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THE EUROPEAN UNION'S ENERGY TRANSITION: ROPING UP IS NEEDED TO CLIMB THIS EVEREST

In order to achieve its climate targets, the European Union will not only have to green its electricity production, but also increase it. This is
a daunting industrial and financial challenge, echoed in the “Draghi” report on the future of European competitiveness, as well as the new
Green Deal proposed by the re-elected President of the European Commission, Ursula Vion Der Leyen.

It is said that, more often than not, the European Union (EU) makes
progress when its back is against the wall. Everything that could have
divided it to date, such as the financial crisis, the sovereign debt crisis,
Brexit, the COVID-19 pandemic and the war in Ukraine, has, conversely,
made it stronger. Stability and settlement mechanisms have been set
up, while the principle of risk sharing, originally excluded, has gained
ground both mindsets and actions. The launch of the Next Generation
EU plan in December 2020 was a turning point for this, with the
twenty-seven member states opting to tie their fate to a large and
common debt issuance rather than facing one of the worst health
disasters in history alone.

Common debt is once again a focus in the “Draghi” report' on the
future of European competitiveness, but on a completely different scale.
In order to counteract the effects of its ageing population and boost
its productivity, the EU should, according to the Commission, invest
between 750 and 800 billion euros more each year, the equivalent of
five GDP points and at least two Marshall Plans. While, thankfully, it
is no longer dealing with rebuilding a continent, but the task ahead is
no less extraordinary, not least because of the climate challenge that
it has to overcome.

Under an ambitious “Green Deal” (which is by the way evolving, see
box), the twenty-seven member states have set themselves the target
of achieving carbon neutrality (net zero emissions) by 2050, mainly
through the deployment of renewable energies. This requires not only
to green electricity production but also increase it shortly, in order to
drive the transformation of usages (such as the gradual phasing out
of internal combustion engine vehicles, the replacement of oil and gas
boilers with heat pumps and the conversion of industrial sites). Based
on assessments by the EMBER research institute?, in order for the EU to
meet its climate targets, it will have to ramp up its electricity production
by at least 50% by 2030, following years of stagnation. At the same
time, the very nature of this production must change, so that the EU
can mainly rely on (55%, compared to the current level of 27%) the two
primary sources: solar and wind power (chart).

Depending on the growth scenario retained, wind and solar farm
capacities should be increased by a factor of 2.5 to 3 by 2030, which
de facto underlie significant investments. It is therefore no coincidence
that the call for a general mobilization in the Draghi report targets
the energy transition, which, beyond being an existential challenge, is
now a competitive arena between major economies, firstly China and
the United States. In order to ensure that “greening” does not go hand
in hand with “declining”, the EU will have raise resources that States
alone cannot provide, due to budgetary constraints. The mobilisation
of private savings, which is abundant but still too siloed in absence of
capital markets union, is one of the solutions. Relaunching a common
debt funding on a massive scale could be another.

1 Draghi, M. (2024), Report on the Future of European Competitiveness, 9 September.
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CHART 1 SOURCE: EMBER, BNP PARIBAS

Green Deal: what developments can we expect with the new Von Der
Leyen Commission?

In its initial version in 2019, the European Green Deal structured the
fight against climate change around two strands, i.e. environmental
preservation on the one hand (such as restoring damaged ecosystems,
expanding protected natural areas and preserving biodiversity) and the
decarbonisation of usages on the other hand (such as the transition
of industry and services to clean energy and the thermal insulation of
buildings). The new European Commission, in line with the campaign
messaging of its re-elected president, Ms Ursula Von Der Leyen, is
clearly focussing on the latter of these two strands. The Green Deal is
evolving into a more pragmatic “new Clean Industrial Deal”, recognising
competitiveness issues, which was a point also highlighted by the
“Draghi” report.

An example of this change is the creation of a Commissioner for Energy
and Housing, with Mr Dan Jorgensen (S&D, Denmark) appointed to
the role. Other European decarbonisation players, such as Spanish
Commissioner Teresa Ribera (S&D, who will oversee the “clean, just and
competitive transition”), or French Industry Commissioner Stéphane
Séjourné (Renew), will have to work with Jorgensen on these issues.
Another noteworthy appointment is Mr Wopke Hoekstra (PPE) as the
Commissioner for Climate Action, as, in his former role as Minister of
Foreign Affairs and Deputy Prime Minister of the Netherlands, he had
expressed his opposition to the Nature Restoration Law, which was
finally adopted in June 2024.

