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Artificial Intelligence (Al) is reshaping markets. While
optimism around Al’s potential continues to grow, many
investors remain cautious about the disruptions it may
bring to the investment universe. In this environment,
high yield bonds could play a key role, as they can
perhaps surprisingly, often be a more defensive option
in uncertain times, while also offering exposure to
companies that could benefit from Al-related growth.

High Yield Has Relatively Low Direct Exposure to Al

Relative to equity benchmarks, fixed income indices have limited representation
from cloud, semiconductor, and Al infrastructure issuers.

In investment grade markets, they comprise just ~5% and are highly
concentrated in AAA and AA- rated hyperscaler issuers. In high yield, exposure
is even less at ~1% while businesses that are increasingly pivoting toward
Al-related products and services comprise only another ~2.5%.

These concentrations are dwarfed by comparable exposures to equity markets.

High Yield Markets Have Lower Direct Exposure to Al Than Investment
Grade and Equities

m Al Focused

S&P 500 m Al Related

Investment grade

High yield

0 10 20 30 40 50

Al Index Concentration (%)

Sources: Bloomberg, Barclays Research, Morgan Stanley, Insight calculations, as of February 2026. All
year-to-date returns are calculated from 12/31/25 - 2/24/26. Chart is for illustrative purposes only. Past
performance does not guarantee future results.
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High yield may also be less exposed to Al disruption. Software companies have
returned -14% year-to-date on concerns that Al platforms and agents could
disrupt their business models. High yield software companies have similarly
struggled, widening by over 200 basis points (bps) so far this year.

Software Companies Have Struggled This Year Due to Al Disruption
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Sources: Bloomberg, Barclays Research, Insight, as of February 2026. 0AS=options adjusted spread.
Chartis for illustrative purposes only. Past performance does not guarantee future results.

US High Yield OAS (bp)

These concerns have contributed to U.S. equities underperforming global
equities year-to-date by the largest margin since 2008" (with the tech heavy
Nasdag Composite and Magnificent 7 indices even in negative territory).?
However, U.S. high yield has been stable by comparison, with excess returns in
positive territory, only slightly underperforming its euro high yield counterpart.®

This is largely because the U.S. high yield market has particularly low software
exposure. Private credit is most exposed, with software accounting for the
largest sector concentration of business development companies (BDCs).

High Yield Also Has a Particularly Low Exposure to The Software Sector
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Sources: Bloomberg, PitchBook, Barclays Research, February 2026. Note: IG/HY/LL % of market listed

in par value. S&P 500 in market value terms. BDC exposure denotes Software as percent of portfolio
across BDCs with publicly traded unsecured bonds (average of cohort). Chart is for illustrative purposes
only. Past performance does not guarantee future results.
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Of course, the Al revolution remains at an early stage. It will likely take time
before disruption risks across sectors become clearer, but we are closely
watching sectors like human capital services, consumer intermediation, payroll,
tax, financial processing, online education, legal services, and digital marketing
for potential signs of Al-related vulnerabilities.

Although U.S. high yield would not be immune to worst-case scenarios, the
market currently offers relatively high concentration (versus investment grade)
to what we believe are potentially lower risk sectors like basic industry, energy,
and capital goods.

High Yield May Also Offer Al Opportunities

This is not to say that the high yield market does not offer potentially compelling
Al opportunities of its own.

Al focused high yield issuers have performed particularly well year-to-date, but
still offer a ~120bp pickup over the broader high yield market and ~90bp over
single B debt.*

As with other credit markets, Al issuance has been on the rise, representing
~12% of new high yield supply so far this year. Our systematic models have
flagged potential (overweight and underweight) security selection opportunities.
For example, during February, our models noted CoreWeave, a leading
“neocloud” provider, as a potential value-based overweight candidate. The issuer
notably offers ~10% yields for four to five year debt, a sizable premium over
investment grade “hyperscalers” (such as Microsoft, Amazon, Google and Meta)
which mostly have AAA to AA ratings and tend to offer ~4% yields at comparable
maturities.

Within the software sector, we believe caution is warranted, but our systematic
models indicate some potential overweight opportunities in specific credits that
offer compelling coupon income as compensation for risk.

High Yield Can Help Navigate Al Momentum

The Al revolution will be potentially characterized by substantial opportunity and
disruption. At present, we believe a systematic approach to the high yield market
may be well placed to help investors navigate both.

ABOUT INSIGHT INVESTMENT

Insight Investment is a leading investment manager and fixed income
specialist firm within BNY Investments.
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The mention of a specific security is not a recommendation to buy or sell such security. The specific securities identified are not representative of all the
securities purchased, sold or recommended for advisory clients. It should not be assumed that an investment in the securities identified will be profitable.
Actual holdings will vary for each client and there is no guarantee that a particular client’s account will hold any or all of the securities listed.

Endnotes

1. Bloomberg (S&P 500 Index and MSCI ACWI ex-USA Index), February 25, 2026.

2. Bloomberg, February 24, 2026.

3. Bloomberg (Bloomberg U.S. Corporate High Yield Index and Bloomberg Pan-European High Yield Index).
4. Bloomberg (Bloomberg U.S. Corporate High Yield Index), Insight, February 2026).

Appendix

Maghnificent 7 refers to the following seven stocks: Nvidia, Meta, Tesla, Amazon, Alphabet, Apple, and Microsoft.

Hyperscaler issuers refers to large-scale cloud service providers that operate distributed data center networks that can scale storage, computing and
networking resources to meet global demand.

