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Riding the bumps in credit markets

Euro-denominated credit performed well in the first half of 2026
in the face of elevated macro risks, with subordinated financials
and sub-investment grade CLOs posting some of the strongest
returns across the sector year-to-date (YTD) after outperforming
other segments in 2025.

Returns have not come without volatility, however, with the US-
Iran war repricing rate expectations, pressuring government bond
yields, and driving periods of credit spread widening as the market
priced in the potential for slower growth. While credit spreads
have rebounded towards all-time lows, interest rate expectations
remain elevated and a number of hikes from developed market
central banks this year are now seen as likely.

We view these hikes, if they do happen, as mid-cycle adjustments
rather than the start of a hiking cycle. While inflation remains
above target and relatively sticky, inflation expectations remain
anchored and wage growth in the Eurozone is hovering around
levels that are consistent with inflation at 2%. Growth has been
resilient, as have labour markets, and as the geopolitical risks
dissipate, we would expect oil volatility to decline.

This sets the stage, in our opinion, for a summer grind tighter in
credit markets. But with macro risks still elevated and spreads
on the tighter end of historical averages, active management
of portfolios is key, both from a top-down and bottom-up
perspective.

Digging into euro credit returns this year in more detail, we can
point to several interesting trends.

Key takeaways

e Credit assets generally performed well in the first of half
of 2026, despite periodic volatility driven by the Iran war
and concerns about Al disruption and private credit.

o Despite broadly strong returns, credit quality has been
anotable factor in some asset classes, which for us
underscores the importance of credit selection in a tight
spread environment.

e \We see potential for credit spreads to grind even tighter
over the summer, but we stress the importance of dry
powder for taking advantage of any opportunities to lock
in higher yields.

First, and most obviously, returns have been positive despite the
instability in the Middle East and despite concerns around Al
disruption and private credit. Second, spread risk has been (and we
think will continue to be) preferable to duration risk. But third, the
type of spread risk you are taking matters hugely to returns. BB
rated highyield (HY) bonds have outperformed single-B rated HY
on atotal return basis, while BB CLOs have outperformed single-B
CLOs. Euro Additional Tier 1s (AT 1s), which are subordinated bonds
issued by mostly investment grade banks, have outperformed all
of the above. While CCC HY has beaten the lot, returning 4.2%,
we may take this with a heavy pinch of salt after last year’s -2.5%
return and given the small size of the index (42 issuers).
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Credit market performance
Total return YTD (%) Total return last 30 days (%) Yield (%) Duration (yrs) gty
EURIG 0.60 -0.44 3.63 4.45 ‘ , Gordon Shannon
GBPIG 0.04 0.60 5.61 5.61 T S AL O
- - ’ ’ Investment Grade, industry
USIG 0.32 -0.58 5.29 6.36 experience since 2007.
EUR HY 1.90 0.24 5.40 2.90
GBP HY 3.07 0.35 8.37 279
US HY 2.08 0.14 7.09 2.99 .
George Curtis
EM HY 4.13 -0.20 7.40 3.90 Partner. Portfolio
Euro Senior Banks 0.66 -0.38 3.50 3.75 Management, industry
experience since 2012.
[e(e]ele] 2.84 0.48 5.89 3.70
Past performance is not a reliable indicator of current or future results. Included for illustrative purposes
only. Shown in local currency terms. It is not possible to invest directly into an index and they will not be
actively managed. Source: Bloomberg,
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Exhibit 1: Euro credit has shrugged off periodic spread volatility in H1
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The YTD returns shown above in many ways depict the story we
have told investors about investing in credit in current conditions
(and indeed last year). We have strongly believed that credit risk
has been preferable to rates risk (duration) given high all-in yields
and what we have viewed as solid corporate and banking sector
fundamentals. We also believe that investing across the credit
spectrum, including in securitised assets such as CLOs and
subordinated financials such as AT 1s, can help to maximise risk-
adjusted returns through the cycle. Of course, the goal is generally
to seek attractive with spreads while minimising defaults, as missing
the “accidents” can be key to generating excess returns given the
inherent negative convexity in credit.

We can take some inspiration from our colleagues in Switzerland,
who have recently dusted off their mountain bikes after a cold and
snowy winter, to describe the process of investing in credit in the
current environment of tight spreads.

The yield on credit is the bike's suspension. More yield equals
higher credit breakeven (the level of negative price performance
required to wipe out the yield over a year), which equals an
increased ability to weather the lumps and bumps of the road.

The overall credit risk in the portfolio is the speed you are riding.
Faster speeds might be better in the short term but can be worse
and more dangerous over the medium term (i.e. more difficult to
control when it gets even bumpier). The route you are taking is your
concentration. A smaller, narrower path leaves less margin for error.
From what? A credit default, the equivalent of flipping over your
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handlebars. It makes sense to diversify and have multiple riders in
your team but having one crash is always costly.

