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Economic and Sector Studies

SLOWER AND LESS BALANCED EXPANSION

» The expansion under way since mid-2016 continues, but has lost momentum and,

just like a bicycle moving at less speed, is now in greater danger of losing balance.
Boosted by fiscal expansion, the US economy has resisted the headwinds of Fed
tightening and political uncertainty, but activity in the euro area and China has
slowed more markedly. We expect global growth to clock in at 3.7% in 2018 and
to slow to 3.5% and 3.4% in 2019 and 2020 respectively.

Risks to global growth are skewed to the downside in a context of heightened
policy uncertainty. Some relief came from US/China talks on the side-lines of the
G20, where the increase of US tariffs, initially scheduled for January 2019, was
put on hold for 90 days. The risk of new headwinds from global trade tensions, a
no-deal Brexit and euro area politics, not least with the European Parliamentary
elections in late May, remains elevated. And this, against the backdrop of elevated
debt levels and choppy financial markets.

Global corporate bond market conditions are tightening and overall market
volatility has increased. A global repricing of risk premia could lead major central
banks to adopt a less hawkish tone and pause or delay monetary normalization.
2019 is set to be marked increasingly by the question of how policymakers, in an
environment of still historically low interest rates, bloated central bank balance
sheets and high public debt, will navigate the next downturn.
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Outlook Summary

= The expansion under way since mid-2016 continues, but has lost momentum and is now less well balanced. The
US is still delivering firm growth but activity in other major economies has slowed against the backdrop of global
trade tensions and political uncertainty.

= Risks to global growth are skewed to the downside in a context of elevated policy uncertainty. While monetary
conditions remain accommodative, financial conditions have tightened reflecting market concerns on the viability
of the current expansion. Some relief came from US/China talks during the G20 meetings, where an increase of
tariff rates in January 2019 was put on hold, but uncertainties persist as US complaints against China are not easily
resolvable. Moreover, the threat of US auto tariffs levied against imports from the EU remains present. The risk of
no-deal Brexit and uncertainties in European politics (social movements, waning support for mainstream parties)
are also sources of market concern.

GLOBAL ECONOMY

= The recent decline in oil prices is good news for most advanced economies. Brent dropped to $57/b (19 December),
more than 30% down from the peak of over $85/b back in early October.

= The US economy is supported by a large fiscal stimulus aimed at lifting corporate investment and jobs. Resilient
employment growth has been a key driver of the current expansion. US GDP is set to slow significantly in 2020 as
the fiscal impulse fades in 2H19 and monetary tightening takes effect.

ECON-

= Growth is decelerating in the euro area. The downturn stems partly from manufacturing, with Germany being hit by
weaker automotive output and lackluster exports, and partly from uncertainties related to ltaly’s debt trajectory and
from the impact of social protests in France. A headwind is also blowing in from across the channel with the risk of
a no-deal Brexit on 29 March 2019.

= [nflation is set to remain below the BodJ target when stripping out the consumption tax hike expected in October
2019
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= Chinese authorities have eased monetary policy to avoid further deceleration with the result of pausing efforts to
contain leverage.

= Activity in emerging markets is on a weaker footing going into 2019, amidst a slowdown in world demand and tighter
global financial conditions. Despite softer activity, Emerging Asia remains the fastest-growing region. Central and
Eastern Europe also exhibit a high degree of resilience to the slowdown in the euro area.

= The Turkish economy remains fragile, but the improvement in the Turkey-US bilateral relations has helped ease
financial market tensions. The IMF agreed to increase a support package to Argentina, relieving market concerns
over the country's public debt trajectory. In Brazil, the election of M. Bolsonaro has triggered fears over nationalistic
policies, but the appointment of a pro-market economic team has been well-received.

EMERGING MARKETS

= The Fed is firmly engaged in the unwinding of its balance sheet and is expected to continue raising interest rates
during 2019, albeit at a slower pace. Yet, the recent increase in financial market volatility and a global repricing in
risk premia could lead the Fed to freeze further monetary policy tightening.

= The ECB confirmed that it would end its net asset purchases from January 2019, but is not expected to raise its key
rates until after the summer 2019.

CENTRAL BANKS

= The BodJ will keep its policy framework targeting a 0% of interest rates and reveal an exit strategy only when the
core inflation target of 2% is achieved. Which is not something that we forecast over our outlook horizon.

= Global market conditions are tightening, following a general rise in risk aversion. The spread of high-yield debt in-
struments has widened and volatility in equity market has increased.

= In line with a bear market, government bond yields have declined. The benchmark 10-year Bund yields, a proxy for
risk-free borrowing in the euro area, fell below 0.3% in December. US Treasuries also slipped amidst lower inflation
expectations.

FINANCIAL
MARKETS

= Unlike previous turbulence episodes, market fears now seem less focused on emerging markets. Emerging-market
spreads remain stable and large emerging markets like Mexico, Turkey, South Africa and India continue to receive
international capital inflows.
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End of growth cycle? Not quite yet

= The task of central banks appears increasingly difficult

= Signs of economic slowdown are present but there is still room for growth in 2019 ...

= ... and upward inflationary surprises cannot be ruled out.

Keynes vs Minsky

Since the Fed ant the ECM announced the gradual
normalization of their monetary policies (2015 for the
Fed, 2018 for the ECB), several questions about the tim-
ing and the risks related to the exit of unconventional
policies have emerged. From the macroeconomic point
of view; Where do we stand in the global growth cycle?
What is the level of trend GDP and growth potential?
What is the right, “Goldilocks”, level of interest rates?
Beyond the questions related to the real business cycle,
we have also seen a new post-crisis debate emerge on
the financial cycle. This question, far less well explored
in economic theory, has motivated the introduction of
macro-prudential supervision at the level of central
banks. The topics at stake include the pace of credit
growth, financial asset prices, real estate prices, the
level of indebtedness and finally the vulnerability of the
financial system. Here again, the question of the right
level of interest rates seems crucial. It is clear, that there
is a significant burden on the shoulders of central banks
today. But are they properly equipped to weather these
cycles? Are we at risk of a serious policy error?

Decision-making tools for economic policy were
partly developed to cope with the effects of the 1929 cri-
sis, and were inspired by Keynes's work according to
which the economy has no sufficient self-regulation
mechanisms and public intervention is therefore essen-
tial. There are on two main assumptions here: (i) the ex-
istence of economic cycles and ii) the phases of expan-
sion and contraction must be controlled by the public
authorities (via fiscal and / or monetary policy) because
of the existence of suboptimal equilibria (which could
entail durably high unemployment).

For several decades, central banks were relatively
well equipped to enforce their policies. They had the
tools to try to situate the position of the economy in the
cycle by observing prices pressures on goods and ser-
vices and to react accordingly. But their main gauge of
the relationship between the job market and inflation
seems to have been less effective since the early 2000s.
For example, despite a steady improvement in the US
job market since 2009, wage pressures and, by exten-
sion, inflation has so far been well contained.
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However, asset prices have steadily increased over
the same period. And this is precisely the reproach that
was made to the monetary policy led by Alan Greenspan
before the subprime crisis in 2007: too much focus on
the prices of goods and services and not enough on as-
set prices. In the wake of the crisis, the major central
banks were forced to conduct unconventional policies
(quantitative easing) to avoid excessive deflation of as-
set prices, and not least after the Lehman crisis. Central
banks are now managing a very gradual exit of their un-
conventional policies and treading carefully in their com-
munication (forward guidance) to avoid unwanted finan-
cial shocks.

Expansionary monetary policies of recent years have
also resulted in higher levels of indebtedness. Several
observers warn of the risks associated with excessive
indebtedness that could lead, at a certain point, to debt
service tracking above investments returns. This, com-
bined with the risk of a poorly calibrated monetary tight-
ening, could lead to an abrupt tightening of financial
conditions, rapid deleveraging and a slump in real in-
vestment. This explanation of the economic cycles
through indebtedness dynamics developed by Hyman
Minsky in the 80s and was brought back into the eco-
nomic debate after the crisis.

As such, between the difficulty of tracking inflationary
pressures and the overall level of financial fragility, cen-
tral banks will have to continue to evolve on a ridge.

Slowdown signs but not recession yet

In recent months, global activity has somewhat
cooled. Global trade has slowed down, activity indica-
tors in the euro area are softening and China is also
showing signs of weakness that have sparked worry
amongst the leadership. In the United States, the signals
contradict one another depending on whether one looks
at the "real economy" where the indicators are still well
oriented, or financial markets, which point to more pes-
simism. Indeed, after a sharp rise until September, the
US equity market has dropped to its lowest level in over
a year. So much so that the Fed has had to adjust its
rate hike forecast for 2019 even though it still retains a
tightening bias. More generally, stock market volatility
has spiked and led to a flight to quality with a general
decline in long-term sovereign benchmark yields. Market
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concerns are evidently growing about the possibility of
an earlier than expected end of the growth cycle.

Higher risk aversion
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However, global macroeconomic fundamentals do
not allow us to conclude that we are on the eve of a re-
cession. The US growth cycle should still benefit from
the fiscal expansion, whose positive effects should not
start to erode until late 2019. In China, growth has lost
momentum but the authorities still want to manage a
moderate slowdown and avoid a hard landing of the
economy. In the euro area, even though activity indica-
tors have deteriorated, there is no reason to believe that
a sharper deterioration is set to follow based purely on
the economics; political risks, however, remain biased to
the downside. Indeed, the major macroeconomic imbal-
ances in the region, that in the past led to growth shocks
(fiscal deficits, trade deficits, credit booms, etc.), have
been considerably reduced. From this point of view, the
euro area is in a much stronger position than at the time
of the Lehman and sovereign debt crises. Growth could
thus slow down under the effect of confidence but with-
out heading into recession. In emerging market econo-
mies, momentum remains strong, with some signs of a
moderate slowdown in Central and Eastern Europe.

