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PMI data warned of weakening activity

e Manufacturing expansion slowed in the US, Eurozone, UK and Japan
e Surveys showed softer new orders, higher cost pressures & poorer sentiments
e Japan’s services PMI boosted by tourism revival

The latest set of PMI readings are stacking up the evidence of an impending
global downturn. The stubbornly high inflation and deteriorating consumer
sentiment in western developed economies are shaping up to be a most

Figure 1: Preliminary S&P Global PMI for key
economies in June
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showed that manufacturing sectors in the US, Eurozone, UK and Japan are
experiencing some form of weakening demand conditions heading into the
third quarter. The surveys reported new orders contracting in the US and
Japan, slowed substantially in the UK and stagnated in Europe. Factories also
struggled with slower new export orders, indicating softer external
conditions. Words of supply chain constraints and high inflation continued
to show up numerous times in these surveys, highlighting the persistent

Numbers in () are May readings
Source: Bloomberg, S&P Global

Figure 2: Manufacturing PMIs converging to
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Services sector gripped by poorer sentiment in the West:
The services PMI readings were more mixed across these economies.
Whereas the US and Eurozone recorded lower PMI readings, the UK PMI =
managed to sustain the same level from the previous month while Japan saw
an uptick, thanks to international border reopening. Nonetheless, key 45 B e e e NN~~~
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in the Eurozone, the record growth in tourism and recreation activity in the
Apr-May period “faltered to a near stand-still” in June. This is in line with the
most recent drop in the Eurozone Commission’s consumer sentiment gauge
past the series’ pandemic low point.

Source: Bloomberg

Similarly in the UK, despite slightly better services PMI reading, many
surveyed respondents pointed out headwinds from the cost-of-living crisis
and mounting economic uncertainty. The GfK Consumer Confidence plunged
to a new record low this month of which the sub-index that gauges the
climate for major purchases was buried deep in the negative territory, a
precursor to what may be a large pullback in household spending. UK
inflation has surged to 9.1% y/y in May, consistent with the BOE’s prediction



that CPI will be above 9.0% for a few months before heading up to 11.0% in
October when the country’s energy regulator raises the electricity price cap.

Japan’s services PMI outperformed temporarily:

On the other hand, Japan’s services PMI was boosted by the revival of
tourism activity following the easing of international border restrictions
starting from 01 June. Retail sales had managed to sustain two months of
1.0% m/m increase in March-April, in line with the broader measure of
household spending in the same period. The private sector did report a
further robust increase in prices in June as the higher costs of material and
staff were passed to customers. Even so, we think that the extent of cost
passing likely remains limited as seen in the sharp difference in PPl inflation
vs CPl inflation as output gap remained negative and the Japanese economy
and employment has yet to return to pre-pandemic levels.

In fact, inflation readings stabilised instead of accelerating in May; the all-
item CPI inflation remained unchanged at the more-than-seven-year high of
2.5%, which is comparatively lower compared to its western counterparts’
8.0-9.0% rates. Inflation remained very much supply driven, boosted in part
by the surge in prices of global energy of which Japan is a net importer. The
BOJ's preferred measure of CPl-ex-fresh-food remained at above 2.0% for
the second month but still well below the nearest peak of 3.4% in 2015. The
narrowest gauge- CPI excluding food and energy turned higher at 0.8% for
the past two months, in part driven by the low corresponding bases.

However, the negative real wage growth in April (-1.2% y/y) suggests that
the growth in spending may be short-lived as pent-up demand will fade while
short-term inflation expectations rise. Having said that, the services
resumption will likely to help boost headline wage growth given Japan’s
currently tight labour market, thus offering some mitigation.
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Figure 3: Services PMIs slightly mixed
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reliable and in good faith, but no warranties or guarantees, representations are made by HLBB with regard to the accuracy, completeness or
suitability of the data. Any opinions expressed reflect the current judgment of the authors of the report and do not necessarily represent the
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out of, contained in or derived from or omission from the reports or matter.
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activities for their own account or the account of others. In the ordinary course of their business, HLB Group may effect transactions for their
own account or for the account of their customers and hold long or short positions in the financial instruments. HLB Group, in connection with
its business activities, may possess or acquire material information about the financial instruments. Such activities and information may involve
or have an effect on the financial instruments. HLB Group have no obligation to disclose such information about the financial instruments or
their activities.

The past performance of financial instruments is not indicative of future results. Whilst every effort is made to ensure that statements of facts
made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective judgments contained in this
report are based on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be
construed as a representation that the matters referred to therein will occur. Any projections or forecasts mentioned in this report may not be
achieved due to multiple risk factors including without limitation market volatility, sector volatility, corporate actions, the unavailability of
complete and accurate information. No assurance can be given that any opinion described herein would yield favorable investment results.
Recipients who are not market professional or institutional investor customer of HLBB should seek the advice of their independent financial
advisor prior to taking any investment decision based on the recommendations in this report.

HLBB may provide hyperlinks to websites of entities mentioned in this report, however the inclusion of a link does not imply that HLBB endorses,
recommends or approves any material on the linked page or accessible from it. Such linked websites are accessed entirely at your own risk. HLBB
does not accept responsibility whatsoever for any such material, nor for consequences of its use.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. This report is for the
use of the addressees only and may not be redistributed, reproduced or passed on to any other person or published, in part or in whole, for any
purpose, without the prior, written consent of HLBB. The manner of distributing this report may be restricted by law or regulation in certain
countries. Persons into whose possession this report may come are required to inform themselves about and to observe such restrictions. By
accepting this report, a recipient hereof agrees to be bound by the foregoing limitations.
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