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October 8, 2024

Good afternoon.

Finally! For the first time in more than four years, on September 18, the Federal Reserve (Fed) cut interest
rates. While the debate over how big the cut would be was settled (a half point, not a quarter), questions
about where the Fed will go from here and what it might mean for the economy and markets will continue.

The Fed matters, but let’s consider the possibility it’s been getting too much attention. Since the Fed’s
announcement, the 10-year yield has risen, not fallen. This move reflects the fact that the bond market had
already priced in an aggressive rate cutting cycle — one that may take the Fed’s target federal funds rate
from its current 5% down to 3% by the end of 2025. Unless a recession drags rates lower, which we don’t
expect anytime soon, the boost to the economy from lower borrowing costs (e.g., on mortgage rates, auto
loans, etc.) may be mostly behind us.

Stocks also factor in rate cuts in advance. The S&P 500 stock market benchmark gained 24% during this
latest Fed rate pause (from the last hike on July 27, 2023, until September 17, 2024). That marked the best
stock performance during a Fed pause in at least 50 years, covering nine cutting cycles. But now that rate
cuts have begun, history tells us more modest returns may be in store. On average, during the year after
initial rate cuts, stocks produced only mid-single-digit returns.

The economy is the key to better potential returns. During the first year of a rate-cutting cycle accompanied
by a growing economy, (e.g., no recession) stocks tend to generate above-average gains. The S&P 500
gained 14% on average during those 12-month periods. If a soft landing is achieved — perhaps more likely
than not, but not assured — further gains for stocks could lie ahead.

Even if recession risk is low, policy risk is high with the November election just a month away. The
uncertainty around policy outcomes has historically caused market volatility in the weeks leading up to
elections. Stocks did just fine this September, gaining 2% during the historically weak month. The steady rise
suggests markets are focused more on the still-growing economy, falling inflation, and rising corporate
profits. However, with several trillion dollars of expiring tax cuts to be negotiated next year, unsustainable
deficit spending as far as the eye can see, and tense trade relations with China, don’t be surprised if market
volatility picks up — regardless of what happens on November 5.

The bull market will likely continue as the economy expands, but a pullback is likely overdue. Stocks reflect a
lot of good news. The policy and geopolitical backdrops remain challenging. Job growth is slowing, and the
cumulative effects of inflation have taken a toll.

As always, please reach out to me with questions.
Sincerely,
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Important Information

This material is for general information only and is not intended to provide specific advice or recommendations for any individual.
There is no assurance that the views or strategies discussed are suitable for all investors or will yield positive outcomes. Investing
involves risks including possible loss of principal. Any economic forecasts set forth may not develop as predicted and are subject to
change.

References to markets, asset classes, and sectors are generally regarding the corresponding market index. Indexes are unmanaged
statistical composites and cannot be invested into directly. Index performance is not indicative of the performance of any
investment and do not reflect fees, expenses, or sales charges. All performance referenced is historical and is no guarantee of future
results.

All data is provided as of October 2, 2024.

Any company names noted herein are for educational purposes only and not an indication of trading intent or a solicitation of their
products or services. LPL Financial doesn’t provide research on individual equities.

All index data from FactSet.

The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designed to measure performance of the
broad domestic economy through changes in the aggregate market value of 500 stocks representing all major industries.

Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds
are subject to availability and change in price.

There is no guarantee that a diversified portfolio will enhance overall returns or outperform a non-diversified portfolio.
Diversification does not protect against market risk.

Past performance does not guarantee future results.
Asset allocation does not ensure a profit or protect against a loss.
This material was prepared by LPL Financial, LLC.

Securities and advisory services offered through LPL Financial (LPL), a regjstered investment advisor and broker-dealer (member
FINRA/SIPC). Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice
from a separately registered independent investment advisor that is not an LPL affiliate, please note LPL makes no representation
with respect to such entity.

Not Insured by FDIC/NCUA or Any Not Bank/Credit Union Not Bank/Credit Union May Lose
Other Government Agency Guaranteed Deposits or Obligations Value
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