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Fresh Cycle High

Industrial production rose 0.6% in June, handily exceeding
expectations and marking the first back-to-back monthly gain in
output since 2021. With the first half of the year now on the books,
we can say that industrial production has been up three months
and flat or down three months but is still up 1.3% on a year-to-date
basis.

Factoring in today's reported increase in June, the level of industrial
production has finally surpassed its prior peak for this cycle reached
in September 2022. This milestone is somewhat less impressive in
light of the fact that industrial production as a whole still has not
fully returned to its peak in the prior cycle reached in September
2018, but with another month like this one, it will.

Higher rates have clearly had a bigger impact on manufacturing
than on the consumer sector. We noted this week how retail sales
overtook it's pre-pandemic peak in June 2020; meanwhile, four
years on manufacturing is still getting back up. Just the same,
today's report is a welcome sign of life for industrial output which
has been struggling under the weight of supply chain issues,
diminished demand for consumer durable goods and an uncertain
trade policy outlook.

The Inventory Case for Finished Goods
Production

In terms of the various drivers in June, the two largest categories,
chemicals and food & beverage, both added modestly to this
month's gains. The next two largest categories, fabricated metals
and machinery, both declined after having risen the prior month.

The remaining industries for the most part showed broadly based,
if only modest gains. This is consistent with our view around
inventories. We don't believe manufacturers are overstocked
today. But the lessons of the supply chain crisis remain fresh.
Manufacturing inventories are elevated relative to sales, but most
of the restocking that has already happened has been in materials
and supplies. What we are seeing today is how even a modest
pickup in demand can translate to increased production of finished
goods.
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Have You Looked at Your June Power Bill?

By major industry groups, manufacturing was up 0.4%, mining was
up 0.3% and utilities managed to notch a gain of 2.8%. If every
summer we test records for hottest on record, how long can we
plausibly call the resulting demand abnormally high? It is always hot
in June, but suffice to say it was a scorcher this year. The average
temperature during June in the contiguous United States was 3.4°F
above average, making it the second warmest in 130 years of data.
The resulting demand for power stoked demand for an increase

in utilities output to its second highest output level on record.
Electrical power generation is up nearly 10% year-over-year through
June. Though the measure is notoriously volatile, this is the highest
it's been in over 25 years. This is setting up a high base for monthly
and yearly comparisons of growth going forward.

This marks the third consecutive monthly surge in utility output. No
one is saying it will be cool weather in July, but at some point there
will be a comeuppance when utility output reverts to the mean.
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