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Why should you consider owning bonds now?

Key takeaways

Early 2022 was bad for bonds but led to an attractive entry point for investors

A significant number of Fed hikes are already priced in

Income opportunity in bonds is the brightest in years

Yields at current levels have historically delivered attractive returns

Early 2022 was bad for bonds but led to an attractive entry point for investors

The extent of the Q1 drawdown in fixed income Magnitude of the bond market'’s first-quarter loss relative to history

markets was both large and rare relative to

history. As inflation jJumped to the highest levels

in decades, the U.S. Federal Reserve scrambled

to catch up and indicated an aggressive rate

hiking campaign. This triggered the core bond Bloomberg

benchmark, the Bloomberg U.S. Aggregate Index U:S. Aggregate
! ! Index, 1Q22

to decline by roughly 6% in the first quarter. That ;

was the bond market’s worst quarter in 40 years

—the nearly 4-standard deviation move would be

the equivalent of stocks declining 24% in a quarter

— butitalso led to a cheapening in valuations which

may prove compelling.

Standard deviation (3m returns)

As of March 31, 2022. Source: Bloomberg.
The location on the normal distribution curve for the 1022 returns are based on 30 years of rolling 3-month data.

A significant number of Fed hikes are already priced in

While the Fed's current hiking cycle likely has more Change in 10-year Treasury yields (%)
rate increases to come, current bond prices already

anticipate that move. At this point, the market has ® 7/3121-9/30/22 @ 1yearforward
priced in a significant number of short-term rate July 2021-September 2022 Forward markets only
increases in the coming quarters and longer dated 10-year Treasury rates expect another 0.03%

moved +2.59% increase in the next year

Treasury yields (e.g. 10-year) already reflect that. In
fact, forward rates suggest relatively limited moves
on longer dated yields in the next year, which

Source: Bloomberg. Data as of 9/30/2022. 0.0 05 10 15 20 25 30 35 40

For financial professionals only. Not for use with the public.
Past results are not predictive of results in future periods.

Investments are not FDIC-insured, nor are they deposits of or guaranteed by a bank or any other entity, so they may lose value.




Income opportunity in bonds is the brightest in years

Yields across fixed income sectors are sharply Yields of key fixed income markets (%)

higher than their lows over the past few years.

Going forward, investors now have the potential Recent low 9/30/22 Change
to earn significantly more income from bonds.

In fact, a greater portion of investors’ income U.S. Aggregate Index 1.02 4.75 3.73
needs could potentially be met with traditional Investment-grade corporates 174 5.69 3.94
fixed income than would have been the case

in recent years. Higher income can offer more High-yield corporates 3.53 9.68 6.15
cushion for total returns over time, even if price Emerging markets debt 4.36 8.44 4.08
movements remain volatile.

Sources: Bloomberg, Bloomberg Index Services Ltd., JP Morgan, Federal Reserve. As of 9/30/22. Sector yields above include Bloomberg U.S. Aggregate Index, Bloomberg U.S. Corporate
Investment Grade Index, Bloomberg U.S. Corporate High Yield Index and 50% J.P. Morgan EMBI Global Diversified Index/ 50% J.P. Morgan GBI-EM Global Diversified Index blend. Period of
time considered from 2020 to present. Dates for lows from top to bottom in chart shown are: 8/4/20, 12/31/20, 7/6/21 and 1/4/21. "Change" figures may not reconcile due to rounding.

Yields at current levels have historically delivered attractive returns

Starting yields in fixed income have historically Five-year forward returns at recent yield levels
been a good proxy for forward returns. Today's
higher yields suggest higher returns going
forward. For example, in periods over the past few 10
decades when yields were at levels similar to those

12%

in late May, bond returns were strong across the 8
five-year periods that followed. 6
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Yields and returns as of September 30, 2022. Sources: Capital Group, 0
Bloomberg. Data goes back to 2000 for all sectors except for emerging us. Investment- High-yield Emerging
markets, which goes back to 2003. Based on average monthly returns Aggregate grade corporates corporates market debt
foreach sectorwhen ina +/- 0.30% range of yield to worst. Sector yields Starting 4 2o, RGE o e
above include Bloomberg U.S. Aggregate Index, Bloomberg U.S. Corporate yieldtoworst 727 o7 87 AR

Investment Grade Index, Bloomberg U.S. Corporate High Yield Index and
50% J.P. Morgan EMBI Global Diversified Index / 50% J.P. Morgan GBI-EM
Global Diversified Index blend.

Past results are not predictive of results in future periods.

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg"). Bloomberg or Bloomberg's licensors own all proprietary rights in the
Bloomberg Indices. Neither Bloomberg nor Bloomberg's licensors approves or endorses this material, or guarantees the accuracy or completeness of any information herein, or makes any
warranty, express orimplied, 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.

This report, and any product, index or fund referred to herein, is not sponsored, endorsed or promoted in any way by J.P. Morgan or any of its affiliates who provide no warranties whatsoever,
express orimplied, and shall have no liability to any prospective investor, in connection with this report. J.P. Morgan disclaimer: https://www.jpmm.com/research/disclosures.

Bloomberg U.S. Aggregate Index represents the U.S. investment-grade fixed-rate bond market.

Bloomberg U.S. Corporate Investment Grade Index represents the universe of investment grade, publicly issued U.S. corporate and specified foreign debentures and secured notes that meet
the specified maturity, liquidity, and quality requirements.

Bloomberg U.S. Corporate High Yield Index covers the universe of fixed-rate, non-investment-grade debt. Bloomberg U.S. Corporate Investment Grade Index represents the universe of
investment grade, publicly issued U.S. corporate and specified foreign debentures and secured notes that meet the specified maturity, liquidity, and quality requirements.

The indexes are unmanaged and, therefore, have no expenses. Investors cannot invest directly in an index.

The J.P. Morgan Emerging Market Bond Index (EMBI) Global Diversified is a uniquely weighted emerging market debt benchmark that tracks total returns for U.S. dollar-denominated bonds
issued by emerging market sovereign and quasi-sovereign entities. J.P. Morgan Government Bond Index - Emerging Markets (GBI-EM) Global Diversified covers the universe of regularly traded,
liquid fixed-rate, domestic currency emerging market government bonds to which international investors can gain exposure.

All Capital Group trademarks mentioned are owned by The Capital Group Companies, Inc., an affiliated company or fund. All other company and product names mentioned are the property of
their respective companies.
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