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THE VALUE OF INDEPENDENCE

A More Normal Era: Bonds Earn Their Place Again

The Thinking Man

For much of the past fifteen years, investors owned bonds despite their
yields, not because of them. Income was scarce, and diversification often
came at the cost of accepting limited returns and meaningful interest-rate
risk.

Today, the proposition is different. Bonds are once again offering income
that makes them worth owning in their own right, including a more
compelling real rate of return, meaning the return investors earn after
taking inflation into account.

We believe portfolios should reflect that change. Our recommendation is to
gradually increase fixed income allocations, tailored to each client’s October 20, 2026 | Series #121
objectives, liquidity needs and tax circumstances.

This is a valuation-driven allocation decision, not a prediction that yields have peaked. We do not need to call
the top in interest rates to recognize that the compensation for owning bonds has improved substantially.

Investors can once again earn meaningful income from an asset class that can also provide stability and liquidity
when portfolios need it.

A Constructive Equity Outlook, and a More Attractive Bond Market

Equity investors have good reasons for their enthusiasm. U.S. corporate profits remain strong, and the capital-
spending cycle continues to support revenues across much of the economy. Over the longer term, investors
expect today’s investment, particularly in technology and artificial intelligence, to translate into higher
productivity and sustained earnings growth.

But a constructive outlook for stocks does not eliminate the case for bonds. It makes the relative opportunity
more important. While equity markets focus on growth, bond markets are confronting the cost of financing it.
Persistent fiscal deficits, rising government borrowing needs, and competition for capital are challenging the
assumption that money will remain inexpensive. These pressures may keep longer-term yields elevated, even if
rates occasionally decline as investors seek safety or anticipate slower growth.

For borrowers, that is a challenge. For investors with capital to deploy, it creates an opportunity.



The Thinking Man’s Approach www.bigsurpartners.com

St

N

From No Alternatives to Reasonable Alternatives

The post-financial-crisis era gave investors a familiar acronym: TINA, or “There Is No Alternative” to stocks. With
cash and Treasuries yielding very little, investors moved further out on the risk spectrum in search of returns,
sometimes accepting more credit risk and less liquidity to earn additional income.

That framework is changing. As Jason De Sena Trennert of Baird Strategas argued in “Move Over TINA, TARA
Has Arrived,” TARA stands for “There Are Reasonable Alternatives.” Bonds no longer need to rely exclusively on
falling interest rates to justify their place in a portfolio. Their income is becoming a meaningful part of the
investment case.

J.P. Morgan Asset Management’s 2027 Long-Term Capital Market Assumptions reinforce this shift, placing
global bond return forecasts at their highest levels in two decades as real yields normalize.

The relevant question is no longer whether equities offer greater long-term growth potential. It is how much
additional risk investors need to take to meet their objectives, and whether bonds can now do more of that
work.

J.P. Morgan Asset Management | 2027 Long-Term Capital Market Assumptions:

2027 assumptions Cycle-neutral yield / spread 2027 expected return
Inflation 2.4% —
Cash 3.0% 3.2%
10-year bond 4.3% 5.5%
30-year bond 4.8% 6.2%
Investment-grade credit 5.6% /140 bps 6.1%
High yield 8.2% /440 bps 6.7%
Emerging-market debt* 7.6% / 350 bps 6.5%

*Figures reproduced from the original exhibit. Expected returns are forecasts, not guarantees.

Why Starting Yields Matter

A bond'’s starting yield is an important anchor for its prospective long-term return.

As of October 19, the 10-year U.S. Treasury yield was approximately 5.09%, compared with September’s
reported annual headline inflation rate of 3.7%. That gap is not a guaranteed real return: future inflation, taxes,
and investment costs will determine the purchasing power investors ultimately retain. It does, however,
represent a more attractive starting point than the near-zero yields that shaped portfolio construction for years.
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Higher yields also improve the arithmetic of risk. Bond prices can still fall if interest rates rise, particularly for
longer-term bonds, but the income earned along the way helps offset some of that decline.

High-quality bonds can also help stabilize portfolios during a growth shock, providing liquidity and a source of
capital for rebalancing. That protection is not universal. As we saw in 2022, an inflation-driven selloff can push
both stock and bond prices lower. The case for fixed income rests on income and diversification, not on a
promise that bonds will rise whenever equities fall.

The table below illustrates historical annualized total returns for 10-year U.S. Treasuries over the past 20, 10, 5,
3, and 1 years, providing perspective on bond performance across different interest-rate environments. Past
performance does not predict future results.

