Uncharted Waters

Calendar Year Federal Funds
Target Rate (Upper Bound) and 60/40 Blend Total Return

Calendar Year Change In Initial Federal
Federal Funds Target Rate Funds Target Rate
(Upper Bound) (Upper Bound)

60/40 Blend
Total Return

Calendar
Year

2022 + 425 bps -16.08
1980 + 400 bps 14% 20.58
1979 + 400 bps 10% 11.94
1978 + 350 bps 6.5% 4.50

1994 + 250 bps 3% -0.38

Source: Bloomberg. Past performance is no guarantee of future results.
60/40 Blend is comprised of the S&P 500 Index (60%) and Bloomberg U.S. Aggregate Index (40%).

VIEW FROM THE OBSERVATION DECK

Today’s table highlights the last five times the Federal Reserve (“Fed"”) increased the federal funds target rate (upper
bound) by 200 basis points (bps) or more in a single calendar year. It also shows the level of the federal funds TAKEAWAY

target rate at the start of the year and includes the total return of a hypothetical 60/40 blend. The 425 bps increase in the federal funds

The federal funds target rate at the start of 2022 was an outlier target rate in 2022 represented a

seventeen-fold surge over where the rate
The federal funds target rate at the start of 2022 was substantially lower than any other time period in the table. In stood at the start of the year (25 bps).
1979 and 1980 for example, the federal funds target rate stood at an already elevated 10% and 14%, respectively, We're in uncharted waters; we have
at the start of the year. Therefore, it was much less of a shock to the financial system when the Fed raised its target never seen the federal funds target rate
rate by 400 bps in each of those years. By comparison, the 425 bps increase in the federal funds target rate in 2022 rise so quickly off of such a low floor. It is
represented a seventeen-fold increase over the 0.25% where the rate stood at the start of the year. The federal funds our opinion that the financial markets
target rate has never been this low at the start of such a steep tightening cycle. have yet to fully realize the impact of the

The 60/40 portfolio has had comparatively poor returns during the current rate hike cycle Fed’s actions over the past year.

Of the five calendar years represented in the table, 2022 was the worst year for 60/40 investors. So, what changed?

In each tightening cycle listed above (excluding 2022), equities significantly outperformed their fixed income counterpart. In fact, the only year the S&P 500 Index posted a
negative total return for the calendar years listed was 2022 (-18.13%). The negative returns equities suffered in 2022 reflect investors’ concerns over the unprecedented surge in
the federal funds target rate over the course of the year, in our opinion.

This chart is for illustrative purposes only and not indicative of any actual investment. The illustration excludes the effects of taxes and brokerage commissions and other expenses incurred when investing. Investors cannot invest directly in
an index. The S&P 500 Index is an unmanaged index of 500 companies used to measure large-cap U.S. stock market performance. The Bloomberg U.S. Aggregate Index is a broad-based flagship benchmark that measures the investment
grade, U.S. dollar-denominated, fixed-rate taxable bond market.

The information presented is not intended to constitute an investment recommendation for, or advice to, any specific person. By providing this information, First Trust is not undertaking to give advice in any fiduciary capacity within the
meaning of ERISA, the Internal Revenue Code or any other regulatory framework. Financial professionals are responsible for evaluating investment risks independently and for exercising independent judgment in determining whether
investments are appropriate for their clients.
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