance,
using German government bond yield data since 1840, we find that volatility is actually higher than its long-term median, while yields
are at all-time low levels.
FIG. 6 – DURATION TRENDS IN EUROPEAN SOVEREIGNS
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FIG. 7 – GERMAN YIELD AND VOLATILITY CHARACTERISTICS (1840-2016) 4
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As the direct risks that investors are facing from their fixed income portfolios are rising rapidly, there has also been a worrying shift in the
correlation between bonds and equities. Bonds have historically provided stable, low-risk diversification from equity and growth strategies.
However, over the last few years, bonds in Europe, for example, have tended to correlate positively with equities. This means that bonds can
now amplify the market-driven moves in the return-seeking part of portfolios, rather than acting as an offset.
FIG. 8 – CORRELATION BETWEEN EUROPEAN EQUITIES AND GOVERNMENT BONDS
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At the same time, an indirect consequence of the ongoing search for yield has been numerous investors being forced into the same positions,
increasing the herding effect. IMF data shows that herding (or commonality in investor positions) has risen sharply since 2011. This situation
has been exacerbated by the overuse of market cap-based allocation schemes (which has been due partly to their perceived liquidity).
Herding is a problem from both a quality of liquidity and market-risk perspective; this is because it implies that investors are in crowded trades
at a time when worsening liquidity is causing the exit doors to shrink. This makes the market prone to overshooting in reaction to shocks
to investor expectations.
FIG. 9 – H
 ERDING AMONG US MUTUAL FUNDS IS ON THE RISE
(AVERAGE MEASURE OF HERDING BY SECURITY TYPE, MEAN, FOUR-QUARTER AVERAGE) 5
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Note: EM = emerging market; HG = high grade; HY = high yield. The herding measure is that proposed by Lakonishok, Shleifer, and Vishny (1992). It assesses the strength of correlated trading among mutual funds
investing in each security, controlling for their overall trade trends. Note that the market as a whole cannot trade in the same direction, since at any given time there must be a buyer for each seller. The measure is 0 when
there is no sign of herding among mutual funds. It is calculated every quarter, looking at the fund-level activity in each security, and then averaged across securities. The measure is computed when there are at least five
funds that changed the holdings of a security in each quarter for each security. The CRSP database contains security-by-security holdings of all U.S.-domiciled open-end mutual funds, covering more than 750,000
securities. To make the analysis computationally feasible, this chapter works with subsamples of securities that are randomly selected. Except for the S&P 500 sample, the herding measure is calculated with 50,000
randomly selected securities for each of the subgroups. The difference in herding across neighbor categories is statistically significant at the 5 percent confidence level, except for the case of EM debt versus EM equity,
and HY bond versus HG bond.

Please see important information at the end of this document.
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3. Fractured liquidity
Investors should be under no illusion that liquidity has fractured across fixed income markets. Central banks now dominate the landscape,
and are sitting on up to 30% of all outstanding government debt in the major developed economies. This represents a paradigm shift
in fixed income markets, as the newest and certainly the most dominant participants do not play by the same rules. Rather than buying
bonds to earn income and generate returns, central banks are price-insensitive; they are buying bonds to fulfil their macro objectives
(i.e. to generate inflation and growth).
From a market-liquidity perspective, it is critical to consider the impact of central-bank involvement, particularly as the more-or-less
permanent nature of their balance sheets implies a significant reduction in the free floats available to traditional investors. Once central
banks have bought their bond positions, they do not need liquidity (unless their policy stances shift), and hence it is not a major concern
for them.
FIG. 10 – CENTRAL BANK OWNERSHIP OF OUTSTANDING GOVERNMENT DEBT (AS A % OF TOTAL PUBLIC DEBT) 6
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As the ECB extends the scope of its asset-purchase programme to corporate bonds and the BoJ continues to buy the vast majority of new
issuances, central bank domination is expected to increase and the liquidity crunch to worsen.
Furthermore, tighter regulation is strongly discouraging banks to trade and hold fixed income and is having a significant impact on their ability
to provide liquidity. These regulations include:
 Liquidity Coverage Ratio (LCR) has been introduced under the Basel III framework to define how much liquid assets have to be held by
financial institutions. The initial LCR requirements were put into force in 2015 and will be increased to full effect in 2019. LCR forces banks
to hold more high quality liquid assets (sovereign or corporate bonds) to ensure they can meet short-term obligations and have the assets on
hand to ride out short-term liquidity disruptions. As a consequence, this is negatively impacting the free-float available to traditional investors
as these bonds are locked-up on bank balance-sheets
 Basel III capital requirements and risk weighting changes which have the objective to make the financial system safer, and we are
now starting to see coming into effect. Basel III has increased the capital requirements to which banks must adhere to. In addition, the rules
introduce significantly more conservative definitions of risk-weighted assets, which has increased the cost of holding corporate bonds on
banks’ balance sheets. Whilst Basel III has had a big impact on liquidity in corporate bonds, there is a potential that when Basel IV is
introduced, this will be extended to sovereign bonds as well
 Clearing rules such as Dodd Frank and EMIR should also not be ignored for their impact on liquidity. These rules have been introduced to
make OTC derivatives trading safer, but also have considerable consequences for trading costs and liquidity. Clearing rules increase the level
of collateral all market participants must provide to support their derivatives trading on instruments like interest rate swaps or credit default
swaps. The need for more collateral not only increases the cost of trading for all participants, but also reduces liquidity on high quality
sovereign bonds which are typically used to post collateral.

