N20-04 31 Janvary 2020

2 3-4 5

EDITORIAL MARKETS OVERVIEW ECONOMIC PULSE

| . . Analysis of the recent economic data
How many swallows make a spring? Recent market developments (foreign
. of a country and of the gap versus the
exchange, stock markets, interest rates,
- consensus
commodities, etc.)

6 /-8 9

ECONOMIC SCENARIO CALENDARS FURTHER READING
Main economic and financial This week’s main economic data and Latest articles, charts, videos and
forecasts. key releases for next week podcasts of Group Economic Research

ECONOMIC RESEARCH DEPARTMENT
The bank

il BNP PARIBAS for a changing

world

X



Eco week 20-04 // 31 January 2020

EDITORIAL

HOW MANY SWALLOWS MAKE A SPRING?

economic-research.bnpparibas.com

Recent survey data have picked up, in particular in the manufacturing sector and in terms of export orders. The
European Commission noted a marked increase of economic sentiment in the European Union, the eurozone, Germany
and France in January, after substantial weakness in Q4. Although economists expect a pick-up in growth in the US
as the year progresses, the dispersion is very wide. This means that the median forecast will inspire less confidence
than if the level of disagreement amongst forecasters would be lower.

Will the global economy have an early spring this year? Popular wis-
dom has it that one swallow does not make a spring but economists
disagree on how many good data are needed to call a change of season.

In general, recent survey data have improved, in particular in the
manufacturing sector and in terms of export orders. Eurozone data
have tended to surprise to the upside lately, after substantial weakness
in Q4, which translated into a very meagre growth performance in the
Eurozone (0.1%) and even a small contraction in France (-0.1%). For
January, the European Commission noted a marked increase of economic
sentiment in the European Union and the eurozone. In the latter case,
this can be largely attributed to positive developments in the industry
and construction sectors, whilst confidence among consumers and in
the services was stable. Strong increases of economic sentiment were
registered in Germany and France. The purchasing managers' indices
in Japan and the UK also rebounded in January.

Judging by the Bloomberg consensus forecasts, economists believe that
the year-over-year pace of growth in the OECD countries will pick up
somewhat in the coming quarters. This also corresponds to the profile
of our own forecasts. Concretely speaking, for the US, comparing the
distribution of the individual growth forecasts for the current quarter
with those for the fourth quarter, one observes a shift to the right. A
similar observation can be made for the eurozone. Consequently, the
median growth forecast accelerates from 1.6% to 1.9% in the US. The
equivalent numbers for the eurozone are 0.9% and 1.1%. Interestingly
and contrary to the eurozone, the left tail of the distribution of US
fourth quarter forecasts shifts to the left, into negative growth territo-
ry. A wide distribution reflects a considerable degree of disagreement
amongst forecasters which in turn may push their audiences - business
people, households, etc. - to show some reserve about the projection
that better times will be coming: a median forecast with a wide disper-
sion will inspire less confidence than if the dispersion would be small.
The first estimate of US GDP growth for the fourth quarter will not
change that assessment. At 2.1%, the annualised quarter-over-quarter
growth was the same as the previous three-month period but person-
al consumption expenditures - which have been a pillar of growth in

recent year - slowed noticeably, despite a tight labour market. Also
worth noting is that the FOMC now considers growth to be “moderate”,
coming from “strong”. The IMF, in its updated projections, also remains
cautious because “few signs are yet visible in global macroeconomic
data”.

Allin all, survey data have improved and it is now a matter seeing this
transmitted into hard data like activity or spending. This in turn would
support confidence and lead to a self-reinforcing dynamic. With the
disruption caused by the outbreak of the coronavirus epidemic, more
patience will be needed before we reach that stage.

William De Vijlder
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OVERVIEW MONEY & BOND MARKETS
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FRANCE: HEALTHY UNEMPLOYMENT FIGURES

The economic indicators on our radar screen portray a French economy
that is still looking rather strong and upbeat. In the recent period, most
indicators are higher than their long-term and short-term averages,
i.e. the momentum is slightly positive. Specifically, the signals from
survey data (available through January) are more positive than hard
data concerning activity (which are not as up to date, with November
and December being the most recent months). A priori this augurs well
for growth in early 2020.

