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In a nutshell: OUR GDP & INFLATION FORECASTS

BNP Paribas Forecasts
GDP Growth % 2019 2020 2021 2022

We have upgraded our global growth forecasts following
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should stay high but slow in 2022. That is also broadly

the case for the other emerging economies. ST TG
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temporary rise this year. Guy Ertz, PhD
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US: Reflation, reopening and fiscal
stimulus is leading to a strong
growth year.

In the US, the 1.9 trillion$ fiscal stimulus to boost the
recovery and the 2.5 trillion$ Infrastructure plan “Build
Back Better” are likely to boost growth in 2021 and the
next years. The infrastructure plan is actually not only
about infrastructures but is targeted at helping minorities,
unemployed, disabled and elderly people. The allocation
would be 621 billion$ for transportation infrastructure, to
develop electric vehicles infrastructures, to fix roads and
the bridges. 650 billion$ will be allocated to the quality of
life at home while remote working on American homes,
school buildings, underground water infrastructure and
broadband expansion. 400 billion$ are for caregivers for
elderly and people with disabilities. 300 billion$ are aimed
to research, development and manufacturing. Joe Biden
wants to raise the corporate tax rate to 28% and increase
the minimum tax on US multinational corporations to
21% to pay for the plan.

The vaccination progress in the US is very important and
turbo charged the US economic outlook. More than one
third of the population (36%) received at least one dose
while 22% of the population is fully vaccinated. More than
two third of the elderly (above 65 years old) received at
least one dose (78.5%) while 61% of them received the
two doses. The progress is very encouraging for the future
and we expect the US to achieve herd immunity by the
summer.

We expect a peak in growth in Q2 and Q3 with over 5.3
million new jobs created and headline inflation to rise
temporarily to 3% y/y. Most of the bounce in inflation is
related to transitory forces. These are mainly base effects,
higher energy prices and supply-chain constraints. The
slack in the job market will take time to reverse and this
should prevent an unanchoring of inflationary expecta-
tions.

We expect the Fed to remain dovish in 2021. The Fed
strongly signalled its intention to look through any near-
term strength in growth and inflation and to wait of a
sustained rise in inflation and improvements in labour
markets before tightening. Financial conditions would
stay relatively accommodative and support the recovery.
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We believe Fed would start tapering asset purchases in H1
2022 but won't raise hike rates until H2 2023 after four
consecutive quarters of above 2% inflation (the target).
We recently revised our 12-month target for the 10-year
yield on US government bonds to 2% (from 1.4%).

Eurozone: Vaccination is acceler-
ating and full recovery is in sight

Eurozone is catching up and we still expect a strong re-
covery in from the summer on when herd immunity
should be achieved. GDP will likely recover to pre pan-
demic levels in 1Q22. However, there should be perma-
nent scarring of the Covid-19 crisis but less than previ-
ously envisaged. Short-term, the outlook isn't very posi-
tive as the vaccination process has been slower than ex-
pected during 1Q and sanitary restrictions may last longer
and could even be extended until summer. In the second
half of the year, we expect a strong recovery with the
pent-up demand, fiscal stimulus measures and a very
accommodative ECB.

Inflation should rise and temporarily reach 2%. As else-
where, base effects, higher energy prices, supply disrup-
tions and a release of pent-up demand are likely to be
main sources of price increases. Even if this is temporary
forces, the gradual return to normal will likely create a
favourable policy mix and higher inflation expectations.
The structural weakness on the job market should lead to
a fall back below inflation during 2022. The full-year fore-
casts are 1.7% and 1.4% for this and next year respective-

ly.

The ECB will stay dovish for a while. We expect the ECB to
have fully exhausted the current 1.85 trillion€ envelope
of the PEPP in March 2022. We believe that, after the
PEPP, the ECB will add flexibility to its asset purchases
under the APP (Asset Purchase Programme) to provide
some indication on the pace of purchases as a function of
the inflation outlook, while retaining the option to tempo-
rarily increase purchases to prevent any unwarranted
tightening in monetary conditions. We recently revised
our 12-month target for the 10-year yield on German
government bonds to 0% (from -0.25).
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UK: Herd immunity and economic
recovery

Ahead of the Eurozone, the UK vaccinated almost 50% of
the population with at least one dose (48.28%). The coun-
try has already eased the sanitary restrictions in the first
quarter and we can expect a return to a more normal
situation during summer. The stage is set for a strong
near term recovery, aided by the additional fiscal stimu-
lus announced in the March budget, as well as by the
large stock of ‘excess’ household savings (about 6% of GDP
in 3020 and probably higher now). Expectations of reo-
pening pushed the Services business survey (PMI) from
negative territory to 56.8. Economic growth is expected to
very strong, around 6%, both this and next year.