Please see important information at the end of this document.
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FIG. 11 – NEW BASEL III CAPITAL REQUIREMENTS (APPLICABLE FOR SYSTEMICALLY IMPORTANT BANKS)
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Overall, the regulatory changes make banks far less able to act as intermediaries on bond markets, and means that they are now acting more
as brokers (connecting buyers and sellers) than as market makers (using their own balance-sheet for liquidity provision).
As banks adapt to the tighter regulations, the scope of the problem is highlighted by data showing a sharp drop in corporate bond inventories
held by the banking sector relative to the size of the market. We estimate that their inventory levels are now 75% less than they were before
the crisis.
FIG. 12 – DEALER INVENTORIES ARE DOWN AS BANKS PREPARE FOR TIGHTENING REGULATIONS7
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Investors are bearing the brunt of the fractured liquidity environment. We have already seen the effects through frequent liquidity-induced
accidents as the rewired financial system struggles to cope with shifts in investor sentiment. The most extreme example occurred in mid-2015,
when bund markets seized up and yields went from 5 bps to over 100 bps in a matter of days. These accidents are characterised by sharp
increases in volatility and transaction costs, which in many cases then require further central-bank intervention.
Given the structural reality of tightening regulation, continued central bank intervention and increased herding, we expect the likelihood
of liquidity accidents to remain very high going forward. This poses a serious problem for investors, who are not being compensated for such
risks and, more importantly, have little influence on the factors causing the underlying problem.

Please see important information at the end of this document.
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WHAT CAN FIXED INCOME INVESTORS DO TO ADDRESS THESE ISSUES?
The first question that many would ask is why hold fixed income at all? The fact is that many investors are unable to leave the fixed income
markets, as they are managing their assets against liabilities and need to generate returns that are somehow correlated with these liabilities’
discount rates. Also, investors and savers’ risk profiles are not changing overnight, and they still need to embed fixed income to manage within
these constraints.

Investors will need to continue to find yield and move down the credit risk spectrum
Against a backdrop of low global growth, widespread disinflation and increased central-bank easing, we believe that investors have little
choice but to continue their search for yield to fulfil their investment objectives. This means that they will need to continue moving down the
credit-risk spectrum and find diversifying sources of yield like corporate credit and emerging local debt. Indeed, when it comes to sovereign
bonds with very low or negative yields, duration hedging (versus. liabilities), regulations and safety (against a sharp downturn in growth) now
appear to be the main drivers of investor demand.
However, in this environment of fractured liquidity, investors must do so with safer implementation and trade less.

