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volatility this year. President Donald Trump 
has been very clear about his focus on raising 
tariffs, extending tax cuts, and reducing some 
government spending. The key question for 
investors will be the degree to which this 
administration is willing to calibrate policy to 
economic realities and market signals. 

Economic growth cycles around the globe 
have become less synchronized, and Trump’s 
policies will likely exacerbate this trend. China is 
experiencing weak growth with disinflationary 
pressure, while Japan’s inflation remains 
comfortably above their central bank’s target. 
The U.S. continues to exhibit economic 
momentum, while we see a more mixed picture 
across Europe, the U.K., and Australia. 

We believe the Federal Reserve and other 
central banks want to lower interest rates 
further to the extent it’s warranted given 
inflation and other economic data. But central 

Income Fund Update:  
Navigating Uncertainty in 2025
Attractive yields and a broad opportunity set bolster active bond 
investments amid today’s uncertain macroeconomic and market outlook.

SUMMARY

• Attractive yields contribute to a compelling outlook for bonds, in our view, on an 
absolute basis and relative to equities – which we see as close to fully valued – as 
well as relative to cash, where yields are dwindling.

• In the Income Fund, we slightly increased interest rate exposure while still being 
cautious with respect to longer-maturity bonds. 

• We maintain an overweight to U.S. agency mortgages, as spreads remain 
uncharacteristically high versus those of investment grade corporates.

• As credit spreads tightened, we lowered our corporate credit exposure, though we 
believe corporate fundamentals are generally sound. 

The persistence of attractive yields marks 
a potentially auspicious period for active 
fixed income managers, in our view, with 
economic uncertainty contributing to both 
risk and opportunity. Here, Dan Ivascyn, 
who manages the PIMCO Income Fund with 
Alfred Murata and Josh Anderson, responds 
to questions from Esteban Burbano, fixed 
income strategist. They discuss how the 
fund is positioned amid high yields and high 
uncertainty, including potential shifts in fiscal 
and monetary policy in the first year of the 
second Trump administration. 

Q: WHAT IS PIMCO’S OUTLOOK FOR 
THE ECONOMY AND MARKETS OVER 
THE COMING YEAR?

A: Bond yields remain high relative to the 
past two decades, and there is considerable 
uncertainty about the future of policy and 
economic growth, which likely means elevated 
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banks are operating with uncertainty, too, in the sense that fiscal 
policy has the potential to upend economic trends. This could 
make central banks more conservative and inclined to stay 
on hold for a period of time. There are even outlier scenarios 
– well outside our base case – where elevated inflation, and 
inflation expectations, prompt the Fed to reverse course and 
raise rates slightly this year. Or, if growth and job markets slump 
unexpectedly, the Fed may look to lower rates more quickly.

With so much uncertainty, investors could feel overwhelmed. 
The bottom line is with such attractive yields available across 
the global opportunity set, we find great value in fixed income 
markets today – plus the potential for a significant cushion 
against volatility. 

Q: WITH SOME UNCERTAINTY ABOUT THE PATH OF 
INTEREST RATES, HOW SHOULD INVESTORS THINK 
ABOUT BONDS VERSUS EQUITIES OR CASH?

A: Bonds today are attractively priced, in our view, offering 
compelling yields relative to much of the past decade or two. 
By just about any metric, we find equities to be fully valued. 
Comparing the two asset classes, equities are arguably 
overvalued versus bonds, in our view. We believe this bodes 
well for bonds on an absolute basis and relative to equities 
looking five to 10 years out. 

Many investors shifted into or stayed in cash in light of the 
flat yield curve. But with the recent rise in yields on longer-
duration bonds, the yield curve is once again upward-sloping, 
providing attractive compensation for extending maturities 
even just slightly beyond cash. We will see how these trends 
evolve in 2025, particularly if central banks continue lowering 
policy rates. 

Q: CONSIDERING PIMCO’S OUTLOOK, HOW ARE 
YOU THINKING ABOUT DURATION (INTEREST RATE 
RISK), YIELD CURVE, AND GLOBAL POSITIONING IN 
THE INCOME FUND? 

