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WHAT’S DRIVING STOCKS, BONDS
AND ALL-TIME HIGHS

The S&P 500 is back near all-time highs after several periods of uncertainty this year. Interest rates are also near their highest levels in
decades. What is driving these market trends?

The stock market has climbed to new all-time highs following several periods of uncertainty this year. This is welcome news for investors,
especially because many parts of the market have contributed to the rally, including sectors such as Energy, Information Technology, and
Industrials. Interest rates are also near multi-decade highs, pushing bond yields to their most attractive levels in years. At the same time,
investors should always be prepared for periods of volatility, which the past few years have shown can occur at any time.

For long-term investors, rising stock prices and higher yields create an environment that requires careful portfolio balance. On the surface,
it can seem contradictory for stocks to reach records while interest rates stay high, since rising rates can often slow the economy. However,
if both stocks and bonds are being supported by positive trends, long-term portfolios can in turn support financial goals. How should
investors think about this environment as markets sit near record levels?

Stocks and Bonds Support Portfolio Balance, but in Different Ways

The S&P 500, Nasdag, and the Dow Jones Industrial Average have all generated double digit-total returns this year. There are important
themes driving markets on the surface, influencing which parts of the market have contributed to these returns. Perhaps the most visible
are that artificial intelligence continues to drive technology stocks, and the energy sector has been supported by higher oil prices. These
are the factors most often cited in the headlines, and they help explain why major indices have reached new highs.

Another important factor is that corporate earnings have grown at a historic pace, providing a fundamental foundation for the rally. In the
long run, economic growth helps to drive corporate profits, which then pushes stock prices higher. Interestingly, corporate profits have
increased significantly in recent years, despite modest economic growth. Current forecasts suggest that the S&P 500 could reach an
earnings-per-share figure of $347 this year, representing an annual growth rate of over 30%. This growth rate, if achieved, would be well
above the historical average of around 8%.

Stock and Bond Annual Returns
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Sources: Clearnomics, Standard & Poor's, Bloomberg. Latest data point is August 19, 2026.

However, there is another important driver of the recent rally in the S&P 500: the Fed and interest rates. In the short run, markets can be
highly sensitive to expectations around Fed policy. This is because interest rates play an important role in calculating the price of stocks
today based on cash flows in the future. Since oil prices began to rise earlier this year, markets have expected the Fed to hike rates to
combat inflation. Given the recent cooling of the labor market and steady inflation readings, these expectations have declined, with only
one quarter-point hike priced in by next January.

Waiting for Pullbacks Is Often Counterproductive

With markets near all-time highs, a natural question for many investors is whether they should make portfolio adjustments or wait before
getting invested. History shows that since the economy and markets tend to grow over the long term, trying to time these movements can
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be counterproductive, and the opportunity cost of waiting is often higher than simply getting invested.

The chart below shows that waiting for the perfect entry point often doesn’t work. For example, an investor waiting for a 5% pullback
before investing would have waited 291 days on average. During that time, the market would have already gained nearly 14%. So, even
though pullbacks of 5% or worse do occur periodically, and each time is different, the fact that the market tends to rise over time means
the next dip is often higher than the last. In other words, the investor who waited would frequently have been better off simply staying
invested from the start.

Waiting for Pullbacks
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This is not to say that markets move in straight lines, or that pullbacks do not occur. Rather, it reinforces that new all-time highs are a
normal part of bull markets, and the best way to achieve long-term goals is often to simply hold onto a well-constructed portfolio.

Bond Yields Drive Long-Term Fixed Income Returns

While the stock market has performed well this year, bonds have been flat due to rising interest rates. Bond prices move in the opposite
direction of yields, so higher rates mean that existing bonds are less valuable. However, it's also the case that investors benefit when they
can reinvest in bonds at higher yields, or adjust their portfolios to take advantage of them, if it's appropriate for their financial plans.

The starting yield of a bond is an important part of long run returns. At the moment, bond yields have rarely been more attractive over the
past two decades. Investment grade corporate bonds and Treasury securities are now offering income levels that were difficult to find
during the years following the global financial crisis, when interest rates were held near zero. For investors who rely on their portfolios for
income, or who are simply looking to balance the risk of equities, this creates greater opportunities across fixed income than have existed
in many years.

So, while higher rates can weigh on bond prices, they also mean that bonds can play an important role in portfolios. When combined with
stock market trends that have helped portfolios this year, these asset classes can support the financial goals of long-term investors.
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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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