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Investors, business leaders, and consumers are closely watching the transition in Washington, with a
particular focus on how the rapid and substantive policy changes may impact the economy going
forward. Post-election optimism around deregulation and a business-friendly administration has given
way to worries about potential negative economic impacts, especially around how uncertainty may
cause business leaders and consumers to reduce spending. Amid talk of recession, the S&P 500 hit
correction territory, falling at one point over 10% from its high in February. Yesterday the Federal
Reserve (Fed) kept its monetary policy unchanged. But we learned much about the Fed’s thinking from
its Summary of Economic Projections (SEP) and Chairman Jerome Powell’s post-meeting press
conference. In this week’s Sight|Lines, we unpack the results of the Fed meeting and look to discern their
thinking on the potential impacts of policy change in Washington.

THE TAKEAWAY: THE FED SIGNALS SOME CONCERN BUT FOCUSES ON POSITIVES

The Fed left monetary policy unchanged but signaled rate cuts and still positive economic growth
through next year and beyond. In summary:

e The Fed kept its monetary policy unchanged, an indication there is no worry about an imminent
recession.

e Its Summary of Economic Projections (SEP) showed officials expect positive economic growth
through next year and beyond.

e Importantly, the SEP signals that the labor market should remain solid, with just a modest
increase in unemployment.

e The SEP also indicates officials see inflation improving, but getting back to the 2% target will
take a little more time.

e The SEP also signals that the Fed expects to cut interest rates later this year and into next year,
getting to its long-run neutral rate likely beyond 2027.

e Inthe post-meeting press conference, Chair Powell reiterated this thinking, indicating the
increased uncertainty in the current environment.

e These modestly positive forward-looking views align with the current consensus expectations.
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IN-DEPTH: THE FED SIGNALS SOME CONCERN BUT SHARES A GENERALLY POSITIVE VIEW ABOUT THE
ECONOMY THROUGH NEXT YEAR, INCLUDING A SOLID LABOR MARKET AND IMPROVING INFLATION

The Fed left monetary policy unchanged at its March meeting, but through various venues, officials signaled rate
cuts and still positive economic growth through next year and beyond. Going deeper:

In a sign that officials aren’t worried about an imminent recession, the Fed kept its policy unchanged:
o Officials decided to maintain the target range for the federal funds rate at 4.25%-4.50%.
o Its program to reduce balance sheet holdings will continue, but at a modestly slower pace.
The SEP showed officials expect positive economic growth:

o The 2025 GDP median projection is 1.7%, with the 2026 median projection at 1.8%.
The SEP also signals a solid labor market:

o Unemployment is expected to be 4.4% at year-end, moving to 4.3% at year-end 2026.
The SEP shows officials see inflation improving:
o Personal Consumption Expedintures inflation has a median forecast of 2.7% at the end of the
year, then 2.2% at the end of 2026.
o Inflation is expected to reach the Fed’s 2% target in 2027, based on the median forecast.
The SEP also signals the Fed expects to cut interest rates:

o The median forecast is for two 0.25% cuts this year and two 0.25% cuts next year.

o The median long-term neutral rate is 3%, which officials expect to reach beyond 2027.
In the post-meeting press conference, Chair Powell offered these views:

o “Uncertainty around the changes [trade policy] and their effects on the economic outlook is
high.” “Sentiment has fallen off pretty sharply, but economic activity has not yet...the economy
seems to be healthy.”

These modestly positive forward-looking views are a little muted compared to consensus expectations:

o Consensus GDP growth forecasts sit at 2.2% for 2025 and 2.0% for 2026, and we expect these
to come closer into alignment with the Fed forecasts over the next few months.

o Fed fund futures are pricing in two 0.25% cuts this year and two 0.25% cuts next year.

CONCLUSION
People are watching the Washington transition closely given the rapid and widespread policy changes. While

many were optimistic right after the election about deregulation and a business-friendly administration, there are

increased worries about the potential negative economic implications of these policy changes. While the Fed’s

primary focus is monetary policy designed to balance toward stable prices and a strong labor market, its Summary

of Economic Projections and Chair Powell’'s post meeting comments give us insight into its thinking about the

economy given these broader policy changes. The Fed sees positive economic growth going forward, with a

softening but strong job market and improving inflation.
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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. VIX is 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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