In addition, several factors could revive the economy.
On the financial side, the current tensions have resulted
in a decline in long-term interest rates without major wid-
ening of credit spreads. Moreover, despite the rise in risk
aversion, there has been no sudden and sharp over-
shoot of the dollar against other currencies, which mod-
erates the impact of current financial strains at the global
level. Finally, the sharp drop in oil prices in the fourth
quarter is likely to loosen the constraint on the purchas-
ing power over the coming months.
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Over our forecast period, risks could come from a

further tightening of financial conditions, for example re-

lated to still ongoing fears around the trade war, the sit-
uation in the euro area or the risks of hard Brexit.

On the other hand, one should keep in mind the risks
associated with possible upward surprises on inflation.
Indeed, wages are accelerating in the United States and

the euro area in a context of full employment, in a num-

ber of member states. Any surge in price dynamics could
quickly have an impact on interest rates and precipitate
a more abrupt slowdown in global growth.

Hourly wages
%, YoY change

3,0

2,5 /\f/M/
—T N~

2,0

1,5
1,0
0,5
2014 2015 2016 2017 2018
—UuUs Euro area
Source: Thomson Reuters Datastream
5



SCENARIOECO | N° 33 - DECEMBER 2018

Economic Forecasts

Share of world GDP GDP - 2017

2016 2017 2018 () 2019 (f) 2020 (f) 2017 (%) USDbn

Purchasing  Current Current
power exchange | exchange
Real GDP growth (annual, %) parities’ rates rates
Developed markets 1.7 2.2 2.2 1.8 1.3 37.3 56.1 44 831
United States 1.6 2.2 2.9 2.4 1.5 15.3 24.3 19 485
Japan 1.0 1.7 0.9 1.0 0.5 4.3 6.1 4875
Euro area 1.9 25 1.9 1.4 1.1 11.5 15.7 12 637
Germany 2.2 2.5 1.5 1.3 0.9 3.3 4.6 3693
France 1.1 2.3 1.6 1.5 1.2 2.2 3.2 2 591
Italy 1.3 1.6 0.9 0.6 0.6 1.8 2.4 1942
Spain 3.2 3.0 2.5 2.1 1.6 1.4 1.6 1315
United Kingdom 1.8 1.7 1.4 1.2 1.1 2.3 3.3 2 631
Emerging markets 4.2 4.6 4.7 4.5 4.6 62.7 43.9 34 332
Asia 6.0 6.2 6.1 5.8 5.6 35.8 25.4 20 530
China 6.7 6.9 6.6 6.2 5.8 18.3 15.1 12 265
India 71 6.7 7.2 71 7.0 7.5 3.3 2508
Sub-Saharan Africa 0.9 2.4 3.0 3.7 4.3 3.9 2.3 1283
Latin America -0.6 1.5 1.6 2.1 2.9 7.7 6.9 4089
Brazil -3.5 1.0 1.2 2.0 25 2.6 2.6 2 055
Eastern Europe (incl. Turkey, ex. Russia) 2.6 5.2 3.8 2.4 3.0 4.9 3.2 5324
Russia -0.2 1.5 1.5 1.2 1.5 3.2 1.9 1578
North Africa and Middle East 5.3 1.9 2.9 3.3 3.7 7.3 4.2 3107
World - Weighted by PPP rates 3.2 3.7 3.7 3.5 3.4 100 100
World - At current exchange rates 2.7 3.3 3.3 3.0 3.3 79 164
Oil price (Brent USD/Barrel) 52.5 54.0 71.0 65.0 70.0
Consumer prices index (annual growth rate, %)
United States 1.3 2.1 2.4 2.4 2.0
Japan -0.1 0.5 1.1 1.7 2.1
Euro area 0.2 1.5 1.7 1.2 1.7
Germany (HICP) 0.5 1.7 1.8 1.5 1.9
France (CPI) 0.2 1.0 1.9 1.3 1.8
Italy (HICP) -0.1 1.3 1.2 0.7 1.3
Spain (HICP) -0.2 2.0 1.7 1.0 1.5
United Kingdom 0.0 0.7 2.6 2.6 24

" Purchasing Power Parity (PPP) rates are used to equalise the cost of a standardised basket of goods between different countries. The GDP weighting of
different countries as a share of world GDP expressed in PPP is based on the latest estimates by the World Bank.

20/12/2018  dec 2018 june 2019 dec 2019 2017 2018 2019 (f) 2020 (f)
Interest rates Yearly average
United States
Fed Funds target rate 2.25-2.5 2,25-2,5 2.75-3 2,75-3 0,95 1,80 2,70 2,75
10 year Gvt Bonds 2,79 2,85 3,50 3,65 2,35 2,90 3,50 3,50
Japan
Complementary Deposit Facility rate -0,10 -0,10 -0,10 -0,10 -0,10 -0,10 -0,10 -0,10
10 year Gvt Bonds 0,03 0,04 0,25 0,40 0,05 0,07 0,25 0,35
United Kingdom
Bank rate 0,75 0,75 0,75 0,75 0,30 0,60 0,75 0,75
10 year Gvt Bonds 1,27 1,25 1,50 1,50 1,20 1,45 1,50 1,50
Euro area
Refinancing rate 0,00 0,00 0,00 0,25 0,00 0,00 0,10 0,50
10 year Gvt Bonds
Germany 0,23 0,25 0,80 0,95 0,36 0,45 0,75 1,20
France 0,67 0,70 1,10 1,30 0,80 0,75 1,10 1,60
Italy 2,75 2,95 3,45 3,55 2,05 2,60 3,45 3,30
Spain 1,38 1,45 1,85 1,95 1,55 1,45 1,80 2,10
Exchange rates
EUR /USD 1,15 1,14 1,17 1,20 1,13 1,18 1,18 1,22
EUR / GBP 0,90 0,90 0,93 0,94 0,88 0,88 0,93 0,95
EUR / JPY 128 128 129 132 127 130 129 135
GBP /USD 1,27 1,27 1,27 1,27 1,29 1,34 1,27 1,30
USD / JPY 111 112 110 110 112 110 110 110
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Euro Area

= We have cut our growth forecasts for 2019-2020 by 0.3pp to 1.4% and 1.1%, respectively.
= The ECB is expected to hike rates in late 2019, but risks are tilted to the downside.

= A no-deal Brexit and intensification of political crises on the continent remain the main risks.

After a very dynamic year in 2017, growth slowed in
2018. In 3Q18, GDP increased by only 0.2% qoq (1.7%
yoy). This is mainly due to weak exports, amplified by
difficulties in the German automotive sector and a con-
traction of activity in ltaly on the back of political uncer-
tainties. The leading indicators point to just a modest re-
bound of growth in 4Q18. As a result, we are revising
down our annual forecasts for 2018 and 2019 to 1.9%
and 1.4% respectively (versus 2.1% and 1.7% previ-
ously). In 2020, we anticipate a more substantial slow-
down (1.1%) due to the cyclical downturn expected in
the US.

In light of persistent uncertainty at international level,
we do not expect a rebound in global trade in 2019-
2020. Exports should nevertheless grow at an average
pace of slightly below 3% over the forecast horizon.
Household consumption will hold up well, underpinned
by job creation and wage increases. But investment
growth looks set to moderate in 2019-2020. The growing
uncertainty around the length of the cycle could prompt
companies and households to postpone some of their
spending.

Conditions are tightening on the labour market and
wage gains continue to lift unit labour costs. As a result,
core inflation is expected to accelerate over our forecast
horizon. Against this backdrop, and despite the deterio-
ration in the macroeconomic environment, the ECB con-
firmed in December that it was going to end its net asset
purchases by the end of 2018. That said, if the outlook

2016

Real GDP, % ch 1.9
Household consumption 1.9
Public consumption 1.8
Investment 4.0
Exports 3.0
Imports 4.2
Inflation rate, % 0.2
Purchasing power of disposable income, % ch 1.8
Households saving rate, % of disposable income 12.4
Unemployment rate, % 10.0
Fiscal balance, % of GDP -1.6
Current account balance, % of GDP 3.2

deteriorates further in 1H19, it will postpone its normali-
sation policy. Under this scenario, it would likely defer its
first interest rate hike from September to December
2019 replace maturing TLTRO Il with new long-term re-
financing operations.

Unit labour costs
% ch. yoy
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There are several risks to our baseline scenario, the
foremost of which are a disorderly Brexit and/or an in-
tensification of Italian sovereign debt sustainability con-
cerns (leading to a loss of confidence on the financial
markets) which, if they materialise, would significantly
weigh on growth prospects in the euro area. On a more
structural level, social discontent in France threatens the
reform agenda of the government and, by extension,
weakens the position of France in the negotiations with
Germany on reforming the euro area.

2017 2018 (f) 2019 (f) 2020 (f)
2.5 1.9 1.4 1.1
1.7 1.3 1.3 1.1
1.2 1.0 1.3 1.2
2.9 3.1 2.1 1.6
5.4 2.7 3.1 2.7
4.0 2.6 3.7 3.1
1.5 1.7 1.2 1.7
1.3 2.0 1.9 0.9

11.9 12,5 12.9 12.7
9.1 8.4 8.0 7.9

-1.0 -1.0 1.1 -0.9
3.2 3.2 3.0 2.9
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Germany

= Growth slowed markedly in 2018 and is set to weaken further in 2019-2020
= Inflation is forecast to remain close to 2% over our forecast horizon

= Trade protectionism, a disorderly Brexit and euro area uncertainty are still the main risks

Growth contracted by 0.2% sequentially in 3Q18
(1.2% yoy, versus 1.9% in 2Q18), mainly under the im-
pact of one-off factors. Some difficulty encountered by
the automotive sector in adapting to new European
emission standards have negatively impacted export
growth, while household consumption surprisingly con-
tracted. Due to this poor performance, we have revised
down our annual growth forecast for 2018 from 2% ini-
tially to 1.5% (despite a forecast rebound in activity in
4Q18). In 2019, growth is set to remain broadly stable at
1.3% before slowing to 0.9% in 2020 under the impact
of an anticipated slowdown in global growth and com-
pressed profit margins.

