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KEY THINGS WE WANT TO HIGHLIGHT.

Since we published our year-ahead forecasts back in early-December, real GDP growth in
the US economy has unfolded broadly as expected, as has inflation. The consensus forecasts
for real GDP growth for the US have moved up, and are now on a par with ours for 2018E,
but still lagging our estimates for 2019E. The consensus forecasts for US inflation are fairly
unchanged, and they continue to lag our estimates for 2019E.

We are biased in favour of a continuing phase of euro-strength this year, which may lead to
euro-dollar rising above 1.30 in coming months.

We remain markedly dovish on the Fed, as we believe it is part of the new “Trump” strategy
to boost nominal GDP growth. Also, looking at the labour market and household income
trends in the US, we simply do not see the grounds for excessive optimism for the medium
term. Our views also differ markedly for the euro-dollar outlook for 2019, as we believe that,
if the Euro continues to appreciate this year, the divergence in the business cycle between
the US and the Eurozone will become evident next year, which should be dollar-positive.

In the Eurozone, the economy has unfolded broadly as we expected and the consensus
projections have been moving closer to our estimates. We see cause for concern for 2019E
both as a result of Brexit and as the business cycle is doomed to turn sooner or later. In fact,
the latest business surveys are already beginning to signal that growth momentum is no
longer accelerating.

Inflation has proved lower than we had expected, but in line with the consensus expectations
and the ECB’s forecasts. This is due partly to lower transport costs, and partly maybe as

it could take longer for the bullish message from inflation surveys to translate into higher
measured inflation. We have thus cut our estimates by 0.4ppts for this year, from 2.1% to 1.7%.
We keep 2019E unchanged at 2.5%.
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GDP GROWTH TREND.

GDP breakdown - growth driven Sentiment positive, but not out
by domestic demand of line with recent history
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Us 2017 2018E Af 2019E Af 2018E Cons 2019E Cons
Real GDP growth 2.2 2.7 3 2.7 (2.4) 2.4 (2.0)
Inflation avg 2.2 2.4 3 2.3(2.1) 2.2
Policy rate eop 1.25 2.0 (1.75) 2 2.35(2.15) 2.9 (n/a/)
EUR/USD avg 1.18 1.25 1.2 1.26 (1.20) 1.3 (1.23)
Fiscal balance in % of GDP -3.6 -3.3 -3.3 -3.7 (-3.3) -4.5 (-3.7)
Current account in % of GDP -2.7 -2.7 -2.7 -2.5(-2.6) -2.6 (-2.8)

Sources: Macrobond and Ada economics
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LABOUR MARKET.

Wage rigidity fairly high given

the unemployvyment rate

Real wage growth not that strong
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INVESTMENT PROSPECTS.

Capacity utilisation is relatively low

Overall job creation is not stellar

90 160 Employment intentions (6m expectations, diffusion index,
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HOUSEHOLDS.

Components of disposable income yvoy

Households savings rate %
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INFLATION.

Components of CPI yoy

Inflation outlook yoy %
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10 YEARS BOND YIELDS PROJECTIONS.
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GDP GROWTH.

GDP growth and ESI Drivers of GDP growth

120 1 4 30%

-3 . EGG ®EHH Investment B Net exports
110 - L, 25% | I

2.0% = |
1 -1 [ |

100 -0 1.5% - . I
90 - " -1 1.0% u

2 ey I
3 el 11

-4
0 5 05% I I
60 -6 -1.0%

IR SR SR SRR R PR PR PR R PR PR RN e )
FTESTETS S S S S S S S S

Eurozone 2017 2018E Af 2019E Af 2018E Cons 2019E Cons
Real GDP growth 2.2 2.7 2.0 2.5(2.0) 2.3(1.7)
Inflation avg 1.5 1.7 (2.1) 2.5 1.5 (1.4) 1.6
Policy rate eop 0.00 0.00 0.50 0.00 0.30
EUR/USD avg 1.18 1.25 1.2 1.26 (1.20) 1.3(1.23)
Fiscal balance in % of GDP -1.1 -1.1 -1.1 -1(-1.2) -0.9
Current account in % of GDP 3.0 3.0 2.9 3.1(2.9) 3(2.8)

Sources: Macrobond and Ada economics
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TURNING POINTS.

Industrial confidence Households’ appetite
and stock market performance to save is on a long upward path
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HOUSEHOLDS.

Consumer confidence Inflation surveys and ADA
outpaces spending inflation projections
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INVESTMENT.

Perceived competitiveness

Capacity constrains beginning to bite
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LABOUR MARKET.

Hiring appetite at 20+yr high,
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10 YEARS BOND YIELDS PROJECTIONS.
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10 YEARS BOND YIELDS PROJECTIONS.
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IMPORTANT DISCLOSURES.

