& BEARTRIT

Economic Resea

Market Monitor — United States

February 20:

Strong gains in payrolls push back rate cut bets

e The US economy recorded solid growth in Q4 2023, thanks to robust private
consumption demand. Yet, growth momentum is set to slow notably in 2024.

e Core PCE inflation softened further to 2.9% YoY in December 2023, but price
gains for certain service categories remained sticky.

e Strong gains in payrolls in January 2024 pushed back bets for an imminent

cut. The Fed is excepted to start cutting rates around mid-2024.

Solid growth in Q4 2023 is not likely to sustain in 2024

The US economy grew solidly in Q4 2023, buoyed by robust consumption
demand. The US real GDP growth moderated from a seasonally adjusted annual
rate (SAAR) of 4.9% in Q3 2023 to 3.3% in Q4 2023, above the market consensus
of 2.0%. During the quarter, personal spending continued to grow noticeably, up
by 2.8% SAAR in Q4 2023, contributing 1.9 percentage points (ppts) of the
headline GDP growth. This reflected the support from low unemployment and
elevated wage growth. Meanwhile, net exports added a larger contribution of
0.43 ppts in Q4 2023, as exports rose faster than imports. The slowdown in

headline GDP growth was mainly due to lower inventory accumulation in Q4 2023.

Non-residential investment remained steady at 1.9% SAAR (up from 1.4% in Q3)
and residential investment slowed to 1.1% (down from 6.7%). Government
spending increased by 3.3% SAAR in Q4 2023 (down from 5.8%). For the full year
of 2023, the US real GDP increased by 2.5%, accelerated from a 1.9% expansion
in 2022. Even amid a tight monetary environment, the US economy continues to
prove resilient and outpace most other advanced economies. However, faced
with multiple headwinds including notable monetary tightening, dwindling
personal savings and rising geopolitical tensions, it is unlikely that the US strong
growth performance seen in 2023 will be sustained moving forward.
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The labour market remained fairly tight. Job gains stayed strong in recent
months. Total nonfarm payrolls increased by 353,000 in January 2024, markedly
higher than market consensus of 180,000. Meanwhile, total nonfarm payrolls for
October to December 2023 were revised up by 186,000. The unemployment rate
remained stable at 3.7% in January. On wage growth, average hourly earnings
increased by 0.6% month-on-month (MoM) and 4.5% year-on-year (YoY) in
January, respectively. But it was partly boosted by a shorter average workweek
amid bad weather conditions. The Job Openings and Labour Turnover Survey
also showed a gradual uptick in job openings from its recent trough of 8.85 million
in October to 9.03 million in December 2023. On balance, all these figures
suggested that the US labour market remained fairly tight.

PCE inflation moderated mildly. The US Personal Consumption Expenditures
(PCE) inflation, the Fed's preferred inflation gauge, was unchanged at 2.6% YoY
in December 2023. Core PCE inflation eased to 2.9% YoY in December 2023,
down from 3.2% in November, marking the lowest inflation since April 2021, and
slightly lower than market consensus of 3.0%. The MoM growth for core PCE
inflation remained mild at 0.2% in December 2023. Using the one-month
annualised rate, core PCE inflation was around 2.1%, which was fairly close to the
Fed's policy target of 2.0%, though it still too early to declare the core PCE has
sustainably returned to the policy target. Looking ahead, the pace of US
disinflation and its monetary policy implications will be closely watched by the
market participants ahead.

The Fed signalled a rate cut in March unlikely but maintained an easing bias. At
the January meeting, FOMC members decided to keep the federal funds rate
unchanged at 5.25-5.50%. In the post-meeting statement, "additional policy
firming" was replaced with a more flexible description, which paved the way for
future easing. It also stated that “The Committee does not expect it will be
appropriate to reduce the target range until it has gained greater confidence that
inflation is moving sustainably toward 2%". Fed Chairman Jerome Powell further
added that the Fed is unlikely to cut rates at the March meeting, and we expect
that the first policy rate cut would likely come around mid-2024.

Key equity benchmarks hit record high

Strong economic performance sent stocks higher. In January 2024, the S&P
500, Nasdaqg, and Dow Jones Industrial Average (DJIA) went up by 1.6%, 1.0%,
and 1.2%, respectively, with S&P 500 and DJIA hitting their record highs during
the month, in part buoyed by strong quarterly earnings and positive outlook
guidance. The 10-year treasury yield was up by 3.3 bps MoM to 3.91% by the end
of January 2023, partly because the Fed and strong US economic performance
pushed back rate cut expectations, driving the US dollar index to 103.274 at the
end of January 2024, up by 1.9% MoM.
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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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