Automotive production
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Since the start of 2018, exports have suffered from a
less favourable external environment. Growth in exports

2016
Real GDP, % ch 2.2
Household consumption 1.9
Public consumption 4.0
Investment 3.4
Exports 2.1
Imports 4.0
Inflation rate, % 0.5
Purchasing power of disposable income, % ch 22
Households saving rate, % of disposable income 9.8
Unemployment rate, % 6.1
Fiscal balance, % of GDP 0.8
Current account balance, % of GDP 8.5

is set to remain firm in 2019 but will decline sharply com-
pared to 2017. It will slow down significantly in 2020 un-
der the effect of the anticipated economic downturn in
the US. Moreover, persistent uncertainties at interna-
tional level will weigh on corporate investment. Although
private investment held up well during the early part of
the year, we expect its growth to moderate.

Household consumption is set to hold up well in
2018-2020 but will not be as strong as it was in 2016-
2017. The rebound in oil prices in 2017-2018 made a
dent in the growth in purchasing power, but the labour
market is set to remain strong, particularly in 2019. Un-
employment should bottom out in 2019 (4.8%) before
rising slightly from 2020. Wage increases will continue
over our forecast horizon, but they will start to dip from
2020. Against this backdrop, inflation will remain close
to 2% over our forecast horizon.

Fiscal policy will be slightly expansionary in 2018-
2019, with increased public investment and social ben-
efits for families. The government will nevertheless main-
tain a budget surplus.

The main risks to our scenario are the continued rise
in protectionism, a disorderly Brexit and euro area un-
certainties. In the longer term, very moderate growth in
the working population and weak efficiency gains will
weigh on the economy's trend potential.

2017 2018 (f) 2019 (f) 2020 (f)
2.5 1.5 1.3 0.9
2.0 1.1 1.1 0.7
1.6 0.9 1.9 1.8
3.6 3.1 2.2 1.7
5.3 2.1 2.6 2.1
5.3 35 4.3 2.8
1.7 1.8 1.5 1.9
1.9 1.6 1.5 1.1
9.9 10.3 10.7 1.1
5.7 5.2 4.9 5.0
1.0 1.0 1.0 0.8
8.0 7.4 6.4 6.2
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France

=  Growth will remain stable at 1.5% in 2019, before slowing in 2020

= Fiscal stimulus will offset the negative impact of social protest on growth

= Uncertainty surrounding the progress of reforms has risen

Growth rebounded in 3Q18 (0.4% goqg and 1.5% yoy)
after a significant slowdown in 1H18 due to one-off fac-
tors. The “yellow vest” discontent is likely to have
weighted on activity in 4Q18, with growth slowing down
to 0.3-0.2% qgoqg. Accordingly, we have revised down
our forecast for 2019 from 1.7% to 1.5%. We anticipate
a stronger deceleration in 2020 (1.2%), on the back of
slower domestic investment growth.

Private consumption
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Household consumption will rebound in 2019, partly
due to the government's social and fiscal measures an-
nounced in December. We nevertheless expect social
distrust to persist in 2019, limiting the positive effect of
the stimulus on activity. The significant increase in gross
disposable income observed in 4Q18 (notably due to the
rebate of the housing tax and the second cut in social
contributions of employees) is likely to be have been
saved, as social discontent will have negatively im-
pacted consumption.

2016

Real GDP, % ch 1.1
Household consumption 2.0
Public consumption 1.4
Investment 2.7
Exports 1.5
Imports 3.1
Inflation rate, % 0.2
Purchasing power of disposable income, % ch 1.8
Households saving rate, % of disposable income 14.0
Unemployment rate, % 9.8
Fiscal balance, % of GDP -3.5
Current account balance, % of GDP -0.8

As consumer confidence is set to remain low in a
tense social environment, we expect that the revenue
saved in 4Q18 will be spent only partially and very grad-
ually over the course of 2019.

Investment is set to decelerate in 2019-2020. The
growing uncertainty in the euro area on the robustness
of the cycle and the expected slowdown in the US will
prompt companies to delay spending. The prospects
around residential investment also remain modest. Ex-
port growth will remain firm, underpinned notably by the
aerospace and luxury sectors.

From 2019, unemployment is set to stabilise at
around 8.5%. As growth cools and wage growth picks
up, the rise in unit labour costs will gradually be reflected
in core inflation, which we expect to reach 1.8% in 2020.

The measures announced in December will most
likely be financed by tax hikes and a more cautious ap-
proach on expenditures. Our scenario nevertheless an-
ticipates lower GDP growth than forecast in the 2019
budget (1.5% vs the government’s forecast of 1.7%),
likely to push deficit slightly above 3% of GDP in 2019
(versus 2.8 % for the government).

The risks to our scenario have increased. The biggest
include a disorderly Brexit, a sharp rise in oil prices, a
steady rise in non-financial private debt, and labour
shortages. In addition, growing social discontent could
delay the reform agenda. The introduction of income tax
withholding in January 2019 could also impact the quar-
terly profile of household consumption.

2017 2018 (f) 2019 (f) 2020 (f)
2.3 1.6 1.5 1.2
1.1 0.8 1.8 1.3
1.4 1.1 1.2 1.1
4.7 2.9 2.1 1.5
4.7 2.6 2.8 2.8
4.1 0.8 3.0 3.0
1.0 1.9 1.3 1.8
1.4 1.3 2.6 1.2

14.2 14.6 15.4 15.2
9.1 8.8 8.5 8.6

2.7 2.6 -3.2 -2.0

-0.6 -0.8 -0.6 -0.8
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Italy

= Growth is slowing and is set to remain subdued in 2019 and 2020

= The fiscal stimulus is likely to have little impact on growth due to the widening of yield spreads

= The main risk is that of a significant increase in banks’ funding cost

The ltalian economy is showing more widespread
signs of a slowdown than the rest of the euro area, after
a decrease in internal demand since the summer. After
a contraction in Q83, we anticipate a further fall in GDP in
Q4, as indicated in the latest PMI indicators.

PMI composite
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Italy

The stimulus plan anticipated by the ltalian govern-
ment is set to support household purchasing power, pri-
marily through the introduction of a universal income and
by increasing pensions. Households are likely to take
advantage of the increase in their disposable income to
bolster their savings in a climate of uncertainty linked to
the dispute with Brussels. The overall effect on private
consumption may turn out to be modest despite the an-
ticipated increase in real incomes.

Corporate investment is likely to suffer from a decline
in order books and higher interest rates. State support
through the public investment set out in the budget
should be marginal and only have a small impact on

growth. Exports are likely to improve in 2019 and 2020,
helping to maintain current account in surplus.

Italy has reached an agreement with the European
Commission on the draft budget for 2019, which pro-
vides for a public deficit of 2% of GDP in 2019 instead
of 2.4% in the initial draft. The fiscal stimulus will be
smaller, but it will still widen the budget deficit and we
expect it to reach 2.9% in 2019. This figure is much
higher than projected by the Italian government, as we
see a much smaller lift to growth from the measures
planned and are concerned that a number of measures
will not have the expected effects on revenue growth
(new taxes on financial transactions and digital activities,
fight against tax evasion).

Government bond yields have eased since the agree-
ment, but remain 100bp higher than last year. The wid-
ening of spreads is a headwind offsetting the positive
impact of fiscal stimulus on growth and we believe that
the fiscal multiplier on growth (0.5pp of GDP for the gov-
ernment) would be largely eroded by the impact of finan-
cial pressure on the economy, particularly on invest-
ment.

While the prospect of an excessive deficit procedure
triggered by the Commission has been ruled out for now,
the markets are worried about the level of public debt,
which is at 130% of GDP, and rising. A significant risk is
that a high level of interest rates will increase banks’
funding costs and slow credit supply.

2016 2017 2018 (f) 2019 (f) 2020 (f)
Real GDP, % ch 1.3 1.6 0.9 0.6 0.6
Household consumption 1.3 1.5 0.6 0.5 0.9
Public consumption 0.3 -0.1 0.1 0.3 0.1
Investment 3.7 4.4 3.8 0.9 0.6
Exports 2.3 6.3 0.9 2.8 2.3
Imports 3.9 5.6 1.9 3.1 2.8
Inflation rate, % -0.1 1.3 1.2 0.7 1.3
Purchasing power of disposable income, % ch 1.1 0.6 0.5 0.8 0.3
Households saving rate, % of disposable income 10.4 9.7 9.8 10.1 9.7
Unemployment rate, % 11.7 11.3 10.5 10.3 10.3
Fiscal balance, % of GDP -2.5 -2.4 -2.3 -2.9 -3.1
Current account balance, % of GDP 25 2.8 2.5 2.3 2.2
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Spain

= After five strong years, growth is set to slow to 2.1% in 2019 and 1.5% in 2020

= The budget deficit is set to be only be marginally reduced to 2.4% of GDP

= The PSOE government is a minority one and early elections are likely

Following the slowdown in growth in Europe and the
soft patch in global trade in the first half of 2018, growth
is set to reach 2.1% in 2019 and 1.5% in 2020, a rate
still above the euro area average.
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Household consumption is likely to suffer from a de-
cline in the rate of job creation and the end of the post-
crisis catch-up in purchases of durable goods. Per-cap-
ita wages, however, should accelerate in 2019 after an
announced 22% increase in the minimum wage in the
budget. The household savings rate looks set to improve
after sharply declining in recent years, ceasing to sup-
port consumption. Spain’s economic growth is also de-
clining because of weaker exports. Furthermore, inter-
national tourist numbers are decreasing with tourists fa-
vouring the Maghreb countries and Turkey.

The unemployment rate is expected to return to 14%
in 2019, close to its structural level. Core inflation is likely

to gradually accelerate from 1.2% in 2018 to 1.7% in
2021 with the rise in wage pressures.

Growth in investment should return to a normalised
level after the strong momentum of the last two years,
which was significant for capital goods. The increase in
interest rates linked to monetary tightening by the ECB
could give rise to an erosion of corporate margins.

The budget sent to Brussels entails a slightly restric-
tive fiscal policy. It is essentially based on an increase in
taxation (0.5% of GDP): a hike in the corporate tax on
large companies and in the tax on profits made from for-
eign subsidiaries; increase in income tax for high-income
households, increase in tax on diesel and the introduc-
tion of new taxes on financial transactions and digital ac-
tivities. In terms of expenditure, the measures an-
nounced are expected to lead to a GDP increase of
0.1pp (indexation of pensions and social security contri-
butions). However, the budget has not yet reached Par-
liament treatment and we anticipate a deficit close to
2.4% of GDP after 2.8% in 2018 if the budget law is re-
jected. The government draft budget forecasts a smaller
deficit: 1.8% in 2019.