TERMS AND CONDITIONS OF USE

YOU AGREE THAT YOU ARE USING THIS REPORT AND THE ADA Economics Ltd (“ADA”) SERVICES AT YOUR OWN RISK AND LIABILITY. NEITHER ADA NOR ANY DIRECTOR, OFFICER, EMPLOYEE OR AGENT
OF ADA ACCEPTS ANY LIABILITY WHATSOEVER FOR ANY DIRECT, INDIRECT, CONSEQUENTIAL, MORAL, INCIDENTAL, COLLATERAL OR SPECIAL DAMAGES, OR LOSSES OF ANY KIND, INCLUDING,
WITHOUT LIMITATION, THOSE DAMAGES ARISING FROM ANY DECISION MADE OR ACTION TAKEN BY YOU IN RELIANCE ON THE CONTENT OF THIS REPORT, OR THOSE DAMAGES RESULTING FROM LOSS
OF USE, DATA OR PROFITS, WHETHER FROM THE USE OF OR INABILITY TO USE ANY CONTENT OR SOFTWARE OBTAINED FROM THIRD PARTIES REQUIRED TO OBTAIN ACCESS TO THE CONTENT, OR ANY
OTHER CAUSE, EVEN IF ADA IS ADVISED OF THE POSSIBILITY OF SUCH DAMAGES OR LOSSES, AND EVEN IF CAUSED BY ANY ACT, OMISSION OR NEGLIGENCE OF ADA OR ITS DIRECTORS, OFFICERS,
EMPLOYEES OR AGENTS, AND EVEN IF ANY OF THEM HAS BEEN APPRISED OF THE LIKELIHOOD OF SUCH DAMAGES OCCURRING.

I/ Copyright 2018 ADA. All rights reserved.

This report may provide information, commentary on and the discussion of issues relating to the state of the economy and the capital markets. All opinions, projections and estimates constitute the judgment
of the author as of the date of the report and are subject to change without notice. ADA is under no obligation to update this report and readers should therefore assume that ADA will not update any fact,
circumstance or opinion contained in this report.

The content of this report is provided for discussion purposes only. Any forward-looking statements or forecasts included in the content are based on assumptions derived from historical results and trends. Actual
results may vary from any such statements or forecasts. No reliance should be placed on any such statements or forecasts when making any investment decision, and no investment decisions should be made
based on the content of this report.

This report is not intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation and particular needs of any specific person. Under no
circumstances does any information represent a recommendation to buy or sell securities or any other asset, or otherwise constitute investment advice. Investors should seek financial advice regarding the
appropriateness of investing in specific securities or financial instruments and implementing the investment strategies discussed or recommended in this report.

This report should not be regarded by recipients as a substitute for the exercise of their own judgment and readers are encouraged to seek independent, third-party research on any companies discussed or
affected by this report.

Securities and other financial instruments discussed in this report are not insured and are not deposits or other obligations of any insured depository institution. Investments in general and, derivatives, in
particular, involve numerous risks, including, among others, market risk, counter-party default risk and liquidity risk. No security, financial instrument or derivative is suitable for all investors. In some cases,
securities and other financial instruments may be difficult to value or sell, and reliable information about the value or risks related to the security or financial instrument may be difficult to obtain. Investors should
note that income from such securities and other financial instruments, if any, may fluctuate and that the price or value of such securities and instruments may rise or fall and, in some cases, investors may lose their
entire principal investment. Past performance is not necessarily a guide to future performance.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in such securities and instruments effectively assume
currency risk.

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek tax advice
based on their particular circumstances from an independent tax professional.

Individuals identified as economists in this report do not function as research analysts. Under U.S. law, reports prepared by them are not research reports under applicable U.S. rules and regulations.

In accordance with rules established by the U.K. Financial Services Authority, macroeconomic analysis is NOT considered investment research.

Materials prepared by ADA research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect information known to, professionals in
other business areas of ADA.

To the extent that this report discusses any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal
advisers as to issues of law relating to the subject matter of this report. ADA research personnel’s knowledge of legal proceedings in which any ADA entity and/or its directors, officers and employees may

be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving companies mentioned in this report is based on public information. Facts and views presented in this material that relate to any such
proceedings have not been reviewed by, nor discussed with, and may not reflect information known to, professionals in other business areas of ADA in connection with the legal proceedings or matters relevant to
such proceedings.

The information herein (other than the disclosure information relating to ADA and its affiliates) was obtained from various sources and, while all efforts have been made to provide accurate information, ADA does
not guarantee its accuracy. This report may contain links to third-party websites. ADA is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content
contained on such third-party websites is not part of this report and is not incorporated by reference into this report. The inclusion of a link in this report does not imply any endorsement by or any affiliation with
ADA.

Any unauthorised use or disclosure is prohibited.
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Call us to sign up for a free trial, or to join one of our
breakfast events.

Stamford Works, Unit 5H
Gillett Street

London, N16 8JH

UK

callmeback@adaeconomics.com
phone: +44 (O) 759 4704 277
www.adaeconomics.com

We are also members of Euro IRP / Eri-c /
Italian Chamber of Commerce of Italy in the UK
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