BOX
Jean-Luc Proutat

2 EMBER (2024), Europe’s electricity transition takes crucial strides forward, European Electricity Review 2024, meua?y. The institute states that electricity consumption would
ting fro

increase by 60% by 2030 if the EU were to hit its decarbonisation targets; assuming that the efficiency gains resu

increased production of around 50%.
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CHINA: REACHING FURTHER LOWS

Economic indicators for August 2024 once again show that Chinese economic growth is lacking strength. The real GDP growth target of “around
5%" set by Beijing for 2024 can only be achieved with a stronger impetus generated by monetary easing and fiscal expansion.

Growth in industrial production slowed again in August, reaching 4.5% y/y (compared to 5.1% in July) and 5.8% y/y over the first eight months of
2024. It was mainly hampered by contraction in heavy industries such as steel and cement. By contrast, electronic goods production continued
to post very solid gains, supported by the rapid rise in exports (total export value increased by 8.7% y/y in August). Buoyed by the authorities’
aggressive industrial policy, growth prospects for the export-oriented manufacturing sector remain good in the very short term. The outlook could
then become gloomier, due to protectionist measures against China introduced by an increasing number of developed and emerging countries.

In the services sector, which depends largely on domestic demand, activity also lost momentum (+4.6% y/y in August and +4.9% y/y over the
first eight months of 2024). Household consumption and private investment remain depressed. The crisis in the property sector continues, and
the support measures implemented last spring have failed to stimulate housing demand (floor space sold fell by 13% y/y in August). Most pro-
perty developers are still facing major solvency or liquidity problems.

The deteriorating conditions on the labour market are adding to the property crisis, which is significantly impacting household morale and
spending. Growth in retail sales slowed again in August to just +2.1% y/y in value.

Deflationary pressures persist, due to weak domestic demand and production overcapacities, falling property prices, slower wage growth and
declining global commodity prices. In August, the consumer price index rose 0.6% y/y, but core inflation hit a low of 0.3%, and the production
price index fell (-1.8% y/y) for the 23" consecutive month.

Despite weak domestic demand, low inflation and a continued slowdown in domestic credit growth, the authorities are staying on course with
their cautious monetary policy easing. On 20 September, they decided to leave their main policy rates unchanged (the last rate cuts were in
July). Monetary easing in the US is expected to give the Chinese central bank more leeway by reducing pressure on external accounts and the
yuan. However, the central bank has other constraints; in particular, it aims to limit the drop in long-term bond yields and preserve the profita-
bility of commercial banks.

Christine Peltier

CHINA'S ECONOMIC INDICATORS
Industrial Production

PMI Services Retail Sales

PMI Manufacturing Exports

CPI Imports

) ) SOURCE: NBS, BNP PARIBAS
Fixed-asset investment

The indicators in the radar are all transformed into ‘z-scores’ (deviations from the long-term average, as standard deviations). These z-scores have mean zero and their values are between -4 and +2. In the
radar chart, the blue area shows the actual conditions of economic activity. It is compared with the situation four months earlier (dotted-line). An expansion of the blue area compared to the dotted area signals
an increase in the variable.
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UNITED STATES

In the US, the prospect of a recession triggered by the monetary tightening
still appears as ruled out, given the resilience on the economy illustrated by a
+2.5% yearly annual GDP growth in 2023. In the wake of a slowdown in
Q1 2024 (+0.3% q/q, following +0.8% in Q4 2023), GDP growth accelerated again at
+0.7% qg/q in Q2, driven by positive contributions from household consumption and
investment. Our baseline scenario implies a +2.6% yearly annual growth rate in
2024, enabled by the 2023 carryover effect as well as an increase in real income.
The inflation peak was reached in mid-2022 and, while Q1 2024 data had raised
concerns, Q2 and early-Q3 data indicate that the disinflation path has markedly
resumed. This picture, together with the softening of the labour market, paved the
way for the Fed to undertake monetary easing. This has started in September, with
a jumbo 50bps cut, which is expected to precede two 25bps cuts in November and
December, thereby bringing the target rate to +4.25% - +4.5% by year-end.

