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Key messages

- Coronavirus: v-shaped recovery in China from current standstill remains our base case assumption
- Spill-overs from China and the current outbreak in Europe will weigh on growth in Eurozone and Switzerland

- In the short-term, lower energy prices result in lower headline inflation numbers in the US and Switzerland

Comparison of forecasts

GDP 2020 GDP 2021 CP1 2020 CPI 2021

Swiss Life AM | Consensus | Swiss Life AM | Consensus | Swiss Life AM | Consensus | Swiss Life AM | Consensus

us 1.7% 1.9% 1.8% 2.0% N 2.1% N2 2.0% N2 2.1% 2.1%
Eurozone ‘ 0.8% N2 0.9% N2 1.1% 1.2% 1.2% 1.2% N2 1.4% 1.4%

Germany ‘ 0.5% N2 0.9% 1.1% 1.1% N 1.2% 1.4% N2 1.4% 1.5%

France ‘ 0.9% NZ 1.1% % 1.1% 1.2% 1.4% 1.3% N 1.4% 1.3%
UK ‘ 1.0% N2 1.1% 1.3% 1.5% N 1.5% 1.6% N2 1.8% 1.9%
Switzerland ‘ 1.2% N2 1.3% 1.2% 1.3% 0.1% 0.3% 0.6% 0.7%
Japan -0.5% 0.3% 2 0.8% N 0.8% 0.6% 0.6% 0.3% 0.6%
China 5.4% N2 5.6% 2 5.8% N 5.8% N 3.4% 3.2% N 2.0% 2.2%

Arrows indicate difference from previous month
Source: Consensus Economics Inc. London, 10 February 2020

Chart of the month

Manufacturing Purchasing Managers' Index - new export orders There is no doubt that the coronavirus outbreak will
651 hit China’s economy sharply in the first quarter 2020.
o0l We expect spill-over effects on the global economy

through exports, global supply chains and tourism,
551 particularly for Asian economies with close ties to
s0t China. Some pessimism associated with the corona-

virus outbreak is already visible in the new export order
45 sub-component of the February Purchasing Managers’
401 Index. A decline was reported in Germany, Japan and
i the US. We expect a further deterioration after the re-
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US
Lower oil prices a mixed blessing

GDP growth

Swiss Life Asset Managers Consensus
2020: 1.7 % 2020: 1.9%
2021:1.8% 2021:2.0%

The US is the only major economy for which we did
not downgrade the growth forecast following the out-
break of the coronavirus epidemic. At the time of writ-
ing, the spread of the virus is contained in the US, and
the biggest negative impact will likely stem from sup-
ply chain disruptions that might prove temporary.
Also, exports to China as a share of GDP are almost
negligible at around 0.6% of GDP. Lower oil prices, a
result of collapsing demand out of China, are a mixed
blessing. On the one hand, it exacerbates the troubles
of the cash-strapped shale industry and reinforces our
out-of-consensus view that business investment will
not pick up in 2020. On the other hand, US consum-
ers” wallets will get a decent relief from lower gasoline
prices. Cyclically, we still see the US economy in a mild
downturn, reflected in our below-potential growth
forecast of 1.7% for the full year. The start to the year
has been rather sluggish, with weak retail sales and a
decline in industrial production, partly a result of Boe-
ing’s production shutdown for the 737 MAX aircraft.
Survey data have been mixed as well. Upbeat regional
surveys are contrasting with a decline in the Markit
manufacturing PMI (Purchasing Managers’ Index) in
February. Meanwhile, the services PMI surprisingly
dropped to 49.5, which is below the 50-points expan-
sion mark and thus the lowest level in more than six
years.

