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¢ Higher inflation, rates and uncertainty are weighing on the James Pomeroy

outlook for economic activity... Foonomist e

¢ _..while the impact of lockdowns in mainland China could
persist via further supply chain headaches...

¢ ...which could keep inflation elevated and central banks with
a hawkish bias

The bad news keeps coming for the global economic outlook. Mainland China’s
growth is stumbling, global inflation is proving sticky and interest rates are rising
faster, adding to the cocktail of higher commodity prices, stretched supply chains and
geopolitical uncertainty.

Weaker Chinese activity data — both in terms of domestic consumption and imports — may
be a clear drag on global demand, and renewed supply chain bottlenecks due to ongoing
COVID-19 restrictions could weigh on activity and push up inflation across the world. The
recovery in supply chain data since the autumn looks to have stalled.

Even though commodity prices have edged lower in recent weeks, the impact on
headline inflation is yet to be seen in the data. On top of this, inflationary pressures are
broadening out — with services inflation picking up strongly in the US and Europe as firms
pass on more of their higher costs from commodities and wages to households.

For now, the impact on end consumer demand in the west hasn’t been quite as bad as
many feared. The global PMIs softened in April, but they still point to a reasonably good
pace of growth outside of mainland China. European labour market data continue to
hold up and in the US, consumers look to be saving less in order to keep spending —
more so on services than goods — in recent months. The continued impact of the re-
opening of economies continues to lift services data and employment data on both
sides of the Atlantic.

The risk here is clearly that at some point the squeeze to real incomes hits consumer
demand much harder. High frequency data, in the US in particular, show limited sign of
that yet, but with confidence plunging, consumers may pull back in the coming months.
The downside risks are clearly growing.

Central banks across the world are reacting to these challenges in largely the same way —
with rate rises brought forward and more central banks opting to tighten. Although the
balancing act between softening growth and higher inflation had been viewed in different
ways in recent months, now more central banks are converging on the same path — with
a more hawkish backdrop for global monetary policy, and the odd outlier such as the
Bank of England, which is striking a more dovish tone.
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Sharp falls in data from
mainland China are raising
concerns...

...as is the squeeze to
incomes being seen in the
west as inflation soars

Central banks are getting
much more hawkish, with
some re-thinking their stance

Growing concerns in the data

1. Chinese data have fallen sharply...
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3. Consumer confidence has fallen in the
west...
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5. Market rates keep soaring...
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2. ...in surveys and hard data
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4. ...amid surging cost of living
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6. ...as more central banks get more hawkish
Major central banks raising rates
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...with bottlenecks looking
like they’re reappearing...

Inflation remains high, but
the composition varies
across the world...

...and firms may be passing
on more cost rises as
inflation broadens out...
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Supply chains bottlenecks could reassert themselves

7. Port congestion in the US may have
stopped improving...
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8. ...and longer supplier deliveries...
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Inflationary pressures remain intense

9. The risks are arguably greater in Europe where energy and food inflation is more

notable...
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10. ...and input price inflation is most
extreme...
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11. ...so firms may try to pass more of it
on

Index World PMI Index
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...with services inflation the
next leg of the story

Car prices will play arole in
CPI in the coming months...
and rental inflation will too,
but with upward pressure for
now

The US labour market
remains robust, with strong
wage growth in some sectors

12. Service sector price pressures are
building...
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13. ...which could be the next leg of higher
inflation in much of the world
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Some big-ticket inflation items may be softening in the US

14. Car prices look like they may be
peaking for now...
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15. Rental inflation may still be a few
months from peaking in the US
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Labour markets show little sign of weakness

16. US labour market shows early signs of
wage moderation
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17. Nonfarm payroll data continue to
improve
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In Europe, labour markets
have remained robust...

US data are faring better than
most of the world as
households run down
savings to keep spending

Financial markets have
responded with higher rates
and lower price of risk assets

18. European labour markets continue to
tighten, too...

% Eurozone: Labour as factor limiting production %

30 r 30
25 A F 25
20 A F 20
15 1 F 15
10 1 r 10
5 5
0 : : - - - — 0
2010 2012 2014 2016 2018 2020 2022
Services Manufacturing

Source: Refinitiv Datastream

Free to View ® Economics - Global

10 May 2022

19. ...especially in the UK
Index UK: Job openings Index
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A regional split: The US is faring OK for now

20. US high-frequency data are holding up
better...
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Markets are reacting

22. Bond yields have responded to more
hawkish central banks...
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21. ...and households keep saving less
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23. ...and equity markets have continued
selling off
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Currency markets have seen
much more volatility
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24. ...and currency markets have seen some large adjustments
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Housing markets could be
vulnerable due to higher
rates

Some bigger picture impacts

25. Mortgage applications have softened...
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26. ...but in many places housing demand

still outpaces supply...
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New instructions to sell
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