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“The FOMC
statement and
press conference
were more dovish
than we — and the
market —
expected”.

15 December 2023

Dovish Fed contemplates rate cuts:
risks to weaker US/growth persist

e Fed action: The Federal Reserve kept its benchmark federal funds rate unchanged at
5.25-5.50% for the third consecutive meeting. Chair Jerome Powell struck a more
dovish than expected tone, noting that interest rates are at or near their peak. Updated
forecasts of future federal funds rates included an additional 25 basis point rate cut
next year. The Summary of Economic Projections (SEP) also saw a notable
downgrade to the core personal consumption expenditures (PCE) inflation forecast.

e FOMC statement: The Federal Open Market Committee (FOMC) acknowledged that
economic activity slowed in Q3, and while progress has been made in tackling price
rises, inflation remains elevated. However, the Fed’s forward guidance was also
tweaked to align with the SEP, which reflects the possibility of three more 25bp rate
cuts in 2024.

e Market reaction: Markets reacted positively to the Fed’s monetary policy decision,
with government bonds and equities rallying sharply. The US yield curve steepened
on the prospect of easier monetary policy, as yields declined more on shorter than
longer-dated maturities, and major US equity indices closed approximately 1.4%
higher. By contrast, the US dollar depreciated by nearly 1%, and remains vulnerable
to the start of the Fed'’s easing cycle.

e Investment implications: The Fed may be preparing to cut rates, but remains data
dependent. Despite its desire for a ‘soft landing’, there are still risks to US growth. We
remain cautious, and favour themes of longer interest rate duration, higher credit
quality, and exposure to sectors where spreads compensate for potential
macroeconomic uncertainty and tighter market liquidity.

Overview of the Federal Reserve’s monetary policy decision

The Fed kept its benchmark overnight borrowing federal funds rate unchanged at 5.25-5.50%
for the third consecutive meeting, that is, a period now spanning almost five months. The FOMC
statement and press conference were more dovish than we — and the market — expected. This
was exemplified in Chair Jerome Powell’s comment that the Fed believes interest rates are
at or near their peak in this cycle.

Further adding to the meeting’s dovish tone, the updated forecasts of future federal funds rates,
or the ‘dots’, included an additional 25 basis point rate cut in the upcoming year removing
a rate hike instead. This brought the median expectation to three 25bp rate cuts by the end of
2024. Additionally, the refreshed SEP saw a notable downgrade to the core PCE forecast,
with little impact on growth and unemployment.

Given a more dovish than expected reading from the Fed, government bonds and equities
rallied sharply while the US dollar (USD) weakened. Specifically, the US Treasury curve
steepened as yields declined in the 2-, 10- and 30-year segments by 22bp, 13bp and 9bp
respectively. The major US equity indices all closed the day approximately 1.4% higher.

Key monetary policy decision takeaways:

= The Fed kept the federal funds rate unchanged at 5.25-5.50%;

= The federal funds rates dots’ median forecast now considers three 25bp rate cuts in
2024;

=  SEP: Upward revision to 2023 gross domestic product (GDP) and downward revision
to core PCE in 2023, 2024 and 2025, with no meaningful change in the unemployment
rate forecasts;

= Press conference: Powell’s overall tone was dovish as he acknowledged that rates are
at or near their peak, and cuts may be warranted as inflation continues to moderate.
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“Release of the
guarterly SEP
kicked off the first
leg of the
afternoon’s bond
market rally.”

“Inflation does
not need to hit the
Fed’s 2% long-
term target to
start easing.”
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FOMC statement: Some minor revisions, but pointing to a pivot

There were only a few minor changes to the FOMC statement. First, the Fed’s economic
assessment recognised that economic activity has slowed from its strong pace in the third
guarter, representing a downgrade from the November statement. Second, it acknowledged
thatinflation has eased over the past year, but remains elevated. Finally, there was a minor
but potentially significant change to the forward guidance with the insertion of ‘any’ to
‘additional policy firming that may be appropriate’, nodding to the fact that the SEP now reflects
no further hikes. While the statement was incrementally more dovish than before and compared
to expectations, the subsequent release of the quarterly SEP kicked off the first leg of the
afternoon’s bond market rally.

The SEP and accompanying ‘dots’ are no longer signalling the possibility of one more
25 basis point rate hike, but the possibility of three 25bp rate cuts in 2024. This was a
dovish surprise to investors.

Specific to the federal funds rate ‘dot plot’:
= 2024 year-end: The median dot fell from 5.1% to 4.6%, implying three 25bp cuts;
= 2025 year-end: The median dot declined from 3.875% to 3.625%;
= 2026 year-end: The median dot was unchanged at 2.9%;
= Long-term: The median dot was unchanged at 2.50%. This is commonly referred to as
the ‘neutral rate’, and should be compared to the Fed’'s 2% long-term inflation target.

Summary of the Fed’s economic projections, September vs December 2023
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Source: Amundi Investment Institute, Federal Reserve. Data is as of 13 December 2023.

