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Al, DATA CENTERS, AND FIXED INCOME:

WHERE BOND INVESTORS ARE FINDING OPPORTUNITY

The rapid growth of artificial intelligence is driving unprecedented investment in the
digital infrastructure that powers it. From cloud computing platforms and advanced
semiconductors to massive data centers, companies are investing billions of dollars to
support the next generation of Al applications.

This investment cycle has raised a key question for bond investors: How will these
projects be financed, and what impact could increased borrowing have on corporate
balance sheets and financial markets?

The Al Ecosystem Extends Beyond Big Tech

When investors think about Al, they often focus on the largest technology companies.
However, the opportunity set for fixed income investors is much broader.

Companies impacted by Al-related growth include:

¢ Software and cloud infrastructure providers

¢ Semiconductor and networking equipment manufacturers

* Data center operators

¢ Managed infrastructure and IT services firms
Many of these companies maintain investment-grade credit ratings and generate
substantial cash flow, providing financial flexibility as they invest in future growth.

Importantly, the Al ecosystem includes businesses with varying levels of direct exposure
to capital spending. Some companies are funding large-scale infrastructure buildouts,
while others benefit from increased Al adoption without requiring significant incremental
investment themselves.

How Are Data Center Expansions Being Financed?

The scale of planned investment in Al infrastructure has led investors to closely monitor
corporate financing activity.
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KEY POINTS

e Al is driving substantial investment in

the infrastructure that powers cloud
computing, data centers, and digital
networks.

Companies are funding these
investments through a diversified mix of
cash flow, equity, and debt financing.

Corporate bond markets have largely
absorbed increased issuance, supported
by healthy investor demand and liquidity.

For fixed income investors, strong
balance sheets, durable cash flows, and
disciplined credit analysis remain the key
to evaluating Al-related opportunities.
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To fund growth, companies have utilized a combination of:

* Existing cash balances
* QOperating cash flow
» Public bond issuance
* Equity issuance
* Asset-backed and commercial mortgage-backed securities
« Private credit financing
Financing activity has also been diversified across global markets, with issuers accessing

investors in multiple currencies and regions rather than relying solely on the US corporate bond
market.

This variety of funding sources has helped companies maintain financial flexibility while pursuing
ambitious infrastructure plans.

Strong Demand Has Supported Credit Markets

Despite elevated issuance volumes across investment-grade and high-yield markets, demand for
corporate credit has remained resilient.

While fixed income markets have experienced periods of volatility this year, much of the
movement has occurred in US Treasury yields as investors have responded to changing
expectations for economic growth, inflation, Federal Reserve policy, geopolitical developments,
and fiscal concerns.

Corporate credit markets have generally remained well supported. Credit spreads — the
additional yield investors receive for taking corporate credit risk — have traded within relatively
tight ranges, reflecting continued demand and healthy market liquidity.

The market’s ability to absorb significant new issuance suggests investors remain comfortable
with both the financing needs and long-term growth prospects associated with Al-related
infrastructure investment.

What Bond Investors Should Watch

As Al adoption continues to expand, investors will be closely monitoring whether revenue
growth ultimately keeps pace with the substantial capital being deployed across the industry.

For fixed income investors, the most important considerations remain familiar:

* Balance sheet strength
¢ Cash flow generation
* Financial flexibility

* Management’s commitment to maintaining credit quality

Despite elevated issuance
volumes across investment-
grade and high-yield markets,
demand for corporate credit
has remained resilient.
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While Al is creating new opportunities across the credit markets, disciplined credit analysis
remains essential. Companies that can successfully convert infrastructure investments into
durable cash flow growth are likely to be best positioned to support both their strategic
ambitions and their debt obligations over time.

As the Al investment cycle evolves, we believe the fixed income market will continue to play an
important role in financing this transformation while offering investors exposure to a broad
ecosystem of companies supporting the next generation of digital infrastructure.
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PICKS AND SHOVELS FOR THE Al ERA

GW&K has been managing taxable bond portfolios for clients for more than three decades. We
aim to take advantage of the relative valuation among distinct bond sectors and the increased
opportunities to generate income and capital appreciation in changing market environments.

Our selective and opportunistic long-term investing style seeks to capture attractive risk-adjusted
returns over time.

Learn more about our firm and fixed income capabilities at gwkinvest.com.

DISCLOSURES:

This represents the views and opinions of GW&K Investment Management and does not constitute investment advice, nor should it be considered predictive of any future market
performance. Data is from what we believe to be reliable sources, but it cannot be guaranteed. Opinions expressed are subject to change. Past performance is not indicative of
future results.

Indexes are not subject to fees and expenses typically associated with managed accounts or investment funds. Investments cannot be made directly in an index. Index data has
been obtained from third-party data providers that GW&K believes to be reliable, but GW&K does not guarantee its accuracy, completeness or timeliness. Third-party data providers
make no warranties or representations relating to the accuracy, completeness or timeliness of the data they provide and are not liable for any damages relating to this data. The
third-party data may not be further redistributed or used without the relevant third-party’s consent. Sources for index data include: Bloomberg, FactSet, ICE, FTSE Russell, MSCI
and Standard & Poor’s.
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