National Bank of Greece | Economic Research Division

OF GREECE

Global Economic & Markets
Factbook

July 17, 2017 | Issue 12: 2017/17

Global Markets Team

llias Tsirigotakis Panagiotis Bakalis
( 2103341517 ( 2103341545
* tsirigotakis.hlias@nbg.gr  * mpakalis.pan@nbg.gr

Lazaros loannidis
( 2103341553
* joannidis.lazaros@nbg.gr

Vasiliki Karagianni
( 2103341548
* karagianni.vasiliki@nbg.gr

See Disclosures & Analyst Certification on page 82




NBG Economic Research | Global Economic & Markets Factbook

Real GDP Growth (%)

Global growth momentum remains strong, according to leading business and consumer confidence 5015 2016 2017f
indicators. In contrast, inflation is weaker than expected, due to lower energy prices, declining
inflation expectations and modest wage pressures. European political uncertainty abated following us 2,6 1.6 2.1
the outcome of the French elections, but could re-surface (due to Brexit and the possibility of new Euro Area 19 L7 20
UK elections, and Italy). The ongoing investigation regarding Trump-RussiaFBI could cause delays UK 22 18 16
to the regulatory and fiscal agenda of the US Administration. Japan 11 10 15
China 69 67 66
Regarding the short-term outlook (H2:2017), US GDP is expected to accelerate towards potential "Seasonally adjusted YoY growth rate
. q 5 g 5 Source: NBG Research, IMF, Bloomberg
output of 2%. Accommodative fiscal policy, if it occurs, will not be before 2018. In the euro area,
robust growth momentum will expand across countries. In Japan, above-trend growth will likely be Inflation (%)
sustained due to fiscal support and a favorabl e ol 2016 2017]{0
in the global economy, as deteriorating economic data, increasing inflation and post -election
uncertainty complicate the outlook. In China, GDP is expected to remain at c. 6.5%. Moreover, us 01 13 21
stabilizing capital outflows and a strong RMB pEuroArea 00 02 15
bankingdé activities and promote financial stabiUK 00 07 27
Japan 0,8 -0,1 0,7

Monetary policy appears to turn more hawkish despite moderate inflation. The Fed will adhere to China 1.4 20 24
?ts gradual policy t?ghtening, rais_ing interest rates and reducing its balapce sheet. The ECB dropped earto-year average % change
its Oeasingd6 bias on rates and is ready t 0 r ed Usoure NBGResearch, IMF, Bloomberg
during 2018. The Bank of England may be tempted to remove part of the post-referendum _
accommodati on, while the Banpki looft 6J awiaunme targetisly yrieerPolicy Rates (%)
regime. Finally, the PBOC will continue with it 2015 2016 2017f
deteriorate significantly. US 050 075 150

.. . . . . . . . . Euro Area 0,05 0,00 0,00
Equities continue to offer superior total return potential relative to fixed income, albeit remaining UK 050 025 025
vulnerable, as their valuations are high and upward revisions to earnings are plateauing. We remain ’ ’ ’

. . . . . Japan 0,10 -0,10 0,00
cautious regarding Government bonds, as nominal yields are expected to increase due to ch 150 150 150

Ina s ' ,

tightening by central banks. We assign a low likelihood to corporate bond spreads tightening

further from current levels. O/W Cash. *End of period forecast
Source: NBG Research, IMF, Bloomberg
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United States

A US GDP is expected to accelerate towards 2%-2.5% in Q2:17, following a weak outcome in Q1:17 (1.4% qoqg saarn, mainly due to
transitory factors. Indeed, private consumption recovered in recent months and consumer confidence remains robust. Furthermore,
spending will continue to benefit from strong labor income and rising wealth. Ho u s e h et wbrshdo disposable income reached an
all-time high of 662% (long-term average of 528%), further arguing in favor of consumption prospects. The household saving rate has
declined by 1.0 pp yoy to 5.1% in Q1:17, as households are willing to maintain spending at current levels (private consumption: +3.0%
yoy in Q1:17 vs 3.1%in Q4:16) in line with improving consumer confidence.

A Moreover, business investment strengthened in Q1:17 (+11.4%qoq saar & the strongest in five years). Manufacturing output data in
April/May and business surveys (ISM) suggest that the positive momentum has carried over into Q2.

