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US investment grade bonds:

steady amid trade turbulence

As uncertainty around US
trade policy continues to
shape the landscape for risk
assets, a complex picture has
emerged for US investment
grade credit in 2025 - but
what does the future hold?

Financial markets have experienced
a notable increase in volatility in
2025, driven primarily by uncertainty
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over US trade policy. On 2 April, the
magnitude of the intended reciprocal
tariffs and their potential economic
impact shook markets. Equities
declined sharply and credit spreads
widened significantly in a short

period.

However, the volatility was short-lived,
as a 90-day “pause” was announced
a week later, which raised hopes that
potential trade deals could alleviate
expected tariff rates between large
trading partners. Furthermore,
tension between the US and China
de-escalated following negotiations,
as the worst-case scenario seemed to
have been avoided.

Economic data continued to paint
a positive picture, with inflation yet
to see any meaningful impact from
tariffs. As such, market participants
began to shift focus toward the
government’s debt situation and
looming fiscal legislation, which

Key takeaways
» Gross supply in the US

investment grade (IG) market is
expected to remain strong for
the rest of 2025, with USD 900
billion issued in the first half, up
4.3% compared with the same
period last year.

Credit metrics in the IG market
reflect healthy trends, with
companies demonstrating
conservative balance sheet
management, modest debt
growth and low shareholder
payouts, supporting their
ability to weather a potential
slowdown.

Sectors such as retailers

and autos are particularly
vulnerable to tariff policies
due to their international
supply chain exposure, while
financials and utilities are
better positioned to navigate

potential trade war effects.
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Exhibit 1: Risk assets delivered positive returns in the first half of 2025 despite heightened volatility
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resulted in a steeper yield curve.
Despite the heightened volatility, fixed
income spread sectors have broadly
delivered positive returns this year
due to lower overall Treasury yields
(Exhibit 1).

IG credit spreads have been
volatile given the macro
noise and uncertainty

January and February traded in a
relatively tight band, but investors
required a higher risk premium in
March due to the emergence of softer
economic data. To top it off, volatility
became even more prominent in April
during the height of tariff uncertainty,
which resulted in the option-adjusted
spread (OAS) of the IG market
reaching its widest point since 2023
at 119 basis points.

With that said, IG spreads retraced

a significant portion of the widening
during late April as the tariff noise
subsided. The recovery was also

aided by a better-than-expected
first-quarter earnings season and
stable technicals on the back of
healthy yield-based investor demand.
While spreads don‘t necessarily screen
cheap, plenty of factors could keep
them where they are in the near term.
The main tailwinds include positive
(albeit slowing) economic growth,
healthy corporate earnings, supportive

ratings trends and low net supply.

Looking more closely at the
subcategories within the IG market,
total returns have been relatively
uniform across A and BBB rated
issuers so far this year — the former
outperforming during the initial April
selloff, and the latter benefiting

during the subsequent recovery. In
terms of sectors, financials have been
a notable outperformer, underpinned
by strong earnings. In contrast, the
utilities space has lagged, although
the bulk of the spread widening
occurred in January due to the
impact of the California wildfires.
Across the credit curve, the front-end
and intermediate segments have
outpaced the long end given the

steeper Treasury curve (Exhibit 2).

We believe many of the same themes
that shaped our projections at the
start of the year will remain prevalent
in the second half. Supportive
technicals and healthy fundamentals
should continue to underpin credit
spreads. However, if the economy
slows more than expected due to a
trade war, the move wider in spreads
will be cushioned by high starting
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yields, which remain well above their
10-year historical average (Exhibit 3).
Furthermore, falling rates could boost
returns, with the Federal Reserve
(Fed) expected to provide a buffer

in the event of a more pronounced

slowdown in economic activity.

We expect volatility to remain
prominent, as potentially slower
growth combined with the uncertainty
of government policies will lead to
episodic bouts of spread widening.
This could present attractive
opportunities for active managers

to add risk.

Technicals should remain
supportive, driven by
investor flows and negative
net supply

With the worst of the tariff risks in the
rearview mirror, we believe technicals
are likely to be the main driver of
spreads for the rest of the year.
Primary market activity has continued
at a healthy clip this year, largely
meeting our initial expectations even
after the brief lull in April. For the first
six months of the year, gross supply
amounted to USD 900 billion, which is
up 4.3% versus the comparable period
in 2024 (Exhibit 4).

