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Risks of less rotation in July surveys...

.. but indicators still point to solid overall global growth
Balancing growth and inflation risk opens door for DM easing
Next week: Fed on hold; BoJ hikes; US job gains slow

Let the games begin

Last week, we described the global expansion as moving through an orderly
transition with anticipated rotations toward manufacturing and away from the US
taking hold amidst a moderation in global GDP growth to a trend-like pace.
Incoming July survey readings challenge our views on both of these rotations. The
latest downshift in manufacturing surveys is accompanied by positive readings
from the service sector. Disappointment in the Euro area and China, meanwhile,
come together with positive surprises from the US and EM ex. China. Given our
perspective that balance across regions and sectors promotes resilience, this news
shifts growth risks downward. However, the shift is not substantial enough to point
to a meaningful threat to the expansion. We judge the US and global expansion as
still standing on firm ground at midyear and see risks to our second-half global
forecast for 2.1%ar global GDP growth as still modestly skewed to the upside.

A second consecutive disappointing DM manufacturing PMI aligns with weak
July national surveys to question whether a mid-year recovery in DM factory
output will prove to be a flash in the pan (Figure 1). A notable sharp loss in
momentum in the PMI new orders-inventory ratio last month challenges our view
that solid gains in retail spending and capex will provide ongoing support for the

Figure 1: DM mfg PMI and output
%3m/3m, saar

Figure 2: DM employment and services PMI
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manufacturing recovery. We see two reasons to be cautious in
interpreting the manufacturing PMI. First, the survey has con-
sistently underestimated output gains in recent years, deliver-
ing sporadic downbeat signals that were reversed. Second, we
see fundamental supports for both consumer and business
spending and both are tracking solid gains around midyear.
More broadly, this month’s manufacturing survey contrasts
with an upside surprise in services. The all-industry survey
remained stable in July as the services survey moved higher
in both the US and Japan (Figure 2). Combined with solid
labor market indicators this points to sustained service sector
and GDP growth.

More concerning are the signals on Europe, which continues
to show a lackluster recovery from last year’s stall. Our fore-
cast that Western Europe will awake from last year’s stall is
consistent with 1H24 with regional GDP tracking a 1.5%ar
1H24 GDP gain. But the Euro area all-industry PMI stepped
down for a second consecutive month. With this decline mir-
rored in the Ifo and Insee surveys we have lowered our sights
on Euro area growth this quarter.

Recent developments point to a more balanced alignment of
growth and inflation risk opening the door for central banks
to lower policy rates. The Fed is unlikely, however, to ease at
next week’s meeting. While refraining to provide clear guid-
ance on the timing and magnitude of the easing cycle, it
should reinforce the case for a September easing by empha-
sizing the rebalancing of risk and its growing confidence that
inflation is on the right path.

If we are right, the US growth and inflation performance will
keep the Fed balancing growth and inflation risks for some
time to come, an outcome consistent with a shallow once-a-
quarter easing cycle. In assessing risk, much recent discussion
has revolved around the past year’s 0.5%-pt rise in the unem-
ployment rate, which could point to greater downward pres-
sure on both growth and inflation. Indeed, the near breach of
the Sahm rule was cited this week by former FRBNY presi-
dent Dudley as a reason why the Fed should ease next week.

The Sahm rule was designed as a descriptive tool—one that
reliably signals a rise in the unemployment consistent with
the start of a recession. It is possible that we breach this rule
in next week’s job report. If so, we should brace for a dramat-
ic shift in 2H24 labor market conditions. In every episode
before the pandemic that the Sahm rule has been triggered,
the US unemployment rate has risen by a minimum 0.8%-pt
in the following six months.

We have argued that the business cycle signal of a rising
unemployment rate has been weakened in recent years by
measurement problems related to population sampling. In this
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regard, the underlying behavioral shift that the rule cap-
tures—a significant shift by firms to shed labor—is not evi-
dent in other measures of job loss. This break is evident in the
continued stability of the insured unemployment rate through
July and will likely be reinforced by the continued stability in
layoff rates in next week’s JOLTS report. We do expect a
slowdown in employment gains in next week’s payroll report
(150k), but interpreting this outcome will likely be complicat-
ed by possible hurricane effects in the sample week.

We put more weight on the risk that the rise in the unemploy-
ment rate reflects a boost to labor supply that could moderate
wage pressures. Next week’s employment cost index will pro-
vide important new information on this front. Our forecast is
for a moderation in the ECI, though wage inflation would still
have an elevated 4.2% over year rate (Figure 3).

Figure 3: US quits rate and wage growth
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Synchronized easing on the way

The coming year is forecasted to deliver the most synchro-
nized monetary easing cycle in history outside of a recession.
In tracking the start of this global easing cycle, it is important
to not overstate the importance of the Fed and ECB in leading
the way. But it is a mistake to confuse synchronization with
coordinated action. Domestic conditions are almost always
the key to policy setting and we show in a special report this
week that the output gap and core inflation explain most of
the cross-country variation in policy rates—both now and in
our forecasts for the year ahead (Figure 4).

Figure 4: Policy rate change 2Q24-4Q25, Taylor vs JPM forecast
JPM Forecast (bp)
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The synchronization of policy easing owes to the fact that
much of the world is seeing an unwinding of supply shocks
delivering falling inflation. Still, the results of our report sug-
gest that the wide variation in starting conditions and project-
ed changes will be important factors of differentiation in rate
outturns. We see less scope of easing across most of Asia and
much of CEE and more scope across Latin America. Beyond
macro conditions, the EM will also be sensitive to a range of
other factors. For example, leverage concerns have kept the
BoK more cautious, while political risks play a role in our
call for the BCB to remain on hold.

Another hike on deck for the BoJ

Next week should deliver the BoJ’s second hike this year
after moving rates out of negative territory in March. We
expect a 15bp hike to 0.25% along with an announcement of
the future path of the BoJ’s JGB purchases. The move comes
against a backdrop of rising confidence in reaching the BoJ’s
inflation goal, reinforced by firming wage growth and signs
of a pickup in consumer spending. Indeed, wage momentum
and the recovery in domestic demand are now posing some
upside risks to future inflation. Governor Ueda likely will
likely temper his remarks, reiterating a gradual path for rates
back to neutral, but we will watch for guidance regarding the
terminal rate and the time frame to get to there.

China: growing pressure for policy support

Last quarter’s sharp growth deceleration has raised pressure
for increased policy support in China. Despite weak consum-
er spending and a contracting real estate sector, government
bond issuance has lagged with only 38% of the full-year quo-
ta issued in 1H24. We expect GDP growth to return to a
trend-like 4.5%ar in 2H24 assuming policy remains modestly
accommodative and special bond issuance accelerates in line
with the targets approved at the March National People’s
Congress. Alongside this week’s earlier-than-expected policy
rate cuts, the authorities announced a program to support
equipment upgrades for corporates and consumer subsidies
for car and home appliance trade-ins. We await further policy
signals from this month’s Politburo meeting but do not expect
much in the way of additional stimulus.

Korea down, Taiwan up in 2Q24

While robust tech demand has supported growth across North
Asia’s bellwethers, domestic demand performance has been
varied across economies. Korea’s exports held up in 2Q but
falling domestic demand led to a 0.9%ar GDP contraction
after 1Q’s outsized gain. We look for a recovery in consumer
spending along with robust export gains to drive a stronger
3Q rebound to 4%ar and for the annual GDP growth outturn
to exceed the Bank of Korea’s forecast (2.5%). Meanwhile,
Taiwan’s June export orders took a step down after its recent
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rapid gains but IP growth remains firm and the strength in
external demand is feeding into the domestic economy, evi-
dent in surging capital goods imports and respectable gains in
retail sales. We look for solid 4.5%ar growth in next week’s
advanced 2Q GDP report.

India budget remains on consolidation path

India has doubled down on fiscal consolidation in its first
budget since the elections, targeting a fiscal deficit of 4.9% of
GDP—Ilower than the interim target of 5.1% and down from
5.6% of GDP last year. Conservative tax assumptions raise
the risk that the deficit could end up being even lower. A large
annual dividend from the RBI is helping to cut the deficit
without much pain and the implied modest tightening in the
fiscal stance (to the tune of 0.3% of GDP) should keep GDP
growth strong. Growth continues to be driven by public capex
and service exports but the budget’s focus on job creation is
encouraging and could help boost consumption and thus
broaden the base of growth.

CEE easing shifts to lower gear

As a Western Europe easing cycle begins there is only modest
space for easing in Central Europe. After delivering a 15%
consecutive rate cut this week, Hungary’s NBH signaled lim-
ited space for further cuts amid a stall in the disinflation pro-
cess. In Czechia, inflation is at target, but the board is cau-
tious about aggressive easing due to upside inflation risks.
Growth disappointments could deliver more easing and
regional manufacturing is facing problems similar to the Euro
area’s. With the exception of Hungary our growth nowcasters
point to downside risk to our 2Q GDP forecasts, although we
still see scope for EU fiscal transfers to boost capex in the
region.

LatAm: Home court rules

In Brazil inflation has moved close to the BCB’s target, but
currency weakness and rising inflation expectations, related
to political uncertainty, have pushed markets to price in rate
hikes this year. We think the BCB’s restrictive stance gives it
some leeway and we see rates remaining on hold. Meanwhile
in Mexico, upside inflation surprises in June and July are
challenging Banxico’s earlier dovish pivot. We see the August
rate decision as a close call but on balance still expect a 25bp
cut. With core inflation well-behaved and growth softening,
we look for a further cut in December and intermittent easing
through 2025. On top of the recent surge in raw-food prices,
further peso weakness around the US election remains a key
risk to monitor. The central banks of Chile and Colombia
meet next week, and we expect CBC to be on hold given the
advanced stage of its easing cycle, while BanRep should con-
tinue cutting in 50bp steps.



