ECOWEEK

No.18-07, 16 February 2018
US: inflation unease

u After the upside surprise to hourly wages earlier this month, the consumer and producer price inflation numbers have also come
in higher than expected = Anticipating inflation dynamics has become very difficult, as the Phillips curve has become less
apparent = This forces investors and policy makers to pay more attention to recent data than to long-term relationships

When you're desperate to get something, the marginal utility of receiving
what you want is huge. In economics classes, teachers tend to illustrate _
this with the relief of a pint of beer when you're thirsty. The opposite also e e

applies: getting more and more of something you don't like generates ~ 60-Month rolling regressions

mounting despair. Think of homework after school or of inflation. Except 0.06 —U6 ——U3
for those who would have found the perfect hedge, inflation at some . 0.03 I M

point in the cycle turns into a headache: the outlook for monetary policy § 0.00 ARSI BV
changes and with some delay the growth outlook as well (downward £:003 \J

[
revisions). Are we in the very early stages of such a path in the US 3'0'06
considering that hourly wages, consumer and producer price inflation =009
have surprised to the upside? How will the Fed react to such a “Three in 012
a row’? The data in the run-up to its March 20-21 meeting will be 'g_';g

particularly important as well as the post-meeting press conference of
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the new Fed chair, Jerome Powell. Central bank guidance has become 0.25
particularly important considering that the traditional paradigm, the 020
Phillips curve — a trade-off between unemployment and wages, has & 0.15
broken down. The upper part of the chart shows the evolution of the 0.10
beta coefficient of rolling regressions (60-month window) of the monthly 0.05
change in hourly wages as a function of the unemployment rate (for the 0.00
narrow and broad definition: U3 and US). It's a very basic version of the 2.00
Phillips curve but judging by the R2 and the t-statistic, it quite often did a 1.00
satisfactory job in the past. However, since the Great Recession the 0.00 A

beta has collapsed, implying little reaction of wage growth to changes in 2-1.00
unemployment. In addition, the R? has basically dropped to zero in  §-2.00
recent years. Perhaps more sophisticated estimations could do a better 2-3.00

Sources: Bureau of Labor Statistics,BNP Paribas

job in terms of fit although research by the BIS has shown that the beta -4.00
coefficient has indeed become very small. This is a challenge for -5.00
markets as much as for central banks: if long-term relationships are no 19811984 1987 1990 1993 1996 1999 2002 20052008 20112014 2017

longer statistically significant, one is left with scrutinising the recent data
even more. And greater data-dependency also implies more room for surprises as the past two weeks have shown.
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United States: How good can it get?

With the exception of retail sales, all indicators are above their long-term average (to facilitate the reading, unemployment is shown with an
inverted sign: in reality it is well below the long term average as well). In addition, most indicators have surprised to the upside as of late. This
also applies to inflation data. The additional boost coming from tax cuts implies that inflation is now the key variable to monitor for months to

come.
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Next week will allow to finetune our assessment of the economic situation based on the publication for the month of February of several
sentiment and survey indicators: Markit PMI, eurozone consumer confidence, ZEW, IFO, business confidence in France. Given the recent
upside surprises in US inflation, market participants will read with particular interest the FOMC minutes.

Date Country Event Period Prior
02/20/2018 Germany ZEW Survey Current Situation Feb 95.2
02/20/2018 Eurozone Consumer Confidence Feb 1.3
02/21/2018 France Markit France Manufacturing PMI Feb 58.4
02/21/2018 France Markit France Services PMI Feb 59.2
02/21/2018 France Markit France Composite PMI Feb 59.6
02/21/2018 Eurozone Markit Eurozone Manufacturing PMI Feb 59.6
02/21/2018 Eurozone Markit Eurozone Services PMI Feb 58.0
02/21/2018 Eurozone Markit Eurozone Composite PMI Feb 58.8
02/21/2018 United Kingdom ILO Unemployment Rate 3Mths Dec 4.3%
02/21/2018 United States FOMC Meeting Minutes Jan 31 -
02/22/2018 France Business Confidence Feb 110
02/22/2018 France CPI EU Harmonized MoM Jan -0.1%
02/22/2018 Germany IFO Business Climate Feb 117.6
02/22/2018 United Kingdom GDP QoQ 4Q 0.5%
02/23/2018 Germany GDP SA QoQ 4Q 0.6%

Sources: Bloomberg, BNP Paribas
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UNITED STATES

= GDP growth is accelerating along with the recovery in the emerging
countries and reinforcing world trade. However the fiscal outlook
remains uncertain. A fiscal stimulus still is possible, but it would not be
implemented very rapidly. Potential effects are thus uncertain.

= The labour market is as buoyant as ever. Still, the support to
households’ disposable income is not as strong as it looks as wage
inflation remains limited.

