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Duration: friend or foe’

The case for dynamism in duration management for unconstrained
bond portfolios.

Executive summary

e Recent market dynamics, especially the return of inflation in 2021, have undermined duration’s
effectiveness as a hedge for credit risk, with correlation patterns between credit spreads and
government bond yields shifting. We want to own duration when it is likely to act as a good hedge for
the credit risk we own.

e Shifting correlations make static duration management in bond portfolios unattractive, particularly
when the expected return of duration is low.

e L&G's unconstrained bond strategies adopt a dynamic and flexible approach to managing duration. We
reduce duration when we believe investors' inflation fears are likely to dominate their recession fear
and returns from duration are likely to be positively correlated with returns from credit.

Amelie Chowna Alex Mack
Head of Fixed Income Head of Rates and
Strategic Initiatives Inflation

Assumptions, opinions, and estimates are provided for illustrative purposes
only. There is no guarantee that any forecasts made will come to pass.

The value of an investment and any income taken from it is not guaranteed
and can go down as well as up, and the investor may get back less than the
original amount invested.
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When to add duration?
When choosing how much duration to own in a bond portfolio, investors typically look to answer the following questions:

(1) What will happen to interest rates?
(2) Are term premiums at attractive levels?

(3) Can duration act as a reliable hedge for risk exposures (e.g. credit and equity?)

Let’'s examine each of these:

(1) What will happen to interest rates?

Predicting interest rate moves correctly is extremely difficult and would require a high degree of confidence in forecasts of key
macro-economic indicators such as inflation, GDP growth and central bank reaction functions. A lot can go wrong when forecasting
large, complex systems, so it's perhaps unsurprising that macroeconomic forecasting has a particularly poor track record. Nonetheless,
many investors put great emphasis on their forecasts when determining investment strategies.

Given the poor track record of macro forecasting, we don't think it's wise to let a view on where interest rates will be over the medium

term dictate a strategic allocation to duration. However, the overconfidence many investors have in their forecasting ability can provide
us with opportunities to trade against them.

(2) Are term premiums at attractive levels?

Are you getting paid to own duration? Term premiums are the expected excess return you expect to receive from a long-dated bond
versus putting the money in the bank. The term premium can be thought of as the difference between market participants' expectations
of future interest rates and the prevailing market yields on longer-dated debt.

Various methods of estimating term premiums show the same trend: after being negative from 2017-2022, they have been on

the rise. However, the relatively small return on offer from owning duration may look unattractive when compared to the volatility
of returns.

Term premium trends: upwards, but from a low start

Yield (%)

Dec-15
Jun-16
Dec-16
Jun-17
Dec-17
Jun-18
Dec-18
Jun-19
Dec-19
Jun-20
Dec-20
Jun-21
Dec-21
Jun-22
Dec-22
Jun-23
Dec-23
Jun-24
Dec-24
Jun-25
Dec-25

Adrian Crump & Moench 10 Year Treasury Term Premium

Source: Bloomberg, L&G, as at 31 December 2025


https://am.landg.com/asset/48dc89/globalassets/lgim/_document-library/capabilities/investment-strategies/cro_unfollowing-the-crowd.pdf
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For example, the term premium available on a 10-year US Treasury (using the Adrian Crump & Moench 10 Year Treasury Term Premium
as a proxy for term premium) has risen significantly from pre-COVID-19 negative levels, but is still low in absolute terms.! Investors
with broad universes may decide that a 0.7% annual excess return isn't especially attractive for an asset which has recently had around
5% annual volatility, and might reasonably conclude that the expected return from duration isn't big enough to justify it dominating
their portfolios.

(3) Can duration act as a reliable hedge for risk exposures?

