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Summary

Global - Following 3.0% growth in 2017, global economic
momentum is picking up further. We expect global output to
expand 3.2% in 2018.

Eurozone - GDP growth in 2017 marked the highest in over a
decade. Nevertheless, a strengthening euro is likely to suppress
the 2018 growth rate somewhat.

Advanced Markets - The US economy is enjoying strong growth,
further supported by a tax reform in 2018, while the UK outlook
remains clouded by Brexit-related uncertainty.

Emerging Markets - Economic momentum in emerging markets
continues to strengthen, driven by stronger world trade and GDP

growth.

Credit and insolvencies - Business insolvencies in both advanced
and emerging markets are expected to slightly decrease in 2018.

Table: Macroeconomic indicators for key markets
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Global

Real GDP growth forecasts
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Global economic sweet spot

Global economic momentum is continuing to gather steam. After a
3.0% expansion in worldwide output in 2017, GDP is forecast to
grow 3.2% in 2018. The global economy finds itself in a sweet spot
of broad-based growth, improving labour markets, and still-loose
financing conditions. Stronger external demand has led to upward
revisions in GDP forecasts for a number of countries, including
China. Furthermore, tax reform in the US will also stimulate higher
economic activity there. The global economic upswing is forecast to
continue into 2019.

Robust GDP growth is accompanied by a strong pickup in
international trade flows. After a meagre 1.5% expansion in 2016,
most recent figures show 4.3% trade growth in November 2017
(annual change in 12-month rolling average). Trade growth is
additionally supported by an investment recovery in advanced
economies and manufacturing output increases in Asia. In its
January 2018 World Economic Outlook update the IMF revised its
trade forecasts for 2018 and 2019 up to 4.6% and 4.4% respectively.

The price of oil has continued its upward trend which began in
summer 2017, further supporting economic stabilisation and
recoveries in many emerging markets. A barrel of Brent oil now
fetches about USD 70, a level unseen since late 2014. Inventories
have declined faster than expected due to surprisingly strong global
oil demand growth. On the supply side the extension of OPEC's
production cut deal until the end of 2018 and weather-related
production disruptions created upward price pressure.
Nevertheless, the resilience of US shale production is expected to
keep prices moderate in 2018 and 2019, while geopolitical risks
could cause upward shocks. The US Energy Information
Administration forecasts further rising oil prices: from an average of
USD 54.15 last year to USD 59.74 and USD 61.43 in 2017 and 2018
respectively.
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Eurozone

Real GDP growth forecasts

2018 2019

Austria 2.4 1.6
Belgium 16 15
France 2.1 17
Germany 2.4 1.8
Greece 2.5 2.2
Ireland 2.4 2.4
Italy 14 11
Netherlands 2.2 17
Portugal 2.2 1.9
Spain 2.9 2.4
Euro Area 2.2 1.8

Source: Oxford Economics

Eurozone growth reaches highest
level in a decade

The cyclical upswing in the eurozone is hardly showing signs of
abating. In Q4 of 2017 eurozone output expanded by 0.6%
compared to Q3. This lifts the annual growth rate in 2017 to 2.5% -
the highest since 2007. Going forward we expect GDP growth in
the eurozone to remain strong. The European Sentiment Indicator
(ESI) declined slightly in January 2018, but remains at a very high
level of 114.7. Employment and nominal wage growth are expected
to remain supportive for GDP growth, while inflation remains
subdued. Investment should continue to grow at a moderate pace,
although it remains somehow constrained, mainly due to legacy
issues from the 2008 credit crisis and low productivity growth.
However, export growth is expected to slow down in 2018, due to
a strengthening of the euro. GDP growth in the eurozone is
therefore likely to cool to 2.2% in 2018.

