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Fed in no hurry to cut; but the path remains for lower Fed funds rate

Market has pared back Fed rate cuts expectation upon favourable
development on the trade front, with the recent trade deals seen
as reducing the risk of US recession. Meanwhile, April CPI showed
the disinflation progress continued in a very gradual manner
which drew little market reaction. We have been of the view that
triggers for rate cuts will likely need to come from the labour
market/growth front; continued cooling in the labour market will
justify rates at less restrictive levels as long as there is no strong
rebound in inflation. Our house view is for a US slowdown
although we do not expect an outright recession in 2025. IMF’s
2025 US GDP forecast of 1.8% is more bullish than our forecast of
1.3%. Given the macroeconomic outlook, our base-case remains
for three 25bp Fed funds rate cuts this year. However, with the
FOMC in no hurry to cut rates while the cooling in the labour
market has been a slow process, we have pushed our expectation
for the next Fed funds rate cut to Q3. We now expect one 25bp
Fed funds rate cut in Q3 and two 25bp Fed funds rate cuts in Q4,
instead of one 25bp cut each in Q2, Q3 and Q4.

April CPI inflation. April headline CPI rose by 0.2% MoM versus
consensus for 0.3%; index of shelter rose by 0.3% MoM
accounting for more than half of the all-items monthly increase.
The energy index also increased MoM, as increases in natural gas
index and electricity index more than offset a decline in gasoline
index. On year-on-year basis, headline CPI inflation eased to 2.3%
YoY versus 2.4% YoY prior, but core CPI inflation stayed virtually
the same, at 2.8% YoY. Disinflation in core services have continued
but core goods emerged from months of YoY deflation to a
positive 0.13% YoY offsetting the easing in core services inflation.
Overall, the CPI report did little to alter the stance of the Fed for
now, which is in no hurry to cut rates.

The labour market. We have been of the view that triggers for
rate cuts will likely need to come from the labour market/growth
front. Recent labour market indicators suggest the labour market
is moving in line with gradual cooling. Although April non-farm
payroll at 177K was above consensus expectation, the level itself
was not strong. Under the household survey, the unemployment
rate stayed at a cyclically high level of 4.2% in April and hourly
earnings eased to 0.2%MoM. Under the JOLTS report, March
JOLTS job openings rate fell further to 4.3% — this is one of the two
variables for the Berveridge Curve which the FOMC monitors. The

Berveridge Curve, which plots job vacancy rate against
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unemployment rate, helps explain the timing of the Fed funds rate
cuts in 2024. The latest data point was very near our fitted curve,
suggesting the labour market is on track to becoming less tight.
Importantly, the job-to-unemployment ratio edged further lower
to 1.02x, which means any further drop in job openings may have
a more material impact on unemployment.

Berveridge Curve (US since Jan 2004)
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Market pricings. Market has recently pared back rate cuts
expectation, to the latest 54bps of cuts for this year, from as much
as more than 100bps of cuts priced at some points in April. A rate
cut at the June FOMC meeting has been priced out, versus earlier
pricing of 41lbps of cuts for May and June FOMC meetings
combined. The chance of a 25bp cut by July FOMC meeting was
last priced at 40%. A rate cut is not fully priced until September
FOMC meeting. Polymarket pricing of US recession has fallen from
the recent high of 65% in early April to just 38%, reflecting how
market fears have shifted. As uncertainty is high on various fronts
including trade tensions, and the growth and inflation outlook,
market may not be willing to go too much ahead of the curve
before the next Fed funds rate cut materialises.

UST yields forecasts. Following from the change of the timing of
our expected Fed funds rate cuts and considering the improved
market sentiment upon the recent trade development, we have
also revised upward mildly our UST yields forecasts. We maintain
a downward bias on UST yields on a multi-month horizon.

Interest rates forecasts m Q325 m Q126

FFTR upper 4.50 4.25 3.75 3.50
2Y UST 3.90 3.70 3.50 3.50
10Y UST 4.35 4.15 3.95 3.95

Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram!

GLOBAL MARKETS RESEARCH

Job openings-to-unemployed
272 ratio
2.0
18
16
14
12
1.0
0.8
0.6
0.4
0.2
0.0

03-17
09-17
03-18
09-18
03-19
09-19
03-20
09-20
03-21
03-22
09-22
03-23
09-23
03-24
09-24
03-25

—
o
a
=]

R

Source: Bloomberg, OCBC Research

bps  Fed funds futures pricing of cuts

for 2025

0
!
-60

=]

(=]

-80
-100

-120
11 Feb 25Feb 20 Mar 8 Apr 28 Apr 14 May
pricing pricing pricing pricing pricing pricing
Source: Bloomberg, OCBC Research



