In today’s dynamic markets filled with endless investment options,
bonds remain an important consideration when addressing
investors’ core concerns. Over the last decade investors have
enjoyed positive stock market returns while the range of alternative
investment opportunities has grown. However, it’s important to
review the essential role that bonds perform in client investment
portfolios and how they can help address investors’ concerns.

While investors are increasingly concerned with the high equity valuations in US markets, it is difficult to
ignore that the level of absolute yields available in bond markets is at the highest seen before the global
financial crisis, especially at longer maturities. This means bond markets offer a compelling, income-
based return.

If equity markets were to fall sharply, interest rates could decline, and this could also present the
opportunity to generate capital gains from bonds.

With equity leadership concentrated in a few names,
an active fixed income manager will typically build a
highly diversified portfolio of debt issued by many
different companies or governments. This makes
bond portfolios far less reliant on the performance
of any single company. To illustrate this striking
difference in diversification, the Bloomberg Global
Aggregate Bond Index’, a flagship global fixed-
income benchmark, comprises over 31,000
individual bonds. The top 10 holdings represent less
than 1-2% combined. By contrast, the MSCI World
Index? includes around 1,300 constituents, yet the
top 10 account for over 25% of the index weight.
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Source: MSCI World Index Fact Sheet, as at 31 December 2025.

' The Bloomberg Global Aggregate Bond Index is a comprehensive measure of the global
investment-grade fixed-income market, encompassing government, corporate, and
securitized bonds from both developed and emerging markets.

2 The MSCI World Index is a global stock market index that captures large and mid-cap
representation across 23 developed markets. ) BNY | l N VEST M E NTS
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Fixed income markets have historically been far less volatile than equity markets. Periodic coupon
payments deliver reliable income streams, adding a cushion which can smooth overall returns.

Some higher-risk parts of fixed income markets, such as high yield credit, have generated returns
comparable to other growth assets, but have historically experienced shallower drawdowns and faster
recoveries than equities during periods of crisis.

When economic growth and profit durability are in question, bonds offer a different dynamic: they don’t
need evidence of profit growth to return capital and, if a recession prompts central banks to reduce
interest rates, bondholders can benefit from potential capital gains.

Fixed income markets offer investors a broad range of assets with varying prospects for risk and return.
This allows an investor to choose a fund that better fits their risk and return profile.

For example, bonds with a shorter term to maturity are usually less sensitive to interest-rate changes than
longer-dated bonds. This can reduce the potential for volatility.

Some investment approaches may seek absolute returns, which can help to significantly reduce the risk of
experiencing capital losses. One example is strategic bond strategies, which invest across global bond
markets, with the manager adjusting risk exposure based on market conditions.

The yield which bonds offer today provides a significant buffer should rates rise. Unlike in the 2022 crisis, a
very material rise in yields would be needed for bond returns to turn negative. The graphic below sets out
the impact of yield moves on bond returns.
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Source: ICE BofAML Indices, Insight Investment, as at 31 December 2025. Gross of fees.

Looking ahead, we see compelling reasons for investors to consider the role of bonds in a diversified
portfolio given their relative price stability and the predictable income stream they can offer. Bonds can be
particularly attractive for risk-aware investors seeking ways to safeguard their capital from market
volatility and/or looking to protect wealth at or nearing retirement.

Beyond providing regular interest payments — known as coupons - bonds can add to diversification,
helping to reduce overall volatility and smooth returns over time. In periods of economic uncertainty or
recession, high-quality bonds are typically seen as safe havens, offering a means to mitigate risks.

Furthermore, when interest rates are stable or falling, existing bonds with higher yields become especially
appealing, potentially offering the dual benefits of income and capital appreciation. The bond market also
offers flexibility, with options including government, corporate, and inflation-linked bonds which enables
an investor to tailor their portfolio to their risk appetite and financial goals.

While equities and alternative assets remain vital, in uncertain economic times considering an allocation
to bonds can help provide stability, steady income, and diversification, helping investors achieve more
resilient and consistent results.



DISCLAIMER

No investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment.

RISKS

Asset class comparisons such as comparing equities to bonds have limitations because different asset classes may have
characteristics that materially differ from each other. Because of these differences, comparisons should not be relied upon
solely as a measure when evaluating an investment for any particular portfolio. Comparisons are provided for illustrative
purposes only. Although stocks have greater potential for growth than bonds, they also have much higher levels of risk. With
stocks, the prices can rise and fall for a variety of reasons, including factors outside of the company’s control. Bonds may be
considered relatively safer. Because they’re a debt security, they function as an IOU. The company pays interest to the
bondholder, and once the bond matures, the bondholder receives the principal bank. Bonds aren’t completely risk-free; there is
the possibility of the issuer defaulting on its bonds, and if sold prior to maturity the market value may be higher or lower than the
purchase value. But compared to stocks, historically there’s been less volatility.

Bonds are subject 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. High yield bonds
involve increased credit and liquidity risk than higher rated bonds and are considered speculative in terms of the issuer’s ability
to pay interest and repay principal on a timely basis.

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.
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IMPORTANT INFORMATION
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, Barengasse 29,
CH-8001 Zirich, 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. « 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.
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