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€€ CONSENSUS GDP GROWTH FORECASTS AND STOCK MARKETS
HAVE RECOVERED FROM THEIR SPRING TROUGH. WHAT
ACCOUNTS FOR THIS SURPRISING RESILIENCE? TRADE WAR
RESTRAINT, FALLING INFLATION, FISCAL POLICY SUPPORT AND
SUPPORTIVE FINANCIAL CONDITIONS.
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THEGLOBALECONOMY AT MID-YEAR: SO FAR, SO GOOD. BUT WATCH OUT FOR THESE THREE DERAILERS IN THE 2'° HALF.

Outside the US, GDP growth in the first quarter generally exceeded expectations in the European Union, the UK, and emer-
ging economies, including China. After the surge in imports that preceded the US tariff hike, the backlash in the second
quarter will be more limited than expected in most cases. However, it would be premature to sound the all-clear, as three

dangers loom: tariffs, inflation, and public debt.

THE PATIENT IS HOLDING UP BETTER THAN EXPECTED SO FAR

Outside of the US, where it contracted, Q1 GDP growth generally ex-
ceeded expectations — in the EU’'s case by a wide margin, with a
quarter-on quarter pace of 0.6% vs 0.2% forecast by the ECB in March.
UK growth surprised on the upside as well. Emerging markets proved
surprisingly resilient too: China's growth beat expectations at 5.4%
year-over-year and growth surprises were generally positive across the
board. Following the Q1 surge in exports to the US to front-run tariffs,
a large payback in Q2 has been expected, but the data available so far
— notably PMI surveys, exports and industrial production — suggest
it will be limited in most cases. (The UK stands out with a contraction
in activity recorded in both May and June, and France indicators have
been lagging behind the rest of the Eurozone). Even China, epicenter
of the trade war, saw its exports continue to grow strongly, allowing
Q2 GDP to decelerate only slightly to 5.2% yoy. In line with activity, la-
bour markets have remained strong, with unemployment rates at or
near historical lows in most regions®.

RECOVERY OF THE CONSENSUS AND STOCK MARKETS

Accordingly, consensus GDP growth forecasts and stock markets have
recovered from their spring trough. Most regions should record either
a mild deceleration or, in the case of the Eurozone, an acceleration?.
The US growth outlook has been downgraded the most compared to
the start of the year; but recession fears, which loomed large back in
April, have evaporated (chart 1). And its main stock indexes, while still
lagging global peers — particularly in US dollar terms (chart 2) —
were near record highs at the time of writing.

What accounts for this surprising resilience? Trade war restraint,
falling inflation, fiscal policy support and supportive financial condi-
tions.

Following the April 2 “Liberation Day” tariff salvo, US trade policy
retreated to a less aggressive posture, both de jure, but even more
de facto. After reaching nearly 30% at the peak of trade hostilities
between the US and China, the US average external tariff quickly
retreated below 15% in statutory terms; but the rate effectively
collected stayed below 10% through May. Apart from Canada and China
(who later relented), no trading partners retaliated. Instead, all except
the US have been redoubling efforts to boost trade links with other
counterparts.

1 For more details, see our July EcoPulse.
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As a result, global trade has held up well, even accounting for the
front-running-then-payback dynamics created by the staggered time-
line announced by the US for higher tariffs to come into force. Even as
exports to the US fell, overall exports did not®.

2 Our ownzf(%%cast expects a better outturn than the consensus, with +1.2% GDP growth in 2025, but either way it would be one of the few regions in the world with accelerating

growth in

3 See our recent Chart of the Week on this topic: The first effects of the Trump tariffs are measurable, and they are massive.
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THEVAST MAJORITY OF ECONOMIES HAVE SEEN INFLATION MAKE FURTHER
PROGRESS TOWARD THEIR CENTRAL BANK'S TARGET

In the Eurozone, inflation has actually been back at target for the last
two months. This has allowed most central banks across developed
and emerging economies to reduce the restrictiveness of their moneta-
ry policy stance*. This was facilitated by two unexpected developments:
instead of the textbook prescription that the USD dollar should appre-
ciate in response to tariffs, in fact the opposite happened. Since the
start of the year, the US dollar has weakened against most DM and EM
currencies, thereby cheapening the cost of all imported goods priced in
US dollars. On top of this effect, energy prices have been pushed down
by unfavourable supply-demand conditions created by OPEC countries
to regain market share. Lower inflation has helped support growth by
restoring purchasing power for households and by allowing central
banks to ease monetary policy.

