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Monthly Economic Data Wrap - Feb 2024: Domestic focus turnsto the two
sessions after solid CNY spending; global disinflation faces obstacles
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Main points:

B With the pace of disinflation expected to slow, the Fed and ECB will stay caufious fowards
rate culs. The BolJ is likely to gradually exit from its ulira-easing policy. The US economy is
likelyto remain solidin the near term. Upside inflationsurprises are likely. The markets pared
back expectations of rate cuts, drivinginterest rates higher, inline with our view. Geopolitical
uncertaintyand US economic resilience are likelyto slow the pace of disinflation. However,
risks surrounding commercialreal estate hinder the Fed’s ability to hike again. We maintain
our forecast that the Fed will cut rates by 25bp in each of 3Q and 4Q. Furthermore, we
expect 2- and 10-year US Treasury yields will trade in the range of 4.4%-4.8% and 4.0%-4.4%
in Mar, respectively, before falling slightly along with rate cutsin 2H. Burdened by similor
inflation concerns, the ECB is unlikely to cut rates soon. The shunto wage negotiationsin Mar
are likely to weigh on the prospects for a Japan exit from deflation. W e expect the BoJ to
exit ultra-loose monetary policyin Apr.

B In Chinq, robust holiday spending boosts recovery confidence. Markets turn their focus to
the Two Sessions. Tourism and entertainment spending was strong during the Chinese New

Year (CNY), and manufacturing production is picking up post the holiday. Secondhand
home sales performed better than sales of new homes during the CNY period, signaling a
recoveryindemand. We expect the Two Sessions will reiterate the priorities of the Central
Economic W ork Conference, witha focus on consumption, investment, industrial upgrades,
and de-risking. Macro policy is likely to stay supportive. W e expect a 2024 growth target of
around 5% with accelerating fiscal spending.

B The medium term USD downturn supports EM capital inflows. Dim Sum Bond issuance likely
to rebound. The pull-back of Fed rate cut expectations has pushed interest rate differentials
between the US and other nations wider, leading to a stronger USD . However, we expect
the pivot tothe interest rate cutting cycle will lead to a weaker USD in 2H 2024.EM capitadl
inflows are picking up, driven by bond markets. As China's economy continues to recover,
the RMB is expected to strengthen slightly against dollar. Existing Chinese USD bonds will
continue to shrink amid persistently elevated US/China interest rate differentials. Dim Sum
Bond issuanceislikelyto pick up further.

Market focus next month. Infernationally, we are keeping an eye on inflation, employment
data, and central banker speeches. Domestically, our focus is high-frequency economic
data and the Two Sessions meetings.
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