Although the political situation in Catalonia has re-
turned to normal, the region continues to seek a referen-
dum on independence, which Madrid has rejected. That
said, the Sanchez government relies on support from
Catalan and Basque representatives for its government
majority. As such, the likelihood of early elections before
spring 2020 remains high.

2016 2017 2018 (f) 2019 (f) 2020 (f)
Real GDP, % ch 3.2 3.0 2.5 2.1 1.6
Household consumption 2.9 2.5 2.4 1.9 1.6
Public consumption 1.0 1.9 2.2 1.8 1.4
Investment 29 4.8 6.1 29 2.1
Exports 5.2 5.2 1.7 2.8 2.4
Imports 2.9 5.6 3.7 2.9 2.7
Inflation rate, % -0.2 2.0 1.7 1.0 1.5
Purchasing power of disposable income, % ch 1.9 1.5 1.8 2.2 1.5
Households saving rate, % of disposable income 7.8 741 6.6 6.9 6.7
Unemployment rate, % 19.7 17.2 154 14.5 14.0
Fiscal balance, % of GDP -4.5 -3.1 -2.8 -24 -2.2
Current account balance, % of GDP 2.3 1.8 0.8 0.8 0.7
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United Kingdom

= GDP growth is set to slow further in 2019-2020 on the back of subdued domestic demand
= Our working assumption is that May’s Brexit deal will pass, but risks remain high.

= Monetary policy will remain accommodative through 2020 when the next rate rise is expected

GDP growth recovered in 3Q18 after a tepid H1, on
the back of a revival in private consumption. Yet, this
pick-up is not sustainable as a record-low saving rate
and rising indebtedness offer little scope for stronger
household consumption over the medium-term. Recent
weakness in business investment is set to worsen, re-
flecting Brexit uncertainty whilst the withdrawal from the
EU’s single market will deteriorate the business environ-
ment in the long-term. Although a falling fiscal deficit al-
lows greater public expenditures to somewhat offset
Brexit headwinds in the short-term, an expected global
slowdown in 2020 will weigh on GDP growth, which
should remain below potential for an extended period.

On the back of a tight labour market and inflation
measures nearing 2%, monetary policy is likely to remain
accommodative throughout Brexit. We expect the BoE
to proceed with only one rate hike of 25bp by year-end
2020. Should a no-deal scenario occur, sterling depreci-
ation is likely to feed a surge inflation, forcing the BoE to
face a very difficult choice, where it may be forced to
hike rates simply to defend the currency.

Households consumption and retail sales
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Our baseline assumes a Withdrawal agreement is in
early 2020, including provisions for a 21-month transi-
tion period with the possibility of a one-off extension.
Yet, we also see a greater risk of a no-deal Brexit sce-
nario given the current domestic political landscape. A
no-deal Brexit could see the UK lose 4pp of GDP and
the euro area 1pp in the first year after the shock, absent
any offsetting actions. In this respect, no-deal prepara-
tions are reassuring.

The UK Parliament vote on the Brexit agreement con-
cluded with the EU27 is now scheduled for the week of
14 January. As we head to press, uncertainty remains
high and both a no-deal Brexit and a new referendum
remain possible outcomes, but time is very short. Even
if our working assumption of May’s Brexit deal being ac-
cepted holds true, uncertainty over the future relation-
ship between the UK and the EU27 will remain elevated.
Indeed, the current text offers little in the way of concrete
proposals, whilst mentioning a trading relationship that
remains ‘as close as possible on goods’, though with
many caveats on regulatory checks and feasible solu-
tions to avoid the need of implanting a ‘backstop’ be-
tween Northern-Ireland and mainland Britain.

As such, considerable uncertainty will remain a force-
ful headwind on the UK economy, even if a costly no-
deal Brexit is averted. Moreover, the risk of an early gen-
eral election before May 2022 remains elevated. At pre-
sent opinion polls show a close race between the con-
servatives and Labour. For the real economy, political
uncertainty comes at a high cost.

2016 2017 2018 (f) 2019 (f) 2020 (f)
Real GDP, % ch 1.8 1.7 1.4 1.2 1.1
Household consumption 3.1 1.8 1.5 0.2 1.0
Public consumption 0.8 -0.1 0.7 1.8 2.0
Investment 2.3 3.3 0.0 -0.8 2.2
Exports 1.0 5.7 1.4 2.1 1.3
Imports 3.3 3.2 0.2 -0.4 1.4
Inflation rate, % 0.7 2.6 2.6 24 1.7
Purchasing power of disposable income, % ch 0.0 -0.2 1.5 1.3 0.8
Households saving rate, % of disposable income 6.8 5.5 5.3 5.6 5.4
Unemployment rate, % 4.9 4.4 4.1 4.3 4.9
Fiscal balance, % of GDP -3.0 -1.8 -1.1 -1.7 -2.2
Current account balance, % of GDP -5.3 -3.8 -3.3 -2.5 -3.0
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United States

= GDP is set to slow significantly in 2020 after the fiscal impulse fades in 2H19.

= Monetary tightening is set to continue but downside risks in 2019 could freeze the Fed.

= A hardening in trade tensions could weaken corporate profits and investment.

The US economy delivered another strong print in
3Q18, with GDP growth bolstered by consumer spend-
ing. The sizeable fiscal package — tax cuts and higher
government spending - still supports growth, but the ef-
fect is expected to fade from 2H19. We expect real GDP
growth to average 3% in 2018 before slowing to 2.5% in
2019 and to 1.5% in 2020.

Resilient employment growth has been a key driver
of the current expansion cycle. However, as labour cost
increases, financial conditions tighten, and revenues
plateaus, the corporate sector is likely to reduce profita-
bility. The ongoing tariff tensions are also creating supply
constraints, weighing also on capital expenditures.

ISM surveys & GDP growth
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Wage growth acceleration is expected to feed core
inflation but the stabilization of oil prices would limit the
upward trend in headline CPI and PCE figures. Inflation
expectations derived from inflation-linked government

bonds and household surveys stand at 2% in 2019.

2016
Real GDP, % ch 1.6
Household consumption 2.7
Public consumption 1.4
Investment 2.4
Exports -0.1
Imports 1.9
Inflation rate, % 1.3
Purchasing power of disposable income, % ch 1.1
Households saving rate, % of disposable income 6.7
Unemployment rate, % 4.9
Fiscal balance, % of GDP -5.4
Current account balance, % of GDP -2.3

The Fed is firmly engaged in the unwinding of its bal-
ance sheet and after the December 25bp rate hike, it has
signalled that its expects two further hikes in 2019 that
will set the policy rate in the range of 2.75-3%., in line
with our own baseline. Yet, the recent increase in finan-
cial market volatility and a global repricing in risk premia
could lead the Fed to pause or reduce the rhythm of its
monetary tightening.

Trade tensions between the US and its main trading
partners remain the main risk to this scenario. A surge in
input costs and uncertainty would further weakened the
outlook of corporate profits. Yet, the divided Congress -
with a Democratic House and a Republican Senate -
could limit the scope of the protectionist measures taken
by the executive. An example of this is the new NAFTA
treaty (USMCA), where its ultimate implementation re-
quires a vote in Congress.

US non-financial corporate debt-to-profits ratio
% of after-tax profits
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2017 2018 (f) 2019 (f) 2020 (f)
2.2 2.9 2.4 15
2.5 2.7 2.3 1.3
-0.1 1.9 3.2 2.0
3.0 3.4 2.6 1.5
3.0 4.2 2.2 1.9
4.6 4.7 4.4 2.3
2.1 2.4 2.4 2.0
2.7 3.0 2.3 1.6
6.7 6.7 6.3 6.4
4.4 3.9 3.7 4.0
-4.9 -6.6 -7.3 -7.8
-2.3 -2.3 -3.1 -3.6
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Japan

Growth is expected to inch up in 2019 and to decelerate in 2020
Inflation is set to remain below the BodJ target when stripping out the consumption tax hike
New trade tensions and a steep slowdown in China are the major risks to our scenario

Domestic demand remains robust, activity is ex-
pected to inch up in 2019 compared to 2018 despite the
3Q18 contraction (-0.3% goq) due to successive natural
disasters (historical rainfall, earthquake, typhoon Jebi)
affecting large metropolitan areas.

Investment is expected to pursue the momentum in
2019, partially due to planned projects related to the
2020 Olympic Games (0.6% and 0.4% of GDP in 2018
and 2019). Household expenditures are well-oriented
thanks to a 24-year-low unemployment rate, combined
with a higher labour participation rate (particularly
among women).

Labour market
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Inflation remains however halfway below the target.
Indeed, the average real wage growth barely turned pos-
itive in 1H18 albeit the fact that the overall nominal wage
compensation surged by more than 4% during the same
period. More than 50% of this overall compensation
growth is due to job creations. After several years of de-
flation, inflation expectations of Japanese households
remain weak. A stable increase in real income over the

long term is therefore necessary to change these expec-
tations and to achieve an inflation rate of 2% (excluding
fresh foods). This is hardly achievable in the foreseeable
future.
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The policy mix remains accommodative. The BoJ is
expected to continue its current accommodation by
maintaining the 10Y JGB yield target at 0% even though
it seems to now allow more fluctuation. Against a back-
ground of lower than expected inflation and global eco-
nomic uncertainties, the Bod will not take the next policy
move until it can better assess the effects of the next
consumption tax hike. In other words, beyond 2019.

On the fiscal front, measures intended to help the hu-
man resources development are designed to address
the country’s demographic challenge. The fiscal consol-
idation target (primary surplus) was scaled back from
2020 to 2025.

The main risks stem from a possible shock in inter-
national trade caused either by trade tensions or a steep
slowdown in China.

