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The virus
ÅA large majority of countries are once again reporting an increase in number of new Covid-19 cases, thanks to the Delta 

variant. Inrich countries,where old & exposed people are vaccinated, hospitalisation & death ratesare still very low and it 
will most likely take 2- 3 months before serious health challenges turn up again. However, if nothing changes, in the end they 
probablywill before herd immunity is reached by more people being infected, asthe no. of hospitalised & deaths are rising 
rather rapidly. Hopefully, thepaceof vaccinations couldpickup again where it has fallen to a low level, and new restrictions  
ōŜ ŀǾƻƛŘŜŘΦ wŜƎǊŜǘǘŀōƭȅΣ ǘƘŀǘΩǎ ƴƻǘ ǘƘŜ ƻǇǘƛƻƴ ŦƻǊ Ƴƻǎǘ ǇƻƻǊ ŎƻǳƴǘǊƛŜǎΦ bŜǿ Ƴǳǘŀƴǘǎ ǿƛƭƭ ǾŜǊȅ ƭƛƪŜƭȅturn up. There is still some 
downside virus risk left

ÅNorway is reporting fewer cases again, and less than 20 persons are hospitalised

ÅMobility flattened/declined marginally last two weeks. It may be due to the spread of the Delta variant 

The economy, part I
ÅGlobal auto sales fell just marginally in June as Indian (wholesale) sales almost fully recovered from the 60% slump during the 

Covid-19 outbreak in May. Preliminary media reports had signalled just a limited recovery. Global sales are still down 10% vs 
the pre-pandemic level, we assume some half due to lack of supplies (data chips), half due to the lack of demand (in several 
European countries)

ÅOpec+ members yesterday agreed upon lifting oil production by 0.4 mill/month, starting in August.Opecexpects its 
production to have normalised sometime in H1-22probably. The decision signals that Opecmembers are satisfied with the 
current oil price. Followingthe drop in the oil price to USD 73/b from 76,5/b last Wednesday on expectations of a deal, the 
price has not fallen further

Last week



ÅChina
» GDPaccelerated to 1.3% (5.3% annualised) in Q2, 0.1 ς0.3 pp more than expected, from a downward revised 0.4% (-0.2 pp, 1.6% annualized) pace 

in Q1. June indicators were better than expected too, both for exports/imports, retail sales and investments. Manufacturingproduction rose by 
0.6%, and service sector production by 1.0%. Still, growth has been slowing in H1-21, we assume due to the moderate credit tightening (which 
ƴƻǿ ƳƛƎƘǘ ŎƻƳŜ ǘƻ ŀƴ ŜƴŘΣ ŦƻƭƭƻǿƛƴƎ ǘƘŜ ǇǊŜǾƛƻǳǎ ǿŜŜƪΩǎ Ŏǳǘ ƛƴ ōŀƴƪǎΩ ǊŜǎŜǊǾŜ ǊŜǉǳƛǊŜƳŜƴǘǎύΣ ǎƻƳŜ ǎƭƻǿƛƴƎin growth in demand for goods in 
many rich countries, and perhaps also due to lack og supplies. In addition, the activity levelin Q4-20was above the pre-pandemic growth path ς
and now the level is back on that track 

ÅUSA
» CPIaccelerated more than expected once more, theheadline up to 5.4% (exp. -0.1 pp to 4.9%) and the core 4.5% (exp. +0.2 pp to 4.0%). Both 

indices shot up 0.9% m/m. The prices increases are still not that wide-spread, energy and auto prices explains 3.4% of the 5.4%,and these prices 
will very likely slow not before to long. However,businesses are reporting the 2nd most aggressive price hikes plans  (just one month in 1979 
ŀōƻǾŜΣ ŀƴŘ ǿŀƎŜ ǇǊŜǎǎǳǊŜǎ ŀǊŜ ōǳƛƭŘƛƴƎΣ ŀƭǎƻ ŀŎŎƻǊŘƛƴƎ ǘƻ CŜŘΩǎ ōŜƛƎŜ ōƻƻƪΦ PPIsurprised at the upside too, of course. The hike in inflation may still 
turn out to be transitory ςŀǎ CŜŘΩǎ tƻǿŜƭƭ ŀǊƎǳŜŘ ǘǿƛŎŜ ŀǘ ǘƘŜ /ŀǇƛǘƻƭ Iƛƭƭ ƭŀǎǘ ǿŜŜƪ ςbut the risks for something more is substantial. We doubt this 
risk is prices into bond yields ςwhich fell again last week

