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Key Themes

Trade uncertainty, and escalation in tariff levies on US-China trade, slower growth, and central
bank policy responses were the main themes this week.

The most pressing development late last week was the announcement by US President Trump
of a further increase in tariffs to be applied to imports from China. This has amounted to a
further escalation in the trade dispute between the US and China. A candid speech from the
RBA Governor Phillip Lowe at the Jackson Hole symposium provides an interesting
perspective;

“One way of looking at the world economy at the moment is that we are
experiencing a series of significant political shocks - the serious issues between
the United States and China, Brexit, the problems in Hong Kong, the tensions
between Japan and South Korea, and the stresses in Italy.”

“...these shocks are generating considerable uncertainty.”

The minutes of central bank meetings of the US Fed, ECB and RBA released this week, all
mentioned similar risks; slowing global growth, trade policy, and weak inflation. In this same
speech, the RBA Governor goes on to guestion whether monetary policy can effectively deal
with these shocks;

“Central banks are seeking to offset the effects of these shocks with lower
interest rates and/or more monetary stimulus. This is entirely understandable,
although it remains to be seen how effective it will be.”

“... monetary policy is just one of the levers that are potentially available for
managing the economy. And, arguably, given the challenges we face at the
moment, it is not the best lever.”

This acknowledgment doesn’'t mean that CB’s won’t continue to ease policy in response
though. The Fed minutes indicate an easing bias, although guided by incoming data. The ECB
has indicated that further easing is likely at the next meeting. The RBA has already shifted to
easing policy. All three CB'’s also cite weak or muted inflation as reasons for further easing.

Adding to concerns over trade and growth, the prelim PMI’'s provided little expectation of any
improvement in manufacturing activity into Aug. Broadly, services activity continues to offset
some of the manufacturing weakness — except for in the US and Australia this month.

The US Prelim composite PMI showed that private sector growth had slowed to a slight pace
— with manufacturing falling into contraction and signs that the usually stronger services
sector also experienced weakness in Aug. The Kansas City Fed manufacturing index also

Page 1]29



declined further in Aug and respondents cited concerns over tariffs (before this latest
escalation);

“Regional factory activity had its largest monthly drop in over three years, and
over 55 percent of firms expect negative impacts from the latest round of U.S.
tariffs on Chinese goods,”

Housing is showing some promise with continued improvement in existing home sales, as
interest rates fall.

Employment growth has been a bright spot for the US economy. The BLS released the prelim
revision to non-farm payroll growth this week, expecting that US non-farm payrolls will be
revised lower by -501k persons in the Jan 2020 release. This likely will undermine one
important point of confidence in the US economy.

The prelim composite PMI out of Eurozone was little changed overall — services growth was
slightly higher while manufacturing activity continued to contract. Broadly, Euro area CPI
growth slowed further - likely a large concern for the ECB. The ongoing slowdown in the
German PPI reflects the weaker demand conditions.

The decline in Japanese exports continues to confirm the current weaker demand conditions
in Asia. The overall decline in Japanese exports in Jul versus a year ago was mostly led by
Asia (esp. China). The prelim PMI was improved due to stronger growth in services while
manufacturing continued to contract.

The prelim composite PMI for Aust was concerning with the composite index falling into
contraction. This was led by much weaker activity in services in Aug while manufacturing
growth was little changed.
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US Data

FOMC Minutes — Meeting 30-31 July
At this meeting, the Fed cut the FFR range for the first time since the GFC by -25bps.

The minutes positioned this rate cut as a part of a “recalibration of the stance of policy, or
mid-cycle adjustment in response to the evolution of the economic outlook over recent
months”, rather than the start of a new easing cycle. So an easing bias remains, but this cut
does not represent the start of an easing cycle;

“The phrase "as the Committee contemplates the future path" of the target
range for the federal funds rate was added to underscore the Committee's
intention to carefully assess incoming information before deciding on
future policy adjustments. The statement noted that the Committee would
"continue to monitor the implications of incoming information for the
economic outlook" and would "act as appropriate to sustain the expansion,
with a strong labor market and inflation near its symmetric 2 percent
objective."”

The minutes revealed that those voting for the rate cut were split.

Some members thought a 50bps cut was appropriate — “favouring a stronger action to better
address stubbornly low inflation”.

