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Bond Market Signals: Inflation, the Fed
and Growth

Global bond markets have been in full retreat, with
many long sovereign yields at their highest levels in
decades. The Japanese 10-year note recently crossed
3% for the first time since September 1996, while the
U.S. 30-year Treasury bond sits at or near its highest
yield levels since 2007. Germany, Australia and the
United Kingdom are other countries where yields are
at multiyear highs. Recently, the UK. government paid
a 5.82% yield on its £4.25 billion bond issuance, the
highest on record for that country and tenor.

U.S. yields have moved steadily higher this year, with
the 10-year note recently trading at 5.00% versus

a 2026 low of 3.94% and the 30-year bond firmly
above 5%, recently trading at a 5.25% yield. In addition
to higher yields, we have also seen the yield curve
between two- and 10-year maturities flatten and the
yield between the two-year note and federal funds
futures widen.
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We have always considered the bond market and the
yield curve among the world’s greatest economists,
reflecting the views of global portfolio managers

and traders with real capital at risk. We think they

are currently relaying three distinct and important
messages to investors:

1. Deficits and inflation matter and are a concern.

Bond market fundamentals are poor, particularly
domestically, where there are concerns that the
U.S. Federal Reserve (the Fed) is behind the inflation
curve as a result of a resilient economy and energy
supply risk. Additionally, the Treasury needs to fund
an ever-increasing government budget deficit at a
time when private-sector borrowing is ramping up
to fund capital expenditures related to the artificial
intelligence boom. Barring an economic downturn
and/or significant progress on inflation, the current
path of least resistance for yields appears to be
higher. Rates don't appear yet to be at a level that
could lead to a downturn in the global economy,
but 5% looms as an important level, at least from a
psychological perspective.

Investment Grade and High Yield Credit Spreads
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. The Fed will raise rates further. The one- and

three-month Treasury bills currently yield 3.76%
and 3.86%, respectively, a positive spread to
the fed funds lower bound target range of 3.5%.
That positive spread is near the widest level of
the year and has been slowly widening since
its inversion last fall. The positive and widening
spread reflects a belief that the Fed needs to
and will increase the overnight rate, a view that
is confirmed by fed funds futures, which are
currently priced for two to three quarter-point
increases over the next 12 months.

. The economy is on solid footing, and there

is ample liquidity. Credit spreads on both
investment-grade and high-yield bonds remain
narrow relative to history and have tightened
this calendar year (see chart). Tighter credit
spreads are an indication and result of robust
liquidity and demand, as well as a strong equity
market and confidence in the economy.
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How much higher can yields go? There is no way of nominal yields appear low relative to what would
knowing, but we would suggest that there is value be expected based on the combination of the term
in bonds at current levels and would be in favor of premium and real yields (see chart).

extending duration slightly. Real yields are positive, and

10-Year Treasury Yield vs. 'Model Fair Value'
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If and when the Fed increases the overnight rate and we agree with the sentiment: The bond market will
shows it has concerns about tamping down inflation, settle down when the Fed sends the clear signal
bonds will take notice. One of our favorite recent that inflation is too high and needs to be addressed
quotes is “The bond market will stop panicking when more aggressively.

the Fed starts panicking.” While panic is a strong word,
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Asset Class Returns
Comparing Recent 1-Year and Year-to-Date Total Returns
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As of August 31,2026
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Fixed Income

- After surging higher in July, interest rates were generally rangebound in August.

- Core fixed income posted modest gains last month, but municipals ended the month negative due to unfavorable technicals.

- Credit featured another month of largely clipping coupons while bonds outside the United States got an added boost from the
weaker U.S. dollar.

Equities
- U.S. equities gained ground across the board in August, led by the rebound in growth/tech stocks.
- Large caps outpaced small caps and growth beat value across all market caps.
- 2026 is the fourth straight year of strong equity market gains, and a pullback seems long overdue. Ultimately, much will depend
on geopolitical developments and future earnings growth.
- Equities outside the United States posted positive returns in August, driven by emerging markets and growth/tech stocks.
- Small caps beat large caps outside the United States, and growth stocks outperformed value stocks.
- Emerging markets were driven by Eastern Europe and Asia ex-China.
- The weaker U.S. dollar added 57 basis points (bps) to Europe, Australasia and Far East returns and 152 bps to emerging-market returns.
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August 31,2026 5-Year 10-Year

FIXED INCOME INDICES

Bloomberg U.S. Treasury Bill -3 Month 0.29% 0.63% 2.45% 3.84% 4.64% 3.74% 2.41%

Bloomberg Municipal -0.23% -2.08% 0.20% 412% 3.40% 0.54% 1.91%

Bloomberg US Govt/Credit Intermediate 0.26% 0.41% 118% 2.69% 4.52% 217% 2.05%
Bloomberg U.S. Aggregate 0.39% -0.92% -0.31% 1.89% 4.08% -0.29% 140%

Bloomberg U.S. High Yield 097% 0.72% 2.69% 4.88% 8.52% 413% 5.39%
Bloomberg Global Aggregate 0.45% -0.08% -0.30% 0.60% 3.62% -1.74% 0.34%
U.S. EQUITY INDICES