Carlton Strong (1-212) 834-5612 Global Economic Research JP Morgan
carlton.m.strong@jpmorgan.com Global Economic Outlook Summary
JPMorgan Chase Bank NA 26 July 2024

Joseph Lupton (1-212) 834-5735
joseph.p.lupton@jpmorgan.com

Global Economic Outlook Summary

Real GDP Real GDP Consumer prices
% over a year ago % over previous period, saar % over a year ago
2023 2024 2025 1Q24 2Q24 3Q24 4Q24 1Q25 2Q25 4Q23 2Q24 4Q24 2Q25
United States 25 24 1 1.7 14 28 1 1.0 1.0 2.0 23 3.2 3.2 29 2.3
Canada 1.2 0.8 17 1.7 08 1.0 15 2.0 20 3.2 2.7 2.1 21
Latin America 1.9 1.5 22 15 18 ¥ 25 22 2.8 21 5.0 44 43 1 361
Argentina -1.6 -3.4 46 -9.9 0.5 3.0 4.0 6.0 5.0 172.6 278.7 174.4 68.0
Brazil 2.9 25 1.9 31 25 3.0 2.2 2.0 1.8 47 4.0 41 34
Chile 0.2 2.7 2.3 7.8 2.3 35 2.8 25 2.3 46 4.0 4.1 3.8
Colombia 0.6 2.0 2.7 44 34 0.0 3.0 35 3.0 10.0 7.2 54 42
Ecuador 24 0.6 2.0 14.8 -7.0 33 2.0 3.0 25 1.6 2.6 21 2.6
Mexico 3.2 1.8 1.3 11 20 ¥ 1.7 1.0 0.6 1.0 44 48 46 1 38 1
Peru 0.6 3.0 3.0 2.0 40 45 35 25 25 3.7 2.3 2.6 2.6
Uruguay 04 2.7 2.2 3.8 45 3.8 25 15 2.3 48 43 5.7 6.1
Asia/Pacific 44 3.9 35 5.6 17 3517 4.0 3.3 35 15 1.6 1.8 2.0
Japan 1.8 -041 0.7 -1.8 15 1.0 0.8 0.6 0.6 29 2.6 26 3.0
Australia 20 14 21 0.5 20 24 25 2.0 20 4.1 35 3.3 2.9
New Zealand 0.6 0.8 2.3 0.7 11 25 22 25 1.6 47 &) 2.6 22
EM Asia 5.0 47 41 71 17 3917 46 3.8 4.1 1.1 1.3 15 1.8
China 52 47 3.9 74 1.0 4.0 5.0 3.7 3.7 -0.3 0.3 0.7 11
India 7.9 6.5 6.0 10.0 4.0 5.0 5.0 5.0 6.5 54 49 47 48
Ex China/India 25 36 1 815 46 26 1 311 29 35 3.9 2.8 25 2.2 21
Hong Kong 33 28 ¢ 29 4 9.6 0.0V 1.6 1.6 41 4.1 2.6 1.3 1 151 29 t
Indonesia 4.0 41 5.3 5.1 35 35 5.0 5.0 6.0 2.8 24 24 2.6
Korea 14 27 4 23 1 53 09 ¥ 40 1 25 2.3 2.3 34 2.7 1.7 17
Malaysia 34 50 46 5.9 116 1 35 35 4.0 5.0 1.6 3.6 3.8 1.8
Philippines 55 5.3 5.6 54 32 2.0 2.0 6.1 8.2 43 41 3.8 3.2
Singapore 1.1 2.0 21 0.2 10 1.0 0.0 25 25 4.0 29 21 1.7
Taiwan 13 47 2.8 1.1 45 26 2.6 2.7 2.7 2.9 22 1.7 2.0
Thailand 19 2.7 3.3 46 48 34 34 31 31 -0.5 1.0 21 1.7
Western Europe 0.5 08 104 1.6 15 1.0 1.0 1.0 0.9 3.1 25 25 2.3
Euro area 0.6 0.8 1.1 13 15 1.0 ¢ 1.0 1.0 1.0 2.7 25 25 21
Germany 0.0 02 ¢ 08 ¢ 0.9 13 05 ¢ 0.8 0.8 0.8 3.0 26 25 2.3
France 0.9 1.0 © 1.0 ¢ 0.9 1.0 20 1 03 ¢ 1.0 1.0 42 25 25 23
Italy 1.0 09 ¢ 08 ¢ 14 1.0 05 ¢ 0.8 0.8 1.0 1.0 0.9 20 21
Spain 25 26 4 1.7 3.2 3.0 20 ¥ 15 1.5 1.5 8.8 3.6 26 21
Norway 1.1 0.7 1.1 0.6 0.7 0.8 0.8 1.3 1.3 45 3.1 28 24
Sweden 0.1 0.6 1.0 29 -1.0 0.5 0.8 13 1.3 5.6 34 1.6 1.0
United Kingdom 0.1 1.0 0.8 29 20 1.0 1.0 0.8 0.5 42 2.1 2.7 3.0
EMEA EM 25 2.8 24 5.0 23 15 13 1 25 3.2 15.8 16.7 11.8 9.0
Czech Republic 0.1 1.2 21 0.9 2.3 25 2.3 1.8 2.0 7.6 25 2.3 1.9
Hungary 0.9 1.8 2.3 31 13 1.8 2.0 25 25 7.7 3.8 39 43
Israel 20 1.7 45 14.4 58 6.3 45 45 40 33 28 28 3.0
Poland 0.2 2.8 3.6 2.0 4.0 5.0 815 815 & 6.5 25 46 49
Romania 2.1 31 35 2.7 6.1 53 6.1 -2.8 6.1 71 53 42 4.6
Russia 3.6 35 1.2 3.8 18 0.8 0.3 13 1.8 7.2 8.2 6.9 5.6
South Africa 0.7 1.0 14 -0.2 18 ¥ 1.7 4 311 0.8 15 55 5.2 42 4 44
Turkey 4.5 3.0 3.5 9.9 -0.4 -4.0 -2.5 6.5 6.5 62.7 72.5 45.1 30.5
Global 28 26 1 2.3 3.2 20 1 20 2.2 2.3 25 34 3.3 3.0 2.7
Developed markets 1.7 1.5 14 12 21 1 1.0 ¢ 1.1 1.5 1.6 3.2 29 2.7 24
Emerging markets 4.2 4.0 3.6 6.1 18 4 34 1 38 34 3.7 3.7 4.0 34 311
Emerging ex China 33 33 8.3 48 26 28 1 27 1 3.2 37 7.5 7.5 5.9 49
Global — PPP weighted 3.2 2.9 2.7 3.8 21 1 24 4 2.6 2.5 2.8 44 4.4 3.7 3.2

Source: Government agencies and J.P. Morgan Global Economics. Details on request. Note: For some emerging economies seasonally adjusted GDP data are estimated by J.P. Morgan. Bold denotes
changes from last edition of Global Data Watch, with arrows showing the direction of changes. Underline indicates beginning of J.P. Morgan forecasts. Unless noted, concurrent nominal GDP weights
calculated with current FX rates are used in computing our global and regional aggregates. Regional CPI aggregates exclude Argentina and Ecuador. Source: J.P. Morgan. Any long-form nomenclature
for references to China; Hong Kong; and Taiwan within this research material is Mainland China; Hong Kong SAR (China) and Taiwan (China).
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G-3 economic outlook detail

2023 2024 2025
2023 2024 2025 4Q 1Q 2Q 3Q 4Q 1Q
United States
Real GDP 25 24 17 34 14 2.8 1.0 1.0 2.0
Private consumption 2.2 21 1.3 33 15 23 1.1 1.1 1.2
Equipment investment -0.3 24 36 -1.1 1.6 116 1.0 1.8 4.0
Non-residential construction 13.2 49 3.0 10.9 34 -3.3 25 2.0 4.0
Intellectual property products 45 47 5.6 43 7.7 45 3.0 55 7.0
Residential construction -10.6 3.8 1.7 28 16.0 -14 5.0 -4.0 0.0
Inventory change ($ bn saar) 437 738 1235 54.9 286 713 95.2 100.2 1243
Government spending 4.1 3.0 14 46 1.8 31 0.6 1.3 1.6
Exports of goods and services 2.6 1.7 1.6 5.1 1.6 2.0 -0.8 0.3 15
Imports of goods and services 1.7 3.7 341 22 6.1 6.9 2.2 3.0 3.0
Domestic final sales contribution 2.3 25 1.8 3.6 25 2.7 1.0 1.3 1.9
Inventories contribution 04 0.2 0.2 0.5 -04 0.8 04 0.1 04
Net trade contribution 0.6 0.3 -0.2 0.3 -0.7 0.7 0.4 -0.4 -0.3
Consumer prices (%oya) 4.1 3.0 24 3.2 3.2 3.2 2.9 2.9 25
Excluding food and energy (%oya) 48 34 25 40 3.8 34 3.2 3.0 2.6
Core PCE deflator (%oya) 4.1 2.7 2.2 32 2.9 2.7 2.7 2.7 2.3
Federal budget balance (% of GDP, FY) -6.2 6.7 -6.2
Personal saving rate (%) 45 3.6 41 37 3.8 35 3.6 37 3.8
Unemployment rate (%) 3.6 4.0 42 3/ 3.8 4.0 41 4.2 42
Industrial production, manufacturing -0.5 0.0 0.9 14 -1.3 34 04 0.3 1.0
Euro area
Real GDP 0.6 0.8 1.1 -0.2 13 15 1.0 1.0 1.0
Private consumption 0.6 12 1.2 0.7 0.7 20 2.0 1.3 1.0
Capital investment 15 -0.7 14 34 -5.9 -0.3 0.5 1.3 1.8
Government consumption 1.0 1.0 0.6 23 0.1 0.3 0.5 0.5 0.8
Exports of goods and services -0.6 13 23 0.8 5.6 2.0 2.0 2.0 25
Imports of goods and services -1.2 0.0 2.3 2.3 -1.3 20 2.0 2.0 25
Domestic final sales contribution 0.8 0.7 1.1 1.6 -1.0 1.1 1.3 1.0 1.1
Inventories contribution -0.5 -0.6 -0.1 -1.2 -1.3 0.3 0.4 -0.1 -0.2
Net trade contribution 0.3 0.7 0.1 -0.6 35 041 0.1 0.1 0.1
Consumer prices (HICP, %oya) 54 25 2.0 2.7 2.6 25 2.3 25 22
ex food, alcohol and energy 49 29 23 3.7 31 28 2.7 29 2.7
General govt. budget balance (% of GDP, FY) -3.2 -2.8 -2.7
Unemployment rate (%) 6.6 6.4 6.4 6.5 6.5 6.4 6.4 6.4 6.4
Industrial production 22 22 15 0.7 -3.6 1.0 0.0 1.0 2.0
Japan
Real GDP 1.8 0.1 0.7 04 -1.8 15 1.0 0.8 0.6
Private consumption 0.6 -1 0.6 -14 -2.9 0.5 0.6 0.6 0.6
Business investment 1.9 14 1.7 7.8 1.7 3.0 2.0 2.0 2.0
Residential construction 1.1 -3.3 0.5 5.4 9.7 0.5 0.5 0.5 0.5
Public investment 3.0 3.2 -0.2 -0.7 12.5 0.0 -0.5 -0.5 0.0
Government consumption 0.5 -0.7 -14 04 0.6 -2.0 -2.0 -2.0 -1.0
Exports of goods and services 32 0.6 2.7 116 -19.0 10.0 6.0 4.0 1.0
Imports of goods and services -14 -0.8 19 7.3 -12.7 7.0 3.0 2.0 1.2
Domestic final sales contribution 0.9 -0.5 0.3 0.1 -1.5 0.3 0.2 0.2 04
Inventories contribution 0.0 0.1 0.3 0.6 1.3 0.6 0.2 0.2 0.2
Net trade contribution 0.9 0.3 0.2 0.9 -1.6 0.6 0.6 0.4 0.0
Consumer prices (%oya) 3.3 2.6 29 29 25 2.6 2.8 2.6 35
ex food and energy 2.6 2.2 22 28 25 1.9 2.0 24 24
General govt. net lending (% of GDP, CY) -6.2 -7.3 -6.2
Unemployment rate (%) 2.6 24 24 25 25 24 24 24 24
Industrial production -14 -14 2.3 45 -19.0 16.8 35 1.2 1.0
Memo: Global industrial production 0.4 1.1 21 1.6 0.2 24 22 1.8 22
%oya 1.0 0.6 1.1 14 15 2.1

