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Economic QuickView

FOMC Meeting: Monetary stance goes from peak rates to a normalising downtrend in 2024

e The FOMC voted unanimously to keep the federal funds rate unchanged at 5.25-5.50%.
e The latestforecasts by FOMC members expected ratesto be cut by 75 bps at 4.50-4.75% in 2024.
e Fed Chairman Powell stressed the progress of easinginflation, which will allow rates to normalise.

The Fed acknowledged the progress of the inflation slowdown and would proceed carefullyin determining
its future monetary policy. The Fed keptits monetary tools unchanged at the December meeting, inline with
market expectations. While there were only minor changesin the post-meeting statement, itimplied a dovish
pivotforthe Fed’s monetary policy outlook. First, the statement highlighted that inflation has eased overthe
past year, reflecting the long-awaited progress that the Fed wantsto see.Second, the statementadded that
economic growth has slowedfrom a strong pace in Q3 2023. This calls for the Fedto take a more balanced
approach by considering the risk of overdoing it by holding a highly restrictive monetary environment for too
long. Third, the statementadded “any” in the description of the policy outlook (in determining the extent of
any additional policy firming). Fed Chairman Powell explained in the press conference that the addition of
“any” was an acknowledgementthat the Fed believesthatratesare likely at or near theirpeak for this cycle.
Asawhole, the Fed has been turningless hawkish since the November meeting, given the backdrop of easing
inflation and slowing growth. Forward guidance from the December meeting further confirmedthat the Fed
is prepared to move carefully from peak rates to normalising its policy rate from an elevated level. This
suggeststhat a pivot tiltis likely to beginin 2024.

The latest forecasts expect a fasterinflation slowdown and a larger rate cut in 2024. The latest Summary of
Economic Projections (SEP) shows that FOMC members expect inflation to come down faster than their
forecastsin September2023. Mostly notably, the median projections forcore PCE inflation are reduced from
3.7% to 3.2% for 2023, from 2.6% to 2.4% for 2024, and from 2.3% t02.2% for 2025. These forecasts indicate
expectations for stronger progress in easing inflation toward the Fed’s 2% target. Meanwhile, the growth
forecast is revised up from 2.1% to 2.6% for 2023 but slightly revised down from 1.5% to 1.4% for 2024. All
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other economic indicators are roughly unchanged. With these macroeconomic projections, the median
projections for the federal funds rate at the end of 2024 are lowered from 5.1% to 4.6%, meaning that the
magnitude of expected rate cuts in 2024 is raised from 50 basis points (bps) to 75 bps. Also, 16 of the 19
FOMC members expect rate cuts in 2024 to be at least 50 bps or more at the December meeting, up from
just 3 at the September meeting. In contrast to his previous remarks, Fed Chairman Powell admitted that
there was a discussion of rate cuts at the meeting. This came as a surprise, as Powell just stated around two
weeks ago that it was too soon to talk about rate cuts. Going forward, the timing and pace of rate cuts are
likely to remain a major focus for the economy and financial marketsin 2024.
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Fed Chairman Powell did not push back the recent loosening of financial conditions. In September, Fed
Chairman Powell cited that risinglong-term bond yields helped slow the economy and bring down inflation.
However, long-term bond yields have retreated significantly since mid-October amid increasing market
expectations for rate cuts in 2024 before the December meeting. It is another dovish surprise that Fed
Chairman Powell did not attempt to tame these expectations during the press conference, delivering another
signal that the Fed might endorse the recent loosening of financial conditions and begin preparing for its
policy rate to normalise. Consideringthe Fed’s recent dovish pivot, we expect the Fed to start cutting rates
in mid-2024. In this connection, HKD interest rates are likely to follow suit. Given a smallerrise in the HK
prime rate during the last rate hike cycle, the reduction inthe HKD prime rate is likely to be smallerthan the
federal funds rate ahead.

US Long Term Inflationa Expectation US Rate Expectations (futures pricing)

——US 5Y/5Y Forward Swap End of 2023 — End of 2024
3.0%
>-5% J“M

2.5%
2.0% 5.0%
1.59

% 4.5%
1.0%
0.5% 4.0%
0.0% 3.5%

1/20 7/20 1/21 7/21 1/22 7/22 1/23 7/23 6/23 7/23 8/23 9/23 10/23 11/23

Source: Bloomberg Source: Bloomberg

ECONOMIC QUICKVIEW 2



& BEA R RIT

Economic Research Department 14 December 2023
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 hereinare expressedsolelyas general market commentary, and do not constitute an offer
of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed returninrespect 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 HongKong, Hong Kong Monetary Authority, or any regulatory a uthority
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 atirregular intervals as appropriate without prior notice.

No representation or warranty, express or implied, i s given by or on behalf of BEA, as to the accuracy or completeness of the
information and stated returns contained inthis material,andno liability is accepted foranyloss arising, directly or ind irectly,
fromany use of suchinformation (whether due to infringements or contracts or other aspects). Investmentinvolves 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 s hould make investment decisions based on your own
investment objectives, investment experience, financial situation, and specific needs; if necessary, youshould seek independent
professional advice before making any investment.

This material is the property of BEAand is protected by relevantintellectual property laws. Without the priorwritten consent
of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published, broadcast, circulated,
modified, or developed commercially, ineither el ectronic or printedforms, northrough any media platforms that exist now or
aredeveloped later.

For moreinformation, 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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