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Will The Fed Make Its Move In June?

Last week’s Federal Open Market Committee (FOMC) meeting
minutes have raised the probability of a rate hike this year, possibly
as early as the next meeting in June. This is a departure from the
cautious tone adopted by Fed Chair Janet Yellen during her speech
in March; prior FOMC meeting minutes before this had also re-
affirmed that dovishness.

What has changed since March has been the improvement to global
financial conditions, particularly with China on the mend, while oil and
commodity prices have also rebounded. Domestically, the US
recovery remains uneven, but on track, and core inflation has also
firmed.

As highlighted in the FOMC minutes, a rate increase in the US could
happen in the near term if upcoming economic data supports the
FOMC'’s outlook for the economy, namely i) economic data adds to
signs of a 2Q16 US GDP rebound; ii) labour market continues to
strengthen, and iii) inflation progresses towards the Federal
Reserve’s target of 2.0%.

Notably, the market had been pricing in an extremely shallow interest
rate path based on previous guidance by the Fed. Indeed, the federal
funds rate path had flattened considerably, indicating that the
probability of a rate hike by the June FOMC meeting had declined
significantly.

On balance, we still expect the Fed to resume hiking rates this year at
a gradual pace. However, the probability of a June rate hike would
not hinge solely on improving US data and stable global financial
conditions. The outcome of the “Brexit” referendum in late June, with
the UK voting on EU membership, also looms large in the
background. Whether the UK remains in the EU has considerable
economic impact within and beyond Europe. Hence, ‘Brexit’ remains
a key risk factor that could swing the Fed’s rate hike decision and
bears continued watching.
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Disclaimer

This publication is for information only. Any opinion or view presented by Fullerton Fund Management Company Ltd
(“Fullerton”) [UEN: 200312672W] is subject to change without notice. Past performance or any prediction projection,
or forecast is not necessarily indicative of future performance. Information herein may contain projections or other
forward looking statements regarding future events or future financial performance of countries, markets or
companies and investors must assess the relevance, accuracy and adequacy of the information, and perform
independent investigations as deemed necessary. Please note that the securities mentioned herein should not be
considered a recommendation to purchase or sell any particular security. This publication prepared without regard to
the specific investment objectives, financial situation or needs of any investor. Although the information was compiled
from sources believed to be reliable, no liability for any error or omission is accepted by Fullerton or its affiliates or
any of their directors or employees for any loss whatsoever arising directly or indirectly from any use of this
publication. Investments are subject to risks, including possible loss of principal amount invested.
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