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Don't mention the R word

m People update their expectations more quickly when media coverage of a given economic topic becomes more intense m The change in the outlook is more
important than today’s cyclical environment m Monitoring media coverage of economic slowdown risk will become particularly relevant against the background of a

loss of momentum in survey data

A recent cover of The Economist titled: “The next recession. How
bad will it be?” Considering that the world economy is still growing
at a healthy pace, is the time ripe to talk about the next recession?
It is reminiscent of an article in the same newspaper back in the
90s which showed a recession index based on the number of
references to the R-word in The Washington Post and the New
York Times. The accompanying chart has been inspired by this
index. Whereas the data from Factiva are based on a large
number of media in several countries, the Bloomberg data show
the number of Bloomberg articles mentioning recession. Finally,
the data from Google show the search activity in the US.
Interestingly, the recent readings of the three indicators are still
well above those of 2005-2006. This might reflect that the Great
Recession is still influencing the search activity and the media
attention to economic downturns. Since the beginning of last year
the results for Bloomberg have been rather stable and the
recession count by Factiva has been trending down. The very
recent increase might be related to the intense media coverage of
the 10" anniversary of the collapse of Lehman Brothers. Google
search activity has actually been rising since the summer of 2017
and we're now back to the levels of 2016. Things still look very
quiet at the moment compared to the big jumps in the three series
in 2007, 2008 and 2011. Back in 2004, research by Doms and
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Morin' of the Federal Reserve had already shown that intense media coverage pushes people to update their expectations more frequently. This implies that a
significant increase in the use of the R-word could end up influencing how people assess the economic outlook. Clearly, press articles could also merely
reflect increasing concerns of people about the economy, rather than being a cause of such an increase. Recent research by Soroka et al. (2015) also
highlights the responsiveness of media and the public to perceived changes in the outlook, rather than to where the economy is today2. In an environment of
softening survey data, monitoring media coverage will become increasingly important.
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Markets overview

I The essentials

Week 26-10 18 > 30-10-18 10y bond yield, OAT vs Bund  Euro-dollar CAC 40
7 CAC 40 4967 » 4979 402 % 120 5800
2 S&P 500 2650 » 2683 09 % o 122 e
N Volatility (VIX) 242 » 234 08 pb 5200
7 Euribor 3M (%) -0.32 » -0.32  +0.0 bp 080 147 5000 (979
7 Libor$3M (%) 252 b 253 406 bp o 10.68 43800
2 OAT 10y (%) 067 » 068 +1.4 bp 112 114 4600
7 Bund 10y (%) 035 » 037 +23 bp 040 - 4400
AUSTr10y (%) 308 » 311  +34 bp (o0 ' 107 4200
N Euro vs dollar 114 » 114 01 % 4000
N Gold (ounce, §) 1242 » 1224 1.4 % 000 b 02 ————300st 3800 —————75%.
u Ol (Brent, §) 71 0 762 A4 % 820d16 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 0.87 1.06 at 19/10 0.41 at 18/04 4.85% Greece 448 pb
Eonia -0.37 -0.34 at31/08 -0.37 at18/05 Bund2y  -0.62 -0.50 at 25/09 -0.79 at 29/05 3.49% laly 311 pb
Euribor 3M  -0.32 -0.32 at01/10 -0.33 at01/01 Bund 10y  0.37 0.72 at 15/02 0.27 at 19/07 1.89% Portugal 152 pb
Euribor 12M  -0.15 -0.15 at24/10 -0.19 at 19/02 OAT 10y  0.68 0.91 at 08/02 0.57 at 13/07 1.560% Spain 121 b
$ FED 225 225 at27/09 1.50 at01/01 Corp. BBB  1.81 1.82 at 29/10 1.17 at 08/01 0.78% Belgium 40 pb
Libor3M  2.83 253 at29110 1.69 at01/01 $ Treas. 2y 2.84 2.91 at 22/10 1.89 at 01/01 068% France 30 pb
Libor 12M  3.06 3.06 at29/10 2.1 at01/01 Treas. 10y 3.1 3.23 at 08/10 2.41 at 01/01
£ BoE 0.75 0.75 at02/08 0.50 at01/01 Corp. BBB  4.60 4.60 at 30/10 3.59 at 01/01 0.65% Ireland 27 pb
Libor3M  0.81 081 at20/10 052 at0401 £ Treas.2y 0.72 091 at 0510 040 at0ti0r 0% Finland 26 pb
Libor 12M .05 1.09 at10/10 0.76 at03/01 Treas. 10y 1.41 1.73 at 10110 1.23 at 01/01 0.59% Austria 21 pb
At 30-10-18 At 30-10-18 ' 0.51% Netherland 13 pb
0.37% Germany
FCommodities
Spot price in dollars ~ lowest' 18 2018(€) Oil (Brent, §) Gold (Ounce, $) CRB Foods
Oil, Brent 762 622 at 13/02 +20.9% gg 6 1400 378
1360
Gold (ounce) 1224 1179 at 17/08  -0.7% 72 1320 369
Metals, LMEX 2882 2820 at 15/08 -10.9% 64 1280 360
Copper (ton) ~ 6077 5759 at 15/08 -10.9% %6 1240 1224 351
CRB Foods 335 316 at 30/08 +5.3% 48 1200 242
w heat (ton) 180 155 at 16/01 +19.6% 40 1160 335
Com (ton) 130 115 at 18/09 +8.3% 1120 333
At 30-10-18 Variations % 1080 32
2% - ' —300ct 1040 ' —300ct 1 ' 30 Oct
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 114 125 at25/01 1.3 at 15/08 -5.4% CAC40 4979 5640 at 22/05 4953 at 24/10 -6.3% -6.3%
GBP 089 091 at28/08 0.86 at 17/04 +0.6% S&P500 2683 2931 at 20/09 2581 at 08/02 +0.3% +6.0%
CHF 114 120 at19/04 1.12 at 07/09 -2.4% DAX 11287 13560 at 23/01 11192 at 24/10 -12.6% -12.6%
im 123;(5’ 13:;2 :: ??;8; 12?:22 :: ;g;g? j?:ﬁ Nikkei 21457 24271 at 02110 20618 at 23003 -5.7%  -0.5%
China* 68 101 at 26/01 68 at 30/10 -23.1% -19.1%
CNY 791 810 at25/09 7.42 at 20/05 +1.2% -
EENEETN 13 o 00 387 o 0801 NECTED india 497 642 at 20001 487 at 26/10 -6.1% -14.1%
Brazi* 2024 2393 at 26/01 1561 at 11/09 +12.0% +5.7%
LCEIESER 8162 at 10/09 68.06 ot 09/01 NERERA Russia* 586 707 at 26/02 551 at 23/08 +8.5% +2.4%
INR  83.74 8566 at 11/10 7592 at 08/01 +9.3% —C — * MSCl index
At30-10-18 Variations At 30-10-18 Variations
The bank