DJ Industrial Average 147% 1.85% 1.79% 18.62% 17.29% 10.56% 13.53%
S&P 500 2.72% 2.66% 13.14% 20.38% 21.04% 12.79% 15.37%
NASDAQ Composite (Price) 3.93% 0.60% 13.46% 22.91% 23.40% 11.56% 17.60%
Russell 1000 2.82% 2.46% 13.03% 19.77% 20.79% 12.10% 15.13%
Russell 1000 Growth 3.73% -1.21% 4.06% 10.82% 2110% 11.88% 17.95%
Russell 1000 Value 2.03% 593% 23.12% 29.72% 19.77% 11.84% 11.76%
Russell Mid Cap 1.86% 1.23% 16.72% 17.94% 16.85% 8.05% 1.67%
Russell 2500 114% -149% 20.88% 25.54% 17.48% 7.87% 1.42%
Russell 2000 0.98% -2.08% 20.01% 26.46% 17.46% 6.85% 10.55%
Russell 2000 Growth 1.64% -4.31% 16.91% 23.25% 17.01% 5.04% 10.66%
Russell 2000 Value 0.30% 0.31% 23.38% 29.95% 17.93% 8.52% 10.08%
Russell 3000 2.74% 2.26% 13.37% 20.10% 20.62% 11.80% 14.84%
NON-U.S. EQUITY INDICES

MSCI World 2.60% 315% 13.40% 20.83% 20.62% Nn.71% 13.56%
MSCI ACWI 2.70% 2.80% 14.61% 22.81% 21.00% 11.39% 1312%
MSCI ACWI Ex-U.S. 2.59% 297% 17.39% 27.89% 20.83% 9.93% 10.18%
MSCI EAFE 2.00% 4.01% 14.24% 2219% 18.84% 9.91% 10.07%
MSCI EAFE Growth 2.56% 0.82% 10.29% 15.24% 13.18% 4.53% 8.70%
MSCI EAFE Value 146% 7.31% 18.21% 29.30% 24.64% 15.35% 1119%
MSCI Europe 144% 3.08% 1.67% 2104% 18.48% 10.12% 10.43%
MSCI AC Asia 3.32% 140% 24.63% 36.51% 23.55% 9.58% 10.20%
MSCI EAFE Small Cap 3.83% 5.87% 14.33% 19.40% 18.12% 6.10% 913%

MSCI ACWI Ex-U.S. Small Cap 599% 5.03% 14.89% 20.96% 18.03% 719% 9.53%
MSCI Emerging Markets 3.40% 0.27% 24.35% 39.66% 23.82% 8.67% 9.73%
MSCI EM Asia 3.37% -0.93% 2717% 42.95% 25.57% 9.16% 10.73%
MSCI China -0.34% 8.67% -7.53% -5.96% 10.65% -2.02% 4.27%
MSCI EM Eastern Europe 413% 12.59% 29.05% 50.17% 38.42% -10.36% 140%

MSCI EM Latin America -0.59% 4.31% 15.53% 33.42% 15.26% n.22% 7.68%
MSCI EM Small Cap 9.50% 2.21% 15.59% 19.92% 15.66% 8.15% 9.50%
MSCI Frontier Markets 3.78% 4.29% 15.16% 24.27% 2318% 9.56% 9.85%
REAL ASSETS INDICES

FTSE NAREIT Composite -2.58% -0.37% 13.91% 12.18% 10.31% 2.20% 5.69%
Alerian MLP 3.30% Nn1% 31.65% 31.59% 24.90% 25.27% 10.44%
Bloomberg Commodity 7.39% 15.48% 32.06% 42.79% 1513% 12.22% 812%

OTHER

Qil Price Brent Crude 0.41% 24.09% 48.71% 32.84% 1.37% 4.39% 6.76%
CBOE Market Volitility (VIX) -6.69% -9.30% -0.20% -2.86% 3.21% -197% 1.07%

Source: Morningstar
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The information provided is based on internal and external sources that are considered reliable; however, the accuracy
of this information is not guaranteed. This piece is intended to provide accurate information regarding the subject matter
discussed. Investing involves risk including the potential loss of principal. No investment strategy, including asset allocation
and diversification, can guarantee a profit or protect against loss in periods of declining values. Past performance is no
guarantee of future results. Indexes are unmanaged and investors are not able to invest directly into any index. This
information does not constitute a solicitation or an offer to buy or sell any security mentioned.

Equity investments refer to buying stocks of U.S. companies as well as companies outside of the U.S. The market
capitalization of U.S. companies is used to group large, medium (mid) and small companies. The investment return to
the owner of stock (shareholder) is in the form of dividends and/or capital appreciation. Shareholders share in both the
upside potential and the downside risk. Dividends are not guaranteed and are subject to change or elimination.

There are special risks associated with an investment in real estate, including credit risk, interest-rate fluctuations and the
impact of varied economic conditions. Distributions from REIT investments are taxed at the owner’s tax bracket.

The return of principal for bond funds and funds with significant underlying bond holdings is not guaranteed. Fund shares
are subject to the same interest rate, inflation and credit risks associated with the underlying bond holdings. Lower rated
bonds are subject to greater fluctuations in value and risk of loss of income and principal than higher rated bonds. Bond
prices fluctuate inversely to changes in interest rates. Therefore, a general rise in interest rates can result in the decline of
the value in your investment.

Benjamin F. Edwards® & Co. (BFE) is a dually-registered broker-dealer and investment adviser and member of FINRA and
SIPC, and its affiliate Benjamin F. Edwards Wealth Managements LLC, d/b/a Edwards Wealth Management™™ (E\WWM) is an
SEC-registered investment adviser. BFE and EWM are affiliates through their common ownership by Benjamin Edwards,
Inc. Depending on the context, the name Benjamin F. Edwards® refers to either EWM, BFE or both.
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