CHINA

Economic growth rebounded in Q1 2024 and slowed in Q2. It stood at 5% y/y in
the first half of 2024. The different components of Chinese growth have exhibited
diverging trajectories. In the manufacturing sector, activity is solid, driven by ex-
ports and supported by the authorities’ industrial policy. Its growth momentum is
nonetheless Llikely to weaken in the coming quarters. In the services sector, activity
continues to lack momentum. Domestic demand remains held back by the crisis
in the property sector, regulatory uncertainties, and low confidence of consumers
and private investors. Recent measures to boost activity in the property sector
have had no effect so far while domestic credit growth has decelerated since the
beginning of the year in spite of monetary policy easing. In the short term, the
authorities are expected to keep their industrial policy unchanged while intro-
ducing new monetary and fiscal measures that should help stimulate domestic
demand. Consumer price inflation increased slightly during the summer (+0.6% y/y
in August), but core inflation remains very low and the supply-demand imbalance
continues to fuel deflationary pressures.

EUROZONE

Growth in the euro area is expected to stabilise at 0.3% q/q in the third and fourth
quarters of 2024, slightly higher than the rate recorded in the third quarter, which has
been revised lower by Eurostat: to 0.2%. Significant growth differentials will persist
between Member States during the second semester: stronger gains in activity are
expected in Spain and Italy than in Germany and France. Overall Eurozone growth
would be supported by the continuation of the ECB's cycle of interest rate cuts, which
began in June, and which would be followed by a third cut in December. Growth is also
expected to be bolstered by a still buoyant labour market and the disbursement of
NGEU funds and their deployment on the ground. Inflation risks are balanced at this
stage, and we expect headline inflation to gradually converge towards the 2% target
by the second half of 2025. The decline in core inflation will be very gradual, due to the
persistence of strong, albeit slowing, wage increases.

FRANCE

French economy benefitted from a 0.2% qg/q growth in Q2 (after 0.3% q/q in
Q1 2024), mainly supported by exports. Disinflation is now visible (the har-
monized index grew by 2.2% y/y in August 2024, compared to 5.7% y/y in
September 2023) but household consumption growth remains disappoin-
ting. As a result, we except no growth acceleration in 2025 compared with
2024 (with a growth forecast of 1.2% for both years, after 1.1% in 2023).

RATES AND EXCHANGE RATES

The US Federal Reserve started its monetary easing cycle in September, with a first
50 basis point cut in the Fed funds rate. This would be followed by two other 25bps
cuts November and December. Another rate cut is expected from the ECB and the
BoE by the end of 2024. On both sides of the Atlantic, however, the policy rates in
real terms, and thus the degree of monetary restraint, would remain more or less
unchanged. The resulting decline in long-term rates should be limited by the size
of bond issuance against a backdrop of quantitative tightening.

The Bank of Japan (BoJ) was the first central bank among G7 economies to act in
2024. The BolJ jointly announced the end of its negative interest rate policy and

yield curve control policy at the March meeting. As a result, the policy rate target
was raised from a corridor of -0.1-0.0% to 0.0-0.1%, before a new +15bps upward
movement in July. At the same time, it was announced that the volume of JGBs
purchases was to be halved.

We expect monetary policy to normalise gradually in the country, with only one
additional hike envisaged by the end of 2024 (-25 BPS), before three more cuts
in 2025.

We are fundamentally bearish regarding the US dollar, but it is so far supported
by geopolitical tensions and diverging trends between the US and the Eurozone
(with stronger growth and inflation and less monetary easing across the Atlantic).
This leads us to push back and moderate the expected USD depreciation, especially
versus the euro. The yen should also eventually strengthen versus the USD, partly
as a result of the desynchronization of monetary policy, as the Bol is tightening its
monetary stance.