» Retail saleswere stronger than expected in June but May was revises substantially down. The trend is very likely down from here, core salesof 
goods are 13% above the pre-pandemic level

» Manufacturing productionwas weaker than expected (-0.1% vs exp. +0.3%), mostly due to a large decline in autoproduction,no doubt dueto
lack of components

» Univ.of Michiganconsumer confidence fell sharply in July ςas inflation expectations rose further, especially for the coming year

ÅEMU
» HICP (CPI) inflation was confirmed at 1.9% (total) and 0.9% (core) ςŀƴŘ ǘƘŜ ŎƻǊŜ ǊŀǘŜ ƛǎ ŦŀǊ ōŜƭƻǿ 9/.Ωǎ ƴŜǿ н҈ όŀƴŘ ǎȅƳƳŜǘǊƛŎύ ƛƴŦƭŀǘƛƻƴ ǘŀǊƎŜǘΦ 

No devils in the details either

» Industrial production fell more than expected in May  (-1% vs exp. -0.2%) ςand here too the auto industry was to blame

ÅUK
» CPI inflation accelerated far more than expected, to 2.5% (total) and 2.3 (core)and several sectors contributed. Still, the increase in CPI is so far 

not that broad based

ÅSweden
» CPI inflation is still well behaved, the headlinedown0.5 pp to 1.3%, and the core ex. energy down 0.3 pp to 0.9%, both as expected

Last week: The economy, part II 



ÅThe Delta viruswill is now dominatingin many
countries,and will very likely capture the corona virus 
market in most countries 

ÅA large majority of countries are reporting a sharp 
increase in new cases, even where the 
vaccination/immunity rate is high. Still,vaccinesare
protecting very well against sickness & deaths (and the 
risk of being infected)

ÅOn the other hand, while the no. of hospitalisations,
and even more, deathsare on the way up in many of 
these countries, the level is still low, and the 
hospitalisation rates are still falling ςand death rates 
(CFR) remains very low 

ÅHowever, if the spread continues, severalcountries will 
run into health challenges that are comparable what 
they experienced in theDelta variant spreads like now 
(and it will, if nothing changes)in 2 ς3 months time. A 
more rapid increase in vaccinations will of course be the 
best remedy

Source: Financial Times, June 20
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Thenumber of cases rapidly on the way up agian
Sorry but we have to added more countries to the spaghetti chart (and could have added many more)

Covid-19
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A large majority of countries are reporting more cases, the Delta to blame

UK at the top of the list, a dramatic surge in Netherlands

Asharp lift in the US as well. Norway down again

Norway
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UK: Still a low level of hospital admissions, deaths but the direction is clearly up

Something will probably have to give before herd immunity is reached the natural way (by infections)

Å The no. of new cases per day is steadily growing, by 40% - 70% per week (R=1.3 ς1.5), and will reach the January peak by the end of July

Å The no. of hospitalised has increased 5-fold from the bottom in May, but the still just above 1/10th of the level in January. The no of death is up 7 times, still at 3% of the 
January level

Å Thus, the hospitalization rate has fallen sharply as both old persons and other risk groups are vaccinated. The rate has fallen to 2% from approx. 8% in January ςand it is 
still declining. On the other hand, UK hospitals will be filled up once more if nothing changes the coming months. Hopefully, vaccination will speed up again, from the 
present far below 1% of the population 

Å The case fatality rate (of those tested positive) has fallen even more, to 0.2% from close to 3% in Jan/Feb. The death rate is at less than 1/10th. Morgues will not be filled 
up again

Å Implication: The Delta variant spreads like a wildfire but the number of infected will have to increase to very high levels before the UK will run into another health crisis. 
However, something will haveto give the coming weeks/few months; either a speed up in vaccinations or changes in behaviour, voluntarily or by new restrictions

Covid-19
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Are we seeing some impact of the Delta on mobility (outside India)?

Mobility sharply down in Australia, and UK is sliding? 

