® WEALTH
2 A PARTNERS
“eens ADVISORS | ANALYSTS | ADVOCATES

Time to Consider High-Quality Bonds

After a year and a half of rapid tightening by the Federal Reserve (Fed), U.S. inflation has cooled to a
pace that is roughly in line with their target. This cooldown allowed the Fed to announce at their
January meeting that they no longer anticipate needing to raise interest rates further and could begin to
cut rates in 2024. Now might be the time to consider high-quality bonds.

As a reminder, the Fed has two mandates — maximum employment and stable prices. With prices finally
showing signs of stabilization, the Fed now appears to feel comfortable in shifting its focus toward
ensuring that maximum employment continues.

Historically, the Fed tries to support maximum employment by reducing interest rates to stimulate
growth and stave off recessions. Today, economic growth and hiring has slowed and it is unclear
whether that slowdown may ultimately result in recession. As long as inflation remains tame, the Fed
may feel that it can be more proactive than it typically has been in cutting rates to reduce the risk of
recession and layoffs.

From an investment portfolio perspective, this growth uncertainty may lead to a rise in volatility of
equity investments nearer-term. One traditional way to help mitigate that risk for diversified investors
has been owning high-quality bonds.

To be sure, the performance of these types of bonds suffered heavily during the recent inflation
uncertainty and rapid tightening cycle response. But this pain has silver linings — valuations are much
more attractive and income at a reasonable price exists again. Historically, current valuations have been
an attractive entry point into high-quality bonds for long-term investors.

In addition, this higher starting point also means rates have more room to decline than has been the
case in recent years (for example during a rate cut cycle and/or a recession). Remember, when interest
rates fall, bond prices rise and vice versa.

This dynamic, coupled with the Fed looking to reduce the interest rate paid on cash and cash equivalent
vehicles?, also changes the value of owning bonds vs owning cash as an investment. As you can see in
the charts below, historically while the Fed is still raising rates (left chart), cash tends to perform
similarly to bonds. But once the Fed stops raising rates (right chart), bonds typically outperform cash.
Bonds also tend to outperform cash over the long-term.

! Cash equivalent vehicles include short-term treasuries, certificates of deposit (CDs), and money market funds.
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While cash and cash equivalents have many uses in a financial plan — such as for emergency funds and
known upcoming expenses and liabilities — the value of cash as an investment vehicle is more limited.
This is especially true in an environment where the Fed is more likely to cut rates rather than raise them.
As such, we are closely monitoring opportunities to put additional investment cash to work in bonds in
2024. If you have questions or would like to talk, please reach out to your advisor or any member of our
investment team.

Disclosures:

1. Registration with the SEC should not be construed as an endorsement or an indicator of investment skill, acumen or
experience.

2. Investments in securities are not insured, protected or guaranteed and may result in loss of income and/or
principal. Diversification does not eliminate the risk of market loss and, long-term investment approach cannot
guarantee a profit.

3. This communication may include opinions and forward-looking statements. All statements other than statements of
historical fact are opinions and/or forward-looking statements (including words such as “believe,” “estimate,”
“anticipate,” “may,” “will,” “should,” and “expect”). Although we believe that the beliefs and expectations reflected
in such forward-looking statements are reasonable, we can give no assurance that such beliefs and expectations will
prove to be correct. Various factors could cause actual results or performance to differ materially from those
discussed in such forward-looking statements. All expressions of opinion are subject to change. You are cautioned
not to place undue reliance on these forward-looking statements. Any dated information is published as of its date
only. Dated and forward-looking statements speak only as of the date on which they are made.

4. Investment process, strategies, philosophies, portfolio composition and allocations, security selection criteria and
other parameters are current as of the date indicated and are subject to change without prior notice.

5. In general, investment in foreign issuer securities entails additional risks such as limited transparency and accounting
overview, varying frequency, availability and quality of financial information, limited enforcement opportunities by US
regulators, and limited shareholder rights and/or remedies.

6. Unless stated otherwise, any mention of specific securities or investments is for illustrative purposes only. Adviser’s
clients may or may not hold the securities discussed in their portfolios. Adviser makes no representations that any of
the securities discussed have been or will be profitable.

7. Market or market segment performance is stated for illustrative purposes only and does not reflect performance of
actual client accounts. Client performance is affected by advisory fees and transaction costs.
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8. Historical performance is not indicative of any specific investment or future results. Views regarding the economy,
securities markets or other specialized areas, like all predictors of future events, cannot be guaranteed to be accurate
and may result in economic loss of income and/or principal to the investor.

9. Indices are not available for direct investment. Their performance does not reflect the expenses associated with the
Advisor’s management of an actual portfolio. The Advisor has selected the stated indices for illustrative purposes.
Clients cannot invest directly into an index. Clients should be aware that the referenced indices may have a different
security composition, volatility, risk, investment objective and philosophy, diversification, and/or other investment-
related factors that may affect the index’s ultimate performance results. Additionally, referenced indices may not
include fees, transaction costs or reinvestment of income. Therefore, the Advisor’s composite and investor’s
individual results may vary significantly from the index’s performance.
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