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SECOND QUARTER, 2026

FIXED INCOME OVERVIEW

Bond market volatility generally dropped
throughout the quarter as negotiations
progressed and the ceasefire framework put an
end to major military operations with a
reopening of the Strait of Hormuz. A strong
consumer sector, a favorable labor market,
decent corporate earnings, and a monumental
Al infrastructure buildout have also bolstered risk
markets. One big question for the markets to
answer in the back half of the year is exactly
how much of the “good news"” is already baked
in.

The Bloomberg US Aggregate Index ended the
quarter up 0.67%, having been basically flat at
the start of the year. Corporate bonds did well
despite a very heavy new-issue calendar, and
securitized credit is also doing well thanks to a
sfrong consumer. Longer-dated credit
outperformed short-duration credit as the curve
flattened in June. The Bloomberg Intermediate
US Govt./Credit Index finished up 0.43%, while
the short-duration Bloomberg 1-3yr. US
Govt./Credit Index did slightly better at 0.48% on
the quarter.
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Article Highlights

Middle East tensions ease, market rallies
The Consumer and Labor remain resilient
Credit spreads tighten

New Fed Chair, slightly different approach

Bloomberg US Aggregate Index Sector Perfformance

2.0%

0.0%

INDEX Tsy Corp | CMBS ABS | Ag. MBS
BQ226'| 0.67% | 0.32% | 1.40% | 0.45% | 0.75% | 0.58%
=YD 0.62% | 0.28% | 0.86% | 0.77% | 1.07% | 0.99%

Source: Bloomberg

For the latest on
NIS happenings
and firm updates

E:EE
&=

SCAN It
& go

e
2

777 E Wisconsin Ave
Suite 2350
Milwaukee, WI
53202

Phone:
414.765.1980

CHICAGO
MILWAUKEE



Credit Spreads

Investment-grade (IG) corporate credit spreads (blue
line) tightened over the quarter as the conflict in the
Middle East seems to be winding down. |G spreads
finished the quarter at 74bps after starting the year at
seemingly compressed levels in the upper 70s bps. High-
Yield bonds also did well during the quarter to finish at
270bps, 65bps tighter. The chart below shows both
markets bouncing close to their one-year trading
average, with IG names not far off the one-year tight

trading level.
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The Economy

The second quarter brought positive news to the
employment market, and the declining trend in
Nonfarm Payrolls was finally broken. A positive 172k jobs
added in May was far and above market expectations,
while April’s revision to 179k was icing on the cake.
These numbers were brought down a bit with the June
release but remain optimistic.
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We note strength in Healthcare, Transportation, Warehouse,
and Retail, all contributing to better-than-expected gains—
April’s Retail Sales ex. Auto and Gasoline came in around 5%
year-over-year, so people continue to spend money.

We also note the relative strength in both the ISM
Manufacturing and Services PMIs. 1t is especially nice to
see the uptick on the Manufacturing side, given that it had
been on the contractionary side for about three years until
January of this year. A strong jobs market is generally good
for the economy. Still, it is adding pressure on the Federal
Reserve as it tries to balance a rapidly changing labor
market and inflation.



New Fed Chair

The Federal Reserve welcomed a new chair as Kevin
Warsh took over from outgoing chair Jerome Powell. Mr.
Warsh inherits a job market that appears stable, even as
inflation is heading higher, with energy prices pushing
through the economy. The latest Dot Plot projections
show a more hawkish Federal Reserve board (at least
over the last 6 months), as the committee is more likely to
raise short-term rates rather than lower them. Nowhere
has this sentiment been more pronounced than in the
short end of the yield curve, as the 2/10 relationship
recently took a decided turn lower. The basic economic
thought is that higher short-term rates act as a brake on
the economy, while the long end of the curve serves as a
barometer of longer-term growth.
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Fed Chair Warsh basically said during his first press
conference that “markets ultimately tfrade at a rate of
true price stability”. If that proves to be the case, it might
suggest that inflation could remain high for a while yet
and that longer-term growth prospects are less robust.
How long will it take for inflation to stabilize?

CPI Inflation
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Assuming the conflict with Iran is over, one of the things
we'll be watching for is an increase in shipping traffic in the
Strait of Hormuz. Unfortunately, it could take a while for
things to be back to normal, as removing the mines could
take about 6 months. Additionally, President Trump has
said passage through the Strait will be ‘permanently toll-
free’; the deal allows Iran to work with Oman, in
consultation with other littoral states, to ‘define the future
administration and maritime services’ in the Strait. Iranian
officials had previously said ‘fees will be charged’ for
unspecified ‘services’ going forward.
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Third Quarter, 2026 STRATEGY

Our strategy remained consistent during Q2, mainly
maintaining an upward bias to credit quality. Supply
remained heavy in Q2 with a heavy-looking calendar on
the horizon. We added to the tech-heavy supply during
the quarter, but we remain underweight overall due to
supply concerns.
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