Covid-19
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Mobility almost back to normal most places in Norway

hǎƭƻ ǎǘƛƭƭ мо҈ ŘƻǿƴΣ ŀŎŎƻǊŘƛƴƎ ǘƻ DƻƻƎƭŜΦ {ƻƳŜ ƭƻŎŀƭ ƻǳǘōǊŜŀƪǎΣ ΧǎŜŜƳǎ ƳŀƴŀƎŜŀōƭŜ   

Covid-19



We calculate the infected rate by assuming a 0.66% infection fatality rate, and a 90% immunity from infection. 
We assume those who have been infected are vaccinated in line with others (a conservative assumption) 10

Vaccinations: EU/Norway are speeding up ςand are surpassing US

However, Norway is a laggard vs the levelΣ ŀǎ ǿŜ ŘƻƴΩǘ ǳǎŜ !ǎǘǊŀ½ŜƴŜŎŀ ŀƴŘ WϧWΩǎ ǾŀŎŎƛƴŜǎ

Covid-19

Sum doses
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Global retail sales & manufacturing production have flattened

ÅRetail sales probably fell slightly in May too, even if EMU sales rose close to 5%. We assume demand fell sharply in India, and US 
contributed at the downside. The first June data points to growth

ÅMay manufacturing production wasfar weakerthan we assumedlastweek, as India reported a 12% setback, far weaker than 
implied by Indian surveys. Production in Japan fell by 6%, partly due to the specific problems in the auto sector

ÅGlobal foreign trade rose further in April, to 7.5% above the pre-Covidlevel, according to CBP in Netherlands ςand the trend is 
straight upwards

Global economy
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Volatile retail trade data, but the trend is up

Χ !ǘ ƭŜŀǎǘ ǳƴǘƛƭ ǿŜ Ŏŀƴ ǎǇŜƴŘ ƳƻǊŜ ƳƻƴŜȅ ƻƴ ǎŜǊǾƛŎŜǎΦ aŀƴǳŦŀŎǘǳǊƛƴƎ ƛǎ ǎǘƛƭƭ ǘǊŜƴŘƛƴƎ ǳǇΣ ōǳǘ ǎƭƻǿŜǊ

India

Global economy
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Global airline traffic on the way up again ςstill 25% below the 2019 level

US airline traffic straight up, but still 22% below par due to still little travel abroad

Global economy



ÅPreliminary July PMIs
» We assume that peak growth is behind us but the PMIs will remain at very high levels in 

both the US and Europe in July, signalling growth above trend. It is not assumed that 
the Delta wave has dampened activity even in the European service sector, even if 
tourism is somewhat hampered by the outbreak

ÅUSA
» Housing starts/permitshave peaked, probably mostly due to lack of supply of timber, 

and partly employees. However, the high price level has also made a dent on the 
demand side. The expected uptick in the Housing Market Index seems optimistic to us

» Existing home sales has fallen somewhat too, and in May prices flattened (m/m, even if 
the annual rate shot up due to 4% price decline last May. (In June last year prices rose 
1%, and by 6% in July, guess what will happen to the annual growth rate J)

ÅEMU
» The ECBwill leave the signal rate unchanged and will not reduce the QE program. The 

inflation target is lifted to (symmetric around) 2%, and even if the bank now will take 
housing costs into consideration, the impact will be limited 

ÅSweden
» House prices have soared during the pandemic (even if floating mortgage rates are 

up!) but should at one stage slow down, if not in June

ÅNorway
» We expect {{.Ωǎ ǉǳŀǊǘŜǊƭȅ ƳŀƴǳŦŀŎǘǳǊƛƴƎ ǎǳǊǾŜȅ to report faster growth, higher 

capacity utilisation, and more companies reporting lack of labour

14

The Calendar: Preliminary PMIs, US housing, ECB & Norw. manuf. confidence

Sources: Bloomberg. SB1M est. in brackets. Key data points are highlighted, the  most important in bold

Time Count. Indicator Period Forecast Prior

Monday July 19

16:00US NAHB Housing Market Index Jul 82 81

Tuesday July 20

08:00NO Housing Starts Jun

14:30US Building Permits Jun 1700k 1681k

14:30US Housing Starts Jun 1590k 1572k

Wednesday July 21

06:00SW Home-Price Index Jun

08:00NO Industrial Confidence 2Q (12) 8.2

Thursday July 22

12:00UK CBI Trends Total Orders Jul 16 19

13:45EC ECB Deposit Facility Rate Jul-22 -0.5% -0.5%

14:30US Chicago Fed Nat Activity Index Jun 0.3 0.29

14:30US Initial Jobless Claims Jul-17 350k 360k

16:00US Existing Home Sales Jun 5.9m 5.8m

16:00EC Consumer Confidence Jul A -2.5 -3.3

Friday July 23

08:00UK Retail Sales MoM Jun 0.2% -1.4%

09:15FR PMI Manufacturing Jul P 58.2 59.0

09:15FR PMI Services Jul P 58.8 57.8

09:30GE PMI Manufacturing Jul P 64.1 65.1

09:30GE PMI Services Jul P 59.5 57.5

10:00EC PMI Manufacturing Jul P 62.5 63.4

10:00EC PMI Services Jul P 59.5 58.3

10:30UK PMI Manufacturing Jul P 62.3 63.9

10:30UK PMI Services Jul P 62.0 62.4

15:45US PMI Manufacturing Jul P 62.0 62.1

15:45US PMI Services Jul P 64.5 64.6
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Indian auto sales recoveredthe May losses in June

