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 The main focus this week will be the Fed's meeting. I don't expect a
announcement for a rapid drop in the Fed's rate.
 The Fed must show its independence when macro data are still robust while the
inflation rate remains low.
 The inversion of the yield curve will continue and I expect a drop in the Fed's
rate next fall as macro data will be weaker.
 The US housing market is key in the short term dynamics. Existing home sales
is a proxy for a wealth effect on this market. Its recent downside trend may be
consistent with a slower consumption pace on consumers' side
 Flash estimates of the Markit survey will highlight the depth of the US slowdown
in the manufacturing sector and the profile of New Export Orders which are
consistent with the world trade momentum
 The ZEW and the Markit survey for June in Germany will reflect the impact of
the world trade slowdown. It has already been important on exports. More may
be expected.
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 The Federal Reserve's meeting ends on Wednesday evening (June 19)
The main question is about the Fed's strategy. There are strong expectations for at least the announcement of an interest rate drop in
July. Risk on the world trade momentum are often mentioned to justify this change in its monetary policy profile.
I don't think they will do it at the next meeting or at the July's meeting (30-31). Macroeconomic data are still strong and do not reflect
the imminence of a rapid downturn. Of course there are bleak expectations contained in the long term interest rates' profile but macro
data, from the ISM to the unemployment rate, are still strong and are not showing weaknesses. The employment figure at 75 000 in
May cannot be considered yet as a change in trend, the average for the last three months is still at 150 000 (May data included). On
the inflation side, figures are low, no need to hurry. The core inflation rate is at 1.6% in April.
Acting through a preemptive move is risky because the economy even in the short run is not following a deterministic process.
Acting too rapidly may be interpreted as an acceptation of Trump's critics. It would be perceived as a reduction in the Fed's
independence. Acting too rapidly could also be perceived as a way to limit the risk on the equity market. It's not in the Fed's targets to
manage the stock market except when a large drop may be associated with a problem of liquidity and a possible macroeconomic risk
but this is not the case yet. .
The Fed has to wait before changing its monetary policy, it must perceive continuing weaker data at the macro level. I think it will
come during next fall. Then the Fed will have the possibility to act.
This will not prevent the US economy to fall into a recession. Economic dynamics shows persistence and the momentum cannot be
inverted instantaneously.
In other words, there are bleak expectations (lower long term interest rates) but real data are still robust and inflation is low. This is not
a recipe for a rapid change in the monetary policy stance.

 The Bank of England and the Bank of Japan have both a monetary policy on June 20. Nothing is expected in both
 Markit data (flash estimates for Japan, Euro Area, Germany, France and US on June 21)
We will look carefully at the manufacturing data. Real data on production have been quite weak recently. The new export order index
will be followed carefully as the US, Japan and Euro Area average is consistent with the world trade momentum. This index has been
under the 50 threshold for the last 6 months.

 US housing market (Housing Starts June 18 and Existing Home Sales June 21)
The US housing market is key to understand the private sector dynamics. Recently a divergence has appeared between constructors
expectations, which remains high, and housing starts which show low momentum. The other important indicator is the Existing home
sales which is quite well correlated with households' consumption.
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The US yield curve is more and more inverted
even after the point made by Powell on a
possible drop in rates in the future. This reflects
the impossibility for investors and their absence
of will to make bets on the future.

The Empire state index (June 17) and the Philly
Fed (June 20) have consistent profiles with the
ISM index for the manufacturing sector. Will the
recent divergence with the ISM continue in
June?

The recent slowdown in the single family
houses is a source of concern. Low long term
interest rates do not create the necessary
incentive to reshuffle the market.

The existing home sales show a strong and
persistent downside trend. The index shown is
consistent with the idea of wealth effect. The
graph shows a good correlation with HH
consumption.

Germany's momentum is weak and this is
shown by the three surveys mentioned in the
chart. This is also consistent with the drop in
German exports. No U-turn expected rapidely

UK retail sales have been strong recently
despite the credit market.

C2 - Internal Natixis

www.ostrum.com

C2 - Internal Natixis