$)OCBC

Macro Research

Selena Ling
Head of Research & Strategy
lingssselena@oche.com

Herbert Wong

Hong Kong & Taiwan Economist

herberthtwong@ocbec.com

Jonathan Ng
ASEAN Economist
jonathanngd@ochc.com

FX/Rates Strategy

Frances Cheung, CFA
Head of FX & Rates Strategy
francescheung@ochc.com

Credit Research

GLOBAL MARKETS RESEARCH

Tommy Xie Dongming
Head of Asia Macro Research

xied{@ochc.com

Lavanya Venkateswaran
Senior ASEAN Ecomomist
lavanyavenkateswaran@oche.com

Keung Ching (Cindy)
Hong Kong & Macau Economist
cindyckeung@ochec.com

Ahmad A Enver
ASEAN Economist
aghmad.enver@oche.com

Ong Shu Yi
ESG Analyst
shuyiongl@ochc.com

Christopher Wong
FX¥ Strategist
christapherwong@oche. com

Andrew Wong Ezien Hoo, CFA Wong Hong Wei, CFA
Head of Credit Research Credit Research Analyst Credit Research Analyst
wongvkam@oche.com ezienhoo@oche.com wonghongwei@ocbc.com
Chin Meng Tee, CFA

Credit Research Analyst

mengteechin@ochec.com

This report is solely for information purposes and general circulation only and may not be published, circulated, reproduced or distributed in whole or in part to any other person without
our prior written consent. This report should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities/instruments mentioned herein or to
participate in any particular trading or investment strategy. Any forecast on the economy, stock market, bond market and economic trends of the markets provided is not necessarily
indicative of the future or likely performance of the securities/instruments. Whilst the information contained herein has been compiled from sources believed to be reliable and we have
taken all reasonable care to ensure that the information contained in this report is not untrue or misleading at the time of publication, we cannot guarantee and we make no
representation as to its accuracy or completeness, and you should not act on it without first independently verifying its contents. The securities/instruments mentioned in this report
may not be suitable for investment by all investors. Any opinion or estimate contained in this report is subject to change without notice. We have not given any consideration to and we
have not made any investigation of the investment objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is
given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or
estimate. This report may cover a wide range of topics and is not intended to be a comprehensive study or to provide any recommendation or advice on personal investing or financial
planning. Accordingly, it should not be relied on or treated as a substitute for specific advice concerning individual situations. Please seek advice from a financial adviser regarding the
suitability of any investment product taking into account your specific investment objectives, financial situation or particular needs before you make a commitment to purchase the
investment product. In the event that you choose not to seek advice from a financial adviser, you should consider whether the investment product mentioned herein is suitable for you.
Oversea-Chinese Banking Corporation Limited (“OCBC Bank”), Bank of Singapore Limited (“BOS”), OCBC Investment Research Private Limited (“OIR”), OCBC Securities Private Limited
(“OSPL”) and their respective related companies, their respective directors and/or employees (collectively “Related Persons”) may or might have in the future, interests in the investment
products or the issuers mentioned herein. Such interests include effecting transactions in such investment products, and providing broking, investment banking and other financial or
securities related services to such issuers as well as other parties generally. OCBC Bank and its Related Persons may also be related to, and receive fees from, providers of such investment
products. There may be conflicts of interest between OCBC Bank, BOS, OIR, OSPL or other members of the OCBC Group and any of the persons or entities mentioned in this report of
which OCBC Bank and its analyst(s) are not aware due to OCBC Bank’s Chinese Wall arrangement. This report is intended for your sole use and information. By accepting this report, you
agree that you shall not share, communicate, distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any information contained herein (such report,
part thereof and information, “Relevant Materials”) to any person or entity (including, without limitation, any overseas office, affiliate, parent entity, subsidiary entity or related entity)
(any such person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you agree not to share, communicate, distribute, deliver or
otherwise disclose any Relevant Materials to any Relevant Entity that is subject to the Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial
Instruments Regulation (600/2014) (“MiFIR”) (together referred to as “MIiFID II”), or any part thereof, as implemented in any jurisdiction. No member of the OCBC Group shall be liable
or responsible for the compliance by you or any Relevant Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID Il, as implemented in any
jurisdiction).

The information provided herein may contain projections or other forward looking statements regarding future events or future performance of countries, assets, markets or companies.
Actual events or results may differ materially. Past performance figures are not necessarily indicative of future or likely performance.

Privileged / confidential information may be contained in this report. If you are not the addressee indicated in the message enclosing the report (or responsible for delivery of the
message to such person), you may not copy or deliver the message and/or report to anyone. Opinions, conclusions and other information in this document that do not relate to the

official business of OCBC Bank, BOS, OIR, OSPL and their respective connected and associated corporations shall be understood as neither given nor endorsed.

Co.Reg.no.: 193200032W

Follow our podcasts by searching ‘OCBC Research Insights’ on Telegram! 3



