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With yields up at levels not seen in more than a decade, bonds are definitely catching the eye of investors. But with equities
delivering strong gains and Treasury curve inversions incentivizing investors to idle in cash, will bond returns be
competitive? In the current market environment, we see a compelling case for rebalancing into bonds vs. both stock and

cash. The figures below tell the story, highlighting the pros and cons of cash, bonds and stocks, as well as their roles in
portfolio construction.

Before jumping into the figures, a few conclusions to set the scene:

1. True, cash rates remain high. But unlike bonds, the returns from cash over the long term are highly uncertain.
And to that point, central banks are preparing to cut rates.

2. Equity valuations look full relative to bonds. This is not so much a knock against stocks, but this configuration has
historically signaled that bonds are set to deliver better-than-average returns and Sharpe ratios.

3. In environments where central banks are on hold or cutting rates, bonds have historically been good shock
absorbers, on average delivering solidly positive returns in quarters when equities experience steep declines.
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FIGURE 1: DESPITE AN INVERTED YIELD CURVE, CASH MAY NOT OUTPERFORM OVER THE LONG TERM AS
THE FED EASES POLICY.

Given the ongoing inversion of the U.S. Treasury yield curve, at first blush, cash may appear to be the best investment
option. History, however, indicates otherwise: once a central bank puts its policy rate on hold, the cash rate falls more often
than not. Indeed, many policy cycles end with precipitous reductions in policy rates.
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FIGURE 2: THE ECB AND THE BANK OF ENGLAND HAVE ALSO BEEN ON HOLD AND ARE NOW LOOKING TO
CUT RATES.

The same is likely in the euro and sterling fixed income markets. Yes, these cash rates are also high amidst inverted
government yield curves; but inflation numbers have declined substantially, and the central banks are signaling that their
next moves will likely be cuts. Therefore, despite the appeal of cash in an inverted-yield curve environment, the expected
rate cuts may render cash as an ineffective vehicle for generating competitive returns over the long term.
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FIGURE 3: EQUITY VALUATIONS ARE NOT CHEAP VERSUS BONDS.

Whether you're looking at the last few years, or the last century, equities might seem like the place to be. Notwithstanding
the excellent wealth building capacity of stocks over the ultra-long run, in the current context, it's worth considering that the
recent repricing of bonds has taken yields to generational highs; the same cannot be said of equity valuations. For example,
comparing the earnings yield of the S&P 500 with the 10-year Treasury yield shows that stocks have lost their relative
valuation advantage vs. bonds. We look at the potential implications for risk and return in a subsequent figure.

Equity earnings yield vs. bond yield Earnings yield minus bond yield
(%) (percentage points)
17.5 T
6 Stocks cheap / Bonds expensive
15.0 5
4
125 3
2
10.0 1
0
7.5 1
-2
5.0 3
25 _: Stocks expensive / Bonds cheap
-6

0%0%60 1970 1980 190 2000 2010 2020 1960 1970 1980 1990 2000 2010 2020
— S&P 500 Eamings yield (trailing) — 10-yr Treasury yield

Source: Bloomberg, Haver, S&P, Macrobond, PGIM Fixed Income, May 15, 2024.

FIGURE 4: WITH YIELDS BACK UP AT 2002 LEVELS, THE OVERALL FIXED INCOME BACKDROP LOOKS
PROMISING.

In contrast to equities - where price-earnings ratios are high and earnings yields are low - the revaluation in bonds has
taken yields back to levels not seen for more than a decade. For long-term investors, this is a critical point: if past is
prologue over the long term, these yields are likely to translate into returns (i.e., Yield is Destiny).
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FIGURE 5: HOLDING CASH BECOMES RISKIER THAN BONDS FOR LONG-TERM INVESTORS.

Now that we've looked at the asset classes individually, we’ll look at them from a portfolio perspective. First, cash may
seem like the preferred option amidst the inverted yield curves. But, over time, the certainty around expected cash returns
logically declines. In contrast, given bonds’ long durations and longer maturities, they provide a level of certainty or
confidence for a targeted level of return. Therefore, cash may actually be the riskier option over the long term.
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FIGURE 6: MORE RETURN, MORE RISK

Although the following chart shows that more risk has meant more return over the long run, the shaded circles highlight
bouts of equity volatility. Our second asset class point is that stocks have experienced downdrafts of roughly 50% twice so
far this century and recorded zero, or even negative, cumulative returns over periods as long as 10-15 years (e.g., 2000-
2012).