The stronger domestic situation reduces the vulnerability to
external shocks. Political risk has receded since the landslide
victory of Emmanuel Macron in France, but political issues remain a
downside risk for 2018. Italy will hold parliamentary elections on
March 4, and polls show a weakening popularity among the pro-
European ruling socialist party versus more nationalistic parties,
suggesting that political risk may increase ahead of the 2018
general election. Our baseline scenario remains that a centrist
government will emerge, potentially a minority coalition, but the
road up to such a coalition could be difficult.

At the end of January 2018 the euro broke the USD 1.25 mark for
the first time in more than three years, after ECB president Draghi
said he had grown more confident that inflation in the eurozone
will approach its target. Nevertheless, given that the inflation is
likely to remain below the ECB’s 2% target for the forecast period,
monetary policy will remain extremely loose for the foreseeable
future.

Economic Sentiment Indicator - eurozone
Seasonally-adjusted, 3-month moving average
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Advanced Markets

Real GDP growth forecasts
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US and UK outlook diverging

The US economy is estimated to have grown 2.3% in 2017, driven
by consumer spending and business investment. This points to
solid momentum going into 2018, supporting a 2.8% annual
growth forecast. Unemployment is at a 16-year low, at 4.1%. The
new tax plan is additionally contributing to the robust outlook and
may push growth up even higher in 2018 to 2019. However, the
sustainability of this strong growth is unexpected to last in the
medium term due to the temporary nature of some of the stimulus
measures, ongoing weakness in productivity and expected interest
rate hikes.

In real effective terms, the US dollar has depreciated 6.8% year-on-
year over 2017. This, combined with stronger economic growth
and higher commodity prices is putting upward pressure on
inflation, which stood at 2.1% year-on-year in December 2017.
Inflation should pick up further in 2018 as base effects from
unlimited cell phone data plans drop out. In this environment, the
Federal Reserve has expressed a clear desire to raise interest rates
at least three times in 2018.

The UK economy on the other hand is slowing down slightly - after
a modest 1.8% expansion in 2017, growth is expected to ease to
1.5% this year. While unemployment is still at only 4.3%, inflation
has increased to 3% and is expected to stay elevated in 2018,
weighing on consumer purchasing power. The outlook remains
stable but risks lean to the downside as uncertainty increases in
the run-up to the UK’s official departure from the EU in March
2019.

Unemployment rate
% of total workforce
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Emerging Markets Strengthening economic
momentum for emerging
Real GDP growth forecasts markets
2018 2019
. ing Asi - . The economic momentum for emerging markets is
merging Asia ' ’ strengthening, supported by higher trade growth and a surge in
commodity prices, easier access to finance and better domestic
Eastern Europe 2.8 2.4 . L .
policymaking in some major markets. Some of the largest
Latin America >4 30 marke.ts (Rusgla, Brazil and Argentn.'la) are emerging fro.m
recession, while many others benefit from the rebound in
Emerging 47 46 commodity prices. However, some risks remain. Financial
Markets ) ) markets have become more complacent for the time being, but a
Source: Oxford Economics future tightening of global financial conditions could be adversely

affect countries with high external liabilities (such as Turkey,
South Africa, and Argentina).

Emerging Asia is expected to maintain its high growth rate in
2018, driven by steady growth in China as well as high growth in
India. GDP growth in China has positively surprised in 2017,
contributing to the stronger world economic outlook. Domestic
demand, supported by policy easing and supply-side reforms
alongside stronger external demand have pushed Chinese GDP
growth to a predicted 6.8% in 2017. In 2018 growth is forecast to
slow to 6.4% as authorities will take steps to rein in credit
growth. India’s GDP growth is likely to return to 7.5%, after
growth was suppressed in 2017 due to economic reforms - the
authorities’ currency exchange initiative and the introduction of
the country-wide Goods and Services Tax.

In Eastern Europe, the outlook for Russia has improved in line
with the modest recovery in oil prices. In 2018 Russian GDP is
expected to increase by 1.8%. However, structural weaknesses
and the negative impact of sanctions on productivity and
investment will continue to weigh on growth. While growth in
the Central Eastern European markets remains underpinned by
robust domestic performances in 2018, it is forecast to ease
slightly without the catch-up in investment inflows that boosted
the expansion last year.

