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The downturn of the industrial sector

GLOBAL INDUSTRIAL PRODUCTION

% yoy and percenatge points
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The optimism of IMF is not shared by the AIECE Institutes...
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... despite expansionary monetary policies and...

MONETARY POLICY INTEREST RATES
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... low olil price
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The external environment

3%

Global GDP
growth in 2019
and 2020
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AIECE Institutes less optimistic than
IMF despite:

expantionary monetary policy
low oil price
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Q3-2019

Euro area GDP growth stabilizes but still high dispersion among countries...
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Q3-2019

... especially with respect to industrial production...
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INDUSTRIAL PRODUCTION INDEX

(percentage points, last available data with respect to December 2018)
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Q3-2019

. still in deep troubles
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Euro area business cycle

Heterogeneity among the big countries...
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Euro area business cycle

... reflected in different leading expenditure items
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Tariffs and exports

Asymmetric shock from US tariffs introduced in October...
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Tariffs and exports

... but possible trade diversion effects from the US-China dispute at aggregate level...

EXPORTS
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Tariffs and exports

... not evident yet at disaggregate level for European countries

US BILATERAL IMPORTS OF GOODS WITH HIGHER TARIFFS *
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Q4-2019

Few positive signs from the surveys (1) ...

PRODUCTION EXPECTATIONS
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Q4-2019

Few positive signs from the surveys (2) ...

HOUSEHOLD CONFIDENCE
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Q4-2019

... hot enough to anticipate a recovery yet

INDEX OF THE INDUSTRIAL PRODUCTION
NOWCASTING INDICATORS
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AIECE Institutes relatively optimistic...

Same growth rate of the euro area GDP in 2019 and 2020 implies an acceleration qoq next year
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... after the downward revisions of forecasts in 2019 for 2020

MOST IMPORTANT FACTORS AT THE
BASE OF THE DOWNWARD REVISION
OF FORECASTS FOR 2020

Source: AIECE Institutes
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The optimism for 2020 for the euro area

Monetary policy: the most important factor for euro area growth in 2020

2P

MOST IMPORTANT FACTORS ACCORDING
TO THEIR POSITIVE EFFECTS ON GROWTH
IN THE EURO AREA

Source: AIECE Institutes

rometeia

ASSOCIAZIONE

A competitive
exchange rate level

Fiscal policy

Increased domestic
demand

Increased global
demand

Monetary policy

Other

6 8 10 12

AIECE - General Report — 14-15 November 2019; 23

all rights reserved



The optimism for 2020 at country level

Domestic demand: the most important factor for the home country growth in 2020
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Private consumption at country level

Favorable labor market conditions at work, contrasting...

Commodity price
shocks

Consumer
confidence

Credit conditions
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Private consumption at country level

... the negative effects of high uncertainty
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Investments at country level

No anomalies of investments with respect to the country’s position in the business cycle...
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Investments at country level

... but several factors contribute to forecast a deceleration next year

Changes to tariffs and
non-tariff barriers

Cost of and access to
capital
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Investments and business cycle

INVESTMENTS IN MACHINERY AND EQUIPMENT AS % OF GDP

8.0 -
7.0 1
6.0 -

50 'N

4.0||||1l|||||||i|ir+||
-14 015 W16 W17 118 119

= Euro area =—France s [t |y
Germany s Spain

Source: Prometeia’s calculation on Eurostat data

ASSOCIAZIONE

% prometeia

9.0 -

8.0

7.0 4

6.0 -

50

40 T 1T v T T
I-14 11-15 lI-16 1-17 [1-18 11-19
A stria = N etherlands
s Finland P ortugal

Source: Prometeia’s calculation on Eurostat data

AIECE - General Report — 14-15 November 2019; 29

all rights reserved



Investments and business cycle
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Questions for discussion

The euro area outlook

1. Credit conditions are favorable and are going to remain such for a long time; expectations of robust growth are missing; where
could they come from?

2. Inthe case of real truce on trade between the US and China, would this be sufficient to improve firms ‘confidence and give a
positive impulse to investments next year?