A: Markets already reflect quite a bit of optimism about U.S. 
economic growth. We’ve gradually been lowering our exposure 
to more economically sensitive areas, and leveraging the global 
opportunity set in higher-quality fixed income. Also, we used 
the sell-off late last year to increase the fund’s overall interest 
rate exposure, while remaining underweight duration versus 
passive alternatives. 

Along the yield curve, we’ve been mainly emphasizing 
intermediate maturities for some time now. And with the more 

recent steepening, we’ve shifted some exposure a bit further 
out the yield curve, adding some 10-year-maturity exposure 
while still generally favoring the intermediate portion.

Even amid the standout momentum of the U.S. economy, the 
U.S. government is running a substantial deficit – leading many 
investors to raise questions about U.S. debt obligations. While 
we see the deficit as manageable, considering the U.S. dollar 
is the global reserve currency, we have also utilized markets 
outside of the U.S. to diversify exposure where we find the fiscal 
picture is better and economies are not expanding as rapidly. We 
have modest duration exposure to the U.K. and Australia, and 
even some of the higher-quality segments of emerging markets. 

Q: THE INCOME FUND HAS SIZABLE POSITIONS IN 
SECURITIZED SECTORS OF THE BOND MARKET. 
HOW ARE YOU ALLOCATING TO MORTGAGES, AND 
WHAT ARE YOUR THOUGHTS ON THE FUTURE OF 
GOVERNMENT-SPONSORED ENTERPRISES (GSES) 
UNDER THE SECOND TRUMP ADMINISTRATION?

A: We have been overweight U.S. agency mortgage-backed 
securities for some time. We continue to see a strong case 
for investing in these securities: They offer a yield advantage 
over most investment grade corporate bonds – that’s a rare 
occurrence – and they are backed by a U.S. agency or the U.S. 
federal government. Also, mortgages are typically a very liquid 
segment of the market, so if fear were to creep back into credit 
sectors or mortgages became a bit too rich, we could look to shift 
some assets from agency mortgages to other opportunities. 

The Trump administration will likely consider privatizing the 
GSEs or recapitalizing and releasing them from conservatorship. 
Whatever happens, we expect either a strong implicit or explicit 
U.S. government guarantee to be included, because we strongly 
believe the Trump administration and many members of 
Congress view the U.S. mortgage market as a model for the rest 
of the world and want to keep mortgage rates relatively low. In 
other words, any move to privatize the GSEs would likely drive 
continuing strength in their underlying credit fundamentals. Even 
so, any such development could contribute to volatility despite 
this being a well-known possibility.

Q: COULD YOU DISCUSS ALLOCATIONS TO NON-
AGENCY MORTGAGES AND OTHER SECURITIZED 
CREDIT ASSETS?

A: U.S. households in general have good credit standing these 
days, with favorable consumer debt-to-GDP ratios and very 
high home equity. Our holdings of non-government-backed 
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mortgages tend to be very seasoned; loans we added in the 
fourth quarter of 2024 typically originated before the global 
financial crisis and featured loan-to-values below 50%. While 
these securities can be more complex than corporate bonds, 
they offer very attractive incremental yield with a downside 
cushion due to strong home equity levels. 

We also favor other consumer credit markets. Regulatory 
scrutiny on lending to the consumer is robust relative to the 
non-financial corporate space. We focus on households 
with considerable home equity, providing owners with other 
financing, such as auto loans, credit card loans, and parental-
guaranteed student loans. We often hold only the investment 
grade sliver of that risk. 

Q: DOES THE FUND HAVE POSITIONS IN THE 
COMMERCIAL MORTGAGE-BACKED SECURITIES 
(CMBS) MARKET?

A: We currently have limited exposure to CMBS in the Income 
Fund, and the majority is AAA senior diversified risk. A higher-
for-longer rate environment is not ideal for commercial real 
estate. Also, if we experience unexpected economic weakness, 
then commercial real estate markets could soften, as could 
other floating-rate credit markets. That could be a buying 
opportunity for us. 

Q: HOW ARE YOU VIEWING THE CORPORATE  
DEBT MARKET? 

A: We have been letting our credit beta exposure drift lower 
over the course of the last several months in response to credit 
spreads tightening and equity valuations rising. 

