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Global Markets Research 
Research Alert 

Two and done cycle for the Fed 
  

The latest FOMC economic projections saw a hawkish tilt; upward revisions to GDPs and core PCEs 
Dot plot pencilling in one more hike in 4Q; status quo in 2027 and 25bps cut each in 2028 and 2029 
USD positive in the near-term; MYR likely to be supported and outperform over the medium term 
 

Overview  
As expected, the FOMC unanimously voted 12-0 to increase the fed funds 
rate by 25bps to 3.75-4.00%, marking its first rate hike sine Jul-23.  
 
Key highlights  
▪ The accompanying statement contained minimal changes. FOMC 

members opine that economic activity is still expanding at a “solid” 
pace and while uncertainty is elevated partially due to the geopolitical 
developments, domestic spending has been resilient, the latter a new 
addition to the statement. Productivity growth assessment was 
maintained as “strong”, while capital investment assessment has been 
changed to “robust.” Labour market assessment has been left 
unchanged at keeping pace with the workforce and that the 
unemployment rate was little changed. 
 

▪ In terms of the guidance, our key takeaway is that the FOMC has shifted 
to a hawkish direction to “support a timelier return to the Committee's 
2.0% inflation goal.” Notably. the central projection within the Fed’s 
summary of economic projections has one more rate hike this year (in 
line with market pricing), a hold through 2027 (market pricing in 2 hikes), 
followed by a cut of 25bps each in both 2028 and 2029 to 3.60%.    

 
▪ Within the actual dot plot there were only 18 submissions, suggesting 

that Fed Kevin Warsh has declined to offer a view again. Only 2 of the 18 
had no further rate hike this year, suggesting strong backing for another 
move, and similarly, there are only 4 of 18 that expect to see any sort of 
rate cut next year. 

 
▪ Economic forecasts were tweaked slightly higher, with growth lifted to 

2.3% (prior forecast: 2.2%) for 2026 and 2.4% (prior: 2.3%) for 2027, 
suggesting that the FOMC members do not foresee any drag from the 
recent spike in bond yields nor from energy prices. Growth at this level 
is also above the economy’s full potential at 2.0%. 

 
▪ Similarly, projections for core PCE inflation were raised to 3.4% (prior: 

3.3%) for 2026 and left unchanged at 2.5% for 2026. Median projections for 
unemployment rate were however revised lower to 4.1% from 4.3% 
across both years. 

 
 

Figure 1: FOMC participants’ 
assessments of the appropriate 
monetary policy path 

 
 

Source: Federal Reserve, Bloomberg 
 
Figure 2: Labour market remained 
largely in the low hiring low firing 
mood  

 
Source: Bloomberg; HLBB Global Markets 
Research 
 
Figure 3: Expect inflation to 
momentarily head up in the next few 
months before tapering off in 2027 

 
Source: Bloomberg, HLBB Global Markets 
Research 
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Our thoughts 
 
▪ With a 25bps hike unlikely to materially change the economic/inflation 

dynamics and the FOMC shifting to a hawkish direction (Warsh 
repeatedly highlighting that the inflation risks were not showing signs 
of having meaningfully improved, to the upward revision to growth and 
downward revisions to the unemployment rate), we are therefore 
tweaking our house view to include one more 25bps hike in 4Q and 
expect Fed rates to stay on hold in 2027 given the trade off from 2026’s 
hike(s). 
 

▪ Hiking rates won’t do much to contain supply-driven inflation shocks, 
but will pose risks to financial conditions, business spending, the K-
shaped consumer sector, labour and housing markets.   
 

▪ On the FX front, the DXY broke above the 100-handle after the 
announcement. The FOMC tilt, coupled with still firm energy prices, will 
likely reinforce Dollar momentum in the near term and with this, we are 
optimistic that the DXY will remain firm above the 100-handle to end 
2026, barring any significant surprises on the Middle East front, and a 
significant dial-back in Fed rate outlook. 

 
▪ On the domestic front, there is also no change in our view that BNM will 

maintain the OPR at 2.75% in the foreseeable future, given BNM’s firm 
expectations for continued resilient growth for 2026/ 2027 and benign 
price outlook, and as the central bank maintained a neutral stance in its 
latest policy statement, even though as it dropped the “appropriate” 
language paving the way for policy adjustment if need be. A tightening 
bias in 2027 from BNM will nonetheless, keep Ringgit well supported in 
the near term in our view. 

