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Federal Reserve (Fed) Chair Jerome Powell headlined last week’s Jackson Hole
Economic Symposium, titled “Reassessing the Effectiveness and Transmission of
Monetary Policy." In his speech, he could not have been more clear: “The time has
come for policy to adjust." The fed funds futures market expects a rate drop next
month. Implied probabilities for a 0.25% reduction in the target rate remain at
100%, while the odds for a 0.50% rate cut are currently at 35%. Powell has stated
the Fed’s future decisions will be data-driven, and thus it may be too early to say.
Next month's employment report will likely reveal whether we will get a 0.25% or
0.50% cut.

After Powell’s speech last Friday, markets are likely to start expecting rate cuts
beginning at the September Fed meeting. However, markets have priced in a
pretty aggressive rate cutting cycle, with over 1.0% of cuts this year and another
1.0% by next summer. While the 2% in cuts is less than what the Fed typically cuts
during recessionary periods, it’s aggressive for an economy that is still growing.
The 1994/1995 period is used as an analog of the current period because markets
are mostly expecting a soft landing. However, the Fed only cut rates by 0.75% in
1995 before raising rates by 0.25% a year later, with core Personal Consumption
Expenditures (PCE) levels lower than current readings. Could the markets be right?
Of course. But that means further declines in intermediate rates are probably
limited unless the economic data deteriorate significantly from current levels. This
week’s personal income and spending data could be more important than the
PCE data, as the Fed’s mandate has shifted from inflation to economic growth and
employment.

Are Too Many Cuts Priced Into Markets
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Disclosures: Past performance is no guarantee of future results. All indexes are
unmanaged and can’t be invested in directly. Any economic forecasts set forth
may not develop as predicted and are subject to change.

Amid elevated debt and deficits, we expect more market volatility ahead, as
financial markets become more sensitive to fiscal and political shocks. With the
Fed set to cut interest rates this year and into 2025, we are likely going to notice
shorter-maturity Treasury yields fall more than longer-maturity yields. The
Treasury yield curve is still inverted, so until the curve “rights itself” longer-maturity
yields are likely stuck at or around current levels. This limits the potential for price
appreciation, but income opportunities are more enduring.

Summary

Fed rate cut expectations in September continue to directionally drive Treasury
yields despite the expected increase in Treasury supply. From a fundamental
perspective, we think Treasury yields are likely range-bound at these higher
levels. Technically, 10-year yields remain in a downtrend and are now oversold
near support from the December lows (3.78%). Watch for a potential short-term
bounce near this area. Aside from preferred securities, valuations for riskier fixed
income sectors remain rich relative to core sectors, in our view. And while price
appreciation may be limited, until inflationary pressures abate, income levels
remain attractive. As noted in our Midyear Outlook 2024: Still Waiting for the Turn,
our year-end 2024 target for the 10-year Treasury yield remains at 3.75% to 4.25%,
and we expect fixed income to outperform cash in 2024.
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IMPORTANT DISCLOSURES

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. To determine which investment(s) may be
appropriate for you, please consult your financial professional prior
to investing.

Investing involves risks including possible loss of principal. No
investment strategy or risk management technique can guarantee
return or eliminate risk.

Indexes are unmanaged and cannot be invested into directly. Index
performance is not indicative of the performance of any investment
and does not reflect fees, expenses, or sales charges. All
performance referenced is historical and is no guarantee of future
results.

This material was prepared by LPL Financial, LLC. All information is
believed to be from reliable sources; however LPL Financial makes no
representation as to its completeness or accuracy.

Unless otherwise stated LPL Financial and the third party persons
and firms mentioned are not affiliates of each other and make no
representation with respect to each other. 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.

Asset Class Disclosures —

International investing involves special risks such as currency
fluctuation and political instability and may not be suitable for all
investors. These risks are often heightened for investments in
emerging markets.

Bonds are subject to market and interest rate risk if sold prior to
maturity.

Municipal bonds are subject and market and interest rate risk and
potentially capital gains tax if sold prior to maturity. Interest income
may be subject to the alternative minimum tax. Municipal bonds are
federally tax-free but other state and local taxes may apply.

Preferred stock dividends are paid at the discretion of the issuing
company. Preferred stocks are subject to interest rate and credit risk.



They may be subject to a call features.

Alternative investments may not be suitable for all investors and
involve special risks such as leveraging the investment, potential
adverse market forces, regulatory changes and potentially illiquidity.
The strategies employed in the management of alternative
investments may accelerate the velocity of potential losses.

Mortgage backed securities are subject to credit, default,
prepayment, extension, market and interest rate risk.

High yield/junk bonds (grade BB or below) are below investment
grade securities, and are subject to higher interest rate, credit, and
liquidity risks than those graded BBB and above. They generally
should be part of a diversified portfolio for sophisticated investors.

Precious metal investing involves greater fluctuation and potential
for losses.

The fast price swings of commodities will result in significant volatility
in an investor's holdings.

Securities and advisory services offered through LPL Financial, a
registered investment advisor and broker-dealer. Member
FINRA/SIPC.

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