Two members thought no change was appropriate (Esther L. George and Eric Rosengren);

“...judging that the real economy continued to be in a good place, bolstered by
confident consumers, a strong job market, and a low rate of unemployment.
These participants acknowledged that there were lingering risks and
uncertainties about the global economy in general, and about international
trade in particular, but they viewed those risks as having diminished over the
intermeeting period”

Ultimately, there were three broad reasons for the 25bp reduction;

1. Some signs of deceleration in economic activity over the last few quarters. Factors
influencing this deceleration; slowing growth in overseas economies and developments
and uncertainties around trade, sluggish manufacturing output had lingered, and
agriculture remained a challenge.

2. An easing of policy would be ‘prudent from a risk management perspective’. Insurance
in other words.

3. Concerns over the outlook for inflation and wages remain heightened.

Recent events have provided a more updated view of points in the minutes. The question now
is whether another cut be likely in Sept, despite this not being viewed as the start of a new
easing cycle? The current target rate probabilities (as of 23 Aug) attached a 95% probability of
another 25bps cut in Sep (Source: https://www.cmegroup.com/trading/interest-
rates/countdown-to-

fomc.html?utm source=cmegroup&utm medium=friendly&utm campaign=fedwatch&redirect=/f
edwatch). Trade tensions had already flared since the last FOMC meeting and have now
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escalated even further this week. The minutes reflected concern over the downside risks of
trade uncertainty;

“Participants generally judged that the risks associated with trade uncertainty
would remain a persistent headwind for the outlook, with a number of
participants reporting that their business contacts were making decisions
based on their view that uncertainties around trade were not likely to dissipate
anytime soon.”

“Some participants expressed the view that the effects of trade uncertainty
had so far been modest and referenced reports from business contacts in their
Districts that investment plans were continuing, though with a more cautious
posture.”

This week, the BLS announced that prelim revisions to non-farm payroll job gains were much
lower than previously announced by -501k persons. This will impact the view of the strength of

the labour market (which has been a persistently positive point) but the final revision won't be
issued until Feb 2020 (for Jan 2020 data).

https://www.federalreserve.gov/monetarypolicy/fomcminutes20190731.htm

NAR Existing Home Sales (Jul)

The prelim number of existing home sales increased in Jul and is now ahead of the same time
a year ago at a National Level.

Number of Existing Home Sales (SAAR); Jul 5.420m units (+2.5%) versus Jun 5.290m units

On an annual basis, the number of existing home sales increased by +0.6%.

US - NAR Existing Home Sales - National (SAAR) at Jul 2019
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Source; NAR

Most regional markets contributed to the increase in the month.
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Midwest; Jul +1.6% versus Jun and +0.8% ahead of a year ago.

South; Jul +1.8% versus Jun and +2.7% ahead of a year ago.

West; Jul +8.3% versus Jun and still -0.8% below a year ago.

The Northeast was the only market where existing home sales did not increase in the month;

Northeast; Jul -2.9% versus Jun and remains -4.3% below a year ago.

Along with the increase in sales, the months supply of inventory declined; Jul 4.2 versus Jun
4.4

https://www.nar.realtor/research-and-statistics/housing-statistics/existing-home-sales

US Composite PMI — Prelim (Aug)

The prelim reading for Aug shows that private sector growth slowed to only a slight pace of
growth. This reflected much weaker growth in services activity (which had been stronger) and
manufacturing activity that dipped slightly into contraction.

Composite PMI; Aug 50.9 versus Jul 52.6
IHS Markit Composite PMI and U.S. GDP

IHS Markit US PMI LS GDP, annualised g/q % change
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Sources: IHS Markit, U S. Bureau of Economic Analysis.

Manufacturing PMI; Aug 49.9 versus Jul 50.4

This was the first time that manufacturing activity contracted since Sep 2009. While output
growth improved from the decline in the month prior, new orders growth declined. Although
orders declined only marginally, it was the largest decline in ten years. Export orders also
experience the fastest decline since Aug 2009. Firms cited weaker conditions in autos.

