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European High Yield

No signs of a Santa rally yet... but
2026 set to lift the spirits

What'’s happening?
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Source: Asset Swap Spreads changes MTD,
Bloomberg, BofA AXA IM, 30 November 2025.
Shown for illustrative purposes only and should not
be considered as an advice or a recommendation
for an investment strategy.

The performance of risky assets in November was largely dominated by repricing of
arate cut by the US Federal Reserve in December. The implied probability fell sharply
from an initial 68% to, at one point mid-month, less than 25% - before rising again
to 83%. The financial market uncertainty was higher than maybe seemed warranted,
with the biggest fall for the S&P500 since the Liberation Day turmoil in April, and the
VIX volatility index rising to its highest level since the same period. Ongoing fears
about a possible Al-bubble maybe played a part though, in the end, the S&P500 did
manage to eek out a positive return of +0.2% - marking a 7-month streak of
consecutive gains for the first since 2021.

With a more muted government bond market, the Eurostoxx600 outperformed. The
+1.0% gain was also driven by hopeful headlines around the cessation of hostilities
in Ukraine. The FTSE100 in the UK similarly rose +0.4%. The latest budget was
received more warmly than had been expected by both debt and equity markets.

European high yield ended the month just in positive territory — the total return
rounded to +0.1%. BBs and Bs were both fractionally in the black (with BBs a touch
weaker), though CCCs reversed some of their recent underperformance and gained
+0.7%. Slightly higher European government bond vyields, and very heavy supply
volumes, meant that the investment grade index underperformed, falling -0.2%.
Meanwhile, the ultimate repricing higher of the Fed rate-cut spurred US high yield
to a stronger month. It rose +0.3% (EUR-hedged).

As is to be expected at this late stage in the year, primary volumes began trailing off.
Still, we remain on track for the biggest year of gross supply since 2021 [source:
Deutsche Bank]. Issuers this month included Gatwick Airport (Transportation), David
Lloyd (Leisure) and Vivion (Real Estate).

(All sources: Bloomberg)
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Short duration strategy positioning and performance

e  QOur strategy achieved a total return of +0.12% (A EUR Gross) in November.
While slightly below recent monthly returns, we outperformed the broader

Sl M el S5 ch el market by 7bps and returns year-to-date stand at 4.24%, 4bps higher than the

Yield 4.16% , . -
fund’s YTW at the start of 2025. Our short duration stance helped mitigate the
Spread 197 . . .
Duration L impact of Fed repricing through November but reducing CCC exposure and
Average rating BB weakness in the Gaming, Tech, and Services sectors dragged on performance.
ESG score 6.4 e  The Gatwick deal mentioned above was accompanied by a call of our existing
Source: AXA IM as of 30 November 2025 holdings — we thus rolled our exposure into the new paper. We also

participated in the Vivion deal. Aside from maturities of bonds issued by Iron

Our Rating Positioning Mountain (Real Estate), Ocado (Services) and Picard (Retail), we reduced some

of our exposure to CABB, a smaller issuer in the Chemicals sector. Whilst the

BEE W company is generally well-run and is not overly indebted, the trends for the
e I whole industry in Europe continue to be very weak. And with bonds still priced
in the mid-90s, we felt that other, similar yielding names in sectors with fewer
B I structural challenges represented a better place to wait for a Chemicals
recover
ccc Y y
0% 20% 40% 60% One theme we’ve been watching

Source: AXA IM as of 30 November 2025 ' _‘ ] ! |

Our Sector Positioning

Automotive NN = % -3 &
Banking \1' e  One of the weakest parts of the European high yield market this year has
ind been the Chemicals subsector. Representing around 3.5% of the ICE BofA
Basic Industry - European High Yield Currency Index, it has fallen -3%.
Capital Goods NN =

