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Late cycle calls for resilient income

and duration

KEY TAKEAWAYS

* The Fed cuts again —falling rates
help duration reassert its role as
a risk-off hedge when volatility
rises.

* There are idiosyncratic cracks in
the credit market but systemic
risk remains low as large US
banks report strong third-quarter
earnings.

* To achieve resilient income,
we focus on active duration
management, high-quality carry
and security selection.

The US Federal Reserve cut rates for
the second time this year, bringing
the federal funds rate down by
another 25 basis points to a range of
3.75-4%. The central bank hopes to
shield the job market from downside
risks — despite inflation running
above target. While Chair Jerome
Powell’'s hawkish comments cloud
the timing of the next cut, there
remains room for the terminal rate to
come down in the next six months as
growth remains below potential. The
European Central Bank reaffirmed
its neutral stance and kept its rate at

2%, it predicts inflation will stay near
its 2% target. In contrast, the Bank of
England is contending with inflation

of about 4%, but the door is open

for a cut before year end as the UK'’s

consumer price index held steady for
the third month in a row.

We still favour exposure to yield-curve
steepening in the US and prefer
short-to-intermediate maturities given
that fiscal imbalances put pressure

on longer dated bonds leading

to volatility. In Europe, Germany'’s
planned 2026 deficit of 4.75% of GDP
implies the largest fiscal stimulus
since the 1970s while many other
member states plan to moderate
spending. Such divergencies provide
relative value opportunities in the
global bond space. For example, we
expect a relatively tighter fiscal stance
and favourable bond valuations to
help the ultra-long debt of Spain
outperform that of the US — a cross-

market trade we maintain in place.

In the credit market, volatility
resurfaced triggered by the recent
bankruptcies of subprime auto lender
Tricolor and auto parts manufacturer
First Brands. Comments by JP
Morgan CEO Jamie Dimon about

Y Dimon told analysts on his company’s third-quarter earnings call, “I probably

shouldn’t say this, but when you see one cockroach, there are probably more...

everyone should be forewarned on this one.”

“cockroaches”*spurred renewed
questions about asset quality

among smaller and regional banks,
underwriting standards in private
markets, and where the next cracks
could be. Regional banks got hit hard
- the KBW Nasdaqg Regional Bank
Index sold off more than 11% from its
September highs into mid-October
before partially recovering by month
end. Credit spreads, particularly high
yield, widened initially but recouped
most of the widening in the following

week.

To us, these are typical noises in a
late cycle. Sectors that have higher
financial leverage and heavy
interest burdens start to crack

when borrowing costs are rising,
including commercial real estate and

automobiles. Unsurprisingly, within
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those interest-rate sensitive sectors,
some of the most aggressive, most
stretched and (potentially) fraudulent
borrowers fail.

In our view, the systemic risk is small
at this point, thanks to manageable
exposure to total loans and capital,
as well as broadly solid fundamentals
across the banking system. Such
strength is evidenced in the latest US
bank third-quarter earnings releases
with strong profitability, healthy
balance sheets and stable credit
quality.

That said, overall public credit
remains in good shape despite

tight valuations. Fundamentals are

moderating from high levels and
dispersion is rising among sectors, but
leverage is lower than in prior cycles,
interest coverage is healthier, and the
high-yield index quality has improved
as weaker issuers are taken out
(partially by private markets). This is
an environment that calls for vigilance

while it is too early to give up on carry.

This should also remind investors

of the concentration risk in US
assets. That said, we believe a truly
globalised, diversified and high-
quality portfolio with active duration
management is best positioned

to provide income with resilience

in today’s macro backdrop. We

see a good case to selectively add

Fixed income market performance

high-quality securitised assets and
convertible bonds as diversifiers

to other fixed income sectors. As
corporate credit spreads compress,
securitised debt becomes an
attractive diversifier due to its short
duration, backing by tangible assets,
good ratings-adjusted spreads and
floating-rate structure. In the mid- to
long-term, Asian and emerging
markets stand out as compelling
destinations for diversification thanks
to improving central bank credibility
and diverging credit cycles.

