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CHART OF THE MONTH: Towards a higher-inflation regime in Japan?

In Japan, the adjustment of markets to higher inflation close to the 2% target continues. The . Breakeven rate (10-year bonds)
breakeven rate has continued to rise in recent weeks. The gap narrows with the United States and Japan* — United States
those of the four major Euro area countries, which have stabilised at around 3% and 2% >

respectively. At 3.0% y/y in September, and following a jaws effect, inflation in Japan caught up with 2

the level recorded in the Eurozone (2.9%) and was close to the US one (3.7%). Underlying factors 20

pushing inflation towards the 2% target remain fragile though, with contractval wage growth still 15

low in the country (+1.4% y/y in September according to the Ministry of Labour data). Nevertheless, 10

at 2% in September inflation in services has returned to levels not seen since the 1990s. 05

The convergence of market inflation expectations also reflects the significant monetary policy 00 s

divergence between, on the one hand, a US Federal Reserve that has completed its rate hike phase, o

and, on the other, the Bank of Japan, which is still at an early stage. The Japanese central bank is - 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
very gradually- withdrawing from its yield curve control policy, before a more marked normalisation souree Rein, fBox, S Feceral feserve, BNP Paribes caletations
expected in 2024.

* yield average on the 5 to 10-year maturities
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KEY POINTS: Energy inflation up, core inflation down

With the exception of Japan, core inflation is falling in most advanced economies. The decline is quite widespread (food, clothing or household & equipment goods). This dynamic underpins our forecasts that
no further rate hikes are expected from the Federal Reserve (Fed), the European Central Bank (ECB) and the Bank of England (BoE). That said, in the United Kingdom, there is still no unanimity among MPC
members on maintaining interest rates and a surprise coming from across the Channel should not be ruled out.

The decline in inflation was particularly marked in the Eurozone in October (from 4.3% year-on-year in September to 2.9%), and especially in Italy (from 5.6% to 1.9%). The output price index in the Eurozone
(excluding construction), which is largely influenced by fluctuations in energy prices, fell more sharply in August (-11.5% y/y). That said, the negative contribution of the “Energy” component is likely to recede
significantly before returning to positive levels, on the back of the recent rise in oil and gas prices. Consumer prices in Belgium and the Netherlands were in deflation in October, while inflation rose in three
countries: Spain, Greece and Estonia.

In the United States, wages are slowing and rising closer to inflation. However, the latter picked up again this summer, fuelled by the rebound in energy prices: after falling to 3.0% y/y in June, the total CP!
measure rose to 3.6% y/y in September (3.4% y/y for the PCE deflator). Core measure fell by 0.2 percentage points to 4.1% y/y. With regards to the dynamics in services, it is more important than ever to separate
the development of the housing component- slightly down but still up by 7.2% y/y -. from the other categories. Taken as a whole, the remaining services recorded a sharper slowdown to 2.7% y/y, the lowest
rate intwo and a half years.

In the United Kingdom, the fall in inflation stalled in September to 6.7% a/a. In the short term, the room for a deceleration appears to be less important than that of its European neighbours and that of the United
States, notably due to stronger wage growth. Moreover, the last BoE meeting, held on 2 November, resulted again in a split vote: three of the nine members that make up the MPC voted, as in the previous
month, in favour of a 25 basis point increase in key rates. That said, the labour market is deteriorating: unemployment is picking up and will dampen inflationary pressures on wages and consumer prices.

In Japan, the breakeven rate has continued to rise in recent weeks, and even more so after the Bank of Japan (BoJ) meeting on 31 October, which resulted in a relaxation of the conditions for the Bol's
intervention in the 10-year JGB. Headline inflation fell slightly in September, from 3.1% y/y to 3.0% y/y, but the annual increase in services prices remained stable at 2%. In addition, two of the three alternative
measures scrutinised by the Bol - the trimmed mean and the weighted median - continue to rise.