Source: Government agencies and J.P. Morgan Global Economics. Details on request.
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Global Central Bank Watch

Official Current  4-grtr change (bp) Forecast Forecast (%pa)
—_— Last change Next mtg

rate rate (%pa) Last Next next change Sep24 Dec24 Mar25 Jun25 Sep25

Global 5.08 50 -64 4.95 473 4.44 4.15 3.89
excluding US 492 72 -60 482 462 431 4.01 3.74
Developed 4.47 7 -66 4.26 4.05 3.80 3.52 3.24
Emerging 5.96 1M1 -62 5.92 5.71 5.34 5.04 4.82
Latin America 10.13 219 -65 9.91 9.67 9.48 9.32 9.09
EMEA EM 18.05 949 -263 18.00 1710 1542 1371 1242
EM Asia 281 9 -20 2.81 2.74 2.62 2.58 2,57
The Americas 6.05 -13 -7 5.81 5.54 5.28 5.05 4.82
United States Fed funds 5.50 25 -75 26 Jul 23 (+25bp)  31Jul 24 Sep 24 (-25bp) 5.25 5.00 4.75 450 425
Canada OIN rate 4.50 -50 -125 24 Jul24 (-25bp) 4 Sep 24 Sep 24 (-25bp) 425 3.75 3.25 3.00 3.00
Brazil SELIC ON 10.50 -325 0 8 May 24 (-25bp) 31 Jul 24 On hold 1050 1050 1050 10.50  10.50
Mexico Repo rate 11.00 21 <75 21Mar24(-25bp) 8 Aug24 Aug 24 (-25bp) 10.75 1050 1025  10.00 9.50
Chile Disc rate 5.75 -550 -25 18 Jun 24 (-25bp)  31Jul24 17 Dec 24 (-25bp) 5.75 5.50 5.50 5.25 5.00
Colombia Repo rate 11.25 -200 =375  28Jun24 (-50bp)  31Jul24 31 Jul 24 (-50bp) 10.00 8.50 7.50 7.00 6.50
Peru Reference 5.75 -200 -125  9May 24 (-25bp) 8 Aug 24 8 Aug 24 (-25bp) 5.25 5.00 450 4.25 4.25
Europe/Africa 7.29 241 -119 7.09 6.69 6.10 5.36 4.71
Euro area Depo rate 3.75 25 -75 6Jun 24 (-25bp) 12 Sep 24 Sep 24 (-25bp) 3.50 3125) 3.00 2.50 2.00
United Kingdom Bank rate 5.25 25 -75 3 Aug 23 (+25bp)  1Aug24 Aug 24 (-25bp) 5.00 475 450 4.25 4.00
Norway Dep rate 4.50 75 -50 14 Dec 23 (+25bp) 15Aug24 19 Dec 24 (-25bp) 4.50 4.25 4.00 3.50 3.25
Sweden Repo rate 3.75 0 -125  8May24 (-25bp) 20 Aug24 20 Aug 24 (-25bp) 3.25 3.00 2.50 2.25 2.00
Czech Republic 2-wk repo 4.75 -225 -75 27 Jun 24 (-50bp) 1 Aug 24 Aug 24 (-25bp) 4.25 4.00 4.00 4.00 4.00
Hungary Base rate 6.75 -625 -75 23 Jul 24 (-25bp) 27 Aug 24 Sep 24 (-25bp) 6.50 6.25 6.00 5.50 5.00
Israel Base rate 450 -25 -50 1Jan 24 (-25bp) 28 Aug 24 Nov 24 (-25bp) 450 4.25 4.00 4,00 4.00
Poland 7-day interv 5.75 -100 0 6 Sep 23 (-75bp) 4 Sep 24 May 25 (-25bp) 5.75 5.75 5.75 5.50 5.25
Romania Base rate 6.75 -25 -25 5 Jul 24 (-25bp) 7 Aug 24 8 Nov 24 (-25bp) 6.75 6.50 6.50 6.25 o0
Russia Key pol rate 18.00 1050 200 26 Jul 24 (+200bp) 13 Sep 24 1Q 25 (-100bp) 1800 18.00 16.00 14.00 13.00
South Africa Repo rate 8.25 0 -75  25May 23 (+50bp) 19 Sep 24 Sep 24 (-25bp) 8.00 7.75 7.50 725 7.25
Turkey 1-wk repo 50.00 3500 -1000 21 Mar 24 (+500bp) 20 Aug 24 21 Nov 24 (-250bp) 50.00 4500 40.00 3500 30.00
AsialPacific 2.56 -4 -13 2.58 2.55 243 242 240
Australia Cash rate 4.35 25 -25 7 Nov 23 (+25bp) 6 Aug 24 Feb 25 (-25bp) 4.35 4.35 4.10 3.85 3.60
New Zealand Cash rate 5.50 0 -100 24 May 23 (+50bp) 14 Aug 24 Aug 24 (-25bp) 5.25 475 450 4.00 3.75
Japan Polrate IOER" .10 15 40 19 Mar24 (+20bp)  31Jul24 3Q 24 (+15bp) 025 050 050 075 075
Hong Kong Disc. wndw 5.75 -550 -75 26 Jul 23 (+25bp) - Sep 24 (-25bp) 5.50 5.25 5.00 4.75 4.50
China 7-day rev repo 1.70 -20 -10 22 Jul 24 (-10bp) - 1Q 25 (-10bp) 1.70 1.70 1.60 1.60 1.60
Korea Base rate 3.50 0 -25 13 Jan 23 (+25bp) 22 Aug 24 4Q 24 (-25bp) 3.50 3.25 3.25 3.00 3.00
Indonesia BIRRR 6.25 50 -50 24 Apr24 (+25bp) 21 Aug 24 4Q 24 (-25bp) 6.25 6.00 5.75 N5 ON/o)
India Repo rate* 6.50 0 -50 8 Feb 23 (+25bp) 8 Aug 24 Dec 24 (-25bp) 6.50 6.25 6.00 6.00 6.00
Malaysia OIN rate 3.00 -300 0 3 May 23 (+25bp)  5Sep 24 On hold 3.00 3.00 3.00 3.00 3.00
Philippines Rev repo 6.50 25 <75 26 0ct23 (+25bp) 15 Aug 24 4Q 24 (-25bp) 6.50 6.00 5.75 5.00 475
Thailand 1-day repo 2.50 50 -25 27 Sep 23 (+25bp) 21 Aug 24 1Q 25 (-25bp) 2.50 2.50 225 2.00 2.00
Taiwan Official disc. 2.00 13 0 21 Mar24 (+12.5bp) 19 Sep 24 On hold 2.00 2.00 2.00 2.00 2.00

Source: J.P. Morgan. ' BoJ sets the policy rate on IOER (O/N) and targets 10-year JGB yields as policy guidance

Bold denotes move since last GDW and forecast changes. Underline denotes policy meeting during upcoming week. Aggregates are GDP-weighted averages.
Any long-form nomenclature for references to China; Hong Kong; and Taiwan within this research material is Mainland China;

Hong Kong SAR (China) and Taiwan (China).
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NLP of central bank speak Real policy rates

* BoC’s Macklem (HDS: -12, trailing 5-speech avg: 0) Figure 3: Real policy rate and neutral: forecast for 4Q24