Period Annualized return

20 years ~3.1% (computed from calendar-year returns, Oct 2006-Oct 2026)
10 years +0.10%
S5years -2.05%
3years +2.91%
Trailing 1 year -3.73%

Where We See the Best Opportunities

We are not recommending an indiscriminate purchase of the bond market. We see opportunities in three areas,
each serving a different purpose. The yields below are indicative and will change with market prices. Credit
quality, maturity, call provisions, and the yield available on each security must be assessed individually.

1. Long-term municipal bonds | Approximately 5% tax-exempt yields

For taxable clients in the highest federal income-tax bracket, a 5% federally tax-exempt yield is roughly
equivalent to a 7.9% yield on a taxable bond, before state-tax and alternative-minimum-tax considerations. That
is a compelling income proposition for certain taxable accounts. Longer maturities can help secure income for
an extended period, but they also introduce meaningful interest-rate risk. Call provisions matter as well: the
stated maturity does not necessarily determine how long an investor will receive that income.

2. Intermediate-term investment-grade corporate bonds | Yields above 6%

We are finding selected opportunities at the lower end of investment grade that combine attractive income
with intermediate maturities. This limits interest-rate exposure relative to longer-dated bonds while maintaining
an investment-grade credit standard. Credit selection remains essential, however. A high yield alone does not
establish value; the additional income must adequately compensate investors for the issuer’s financial and
business risks.
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3. Selected hybrid and preferred securities | Approximately 7% yields

Hybrids and preferreds issued by large banks and utilities can provide additional income, but that income comes
with greater structural complexity. Their lower priority for repayment, the possibility of deferred or suspended
distributions, and call or extension provisions all require careful analysis. We evaluate the terms of the individual
security, not simply the strength of the issuer. These holdings belong in the portfolio as selective income
complements, not as substitutes for its highest-quality defensive assets.

How We Would Implement the Change

The move toward increasing the fixed income allocation should be gradual and deliberate, rather than
dependent on a single entry point. Our priorities are to:

e Add longer-term bonds selectively where the yield justifies the interest-rate exposure.
e Favor tax-exempt municipal bonds where the tax benefit is meaningful.

e Focus corporate exposure on sound issuers with intermediate maturities.

e Size hybrid and preferred positions conservatively.

Funding would come from each portfolio’s existing mix of cash and other assets, with attention to liquidity

needs, concentration, and the tax consequences of any sales. Implementing in stages also leaves flexibility if
yields rise further or new opportunities emerge.

What Are the Biggest Risks to Our Thesis?

These risks argue for selectivity and pacing, not for dismissing the asset class:

e Inflation could accelerate again, pushing yields higher and bond prices lower while reducing purchasing
power.

e Large government deficits and Treasury issuance could keep longer-term interest rates elevated.

e A weaker economy could make it harder for some companies to repay debt, especially lower-rated
issuers and more complex securities.

e We could be early. Yields may rise after we begin buying, which is one reason to proceed in stages.

Our Conclusion

The investment landscape has become more balanced. Equities continue to offer growth, but investors no
longer need to depend on them for every element of portfolio return.

Bonds can now contribute meaningful income, a stronger starting point for preserving purchasing power, and
diversification when portfolios need it, provided we remain disciplined about credit quality, duration, and

structure.

Dan Ivascyn, PIMCQ’s Chief Investment Officer, shares our enthusiasm for the opportunity in fixed income.
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Speaking at a New York conference sponsored by Grant’s Interest Rate Observer, Ivascyn remarked: “We can

put a 7% or 8% on the board. You can put together a high-quality portfolio and generate the highest yields in 25
years.”

We believe Mr. lvascyn might be right!

Our recommendation remains to gradually increase fixed income, taking advantage of attractive yields while
maintaining a disciplined approach to credit quality, maturity, and structure.

The opportunity is not to predict the next move in interest rates. It is to get paid while we wait.

Contributors

Ignacio Pakciarz
Co-Founder & CEO
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Important Disclosures and Disclaimers

This material is distributed for informational purposes only and intended solely for BigSur Wealth Management, LLC
(“BigSur” or the “Adviser”) clientele and or other parties to whom BigSur chooses to share such information. The
discussions and opinions in this document (or “report”) are intended for general informational purposes only, and are not
intended to provide investment advice and there is no guarantee that the opinions expressed herein will be valid beyond
the date of this document. While taken from sources deemed to be accurate, BigSur makes no representations regarding
the accuracy of the information in this document and certain information is based on third-party sources (e.g. Bloomberg,
Factset, Wall Street Journal) believed to be reliable, but has not been independently verified and its accuracy or
completeness cannot be guaranteed. Any asset allocation proposals described herein are based on proprietary ratings
and categorizations which involve varying levels of subjective analysis and interpretation. The asset allocation breakdown
is intended to be a summary of BigSur’s view on each asset class and its risk components which includes various factors
including, but not limited to: market conditions and trends, correlation of securities, volatility, interest rate and issuer risk.

