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NBG Economic Research | Global Economic & Markets Factbook

Concerns are rising over the future growth potential of a world economy suffering from high debt,
political angst in advanced economies as middle class expectations are revised down, and with
fiscal and monetary policy running out of space to manoeuver.

Regarding the short-term outlook, US GDP is expected to accelerate slightly following a
disappointing first half, while modest fiscal easing should support activity in Japan. Euro area
growth remains moderate, while, in the UK, the consequences of the "Brexit” vote appears less
severe than expected. In China, the gradual transition of the economy continues, albeit rapid
growth of private sector debt and the housing market boom pose risks.

Monetary policy appears at a crossroads. The Bank of Japan shifted its focus to yield-curve
targeting and the ECB is ready to expand its asset purchases, probably by end-year. Economic data
would need to deteriorate significantly for the Bank of England to cut its policy rate further. On the
other hand, the Fed will likely increase rates in December, barring a significant deterioration in
high-frequency indicators.

Political uncertainty remains, with the US Presidential elections the main focus. The Clinton
candidacy appears to be gaining the upper hand. The fragile European recovery could be derailed
by the Italian referendum on Senate reform, the elections in France and Germany, as well as "Hard-
Brexit” negotiations.

In this environment, equities remain vulnerable, as their valuations are on the high side. We remain
cautious regarding Government bonds, as nominal yields are expected to increase, albeit from an
exceptionally low base, due to Fed tightening and increasing inflation. Corporate bonds, particularly
in Europe, still offer value as the ECB and BoE purchase programme may lead to spread tightening,
albeit higher yields on core government bonds could threaten the positive credit performance.

Real GDP Growth (%)

2015 2016f 2017f
us 2,6 1.5 2,2
Euro Area 19 1,6 1,5
UK 2,2 1,9 1,1
Japan 0,6 0,6 0,6
China 6,9 6,6 6,2
*Seasonally adjusted YoY growth rate
Source: NBG Research, IMF, Bloomberg
Inflation (%)

2015 2016f 2017f
us 0,1 1.1 2,3
Euro Area 0,0 0,3 1,4
UK 0,0 1.3 2,1
Japan 0,8 0,5 1.3
China 14 2,3 3,0
*Year-to-year average % change
Source: NBG Research, IMF, Bloomberg
Policy Rates (%)

2015 2016f 2017f
us 050 0,75 1,25
Euro Area 0,05 0,00 0,00
UK 050 025 025
Japan 0,10 -0,10 -0,10
China 1,50 150 125

*End of period forecast
Source: NBG Research, IMF, Bloomberg

Global Strategy & Macro View
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United States

+ US growth improved in Q2, albeit from a poor Q1 performance, with real GDP increasing by 1.4% qoq saar in Q2:16, from +0.8% in Q1.
Private consumption was the main growth driver in the first half and is expected to continue to support growth in H2, amid strong job
gains and rising wages, albeit at a softer pace. Indeed, households’ net worth continues to increase (+5.0% qoq saar in Q2) and liquid
assets as a per cent of total liabilities stand at 2.5% (I-t average of 2.2%).

» GDP Nowcast models suggest a pick-up to c. 2.0% for Q3:16 growth, as the drag from weak energy-related business investment fades.
IMF estimates for real GDP growth stand at 1.6% yoy for 2016 and at 2.2% yoy for 2017 (WEO, October 2016), albeit policy uncertainty
poses a significant downside risk ahead of the upcoming US elections (November 8). Clinton remains ahead in the polls, with a margin
of 7 pps (as of October 21).

» The housing market remains healthy, albeit the recovery has recently lost momentum. Note that residential investment subtracted 0.3
pps from overall growth in Q2:16, following eight quarters with a positive contribution. A similar performance is expected for Q3. House
valuation metrics (real estate wealth to income, price to rent) appear stretched once again (see page 12).