Duration has typically been seen as the primary hedging tool for credit risk. This might stem from bond investors’ experiences in
the decades before the pandemic. Between 2008 and 2020, the correlation between credit spreads and government bond yields
was often negative.! So when credit spreads widen amid a risk-off environment (leading to negative returns from credit, or negative
excess returns), this would typically be accompanied by a decline in government bond yields, cushioning the negative effect from
the credit spread widening. Inversely, a risk-on environment would often be characterised by a tightening in credit spreads (positive
excess returns) combined with a rise in government bond yields.

However, this correlation fundamentally changed following the return of inflation in 2021 when duration lost its reliable hedge
status. This created significant issues for investment strategies relying on duration to perform well when risk assets underperformed
— especially for unconstrained bond strategies which typically target smoother return journeys and more convex outcomes than
traditional bond strategies.

The changing value of duration as a hedge challenges the assumption that duration is something to ‘buy and hold.” In today’s world,
we believe fixed income investors need an active and dynamic approach to managing duration in portfolios.

To further illustrate, we compare outcomes during different correlation regimes. Between 2011 and 2020, credit portfolios enjoyed
strong returns thanks to declining bond yields,! driven by an environment of low growth and inflation.

During this period, duration also provided a good hedge for credit exposure. Our research also shows that in periods of significant (10
basis points or more) widening in credit spreads, on average, US 10-Year Treasury yields decreased when looking at both weekly and
monthly data.

The table below shows changes in US 10-Year Treasury yield during periods where US credit spreads widened by 10bps or more
between 2011 and 2020.

2011 to 2020
Weekly series -0.13 bps

Monthly series -0.22 bps

Source: Bloomberg, as at 31 December 2025

However, all of this changed when inflation picked up in 2021. When we look again at periods of significant credit spread widening
but consider data covering 2021-2025 to date, we can see that US Treasury yields still dropped in these moments on a weekly basis,
but the opposite happened when looking at monthly series, which suggests that any relief provided by duration has been short-lived.

The table below shows changes in US 10-Year Treasury yield during times where US credit spreads widened by 10bps or more
between 2021 and 2025.

2021 to 2025

Weekly series -0.13 bps

Monthly series 0.14 bps

Source: Bloomberg, as at 31 December 2025

1. Bloomberg, L&G as at 31 December 2025
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We can use longer data histories to capture outcomes in various macro-economic cycles and inflation regimes.

Using monthly changes in US credit spreads and US 10-year Treasury yields since June 1989, we break down monthly observations
in four categories:

e US credit spreads are higher over the month while US Treasury yields are lower (negative correlation, helpful duration for
risk mitigation)

e US credit spreads are lower over the month while US Treasury yields are higher (negative correlation, helpful duration for
risk mitigation)

e US credit spreads are lower over the month while US Treasury yields are lower (positive correlation, unhelpful duration for
risk mitigation)

e US credit spreads are higher over the month while US Treasury yields are higher (positive correlation, unhelpful duration for
risk mitigation)

We find that in 42% of monthly observations, the correlation is positive (unhelpful) with duration being an additional source of risk
rather than a useful risk dampener.

Monthly correlation dynamics between US credit spreads and US 10-year Treasury yields

Higher treasury yields

Helpful correlation Unhelpful correlation
Tighter credit spreads H @ Wider credit spreads
Unhelpful correlation Helpful correlation

Lower treasury yields

Source: Bloomberg, L&G, as at 31 December 2025
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2022 has often been said to be an outlier in the long-term history of bonds; it was certainly in its magnitude, but our analysis shows
that correlation dynamics are not static and pose challenges for portfolio construction.

So, having explored the complexities of duration and its correlation dynamics, how can investors manage this exposure in portfolios
and what are the potential pitfalls they should consider?

The risks of managing duration to a benchmark in credit portfolios

Choosing the duration that 'comes with' credit - either in a benchmark or in an individual security - can create credit funds that are in
fact dominated by duration risk. We can see this by breaking down the drivers of return volatility across different credit benchmarks.
A bond’s volatility profile and how much of it is driven by duration versus credit risk varies considerably across bond markets. For
example, bonds with a maturity of over 25 years face double the return volatility risk from duration than credit risk. In contrast, more
credit-sensitive areas such as high yield BB-rated bonds are typically less affected by duration.?

