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EXECUTIVE SUMMARY 

 The October issue of the World Economic Outlook published by the IMF saw
a downward revision to its global economy growth estimates both for this yearg y g y
and next, compared to their July forecasts. In 2013 global GDP should grow by
2.9% (-0.3%), while in 2014 the growth should be 3.6% (-0.2%). The trend
remains upward, but weaker.

 The downward revisions are due to the persistence of several negative
factors, including fiscal consolidation in the main economies, excess public andfactors, including fiscal consolidation in the main economies, excess public and
private debt and uncertainty about “Tapering” in the US, which have negatively
impacted emerging economies in particular.



EXECUTIVE SUMMARY 

 For the US, we trimmed our Q4 GDP growth forecasts because of the
Government Shutdown, which should impact Government Spending, Private
Consumption and Investments in the short term, while we expect a rebound ino u p o a d o , p a bou d
Q1 2014. Our GDP growth forecasts are 1.5% for 2013 and 2.6% for 2014.

 The unemployment rate will fall further but it will remain well above NAIRU The unemployment rate will fall further, but it will remain well above NAIRU.
The unemployment rate is forecasted at 7.2% at the end of 2013 and at 6.7%
at the end of 2014.

 Inflation: We expect inflation below 2% for most of the forecasting horizon,
reflecting the effects of the output gap accumulated during the Great Recession
and these four years of subpar growth thanks to the accumulated output gapand these four years of subpar growth thanks to the accumulated output gap.
Also risks from commodities prices are limited in an environment of less robust
global growth. We do not see deflation risks though, with a stabilisation of
inflation measures later this year and a modest acceleration in 2014 Weinflation measures later this year and a modest acceleration in 2014. We
currently project headline CPI to average 1.6% yoy in 2013 and 1.8% in 2014,
while core CPI is seen at 1.8% in 2013 and at 2.0% in 2014.



EXECUTIVE SUMMARY 

 After the missed Tapering kick-off in September, we expect the first reduction
in purchases in Q1 2014 due to the uncertainty related to fiscal policy. The
reduction will gradually go on all over 2014 as the recovery strengthens andg y g y g
growth prospects improve, to completely halt QE3 in Q4 2014. “Data
dependence” is still valid: if new data are not up to Fed’s expectations, we
could well see Tapering postponed further.

 We expect the first increase in FF around mid 2015, when unemployment
rate will be well below 6.5%.rate will be well below 6.5%.

 After the temporary agreement in Congress on October 16, we expect fiscal
negotiations to still be difficult as we get closer to the new deadline in Januarynegotiations to still be difficult as we get closer to the new deadline in January.



EXECUTIVE SUMMARY

 The trend in the Eurozone recovery remains intact, but in Q3 there will be a
temporary set-back, with growth lower than previously estimated, in particularp y , g p y , p
in the industrial sector.

 The slowdown is bound to be temporary though Already from the final The slowdown is bound to be temporary though. Already from the final
quarter of the year, GDP growth will accelerate, benefiting from increasing
confidence, also in peripheral economies, and from a gradual acceleration in
domestic demand. A limit to expansion capability will be the job market, stilldomestic demand. A limit to expansion capability will be the job market, still
clearly under pressure.

 GDP growth will benefit from the likely end of the Italian recession for which GDP growth will benefit from the likely end of the Italian recession, for which
we foresee a modest expansion (but constantly below the Eurozone average)
beginning in the final quarter of the year.



EXECUTIVE SUMMARY

 Our forecast for aggregate GDP growth has been downwardly revised by one
tenth as 2013 average (-0.5%), penalised by the slowdown in manufacturingtenth as 2013 average ( 0.5%), penalised by the slowdown in manufacturing
activity in the summer months and by the severe contraction forecasted for
Italy (-1.8%). Also forecasts for Germany (+0.5%) and France (+0.2%) were
trimmed by one tenth. In 2014 the cycle should consolidate in a more markedy y
way, generating an increase in aggregate GDP to around 1% and in German
GDP by a little less than 2%.

