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L ast weekc the maintakes

A Mostly positivetradewary Sga 1 ad ¢SS Fd €SIrad FNRY (GUKS WLINBaAAR
market) needs a deal (a strange signal from a art of the deal master?) . And their lieutenants will now meet infBeijing.
shutdown continues.Powellensured markets Friday he will not hike the funds rate if not needed, and could stop, revers
QT. Then interest rata®se(alongside equities, oil, metals++)

A Globalcomposite PMffell to 52.7 in Dec, a 0.5 p decline, in line with our most redef OFhé lével is still not weak
pointing to 3.5% global GDP growth. Tghebal manufacturing PMifell to 51.5, a 0.5 decline from the prior monthher
sharp drop through 2018 indicating alowdown in global manuprod but no contraction. TheJlSmanuf. ISMsurvey
plunged to 5 p to 54.1, theharpest monthly drop since the Financial Crisis (as indicated by several regiomgss, it was
still a huge surprise, strange). Businessgm®rt concernsabout theeconomic outlook, the trade war andriffs. The
Chinese PMlsvere stable, in aggregate, and not that we@kher EMsreported a decline but the level close oy high
EMU down, and weak, partly due to Yellow vests in France

A ~ 7 A~

A The USabourmarketreportg & adNRy3ISNJ GKIy SELISOGSRE SyLxX z2evySyid a
wages accelerated to 3.2% y/y. The unemployment rate unexpectedly ticked up to 3.9% due to a rise in the participati

rat as the supply sidmayfinally be responding to strong demand. Still, the Dec report is an argument for further US rat
hikes

A US autosalesrose marginally in Dec but the trend is flat, probably at a peak level. Sales in the Eurozone have not yet
recovered from postWLTP implementation, will be a drag on growth in Q4 too

A EMU coreCPI inflationremains muted afl%.Headline inflatiorpullsback as the oil price falls, might boost consumption?

A Norwegian house pricemse more than expected in Dec, up 0.7% m/m seasonally adjusted (we expecxeyl folbwing
the 0.6% drop in Nov. Q4 prices marginally dosampened by a rising supply of homes for sale. In Dec, the number of
delistingsincreased sharply, reflecting rising mismatch between expectations and actual fPicesiBly an important
signal,household credit growthslowed to the lowest annual growth rate in 22 y, and the lowest m/m growth in 10 y! Are
interest rates starting to bite already, after a 25 bpke??If so,it would be easier for Norges Bank to keep rates ifow
inflation/the labourmarket do not warrant a tighter policy. The stahleS unemploymentate could be an argument too,
0dzi SYLIJX 2eY8yu ANRPGOK Ada OoONAR&]l YR GKS b! + dzySYLIX 2eY
participating rate is now increasing just as much as employment!
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Global PMI down in Dec, marginally below Sept level
Composite PMI fell 0.5 p (as WeQ O B, &ign&lFsom8.5% GDP growth

Global PMI vs growth
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DM further down, not weak; no collapse in China, EM x China close tbigly
DM down, not weak. U8 | NJ PMiingag&ginally down, manuf. ISM nosedived. EMU still saggin

PMI Emerging vs Developed markets Composite PMI
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A DM sliding down but istill at a decent level

A a I NJ Chinacamposite PMI marginally up and the level is OK,
and other EM fell slightly followingsieep risein Oct/Nov 5
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China is slowing but not dramatically (yet). Credit the real problem?
Consumer confidence is still skigh, businesses sentiment weaker. Banks are not yet worried

1

China Credit vs. surveys
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A The authorities are now trying to stimulate credit growth, at least
via banks, see next page

A However, over the previous couple of years, the authorities tried to
dampen credit growth, and succeeded; at least credit growth
slowed. The credit tightening may be as important for the current
Chinese slowdown as the trade war

NBS Consumer confid
PBoC Bankers Survey
PBoC Entrepreneur
Duke CFO Own comp, level
NBS Entrepreneurs

NBS manuf climate
PBoC Income Sentiment
Markit Services PMI
Mean

NBS Business climate
Manpower

Markit manuf PMI

OECD Manuf sent
OECD LEI

NBS PMI

NBS Real Estate Climate
Ifo

Duke CFO Own comp
Duke CFO Economy

'|IIII|'II
I | | Ir‘-”“

T
-2.5

-15 -05 05 15 25

u Now

2017 avg

SB1 Markets/Macrobond



SpareBank €

MARKETS

] KAYEF LINBaasSa GKS ONBRAG I OOSt SN U
. FyYy14a4Q NBASNWS NBIdZANBYSyiGa Odzi oeé wm LI -

China Interest rates, reserve requirements China Credit ratio
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A The reserve requirements are now cut by 3.5 p since April, the largest cut since the Asian Crisis (in March 1998, resjugaement
cut by 5 pp in one go, and by 2 pp the néext year)

A¢KS LINBOA2dza Odzia KI@S y2i FOOStSNIGSR ONBRAG INRGGKSZ 0 d

A{2YS ySg OSYyuNIft olyl tSYRAYy3I FIrOAtAGASEA (2 adzZLL2NI ol vy

A The question is of course whether the credit slowdown is due to supé:)ly or demand constraints. The real Chinese problem, mo

important than thecurrenttrade war (it could get worse), is that debt & investment levels are still very high, and return on
investments low. If so, the challenge is demand for credit, not suppthe end, that has been the case whén credit bubbles pop
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Is this it? Manufacturing ISM plungegibiggest drop since 2008
ISM retreated to a 2 y low at 54.1 in Dec, vs exp. at 57.5 (we hinted 53.1). Trade war, growth ¢

USA Manufacturing ISM USA ISM Export vs. domestic orders
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A Manufacturing ISM fell by 5.2 p to 54.1, the lowest level since Dec 2016 and the sharpest drop since the Financial Crisis
» All regional surveys had already reported slower had already activity in Dec, and our model indicated a 6 p declin®lin the IS

» Inthe ISM survey, 11 out of 18 manufacturing sectors reported growth while 6 sectors reported a contiBugiorsses are reporting widespread concerns about the
economic outlook, the trade war and uncertainty regarding the tariffs

A The new order index nosedived 11 p, thé"18rgest decline last 840 months (to 51.1, the lowest level since Aug% 2016, signall_in%nno\growth in.orders
In Dec, the export order index rose, while the 14 p decline in the domestic component was among the largest ever. Prolrahlyinlo § UNJ RS

Ahy GKS ONARIKG aARST (&abdekeh dit rémaids attieProsknd l€vel or WiuskesSlonKdb EloKusuall?/ arrive even if the ISM falls
somewhat belowb0. It has happened 12 times past 80 years (and 10 recessions has passed, all with a weak ISM). Really large drops mlh‘ell%Mar.t n
by neither further declines or recessions
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ISM vs recessions: 14 false positives, 6 correct positives, and 1 false negativ
The ISM is a good cycle indicator but far from perfect

USA Manufacturing ISM
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USA ISM vs recessions

75 Index, recessions starts month=0
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A One recession, in 1973 following the 3 x increase in the oil price, was not flagged by the ISM (1 false negative)

A The ISM fell below 52 in 1969, and below the 50 line five times before the recession hit (6 positive, correct signals)

A However, given a 52 threshold, the ISM has fallen below the line 14 times since 1965 without a recession (14 false pc

~ A

A Thus, the odds are notthatbadh ¥ (0 K S

SOfAYyS R2Sa yz2i

G2 y i Ay dzS X
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When will the Fed stop hiking? lavgwith ISM at 55 (and always at 50)
2 Sttt gKSY Ad0Qa O2yFARSYyd GKS SO2y2yYeée KI &
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