ECOWEEK

No.18-33, 14 September 2018
Ten years after: The uncomfortable new normal

mTen years after the collapse of Lehman Brothers, assessing to what extent major economies have fully recovered from the
ensuing global financial crisis and the Great Recession very much depends on the perspective which is chosen m A mixed
picture emerges: in most countries per capita real GDP is higher than before the crisis mBut public sector debt hasn’t declined
and growth has been slow, despite the expansionary policy stance mPolicy rates are still (very) low and central bank balance
sheets are vastly bigger = Policy leeway hasn’t been restored which implies that thinking about how to address the next
downturn should be high on the agenda

Former Fed chairman Ben Bernanke, in his The courage to act — a

memoir of a crisis and its aftermath, uses ‘The dam breaks’ as the title of
the chapter describing the fruitless efforts to find a solution for Lehman
Brothers which led to the company filing for bankruptcy at 1.45 a.m. EST
on Monday 15 September 2007. The metaphor in the title reminds us to
what extent Lehman’s collapse was an accelerator of a crisis which had
been developing for a long time already. An accelerator which made it
increasingly difficult to stop the spiral. To quote Bernanke: “If was a
terrible, almost surreal moment. We were staring into the abyss.”
Tellingly, Tim Geithner, who was running the Federal Reserve of New
York at the time before becoming Treasury Secretary under Obama, Developing
starts his memoirs, aptly called Stress Test, with the struggle to stop the €conomies
decline of the economy early on in 2009, rather than focussing on
Lehman. Assessing ten years later, to what extent major economies have
recovered from the global financial crisis and the Great Recession is
important. After all, the US expansion, which started in July 2009 is by
historical standards of a respectable age so evaluating where we are ten
years later helps in gauging the resilience to a new downturn. However,

this exercise is also difficult because it very much depends on the
perspective chosen. Focussing on GDP, the labour market, balance Chart 1 Source: BNP Paribas
sheets, asset prices, developing economies and policy leeway, what
emerges is a mixed picture. Per capita real GDP is higher than before the
crisis but growth has been slow despite the expansionary policy stance. In

some countries, the unemployment rate, in particular long-term

unemployment, remains above pre-crisis levels. Several developing

economies have seen a significant increase in corporate debt in foreign

currency. Public sector debt in advanced economies hasn't declined,

despite sustained growth and sharply declining interest rates. In Markets Overview Pulse & Calendar Economic scenario
conjunction with still (very) low policy rates and vastly bigger central bank
balance sheets, this implies that policy leeway hasn't been restored. It
means that in the ‘new normal’ of, for structural reasons, slower potential
GDP growth and lower interest rates than before, discussing how to
address the next downturn should be high on the agenda.
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Markets overview
I The essentials

