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Key takeaways

•• Market reaction to the European Central Bank meeting diametrically opposite to expectations
•• Bank of England policy meeting a non-event
•• Republicans shell-shocked in Alabama, but legislative agenda well on track
Last week’s market
developments

Full commentary
It felt like earnings season for Central Banks last week. No fewer than 20 central banks around the world
deliberated on interest rates last week, with December 14 singlehandedly the busiest day for governing
banks. The outcome: more of the same
The European Central Bank (ECB) kept its key lending rates and its bond-buying program unchanged
at its December meeting, but raised its growth and inflation forecasts through 2020. The Governing
Council’s introductory statement indicated that there has been a change in the council’s assessment of
the economy, and the tone left readers with the impression that the ECB was leaning on the hawkish side,
even if mildly so. In fact, ECB President Mario Draghi confirmed that point during his press conference,
emphasizing his confidence that the economy is stronger relative to the earlier quarter.
However, the market’s interpretation of the meeting was in the diametrically opposite direction. Bunds
rallied, and the Euro sold off in the aftermath. We are of the opinion that the Governing Council did
not discuss changing the forward guidance on interest rates or asset purchases, which inevitably gave
investors the impression that nothing of significant changed. Also, the market seemingly concluded that
the macro-economic assessment of the ECB did not change with regards to inflation – an economic
indicator that it deems most vital in shaping the ECB’s outlook. The latest set of inflation projections
from the Central Bank pin inflation at 1.7% on average in 2020 – a figure well below the widely expected
baseline of 2%.
The Bank of England (BoE) policy meeting was largely a non-event. The Committee voted 9-0 in favour
of the current policy setting, as expected, and there was an acknowledgment of the progress in the Brexit
negotiations. UK inflation rose at an annual rate of 3.1% in November, well higher than expected and the
fastest pace in over five years. The BoE remains a firm believer that inflation is close to its peak and will
revert to their 2% target soon. What it’s worth, Gilts rallied after the meeting.
Regarding the FOMC meeting, the decision to raise rates by 25 basis points was widely expected, so
most of the attention was on the press briefing and Summary of Economic Projections. As expected, the
median projection revealed a stronger growth profile, a lower path for the unemployment rate and an
unchanged core inflation outlook in comparison to the September projections. But what was somewhat
unexpected was the unchanged projected path of the policy rate, which was expected to steepen
somewhat.

Monday, December 11
• Japan Producer Price Index increased to 3.5%
y.o.y. for November
Tuesday, December 12
• UK CPI increased to 0.3% m.o.m. n.s.a. for
November.
• Japan machine orders increased to 5.0% m.o.m.
s.a. for October
• US PPI final demand remained at 0.4% m.o.m.
s.a. for November
Wednesday, December 13
• German CPI remained at 0.3% m.o.m. for
November
• UK unemployment rate remained at 4.3% s.a. for
October
Thursday, December 14
• German manufacturing PMI increased to 63.3
s.a. for December
• Eurozone manufacturing PMI increased 60.6 s.a.
for December
• UK official bank rate remained at 0.5% for
December
• US initial jobless claims decreased to 225k s.a.
for December
• US manufacturing PMI increased to 55.0 s.a. for
December
Friday, December 15
• US industrial production decreased 0.2% m.o.m.
s.a. for November
• US manufacturing survey general business
conditions decreased to 18.0 s.a. for December
Source: Bloomberg, data as of December 18, 2017
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In U.S. politics, Democrats pulled a rabbit out of a hat in deeply conservative Alabama, but the victory
has little significance to the Republican legislative agenda. In the coming week, both the House and
the Senate will vote on the unified tax bill that has emerged from the joint House-Senate conference
committee. The latest edition of the proposed bill lowers the tax rate for the highest individual earners
and makes a larger portion of the child tax credit full refundable, among other changes. From the point of
view of businesses, the tax bill establishes a 21 percent corporate tax rates, and settles at 15.5 percent
tax on undeclared offshore liquid holdings (8 percent on all other offshore holdings). We remain of the
opinion that the proposed tax cuts will merely front load growth, resulting in higher growth over the next
2-3 years, but will limited effect on trend growth. Lower corporate tax rates and a move to a territorial tax
system will create incentives for corporations to invest in the US, as does immediate and full expensing
for equipment investment. But these effects may ultimately be limited – corporations currently enjoy very
low costs of capital and have not taken meaningful advantage of this over recent years, so it is unclear
why a further lowering of after-tax investment costs will make a large difference for the CapEx outlook.
This view was larger echoed by Fed Chair, Janen Yellen, as well – they represent a mild aggregate
demand shock with little long-term impact on aggregate supply.
Please note, this is the last addition of the Fixed Income Weekly. To read more about our investment
insights please refer to our bi-weekly publication, the Intelligence Report.

