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Investment Objective 
 

The Fund aims at long-term capital growth and income by investing in global bond markets. 

 

What Happened in January 
 

2026 began with a relatively constructive tone in financial markets as the global fiscal and monetary policy backdrop 

helped to support risk sentiment, despite geopolitical uncertainty arising from US foreign policymaking in relation to 

Venezuela, Greenland and Iran. As expected, the US Federal Reserve (Fed) left the fed funds rate unchanged in the 

3.50-3.75% range given generally favourable US economic activity data and tentative signs of stabilisation in the labour 

market. Fed Chair Powell signalled that policy was well-positioned in the near-term as the Fed assesses incoming data, 

with Powell also reiterating an optimistic interpretation of the recent US inflation data, which he and the committee 

think leaves the door open for further rate cuts in 2026. Market focus also shifted to the announcement of the next Fed 

Chair given that Powell’s term ends in May this year. At the end of January, President Trump announced that he was 

nominating former Fed Governor Kevin Warsh to be the next Fed Chair, someone who has called for lowering the Fed 

funds rate over the last year – given his belief that the productivity gains from artificial intelligence (AI) are 

disinflationary – whilst also calling for a reduction in the size of the Fed’s balance sheet. The market reaction was 

relatively muted following the announcement, although the US dollar partially regained some of the ground it lost 

during the month. 

 

The global reflationary backdrop resulted in a rise in commodity and energy prices, with 10-year US Treasury yields 

ending the month 7 basis points (bps) higher at 4.24% and the US 5-year breakeven inflation rate rising to 2.56% (up 29 

bps). The US 7s30s yield curve was modestly flatter, ending the month at 86 bps (4 bps lower). In Europe, the economic 

data was broadly in line with recent European Central Bank’s (ECB’s) projections, which re-enforced market 

expectations that the ECB was unlikely to change the deposit rate (currently at 2%) over the coming months. 10-year 

Bund yields ended January at 2.84%, unchanged over the month. Elsewhere in Europe, 10-year UK Gilt yields ended the 

month at 4.52% (up 4 bps). Meanwhile, Japanese bond and foreign exchange (FX) volatility rose sharply as investors 
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assessed the impact of a more expansionary fiscal stance from the new Prime Minister Takaichi’s administration and a 

Bank of Japan (BoJ) that was still signalling a cautious approach to future rate hikes, despite rising inflation 

expectations. 10-year Japanese government bond (JGB) yields briefly touched 2.35% – their highest levels since the late 

1990’s – before ending the month at 2.24% (up 18 bps).  

 

In FX, the US dollar was once again in the spotlight as questions about US trade and monetary policy credibility 

resurfaced. On a trade weighted basis, the USD briefly touched its lowest levels since early 2022. Commodity-sensitive 

currencies were the best performers versus the USD in January – the top three G10 currencies being the NOK (+4.6%), 

NZD (+4.6%), and AUD (+4.4%). The Japanese yen, having touched its weakest level versus the USD since mid-2024, 

ended January up 1.3%. 

 

Portfolio Review and Strategy  
 

The drift higher in US Treasury yields challenged our US rates position in January. Within the month, we elected to sell 

30-year Treasuries and convert our long 2-year Treasury position into a 2s30s steepener. The trade added to 

performance in January, while our existing 7s30s steepener detracted amid the flattening over the month. Our allocation 

to select emerging markets (EM) local markets (Peru and Brazil), meanwhile, added to performance over the month, as 

did our allocation to 5-year US Treasury Inflation-Protected Securities (TIPS) given the widening in breakeven rates. 

 

Our short in 30-year US Treasuries against Spain and UK Gilts added value in January. Spanish bonds have performed 

well in recent months, so we elected to reduce the position size. Elsewhere, we booked profit on a long position in Italian 

rates. Our tactical overweight of 30-year BTPs versus 10-year Bunds added to performance within the month. 

Furthermore, we used the opportunity, when volatility in JGBs spiked, to enter a tactical 10s30s flattener in Japan which 

closed the month with flat performance. 

