
 

PRUPulse  
■ Economic highlights ■ 

US Federal Reserve cuts rates to near zero 17 December 2008

 

 
 
 
 
 
 

 
 

Neither the information nor any opinion expressed constitutes an offer, or an invitation to make an offer to buy or sell any securities. Investors are advised to read and 
understand the contents of the prospectus before investing. Among others, investors should consider the fees and charges involved. Investors should seek financial advice 
regarding the appropriateness of investing in any securities or investment strategies discussed or recommended herein and should understand that statement regarding future 
prospects may not be realized. Investors should note that income from securities, if any, may fluctuate and that each security’s price or value may fall or rise. Accordingly, 
investors may receive back less than originally invested. Past performance is not necessarily a guide to future performance. Information has been obtained from sources believed 
to be reliable but Prudential Fund Management Berhad does not warrant its completeness or accuracy. Opinions and estimates constitute our judgment as of the date of this 
material and are subject to change without notice. 
 

 

Summary 
 The Fed lowered its policy rate to a range between 0.0%-0.25% from 1.0%  
 Lowest since 1958 when the rate was 0.63% in May 
 US CPI fell by a record 1.7% in November’08 stoking fears of a deflation 
 Going forward, the Fed’s focus will have to shift beyond rate cuts.  Credit creation process needs to be   
continually encouraged.   

 

 

Federal Open Market Committee (FOMC) lowered rates to 0.0% - 0.25% 

The Fed lowered its policy rate to a range between 0.0%-0.25% from 1.0% at the conclusion of the 2-day FOMC 

meeting yesterday. This was an unexpected move as the central bank typically sets a specific target for its Fed funds 

rate instead of a range.  This rate cut marks the tenth consecutive cut since Sept’07 and is the lowest since 1958 when 

the rate was 0.63% in May.  The Fed also lowered its discount rate by 75bp to 0.5%. 

The Fed’s accompanying statement acknowledged that the deepening financial crisis continues to have a pronounced 

impact on consumer spending, business investment and industrial production. With commodity and energy prices 

falling fast, combined with sluggish economic growth, the Fed expects inflation to moderate further in coming 

quarters.  US CPI fell by a record 1.7% in November’08 stoking fears of a deflation.   

 

Interest rates outlook 

With the Fed rates at such low levels, the US Federal Reserve is running out of room to cut interest rates. Hence going 

forward, the Fed’s focus will have to shift beyond rate cuts.  Credit creation process needs to be continually 

encouraged.  Some of the instruments and tools likely to be utilized include buying of mortgage backed securities, 

short-term papers, longer-term treasury securities or agency debt on the open market.  Market is expecting rates to 

remain low for some time, with some expecting a 25bps hike only by Mar-April 2009.  

 

 

 

 

 

Source:  CIMB research report, 17th Dec 2008 