Services Business Activity Index; Aug 50.9 versus Jul 53 (-2.1 pts)

The expansion in services activity was only marginal in Aug. Demand conditions deteriorated
with growth in new orders/work slowing to the lowest level since 2016. Backlogs of work
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declined. Business expectations for the next 12 months eased - reaching the lowest level
since the index began ten years ago.

https://www.markiteconomics.com/Public/Home/PressRelease/8d045d{65d{54d46940393242
24684e0

Kansas City Fed Manufacturing Survey (Aug)

A timely report on manufacturing activity from the Kansas City Fed;

“Regional factory activity had its largest monthly drop in over three years, and
over 55 percent of firms expect negative impacts from the latest round of U.S.
tariffs on Chinese goods,”

The headline composite index indicated manufacturing activity contracted at a faster pace in
Aug. This was led mostly by a further decline in shipments, new orders and order backlogs.

Composite Index; Aug -6 versus Jul -1

Chart 1. Manufacturing Composite Index vs. a Month Ago
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Production declined again albeit at a slower pace — somewhat aided by a further decline in
order backlogs. The volume of new orders declined at a much faster pace. The volume of
shipments also declined at a faster pace than the month prior.

Employment continued to decline at a similar pace, but the average employee workweek
shifted into expansion.

Materials/input inventories increased at a faster pace, but firms continued to run down
inventories of finished goods.

Expectations for future business conditions (composite index) increased slightly but levels
remain well below a year ago. Aug 2019 index 11 versus Aug 2018 index 29.

https://www.kansascityfed.org/~ /media/files/publicat/research/indicatorsdata/mfg/2019/2019
aug22mfg.pdf?la=en
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Non-farm Payrolls — revision

This week the BLS announced the prelim revisions to non-farm payroll growth.

“The preliminary estimate of the benchmark revision indicates a downward
adjustment to March 2019 total nonfarm employment of -501,000 (-0.3

percent).”

This is something to bear in mind when considering the strength of the labour market and
non-farm payrolls. Data will be update once the final benchmark revision is issued in Feb

2020 for the Jan 2020 data release.

Table 1. National Current Employment Statistics March 2019
Preliminary Benchmark Revisions by Major Industry Sector

Total nonfarm

Total private

Mining and logging

Construction

Manufacturing

Trade, transportation, and utilities
Wholesale trade @

Retail trade

Transportation and warehousing «
Utilities @

Information

Financial activities

Professional and business services
Education and health services
Leisure and hospitality

Other services

Government

Footnotes:

() Series are part of trade, transportation, and utilities.

(2 Less than 0.05 percent.

https://www.bls.gov/web/empsit/cesprelbmk.htm

Benchmark
revision
(in thousands)

-501
-514
-16

-163

-175
-28
13

Percent
benchmark
revision

-0.3
-4

-2.2
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Jackson Hole Economic Symposium, US Fed Chairman Powell speech
“Challenges for Monetary Policy”.

With regard to the current context and forward guidance, the message from the US Fed
Chairman was unchanged - that the Fed will ‘act as appropriate’ with regard to policy. This
reiterates the point from the latest minutes that the Fed doesn’t see itself in a new easing
cycle at this stage.

In his speech, the Fed Chairman stated that the outlook for the economy remained favourable.
While business investment and manufacturing weakened, job growth and rising wages have
supported growth in consumption.

There are three factors weighing on the favourable outlook; slowing global growth, trade policy
uncertainty, and muted inflation. The FOMC has reacted to these factors by communicating its
reduction of the path of the FFR;

Along with July's rate cut, the shifts in the anticipated path of policy have
eased financial conditions and help explain why the outlook for inflation and
employment remains largely favorable.

The Fed Chairman then outlines further factors that have added to market volatility since the
last meeting and rate cut; the announcement of new tariffs on imports from China, further
evidence of a global slowdown, notably in Germany and China, geopolitical events such as the
growing possibility of a hard Brexit, rising tensions in Hong Kong, and the dissolution of the
Italian government.

The factors that the fed will continue to monitor for its policy decision include consumer
spending (because its leading overall growth), employment growth (no mention of the BLS
prelim revision) and inflation. Emphasis added;

Meanwhile, the U.S. economy has continued to perform well overall, driven by
consumer spending. Job creation has slowed from last year's pace but is still
above overall labor force growth. Inflation seems to be moving up closer to 2
percent. Based on our assessment of the implications of these developments,
we will act as appropriate to sustain the expansion, with a strong labor
market and inflation near its symmetric 2 percent objective.

https://www.federalreserve.gov/newsevents/speech/powell20190823a.htm

Return to top

Page 8] 29


https://www.federalreserve.gov/newsevents/speech/powell20190823a.htm

Europe

Eurozone CPI (Jul)

Consumer prices declined in the latest month across the EU and Euro area and annual growth
continued to slow.