'3

@il BNP PARIBAS

for a changing
world



Ecoweek 18-40 // 31 October 2018 economic-research.bnpparibas.com

Pulse
Eurozone: Credit pulse
After a rebound in June, the pulse of lending stabilized in September. This dynamism is due to the continued acceleration of loans to non-

financial corporations and, to a lesser extent, households. Loan demand by households remains more favorably oriented than that of non-
financial corporations, while the credit conditions continue to ease but not as fast as in August.
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*Credit impulse is measured as the annual change of the annual growth rate of MFl loans ** Adjusted for securitizations

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

Indicators preview

Next week the focus in the US will be on the FOMC meeting and the ISM for the non-manufacturing sector, which last month caused a big jump
in bond yields. We will also see the release of the Markit PMI data for the services sector and the composite index in several countries. The ECB
will publish its bulletin and the European Commission its updated forecasts.

Date Country Event Period Survey Prior
11/05/18 United States ISM Non-Manufacturing Index Oct - 61.6
11/06/18 France Markit France Composite PMI Oct - -
11/06/18 Germany Markit/BME Germany Composite PMI Oct - -
11/06/18 Eurozone Markit Eurozone Composite PMI Oct - -
11/07/18 Japan Leading Index Cl Sep - -
11/07/18 United Kingdom Halifax House Prices MoM Oct - -1.4%
11/07/18 Eurozone Retail Sales MoM Sep - -0.2%
11/08/18 France Survey of Industrial Investment

11/08/18 Eurozone ECB Publishes Economic Bulletin

11/08/18 Eurozone European Commission Updates lts Economic Forecasts

11/08/18 United States FOMC Rate Decision (Upper Bound) nov-08 2.25% 2.25%
11/08/18 Japan Eco Watchers Survey Outlook SA Oct - 51.3
11/09/18 France Industrial Production MoM Sep - 0.3%
11/09/18 United Kingdom GDP QoQ 3Q - 0.4%
11/09/18 United States PPI Ex Food and Energy MoM Oct 0.2% 0.2%
11/09/18 United States University of Michigan Sentiment Nov - -

