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FOMC Meeting: Powell says the Fed is not in a hurry to cut rates

e The FOMC voted unanimously to hold the federal funds rate at 4.25-4.50% in January.

e Fed Chairman Powell repeatedly iterated in the post-meeting press conference that the Fed
is in No hurry to cut rates.

o With rates still above the longer-run neutral, we expect the next rate cut to arrive around
mid-2025, with a total of 3 cuts (75 basis points) in the whole of 2025.

The Fed held rates steady in January after cutting rates for three consecutive meetings. At its
January meeting, the Federal Open Market Committee (FOMC) voted unanimously to hold the
federal funds rate unchanged at a target range of 4.25-4.50%, as anticipated. Meanwhile, the Fed
would continue to reduce its holdings of securities. The post-meeting statement altered language
around unemployment and labour conditions. The phrase “the unemployment rate has stabilised
at a low level" was revised to “the unemployment rate has moved up but remains low" and the
phrase “labour conditions have generally eased" was replaced by “labour market conditions remain
solid". These changes reflected an upgrade from the assessment made in December. In addition,
the description around inflation was amended as “Inflation remains somewhat elevated”, omitting a
reference that "inflation has made progress towards the Fed's 2% target". This suggested a more
cautious stance on inflation. However, Fed Chairman Jerome Powell explained in the post-meeting
press conference that the changes were just a language clean-up for shortening the sentence.

Fed Chairman Jerome Powell emphasised that the Fed is not in a hurry to cut its policy rates.
During the post-meeting press conference, Fed Chairman Powell stated that current monetary
conditions are in balance and that they want their policy stance to be meaningfully restrictive to
foster further progress on disinflation without seeing a further weakening in the labour market. He
continued on by mentioning that the Fed would not overreact to two good or two bad inflation
readings and would focus on seeing real progress on inflation before considering further policy
adjustments. Notably, Powell said that "we seem to be set up for further progress on inflation, but
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being seemed to set up for it is one thing; having it is another”. Overall, this guidance highlighted
that the Fed hopes to see sustained progress on inflation. In response to questions related to the
Trump administration, Chairman Powell stated that the Fed would wait and see the effects of
Trump's policies, including tariffs, immigration, fiscal policy and regulatory policy. He also mentioned
that the Fed would not be influenced by Trump's calls for lower interest rates, and it is important
for the Fed to act independently to maintain the public's confidence.
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We anticipate the nextrate cut to be in mid-2025. A few days after the FOMC meeting, December's
data of the Fed's preferred inflation gauge, personal consumption expenditures (PCE) inflation, was
released. Headline PCE inflation picked up from 2.4% year-on-year(YoY) and 0.1% month-on-month
(MoM) in November to 2.6% and 0.3% in December, respectively. Meanwhile, core PCE inflation
held steady at 2.8% YoY in December, while rising by 0.2% MoM in December, a slight increase from
0.1% in November. Although not seeing a re-acceleration, recent inflation readings pointed to a
stalled progress on disinflation. Moreover, economic growth remained solid in Q4 2024, backed by
vibrant consumer spending. Sound economic fundamentals enable the Fed to take a pause until
further progress on inflation is seen. Going forward, we expect that the Fed will continue its rate
cuts in 2025, especially since existing rate levels are still above the longer-run neutral rate. With the
Fed not in a hurry to act, we expect the next rate cut to arrive around mid-2025, with a total of 3
cuts (75 basis points) in the whole of 2025. This forecast will be subject to significant uncertainties,
giventhe upcoming changesin US economic policies. On the rate outlook in Hong Kong, we expect
that prime rates are likely to follow the pace of US interest rates, albeit at smaller reductions.
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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
hereofand 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, HongKong Monetary Authority, or anyregulatory 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 atirregularintervals 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 involvesrisks. 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 hot make any investment decisions based
solely on this material. You should make investment decisions based on your owninvestment objectives, investment
experience, financial situation, and specific needs; if necessary, you should seek independent professional advice
before makingany investment.

Thismaterial is the property of BEA andis 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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