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• Since the early days of the Covid-19 pandemic, global companies from Royal Dutch Shell to Nissan have cancelled,
cut or suspended their payouts, with analysts estimating that dividends could drop by a fifth this year. This would make
2020 the worst year for dividends since the Global Financial Crisis.
• As the M&G (Lux) Income Allocation Fund focuses on generating a growing income stream over time, and dividends
are an important source of that income, this note provides an update on our current income forecast, what we have
been doing in the fund to navigate the current environment and the outlook for the coming months.
The value and income from the fund's assets will go down as well as up. This will cause the value of your investment to
fall as well as rise. There is no guarantee that the fund will achieve its objective and you may get back less than you
originally invested.

Current income forecast
In the current calendar year, the fund has made eight
monthly payments amounting to 19.95c per unit. This
compares to 23.48c for the same period in 2019, a decline
of 15.1%. Looking further ahead, and taking consensus
dividend forecasts into account, the current portfolio holdings
are expected to pay 28.69c in 2020, versus 34.26c in 2019,
a drop of 16.3%. For the fiscal year period – which runs from
April to March and is our usual reporting period – income is
forecast to fall by about 17.5% compared to the previous
year, from 32.57c to 26.87c.
While lower yields from fixed income instruments have
played a role in reducing the income received, the cuts and
suspensions of equity dividends are a bigger factor. A large
component of the less favourable income profile for the fund
has been our exposure to the banking sector. European
banks have been instructed not to pay dividends for now,
while the Federal Reserve has put a cap on the amount of
dividends that can be distributed by US banks.
It is worth highlighting that the dividend issues around
banking stocks are not their own fault and are not indicative
of mismanagement, but have occurred because regulators
have taken action. Dividend cuts are not limited to banks;
other, non-financial companies have followed suit in order to
conserve cash in the uncertain economic environment.
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Past performance is not a guide to future performance.
The fund is actively managed and has no benchmark. Investors can assess
the performance of the fund by its objective to provide a growing level of
income and capital growth of 2-4% per annum, both measured over any
three-year period.
Source: M&G and Morningstar Inc., as at 31 August 2020, EUR Class A Acc
and USD A-H Acc shares, price-to-price, income reinvested, preliminary
data. Please note that not all share classes are registered for sale in all
countries. Please see the Prospectus for details.

Navigating the current environment
We have taken action to try to mitigate the impact on the
fund. This had included increasing the diversity of our equity
exposure. Before the sell-off in March, equities were starting
to look expensive in many areas, although banking stocks
appeared, in our opinion, to offer good value in what seemed
to be a healthy economic environment. Significant and
widespread share price falls in March presented the
opportunity to broaden our equity exposure. We still want to
invest in the financial sector as it appears to offer a
worthwhile option on the economy recovering faster than
currently anticipated, or should virus news improve -- for
example, if a vaccine were found. Also, discarding banks and
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trying to chase dividends seems to us the wrong approach.
As stated earlier, it is not just banks that are affected by lower
dividends. In our view, looking for attractive opportunities
from a potential capital gains perspective while trying to
maintain a decent dividend profile should be more fruitful
than trying to capture dividends in other areas only to run the
risk of encountering dividend cuts or suspensions there as
well. Currently, European banks are forecast to pay no
dividends this year, but to resume paying them in early 2021.
Corporate bonds, an area where previously the fund had only
limited exposure since the valuation of equities was in our
view more attractive, are another area that seems promising
to us. In terms of dividend payments, equities can be more
interesting in ‘normal’ times, as companies have the
possibility of growing their dividends, whereas the coupon
payments on corporate bonds are static. However, the
economic and market environment is not normal at the
moment. As a result of the sell-off in virtually all risk assets
earlier in year, corporate bonds became more attractive, in
our opinion. In difficult times, dividend payments can be
among the first company expenses to be sacrificed. On the
other hand, companies will place a higher priority on paying
coupons on bonds, as missing a coupon payment is viewed
as a default. This would have adverse effects on the
company’s credit standing and on the conditions in which it
could borrow in the future. We increased our exposure to
corporate credit in April and again in July.
Holding more corporate bonds also increases the flexibility
in our allocation to equities, in our view. One of our central
beliefs is that periods of market volatility can present
valuable investment opportunities for the longer-term
investor. Following their strong rally in recent months, we
have reduced our holdings of equities. Not holding the
maximum amount of equity allows us to be flexible and
tactical if we identify attractive opportunities.
Please remember that investments in bonds are affected by
interest rates, inflation and credit ratings. It is possible that
bond issuers will not pay interest or return the capital. All of
these events can reduce the value of bonds held by the fund.

