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e Theoutlookremains weaker: we expect mild recessionin
the US, and risks of downturn in the UK and even the
Eurozone, although we expect firming activityin China.

o Headlineinflation has fallenin most jurisdictions, but core
inflation remains stickier, not least with labor markets
continuing to suggest secondround effects.

e Central banksarebeingforced intodeliveringmore
restrictive policy, even if data-dependencyrisks being
myopic and risks sharper downturns ahead.

e Sovereigndebtconcernsalsoriseinadvanced economies.
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Cyclical focus, structural causes

Thereislittle evidence of any worsening of problems in the US
—or global —banking system, for now anyway. Moreover, the
US debt ceilingissue was resolved with far less disruption than
we had feared; a deferral of the limit until 2025 in exchange for
modest fiscal tightening, estimated to peak ataround0.25% of
GDP nextyear. Moving beyondthese key event risks, markets
haverefocused on cyclical dynamics.

We continueto expecta mild US recession with the first
quarterly contraction possibly as soonas Q2, although we see
the following quarter as morelikely. However, data has been
mixed, with surveys volatile, spending revised, aspects of
housing rebounding, and the labor market postinga
bewildering divergence of signals. The Eurozone, by contrast,
has seen significant data revision —it now showsthere was a
mild recession over the winter. We expect expansionin Q2, but
by the smallest of margins, and see growth remaining subdued
into 2024. The UK economy has also avoided recession so far,
but with a so-called “mortgage timebomb” increasingly in the
public mind, risks of a downturnarerising.

Yet these downbeat assessments focus on future growth;
recent experience hastypically been moreresilient—evenin
the eurozone where wefirst considered a steep recession. Yet
inflation remains sticky. In the US and eurozone, headline
inflation has fallen sharply as energy shocks unwind — the
lagged pass-through of energy has delayed this dynamicin the
UK. But core measures of inflation remain stickier, slowly easing
to5.3%inthe USand eurozonebutrisingto 7.1%in the UK.

This combination of elevated coreinflation, tight labor
markets, and still-resilient economic growth is forcingcentral
banksto deliver more restrictive monetary policy. We have
raised expectations for the Federal Reserve—followingthe
"skip” atits latest meeting — European Central Bank, and Bank
of England (BoE), and we expect a policy tweak from the Bank
of Japanin July. Other developed economy central banks have
also tightened further.

We also considerto what extent structural issues are
prolonging this phase atthe top of the policy cycle.

Confusinglabor market trends, including strong employment
growth despite stagnant economic expansion, plausibly reflect
structural developments. US unemployment jumped in parton
recoveringlaborsupply; falling eurozone hours worked reflects
shifting employment composition; and recent strong UK jobs
growth has been driven by risingself-employment.

These combinations areresultingin weaker productivity
growth, contraryto hopes of improvement following the
introduction of new technologies during the pandemic. COVID-
19 and its aftermath, aging workforces and, in some cases,
changing migration trends are impactingthe ways labor
interacts with theeconomy.

These structural shifts are underpinning concerns about stickier
inflation and perplexing central banks. Most remain explicitly
backward-ooking— with a mantra of “data-dependency” —
rather than relying on forward-looking forecasts. The BoE is so
wary of its forecasts that it applies a risk-adjusted forecast to
guide policy. This feeds our fears of eventual over-tightening
and the prospect of amore meaningfulcorrectionwhen
tighteningfinally gainstraction.

We also monitor growing medium-termrisks to advanced
economies’ sovereigndebtin this edition’sTheme of the
Month. Whilethe US successfully navigated the latest debt
ceilingissue, theresulting FiscalResponsibility Act has done
little to change the longer-term, unsustainable path ahead. In
the eurozone, Portugal, Ireland, and Greece have successfully
improved their debt outlooks butrising interest rates will
challenge others over the comingyears against a background
of the re-establishment of fiscal rules. Meanwhile, risingpolicy
rate expectations have lifted longer-term UK borrowing rates
back to the highs of the September fiscal crisis under then-
Prime Minister Liz Truss — although sterling strength belies the
view that this marks the same loss of confidence as back then.
Several economies face a daunting task of achieving debt
reduction. Many runtherisk of seeing markets lose confidence
in their fiscal strategy. This presents therisk of furtheryield
increases over the comingquarters.

