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Most major fixed income sectors posted positive results in January. High yield, municipals and
emerging market debt led total returns, while bank loans and U.S. Treasurys were the laggards.
Geopolitical headlines drove volatility during the month, but performance was broadly supported by
resilient economic data and investors’ persistent appetite for risk.

OVERVIEW

The U.S. yield curve shifted slightly higher with the 2-year up 5 bps, the 10-year up 7 bps, and the
30-year up 3bps. Globally, yields generally moved higher, most notably in Japan, following the new
prime minister’s call for a snap election in February and a pledge to cut taxes and pursue additional
expansionary fiscal policies. These announcements spurred investor concern about Japan’s debt
burden and led to a meaningful selloff across the curve with Japanese government bond yields
jumping 15-30bps higher over a matter of a few days.

RATES

Credit spreads tightened with U.S. and global investment grade closing the month 5 bps tighter and
high yield 1 bp tighter, reaching levels last seen in the 1990s. The tightening was driven by a strong
start to Q4 earnings season and a seemingly insatiable amount of demand for credit risk. Despite
heavy supply in January, it was easily absorbed by the market, and solid technicals remain a key
tailwind for credit markets.

December U.S. economic data was largely in-line with expectations and supportive of further rate
cuts later this year. The labor market continued to soften, with only 50k jobs added in December
and the unemployment rate remaining elevated at 4.4%. Headline CPI camein at 2.7% year-over-
year, with core CPI slightly lower at 2.6%. Inflation remains above the Fed’s 2% target, but services
inflation, which accounts for ~60% of total inflation, remains on a downward trajectory.

EcoNoMY

We expect monetary policy to diverge globally, with the U.S. Federal Reserve likely to cut rates,
Europe remaining on pause, and Japan moving toward further rate hikes. As expected, the Federal
Reserve (Fed) left the policy rate unchanged at 3.50-3.75% at its January meeting, citing solid
economic growth, a stable labor market, and somewhat elevated inflation. The committee signaled
a more constructive tone on the economy but reiterated its continued focus on incoming data,
which will inform decisions at future meetings. Outside the U.S., the Bank of Japan (BOJ) also had
its first meeting of the year in January and left rates unchanged at 0.75%. Despite the pause,
markets are anticipating multiple hikes from the BOJ later this year given expectations of stronger
growth and higher inflation.

PoLicy

Looking ahead, we remain constructive on fixed income markets as we expect more growth-friendly
policies like deregulation and tax cuts to gain traction, providing a solid backdrop for credit. We're
also starting to see signs of productivity growth, which we’re watching closely. Productivity gains
could give the Fed more leeway to cut rates and continue supporting modest economic growth
without stoking inflation. Our Macro Risk Outlook (MRO) score remains “Risk-On,” and we are
relatively neutral duration versus benchmarks with a steepening bias, favoring the short-to-
intermediate part of the curve. Despite spreads being tight across most credit sectors, we remain
selectively constructive on risk and favor sectors with strong fundamentals and supportive
technicals.

OUTLOOK
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REPRESENTATIVE MONTH-END POSITIONING | LAST 12 MONTHS BLOOMBERG U.S.
MULTI-SECTOR AGGREGATE INDEX
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ACTIVE MARKET VALUE (%)* MARKET VALUE (%)
TREASURYS -37 36 -3 -36 -36 -38 -39 -35 -35 -35 -37 -39 46
GOV'T RELATED -3 -3 -3 -3 -3 -3 -3 -3 -3 -3 -3 -3 3
AGENCY MBS 4 4 4 5 4 4 4 8 8 8 38 2 24
IG CREDIT 9 0 M 13 14 14 13 5 6 5 6 8 24
HIGH YIELD 13 1 9 10 1M 11 11 12 12 13 13 16 -
BANK LOANS 5 5 5 3 3 3 3 3 3 2 2 2 -
EMERGING MARKET 1 1 1 1 1 1 1 1 1 1 1 1 1
SECURITIZED DEBT 12 13 12 14 13 12 12 12 1 1 12 14 2
ABS 9 10 9 10 9 8 8 8 8 8 8 10 0
CMBS 3 3 3 4 4 4 4 4 3 3 4 4 1
CASH/OTHER -4 -5 -4 -7 -7 -4 -2 -3 -3 -2 -2 0 -
ACTIVE DURATION (YEARS)* DURATION (YEARS)
PORTFOLIO 0.24 0.26 0.27 0.35 0.20 0.34 0.10 0.05 0.14 0.34 0.36 0.00 5.76

*Active positions are relative to the Bloomberg U.S. Aggregate Index. Positive (+) number = overweight or out-of-benchmark
exposure; Negative (-) number = underweight. Market value weight of Bloomberg U.S. Aggregate Index may not total 100% due to
rounding.

