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Global Macro Weekly Digest (Issue 57)
Eurozone: Time to Consider the Merits of Fiscal Policy?

As we repeatedly discussed in several previous reports, political risks among European
countries will significantly increase in 4Q, as the region enters a crowded election /
referendum cycle. The first referendum, the Hungarian migrant quota referendum, was
already held on October 2™, where the result was 98% in favor of rejecting EU migrant plan,
but only 43% of the electorate voted (below 50% threshold). As the validity of the referendum
results are questionable due to the low voter turnout, there is some uncertainty ahead.
Furthermore, Italy decided to hold its constitutional reform referendum on December 4"
setting up more downside risks at the end of the year. Such potential unrests would put more
headwinds on the already lackluster growth outlook of the Eurozone.

The Eurozone growth remained stable so far; but the momentum lost traction in the second
quarter, with GDP growth halved to 0.3% QoQ compared to the 0.6% QoQ growth in 1Q.
Data for the third quarter suggested that the economy’s momentum has not picked up.
Specifically, industrial production fell -1.1% MoM in July, reflecting contractions in all major
industrial groups. Besides, the composite PMI flash data dropped to a 20-month low in
September, raising concerns on the gloomy assessment of the service sector. More
importantly, the inflation still remained muted. Although the headline HICP flash data picked
up in September, which increased to 0.4% YoY from 0.2% YoY in the previous month, the
core inflation remained unchanged at 0.8% YoY, and inflation expectations kept fading.

The moderated growth outlook together with the upsurge of risks in 4Q inevitably puts more
pressures on the ECB. However, as we have repeatedly mentioned, the ECB’s monetary
policies are reaching their limits. As the ECB’s eligible asset pool available for purchase
continues to shrink, the liquidity issue showed up again in August: the total QE purchase was
only around EUR 60 billion, failed to reach EUR 80 billion target. Also, the Italian banking
crisis and the current Deutsche Bank crisis both blame the negative interest rate policy to
have hampered European banks’ profitability.

Thus, fiscal policies are receiving more attention as a tool to lift growth in the region. At the
September ECB press conference, President Draghi emphasized the scope for governments
to exploit the fiscal space to support the Eurozone economic recovery. Indeed, central banks
have taken on so much responsibility since the financial crisis, but currently each new twist
on the ultra-loose monetary policy has less power and more drawbacks. Rather than blaming
central bankers for the low-rate world, it is time for governments to help them. When the next
downturn comes, fiscal ammunition will be desperately needed; and we expect to see at least
some coordination from the governments in the near to medium term. We can see some
moderately easier fiscal stance in major Eurozone countries this year; and expect to see
such easing stance to continue for the next year. Specifically, we expect easing in Germany
and Spain to skew towards increases in fiscal expenditure, while easing in French and Italy
to more focus on revenue measures (e.g. tax cut).

In the context of elevated risks, moderated growth momentum, and with limited space for
further monetary policy easing, we believe it is time to move beyond the sole reliance on
central banks and to bring in the aids of fiscal policy and we expect moderately positive fiscal
growth impulse among major Eurozone countries for the next year. In October, member
countries will submit budgets to the EU Commission, which will give more updates on their
fiscal stances.

Key data publications this week:

US September ISM Manufacturing PMI October 3 49.4 50.2
EMU September Monetary Meeting Minutes October 6 - -
US September Nonfarm Payroll (thousand people) October 7 15.1 16.8
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% 15 16E
GDP 2.6 1.7
CPI 0.1 1.3
Unemployment 5.3 4.7
Current Account /GDP 2.7 -2.8
Fiscal balance /GDP -2.6 -2.9
Policy rate 0.50 0.75
Dollar index 98.7 100.7
Eurozone

% 15 16E
GDP 1.6 1.4
CPI 0.0 0.5
Unemployment 109 104
Current Account /GDP 3.2 2.7
Fiscal balance /GDP -2.1 -1.8
Policy rate 0.05 0.00
EUR/USD 1.09 1.05
Japan

