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MARKETS ON THE FRONT FOOT:
ARE EXPECTATIONS OUTPACING REALITY?

The U.S. Federal Reserve’s recent pivot marks a turning
point in monetary policy. For much of the past year, rate-
setters have been fixated on the twin threats of persistent

inflation and the risk of overshooting with policy tightening.

But fundamental weakness in the U.S. labor market has
now tipped the balance of risk for the Fed’s dual
mandate—maximum employment and stable prices—
towards the former. Rate cuts, once a distant hope for
dovish investors, are now firmly back on the agenda as
the Fed attempts to move policy closer to what it believes
to be “neutral.”

Chair Powell, ever keen to avoid binding commitments,
made clear that the path ahead is not set in stone. The
door remains ajar for further cuts, to be debated meeting
by meeting, with each data release a potential inflection
point. This measured ambiguity is by design: the Fed
wishes to remain nimble, but the practical effect will be to
keep markets perpetually attuned to the cadence of

economic signals, with traders scrutinizing every jobs print

and inflation gauge for clues.

DIVERGENT EXPECTATIONS

Consumers, meanwhile, have proven resilient—except the
lowest income cohort, who continue to feel the pinch.
Higher tariffs pose a challenge to growth, yet robust
spending elsewhere suggests the economy can weather
these headwinds through the remainder of the year.

Looking ahead to 2026, a divergence appears between
the bond market’s outlook and the Federal Open Market
Committee’s own projections. Investors are bracing for a
more aggressive easing cycle, with several more rate cuts
expected through the middle of next year. In contrast,
FOMC staff forecasts point to a slower normalization of
policy. This gap in expectations will be a key battleground
for market sentiment, with implications for asset prices
across the spectrum. For now, uncertainty reigns—and
vigilance is the order of the day.

DIFFERENCE IN EXPECTED YEAR-END 2026 FED FUNDS POLICY RATE:

MARKET VERSUS THE FOMC MEDIAN PROJECTION (%)
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Source: Northern Trust Asset Management, Bloomberg. Data from 12/31/2024 through 9/17/2025. Most recent Federal Open Market
Committee (FOMC) projection was released on 9/17/2025. Historical trends are not predictive of future results.




POSITIONING SCENARIOS
Reflation (20% probability)

Soft Landing (40% probability)

Policies of the U.S. administration have a net stimulative Global growth slows but remains positive via two potential
effect, leading to above-trend growth, persistent inflation and paths: i) tariff policy eases; ii) the U.S. economy is more
a pause in the Fed rate-cutting cycle. resilient than expected and avoids a major deterioration in

the consumer backdrop.

Supply Restraint (30% probability) Stagflation (10% probability)

Supply-side shocks from higher tariffs in addition to broader Initially similar to the Supply Restraint scenario, but the rise
policy uncertainty weigh on consumer and corporate activity in inflation is more persistent. As a result of slower monetary
while halting the disinflationary process until a recession policy support, the recession is deeper and longer.

takes shape.

Note: Probabilities are assumed from proprietary research and are subject to change.
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DEFINITIONS

S&P 500 Index: The index, a gauge of the large-cap U.S. equity market, includes 500 companies that represent approximately 80% of the market
capitalization of publicly traded U.S. equities.

Prepared by Northern Trust Asset Management for United Bank.

NTAM is not affiliated with United Bank and permission to distribute this content does not constitute or imply any endorsement or sponsorship of any
third party’s product, services, or organization.

UNLESS NOTED OTHERWISE, DATA IN THIS PIECE IS SOURCED FROM BLOOMBERG AS OF SEPTEMBER 2025.

The information contained herein is intended for use with current or prospective clients of Northern Trust Investments, Inc (NTI) or its affiliates. The
information is not intended for distribution or use by any person in any jurisdiction where such distribution would be contrary to local law or regulation.
(NTI) or its affiliates may have positions in and may effect transactions in the markets, contracts and related investments different than described in
this information. This information is obtained from sources believed to be reliable, its accuracy and completeness are not guaranteed, and is subject
to change. Information does not constitute a recommendation of any investment strategy, is not intended as investment advice and does not take into
account all the circumstances of each investor.

This report is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, solicitation or
recommendation with respect to any transaction and should not be treated as legal advice, investment advice or tax advice. Recipients should not
rely upon this information as a substitute for obtaining specific legal or tax advice from their own professional legal or tax advisors. References to
specific securities and their issuers are for illustrative purposes only and are not intended and should not be interpreted as recommendations to
purchase or sell such securities. Indices and trademarks are the property of their respective owners. Information is subject to change based on
market or other conditions.

All securities investing and trading activities risk the loss of capital. Each portfolio is subject to substantial risks including market risks, strategy risks,
advisor risk, and risks with respect to its investment in other structures. There can be no assurance that any portfolio investment objectives will be
achieved, or that any investment will achieve profits or avoid incurring substantial losses. No investment strategy or risk management technique

can guarantee returns or eliminate risk in any market environment. Risk controls and models do not promise any level of performance or guarantee
against loss of principal. Any discussion of risk management is intended to describe (NTI) or its affiliates’ efforts to monitor and manage risk but does
not imply low risk.

Past performance is not a guarantee of future results. Performance returns and the principal value of an investment will fluctuate. Performance
returns contained herein are subject to revision by (NTI) or its affiliates. Comparative indices shown are provided as an indication of the performance
of a particular segment of the capital markets and/or alternative strategies in general. Index performance returns do not reflect any management fees,
transaction costs or expenses. It is not possible to invest directly in any index. Net performance returns are reduced by investment management fees
and other expenses relating to the management of the account. Gross performance returns contained herein include reinvestment of dividends and
other earnings, transaction costs, and all fees and expenses other than investment management fees, unless indicated otherwise. For NTI prospects
or clients, please refer to Part 2a of the Form ADV or consult an NTI representative for additional information on fees.

Forward-looking statements and assumptions are (NTI) or its affiliates’ current estimates or expectations of future events or future results based
upon proprietary research and should not be construed as an estimate or promise of results that a portfolio may achieve. Actual results could differ
materially from the results indicated by this information.

Northern Trust Asset Management is composed of Northern Trust Investments, Inc. Northern Trust Global Investments Limited, Northern Trust Fund
Managers (Ireland) Limited, Northern Trust Global Investments Japan, K.K, NT Global Advisors, Inc., 50 South Capital
Advisors, LLC, Northern Trust Asset Management Australia Pty Ltd, and investment personnel of The Northern Trust
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