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Higher US price prints support higher for longer stance

Higher services and commodity prices prompted acceleration in 1Q PCE
Latest FOMC flagged persistent inflationary concern and pushed back near-term rate cut
We now expect the Fed to begin easing in 4Q; barring a collapse in labour market

Overview Figure 1: Disinflation is losing momentum,

particularly evident in headline CPI
In the latest FOMC statement and recent Fed speaks, officials have largely flagged

concerns that there was a lack of further progress towards the 2.0% inflation objective
in recent months, not only dampening rate cut outlook but also reignited small
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chatters on possibility of a rate hike. Fed Chair Jerome Powell nonetheless, 70
downplayed expectations that Fed’s next move will be a rate hike, saying that 60
favourable supply factors can keep inflation on the right track. He added that the 31
current stance is “sufficiently restrictive”, implying that rate cuts remain on the cards 20
although not in the near term. This reaffirmed our expectation that the Fed has no 20
urgency to cut and would push back the magnitude as well as timing of its easing cycle 10

to the last quarter of the year. oo

US core PCE-prices has stabilized around a 3-year low of 2.8%, but sticky services

. . . . . . . Source: Bloomberg

inflation has and may drive price prints higher till year end

®  With the Fed assessment on the lack of progress towards the 2.0% inflation target Figure 2: Still tight labour market
(Figure 1) at this juncture and amidst a still tight, albeit less, labour market (Figure 7 S Non Farm B2
2), we now expect the Fed to start easing in 4Q, and probably by 25bps for the 6 \\,\ =—US Unemployme
year. (Previous estimate: 3Q and 75bps cut in 2024).

= Infact, the latest Fed’s preferred inflation gauge reaffirmed the Fed’s view, with
headline PCE prices accelerating at a faster than expected pace to 2.7% y/y in
March (Feb: +2.5% y/y), while core also came above street estimate at +2.8% y/y :
for the same month. 2

= Sticky services inflation (driven by healthcare and financial services recently),
elevated inflation expectations and generally higher global commodity prices
partly due to supply-side factors, like weather-related disruption on food prices
as well as geopolitical tensions on oil prices and supply chain disruptions, could

potentially drive price prints higher till year end. Source: Bloomberg
. Based on our calculation, every $1/barrel increase in WTI could send US inflation
prints up by 0.2ppts m/m for that specific month. Figure 3: Services-driven core-PCE prices

= |nreality, the easing trend in inflation has not only stalled, but is reversing. Both
headline as well as core PCE prices have accelerated from an average of 0.2%
m/m growth in 2H of 2023 to an average of +0.4% m/m in 1Q of 2024.

= Evenassuming a conservative 0.2% m/m increase in core prices for the rest of the 1
year, core-PCE is expected to flirt around the 3% level for the rest of the year.
This would translate into a 2.8% average increase in core PCE for full year 2024,
above Fed’s March forecast of 2.6%.

= A more likely 0.3% m/m increase for the rest of 2024 could send core PCE above 1
Powell’s “comfortable” level of 3.0% again in July and spiralling towards 3.9% in
December 2024. This will bring full year core PCE to average even higher at 3.2%
in 2024. 12
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Labour market health a wild card
Source: Bloomberg

Despite our expectation of sticky price pressures with likelihood of a reacceleration in
price prints in the 2H of the year, we are pencilling one rate cut in 4Q largely on
account that the impact from the tightened monetary policy may be finally trickling



into the labour market. That said, we have not observed any dislocation in the labour
force at this juncture although hiring plans have slowed. In addition, gains in non-farm
payroll have slowed to +175k in April, but this comes after a very strong March
reading of +315k and is still above the recent low of +163k in October 2023.

Conclusion and implications on monetary policy

In short, barring any shocks in prices and dislocations in the labour market, a 0.3%
m/m increase in core-PCE for 2024 and +0.1% m/m in 2025 suggests that core-PCE
will only moderate again in early 2025 and back below the 3.0% level in 2Q of 2025.
With this, we are revising our house view that the first-rate cut will start in 4Q, with a
total of 25bps rate cuts expected for 2024.

