Allianz @) — time for a more

Global Investors active approach to diversification?

Is it time to break the barbell? A “barbell” is the name we When it paid to have a high US equity and low bond allocation - and when it did not*

give to a portfolio that balances US equities at one end and -
cash at the other — mostly at the expense of other assets, ‘
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notably bonds.

A 15-year bull market has pushed US financial wealth and equity allocations to
record highs, leading to widespread use of the barbell portfolio. Meanwhile,
assets in US money market funds exceeded USD 7 trillion in November 2024
—a record — while bond allocations have shrunk to all-time lows.
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Is the barbell due a rethink?
*  While we expect a more modest continuation of the trend of US equity

outperformance, our research highlights the need for active diversification.
* History shows that once an equity bull run ends, bonds tend to outperform
(see chart).
*  Furthermore, diversification has historically had its greatest benefits in an
environment of heightened inflation risk.
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To test the resilience of a barbell portfolio, we compared its performance to that

of a more diversified portfolio, adding non-US equities, developed and

emerging market bonds, commodities and gold.
*Chart displays the difference in annual returns produced by the S&P 500 and US 30-year bonds.

T . . Source: Allianz Global Investors’ calculations. Data from Global Financial Data.
Our findings? While concentrated US equity exposure has performed . fanz v Ha ! !

remarkably well in many market environments, in three out of four historical

scenarios, the diversified portfolio matched or outperformed the barbell for
> READ ON FOR MORE DETAILS OF OUR FINDINGS AND WHAT THEY MEAN

FOR YOUR PORTFOLIO.

risk-adjusted returns.
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A more active approach to diversification

How did the two portfolio types perform
in different macroeconomic scenarios?

We chose four scenarios based on whether economic
growth (GDP) and inflation (the consumer price index
or CPI) accelerated or decelerated compared with
the previous year. Using market data since 1970

we calculated the performance of the portfolios

for each scenario.

To reflect both performance and risk, the results are
shown as Sharpe ratios representing the average
annual excess return over US Treasuries divided by
the volatility of returns. The higher the number, the
better the potential balance of risk and return.

IN THREE OF THE FOUR SCENARIOS, THE
DIVERSIFIED PORTFOLIO MATCHED OR
OUTPERFORMED THE BARBELL PORTFOLIO.

In a “stagflation” scenario, when GDP decelerates
while CPI accelerates, the barbell portfolio actually
incurred a loss while its diversified counterpart
achieved a modest gain.

We also show the results for the individual asset classes.

Performance of the barbell and diversified portfolios, and their constituent assets,
across four historical scenarios (1971 to present)
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GDP accelerates &
CPI decelerates

GDP decelerates &
CPI decelerates

GDP decelerates &

CPI accelerates U2 : R

Results are shown as Sharpe ratios. indicates 0.7 and higher. indicates O or less.

* The barbell portfolio allocates to US equities, cash and bonds only. The allocations are based on data from the US Federal
Reserve Flow of Funds report (June 2024), which gave average US household allocations as 42% equity, 23% bonds, 15% cash
and 20% other. In our barbell, we scale up the allocations to US equities, bonds and cash to equal 100%. In the diversified
portfolio, the “20% other” from the household allocation is used to incorporate non-US equities, developed and emerging
market fixed income, commodities and gold (weights are determined in inverse proportion to the volatility of their returns).
The diversified portfolio also replaces the S&P 500 with the equal-weighted S&P 500.

Source: Allianz Global Investors’ calculations. Data from Global Financial Data
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What does this mean for your portfolio?

Consider spreading your risk

While US equities will likely continue to be a major
contributor to shareholder wealth, we anticipate
significant volatility ahead. With this in mind — and
with bond yields and interest rates normalising — we
think investors should consider broader diversification
strategies. Within US equity, this might include
allocating to the equal-weighted version of the

S&P 500 index.

Diversify globally

As well as investing in a larger share of bonds — both
sovereign and corporate — consider more global
investments such as emerging market equities (and
bonds). Diversifying globally can benefit from a
decoupling of economic cycles, which causes global
assets to become decorrelated. Growth and policy in
the US are set to diverge further from that in Europe
and Chinag, for example.

Explore a range of asset classes

Commodities, such as gold, industrial metals and oil,
are another way to spread risk in a portfolio. Gold has
strengthened its position as a useful tool for
diversification and risk management. Where
appropriate, some investors may find private

markets assets to be a useful diversifier too, with
often longer investment horizons and lower
correlations to listed stocks.

Being diversified can help you stay
invested

Several uncertainties could lead to fluctuations in US
equities — concerns about Al productivity gains, the
impact of US policy, inflation and possible rising
interest rates. Long-term performance analysis shows
it is essential to stay invested after market declines.
Investors should size risk prudently to their risk
capacity to capitalise on long-term trends while
remaining resilient if those trends shift.
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The document is for use by qualified Institutional Investors (or Professional/Sophisticated/Qualified Investors as such term may apply in local jurisdictions).

This document or information contained or incorporated in this document have been prepared for informational purposes only without regard to the investment objectives, financial situation, or means of any
particular person or entity. The details are not to be construed as a recommendation or an offer or invitation to trade any securities or collective investment schemes nor should any details form the basis of,
or be relied upon in connection with, any contract or commitment on the part of any person to proceed with any transaction.

Any form of publication, duplication, extraction, transmission and passing on of the contents of this document is impermissible and unauthorised. No account has been taken of any person’s investment
objectives, financial situation or particular needs when preparing this content of this document. The content of this document does not constitute an offer to buy or sell, or a solicitation or incitement of offer to
buy or sell, any particular security, strategy, investment product or services nor does this constitute investment advice or recommendation.

The views and opinions expressed in this document or information contained or incorporated in this document, which are subject to change without notice, are those of Allianz Global Investors at the time of
publication. While we believe that the information is correct at the date of this material, no warranty of representation is given to this effect and no responsibility can be accepted by us to any intermediaries
or end users for any action taken on the basis of this information. Some of the information contained herein including any expression of opinion or forecast has been obtained from or is based on sources
believed by us to be reliable as at the date it is made, but is not guaranteed and we do not warrant nor do we accept liability as to adequacy, accuracy, reliability or completeness of such information. The
information is given on the understanding that any person who acts upon it or otherwise changes his or her position in reliance thereon does so entirely at his or her own risk without liability on our part. There
is no guarantee that any investment strategies and processes discussed herein will be effective under all market conditions and investors should evaluate their ability to invest for a long-term based on their
individual risk profile especially during periods of downturn in the market.

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Any past performance, prediction, projection or forecast is not indicative of future
performance. Investors should not make any assumptions on the future on the basis of performance information in this document. The value of an investment and the income from it can fall as well as rise as
a result of market and currency fluctuations and you may not get back the amount originally invested.

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to creditworthiness, interest rate, liquidity and restricted flexibility risks. Changes to the
economic environment and market conditions may affect these risks, resulting in an adverse effect to the value of the investment. During periods of rising nominal interest rates, the values of fixed income

instruments (including short positions with respect to fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest rates, the values are generally expected to
rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions.

January 2025, Allianz Global Investors
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