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2026 Outlook: Fixed Income

Perspectives from the Impax Fixed Income team

. This material provides general information only and does not constitute investment
Impaxam.Com advice or a recommendation. Forward-looking statements are not guarantees of
future performance. Actual results may differ.




Fixed income outlook

The resilience that global fixed income markets exhibited in 2025
looks set to continue into 2026.

A relatively stable macroeconomic environment should help underpin risk assets. The US economy

enters 2026 with above-trend growth expectations, supported by expansionary fiscal policy, continued
investment in artificial intelligence (Al) related infrastructure and the prospect of two or three additional
interest rate cuts, bringing the policy rate towards 3.25% by mid-year and concluding the final phase of the
easing cycle that began in late 2025. Lower mortgage rates should underpin the real estate market while
corporate earnings are expected to remain robust. Against this, slowing labour markets and sticky inflation
will continue to weigh on the US consumer. Meanwhile companies will look closely at potential efficiency
savings through the use of Al, which further clouds the employment outlook.

European growth meanwhile should remain stable in 2026, with Germany’s push for additional
infrastructure and defence spending offsetting the ongoing challenges facing its automotive industry. The
Eurozone benefits from the lower interest rate environment, but the need for budgetary consolidation in
many countries (including the UK, too) limits potential for fiscal expansion.

Large fiscal deficits in countries such as the US, UK, France and Japan, together with high debt-to-GDP
ratios and worsening demographics, will increasingly be factored into long-term government bond yields.
This is one of the drivers behind negative interest rate swap spreads. We recently made the case that
swaps now represent the risk-free rate as illustrated by selected high-quality corporates accessing the
market through government bond yields.

Cautious optimism for credit

We think credit markets will likely prove resilient in 2026, overall. We expect credit spreads to remain
rangebound, albeit with modest widening pressure in the near term due to rising issuance by the
technology sector to finance capital expenditure and an anticipated increase in borrowing related to
mergers and acquisitions (M&A).2* Given our views on the yield curve, we prefer shorter to intermediate
credit duration.

Increased supply of debt is likely to be seen not only in investment grade credit, but also across high yield
and leveraged loans. Against this backdrop, we generally favour more highly-rated credits, particularly in
high yield where single-name selection remains critical to generating competitive risk-adjusted returns.

Recent defaults in private credit appear to be idiosyncratic in nature but also serve to highlight the need
for stronger underwriting of credit risk. Notwithstanding the strength of the high yield market, the risk of
contagion cannot be entirely dismissed.

Credit investors - public and private alike - would do well to listen carefully to the warning and focus on
the fundamentals.

—_

Impax, October 2025: Five reasons why swaps should be the benchmark for US credit spreads - not Treasuries
2 Barbuscia, D., 21 November 2025: Jitters over Al spending set to grow as US tech giants flood bond market. Reuters
3  KPMG, 8 December 2025: M&A market expects clear upward trend in 2026
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Fixed income outlook (continued)

Recent defaults in private credit
appear to be idiosyncratic in nature
but also serve to highlight the need for
stronger underwriting. Credit investors
would do well to listen carefully

to the warning and focus on the
fundamentals.

Key convictions for credit in 2026

Short to intermediate duration:

¢ Lock in elevated corporate bond yields before further interest rate cuts

Quality over beta:
¢ Be rigorous in credit selection, especially in high yield, given tight spreads
¢ Keep duration and risk modest in technology on expected surge in supply

¢ Position in sectors that will benefit from a lower interest rate environment: financials
(larger diversified banks), telecommunications and property

¢ Favour securitised assets: collateralised loan obligations (CLOs), collateralised
mortgage obligations (CMOs) and collateralised mortgage-backed securities (CMBS)

Diversify globally:
¢ Look to exploit policy divergence and relative value across regions

¢ Assess relative value versus swaps and government bonds on a currency neutral basis

Sustainability matters:

¢ Sustain focus on issuer resilience and sustainability factors, which remain central to
credit risk assessment and opportunity identification

-
-
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Fixed income outlook (continued)

Past performance is not indicative of future returns.