= With inflation relatively muted at this stage of the cycle, the Fed is in
no rush to increase rates. We forecast the Fed Funds target rates to
come at 1.75% in Q1 2018 and at 2.00% by mid-2018.

CHINA

= Economic growth has started to moderate during the fall and this
trend should continue in the coming quarters.

= Despite the slowdown, the central bank will have to continue to act
to encourage the deleveraging of financial institutions and corporates
and reduce financial instability risks. The authorities should maintain an
expansionist fiscal policy in the short term.

= The tightening of domestic credit conditions, restructuring measures
in the industry and the correction in the property market will weigh on
economic activity. Meanwhile, exports and private consumption should
be supporting factors.

SUMMARY
GDP Growth Inflation

% 2017e 2018e 2019e 2017e 2018e 2019e
Advanced 2.2 2.7 1.9 1.7 2.1 1.8
United-States 2.3 31 2.1 2.1 25 2.0
Japan 1.8 1.5 0.6 0.5 1.5 0.9
United-Kingdom 1.5 1.2 1.8 27 2.8 2.2
Euro Area 2.4 2.8 2.1 1.5 1.7 1.7
Germany 2.6 2.8 2.1 1.7 1.7 1.8
France 1.9 2.0 1.6 1.2 1.6 1.8
Italy 1.6 1.5 1.1 1.4 1.4 1.5
Spain 3.1 2.6 2.2 2.1 1.8 1.6
Netherlands 3.2 2.3 1.7 1.4 1.7 1.8
Emerging 4.5 4.8 4.9

China 6.9 6.4 6.5 1.6 2.3 25
India 6.6 7.5 7.8 3.6 4.4 4.6
Brazil 1.0 3.0 25 35 35 3.7
Russia 1.7 1.6 1.5 3.7 4.0 4.4

Source : BNP Paribas Group Economic Research (e: Estimates & forecasts)

INTEREST RATES & FX RATES

Interest rates, % 2018
EUROZONE End of period Qte Q2e Q3e Qde; 2018e 2019
= The recovery is getting stronger and broader: the dispersion of us Fed Funds L e e
economic performances among member states is receding. Libor 3m § 155 170 180 185} 185 175
T-Notes 10y  2.60 2.75 2.75 3.00 3.00 2.90
= Despite the cyclical recovery, core inflation still shows no signof a | g,one ECB Refi 0.00 000 000 000 000 025
convincing upward trend. For the recovery to enter its inflationary phase Eurbor 3m | -030 -030 030 030! -030 010
the ecopomy has to improve further, until the point at which wages will Bund 10y 065 075 110 1501 150 180
tend to increase. OAT 10y 0.95 1.00 1.30 1.70 1.70 2.00
The level of slack remains uncertain though. Broader measures of labor | uk Base rate 050 050 050 075 075 1.25
underutilization reach 18%, double the level of the current Gilts 10y 145 155 190 230! 230 230
unemployment rate. The ECB is expected to remain cautious. Japan BoJ Rate 010 -010 -040 -010 -010 -0.10
JGB 10y 0.08 0.08 0.08 0.08 0.08 0.00
FRANCE
= A clear growth acceleration is underway. Higher rates of growth
should resume. Households' consumption is supported by the jobs | Exchange Rates 2018
recovery but restrained by the upturn in inflation. Investment and | End of period Qfe Q2 Q3 Q4e 2018 2019
exports dynamics are favourable. Risks lie slightly on the upside. usb EUR/USD: 127 123 126 128 128 130
= We expect the output gap to slowly narrow and the unemployment USD/JPY 106 108 106 107 107 103
rate to progressively decline, containing the rise in inflation. GBP/USD | 140 137 142 145] 145 148
, , , , , USD/CHF { 092 096 094 094; 094 096
Fiscal pohgy should continue tq comblng .growth supportive measures EUR EUR/GBP | 091 090 089 088 088 088
o e = 2T | awo | e e )
EUR / JPY 135 133 134 137 137 134
Source : GlobalMarkets (e: Estimates & forecasts)
The bank

gl BNP PARIBAS

for a changing

world



GROUP ECONOMIC RESEARCH

m William DE VIILDER

Chief Economist

= Jean-Luc PROUTAT

Head
m Alexandra ESTIOT

Works coordination - United States - United Kingdom - Globallsation
m Hélene BAUDCHON

France (short-term outlook and forecasts) - Labour markets

m Frédérique CERISIER

Euro Area (European governance and public finances),Spain, Portugal

m Thibault MERCIER

Euro Area (short-term outlook and monetary policy), France (structural reforms)
m Catherine STEPHAN
Nordic countries - World trade - Education, health, social conditions

m Raymond VAN DER PUTTEN

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

m Tarik RHARRAB

Statistics and Modelling

m laurent QUIGNON

Head
m Céline CHOULET
m Thomas HUMBLOT

m Francois FAURE

Head - Argentina

m Christine PELTIER

Deputy Head - Greater China, Vietnam, other North Asian countries, South Africa
m Stéphane ALBY
Africa (French-speaking countries)

