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The Federal Reserve Signals

a Slower Rate Cut Cycle
By Michael O’Keeffe, Chief Investment Officer

Recent data shows that inflation has firmed and seems to have settled above the Federal
Reserve’s (Fed’s) 2% inflation target. Even so, the Fed cut rates another 0.25% at its final
meeting of 2024, leaving monetary policy still restrictive to fight inflation. Investors remain
appropriately focused on the Fed’s expected policy in 2025, and officials now signal fewer rate
cuts. In this Sight|Lines, we review inflation, Fed policy actions, and the economic and market
implications of this modest policy shift.

THE TAKEAWAY: THE FED CONFIRMS HIGHER RATES FOR EVEN LONGER
Sticky inflation remains above the Fed’s 2% target. At its December meeting, the Fed cut rates a
quarter point but signaled a slower pace of rate cuts next year. In summary:

e Popularinflation measures show inflation remains above the Fed’s 2% target.

e Market participants still expect inflation above the Fed’s target over the next year.

e The Fed cutits funds rate 0.25% at its December meeting.

e The Fed issued its latest Summary of Economic Projections (SEP), offering data on Fed
officials’ future views on inflation, the funds rate, and GDP, signaling the median view
to be a positive economic environment, sustained inflation, and fewer rate cuts.

e Fed funds futures now forecast just 0.25% in cuts in 2025.

¢ In his post-meeting press conference, Fed Chair Jerome Powell implied that Fed officials
debated the rate cut, considering no action.

e Powell also reinforced his positive view that the Fed has made very good progress on
inflation over the last couple of years, but there’s more to do.

e Market interest rates moved higher after the Fed meeting and are expected to remain
higher going forward.
e Stocks moved lower after the Fed meeting and Powell press conference.
e This all means a higher cost of debt for individuals, businesses, and our government.
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https://omny.fm/shows/stifel-sightlines/the-federal-reserve-signals-a-slower-rate-cut-cycle

IN-DEPTH: THE FED CUT RATES A QUARTER OF A POINT BUT SIGNALED A SLOWER PACE IN
CUTS GOING FORWARD AND HIGHER RATES FOR EVEN LONGER

Even with inflation remaining above the Fed’s 2% target, the Fed cut rates a quarter point at its December meeting
but signaled a slower pace of cuts next year. Going deeper:

Core inflation measures, which exclude food and energy, have been above the Fed’s 2% target:
© The core consumer price index averaged an annualized rate of 2.85% over the last six months.
o The core producer price index averaged an annualized rate of 3.40% over that period.
Market participants still expect inflation above the Fed’s target over the next year:
o The one-year breakeven rate, market expectations for average inflation, sits at 2.58%.
The Fed cut the funds rate at its December meeting:
o The funds rate range now sits at 4.25%-4.50%, down 0.25%.
o Fed officials explained the rate cut is justified given a looser job market.
The Fed issued its latest Summary of Economic Projections (SEP), offering its officials’ future views:
o Core PCE inflation is projected to be 2.5%, based on the median projection from officials.
o The median funds rate projection is 3.9%, reflecting cuts of 0.5% from here.
o The median GDP growth rate is now at 2.1%, equal to the long-term level of trend growth.
Fed funds futures imply the potential for fewer cuts next year, compared to the Fed’s projections:

o These futures indicate investors are expecting just one 0.25% in cut in 2025, compared to
the Fed’s projection of two.

In his press conference, Powell implied that officials debated the rate cut, considering no action:

o “. todaywas a closer call, but we decided it was the right call because we thought it was the best
decision to foster achievement of both of our goals, maximum employment and price stability.”

Market interest rates jumped after the Fed meeting:

o The 10-year yield rose to 4.52%, and forward rates signal investors still expect this benchmark
rate to remain between ~4% and ~5% over the next 20 years.

o This continues to mean a higher cost of debt for individuals, businesses, and our government.

Stocks moved lower after the Fed meeting and Powell’s press conference:
o The S&P 500 fell 2.95% for the day, and the Nasdaq fell 3.56%.

CONCLUSION
Recent data shows inflation has settled above the Fed’s 2% inflation target, and even so, the Fed cut rates
another 0.25% at its final meeting of 2024. Even with this cut, monetary policy remains restrictive to fight

inflation going forward. In fact, Fed officials now project fewer cuts next year. Understanding these results is
helpful as we evaluate Fed policy possibilities in the new year.
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that the
figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times,
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee
of future results. Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility
than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company stocks
are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies. Property values can
fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies. When
investing in bonds, it is important to note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted index
that is generally considered representative of the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30
significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE
index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance
of developed markets, excluding the U.S. and Canada. VIXis a trademarked ticker symbol for the Chicago Board Options Exchange Market Volatility Index, a
popular measure of the implied volatility of S&P 500 index options.
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