Below, we share our perspectives on each of the main sub-asset classes that we
focus on within fixed income.

US investment grade

Resilient economic growth, decent earnings and strong technical factors buoyed US investment grade
credit in 2025. This was despite historically stretched valuations.

We do not anticipate that investment grade spreads will tighten materially in 2026. Instead, we believe
that it will be a ‘carry’ environment in which current yield is all-important.

Credit quality continues to remain strong within investment grade. Corporate balance sheets are healthy,
overall, but remain vigilant to the risks posed by potential re-leveraging of corporate balance sheets. With
higher issuance, technical factors could present a rising headwind in 2026.

Credit spreads continue to trade at historically tight levels...
Spread to worst by asset class (basis points)
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Source: Bloomberg data, 18 December 2025. ‘US High Yield’ = ICE BofA US High Yield Index. ‘Euro High Yield’
= |ICE BofA Euro High Yield Constrained Index. ‘Sterling High Yield’ = ICE BofA Sterling High Yield Index.
‘Emerging Market Corporate’ = JPMorgan Corporate Emerging Market Bond Index Broad Diversified. ‘US
Corporates’ = ICE BofA US Corporate Index. Indexes are unmanaged and not available for direct investment.
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Fixed income outlook (continued)

Past performance is not indicative of future returns.

Securitised products

It is our view that there are compelling relative value opportunities within securitised products as we look
into 2026.

Consumer credit performance is broadly stable, with loan delinquencies levelling off despite a ‘K-shaped’
recovery - characterised by divergent outcomes and prospects for high and low-income workers -

and weakness within the sub-prime segment. Mortgage credit benefits from resilient home prices and
tightened underwriting standards.

Overall, we favour adding exposure to residential credit and non-agency collateralised mortgage-backed
securities (CMBS) while maintaining high-quality duration exposure in agency MBS.

... but yields continue to provide a reasonable entry point
Yield to worst by asset class
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Source: Bloomberg data, 18 December 2025. ‘US High Yield’ = ICE BofA US High Yield Index. ‘Euro High Yield’
= ICE BofA Euro High Yield Constrained Index. ‘Sterling High Yield’ = ICE BofA Sterling High Yield Index.
‘Emerging Market Corporate’ = JPMorgan Corporate Emerging Market Bond Index Broad Diversified. ‘US
Corporates’ = ICE BofA US Corporate Index. Indexes are unmanaged and not available for direct investment.
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Fixed income outlook (continued)

US high yield

After a volatile but strong year for US high yield, low spreads continue to be offset by relatively high
absolute yields.

Looking into 2026, we remain on high alert for potential weakness emanating from private credit markets.
This notwithstanding, we remain comfortable with the larger, higher quality companies that the US high
yield universe offers, accompanied by greater transparency and liquidity.

European high yield

Positive economic growth, accommodative monetary and fiscal policy, and limited inflation all point to a
constructive macroeconomic outlook for European bond issuers in 2026.

In terms of company fundamentals, European high yield issuers do not face imminent refinancing needs.

Although spreads are tight, we think this can persist in a higher-quality market. Besides, all-in yields
remain elevated, providing investors with the prospect of reasonable returns from carry.

Emerging market credit

2025 was a volatile year for emerging market credit, primarily driven by uncertainties concerning trade
tariffs. We expect this to subside in 2026 as trade relations between the world’s two largest economies,
China and the US, show signs of de-escalation. Growth dynamics still appear favourable, particularly
outside of China.

Company fundamentals also continue to look robust: defaults are low and expected to stay below their
long-term historical average.” Corporate leverage is also low relative to previous periods - and is lower
than in developed markets.®

These strong fundamentals are reflected in tight spreads, which show limited room for further compression.

