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The Overshoot Trap: Why Market Interest Rates and Prices Go Too Far

The third quarter saw some of the most violent interest rate moves in decades. At the beginning of 2026 the markets were pricing in three rates
cuts. Today, they are pricing in over four interest rate hikes. The third quarter Treasury rise in rates was the sharpest since 1994. Yields have now
climbed to levels last seen in 2022 and are above the peak reached in 2007. Why the change and will the Federal Reserve really hike that many
times?

Headwind: Higher energy prices have driven rates higher
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When looking at the above chart, you can see that we have compared the average Brent oil/gas price (left side) with the 2-year developed market
interest rate yield (right side). There is no doubt that short term rates are mirroring commodity prices, in particular oil. This is clearly a momentum
trade that could be halted or reversed quickly depending on what happens in the Middle-East. Underlying core inflation, such as rents and other
goods, have been moderating over the last couple of years. Currently core inflation is around 2.5%-3.0%. In our view, it would be a significant policy
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mistake should the Federal Reserve raise rates four times. If that happens, we believe an economic recession would be likely; at least in the housing,
auto and consumer rate sensitive areas of the economy. We would also find it hard to believe these areas would not spill over into the broader
economy.

So how much can interest rates rise? Clearly markets and traders do not know exactly. Many elements, such as the Middle-East, Russia/Ukraine and
tariffs, are out of their control. When markets are uncertain, they typically overshoot with worry and thus price in the worse-case scenarios, which
is what we believe is happening now in the fixed income / bond area. We do think we could see one or two more hikes, but unless we have an all-
out war in the Middle-East, or other extreme geo-political issues, we don’t see four in the offering. In this environment we are focusing on long
term opportunities at attractive yields.

Equity Markets

The third quarter stock markets showed additional underlying volatility, some caused by the bond market. Smaller companies typically have more
debt; thus, higher rates will increase their costs and lower their profit. Most of the S&P 500 index stocks (62%) were lower in the third quarter.
However, because of the significant concentration and valuations of a few firms (META / Facebook) the large cap index did not adjust as much as the
other equity indexes. Large cap companies’ earnings and margins continue to be solid, which is stabilizing the market. Higher interest rates have yet
to show in their financial statements. The markets are starting to adjust future earnings within the small and mid-capitalization stocks, and because
of this, these indexes are negative during the third quarter. Other areas that struggled with higher interest rates in the third quarter include the
financial, insurance, utilities and real estate industries.

International and emerging markets stocks started strong in the quarter but showed significant pressure in September due to higher interest rates
in Japan as well as across the globe. Many European and Asian countries import the majority of their commodities, thus experiencing higher
inflation given the Middle-East tensions. Should commodity prices stabilize, some of the emerging market economies are well positioned.

Given current market valuations and earnings momentum we still see opportunity in the equity markets.
Bond Markets

With the increase in inflation expectations and thus interest rates, the fixed income returns struggled during the third quarter. Some bond sectors
experienced double digit losses. The move in prices and yields was more extreme in the short end of the curve, specifically 2-year duration. The
municipal sector (states, towns, water etc.) saw significant swings in prices and yields as issuance is up in 2026 and tax collections became a worry.
With after tax yields approaching 7%-9% we are starting to see opportunities to lock in future returns.

Overall Landscape

We continue to focus on long-term results, client outcomes and objectives. These are never static given all the variables included in our analysis as

well as our clients’ life changes. We continue to prioritize diversification, risk management and capitalizing on opportunities in this market.
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Index — US Equities
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3.36%
2.29%
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Index Returns
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Important Disclosures

»  Atlantic Retirement & Wealth Advisors is registered with the State of South Carolina as well as other States in which the firm has business. This presentation and
information is being presented based on the individual’s request and in no way constitutes any sale, offering or solicitation.

»  All information contained herein is believed to be correct but accuracy cannot be guaranteed. Information may change based on the firm’s upcoming filings and
requirements.

» Comments and general market related projections are based on information available at the time of writing, are for informational purposes only, are subject to change
without notice, and may not be relied upon for individual investing.

*  The firm and its employees do not provide tax or legal advice.

»  References to future returns are not promises or even estimates of actual returns a client portfolio may achieve. The price of securities may rise or fall because of changes
in the broad market or changes in a company’s financial condition, sometimes rapidly or unpredictably. Investments in commodities may have greater volatility than
investments in traditional securities, particularly if the instruments involve leverage.

*  Past performance does not guarantee future results. Diversification does not guarantee investment returns and does not eliminate the risk of loss. The views and strategies
described may not be suitable for all investors. Investors should consider their objectives, risks, expenses and timeframe when selecting an advisor or specific investment.

*  Benchmarks and return data are provided by third parties. All information contained herein is believed to be correct but accuracy cannot be guaranteed.