FISCAL POLICY SUPPORT HAS BEEN A POWERFUL WILD CARD

Nowhere more than in Europe has fiscal policy support been a power-
ful wild card. In particular, Germany's decision in April to reform its
constitutional debt brake to allow at least EUR 1 trillion of public in-
vestment in infrastructure and defence has been a game-changer.
The European Commission’s decision to give member states flexibi-
lity from the bloc’s fiscal rules in order to meet their new and higher
defence spending commitments has provided additional space. In
all, from a restrictive stance in 2024, fiscal policy should turn neutral
or even mildly stimulative in 2025 and especially 2026. These steps,
alongside targeted incentives to private investment in Germany, and
a comprehensive agenda of supply-side structural reforms across the
EU, have boosted sentiment indicators all around the Eurozone. On a
smaller scale, China too has deployed fiscal policy to support domestic
consumption, with expectations that more is to come.

As global investors have been reconsidering their expectations of US
outperformance, many developed and emerging markets have seen
strong capital inflows that tended to compress bond spreads and fuel
the performance of their stock markets. Meanwhile, US investors have
remained bullish about their own markets and allocated accordingly,
with the same impact. All told, financial conditions have been suppor-
tive of activity almost everywhere.

[T WOULD BE PREMATURE TO SOUND THE ALL-CLEAR

Three dangers lurk: tariffs; inflation; public debt. Days from the expi-
ration of the latest deadline set by President Trump to reach “deals”,
there is a very real prospect that baseline tariffs for most countries,
including the EU, will be significantly higher than the currently pre-
vailing 10%. Moreover, additional sectoral tariffs have yet to be an-
nounced, which will further raise the effective rate. While the eventual
reduction in tariff uncertainty will help, higher tariffs, applied asymme-

economic-research.bnpparibas.com

to growth that in some cases may be too large to offset with domes-
tic policy support. Moreover, higher tariffs are more Likely to elicit re-
taliation, which could then lead to escalation and further damage to
growth. Stock markets being priced for steady earnings growth could
reprice violently.

Inflation is primarily a concern for the US economy. But one with glo-
bal implications. The US June inflation showed modest but unmista-
kable signs of the first passthrough of tariffs into domestic prices. Core
goods excluding used vehicles have seen prices rise at their fastest
monthly pace since Spring 2022, when inflation surged. We expect the
impact of tariffs to become far more visible over the coming few mon-
ths. That's not controversial. What is, is how large the passthrough will
be, and how long the price shock will persist. Some, like Fed Governor
Waller, believe that the passthrough will be limited and short-lived.
He therefore favours a rate cut as early as next week®. A majority of
FOMC members, as of the last meeting, were concerned the opposite
may happen and therefore favour keeping the Fed policy modestly res-
trictive. As long as the Fed is seen as retaining the independence to
act in line with what it believes to be the right policy to meet its dual
mandate of stable inflation and maximum employment, there is no
reason for the tariff increase to create persistent inflation, or markets
fear thereof. But should recent relentless political attacks on the Fed by
the Trump Administration evolve in such a way that investors no longer
trusted the independence of the Fed, sharp adverse market reactions
would be likely, especially in bond and FX markets. Such shocks would
then be likely to reverberate across global markets.

Last, but not least, bond markets have been so far relatively forgiving
of ever larger public borrowing requirements from the largest econo-
mies in the world: the US, Germany, Japan, the UK and France, albeit
all have seen the cost of their long term debt rise meaningfully over
the last year — by 20 to 50 bps at the 10-year maturity point. 30-year
yields have been even more under pressure. In recent months, the US
10Y yield has actually fallen, reflecting in part a deliberate strategy to
borrow more at the short end of the curve. This saves on the interest
bill® but creates higher refinancing risks. As long as fiscal policies are
perceived to be broadly sustainable, markets will remain well-beha-
ved, and yield increases will remain orderly. However, with the excep-
tion of Germany, whose debt to GDP ratio and debt trajectory raise no
concerns whatever, there is no room for complacency. Policymakers
should remember from the turmoil generated by then UK's Prime Mi-
nister Liz Truss's mini-budget in September 2022 just how quickly bond
markets can turn punishing.

