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The “Magnificent One”

FRANK VALLE, CFA, CAIA, ASSOCIATE DIRECTOR OF FIXED INCOME

The Bloomberg U.S. Aggregate Bond Index has become increasingly concentrated in U.S.
government-related exposure, creating concentration risks that active bond managers may mitigate
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Over the last few years, equity markets have been defined by a group of stocks often referred to as the
“Magnificent Seven” (Alphabet, Amazon, Apple, Meta, Microsoft, NVIDIA, and Tesla). These stocks represent
roughly 34% of the S&P 500 Index, leading to meaningful concentration risk and an outsized influence on
overall index returns. In fixed income, on the other hand, the Bloomberg U.S. Aggregate Bond Index could be
referred to as the “Magnificent One"” given the extent to which it serves as a bellwether for the broader asset
class. The index is comprised of four sub-indices: Treasuries, Government-Related, Corporates, and Securitized.
Like the S&P 500 Index, however, this benchmark is not immune to concentration risk, as issuers that borrow
the most maintain the largest weights within the index. More than 80% of the securitized sector, for instance,
is comprised of Fannie Mae and Freddie Mac mortgage-backed securities, while Ginnie Mae mortgage-backed
securities represent an additional 10% of this sector.

Prior to 2008, securitized bonds were the largest component of the index, fueled by the growth of the mortgage
market and the issuance of mortgage-backed securities by Fannie Mae and Freddie Mac. Following the Global
Financial Crisis, the U.S. Treasury embarked on a borrowing bonanza, with Treasury issuance surging to $760
billion in the 2008 fiscal year. Net borrowing jumped again in 2018 after the passage of the 2017 Tax Cuts
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and Jobs Act and continued to rise through the COVID-19 pandemic. The U.S. budget deficit is now
expected to widen to more than $3 trillion in the next 10 years, and these dynamics have impacted the
constitution of the Bloomberg U.S. Aggregate Bond Index. While not all Treasuries are eligible for index
inclusion, the overall weight of Treasuries in the benchmark has grown from roughly 25% to 46% over the
last two decades and could climb higher in the years ahead. Treasuries are not the only source of U.S.
government risk in the Bloomberg U.S. Aggregate Bond Index. As noted above, the securitized sector is
heavily exposed to bonds issued by government-sponsored entities (e.g., Ginnie Mae, Fannie Mae, and
Freddie Mac). Ginnie Mae mortgage-backed securities are supported by the full faith and credit of the
U.S. government, while securities issued by Fannie Mae and Freddie Mac have an effective government
guarantee since the entities were placed under conservatorship in the wake of the Global Financial Crisis.
Taken together, securities issued or guaranteed in some way by the U.S. government currently exceed
70% of the Bloomberg U.S. Aggregate Bond Index. While a default by the U.S. government is highly
unlikely, prices of government-related securities can move adversely in response to persistent deficits,
rising debt levels, higher interest costs, inflationary pressures, and geopolitical developments.

Concentration risk within the fixed income space can be reduced via active management, as actively
managed strategies have greater flexibility in terms of sector positioning and diversification. To that point,
a common trade among bond managers with an active focus is to strategically underweight Treasuries and
Agency mortgage-backed securities in favor of corporate and structured credit exposures. This approach
reduces investor exposure to the U.S. government and increases yield due to higher spread risk relative
to a passive portfolio. Additional sources of diversification that active strategies can provide include non-
dollar exposures (e.g., developed and emerging markets) and below-investment-grade credit. ®»
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CONFIDENTIALITY NOTICE: This communication, including attachments, is for the exclusive use of the addressee and contains
proprietary, confidential and/or privileged information; any use, copying, disclosure, dissemination or distribution is strictly
prohibited. Marquette Associates, Inc. retains all proprietary rights they may have in the information.

