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US: from big growth scare to relief

mThe manufacturing purchasing managers’ index of the Institute for Supply Management (ISM) has continued its decline in September,
reaching 47.8%. The non-manufacturing ISM has registered a big drop of 3.8 percentage points and is now at 52.6% — a very low print for
a non-recessionary period m Against this background, bond yields have declined significantly reflecting increasing worries about recession
risk, rising expectations about additional Fed easing and a greater flight to safe havens mThe labour market data for September however
brought some relief. Nevertheless, we expect the Fed to continue to cut rates.

How many pieces of bad news does it take to become convinced that
the cyclical environment has definitely changed? Difficult question to
answer but what is clear is that a big growth scare has developed this
week. Typically, it manifests itself through a drop in US treasury yields,
as investors — faced with poor economic data — flee to safety. This
pretty well summarises this week’s experience. It started with the
Institute for Supply Management's purchasing managers’ index for the
manufacturing sector which, for the month of September, dropped 1.3
percentage points to 47.8 percent. This puts the index firmly in
recession territory as far as the manufacturing sector is concerned.
The new export orders index declined 2.3 percentage points to reach a
very low 41 percent reminding us that the slowdown taking place in the
rest of the world is increasingly impacting the US. Until recently, one
could argue that the services sector was quite resilient but the 3.8
percentage points decline in the non-manufacturing ISM index forces
us to reassess this belief. The index is now at 52.6 percent which—as
shown in the chart—is quite low, outside of recession periods. In
combination with the very weak manufacturing ISM, this points towards
a clear slowdown in GDP growth. Corporate investment is the weaker
link here, given its sensitivity to uncertainty about where the economy
is headed, and of course to worries about how the confrontation with
China on trade will evolve. For the household sector, the labour market
plays a key role in shaping confidence and expectations about the
evolution of income. Household consumption is a key variable for
growth, given its weight in GDP (70%) but also considering the
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pressure on exports and the subdued outlook for corporate investment.
Against this background, the labour market report provided some
welcome relief to the market and observers as 136.000 jobs were
added in September and the unemployment rate declined to 3.5 %
from 3.7%. Nevertheless, we think that the US economy will continue
to slow in the coming quarters, forcing the Fed to cut rates further
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United States : key data send conflicting signals

Although August industrial production and retail sales beat expectations, key data with respect to September have sent conflicting signals. Both the
manufacturing and non-manufacturing ISM came in below expectations, creating a lot of nervousness in the run-up to the release of the all-important
labour market data. They brought relief with 136.000 jobs having been added in September (versus a Bloomberg consensus of 145.000) and, in
particular, an unemployment rate of 3.5%, which is well below the consensus of 3.7%. The labour market is of particular importance for household
spending, even more so considering that the Conference Board consumer confidence index has also disappointed in September. The ambiguous signal
coming from the recent data releases complicates the task of economic forecasters in assessing the pace of slowdown of the US economy. It is also a
challenge for the Federal Reserve in deciding whether to ease policy further. In our view, the FOMC will proceed with further rate cuts.
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Indicators preview

Important releases next week are the Caixin PMI in China, the Banque de France industrial sentiment index and, in the US, the sentiment index of the
University of Michigan. In Japan, attention will focus on the leading indicator, the Eco Watchers survey as well as machine orders. In the US we will have
producer and consumer prices. Of particular importance is the publication of the minutes of the latest FOMC meeting, given the disagreement about the
decision to cut the policy rate.

0.5 0.0 0.5 1.0
Surprise (z-score)

1.5

20

observation, y: mean, o: standard
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represented on the graph, y and o
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the last 24 value for monthly data
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data. On the Y-axis, x corresponds a

t the last known value of indicator, y
and o corresponds respectively to
the mean and the standard deviation
for this indicator since 2000 (for
China since 2011).

