
MACRO RESEARCH November 1, 2023. 20:30 CET

Page 1 of 3

Fast Comment US

From pause to plateau; November Fed monetary policy

decision

Policy rate kept unchanged at 5.25-5.5 again - the pause is turning into a plateau

Risk of another hike as inflation keeps the Fed on alert

We stick to our long-held baseline that the Fed is done hiking

The pause is turning into a plateau

The Federal Reserve kept its policy rate unchanged at the 5.25-5.5 percent range, as anticipated by virtually all economists and
fully priced in by the markets. For the third consecutive meeting, the Fed's press release shows that the FOMC has been
surprised by the strength of the economy, tweaking the description of growth and employment. But despite that, and the slight
upturn in inflation (see graphs below), the FOMC refrained from firming up its wording on inflation. That signals a slight
dovishness and adds to our impression that the rate hike pause is turning into a plateau. Market interest rates declined on
impact.  

Risk of another hike as inflation keeps the Fed on alert

At the press conference, Fed Chair Jerome Powell answered a question whether there is a hiking bias on the FOMC right now
by saying "It's fair to say that that's the question we're asking -- should we hike more?" Despite such hawkish-tinted phrases,
interest rates kept declining during the Q&Q session. Powell and the FOMC are confident about the anchoring of inflation
expectations, "pretty comfortable" with the wage pressure and viewing the risks as coming into better balance.  

However, the FOMC "remains highly attentive to inflation risks", and Powell acknowledged that "a few months of good data [NB:
low inflation prints over the summer, see graphs below] are only the beginning of what it will take to build confidence that
inflation is moving down sustainably toward our goal". All told, surprisingly high incoming inflation prints could still cause the
FOMC to hike again.

At its September meeting, a majority of FOMC participants expected that one more hike would be appropriate. Since then,
market interest rates have risen even further, adding to the surge that started in July. As we showed in early October, several
drivers can help explain the interest rate rise. Powell said that tighter financial conditions can supplant for another policy rate
hike, but under two conditions: it has to be persistent, and it cannot just be a reflection of changed expectations for future policy
rate moves (which the Fed then would need to follow through on). Powell said the Fed is not yet convinced about the
persistence part, but said that the driver does not so far appear to be expectations of higher policy rate. In its press release, the
FOMC also changed the language slightly - to show that it takes note a significant tightening of financial conditions - by adding
the word financial here: "Tighter financial and credit conditions for households and businesses are likely to weigh on economic
activity, hiring, and inflation." 

We stick to our long-held baseline that the Fed is done hiking

Ultimately, we judge that the Fed will not raise its policy rate again. The FOMC can afford to proceed carefully, as inflation has
been moving in a more moderate direction, and we do not forecast significantly higher inflation than FOMC participants did in
September. 

When it comes to the other policy lever, Powell said in the Q&A that the FOMC "is not considering or talking about" changing the
pace of QT in light of the rise in longer market interest rates. At the same time, Powell played down the role QT has in the
interest rate surge.

https://www.federalreserve.gov/monetarypolicy/fomc.htm
https://reonapi.researchonline.se/f/1WgwaIR7ikmtaT5By97DAA2
https://reonapi.researchonline.se/f/R6UmTB4PiUO3fusgoZDTOQ2
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Underlying inflation easing gradually...
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Headline PCE inflation, September 2023: 3.4 percent,
Underlying inflation indicator range, September 2023:

(median line, 80/20 percentiles, high/low):
1.9, 2.4/0.6, 2.7/-0.1 std. deviations, respectively

PCE price index, total, lhs
Underlying inflation indicators, selection Atlanta Fed's
dashboard plus a few more, standardised, median line
with high/low and 80/20 ranges, rhs
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...but resurgent tendency in recent monthly rates
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Upturn!
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And ECI wage momentum higher than consistent with 2
percent inflation
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Research disclaimers
Handelsbanken Capital Markets, a division of Svenska Handelsbanken AB (publ) (collectively referred to herein as ‘SHB’), is
responsible for the preparation of research reports. SHB is regulated in Sweden by the Swedish Financial Supervisory Authority,
in Norway by the Financial Supervisory Authority of Norway and in Finland by the Financial Supervisory Authority of Finland. All
research reports are prepared from trade and statistical services and other information that SHB considers to be reliable. SHB
has not independently verified such information.

In no event will SHB or any of its affiliates, their officers, directors or employees be liable to any person for any direct, indirect,
special or consequential damages arising out of any use of the information contained in the research reports, including without
limitation any lost profits even if SHB is expressly advised of the possibility or likelihood of such damages.

The views contained in SHB research reports are the opinions of employees of SHB and its affiliates and accurately reflect the
personal views of the respective analysts at this date and are subject to change. There can be no assurance that future events
will be consistent with any such opinions. Each analyst identified in this research report also certifies that the opinions expressed
herein and attributed to such analyst accurately reflect his or her individual views about the companies or securities discussed in
the research report. This research report does not, and does not attempt to, contain everything material that there is to be said
about the company or companies described herein. For additional information about our research methodology please visit,
https://www.researchonline.se/desc/disclaimers

Research reports are prepared by SHB for information purposes only. The information in the research reports does not
constitute a personal recommendation or personalised investment advice and such reports or opinions should not be the basis
for making investment or strategic decisions. This document does not constitute or form part of any offer for sale or subscription
of or solicitation of any offer to buy or subscribe for any securities nor shall it or any part of it form the basis of or be relied on in
connection with any contract or commitment whatsoever. Past performance may not be repeated and should not be seen as an
indication of future performance. The value of investments and the income from them may go down as well as up and investors
may forfeit all principal originally invested. Investors are not guaranteed to make profits on investments and may lose money.
Exchange rates may cause the value of overseas investments and the income arising from them to rise or fall. This research
product will be updated on a regular basis.

No part of SHB research reports may be reproduced or distributed to any other person without the prior written consent of SHB.
The distribution of this document in certain jurisdictions may be restricted by law and persons into whose possession this
document comes should inform themselves about, and observe, any such restrictions.

The report does not cover any legal or tax-related aspects pertaining to any of the issuer’s planned or existing debt issuances.

https://www.researchonline.se/desc/disclaimers