So, while over the very long term, equities may post the highest total returns, it is worth keeping in mind that their near-
term risks can be high. And as shown below, even over 10- to 15-year horizons, there may be periods when equity returns
only match, or even fall short of, the returns on bonds or cash.
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FIGURE 7: WHEN STOCKS FALL, BONDS HAVE BEEN A BETTER SHOCK ABSORBER THAN CASH.

Which is the best shock absorber, cash or bonds? When looking at quarters when stocks were down 5% or more, bonds
generally posted higher returns than both stocks and cash. Furthermore, bonds’ outperformance widens when the Fed is
on hold or cutting—which seems to be the kind of environment we are in now.
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FIGURE 8: FORWARD RISK-ADJUSTED RETURNS HAVE BEEN RELATIVELY MORE FAVORABLE FOR FIXED
INCOME WHEN BONDS YIELDS ARE HIGHER THAN EARNINGS YIELDS.

Now that stocks have lost their valuation edge, what does that imply for risk and return?
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A few inferences from past cycles:

® Bonds have tended to be much more efficient - e.g., higher Sharpe ratios - from the current relative yield levels;
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Long-term equity returns are great, but volatility and downside risks can take a bite out of returns over periods as long
as a decade or more;

and from current relative value levels, bonds have typically experienced similar volatility to their long-term averages,
but with higher returns.
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Conclusions

With the return of the “High Plains Drifter” regime of elevated bond vyields (also covered here, here, and here), the
investment landscape continues to shift. As a caveat, it is worth noting the obvious: we cannot rule out a bearish scenario
playing out from current yield levels, in absolute or relative terms, vs. cash and stocks. But as equities scrape record highs
and central bank policy rates crest, the preceding pictures support the case for diversifying into bonds as summarized in
the following points:

Cash yields are likely to drop as most major central banks normalize policy;
this strengthens the case for moving into bonds in order to “lock in the yield” for the long term;
the rally in stocks may have stretched equity valuations - raising an amber flag regarding overweighting equities;

when bond yields are higher than earnings yields, as they are now, bonds have typically delivered solid risk-adjusted
returns;

and finally, given the potential volatility in stock prices, the defensive benefits of bonds as a shock absorber during
steep equity selloffs are noteworthy - especially in periods, like the present, when central banks are on-hold or set to
ease policy.
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The comments, opinions, and estimates contained herein are based on and/or derived from publicly available information
from sources that PGIM Fixed Income believes to be reliable. We do not guarantee the accuracy of such sources or
information. This outlook, which is for informational purposes only, sets forth our views as of this date. The underlying
assumptions and our views are subject to change. Past performance is not a guarantee or a reliable indicator of future
results.

Source(s) of data (unless otherwise noted): PGIM Fixed Income, as of May, 2024.

For Professional Investors only. Past performance is not a guarantee or a reliable indicator of future results and an
investment could lose value. All investments involve risk, including the possible loss of capital.
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Important Information

PGIM Fixed Income operates primarily through PGIM, Inc., a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended,
and a Prudential Financial, Inc. (“PFI") company. Registration as a registered investment adviser does not imply a certain level or skill or training. PGIM Fixed
Income is headquartered in Newark, New Jersey and also includes the following businesses globally: (i) the public fixed income unit within PGIM Limited,
located in London; (ii) PGIM Netherlands B.V., located in Amsterdam; (iii) PGIM Japan Co., Ltd. ("PGIM Japan”), located in Tokyo; (iv) the public fixed income
unit within PGIM (Hong Kong) Ltd. located in Hong Kong; and (v) the public fixed income unit within PGIM (Singapore) Pte. Ltd., located in Singapore
("PGIM Singapore”). PFI of the United States is not affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential
Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom. Prudential, PGIM, their respective logos, and the Rock symbol are
service marks of PFl and its related entities, registered in many jurisdictions worldwide.

These materials are for informational or educational purposes only. The information is not intended as investment advice and is not a recommendation
about managing or investing assets. In providing these materials, PGIM is not acting as your fiduciary. PGIM Fixed Income as a general matter provides
services to qualified institutions, financial intermediaries and institutional investors. Investors seeking information regarding their particular investment
needs should contact their own financial professional.

