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Fed: From Pause to Hawk... 19t December 2024

The Federal Reserve’s policy meetings have become an
increasingly complex and delicate balancing act as economic
indicators, inflation rates, and labour market conditions
continue to shift. Federal Reserve Chair Jerome Powell has

been at the helm of navigating these challenges, particularly as Fed's Target Rate (%)

the central bank has begun to lower borrowing costs after a °

prolonged period of tightening. In the summer of 2024, Powell > \
led the Federal Reserve to initiate a larger-than-expected rate 4

cut of 50 basis points, a move that caught the attention of
market participants and sparked a significant debate among
Federal Reserve officials. This decision, while bold, set the

stage for subsequent discussions, including a quarter-point cut 1

in November and the possibility of a third consecutive 0

reduction at the latest meeting. However, as Powell and his § §° 2 g g ﬁ 2 g § i 2 é% 2
colleagues navigate these decisions, they are also confronted e =2 " v e =2 = v 0 = =2 20
with the delicate task of maintaining the Fed’s credibility, Source: Reuters

avoiding inflationary pressures, and managing economic
growth.

The decision to cut rates at the end of the summer in 2024 was surely argumentative. Some members of the Federal
Reserve were sceptical about the need for such a large reduction, fearing that it might send the wrong message to
the markets and signal distress. Officials were cautious about prematurely lowering rates when inflation was still
above the Fed’s target and economic uncertainty remained. Governor Powell in his comments, however, argued
that the move was necessary to adjust policy in response to evolving conditions in the labour market and inflation.
At that time, inflation had shown signs of stabilizing, and the labour market, while still strong, was beginning to
exhibit signs of cooling. The argument cantered on the need to act pre-emptively, acknowledging the risk of
overcompensating by keeping rates too high for too long, which could stifle economic activity. The decision to cut
rates by 50 basis points, though aggressive, was ultimately framed as part of a careful recalibration to avoid
unnecessarily constraining the economy.

The aftermath of the summer rate cut revealed the challenges the Federal Reserve faces in managing both public
perception and internal consensus. While Powell’s leadership was largely supported, some members of the
committee, particularly the more hawkish officials, expressed concern over continuing to reduce rates. These
officials, including Fed Governor Michelle Bowman and Dallas Fed President Lorie Logan, worried that the Fed was
moving too aggressively and risking its credibility in the process. For these members, the issue was not just about
the pace of rate cuts but about the potential long-term consequences of a prolonged period of low rates.
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These hawkish members were also wary of the potential inflationary impacts of political actions, such as President-
elect Donald Trump’s proposals to impose tariffs and deport workers, which could reverse the favourable price
dynamics that had supported the Fed'’s inflation forecasts.

The Federal Reserve cut its benchmark interest rate by a quarter of a percentage point to 4.25%-4.5% in its
December meeting, marking the third consecutive rate reduction. This move comes as officials signal a slower pace
of easing in 2025 to avoid undermining efforts to control inflation. The decision, although expected, was not
unanimous, with Cleveland Fed President Beth Hammack dissenting. The Fed has adjusted its economic projections,
forecasting fewer rate cuts in the future due to concerns about inflationary pressures, especially in the housing
market and wage growth. Officials now predict a half-percentage point cut in 2025, down from prior expectations,
and anticipate a steady unemployment rate at 4.3% through 2026.
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economic resilience. However, officials remain cautious, aware
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cuts, as officials weigh the balance between growth and

inflation control. Source: Reuters

In addition to domestic monetary policies, geopolitical risks have added a layer of complexity to the market
dynamics. The Middle East, in particular, has become a focal point for rising tensions, particularly with the ongoing
conflict between Israel and Hamas and broader instability in the region. Recently, Israel’s defence minister told
troops to fortify their position in newly seized Syrian territory, marking plans to send in reinforcements and
equipment’s despite UN demands that country retreat immediately. Since rebels attacked the capital Damascus and
toppled Bashar al-Assad’s regime over the weekend, Israeli ground forces have crossed beyond previously
demilitarised buffer zone in Syria. Post the victory of President- Elect Trump, market participants have started
discounting possible ease off in these tensions. There have been a lot of updates as well regarding cease fire deal
between Israel and Hamas however, concrete evidence will be required for the same for any major impact on the

market.
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Fed Projections (%)
Sep’24 projection | 2024 | Sep’24 projection | 2025 | Sep’24 projection | 2026
GDP 2 2.5 2 2.1 2 2
Unemployment rate 4.4 4.2 4.4 4.3 4.3 4.3
PCE inflation 2.3 24 2.1 2.5 2.1
Core PCE inflation 2.6 2.8 2.2 25 2.2
Fed funds rate 4.4 4.4 34 3.9 2.9 34

