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Summary

Global - Global economic growth is forecast to expand 2.8% in
2017, up from 2.5% last year.

Eurozone - Eurozone GDP growth is forecast to moderate slightly
this year, held back by structural issues and increasing political
uncertainty.

Advanced Markets - President Donald Trump’s envisaged fiscal
stimulus is likely to increase US GDP growth in 2017, but political
uncertainty is likely to dampen 2017 growth in the UK.

Emerging Markets - A number of key emerging markets are
expected to emerge from recession in 2017. However, the Trump
presidency poses significant downward risks to some emerging
markets through trade and tighter financing.

Credit and insolvencies — The corporate insolvency environment
is forecast to remain subdued in 2017, especially in the UK and the
Eurozone, triggered by rising uncertainty surrounding Brexit.
Political uncertainty and US monetary policy tightening will weigh
on the business environment in many emerging markets.

Table: Macroeconomic indicators for key markets
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Global

Political uncertainty in advanced
markets on the radar for 2017

The global economy is forecast to expand 2.8% in 2017, up from
the 2.5% estimated in 2016. The acceleration is as a result of an
anticipated emergence of large emerging markets such as
Brazil, Argentina and Russia from recession. Developed markets
are facing a mixed outlook for 2017 though. GDP growth is
forecast to pick up in the US, and the eurozone is forecast to
see another year of weak recovery while the UK slows. Political
uncertainty has increased across advanced markets due to the
Brexit decision, the election of Donald Trump and the outcome
of the Italian constitutional referendum. More tests will come
this year with elections in several European countries. The net
effect of this heightened uncertainty is negative for global GDP
growth as business investment is postponed and international
trade could slow down further.

Protectionism and anti-trade policies are a major concern
amidst this political uncertainty, making the outlook for
international trade in 2017 very uncertain. To highlight this, the
World Trade Organisation (WTO) forecasts trade growth in
2017 to fall in a range of 1.8% to 3.1%.

Oil prices on the other hand have largely stabilised around USD
55 per barrel of Brent. This has been supported by the
implementation of a production cut by OPEC and 11 other non-
OPEC producers including Russia. The US Energy Information
Administration (EIA) forecasts the oil price to hold steady in
2017, averaging USD 53 per barrel.
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Eurozone Eurozone recovery still very
Economic growth forecasts Weak

2017 2018
Austria 14 14 The economic recovery in the eurozone remains very fragile -
Belgium 14 16 slowing down slightly to 1.4% in 2017 from 1.6% in 2016.
Finland 13 13 Political uncertainty is expected to weaken investor confidence
Erance 13 1.4 and GDP growth due to upcoming elections in the Netherlands,
Germany 13 15 France and Germany, and potentially a snap election in Italy.
Greece 17 19 Negotiations between the UK and the EU should also begin this
Ireland 33 31 year, which further heightens uncertainty. Structural issues like
Italy 0.7 0.9 a very weak banking sector, debt overhang and low
Netherlands 17 16 productivity growth also continue to suppress the growth
Portugal 15 13 outlook. In spite of this, business and consumer confidence
Spain 2.4 2.0 have risen to levels unseen since Spring 2011, just before the
eurozone debt crisis. Consumer sentiment continues to be

Eurozone 14 15

supported by low oil prices, monetary policy easing and

Source: Consensus Forecasts (Jan 2017) - employment growth. Industry has also become more optimistic
due to increasing global GDP prospects which support a
recovery in manufacturing. Uncertainty surrounding
protectionist trade policies and Brexit negotiations, however,
threaten to weigh on exports and investment weighing on
sentiment so it is likely that this confidence boost may wane
through the year.