% 15 16E
GDP 0.5 0.4
CPI 0.8 0.3
Unemployment 3.4 3.4
Current Account /GDP 3.3 2.4
Fiscal balance /GDP -6.7 -7.2
Policy rate 0.1 0.0
USD/JPY 120.2 110.0

Sources: Bloomberg, CMS (HK)
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P @ W 69 B8 R Ae R A2 2 B £ B A T L. m & T A58 B 2 SUAe RAE £ U4 RO 69 34T,
HAVNH, BRAURKHEGEGEKERERELN. F—AFTABOERAGFA: LAR
(10A28) , & F A4 3FBk B RBLH T R AT R AL, RAWERRIBNTE & T KB
RELEH X, 1245 28 2K 2]43% (A TF50%091145) o & FARNEHEZ R KK, Kin
PSR L B R, W T ARG RALE, sib, EAA LEITTI2A48 478 R%E
NAE, BRRF R T AT RIG, miX kB A HEEFNRACEZ ETHAB TR 25
kAT ERELE—ENH.

BARFBAT AL, RARWBFERRARLEGE TRABZOESH, R _FEOEKY LT
ZRAHALENTER, GDPHERERME T —FEN—F, M=FHOHBLLHRIERT
R25EHANeEs, THH I LA ZRILTFHELI%, RIAWPMIZAIH WAL RBE
20N A B RAKAK T, LEZIR S LPMIFEHK A T F T3 BT A3 FIR 4 LaTF 6 B Ao dfe
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F+, A8A % 890.2%+2 7 £0.4%, 18R SE R RIRARAEHAE0.8% XA K E, F@ERK
R B8 55

AATRA, Kok SCH LR %538 K 3Kk Am b B R 6 RS bk R e F 1 ¥T 38 fo 3 28 BR D R AT A7
kREET . Af, EeSAMRLiTH6, BN RTHE FBOLEEARRARS AR, BUR
FRCEEFAR. MAELPERKEEBRTIR, BRHRTTAMEGT = LEFLEHEK,
A A FRE N : 8 RITQEM L M HALILHB00ILR L AR, KT BAiR. BB, &
KAVRAT Ao e & E AT HE RN, WAEANRMBAT L, ®x T 5] LARAT A AR EALEY
Fkz — A G E B AT RAVRBOR, Ah R A EBOR P E 0 TR RITRIBAIR T .

BT ERARARIR, M BEBCRAE AT BB AING G — AR B F 0 F BT B AR RAR S
69Kk, QA M A9 B AT B HBUR &L E, 47 KDraghist € 242 LB 7T vAF R BCHCR R
IHERARGBHF L. 095, ALBREIIAK, 2REITARIET S RIDGRKLFHT
i, HAFHTHAOBTRR PBERRE, T PEELTALEAHRME, B, £BITKS
T, AEATZE L B3k B T BORAMIR BB AR R AW R RV R RF 2 5005 5%., AT T4
FATORA R BUR, o £ MR T W HBOR . 4o B R L FHRGAIKE, WBF B R
BRARBGFG IR S, AL, RMNTTHESFUR2017TFHEHN LT E2H AR B L0
BOBUR AL B AN IE R, BATRA, RN iEE A 2 T 49 5T A BORE AR Aot B &
A E, Wik BEAE KA N FRRAEMBOAAR E (Blde, BAEFR AL

