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EXECUTIVE SUMMARYEXECUTIVE SUMMARY 

 Starting with the USA, the latest data on growth were mixed, due to the impact of
the Sequester and confirming our forecasts for a weaker central part of the year.
Thanks to Equity and housing prices’ growth and to the modest variation in total
household debt in the past quarters net household wealth is above pre crisis levelshousehold debt in the past quarters, net household wealth is above pre-crisis levels,
pushing higher income households to spend, while those with lower incomes are
adjusting their spending priorities after tax increases, in order not to cancel all
progress in their personal balances.p og ess t e pe so a ba a ces

In Q2 there’s been a slowdown also in industrial activity due to low necessity to
restock after Q1 accumulation and to the decrease in public demand after theQ p
Sequester. The reduced fiscal uncertainty can improve the outlook for investments in
the coming quarters, which we expect to increase constantly. At the same time, the
housing recovery continues to consolidate, despite the spike in mortgage rates. The
unemployment rate will further decrease but will remain well above NAIRUunemployment rate will further decrease, but will remain well above NAIRU.

 Overall, our forecasts are at 1.7% for 2013 and 2.7% for 2014. The unemployment
rate is forecasted at 7 3% at end of 2013 and at 6 7% at end of 2014rate is forecasted at 7.3% at end of 2013 and at 6.7% at end of 2014.



EXECUTIVE SUMMARY
 Inflation: We expect inflation under 2% for the whole forecasting period, thanks
to the output gap accumulated during the Great Recession and these three and a
h lf f l k f d fl h b l f

EXECUTIVE SUMMARY 

half years of slow recovery. We see no risk of deflation, with a stabilization of
inflation in the second half of the year. The growth in core CPI will be driven by
Shelter Costs. Forecasts: average headline CPI at 1.7% in 2013 and at 1.8% in 2014,
average core CPI at 1 8% in 2013 and at 1 7% in 2014average core CPI at 1.8% in 2013 and at 1.7% in 2014.

 Monetary Policy: We still expect the start of Tapering in September, that is the
reduction on the Fed’s part of monthly asset acquisitions before expected withreduction on the Fed s part of monthly asset acquisitions before expected, with
continuous gradual reduction in the following months with the strengthening of
recovery.

 Risks: the principal risks are in fiscal policy, in tightening financial conditions and
in a possible lower than expected global growth, mostly due to the Chinese
slowdown.
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 In the Euro area the first signs of recovery are visible. The cycle’s inversion 
indications are however still feeble and need to be confirmed. However, on the 
basis of the latest data the probability that the long recession is close to itsbasis of the latest data, the probability that the long recession is close to its 
end is significantly higher.

 The second quarter of 2013 could be the first growth period after six The second quarter of 2013 could be the first growth period after six 
consecutive quarters with a negative sign. We thus increased the GDP 
estimate for Q2 2013 in the Euro area from -0.2% to +0.1%, incorporating 
improvements for Germany (from +0.2% to +0.3%) and for France (from -
0.3% to +0.1%), keeping the forecast for another decrease for Italy (-0.3%).
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 After the significant weakness in April, the qualitative surveys have 
improved between May and June. The leading indicators of the 
man fact ing secto (PMI) a e at thei highest since man monthsmanufacturing sector (PMI) are at their highest since many months , 
signalling a consolidation of industrial activity, which is actually already 
visible. Production-as an average of the second quarter-registers robust 
growth versus the first quarter of the year; retail sales picked up in Maygrowth versus the first quarter of the year; retail sales picked up in May 
after the difficulties of Q1.

 Recovery is hindered by worsening employment conditions and by risks 
on the global economic scenario. However, the unexpected increase in the 
cycle implies an average rate of growth for Eurozone at -0.5% in 2013 and 
+1.1% in 2014, respectively three and two tenths above previous 
estimatesestimates.
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 Inflation rebounded from the trough reached in April, at 1.6% in the most 
recent estimate in June The disinflationary trend dominates due to the lowrecent estimate in June. The disinflationary  trend dominates due to the low 
pressure of the cycle and to the ending of inflationary pressure from costs 
of production factors. 

 On average over the year, inflation is expected to contract from 2.5% in 
2012, to 1.4% in 2013 and 1.3% in 2014, values that we confirm from our 
previous report.

 The expected course of inflation combined with low growth perspectives, 
allow the ECB ample possibilities for an expansive monetary policy.

 In this report we present a special focus on the euro area.
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Growth in the UK is constrained by the households’ continuous 
deleveraging and the need to rebalance the productive system. On the 
e te nal f ont so fa the de al ation of the po nd hasn’t p od ced theexternal front, so far, the devaluation of the pound hasn’t produced the 
desired effects in terms of enhancing exports, due both to a lag in 
adjustment of exported volumes (J-curve), and to relative price insensibility 
of UK exports due to its sector specialization and to the weakness of itsof UK exports due to its sector specialization and to the weakness of its 
main trading partners (Eurozone). Our real growth forecasts lie around 
1.0% in 2013 and 1.3% in 2014.

