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Further US rate hikes unlikely as growth and the labour market weaken

Highlights and View

Fed Chair Powell sets a high bar for
further rate hikes

While imminent rate cuts are unlikely,
the FOMC kept its easing bias and
announced a slowing in the pace of
quantitative tightening.

Government bond yields decline on
the back of soft US economic data
and a relatively dovish Fed

After the correction, yields are more
aligned with economic fundamentals,
with a soft landing for the economy
back in play.

Japan’s MoF obviously intervenes
twice to support the yen

Potential further intervention will
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depend on monetary policy action by
the US Fed and the Bank of Japan,
with the USDJPY 160 level as a line
in the sand.

Last week brought more evidence that the US economy is slowing. The ISM Manufacturing
Index ticked back into contraction in April after its brief excursion into expansionary territory
the month before. Both new orders and employment fell, too. More importantly for the
broader economy, service activity is also slowing with the ISM Services Index falling to 49.4,
the first contraction since December 2022. New orders expanded modestly, but employment
was weak. Prices paid have picked up, though this was at least partially due to the temporary
rise in energy prices which have since fallen back. While the monthly numbers can be volatile,
the trend towards a weaker employment situation has been persistent for months.
Emphasising this trend, the number of job openings dropped by more than 300’000 in
March to the lowest in three years. Similarly, growth in nonfarm payrolls slowed substantially
in April while the unemployment rate rose to 3.9% and the number of hours worked fell. The

weakening labour market led to a further slowdown in wage growth, which will be welcome
news for the central bank. As expected, the Fed kept rates unchanged at its meeting last
week. While Fed chair Powell acknowledged that more progress on inflation is needed he set
a high bar for further rate hikes, triggering a relief rally in both bonds and equities.

Markets

Bonds rally while stocks lag

Treasury yields slumped last week on weaker
US macro data and a relatively dovish Fed.
The 10yr Treasury yield marked its largest
weekly decline since December and is now
back below 4.5%, as expectations for the first
Fed rate cut were brought forward to
November. Global bond markets also rallied,
with the 10yr Bund yield back below 2.5%, as
encouraging Eurozone CPI data increased
the likelihood that the ECB will cut rates in
June. After correcting lower, bond yields are
now more aligned with economic
fundamentals, with hopes of a soft landing

back in play. Equities were lacklustre last
week, though emerging markets and the US
did better. US small-cap and tech stocks
were helped by the dovish Fed comments,
lifting the Nasdaqg and Russell 2000 indices
up 1.4% and 1.7% respectively. Apple beat
subdued expectations and tacked on 8.3%
last week but remains down nearly 5% on the
year, demonstrating investors’ increasing
discernment. Their USD 110bn buy-back
announcement highlighted the recent spate
of stock repurchases that appear to be
amongst corporate Americas’ priorities.



Eurozone Last week saw top-tier data releases in the this is unlikely to be a driver for the
Eurozone, with both Q1 GDP and inflation remainder of the year and therefore, despite

Good to go data. Growth was stronger than expected better activity figures, still see the economy
across the board while inflation data as weak enough to justify rate cuts. The
confirmed a continued slowdown. We think inflation picture improved as well, with
this leaves the ECB in a fairly comfortable headline and core inflation falling. Core
position to deliver a June cut. GDP growth inflation is now at 2.7% YoY for April, the
came in at 0.3% QoQ for the Eurozone lowest since February 2022. Services
overall, defying a variety of weak indicators. inflation, which continues to most concern
While private consumption did contribute policymakers, finally fell from 4% to 3.7%. We
positively, the majority of growth appears to see price pressures continuing to ease,
have come from net exports, with trade allowing for a gradual easing of monetary
adding considerably to the number. We think  policy.

Switzerland Inflation surprised to the upside in April, with  which showed falling employment in parts of

Stronger inflation while manufacturing
weakness persists

the CPI gaining 0.3% MoM while the annual
rate rebounded from 1% to 1.4%. The increase
was driven by higher prices for imported
goods, likely reflecting pass-through from
the sizable weakening of the franc since the
start of the year. The Manufacturing PMI,
which had risen for five consecutive months,
slumped in April. Weakness was broad
based, with soft current output and new
orders while the employment component
remained in contraction. The weakness
aligns with the latest unemployment data,

manufacturing, while the sector is also
making use of the government’s short-time
working compensation scheme. In contrast,
the Services PMI rebounded sharply in April,
and continues to signal robust activity and
demand. The SNB is expected to maintain
its dovish stance for now, but a further sharp
weakening of the franc is unlikely to be
desired.