The year 2019 was characterised not only by the downward resilience
of French growth -except for Q4, which was particularly affected by
strikes- but also by the upward resilience of inflation. Core inflation
certainly increased in the last months of the year, reaching 1% in
December. But this is still uncomfortably low, and according to our
scenario, it is unlikely getting much higher in 2020-2021.

QUATERLY CHANGES

I M3M (actual)
--- M3M (4 months ago)
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SOURCE: THOMSON REUTERS, BNP PARIBAS

The unemployment rate stands out as the most upbeat indicator. (In
our radar, the Eurostat monthly series have an inverted sign, which
means that an increase is positive for the economy). In December 2019,
the unemployment rate slipped to 8.4% of the labour force, the lowest
rate since the previous downward phase in late 2006 and early 2007.
The unemployment rate has fallen by half a point in a year, and is down
by 2 points from its peak in mid-2015. Unemployment continues to
decline slowly but surely. Although being a lagging indicator, it is still
good news. It mirrors the sharp drop in the number of applicants for
unemployment benefits in 2019 - down 121,000 in a year for category
A unemployed, or 157,000 for all jobless categories combined, which is
about three times bigger than the decline reported in late 2018.

Héléne Baudchon
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Note : the indicators in the radar and surprise charts are all transformed into z-scores. By construction, the z-scores have mean zero and their
values, which indicate how far the indicator is removed from its long-term average, are in the interval between -3 and 3 in almost all cases.
In the radar chart, the blue area shows the actual conditions of economic activity. It is compared with the situation four months earlier (dot-
ted-line). An expansion of the blue area signals an improvement. In the right pane, the surprise is an actual outcome that differs from the market

forecast (Bloomberg).
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UNITED STATES

® Despite the support coming from the Fed rate cuts in 2019, we expect
growth to slow in the near term under the influence of corporate invest-
ment (slower profits growth). However, trade uncertainty has abated and
housing is picking up.

® Consumer spending should be more resilient but could slow on the
back of a less dynamic labour market. ALl in all, this paves the way for
somewhat better growth next year. As a consequence, we expect the Fed
to keep its policy rate unchanged this year.

CHINA

® Economic growth continues to slow. Industrial activity and exports
have been hard hit by US tariff hikes. Domestic demand has also dece-
lerated.

® The central bank is easing liquidity and credit conditions, but the re-
duction in financial-instability risks should remain a priority and banks
are prudent. Fiscal policy is expansionary through increased investment
in infrastructure projects and household/corporate tax cuts. Tax mea-
sures are expected to have some success in supporting consumer spen-
ding.

® Consumer price inflation has accelerated due to rising food prices
(soaring pork prices), but core inflation remains subdued.

EUROZONE

® The economic slowdown is continuing in the eurozone, especially in
Germany, due to the international environment and difficulties in the
manufacturing sector. The recent stabilization of business surveys, albeit
at a low level as far as the manufacturing sector is concerned, provides
some hope but needs to be confirmed.

® Inflation is now expected to decrease while core CPI is hardly mo-
ving. The activity slowdown also implies that the pick-up in core inflation
could be slower than expected until recently.

® The very accommodative monetary policy should be maintained as
long as inflation hasn't converged sufficiently, in a convincing and lasting
way, towards the ECB's objective.

FRANCE

® Growth is slowing although the economy shows resilience. Households’
consumption should get a boost from the tax cuts and the jobs recovery.
Business investment dynamics remain favourable. The global backdrop
is less supportive.

® Aslight rise in core inflation is appearing but remains to be confirmed.

INTEREST RATES AND FX RATES

® In the US, we expect the Fed to maintain the official rate at its current
level this year. The prospect of some pick-up in growth should lead to a
gradual increase in Treasury yields.

® In the 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.

The movement of bond yields will be very much influenced by what happens
to US yields, although we expect the increase in Bund yields to be smaller.
Sovereign spreads in the eurozone should decline.

® We expect that the Bank of Japan will refrain from further monetary
easing.

® We expect little change in EUR/USD even though euro's fair value is
quite higher than current pricing.

