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The essential
While in the short term we do expect some temporary relief coming from positive economic surprises and
supportive news on the trade front (should coronavirus impact be limited), on a medium-term horizon our
economic scenario confirms the fragility of the profit cycle.
Exceptional features of this cycle are lower growth due to trade war escalation, unprecedented low interest
rates due to unconventional monetary policy and a fairly resilient labour market due to the strong domestic
sector resilience. Notwithstanding these specificities, the 2020 is still compatible with a late cycle phase; but the
most likely scenario for the end of 2021 is the transition into a correction phase

Growth: deceleration in United States and stabilisation in Eurozone are confirmed. The profit
cycle remains fragile
• Real GDP growth is expected to gradually decelerate towards potential in the US (1.8% vs Fed 2%, q4/q4, with
the growth driver mix becoming less broad based. While we maintain our opinion that the US consumer will
post an “average” year, thus becoming the main engine of growth, investments will decelerate, in particular
non-residential investments. Compared to our last update, we have revised up our expectations on residential
investment performance, which will no longer be a drag on growth.
• While for the US “normalisation” will come from the top, the picture is more mixed for the Eurozone (EZ), with
Germany and Italy improving their trend profile after their poor 2019 performance, while France remains close to
potential and Spain is slowing down. The Eurozone as a whole is set to stabilise at potential, and currently there
are few signs of accelerating momentum ahead. Indeed, the manufacturing PMI is still showing concern that a
turn of the tide in the trade war escalation will not suffice to remove the drag on the sector.
• Despite some short term relief, profits are still in the final phase of this cycle. A rebound in global trade is needed
to prolong growth until 2021. Margins, which have been the key factor behind EPS growth for the past decade,
may come under pressure due to higher ULC and high debt leverage, specifically in US corporates.

Downward trend is confirmed: 2020 still late cycle while the most likely scenario for the end
of 2021 is a transition to the correction phase
Forecast
0.8

Europe Debt
Crisis and
Draghi Put

0.6

0.4

Lehman & postLehman write-off
inflection range

0.2

12

Recovery
Asset Reflation

Late Cycle

Correction

Document for the exclusive attention of professional clients, investment services providers and any other professional of the financial industry

Q1 22

Q3 22

Q1 21

Q3 21

Q1 20

Q3 20

Q1 19

Q3 19

Q1 18

Q3 18

Q1 17

Contraction

Q3 17

Q1 16

Q3 16

Q1 15

Q3 15

Q1 14

Q1 13

Q3 13

Q1 12

Q3 12

Q1 11

Q3 11

Q1 10

Q3 10

Q1 09

Q3 09

Q1 08

Q3 08

Q1 07

Q3 07

Q1 06

Q3 06

Q1 05

Q3 05

Q1 04

Q3 04

Q1 03

Q3 03

Q1 02

Q3 02

Q1 01

Source: Amundi Research 7th January 2020

Q3 14

EPS Recession

0
Q3 01

Cycle Intensity Index

1

CROSS ASSET

February 2020

Asset allocation

INVESTMENT STRATEGY

#02

Inflation: Price dynamics are expected to keep their positive momentum during 2020 across
the US and Eurozone
• Price dynamics are expected to keep their positive momentum during 2020 across the US and EZ, although
there are clearly differences between countries in terms of their proximity to the central bank target.
Headline inflation in the US will move higher in the first part of 2020 and then decelerate into 2021, but
the Fed’s preferred inflation gauge, the core PCE price index, will only gradually converge towards 2%. This
gradual uptrend will be supported by a positive output gap, with unemployment well below NAIRU and ULC
continuing to grow, although at a slower pace than seen in 2019; production prices in the pipeline will move
higher too, in part as a result of the impact of tariffs implemented in the past. The consequent risk of margin
reduction may prompt some final price increases, which will be acceptable for consumers who are still seeing
their wages rise.
• In the EZ, inflation dynamics remain on a slight uptrend but are far from the ECB’s target. Although the labour
market broadly speaking remains strong, wage growth is not following the same trends everywhere and the
inflation outlook remains weak and heterogeneous by country. In aggregate terms, wages will keep rising at
a pace slightly slower than in 2019, but this will be offset by some improvements in productivity so that unit
labour costs will grow but more slowly than in 2019 (though still above the average of last 5 years). Producer
price growth should remain slightly below the pace of 2019. Overall, core inflation should remain supported
but will hover far away from the target, without any major push as the economy grows at or slightly below
potential.