Χ whichlifted our global June sales estimate. Global sales still fell, and they are10% below2019avg
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June data better than expected, and GDP accelerated to a 5.3% pace in Q2

All major data surprised on the upside ςbut growth hasslowed
Å GDP grew by 1.3% in Q2 (5.3% annualised), above expectations (1.0 - 1.3%), up 

from a 0.2 pp downward revised 0.4% (1.6% in Q1). Measured y/y, GDP grew 
by 7.9%, as expected. GDP is at or marginally abovethe pre-pandemic growth 
path

Å Industrial production rose 0.6% in June, 0.1 pp faster than in May. Measured 
y/y, production is up 8.3%, 0.3 pp above expectations Production is 4% above
the pre-corona trend path but growth has finally slowed to the pre-pandemic 
level, as we expected

Å Service sector production rose by 1.0% in June, as in May, and is almost back
to the pre-pandemic growth path

Å Retail sales volumes rose 0.5% in volume terms (our est.) in June, as in May, 
and a decent growth rate, and in line with the pre-Covid growth pace. 
However, sales have on average been growing slower since last November, at 
just a 3% annualised rate and remain. Sales were up 12.1% y/y, 1.2 pp above 
expectations

Å Investments grew 0.4% in June, as in May. The level is 5% below the pre-
pandemic trend growth path but the growth rate is just marginally below the 
pre-pandemic pace. The (still useless) accumulated annual growth rate was 
12.6% in June, 0.5 pp higher than expected. Housing and other construction 
starts have fallen 3% ς8% since last summer. New home sales fell further in 
June but the level is high remain well above housing starts, signalling an 
inventory drawdown. House prices rose 2.7% % m/m in June (annualised), 
quite a bit lower than the 6+% at the start of the year

Å Exports rose and imports fell slightly in June. Both were 10% stronger than 
expected y/y. Export volumes may be flattening, at a level 15% - 20% (!) above 
the pre-pandemic growth path. Imports are still rising fast, and are 20 above 
the pre-Covid growth trajectory (!!)

Å Last week: Credit growthwas a tad higher in June than in May, but the trend is 
clearly down, and the credit impulse has turned definitively negative. The 
ŀǳǘƘƻǊƛǘƛŜǎ ǎǳǊǇǊƛǎƛƴƎƭȅ Ŏǳǘ ōŀƴƪǎΩ ǊŜǎŜǊǾŜ ǊŜǉǳƛǊŜƳŜƴǘǎΣ ǎƛƎƴŀƭƭƛƴƎ ǘƘŀǘ ŀ 
further credit tightening is not warranted 

Å CPI inflationis on the way up, but is still moderate. Producer prices are soaring 
(which is felt more outside China than inside)

In sum: China is probably slowing, and we are not sure we can blame 
some local Covid outbreaks

China: The main takes
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Q2 GDP up 1.3% q/q (5.3%), exp. 1.0 - 1.2%. Level back at the pre-pandemic trend
Q1 revised down by 0.2 pp to 0.4% (1.6% annualised)

Å A 1.2% q/q rate equals a 5.3% annualised growth pace, up from an downward revised 1.6% pace (from 2.4%) in Q1. Estimate varied between 1.0 and 1.2%. 
Potential GDP growth in China is somewhere between 5% - 7%, and Q1 was therefore far below this and Q2 at the lower end of the scale. Growth has 
slowed as the activity level has approached the pre-pandemic growth path

» Industrial production and retail sales were on the strong side in June, but sales are still below the pre-Covid path, whereas production has remained strong since March 
ΨнлΦ Lƴ ŀŘŘƛǘƛƻƴΣ ŀǊŜ ǿŜ ǘƻ ƛƴǘŜǊǇǊŜǘ ǘƘŜ ƭŀǘŜǎǘ ǎƛƎƴǎ ŦǊƻƳ ǘƘŜ PBoC(reserve requirement cuts), there are signs of weakness in the economy

