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THOUGHTS OF THE WEEK
Consensus Is Great; Dissent Is Even Better!

This week, the Federal Reserve’s (Fed) Federal Open Market Committee (FOMC) delivered another 25 basis
point reduction in the federal funds rate in what some called a “hawkish” cut. The argument for it being a
hawkish cut was because out of the three members who dissented, two of those members dissented
because they wanted no cuts during the meeting. The third dissenter was highly dovish and wanted a 50
basis point cut rather than a 25 basis point cut.
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Many times, criticism of the Fed has come associated with the argument that it is “a good friend’s club”
exposing a “group think mentality.” However, nothing could be further from the truth with this group.
Anybody that knows how economists think knows that they are always accused of being two handed, that
is, “on the one hand and on the second hand.” There have been cases when we have encountered three or
even four handed economists, so nothing is farthest from the truth that Fed officials are suffering from
some sort of group think in their monetary policy decisions.

Furthermore, achieving consensus at the FOMC level is not the same thing as steadfast agreement on the
decisions the committee makes, it is just a negotiated consensus after considering all of the alternatives.
Thus, when that consensus is broken, it is not because the institution is broken, it is because the
institution is working as it is intended to work.
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We favored a rate cut at this time. However, we realize that a very good case could have been made, from a
monetary policy as well as an economic point of view, for no cuts or even higher rates, although the latter
alternative had a very, very, high bar, as the Chairman of the Fed seems to have alluded to during the press
conference after the FOMC decision.

In fact, we believe that Fed officials finally decided to go ahead with a rate cut as a way to buy time to get a
better reading on economic activity after the delay in data releases due to the government shutdown.
However, it is clear that there was an important lack of conviction that a rate cut was really needed at this
time, which is why two dissenters opted for no cut in rates during the meeting.

For the majority of FOMC members, they were probably indifferent between cutting by 25 basis points or
keeping rates steady, as long as markets kept upward pressure on longer term rates, as it has been the
case since September of 2024, when the cycle started. Meanwhile, those preferring to keep rates
unchanged were probably more concerned with inflation expectations being affected by the political
pressure coming from the Trump administration to lower rates more forcefully.
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Going forward, although FOMC members left the door open for another 25 basis point cut during 2026, the
bar to proceed with such a cut is very, very high and would require a severe deterioration in the labor
market, which is not part of our forecast nor is it embedded in the Fed forecast.

At the same time, the dissents prove that no matter who is chosen to become the new Chairman of the
Fed, the institution will maintain its policy independence as long as political pressures do not threaten
how the institution works. If we see further intervention in the Fed decision making process coming from
the political system, then all bets are off and the risks for higher inflation will skyrocket.

That is, although much lower interest rates are good in many circumstances, this is not one of those many
circumstances. Inflation is still not securely heading towards the Fed 2% long run target and we are
probably going to see some more tariff induced price increases during 2026. Once these tariff effects
subside, then the Fed will probably resume their search for the long term federal funds rate, which they
estimate to be close to 3.0%.
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Forecast Table

Actual Forecast Actual Forecast

3Q24 4Q24 2026 3Q26 4Q26 2023 2024 2026

Real Gross Domestic Product ' 1.6 3.0 33 19 -06 38|27 02|24 27 26 24|24 21 21 23|29 28 |18 22 23
Real Gross Domestic Product > 29 31 28 24 20 21|19 15|23 20 20 25|25 24 22 22|29 25

Consumer Price Index * 32 32 27 27 27 24 29(3.0(27 28 30 30|27 25 23 23|41 30 |28 29 24
Ex-food & energy 2 38 34 33 33 31 28 313128 28 28 27|26 25 22 21|48 34|30 28 24

PCE Price Index 2 28 2.7 24 26 26 24 27 (28|27 28 27 26|24 23 23 22|38 26 |26 27 23
Ex-food & energy 2 31 28 28 30 28 27 29| 29|27 27 26 25|24 23 22 21|42 29|28 26 22

Unemployment Rate 38 40 42 41 41 42 43| 44|45 44 43 43 |43 43 43 43 |1 36 40 | 43 44 43

Fed Funds Rate 3 4.00 550 500 4.50 4.50 450 4.25(375|375 3.50 3.50 350350 325 325 325| 51 51 | 43 36 33
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Economic Releases

