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If the first paper of our series focused on understanding risk before embracing it, and the second on
identifying the phases of the credit cycle, this paper turns to portfolio posture. Our previous analysis
concluded that credit markets now exhibit the hallmarks of a late-cycle environment. The natural follow-up
question is therefore practical: how should investors remain invested when income opportunities persist,

but the margin for error has narrowed?

Late-cycle conditions continue to reward participation, yet increasingly penalise complacency. This is not

the moment to abandon credit. It is the moment to own it more deliberately and selectively.
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Our roadmap for late-cycle positioning

Carry Quality Flexibility
Use coupon income as both a return Prioritise issuers and structures with Maintain liquidity, remain active, and
engine and a first buffer against stronger balance sheets, governance, preserve the ability to adjust quickly as
moderate spread widening and refinancing resilience regimes shift

What defines a late-cycle market?

Late-cycle environments are rarely signaled by recession headlines. They typically emerge while conditions
still appear supportive: spreads remain tight, fund flows are positive, and equity-friendly behaviour can
persist beyond what fundamentals justify. Investors continue to reach for yield, lower-quality names

may continue to outperform temporarily, and technicals can create the illusion of benign risk.

The defining characteristic of this phase is not the disappearance of risk, but its mispricing. Compensation
becomes thinner, while markets overlook weaker structures, rising leverage, and increasingly demanding
refinancing schedules. While inflows and optimism can keep spreads compressed, they do not override

fundamental credit dynamics.

Beneath a seemingly calm surface, dispersion begins to increase. Broad indices may still appear healthy,
even as idiosyncratic risks multiply through documentation weakening, issuer-specific stress, or
management decisions that favour shareholders over bondholders. While market access remains open,
the margin for error tightens. Technicals may still dominate, but fundamentals gradually return to the

centre of the story.

Late cycle should therefore not be mistaken for a lack of opportunity. Rather, the nature of opportunity
changes. Beta becomes less rewarding. Carry becomes more important. Dispersion matters more.

Selectivity matters most.
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What comes hext?

Historically, late-cycle phases tend to transition toward a period of weaker credit performance, although
the timing, magnitude and nature—gradual spread widening, increased dispersion, abrupt risk-off

episodes— of this adjustment can vary significantly.

The transition from late cycle is not defined by precise timing, but by a shift in the distribution of outcomes.
Historically, the next phase is a downturn, but not necessarily a disorderly or systemic sell-off. In credit
markets, downturns are challenging precisely because they are difficult to anticipate, quick to unfold,
and often sharp inimpact. By the time consensus acknowledges the shift, spreads have typically already

repriced.

The difficulty is that markets can remain in a late-cycle phase longer than fundamentals might suggest.
Supportive technicals, persistent inflows and still-open primary markets can sustain elevated valuations
even as underlying vulnerabilities emerge. The turning point often comes from a trigger that had previously
deemed manageable: a failed refinancing, an aggressive transaction, a downgrade, an earnings
disappointment, or a liquidity shock. In credit, a full recession is not always required for spreads to widen.
In Investment Grade, however, this typically reflects a repricing of risk premia rather than a material

deterioration in fundamentails.

For this reason, late-cycle investing should not be organised around a heroic attempt to call the exact
peak. Few investors achieve this consistently, and fewer yet without sacrificing too much carry along the
way. A more robust approach is to continue benefiting from the income still available in credit, while
building portfolios that can absorb a range of outcomes, from mild repricing to more pronounced risk-

off episodes when they occur.

In other words, the objective is not only to take advantage of late-cycle conditions, but to be prepared

for what typically follows.
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Three principles for investing in late cycle

1) Carry: getting paid to wait, but not paid to sleep

In a late-cycle environment, carry deserves more emphasis than spread optimism. While spreads may
be tight, all-in yields remain meaningfully higher than in the zero-rate era. Both euro investment grade
and euro high yield offer coupons that are economically significant.

This matters for two reasons. First, carry remains a direct performance engine in a market where further
spread compression is likely limited. Second, it provides a buffer when spreads begin to widen. While
coupons do not eliminate downside risk, they can mitigate its impact. The focus, therefore, is not on
maximizing income indiscriminately, but on ensuring that income is derived from issuers likely to sustain
it.

2) Quality: keeping carry, without sacrificing discipline

As asymmetry builds, quality becomes more valuable than incremental yield. During periods of widening
spread, higher-quality issuers tend to reprice less severely than weaker credits. Companies with stronger
liquidity, conservative leverage, durable cash flows, disciplined financial policies, and sound governance

typically retain market access longer and recover confidence more quickly.