The drivers of return volatility by credit index
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Knowing that duration has the potential to increase volatility but offers only limited expected returns, it is important to consider

its role carefully in unconstrained portfolios. Duration has recently produced negative returns while contributing to relatively high
levels of volatility. The below table presents five-year returns and volatility for major bond indices, showing that markets with higher
duration, like global treasuries, experienced volatility and drawdowns comparable to global high yield bonds.

5-year risk and return metrics for key bond indices

Worst return in a single

Annualised return Annualised volatility calendar year
Global Treasuries -0.1% 3.7% -10.8%
Global Corporates 0.6% 5.0% -14.1%
Emerging Market Debt 1.5% 4.6% -15.3%
Global High Yield 4.8% 4.2% -11.0%

Source: Bloomberg, as at 31 December 2025

We believe that duration needs to be actively managed in a more dynamic fashion. Unconstrained bond strategies in particular —
which aim to provide better risk-adjusted returns — should adopt a more responsive and flexible approach.

Actively adjusting our duration exposure in line with evolving macro-economic conditions has been a key driver of the fund’s long-
term outcomes and how we aim to lower risk. We believe agile duration management is essential for unconstrained bond strategies

now and going forwards.

So, how do we do it?

Our framework for managing duration in unconstrained bond strategies

L&G manages a range of unconstrained bond strategies with credit as their core exposure. Credit exposure is used to provide an
income and return stream. We want to add duration in a way that creates more convex outcomes than holding credit risk on its own.

Our core principles for managing duration in those portfolios are as follows:

1. Setting duration based on long-term macro forecasts is unlikely to lead to successful outcomes
2. Fear of inflation is key in determining the relationship between duration and credit returns

3. Sizing is very important

Fear of inflation is key

We believe that we can say something useful using forward-looking correlations if we can answer the question 'are investors more
likely to be concerned about high inflation or low growth?' The intuition is relatively simple, if investors are concerned about high
inflation, we're likely to see both rates and risk assets (credit and equities) produce negative returns. This is because higher inflation
necessitates that central banks raise interest rates with the express aim of slowing growth.
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The chart below demonstrates the relationship between fear of inflation and the value of duration as a hedge. It shows correlation
between risk assets (we use equities to get a much longer time series), and government bond yield since 1964. It highlights that
when inflation is expected to be persistently (defined as five quarters) high (above 3%), correlation is positive in the following 90
days for most observations, and when inflation is expected to be low (below 2%), correlation is negative in the following 90 days for
most observations. Between 2 and 3%, correlation observations are spread out between positive and negative:

Relationship between expected inflation in 5 quarters time and subsequent risk asset-bond yield correlation
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Inflation forecast (%) 5 quarters ahead
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For illustrative purposes only.

L&G, Bloomberg, as at 31 December 2025. Past performance is not a guide to the future. The value of an investment and any income taken from it
is not guaranteed and can go down as well as up, and the investor may get back less than the original amount invested.

*S&P 500 used as a proxy for corporate bond spreads given longer track record.

Percentage of observations

Expected inflation between 2 and 3%, positive correlation 57%
Expected inflation between 2 and 3%, negative correlation 43%
High expected inflation, positive correlation 92%
High expected inflation,negative correlation 8%
Low expected inflation, positive correlation 18%
Low expected inflation, negative correlation 82%

Source: Bloomberg, L&G, as at 31 December 2025
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In periods when inflation is expected to be high for a long time, our framework suggests our unconstrained bond strategies should
significantly reduce duration. During periods of persistently low inflation, it recommends we increase duration.

