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The Economy

A quieter week in macro but lots of volatility in markets.

us

After two months of undershooting expectations, retail sales finally beat them in
June. Admittedly, it was not such a high bar: consensus anticipated a 0.3% m/m drop
in sales and they were flat instead. The May data was also revised modestly higher.
Nevertheless, the details remain somewhat mixed. The two weakest categories were
gasoline stations (-3.0% m/m) and motor vehicles and parts (-2.0% m/m), the former
reflecting a sizable retreat in prices during the month. Among the best performing
categories were non-store retailers (1.9% m/m), building materials (1.4%) and health
and personal care (0.9%). Control sales (excluding food services, building materials,
autos dealers and gas stations) jumped 0.9% m/m, an unusually larger
outperformance relative to overall sales. But segments of discretionary spending like
recreation and eating out were on the soft side.

The latest data updates support the idea that industrial sector activity is reviving.
Until a couple of months ago, the story had largely been confined to a “bottoming
out” process, but now there is a little outright growth to speak about. It remains to be
seen how these green shoots develop from here, and we do not anticipate any sharp
reacceleration. Industrial production rose 0.6% m/m in June, building on May’s
0.9% monthly advance to settle 1.6% higher than a year earlier. This marks the best
yly comparison since November 2022. All sectors advanced, with manufacturing up
0.4% m/m, utilities up 2.8% m/m, and mining up 0.3%. Of the three, utilities leads in
terms of y/y growth with a 7.9% y/y advance, driven by a 10.3% y/y jump in electricity
output. By contrast, mining is down 0.6% y/y and manufacturing is up a rather
modest 1.1%y/y. Within manufacturing, the ongoing healing in the automotive supply
chain have made this sector a relative outperformer. We anticipate further gains here
to help lift industrial activity gently higher over the remainder of 2024.

Figure 1: Surge In Philly Fed Index Both Notable And Questionable
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Signals from the regional Fed manufacturing surveys released this week turned more
favorable as well, with both the Empire and Philly Fed metrics improving more than
expected. The beat on the Philly Fed index was particularly noteworthy as the
headline jumped 12.6 points whereas consensus only anticipated a minimal increase
(Figure 1, page 2).

That being said, there was such sharp improvement in some of the details that we
are left scratching our heads a little and wondering about their sustainability. For
instance, new orders surged 22.9 points—the second best improvement since June
2020. The best single-monthly gain since then had been recorded last August and
was then followed by a 22.9-point drop the following month. Retooling at auto plants
may have played a role here, or there may be some other idiosyncratic forces at play
that we can’t quite yet discern, but we are struggling to find a clear source for such a
powerful resurgence in demand. Even more striking was the 35-point surge in
shipments. Not only was this the single best monthly gain since June 2020 (when
factories were still emerging from lockdowns), but it left the metric at its highest level
since May 2022. The magnitude and abruptness of this shift looks somewhat suspect
to us. The employment metric exhibited similar behavior, though someone less
acute. The employment subcomponent rose by 17.7 points (the most since July
2020) to the highest level since October 2022. Finally, the price metrics sent some
contradictory signals. Prices paid declined, but prices received surged to the highest
since January 2023. The sheer intensity in the component moves this month warrant
some caution in interpreting the report, but we do not deny that the overall message
is directionally positive for the manufacturing sector.

Last month, we said that “housing activity is relapsing amid elevated interest rates”.
While that remains true, the latest data suggest that the extent of the pullback may
not be quite as dramatic as it previously appeared. Still, this is a story of less
weakness, not one of outright strength. Housing starts rose to a better than
expected 1.353 million (seasonally adjusted annualized) in June, with May’s data
revised higher as well. The same dynamic was at play with permits as well as
building permits increased for the first time in four months. In both cases, the
outperformance was driven by the volatile multi-family segment, however, as single
family starts and permits both declined. This makes the improvement less trustworthy
in our view, so the near term outlook remains softish. Case in point: even after the
better June data, starts are down 4.4% y/y and permits are down 3.1%.

