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The Fed started its rate cut cycle in September

— 0"".

N |ll"!m

e Theservicessector expandedatitsfastest rate since February 2023.
e TheFed cutratessignificantly by 50 basis points.
o PCEinflation continued to soften, closingin on the Fed's 2% target.

The US services sector remained resilient

Surveys on large businesses pointed to a continued economic recovery. The
Institute for Supply Management (ISM) Services PMI increased to 54.9 in
September from 51.5 in August, reaching the highest level in over a year. This
uptick was driven by faster growth in the business activity sub-index, which
surged by 6.6 percentage points (ppts) to 59.9, and the new orders sub-index,
which increased by 6.4 ppts to 59.4. Meanwhile, the ISM Manufacturing PMI
remained flat at 47.2in September, stayingin contractionary territory. Despite
the decline in manufacturing activities, the resilient services sector suggests that
US economic growth remained solid in Q3. Besides, nominal consumer spending
went up by 0.2% month-on-month (MoM) in August. Although this was a slower
pace compared to July's 0.5% MoM, it still pointed to solid spending throughout
Qs.

Consumer confidence and small business sentiment remained subdued. The
US Conference Board's consumer confidenceindex fell from 105.6 in August to
98.7 in September amidrising concerns about the labour market. The University
of Michigan consumer sentimentindex increased from 67.9 in August to 70.1in
September but remained below the pre-pandemiclevels. The National Federation
of Independent Business Small Business Optimism Index decreased to 91.2 in
August. Although inflation has cooled over the past few months, many
consumers and small businesses still express concern about the future path of
inflation, the economy, and the labour market. The approaching presidential
election alsointroduces additional political uncertainties.
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Personal consumption expenditures (PCE) inflation continued to soften,
approaching the Fed's target. Headline PCE inflation cooled to 2.2% year-on-year
(YoY) in August, from 2.5% in July. However, core PCE inflation (which excludes
food and energy) rose by 2.7% YoY, up from July's 2.6% rise. On a MoM basis,
both headline and core PCE inflation rose by 0.1% in August, both down from
0.2% in July. The softening of headline PCE inflation was largely due to declining
energy prices, which dropped by 5.0% YoY (-0.8% MoM), while services prices
rose 3.7% YoY (0.2% MoM). Overall, this is a positive sign for inflation as it moves
closer to the Fed's target. Although core PCE inflation edged up on a YoY basis,
the decelerationin MoM growth should alleviate the fears of resurging inflation.

The Fed beganits rate cut cycle. At its September meeting, the FOMC voted to
lower the federal fundsrate by 50 basis points (bps) to 4.75-5.00%, the first rate
cut since March 2020. The FOMC also released its quarterly “Summary of
Economic Projections” (SEP), wherethe dot plot indicated another 50 bpsin cuts
t0 4.25-4.50% by the end of 2024, another 100 bpsin cuts to 3.25-3.50% by 2025
andanother50bpsto 2.75-3.00% by 2026. The median forecast for the long+un
neutral rate was bumped up to 2.875% from June's forecast of 2.750%. The
median projections for other economic variables remained roughly the same,
except for the unemployment rate, which wasraised to 4.4% for 2024, up from
4.0% in June's SEP. Fed Chairman Jerome Powell stated that the FOMC *has
gained greater confidence that inflation is moving sustainably toward 2%" and
cited a slowdown in the labour market as a major reason for the large rate cut.
Thisrequired the Fed to focus on its dual mandate by remaining more cautious
of developmentsin the labour market in tandem withinflation.

The US labour market proved resilient. September's jobs report beat market
expectations, with nonfarm payrollsrising by 254,000 in September, which came
alongside August's job gains being upwardly revised to 159,000. Furthermore, the
unemployment rate fell to 4.1% in September from 4.2% in August, while the
labour force participation rateremained steady at62.7%. In terms of wage growth,
average hourly earnings increased by 4.0% YoY and 0.4% MoM in September,
comparedto 3.9% and 0.5% in August. Thisstrongreport should eliminate fears
of arecession and allow the US economy to achieve a soft landing.

Former President Donald Trump and Vice President Kamala Harris held their
first presidential debate. The debate occurred on 10 September 2024, where
both candidates discussed key issues such as the economy, foreign policy,
immigration, abortion, and so on. Recent polls suggested that the election will be
closely contested, especially in battleground states such as Pennsylvania, North
Carolina, and Michigan, which are likely to determine the election outcome. The
race now entersitsfinalmonth beforetheelectionday on 5 November. In addition
to the presidential election, significant seats are up for election in Congress,
where theresultswill also have a profound impact on legislative direction.
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Major US equity indices rose moderately in September

Major US equity indices posted gains in September. The S&P 500, Dow Jones,
and Nasdagq all rose, by 2.0%, 2.7% and 1.8% MoM, respectively, in September.
Equity markets responded positively to the Fed's September rate cut, with the
S&P 500 and Dow Jones reaching all-time highs. 10-year US treasury yields fell
1.22 basis points to 3.782%, while the US dollar index fell 0.9% MoM to 100.779in
September.
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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 and reasonably believed to be reliable, but has not been independently
verified. Any projectionsandopinions containedherein 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 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 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 tothe 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. 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.

Thismaterial isthe 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).

© 2024 The Bank of East Asia, Limited
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