A Residential investment remains solid (13.7%qgoq saar d the strongest since Q2:15). The recovery of the housing market could be at risk if
mortgage rates rise further (30Yr fixed mortgage rate stands at 4.22%, up 60 bps since September 2016). House prices continu&
increase strongly (the S&P/CaseShiller 20 at 5.7% yoy) and, as a result, a range of house valuation metrics appear stretched éal estate
wealth to income, price to rent) (see page 12).

A Expectations for deregulation and a looser fiscal policy (via tax cuts, infrastructure spending) have reversed in recent monhs due to the
perceived difficulty of the new Administration to pass its policy agenda. Recall that fiscal room is limited. The US FederalDebt stands at
77% of GDP, while at the level of general government, which adds the debt of the states and local authorities, the debt stands at 108%
of GDP.

A Note that bank lending growth has decelerated in recent months, with banks reporting weaker demand in Q1:17 (Senior Loan Officer
Opinion Survey). Indeed, total bank loans decelerated to 3.7% yoy in June, from 5.8% yoy in January and 8% yoy in September02.6.

A Labor market data remain consistent with the view of fundamental strength for the US economy. Nonfarm payrolls (NFPs) averagel
194k in Q2 (166k in Q1:17 & 187k in 2016). The unemployment rate stands at 4.4%, close to a 1ear low of 4.3% (0.2pps below the
Fedds estimate for NAIRU). However, even though | abor market

A In that context, inflation has moderated, down by 0.8 pps during the past three months (both Core PCE & PCE at 1.4% yoy in May).
However, the Fed, whose policy is based on longterm trends, remains confident that inflation will reach the target of 2% by Q4: 2018.

A As aresult, the Fed increased rates in June by 25 bps to 1.25%, and confirmed the projections for the future path of the fedral funds
rate (3.0% by end-2019). The Fed is likely to start unwinding its balance sheet later this year, via a gradual reduction in reinestments of
its Treasury ($2.5tn) and agency MBS holdings ($1.8tn).

A The recovery in corporate profitability and higher risk appetite (P/E re-rating) has led the S&P500 to an alFtime high in H1:2017 (+8.2%).
However,thesocal | ed O0Trump tradeso6 (Financials, Small caps, Valbbo®)
in NEER terms YTD), due to diminishing hopes for aggressive fiscal policies and revised expectations for significantly lowedSlong-term
rates (10Yr yield down by 10 bps YTD to 2.356).
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The slowdown in retail spending in Q1 is expected to prove transitory, with elevated consumer confidence

—— University of Michigan Consumer — Retail Sales (3m/3m change annual)
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Investment appetite remained robust in Q2

New York Fed Empire Manufacturing Survey
- Philadelphia Fed Business Outlook Survey
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GDP picked up in Q2 on the back of a normalizing in private consumption

US Real GDP Growth 2015 Q116 Q2:16 Q3:16 Q4:16 2016 Q1:17 Q2:17e Q3:17e Q4:17e 2017e

GDP (YoY) 2,6 1,6 1,3 1,7 2,0 1,6 2,1 2,3 2,0 1,9 2,1
GDP QoQ saa - 0,8 1,4 3,5 2,1 - 1,4 2,4 2,0 2,0 -
Private consumption (QoQ saar) 3,2 1,6 4,3 3,0 35 2,7 11 25 2,0 2,0 2,4
Government consumption (QoQ saar) 1,8 1,6 -1,7 0,8 0,2 0,8 -0,9 0,7 0,7 0,7 0,1
Investment (QoQ saar) 4,0 -0,9 -11 0,1 2,9 0,7 11,0 4,3 3,8 3,6 4,7

Residential (QoQ saar) 11,7 7.8 -7,8 -4,1 9,6 49 12,9 5,0 5,0 4,5 57

Non-residential (QoQ saar) 2,1 -3,4 1,0 1,4 0,9 -0,5 10,4 5,3 3,4 3,4 4.6
Inventories contribution (QoQ saar) 0,2 -0,4 -1,2 0,4 1,0 -0,4 -1,1 -0,1 0,2 0,2 -0,1
Net Exports contribution (QoQ saar) -0,7 0,0 0,2 0,9 -2,0 -0,1 0,2 -0,3 -0,3 -0,4 -0,3
Exports (QoQ saar) 0,1 -0,7 1,8 10,0 -4,5 0,4 7,0 2,3 2,3 2,3 3,0
Imports (QoQ saar) 4,6 -0,6 0,2 2,2 8,9 1,1 4,0 3,9 3,8 4,0 4,4

