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Something for everyone

Renewed concerns about the US Fed's inclination to lower interest rates in coming months have triggered
broader anxiety in financial markets over the past few days. This week additionally revealed some data that
have possibly tilted the balance of risks to the global economic outlook to the downside again. For
example, latest trade data from South Korea offered tentative evidence to suggest the recent upswing in
global trade is losing momentum (see chart 1). This week’s euro area flash CPI data, meanwhile, revealed
stubbornly high levels of service sector inflation, raising doubts about the European Central Bank's
willingness to lower interest rates in the immediate weeks ahead (chart 2). Latest data for US money
market inflows also suggest a big role for liquidity in driving financial markets in recent months (chart 3).
That potentially exposes those markets to some vulnerability should financial conditions tighten again in
the near future. Still, not all of the global macro dataflow has been negative. On a more positive note,
indicators of economic policy uncertainty have lately decreased to multi-month lows (see chart 4). US
business formation has also been showing robust growth over the past few months, which has coincided
with a big pickup in productivity (see chart 5). And finally, China's economy has unexpectedly accelerated
over the past few weeks, possibly due to an increased pace of credit formation (see chart 6).
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World trade flows

South Korea's open economy and its significant position in the global semiconductor (and broader
electronics) value chain makes its trade data a key indicator for global economic trends. That’s why a
slowdown in export growth that was evidenced from this week’s data for March may have raised a few
eyebrows. Export growth, specifically slowed to 2.8%y/y in March from 12.1%y/y in February. A big drop
in exports of semiconductors was a key reason for this deceleration.

Chart 1: Asia’s trade flows and the semiconductor sector
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Sticky service sector inflation in the euro area

This week’s flash CPI data from the euro area were, at face value, encouraging for inflation optimists.
Headline CPI inflation fell to 2.4%y/y in March, down from 2.6%yl/y in February, and a little weaker than
euro area economists had anticipated. Still, some of the underlying details were not as encouraging. Service
sector inflation, for example, remained unchanged at 4.0%y/y, a similar pace to where it has stood since
last November (see chart 2). The latest ECB consumer survey, incidentally, also revealed stubbornly high
levels of 3-year ahead inflation expectations as well (see chart 2).

Chart 2: Euro area service sector CPI inflation versus 3-year ahead inflation expectations
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Financial market liquidity

If the Fed, the ECB and other major central banks become much more hesitant to cut interest rates in
coming months, this could potentially lead to instability in financial markets. A key concern is the impact
of financial liquidity on asset prices. Although tracking financial market liquidity is challenging, analysts
often scrutinize US money market fund flows as a useful indicator. And according to EPFR data, these
inflows have been notably robust in recent months.
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Chart 3: US money market inflows versus the S&P500 index
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Reduced levels of uncertainty

Still, there are opposing narratives that potentially warrant fewer concerns about the global outlook moving
forward. For example, gauges of economic policy uncertainty have, on the whole, been receding over the
past few months. A global aggregation of country-specific gauges has declined to 12 month lows.
Presumably this has reinforced the appetite for risk among global investors in recent months as well (see
chart 4).

Chart 4: Global economic policy uncertainty versus global equity markets
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A US productivity improvement

As we have discussed in this publication in recent weeks, the resilience of the US economy more
specifically has fostered a more optimistic take on global economic matters as well. One reason for that
resilience could be rooted in the recent revival in US productivity growth. Allied to this, a surge in business
applications, admittedly after a sustained lull, also speaks to greater dynamism in the US economy in recent
months (see chart 5).

Chart 5: US business productivity levels versus business applications
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China’s cyclical revival

Finally, China has seen more positive news emerge on its economy over the past few days, not least via the
release of some upbeat PMI surveys for March. The headlines from these significantly exceeded
expectations, with the manufacturing gauge now back in expansionary territory after six months of
contraction. Additionally, the non-manufacturing gauge indicated a pick up in the pace of expansion as well.
This news has followed a succession of encouraging data releases including signs of increasing credit
growth (see chart 6).

Chart 6: China’s credits impulse versus the composite PMI
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Data featured in this commentary:

Chart 1: Asia’s trade flows and the semiconductor sector
Series 1: yryr%(H542IXD@EMERGEPR) [South Korea: Merchandise Trade: Exports (SA, Mil.US$)]
Series 2: yryr%(H542IMD@EMERGEPR) [South Korea: Merchandise Trade: Imports (SA, Mil.US$)]

Chart 2: Euro area service sector CPI inflation versus 3-year ahead inflation expectations
Series 1: yryr%(P023HS@EUDATA) [EA11-20: HICP: Services (NSA, 2015=100)]
Series 2: CO25I7TT@EUSRVYS [EA-11: CES: Mean Inflation Expectations 3 Years Ahead (NSA, % Change)]

Chart 3: US money market inflows versus the S&P500 index
Series 1: CSUM(BBBMTDM@EPFRBMM,202001) [Money Market Bond Funds: All Funds: Fund Totals: Flow (%)]
Series 2: S111SPS@INTDAILY [Standard & Poor's 500 Stock Price Index (1941-43=10)]

Chart 4: Global economic policy uncertainty versus global equity markets
Series 1: NOO1VIUC@G10 [Global Economic Policy Uncertainty Index [Current Price GDP Weights] (Mean=100)]
Series 2: SOOLACD@INTDAILY [FTSE Global All-Cap US$ Stock Price Index(Index)]

Chart 5: US business productivity levels versus business applications
Series 1: BFSBS@USECON [US: High-Propensity Business Applications (SA, Number)]
Series 2: LXNFA@USECON [Nonfarm Business Sector: Real Output Per Hour of All Persons (SA, 2017=100)]

Chart 6: China’s credits impulse versus the composite PMI
Series 1: N924CISF@EMERGEPR [-3] [China: Credit Impulse Based on Monthly Social Financing Flows (NSA, 12M % Chg)]
Series 2: S924VPMI@EMERGEPR [China: Composite PMI Output Index (SA, 50+=Expansion)]
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