GROWTH & INFLATION

GDP Growth Inflation

% 2019e 2020e 2021e 2019e 2020e 2021e
Advanced 17 12 16 14 16 14
United-States 2.3 17 19 1.8 2.2 19
Japan 1.0 0.2 0.7 0.5 0.6 0.3
United-Kingdom 13 11 17 18 15 18
Euro Area 11 0.8 13 1.2 1.0 11
Germany 0.6 0.4 12 1.4 12 14
France 13 11 13 13 10 11
Italy 0.2 0.2 0.6 0.6 0.6 0.5
Spain 19 17 16 0.8 0.8 0.9
Emerging 0.0

China 6.1 57 58 29 3.5 15
India* 48 55 6.0 4.3 4.5 4.5
Brazil 10 2.0 3.0 37 3.4 3.7
Russia 11 16 18 4.5 3.7 4.0

SOURCE: BNP PARIBAS GROUP ECONOMIC RESEARCH (E: ESTIMATES & FORECASTS)
*FISCAL YEAR FROM 157 APRIL OF YEAR N TO MARCH 3157 OF YEAR N+1

INTEREST & EXCHANGE RATES

Interest rates, % 2019 2020
End of period Q3 Q4| Qle Q2 Q3e Q4e| 2018 2019 2020e
us Fed Funds 200 175 175 175 175 175 250 175 175

T-Notes 10y 167 192 185 200 210 225 269 192 225
Ezone Depositrate |-0.50 -0.50| -0.50 -0.50 -0.50 -0.50| -0.50 -0.50 -0.50

Bund 10y -0.57 -019| -0.50 -040 -0.30 -0.30] 025 -0.19 -0.30
OAT 10y -0.28 0.08| -020 -0.15 -0.10 -0.10] 071 0.08 -0.10
UK Base rate 075 075| 075 075 075 075 075 075 0.75
Gilts 10y 040 083 100 110 120 120 127 083 120
Japan Bol Rate -0.06 -0.05| -0.10 -0.10 -0.10 -0.10] -0.07 -0.05 -0.10
JGB 10y -0.22 -002| -010 0.00 0.05 010] 0.00 -0.02 010
Exchange Rates 2019 2020
End of period Q3 Q4] Qle Q2 Q3e Q4e| 2018 2019 2020e
USD EUR/USD 109 112 112 113 113 114/ 114 112 114
usD /JPY 108 109| 100 98 96 96| 110 109 96
GBP /USD 123 132 135 136 136 1.39] 1.27 132 139
USD / CHF 100 097 099 099 099 1.000 099 097 1.00

EUR EUR/GBP 089 083| 083 083 083 082 090 083 082
EUR/CHF 109 109 111 112 112 114 113 109 114
EUR/IPY 118 122 112 111 108 109| 125 122 109

SOURCE: BNP PARIBAS GLOBAL MARKETS (E: ESTIMATES)

gl BNP PARIBAS

The bank
for a changing
world



Eco week 20-04 // 31 January 2020

CALENDAR

economic-research.bnpparibas.com

LATEST INDICATORS

The German business climate worsened slightly due to the services and construction sector but manufacturing and
trade improved. Consumer confidence in the US increased after having been stable for some time. Regional activity
indicators in the US also picked up. Weak sentiment indicators in Q4 2019 translated into a very meagre growth per-
formance in the eurozone and even a small contraction in France. In January, consumer confidence improved in the
eurozone which, together with better sentiment in industry, led to an increased economic confidence. The Bank of
England and the Fed maintained their policy rate.

COUNTRY INDICATOR PERIOD ACTUAL PREVIOUS
27/01/2020 Germany IFO Business Climate Jan 959 96,3
27/01/2020 France Total Jobseekers 40 3.3088e+06  3,36E+06
27/01/2020 United States Dallas Fed Manf. Activity Jan -0.2 -3.2
28/01/2020 United States Cap Goods Orders Nondef Ex Air Dec -0.9% 0,20%
28/01/2020 United States Conf. Board Consumer Confidence Jan 131.6 126,5
28/01/2020 United States Richmond Fed Manufact. Index Jan 20 -5
29/01/2020 Japan Consumer Confidence Index Jan 39.1 39.1
29/01/2020 Germany GfK Consumer Confidence Feb 99 9.6
29/01/2020 France Consumer Confidence Jan 104 102
29/01/2020 United States FOMC Rate Decision (Upper Bound) Jan 29 1.75% 1.75%
30/01/2020 Eurozone Economic Confidence Jan 102.8 101.5
30/01/2020 Eurozone Industrial Confidence Jan =7.3 -93
30/01/2020 Eurozone Business Climate Indicator Jan -0.23 -0.25
30/01/2020 Eurozone Services Confidence Jan 11.0 114
30/01/2020 Eurozone Consumer Confidence Jan 104 ==
30/01/2020 United Kingdom Bank of England Bank Rate Jan 30 0.75% 0.750%
30/01/2020 Germany CPI EU Harmonized YoY Jan 1.6% 1.5%
30/01/2020 United States GDP Annualized QoQ 40 2.1% 2.1%
31/01/2020 Japan Tokyo CPI Ex-Fresh Food, Energy YoY Jan 0.9% 0.9%
31/01/2020 United Kingdom GfK Consumer Confidence Jan 9.9 -11
31/01/2020 China Composite PMI Jan 53.0 534
31/01/2020 France GDP QoQ 4Q -0.1% 0.3%
31/01/2020 France CPI EU Harmonized YoY Jan 1.6% 1.6%
31/01/2020 Eurozone GDP SA QoQ 40 0.1% 0.2%
31/01/2020 United States University of Michigan Sentiment Jan F == 99.1
SOURCE: BLOOMBERG
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COMING INDICATORS

