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Market Monitor — United States

US economy looks set to grow steadily in Q1 2024
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e The manufacturing sector expanded in March after posting contractions for

16 straight months.
e Inflation moderated in February, but its underlying pressure persists.
e The Fed maintained its projections of three rate cuts in 2024, with an

upgraded growth outlook.

The US economy continued to expand at a relatively solid pace

The manufacturing sector returned to expansion territory in March. The ISM
manufacturing PMI rebounded from 47.8 in February to 50.3 in March, marking
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the first expansion after 16 months of contraction. While the report raised
inflation concerns as the prices sub-index picked up by 3.3 percentage points &5
(ppts) to 55.8, the production and new orders sub-indices went up by 6.2 ppts to 60
54.6 and 2.2 ppts to 51.4, respectively. This reflects a positive environment for 55
the US manufacturing sector. On the services sector sentiment, the ISM Services 0
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PMI index softened to 51.4 in March from 52.6 in February, missing the consensus
of 52.7. Among its components, the price sub-index retreated notably from 58.6 45
in February to 53.4 in March, marking the lowest reading since April 2020. This
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Source: Bloomberg

Consumer spending has expanded steadily. Real personal consumption
increased by 0.4% month-on-month (MoM) in February, up from a 0.2% drop in
January. Services spending was particularly strong, rising by 0.6% MoM in real
terms. Consumer spending should continue to support solid economic growth in
Q12024. That said, real personal disposable income was down by 0.1% MoM in
February after being flat in January. And the saving rate fell to 3.6% in February.
With slower income growth and shrinking savings, US consumer spending is
likely to gradually cool towards the year-end.
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Inflation has moderated, but its underlying pressure persists. In February, both
personal consumption expenditures (PCE) headline and core inflation recorded
a mild growth of 0.3% MoM, down from 0.4% and 0.5% in January, respectively.
While goods inflation went up by 0.5% MoM in February from a 0.2% drop in
January, services inflation softened from 0.6% to 0.3%. On a year-on-year (YoY)
basis, the PCE headline and core inflation held at 2.5% and 2.8% in February, still
above the Fed's 2% policy target. Regarding the inflation outlook, several factors
continued to pose uncertainty for the near-term disinflation progress, such as
strong services spending, a rebound in a wide range of commaodity prices, a tight
labour market and potential supply chain disruptions from geopolitical tensions.

The Fed took a dovish hold by maintaining its projections of three rate cuts in
2024. During the March meeting, FOMC members decided to keep the fed funds
rate unchanged, in line with market expectations. Meanwhile, there were some
noteworthy signals in the "Summary of Economic Projections" (SEP). Firstly,
FOMC members kept the 2024 median projection for the fed funds rate
unchanged at 4.5-4.75% from the December meeting, which indicated a
cumulative rate cut of 75 basis points in 2024. Secondly, the growth outlook was
upgraded, with the median projections for GDP growth in 2024, 2025, and 2026
revised up by 0.7, 0.2, and 0.1 ppts to 2.1%, 2.0%, and 2.0%, respectively. Thirdly,
the median projection for core PCE inflation in 2024 was slightly adjusted upward
from 2.4% to 2.6%, while those for 2025 and 2026 were unchanged at 2.2% and
2.0%, respectively. This reflected that FOMC members continued to anticipate a
gradual inflation slowdown towards the 2% policy target ahead. Furthermore, the
Fed hinted that the pace of its quantitative tightening is likely to be slowed from
the May meeting onwards to maintain sufficient liquidity in the financial system.

US Labour market remained tight. Since the start of 2024, job growth in the US
has been strong. Total nonfarm payrolls increased by 303,000 in March, far
higher than market consensus of 200,000. The data reflected that the US
resilient economic strength is set to sustain in the near term. Labour supply also
improved, raising by 0.2 ppts to 62.7% in March. Thus, the unemployment rate
edged down mildly by 0.1 ppts to 3.8% in March. Regarding wage growth, average
hourly earnings increased by 0.3% MoM in March, with the YoY growth down by
0.2 ppts to 4.1%. This indicated a continuation of moderating wage pressure,
which was probably driven by a better balance of labour demand and supply
dynamics. Overall, the labour market strength means that the Fed has time to
access the data before they gain enough confidence that inflation is moving
sustainably down toward 2%.

US dollar inched higher amid a divergent monetary policy outlook
Key equity indices reached their record highs again. In March, the S&P 500,
Nasdag, and Dow Jones Industrial Average (DJIA) reached their record highs
again, rising 3.1%, 1.8%, and 2.1%, respectively. Meanwhile, US 10-year Treasury
yields edged lower by around 5 bps MoM to 4.20% by the end of March. In foreign
exchange markets, the surprise rate cut by the Swiss National Bank in March
triggered a boost to the US dollar, as market participants re-assessed that other
major central banks might take a stronger easing bias than the Fed due to US
economic strength. In March, the US dollar index went by 0.3% MoM to 104.487.
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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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