» The 7.9% annual rate was marginally below expectations, as Q1 was revised 0.2 pp down, while growth in Q2 was a tad higher than expected

Å The annual GDP growth rate was sliding down before corona, to 6% in Q4-19. If the gradual decline in growth had continued ςand corona had not happened 
ςthe annual growth rate would have been below 5.5% by now. The actual annual rate since Q4-19 at 5.8% is slightly abovethe pre-corona trend, measured 
that way

China
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GDP price deflator up to 5.3%, from 2.4%

Nominal GDP up by 13.6% y/y

ÅManufacturing producer prices (PPI) are up8.2%y/y (quarterly avg), while CPI prices were up 1.1% y/y

China
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We may blame China for many things. But it is not a drag on the global economy

Only China has reported Q2 data as of yet

ÅMeasured in purchasing parity adjusted prices, the Chinese GDP has been larger than the GDP in the US since 2017 

China
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Industrial production up 0.6% in June, close to the pre-pandemic growth pace

Χ !ƴŘ ǇǊƻŘǳŎǘƛƻƴ ƛǎ п҈ ŀōƻǾŜ ǘƘŜ ǇǊŜ-pandemic trend growth path!

ÅThe official data: Production is up 8.3% y/y, 0.5 pp aboveexpectations

ÅProduction grew by 0.6% m/m, as in June. Over the recent months, growth has slowly approached the pre-pandemic 
pace, some 6% annually ςas we have assumed.

ÅProduction is 11҈ ŀōƻǾŜ ǘƘŜ 5ŜŎ Ψмф ƭŜǾŜƭ ŀƴŘ ǎƻƳŜ п҈ abovea reasonable pre-corona growth path. Impressive!

ÅBoth supply and demand factors may be limiting factors the coming months ςsupply side probably most important 
short term. Business surveys do not signal any downshift in growth

China
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Annual growth rates have normalised as base effect from lockdown fades

Still, strong underlying growth in many sectors

ÅAll construction inputsare back on brisk pre-corona growth paths, except copper production (Steel production is also down 
4.4% over the past two months)

China
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Electricity production has flattened recent months, level very high +16% vs. p-p.

Transport activity robust too ςbut may have slowed somewhat too

ÅSales are higher 

China
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Retail sales up 0.5% June ςand higher than expected y/y ςstill 3% below par

Sales up 0.5% in volume terms as in June ςbut the underlying trend is weaker than before corona

ÅNominal retail sales were up 12.1% y/y in June, well above market expectationsat 10.9%. These annual growth rates are 
close to useless due to the base effect, the low sales level last spring

ÅIn nominal terms sales rose by 0.7% m/m in June, we assume by 0.5% in volume terms, as in May, equalling a 6.5% growth 
pace, like ahead of the pandemic). 
» However, since last November the underlying volume growth rate has been closer to 3% (if we can trust these numbers, following acouple of 

revisions)

ÅSales volumes are 3% below the pre-pandemic trend path, and is probably growing somewhat slower too

China
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Investments growth has slowed but not further through Q2

Monthly growth stable at 0.4%, level above Dec-20 but 5% below the pre-pandemicgrowth path 

ÅMeasured YTD, nominal investments rose 12.6% in June (still a silly number, due to the setback last spring), down from 15.4% in 
May, a tad better than expected. Measured y/y, investments were up 17% in June, but far less in real term (our calc)

ÅGrowth m/m has stabilised at some 0.4% per month since the start of 2021, following a substantial downward revision a couple 
of months ago. This growth rate, equalling 5% annualised, is just marginally slower than before the pandemic - but of course far
below the 10% ς30% growth rate over the previous decades

ÅThe investment level is 5% below the pre-pandemic growth trajectory ςand the gap is off course not closing now

China
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Construction activity up in June, still trending down
New home sales fell further but remain at a very high level

ÅThe rise in new home saleshas been spectacular since last spring and until the past two months were sales have fallen 
slightly. The level is still very high
ÅHousing startsrose in June but are still down some few per cent from the record high level last summer ςwhich is not a 

dramatic downturn, but still visible
ÅNon-residential constructionrose in June as well, but has fallen somewhat more since last summer
ÅIn sum, construction startsare slowing. Look up for demand for steel  (if this version of Chinse construction data are the 

correct ones, in April they were heavily revised down) 

China
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Construction activity is sagging following the post-corona crisis surge

Some risk vs. domestic steel demand? And production is even higher, net exports are increasing