The S&P 500 Index is designed to track the performance of the largest 500 U.S. companies. The MSCI ACWI ex-USA Index captures large and mid cap
representation across developed markets countries (excluding the U.S.) and emerging markets countries. The Bloomberg U.S. Corporate High Yield Corporate
Index tracks the performance of U.S. dollar-denominated below-investment-grade-rated corporate debt publicly issued in the U.S. domestic market. The
Bloomberg Pan-European High Yield Index measures the market of non-investment grade, fixed-rate corporate bonds denominated in the following currencies:
euro, pounds sterling, Danish krone, Norwegian krone, Swedish krona, and Swiss franc. The Bloomberg Investment Grade Index measures the investment-grade,
U.S. dollar-denominated, fixed rate, taxable corporate and government related bond markets. U.S. Leveraged Loans: The Morningstar LSTA U.S. Leveraged Loan
Index is a market-value weighted index designed to measure the performance of the U.S. leveraged loan market.

“BLOOMBERG” and the Bloomberg indices listed herein (the “Indices”) are service marks of Bloomberg Finance L.P.and its affiliates, including Bloomberg Index
Services Limited (“BISL”), the administrator of the Indices (collectively, “Bloomberg”) and have been licensed for use for certain purposes by the distributor
hereof (the “Licensee”). Bloomberg is not affiliated with Licensee, and Bloomberg does not approve, endorse, review, or recommend the financial products
named herein (the “Products”). Bloomberg does not guarantee the timeliness, accuracy, or completeness of any data or information relating to the Products.

Important Information

Investment advisory services in North America are provided by Insight North America LLC, a registered investment adviser and regulated by the U.S. Securities
and Exchange Commission (SEC). Insight North America LLC is associated with other global investment managers that also (individually and collectively) use the
corporate brand Insight Investment and may be referred to as “Insight” or “Insight Investment.” Insight is a subsidiary of BNY.

Bonds are subject generally to interest-rate, credit, liquidity, call and market risks, to varying degrees. Generally, all other factors being equal, bond prices are
inversely related to interest-rate changes and rate increases can cause price declines. Investment grade is a rating of fixed-income bonds, bills, and notes by
credit rating agencies.

Bond ratings reflect the rating entity’s evaluation of the issuer’s ability to pay interest and repay principal on the bond on a timely basis. Bonds rated BBB/Baa or
higher are considered investment grade, while bonds rated BB/Ba or lower are considered speculative as to the timely payment of interest and principal. Credit
ratings reflect only those assigned by Nationally Recognized Statistical Rating Organizations (NRSRO) that have rated fund holdings. Split-rated bonds, if any,
are reported in the higher rating category.

The information contained herein reflects general views and is provided for informational purposes only. This material is not intended as investment advice nor
is it a recommendation to adopt any investment strategy.

Opinions and views expressed are subject to change without notice.

Past performance is no guarantee of future results.

Issuing entities

This material is only for distribution in those countries and to those recipients listed, subject to the noted conditions and limitations: « United States: by
BNY Mellon Securities Corporation (BNYSC), 240 Greenwich Street, New York, NY 10286. BNYSC, a registered broker-dealer and FINRA member, has entered
into agreements to offer securities in the U.S. on behalf of certain BNY Investments firms. « Europe (excluding Switzerland): BNY Mellon Fund Management
(Luxembourg) S.A., 2-4 Rue EugéneRuppertL-2453 Luxembourg. « UK, Africa and Latin America (ex-Brazil): BNY Mellon Investment Management EMEA Limited,
BNY Mellon Centre, 160 Queen Victoria Street, London EC4V 4LA. Registered in England No. 1118580. Authorised and regulated by the Financial Conduct
Authority. « South Africa: BNY Mellon Investment Management EMEA Limited is an authorised financial services provider. « Switzerland: BNY Mellon Investments
Switzerland GmbH, Béarengasse 29, CH-8001 Ziirich, Switzerland. « Middle East: DIFC branch of The Bank of New York Mellon. Regulated by the Dubai Financial
Services Authority. « South East Asia and South Asia BNY Mellon Investment Management Singapore Pte. Limited Co. Reg. 201230427E. Regulated by the
Monetary Authority of Singapore. « Hong Kong: BNY Mellon Investment Management Hong Kong Limited. Regulated by the Hong Kong Securities and Futures
Commission. « Japan: BNY Mellon Investment Management Japan Limited. BNY Mellon Investment Management Japan Limited is a Financial Instruments
Business Operator with license no 406 (Kinsho) at the Commissioner of Kanto Local Finance Bureau and is a Member of the Investment Trusts Association, Japan
and Japan Investment Advisers Association and Type Il Financial Instruments Firms Association. s Brazil: ARX Investimentos Ltda., Av. Borges de Medeiros,
633, 4th floor, Rio de Janeiro, RJ, Brazil, CEP 22430-041. Authorized and regulated by the Brazilian Securities and Exchange Commission (CVM). « Canada: BNY
Mellon Asset Management Canada Ltd. is registered in all provinces and territories of Canada as a Portfolio Manager and Exempt Market Dealer, and as a
Commodity Trading Manager in Ontario. All issuing entities are subsidiaries of The Bank of New York Mellon Corporation. BNY Investments is the brand name for
the investment management business of BNY and its investment firm affiliates worldwide.

No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission. All information contained
herein is proprietary and is protected under copyright law.
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