e BoC Statement (HDS: -4, trailing 5-speech avg: +6) %p.a. less %oya core CPI
. .- 7.5 1 .
e ECB’s Guindos (HDS: +13, trailing 5-speech avg: +3) Real rate forecast (current policy rate less CPI forecast)
5.5 1 ® Neutral
°
3590 o @ B
Table 1: Hawk-Dove Scores 15 4 o o ° o
3m mov avg; -100 (Dovish) to +100 (Hawkish) o = 200° oo dls e
Change over period -0.5 4 o
Current 1m 3m 6m 25
FRB 13.8 2.0 04 16 gggégﬁggggﬁgg‘ggég_g%ggg;i
ECB 5.1 1.0 34 0.6 E =° bo T TeES
' . ’ : Source: J.P. Morgan Global Economics. US uses core PCE forecast.
BoE 166 NG 31 1.7
BoJ 9.3 14 37 5.5
RBA 231 42 6.1 0.0
BoC 40 22 462 SN  J.P. Morgan forecasts vs. market
Norges Bank 272 0.0 21 4.0
Riksbank 16.0 14 76 0.7 Policy Rate: J.P. Morgan and Market
Source: J.P. Morgan Basis point change from current
Current End 3Q24 End 4Q24 End 2Q25 End 4Q25
: %pa | JPM_ JPM-MKt| JPM_ JPM-Mki| JPM JPM-MKki| JPM JPM-MKi]
For a primer on our NLP model, see methodology report. R R e A R
Developed 447 | 20 1 -42 9 -04 11 -135 -1
JP.M f t luti us 550 | -25 1 -50 16 | <100 32 | -150 18
F. Nlorgan rorecasts evolution EMU 375 | 25 -1 -50 4 25 A7 | 75 40
g Japan 010 | 15 2 40 15 65 26 90 40
UK 525 | -25 4 -50 -1 -100 1 150  -16
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Figure 1: J.P. Morgan policy rate forecast revision index, DM Sweden 375 | -50 7 75 6 450 -9 | 175 -1
Bp; cum. rolling revision over 12 months to year-ahead rate forecast ij;argﬁa igg '%5 :; ‘35 '_212 '_14590 :gg '_19590 jé
125 - New Zealand 550 | -25 2 75 -6 -150 18 | -200 1
us Emerging 584 | 8 38 | 42 29 | 79 4 | 113 4
100 1
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504 —m@™ @0 .. p—=—=lee—-. EM Asia 186 | 0 0 2 2 12 2 -14 -6
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-50 4 UK Korea 350 | 0 1 | 25 16 | 0 6 | 75 15
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- - . . & 7 Taiwan 200 | 0 6 0 -16 0 -20 0 19
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Source: J.P. Morgan Global Economics EMEA EM 1859 | 82 |ESASHN -14 |NE2640N| -385 [ME205MM| -578 [E2560M
Czechia 475 | 50 -8 75 3 75 49 -75 26
. . L Israel 450 | 0 16 25 8 -50 15 -50 35
Figure 2: J.P. Morgan policy rate forecast revision index, EM Poland 575 | 0 -3 0 8 25 49 | 75 16
) . - . Romania 675 | 0 25 - 50 - -125
Bp; cum. rolling revision over 12 months to year-ahead rate forecast; both scales Russia 1600 | 200 |ESEEN 200 EEESSE 200 WEESSZE -400
60 - . Lo r 450 South Africa 825 | -25 3 -50 6 -100 2 00 12
Low yield High yield Turkey 5000 | 0 27 | 500 [72977| 1500 49| -2000 [SEN
40 - ex China L 300 LATAM 1043 | -21 -51 -45 -83 80 114 | 124 137
D — Brazil 1050 | 0 -38 0 -100 0 -168 0 72
Chile 575 | 0 22 -25 16 -50 34 | -100 -4
20 + _ﬁ——‘ - 150 Colombia M25 | 425 48 | 275 | 82 | 425 | 121 | -500 (g8
Mexico 11.00 | -25 -10 -50 7 -100 10 | 200 31
0 %% — — 0 Peru 575 | -50 - 75 - -150 - -150 -
——— L_l"_' China - indicates market-based policy rate forecast is unavailable. Market-based forecast data are lagged 1-2 days.
20 ]  TT===== “ — - - - - r==="1L 150 FRIis Forecast Revision Index, the bp cumulative revision to rolling year-ahead policy rate forecast
- ‘.- ————— 1 Pm——--- -' - Real rate defined as policy rate less %oya core inflation.
[ T ] Source: J.P. Morgan Global Economics. The long-form nomenclature for China, Hong Kong, and Taiwan is Mainland China, Hong Kong
-40 + + + + -300 SAR (China), and Taiwan (China).
Jul 23 Oct 23 Jan 24 Apr 24 Jul 24 . . .
Source: J.P. Morgan Global Economics For additional detail, see our full policy rate QED report.
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Economic Activity Tracking

See here for a real-time snapshot and methodology reports.

e Our estimate for 2Q24 global real GDP growth rose
0.2%-pt this week to 2.0%ar (Figure 1), while the top-

down global nowcaster for 2Q moved sideways at 2.4%sar.

The nowecaster is tracking 3Q growth at 2.3%ar (Table 2).

e About 15% of the economies we track have seen data sur-
prise stronger over the past 30 days. The nowcaster
implies upside risk to 2Q growth in a little over half of
these economies (Figure 2).

e Our CapexNow model suggests an acceleration in capex

growth from 2.4%ar in 1Q24 to 2.9%ar in 2Q24 (Table 4).

o This week’s data were headlined by the DM July flash
PMIs. The all-industry PMI aligns with our forecast for
2H24 DM growth, but a slide in both manufacturing and
the Euro area challenges what had looked like a conver-
gence in growth gaps. Meanwhile, global core inflation
looks to have cooled further in June, led by US services.

Figure 1: J.P. Morgan global GDP
% change saar; forecast by date made, black line shows potential growth
3.6 -

32 - oo 1024

/

28 - 7 4Q23
24 4 M =

2.0 1 ]‘_.--MQJ;:-\

16 R S 2024
1.2 . . . .
Jul 3,22 Jan7,23  Jul1523  Jan19,24  Jul26,24

Source: J.P. Morgan Global Economics

GDP nowcaster

Table 1: J.P. Morgan global aggregates
%ch, sa (ar for grt). PMIs are levels. Confidence is std.dev from 2010-19 avg

2Q24 3Q24 Jun24  Jul24  Aug24 Sep24

PMI, mfg 52.2 52.3 52.3 52.4 52.3 52.3
PMI, serv 53.3 53.2 53.1 53.1 53.2 588
IP 2.1 1.3 0.0 0.1 0.0 0.2
Retail sales -1.0 3.0 0.1 0.2 0.2 0.2
Auto sales 23.1 7.0 22 0.5 -0.3 0.0
G-3 cap. ship. 0.1 0.5 0.1 0.0 0.0 0.0
G-3 cap. orders 25 0.8 0.2 -0.1 0.1 0.2
Cap. exports 11.0 5.1 -0.1 0.8 0.4 0.5
Bus conf 0.7 0.5 0.7 -0.6 0.5 0.4
Cons conf -0.1 -0.1 0.1 -0.1 -0.1 0.1
Nowcast (ar) 24 2.3 21 2.3 2.3 25

Source: J.P. Morgan Global Economics, S&P Global, and national statistical agencies. Note.
Shaded values show forecasts computed by the Kalman filter estimates from the dynamic factor
model. Underlined values are our estimates based on available data and our judgment.
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Figure 2: GDP nowcaster: risk bias for 2Q24 vs data surprises
Data surprise (+stronger, -weaker): 30-day chg in NRI
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Source: JPM Global Economics  Risk bias (+ upside, -downside): Nowcast less fcst

Table 2: Real GDP
%q/q, saar. Underline indicates J.P. Morgan forecast.

2Q24 3Q24
ActuallFest Nowcast Forecast Nowcast
Global 2.0 24 2.0 23
Weighted Avg* 1.8 2.4 1.8 29
Developed* 2.2 14 1.0 11
us 28 2.0 1.0 1.8
EMU 1.5 0.1 1.0 0.1
UK 2.0 1.2 1.0 1.6
Canada 0.7 2.0 1.0 15
Japan 15 2.7 1.0 0.8
Emerging* 1.3 41 3.2 5.8
EM Asia* 1.0 5.0 39 74
China 1.0 5.2 4.0 7.9
Korea -0.9 2.8 4.0 36
Taiwan 45 33 2.6 39
Singapore 1.0 5.0 1.0 44
Latam* 1.9 1.5 24 2.0
Brazil 25 33 3.0 31
Mexico 2.0 0.6 1.7 0.8
Argentina 0.5 -3.3 2.0 0.0
Chile -2.3 -1.1 35 31
Colombia 34 7.8 0.0 2.0
Peru 4.0 7.6 45 37
EMEA EM* 1.9 29 1.0 3.0
Poland 4.0 36 5.0 33
Hungary 13 36 1.7 14
Czech Rep. 22 -0.3 25 0.7
Romania 6.1 4.1 53 29
Russia 1.7 45 0.7 36
Tirkiye -04 0.9 -4.0 3.2
South Africa 1.8 24 1.7 0.8

Source: J.P. Morgan Global Economics. * Aggregates are GDP weighted averages of constitu-
ents.The long-form nomenclature for references to China and Taiwan is Mainland China and Tai-
wan (China).
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J.P. Morgan Forecast Tracking

Table 3: Change in forecast revision indexes
%-pt revision to rolling year-ahead outlook over 13 weeks

GDP Inflation Core inflation Policy rate
Global -0.1 -0.1 0.0 0.2
DM 0.1 0.1 0.1 0.2
us 0.0 0.3 0.2 0.3
Euro area 0.3 0.3 0.3 05
UK 0.5 0.5 0.6 0.0
Japan 08 12 03 0.0
EM -0.3 0.3 0.0 0.3
EM Asia 0.4 -0.5 0.3 0.1
M. China 07 0.7 0.2 0.1
Korea 0.2 -0.3 0.0 0.0
Taiwan 03 02 0.1 \ 0.0
India 0.5 -0.5 -1.0 0.0
LatAm 0.2 04 0.2 0.5
Brazil | 05 05 05 05
Mexico 0.1 0.2 -0.2 08
Chile 0.4 0.3 0.5 0.3
Colombia 0.1 s 0.0 03
EM EMEA -0.1 03 0.9 0.9
CE4 0.0 -0.4 -0.5 0.2
Russia 0.1 14
Tiirkiye 0.2 -1.0 0.5 0.0
South Africa -0.2 -0.5 0.0 0.0

Source: JPM Global Economics. The long-form nomenclature for China and Taiwan is: Mainland China and Taiwan.

Figure 3: J.P. Morgan global core CPI forecast
%qlq, saar; forecast by date made
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US recession probabilities

Figure 4: One-year recession probabilities since 1995
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Capex nowcaster

Table 4: Global capex nowcaster
%ch, saar. PMIs are levels.* Monthly are not annualized.

1024 2Q24 Mar24 Apr24 May24 Jun24 Jul24

Inv. goods PMI 504 50.0 518 491 514 49.5 49.8

gj‘&ﬁég“ds 144 110 29 35 04 00 07
Capital goods IP 02 26 0.1 0.4 -0.2 -0.2 -04
G-3 shipments 07 -05 07 0.1 -0.3 -0.4 0.1
Nowcast* 24 29 0.4 0.1 04 0.1 0.1

Source: S&P Global, JPM. Forecasts shaded. Tracking months underlined.

Figure 5: Global capex, actual and nowcaster
%chg saar. Actual thru 1Q24; Nowcast thru 2Q24.
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Source: J.P. Morgan Global Economics. Details on request.