We expect the UK inflation to reach the 2% inflation
threshold towards the end of the year. It should move
sharply higher in the coming months. We see near-term
risks as skewed to the upside, given the extent of pent-up
demand. We forecast 1.4% this year and 2.1% next year.

We expect the Bank of England to taper its asset purchas-
es over the second half of this year and to stop net pur-
chases by year end. We also expect new guidance ulti-
mately to provide the central bank with more flexibility
to tighten policy through either the balance sheet or rate
hikes. That said, while the next move on rates looks set to
be a tightening, we think the MPC will move cautiously
and we do not expect it to raise the policy rate before H2
2023.

Japan: Recovery but low inflation

We expect activity to return to pre-pandemic levels in at
the end of this year. This is sooner than we had previous-
ly though, thanks to less defensive consumer behaviour
and stronger exports. We think it will take until 4Q22 for
the economy to return to the level prevailing before the
consumption tax hike in 3Q19.

As elsewhere, base year effects are set to provide a tem-
porary boost to the Q2 inflation rate. We expect 0.5 pp,
mostly due to higher energy prices but this is likely to be
offset by substantial falls in mobile phone charges, leaving
CPI inflation in negative territory.
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We envisage a FY2021 extra budget in the order of 2% of
GDP, and do not expect a major fiscal cliff before the end
of our 2021-22 forecast horizon. In our view, the BoJ will
not deepen the negative rate unless the yen appreciates
sharply. The chance of this looks to have fallen further as
US interest rates have risen.

Emerging market: The momentum
could weaken

In China, following the solid post-Covid rebound, we ex-
pect growth to settle down to a slower 1.2%-1.5% q/q
over the next few quarters. We think risks to this forecast
are balanced. On the upside, the release of pent up con-
sumption demand and export resilience might exceed
expectations. On the downside, vaccine implementation
might disappoint and financial risk control could trigger
credit tightening. We expect economic growth at 9.2% and
5.3% this and next year.

The synchronised global recovery has kept driving up
commodity prices and, together with risks of supply chain
disruptions, has pushed producer prices strongly higher.
Although this will be partially reflected in core CPI infla-
tion, we expect that it is likely to be more than offset by
lower pork prices. We expect this year’s annual CPI rate
to be lower than last year and to miss the government
target of 3%. Taking producer prices and base effects into
consideration, however, consumer price inflation could
accelerate above 3% in Q4. We expect consumer price
inflation at 1.8% and 2.8% this and next year.

We expect only a marginal slowdown in the broad credit
gauge, with total social financing growing by about 11%
this year after last year's 13.3%. We expect the policy rate
(1y MLF) to remain unchanged at 2.95% until the end of
2022.

In Brazil, the country faces a combination of weak
growth and high inflation, while the central bank surpris-
ing with the timing and extent of its tightening as it tries
to anchor inflation expectations. A strong second Covid-19
wave has started to affect mobility and the economy,
exacerbated by the lack of vaccine supply. We expect
Brazil to face two quarters of GDP contraction, and our
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below consensus full year forecast is a rate growth of
2.5% and 3% in 2021 and 2022 respectively.

Our inflation projection for this and next year are 6.5%
and 4%. We see a continued risk of inflation expectations
becoming unanchored.

Rather than normalising monetary policy in one cycle, the
central bank might be able to follow March’'s 75bp hike
with a sequence of hikes to bring the Selic rate to 5.0% by
September and then pause, resuming in 2022 to take it to
6.5%.

In Russia, the country will remain committed to a low
debt, surplus path setting it apart from other emerging
economies. The country has one of the strongest macroe-
conomic fundamentals in the Emerging world.

Our forecast is for a primary budget deficit of just 1.1% of
GDP this year and a 2022 surplus. The balance will likely
be a function of soaring crude price revenues rather than
spending cuts, which we expect to be delayed until after
this September’s general election. With domestic con-
sumption constrained, the upside for growth should be
limited. We see GDP growth of 4.0% in 2021 before it
slows to sluggish pre-Covid trends with 3% in 2022.

Higher inflation is the one weaknesses of Russia. We re-
cently increased our average 2021 CPI forecast to 5.1%
well above consensus. In 2022 it should stabilize at 4%.
We now expect Russia’s policy rate to be increased by
100bp during 2021 overall.

In South Africa, one of the weaker links in the high beta
EM world, the country looks to many market participants
as especially vulnerable to a less benign global interest
rate outlook. However, a number of differentiating factors
set it apart from some other EM economies facing more
acute pressures to ‘normalise’ rates this year.

Economic growth is expected at 3% and 1.7% this and
next year. Inflation should be at 4% this and next year.

