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Market Monitor — United States

Financial markets buoyed amid the Fed's dovish pivot

T

e The Fed revised up its 2024 rate cut projections to 75 bps, but a few officials
pushed back the expectations of a March rate cut.

e Continued slowdown in PCE inflation was a welcome sign for the Fed, while
the labour market remained solid.

e Investors' optimism was buoyed by the Fed's dovish pivot, fuelling the US

stock markets to their historical highs in December 2023.

The Fed revised up its 2024 rate cut projections to 75 bps

The Fed took a surprising dovish pivot. At the December FOMC meeting, FOMC US Rate Expectations
End of 2024

members voted unanimously to keep the federal funds rate unchanged at 5.25-
5.50%. Meanwhile, there are several key revisions to the Summary of Economics
Projections (SEP) as compared to September. On inflation, the median
projections for core PCE inflation were lowered from 2.6% to 2.4% for 2024 and a5% L N
from 2.3% to 2.2% for 2025, indicating a faster disinflation outlook than previously
expected. On growth, the median projections for GDP growth were revised up
notably from 2.1% to 2.6% for 2023, with that for 2024 lowering from 1.5% to 1.4%.
Against this macro backdrop, the median projection for rates by the end of 2024

is lowered from 5.1% to 4.6%, signalling 75 basis points (bps) of potential rate 3.5%
cuts in 2024, up from 50 bps in the September SEP. Furthermore, 16 of the 19 07/23 09/23 n/z3 ov/24
FOMC members pencilled down rates to be cut by at least 50 bps in 2024, visibly
up from 3 members in the September SEP. During the post-meeting press
conference, Fed Chairman Powell admitted that there were discussions on rate
cuts in the meeting, which was a dovish surprise to the market. Looking ahead,
the progress of the US inflation slowdown is set to remain a primary consideration
for the Fed when determining the pace of rate cuts in 2024.
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A few Fed officials pushed back the expectations of a March rate cut. After the
December FOMC meeting, financial markets increasingly priced in that the Fed
would start cutting rates as early as March 2024. However, recently, a few Fed
officials have tried to tame such expectations. For instance, the New York Fed
President said that it was “premature” to think about rate cuts in March 2024,
and the Atlanta Fed President said that there was no urgency to pull off the Fed's
restrictive stance. In addition, the December meeting minutes highlighted that
FOMC members generally perceived a high degree of uncertainty surrounding
the economic outlook, suggesting that various rate paths remained possible.
These messages led to rapid swings in market expectations for the rate outlook.
As of early January, futures market pricing showed that the market is pricing in
about a 60% chance for the Fed to cut rates in March 2024. Overall, we expect
the US Fed to start cutting rates in mid-2024.

Continued slowdown in PCE inflation is a welcome sign for the Fed. US Personal
Consumption Expenditures (PCE) inflation, the Fed's preferred inflation gauge,
continued to cool. Headline and core PCE year-on-year (YoY) inflation eased to
2.6% and 3.2% in November 2023, down from 2.9% and 3.4% in October,
respectively. The month-on-month (MoM) growth for PCE inflation was also
moderate, as headline inflation was down 0.1% and the core measure grew
slightly by 0.1% in November. All these readings were below market expectations.
Among the PCE basket, goods prices fell by 0.7% MoM, and services prices were
only up by 0.2%, reflecting a faster inflation slowdown in goods spending. Looking
ahead, the prevailing restrictive monetary environment and slowing economic
growth would further ease inflationary pressures in the US.

The labour market remained solid. The labour market report in December 2023
showed solid job growth with faster wage growth. Nonfarm payrolls in December
increased by 216,000, higher than market consensus, but job gains in November
were revised down again. Meanwhile, average hourly earnings went up by 0.4%
MoM (4.1% YoY) in December 2023, faster than expected. However, the
unemployment rate was unchanged at 3.7%, reflecting a drop in both
employment and participation in the household survey. On balance, a solid labour
market continues to present certain inflationary risks, despite its broader
softening trend since 2H 2023.

Rate-cut expectations lifted market sentiment

Investors' optimism was buoyed by the Fed's dovish pivot. In December 2023,
the S&P 500, Nasdag, and Dow Jones Industrial Average (DJIA) went up by 4.4%,
5.5%, and 4.8%, respectively, with DJIA hitting its record high, buoyed by the
Fed's dovish pivot. The 10-year treasury yield was down notably by 49 bps MoM
to 3.84% by the end of December 2023. The substantial drop in treasury yields
was fuelled by expectations that the Fed would cut interest rates earlier than
originally expected. Risk-on sentiment and rate-cut expectations sent the US
dollar to weaken, with the US dollar index closing at around 103.497 at the end of
December 2023, down by 3.0% MoM.
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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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