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» The US Aggregate Bond Index returned -0.15% in December, marking only the third monthly decline of the year. Yields fell at the front end
of the curve while rising further out and credit spreads tightened modestly. Despite the late-year pullback, the Index finished 2025 with a

strong 7.30% gain.

» The Federal Reserve (Fed) delivered a widely anticipated but hawkish 25 basis point (bps) rate cut, signaling a higher bar for additional
easing. In its updated Summary of Economic Projections, it raised its outlook for economic growth while modestly lowering its inflation

expectations.

»  Market conditions remained constructive. Interest rate volatility declined to its lowest level since October 2021 and equities posted their
third consecutive year of elevated returns, providing a supportive backdrop for risk assets.

TAXABLE BOND MARKET UPDATE & OUTLOOK
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The fixed income market gave back some ground in December but
delivered a solid performance for 2025 as a whole. Bonds returned
7.30% for the year, their best annual gain since 2020. Expectations for
Fed easing, strong corporate fundamentals, and attractive all-in yields
supported steady investor demand throughout the year.

Core Personal Consumption Expenditure (PCE) inflation averaged 2.8%
over the past year, remaining above the Fed's 2% goal. However,
policymakers continue to forecast further disinflation. Market-based
measures reflected similar optimism, with both 2- and 5-year breakeven
inflation rates declining over the month and the year.

Treasury yields declined at the front end of the curve but longer maturities
rose, resulting in a bear steepening. The 2-year/10-year segment reached
its steepest level since early 2022. While the short end continued to track
Fed policy lower, higher long-term yields reflected a rising term premium
amid a resilient economy that may ultimately require higher rates to
compensate investors.

Investment-grade (IG) corporate bonds outperformed duration-matched
Treasuries, as spreads tightened by 3 bps. On an absolute basis,
however, corporates lagged due to their longer duration profile. Total
2025 issuance reached $1.6 trillion, second only to 2020's banner year
of $1.75 trillion. Dealers expect another robust year of supply, potentially
approaching prior highs.
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High-yield (HY) bonds outperformed the broader IG market and posted
their eighth consecutive month of gains. Spreads tightened over the year,
supported by low default rates and solid net inflows. New issuance
totaled $328 billion in 2025, the highest level since 2021 and the
fourth-busiest year on record.

The securitized sector finished the year on a strong note, outperforming
duration-matched Treasuries. Gains were led by agency mortgage-
backed securities (MBS) where low seasonal supply was met with strong
demand. The Fed pausing its tightening of financial conditions through
quantitative measures and interest rate volatility declining sharply were
also positives. The outlook for the securitized sector remains constructive,
with many of the technical drivers of performance expected to persist into
the new year.

Despite robust issuance in December, which capped a record year for
the primary market, asset-backed securities (ABS) outperformed, as
spreads tightened across subsectors.

The preferreds market outperformed for the month, benefiting from
spread tightening. Fundamentals for the banking sector remain strong
while the potential for deregulation and reduced net new issuance should
continue to support the asset class.
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SECTOR ALLOCATION GW&K STRATEGY POSITIONING

Our duration stance remains neutral. Recent Fed communications have emphasized policy flexibility and suggest
that additional rate cuts are less certain and highly data dependent. Market pricing reflects this language and
DURATION & YIELD CURVE we believe the tension between a potentially cooling labor market, inflation being still above target, and solid

economic growth will persist in the near term.

TREASURIES We favor spread product over Treasuries in what remains an attractive carry environment.

We are overweight taxable municipal bonds, supported by strong fundamentals and the relatively recession-
GOVERNMENT RELATED resistant characteristics of the asset class.

Tactically, we remain overweight corporates. While valuations and macro risks warrant some caution, the credit
CORPORATE BONDS story remains compelling for carry-focused investors. Overall, corporate fundamentals are solid, earnings remain

supportive, and technicals are favorable amid attractive all-in yields.

Agency MBS and ABS continue to be core components of our portfolio allocation. The securitized sector is
SECURITIZED supported by strong collateral performance. Although spreads have tightened, the sector still offers attractive
relative value and favorable risk-adjusted return potential in the current environment.
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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 no guarantee 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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