This is not the time to chase the highest headline coupon. Instead, investors should assess whether
additional spread represents genuine compensation or simply temptation coupled with elevated risk.

Emphasising quality allows portfolios to continue harvesting carry while maintaining resilience.

3) Flexibility and active management: preserving optionality

Late-cycle environments reward portfolios that can adapt. Exposures should not be so static or crowded
that managers become constrained by market liquidity. Liquidity should therefore be treated as a portfolio

feature, not a residual outcome.

Active management becomes increasingly important as market leadership fragments. Broad stability
can coexist with significant divergence at the issuer level. The ability to reduce risk, rotate toward higher-
quality assets, adjust exposures, and redeploy capital into dislocations transforms uncertainty into

opportunity. Flexibility is not indecision; it is disciplined optionality.

Above all, late cycle is a phase where bottom-up research becomes increasingly important, although
its full value typically materialises during periods of stress or downturn, when dispersion rises more
meaningfully. With spreads tight, broad market direction explains less than issuer-specific resilience.
Value is generated through detailed credit analysis: business model durability, refinancing schedules,
liquidity buffers, covenant structures, capital positioning, ESG risks and management incentives. In late-

cycle, research helps avoid complacency; in downturns, it becomes the primary driver of outperformance.
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How we approach this phase

We believe that late cycle investing is not about exiting credit, but about rebalancing risk taking across
the credit spectrum. This framework—carry, quality and flexibility— is directly reflected in our investment

approach across both investment grade and high yield strategies.

1) Acrossinvestment grade

For carry, we believe there are opportunities to be seized in selected segments of the issuer capital
structure such as subordinated financials or hybrid corporates. Capturing subordination premia may
represent a source of income, provided that issuer fundamentals, regulatory frameworks, and loss-
absorption mechanisms are thoroughly understood. At Candriam, this strategy relies on an in-depth
analysis of issuers and capital structures, as well as disciplined risk management and position sizing. In
the current environment of tight spreads, we are selective and avoid segments where the additional

spread no longer compensates for structural complexity.

For quality, our investment approach combines fundamental analysis with a robust sustainability
framework. In late-cycle, we favour issuers with strong balance sheets, stable cash flow generation and
prudent financial profile, particularly in sectors with limited sensitivity to refinancing conditions. Selectivity
is reinforced by narrowing the investable universe through stringent ESG criteria and applying bottom-up
analysis. This approach is particularly relevant in late cycle, as stable index performance can conceal
gradual build-up of risks at the issuer level, notably among more leveraged or acquisition-driven issuers.
Quality in this context is more than a rating label: it is the combination of resilient business models,

stronger balance sheets, sound governance, and a more demanding definition of what deserves capital.

For flexibility and active management, we favour dynamic allocation and risk calibration, while accounting
for evolving market conditions. In practice, this currently translates into a cautious stance on overall
beta, active rotation within sectors, and a preference for maintaining liquidity to respond to potential
spread widening. This translates into an active management of the portfolios’ net credit exposure,
expressing both positive and negative views, while maintaining a controlled risk profile. In this context,

flexibility acts as a form of embedded portfolio insurance.
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2) Across high yield

For carry, our investment approach relies on a high-conviction, bottom-up selection supported by a
macro framework. Our objective is to harvest coupon income selectively by focusing on issuers with a
solid capital structure, capable of refinancing, servicing debt, and maintaining market access under
more challenging conditions.

Quality can also be found within high yield. Across our portfolios, we focus on the BB-B segment, where
the balance between yield and resilience is often, in our view, more attractive than in lower-rated credits.
Rigorous bottom-up research, legal analysis and disciplined selection help mitigate default risk and
avoid structurally fragile stories. At Candriaom, we have never had a default in our high yield portfolios,
reflecting a disciplined investment universe, fundamental scrutiny and our willingness to walk away when
the carry is not worth the fragility.

For flexibility and active management, our approach is built on dynamic exposure management and
the ability to express differentiated views across market environments. The objective is to exploit
asymmetric opportunities across market regimes, aiming to participate in upside while turning meaningfully

defensive in more difficult phases.

Across both investment grade and high yield, the underlying principle remains consistent: rather than
retreating from credit, investors should adjust their posture—moving from broad beta exposure to selective

positioning, from complacency to structural discipline, and from static allocation to active risk budgeting.
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Conclusion: the last leg requires
the steadiest footwork

The final stage of the credit cycle is often the most challenging. It can flatter the impatient, encourage
the misinterpretation of high yields as low risk, and create the illusion that favourable conditions will
persist indefinitely. Yet, it is also a phase in which disciplined investors can continue to generate strong

outcomes.

