EADLINES

with Ronald Temple, Chief Market Strategist

18 July 2025

The Headlines

+ United States: US inflation showed early signs of reacceleration due to increased tariffs, with core
Consumer Price Index (CPI) inflation rising 2.9% year-over-year (y-o-y). The weighted average tariff on
US goods imports surged to 20.6%, likely driving core inflation above 4% by year end. Retail sales
outperformed expectations for June, but prior months were revised lower; future sales are expected
to slow as tariffs impact consumer prices and employment softens.

+ China: Q2-25 GDP slightly exceeded expectations, growing 5.2% y-0-y, supported by strong industrial
production and export growth following a US—China trade truce. Retail sales and property investment
lagged, with the outlook clouded by weaker domestic demand and persistent real estate issues.

+ Japan: CPI inflation remained steady, confirming a break from deflation, with nominal wage gains
sustaining moderate price increases.

+ United Kingdom: CPI surprised to the upside at 3.6% y-0-y, but the Bank of England is still expected to
cut rates in August.

+ Outlook: Markets anticipate stable European Central Bank (ECB) policy, stable to better Purchasing
Managers’ Index (PMI) releases for developed markets, and a pivotal Japanese Upper House election
that could affect economic direction and trade talks.

The Week Behind

Region Indicator Date Period Comp Consensus Actual Prior Reading
United States Headline CPI 15 July June y-0-y 2.6% 2.7% 2.4%
Core CPI 15 July June y-0-y 2.9% 2.9% 2.8%
Retail Sales (Advance) 17 July June m-0-m 0.1% 0.6% -0.9%
China GDP 14 July Q2-25 y-0-y 5.1% 5.2% 5.4%
Industrial Production 14 July June y-0-y 5.6% 6.8% 5.8%
Retail Sales 14 July June y-0-y 5.2% 4.8% 6.4%
Japan Headline CPI 17 July June y-0-y 3.3% 3.3% 3.5%
United Kingdom Headline CPI 16 July June y-0-y 3.4% 3.6% 3.4%
The Week Ahead
Region Indicator Date Period Comp Consensus Actual Prior Reading
Eurozone Deposit Rate 24 July Level 2.00% 2.00%
United Kingdom Retail Sales ex-Auto Fuel 25 July June m-o-m 1.4% -2.8%
Retail Sales ex-Auto Fuel 25 July June y-0-y 2.0% -1.3%
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The Week Behind

1.

US CPI inflation showed early signs of reacceleration due to tariffs.

The outlook: While the effects of tariffs have taken longer to appear in monthly inflation data, they
are beginning to become evident. Given the increase in the weighted average effective tariff on
goods imports into the United States from 2.7% at the beginning of the year to 20.6% as of 14 July
according to the Yale Budget Lab, it is likely that US core inflation will top 4% by year end versus the
2.9% year-on-year (y-o-y) figure reported this week.

While my base-case expectation is for materially higher US inflation over the next six-to-twelve
months, there are factors that could lessen the increase in price pressures including:

- Importers could cut enough other costs, such as headcount, to offset part of tariff costs;
- Companies might take a hit to their profit margins by “eating” some of the tariffs;

- Exporters to the United States could lower prices to avoid losing market share; and/or

- Other inflation drivers could soften due to a weaker economy and demand destruction.

Thus far, the pass through of tariffs to end consumer prices has been limited. Our assessment is
that this reflects a) importers having front-loaded inventories in anticipation of tariffs and hence not
yet selling higher-priced goods, b) companies being reluctant to raise prices and lose market share
when they still do not know how enduring the tariffs will be, and c) weaker demand could be
precluding importers from passing through price increases (which implies lower margins).

With the 1 August deadline for most countries fast approaching, | expect we will see a more
meaningful acceleration of price pressures in the August and September CPI and Personal
Consumption Expenditure inflation reports. By that time, the full force of the nearly 18-percentage
point increase in the weighted average goods tariff will likely begin to be felt.

