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There’s no drama associated with the upcoming meeting of the Federal Open Market Committee (FOMC), the
policy-setting group of the Federal Reserve (Fed). Fed officials hate surprises and conveyed clearly at the last
meeting of 2024 that policy was in a holding pattern. Subsequent economic data mostly met expectations and gave
no reason to change the flight plan, which is why future prices sit on a 98% probability that the target range will
likely be maintained at 4.25% to 4.50% at the conclusion of the meeting on January 28 and 29.

Fed Chair Powell pressed his luck at his last press conference on December 18, 2024, declaring that “...the outlook
is pretty bright for our economy.” We think he’s right, even if he may have provided an embarrassing sound bite if
events turn south. The US economy retains significant momentum. Uncomfortably, some of the future support to
demand owes to fiscal stimulus that worsens longer-term challenges — and some to uncertain political wrangling.
Even so, US economic prospects appear more favorable than most of our trading partners. Inflation will likely
only edge lower, limiting the extent to which the Fed can ease further. Political risks at home and in a perilous
world, partly stirred up by domestic decisions on trade and tariffs, may tilt outcomes to more inflation and Fed
hawkishness, not less.

For now, we believe a low profile for the Fed may be safest during the presidential transition. The Fed, however, finds
itself in a bind of its own making. Action depends on the data, but guidance is about the forecast, and a forecast
depends on an assessment of the political economy. Such an assessment is hard to make and to voice during the
political transition. The Fed cannot presume policy action by the incoming administration without appearing
judgmental. Moreover, policy options discussed early in an administration may not be delivered on, especially those
dependent on Congress.

Particularly awkward for the Fed is that the new administration’s policies, if implemented, will likely push up prices
this year, especially the flexible ones that are more reliant on trade. That would require an adjustment of monetary
policy guidance.

e Tariffs directly raise the prices of imported goods in the consumption basket.

e More aggressive policing of the border cuts the flow of new workers, and deportation would reduce the
count of existing ones, putting upward pressure on labor costs.

o Extending the existing tax structure prolongs fiscal support of aggregate demand, and more aggressive
changes, a distinct possibility, would impart more stimulus.

e Looser regulation, likely welcomed by capital markets, should spur capital spending.
We think the directional change in the SEP in December was the beginning. In our view, the hawkish cut in policy

in December presages further hawkish adjustments this year. Given that they still lean into easing policy, one or two
more quarter-point cuts are probably in the cards for 2025.
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In December, the Fed leaned into the direction of travel in its Summary of Economic Projections (SEP), with

the forecasts for inflation and the appropriate policy rate shifting up. But that awaits Fed officials seeing some
progress in the rest of the government putting policies in place. The schedule matters, too, in that policy action and
adjustment to its guidance are more convenient at the four meetings of the year in which they put out a new SEP.
This is another reason we believe the off-cycle meeting in January will be uneventful.

All this, of course, depends on the data. Chair Powell showed a superstitious streak at his November 7, 2024, press
conference in explaining the inflation process, holding;:

“..we've been able to see inflation come down a whole lot, you know, much closer to our goal without the kind

of sharp increase in unemployment that has often accompanied programs of disinflation. So, knock on wood,
we've gotten this far without seeing a real weakening ... in the labor market. And we believe we can complete the
inflation task while also keeping the labor market strong, and that, of course, is exactly what we’re trying to do.”

The dynamics of consumer prices Consumer Prices and the Flexible and Sticky Price Components
is about the arithmetic of the Twelve-month change, percent
index. The headline progress

in reducing inflation has come 25
from flexible prices (mostly e Total consumer price index
goods that make up 30% of the 20 Flexible prices
consumption basket and more
represented in producer prices). e Sticky prices
Sticky prices (mostly services 15
and the other 70% of the basket)
are contractual, habitual, 10
set independently and non-
synchronously by many actors
worried about market share °
and perceptions of fairness. The
tenth-or-so decline in sticky-price 0
inflation-per-quarter represents
durable success for the Fed, but
it has been, and will continue to ®
be, slow.
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Source: Bureau of Labor Statistics (consumer prices) and Federal Reserve Bank of Atlanta (flexible
and sticky prices), accessed from FRED, 12/31/24. Flexible prices are the 30 percent of the
household basket identifies as adjusting frequently. Sticky prices are the remaining 70 percent that
move inerfially.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. 3



>BNY | INVESTMENTS

Flexible prices, which have a high
tradable commodity component,
tend to respond to global supply
chain pressures. Sticky prices are
very sensitive to excess-demand
pressures in the labor market but
much less so to slack. The levels
of both are related over the long
run as the ratio of flexible to sticky
price reverts to a downtrend over
time. Note that the goods sector
is much more productive than the
service sector, so flexible prices
fall relative to sticky prices over
time. In current circumstances,
where the level of flexible prices is
still high relative to sticky prices
because of the lingering effects of
the pandemic shock, sticky prices
have to rise a bit faster to lower
the ratio back to trend.