Guillaume Derrien guillaume.a.derrien@bnpparibas.com VearyBou veary.bou@bnpparibas.com
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General dynamics of inflation

Inflation and survey data

Inflation expectations (households, forecasters, markets)
Raw materials

Macroeconomic determinants of inflation (wages, unemployment rate, capacity
utilization rate, exchange rate)
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General dynamics of inflation
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General dynamics of inflation: decomposition of inflation

y US: contribution to inflation (percentage points) , Eurozone: contributionto inflation (percentage points)
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Inflation dynamics in the United States: different metrics and degree of generalisation

10 US: headline and core CPI inflation (y/y %) 0 US: headline and core PCE inflation (y/y %)
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Note: the black line represents the % of CPI components whose increase is greater than, or equal,
to 2%. The hatched green line weights the results by the share of each component in the CPI.
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United States inflation heatmap

Difference between the current inflation rate (y/y, %) and the 2010-2019 average
Weight (%)  Sep-22  Oct-22  Nov-2  Dec-22  Jan-23  Feb-23  Mar23  Apr-23  May-23  Jun-23  Jul-23  Aug23  Sep-23
Total 100 644 5.99 5.36 467 458 421 322 319 236 132 153 194 19

Food and non-alcoholic beverages 16 _ 5.82 445 339 229 170 118
Alcoholic beverages, tobacco and narcotics 12 322 282 3.04 298 337 3.06 2.95 2.68 268 2,08 1% 1.56 1.86
Clothing and footwear 2.7 518 391 313 246 241 256 253 288 290 226 221 245 219
Housing, water, electricity, gas and other fuels 36.1 552 537 5.46 587 6.02 598 5.54 528 469 418 411 372 345

6.01 583 522 490 372 297 221 144 113
013

Furnishings, household equipment and routine household maintenance 4.0
Health 74 0.90 061 041 083 019

Transports 145 6.55 182 154 0.18

Communications 33 - 048 0.62 11 113 167 187 173 139 161 162 167

Recreation and culture 6.7 4.00 n 415 421 3.95 431 420 445 402 374 335 2.96 313

Education 27w s o1 1w oo [NEOEM om0 [E0ENGEIGE TS

Restaurants and hotels 78 552 6.06 558 535 541 476 4.04 343 281 249 241 233 252

Miscellaneous goods and services 6.1 - 6.90 6.57 5.85 527 441 380 3.60 353 276 226 199 135
Source: BLS

Difference with the 2010-2019 average

Less than 0 -

BetweenOand 1

Between land 2
Between 2and 4
Between4and 7

Greaterthan7 -
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Inflation dynamics in the Eurozone: different metrics and degree of generalisation
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Note: the black line represents the % of CPI components whose increase is greater than, or equal
to 2%. The hatched green line weights the results by the share of each component in the CPI.
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Inflation dynamics in the Eurozone by country (1)

Eurozone: contributionto inflation (% points), September 2023 10 Eurozone: inflation iny/y % change
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Inflation dynamics in the Eurozone by country (2)

» Germany: headline and core inflation (y/y %) France: headline and core inflation (y/y %)
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Eurozone inflation heatmap

Difference between the current inflation rate (y/y, %) and the 2010-2019 average

Weight (%)  Sep-22 Oct-22 Nov-22  Dec-22 Jan-23 Feb-23  Mar-23  Apr-23  May-23  Jun-23 Jul-23 Aug-23 Sep-23

