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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 March 
 

In March, risk sentiment deteriorated as the trade war rhetoric from the US administration intensified. Meanwhile, the US 

Federal Reserve (Fed) kept rates on hold, as expected, leaving the fed funds target range unchanged at 4.25%-4.50% for 

the second consecutive meeting. However, in its latest economic projections, the Fed downgraded its 2025 growth 

forecasts to 1.7% (from 2.1%), whilst raising its core personal consumption expenditures (PCE) inflation forecasts to 2.8% 

(from 2.5%) as the Fed increasingly factors in the impact of US tariff policy. Market sentiment on the US economic 

outlook in 2025 has shifted since the turn of the year given the trade and fiscal policy uncertainty from the new Trump 

administration, with US equity and credit markets beginning to price downside growth risks.  

 

In Europe, the market consensus at the start of the year was for another anaemic year for the euro area economy, with 

economic growth expected to be only fractionally higher than the 0.7% sub-trend growth achieved in 2024. However, the 

escalation of tensions between the US and Europe on security and trade policy have upended expectations about the 

future path of European fiscal policy. In fact, following the outcome of the German election, the future Christian 

Democratic Union/Christian Social Union – Social Democratic Party (CDU/CSU – SPD) coalition announced an 

agreement to pass an unprecedent fiscal package that includes higher public spending on defence and infrastructure. 

As a consequence, market sentiment has materially shifted on future European economic growth prospects. 

  

In the UK, the Bank of England (BoE) voted to keep rates on hold at 4.50%. UK economic activity remains weak, with the 

impact of the announced hikes in employers’ national insurance contributions, as well as global trade policy uncertainty, 

weighing on consumer and business sentiment. However, with consumer price index (CPI) inflation uncomfortably above 

its target, BoE seems to be taking a cautious approach to policy setting, even though it views many of the drivers of 

short-term inflation as temporary in nature. In its Spring statement, the government signalled that it would be sticking to 
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its fiscal rules by taking further corrective action to cut spending to fill the hole in the public finances. A government that 

remains firmly committed to its fiscal rules and the risks of an escalation of trade tensions between the US and Europe, 

increases the risk that the BoE could cut rates in 2025 more than is currently priced. 

  

In Japan, the Bank of Japan (BoJ) held the policy rate at 0.5% despite evidence that inflationary pressures continue to 

build in the economy. The wage-price cycle was reinforced in March with the county’s biggest labour union securing 5.5% 

wage increases – the largest since 1991. Currently, the market is pricing only one further BoJ rate hike this year from the 

current 0.5%. The risks of a further re-pricing higher remains, although much depends on the extent to which Japan gets 

entangled in the escalating trade wars. 

 

Portfolio Review and Strategy  
 

Directional duration positioning was a drag on performance in March as bond markets outside the US repriced rates 

higher on the back of the German fiscal news, with our modest long positioning in UK Gilts and Norwegian government 

bonds detracting. Ahead of the tariff announcements, we closed our tactical reduction in exposure to 7-10 year US 

Treasuries as well as the long position in Australian rates, keeping the headline duration footprint in the Fund 

unchanged. 

 

Our basket of curve steepeners performed well as significant term premium started to be priced into sovereign yield 

curves given the prospects of increased fiscal spending in Europe and higher inflation uncertainty in the US. We elected 

to book profit on our tactical German and US 5s30s expressions, reducing curve risk by circa 45% overall. We continued 

to be engaged in a US 7s30s steepener and in the Japanese 7s30s flattener. 

  

The German fiscal reset was also favourable to our UK/DE relative value (RV) trade, with the yield spread tightening up 

to 30 basis points (bps) intra-month. On the back of these moves, we elected to reduce our position by half. The trade did 

contribute significantly to overall performance in March. 

   

In foreign exchange (FX) markets, towards month-end, we decided to take profit on the long JPY versus THB position as 

a means to de-risk ahead of the April tariff announcements. The position registered a small drag in March but has 

performed well overall since being added to the Fund. Our short USD/AUD contributed positively at the margin in 

March, and our short US dollar versus Brazilian real also added positively to returns. 

 

In credit markets, global investment grade (IG) corporate spreads widened 7 bps in March, with the USD market 

noticeably underperforming EUR spreads as US sentiment continued to sour amidst increasing trade tensions and 

uncertainty. Spread risk (measured by weighted duration times spread (WDTS)) was maintained as a modest long 

footprint via allocations to IG corporates (sector focus on Financials, EUR reverse-yankee bonds, and US regulated 

Utilities). Overall, the impact of spread widening was contained, with spread positioning – which includes a position in 

Spanish 30-year sovereign spreads versus Germany – only detracting at the margin from returns. 

 

The market price action since the US tariff news reflects the rising downside growth risks globally, which would be re-

enforced if other countries apply retaliatory tariffs. US growth expectations for 2025 are being revised materially lower, 

with a rising probability of a US recession as consumers' real incomes are squeezed by rising inflation. From a monetary 

policy perspective, markets are re-pricing rate cut expectations globally, with the Fed now priced to cut rates more than 

three times in 2025. There has also been a re-pricing lower in policy rate cut expectations in other G10 markets. 

 

The re-assessment of US and global growth expectations continues to favour long duration positioning and curve 

steepeners. Bond market volatility is likely to remain elevated in the coming months, so we favour tactically trading 
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duration around our core views. We remain convicted in curve steepeners in the current macro and policy environment, 

but given recent market volatility, we may also look to tactically trade around this structural position. We have a bias to 

add FX risk in the short USD theme and actively assess opportunities to add. 
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All data are sourced from Bloomberg and Allianz Global Investors as of 31 March 2025 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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