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Fed cuts interest rates by 25bps, marking first cut since December 2024.

Interest rate cut likely to have little impact on consumers’ credit card rates.

The housing market is still in limbo.

Government interest payments remain a key issue.

We are not as optimistic as market participants on the future of rate cuts.

What to Expect Now That the Fed has Cut Rates?

Last week, the Federal Reserve cut
interest rates by 25 bps to a range of
4.00% - 4.25%. This was the first
interest rate cut since December
2024. The latest downward revisions
to BLS payroll data and a soft August
employment report gave the Fed the
flexibility to cut interest rates despite
persistent inflation pressures. The
committee highlighted that, at this
time, risks to the labor market
outweigh inflation. During his press
conference, Fed Chairman Powell
stated, “... think of this as arisk
management cut” given that a “very
different picture” of risks has
emerged. In this Weekly Insights, we
aim to provide an overview of how
interest rate cuts may impact the
economy and consumers.

e Credit card rates to be little
changed: The Federal Reserve’s
benchmark rate helps set the
prime rate, which banks use to
help determine how much to
charge on credit card loans. After
the 25 bps cut, the prime rate fell
to 7.25% (from 7.50%), the lowest
since November 2022. According
to Bankrate, the average credit
card balance is ~$6,500, with an
average interest rate of 20.12%."
Consumers will welcome any relief
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from the high level of interest rates
on credit cards, but they shouldn’t
count on much help. Infact, itis
estimated that if credit card rates
fall by 25 bps, a cardholder
carrying the average balance would
only see savings of ~$1/month.’

Housing market still in limbo: The
25 bps cut by the Fed was already
largely priced into 30YR fixed
mortgage rates. In fact, last week,
mortgage rates fell to their lowest
level since October 2024 (6.39%).
To understand this impact, let’s
consider a $400K mortgage. At
6.39%, the monthly mortgage
payment comes to just under
$2,500 (interest and principal only).
In January, mortgage rates were at
7.09%, and the same $400K
mortgage would have cost $2,685.
The savings comes to
~$200/month. While potential
homebuyers welcome the cost
savings, mortgage rates are based
off of long-term Treasury yields.
Unfortunately, long term bond
yields rose after the Fed’s rate cut
(10 and 30 YR Treasury +10 bps
from Tuesday to Friday) as
investors view that inflation is still a
concern over the long term.

e Impact on the federal debt: The
U.S. government has spent ~$1.13
trillion this year on interest
payments, at an average rate of
3.372%.2This pales in comparison
to 2021 (before the Fed started
raising interest rates) when the
government spent $562 billion on
interest payments, at an average
rate of 1.605%. According to the
U.S. Treasury, the average
weighted maturity of our Treasury
debtis ~6 years. Unfortunately,
yields are rising in this portion of
the curve which continues to put
pressure on the Federal budget.

The Bottom Line:

Equities continue to rally after the
Fed cut rates with all four major U.S.
averages (i.e., S&P 500, Nasdaq, DJ
Industrial Average, Russell 2000)
hitting a record high last week.
Currently, the futures market is
pricing in two more rate cuts this year
and two to three in 2026. With
valuations extended, equities are not
pricing in the risk that the Fed cannot
be this flexible. Unfortunately,
inflation is a problem that cannot be
ignored forever. This realization could
lead to a valuation correction.
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Weekly Economic Recap -

U.S. retail sales increased for the third
consecutive month in August. Nine of the
thirteen categories posted monthly increases,
led by online retailers and clothing stores,
likely driven by back-to-school spending.

Homebuilder sentiment as tracked by the
NAHB was unchanged in September but
remains historically weak. The Index was
weighed down by dismal prospective buyers’
traffic and current sales. Expectations for
sales over the next six months increased to
the highest level since March on expectations
of lower mortgage rates.

Housing starts in the U.S. fell to a three month
low in August (1.307 million annualized pace).
Starts of single-family homes decreased 7% to
the lowest level since July 2024, while multi-
family home construction fell 12%, the lowest
level since May.