The slower growth in annual CPI was the result of lower growth in energy and services prices.
Core CPI growth remained lower than the headline and also slowed mostly as a result of
slower growth in services prices.

Overall slower growth in the CPI will remain a concern for the ECB.

CPIl — Month Change

Euro area; Jul -0.5% versus Jun +0.2%. The month change in Jul 2018 was -0.2%.

The Euro area CPI decline was the result of a -0.6% decline in energy prices a -3.3% decline
in non-energy industrial goods prices. Food alcohol and tobacco prices and services prices
both increased in the month.

CPI = Annual Change

Euro area; Jul +1% (prelim was +1.1%) versus Jun +1.3%. The annual pace a year ago was
+2.2%.

Annual inflation rate (%)
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The slower annual pace of consumer price growth was the result of;

A T TR CRENTURS
L

Jul

Slower annual growth in energy prices; Jul +0.5% versus Jun +1.7%. A year ago, energy prices
were growing at an annual pace of +9.5%. The weight assigned to energy in the index is
approx. 10%.

Services price growth also slowed; Jul +1.2% versus Jun +1.6%. Services account for 44%
weight in the index. Services made the single largest contribution to the annual growth in CPI
in Jul, adding +0.53% pts to the headline rate (down from +0.73% pts in the month prior).

Other categories;

Food alcohol and tobacco prices increased at a faster pace; Jul +1.9% versus Jun +1.6%. A
year ago, food prices were growing at +2.5%. Food prices added +0.37%pts to headline
growth.
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The annual growth of non-energy industrial goods remained mostly constant at +0.4%, making
a relatively small contribution to headline growth of +0.08% pts.

Core CPI — Annual growth

The annual growth in Euro area core CPl Ex energy, food, alcohol and tobacco slowed further
in the latest month due mostly to the lower contribution from services prices.

Core CPI; Jul +0.9% versus Jun +1.1%. A year ago, core CPl was growing at +1.1% on an
annual basis.

https://ec.europa.eu/eurostat/documents/2995521/10072454/2-19082019-AP-
EN.pdf/debcal85-deaa-48bd-86cc-fd9efcfb85e2

Germany PPI (Jul)

The weakness in German industrial production continues to show up in slower growth of
producer prices of industrial products. Prices grew at a slightly faster pace in Jul after
declining in Jun and annual growth continued to slow.

Producer Prices — Month change

Jul +0.1% versus Jun -0.4%

Both non-durable consumer goods and intermediate goods prices declined in the month by -

0.2% and -0.4% respectively. Durable consumer goods prices were unchanged at 0%. Energy
prices increased by +0.7%.

Producer Prices — Annual change

Jul +1.1% versus Jun +1.2%. A year ago in Jul 2018, producer prices were growing at +2.9%.

Germany - Annual Change in Producer Prices of Industrial Products (% chg) at
Jul 2019

Annual % chg
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Source; Germany Fed Office of Statistics
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On an annual basis, intermediate goods prices declined by -0.7%;

“Prices of intermediate goods decreased by 0.7% compared to July 2018 (-0.4%
on June 2019). Prices decreased especially regarding electronic integrated
circuits (-14%). Metallic secondary raw materials were down 13.6% on July
2018, prices of metals 2.7%.”

Prices for consumer durables increased by +1.3%, non-durables +1.7% and energy prices by
+2.1%.

https://www.destatis.de/EN/Press/2019/08/PE19 313 61241.html:jsessionid=398C4D41E809
CFDFE6789C4A0CBB9673.internet722

ECB Minutes; Meeting 24-25 Jul 2019

While policy was not eased at this meeting, the ECB indicated its intention to do more,
“underscoring its preparedness to act at its forthcoming meetings should the inflation outlook
fail to improve”. Note that the Jul CPI reported lower growth across both headline and core
CPI for the Euro area.

“The balance of risks remained tilted to the downside, reflecting the prolonged
presence of uncertainties, related to geopolitical factors, the rising threat of
protectionism, and vulnerabilities in emerging markets.”

It was also considered that these downside risks had become more pervasive
and that their persistence could ultimately also necessitate a revision to the
baseline growth scenario.