China



ÅΧ ǎǘƛƭƭ ǘƘŜȅ ŀǊŜ ŀǘ ƭŜŀǎǘ ƻƴ ǘƘŜ ǎŀƳŜ ŦƭƻƻǊ

ÅThe recent credit tightening may have had some impact 
at the property market ςbut basically the slowdown in 
ŎƻƴǎǘǊǳŎǘƛƻƴ ǎǘŀǊǘŜŘ Ψǘƻƻ ŜŀǊƭȅΩ ǘƘƛǎ ǘƛƳŜ

ÅSignals some downside risk for construction, raw 
materials & steel

ÅΧ ŀǘ ƭŜŀǎǘ ǳƴǘƛƭ ǘƘŜ ŎǊŜŘƛǘ ƛƴŘƛŎŀǘƻǊ ǘǳǊƴǎ ǳǇ ŀƎŀƛƴΦ ¢ƘŜ 
authorities cut reserve requirement for banks the 
previous week in order to make them lend more, 
specifically towards SMBs. The 0.5 pp cut was modest 
by itself but is probably signalling a turning point in 
credit policy ςwhich may work, this time again

28

Credit growth has slowed sharply ςand construction slowly (so far)

The two are dancing together, but not closely (and it varies who takes the lead too) 

China
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House price inflation is slowing ςamid the credit tightening? 

tǊƛŎŜǎ ǳǇ ΨƧǳǎǘΩ нΦт҈ ҈ ƳκƳ ƛƴ WǳƴŜ όŀƴƴǳŀƭƛǎŜŘύΦ DǊƻǿǘƘ Ƙŀǎ ǎƭƻǿŜŘ ŦǊƻƳ Ҕс҈ ƛƴ WŀƴǳŀǊȅ

ÅCredit policy was tightened last autumn and the credit growth has slowed (= a negative credit impulse)

Å¢ƘŜ ŎƻǊǊŜƭŀǘƛƻƴ ǘƻ ƘƻǳǎŜ ǇǊƛŎŜǎ ƛǎ ŦŀǊ ŦǊƻƳ ǘƛƎƘǘ ōǳǘ ǘƘŜǊŜ ƛǎ ΨǎƻƳŜǘƘƛƴƎΩ ǘƘŜǊŜ

China
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Both exports and imports still strong in June ςbut exports may be flattening

So far no signs of any slowdown in the global or the Chinese economy

Å Exports increased by 2.2% in USD terms in June. Exports are up 32% y/y, 9 pp more than expected (a silly estimate?). Involume termsexports very likely rose 

too, but may have flattened recent months ςat a very high level,  at least by 15% ς20% above the pre-pandemic trend growth. Global demand is strong

Å Importswere down 1.1% in June from ATH in May, up 37% y/y, expected 27%. Import volumes very likely fell as well. However, import volumes are heading 

straight up, at 20% above the pre-pandemic trend growth path. Domestic demand is more than OK too

Å The trade surplusincreased in June, to approx. USD 44 bn (seas adj.), which is above the pre-pandemic level, but down from above USD 60 bn at the peak

ÅWe expect growth in foreign trade volumes to slow substantiallythrough rest of the year. Demand for goodsin the rich part of the world will slow down when 

spending in services picks up, shortages of raw materials/intermediates will dampen production. Even if credit policy now maybe turning expansionary, the 

lagged impact on the previous tightening may be felt in domestic demand

China
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/Ƙƛƴŀ Ǌǳƴǎ ŀ ΨƳƻŘŜǎǘΩ ǎǳǊǇƭǳǎ ŀǘ ǘƘŜ ŎǳǊǊŜƴǘ ŀŎŎƻǳƴǘ ςat 2% - 3% of GDP

The C/A surplus was above 10% of GDP in 2007 ςbut close to zero before the pandemic

ÅThe trade surplus in goods is now at 3% - 4% of GDP, slightly down in Q2 

ÅIn services, China runs a 0.5% deficit, down from -2% in 2015 ς2019(but from zero 10 years ago). For the time being, the 
Chinese do not travel abroad (and we do not visit them either)

ÅChina runs a marginal deficit in net (mostly capital) income from abroad, even if the countryhas a huge net + financial 
position
» China has invested much in low yielding US government bonds; foreigners are investing in profitable production capacity in China
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Iron ore imports have declined recent months, steel prod. down 2.5% in June
Growth in domestic demand has slowed, and net steel exports have strengthened

