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Current bond market conditions offer investors
a chance to reassess the strategic role of
investment grade fixed income in their portfolios.

A broad repricing would result in higher yields
and income that potentially provide more cushion
against additional rate increases.

While short-term cash provides liquidity,
high-quality duration may generate positive
price returns during a conventional slowdown,
offsetting weaknesses elsewhere in a portfolio.
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Since interest rates began rising at the beginning of 2022, investors in intermediate
duration fixed income securities have earned meager returns compared to returns
during the prior decade, when interest rates were falling. The five-year return through
the end of July 2026 for the Bloomberg (BBG) Intermediate U.S. Government/Credit Bond
Index was 98 basis points (bps). For municipal bonds, the Bloomberg Managed Money
Short/Intermediate (1-10) Index five-year return was 60bps for the same period.

The low returns combined with the recent rise in Treasury yields have led many

to question the value of investing in longer duration bonds. Investors can’t ignore

the painful experience of 2022, but annual returns since that time look much more
reasonable (See Figure 1) and, while cash may have been the right place to “hide” a few
years ago, it may not be the best place to compound wealth going forward.

FIGURE 1: RETURNS HAVE IMPROVED SINCE 2022

BBG Intermediate BBG Managed Money
U.S. Gov/Credit 1-Year Return Short/Intermediate 1-Year Return
12/31/2025 6.97 5.24
12/31/2024 3.00 -0.17
12/29/2023 5.24 4.48
12/30/2022 -8.23 -5.43

Source: Bloomberg, as of August 31, 2026.

Today’s yields are at multi-year highs, and in our view, the yield curve now compensates
investors for extending duration. By gradually extending into high-quality intermediate
bonds, investors can potentially lock in income, reduce reinvestment risk, and regain
the potential for capital appreciation if growth or inflation eventually slows.

Starting Yield is Dramatically Better than it was Five Years Ago

At the beginning of 2022, the Bloomberg Intermediate US Government Credit and
Bloomberg Managed Money Short/Intermediate indices yielded 1.3 percent and 0.71
percent respectively. Fast forward to August 31, 2026, and those index yields are now
4.70 percent and 3.03 percent.

For future returns, starting yield matters a lot. An intermediate bond portfolio yielding
approximately 4.5 percent offers a starting yield that is considered a reasonable
predictor of its multi-year return, assuming limited credit losses and that the investor
holds through normal volatility. The investor is no longer dependent primarily on price
appreciation to earn an acceptable return (See Figure 2).
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FIGURE 2: CURRENT YIELDS & 5-YEAR SUBSEQUENT RETURNS - BLOOMBERG U.S. AGGREGATE
BOND INDEX
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Source: BBG U.S. Aggregate Bond Index, as of September 15, 2026.
The charts illustrate the lag time between the yields at the time of purchase and subsequent realized returns.
Past performance is not indicative of future returns.

Cash’s Advantage May be Near its Peak

Money market investment returns feel safe because prices are more stable. Money
market yields, however, reset continuously. If inflation moderates, growth slows, or
unemployment rises, the Federal Reserve (Fed) can reduce short-term rates quickly.
Investors holding cash might be forced to reinvest at lower yields, often after
intermediate and longer bond prices have already appreciated.

The decision is therefore not: “Would I rather earn 4 percent in cash or accept
bond volatility?”

Itis: “Would I rather accept today’s cash yield for an unknown period, or try to lock
in roughly 4.5 percent to 5 percent for several years and gain potential upside if rates
decline?”

Deficits are a Real Risk, but Much of that Risk is in the Price

Recent news coverage suggests that rising yields relate to unsustainable U.S. federal
deficits. There is merit in this argument, but it is likely only a partial explanation for
rising interest rates. The Federal Reserve Bank of New York’s measure of the 10-year
term premium shows it moving sideways over the last year, which puts it below the term
premium! of 10-year government bonds for Germany and Japan. This suggests higher
rates are as much explained by monetary policy as fiscal concerns. The bond market

is simply adjusting to the reality that the Fed is considering hiking interest rates, as
opposed to the three cuts expected at the beginning of the year.

In addition, today’s deficits are not new information. The long end of the Treasury curve,
with 20- and 30-year yields above 5 percent, already reflects a substantial fiscal and
term premium. The relevant question now is whether yields adequately compensate for

1. The Federal Reserve Bank of New York Treasury Term Premia estimates the extra compensation investors require for holding long-term
bonds instead of rolling over short-term bills.



https://www.google.com/goto?url=CAESfAHrOzAVipN5eRa0Fz4vJ7liSNbAFuznemLVJVYDfnPLsjCWQV9ethegZgdq9naDeglTS9YVL_Qz_BYHXcpdn2xbAQyTk-h82wF6gl2MbbWvgqVJbYgl5cjfApmqj3_ehreBw2tZ0mRhEY8MeJheB9xsU5CyEbhRiVHZBM8
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that risk.