Total 100 553 5.61 475 417 3.96 389 298
Food and non-alcoholic beverages 17

Alcoholic beverages, tobacco and narcotics 4 0.96 110 146 211 247 2.9 423 451 446 456 447 439 422
Clothing and footwear 5 270 329 2.83 314 442 481 419 359 3.66 374 327 337 244
Housing, water, electricity, gas and other fuels 18 m 223 0.72 _
Furnishings, household equipment and routine household maintenance 7 6.69 6.06 550 4.85 427
Health 5 045 0.80 0.72 0.76 151 201 189
Transports 15 _ 6.84 5.08 531 241 174
Communications 3 0.97 0.82 073 0.89 1.54 ) ] 1.74 148
Recreation and culture 8 389 416 4,00 476 353 437 5.58 489 5.02 512 5.84 5.87 489
Education 1 293 322 326 324 337 353 359 368 364 375 368 368 237
Restaurants and hotels 8 68 660 67 64 63 68 6o MMM 65 5% 585 54 4%
Miscellaneous goods and services 10 195 2.39 268 281 3.65 3.85 3.86 386 387 411 395 387 375

Difference with the 2010-2019 average

Less than 0
BetweenOand 1
Between land2
Between2and 4
Between4and 7
Greaterthan7
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Inflation dynamics in the United Kingdom: different metrics and degree of generalisation

1 UK: headline and core inflation (y/y %) United Kingdom: consumer price (CPI) and retail price (RPI) % UK: producerand consumer prices (y/y %) %
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Note: the black line represents the % of CPlI components whose increase is greater than or equal
to 2%. The hatched green line weights the results by the share of each component in the CPI.
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United Kingdom inflation heatmap

Difference between the current inflation rate (y/y, %) and the 2010-2019 average

Weight (%)

Total

Food and non-alcoholic beverages

Alcoholic beverages, tobacco and narcotics
Clothing and footwear

Housing, water, electricity, gas and other fuels

Furnishings, household equipment and routine household maintenance 6.3

100
93
39
49
314

Sep-22

Oct-22 Nov-22 Dec-22 Jan-23 Feb-23 Mar-23

Apr-23  May-23 Jun-23 Jul-23 Aug-23 Sep-23

6.43 6.45 572 4.60 443 442

Health 18 162 2.20 250 370 423 453 442 5.72 5.54 6.30 5.84 5.59
Transports 111 6.01 431 357 021

Communications 19 0.44 5.06 6.26 6.67 428 541 531
Recreation and culture 105 474 4.24 379 391 2.96 353 518 559 561 547 472 493
Education 26

Restaurants and hotels 9.0 6.85 6.72 6.69 6.78 551 575
Miscellaneous goods and services 73 381 387 4.15 415 4,62 535 551 5.58 5.54 532 476 438 4,08

Source : ONS

Difference with the 2010-2019 average

Less than 0
BetweenOand 1
Between land 2
Between 2and 4
Between4and?7
Greaterthan7
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X
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Inflation dynamics in Japan: different metrics and degree of generalisation

Japan: headlineand coreinflation (y/y %) . Japan: alternative inflation measures Japan: producer and consumer prices (y/y %)
; Headline vy % % Headline CP| %
40 5 - 12
. e CPI €X-fresh food (Bo) measure) ac Trimmed mean e Producer price index (rhs) 0
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Source: Statistics Bureau of Japan Source: Bank of Japan Source: Japan Statistics Bureau, BOJ
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Source: Japan Statistics Bureau, BNP Paribas calculations Source: Bureau des Statistiques du Japon, calculs BNP Paribas

Note: the black line represents the % of CPI components whose increase is greater than or equal
to 2%. The hatched green line weights the results by the share of each component in the CPI.
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Japan inflation heatmap

Difference between the current inflation rate (y/y, %) and the 2010-2019 average

Weight (%)  Sep-22  0Oct-22  Nov-22  Dec-22  Jan-23  Feb-23  Mar-23  Apr-23  May-23  Jun-23  Jul-23 A3 Sep-23

Total 100 253 333 33 353 392 281 279 3.08 271 287 2.85 265 254
Food 93 39 50 58 58 61 648 66 [NMONIACI S
Clothing and footwear 39 128 196 2.15 221 263 292 3.08 32 32 333 348 383 279
Housing 49 074 123 133 143 143 143 143 133 133 123 133 123 132
Fuel, light and water charges 314

