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Entrapment

Financial crisis or stagflation?




From the nasty dilemma of stagflation...

Stagnation

Interest rates, creating a (too mild)
recession and not doing enough,

means ending up with stagflation
Inflation

Combating inflation with higher




... {0 an even more nasty tri-lemma

Financial
Crisis

~




1. An energy crisis Is
not a pandemic




Inflation mainly driven by energy prices...

—Energy —Food including alcohol and tobacco
—Non-energy industrial goods —Goods (overall index excluding services)
—Services (overall index excluding goods) - - All-items HICP
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An energycrisis Is not a pandemic

Inflation creates a totally different
policy environment

= no massive bond buying schemes

= no private debt moratoria

= fiscal prudence and consolidation

Unless a full blown banking
crisis changes all that?

“




2. A welfare leak

Europe pays the price

R etion
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Extra-EU gas import bill (bn euros)
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Food crisis

Food price index
160.0 100 = 2014-2016 average
Note: Food price index consists of the average of meat, dairy, cereals, vegetable oils and
150.0 sugar price indices, weighted with the average export shares of each of the groups for 2014-
2016. Prices in real terms.
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‘The dollar is our currency
and your problem’

John Connally, 1971




Back to the future?
Are we heading back to the 1970s?
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Disruptions from inflation can lead to stagnation = stagflation

Average 60's 1970 1971 1972 19/3 1974 1975 1976 1977 1978 1979 Average 80's

Belgium 2,6 3,9 4,3 5,4 7,0 12,7 12,8 9,1 7,1 4.5 4,5 4,9
France 3,9 5,3 5,4 6,1 74 136 11,7 96 9,5 93 10,6 7,4
West-Germany 2,4 3,5 5,2 9,5 7,0 7,0 5,9 4,2 3,7 2,7 4,0 2,9
Japan 5,3 6,8 6,3 49 11,7 232 11,7 94 8,1 4,2 3,7 2,5
Netherlands 4,0 3,7 7,5 7,8 8,0 9,6 10,2 8,8 6,4 4,1 4,2 2,9
UK 3,5 6,4 9,4 7,1 92 160 242 166 158 83 134 7,2
uUs 2,3 5,8 4,3 3,3 62 11,1 91 5,7 6,5 76 | 11,3 5,6

Persistently high inflation creates transaction costs and
distorts the price mechanism and finally the economy

R etion



Do you negotiate with customers about higher costs and prices?

We play open card and try to share the
burder fair
We invoke force marjeure to raise our _ 34.9%
. . 0
prices

We give up on our margin to avoid higher D 2o 7%
prices |

The client may choose between higher B 52
prices or later delivery |

The client may choose between higher o 27
prices or lower quality |

Source: Survey ETION/CRION m



...but does core inflation start to lead its own life?

m= H|CP inflation
m— H|CPX
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4. Turning off the money taps?

X

Not all taps are open

0
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Percentage of companies that consider

credit conditions as being tight Q4 2022 = 35,7%

Industry: 30,2%
0 Services: 45,7%
- - | cConstruction: 29,1%
30
2o Small: 35,8%
20 Medium: 33,7%
15 Large: 25,0%
10 XL: 27, 7%
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The return of gravity Almost) fastest rate hikes ever

4

* Intrest rates are like gravity f
 From zero to something

2 _ European Central
Bank

« Quantitative tightening

L"I

NASDAQ lost >20% 0 |—
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Hold to maturity not mature

US Commercial Banks & Saving Institutions: Securities held

Source: Federal Deposit Insurance Corpaoration
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Concentration of risks

This is already a large banking crisis

2500 - 5tock of C&I loans in the US from big and small 2500 - 5tock of residential real estate loans in the US from
banks, in & bn big and small banks_ in 5 bn
US bank failures (Sbn), 1981-2023
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There are several reasons to worry

b il he ot B pe bl Eurozone banks are still not earning enough

profit to cover their cost of capital

Rising interest rates will hit the value of the
banks’ vast holdings of government bonds,
mortgages and other debt

Credit Suisse was the region’s problem child but other institutions are
not immune to the turmoil

MARTIN ARNOLD + Add to myFT

[N

European banks have serially underperformed the broad
market

8% |

= MSCI Europe Index (*MXEU) - index value — MSCI Europe/Banks (Industry) Index - index value
28% |
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Global in life but national In death

Most banks are global in life but national in

Capital Outflows Show Loss death (Mervyn King)

of Confidence in Credit Suisse

:[’\(l;;cor:f:(/:labsjitfca/giettsausgi*oumOWS  $54bn liquidity lifeline from the Swiss
R National Bank failed to stem the crisis
608 « Credit Suisse was sold for $3.2bn to UBS
o o Swiss regulator demanded that AT1
CREDIT SUISSE\ debtholders lost out more than

shareholders.

| - #1128« European authorities restored calm by
Q12021 Q22021 Q32021 Q42021 Q12022 Q22022 Q32022 Q42022
reassuring AT1 bondholders in eurozone and
ot B UK banks would not suffer the same fate.
statista %a

“

* converted from CHF to USD at a rate of 1 CHF=1.07988 USD
Source: Credit Suisse






Entrapment: Crisis or Ccrisis?