3. Did we experience structural breaks (changes in the global value chains; digitalization process, etc.) and should expect lower
growth for longer? In other words, is Europe on the brink of (or already in) a secular stagnation with very few possibilities to
escape (given the demographic structure)?

4. German Experts declare that in Germany traditional industry is experiencing digital disruption. How is the situation in other
countries? Are governments aware of possible lags with respect to main competitors and are they intervening in order to support
firms in this type of investments?

5. Increasing investments despite decelerating potential demand for investment goods: one possible explanation relates to fiscal
incentives. Are there fiscal incentives in any country beside Italy? Can fiscal incentives really support investments?

6. The dimension of European firms, with few exclusions in the automotive sector, is not comparable to that of the US and Chinese
giants; will this be a problem for European growth?

AIECE - General Report — 14-15 November 2019; 31
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Labour market

Unemployment rates at historical lows...
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Labour market

... but employment growth is slowing down...
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Labour market

... in Germany...
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Labour market

... in Spain...
EMPLOYMENT GROWTH
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Labour market

... less in France...
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Labour market

... and in ltaly

EMPLOYMENT GROWTH
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Labour market

Will the slowing business cycle stop the unemployment reduction?
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Labour market

Less unemployment with less or more disparities?
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Labour market

Unemployment is low but the perception on unsecuritity is common

WHAT IS YOUR PERCEPTION OF THE EXTENT OF WORKERS ON TEMPORARY/ZERO HOUR CONTRACTS
(PRECARIOUS JOBS) IN YOUR COUNTRY?

question

What is your perception of the extent of
workers on temporary/zero hour contr..
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Somewhat common I 17
Unusual I 6
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Labour market

Precarious jobs have increased over the last 10 years, with large disparities among countries

FIXED-TERM EMPLOYEES...
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Labour market

... and part-time jobs sometimes can be considered fragile

PART-TIME EMPLOYEES...

% of total employment
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Labour market

But at the same time, shortage of jobs are equally common

TO WHAT EXTENT WOULD YOU SAY
THAT YOUR COUNTRY IS AFFECTED BY
A SHORTAGE OF APPROPRIATE
LABOUR?

question

To what extent would you say that your
country is affected by a shortage of ap..
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Labour market

Wages are on the rise, but perhaps less than expected

PER-CAPITA NOMINAL WAGE - PRIVATE SECTOR
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QUESTIONS ON WAGES
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Labour market numbers highlighted
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Inflation development

Consumer inflation down again
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Inflation development

Focusing on euro area largest countries
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Inflation development

Not only energy...
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Inflation developme

nt

... iIs something happening with core inflation?
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Inflation development

AIECE Institutes’ opinions: what are the main causes of the weak inflation outlook in Europe?

Commaodity price shocks

Employment/Unemployment

Exchange rate shocks

Fiscal policy

Increasing international and
domestic market competition

Inflation/deflation expectations
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Inflation development
AIECE Institutes’ forecast

CONSUMER INFLATION
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Inflation development numbers highlighted

1.3%

Inflation rate in 2020
(1.8% in 2018)

Core inflation squeezed by
structural factors?
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Questions for discussion

Inflation development

1. According to several studies (ie ECB model published in its April Economic Bulletin) core inflation should have picked up
some time ago, driven by diminishing labour market slack. As a consequence, one can say that the equilibrium unemployment
rate/NAIRU in the euro area is lower than usually measured. What is your opinion? Is the equilibrium unemployment rate in

your country in line with official estimate?

2. Most of the increase in employment over the last ten years was due to the rise of alternative/non standard work arrangements
(temporary employment, on-call workers, part-time, independent contractors/freelancers). Is this true for your country? Why
there is such a widespread perception of insecurity on the labour market notwithstanding historical lows unemployment rate?

3. Several Institutes judge the wage growth trend in their countries unusual. Could you elaborate on this? Is this linked to the
widespread perception of insecurity on the labour market and/or to institutional changes (reforms, etc.)?