Sources: Bloomberg, BNP Paribas
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UNITED STATES SUMMARY
= Economy is expected to expand at approximately 2.8% this year
on the back of tax cuts, booming profits and credit. However, the GDP Growth Inflation
slowdown of international trade implies the risk is on the downside. % 2017 2018e 2019e 2017 2018e 2019e
= Inflation is accelerating in the wake of higher oil prices and a | Advanced 22 22 1.5 18 21 19
tight labour market. United-States 22 28 18 21 25 2.1
= The Fed will keep on tightening its policy. We forecast the Fed | 3P0 5 i L L2 i -
funds target rate to reach 2.75% in Q1 2019. United-Kingdom 17 13 16 27 24 21
Euro Area 25 20 1.5 1.5 19 1.9
CHINA Germany 25 1.9 1.6 1.7 1.9 2.1
= Economic growth will decelerate in 2018-2019. The export | France 23 17 16 12 21 16
outiook is significantly darkened by US protectionist measures. | '8ly 16 12 10 13 15 19
Private domestic demand should be affected by the worsening |-SPai 30 27 20 20 18 18
performance of the export manufacturing sector and the continued | Emerging 5.9 5.8 5.8 24 29 29
moderation in the property market. China 6.9 6.4 6.1 16 21 19
= |n order to contain the slowdown, the central bank has started to g]:j;i" ?(7) :g :733 gg gs gg
ease quqidit.y andl predit conditions. At Fhe same time, the .redu<l:tion Russia 1:5 1:7 1:7 3:7 2:7 4:1
n fmanug | instability risks should remain .a top policy priority. .F'SC?' Source : BNP Paribas Group Economic Research (e: Estmates & forecasts)
policy will also be expansionary and infrastructure spending is
projected to rise.
EUROZONE INTEREST RATES & FX RATES
= The recovery is continuing, although it has been weaker than | |nterest rates, %  2018. 2019
expected at the start of the year. Intra-EU trade grows with domestic | ¢ ofperiod Qde  Qle Q2 Q3  Qdel 2017 2018 2019
demand, especially corporate investment. US  FedFunds 2500 275 275 275 275| 150 250 275
= Inflation has rebounded in the wake of higher oil prices, but the Libor 3m § 236; 280 28 285  255] 1689 236 255
core CPI trend remains subdued. This argues for the ECB to T-Notes 10y 310p 315 320 310 300f 241 310 300
maintain the status quo on the refinancing rate for a long period of | Ezone ECB Ref 000; 000 000 000 000; 000 000 000
time. Eubor3m | -030; -030 -025 020 015 -033 030 045
Bund 10y 0.75 0.85 1.00 1.10 1.20 042 0.75 1.20
FRANCE OAT 10y 1.00 1.10 1.25 1.35 145 0.66 1.00 145
=  Growth slows down but remains above potential. Households’ |UK  Baserat 075¢ 075 100 100 125 050 075 125
consumption should get a boost from the planned tax cuts and the jobs Gits 10y 185¢ 170 180 190  200) 128 155 200
recovery but inflation reduces purchasing power gains. Business | Japan BoJRat -0.10{ -010 010 -010 -010{ -004 -010 -0.10
investment dynamics remain favourable. The global backdrop is less JGB 10y 014; 012 010 004 002] 005 014 002
supportive. A slight rise in core inflation is appearing but remains to be
confirmed. Exch Rat e
xchange Rates
INTEREST RATES A,ND FXRATES End of period Qde Qe Q2 Q3e Qdel 2017 2018e 2019
= |n the US, ongoing strong grovyth and a very low unemplqyment USD  EUR/USD 1200 12 125 128 130! 120 120 130
rate pave the way for more rate hikes. We expect 1 more this year USD/ JPY 106 102 100 99 9% 13 106 %
and 1 in the first half of 2019 after which the Fed will want to see GBP/USD 130 134 140 145 149 135 130 149
how the economy reacts. As a consequence, US treasury yields USD/CHF 097 097 09 095 094! 097 097 094
should increase, although to a limited degree: the market expects EUR EUR/GBP 0.92 0.91 0.89 0.88 0.87 089 0.92 087
that the tightening cycle is already well advanced. The ECB has EUR/CHF 1160 118 120 122 12| 117 116 12
announced it intends to stop its net asset purchases at the end of EUR/JPY 127 124 125 127 127 135 127 127
2018. A first hike of the deposit rate is expected after the summer of | Source : GlobalMarkets (e: Estimates & forecasts)
2019. As a consequence, bond yields should increase. No change
expected in Japan.
= The narrowing bond yield differential between the US and the
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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