This is reflected in deteriorating homebuilder sentiment. The NAHB (National
Association of Homebuilders) index ticked down one point to 42 in July. This
marked the third consecutive decline but also the smallest, perhaps suggesting that
most of the deterioration may have already occurred. The details were mixed and
movements across components unsurprisingly small.

Canada

After an upside surprise in May, headline CPI was back on track in June. Headline
CPl inflation inched down two tenths to 2.7% yly, as expected. As inflation is now
comfortably within the 1-3% range and labor market easing continues, a July rate cut
seems more likely.

Admittedly, the June report’s details were quite mixed. The slowdown was led by
gasoline prices (3.1% m/m), following OPEC+'s announcement of the phase out of
prior production cuts. Goods inflation continued to decelerate, up only 0.3% y/y in
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June. In contrast, consumers are seeing higher inflation for food, which is at 2.8% yly
in June, up from 2.4% yly previous month. Services inflation inched up two-tenths to
4.8% yly, driven by still-elevated rent inflation (8.8% y/y) and mortgage interest costs,
which remained high at 22.3% y/y. CPI ex-shelter was up only 1.3% y/y in June.
Meanwhile, the Bank of Canada's preferred core inflation measures held steady in
the month. Both the weighted median and the common measures eased by 0.1
percentage points to 2.3% y/y and 2.6% yly, respectively, while the trim measure
was unchanged at 2.9% yly.

Figure 2: Bank Of Canada's Core Inflation Measures In Target Range
Percent
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Overall, the narrative remains unchanged that there is increasing evidence of excess
supply in the economy and the path of loosening monetary policy is going to be
gradual. That said, we expect rates to be normalized steadily in the second half of
2024 and in 2025.

Consumers remain cautious given increasing slack in labor market and high interest
rates. Indeed, following a short-lived strong momentum in April, retail sales declined
0.8% m/m in May. The decline was widespread and led by lower food and beverage.
Core retail sales, excluding auto and gas, fell by 1.4% m/m. Real retail sales
decreased 0.7% in May. Statistics Canada estimates that sales likely decreased
0.3% m/m in June. From our view, this week report further supports the July rate cut.

UK

Consumer price inflation held steady at 2.0% yl/y, a touch above market
expectations of a retreat to 1.9% y/y. Notably, there was not much improvement from
services inflation which remained high at 5.7% y/y. Admittedly, we have seen upside
surprises from services inflation during the past few months while disinflation has
been gaining pace in other categories. However, most of that was associated with
annual price adjustments which might reflect noises in the data rather than signals.
The BoE also showed less concern on the recent upside surprises to services
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inflation in its June meeting. That said, if the bank’s views in June remained
unchanged and with wage growth slowing down, this week inflation overshooting is
unlikely to cause a delay in rate cuts. For now, we retain our base case of an August
start to the easing cycle and expect three cuts this year.

Restaurants and hotels became the largest contributor to the change in annual CPI
rate in June while clothing and footwear was the largest detractor. Core inflation rate
was steady at 3.5% y/y. Goods deflation deepened to -1.4% yly.

The latest data revealed further marginal easing in the labor market. Unemployment
rate for the three months to May stayed at 4.4%, as expected. Labor demand
continued easing, with vacancies down again. The good news is that wage growth
slowed noticeably in May, which bolsters the case for an August rate cut. The growth
in average total pay (including bonuses) for the three months to May eased two
tenths to 5.7% y/y, matching market expectations. The growth in regular pay
(excluding bonuses) fell from 6.0% y/y to 5.7% yly. Meanwhile, private sector wage
growth edged down three-tenths to 5.6% y/y. We continue expecting wage pressures
to ease further in the next few months given labor market slack is growing.