JOLTS: Although job openings were unchanged in October compared to September at 7.7 million, they were higher than
the 7.2 million recorded in August. The hires, separations, and quits rates were all lower in October than in September.
However, we caution that these numbers are probably going to experience large revisions due to the fact that September
estimates were made with partial information collected during the government shutdown. As expected, the level and the
rate of quits in the federal government were the highest in September as the majority of government workers ended their
careers after accepting early retirement or the ‘Fork in the Road’ program. Job openings in October were basically
unchanged from September, at 7.7 million, according to the Bureau of Labor Statistics, which indicated that the September
estimate was constructed with partial information submitted during the government shutdown plus information received in
November. The hires rate was lower in October, at 3.2% compared to 3.4% in September, while the total separations rate
was also lower, at 3.2% compared to 3.3% in September. The quits rate was also lower in October at 1.8% after increasing to
2.0% in September. The quits rate in September for federal government employees was 1.6%, or a level of 46,000, the
highest level recorded. September job openings estimates were constructed with partial information submitted during the
government shutdown plus information received in November, according to the release. Thus, September numbers should
be taken with caution.”

Employment Cost Index: The ECI increased by less than expected during the third quarter of the year, up just 0.8%,
quarter-over-quarter, and 3.5% compared to a year earlier. However, the release indicated that the government shutdown
affected the response rate of the survey, which may indicate that these results could experience higher revisions than usual.
Nevertheless, this is good news for today’s Federal Reserve (Fed) decision on rates because these numbers reinforce the
Fed Chairman’s argument over the last year that labor costs, so far, are not behind the recent increase in inflation. The
Employment Cost Index (ECI) increased by a less than expected 0.8% during the third quarter of the year, at a seasonally
adjusted, quarter-over-quarter rate, according to the Bureau of Labor Statistics. Wages and salaries, as well as benefit costs,
increased at the same rate, 0.8% compared to the quarter ending in June. The ECI was also lower than expected on a year-
over-year basis, up just 3.5% compared to the third quarter of last year, according to the release. Compensation costs for
private industry workers increased by 3.5% on a year-over-year basis, as wages and salaries increased by 3.6% while benefit
costs increased by 3.5%. In real terms, wages and salaries increased by just 0.6% compared to the previous year.
Compensation costs for state and local government workers increased by 3.6% year-over-year as wages and salaries
increased by 3.5% while benefit costs increased by 3.8%. In real terms, wages and salaries increased by 0.5% compared to a
year earlier. The release indicated that “Collection of September data had not been completed before the federal
government shutdown. After funding had been restored, any data self-reported by establishments during the shutdown
were reviewed and included; however, survey response rates decreased in September.

Trade Balance: The trade balance in goods was significantly lower than expected in September, marking the lowest level
since June 2020, when the US economy was in the midst of the COVID-19 pandemic. Exports increased by 3.0%, month-on-
month, while imports increased by 0.6%. Once again, trade in nonmonetary gold was very strong, with exports surging by
$6.1 billion. On the imports side, imports of pharmaceutical preparations surged by $12.9 billion while capital goods
imports declined considerably. This lower than expected increase in the deficit will probably push higher estimates for real
GDP during the third quarter. The trade balance in goods and services was much lower than expected in September, at
$52.8 billion compared to a deficit of $59.3 billion in August, according to the US Census Bureau and the US Bureau of
Economic Analysis. Exports of goods and services were $289.3 billion or up 3.0% compared to August while imports of goods
and services were $342.1 billion, or up 0.6%. Exports of goods on a Census basis were up $8.8 billion during the month of
September as exports of industrial supplies and materials increased $7.2 billion. Most of this increase was due to an
increase of exports of nonmonetary gold, up $6.1 billion during the month. Exports of consumer goods increased by $4.1
billion as exports of pharmaceutical preparations increased by $3.1 billion. However, exports of capital goods declined by
$3.3 billion as exports of computers declined by $2.3 billion. Imports of goods on a Census basis increased by $1.7 billion as
imports of consumer goods increased by $10.2 billion due to a surge of $12.9 billion in imports of pharmaceutical
preparations while imports of industrial supplies and materials were up by less than $0.1 billion. Imports of capital goods
declined by $5.6 billion as imports of computers declined by $4.7 billion while imports of electric apparatus declined by $1.5
billion. This was the lowest trade deficit in goods and services since June of 2020, when the US economy was in the midst of
the COVID pandemic.

