December 12, 2025

MARKET

SIGHTLINES

The Fed Cuts Rates...

and Signals a Possible Pause
By Michael O’Keeffe, Chief Investment Officer
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The Federal Reserve held its final meeting of 2025, cutting its benchmark Fed funds rate
by 0.25% to a range of 3.5%-3.7 5%, bringing borrowing costs to their lowest level since
2022. Fed officials had been talking a lot about the two elements of its dual mandate —
maximum employment and stable prices — with officials holding mixed views as they
seek to avoid policy error. Cut too quickly, and inflation can reignite, but cut too slowly,
and tight conditions can drive more job weakness and the eventual risk of recession. The
Fed’s Summary of Economic Projections — the SEP — reinforces that officials have
differing views. And, overall, officials are signaling they may pause cuts for a while.

THE TAKEAWAY: THE FED ACTS BUT WORRIES ABOUT THE FUTURE
The Fed cut rates a quarter point as expected, but the SEP shows that officials have
differing views about that action and the future. In summary:

e The Fed cutits benchmark funds rate a quarter of a point, as expected.

e The SEP, which provides insights into the individual projections of Fed officials,
showed that officials had varying views of this action.

e The projections also show the potential for just one cut next year.
e Thisis due, in part, to the view that inflation will be firmer than previously thought.

e [n addition, officials see continued economic growth over the next few years, in line
with consensus expectations, and at a higher level than previously forecast.

e |Interestingly, the SEP also projects that the labor market may improve.

¢ |n his post-meeting press conference, Fed Chair Jerome Powell indicated that the
central bank may move to a “wait and see” stance, even as labor market and
inflation risks remain.
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https://omny.fm/shows/stifel-sightlines/the-fed-cuts-rates-and-signals-a-possible-pause

IN-DEPTH: THE FED ACTS AS EXPECTED, BUT FORECASTS SHOW OFFICIALS ARE WORRIED
ABOUT THE FUTURE

At its December meeting, the Fed cut rates a quarter point as expected, but the SEP confirmed that officials have
differing views about both that action and what to expect in the future. Going deeper:

e Asexpected, the Fed cut its benchmark funds rate a quarter of a point:
o Fed funds futures had priced in a 90% chance of a cut at this meeting.
o The new range of 3.5%-3.75% brings borrowing costs to their lowest level since 2022.
e The SEP, reflecting Fed officials’ individual projections, showed officials had varying views of this action:
o The “dot plot” showed six officials preferred no cut, and one preferred a half-point cut.
o The policy vote was divided — one official preferred a half-point cut, and two preferred none.
e The SEP projections also show the potential for fewer cuts next year:
o Projections show the likelihood of only one cut next year.
o Fed funds futures are still pricing in two cuts in 2026, but then no change in 2027.
e This may be due, at least in part, to the view that inflation will be firmer than previously thought:
o The SEP core Personal Consumption Expenditures inflation 2026 median projection is 2.5%, up
from 2.2% last December.
o Market inflation breakeven rates sit at 2.5% for one year and 2.3% for five years.
e Also, officials see continued, strong economic growth over the next few years, in line with consensus
expectations, and at a higher level than previously forecast:
o The SEP median projection of 2026 GDP growth is now 2.3%, up from 1.8% in September.
o The consensus median economist forecast for 2026 GDP is now 2%.
e Interestingly, despite signaling worries about a slowdown, officials indicate they think the labor market
may eventually improve:
o The SEP median projection for unemployment is 4.4% at year-end 2026.
o Thisrate is then expected to fall to 4.2% in 2027.
e In his post-meeting press conference, Fed Chair Jerome Powell indicated that the Fed may pause:
o Hesaid, “We’re well positioned to wait and see how the economy evolves from here.”
o He also indicated that labor market risks tipped the scales to a cut, but officials don’t feel it is
“mission accomplished” on inflation.
o Ultimately, Powell reiterated that the Fed will be data dependent going into the January meeting.

CONCLUSION

The Fed cut rates at its final meeting this year, bringing its benchmark Fed funds rate to a range of 3.5%-3.75%.
Fed officials have focused the two elements of its dual mandate — maximum employment and stable prices — with
mixed views on how to avoid policy error. Cutting too quickly can trigger inflation, but going too slow — or not
cutting enough — puts the job market and economy at risk. But officials, while divided, ultimately responded to
labor market risks, even as they signaled a potential pause from here.
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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.

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. Investing involves risks, including the possible loss of principal
invested. Past performance is no guarantee of future results. 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. Index returns include the reinvestment of dividends but do not include adjustments for brokerage, custodian, and
advisory fees. The small business optimism index is compiled from a survey that is conducted each month by the National Federation of Independent
Business (NFIB) of its members. The index is a composite of ten seasonally adjusted components based on questions on the following: plans to increase
employment, plans to make capital outlays, plans to increase inventories, expect economy to improve, expect real sales higher, current inventory, current job
openings, expected credit conditions, now a good time to expand, and earnings trend. Indices are unmanaged and are not available for direct investment.
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