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US Market: What Fed’s rate-cut delay
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Fed’s Rate-Cut Delay
The US Federal Reserve (Fed) and its extensive global audience Upcoming Probability
initially believed that 2024 would bring a significant number of rate ___FOMC Meeting _ of Rate Cuts
cuts.! However, the persistence of price inflation has proven to be 12 Jun 24 9.2%
more challenging than anticipated, causing these expectations to 31Jul 24 20.2%
diminish rapidly.! Fed Chair Jerome Powell confirmed this on 16 18 Sep 24 40.0%
Apr 2024 by indicating that policymakers would delay rate cuts for 07 Nov 24 22.2%
a longer period due to unexpectedly high inflation readings.? 18 Dec 24 40.1%
Currently, traders anticipate only one or two rate cuts occurring 29 Jan 2025 27.7%

this year, which is a significant disappointment compared to the ggyrce: Bloomberg, extracted on 29 Apr 2024
approximately three cuts projected by Fed officials in Mar 2024.3

Some traders even suggest that there is a possibility of no rate cuts happening at all this year.# This
delay in implementing looser monetary policies carries substantial implications for the US economy.

What are the domestic implications of “higher for longer” rates?

The Federal Reserve's key interest rate has a broad impact on borrowing costs across various loan
categories. Powell's indication that the Fed may maintain the rate at its current level of 5.25% to 5.50% for
an extended period means that loans for purchasing homes and cars will continue to be significantly
more expensive than they were before the Fed began raising rates in 2022.'In fact, average mortgage
rates in the US surpassed 7% for the first time this year.®> The high cost of financing has impeded the
housing market's recent momentum, as potential buyers are choosing to wait on the sidelines until
financing costs become more favourable.! Additionally, the limited inventory is a result of many
homeowners unwilling to give up their low-interest mortgages obtained when benchmark rates were
near zero, which has contributed to keeping listing prices elevated.!

What is laid ahead in the US?

Moderate vulnerabilities were observed in household debt, while credit risks associated with consumer
debt showed a slight increase, particularly among borrowers with low credit scores.® Housing prices
continued to rise, resulting in high residential real estate valuations compared to rents.® Liquidity in the
treasury cash market remained low, and valuations in corporate bond markets appeared stretched.t

Stock prices were at the upper end of historical averages in terms of valuation measures.? Despite the
recent pullback, the broad fundamentals of the equity rally remain intact given the peak of the global
rate cycle, declining hard-landing risks and still broadly easing Personal Consumption Expenditures. the
primary measure of consumer spending on goods and services in the US economy and the , Fed’s
preferred measure of inflation.” The market continues to focus on prominent US technology stocks,
which are expected to maintain their position as market leaders.”® Many technology giants, especially
those involved in artificial intelligence, are anticipated to sustain strong earnings growth regardless of
the interest rate environment.? Most top tech firms possess significant cash reserves and minimal debt.®
These big tech companies are also well-equipped to withstand macroeconomic volatility and higher
interest rates due to their strong financial positions.8
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- Below are the index stocks with market cap of more than USD 5B

5,400
5,200
5,000
4,800
4,600
4,400
4,200

4,000
May 2023 Jun 2023 Jul 2023 Aug 2023 Sep 2023 Oct 2023 Nov 2023 Dec 2023 Jan 2024 Feb 2024 Mar 2024 Apr 2024 May 2024
Source: Bloomberg, extracted on 29 Jan 2024

Top 30 index stocks based on Cash and Cash Equivalents

] Analysts Potential returns | .. .
Ticker Name Market Price Cash & Cash Consensug 12M from Analyst D|V|'dend
Cap (USD) | Equivalents Target Price Yield
(USD) Consensus