= Sylvain BELLEFONTAINE

Turkey, Latin America

m Sara CONFALONIERI

Africa (Portuguese & English-speaking countries)

= Pascal DEVAUX

Middle East, Balkan countries

™ Anna DORBEC

CIS, Central European countries

= Hélene DROUOT

Korea, Thailand, Philippines, Andean countries

= Johanna MELKA

India, South Asia, Russia

= Michel B_EFNAHDINI

Contact Medla

+33(0)1 55 77 47 31

+33,(0)1.58.16.73.32
+33,(0)1.58.16.81.69
+33,(0)1.58.16.03.63
+33.(0)1.43.16.95.52
+33,(0)1.57.43.02.91
+33.(0)1.55.77.71.89
+33,(0)1.42.98.53.99

+33,(0)1.43.16.95.56

+33,(0)1.42.98.56.54

+33,(0)1.43.16.95.54
+33,(0)1.40.14.30.77

+33.(0)1 42 98 79 82
+33.(0)1.42.98.56.27
+33.(0)1.42.98.02.04
+33(0)1.42.98.26.77
+33(0)1.42.98.43.86
+33.(0)1.43.16.95.51
+33.(0)1.42.98.48.45
+33,(0)1.42.98.33.00

+33,(0)1.58.16.05.84

+33.(0)1.42.98.05.71

william.devijlder@bnpparibas.com

jean-luc.proutat@bnpparibas.com
alexandra.estiot@bnpparibas.com
helene.baudchon@bnpparibas.com
frederique.cerisier@bnpparibas.com
thibault.mercier@bnpparibas.com
catherine.stephan@bnpparibas.com
raymondyvanderputten@bnpparibas.com

tarik.rharrab@bnpparibas.com

laurent.quignon@bnpparibas.com

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

francois.faure@bnpparibas.com
christine.peltier@bnpparibas.com
stephane.alby@bnpparibas.com
sylvain.bellefontaine@bnpparibas.com
sara.confalonieri@bnpparibas.com
pascal.devaux@bnpparibas.com
anna.dorbec@bnpparibas.com
helene.drouot@bnpparibas.com

johanna.melka@bnpparibas.com

michel.bernardini@bnpparibas.com

The bank
for a changing
world



OUR PUBLICATIONS

The ion and opir ined in this report have beenobtsined from, orarebasedon, pablucsoumes believed to be
E co refiable, butno representstion orwarranty, express orimplied, is made i P up todste

and it should notberefied uponas such. Thrsreponr‘m= anofferor to buy or sell any securties or
. . otherir tment. It does not i 1 t advice, nor fi | h or anslysis. Infk ion and opini

CONJONCTURE Structural or in news ]cLOW, two issues containedin the report are not to be relied upon as i takenin itution for the ise of jud t by any

. recipient; they sre subject to change without notice and not intended to provide the sole basis of any evaluabon of the

an al-ysed n de pth herein. Any refe to past perf should notbetaken as an indicstion offuture paformance. To

the fullest extent permitted by law, no BNP Paribss group company acoepts any liability what: including in negl for

any direct or consequential loss arising from any use of or reliance on material contained in this report. All estimates and

opinions included in this report are made as of the date of this report. Unless othenwise indicated in this report there is no

intentionto update this report. BNP Paribss SAandits sffiiates (collectively “BNP Paribas’) may make s market in, or mgy, 8s

E co principaloragent, buy orsell securtiesof any issuer or person mentioned in this report or dervatives thereon. BNP Paribas

may have a financisl interestin anyissuer or person mentoned in this report, including s long or short position in their securites

snd'oropmns futu'esorotherdenvstrve instruments based theraon. Prices, yields and other similarinformation included in ths

EMERGING An a[ySES and JCO recasts fOl" a selection Of report are included for inf N iactors will affect market pricing and there is no certainty that
: f transactions could be executed stthese pnoes BNP Paribas, i g its officers and empk may serve or have served s

eme rgl ng economies an officer, directororin an adv:sorycspacayforany person mentxoned in this report. BNF’ Paribas may, from time to time,

solicit, perform orhawe perf t banking, ur g orother services (including scting as adviser, manager,

underwriter or lender) within the last 12monthsfor any person referred to in this report. BNP Paribas may be s party to an
agreement with any person relating to the production of thisreport. BNP Paribas, may tothe extent permitted by law, have sded
upon orused the informstion contsined herein, orthe research or anslysis onwhichit was based, before its publication. BNP
c o Paribss may receive orintend to seek compensation for investment banking services in the next three months from orin relston
to any person mentioned in this report. Any person mentioned in this report may have been provided with sections ofthis report

prior to its publication in order to verify its factusl sccuracy.

