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Global economy: Decline of manufacturing sentiment slows down

m Since the end of 2017, most countries have witnessed a decline of the Markit PMI index for the manufacturing
sector m The pace of decline is slowing however in the past 3 months compared to the previous 3 months = This and
the still high level of the index in many countries point towards an ongoing satisfactory growth pace

Although the manufacturing sector represents a shrinking part of
economic activity, its cyclical nature makes it a useful indicator in
checking the pulse of the economy. To this end, the Markit PMI is an
often used indicator. In the vast majority of countries, it has
witnessed a decline since the end of last year. Looking at chart 1, the
biggest change occurred in Turkey, which is not a surprise given the
market tensions in recent months. Most eurozone countries saw a
decline in manufacturing sentiment. In some cases (Germany,
France, Italy, Austria) and for the eurozone as a whole, the drop was
significant but this occurred after having reached very high levels
towards the end of 2017. Indeed, for most eurozone countries, the
current levels remain well above 50 (the borderline between
expansion and contraction in the manufacturing sector). ltaly is an
exception with the index at 50.1. In the rest of the world, sentiment
remains above 50 as well in most countries.

For the US, the commonly used indicator is provided by the Institute
for Supply Management. Since December 2017, the manufacturing
ISM index has been fluctuating in a rather narrow range, between
57.3 (last April) and 61.3 (August). The August number represents a
3.2 percentage points increase from July. The same can’t be said for
most other countries: chart 2 shows that the average monthly change
in the past 3 months is still negative in most cases although less than
over the past 6 months.

/-

5.0

25 A

0.0

25 A

5.0 A

15

-100 -

PURCHASING MANAGER INDEX FOR THE MANUFACTURING SECTOR

August 2018 level minus 50 (RHS) 2
August 2018 level minus December 2017 - 15
--------------------------------- 10
)
-0
L5
- -10

UK
POLAND

USA
CZECH REPUBLIC

LEBANON
SWITZERLAND
INDIA

HONG KONG

NETHERLANDS
ITALY

INDONESIA
EGYPT
CANADA
VIETNAM
GREECE
AUSTRALIA
SINGAPORE
CHINA
MEXICO
BRAZIL
JAPAN
SOUTH AFRICA
IRELAND
World

SAUDI ARABIA
DENMARK
UAE

SPAIN
RUSSIA
FRANCE
EURO ZONE
GERMANY
AUSTRIA
TURKEY

Source: Markit, BNP Paribas

ECONOMIC RESEARCH DEPARTMENT

Markets Overview

Pulse & Calendar

Economic scenario

e

4 BNP PARIBAS

The bank

for a changing
world



Ecoweek 18-32 // 7 September 2018

economic-research.bnpparibas.com

This slowing negative momentum provides hope that manufacturing
sector sentiment would stabilise although the jury is still out on this.
On the positive side, in addition to the uptick in the US index,
expectations of German companies have also increased as shown in
the IFO index and China has taken measures to support growth. On
the other hand, ongoing market tensions in developing economies
cloud their economic outlook and this may end up weighing on
exports of advanced economies. Most importantly however, lingering
fears about a full-fledged trade war should cap the upside potential, if
any, of manufacturing sentiment.

William De Vijlder

MANUFACTURING PMI MOMENTUM (AVERAGE MONTHLY CHANGE OF PMI)

Latest data: August 2018
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Markets overview
I The essentials

