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What are the investment implications of the Fed rate cutting cycle?
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Historically, both stocks and bonds have done well during rate cutting cycles that have occurred
without a recession or valuation bubble bursting.

This week, the Federal Reserve (Fed) resumed cutting interest rates after a nine-month pause, continuing the easing cycle that began in September
2024. The move was framed as a “risk-management exercise” due to clear signs of softening in labor market demand. However, while inflation is not
a stop sign to rate cuts, it is a speed bump. Rate cuts are likely to remain gradual and to a “neutral” end point unless the labor market data worsens
from here. Investors currently expect the Fed to reduce rates by an additional 100-125 basis points, with policy rates likely settling around 3% by the

end of 2026.

Since the first rate cut a year ago, stocks have reached new all-time highs, rising over 15%. Core bond returns have been positive 3%, despite 10-
year Treasury total returns remaining flat (with yields up 40bps). Historically, both stocks and bonds have done well during rate cutting cycles that

have occurred without a recession or valuation bubble bursting. However, each rate cutting cycle is unique.
From here, when considering the investment implications of this Fed rate cutting cycle, investors should consider 3 key questions:

1. Which rates are falling? Fed rate cuts will lower cash-like rates; however, yields across the yield curve may not fall in tandem, due to ongoing
inflation uncertainty and elevated debt issuance. The curve may continue to steepen, as cash-like rates drop, short to intermediate yields
remain unchanged and long-term yields move up slightly (10-year range between 4.00-4.50%). In this scenario, short-duration fixed income (2-
3years) is particularly attractive. Even if yields do not fall further, the income in fixed income remains appealing, with yields ranging from 4.5-

6.5%. For portfolios, bonds remain valuable as a diversifier for recession risk.

2. Which stocks have tailwinds? Stocks can continue to reach new highs due to solid earnings growth, but there are challenges. The good news:
equity returns have broadened this year beyond the “Magnificent 7” and significant valuation dispersion remains between the most and least
expensive stocks. The challenge: rate cuts are due to below potential and softening economic growth - and rate cuts alone are unlikely to

change that. Investors should focus on quality and profitability: large over small cap and secular over cyclical themes.

3. Which regions shine? The U.S. dollar is likely to continue to weaken, as the Fed resumes rate cuts while many other central banks are done
cutting rates (or are still raising them like the Bank of Japan). Historically, periods of dollar weakness coincide with international stock

outperformance, such as 2001-2008.

°R
Cash remains important for liquidity, but too much cash can hurt returns, especially as Fed rate cuts lower cash yields. Analysis of 60/40 portfolios

over 30 years shows that diversified portfolios outperform cash most of the time, especially over longer holding periods. As cash rates decline,

diversified investments are poised to outperform, reinforcing the value of being invested during Fed rate cutting cycles.



Stocks and bonds tend to do well during Fed rate cutting cycle when there's no
recession
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Source: FactSet, Federal Reserve, LSEG Datastream, S&P Global, J.P. Morgan Asset Management. Past performance is not a reliable indicator of current and future results. Excludes 1998 episode
due to the short length of the cutting cycle and economic context for the cuts.
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This website is a general communication being provided for informational purposes only. It is educational in nature and not designed to be a recommendation for any specific investment product, strategy,
plan feature or other purposes. By receiving this communication you agree with the intended purpose described above. Any examples used in this material are generic, hypothetical and for illustration
purposes only. None of J.P. Morgan Asset Management, its affiliates or representatives is suggesting that the recipient or any other person take a specific course of action or any action at all.
Communications such as this are not impartial and are provided in connection with the advertising and marketing of products and services. Prior to making any investment or financial decisions, an investor

should seek individualized advice from personal financial, legal, tax and other professionals that take into account all of the particular facts and circumstances of an investor's own situation.

Variable annuity guarantees are only as good as the insurance company that gives them. While it is an uncommon occurrence that the insurance companies that back these guarantees are unable to meet
their obligations, it may happen. Annuity withdrawals prior to 597 may be subject to tax penalties, are subject to market risk and may lose value. Riders have additional fees and costs associated with them,

and are subject to additional conditions, restrictions, and limitations.

Opinions and statements of financial market trends that are based on current market conditions constitute our judgment and are subject to change without notice. We believe the information provided here

is reliable but should not be assumed to be accurate or complete. The views and strategies described may not be suitable for all investors.

INFORMATION REGARDING MUTUAL FUNDS/ETF: Investors should carefully consider the investment objectives and risks as well as charges and expenses of a mutual fund or ETF before investing. The
summary and full prospectuses contain this and other information about the mutual fund or ETF and should be read carefully before investing. To obtain a prospectus for Mutual Funds: Contact JPMorgan

Distribution Services, Inc. at 1-800-480-4111 or download it from this site. Exchange Traded Funds: Call 1-844-4JPM-ETF or download it from this site.

J.P. Morgan Funds and J.P. Morgan ETFs are distributed by JPMorgan Distribution Services, Inc. JPMorgan Private Markets Fund is distributed by J.P. Morgan Institutional Investments Inc. Both are affiliates of

JPMorgan Chase & Co. Affiliates of JPMorgan Chase & Co. receive fees for providing various services to the funds. JPMorgan Distribution Services, Inc. is a member of FINRA FINRA's BrokerCheck

INFORMATION REGARDING COMMINGLED FUNDS: For additional information regarding the Commingled Pension Trust Funds of JPMorgan Chase Bank, N.A., please contact your J.P. Morgan Asset

Management representative.

The Commingled Pension Trust Funds of JPMorgan Chase Bank N.A. are collective trust funds established and maintained by JPMorgan Chase Bank, N.A. under a declaration of trust. The funds are not
required to file a prospectus or registration statement with the SEC, and accordingly, neither is available. The funds are available only to certain qualified retirement plans and governmental plans and is not
offered to the general public. Units of the funds are not bank deposits and are not insured or guaranteed by any bank, government entity, the FDIC or any other type of deposit insurance. You should carefully

consider the investment objectives, risk, charges, and expenses of the fund before investing.

INFORMATION FOR ALL SITE USERS: J.P. Morgan Asset Management is the brand name for the asset management business of JPMorgan Chase & Co. and its affiliates worldwide.
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Personal data will be collected, stored and processed by J.P. Morgan Asset Management in accordance with our privacy policies at https://www.jpmorgan.com/privacy.
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