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Beginning in April
1953, interest rates
increased steadily
until they reached a
pinnacle in the early
1980s. Since then,
bonds have been
having an
impressive bull run.
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PRACTICE ESSENTIALS®
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Rising Rates’ Silver Linings

Over the last six decades, the trajectory of U.S. interest rates has been quite
dramatic (see Exhibit 1). It's not hard to imagine why all eyes are on the
Federal Reserve’s next move. Beginning in the mid-1950s, interest rates
increased steadily until they reached a pinnacle in the early 1980s. Since
then, bonds have been having an impressive bull run.

Exhibit 1: 10-Year U.S. Treasury Bond Rate
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Source: U.S. Federal Reserve. Data from April 1953 through September 2015. Chart is provided for illustrative
purposes.

This preoccupation arises in large part because interest rates are, as Exhibit
1 indicates, hovering near their lowest levels in history and, more importantly,
they are near zero, leading to the natural conclusion that there’s only one
direction for interest rates to go.* When anticipating rising rates, perhaps the
last thing to think about is bond investments. But, for a number of reasons,

some circumstances necessitate an allocation to fixed income, whether for
diversification or risk reduction.

Chan, Fei Mei, and Craig J. Lazzara, “Much Ado About Interest Rates,” September 2013.
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During the recovery
from crisis mode in
2009, the S&P 500
Bond Index far
outperformed the
S&P/BGCantor 7-10
Year U.S. Treasury
Bond Index.
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INTEREST RATE MATTERS

Though bond values will, definitionally, fall when interest rates rise, different
types of bonds have differing characteristics. What type of bond is the right fit
depends heavily on individual circumstances. Exhibit 2 charts the
performance of the S&P 500°, the S&P 500 Bond Index?, and the
S&P/BGCantor 7-10 Year U.S. Treasury Bond Index.® The chart not only
highlights the remarkably different risk profiles of stocks and bonds, but also
the performance divergence between the performance of corporate debt and
U.S. Treasuries in the 2008 financial crisis.

Exhibit 2: Relative Performance of the S&P 500, S&P 500 Bond Index, and

S&P/BGCantor 7-10 Year U.S. Treasury Bond Index
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—— S&P 500 —— S&P 500 Bond Index S&P/BGCantor 7-10 Year U.S. Treasury Bond Index
Source: S&P Dow Jones Indices LLC. Data from Dec. 31, 1994, through Sept. 30, 2015. Daily index levels
rebased to 100 on Dec. 31, 1994. Past performance is no guarantee of future results. It is not possible to invest
directly in an index, and index returns do not reflect expenses an investor would pay. Chart is provided for
illustrative purposes and reflects hypothetical historical performance. Please see the Performance Disclosures at
the end of this document for more information regarding the inherent limitations associated with back-tested
performance.

The chart of annual returns provides a better picture of the difference in
performance for the two bond indices during times of turmoil (such as in
2008), as well as in the recovery from crisis mode in 2009, when the S&P 500
Bond Index far outperformed the S&P/BGCantor 7-10 Year U.S. Treasury
Bond Index (see Exhibit 3).

Hong, Xie, and Aye M. Soe, “S&P 500° Bond Index: Simplifying the U.S. Corporate Bond Market,” September 2015.

® As of Sept. 30, 2015, the S&P/BG Cantor 7-10 Year U.S. Treasury Bond Index has a weighted duration of 7.67 and yield of 1.94%, which is
the closest treasury index to the S&P 500 Bond Index’s weighted duration of 6.67 and yield of 3.34%.
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Under certain
circumstances,
investors may prefer
corporate bonds to
U.S. Treasury
bonds.
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Exhibit 3: Annual Performance of the S&P 500 Bond Index and S&P/BGCantor
7-10 Year U.S. Treasury Bond Index
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Source: S&P Dow Jones Indices LLC. Data from Dec. 31, 1994, through Dec. 31, 2014. Past performance is no
guarantee of future results. It is not possible to invest directly in an index, and index returns do not reflect expenses
an investor would pay. Chart is provided for illustrative purposes and reflects hypothetical historical performance.
Please see the Performance Disclosures at the end of this document for more information regarding the inherent
limitations associated with back-tested performance.