In this environment, when spread suspension is already
compressed, we want to proceed cautiously and down lines that
offer multiple exit routes. We want all our riders to make it to the
finish line, so our credit selection process is focused on identifying
companies that we believe are better equipped to ride out the
bumpier sections. In practical terms, for us this means focusing on
CLOs with clean pools from managers with strong track records, in
vintages that we believe offer attractive relative value.

It also means favouring national champion banks and insurers

in Europe rather than smaller challenger banks, given limited
dispersion across the sector. In the corporate space we generally
like strong cashflow durability, revenue visibility, and sub-50% loan-
to-value paper. In all cases we want conviction in being able to hold
positions through the bumps (or worse) that the market provides.

Metaphor over, the last point we would make is on the importance
of dry powder, both from a top-down perspective and a bottom-up
perspective. We see periodic spread volatility as both inevitable and
healthy, so maintaining sufficient liquidity in a portfolio to be able

to take advantage of those periods means the potential to lock in
higher yields to the benefit of future returns.

Let’s see what the second half of 2026 brings for fixed income
managers. Happy riding.

4 N\
Rates dashboard
Change (bp) Change (bp)
Market
Current % iw im YTD projection Current % 1w im YTD
A A © 2 72 end-2026 3.96 2 7 91
US Treasury 10yr 4.59 0 14 42 Base rate
3.75%
30yr 5.12 1 22 27 end-2027 4.00 -13 0 85
2 4.39 4 B 65 end-2026 418 3 6 84
" Base rate
UK Gilt 10yr 5.02 4 18 54 3750%
30yr 5.73 5 19 53 end-2027 4.30 9 17 80
2 Bz 2 B LS end-2026 262 3 6 68
Base rate
German Bund 10yr 3.15 4 16 30 2.25%
30yr 3.66 4 12 18 end-2027 2.75 10 12 85
Indicative market indices, data as at 21 July 2026. Past performance is not a reliable indicator of current or future results. Included for illustrative purposes only.
Shown in local currency terms. It is not possible to invest directly into an index and they will not be actively managed. Source: Bloomberg, TwentyFour.
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Important information

The views and positioning expressed represent the opinions and positioning of
TwentyFour as at 14 July 2026, they may change, and may also not be shared by other
members of the Vontobel Group (collectively “Vontobel”) or reflect their positioning.
The analysis is based on publicly available information as of the date above and is

for informational purposes only and should not be construed as investment advice

or a personal recommendation. References to holdings and/or other companies for
illustrative purposes only and should not be considered a recommendation to buy, hold,
or sell any security discussed herein.

This article does NOT express any political views or endorsements, but rather aims

to objectively analyse the economic factors and implications. The analysis is based on
publicly available information as of the date above and is for informational purposes
only and should not be construed as investment advice or a personal recommendation.
References to holdings and/or other companies for illustrative purposes only and
should not be considered a recommendation to buy, hold, or sell any security discussed
herein.

Any projections, forecasts or estimates contained herein are based on a variety of
estimates and assumptions. Market expectations and forward-looking statements

are opinion, they are not guaranteed and are subject to change. There can be no
assurance that estimates or assumptions regarding future financial performance of
countries, markets and/or investments will prove accurate, and actual results may
differ materially. The inclusion of projections or forecasts should not be regarded as
an indication that TwentyFour or the Vontobel Group considers the projections or
forecasts to be reliable predictors of future events, and they should not be relied upon
as such. We reserve the right to make changes and corrections to the information and
opinions expressed herein at any time, without notice.

Past performance is not a guarantee of future results. Diversification does not
assure a profit or protect against loss in declining markets. Investing involves risk,
including possible loss of principal. Value and income received are not guaranteed
and one may get back less than originally invested. TwentyFour, the Vontobel Group,
its affiliates and the individuals associated therewith may (in various capacities) have
positions or deal in securities (or related derivatives) identical or similar to those
described herein.

The index data referenced herein is the property of Merrill Lynch, Pierce, Fenner &
Smith Incorporated (BofAML) and/or its licensors and has been licensed for use by
Vontobel. BofAML and its licensors accept no liability in connection with its use. Index
comparisons are provided for informational purposes only and should not be used as
the basis for making an investment decision. It is not possible to invest directly in an
index and they are not actively managed.

