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The 10-year Treasury yield continues to climb higher, but remains low by historical standards. Still, the size
of the move since July 2020—and the more recent acceleration—has some market participants worried
about the potential impact on stock markets if rates continue to rise. Historically, the S&P 500 Index has
endured extended periods of rising rates well. If an improving growth outlook is part of what’s driving rates
higher, it should also support corporate profits, creating a positive fundamental backdrop for stocks.

RISING RATES ARE USUALLY BULLISH FOR STOCKS

Bond yields have been on the move lately, but stock prices have also been rising. And while some market
participants are expressing increased concern that rising bond yields may begin to weigh on stock returns,
stocks have usually been resilient in rising rate environments.

LPL Research looked at major extended periods of rising rates dating back to the early 1960s [Figure 1]. We
found 13 periods in which the 10-year Treasury yield rose by at least 1.5%, a move the current increase hasn’t
even reached yet. These rising-rate periods lasted between six months and almost five years, with the average
a little over two years. In nearly 80% (10 of 13) of the prior periods, the S&P 500 Index posted gains as rates
rose, as it has so far in the current rising-rate period. In fact, the average yearly gain for the index during the
previous rising-rate periods, at 6.4%, is just a little lower than the historical average over the entire period of
7.1%, while rising rates have been particularly bullish for stocks since the mid-1990s. Not all rising-rate periods
are the same, though, and we believe stocks may tolerate the current rising-rate period well.

n HIGHER RATES ARE USUALLY BULLISH FOR STOCKS
S&P 500 Index Returns Under A Higher 10-Year Yield

Rising Rates Rising Rates Duration Change in 10-Year S&P 500

Start Date End Date (Months) Treasury Yield Gain/Loss
12/26/62 8/29/66 447 1.7% 18.3%
3/16/67 12/29/69 34.0 3.6% 1.3%
3/23/T 9/16/75 54.6 3.2% -18.1%
12/30/76 9/30/81 57.8 9.0% 8.7%

5/4/83 5/30/84 13.1 3.9% -1.9%

8/29/86 10/16/87 13.8 3.3% 11.8%
10/15/93 11/7/94 12.9 2.9% -1.4%
1/19/96 7/8/96 517, 1.5% 6.7%
10/5/98 1/21/00 15.8 2.6% 45.8%
6/13/03 6/28/06 370 2.1% 26.0%
12/30/08 4/5/10 15.4 1.9% 33.3%
7/24/12 12/31/13 175 1.6% 38.1%
7/8/16 10/5/18 21.3 1.9% 35.5%

3/9/20 2/25/21 11.8 1.0% 39.4%

Average 25.8 2.9% 17.0%

Median 16.6 2.4% 15.0%

% Positive 78.6%

Source: LPL Research, FactSet 03/03/21
All indexes are unmanaged and cannot be invested into directly. Past performance is no guarantee of future results.
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INFLATION MAKES A DIFFERENCE

How markets have performed during a rising-rate period has depended heavily on what’s going on in the
economy, with inflation a leading consideration. Rising rates during periods of high inflation have generally
resulted in lower stock returns, although the level at which inflation has become a headwind is well above
what even most inflation hawks expect now.

From 1968 to 1990, the Consumer Price Index (CPI) rose an average of 6.2% per year and was above 3.5%
every year except three. Five of the rising rate periods in Figure 1 took place at least partially during those
inflationary years. The average annual return during those rising-rate periods was -0.4%. During all other
rising-rate periods, the average annual return was 13.0%, well above the average for all returns since 1962.
While inflation expectations are rising right now, CPI growth of even 2.5% at the end of the year would be an
upside surprise based on the median estimate of Bloomberg-surveyed economists. For all the concerns about
inflation, we are a long way from the ‘70s and ‘80s.

A STEEPENING YIELD CURVE HAS BEEN A GOOD SIGN

The yield curve is the difference between long-term and short-term interest rates. A steepening yield curve
usually tells us two things: economic growth expectations are picking up, pushing long-term rates higher; and
the Federal Reserve (Fed) probably is not yet pumping the brakes, helping to keep short-term rates relatively
low, which usually also means inflation is under control.

During the four rising-rate periods that saw the least yield curve steepening, as measured by the difference
between 10-year and 3-month Treasury yields, S&P 500 Index returns were weaker than for a typical period,
averaging an annualized 3.5%. In the four periods when the yield curve steepened the most, the S&P 500
averaged an annualized 14.5%.