4. Signs of weaker inflation outlook for the near future are emerging again. Do you think there is an increasing risk of
deflation/very low inflation in Europe? Focusing on core inflation, which are the main determinant of such a weak growth? Are

there other possible explanations?

/// L]
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Non euro area countries

Most of the countries expect a deceleration in 2020...
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Non euro area countries

... with the exception of Norway and, to a less extent, Switzerland and United Kingdom
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Questions for discussion

Non euro area countries

1. Most of the European, non-euro area countries, are forecast to decelerate in 2020 and according to the
Institutes, much of it depends on the weak growth in other European countries. Is fiscal policy in the specific,
planning to intervene in order to contrast the deceleration?

2. And following this, should euro area countries expect an impulse from the demand in the European non-euro
countries?

3. In perspective, will a truce between US and China produce favorable effects or the uncertainty on US tariffs
on imports from Europe could prevail?

4. In case of new significant global downturn several Institutes think that the most suitable policy to be fiscal
one, automatic stabilizers and higher expenses, would be the case also for non-euro area countries?

5. It seems that hard Brexit, in the sense of disorderly exit of UK from EU, has been avoided. (Correct?) Does
this mean that at least for the next two years (period of transition to the new agreements between UK and EU)
we will continue to have high uncertainty on this? Should we expect negative effects on UK and the other
European countries? What economic policy should we expect in UK?
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Monetary policy

A new round of ECB monetary policy expansionary measures

Forward guidance
«stronger»

Restart of
Quantitative Easing

2 levels system for the
deposits with the
Eurosystem («tiering»)

TLTRO Il

ﬁ prometeia
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Interest rates at or below current levels as long as the inflation outlook does not converge firmly
with the target and convergence is also reflected in core inflation

20 billion per month "as long as it is necessary to sustain the expansionary impact of policy rates".
The reinvestment of maturing bonds will continue without a scheduled end

Reduction of Obp on the depositi facility rate (to -0.5%)
From the end of October part of the excess liquidity will be exempted from the negative rate

Multiplier of the requirement reserve initially set to 6

Extended duration from 2 to 3 years

More attractive for banks (the interest rate applied will be the average of the ORP rates for the period
considered, with no spread of 0.1%.)
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Monetary policy

Financial markets reaction was positive...

BREAKDOWN OF THE 10Y GOVERNMENT BOND YIELD
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Monetary policy

... but critical opinions have emerged

ECB's monetary policy is therefore based on a wrong diagnosis
witnessing the ECB’s ongoing crisis mode with growing concern
argument that the ECB would be violating its mandate with low inflation rates is simply inaccurate
the longer the ECB stays its extremely accommodative path, the more the negative effects prevail
The longer the uitra-low or negative interest rate policy the greater the potential for a setback
entered the territory of monetary financing of government spending

Intent to protect heavily indebted governments
from arise in interest rates

symmetrical inflation target represent a clear departure from a policy focused on price stability
Should a major crisis strike, it will be of very different dimensions than those we have seen before
negative effects of very low or negative interest rates also include a "zombification” of the econom
negative impact of the ultra-low interest environment extends from the banking system to the entire
ECB has de facto altered the initial definition of price stability

——
Herve Hannoun, ex primo Vice-governatore della Banca
di Francia

/ généar Issing, ex membro del Comitato Esecutivo della

Klaus Liebscher, ex governatore della banca centrale
Austriaca

Helmut Schiesinger, ex presidente della Bundesbank
.él(l:%rgen Stark, ex membro del Comitato Esecutivo della
Nout Wellink, ex governatore della banca centrale
Olandese

Condiviso anche da Jacques de Larosiere, ex
governatore della Banca di Francia
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Monetary policy

AIECE Institutes’ opinion: too expansionary?

