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A Fed rate cut can impact stocks, bonds, and portfolio strategy.

Learn how to prepare, with insights on fixed incormerging
markets (EMBAX), and muni bonds (MLN).

Key Takeaways:

e Rate cuts fuel risk-on sentiment and support growth stocks, EM,
and bonds.

e MLN and EMBAX may outperform as yields fall and demand for
income rises.

e Focus on duration, sectors, and diversification when repositioning.

What the Fed Rate Cut Means for Investors and How
You Can Prepare

The Federal Reserve's interest rate decisions shape everything from
borrowing costs to stock valuations. With markets closely watching the
potential for Fed rate cuts, investors are asking the same question: What
do Fed interest rate cuts really mean for my portfolio? In this blog, we'll



explore the Fed's policy playbook, look at how markets have historically
reacted to cuts, and outline practical steps investors can take today to

prepare for a changing rate environment.

Understanding the Federal Reserve’s Interest

Rate Policy

When it comes to guiding the U.S. economy, few institutions are more
influential than the Federal Reserve. The Fed's decision-making process
on interest rates is driven by a mix of economic indicators—chief among
them inflation trends, the strength of the labor market, and the

GDP outlook.

At its core, the Fed follows a dual mandate: to promote maximum
employment and to maintain stable prices. When inflation cools or
economic growth slows, policymakers often consider cutting rates to
stimulate borrowing, spending, and overall activity.

Examining the history of Fed interest rate cuts provides valuable context.
For example:

e In 2024, the Fed cut rates as inflation cooled and growth slowed,
marking a shift toward easing after aggressive tightening in prior
year.

Markets tend to react swiftly to these moves, with volatility often spiking
around Fed announcements as investors try to glean insights from the
Fed's rationale behind their decisions on monetary policy. Former
Federal Reserve Chairman Alan Greenspan once quipped, "Since
becoming a central banker, | have learned to mumble with great
incoherence. If | seem unduly clear to you, you must have
misunderstood what | said."

What Happens When the Fed Cuts Rates?

Many investors would like a “one-size fits all” answer to common
questions like “what happens when the Fed cuts rates” or “what does a
rate cut do to the market.” The short answer: a rate cut makes money
cheaper to borrow and often increases liquidity in the financial system.



Lower rates can encourage businesses and consumers to spend more,
boost corporate earnings, and support higher equity valuations. At the
same time, they often drive a “risk-on” shift in investor appetite, with
capital flowing toward equities, credit markets, and emerging

asset classes.

The stock market's reaction can be both immediate and lagging:

e Immediate effect: a rally in interest-rate-sensitive assets like
growth stocks and bonds.

e Lagging effect: sector rotation as investors reposition for a new
cycle of growth and liquidity.

Historically, more cyclically sensitive technology and consumer
discretionary stocks tend to benefit most, while financials can gain if
steeper yield curves improve net interest margins. In global portfolios,
emerging markets often see renewed inflows as investors search for
higher yields. Recent data show that EM bonds have already been
outperforming, even before rate cuts take full effect—raising questions
about whether markets are underestimating this asset class. This is
particularly true EM debt strategies that invest in local-currency
denominated bonds, such as the VanEck Emerging Markets Bond
Fund (EMBAX), which may benefit from a weaker dollar and improved
financing conditions during periods of U.S. rate cuts.

Despite this performance, EM bonds remain underappreciated by
many investors. Their consistent track record in easing cycles, especially
when backed by improving macro conditions and a stable dollar,
suggests they deserve a more prominent role in diversified portfolios.
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Potential Market Themes to Watch in a Rate-
Cut Environment



Reinforce that investor responses to rate changes are highly individual
and context-dependent, with portfolio construction decisions ideally

grounded in long-term objectives and macro awareness.

When the Federal Reserve moves toward lower interest rates, markets
often shift in ways that reflect both opportunity and caution. While past
Fed interest rate cut cycles can provide useful guideposts, it's important
to remember that every environment carries its own mix of macro
drivers, fiscal conditions, and investor psychology.

Fixed Income: Duration and credit dynamics.

Lower policy rates may create a tailwind for Treasury and investment-
grade bonds, to the extent inflation expectations remained anchored
and long-term rates also decline. However, credit spreads can behave
differently depending on the growth outlook: spreads often tighten in
early recovery phases but can widen if rate cuts coincide with
recessionary fears. The shape of the yield curve also matters—bear
steepening, as seen in parts of 2025, can blunt some of the expected
gains from longer-duration exposure.

Cash and ultrashort duration: Shifting opportunity cost.