Inflation in the eurozone has reached the central bank’s (ECB)
target of just below 2%. The January reading showed prices
rose 1.8% compared to January 2016, the highest year-on-year
jump since early 2013. However, this is not likely to be
sustained since it is primarily due to energy base effects. Price
pressure in the eurozone remains quite weak. While domestic
demand has been increasing, unemployment is still at 9.6% and
higher inflation and elevated uncertainty could dampen
spending in the coming months. At this point, it does not appear
likely that the ECB will shorten its stimulus programme that is
scheduled to continue until the end of 2017.
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Advanced Markets

Economic growth forecasts

2017 2018
United Kingdom 14 14
United States 23 2.3

Source: Consensus Forecasts (Jan 2017)

US and UK: diverging outlooks
for consumers

Economic growth in the United States is expected to pick up to
2.3% in 2017 compared to 1.6% last year. 2016 growth was
lower than initially expected as a result of the drag on
investment due to lower energy prices, the appreciation of the
US dollar, and declines in inventories. These effects however
will mostly phase out this year. The US growth forecast for
2017 has increased further due to the expected fiscal stimulus
and tax cuts proposed by the new president, Donald Trump.
The US market remains one of the most dynamic in the world
with robust private consumption, which accounts for more than
two-thirds of economic activity. This will be supported again in
2017 thanks to a tightening labour market. The participation
rate is more or less unchanged at 62.7% while unemployment is
low at only 4.7% and wages grew 2.9% y-o0-y in December, the
fastest pace since 2009. This supports the Federal Reserve’s
monetary tightening schedule and we expect to see another
two to three additional rate hikes in 2017.

The outlook for the British economy has become more
uncertain following the vote on the Brexit referendum in June
2016. The economy has been more resilient than expected with
2% growth experienced in 2016, only a modest slowdown from
the 2.2% expansion in 2015. Consumer spending has been the
engine of growth in the UK, supported by relatively high
employment as well. The outlook for 2017 is however weaker.
The weak British pound is putting upward pressure on prices
and uncertainty surrounding the UK'’s future relationship with
the EU is weighing on investment spending. These
developments will likely cause firms to slow hiring and wage
growth while inflation makes consumer goods relatively more
expensive, both hurting constraining consumer spending and
weighing on GDP growth.

Unemployment rate
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Emerging Markets

Economic growth forecasts

2017 2018
Asia (excl. 56 55
Japan)
Latin America 1.8 2.7
Eastern Europe 2.2 2.5

Source: Consensus Forecasts (Jan 2017)

Emerging markets to see modest
recovery in 2017

In 2017, modest recoveries are expected for most emerging
markets, though prospects remain diverse across countries and
regions. Latin America and Eastern Europe are expected to see
improving growth figures this year, as a number of major
markets (Russia, Brazil, Argentina) emerge from recession.

Emerging Asia is expected to uphold its growth rate, fuelled by
high growth in India in particular, despite slowdowns in other
markets. China’s economy is forecast to grow 6.4% this year,
down from 6.7% in 2016. GDP growth is expected to slow
further in the medium-term due to decelerating investment and
industrial activity. A hard landing is still not likely, at least in the
short-term, as the Chinese authorities have gained credibility in
using monetary and fiscal policy to maintain growth within a 6%
to 6.5% range. However, with debt continuing to rise rapidly and
significant excess capacity in heavy industries, the risks
surrounding this baseline scenario are considerable.

In Latin America, Brazil and Argentina will exit recession (1.2%
and 3.1% GDP growth respectively) thanks to a return to
orthodox and market-friendly policies. Venezuela will continue
to suffer from a deep economic crisis and domestic political
turmoil. Its economy is forecast to contract by 3.2% this year
after a plunge of 10.3% in 2016.

In Eastern Europe, the outlook for Russia has improved due to a
recovery in oil prices. GDP growth is expected to reach 1.1% in
2017 after a contraction of 0.6% last year. However, the
medium-term outlook for Russia is still subdued due to
structural weaknesses and the negative impact of sanctions on
productivity and investment.