Week 7-9 18 > 13-9-18 10y bond yield, OAT vs Bund  Euro-dollar CAC 40
2 CAC 40 5252 b 5328 +1.4 % 120 5800
5600
2 S&P 500 2872 » 2904 #.1 % 100 122 a0 Lo
N Volatlity (VIX) 149 » 124 25 pb 5200
7 Euribor 3M (%) -0.32 » -0.32  +0.0 bp 0.80 147 5000
A Libor$3M (%) 233 » 233 +0.0 bp 060 3 117 4800
7 OAT 10y (%) 066 » 0.67 +1.3 bp ' 142 4600
7 Bund 10y (%) 039 » 043 434 bp 0.40 0.43 4400
A USTr 10y (%) 294 » 297  +3.1 bp 020 107 4200
A Eurovsdollar 116 » 117  +0.8 % | 4000
7 Gold (ounce, $) 1198 » 1203  +0.4 % 0.00 102 , ~43Sep 3800 : —
2 Oil (Brent, §) 765 » 783  +23 % 2016 2017 2018 2016 2017 2018 2016 2017 2018
—Bunds
I Money & Bond Markets
Interest Rates highest' 18 lowest' 18 Yield (%) highest' 18 lowest' 18 10y bond yield & spreads
€ECB 0.00 0.00 at01/01 0.00 at01/01 €AVG57y 0.69 0.90 at 08/06 0.41 at 18/04 4.63% Greece 420 pb
Eonia -0.37 -0.34 at31/08 -0.37 at18/05 Bund2y  -0.55 -0.54 at 11/09 -0.79 at 29/05 2.78% ltaly 235 pb
Euribor 3M  -0.32 -0.32 at30/07 -0.33 at01/01 Bund 10y  0.43 0.72 at 15/02 0.27 at 19/07 1.87% Portugal 144 pb
Euribor 12M -0.17 -0.17 at29/08 -0.19 at 19/02 OAT 10y  0.67 0.91 at 08/02 0.57 at 13/07 1.50% Spain 107 pb
$ FED 2.00 2.00 at14/06 1.50 at01/01 Corp. BBB  1.69 1.73 at 05/09 1.17 at 08/01 0.76% Belgium 33 pb
Libor3M  2.33 2.37 at04/05 1.69 at01/01 $ Treas.2y 277 2.77 at 13/09 1.89 at 01/01 0.67% France  24pb
Libor 12M  2.86 2.87 at11/09 2.11 at01/01 Treas. 10y 2.97 3.13 at 17/05 2.41 at 01/01 0.64% Austia 21 pb
£ BoE 0.75 0.75 at02/08 0.50 at01/01 Corp. BBB  4.36 4.42 at 17/05 3.59 at 01/01 0.61% reland 18 pb
Libor 3M 0.80 0.81 at06/08 0.52 at04/01 £ Treas.2y 079 0.85 at 21/03 0.40 at 01/01 0.58% Finland 15 pb
Libor12M  1.05 1.06 at02/08 0.76 at03/01 Treas. 10y 1.41 1.67 at 15/02 1.23 at 01/01 0.52% Netherland 9 pb
At13-9-18 At13-9-18 0.43% Germany
I Commodities
Spot price in dollars  lowest' 18 2018(€) Oil (Brent, $) Gold (Ounce, $) CRB Foods
Oil, Brent 783 622 at 13/02 +20.8% gg 78 1‘3‘22 378
Gold (ounce) 1203 1179 at 17/08  -5.1% 72 1320 369
Metals, LMEX 2833 2820 at 15/08 -14.8% 64 1280 360
Copper (ton) 6014 5759 at 1508 -14.2% 56 1240 351
CRB Foods 323 316 at 30/08 -1.1% 48 1200 203 242
wheat (ton) 170 155 at 16/01 +10.2% 40 1160
Corn (ton) 120 119 at 20/08  -2.9% 0 1120 333 |
- 23
At13-9-18 Variations 1080 324
24 - ! ! 13"Sep 1040 - ! ! 13‘Sep 35 ! " 13Sep
2016 2017 2018 2016 2017 2018 2016 2017 2018
I Exchange Rates W Equity indices
€= highest' 18 lowest' 18 2018 Index  highest' 18 lowest' 18 2018 2018(€)
USD 147 125 at25/01 1.13 at 15/08 -2.8% CAC40 5328 5640 at 22/05 5066 at 26/03 +0.3% +0.3%
GBP 0.8 091 at28/08 0.86 at 17/04 +0.4% S&P500 2904 2914 at 29/08 2581 at 08/02 +8.6% +11.7%
SRS 120 at 1904 1412 at 07/09 SEEAG DAX 12056 13560 at 23/01 11787 at 26/03 6.7% -6.7%
im 13(1"22 13:'22 i %gg 12‘11'22 ZI ;g;gf ég; Nikkei 22821 24124 at 23/01 20618 at 23/03 +0.2% +3.8%
: ' ' % China* 77 101 at 26/01 74 at 12/09 -13.1% -11.0%
CNY 7.99 8.0 at 24/08 7.42 at 29/05 +2.2% e . .
EEMAE 45 of 008 367 af 08/01 B India 573 642 at 29/01 547 at 23/05 +6.1%  -3.5%
ETERMEON 6162 af 1005 65.06 at 0901 EEIERE Brazil* 1563 2393 at 26/01 1561 at 11/09 -2.8% -20.5%
b . . NE) . 5 590
INR 8427 84.27 at1309 7592 at 08/01 +9.9% oS 515 707 at 26002 551 at 2308 +0.8% 22% ..
At 13-9-18 Variations At 13-9-18 Variations
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Eurozone: Growth above potential but less than before

