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Monthly Economic Data Wrap - Jan 2024: Pro-growth policy will support
domestic recovery, Fed pivot faces obstacles
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Main points:

B Expect the Fed to keep rates on hold in TH amid continued US economic resilience. US
growth and jobs data remains solid. Disinflation continued amid risks posed by escalating
geopolitical tensions in the Middle East. Optimistic market pricing of rate cuts is prone to a
pull-back, in our view. We continue to expect the Fed to cut the Fund rate by 25bp twice, in
3Q and 4Q, respectively. Taking in account better-than-expected economic resilience and
a widening frend in the US fiscal deficit, we maintain our view that 2- and 10-year bond yields
will frade in the 4.2-4.6% and 3.8-4.2% range, respectively, in 1Q 2024F. Furthermore, we
expect 2- and 10-year bond yields to fall to 4.0% and 4.1% by the year-end, respectively.

B Modest recovery in China will continue as policy easing gains traction. Growth in 2023 met
the official target, although Dec data confinued to show the imbalances of stronger
production and softer consumption. Fiscal support has strengthened since 4Q.
Manufacturing investment growth was solid, offsetting the drag from a weak property sector.
However, employment and income growth remains soft. We expect supportive fiscal
spending with a larger effective deficit this year than in 2023. Monetary policy is focused on
maintaining sufficient liquidity. We expect the drag from the property sector to relent as
policy easing continues. We keep our 2024 growth target of around 5%.

m  USD to fluctuate in the near term before falling in the medium term, while the RMB is expected
to strengthen modestly this year. US economic outperformance drove a USD rebound in Jan,
after it had weakened in 4Q. Should US growth confinue to beat expectations, the dollar
may continue fo rise slightly in the near term. However, we expect the USD fo fall towards
year-end as the easing cycle starts before the end of the year. A softer USD coupled with
foreign inflows into Chinese bonds would support a modest rise in the RMB. Chinese high-
yield USD bond spreads are expected to narrow. However, high USD interest rates and
deteriorating investor risk appetite mean net USD bond issuance by Chinese firms is likely to
continue to shrink this year.

Market focus next month: Internationally, we are keeping an eye on inflation, employment
data, and central bank decisions. Domestically, our focus is high-frequency economic data,
property and macro policy.
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