The year has worked out better than expected so far, and this positive
momentum has strong potential to carry on through year-end. Let's
hope politics do not interfere. Happy Summer.

trically across countries, will create multiple frictions and headwinds Isabelle Mateos y Lago
4 The US Federal Reserve and, among EM, the central banks of Brazil and TUrkiye. are notable exceptions.
5 See “The Case for Cutting Now”, speech by Governor Christopher Waller, July 17, 2025.
6 See our Chart of the Week on this topic: Rising long-term interest rates: a relatively good point for the Eurozone.
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Find out more in our scenario and forecasts

ADVANCED ECONOMIES

UNITED STATES

The impact of tariffs starts to be felt on prices. Headline inflation in June came in slightly above consensus (2.7% vs. 2.6% y/y and 0.3% m/m), while the core
measure was lower (2.9% vs. 3.0% y/y, 0.2% vs. 0.3% MoM). In services, disinflation appears to be fading, with prices rising slightly (+3.6% YoY vs. +3.5% YoY in
May). Inflation excluding motor vehicle resales was +0.55%, the highest since March 2022. The PPl index remained stable in June. The latest indicators suggest
that the economy is in good shape: retail sales in June exceeded expectations (+0.6% m/m vs. -0.9% in April). Industrial production rose slightly (+0.3% between
May and June). Consumer sentiment (University of Michigan) continued to rebound in July to 61.8 from 60.7 in June (and 52.2 in April-May, but 74 in December).
One-year inflation expectations fell to 4.4% (from 5% in June and 2.8% in December). As the White House continues its attacks on the Fed Chair, John Williams,
President of the New York Fed, and Christopher Waller, member of the Fed Board, came out respectively against and in favour of a rate cut at the FOMC meeting
on 30July, setting out two different views on the state of the US economy and the inflationary risks posed by tariffs.

EUROZONE

A new European budget framework already under criticism: The European Commission has unveiled its multiannual financial framework (MFF) for 2028-34.
Among the most significant proposals is a sharp increase in the overall budget envelope to EUR 1,985 billion, or 1.26% of the EU's gross national income (com-
pared to EUR 1,210 billion for the 2021-27 budget). This envelope includes repayments from the NGEU fund (EUR 168 billion). A national and regional partnership
fund (EUR 865 billion) will bring together 14 funds (including the CAP and the Cohesion Fund), while a European Competitiveness Fund (EUR 409 billion), in-
cluding defence and the Horizon Europe programme, would be created. Two additional envelopes would finance support for Ukraine (EUR 100 billion) and a
crisis mechanism (EUR 395 billion). On the revenue side, an increase in excise duties on tobacco, a flat-rate tax on corporate turnover and a tax on non-recycled
electronic waste are proposed. The German government immediately rejected the increase in the total budget and the tax on large companies. The MFF must
be adopted unanimously before the end of 2027. Coming up this week: ECB monetary policy meeting, consumer confidence, PMI survey, report on credit and
monetary aggregates.

GERMANY

The ZEW Current Conditions index rose to -59.5, its highest level since June 2023 (-72 in June). Coming up: PMI survey, GFK household confidence and IFO
business climate.

FRANCE

Presentation of the 2026 budget. Francois Bayrou presented a draft budget that would reduce the public deficit from 5.4% in 2025 to 4.6% in 2026. The deficit
would be reduced by nearly EUR 20 billion through measures to improve the public balance by EUR 43.8 billion, offsetting increases in expenditure related to
interest charges (+11.4 billion), defence (+6.7 billion) and the increase in the contribution to the European budget (+5.7 billion). The increase in public spending
would be limited to EUR 15 billion (+0.9%), representing a freeze on spending excluding increases in interest payments and the defence budget. As a result, the
spending-to-GDP ratio would fall to around 56% in 2026 (compared with 57% in 2025). The main measures concern a blank year (including a total absence
of indexation, EUR 7 billion in savings, and a freeze on ministry budgets excluding defence), savings on local government spending (EUR 5.3 billion) and on
health spending (EUR 5 billion). The weight of public revenue would remain close to 51.5%, with new measures (abolition of bank holidays, no indexation of the
income tax brackets) offsetting the non-renewal of some of the exceptional measures of 2025 (corporate tax). The difficulty of getting the budget passed in a
fragmented Parliament leads us to anticipate a smaller budgetary effort and a deficit of 5% in 2026. However, this would still be in line with the commitments
made to the European Commission. Rebound in wheat production. The Ministry of Agriculture has announced a 27% rebound in the wheat harvest in 2025.
The poor harvests in 2024 (cereals, vegetables) had reduced French growth by 0.2 points. This rebound would contribute 0.1 percentage point to growth in Q2
2025 (BNP Paribas forecast of 0.2% g/q), on top of estimated non-agricultural growth of 0.1 percentage point (Banque de France). Coming up: PMI survey and
INSEE business climate on 24 July and household confidence on 25 July.