Source: BEA, Bloomberg, NBG estimates

GDP Contributions (%) GDP Forecast Evolution Output Gap
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Labor market tightening continues unabated

Long-term Unemployed as % of Total Unemployed (left) %

People Per Job Opening Thdex %

50 - - 8,0
Part-time for Economic Reasons as % of Total . 75
10 - 10 45 - Employment (right i 7’0
9 - -9 - 65
- 6,0
8 - -8 - 55
- 5,0
7 - -7 - 45
- 4,0
6 - 6 - 35
- 3,0
5 - 5 - 25
15 T T T T T T T T T T T T T 210
< D O I 0 O O 4 N MO I 0 O I~
4 -4 25888858888 ¢g¢s
N N N N N &N N N N N N N N N
3 - pre-crisisaverage -3
% —— Quit Rate: Number of Workers leaving their Jobs %
2 -2 275 - Voluntarily as % of Total Employment - 275
1 - -1 2,50 A - 2,50
O T T T T T T T T T T T T T T T T 0 2’25 i pre—crisisaverage i 2'25
I N MM g IO O N~ 0 O O 14 N M T IO O© I~ e Y lma, . apagd® VHE Tl o o o o o e -
OO QO Q00000 dddddodododd 200 - 200
O O O O O O O O O O O o o o o o o ’ ’
N N N N N AN AN NN NN NN ANANANN O s T et L e M O
) 1,75 - period-average - 1,75
Index: Total Number of Unemployed plus People not in Labor
Force but who want a job now divided by Total Number of Job 1,50 - 1,50
Openings. US Recessions in shaded areas ) )
Source: US Bureau of Labor Statistics, NBER, NBG Estimates 1.25 1 - 1.25
1,00 T T T T T T T T T T T T T T T T 1,00
I N M S IO O~ 0 O O 1 N M T 1 © N~
O O O O O OO0 0 OO0 A d A A A oA A
O O O OO O O OO OO0 O o o o o o
AN AN AN AN AN AN AN AN AN AN AN AN NN AN NN

Labor Market United States Global Economic & Markets FactBook, July 2017 | NBG Economic Researchp.8




The unemployment rate is at multi year lows (4.4%)
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Unemployment Rate (left, inverted)
—— Employment Growth (right, YoY)
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The housing market recovery remains strong, so far

Prices

—— S&P Case/Shiller 20 (YoY)
———FHFA Index (YoY)
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Rising house valuations and improving labor market conditions led mortgage delinquencies & foreclosures to

multi -year lows

Subprime (left) %

% % === Real Estate Wealth to Disposable Income (%, left)
30 - ~——Prime (right) - 8 275 - ——— Price to Rent index (Q1:87=100, right) - 250
28 - —— Price to Disposable Income (Q1:87=100, right) L 225
S 26 - -7 250 -
8 8 o4 | ) - 200
2 g " 225 -
g2 22 - - 175
Ss 20 5
= = i i 200 - 150
ol 18 - longrterm average
g— (@] 16 - 4 - 125
c - T 175
e 14 - 3 r 100
A L
12 - Data as of Q4:T 150 - 75
10 T T T T T T T T T T T T T T 2
q‘ LD w ’\ w m o — N m q‘ LO @ '\ 125 T T T T T T T T T T T T T T 50
ool ool 2883 L€L8 I3 L83IYI Y
C C T 6 CCGCBCC T T B T
S>S>>>5>>5>>5>>>>> 233 3T ZFT3ARIRILKIIRIRRER
% ----SU_bprirTje (left) % 230 - - Housing Affordability Index 930
18 - = === Prime (right) -4 4 ¢ KS Ay R SwhethefaltypicuNahiycould qualify
’ 210 - fora mortgage loan on a typical home. A typical home is - 210
° 16 - e \, defined as the national mediapriced, existing single
> 3 14 ,’,’ \ f"\\\ 3 190 familyhome. A value of 100 means that a family with the - 190
2 = ] Y “\ i 170 median income has exactly enough income to qualify 170
n o 12 - ’ 1 W | mortgage on a mediahJNA OS R K2 Y S ¢ i
O = [ W
50 1 -\\\ 150 - - 150
@ = 10 1 / ! s r 2 longrtterm average
88 8 - [ RN 130 7 - 130
o 1 SN 110 - - 110
L s 6 - 1/ S F 1
4 D e 90 - - 90
- -
M Data as of Q4:16 20 _—
2 ——T—T—T—T—7——7 71— 1 11 0 Source:National Association of Realtors
q‘ LD Lo '\ m m O ‘_| N m q‘ Ln o ’\ 50 T T T T T T T T T T T T T T T T T T 50
R Liiabs5aB5Ea 2852285838858 2885
T CC B CCCGCBC T T T G
S>5>>5>5>5>5>5>5>>>>> 222333232 Z3Z3Z2RRARIKIKRKKKR
Source: Mortgage Bankers Association, Delinquencies are the total of 30, 60