US President Trump’s plans to boost infrastructure spending
could be beneficial for countries exporting commaodities,
especially construction inputs like iron and steel. However, the
expected shift in economic policy under the new US
administration is likely to be negative for emerging markets.
Especially a quicker-than-expected monetary policy tightening
cycle accompanying fiscal stimulus in the US could hurt
emerging markets in 2017, particularly those countries with
high external vulnerabilities. Protectionist policies could also
weigh on growth in countries that send a large share of their
exports to the US (especially in Central and Latin America,
especially Mexico).
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Credit and insolvencies

Subdued insolvency outlook

Credit standards for corporate loans in the eurozone tightened
slightly in Q4 of 2016, the first tightening since Q4 of 2013.
Banks have gotten more risk-wary especially as very low
interest rates eat into bank profits. The outlook for Q1 of 2017
however is another net easing in credit standards, supported by
strengthening capital positions in most banks. Demand for
loans continues to grow, supported by lower interest rates.
Thus, credit conditions should support the European business
environment in 2017.

The 2017 outlook for insolvencies in the eurozone remains
stable. We forecast only a -0.5% change in corporate
bankruptcies. Insolvencies are expected to be flat in Germany,
Austria and Portugal. The Netherlands is forecast to see only a
3% drop in insolvencies after several years of double-digit
declines and France is expected to see a 2% increase. Elsewhere
in Europe, higher uncertainty is contributing to rising insolvency
forecasts. The UK is expected to experience a 4% uptick in
business failures as the outlook weakens which will likely
spillover into Ireland due to close economic ties.

A stronger outlook for commodity prices is improving the
insolvency outlook for many economies with large natural
resource sectors. Across developed markets, this will aid
businesses in the US, Norway, and Canada. It is also a positive
development for many emerging markets which depend more
strongly on commodity prices. However, 2017 is likely to be
another difficult year for business in emerging markets.

Credit conditions have continued to worsen in Q4 of 2016
according to the Institute of International Finance’s latest EM
Bank Lending Conditions Survey. This is driven by heightened
political uncertainty this year and the prospect of tighter
monetary policy in the US. Thus, despite the emergence from
recession in some countries, we expect insolvencies to increase
again in 2017 in emerging markets.

Interest rate on short-term corporate loans
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Macroeconomic indicators for key markets

