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FED RATE CUTS: WHAT ARE BONDS
SIGNALING TO INVESTORS?

With Fed rate cuts on the horizon and markets near all-time highs, what do investors need to know about how confidence in the
Federal Reserve affects interest rates?

Fed Chair Jerome Powell's recent speech at the Fed's annual Jackson Hole conference, which has been covered extensively in the media,
reinforced that an interest rate cut this month is likely. Powell emphasized that while there is uncertainty around tariffs and inflation, these
concerns need to be balanced against supporting the job market. Markets have hovered near all-time highs recently, suggesting that

investors agree with the trajectory of Fed policy and have confidence in the economy. What does a potential rate cut mean forlong-term
investors given the overall outlook?

Why Market Confidence in the Fed Matters

The relationship between Fed credibility and market confidence is often overlooked, but it's crucial for how monetary policy works.
Financial markets often serve as a “reality check” for the central bank. While the Fed sets short-term rates, longer-term interest rates that
affect mortgages and corporate borrowing are determined by markets. This means Fed policy only works when investors have confidence
in the Fed's ability to achieve its goals through both rate setting and guidance.

The 1970s serve as an example of a time when low confidence in the Fed drove rates up. When the Fed lost credibility by allowing prices to
surge, bond market investors effectively increased interest rates anyway by demanding higher yields to offset inflation risk.In contrast, the
post-2008 period demonstrated how Fed credibility helped keep long-term inflation expectations stable. Even when the Fed was arguably
slow to react to inflation after the pandemic, their rapid rate hikes and strong statements helped to restore inflation expectations.

One way to measure confidence in both the Fed and the economy is with corporate bond yields. Yields represent the compensation
investors require to lend to companies based on risk. These yields generally fall when the economy is healthy and corporate profits are
growing and widen in response to financial and economic concerns. Similarly, corporate credit spreads show us how much yield investors
require above safe government bonds.
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Today's market environment suggests this confidence remains strong. One of the clearest signals of market confidence comes from
corporate bond markets, where credit yields and spreads have reached their lowest levels in years, as shown in the chart abowe. This is
consistent with major stock market indices reaching new all-time highs due to investor confidence.

The Fed Is Signaling Rate Cuts

Powell's Jackson Hole speech acknowledged the delicate balance the Fed must strike between controlling inflation and supporting
employment. While the Fed chair noted that "risks to inflation are tilted to the upside" due to tariff impacts, he also emphasized
"significant risks to employment to the downside." This reflects the Fed's mandate to promote both stable inflation and employment.
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Recent economic data illustrates this challenge. The Fed's preferred inflation measure, the Personal Consumption Expenditures Price Inde,
has risen 2.6% over the past year, while core PCE increased 2.8%. These levels remain above the Fed's 2% target, and along with the
Consumer Price Index and Producer Price Index, show signs that companies are beginning to pass on higher costs to consumers.

However, employment data has shown unexpected softening. July's jobs report revealed that only 73,000 new positions were added, well
below the historic average and what economists had expected. Downward revisions to previous months suggested that the job market has
been cooling more than initially believed. Unemployment has remained steady between 4.0% and 4.2%, but this stability partly reflects
reduced labor force participation and changes in immigration policy affecting labor supply.

The Fed's challenge is determining whether tariff-related price increases represent a temporary adjustment or are a sign of worsening
inflationary pressures. At the moment, the Fed appears to be positioning for cautious rate cuts.
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Rate Cuts Create Opportunities Across Bond Sectors

The prospect of Fed rate cuts has important implications for investors. Historically, falling rates provide support for bond prices, since
existing bonds with higher yields become more valuable. In addition, changing rates and market volatility have helped support diversified
bond holdings. All of these factors have helped the U.S. Aggregate Bond Index to generate a total return of 4.8% this year.

For stock investors, lower rates typically reduce borrowing costs for companies, which can increase growth rates. This can support higher
valuations since future cash flows can be worth more today when interest rates are lower. The market's recent all-time highs suggest
investors are already positioning for this supportive environment.

Of course, when credit spreads are tight and market valuations are high, it's important to remain disciplined. When spreads are
compressed, corporate bonds may offer limited additional return potential and could face challenges if conditions deteriorate. Similarly,
high valuations can also mean that long-run expected returns may be lower.

This doesn't mean avoiding stocks or bonds entirely, or trying to time the market, but instead highlights the importance of holding an
appropriate asset allocation to balance these risks, ideally including private markets, which have historically provided low correlation with
public markets and attractive returns. A well-constructed portfolio can benefit from a stable economic environment and expected rate cuts,
while maintaining protection against unexpected developments.
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Disclosure

Legacy Capital Wealth Partners, LLC (“Legacy Capital”) is a registered investment advisor. Advisory services are only offered to clients or prospective clients
where Legacy Capital and its representatives are properly licensed or exempt from licensure.

The information provided is for educational and informational purposes only and does not constitute investment advice, nor should not be relied on as
such. It should not be considered a solicitation to buy or an offer to sell a security. It does not take into account any investor's particular investment
objectives, strategies, tax status or investment horizon. You should consult with your attorney or tax advisor.

The views expressed in this commentary are subject to change based on market and other conditions. These documents may contain certain statements
that may be deemed forward looking statements. Please note that any such statements are not guarantees of any future performance and actual results or
developments may differ materially from those projected. Any projections, market outlooks, or estimates are based upon certain assumptions and should
not be construed as indicative of actual events that will occur.

All information has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the
current accuracy, reliability, or completeness of, nor liability for, decisions based on such information and it should not be relied on as such.
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