 For inflation, CPI has been influenced in the past years by a series of 
one-off shock, such as changes in VAT, and by energy prices. However, the 
underlying trend remains strong, compared to current growth levels, 

t d b l l b d ti it th t h ULC d b th dsupported by low labour productivity that pushes ULC,  and by the pound 
devaluation. We expect a CPI above target for the whole forecasting period, 
with average headline CPI at 2.7% in 2013 and at 2.5% in 2014.



EXECUTIVE SUMMARY

 Monetary Policy: the Bank of England MPC responded aggressively to 
signals of domestic demand’s modest growth. The programme of asset 
acquisition is on hold since November as the MPC has preferred to seeacquisition is on hold since November, as the MPC has preferred to see 
whether recovery signals are sustainable. We expect the introduction of a 
forward guidance in rates Fed-style in August under the Carney leadership. 
In particular, a solution for the UK would be, in our view, to establish a 
target in terms of Consumer Spending rather than the unemployment rate, 
due to its profile which differs too much from growth. The official rates will 
remain stable at least till mid 2015.

Risks: risks on growth forecasts are balanced, additional non conventional 
monetary easing is probable, despite upside risks on our inflation forecasts.
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 Macroeconomic data signal with no doubt that China is slowing down 
severely and above all previous estimates. The phenomenon has generated 
fea s on a global scale fo a possible “ha d lending” of the second o ldfears on a global scale for a possible “hard lending” of the second world 
economy, however here we will ignore the most pathological aspects. It’s 
the toll to pay at present (in terms of lower growth) to the new leadership’s 
target to modify the country’s development model, too dependant on credittarget to modify the country s development model, too dependant on credit 
and investment.  

 The cycle is improving significantly in Japan. The expansive impulse, 
strongly robust in the first quarter of the year, should confirm its vigour in 
the coming quarters, ensuring an average development rate around 2% in 
the current year and the next one. 
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FOCUS ON THE EURO AREA



CONFIDENCE INDICATORS

In the month of June, according to PMI surveys, the gap between European and International cycle was 
reduced, but still significant…
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Comparison between PMI Composite indexes

USA

CHINA

Comparison between PMI Composite indexes

USA

GRECIA
EUROZONE

EUROZONE

PMI GLOBAL
JAPAN

13



The June PMI survey signalled an improvement of the Eurozone economic climate insufficient however to

CONFIDENCE INDICATORS 
The June PMI survey signalled an improvement of the Eurozone economic climate, insufficient however to 
offset the persistent dominance of recessive impulses in the area. The synthetic index for the entire 
economy grew by one point vs previous month reaching 48.7, 15 month high; that relative to 
manufacturing grew to 48.8, 16 month high; service index at 48.3, six month high…The probabilities for a 
recovery phase in the final months of the year are growingrecovery phase in the final months of the year are growing…
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GERMANY, CONFIDENCE INDICATORS
In Germany, the PMI composite index consolidated  its position over the 50 points level, at 50.4, three tenths 
higher than in May. Also the Services index exceeded 50, after two months below this level; not so 
manufacturing that registered worse conditions than at the beginning of the year….
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I F th ’ d fi it i l t th i th i li t f hi t i ll l l l Th

FRANCE, CONFIDENCE INDICATORS
In France, there’s a definite impulse strengthening the economic climate from historically low levels. The 
synthetic PMI index in June registered 47.4, 11 month high, five points above the long time low scored last 
January (42.7). The index on new orders reached a sixteen month high, manufacturing 17-month high, 11 
services…  
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Th lid ti f i t i t t It l ith d t i t it Th l

ITALY, CONFIDENCE INDICATORS
The consolidation process of macroeconomic parameters interests Italy  with modest intensity. The slow 
recovery of synthetic PMI (47 in June, 22 month high) places it still far from expansion area. The recovery of 
manufacturing (49.1, 24 month high), is associated with a marked weakness in services (45.8, lower than 
previous month)…. 
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QUALITATIVE INDEXES

The Eurozone synthetic qualitative index improved definitely between May and June, reaching the highest 
level since the beginning of last year…

3

EUROZONE: SYNTHETIC QUALITATIVE INDEX 
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QUALITATIVE INDEXES

Regarding Q2 2012 GDP for Eurozone, the forecasting interval generated by leading indicators is comprised 
between -0.3% and +0.5%, improving since April (when the bounds were -0.4% e +0.4% respectively). The 
average forecast grows from -0.1% to zero; the weighted average is at -0.2% from -0.4%.  
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QUALITATIVE INDEXES - GERMANY

Q2 2013 GDP forecasts for Germany, according to leading indicators lie between -0.3% and +0.1%, in line 
with April trends. The average forecasts are confirmed at +0.4%, the weighted average is at +0.2%.
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QUALITATIVE INDEXES - FRANCE

