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Understanding
the economic
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during past
rate cuts can
help investors
make more
informed
decisions.
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What's Next for Cash, Bonds, Equities?

By Jason NUNNERY, CFA
Financial Advisor

WITH THE FEDERAL RESERVE’S RECENT 50-BASIS-POINT RATE CUT in September
followed by a 25-basis-point rate cut in November, many investors are wondering how it
will impact cash, bonds, and equities. Past rate cuts give some guidance, but the current
economic landscape has unique challenges. Understanding the economic landscape
during past rate cuts can help investors make more informed decisions.

HISTORICAL ASSET CLASS IMPACT

Cash: Cash investments, including money markets and high-yield savings accounts,
generally yield lower returns as rates decline. Investors may need to reconsider
allocations to cash in this environment.

Bonds: Bonds may vary in performance based on the broader economic climate, but
typically benefit from rate cuts as falling yields drive bond prices higher. In growth
scenarios, corporate bonds often outperform government bonds due to higher yields.
Yet, in recessionary cycles, government bonds become more attractive.

Equities: Equities generally outperform bonds and cash in the year following a rate cut.
Lower borrowing costs can enhance corporate profitability, pushing stock prices higher.
Equities perform best when a recession is avoided, as seen in non-recessionary cycles. If
recession concerns grow, equity volatility could increase.

HISTORICAL INSIGHTS ON RATE-CUT CYCLES

1929-1970: The Early Stages of Monetary Policy Impact

- Rate cuts in this era were often reactive to profound recessions or economic
downturns, marked by significant federal intervention. The Federal Reserve’'s moves
were often aimed at stabilizing an economy fundamentally different from today’s,
characterized by less complex financial markets and limited global interconnectivity.
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- During these early cycles, equities outperformed other assets post-rate cut, but
only when recovery efforts averted deeper recessions. When recessions persisted,
government bonds outperformed equities, often driven by a “flight to quality.”

1970s-1980s: Inflation and Interest Rate Volatility

« In the wake of stagflation and the subsequent aggressive rate hikes under Chairman
Paul Volcker, the 1970s and 1980s brought about a new era of monetary policy. The
Fed’s shift from a highly restrictive to a more accommodative policy led to short-lived,
sharp recoveries in asset markets.

- Equities often outperformed following rate cuts, however, this was contingent on
the Fed’s ability to contain inflation without triggering a prolonged recession. This
era demonstrates the interconnectedness of monetary policy and inflation control,
as equities thrived when rate cuts successfully bolstered economic activity without
spurring inflationary fears.

« Government bonds in this period also exhibited volatility but delivered favorable
returns when inflation was held in check, benefiting from an environment where rate
cuts were viewed as growth-supportive rather than inflationary. Corporate bonds
started to play a more prominent role, offering yields that outpaced inflation-adjusted
Treasury returns and appealing to investors seeking risk-adjusted returns.

1990s-2000s: Globalization, Technology Boom, and Market Maturation

« This period was defined by globalization and the dot-com bubble. Rate cuts during this
time often led to a robust response in equity markets, with growth driven largely by the
tech sector. However, the 2001 rate cuts in the wake of the dot-com crash underscored
the risks inherent in highly speculative markets, leading to temporary gains but
eventual corrections as overvalued sectors adjusted.

- The performance of bonds varied, with Treasuries providing a safe haven during crises
but corporate bonds outperforming when economic recovery took hold. This era
established the duality seen in bond markets today, where both stability and yield are
possible depending on the type of bond and prevailing economic conditions.

2008-2019: Financial Crisis and Quantitative Easing

« The Fed's unprecedented actions, including near-zero rates and quantitative easing
(QE), reshaped financial markets. Unlike previous periods, the Fed held rates near
zero for an extended period and engaged in bond-buying programs, creating an
artificial suppression of yields and driving asset prices higher. This era provided unique
conditions where risk assets, particularly equities, consistently outperformed.

« The Fed's rate cuts in 2007-2008 initially stabilized markets, but it was the prolonged
QE strategy that ultimately stimulated equities. Bonds, particularly Treasuries, also
benefited as the Fed’s direct intervention increased prices, but their yields were
significantly compressed.

