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Interest rates & bonds
Spread volatility has returned

10-year government Investment-grade

bond yield credit spread
Current Oct. Year-to- Current Oct. Year-to-
2025* date* 2025* date*
us 4.1% -Sbps  -47 bps 76 bps 2 bps -4 bps
Eurozone 2.6% -7 bps 28 bps 76 bps -3bps  -26 bps
UK 4.4% -28bps  -14 bps 83 bps -3bps  -13 bps
CH 0.1% -6bps  -15bps 77 bps 1 bps 8 bps

10-year government bond yield eurozone = DE, bps = basis points.
* Change as at 30 October. Source: Bloomberg

USA

- US Treasury yields fell in October but rebounded af-
ter Powell’s hawkish tone at the end of the October
FOMC meeting. Credit in the investment-grade (IG)
and BB rating categories outperformed credit in the
B and CCC rating categories.

- As expected, the US Federal Reserve cut its policy
rate by 25 bps in October. Despite the hawkish tone
at the press conference, we expect another rate cut in
December. For 2026, we forecast another two cuts,
bringing the lower bound of the Fed funds target
range to 3.0%.

Eurozone

- Government bond yields and credit spreads moved
similarly to the US last month. The yield curve flat-
tened, and higher-rated corporate bonds performed
better than lower-rated ones.

- The ECB remains in wait-and-see mode, and we still
expect no further rate cuts in 2025 or 2026.

UK

- Inflation came in below consensus forecasts, and UK
10-year government bond yields edged lower in Oc-
tober. UK IG spreads narrowed markedly.

- We expect the Bank of England to cut rates in De-
cember this year, followed by two more cuts in 2026.

Switzerland

- IG spreads were stable to slightly wider, and Swiss
10-year government bond yields fell in October. In-
flation should stay within the SNB’s target range.

- We do not expect rate cuts, as the SNB signalled a
high bar for moving back into negative territory.
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Positive credit total return despite trade war fears

In October, spreads in both investment grade (IG) and
high yield (HY) credit - across EUR and USD - were
affected by renewed concerns over a potential escala-
tion in the US-China trade war. The US President
threatened a sharp increase in tariffs on Chinese im-
ports, citing recent Chinese export controls on rare-
earth minerals. Additional market unease stemmed
from a surge in Al-related deals and partnerships, rais-
ing fears of a bubble, as well as signs of credit stress
among US regional banks. However, these pressures
were partially offset by the shift to a more conciliatory
tone on trade and a broadly constructive Q3 earnings
season. Notably, USD HY spread volatility linked to
tariffs spiked three times in 2025: in April (“Liberation
Day”), August (with reciprocal tariffs ranging from
10% to 50%), and most recently in October. In each in-
stance, the asset class recovered swiftly, supported by
solid fundamentals and strong technicals, as investors
adopted a buy-the-dip approach. As a result, excess re-
turns for both IG and HY - i.e., returns above those of
comparable sovereign bonds - remain clearly positive
year-to-date. Looking ahead to November, we main-
tain a neutral stance on both IG and HY in EUR and
USD. On duration, we expect lower 10-year US Treas-
ury yields but are neutral on 2-year rates. We also hold
a neutral view on government bond yields in the euro-
zone and Switzerland.

Corporate bonds: excess returns
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—US Investment Grade Index ~ —US High Yield Index
Euro High Yield Index

Sources: Macrobond, Swiss Life Asser Managers. Last dara point: 28.10.2025
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Equities

Relentless rally

Regional equity markets Oct. 2025* Year-to-date*
USA 2.0% 16.9%
Eurozone 3.0% 21.1%
UK 4.7% 23.0%
Switzerland 2.0% 8.9%
Emerging markets 4.9% 33.8%

MSCI net total return indices in local currency.
* Performance as at 30 October. Source: Bloomberg

USA

- The relentless bull market extended through Octo-
ber, driven by expectations of policy rate cuts and
solid company earnings results so far.

- Al frontrunners have ramped up their investments
significantly. OpenAl alone has concluded deals ex-
ceeding USD 1 trillion (see details in the text on the
right).

- The US equity market valuation is very high, espe-
cially relative to cash flow measures. However,
strong earnings and lower rates are tailwinds.

Eurozone

- After a softer period, European stocks had roughly
the same performance as US stocks in October.
Some analysts have turned bullish again on Euro-
pean stocks.

- The earnings season has so far slightly surprised to
the upside, but earnings growth compared to Q3
2024 is very low.

- Even the European market is now priced at or above
historical averages.

UK

- The UK market had a strong month, and it is the
second-best market year-to-date.

