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Equity Fund Investors Are Coming Back, but Bond Funds Continue to Dominate
the European Fund Market

By Ali Masarwah, European Research Team

European investors continued to send new money to mutual funds in November, adding a healthy
EUR 27.6 billion to long-term funds. This brings total net inflows into open-end funds (excluding
money market funds) to EUR 174.6 billion for the year to date.

The Big Picture: the Loved and the Unloved Asset Classes

Estimated Net Flows € Mil 1-Month QTD YTD 12 Months
Allocation 3,097 6,311 25,076 24,416
Alternative (521) (1,723) 3,169 1,249
Commodities 142 123 296 465
Convertibles 310 572 471 13,703
Equity 4,744 6,798 (11,054) (21,048)
Fixed Income 19,922 42,737 157,561 149,818
Property (190) (121) (1,768) (2,054)
Unclassified 129 325 852 906
All Long Term 27,632 55,023 174,610 167,456
Money Market 3,704 5214 13,206 21,883

Among the most notable trends in November was the popularity of equity funds. Net inflows of EUR
4.7 billion made November 2012 the strongest month for equity funds in Europe since April 2011.
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Equity Funds Are Seeing Increasing Inflows in the Fourth Quarter

All'in all, the picture for equity funds for this year still remains bleak, although skies are turning from
black to greyish as the fourth quarter progresses. With equity funds still having lost EUR 11 billion of
net investment for the year to date, it seems unlikely that December will see flows strong enough to
pull them out of the red. However, the outflows are nowhere near the panic sell-offs seen in 2011
and 2008 when equity funds were hit with outflows of EUR 41.8 billion and EUR 84.9 billion,
respectively.

Drilling deeper into the equity fund realm, the ramifications of the eurozone crisis become apparent.
While global emerging-markets funds, Asia-Pacific ex-Japan, and global large-cap value funds saw
handsome inflows, Germany and UK equity funds were among the most unloved categories. This
trend has been persistent throughout most of the eurozone crisis with investors fleeing low-growth
Europe and seeking refuge in emerging markets, which are expected to deliver higher returns going
forward. Ironically, eurozone equities have outperformed emerging-markets equities by wide
margins for the year to date through November with funds in the Morningstar’s eurozone large-cap
equity category gaining 16.6% and emerging-markets equity rising only 11.7% on average.

The Top-Selling Morningstar Equity Categories

Estimated Net Flows € Mil 1-Month Q1D YTD 12 Months
Global Emerging Markets Equity 2,762 4,953 15,705 16,060
Asia-Pacific ex-Japan Equity 858 1,317 2,747 2,295
Global Large-Cap Blend Equity 624 1,977 3,859 2,443

Morningstar Equity Categories with the Highest Year-to-Date Outflows

Estimated Net Flows € Mil 1-Month Q1D YTD 12 Months
US Equity - Currency Hedged (276) (105) 277 189
Germany Large-Cap Equity (298) (573) (3,011) (3,146)
UK Large-Cap Blend Equity (388) (829) (2,659) (3,356)

But the Bond Boom Continues

The big picture, however, remained unchanged in November, with bond funds seeing EUR 19.9
billion in inflows, a similar volume as the previous four months. This made November 2012 the
second best for bond funds on record. (Morningstar's European asset flow data extends back to
2007.) With just one month left this year, it looks as if 2012 will go down as the year of the bond
fund. For the year to date, investors have poured a breath-taking EUR 158 billion into bond funds,
comfortably outpacing 2010’s tally of EUR 96.53 billion in inflows.
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Bond Funds vs. Equity Funds: The Times They Are A-Changin’

The distribution of asset growth across European open-end funds in the past five years highlights
the shift in European investor preferences. While assets under management in bond funds have nearly
doubled since December 2007, rising from EUR 866 billion to EUR 1,519 billion, assets in equity
funds have practically stagnated with volumes rising by only EUR 18 billion to EUR 1,659 billion over
the period.

Bond Funds in an Upward Spiral Since 2007 While Equity Funds Have Flat-Lined
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It appears likely that the bond glut will continue for some time. Fund buyers are displaying a huge
appetite for yield, piling into global emerging-markets bonds and myriad high-yield bond categories.
With interest rates in many developed countries nearing all-time lows and high-quality bonds
delivering miserly returns, investors in Europe are desperately seeking income with higher-yielding
bonds as their last refuge.