Japan
Don’t fight the MoF

Japan’s Ministry of Finance used the first
Monday of the ‘Golden Week’ holiday as an
opportunity to intervene in currency markets
in support of the yen. A second round of yen
support occurred during the week. Though
the interventions were not officially
announced or confirmed, it is pretty clear
when analysing the accounts. The total
intervention amount is estimated to have
summed up to around USD 57bn, marginally
below the respective intervention amount
employed back in 2022. This helped to push
the JPYUSD rate from above 160, another

34-year high, back to below 155. The need
for further intervention depends on monetary
policy action by both the US Fed and the
Bank of Japan. Watch the BoJ’s ‘Summary of
Opinions’ report published this week.
Meanwhile, various statistics for March came
in weaker than consensus had expected,
including retail sales, industrial production,
housing starts and labour market data. April's
consumer confidence retreated from its
‘double top’, marked in 2021 and more
recently in March.

Asia

Export hubs see pickup in activity

What to Watch

For the first time in 24 months, Taiwan’s
Manufacturing PMI managed to climb back
above the boom/bust level of 50 from its
41.5 low. Q1 GDP was up a stronger than
expected 6.5% YoY. Solid exports and
resilient private consumption were the main
drivers. South Korea’s Manufacturing PMI
slid back a bit to 49.4, but export growth was
healthy in April, up 13.8% YoY and 4.8%
MoM on a working day adjusted basis.
Growth was driven by solid semiconductor
and tech exports while auto and steel
exports remained soft. Elsewhere in the

region, India's PMIs continue to suggest
strong economic momentum, positioning
India as the star performer. In ASEAN,
domestically oriented economies still fared
better than export-oriented ones. Despite
this, export hubs, which include Vietnam,
Malaysia, and Singapore, are seeing some
marginal improvement, particularly
Singapore, which mirrors the momentum in
Taiwan and Korea. On balance, conditions
are getting better, helped by improving
exports, but the recovery is proceeding at a
relatively slow pace.

e The remaining PMI figures for the Eurozone, including Spain and Italy, and March Industrial Production for the majority of member
states will be published; the European Commission will release their Investor Confidence Survey.

¢ The Bank of England is expected to keep policy rates unchanged at its meeting this week.

¢ |n Japan, we will focus on the Eco Watchers Survey for April and March wage data. In Australia, we expect the RBA to keep policy
rates unchanged, while Malaysia’s BNM should also stay put. China will release foreign trade statistics for April, while India and
Malaysia will report industrial production data for March. Taiwan and the Philippines will release April CPI as well as foreign trade
data. Q1 GDP data will be published in Indonesia and the Philippines. Markets are closed on Monday in Japan, Korea and
Thailand, and on Thursday and Friday in Indonesia.

e The central banks of Brazil and Mexico will announce their monetary policy decisions. A 25bp cut is anticipated in Brazil while
Mexico is expected to leave rates unchanged. Additionally, inflation data will be published in Brazil, Mexico, and Chile.
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This publication has been prepared by Zurich Insurance Group Ltd and the opinions expressed
therein are those of Zurich Insurance Group Ltd as of the date of writing and are subject to
change without notice.

This publication has been produced solely for informational purposes. The analysis contained
and opinions expressed herein are based on numerous assumptions concerning anticipated
results that are inherently subject to significant economic, competitive, and other uncertainties
and contingencies. Different assumptions could result in materially different conclusions.

All information contained in this publication have been compiled and obtained from sources
believed to be reliable and credible but no representation or warranty, express or implied,

is made by Zurich Insurance Group Ltd or any of its subsidiaries (the ‘Group’) as to their
accuracy or completeness.

Opinions expressed and analyses contained herein might differ from or be contrary to those
expressed by other Group functions or contained in other documents of the Group, as a result
of using different assumptions and/or criteria.

The Group may buy, sell, cover or otherwise change the nature, form or amount of its
investments, including any investments identified in this publication, without further notice for
any reason.

This publication is not intended to be legal, underwriting, financial investment or any other type
of professional advice. No content in this publication constitutes a recommendation that any
particular investment, security, transaction or investment strategy is suitable for any specific
person. The content in this publication is not designed to meet any one’s personal situation.
The Group hereby disclaims any duty to update any information in this publication.

Persons requiring advice should consult an independent adviser (the Group does not provide
investment or personalized advice).

The Group disclaims any and all liability whatsoever resulting from the use of or reliance upon
publication. Certain statements in this publication are forward-looking statements, including,
but not limited to, statements that are predictions of or indicate future events, trends, plans,
developments or objectives. Undue reliance should not be placed on such statements
because, by their nature, they are subject to known and unknown risks and uncertainties and
can be affected by other factors that could cause actual results, developments and plans and
objectives to differ materially from those expressed or implied in the forward-looking
statements.

The subject matter of this publication is also not tied to any specific insurance product nor will
it ensure coverage under any insurance policy.

This publication may not be reproduced either in whole, or in part, without prior written
permission of Zurich Insurance Group Ltd, Mythenquai 2, 8002 Zurich, Switzerland. Neither
Zurich Insurance Group Ltd nor any of its subsidiaries accept liability for any loss arising from
the use or distribution of publication. This publication is for distribution only under such
circumstances as may be permitted by applicable law and regulations. This publication does
not constitute an offer or an invitation for the sale or purchase of securities in any jurisdiction.
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