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U.S. & Mexico reach trade agreement 
The U.S. and Mexico have reached a tentative agreement on renegotiations over NAFTA. The 
agreement includes: a requirement that 75% of autos must be sourced in North America (NA), up from 
62.5%; 40%-45% of auto content must be produced by workers earning USD16/hour or more; steel and 
aluminum used in autos must be sourced in NA; tariffs on digital products are prohibited; some dispute 
settlement panels are eliminated, and; the agreement will have a 16-year term with a 6-year review 
instead of a 5-year “sunset clause” the U.S. had been insisting on. The agreement eliminates some 
uncertainty that NAFTA might be scuttled, a positive development. It is also forcing Canada to the table 
to sign on to the agreement or be left out of the pact. U.S. lawmakers have a 90-day window to 
consider the agreement.  
For Mexico, the agreement dissipates trade uncertainty (80% of Mexican exports go to the U.S.). New 
labor content rules could end up boosting wages while not excessively harming Mexico’s competive-
ness. Lastly, according to the government, more than two thirds of the country’s car exports to the U.S. 
would be compliant with the new rules; the remainder will have a five-year phase-in period. 

Germany:  Economic sentiment brightens significantly 
The mood in the German economy improved markedly in August. For the first time since November 
2017, the Ifo business climate index did not only rise, it rose significantly to 103.8 points (101.7 in July). 
What is encouraging, in particular, is the strong increase of three points in the expectation component 
of the index. German companies had not been as confident as they are today since the beginning of 
the year. This shows just how much fear of increasing protectionism had weighed on economic senti-
ment in recent months. In late July, the trade conflict between the U.S. and the EU showed signs of 
easing, at least temporarily. This is likely to have been decisive for the current brightening in economic 
sentiment. We expect the German economy to continue to grow solidly in the second half of 2018 as 
the domestic economic conditions for a continuation of the upswing remain very good. This applies in 
particular to private consumption and investment activity. However, a prerequisite for this assessment 
is the assumption that there will be no renewed escalation in the trade dispute with the U.S. 

France:  Lost in consumption 
In 2018, the French consumer is expected to experience a loss of purchasing power for the third year in 
the last decade, which is thus set to become the worst decade for the French consumer since World 
War II. Household purchasing power should decline by -0.2% this year, with a -1.2% fall estimated in 
H1 and a modest recovery expected in H2. Considering this poor landscape it is understandable that 
household confidence is still below par, without any particular positive impact of the World Cup victory. 
In August, the household confidence index was stable at 97 points, below the level of 100 (historical 
average). During the last decade, that index stayed below par as a result of subpar income and 
purchasing power growth. The latest data means that private consumption is no longer the main growth 
driver in France. We expect that private consumption growth (+0.9%) will lag overall GDP growth 
(+1.7%) in 2018 for a second year in a row, and again in 2019 (+1.6% vs +2%, respectively). 

Nigeria:  Poor growth in H1, no worries on H2 prospects 
In Nigeria, GDP growth was deceptive in Q2. It decelerated to +1.5% y/y from +2% y/y in Q1. A weak 
performance was expected since the fiscal policymaking process was sluggish, perhaps even more 
than usual. We expect a mild acceleration in H2, given the adoption of this year’s budget and expected 
increase in spending. However, this recurrent cyclicality of fiscal spending, as well as the difficulty to 
stabilize the oil output, weighs down on a wider recovery. As a result, we revise downwards our 2018 
GDP growth forecast from +2.5% to +2% and the 2019 projection from +3.5% to +2.5%. Given the 
fiscal cycles, the presidential election in April 2019 is a downside risk to the overall growth 
performance. However, the growth deception is not detrimental since Nigeria continues to benefit from 
a quite dovish financial environment. Capital inflows in H1 helped foreign reserves to reach USD47bn 
in May (9 months of import over, compared to 6 months one year ago). 
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U.S.:  Most data strong, Fed to hike two more times this year 
The housing market is one of the few sectors currently suffering, with rising mortgage rates, low supply, and high 
prices. Existing home sales fell for the fourth straight month to a 2.5-year low. New home sales are at a 10-month 
low. On the other hand consumer confidence is very strong and gained 5.5 points to a near 18-year high. And that 
confidence has shown up in surprisingly strong earnings reports recently from major retailers including Amazon, 
Wal-Mart, Target, Kohl’s, Tiffany, Home Depot, and Lowe’s among others. Manufacturing also continues to show 
strength as core orders for durable goods rose +1.4% m/m to a very strong +8.5% y/y rate. The strength of the 
economy was echoed in the minutes from the Fed’ most recent meeting, as well as Powell’s Jackson Hole 
speech, which cemented expectations for a hike in September, and made a December hike still likely. 

