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The Federal Reserve cut interest rates by 0.5% recently because inflation is approaching its target. Economic
growth and corporate profits have been solid, unemployment is still fairly low, and the job market appears more
balanced. Both stock and bond markets have been in an upward trend. The bull market in stocks has
broadened beyond the “Magnificent 7” technology companies to include other domestic and foreign stocks.

Outlook:

A recession has not occurred as many had anticipated and the outlook among investors is now much more
positive. The Fed believes the inflationary threat has passed and is focusing on maintaining positive economic
growth and low unemployment. It signaled that more rate cuts will follow later this year and next year. Lower
interest rates could substantially reduce costs for homeowners and businesses; mortgage rates have fallen
from around 8% to around 6%.

China, the second-largest economy in the world, appears to be having trouble gaining traction and is
experiencing deflation (which will help lower US inflation). Its remarkable economic growth over the past 50
years was largely attributable to exports that depended on cheap labor. However, China may not be able to
export its way out of its problems as other countries are keen to reduce their dependence on China. To refocus
their economy away from exports, domestic consumption must be encouraged, but cheap labor means
workers are underpaid. The government has responded with a stimulus program that has raised investor
sentiment and caused Chinese stocks to rise sharply from oversold levels.

The US economy has been one of the world’s outperformers for some time. This has led many investors to
become underinvested in international stocks. The companies that tend to populate most investors’ portfolios
are actually large multinational companies whose businesses are not dependent on any one economy,
including where they are domiciled. An investor should pay more attention to the strength of a company’s
business and the valuation of its stock rather than where it is headquartered.

Veteran investors typically profess to ignore politics, but the upcoming US election is drawing quite a bit of
attention. Both candidates are avoiding discussion of fiscal responsibility and making promises to cut taxes and
increase benefits. A likely outcome is a divided government.

Your account:

The rise in worldwide equity markets has given us opportunities to take profits in several different areas by
rebalancing. Last year we moved most of our cash balance into bonds, which have appreciated as interest
rates have dropped. In addition to locking in current high yields, bonds can be a hedge for our stocks if the
economy weakens. We continue to favor international stocks, which remain historically cheap compared to US
equities. The Fed'’s lowering of interest rates could lead to further weakening of the dollar, which would be
positive for international equities.
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The Federal Reserve System (the Fed) is the central banking system of the United States. The Fed is composed of 12 regional Reserve banks, which supervise
state member banks. It controls the Federal Funds Rate (aka Fed Rate), an important benchmark in financial markets used to influence the supply of money
in the U.S. economy. Inflation is the rise in prices of goods and services, as happens when spending increases relative to the supply of goods on the market.
Moderate inflation is a common result of economic growth. Hyperinflation, with prices rising at 100% a year or more, causes people to lose confidence in the
currency and put their assets in hard assets like real estate or gold, which usually retain their value in inflationary times. A recession is a significant decline in
activity across the economy, lasting longer than a few months. It is visible in industrial production, employment, real income and wholesale-retail trade. The
technical indicator of a recession is two consecutive quarters of negative economic growth as measured by a country's gross domestic product (GDP);
although the National Bureau of Economic Research (NBER) does not necessarily need to see this occur to call a recession. Deflation is the decline in the
prices of goods and services. Generally, the economic effects of deflation are the opposite of those produced by inflation, with two notable exceptions: (1)
prices that increase with inflation do not necessarily decrease with deflation; (2) while inflation may or may not stimulate output and employment, marked
deflation has always affected both negatively. International investing involves special risks including the possibility of substantial volatility due to currency
fluctuations and political uncertainties. Although bond funds may pay higher yields than other fixed income investments it does not negate the fact that the
market value of all bonds fluctuate due to interest rate movements and other factors. The views and opinions expressed herein are those of the author and
may or may not represent the views of Capital Analysts or Lincoln Investment. The material presented is provided for informational purposes only, from
sources deemed to be reliable, however, there can be no guarantee as to the accuracy of the information. Nothing contained herein should be construed as a
recommendation to buy or sell any securities. As with all investments, past performance is no guarantee of future results. No person or system can predict



the market. Neither asset allocation nor diversification guarantee a profit or protect against a loss. All investments are subject to risk, including the loss of
principal. Please consult your financial representative for advice regarding your specific situation