 In September, Eurozone’s inflation fell to its lowest level since February 2010
(1.1% yoy) and went further down in October (0.7% yoy), under the impulse
of decreasing energy prices and, to a lesser extent, of food prices. In Spain, aof decreasing energy prices and, to a lesser extent, of food prices. In Spain, a
statistical effect determined a fall in inflation to 2009 levels. Core dynamics
remained decidedly more stable. Our inflation forecast for the Eurozone is at
1.4% in 2013 and 2014 on average.g



EXECUTIVE SUMMARY

 On October 2nd the ECB Governing Council left interest rates unchanged at
0.5%. This decision was based on the analysis of the economic conditions, withy ,
the idea of a gradual recovery in the second part of the year that should
consolidate further in 2014. In this context, and with inflation expected to stay
well below 2%, we assume monetary policy to stay accommodative.

 In line with the ECB’s forward guidance, interest rates will stay at current
levels. We do not expect further rate cuts, though the October inflation valuelevels. We do not expect further rate cuts, though the October inflation value
increases a bit their chance.

 For money market the gradual reduction in excess liquidity because of For money market, the gradual reduction in excess liquidity because of
LTROs anticipated repayments is a symptom of improving confidence in
financial markets and a reduction of fragmentation. However, it also represents
a risk for some unintended EONIA rates increasesa risk for some unintended EONIA rates increases.

 In this report we present a special focus on the euro area.



EXECUTIVE SUMMARY

 In the UK the recovery accelerated in 2013, with Q3 GDP growth at 0.8%
qoq The main contribution to growth comes from Private Consumptionqoq. The main contribution to growth comes from Private Consumption,
sustained by an improving job market, by increases in House prices (through
Wealth Effects) and by still low interest rates. Instead, business loans remain
modest and thus Capex decreased in Q2. Our real GDP growth forecasts are atmodest and thus Capex decreased in Q2. Our real GDP growth forecasts are at
1.3% in 2013 and at 1.8% in 2014.

 Inflation has been sustained by a series of one off shocks (tax increases Inflation has been sustained by a series of one-off shocks (tax increases,
university tuitions fees and Utilities’ tariffs) and by particularly low labour
productivity which is pushing up unit labour costs, while the Pound’s
appreciation limits the impact of commodities prices increases We thusappreciation limits the impact of commodities prices increases. We thus
forecast CPI to stay above target for most of our forecasting horizon. Our
forecasts for average headline CPI are at 2.7% in 2013 and 2.4% in 2014.



EXECUTIVE SUMMARY

 The latest macroeconomic data signal without any doubt that the Chinese
economy is accelerating after a soft patch experienced during the spring andeconomy is accelerating after a soft patch experienced during the spring and
early summer months whose intensity was above expectations. While
production and sales continue to show robust growth, uncertainty on
qualitative indicators could imply a temporary slowdown in the final months ofqualitative indicators could imply a temporary slowdown in the final months of
the year. If we exclude food prices, inflation is overall stable, confirming the
neutral stance of monetary policy.

 The economy remains vigorous in Japan. The expansive impulse, very
robust in the first three months of the year, toned down only slightly between
April and June but should persist also in the coming quarters for averageApril and June, but should persist also in the coming quarters, for average
growth rates around 2% this year and 1.5% next year. This is the result of
extraordinary expansive economic policies known as Abenomics. The headline
inflation rate will remain positiveinflation rate will remain positive.



EXECUTIVE SUMMARY

 The Australian economy is weak by historical standards, as real GDP growth
rate was just 0.6% qoq in Q2, same result we had in Q1. Overall, average
growth for 2013 should print at 2.6%. Recent labour market data show agrowth for 2013 should print at 2.6%. Recent labour market data show a
decline in the unemployment rate, mainly because of a decline in the
participation rate though.

 National accounts data marked an acceleration in Korean GDP growth for
Q2, with real GDP growth accelerating at 1.1% qoq from 0.8% in Q1. The
trend here seems to have turned to growth benefiting from a recovery intrend here seems to have turned to growth, benefiting from a recovery in
consumption which is also sustained by Government stimulus and low interest
rates.



