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US FOMC Meeting (17 - 18 September)

Delivers first 50 bps rate cut in four years, eyes two more in 2024
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that inflation is moving sustainably toward the 2.0% Source: Bloomberg, Kenanga Research
target. This decision came as a surprise, especially considering that core inflation remained elevated, and the August
jobs report is better-than-expected.

e Press conference: Fed Chairman Jerome Powell defended the outsized cut, stating that "with an appropriate
recalibration of our policy stance, strength in the labour market can be maintained in a context of moderate growth and
inflation moving sustainably down to 2.0%." He suggested that had the job data been available earlier, the Fed might
have cut rate in July. Powell reiterated that the Fed is not following a preset course and will continue making decisions
on a meeting-by-meeting basis. We continue to believe that incoming data may point more towards a slowdown
than a recession, supporting a more gradual pace of rate cuts going forward.

e Dot plot highlights: The Fed is signalling another 50 bps of cuts this year, followed by an additional 100 bps in 2025
and 50 bps more in 2026, potentially bringing the policy rate down to 2.75%-3.00%. The Fed's growth outlook remains
optimistic, with a 2.0% annual growth forecast for 2025-2027. However, the unemployment rate is expected to rise to
4.4% in both 2024 and 2025. Inflation projections have been slightly lowered for 2024 and 2025, with a possible return
to the 2.0% target by 2026 and 2027. The market, however, expects faster and deeper cuts, with policy rates possibly
reaching around 2.75%-3.00% by October 2025, as indicated by CME Group’s Fed Funds futures. The Fed has also
once again revised its long-run policy rate forecast slightly upward, from 2.8% to 2.9%.

e Fed policy outlook: Despite the latest Beige Book highlighting flat or declining economic activity in most regions, solid
corporate earnings, low default rates, and a stable labour market seem to counter the market's expectations for
aggressive rate cuts. However, we still anticipate the economy to decelerate, with the labour market cooling in
the coming months. Coupled with a persistent disinflationary trend, this could justify two more 25 bps cuts this
year. Looking ahead to 2025, uncertainty — especially with the upcoming election — remains, but we broadly align
with the Fed's outlook for a further 100 bps of easing throughout the year.

e US Treasury outlook: After initially dipping, the 10-year UST yield rebounded above 3.70%, reflecting market caution
about the Fed’s aggressive rate cuts due to concerns over renewed inflationary pressures. With yields already low
relative to the expected terminal rate and two more 25 bps cuts likely this year, we expect the 10-year yield to end
2024 around 3.60%.
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| Graph 1: Fed Funds Rate and Inflation Trends | Graph 2: Fed Balance Sheet Vs. Fed Funds Rate
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| Table 2: US FOMC Tentative Meeting Schedule for 2024 / KIBB Outlook
No. Date KIBB Research Outlook Fed Funds Future* Fed Decision
1st 30 and 31 Jan M No change No change No change
2nd 19 and 20 Mar* | No change No change No change
3rd 30 Apr and 1 May ™ No change No change No change
4th 11and 12 Jun* ™ No change No change No change
5th 30and 31 Jul | No change No change No change
6th 17 and 18 Sep* | 25 bps cut 50 bps cut 50 bps cut
7th 6 and 7 Nov O 25 bps cut 25 bps cut
8th 17 and 18 Dec* O 25 bps cut 50 bps cut
Source: Federal Reserve, Kenanga Research
Note: bps denotes basis points
*Meeting associated with a Summary of Economic Projections
**CME Fed Rate Monitor: Based on CME Group 30-Day Fed fund futures prices (highest probability)
For further information, please contact:
Wan Suhaimie Wan Mohd Saidie Muhammad Saifuddin Sapuan Afiq Asyraf Syazwan Abd. Rahim Nurul Hanees Hairulkama
Head of Economic Research Economist Economist Economist
wansuhaimi@kenanga.com.my saifuddin.sapuan@kenanga.com.my afigasyraf@kenanga.com.my nurulhanees@kenanga.com.my

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to the
specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This document
is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees. Kenanga
Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document or any
solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or employees
may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or otherwise, and may
receive brokerage fees or act as principal or agent in dealings with respect to these companies. Kenanga Investment Bank Berhad being a
full-service investment bank offers investment banking products and services and acts as issuer and liquidity provider with respect to a security
that may also fall under its research coverage.

Published by:

KENANGA INVESTMENT BANK BERHAD (15678-H)
Level 17, Kenanga Tower, 237, Jalan Tun Razak, 50400 Kuala Lumpur, Malaysia
Telephone: (603) 2172 0880 Website: www.kenanga.com.my E-mail: research@kenanga.com.my

conanga N

Page 2 of 2



http://www.kenanga.com.my/
mailto:research@kenanga.com.my
mailto:wansuhaimi@kenanga.com.my
mailto:saifuddin.sapuan@kenanga.com.my
mailto:afiqasyraf@kenanga.com.my

