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All eyes were on the Federal Reserve this week when as expected the Fed cut interest rates by 25 basis points (bps), bringing the Fed funds target range to 4.25%-4.5%. In addition to adjusting rates, the Federal Open Market Committee (FOMC)
provided investors with an update on the outlook for monetary policy. The Fed signaled more caution regarding rate normalization with inflation remaining sticky, as well as a new “wait and watch” approach given the impending Trump
administration’s potentially inflationary policies. FOMC members now project Fed funds will end 2025 at 3.75-4% versus an expectation of 3.4% in September, implying only two quarter point cuts in 2025 versus prior expectations of four cuts.
Renewed inflationary pressures, coupled with an overheated equity market trading at 22x earnings, caused the S&P 500 to post its worst week since early September. Bond rates rose on the revised Fed outlook, with the 2-year Treasury ending the
week 6 bps higher and the 10-year finishing 12 bps higher. On a positive note, the U.S. economy has proved to be resilient in the face of elevated borrowing costs, which gives the Fed some reassurance that it can hold rates higher for longer without
risking an economic downturn. Labor market conditions remain supportive of economic growth and consumer spending. Retail sales surprised to the upside, rising 0.7% in November from the prior month. This print reflects a healthy consumer that is
benefitting from a resilient labor market. PCE data on Friday showed a 2.4% price increase during November, below expectations of a 2.5% increase.
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