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Eurozone: pent-up consumption, Sign of hope or concern?

= In most eurozone countries, durable goods consumption in relation to income is still below the previous cyclical peak
m Consumer confidence tends to be higher than the previous peak = This combination suggests there is pent-up consumer
demand but it could also reflect lingering households’ concerns about the lasting nature of the current robust growth.

Last week’s editorial analysed whether the case can be made in favour of

pent-up business investment. What about consumer spending? Mario
Draghi argued on 14 March that “there are signs of pent-up demand for ~ — Final consumption of households: durable goods(Q3' 17)
both consumption and investment that still needs to be satisfied” adding ~ ® Consumer Confidence Indicator (EC) : A(Q4' 17 - Q4 07) [RHS]

that essential consumption (food and rents) was 9% above the pre-crisis 12 o 4t Gross Disposable Income 50
level whereas non-essential consumption (e.g. electrical goods, holidays) 1 . 40
was only 2% higher. 10 J[
. . Y 9 - - 30

Household spending depends, amongst other factors, on income so it is 8 J( Jr JY J[ _I_
relevant to take this into account when assessing whether there is pent-up 7 * .|. " 2
consumer demand, in particular in terms of non-essential spending. The 6 o 0 . o ., 10
chart looks at durable consumption as a percentage of gross disposable 5 ° o ° ° 0
income. The vertical lines show the pre-crisis peak and subsequent trough 4 °
whereas the horizontal marker shows the ratio for Q3 2017, the most recent g -10
data. Whereas the numbers for Austria have been remarkably stable, many 1 ° -20
others have seen a huge peak to trough contraction. In the vast majority of 0 .30
countries, current durable consumption in relation to income is still well EESE2LTTPEER2 e3> B8 E

. . : S SP°ccgcam 28 ESENS0ESSc 23
below the previous high. Durable goods spending also depends on SgEEScET 8 SwsSe=Gs8S
household confidence. In this respect, the dots represent the difference AWLEEETE »< £° ]
between confidence in Q4 2017 versus Q4 2007. With the exception of 2 E

Slovakia, Lithuania and in particular Greece, confidence is higher now than
in 2007. Nevertheless, durable goods spending in relation to income is still
quite a bit below the previous peak. This would indicate that there is still pent-up consumer demand in the eurozone as a whole and very much so in a
number of individual countries. This bodes well for the growth outlook. An alternative interpretation is less positive: it could also mean that households
are not yet convinced that robust growth will continue. - .
William De Vijlder