Source: fed.gov

Outlook:

The Federal Reserve’s cautious approach to rate cuts, coupled with persistent inflationary pressures, is likely to
support bullion prices in the near term. Gold and silver may benefit as safe-haven assets amidst economic
uncertainty. Additionally, geopolitical volatility, particularly surrounding President-elect Trump’s potential policy
shifts, could further drive demand for precious metals. His proposed actions, such as raising tariffs and slashing
regulations, may heighten market instability, fueling investor interest in bullion.

However, the prospect of fewer rate cuts in 2025, combined with solid economic growth, could limit significant
gains, while rising yields may exert some downward pressure on prices.

Market could take some time to digest this “Hawkish cut”, we continue to believe some more consolidation in prices
is possible. We maintain our outlook from the latest quarterly report on gold, where we projected a 5-7%
correction, which is underway, before the next upward move. Hence for both Gold and Silver, “Buy on Dips” is
advised.

Link for Gold Quarterly: https://ftp.motilaloswal.com/emailer/Commodity/Ready,%20Set,%20Gold!!!.pdf

Link for Silver Quarterly: https://ftp.motilaloswal.com/emailer/Commodity/Silver%20Quarterly%20Update!!!.pdf

commoditiesresearch@motilaloswal.com

Commodities Advisory Desk - +91 22 3958 3600

Please refer to the disclaimer at the end of the report. 3 | Page



MoTILAL OSWAL

— 1
INSIGHT
NV
Navneet Damani Head Research - Commodities and FX navneet.damani@motilaloswal.com
Manav Modi Analyst- Bullion manav.modi@motilaloswal.com

Commodity Disclosure & Disclaimer:

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).

Motilal Oswal Financial Services Ltd. (MOFSL) is a SEBI Registered Research Analyst having registration no. INH000000412. MOFSL, the Research Entity (RE) as defined in the Regulations, is engaged in the business of providing Stock
broking services, Depository participant services & distribution of various financial products. MOFSL is a listed public company, the details in respect of which are available on www.motilaloswal.com. MOFSL is registered with the Securities
& Exchange Board of India (SEBI) and is a registered Trading Member with National Stock Exchange of India Ltd. (NSE) and Bombay Stock Exchange Limited (BSE), Multi Commodity Exchange of India Limited (MCX) and National
Commodity & Derivatives Exchange Limited (NCDEX) for its stock broking activities & is Depository participant with Central Depository Services Limited (CDSL) National Securities Depository Limited (NSDL),NERL, COMRIS and CCRL and
is member of Association of Mutual Funds of India (AMF]) for distribution of financial products and Insurance Regulatory & Development Authority of India (IRDA) as Corporate Agent for insurance products. Details of associate entities of
Motilal Oswal Financial Services Ltd. are available on the website at http: ereports.motilaloswal.com/Dormant/documents/Associate%20Details.pdf

Details of pending Enquiry Proceedings of Motilal Oswal Financial Services Limited are available on the website at https://galaxy.motilaloswal.com /ResearchAnalyst/ PublishViewLitigation.aspx

Terms & Conditions:

1. This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person. Persons into whose possession this document may come are required
to observe these restrictions.

2. This material is for the personal information of the authorized recipient and we are not soliciting any action based upon it.

3. This report is not to be construed as an offer to sell or solicitation of an offer to buy any commodity or commodity derivative to any person in any jurisdiction where such an offer or solicitation would be illegal.

4. It is for the general information of clients of MOFSL. It doesn’t constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients.

5. The report and information contained herein is strictly confidential and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior
written consent of MOFSL.

6. The report is based on the facts, figures and information that are considered true, correct, reliable and accurate.

7. All such information and opinions are subject to change without notice.

8. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. MOFSL will not treat recipients as customers by virtue of their receiving this report.