What do we do when inflation is expected to be neither especially high nor especially low — when inflation is in the yellow zone

on the chart above? Instead of making the mistake of trying to forecast, we focus on understanding investor beliefs on inflation

and growth and how these may change. Acknowledging that forecasting inflation is a fools game, we ask: What do other people
believe? Why do they believe it? And how do they change their minds? We will increase duration for situations where a large amount
of data is necessary to convince investors that persistently too-high inflation is a significant risk. We will reduce duration when we
believe only a very small amount of data is needed to convince investors that inflation will be a persistent risk.

Finally, if inflation forecasts are neither very high nor low and there is no interesting skew in what others believe, we acknowledge
that there is persistence in correlation regimes and we will move duration higher if we have observed very low correlations or move
duration lower if we have observed very high correlations. Our research using historical data observes that it has been very rare for
correlation to flip (from materially positive to negative or materially negative to positive) from quarter to quarter.?

Size matters

Our framework includes provisions for duration sizing according to the amount of credit risk that our unconstrained bond strategies
hold. If we expect a negative correlation between duration and credit risk, the amount of duration we hold will increase depending on
the amount of credit risk that the strategy holds. Duration positions will be set in proportion to the expected volatility of the credit risk
we hold in a particular strategy.

Measuring success

The chart below illustrates how our duration management framework has performed in practice. Specifically, during periods of
meaningful US credit spread widening alongside falling Treasury yields (negative correlation), our unconstrained bond strategies
have typically held higher duration to act as a cushion against credit market volatility. Conversely, when spread widening coincided
with rising yields, duration has been lower.

By evaluating these outcomes, we can refine our approach, continuously assess, and make adjustments to ensure that our strategies
remain resilient and well-positioned to navigate fluctuations in credit risk and broader market dynamics.

Measuring the effectiveness of duration as an asset allocation decision

We believe early identification of regime changes is key to generating strong risk-adjusted returns over the long term.
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For illustrative purposes only.
L&G, Bloomberg, as at 31 December 2025

2L&G, as at 1 January 2013 to 31 March 2026
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Conclusion

Duration can be a powerful hedging tool in times of broader credit market distress. However, it can also be a considerable source
of risk for credit portfolios and can cause issues for unconstrained bond strategies that seek to smooth out long-term investment

returns.

In our unconstrained bond strategies, we treat duration as an active asset allocation decision rather than a persistent risk exposure.
We increase duration when it is likely to act as a good hedge for the credit risk we own most clearly during recessionary, low-inflation
environments, and reduce it when inflation fears dominate and duration is likely to behave like an extension of credit risk itself.
Outside of these two scenarios, correlation dynamics between credit spreads and government bond yields are the primary drivers of
our duration positioning. By acknowledging that duration does not always behave as an effective hedge, our active approach seeks to
deploy it selectively and proportionately, with the explicit aim of smoothing returns and improving long-term investor outcomes.
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Contact us:

For further information about the Asset Management business of L&G, please visit am.landg.com or contact your usual
L&G representative.
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L&G UK disclaimer and important legal notice

Key risks

The value of an investment and any income taken from it is not guaranteed and can go down as well as up, and the
investor may get back less than the original amount invested. Past performance is not a guide to future performance.
Assumptions, opinions, and estimates are provided for illustrative purposes only. There is no guarantee that any
forecasts made will come to pass.

Important information

The information in this document is for professional investors and their advisers only. This document is for information purposes only and we
are not soliciting any action based on it. The information in this document is not an offer or recommendation to buy or sell securities or pursue a
particular investment strategy and it does not constitute investment, legal or tax advice. Any investment decisions taken by you should be based
on your own analysis and judgment (and/or that of your professional advisers) and not in reliance on us or the Information.

This document does not explain all of the risks involved in investing in the investment strategy and are not final. No decision to invest in the
investment strategy should be made without first speaking to the Client Relationship Manager.

