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Market analysis | December 1, 2025  

At a glance 

Investors improved their expectations for a Federal Reserve interest rate cut at next 
week’s meeting, lifting bond and equity prices last week. Moderating U.S. inflation 
and a stable labor market support investor sentiment. 

 

 

Employers continue to limit layoffs, but hiring 

remains sluggish. According to Advanced Data 

Processing, private payrolls fell by an average of 

13,500 over the past four weeks. Initial jobless 

claims stayed low and steady, with 224,000 

weekly filings through November 21, matching 

previous years’ stable labor markets. However, 

the rise in continuing jobless claims signals that 

job seekers face challenges finding new 

positions.  

Bill Merz, CFA, Senior Vice President, Head 
of Capital Markets Research and Portfolio 
Construction, U.S. Bank 

Number of the week 

2.6% 
The increase in the Producer Price 
Index in September compared to a 
year earlier, down from 2.9% in August. 

 

Term of the week 

Producer Price Index (PPI) – A family of 
indexes that measures the average change 
over time in selling prices received by 
domestic producers of goods and services. 
PPIs measure price change from the 
perspective of the seller. This contrasts 
with the Consumer Price Index, which 
measures price change from the 
purchaser's perspective. 
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Global economy 
Quick take: Labor markets remain steady with low layoffs, but hiring is slow. 
Economic surveys show weakness, yet hard data including retail sales beat 
forecasts. The Producer Price Index (PPI) slowed in September and the Bureau 
of Economic Analysis (BEA) will release the Federal Reserve’s (Fed) preferred 
inflation measure, personal consumption expenditures, this week.  
• Employers continue to limit layoffs, but hiring remains sluggish. 

According to Advanced Data Processing, private payrolls fell by an 
average of 13,500 over the past four weeks. Initial jobless claims stayed 
low and steady, with 224,000 weekly filings through November 21, 
matching previous years’ stable labor markets. However, the rise in 
continuing jobless claims signals that job seekers face challenges finding 
new positions. 

• Regional Federal Reserve bank surveys from Philadelphia, Richmond, 
and Dallas indicate slower service and manufacturing activity in 
November. Meanwhile, the Conference Board reports consumer 
confidence dropped to its lowest since April. Despite these weak survey 
results, hard data tells a brighter story: Durable goods orders (excluding 
transportation) and non-defense capital goods orders (excluding aircraft) 
both increased in September. Retail sales rose 0.1% in September, 
excluding auto and gas purchases, surpassing economists’ expectations.  

• The Producer Price Index, a measure of inflation, slowed to 2.6% year-
over-year in September (excluding food and energy), down from 2.9% in 
August. This trend suggests producers are raising prices at a slower pace 
than forecasted, which may help limit tariff impacts on consumers. 
Economists expect consumer inflation to remain steady at around 2.9% in 
2026. 

• Investors are watching government spending worldwide. The 
Congressional Budget Office (CBO) projects the U.S. budget deficit will 
stay elevated but stable over the next decade. The deficit reached 5.9% of 
gross domestic product (GDP) in the 12 months through October, and the 
CBO expects new tariff revenue to offset spending from the recent “One 
Big Beautiful Bill.” In the United Kingdom, the Office for Budget 
Responsibility forecasted the budget deficit will fall from 4.5% of GDP to 
1.9% by 2030, following Treasury chief Rachel Reeves’ announcement of 
higher taxes on high-value properties and a freeze on inflation adjustments 
for income tax brackets.   

 

Equity markets 
Quick take: Equity markets showed mixed results in November, with strong 
year-to-date gains and upbeat earnings. Analysts remain optimistic for 2025–
2026, but elevated valuations and shifting consumer trends warrant close 
attention. Stable inflation, falling interest rates and rising earnings trends 
continue to support valuations and drive risk-on positioning. 
• Price volatility increased in November. Equities delivered mixed results: 

The developed market MSCI EAFE, S&P 500, and small company Russell 
2000 indices gained 0.7%, 0.3% and 1.0%, respectively, while the MSCI 
Emerging Markets Index declined 2.4%. Eight of 11 S&P 500 sectors 
advanced, with Healthcare (9.3%) and Communication Services (6.4%) 
pacing monthly gains, while Information Technology and Consumer 
Discretionary retreated 4.3% and 2.4%, respectively. 