MONETARY POLICY STANCE EXPECTED/SUITABLE IN THE HIGHER RISKS ASSOCIATED TO PROLONGED
EURO AREA PRESENT MONETARY POLICY
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Monetary policy

Effects on banks — The new tiering system

BANKS CURRENT ACCOUNT WITH ECB INTEREST PAIED OLD-NEW SYSTEM
Excess reserves Million € - June 2019

Billion € - June 2019*

600

2 399
058 2190 5049

705 798

346 249

 ENE
DE others FR ES IT

® old interest payment (-0.4 on excess reserves)
5 new interest payment (-0.5 on excess reserves net tiering)

DE others FR ES IT
B excess reserves

~® excess reserves -0.5%
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Monetary policy

The theory of reversal effect: the transmission channels on banks

N Effects on interest
ﬂ margin (?)
¢
e Lower interest
cut revenues on bonds
Positive effect on
| * assets value
----------------------------------------------------------------------------- . Reduction of bad loans
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Monetary policy

Interest rates on corporate current accounts are negative in some EMU countries and Denr: 3!

INTEREST RATES ON CORPORATE CURRENT ACCOUNTS
% January-July 2019 average
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Monetary policy

Interest rates on corporate deposits

INTEREST RATES ON DEPOSITS WITH AGREED MATURITY
% January-July 2019 average
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Monetary policy

So far, no large effects

LOANS TO NON FINANCIAL CORPORATIONS INTEREST MARGIN AND EURIBOR 3M
AND EURIBOR 3M
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Monetary policy

AIECE Institutes’ opionion

IS THERE ANY EVIDENCE IN YOUR COUNTRY OF
REVERSAL EFFECTS DUE TO LOW INTEREST RATES?

question

Is there any evidence in your country of reversal
effects due to low interest rates?
yes [ 4
Not yet [ 13
No I 3
0 2 4 6 8 10 12 14
MNumber of Institutes

% prometeia

IS YOUR OPINION, HOW SHOULD TE ECB ACT IN THE
CASE OF INFLATION BELOW THE TARGET....

question

In your opinion, how should the ECB act in the case of
text1 . inflation below the target for a further prolonged perio..

Change its target ( inflation+full 1
employment e.g.)

Helicopter money

Keep present monetary
conditions for a prolonged period
of time

Reduce the inflation target

Other

0 2 4 6 8 10 12 14

Source: AIECE Institutes AIECE - General Report — 14-15 November 2019; 70



Questions for discussion
Monetary polcy

1. How should the ECB act in case of further prolonged inflation below the target? Some comments beside the

response to the questionnaire

2. Does any Institute believe that a target of 1 per cent inflation would be much in line with the domestic and

international conditions of the economic cycle?

3. “Price stability” as target of ECB without any specific numerical reference could be not sufficiently specific

for financial markets and hence increase volatility. What do Institute think about it?

) prometeia
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Fiscal policy

EURO AREA GENERAL GOVERNMENT DEFICIT
(as % of GDP) .
Temporary factors behind the
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Source European Commission
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Fiscal policy stance in the euro area

Almost consensus on expansionary fiscal policy stance in the euro area...

THE EXPECTED
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Expansionary [ 16
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Mumber of Institutes

THE APPROPRIATE

Neutral I 3
Expansionary e 20

Very expansionary [i] 1
0 5 10 15 20
Mumber of Institutes

Source AIECE Institutes

% prometeia

rRwi .
REF Ricerche i S S O
PROMETEIA e
OFCE _
NIESR [ I
NIER, Stocih ot |5 e 1P
kor I
KEPE e
IWH [
RES e
W e
German Economic Institute (W) [Te
Federal Planning Bu reau [ el
ETLA e
BIPE - BDO Advisory e
Analytics ccls e

statistics Norway [ INNENEG
Rexecode T L]
POLSKI INSTYTUT EKONOMICZNY [ [ ]
KOPINT-TARK! L. e
isTAT I L
P T —| ®
CEPREDE e
Confindustria L ]
0 1 2 3 4
1 Contractionary 2 Very contractionary
Measure Names .
[ expected 3 Neutral 4 Expansionary
B suitable 5 Very Expansionary

AIECE — General Report — 14-15 November 2019; 73

all rights reserved



Fiscal policy stance in the home country

Less consensus among single countries...
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Fiscal policy stance in the home country

... where in the maijority of the cases the stock of the debt is considered too high

GENERAL GOVERNMENT
(as % of GDP)

Finland

HOW IS GENERAL GOVERNMENT DEBT ? Slovakia

] . Slovenia

Adeguate [ 7 Portugal

Public debt is not a relevant problem [ 4 Austria

Too hioh N 14 Netheriancs
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Fiscal policy and coordinated measures

WILL COORDINATED FISCAL MEASURES BE USEFUL TO
CONTRAST PRESENT DOWNTURN?

