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As widely expected, the Fed opted to hold rates at its 5.375% mid-point. The only notable change to the statement was an
indication that policy tightening is likely finished which Powell made fairly clear in his press conference. That's an
important declaration given the uncertainty within the committee just three months ago, strong output and a still
reasonably tight labour market. Perhaps more importantly, the FOMC would know that such a signal would have important
implications for market pricing, a big question that when put to Powell, he chose to duck. Telling.

Looking ahead, the median voter expects policy to ease 75bps by end-2024 and a further 100bps by end-2025. That is an
extra cut in 2024 and one less in 2025 than the September projection but with a lower starting point. By the end of 2026,
the view is same as in the September SEP with the policy rate above neutral by about 50bps at 2.9%. The FOMC's dovish
view is underpinned by a slightly faster deceleration of inflation but growth and unemployment mostly unchanged.
Interestingly, the FOMC revised up its view of the long-run unemployment rate by one notch to 4.1% which would actually
suggest there is more excess demand in the economy currently than they thought in September.

Not all those signals are fully aligned but it doesn't matter. The bottom line, as Powell repeated over and over, is the
progress the achieved on inflation. A large part of this, as Powell alluded to in September and repeatedly re-emphasized
today, was the strong rebound in the supply-side of the economy and the resolution of demand-supply imbalances. This
positive force supporting growth and pushing inflation down will start to fade but the restrictive level of policy will likely be
more than enough to keep inflation on an easy glide path down to the Fed's target, is how Powell seems to see the world.
What was also striking was that Powell described the "last mile" as surprisingly not that difficult.

Nonetheless, we are not that far away from the Fed's view, with expectations of slightly less easing in 2024 and slightly
more in 2025 to end up near the same level. However, we don't share the view that it will be as painless as FOMC sees it.
While growth has been strong, the labour market has shown some signs of weakness with the unemployment rate ticking
up and measures of slack moderating fast enough to merit the belief of an overshoot relative to where the SEP has them
by end-2024. Underlying inflation measures of inflation such as Cleveland Fed trimmed mean measure and the Atlanta
Fed sticky CPIs have also shown slower inflation progress recently, and that could imply the demand impulse behind
inflation needs policy a bit more restrictive for a longer period of time. In September, the committee struck a hawkish tone.
In December, a more dovish view with a stronger belief in the supply-side. We remain even keeled and look forward to the
next one but we broadly agree with the Chair, whatever is going on, it's working.
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