The details: Headline inflation in June was 29 basis points (bps) month-on-month (m-o-m) and 2.7%
y-0-y. Core inflation was 23 bps m-o-m and 2.9% y-o0-y. Each of these metrics was in line with
expectations except for the m-o-m core CPI where the consensus was for a 0.3% increase. As
usual, there were some noteworthy price categories that moved the needle. For example, lower
hotel rates deducted 5 bps from core CPI while lower auto prices also reduced the figure by 4 bps.

Tariffs were most evident in core goods prices (all physical goods other than food and energy).
Household furnishings and supplies prices rose 1.0% in the month (+4 bps to core CPI), the largest
increase since January 2022, with a 4.2% m-o-m increase in the cost of window and floor coverings
and other linens being the largest single month increase ever. The other core good price that added
a notable amount to core CPI was apparel where prices were up 0.4% in the month (on a 3.1%
weight in the core CPI) adding 1.4 bps to the figure. There are other items that rose by large
amounts, but none of them individually moved the total core CPI figure materially.

Key statistics in the monthly report are included in the table below.
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Weightin Core  Contribution/

June 2025 Core CPI Details CPI Detraction (bps)
Key Categories:
Shelter (owners' equivalent rent, rent of primary residence, other accommodation) 44.4% 7.8
Services ex-Shelter 31.5% 11.5
Core goods 24.1% 4.8
Total Core CPI (from sum of key categories) 24.0
Allltems Ex-Food and Energy (reported) 229

Contributors:

Owners' equivalent rent of a primary residence 32.7% 10.0
Rent of Primary Residence 9.3% 2.1
Medical care services 8.4% 4.8
Household furnishings and supplies 4.2% 4.1
Apparel 3.1% 14
Detractors:
Other lodging away from home including hotels and motels 1.5% (5.0)
Used cars and trucks 3.0% (2.0)
New vehicles 5.4% (1.9)

Source: Lazard, Bureau of Labor Statistics
As of June 2025

The y-0-y core CPI and three key categories within the index are displayed in the chart below. Note
that the lowest line reflects inflation for core goods which have moved from deflation of 1.9% y-o-y
in August 2024 to an increase of 0.7% y-o-y in June 2025. Tariffs will be most evident in this line.

US Core CPI Inflation Is Likely to Reaccelerate through Year-End 2025

US Consumer Price Index Inflation for Key Categories
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Source: Bureau of Labor Statistics, Haver Analytics
Note: As of June 2025
LAZAR D Core goods represent ~24% of core CP|, shelter represents ~44%, and services ex-shelter and ex-energy services represent ~32%.

2. USretail sales were stronger than expected but prior months’ figures were revised downward.

The outlook: This month'’s data continues a trend of stable growth in retail sales “hard data,” - i.e.,
actual results, versus much weaker “soft data,” - i.e., sentiment readings, this year. The core
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determinant of the trajectory of retail sales will be employment and wage growth, both of which |
expect to weaken in the months ahead. | also expect tariff-induced inflation to affect sales later in
2025 as price adjustments lead consumers to shift spending accordingly. Note that retail sales are
not adjusted for inflation. Hence, to the extent inflation reaccelerates, we could see stronger retail
sales that are weaker in real terms.

The details: April and May retail sales figures were revised downward, largely offsetting the upside
surprise in June figures. Y-0-y sales growth was strongest for health & personal care stores,
miscellaneous store retailers, motor vehicle and parts dealers, and food services and drinking
places. The weakest y-0-y results were at department stores, building materials providers, and
electronics and appliance stores.

June US Retail Sales Consensus Actual Prior Month Revised
Retail Sales m-o-m 0.1% 0.6% -0.9%

Retail Sales ex-Auto m-o-m 0.3% 0.5% -0.3% -0.2%
Retail Sales ex-Auto and Gas m-o-m 0.3% 0.6% -0.1% 0.0%
Retail Sales Control Group 0.3% 0.5% 0.4% 0.2%

Source: Bloomberg, U.S. Census Bureau

China GDP and monthly economic data were mixed, but good economic news in China might be
bad news as it decreases the incentives for needed fiscal stimulus and structural reforms.

The outlook: China continues to deliver resilient economic data despite the trade war and its
enduring real estate crisis. The Q2-25 real GDP figure slightly exceeded expectations, but much of
the relative strength can be attributed to front-loading of orders by trade partners that boosted
exports. Looking forward, payback is likely with weaker economic data in the second half.