When rates are high, cash and short-term instruments like money
market funds can offer attractive yields with minimal risk. As the Fed
cuts, those yields typically decline, making cash less competitive relative
to equities and bonds. Investors focused heavily on cash-like assets may
find themselves re-evaluating allocations if the opportunity cost of
staying on the sidelines grows.

However, recent activity serves as reminder that markets don't always
respond to Fed policy decisions as you expect them to. For example,
even when the Fed has an easing bias, Treasury moves can defy
expectations because dynamics like supply, liquidity, and term-premium
can overwhelm the policy signal. Higher inflation expectations and
concerns around fiscal policy and Fed independence may also drive
longer term bond yields higher. These dynamics, as well as the elevated
rate volatility, may make ultrashort fixed income solutions attractive



within an income portfolio. Although coupons will decrease in line with
the policy rates, additional spread can make up for that. Investment
grade collateralized loan obligations are floating rate and provide a
significant spread above base rates, with minimal default risk. At each
rating category, CLOs have provided a significant and consistent spread
pickup versus bonds with the same rating. The ability to invest
throughout the investment grade capital structure provides investors the
ability to benefit from yield opportunities outside of AAA rated CLOs,
while insulating a portfolio from interest rate volatility. The VanEck CLO
ETF (CLOI) provides exposure to investment grade CLOs.

The critical point is that investor responses to rate changes are highly
individual and context dependent. A rate cut in a strong economy can
fuel growth and lift risk assets, while a cut in the face of recession can
trigger flight-to-quality dynamics. That's why portfolio construction in a
rate-cut environment should remain anchored in long-term objectives,
diversified rate exposure and macro awareness, rather than chasing
short-term market moves.

Fixed Income Implications: Opportunities and Risks

For fixed income investors, a Fed rate cut is rarely a one-dimensional
story. It can alter the balance between yield, duration, and credit in ways
that create both opportunities and risks across the bond market.

For example, when the Fed cuts rates, Treasury yields typically fall,
boosting the price of existing bonds. This dynamic tends to favor long-
duration exposure, since price sensitivity to yield changes is greater on
the long end of the curve. However, duration risk cuts both ways. If
inflation remains sticky or Treasury supply pressures persist, long rates
can stay elevated or even rise despite easier policy. That makes active
management of curve positioning critical.

As far as corporate credit goes, historically, rate cuts have supported
spread tightening in investment-grade and high-yield bonds, as liquidity
improves and risk appetite strengthens. Yet the context matters: spreads
often tighten most when cuts are viewed as pre-emptive or growth
friendly. By contrast, if markets interpret cuts as a response to
recessionary weakness, spreads can widen even as Treasury yields fall,



leaving credit investors caught in a push-pull between carry and
downside risk.
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In past easing cycles, municipal bond strategies such as the VanEck
Long Muni ETF (MLN) have shown resilience and outperformance,
driven by their relatively high tax-equivalent yields and strong demand
from both retail and institutional investors. In a falling-rate environment,
long-duration municipal bonds can offer enhanced after-tax income
potential and play a stabilizing role in multi-asset portfolios. Meanwhile,
emerging markets debt strategies like the VanEck Emerging Markets
Bond Fund can benefit from a decline in U.S. rates and a weaker dollar,
improving external financing conditions for sovereigns and corporates.
Historically, EM hard-currency debt has shown outsized performance
during periods of Fed easing, and EM bonds denominated in local
currency may gain from currency appreciation against the U.S. dollar.

Taken together, the message is clear: rate cuts expand the menu of
opportunities in fixed income, but they also amplify the need for careful



risk calibration. Successfully navigating monetary policy changes
requires balanced duration exposure with credit discipline, while
selectively leaning into sectors like municipals and EM debt where
historical patterns suggest room for outperformance.

How Investors Can Prepare for a Changing

Rate Environment

Preparing for a Fed rate cut requires more than reacting to headlines.
Whether you are an institutional allocator or an individual investor, the
key is to align portfolio strategy with both macro conditions and long-
term objectives. These three steps can serve as a blueprint for preparing
portfolios for changes in monetary policy:

1. Reevaluate fixed income duration
As rates decline, extending duration can capture price appreciation
in Treasuries and investment-grade bonds. But duration adds
volatility if inflation surprises to the upside. Investors may consider
a barbell approach—balancing short-maturity bonds for liquidity
with longer-dated securities for capital gains.

2. Assess equity exposure to rate-sensitive sectors
Lower borrowing costs can lift growth stocks, real estate, and
emerging markets. On the other hand, sectors like financials may
benefit from a steeper yield curve but could lag if credit conditions
tighten. Reassessing sector weights ensures exposure is
intentional, not incidental.