Global consumption tracking

Figure 6: Global consumer spending
%3m, saar, both scales; dashed is global ex. China
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Figure 7: US retail sales control, Census and Chase Card Nowcaster
%m/m, sa; Chase Card Tracker is a model-fit with latest monthly forecast
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Source: Census Bureau, J.P. Morgan

Click here for disclaimers and methodology for Chase Card Tracker data.
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Global

2H24 disinflation: Partial and partial to the US, 19Jul24

Shipping cost surge points to firming goods CPI, 19Jul24

A midyear performance review of DM consumers, 19Jul24

IMF surcharges: Some (limited) feeling of relief, 12Jul24

EU-China trade tension is sectoral, not general, 5Jul24

The pushback on policy to limit climate change, 21Jun24

EM Edge: A mixed balance (of payments), 21Jun24

Can't buy me love: A vibe check on G-4 consumers, 17May24
Riders on the storm: Debt servicing unfazed by high rates, 19Apr24
EM Edge financing: Resilience isn't only Fed dependent, 19Apr24

United States and Canada

US: Oh no Mr. Bill—the first Sahm rule was triggered, 19Jul24
US: Economic policy implications of the election, 28Jun24

US: Looking at both sides of the interest income ledger, 6Jun24
US: Minding the Ps and Qs of FCls, 30May24

US: Will the real current account deficit please stand up, 17May24
US: The newfound business dynamism, 26Apr24

Western Europe

Euro area: Fiscal rules imply modest 2025 tightening, 12Jul24
France: Politics in a hung parliament, 12Jul24

UK: Exploring Labour’s subtle Plan B, 5Jul24

EU elections: centrist majority but French wildcard, 28Jun24
German fiscal debate remains cautious, 21Jun24

Sweden: No recession, but still an underperformer, 21Jun24
ECB staff forecast: 2% target still broadly on track, 13Jun24
BoE: Reasons not to stop active gilt sales, 7Jun24

ECB challenged by inflation data, less so by the Fed, 3May24
EU: Parliamentary elections unlikely to move the needle, 3May24
BoE: The challenge of sustaining inflation at 2%, 3May24
German growth is lifting, but it's still complicated, 26Apr24

Central Europe, Middle East, and Africa

SSA: Inflation persistence will delay monetary easing, 12Jul24
Africa: Leaving stress behind, 6Jun24

Saudi liquidity: Dry with a chance of rain, 30May24

Tdrkiye: Still overheated, but set to cool, 17May24

Eqgypt: The quest for NFA stability, 17May24

West Africa: Cocoa is the new oil, 10May24

Egypt: Back from the brink, 3May24

SSA focus: Mounting El Nifio pressures, 19Apr24

Japan

Japan'’s liquidity turn, 5Jul24
Japan: BoJ to choose the lesser of two evils, 10May24

Non-Japan Asia and Pacific
Australia: Job ad-justments, 19Jul24

RBA: Spinning plates, 5Jul24
Australian inflation: How far from home? 28Jun24

China: No fireworks from the 3rd Plenum, 28Jun24

Korea: A Festina Lente strategy for adjusting stance, 28Jun24
Australia: Greater goods, 21Jun24

India’s BoP: Transformations, evolutions, blind spots, 1Jun24
Australian labor market: Counting the hours, 30May24
Australian inflation: Great expectations, 17May24

Australian consumers: deeper pockets, 10May24

Hong Kong's prospects as a financial center, 10May24
China: The future of the housing market, 3May24

Korea: A reality check on private consumption, 3May24

New Zealand: Potential revisions, 26Apr24

Tariffs and friendshoring: US-M-C-A trade flows, 26Apr24

Latin America

Connecting Brazil's fiscal-monetary dots, 19Jul24

Mexico: The GDP-domestic demand divide, 12Jul24

Brazil: Social security spending again in the spotlight, 5Jul24
Mexico: Inflation slows toward a higher average, 28Jun24
Argentina: The flipside of BCRA healing, 28Jun24

Brazil benefitted from the US-China trade war, 21Jun24
Chile’s shallower capital market: causes and effects, 11Jun24
Hints of higher potential growth in Brazil, 19Apr24

Andeans: On structural fiscal policy and r*, 19Apr24

Special Reports and Global Issues

Begin the begin: Gauging the coming global easing cycle, 24Jul24
Euro Area: the challenge of reducing debt ratios, 17Jul14

China: Back to trend-growth in 2H: 2024 mid-year outlook, 3Jul24
Listen up: Upgrading J.P.Morgan’s central bank NLP machine, 2Jul24
Normal is as normal does: 2024 Mid-Year Global Outlook, 1Jul24
Japan: A return to positive interest rates, Mid-year 2024 outlook, 20Jun24
Mexico: The post-election challenges, 30May24

Ten questions about China in 2024, 3Jan24

India in 2024: Growth, Stability, Duality, 7Dec23

Japan 2024 Economic Outlook: Opening Pandora's Box, 5Dec23
New Zealand: 2024 Economic Outlook, 3Dec23

Western European Outlook 2024: Tepid growth at best, 30Nov23
Mexico 2024 outlook: Reckoning time, 30Nov23

Scandinavia outlook 2024: No high for longer, 30Nov23

EM Edge 2024 outlook: Edge versus Goliath, 29Nov23

EM Asia 2024 Year Ahead: Mind the gap, 28Nov23

Greater China 2024 outlook: The burdens of normality, 28Nov23

EM Edge 2024 outlook: David takes on Goliath, 24Nov23

EM economic outlook 2024: Sense and Sensibility, 22Nov23

| am not in love but I'm open to persuasion: Global outlook 2024, 21Nov23
Euro area outlook: Help is on the way, 21Nov23

Brazil 2024 outlook: Reaching higher ground, 21Nov23

UK 2024 outlook: the year of the frog, 21Nov23

EMEA EM year-ahead Outlook, 20Nov23

Australia 2024 Economic Outlook: Waiting for r* to fall, 20Nov23
2024 US Economic Outlook: Walk the line, 16Nov23

Note: Research notes listed have been published in GDW; Special Reports and Global Issues are stand-alone features, but may also have appeared in some form in GDW.
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J.P. Morgan Market Watch
Bonds

Bonds rallied this week. US yields have risen and the curve
has twisted steeper over the last two weeks, amid somewhat
stronger data. While we continue to think even shallower eas-
ing cycles are supportive of lower yields, we remain neutral
duration given markets are currently pricing in a faster-than-
quarterly pace of cuts over the near-term combined with the
ongoing yield curve inversion. We continue to hold 5s/30s as
a more strategic representation of our view, and continue to
recommend hedging near term risks with a beta-weighted
short in 2-year Treasuries

In the Euro area, the ECB stayed on hold without giving an
explicit signal for September, in line with a more data depen-
dent approach. Our economists continue to see a September
cut. We hold tactical longs in 5Y Germany, steepeners in
2Yx2Y/10Yx10Y EUR swaps, and a bias for a steeper
5Yx30Y German curve. In the UK, we continue to see a 25bp
cut by the BoE at the August meeting, but see it as a close
call. We hold long Sep24 MPC OIS, 1Y/1Yx1Y SONIA
curve flatteners and long 5Yx5Y SONIA vs. SOFR. In
Japan, we expect the BoJ to hike policy rates and provide
greater clarity over the QT pace at the July meeting. We hold
5s/30s JGB curve steepeners.

In EM, US election uncertainty is holding back supportive
EM debt fundamentals, and we do not see a strong trend in
EM asset prices over the coming month. The two major driv-
ers - the business cycle versus the US election - likely mean a
trendless overall market. We stay neutral EM local bonds
overall. We remain OW India, Poland, Tiirkiye and Uruguay
and UW in Thailand and Chile (EMOS, Jul 25%).

Credit

US HG spreads pressured by earnings and supply but
cushioned by yields. Spreads reached their widest level in
nearly a month but the range overall has been narrow at 103-
107bp. Supply MTD has reached $103bn suggesting a total
well above the historical $90bn average. Despite these supply
pressures, a move higher in rates has helped offset the nega-
tive impacts on spreads. Yields continue to be the primary
driver of spreads, and the increase in yields has helped blunt
the potentially negative impacts of heavy supply and equity
market weakness. A steeper UST curve and lower yields
would likely drive steeper spread curves, as higher yields
across the UST curve have contributed to flat spread curves
over the past few quarters (CMOS, Jul 26™).

Euro IG ratings drift was slightly positive in the 2Q24.
However, the average rating on the benchmark was flat as
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these upgrades were offset by composition effects from low-
er-rated new issuance. HY ratings drift re-accelerated after
moderating for three consecutive quarters. Loan ratings con-
tinue to deteriorate but at a slower pace than previously
(European Credit Ratings Watch, Jul 23™). Earnings season is
off to a shaky start, in our view, with a number of significant
earnings misses and guidance downgrades in consumer facing
sectors, together with several warnings over weak Chinese
demand and trade barrier risk (European Credit Weekly, Jul
26™M).

Figure 1: Year-to-date returns
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Revisiting seasonality in Euro HY. Seasonal patterns point
to diminishing gains over the coming two months. August has
typically delivered small positive total returns, but disappoint-
ing credit returns. September has the worst track record over
the past 20 years on a number of metrics we track. The best
two-month periods to own euro HY have been Dec-Jan and
Mar-Apr, with 80-85% success rates and strong average and
median returns. May-Jun has only delivered positive total and
excess returns half the time over the long-run (High Yield

Talking Points, Jul 24™).

Currencies

Yen-maggedon. The 5%+ intra-month rally in the Yen ranks
among the most extreme in two decades. Acute Yen strength
on this scale tends to peter out fairly quickly, though old Yen
lows are not easily revisited. The convulsion in carry resem-
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bles typical risk bearish August seasonality pulled forward.
Yen contagion to other funding currencies is most plausible
for CHF, and least for CNY.

Trade Recommendations: Neutral on JPY but keep risk-off/
deleveraging exposure by virtue of long-USD & short NZD.
Take profit on long AUD/NZD but stay short NZD/USD. Sell
EUR/CHF on disappointing EU cyclicals and potential fur-
ther deleveraging of CHF shorts. Short EUR vs USD & NOK.
We stay MW in EM FX which is likely held back in 2H24 by
US elections, even as macro backdrop has improved with Fed
likely to cut in Sept. Favour idiosyncratic carry stories and
currencies with attractive valuations (EXMW, Jul 26™).

Commodities

The question of remaining US shale oil reserves has been
gaining traction since 2023. We estimate current reserve lev-
els are not a limiting factor for future production growth.
They are, however, price-dependent. $70 WTI represents a
price at which there are sufficient reserves to grow production
to a peak of 14.3 mbd, after which it plateaus. $80, $90 and
$100 WTI prices unlock additional economic reserves to sup-
port growth well into the next decade (Qil Markets Weekly,
Jul 25"). Global oil demand is tracking 1.7 mbd growth in
July. Global o0il demand remains in line with our published
estimates, with US total oil demand tracking stronger-than-
anticipated for July. However, jet fuel demand softened since
July 19 on account of global IT outages with the recovery
likely to take time as airlines struggle to normalize opera-
tions. Reported visible OECD commercial oil stocks (US,
Europe, Japan, and Singapore), drew by 15 mb in the third
week of July, driven by an 18 mb draw in crude while product
inventories built by 3 mb (Qil Demand Tracker, Jul 24™).

