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Global growth Is slowing, with particular softness apparent recently in the
Eurozone and UK
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Global IP is stretched and after a significant restocking, US inventories have
become elevated ... both foreshadow a recession ahead

Global Industrial Production Retail trade inventory to sales ratios
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Source: Macrobond, Macquarie
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China’s economy has been held up by net exports and
manufacturing/infrastructure investment, but property has struggled
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Europe’s energy prices have soared...with significant forthcoming
consequences for households and businesses

Energy Prices UK Household Energy Prices
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Russian gas flows to Europe have subsided ...but have been partially offset
by a surge in LNG imports

Europe LNG Imports*
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Source: Bloomberg, EIA, Macrobond, Macquarie
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The seasonal storage rebuild has continued in line with recent years,
despite an increase in natural gas electricity production
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Through May, the headwinds for power generation had come from Hydro
(drought) and Nuclear

Europe Power Generation*

% Shares by source, 2019
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Eurozone confidence measures have fallen sharply .... Despite this,
continued rate hikes are likely from the ECB

ECB - deposit facility rate
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In the US, measures of broad activity have been mixed and decelerating,
while consumption has been normalizing

US measures of aggregate economic output
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Source: BEA, Macrobond, Macquarie
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Resilience in the US has, in part, been driven by the decline in the economy’s
oll intensiveness

United States - Oil intensity of real GDP
United States - Oil intensity of real GDP % change (2022 from prior recession start dates)
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And also...the increased leverage on the production side to rising oll
prices

US crude oil and petroleum imports and exports

US crude oil and petroleum products
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Source: Macrobond, Macquarie



Nat gas prices have risen, influenced by global developments, as LNG

exports have soared relative to production

NYMEX Henry Hub natural gas closing spot price

16

14

12

10

USD/MMBL
. 12%

10%

8%

6%

4%

2%

US LNG Exports

@ MACQUARIE
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While consumer spending is less energy intensive than in the past, price
shocks of this magnitude have often led to recessions

Energy goods and services expenditures

% of disposable personal income

Energy goods and services expenditures

% of disposable personal income, YoY ppt. change
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The problem resulting from higher energy prices is inflation

US headline CPI US core CPI
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And while there are signs of relief from goods, inflation has unfortunately
broadened into services

US CPI by subcategory US median CPI
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Wage growth measures have also been firm...consistent with problematic

Inflation
Employment cost index
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And the message from strong wages is reinforced by the tightness in the
labor market

U-3 unemployment rate US number of job openings
17% % per unemployed persons
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Market pricing indicates that the sharp rate hike cycle could trigger a
recession (and Fed cuts) in 2023

Fed funds rate (%)
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The 10 yr — 2 yr yield curve spread persistently inverted in July — putting the
economic expansion on watch

10 yr - 2yr yield curve spread Months from 10-2 yield curve inversion to recession
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US housing is rolling over on the heels of an unprecedented affordability shock

US monthly mortgage payment on average priced home Mortgage purchase application index
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Leading indicators are consistent with recession commencing within the

next 12 months

Macquarie US Business Cycle Assessment Framework
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Even the labor market is showing leading signs of deteriorating

Initial unemployment insurance claims Conference Board's labor market differential
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One area of potential contraction is in information processing equipment

....semiconductor inventories are now surging
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Source: Bloomberg, Macrobond, Macquarie
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Equities are not yet discounting a recession

US equity risk premium
S&P 500 trailing earnings yield LESS US 10 year treasury vyield
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