3. Considering income-generating alternatives
Rate cuts can compress yields on cash and traditional fixed
income, pushing investors toward alternative income strategies
(private credit, dividend-focused equities). These allocations can
serve both as diversifiers and inflation hedges.

Consider a balanced portfolio allocation of 60% equities, 35% fixed
income, and 5% alternatives. In anticipation of a gradual 50 basis point
cut, an investor might:

e Shift 5% from cash and short-duration bonds into longer
Treasuries and municipal bonds such as those tracked by the



VanEck Long Muni ETF (MLN) positioning for potential yield curve
steepening and tax-efficient income.

» Reallocate 3% of equities toward technology and emerging
markets, and consider allocating fixed income exposure toward EM
debt strategies such as the VanEck Emerging Markets Bond Fund
(EMBAX), which may benefit from increased risk appetite and
dollar softening in a Fed easing cycle.

Of course, every investor faces unique constraints and goals. Before
implementing allocation shifts, it's essential to consult with a financial
advisor or internal portfolio team to assess the risk-return trade-offs of
duration, sector tilts, or alternative allocations.

Ultimately, the goal is not to guess the exact path of Fed policy, but to
ensure portfolios remain resilient and aligned with long-term investment
objectives as conditions evolve.

Final Thoughts

The Federal Reserve's interest rate decisions ripple across every corner
of the financial markets—but the key for investors is to focus on macro
drivers, not headlines. History shows that while rate cuts can influence
borrowing costs, liquidity, and risk appetite, the actual market response
often depends on broader factors like fiscal policy, global growth, and
investor sentiment.

In a changing rate environment, success rarely comes from chasing the
market’s knee-jerk reactions. Instead, investors are best served by
combining long-term thinking with tactical flexibility, reassessing
duration exposure, sector positioning, and alternative income sources
without losing sight of overarching portfolio goals.

Above all, a risk-aware approach is critical. Rate cuts may create
opportunity, but they also introduce new dynamics—from yield-curve
shifts to credit spread volatility—that require thoughtful navigation. By
staying grounded in fundamentals, consulting trusted advisors, and
aligning strategy with long-term objectives, investors can position
themselves to capture opportunities while mitigating risks in the next
phase of the Fed cycle.
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Important Disclosures

This is not an offer to buy or sell, or a recommendation to buy or sell any of the

securities, financial instruments or digital assets mentioned herein. The

information presented does not involve the rendering of personalized investment,

financial, legal, tax advice, or any call to action. Certain statements contained

herein may constitute projections, forecasts and other forward-looking

statements, which do not reflect actual results, are for illustrative purposes only,

are valid as of the date of this communication, and are subject to change without

notice. Actual future performance of any assets or industries mentioned are

unknown. Information provided by third party sources are believed to be reliable

and have not been independently verified for accuracy or completeness and

cannot be guaranteed. VanEck does not guarantee the accuracy of third party

data. The information herein represents the opinion of the author(s), but not

necessarily those of VanEck or its other employees.

The principal risks of investing in VanEck ETFs and mutual funds include, but are

not limited to, sector, market, economic, political, foreign currency, world event,

index tracking, active management, social media analytics, derivatives, blockchain,

commodities and non-diversification risks, as well as fluctuations in net asset

value and the risks associated with investing in less developed capital markets.



VanEck ETFs may also be subject to authorized participant concentration, no
guarantee of active trading market, trading issues, passive management, fund
shares trading, premium/discount risk and liquidity of fund shares risks. VanEck
ETFs or mutual funds may loan their securities, which may subject them to
additional credit and counterparty risk. ETFs or mutual funds that invest in high-
yield securities are subject to subject to risks associated with investing in high-
yield securities; which include a greater risk of loss of income and principal than
funds holding higher-rated securities; concentration risk; credit risk; hedging risk;
interest rate risk; and short sale risk. ETFs or mutual funds that invest in
companies with small capitalizations are subject to elevated risks, which include,
among others, greater volatility, lower trading volume and less liquidity than
larger companies. Please see the prospectus of each Fund for more complete
information regarding each Fund’s specific risks.

Investing involves substantial risk and high volatility, including possible loss
of principal. An investor should consider the investment objective, risks,
charges and expenses of a Fund carefully before investing. To obtain a
prospectus and summary prospectus, which contain this and other
information, call 800.826.2333 or visit vaneck.com. Please read the
prospectus and summary prospectus carefully before investing.

© Van Eck Securities Corporation, Distributor, a wholly owned subsidiary of Van
Eck Associates Corporation.