Marquette Associates, Inc. (“Marquette”) has prepared this document for the exclusive use by the client or third party for
which it was prepared. The information herein was obtained from various sources, including but not limited to third party
investment managers, the client’s custodian(s) accounting statements, commercially available databases, and other economic
and financial market data sources.

The sources of information used in this document are believed to be reliable. Marquette has not independently verified all
of the information in this document and its accuracy cannot be guaranteed. Marquette accepts no liability for any direct or
consequential losses arising from its use. The information provided herein is as of the date appearing in this material only and
is subject to change without prior notice. Thus, all such information is subject to independent verification, and we urge clients
to compare the information set forth in this statement with the statements received directly from the custodian in order to
ensure accuracy of all account information. Past performance does not guarantee future results and investing involves risk
of loss. No graph, chart, or formula can, in and of itself, be used to determine which securities or investments to buy or sell.

Forward looking statements, including without limitation any statement or prediction about a future event contained in this
presentation, are based on a variety of estimates and assumptions by Marquette, including, but not limited to, estimates
of future operating results, the value of assets and market conditions. These estimates and assumptions, including the risk
assessments and projections referenced, are inherently uncertain and are subject to numerous business, industry, market,
regulatory, geopolitical, competitive, and financial risks that are outside of Marquette’s control. There can be no assurance
that the assumptions made in connection with any forward looking statement will prove accurate, and actual results may differ
materially. Indices have been selected for comparison purposes only. Client account holdings may differ significantly from the
securities in the indices and the volatility (beta) of the account may be materially different from client account performance
and may be more or less than the benchmark. You cannot invest directly in an index. Artificial intelligence has been utilized
during the preparation of this document.

The inclusion of any forward looking statement herein should not be regarded as an indication that Marquette considers
forward looking statements to be a reliable prediction of future events. The views contained herein are those of Marquette
and should not be taken as financial advice or a recommendation to buy or sell any security. Any forecasts, figures, opinions
or investment techniques and strategies described are intended for informational purposes only. They are based on certain
assumptions and current market conditions, and although accurate at the time of writing, are subject to change without prior
notice. Opinions, estimates, projections, and comments on financial market trends constitute our judgment and are subject
to change without notice. Marquette expressly disclaims all liability in respect to actions taken based on any or all of the
information included or referenced in this document. The information is being provided based on the understanding that
each recipient has sufficient knowledge and experience to evaluate the merits and risks of investing.

This document does not constitute an offer to sell, or a solicitation of an offer to buy, any interest in any investment vehicle,
and should not be relied on as such. Targets, ranges and expectations set forth in this presentation are approximations; actual
results may differ materially. The information and opinions expressed herein are as of the date appearing in this material only,
are subject to change without prior notice, and do not contain material information regarding the Marquette Model Portfolio,
including specific information relating to portfolio investments and related important risk disclosures. The descriptions herein
of Marquette’s investment objectives or criteria, the characteristics of its investments, investment process, or investment
strategies and styles may not be fully indicative of any present or future investments, are not intended to reflect performance
and may be changed in the discretion of Marquette. While the data contained herein has been prepared from information that
Marquette believes to be reliable, Marquette does not warrant the accuracy or completeness of such information.

About Marquette Associates

Marquette was founded in 1986 with the sole objective of providing investment consulting at the highest caliber of
service. Our expertise is grounded in our commitment to client service — our team aims to be a trusted partner and as
fiduciaries, our clients’ interests and objectives are at the center of everything we do. Our approach brings together the
real-world experience of our people and our dedication to creativity and critical thinking in order to empower our clients
to work towards their goals.

Marquette is an independent investment adviser registered with the U.S. Securities and Exchange Commission under
the Investment Advisers Act of 1940, as amended. Registration does not imply a certain level of skill or training. More
information about Marquette including our investment strategies, fees, and objectives can be found in our ADV
Part 2 and Form CRS which are available upon request and on our website. For more information, please visit www.
MarquetteAssociates.com.
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