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BBQs and Big Beautiful Bills
“The only certainty is that nothing is certain.”—Pliny the Elder

Summer has unofficially kicked off, and risk assets seem to be embracing some R&R while the market skies have been anything but
blue. The long end of the yield curve has been volatile, and the dollar has retested local lows (Display 1). Tariff news continued its
roller-coaster ride—first with US-China negotiations de-escalating trade tensions, then with renewed disputes with Europe to begin the
holiday weekend. Meanwhile, a slew of headlines out of Washington—from budget packages to credit downgrades—continues to
remind us that uncertainty remains high.

This disconnect between the relatively serene pricing of risk assets and disruptive underlying trends should give investors pause. The
backdrop may have improved since early April, but macro conditions likely warrant a more balanced approach. With ongoing policy flip-
flops and mixed economic signals, now is not the time to simply sit back. Our message remains clear: in this environment, only a
disciplined, active approach positioned to take advantage of a range of outcomes can ensure that you're prepared for whatever comes
next.

Key Takeaways

o Despite the rebound in risk assets, macro uncertainty—from tariffs to fiscal policy—remains elevated, warranting a more balanced
and adaptable portfolio approach.

o Fiscal noise and global tensions continue to pressure the long end of the curve, reinforcing the case for short-to-intermediate
duration and global diversification.

e With traditional correlations showing signs of breaking down, capturing opportunity and managing downside require the flexibility
and precision only active strategies can deliver.

What Happened
The last two weeks have delivered a series of headline-grabbing developments with real implications for investors.

Tariffs: The US and China agreed to roll back a large portion of mutual tariffs for 90 days, replacing earlier hikes with a 10% universal
rate. While this was a positive development, new threats emerged—most notably a potential 50% tariff on European imports announced
on Friday, only to be curtailed over the weekend to take effect in July. The result: a policy backdrop that remains fluid and fragile,
keeping markets on edge.

Inflation and Growth: US inflation data came in softer than expected, with core CPI falling to 2.8% (Display 2) and headline CPI to
2.3%—qgiving the Fed some breathing room. However, retail sales were soft on net, and the University of Michigan’s Index of Consumer
Expectations posted its weakest forward outlook on record (Display 3), reflecting growing pessimism among US consumers.

Fiscal and Credit: Moody’s downgraded the US long-term credit rating from Aaa to Aal—the first time in over a century that the US no
longer holds a top rating across all three major agencies. Meanwhile, the House passed the administration’s “Big Beautiful Bill’—a
sweeping tax and investment package now under Senate review. Investors are watching closely, not just for content but for implications

on long-term deficits and term premia.

Fed Independence: A ruling from the US Supreme Court reaffirmed that the President cannot unilaterally remove the Fed Chair—a
key win for institutional credibility and policy stability.

Our View

Tariffs, Trade and Macro Impact: Despite headline progress with China, the effective tariff rate remains historically elevated—and well
above where markets were priced just weeks ago, pre-“Liberation Day” (Display 4). The 90-day pause in US-China tariffs is a
meaningful development, rolling back a large share of previously enacted measures. But the net effect still reflects heightened
geopolitical tension and a drag on economic growth. Meanwhile, renewed threats of a 50% tariff on EU imports underscore just how



fragile and fluid the trade landscape remains. Policy instability continues to weigh on business and consumer confidence, delaying
discretionary investment decisions. While we don'’t anticipate this leading to a collapse in growth, we do expect moderation—particularly
if uncertainty continues to cloud visibility and constrain capital allocation.

Fiscal Outlook: Moody’s recent downgrade did little to rattle markets, but it reinforced a familiar concern: US lack of fiscal discipline
remains constant. The proposed “Big Beautiful Bill” leans expansionary in its intent—delivering near-term support via tax cuts, border
adjustments and investment incentives. However, it also meaningfully lifts the projected deficit trajectory. Current estimates suggest
that the bill could increase the federal deficit by roughly $3.0 trillion over the next decade, primarily due to reduced government revenue
from incoming tax receipts. While there are proposed offsets—such as spending cuts, tariff revenues and workforce reductions—these
appear unlikely to fully close the gap.

