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As we head into the closing stages of 2018, it has become
clear that we are seeing a regime shift in global markets.
After faltering in February, equity markets in the US hit alltime highs in September, and were driven for much of the
year by the exceptional performance of the technology
sector. However, it is becoming apparent that the tech
leadership story has at least subsided, and volatility, which
was dampened for much of the year, appears to be here to
stay as we move into 2019.

The year ahead is still likely to be characterised by the
continued shift away from quantitative easing, which will see
financial conditions tighten further, and despite possible signs
of a temporary truce in the trade war dispute between the US
and China after the G20, investor optimism has again been
muted. This all contributes to our view that the new year is
likely to see relatively low returns and a higher volatility
environment, with dynamic asset allocation and bottom-up
security selection becoming ever more important sources of
added value for investors.

Eugene Philalithis
Portfolio Manager

Given this backdrop and our focus on risk-adjusted returns, we
will maintain our defensive posture through hedges which have
performed strongly in recent months, as well as increased
allocation to defensive assets like US treasuries, and highquality investment grade bonds. As we outlined last month, our
hedges performed very well in what was a volatile October.
Since then, the backdrop has not changed materially, and as a
result we have maintained many of our equity hedges for
downside protection purposes.

This information is for investment professionals only and should not be
relied upon by private investors. It must not be reproduced or
circulated without prior permission. Investors should note that the
views expressed may no longer be current and may have already
been acted upon. The value of investments and the income from them
can go down as well as up and investors may not get back the amount
invested. Further important information can be seen can be seen later
in this document.

While we often discuss our selective
allocations in risk assets, it is important to note
that we are also highly selective in how we
allocate to defensive assets, with investment
grade bonds a good example at present. The
BBB market has grown significantly in recent
years, and has been driven by both
downgrades and new issuance from existing
BBB issuers. As these bonds are one grade
above high yield, there are increasing
concerns over higher levels of leverage and
the risk of downgrades, especially given the
difficulties this would present for the high yield
market to absorb these larger issuers. In
recent years, returns in the BBB space have
moved in line with higher quality investment
grade bonds, but we have seen spreads widen
significantly in past months and BBBs
underperform, which implies a return of risk
premium to BBBs. This all leads us to being
very selective in our investment grade bond
allocation, and we are focusing on shorterdated issues in this space with a bias to high
quality.
But while we are clearly shifting further into
defensive territory, this does not mean we are
battening down the hatches completely, and
our defensive posture will be balanced by
selective exposure to risk assets. Some
examples of this include emerging market
debt, where we are seeing increasing
attractiveness in hard currency issues, as well
as reducing some of our currency hedges on
local currency bonds, which have served us
well in 2018 with emerging market currencies
struggling as a strong US dollar persisted.
That said, we have not removed all of our
emerging market currency hedges, and are
remaining tactical in this regard. We have also
continued our move away from European high
yield bonds, and are increasingly negative on
US high yield as we favour Asian high yield
exposure.

A return of risk premium for BBBs?
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As we close out this year and rates continue to normalise, this
means that income levels are starting to improve. But
transitioning into a regime of higher yields will not be
straightforward for investors. Moving into 2019, we remain
cautious and focused on preserving our clients’ capital through
defensive positioning, as well as leveraging our research
capabilities to take advantage of opportunities as they present
themselves.

