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Uncertainties in policy, outlook & rate cut path   

  Event 

The Fed reduced the federal funds rate from 4.75-5.0% to 4.5-4.75% at the November FOMC 

meeting, in line with consensus. The post-meeting statement reiterated the risks of attaining 

the employment and inflation goals are in balance, while removing the wording of “Confidence 

in inflation returning to target”. Remarks regarding a slowdown in employment growth were 

also deleted, stating the labor market has eased instead. 

Analysis 

(1)  Recent inflation data indicate core service inflation is cooling off at a slower pace and 

could pick up in the near term (Figure 1). Also, the risk of higher inflation will be fueled 

by the Trump presidency and Republican control of both chambers of Congress, as well 

as policies of immigrant deportation, higher tariffs and domestic tax reductions. While 

Fed Chair Powell said at the post-meeting press conference that Fed policies have not 

taken into account potential fiscal policy changes, pending congressional approval of 

relevant laws, the deletion of “Confidence in inflation returning to target” in the post-

meeting statement shows that the Fed has begun discussing related risks. 

(2)  Recent labor market data have been uneven, with nonfarm payroll growth fluctuating 

widely and actual data being much higher than advance estimates. This, combined with 

the Boeing (US) strike and the effect of two hurricanes, has sent confusing signals about 

changes to the labor market. That said, other relevant data indicate the overall labor 

market is no longer tight. The Fed thus signaled a possible slower rate cut path. 

(3)  There is no recession risk in the labor market. However, the unemployment rate caused 

by non-temp layoffs is creeping up (Figure 2). This is why the Fed will continue to ease 

interest rate restrictiveness. Policy rate restrictiveness has dropped from 160bps in 

September to 85bps (Figure 3). We forecast there is a 80% probability, higher than 

consensus of 67%, that the Fed will reduce policy rates by 25bps in December to 4.25-

4.5%, for lower restrictiveness of 60bps. We predict the Fed will cut rates by another 

25bps in 1Q25F, resulting in a federal funds rate of 4.0-4.25%. We believe the Fed will 

ease the speed and magnitude of rate cuts from 2Q25F onwards to avoid the risk of overly 

aggressive rate reductions by also considering changes to US fiscal policy. We expect the 

Fed will stop cutting rates after shaving off another 25bps when the benchmark interest 

rate decreases to 3.75-4.0%. 

Conclusion 

(1)  The current policy interest rate range is 4.5-4.75%, the short-term ceiling of the 10-year 

bond yield. The extent of rate cuts over the next 12 months has narrowed to 75-100bps 

(Figure 4). With medium- and long-term bond yields having rebounded significantly, 

reflecting an economic soft landing and less room for rate cuts, further yield rises will be 

limited, especially now that Trump’s winning the White House bodes ill for Treasury 

notes. As rate reductions and economic growth slow gradually in the future, we forecast 

the 10-year bond yield will return to 3.8-4.2%. We recommend engaging medium- and 

long-term Treasury bonds. 

(2)  We will monitor the risk of overly rapid supply of Treasuries spurred by the US fiscal 

deficit (Figure 5). The term premium on 10-year bonds could pick up to 100-150bps 

(Figure 6), pushing the 10-year Treasury yield back up to over 5%. 
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