Yet market optimism persists for now with financial conditions
easingto levels not persistently seen since last summer. In part,
this reflects equity market optimism asinvestorsrushto price
theimpact of expected longer-term productivity gains from the
implementation of artificial intelligence in different aspects of
the economy. Theimpactand indeed timing of such an
improvement remainsperhaps the most uncertain of all the
structural developments. Butitis likely to be a topic to which
we returntointhefuture.
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Mixed messages

Our concerns over a potentially difficult summer have not
cometo pass, at least notyet. The Fiscal Responsibility Act—
the bill that deferred the debt ceiling restriction into 2025 —
came with modest fiscal tightening overthe coming years but
removed a key summer risk. Admittedly, the Treasury is now
planning to rebuildits cash buffer at the Federal Reserve (Fed),
viathe Treasury General Account (TGA), aiming to increaseit to
S425bnby theend of June. This could reduce liquidity over
these traditionally quieter monthsand weigh on markets.
However, the rebuild was initially outpaced by unwinding
reverserepurchase agreement holdings, and net liquidity was
broadly balanced between the two over the first three weeks of
June.

Exhibit 1: USGDP growth projections
US GDP growth
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As a result, thefocusis firmly back onthe broader economic
cycle. Signs of recession remain mixed. The Empire State
ManufacturingSurvey's sharpest decline in a month, outside of
the pandemic, was more than reversed in the latest month.
Other surveys remainweak but notin recessionterritory. Car
salesand housing starts have risen despite indications of tight
credit conditions; the Atlanta Fed GDP tracker currently
estimates growth of 1.9% annualized—about the long-term
trend rate. Retail behavior has also been volatile: The latest
sales”control” measurerose by 0.2% in May, but March’s 0.3%
contraction was revised lower to 0.8%, suggesting a contraction
in retail spending over Q2. With a marked deterioration in the
trade deficit to weigh on growth and an expected further
inventory reduction, Q2’s outlook remains uncertain. We
forecasta modest 0.8% annualizedrise, buta fall ispossible.

28 June 2023

The labor market has given out the most mixed messages.
Payroll growth continues ata robust pace, with the 3-month
averageincreasingin May to 283k (from 253k)— even if slower
than over thelasttwo years. Yet the household survey was
weaker —employment falling by 310k, unemployment up
0.3pptto 3.7%, and average hours worked falling to the lowest
sincethe pandemic. Other measures of labor activity remain
mixed, including arisein the timely jobless claims measures,
butthe NFIB small business surveyis broadly flat over six
months.

Recession concerns to cap rate hikes

In total, broad recession indicators — sharpyield curve inversion
and tight credit conditions — as well as weak survey evidence
continueto lead us to expect a mild recession. However, its
timing remains uncertain. We forecast contractionin Q3 and
Q4 resultingin adownturn similar in scale to the early 1970s
and 2000s (Exhibit 1). Yet significant uncertainty remains
around household excess savings. We forecast growth of 1.0%
thisyear and 1.1% next; a firmer 2024 outlooknow with an
expected inventory rebound next year.

Meanwhile inflationshows signs of progress. Headline CPI
inflation fell to 4.0% in May; we expectitcloseto 3%in June
then progress to stall over the second halfwith inflation
remaining around 3-3.5%. Core CPlinflation has been slowerto
fall, nowat5.3%in May fromthe 6.6% peak in October. Recent
coremeasures have been impacted byrisesin usedauto prices,
which shouldreverse over the coming months. But broader
risksto core CPlremain, with a still-tight labor market. We
forecast CPlinflation to average 4.2%in 2023and 3.1%in 2024.
Butwith headlineinflationcloser to the Fed’s mandate, it eases
inflation expectationspressures fornow.

These confused economicsignals resulted in similarly mixed
messages fromthe Fed atits June meeting. It left the Fed Funds
Rate unchangedat5.25% as expected but in its Summary of
Economic Projections participants raised end-year expectations
by 50bpsto 5.75%. Fed Chair Jerome Powell described this as a
“skip” —with connotations of following up with a hike—
although he subsequently corrected this terminology. He also
stated the decision had been taken to continueto slow (not
end) the process of tightening and twice stated the next
meetingin July was “live.” We believe the Fed was telling us it
would hike next month, not simply forecasting a need. We have
raised our expectation fora Fed peak to 5.50%. However, our
expectation for more convincing deterioration of economic
data over the coming months leads us to expect a further hike
in September —much less November — unlikely. Markets
remain even more skeptical, currently pricinga 70% chance of
a July hikeand only fully pricing one hike by November—short
of the Fed’s 5.75% projections.
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BoC a bellwether, or more complicated?

