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Eurozone: pockets of animal spirits?

mThe assessment of the general economic situation by the highest income quartile is more cyclically sensitive than the one by the lowest
income quartile = The former has become particularly positive since early 2017 although the relative assessment of the financial situation
has not improved =Possibly, 4th quartile income households feel, relatively speaking, less uncertain about the future.

Last week’s editorial provided possible explanations why intended major

purchases by upper income quartile households reacted more to changes in
the business cycle than expenditures by lower income quartile households. E.e”era.l chmor.n'c sl't”az';n' |331h12,£?h°m.hs bﬁs'lncom?l' 4% minus 1 quartie

As a consequence, the difference between the two was highly procyclical. A — Financial situafion, last 12 months: 4% minus 1 quartie

oS . ) ; — Real GDP, yly % (RHS
similar observation can be made based on the difference in the assessment ¥y % (RHS)
of the general economic situation. The highest income quartile reacts more

to changes in general economic conditions than the lowest. The chart 0 s
shows that this difference tracks real GDP growth very well although since 25 j 4
the start of 2017 a gap has appeared: the relative improvement in the ” |
assessment by upper quartile households has not been translated in a

corresponding acceleration of GDP growth. However, it should be 15 2
emphasised that the observed growth pickup was already quite sizeable.

Alternatively, one could argue that, given the observed growth acceleration, 10 0
upper quartile households have actually become too optimistic. 5

Why have wealthier households become much more optimistic about the 2
global environment? It can hardly be explained by a more positive 0 1 1T 1
assessment of their financial situation. Based on the chart, this has evolved 5 4
in a similar way for the 1st and 4t income quartile households. Wealth

effects might play a role with upper income quartile households being more -10 -6
exposed to real estate and equities (both have seen significant increases in 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017

this cycle). This may not show up in the assessment of the personal Source: European Commission, Eurostat, BNP Paribas

financial situation, as respondents probably concentrate on their regular income, rather than their wealth.

What's puzzling as well is that the abnormally big divergence between the assessments is only a very recent phenomenon, starting early 2017.
Perhaps uncertainty plays a role: although the assessment of their financial situation has evolved in line with bottom quartile households, the top
quartile might simply feel more confident and less uncertain which might translate in an abnormally strong positive assessment of the overall economic
conditions. It remains to be seen whether growth will slow when their relative assessment moves back in line with the historical range.
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Eurozone: Softer sentiment data

Recent survey-based indicators have softened. As shown in the chart, the indicators for March were in line or slightly below the consensus
expectations. The level remains very high though and well above the long-term average. Inflation however remains below the long-term average
although the prospect of ongoing above potential growth should lead to a gradual pick-up in inflation.
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An important weak ahead of us with a lot of sentiment data for April: Markit PMI numbers in different countries, IFO (Germany), consumer
confidence in France and in the US (both the Conference Board index and the University of Michigan index). Moreover Q1 GDP will be released
in France, the UK and the US. Finally, we have the Bank of Japon meeting and the ECB Governing Council meeting.

Date Country Event Period Prior
04/23/18 France Markit France Composite PMI April -
04/23/18 Eurozone Markit Eurozone Manufacturing PMI April -
04/23/18 Eurozone Markit Eurozone Services PMI April -
04/23/18 Eurozone Markit Eurozone Composite PMI April -
04/24/18 France Business Confidence April -
04/24/18 Germany IFO Business Climate April -
04/24/18 United States New Home Sales MoM March -
04/24/18 United States Richmond Fed Manufact. Index April -
04/24/18 United States Conf. Board Consumer Confidence April -
04/25/18 France Consumer Confidence April -
04/26/18 Eurozone ECB Main Refinancing Rate April 26 0.000%
04/26/18 United States Cap Goods Orders Nondef Ex Air March -
04/27/18 United Kingdom GfK Consumer Confidence April -
04/27/18 France GDP QoQ 1Q -
04/27/18 France CPI EU Harmonized MoM April -
04/27/18 United Kingdom GDP QoQ 1Q -
04/27/18 Eurozone Economic Confidence April -
04/27/18 United States GDP Annualized QoQ 1Q -
04/27/18 United States U. of Mich. Sentiment April -
04/27/18 Japan BOJ 10-Yr Yield Target April 27 0.000%

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. Tax cuts would add +0.5 pp to the GDP
growth this year, that would trend near 3%.

= The labour market is as buoyant as ever, showing its first signs
of tension (participation rates and real wages are up).