EXECUTIVE SUMMARY
GENERAL MACRO SUMMARY
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FOCUS ON THE EUROZONE



TIME SERIES AND FORECASTS

In the third quarter we forecast the two major Eurozone economies to remain on an expansionaryIn the third quarter we forecast the two major Eurozone economies to remain on an expansionary
trend, even if they should slowdown a bit after strong Q2 results. For Germany, our Q3 GDP
forecast is at +0.3% qoq, four tenths lower than the previous quarter growth. For France, we
currently forecast +0.1% qoq GDP growth, a reduction by four tenths compared to Q2 GDP

GDP

y q q g , y p Q
growth. Italy should register a flat result, after eight consecutive negative quarters. In the final
months of the year, growth should accelerate again, even if modestly.

GERMANY

MAJOR ECONOMIES- Quarterly Rates

Forecasts

FRANCE

ITALY
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TIME SERIES AND FORECASTS

After the downward revisions to Q3 GDP growth forecasts estimates for the major EurozoneAfter the downward revisions to Q3 GDP growth forecasts, estimates for the major Eurozone
economies have been trimmed for the whole forecasting period. Despite this, we confirm a
vigorous growth for Germany, that will accelerate from 0.5% growth in 2013 to 1.8% in 2014,
confirming its leadership role in the Eurozone.
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TIME SERIES AND FORECASTS

I Q3 f t E GDP th t j t +0 1% thi d f th th d dIn Q3 we forecast Eurozone GDP growth at just +0.1% qoq, one third of the growth pace recorded
in the previous quarter, due to the simultaneous slowdown in the two major economies of the area,
partially due to temporary factors that inflated growth in the previous period. The underlying trend
for aggregate GDP remains positive and growth will start accelerating again in Q4 2013. In terms of

GDP GDP

o agg ga a po a d g o a a a g aga Q 0 3 o
yearly averages, our 2013 GDP growth forecast has been cut by one tenth to -0.5%, and the one
for 2014 was upwardly revised to +1.0%.
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A di t th l t t il bl (S t 2013) th i i l ti i E

BUSINESS SENTIMENT

According to the latest available surveys (Sept 2013), the increasing acceleration in Eurozone
leading indicators continues to be vigourous, filling almost completely the gap with the global cycle.
At the beginning of Autumn, the Monetary Union’s economic climate is at its highest in two years.

EUROPE AND INTERNATIONAL CYCLE EUROPE AND INTERNATIONAL CYCLE
Composite PMI indexes comparison

USA

CHINA

Composite PMI indexes comparison

USA

GRECIA
EUROZONE

EUROZONE

PMI GLOBAL
JAPAN
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The improvement in the Eurozone Economic Climate is in part a consequence of the net

ITALY - CONFIDENCE

The improvement in the Eurozone Economic Climate is in part a consequence of the net
improvement in sentiment in Italy. Actually, the Italian Composite PMI grew by two and a half
points in September to 52.8, its highest level since April 2011. Growth was even more pronounced
for Services, with a 4 point increase to 52.7, its highest level since March 2011. Hence, there is a

f h f ’ hi d l f 26 i h f iray of hope for Eurozone’s third largest economy, after 26 consecutive months of contraction.
PMI Composite Output PMI Composite New Orders
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In Germany the economy’s engines are running at full steam After a temporary setback in April

GERMANY - CONFIDENCE

In Germany the economy s engines are running at full steam. After a temporary setback in April
below 50, the Composite PMI quickly recovered reaching 53.8 in September, its highest level since
early 2012, mainly thanks to the Services Sector, while Manufacturing has been more uncertain in
the latest surveys.y
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French Composite PMI for September marked a come back into expansionary area at 50 2 finally

FRANCE - CONFIDENCE

French Composite PMI for September marked a come back into expansionary area at 50.2, finally
signalling the beginning of expansive conditions for the second Eurozone economy after 18
consecutive months of contraction. The data is an average between uncertainty in the industrial
Sector (Manufacturing PMI at 49.8) and improved sentiment in the Services Sector(51).
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QUALITATIVE INDEXES
Th th ti l di i di t f th E i d k dl i O t b ll d iThe synthetic leading indicator for the Eurozone improved markedly in October as well and is now
at its highest level in two years, confirming the indications from the PMI surveys.