Outlook
We would like to repeat that in our opinion the companies in
the fund that have cut dividends this year have not been
mismanaged or done anything wrong. They have either been
instructed to hold back dividends by their regulator or have
decided to do so themselves until they get a clearer picture
of the economic conditions. We still believe that there is a fair
chance of additional payments when the economic situation
normalises. We are encouraged by the fact that some
companies that postponed dividends earlier have now
resumed their payments as the economy has started to
improve and the outlook has become more optimistic.
While the income in 2020 is looking to be smaller compared
to the previous year, we stay strongly committed to our
approach – trying to have the correct asset allocation in order
to grow the capital of the fund while targeting a reasonable
yield. We believe this should ultimately result in an attractive
total return. Remember, we are still receiving income from
holdings of emerging market and peripheral European
government bonds, credit and some equities.
We could technically pay income out of capital, but this runs
counter to our beliefs. It would fix the income issue
temporarily, but would bring negative consequences for
future years, in our view. Unless capital can be brought back
to the original starting amount, income will fall in subsequent
periods. Instead, we believe that looking for attractive
investment opportunities – which we currently see in
equities, credit and selected emerging market bonds – with
the potential for capital growth and a decent yield should help
us to generate a growing income stream in the future.
Investing in emerging markets involves a greater risk of loss
due to greater political, tax, economic, foreign exchange,
liquidity and regulatory risks, among other factors. There
may be difficulties in buying, selling, safekeeping or valuing
investments in such countries..
M&G
September 2020

The fund allows for the extensive use of derivatives.
Further risks associated with the fund can be found in the fund’s Key Investor Information Document.
For Investment Professionals, Institutional Investors, Accredited Investors and Professional Investors only. Not for onward distribution. No other
persons should rely on any information contained within. Distribution of this document in or from Switzerland is not permissible with the
exception of the distribution to Qualified Investors according to the Swiss Collective Investment Schemes Act, the Swiss Collective Investment
Schemes Ordinance and the respective Circular issued by the Swiss supervisory authority ("Qualified Investors"). Supplied for the use by the
initial recipient (provided it is a Qualified Investor) only. In Spain the M&G Investment Funds are registered for public distribution under Art. 15 of Act
35/2003 on Collective Investment Schemes as follows: M&G (Lux) Investment Funds 1 reg. no 1551. The collective investment schemes referred to in this
document (the "Schemes") are open-ended investment companies with variable capital, incorporated in England and Wales in respect of M&G Investment
Funds and in Luxembourg in respect of M&G (Lux) Investment Funds. In the Netherlands, all funds referred to are UCITS and registered with the Dutch
regulator, the AFM. For Hong Kong only: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised
to exercise caution in relation to the offer of any funds mentioned in it. If you are in any doubt about any of the contents of this document, you should obtain
independent professional advice. Shares, units or other interests in the funds mentioned in this document may only be offered or sold in Hong Kong to
persons who are “professional investors” as defined in the Securities and Futures Ordinance (“Ordinance”) and any rules made under the Ordinance – or in
circumstances which are permitted under the Companies (Winding Up and Miscellaneous Provisions) Ordinance. In addition, distribution of this document in
Hong Kong is restricted. It may not be issued or possessed for the purposes of issue, whether in Hong Kong or elsewhere, and shares, units or other

