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Key Takeaways:

Fed raises rates for the first time since 2023.

Inflation “too high for too long” forces the Fed to act.

History tells us itis rarely a one and done.

W VERDENCE

Equities can struggle in the year after the Fed starts tightening rates.

No one wants rate hikes, but the Fed should act this week and get tough on inflation.

Rate Hike is Here - What Does it Mean?

As expected, the Federal Reserve
unanimously delivered its first
interest rate hike since 2023 last
week, moving the Fed funds rate to a
range of 3.75% to 4.00%. Equity
markets initially reacted with
negativity before accepting this new
phase of monetary policy. We realize
the Fed’s action has raised many
questions. As a result, we are using
this issue of our weekly insights to
cover why the Fed acted now, what
past rate hikes tell us, and what it
may mean for equity and fixed
income markets into year end.

e Why now? In the comments,
Chairman Warsh reiterated that
inflation is a bigger concern than
the labor market. In addition, he
said that the action from the Fed
was to “remove a dose of
accommodation,” suggesting more
work may be needed. The
committee said that inflation has
been “too high for too long, running
above target for more than five
years.” In addition, since he took
office (in May) inflation data has
shown no “meaningful
improvement in underlying trends.”
The forecasts from FOMC
members show at least one more
rate hike before year end.
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e What history tells us? History tells
us that itis rare to just see one rate
hike from the Fed. The only time
where the Fed raised rates just
once was in 1997 when Greenspan
acted preemptively to address
“irrational exuberance.” Instead
the Fed usually starts a series of
rate hikes. Going back to 1946, the
median length of a tightening cycle
is 12 months and the Fed funds
rate rises on average 2.6%. In the
1970s and 1980s there were
shorter cycles of hiking and cutting
as the Fed battled hyperinflation
and elevated unemployment.
However, in more modern times
(1989-2022) the tightening cycles
have lasted ~14 months and the
Fed raised rates by ~300 bps on
average.

e What to expect from equities and
bonds? If we use history as a guide
and this is the start of a Fed
tightening cycle (at least three rate
hikes before a cut), it would tell us
equity investors should be
prepared for more muted returns
over the next year. Since the early
1970s, on average, U.S. (S&P 500)
and international equities (MSCI
EAFE) return between 2-5% in the

one year after the Fed starts raising
rates. Commodities are the best
performing asset class in the one
year after a tightening cycle.

The Bottom Line:

We do not view the Fed’s move last
week as an end to the bull market or
that a recession is imminent. Instead,
we believe it is a way to unwind years
of unwarranted accommodative
monetary policy that has done
nothing to getinflation to the Fed’s
target. We realize that no one wants
rate hikes, but we think inflation is a
much bigger risk to the economy and
equity markets in the long run than
the Fed raising rates. However, we do
expect markets to remain volatile
through year end as investors and
companies absorb higher for longer
interest rates. In the near term, this
could put a strain on an already
stressed housing market with the 30
year mortgage rate at the highest
level seen in more than a year
(6.97%). However, we believe this
initial action by the Fed is a step in
the right direction to drain some
excess liquidity and try to get inflation
back to the Fed’s target (2.0%).
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Key Takeaways:

Weekly Economic Recap -

Consumer spending surges in August.

Homebuilder sentiment falls as rate rises.
Retail sales for the month of August came in
much better than expected (+1.2% MoM vs
0.8% MoM est.). While the majority of the gain
at the headline level was due to higher
spending on gas we saw broad based strength Metals support commodities instead of oil.
in spending. The areas that led the gains
outside of gas were internet sales,
electronics, sporting goods and furniture. The Week[y Market Recap -
only area to see weakness was building
materials.

Fed delivers the rate hike markets expected.
Global equities decline on war and hawkish rate hike.

Bonds fall as Fed suggests more rate hikes ahead.

Equities: The MSCI AC World Index fell for the second consecutive week
after geopolitical tensions continued and the Fed delivered a hawkish rate
hike. The losses were broad based but the emerging markets fell the least
as they benefitted from the rise in commodity prices. Within the U.S.,
technology (i.e. Nasdaq) and large cap growth ended the week in positive
territory after some positive company specific reports (e.g., Micron).

