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13 September 2024 Fixed Income

US Fixed Income Strategy: Market Implications of August NFP and CPI Data

Summary

» The August Nonfarm Payrolls (NFP) and Consumer Price Index (CPI) reports did not provide the definitive evidence of a
worsening US economic slowdown.

> Consequently, the market’s reaction was mixed, leading to a revision of its aggressive rate cut expectations to 25 basis
points at the upcoming September FOMC meeting.

> Despite short-term uncertainties, our target exit levels are maintained at 3.50% for the 10-year US Treasury and 3.80% for
the 30-year US Treasury by the end of 2025, as the medium-term trajectory remains intact.

> The optimal strategy is to adopt a long-term perspective and hold fixed income investments throughout the anticipated Fed
easing cycle to maximize returns.

Key Message

Conflicting signals from the latest US CPI data

Wednesday night's US CPI report for August largely met expectations, with headline inflation easing to 2.5% YoY from
2.9%, while core inflation remained steady at 3.2% YoY. The market’s reaction was mixed; although consumer prices
declined across various products, core services inflation, particularly in the rental sector, remained elevated and even saw
a slight uptick.

Latest economic data do not justify aggressive policy measures

When combined with last week’s NFP report, the CPI data suggests that the Federal Reserve might adopt a more gradual
approach rather than the aggressive rate cuts anticipated by the market. The NFP report highlighted a deceleration in
employment growth and significant downward revisions to prior months’ figures, alongside a slight decrease in the
unemployment rate and a marginal increase in average hourly earnings. Both the NFP and CPI readings do not support a
50bps cut at the September meeting or the extensive cuts the market had hoped for.

The bet for 50bps cut in September is now off

This sentiment is reflected in the Fed Funds Futures market, which has now scaled back its September rate cut expectation
to 25bps from 50bps. While the actual trajectory of rate cuts remains uncertain, it's noteworthy that the expected 1-year
rate at the end of 2025 is around 2.75%, two years ahead of the Fed’s projected timeline of 2027 — suggesting that between
the market and Fed, something has got to give.

Maintaining our target exit levels

A further reduction in rate cut expectations could potentially raise UST yields in the near term. However, our target exit
levels remain unchanged at 3.50% for the 10-year UST and 3.80% for the 30-year UST by the end of 2025, as the medium
term trajectory remains intact.

Volatility in the UST market is expected to remain elevated in the short term as the market seeks corroborative evidence

of a worsening US economic slowdown. The optimal strategy is to adopt a long-term perspective and hold your fixed income
investments throughout the anticipated Fed easing cycle to maximize returns.

Please read carefully the disclaimer at the end of this report.
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Disclaimer

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 locality, state, country or
other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation.

By accepting this report, the recipient hereof represents and warrants that he is entitled to receive such report in accordance with the restrictions set forth below and
agrees to be bound by the limitations contained herein. Any failure to comply with these limitations may constitute a violation of law. This publication is being supplied
to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any
means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CIMB Bank
Berhad and CIMB Investment Bank Berhad (collectively, “CIMB Bank”).

CIMB Bank, its affiliates and related companies (collectively, “CIMB Group”) and their respective directors, associates, connected parties and/or employees may own
or have positions in securities of the company(ies) covered in this research report or any securities related thereto and may from time to time add to or dispose of, or
may be materially interested in, any such securities. Further, CIMB Group may do and may seek to do business with the company(ies) covered in this research report
and may from time to time act as market maker or have assumed an underwriting commitment in securities of such company(ies), may sell them to or buy them from
customers on a principal basis and may also perform or seek to perform significant investment banking, advisory or underwriting services for or relating to such
company(ies) as well as solicit such investment, advisory or other services from any entity mentioned in this report. The views expressed in this report accurately
reflect the personal views of the analyst(s) about the subject securities or issuers and no part of the compensation of the analyst(s) was, is, or will be directly or
indirectly related to the inclusion of specific recommendations(s) or view(s) in this report. CIMB Bank prohibits the analyst(s) who prepared this research report from
receiving any compensation, incentive or bonus based on specific investment banking transactions or for providing a specific recommendation for, or view of, a
particular company. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their duties or
the performance of his/their recommendations and the research personnel involved in the preparation of this report may also participate in the solicitation of the
businesses as described above. In reviewing this research report, an investor should be aware that any or all of the foregoing, among other things, may give rise to
real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.

(i) As of 13 September 2024, CIMB Investment Bank Berhad has a proprietary position in the following securities in this report:

NIL.

(i) As of 13 September 2024, the analyst, Mack Yee Lun, does not have an interest in the securities in the company or companies covered or recommended in this
report.

This report has been produced for information purposes with the information contained in this report, believed to be correct at the time of issue and does not purport
to contain all the information that a prospective investor may require. CIMB Group makes no express or implied warranty as to the accuracy or completeness of any
such information and opinion contained in this report. Nothing in this report is intended to be, or should be construed as an invitation by any company within CIMB
Group to buy or sell, or as an invitation to subscribe for, any securities. The price and value of any investments and indicative incomes herein contained may fluctuate
either positively or negatively. All references to past performances is not a guide to any future performance. It should be noted that investments in emerging markets
are subject to increased levels of volatility than more established markets. Some of the reasons for this volatility relates to the respective economy, political climate,
credit worthiness, currency and general market within that country. When investing in investments denominated in a foreign currency these transactions are also
subject to fluctuation in exchange rates.

The information in this report is subject to change without notice by CIMB Bank. Neither CIMB Bank nor any of its affiliates or related companies, advisers or
representatives are obliged to update any such information subsequent to the date hereof. Because it is not possible for CIMB Bank to have regard to the investment
objectives, financial situation and particular needs of each person who reads this report, the information contained in it may not be appropriate for all persons. CIMB
Bank is not acting as an advisor or agent to any person to whom this report is directed in respect of its contents. You, the recipient of this report must make your own
independent assessment of the contents of this document, and should not treat such content as advice relating to legal, accounting, taxation, technical or investment
matters. Please contact your Private Banker, Relationship Manager or walk into your nearest CIMB Branch to discuss any information contained within or prior to
acting in reliance of any information contained within this report.

Neither CIMB Group nor any of their directors, employees or representatives are to have any liability (including liability to any person by reason of negligence or
negligent misstatement) whether pecuniary or not from any statement, opinion, information or matter (express or implied) arising out of, contained in or derived from
or any omission from the report, except liability under statute that cannot be excluded.