Importantly, we do not expect the bill to be finalized in the Senate until closer to the September 30 government funding deadline,
prolonging uncertainty and keeping fiscal risk front and center. More broadly, the lack of structural fiscal restraint continues to feed into
long-term concerns about US creditworthiness—keeping the narrative of a potential buyer strike and elevated term premia in play.
Against this backdrop, we continue to see long-end US Treasuries as particularly vulnerable to volatility, especially compared to more
stable developed-market sovereign curves.

Fed Independence: The recent Supreme Court decision—which affirmed that the President cannot unilaterally remove the Fed
Chair—was a notable win for institutional credibility. In the eyes of markets, central bank independence reinforces predictability,
enhances inflation control, and ensures that monetary policy remains anchored in data, not politics. Prominent research from the
International Monetary Fund, Bank for International Settlements and the Fed itself confirms that independent central banks tend to
deliver lower inflation volatility, reduced interest-rate swings and stronger labor market outcomes over time. In a policy environment as
noisy and uncertain as this one, that kind of clarity and credibility is essential—and likely explains some of the stabilization in Treasury
sentiment following the ruling late in the week.

Market Positioning: Risk assets have now round-tripped to pre-Liberation Day levels and seem to be pricing in a relatively benign
outcome. That optimism feels like a miss. For index multiples to have returned to pre-tariff levels seems disconnected from the
persistent macro uncertainty and the limited corporate guidance provided this cycle (Display 5). While excitement in tech continues to
dominate headlines, broader fundamentals remain murky. As fixed-income investors, we’re not overtly bearish, but we are realistic: the
environment may have improved since April, but we're hardly in Goldilocks “just right” territory. Still, given how negative positioning was
ahead of the recent rally, the pain trade could continue higher—unless data turn south or global tensions flare again.

Meanwhile, the rates market tells a more nuanced story and is now higher than it was pre-Liberation Day. The belly of the curve is not
adequately pricing in the possibility that the Fed may need to step in more aggressively should labor market conditions weaken. The
long end remains reactive—more influenced by headlines and retail-driven flows than macro fundamentals. Growth outside the US—
especially in Europe and Asia—is under increasing pressure, likely adding downward bias to the global rates complex.

Taken together, these dynamics point to one conclusion: investors should brace for continued volatility and position accordingly.
Investment Implications

So, how should investors prepare for the volatility and range of potential outcomes we expect? This is a market that demands
resilience—and requires adaptability. Investors don’t need to predict the next headline; they need to be positioned for a range of
scenarios and allocate capital where risk-adjusted returns remain compelling.

e Belly of the Curve Remains Compelling: We continue to favor the short-to-intermediate segment of the US yield curve. This part
of the curve remains attractively valued, especially following the recent outperformance of global rates. It offers a balance of risk
mitigation and return potential—insulating investors from noise in the long end (driven by fiscal concerns, trade rhetoric and retail
flows) while providing more stability than the front end in the event of a slowdown or renewed Fed easing. It also minimizes
reinvestment risk relative to cash-equivalent allocations. We have added duration here in our own accounts.

e High-Quality High Yield Still Offers Balance: Short-duration, higher-quality high yield continues to stand out as one of the most
attractive risk-adjusted return opportunities in fixed income. With all-in yields near 7%, the sector offers return potential in line with
long-term equity expectations—but with meaningfully less volatility. These strategies provide a way to lean into income and take
advantage of potential spread compression, while limiting downside through thoughtful industry and security selection. For equity-
heavy investors looking to reduce risk, this is a compelling place in which to reallocate capital without sacrificing return objectives.

e Best of Both Worlds (Barbell): Core Plus strategies offer a compelling way to take advantage of a range of outcomes by
leveraging both rates and credit. Duration looks particularly cheap and should rally if economic conditions deteriorate. Should
economic conditions remain stable, then credit and risk assets should continue to perform well. As we progress through bouts of
volatility, rebalancing these factors should provide investors with attractive total return opportunities.