After emerging from their recessions last year, 2018 growth is
expected to increase further in Brazil and Argentina, forecast
2.5% and 3.6% respectively. This is pushing growth in Latin
America to 2.4% this year. The slow recovery in Brazil reflects the
ongoing weakness in domestic demand and increased political
uncertainty due to corruption allegations involving major
politicians. Mexico’s economic outlook for 2018 has improved
over the past couple of months, due to fading uncertainty over
the potential fallout from US policy volatility and a resilient
domestic performance.
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Credit and insolvencies

Insolvency outlook remains
benign for the time being

Following an estimated decrease of 3% in 2017, business
insolvencies in advanced markets are forecast to decline 2% in 2018.
The steady outlook is primarily supported by the surprising strength
of the eurozone recovery. According to the ECB’s Q4 bank lending
survey, household and corporate lending has reach post-crisis
heights. Banks in the euro area banks expect demand for loans of all
types to grow in Q1 of 2018 and credit standard to continue easing.
Lending growth is expected to hold up in 2018, supported by very
low interest rates set by the ECB, but prospects that the ECB will
withdraw stimulus are increasing. Across the eurozone insolvencies
are forecast to decrease by almost 6% in 2018, led by the
Netherlands (-4%), Portugal (-11%), and Italy (-5%).

In line with our forecasts, corporate insolvencies in the US fell 4% in
2017, supported by stronger domestic demand and high business
confidence. This trend is expected to continue into 2018, but with
historically low levels insolvencies are forecast to decline only 2% in
2018. There are some upside risks to this outlook, particularly the
tax reform, as well as downside risks - mainly in form of a too
hawkish monetary tightening. In the UK, corporate insolvencies are
on an upward trend despite the economic resilience and high
business confidence. Insolvencies rose 4% in 2017 and we expect
them to increase another 4% in 2018, as GDP growth eases and
inflation further squeezes household finances.

In emerging markets credit conditions are finally improving, in line
with the stronger global economic recovery. According to the
Institute of International Finance’s EM bank lending survey,
conditions went into easing territory for the first time since Q1 of
2013. The composite index increased by 1.5 points to 50.8 in Q3 of
2017 (50 is neutral). The index is also at its highest level since Q2 of
2011. Looking forward, conditions are expected to ease further,
supporting a more benign insolvency outlook for emerging markets
in 2018.

Corporate interest rates
Interest rates on short-term corporate loans, %
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GDP growth Budget balance Current account Export growth Political risk
(% of GDP) (% GDP) balance (% GDP) (%) Rating!

