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Market Watch

Fed holds rate in 9-3 vote

Summary

Event: The Fed held rates, as we expected, with 9 out of 12
policymakers opting to review more incoming data before
assessing whether a rate hike is required. This compares
with a unanimous decision to hold rates at the June meeting,
the first under new Chair Kevin Warsh. Going into this
meeting, markets were pricing c. 35% probability that the Fed
would deliver a surprise rate hike last night.

Market reaction: Money markets pared back expectations of
a Fed rate hike by year-end by about 10bps, now pricing 33
bps in hikes. Lower market pricing of hikes dragged the US
2-year bond yield towards 4.22%, from 4.33%, before the
yield recovered some lost ground with higher oil prices. The
USD dropped about 0.5% along with lower short-term yields.

However, longer-term bond yields rose amid concerns Warsh
may be not fully committed to fighting inflation. The 10-year
yield rose 5bps, but failed to break above 4.7%, while the 30-
year yield jumped 10bps to 5.22%, its highest since 2007. US
equity markets initially rose, before losing ground amid some
disappointing earnings and as oil prices rose.

Investment strategy: The Fed decision supports our view
that the Warsh-led Fed would prefer to wait for more data and
the outcome of Warsh'’s task forces (reports expected by year
end) on ‘Al and productivity’ and more real-time economic
indicators before deciding on the future path of rates. We
expect the Fed to hold rates for the rest of year. We continue
to prefer 3-5-year maturities in bonds, where yields are likely
to fall as rate hikes are priced out. Inflation-protected bonds
remain our preferred hedge against oil-driven inflation risks.

Lower short-term US yields may support EUR, CHF, AUD
and Asian currencies against the USD, while higher long-
term yields and renewed oil risks could limit USD downside.
While rising long-term yields remain a headwind, equity
markets are likely to turn their focus to earnings. We believe
continued earnings beats and acceleration in Al monetisation
are likely to drive equity market outperformance in the second
half of this year.
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US equities and long-term bonds fell on Wednesday
amid a rebound in crude oil prices and concern the Fed
is less committed to fighting inflation

Asset performance: 28-July close to 29-July close

WTI crude oil (22.0)
Gold (22.3)
EUR/USD (-0.7)
CHF/USD (-0.9)
JPY/USD (-9.1)

US 2-year bond (-0.7)
US 10-year bond (-2.3)
USD (2.0)

US Ultra long bond (-4.7)
Euro Stoxx 50 futures (16.2)
S&P 500 (14.8)

Nasdaq 100 (16.7)
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We expect the Fed to hold rates for the rest of the year
and cut in H1 2027 as inflation gradually returns
towards its 2% target with the pullback in oil prices

US crude oil price, 1-year and 5-year inflation expectations
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A more data-dependent Fed

No hawkish surprise. The Fed hold doesn’'t come as a
surprise to us. Coming into the meeting, markets were getting
a little jittery — pricing in around a 35% chance of a surprise
rate hike. That's up from just 10% a couple weeks ago. The
narrative in a segment of the market was about new Fed
Chair Kevin Warsh wanting to cement his inflation-fighting
credentials. But in the end, he convinced his colleagues to sit
tight and wait for more data before deciding anything for now.
Nine out of the 12 Fed policymakers voted to keep the policy
rate on hold, while three policymakers - Dallas Fed President
Logan, Cleveland Fed President Hammack and Minneapolis
Fed President Kashkari - dissented, voting for a hike.

Fundamentals argue for a hold. The overwhelming majority
decision to hold rates makes sense. The job market isn't
overheating; it's balanced after softening a bit in June. Core
inflation has been well-behaved too; core CPI came in flat
m/m in June. Wage growth, the main determinant of medium-
to-long-term inflation, is slowing. Oil prices, despite day-to-
day volatility tied with Middle East headlines, have cooled off
back into that USD 70-90/bbl range. So there was no urgent
reason for the Fed to pull the trigger.

The post-meeting Fed statement noted: “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.”

Nevertheless, the Fed statement and Warsh in his post-
meeting comments acknowledged still-elevated inflation,
which it partly ascribed to supply shocks, especially in the
energy sector. Warsh reiterated “the committee will deliver
price stability” and aim to get inflation back down to the
central bank’s 2% target. This is similar to Warsh's playbook
from his first meeting. That matters, because just talking
tough had already tightened financial conditions and pushed
up short-term bond yields: tighter financial conditions reduces
the need for the Fed to actually having to hike.

Nevertheless, this strategy can’t be pushed too far, as the
latest reaction from longer-term bonds shows. Ultimately,
incoming data will determine long-term inflation expectations.
While they remain anchored for now, the Fed will have to act
if incoming data show the job market (and wage growth) is
heating up again, or oil prices stay higher for longer, adding
to ‘techflation’ pressures. We remain sceptical, given the
impact of Al on job creation and our base scenario that oil
prices are likely to trade in the USD 70-90/bbl range.
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Money markets pushed up Fed rate hike expectations
ahead of the July policy meeting

Money market estimates of Fed rates by Dec 2026 and
June 2027
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US job creation, core consumer inflation and wage
growth have slowed over the past couple of years,
reducing the urgency for Fed rate hikes

US monthly non-farm payrolls, core consumer inflation and
average hourly earnings growth
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Investment implications

On equities: A straight-up hold is neutral-to-positive for
equities, as the initial reaction in equity markets showed.
Some (though not all) of those July rate-hike fears just got
pushed out to September or Q4. Although rising long-term
bond yields remain a headwind, the spotlight is likely to swing
back to Q2 corporate earnings. So keep an eye on US
corporate earnings in the coming days to see whether
earnings are broadening beyond the tech sector, as we
expect. That is likely to be the market's fundamental support.

