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FOMC Meeting: Hopes dashed of a rate cut in March but easing bias remains

e The FOMC voted unanimously to keep the federal funds rate unchanged at 5.25-5.50%, as
widely expected.

e Fed Chairman Powell stressed that they are in no rush to cut rates until they have gained
greater confidence that inflation is moving sustainably toward 2%.

e The issues of the Fed's balance sheet were discussed during the meeting, with in-depth
discussions to continue in the upcoming March meeting.

Fed Chairman Powell explicitly ruled out the widely expected rate cut in March. On 31 January
2024, the FOMC concluded its monetary policy meeting and unanimously decided to keep the
federal funds rate unchanged at 5.25-5.50%. The decision was in line with market consensus. What
is of concern is the Fed's forward guidance on its future policy moves, as market participants have
increasingly expected the Fed to start normalising its monetary tightening in 2024 since its dovish
pivot in December 2023. In the post-meeting statement, there were several material changes. On
the monetary policy outlook, the FOMC removed the content regarding the conditions for
"additional policy firming" in the December statement and replaced it with a more flexible
description: “In considering any adjustments to the target range for the federal funds rate, the
Committee will carefully assess incoming data, the evolving outlook, and the balance of risks.".
Additionally, the statement adds that “The Committee does not expect it will be appropriate to
reduce the target range until it has gained greater confidence that inflation is moving sustainably
toward 2%". This implies that future rate cuts are not likely to come soon. During the press
conference, Fed Chairman Powell reiterated that the FOMC is yet to reach a level of confidence to
be able to identify March as the time to cut rates. This message effectively states that the next rate
cut is not going to happen in March. Overall, the Fed's forward guidance remains on an easing bias.
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Solid economic growth and an uncertain inflation outlook keep the Fed's action in check. The
post-meeting statement also took an upbeat assessment of the US economy, referring to its growth
as solid. Fed Chairman Powell mentioned that strong growth and a solid labour market led the
FOMC to take a cautious approach to adjusting its monetary policy. Regarding the US disinflation
progress, Fed Chairman Powell acknowledges that there were “six months of good inflation data”

but also views the inflation path forward as uncertain.
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Discussion of the Fed's balance sheet issues will deepen in the March meeting. While the FOMC
continues to maintain the current pace of balance-sheet normalisation (reducing its holdings of
treasuries and agency debt and mortgage-backed securities under a monthly cap of USD 60 billion
and USD 35 billion, respectively), Fed Chairman Powell admitted that the FOMC had some
discussions on the balance sheet issues and revealed that there will be in-depth discussions at the
March meeting. He also confirmed that rate cuts and the balance sheet reduction would proceed
concurrently, given the differences in their normalisation processes. It suggests that there is a
possibility that the Fed will adjust its balance sheet tapering in the coming months.
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The Fed is expected to start its easing cycle around mid-2024. At present, the US labour market's
resilience continues to pose an upside risk to its inflation outlook, which will be on a softening but
possibly bumpy trend. On balance, we maintain our view that the Fed will start cutting rates in mid-
2024. Hong Kong dollar (HKD) interest rates are set to follow the gradual downward path of their
US counterparts, though the room for prime rate cuts by banks in Hong Kong will depend on the
HKD interest rate levels, liquidity conditions, loan demand and their business strategy at that time.
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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.ntml. 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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