
WMC00000128© 2025 Highland Associates
HighlandAssoc.com

Multi-Asset Solutions
Weekly Commentary
December 15, 2025

Key Observations: What We’re Watching This Week:

Stocks and bonds initially rallied mid-week after the FOMC 
delivered a quarter-point rate cut and Chair Jerome Powell’s 
post-meeting remarks skewed more dovish than had been 
expected, but both asset classes succumbed to selling 
pressure into the weekend. The U.S. dollar weakened over 
the balance of the week, despite yields on long-term U.S. 
Treasury bonds ending the week higher by a handful of basis 
points. We expect continued volatility in the U.S. dollar and 
Treasury yields this week as November payrolls are released 
as rate cut expectations could shift materially.  

U.S. small cap stocks fared better than large caps on the 
week as earnings releases out of two high profile information 
technology names weighed on sentiment surrounding the 
health of the AI trade yet again. Financials and industrials, 
both economically sensitive sectors, were the top S&P 500 
performers on the week with both sectors benefiting as 
capital rotated out of information technology stocks.

U.S. Treasury yields were volatile as investors digested the 
FOMC’s updated dot plot and Chair Jerome Powell’s post-
meeting remarks. The 10-year yield, specifically, ended 
the week near the upper-bound of its multi-month trading 
range of 3.95% to 4.20%. A weekly close above 4.20% would 
potentially lead us to alter our outlook on the path forward 
for yields on long-dated Treasuries as this would be a notable 
breakout from the downtrend that has been in place since 
May.   

The November nonfarm payrolls report will finally be 
released on Tuesday after a ten-day delay. The consensus 
estimate calls for 50k jobs to have been created during 
the month, with the unemployment rate rising to 4.5% 
from 4.4% the prior month. Average hourly earnings are 
expected to have risen 0.3% month over month and 3.6% 
year over year. 

S&P Global will release its December preliminary 
manufacturing and services purchasing managers indices 
(PMI) on Tuesday. Manufacturing PMI is expected to 
come in at 52.3, while Services PMI is projected to be 54.0. 
A reading above 50 indicates expansion or growth, below 
50 contraction. 

The U.S. Consumer Price Index (CPI) from November is 
released Thursday. Headline CPI is expected to rise 3.1% 
year over year, while the core measure is expected to 
rise 3.0% year over year. Month over month figures will 
not be provided as the government shutdown prevented 
October inflation data from being collected. 
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Stocks: S&P 500 Ends The Week With A 
Small Loss As An FOMC Tailwind Is Offset By 
Earnings-Related Headwinds; Small Caps 
Continue To Garner Interest As Investors Bet 
On More Rate Cuts; U.S. Dollar Weakness A 
Boon For Some Developed Markets Abroad.

Dovish FOMC Spurs Rally Stateside, But Earnings Releases 
Limit Enthusiasm – For Now. All eyes were on the FOMC 
meeting last week and the S&P 500 marked time and 
moved sideways in the lead-up to the Committee’s 
Wednesday decision on rates. The FOMC’s decision to 
cut the funds rate by 25-bps was widely expected, but 
the dovish commentary and Goldilocks dot plot were 
apparently not priced in and provided a tailwind for U.S. 
stocks, particularly small and mid-caps (SMid), in the back-
half of the week. However, good cheer out of the FOMC 
was tempered by earnings releases out of Oracle (ORCL) 
and Broadcom (AVGO), with the former falling 12.7% and 
the latter dropping 7.7%, respectively, on the week. Both 
companies are top 25 S&P 500 holdings by market cap, 
and both are heavily tied to the buildout of AI infrastructure, 
and from our perspective, it’s encouraging that the S&P 500 
only fell 0.6% on the week despite such sizable pullbacks in 
these two names. Historically, the back-half of December 
has proven to be more profitable for investors than the first 
half, with the bulk of gains coming between Christmas and 
New Year’s, and last week’s FOMC meeting could prove 
to be a clearing event and set us up for a strong close to a 
good year for U.S. equity indices.

Small Cap Continue To Lead As Traders Want The Most 
Leverage To Rate Cuts. In contrast to the S&P 500, which 
marked time in the days preceding the FOMC meeting, 
investors appeared eager to bid up share prices of smaller 
capitalization stocks. From the end of November through 
last Friday, the S&P Small Cap 400 index climbed 2.6%, 
while the Russell 2000 index, which is a lower quality index 
as constituents are not required to be profitable, returned 
2%, all while the S&P 500 is lower by 0.3% over the same 
timeframe. Small caps continued to garner inflows last week 
as investors didn’t just buy the rumor, but also the news of 
a December rate cut, and with the FOMC Chair and the 
Committee’s updated dot plot painting a fairly rosy picture 
of the U.S. economy in 2026, more economically sensitive 
small and mid-cap stocks could continue to perform well on 
an absolute and relative basis well into 2026. 

