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Inflation in September was still running about 3%. Economists predict it should start to decline in the
coming quarters as tariff-induced inflation filter through. Shelter inflation has also steadily declined
on a year-over-year basis and will continue to help bring overall inflation closer to the Fed’s 2%
target. Shelter costs comprise more than a third of the Consumer Price Index (CPI).
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The Fed met in October and cut the Fed Funds Rate by 25 bps for a second time this year, pointing to a
weakening labor market. Yields on 3-month Treasury bills declined by 13 basis points to 3.80% while the
yield on the 2-year Treasury note decreased by a modest 4 basis points to 3.57%. Equities, as measured
by the Dow Jones Industrial Average, advanced by 2.6% for the month.

In the press conference following the Fed meeting, Powell emphasized the growing chorus of Fed
members challenging if further cuts are warranted. He warned that a rate cut in December is, “far from a
foregone conclusion”.

The government remains shut down, and the current closure is poised to mark the longest in history,
breaking the previous record set in 2018 and 2019 which spanned 35 days. So far, the economic
consequences have been muted but increased uncertainty and delayed paychecks could start to dimmish
confidence and delay spending.

In the meantime, the Fed has not been receiving key economic data that it relies on to steer policy. The
Fed remains in a tough spot with inflation remaining elevated and employment gains disappearing, risks
to both of its key mandates have become increasingly apparent. Add in the lack of data and the divergence
between strong GDP growth and falling employment, and it is understandable that building a consensus
around the appropriate rate will continue to be very difficult going forward.
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