Source: Bloomberg. BLOOMBERG® is a trademark and service mark of Bloomberg
Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg does not approve
or endorse this material, or guarantees the accuracy or completeness of any
information herein, or makes any warranty, express or implied, as to the results to be
obtained therefrom and, to the maximum extent allowed by law, neither shall have any
liability or responsibility for injury or damages arising in connection therewith. This
marketing document was produced and approved by TwentyFour Asset Management
LLP (“TwentyFour”), a company of the Vontobel Group (collectively “Vontobel”) for
professional/institutional investors only.

The information contained in this document is not intended for distribution to or use
by any person or legal entity in any jurisdiction or country in which such distribution or
use would violate any valid law or regulation or would require Vontobel or its affiliates
to register within that jurisdiction or country. Vontobel makes no assurances that

the information contained in this document is suitable for use at all locations or by all
viewers.

This document does not in any jurisdiction constitute, directly or indirectly, a
recommendation, offer or solicitation to the public or anyone else to subscribe to,
purchase, hold or sell a financial instrument and is not to be construed accordingly.

This document is a general communication. It is not independent and was prepared
exclusively for informational and educational purposes. The information and opinions
contained in this document (jointly “information”) are not to be taken as forecasts,
research, recommendations or investment advice, are not intended to predict actual
results and no assurances are given with respect thereto. Certain information herein
is based upon forward-looking statements, information and opinions, including
descriptions of anticipated market changes and expectations of future activity of
countries, markets and/or investments. We believe such statements, information,

and opinions are based upon reasonable estimates and assumptions. Actual events or
results may differ materially and, as such, undue reliance should not be placed on such
forward-looking information. All forecasts, forward-looking statements and estimates
contained in this document are speculative. Various risks and uncertainties mean

that it cannot be guaranteed that the estimates or assumptions made will prove to be
correct and actual events and results may differ significantly from those presented or
expected in this document. The opinions expressed in this document may change as a
result of market, economic and other conditions. Information in this document should
not be interpreted as a recommendation but as an illustration of general economic
issues. Please note that past performance is not a reliable indicator of current or future
performance and that forecasts are essentially limited and must not be used as an
indicator for future performance.

All information in this document is provided on the basis of knowledge and/or the
evaluation of the market at the time of preparing the document or at the time stated

in the document without making any express or implicit representations or warranties
of any kind. However such information can become void or change as a result of
subsequent political or market events or for other reasons. Vontobel reserves the right
to make changes and corrections to the information and opinions expressed herein

at any time, without notice, but is under no obligation to do so. Viewers bear sole
responsibility for decisions made on the basis of information in this document. They
must not rely on information in this document when making an investment decision or
any other decision.

This document was not prepared on the basis of individual investor relations.
Nothing in this document constitutes advice regarding taxes, accounting, regulation,
law, insurance, investments or any other form of advice regarding subscribing to,
purchasing, holding or selling securities or other financial instruments, making
transactions or following particular investment strategies.

Vontobel is not liable for any direct or indirect losses or damage that result from the
information available in this document, including but not limited to loss of earnings, or
for any losses or damage incurred as a direct or indirect result of the use of information
contained in the document.

Vontobel releases itself, insofar as is possible under the applicable law, from any liability
for direct or indirect damage or losses resulting from the information provided here or
from the absence of information. Although Vontobel believes that the information in
this document was compiled with all due care, Vontobel makes no express or implicit
guarantee of the accuracy or completeness or the information, text, figures or other
elements included in this document. The document should not be used as a reliable
basis for decisions. Vontobel accepts no liability in this regard.

The information included in this document does not constitute a contractual
relationship between the provider of this information and the viewers of this document
and is not to be interpreted as such.

All aspects of this document are the copyrighted property of Vontobel or third parties.
Information in this document is intended for your personal, not commercial, use.

Vontobel, members of the management team or employees may have invested in the
past or currently invest in financial instruments about which information or opinions
are included in this document, or they may invest in these instruments in future.
Vontobel may also have provided services in the past, may currently provide services or
may provide services in the future for issuers of these financial instruments, including
for example. corporate finance or market making services. It is also possible that
employees or members of the management team at Vontobel have in the past exercised
certain functions for the issuers of these financial issuers (e.g. work as member of

the management team), or that they exercise these currently or will do so in future.
Vontobel, employees or members of the management team could therefore have a
personal interest in the future performance of financial instruments.