As expected, the Federal Reserve cut interest
rates for the first time in almost a year (by 25
bps to 4.00% - 4.25%). The committee voted
11-to-1 to cut interest rates, with the only
dissent coming from newly-appointed
committee member Stephen Miran, who
advocated for a 50 bps cut. In the post-
meeting statement, the committee highlighted
"risks to both sides of their dual mandate and
judges that downside risks to employment
have risen." In the committee's Summary of
Economic Projections, the dot plot suggested
divergence among committee members
widened, with nine members anticipating just
one more 25 bps cut by year-end, while 10
members expect two more 25bps cuts.

The Leading Economic Indicators Index fell by
the most in four months in August (-0.5%
MoM). The decline was led by weakness in
consumer sentiment, the labor market and
building permits.
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Key Takeaways:

Consumer spending strong.

Housing remains challenged.

Fed delivers on highly expected rate cut.

Equities rally to record highs after Fed cuts rates.
Bond yields rise amid concerns of inflation.
Commodities falter on energy inventories.

Weekly Market Recap -

Equities: The MSCI AC World Index was higher for the third straight week as
the Federal Reserve lowered interest rates for the first time this year. All
major U.S. averages were higher. Large-cap growth outperformed,
specifically communications and technology. The small-cap Russell 2000
was higher for the seventh consecutive week as these companies tend to
be more interest rate sensitive.

Fixed Income: The Bloomberg Aggregate Index was lower for the first time
in five weeks as bond yields rose despite the Fed cutting interest rates.
Long term bonds led the weakness as long term inflation fears increased.
High yield and municipal bonds were the only major sectors to rally.

Commodities/FX: The Bloomberg Commodity Index was lower for the
second time in three weeks. Energy prices were lower as crude oil and
natural gas inventories rose last week, calling into question the demand
outlook. The Bloomberg Soft Commodities sub-index fell by the most
since February as coffee prices plummeted after Brazil weather forecasts
see intense rainfall in the region, benefiting the crop.

Homebuilder Sentiment Remains Historically Weak
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Footnotes: Data is as of August 2025.
Data Source: FactSet Research Systems, Verdence Capital Advisors.
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Fed Rate Cut Optimism Fuels Broad Rally
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Footnotes: Data is as of September 19, 2025.
Source: Bloomberg Finance LP, Verdence Capital Advisors.

1: https://www.bankrate.com/banking/federal-reserve/money-moves-when-fed-cuts-rates,
2: https://fiscaldata.treasury.gov/interest-expense-avg-interest-rates,
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© 2025 Authored by Megan Horneman, Chief Investment Officer, Verdence Capital Advisors, LLC. Reproduction without permission is not permitted. The indexes presented are
unmanaged portfolios of specified securities and do not reflect any initial or ongoing expenses nor can it be invested in directly. An investment’s portfolio may differ significantly from
the securities in the index.

This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources
considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any
projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to
change without notice. This material is being provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting, legal,
or tax advice. Past performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the future
performance of any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials will be
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not assume that any
discussion or information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative investments are designed only
for sophisticated investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed as illiquid and generally not readily
marketable or transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite period of time. Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All indexes are unmanaged, and you cannot
invest directly in an index. Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents only. Any recommendation, opinion or advice
regarding securities or markets contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does not verify any information included in such
material. Verdence Capital assumes no responsibility for any fact, recommendation, opinion, or advice contained in any such research material and expressly disclaims any
responsibility for any decisions or for the suitability of any security or transaction based on it. Any decisions you may make to buy, sell, or hold a security based on this research will be
entirely your own and not in any way deemed to be endorsed or influenced by or attributed to Verdence Capital. It is understood that, without exception, any order based on such
research that is placed for execution is and will be treated as an UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence Capital assumes no responsibility for the
accuracy, completeness, or timeliness of any such research or for updating such research, which is subject to change without notice at any time. Verdence Capital does not provide
tax, or legal advice. Under no circumstance is the information contained within this research to be used or considered as an offer to sell or a solicitation of an offer to buy any particular
investment/security. Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed income investments are subject to various other risks
including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications and other factors. Lower rated securities are
subject to greater credit risk, default risk, and liquidity risk. Commodity-related products, including futures, carry a high level of risk and are not suitable for all investors. Commodity-
related products may be extremely volatile, illiquid and can be significantly affected by underlying commodity prices, world events, import controls, worldwide competition,
government regulations, and economic conditions, regardless of the length of time shares are held. Data is provided for information purposes only and is not intended for trading
purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in reliance on any content.
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