PERSPECTIVES i
Anal'yses and forecaStS for the main BNP Paribss is incorporaied in France with limited liability. Registered Office 16 Boulevard des Italiens, 75009 Paris. This repot

i i was producad bys BNP Paribas group company. This report is for the use ofintended recip andmsy not be reproduced {n
countri es’ eme rgl ng or deVeLO ped whole orin part) ordelivered or transmitted to any other person withoutthe prior written consent of BNP Paribss. By sccepting
this document you agree to be bound by the foregoing limitations.

Certain within the E 1 E: Ares:
E FlA H This report has been spproved for publicstion in the United Kingdom by BNP Paribas London Branch. BNP Paribas London
Branch is suthorised and supervisad bythe Autorité de Controle Prudentiel and suthorised and subjectto limited reguistion by
the Financisl Services Authority. Details of the extentof our suthorisation and regulation by the Financis! Services Authority s
X X available from us on request.
Datare I.eases, m aJ or econamic events. O ur This report has been spproved for publicstionin France by BNP Paribas SA. BNP Paribss SA is_incomorstad in France with

detai led views Limited Lisbilityand is suthorisad by the Autorité de Controle Prudentiel (ACP) and regulsted by the Autorité des Marchés
Financiers (AMF). Its head office is 16, boulevard des Itsfiens 75009 Paris, France.

This report is being distributed in Germany either by BNP Paribas London Branch or by BNP Paribas Niederlassung Frankfurt
amMsin, s branchof BNP Paribas S.A whose hesd office is in Paris, France. BNP Paribas S.A - Niederlassung Frankfurt am
EcUWEE K Msin, Europs Allee 12, 60327 Frankfurt lssuhunsed sr\dsuper\nsed by!heAutmte de Contrdle Prudentiel and it is suthorised
and subject to fimited Istion by the Bund it fiir Fi fsicht (BaFin).
United States: Thisreport is being distributed to US persons by BNP Paribas Securities Corp., or by a subsidiary or sffiliste of
. BNP Paribas thatis not registered as a US broker<desler. BNP Paribas Securities Corp., 8 subsidiary of BNP Paribas, is s
Weekl._y economic news al’]d mUCh more... brokerdesler regi dwith the U.S. Securities and E: C and a memberof the Financial Industry Regulstory
Authority and other principal exchanges. BNP Paribas Securmes Corp. sccepts responsibility for the content of s report
prepared by another non-U.S. sffiliste only when distributed to U.S. persons by BNP Psribas Securities Corp.
Japan: This report is being distributed in Japan by BNP Paribas Securities (Japan) Limited or by a subsidiary or sffiiate of BNP
Paribas notregisiered ass finandalinstruments firm in Japan, to cersin finandalinsttutons defined by srticle 17-3, tem 1 of
the Fmancnal and Exchange Law Enf; Order. BNP Parbas Securities (Japan) Limitad is a financial
co tered ding to the Financial Inst: and Law of Japan snd s member of the Japsn
SecuvmesDes)ersAssousbonsnd the Financial Futures Assocation of Japan. BNP Paribas Securities (Japan) Limited scoepts.
: responsibilty for the content of s report prepared by another non-Japan sffiiate only when distributed to Japanese based fims

2 z i i by BNP Paribss Securities (Japan) Limited. Some of the foreign securities ststed on this report are not disclosed sccording to
BNP.PARIBAS In th|S mOﬂth'._y Web TV, our economists the Financis! Instruments and Exchange Law of Japan.
make sense O]C economic news Hong Kong: This report is being distributed in Hong Kong by BNP Paribss Hong Kong Branch, s branch of BNP Paribss whose

head office is in Paris, France. BNP Paribas Hong Kong Branch s registered ss a Licensed Bankunder the Banking Ordinance
and regulsted by the Hong Kong Monetary Authority. BNP Paribss Hong Kong Branch is siso s Registerad Insttution reguisted
by the Securifes and Futures i forthe conduct ofRegulsted Activity Types 1, 4 and 6 under the Securities and

Futures Ordinance.
Some oralithe ion reported in this may already have been publishadon

https:/iglobsimarkets. bnpparibas.com

What is the main event this week? The @BNP Paribss (2015). All ights reserved.
answer is in your two minutes of economy

YOU WANT TO RECEIVE OUR PUBLICATIONS?

SUBSCRIBE ON OUR WEBSITE

http: resear com

Lor

READ AND WATCH OUR ANALYSES
ON ECO NEWS, OUR IPAD AND
ANDROID APPLICATION

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

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

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

The bank

il BNP PARIBAS for a changing

o world



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

	1. Edito US.18.07.EN
	2. Revue Marchés.18.07.EN
	3. Pulse.18.07.EN
	4. ScenarioEco.18.07.EN
	5. dernierespages_EN