WORKING TOGETHER SETS US APART



2020-Present: Pandemic, Recovery, and Renewed Inflationary Pressures

« Rate cuts during the pandemic in 2020 were part of an emergency response, with
markets reacting sharply to the infusion of liquidity. Both equities and bonds initially
surged, but inflationary pressures in the wake of these cuts led to an accelerated
tightening cycle by 2022.

It's uncertain « This shift reflects the complexities of an environment where inflation remains
how this rate- persistent, and the Fed's rate-cut policies may be more about managing economic
cut cycle will volatility than outright growth stimulation.
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to maintain The progression of rate-cut effects across these historical periods underscores the
o diversified dynamic interplay between macroeconomic conditions and Fed policy impacts. Earlier
ol periods illustrate the role of Fed policy as stabilizing within an emerging central bank
portfolio.

framework, while the post-2008 era demonstrates the Fed's evolving influence as both a
liquidity provider and market participant through QE.

We can't predict precisely how this rate-cut cycle will unfold. While historical data
provides a roadmap, today’s conditions are distinct from past cycles. This uncertainty is
why maintaining a diversified portfolio across cash, bonds, and equities is essential. The
Fed's actions suggest a shift in economic conditions, and as history shows, balanced
portfolios are best suited to weather such transitions.

At HBKS Wealth Advisors, our approach emphasizes balance. We work closely with
clients to build portfolios that reflect their financial goals, risk tolerance, and time
horizons, ensuring they are well-positioned for both the opportunities and challenges
that lie ahead in this evolving market environment.

If you have any questions about how these economic changes may impact your
portfolio, or if youd like to explore tailored investment strategies, please contact me at
HBKS Wealth Advisors at 772-287-4110 or email me at jnunnery@hbkswealth.com.

Sources:
https://www.hartfordfunds.com/insights/market-perspectives/global-macro-analysis/how-do-stocks-bonds-
and-cash-perform-when-the-fed-starts-cutting-rates.html\

https://www.juliusbaer.com/en/insights/market-outlook/us-fed-cuts-rates-what-does-this-mean-for-gold-
equities-and-emerging-markets/

https://www.reuters.com/graphics/USA-MARKETS/RATES/jnvwamongvw/

https://www.morningstar.com/financial-advisors/whats-next-markets-economy-after-fed-rate-cut

https://www.blackrock.com/us/financial-professionals/insights/fed-cutting-interest-rates
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IMPORTANT DISCLOSURES

The information included in this document is for general, informational purposes only. It does not contain any investment advice and does not address
any individual facts and circumstances. As such, it cannot be relied on as providing any investment advice. If you would like investment advice
regarding your specific facts and circumstances, please contact a qualified financial advisor.

Any investment involves some degree of risk, and different types of investments involve varying degrees of risk, including loss of principal. It should
not be assumed that future performance of any specific investment, strategy or allocation (including those recommended by HBKS® Wealth Advisors)
will be profitable or equal the corresponding indicated or intended results or performance level(s). Past performance of any security, indices, strategy
or allocation may not be indicative of future results.

The historical and current information as to rules, laws, guidelines or benefits contained in this document is a summary of information obtained from
or prepared by other sources. It has not been independently verified, but was obtained from sources believed to be reliable. HBKS® Wealth Advisors
does not guarantee the accuracy of this information and does not assume liability for any errors in information obtained from or prepared by these
other sources.

HBKS® Wealth Advisors is not a legal or accounting firm, and does not render legal, accounting or tax advice. You should contact an attorney or CPA if
you wish to receive legal, accounting or tax advice.

Jason Nunnery, CFA

Financial Advisor, HBKS® Wealth Advisors

Jason Nunnery is a Financial Advisor in our Stuart, Florida, office. As a Financial Advisor,
Jason leverages his investment expertise to customize financial plans for individuals
and families.

Prior to joining HBKS in December 2022, Jason worked for Wilmington Trust as a
Wealth Client Portfolio Manager. Earlier in his career, he worked at J.P. Morgan Private
Bank on Palm Beach Island as an investment analyst for the Ultra-High-Net-Worth
Relationship Team.

Investment Advisory Services offered through HBK Sorce Advisory LLC, doing business as HBKS® Wealth Advisors, an SEC registered advisory firm. Not FDIC Insured — Not Bank
Guaranteed — May Lose Value, Including Loss of Principal — Not Insured By Any State or Federal Agency.
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