Flexible Prices and Global Supply Chain Pressures
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Source: Bureau of Labor Statistics (consumer prices and unemployment rate) and Federal
Reserve Banks of Atlanta (flexible and sticky prices) and New York (global supply chain pressures).
Accessed from FRED, 12/31/24. The "Baumol” trend to relative prices is estimated from 2007 to

2019. Firm analysis.
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Disinflation has been the product of supply chains healing and the labor market moving into balance even as sticky prices
rise faster to catch up to goods prices to correct the relative price gap. We believe the Fed’s inflation strategy is patience:

Hope that supply chains continue to heal, keep the labor market in balance so that pressures do not emerge, and expect

the impetus to inflation from the mean reversion of sticky relative to flexible prices to wane over time. If so, a modest
realignment in the nominal fed funds rate would be appropriate. Hope is always a strategy, but politics may intrude.

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS.
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Endnotes

" Federal Reserve: Transcript of Chair Powell's Press Conference, December 18, 2024.

*Federal Reserve: Transcript of Chair Powell's Press Conference, November 7, 2024.

Disclosure

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS.

All investments involve risk, including the possible loss of principal. Certain investments have specific or unique risks. No investment strategy or risk
management technique can guarantee returns or eliminate risk in any market environment.

This material has been provided for informational purposes only and should not be construed as investment advice or a recommendation of any
particular investment product, strategy, investment manager or account arrangement, and should not serve as a primary basis for investment decisions.
Prospective investors should consult a legal, tax or financial professional in order to determine whether any investment product, strategy or service is
appropriate for their particular circumstances. This document may not be used for the purpose of an offer or solicitation in any jurisdiction or in any
circumstances in which such offer or solicitation is unlawful or not authorized. Views expressed are those of the author stated and do not reflect views of
other managers or the firm overall. Views are current as of the date of this publication and subjectto change. This information may contain projections or
other forward-looking statements regarding future events, targets or expectations, and is only current as of the date indicated. There is no assurance that
such events or expectations will be achieved, and actual results may be significantly different from that shown here. The information is based on current
market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. References to specific securities, asset
classes and financial markets are for illustrative purposes only and are not intended to be, and should not be, interpreted as recommendations. Charts
are provided for illustrative purposes and are not indicative of the past or future performance of any BNY product. Some information contained herein
has been obtained from third party sources that are believed fo be reliable, but the information has not been independently verified. No part of this
material may be reproduced in any form, or referred fo in any other publication, without express written permission.

Indices referred to herein are used for comparative and informational purposes only and have been selected because they are generally considered
to be representative of certain markets. Comparisons to indices as benchmarks have limitations because indices have volatility and other material
characteristics that may differ from the portfolio, investment or hedge to which they are compared. The providers of the indices referred to herein are
not affiliated with Mellon Investments Corporation (MIC), do not endorse, sponsor, sell or promote the investment strategies or products mentioned
herein and they make no representation regarding the advisability of investing in the products and strategies described herein. Investors cannot
invest directly in an index.

BNY Investments is one of the world's leading investment management organizations, encompassing BNY's aoffiliated investment management firms
and global distribution companies. BNY is the corporate brand of The Bank of New York Mellon Corporation and may be used to reference the
corporation as a whole and/or its various subsidiaries generally.

Mellon Investments Corporation (MIC) is a registered investment adviser and subsidiary of The Bank of New York Mellon Corporation. MIC is
composed of two divisions; Mellon, which specializes in index management, and Dreyfus, which specializes in cash management and short duration
strategies. Securities are offered through BNY Mellon Securities Corporation (BNYSC), a registered broker-dealer and affiliate of MIC.

Personnel of certain of our BNY affiliates may act as: (i) registered representatives of BNY Mellon Securities Corporation (in its capacity as a registered
broker-dealer) to offer securities and certain bank-maintained collective investment funds, (ii) officers of The Bank of New York Mellon (a New York
chartered bank) to offer bank-maintained collective investment funds, and (iii) Associated Persons of BNY Mellon Securities Corporation (in its
capacity as a registered investment adviser) to offer separately managed accounts managed by BNY firms.

For more market perspectives and insights from our teams, please visit www.mellon.com.
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