Source: Thomson Reuters, European Commission, BNP Paribas
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Markets overview
I The essentials
Week 30-3 18 > 5-4-18 10y bond yield, OAT vs Bund  Euro-dollar CAC 40
7 CAC 40 5167 » 5217 +24 % 120 5600
7 S&P 500 2641 » 2663 408 % oo 122 » :;gg 5211
N Volatiity (VIX) 200 » 189  -1.0 pb :
7 Euribor 3M (%) 033 » -0.33  +0.0 bp 080 . 117 i:gg
2 Lbor$3M (%) 231 » 232 3 bp o 4600
2 OAT 10y (%) 060 » 076 +15.5 bp 053 112 4400
2 Bund 10y (%) 050 » 053 +3.0 bp 040
AUSTLA0y (%) 275 » 283 488 bp (o0 107 4200
N Eurovsdollar 123 » 122 .06 % 4000
2 Gold (ounce, $) 1323 » 1325 +04 % 000 ——k- O5Apr 102 . TEApr 3800 . 75 Kor
u Ol (Brent, §) 704 > 683 26 % 2016 2017 2018 2016 2017 2018 2016 2017 2018
— Bunds
I Money & Bond Markets
Interest Rates highest' 18 lowest' 18 Yield (%) highest' 18 lowest' 18 10y bond yield & spreads
€ECB 0.00 0.00 at01/01 0.00 at01/01 €AVG57y 0.42 066 at 1502 0.41 at 04/04 4.49% Greece 395 pb
Eonia -0.37 -0.35 at01/01 -0.37 at02/01 Bund 2y -0.58 -0.55 at 07/03 -0.66 at 01/01 1.78% ltaly 125 pb
Euribor 3M  -0.33 -0.33 at25/01 -0.33 at01/01 Bund 10y  0.53 0.72 at 15/02 0.42 at 01/01 1.47% Portugal 94 pb
Euribor 12M -0.19 -0.19 at01/01 -0.19 at 19/02 OAT 10y  0.76 0.91 at 08/02 0.60 at 30/03 1.23% Spain  70pb
$F.ED 1.75 1.75 at22/03 1.50 at01/01 Corp. BBB  1.44 1.44 at 05/04 1.17 at 08/01 0.81% Belgium 28 pb
Libor3M  2.32 232 at04/04 169 at01/01 $ Treas.2y 2.31 2.34 at 20/03 1.89 at 01/01 0.76% France 22 pb
Libor 12M  2.68 2.68 at04/04 2.11 at01/01 Treas. 10y 2.83 2.94 at 21/02 2.41 at 01/01
£ BoE 0.50 0.50 atol/01 0.50 at01/01 Corp. BBB 4.2 416 at 21/03 3.59 at 01/01 0.72% Austia 19 pb
Libor 3M 0.74 0.74 at04/04 0.52 at04/01 £ Treas. 2y 0.79 0.85 at 21/03 0.40 at 01/01 0.67% Nethertand 14 pb
Libor 12M _ 1.02 1.02 at04/04 0.76 at03/01 Treas. 10y 1.46 1.67 at 15002 1.23 at 01/01 0.63% Finland 10 pb
At5-4-18 At5-4-18 ' 0.63% Ireland 9 pb
0.53% Germany
I Commodities
Spot price in dollars lowest' 18 2018(€) Oil (Brent, $) Gold (Ounce, §) CRB Foods
Oil, Brent 68.3 622 at 1302  +0.6% 1 68 1400 384
Gold (ounce) 1325 1303 at 01/01 -0.2% 60 :igg 1325 376
Metals, LMEX 3224 3184 at 26/03  -7.4% 54 1280 368
Copper (ton) ~ 6781 6556 at 26/03  -7.6% 48 1240 360
CRB Foods 336 335 at 04/04 -1.8% 42 1200 352
wheat (ton) 172 155 at 16/01  +6.2% 3% 1160 344 -
Corn (ton) 141 126 at 08/01 +8.8% 1120 336
At 5-4-18 Variations 30 1080 328
2 - ' B5hpr 1040 ' BApr 20 ' 55 Apr
2016 2017 2018 2016 2017 2018 2016 2017 2018
I Exchange Rates W Equity indices
1€= highest' 18 lowest' 18 2018 Index  highest' 18 lowest' 18 2018 2018(€)
USD 122 125 at 25/01 119 at 09/01 +1.8% CAC40 5277 5542 at 22001 5066 at 26/03 -0.7% -0.7%
GBP  0.87  0.89 at02/03 0.87 at 24/01 -1.6% S&P500 2663 2873 at 26/01 2581 at 08/02 -0.4% -2.2%
CHF 118 1.8 at 1501  1.15 at 27/02 +0.1% DAX 12305 13560 at 23/01 11787 at 26/03 -4.7% -4.7%
:\m 131‘;; 13::;? zt gé;g; 12?:22 i ég;gf ég; Nikkel 21645 24124 at 23/01 20618 at 2303 -49% -21%
China* 88 101 at 26/01 88 at 09/02 -0.1% -2.2%
CNY 770 7.92 at 25001 7.70 at 07/02 -1.5% -
R 113 2703 387 at osiot D indie 581 642 at 29/01 563 at 2303 -3.1% -6.6%
Brazi* 2240 2393 at 26/01 2023 at 01/01 +11.2% +8.7%
RUEBRIOSSOE 71.44 ot 09/02 68.06 at 09/01 Bedaldh Russia® 668 707 at 26/02 604 at 01/01 +10.8% +8.5%
INR_ 7949 8072 at 26/03 7592 at 08/01_+3.7% EETE —Vaarors* MSClindex
At 5-4-18 Variations
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Eurozone: Credit pulse

The year-over-year growth rate of bank lending continues to accelerate (top right chart) in line with faster GDP growth. The assessment by banks of
credit demand of corporates and households (housing, consumer credit) continues to be positive.
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*Credit impulse is measured as the annual change of the annual growth rate of MFI loans  ** Adjusted for securitizations
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Next week will see the publication of the economy watchers' survey in Japan and, in the US, small business sentiment and the University of
Michigan sentiment index. However, the focus will be on inflation data in the US, France and Germany as well as the FOMC minutes.

Date Country Event Period Prior
04/09/2018 Japan Eco Watchers Survey Current SA March 48.6
04/09/2018 France Bank of France Ind. Sentiment March 105
04/10/2018 United States NFIB Small Business Optimism March 107.6
04/10/2018 United States PPI Ex Food and Energy MoM March 0.2%
04/11/2018 Japan Core Machine Orders MoM February 8.2%
04/11/2018 United Kingdom Manufacturing Production MoM February 0.1%
04/11/2018 United Kingdom NIESR GDP Estimate March 0.3%
04/11/2018 United States CPI Ex Food and Energy MoM March 0.2%
04/11/2018 United States FOMC Meeting Minutes March 21 -
04/12/2018 France CPI EU Harmonized MoM March -
04/13/2018 Germany CPI EU Harmonized MoM March -
04/13/2018 United States University of Michigan Sentiment April -

Sources: Bloomberg, BNP Paribas
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UNITED STATES

= GDP growth is accelerating along with the recovery in the
emerging countries and reinforcing world trade. However the fiscal
outlook remains uncertain. Tax cuts would add +0.5 pp to the GDP
growth this year, that would trend near 3%.