Furniture and household utensils 6.3

Medical care 18 189 199 209

Transportation and communication
Culture and recreation

Education

Miscellaneous goods and services

111 0.28 170 126 169 1.80 137 114 136 1.90 179 187 293 304
19 2,06 147 146 214 299 327 341 464 4.85 451
105 120 120 120 120 120 160 150 189 189 199 199 199 1.9

26 0.16 015 - 005 025 005 044 054

Difference with the 2010-2019 average

Source : Statistics Bureau of Japan
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Inflation and survey data
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PMI surveys: an indication of inflationary pressures (1)

United States: manufacturing PMI indices
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PMI surveys: an indication of inflationary pressures (2)

% US: inflation and price pressures indicator
10 CPIl inflation, y/y r 85
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* average of input, output prices & inverted

suppliers' delivery times indices (manufacturing PMI data)
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Japan: inflation and price pressures indicator
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Inflation expectations (households, forecasters, markets)
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Inflation expectations in the United States

US: consumerinflation expectations

EN

US: Survey of professional forecasters
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Source: University of Michigan, BLS Source: Philadelphia Fed (SPF), BLS
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Inflation expectations in the Eurozone

Eurozone: consumerinflation expectations Eurozone: Survey of professional forecasters
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Inflation expectations in the United Kingdom

United Kingdom: consumer inflation expectations United Kingdom: inflation expectations
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Inflation expectations in Japan

% Japan: consumerinflation expectations % Japan: survey of professional forecasters on inflation
5 5
1-year horizon (weighted average) *
4 Headline CP1 inflation 4
3 3
2
2
1
1 NJM/\A\A
0
0
-1 e FY 2023 forecast
1 -2 FY 2024 forecast
) weighted average of respondents answers from the consumer confidence index ; Core CPlinflation (exc. fresh food & energy)
10 11 12 13 14 15 16 17 18 19 20 21 22 23 10 11 12 13 14 15 16 17 18 19 20 21 22 23

Source: Statistics Bureau of Japan, Cabinet Office Source: Japan Center of Economic Research, Jaan Bureau of Statistics

* Weighted average of respondents' answers from the consumer confidence survey (Cabinet Office)
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Market expectations: breakeven inflation rate

; ;/0 US breakeven rate (10-years Treasury note)
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Raw materials

WTI crude oil price, USD/barrel Naturalgas price, USD/million BTU
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Macroeconomic determinants of inflation
(wages, unemployment rate, capacity utilisation rate, exchange rate)
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Determinants of inflation in the United States

US: capacity utilisation rate and inflation US: wages growth and inflation

vy, % - i ) % vy, %
10 Headline CP1inflation g3 10
e CA.PACIHTY UtiliSation rate, all industries (rhs) Headline CPI inflation
L 80
8 8 Average hourly earnings (total nonfarm
- 77 i
5 5 private sector)
- 74
4 4
L 71
2 2
- 68
0 V v/ L 65 0 V w
-2 L 62 -2
04 0506 07 0809 1011121314 151617 1819 20 21 22 23 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23
Source: BLS, Federal Reserve Source: BLS
0 “unem mentr nd inflation : i ' i
vy, % US: une pLQy entratea dinflatio % yiy % us: eﬁlectlvle exchangerate and inflation 2010=100
10 Overall CPlinflation ) 10 CPlinflation g
Unemployment rate (inverted rhs) USD NEER*, broad measure (reversed rhs) . 90
8 4 8 - 95
5 6 6 L 100
g - 105
4
4 L 110
- 10 2 - 115
2 - 120
- 12 0 - 125
0 v 14 -2 130
- 135
-2 . 18 -4 *nominal effective exchange rate | 140
04 0506 0708091011121314151617 1819 2021 2223 0405060708091011121314151617 181920212223
Source: BLS Source: BLS, JP Morgan

l BNP PARIBAS The bank fOl' a changing world ECONOMIC RESEARCH | ECOCHARTS | 29




Determinants of inflation in the Eurozone

Eurozone: capacity utilisation rate and inflation 5 vy, % Eurozone: wages growth and inflation
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Determinants of inflation in the United Kingdom