BABAUS  ALIBABA GROUP HOLDING 183.86B  75.55 254.80B 104.77 38.68% 1.32%
GS US GOLDMAN SACHS GROUP 143.70B  427.57 209.00B 447.43 4.65% 2.57%
BRK/AUS  BERKSHIRE HATHAWAY INC 869.26B 606,920 167.64B 655,744.69 8.04% N/A
BK US BANK OF NEW YORK MELLON 42.86B 57.32 124.50B 64.13 11.88% 2.93%
LI US LI AUTO INC 26.57B 25.04 103.26B 50.09 100.06% N/A
MS US MORGAN STANLEY 151.03B  92.83 89.23B 99.86 7.57% 3.66%
USB US US BANCORP 64.06B 4112 76.98B 47.17 14.72% 4.77%
AMZNUS AMAZON.COM 1.87T 179.62 73.39B 212.45 18.28% N/A
JD US JD.COM INC-ADR 46.43B  30.34 71.89B 36.77 21.19% 2.50%
PDD US PDD HOLDINGS INC 179.58B  129.31 59.79B 180.90 39.90% N/A
AXP US AMERICAN EXPRESS CO 169.50B 235.64 54.21B 229.81 -2.48% 1.19%
TCOMUS TRIP.COM GROUP LTD 32.70B  50.60 43.98B 55.55 9.78% N/A
STLA US STELLANTIS NV 78.31B 24.74 43.67B 30.70 24.10% 6.67%
AAPLUS  APPLE INC 2.61T 169.30 40.76B 198.82 17.44% 0.57%
FNMAUS FANNIE MAE 8.41B 1.46 35.82B 2.00 36.99% N/A
XOMUS  EXXON MOBIL CORP 466.92B  117.96 32.94B 130.20 10.38% 3.22%
NIO US NIO INC - ADR 9.37B 4.49 32.71B 7.14 59.04% N/A
UNH US UNITEDHEALTH GROUP INC ~ 455.76B  495.35 32.31B 563.88 13.84% 1.52%
METAUS  META PLATFORMS INC 1127 44329 31.80B 528.01 19.11% 0.45%
SCHWUS SCHWAB (CHARLES) CORP 136.81B  74.99 31.54B 80.41 7.23% 1.33%
WFCUS  WELLS FARGO & CO 209.79B  59.91 30.18B 62.56 4.42% 2.34%
DFS US DISCOVER FINANCIAL SERVICE 32.05B  127.70 27.96B 136.56 6.94% 2.19%
DIDIYUS  DIDIGLOBAL INC 24.31B 5.02 27.31B 5.50 9.56% N/A
VIPS US VIPSHOP HOLDINGS LTD 8.53B 15.73 25.41B 22.00 39.87% 2.73%
BIDU US BAIDU INC - SPON ADR 35.25B  100.52 25.23B 155.49 54.69% N/A
cus CITIGROUP INC 19.77B 6266 25.17B 66.77 6.56% 3.38%
GOOGL US ALPHABET INC 2157 171.95 24.49B 188.94 9.88% 0.47%
BAC US BANK OF AMERICA CORP 297.60B  37.83 23.55B 39.42 4.20% 2.54%
JPM US JPMORGAN CHASE & CO 555.72B  193.49 22.75B 208.44 7.73% 2.38%
JNJ US JOHNSON & JOHNSON 352.17B  146.14 21.86B 172.43 17.99% 3.39%
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DISCLAIMER

The information provided herein is a compilation or summary of materials and data based from external
sources available to OCBC Securities Private Limited [“OSPL"), and does not represent OSPL’s view on the
matters mentioned. Whilst we have taken all reasonable care to ensure that the information contained in
this publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or
completeness, and you should not act on it without first independently verifying its contents.

Trading in capital markets products and borrowing to finance the trading transactions (including, but not
limited to leveraged trading or gearing) can be very risky, and you may lose all or more than the amount
invested or deposited. Where necessary, please seek advice from an independent financial adviser
regarding the suitability of any trade or capital markets product taking into account your investment
objectives, financial situation or particular needs before making a commitment to trade or purchase the
capital markets product. In the event that you choose not to seek advice from a financial adviser, you
should consider whether the capital markets product is suitable for you. You should consider carefully and
exercise caution in making any trading decision whether or not you have received advice from any
financial adviser. You should also read the relevant prospectus and/or profile statement (a copy of which
may be obtained from the relevant fund manager or any of its approved distributors), prior to any trading
or investment decision. Please refer to the prospectus of the relevant fund for the name of the fund
manager and the investment objectives of the fund. In relation to collective investment schemes, the value
of the units and the income accruing therefrom, if any, may rise or fall. For funds that are listed on an
approved exchange, investors cannot redeem their units of those funds with the manager, or may only
redeem units with the manager under certain specified conditions. The listing of the units of those funds
on any approved exchange does not guarantee a liquid market for the units.

No representation or warranty whatsoever (including without limitation any representation or warranty as
to accuracy, usefulness, adequacy, timeliness or completeness) in respect of any information (including
without limitation any statement, figures, opinion, view or estimate] provided herein is given by OSPL and
it should not be relied upon as such. OSPL does not undertake an obligation to update the information or
to correct any inaccuracy that may become apparent at a later time. OSPL shall not be responsible for any
loss or damage howsoever arising, directly or indirectly, as a result of any person acting on any
information provided herein.

The information provided herein is intended for general circulation/discussion purposes only and may not
be published or circulated in whole or in part without our written consent. All trademarks, registered
trademarks, product names and company names or logos mentioned herein are the property of their
respective owners, and you agree that you will not do anything to infringe or prejudice those rights.
Reference to any products, services, processes or other information, does not constitute or imply
endorsement, sponsorship or recommendation thereof by OSPL.

Past performance is not necessarily indicative of future performance.
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