Central Bank Watch
Implied 3-Month Rate
on December 2017
Interest Rate Futures
Contract

Last move

Date of move

Current policy rate

Next meeting

Fed

+25 basis points

December 13, 2017

1.00% - 1.50%

1.30%

January 31

ECB

-5 basis points

March 10, 2016

0.00%

-0.17%

January 25

BoJ

-20 basis points

February 16, 2016

-0.10% - 0.00%

0.06%

December 21

BoE

+25 basis points

November 2, 2017

0.50%

0.51%

February 8

This week’s market
developments
Monday, December 18
• No data to report
Tuesday, December 19
• US housing starts are expected to decrease to
1250k s.a.a.r. for November
• Japans Industrial Activity Index is expected to
increase to 0.3% m.o.m. s.a. for October
Wednesday, December 20
• US existing home sales is expected to increase
to 5.53m s.a.a.r. for November
Thursday, December 21
• US GDP is expected to remain at 3.3% q.o.q.
s.a.a.r. for Q3
• Canadian CPI is expected to increase to 0.2%
m.o.m. n.s.a. for November
• US initial jobless claims are expected to
increase to 233k s.a. for December
• Eurozone consumer confidence indicator is
expected to increase to 0.2 for December
Friday, December 22
• France’s GDP is expected to remain at 0.5%
q.o.q. for Q3
• UK GDP is expected to remain at 0.4% q.o.q.
for Q3
• US personal consumption and expenditures
are expected to increase to 0.5% m.o.m. s.a.
for November
• US durable goods new orders are expected
to increase to 2.0% m.o.m. s.a. for November
Source: Bloomberg, data as of December 18, 2017

Source: Bloomberg; data as of December 18, 2017

Disclaimer
Bloomberg is the source for all data in this document as of December 18, 2017 unless otherwise specified. This document is issued by BNP PARIBAS ASSET MANAGEMENT, USA, Inc. (BNPP AM USA), a member of BNP PARIBAS ASSET MANAGEMENT (“BNPP AM”), the brand name of the BNP Paribas group’s asset
management services. This document includes information obtained from other investment management companies within BNPP AM and is produced for information purposes only and does not constitute: 1. an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with
any contract or commitment whatsoever or 2. investment advice. Any opinions included in this document constitute the judgment of the document’s author at the time specified and may be subject to change without notice. Such opinions are not to be relied upon as authoritative or taken in substitution for the
exercise of judgment by any recipient and are not intended to provide the sole basis of evaluation of any investment. The value of investments and the income they generate may go down as well as up and it is possible that investors will not recover their initial outlay. Investing in emerging markets, or specialised
or restricted sectors is likely to be subject to a higher than average volatility due to a high degree of concentration, greater uncertainty because less information is available, there is less liquidity, or due to greater sensitivity to changes in market conditions (social, political and economic conditions). Some emerging
markets offer less security than the majority of international developed markets. For this reason, services for portfolio transactions, liquidation and conservation on behalf of funds invested in emerging markets may carry greater risk. The contents of this document are based upon sources of information believed to
be reliable, but no warranty or declaration, either explicit or implicit, is given as to their accuracy or completeness. BNPP AM USA, to the extent permitted by law, disclaims all responsibility and liability for any omission, error, or inaccuracy in the information or any action taken in reliance on the information and
also for any inaccuracy in the information contained in the document which has been provided by or sourced from third parties. Past performance is not necessarily indicative of future performance. This document may not be copied, distributed, or passed on, directly or indirectly, to any person without the express
consent of BNPP AM USA. Investors should consult their own legal and tax advisors in respect of legal, accounting, domicile and tax advice prior to investing in the financial instrument(s) in order to make an independent determination of the suitability and consequences of an investment therein, if permitted.
Different types of investments, if contained within this material, involve varying degrees of risk and there can be no assurance that any specific investment may either be suitable, appropriate or profitable for an investor’s investment portfolio. Given the economic and market risks, there can be no assurance that the
financial instrument(s) will achieve its/their investment objectives. Returns may be affected by, amongst other things, investment strategies or objectives of the financial instrument(s) and material market and economic conditions, including interest rates, market terms and general market conditions. The different
strategies applied to the financial instruments may have a significant effect on the results portrayed in this material. BNP PARIBAS ASSET MANAGEMENT USA, Inc. is registered with the U.S. Securities and Exchange Commission as an investment adviser under the Investment Advisers Act of 1940, as amended.
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