Inflation

Swiss Life Asset Managers Consensus
2020: 2.1% 2020: 2.0 %
2021:2.1% 2021:2.1%

The significant drop in oil prices will have a bigger im-
pact on headline inflation in the US than in other de-
veloped markets as US gasoline prices are more sensi-
tive to crude prices since tax rates are very low.
Together with a relatively strong USD, this leads us to
downgrade our 2020 US inflation forecast by 10 basis
points. Headline inflation likely reached a local peak in
February at 2.5%, before it will likely moderate again.
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Eurozone
Coronavirus on the rise

GDP growth

Swiss Life Asset Managers Consensus
2020: 0.8% 2020: 0.9%
2021:1.1% 2021:1.2%

The latest developments make it clear that the corona-
virus will hit Eurozone economic activity, at least tem-
porarily. Lower export demand from China, supply
chain disruptions and a decline in tourism all nega-
tively impact economic growth. With the virus spread-
ing in Italy at the time of writing, counteracting
measures will have an additional, direct effect there.
Also, the risk of a further spreading within Europe has
clearly risen. Under these circumstances, uncertainty
around any forecasts is high. We base our forecasts
only on information currently available, without tak-
ing guesses about where and when the virus will spread
next. This approach warrants downward revisions of
first-quarter GDP growth of export-oriented Germany
and of now directly-affected Italy. We expect Italy’s
GDP to contract in the first quarter. As Italy already
reported negative real GDP growth in the final quarter
2019, Italy will slide into a technical recession. A fur-
ther escalation of the coronavirus situation poses a ma-
jor downside risk to our Eurozone outlook. Our
growth forecasts for 2020 and 2021 are currently
slightly below consensus. Compared to consensus, we
especially see a slower pick-up in underlying momen-
tum in Germany. The Eurozone thus needs to find
ways to support domestic demand. In the current in-
terest rate environment, it should use its fiscal room
more decisively.

Inflation

Swiss Life Asset Managers Consensus
2020: 1.2% 2020: 1.2%
2021:1.4% 2021:1.4%

Growth dynamics are insufficient to exert upward
pressure on inflation. Only six member states with a
weight of less than 6% of the Eurozone’s GDP currently
report inflation rates of 1.8% or above. Wage growth,
the most important driver of domestic inflationary
pressures, has started to moderate as of late. In the
short-term, this might be compensated by rising im-
port prices due to past euro depreciation.
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Germany
Recovery further postponed

GDP growth

Swiss Life Asset Managers Consensus
2020: 0.5% 2020: 0.9 %
2021:1.1% 2021:1.1%

The February issue of the consensus forecasts pub-
lished by Consensus Economics Inc. highlights the un-
certainties around the outlook for Europe’s biggest
economy. According to this poll, the forecasts for 2020
GDP growth range from 0.2% to 1.4%. This is an unu-
sually wide divergence among the 27 institutions par-
ticipating in the survey. With our current forecast of
0.5% growth, we belong to the most prudent fifth of
the sample. Our forecast is down from 0.6% previously,
due to a negative impact of the coronavirus. Incoming
business sentiment indicators do not yet fully reflect
the damaging impact of the coronavirus outbreak. In
our view, the tentative recovery of Germany’s indus-
trial sector will at least be temporarily interrupted,
meaning that the manufacturing sector’s Purchasing
Managers’ Index is set to remain in contraction terri-
tory for a few more months. According to the most re-
cent ifo survey, business expectations in the trade and
services sectors declined in February. If the coronavirus
remains a temporary phenomenon, Germany’s econ-
omy is likely to experience a v-shaped recovery in the
second half of 2020 at the latest, kick-started by low
global manufacturing inventory levels. Nevertheless,
we expect sub-potential growth and elevated uncer-
tainty in the corporate sector to result in a gradual rise
in unemployment in the course of 2020. Germany has
ample fiscal room to manoeuvre, but the lack of polit-
ical leadership increasingly appears to be an additional
drag on economic sentiment.