UK consumers are not particularly happy. Still, they aren’t quite as gloomy as they
were several months ago as inflation has slowed and concerns over living costs
subside. The GFK consumer confidence index inched up one point to its 34-month
high of -13. The improvement was supported by a substantial increase in the major
purchase index (by 7 points to -16) and a modest pickup in the personal financial
situation over the last 12 months (up two points to -8, the best reading since January
2022). Meanwhile, the consumer view on the UK economy stayed the same as last
month, possibly because consumers are waiting to see the impact on the economic
situation and personal finances from the new government.

After a strong rebound in May (2.9% m/m), retail sales declined a larger-than-
expected 1.2% m/m in June. The pullback was broad-based, with only automotive
fuels managing an incremental gain. “Election uncertainty, poor weather, and low
footfall” were suggested as the reasons for May’s sluggish performance.

Eurozone

The June ECB meeting was a notable event; the July one was not. Having kicked-
off the easing cycle in June, ahead of the Fed, the ECB was widely expected to
remain on the sideline in July. It did. All three rates were left unchanged. Both the
Governing Council and President Lagarde do not wish to pre-commit to any
particular policy path, but the mixed signals still speak to another cut in September.
The most telling detail was no in the characterization of May’s inflation uptick as
being driven by “one-off factors”. Rather, it was the fact that “the inflationary impact
of high wage growth has been buffered by profits”. This is a critical point. With wage
inflation still quite elevated and the unemployment rate at a record low, the biggest
argument for caution on future rate cuts would come from here. A view that these
labor cost pressures are being absorbed in profit margins, on the other hand, is a
dovish signal. As such, we continue to pencil another rate cut in September (when
we believe the Fed also joins the easing bandwagon) and one more in December.
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Japan

Real exports rose 1.6% m/m in June, up for the first time in three months, this put
the three month annualized gain to 2.1%, the fastest pace in ten months. Imports too,
were up by 3.5% m/m and 13.0% 3m ar. Many key export categories remained weak,
including the key auto sector (-2.8% m/m), technology (-3.5%) and capital goods (-
0.3%). However, coupled with strong services exports (tourism), we expect net
exports to have contributed positively to GDP growth in Q2. Inbound tourism has now
fully recovered, as 17.7 million tourists visited Japan in the first half this year. Visitors
from China began to rise and also outspent those from other countries.

Headline national CPI rose 0.3% m/m or 2.8% y/y in June, slightly below our
expectations. The global core measure (excluding all food and energy) firmed up
0.2% m/m, which led to an acceleration in the annual growth rate to 1.9%. However,
the official core measure (excluding fresh food) was up 0.4% m/m, which resulted in
a softer-than-consensus annual rise of 2.6% y/y. The primary driver was a 3.0% m/m
rise in energy prices, which was broadly anticipated.

Inflation data could remain elevated, but zigzag throughout this year, as expired
energy subsidies will be reintroduced from August, which means that energy could
become a drag. Furthermore, the changes in tuition fee subsidies also plays a role in
softening inflation. However, higher wage growth and potentially a weaker yen could
maintain price pressures. Either way, our outlook of firm inflation in Japan is slowly
coming to the fore, and is perhaps the most underappreciated macro risk.

Figure 3: Energy Prices Lift Japan's CPl As Food Prices Disinflate
ppts % yly
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Price pressures could remain acute for two reasons. Firstly, inflation expectations
has been trending up, from businesses and especially from consumers. Secondly,
price pressures will have faster passthrough to consumers this time; goods prices,
the primary driver of inflation since the pandemic reaccelerated by 0.6% m/m, or
3.0% when annualized in the last three months. This is the largest rise in nearly a
year. If goods inflation proves persistent as we expect, it will reflect a better
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passthrough of higher raw material costs to consumers, a structural change in Japan.
It is the same story with services inflation, which is currently subdued due to the
impact of low tuition fees. However, services have a strong undercurrent; prices of
recreation (5.6% y/y) were very firm, while those of medical care (1.4%), transport
(1.9%) are high too.

