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U.S. Fed keeps rates unchanged for the second consecutive meeting

Key Highlights:

= The Fed keeps interest rates unchanged at 5.25%-5.50% range.

Fed maintained pause for the second consecutive meeting allowing the economy to absorb the effects of
higher borrowing costs.

= FOMC estimates US inflation reaching 2.2% by the end of 2025.

Current Update:

» As widely expected, the U.S. Federal Reserve (Fed) kept the policy rates unchanged at 5.25 - 5.50% range
but left door open for more rate hikes.

% Fed held interest rates steady at a 22-year high for the second time in a row.
% Chair Jerome Powel said future decisions on policy firming would "take into account the cumulative tightening of

monetary policy, the lags with which monetary policy affects economic activity and inflation, and economic and
financial developments.”

% According to the US Bureau of Economic Analysis (BEA) first estimate, GDP of the U.S. expanded at an
annualized rate of 4.9% in the third quarter.

% Fed also signalled consistent high interest rates may weigh on economic growth and employment rate.

U.S. Inflation:

U.S. Inflation - Eased in the last 1 year but showing signs of rising once again
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% Last year, inflation remained high, soaring to record-breaking levels in June, hitting a high of 9.1%.

% Now, U.S. inflation data had shown a significant decrease till June 2023 to 3.0%. In September 2023, CPI
inflation rose to 3.7%.

% Fed officials project the inflation at 3.3% at year end, compared to June's forecast of 3.2%, falling to 2.5% by
the end of 2024, compared with 2.5% seen in June’s forcast.

% Fed estimates U.S. inflation reaching 2.2% by the end of 2025, before finally attaining the 2.0% goal in 2026.

% Thereis a “long way to go" in bringing inflation sustainably down to policymakers' 2.0% target.
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Impact on U.S. Stock & Bond Markets:

« U.S. major indexes closed higher on Wednesday after the Fed kept policy rated steady. The S&P 500 and the

Nasdag Composite rose by 1.05% and 1.64%, respectively on November 01 , 2023.
% Bond yields ticked lower, with the 10-year Treasury yield slipping 11 basis-points to around 4.76% while the
2-year yield, which reacts more to interest rate expectations, tumbled 11 basis-points to 4.96%.

Fed Rate Hikes 2022-2023: Taming Inflation

FOMC Meeting Date Rate Change (bps) Interest Rate
01-Nov-23 - 5.25% to 5.50%
20-Sep-23 - 5.25% to 5.50%
26-Jul-23 +25 5.25% to 5.50%
14-Jun-23 - 5.00% to 5.25%
03-May-23 +25 5.00% to 5.25%
22-Mar-23 +25 4.75% to 5.00%
01-Feb-23 +25 4.50% to 4.75%
14-Dec-22 +50 4.25% to 4.50%
02-Nov-22 +75 3.75% to 4.00%
21-Sep-22 +75 3.00% to 3.25%
27-Jul-22 +75 2.25% to 2.50%
16-Jun-22 +75 1.50% to 1.75%
05-May-22 +50 0.75% to 1.00%
17-Mar-22 +25 0.25% to 0.50%

Source: US Federal Reserve website

To Conclude:

Fed kept the policy rate unchanged, and the decision was widely expected given the Fed's stated goal of slowing
inflation to its long-term target of 2%. Fed also noted that it needed to keep door open for further rate hike due to
strong economy and labour market and further rate hike will be dependent on implications of previous rate
hikes on economic activity, inflation, and financial development. Federal Reserve Chair Jerome Powell said
the central bank hasn’t made any decisions yet for its December meeting.

With the U.S. banking system being sound and resilient, tighter credit conditions for households and businesses are
likely to weigh on economic activity, hiring, and inflation. Though the committee sees the extent of these effects
remains uncertain, it is highly attentive to inflation risks. Thus, we believe global equity markets, including the
Indian markets may stay volatile in near term. Interest rates remaining higher for longer will impact global

growth which will have negative implications for global markets.

Investment Approach:

Investors should not try to time the market and investors should follow the prescirbed asset allocation to avoid

unfavourable portfolio outcomes in case of any volatility that flows in the Indian markets due to tapering.
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