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Recent markets have been a rollercoaster for fixed
income investors. After a gloomy 2022, bond markets
were on the road to recovery in the first half of 2023,
only to see volatility surge back this past summer.

What a difference six months make. In my last letter, we were coming off a dismal 2022 where
central banks roiled global markets with aggressive rate hikes in an attempt to quell stubbornly
high inflation. And while 2023 has not come without its own headlines — March’s banking crisis
and a close call with a US Treasury default in May come to mind — in general, bond investors
were able to breathe easier this year.

Overall, ultra aggressive bank policy has worked — we have seen a decline in global inflation,
though the readings are still higher than central banks’ target ranges. In the US, we have neared
(or, depending whom you ask, reached) peak policy rates while the EU and UK central banks are
lagging, with more hikes expected given persistently strong jobs and wage growth data. Bond
markets were on the path to recovery after 2022’s carnage, with all major indices posting positive
returns for the first half of 2023. However, volatility returned in July and August amid strong
economic data, a US downgrade, and a weakening Chinese economy.

Index YTD 2023 1H 2023 2022
US Aggregate 1.37 2.09 -13.01
US Treasuries 0.70 1.59 -12.46
US Credit 2.70 3.13 -15.26
US High Yield* 7.25 5.42 -11.21
Euro Corporate 3.54 2.18 -13.65
Euro High Yield 6.45 9.84 -11.13
Global Aggregate 0.74 1.48 -16.25
Global Sovereign -0.48 0.57 -17.47
EMD Hard Currency** 4.61 4.25 -17.78
EMD Local Currency** 7.92 7.79 -11.69

Source: Bloomberg, ICE BofA, JPMorgan Chase & Co. as of August 31,2023. All indices listed are Bloomberg unless
otherwise noted.
*|CE BofA Index and **JPM Index.
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Figure 2a

2022 Fixed Income
Indexing Flows by

Sub Sector

Figure 2b

2022 Fixed Income

Indexing Flows
by Channel

35

30

25

20

15

10 |

40

35

30

25

20

15

10

Our indexed fixed income assets under management increased almost 11% over the first

eight months of the year, ending the period at $566 billion. The increase was driven by more
favorable markets as well as strong client inflows totaling $42 billion. Trends in flows were largely
a continuation of those we had seen in 2022, namely de-risking within nominal Treasuries

and global sovereigns (+$28 billion) as well as broader multi-sector and aggregate strategies
(+9$10 billion). Since the first quarter, we have seen increased interest in investment grade credit
(+9$10 billion) as investor sentiment improved, recessionary risks receded further, and markets
shifted to a more risk-on nature. Inflation-linked strategies and emerging markets saw outflows
amid falling inflation and a difficult macroeconomic backdrop, respectively. However, we do

see interest in emerging markets picking back up for the second half of the year as exhibited

by a strong pipeline of new institutional mandates with hard currency in particular focus, given
improved valuations and low allocations.

r Billions ($)
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Agg & Multi Treasury Inflation IG Credit HY Credit EMD Other* ESG**
Linked

Source: State Street Global Advisors as of August 31,2023. *"Other” includes securitized, municipals, and convertibles.
**ESG not included in total.
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ETF Institutional

Source: State Street Global Advisors as of August 31,2023.
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The Future of
Fixed Income

Historically, the fixed income market has been less organized and more fragmented than

equity markets, hampering progress seen in other asset classes from advancements and
innovations, but thankfully this is quickly changing. Post the Global Financial Crisis (GFC), we
have seen improved pricing transparency for investors through the proliferation of electronic
trading, which enables more efficient and reliable implementation of fixed income strategies,
thereby accelerating the adoption of indexing while paving the way for new approaches such as
systematic active fixed income. This alignment of transparency and technology is behind a major
consideration among investors on how to best access, construct, and implement their fixed
income exposures today.

One key trend gaining traction on the heels of these improved implementation efficiencies is the
disaggregation of traditional core/aggregate strategies into their underlying sectors and maturity
buckets as discrete building blocks. Increasingly, we are seeing investors “dis-aggregating the
Agg” and reconstructing it to better deliver on their various investment objectives for fixed
income. This often involves adopting two different, but complementary approaches that can
solve for competing objectives such as alpha vs. beta, liquid vs. illiquid, growth vs. matching,
public vs. private, etc. Clearly, no manager can be the best at all of these strategies, so we see
investors employing specialist active managers as satellites, that are complemented by a
reliable, transparent index manager for their core. At State Street Global Advisors we have been
designing and delivering this building block approach to fixed income exposure management
since launching our first aggregate strategy back in 1995. Today, we have over 100 sub-
strategies/building blocks ranging from liquid Treasuries, to more complex sectors such as high
yield and emerging market debt. Our success to date is built on delivering these benefits to our
investors consistently over many years, and now as more investors come to appreciate and rely
on this more outcome-oriented approach, we believe that we are well positioned to partner with
them and help achieve their desired outcomes.