Meanwhile, the yen remained in focus after former President and Republican
frontrunner Donald Trump called the yen too weak in an interview with Bloomberg
Businessweek. Furthermore, Kono Taro, current digital transformation minister and a
potential candidate to run for PM later this year in Japan, said that the Bank of Japan
(BoJ) should consider raising rates to support the yen. Later on Friday, current PM
Kishida said that the government needs to be cautious on rising prices due to a weak
yen. Needless to say, the political dimension to the policy normalization is starting to
warm up as the ruling Liberal Democratic Party heads to elect its new President in
September, who will by default become the new PM.

Despite the political pressures and increased odds of rate cuts in the US, we sitill
expect the BoJ to proceed with policy normalization this month, by hiking the policy
rate to 0.25% and also reducing their regular JGB purchases. The Bank also
released the minutes of its 20" meeting with its Bond Market Group. While a
reduction to 3 trillion yen per month sends a ‘clear message’ on its commitment,
participants opined that reduction to 4 trillion yen per month may be appropriate.
Also, if the Bank reduces its purchases significantly, ‘excessive rise in interest rates
was unlikely to occur’, due to the stock effects of its large JGB holdings.

Risk case: if incoming US data will improve the odds of a July rate cut, we see the
BoJ holding rates on July 31, Next week, we expect the core CPI in Tokyo to rise a
couple notches to 2.3% y/y July.

***Read our latest Australia Quarterly Macro:
Tipping Point: Is The RBA On Track For A Rate Hike? (ssga.com) here***

The headline seasonally adjusted employment rose 50.2k in June, way ahead of
expectations (consensus 20k, SSGA: 10k). The rise was led by full-time
employment (FT), but even so, its growth rate has been cooling and that process
has further to go in our view (Figure 4, page 8).

The 2.8% y/y annual rise in employment matched that of the population (2.9%),
implying that migration is still playing a role in the strength in employment. The
unemployment rate rose a tenth to 4.1%, as expected, and coincided with an
increase in the participation rate to 66.9%. The ABS noted that 468,000 people
entered employment, while 516,000 people left employment, a bit of a reversal
compared with May. However, job openings have been steadily declining and are
now at a point where further losses could push the unemployment rate noticeably
higher.


https://www.ssga.com/au/en_gb/individual/mf/insights/tipping-point-is-the-rba-on-track-for-a-rate-hike
https://www.ssga.com/au/en_gb/individual/mf/insights/tipping-point-is-the-rba-on-track-for-a-rate-hike
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Figure 4: Aussie Full-Time Employment Is Cyclical
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Furthermore, the ABS released their job mobility update for the year ended
February 2024; the key takeaway was that mobility decreased to 8% of those
employed (from 9.5% last year), the first decline in three years, as fewer
Australians left their jobs or started new ones. Furthermore, most of the jobs were
created in industries of healthcare & social assistance, accommodation & food
services and retail trade.

The mixed labor market data and lingering inflationary pressures imply that the
odds of a rate hike by the Reserve Bank of Australia (RBA) have increased, and
the August meeting is now live. The Q2 CPI is due on July 31, and revisions to the
monthly data could potentially reduce the odds (although we are not counting on
it). Our position is very clear: the RBA’s data dependent approach lacks an
economic philosophy and the Bank risks backlash if they hike while a global
easing cycle gathers pace. As such, economic growth, consumption, and
consumer finances are all in very poor state. We still expect markedly improved
inflation and employment data in Q3, so we would prefer the Bank waited for more
data before hiking. Governor Michele Bullock will have a very tough time
explaining either of the decisions during the press conference.
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Country | Release (Date, format) Consensus | Actual | Last Comments

Monday, Jul 15

us Empire Manufacturing (Jul) -7.6 -6.6 -6.0 Modest move.

CA Manufacturing Sales (May, m/m) 0.2% 0.4% 1.4% (1) Good.

EC Industrial Production (May, m/m) -0.7% -0.6% 0.0% (1) | Weak, still very weak...