Investors should not attempt to guess the precise turning point, but they need to work with asset managers
capable of compounding returns prudently while retaining the flexibility to respond when conditions
change. At Candriam, this means remaining invested without becoming complacent: harvesting carry,
emphasizing quality, and preserving the ability to act when markets reprice. It also means maintaining
a constructive form of contrarianism—- not by rejecting the market, but by questioning what it no longer

scrutinises.

Late cycle is the moment to know your credits, know your structures and know which risks are still worth
owning. In credit markets, downside typically materialises faster than upside is earned. Preparation

therefore matters more than prediction.

Or, more simply: “In late cycle, one need not leave the dance floor; one simply ought to know where the

exits are.”
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To know more on Candriam’s credit expertise and funds :

Credit| Candriam >

To explore how Candriam’s credit team tames risks:

Landing page Tame Risk [ENG >

Risk considerations:

Investing in credit markets involves risks, including the risk of capital loss. Strategies mentioned in this document

entail specific risks, the main ones being:

. Subordinated financial bonds: risk of capital loss, interest rate risk, credit risk, risk in Cocos and derivative risk.

«  Euro corporate bonds (sustainable strategies): risk of capital loss, ESG investment risk, interest rate risk and credit

risk.

. Long/short credit strategies: risk of capital loss, interest rate risk, sustainability risk, derivative risk, credit risk and

arbitrage risk.

+ highyield bonds: capital loss, interest rate risk, counterparty risk and credit risk.

These lists are not exhaustive, and further details are available in the relevant strategies’ regulatory documentation.

IMPORTANT INFORMATION

This is a marketing communication. Please refer to the
prospectus of the funds and to the key information document
before making any finalinvestment decisions. This marketing
communication does not constitute an offer to buy or sell
financial instruments, nor does it represent an investment
recommendation or confirm any kind of transaction, except
where expressly agreed. Although Candriam selects carefully
the data and sources within this document, errors or omissions
cannot be excluded a priori. Candriam cannot be held liable
for any direct or indirect losses as a result of the use of this
document. The intellectual property rights of Candriam must
be respected at all times, contents of this document may not
be reproduced without prior written approval.

Candriam consistently recommends investors to consult via
our website https://wvvw.ccmdriom.com the key information
document, prospectus, and all other relevant information prior
to investing in one of our funds, including the net asset value
(“NAV) of the funds. Investor rights and complaints procedure
are accessible on Candriam’s dedicated regulatory webpages
https://www.candriam.com/en/professional/legal-information/
regulotory—informotion/. This information is available either in
English orinlocallanguages for each country where the fund’s
is authorized for marketing.

According to the applicable laws and regulations, Candriam
may decide to terminate the arrangements made for the
marketing of a relevant fund at any time.

Information on sustainability-related aspects: the information
on sustainability-related aspects contained in  this
communication are available on Candriam webpage https://
www.candriam.com/en/professional/sfdr/. The decision to
invest in the promoted product should take into account all

the characteristics or objectives of the promoted product as
described in its prospectus, or in the information documents
which are to be disclosed to investors in accordance with the
applicable law.

Notice to investors in Switzerland: The information provided
herein does not constitute an offer of financial instruments in
Switzerland pursuant to the Swiss Financial Services Act ("FinSA)
and its implementing ordinance. This is solely an advertisement
pursuant to FinSA and its implementing ordinance for financial
instruments.

Swiss representative: CACEIS (Switzerland) SA, Route de Signy
35, CH-1260 Nyon. The legal documents as well as the latest
annual and semi-annual financial reports, if any, of the
investment funds may be obtained free of charge from the
Swiss representative.

Swiss paying agent: CACEIS Bank, Montrouge, succursale de
Nyon/Suisse, Route de Signy, 35, CH-1260 Nyon.

Place of performance: Route de Signy 35, CH-1260 Nyon.
Place of jurisdiction: Route de Signy 35, CH-1260 Nyon.

Candriam Switzerland Sarl, by providing support marketing
services in respect to the products managed by Candriam
and/or other 3rd party manager's products, is not acting as
investment adviser to prospective investors in any Fund/s
managed, advised or sponsored by Candriam. For promoting
and offering the Fund/s included in this document, as well as
for providing other services to Candriam, Candriam Switzerland
Sarl will receive cash compensation in the form of a lump sum
fee (the “Fees”) whichis expressed as a margin on the full costs
borne by Candriam Switzerland Sarl. Candriam Switzerland
Sarl will receive such cash compensation irrespective of
whether its promotion and offering activities lead to any actual
subscriptions in the Fund/s.


https://www.candriam.com/en-lu/professional/investment-solutions/our-expertise/bonds/credit/
https://www.candriam.com/en-lu/professional/investment-solutions/thematic/tame-risk-credit/

Specific information for investors in France: The appointed
correspondentin France is CACEIS Bank, 89-91rue Galbriel Péri,
F-92120 Montrouge, France. The prospectus, the key investor
information, the articles of association or as applicable the
management rules as well as the annual and semi-annual
reports, eachin paper form, are made available free of charge
at the correspondent in France.