3

EUROZONE: SYNTHETIC QUALITATIVE INDEX
Average of principal leading indicators of the cycle in Eurozone; normalised values
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QUALITATIVE INDEXES

Considering only qualitative indicators, estimates of economic activity in Q3 are systematically
above official forecasts for all areas: Eurozone aggregate data comes out at +0.4% qoq.
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With the only exception of Italy ( 0 3% mom) in August industrial production grew in all major

INDUSTRIAL PRODUCTION
With the only exception of Italy (-0.3% mom), in August industrial production grew in all major
Eurozone economies after a negative start for the third quarter: Germany recorded +1.4% mom,
France +0.2% mom and Spain +0.6% mom. The output turned positive also at the aggregate level
(+1.0% mom), balancing the previous month’s drop.( ), g p p

INDUSTRIAL PRODUCTION
Eurozone Variations
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D it th A t b d th J l /A t l l f t d ti i b l

INDUSTRIAL PRODUCTION
Despite the August rebound, the average July/August level of aggregate production remains below
Q2 average, thus supporting our forecasts for an increasingly negative contribution of industrial
activity to Q3 GDP. An evolution in this direction is evident in all countries, with particular intensity
in France.

INDUSTRIAL PRODUCTION
Germany; Quarterly averages

INDUSTRIAL PRODUCTION
Eurozone; Quarterly averages

Production: worse contribution in Q3?

INDUSTRIAL PRODUCTION
France; Quarterly averages

INDUSTRIAL PRODUCTION
Italy; Quarterly averages
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Only in Italy Manufacturing PMI currently signals a likely acceleration in industrial activity in the

INDUSTRIAL PRODUCTION
Only in Italy Manufacturing PMI currently signals a likely acceleration in industrial activity in the
final months of the year. For France and Germany on the other hand, the indication weakened
following the PMIs stagnation at the end of Q3.

S O C OS O C O INDUSTRIAL PRODUCTION
PMI Manufacturing – France

INDUSTRIAL PRODUCTION
PMI Manufacturing - Germany

PMIPMI
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INDUSTRIAL PRODUCTION
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The recovery signals in internal demand already evident from Q2 2013 national accounts are

HOUSEHOLDS’ CONSUMPTION

The recovery signals in internal demand, already evident from Q2 2013 national accounts, are
spreading into the third quarter. Aggregate retail sales for Eurozone rebounded in August,
increasing by 0.7% mom, the second consecutive monthly gain after the +0.5% mom in July (the
first time since Q2 2012 we record two consecutive months of growth). Trend growth was at -

Retail sales

Q g ) g
0.3%, its best result since March 2012.
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The double July/August growth pushed up the level of aggregate Eurozone retail sales to their

HOUSEHOLDS’ CONSUMPTION
The double July/August growth pushed up the level of aggregate Eurozone retail sales to their
highest level in 13 months; the average level of sales in Q3 so far is 0.6% above Q2 average,
marking its best performance since the end of 2006. Quarterly averages are positive in France (best
figure since Q4 2007) and Spain (best quarter since 2004) as well.
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In August the number of unemployed decreased by 5K third monthly decrease in a row thus

LABOUR MARKET
In August the number of unemployed decreased by 5K, third monthly decrease in a row, thus
confirming a reversal in the job market’s negative trend that dominated the past two years. The
Composite PMI Employment Component for September approached the 50 threshold, marking its
best result since early 2012 and signalling for the first time a stabilisation in the Eurozone Laboury g g
market.
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September inflation data shows a cooling of price pressures in the Eurozone The most outstanding

INFLATION

September inflation data shows a cooling of price pressures in the Eurozone. The most outstanding
data is the fall in Spain’s inflation from 1.5% yoy in August to 0.3% yoy, mostly due to statistical
effects. In Italy, inflation is at its lowest since November 2009, with the NIC index at +0.9% yoy,
three tenths lower than in August. In Germany the decrease is smaller, with inflation one tenthg y ,
lower than in August, at 1.4% yoy. According to Eurostat estimates, the inflation rate in Eurozone
was 1.1% yoy versus 1.3% in August, marking its lowest level since February 2010.
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The slowdown in inflation is mainly due to the energy component and to a smaller extent to food

INFLATION
The slowdown in inflation is mainly due to the energy component and, to a smaller extent, to food
prices. Net of the most volatile components, Core Inflation growth decelerated by only one tenth in
September compared to August, printing at +1.0% yoy, same level we had in April. Core dynamics
appear significantly more stable compared to headline dynamics.pp g y p y

INFLATION PER COUNTRY CORE INFLATION PER COUNTRY
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Aft f th f t bili ti di i fl ti i i th i li A di

DISINFLATION RISKS?