Safer implementation requires that investors reassess their starting point
In an environment in which it is becoming increasingly difficult to buy and sell bonds, fixed income investors need to focus increasingly on their
starting point. For over 40 years, the starting point which almost all investors have used has been market-cap. Throughout this period, there
has been little reason to question this approach given the long bull run experienced in fixed income markets. In addition, this approach was
favouring issuers with the largest amount of debt outstanding and thus securing liquidity. However, in today’s environment of higher market risk
and fractured liquidity, it has never been so critical to understand the flaws in market-cap and to change the starting point.
Traditional market cap approaches are constructed using the size and price of debt, and so have no link to a bond’s underlying credit risk.
Put simply, market-cap portfolios give a higher weighting to the most indebted issuers, regardless of their capacity to repay their debt.
Looking at the global bond market, the considerable debt burdens of Japan and the US, as well as other key developed economies, mean that
just six countries represent more than 80% of the market-cap global sovereign index. More specifically, Japan’s weight is more than 6 times
higher than the weight of Germany, which benefits from much stronger fundamentals.
FIG. 13 – BARCLAYS GLOBAL TREASURY ALLOCATION
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Please see important information at the end of this document.
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While in market-cap corporate bond indices, the financial sector represents by far the highest allocation – an outsized weight which is totally
out of synch with the sector’s contribution to GDP.
FIG. 14 – BARCLAYS GLOBAL CORPORATE ALLOCATION VERSUS CONTRIBUTION TO GDP
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Lastly, turning to emerging markets, standard market-cap benchmarks, in addition to rewarding leverage, exclude India and China, thus missing
two major countries which account for more than 50% of EM GDP.
FIG. 15 – C
 HINA AND INDIAN ACCOUNT FOR MORE THAN 50% OF EMERGING MARKET GDP
BUT ARE NOT REPRESENTED IN MARKET CAP INDICES
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The implication is that investors with a majority of their fixed income allocation based on market-cap benchmarks could own a higher proportion
of poorer quality issuers that will be difficult to sell in particular during periods of high stressed liquidity in the fixed income markets. In addition,
extensive research shows (Barclays Report, September 2014), that by rewarding the largest borrowers, market-cap benchmarks incentivise
bubble creation, which over the last 20 years has manifested itself in the telecom bubble of late 90s and then the financial sector during the
late-2000s. More recently, the energy sector which was at the forefront of re-leveraging during the post 2008/9 years (and therefore was
rewarded by market-cap via higher weights) has also suffered as oil prices dropped sharply over the last two years.

Please see important information at the end of this document.
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In our view, a well-functioning liquidity environment is necessary to blunt the inherent flaws of market-cap benchmarks as investors can
use the friction-less exits provided by the market to exchange bonds into cash as underlying fundamentals shift. In fact, secondary market
liquidity is often modelled as an “option” in academic literature which highlights how friction-less liquidity can offset some of the weaknesses
of market-cap driven portfolio construction by allowing investors to bail-out when required. However, as central bank dominance and tightening
regulations damage these “exits”, the inherent flaws of market-cap have become acutely dangerous in the current environment.
Investors have often looked to mitigate the flaws of this portfolio construction by selecting active managers that aim to add value by deviating
from market-cap benchmarks and actively manage the risk coming from poor quality issuers. The concern for these investors is that given the
damage to the liquidity environment, the resulting higher trading costs can erode performance and reduce an active manager’s ability to provide
tangible differentiation from market-cap benchmarks as ability to run high turn-over is impaired. It is therefore increasingly important that
investors consider whether high turnover based active management in fixed income is the appropriate implementation approach to traditional
fixed income asset classes in the current environment.
Building safer portfolios requires investors to change their starting point and focus on quality. To achieve this, it is important to implement a
fundamentals-based approach. Through such an approach, investors can build portfolios using fundamental factors that directly mitigate the
underlying credit risk and deliver quality-based diversification. Here, our rules-based fundamental approach has identified a number of factors
across both sovereign and corporate bond universes that allocate larger weights to better quality issuers that have lower debt levels, stronger
revenues/size and greater stability.
By focusing on the credit quality of the issuer rather than amount of debt outstanding, the aim is to minimise default risk and provide a robust
portfolio construction that investors can more securely hold. Furthermore, as the fundamental approach re-balances every six months, turnover
is further reduced as the construction relies on much less volatile construction criteria. Therefore, turnover is congruous with a pure passive
implementation and is significantly lower than traditional active management.
To illustrate this point, consider starting a journey on a motorway that has frequent exits. Even if the car is unreliable or low-quality
(market-cap), the risk of using it is relatively low because, if something happens, the driver can easily exit the motorway. Now consider
a motorway that has no exits: the driver would be forced to consider the reliability of the car much more carefully before starting the same
journey (i.e. consider a fundamentally-driven approach).