Labelled bonds

We expect issuance of labelled bonds to be flat globally in 2026, having fallen in the first three quarters of
2025 after years on an upward trajectory.®

The reversal stems from the US, where corporate issuance of labelled bonds has roughly halved in
2025.” There are few catalysts for this trend to reverse in the near term, given the current US political
environment and heightened regulatory scrutiny surrounding labelled issuance.

JPMorgan, November 2025: Emerging Market Credit Outlook & Strategy 2026

JPMorgan, November 2025: Emerging Market Credit Outlook & Strategy 2026

Sustainable Fitch, October 2025: Labelled Bond Issuance Slows Further, Transition and Nature Themes Gain
Barclays, November 2025: Global Outlook
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Important information

This material is intended for professional
investors only. It provides general information
only and does not constitute investment advice
or a recommendation.

This material is being provided for informational
purposes only. The material is not intended for
use by persons in jurisdictions which prohibit

or restrict the distribution of the material and in
certain countries, the material is provided upon
specific request. Under no circumstances should
the material, in whole or in part, be copied or
redistributed without consent from Impax. The
material does not constitute a distribution, an
offer, an invitation, recommendation or solicitation
to sell or buy any securities in any jurisdiction.

Impax Asset Management Group plc includes
Impax Asset Management Ltd, Impax Asset
Management (AIFM) Ltd., Impax Asset
Management Ireland Ltd, Impax Asset
Management LLC, Impax Asset Management
GmbH, and Impax Asset Management (Hong
Kong) Limited (together, “Impax”).

Impax Asset Management Ltd, Impax Asset
Management (AIFM) Ltd and Impax Asset
Management LLC are registered as investment
advisers with the U.S. Securities and Exchange
Commission (“SEC”), pursuant the Investment
Advisers Act of 1940 (“Advisers Act”). Registration
with the SEC does not imply a certain level of skill
or training.

Impax Asset Management Ltd & Impax Asset
Management (AIFM) are authorized and
regulated by the Financial Conduct Authority.
Impax Asset Management Ireland Ltd is
authorised and regulated by the Central Bank

of Ireland (Reference No: C186651). Impax Asset
Management GmbH is authorised and regulated
by the Federal Financial Supervisory Authority of
Germany (BaFin).

In the United Kingdom, this material is a financial
promotion and has been approved by Impax Asset
Management Limited.

The statements and opinions expressed are those
of the author, as of the date provided, and may
not reflect current views. While the author has

used reasonable efforts to obtain information

from reliable sources, we make no representations
or warranties as to the accuracy, reliability or
completeness of third-party information presented
herein. Any forward-looking statements or
forecasts are based on assumptions and actual
results are expected to vary. References to specific
securities are for illustrative purposes only and
should not be considered as a recommendation to
buy or sell. This material may not be relied upon
as constituting any form of investment advice and
prospective investors are advised to ensure that
they obtain appropriate independent professional
advice before making any investment decision.

Past performance does not guarantee future
results.

Nothing presented herein is intended to constitute
investment advice and no investment decision
should be made solely based on this information.
Nothing presented should be construed as a
recommendation to purchase or sell a particular
type of security or follow any investment
technique or strategy. Information presented
herein reflects Impax Asset Management’s views
at a particular time. Such views are to change at
any point and Impax Asset Management shall not
be obligated to provide any notice. Any forward-
looking statements or forecasts are based on
assumptions and actual results are expected to
vary. While Impax Asset Management has used
reasonable efforts to obtain information from
reliable sources, we make no representations

or warranties as to the accuracy, reliability or
completeness of thirdparty information presented
herein. No guarantee of investment performance
is being provided and no inference to the contrary
should be made.

Impax is trademark of Impax Asset Management
Group Plc. Impax is a registered trademark in the
EU, US, Hong Kong, and Australia. © Impax Asset
Management LLC, Impax Asset Management
Limited and/or Impax Asset Management (Ireland)
Limited. All rights reserved.
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