We maintain our multi-year bullish outlook on gold and
silver. Year ahead gold & silver price targets raised to $2,800/
oz & $36/0z, respectively. Structurally bullish factors includ-
ing US fiscal deficit concerns, central bank reserve diversifi-
cation amid de-dollarization, inflation hedging, and
simmering geopolitical risk. Our focus for the driver of the
next legs higher in gold remains fixed primarily on stronger
inflows from the investor community, where holdings inclu-
sive of ETF ounces still remain around 20% lower than the
recent peak. Silver has underperformed gold recently amid
broader selling pressure across industrial metals. We continue
to see a persistent deficit silver market driven by continued
solar demand growth (Metals Weekly, Jul 24™).

Global commodity market inflows reach a YTD high. The
estimated value of open interest across global commodity
markets declined after oil prices sold off, and base metals
markets experienced price and contract-flow driven losses.
Global commodity market inflows reached a 2024 YTD high.
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Net inflows seen into crude oil, gold market and ags markets
while base metals saw outflows. The energy markets declined
primarily due to crude oil and petroleum products. Inflows
into gold markets continued to dominate aggregate inflows
across the broader precious metals complex. Across base met-
als markets, there were significant contract outflows seen last
week lead by copper. Global agricultural market decreased
but saw contract-based inflows largely concentrated in cocoa,
soybean and products markets. Price momentum generally
declined across all markets over the week (Commodity Mar-
ket Positioning & Flows, Jul 22",

JPM Forecasts

Rates Current Sep-#4 Dec-24 Mar-25 Jun-25
US (SOFR) 535 510 485 450 435
1lyear yiclds 4.0 430 415 405 390
Eurc area (depo) 375 350 325 3.00 250
1l-year yiskds 241 240 22 210 200
kaly-Germany 10 {bp) 136 150 160 160 160
Spam-Garmany 10Y (&g) a3 E) 8 75 75
United Kmngdom {repo) 525 5.00 475 450 4325
10year yiclds 4.10 410 3485 385 Sl
Japan (call raie) 010 0.25 050 0.50 075
1l-year yislds 1.06 1.20 145 145 160
EM Lecal {(GBHEM yicld) 649 610 5.76
Currencies: Current Sep-24 Dec-24 Mar-23 Jun-23
JPM USD index 1137 1344 1327 131 1306
EUR/USD 1.09 1.05 1.08 1.12 1.12
USDiJPY 1 157 158 155 1
GBP/USD 12 1.25 1.3 135 135
AUD/USD 0.56 0.69 058 068 058
UISDICNY 125 13 173 725 12
USDVKRW 134 1385 1325 1320 1320
LISDMMXN 18.44 18 17.75 175 17.5
USDVBRL 566 525 32 51 3.1
USDVTRY 3284 B Bs s s
USIVZAR 18 178 17.65 74 17.25
Commaodities Current Sep-24 Dec-24 Mar-23 Jun-2§
Brent ($/bbl, gt end) a1 8 a5 7 73
WTI {$/00, g end) i 24 81 75 (]
Gold ($loz, gir avg) 2,384 2,530 2,650 2,700 2,750
Copper ($on, g avg) 9,040 9,800 10,400 10,700 11,000
Aluminum ($ifion, gir awg) 278 2470 2,560 2,850 2,750
ron ore {USS$idt, qF avg) 106 110 110 110 110
Wheat (3o, o avg) 52 T3 T3 70 6.8
Soybeans ($/bu, g avg) 103 125 12.0 120 125
Credit Current Dec-24
US High Grade (bp ower UST)  JPM JULI 108 10
Euro High Grade (bp over Bunds iBoxoc HG 124 120
US High Yield (bp vs. UST)  JPMHY 3 o
Euro High Yield (bp over Bunds) iBoooc HY 358 ETE]
EM Sovereigns (bp we. UST)  JPM EMEIGD 383 400

EM Comporaies [bp vs, UST)  JPM CEMBI 2% 0

Source: J.P. Morgan
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EM Edge: The FDI recipe

o FDI is a key source of financing with clear positive
spillovers spreading through the economy

e In the EM Edge group several countries are able to
manage CA pressures thanks to large FDI...

o ..but others saw the consequences of not enough FDI
inflows as international financial conditions were tight

o Good macro policies and a supportive business envi-
ronment are key to boost investment

Positive impacts of FDI to a receiving economy run from
extra growth and employment through to additional know-
how and productive capacity. From a BOP standpoint, FDI is
the most sough-after source of financing for countries running
a current account (CA) deficit. FDI tends to be sticky and can
reduce trade imbalances by increasing local production, hence
reducing imports or increasing exports. In the EM Edge
group, FDI flows range from large receivers such as Mongo-
lia and Serbia, to large suppliers such as the oil exporters
(Figure 1).

Figure 1: Net FDI inflows in EM Edge
as % of GDP
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The importance of a balanced broad CA

We focus on broad current account balances to highlight
potential sources of pressure on exchange rates and FX buf-
fers. As an example, Serbia reported an average current and
capital account deficit (including errors and omission) of
about 4.4% of GDP in the last three years. This is similar to
what has been seen in Kenya and Egypt. However, Serbia’s
large deficit was actually driven (and covered) by FDI
inflows. For the two African countries the CAD was instead
driven by domestic demand unmatched by FDI flows. As a
direct consequence, pressures on reserves and exchange rate
have been diametrically opposed. Several countries in the EM
Edge have recently not been able to finance CAD with FDI
flows (Figure 2), forcing them to attract flows from different
sources. As international markets have been recently “closed”
or just too expensive, they often relied on multilateral and
bilateral support or they were forced to deplete reserves or to
impose harsh FX restrictions.
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Previously, we looked at BOP dynamics highlighting the
struggle of several EM Edge countries to attract enough FDI.
The difficulties were clear in Africa Edge with a net inflow of
less than 1% of GDP while Latam, Europe, and Asia received
between 2% and 3% of GDP despite differentiations between
countries. Here we investigate the qualitative and quantitative
drivers behind FDI stocks and flows.

Figure 2: EM Edge net FDI inflows and broad CA deficit* - 2021-23 avg
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Source: IMF, local sources, J.P. Morgan - Figure exclude GCC, Mongolia, Azerbaijan
* Current account + capital account + net errors and omissions

Domestic and global growth driving inflows

We run a panel analysis across countries to look at what
drives FDI inflows in EM Edge on a short-term basis. Due to
large differences in economic structure, we excluded GCC
countries focusing on frontier economies. Also, due to large
outliers due to one-off investments, we removed Azerbaijan
and Mongolia from the panel. After testing for several differ-
ent potential drivers, our results show that growth is the key
driver of FDI flows. Domestic growth is linked to profits of
international companies which tend to be re-invested and rep-
resent a large part of total FDI. Global growth points to
impact from the global business cycle.

Table 1: Drivers of FDI inflows as % of GDP in EM Edge frontier

Total Commaodity exporters  Commodity importers
Beta p-val Beta p-val Beta p-val
Constant 1.02 *** 0.67 *** 1.32
GDP real growth % 0.18 ** 0.12 *** 0.25 **
Global growth % (1 period lag) 0.37 *** 0.44 0.30 ***
1-period lag 0.12 ** 0.10 *** 0.15 ***
Adjusted R-squared 0.65 0.56 0.70

Source: J.P. Morgan - Cross-section fixed effects - 2007-23 data ex GCC, AZ, MN - *** <1%, ** 1-5%, * 5-10%

As the EM Edge group is not homogenous, the model was
tested on smaller groups. The model performs better for com-
modity importers with higher importance given to local
growth. The model for commodity exporters sees global
growth as not statistically significant, which might point to
investment in these countries being less driven by global
short-term shifts. We also tested the importance of inflation
but results were not satisfactory in this case. The same model
for the regional groups showed domestic growth and FDI
one-period lag being key in the regions, while global growth
was relevant mostly in Latam while not as much in the other
regions.
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Not much of “geography luck”

The panel is able to explain a large part of FDI flows vari-
ance. This is likely the reflection of broad stability and sticki-
ness of flows. Cross-section effects were included in the mod-
el as countries have their own characteristics which could
drive the level of flows. Indeed a model only including cross-
section effects could explain 52% by itself. Hence, it is worth
exploring further what drives these characteristics. To do so,
we removed cross-section effects from the model while test-
ing”ad-hoc” fixed regressors.

Being geographically close to big economies might be one of
the peculiarities worth testing. We created a variable looking
at the actual distance between countries weighted by GDP.
The best “proximity” is held by Serbia (59/100), being close
to large EU economies, with Uruguay (23/100) being the fur-
thest. Figure 3 shows a mild positive correlation between
proximity and FDI stock for EM economies, with a slightly
stronger one found for our EM Edge group. However, we
found that the mild correlation becomes irrelevant when look-
ing at flows and controlling for other variables.

Fi%gge 3: EM FDI stock and weighted geographical proximity*
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Policies key for non-commodity exporters

Overall, the new panel, which kept the same regressors and
added “ad-hoc” fixed effects, was able to retain a high
R-squared with no large shift for the beta of domestic growth
(Table 2). On the other hand, the introduction of other vari-
ables decreased the role of global growth, which remained
marginally significant only for commodity importers.

The new panel showed the importance of “governance”. We
built this variable using the World Bank Worldwide Gover-
nance Indicators. These present six indicators which tend to
be highly correlated, hence the decision to use a single aggre-
gate. Our “governance” indicator goes from zero to 100. In
2022, Uruguay was on top of the EM Edge group (score
71/100) while Nigeria closed the ranking (28/100). The mod-
el also recognizes the importance of education as we included
a variable for education (% of population with secondary edu-
cation). On the macro side, we tested average long-term infla-
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tion and volatility which could be seen as good proxy for
sound macro policies. The long-term average reported the
best result while volatility was not significant.

Both commodity exporters and importers models achieved a
satisfactory result, but differences between the two are large.
For importers, who cannot enjoy the same advantage of being
a home of key natural resources, it is clear that FDI flows are
much more related to sound policies and macro performance.
Low growth and high inflation hit FDI flows more marginally
in commodity-rich countries with governance and education
not significant. Commodity exporters offer products which
the international market needs, while importers need to boost
their competitive advantage through other channels. When
running the same exercise on the EM Edge regional groups
results are less satisfactory likely due to the sample shrinking
in size. However, governance appears to be a major factor in
our Europe Edge group with low inflation important in Asia
Edge.