GDP growth Budget balance Current account Export growth Political risk
(% of GDP) (% of GDP) balance (%) Rating!
(% of GDP)
2016 2017 2018 2016 2017 2018 2016 2017 2018 2016 2017 2018
Western markets
Austria 15 14 14 -1.6 -1.2 -0.8 2.9 2.7 31 2.2 4.2 44 2 POSITIVE
Belgium 13 14 16 -2.7 -2.4 -2.2 0.8 0.2 01 2.4 41 46 2 STABLE
Finland 12 13 13 -2.4 -2.5 -2.9 -0.5 -0.1 -0.3 2.2 3.6 29 2 POSITIVE
France 12 13 14 -3.3 -3.0 -2.9 -1.0 -11 -11 -0.6 19 3.7 2 STABLE
Germany 18 13 15 0.6 0.5 0.5 9.0 9.0 8.8 2.0 3.3 3.8 1
Greece 0.1 17 19 06 21 -08 | -08 09 -07 | -86 33 48 | 7 POSITIVE
Ireland 3.8 33 31 10 -08 -01 | 16 116 8.7 5.8 6.9 68 | 3 NEGATIVE
Italy 0.9 0.7 0.9 25 38 27 0.7 12 11 038 32 34 | 4 STABLE
Netherlands 21 17 16 10 13 -13 8.3 116 158 2.6 78 63 |1
Portugal 12 15 13 25 16  -16 03 00  -03 17 5.5 45 | 5 POSITIVE
Spain 32 24 2.0 -47 37  -33 16 12 13 47 47 52 | 4 POSITIVE
Eurozone 16 14 15 18 -19 -16 33 3.5 38 2.7 2.5 2.9
Australia 24 2.5 2.8 -16 -0.8 -0.4 -31 -2.7 -3.6 2.0 6.6 2.1 1
Canada 13 2.0 2.0 -1.7 -1.5 -1.2 -3.3 -2.1 -2.2 -0.5 44 2.7 1
Denmark 1.0 14 14 -1.2 -0.9 -0.9 75 7.0 6.5 2.4 9.8 7.2 1
Norway 0.7 15 19 2.6 41 5.2 5.1 8.0 8.6 -6.2 6.7 4.0 1
Sweden 3.2 2.3 2.1 -0.2 -0.5 -0.2 46 4.8 3.9 -1.2 3.0 4.0 1
Switzerland 14 15 17 0.3 -0.2 -0.1 8.5 7.2 6.9 3.6 3.0 3.9 1
United Kingdom 2.0 14 14 -3.7 -3.6 -2.7 -5.6 -4.0 -3.5 2.5 6.0 49 2 STABLE
USA 16 2.3 2.3 -39 -3.5 -4.0 -2.6 -2.1 -2.3 -19 5.2 5.6 1
Central and Eastern Europe
Czech Republic 24 25 2.6 0.0 -1.0 -0.8 17 -0.3 -1.3 3.7 46 49 3  POSITIVE
Hungary 2.0 2.9 2.9 -2.0 -2.5 -2.8 46 4.0 3.5 91 10.1 8.7 5 POSITIVE
Poland 2.7 3.0 3.2 -3.0 -3.4 -3.6 -1.0 -2.2 -3.1 9.4 4.6 5.4 3  NEGATIVE
Russia -0.6 11 15 -4.0 -3.4 -2.7 2.0 3.0 2.8 -4.0 15.5 -2.8 5 POSITIVE
Slovakia 34 31 34 -2.1 -2.0 -1.5 -0.6 0.0 0.7 4.0 49 6.7 3  POSITIVE
Turkey 2.3 2.3 3.0 -34 -5.8 -5.6 -4.0 -5.1 -5.3 5.3 15.8 10.4 5 STABLE
Asia
China 6.7 6.4 6.1 -4.2 -4.2 -4.0 3.0 49 34 51 84 9.1 3 STABLE
India 6.8 7.5 7.7 -6.3 -6.0 -5.5 -0.6 -1.0 -1.8 12.9 8.6 19.6 4  NEGATIVE
Japan 0.9 11 0.9 -4.9 -4.9 -5.0 3.8 4.0 4.0 -10.5 19 8.9 3  POSITIVE
Latin America
Brazil -3.4 0.8 0.0 -8.7 -8.8 -6.5 -11 -1.5 -1.4 11.5 8.6 8.2 5 POSITIVE
Mexico 2.0 17 0.0 -3.3 -2.6 -2.0 -2.3 0.7 0.2 10.6 -11 0.7 4  POSITIVE

1 Note: STAR is Atradius’ in-house political risk rating. The STAR rating runs on a scale from 1 to 10, where 1 represents the lowest risk and 10 the highest
risk. In addition to the 10-point scale there are rating modifiers associated with each scale step: ‘Positive’, ‘Stable’, and ‘Negative’. These rating modifiers
allow further granularity and differentiate more finely between countries in terms of risk.

Sources: Consensus Economics, IHS, National statistics bureaus, Atradius Economic Research



If you've found this economic update useful, why not visit our website www.atradius.com where
you'll find many more Atradius publications focusing on the global economy,

including country reports, industry analysis, advice on credit management and

essays on current business issues.

Connect with Atradius on social media
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Disclaimer

This report is provided for information purposes only and is not intended as a recommendation or advice as to particular transactions,
investments or strategies in any way to any reader. Readers must make their own independent decisions, commercial or otherwise, regarding
the information provided. While we have made every attempt to insure that the information contained in this report has been obtained from
reliable sources, Atradius is not responsible for any errors or omissions or for the results obtained from the use of this information. All
information in this report is provided 'as is’, with no guarantee of completeness, accuracy, timeliness or of the results obtained from its use,
and without warranty of any kind, express or implied. In no event will Atradius, its related partnerships or corporations, or the partners,
agents or employees thereof, be liable to you or anyone else for any decision made or action taken in reliance on the information in this report
or for any consequential, special or similar damages, even if advised of the possibility of such damages.
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