Inflation

Swiss Life Asset Managers Consensus
2020:1.2% 2020: 1.4%
2021:1.4% 2021:1.5%

Headline annual inflation is likely to reach 1.7% in Feb-
ruary, the highest rate since April 2019, when inflation
temporarily exceeded 2%. In our base case, the February
reading marks the peak over the entire forecast hori-
zon until end of 2021. We expect inflation to drop be-
low 1.0% for the period between April and October
2020.
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France
Labour market reforms bear fruit

GDP growth

Swiss Life Asset Managers Consensus
2020: 0.9% 2020: 1.1 %
2021:1.1% 2021:1.2%

Real GDP contracted by -0.1% in the final quarter
2019, mainly driven by an inventory drop. Therefore,
“inherited growth”, or the resulting annual growth
number through 2020 that we would observe if each
quarter's growth were zero this year, fell to just 0.2%.
We expect a rebound in the inventory component to
contribute positively to growth in the first half 2020.
Meanwhile, French services and luxury goods indus-
tries are likely to suffer from falling demand related to
the uncertainties caused by the coronavirus. The net
impact resulting from the above-mentioned develop-
ments is slightly negative in our view and warrants a
downward revision to the 2020 GDP growth forecast
from 1.0% to 0.9%. On a more encouraging note, the
French unemployment rate continued to decline in the
final quarter 2019. At 7.9%, it is now at its lowest level
since 2008. Apparently, labour market reforms under-
taken by president Macron and his predecessor Hol-
lande are bearing fruit. According to the Banque de
France, business sentiment improved in February, re-
covering from a temporary hit by the strikes in Decem-
ber 2019. Consumer confidence improved steadily over
the past twelve months, suggesting robust private do-
mestic demand. In contrast to 2019, the fiscal impulse
in France is expected to be negative in 2020, according
to IMF projections. Yet, fiscal measures to support
businesses remain a likely response, should the exter-
nal shock in the form of the coronavirus become a
more significant drag than currently assumed.

Inflation

Swiss Life Asset Managers Consensus
2020: 1.4 % 2020: 1.3%
2021:1.4% 2021:1.3%

We leave the inflation forecast unchanged as the pass-
through of lower crude oil prices is comparably small
in France due to the high tax share in the retail price
for heating oil and gasoline. Even if there was a small
impact on headline inflation stemming from falling
energy prices, this would be offset by higher import
prices for other goods due to the weak euro.
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UK
All eyes on the budget

GDP growth

Swiss Life Asset Managers Consensus
2020: 1.0% 2020: 1.1 %
2021:1.3% 2021:1.5%

The UK economy has started well into 2020, confirm-
ing our view of a cyclical turning point after a lost year
in 2019. The latest retail sales and employment growth
data came in well above expectations. Also, Purchasing
Managers’ Indices (PMI) shrugged off any coronavirus
fears in their February release as manufacturing senti-
ment increased further, driven by higher output and
new orders, while the services PMI stabilised well
within expansionary territory. The UK is indeed less ex-
posed to external demand from China than the Conti-
nent, but the current coronavirus outbreak in Italy and
the extended weakness of the German economy still
threaten to spill over to the UK. This is why we have
revised down our 2020 GDP growth forecast margin-
ally to 1.0%. This is still higher than growth in Ger-
many or France, for the simple reason that the UK is
the only major European economy besides the Nether-
lands to pursue significant fiscal stimulus in 2020. The
extent and the exact measures will be revealed on 11
March at the presentation of the budget. It is generally
expected that measures will include a “tax cut” by rais-
ing the threshold to pay National Insurance, spending
targeted at “left-behind regions” as well as infrastruc-
ture investment. Spending increases are now more
likely than before as Sajid Javid has been pushed out of
the government and replaced by the allegedly more “ex-
pansionary-minded” new Chancellor Rishi Sunak.