- The UK market still benefits from a low valuation.

Switzerland

- The Swiss market underperformed in October after
a weak second half.

- Announcements by Nestlé regarding a restructuring
led to an increase in share prices while the results
from Roche were interpreted negatively.

Emerging markets

- Emerging Markets once again had an excellent
month. Relative to the US, 2025 has been the best
year for emerging market equities since 2009.

- South Korea gained almost 15% in October and In-
dia also outperformed after a very weak period. Ar-
gentina recovered as Milei’s party won the elections.
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Some thoughts on the Al boom

AI stocks have surged this year, with the Goldman
Sachs “Al Leader” basket up 80%, despite a sharp cor-
rection earlier in 2025. Valuations are elevated: these
stocks trade at an average price-to-earnings ratio of 48,
a price-to-sales ratio of 8.5 (vs. 3.4 for the S&P 500),
and a free cash flow yield of just 1.1% (vs. 2.5%). How-
ever, return on equity is strong at 34%, nearly double
the market average. OpenAl has announced over USD
1 trillion in investments, while projected 2025 reve-
nues are around USD 13 billion and losses are expected
to exceed USD 8 billion. These investments are increas-
ingly circular - OpenAl buys hardware from firms like
AMD, Nvidia and Broadcom, which in turn invest in
OpenAl This pattern echoes the dotcom bubble of
2000. Not all Al segments are benefiting equally. Com-
panies focused on efficiency gains through Al or those
monetizing Al via Al-enabled technologies, have
lagged - on average underperforming broader markets
(see chart).

Equity Performance by Al Segment
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Sources: Goldman Sachs, Macrobond, Bloomberg, Swiss Life Asset Managers. Last data point: 20.10.2025

There are a lot of important questions around Al at the
moment. Here are some key ones and our assessment:
1. Is the strategy to maximise available computing
power optimal? Probably not. 2. Can US companies
maintain their quasi-monopolies, or will China be-
come an important player with DeepSeek? China has a
fair chance to play a bigger role. 3. How likely is it that
companies will make revenues with Al given that a re-
cent study argues 95% of Al applications are not gener-
ating revenues? This should change, at least to some extent.
4. Will AT mainly lead to efficiency gains or also create
new business models? Hopefully, and likely, it will do both.
For now, we do not think that the Al boom will sud-
denly stop, as the US Federal Reserve is cutting rates
and quarterly results remain strong.
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Currencies
Taking a breather

Oct. 2025* Year-to-date* 1-month view
EUR/USD -1.4% 11.7% 2
EUR/CHF -0.8% -1.3% >
GBP/USD -2.2% 5.1% 2
usD/JPY 4.2% -2.0% A

* Performance as at 30 October. Source: Bloomberg

USA

- The USD continued to strengthen in October, gain-
ing around 1.8% on a trade-weighted basis. The
hawkish comments from Fed Chair Powell after the
October Fed meeting gave the USD an additional
boost towards month-end.

- We stick to our view of renewed USD weakness as
the growth/inflation mix remains unfavourable for
USD given the market’s focus on real interest rate
differentials, while political pressure on the US Fed-
eral Reserve is likely to remain high and could con-
tinue to undermine investor confidence in the USD.

Eurozone

- The EUR was flat in October on a trade-weighted ba-
sis but weakened against most other major Euro-
pean currencies except GBP given the political tur-
moil in France.

- We reiterate our positive view on EUR/USD and our
neutral view on EUR/CHF.

UK

- GBP/USD lost further ground in October as weaker-
than-expected inflation for September led the mar-
ket to price in more monetary policy easing, with the
market converging to our expectation of three more
interest rate cuts by mid-2026.

- We reiterate our neutral view on EUR/GBP and our
positive view on GBP/USD.

Switzerland

- EUR/CHF weakened until the middle of October
given the focus on political issues in Europe. In the
second half of the month, the improving economic
outlook in the eurozone moved back into focus.

- We remain neutral on EUR/CHF and have a negative
view on USD/CHF.

Japan

- At the time of writing, the JPY had lost more than
3% in October on a trade-weighted basis.