interests in the funds mentioned may not be disposed of to any person unless such person is a “professional investor” as defined in the Ordinance and any
rules made under the Ordinance or as otherwise may be permitted under Hong Kong law. For Singapore only: For “accredited investors” and “institutional
investors” as defined under the Securities and Futures Act (Cap. 289) of Singapore (“SFA”) only. This document forms part of, and should be read in
conjunction with, the Information Memorandum of the Fund and other communications permitted for offers made in reliance of prospectus exemptions under
the SFA. All forms of investments carry risks. Such investments may not be suitable for everyone. M&G Investments (Hong Kong) Limited, M&G
Investments (Singapore) Pte. Ltd. (Co. Reg. No. 201131425R), and M&G International Investments S.A. and the funds referred to in this document may not
be authorised, recognised or regulated by the local regulator in your jurisdiction. This information is not an offer or solicitation of an offer for the purchase or
sale of investment shares in one of the funds referred to herein. Purchases of a fund should be based on the current Prospectus. The Instrument of
Incorporation Prospectus, Key Investor Information Document, the, annual or interim Investment Report and Financial Statements, are available free of
charge, in paper form, from one of the following: the Luxembourg paying agent: Société Générale Bank & Trust SA, Centre operational 28-32, place de la
Gare L-1616 Luxembourg; the Danish paying agent: Nordea Bank Danmark A/S Issuer Services, Securities Services, Hermes Hus, Helgeshøj Allé 33,
Postbox 850, DK-0900, Copenhagen C, Denmark; Allfunds Bank, Calle Estafeta, No 6 Complejo Plaza de la Fuente, La Moraleja, 28109, Alcobendas,
Madrid, Spain; M&G International Investments S.A. or its French branch; from the French centralising agent of the fund: RBC Investors Services Bank
France; or from the Swedish paying agent: Nordea Bank AB (publ), Smålandsgatan 17, 105 71 Stockholm, Sweden. For Switzerland, please refer to M&G

International Investments Switzerland AG, Talstrasse 66, 8001 Zurich. For Italy, they can also be obtained on the website: www.mandgitalia.it. For
Ireland, they are available in English language and can also be obtained from the Irish facilities agent, Société Générale SA, Dublin Branch, 3rd Floor IFSC
House – The IFSC Dublin 1, Ireland. For Greece, they are available in English, except the Key Investor Information Document/s which is available in Greek,
from the Greek Representative: Eurobank Ergasias S.A. 8, Othonos Street, 10557 Athens.For Taiwan only: The financial product(s) offered herein has not
been reviewed or approved by the competent authorities and is not subject to any filing or reporting requirement. The financial product(s) offered herein is
only permitted to be recommended or introduced to or purchased by customers of an offshore banking unit of a bank (“OBU”)/offshore securities unit of a
securities firm (“OSU”) which customers reside outside the R.O.C. Customers of an OBU/OSU are not eligible to use the financial consumer dispute
resolution mechanism under the Financial Consumer Protection Law. This product(s) may be made available for purchase by Taiwan OBUs/OSUs acting
on behalf of non-Taiwan customers of such units but may not otherwise be offered or sold in Taiwan. Before subscribing investors should read the
Prospectus, which includes a description of the investment risks relating to these funds. The information contained herein is not a substitute for
independent investment advice. In Hong Kong, this financial promotion is issued by M&G Investments (Hong Kong) Limited, Office: Unit 1002, LHT Tower,
31 Queen’s Road Central, Hong Kong; In Singapore, this document is issued by M&G Investments (Singapore) Pte. Ltd. (Co. Reg. No. 201131425R),
regulated by the Monetary Authority of Singapore; and, elsewhere, by M&G International Investments S.A. Registered Office: 16, boulevard Royal, L-2449,
Luxembourg. The Portuguese Securities Market Commission (Comissão do Mercado de Valores Mobiliários, the “CMVM”) has received a passporting
notification under Directive 2009/65/EC of the European Parliament and of the Council and the Commission Regulation (EU) 584/2010 enabling the fund to
be distributed to the public in Portugal.
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