= The labour market is as buoyant as ever, showing its first signs
of tension (participation rates and real wages are up).
= Fed Funds rates: 1.75% in Q1 2018, 2% by mid-2018.

CHINA

= Economic growth will decelerate in 2018. Despite the slowdown,
the central bank will have to continue to act to encourage the
deleveraging of financial institutions and corporates and reduce
financial instability risks. Fiscal policy should remain expansionist.

= The outlook for exports and household spending is rather
favourable in the short term, but the tightening of domestic credit
conditions, restructuring measures in the industry and less buoyant
property market will weigh on economic activity.

EUROZONE
= The recovery is getting stronger and broader: the dispersion of

SUMMARY
GDP Growth Inflation

% 2017 2018e 2019e 2017 2018e 2019e
Advanced 2.2 2.7 1.9 1.7 2.0 1.8
United-States 2.3 3.1 21 2.1 2.3 21
Japan 1.7 1.3 0.6 0.5 1.1 1.0
United-Kingdom 1.7 1.5 1.8 2.7 2.6 2.1
Euro Area 2.5 2.8 2.1 1.5 1.7 1.7
Germany 2.5 3.1 21 1.7 1.8 1.9
France 2.0 2.4 1.9 1.2 1.6 1.7
Italy 1.5 1.7 1.2 1.3 1.4 1.5
Spain 3.1 29 2.2 2.0 1.6 1.6
Netherlands 3.2 2.3 1.7 1.4 1.7 1.8
Emerging

China 6.9 6.4 6.4 1.6 2.3 25
India 6.6 7.4 7.6 3.6 4.5 4.2
Brazil 1.1 3.0 3.5 3.4 3.3 3.8
Russia 1.7 1.6 1.5 3.7 4.0 4.4

Source : BNP Paribas Group Economic Research (e: Estimates & forecasts)

economic performances among member states is receding. INTEREST RATES & FX RATES
= Despite the cyclical recovery, core inflation still shows no sign of | Interest rates, %: 2018
a convincing upward trend. For the recovery to enter its inflationary | End of period Qle Q2 Q3e Qe 2017  2018e 2019
phase the economy has to improve further, until the point at which | Us  Fed Funds 175 200 225 250F 150 250 275
wages will tend to increase. The ECB is expected to remain Libor 3m $ 201 215 235 2551 169 255 255
cqutious. Possible extension of APP after Sept. no rates hike before TNoles 10y! 300 340 320 325 241 325 3.00
mid-2019. Ezone ECB Refi 0.00 0.00 0.00 0.00 0.00 0.00 0.25
FRANCE Eurbor3m | 033 033 033  -033] 033 033  0.07
= A clear growth acceleration is underway. Households’ Bund 10y 070 085 120 150 042 150 180
consumption is supported by the jobs recovery but restrained by the OAT 10y 100 110 140 1707 086 170 205
upturn in inflation. Investment and exports dynamics are favourable. | UK  Base rate 05 07 075 100§ 050 100 150
. L . . . . Gilts 10y 1.55 1.65 1.75 1.90 1.23 1.90 2.25
= A slight rise in inflation is appearing but remains to be
) g PP g Japan BoJ Rate -0.10 -0.10 -0.10 -0.10 -0.04 -0.10 -0.10
confirmed.
JGB 10y 0.06 0.08 0.08 0.08 0.05 0.08 0.00
INTEREST RATES AND FX RATES
= In the US, ongoing strong growth and a very low ungmployment Exchange Rates! 2018
rate pave the way for several rate hikes (we expect 4 this year and End of veriod o © © Qs 017 2018 2019
1 next). This will put upward pressure on bond yields in 2018. The nd of peno ° ° ° ° ¢ ¢
ECB is expected to stop its QE programme at the end of 2018 and USBETEURIADSD i L] e lies e lie8 i
to hike its rates by the middle of 2019. As a consequence, bond USD/JPY 106 105 104 1027 13 102 9
yields should follow a rising trend, including in 2019. No change GBP/USD ¢ 138 141 144 145 135 145 152
expected in Japan USD/ CHF 093 093 093 094i 097 094 093
= The narrowing bond yield differential between the US and the [EUR EUR/GBP: 091 09 08 08 ; 08 08 088
eurozone should cause a strengthening of the euro, all the more so BUR/CHF { 147 118 119 120y 147 120 125
considering it is still below its long-term fair value (around 1.34). EUR/ JPY 134 133 133 131 135 131 131
Source: GlobalMarkets BNP Paribas (e: estimates & forecasts)
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