Table 1. Economic projections of Federal Reserve Board members and Federal
Reserve Bank presidents, under their individual assumptions of projected
appropriate monetary policy, March 2024

Percent
Median' Central Tendency® Range?
Variable 0 | w25 |_’[J){i Longer 2024 ‘ 025 | 2026 | Longer 02 ‘ 025 202 | Longer
run un o
Change in real GDP a2 20, 18 2024 1923 1821 | 1720 1725 1725 | 1625
December projection | 14 18 19 ! 1§ LALT 1520 1820 | 1720 5 1425 1625 | 1625
Unemployment rate W41 40, 4l 3041 3942 3943 | 3843 | 2845 3743 4743 | 3543
December projection | 41 41 41 | 41 042 4042 3943 | 3843 | 3945 384T 3847 | 3543
PCE inflation M2 201 20 2327 2122 2021 i 20 2229 2025 2023 i 20
December projection | 24 21 20 | 20 2325 2022 W 20 2127 2025 2023 | 20
Core PCE infiation® 22 20 E 2528 2123 2021 3 2030 2026 2023 3
December pojection. | 24 22 20 | 2427 2022 2020 ) 2330 2026 2023
Wemo: Projected v ! ;
appropriate policy path | | |
Federal funds rate 16 39 31 E 26 1651 3441 2634 3 2531 | 450 2654 2449 3 2438
December projction | 46 36 29 1 25 A9 3130 2541 12530 | 3954 LG4 2449 1 2438
Source: Federal Reserve
Table 2. House View on Interest Rate and FX Forecasts
FX This Week 2Q-24 3Q-24 4Q-24 1Q-25
DXY 103-107 105.43 105.56 103.45 101.38
EUR/USD 1.06-1.09 1.06 1.05 1.06 1.06
GBP/USD 1.24-1.27 1.24 1.22 1.23 1.24
UsD/JPY 150-156 152 149 146 143
AUD/USD 0.64-0.67 0.65 0.65 0.65 0.66
USD/MYR 4.71-4.78 4.73 4.68 4.64 4.57
USD/SGD 1.34-1.37 1.35 1.35 1.34 1.33
Rates, % Current 2Q-24 3Q-24 4Q-24 1Q-25
Fed 5.25-5.50 5.25-5.50 5.25-5.50 5.00-5.25 4.50-4.75
ECB 4.50 4.25 3.75 3.50 3.50
BOE 5.25 5.25 4.75 4.50 4.50
BOJ 0-0.10 0-0.10 0-0.10 0-0.10 0-0.10
RBA 4.35 4.35 4.35 4.10 4.10
BNM 3.00 3.00 3.00 3.00 3.00

Source: HLBB Global Markets Research
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Figure 4: Upticks in selected services
subsectors
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Figure 5: High correlation between oil and
PCE prices
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Figure 6: Inflation expectations have ticked
up alongside higher commodity prices
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Figure 7: Core PCE is poised to climb higher

again should the current month-on-month
momentum persists
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DISCLAIMER

This report is for information purposes only and does not take into account the investment objectives, financial situation or particular needs of any
particular recipient. The information contained herein does not constitute the provision of investment advice and is not intended as an offer or solicitation
with respect to the purchase or sale of any of the financial instruments mentioned in this report and will not form the basis or a part of any contract or
commitment whatsoever.

The information contained in this publication is derived from data obtained from sources believed by Hong Leong Bank Berhad (“HLBB”) to be reliable
and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or suitability of the
data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the opinion of HLBB or any of
the companies within the Hong Leong Bank Group (“HLB Group”). The opinions reflected herein may change without notice and the opinions do not
necessarily correspond to the opinions of HLBB. HLBB does not have an obligation to amend, modify or update this report or to otherwise notify a reader
or recipient thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently
becomes inaccurate.

HLB Group, their directors, employees and representatives do not have any responsibility or liability to any person or recipient (whether by reason of
negligence, negligent misstatement or otherwise) arising from any statement, opinion or information, expressed or implied, arising out of, contained in
or derived from or omission from the reports or matter.

Potential and actual conflict of interest may arise from the activities of HLB Group. HLB Group constitute a diversified financial services group. These
entities engage in a wide range of commercial and investment banking, brokerage, funds management, hedging transactions and other activities for their
own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their own account or for the
account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with its business activities, may possess
or acquire material information about the financial instruments. Such activities and information may involve or have an effect on the financial
instruments. HLB Group have no obligation to disclose such information about the financial instruments or their activities.

The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts made in
this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this report are based
on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be construed as a representation
that the matters referred to therein will occur. Any projections or forecasts mentioned in this report may not be achieved due to multiple risk factors
including without limitation market volatility, sector volatility, corporate actions, the unavailability of complete and accurate information. No assurance
can be given that any opinion described herein would yield favorable investment results. Recipients who are not market professional or institutional
investor customer of HLBB should seek the advice of their independent financial advisor prior to taking any investment decision based on the
recommendations in this report.

HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses,
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB does
not accept responsibility whatsoever for any such material, nor for consequences of its use.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any state, country
or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the use of the
addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any purpose, without
the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain countries. Persons into whose
possession this report may come are required to inform themselves about and to observe such restrictions. By accepting this report, a recipient hereof
agrees to be bound by the foregoing limitations.
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