 
House View and Forecasts 

FX This Week 3Q-26 4Q-26 1Q-27 2Q-27 
DXY 97-101 102.28 100.86 99.42 98.07 
EUR/USD 1.15-1.17 1.13 1.14 1.16 1.18 
GBP/USD 1.34-1.36 1.29 1.30 1.32 1.33 
USD/CHF 0.80-0.82 0.81 0.81 0.80 0.79 
USD/JPY 152-157 162 159 155 153 
AUD/USD 0.70-0.73 0.68 0.70 0.71 0.72 
NZD/USD 0.57-0.59 0.56 0.56 0.57 0.57 
USD/CNY 6.70-6.72 6.85 6.78 6.72 6.65 
USD/MYR 4.04-4.10 4.15 4.11 4.07 4.03 
USD/SGD 1.25-1.28 1.31 1.30 1.28 1.27 
USD/THB 32.50--33.50 32.50 32.30 32.0 32.0 
      
FX Last close 3Q-26 4Q-26 1Q-27 2Q-27 
EUR/MYR 4.7141 4.68 4.71 4.73 4.75 
GBP/MYR 5.5087 5.37 5.36 5.36 5.36 
AUD/MYR 2.9132 2.83 2.86 2.87 2.89 
CNY/MYR 0.6089 0.61 0.61 0.61 0.61 
SGD/MYR 3.2114 3.18 3.17 3.17 3.17 
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Rates, % Current 3Q26 4Q26 1Q27 2Q27 
Fed 3.74-4.00 3.75-4.00 4.00-4.25 4.00-4.25 4.00-4.25 

ECB 2.50 2.50 2.75 2.75 2.75 
BOE 3.75 3.75 3.75 3.75 3.75 
SNB 0.00 0.00 0.00 0.00 0.00 
BOJ 1.00 1.00 1.25 1.25 1.25 
RBA 4.35 4.35 4.35 4.35 4.35 
RBNZ 2.50 2.50 2.50 2.50 2.50 
BNM 2.75 2.75 2.75 3.00 3.00 
Source: HLBB Global Markets Research 

 

 
 
Economic projections of Federal Reserve Board members and Federal Reserve Bank Presidents @ 16 Sept  

 
Source: Federal Reserve 

 

Side by Side Comparison of FOMC Statements – changes 
July 29 meeting 

The Federal Open Market Committee approved the following 
statement for release by a 9 – 3 vote: 

The Committee decided to maintain the target range for the 
federal funds rate at 3-1/2 to 3-3/4 percent, in support of the 
Federal Reserve's dual mandate. The Committee is continuing 
its policy of maintaining ample reserves in the banking system. 

Economic activity is expanding at a solid pace despite elevated 
uncertainty that owes, in part, to the conflict in the Middle East. 
Productivity growth and capital investment are strong. Job gains 
have kept pace with the workforce, and the unemployment rate 
has changed little. 

Inflation remains elevated relative to the Committee's 2 percent 
goal, in part reflecting supply shocks that have driven price 
increases in certain sectors, including energy. The Committee 
will deliver price stability. 

Voting against the monetary policy action were Beth M. 
Hammack, Neel Kashkari, and Lorie K. Logan, who preferred to 
raise the target range for the federal funds rate by 1/4 
percentage point at this meeting. 

Sept 16 meeting 

The Federal Open Market Committee approved the following 
statement for release by a 12 – 0 vote: 

The Committee decided to raise the target range for the 
federal funds rate by 1/4 percentage point to 3-3/4 to 4 
percent, in support of the Federal Reserve's dual mandate. 
The Committee is continuing its policy of maintaining ample 
reserves in the banking system. 

Economic activity is expanding at a solid pace. While 
uncertainty remains elevated owing, in part, to geopolitical 
developments, domestic spending has been resilient. 
Productivity growth is strong, and capital investment is 
robust. Job gains have kept pace with the workforce, and the 
unemployment rate has changed little. 

Inflation remains elevated. Today's policy action will support 
a timelier return to the Committee's 2 percent goal. The 
Committee will deliver price stability. 

Source: Federal Reserve 
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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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