Date Country/Region  Event Period Survey Prior
10/07/2019 Japan Leading indicator Cl Aug. - 93.7
10/08/2019 China PMI Composite (Caixin) Sep. - 51.6
10/08/2019 China PMI Services (Caixin) Sep. 52.0 52.1
10/08/2019 Germany Industrial production CVS MoM Aug. - -0.6%
10/08/2019 USA NFIB Small Business Optimism Sep. 102.5 103,1
10/08/2019 USA PPI Ex Food and Energy MoM Sep. 0.2% 0.3%
10/08/2019 Japan CVS Eco watchers survey Sep.. - 42.8
10/09/2019 Japan Machine orders yly Sep. - -37.0%
10/09/2019 France Industrial sentiment index (Banque de France) Sep. - 99
10/09/2019 USA Minutes of FOMC meeting Sep.18 - -
10/09/2019 China Total financing CNY Sep. 1.8e+12 1.98e+12
10/10/2019 Japan Core Machinery Orders MoM Aug. - -6.6%
10/10/2019 Japan Core Machinery Orders YoY Aug. - 0.3%
10/10/2019 Germany Exports CVS MoM Aug. - 0.7%
10/10/2019 France Industrial production MoM Aug. - 0.3%
10/10/2019 United Kingdom GDP MoM Aug. - 0.3%
10/10/2019 USA CPI MoM Sep. 0.1% 0.1%
10/11/2019 Germany CPI EU Harmonized MoM GM Sep. - 0.1%
10/11/2019 USA University of Michigan sentiment Oct. 92.3 93.2

Source: Bloomberg, BNP Paribas
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UNITED STATES GDP Growth Inflation

= Growth is slowing and this trend is expected to continue under the 2 218 _2019¢ _ 2000 2018 _2019¢ 20200
. . . Advanced 22 1.6 1.0 21 14 1.3
influence of corporate investment (slower profits growth, uncertainty) and .

; o - . United-States 29 22 15 24 1.8 1.8
hoggng (declining trgnd of affordab!llty). Consumer spgpdlng should be more  janan 08 12 02 10 06 03
resilient. The trade dispute with China acts as an additional drag. Inflation is  ypjted-Kingdom 14 11 06 25 19 18
expected to decline, due to softer growth and weaker oil prices. Euro Area 19 11 07 18 11 08
= We expect one more Fed Funds target rate cut of 25bp this year and two ~ Germany 14 0.4 0.2 19 14 1.0
additional cuts in 2020. France 1.7 1.2 1.0 2.1 1.2 1.0