The reason good economic news might now be bad is that resilient data decreases the urgency for
Chinese leaders to deliver fiscal stimulus to stimulate domestic consumption or to reform the

economy to address structural challenges that are likely to limit growth for years to come. In H2-25,
economic deceleration could be the catalyst needed to spur these changes, but | am not optimistic.

The details: GDP in Q2-25 rose 5.2% y-0-y versus the consensus expectation for growth of 5.1%. The
main event, however, was much stronger-than-expected industrial production growth of 6.8% versus
consensus expectations for a 5.6% increase. Industrial production increased across chemical,
computer, and equipment manufacturing while rail, ship, and aircraft production growth weakened.

The industrial production outperformance was largely driven by stronger exports after the United
States and China reached a trade “truce” in May. Exports rose 5.8% y-0-y versus expectations for
5.0% growth. Imports also grew more than expected rising 1.1% y-0-y versus 0.3% expected.

Retail sales and most investment metrics were weaker than expected. Retail sales rose only 4.8%
y-0-y versus the consensus expectation for 5.1% growth. Retail sales were weak across all channels
partly reflecting pull-forward of sales caused by the “618" online shopping festival as well as
exhaustion of trade-in subsidies in some provinces.

Fixed asset investment, property investment, and residential property sales were all materially
weaker, and home price declines accelerated marginally from the pace seen in May.
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June China Economic Data Consensus Actual Prior
Q2-25GDP y-0-y 5.1% 5.2% 5.4%
YTD y-0-y 5.3% 5.3% 5.4%
g-0-q 0.9% 1.1% 1.2%
Exports y-0-y 5.0% 5.8% 4.8%
Imports y-0-y 0.3% 1.1% -3.4%
Industrial Production y-0-y 5.6% 6.8% 5.8%
YTD y-o-y 6.2% 6.4% 6.3%
Retail Sales y-0-y 5.1% 4.8% 6.4%
YTD y-o-y 5.1% 5.0% 5.0%
Fixed Asset Investment YTD y-o-y 3.6% 2.8% 3.7%
Property Investment YTD y-o-y -10.9% -11.2% -10.7%
Residential Property Sales YTD y-o-y * -5.2% -2.8%
New Home Prices m-o-m * -0.27% -0.22%
Used Home Prices m-0-m * -0.61% -0.50%

Source: Bloomberg, National Bureau of Statistics
*No consensus estimate available on Bloomberg.

Japan CPI inflation was largely in line with expectations.

The outlook: Japan has convincingly broken free from decades of price stability and deflationary
pressure. Rising nominal wages are likely to translate to ongoing inflation, albeit at a slower pace.

The details: Headline inflation, core, and core-core (see table below) all were in line with or only
marginally below or above expectations. Rice prices continued to contribute significantly to all three
CPI series. This month, mobile phone charges were a material source of inflation with an increase
of over 11% y-0-y on a category that accounts for 3% of the total CPI. Lower water prices, lower
durable goods prices, and slower energy inflation helped offset these positive one-offs.

Japan June CPI Consensus Actual  Prior Reading
Headline y-o-y 3.3% 3.3% 3.5%
CPI y-o-y ex-fresh food (core) 3.4% 3.3% 3.7%
CPI y-o-y ex-fresh food and energy (core-core) 3.3% 3.4% 3.3%

Source: Bloomberg, Japan Ministry of Internal Affairs and Communications

UK CPI inflation surprised on the upside.

The outlook: | expect inflation to continue to subside but not on a smooth path. This month’s upside
surprise is unwelcome but unlikely to deter the Bank of England from cutting rates by 25 bps as
markets currently anticipate by the 7 August monetary policy meeting.

The details: The upside inflation surprise was broad based across services, and goods, but volatile
components like airline fares and apparel can be partially blamed for adding to price pressures.
Within services, housing price increases decelerated but remain high at 6.7% y-o-y. Travel and
transport services also contributed to higher inflation at a rate of 6.3% y-o-y. At the headline level,
food inflation was strong at 4.5% y-o-y.
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UK June CPI

Consensus Actual Prior Reading
Headline m-o-m 0.1% 0.3% 0.2%
Headline y-0-y 3.4% 3.6% 3.4%
Core y-0-y 3.5% 3.7% 3.5%
Services y-0-y 4.5% 4.7% 4.7%

Source: Bloomberg, UK Office for National Statistics

The Week Ahead

1.