» Hard data, to date, suggest a slight improvement in Q3 business investment (BI) growth. Structures investment (c. 20% of total BI) is
expected to have risen considerably, with the number of oil rigs up c. 25% goq in Q3, following the rebound in oil prices. Moreover,
manufacturing production stands at +0.9% qoq saar in Q3 vs -1.0% in Q2. Leading indicators, however, suggest a less positive outlook,
with the ISM manufacturing index averaging 51.2 in Q3 from 51.8 in Q2.

* Labor market conditions remained strong in Q3, with nonfarm payrolls (NFPs) increasing by 192k on average (+171k in H1:16). The
unemployment rate was broadly stable at 4.9%, on average, due to an increasing labor force participation rate (by 0.5 pts to 62.9%). The
latter suggests the existence of labor market slack, which alleviates pressure on wages.

* Fiscal stimulus (change in the cyclically-adjusted primary balance) will turn positive in 2016, adding 0.5 pps to GDP growth according to
the IMF, following an average subtraction of 1.2 pps per annum since 2010. Clinton and Trump have both highlighted fiscal stimulus.

* The Fed, at its September meeting, pointed to an increased likelihood for a rate hike by end-2016 (to 0.50% - 0.75%), reiterating its
confidence that inflation will revert, in the medium-term, to the 2% target (Core PCE: 1.7% and PCE: 1.0% as of August). At the same
time, the Fed adopted a more dovish stance towards the future path of the federal funds rate (at 2% by end-2018).

» The S&P500 underperformed its peers in Q3 (+3.3% vs +5.7% for the MSCI DM ex-US) and has remained in the range of 2125-2175
during the past two months. Investor attention will now turn to the Q3:16 corporate earnings season (S&P500 EPS so far in Q3: -1% yoy
/ +3.0% yoy excluding the energy sector). UST yields increased, from exceptionally low levels recorded at end-Q2:16, with the 10Yr yield
up by 29 bps to 1.76% and the 2Yr yield up by 24 bps to 0.82%. In the same period, the USD (in NEER terms) rose by 0.9%.

Global Economic & Markets FactBook, October 2016 | NBG Economic Research  p.4




Retail spending has slowed, and the household savings rate has increased
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Data suggest investment appetite remains weak

New York Fed Empire Manufacturing Survey
——— Philadelphia Fed Business Outlook Survey
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Private consumption will remain the main growth driver in Q3, albeit to a lesser extent compared with Q2

US Real GDP Growth 2014 Q1:15 Q215 Q3:15 Q415 2015 Q116 Q216 Q3:16e Q4:16e 20716e

GDP (YoY) 2,4 33 3,0 2,2 19 2,6 1,6 1.3 1.3 19 1,5
GDP (QoQ saar) - 2,0 2,6 2,0 09 - 08 14 2,1 32 -
Private consumption (QoQ saar) 2,9 2,4 2,9 2.7 2.3 3,2 1,6 43 2,0 2,8 2,6
Government consumption (QoQ saar) -0,9 2,6 3,2 1,9 1,0 1,8 1,6 -1,7 -0,5 1,0 0,7
Investment (QoQ saar) 5,5 3,6 41 5,6 -04 39 -1,1 -1,0 1,1 3,3 0,7

Residential (QoQ saar) 3,5 13,4 14,8 12,6 11,5 11,7 78 -7,8 -3,1 8,0 49

Non-residential (QoQ saar) 6,0 13 1,6 39 -3,3 2,1 -34 1,0 2.3 2,0 -0,3
Inventories contribution (QoQ saar) -0,1 09 -0,5 -0,6 -03 0,2 -04 -1,2 0,2 0,5 -04
Net Exports contribution (QoQ saar) -0,1 -1,7 -0,1 -0,5 -0,5 -0,7 0,0 0,2 0,3 0,0 -0,1
Exports (QoQ saar) 43 -5,8 2,8 -2,8 -2,7 0,1 -0,7 1,8 5,0 10,2 0,7
Imports (QoQ saar) 4,4 5.6 2,9 1.1 0,7 4,6 -0,6 02 2,1 8,1 1,1

