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Why we believe an active, flexible approach to fixed income may
provide attractive income and improve resilience in portfolios.
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EXEGUTIVE SUMMARY

- The biggest risks are being underpriced. Geopolitical tensions, isolationist
trade policy, and fiscal divergence are visible, well-understood risks that
markets continue to systematically underestimate.

« Major asset classes are priced for perfection. Based on credit spreads
and S&P 500 valuations, both equities and bonds are priced for a positive
outcome. This leaves little room for error.

+ The 60/40 portfolio is structurally flawed. The negative correlation between
equities and bonds has broken down, undermining the case for government
bond duration as a hedge.

- Alinfrastructure is reshaping fixed income markets. Hyperscalers are
expected to issue up to $5 trillion in debt between 2025 and 2030, creating
potential opportunity and risk.

- Yields provide a genuine buffer. For those worried about capital protection,
we calculate that global investment grade yields could rise by up to 0.80%
before total returns would become negative.

- Shorten duration and go global. We believe high interest rate sensitivity
is a liability in a world of sticky inflation and elevated government debt.
Reducing duration and diversifying globally across sectors may be the first
line of defence.

+ Flexibility is a return driver, not just a risk tool. Fixed income asset class
leadership rotates year to year. An active, dynamic allocation has the
potential to capitalise on these rotations in ways that a static asset class
exposure cannot.

- Keep it short, broaden exposures, stay nimble. We believe the appropriate
response to today’s environment is to shorten duration, widen geographic
and sector reach, and maintain the flexibility to act decisively when
markets fail to price risks.

Flexibility is a return

driver, not just a
risk tool.”
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LOOKING BEYOND HEADLINE
YIELDS IS CRITIGAL

Yield has returned to fixed income — making the asset class a credible source
of returns. However, beneath the surface, tighter credit spreads and building

macroeconomic pressures mean buy-and-hold may no longer be the optimal

strategy to maximise returns.

We expect moderate growth over the next 12 months with limited recession risk
and stabilising labour markets supporting the case for credit markets. However,
the range of plausible outcomes is widening faster than standard risk models
can keep pace with (see Figure 1).

In our view, the main risk facing investors today is not unexpected shocks,

but markets mispricing the expected ones. The risk of geopolitical tensions,
increasingly isolationist trade policies along with fiscal and central bank
divergence are, in our view, underestimated. These risks are hard to model and
easy to overlook when near-term economic data still seem supportive.

Figure 1: Beyond the base case: Why the tails now matter more

Your chance of having
abnormal outcomes is higher
than you think

Standard deviations

For illustrative purposes only.
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We believe there are four fundamental shifts redefining the way fixed income
markets behave.

1 Beta is expensive in major markets
| |

With credit spreads tightening to historic ranges (see Figure 2), certain
bond markets look expensive. At the same time, the S&P 500 is trading
at 20-year price to earnings (P/E) highs. Both major risk asset classes
are priced for a positive economic outcome, posing challenges to
returns from broad market exposure alone.

Figure 2: Investment grade (IG) credit spreads
(BP) and percentiles
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Insight and Bloomberg as at 30 June 2026. Data is based on Bloomberg Global Aggregate
Corporate index (GOBC). For illustrative purposes only.
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z Long-maturity bonds may remain under pressure ii

| |
Governments in developed markets are facing significant debt issues.
The US deficit is around 5.8% of GDP'. Japan, the most indebted Central bank policy
major economy, has seen the sharpest rise in government bond yields divergence is

globally?, as markets focus on the sustainability of its long-dated debt. . .
In the UK, Gilt yields remain sensitive to any deterioration in the fiscal Changlng the relative

and political outlook. Meanwhile, central bank policy divergence is attractiveness of sovereign
changing the relative attractiveness of sovereign bonds across markets. bonds across markets.”

Figure 3:US federal debt held by the public
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Source: Congressional Budget Office and Insight as at 31 December 2025.
For illustrative purposes only.

1. Source: Congressional Budget Office. The Budget and Economic Outlook: 2026 to 2036. February 2026.
2. Source: Bloomberg.com. Japan Yields Rise to Record Highs on Global Inflation Fears. 15 May 2026.
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3 Static allocations may have become a liability
|

The investment regime has changed but many asset allocation
frameworks have not. The negative correlation between equities and
bonds that defined the 60/40 portfolio for two decades has broken
down (see Figure 4). Recent history demonstrated that inflation shocks
can cause equities and bonds to fall together. In this environment, we
question whether government bond duration can provide portfolio
protection — and whether governance structures built around quarterly
investment committees can respond quickly enough.