This document has been prepared by Legal & General Investment Management Limited and/or its affiliates (“LGIM”- or “L&G”, “we” or “us”) . The
information in this document is the property and/or confidential information of L&G and may not be reproduced in whole or in part or distributed or
disclosed by you to any other person without the prior written consent of L&G. Not for distribution to any person resident in any jurisdiction where
such distribution would be contrary to local law or regulation.

No party shall have any right of action against L&G in relation to the accuracy or completeness of the information in this document.

The information and views expressed in this document are believed to be accurate and complete as at the date of publication, but they should
not be relied upon and may be subject to change without notice. We are under no obligation to update or amend the information in this
document. Where this document contains third-party data, we cannot guarantee the accuracy, completeness or reliability of such data and we
accept no responsibility or liability whatsoever in respect of such data.

This financial promotion is issued by Legal & General Investment Management Limited

Legal and General Assurance (Pensions Management) Limited. Registered in England and Wales No. 01006112. Registered Office: One
Coleman Street, London, EC2R 5AA. Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and
the Prudential Regulation Authority, No. 202202.

LGIM Real Assets (Operator) Limited. Registered in England and Wales, No. 05522016. Registered Office: One Coleman Street, London, EC2R
5AA. Authorised and regulated by the Financial Conduct Authority, No. 447041. Please note that while LGIM Real Assets (Operator) Limited is
regulated by the Financial Conduct Authority, it may conduct certain activities that are unregulated.

Legal & General (Unit Trust Managers) Limited. Registered in England and Wales No. 01009418. Registered Office: One Coleman Street,
London, EC2R 5AA. Authorised and regulated by the Financial Conduct Authority, No. 119273.

© 2026 Legal & General Investment Management Limited, authorised and regulated by the Financial Conduct Authority, No. 119272.\
Registered in England and Wales No. 02091894 with registered office at One Coleman Street, London, EC2R 5AA.
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Legal & General Investment Management

LGIM Europe Disclaimer and important legal notice

Key risks

The value of an investment and any income taken from it is not guaranteed and can go down as well as up, and the
investor may get back less than the original amount invested. Past performance is not a guide to future performance.
Assumptions, opinions, and estimates are provided for illustrative purposes only. There is no guarantee that any
forecasts made will come to pass.

Important information

The information in this document is for professional investors and their advisers only. This document is for information purposes only and we
are not soliciting any action based on it. The information in this document is not an offer or recommendation to buy or sell securities or pursue a
particular investment strategy and it does not constitute investment, legal or tax advice. Any investment decisions taken by you should be based
on your own analysis and judgment (and/or that of your professional advisers) and not in reliance on us or the Information.

This document does not explain all of the risks involved in investing in the investment strategy and are not final. No decision to invest in the
investment strategy should be made without first speaking to the Client Relationship Manager.

This document has been prepared by Legal & General Investment Management Limited and/or its affiliates (“LGIM”- or “L&G”, “we” or “us”) . The
information in this document is the property and/or confidential information of L&G and may not be reproduced in whole or in part or distributed
or disclosed by you to any other person without the prior written consent of Legal & General. Not for distribution to any person resident in any
jurisdiction where such distribution would be contrary to local law or regulation.

No party shall have any right of action against L&G in relation to the accuracy or completeness of the information in this document. The
information and views expressed in this document are believed to be accurate and complete as at the date of publication, but they should not be
relied upon and may be subject to change without notice. We are under no obligation to update or amend the information in this document. Where
this document contains third-party data, we cannot guarantee the accuracy, completeness or reliability of such data and we accept no responsibility
or liability whatsoever in respect of such data.

This financial promotion is issued by Legal & General Investment Management Limited.

For Qualified Investors in Switzerland: This information provided herein does not constitute an offer of the Funds in Switzerland pursuant to
the Swiss Federal Law on Financial Services ("FinSA") and its implementing ordinance. This is solely an advertisement pursuant to FinSA and its
implementing ordinance for the Funds.

