
Income Fund Update:  
Standout Returns, Powered  
by Active Management
We believe today’s mix of attractive starting yields, global economic divergence, 
and shifting markets create a compelling environment for active fixed income.

I N V E S T M E N T S T R AT E G I E S •  F E B R U A R Y 2026

AU THORS

Dan Ivascyn
Managing Director  
Group Chief Investment Officer

Esteban Burbano
Managing Director  
Fixed Income Strategist

Fixed income investments had a strong year 
in 2025, and the backdrop heading into 2026 
continues to look very constructive. Attractive 
starting yields, diverging global economic 
conditions, and changing markets have 
created what PIMCO believes is one of the best 
opportunities for active fixed income in over 
a decade. Here, Dan Ivascyn, who manages 
PIMCO Income Fund with Alfred Murata and 
Josh Anderson, answers questions from 
Esteban Burbano, fixed income strategist. They 
discuss the macroeconomic landscape and 
how the investment team is positioning the 
Income Fund in the current environment. 

Q: PIMCO’s latest Cyclical Outlook, 
“Compounding Opportunity,” discusses 
a world defined by divergence.  
How might this widening dispersion 
influence the investment landscape?

SUMMARY

•	 Global divergence and elevated valuations create a powerful backdrop for active 
fixed income.

•	 We are actively capitalizing on opportunities globally, including high quality securitized 
assets, selective exposure to emerging markets, and relative value rate and currency 
positions with the aim of enhancing yield and diversification.

•	 We remain focused on resilience and flexibility, emphasizing high quality assets, 
diversified global exposures, and the ability to capitalize on evolving yield curve and 
credit conditions through active management.

A: We live in a world with less correlated 
growth paths and policies globally, which 
presents an exciting backdrop for active 
investment management. At the same time, 
equity valuations remain elevated and cash 
rates across many markets are moving lower, 
while intermediate- to longer-maturity fixed 
income continues to offer attractive value. 

In the U.S., we expect strong absolute 
and relative growth supported by solid 
fundamentals for middle- and upper-income 
households, locked in low mortgage rates, 
and broad tailwinds from artificial intelligence 
(AI), technology, and energy infrastructure 
capital expenditures. Fiscal stimulus from 
last year is still filtering through as well. While 
inflation will likely stay above the Fed’s target 
and remain bumpy, we expect it to trend 
lower over the year.

https://www.pimco.com/us/en/insights/compounding-opportunity
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Outside the U.S., many economies appear more fragile 
as they lack several of these factors supporting the U.S. 
economy. The global divergence in growth trajectories and 
shifting policy trends are creating significant opportunities as 
markets become less correlated. 

Q: You mentioned strong growth and easing inflation. 
What risks or disruptions could challenge our outlook?

A: There are meaningful risks to keep in mind. We’ve 
already seen substantial geopolitical tension year to 
date – developments in Venezuela and Greenland caught 
markets off guard and continue to add uncertainty. The U.S. 
administration’s broader foreign policy approach has come 
into focus. There is also fundamental uncertainty around 
inflation; it remains above central bank targets in the U.S. and 
in other regions such as Japan, Australia, and the U.K.

All of this means we’re likely to see continued differentiation 
across global economies, along with ongoing inflation-
related risks. But these dynamics also create opportunities in 
global diversification for active managers – whether through 
thoughtfully sized local rate positions or selective currency 
exposures. When managed appropriately, these positions 
may not only contribute to attractive income profiles but also 
to compelling all-in return potential.

Q: What’s our outlook for the U.S. Fed and other 
central banks?

A: Most developed market (DM) central banks are looking to 
cut rates as inflation moves closer to target. We expect broad-
based easing across DM, with Japan as the key exception, 
where market dynamics may push rates higher. In the U.S., 
growth should stay solid, and we think the Fed will aim to lower 
the policy rate, probably later this year, down toward about 
3%. That said, the path remains highly data-dependent. Given 
this backdrop, our positioning is more balanced, maintaining 
flexibility to take advantage of localized volatility.

Q: What’s our outlook on the U.S. dollar amid easing, 
fiscal pressures, and shifting global investment?

A: The dollar looks fairly valued to slightly expensive, so we’re 
maintaining a modest underweight. The more compelling 
opportunity is in relative value across increasingly unsynchronized 
global cycles. Local currencies and non-U.S. rates continue to 
offer attractive avenues for diversification and potential return. 

Q: How would you summarize Income Fund’s 
positioning for 2026? 