ltaly 0.7 0.1 0.0 12 0.6 0.5
CHINA Spain 26 29 16 17 0.8 0.7
= Economic growth continues to slow and our GDP forecasts have been  Emerging 44 3.8 42 a7 438 45
revised down since June. Industrial activity and exports have been hard hitby ~ China 6.6 5.9 56 21 24 28
US tariff hikes. Domestic demand has also decelerated. India* 6.8 6.5 6.3 2.9 3.0 3.3
= The central bank is easing liquidity and credit conditions, though the  Brazil 1.1 05 20 37 37 35
reduction in financial-instability risks should remain a priority and banks seem  Russia 23 12 20 29 48 38
to remain prudent. Fiscal policy is expansionary through increased Sogrce :BNP Paribag Group Economic Research (e: Estmates & forecasts)
infrastructure spending and a rising number of household/corporate tax cuts. * Fiscal year from Apri 1stofyear n o March 31stof year n+1
= |n the short term, exports and private domestic investment should
continue to decelerate. Tax measures should have some success in
supporting consumer spending. Interest rates, % 2019
EUROZONE End of period Q1 Q2 Q3e Qde] 2018 2019e  2020e
» The economic slowdown is continuing in the eurozone, especially in 0> FedFunds 5 ) O 3
) ) . " Libor 3m $ 260 232 190 170, 281 170 125
Germany, due to notably international environment uncertainties and a T-Notes 10y 042 200 135 1000 269 100 150
slowdown of the Chinese economy. Activity in the manufacturing sector  Ezone Depositrate (%)| -040 040 -050 -060| -040 -060 -0.60
continues to decline but services still show resilience. Bund 10y 007  -032 050 -080] 025 080 -0.50
= Inflation is now expected to decrease while core CPI is hardly moving. OAT 10y 026 001 020 055 07 05 -0.30
The activity slowdown also implies that the pick-up in core inflation should be ~ UK Baserae 075 075 075 075 075 075 075
slower than expected until recently. Gils 10y 100 08 075 085 127 085 075
= Faced with an outlook of subdued inflation, the Governing Council has Jepan Bo) Rak S ) ) ) el
) X ' e X JGB 10y 009  -016 030  -040] 000 -040 -0.25
eased policy at its meeting on 12 September. This very accommodative  Source: BNP Paribas GlobaMarkess (e: Forecasts)
environment will be maintained as long as inflation hasn't converged
sufficiently, in a convincing and lasting way, towards the ECB's objective. Exchange Rates 2019
End of period Q1 Q2 Q3  Qde| 2018  2019e  2020e
FRANCE , ) . , UusD pEUR/USD 12 114 110 11 14 11 114
= Growth is slowing although the economy shows resilience. Households USD / JPY 1 108 105 102 10 102 %
consumption should get a boost from the tax cuts and the jobs recovery but GBP/USD 130 127 120 123 127 123 136
inflation reduces purchasing power gains. Business investment dynamics remain USD/CHF 100 098 099 099 099 099 100
favourable. The global backdrop is less supportive. A slight rise in core inflaton ~ EUR  EUR/GBP 085 089 092 080 08 09 084
is appearing but remains to be confirmed. EUR/CHF 112 141 109 110f 143 110 114
EUR/JPY 124 123 116 113 125 113 109
INTEREST RATES AND FX RATES Source : BNP Paribas GlobalM arkefs (e: Forecasts)
= Inthe US, we expect the Fed to cut its official rate in December in reaction
to a slowing economy, moderate inflation and heightened uncertainty. 2020
should see two more cuts. Treasury yields are to decline further in the coming
months. Eventually, in the course of 2020 they should move up again in
anticipation of a pick-up in growth.
= Inthe eurozone, the ECB's state-dependent forward guidance and the
sluggishness of the inflation process imply that the very accommodative
environment will remain in place for a long time. This will exert downward
pressure on bond yields.
= No policy rate change expected in Japan.
= With the Fed in easing mode and given the very accommodative ECB
policy, we expect little change in EUR/USD even though euro’s fair value is quite
higher than current pricing. The yen should strengthen on the back of stable BoJ
policy and high market volatility.
The bank

gl BNP PARIBAS

for a changing
world



GROUP ECONOMIC RESEARCH

William De Vijlder
Chief Economist

ADVANCED ECONOMIES AND STATISTICS

Jean-Luc Proutat
Head — United States, United Kingdom

Héléne Baudchon
France — Labour markets

Louis Boisset
European Central Bank watch, Euro area global view, Japan

Frédérique Cerisier

Euro area (European gouvernance and public finances), Spain, Portugal

Catherine Stephan

Nordic countries — World trade — Education, health, social conditions

Raymond Van Der Putten

Germany, Netherlands, Austria, Switzerland —Energy, climate — Long-term projections

Tarik Rharrab
Statistics

BANKING ECONOMICS

Laurent Quignon
Head

Laure Baquero

Céline Choulet

Thomas Humblot

EMERGING ECONOMIES AND COUNTRY RISK

Frangois Faure
Head

Christine Peltier
Deputy Head - Greater China, Vietnam, South Africa

Stéphane Alby
Africa (French-speaking countries)

Sylvain Bellefontaine
Turkey, Ukraine, Central European countries

Sara Confalonieri
Alrica (Portuguese & English-speaking couniries)