Figure 4: Asset allocation is becoming more nuanced
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Source: Insight and Bloomberg as of 1 May 2026. For illustrative purposes only.

Recent history demonstrated that inflation shocks
can cause equities and bonds to fall together.”
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4 Al infrastructure build out is reshaping credit markets
]

Artificial intelligence (Al) hyperscalers are increasingly turning to bond
markets to help fund vast amounts of infrastructure spending (see
Figure 5). This spending could reach about $5 trillion between 2025 and
2030°. Meta and SpaceX* both issued $25bn in investment grade bonds
and Morgan Stanley expects global Al-related debt issuance to reach
nearly $570bn in 2026°.

Figure 5: Bond issuance by big Al tech companies
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Technology “hyperscalers” are now 3.7% of US IG market
and 1.2% of European corporate market

Source: Bloomberg and Barclays as at 30 June 2026.

This offers the potential for a yield pick-up, but heavy issuance may keep
pressure on credit spreads in the tech sector over the medium term. One way
to avoid this may be through high yield markets. This area of fixed income is
less exposed to the Al theme and may offer useful diversification against Al-
related disruption.

3. Source: Insight, Bloomberg, Cognitive Credit and Morgan Stanley, as at 30 November 2025.

4. Source: FT. SpaceX pitches investors juicy yields in $25bn bond deal. 23 June 2026.

5. Source: Reuters. Global Al debt issuance to top $500 billion in 2026, Morgan Stanley says. 10 June 2026.

References to specific securities are for illustrative purposes only, and are not intended as recommendations to purchase or sell securities.
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YIELDS GAN PROVIDE
ADEFENSIVE BUFFER

For those investors worried about capital preservation, current yield levels
may provide a meaningful cushion in a scenario where yields rise, reducing
the risk of absolute losses. As Table 1 shows, our modelling suggests global
investment grade yields could rise 0.80% over the next year before the
total return falls to zero. This so-called ‘breakeven yield increase’ is 1.20%
for sterling investment grade corporate bonds, 2.30% for global high yield
corporate bonds and 3.10% for sterling high yield corporate bonds.

Table 1:Yield buffer by asset class

Simulated Simulated

Duration e fco return if return if Breai:ﬁ;/en
(years) yields fall yieldsrise . M
1.0% 1.0% Increase
f::gg:;fe1 5.8years  470%  10.50%  -110% 0.80%
f;‘:;g’:agtf 48years  5.50% 10.30% 0.70% 1.20%
S;‘r’ss:a"iz 31years  710% 10.20% 4.00% 2.30%
f:‘::")’r‘gt:\( 28years  8.60%  11.40%  5.80% 3.10%

Source Bloomberg and Insight as at 30 June 2026 — assuming all else equal. Model results have
certain inherent limitations. Unlike an actual performance record, model results do not represent
actual trading/returns and may not reflect the impact that material economic/market factors might
have. Clients’ actual results may be materially different than the model results presented. ' Global
yield has been hedged into GBP using short-term interest rate differentials. ICE Bank of America
indices (Global IG corporate = ICE BofA Global Corporate Index (GOBC), Sterling IG corporate =

ICE BofA Sterling Corporate Index (UR00), Global HY corporate = ICE BofA Global High Yield Index
(HWO00), Sterling HY corporate = ICE BofA Sterling High Yield Index (HLOO0)).
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POSITIONING FOR RESILIENGE

We believe fixed income investors should position for these global
macroeconomic and market dynamics in two ways:

1 Reduce structural headwinds
|

In today’s environment, carrying high interest rate sensitivity could hurt
returns if interest rates rise further. Shortening duration is one way to
potentially reduce this risk.

In addition, a global approach to rate positioning allows a portfolio
to own duration where it looks most attractively priced, rather than
holding it uniformly through index exposure. We believe the following
sub asset classes can drive differentiated return streams:

+ Global credit: credit and security selection in global investment grade
across currencies, credit quality and maturities offers the potential to
improve risk-adjusted yield, broaden idea generation and potentially reduce
drawdowns.

- Multi-sector credit: Spanning both global investment grade credit and high
yield, an active manager can seek to deliver high-yield style income return
at an investment-grade average rating, with potentially lower interest rate
duration than a conventional fixed income portfolio.

 Short-dated credit: In the current flat yield curve environment, short-dated
credit aims to capture yield premium while minimising volatility.

+ Absolute return bond: These strategies seek to eliminate market beta by
having no index credit exposure and no interest rate exposure. They aim to
generate positive returns in all market conditions over a set timeframe from
active security selection.

