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Client Summary

The first half of 2026 brought several challenges for bond markets, including a change in Federal Reserve (Fed)
leadership, rising geopolitical tensions, and a surge in borrowing tied to artificial intelligence (Al) infrastructure
investments. Despite these events, bond markets have remained resilient, and LPL Research believes income
opportunities continue to be attractive for investors seeking stability and diversification.

Positive Factors

e Bond Yields Remain Attractive: Starting bond yields are still well above their long-term averages, providing
investors with meaningful income opportunities even if bond prices do not rise significantly.

e Economic Growth Has Stayed Resilient: The U.S. economy has remained stronger than expected, helping
support financial markets and reducing concerns about an immediate economic slowdown.

e Bond Markets Have Absorbed Major Shocks: Markets have successfully navigated changes in Fed leadership,
geopolitical unrest, and record levels of corporate borrowing without losing stability.

e Corporate Financial Health Remains Strong: Large technology companies investing heavily in Al generally
maintain strong balance sheets, helping support confidence in the corporate bond market.

Concerning Factors

¢ Inflation Remains Too High: Inflation has improved from prior peaks but remains above the Fed's 2% goal,
particularly in service-related areas such as healthcare and transportation.

¢ Interest Rates May Stay Elevated: Because inflation remains persistent, the Fed may keep interest rates
higher for longer than investors had expected at the start of the year.

e Geopolitical Risks Could Add Pressure: Ongoing conflict involving Iran has contributed to higher energy
prices, which can increase inflation and create additional uncertainty for markets.

e Heavy Al-Related Borrowing Bears Watching: Significant borrowing by major technology companies to fund
Al infrastructure could place modest pressure on corporate bond markets, even though fundamentals remain
solid.

LPL Research’s Perspective

® Income Is Likely to Drive Returns: LPL Research believes investors should expect most bond returns to come
from interest payments rather than large price gains.

e Treasury Yields May Remain Range-Bound: LPL Research expects the 10-year U.S. Treasury yield to finish
the year in a range of approximately 4.00% to 4.50%, limiting the potential for major bond price appreciation.

® Quality Fixed Income Remains Attractive: LPL Research favors high-quality bond sectors and believes select
mortgage-backed and asset-backed securities may provide attractive risk-adjusted opportunities.

e Stay Disciplined and Diversified: LPL Research believes investors should focus on long-term goals, maintain
diversified portfolios, and continue emphasizing quality investments rather than attempting to time short-
term market moves.
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Disclosures

This material is for general information only and is not intended to provide specific advice or recommendations for any individual. There is no
assurance that the views or strategies discussed are suitable for all investors or will yield positive outcomes. Investing involves risks including
possible loss of principal. Any economic forecasts set forth may not develop as predicted and are subject to change.

References to markets, asset classes, and sectors are generally regarding the corresponding market index. Indexes are unmanaged statistical
composites and cannot be invested into directly. Index performance is not indicative of the performance of any investment and do not reflect
fees, expenses, or sales charges. All performance referenced is historical and is no guarantee of future results.

Any company names noted herein are for educational purposes only and not an indication of trading intent or a solicitation of their products or
services. LPL Financial doesn’t provide research on individual equities.

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds are subject to
availability and change in price.

The fast price swings in commodities will result in significant volatility in an investor’s holdings. Commodities include increased risks, such as
political, economic, and currency instability, and may not be suitable for all investors.

All information is believed to be from reliable sources; however, LPL Financial makes no representation as to its completeness or accuracy.

Because of their narrow focus, sector investing will be subject to greater volatility than investing more broadly across many sectors and
companies.

All index data from FactSet or Bloomberg.

This research material has been prepared by LPL Financial LLC.
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