Eurozone:  Growth to be resilient 
Eurozone business confidence in August in both manufacturing and services sectors suggests moderate 
expansion in activity. The flash Eurozone Manufacturing PMI Output Index edged up by +0.1 points to 54.5, a 3-
month high. The Services PMI Activity Index increased by +0.2 to 54.4, a 2-month high. July and August readings 
suggest GDP will expand by around +0.4% to +0.5% q/q in Q3 after +0.4% in Q2. External demand was reported 
to have remained weak as new export orders in the manufacturing sector increased at their lowest monthly pace 
in two years. Both surveys reported cautious business optimism as companies fear cooling demand, higher prices 
and rising political concerns. While we do not expect a steady increase in commodity prices, input costs will be 
impacted by the rise in wages (+2.3% y/y at end-2018) given the robust jobs growth. Thus, we expect consumer 
spending to accelerate after the end of the summer once inflation will cool down. Overall, GDP growth is expected 
to reach +2.1% in 2018. 

Angola:  IMF lending on the mend 
Angola asked for IMF lending in August, after asking for technical assistance only in April and issuing a USD3bn 
Eurobond in May. Foreign exchange reserves have kept decreasing despite these moves, reaching an 
uncomfortable level of 4.5 months of imports in July 2018, well below the 8 months level observed in January 
2017. The decision to let the exchange rate float in January 2018 has resulted in a -40% depreciation of the 
kwanza since then. Given the high level of debt (public debt is 76% of GDP and external debt is estimated at 55% 
of GDP in 2018) and government plans to repay arrears to corporates (about USD5bn), the country definitely 
needs fresh money. The difficulty to reach the oil output target is broadening the mismatch between plans and 
final realization, nurturing a sizeable downside risk to our 2018 growth forecast of +2%. The resulting financing 
gap is intended to be financed by the IMF. If Angolan authorities and the IMF agree on a fiscal consolidation plan, 
a USD10bn plan is likely (with a possible initial disbursement of 2.5 to 3 billion USD).  

Hong Kong: Despite strong trade figures growth is set to slow 
Exports of the trade-oriented economy point to resilience. Nominal merchandise exports rose by +10% y/y in July 
(up from +3.3% y/y in June). Demand from mainland China (+12.8% y/y) and the U.S. (+10.1% y/y) was 
particularly strong. Imports accelerated by +14% y/y (up from +4.4% in June) with a broad-based increase for 
most major suppliers. Overall, these trade figures are good news considering how disappointing the second 
quarter was. Real GDP growth slowed down markedly to +3.5% y/y in Q2 from +4.6% in Q1. Moreover, leading 
indicators pointed to weak growth in activity in July. For example, the Manufacturing PMI came in at 48.2 points, 
remaining below the 50.0 threshold (which separates contraction from growth territory) for the fourth consecutive 
month. Looking ahead, we expect quarterly GDP growth to slow further but remain in expansion territory. We 
forecast full-year growth of +3.3% in 2018 (down from +3.8% in 2017). 

What to watch 
 August 30  –  Canada Q2 and June GDP 

 August 30  –  Germany August inflation (preliminary) 

 August 30  –  U.S. July personal income and outlays 

 August 31  –  China August official PMIs 

 August 31  –  Brazil, Croatia and Estonia Q2 GDP 

 August 31  –  Czech Republic, Latvia, Poland and Serbia 

Q2 GDP (2
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 August 31  –  Germany July retail sales 

 August 31  –  Poland August inflation (preliminary) 

 August 31  –  Portugal Q2 GDP (final) 

 August 31  –  Serbia July industrial production 

 September 3  –  Turkey August CPI inflation 

 September 4  –  South Africa Q2 GDP 

 September 4  –  U.S. August ISM manufacturing index 

 September 5  –  Bank of Canada policy announcement 
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