GDP GROWTH AND INFLATION

GDP Growth Inflation
% 2022 2023 2024e 2025e 2022 2023 2024e 2025e
United States 19 25 2.6 19 8.0 4.1 29 2.2
Japan 0.9 17 -0.2 0.7 2.5 3.2 2.6 2.4
United Kingdom 4.4 0.1 1.2 15 9.1 7.4 2.6 2.5
Euro Area 35 0.5 0.8 14 8.4 54 2.4 2.0
Germany 19 -0.1 0.1 1.0 8.7 6.1 2.5 2.4
France 2.6 11 1.2 12 59 57 2.5 11
Italy 4.2 1.0 0.9 1.2 8.7 6.0 1.2 2.0
Spain 58 25 2.8 2.5 8.3 34 31 2.1
China 3.0 5.2 49 4.5 2.0 0.2 0.4 13
India* 7.0 8.2 6.9 6.7 6.7 5.4 4.7 4.3
Brazil 29 29 31 2.0 9.3 4.6 4.3 3.8

Source : BNP Paribas (e: Estimates & forecasts)
Last update: 16 September 2024
* Fiscal year from 1st April of year n to March 31st of year n+1

INTEREST AND EXCHANGE RATES

Interest rates, %

End of period Q42024 | Q12025 Q22025 Q32025 Q42025
Us (Fuesp:ﬁm 450 400 3.75 3.50 3.25
T-Note 10y 3.80 3.70 3.70 3.65 3.65
Eurozone deposit rate 3.25 3.00 2.75 2.50 2.50
Bund 10y 2.15 2.10 2.10 2.15 2.25
OAT 10y 2.88 2.80 2.85 2.85 295
BTP 10y 3.60 3.40 3.45 3.55 3.65
BONO 10y 2.93 2.85 2.85 2.88 298
UK Base rate 4.75 4.50 4.25 4.00 3.75
Gilts 10y 3.80 3.80 3.60 3.50 3.65
Japan BoJ Rate 0.50 0.75 1.00 1.00 1.25
JGB 10y 1.25 1.40 1.55 1.70 1.80
Exchange Rates
End of period Q42024 | Q12025 Q22025 Q32025 Q42025
usb EUR/ USD 1.12 1.13 1.14 1.14 1.15
usD 7 JPY 139 138 136 134 131
GBP / USD 1.35 1.36 1.37 1.37 1.39
EUR EUR / GBP 0.83 0.83 0.83 0.83 0.83
EUR / JPY 156 156 155 153 151
Brent
Quarter Average Q42024 | Q12025 Q22025 Q32025 Q42025
Brent USD/bbl 82 79 75 80 77

Sources: BNP Paribas (Market Economics, Interest Rate Strategy, FX Strategy,
Commodities Desk Strategy)
Last update: 23 September 2024
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Inflation tracker - September 2024 | Continued disinflation

FOMC: Showing strong commitment to the dual mandate

TUrkiye: Domestic bank credit and interest rates

France: The fall in outstanding property loans is expected to continue

Emerging countries: between improving financial conditions
and a slowdown in China

What is at stake for September FOMC Meeting?

United Kingdom: a deceptive upturn in activity

Eurozone: towards structurally higher savings

After Jackson Hole: a little clarity, but a lot of uncertainty remains

The “green” electricity revolution is well on its way,
but the European Union still needs to pick up the pace

US and Eurozone: facts, stylised facts and sentiment

France: are we now seeing inflation below 2%?

EcoCharts

EcoBrief

EcoTV

Chart of the Week

EcoWeek

EcoBrief

EcoTV

Chart of the Week

EcoWeek

Chart of the Week

EcoWeek

EcoBrief

French Economy

20 September 2024

19 September 2024

19 September 2024

18 September 2024

17 September 2024

16 September 2024

12 September 2024

11 September 2024

10 September 2024

4 September 2024

2 September 2024

28 August 2024

July 2024 issue Pocket Atlas 26 July 2024
Inflation tracker - July 2024 | Contrasting trends EcoCharts 25 July 2024
Rising trade relations between ASEAN and China: a blessing and a curse EcoTV 25 July 2024
Housing shortage, a major challenge for the Labour Party Chart of the Week 25 July 2024
At the crossroads of abundance, scarcity, and disruption EcoWeek 24 July 2024
July 2024 issue EcoPulse 19 July 2024
Italy: growth is up but significant fiscal imbalances remain EcoFlash 18 July 2024
Central Europe: Moderate decline in government bond yields EcoTV 18 July 2024
The effects of global warming on employment in Morocco Chart of the Week 17 July 2024
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