= Fed Funds rates: 1.75% in Q1 2018, 2% by mid-2018.

CHINA

= Economic growth will decelerate in 2018. 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. Fiscal policy should remain expansionist.

= The outlook for exports and household spending is rather
favourable in the short term, but the tightening of domestic credit
conditions, restructuring measures in the industry and less buoyant
property market will weigh on economic activity.

EUROZONE

= The recovery is getting stronger and broader: the dispersion of
economic performances among member states is receding.

= Despite the cyclical recovery, core inflation still shows no sign of
a convincing upward trend. For the recovery to enter its inflationary
phase the economy has to improve further, until the point at which
wages will tend to increase. The ECB is expected to remain
cautious. Possible extension of APP after Sept. no rates hike before
mid-2019.

FRANCE

= A clear growth acceleration is underway. Households’
consumption is supported by the jobs recovery but restrained by the
upturn in inflation. Investment and exports dynamics are favourable.

= A slight rise in inflation is appearing but remains to be
confirmed.

INTEREST RATES AND FX RATES

= In the US, ongoing strong growth and a very low unemployment
rate pave the way for several rate hikes (we expect 4 this year and
1 next). This will put upward pressure on bond yields in 2018. The
ECB is expected to stop its QE programme at the end of 2018 and
to hike its rates by the middle of 2019. As a consequence, bond
yields should follow a rising trend, including in 2019. No change
expected in Japan

= The narrowing bond yield differential between the US and the
eurozone should cause a strengthening of the euro, all the more so
considering it is still below its long-term fair value (around 1.34).

SUMMARY
GDP Growth Inflation

% 2017 2018e 2019e 2017 2018e 2019e
Advanced 2.2 2.6 1.9 1.8 1.9 1.8
United-States 2.3 3.1 2.1 2.1 2.3 2.1
Japan 1.7 1.3 0.6 0.5 0.9 0.9
United-Kingdom 1.8 1.5 1.8 2.7 2.6 2.1
Euro Area 2.5 2.6 2.1 1.5 1.7 1.7
Germany 2.5 2.4 2.0 1.7 1.8 1.9
France 2.0 2.3 1.9 1.2 1.6 1.7
Italy 1.5 1.5 1.2 1.3 1.4 1.5
Spain 3.1 2.8 2.2 2.0 1.6 1.6
Netherlands 3.3 2.3 1.7 1.3 1.7 1.8
Emerging

China 6.9 6.4 6.4 1.6 2.3 25
India 6.6 7.4 7.6 3.6 45 4.2
Brazil 1.0 3.0 35 34 3.3 3.8
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

gl BNP PARIBAS

Interest rates, % 2018
End of period Qle Q2e Q3e Qde 2017 2018e  2019e
US  Fed Funds 1.75 2.00 2.25 2.50 1.50 2.50 2.75
Libor 3m § 2.01 2.15 2.35 2.55 1.69 2.55 2.55
T-Notes 10y 3.00 3.10 3.20 3.25 2.41 3.25 3.00
Ezone ECB Refi 0.00 0.00 0.00 0.00 0.00 0.00 0.25
Euribor 3m -0.33 -0.33 -0.33 -0.33 -0.33 -0.33 0.07
Bund 10y 0.70 0.85 1.20 1.50 0.42 1.50 1.80
OAT 10y 1.00 1.10 1.40 1.70 0.66 1.70 2.05
UK  Baserate 0.50 0.75 0.75 1.00 0.50 1.00 1.50
Gilts 10y 1.55 1.65 1.75 1.90 1.23 1.90 2.25
Japan BoJ Rate -0.10 -0.10 -0.10 -0.10 -0.04 -0.10 -0.10
JGB 10y 0.06 0.08 0.08 0.08 0.05 0.08 0.00
Exchange Ratesi 2018
End of period Qle Q2e Q3e Qde 2017 2018e  2019e
USD EUR/USD 1.26 1.27 1.28 1.28 1.20 1.28 1.34
usD/ JPY 106 105 104 102 13 102 98
GBP / USD 1.38 1.41 1.44 1.45 1.35 1.45 1.52
USD/ CHF 0.93 0.93 0.93 0.94 0.97 0.94 0.93
EUR EUR/GBP 0.91 0.90 0.89 0.88 0.89 0.88 0.88
EUR / CHF 1.17 1.18 1.19 1.20 1.17 1.20 1.25
EUR / JPY 134 133 133 131 135 131 131
Source: GlobalMarkets BNP Paribas (e: estimates & forecasts)
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