e After acyclical peak in the aftermath of the Covid pandemicin 2021, the start

C Good = . L . .
onsumer Goods il of the war in Ukraine in 2022 raised energy costs and subdued demand in
Financial Services N = Europe. The industry has been awaiting a recovery ever since
I — . .
Healthcare e This now looks likely to be pushed out even further, a somewhat unexpected
Insurance 1 1‘ consequence of the US trade war. High tariffs on Chinese goods, as well as
Leisure N = government support for the sector, mean large quantities of chemicals are
Media mmm = being dumped into the European market
Real Estate HEEE — e  Struggling domestic producers have appealed to the European Commission
EC) for hel in th n f much action so far, contin ruggl
Retail 1\ (F)o elp but, .teabse ce of much action so far, continue to struggle
with very low margins
Services NN =
e  We prefer to retain a modest, highly selective exposure to the industry. We
Technology &... I = o . . . .
don't think it advisable to avoid it entirely - experience tells us that, when the
Telecommunicatio cycle turns, companies can quickly become very profitable. A though not our
Transportation I \1, base case for 2026, such a scenario could play out if both EC action and
Utility - = German fiscal stimulus come through quicker than expected
Cash \l, e But we prefer to concentrate our positions in the largest, most well-
capitalised businesses. We believe the risk in some of these credits, which
0% 5% 10% 15%

have large reserves of liquidity and ample experience in managing these

Source: AXA IM as of 30 November 2025 cyclical troughs, is already more than adequately priced - even if patience

looks likely to be needed
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European High Yield Market Valuation
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Outlook

After an October where European high yield fell 50bps in the first half of the month before unwinding it all in the second half,
we had a November... which did exactly the same thing! Though this time the price action was driven less by credit-specific
worries and more by general risk sentiment, as outlined above.

In a similar vein of repetition, and as our thoughts turn towards the outlook for 2026, it is very tempting to expect almost a
rerun of the performance from the last two calendar years. That is, of a year with returns driven very much by carry and,
therefore, broadly in-line with the current yield-to-worst (YTW) of 5.4%. This is what happened in 2024 (starting YTW of 6.6%;
total return of +8.8%) and 2025 (starting YTW of 5.8%; projected total return of +5.2%). If realised, and when added to 2023’s
+12.4% return, this would be the longest sequence of annual returns greater than 5% since the four years between 2003 and
2006.

The reasons for this expectation are also rather similar to the ones we gave a year ago. Whilst the macro outlook for Europe is
not stellar, low but positive growth is a perfectly decent environment for credit. Indeed, the very lack of overheating —and the
animal spirits, in the form of elevated M&A and LBO activity, which that can bring — remains helpful for the technicals and
fundamentals in our asset class. Clearly, valuations remain at the tighter end... though many people also said the same last
year. But, now as then, this is matched by a high-quality (70% BBs), short duration (2.9 years) European high yield market,
which limits downside risks and allows carry to dominate, this is doubly true for the fund which benefits from an investment-
grade allocation above 10% and a duration of less than 1.5 years. And focussing back on that technical: as long as yields
compare well to those on short-term government bonds, we would expect investor flows to more than match the current
subdued growth in the size of our market.

As mentioned, the combination of low growth and low interest rates is also a helpful environment for fundamentals and,
ultimately, default rates. As discussed a few times recently, there has been a clear increase in dispersion within European high
yield. Companies with unsustainable balance sheets, overwhelmingly concentrated in the weak single-B and CCC ratings
cohorts, have increasingly begun to see their bond prices reflecting as much. Still, these stories remain idiosyncratic. There are
no indications that we are due a more broad-based increase in default rates in the next 12 months.
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In fact, external risks are the main systemic threats that we envisage for European high yield in 2026. To name three: politics,
Al and private credit. But as in 2025, we see most of these emanating from the US and, also as in 2025, we consider the risk to
be small. Politics is noisy but corporates spent most of this year demonstrating their ability to carry-on despite worrying
headlines. And, whilst Al and private credit remain topical and are worth monitoring, we believe the risks to our market are
mainly as a part of the broader financial ecosystem — given it has no direct exposure to either.

Unsurprisingly, with an unchanged outlook our preferred positioning also remains the same. That is: a defensive core of BBs,
to generate a steady income, supplemented with some strong conviction, returns-boosting picks from lower down the ratings
spectrum. As mentioned above, the latter has shown increasing dispersion in recent months. This creates both opportunities
—to buy cheaply, good credits showing some temporary operating weaknesses — but also risks. And in a year which, we believe,
otherwise presents relatively few of the latter, we will remain particularly selective about adding to these.
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Past performance is not a guide to current or future performance, and any performance or return data displayed does not take into account commissions and
costs.

This document is for informational purposes only and does not constitute investment research or financial analysis relating to transactions in financial
instruments as per MIF Directive (2014/65/EU), nor does it constitute on the part of AXA Investment Managers or its affiliated companies an offer to buy or
sell any investments, products or services, and should not be considered as solicitation or investment, legal or tax advice, a recommendation for an investment
strategy or a personalized recommendation to buy or sell securities.