Total return Total return Yield-to- Effective
Indicative market indices YTD 2025 October 2025 worst* duration
Data as of 31 October 2025 (%) (%) (%) (years)
Global convertible bonds 22.96 3.39 -3.2 1.4
Global emerging-market sovereign bonds 13.02 2.13 6.8 6.7
Asian high yield 10.38 1.22 8.3 2.7
US investment grade 7.29 0.38 4.8 7.0
US high yield 7.27 0.20 6.8 3.0
Asian investment grade 7.23 0.66 47 49
US aggregate 6.80 0.62 4.3 6.0
Global aggregate 4.87 0.79 34 6.4
Euro high yield 4.69 0.09 5.0 29
US Treasury bonds 1-3 years 4.38 0.36 3.6 1.7
US floating-rate notes 4.32 0.41 48 0.0
Euro investment grade 3.48 0.69 3.0 4.6
Global government bonds AAA-AA 3.28 1.04 3.0 7.5
Euro government bonds 1-3 years 2.16 0.30 2.1 2.0
Euro aggregate 1.83 0.81 2.8 6.3

Source: Bloomberg, ICE BofA and JP Morgan indices; Allianz Global Investors, data as at 31 October 2025. Index returns in USD-hedged except for
Euro indices (in EUR). Asian and emerging-market indices represent USD denominated bonds. Yield-to-worst adjusts down the yield-to-maturity
for corporate bonds which can be “called away” (redeemed optionally at predetermined times before their maturity date). Effective duration also
takes into account the effect of these “call options”. The information above is provided for illustrative purposes only, it should not be considered a
recommendation to purchase or sell any particular security or strategy or as investment advice. Past performance, or any prediction, projection or
forecast, is not indicative of future performance.

* Represents the lowest potential yield that an investor could theoretically receive on the bond up to maturity if bought at the current
price (excluding the default case of the issuer). The yield to worst is determined by making worst-case scenario assumptions, calculating
the returns that would be received if worst-case scenario provisions, including prepayment, call or sinking fund, are used by the

issuer (excluding the default case). It is assumed that the bonds are held until maturity and interest income is reinvested on the same
conditions. The yield to worst is a portfolio characteristic; in particular, it does not reflect the actual fund income. The expenses charged
to the fund are not taken into account. As a result, the yield to worst does not predict future returns of a bond fund.
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WHAT TO WATCH
1 Banks

Recent market concerns about the
US subprime consumer did not stop
large-cap banks and “money centres”

beating earnings estimates, offering

reassurance on credit trends and net
interest income. Regional banks have
lagged and reported mixed updates.
We don’t see systemic risks but expect
a higher level of due diligence on
banks’ subprime loan exposures

in future.

tnfl ) CHART OF THE MONTH

US-China
trade

2

The US and China agreed a one-year
trade truce on the sidelines of an
economic summit in South Korea. The
agreement involves pausing higher
US tariffs on Chinese imports in return
for China delaying rare earth export
controls. The move has been seen

as a de-escalation but not an end to
the trade war, with some calling the

truce “fragile”.

Banks’ exposures to non-bank financial institutions

% of common equity tier 1 capital
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Recent events in the US have raised
concerns about underwriting
standards in private credit. First came
the two bankruptcies of subprime
auto lender Tricolor and auto parts
manufacturer First Brands. Then US
regional banks Zions and Western
Alliance revealed their exposure to
alleged fraud involving loans to a
commercial real estate fund. Despite
the high profile of these events, the

exposure of the broader banking
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sector to the two bankruptcies

and the real estate case looks
manageable and idiosyncratic. We do
not see systemic risks or direct read-
through from these events into the
broader financial or corporate sector.
Bank lending to non-bank financial
institutions (NBFIs) has been a fast-
growing segment in the US banking
system and now represents over

10% of total loans. Across the largest
US banks, loans to NBFIs averaged

3 Oil

Crude rallied after the US announced
sanctions on Russia’s two largest oil
producers. Major buyers of Russian
oil, such as China and India, may
have to source more oil from OPEC
suppliers; however, the backdrop of
a global surplus is likely to limit price
gains for now. Any sudden supply
shock and sustained price spike could
hurt the global economic outlook.