Trading less and Buy & Maintain
In a complete break from the status-quo view, our recommendation to investors is to trade less and embrace lower turn-over based investing
frameworks. This includes cases where we think the utility of using buy and maintain frameworks to bond market investing has also increased.
Here, given the structural forces weakening the liquidity environment, we think it is misleading to assume that fixed income managers can
circumvent liquidity road blocks by just deepening their focus on execution ability alone, especially, given investors have no influence on the
underlying forces driving these changes.
For certain investors, trading less can be extended to a buy and maintain approach. A buy-and-maintain framework brings fixed income back
to basics: an investor buys a bond with the intention of holding it to maturity and receiving the coupons, as well as receiving the notional at
maturity. This income should compensate the investor for the risk taken. Moreover, a buy and maintain framework by relying on pull-to-par
also helps with mitigating interest rate risk by transforming the risk profile of the portfolio towards credit risk, which can then be managed by
using portfolio construction techniques that bring quality front and centre to the investment process as at its core, a buy-and-maintain approach
effectively entails a trade-off between liquidity and credit risk.
Buy and maintain does not mean “buy and forget”. In addition to using a fundamentals-driven allocation which focuses on quality as a starting
point in order to mitigate underlying default risk and therefore make the framework workable, a continuous credit-risk monitoring exercise has
to be undertaken to account for any issuers that experience deterioration in their credit fundamentals. Indeed, we approach buy and maintain
based portfolio construction using two levels of default risk mitigation namely a rule-based allocation driven by fundamental factors coupled
with a second layer of credit risk monitoring undertaken by a team of specialists to further mitigate solvency and investability risks.
In addition, Buy-and-maintain portfolios offer investors a number of advantages:
 They can be highly customizable. For instance, rating, maturity and for balance-sheet clients, regulatory/accounting constraints
can be applied
 Low turnover and associated transaction costs
 Finally, investors can also consider hedging duration if their objective is to earn the credit risk premium throughout the holding period.
We believe that reducing the need to trade coupled with placing a strong emphasis on quality leads to much safer implementation of investors’
ongoing search for yield. For investors who have little choice but to remain in fixed income, these steps can go a long way to mitigating the key
challenges that they are facing, in our view.

Please see important information at the end of this document.

12

A NEW PARADIGM IN FIXED INCOME MARKETS AND IMPLICATIONS FOR PORTFOLIO MANAGEMENT

Concluding summary
With very high levels of debt in the global economy, we expect an environment of low-growth and deflationary pressure for a long time yet.
This implies that key central banks’ policies are likely to remain easy, and are likely to continue manifesting themselves in low or negative
nominal interest rates. This will continue to force investors to take on more market risk and search further for yield.
Traditional bond investment strategies have benefitted immensely from declining interest rates – a trend which has been in place since
the mid-1980s. However, today’s reality of (i) historically low and negative interest rates, (ii) increasing market risk and (iii) fractured liquidity
implies an unprecedented set of challenges facing fixed income investors that must be addressed.
We believe that the current status-quo of fixed income investing relying on market-cap is wholly ill-equipped to deal with this new reality.
Investors must rethink their search for yield by prioritising lower- turnover and quality as the bedrocks of their portfolio construction. This can be
achieved by shifting their focus from the current status-quo of market-cap driven construction to default-risk mitigation by bringing quality-driven
fundamentals to the heart of the portfolio-construction process. Furthermore, within a trade less approach, we recommend investors consider
the utility of using a buy and maintain framework that relies on pull-to-par to mitigate duration risk as bonds are held to maturity.
When it comes to active management, we think given the damage to the liquidity environment, the resulting higher trading costs can erode any
outperformance and reduce an active manager’s ability to provide tangible differentiation from market-cap benchmarks as ability to run higher
turn-over strategies is impaired. It is therefore increasingly important that investors consider whether high turn-over based active management
in fixed income is the appropriate implementation approach to traditional fixed income asset classes.
It is also worth noting that in sharp contrast to the fixed income world, the reality is still different in equity markets, where studies (such as H1
2016 market highlights by World Federation of Exchanges) continue to show quite benign liquidity conditions. This means that when it comes to
equity investing, degrees-of-freedom still available lends itself to high-conviction driven approaches which utilise manager skill based value-add
versus the traditional market-cap approach (which effectively favours just size and momentum).
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