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More S|gns of an economic sIowdown emerged
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e US inflation cooled further, with a broad-based slowdown.
e Surveys pointed to a moderating outlook with mixed performance across sectors.
e The US dollar and treasury yields came down notably, driven by rising expectations

thattheFed is doneraising rates.

CPI cooled further and labour market strength softened

US inflation cooled further, with a broad-based slowdown. The US consumer price index
(CPI) rose at a slower pace, with headline CPI inflation at 3.2% year-on-year (YoY) in
October, down from 3.7% in September. On a month-on-month (MoM) basis, headline
CPl inflation was flat, down from 0.4%in September. Stripping out food and energy items,
core CPl was up by 4.0% YoY and 0.2% MoM. Both headline and core CPI inflation
readings were lower than market expectations. Meanwhile, a slowdown was also seen in 4%
PCE inflation, the Fed’s preferred inflation measure. Headline and core PCE inflation

eased to 3% YoY and 3.5%inOctober, down from 3.4% and 3.7%, respectively. The MoM 2%
growth for PCE inflation was also moderate, at 0% for headlineand 0.2% for core. Among

the PCE basket, goods prices fell by 0.3% MoM, and service prices grew slower at 0.2%. 0%
This reflected a broad-based slowdownin prices. Looking ahead, a restrictive monetary
environment and softer economic growth are set to ease inflationary pressure, leading
to further moderationin inflation readings.
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The labour market’s strength continued to soften. US continuing jobless claims have
been on an uptrendin recent weeks. In the week that ended 18 November, continuing
jobless claims, a proxy for the number of people receiving unemployment benefits,
reached 1.93 million, the highest level since December 2021. Atthe sametime, the four-
week moving average of initial jobless claims stayed flatat 220,000. Moreover, job
opening data showed a continued cooling in labour market, with vacancies dropping
sharply from 9.6 million in September to 8.7 million in October, the lowest level since
March 2021. Other data, such as quit rates and layoffs, remained steady. As a whole,
these statistics showed that the tightness in the labour market began to ease, with a
better balance between demand and supply. This should help reduce wage pressure,
another welcoming sign forthe Fed.
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Surveys pointed to amoderating outlook with mixed performance across sectors. The
ISM manufacturing PMI was unchanged at 46.7 in November, while the ISM services PMI
climbedfrom 51.8in October to 52.7in November. This reflected that the manufacturing
sector continued to take a downturn andthat the services sector kept steadily expanding.
Besides, consumer confidence remained weak. The University of Michigan’s consumer
sentimentindex dipped from 63.8 in Octoberto 61.3 in November, the third declineina
row. The Conference Board’'s consumer confidence remained low at 102 in November,
despiteanuptick froma downwardly revised 99.1in October. Even with cooling inflation,
these surveys foundthat consumers remained concerned about el evated prices and high
interest rates. In October, the growth of private consumer expenditure slowed to 0.2%
MoM, down sharply from 0.7% in September. Going forward, a further moderation in
consumerspendingis expected.

Economic growth is set to moderate notably in Q4 2023

The Fed’s forward guidance turned less hawkish. At the November meeting, the FOMC

decided to keep the fed funds rate unchanged at 5.25-5.50%. And the November meeting

minutes stated that all participants agreed to “proceed carefully” in discussing the policy

outlook, suggesting a cautious stance on further tightening. Recently, several Fed officials,
including Chairman Powell, delivered their views, which generally saw the current

monetary stance as sufficiently restrictive to bring down inflation, while most shared

little about the prospects of rate cuts in 2024. As of early December, financial markets

are expecting the Fed’s rate cuts to startin March 2024. On balance, recent easing in
inflation, a softening labour market, andthe Fed’s less hawkish signal reinforced that the
Fedis doneraising rates. That said, with persistently highinflationary pressure from the
accumulativeriseinwages, we expect that the progress inslowing inflationis likely to be
bumpy and thattheFedis likely to start moderately cutting ratesinQ3 2024.

The drag from monetary tightening will continue to emerge. After surprisingly strong
GDP growth in Q3 2023, the US economy has continued to lose momentum. Particularly,
the impacts of rising borrowing costs keep surfacing with mounting pressure on the
economy.|n Q3 2023, thedelinquency rate of US consumerloans surged to 2.53%, the
highest level since Q1 2013. It suggested that more consumers are struggling to repay
their debts. Indicators for corporate investment are also weakening. For instance, new
orders for core capital goods, a proxy for business investment, declined by 0.3% MoM in
October, following a 0.2% MoMdrop in September. Overall, the US economy is expected
to moderate, notablyinQ4 2023.

Stocks rebound swiftly with declining bond yields

US equity indices rallied in November, buoyed by aless hawkish Fed. In November, the
S&P 500, Nasdaqg, and Dow Jones Industrial Average went up by 8.9%, 10.7%, and 8.8%,
respectively, approaching their respective historical peaks seen inlate 2021 or early 2022.
The 10-yeartreasury yield went down notably by 60.5 basispoints MoMto 4.33% by the
end of November. The massivedrop intreasury yields reflected increasing expectations
thatthe US Fed has reachedits peakinthe current rate hike cycle. Besides, the US dollar
weakened amid risk-onsentiment, with the US dollar index closing ataround 103.497 at
the end of November, down by 3.0% MoM.
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Disclaimer

This material is prepared by The Bank of East Asia, Limited (“BEA”) for customers’ reference only. The contentis based on
information available to the public and reasonably believed to be reliable, but has not been independently verified. Any
projections and opinions contained hereinare expressedsolelyas general market commentary, and do not constitute an offer
of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed returninrespect of such anoffer.
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 HongKong, Hong Kong Monetary Authority, or any regulatory a uthority
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 atirregular 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 inthis material, and no liability is accepted foranyloss arising, directly or indirectly,
fromany use of suchinformation (whether due to infringements or contracts or other aspects). Investmentinvolves 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 i nvestment
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, youshould seek independent
professional advice before making any investment.

This material is the property of BEAand is protected by relevantintellectual property laws. Without the priorwritten consent
of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published, broadcast, circulated,
modified, or developed commercially, ineither electronic or printedforms, northroughany media platforms that exist now or
aredeveloped later.

For moreinformation, 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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