Source: Allianz Global Investors, Barclays, data
as at 30 September 2025. The information

is provided for illustrative purposes only, it
should not be considered a recommendation
to purchase or sell any particular security

or strategy or as investment advice. Past
performance, or any prediction, projection or
forecast, is not indicative of future performance

64% of common equity tier 1 capital,
9% of total loans and 5% of total
assets. Much of these exposures are
collateralised and span a wide range,
including auto lenders, commercial
real estate mortgage originators
and servicers, equipment lessors,
insurance companies and private
market funds. Transparency remains
suboptimal but has been improving.
In future, expect to see a higher level

of due diligence on subprime credit.



FIXED INCOME FORWARD | NOVEMBER 2025

Investing involves risk. The value of an investment and the income from it may fall as well as rise and investors might not get back the full
amount invested.

Past performance does not predict future returns. If the currency in which the past performance is displayed differs from the currency of the
country in which the investor resides, then the investor should be aware that due to the exchange rate fluctuations the performance shown
may be higher or lower if converted into the investor’s local currency.

This is for information only and not to be construed as a solicitation or an invitation to make an offer to buy or sell any securities. The views
and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of
publication. The data used is derived from various sources and assumed to be accurate and reliable at the time of publication. but it has not
been independently verified; its accuracy or completeness is not guaranteed and no liability is assumed for any direct or consequential losses
arising from its use, unless caused by gross negligence or willful misconduct. The duplication, publication, extraction or transmission of the
contents, irrespective of the form, is not permitted, except for the case of explicit permission by Allianz Global Investors.

This material has not been reviewed by any regulatory authorities.

This document is being distributed by the following Allianz Global Investors companies: In Australia, this material is presented by Allianz Global
Investors Asia Pacific Limited (“AllianzGl AP”) and is intended for the use of investment consultants and other institutional/professional investors
only, and is not directed to the public or individual retail investors. AllianzGl AP is not licensed to provide financial services to retail clients in
Australia. AllianzGl AP is exempt from the requirement to hold an Australian Foreign Financial Service License under the Corporations Act 2001 (Cth)
pursuant to ASIC Class Order (CO 03/1103) with respect to the provision of financial services to wholesale clients only. AllianzGl AP is licensed and
regulated by Hong Kong Securities and Futures Commission under Hong Kong laws, which differ from Australian laws; in the European Union, by
Allianz Global Investors GmbH, an investment company in Germany, authorized by the German Bundesanstalt fir Finanzdienstleistungs-aufsicht
(BaFin) and is authorized and regulated in South Africa by the Financial Sector Conduct Authority; in the UK, by Allianz Global Investors (UK)

Ltd. company number 11516839, authorised and regulated by the Financial Conduct Authority (FCA); in Switzerland, by Allianz Global Investors
(Schweiz) AG, authorised by the Swiss financial markets regulator (FINMA); in HK, by Allianz Global Investors Asia Pacific Ltd., licensed by the Hong
Kong Securities and Futures Commission; in Singapore, by Allianz Global Investors Singapore Ltd., regulated by the Monetary Authority of Singapore
[Company Registration No. 199907169Z]; in Japan, by Allianz Global Investors Japan Co., Ltd., registered in Japan as a Financial Instruments
Business Operator [Registered No. The Director of Kanto Local Finance Bureau (Financial Instruments Business Operator), No. 424], Member of
Japan Investment Advisers Association, the Investment Trust Association, Japan and Type Il Financial Instruments Firms Association; In mainland
China, it is for Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations and is for information purpose only.

in Taiwan, by Allianz Global Investors Taiwan Ltd., licensed by Financial Supervisory Commission in Taiwan; and in Indonesia, by PT. Allianz Global
Investors Asset Management Indonesia licensed by Indonesia Financial Services Authority (OJK).

November 2025 DG-SM/CA



	Fixed Income Forward
	Late cycle calls for resilient income 