Closing Thoughts

As always, we value your business and look forward to our continued partnership in 2023 and
beyond. Should you have any additional questions surrounding your investments or the markets,
please do not hesitate to reach out to your client relationship manager.
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About State Street
Global Advisors

Our clients are the world’s governments, institutions and financial advisors. To help them achieve
their financial goals we live our guiding principles each and every day:

» Start with rigor

e Build from breadth
* Invest as stewards
* Invent the future

For four decades, these principles have helped us be the quiet power in a tumultuous investing
world. Helping millions of people secure their financial futures. This takes each of our employees
in 29 offices around the world, and a firm-wide conviction that we can always do it better. As a
result, we are the world’s fourth-largest asset manager* with US $3.8 trilliont under our care.

* Pensions & Investments Research Center, as of December 31,2022.
t This figure is presented as of June 30, 2023 and includes approximately $63 billion USD of assets with respect to SPDR
products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent.

SSGA FD and State Street Global Advisors are affiliated. Please note all AUM is unaudited.

ssga.com
Marketing communications

State Street Global Advisors
Worldwide Entities

The information provided does not constitute
investment advice and it should not be relied
on as such. It should not be considered a
solicitation to buy or an offer to sell a security.
It does not take into account any investor’s
particular investment objectives, strategies,
tax status or investment horizon. You should
consult your tax and financial advisor.

The views expressed are the views of the
Global Fixed Income, Currency and Cash
Group through September 15,2023 and are
subject to change based on market and other
conditions. This document contains certain
statements that may be deemed forward-
looking statements. Please note that any such
statements are not guarantees of any future
performance and actual results or
developments may differ materially from
those projected.

The information contained in this
communication is not a research
recommendation or ‘investment research’
and is classified as a ‘Marketing
Communication’ in accordance with the
Markets in Financial Instruments Directive
(2014/65/EU) or applicable Swiss
regulation. This means that this marketing
communication (a) has not been prepared
in accordance with legal requirements
designed to promote the independence of
investment research (b) is not subject to
any prohibition on dealing ahead of the
dissemination of investment research.

This communication is directed at professional
clients (this includes eligible counterparties

as defined by the appropriate EU regulator,
who are deemed both knowledgeable and
experienced in matters relating to investments.
The products and services to which this
communication relates are only available

to such persons and persons of any other
description (including retail clients) should

not rely on this communication.

Allinformation has been obtained from sources
believed to be reliable, but its accuracy is not
guaranteed. There is no representation or
warranty as to the current accuracy, reliability,
or completeness of, nor liability for, decisions
based on such information.

The whole or any part of this work may not
be reproduced, copied, or transmitted or any
of its contents disclosed to third parties
without State Street Global Advisors’ express
written consent.

Investing involves risk including the risk of loss
of principal.

Bonds generally present less short-term risk
and volatility than stocks, but contain interest
rate risk (as interest rates raise, bond prices
usually fall); issuer default risk; issuer credit
risk; liquidity risk; and inflation risk. These
effects are usually pronounced for longer-term
securities. Any fixed income security sold or
redeemed prior to maturity may be subject

to a substantial gain or loss. International
government bonds and corporate bonds
generally have more moderate short-term price
fluctuations than stocks, but provide lower
potential long-term returns.

Investing in high yield fixed income

securities, otherwise known as “junk bonds,”
is considered speculative and involves greater
risk of loss of principal and interest than
investing in investment grade fixed income
securities. These lower-quality debt securities
involve greater risk of default or price changes
due to potential changes in the credit quality
of the issuer.

Investing in foreign domiciled securities may
involve risk of capital loss from unfavorable
fluctuation in currency values, withholding
taxes, from differences in generally accepted
accounting principles or from economic or
political instability in other nations.

ETFs trade like stocks, are subject to
investment risk, fluctuate in market value and
may trade at prices above or below the ETFs
net asset value. Brokerage commissions and
ETF expenses will reduce returns.
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