F LA, ERAURRAEB SR, ERADEME, AREPERZMARGEZTT, &M
KA, BRI A SRAT O BRI A AR, 4T M BRSO LR BT
KB E 25 E E ARG MR R 5o, 10 AR T BF 2SR 201745 W KM,
A @EMNRBR RO S X T AR A EHAYETRE L.
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% 15 16E
GDP 26 17
CPI 01 13
Kok 53 47
5h5 11 £/GDP 27 28
Wt 4 5 /GDP 26 29
ST A 0.50  0.75
£ RAEH 987 1007
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GDP 16 14
CPI 00 05
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55 1 £/GDP 32 27
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WS A 109 1.05
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CPI 08 03
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T R REH TR, ERERAKLF 43% (KT 50%491T4) o BT ARAKGHKE
ERAK, RRNRGEFERTR N, BT KRGTHEMH. I, ERALEITT 12
A 4 BFTEFEENE, PRFEHTHRE. 54, EE A4 Theresa May +.F 10
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X LS 09/15 10/15 11/15 12/15 01/16 02/16 03/16 04/16 05/16 06/16 07/16 08/16 09/16
I kA&
Tk =Rk (%) 02 02 -03 00 04 01 -04 01 -02 02 04 -04 -
i F R K (%) 05 08 -04 -03 04 08 02 01 -02 02 -01 -04 -
ISM#1 3% b 35 £ 50.0 49.4 484 480 482 495 51.8 50.8 51.3 53.2 526 49.4 -
H %
KEHKERLEK (%) 21 16 16 28 28 36 17 30 22 28 24 19 -
ANAHNITFIE | (%) 02 04 02 03 00 -00 03 05 03 03 04 02 -
MAENR K (%) 40 39 37 40 39 35 36 34 31 31 32 31 -

ANHEFR K (%) 03 01 03 02 01 02 00 11 03 05 04 00 -
ANEFREZHREK (%) 34 29 29 32 35 34 29 38 35 38 38 36 -
FERARKFHEEEZOHEL 872 90.0 91.3 926 92.0 91.7 91.0 89.0 947 935 90.0 89.8 91.2

B7H

AR S IT R K (%) 27 48 -09 -39 37 33 20 32 -29 -43 36 00 -
Lol

Ho Rk (%) 53 -73 -75 73 67 -47 61 -53 -47 -39 -20 - -
#oR kK (%) 46 58 57 69 51 01 -96 -53 31 -25 -18 - -
B &H (T E L) -41.1 -41.6 -41.1 -41.5 -43.0 -45.3 -36.9 -38.6 -42.0 -44.7 -39.5 - -
ARBER (RLE KLY

CPI 00 02 05 07 14 10 09 11 10 10 08 1.1 -
# 3 CPI 19 19 20 21 22 23 22 21 22 23 22 23 -
PCE 02 03 05 06 11 09 08 10 1.0 09 08 1.0 -
# s PCE 1.4 13 14 14 16 17 16 16 16 16 16 1.7 -
PPI 41 -40 -33 -27 -12 20 -23 -15 -23 20 22 -21 -
# s PPI 21 18 17 18 17 15 15 16 16 12 10 1.2 -
5 BT

MEF LT (F4#) 1,189 1,073 1,171 1,160 1,128 1,213 1,113 1,155 1,128 1,195 1,212 1,142 -
HEHE (F#) 457 478 508 538 526 525 537 570 566 579 659 609 -
NEHE (874%) 54 53 49 55 55 51 54 54 55 56 54 53 -
NAHB % #- 48 % 61 65 62 60 61 58 58 58 58 60 58 59 65
ZHATHE

K& (%) 51 50 50 50 49 49 50 50 47 49 49 49 -
E R EAHK (FA) 149 295 280 271 168 233 186 144 24 271 275 151 -
FEIRIFR K (%) 24 26 24 26 25 24 23 25 25 26 27 24 -
£a&TH (HKRE)

AL A E (%) 0.25 0.25 0.25 050 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.50
M2R kb3 K (%) 50 56 60 57 62 58 62 64 68 70 71 75 -