The exceptional features of this cycle are lower growth due to trade war escalation,
unprecedented low interest rates due to unconventional monetary policy and a fairly resilient
labour market due to the strong domestic services sector.
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• On the fiscal front we do not expect any major push: in the US, according to the CBO, the deficit is projected to
reach 4.6% of GDP (up from 4.5% in 2019), with debt held by the public increasing from 78.9% to 80.7%. In the
Eurozone, it is currently difficult to foresee a major coordinated fiscal push, unless a major economic downturn
occurs; we expect easing in the countries with more fiscal room, such as Germany and the Netherlands. Overall,
according to the European Commission estimates, the aggregate deficit targets in 2020 should be around 0.9%
of GDP (vs 0.8% in 2019), leading to further easing (looking at structural balance change, moving from -0.1%
in 2019 to ‑0.2% of potential GDP). Debt to GDP (EA19) will move from 86.4% of GDP to 85.1% according to
EU Commission estimates. Looking at recent developments, in Germany, the 2020 budget announces a 0.75%
fiscal stimulus (measured as the decrease in structural surplus) through a large variety of tax and spending
measures. However Germany has a recent history of not meeting fiscal expansion targets. The EC only factors
in a 0.4% increase. The UK budget will be announced on 11 March: at the moment, estimates based on the
September spending announcements, the planned change in budget rules (the new rule is a balanced current
budget and up to 3% of GDP in investment spending) and the Tory electoral promises indicate a fiscal stimulus
of just under 1% of GDP. In Japan, a sizeable (EUR220 billion) economic package was announced to dodge
contagion from the global economic slump. It also addressed the urgent need to replace infrastructure that has
exceeded its service life. The measures are expected to boost GDP by 0.7% over the next two years. Emerging
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Markets are slowly moving towards a more expansionary fiscal stance. In December we saw the approval
of bold budget laws for 2020, and Indonesia, Philippines and India announced larger expenditure plans. The
Indian budget will be released on 1 February – fiscal figures released so far for FY20 are disappointing and fall
short of the funding needed for more expenditure.

Monetary policy remains focused on supporting growth
In developed markets we expect central banks to maintain their current accommodative stance, which is
supportive to growth and made possible by an overall soft inflation outlook. Among the main emerging
markets, central banks will maintain their easing bias but recent developments on the inflation front in a
few countries may limit their room to manoeuvre.
• DMs: The Fed will keep its easing bias despite moving to a more data dependent approach and we are pencilling
in another rate cut in 2020, in order to maintain accommodative financial conditions and to keep US growth on
track. In the Eurozone, the ECB’s QE2 has just started and no major new measures are expected to be delivered
in the short-term, especially in light of the ongoing strategic review, unless a material deterioration in the macro
picture occurs. In the UK, provided the economy recovers and behaves broadly in line with the MPC’s projections,
the likeliest approach will be to keep rates on hold over the next 12 months. Finally, in Japan we expect one rate
cut by 10 bps in the next 12 months.
• EMs: The PBoC’s accommodative stance is proceeding as expected, using every tool considered necessary.
New higher-than-expected headline inflation figures will not prevent the central bank from maintaining its
accommodative stance. In India, domestic economic activity indicators have started to show a mixed picture
with a few green shoots in an overall depressing economic environment while inflation surprised on the
upside, which will probably require a further upward revision in the RBI central case and further delay any
policy rate decision in the short term. Further easing by the BCB was widely expected following constructive
progress on the reforms side (pension reform in primis). As previously announced by the BCB, the current
stage of the business cycle requires caution when considering possible new changes in the degree of stimulus.
In Russia, inflation has receded and the CBR has mentioned the possibility of a further key rate reduction
in the first half of 2020. With inflation remaining well behaved, we expect a total of two 25 bps cuts in the
next twelve months.
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information assumes the entire risk of any use made of this information. MSCI, each of its
affiliates and each other person involved in or related to compiling, computing or creating
any MSCI information (collectively, the “MSCI Parties”) expressly disclaims all warranties
(including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI
Party have any liability for any direct, indirect, special, incidental, punitive, consequential
(including, without limitation, lost profits) or any other damages. (www.mscibarra.com).
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in the applicable legislation and regulation. This document is not intended for citizens or
residents of the United States of America or to any “U.S. Person”, as this term is defined in
SEC Regulation S under the U.S. Securities Act of 1933. This document neither constitutes
an offer to buy nor a solicitation to sell a product, and shall not be considered as an unlawful solicitation or an investment advice. Amundi accepts no liability whatsoever, whether
direct or indirect, that may arise from the use of information contained in this material.
Amundi can in no way be held responsible for any decision or investment made on the
basis of information contained in this material. The information contained in this document
is disclosed to you on a confidential basis and shall not be copied, reproduced, modified,
translated or distributed without the prior written approval of Amundi, to any third person
or entity in any country or jurisdiction which would subject Amundi or any of “the Funds”,
to any registration requirements within these jurisdictions or where it might be considered
as unlawful. Accordingly, this material is for distribution solely in jurisdictions where permitted and to persons who may receive it without breaching applicable legal or regulatory
requirements. The information contained in this document is deemed accurate as at the
date of publication set out on the first page of this document. Data, opinions and estimates
may be changed without notice.
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