Distribution to U.S. Persons (as defined in Regulation S under the Securities Act of
1933) by TwentyFour Asset Management (US) LP (“TwentyFour US”), TwentyFour
Asset Management LLP (“TwentyFour”), and Vontobel Asset Management, Inc.
(“VAMUS"). TwentyFour US, TwentyFour and VAMUS are registered as investment
advisers with the U.S. Securities and Exchange Commission (SEC) in accordance with
the current version of the 1940 U.S. Investment Advisers Act. Registration as an
investment adviser with the SEC does not presuppose a particular level of skills or
expertise. TwentyFour Asset Management LLP is registered in England No. OC335015
and is authorised and regulated in the UK by the Financial Conduct Authority, FRN

No. 481888. Registered Office: 8th Floor, The Monument Building, 11 Monument
Street, London, EC3R 8AF United Kingdom. TwentyFour Asset Management (US) LP
Registered Office: 66 Hudson Boulevard, 34th Floor, Suite 3401, New York, NY 10001
USA. TwentyFour US is a wholly-owned subsidiary of TwentyFour Asset Management
LLP.VAMUS is a wholly-owned subsidiary of Vontobel Holding AG, Zurich, Switzerland.
Copyright TwentyFour Asset Management LLP, 2025 (all rights reserved).

Canada: Information herein is provided for use with permitted clients / institutional
investors only. Vontobel operates in Canada in connection with our investment and
business activity pursuant to the following: Vontobel Asset Management Inc. relies

on the International Adviser Exemption in the provinces of Alberta, British Columbia,
Saskatchewan, Ontario and Quebec and the Investment Fund Manager Exemption in
Ontario and Quebec. Vontobel Asset Management AG relies on the Investment Fund
Manager Exemption in the provinces of Ontario and Quebec. TwentyFour relies on the
International Adviser, International Dealer and Investment Fund Manager Exemptions
in the province of Ontario.

For US Offshore and LatAm: Information herein prepared and approved for
institutional / professional investors and approved for use in certain jurisdictions

only. Vontobel offers a variety of products and services intended solely for qualified
investors from certain countries or regions. Your country of legal residence will
determine the products or services that are available to you. Information herein should
not be considered a solicitation or offering for the sale of any investment product

or service to any person in any jurisdiction where such solicitation or offer would be
unlawful or prohibited. Furthermore, this information is not intended for use in any
jurisdiction which would subject Vontobel and/or TwentyFour to any registration,
licensing or other authorization requirement within such jurisdiction or country.

In Mexico: None of the funds managed by TwentyFour have been, and are not expected
to be, registered in the National Registry of Securities maintained by the National
Banking and Securities Commission (‘CNBV”), and therefore may not be offered or
sold publicly in Mexico. The funds managed by TwentyFour may only be offered or sold
to qualified and institutional investors in Mexico, pursuant to the private placement
exemption set forth under Article 8 of the Mexican Securities Market Law as part

of a private offer. Australia & New Zealand: Vontobel is represented in Australia by
Vontobel Asset Management Australia Pty Limited (ABN 80 167 015 698), which is the
holder of Australian Financial Services Licence number 453140 (“Vontobel Australia”).
Vontobel and Vontobel Australia are also an Overseas Financial Adviser in the meaning
of the Financial Advisers Act 2008 of New Zealand (‘FAA"). Neither Vontobel Australia
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nor any other member of the Vontobel Group has a presence in New Zealand. Hong
Kong: The content of this document was not reviewed or approved by any regulatory
body in Hong Kong, including the Securities and Futures Commission in

Hong Kong. This document has been approved for use in Hong Kong by Vontobel
(Hong Kong) Limited, a corporation licensed by the Securities and Futures Commission.
You are therefore advised to exercise caution and, in the event of doubt regarding

the contents, to seek independent professional advice. Singapore: This document has
not been reviewed by the Monetary Authority of Singapore. This document should

not be considered as a solicitation to the general public or a member of the general
publicin Singapore to subscribe to or purchase financial instruments, either directly or
indirectly.

Japan: this material has been approved and is distributed by Vontobel Asset
Management Pte. Ltd. (Financial Instruments Business Operator conducting
Investment Advisory and Agency Business) (Director of Kanto Local Finance Bureau
(Kinsho) No. 3214) in order to provide general information only, and is not intended as
a solicitation for the purchase or sale of any financial instruments, or as a solicitation for
an investment management or investment advisory relationship. This document is to be
used solely by your company for the purpose of research and informational purposes,
and may not be copied, reproduced, used for unrelated purposes or provided

outside your company without our company’s consent. Although this document has
been prepared based on information that we believe to be reliable, we do not warrant
its accuracy or reliability. The information and data presented here are as of the date
of preparation of this document. The historical performance and wording of this
material do not warrant or imply any future operating results. Past performance is not
a predictor of future performance or results. All rights and obligations relating to the
information in this material belong to the information provider, and the content may
be varied or modified without notice for any reason determined by the information
provider. Any investment or other judgment based on the information in this material
shall be made at the sole responsibility of the reader, and neither Vontobel Asset
Management Pte. Ltd. nor any other information provider shall be held liable in any way
for any loss caused by the information in this material.
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