I don’t want to sound alarmist; we believe fundamentals are 
strong in the traditional, fixed-rate investment grade and 
high yield segments of corporate credit. Many companies 
have termed out their debt maturities, net issuance has been 
relatively low, and earnings have held up. We continue to have 
some exposure in attractive areas across the fixed-rate credit 
spectrum, but we are adjusting the allocation simply due to the 
tighter spreads.

We have been more defensive in floating-rate credit markets, 
with limited exposure and mostly senior in the capital structure. 
We see a bit of froth in the senior secured loan space, with 
more pressure on companies to manage higher-for-longer 
interest rates, so we don’t have much mezzanine or subordinate 
exposure. With our size and expertise in the marketplace, we 
typically can assert influence in the corporate credit space, 
such as pursuing better covenant considerations in deals. M&A 

activity likely will increase in 2025, and our position in the market 
could help allow us to capitalize on unique opportunities, while 
not necessarily increasing our exposure to credit beta. 

Q: AND YOUR THOUGHTS ON BANKS? 

A: Banks are fine, in our view. They still face a decent amount 
of regulatory pressure, and they are not taking the same types 
of risks that they took in the past. The Trump administration 
may relax some of the harsher regulations in the U.S., but we 
still expect the banking sector to remain sound.

With that said, our financials exposure is focused on senior 
positions in the capital structure. This is not because we are 
concerned about banks, rather because we are seeing more 
interesting opportunities in the consumer credit markets. 

Q: TURNING TO EMERGING MARKETS, HOW ARE YOU 
POSITIONING THE INCOME FUND?

A: We have a somewhat smaller exposure to emerging markets 
(EM) than we’ve had in the past, which is less about concerns 
over EM and rather because we see more interesting and 
resilient opportunities in some other sectors and regions. That 
said, we have invested in some higher-quality areas where we 
saw opportunity due to underperformance, including Mexico, 
some areas in the Middle East, and South Africa. In a world of 
less synchronized growth, we expect markets outside the U.S., 
both emerging and developed markets, will present significant 
opportunities to tactically trade and shift positioning. 

We typically seek to run relatively low overall currency risk, and 
over the last year or so, we have taken an active relative value 
approach with overweights to select higher-yielding emerging 
markets and underweights to certain lower-yielding ones. 

Q: ANY FINAL THOUGHTS FOR INVESTORS?

A: In the current environment, liquidity, or flexibility, seems a 
bit underappreciated. We believe the Income Fund is in a very 
liquid position relative to the past, which provides flexibility 
to capitalize on opportunities as they arise. We believe that is 
important given the degree of uncertainty in the outlook.

And I’ll add that patience can be valuable. With such attractive 
yields today, we can afford to be patient in the higher-quality 
segments of the fixed income markets. Last year was a good 
example: We saw many zigs and zags and rates rising toward 
year-end, yet active bond managers could still generate 
attractive returns. This year we see even higher bond yields, 
and with valuations stretched in other asset classes, we believe 
patience in bonds will be rewarded.
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Investors should consider the investment objectives, risks, charges and expenses of the funds carefully before investing. This and other information are 
contained in the fund’s prospectus and summary prospectus, if available, which may be obtained by contacting your investment professional or PIMCO 
representative or by visiting www.pimco.com. Please read them carefully before you invest or send money.