As of 31 January 2026. Source: Principal Global Investors. *Active positions are relative to the Bloomberg U.S. Aggregate Index, which
represents securities that are SEC-registered, taxable, and dollar denominated. The index covers the U.S. investment grade fixed rate bond
market, with index components for government and corporate securities, mortgage pass-through securities, and asset-backed securities.
These major sectors are subdivided into more specific indices that are calculated and reported on a regular basis. Indices are unmanaged and
do not take into account fees, expenses, and transaction costs, and it is not possible to invest in an index. Past performance is no guarantee of
future results and should not be relied upon to make investment decisions. Portfolio positioning provided is from the representative portfolio
of the Multi-Sector strategy. Each portfolio included in the strategy is managed according to unique investment restrictions & limitations and,
as a result, their characteristics may vary from those of the representative portfolio presented.
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Risk considerations

Investing involves risk, including possible loss of principal. Past performance is no guarantee of future results. Fixed income investments are
subject to interest rate risk; as interest rates rise, their value will decline. Lower-rated securities are subject to additional credit and default
risks. Potential investors should be aware that Investment grade corporate bonds carry credit risks, default risk, liquidity risks, currency risks,
operational risks, legal risks, counterparty risk and valuation risks. Fixed income and asset allocation investment options that invest in
mortgage securities are subject to increased risk due to real estate exposure. Emerging market debt may be subject to heightened default
and liquidity risk. Securitized debt presents investors with several risks, including credit, interest rate, prepayment, and liquidity risks. Its
reliance on the performance of underlying assets, such as mortgages and auto loans, makes it vulnerable to market volatility and economic
downturn.

Important information

This material covers general information only and does not take account of any investor’s investment objectives or financial situation and
should not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or
prediction of future events regarding an investment or the markets in general. The opinions and predictions expressed are subject to change
without prior notice. The information presented has been derived from sources believed to be accurate; however, we do not independently
verify or guarantee its accuracy or validity. Any reference to a specific investment or security does not constitute a recommendation to buy,
sell, or hold such investment or security, nor an indication that the investment manager or its affiliates has recommended a specific security
for any client account. Subject to any contrary provisions of applicable law, the investment manager and its affiliates, and their officers,
directors, employees, agents, disclaim any express or implied warranty of reliability or accuracy and any responsibility arising in any way
(including by reason of negligence) for errors or omissions in the information or data provided.

This material may contain ‘forward-looking’ information that is not purely historicalin nature and may include, among other things,
projections and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at
the sole discretion of the reader.

Principal Global Investors, LLC (PGlI) is registered with the U.S. Commodity Futures Trading Commission (CFTC) as a commodity trading
advisor (CTA), a commodity pool operator (CPO) and is a member of the National Futures Association (NFA). PGl advises qualified eligible
persons (QEPs) under CFTC Regulation 4.7.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use
would be contrary to local law or regulation.

This documentis intended for use in: «The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and
Exchange Commission. sEurope by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland.
Principal Global Investors (Ireland) Limited is regulated by the Central Bank of Ireland. Clients that do not directly contract with Principal
Global Investors (Europe) Limited ("PGIE") or Principal Global Investors (Ireland) Limited (“PGII”) will not benefit from the protections
offered by the rules and regulations of the Financial Conduct Authority or the Central Bank of Ireland, including those enacted under MiFID
Il Further, where clients do contract with PGIE or PGII, PGIE or PGIl may delegate management authority to affiliates that are not
authorised and regulated within Europe and in any such case, the client may not benefit from all protections offered by the rules and
regulations of the Financial Conduct Authority, or the Central Bank of Ireland. In Europe, this document is directed exclusively at
Professional Clients and Eligible Counterparties and should not be relied upon by Retail Clients (all as defined by the MiFID). eUnited
Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 03819986,
which is authorized and regulated by the Financial Conduct Authority ("FCA"). «United Arab Emirates by Principal Investor Management
(DIFC) Limited, an entity registered in the Dubai International Financial Centre and authorized by the Dubai Financial Services Authority as
an Authorised Firm, in its capacity as distributor / promoter of the products and services of Principal Asset Management. This documentis
delivered on an individual basis to the recipient and should not be passed on or otherwise distributed by the recipient to any other person or
organisation. eSingapore by Principal Global Investors (Singapore) Limited (ACRA Reg.N0.199603735H), which is regulated by the
Monetary Authority of Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act 20071. This
advertisement or publication has not been reviewed by the Monetary Authority of Singapore. eAustralia by Principal Global Investors
(Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the Australian Securities and Investments
Commissionand is only directed at wholesale clients as defined under Corporations Act 2001. «This document is marketing material and is
issued in Switzerland by Principal Global Investors (Switzerland) GmbH. eHong Kong SAR by Principal Asset Management Company (Asia)
Limited, which is regulated by the Securities and Futures Commission. This document has not been reviewed by the Securities and Futures
Commission. This document may only be distributed, circulated or issued to persons who are Professional Investors under the Securities and
Futures Ordinance and any rules made under that Ordinance or as otherwise permitted by that Ordinance. «Other APAC
Countries/Jurisdictions: This material is issued for Institutional Investors only (or professional/sophisticated/qualified investors, as such
term may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any person
or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

Principal Fixed Income is an investment team within Principal Global Investors.
Principal Funds, Inc. is distributed by Principal Funds Distributor, Inc.

© 2026 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark
design are registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group company, in various
countries around the world and may be used only with the permission of Principal Financial Services, Inc. Principal Asset ManagementsMis a
trade name of Principal Global Investors, LLC.
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