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Market Monitor — United States

Economic outperformance Caused a Hawkish Fed
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e  Consumer spending and business investment exhibited resilience, suggesting a likely
acceleration in GDP growth for Q3 2023.

e Rising oil prices pushed up headline inflation while core inflation eased further.

e The Fed kept rates unchanged at their September meeting but retained a hawkish
stance.

Consumer spending and business investment exhibited resilience

The US economy continued to expand at a solid pace. Growth momentum has been US Inflation
underpinned by strong consumer spending, and a further uptick in business investment. 10.0
Summer spending performed better than consensus, with real personal consumption
expenditures (PCE) growing 0.1% month-on-month (MoM) in August, following a strong 80
growth of 0.3% and 0.6% in June and July, respectively. The surge was mainly fuelled by 6.0
services spending, as US consumers opened their wallets for travel and leisure. R
Equipment investment also increased notably, with new orders and shipments for capital 4.0
goods, excluding defense & aircraft, rising by 0.9% MoM and 0.7% in August. These 2.0
indicators suggested that an acceleration in GDP growth for Q3 2023 would likely be seen.
0.0
Core inflation eased further. In August, headline CPI accelerated by 0.6% MoM, mainly 2017 2019 2021 2023
due to a surge in gasoline prices. The annual growth of headline CPI also climbed from T ChiYeY = Core CPIYOY

Source: Bloomberg

3.2%in July to 3.7% in August. Core CPl increased at a steady pace of 0.3% MoM in August,
with its annual growth slowing from 4.7% YoY in July to 4.3% in August. Some inflation
drivers, such as shelters and used cars, continued to show signs of cooling. PCE inflation
also indicated a similar divergent trend between the headline and core measures.
Headline PCE and core PCE inflation were at 0.4% MoM and 0.1% in August (in YoY terms
in August, headline PCE: 3.5% and core PCE: 3.9%).
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The labour market remained tight. In September, US employers added 336,000 nonfarm
payrolls, with robust job gains in various sectors, from leisure & hospitality, government,
to health care, etc. The gains in nonfarm payrolls in July and August were both revised
up by 79,000 and 40,000, respectively. However, the unemployment rate remained
unchanged at 3.8% in September, pointing to a stable employment situation in the
household survey. Besides, average hourly earnings grew by 0.3% MoM (4.2% YoY) in
September, indicating a further moderation in wage pressure. This offered some relief
for concerns about a potential wage-price spiral in the US economy. Overall, these
indicate a still-resilient labour market, which can provide support for private
consumption.

The Fed retained a hawkish bias

The Fed held interest rates steady but maintained a hawkish stance. At the September
meeting, the FOMC voted to keep the fed funds rate unchanged at 5.25-5.50%. The
decision was widely expected. However, the Fed’s forward guidance retained a hawkish
bias, with FOMC members’ forecasts pencilling in one more hike by the end of 2023 and
revising up the medium fed funds rate projection for 2024 from 4.6% to 5.1%. Meanwhile,
Fed Chairman Powell highlighted that a restrictive monetary environment is needed to
bring inflation down towards the Fed’s 2% target. These messages indicated the Fed’s
preference to keep interest rates at high levels for longer and caused US treasury yields
to soar further in September.

Despite its near-term resilience, some headwinds are emerging to weigh on the US
economy. While the US avoided a government shutdown with a last-minute deal to
extend funding until mid-November, the issue appears to be postponed instead of
completely resolved. And several forces are intensifying to slow the US economy. First,
excess savings accumulated during the pandemic are anticipated to drop rapidly. The San
Francisco Fed estimated that households held less than US$ 190 billion of excess savings
by June 2023, down from the peak of USS 2.1 trillion in August 2021. Second, around 43
million student loan borrowers resumed their repayments in October after a three-year
pause. It will create a non-negligible drag on consumer spending. Third, the effects of
monetary tightening will continue to be felt by both households and corporations,
especially when their debts are due for refinancing. Fourth, a renewed rally in oil prices
will increase the squeeze on household incomes, dampening consumer confidence. With
these headwinds, it is very possible that the US economy will slow, notably in Q4 2023.

Stocks dropped further amid surging treasury yields

US equity indices registered the second consecutive month of declines as investor
sentiment weakened following a sell-off in bond markets. As of the end of September,
the S&P 500, Nasdaq, and Dow Jones Industrial Average dropped by 4.9%, 5.8%, and 3.5%,
respectively, when compared to the end of August. Given a tight labour market, along
with bouncing oil prices, a hawkish Fed sparked a further surge in US treasury yields. The
10-year treasury yield stood at 4.572% at the end of September, about 46 basis points
higher than that in August. The US dollar index rose by 2.5% to 106.17 over the same
horizon, driven by higher yields and prevailing risk-off sentiment.
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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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