After a few months of stabilisation, disinflationary pressures are growing in the pipeline. According
to August surveys, the Eurozone producers price index decreased by -0.8% yoy , more than
expected (-0.5%), marking its minimum since early 2010.

GROSS PRICES PER COUNTRY GROSS PRICES PER COUNTRY
Variation trends Variation trends
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The indication of an increase in disinflationary pressure is not confirmed by qualitative indicators

INFLATION EXPECTATIONS

The indication of an increase in disinflationary pressure is not confirmed by qualitative indicators
though. The leading index for production prices grew markedly in the latest surveys and the Prices
Paid Component of Composite PMI increased in September at its 8-month peak. Businesses signal
increases in input costs. This upward inversion is evident in both manufacturing and services
sectors.

GROSS PRICES EXPECTATIONS ASPETTATIVE PREZZI ALLA FONTE
PMI PREZZI PAGATI - Livelli PMI PREZZI PAGATI - Livelli
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INFLATION EXPECTATIONS

The Prices Received Component of Composite PMI increased in September at its 17 month high InThe Prices Received Component of Composite PMI increased in September at its 17-month high. In
the Manufacturing Sector, the indicator grew above the 50 thresholds for the first time since early
2012, signalling fewer disinflationary risks than previously observed in the pipeline.

ASPETTATIVE PREZZI ALLA FONTE ASPETTATIVE PREZZI ALLA FONTE
PMI PREZZI IMPOSTI - Livelli PMI PREZZI IMPOSTI - Livelli
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INFLATION
Overall the return of disinflationary pressures in the production chain and some national inflationOverall, the return of disinflationary pressures in the production chain and some national inflation
data below expectations (e.g., Spain), caused us to trim our inflation forecasts. Thus, from 2.5% as
2012 average, we currently forecast 1.4% yoy average inflation thisyear (-1 tenth) and in 2014 (-2
tenths). Core dynamics appear more stable. Core inflation should register an average growth of

INFLATION INFLATION

g g g
1.1% both this and next year.
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MONETARY POLICY &
FINANCIAL CONDITIONS

On October 2nd the ECB Governing Council left its interest rates unchanged at 0.5%. This decision
was based on the analysis of the economic conditions, with the idea of a gradual recovery in the
second part of the year that should consolidate further in 2014. In this context, and with inflation
expected to stay well below 2%, we assume monetary policy to remain accommodative. For

ECB OFFICIAL RATES CORRIDOR

p y , y p y
money market, the gradual reduction in excess liquidity because of LTROs repayments is a
symptom of improving confidence in financial markets and a reduction of fragmentation. However,
it also represents a risk for some unintended EONIA rates increases.

CENTRAL BANKS’ ACCOUNTSECB –OFFICIAL RATES CORRIDOR CENTRAL BANKS’ ACCOUNTS
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MONETARY POLICY &
FINANCIAL CONDITIONS

The crossover to the Single Supervisory Mechanism, which assigns surveillance activities to the
ECB, will come with a new series of stress tests and a preliminary Asset Quality Review. This
measure is planned by the ECB to accelerate the harmonisation among banks belonging to
different credit systems to reach the final target of a Banking Union Uncertainty remains on howdifferent credit systems to reach the final target of a Banking Union. Uncertainty remains on how
banking crises will be handled in the future, as stronger countries don’t want to “confuse” local
debt. The willingness to compromise is limited by upcoming European elections in mid 2014.

BUSINESS CREDIT
One year growth rates

HOUSEHOLDS’ CREDIT
One year growth 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

37

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