The use of proceeds has been
relatively diversified across financial
and non-financial issuers. However,
persistently high rates have continued
to curtail new M&A deal origination,
as just 10% of total supply has
supported M&A paper in 2025.
Elevated maturities have muted net
supply, and, combined with dealer
balance sheets remaining close to
2019 lows, this has been supportive

Exhibit 2: The most liquid part of the curve has outperformed
Returns for the first half of 2025 (%) and option-adjusted spread (basis points)

Sector Spread OAS Change in OAS Totalreturn Excess return
U.S. Corporate 83 +3 417 0.21
Index

Industry Industrials 81 +3 4.08 0.12
Utility 93 +11 3.70 -0.34
Financials 85 +3 4.46 0.50

Quality AA 47 +2 3.79 0.07
A 71 +3 4.22 0.28
BB 103 +6 4.21 0.17

Maturity 1-5yr 63 +3 3.80 0.50
5-10 yr 93 +7 5.35 0.32
10-25yr 99 +2 4.07 -0.10
25+ yr 101 +1 2.90 -0.19

As of 30/06/25. Source: Barclays, Bloomberg. See endnotes for index definitions and
additional disclosures.

Exhibit 3: Yields remain 122 basis points above their 10-year
historical average
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for spreads. Gross supply should
remain strong for the balance of the
year. Although the near-term maturity
wall is sizeable (on top of ongoing
capital expenditure needs), we don't
foresee any meaningful return in M&A
activity until 2026.

On the demand side — further adding
to the positive technical — is steady
interest from yield-focused investors.
While overall flows within mutual
funds and exchange-traded funds
(ETFs) are light compared with

last year’s, the IG market has still
seen steady demand in 2025, with
institutional and foreign investors
remaining a key buyer base. After
negative retail flows in April following
the spike in volatility, inflows picked
up recently, with June seeing roughly
USD 3.3 billion of weekly flows into
the asset class. High yields and the
prospect of a few rate cuts should
keep appetite for US corporate
bonds elevated.

Fundamentals can weather
a slowdown in growth

As we head into the second half of
2025, credit metrics in the |G market
reflect healthy trends. Companies
have demonstrated conservative
balance sheet management, as
evidenced by modest debt growth

and low shareholder payouts.

On the earnings side, the recent
quarterly print suggests strong
momentum despite all the policy

uncertainties heading into the quarter.

Revenue growth was strong at 7%
year on year (a seven-quarter high,
according to JP Morgan Research),
which is similarly reflected in 8.2%

year-on-year growth in earnings

Exhibit 4: Gross supply has been strong behind higher maturities
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before interest, taxes, depreciation and
amortisation (both ex-commodities).
Earnings have been led by the tech
space, while cyclicals have lagged.

Meanwhile, positive ratings
momentum has decelerated, as the
pace of upgrades has slowed recently.
Although the upgrade/downgrade
ratio remains positive, it has fallen
below 2x for the first time since 2021
after averaging around 4x in the

last three years (Exhibit 5). Still, the
rating composition of the IG market
remains robust, as the BBB- share is
at a record low of just 8%. In addition,
the list of “fallen angel” candidates
remains short.

Interest coverage ratios weakened
over the past year as companies
refinanced low-coupon debt at
higher rates. However, the pace

of deterioration slowed in the last
quarter and may see further reprieve
once the Fed delivers additional
rate cuts. Importantly, we believe
companies are positioned well
heading into a potentially slower-
growth environment, and we don't

expect corporate fundamentals to

be a driver of spreads in the
medium term.

Tariff policy will
disproportionately impact
certain sectors

While we expect headlines on tariff
policy to be volatile near term, the
longer-term impact from these
policies will take time to play out,
likely showing up in weaker corporate
earnings and economic numbers later
in the year. With the average tariff
rate expected to be meaningfully
higher, even assuming de-escalations
with key trading partners, the adverse
effect will disproportionately impact
certain sectors and will weigh on
individual issuers based on the
geographical exposure of supply
chains as well as companies’ pricing

power and margins.

Although no sector is ultimately
insulated from potential second-order
effects should growth slow due to
tariffs, the pockets of the IG market
that are the most directly impacted

are the following:



* Retailers are the most exposed

sector in our view and are most
likely to experience negative ripple
effects, particularly fashion-oriented
issuers that source a significant
portion of products internationally.
Autos also have significant direct
impact, as they are capital-intensive
businesses with margin headwinds
already appearing and questionable
ability to increase prices further.
Within consumer products, certain
companies have heavy exposure,
including toy companies, appliance
manufacturers and recreational

vehicle manufacturers.
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* Food and beverage. While better
positioned than other consumer
sectors, alcohol companies still
face headwinds given expected
aluminium tariffs on cans, and
certain food companies could
come under pressure if prices of
raw material imports rise.