U.S. Dollar Follows Treasury Yields Lower Post-FOMC, 
Providing A Tailwind For Developed Market Stocks Abroad. 
The U.S. Dollar Index, or DXY, fell over the back-half of last 
week on the heels of the FOMC’s rate cut and dovish 
commentary. The euro, British pound, and Japanese yen 
all found their footing versus the greenback mid-week, but 
Eurozone stocks, particularly those tied to Germany, Italy, 
and Spain responded the most positively to weakness in 
the U.S. dollar, while indices linked to the U.K., France, and 
Japan saw more muted moves. This Tuesday brings with it the 
release of November payrolls, which we project to fall well 
short of the consensus estimate, which could lead to more 
rate cuts being priced in and further near-term weakness 
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in the U.S. dollar, while indices linked to the U.K., France, 
and Japan saw more muted moves. This Tuesday brings 
with it the release of November payrolls, which we project 
to fall well short of the consensus estimate, which could 
lead to more rate cuts being priced in and further near-term 
weakness in the U.S. dollar. However, we expect the DXY 
to find a floor of support around 96.50, or around 2% below 
its Friday closing level, and given our constructive outlook 
on the U.S. economy in the coming year, we expect dollar 
weakness to be contained from here. 

Bonds: Yield Curve Steepens With The 10-
Year Yield Approaching A Key Level; The 
FOMC Delivers A Rate Cut, And A More 
Dovish Message To Markets; A Wild Ride For 
Emerging Market Debt Highlights Some Risks 
To The Asset Class Worth Watching.

Treasuries Catch A Bid As FOMC Chair’s Remarks, 
Committee’s Dot Plot Prove More Dovish Than Expected.
Yields in the belly of the Treasury curve rose to kick off last 
week, with the 10-year yield challenging the 4.20% level 
for the first time since late September last Tuesday in the 
lead-up to the FOMC decision on Wednesday. Treasury 
yields across the curve fell in the immediate aftermath of 
the meeting as investors latched onto the fact that the 
Committee would begin buying $40B per month in bills and 
shorter-term bonds maturing inside of 3-years to ensure 
reserves in the banking system were ample after some 
funding/liquidity concerns cropped up last month. The 
FOMC’s bond buying efforts has already been coined as 
“QE-lite,” and these bond purchases should serve to boost 
liquidity in the banking sector, and on balance financial 
conditions will likely ease as a result. Given our views on 
economic growth and inflation in the coming year, we 
expect upward pressure on Treasury yields to persist in 2026, 
and a weekly close above 4.20% would potentially signal 
a character change as it would be a breakout from a 
nearly six-month downtrend for the 10-year yield.  A weekly 
breakout above 4.20% would likely target 4.30%/4.35%, or 
the mid-August high, but the speed at which the 10-year 
yield reaches that area would likely matter more than the 
absolute level.

FOMC In ‘Wait And See’ Mode After Another Rate Cut, 

But Chair Powell Left The Door Cracked For Another 
Cut In January. As expected, the Federal Open Market 
Committee (FOMC) delivered a 25-basis point rate cut at its 
December meeting, leading to a rally in stocks and bonds 
as investors in both asset classes heard or saw something 
they liked. The decision to cut the funds rate wasn’t a 
unanimous one as there were three dissents with two voters 
opting for no cut, while one pushed for 50-bps. We were 
expecting a couple more dissents in the camp of no cut, 
so we were a bit surprised that the consensus swung so far 
to the easing side of the ledger. The FOMC’s updated dot 
plot, or median Committee member’s forecast for various 
economic data points, painted something of a Goldilocks 
picture for the coming year. The dot plot projects the 
unemployment rate to remain steady at 4.4% in ’26, 
inflation (core PCE) to fall to 2.4%, and for U.S. economic 
growth to pick up to 2.3% as the Committee pushed 0.2% 
from 4Q25 due to the government shutdown into the new 
year. The FOMC also announced it would begin buying 
$40B per month of short-term bills, allowing for purchases 
of bonds maturing inside of 3-years to maintain ample 
reserves and bolster liquidity in the banking system. This 
$40B per month in purchases appears larger than most 
economists and central bank pundits were projecting, 
and the bond market initially appeared to view this move 
as potentially forcing fixed income investors farther out 
on the Treasury curve and serving to increase demand 
for long bonds, but that initial stance appeared to shift 
into the weekend as yields on long-term Treasuries moved 
back to multi-month highs on Friday. Chair Powell’s post-
meeting remarks were decidedly more ‘dovish’ than we 
expected, and markets took their cue from a statement 
he made surrounding his belief that payrolls growth has 
been overstated by 60k in recent months to imply he 
could get on board with another rate cut early next year 
if the labor market data justifies such a move. 

Emerging Market Bonds Salvage The Week As Rates 
Roundtrip. Volatility in U.S. Treasury yields had global 
implications last week as emerging market debt came 
under pressure, with the Bloomberg Emerging Market (EM) 
USD Aggregate Bond index declining by as much as 0.5% 
early last week as yields moved sharply higher. However, 
rates retraced their move higher midweek as the FOMC 
not only cut the Fed funds rate but announced it would 
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begin buying $40B of short-term bonds per month, all 
while hinting strongly that the Committee remained more 
attentive to downside risks to the labor market as opposed 
to upside risks to inflation. In turn, the U.S. dollar sank, and 
longer duration assets caught a bid, with the Bloomberg EM 
Bond index finishing the week lower by less than 0.1%. Higher 
quality sovereign debt issued by India, South Korea, and 
China were among the best performers, while higher yielding 
names with ample liquidity were laggards as investors and 
traders shifted their preference toward stability as opposed 
to total return upside. Even though the drawdown last 
week was short-lived, there is still an instructional element 
in our view of just how much price risk is out there should 
inflation and/or interest rates surprise to the upside. Investors 
shouldn’t yet be shifting to shorter duration bonds yet as 
the cutting cycle could continue to benefit bond investors 
farther out on the curve, but surprises in economic data 
could be under appreciated and underpriced by markets 
at present.
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