9. We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be guaranteed.

10.  Neither MOFSL, nor any person connected with it, accepts any liability arising from the use of this document.

11.  The recipients of this material should rely on their own investigations and take their own professional advice. Price and value of the commodity referred to in this material may go up or down. Past performance is not a guide for future
performance.

12. Certain transactions including those involving commodity derivatives involve substantial risk and are not suitable for all investors.

13.  Reports based on technical analysis centers on studying charts of a commodity’s price movement and trading volume as opposed to focusing on a commodity’s fundamentals and as such may not match with a report on a commodity's
fundamentals.

14.  Proprietary trading desk of MOFSL or its associates maintains arm’s length distance with Research Team as all the activities are segregated from MOFSL research activity and therefore it can have an independent view with regards to
subject ity for which F arch Team have their views.

15.  MOFSL or its associates or Research Analyst or his relatives may have Open Position in subject commodity.

16. A graph of daily closing prices of commodities is available at http://www.moneyline.co.in/

17.  Opinions expressed are our current opinions as of the date appearing on this material only. Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without
notice.

18. The commodities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific
recipient.

19.  This may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an
investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment.

20.  The Company reserves the right to make modifications and alternations to this statement as may be required from time to time without any prior approval. MOFSL, its associates, their directors and the employees may from time to time,
effect or have effected an own account transaction in, or deal as principal or agent in or for the commodities mentioned in this document.

21.  The views expressed are those of the analyst, and the Company may or may not subscribe to all the views expressed therein.

22, The commodities described herein may or may not be eligible for trade in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such
restriction. Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or
in connection with the use of the information. The person accessing this information specifically agrees to exempt MOFSL or any of its affiliates or employees from, any and all responsibility /liability arising from such misuse and agrees
not to hold MOFSL or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOFSL or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered
by the person accessing this information due to any errors and delays.

23. Certain transactions -including those involving futures, options, another derivative products as well as non-investment grade securities - involve substantial risk and are not suitable for all investors.

24.  MOFSL and its iate company(ies), their directors and Research Analyst and their relatives may (a) from time to time, have long or short positions in, and buy or sell the commodities mentioned herein or (b) be engaged in any other
transaction involving such ities and earn or other tion or act as a market maker in the commodity/ (ies) discussed herein or have other potential conflict of interest with respect to any recommendation and
related information and opinions. However the same shall have no bearing whatsoever on the specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the views of
the associates of MOFSL even though there might exist an inherent conflict of interest in some of the commodities mentioned in the research report.

25.  MOFSL and it’s associates and Research Analyst have not received any compensation or other benefits in connection with the research report. Compensation of Research Analysts is not based on any brokerage transactions generated by
broking activities under Motilal Oswal group.

This report is meant for the clients of Motilal Oswal only.
Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors
Registered Office Address: Motilal Oswal Tower, Rahimtullah Sayani Road, Opposite Parel ST Depot, Prabhadevi, Mumbai-400025; Tel No.: 022 - 71934200 / 71934263; www.motil 1.com. Correspondence Address: Palm Spring Centre,
2nd Floor, Palm Court Complex, New Link Road, Malad (West), Mumbai- 400 064. Tel No: 022 71881000. Details of Compliance Officer: Neeraj Agarwal, Email Id: na@motilaloswal.com, Contact No.:022-40548085.
Grievance Redressal Cell:
Contact Person Contact No. Email ID
Ms. Hemangi Date 022 40548000 / 022 67490600 query@motilaloswal.com
Ms. Kumud Upadhyay 022 40548082 servicehead@motilaloswal.com
Mr. Ajay Menon 022 40548083 am@motilaloswal.com

Registration details of group entities.: Motilal Oswal Financial Services Ltd. (MOFSL): INZ000158836 (BSE/NSE/MCX/NCDEX); CDSL and NSDL: IN-DP-16-2015; Research Analyst: INHO00000412 . AMFI: ARN .: 146822. IRDA Corporate
Agent — CA0579. Motilal Oswal Financial Services Ltd. is a distributor of Mutual Funds, PMS, Fixed Deposit, Insurance, Bond, NCDs and IPO products.

Customer having any query/feedback/ clarification may write to query@motilaloswal.com. In case of grievances for any of the services rendered by Motilal Oswal Financial Services Limited (MOFSL) write to grievances@motilaloswal.com,
for DP to dpgrievances@motilaloswal.com.

Please refer to the disclaimer at the end of the report. 4 | Page