Developed markets Purchasing Managers’ Index (PMI) data will be released.

The outlook: PMiIs for the Eurozone are generally expected to strengthen in July, while the United
Kingdom is expected to report improvement in manufacturing and a slight softening in services.
The US PMis could indicate whether corporate confidence has recovered from the early policy
unpredictability caused by trade policy changes.

The ECB is expected to hold monetary policy constant.

The outlook: Markets are ascribing a 1% probability of a 25-bps rate cut at the 24 July ECB meeting.
By year end, market prices suggest a 92% chance of one rate cut. | remain in the more dovish camp
given my expectation for an aggressive US trade war against the European Union. | believe two rate
cuts are likely with one reduction as my bear-case assumption.

Japan will hold Upper House elections on 20 July.

The outlook: The election results at this point are being described by Japanese media as too close
to call in terms of whether the Liberal Democratic Party (LDP) — Komeito coalition can retain a
majority. Of the 248 seats in the Upper House, 125 are up for election. The LDP—Komeito coalition
needs to win 50 seats to maintain a majority. If the coalition fails to win enough seats, Prime
Minister Shigeru Ishiba could decide to resign which would have significant implications for the
US-Japan trade talks. There are multiple permutations we could consider, but the key point is that
the election is going to be important to the direction of the Japanese economy and markets.

UK retail sales are expected to have rebounded in June.

The outlook: Retail sales have been volatile in recent months with the May decline reflecting a
hangover after very strong April sales. Sales growth in May is expected to normalize somewhat with
the added benefit of a rebound from April's weakness.

June UK Retail Sales Consensus Prior Month
Retail Sales including Auto Fuel m-o-m 1.1% -2.7%
Retail Sales including Auto Fuel y-o-y 2.2% -1.3%
Retail Sales excluding Auto Fuel m-o-m 1.2% -2.8%
Retail Sales excluding Auto Fuel y-o-y 1.5% -1.3%

Source: Bloomberg, UK Office for National Statistics
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Important Information
This content represents the views of the author, and its conclusions may vary from those held elsewhere
within Lazard.

These materials have been prepared by Lazard for general informational purposes only on a non-reliance
basis, and they are not intended to be, and should not be construed as, financial, legal, or other advice.

In preparing these materials, Lazard has assumed and relied upon the accuracy and completeness of any
publicly available information and of any other information made available to Lazard by any third parties,
and Lazard has not assumed any responsibility for any independent verification of any of such
information. These materials are based upon economic, monetary, market, and other conditions as in
effect on, and the information available to Lazard as of, the date hereof, unless indicated otherwise.
Subsequent developments may affect the information set out in this document, and Lazard assumes no
responsibility for updating or revising these materials.

These materials may include certain statements regarding future conditions and events. These
statements and the conditions and events they describe are inherently subject to uncertainty, and there
can be no assurance that any of the future conditions or events described in these materials will be
realized. In fact, actual future conditions and events may differ materially from what is described in these
materials. Lazard assumes no responsibility for the realization (or lack of realization) of any future
conditions or events described in these materials.

No liability whatsoever is accepted, and no representation, warranty, or undertaking, express or implied, is
or will be made by Lazard or any of its affiliates for any information contained herein or for any errors,
omissions, or misstatements herein. Neither Lazard nor any of its affiliates makes or has authorized to be
made any representations or warranties (express or implied) in relation to the matters contained herein or
as to the truth, accuracy, or completeness of this document.

Nothing herein shall constitute a commitment or undertaking on the part of Lazard to provide any

service. Lazard shall have no duties or obligations to you in respect of these materials or other advice
provided to you, except to the extent specifically set forth in an engagement or other written agreement, if
any, that is entered into by Lazard and you.

By accepting this document, each recipient agrees to be expressly bound by the foregoing limitations.