The Bank of Canada (BoC) raised rates by 0.25%to 4.75%in
June—a surprise but consistent with voiced concerns over
persistentinflation. Q1 GDP added to this worry, rising more
than expected (3.1% annualized). Strength was broad-
based, particularlyin consumer spending, up 5.6%. Inflation
had also surprised; April's headlinerate rose to 4.4% with
underlying inflation down easingto 4.2%. The BoC
concluded policywas “not sufficiently restrictive” and it
would evaluate “whether the evolution of excess demand”
is consistent with “target.” Thisis less directional than
April’srhetoricwhereitsaid it “remains preparedto raise
the policy rate further if needed.” Markets price another
50bp of tightening by year-end.

Yet developments in Canada will followtheir ownbeat—in
May disinflationrecommenced. The headline rate fell to
3.4%and core below 4.0%. April’sretail salesrose by 1.1%
butby only 0.3%in volume terms. If May and June repeat
this, volumes would fall in Q2, and broader consumption
will likely be flat. We forecast soft Q2 GDP growth of around
0.5% (annualized) and expect growth of 1.2% this yearand
1.0% next (consensus 1.0% for both). Employment fell 17k
in May, with the second successive fall in full-time
employment. Whilethe BoC warned onlyathird of
mortgage holders have seen any payment rise so far, it’s
wary of hiking too much before the full effects of previous
rises bite.

Canadaisunusualin thatits growth reflects asurgeinits
now 40mn population, which rose by 1mn (or2.7%) in 2022
alone. In May, thelabor forcerose by 17kand
unemploymentto 5.2%. Thisincreased supply loosens the
labor market and should dampen inflation pressures, even
as headline growth remains firmer. That said, the population
rise adds to persistent housing pressures, and Canada’s
targeted migration has eased pressures in some sectors—
finance, education, andinformation services— butraised it
for others.

The BoC must also take these dynamicsinto account. In its
latest assessment, it stated the economy remained “clearly
in excess demand,” and rebalancing was “taking longer
than expected.” This maintains therisk of further
tightening. On balance, we expectthe BoCto hold in July.
We also expect softer activity in Q2 and Q3 to dissuade it
fromfurther hikes, thereafter, leaving a 4.75% peak. But
risks remain to the upside for the foreseeable meetings.

Disinflation progresses but core inflation lingers

Latin America’s headlineinflation is showing a sustained
declineacross majorcountries, even amid resilient
economic activity. As inflation comes down, so should
policy rates. However, the exact timing of monetary easing
isunclear as coreinflation remains stubbornly sticky.

In May, Mexico’s inflation rate cooled to 5.8%, marking
the lowest reading since September 2021 andfalling below
market expectations. Thedrop was mainlytheresult of
lower electricity and gas prices. Meanwhile, core inflation
continuesto fall but ata slower pace and remains highat
7.4%. Despite these positive developments, the Mexican
central bank s unlikely to considerany rate cuts until Q1
2024.In contrast, Chile may start easing as early as July,
prompted by the persistent downside surprises in inflation,
which reached 7.8%in May. The central bank's latest
policy statement acknowledges the possibility of near-term
rate cuts, reflecting Chile’s rapid disinflationand sluggish
economic performance.

In Brazil, headlineinflation surprised to the downside in
May, falling to 3.9%, the lowest reading since November
2020. However, inflation is expected to accelerate again in
the second half of the year as tax cuts on fuels are gradually
removed. Moreover, coreinflation has been slowto fall due
to a tightlabor market and higher fiscal transfers. Inflation
also came below expectations in Colombia reaching 12.4%
in May, thanks to a moderation of food prices. Adding to
the good news, thereductionin the country’s current
accountdeficitand reduced politicalrisks are contributing
to a strengthening of the peso, which should aidthe
disinflation process inthe coming months.

In contrastto other countriesin theregion, Peruhas
experienced slow disinflation. Inflation reached its peak at
8.8%inJunelastyear and has only declined by one
percentage pointsincethen to 7.9%in May. This slow
progress reflects adverse weatherand politically related
shocks thatthe countryhas endured since the start of the
year. As such, the easing cycle will likely be postponed until
Q4 of thisyear.