- In line with our view of a weaker USD, we expect
USD/JPY to move lower until year-end.
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Unwavering CHF

USD/CHEF stabilised in October, while the CHF gained
further against the EUR. This was an expression of
EUR weakness rather than CHF strength as the politi-
cal turmoil in France remained in focus. Economic
data also contributed to this dynamic. The first half of
October saw a deterioration in economic surprises in
the eurozone, which later rebounded especially after
the positive surprise in the October Purchasing Man-
agers’ Indices (PMI). Switzerland’s economic picture in
the meantime has deteriorated due to the “tariff gap”
Switzerland is facing relative to other countries. Swiss
exports to the US are subject to a 39% tariff, compared
to just 15% for EU exports. Pharmaceutical products
are currently exempt, which provides some relief.
Looking forward, we expect low but stable growth and
anchored inflation for both economies. Therefore, we
do not expect any further action by either the ECB or
the SNB. This explains our neutral view on EUR/CHF
for November. Despite economic headwinds, the
CHPF’s safe haven status remains intact, especially vs.
the USD. Notably, following the announcement of the
39% tariff rate on Swiss exports, the CHF strengthened
vs. the USD. In theory, the expected response would
have been a CHF weakening due to the negative eco-
nomic impact of the tariffs. In the near term, a trade
deal between the US and Switzerland appears unlikely.
However, Trump’s anticipated visit to the World Eco-
nomic Forum in Davos in January may offer an oppor-
tunity for dialogue. In the meantime, we stick to our
view of further CHF strength against the USD, mostly
because of real interest rate differentials and the ongo-
ing confidence crisis (see bullets on the left).

CHF vs. USD and EUR spot rates
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Sources: Macrobond, Swiss Life Asset Managers. Last data point: 30/10/2025
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Asset allocation
Balancing growth and resilience

Review

- Equity markets around the world surged in October,
reaching several new all-time highs in major indices,
even as the 2025 United States federal government
shutdown entered its fourth week. The resilience of
the US economy amid the shutdown and fading re-
cession fears reinforced confidence. Equities only
dipped briefly following renewed trade tensions be-
tween the USA and China.

- US government bond yields continued to decline in
October but rebounded somewhat after the 29 Oc-
tober FOMC meeting, where US Fed Chair Powell
accompanied the expected policy rate cut with
hawkish commentary regarding the future rate path.

- Swiss government bond yields likewise declined and
German Bund yields trended lower, although they
showed some uptick towards the end of the month.

- Corporate credit spreads remained volatile but only
slightly wider on balance in October, while the US
dollar’s earlier depreciation stalled, with the cur-
rency showing signs of modest strengthening.

Current asset allocation views

Asset class Active weight

Global government bonds overweight

Global investment-grade credit underweight

Global equities overweight

Source: Swiss Life Asset Managers

- We maintain an overweight in equities, underpinned
by a robust earnings outlook and supportive mone-
tary conditions, as the Fed has initiated its easing cy-
cle. Within equities, we continue to favour emerging
markets equities alongside US equities.

- On government bonds we remain slightly over-
weight. Within the asset class, we prefer US exposure
over European, driven by more attractive yield dy-
namics and supportive monetary policy.

- Credit spreads remain near historically tight levels.
While all-in yields are elevated, we continue to prefer
government bonds over credit exposure. In our view,
the risk-reward profile in credit remains asymmetric,
offering limited upside relative to the potential
downside. We maintain an underweight position in
credit.

- We remain cautious on the US dollar, particularly
from a Swiss franc perspective. The reason is the on-
going confidence crisis in US institutions and easier
US monetary policy.
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Harnessing growth through emerging markets

Global markets are entering a phase where selective
growth exposure is becoming increasingly relevant in
portfolio construction. While global growth remains
moderate, easing inflation and the prospect of lower
US policy rates create a more supportive backdrop for
risk assets. Within our multi-asset strategies, this envi-
ronment favours a measured tilt toward growth-ori-
ented segments, particularly emerging market equities,
which continue to offer attractive valuations and grad-
ually improving fundamentals.

MSCI regional equity indices (net total return)
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Sources: Macrobond, Swiss Life Asset Managers. Last data point: 30/10/2025

Our current overweight in broad emerging markets re-
flects this constructive outlook. Many economies are
benefiting from past monetary policy easing, while ex-
ternal conditions have become more supportive as the
US dollar has weakened, global yields have moderated
and risk sentiment has improved. Inflation pressures
continue to ease, helped by stronger local currencies
and the influx of cheaper Chinese goods, which con-
tributes to disinflation across a range of emerging
economies. At the same time, the expected negative im-
pact of trade tariffs has proven to be relatively mild,
with exports from a wide range of emerging markets
continuing to post solid year-on-year growth. Within
this environment, China stands out for its resilience—
not only in export performance but also in achieving
exceptionally strong growth in its high-tech sector. To
maintain balance, these growth exposures are comple-
mented by allocations to real assets and high-quality
sovereign bonds, which provide stable income, infla-
tion protection, and diversification. This approach re-
flects a multi-asset framework aimed at capturing cy-
clical opportunities while maintaining long-term resil-
ience.
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