Tuesday, Jul 16

us Retail Sales Advance (Jun, m/m) -0.3% 0.0% 0.3% (1) Solid rise in control sales.

us Import Price Index (Jun, yly) 1.0% 1.6% 1.4% (1) Have bottomed.

us Business Inventories (May, m/m) 0.5% 0.5% 0.3% Stable.

us NAHB Housing Market Index (Jul) 43.0 42.0 43.0 Trying to stabilize after recent pullback.
CA Housing Starts (Jun, thous) 254.1 241.7 264.5 Weaker than expected.

CA CPI (Jun, yly) 2.7% 2.7% 2.9% Welcome improvement.

GE ZEW Survey Expectations (Jul) 41.0 41.8 47.5 First pullback in some months.

JN Tertiary Industry Index (May, m/m) 0.1% -0.4% 2.2% (1) Modest pullback.

Wednesday, Jul 17

us Building Permits (Jun, thous) 1,400 1,446 1,399 (1) | Still soft, but better than we thought.
us Housing Starts (Jun, thous) 1,300 1,353 1,314 (1) | Still soft, but better than we thought.
us Industrial Production (Jun, m/m) 0.3% 0.6% 0.7% (|) | Broad gains, bounce in utilities.

UK CPI (Jun, yly) 1.9% 2.0% 2.0% In line with our expectations.

EC CPI (Jun, yly, final) 2.5% (p) 2.5% 2.6% In line with expectations.

AU Employment Change (Jun, thous) 20.0 50.2 39.4 Lifts the odds of an August hike.

AU Unemployment Rate (Jun) 4.1% 4.1% 4.0% Labor market erosion is clear.
Thursday, Jul 18

us Initial Jobless Claims (Jul 13, thous) 230 243 223 (1) One-off factors likely lifted this print.
us Continuing Claims (Jul 06, thous) 1,856 1,867 1,847 (1) | In gentle uptrend.

us Philadelphia Fed Business Outlook (Jul) 2.9 13.9 1.3 Surprising strength in some components.
us Leading Index (Jun, m/m) -0.3% -0.2% -0.4% (1) | Steady erosion.

UK Average Weekly Earnings (May, 3m, yly) 5.7% 5.7% 5.9% OK.

UK ILO Unemployment Rate (May, 3m) 4.4% 4.4% 4.4% In line with expectations.

UK GfK Consumer Confidence (Jul) -12.0 -13.0 -14.0 Marginal improvement.

EC ECB Main Refinancing Rate 4.25% 4.25% | 4.25% A September cut is likely.

JIN National CPI (Jun, yly) 2.9% 2.8% 2.8% Good data, supports the BoJ’s normalization.
Friday, Jul 19

CA Retail Sales (May, m/m) -0.5% -0.8% 0.7% Weak.

UK Retail Sales Inc Auto Fuel (Jun, m/m) -0.6% -1.2% 2.9% Disappointing data.

GE PPI (Jun, yly) -1.6% -1.6% -2.2% Ongoing healing.

Source: for data, Bloomberg®; for commentary, SSGA Economics.
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About State Street Our clients are the world’s governments, institutions and financial advisors. To help
Global Advisors them achieve their financial goals we live our guiding principles each and every day:

Start with rigor

Build from breadth

Invest as stewards

Invent the future

For four decades, these principles have helped us be the quiet power in a tumultuous
investing world. Helping millions of people secure their financial futures. This takes
each of our employees in 29 offices around the world, and a firm-wide conviction that
we can always do it better. As a result, we have become the world's fourth-largest
asset manager* with US $3.8 trillionT under our care.

* Pensions & Investments Research Center, as of December 31, 2022.

T This figure is presented as of June 30, 2023, and includes approximately $63 billion
of assets with respect to SPDR products for which State Street Global Advisors
Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent. SSGA FD
and State Street Global Advisors are affiliated. Please note all AUM is unaudited.
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