These materials represent the views and opinions of the author(s) regarding the economic conditions, asset classes, securities, issuers or financial
instruments referenced herein. Distribution of this information to any person other than the person to whom it was originally delivered and to such person'’s
advisers is unauthorized, and any reproduction of these materials, in whole or in part, or the divulgence of any of the contents hereof, without prior consent
of PGIM Fixed Income is prohibited. Certain information contained herein has been obtained from sources that PGIM Fixed Income believes to be reliable
as of the date presented; however, PGIM Fixed Income cannot guarantee the accuracy of such information, assure its completeness, or warrant such
information will not be changed. The information contained herein is current as of the date of issuance (or such earlier date as referenced herein) and is
subject to change without notice. PGIM Fixed Income has no obligation to update any or all of such information; nor do we make any express or implied
warranties or representations as to the completeness or accuracy.

Any forecasts, estimates and certain information contained herein are based upon proprietary research and should not be interpreted as investment advice,
as an offer or solicitation, nor as the purchase or sale of any financial instrument. Forecasts and estimates have certain inherent limitations, and unlike an
actual performance record, do not reflect actual trading, liquidity constraints, fee. These materials are not intended as an offer or solicitation with respect
to the purchase or sale of any security or other financial instrument or any investment management services and should not be used as the basis for any
investment decision. PGIM Fixed Income and its affiliates may make investment decisions that are inconsistent with the recommendations or views
expressed herein, including for proprietary accounts of PGIM Fixed Income or its affiliates.

Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. The value of most bonds and
bond strategies are impacted by changes in interest rates. Bonds and bond strategies with longer durations tend to be more sensitive and volatile than
those with shorter durations; bond prices generally fall as interest rates rise, and low interest rate environments increase this risk. Reductions in bond
counterparty capacity may contribute to decreased market liquidity and increased price volatility. Bond investments may be worth more or less than the
original cost when redeemed. Mortgage- and asset-backed securities may be sensitive to changes in interest rates, subject to early repayment risk, and
while generally supported by a government, government agency or private guarantor, there is no assurance that the guarantor will meet its obligations.
High yield, lower-rated securities involve greater risk than higher-rated securities; portfolios that invest in them may be subject to greater levels of credit
and liquidity risk than portfolios that do not. Investing in foreign-denominated and/or -domiciled securities may involve heightened risk due to currency
fluctuations, and economic and political risks, which may be enhanced in emerging markets. Currency rates may fluctuate significantly over short periods
of time and may reduce the returns of a portfolio. Commodities contain heightened risk, including market, political, regulatory and natural conditions, and
may not be suitable for all investors. Diversification does not ensure against loss.

In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N
S5HR.PGIM Limited is authorised and regulated by the Financial Conduct Authority (“FCA") of the United Kingdom (Firm Reference Number 193418). In the
European Economic Area (“EEA"), information is issued by PGIM Netherlands B.V., an entity authorised by the Autoriteit Financiéle Markten ("“AFM") in the
Netherlands and operating on the basis of a European passport. In certain EEA countries, information is, where permitted, presented by PGIM Limited in
reliance of provisions, exemptions or licenses available to PGIM Limited including those available under temporary permission arrangements following the
exit of the United Kingdom from the European Union. These materials are issued by PGIM Limited and/or PGIM Netherlands B.V. to persons who are
professional clients as defined under the rules of the FCA and/or to persons who are professional clients as defined in the relevant local implementation
of Directive 2014/65/EU (MiFID Il). In Switzerland, information is issued by PGIM Limited, London, through its Representative Office in Zurich with registered
office: Kappelergasse 14, CH-8001 Zurich, Switzerland. PGIM Limited, London, Representative Office in Zurich is authorised and regulated by the Swiss
Financial Market Supervisory Authority FINMA and these materials are issued to persons who are professional or institutional clients within the meaning of
Art.4 para 3 and 4 FinSA in Switzerland. In certain countries in Asia-Pacific, information is presented by PGIM (Singapore) Pte. Ltd., a regulated entity with
the Monetary Authority of Singapore under a Capital Markets Services License to conduct fund management and an exempt financial adviser. In Japan,
information is presented by PGIM Japan Co. Ltd., registered investment adviser with the Japanese Financial Services Agency. In South Korea, information is
presented by PGIM, Inc., which is licensed to provide discretionary investment management services directly to South Korean investors. In Hong Kong,
information is provided by PGIM (Hong Kong) Limited, a regulated entity with the Securities & Futures Commission in Hong Kong to professional investors
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as defined in Section 1 of Part 1 of Schedule 1 of the Securities and Futures Ordinance (Cap.571). In Australia, this information is presented by PGIM
(Australia) Pty Ltd ("PGIM Australia”) for the general information of its “wholesale” customers (as defined in the Corporations Act 2001). PGIM Australia is
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