United Kingdom: capacity utilisation and inflation
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Iy, % United Kingdom: wages growth and inflation
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Determinants of inflation in Japan

Japan: capacity utilisation and inflation Japan: wages andinflation
5y/y, % Headline 2015:1825 SY/Y' % Headline CPI inflation
Operating ratio (capacity utilisation, index)(rhs) [ Average monthly cash eamings exc. bonuses (3mma)
4 - 135 4
3 - 125 3
2 2
- 115
1 1
- 105
0 0
B - 95 B
) L 85 )
-3 - 75 -3
04 05060708091011121314151617 1819 2021 22 23 04 0506 07 08091011 121314151617 1818 2021 2223
Source: Statistics Bureau of Japan, METI Source: Statistics Bureau of Japan, Ministry of Health, Labour & Welfare
Japan: unemployment rate and inflation Japan: effective exchange rate and inflation
Y% Headline % yly % Headline 2020=100
5 - 2 5 - 75
Unemployment rate (inverted rhs) JPY NEER* (reversed rhs)
4 4
- 85
3 -3 3
2 2 L g5
1 -4 1
0 0 - 105
1 ¥ 4 W
- 115
) -2
3 s -3 *nominal effective exchange rate| 125
04 0506 07 08 05 10 11 12 13 14 1516 17 18 19 20 21 22 23 04 0506 0708091011121314151617 181920212223
Source: Statistics Bureau of Japan Source: Japan Statistics Bureau, BOJ

BNP PARIBAS The bank fOl' a changing world ECONOMIC RESEARCH | ECOCHARTS | 32




William De Vijlde
Chief Economist +33 1557747 31

OECD ECONOMIES AND STATISTICS

Deputy chief economist, Head - United States +33158 1603 63

Stéphane Colliac +331 42 98 4386
France, Germany
Eurozone, Southern Europe, Japan, United Kingdom - International trade +33L5577TLEI