ALL BONDS ARE NOT CREATED EQUAL

Under certain circumstances, investors may prefer corporate bonds to U.S.
Treasury bonds. Inexorably, corporate debt comes with greater risk. But,
relative to U.S. Treasuries, corporate bonds also have higher return
potential.*

Between the S&P 500 Bond Index and the S&P/BGCantor 7-10 Year U.S.
Treasury Bond Index, the former is much more correlated with the S&P 500
(see Exhibit 4). This is not surprising, since corporate debt is riskier than
U.S. Treasuries. When a crisis is such a threat that corporations’ survival is
in peril, then naturally debt issued by corporations will also be in danger of
default.

Exhibit 4: Correlations

S&P 500 Bond Index and S&P 500 and
S&P/BGCantor 7-10 Year S&P/BGCantor 7-10 Year
U.S. Treasury Bond Index U.S. Treasury Bond Index

S&P 500 Bond Index

Correlation and S&P 500

Source: S&P Dow Jones Indices LLC. Data from Dec. 31, 1994, through Sept. 30, 2015. Table is provided for
illustrative purposes. Past performance is no guarantee of future results.

Villarreal, Pamela, “Are Corporate Bonds Worth a Look?” National Center for Policy Analysis, April 23, 2013.
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In periods of good
equity performance,
the S&P 500 Bond
Index has
underperformed
stocks but
outperformed U.S.
Treasuries. In
periods of poor
equity performance,
the S&P 500 Bond
Index has
outperformed
stocks, but was itself
outperformed by
U.S. Treasuries.
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This dynamic is manifested in the performance history of the S&P 500 Bond
Index and the S&P/BGCantor 7-10 Year U.S. Treasury Bond Index. In
periods of good equity performance, the S&P 500 Bond Index has
underperformed stocks but outperformed U.S. Treasuries. In periods of poor
equity performance, the S&P 500 Bond Index outperformed stocks, but was
itself outperformed by U.S. Treasury bonds. Exhibit 5 highlights the
performance of stocks, corporate bonds, and U.S. Treasuries in various stock
market environments.

Exhibit 5: Comparative Performance of the S&P 500, S&P 500 Bond Index, and
S&P/BGCantor 7-10 Year U.S. Treasury Bond Index
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Source: S&P Dow Jones Indices LLC. Data from Dec. 30, 1994, through Sept. 30, 2015. Past performance is no
guarantee of future results. Itis not possible to invest directly in an index, and index returns do not reflect expenses
an investor would pay. Chart is provided for illustrative purposes and reflects hypothetical historical performance.
Please see the Performance Disclosures at the end of this document for more information regarding the inherent
limitations associated with back-tested performance.

THE WORST OF TIMES FOR U.S. TREASURIES

Between 1995 and 2015, in the months when U.S. Treasuries delivered
their worst performance, corporate bonds outperformed U.S. Treasuries
by the largest margin (see Exhibit 6). We divided the 249 months in this
period into modified quartiles based on whether the S&P/BGCantor 7-10 Year
U.S. Treasury Bond Index was positive or negative, and then further divided
those months equally into the biggest and more moderate changes in each
direction. In the worst quartile, U.S. Treasury bonds showed an average
monthly decline of 2.04%, while the S&P 500 Bond Index’s average decline
was only 0.79%, an outperformance of 1.25%. In those same months, an
archetypal 60/40 allocation with corporate bonds yielded an outperformance
of 0.49% versus the same allocation with U.S. Treasuries.
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Historically, when
interest rates have
risen, their effect on
corporate bonds has
been muted
compared with their
effect on U.S.
Treasuries.
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Exhibit 6: Performance in Various Interest Rate Environments

S&P/BGCantor S&P 500 S&P 500 S&P 500 (60%)/
TrET 7-10 Year U.S. S&p Bond (60%)/S&P S&P/BGCantor 7-
Perform);mce Treasury 500 (%) Index 500 Bond 10 Year U.S.
Bond Index (%) Index (40%) Treasury Bond
Biggest B )
Declines 46 2.04 1.49 0.79 0.60 0.11
Moderate 46 043 125 -0.02 0.75 0.59
Declines
Moderate 79 0.71 1.06 0.69 0.92 0.93
Increases
Biggest 78 255  -0.32 155 0.45 0.86

Increases

Source: S&P Dow Jones Indices LLC. Data from Dec. 31, 1994, through Sept. 30, 2015. Past performance is no
guarantee of future results. Table is provided for illustrative purposes and reflects hypothetical historical
performance. Please see the Performance Disclosures at the end of this document for more information regarding
the inherent limitations associated with back-tested performance.