Mo, it will be
inappropriate

Mo, it will be
neglibible

Ferhaps,
depending on the
instrument

Somehow
important

Very important
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p ro m ete I a Source AIECE Institutes
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SHOULD COUNTRIES WITH FISCAL SPACE ADOPT
EXPANSIONARY FISCAL MEASURES?

yes [ 20

no [ 4
0 A 10 15 20
Mumber of Institutes
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Fiscal policy and coordinated measures

a simulation exercise

What is fiscal space?

« Country’s ability to take budgetary discretionary actions without jeopardizing the
sustainability of its public finances

* For European countries it cannot be separated from the European and national fiscal rules
designed to ensure sound public finances

Two measures of fiscal space ( in our exercise)

+ Gap between the EC estimated primary balance at unchanged policies for 2020 and the
estimation of debt-stabilizing primary balance (aImost a mechanical tool)

+ Gap between the EC projected structural balance in 2020 and the country specific medium
term budgetary objective (MTOs) (a more prudent interpretation of the fiscal space, derived
from in-depth assessment of the country’s specific conditions)

) prometeia
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Fiscal policy and coordinated measures

a simulation exercise

ASSOCIAZIONE
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Tab. 1 Fiscal space in main EMU countries
hillions of evros and percentage of GDP

(a) fiscal space as difference between 2020
primary balance® and debt stabilizing

primary balance™

(b) fiscal space as differenc e between 2020
structural balance and MTO for
2020-2022%

as % of GDP biflions of euros

Germany 2.4
France 01
Ital -0.2
Spam 04
Netherlands 2.1
Belgium 03
Ireland 18
Portugal 15
Austria 1.7
Finland 1.2

83.4
3.2

-4.2
-4.7
16.6
1.2
6.1

3.1

6.9
0.3

as % of GDFP hillions of euwros

1.8 62.1
-1.5 -36.2
-2.9 -44 4
-2.2 -27.4
1.2 9.6
-1.8 -8.3
0.6 1.7
-0.5 -1.0
0.8 3.0
-0.4 -0.8

* European Commission Aprl 2019 and Promefeia forecasts for taly

" debl-stabilizing prmary balance af 2018 value is denved using Promeleis estimation of structural long ferm

nominal growth and the nomina! interest rate paid on the existing debt in 2018

M TO are given in "Vade Mecum an the Stability and Growth Pact — 2019 Editian”

Source; Promeleia’s calculafions
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Fiscal policy and coordinated measures

a simulation exercise

EFFECTS OF AN INCREASE IN PUBLICI INVESTMENTS ON GDP AFTER THREE YEARS
(per cent deviations from a baseline scenario without fiscal impulse)

Case (a) Debt stabilizing fiscal space

Case (b) MTO coherent fiscal space

Gemany Gemany
the Netherdands the Nethedands
Irefand Ausfria
Finland Ireland
EMU EMU
Austria Greece
Spain Spain
France Italy
Iltaly Partugal
Partugal Finland
Belgium Belgium

00 04 08 12 16 20 24 238

*Countries in light green are those who effectively increased public
investments in accordance with the fiscal space metnc as quantified
in Table 1

Source: Prometeia

) prometeia

ASSOCIAZIONE

AIECE - General Report — 14-15 November 2019; 79




Questions for discussion

Fiscal policy

1. Can Institutes comment on their home country fiscal policy for next year: the one recently
submitted to the Commission and the most likely one.

2. Which could be the disadvantages of coordinated fiscal policy to contrast high risk of recession?

3. How to proceed for a major integration among countries?

/A .
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