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The Fed unanimously raised the
policy rate by 25bps to 4% amid
persistent inflation.

Al investment, oil shock, and
tariffs are adding demand,
supply and policy pressures.

Two further hikes are expected,
taking the terminal rate to 4.5%
by early next year.

Solid growth, consumption, jobs
and productivity allow the Fed to
focus on inflation.

Market, Al, debt, labour or
geopolitical shocks could force a
shift toward stabilisation.
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FOMC REVIEW

The US Federal Reserve delivered a
widely anticipated rate hike at the
conclusion of the September 15/16
Federal Open Market Committee
meeting. We had expected a contentious
outcome that could result in no change,
but in the event the entire committee
came together in voting for a rate hike.
Persistent inflation, compounded by an
array of demand (Al build-out), supply (oil
shock), and policy (tariffs) factors have
pushed the Fed into a corner that was not
anticipated at all just six months ago. A
25bps hike to 4% of the Fed Funds Rate
sets the ground for more hikes ahead, as
reflected in the vast majority of the
FOMC members’ projections.
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US: One more rate hike this year

We will pencil in one more rate hike this
year and one more early next year, taking
the terminal rate of this short cycle to
4.5%. In making this call, we take note of
the points by Fed Chair Warsh last month,
that monetary conditions are not tight,
the pace of inflation heading back toward
the 2% target is yet to be satisfactory,
and short-term interest rates remain the
key tool to deal with the Fed’s mandate.
Today’s statement also reflects sufficient
comfort with GDP growth, consumption,
labour market, and productivity to retain
the focus on inflation for the time being.
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Much can cause this path of the rate hike
to get undone. A large market selloff, a
public debt crisis, an Al-related
cataclysmic event, slippage in the labour
market, or a major worsening of the
geopolitical environment could force the
Fed to shift its focus from inflation to
economic stablisation. At the other end
of the risk spectrum, continued fiscal
slippage, and greater pressure from
price and wages due to the Al boom
could leave the market unsatisfied even
with the policy rate at 4.5%.
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Bottomline, the about-turn by what had
seemed like a dovish Fed Chair just a few
months ago underscores the challenges
embedded in this cycle. While inflation
may be largely supply-side driven, there
are enough risks to the inflation outlook
to warrant more action in the coming
months. This is particularly the case as
the Fed’s leadership appears keen to
stamp credibility in a vigorous manner.
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GENERAL DISCLOSURE/ DISCLAIMER (For Macroeconomics, Currencies, Interest Rates, Digital Assets or
Commodities)’

The information herein is published by DBS Bank Ltd and/or DBS Bank (Hong Kong) Limited (each and/or
collectively, the “Company”). It is based on information obtained from sources believed to be reliable, but the
Company does not make any representation or warranty, express or implied, as to its accuracy, completeness,
timeliness or correctness for any particular purpose. Opinions expressed are subject to change without notice. This
research is prepared for general circulation. Any recommendation contained herein does not have regard to the
specific investment objectives, financial situation and the particular needs of any specific addressee. The information
herein is published for the information of addressees only and is not to be taken in substitution for the exercise of
judgement by addressees, who should obtain separate legal or financial advice. The Company, or any of its related
companies or any individuals connected with the group accepts no liability for any direct, special, indirect,
consequential, incidental damages or any other loss or damages of any kind arising from any use of the information
herein (including any error, omission or misstatement herein, negligent or otherwise) or further communication
thereof, even if the Company or any other person has been advised of the possibility thereof. The information herein
is not to be construed as an offer or a solicitation of an offer to buy or sell any securities, futures, options or other
financial instruments or to provide any investment advice or services. The Company and its associates, their
directors, officers and/or employees may have positions or other interests in, and may effect transactions in securities
mentioned herein and may also perform or seek to perform broking, investment banking and other banking or
financial services for these companies. The information herein is not directed to, or intended for distribution to or
use by, any person or entity that is a citizen or resident of or located in any locality, state, country, or other jurisdiction
(including but not limited to citizens or residents of the United States of America) where such distribution, publication,
availability or use would be contrary to law or regulation. The information is not an offer to sell or the solicitation of
an offer to buy any security in any jurisdiction (including but not limited to the United States of America) where such
an offer or solicitation would be contrary to law or regulation.

[#for Distribution in Singapore] This report is distributed in Singapore by DBS Bank Ltd (Company Regn. No.
196800306E) which is Exempt Financial Advisers as defined in the Financial Advisers Act and regulated by the
Monetary Authority of Singapore. DBS Bank Ltd may distribute reports produced by its respective foreign entities,
affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial
Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor,
Expert Investor or an Institutional Investor, DBS Bank Ltd accepts legal responsibility for the contents of the report
to such persons only to the extent required by law. Singapore recipients should contact DBS Bank Ltd at 65-6878-
8888 for matters arising from, or in connection with the report.

DBS Bank Ltd., 12 Marina Boulevard, Marina Bay Financial Centre Tower 3, Singapore 018982. Tel: 65-6878-
8888. Company Registration No. 196800306E.

DBS Bank Ltd., Hong Kong Branch, a company incorporated in Singapore with limited liability. 18th Floor, The
Center, 99 Queen’s Road Central, Central, Hong Kong SAR.

DBS Bank (Hong Kong) Limited, a company incorporated in Hong Kong with limited liability. 11th Floor, The
Center, 99 Queen’s Road Central, Central, Hong Kong SAR.

' This disclaimer may not apply if the applicable assets fall within the definition of 'financial instruments' that are set
out in Article 2(1) EU MAR (e.g. financial instruments that are traded on a regulated market, MTF or OTF, etc.).
Section C of Annex | of MiFID2 specifies these 'financial instruments'.
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