Yours faithfully,

Eugene Philalithis
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Important information
This information must not be reproduced or circulated without prior permission.
Fidelity only offers information on products and services and does not provide investment advice based on individual circumstances, other than
when specifically stipulated by an appropriately authorised firm, in a formal communication with the client. Fidelity International refers to the group of
companies which form the global investment management organisation that provides information on products and services in designated
jurisdictions outside of North America. This communication is not directed at, and must not be acted upon by persons inside the United States and
is otherwise only directed at persons residing in jurisdictions where the relevant funds are authorised for distribution or where no such authorisation
is required. Unless otherwise stated all products and services are provided by Fidelity International, and all views expressed are those of Fidelity
International. Fidelity, Fidelity International, the Fidelity International logo and F symbol are registered trademarks of FIL Limited.
The Key Investor Information Document (KIID) is available in English and can be obtained from our website at www.fidelityinternational.com. The
Prospectus may also be obtained from Fidelity. Fidelity Funds “FF” is an open-ended investment company (UCITS) established in Luxembourg with
different classes of shares.
Issued by FIL Pensions Management. Authorised and regulated by the Financial Conduct Authority.
Continental Europe: We recommend that you obtain detailed information before taking any investment decision.
Denmark/Finland/Italy/Luxembourg/Norway/Portugal/Spain/Sweden: Investments should be made on the basis of the current prospectus and KIID
(key investor information document), which is available along with the current annual and semi-annual reports free of charge from our distributors
and from our European Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg.
Austria: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which are available
along with the current annual and semi-annual reports free of charge from our distributors and from our European Service Centre in Luxembourg,
FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg as well as from the paying agent in Austria, UniCredit Bank Austria
AG, Schottengasse 6-8, 1010 Vienna, or on www.fidelity.at.
Belgium: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which is available
along with the current annual and semi-annual reports free of charge from our distributors, from FIL (Luxembourg) S.A. and CACEIS België NV,
with head office at Havenlaan 86C, B320, 1000 - Brussels, the financial service provider in Belgium.
Czech Republic: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which is
available along with the current annual and semi-annual reports free of charge from our distributors, from our European Service Centre in
Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg and from our paying agent UniCredit Bank Czech
Republic a.s., Zeletavska 1525/1, 14092 Prag 4 - Michle, Czech Republic. The KIID is available in Czech language.
France: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which is available along
with the current annual and semi-annual reports free of charge upon request at FIL Gestion, authorised and supervised by the AMF (Autorité des
Marchés Financiers) N°GP03-004, 29 rue de Berri, 75008 Paris. The document is available in French upon request. If you do not wish to receive
documents in English dedicated to Professional, please contact your Fidelity contact.
Germany: Investments should be made on the basis of the current prospectus/Key Investor Information Document (KIID), which is available along
with the current annual and semi-annual reports free of charge from FIL Investment Services GmbH, Postfach 200237, 60606 Frankfurt/Main or
www.fidelity.de.
Hungary: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which is available
along with the current annual and semi-annual reports free of charge from our distributors, from our European Service Centre in Luxembourg, FIL
(Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg and from our distributor Raifeisenbank Zentralbank Österreich AG,
Akademia u. 6, 1054 Budapest. The KIID is available in Hungarian language.
Liechtenstein: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which are
available along with the current annual and semi-annual reports free of charge from our distributors, from our European Service Centre in
Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg as well as from the paying agent in Liechtenstein, VP
Bank AG, Äulestrasse 6, 9490 Vaduz.
Netherlands: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which are available
along with the current annual and semi-annual reports free of charge from our distributors, and from our European Service Centre in Luxembourg,
FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg. In the Netherlands, documents are available from FIL
(Luxembourg) S.A., Netherlands Branch (registered with the AFM), World Trade Centre, Tower H, 6th Floor, Zuidplein 52, 1077 XV Amsterdam (tel.
0031 20 79 77 100). The Fund is authorised to offer participation rights in the Netherlands pursuant to article 2:66 (3) in conjunction with article 2:71
and 2:72 Financial Supervision Act.
Poland: This material does not constitute a recommendation within the meaning of the Regulation of the Polish Minister of Finance Regarding
Information Constituting Recommendations Concerning Financial Instruments or Issuers Thereof dated October 19, 2005. No statements or
representations made in this document are legally binding on Fidelity or the recipient and do not constitute an offer within the meaning of the Polish
Civil Code Act of 23 April 1964. Investments should be made on the basis of the current prospectus, the KIID (key investor information document)
and the Additional Information for Investors, which are available along with the current annual and semi-annual reports free of charge from our
distributors, from our European Service Centre in Luxembourg FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg, from
the representative office in Poland or on www.fidelity.pl.
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Romania: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which are available
along with the current annual and semi-annual reports free of charge from our distributors and from our European Service Centre in Luxembourg,
FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg. The KIID is available in Romanian language.
Slovakia: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which is available
along with the current annual and semi-annual reports free of charge from our distributors, from our European Service Centre in Luxembourg, FIL
(Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg and from our paying agent UniCredit Bank Slovakia, a.s., Sancova 1/A
81333, Slovakia. The KIID is available in Slovak language.
Switzerland: Investments should be made on the basis of the current prospectus and KIID (key investor information document), which are available
along with the articles of incorporation as well as the current annual and semi-annual reports free of charge from our distributors, from our European
Service Centre in Luxembourg, FIL (Luxembourg) S.A. 2a, rue Albert Borschette BP 2174 L-1021 Luxembourg and from the representative and
paying agent in Switzerland, BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich.
Issued by: FIL (Luxembourg) S.A., authorised and supervised by the CSSF (Commission de Surveillance du Secteur Financier) / FIL Investment
Switzerland AG, authorised and supervised by the Swiss Financial Market Supervisory Authority FINMA / FIL Gestion, authorised and supervised
by the AMF (Autorité des Marchés Financiers) N°GP03-004, 29 rue de Berri, 75008 Paris. For German Wholesale clients issued by FIL
Investments Services GmbH, Kastanienhöhe 1, 61476 Kronberg im Taunus. For German Institutional clients issued by FIL Fondsbank GmbH,
Kastanienhöhe 1, 61476 Kronberg im Taunus. For German Pension clients issued by FIL Finance Services GmbH, Kastanienhöhe 1, 61476
Kronberg im Taunus.
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