Week 31-8 18 > 6-9-18 10y bond yield, OAT vs Bund  Euro-dollar CAC 40
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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 €AVGS57y 0.69 0090 at 08/06 0.41 at 18/04 4.82% Greece 446 pb
Eonia -0.36 -0.34 at31/08 -0.37 at18/05 Bund2y  -0.57 -0.55 at 01/08 -0.79 at 29/05 2.90% laly 255 pb
Euribor 3M  -0.32 -0.32 at30/07 -0.33 at01/01 Bund 10y  0.35 0.72 at 15/02 0.27 at 19/07 1.88% Portugal 152 pb
Euribor 12M -0.17 -0.17 at29/08 -0.19 at 19/02 OAT 10y  0.63 0.91 at 08/02 0.57 at 13/07 1.47% Spain 112 pb
$ FED 2.00 2.00 at14/06 1.50 at01/01 Corp. BBB  1.70 1.73 at 05/09 1.17 at 08/01 0.72% Belgium 36 pb
Libor 3M 2.32 2.37 at04/05 1.69 at01/01 $ Treas. 2y 2.65 2.68 at 26/07 1.89 at 01/01 0.63% France 28 pb
Libor 12M  2.84 2.84 at05/09 2.11 at01/01 Treas. 10y 2.88 3.13 at 17/05 2.41 at 01/01 0.56% reland 21 pb
£ BoE 0.75 0.75 at02/08 0.50 at01/01 Corp. BBB  4.31 4.42 at 17/05 3.59 at 01/01 0.55% Austia 20 pb
Libor 3M 0.80 0.81 at06/08 0.52 at04/01 £ Treas.2y 0.72 0.85 at 21/03 0.40 at 01/01 0.53% Finland 17 pb
Libor 12M 1.04 1.06 at02/08 0.76 at03/01 Treas. 10y 1.33 1.67 at 1502 1.23 at 01/01 0.47% Netherland 11 pb
AL6-9-18 At 6-9-18 0.35% Germany
I Commodities
Spot price in dollars  lowest' 18 2018(€) Oil (Brent, $) Gold (Ounce, $) CRB Foods
Oll, Brent 765 622 at 1302 +18.6% 8 ;7 1400 378
Gold (ounce) 1199 1179 at 17/08  -5.0% 72 1223 369
Metals, LMEX 2868 2820 at 15/08 -13.4% 64 1280 360
Copper (ton) 5904 5759 at 15/08 -15.4% 56 1240 351
CRB Foods 319 316 at 3008 -1.9% 48 1200 1199 342
w heat (ton) 176 155 at 16/01 +14.2% 40 1160
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I Exchange Rates W Equity indices
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USD 116 1.25 at25/01 1.13 at 15/08 -3.1% CAC40 5244 5640 at 22/05 5066 at 26/03 -1.3%  -1.3%
GBP  0.90 091 at28/08 0.86 at 17/04 +1.2% S&P500 2878 2914 at 29/08 2581 at 08/02 +7.6% +11.1%
CHF 143 120 at19/04  1.12 at 15/08 -3.8% DAX 11955 13560 at 23/01 11787 at 26/03 -7.5%  -7.5%
im 12’13291’ 13::(2;2’ ZI gggg 12?:2? :: ;gjg? +ng2 Nikkei 22488 24124 at 23001 20618 at 2303 -12% +3.6%
China* 76 101 at 26/01 76 at 06/09 -13.3% -10.8%
CNY 7.95 800 at24/08 7.42 at 29/05 +1.6% L - -
o IS — Indlal* 584 642 at 29/01 547 at 23/05 +7.6% -1.4%
Brazil 1602 2393 at 26/01 1568 at 04/09 -0.7% -18.2%
EpA0 N 8048 at 06/09 6B.05 at 09/01 6 Russia* 559 707 at 26/02 551 at 23/08 +8.5% -4.5%
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Eurozone: Credit pulse

Despite the slight slowing of growth in the euro zone in the first half of 2018, the pulse of lending, which rose significantly in June under the
effect of strong lending to non-financial companies (particularly securitised loans), remained in July at a level last seen in the autumn of 2016.
Banks responding to the latest Bank Lending Survey (July 2018) indicated that they expected growth in demand for credit over the next three
months — from both consumers and business — as well as a slight relaxation of lending conditions.
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Indicators preview

Source: ECB, ECB survey on the distribution of credit, BLS, BNP Paribas

A heavy week ahead of us with meetings of the Bank of England and the ECB, the release of the Fed's Beige Book, describing the economic

environment across the US (readers will look for comments from corporates on the protectionist threat), as well as a number of important data:
machine orders, industrial production and the eco watchers survey in Japan; inflation in France and Germany; employment data in France and
the eurozone; industry sentiment in France. Several data will be released in the US: small business optimism, PPI, CPI, retail sales, consumer

sentiment (University of Michigan).

Date Country/Region Event Period Surv(M)
09/10/2018 Japan GDP SA QoQ 2-Q

09/10/2018 France Bank of France Ind. Sentiment August 101
09/10/2018 Japan Eco Watchers Survey Current SA August 46.6
09/11/2018 France Total Payrolls 2-Q 0.2%
09/11/2018 United Kingdom ILO Unemployment Rate 3Mths July

09/11/2018 United States NFIB Small Business Optimism August -
09/12/2018 Eurozone Employment QoQ 2-Q 0.4%
09/12/2018 United States PPI Final Demand MoM August

09/12/2018 United States U.S. Federal Reserve Releases Beige Book August

09/13/2018 Japan Core Machine Orders MoM July -8.8%
09/13/2018 Germany CPI MoM August -
09/13/2018 France CPI MoM August -
09/13/2018 United Kingdom Bank of England Bank Rate Sep-13 0.750%
09/13/2018 Eurozone ECB Main Refinancing Rate Sep-13 0.000%
09/13/2018 United States CPI MoM August

09/14/2018 Japan Industrial Production MoM July

09/14/2018 United States Retail Sales Advance MoM August

09/14/12018 United States Industrial Production MoM August -
09/14/2018 United States Capacity Utilization August

09/14/12018 United States U. of Mich. Sentiment Sep

Source: Bloomberg, BNP Paribas
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UNITED STATES

= Economy is expected to expand at a 3% or so in 2018, thanks to
tax cuts, booming profits and credit. However, the current weakening
in external trade indexes puts the risk on the downside.