Pascal Devaux
Middle East, Balkan countries

Héléne Drouot
Korea, Thailand, Philippines, Mexico, Andean countries

Salim Hammad
Latin America

Johanna Melka
India, South Asia, Russia, Kazakhstan, CIS

CONTACT MEDIA

Michel Bernardini

+331 557747 31

+33158167332

+33158160363

+33157430291

+33143169552

+331565777189

+33142985399

+3314316 9556

+3314298 56 54

+33143169550
+33143169554
+33140143077

+3314298 7962

+3314238 5627

+3314298 0204

+33142982677

+33142984386

+3314316 9551

+33142983300

+331429874 26

+33158160584

+33142930571

william.devilder@bnpparibas.com

jeanluc.proutat@bnpparibas.com

helene baudchon@bnpparibas com

louis boisset@bnpparibas.com

fredenque cerisier@bnpparibas.com

catherine stephan@bnpparbas.com

raymond vanderputien@bnpparibas.com

tarik rharrab@bnpparibas.com

laurent quignon@bnpparibas.com

laure.baquero@bnpparibas.com
celine choulet@bnpparibas com

thomas humblot@bnpparibas com

francois faure@bnpparibas.com

christine peltier@bnpparibas.com

stephane alby@bnpparibas.com

sylvain bellefontaine@bnpparibas.com

sara.confalonieri@bnpparibas.com

pascal.devaux@bnpparibas.com

helene drouct@bnpparibas.com

salim hammad@bnpparibas com

johanna melka@bnpparibas.com

michel bernardini@bnpparibas.com

i BNP PARIBAS

v

The bank
for a changing
world



OUR PUBLICATIONS

Eco

CONJONCTURE

Eco

EMERGING

Eco

PERSPECTIVES

Eco

BNP PARIBAS

V WEEK

CONJONCTURE

Structural or in news flow, two issues
analysed in depth

Analyses and forecasts for a selection of
emerging economies

Analyses and forecasts for the main
countries, emerging or developed

ECOFLASH

Data releases, major economic events. Our
detailed views...

ECOWEEK

Weekly economic news and much more...

ECOTV

In this monthly web TV, our economists
make sense of economic news

] ECOTVWEEK

What is the main event this week? The
answer is in your two minutes of economy

POUR RECEVOIR NOS PUBLICATIONS

VOUS POUVEZ VOUS ABONNER SUR
NOTRE SITE ONGLET ABONNEMENT

http://economic-research.bnpparibas.com

()

NOUS SUIVRE SUR LINKEDIN
https://www.linkedin.com/showcase/bnp-
-paribas-economic-research/

OU TWITTER

The ion and opir din this report have beenobtsined from, orarebasedon, pablucsoumes believed to be
religble, butno representstion orwarranty, express orimplied, is made thatsuch is P up todste
and itshouldnotberelied uponsssuch Thrsreport"'\° itute an offer or sol to buy or sell any securties or
otherir iment. It does not it t advice, nor fi | h or anslysis. Inf and opi
contsinedin the report are not to be relied uponas takenin itution for the ise of jud t by any
recipient; they are subject to change without notice and not intended to provide the sole basis of any evaluabon of the

herein. Any refe topastp should notbetaken as an indicstion offuture performance. To
the fullest extent permitted by law, no BNP Paribss group company acoepts any liability what: includingin i for
any direct or consequential loss arising from any use of or reliance on material contained in this report. All estimates and
opinions included in this report are made as of the date of this report. Unless othenwise indicated in this report there is no
intentionto update this report. BNP Paribes SA and its sffiiates (collectively “BNP Paribas”) may mske s market in, or ngy, 85
principaloragent, buy orsell securtiesof any issuer or person mentioned in this report or dervatives thereon. BNP Paribas
may have a financisl interestin anyissuer or person mentoned in this report, including s long or short position in their securites
snd'oropmns futu'esorotherdenvstrve instruments based theraon. Prices, yields and other similarinformation included in ths
report are included for inf N; iactors will sffect market pricing and there is no certsinty that
transactions could be executed stthese pnoes BNP Paribas, i g its officersand employees may serve orhave served as
an officer, directororin an adv:sorycspacnyforany person mentxoned in this report. BNF’ Paribas may, from time to time,
solicit, perform orhawe perf t banking, ur ing or other services (including scting as sdviser, mansger,
underwriter or lender) within the last 12monthsforany person referred to in this report. BNP Paribss may be s pary to an
agreement with any person relating to the production of thisreport. BNP Paribas, may tothe extent permitted by law, have sded
upon orused the informstion contsined herein, orthe research or anslysis onwhichit was based, before its publication. BNP
Paribss may receive orintend to seek compensation for investment banking services in the next three months from orin relston
to any person mentioned in this report. Any person mentioned in this report may have been provided with sections ofthis report
prior to its publication in order to verify its factusl sccuracy.

BNP Paribss is incorporaied in France with limited liability. Registered Office 16 Boulevard des Italiens, 75009 Paris. This repot
was producad bys BNP Paribas group company. This report is for the use ofintended recip andmsy not be reproduced {n
whole orin part) ordeliverad or transmitted to any other person withoutthe prior written consent of ENP Paribas. By accepting
this document you agree to be bound by the foregoing limitations.