The products or strategies discussed in this document may not be registered nor available in your jurisdiction. Please check the countries of registration with
the asset manager, or on the web site https://www.axa-im.com/en/registration-map, where a fund registration map is available. Please note that the
management company reserves the right, at any time, to no longer market the product(s) mentioned in this communication in an European Union country by
notification to its authority of supervision in accordance with European passport rules.

In the event of dissatisfaction with the products or services, you have the right to make a complaint either with the marketer or directly with the management
company (more information on our complaints policy available in English here). You also have the right to take legal or extra-judicial action at any time if you
reside in one of the countries of the European Union. The European online dispute resolution platform allows you to enter a complaint form (by clicking here)
and informs you, depending on your jurisdiction, about your means of redress (by clicking here).

Due to its simplification, this document is partial and opinions, estimates and forecasts herein are subjective and subject to change without notice. There is no
guarantee forecasts made will come to pass. Data, figures, declarations, analysis, predictions and other information in this document is provided based on our
state of knowledge at the time of creation of this document. Whilst every care is taken, no representation or warranty (including liability towards third
parties), express or implied, is made as to the accuracy, reliability or completeness of the information contained herein. Reliance upon information in this
material is at the sole discretion of the recipient. This material does not contain sufficient information to support an investment decision.

Issued by AXA INVESTMENT MANAGERS PARIS, a company incorporated under the laws of France, having its registered office located at Tour Majunga, 6 place
de la Pyramide, 92800 Puteaux, registered with the Nanterre Trade and Companies Register under number 353 534 506, and a Portfolio Management Company,
holder of AMF approval no. GP 92-08, issued on 7 April 1992. In other jurisdictions, this document is issued by AXA Investment Managers SA’s affiliates in those
countries.

In Hong Kong, this document is issued by AXA Investment Managers Asia Limited (SFC License No. AAP809), which is authorized and regulated by Securities
and Futures Commission. This document is to be used only by persons defined as “professional investor” under Part 1 of Schedule 1 to the Securities and
Futures Ordinance (SFO) and other regulations, rules, guidelines or circulars which reference “professional investor” as defined under Part 1 of Schedule 1 to
the SFO. This document must not be relied upon by retail investors. Circulation must be restricted accordingly.

In Singapore, this document is issued by AXA Investment Managers Asia (Singapore) Ltd. (Registration No. 199001714W) and is intended for the use of
Institutional Investors only as defined in Section 4A of the Securities and Futures Act (Cap. 289) and must not be relied upon by retail investors. Circulation
must be restricted accordingly

For Japanese clients: AXA Investment Managers Japan Ltd., whose registered office and principal place of business is at NBF Platinum Tower 14F 1-17-3
Shirokane, Minato-ku, Tokyo 108-0072, Japan, which is registered with the Financial Services Agency of Japan under the number KANTOZAIMUKYOKUCHO
(KINSHO) 16, and is a member of Japan Securities Dealers Association, Type Il Financial Instrument Firms Association, Investment Trust Association of Japan
and Japan Investment Advisors Association to carry out the regulated activity of Financial Instrument Business under the Financial Instrument Exchange Law of
Japan. In Japan, none of the funds mentioned in this document are registered under the Financial Instrument Exchange Law of Japan or Act on Investment
Trusts and Investment Corporations. This document is purely for the information purpose for use by Qualified Institutional Investors defined by the Financial
Instrument Exchange Law of Japan.


https://www.axa-im.com/en/registration-map
https://www.axa-im.com/important-information/comments-and-complaints
https://ec.europa.eu/consumers/odr/main/index.cfm?event=main.home.chooseLanguage
https://ec.europa.eu/consumers/odr/main/?event=main.adr.show2
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In Taiwan, this document is issued by AXA Investment Managers Asia Limited (SFC License No. AAP809), which is authorized and regulated by Securities and
Futures Commission. This document and the information contained herein are intended for the use of professional or institutional investors and should not be
relied upon by retail investors. They have been prepared and issued for private informational and educational purposes only at the sole request of the
specified recipients, and not intended for general circulation. They are strictly confidential, and must not be reproduced, circulated, distributed, redistributed
or otherwise used, in whole or in part, in any way without the prior written consent of AXA IM Asia. They are not intended for distribution to any persons orin
any jurisdictions for which it is prohibited.