Regarding Q2 2013 GDP for France, leading indicators generate an interval between -0.3% and +0.2%         
(-0.4%/+0.2% in April). The forecasts’ average improves by one tenth at -0.1%; the weighted average grows 
to a -0.2% from -0.3%.  
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QUALITATIVE INDEXES - ITALY

Looking at Italy’s Q2 2013 GDP, the forecasting interval generated by the leading indicators is between -0.6% 
and +0.4% (-0.6%/+0.2% in April). The forecasts’ average is confirmed at -0.4%; the weighted average 
grows at -0.4% from -0.5%.  
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HOUSEHOLDS’ CONSUMPTION
After publishing May data and the update of April stats, the trend in private consumption in the Monetary 
Union has improved. The aggregated retail sales in the Euro area registered a 1.0% increase, interrupting 
three consecutive monthly decreases, thanks to simultaneous  households’ increased spending in Germany.
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HOUSEHOLDS’ CONSUMPTION
Also in terms of quarterly averages the situation is definitely better: while the April data suggested an
important erosion of private consumption on the growth of aggregate GDP compared to the first quarter of the
year, now that component seems just slightly lower…

RETAIL SALES
Eurozone; Quarterly average
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PRODUCTION
In May, the aggregate industrial activity corrected the April rebound, with a slight decrease of three tenths of
a point. The data is due to a one percentage point contraction of German production (that grew over 2% the
previous month) and by four tenths of French production (+2.3% in April). In Italy, instead, production
registered a very slight increase (+0.1%) after three consecutive monthly decreases.g y g ( ) y
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PRODUCTION
Considering quarterly averages, we assume a contribution of industrial production to GDP in Q2 significantly
better than in Q1. The Eurozone aggregate data reveals that so far the production in Q2 2013 is the best
since the end of 2010.

INDUSTRIAL PRODUCTION
Germany; quarterly average

INDUSTRIAL PRODUCTION
Italy; quarterly average

INDUSTRIAL PRODUCTION
France; quarterly average

INDUSTRIAL PRODUCTION
Eurozone; quarterly average

26



INFLATION

After registering in April the minimum since 2010 at 1.2%, the aggregate general inflation rate grew at 1.6% 
(flash estimate for June), following a recovery dynamic typical of the whole area. Among the greater 
economies, France has the lowest inflation rate, below 1%; Italy is at 1.2%, Germany at 1.8%, Spain at 2.1% , , ; y , y , p
and Holland at 2.8%.
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INFLATION

Net of volatile components (energy, food, alcohol, tobacco), the aggregate rate of inflation remained 
unaltered in June at 1.2%, two tenths more than April’s 1.0%, which was an all time low since February 2011. 
In this case, national rates have a significantly greater dispersion…t s case, at o a ates a e a s g ca t y g eate d spe s o
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INFLATION
In May, Eurozone’s inflation in production was again negative for the second time in a row, at -0.1% on a 
yearly basis, after the -0.2% of the previous month. Deflation on source prices is constantly putting 
downward pressure on retail prices also. 
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EXPECTATIONS AND INFLATION
Businesses signal that the costs of productive factors is at a four year low. Deflation is accumulating at the
source, possibly preparing to impact retail prices.
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LABOUR MARKET

There is no signal for improvement in employment and unemployment rates.
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DISCLAIMER

The content of the preceding pages has been prepared by Banca Aletti&C. S.p.A. (“Banca
Aletti”) together with the European University Institute. Banca Aletti – belonging to the
Gruppo Banco Popolare – is a broker authorized by law, listed in the Register of Banks,

b 383number 5383.

With this document Banca Aletti proposes to its customers’ evaluation information retrieved
from reliable sources in the system of financial markets and – where deemed necessary –
its own opinion on the matter with possible commentary (notes, observations, evaluations).p p y ( , , )

We point out that the information provided, communicated in good faith and on the basis of
data available at the moment, could be inexact, incomplete or not up to date and is apt to
variation, even without notice, at any given moment.

This document cannot be in any way considered to be a sales or subscription or exchange
offer, nor any form of soliciting sales, subscriptions or exchange of financial instruments or
of investment in general and is neither a consulting in financial investment matters.

B Al tti i t ibl f th ff t d i i f th f thi d t ThBanca Aletti is not responsible for the effects deriving from the use of this document. The
information made available through the present document must not be considered as a
recommendation or invitation on Banca Aletti’s side to accomplish a particular transaction
or to perform a specific operation.

Each investor should form his own independent persuasion, based exclusively on his own
evaluations on the opportunity to invest. The decision to undertake any form of financial
operation is at the exclusive risk of the addressees of the present disclaimer.

The source of all data and graphs is provided by Thomson Reuters where not otherwise
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The source of all data and graphs is provided by Thomson Reuters where not otherwise
specified.