On bonds: The Fed’s rate hold dragged short-term US
government bond yields lower as markets pared back rate
hike expectations by year-end. However, longer-term bond
yields rose after the meeting amid concerns Warsh is not fully
committed to fighting inflation. Nevertheless, investor
positioning is extremely bearish, which is likely to limit further
rise in yields.

The 10-year yield is likely to face strong resistance around
last year’s high of 4.8%. However, if Middle East tensions de-
escalate and oil falls in the coming months, the 10-year yield
could break below 4.60%, triggering some short-covering,
potentially dragging the yield down to the 4.25 to 4.5% zone.

US inflation protected bonds are particularly attractive,
especially as a hedge against energy-price driven inflation,
with the real (inflation-adjusted) 10-year yield at 2.4%, close
to the highest since 2008.

On the dollar: The Fed’s clear 9-3 decision to hold rates
reduced expectations of an immediate rate hike and
weakened the USD, but it did not mark a clear dovish policy
shift. Investor positioning on the USD has been super-bullish,
around the 85th percentile. So, a Fed hold sparked some
position-squaring. Lower short-term US yields may support
EUR, CHF, AUD and Asian currencies, while higher long-
term yields and renewed oil risks could limit further USD
downside. The BodJ policy decision tomorrow is likely the next
major catalyst for global FX markets.

— Rajat Bhattacharya, Senior Investment Strategist
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US Q2 earnings growth estimates have been revised
sharply higher heading into the earnings season
Consensus estimates of MSCI US earnings growth y/y
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US real yields are approaching their highest level in
almost two decades

US 10-year real (net-of-inflation) bond yield
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US interest-rate differential vs its largest trade partners
has stalled around the five-year average; we see
modest downside risk in USD in the next 12 months
USD index (DXY), weighted interest rate differentials and
five-year average
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London, EC2V 5DD. Standard Chartered Bank is authorised by the Prudential Regulation Authority and regulated by the Financial
Conduct Authority and Prudential Regulation Authority. Standard Chartered Bank, Dubai International Financial Centre having its
offices at Dubai International Financial Centre, Building 1, Gate Precinct, P.O. Box 999, Dubai, UAE is a branch of Standard
Chartered Bank and is regulated by the Dubai Financial Services Authority (‘“DFSA”). This document is intended for use only by
Professional Clients and is not directed at Retail Clients as defined by the DFSA Rulebook. In the DIFC we are authorised to
provide financial services only to clients who qualify as Professional Clients and Market Counterparties and not to Retail Clients.
As a Professional Client you will not be given the higher retail client protection and compensation rights and if you use your right
to be classified as a Retail Client we will be unable to provide financial services and products to you as we do not hold the required
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license to undertake such activities. For Islamic transactions, we are acting under the supervision of our Shariah Supervisory
Committee. Relevant information on our Shariah Supervisory Committee is currently available on the Standard Chartered Bank
website in the Islamic banking section. For residents of the UAE — Standard Chartered UAE (“SC UAE”) is licensed by the Central
Bank of the U.A.E. SC UAE is licensed by Securities and Commodities Authority to practice Promotion Activity. SC UAE does
not provide financial analysis or consultation services in or into the UAE within the meaning of UAE Securities and Commodities
Authority Decision No. 48/r of 2008 concerning financial consultation and financial analysis. Uganda: Our Investment products
and services are distributed by Standard Chartered Bank Uganda Limited, which is licensed by the Capital Markets Authority as
an investment adviser. United Kingdom: In the UK, Standard Chartered Bank is authorised by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority. This communication has been
approved by Standard Chartered Bank for the purposes of Section 21 (2) (b) of the United Kingdom’s Financial Services and
Markets Act 2000 (“FSMA”) as amended in 2010 and 2012 only. Standard Chartered Bank (trading as Standard Chartered Global
Private Bank) is also an authorised financial services provider (license number 45747) in terms of the South African Financial
Advisory and Intermediary Services Act, 2002. The Materials have not been prepared in accordance with UK legal requirements
designed to promote the independence of investment research, and that it is not subject to any prohibition on dealing ahead of
the dissemination of investment research. Vietham: This document is being distributed in Vietnam by, and is attributable to,
Standard Chartered Bank (Vietnam) Limited which is mainly regulated by State Bank of Vietnam (SBV). Recipients in Vietnam
should contact Standard Chartered Bank (Vietnam) Limited for any queries regarding any content of this document. Zambia: This
document is distributed by Standard Chartered Bank Zambia Plc, a company incorporated in Zambia and registered as a
commercial bank and licensed by the Bank of Zambia under the Banking and Financial Services Act Chapter 387 of the Laws of
Zambia.