Powell strikes a dovish tone in the press conference

There was a bit of a triumphant tone to Chair Powell’'s press conference. He noted positive
developments on the dual mandate, with greater balance in the labour market, and progress
on tackling inflation. Powell spent some time outlining the Fed’s framework. Since the start of
its tightening cycle, the Fed needed to assess how fast and how far to hike interest rates, and
when it would become appropriate to ease policy. Having moved past the first question, they
are assessing the current level of rates, and several Fed participants believe we are at
the peak of the cycle. Powell made it clear that the move to an easing stance is next on the
Fed’s agenda. In fact, the FOMC discussed the timing of rate cuts, noting that inflation does
not need to hit the Fed’s 2% long-term target to start easing. While signalled in previous SEP
releases, this was Powell’s first press mention that the committee has been thinking
about the timing of future interest rate cuts. Overall, an extra 25bp rate cut in 2024 and
2025, removing a rate hike from the 2023 dot plot median, aligns the Fed more closely to the
market’s expectations.
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A dovish Fed sparks a strong rally in financial markets

We interpreted the December FOMC meeting as unequivocally dovish, relative to market
expectations. The US yield curve steepened on the prospect of an eventual start to the Fed’s
easing cycle in 2024, as the 2-, 10- and 30-year yields declined 22bp, 13bp, and 9bp
respectively. The USD depreciated by nearly 1.0%. The Dow Jones, S&P 500 and Nasdaq
each rallied by approximately 1.4%.

US Treasury yields fell across maturities, in anticipation of rate cuts ahead
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Implications for investors
“Despite the The FOMC'’s statement, the updated SEP and Chair Jerome Powell’s press conference make
Fed’s desire for a it clear the Fed believes monetary policy is sufficiently restrictive, and is preparing to
‘soft landing’, we  exit its tightening cycle. However, the Fed remains data-dependent, and could pause from
believe the risk of cutting rates if inflation proves more stubborn than expected. At the same time, if more progress
weaker growth is is m_ade in tack]ing iana’Fion, it could cut rate; sooner. Despite the Fed’s desire for a _‘soft
not as low as the landing’, we believe the risk of weaker growth is not as low as the market currently perceives.
Therefore, we remain cautious, and continue to favour longer interest rate duration, higher
marke_t cur,r,ently credit quality, and exposure to sectors where spreads compensate for potential
perceives. macroeconomic uncertainty and tighter market liquidity. The US dollar remains vulnerable
to the start of the Fed’s easing cycle, to large twin deficits, relatively expensive valuation, and
the possibility of weaker future growth.
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AMUNDI INVESTMENT INSTITUTE

In an increasingly complex and changing world, investors have expressed a critical need to understand better their
environment and the evolution of investment practices in order to define their asset allocation and help construct their
portfolios. Situated at the heart of the global investment process, the Amundi Institute's objective is to provide thought
leadership, strengthen the advice, training and daily dialogue on these subjects across all assets for all its clients —
distributors, institutions and corporates. The Amundi Institute brings together Amundi’'s research, market strategy,
investment insights and asset allocation advisory activities. Its aim is to project the views and investment
recommendations of Amundi.

Discover Amundi Institute 000@

Definitions

= Basis points (bp): One basis point is a unit of measure equal to one one-hundredth of one percentage point (0.01%)

= Credit Default Swap (CDS): A credit default swap (CDS) is a financial swap agreement that the seller of the CDS will compensate the
buyer in the event of a loan default or other credit event.

= Term premium: The term premium is the amount by which the yield on a long-term bond is greater than the yield on shorter-term bonds.
This premium reflects the amount investors expect to be compensated for lending for longer periods. Because one collects coupons on a
long-term bond for a longer period of time, its yield-to-maturity will be more. The amount of a term premium depends on the interest rates
of the individual bonds.

= Volatility: A statistical measure of the dispersion of returns for a given security or market index. Usually, the higher the volatility, the riskier
the security/market.

Important information

This document is solely for informational purposes. This document does not constitute an offer to sell, a solicitation of an offer to buy, or a
recommendation of any security or any other product or service. Any securities, products, or services referenced may not be registered for sale
with the relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in your jurisdiction.
Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any form and may
not be used as a basis for or a component of any financial instruments or products or indices. Furthermore, nothing in this document is intended
to provide tax, legal, or investment advice. Unless otherwise stated, all information contained in this document is from Amundi Asset Management
S.A.S. and is as of 13 December 2023. Diversification does not guarantee a profit or protect against a loss. This document is provided on an “as
is” basis and the user of this information assumes the entire risk of any use made of this information. Historical data and analysis should not be
taken as an indication or guarantee of any future performance analysis, forecast or prediction. The views expressed regarding market and economic
trends are those of the author and not necessarily Amundi Asset Management S.A.S. and are subject to change at any time based on market and
other conditions, and there can be no assurance that countries, markets or sectors will perform as expected. These views should not be relied
upon as investment advice, a security recommendation, or as an indication of trading for any Amundi product. Investment involves risks, including
market, political, liquidity and currency risks. Furthermore, in no event shall Amundi have any liability for any direct, indirect, special, incidental,
punitive, consequential (including, without limitation, lost profits) or any other damages due to its use.

Date of first use: 15 December 2023.

Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of €1,143,615,555 - Portfolio manager
regulated by the AMF under number GP04000036 — Head office: 91-93 boulevard Pasteur — 75015 Paris — France — 437 574 452 RCS Paris —
www.amundi.com.
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