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e Moresoft data pointed to weakening growth momentumahead.
e Inflation softened, and the Fed'sdot plot pencilled in onerate cut for 2024.
e Major US equity indices posted gainsin June.

ISM PMis deteriorated notably, while PCE inflation cooled

Both the manufacturing and services ISM PMIfell into contractionin June. The . .
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ISM manufacturing PMI dipped slightly from 48.7 in May to 48.5 in June, PMI
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remaining in contractionary territory for 3 monthsin a row. Meanwhile, the ISM

services PMI dropped significantly to 48.8 in June from 53.8 in May, missing 22
expectations by a wide margin and marking its lowest reading since May 2020. 55
Critically, the business activity sub-index was down 11.6 percentage points from 50
May to 49.6 in June, and the new orders sub-index also reversed an expansion 45
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from the previous month and contracted in June. These pointed to signs of
weakening demand. As a highly service-oriented economy, a steep drop in the
ISM services PMIindicates thatgrowthislikely to face stronger headwinds ahead.
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That said, harddata remained steady. Personal disposable income was up 0.5%
Source: Bloomberg, data as of 04/07/2023

month-on-month (MoM) in May from 0.3% in April, while personal spending
increased by 0.2% MoM from 0.1%. These figures indicate that US economic
performance in Q2 should continue to grow moderately.

US consumer confidence hovered at low levels amid elevated pricelevels. The
University of Michigan's consumer sentiment index declined from69.1in May to
68.2 in June and the US Conference Board's consumer confidence index
declined from 101.3 to 100.4, respectively. Both indices were still significantly
below their post-pandemic peaks in 2021. While inflation eased from its peak,
elevated prices compared to historical levels continued to weigh on consumer
spending, particularly the savingsrate, which has been low since mid-2023.
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PCE inflation slowed further in May. In May, headlineand core PCE inflation both
rose by 2.6% YoY, down from 2.7% and 2.8%, respectively, in April. These figures
marked the slowest year-on-year growth since March 2021. On a MoM basis,
headline PCE inflation remained flat, while core PCE inflation inched up by 0.1%,
decelerating from 0.3%in April. Major drivers of slower inflation were goods prices
(-0.4% MoM) and energy prices (-2.1% MoM), which offset the price gains of
services (+0.2% MoM), house prices (+0.4% MoM) and food prices (+0.1% MoM).
These figures represent positive developments for the Fed, indicating a growing
optimism that current monetary policy is restrictive enough to cool inflation
towardsthe Fed's 2% target, openingup the possibility of rate cutsahead.

The Fed's dot plot marked one rate cut for 2024. After the June meeting, FOMC
members decided to keep the fed funds rate unchanged at 5.25-5.50% as
expected. The latest quarterly “Summary of Economic Projections” (SEP) was
released with a hawkish tilt among FOMC members, as the dot plot's median
projections showed 1 rate cut in 2024, 4 in 2025, and 4 in 2026, compared to 3
cutsin 2024, 3in 2025and 3 in 2026 in the March SEP. Thisreflected a cautious
stance towards monetary easing, given a few months of stalled disinflation
progress in Q1. While most recent inflation readings have begun to soften again,
Fed Chairman Jerome Powell has repeatedly stressed that more evidence of a
sustained disinflation trend is needed before gaining sufficient confidence to
begin rate cuts.

Recent US labour market data pointed to a cooling trend. In June, total nonfarm
payroll employmentincreased by 206,000, above the consensus of 190,000. That
said, nonfarm payrolls were revised down by a total of 110,000 for April and May.
Besides, the labour force participation rate inched up to 62.6% in May from 625%
in June, with the unemployment rate ticking up from 4.0% to 4.1%. Meanwhile,
wage growth slowed slightly, as average hourly earnings increased by 3.9% YoY
and 0.3% MoM in June, a dip from 4.1% and 0.4%, respectively, in May. These
figures showed signs thatthe US labour market expanded at a slower pace, which
should ease underlying inflationary pressure. Given a cooling labour market,
financialmarketsare increasingly pricingin the odds for the Fed to startrate cuts
in Q3.

US election uncertainties have started to surface. The first US presidential
debate was held on 27" June 2024, in which President Biden and former
President Trump faced off publicly. After the debate, President Biden's
performance triggeredincreasing worriesregarding whether he would be fit for
a second term. Besides, recent polls showed that Trump has been wideninghis
lead over Biden. While the elections willbe held in November, it remains uncertain
how the presidential race will evolve. In the coming months, political risksin the
US arelikely to stay elevated.
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Major US equity indices posted gains in June

All three key US equiity indices gained in June. The S&P 500, Nasdaqg, and Dow
Jones Industrial Average (DJIA) all rose in June, by 3.5%, 6.0%, and 1.1% MoM,
respectively. During TH 2024, the S&P 500 grew by 14.5%, the Nasdaq grew by
18.1%, and the DJIA grew by 3.8%, as they all reached all-time highs driven by
heightenedinterest inartificial intelligence and other tech stocks, boosting equity
markets asa whole. Meanwhile, the 10-year US treasury yield dropped 1.03 basis
points MoM to 4.397%, while the US Dollar Indexrose by 1.1% MoM to 105.866 in
June.
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Disclaimer

This material is prepared by The Bank of East Asia, Limited (“BEA") for customers'referenceonly. Thecontentis
based on information available to the public andreasonably believed to be reliable, but has not been independently
verified. Any projectionsandopinions 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
guaranteedreturn in respect of such an offer. The information, forecasts, and opinions contained herein are as of
the date hereofand are subject to change without prior notification, and should not be regarded asany 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 certainreports 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 behalf of BEA, as to the accuracy or
completeness of theinformationand statedreturnscontainedin this material, and no liability 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 performanceisnot indicative of future performance. Theinvestments 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 recipientare not considered. Therefore, you should not make any investment decisions
based solely on this material. You should make investmentdecisions based on your own investmentobjectives,
investmentexperience, financial situation, and specific needs; if necessary, you should seek independent
professional advice before making any investment.

Thismaterialisthe property of BEA andis protectedby relevant intellectual property laws. Withoutthe prior
written consentof BEA, the informationherein 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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