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FOMC Meeting: The Fed held the rate unchanged again amid tighter financial conditions

e The FOMC held the fed funds rate unchanged at 5.25-5.50% for a second consecutive meeting.

e Tighter financial conditions driven by higher longer-term bond yields have possibly lessened the need
for further rate hikes.

e The Fed’s rate hike cycle is likely to reach its peak, but a restrictive monetary stance will persist.

The FOMC voted unanimously to maintain the fed funds rate at 5.25-5.50% at the November meeting. The
decision was in line with expectations, as market participants generally considered that Fed officials have
turned to a slightly hawkish tone in their recent remarks. The post-meeting statement offered a backward-
looking assessment of the economy, mentioning strong economic activity in Q3 2023 and moderate but still
strong job gains. Regarding the economic outlook, the statement added that tighter financial conditions are
likely to weigh on economic activity. This subtle change was widely reported by the media, as it could hint
that current monetary policy is sufficiently restrictive, meaning fewer needs to tighten further.

Tighter financial conditions driven by higher longer-term bond yields have become a focus of monetary
policy. Since the last FOMC meeting in September, longer-term bond yields have trended up significantly,
with the closely-watched 10-year US treasury yields once hitting above 5% last month. In addition to the
Fed’s forward guidance for keeping rates higher for longer and quantitative tightening (QT), there are other
factors triggering higher bond yields, such as an increase in treasury supply, rising uncertainties over inflation
and the fiscal outlook, a rising term premium to compensate for investors taking on interest rate risks for
longer durations, weakened demand from foreign investors for holding US treasuries, etc. Higher treasury
yields are leading to higher borrowing costs for US households and businesses, which could weigh on
consumption and investment ahead. Most notably, the 30-year mortgage rate has increased to nearly 8%, a
level not seen for two decades. Furthermore, higher longer-term bond yields have led to a stronger dollar
and declining stock prices, which together can slow the economy. During the press conference, Chairman
Powell revealed that the Fed is monitoring the impacts of increasing longer-term bond yields, which have
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contributed to a tightening of broader financial conditions. In other words, the recent bond market response,
if lasting more persistently, has lessened the need for further rate hikes by the Fed.

Chairman Powell downplayed the dot plot but left the door open to another rate hike. The interest rate
projections from the dot plot released in September indicated that Fed officials pencilled down one more
hike rate to 5.50-5.75% by the end of 2023. However, Chairman Powell commented that the projections only
reflected the officials’ personal forecast six weeks ago, which could change over time. He further stated that
the efficacy of the dot plot probably decayed between the September meeting and the December meeting.
These remarks indicated the Fed’s intention to manage market expectations by not reading too much into
the dot plot. When asked about a further pause in December, Chairman Powell emphasized that they have
not made a decision for the December meeting, which would depend on the development of inflation,
growth and broader financial conditions. Besides, Chairman Powell mentioned that there was no discussion
on rate cuts. Overall, these messages suggested that the Fed continues to favour a restrictive monetary
stance by leaving the door open to another rate hike.
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There is no plan to change the pace of balance sheet runoff. While the Fed'’s plan to reduce its bond holdings
is @ major factor in raising longer-term bond yields, Chairman Powell made it clear that the Fed is not
considering changing the pace of balance sheet runoff. And he viewed a drop in reserves to a level of USD
3.3 trillion as manageable. The view is consistent with his previous accounts that rate cuts would come earlier
than adjusting the pace of QT, as the two monetary pools are progressing on different normalisation paths.
Moreover, the Fed would prefer to keep long-term bond yields at elevated levels to cool inflation.

The Fed’s rate hike cycle is likely to reach its peak, but a restrictive monetary stance will persist. Taken
together, we consider that the Fed is likely to keep the fed fund rates at the current 5.25-5.50 unchanged for
the December meeting. While there are encouraging signs for moderating inflation, the US labour market is
still very tight, which would keep wage growth at a faster pace, thereby keeping core inflation above the
Fed’s 2% policy target. Thus, the Fed is likely to set a high bar in determining its next move to reduce interest
rates to normal levels. After the November meeting, financial markets broadly turned risk-on. Although, it
should be noted that the Fed is only taking a slightly less hawkish turn. A restrictive monetary stance is still
likely to persist ahead. As such, commercial banks in Hong Kong are expected to stand pat for an extended
period while the Fed holds rates unchanged.
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Disclaimer

This material is prepared by The Bank of East Asia, Limited (“BEA”) for customers’ reference only. The content is based on
information available to the public and reasonably believed to be reliable, but has not been independently verified. Any
projections and opinions contained herein are expressed solely as general market commentary, and do not constitute an offer
of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed return in respect of such an offer.
The information, forecasts, and opinions contained herein are as of the date hereof and are subject to change without prior
notification, and should not be regarded as any investment product or market recommendations. This material has not been
reviewed by the Securities and Futures Commission of Hong Kong, Hong Kong Monetary Authority, or any regulatory authority
in Hong Kong.

BEA will update the published research as needed. In addition to certain reports published on a periodic basis, other reports
may be published at irregular intervals as appropriate without prior notice.

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or completeness of the
information and stated returns contained in this material, and no liability is accepted for any loss arising, directly or indirectly,
from any use of such information (whether due to infringements or contracts or other aspects). Investment involves risks. The
price of investment products may go up or down, and may become valueless. Past performance is not indicative of future
performance. The investments mentioned in this material may not be suitable for all investors, and the specific investment
objectives or experience, financial situation, or other needs of each recipient are not considered. Therefore, you should not
make any investment decisions based solely on this material. You should make investment decisions based on your own
investment objectives, investment experience, financial situation, and specific needs; if necessary, you should seek independent
professional advice before making any investment.

This material is the property of BEA and is protected by relevant intellectual property laws. Without the prior written consent
of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published, broadcast, circulated,
modified, or developed commercially, in either electronic or printed forms, nor through any media platforms that exist now or
are developed later.

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-research.html.
For any enquiries, please contact the Economic Research Department of BEA (email: lerd@hkbea.com/telephone number:
(852) 3609-1504/postal address: GPO Box 31, Hong Kong).
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