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Key Takeaways:

Powell suggests Fed may pause rate cutting cycle.
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It was the most divisive decision since 2019 as three voting members dissented.

U.S. equity returns are strong during the duration of a Fed pause.

Too early to tell what the Fed might do following their pause, and history is not a guide.

No set course for monetary policy.

Powell’s Fed Likely Just Cut Rates for the Last Time

Last week, the Federal Reserve cut
interest rates by 25bps to a range of
3.5% - 3.75% in a 9-3 vote. This was
the first time since 2019 in which
there were three dissenters at a Fed
meeting. However, the Fed is even
more divided than headlines would
suggest. Across all Fed officials,
voting and non-voting members,
there were a total of seven dissents.
There were three “hard dissents”
from voting members, including Fed
Governor Miran (favoring a 50bps
cut), and Chicago and Kansas City
Fed President’s Goolsbee and
Schmid (both favored no change).
There were four “soft dissents” from
non-voting members. With Chairman
Powell suggesting the committee is
“well-positioned” to assess the
economy, this may be the last Fed cut
overseen by Powell. In this weekly,
we examine why the divisions at the
Fed have grown so quickly, and
analyze how markets historically
behave under a Fed pause regime.

® Why are the divisions so deep?
The Federal Reserve’s dual
mandate of stable prices and
maximum employment are both
under pressure. Inflation is still
above the Fed’s 2% target, with
PCE Core increasing 2.8% YoY.
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This is concerning for hawkish Fed
officials, who are more concerned
with inflation. In contrast, dovish
Fed officials are focusing on cracks
in the labor market, as they
typically favor lower rates to
stimulate the economy, and
therefore employment.

Historical market reaction to Fed
pause: We analyzed ten historical
pause periods since 1981 and
determined the Fed stays on hold
for an average of 10 months.” The
S&P 500 returns an average 9.5%
during the duration of a pause,
while 10YR bond yields gain
~10bps. The U.S. Dollar generally
strengthens by an average 2.7%.
Gold prices, often viewed as a
safe-haven in times of economic or
geopolitical uncertainty, are lower
by ~1.5% throughout the duration
of a Fed pause.

Too early to tell Fed’s next
direction: History has been
inconsistent when gauging the next
interest rate move following a
pause period. In fact, in the 10
periods analyzed, immediately
following a pause period, there
were five instances of a hike and
five instances of a cut. Fed officials

have penciled in a single rate cut in
2026 and 2027, but have reiterated
there is “no set path for policy.”

The Bottom Line:

We agree with Chairman Powell’s
remarks in his post-meeting press
conference that suggested the
committee is well-positioned to
assess incoming data. We
understand the rate cut last week
was to address recent weakness in
the labor market but we are also
concerned that inflation is being
ignored. With the economy expected
to get a boost from the One Big
Beautiful Bill and ongoing capex
spending, there is a strong chance
that the Fed is on hold for TH26. This
will give them time to assess whether
inflation can continue its downward
trajectory or if it remains stuck near
current levels (PCE Core 2.8% YoY).
In addition, with the Fed’s more
optimistic view on the economy in
2026, it warrants a wait and see
approach to confirm that inflation is
moving to its 2.0% target. We expect
the division among the committee to
continue and markets to be volatile
as equity valuations may be overly
optimistic on the Feds rate path.
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Weekly Economic Recap -

Acording to the National Federation of
Independent Businesses (NFIB), small
business sentiment rose in Novemberto a
three month high. A net 15% of owners
anticipate higher sales volume in the next
three months, the largest share this year.
Hiring intentions increased as a result of the
higher sales outlook, with a net 19% of small
companies planning to create new jobs in the
next three months, the largest share this year.

Job openings in the U.S. increased to a five-
month high in October (7.67 million) and
layoffs climbed to their highest level since
2023 (1.85 million), according to the JOLTS
report. The quits rate, which measures those
leaving their jobs voluntarily, fell to the lowest
since May 2020, suggesting decreasing
confidence in their ability to find a new
position elsewhere.

The Federal Reserve cut interest rates for the
third time this year (to 3.50% - 3.75%) at their
December meeting in a 9-3 vote. It was the
first time since 2019 in which there were three
dissenters. In the post-meeting press
conference, Powell signaled, [the committee]
is well-positioned to wait to see how the
economy evolves," when asked about the
potential path for rates. The Fed's Dot Plot
signaled only one cutin 2026 and 2027 before
the Fed funds rate hits a long-run target of 3%.

The Employment Cost Index, which measures
changes in wages and benefits, increased
3.5% YoY in September, the slowest gainin
four years. Private compensation grew at the
slowest pace since a decline in early 2023.
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Key Takeaways:

Small business owner sentiment improves.

Job openings in the U.S. climb to a five-month high.

Fed cuts rates by 25bps; signals potential pause.

Global equities finished mix despite Fed rate cut.

Bond yields diverge as potential Fed pause on the horizon.
Commodities fall on energy weakness.

Weekly Market Recap -

Equities: The MSCI AC World Index was lower for the first time in three
weeks as fears over Al valuations crept back into the markets. Small-caps,
as tracked by the Russell 2000, outperformed their large-cap peers in the
U.S. after the Fed cut interest rates. Large-cap growth fell after Oracle (an
Al beneficiary) reported underwhelming quarterly results; missing revenue
forecasts and far exceeding capital expenditure plans.

Fixed Income: The Bloomberg Aggregate Index declined for the second
consecutive week as long term yields were driven higher after the Fed
suggested last week’s rate cut may be the last for some time. Short-term
yields (2YR) were lower after the Fed cut rates, while longer-term yield
(10YR) were higher after the announcement. High yield bonds and floating
rate instruments were the only areas of fixed income to finish higher.

Commodities/FX: The Bloomberg Commodity Index was lower for the first
time in three weeks and by the most in four months. Natural gas prices fell
by the most since December 2022 as weather forecasts for the holiday
season showed warmer temperatures. Crude oil was lower as oversupply
concerns emerged on prospects for a Russia/Ukraine peace deal.
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Footnotes: Data is as of October 2025.
Data Source: FactSet Research Systems, Verdence Capital Advisors.
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Stocks Mixed as Large Cap Tech Falls
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1 “Pause period” defined as at least 4 consecutive months with no change in interest rates. We also analyzed only pause periods that occurred after a rate cutting regime.

Footnotes: Data is as of December 12, 2025.
Source: Bloomberg Finance LP, Verdence Capital Advisors.
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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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