In the European Economic Area, this document is issued by LGIM Managers (Europe) Limited, authorised and regulated by the Central Bank of
Ireland as a UCITS management company (pursuant to European Communities (Undertakings for Collective Investment in Transferable Securities)
Regulations, 2011 (as amended) and as an alternative investment fund manager (pursuant to the European Union (Alternative Investment Fund
Managers) Regulations 2013

(as amended). LGIM Managers (Europe) Limited’s registered office

is at 70 Sir John Rogerson’s Quay, Dublin, 2, Ireland and it is registered with the Irish Companies Registration Office under company no. 609677.

LGIM Managers (Europe) Limited operates a branch network in the European Economic Area, which is subject to supervision by the Central Bank
of Ireland. In Italy, the branch office of LGIM Managers (Europe) Limited is subject to limited supervision by the Commissione Nazionale per le
societa e la Borsa (“CONSOB”) and is registered with Banca d’ltalia (no. 23978.0) with registered office at Piazza della Repubblica 3, 20121 -
Milano (Companies’ Register no. Ml - 2557936). In Sweden, the branch office of LGIM Managers (Europe) Limited is subject to limited supervision
by the Swedish Financial Supervisory Authority (“SFSA”). In Germany, the branch office of LGIM Managers (Europe) Limited is subject to limited
supervision by the German Federal Financial Supervisory Authority (“BaFin”). In the Netherlands, the branch office of LGIM Managers (Europe)
Limited is subject to limited supervision by the Dutch Authority for the Financial Markets (“AFM*) and it is included in the register held by the
AFM and registered with the trade register of the Chamber of Commerce under number 7448123 1. Details about the full extent of our relevant
authorisations and permissions are available from us upon request.
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L&G — Asset Management

Asia disclaimer and important legal notice

Key risks

The value of an investment and any income taken from it is not guaranteed and can go down as well as up, and the
investor may get back less than the original amount invested. Past performance is not a guide to future performance.
Assumptions, opinions, and estimates are provided for illustrative purposes only. There is no guarantee that any
forecasts made will come to pass.

Important information

The information in this document is for professional investors only. This document is for information purposes only and we are not soliciting any
action based on it. The information in this document is not an offer or recommendation to buy or sell securities or pursue a particular investment
strategy and it does not constitute investment, legal or tax advice. Any investment decisions taken by you should be based on your own analysis
and judgment (and/or that of your professional advisors) and not in reliance on us or the information. This document does not explain all of the risks
involved in investing in the fund or investment strategy.

This document has been prepared by Legal & General Investment Management Limited and/or its affiliates (‘L&G’, ‘we’ or ‘us’). The information
in this document is the property and/or confidential information of L&G and may not be reproduced in whole or in part or distributed or disclosed
by you to any other person without the prior written consent of L&G. Not for distribution to any person resident in any jurisdiction where such
distribution would be contrary to local law or regulation.’

No party shall have any right of action against L&G in relation to the accuracy or completeness of the information in this document. The information
and views expressed in this document are believed to be accurate and complete as at the date of publication, but they should not be relied upon
and may be subject to change without notice. We are under no obligation to update or amend the information in this document. Where this
document contains third party data, we cannot guarantee the accuracy, completeness or reliability of such data and we accept no responsibility or
liability whatsoever in respect of such data.

Hong Kong: Issued by Legal & General Investment Management Asia Limited (BBB488), which is regulated by the Hong Kong Securities and
Futures Commission. This material has not been reviewed or approved by the Hong Kong Securities and Futures Commission. By accepting
this material, you acknowledge and agree that this material is provided for your use only and that you will not distribute or otherwise make this
material available to a person who is not a Professional Investor as defined in the Ordinance.

Singapore: Issued by LGIM Singapore Pte. Ltd. (Company Registration No. 202231876W) which is regulated by the Monetary Authority of
Singapore. This material has not been reviewed by the Monetary Authority of Singapore and is provided to you on the basis that you are an
Institutional or Accredited Investor as defined in Section 4A of the Securities and Futures Act.
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