As mentioned, geographical proximity does not appear rele-
vant reporting negligible betas and no statistical significance.
We might argue that this might be true for the entire EM Edge
group and subgroups, but still relevant for specific countries.
A clear example is Serbia where proximity, but also prospects
of joining the EU, has likely been a key FDI driver. Further-
more, we tested the model for importers including regional
dummies. The model points to negative betas with an under-
performance for Africa Edge group of about 0.9% of GDP
and a strong over-performance of Europe Edge (+2.1%).

Table 2: Drivers of FDI inflows as % of GDP in EM Edge frontier

Total Commodity exporters Commodity importers
Beta p-val Beta p-val Beta p-val

GDP real growth % 0.15 ** 0.09 ** 0.24 **

Global growth % (1 period lag) 0.07 0.09 0.11*

1-period lag 0.59 *** 0.63 ** 0.48 **
Governance 0.02 *** 0.02 0.04 ***
Secondary education (% pop) 0.01 ** 0.01 0.03 ***

LT CPlavg % -0.08 *** -0.04 * -0.28 **
Adjusted R-squared 0.61 0.50 0.70

Source: J.P. Morgan - 2007-23 data ex GCC, AZ, MN - *** <1%, ** 1-5%, * 5-10%

Sound policies could boost inflows

Sustainable balance of payments dynamics are key for the
EM countries and even more for frontier economies. Current
high interest rates expose more clearly how broad CAD pres-
sures and perennial deficits can generate harsh consequences.
In this context, attracting extra FDI could be easier, and less
economically impacting, than forcing a large swing in the
current account balance, as recent experiences in Egypt and
Pakistan have shown. A focus on sound macro policies target-
ed at a sustainable growth and at creating a supportive busi-
ness environment can open the door to higher investment in
the medium to longer term.
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Australia: Saving rate to
matter less for spending

o The low household saving rate disguises significant
equity injection into housing

e At this stage of the cycle, we expect low-saving house-
holds to spend income gains, and others to reduce
equity injection

o Saving rate dynamics are unlikely to constrain con-
sumption from here; the labour market will dictate
consumer performance

Australia’s household saving rate has dropped significantly
(Figure 1) as households attempt to smooth through the real
disposable income hit from higher interest rates, and inflation.
Taken at face value, this suggests limited scope to move down
further - or perhaps, a bias to rise - which could damage con-
sumption. However, in the details there is more to the story,
and in our view saving rate outcomes are not going to be at
the forefront for consumption dynamics in the coming quar-
ters.

Figure 1: Household saving rate and household cons per capita
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First, household disposable income is garnering some support
from tax cuts and (in real terms), subsidies and broader disin-
flation. Any given saving rate will then apply to a growing
base for after-tax real income. Second and more subtly, the
low aggregate saving rate for the nation as a whole reflects a
mix of outcomes across households, and across income
streams. At this time of the cycle for interest rates, inflation,
and housing, there are a number of dynamics which can lift
the saving rate without damaging real consumption, and con-
versely, redirect some saving into spending, without a fall in
saving rates.

Cashflow constraints binding for some...

Starting with the most straightforward piece of the story, a
low aggregate saving rate amid weak per capita spending
growth (Figure 1 again) strongly suggests some households
are under cost of living pressure, with limited scope to further
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reduce real consumption. Saving rates tend to rise with
income, as does housing ownership. Households with lower
saving rates are therefore less likely to be exposed to higher
interest rates (in either assets or liabilities), and more likely to
have their real purchasing power constrained by inflation.

Figure 2: Real household consumption, with revisions
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For those most reliant on labor income, and living ‘hand to
mouth’, an environment of falling inflation, rising real wages
and tax cuts should then flow through quite cleanly, i.e. with a
high marginal propensity to consume, to real consumer
spending. Reflecting this and other factors, we wrote earlier
in the year that it was likely real household spending growth
troughed in 2H23. The 1Q24 GDP data and associated revi-
sions appear to confirm a lift playing out a little earlier than
we thought (Figure 2). We suspect part of that dynamic was
improving real incomes, flowing through to real consump-
tion.

...but not for others...

Though the aggregate saving rate is low, separately-reported
measures of housing equity addition remain elevated. Among
other things, this suggests some households — as above, most
likely those with somewhat higher incomes — are still main-
taining a strong saving flow, particularly into housing assets.

Figure 3: Housing debt payments
% of adjusted disp inc
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Those flows take two forms. Excess mortgage principal

repayments are the liquid form, and tend to sit in mortgage
offset accounts which reduce households’ net interest liability,
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while not technically cancelling the associated debt. House-
holds have maintained an elevated flow into these accounts
(Figure 3).

High interest rates clearly incentivize households to continue
making excess mortgage repayments, and those flows are
even stronger than they appear in the above chart, which for
technical reasons is presented relative to adjusted disposable
income (which adds back interest payments). Given that high-
er interest payments erode free cashflow, maintaining offset
inflows as a share of adjusted disposable income indicates an
even stronger positive saving rate impulse from such house-
holds, as the ordinary household saving rate is measured with
respect to unadjusted disposable income.

The other, less liquid form of home equity addition is the
acquisition of new housing assets by the household sector.
For the household sector to acquire more real housing assets
on net (as opposed to transfers between households) requires
alterations and additions (investing in the quantity/quality of
the housing stock) or to a lesser extent, building new housing
on land acquired from other sectors. The equity, or saving
component of this, is the amount funded without additional
mortgage debt.

Figure 4: Housing credit and household investment in housing
% of adjusted disp inc, ex-GMI, both axes

20 - Net equity injection . r 8
P — b AXY L 6
15 .\" l‘l‘\‘ " N V\“ "’\ | 4
v I\A, V) N SN X/ -h )
10 \ W\ . } ,“: W L 0
A A "
5 4 ' \ ‘l,\ ',”| l"\‘l' - -2
[] = i - -
mesmentn 1YY S ¥
0 1 housing oo 9
— Y - -8
-5 L 10
93 98 03 08 13 18 23

Source: J.P. Morgan

This form of equity injection is harder to measure directly
than mortgage offset accounts, but applying the method of the
RBA, we take the difference between a proxy of net nominal
residential investment (nominal alts/adds + nominal housing
turnover purchased from other sectors, less transaction costs)
and the change in housing credit outstanding.

The measure of net housing equity injection is also elevated
relative to history (dashed line in Figure 4), which fits an
important earlier feature of this cycle: the boom in building
approvals, alongside the broader housing market during the
lockdown/low interest rate period. That boom was incentiv-
ized by government homebuilding subsidy programs, and
facilitated by excess saving flows.
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As discussed further below, both the liquid, and illiquid forms
of housing equity addition appear biased to moderate from
here, assisting consumption, without a clear directional
impact on the saving rate.

Don’t lose sight of the cycle

At this point of the cycle for interest rates and housing, there
is scope for consumption to lift without a clear implication for
the saving rate. Most simply for real income, inflation is eas-
ing, which clearly helps previously constrained households to
increase their real consumption, and a high MPC should be
expected for these groups.

Similarly, we don’t expect rate cuts imminently, but do think
the RBA is done hiking, and transmission of earlier hikes
through mortgage rates is all but complete (see previous link
above). Nominal income growth remains decent, and should
also have a greater beta to consumption in the absence of
incremental rate hikes. Once interest rates do fall, disposable
income rises, creating scope for households to both increase
gross saving and consumption simultaneously. The balance of
the two will dictate the saving rate. As those most exposed to
interest rates (those with housing assets) have been adding
significant equity lately, these households should have some
flexibility, and there isn’t a strong reason to expect those with
an already-high saving rate to lift it further.

Figure 5: Dwelling sales turnover and prices
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To the contrary, housing turnover and leading indicators of
prices have eased (Figures 5 and 6), most likely because rate
cuts have not arrived on the schedule households might have
expected. We expect more of this ahead over the remainder of
2024. Further, as the backlog of prior building projects is
cleared, there will be less alteration/addition activity in partic-
ular.

Falling interest rates, softer house prices and lower turnover/
investment in housing assets all suggest reduced equity injec-
tion into housing. As shown above, there is scope for house-
holds to redeploy such saving, relative to adjusted disposable
income, back into consumption. Even at current interest rates,
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this can occur without technically lowering the saving rate,
though falling interest rates strengthen that dynamic.

Figure 6: House price growth and auction clearance rates
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...and relieving some shared drags on
income and savings

Lastly, we note some technical drags on household income —
and so other things equal, saving and consumption — which
should be relieved over time. Figure 7 presents again the net
housing equity contribution from Figure 4. The outperfor-
mance relative to the saving rate is striking. As discussed
above, this reflects the different experiences of those with,
and without housing exposure, and differing impact of infla-
tion on free cashflows across the income strata.

Figure 7: Household saving rate and housing equity addition
% of adjusted disp inc, ex-GMI % of disp. inc
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It is worth mentioning that to measure housing equity injec-
tion accurately (again, following the RBA method) the dis-
posable income denominator there also excludes gross mixed
income (GMI). GMI is the profit of unincorporated enterpris-
es, not including finance, insurance, pension funds, and gen-
eral government/public entities, and so largely represents
SME profits.

While GMI is excluded in the denominator for housing equity
addition, it is included in the ordinary measures of household
income from which the saving rate is derived. That difference
matters, since over the period that the saving rate has been
falling, GMI has starkly underperformed other household
income streams. Since 3Q21 (the final, lockdown peak in the
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saving rate), employee compensation has grown 22%, proper-
ty and secondary income is up 14%, but GMI is down 9%,
see Figure 8. Had this stream grown in line with employee
compensation, total household disposable income would be
4% higher. GMI is derived indirectly, so it is plausible that
this has depressed the saving rate relative to the housing equi-
ty contribution, adding to the latter’s outperformance in Fig-
ure 7.

Figure 8: Household income streams
Index, 3Q21 = 100
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Why has GMI underperformed to such an extent? SME
income is disproportionately skewed to firms in the construc-
tion, hospitality (accommodation/food services) and retail
sectors. These are all sectors which have come under signifi-
cant cost pressure during the recovery and have struggled to
fully pass on cost inflation, driving a rise in insolvencies.
These sectors lead insolvencies nationwide (Figure 9) and the
associated losses in part reflect a transfer of income/surplus
from such SMEs to other parts of the household sector, partic-
ularly mortgagee/wage-earners who do not own businesses.

