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As Economy Slows, US Labor Market Stays
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A review of the week's top global economic and capital markets news.

e As Economy Slows, US Labor Market Stays Tight

Investment Solutions Group
For the week ending 8 July 2022

As of noon on Friday, global equities were modestly higher on the week amid
conflicting recession signals. While global growth appears to be slowing, labor
markets, particularly in the United States, remain solid. The yield on the US
10-year note dipped as low as 2.75% on Wednesday before rising to nearly
3.09% on Friday after a strong US employment report. The price of a barrel of
West Texas Intermediate crude oil fell $3.75 to $104.00 after dipping below
$100 earlier in the week. Volatility, as measured by the Cboe Volatility Index
(V1X), edged down to 26.3 from 28.4 a week ago.

MACRO NEWS

US payrolls remain robust

Despite ample evidence that the US and global economies are slowing, the
US labor market remains surprisingly tight, with 372,000 people added to
payrolls in June. That exceeded estimates by more than 100,000, though the
prior two months’ readings were revised lower by a combined 74,000. The
nation’s unemployment rate was unchanged at a historically low 3.6%, though
the labor force participation rate fell to 62.2% from 64.4%. Average hourly
earnings held steady at 0.3% month over month. The data keep pressure on
the US Federal Reserve to continue raising rates in larger-than-normal
increments. Shortly after the release of the report, futures markets were
pricing in a 98% probability of a 0.75% increase in the federal funds rate later



this month and a doubling of the rate to 3.5% by March, after which markets
expect the Fed to pause.

Easing inflation pressures help equities

Sharp declines in commodities prices, news that US apartment rents have
begun to level off (and in some cases, decline) and a surge in the US dollar
are just a few of the signs that inflation pressures may have begun to ease. In
recent sessions, there has been a greater focus on the rising risk of a
recession than on inflation continuing its dizzying ascent. While equity
volatility has declined of late, interest rate vol has soared to levels only
exceeded by the Treasury market freeze-up in the early days of the pandemic
and the global financial crisis. Recession fears are particularly acute in
Europe, where worries over the increasing Russian weaponization of natural
gas supplies have risen as Moscow has slowed the flow of gas to Europe,
ostensibly due to pipeline maintenance, at a time when countries on the
continent are trying to rebuild gas reserves before the winter. Recession fears
helped prompt an inversion of the US 2-year/10-year yield curve.

FOMC minutes highlight risk of entrenched inflation

The minutes of the June meeting of the US Federal Reserve Federal Open
Market Committee show that policymakers are increasingly concerned that
inflation expectations will become entrenched and that the outlook calls for a
restrictive policy stance to rein in price pressures. Participants judged that a
hike of between 0.5% and 0.75% will likely be appropriate at the upcoming
July FOMC meeting. Futures markets have nearly fully priced in a three-
quarter-point move.

IMF says risk of global recession rising

International Monetary Fund Managing Director Kristalina Georgieva this
week warned that the global economic outlook has darkened significantly in
the past three months. This has raised the risk of a global recession, she said,
citing the global spread of inflation, dramatic interest rate hikes by central
banks, a slowdown in China’s economic growth and wide-ranging sanctions
against Russia as among the factors affecting worldwide markets. Georgieva
added that while it is crucial to get surging prices under control, a longer-
lasting tightening of financial conditions would complicate the global economic
picture.



UK’s Johnson resigns

Weeks after surviving a no confidence vote by the membership of the
Conservative Party, British Prime Minister Boris Johnson was forced to resign
this week after about a third of the members of his cabinet quit, with many
citing concerns about Johnson’s character and integrity. Johnson will stay in
office as a caretaker until a new party leader is chosen, with a timetable for
the process expected to be laid out in the next week.

QUICK HITS

Former Japanese Prime Minister Shinzo Abe was assassinated in Nara,
Japan on Friday while speaking at a campaign event days before upper house
elections. Abe, 67, was Japan’s longest-serving prime minister and remained
the leader of the Liberal Democratic Party’s largest faction after having
stepped down as PM due to health issues.

The European Union voted on Wednesday to classify some uses of natural
gas and nuclear energy as environmentally sustainable under its taxonomy.

The Wall Street Journal reports that Russia is appropriating grain from newly
occupied areas of Ukraine and exporting it to allied countries in the Middle
East.

The US trade deficit narrowed for a second month in a row in May as
declining demand reduced imports and exports of oil and gas rose. The deficit
fell to $85.5 billion in May from $86.7 billion in April.

After peaking at 6.04% in late June, the average 30-year US fixed rate
mortgage fell to 5.67% on Thursday.

The heads of the US Federal Bureau of Investigation and the United
Kingdom’s MI-5 this week issued a joint warning to business leaders to
beware of industrial spying by China.

Bank of England Chief Economist Huw Pill said on Thursday that inflation is
uncomfortably high and that the central bank is willing to move faster on rates
if needed.



As it continues to try to spur faster economic growth after weathering a series
of growth-depleting COVID lockdowns, China this week announced measures
to spur domestic demand for cars.

Australia’s trade surplus hit a record high in May amid rising prices and higher
demand for coal.

The French government announced it will fully nationalize Electricité de
France, saying the move has become necessary to manage the transition
from fossil fuels during Europe’s energy crisis. The government already owns
84% of the utility, which is weighed down by large debts linked to nuclear
investments, according to the Financial Times.

While the European services sector softened in June, the nonmanufacturing
component of the US economy held up better. The eurozone services
purchasing managers’ index declined to a 16-month low of 52, down from
54.8 in May, while ISM Services PMI was stronger than expected, easing to
55.3 from 55.9 the month before.

South Korean inflation data released this week showed consumer prices rose
6% in June, the fastest pace since 1998.

US weekly jobless claims for the week ending 1 July rose to 235,000, their
highest level since bottoming out at 166,000 in mid-March. A sharp rise in
claims has historically been a leading indicator of recession.

Goldman Sachs lowered its Q2 US GDP forecast to 0.7% from its prior 1.9%
estimate.

Stay focused and diversified

In any market environment, we strongly believe that investors should stay
diversified across a variety of asset classes. By working closely with your
investment professional, you can help ensure that your portfolio is properly
diversified and that your financial plan supports your long-term goals, time
horizon and tolerance for risk. Diversification does not guarantee a profit or
protect against loss.



The information included above as well as individual companies and/or
securities mentioned should not be construed as investment advice, a
recommendation to buy or sell or an indication of trading intent on behalf of
any MFS product.

Securities discussed may or may not be holdings in any of the MFS funds. For
a complete list of holdings for any MFS portfolio, please see the most recent
annual, semiannual or quarterly report. Full holdings are also available on the
individual Fund Summary tab in the Products section of mfs.com.

The views expressed in this article are those of MFS and are subject to
change at any time. No forecasts can be guaranteed.

Past performance is no guarantee of future results.

Sources: MFS research, Wall Street Journal, Financial Times, Reuters,
Bloomberg News, FactSet Research, CNBC.com.
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