A: The Income Fund is positioned with a focus on resilience 
and flexibility, especially as parts of the market – corporate 
credit and equities in particular – continue to be priced for 
perfection. We’re prioritizing diversification and focusing on 
keeping liquidity high so we can respond quickly if markets 
move too far. That means staying cautious on areas where 
spreads do not adequately compensate investors for 
economic sensitivity, keeping a clear tilt toward higher-quality 
assets, and using our global toolkit to target attractive yields. 

From a rates perspective, we’re maintaining slightly lower 
duration relative to the aggregate bond benchmark but 
concentrated in the intermediate part of the curve (5–10 
years), which we believe offers a better balance of attractive 
yield and flexibility. We remain less constructive at the very 
long end of the curve. Geographically, we’ve broadened 
exposure across the U.K., Australia, and select emerging 
markets (EM), including Colombia, South Africa, Brazil, and 
Mexico. While these allocations tend to be conservative, they 
are intended to enhance both yield and diversification.

Yield curve steepening was one of our highest-conviction 
themes last year, and as valuations evolve, longer maturities 
are starting to look more appealing. We expect they may  
play a bigger role later in 2026 as the opportunity set 
continues to shift.

Q: How are we thinking about credit today across  
both structured credit and the broader corporate  
credit markets?

A: In structured credit, we continue to emphasize higher-
quality segments – areas supported by strong underwriting 
and healthy household balance sheets. That includes 
consumer-focused exposures such as residential mortgage 
credit, auto asset-backed securities (ABS), private student 
loan ABS, and lending to middle- and upper-income 
borrowers. We’re also active in the U.K. and Australia 
securitization markets, where senior tranches still offer 
attractive risk-adjusted return potential. By contrast, 
we’re more selective in infrastructure-related deals tied to 
technology and energy buildouts. These opportunities can be 
compelling but tend to carry more volatility and behave more 
like corporate credit. 
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Across public and private corporate credit, spreads remain 
tight. Although performance has been strong since the global 
financial crisis, we’re seeing early signs of deterioration, 
including a few notable defaults. In this environment, we 
remain cautious on generic corporate credit beta and 
continue to favor higher-quality government and mortgage-
backed exposures. This positioning helps keep the portfolio 
defensive while preserving ample liquidity – giving us the 
flexibility to seek to capitalize on technical reversals or bouts 
of volatility that may offer more attractive entry points.

Q: Has our view on agency mortgage-backed securities 
(MBS) changed given recent policy developments?

A: Our overall view on agency MBS remains constructive. The 
sector has been a key position thanks to strong liquidity, high 
quality credit, and historically attractive valuations – those 
fundamentals are unchanged. 

What has shifted is the technical backdrop. The Fed’s 
balance sheet runoff had pressured the sector, but the Trump 
administration’s agency-buying program tightened spreads 
and boosted recent performance. With spreads now narrower, 
our conviction in the position has moderated a bit, and we may 
adjust exposure as conditions evolve. Even so, agency MBS 
continues to offer solid relative value versus tight corporate 
spreads and remains an important defensive anchor in the 
portfolio. Active positioning across coupons, maturities, and 
structures should continue to add value as we move forward.

Q: You mentioned having exposure to EM. What’s our 
approach to EM in Income Fund?

A: EM delivered strong results last year and still looks 
attractively valued relative to more crowded areas. We use 
EM exposure with the aim to enhance yield and diversification 
through high quality EM currencies, certain local sovereign 
opportunities, and select special situations sourced by our 
EM team. While the allocations are measured, they contribute 
nicely to the fund’s overall diversification.

Q: Any final thoughts?  

A: At a high level, the Income Fund aims to take advantage of 
the full toolkit we have as active global fixed income investors to 
construct a highly diversified portfolio of income-oriented assets. 

It’s important to note that starting yields tend to be strong 
predictors of long-term returns, and today’s yields support 
a compelling three- to five-year outlook. While cash rates 
are expected to fall and equity valuations remain stretched, 
we believe fixed income continues to provide a robust value 
proposition supported by global diversification and flexibility.
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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. 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. Currency rates may fluctuate significantly over short periods 
of time and may reduce the returns of a portfolio. 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. 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. Diversification does not ensure against loss. 
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.
Forecasts, estimates and certain information contained herein are based upon proprietary research and should not be considered as investment advice or a recommendation 
of any particular security, strategy or investment product. There is no guarantee that results will be achieved.
References to liquidity refer to normal market conditions.
Correlation is a statistical measure of how two securities move in relation to each other. 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. Duration is the measure of a bond’s price sensitivity to interest rates and 
is expressed in years.
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. ©2026, PIMCO.
PIMCO Investments LLC, distributor, 1633 Broadway, New York, NY, 10019 is a company of PIMCO.