2016 2017 2018 (f) 2019 (f) 2020 (f)

Real GDP, % ch 1.0 1.7 0.9 1.0 0.5

Household consumption 0.1 1.0 0.5 1.0 0.5

Investment 1.1 3.8 2.6 1.7 -0.1

Exports 1.7 6.8 3.0 3.0 2.8

Imports -1.6 3.5 2.8 3.0 2.1
Inflation rate, % -0.1 0.5 1.1 1.7 21
Purch. power of net disposable income, % ch 1.4 1.1 0.7 0.1 -0.7
Saving rate, % of net disposable income 2.2 22 25 1.8 0.6
Unemployment rate, % 3.1 2.8 2.8 2.8 2.8
Fiscal balance, % of GDP -4.2 4.1 -3.8 -3.0 -2.8
Current account balance, % of GDP 3.8 4.0 3.3 3.0 2.9
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China

GDP growth is likely to further decelerate despite current easing measures
Fiscal policy is expected to play a more important countercyclical role
Risks still come from deleveraging and US-China tensions

China’s GDP growth is expected to slow from 6.5%
in 2018 t0 6.2% in 2019 and 5.8% in 2020. After years
of credit-intensive expansion, the deleveraging process
is driving down growth prospects. Trade tensions are
also increasing uncertainty and weighing on economic
sentiment. Eased monetary policy combined with nu-
merous fiscal measures (effective and forthcoming) will
help prevent a significant downtrend.

YoY, % Export and export orders
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In parallel with the deleveraging, credit risk has been
on the rise, especially for private sector that usually bor-
rows from shadow banking sector. Faced with both fi-
nancial and growth risks, the Chinese authorities are
easing monetary policy. They are likely to make a pause
in the deleveraging process to safeguard short term sta-
bility. However, monetary policy will soon reach its limits.

Against the background of high debt stock, there is
a little room to stimulate growth by credit. Moreover, the
monetary policy transmission mechanism has yet to re-
duce the structural bias in favour of public borrowers.
The authorities have recently guided banks in allocating
more lending to the private sector, banks however seem
reluctant to increase that exposure.

Defaulted bonds
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Fiscal policy is expected to play a countercyclical
role. The central government is conducting fiscal re-
forms by cutting different taxes and fees. These
measures target especially SMEs and lower income
households. Some of them are already effective while
others will be starting 1 January 2019. Contrary to the
large investment stimulus conducted by local govern-
ments in the past, these fiscal measures are having only
a moderate growth impact. Some infrastructure invest-
ments will still be supported but on a small scale be-
cause only formal financing (such as special bonds issu-
ance) is encouraged. Informal borrowing is still excluded
with a pressure for more transparency in local govern-
ment debt management. More fiscal easing is expected
should the hard landing risk remain.

Core inflation is likely to remain moderate around 2%
despite upward food prices. As part of the growth re-
balancing process, a greater role of household con-
sumption in domestic demand is likely to weaken the
current account balance in the future, and even drag it
into negative territory in 2020. This should translate into
less support to the external value of the Renminbi.

2016 2017 2018 (f) 2019 (f) 2020 (p)
Real GDP, % ch 6.7 6.9 6.6 6.2 5.8
Household consumption 8.6 7.0 9.0 7.4 7.3
Public consumption 8.9 9.5 9.3 8.4 7.7
Investment 6.7 5.1 4.7 5.0 4.3
Exports 0.6 7.7 2.9 3.0 0.8
Imports 4.4 5.2 5.1 4.0 1.6
Inflation rate, % 2.0 1.6 22 2.2 2.0
General government balance, % of GDP -3.1 -3.0 -2.6 -3.0 -3.0
General government debt, % of GDP 36.8 36.3 36.5 36.8 37.0
External debt , % of GDP 12,7 13.9 14.0 14.0 13.6
Current account balance, % of GDP 1.8 1.3 0.6 0.0 -0.4
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India

The economy is expected to maintain a fast pace of growth
Inflation set to move higher even though the food inflation is currently low
Risks lie in trade balance deterioration and financial system weakening

GDP growth is expected to remain close to 7%.
Buoyant domestic demand from both investment and
consumption will continue to support the activity.

% Inflation and policy rate

-

O =N WH oo ~N©®OOo

\~

2014 2015 2016 2017 2018

Inflation Policy rate

Sources : CEIC, RBI, Société Générale

Different factors point to higher inflationary risk in
2019, even though inflation surprised downside (less
than 4% yoy over the past three months) due to lower-
than-expected food inflation: 1/ core-inflation remains
substantially stable; 2/ cash in circulation recently recov-
ered from the demonetization shock of end-2016; 3/ the
government may increase spending before next general
elections in April or May 2019, especially following the
recent defeat of BJP, the ruling party, in State elections
in three key jurisdictions, which suggests difficulties
ahead for the PM Modi’s party. Moreover, the Indian
economy is highly exposed to volatility in agricultural
output or energy prices.

The surprise resignation of the central bank’s gover-
nor Urjit Patel is reportedly due to government pressure
to loosen monetary policy, adding uncertainty to mone-
tary autonomy and the country’s inflation outlook.

In such a context, two risk factors are worth noting.

1. The non-oil-and-gold trade balance has been per-
sistently deteriorating since 2017, adding to the already
structurally current account imbalances related to oil
and gold dependence. The Indian economy is becoming
also more exposed to fluctuations of capital flows. De-
spite being one of the most vulnerable countries to
changes in international financing conditions in emerg-
ing Asia, strong FDIs and external buffers (large FX re-
serves) would help moderate the impact of external
shocks.

2. The soundness of domestic financial system has
been weakened by governance issues. The NPL ratio of
the state-owned banks (11.7%) is set to rise amid re-
vealed frauds. Non-banking financial corporations are
also facing liquidity pressures as showed by the default
of IL&FS, one of the largest Indian non-bank financial in-
stitutions.
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2016 2017 2018 (f) 2019 (f) 2020 (p)
Real GDP, % ch (fiscal year) 71 6.7 7.2 71 7.0
Household consumption 7.3 6.6 6.9 71 71
Investment 10.1 7.6 9.6 7.8 8.7
Exports 5.0 5.6 12.7 6.3 3.6
Imports 4.0 124 20.0 8.7 7.0
Inflation rate, % 4.5 4.6 4.9 4.8 4.9
General government balance, % of GDP -6.6 -6.4 -6.2 -5.9 -5.8
General government debt, % of GDP 69.6 68.7 67.1 65.2 63.3
External debt , % of GDP 20.0 19.4 19.0 18.4 17.5
Current account balance, % of GDP -0.7 -1.4 -1.5 -1.6 -1.8
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Brazil

= Activity should progressively accelerate in 2019

= Low inflation pressures will help the BCB keep policy rates low

= The new administration will push a pension reform, key to address sizeable fiscal imbalances

GDP growth is forecast at 1.2% in 2018, still a slug-
gish recovery from the 2015-2016 recession. We expect
growth to pick up moderately in 2019 amid firmer do-
mestic demand. On the one hand, investment is already
gaining momentum helped by the fading of political un-
certainties after the General elections (and prospects of
market-friendly reforms with the arrival of Mr Bolsonaro
to the Presidency) and still ease domestic financial con-
ditions. On the other hand, consumption is set to accel-
erate, supported by the progressive improvement of the
job market and stable inflation. Exports, especially from
the primary sector, will also support growth. In 2020, the
activity recovery is expected to continue, helping the
economy reach its potential growth rate (estimated at
2.5%).
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The inflation picture remains comfortable. Consumer
prices rose 4% in November, under the BCB target, sup-
ported by higher food and energy prices. However,
prices of services continue to trend down (3.3% in No-
vember) pointing to still moderate inflation pressures.

We expect stable inflation in 2019-2020 at current levels,
which will allow monetary authority to keep its policy rate
at 6.5% in the coming quarters. Since monetary author-
ities are planning a gradual reduction in the inflation tar-
get to 3.75% by 2021, policy rates could be adjusted
upwards to maintain the credibility of the new target.

The next administration has announced a pension re-
form to address the (significant) deficit of the social se-
curity regime. The privatization plan of non-strategic
public firms will remain also in the agenda. Such an-
nouncements have fuelled a rally on Brazilian assets
since September. Investors will remain cautious though
as the government needs a 2/3™ majority in Congress to
pass the pension reform.

The main risk to the outlook is related to fiscal sus-
tainability. Although the budget deficit is narrowing, it re-
mains very high at 6.3% of GDP. Failure to pursue fiscal
consolidation could undermine confidence in debt sus-
tainability, leading to higher government bond yields and
financial volatility.
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2018

2016 2017 2018 (f) 2019 (f) 2020 (f)
Real GDP, % ch -3.5 1.0 1.2 2.0 2.5
Household consumption -4.3 1.0 1.2 2.0 3.1
Public consumption -0.1 -0.6 -0.3 0.0 0.0
Investment -10.3 -1.8 3.5 5.0 3.5
Exports 1.9 5.2 3.2 3.8 25
Imports -10.2 5.0 4.0 5.0 3.0
Inflation rate, % 8.0 3.7 4.0 4.5 4.5
General government balance, % of GDP -9.2 -7.9 -7.0 -6.0 -5.5
General government debt, % of GDP 70.0 74.0 75.0 77.0 79.0
External debt, % of GDP 29.0 27.0 26.5 26.0 0.0
Current account balance, % of GDP -1.3 -0.5 -1.0 -1.5 -2.0
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Russia

= GDP will decelerate in 2019 due to slower private consumption and still sluggish investment

= [Inflation will increase further next year due to the one-off effect of the VAT hike in January 2019

= A new escalation of sanctions remains the main risk and could lead to financial volatility

Russia’s economic growth is expected to remain
weak in 2019 and 2020 (1.2% and 1.5% respectively)
amid low investment, structural bottlenecks linked to an
outdated capital stock, lagging productivity and uncer-
tainties regarding US sanctions. Quarterly data points to
a deceleration of growth (GDP expanded 1.3% yoy in
3Q18 vs in 1.7% yoy in 2Q18) in a context of sluggish
retail trade (mostly for food products) and industrial pro-
duction especially manufacturing and utilities segments.

