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Key takeaways

The US Federal Reserve (Fed) kept interest rates unchanged at the June Federal Open Market
Committee (FOMC) meeting.

The Fed wants more evidence of slowing inflation before being confident to cut interest rates.
We expect two 25 basis points (bps) reductions in September and December.

Enhance your investment income by complementing investment grade bonds and dividend-
paying stocks; diversify your portfolio to capture shifts in market trends.

US interest rates unchanged for a seventh straight meeting

At the June FOMC meeting, the Fed kept interest rates unchanged at a two-decade high of 5.25% -
5.50%. This was the seventh straight meeting where the Fed voted for no policy changes. However, it
still signaled the possibility of rate cuts this year.

Key takeaways from June FOMC meeting

1.

Fed’s updated interest rate projection

Fed officials now expect only one 25bps rate cut this year, down from the outlook of three 25bps
cuts in March.

o This suggests the Fed believes interest rates need to stay high for a while longer and will
only cut rates once they are confident that inflation is slowing towards the 2% target.

However, Fed officials expect more rate cuts next year, now projecting four 25bps reductions
rather than the three previously outlined.

o Fed officials seem to hold the view that the trend of slowing inflation has been delayed
but not derailed.

o Hence, additional rate cuts that might have taken place this year will instead take place
next year.

The Fed's long-run neutral rate* estimate was raised from 2.6% to 2.8%.

o This indicates that Fed officials are increasingly open to the idea that current interest
rates may not be as restrictive as previously thought, which limits the scope for potential
rate cuts in the longer run.

o Fed Chairman Powell also mentioned that interest rates are less likely to fall towards pre-
pandemic levels.

* This is the level of interest rate that neither stimulates nor restricts the economy by itself.



Policy guidance

e Fed Chairman Jerome Powell was very careful in calibrating his policy message, leaving all
options on the table by saying the central bank is taking a meeting-by-meeting and data-
dependent approach.

e To reflect the slowdown in inflation over April and May, the Fed changed its assessment to state
there has been “modest further progress toward the committee's 2% inflation objective”.

o This compares with the previous policy statement where the Fed said there was a “lack of
further progress”.

o Jerome Powell acknowledged the recent improvement in the inflation trend, but stressed the
central bank will need to see more similar data before gaining confidence that inflation will fall
towards 2%.

Fed's economic forecasts

e 2024 economic growth forecast was unchanged at 2.1%, with Fed Chairman Powell saying the
US economy continues to grow at a solid pace.

e Powell mentioned the US labour market remains strong, though gradually cooling and re-
balancing to pre-pandemic levels.

e 2024 core Personal Consumption Expenditures (PCE) inflation projection was raised from 2.6% to
2.8% though the Fed still expects core inflation to fall to the 2% target in 2026.

UOB house view
e The Fed will keep interest rates unchanged at 5.25% - 5.50% in July.
e We still expect the Fed to deliver two 25 bps rate cuts in September and December.

o However, if inflation stays persistent or re-accelerates, the timing of the first rate cut may be
delayed.

e Even when the Fed starts to ease, we do not expect a series of aggressive rate cuts.

What you can do

As interest rate cuts are still expected later this year, you should be looking to enhance your
investment income.

You can do so by complementing bond funds and investment grade bonds where yields remain
attractive, with dividend-paying stocks that can also provide potential capital growth.

Be proactive in your investments and diversify your portfolio as market trends may change ahead of
the Fed's rate cut. Anchor your portfolio with Core investments such as multi-asset strategies that
can lower portfolio volatility while capture opportunities in different asset classes, sectors, and
regions.

If you are willing and able to take risk, accumulate quality stocks on dips, as they offer strong
revenue growth, robust earnings and have lower debt.

Speak to a UOB Advisor to build a portfolio that meets your investment goals.
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IMPORTANT NOTICE AND DISCLAIMERS:

The information contained in this publication is given on a general basis without obligation and is strictly for
information purposes only. This publication is not intended to be, and should not be regarded as, an offer,
recommendation, solicitation or advice to buy or sell any investment or insurance product and shall not be
transmitted, disclosed, copied or relied upon by any person for whatever purpose. Any description of investment or
insurance products, if any, is qualified in its entirety by the terms and conditions of the investment or insurance
product and if applicable, the prospectus or constituting document of the investment or insurance product. Nothing
in this publication constitutes accounting, legal, regulatory, tax, financial or other advice. If in doubt, you should
consult your own professional advisers about issues discussed herein.

The information contained in this publication, including any data, projections and underlying assumptions, are
based on certain assumptions, management forecasts and analysis of known information and reflects prevailing
conditions as of the date of the publication, all of which are subject to change at any time without notice. Although
every reasonable care has been taken to ensure the accuracy and objectivity of the information contained in this
publication, United Overseas Bank Limited (“UOB”) and its employees make no representation or warranty of any
kind, express, implied or statutory, and shall not be responsible or liable for its completeness or accuracy. As such,
UOB and its employees accept no liability for any error, inaccuracy, omission or any consequence or any
loss/damage howsoever suffered by any person, arising from any reliance by any person on the views expressed or
information contained in this publication.

Any opinions, projections and other forward-looking statements contained in this publication regarding future
events or performance of, including but not limited to, countries, markets or companies are not necessarily
indicative of, and may differ from actual events or results. The information herein has no regard to the specific
objectives, financial situation and particular needs of any specific person. Investors may wish to seek advice from
an independent financial advisor before investing in any investment or insurance product. Should you choose not
to seek such advice, you should consider whether the investment or insurance product in question is suitable for
you.
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