While yield curve steepening has not yet been dramatic enough to make its way into the top four periods
historically, we have seen considerable steepening already. With the Fed likely on hold for some time,
anchoring the short end of the curve, we expect that if rates continue to rise, it will come with further
steepening. Some of that may be because of rising inflation expectations, but the main driver is likely to be an
improved growth outlook.

THE STARTING POINT MATTERS

Rates have been rising but they are still historically low, with the 10-year Treasury yield at the end of February
falling into the bottom 2% of all values dating back to 1962. While it’s true that rates become a bigger burden
for business, consumers, and governments as they rise, even at current and higher levels rates are still
attractive and can continue to support a robust economic rebound.

Looking back again at the different rising rate periods, during the four periods with the highest initial 10-year
Treasury yield, the S&P 500 averaged a 2.5% annualized return, while those with the four lowest initial yields
averaged 15.4%. A lower initial yield likely reflects manageable inflation and a Fed that isn’t tightening, but it
also represents the added economic support of a still low cost of borrowing even as rates rise.
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THE CURRENT RISING RATE ENVIRONMENT LOOKS POSITIVE FOR STOCKS

Rising interest rates have clearly been one of the reasons the S&P 500 has consolidated since hitting its last
all-time high on February 12, but it's important to look at the bigger picture. Rising rates in general have not
prevented stocks from advancing and the current environment improves the odds that stocks will be able to
continue to press higher. Rising rates are being driven in part by an improving growth outlook; inflation, while
normalizing, is still well below levels that have historically disrupted markets; the Fed remains supportive; and
borrowing costs are still historically quite low. Every market environment is unique, but taking our cues from
history, the economic fundamentals continue to look strong and the current rising rate picture looks most
similar to those periods of above-average stock performance.
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IMPORTANT DISCLOSURES

This material is for general information only and is not intended to provide specific advice or recommendations for any individual. There
is no assurance that the views or strategies discussed are suitable for all investors or will yield positive outcomes. Investing involves risks
including possible loss of principal. Any economic forecasts set forth may not develop as predicted and are subject to change.

References to markets, asset classes, and sectors are generally regarding the corresponding market index. Indexes are unmanaged
statistical composites and cannot be invested into directly. Index performance is not indicative of the performance of any investment and
do not reflect fees, expenses, or sales charges. All performance referenced is historical and is no guarantee of future results.

Any company names noted herein are for educational purposes only and not an indication of trading intent or a solicitation of their
products or services. LPL Financial doesn’t provide research on individual equities.

All information is believed to be from reliable sources; however, LPL Financial makes no representation as to its completeness or
accuracy.

US Treasuries may be considered “safe haven” investments but do carry some degree of risk including interest rate, credit, and market
risk. Bonds are subject to market and interest rate risk if sold prior to maturity. Bond values will decline as interest rates rise and bonds
are subject to availability and change in price.

The Standard & Poor’s 500 Index (S&P500) is a capitalization-weighted index of 500 stocks designed to measure performance of the
broad domestic economy through changes in the aggregate market value of 500 stocks representing all major industries.

The PE ratio (price-to-earnings ratio) is a measure of the price paid for a share relative to the annual net income or profit earned by the
firm per share. It is a financial ratio used for valuation: a higher PE ratio means that investors are paying more for each unit of net
income, so the stock is more expensive compared to one with lower PE ratio.

Earnings per share (EPS) is the portion of a company’s profit allocated to each outstanding share of common stock. EPS serves as an

indicator of a company’s profitability. Earnings per share is generally considered to be the single most important variable in determining a
share’s price. It is also a major component used to calculate the price-to-earnings valuation ratio.

All index data from FactSet.

Please read the full Qutlook 2021: Powering Forward publication for additional description and disclosure.

This research material has been prepared by LPL Financial LLC.

Securities and advisory services offered through LPL Financial (LPL), a registered investment advisor and broker-dealer (member
FINRA/SIPC). Insurance products are offered through LPL or its licensed affiliates. To the extent you are receiving investment advice
from a separately registered independent investment advisor that is not an LPL affiliate, please note LPL makes no representation
with respect to such entity.

Not Insured by FDIC/NCUA or Any Other Government Agency | Not Bank/Credit Union Guaranteed | Not Bank/Credit Union
Deposits or Obligations | May Lose Value
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