Inflation

Swiss Life Asset Managers Consensus
2020: 1.5% 2020: 1.6 %
2021:1.8% 2021: 1.9 %

In line with our expectation, headline inflation re-
bounded strongly in January, from 1.3% to 1.8%, indi-
cating that the previous month’s print was an outlier.
We expect, however, somewhat weaker headline infla-
tion for the rest of the year. Lower gasoline prices will
likely weigh on the February print, and wage growth
has been moderating since mid-2019, indicating less
domestic inflationary pressure for the time being.
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Switzerland
Renewed exchange rate concerns

GDP growth

Swiss Life Asset Managers Consensus
2020: 1.2% 2020: 1.3 %
2021:1.2% 2021:1.3%

Assessing short-term current growth dynamics in Swit-
zerland is extremely difficult. In contrast to most other
economies, we still do not have an official estimate for
fourth-quarter 2019 GDP growth. Ahead of the release
of preliminary data on 3 March, we lowered our esti-
mate for fourth quarter GDP growth from 0.25% to
0.15% in response to disappointing data from neigh-
bouring economies. Meanwhile, a poll conducted at
the start of the year in the machinery, electrical and
metal industry, the sector which was hit hardest by
weaker global trade dynamics, suggests a stabilisation
or even a slight improvement in business activity. Yet,
a turnaround may be further postponed. The impact
of the coronavirus via export demand and tourism war-
rants a downward revision of our growth forecast for
the first quarter 2020. Foreign exchange rate develop-
ments are a further channel through which we expect
the epidemic to have a negative economic impact. Rel-
ative to the euro, the Swiss franc has appreciated by
more than 5% from year ago levels. It remains to be
seen whether this appreciation proves to be sustaina-
ble. As we assume a v-shaped rebound in activity in
China during the second quarter, most of the losses in
manufacturing output could be offset later in the year.
Losses in the services industries, and most importantly
in tourism, are unlikely to be fully compensated.

Inflation

Swiss Life Asset Managers Consensus
2020: 0.1% 2020: 0.3%
2021: 0.6 % 2021:0.7%

The novel coronavirus outbreak led to lower energy
prices and lower import prices due to a stronger Swiss
franc. Both are likely to result in weaker headline infla-
tion numbers in the short-term. Depending on the fu-
ture development, bottlenecks in the global supply
chain could result in higher producer and consumer
prices later in the year.
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Japan

Technical recession likely

GDP growth

Swiss Life Asset Managers Consensus
2020:-0.5% 2020: 0.3 %
2021:0.8% 2021: 0.8 %

A stream of negative news has led to a massive down-
ward revision of our Japan 2020 GDP forecast from
0.3% to -0.5%. First, Japanese GDP numbers for the
fourth quarter came as a shocker. Despite encouraging
news from business surveys that Japan was digesting
the October 2019 consumption tax hike relatively well,
GDP dropped by 1.6% quarter-on-quarter, more than
we and any of the 24 economists polled by Bloomberg
had expected. Consumers essentially went on strike,
and business investments plunged as well. If we com-
pare the boom-and-bust cycle in consumption just be-
fore and after the tax hike, the 2019 tax hike was al-
most as severe as the 2014 hike, even though the latter
was less steep. Second, the coronavirus is spreading to
an extent in Japan that has started to spook the popu-
lation as well as markets, with seemingly unrelated
cases popping up across the country. At the time of
writing, Japan was the fourth-most affected country in
terms of confirmed coronavirus cases. This is adding
to an already bleak outlook due to weak external de-
mand and a drop of tourists out of China. In February,
Purchasing Managers’ Indices declined significantly in
both the manufacturing and services sector, driven by
the forward-looking new orders components. Hence,
we expect Japan to be in a technical recession, defined
as two consecutive quarters with declining GDP.

Inflation

Swiss Life Asset Managers Consensus

2020: 0.6 % 2020: 0.6 %
2021:0.3% 2021: 0.6%

Japanese headline and core inflation have been on an
upward trend since October 2019, when then con-
sumption tax was raised. It thus seems that higher
taxes are only very gradually passed to consumer
prices, as compared to 2014 when the tax hike led to
an immediate spike in inflation. We expect headline in-
flation to fluctuate between 0.5% and 1.1% in the first
half of this year before moderating again due to a lack
of inflationary pressure as a result of weak economic
momentum and sluggish wage growth.
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China
Coronavirus hits first quarter