The following decisions were proposed;

“...first, to adjust the forward guidance on the key ECB interest rates by
reintroducing an easing bias; and, second, to task the relevant Eurosystem
Committees with initiating preparatory work on policy options, including ways
to strengthen the forward guidance on policy rates, mitigating measures, such
as the design of a tiered system for reserve remuneration, and the modalities of
potential new net asset purchases.”

Members supported the reintroduction of the easing bias to forward guidance to address the
risk of unwarranted tightening of monetary conditions.

Options for future policy measures; some discussion focused on the short-end of the yield
curve, providing some possible hints to policy direction;

“In particular, it was argued that the term premium on long-term euro area
bonds had already been compressed for quite some time and that the risk of an
unwarranted tightening of financial conditions was higher at the short end than

at the long end of the yield curve.”

Policy options should be seen as a ‘package’ rather than a sequence of selective actions.

https://www.ecb.europa.eu/press/accounts/2019/html/ecb.mg190822 ~63660ecd81.en.html
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Germany Composite PMI — Prelim (Aug)

The headline index of private sector business activity increased at a faster pace in Aug.
Services activity expanded at only a slightly slower pace. Manufacturing activity continued to
contract but a slightly slower pace of decline.

Composite PMI-Prelim; Aug 51.4 versus Jul 50.9

Overall, new orders declined for the third time in four months. Service firm orders increased
only slightly. New export orders declined across both sectors. Business confidence
decreased in Aug - due to concerns regarding the car industry and geopolitical tensions.
More firms expected output to decline in the next 12-months than those that expected output
to increase.

Order backlogs declined across both sectors, continuing to support output growth. Orders
backlogs at service firms declined for the first time in seven months.

Employment growth continued to slow.

IHS Markit Germany Flash PMI
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Manufacturing PMI; Aug 43.6 versus Jul 43.2

Services Business Activity Index; Aug 54.4 versus Jul 54.5

hitps://www.markiteconomics.com/Public/Home/PressRelease/a38ce17ae00e414cb906d115
36c94ca4

Eurozone Composite PMI — Prelim (Aug)

The headline index of private sector activity showed growth increased slightly in the latest
month. Services activity remained stronger with growth increasing while manufacturing activity
continued to contract albeit at a slower pace.

Composite PMI-Prelim; Aug 51.8 versus Jul 51.5
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IHS Markit Eurozone PMI and GDP
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Manufacturing PMI; Aug 47 versus Jun 46.5
Services Business Activity Index; Aug 53.4 versus Jul 53.2

https://www.markiteconomics.com/Public/Home/PressRelease/608e6723ccc442bb817d795b
47608b18

Return to top
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Japan

Merchandise Trade Balance (Jul)

On a non-seasonally adjusted basis, the value of exports and imports declined versus last
year. The trade deficit increased versus a year ago.

On a seasonally adjusted basis, exports declined in Jul versus Jun while imports increased.

The trade data continues to confirm the current weaker demand conditions in Asia. The overall
decline in Japanese exports in Jul versus a year ago was mostly led by Asia (esp. China) -

machinery, electrical machinery, manufactured goods and transport equipment (motor vehicle
parts) all led the decline.

Imports declined due mostly to lower imports from Western Europe (Germany and chemicals
and cars) and the Middle East (mineral fuels).

All values quoted in ¥.

Trade Balance

Trade deficit Jul 2019; -249bn (+9.8% versus -227bn a year ago Jul 2018)
Total Exports

Annual change - not seas adjusted; Jul -1.6%

Month change - seas adjusted; Jul -0.2% versus Jun +5.2%

Japan - Exports (total value ¥) Annual change from the same month a year ago
(seas adj) at Jul 2019

20.0%
15.0%
10.0%

5.0%
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Annual % chg

-5.0%
-10.0%

-15.0%

ource; Japan Ministry of Finance

Total Imports
Annual change — not seas adjusted; Jul -1.2%

Month change - seas adjusted; Jul +1.2% versus Jun -2.7%
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Japan - Imports (total value ¥) Annual change from the same month a year ago
(seas adj) at Jul 2019
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Japan Regional Trade

Overall exports -1.6% versus a year ago. Export performance for Japan remains weaker in
Asia than in the US. The two largest export customers are the US and then China.

Exports to the US increased by +8.4% in Jul (led by increased exports of Machinery and
Other).

Exports to China declined by -9.3% (most export categories declined but led by declines in

machinery and electrical machinery exports). Exports to Asia more broadly declined by -8.3%
on a year ago.