ITALY
Industrial production fell again in May (-0.9% y/y), mainly due to pharmaceuticals products and automobiles. The trade balance reached EUR 17.472 billion
over the first five months of the year. Compared with the same period in 2024, imports grew more than exports (4.5% and 1.6% respectively). Exports to

Eurozone countries increased, driven by those to Spain (+11.7%). At the same time, exports to the United States continued to grow (+7.3%). Harmonised
inflation was slightly higher than expected in June but remained under control (1.8% y/y; +0.1pp m/m), with the core index standing at 2.0% (+0.1pp m/m).

SPAIN

Harmonised inflation stood at 2.3% y/y in June (+0.3pp m/m) due to a slowdown in energy deflation, mainly caused by higher fuel prices. The core index
remained stable at 2.5%. Coming up: unemployment rate for Q2, PPI for June.
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UNITED KINGDOM

Signs of stagflation. Headline inflation rebounded in June to 3.6% y/y (+0.2 pp, the highest since January 2024). Inflation stabilised in services (4.7% y/y) but rose
in goods (2.4% yly, the highest since October 2023). The core measure rose by 0.2 pp to 3.7% y/y. The RPI index (which determines the already high cost of infla-
tion-indexed public debt securities) rose by 4.4% y/y. Job losses continued for the fifth consecutive month: -41,000 in June and -141,000 in the first half of the year.
The unemployment rate rose again (+0.1 pp to 4.7%, three-month average), while annual growth in average weekly earnings growth slowed but remained strong
(+5%). The Chancellor of the Exchequer announced a series of reforms to deregulate the banking sector and facilitate investment. The financial sector reacted
with scepticism. Coming up this week: PMI survey, consumer confidence (Gfk), retail sales, CBI survey of industry, monthly public finance report.

JAPAN

Despite losing his majority in the upper house, Prime Minister Ishida intends to stay on. Although he has lost his absolute majority in both houses, the Prime
Minister has indicated that he will seek to form a majority government, in Lline with market expectations. The risk is that these efforts will involve budgetary lar-
gesse that the bond markets would find difficult to digest. Inflation slowed in June to +3.3% y/y (vs. 3.5% y/y in May). However, core inflation (excluding perishable
food and energy) rose again (+3.3% y/y). The price of rice in particular has doubled in a year.

EMERGING ECONOMIES

Strong growth in non-resident portfolio investment inflows (on equity and bond markets) in June, largely destined for China. According to IIF estimates, these
investments amounted to USD 42.8 billion, of which 33.6 billion went to China. Excluding China, equity investment has picked up over the last two months. Bond
markets continue to attract foreign investors, more than indicated by IIF estimates (which significantly underestimate investment in Asian countries excluding
China when compared with balance of payments data for the five main countries in the region).

SAUDI ARABIA

Inflation rose slightly in June, reaching 2.3% year-on-year, compared with 2.2% in May. CPI growth continues to be driven by rising rents (+7.6% yay), by far the
largest component. CPI excluding rents remains subdued at + 0.6%, but could pick up in the coming months, mainly due to the weakness of the dollar, to which
the Saudi currency is pegged. Furthermore, domestic demand remains strong and bank lending continues to grow at a rapid pace (+15% yoy in May). Against this
backdrop, maintaining the policy rate at a high level of 5%, in line with US monetary policy, appears appropriate.

BRAZIL

Economic slowdown in Q2 amidst increasing trade tensions with the United States. Economic activity is showing signs of slowing down. The GDP proxy (IBC-Br)
published by the Central Bank (BCB) recorded its first decline in May since the start of the year, confirming the weakening of activity already visible in hard
data (drop in industrial production and retail sales in April and May, slowdown in credit growth and corporate bond issuance). In June, survey data continued to
support this assessment with the composite PMI indicating a sustained contraction in private sector activity. This cyclical downturn comes at a time of inten-
sifying trade tensions with the United States. Washington's threat to raise tariffs on Brazilian imports by 50% should, overall, have a moderate direct impact on
GDP (exports to the United States account for just under 2% of GDP). However, the impact on the trade balance and on certain sectors (heavily dependent on the
US market, such as agri-food, aerospace, pulp and steel industries) is Likely to be more significant.

