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The US economy moderated with inflation remaining sticky
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e US headline economic growth moderated in Q1 2024, while underlying
demandstayed firm.
o Disinflation stalled again in March, causing the Fed to delay its rate cut
timelineandholdrates higher for longer.
e Major US equity indicesfell notablyin April amid lower rate cut expectations.

The US economy moderated, while inflation unexpectedly picked
up

The US economy grew slower thanexpected. The US real GDP growth softened
to a seasonally adjusted annual rate (SAAR) of 1.6% in Q12024, down from 3.4%
in Q4 2023, below the consensus forecast of 2.4%. The underperformancewas
largely due to faster growth in imports than exports and a decrease in private
inventory investment, while underlying demand stayed firm. On a year-on-year
(YoY) basis, US real GDP growth remained steady, growing by 3.0% YoY in Qi
2024 after expanding by 3.1% in the previous quarter.

Among the major components of GDP, private consumption expenditure (PCE)
was up 2.5% SAARand contributed 1.68 percentage points (ppts) to the headine
GDP growth in Q1 2024. Solid consumer spending was bolstered by services
activities, particularly in health care, financial, and insurance services. Non-
residentialinvestment andresidential investment rose by 2.9% SAARand 13.9%
in Q1 2024, respectively. Net exports were negative given a wider trade deficit
andsubtracted 0.86 ppts from headline GDP growthin Q12024, while inventory
change dragged another 0.35 ppts. Overall government spending grew by 1.2%
SAARIn Q12024, while the federalpart of government spending declined, for the
first time in over 2 years. Looking ahead, US economic momentum is expected
to moderate further due to tight monetary conditions and the persistence of
inflationary pressure, which will likely slow themomentumin consumer spending
amid ashrinkingsavingratio.
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Disinflation stalled againin March. The US headline and core PCE inflation both
rose by 0.3% month-on-month (MoM)in March, at the same pace asin February.
On a YoY basis, headline PCE inflation rose 2.7% in March, a slight acceleration
from 2.5% in February, while core PCE inflation rose 2.8% in March, the same as
in February. Duringthe quarter, core PCE inflation increased by 3.7% SAARIn Q1
2024, up from 2.0% in Q4 2023. Specifically, services inflation remained sticky,
with faster price gains in housing and utilities, transportation and financial
services. Since early 2024, disinflation progress has stalled, sparking worries that
inflation will take longer to reach the Fed's 2% policy target, thus reducing the
room for monetary easing.

The Fed remains data dependent and has opted for a “higher for longer”
monetary stance. At its May meeting, the FOMC decided to hold the federal
funds rate unchanged at 5.25-5.50%. Fed Chairman Jerome Powellhighlighted a
lack of further progress in bringing inflation toward the Fed's 2% target, hinting
that therecentinflation readingshaveledthe Fedto hold rates at a higher level
for longer than previously expected. However, Fed Chairman Powell stated that
he did not believe the Fed's next move would be a rate hike and believes the
current policy isrestrictiveenough. Meanwhile, the Fed announced it would slow
the pace of its quantitative tightening (QT) by lowering the monthly reduction
cap of treasuries from USD 60 billion to USD 25 billion. The move will start from
1Juneandaimtoallow the Fed's balance sheet to shrink more gradually, enabling
a smoother transition for money markets.

The US labour market expanded at a moderating pace in April. Total nonfarm
payroll employment increased by 175,000 in April, down noticeably from the
315,000 spike in March, with job gains seen across multiple sectors. Meanwhile,
the labour force participation rate remained steady at 62.7%, whereas the
unemployment rate inched higher to 3.9% in April from 3.8% in March. In terms
of wage growth, average hourly earningsincreased by 0.2% MoM and 3.9% YoY
in April, slightly slower than in March. Overall, thereport reduced the fearsof an
overheatinglabour market, but job growth remained strongas comparedto the
pre-pandemic trend, suggestingthat further progress to move towards a better
labour supply and demand balance is still needed to ease the wage-driven
inflationary pressure.

Major US equity indices fell notably in April

All three key US equity indices fell MoM in April. The S&P 500, Nasdag, and Dow
Jones Industrial Average (DJIA) all had their worst monthly performance since
the start of 2024, falling by 4.2%, 4.4%, and 5.0% MoM in April, respectively. The
declines were largely due to the upside surprise of US inflation data in March,
which triggered a pullback in rate cut expectations for 2024. The US 10-year
Treasury yields rose by 4.8 basis points MoM to 4.68% by the end of April.
Meanwhile, the US dollar index increased by 1.7% MoM to 106.221 by the end of
April.
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Disclaimer

This material is prepared by The Bank of East Asia, Limited (“BEA") for customers'reference only. Thecontent
is based on information available to the public andreasonably believed to be reliable, but has not been
independently verified. Any projectionsand opinions contained herein are expressed solely as general market
commentary, and do not constitute an offer of securities orinvestment, nor a solicitation, suggestion, investment
advice, or guaranteedreturnin 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 HongKong, Hong Kong Monetary Authority, or any regulatoryauthority 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, expressor implied, is given by or on behalfof BEA, as tothe accuracy or
completeness of the informationand statedreturns containedin this material, and noliability isaccepted for any
loss arising, directly or indirectly, fromany use of such information (whether due toinfringements or contracts or
other aspects). Investment involvesrisks. The price of investment products may go up or down, and may become
valueless. Past performance is not indicative of future performance. The investments mentionedin this material
may not be suitable for all investors, and the specific investment objectives or experience, financial situation, or
other needs of each recipientare not considered. Therefore, youshould not make any investment decisions
based solely on this material. You should make investment decisions based on your own investmentobjectives,
investmentexperience, financial situation, and specific needs; if necessary, you should seek independent
professional advice before makingany investment.

This materialisthe property of BEA andis protected by relevant intellectual property laws. Withoutthe prior
written consentof BEA, theinformationherein isnot allowed to be copied, transferred, sold, distributed,
published, broadcast, circulated, modified, or developed commercially, in either electronicor printed forms, nor
through any media platforms thatexist now or are developed later.

For more information, please visitour 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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