Heightened sensitivity to anticipated interest rate increases is
understandable. However, the impact of interest rate changes varies with
different types of bonds. Historically, when interest rates have risen, their
effect on corporate bonds has been muted compared with their effect
on U.S. Treasuries. Similarly, a balanced allocation incorporating corporate
bonds has offered more protection relative to U.S. Treasury bonds during
these times.

ADDITIONAL RESOURCES

To access additional publications from S&P Dow Jones Indices, including the
latest SPIVA® Scorecard, visit www.spdji.com.

LIKE WHAT YOU READ? Sign up to receive updates on a broad range
of index-related topics and complimentary events. o o @ @


http://www.spdji.com/
http://www.spindices.com/registration
http://www.linkedin.com/groups/S-P-Dow-Jones-Indices-2426754/about
https://www.facebook.com/pages/SP-Dow-Jones-Indices/161630018534
http://www.spindices.com/rss/
https://twitter.com/SPDJIndices
http://www.youtube.com/user/SPIndicesChannel
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PERFORMANCE DISCLOSURES

The S&P 500 Bond Index was launched on July 8, 2015. The S&P/BGCantor 7-10 Year U.S. Treasury Bond
Index was launched on March 24, 2010. All information for an index prior to its launch date is back-tested. Back-
tested performance is not actual performance, but is hypothetical. The back-test calculations are based on the
same methodology that was in effect on the launch date. Complete index methodology details are available at
www.spdji.com. It is not possible to invest directly in an index.

S&P Dow Jones Indices defines various dates to assist our clients in providing transparency on their products.
The First Value Date is the first day for which there is a calculated value (either live or back-tested) for a given
index. The Base Date is the date at which the Index is set at a fixed value for calculation purposes. The Launch
Date designates the date upon which the values of an index are first considered live: index values provided for
any date or time period prior to the index’s Launch Date are considered back-tested. S&P Dow Jones Indices
defines the Launch Date as the date by which the values of an index are known to have been released to the
public, for example via the company’s public website or its datafeed to external parties. For Dow Jones-branded
indicates introduced prior to May 31, 2013, the Launch Date (which prior to May 31, 2013, was termed “Date of
introduction”) is set at a date upon which no further changes were permitted to be made to the index
methodology, but that may have been prior to the Index’s public release date.

Past performance of the Index is not an indication of future results. Prospective application of the methodology
used to construct the Index may not result in performance commensurate with the back-test returns shown. The
back-test period does not necessarily correspond to the entire available history of the Index. Please refer to the
methodology paper for the Index, available at www.spdji.com for more details about the index, including the
manner in which it is rebalanced, the timing of such rebalancing, criteria for additions and deletions, as well as all
index calculations.

Another limitation of using back-tested information is that the back-tested calculation is prepared with the benefit
of hindsight. Back-tested information reflects the application of the index methodology and selection of index
constituents in hindsight. No hypothetical record can completely account for the impact of financial risk in actual
trading. For example, there are numerous factors related to the equities, fixed income, or commodities markets in
general which cannot be, and have not been accounted for in the preparation of the index information set forth, all
of which can affect actual performance.

