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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 July 

 

In July, the fragile US-Iran ceasefire broke down, reigniting fears of an energy-driven inflation shock and prompting a 

fresh upward repricing of global rate expectations, even as major central banks opted to hold policy rates steady. Brent 

crude oil, having fallen to USD 73 per barrel at the end of June, briefly spiked above USD 100 per barrel before easing 

modestly towards month-end. On the monetary policy front, the July US Federal Reserve (Fed) meeting ended with the 

fed funds target range remaining unchanged at 3.50-3.75%, with little in the way of policy guidance. Three Fed officials 

dissented in favour of a rate hike. At the press conference, Fed Chair Warsh struck a dovish tone, emphasising the 

market-driven tightening in financial conditions while noting that inflation expectations remained anchored. Bond 

markets, however, were less convinced by the Fed's policy stance. 10-year US Treasury yields ended the month at 4.74% 

(up 27 basis points (bps)). 30-year US Treasury yields surged to 5.27%, their highest level since the early 2000s, as the 

long end of the curve bore the brunt of inflation and term-premium repricing. 

 

In the euro area, the European Central Bank (ECB) left its deposit rate unchanged at 2.25%, with President Lagarde 

maintaining a data-dependent stance. Nonetheless, the energy-driven inflation spike pushed Bund yields higher intra-

month, with 10-year Bund yields touching 3.21%, a 2-month high. Short-term interest rate markets continue to price a 

further ECB rate hike by year-end. In the UK, the Bank of England (BoE) voted to hold the bank rate at 3.75%, although 

Governor Bailey's comments pointing to easing domestic inflationary pressures triggered a modest rally in short-dated 

Gilts into month-end. Nonetheless, 2-year Gilt yields still ended the month at 4.40% (up 25 bps), while 10-year Gilt yields, 

having briefly touched a 2-month high, ended the month at 5.05% (up 29 bps). 

 

In Japan, the Bank of Japan (BoJ) held its policy rate at 1%, but delivered a notably hawkish shift in its communication, 

placing greater emphasis on upside inflation risks and, for the first time, highlighting the importance of preventing 
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underlying inflation from overshooting the 2% target. Governor Ueda reinforced this message, stating that the pace of 

rate hikes could accelerate, although he provided no guidance on the timing of future moves. 10-year Japanese 

government bond (JGB) yields ended the month at 2.79% (up 11 bps). However, the biggest surprise for markets was the 

return of Japanese yen intervention coordinated with the US Treasury after the JPY hit its lowest level versus the USD in 

40 years. The simultaneous engagement of Japanese and US authorities triggered a sharp rally in the yen, which ended 

the month 3.3% higher against the USD. The dollar also underperformed against the broader G10 complex, with the 

Norwegian krone (+4.6%) and New Zealand dollar (+3.6%) emerging as the strongest performers. 

 

Portfolio Review and Strategy  

 

The Fund’s duration exposure held across developed markets dragged in July as global rate expectations repriced 

higher in the month. Our long exposure to emerging markets (EM) local rates via Brazil was not immune to the move 

and also hurt performance. 

  

In active curve, our positions were mildly additive to performance, helped by the steepening of the US yield curve 

following the July Federal Open Market Committee (FOMC) meeting. In the month, we increased our steepening 

exposure in Germany, now holding 2s10s alongside our existing 2s30s expression. With the energy-price shock having 

synchronised global yield curves, we see growing scope for divergence given differing monetary policy reaction 

functions and positions in the economic cycle. 

 

Long exposure to US breakeven inflation added to performance, as energy prices settled higher over the month and as 

questions re-emerged over the Fed's credibility in meeting its inflation target. Elsewhere, our cross-market relative value 

basket had a broadly neutral impact, as gains in our overweight to Australian rates (versus Germany) offset losses in our 

UK and German rates positions against US Treasuries. We rebalanced the basket by trimming our underweight to 30-

year US Treasuries against German Bunds and rolling the remaining position from the 30-year into the 5-year part of the 

curve. 

 

In currency markets, the Japanese yen and Korean won were our strongest drivers of returns over the month. The yen, in 

particular, benefitted from concerted efforts to stabilise the currency in coordination with the US. The won drew support 

from flows linked to SK Hynix's US listing. Respecting the magnitude of the move and having hit our profit target, we 

elected to book profit on our long KRW versus THB trade. 

 

In Europe, our long in the Norwegian krone added to performance against a backdrop of rising energy prices. 

Elsewhere, short euro versus sterling continued to contribute positively.  

 

Our long basket of EM currencies delivered mixed results. Long BRL against AUD contributed positively, while our long 

ZAR versus USD trade detracted from returns after the South African Reserve Bank (SARB) failed to deliver the interest-

rate hike the market had expected. We elected to close our long ZAR exposure within July.  

 

In spread sectors, active positioning had a broadly neutral performance impact. Spread risk retained a moderate long 

positioning via allocations to investment grade (IG) corporates (sector focus on senior Financials and Utilities versus 

cyclical Industrials). Within European spreads, we favour European Union (EU) bonds over Germany given attractive 

valuations and stable net supply dynamics. 

 

Looking ahead, our base case is for a period of sub-trend global growth alongside a resilient, trend-like US economy, 

with inflation remaining above central bank targets – though the risk of a renewed inflation repricing has diminished. 

We continue to see persistent stagflation risks linked to developments in the Middle East, and believe central banks 
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need to remain alert to upside inflation risks. At the same time, higher bond yields and tighter financial conditions 

provide scope to assess incoming data over the summer months. 
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All data are sourced from Bloomberg and Allianz Global Investors as of 31 July 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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