We now expect the first 25bp hike by the central bank in
January 2022.

4 BNP PARIBAS The bank

X - WEALTH MANAGEMENT fora Chavr\llglrrt



THE INVESTMENT STRATEGY TEAM

NS

FRANCE

Edmund SHING
Global Chief Investment Officer

ASIA

Prashant BHAYANI
Chief Investment Officer

Grace TAM
Chief Investment Advisor

NS

BELGIUM

Philippe GISELS
Chief Investment Advisor

Alain GERARD
Senior Investment Advisor, Equities

Xavier TIMMERMANS
Senior Investment Strategy, PRB

NS

LUXEMBOURG

Guy ERTZ
Chief Investment Advisor

Edouard DESBONNETS
Investment Advisor, Fixed Income

L </ BNP PARIBAS

e

WEALTH MANAGEMENT

The bank

for a changin

worll



CONNECT WITH US

GODOO

wealthmanagement.bnpparibas

DISCLAIMER

This marketing document is communicated by the Wealth Manage-
ment Métier of BNP Paribas, a French Société Anonyme, Head Office
16 boulevard des Italiens, 75009 Paris, France, registered under
number 662 042 449 RCS Paris, registered in France as a bank with
the French Autorité de Contrdle Prudentiel et de résolution (ACPR)
and regulated by the French Autorité des Marchés Financiers (AMF).
As marketing material, it has not been prepared in accordance with
legal and regulatory requirements aimed at ensuring the independ-
ence of investment research and is not subject to any prohibition on
dealing ahead of its dissemination. It has not been submitted to the
AMF or any other market authority.

This document is confidential and intended solely for the use of BNP
Paribas SA, BNP Paribas Wealth Management SA or their affiliates
("BNP Paribas”) and the persons to whom this document has been
delivered. It may not be distributed, published, reproduced or dis-
closed by any recipient to any other person, nor may it be quoted or
referred to in any document, without the prior consent of BNP Pari-
bas.

This document is provided solely for information and shall not con-
stitute an offer or solicitation in any state or jurisdiction in which
such an offer or solicitation is not authorized, or to any person to
whom it is unlawful to make such offer, solicitation or sale. It is not,
and under no circumstances is it to be construed as, a prospectus.

Although the information provided herein may have been obtained
from published or unpublished sources considered to be reliable and
while all reasonable care has been taken in the preparation of this
document, BNP Paribas does not make any representation or war-
ranty, express or implied, as to its accuracy or completeness and
does not accept responsibility for any inaccuracy, error or omission.
BNP Paribas gives no warranty, guarantee or representation as to
the expected or projected success, profitability, return, performance,
result, effect, consequence or benefit (either legal, regulatory, tax,
financial, accounting or otherwise) of any product or transaction.
Investors should not place undue reliance on any theoretical histori-
cal information regarding such theoretical historical performance.
This document may contain or refer to past performance; past per-
formance is no guarantee for future performance.

. </ BNP PARIBAS
X WEALTH MANAGEMENT

The information contained in this document has been drafted with-
out prior knowledge of your personal circumstances, including your
financial position, risk profile and investment objectives.

Prior to entering into a transaction each investor should fully un-
derstand the financial risks, including any market risk associated
with the issuer, the merits and the suitability of investing in any
product and consult with his or her own legal, tax, financial and
accounting advisors before making his or her investment. Investors
should be in a position to fully understand the features of the trans-
action and, in the absence of any provision to the contrary, be fi-
nancially able to bear a loss of their investment and willing to ac-
cept such risk. Investors should always keep in mind that the value
of investments and any income from them may go down as well as
up and that past performance should not be seen as an indication of
future performance. Any investment in a product described herein is
subject to the prior reading and understanding of the legal docu-
mentation concerning the product, and in particular the one which
describes in details the rights and obligations of investors as well as
the risks inherent to an investment in the product. Save as other-
wise expressly agreed in writing, BNP Paribas is not acting as finan-
cial adviser or fiduciary of the investor in any transaction. The
information, opinions and projections expressed herein reflect the
opinion of their author at the time of writing; they are not to be
relied upon as authoritative or taken in substitution for the exercise
of judgment by anyone, and are subject to change without notice.
Neither BNP Paribas nor any BNP Paribas Group entity accepts any
liability whatsoever for any consequences that may arise from the
use of information, opinions or projections contained herein.

As distributor of the products described herein, BNP Paribas may
receive distribution fees on which you can obtain more information
upon specific request. BNP Paribas, their employees or administra-
tors may hold positions in these products or have dealings with
their issuers.

By accepting this document, you agree to be bound by the foregoing
limitations.

© BNP Paribas 2021. All rights reserved.
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