= |nflation is accelerating in the wake of higher oil prices and more
evident tensions in the labour market.

= The Fed will keep on normalizing monetary conditions. We
forecast the Fed Funds target rate to reach 2.75% in Q1 2019.

CHINA

= Economic growth will decelerate in 2018-2019. The export
outlook is significantly darkened by US protectionist measures.
Private domestic demand should be affected by the worsening
performance of the export manufacturing sector and the continued
moderation in the property market.

= |n order to contain the slowdown, the central bank has started to
ease liquidity and credit conditions. At the same time, the reduction
in financial instability risks should remain a top policy priority. Fiscal
policy will also be expansionary and infrastructure spending is
projected to rise.

EUROZONE

= The recovery is continuing, although it has been weaker than
expected at the start of the year. Intra-EU trade grows with domestic
demand, especially corporate investment.

SUMMARY
GDP Growth Inflation
% 2017 2018e 2019e 2017 2018e 2019e
Advanced 22 2.2 1.5 1.8 21 1.9
United-States 22 2.8 1.8 2.1 25 2.1
Japan 1.7 0.9 0.6 0.5 1.0 1.0
United-Kingdom 1.7 1.3 1.6 2.7 2.4 2.1
Euro Area 25 2.0 1.5 1.5 1.9 1.9
Germany 25 1.9 1.6 1.7 1.9 2.1
France 2.3 1.7 1.6 1.2 22 1.8
Italy 1.6 1.2 1.0 1.3 1.5 1.9
Spain 3.1 27 2.0 2.0 1.8 1.8
Netherlands 3.0 2.3 1.7 1.3 1.7 1.8
Emerging 5.9 5.8 5.8 2.4 2.9 2.8
China 6.9 6.4 6.1 1.6 2.1 1.9
India 6.7 7.4 7.6 3.6 4.5 4.4
Brazil 1.0 1.5 3.0 3.4 3.7 3.7
Russia 1.5 1.8 1.6 3.7 2.6 3.5

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

INTEREST RATES & FX RATES

= |Inflation has rebounded in the wake of higher oil prices, but the | Interest rates, %  2018] 2019
core CPI trend remains subdued. Along with renewed tensions over | End of period Qe Qe Q2% Q3%  Qdel 2017 2018e 2019
sovereign debt spreads (ltaly) this argues for the ECB to maintain  |US  Fed Funds 2500 275 275 275 2750 150 250 275
the status quo on the refinancing rate for a long period of time. Libor 3m § 23, 280 285 265 255 169 236 255
T-Notes 10y 3.10 3.15 3.20 3.10 3.00 241 310 3.00
FRANCE Ezone ECB Ref 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
= Growth slows down but remains above potential. Households’ Euribor 3m 030f 030 025 020 -015[ -033 -030 -015
consumption should get a boost from the planned tax cuts and the jobs Bund 10y 075, 08 100 110 1200 042 075 120
recovery but inflation reduces purchasing power gains. Business OAT 10y 100f 110 125 135 145, 066 100 145
investment dynamics remain favourable. The global backdrop is less  |UK  Baserate 075 075 100 100 125, 050 075 125
supportive. A slight rise in core inflation is appearing but remains to be Gilts 10y 155, 170 180 190 200, 128 155 200
confirmed. Japan BoJ Rate 010, -010 -010 -010 -010; -004 -010 -0.10
INTEREST RATES AND FX RATES JGB 10y 0.14 0.12 0.10 0.04 0.02 0.05 0.14 0.02
= In the US, ongoing strong growth and a very low unemployment
rate pave the way for more rate hikes. .We expect 2 more this year Exchange Rates 2019
and 1 in the first half of 2019 after which the Fed will want to see )
. End of period Qde Qle Q2 Q3e Qder 2017 2018 2019
how the economy reacts. As a consequence, US treasury yields
. L USD EUR/USD 1.20 1.22 1.25 1.28 1.30 1.20 1.20 1.30
should increase, although to a limited degree: the market expects USD / JPY 106 102 100 99 98 3 106 98
that the tightening cycle is already well advanced. The ECB has GBP/USD 130 138 140 145 149, 135 130 149
announced it intends to stop its net asset purchases at the end of USD/ CHF 097 097 09 095 0% 097 097 094
2018. A first hike of the deposit rate is expected after the summer of | EurR  EUR/GBP 092 091 089 088 087! 08 092 087
2019. As a consequence, bond yields should increase. No change EUR/CHF 1160 118 120 122 1220 147 116 12
expected in Japan. EUR/JPY 127 124 125 127 127 135 127 127
= The narrowing bond yield differential between the US and the | Source: GlobalMarkets (e: Esimates & forecasts)
eurozone should cause a strengthening of the euro, all the more so
considering it is still below its long-term fair value (around 1.34).
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