Å²Ŝ ŘƛŘƴΩǘ ǘƘƛƴƪ ǘƘŜ ƛƴŎǊŜŀǎŜ ƛƴ ǎǘŜŜƭ ǇǊƻŘǳŎǘƛƻƴ ǿŀǎ ƘŜǊŜ ǘƻ 
last, and we still believe the risk is on the downside

China
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Coal imports have been trending flat since 2016

ΧŀƴŘ ƛƳǇƻǊǘǎ ǿŜǊŜ ƳŀǊƎƛƴŀƭƭȅ ǳǇ ƛƴ WǳƴŜ
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Oil imports far below pre-pandemic trend (and even level)

Imports were low in both April, May, and June, according to Chinese data
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/ƘƛƴŜǎŜ ŜȄǇƻǊǘǎ ǘƻ Ψŀƭƭ ŎƻǳƴǘǊƛŜǎΩ ǳǇ όōǳǘ ǎƻƳŜ ǎƛƎƴǎ ƻŦ ŦƭŀǘǘŜƴƛƴƎ ǘƻ ¦{κ9¦ύ

The recovery  in exports through the pandemic has been impressive, strong growth in all directions
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China is not alone: Asianexports are rapidly on the way up

(except Japanese exports)

Asian exports
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Fiscal policy is tightened, mostly trough the spending side

Revenues are normalising vs GDP, expenditures are falling sharply ςand the deficit is falling rapidly

China
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Yes, some of it is transitory, but inflation is above 2% for many sectors

The Fed just might have to react sooner ςour bet is a tapering announcement in Sept

Å Headline CPI rose 0.9% m/m in June, expected 0.4%. The annual rate climbed by 0.4 pp to 5.4%. And forget about 
base effects, as prices were up 0.5% last June. This is the 2nd highest headline CPI y/y print since 1990

Å Prices have been accelerating m/m since last October, and the 3m/3m rate is now up to 8.4%, highest since 1990

Å In June surveys, companies reported that they expect to lift prices sharply. We doubt all these planned price hikes 
are completed

Å The Federal Reserve Ŏŀƴ ǎǘƛƭƭ ŀŦŦƻǊŘ ǘƻ ǿŀƛǘ ŀƴŘ ǎŜŜΣ ŀǎ ǘƘŜǊŜ ƴƻ Řƻǳōǘ ŀǊŜ Ƴŀƴȅ ΨǘǊŀƴǎƛǘƻǊȅΩ ŜƭŜƳŜƴǘǎ ōǳǘ ǘƘŜ н҈ 
ŀǾŜǊŀƎŜ ƛƴŦƭŀǘƛƻƴ ΨƻǾŜǊ ǘƛƳŜΩ όƻǊ ǘƘŜ ǇǊƛŎŜ ƭŜǾŜƭ ǘŀǊƎŜǘύ ƛǎ ŀƭǊŜŀŘȅ ǊŜŀŎƘŜŘ ŀƴŘ ŎƻƳƳǳƴƛŎŀǘƛƻƴ ǿƛƭƭ ƘŀǾŜ ǘƻ ōŜŎƻƳŜ 
more nuanced, with more assessment of the upside risks on inflation than until now. The risk is that the Fed will have 
ǘƻ ǊŜŀŎǘ ƳǳŎƘ ǎƻƻƴŜǊ ŀƴŘ ǿƛǘƘ ƳƻǊŜ ŀƳƳǳƴƛǘƛƻƴ ǘƘŀƴ ǿƘŀǘ ƛǎ ŀƴƴƻǳƴŎŜŘ όŀƴŘ ǿƘŀǘ ƛǎ ƎƻƻŘ ŦƻǊ ǘƘŜ ƳŀǊƪŜǘΧύ
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Core inflationsharply up too, the annual rate the highest in almost 30 years

Prices +0.9% m/m in June, expected 0.4%, the y/y rate jumped 0.7 pp to 4.5%. The 2 y avg. at 2.8% 

ÅCore prices rose 0.03 pp less than in April (which yielded the highest monthly increase since 1982)

» In April, the 3m/3 rate was at 1.2%, now it is at 8.1%, the highest since 1982 too

ÅThe price hikes in the last three months are at least partly due to one-offswhich will not be repeated, or will 
be reversed 

» Used auto prices (and auto rental prices) seem to be a candidate on the downside