• International markets continue to lead broad-based year-to-date gains. 
As of November’s close, MSCI EAFE (28.2%) and MSCI Emerging Markets 
(30.4%)  surged, outpacing the S&P 500 (17.8%) and Russell 2000 (13.5%). 
All 10 S&P 500 sectors are higher for the year, signaling underlying 
economic strength. The Communication Services (34.9%), Information 
Technology (24.4%) and Utilities (22.3%) sectors are at the forefront, while 
Consumer Discretionary, Consumer Staples, Energy, Materials and Real 
Estate have lagged, each returning less than 10%. 
Third quarter results exceeded expectations. Robust revenue and 
earnings growth supported valuations and lifted stock prices. Companies 
maintained strong cloud and capital spending, and earnings calls 
highlighted artificial intelligence’s role in boosting margins, engagement 
and development speed while reducing costs. Meanwhile, consumer 
spending remained resilient, though lower-income consumers showed 
restraint with smaller purchases and slower restaurant traffic. 

• Early holiday shopping trends are inconclusive so far. The National 
Retail Federation expects retail sales to rise 3.7%-4.2% year-over-year from 
November through December. Most headline growth likely reflects price 
increases rather than higher unit volumes. Online sales on Thanksgiving 
Day grew 5.3%-6.0% year-over-year, and Black Friday has evolved into a 
multi-day process. 

• Analysts maintain a positive earnings outlook for 2025 and 2026, 
projecting S&P 500 earnings growth of 10.8% and 13.5%, respectively, 
according to Bloomberg, FactSet and S&P Cap IQ. The index trades at 
25.2 times 2025 estimates, well above the five-year average of 19.8. 
Elevated valuations may persist, given the S&P 500’s tech-heavy 
composition. 
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Bond markets 
Quick take: Decreasing Treasury yields and strong credit demand supported 
favorable returns across the bond market last week. Interest rates reflect a 
strong probability that the Federal Reserve will cut rates at its next meeting on 
December 10. Investors remain attentive to leadership changes at the Fed. 
• The Fed’s Beige Book highlights improving manufacturing activity, 

though overall economic conditions remain steady. The Beige Book is a 
collection of economic anecdotes the Fed collects from businesses eight 
times a year. Businesses report that consumer spending among wealthier 
groups is strong, even as recent government shutdowns soften broader 
purchases. Despite layoff headlines, companies are maintaining headcount 
by using hiring freezes and attrition, rather than resorting to layoffs. Fed 
officials increasingly support cutting interest rates to bolster the labor 
market, and current market pricing reflects expectations for a rate cut in 
December. 

• Last week, Treasury Secretary Scott Bessent indicated President 
Trump could soon announce his pick for the next Fed chair, with 
Jerome Powell’s term ending in May. Speculation centers on Kevin 
Hassett, Director of the White House National Economic Council. While 
Fed decisions require a majority vote, the chair typically shapes the 
direction of monetary policy.   

• The Fed and Office of the Comptroller of the Currency approved new 
rules easing banks’ leverage requirements. These changes allow banks 
to hold less capital against losses, which could encourage them to increase 
Treasury holdings. As a result, banks may act more efficiently as 
intermediaries in the Treasury market, reducing trading friction and 
helping stabilize prices during market turbulence.  

• Corporate and municipal bonds continue to show solid fundamentals. 
Corporate issuers generally manage their debt loads well and generate 
enough cash flow to service obligations. Most states maintain healthy cash 
balances, supporting municipal bonds. Over the past four weeks, funds 
investing in high-quality corporate and municipal bonds have attracted 
strong inflows, signaling robust investor demand.  

• Corporate defaults remain stable, reinforcing strong company 
fundamentals. Moody’s reported that 3.3% of high-yield bonds defaulted 
over the past year, down from 4.0% at the start of the year. Leveraged loan 
defaults, while higher than bond defaults, have also slowed — from 7.5% at 
the beginning of the year to 5.9% in October.  

 

Real assets 
Quick take: Real estate investment trusts (REITs) and global infrastructure 
rallied last week, alongside major equity markets. Broad commodity exposures 
rose, despite an oil surplus, with increases in gold, silver and copper prices. 
• Positive economic growth and healthy REIT fundamentals promote 

publicly traded real estate gains. The U.S. economy is on track to grow at 
a steady 1.9% inflation-adjusted rate in 2026. This momentum boosts 
tenants’ ability to pay rent and reinforces healthy fundamentals across 
industrial, retail, residential and health care properties. Net operating 
income continues to rise, and vacancies remain stable. Although office real 
estate faces multi-decade high vacancies, most broad REIT portfolios keep 
office exposure limited. 

• Lower U.S. Treasury yields drove global infrastructure gains last week. 
Utilities, transportation, midstream energy and communication companies 
provide essential services and steady income. Their cash flows often 
adjust upward, helping portfolios guard against inflation. 