HHRR: B, BEEF (FH)
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FLATIE LK 2.6 NE 2 e IRFMAELAD] T g LFER, Bl ik 1.2%, HLAT(E¥E 4
0.1ANE S Be MRAERINGG Tk 46 M 4 H /2 0.3% R %,
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Bk T R £ 5 3% AR 09/15 10/15 11/15 12/15 01/16 02/16 03/16 04/16 05/16 06/16 07/16 08/16 09/16
i

IR EK (%) 21 26 22 05 35 06 -02 19 04 07 -05 - -
& H 06 04 00 -11 27 12 03 09 -03 10 -16 - -
* H 1.7 34 36 -10 20 07 -05 21 06 -11 -02 - -
& KA 16 31 13 -09 36 11 05 18 -06 -09 -03 - -
PMI4z & 35 # 53.6 539 542 543 536 53.0 531 53.0 531 531 532 529 526
PMI#] 3 b 35 3¢ 52.0 52.3 528 532 523 512 516 51.7 515 528 520 517 526
W %

REFR TR (%) 34 25 20 28 21 26 16 13 15 17 29 - -
ZHxAEK 105.6 106.0 106.0 106.6 105.1 103.9 103.0 104.0 104.6 104.4 104.5 103.5 -
I R ERNE -4 70 75 59 57 -63 -88 97 -93 70 -7.2 -79 -85 -82
ZEW% 5 % A5 &K 33.3 30.1 283 339 227 136 106 215 16.8 20.2 -147 46 54
EON |

B oRkEK (%) 08 05 63 41 -22 12 -21 -09 20 -17 - - -
#oR gk (%) 06 -06 43 33 -12 18 -83 -53 -21 -50 - - -

W o & (TR ) 185 20.2 220 235 205 199 246 250 241 23.8 - - -
BRIk (FLE K%

HICP 01 01 01 02 03 -02 00 -02 -01 01 02 02 04
& 01 02 02 02 04 02 01 -03 00 0.2 04 03 -
* 61 02 01 03 03 01 -01 -01 01 03 04 04 -
& KA 62 03 01 01 04 -02 -02 -04 -03 -02 -02 -01 -
& P2 -1 09 -04 -01 04 -10 -10 -12 -11 -09 -0.7 -03 -

#% S HICP 69 11 09 09 10 08 10 07 08 0.9 09 08 0.8

PPI -32 32 32 -30 30 41 41 -44 -38 -31 -28 - -

B BT

B M 45 % (1996=100) 99.8 99.8 99.8 99.5 98.9 987 989 984 987 99.0 99.0 98.9 -
5 EMMERALELK (%) -10 -10 -09 -08 -12 -16 -14 -17 -15 -12 -11 -09 -

FH T

%L E (%) 10.6 10.6 10.5 104 10.4 10.3 10.2 10.1 10.1 10.1 10.1 10.1 -
& H 64 63 63 63 62 62 62 62 61 61 61 6.1 -
* B 10.4 10.3 10.2 10.2 10.2 103 10.1 9.9 99 101 10.3 105 -
KA 115 11.6 115 11.7 11.7 11.7 11.4 115 114 115 114 114 -
% P8 21.4 21.2 209 20.7 206 205 20.3 20.2 20.1 19.9 19.6 19.5 -
ey 21.4 21.2 209 20.7 206 205 20.3 20.2 20.1 19.9 19.6 19.5 -

Ty (XA

AAEAE (%) 0.05 0.05 0.05 0.05 0.05 0.05 0.00 0.00 0.00 0.00 0.00 0.00 0.00
M3FE k3 K (%) 47 50 48 45 51 50 51 46 49 50 49 51 -
HERLE K (%) 04 -02 02 04 05 07 08 09 12 13 1.3 1.1 -

HHIRE: HH. CEIC, BEHEX (F4)



