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FOMC Meeting: The Fed implemented a big rate cut of 50 basis points to ensure a
soft landing

e The FOMC began its cut rate cycle by reducing the federal funds target rate by 50 basis
points (bps) to 4.75-5.00% in September.

e The latest median projections indicated an orderly approach, where rates would be further
reduced to 4.25-4.50% by 2024, and 3.25-3.50% by 2025.

e The Fed has stepped up its focus on supporting the labour market.

The Fed cut rates by 50 bps in September, marking the start of its rate cut cycle. During its
September meeting, the Federal Open Market Committee (FOMC) voted to lower the federal funds
rate by 50 bps to a target range of 4.75-5.00%, the first cut since March 2020. The decision of a
50 bps cut was not unanimous, with one FOMC member calling for a 25 bps cut instead. Meanwhile,
the ongoing plan to reduce the Fed's securities holdings remained unchanged. The post-meeting
statement toned down the assessment on job gains from "moderated” to "slowed" and added
“supporting maximum employment” in describing the FOMC's commitment to meeting its policy
objectives. On the contrary, the wording on inflation became more upbeat, highlighting that the
FOMC "has gained greater confidence that inflation is moving sustainably toward 2%". Taken
together, the Fed is getting less worried about inflation but more cautious about the development
of labour market conditions in recalibrating the FOMC's policy stance, particularly since recent data
has pointed to cooling trends in the labour market.

September's Summary of Economic Projections (SEP) indicated more cuts ahead. The FOMC
released its updated SEP during the meeting. The median projections for the federal funds rate
suggested that there would be in total another 50 bps in cuts to 4.25-4.50% by 2024, another 100
bps in cuts to 3.25-3.50% by 2025 and 50 bps to 2.75-3.00% by 2026. A downward shift was noted
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for the rate projections from 2024 to 2026, while the median forecast for the long-run neutral rate
now sits at 2.875%, higher than June's forecast of 2.750%. The dot plot also showcased a
divergence in opinions among the 19 members, as 2 expected that rates should stay where they
are after the current rate cut for the rest of 2024, 7 expected a 25 bps cut, 9 expected a 50 bps
reduction, and 1 expected a 75 bps reduction. As for the projections for other economic variables,
most were little changed, except for the unemployment rate. The median projections for the
unemployment rate were raised to 4.4% for 2024, from 4.0% during June's SEP. This highlighted
the reason why the FOMC has placed a greater emphasis on supporting the labour market in its
recent forward guidance.

FOMC Projections Longer US Fed Funds Rate (Upper)
2027 %
(September 2024)
6%

Real GDP growth (%)
5%

[June 2024] [2.1] [2.0] [2.0] [n/a] [1.8]
4%
Unemployment rate (%) 4.4 4.4 4.3 4.2 4.2
3%
[June 2024] [4.0] [4.2] [41] [n/a] [4.2]
2%
Core PCE inflation (%) 26 2.2 2.0 2.0
- 1%
[June 2024] [2.8] [2.3] [2.0] [n/a]
0%
Fed Funds rate (%) 4.4 3.4 29 29 29 N YTOwOoONYTO®DON S
SESBBEEIEEEHS
[June 2024] [5.1] [4.1] [3.1] [n/a] [2.8] RS aadaaa &KL

Source: Bloomberg
Source: The Fed

Fed Chairman Jerome Powell cited a slowdown in the labour market as the reason for a big rate
cut in September. When asked about considerations in deciding on a 50 bps cut, Fed Chairman
Powell cited recent trends that labour market data "may be artificially high and will be revised down",
and judged it to be the right thing for the economy that a big cut of 50 bps was necessary. However,
Fed Chairman Powell also stressed that the decision to go big in September should not be viewed
as "a new pace". He also stated that the FOMC is not on any preset course and will continue to
make decisions meeting by meeting based on incoming data, the evolving outlook, and the balance
of risks. Particularly, he stated that the FOMC is not in a rush to meet the projections outlined in
the SEP. This suggests that the odds for a 50 bps cut in November will be less than that for two 25
bps cuts in November and December.

Our base scenario sees that the Fed will continue cutting rates in 2024 and 2025. We predict that
the Fed will have two more 25 bps rate cuts in the rest of 2024. In 2025, we view that the Fed will
cut rates by 25 bps at each meeting in 1H before shifting to a slower pace of quarterly cuts in 2H.
However, if future job reports are very weak and indicate a sharp deterioration in the labour market,
we cannot rule out a larger total rate cut this year. On HIBOR, we expect that they will follow a similar
downtrend with the USD rates, as easing expectations continue to build up. After the Fed's 50 bps
cut, major banks in Hong Kong announced a reduction of their prime rates by 25 bps, which was
faster than market expectations and might signal a change in business considerations. It cannot be
ruled out that major banks in Hong Kong will continue to cut their prime rates, though by a smaller
margin, as the Fed proceeds with its rate cut cycle in the coming months.
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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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