Despitetheregion’s progress in disinflation, inflation
remains abovetargetin most countries. In addition, risks
for theinflation outlook remain biased to the upside due to
potential price shocksfrom the global economy, and the
effects of El Nifio which could exacerbate flood inflation.
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Macro forecast summary
Real GDP growth (%) 2024
AXA IM Consensus AXA M Consensus AXA IM Consensus
World 34 2.7 2.8
Advanced economies 2.7 09 09
us 2.1 2.1 1.0 1.1 11 0.6
Euro area 36 3.2 04 0.7 0.5 0.9
Germany 18 1.8 -0.5 0.1 03 1.1
France 26 2.6 0.6 0.6 0.5 0.9
Italy 3.7 3.8 1.2 0.8 04 0.9
Spain 55 5.5 20 1.6 10 1.6
Japan 11 1.0 15 1.0 13 1.1
UK 4.0 4.0 0.2 -0.1 0.3 0.8
Switzerland 2.1 2.1 0.7 0.7 1.0 1.4
Canada 34 34 13 0.9 09 1.2
Emerging economies 39 3.8 39
Asia 43 50 4.6
China 30 3.0 53 5.8 5.0 4.9
South Korea 26 26 15 1.1 20 2.1
Rest of EM Asia 6.0 5.0 4.4
LatAm 40 15 23
Brazil 29 2.9 1.0 1.2 1.5 1.6
Mexico 31 3.1 12 1.8 1.8 1.7
EM Europe 09 15 2.3
Russia -2.1 17 13 13
Poland 49 4.9 1.0 0.7 29 31
Turkey 5.6 5.6 2.1 22 3.1 2.6
Other EMs 49 3.1 3.7

Source: Datastream, IMF and AXA IM Macro Research — As of 27 June 2023
*Forecast

CPI Inflation (%)

Consensus Consensus AXA IM Consensus
Advanced economies 74 4.7 2.7
us 8.0 8.0 43 4.2 3.0 2.6
Euro area 8.4 8.5 56 5.5 2.8 2.4
China 21 2.0 2.3 1.8 25 24
Japan 25 2.5 2.7 2.6 13 1.4
UK 9.1 9.1 7.1 6.7 25 2.8
Switzerland 2.8 2.8 24 25 15 1.5
Canada 6.8 6.8 39 36 30 22

Source: Datastream, IMF and AXA IM Macro Research — As of 27 June 2023

*Forecast

These projections are not necessarily reliable indicators of future results
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Forecast summary

Central bank policy

Meeting dates and expected changes (Rates in bp /QE in bn)
Current Q3-23 Q4-23 Q1-24

Dates 25-26Jul 31-1 Oct/Nov 30-31Jan
United States - Fed 5.25 19-20Sep 12-13 Dec 19-20 Mar
Rates +0.25 (5.50) unch (5.50) -0.25(5.25)
27 Jul 26 Oct 25Jan
Dates
Euro area - ECB 3.50 14 Sep 14 Dec 7 Mar
Rates +0.50(4.00) unch (4.00) unch (4.00)
27-28 Jul 30-31 Oct Jan
Dates
Japan-Bol -0.10 21-22 Sep 18-19 Dec Mar
Rates unch (-0.10%) unch (-0.10) unch (-0.10)
UK - BoE 5.00 21 Sep 14 Dec 21 Mar
Rates +0.25 (5.25) unch (5.25) unch (5.25)
12 Jul 250ct Jan
Dates
Canada - BoC 4.75 6 Sep 6 Dec Mar
Rates unch (4.75) unch (4.75) unch (4.75)

Source: AXA IM Macro Research - As of 27 June 2023

These projections are not necessarily reliable indicators of future results

The information has been established on the basis of data, projections, forecasts, anticipations and hypothesis which are subjective. This analysis and conclusions

are the expression of an opinion, based on available data at a specific date. Due to the subjective aspect of these analyses, the effective evolution of the economic
variables and values of the financial markets could be significantly different for the projections, forecast, anticipations and hypothesis which are communicated in

this material.

DISCLAIMER

This document is being provided for informational purposes only. The information contained herein is confidential and is intended solely for the person to which it
has been delivered. It may not be reproduced or transmitted, in whole or in part, by any means, to third parties without the prior consent of the AXA Investment
Managers US, Inc. (the “Adviser”). This communication does not constitute on the part of AXA Investment Managers a solicitation or investment, legal or tax
advice. Due to its simplification, this document is partial and opinions, estimates and forecasts herein are subjective and subject to change without notice. There is
no guarantee forecasts made will come to pass. Data, figures, declarations, analysis, predictions and other information in this document is provided based on our
state of knowledge at the time of creation of this document. Whilst every care is taken, no representation or warranty (including liability towards third parties),
express or implied, is made as to the accuracy, reliability or completeness of the information contained herein. Reliance upon information in this material is at the
sole discretion of the recipient. This material does not contain sufficient information to support an investment decision.
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