The planned VAT hike from 18% to 20% from Jan.
2019 onwards and the pension reform (increase in retire-
ment age from 60 to 65 for men and from 55 to 60 for
women) will erode households’ purchasing power and
hurt private consumption growth next year, despite an
improvement in the labour market. Wages’ growth is ex-
pected to decelerate as the Russian political cycle is
now well over. Finally, retail loans could decelerate as
the CBR tightened retail lending standards in Sept 2018.

Despite some state infrastructure projects planned
(renovation of the city of Moscow, etc.), investment is
expected to remain weak due to low corporate margins,
limited access to foreign financing and heightened un-
certainties around new sanctions.

By contrast, exports are likely to continue to post
strong performance in 2019, benefiting from still dy-
namic growth in Asia, Europe and the positive effect on
exporters’ margins of the RUB depreciation in 2018.
Thanks also to higher oil prices on average in 2018, the
current account surplus reached USD 89bn over twelve
months as of 3Q18 (its highest level since 2012).

Inflation has picked up since July 2018 due the pass-
through from the RUB depreciation pressures following
extended sanctions implemented in 2018. In this con-
text, the Central Bank of Russia (CBR) raised its key rate

twice in Sept. and Dec. to 7.75% and extended its sus-
pension of foreign-currency purchases until end Decem-
ber. Inflation could continue to pick up in 2019 mainly
due to the VAT increase.

USD/RUB and inflation
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Sanctions risk has escalated recently with the broad-
ening of sanctions to a larger list of oligarchs and entities
in April and with the implementation of new sanctions in
August for the alleged Skripal poisoning in the UK. A new
escalation of sanctions can in addition emerge in the
short term as several bills are currently under discussion
(for example a bi-partisan bill entitled Defending Ameri-
can Security from Kremlin Aggression Act of 2018 in-
cludes a very large list of tough sanctions). In this con-
text, the Russian sovereign yield curve shifted upward
by 100 to 150 bp on average in the past 6 months. The
currency depreciated by 8% in August but stabilized
since October at around 66 RUB per USD.

While the short-term effects from international sanc-
tions on the macroeconomic situation seem rather mar-
ginal, in the longer term, they may have a significant neg-
ative impact on potential growth. Long-lasting sanctions
and lower access to foreign financing would weigh on
the business climate and on investment.

2016 2017 2018 (f) 2019 (f) 2020 (f)
Real GDP, % ch 0.7 1.5 15 1.2 1.5
Household consumption -1.5 2.6 1.4 0.9 1.3
Investment 1.7 4.7 0.5 0.5 0.7
Exports 3.2 5.1 6.5 4.9 4.6
Imports -3.8 17.4 6.0 4.0 4.0
Inflation rate, % 71 3.7 2.8 4.0 4.0
General government balance, % of GDP -3.4 -1.4 24 3.0 2.5
General government debt, % of GDP 16.3 15.3 14.3 14.4 14.0
External debt , % of GDP 39.8 32.9 32.3 328 34.1
Current account balance, % of GDP 1.9 2.2 6.0 6.2 5.0
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Africa

= Despite a less favourable international environment, the overall trend in the region remains

= However, differences between countries and/or regions seem to be strengthening

= In particular, “large” countries, barring Egypt, continue to show weak growth

The gradual deterioration in the global environment,
which has been the main driver of the rebound in growth
recorded in the region since 2017, means that “internal”
trends within the various African countries are taking on
increasing significance. As such, while the continent’s
overall trend remains good (average regional growth still
expected at around 4% in 2019 versus 3.5% in 2018;
acceleration of growth anticipated in 2019 for 40 of the
53 African countries), the differences between countries
and/or regions seem to be getting stronger. On the one
hand, there is a majority of “small” or “medium-sized”
countries (notably in west and east Africa) whose growth
remains high overall (21 countries are expected to see
growth in excess of 5% in 2019), and which benefit
among other things from still robust public demand (ex-
pansionist budgetary policies). On the other hand, the
economies of the “large” countries remain broadly slug-
gish.

# of African countries registering an
acceleration in GDP growth (out of 53)

2070 2011 2012 2013 2014 2015 2016 2017 2018 2019

Sources: IMF, Société Générale

Among the top five economies of the region (Nigeria,
South Africa, Egypt, Algeria, Angola — which account for
just under 60% of Africa’s GDP), only Egypt shows a
positive dynamic, with growth expected to reach around
5.5% in 2019. Significant structural reforms and financial
aid under the IMF plan signed at the end of 2016 (USD
8bn has already been disbursed since the start of the
plan) have helped to significantly improve macroeco-
nomic conditions. Activity is now expected to benefit
from the rebound underway in the tourism sector and an
increase in gas production (earlier than expected start of
the Zohr field). Each of the other four main African econ-
omies shows mediocre growth rates.
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In South Africa, despite a (very) short “honeymoon”
period in 1Q18 after Ramaphosa came to power follow-
ing the resignation of Zuma (rebound of the stock market
and the ZAR, improvement in confidence indicators,
etc.), GDP grew by a mere 1% in 9M18 in year-on-year
terms. In 2019, public demand is expected to remain re-
stricted by a lack of budgetary leeway, while private de-
mand will continue to suffer from persistent uncertainties
(economic and political) surrounding the impending gen-
eral elections (2Q19). While growth is expected to accel-
erate slightly to 1.5% in 2019, this pace is still lower than
the average of 2.5% recorded between 2010 and 2014.

In Nigeria, Angola and Algeria, the region's main oil
and gas producing countries, growth (expected at
around 2% in all three countries in 2019) continues to be
restricted mainly by ongoing contractions in the hydro-
carbon sectors due to a combination of recurrent tech-
nical problems, past underinvestment, the limited finan-
cial and technical capacities of national companies, and
- in Algeria - a persistently strained business climate. In
these three countries, the non-hydrocarbon sectors are
growing stronger (with growth rates generally accelerat-
ing), but they continue to be constrained by ongoing
weak business climates. The necessary reforms (some-
times detectable in Angola and Nigeria) continue to be
delayed due to unfavourable political situations (presi-
dential elections in February 2019 in Nigeria and April
2019 in Algeria; still fragile political bedrock for Lourencgo
in Angola).

Real GDP growth
% ch yoy
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Latin America

= Growth is set to slightly accelerate in 2019

=  With the exception of Argentina, the inflation dynamic in the region remains favourable

= The main risk would come from the lack of fiscal consolidation

After a disappointing 2018, mainly for the larger
economies of the region, growth in Latin America is ex-
pected to accelerate progressively in 2019. However,
this acceleration masks important heterogeneity perfor-
mances across the region while risks are mostly tilted to
the downside. Besides the need to consolidate fiscal ac-
counts in many countries, a worsening of global financial
conditions and a marked slowdown in Chine would have
an adverse impact on growth prospects.

Latam GDP growth
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In Brazil, the economy is set to accelerate in 2019 on
the back of the recovery of consumption and investment
as the political uncertainties following the General elec-
tions fade. Additionally, inflation is expected to remain
contained, allowing the Central bank to keep its interest
rate at alow level. However, the investment pace growth
will depend on the ability of the government to pass the
social security reform, seen as essential to keep the im-
provement of business confidence and favourable finan-
cial conditions.

In Argentina, the GDP contraction accelerated in Q3-
18 (-5.8% yoy). This trend is expected to continue in
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2019, although at a softer pace, in a context of a restric-
tive policy-mix. As part of this IMF Stand-by agreement,
the Central Bank has pledged to keep the monetary base
constant until June 2019 and to keep interest rates
above 60% until inflation, currently at 42%, is signifi-
cantly trending down. On the fiscal side, the government
has pledged to post a primary balance equilibrated in
2019, against 1.7% currently, and surpluses thereafter.
To meet these fiscal targets, the government is adjusting
real expenditures and counting on a better soybean har-
vest that will help increase revenues. All in all, these
measures, as well the IMF funding until 2020, have al-
lowed a stabilization of the country financial variables,
the ARS appreciating by 10% since September without
major intervention of the Central bank.

In Mexico, financial volatility has significantly in-
creased following some decisions of the government
that has been associated with a perceived deterioration
of the business climate, like the decision by the new gov-
ernment to halt the construction of the new airport and
to implement a regulation to curb bank fees. In response
to this, the Central bank increased its policy rate to 8%
despite a low core inflation (3.6% in October). The new
government, which has a large majority in Congress, has
pledged to increase public capital spending (namely in
the oil sector) and to expand social programs while re-
specting the fiscal discipline. All in all, the economy is
expected to accelerate modestly in 2019 underpinned
by a resilient private consumption and strong demand
from the US. The main risk to the outlook relates to the
NAFTA overhaul given the strong dependence of Mexi-
can producers to the US market. The market reaction to
Lopez Obrador policy agenda could also on investment
prospects.

Finally, the growth and inflation outlook in Chile, Co-
lombia and Peru is likely to remain favourable in 2019.
Growth is still supported by resilient domestic demand
while inflation expectations remain anchored
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Emerging Asia

=  While still solid, GDP growth is expected to moderately slow in 2019

= [Inflation remains benign in the region except in the Philippines

= Risk still lies in uncertainty related to Sino-US trade war

Growth in emerging Asia (excluding China and India)
decelerated from 4.2% in 2Q to 3.6% in 3Q 2018. The
region faces headwinds as growth in China losses mo-
mentum and liquidity conditions in international markets
are less supportive. Although growth in most countries
is losing steam, the overall slowdown will remain mod-
erate in 2019.
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Inflation in most economies in the region has been
benign, staying near Central bank’s targets. The excep-
tion is found in the Philippines where inflation surged to
6.7% in October, a 10 year high, well above the central
bank’s range of 2-4% targeted in 2018. In 2019, the start
of the harvest season and improved weather conditions
might drive down pressure on rice prices and help ease
inflationary pressures. The Central Bank has risen inter-
est rates by 175bp in the past 7 months, which is also
expected to cool down prices.

Indonesia also raised its interest rates by 175bp, but
the focus was more on offsetting currency pressures. Al-
beit higher funding costs, economic growth has kept the
momentum and investment is still well oriented.

