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The start of the Fed's rate cut cycle is imminent

e US economic growth for Q2 was revised up, fuelled by stronger consumer
spending.

e Fed Chairman Powell paved the way for a rate cut in September at the
Jackson Hole Economic Symposium.

e Thelabour market showed further moderating signsin August.

The US posted stronger growth for Q2 with cooling inflation

US economic growth for Q2 was revised upward. The second estimate of US
GDP for Q2indicated that the economy grew ata seasonally adjusted annualrate
(SAAR) of 3.0%, an upward revision from 2.8% in the first estimate. The
adjustments were driven by stronger private consumption expenditure (PCE),
which grew by 2.9% SAARcomparedto2.3% in the first estimate. Furthermore,
monthly consumer spending grew by 0.5% month-on-month (MoM) in July, up
from0.3% in June. While July's performance suggested that consumer spending
heldupits momentumin early Q3, itshould be noted that the saving ratedeclined
to 2.9% in July from 3.1% in June, meaninga smaller cash buffer for consumers
to sustain robust spendinggrowth in the future.

Business surveys improved slightly, but hovered around low levels. The
Institute of Supply Management (ISM) Manufacturing PMI inched up to 47.2 in
August from 46.8 in July, but remainedin contractionary territory for the 215ttime
over the past 22 months. The ISM Services PMI remained in expansion for the
secondstraight month andregistered 51.5in August, marginally upfrom 51.4 in
July, andwas the sixth month of expansionin the last eight. Due to the services
sector accounting for over two-thirds of the US economy, an expansion in
services PMI points to US growth momentum continuing in Q3. The National
Federation of Independent Business (NFIB) Small Business Optimism Index rose
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to 93.7 in July, the highest level since February 2022. In spite of that, it stil
hovered below the 50-year average of 98 as small business owners still had
concernsabout cost pressures. Meanwhile, sentiment among consumers was up
slightly across multiple surveys but remained at low levels. The University of
Michigan Consumer Sentiment Indexwas upto 67.9in August from 66.4 in July,
however, still below the average of 73.0in the first 8 months of the year. The
Conference Board's Consumer Confidence Index was up to 103.3 in August from
101.9 in July. The survey showed a higher proportion of consumers were
concerned about the prospects of the labour market.

The disinflation trend remains intact, with the latest personal consumption
expenditures (PCE) inflation reading in line with expectations. In July, headine
andcore (which excludes food and energy) PCE inflation rose by 2.5% and 2.6%
year-on-year (YoY), respectively, both unchanged from June's figures. On a
monthly basis, headline PCE inflation ticked up slightly, growing by 0.2% MoM in
July comparedto 0.1% in June, while core PCE inflation was unchanged at 0.2%
MoM. Across the major PCE components, goods prices remained flat MoMin July,
while services prices were up 0.2%. These reflected a moderating price growth
trend. Recent progressin coolinginflation has given the Fed greater confidence
thatinflation is heading towardsits 2% policy target.

Fed Chairman Powell signalled arate cut in September. During the Jackson Hole
Economic Symposium, Fed Chairman Powell delivered a speech that reiterated
thattheFedis now attentive to therisks posed by both inflation and the labour
market, as highlighted in July's FOMC meeting. He stated that “the time has come
for policy to adjust”, effectively giving the green light for a rate cut at the next
FOMC meeting in mid-September. Chairman Powell, however, offered minimal
insight on the path of rate cutsandsaid it would hinge on multiple factors, such
as incoming data, the evolving outlook, and the balance of risks. Currently,
markets have fully pricedin a 25 basis points (bps) rate cut in September.

The US labour market continued to cool in August. The labour market report
revealedaslight drop in the unemployment rate to 4.2% in August from 4.3% in
July. Jobs gains in August were less than expected but still higher than July's
figures, with nonfarm payrolls increasing by 142,000 compared to the
downwardly revised 89,000 in July. Both July and June's figures were revised
down. In terms of wage growth, average hourly earnings picked up in August,
increasing by 3.8% YoY and 0.4% MoM, compared to 3.6% YoY and 0.2% MoM in
July. The decrease in the unemployment rate, coupled with softening growth in
job gains, showeda moderatingtrendin the labour market. However, this should
alleviate concernsthat the job marketiscrashingandthat a soft landing is still in
sight.

The presidential election campaigns areheating up. After Donald Trump and J.D.
Vance accepted the Republican nomination in July, Kamala Harrisand Tim Walz
were appointed as the Democratic nominees in August. Recently, the US
presidential election campaigns have been heating up, with polls still suggesting
a tight race. Both Trump and Harris have stepped up their campaigns across
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various important swing states. Next up is the US presidential debate between
Harrisand Trumpon 10 September, which should provide an opportunity for both
candidates to introduce and expand on their policies. Furthermore, polls
conducted after the debate will reveal important clues about voters' preferences.

Major US equity indices rose moderately in August

Major US equity indices posted gains in August. The S&P 500, the Dow Jones,
and the Nasdaq all rose, by 2.3%, 1.8%, and 0.6% MoM in August, respectively.
Stock markets globally experienced heightened volatility in early August, as the
July labour market report triggered renewed worries over a hard landing of the
US economy. But market sentiment stabilised shortly after as other economic
data indicated a continued expansion, supporting the US equity indices torise
towards the end of the month. Meanwhile, 10-year US treasury yields fell 1.28
basis points MoM to 3.904%, while the US Dollar Index dropped by 2.3% MoM to
101.698 in August.
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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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