With traditional correlations showing signs of breaking down, capturing opportunity and managing downside require the flexibility and
precision only active strategies can deliver.

In a market where complacency can be costly, the edge goes to those who stay active, stay nimble, and stay prepared.



Wishing you continued success in your investment journey,

Scott DiMaggio, Gershon Distenfeld, Matt Sheridan, Fahd Malik, Will Smith, John Taylor, Serena Zhou, Tim Kurpis, Christian
DiClementi, Sonam Dorji and AJ Rivers

To learn more about AB’s fixed-income solutions and access other market insights, visit Fixed-Income Investments | AB.

US Economic Scenarios

Economic Outcome Description Probability (Percent)
Hard Landing/Deep Either an external shock occurs or business-cycle dynamics deteriorate 25
Contraction sharply. Growth slows rapidly, and central banks have to act

aggressively to support growth.

Soft Landing/Mild Contraction Growth slows, labor markets weaken, and central banks hurry to get 30
back to neutral. The magnitude of the slowdown defines the terminal
rate, and inflation expectations determine the speed with which it is
reached.

Rebalancing Both inflation and growth approach trend levels only slowly, leaving the 30
Fed comfortable easing policy slowly and remaining restrictive well into
2025: 25—-basis points cuts at some, but not all, meetings until the policy
hits neutral in late 2025 or 2026.

Stagflation The economy slows, but inflation expectations rise, trapping the Fed 10
between a rock and a hard place.

No Landing The economy performs despite headwinds, and inflation stays elevated 5
enough to keep the Fed on hold for some time to come.

European Tariff Scenarios

Upside Current Situation April 2nd-9th Downside
Counterfactual No No Universal 10% Universal 20% Universal 30% Universal
Tariffs at All Tariffs Tariffs Tariffs Tariffs
2025 Forecasts (Percent) (Percent) (Percent) (Percent) (Percent)
Growth (YoY) 1.10 0.80 0.06 0.30 -0.60
Inflation (Annual) 2.00 1.80 1.60 1.70 1.40

ECB Deposit Rate

(Year End—2025) 2.00 1.75 1.75 1.75 1.00
Efgsssi'ﬁg 30.00 40.00 60.00 70.00 90.00
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Display 1: The Dollar Has Retested Local Lows
The US Dollar Index
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Display 2: Inflation Measures Fall to Lowest Levels Since 2021—Giving the Fed Some Breathing Room
US CPI All Urban Consumers: All Items Less Food & Energy, YoY NSA (Percent)
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Display 3: Consumer Expectations of the Economy Hit All-Time Lows
University of Michigan Index of Consumer Expectations
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Display 4: Tariffs Remain Elevated Despite De-Escalation with China
Tariff Rates (Percent)
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Display 5: Forward PE Multiples Are Not Reflecting a Deterioration in Earnings
Adjusted Price/Estimated Earnings: S&P 500
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Investment Risks to Consider

