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TMC Research’s Fed Model Indicates The Federal Reserve Is Overdue For Rate Cuts

Key Points:

o  TMC Research’s Fed Funds Models suggests the target rate should be 50-75 basis points lower
o The Fed should have cut interest rates more than a year ago, our model advises

o Fed funds futures are pricing in the first rate cuts at the September 18 FOMC meeting

Median Effective Fed Funds Target Rate vs. TMC Fed Funds Model Markets are expecting that the Federal

daily Reserve will soon cut interest rates.
Using TMC Research’s Fed model as
a guide, a lower target rate appears to
be long overdue.
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The model is designed to estimate the optimal Fed funds rate given the current state of the five factors. On that basis,
policy is overly tight, which suggests the central bank is raising the risk of slowing growth, perhaps to the point of
tipping the economy into recession.

As the chart above reminds, our Fed model tends to hug the actual Fed funds rate, but with a degree of variation. At
various points in time, the model implies that the central bank should be tightening or loosening policy, although
recent history points to the latter.

For example, the model advised that the Fed should have started raising interest rates in the third quarter of 2021 (red
line above black line in chart above). The first rate hike, in fact, arrived roughly six months later, in March 2022 — a
lapse that arguably allowed inflation to accelerate to extreme levels.
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Disinflation increasingly looks entrenched and the Fed appears to be late once again for easing policy — a delay that
could needlessly increase economic headwinds and possibly tip the U.S. into a premature recession. Fed funds futures
are currently pricing in moderate odds that policy will remain unchanged at the July 31 FOMC meeting, followed by
a rate cut at the September 18 meeting. Using TMC Research’s Fed model as a guide, the delay looks increasingly ill-
advised.

This Report is provided for informational and educational purposes only and is not intended to be, and should not be construed as, financial or
investment advice. The views and opinions expressed in this commentary are solely those of the authors and do not necessarily reflect the official
policy or position of The Milwaukee Company.

Investors are urged to consult with their own financial advisors before making any investment decisions. The information contained in this
commentary has been compiled from sources believed to be reliable, but no representation or warranty, express or implied, is made as to its
accuracy, completeness, or correctness. Market data and trends are subject to rapid change and may become unreliable for various reasons,
including changes in market conditions or economic circumstances.

Past performance is not indicative of future results. All investments involve risks, including the possible loss of principal. No representation or
warranty is made that any return or performance indicated will be achieved.

Nothing in this commentary constitutes legal, accounting, or tax advice or individually tailored investment advice. This material is prepared for
general circulation and may have been prepared without regard to the individual financial circumstances and objectives of persons who receive
it. The investments or services mentioned may not be suitable for all investors, and it is recommended that you consult an independent investment
aadvisor if you have any doubts about the suitability of such investments or services for your needs.

This commentary may contain forward-looking statements, which are based on assumptions and subject to risks and uncertainties. Actual
outcomes may differ materially from those expressed or implied in any forward-looking statements due to various factors.

To the fullest extent permitted by law, neither The Milwaukee Company nor any of its affiliates, nor any other person, accepts any liability
whatsoever for any direct or consequential loss arising from any use of this communication or the information contained herein. By accessing this
commentary, you acknowledge and agree to the terms of this disclaimer.
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