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Fixed income markets remained volatile in March as rates continued to move
sharply higher. The ongoing recovery that is already unfolding amid wide-scale
vaccinations and reopenings received a further boost from $1.9 trillion of federal
stimulus and the potential for still more. The momentum of the recovery and the
massive scale of stimulus, combined with accommodative monetary policy, further
exacerbated fears of inflation and helped close out the worst quarter for fixed
income assets since 1981.

The Federal Reserve maintained its extremely accommodative policy stance, leaving
its $120 billion of monthly asset purchases intact and continuing to project a late
2023 first-hike liftoff. Despite an upward revision to its GDP estimates for this year
and next, the Committee was steadfast in its commitment to keeping rates low until
inflation reaches a level sustainably above 2%. Chair Powell was similarly dovish

in his public comments, emphasizing the importance of achieving the Fed’s stated
goals before members would even consider a policy change.

In contrast to the “not yet” messaging from the FOMC, the Treasury market
registered confidence in the speed and strength of the recovery. The yield curve
touched its steepest level in several years as the front end remained anchored by the
Fed while intermediate and long rates returned to pre-pandemic levels. The selloff
was the result of both rising real yields, which pushed higher on improving growth
prospects, and elevated inflation break-evens, which sit near decade highs.

Corporate credit excess returns were nearly flat, as strength in underlying
fundamentals and a risk-on rally in equities were met with historic levels of new
issuance. The investment grade primary market had its fourth most active month
ever, lagging only the three months between March and May of 2020 that saw a
post-lockdown, Fed-fueled frenzy. High yield, meanwhile, broke decisively into
record territory, as borrowers rushed to market to refinance existing debt. The
corporate default pipeline also continues to shrink, contributing to net ratings
upgrades across the space.

Mortgages slightly outperformed similar duration Treasuries. Elevated prepayment
speeds and higher rate volatility weighed on spreads, but this was more than offset
by the Fed’s ongoing purchases of 40% of gross supply. The MBS Index continued to
extend amid rising rates, lengthening by more than half a year to its longest duration
since 2019. Contributing to this shift was the recent jump in the rate of a 30-year
fixed, which rose to 3.17% from a low of 2.65% in January.

As economic growth continues to normalize and fiscal and monetary authorities
remain accommodative, the bias in interest rates appears to be higher. The
ongoing vaccination campaign, the potential for more fiscal stimulus, and loose
monetary policy are likely to exert upward pressure on both real rates and inflation
expectations. However, the speed and ultimate extent of any further selloffs will be
limited by the economy’s ability to absorb higher borrowing costs, so the pace of
progress from here may moderate in the months ahead.



U.S. Treasury Market - March 31, 2021

3/31/21 Yield Change (bps) Performance
Maturity Yield MTD QTD YTD MTD QTD YTD
2-year 0.16% +3 +4 +4 -0.05% -0.04% -0.04%
5-year 0.94% +21 +58 +58 -091% -2.46% -2.46%
10-year 1.74% +33 +82 +82 -3.07% -7.02% -7.02%
30-year 2.42% +26 +77 +77 -6.14% -15.84% -15.84%

Source: Bloomberg, FactSet
Performance represents total returns of the Bloomberg Barclays U.S. Treasury Bellwethers Index for the maturites shown

INDEX CHARACTERISTICS AND PERFORMANCE

March 31, 2021 CHARACTERISTICS PERFORMANCE
Yield to OAD OAS

Index Worst  (Years)  (bps) MTD QrD YTD
Bloomberg Barclays U.S. Aggregate Bond 1.61% 6.40 31 -1.25% 3.37%  -3.37%
U.S. Treasury 1.00% 6.79 -1 -1.54% 4.25%  -4.25%
Bloomberg Barclays U.S. Government Related 1.45% 6.00 44 0.83% 2.86%  -2.86%
Bloomberg Barclays U.S. Corporate Investment Grade 2.28% 8.48 91 -1.72% -4.65%  -4.65%
Bloomberg Barclays U.S. Mortgage-Backed Securities 1.82% 4.09 12 -0.51% -1.10%  -1.10%
Bloomberg Barclays U.S. Asset-Backed Securities 0.56% 2.08 35 -0.16% 0.16%  -0.16%
ICE BofAML Fixed Rate Preferred Securities 2.33% 473 115 1.63% -1.03%  -1.03%
Bloomberg Barclays High Yield 4.23% 3.87 310 0.15% 0.85% 0.85%
Bloomberg Barclays High Yield - BB 3.40% 4.67 227 -0.28% -0.15%  -0.15%
Bloomberg Barclays High Yield - B 4.49% 3.08 334 0.45% 1.16% 1.16%
Bloomberg Barclays High Yield - CCC 6.55% 2.60 548 1.09% 3.58% 3.58%
Bloomberg Barclays High Yield BB 1-5 Year 2.57% 2.28 207 0.44% 1.00% 1.00%

Source: FactSet

March 31, 2021 CHARACTERISTICS

Yield to Current OAD

Strategy Worst Yield (Years)
GW&K Short-Term Focused High Income Strategy 2.91 4.90 2.90
Bloomberg Barclays High Yield BB 1-5 Year 2.57 5.26 2.28
GW&K Corporate Bond Opportunities Strategy 3.32 4.71 5.00
60% Bloomberg Barclays High Yield / 40% Bloomberg Barclays U.S. Credit 3.41 4.69 5.61
GW&K Total Return Bond Strategy 2.78 4.37 5.43
60% Bloomberg Barclays Govt/Credit / 40% Bloomberg Barclays High Yield 2.60 3.69 5.97
GW&K Enhanced Core Bond Strategy 2.26 3.63 5.89
GW&K Core Bond Strategy 1.95 3.22 6.08
Bloomberg Barclays U.S. Aggregate Bond 1.61 2.51 6.40
GW&K Intermediate Taxable Bond Strategy 1.56 3.27 3.91
Bloomberg Barclays U.S. Intermediate Aggregate Bond 1.29 2.32 4.15
GW&K Short-Term Taxable Bond Strategy 0.89 2.80 3.10
Bloomberg Barclays 1-5 Year Govt/Credit 0.56 1.84 2.79

Source: Bloomberg, FactSet
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Disclosures

This represents the views and opinions of GW&K Investment Management. It does not constitute investment advice or an offer or solicitation to purchase or sell any security and is subject
to change at any time due to changes in market or economic conditions. The comments should not be construed as a recommendation of individual holdings or market sectors, but as an
illustration of broader themes.

Investing in securities or investment strategies, including GW&K's Investment Strategies presented in this document, involves risk of loss that clients should be prepared to bear. No
investment process is free of risk; no strategy or risk management technique can guarantee returns or eliminate risk in any market environment. There is no guarantee that GW&K’s
investment processes will be profitable, and you therefore may lose money. Past performance is no guarantee of future results. The value of investments, as well as any investment income,
is not guaranteed and can fluctuate based on market conditions. Diversification does not assure a profit or protect against loss. GW&K’s active management styles include equity and fixed
income strategies that are subject to various risks, including those described in GW&K's Form ADV Part 2A, Item 8. GW&K'’s Form ADV Part 2A may be found at https://adviserinfo.sec.gov/
Firm/121942 or is available from GW&K upon request.

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 (www.bloomberg.com), FactSet (www.factset.com), ICE (www.
theice.com), FTSE Russell (www.ftserussell.com), MSCI (www.msci.com) and Standard & Poor’s (www.standardandpoors.com).
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