Statistics

ECONOMIC PROJECTIONS, RELATIONSHIP WITH THE FRENCH NETWORK

Head

BANKING ECONOMICS

+331 58167332

+33 142 98 56 54

Head

+33143 169554
+33140 14 30 77

\ueller +33140144811

EMERGING ECONOMIES AND COUNTRY RISK

Head - Argentina, Turkey - Methodology, Modelling +531423879 82

Deputy Head - Greater China, Vietnam - Methodology +331429856 27
Stéphane Alby

Africa (French-speaking countries) +521423802 04

Devaux
Midle East, Balkan countries *33143163551

Sauth Korea, Philippines, Thalland, Andean cauntries +33142383300

Salim Hammad

Latin America +331425874 78

Ukraine, Centra +33153315932

uropean countries

India, South Asia, Russia, Kazakhstan *3315B180584

Af'ril:a {P;rtuguese & English-speaking countries)
CONTACT MEDIA

e Fils Marie-Luce +33142984859

. 3ad

BNP PARIBAS ECONOMIC RESEARCH

william.devijlder@bnpparibas.com

helene.bavdchon@bnpparibas.com
stephane.colliac@bnpparibas.com

guillaume a derrien@bnpparibas.com

jean-luc proutat@bnpparibas.com

laurent quignon@bnpparibas.com

celine.choulet@bnpparibas.com
thomas. humblot@bnpparibas.com

marianne.mueller@bnpparibas.com

francois faure@bnpparibas.com

christine peltier@bnpparibas.com
stephane alby@bnpparibas.com

pascal devaux@bnpparibas.com

helene drovot@bnpparibas.com

salim hammad@bnpparibas com

cynthia kalasopatan antoine@bnpparibas.com
johanna melka@bnpparibas.com

lucas.ple@bnpparibas.com

mickaelle filsmarie-luce@bnpparibas.com

The information and opinions contained in this document have been obtained from. or are based on, public sources believed to
be reliable. but there is no guarantee of the accuracy, completeness or fitness for any particular purpose of such information and
such information may not have been independently verified by BMPP or by any person. None of BNPP, any of its subsidiary
or makes any representation or warranty, express or implied-,"a-s: to the accuracy and completeness of the information or any
opinions based thereon and contained in this document, and it should not be relied upon as such. This document does not
constitute research, as defined under MIFID Il, or form any part of any offer to sell or issue and is not a solicitation of any offer to
purchase any financial instrument, nor shall it or any part of it nor the fact of its distribution form the basis of, or be relied on, in
connection with any contract or investment decision. Information and opinions contained in this document are published for the
information of recipients but are not to be relied upon as authoritative or taken in substitution for the exercise of judgment by any
recipient, are subject to change without notice. In providing this document, BNPP does not offer investment, financial, legal, tax
or any other type of advice to, nor has any fiduciary duties towards, recipients. Any reference to past performance is not indicative
of future performance, which may be better or worse than prior results. Any hypothetical, past performance simulations are the
result of estimates made by BNPP, as of a given moment, on the basis of parameters, market conditions, and historical data
selected by BNPP, and should not be used as guidance, in any way, of future performance. To the fullest extent permitted by law,
no BMPP group company accepts any liability whatsoever (including in negligence) for any direct or consequential loss arising
from any use of or reliance on material contained in this document even when advised of the possibility of such losses. All
estimates and opinions included in this document are made as of the date of this document. Unless otherwise indicated in this
document there is no intention to update this document. BMPP may make a market in, or may, as principal or agent, buy or sell
securities of any issuer or person mentioned in this document or derivatives thereon. Prices, yields and other similar information
included in this document are included for information purposes however numerous factors will affect market pricing at any
particular time, such information may be subject to rapid change and there is no certainty that transactions could be executed at
any specified price. BNPP may have a financial interest in any issuer or person mentioned in this document, including a long or
short position in their securities and/or options, futures or other derivative instruments based thereon, or vice versa. BNPP,
including its officers and employees may serve or have served as an officer, director or in an advisory capacity for any person
mentioned in this document. BNPP 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 document. BNPP may be a party to an agreement with any person relating to the production of this document. BNPP
may to the extent permitted by law, have acted upon or used the information contained herein or in the document, or the analysis
on which it was based, before the document was published. BNPP 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 document. Any person mentioned in
this document may have been provided with relevant sections of this document prior to its publication in order to verify its factual
accuracy.

This document was produced by a BMPP group company. This document 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 BNPP. By
accepting or accessing this document you agree to this.

Bank (ECB) and as an investment services provider by the Autorité de controle prudentiel et de résolution (ACFR) and Autorité
des marches financiers (AMF), and having its registered office at 16, boulevard des Italiens, 75009 Paris, France.

Some or all of the information contained in this document may already have been published on
https://globalmarkets.bnpparibas. com.

For country-specific disclaimers (United States, Canada, United Kingdom, Germany, Belgium, Ireland, Italy, Metherlands,
Portugal, Spain, Switzerland, Brazil, Turkey, Israel, Bahrain, South Africa, Australia, China, Hong Kong, India, Indonesia, Japan,
Malaysia, Singapore, South Korea, Taiwan, Thailand, Vietnam) please type the following URL to access the applicable legal
notices: https-//globalmarkets. bnpparibas.com/gm/home/Markets_360_Country_Specific Motices. pdf

© BNP Paribas (2023). All rights reserved.

BNP PARIBAS

The bank for a changing world_ ECONOMIC RESEARCH | ECOCHARTS | 33

X