The NAHB Housing Market Index declined to
the lowest level in ayear in September.
Confidence in the present and future
conditions of the housing market declined
while prospective buyers’ traffic was
unchanged. Confidence is being negatively
impacted by the 30YR mortgage rate which is Fixed Income: The Bloomberg Aggregate Index fell for the third consecutive
at the highest level in more than a year. week after the Fed raised rates for the first time since 2023 and suggested
more rate hikes were ahead. TIPS were the worst performing fixed income
sector as inflation expectations dipped lower after the Fed raised rates.
Investment grade debt was the only sector to end positive for the week.

The Federal Reserve met and as expected
increased the Fed funds rate for the first time
since 2023 by 25 bps to a range of 3.75%-

4.00%. The decision was unanimous and the Commodities/FX: The Bloomberg Commodity Index rallied for the third
statement noted that “inflation remains consecutive week led by precious metals and industrial metals. Copper
elevated.” In addition, the rate hike “will led the industrial metals higher as Chinese demand accelerated. Gold
support a timelier return to 2% inflation.” rose for the first time in four weeks due to safe haven demand.

Housing starts and building permits came in

weaker thain expected in August. Housing Futures Market Expects More Rate Hikes Ahead
starts declined 2.6% (MoM) to a three month

low. The biggest weakness was seen in multi

family housing starts which fell 22% for the

month. Building permits, a leading indicator 4.75%

for housing construction also fell to a two
month low (1.394 million annual pace).
Housing continues to be impacted by 3.75%

mortgage rates which have reached the \
3.25%

highest level since May 2025.
2.75%

Oct-26 Jan-27 Apr-27 Jul-27 Oct-27

5.25%

4.25%

e Fstimate as of 12/31/2025 Estimate as of 9/18/26

Footnotes: Data is as of September 18, 2026.
Data Source: Bloomberg Finance LP, Verdence Capital Advisors.
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Global Equities Fall as Fed Makes a Hawkish Move
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Footnotes: Data is as of September 18, 2026.
Source: Bloomberg Finance LP, Verdence Capital Advisors.
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© 2026 Authored by Megan Horneman, Chief Investment Officer, Verdence Capital Advisors, LLC. Reproduction without permission is not permitted. The indexes presented are
unmanaged portfolios of specified securities and do not reflect any initial or ongoing expenses nor can it be invested in directly. An investment’s portfolio may differ significantly from
the securities in the index.

This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources
considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any
projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to
change without notice. This material is being provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, legal,
or tax advice. Past performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future
performance of any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials will be
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not assume that any
discussion or information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative investments are designed only
for sophisticated investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed as illiquid and generally not readily
marketable or transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite period of time. Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All indexes are unmanaged, and you cannot
invest directly in an index. Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents only. Any recommendation, opinion or advice
regarding securities or markets contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does not verify any information included in such
material. Verdence Capital assumes no responsibility for any fact, recommendation, opinion, or advice contained in any such research material and expressly disclaims any
responsibility for any decisions or for the suitability of any security or transaction based on it. Any decisions you may make to buy, sell, or hold a security based on this research will be
entirely your own and not in any way deemed to be endorsed or influenced by or attributed to Verdence Capital. It is understood that, without exception, any order based on such
research that is placed for execution is and will be treated as an UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence Capital assumes no responsibility for the
accuracy, completeness, or timeliness of any such research or for updating such research, which is subject to change without notice at any time. Verdence Capital does not provide
tax, or legal advice. Under no circumstance is the information contained within this research to be used or considered as an offer to sell or a solicitation of an offer to buy any particular
investment/security. Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed income investments are subject to various other risks
including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications and other factors. Lower rated securities are
subject to greater credit risk, default risk, and liquidity risk. Commodity-related products, including futures, carry a high level of risk and are not suitable for all investors. Commodity-
related products may be extremely volatile, illiquid and can be significantly affected by underlying commodity prices, world events, import controls, worldwide competition,
government regulations, and economic conditions, regardless of the length of time shares are held. Data is provided for information purposes only and is not intended for trading
purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in reliance on any content.
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