2016410 A 3 8 (Z4—)
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BA8AMNT LA ZIRILEK 1.5%, HEAHM

HA8HAI A ZIRILIEK 1.5%, KT T HFALEIRL LIk 0.5% AR ATIEIR L T 7 0.4%.
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H K 2% 3% 4r 08/15 09/15 10/15 11/15 12/15 01/16 02/16 03/16 04/16 05/16 06/16 07/16 08/16 09/16
ITd4*
IRk K (%) o0 -11 03 -08 -22 -26 56 -15 -17 -21 -14 -0.9 1.2 -
PMI4z & 45 & 529 51.2 523 523 522 526 51.0 49.9 48.9 49.2 49.0 50.1 - -
PMI#] 3£ b 35 $% 51.7 51.0 524 526 526 523 50.1 49.1 48.2 47.7 481 49.3 - -
W%
REHERLEK (%) 08 01 18 -11 -11 -02 04 -10 09 -21 -13 02 -21 -
REHEFRILIEK (%) -0.1 0.4 1.2 2.2 -0.2 -0.4 -2.3 1.5 -01 -0.1 0.3 1.5 -1.1 -
REBKNEEK (%) 22 -16 09 -18 -29 -12 -23 03 10 -03 0.1 -1.8 1.5 -
EO
BoRkEK (%) 3.1 0.5 -2.2 -34 -80 -129 -40 -6.8 -10.1 -11.3 -7.4 -140 -9.6 -
#oREK (%) -3.2 -11.0 -134 -10.2 -18.0 -17.8 -14.2 -14.9 -23.3 -13.7 -18.7 -24.6 -17.2 -
R 5 &% (HMcE ) -567.5 -121.3 104.8 -387.5 138.9 -647.7 239.9 749.1 820.7 -42.9 690.7 510.4 -19.2 -
BRBK (F LK%
CPI 0.2 0.0 0.3 03 02 01 02 00 -03 -05 -04 -0.4 -0.5 -
#%+3 CPI 0.8 0.9 0.7 09 0.8 06 06 06 05 05 05 0.3 0.2 -
PPI -3.7 -4.0 -3.8 -3.7 -35 3.2 -34 -38 -42 -43 -42 -3.9 -3.6 -
FHA TG
K F (%) 3.4 3.4 3.2 3.3 3.3 32 33 32 32 32 31 3.0 31 -
AETH (BRI
LAEME (%) 0.1 0.1 0.1 01 01 -01 -01 -01 -01 -01 -012 -0.1 -0.1 -0.1
105 M E Mk s E (%) 0.38 035 0.30 0.30 0.27 0.10 -0.07 -0.05 -0.09 -0.12 -0.23 -0.20 -0.07 -0.09
% 7T3LH T 121.3 119.7 120.6 123.2 120.2 121.1 112.9 112.5 106.5 110.7 103.2 102.1 103.3 101.4
FHER: B BEEE (FH)
5. &RKTHEIN:
Fikle A 23297.15 -1.6% 6.3%
4750045 % 2168.27 0.17% 6.1%
B A 4E 5,50 4% 2 3002.24 -1.0% -8.1%
3% B g 810045 2% 6899.33 -0.1% 10.5%
H #2254 % 16449.84 -1.8% -13.6%
£E10F Ak EE 1.59% -0.02 & 4 % -0.68 & » &
EE10F P EFAEE 0.75% 0.02 & 4% % -1.21 B85 4
& E 105540 Bk 5 % -0.12% -0.04 B 5 % -0.75 B 5 &
A RE104F 20 B AR Ik 5 8.28% 0.1 BN 5 -0.01 &4 &
H A105F 240 Bk 5 % -0.09% -0.04 B 5 % -0.35 4 %
+ E10F 21 BRIk s 2.74% -0.01 & 4% % 012 B85 %
£ TAGH 95.46 0.0% -3.2%
BR TS % 7T 1.12 0.1% 3.4%
S N: 101.35 0.3% -15.7%
£ THAR T 6.67 0.0% 2.7%
A H R (ET/IAF) 49.06 6.9% 31.6%
& (£x1/%8) 1315.87 -1.6% 24.0%
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