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The Slowing Pace of Rate Hikes

e US GDP expanded at an annualized rate of 2.9% QoQ in Q4 2022 and 2.1% YoY for
the whole year of 2022, chiefly supported by a moderate growth in consumer
spending and an improvement in net exports.

e The Fed raised the fed funds rate by another 25 bps to 4.5%-4.75% at its latest
meeting, but the rate hike cycle is yet to be over as inflation is expected to exceed its
policy target for some time.

e The US job market remains tight at the beginning of 2023, with nonfarm payroll
adding 517,000 jobs in January. The unemployment rate further dropped to a 54 year
low of 3.4%.

US economy remained resilient in 2022 despite rapid rate hikes

The US economy recorded solid growth in 2022 despite aggressive rate hikes. US GDP
expanded at an annual rate of 2.9% quarter-on-quarter (QoQ) in Q4 2022, only slightly
lower than the 3.2% growth in the previous quarter. The Q4 2022 growth was mainly
driven by a moderate expansion in personal consumption, positive contribution from net
exports and inventory investments. However, the rapid interest rate hike in 2022
negatively impacted the housing sector, as residential investment dropped by an
annualized rate of 26.7% QoQ in Q4 2022 after dropping 27.1% QoQ in Q3 2022. On a
year-on-year (YoY) basis, US GDP slowed gradually from 3.7% in Q1 to 1.8%, 1.9% and
1.0% from Q2 to Q4, respectively, and grew 2.1% for the whole year of 2022.

Meanwhile, the YoY increase in headline consumer price index (CPI) further
decelerated to 6.5% in December 2022 from 7.1% in November, mainly due to a drop
in energy prices. The growth of core CPI also decelerated by 0.3 percentage points from
the previous month to 5.7% YoY in December 2022, mainly due to the continued easing
in the price of core goods. However, the rise in core services and shelter costs remains
high at 7.0% YoY and 7.5% YoY, respectively, in December. The stickiness of core services
and shelter costs indicates that overall inflation will remain well above the 2% policy
target for some time.

MARKET MONITOR

February 2023

US GDP
40
30
20

10
-10
-20 \
-30
-40

i

2018 2020 2022

e Quarterly change (SAAR) Yearly change

Source: Bloomberg

US Inflation
10.0

8.0 A

6.0
xR
4.0
20 \W
0.0
2017 2019 2021
e CP| YOY Core CPI YoY

Source: Bloomberg



& BEARIRIT

Economic Research

In the start of 2023, the US job market remains tight with nonfarm payroll adding
517,000 jobs in January and upward revisions for both November and December of
2022. The unemployment rate further dropped to a 54-year low of 3.4% in January 2023
from 3.5% in December 2022. However, the YoY increase in average hourly earnings
eased to 4.4% in January 2023 from an upwardly revised 4.8% in December 2022 and
clearly slowed when compared to the 5.9% in March 2022.

The pace of rate hikes was reduced to 25 bps, as expected, but the rate
hike cycle is yet to be over

The Fed slowed its pace of rate hikes to 25 bps as expected, raising the fed fund funds
rate to 4.50%-4.75% in its February meeting, but signalled that more rate hikes are
ahead. At the press conference, Chairman Powell said that they had already raised rates
by 4.5 percentage points, and are deliberating a couple more rate hikes to reach a level
they consider to be appropriately restrictive. This means that the Committee is still
upholding the December’s dot plot projections, which indicates two more possible 25-bp
hikes in March and May respectively, raising the fed funds rate target range to 5.00%-
5.25%. Chairman Powell pushed back against possible rate cuts in 2023, and believes that
the fed funds rate needs to be restrictive for some time.

The US economy is expected to stay modest in 2023, given an elevated inflation and
tight monetary policy stance, etc. With the aggressive rate hikes by the Fed, the interest
rate sensitive housing market recorded a notable slowdown. The S&P 20-city Composite
Home Price Index fell for five consecutive months, declining by 0.5% month-on-month
(MoM) in November 2022 after falling 0.5% MoM in October. Although the Fed envisaged
a pause in rate hikes when inflation shows a clear downward trend toward its policy
target, the interest rate is expected to stay elevated for the rest of 2023. Besides, global
economic growth is set to slow further in 2023 according to the latest IMF forecast.
Global GDP is forecasted to see 2.9% growth in 2023, down from 3.4% in 2022. In addition,
the recent layoffs announced by large US corporations have spread beyond the
technology sector, with Goldman Sachs, Fedex and McDonald’s announcing layoff plans
in January 2023. Finally, the debt ceiling could be another important issue which could
hit US economic performance in 2023. With US consumer and investment performance
expected to stay soft in 2023, US GDP growth is expected to slow further to 0.5%, when
compared to 2.1% in 2022.

Benchmark equity indices rebound in January 2023

US equity markets rebound in the beginning of 2023, with investors optimistically
expect the near end of the interest rate hike cycle and companies reporting better than
expected earnings for Q4 2022. Major stock market indices posted gains in January 2023.
As of the 31% January 2023, the Dow Jones Industrial Average, S&P 500 and Nasdaq rose
by 2.8%, 6.2% and 10.7%, respectively when compared with the end of December 2022.
Meanwhile, the benchmark 10-year treasury yield closed at 3.511% at the end of January
2023, 37 basis points lower than the previous month.

The US dollar also weakened as investors begin pricing in the end of the rate hike cycle.

As of the 31 January 2023, the dollar index stood at 102.10, about 4.4% lower than the
level at the end of 2022.
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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.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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