» aƻǎǘ ƻŦ ǘƘŜ ΨǊŜƻǇŜƴƛƴƎΩ ǎŜŎǘƻǊǎ ƘŀǾŜ ƭƛŦǘŜŘ ǇǊƛŎŜǎ ōŀŎƪ ǳǇ ǘƻ ŀ ƴƻǊƳŀƭ ƭŜǾŜƭΣ ƭƛƪŜ ƭƻŘƎƛƴƎΣ ǊŜŎǊŜŀǘƛƻƴΦ Wǳǎǘ ŀƛǊƭƛƴŜ 
tickets are still cheaper than normal

ÅParts of the hike the annual rate recent months are due to falling prices last spring. However, the average 
inflation since June 2019 is 2.8% - and inflation has been above 2% whatever relevant starting point 
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Used auto prices straight up in June, +10%, 40% y/y 

14 main sectors up >2% y/y, just 2 are below

Å Just some few CPI components contributed to the setback last spring: 
Public transport (airline tickets) lodging away from home (hotels ect), 
and apparel. Other components of the CPI did not slow significantly

» Now these sectors have more or less recovered, except public 
transport (apparel prices are below Feb-20 but are trending down)

Å Used auto prices have been on the way up since last summer ςand 
shot up almost 30% over the past 3 months, and by 40% y/y ςas 
deliveries of new autos is hampered by lack of components. These 
prices are very likely above a normal level, if not by 40%

USA



Lodging away from home (incl hotels) is a part of housing at the charts above
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Transport & energy explain 3.4 pp of the 5.4% lift in total CPI

... Of which 1.5 pp from energy, but new/used vehicles & airline tickets are sharply up too

Å In June (as in April and May), new & used carsexplained half of the m/m lift in total CPI, and 1.5 pp of the 5.4% y/y growth in headline CPI
» Used car prices rose 10.5% in June, and are up 40% y/y. They are very likely too expensive now, but not necessarily by 40%. The upside must be limited, though (as 
ǿŜ ǎŀƛŘ ǘǿƻ ƳƻƴǘƘǎ ŀƎƻΧύ 

ÅEnergyhas lifted the headline CPI by 1.5 pp in the past year (but was only to blame for 0.1 pp of the lift in June). If the oil pricedoes not skyrocket 
from here, the contribution to the annual growth rate from energy will quickly fade (see more here)

ÅExcluding the 3.4 pp contribution the headline CPI from energy & transportΣ άǊŜƳŀƛƴƛƴƎέ ƛƴŦƭŀǘƛƻƴ ƛǎ ǎǘƛƭƭ ǿŜƭƭ ŀōƻǾŜ н҈Φ Lƴ ŀŘŘƛǘƛƻƴΣ ŀ ŦŀǊ ƘƛƎƘŜǊ 
parts of the CPI is now reporting growth above 2% (even measured as an average over 2 years, in order to adjust for the impact of price cuts last 
spring)
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Are 2nd hand cars too expensive following the 40% lift?

Very likely. But they were too cheap before the pandemic too?

ÅBy the way, prices for new autos are up 3% since 1996, 
quality adjusted, that is. And until the recent price hikes 
in a very tight US auto market, 2nd hand prices were 
down 10% the past 25 years (quality adjusted)  

ÅIt is impossible from these data to be sure if there is an 
equilibrium between new and used cars ςand even less 
what it might be. Still, the current used auto prices seem 
to be extremely stretched vs new autos
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A tight rental market ςa possible threat ςeven if mortgage rates are low

A low vacancy rate, rental asking prices are up (according to some measures), house prices are up

Å Vacancy rates may have bottomed (more investors are entering the 
housing market) but are still low. Few owned homes are vacant too

Å Rent inflation has been far lower than traditional models explain during 
the pandemic
» However, the pandemic was a special happening, at the rental market too ςbut the 

pandemic is now receding 

Å The official (Commerce dept) rental asking price index reports an 18% 
increase y/y. However, other rental surveys yield far lower increases in 
rents, as rents in several metropolitan areas have fallen sharply, and 
report an average growth between zero and 5%

Å Our model: A significant increase in rental inflation is not unlikely at all, 
say by 1 ςмѹ  ǇǇΣ ǿƘƛŎƘ ǿƛƭƭ Ƨǳǎǘ ƭƛŦǘ ǊŜƴǘ ƛƴŦƭŀǘƛƻƴ ǳǇ ǘƻ ŀ ΨƴƻǊƳŀƭΩ ƭŜǾŜƭ 
at 3 ς3½%. The impact on headline CPI would be substantial, 0.3 ς0.5 
pp

USA

The mid 2020 forecastis heavilyinfluenced
by the hike in unemployment








































































