and 90 days past due mortgage loans

Housing Market United States Global Economic & Markets FactBook, July 2017 | NBG Economic Research.12




Firmer global economic activity and a weaker USD €5.6% in NEER terms YTD) supported US exports so far in

2017
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Elevated debt levels limit room for fiscal maneuver. The Federal budget deficit increased for the F! time since

2009 in FY:16, to 3.2% of GDP and the CBO expects it to be 3.6% of GDP in FY:17

US Federal Government Deficit (inverted, right)
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The S&P 500 is at alitime highs, with strong EPS recovery

%

) ; Priceto-earnings Ratios EPS Estimates
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US Sectors Valuations
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Monetary tightening expectations have driven up short -term yields YTD (2Yr: +18 bps to 1.4%), albeit longer

term rates have failed to pick up, leading the 10/2 spread to post US election lows (98 bps)

US Treasurie¥ield Curve
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Corporate bond spreads continue to benefit from yield hunting, with HY down by 44 bps YTD despite a rise in

the energy sector due to lower oil prices (+75 bps)
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Euro Area

A Euro area economy GDP increased by a robust 2.3% qoq saar in Q1:17. The recovery has broadened, with growth dispersion among
countries and sectors (industry, construction, services)at very low levels.

A Growth should remain resilient on the back of solid domestic demand, against the backdrop of accommodative financial conditio ns and
slightly expansionary fiscal policy. Favorable external demand adds to the positive outlook. Political concerns have eased cosiderably
foll owing the French Presidenti al el ections. However , Owralluforc e s ¢
FY:2017, GDP growth is expected to be close to 2.0%, from 1.7% in FY:2016.

A The virtuous cycle of private consumption and job creation remains. Consumer confidence reached a 16year high of -1.3 in June (-t
average of -13.1), while retail sales data suggest that private consumption maintains its positive momentum (0.7 pps contribution in Q1
GDP). The household saving ratio hovers close to multiyear low levels (12.3% in Q1:17), facing downward pressures mainly fromdw
interest rate levels.

A Business investment remains strong at 5.3%qoq saarin Q1:17, following a particularly strong 14.3% goq saarin Q4:16, on the back of
favorable demand conditions and low financing costs. Elevated manufacturing PMIs (at a 6year high in June) leave room for optimism
that the momentum has carried over into Q2.

A The fiscal stance is expected to ease slightly, primarily due to a combination of policies involving personal and income taxrelief, as well
as higher spending initiatives in Germany, France and Italy. Specifically, the cyclicalladjusted primary surplus is expected to narrow to
0.7% in 2017 from 0.9% in 2016 and 1.0% in 2015, according to IMF estimates (April 2017).

A The recovery continues to find support from the credit cycle, with euro area bank loans to the private sector increasing by 2.6%yoy in
May, c¢close to the highest pace since May 2009. The ECB6s Bank L
buoyant in Q2:17 across all loan categories (enterprise loans, mortgages and consumer credit), benefiting from low interest iates.