This time is different Course correction
United States, federal funds target rate, upper limit, %
United States, share prices, January 3rd 2022=100 Market expectations 6
As of: March 1st

110 5
100 March 21st "
S&P 500 90 3
80 2
70 1
0

60 I 1 1 1 1 1 1 1 1 L]

T 2005 16 17 18 19 20 21 22 23

Source: Bloomberg
Source: Bloomberg The Economist
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Studies confirm the substantial costs of banking crises
Impact of crises on GDP (%)

Bl Long-term Short-term

Cerra & Saxena
(2008)

Ollivaud & Turner
(2014)

Furceri & Mourougane
(2009)

Kenny et al,
avg in UK (2021)

CBO on 1980s
US S&L (1992)

-10 -8 -6 -4 -2

O

Source: Oxford Economics
OFT
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5. Do we need arecession?

Recession to rescue

R etion



Rising number of inverted yield curves signal recession

United States
Source: U.S. Department of Treasury, Macrobond Financial AB

100
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W Inverted spread greater than 50 bps M Inverted spread less than 50 bps ¥ Spread equal M Non-inverted spread less than 50 bps
B Non-inverted spread larger than 50 bps
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But US unemployment remains historically low

UNRATE
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Job openings are still well above pre-pandemic levels in many large countries

Job openings rate as a share of the labour force, relative to December 2019
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China: reopening composite index

The compaosite index is built using various alternative daily datasets (roads & ports congestion, subway traffic, international flights, box office and economic activity
index)

Z-score since 2020
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Road congestion Index
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Supply chain stress easing
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China reopening affects global demand

A. International visitor arrivals from China in B. China's share of global commodity demand
2019 %, 2021 or latest available
% of total arrivals

35 Aluminium
Copper
e Nickel
25 Coal
Lead
20 Natural rubber
15 Cotton
Maize
10 Fertilisers
5 Oil
Natural gas

: KORVNM JPN THATWN PHL SGP AUS IDN MYS NZL CAN USA FRA 0 10 20 30 40 50 60 70

Note: Panel A: data for Australia are for the year to June 2019 and data for France are for 2018. Panel B: 2021 data for oil,
natural gas, fertilisers, maize and cotton, and 2020 for all other commodities.

Source: OECD Interim Economic Outlook March 2020; International Energy Agency; OECD-FAO Agricultural Outlook database;
World Bank; World Fertilizer Association; and OECD calculations.
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B Real GDP (left-hand scale)
Composite output PMI (right-hand scale)
== ES| (right-hand scale)

2.5 65
20 62
1.5 59
1.0 56
0.5 83
0.0 mm—— 50
-0.5 47
Q1 Q2 Q3 Q4 a1 Q2 Q3 Q4 Q1
2021 2022 2023

Sources: Eurostat, European Commission, S&P Global and ECB calculations.
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| 200 | 2021 2022 | 2023e
5.2 2.4 1.1

5.7 6.2 3,1 0.1
3.7 2.6 1.9 +0.3
. France -7.9 6.8 2.6 0.7
-3.9 4.9 4.5 0.8
9.0 6.7 3.8 +0,6
UK K 7.4 4.0 -0.2
B 44 5.2 2.1 1.5
' Japan NS 1.7 1.0 1.4
-1.9 6.6 3.7 3.7
-3.0 6.0 3.2 2.6

Bron: ETION, OECD, IMF, DeStatis, Planbureau
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6. Europe needs to stand firm

In the long run strategic issues will matter
more than a few percentage points of growth

R etion



Spending and Tax Cuts
Figures in billions over 10 years from 2022-2031

@ Health Care Energy Climate

Health Care

$98

Transportation
and Infrastructure

Inflation Reduction Act
IS dividing the EU
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VW puts European battery plant on hold as it
seeks €10bn from US

Europe’s largest carmaker is ‘waiting’ for an EU response to Biden administration’s subsidies

, A
| -
) | ——m——y
! |
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:

VW said no decisions had been made on the locations of its plants in North America or Europe and it was commitfed fo its plan fo
build more cell factories in Europe © Jens Schlueter/AFP/Getty Images

Europe comes up short in financing disparity

Clean technology venture and growth capital funding, by region (€bn)

North America Asia Pacific EU27
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FINANCIAL TIMES

Source: Cleantech for Europe




China dominates rare earths production

Rare-earths oxide mine production (metric tonnes, '000s)
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Sources: US Bureau of Mines; US Geological Survey; 2011-2019 data comes from USGS annual Mineral Commeodity Summaries
©FT
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Raw Materials Processed Materials Components Assembly