Exports to Western Europe increased by +5.2% - but with mixed results; exports to Germany
declined -0.9%, no change to the UK. Exports to the EU were led by a 34% increase in the

value of transport equipment (cars) — which helped to offset declines in exports across most
other commodity categories.

Overall imports -1.2% versus a year ago. China is by far the single largest import market for

Japan and imports were up +2.8% versus a year ago (led by manufactured goods and
machinery).

Imports from the US were also up +3.5% - led by transport equipment, manufactured goods
and mineral fuels, while imports of machinery and electrical machinery declined.

The stronger imports from the US and Asia were more than offset by declines in imports from
Europe and the Middle East. Imports from Western Europe declined by -2.2% - this was led by

a 15% decline in chemical imports and a 18% decline in transport equipment imports (cars -
17%).

Imports from the Middle East declined by -11.7% (which was mostly all declines in the import
of mineral fuels).
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Major Commodity Trade

The overall decline in exports was led by a 7% decline in exports of machinery and electrical
machinery and a 5% decline in manufactured goods. Exports of transport equipment
increased by 7% (motor vehicles, aircraft and ships)

The overall decline in imports was led by larger declines in mineral fuel imports (-9%) and
chemical imports (-7%).

http://www.customs.go.jp/toukei/latest/index_e.htm

Jibun Bank Composite PMI — Prelim (Aug)

The prelim result shows that private sector activity increased at a faster pace in Aug. This was
led by faster growth in Services activity while Manufacturing activity continued to contract.

Composite PMI-Prelim; Aug 51.7 versus Jul 50.6

Jibun Bank Japan Composite Output Index
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Sources: Jibun Bank, IH5S Marklit, Cabinet Office.

Services Business Activity Index-Prelim; Aug 53.4 versus Jul 51.8

Overall, panellists cited improved demand conditions for services as the reason behind the
increase in services activity in the month. Output, new orders and employment recorded faster
growth in the month. Growth in order backlogs were little changed. Both input and output
charges increased at a faster pace. Despite the stronger performance of services firms, the
outlook weakened but remained positive.

Manufacturing PMI-Prelim; Aug 49.5 versus Jul 49.4

Manufacturing sector activity remained in contraction, the pace little changed from the month
prior. Output and new orders continued to decline but at a slower pace. New export orders
declined at a faster pace — a sign of likely continued weaker trade. Order backlogs continued
to decline but at a slower pace. Employment continued to grow but at a slower pace. Output
prices continued to decline while input prices grew at a slower pace. Firms remained cautious
with inventories — stocks of purchases, quantity of purchases and stocks of finished goods
still declined. Manufacturers also maintained a weaker, yet still positive outlook.
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https://www.markiteconomics.com/Public/Home/PressRelease/0650028138214735868be7c0
169f9efa

National CPI (Jul)

The headline annual CPI growth slowed in the latest month. The BodJ preferred core measure
of annual CPI growth was unchanged.

Headline CPl — Annual growth; Jul +0.5% versus Jun +0.7%

Annual growth in total food slowed led by declines in fresh food prices (ex-fresh food, food
prices grew at the same pace). Annual growth in power, light and water charges slowed and

recreation and culture annual price growth also slowed. The overall annual growth in energy
prices halved.

Japan National CPI - All ltems Mth % chg over the year at Jul
2019
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Source; Statistics Bureau, Japan

Core CPI — All Items ex Fresh Food — Annual growth; Jul +0.6% versus Jun +0.6%

Core CPI growth excluding fresh food was unchanged - this is the BoJ preferred measure.

In the headline index the annual decline in fresh food prices offset increases elsewhere -
Fresh food prices annual change; Jul -0.7% versus Jun +2.8%.

Japan National CPI - All ltems Less fresh Food (BoJ Measure) Mth %
chg over the year at Jul 2019
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Source; Bureau of Statistics, Japan
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Core CPI — Ex fresh food and energy — annual change; Jul +0.6% versus Jun +0.5%

Removing the influence of the more volatile fresh food and energy prices shows that
underlying consumer price growth continues to accelerate slightly — but remains low

Japan National CPI - All ltems Less Fresh Food & Energy Mth %chg
over the year at Jul 2019
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https://www.stat.go.jp/english/data/cpi/1581-z.html

Return to top
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United Kingdom

BREXIT

With the conservative party leadership now resolved, focus shifts back to the Brexit deadline
of 31 Oct. We are now approx. eight weeks out from this deadline. The experience from the
last deadline was that there was a lift in activity leading up to the original deadline in Mar. It's
is likely that we will start to experience that lift in UK activity. Firms stockpiling might be more
pronounced this time given the proximity to the holiday trading period. The UK government
has also been clearer about preparing for a no deal Brexit and has again allocated
expenditure for preparations;

"But the important thing is to get ready to come out without a deal."