Thanks to overall healthier external fundamentals
(positive or almost balanced current account, smaller re-
liance on external financing), most countries are resilient
to international financial conditions tightening. As infla-
tion is likely to stay subdued, we do not anticipate mon-
etary tightening in other economies.
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Trade tensions between the US and China have been
identified as a major risk in the region. Although Presi-
dents Trump and Xi concluded a 90 days truce during
the G20 Summit, the outlook remains uncertain. Being
export-oriented and highly linked to China through value
chains, emerging Asia appears to be the most exposed
region in case of rising protectionism.

Export data shows the region has not yet been hit by
already-implemented tariff hikes. Independently of how
the current tensions will unfold, external demand is set
to cool down alongside the growth slowdown in the US
and China in 2019. Among the economies highly de-
pendent on exports such as Malaysia, Taiwan, Thailand
and South Korea, economic activity has already signifi-
cantly weakened since early 2018. Trade-tension-re-
lated uncertainty added to foreseeable deceleration in
external demand are leading to higher slowdown risk in
those economies.
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Trade tensions might also be a double-edged sword
for some export-oriented economies in case of reloca-
tion of production capacity from China. Vietham, Thai-
land, Malaysia are likely to benefit from trade deviation,
but the benefit might be seen only in the medium and
long term.
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Gulf States

= The outlook for the Gulf states has improved thanks to higher export revenues

= The growth outlook remains constraint by tepid credit growth and geopolitical uncertainties

= Recent oil price volatility recalls that the reforms remains critical

The outlook for the Gulf states has improved thanks to
higher oil prices (70$/b on average in 2018 versus 54$/b
in 2017). The increase in export revenues has gradually
boosted activity through additional public spending and
the improvement in private sector confidence. Growth in
the region is expected to recover to 3% in 2019, follow-
ing a 0.4% contraction in 2017 and a 2.4% expansion in
2018, driven by non-hydrocarbon activities.
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Thanks to the increase in tax revenues from oil exports,
the budget deficit of Gulf states looks set to gradually
reduce from 9% of GDP on average in 2017 to 5% of
GDP between now and 2020. However, sovereign bond
issuance in the international markets remains very high:
USD 37bn in 2016, USD 37bn in 2017 and USD 35bn
between in 2018.

International investors are looking kindly on these debt
issuances. The oil monarchies have plenty of resources
(savings in sovereign funds, oil wealth) which is reassur-
ing. Even non-investment grade issuers with fragile mac-
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roeconomic fundamentals, such as Bahrain, were suc-
cessful with their sovereign eurobond placements in
early 2018.

One risk is that ultimately Gulf-state debt must be re-
financed at less favourable international market condi-
tions and/or in a context of lower oil prices. The sharp
drop in oil prices, from $87/b in early October to below
$60/b in December reminds that any complacency re-
garding fiscal consolidation may put Gulf States (notably
Oman and Bahrain) in a fragile situation.

On the medium-term, the main weak link is structural,
with revenues heavily skewed towards the oil and gas
sectors. In the face of a downward adjustment to inter-
national oil prices, the Gulf states would have very lim-
ited leeway to react to the economic backdrop.

During the last years, governments in the region have
presented national development plans with 20- to 25-
year “visions” to develop sectors such as tourism, com-
mercial and financial services, and logistics and try to
diversify the economy. They have also reduced energy
subsidies and announced the introduction of a 5% VAT
in 2018. For now, only Saudi Arabia and the United Arab
Emirates have introduced the tax, while Bahrain, Kuwait
and Oman postponed the introduction until 2019.

The growth outlook is also constraint by political issues.
In Saudi Arabia, the biggest country in the region, the
authorities have stepped up efforts to improve the busi-
ness environment, but recurrent diplomatic tensions and
a growing sense of policy unpredictability are impedi-
ments to a broader involvement of the private sector in
the economy. As for Qatar's blockade, the Emir's ab-
sence from the annual GCC summit (9 December) to
which he had been invited by Saudi Arabia sounded the
death knell for hopes of rapid reconciliation in the Gulf.

Vision 2030’s ambitious targets assume a growing role
of the private sector and may eventually fail without it.
Indeed, Saudi authorities have made steps to open up
the economy for foreign investment, but FDI has de-
clined in recent years.
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Central and Eastern Europe

= First signs of deceleration have emerged in the region since the beginning of 2018

= [Inflationary pressures should increase further and lead to monetary policy tightening

= Trade tensions are a risk due to the strong integration of regional firms to global value chains

First signs of activity deceleration have emerged
overall in the region since the beginning of 2018. Retail
sales, exports and consequently industrial production
have slowed down. Czech Republic and Romania
posted the most notable deceleration in 2018, while Po-
land and Hungary have forged ahead at a sound pace.
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Activity in the region should further moderate in 2019
against the backdrop of a less supportive external envi-
ronment (slower growth in CEE’s key trading partner, the
Euro area) and more restrictive domestic monetary poli-
cies.

Regional growth will however remain above the po-
tential as it is the case since 2017. Private consumption
will be backed by employment gains and wage in-
creases. In addition, the impact of higher interest rates
on investment should be at least partially offset by the
absorption of EU structural funds. Poland, Hungary, Ro-
mania and Slovenia are expected to remain the region’s
top performers 2019, each expanding around 3.5%.

Inflation is likely to continue to surge in 2019 from low
levels in a context of higher oil prices and increasing
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wages. Wages have indeed been increasing for three
years in a context of labour force shortages (decreasing
unemployment rates and ageing population), especially
in Romania, Hungary and Bulgaria. So far, only the
Czech National Bank and the Romanian National Bank
have increased policy rates but other central banks
would also follow.

Looking forward, several risks must be monitored in the
region.

In Romania, the rise in inflation coupled with the widen-
ing of fiscal and current account deficits increases the
risks of currency volatility.

Market sentiment has improved in Oct/Nov 2018, follow-
ing a rapprochement of US and Turkey (release of Pastor
Brunson and Turkey being among the 8 countries that
received temporary relief from sanctions on Iranian oil
imports). As such, the probability of a full-blown crisis
has decreased. Still, Turkey’s sizable amortization pay-
ments will continue to expose the economy to rollover
risk through 2019.

A main risk for the region would be the escalation of
trade tensions and more precisely tariffs on car sector.
Indeed, Central and Eastern Europe is strongly inte-
grated into global value chains with the highest share of
imported intermediate goods in exports, especially in car
industry. Indeed, the share of imported inputs in Central
and Eastern European exports reached 38% vs. 33% for
the Association of South Eastern Asian Nations that is
usually cited as the most vertically integrated region (es-
pecially in the electronics sector).

Share of imported inputs in exports

In percentage of total exports
CEE

ASEAN
Euro Area
APEC
NAFTA

South America
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Economic Data

Bloomberg consensus: 2018 GDP
growth
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2012 2013 2014 2015 2016 2017 2018(f) 2019(f) 2020 (f) 2021(f) 2022(f)
Real GDP, % ch
World 2.6 2.7 2.9 2.9 2.7 3.3 3.3 3.0 2.7 25 25
United States 2.2 1.8 2.5 2.9 1.6 2.2 2.9 2.4 15 1.0 1.0
Japan 15 2.0 0.3 1.4 1.0 1.7 0.9 1.0 0.5 0.4 0.4
United Kingdom 1.4 2.0 2.9 2.3 1.8 1.7 1.4 1.2 1.1 0.9 0.9
Euro area -0.8 -0.2 1.4 2.0 1.9 2.5 1.9 1.4 1.1 0.9 1.0
Germany 0.7 0.6 2.2 1.5 2.2 2.5 15 1.3 0.9 0.9 1.0
France 0.4 0.6 1.0 1.0 1.1 2.3 1.6 15 1.2 1.0 1.1
Italy -2.9 -1.8 0.2 0.8 1.3 1.6 0.9 0.6 0.6 0.6 0.7
Spain -2.9 -1.7 1.4 3.6 3.2 3.0 2.5 2.1 1.5 1.3 1.3
China 7.9 7.8 7.3 7.8 6.7 6.9 6.6 6.2 5.8 5.4 5.2
India 55 6.4 7.4 8.2 7.1 6.7 7.2 71 7.0 7.0 6.8
Brazil 1.9 3.0 0.5 -3.5 -3.5 1.0 1.2 2.0 2.5 2.2 2.1
Russia 3.7 1.8 0.7 1.8 0.7 15 15 1.2 15 15 1.5
Real investment, % ch
World* 2.2 23 3.3 3.5 3.4 3.7 3.7 3.2 25 2.1 2.0
United States 2.7 1.9 3.6 3.4 2.4 3.0 3.4 2.6 1.5 1.0 1.0
Japan 3.5 5.0 2.9 1.8 1.1 3.8 2.6 1.7 -0.1 -0.2 0.3
United Kingdom 2.1 3.4 7.2 3.4 2.3 3:3 0.0 -0.8 2.2 23 0.9
Euro area -3.3 -2.3 1.7 4.6 4.0 2.9 3.1 2.2 1.6 1.1 0.9
Germany -0.1 -1.1 3.9 1.0 3.4 3.6 3.1 2.2 1.7 1.3 1.1
France 0.4 -0.7 0.0 0.9 2.7 4.7 3.0 2.4 1.5 0.8 0.7
Italy -9.4 -6.6 2.2 1.9 3.7 4.4 3.8 0.9 0.6 0.5 0.8
Spain -8.6 -3.4 4.7 6.7 2.9 4.8 6.1 2.9 2.1 1.6 1.6
China 7.2 6.2 6.4 6.6 6.7 5.1 4.7 5.0 4.3 4.0 3.9
India 2.4 2.5 1.9 5.2 7.1 6.7 7.2 71 7.0 7.0 6.8
Brazil 0.8 5.8 -4.2 -13.9 -10.3 -1.8 3.5 5.0 3.5 3.8 3.8
Russia 5.9 1.3 -2.7 -10.4 1.7 4.7 0.5 0.5 0.7 0.7 0.7
Sources: IMF, OECD, National statistics, SG computations and forecasts
* Weighted average of the 11 countries shown here
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Economic Data
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2016 2017  2018(f) 2019(f) 2020 (f) 2021(f) 2022(f)