* Hardware. We believe that the
impact of tariffs on hardware
producers and technology
distributors could be high given the
global nature of supply chains, but
the effect will be partially mitigated
by companies’ ability to optimise
their supply chains and pass costs

onto their customers.
Sectors with modest or mixed * Semiconductors. Most semi-

exposure include: conductor companies using non-US

Exhibit 5: IG credit ratings profile well positioned for economic uncertainty
The ratio of upgrades to downgrades has fallen?...

foundries will likely see a significant
increase in their cost structure, but
the impact may depend on where
in the supply chain the tariff is

implemented.

In contrast, sectors that are largely

insulated are:

* Banks. There is no real direct
impact due to tariffs, but key
borrowers and earnings drivers
may be partially impacted due to
potential secondary effects.

* Insurance. Similar to banks,
insurance companies are relatively
defensive plays against tariffs,
but inflationary impact could be a
headwind to certain property and

casualty insurers.

... but BBB- issues are a record-low 8% of the |G market?
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« Utilities. The domestic focus of the
sector makes it one of the least

exposed to tariffs.

In general, within the broad industry
categories, we believe financials
and utilities are better positioned

to navigate any negative impacts
stemming from potential trade wars.
However, industrial companies do
have options to limit the impact of
tariffs somewhat. They can build local
inventory ahead of tariffs, increase
prices (though difficult against this
consumer backdrop), negotiate with
suppliers, lean into cost-saving or
productivity efforts, or shift some
production/sourcing to the US.

What we're watching

Despite elevated policy uncertainty,
the macro environment remains largely
supportive for IG credit. Barring an
unforeseen shock, we believe spreads
aren’t likely to move significantly
wider in the near term. We expect US
growth to slow as policy uncertainty
curbs corporate investment and higher
tariffs reduce consumption, but tax
cuts and deregulation could bring

it back to potential. In addition, any
downside to growth should be limited,
as the Fed has the room to cut rates
given the underlying downward trend
in inflation, particularly if the labour
market softens more than expected.

In our view, the main macro risk is
any potential trade war that results
in a more pronounced economic
slowdown, which would put pressure
on earnings and fundamentals.
Other headwinds include rising
geopolitical risk, which could create
short-term swings within commodities
and disrupt inflation expectations.

In addition, the debt ceiling and
spending will face increased scrutiny
by bond investors, which could keep
yields volatile. We would view any
instances of spread widening as
attractive entry points to add risk in
the second half of the year, where
strong technicals and still-solid
fundamentals support valuations.

Allianz Global Investors (AllianzGl) and Voya Investment Management (Voya IM) are in a long-term strategic partnership through

which Voya IM acts as delegated manager for certain AllianzGl investment vehicles that utilise Voya IM strategies.

An investor cannot invest directly in an index, and index performance does not reflect the deduction of any fees, expenses or taxes. Index

comparisons have limitations, as volatility and other characteristics may differ from a particular investment. Index definitions are as follows:

Treasuries as represented by Bloomberg US Treasury Index, which measures US dollar-denominated, fixed-rate, nominal debt issued by the

US Treasury. IG corporates as represented by Bloomberg Corporate Bond Index, which measures the performance of investment grade, USD-

denominated, fixed-rate, taxable corporate bond market securities. Agency MBS as represented by Bloomberg Securitized — US MBS Index, which
is an unmanaged index composed of fixed income security mortgage pools sponsored by GNMA, FNMA and FHLMC, including GNMA Graduated
Payment Mortgages. CMBS as represented by Bloomberg Securitized - CMBS Index, which measures the market of US agency and US non-agency
conduit and fusion CMBS deals with a minimum current deal size of $300 million. HY corporates as represented by Bloomberg US Corporate High
Yield: 2% Issuer Cap Index, which is an unmanaged index that measures the performance of fixed income securities generally representative of
corporate bonds rated below investment grade. Global (ex-US) Treasuries as represented by Bloomberg Global Treasury Ex-US Index, Unhedged,
which is a subset of the flagship Global Treasury Index that does not have any exposure to US debt. EM sovereign (USD) as represented by JP
Morgan EMBI Global Diversified Index, which is a uniquely weighted version of the EMBI Global, limiting the weights of index countries with larger
debt stocks by including only specified portions of these countries’ eligible current face amounts of debt outstanding; EMBI Global measures the
performance of USD-denominated emerging market sovereign/quasi-sovereign bonds and uses a traditional, cap-weighted method for country
allocation. EM sovereign (local currency) as represented by JP Morgan GBI-EM Global Diversified Index (Tax-Adjusted USD Return); the GBI-EM
series, launched in June 2005, was the first comprehensive global emerging markets index of EM local government bond debt.