Next week is the start of a new month which means that the data release schedule is particularly heavy and import-
ant: purchasing managers’ indices (manufacturing, services and composite) in several countries as well as the labour
market data in the US. In France we will have the corporate investment survey and employment numbers for the fourth
quarter of last year. Finally, the ECB will publish its economic bulletin.

DATE COUNTRY INDICATOR PERIOD SURVEY PREVIOUS
03/02/2020 Japan Jibun Bank Japan PMI Mfg Jan -- 49.3
03/02/2020 China Caixin China PMI Mfg Jan 51.0 51.5
03/02/2020 France Markit France Manufacturing PMI Jan -- 51.0
03/02/2020 Germany Markit/BME Germany Manufacturing PMI Jan -- 45.2
03/02/2020 Eurozone Markit Eurozone Manufacturing PMI Jan -- 478
03/02/2020 United Kingdom  Markit UK PMI Manufacturing SA Jan == 49.8
03/02/2020 United States Markit US Manufacturing PMI Jan -- 51.7
03/02/2020 United States ISM Manufacturing Jan 48.0 47.2
04/02/2020 United States Cap Goods Orders Nondef Ex Air Dec -- -0.9%
05/02/2020 Japan Jibun Bank Japan PMI Composite Jan == 511
05/02/2020 China Caixin China PMI Composite Jan -- 52.6
05/02/2020 France Markit France Composite PMI Jan == 515
05/02/2020 Germany Markit/BME Germany Composite PMI Jan -- 511
05/02/2020 Eurozone Markit Eurozone Composite PMI Jan == 50.9
05/02/2020 Eurozone Retail Sales YoY Dec -- 2.2%
05/02/2020 United States Markit US Services PMI Jan Sc 53.2
05/02/2020 United States ISM Non-Manufacturing Index Jan 55.0 55.0
06/02/2020 France Survey of Industrial Investment

06/02/2020 Eurozone ECB Publishes Economic Bulletin

07/02/2020 France Private Sector Payrolls QoQ 40 == 0.2%
07/02/2020 United States Change in Nonfarm Payrolls Jan 153000 145000
07/02/2020 United States Unemployment Rate Jan 3.5% 3.5%

SOURCE: BLOOMBERG
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Pension reform proposal in France: where do things stand?

Portugal: Towards a compression of interest margin on outstanding amounts?

Eurozone: macroeconomic outlook for 2020 and potential risks

EcoPerspectives at Q12020

Spain: The active population is bouncing back but is ageing

The US-China trade deal: few reasons to be cheerful

The US-China trade deal: relief, for now

Mozambique: Debt crisis despite Eurobond restructuring

Eco TV - January 2020

Markets and geopolitical uncertainty: (ir)rational complacency?

Home affordability trends in France

Banking in a low interest rate environment: the case of Portugal

Sustainable and inclusive growth: the role of cities

What 2019 tells us about 2020

2019: a difficult year, ending on a hopeful note

The UK: heading for the door

Looming money market tensions

Lebanon: How are structural deficits financed ?

France: dynamism and composition of business investment

Very low interest rates for how long?

Eurozone economic slowdown: what if employment holds up?