Desperately Seeking Yield: the Most-Loved Bond Categories for the Year to Date

Estimated Net Flows € Mil 1-Month Q1D YTD 12 Months
Other Bond 5,294 11,806 40,424 41,400
Global Bond 1,761 2,027 5,657 4,938
EUR Corporate Bond 1,556 3,266 11,280 10,306
EUR Government Bond 1,187 1,105 1,037 34
USD Flexible Bond 1,183 2,479 8,185 8,065

Global Emerging Markets Bond —

el Emenay 1,092 2,380 7,795 7,057
Global Emerging Markets Bond 849 2,518 12,581 12,623
EUR Flexible Bond 817 1,130 3,613 3,634
USD Diversified Bond 776 1,374 4,979 4,865
Global High Yield Bond - EUR 270 1,254 4,830 5053

Hedged
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Conversely, EUR ultra-short-term bond funds was the most unloved category for the year to date,
posting outflows of EUR 10 billion, followed by GBP government bond, EUR diversified, and EUR
government short-term bond funds.

Meanwhile, Morningstar credit analysts do not expect an Armageddon-like scenario to materialize
next year. “While the corporate-bond market has made extraordinary gains this year, it does not
appear to be in a bubble. Corporate credit spreads are back to the tightest levels since early 2011
but have not tightened to the historically tightest levels reached in 2007,” says Morningstar bond
strategist David Sekera. However, investors buying into credit risk blindly might be in for a nasty
surprise if sovereign interest rates begin to rise. “A correction could be triggered by a deeper and
longer-than-expected recession within the eurozone, a re-emergence of the European sovereign
crises, a hard landing in China, and a failure of the U.S. government to resolve the “fiscal cliff,” “
adds Sekera.

Delegate My Investment, Please! Allocation Funds Continue to Gather Assets

Allocation funds also continued their winning streak, posting net inflows of EUR 3.1 hillion in
November and EUR 25 billion for the year to date, making mixed-asset funds the second most
popular of Morningstar's broad asset classes. This highlights the continuing trend of investors
delegating asset allocation responsibility to their fund manager. For the year to date, big-name
flagships like M&G Optimal Income Fund, Carmignac Patrimoine, Newton Real Return, and Baring
Dynamic Asset Allocation have dominated flows. There were notable exceptions to the big-is-
beautiful trend, however. Several smaller allocation funds employing special management
techniques (Invesco Balanced-Risk Fund), exploring new asset mixes (Carmignac Portfolio Emerging
Patrimoine), or simply displaying good allocation skills (FvS Strategie Multiple Opportunities) have
also enjoyed high inflows this year.

Getting the Mix Right: The Top Allocation Funds by Year-to-Date Inflows

Estimated Net Flows € Mil 1-Month QTD YTD 12 Months
M&G Optimal Income 460 1,018 4,419 4,620
Carmignac Patrimoine (150) (150) 2,118 2,104
Baillie Gifford Diversified Gr 306 513 2,055 2,099
Invesco Balanced-Risk Allocation 133 137 1,843 1,934
Fund

Newton Real Return 362 492 1,797 1,991
FvS Strat_eg|e Multiple 149 296 1,669 1,756
Opportunities

Baring Dyn Asset Alloc | 58 71 1,381 1,443
Carr_mgnac Portfolio Emerging 17 191 1375 1414
Patrimoine

Deka-Euroland Balance 113 226 974 986
Hermes Portfolio Hermes Global 104 199 978 1192

Low
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Turning to fund providers, the data reveals a predictable picture: Bond specialist PIMCO
features most prominently in the top rankings, posting inflows of EUR 29 billion, over two
times more than runner-up AllianceBernstein. Only two of the 10 fund providers with the
highest inflows for the year to date deviated from the bond trend: Aberdeen was the main
beneficiary of the high inflows into emerging-markets equity funds, and M&G benefited from
the drive to allocation funds. As investors will, arguably, continue to focus on fixed-income
investments in 2013, the beneficiaries of 2012 are likely to continue to feature prominently
in fund sales rankings going forward.

Top ten fund providers year to date by net inflows

Estimated Net Flows € Mil 1-Month QTD YTD 12 Months
PIMCO 3,520 1,723 29,033 28,748
AllianceBernstein 1,425 3,337 11,848 11,955
AXA 564 1,748 8,616 7,847
Mé&G 445 897 7,950 8,422
Credit Suisse 2,494 4,415 7,590 7,576
Aberdeen 1,050 1,982 7,238 7,088
BlackRock 1,476 3,096 6,884 5,986
Nordea 548 1,107 6,261 6,412
JPMorgan 791 2,191 5,978 5,497

Pictet 224 579 4,886 5,252
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