Past performance is not a guarantee or a reliable indicator of future results.
Investments made by a Fund and the results achieved by a Fund are not expected to be the same as those made by any other PIMCO-advised Fund, including those 
with a similar name, investment objective or policies.  A new or smaller Fund’s performance may not represent how the Fund is expected to or may perform in the 
long-term.  New Funds have limited operating histories for investors to evaluate and new and smaller Funds may not attract sufficient assets to achieve investment 
and trading efficiencies.  A Fund may be forced to sell a comparatively large portion of its portfolio to meet significant shareholder redemptions for cash, or hold a 
comparatively large portion of its portfolio in cash due to significant share purchases for cash, in each case when the Fund otherwise would not seek to do so, which 
may adversely affect performance.
It is important to note that differences exist between the fund’s daily internal accounting records, the fund’s financial statements prepared in accordance with 
U.S. GAAP, and recordkeeping practices under income tax regulations. It is possible that the fund may not issue a Section 19 Notice in situations where the fund’s 
financial statements prepared later and in accordance with U.S. GAAP and/or the final tax character of those distributions might later report that the sources of those 
distributions included capital gains and/or a return of capital. Please see the fund’s most recent shareholder report for more details. Although the Fund may seek to 
maintain stable distributions, the Fund’s distribution rates may be affected by numerous factors, including but not limited to changes in realized and projected market 
returns, fluctuations in market interest rates, Fund performance, and other factors. There can be no assurance that a change in market conditions or other factors will 
not result in a change in the Fund’s distribution rate or that the rate will be sustainable in the future. For instance, during periods of low or declining interest rates, the 
Fund’s distributable income and dividend levels may decline for many reasons. For example, the Fund may have to deploy uninvested assets (whether from purchases 
of Fund shares, proceeds from matured, traded or called debt obligations or other sources) in new, lower yielding instruments.  Additionally, payments from certain 
instruments that may be held by the Fund (such as variable and floating rate securities) may be negatively impacted by declining interest rates, which may also lead to 
a decline in the Fund’s distributable income and dividend levels.
A word about risk: Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. The value of most 
bonds and bond strategies are impacted by changes in interest rates. Bonds and bond strategies with longer durations tend to be more sensitive and volatile than 
those with shorter durations; bond prices generally fall as interest rates rise, and low interest rate environments increase this risk. Reductions in bond counterparty 
capacity may contribute to decreased market liquidity and increased price volatility. Bond investments may be worth more or less than the original cost when 
redeemed. Investing in foreign denominated and/or domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks, 
which may be enhanced in emerging markets. Mortgage and asset-backed securities may be sensitive to changes in interest rates, subject to early repayment risk, 
and their value may fluctuate in response to the market’s perception of issuer creditworthiness; while generally supported by some form of government or private 
guarantee there is no assurance that private guarantors will meet their obligations. References to Agency and non-agency mortgage-backed securities refer to 
mortgages issued in the United States. U.S. agency mortgage-backed securities issued by Ginnie Mae (GNMA) are backed by the full faith and credit of the United 
States government. Securities issued by Freddie Mac (FHLMC) and Fannie Mae (FNMA) provide an agency guarantee of timely repayment of principal and interest 
but are not backed by the full faith and credit of the U.S. government. High-yield, lower-rated, securities involve greater risk than higher-rated securities; portfolios 
that invest in them may be subject to greater levels of credit and liquidity risk than portfolios that do not. Equities may decline in value due to both real and perceived 
general market, economic, and industry conditions. Derivatives may involve certain costs and risks such as liquidity, interest rate, market, credit, management and 
the risk that a position could not be closed when most advantageous. Investing in derivatives could lose more than the amount invested. Diversification does not 
ensure against loss. Management risk is the risk that the investment techniques and risk analyses applied by an investment manager will not produce the desired 
results, and that certain policies or developments may affect the investment techniques available to the manager in connection with managing the strategy.
The credit quality of a particular security or group of securities does not ensure the stability or safety of the overall portfolio. The quality ratings of individual issues/
issuers are provided to indicate the credit-worthiness of such issues/issuer and generally range from AAA, Aaa, or AAA (highest) to D, C, or D (lowest) for S&P, 
Moody’s, and Fitch respectively.
There is no guarantee that these investment strategies will work under all market conditions or are appropriate for all investors and each investor should evaluate 
their ability to invest long-term, especially during periods of downturn in the market. Investors should consult their investment professional prior to making an 
investment decision.
Beta is a measure of price sensitivity to market movements. Market beta is 1.
PIMCO as a general matter provides services to qualified institutions, financial intermediaries and institutional investors. Individual investors should contact their own 
financial professional to determine the most appropriate investment options for their financial situation. This material contains the opinions of the manager and such 
opinions are subject to change without notice. This material has been distributed for informational purposes only and should not be considered as investment advice 
or a recommendation of any particular security, strategy or investment product. Information contained herein has been obtained from sources believed to be reliable, 
but not guaranteed. No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission. PIMCO is a 
trademark of Allianz Asset Management of America LLC in the United States and throughout the world. ©2025, PIMCO
PIMCO Investments LLC, distributor, 1633 Broadway, New York, NY, 10019 is a company of PIMCO.

http://pimco.com
http://www.pimco.com
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