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Flash Update: US RATE MARKETS — MONDAY OCTOBER 20, 2025

e US Treasury yields and SOFR swap rates drifted lower this morning as the market awaits
economic data

e The US government shutdown enters Day 20; There is currently no ETA for a resolution,
though negotiations are ongoing

e Due to the shutdown, Leading Indicators data for September will not be released today

e Non-government, private-sector economic data will continue to be released during the
shutdown

e Short-end SOFR swap rates are trading down ~1-2 bps this morning, depending on tenor

e Long-end SOFR swap rates are currently trading down ~2-3 bps, depending on tenor

e Next up for key data: TBD

e Fed officials will be in the pre-meeting “quiet-period” from October 18 — October 30

e The next FOMC rate decision is due on Wednesday, October 29th at 2:00 PM

SOFR swap rates and US Treasury yields ticked a touch lower higher this morning, as market participants
contemplate the path forward for interest rates beyond 2025. Yes, there are many market “wildcards” in
play at the moment, but there does seem to be a strong consensus among traders, market participants,
investors and economists that the Fed is going to cut rates two more times this year. The Fed’s most
recent dot plot also favors two more rate cuts this year. That “consensus” is primarily based on the
recent evidence that the US labor market is losing steam. The aforementioned “market contemplation”
has more to do with expectations for 2026. The longer the absence of economic data muddies the
trading waters for market participants, the greater the potential for fear and uncertainty. That could
lead to a spike in volatility as the market “catches up” to the data - particularly if the data reveals any
unexpected “surprises”.

Market participants are likely to continue to be on edge this week as they monitor geopolitics, US trade
negotiations, corporate earnings reports and the ongoing US government shutdown. Most importantly,
we need the government shutdown to end and the data flow to begin. Markets are holding onto hope
that the shutdown can be resolved in time for the FOMC to see the most recent economic data prior to
the meeting next week. | will delve deeper into the potential “Fed impact” of the government shutdown
and lack of economic data as the week progresses.

SOFR Swap Rate Summary: The 1Y SOFR swap rate is trading down ~1 bp this morning. 2Y and 3Y SOFR
swap rates are down ~1 bp this morning. 5Y and 10Y SOFR swap rates are currently trading down ~1-2

bps. The very back-end of the swap curve is currently trading down ~2-3 bps.

Please note: Market levels can change quickly - potentially, very quickly - in this type of market
environment.

CHART 1: US RATES SNAPSHOT: 9:30 AM Eastern
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Source: Bloomberg, LLP | 9:30 AM NY Rates Snapshot

CHART 2 & 2A: SOFR SWAP RATES DRIFT LOWER AS MARKET REMAINS IN A “WAIT-AND-SEE” MODE

SOFR swap rates are drifting slightly lower this morning, as traders monitor the shutdown and the busy
corporate earnings season. Traders are still mostly flying blind on the economic data front. Last week, 2-
year SOFR swaps dropped ~5 basis points, and 10-year swap rates dropped ~3 basis points. Despite
pockets of whipsaw rate volatility last week, rates did not move materially week-on-week.

Note: SOFR swap rates are sitting very close to year-to-date lows. (See Chart 2 & Chart 2A)

Odds for a 25 bp rate cut in October are sitting at ~98.9%. The odds for a 25 bp rate cut in December are
currently ~¥94.3%, up slightly from last week. The odds for a 50 bp cut in December have decreased
slightly to ~5.7%. Current cumulative rate cut pricing implies the market remains confident the Fed will
cut rates 25 bps in October and December.

Currently, forward market pricing implies ~50.5 bps of cumulative rate cuts for 2025. That number was
~51.1 bps at Friday’s close. The fact that the implied cumulative rate cuts number is above 50 bps signals
traders are beginning to flirt with the possibility of a 50 bp cut in December. Traders are being cautious
in the absence of economic data, but there is a growing feeling the Fed may be tempted to cut rates 50
bps in December due to a weakening labor market. Right now, the odds for a 50 bp cut in December are
negligible. We will see how this tracks over the next week or so.

CHART 2: Short-End SOFR Swap Rates — Year-To-Date 2025

Source: Bloomberg, LLP | 1Y (white), 2Y (blue) & 3Y (orange) SOFR SWAP RATES, YTD 2025

CHART 2A: Long-End SOFR Swap Rates — Year-To-Date 2025
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Source: Bloomberg, LLP | 5Y (green), 7Y (purple) & 10Y (light blue) SOFR SWAP RATES, YTD 2025

CHART 3 & 3A: MARKET EXPECTS TWO MORE FED RATE CUTS THIS YEAR; ECONOMISTS SEE INFLATION
LITTLE CHANGED NEXT YEAR

Last week Chairman Powell said that even as the government shutdown is affecting many data releases,
it is “fair to say that the outlook for employment and inflation does not appear to have changed much”
since the Sept. 16-17 meeting. He added that data available prior to the shutdown showed that “growth
in economic activity may be on a somewhat firmer trajectory than we expected”. Powell also said that
available data and surveys “continue to show that goods price increases primarily reflect tariffs rather
than broader inflationary pressures.” From my perspective that indicates that the US central bank is
ready to cut interest rates again this month because, right now, a weakening job market outweighs
inflation and economic growth fears. | believe that is why the September dot-plot still implies two more
rate cuts this year and why economists and traders still see two more rate cuts this year. The jobs
market seems to be the primary focus for central bankers and market participants as we steam towards
the October FOMC meeting.

Economists see the outlook for headline CPI little changed for the coming year. Stable inflation, albeit
higher than the Fed’s target, would permit the Fed to continue to cut rates next year, should the jobs
market continue to deteriorate during 2026.

CHART 3: FOMC and Market See Two More Rate Cuts This Year

With Outlook Little Changed, Two Cuts Still Most likely
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CHART 3A: Economists See Inflation Little Changed For 2026

Headline CPI to Hang Around 3% Through 2026
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Source: Bloomberg, LLP | BLOOMBERG ECONOMICS - HEADLINE CPI PROJECTIONS THROUGH DECEMBER 2026

Disclaimer: The information provided in this communication is intended for discussion purposes only. Nothing
presented in this communication should be taken as a recommendation or forecast. All market data shown is
indicative only and subject to change depending on current market conditions.
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AST Defeasance Consultants, one of the nation's leading commercial real estate consulting firms, was founded in 2007. We have
extensive experience in commercial real estate defeasance, hedging, derivatives, and financial instruments. More than S50 billion worth
of transactions have been executed by the AST team. Only AST can combine innovation, expertise, and exceptional customer service.

Rate Cap Advisors was established in 2015 that focus on providing commercial real estate interest rate cap solutions. Our innovation and
desire to explore new possibilities that benefit our clients have allowed us to save our clients millions of dollars. No matter the service or
product, we take great pride in our pursuit of perfection with a unparalleled closing track record.
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