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Market Monitor — United States

The Fed becomes more attentive to its dual mandate

~

e US economic growth surprised to the upside with an accelerationin Q2,

propped up by strong consumer spendingandnon-residential investment.
e The Fed leaves the door open for a rate cut in September, given recent
disinflation progressandasit becomes more attentive toits dual mandate.
o  Softlabour market figureshaveraised therisk of ahardlandingaswell as the
call for a sharper rate cut.

The US economy posted solid growth in Q2

The US economy beat expectations with a notable acceleration. In Q2 2024, US GDP growth

advance estimatesindicated that the USreal GDP grew at a seasonally adjusted 11421:;"

annual rate (SAAR) of 2.8%, up from the 1.4% rise in Q1 and above the market 1002

consensus of 2.0%. Growth was mainly driven by strong consumer spending, 8%

solidgovernment spending, andincreases in investment. Meanwhile, net exports 6%

were subtracted fromgrowth.On ayear-on-year (YoY) basis, US real GDP growth :Z//"

remainedsolid, growing by 3.1% in Q2 after growing by 2.8% in Q1. 00/: / \/
2%

Amongthe major components of GDP, private consumption expenditures (PCE) -4%

grew solidly by 2.3% SAAR in Q2, up from 1.5% in Q1, and contributed 157 12/20 a2 1222 12723

percentage points (ppts) to headline GDP growth. Strong consumer spending
was backed by a pickup in goods spending, particularly in motor vehicles and

= SAAR QoQ (%) = YoY (%)

Source: Bloomberg

energy products. Services spendingremainedresilient, especially for healthcare
andhousing & utilities. Non-residential fixed investmentgrew by 5.2% SAAR and
arisein privateinventories also boosted growth, reflectingincreases in business
spending. However, residential fixed investment contracted by 1.4% SAAR Net
exportswere adragon growth, asthe growthin imports (+6.9% SAAR) outpaced
that of exports (+2.0%) in Q2. Governmentspending also picked up, rising by 3.1%
SAARINn Q2comparedto1.8% in Q1. Looking ahead, the US economy is expected
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toexpand further, albeit ata slowing pace. Leading indicators have already shown
weakening momentum in recent months, driven by a tight monetary
environment, dwindling personal savings and rising delinquency rates on credit
cardsandauto loans. On balance, solid household and corporate balance sheets
should support the US economy toalleviate the potential downside risks, paving
the way for a soft landing.

PCE inflation remained stable in June. Headline and core (which excludes food
andenergy) PCE inflationrose by 2.5% YoY and 2.6% in June, edging down from
2.6% andremaining unchangedin May, respectively. On a monthly basis, headine
and core PCE inflation slightly accelerated to 0.1% month-on-month (MoM) and
0.2% in June, after remaining flat and rising 0.1% in May, respectively. The soft
headline PCE inflation was attributed to lowerenergy prices (-2.1% MoM), and the
trend of inflation slowdown in Q2 hasenhanced marketoptimism for an eventual
easingby the Fed.

Fed Chairman Powell puts a September rate cut on the table. Duringits July
meeting, the FOMC voted unanimously to maintain the federal funds rate
unchangedat 5.25-5.50% and to continue to reduceits holdings of treasuries and
mortgage-backed securities. The meeting highlighted a shiftin policy stance for
the FOMC, from a previous focus solely on inflation to both inflation and the
labour market. This more balanced approach can be attributed torecent trends
of easinginflationand moderating labour market conditions. In the post-meeting
press conference, Fed Chairman Powell said that the FOMC generally welcomed
the disinflation progress made in recent months and mentioned that a rate cut
could come as soon asits next meetingin September if disinflation continues.

The US labour market cooled notably in July, signalling downside risk and
raising the call for a sharper rate cut. The July jobs report was concerning. The
unemploymentrate ticked upto 4.3% in July from 4.1% in June, up 0.9 ppts from
the cycle low. Total nonfarm payroll employment increased by 114,000 in July, a
sharpdecline fromthe 179,000increase in June, with a net downward revision of
29,000in May and June. The average workweek also fell a tick to 34.2 hours. In
terms of wage growth, average hourly earnings slowed in July, increasing by 36%
YoY and 0.2% MoM in July, compared to 3.8% YoY and 0.3% MoM in June. The
slowdown in the labour market has alleviated the inflationary concern, raised the
risk of a hardlanding, andincreased the call for a sharper rate cut soon.

July was a tumultuous month for the US presidential elections. July saw
significant developmentsin the US presidential elections. First, former President
Trump became the official Republican Party's candidate, and chose OhioSenator
J.D.Vance ashisrunning mate. Second, Trump survived an assassination attempt
ata campaign speech en route to accepting the Republican nomination. Thirdly,
President Biden stepped down as the Democratic Party's candidate and backed
Vice President Harrisas the candidateto succeed him. These events highlighted
the political uncertaintiesin the upcoming US presidential elections. Recent polls
suggest that the race will be tight. Lookingahead, it is worth monitoring the policy
details in economic development and foreign relations of the two leading

MARKET MONITOR

Augus

US PCE Inflation
8%
7%
6%
5%
40/0
3%
2%
1%
0%

1/18 8/19 3721 10/22

PCE YoY
Source: Bloomberg, data as of 31/07/2024

US Rate Expectations
End of 2024

55%

5.0%

4.5%

4.0%

5/24

Core PCE YoY

3.5%

01724 03/24 05724 07/24

Source: Bloomberg, data as of 03/08/2024

US Unemployment rate
5.0%

4.5%
P W
3.5%

3.0%
2.5%
2.0%

1.5%
1.0%
0.5%
0.0%

10/21 4/22 10/22 4/23 10/23 4/24

Source: CEIC, data as of 05/08/2024

US 10-year Treasury Yield
55%

5.0%
4.5%
4.0%
3.5%

3.0%

6/23 9/23 12/23 3/24
Source: Bloomberg, data as of 31/07/2024

6/24



& BEARD

EconomicR

candidates, as they would have profound impacts on the US and other economies
in the medium term.

Major US equity indices diverged in July

The performance of major US equity indices divergedin July. The S&P 500 and
the Dow Jonesrose 1.1% MoM and 4.4%, respectively, while the Nasdaq fell 0.8%
in July. Strong GDP growth, prudent earnings guidancefrom major corporations,
sectoral rotation and expectations of the post-election policy outlook once led to
rapid changes in market pricing during the month, resulting in notably varied
performance among the major US equity indices. A broader risk-on mood was
once again seen after the July FOMC meeting, but reversed quickly after the jobs
report, which raised investors' concerns over a hardlanding.
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Disclaimer

This material is prepared by The Bank of East Asia, Limited (“BEA") for customers' reference only. 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 performanceis 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, 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, 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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