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Does a Fed rate cut even matter?

As is becoming standard with this Administration, all the dirty laundry is out in the open. It is not often that
you hear a U.S. President directly commenting about the Fed funds rate and because of that, the U.S.
population, beyond just the investment world, is probably more aware that it exists and that Trump wants
the rate to be lower. Because of this heightened Fed fund rate awareness, we thought it would be interesting
to evaluate what a Fed fund cut actually does for the nation and, maybe more importantly, does it even
matter at this point.

e Whatis the impact of a Fed funds rate cut:

o Atthe most basic level, Fed funds rate is the rate that U.S. banks borrow money from each
other on an overnight basis to manage their short-term liquidity needs and meet regulatory
reserve requirements. In addition to U.S. banks, U.S. branches of foreign banks and
government sponsored entities (GSEs) can also access this market which is called the
federal funds market. By nature of this rate being the baseline borrowing rate for financial
institutions, the Fed funds rate is used as the benchmark to determine rates for consumer
lending products such as mortgages and credit cards. Obviously, banks build in a “spread”
between where they can get access to financing and where they lend. That “spread” is how
these firms generated revenue. As the Fed funds rate goes lower, consumer financing and
the interest expense impact to consumers that borrow, also goes down. The lower the cost
to borrow, the more incentive for consumers to borrow for home purchases, home
renovations, cars, and to spend more in general. In short, financial liquidity available to the
economy goes up which leads to consumer confidence going up, GDP goes up, revenue
and earnings go up, stock prices go up, etc. This increase in revenue for companies then
leads them to increase their capex to invest back into their businesses and likely hire to
meet increased demand for goods and services.

o As with any stimulant, there are, of course, some side effects. As supply races to catch up
to the increase in demand for goods and services mentioned above, price appreciation
and, in turn, inflation can increase. In other words, it is important for the Fed to balance the
Fed funds rate, and other levers they have, at a level that stimulates demand without doing
so at a level that quickly leads to inflation.

e Does a Fed cut even matter at this point:

o From Trump’s perspective, he is directly relating the Fed funds rate to interest expense on
U.S. Treasury debt. To some extent he is right, at least at the short-end of the maturity
range for U.S. Treasuries, but at the end of the day, the U.S. Treasury curve is a reflection
of future U.S. market growth expectations. Those expectations are ultimately the driver of
U.S. interest expense and not the overnight borrowing rate of the Fed funds market. Case
in point, if you look at the entire U.S. Treasury curve, there is a massive kink at the front-
end that is pegging the curve close to the effective Fed funds rate, while the remainder of
the curve is a reflection of expectations. The market determines the interest expense for
the U.S. government, not the Fed funds rate.

Commentary as of 7/31/25. Data and charts as of 7/31/25, per Bloomberg.
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o The FOMC statement from yesterday noted that “unemployment remains low” and Chair
Powell mentioned in his public comments numerous times that the labor market faces
“downside risks.” It is unclear what risks he was specifically referring to but based on strong
corporate earnings, albeit off of lower expectations, we believe what he is referencing is
the impact of Al on the future of the workforce. That said, with the amount of future
investment in U.S. manufacturing committed through trade deals with foreign nations and
the impact of tariffs providing opportunities for U.S. manufacturers to be competitive again,
these are potentially positive influences for the American worker and the labor market in
general. Although this will take time to play out, it will also take time for corporations, and
workers, to retool and reskill in a way that leverages Al to its fullest potential. So, in the
short run, labor rates could be challenged as this transition takes place, but in the long run,
you could argue the future is bright for U.S. productivity. With this probable future state
already in motion without a Fed rate cut, then you could argue that a rate cut probably does
not matter for economic growth over time.

Commentary as of 7/31/25. Data and charts as of 7/31/25, per Bloomberg.
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o That leads us to address the other mandate for the Fed — inflation. Powell also stated in
his public comments, which he has stated before, that tariffs will only have a one-time
impact on price levels. Unfortunately, as we are all aware, the trade war negotiations are
still ongoing and far from over, so the end state is still uncertain and as much as inflation
remains elevated it is “closer” to the Fed’s target rate of 2%. A data driven Fed is likely
challenged when they review the effective tariff rate for the U.S. that is now closer to 9%
with the current deals that are now in place. To put that in perspective, the average effective
tariff rate since the late 1980s has been ~2%. It is for this outstanding concern around
inflation and what the ultimate end-state of tariff looks like, that the Fed continues to hold
off making changes to their policy. Creating an environment of increased inflation, at this
point in time, appears to be a greater risk to cutting rates than needing to cut to promote
economic growth. For this reason, a rate cut would matter here, and the market is beginning
to realize what we have been saying in this commentary all year. The market’s expectations
are now down to one 25bps cut for 2025.
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Who We Are

Our Independence Prioritizes the Client

Seelaus Asset Management, LLC is a private, women-owned investment manager providing
expertise in active fixed income and equity portfolio management and designing customized
investment strategies.

Our Vision
To be a best-in-class asset manager that leads with value in a client driven, partnership model.
Our Values

e Innovative e Impactful
* Diverse Perspective e Authentic

Our Mission

To be an agent for change in the finance industry by demonstrating a straight line between the
support we receive as a women-owned firm and the support we provide to women in the
industry and in the community.

To learn more about our investment offerings, please call 212-935-0755, email
ir@seelausam.com or visit https://www.rseelaus.com/asset-management/

26 Main Street, Suite 304, Chatham, NJ 07928
Tel: 212-935-0755 Fax 888-901-4201
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Seelaus Asset Management, LLC (the “Investment Manager”) is a privately held U.S. Securities and
Exchange Commission registered investment advisor that specializes in fixed income and equities portfolio
management and tactical asset allocation investment strategies for private clients, financial advisors,
insurance companies, pension plans, and other institutional investors. Registration does not imply a certain
level of skill or training. The Investment Manager is a subsidiary of R. Seelaus & Co., Inc. More information
about Seelaus Asset Management, LLC can be found in its Form ADV, which is available upon request or
on the company website found at www.rseelaus.com.

The information contained herein is not, and may not be relied on in any manner as, legal, tax or investment
advice or as an offer to sell or a solicitation of an offer to buy an interest in investment vehicles sponsored
or managed by the Investment Manager.

Past performance is not indicative of future results. There is no guarantee that any specific outcome
will be achieved. Investments may be speculative, illiquid and there is a risk of loss.

The opinions expressed herein are those of the Seelaus Asset Management, LLC Investment Team. The
opinions referenced are current as of the date of publication and are subject to change at any time as a
result of changes in market or economic conditions or other variables used to create this report including
but not limited to any estimates, targets, analysis, and assumptions. Certain information contained in this
presentation constitutes “forward-looking statements,” which can be identified by the use of forward-looking
terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “target,” “project,” “estimate,” “intend,”
“continue” or “believe,” or the negatives thereof or other variations thereon or comparable terminology. Due
to various risks and uncertainties, actual events or results or the actual performance of the Fund or other
investment vehicles sponsored or managed by the Investment Manager may differ materially from those
reflected or contemplated in such forward-looking statements. Nothing contained herein may be relied upon
as a guarantee, promise, assurance, or a representation as to the future.
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Certain transactions give rise to substantial risk and are not suitable for all investors. This material is
furnished for informational purposes only.

Commentary as of 7/31/25. Data and charts as of 7/31/25, per Bloomberg.