RAYMOND JAMES



WEEKLY ECONOMICS

Economic Releases

FOMC Meeting: The Federal Reserve’s FOMC delivered what markets have been expecting, lowering the federal funds
rate by 25 basis points to 3.50% to 3.75% while the dot plot indicated that it is looking for only one more rate cut next
year, unchanged from what the dot plot in September of this year. Although today’s decision looked more hawkish
because there were three dissenters, one wanting a 50 basis point reduction, two members wanted no change in the
federal funds rate, one more than during the September meeting. This was the first time we had three members
dissenting in six years. Because two of the dissenters advocated for no cuts, this rate cut looks a bit more hawkish
than the rate cut in September. Our view is that, although the dot plot shows one cut next year, the path to that cut
will be data dependent. As expected, the Federal Open Market Committee (FOMC) of the Federal Reserve (Fed)
decided to lower the federal funds rate by 25 basis points, to 3.50% to 3.75%. The decision from the committee was
not unanimous, as expected, with Stephen | Miran preferring a 50 basis points cut, while Austan D Goolsbee joined
Jeffrey R. Schmid, preferring no change in rates at this time. The median dot plot for the federal funds rate during the
next several years remained unchanged, while the longer-term federal funds rate also stayed at 3.0%. For next year,
the dot plot still expects one rate cut and another rate cut in 2027, also unchanged from the September dot plot. On
real GDP growth, the FOMC Summary of Economic (SEP) projections increased to 1.7% during this release, compared
to 1.6% in the September SEP. Real economic growth next year increased to 2.3% compared to 1.8% in the
September SEP. The rate of unemployment remained unchanged for 2026, at 4.4% while the rate of unemployment in
2027 was lowered to 4.2%. The headline PCE price index for 2025 was lowered to 2.9% during this SEP compared to
3.0% during September’s SEP, while the headline PCE price index for 2026 was lowered to 2.4% compared to 2.6% in
the September SEP. The rest of the years were left unchanged, at 2.1% in 2027 and 2.0% in 2028. The core PCE price
index was also lowered, to 3.0% in 2025 from a rate of 3.1% in September SEP, while the 2026 rate was lowered to
2.5% from 2.6%. The core PCE price index for 2027 and 2028 were unchanged, at 2.1% and 2.0%.

Press Conference Commentary by Chairman Powell

* Economic activity expanding at a moderate pace

* Consumer demand showed relative strength

* However, the housing market is struggling

* Inflation on goods has increased due to the effects of tariffs

* Riskstoinflation are tilted to the upside while risks for employment are tilted to the downside

* The balance of risks has shifted, with the Fed putting more weight on the employment side of the mandate

* The baseline, due to high investment in Al, is for solid economic growth. This is the reason why the SEP has higher
economic growth for next year

* We have to be careful with data on CPI, or the Household Survey, etc., will need to be looked at more carefully
because of the government shutdown, which has affected the reliability of some of the surveys

* The Chairman said that no member showed an inclination to raise rates, just no cuts or fewer cuts over the next
years

* Gradual cooling of the labor market has continued, so that’s why we are putting more emphasis on the
employment side of our mandate

* Servicesinflation coming down while goods inflation has picked up because of tariffs

* The Fed also indicated that it would restart its purchases of Treasury securities as the Chairman indicated that “we
need to keep ample reservesin the system.”
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Disclosures

Economic and market conditions are subject to change.

Opinions are those of Investment Strategy and not necessarily those of Raymond James and are subject to change
without notice. The information has been obtained from sources considered to be reliable, but we do not guarantee
that the foregoing material is accurate or complete. There is no assurance any of the trends mentioned will continue
or forecasts will occur. Past performance may not be indicative of future results.

Consumer Price Index is a measure of inflation compiled by the US Bureau of Labor Statistics. Currencies investing is
generally considered speculative because of the significant potential for investment loss. Their markets are likely to
be volatile and there may be sharp price fluctuations even during periods when prices overall are rising.

Consumer Sentiment is a consumer confidence index published monthly by the University of Michigan. The index is
normalized to have a value of 100 in the first quarter of 1966. Each month at least 500 telephone interviews are
conducted of a contiguous United States sample.

Personal Consumption Expenditures Price Index (PCE): The PCE is a measure of the prices that people living in the
United States, or those buying on their behalf, pay for goods and services. The change in the PCE price index is known
for capturing inflation (or deflation) across a wide range of consumer expenses and reflecting changes in consumer
behavior.

The Consumer Confidence Index (CCl) is a survey, administered by The Conference Board, that measures how
optimistic or pessimistic consumers are regarding their expected financial situation. A value above 100 signals a boost
in the consumers’ confidence towards the future economic situation, as a consequence of which they are less prone
to save, and more inclined to consume. The opposite applies to values under 100.

Certified Financial Planner Board of Standards Center for Financial Planning, Inc. owns and licenses the certification
marks CFP®, CERTIFIED FINANCIAL PLANNER®, and CFP® (with plaque design) in the United States to Certified
Financial Planner Board of Standards, Inc., which authorizes individuals who successfully complete the organization’s
initial and ongoing certification requirements to use the certification marks.