 

In currency markets, the move lower in the US dollar as US/European Union (EU) tensions resurfaced in relation to the 

Trump administration’s desire to acquire Greenland, benefitted our short USD theme. We decided to rotate our strategic 

short USD/KRW into a basket of short USD against longs in EUR, JPY and NOK. USD weakness presented an opportunity 

to book profit on our tactical long EUR versus USD trade within the month. 

 

In the Fund, being long NOK versus SEK added value in January. We also entered into a new tactical long NOK position 

funded out of CAD. Our long NZD and AUD positions, funded out of EUR and USD, respectively, saw strong performance 

over January amidst a broad commodity-led rally. Having met our profit targets, we closed the positions at a profit. 

 

In credit sectors, global investment grade corporate spreads tightened 4 bps in January, with slight outperformance 

from EUR (-5 bps) over USD (-4 bps) corporates. The Fund retained a moderate overall credit allocation given that 

fundamentals and technicals still remain supportive for the asset class. The credit allocation leans into higher quality 

tiers, with a bias to favour senior Financials and Utilities versus cyclical Industrials. Within European sovereigns, we 

favour Spain and Italy over Germany. 

 

In 2026, we think global economic growth is likely to be supported by the pro-growth monetary and fiscal policy setting 

in the major economies – the US, China and euro area. In the US, we expect at least trend-like economic growth given an 

easy fiscal and monetary policy stance and favourable financial conditions. We expect longer-dated US Treasuries to 

underperform given the monetary policy outlook, lingering medium-term inflation and fiscal concerns, and persistent 

fears about the erosion of Fed independence. We expect some differentiation in monetary policy cycles globally that 

results in greater variation across sovereign yield curves, while relative monetary policy outlooks and imbalances in the 

US economy are still a headwind for the US dollar through 2026. 
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All data are sourced from Bloomberg and Allianz Global Investors as of 31 January 2026 unless otherwise stated. 
 
The information presented here is intended for general circulation and does not constitute a recommendation to anyone; 
it also has not taken into account the specific investment objectives, financial situation or particular needs of any 
particular person. Information herein is based on sources we believe to be accurate and reliable as at the date it was 
made. We reserve the right to revise any information herein at any time without notice. No offer or solicitation to buy or 
sell securities and no investment advice or recommendation is made herein. In making investment decisions, investors 
should not rely solely on this publication but should seek independent professional advice. However, if you choose not to 
seek professional advice, you should consider the suitability of the product for yourself. Past performance of the fund 
manager(s) and the fund is not indicative of future performance. Prices of units in the Fund and the income from them, if 
any, may fall as well as rise and cannot be guaranteed. Distribution payments of the Fund, where applicable, may at the 
sole discretion of the Manager, be made out of either income and/or net capital gains or capital of the Fund. As a result of 
the payment, the Fund’s net asset value is expected to be immediately reduced. The dividend yields and payouts are not 
guaranteed and might change depending on the market conditions or at the Manager’s discretion; past payout yields 
and payments do not represent future payout yields and payments. Investment involves risks including the possible loss of 
principal amount invested and risks associated with investment in emerging and less developed markets. The Fund may 
invest in financial derivative instruments and/or structured products and be subject to various risks (including 
counterparty, liquidity, credit and market risks etc.). Investing in fixed income instruments (if applicable) may expose 
investors to various risks, including but not limited to creditworthiness, interest rate, liquidity and restricted flexibility risks. 
Changes to the economic environment and market conditions may affect these risks, resulting in an adverse effect to the 
value of the investment. During periods of rising nominal interest rates, the values of fixed income instruments (including 
short positions with respect to fixed income instruments) are generally expected to decline. Conversely, during periods of 
declining interest rates, the values are generally expected to rise. Liquidity risk may possibly delay or prevent account 
withdrawals or redemptions. Past performance, or any prediction, projection or forecast, is not indicative of future 
performance. Investors should read the Prospectus obtainable from Allianz Global Investors Singapore Limited or any of 
its appointed distributors for further details including the risk factors, before investing. 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 publication has not been reviewed by the Monetary Authority of Singapore 
(MAS). MAS authorization/recognition is not a recommendation or endorsement. The issuer of this publication is Allianz 
Global Investors Singapore Limited (79 Robinson Road, #09-03, Singapore 068897, Company Registration No. 
199907169Z). 
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