Certain within the E 1 E: Ares:

This report has been spproved for publicstion in the United Kingdom by BNP Paribas London Branch. BNP Paribas London
Branch is suthorised and supervisad bythe Autorité de Controle Prudentiel and suthorised and subjectto limited reguistion by
the Financisl Services Authority. Details of the extentof our suthorisation and regulation by the Financis! Services Authority s
available from us on request.

This report has been spproved for publicstionin France by BNP Paribas SA. BNP Paribss SA is_incomorstad in France with
Limited Lisbilityand is suthorisad by the Autorité de Controle Prudentiel (ACP) and regulsted by the Autorité des Marchés
Financiers (AMF). Its head office is 16, boulevard des Itsfiens 75009 Paris, France.

This report is being distributed in Germany either by BNP Paribas London Branch or by BNP Paribas Niederlassung Frankfurt
amMsin, s branchof BNP Paribas S.A whose hesd office is in Paris, France. BNP Paribas S.A - Niederlassung Frankfurt am
Msin, Europs Allee 12, 60327 Frankfurt x:suiﬁmsed sr\dsuper\nsed byiheAutmte de Contrdle Prudentiel and it is suthorised
and subject to fimited Istion by the Bund it fiir Fi fsicht (BaFin).
United States: Thisreport is being distributed to US persons by BNP Paribas Securities Corp., or by a subsidiary or sffiliste of
BNP Paribas thatis not registered as a US broker<desler. BNP Psnbas Securities Corp., 8 subsidiary of BNP Paribas, is s
brokerdesler dwith the U.S. Securities and E: and a memberof the Financial Industry Regulstory
Authomysndotherpnncmal exchanges. BNP Paribas Secuntues Corp. accepts responsibility for the content of s report
prepared by another non-U.S. sffiliste only when distributed to U.S. persons by BNP Psribas Securities Corp.
Japan: This report is being distributed in Japan by BNP Paribas Securities (Japan) Limited or by a subsidiary or sffiiate of BNP
Paribas notregisiered ass finandalinstruments firm in Japan, to cersin finandalinsttutons defined by srticle 17-3, tem 1 of
the Fmanclal' and Exchange Law Enf; Order. BNP Parbas Securities (Japan) Limitad is a financial
and Law of Japan snd s member of the Japsn

tered ding to the Financial |
Securities Desglers Assouabon and the Financial Futures Assodation of Japan. BNP Paribss Securities (Japan) Limited scoepts.
responsibilty for the content of s report prepared by another non-Japan sffiiate only when distributed to Japanese based fims
by BNP Paribss Securities (Japan) Limited. Some of the foreign securities ststed on this report are not disclosed sccording to
the Financial Instruments and Exchange Law of Japan.
Hong Kong: This report is being distributed in Hong Kong by BNP Paribss Hong Kong Branch, a branch of BNP Paribas whaose
head office is in Paris, France. BNP Paribas Hong Kong Branch is registered ss a Licensed Bankunder the Banking Ordinance
and regulsted by the Hong Kong Monetary Authority. BNP Paribas Hong Kong Branch is siso a Registered Insttution regulsted
by the Securifes and Futures forthe conduct ofRegulsted Activity Types 1, 4 and 6 under the Securities and
Futures Ordinance.
Some oralithe reportad in this
https:/iglobsimarkets. bnpparibas.com

may already have been publishadon

@ BNP Paribas (2015). All nghts reserved.

© BNP Paribas (2015). All rights reserved.
Prepared by Economic Research — BNP PARIBAS

Registered Office: 16 boulevard des Italiens — 75009 PARIS
Tel: +33 (0) 1.42.98.12.34 — Internet :

www.group.bnpparibas.com
Publisher: Jean Lemierre. Editor: William De Vijlder

https:/twitter.com/EtudesEco_BNPP

The bank
for a changing
world

9| BNP PARIBAS


http://www.group.bnpparibas.com/

	1. Edito.19.36.EN
	2. RevueMarches_EN
	3. Pulse.19.36.EN
	4. ScenarioEco.EN
	5. dernierespages_EN