Inflation, %

World* 2.7 24 2.2 1.4 1.6 2.0 23 2.3 2.2 1.9 1.8
United States 21 1.5 1.6 0.1 1.3 2.1 2.4 2.4 2.0 1.3 1.2
Japan -0.1 0.3 2.8 0.8 -0.1 0.5 1.1 1.7 2.1 0.5 0.5
United Kingdom 2.8 2.6 1.5 0.0 0.7 2.6 2.6 2.4 1.7 1.5 1.0
Euro area 2.5 1.4 0.4 0.0 0.2 1.5 1.7 1.2 1.7 1.7 1.7
Germany 2.0 1.5 0.9 0.2 0.5 1.7 1.8 1.5 1.9 2.0 1.7
France 2.0 0.9 0.5 0.0 0.2 1.0 1.9 1.3 1.8 1.8 1.7
Italy B 1.2 0.2 0.1 -0.1 1.3 1.2 0.7 1.3 1.4 1.3
Spain 2.4 1.4 -0.2 -0.5 -0.2 2.0 1.7 1.0 1.5 1.5 1.5
China 2.6 2.6 2.0 1.4 2.0 1.6 2.1 2.1 2.0 2.0 2.0
India 10.0 9.4 5.8 4.9 4.5 3.8 4.9 4.8 4.9 5.0 5.0
Brazil 54 6.2 6.3 O15) 8.0 3.7 4.0 4.5 4.5 4.5 4.5
Russia 51 6.8 7.8 15.2 71 3.7 2.8 4.0 4.0 4.0 4.0
Current account balance, % of GDP
United States -2.6 -2.1 -21 -2.2 -2.3 -2.3 -2.3 -3.1 -3.6 -2.9 -2.7
Japan 1.0 0.9 0.8 3.1 3.8 4.0 3.3 3.0 2.9 2.8 2.8
United Kingdom -3.8 -5.2 -5.0 -5.0 -5.3 -3.8 -3.3 -2.5 -3.0 -3.9 -3.0
Euro area 1.4 2.3 2.5 2.9 3.2 3.2 3.2 3.0 2.9 2.8 2.8
Germany 71 6.8 7.5 9.0 8.5 8.0 7.4 6.4 6.2 5.9 5.8
France -1.0 -0.5 -1.0 -0.4 -0.8 -0.6 -0.8 -0.6 -0.8 -0.9 -1.1
Italy -0.3 1.0 1.9 1.5 2.5 2.8 2.5 2.3 2.2 2.2 21
Spain -0.2 1.5 1.1 1.2 2.3 1.8 0.8 0.8 0.7 0.7 0.7
China 2.5 1.5 2.2 -2.5 -3.1 -3.0 -2.6 -2.6 -3.0 -3.1 -2.8
India -4.8 -1.7 -1.3 -1.1 -0.7 -1.4 -1.5 -1.6 -1.8 -2.0 -2.4
Brazil -3.0 -3.0 -4.2 -3.3 -1.3 -0.5 -1.0 -1.5 -2.0 -2.0 -2.0
Russia 3.2 1.5 2.8 4.9 1.9 2.2 6.0 6.2 5.0 5.0 5.0
Sources: IMF, National statistics, SG computations and forecasts
* Weighted average of the 11 countries shown here
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Economic Data
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2000 2003 2006 2009 2012 2015 2018 2000 2003 2006 2009 2012 2015 2018
Source: IMF Source: IMF
2012 2013 2014 2015 2016 2017 2018(p) 2019(p) 2020(p) 2021(p) 2022(p)
Solde budgétaire, % du PIB
Etats-Unis -9,3 -5,9 -5,2 -4,7 -5,4 -4,9 -6,6 -7,3 -7,8 -7,8 -7,4
Japon -8,3 -7,6 -5,4 -3,6 -4,2 -4.1 -3,8 -3,0 -2,8 -2,8 -2,8
Royaume-Uni -8,1 -5,4 -5,4 -4,3 -3,0 -1,8 -1,1 -1,7 -2,2 -3,3 -4,2
Zone euro -3,7 -3,1 -2,5 -2,1 -1,6 -1,0 -1,0 -1,1 -0,9 -1,1 -1,2
Allemagne 0,0 -0,2 0,3 0,7 0,8 1,0 1,0 1,0 0,8 0,5 0,4
France -5,0 -4,1 -3,9 -3,6 -3,5 -2,7 -2,6 -3,2 -2,0 -2,5 -2,8
Italie -2,9 -2,9 -3,0 -2,6 -2,5 -2,4 -2,3 -2,9 -3,1 -3,1 -3,1
Espagne -10,5 -7,0 -6,0 -5,3 -4,5 -3,1 -2,8 -2,4 -2,2 2,2 2,1
Chine -0,3 -0,8 -0,9 -2,5 -3,1 -3,0 -2,6 -2,6 -3,0 -3,1 -2,8
Inde -7,6 -7,0 -7,1 -7,1 -6,6 -6,4 -6,2 -5,9 -5,8 -5,6 -5,4
Brésil -2,5 -3,0 -5,4 -10,3 -9,2 -7,9 -7,0 -6,0 -5,5 -5,0 -4,8
Russie 0,4 -1,2 -1,1 -2,3 -3,4 -1,4 2,4 3,0 2,5 1,9 14
Dette publique, % du PIB
Etats-Unis 99 101 102 101 105 103 104 106 110 115 121
Japon 210 213 218 217 222 224 226 228 228 228 229
Royaume-Uni 84 85 87 88 88 87 86 87 87 89 91
Zone euro 90 92 92 90 89 87 85 83 82 81 80
Allemagne 80 77 75 71 68 64 61 58 56 54 52
France 91 93 95 96 97 97 97 98 97 97 97
Italie 123 129 132 132 131 131 131 132 133 133 134
Espagne 86 96 100 99 99 98 98 97 96 96 95
Chine 34 37 40 37 37 36 37 37 37 37 38
Inde 69 69 68 70 70 69 67 65 63 61 60
Brésil 62 60 62 66 70 74 75 77 79 79 78
Russie 12 13 16 16 16 15 14 14 14 14 14
Sources : FMI, Statistiques nationales (méthodologie Maastricht pour les pays de I'UE), Prévisions et calculs SG
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Structural Data

Share of world GDP based on PPP Share in world GDP based on PPP
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Sources:IMF, SG Source : IMF
International
As of 2017 GDP in $ GDP p. capita  Population Credit investment Openness
(USDbn) ($, at PPP) (Millions) (% GDP)* position, net** ratio***
(% GDP)
United States 19 391 59 501 326 152 -40 20
Euro area 12 607 38 322 341 160 -2 70
Germany 3685 50 425 83 107 63 71
France 2584 43 761 65 192 -21 45
Italy 1938 38 140 61 112 -7 50
Spain 1314 38 286 46 158 -86 51
Netherlands 826 53 635 17 221 64 148
China 12015 16 660 1390 209 15 34
Japan 4872 42 832 127 161 60 28
United Kingdom 2625 44118 66 171 -8 42
India 2611 7183 1317 56 -16 29
Brazil 2 055 15 603 208 69 -33 18
Canada 1652 48 265 37 214 21 52
South Korea 1538 39 434 51 193 16 69
Russia 1527 27 834 144 66 18 37
Australia 1380 50 334 25 197 -56 35
Mexico 1149 19 903 124 43 -48 73
Indonesia 1015 12 377 262 39 -33 32
Turkey 849 26 893 81 85 -54 46
Switzerland 679 61 422 8 241 128 84
Saudi Arabia 684 54 777 32 60 82 51

Sources: World Bank, BIS, IMF

*Bank loans and debt securities of the non financial private sector
** Total external financial assets minus total external liabilities

*** Sum of imports and exports, divided by GDP
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Cyclical Data
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Industrial production
Emerging markets
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Financial Data
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Financial Data

Index Exchange rates against USD
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Disclaimer

This publication reflects the opinion of Societe Generale S. A.'s Economic and Sector Research department at the date of publication. This
opinion is subject to change at any time without notice. It is provided for information purposes only, and does not constitute an investment
recommendation or an investment advice within the meaning of current regulations. This publication has no contractual value.

Neither the information contained in, nor the analyses expressed therein constitute in any way an offer to sell or a solicitation to offer to subscribe,
purchase, sell a product or execute a transaction and shall not engage the liability of Société Générale S. A. or any of its entities, in compliance
with current regulations. Then, should a retail or a professional client, or eligible counterparty obtain this publication, they should not base any
investment decisions solely on the basis of this publication, and must seek independent financial advice.

The accuracy, completeness or relevance of information derived from external sources is not warranted, even if it comes from sources reasonably
believed to be reliable. Subject to the current regulations, Societe Generale S. A. does not accept any liability in this respect. The economic
information mentioned in this document is based on data valid at a given time, and may therefore change at any time.

Societe Generale S. A. is a French credit institution authorized and supervised by the Autorité de Contréle Prudentiel et de Resolution ("ACPR"),
regulated by the Autorité des Marchés Financiers ("AMF") and under the prudential supervision of the European Central Bank ("ECB").

Societe Generale S.A. is also authorized by the Prudential Regulation Authority and subject to limited regulation by the Financial Conduct Au-
thority and Prudential Regulation Authority. Details about the extent of our authorization and regulation by the Prudential Regulation Authority,
and regulation by the Financial Conduct Authority are available from us on request.

Notice to US Investors: this document is issued by non-US SG economic analysts or affiliates on economic studies are issued solely to major
US institutional investors pursuant to SEC Rule 15a-6. Any US person wishing to discuss this report or effect transactions should do so with or
through SG Americas Securities, LLC. SG Americas Securities LLC has its registered office at 1221 Avenue of the Americas, New York, NY,
10020. (212) 278-6000.

Notice to Asian investors: this document is prepared for and intended to be distributed in Asia solely to sophisticated and professional clients.
You should therefore be appropriately qualified as a professional, accredited, wholesale, expert or institutional investor (however defined in your
local jurisdiction).

This publication may not in any way be reproduced (in whole or in part) or transmitted to any other person or entity without the prior written
consent of Societe Generale SA.
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