A The unemployment rate, albeit still elevated, stood at 9.3% in May, an 8year low, having reversed more than half of the post-crisis rise
(+4.8 pps, with a peak of 12.1% in mid-2013). More importantly, the declining trend continues amid rising labor force participation rates
(64.2% in Q4:16 from 63.5% in Q1:13).

A Strong labor supply (resulting, ceteris paribus, in less wagenegotiating power), commodity -driven shocks and falling import pri ces are
partly related to weak underlying price pressures. Core CPI rose by 1.1% yoy in June (CPI: 1.3% yoy) and has remained clogelt%
during the past three years. Wage growth was modest at +1.5% yoy in Q1:17, unchanged from Q4:16.

AThe ECB acknowledged the i mproved growth outlook (o0balancedo6 ri
interest rate bias. It estimates that deflation is now unlikely. We expect the ECB to announce in September/October that QE vill be
scaled back (from G60bn/month to a lower pace during H1:2018, followed by a tapering to zero during 2018).

A Euro area equities gained ground in 2017 (+9.1%YtD), especially postFrench elections, supported also by solid corporate earnings
recovery (+22% yoy for 2017). The euro has appreciated significantly (+3.4% in NEER terms), supported by strong economic grotin,
declining political risk premia and the expectations for a tighter monetary policy.
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Business & consumer confidence indicators suggest the build-up of economic momentum
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GDP growth in Q2:17 is expected to have remained solid at 22.5% qoqg saar

EA Real GDP Growth 2015 || Q1116 Q2:16 Q3:16 Q4:16 2016 || QL:17 Q2:17e Q3:17e Q4:17e 2017e

GDP (YoY) 1,9 1,7 1,6 1,8 1,8 1,7 1,9 2,1 2,1 2,1 2,0
GDP (QoQ saar) - 2,1 1,4 1,8 2,1 - 2,3 2,2 1,8 1,9 -
Private consumption (QoQ saar) 1,8 29 1,7 1,6 1,7 2,0 1,4 1,8 1,8 1,8 1,6
Government consumption (QoQ saar) 1,3 3,0 1,1 0,4 1,2 1,8 1,4 15 15 15 1,3
Investment (QoQ saar) 3,0 1,9 4,8 -0,1 14,3 3,4 53 3,5 3.3 3.3 55
Inventories contribution (QoQ saar) -0,1 -1,2 -0,4 0,5 1,6 0,0 0,3 0,0 0,0 0,0 0,4
Net Exports contribution (QoQ saar) 0,2 0,8 -0,3 0,3 -3,4 -0,4 -0,1 0,1 -0,2 -0,1 -0,6

Exports (QoQ saar) 6,0 15 51 1,8 6,8 2,9 4.8 4,0 3,6 3,2 4.4

Imports (QoQ saar) 6,1 -0,2 6,4 11 16,1 4,2 5,3 4,0 4,2 3,7 6,3

Source: Eurostat, Bloomberg, NBG Estimates
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Growth dispersion among EA countries is at its lowest level since the introduction of the euro
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The economic recovery has led the unemployment rate to an 8-year low (9.3%). Thedivergence on a country-

by-country basis, albeit narrowing, is still wide (Germany. 3.9%,Spain: 17.7%)
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Underlying price pressures remain subdued, with core CPI persistently close to 1.0%oy during the past 3

years
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Support from the credit cycle continues, with loan growth to the private sector at 2.6% yoy in May

Private Debt* as % of GDP
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The ECB Bank Lending Survey for Q2 suggests credit appetite remains strong, due to low interest rates, with

credit standards in easing mode for all types of loans

Net % of Banks reporting tightening in Credit Standards Net % of Banks reporting stronger demand for: I
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The appreciation of the euro in Q2 (+4.0% in REER terms), if sustained, could pose challenges to euro area

exports
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The euro area fiscal stance is expected to ease modestly in 2017, with the cyclicalhadjusted primary balance

at +0.6% of GDP from +0.9% of GDP in 2016, according to the IMF
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The improved economic outlook and a cautiously hawkish tilt in ECB statements has led markets to gradually

revise up their expectations for interest rates in the medium term
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The ECB scaled back the pace of QE purchases t@60bn/month as of April 2017 (from G80bn/month,

previously) and could announce a further reduction in September/October

ECB's Balance Sheet Assets
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