Co, Li, C, Nb Ni, Mn, Si, Cathode materials, Cathodes, Anodes, Li-ion cells
Cu, Ti, Al P, F, Sn, Iron ore Anode materials Electrolytes, Separators
=P 'D. . . v
China Africa Other China Japan China Japan China U.S. Asia”
32% 21% 2}.l 52% 31% 8% 529 31% 9% 66% 13% 13°
Raw Materials Processed Materials Components Assembly
Al B, Cr, 'Cu, Dy, Pb, Mn, Aluminym, NdFeB magnets, Steel, Nacelles, Blades Wind turbines
Mo, Nd, Ni, Nb, Pr, Iron ore Copper wire, Carbon fibers, Glass fibers
China A’ Asia®™ Othe China China EU China
5404 29 6 6 11 414 12“‘1} <J % 56% 20?\4 1 1“31, 58% 239%
Raw Materials Processed Materials Components Assembly
Al, B, Cd, Cu, Ga, Ge, In, Fe, Si-metal, Polysilicon, Crystalline / amorphous Si Cells, Si modules,
Pb, Mo, Ni, Se, Si, Ag, Te, Sn, Zn Cu refined, Al, CdTe Wafer Thin film Si / non-Si modules

\.'

ifé—"—',"—'“—’

China Africa Other China China Asia" China Asia™ EU
5364 139% 7% L 5086 65 5% 8956 15 T0% 8% 1%



On the Chinese Table

WHERE GOOD

S ‘ln.l adah, L.

ol RV RS

| W
Ik

\o\‘&‘
l \.4‘.‘

J-J"

|

'."rk.&. \

i "I W

A M - A A
\| \

o wm

M United States M China

No data

ol BNP PARIBAS FORTIS
M PRIVATE BANKING

De bank voor een wereld in verandering

47



Europe Is vulnerable for trade wars

Correlation coefficient between annual global trade
growth and annual real gdp growth in EU countries

48 Source: KBC Economic Research (2018) KBC



FRATELLI

Italy first and
making Italy
great again?

j
> G Contains flashing images. J '

N\

| Giorgia Meloni claims victory in ltaly's general election

Far-right leader Giorgia Meloni has claimed victory in Italy's election, and is
on course to become the countrv's first female prime minister.
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/. Light at the end of the tunnel?

And don’t let it be a train

R etion



owards a unified world gas market

EU27 LNG monthly imports by region of origin Global LNG production

Last updated: 03/01/2023 [update every month] Million tonnes per annum
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Eurozone inflation expectations

- H|CPF SPF Q2 2022
== Eurosystem staff macroeconamic projections {Decermber 2022 @ SPF Q32022
Consensus Economics — HICP @ SPF 242022

@ Market-hased indicators of inflation cormpensation (6 Decernber 2022)
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Energy-intensity to produce a unit of gdp
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Wars accelerate innovation

Nuclear Fission ssionprodu
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GDP per capita (2020 dollars in constant ppp dollars of 2015)
85 954

Ireland

Switzerland

Norway

United States (2019)

Denmark 51 882
Netherlands I 51 462

66 326
60 948
60 800

Sweden S /.8 866
Germany I /7 506
Belgium messss— 45 039
Japan (2019) e 42 226
Euro area S 40 876
United Kingdom eassa—.—.—-—-—_—_—_——__ 30 496
France s 39 457
EU s 338 645
Italy ——————————— 35 451
Spain T 33 818
Russia (2019) 25 471
China (2019) —— 16 454

Brazil (2019) m——— 14 518 Based on OECD-data
India (2019) = 6 756
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It's the best of times, It's the worst of times

 Tri-lemma: only with a fast decline of inflation, it can be solved
« Economics Is a game of relative prices

— Higher energy prices (and carbon taxes) make sustainability cheaper
— Higher gas prices make LNG look cheaper (unified gas market)
— Higher labour costs make automation cheaper

— Higher supply chain costs make just-in-case cheaper (decoupling, more
Inventories, local production...)

 |It's the economy, stupid
— You cannot win a war, only loose peace

— But if you want to win piece, you need a strong economy

“



Solving the puzzle

 Not covid1l9 introduced a ‘new normal’ but the war in Ukraine marks
a new era, literally a new iron curtain

* Are the 1970s and 1980s coming back ? Stagflation / greenflation

* The end of (further) globalisation in a polarised world (western0
values versus authoritarian; NATO versus former Soviet bloc)

» Just-in-case with severe supply chain disruptions
« Climate change will not wait but will the ‘Green Deal’ survive?

* Europe must stand firm and remember its historical lessons learned
(Brexit, Green Deal, energy reliance, own defence system,...)

“



Geert Janssens
geert.jJanssens@etion.be

y @jrgeert
Ovouue ETION
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