- Strategic bonds: Strategies with the flexibility to invest in the full global
fixed income universe. They actively adjust the portfolio as market
conditions change, aiming for a combination of income and attractive risk-
adjusted returns throughout the market cycle.
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z Act quickly when dislocations appear
|

As Figure 6 shows, asset class leadership in fixed income rotates each
year. For example, in 2022, only asset-backed securities delivered

a positive return;in 2013, global high yield was the best performing
before being the worst in 2014. The ability to dynamically flex asset
allocation can capitalise on these asset class movements, potentially
improving resilience and return potential compared with an inflexible
exposure to a single segment of the fixed income universe.

Figure 6: Return experience varies by fixed income asset class

2026
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Global IG . Global
EM Corporate Corporate EM Sovereign Government Global HY Global ABS

Source: Returns shown represent benchmark indices calculated in USD and may be influenced by currency movements. Indices differ in risk profile,
duration, credit quality and regional exposure and are not directly comparable. Methodology available on request. Source: Insight as of 30 June 2026.
Benchmarks per asset class:‘EM corporate’ — JP Morgan Corporate EMBI Broad Diversified index; ‘Global IG corporate’ — Bloomberg Global Aggregate
Credit Index; ‘EM sovereign’ — JP Morgan EMBI Broad Diversified index; ‘Global government’ — JP Morgan World Government Bond index; ‘Global high yield’
- Bloomberg Global High Yield index; ‘Global ABS’ — Bloomberg US ABS Floating Rate index. Above returns have been calculated in USD.
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WHERE MANAGER SELEGTION
MATTERS MOST

The restoration of meaningful yield levels has changed the role of fixed
income in portfolios. Starting yields now provide the potential for meaningful
compound returns generated from income, a source of returns that was
difficult to achieve in the era of quantitative easing. We also believe that there
is significant scope to generate excess returns in fixed income markets, as
they are structurally less transparent and efficient than equities, which can
create opportunities that skilled active managers can exploit.

But in the current environment, investors should be aware that the range of
possible portfolio outcomes is wider than in the 20 years prior. In this ‘fat-tail’
regime, the chance of abnormal outcomes is higher. And even when the risks
are known, for the most part, they are underpriced by the market.

We believe the appropriate response is to consider approaches that

can mitigate the risks we face, such as shortening duration, broadening
geographic and sector exposure, and keeping enough flexibility to act when
the markets fail to reflect known risks.

CONTRIBUTORS

Adam Whiteley
Head of Global Credit
Insight Investment
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Damien Hill
Senior Portfolio Manager
Insight Investment
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Important information

Index definitions

The S&P 500 is an index designed to track the performance of the largest 500 US companies.

The Bloomberg Global Aggregate Corporate Index is a flagship measure of global investment grade, fixed-rate corporate debt.

The ICE BofA Global Corporate Index tracks the performance of investment-grade, publicly issued corporate debt across major domestic and
Eurobond markets.

The ICE BofA Sterling Corporate Index tracks the performance of GBP-denominated, investment-grade corporate debt publicly issued in the
Eurobond or UK domestic markets.

The ICE BofA Global High Yield Index tracks the performance of below-investment-grade, publicly issued corporate debt across major domestic
and Eurobond markets.

The ICE BofA Sterling High Yield Index tracks the performance of GBP-denominated, below-investment-grade corporate debt publicly issued in
the Eurobond or UK domestic markets.

The JP Morgan Corporate EMBI Broad Diversified Index is a global, US dollar-denominated benchmark tracking debt instruments issued by
corporations in emerging market countries.

The Bloomberg Global Aggregate Credit Index is a broad-based measure of global investment-grade, fixed-rate corporate and
government-related debt.

The JP Morgan World Government Bond Index tracks local-currency, fixed-rate government bonds issued by developed and select global economies.
The Bloomberg Global High Yield Index is a broad-based measure of the global high yield market.

The Bloomberg US ABS Floating Rate Index tracks investment-grade, US dollar-denominated, floating-rate asset-backed securities tied to consumer
and utility credit.

FOR INSTITUTIONAL, PROFESSIONAL, QUALIFIED INVESTORS AND QUALIFIED CLIENTS ONLY.

BNY Investments is the brand name for the investment management business of BNY and its investment firm affiliates worldwide. BNY is the
corporate brand of The Bank of New York Mellon Corporation and may be used to reference the corporation as a whole or its various subsidiaries
generally.

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: sUnited 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. Borgesde 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.

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.

NOT FDIC INSURED | NO BANK GUARANTEE | MAY LOSE VALUE |
©2026 THE BANK OF NEW YORK MELLON CORPORATION
MARK-987063-2026-08-14

GU-927 -- 31 August 2027. T13957 08/26