GDP growth

Swiss Life Asset Managers Consensus
2020: 5.4% 2020: 5.6 %
2021:5.8% 2021:5.8%

The coronavirus outbreak is likely to bring a large
slump in China’s first-quarter GDP. The current coro-
navirus outbreak will likely have a much larger impact
on China’s economy compared to the 2003 SARS out-
break. First of all, the fear factor among Chinese citi-
zens has a dramatic effect on people’s mobility, leading
to a slump in tourism, retail sales, entertainment activ-
ities etc. Hence, the services sector, which nowadays ac-
counts for a much larger share of GDP compared to
2003, will get a substantial hit. Second, Chinese
measures to limit the spreading have been much larger.
20 provinces, accounting for 77% of economic output,
extended the Chinese New Year holiday by an addi-
tional week. Moreover, migrant workers were re-
quested to complete a quarantine period of two weeks,
meaning that production will only gradually be re-
sumed. Therefore, we expect China’s first-quarter year-
on-year GDP growth to slow down to 3.8%, from 6%
previously. However, as we expect the number of in-
fected patients to peak in the first quarter this year, the
slump should be followed by a v-shaped rebound in the
second quarter due to pent-up demand. As the re-
bound will not fully compensate the losses suffered in
the first quarter, especially in the services sector, we re-
vise down our full-year 2020 GDP forecast to 5.4%,
from 5.9% previously.

Inflation

Swiss Life Asset Managers Consensus
2020:3.4% 2020:3.2%
2021:2.0% 2021:2.2%

Inflation in January soared to 5.4%, mainly driven by
the difference of timing of the Chinese New Year,
which took place in February in 2019 but in January
this year. As this distortion should reverse in February,
we expect inflation to decelerate in the upcoming read-
ing. Meanwhile, the impact of the coronavirus should
be rather muted. Disruptions to transport and supply
shocks exert upward pressure on prices, while weak de-
mand for recreation, transportation and housing
should counterbalance this effect.

Editorial deadline: 25.02.2020 - Page 5/6



Economic Research

Marc Briitsch
Chief Economist
marc.bruetsch@swisslife.ch

3 @MarcBruetsch

Josipa Markovic
Economist Emerging Markets

Damian Kiinzi
Economist Developed Markets
damian.kuenzi@swisslife.ch

Francesca Boucard
Economist Real Estate

francesca.boucard@swisslife.ch

S @f boucard

josipa.markovic@swisslife.ch

Rita Fleer
Economist Quantitative Analysis
rita.fleer@swisslife.ch

If you have any questions or if you would like to subscribe to this publication,
please send an email to: info@swisslife-am.com.
For more information visit our website at: www.swisslife-am.com

W in X

Released and approved by Swiss Life Asset Management Ltd, Zurich

Swiss Life Asset Managers may have acted upon or used research recommendations before they were published. The contents of this document are based upon sources
of information believed to be reliable but no guarantee is given as to their accuracy or completeness. This document includes forward-looking statements, which are
based on our current opinions, expectations and projections. We undertake no obligation to update or revise any forward-looking statements. Actual results could
differ materially from those anticipated in the forward-looking statements.

France: This publication is distributed in France by Swiss Life Asset Managers France, 153 rue Saint-Honoré, 75001 Paris to its clients and prospects. Germany: This
publication is distributed in Germany by Corpus Sireo Real Estate GmbH, Aachenerstrasse 186, D-50931 Kéln, Swiss Life Asset Managers Luxembourg, Niederlassung
Deutschland, Hochstrasse 53, D-60313 Frankfurt am Main and Zeppelinstrasse 1, D-85748 Garching b. Miinchen and BEOS AG, Kurfiirstendamm 188, D-10707
Berlin. UK: This publication is distributed by Mayfair Capital Investment Management Ltd., 55 Wells St, London W1T 3PT. Switzerland: This publication is distrib-
uted by Swiss Life Asset Management Ltd., General Guisan Quai 40, CH-8022 Zurich.

© Swiss Life Asset Management Ltd. - Perspectives - Economics Editorial deadline: 25.02.2020 - Page 6/6