Eco TV - December 2019

Colombia: who holds the public debt and in what proportion?
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GROUP ECONOMIC RESEARCH

CONJONCTURE

Structural or in news flow, two issues
analysed in depth

EMERGING

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

ECOTV WEEK

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

MACROWAVES

The economic podcasts
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SUBSCRIBE ON OUR WEBSITE

see the economic research’s website

FOLLOW US ON LINKEDINN
wsee the economic research’s linkedin page

OU TWITTER
voir la page twitter des études économiques
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made that such information is accurate, complete or up to date and it should not be relied upon
as such. This report does not constitute an offer or solicitation to buy or sell any securities or
other investment. It does not constitute investment advice, nor financial research or analysis.
Information and opinions contained in the report are not to be relied upon as authoritative or
taken in substitution for the exercise of judgement by any recipient; they are subject to change
without notice and not intended to provide the sole basis of any evaluation of the instruments
discussed herein. Any reference to past performance should not be taken as an indication of
future performance. To the fullest extent permitted by law, no BNP Paribas group company ac-
cepts any liability whatsoever (including in negligence) for any direct or consequential loss ari-
sing 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 otherwise indicated in this
report there is no intention to update this report. BNP Paribas SA and its affiliates (collectively
“BNP Paribas”) may make a market in, or may, as principal or agent, buy or sell securities of any
issuer or person mentioned in this report or derivatives thereon. BNP Paribas may have a finan-
cial interest in any issuer or person mentioned in this report, including a long or short position
in their securities and/or options, futures or other derivative instruments based thereon. Prices,
yields and other similar information included in this report are included for information pur-
poses. Numerous factors will affect market pricing and there is no certainty that transactions
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or have served as an officer, director or in an advisory capacity for any person mentioned in
this report. BNP Paribas may, from time to time, solicit, perform or have performed investment
banking, underwriting or other services (including acting as adviser, manager, underwriter or
lender) within the last 12 months for any person referred to in this report. BNP Paribas may
be a party to an agreement with any person relating to the production of this report. BNP Pa-
ribas, may to the extent permitted by law, have acted upon or used the information contained
herein, or the research or analysis on which it was based, before its publication. BNP Paribas
may receive or intend to seek compensation for investment banking services in the next three
months from or in relation to any person mentioned in this report. Any person mentioned in
this report may have been provided with sections of this report prior to its publication in order
to verify its factual accuracy.

BNP Paribas is incorporated in France with limited liability. Registered Office 16 Boulevard des
Italiens, 75009 Paris. This report was produced by a BNP Paribas group company. This report is
for the use of intended recipients and may not be reproduced (in whole or in part) or delivered
or transmitted to any other person without the prior written consent of BNP Paribas. By accep-
ting this document you agree to be bound by the foregoing limitations.

Certain countries within the European Economic Area:

This report has been approved for publication in the United Kingdom by BNP Paribas London
Branch. BNP Paribas London Branch is authorised and supervised by the Autorité de Controle
Prudentiel and authorised and subject to limited regulation by the Financial Services Authority.
Details of the extent of our authorisation and regulation by the Financial Services Authority are
available from us on request.

This report has been approved for publication in France by BNP Paribas SA. BNP Paribas SA
is incorporated in France with Limited Liability and is authorised by the Autorité de Controle
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subject to limited regulation by the Bundesanstalt fUr Finanzdienstleistungsaufsicht (BaFin).
United States: This report is being distributed to US persons by BNP Paribas Securities Corp.,
or by a subsidiary or affiliate of BNP Paribas that is not registered as a US broker-dealer. BNP
Paribas Securities Corp., a subsidiary of BNP Paribas, is a broker-dealer registered with the U.S.
Securities and Exchange Commission and a member of the Financial Industry Regulatory Autho-
rity and other principal exchanges. BNP Paribas Securities Corp. accepts responsibility for the
content of a report prepared by another non-U.S. affiliate only when distributed to U.S. persons
by BNP Paribas Securities Corp.

Japan: This report is being distributed in Japan by BNP Paribas Securities (Japan) Limited or by
a subsidiary or affiliate of BNP Paribas not registered as a financial instruments firm in Japan,
to certain financial institutions defined by article 17-3, item 1 of the Financial Instruments and
Exchange Law Enforcement Order. BNP Paribas Securities (Japan) Limited is a financial instru-
ments firm registered according to the Financial Instruments and Exchange Law of Japan and
a member of the Japan Securities Dealers Association and the Financial Futures Association of
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prepared by another non-Japan affiliate only when distributed to Japanese based firms by BNP
Paribas Securities (Japan) Limited. Some of the foreign securities stated on this report are not
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