2017 2018 2019 2017 2018 2019 2017 2018 2019 2017 2018 2019

Western markets
Austria 3.1 2.4 1.6 12 10  -09 2.2 1.0 1.0 5.8 38 31 2 POSITIVE
Belgium 1.7 1.6 15 13 15 13 05 -02 -02 49 41 33 2 STABLE
Finland 3.0 24 1.8 -11 08 04 -01 0.0 0.0 8.1 1.6 25 2 POSITIVE
France 19 2.1 1.7 29 28 30 10 15 -15 2.8 4.0 34 2 STABLE
Germany 25 24 1.8 14 1.0 0.3 7.9 84 8.0 49 54 41 1
Greece 14 2.5 22 0.3 04 0.8 -1.0 0.3 04 84 8.7 55 7 POSITIVE
Ireland 5.8 24 24 05 0.7 0.6 9.1 315 4.2 41 0.3 25 3 NEGATIVE
Italy 1.6 14 1.1 2.1 18 14 2.6 2.1 1.8 5.2 41 35 4 STABLE
Netherlands 33 22 1.7 0.6 0.5 0.8 104 97 9.5 5.9 4.0 2.8 1
Portugal 2.7 22 1.9 10 12 12 0.3 04 0.1 74 5.7 45 5 POSITIVE
Spain 3.1 2.9 24 -3.1 23 241 1.7 1.6 1.1 53 47 42 4 POSITIVE
Eurozone 24 2.2 1.8 1.0 08 -09 32 3.0 2.8 48 43 36
Australia 22 24 24 16 14 14 18 16 17 48 5.7 5.2 1
Canada 29 2.0 1.9 0.3 06 -09 -31 29 25 1.0 2.7 41 1
Denmark 2.1 19 1.8 04 0.0 0.0 8.0 7.0 6.5 38 24 1.6 1
Norway 2.3 25 2.1 24 1.1 0.7 6.3 6.6 5.7 26 43 2.8 1
Sweden 2.7 2.6 20 1.2 0.9 0.5 38 3.6 3.1 3.7 39 34 1
Switzerland 1.0 24 1.7 0.3 05 04 79 100 105 32 5.0 3.0 1
United Kingdom 1.8 15 1.6 23 19 13 45 34 26 6.3 37 33 2 STABLE
United States 2.3 2.8 2.0 44 49 48 24 28 -30 33 37 3.0 1
Central and Eastern
Europe
Czech Republic 45 36 26 0.1 0.0 04 1.0 0.3 0.2 6.9 71 5.8 3 POSITIVE
Hungary 4.0 36 2.6 20 18 -18 38 32 2.6 71 6.1 38 4 NEGATIVE
Poland 44 38 33 19 17 19 0.3 02 07 6.7 5.2 45 3 NEGATIVE
Russia 1.6 1.8 14 18 20 -15 2.6 45 4.2 5.0 45 25 5 NEGATIVE
Slovakia 34 32 28 14 13 13 16 16 17 3.2 45 45 3 POSITIVE
Turkey 6.9 3.9 3.1 20 22 21 5.1 49 43 113 34 1.6 5 STABLE
Asia
China 6.8 6.4 6.0 32 30 -30 1.2 0.9 1.1 6.7 5.0 5.0 3 STABLE
India 6.2 75 7.0 38 31 34 15 15 -0 3.7 48 6.6 4 NEGATIVE
Japan 1.8 1.7 0.9 50 55 49 41 4.0 3.8 6.3 5.0 3.0 3 POSITIVE
Latin America
Brazil 1.1 25 33 86 77 63 05 -1.1 -14 6.5 5.1 37 5 POSITIVE
Mexico 2.2 2.2 24 15 20 -20 -18 19 -19 33 44 44 4 POSITIVE

" Note: STAR is Atradius’ in-house political risk rating. The STAR rating runs on a scale from 1 to 10, where 1 represents the lowest risk and 10 the highest risk. In addition to
the 10-point scale there are rating modifiers associated with each scale step: ‘Positive’, ‘Stable’, and ‘Negative’. These rating modifiers allow further granularity and
differentiate more finely between countries in terms of risk.

Sources: Oxford Economics, Atradius Economic Research



If you've found this economic update useful, why not visit our website www.atradius.com where
you'll find many more Atradius publications focusing on the global economy,

including country reports, industry analysis, advice on credit management and

essays on current business issues.

Connect with Atradius on social media
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Disclaimer

This report is provided for information purposes only and is not intended as a recommendation or advice as to particular transactions,
investments or strategies in any way to any reader. Readers must make their own independent decisions, commercial or otherwise, regarding
the information provided. While we have made every attempt to ensure that the information contained in this report has been obtained from
reliable sources, Atradius is not responsible for any errors or omissions or for the results obtained from the use of this information. All
information in this report is provided ‘as is’, with no guarantee of completeness, accuracy, timeliness or of the results obtained from its use,
and without warranty of any kind, express or implied. In no event will Atradius, its related partnerships or corporations, or the partners,
agents or employees thereof, be liable to you or anyone else for any decision made or action taken in reliance on the information in this report
or for any loss of opportunity, loss of profit, loss of production, loss of business or indirect losses, special or similar damages of any kind, even
if advised of the possibility of such losses or damages.
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