The majority of indicators are above their long-term average, reflecting above potential GDP growth. As is well known, core inflation remains low.
The move to a somewhat softer growth environment is reflected in the small number of data which still manage to surprise to the upside
whereas the rest is either in line with or even below expectations.

# Business Climate Indicator (Aug' 18)

® CPI Core, yly (Aug' 18)
X Services PMI (Aug' 18)

B CPl, yly (Jul'18))

X Economic Confidence (Aug' 18)
Manufacturing PMI (Aug' 18)

+ Unemployment Rate (Jul' 18, sign inverted for both axes) A Retail Sales, m/m (Jul' 18)
= Industrial Production, m/m (Jul' 18)

+ GDP,g/q (Q2" 18)

Note: z-score is a score
which indicates how many
standard deviations an
observation is from the
mean: z=(x-y)/o where x:
observation, p: mean, o:
standard deviation. On the
X-axis, x corresponds at
the last known surprise for
each indictor represented
on the graph, p and o
corresponds  respectively
to the mean and the
standard deviation of the
last 24 value for monthly
data and the last 8
quarters  for  quarterly
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Indicators preview

Surprise (z-score)

1 data. On the Y-axis, x
corresponds at the last
known value of indicator,
g and o corresponds
respectively to the mean
and the standard
deviation for this indicator

1.0 since 2000 (for China

since 2011).

Source: Bloomberg, Markit, BNP Paribas

Next week will allow to make a first assessment of the month of September with the release of regional business survey data in the US (New
York, Philadelphia), the Markit PMI for several countries, consumer confidence in the eurozone and trends in total orders in the UK. In addition
we have several housing market related data in the US. The Bank of Japan has its regular meeting and consumer price inflation will be released

for the eurozone.

Date Time Country Event Period
09/17/18 Eurozone CPI MoM Aug
09/17/18 United States Empire Manufacturing Sep
09/18/18 United States NAHB Housing Market Index Sep
09/19/18 United Kingdom CPI MoM Aug
09/19/18 United States Housing Starts MoM Aug
09/19/18 United States Building Permits MoM Aug
09/19/18 Japan BOJ Policy Balance Rate Sept-19
09/19/18 United Kingdom CBI Trends Total Orders Sep
09/20/18 United Kingdom Retail Sales Ex Auto Fuel MoM Aug
09/20/18 United States Philadelphia Fed Business Outlook Sep
09/20/18 Eurozone Consumer Confidence Sep
09/20/18 United States Existing Home Sales Aug
09/21/18 France Wages QoQ 2Q
09/21/18 France GDP QoQ 2Q
09/21/18 France Markit France Composite PMI Sep
09/21/18 Eurozone Markit Eurozone Composite PMI Sep

Source: Bloomberg, BNP Paribas
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UNITED STATES

= Economy is expected to expand at a 3% or so in 2018, thanks to
tax cuts, booming profits and credit. However, the current weakening
in external trade indexes puts the risk on the downside.

= |nflation is accelerating in the wake of higher oil prices and more
evident tensions in the labour market.

= The Fed will keep on normalizing monetary conditions. We
forecast the Fed Funds target rate to reach 2.75% in Q1 2019.

CHINA

= Economic growth will decelerate in 2018-2019. The export
outlook is significantly darkened by US protectionist measures.
Private domestic demand should be affected by the worsening
performance of the export manufacturing sector and the continued
moderation in the property market.

= |n order to contain the slowdown, the central bank has started to
ease liquidity and credit conditions. At the same time, the reduction
in financial instability risks should remain a top policy priority. Fiscal
policy will also be expansionary and infrastructure spending is
projected to rise.

