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Surging in inflation as US faces recession risks

June inflation data comes out this week, the U.S. consumer price index is expected to show an 8.8% year
over year increase and a 1.1% month over month increase, which would be accelerations from last
month’s number. Gas prices and the cost of energy are expected to be the main drivers, as the average
price of crude oil was 3.6% higher in June than May. Core CPI is expected to be 5.8% year over year, slightly
down from May’s number. The new data arrives as the Federal Reserve pursues a series of rate hikes that
aim to tackle inflation by slowing down the economy and slashing demand. The moves, however, risk

tipping the economy into a recession.

In the western countries, such as US, EU and the UK, inflation has been climbing rapidly. France, Germany
and Spain CPIs are all expected to stay at or near record high levels. Meanwhile, inflation has been rising at
more moderate pace in China and Japan. Central banks are acting quickly and in lockstep. When the
pandemic hit in 2020, countries all responded with rate cuts to support their economies. Now supply
chain snarls caused by the pandemic and Russia's invasion of Ukraine are fueling price increases, again

forcing the hands of central banks.
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Consumer price index (nominal) among five industrial nations: US (white line), EU (yellow), UK (green line), China (red line)

and Japan (magenta)
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Central banks across the world are picking up the pace of interest hikes, with developed nations raising
rates to fight inflation and emerging economies following suit to defend their currencies. For many nations,
the current inflationary environment is unseen for decades, most central banks shift tactic from
ultra-loose monetary policy and to tighten up. Since March, the US Federal Reserve has hiked its Fed
Funds Target Rate from 0.25% to the current 1.75%. It’s the most aggressive rate hike since the early-80s.
Bank of England was the world’s first major central bank to raise interest rates in December 2021, and
warned inflation was likely to hit inflation to hit 6% in April, three times of its target level. At its latest
meeting on 15 June 2022, the Monetary Policy Committee (MPC) voted by a majority of 6-3 to increase
Bank Rate by 0.25% to 1.25%. South Korea's central bank on Wednesday raised rates by 50 basis points,
the biggest increase since the bank adopted the current policy system in 1999, and the New Zealand
central bank also increased rates by the same amount. Bank of Canada also hiked its rate from 1.5% to
2.5% on 13 July, the largest increase since August 1998. The European Central Bank is expected to raise

interest rates in July for the first time in 11 years.

Investors are worried about potential downside risk of the market and could push the global economy into
recession. Investors pull out money from stocks and to other safer assets, because of the the economic
outlook. Equity markets remain under pressure, notably among the high growth highly valued sectors such
as technology. This is vividly demonstrated by the weakness in the tech-ladened Nasdag Composite in the
US, as well as the Taiwan and South Korean benchmark indexes, both markets are known for their
technology prowess and corporate leaders in the tech sector. Compared to the peak in November 2021,
the Nasdaq was down more than 30%.

Given the already sizable correction in equity prices since peaking, any occurrence of a mild-to-moderate
recession may not prompt for further plunge of similar magnitude. The market increasingly believes that
"the Fed and others central banks will try to contain inflation at the expense of the economy, The

challenge for central banks is to keep inflation under control without causing the global economy to buckle
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US GDP YoY Growth (yellow line) and S&P 500 in log scale (white line)
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Important Note & Disclaimer:

The document is property of AMG FINANCIAL GROUP. All information in this document is strictly for
information purposes only and should not be considered as an invitation, an offer, or solicitation, to invest
or a recommendation to buy or sell any particular security or to adopt any investment strategy mentioned
herein. AMG Financial Group Limited (here after AMG) endeavors to ensure the accuracy and reliability of
the information provided but do not guarantee its accuracy or reliability and accept no liability for any loss
or damage arising from any inaccuracies or omission. Some of the information in this document may
contain projections or other forward-looking statements regarding future events or future financial
performance of countries, markets or companies. These statements are only predictions and actual
events or results may differ materially. Any opinion or estimate contained in this document is made on a
general basis and is not to be relied on by the reader as advice. AMG reserves the right to make changes
and corrections to its opinions expressed in this document at any time, without notice to the recipients of
this document. Any unauthorized disclosure, use or dissemination, either whole or partial, of this
document is prohibited and this document is not to be reproduced, copied, and made available to others.
Investment involves risks. The value of any investment and the income from it can rise as well as fall as a
result of different market risks, such as currency and market fluctuations. Past performance figures shown
are not indicative of future performance. The recipients of this document should seek for professional
advice if they are in any doubt about any of the information contained herein. This material has not been

reviewed or approved by the Securities and Futures Commission.

For any comments, please send email to us at enquiries@amgwealth.com.
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