Lastly, the relationship between deficits and long-term bond yields is poorly correlated.
Long-term yields are also highly influenced by inflation, nominal growth, Fed policy,
global demand for safe assets, bank and pension demand, and the business cycle.

Notably, the Congressional Budget Office (CBO) projects federal debt will rise to

175 percent of US GDP by 2056. It also assumes the 10-year Treasury rate remains around
4.3 percent to 4.4 percent over that time frame.? So, the economy’s foremost federal
debt-prognosticator seems to suggest a fast-growing debt ratio with a largely constant
long-term bond yield. It’s a potential acknowledgment that monetary policy has a very
strong influence over long-term yields.

Bonds are a Diversification Hedge

Cash provides liquidity but cannot offer capital appreciation when growth deteriorates
or risk assets sell off. By contrast, high-quality duration can potentially generate
positive price returns during a conventional slowdown, offsetting weakness elsewhere
in a portfolio.

The potential diversification benefit of fixed income is especially valuable when
equities are richly valued, which often corresponds with when credit spreads are tight.
An investor does not need to predict the next recession or equity market reversal. The
investor is purchasing an asset that pays income, while also providing exposure to
downside economic scenarios that may offer potential for positive returns as interest
rates fall.

The Potential Benefits of Measured Duration Extensions

For investors seeking a measured duration extension in the current environment, the
intermediate portion of the curve offers increased yields while avoiding a commitment
to a 20- or 30-year outlook. The intermediate segment of the curve offers:

* A meaningful current yield advantage over cash: Per Bloomberg, at September 15,
2026, yields on Treasury bills maturing in less than 1 year were below 4 percent, while
Treasury bonds maturing in 2, 5, 7, and 10 years offered yields of 4.17, 4.64, 4.81, and
4.98 percent, respectively.

e Less fiscal and term-premium sensitivity than the 30-year segment of the curve.
« Duration that may allow appreciation if rates decline.

* A manageable income cushion if rates rise moderately.

2. As of February 2, 2026.
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DISCLAIMERS: This material provides general information and should not be construed as a solicitation or offer of services or products or as legal, tax or
investment advice. Nothing contained herein should be considered a guide to security selection, asset allocation or portfolio construction.

Allinformation and opinions are current as of the dates indicated and are subject to change. Breckinridge believes the data provided by unaffiliated third parties
to be reliable but investors should conduct their own independent verification prior to use. Some economic and market conditions contained herein have been
obtained from published sources and/or prepared by third parties, and in certain cases have not been updated through the date hereof.

There is no assurance that any estimate, target, projection or forward-looking statement (collectively, “estimates”) included in this material will be accurate or
prove to be profitable; actual results may differ substantially. Breckinridge estimates are based on Breckinridge's research, analysis and assumptions. Other
events that were not considered in formulating such projections could occur and may significantly affect the outcome, returns or performance.

Index results are shown for illustrative purposes and do not represent the performance of any specific investment. Indices are unmanaged and investors cannot
directly invest in them. They do not reflect any management, custody, transaction or other expenses, and generally assume reinvestment of dividends, income
and capital gains. Performance of indices may be more or less volatile than any investment strategy.

Equity investments are volatile and can decline significantly in response to investor reception of the issuer, market, economic, industry, political, regulatory or
other conditions.

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg does not approve or endorse
this material or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained
therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith.

The S&P500 Index (“Index”) and associated data is a product of S&P Dow Jones Indices LLC, its affiliates and/or their licensors and has been licensed for use
by Breckinridge. © 2026 S&P Dow Jones Indices LLC, its affiliates and/or their licensors. All rights reserved. Redistribution or reproduction in whole or in part are
prohibited without written permission of S&P Dow Jones Indices LLC. For more information on any of S&P Dow Jones Indices LLC's indices please visit www.spdii.
com. S&P? is a registered trademark of Standard & Poor’s Financial Services LLC (“SPFS”) and Dow Jones® is a registered trademark of Dow Jones Trademark
Holdings LLC (“Dow Jones"). Neither S&P Dow Jones Indices LLC, SPFS, Dow Jones, their affiliates nor their licensors (“S&P DJI") make any representation or
warranty, express or implied, as to the ability of any index to accurately represent the asset class or market sector that it purports to represent and S&P DJI shalll
have no liability for any errors, omissions, or interruptions of any index or the data included therein.

Diversification cannot assure a profit or protect against loss. Investments in fixed income securities involve risks.

Dividend payments are not guaranteed. Investors cannot invest directly in an index.

The indices selected to represent the equity markets are generally viewed as reasonable measures of their respective asset class's performance. Results may
differ if other indices were used in the same analysis.