This article is not intended to provide personal investment advice and it does not take into account the specific investment
objectives, financial situation, and the particular needs of any specific investor. Views regarding the economy, securities
markets or other specialized areas, like all predictors of future events, cannot be guaranteed to be accurate and may result
in economic loss to the investor. Any strategies referenced BigSur believes may present opportunities for appreciation
over the subsequent time periods. BigSur closely monitors securities discussed and client portfolios and may make
changes when warranted as a result of evolving market conditions. There can be no assurance that any investment
strategies and/or performance included or referenced in the article will remain the same and investment strategies,
philosophies, and allocation are subject to change without prior notice.

Any specific securities or companies identified and described may or may not be held in portfolios managed by the Adviser
and do not represent all of the securities purchased, sold, or recommended for advisory clients. The reader should not
assume that any investments in securities and/or sectors identified and discussed were or will be profitable. BigSur may
change its views on these securities at any time. There is no guarantee that, should market conditions repeat, these
securities will perform in the same way in the future. Any performance illustrations shown herein have not been audited
and may reflect the reinvestment of dividends, interest and other earnings. Any performance and return illustrations
have not been independently verified or audited by BigSur. Returns may be estimated and may not reflect actual
performance. Further, past performance and returns may be subject to revision. BigSur does not undertake to update
this information, and the results discussed may change without notice.

There are many factors that an investor should be aware of when trading options which can impact their overall
performance such as market volatility, interest rates, and time horizon. Investors should only engage in options trading
that is best suited to their financial condition and option experience. There is the potential to lose your entire investment
in options as well as suffer unlimited downside loss. The options strategy outlined in this commentary only reflects
BigSur’s opinion and is subject to change at any time. Before trading options, you should understand these risks and
carefully review and read the booklet entitled “Characteristics and Risks of Standardized Options” which is available
at www.theocc.com. BigSur can provide you a copy of this booklet as well.

Please also note that this commentary is not investment research or considered a research recommendation for regulatory
purposes as it does not constitute substantive research or analysis. In discussion of any strategy, results and risks are
based solely on assumptions and hypothetical examples. Actual results, performance and risks will vary depending on
specific circumstances. You are urged to consider carefully whether such services in general, as well as the products or
strategies discussed in this material, are suitable to your needs.
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Certain public offerings of Alternative Investment products (e.g. interests in real estate, private equity and hedge funds)
are generally offered in reliance upon an exemption and do not require registration under the Securities Act of 1933.

Alternative Investments, therefore, pose additional risks which are different from those inherent in traditional
investments. Investments in Alternative Investments may also involve the use of leverage which involves a high degree
of risk factors including substantial loss of initial investment. Alternative Investments are not required to provide periodic
pricing or valuation information to investors. As such, Alternative Investments are highly illiquid and are generally not
transferrable without the consent of the sponsor/issuer.

This report may include forward-looking statements and all statements other than statements of historical fact are to be
considered forward-looking and subjective (including words such as “believe,” “estimate,” “anticipate,” “may,” “will,”
“should,” and “expect”). Although we believe that the expectations reflected in such forward-looking statements are
reasonable, we can provide no assurance that such expectations will prove to be correct. Many factors including changing
market conditions and global political and economic events could cause actual outcomes, results or performance to differ
materially from those discussed in such forward-looking statements. BigSur shall not be responsible for the consequences
of reliance upon any opinion or statements contained herein, and expressly disclaims any liability, including incidental or
consequential damages, arising from any errors, omissions or misuse.
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This information is highly confidential and intended for review by the recipient only. The information should not be
disseminated or be made available for public use or to any other source without the express written authorization of
BigSur. Distribution of this document is prohibited in any jurisdiction where dissemination of such documents may be
unlawful. Please contact your investment adviser, accountant, and/or attorney for advice appropriate to your specific
situation.

BigSur Wealth Management, LLC
1441 Brickell Avenue, Suite 1450
Miami, FL 33131

Office (Main): 305-740-6777

Fax: 305-350-9998

http://www.bigsurpartners.com
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