Specific information for investors in Spain: Candriam Sucursal
en Espana has its registered office at C/ Pedro Teixeira, 8, EIf.
lberia Mart |, planta 4, 28020 Madrid and is registered with the
Comisién Nacional del Mercado de Valores (CNMV) as an
European Economic Area management company with a
branch.

Specific information for investors in Austria: The appointed
Contact and Information Agent in Austria in accordance with
the provisions of art. 92 of the EU Directive 2019/1160 is Erste Bank
der oesterreichischen Sparkassen AG, Am Belvedere 1, 1100
Vienna, Austria. The prospectus, the Key Information Documents
(KIDs) relating to the portfolios of the Fund, the Articles/
Management Rules, the audited annual accounts, the semi-
annual accounts as well as the issuance and redemption
prices are available in Austria free of charge (in the German
language) at the Austrian Contact and Information Agent.

Specific information for investors in United Kingdom: The Fund/s
(Luxembourg investment company with variable capital -
SICAV) mentioned in this document, is/are domiciled in the
Grand Duchy of Luxembourg and is/are authorised by the
Luxembourg Commission de Surveillance du Secteur Financier
(*CSSF”). The Fund/s is/are recognised in the United Kingdom
under the Overseas Funds Regime but is/are not a UK-authorised
fund/s and therefore is/are considered to be a recognised
collective investment scheme for the purposes of section 271A
of the Financial Services and Markets Act 2000 of the United
Kingdom ("FSMA"). The distribution of this document and the
offering of shares in the United Kingdom may be restricted.
Persons into whose possession this document comes are
required by Candriom to inform themselves about and to
observe any such restrictions. This document does not
constitute an offer or solicitation to any person to whom it is
unlawful to make such offer or solicitation. The Fund/s
mentioned in this document are not subject to the UK
sustainability disclosure and labelling regime. Further
information on the regime for retail consumer: https://www.
fca.org.uk/firms/climate-change-and-sustainable-finance/
sustainability-disclosure-and-labelling-regime.

CANDRIAM. INVESTING FOR TOMORROW."
WWW.CANDRIAM.COM

UK investors should be aware that if they invest in the Fund/s,
they will not be able to refer a complaint against Candriam
(as Fund/s’Management Company), the Fund/s or its depositary
to the UK’s Financial Ombudsman Service and that any claims
for losses relating to Candriam or depositary of the Fund/s are
unlikely to be covered by the Financial Services Compensation
Scheme. UKinvestors should consider seeking financial advice
before deciding to invest and should refer to the prospectus
of the Fund/s for more information.

Specific information for investors in Guernsey: This document
is only being, and may only be, made available in or from within
the Bailiwick of Guernsey and the Fund that is the referred to
in this document is only being, and may only be, made in or
from within the Bailiwick of Guernsey:

(i) by persons licensed to do so under the Protection of Investors
(Bailiwick of Guernsey) Law, 2020 (as amended) (the POI Law);
or

(i) to persons licensed under the POI Law, the Bankin
Supervision (Bailiwick of Guernsey) Law, 2020 (as amended),
the Regulation of Fiduciaries, Administration Businesses and
Company Directors, etc. (Bailiwick of Guernsey) Law, 2020 (as
omended), the Insurance Managers and Insurance
Intermediaries (Bailiwick of Guernsey) Law, 2002 (as amended)
or the Insurance Business (Bailiwick of Guernsey) Law, 2002, as
amended.

The Fund referred to in this document and this document are
not available in or from within the Bailiwick of Guernsey other
than in accordance with the above paragraphs (i) and (i) and
must not be relied upon by any person unless made or received
in accordance with such paragraphs.

Neither this document nor any Fund offered pursuant to this
document have been reviewed or approved by the Guernsey
Financial Services Commission nor has it been delivered to
the Guernsey

The Fund has not been approved for distribution or “marketing”
or "promotion”in the Bailiwick of Guernsey and interests in the
Fund cannot be distributed, offered or sold in

the Bailiwick of Guernsey without the permission of the relevant
authorities, and in compliance with all relevant laws.

Specific information for investors in Jersey: This document does
not constitute an offer for subscription, sale or exchange of
interests in the Fund and accordingly no offer capable of
acceptance is made by this document.
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