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Central bank policy seen as less supportive of US equity market returns as
uncertainty over the inflation outlook persists

While the latest headline US CPI revealed that prices rose
less than expected in July, US PMI Qutput Prices data
continue to hint at the likelihood for further tariff-driven
inflation in the coming months. Diminished hopes for central
bank policy to be supportive of US equity market returns
have certainly been reflected in the latest S&P Global
Investment Manager Index (IMI) survey, with sector
preferences notably shifting in tandem as well.

Overall, the latest US PM|I data remained supportive of
growth stocks outperforming in the immediate term, while
our PMI-based indicator pointed to the possibility for some
greenback weakness in August.

Inflation uncertainty still ahead?

The latest US Consumer Price Index (CPI) posted 2.7% year-
on-year (y/y) in July, which is unchanged from June.
Coming in below the market consensus, the newest set of
inflation data enabled investors to breathe a sigh of relief
as convictions strengthened for an imminent September
interest rate cut by the US Federal Reserve. This was
despite core CPI ticking noticeably higher in July. According
to the latest CME FedWatch tool, the market has now
almost fully priced in a rate cut as compared to an 86%
conviction just prior to the release of the latest CPI data.

US inflation and the PMI output prices index
US consumer price inflation, YOY % change (left)
= |JS PMI prices charged for goods and services (right)

PMI advanced four months
to show lead on CPI
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That said, the inclusion of the 2.7% print for July was
merely in line with the trend preluded by the US PMI
Output Prices data. Overall, the US PMI prices charged
data, inclusive of both goods and services, are suggesting
that US CPI may run close to 4% in the months to follow,
according to historical comparisons. This is expected to be
largely driven by higher US tariffs, as we have already seen
with June and July CPI breakdowns. If it materialises, the
elevated inflation trend could challenge further rate cuts
even if we should see a move in September.

Monetary policy optimism evaporates

What's driving US equity marketreturns over the next 30 days?
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As itis, the latest S&P Global Investment Manager Index,
based on data collected from US equity investors at the
start of August, showed a visible easing of central bank
policy from being a positive factor for US equity market
returns in July to a now neutral factor in August. Conviction
of additional interest rate cuts have weakened compared
to a month ago, at least according to this measure of views
from major money managers. Concurrently, concerns over
the macro environment, both global and the US,
heightened from last month on the back of trade
uncertainty to reinforce a more risk-off attitude among
investors midway through the third quarter of the year.



https://www.pmi.spglobal.com/Public/Home/PressRelease/68517d286fcb48a6a82127d5af75f42e

The resulting impact had been expectations for weaker
near-term market performance with sector preferences
notably also shifting in ways that are starting to reflect
more defensive preferences. While financials,
communication services and the tech sector retained the
lead in the latest IMI survey, this was with reduction in
bullish views for both financials and the IT sector. Instead,
utilities had been one to gain favour, while consumer
staples saw bearish sentiment ease from a month ago.
Notably, the outlook for basic materials witnessed a visible
change as investors turn from being bullish in July to
bearish at the start of August.

Whatis your outlook on the following sectors for the next 30 days?

Bearish Bullish
Financials

Communications services
IT
Utilities

Industrials
Consumer staples
Healthcare

Basic materials

Enemgy

Real estate

Consumer discretionary
-45% -25% -5% 15%

Data compiled August 2025.
* The net balance shows the percentage of those bullish minus those bearish. Those only reporting a ‘slight’

bullish or bearish outlook count as half a response, while those reporting a ‘strong’ bullish or bearish outlaok count
as one-and-a-half responses.

Source: S&P Global.

© 2025 S&P Global.

One positive news is that the latest PMI data remain
supportive of growth stocks, which typically excel during
period of economic expansion, as opposed to value stocks.
A simple comparison between the yearly differentials of
the two equity indices and the S&P Global US Composite
PMI Output data showed that the latter edged higher
during the latest survey period to be supportive of better
growth stock performance. That said, we again need to
caveat the fact that the tariff-induced inventory-building
boost to US growth in the first half of 2025 may reverse
into the end of the year with the risk of payback. As such,
we will continue to monitor the PMI data, with the next
release being the flash PMI on August 21, for insights into
any changes in business conditions and the corresponding
indications for equity market performance.
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Growth vs Value stocks and the PMI
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Signals of USD weakness in August

Finally, an update of our PMI-based indicator for gauging
the USD index direction has shown a ‘sell’ signal for August
based on PMI data released by August 6™. So far, this
appears to be in the money with the USD index having
drifted lower since last week. Meanwhile, a lookback at the
‘buy’ signal for the period between July and August had
also yielded positive returns.

USD index vs PMI-based indicator

e JSD index (y/y) (LHS) e P | - based indicator (RHS)

20.00%
15.00%
10.00%
5.00%
0.00%
-5.00%
-10.00% 250

-15.00% -4.50
2012 2013 2014 2015 2017 2018 2019 2020 2021 2022 2024 2025
Data compiled August 2025, including PMI data to July and FX data to 6 August 2025.
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Links to more resources

Sign up to receive updated commentary in your
inbox here.

Calendar of upcoming PMI releases

Running commentary on the PMI survey findings

PMI Frequently Asked Questions

Background to the PMIs (video)

Understanding the headline PMI and its
various subindices

PMI data use-case illustrations, from nowcasting to
investment strategy

PMI podcasts
How to subscribe to PMI data
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