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All eyes on services price inflation
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¢ Key inflation rates were unchanged in June
¢ Stagnant services price disinflation is a concern for the BoE

¢ European elections highlight fiscal challenges & policy
redirection

UK CPIl inflation holds steady at 2% and the labour market is loosening

Headline CPI inflation was 2.0% in June y-0-y, unchanged from May but in line with
the Bank of England’s target rate. The core rate — that excludes energy and food —
and services inflation were both also unchanged at 3.5% and 5.7%, respectively.
While there was some evidence of temporary ‘event’ driven pressures in hotel prices,
services price inflation remained broad based and price momentum has been rising.

This perhaps stands to reason against a backdrop of still high wage growth at 5.7%
3ml/yr in May and historically low unemployment rate 4.4%. However, the labour market
has shown signs of gradual loosening, vacancies are 32% below their May 2022 peak
and the number of people employed is 23% higher than its August 2022 trough.

For the Bank of England, pay growth is just about on track to meet their forecast of
5.1% 3ml/yr in Q2 but the lack of further downward progress in services price inflation
— their most important single indicator - will be cause for concern. We now see the
BoE’s first rate cut in November.

Consumers point to a more subdued summer for economic activity

UK GDP expanded 0.4% m-o-m in May, in part flattered by a warm weather bounce
following a soggy April (when GDP growth was 0%). Nonetheless, on a 3m/3m basis
the UK economy grew 0.9% and is on track to record decent second quarter growth.
For June, while PMI activity indices pointed to slowing momentum, output remained
in expansionary territory at 52.3. And, retail sales — that makes up about 5% of total
GDP - fell -1.2% m-o-m in June, however, that follows strong growth in May (2.9%).

GfK consumer confidence then started the third quarter on a less benign note, rising
just 1ptin July to -13. Falling inflation and robust wage growth is helping to support a
recovery in real incomes; however, households seem to be more cautious. Confidence
in own personal financial situation for the year ahead declined for a second
consecutive month to +3 and the saving index rose to +27, near its recent highs. The
lack of translation from higher real disposable income into consumption perhaps
reflects still high interest rates and an element of cost of living scarring.

Post election fiscal direction

The UK general election passed with little fuss despite the Labour Party’s landslide
victory. In France, the snap parliamentary election ended in gridlock with no party
winning an outright majority. However, even before the latest political twists and
turns, Europe faced a tough fiscal consolidation challenge.
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Disclosure appendix

Important disclosures

This report is dated as at 22 July 2024.

2 All market data included in this report are dated as at close 18 July 2024, unless a different date and/or a specific time of
day is indicated in the report.

3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its
Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of
Research operate and have a management reporting line independent of HSBC's Investment Banking business.
Information Barrier procedures are in place between the Investment Banking, Principal Trading, and Research businesses
to ensure that any confidential and/or price sensitive information is handled in an appropriate manner.

4  You are not permitted to use, for reference, any data in this document for the purpose of (i) determining the interest
payable, or other sums due, under loan agreements or under other financial contracts or instruments, (ii) determining the
price at which a financial instrument may be bought or sold or traded or redeemed, or the value of a financial instrument,
and/or (iii) measuring the performance of a financial instrument or of an investment fund.
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document are subject to change without notice. HBAP and the Distributors are not responsible for any loss, damage or other consequences of any kind that you may incur or suffer as a result
of, arising from or relating to your use of or reliance on this document. HBAP and the Distributors give no guarantee, representation or warranty as to the accuracy, timeliness or completeness
of this document. This document is not investment advice or recommendation nor is it intended to sell investments or services or solicit purchases or subscriptions for them. You should not use
or rely on this document in making any investment decision. HBAP and the Distributors are not responsible for such use or reliance by you. You should consult your professional advisor in your
jurisdiction if you have any questions regarding the contents of this document. You should not reproduce or further distribute the contents of this document to any person or entity, whether in
whole or in part, for any purpose. This document may not be distributed to any jurisdiction where its distribution is unlawful.

The following statement is only applicable to HSBC Bank (Taiwan) Limited with regard to how the publication is distributed to its customers: HSBC Bank (Taiwan) Limited (“the Bank”) shall fulfill
the fiduciary duty act as a reasonable person once in exercising offering/conducting ordinary care in offering trust services/business. However, the Bank disclaims any guaranty on the
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The following statement is only applicable to by HSBC Bank Australia with regard to how the publication is distributed to its customers: This document is distributed by HSBC Bank Australia
Limited ABN 48 006 434 162, AFSL/ACL 232595 (HBAU). HBAP has a Sydney Branch ARBN 117 925 970 AFSL 301737.The statements contained in this document are general in nature and
do not constitute investment research or a recommendation, or a statement of opinion (financial product advice) to buy or sell investments. This document has not taken into account your
personal objectives, financial situation and needs. Because of that, before acting on the document you should consider its appropriateness to you, with regard to your objectives, financial
situation, and needs.

Important Information about the Hongkong and Shanghai Banking Corporation Limited, India (‘HSBC India”)

HSBC India is a branch of The Hongkong and Shanghai Banking Corporation Limited. HSBC India is a distributor of mutual funds and referrer of investment products from third party entities
registered and regulated in India. HSBC India does not distribute investment products to those persons who are either the citizens or residents of United States of America (USA), Australia or
New Zealand or any other jurisdiction where such distribution would be contrary to law or regulation.

Mainland China
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Important information on sustainable investing

“Sustainable investments” include investment approaches or instruments which consider environmental, social, governance and/or other sustainability factors (collectively, “sustainability”) to
varying degrees. Certain instruments we include within this category may be in the process of changing to deliver sustainability outcomes.

There is no guarantee that sustainable investments will produce returns similar to those which don’t consider these factors. Sustainable investments may diverge from traditional market
benchmarks.

In addition, there is no standard definition of, or measurement criteria for sustainable investments, or the impact of sustainable investments (“sustainability impact”). Sustainable investment and
sustainability impact measurement criteria are (a) highly subjective and (b) may vary significantly across and within sectors.

HSBC may rely on measurement criteria devised and/or reported by third party providers or issuers. HSBC does not always conduct its own specific due diligence in relation to measurement
criteria. There is no guarantee: (a) that the nature of the sustainability impact or measurement criteria of an investment will be aligned with any particular investor’s sustainability goals; or (b)
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