Interim UK PM Johnston met with G7 nations prior to and at the G7 summit during the week.
Discussions around Brexit shed little light on progress;

“Speaking on the sidelines of the summit, Mr Johnson said that in the last few
days, following visits to France and Germany, it has dawned on the EU what
"the shape of the problem is for the UK".”

“As the clock runs down to the October 31 exit date, Johnson injected doubt
into hopes that a deal might be stuck, despite previously saying the odds of a
no-deal Brexit were "a million to one".” https://www.abc.net.au/news/2019-08-
26/boris-johnson-uses-rock-as-metaphor-for-brexit/11447122

There are no details at this stage of a restarting of negotiations between the EU and UK on the
withdrawal agreement.

The UK government has announced new spending commitments in preparation for a no-deal
Brexit.

Return to top
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Australia

RBA Meeting Minutes — for 6 Aug 2019 Meeting

At this meeting it was decided that rates would remain on hold after two 25bps rate decreases
in each of the two prior meetings.

Key points from the minutes;

Rates falling to record lows around the world incl Aus. CB’s making moves to continue easing,
and inflation is low.

Risks tilted to downside due to trade disputes and weaker global trade.

Domestic conditions:

Backdrop in Aust; Easing cycle re-started - risks to growth tilted to downside.

Tightening of credit availability (due to RC) resulted in house price declines. Some of these
measures for tighter lending criteria were being unwound but demand for some investor
lending remained low. Weaker housing market impacting construction and investment.

Unemployment & underemployment remain high — wage pressures were low and outlook for
wage growth remained low. Consumption outlook remained uncertain. Tax cuts and lower
rates were forecast to help increase incomes (disposable).

Guidance
‘Reasonable’ to expect an extended period of low rates.

A further easing of policy to be considered;

“...if the accumulation of additional evidence suggested this was needed to
support sustainable growth in the economy and the achievement of the
inflation target over time.”

Unconventional Monetary Policy

One point that stands out is the discussion of ‘unconventional monetary policy’. Measures
comprised; very low and negative policy interest rates; explicit forward guidance; lowering
longer-term risk-free rates by purchasing government securities; providing longer-term funding
to banks to support credit creation; purchasing private sector assets; and foreign exchange
intervention.

“Members considered the key lessons from the international experience, noting
that a full evaluation could not be undertaken as many of these measures were
yet to be unwound.”

Measures were taken in relation to the issues each economy faced - but the RBA board notes
that a ‘package of measures tended to be more effective than measures implemented in
isolation”.

https://www.rba.gov.au/monetary-policy/rba-board-minutes/2019/2019-08-06.html
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Commonwealth Bank Composite PMI — Prelim (Aug)

The composite measure of private sector activity fell into contraction in the latest month. While
manufacturing activity continued to expand at a slower pace, services activity shifted from
expansion to decline in the month. The weakness in services resulted in the decline of the
overall composite index.

Overall, business confidence improved;
“Despite the falls in output and new orders seen in August, business sentiment
improved to the highest since February. Confidence reflected hopes of an

improvement in economic conditions both in Australia and globally, as well as
the launch of new products.”

Composite Output PMI-Prelim; Aug 49.5 versus Jul 52.1

Services Business Activity vs Manufacturing Output
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Manufacturing PMI-Prelim; Aug 51.3 versus Jul 51.6

There were moderate increases in output and new orders. Employment growth was ‘slight’.
Exports increased for the first time since May. Input costs increased at a sharper pace — on
the back of a weaker AUD.. Output price growth slowed.

“The challenges faced by the RBA in their attempts to return inflation to the 2-
3% target band are also highlighted in the survey. The lower Aussie dollar is
putting upward pressure on input prices. But the competitive trading
environment is limiting the flow through to output prices.”

Services PMI-Prelim; Aug 49.2 versus Jul 52.3 (-3.1pts)

The relatively large decline in the month was the result of 