US INVESTMENT GRADE BONDS: STEADY AMID TRADE TURBULENCE

Past performance does not guarantee future results. This market insight has been prepared by Voya Investment Management for informational
purposes. Nothing contained herein should be construed as (i) an offer to sell or solicitation of an offer to buy any security or (ii) a recommendation
as to the advisability of investing in, purchasing or selling any security. Any opinions expressed herein reflect our judgment and are subject to change.
Certain statements contained herein may represent future expectations or other forward-looking statements that are based on management’s
current views and assumptions and involve known and unknown risks and uncertainties that could cause actual results, performance or events to
differ materially from those expressed or implied in such statements. Actual results, performance or events may differ materially from those in such
statements due to, without limitation, (1) general economic conditions, (2) performance of financial markets, (3) interest rate levels, (4) increasing
levels of loan defaults, (5) changes in laws and regulations, and (6) changes in the policies of governments and/or regulatory authorities. The
opinions, views and information expressed in this commentary regarding holdings are subject to change without notice. The information provided
regarding holdings is not a recommendation to buy or sell any security. Fund holdings are fluid and are subject to daily change based on market
conditions and other factors.

Canada: Voya Investment Management Co. LLC (“Voya IM”) is relying on an exemption from the adviser registration requirement contained in
section 8.26 of NI 31-103 in the provinces of Ontario, Québec and Nova Scotia. Please note that: (i) Voya IM is not registered in Ontario, Québec or
Nova Scotia to act as an adviser, (ii) Voya IM’s principal place of business is located in the City of New York, NY, USA, (iii) all or substantially all of
Voya IM’s assets may be situated outside of Canada, (iv) there may be difficulty enforcing legal rights against Voya IM because of the above, and (v)
Voya IM has appointed McMillan LLP as agent for service of process in Ontario (c/o Leila Rafi, Brookfield Place, 181 Bay Street, Suite 4400, Toronto,
Ontario M5J 2T3) and Québec (c/o Enda Wong, 1000 Sherbrooke Street West, Suite 2700, Montreal, Québec H3A 3G4) and Stewart McKelvey as
agent for service of process in Nova Scotia (c/o Marc Reardon, Queen’s Marque, 600-1741 Lower Water Street, Halifax, Nova Scotia B3J 0J2).

Investing involves risk. The value of an investment and the income from it will fluctuate and investors may not get back the principal invested. Past
performance is not indicative of future performance. This is a marketing communication. It is for informational purposes only. This document does
not constitute investment advice or a recommendation to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of
an offer to buy any security. The statements contained herein may include statements of future expectations and other forward-looking statements
that are based on management’s current views and assumptions and involve known and unknown risks and uncertainties that could cause actual
results, performance or events to differ materially from those expressed or implied in such statements. We assume no obligation to update any
forward-looking statement. 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. Certain data used are derived from various sources believed to be reliable, but the accuracy or
completeness of the data is not guaranteed and no liability is assumed for any direct or consequential losses arising from their use. The duplication,
publication, extraction or transmission of the contents, irrespective of the form, is not permitted. This material has not been reviewed by any
regulatory authorities. In mainland Chinag, it is for Qualified Domestic Institutional Investors scheme pursuant to applicable rules and regulations
and is for information purpose only. This document does not constitute a public offer by virtue of Act Number 26.831 of the Argentine Republic

and General Resolution No. 622/2013 of the NSC. This communication’s sole purpose is to inform and does not under any circumstance constitute
promotion or publicity of Allianz Global Investors products and/or services in Colombia or to Colombian residents pursuant to part 4 of Decree 2555
of 2010. This communication does not in any way aim to directly or indirectly initiate the purchase of a product or the provision of a service offered
by Allianz Global Investors. Via reception of this document, each resident in Colombia acknowledges and accepts to have contacted Allianz Global
Investors via their own initiative and that the communication under no circumstances arises from any promotional or marketing activities carried
out by Allianz Global Investors. Colombian residents accept that accessing any type of social network page of Allianz Global Investors is done
under their own responsibility and initiative and are aware that they may access specific information on the products and services of Allianz Global
Investors. This communication is strictly private and confidential and may not be reproduced, except for the case of explicit permission by Allianz
Global Investors. This communication does not constitute a public offer of securities in Colombia pursuant to the public offer regulation set forth in
Decree 2555 of 2010. This communication and the information provided herein should not be considered a solicitation or an offer by Allianz Global
Investors or its affiliates to provide any financial products in Brazil, Panama, Peru, and Uruguay. 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. AllianzGI AP is licensed
and regulated by Hong Kong Securities and Futures Commission under Hong Kong laws, which differ from Australian laws. This document is being
distributed by the following Allianz Global Investors companies: Allianz Global Investors GmbH, an investment company in Germany, authorized

by the German Bundesanstalt fir Finanzdienstleistungsaufsicht (BaFin); Allianz Global Investors (Schweiz) AG; Allianz Global Investors UK Limited,
authorized and regulated by the Financial Conduct Authority; 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 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).

August 2025 DG-CA/SH