• Commodity prices advanced last week despite oil price swings. Broad 
commodity exposures moved higher, even as oil prices fluctuated due to 
peace talks between Russia and Ukraine. A potential peace deal could 
increase global oil supply if sanctions ease, with the International Energy 
Agency forecasting a surplus of 4 million barrels per day in 2026. Despite 
falling oil prices, precious metals like gold and silver delivered strong 
returns, offering a hedge against geopolitical uncertainty. 
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This information represents the opinion of U.S. Bank. The views are subject to change at any time based on market or other conditions and are current as of the date indicated on the 
materials. This is not intended to be a forecast of future events or guarantee of future results. It is not intended to provide specific advice or to be construed as an offering of securities or 
recommendation to invest. Not for use as a primary basis of investment decisions. Not to be construed to meet the needs of any particular investor. Not a representation or solicitation or an 
offer to sell/buy any security. Investors should consult with their investment professional for advice concerning their particular situation. The factual information provided has been obtained 
from sources believed to be reliable but is not guaranteed as to accuracy or completeness. U.S. Bank is not affiliated or associated with any organizations mentioned. 

Based on our strategic approach to creating diversified portfolios, guidelines are in place concerning the construction of portfolios and how investments should be allocated to specific asset 
classes based on client goals, objectives and tolerance for risk. Not all recommended asset classes will be suitable for every portfolio. Diversification and asset allocation do not guarantee 
returns or protect against losses. 

Past performance is no guarantee of future results. All performance data, while obtained from sources deemed to be reliable, are not guaranteed for accuracy. Indexes shown are 
unmanaged and are not available for direct investment. The S&P 500 Index consists of 500 widely traded stocks that are considered to represent the performance of the U.S. stock market in 
general. The Russell 2000 Index measures the performance of the 2,000 smallest companies in the Russell 3000 Index and is representative of the U.S. small capitalization securities 
market. The MSCI EAFE Index includes approximately 1,000 companies representing the stock markets of 21 countries in Europe, Australasia and the Far East (EAFE). The MSCI Emerging 
Markets Index is designed to measure equity market performance in global emerging markets. The S&P Global Purchasing Managers' Index data are compiled by IHS Markit for more than 
40 economies worldwide. The monthly data are derived from surveys of senior executives at private sector companies. The Consumer Price Index is a measure that examines the weighted 
average of prices of a basket of consumer goods and services, such as transportation, food and medical care. It is one of the most frequently used statistics for identifying periods of 
inflation or deflation. The Producer Price Index (PPI) is a family of indexes that measures the average change over time in selling prices received by domestic producers of goods and 
services. PPIs measure price change from the perspective of the seller. The Personal Consumption Expenditures (PCE) Price Index is a measure of the prices that people living in the United 
States, or those buying on their behalf, pay for goods and services. It is known for capturing inflation (or deflation) across a wide range of consumer expenses and reflecting changes in 
consumer behavior. 

Equity securities are subject to stock market fluctuations that occur in response to economic and business developments. International investing involves special risks, including foreign 
taxation, currency risks, risks associated with possible differences in financial standards and other risks associated with future political and economic developments. Investing in emerging 
markets may involve greater risks than investing in more developed countries. In addition, concentration of investments in a single region may result in greater volatility. Investing in fixed 
income securities is subject to various risks, including changes in interest rates, credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax 
ramifications and other factors. Investment in debt securities typically decrease in value when interest rates rise. This risk is usually greater for longer-term debt securities. Investments in 
lower-rated and non-rated securities present a greater risk of loss to principal and interest than higher-rated securities. Investments in high yield bonds offer the potential for high current 
income and attractive total return but involve certain risks. Changes in economic conditions or other circumstances may adversely affect a bond issuer's ability to make principal and interest 
payments. The municipal bond market is volatile and can be significantly affected by adverse tax, legislative or political changes and the financial condition of the issues of municipal 
securities. Interest rate increases can cause the price of a bond to decrease. Income on municipal bonds is free from federal taxes but may be subject to the federal alternative minimum tax 
(AMT), state and local taxes. There are special risks associated with investments in real assets such as commodities and real estate securities. For commodities, risks may include market 
price fluctuations, regulatory changes, interest rate changes, credit risk, economic changes and the impact of adverse political or financial factors. Investments in real estate securities can 
be subject to fluctuations in the value of the underlying properties, the effect of economic conditions on real estate values, changes in interest rates and risks related to renting properties 
(such as rental defaults). 
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