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Investment Objective 
 

The Fund aims at long-term income and lower volatility by investing in short duration high yield rated corporate debt 

securities of US bond markets in accordance with environmental and social characteristics. 

 

What Happened in December 
 

High yield bonds finished higher in December. The US Federal Reserve (Fed) cut its benchmark interest rate by 25 basis 

points (bps) to a range of 3.50-3.75%, while also updating its summary of economic projections for 2026 to show just one 

interest rate cut alongside higher real gross domestic product (GDP) growth. The resumption of economic data following 

the end of the government shutdown was mixed. Labour market indicators softened, while consumer spending and 

inflation metrics were stable. Against this backdrop, the 10-year US Treasury yield rose to 4.17% over the period.* 

 

The ICE BofA US High Yield Index returned +0.65% for the month, bringing full-year performance to +8.50%.* 

 

Credit-quality subsector returns for the month*: 

● BB rated bonds: +0.47%. 
● B rated bonds: +0.90%. 
● CCC rated bonds: +0.84%. 

 

Spreads narrowed to 281 bps from 292 bps, the average bond price rose to 98.06, and the market’s yield fell to 7.08%.* 

 

Industry performance was mostly higher with Gaming, Cable, and Autos outperforming, while Media, Retail, and 

Services underperformed. 

 

Trailing 12-month default rates finished the period at 1.88% (par) and 1.40% (issues).^ The upgrade/downgrade ratio 

rose to 1.1.^ 
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Monthly new issuance saw 27 issues priced, raising USD 21.8 billion in proceeds, bringing the full-year total to USD 332.0 

billion.^ High yield funds reported estimated net flows of +USD 1.1 billion.^ 

 

Portfolio Review 
 

Industries contributing the most to performance were Financial Services, Cable & Satellite TV, and Air Transportation. 

Within Financial Services, issuers in equipment leasing, mortgage services, and commercial finance drove performance. 

Multiple issues from a satellite television provider had a positive impact on performance in Cable & Satellite TV. 

Strength in Air Transportation was primarily attributable to a discount airline and a provider of private charter services.   

 

Retail and Metals/Mining Excluding Steel were the sole detractors from performance in the period. An ultra-luxury 

retailer was the largest detractor in Retail. Within Metals/Mining Excluding Steel, a coal mining issuer was the primary 

source of weakness.  

 

Liquidity remained in focus to pay distributions, meet redemptions and to take advantage of reinvestment opportunities. 

Transactions in the period included a new purchase in Commercial & Residential Mortgage Finance, and complete sells 

in Apparel Retail, Other Specialty Retail, and Broadcasting. 

 

Market Outlook  
 

2026 US economic growth could surpass that of 2025. Potential tailwinds include stimulus from the One Big Beautiful Bill 

Act (OBBBA – tax cuts/refunds and capital spending acceleration), foreign direct investment from overseas, continued 

monetary policy easing (including the recently announced asset purchase programme), and steady consumption. 

Reshoring activity, less regulation, expanding credit, and a rebound in consumer and business confidence are also 

potential drivers. Improvements in the housing and/or manufacturing sectors could aid growth as well. Key economic 

risks include heightened geopolitical tensions and elevated fiscal deficits globally. Additionally, if unemployment and/or 

inflation rise sharply, the odds of an economic slowdown increase. 

 

In an environment where changes in the labour market and prices are more muted, the Fed can continue to target a 

neutral policy position. Currently, market odds suggest additional interest rate cuts to a range of 3.00-3.25% – a level 

that is consistent with the Fed’s median, longer run projection of 3%. 

 

The US high yield market, yielding more than 7%**, offers equity-like returns but with less volatility. The asset class is 

expected to deliver another year of coupon-like returns in 2026. The market’s attractive total return potential is a 

function of its discount to face value and higher coupon, which also serves to cushion downside volatility. Credit 

fundamentals are stable, near-term refinancing obligations remain low, and management teams continue to exercise 

balance sheet discipline. Additionally, the market’s credit quality composition has improved. In this environment, new 

issuance is expected to remain steady, spreads can stay tight, and the default rate should continue to reside below the 

historical average. 

 

Longer-duration issues are the most likely to be impacted by high and volatile rates, but the overall high yield market 

should have a dampened response due to its larger coupon relative to other fixed income alternatives. As a result, US 

high yield bonds contribute from both a diversification and a relative performance perspective, offering a very 

compelling yield opportunity. 
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The strategy remains an attractive fixed income solution without taking excess credit risk, the shorter maturity puts 

securities first in line to repayment at par, and the strategy lessens price volatility that may be highly amplified in 

passively managed strategies. 
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Like us on Facebook Allianz Global Investors Singapore  

 
Connect on Linkedln Allianz Global Investors 

 Subscribe to YouTube channel Allianz Global Investors    

 
All data are sourced from Allianz Global Investors, S&P Dow Jones Indices and FactSet, dated 31 December 2025 unless 
otherwise stated. 
* Source: BofA Merrill Lynch, as at 31 December 2025 
^ Source: J.P. Morgan, as at 31 December 2025 
** Source: ICE Data Services, as at 31 December 2025 
 
Allianz Global Investors and Voya Investment Management entered into a long-term strategic partnership on 25 July 
2022, upon which the investment team transferred to Voya Investment Management. This did not materially change the 
composition of the team, the investment philosophy nor the investment process. Management Company: Allianz Global 
Investors GmbH. Delegated Manager: Voya Investment Management Co. LLC (“Voya IM”). 
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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