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Market Monitor — United States

Tighter Financial Conditions Reduce the need for further rate hikes

e The US economy accelerated strongly in Q3 2023, bolstered by a robust labour
market. But it is unlikely that the strong growth performance will be sustained.

e The Fed identified higher longer-term bond vyields as contributing to a further
tightening of financial conditions.

e US stocks regained ground in early November, supported by a lowered possibility of

further rate hikes.

Growth sped up in Q3 2023, but momentum is unlikely to be sustained

The US economy accelerated strongly in Q3 2023, bolstered by a robust labour market.
Real GDP growth accelerated from an annual rate of 2.1% quarter-on-quarter (SAAR) in
Q2 2023 to 4.9% in Q3 2023, beating market expectations. Consumer spending, private
investment, and government spending all registered faster growth. Consumer spending
rose by 4.0% SAAR in Q3 2023, marking the fastest growth since Q4 2021. Private
investment grew by 8.4% SAAR in Q3 2023, largely due to a build-up in inventories and a
revival of residential investment (which rebounded from -2.2% in Q2 2023 to 3.9% SAAR
in Q3 2023). Government spending increased by 4.6% SAAR in Q3 2023. In the first 3

quarters of 2023, the US economy grew by 2.4% year-on-year (YoY). However, faced with US PCE Inflation

multiple headwinds such as aggressive monetary tightening by the Fed, dwindling 8.0

personal savings, and the resumption of student debt repayment, it is unlikely that the

strong growth performance seen in Q3 2023 will be sustained moving forward. 6.0

Inflation slowdown remained on a bumpy path. In September, headline PCE inflation 540

held up at 0.4% month-on-month (MoM) and core PCE inflation increased from 0.1% in 20

August to 0.3% MoM. The acceleration in core PCE inflation was fuelled by faster gainsin '

service prices, which revealed that underlying inflationary pressure was still sticky. On an 0.0

annual basis, headline PCE inflation stayed flat at 3.4%, and core PCE inflation slowed 2017 2019 2021 2023
slightly to 3.7% in September. In fact, inflation has exceeded the Fed’s 2% target for too —— PCEYoY ——— Core PCE YoY
long. The high persistence of inflation has called for a restrictive monetary stance to stay, Source: Bloomberg

despite some encouraging signs of a slowdown in recent months.
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The labour market cooled with slowing wage growth. Nonfarm payrolls increased at a
softer pace, with 150,000 jobs added in October, below market expectations. It came
down from a downward-revised increase of 297,000 in September. While employment
in most industries continued to expand, manufacturing employment declined sharply by
35,000 in October, largely due to strike activity. The transportation and warehousing
industry also reported lower employment (-12,000 in October). The unemployment rate
ticked up to 3.9% in October. During the month, employment levels went down by
348,000, the largest drop since April 2020. Average hourly earnings grew by 0.2% MoM
in October, the slowest monthly growth since the Fed began the current rate hike cycle
in March 2022. Furthermore, a strong rise in productivity helped slow the growth of unit
labour costs to 1.9% YoY in Q3 2023, down from 3.7% in Q2 2023. This indicated positive
evidence for easing the underlying inflationary pressure ahead.

The Fed stayed put but signaled that additional rate hikes are unlikely

The Fed identified higher longer-term bond yields as contributing to a further
tightening of financial conditions. At the November meeting, the FOMC stayed put by
maintaining the fed funds rate at 5.25-5.50%. With the rise of longer-term bond yields
likely to weigh on the US economy, the Fed took a less hawkish turn by admitting that
there has been a tightening of financial conditions since September’s meeting. Besides,
Chairman Powell downplayed the September dot plot, which pencilled down one more
rate hike to 5.50-5.75% by the end of 2023, by stating that the efficacy of the dot plot
will probably decay between the September meeting and the December meeting. While
Chairman Powell did not explicitly rule out another rate hike, market participants
generally viewed that the Fed is done with its rate hike cycle. That said, the Fed will keep
a restrictive monetary stance until inflation is within reach of its 2% target.

Economic momentum in Q4 2023 looks set to moderate. Despite surprisingly strong
growth in Q3 2023, a softening labour market report in October provided a first glimpse
that economic activity is likely to start moderating in Q4 2023. Other leading measures
were also weakened. Most notably, the ISM services Purchasing Managers’ Index fell
from 53.6 in September to 51.8 in October, suggesting that strong services spending in
the summer is not likely to continue in Q4 2023. After the November FOMC meeting,
bond vyields retreated but remained elevated. It should be noted that the prevailing
restrictive monetary environment will remain a restraining force on the economy. Overall,
growth is poised to moderate in Q4 2023.

Stocks recovered as markets expected rates to peak

US equity indices regained ground in early November, supported by a lowered
possibility of further rate hikes. As of the end of October, the S&P 500, Nasdaq, and Dow
Jones Industrial Average dropped by 2.2%, 2.8%, and 1.4%, respectively, when compared
to the end of September. The 10-year treasury yield stood at 4.932% at the end of
October, about 36 basis points higher than that in September. The US dollar index
hovered at 106.66 at the end of October, up by 0.5% in the month. In early November,
the Fed’s signal for a lowered need for further rate hikes lifted market sentiment rapidly,
with US stocks surging to recoup most of the losses incurred in October.
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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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