Figure 9: Business insolvencies
Count, per financial year
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As cost-driven inflation in such sectors comes down, it is rea-
sonable for things to get a little less bad for these pockets of
the SME sector, lifting GMI. This will relieve a drag on
household income, and so, potentially both saving and real
consumption. Less-bad SME profits should also to some
extent rebalance the equity position of different parts of the
household sector.

Labour, not saving

As discussed above, the low aggregate household saving rate
disguises a number of factors at play, and in particular dis-
guises significant equity addition into housing, in both liquid
and illiquid forms. Since housing is normally the channel of
perceived vulnerability when the saving rate is low, in our
view underlying saving flows are better than they appear. A
cooling housing market, and later on, falling interest rates
should also create space for stronger consumption without the
saving rate having to fall. Those running structurally lower
saving rates in the first place are also most likely to have high
MPCs, and so boost real spending as tax cuts and falling
inflation lift real income.

We have not mentioned the wealth effect in our analysis
above, since per previous research, it tends to be weak outside
periods of macroprudential tightening, and has been dwarfed
by larger changes in income, taxes and interest rates in recent
years. Similarly in this case, we don’t expect the saving rate
to be a constraint to household spending, with the labour mar-
ket, as usual, looming as the key determinant of consumer
performance. The unemployment rate has been rising gradu-
ally of late, but real disposable income is nevertheless picking
up, a balance we expect to be sustained through 2H24.
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The time inconsistency of
China’s housing strategy

e Since 2015-17, China has tried to curb real estate as a
key growth driver and to raise housing affordability ...

o ... reflecting the CPC’s new objectives of delivering
both higher quality growth and common prosperity

o But a gradualist approach, alongside geopolitical
changes, have created time inconsistency problems

o The replacement drivers (high-end manufacturing)
have not offset the drag from housing

e Slowing the price adjustment to protect household net
worth has prolonged the quantity adjustment

o A comprehensive housing strategy is needed, while
using other policies to mitigate the collateral damage

o The recently concluded 3rd Plenum has made progress
on several elements of such a strategy

China’s housing market is in the midst of its most severe
downturn in three decades. Many market participants are puz-
zled as to why the authorities have not delivered a more deci-
sive policy response. Frequently asked questions are how
China got here, how much longer the adjustment will take,
and how will the housing landscape eventually look. While
the downturn started from the housing policy tightening in
4Q20, the shift in China’s housing policy strategy can be
traced back to 2017. We see two fundamental objectives
underpinning China’s post-2017 housing policy.

First is the planned shift in China’s growth driver from credit-
driven investment to productivity. As the population aged and
debt burgeoned in the aftermath of the GFC, the government
realized that the previous 30-year strategy of growing by
increasing inputs, i.e., labor and capital, was no longer sus-
tainable. Instead, China would have to rely on productivity as
its main growth driver. Over 2015-17, a series of policy shifts
ushered in this new era. The government’s 2015 announce-
ment of Made in China 2025 (later Vision 2030 ) set the blue-
print for China’s “new economy” by shifting growth depen-
dence away from credit-heavy real estate/construction to
high-value-added manufacturing and high-end services. It
culminated in the 2017 changes to the Communist Party of
China (CPC)’s objectives of seeking higher quality growth
and sharing more broadly its gains (“common prosperity”).

Common prosperity gained prominence as a societal objec-
tive under President Xi’s leadership. It seeks to reduce
income and geographical inequalities and equalize economic
opportunities and access to housing, education, and health-
care. President Xi elevated improving home affordability as a
priority of common prosperity, making it the second objective
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of the new housing policy.

President Xi’s declaration that “housing is for living not spec-
ulation” became the new foundation of policies and reforms,
not just in housing but across the economy. This replaced
Deng Xiaoping’s pronouncement that “it does not matter
whether the cat is white or black as long as it eats mice,”
which had hitherto driven China’s 30-year long pursuit of
high growth.

A tangled web of new policies

To achieve the first policy objective, the government tight-
ened housing policy but strengthened industrial policies to
support manufacturing sector upgrades. The policy tightening
was summarized by the “Five Red Lines”: “Three Red
Lines,” i.e., more restrictive limits on the liability/ asset, net
gearing, and short-term debt to cash ratios to reduce borrow-
ings by real estate developers and “Two Red Lines,” namely
ceilings on property exposure and mortgage loan exposure of
banks.

Under the Made in China 2025 strategy, more favorable fund-
ing and support via preferential tax rates, subsidies, PPP fund-
ing, targeted relending, etc. were provided to emergent sec-
tors such as robotics, semiconductors, clean energy, and NEV
in manufacturing and fintech, healthcare, and insurance in
services. This month’s 3rd Plenum extended that support to
next-generation IT, artificial intelligence, acrospace, and
quantum computing, among others.

To improve housing affordability, the authorities identified
speculative investment as the key culprit behind China’s still
extreme metrics (Figure 1). Not only was the cost of specula-
tive housing investment increased significantly, but also home
purchase and resale restrictions were tightened and price
increases were capped e.g., in Beijing, the minimum down-
payment ratio was lifted to 35-40% for first-home unit and
60-80% for second-home unit, along with resale restrictions
of five years.

Figure 1: Housing price to income ratio
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Best laid plans of mice and men

Rotating the growth drivers made sense in principle but came
with a risk. If the new economy took more time to develop or
did not expand fast enough to offset the drag from the shrink-
ing real estate sector, which in 2017 made up an estimated 25-
30% of GDP taking both the direct and indirect contributions
together, then overall growth could collapse below China’s
socially acceptable level, weakening confidence in the econo-
my and in the new policy framework. Preventing such a col-
lapse would, ironically, need more credit-fueled policy sup-
port.

In the event, that risk materialized (Figure 2). The large-scale
tightening hit the housing market hard: transactions fell
sharply as did real estate investment, inventories of both com-
pleted and unfinished stocks ballooned, and two of China’s
(and the world’s) largest developers went bankrupt. The share
of real estate in total investment dropped from 14.0% of GDP
in 2020 to 9.2% in 1H24, and that of real estate and construc-
tion in GDP fell from 14.4% to 11.9%. Just the decline in
real-estate investment reduced GDP growth by 1.2-1.4%-pts
each year in 2022 and 2023. And the real estate sector and
overall economy entered a self-reinforcing downward spiral:
housing dragged down growth, and without any material
signs of the economy recovering, housing demand lan-
guished, reinforcing the shrinkage of real estate. The com-
bined contribution of the new economy and real-estate FAI to
overall economic growth averaged 2.6%pts over 2017-19. In
the last two years, it has turned to a drag of 0.1%-pts.

Figure 2: GDP growth contribution: new economy vs. real estate
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Rotation runs into sentiment shock and
geopolitics

While the government has steadfastly supported the new
economy, with a share of just 16% of GDP in 2017-19, the
emerging sectors had to deliver very high expansion rates to
offset the housing drag. While this was always an arduous
task, two factors have made it more difficult.

Following a series of abrupt regulatory changes over late
2020 to 2021, China’s regulatory/policy framework was
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increasingly seen as both inequitable (favoring SOE manufac-
turing over private-sector services) and uncertain (e.g., start-
ups can’t assure investors that the government will approve
their IPOs). As this perception became entrenched, business
confidence plummeted and has languished since then.

Also, the new economy, which depended directly or indirectly
on continued access to Western fundamental research (espe-
cially in advanced microchips) has been hamstrung by the
intensification of Western sanctions on technology transfers.
More recently, Western nations have also turned their atten-
tion to new economy exports (especially EVs), imposing tar-
iffs and regulatory restrictions. With domestic demand still
weak, finished inventories have started to pile up. This has
raised concerns of overcapacity and has the market worried
whether the EV sector could also turn like real estate. With
both technology transfer to the new economy and external
demand for its products facing substantial headwinds, in the
absence of more substantive indigenization of technology and
absorption by domestic demand, overall growth is likely to
remain under pressure from the housing market drag.

Whom to save: Insiders or outsiders?

With demand sharply culled, large swaths of incomplete proj-
ects, and rising inventory of unsold finished projects, housing
transactions across the board nose dived and prices fell.
Under such circumstances, typically the market resolves the
situation with drastic price declines that restore supply-de-
mand balance, often involving large destruction of capital.

However, the Chinese government has chosen to dampen the
price decline and let quantity do most of the adjustment. New
home starts (in floor space) contracted 64% compared to the
2021 peak, and new homes sold declined 52%. But even after
over 11 quarters of adjustment, unsold and incomplete inven-
tories remain large. New homes under construction stand at
more than six years of new home sales. Completed unsold
units are equivalent to five months of new home sales (Figure
3).

Figure 3: China housing inventory (floor space)
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Along with continued cash pressure and low incentive to pur-
chase land and start new projects, fresh investment has kept
declining, down 30% from its 2021 peak. But the price cor-
rection has been significantly shallower. The NBS 70 cities’
new home prices declined 7.1% compared to the 2021 peak
and secondary home prices dropped 13.2% (Figure 4).

The shallow price decline reflects the dilemma authorities
face and forms the other time inconsistency of China’s hous-
ing strategy. A sharper price decline would improve afford-
ability for new home buyers and achieve a key pillar of “com-
mon prosperity.” But it would also damage the net wealth of
existing homeowners, a vast majority of whom are urban
middle class with around 60% of their wealth tied to real
estate. In addition, land sales make up a significant portion of
local government revenues, particularly LGFVs, which were
mostly local-government sponsored off-budget construction
or real estate companies. Land sales nearly halved in the last
2.5 years, weighing on LGFVs’ ability to make debt repay-
ments and, in turn, putting regional banks under pressure.

Figure 4: China housing indicators
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Market ignores policy easing

Without sufficient and early price adjustment, fears of further
future price decline remain entrenched. As in other asset mar-
kets, unless the market believes that prices have bottomed out
and even overshot the adjustment, demand rarely recovers
meaningfully. In such circumstances, the impact of regulatory
or credit easing is blunted — as is happening now. Over the
past two years, the government has steadily eased housing
policy, including material reductions in mortgage rates and
minimum down-payments. However, unlike in the past, activ-
ity (link for methodology) has shrugged off the policy easing
(link for methodology) and has continued to decline. The
main difference being the widespread fear of further large
price reductions that has gripped the market (Figure 5).
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Figure 5: Housing policy and housing market activity
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There is no free lunch

The current piecemeal housing strategy is only worsening the
time inconsistencies. The calculus that overall GDP growth
can be managed within acceptable levels of tolerance (4-5%),
while 