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FEATURING US growth has slowed, but recession fears have faded. Inflation is trending
toward central bank targets. The US labor market has softened, prompting
the Fed to resume rate cuts, which has led to declining US Treasury yields.
Global yield curves have steepened and spread sectors have outperformed.
Our portfolio positioning reflects a more cautious approach, as valuations
across asset classes are generally fully valued and opportunities are less
abundant than a year ago. We continue to focus on disciplined, fundamen-
Michael C. Buchanan, CFA tal, relative value investing, seeking pockets of opportunity in fixed-income
Chiefinvestment Officer while remaining mindful of technical and macroeconomic risks. In this en-
vironment, we favor selective, research-driven bond picking—especially in
CLOs, CMBS and local EM debt.

Global Economic Outlook
«  Eurozone growth has recently been boosted by trade and the front-loading of tariffs,
but these effects are seen as temporary, with risks remaining as unemployment rises in
Germany, and France faces industrial threats.

Catherine L. Matthews
Product Specialist

« The UKis experiencing continued softening in the labor market and wage growth, which
may create opportunities for investors in UK duration.

«  Competition from Chinese imports is accelerating in the eurozone, adding further pressure
to regional growth prospects.

- Emerging market (EM) economies are benefiting from attractive real yields and supportive
technical inflows, especially in local currency debt, while exposure to hard currency
sovereign and corporate spreads has been reduced.

US Economic Outlook

« US growth has slowed since the announcement of tariffs, but recession fears have
dissipated.

«  Thelabor market has softened, with the Federal Reserve (Fed) now more focused on
employment risks than inflation.

«  Wage growth, layoff rates, and job openings suggest normalization rather than outright
contraction.

« Unemployment is notably rising among 20-24-year-olds, possibly due to Al or other factors,
though the cause is still unclear.

« Theincome disparity is widening, with lower-income cohorts struggling more than others,
even as sectors like travel and hospitality show persistent strength.
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Inflation

Global inflation has generally trended toward central bank targets, with the ultimate
destination expected to be lower from current levels, despite recent disruptions from tariffs.

The ultimate destination for US inflation is expected to be lower from current levels over the
next several quarters.

Tariffs have been a significant driver of recent US inflation trends, with companies now
passing on higher costs to consumers and headline inflation potentially stalling or rising in
the near term.

Achieving the Fed's 2% inflation target may prove stubborn and take longer than
anticipated, but the overall trajectory for inflation is still expected to be downward.

Central Banks

The Fed and other major central banks have cut rates in response to slowing growth,
softening labor markets and inflation trending lower.

We expect central banks to lower policy rates further, with the Bank of Japan an outlier,
continuing to hike and normalize rates.

The Fed's focus has shifted from inflation to labor market risks, especially after recent
payroll revisions and signs of employment weakness.

Achieving further rate cuts may become more difficult and data-dependent as the gap
between current policy rates and long-term neutral rates narrows, particularly heading
into 2026.

Investment Themes

Investment-Grade Credit: Fundamentals remain strong, but accelerating M&A activity
presents mixed risks, including potential credit downgrades; close monitoring of covenants
is essential.

High-Yield Credit: Higher-quality issuance and a bias toward refinancing are positive
trends; M&A activity generally benefits high-yield, which also features stronger protections.

Private Credit: Stress signals are increasing, such as increased pay-in-kind interest
payments and rising defaults; lower-quality issuance is migrating to private credit,
warranting close monitoring.

Structured Products: Collateralized loan obligations (CLOs)and commercial mortgage-
backed securities (CMBS) offer relative value opportunities, supported by improving
underlying quality.

0&A Highlights

Government shutdowns have historically had limited market impact, with most lasting
fewer than five days. While the current shutdown could be longer, markets appear to be
taking itin stride.

There is risk both in the Fed delaying rate cuts and in cutting too quickly, and the Fed
remains highly data-dependent.