The Index returns shown do not represent the results of actual trading of investable assets/securities. S&P Dow
Jones Indices LLC maintains the Index and calculates the Index levels and performance shown or discussed, but
does not manage actual assets. Index returns do not reflect payment of any sales charges or fees an investor
may pay to purchase the securities underlying the Index or investment funds that are intended to track the
performance of the Index. The imposition of these fees and charges would cause actual and back-tested
performance of the securities/fund to be lower than the Index performance shown. As a simple example, if an
index returned 10% on a US $100,000 investment for a 12-month period (or US $10,000) and an actual asset-
based fee of 1.5% was imposed at the end of the period on the investment plus accrued interest (or US $1,650),
the net return would be 8.35% (or US $8,350) for the year. Over a three year period, an annual 1.5% fee taken at
year end with an assumed 10% return per year would result in a cumulative gross return of 33.10%, a total fee of
US $5,375, and a cumulative net return of 27.2% (or US $27,200).
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GENERAL DISCLAIMER

© 2015 by S&P Dow Jones Indices LLC, a part of McGraw Hill Financial, Inc. All rights reserved. Standard & Poor‘s®, S&P
500°, and S&P® are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”), a subsidiary of McGraw Hill
Financial. Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). Trademarks have
been licensed to S&P Dow Jones Indices LLC. Redistribution, reproduction and/or photocopying in whole or in part are
prohibited without written permission. This document does not constitute an offer of services in jurisdictions where S&P Dow
Jones Indices LLC, Dow Jones, S&P or their respective affiliates (collectively “S&P Dow Jones Indices”) do not have the
necessary licenses. All information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any
person, entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to
third parties. Past performance of an index is not a guarantee of future results.

It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available through
investable instruments based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any
investment fund or other investment vehicle that is offered by third parties and that seeks to provide an investment return
based on the performance of any index. S&P Dow Jones Indices makes no assurance that investment products based on the
index will accurately track index performance or provide positive investment returns. S&P Dow Jones Indices LLC is not an
investment advisor, and S&P Dow Jones Indices makes no representation regarding the advisability of investing in any such
investment fund or other investment vehicle. A decision to invest in any such investment fund or other investment vehicle
should not be made in reliance on any of the statements set forth in this document. Prospective investors are advised to make
an investment in any such fund or other vehicle only after carefully considering the risks associated with investing in such
funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of the
investment fund or other vehicle. Inclusion of a security within an index is not a recommendation by S&P Dow Jones Indices to
buy, sell, or hold such security, nor is it considered to be investment advice. Closing prices for S&P US benchmark indices and
Dow Jones US benchmark indices are calculated by S&P Dow Jones Indices based on the closing price of the individual
constituents of the index as set by their primary exchange. Closing prices are received by S&P Dow Jones Indices from one of
its third party vendors and verified by comparing them with prices from an alternative vendor. The vendors receive the closing
price from the primary exchanges. Real-time intraday prices are calculated similarly without a second verification.

These materials have been prepared solely for informational purposes based upon information generally available to the public
and from sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related
analyses and data, research, valuations, model, software or other application or output therefrom) or any part thereof
(Content) may be modified, reverse-engineered, reproduced or distributed in any form or by any means, or stored in a
database or retrieval system, without the prior written permission of S&P Dow Jones Indices. The Content shall not be used for
any unlawful or unauthorized purposes. S&P Dow Jones Indices and its third-party data providers and licensors (collectively
“S&P Dow Jones Indices Parties”) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P
Dow Jones Indices Parties are not responsible for any errors or omissions, regardless of the cause, for the results obtained
from the use of the Content.

The Content is provided on an “as is” basis. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR
IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS
FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE
CONTENT’'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY
SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties be liable to any party for
any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal
fees, or losses (including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the
Content even if advised of the possibility of such damages.

S&P Dow Jones Indices keeps certain activities of its business units separate from each other in order to preserve the
independence and objectivity of their respective activities. As a result, certain business units of S&P Dow Jones Indices may
have information that is not available to other business units. S&P Dow Jones Indices has established policies and procedures
to maintain the confidentiality of certain non-public information received in connection with each analytical process.

In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers
of securities, investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries,
and accordingly may receive fees or other economic benefits from those organizations, including organizations whose
securities or services they may recommend, rate, include in model portfolios, evaluate or otherwise address.

BGCantor and BGCantor Market Data are trademarks of BGCantor Market Data L.P. or its affiliates and have been licensed
for use by Standard & Poor’s. None of the financial products based on the S&P/BGCantor U.S. Treasury Indices are
sponsored, endorsed, sold or promoted by BGCantor Market Data, L.P. and BGCantor Market Data, L.P. makes no
representation regarding the advisability of investing in such products.