The value of an investment can go down as well as up and investors may not get back the full amount they invested. Capital is at risk. Past performance
does not guarantee future results. Important Information: The views expressed herein may change at any time after the date of this publication. This document
is for informational purposes only and does not constitute investment advice. AllianceBernstein L.P. does not provide tax, legal or accounting advice. It does not take
an investor’s personal investment objectives or financial situation into account; investors should discuss their individual circumstances with appropriate professionals
before making any decisions. This information should not be construed as sales or marketing material, or an offer or solicitation for the purchase or sale of any
financial instrument, product or service sponsored by AllianceBernstein or its affiliates. References to specific securities are presented to illustrate the application of
our investment philosophy only and are not to be considered recommendations by AB. The specific securities identified and described herein do not represent all the
securities purchased, sold or recommended for the Portfolio, and it should not be assumed that investments in the securities identified were or will be profitable.
AllianceBernstein and its affiliates may have positions in, and may effect transactions in, the markets, industry sectors and companies described herein. Note to All
Readers: The information contained herein reflects the views of AllianceBernstein L.P. or its affiliates and sources it believes are reliable as of the date of this
publication. AllianceBernstein L.P. makes no representations or warranties concerning the accuracy of any data. There is no guarantee that any projection, forecast
or opinion in this material will be realized. Note to Readers in Canada: AllianceBernstein provides its investment-management services in Canada through its
affiliates Sanford C. Bernstein & Co., LLC and AllianceBernstein Canada, Inc. It should not be construed as advice as to the investing in or the buying or selling of
securities, or as an activity in furtherance of a trade in securities. Note to Readers in the United Kingdom and Europe: For Investment Professional use only.
Not for inspection by, distribution or quotation to, the general public. This document has been approved by AllianceBernstein Limited, an affiliate of
AllianceBernstein L.P. Note to Readers in the United Kingdom: Issued by AllianceBernstein Limited, 60 London Wall, London EC2M 5SJ, registered in England,
No. 2551144. AllianceBernstein Limited is authorised and regulated in the UK by the Financial Conduct Authority (FCA). Note to Readers in Europe: This
information is issued by AllianceBernstein (Luxembourg) S.a r.l. Société a responsabilité limitée, R.C.S. Luxembourg B 34 305, 2-4, rue Eugéne Ruppert, L-2453
Luxembourg. Authorised in Luxembourg and regulated by the Commission de Surveillance du Secteur Financier (CSSF). Note to Readers in Switzerland: This
information is directed at Qualified Investors only. Issued by AllianceBernstein Schweiz AG, Zirich, a company registered in Switzerland under company number
CHE-306.220.501. AllianceBernstein Schweiz AG is a financial service provider within the meaning of the Financial Services Act (FinSA) and is not subject to any
prudential supervision in Switzerland. Further information on the company, its services and products, in accordance with Art. 8 FinSA, can be found on the Important
Disclosures page at www.alliancebernstein.com. Note to Readers in Japan: For Institutional Investor use only. Not for inspection by, distribution or
quotation to, the general public. This document has been provided by AllianceBernstein Japan Ltd. AllianceBernstein Japan Ltd. is a registered investment-
management company (registration number: Kanto Local Financial Bureau no. 303). It is also a member of the Japan Investment Advisers Association; the
Investment Trusts Association, Japan; the Japan Securities Dealers Association; and the Type Il Financial Instruments Firms Association. The product/service may
not be offered or sold in Japan; this document is not made to solicit investment. Note to Readers in Australia and New Zealand: For Institutional Investor use
only. Not for inspection by, distribution or quotation to, the general public. This document has been issued by AllianceBernstein Australia Limited (ABN 53 095
022 718 and AFSL 230698). Information in this document is intended only for persons who qualify as “wholesale clients,” as defined in the Corporations Act 2001
(Cth of Australia) or the Financial Advisers Act 2008 (New Zealand), and should not be construed as advice. Note to Readers in Hong Kong: For Institutional
Investor use only. Not for inspection by, distribution or quotation to, the general public. The issuer of this document is AllianceBernstein Hong Kong Limited
BB F A F MR/ 5], This document has not been reviewed by the Securities and Futures Commission. Note to Readers in China: This information contained
here reflects AllianceBernstein Hong Kong Limited (*AB”) or its affiliates and sources it believes are reliable as of the date of this publication. This presentation has
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no guarantee that any projection, forecast or opinion in this material will be realized. Past performance does not guarantee future results. The views expressed here
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public use or additional distribution. AllianceBernstein is not licensed to, and does not purport to, conduct any business or offer any services in any of the above
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