EUROZONE

= The recovery is continuing, although it has been weaker than
expected at the start of the year. Intra-EU trade grows with domestic
demand, especially corporate investment.

SUMMARY
GDP Growth Inflation

% 2017 2018e 2019e 2017 2018e 2019e
Advanced 2.2 2.2 1.5 1.8 21 1.9
United-States 2.2 2.8 1.8 21 25 2.1
Japan 1.7 0.9 0.6 0.5 1.0 1.0
United-Kingdom 1.7 1.3 1.6 2.7 24 2.1
Euro Area 2.5 2.0 1.5 1.5 1.9 1.9
Germany 25 1.9 1.6 1.7 1.9 21
France 2.3 1.7 1.6 1.2 2.2 1.8
Italy 1.6 1.2 1.0 1.3 1.5 1.9
Spain 31 2.7 2.0 2.0 1.8 1.8
Netherlands 3.0 2.3 1.7 1.3 1.7 1.8
Emerging 5.9 5.8 5.8 24 2.9 2.8
China 6.9 6.4 6.1 1.6 2.1 1.9
India 6.7 7.4 7.6 3.6 4.5 4.4
Brazil 1.0 1.5 3.0 34 3.7 3.7
Russia 1.5 1.8 1.6 3.7 2.6 35

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

INTEREST RATES & FX RATES

= Inflation has rebounded in the wake of higher oil prices, but the | Interest rates, %  2018] 2019
core CPI trend remains subdued. Along with renewed tensions over | End of period Qe Qle Q% Q3  Qde| 2017 2018  201%
sovereign debt spreads (ltaly) this argues for the ECB to maintain  |us  Fed Funds 250 275 275 275 2751 150 250 275
the status quo on the refinancing rate for a long period of time. Libor 3m $ 236! 280 285 265  255| 169 236 255
T-Notes 10 3.10 315 3.20 3.10 3.00 241 3.10 3.00
FRANCE Ezone ECB Ref ' 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
=  Growth slows down but remains above potential. Households’ Euribor 3m 0300 -030 025 020 045! -033 -030 -015
consumption should get a boost from the planned tax cuts and the jobs Bund 10y 075 08 100 110 120f 042 075 120
recovery but inflation reduces purchasing power gains. Business OAT 10y 100 110 125 135  145| 066 100 145
investment dynamics remain favourable. The global backdrop is less  |UK  Baserate 075¢ 075 100 100 125! 050 075 125
supportive. A slight rise in core inflation is appearing but remains to be Gitts 10y 155 1.70 1.80 1.90 2.00 1.23 1.55 2.00
confirmed. Japan BoJRate -010¢{ -010 -010 -010 -010}{ -0.04 -010 -0.10
INTEREST RATES AND FX RATES JGB 10y 0.14 0.12 0.10 0.04 0.02 0.05 0.14 0.02
= In the US, ongoing strong growth and a very low unemployment
rate pave the way for more rate hikes. We expect 2 more this year
and 1 in the first half of 2019 afer which the Fed wil want 1o see Exchange Rates 219
how the economy reacts. As a consequence, US treasury yields End of porod Qlo,  Qle Q% Q% Qloi 2017 2018 201%
should increase, although to a limited degree: the market expects USD  EUR/USD (A d e
. ) . usD/JPY 106 102 100 9 98 13 106 98
that the tightening cycle is already well advanced. The ECB has GBP /USD 1300 134 140 145  149] 135 130 149
announced it intends to stop its net asset purchases at the end of USD/ CHF 097 097 09 095 094 097 097 0%
2018. A first hike of the deposit rate is expected after the summer of |z R EUR/GRP 092 091 089 088 087 08 092 087
2019. As a consequence, bond yields should increase. No change EUR/ CHF 1160 118 120 122 12! 117 116 12
expected in Japan. EUR/JPY 121 124 125 11 1| 135 11 1%
= The narrowing bond yield differential between the US and the | Source: GlobalMarkets (e: Estmates & forecasts)
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).
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