Links are being provided for information purposes only. Raymond James is not affiliated with and does not endorse,
authorize or sponsor any of the listed websites or their respective sponsors. Raymond James is not responsible for
the content of any website or the collection or use of information regarding any website's users and/or members.

GDP Price Index: A measure of inflation in the prices of goods and services produced in the United States. The gross
domestic product price index includes the prices of U.S. goods and services exported to other countries. The prices
that Americans pay for imports aren't part of this index.

Employment cost Index: The Employment Cost Index (ECI) measures the change in the hourly labor cost to employers
over time. The ECI uses a fixed “basket” of labor to produce a pure cost change, free from the effects of workers
moving between occupations and industries and includes both the cost of wages and salaries and the cost of benefits.

US Dollar Index: The US Dollar Index is an index of the value of the United States dollar relative to a basket of foreign
currencies, often referred to as a basket of U.S. trade partners' currencies. The Index goes up when the U.S. dollar
gains "strength" when compared to other currencies.

The FHFA HPI is a broad measure of the movement of single-family house prices. The FHFA HPI is a weighted, repeat-
sales index, meaning that it measures average price changes in repeat sales or refinancings on the same properties.
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Import Price Index: The import price index measure price changes in goods or services purchased from abroad by U.S.
residents (imports) and sold to foreign buyers (exports). The indexes are updated once a month by the Bureau of
Labor Statistics (BLS) International Price Program (IPP).

ISM Services PMI Index: The Institute of Supply Management (ISM) Non-Manufacturing Purchasing Managers' Index
(PMI) (also known as the ISM Services PMI) report on Business, a composite index is calculated as an indicator of the
overall economic condition for the non-manufacturing sector.

The ISM Manufacturing Index: The GDP Now Institute of Supply Management (ISM) Manufacturing Measures the health
of the manufacturing sector by surveying purchasing managers at manufacturing firms. The survey asks about current
business conditions and expectations for the future, including new orders, inventories, employment, and deliveries.

Consumer Price Index (CPI) A consumer price index is a price index, the price of a weighted average market basket of
consumer goods and services purchased by households.

Producer Price Index: A producer price index (PPI) is a price index that measures the average changes in prices
received by domestic producers for their output.

Industrial production: Industrial production is a measure of output of the industrial sector of the economy. The
industrial sector includes manufacturing, mining, and utilities. Although these sectors contribute only a small portion
of gross domestic product, they are highly sensitive to interest rates and consumer demand.

The NAHB/Wells Fargo Housing Opportunity Index (HOI) for a given area is defined as the share of homes sold in that
area that would have been affordable to a family earning the local median income, based on standard mortgage
underwriting criteria.

Conference Board Coincident Economic Index: The Composite Index of Coincident Indicators is an index published by
the Conference Board that provides a broad-based measurement of current economic conditions, helping
economists, investors, and public policymakers to determine which phase of the business cycle the economy is
currently experiencing.

Conference Board Lagging Economic Index: The Composite Index of Lagging Indicators is an index published monthly
by the Conference Board, used to confirm and assess the direction of the economy's movements over recent months.

New Export Index: The PMI New export orders index allows us to track international demand for a country's goods and
serviceson a timely, monthly, basis.

Gold is subject to the special risks associated with investing in precious metals, including but not limited to: price may
be subject to wide fluctuation; the market is relatively limited; the sources are concentrated in countries that have the
potential for instability; and the market is unregulated.

The Conference Board Leading Economic Index: Intended to forecast future economic activity, it is calculated from
the values of ten key variables.

Source: FactSet, data as of 12/12/2025

RAYMOND JAMES®

INTERNATIONAL HEADQUARTERS: THE RAYMOND JAMES FINANCIAL CENTER
880 CARILLON PARKWAY // ST.PETERSBURG, FL 33716 // 800.248.8863 // RAYMONDJAMES.COM

© 2025 Raymond James & Associates, Inc., member New York Stock Exchange/SIPC. © 2025 Raymond James Financial Services, Inc., member FINRA/SIPC.
Raymond James’ is a registered trademark of Raymond James Financial, Inc.
Investment products are: not deposits, not FDIC/NCUA insured, not insured by any government agency,
not bank guaranteed, subject to risk and may lose value.



	Slide Number 1
	Slide Number 2
	Slide Number 3
	Slide Number 4
	Slide Number 5
	Slide Number 6
	Slide Number 7