If any fund is highlighted in this communication (the “Fund”), its offering document or prospectus contains important information on selling restrictions and
risk factors, you should read them carefully before entering into any transaction. It is your responsibility to be aware of and to observe all applicable laws and
regulations of any relevant jurisdiction. AXA IM Asia does not intend to offer any Fund in any country where such offering is prohibited.

The offer, distribution, sale or re-sale of fund units/shares in Taiwan requires approval from and/or registration with Taiwanese regulatory authorities. To the
extent that any units/shares of the Funds are not so licensed or registered, such units/shares are made available in Taiwan on a private placement basis only to
banks, bills houses, trust enterprises, financial holding companies and other qualified entities or institutions (collectively, “Qualified Institutions”) and other
entities and individuals meeting specific criteria (“Other Qualified Investors”) pursuant to the private placement provisions of the Rules Governing Offshore
Funds. No other offer or sale of such units/shares in Taiwan is permitted. Taiwanese purchasers of such units/shares may not sell or otherwise dispose of their
holdings except by redemption, transfer to a Qualified Institution or Other Qualified Investor, transfer by operation of law or other means approved by the
Taiwan Financial Supervisory Commission.

For Malaysian investors: As the recognition by the Malaysian Securities Commission pursuant to Section 212 of the Malaysian Capital Markets and Services Act
2007 has not been / will not be obtained nor will this document be lodged or registered with the Malaysian Securities Commission, the shares referred to
hereunder (if any) are not being and will not be deemed to be issued, made available, offered for subscription or purchase in Malaysia and neither this
document nor any other document or other material in connection therewith should be distributed, caused to be distributed or circulated in Malaysia.

For Thailand investors: Nothing in this document shall constitute in any manner whatsoever a proposal to make available, offer for subscription or purchase or
to issue an invitation to purchase or subscribe for any securities in Thailand or a proposal to implement any of the foregoing in Thailand nor has this document
been approved by or registered with the Securities and Exchange Commission of Thailand (“SEC”). No person receiving a copy of this document may treat the
same as constituting an invitation or offer to him in Thailand and such person shall not distribute or make available this document in Thailand. The issuer of
this document shall not be liable in any manner whatsoever in the event this document is distributed or made available to any person in Thailand receiving a
copy of this document. Since no application for approval has been or will be made to the SEC for the offering of the securities, or for the registration of this
document, the securities shall not be offered for subscription or purchased or made available, whether directly or indirectly, in Thailand. It is the sole
responsibility of recipients wishing to take any action upon this document to satisfy themselves as to the full observance of the laws of Thailand, to comply
with all relevant government and regulatory approvals, and to comply with all applicable laws, including but not limited to exchange control laws.

For Investors in People’s Republic of China (PRC): This document does not constitute a public offer of the product., whether by sale or subscription in the PRC.
The product is not being offered or sold directly or indirectly in the PRC to or for the benefit of, legal or natural persons of the PRC. Further, no legal or natural
persons of the PRC may directly or indirectly purchase any of the product or any beneficial interest herein without obtaining all prior PRC’s governmental
approvals that are required, whether statutorily or otherwise. Persons who come into possession of this document are required by the issuer and its
representatives to observe these restrictions.

In Korea, AXA Investment Managers Asia (Singapore) Ltd is a registered Cross Border Investment Advisor/Discretionary Investment Management Company
under the Financial Investment Services and Capital Markets Act (the “Act”). The activities referenced under the Act are 5-2-2 Investment Advisory Business
and 6-2-2 Discretionary Investment Management Business, respectively. Its financial services are available in Korea only to Professional Investors within the
meaning of Article 10 of Enforcement Decree of the Financial Investment Services and Capital Markets Act.

To the extent that any fund is mentioned in this document, neither the fund nor AXA IM Asia is making any representation with respect to the eligibility of any
recipients of this document to acquire the units/shares in the fund under the laws of Korea, including but without limitation the Foreign Exchange Transaction
Act and Regulations thereunder. The units/shares have not been registered under the Financial Investment Services and Capital Markets Act of Korea, and
none of the units/shares may be offered, sold or delivered, or offered or sold to any person for re-offering or resale, directly or indirectly, in Korea or to any
resident of Korea except pursuant to applicable laws and regulations of Korea.