Fundamentals guide credit positioning, and spreads are consistent with supportive
fundamentals. Significantly tighter spreads are possible but not likely, so the focus remains
on incremental coupon and idiosyncratic opportunities.
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© Western Asset Management Company, LLC 2025. The information contained in these materials (“the materials”) is intended for the exclusive use of the designated recipient
(“the recipient”). This information is proprietary and confidential and may contain commercially sensitive information, and may not be copied, reproduced or republished, in
whole or in part, without the prior written consent of Western Asset Management Company (“Western Asset”).

Past performance does not predict future returns. These materials should not be deemed to be a prediction or projection of future performance.
These materials are intended for investment professionals including professional clients, eligible counterparties, and qualified or wholesale investors only.

These materials have been produced for illustrative and informational purposes only. These materials contain Western Asset's opinions and beliefs as of the date designated on
the materials; these views are subject to change and may not reflect real-time market developments and investment views.

Third party data may be used throughout the materials, and this data is believed to be accurate to the best of Western Asset’s knowledge at the time of publication, but cannot
be guaranteed. These materials may also contain strategy or product awards or rankings from independent third parties or industry publications which are based on unbiased
quantitative and/or qualitative information determined independently by each third party or publication. In some cases, Western Asset may subscribe to these third party’s
standard industry services or publications. These standard subscriptions and services are available to all asset managers and do not influence rankings or awards in any way.
Investment strategies or products discussed herein may involve a high degree of risk, including the loss of some or all capital. Investments in any products or strategies de-
scribed in these materials may be volatile, and investors should have the financial ability and willingness to accept such risks.

Unless otherwise noted, investment performance contained in these materials is reflective of a strategy composite. All other strategy data and information included in these
materials reflects a representative portfolio which is an account in the composite that Western Asset believes most closely reflects the current portfolio management style of
the strategy. Performance is not a consideration in the selection of the representative portfolio. The characteristics of the representative portfolio shown may differ from other
accounts in the composite. Information regarding the representative portfolio and the other accounts in the composite are available upon request.

Statements in these materials should not be considered investment advice. References, either general or specific, to securities and/or issuers in the materials are for illustra-
tive purposes only and are not intended to be, and should not be interpreted as, recommendation to purchase or sell such securities. Employees and/or clients of Western Asset
may have a position in the securities or issuers mentioned.

These materials are not intended to provide, and should not be relied on for, accounting, legal, tax, investment or other advice. The recipient should consult its own counsel,
accountant, investment, tax, and any other advisers for this advice, including economic risks and merits, related to making an investment with Western Asset. The recipient is
responsible for observing the applicable laws and regulations of their country of residence.

Founded in 1971, Western Asset Management Company is a global fixed-income investment manager with offices in Pasadena, New York, London, Singapore, Tokyo, Melbourne,
Sao Paulo, Hong Kong, and Zirich. Western Asset is a wholly owned subsidiary of Franklin Resources, Inc. but operates autonomously. Western Asset is comprised of six legal
entities across the globe, each with distinct regional registrations: Western Asset Management Company, LLC, a registered Investment Adviser with the Securities and Ex-
change Commission; Western Asset Management Company Ltda. is regulated by Comissao de Valores Mobiliarios; Western Asset Management Company Pty Ltd ABN 41117 767
923 is the holder of the Australian Financial Services License 303160; Western Asset Management Company Pte. Ltd. Co. Reg. No. 200007692R is a holder of a Capital Markets
Services License for fund management and requlated by the Monetary Authority of Singapore; Western Asset Management Company Ltd, a registered Financial Instruments
Business Operator and regulated by the Financial Services Agency of Japan; and Western Asset Management Company Limited is authorised and regulated by the Financial
Conduct Authority (“FCA")(FRN 145930). This communication is intended for distribution to Professional Clients only if deemed to be a financial promotion in the UK as defined
by the FCA. This communication may also be intended for certain EEA countries where Western Asset has been granted permission to do so. For the current list of the approved
EEA countries please contact Western Asset at +44 (0)20 7422 3000.

For more information on Western Asset visit our website at www.westernasset.com
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