INDONESIA

Trade agreement with the United States. Reciprocal customs duties imposed by the United States on Indonesian goods will amount to 19%, and an additional
penalty for goods "Made in China" transiting through Indonesia is planned. Jakarta is reducing its taxes to 0% on imports of US goods and has committed to
purchasing agri-food products, energy and Boeing aircraft from the United States. New interest rate cut. The Central Bank lowered its policy rate by 25 basis
points to 5.25% on 16 July. Inflation remains under control (expected to be less than 2% in 2025) and priority is being given to supporting economic activity due to
the increase in US tariffs. The Indonesian rupiah has barely depreciated against the dollar since the agreement was announced on 15 July (-0.3%); it has gained
+2.6% since Liberation Day on 2 April.

MALAYSIA

Growth stronger than expected in Q2 2025. According to preliminary estimates, real GDP grew by +4.5% y/y in Q2, after +4.4% in Q1. Growth in the manufacturing
sector slowed and the export outlook is deteriorating due to US tariff policy. Activity in services and domestic demand were more dynamic. They could remain so
in the very short term, helped by the monetary easing cycle initiated by the Central Bank in early July.

COMMODITIES

Additional threats to Russian hydrocarbon exports are supporting oil prices. European Union countries have agreed to reduce the price cap on Russian oil pur-
chases (theoretically applied by G7 countries, but US agreement is not yet certain) from USD 60 to USD 47.6 per barrel. An automatic adjustment mechanism
for the cap will be put in place. In addition, a ban will be imposed on imports of refined products made from Russian crude oil, with the exception of those from
Norway, Switzerland, the United Kingdom, Canada and the United States. The US government has threatened secondary sanctions against countries that
import hydrocarbons from Russia if fighting between Russia and Ukraine continues beyond 2 September. China and India are the main importers of Russian
oil, accounting for 21% and 33% of their total crude oil imports, respectively. In addition, approximately 14% of China's natural gas imports come from Russia.
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Bond Markets Bund 10Y vs US Treas. 10Y Bund 10Y vs OAT 10Y
. ) 50 35
in% in bps
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Currencies & Commodities
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Performance by sector

2024 2025 2024 2025

Eurostoxx600 S&P500
Year 2025 to 18-7, € Year 2025 to 18-7, $
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-15,99 Automobiles SOURCE: LSEG, BLOOMBERG, BNP PARIBAS
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The first effects of the Trump tariffs are measurable, and they are massive Chart of the Week 17 July 2025
Recent trends and short-term outlook for EM exports EcaTV 17 July 2025
ggwtehréqinfniceovr\lzrrr;ies are no longer as vulnerable to US monetary policy EcoWeek 15 July 2025
Tariff tracker - 11 July 2025 update Tariff Tracker 11 July 2025
chatovevess 0y ams
Ecopulse | July 2025 issue EcoPulse 8 July 2025
What are the effects of US tariff policy on global trade and emerging economies? Podcast | MacroWaves 7 July 2025
What's on Central Bankers Minds Heading into the Summer? EcoWeek 7 July 2025
French Economy Pocket Atlas | July 2025 Eg?:rlgt] Etizgomy 3 July 2025
India attracts FDI but fails to retain it Chart of the Week 2" July 2025
Tariff tracker - 2 July 2025 update Tariff Tracker 27 July 2025
Inflation Tracker - June 2025 | Inflation down in May, except in the United States EcoCharts 1t July 2025
Securitigation: Will the European Commission’s recent attempt to relaunch EcoWeek 30 June 2025
be the right one?

T P Py e a——— L
Rising long-term interest rates: a relatively good point for the Eurozone Chart of the Week 27 June 2025
Ssztrr%invz’hsatt)uoigieptoic;r;nodzgt:tivrr]:;siiovset?and rapid increase in investment, EcoFlash 26 June 2025
Eiéin&?l?ltfgggeggr;ceitr—uCTtB(reercll%w US trade tariffs: What are the consequences? S 26 June 2025
Tariff tracker - 23 June 2025 update Tariff Tracker 23 June 2025
FOMC: Waiting and Divided EcoFlash 19 June 2025
In the Eurozone, inflation is also a monetary phenomenon Chart of the Week 18 June 2025
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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, comple-
teness or fitness for any particular purpose of such information and such information may not
have been independently verified by BNPP or by any person. None of BNPP any of its subsidiary
undertakings or affiliates or its members, directors, officers, agents or employees accepts any
responsibility or Liability whatsoever or makes any representation or warranty, express or im-
plied, as 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 BNPP 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. Un-
less otherwise indicated in this document there is no intention to update this document. BNPP
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.
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