Source: BEA, Bloomberg, NBG estimates
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Labor market continues to tighten

People Per Job Opening Thdex %

Long-term Unemployed as % of Total Unemployed (left)

—— Part-time for Economic Reasons as % of Total
Employment (right)
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The improved labor market conditions attract more people to the workforce, with the LFPR at a 6-month high
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Wage gains improve, albeit not yet sufficiently to provide a substantial boost to inflation

% =———CPl  ———CPlCore =———PCECore o % Goods (25%) Services (75%) % % Producer Price Index (PPI) %
6 - -6 4 - -4 12 - ~——PPI Core - 12
5 - -5 3 | 3 - 10
4 - - 4 -8
2 -2 -6
3 4 -3
-4
2 - -2 14 -1
-2
1 - -1 4 L
0 O T T T T T T O
0 - -0
-1 A L1 -2
-1 - - -1 -4 - - -4
-2 4 SR 2 6 -6
3 Year-over-Year Change L 3 3 CPI Core Breakdown, Year-over-Year 3 _g | Year-over-Year Change . g
SN ONXDHNO A NMST N © SN ONXONO A NMST N © S 1D ONOWOH O -4 NMm I 1N O
O O O OO0 O o o o o o o O O O OO0 O «f ol o = o o O O O O OO0 i o o = A o
C c CcCcccccc ¢ c ¢ C c CccCcccCcccc ¢ c ¢ C Cc c & ¢ ¢ c c c ¢ ¢ ¢
i - 1 - T 8888883883888 "% T8 83 3888883838828
B pCE Core: Fed's preferred measure to gauge inflation developments
% of = NFIB: Companies planning to raise worker compensation (left, % Average Hourly Earnings (YoY, Whole Economy) %
. - %
companies  3-Quarters Lead) 4,5 - verage Hourly Earnings (YoY, Non-supervisor Workers) [ 4,5
25 ——ECl: Wages in Private Industries (right, YoY) - 5,0
- 4,5 4,0 - - 4,0
20
- 4,0 3,5 - - 3,5
15 35 3,0 - - 3,0
- 3,0
2,5 - - 2,5
10 - 2,5
| 2’0 2,0 T B 2,0
5
- 1,5 1,5 A - 15
0 10 1,0 1,0
W 0 O N S VO B O N & W 0 O N & W ’ ! ! ! ! ! ! ! ' ! ! ! ! ! ! ! ’
2583993 F3 ST T T g 2232338388333
5535553555553555535535 TAALTAISTRIRIRIRIRIRRR

Inflation & Wages United States Global Economic & Markets FactBook, October 2016 | NBG Economic Research p.10



The housing market recovery continues, albeit posting some signs of moderation lately
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House valuations continue to increase above |-t averages
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The stabilization of external demand amid a range-bound USD supported US exports
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The Federal budget deficit will increase for the first time since 2009 in FY:16 (3.2% of GDP from 2.5% of GDP in

FY:15)
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The Fed turned more dovish, expecting only 3 rate hikes by end-2017 (vs 5 hikes in June)
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2016 EPS estimates stabilized, as the drag from the energy sector faded, while the S&P 500 has been range-

bound recently
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US Sectors Valuations
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UST yields increased since Q2, albeit from exceptionally subdued levels, while the 10/2 spread remains close to

its lowest level since 2007 (currently: 94 bps)
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Yield hunting and easier financial conditions led US corporate spreads to decline since Q2. IG fell 27 bps, while

HY over-performed (-159 bps) led by the energy sector (-274 bps)
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Euro Area

* The euro area recovery slowed in Q2, with real GDP increasing by 1.2% qoq saar in Q2:16, down from 2.1% in Q1:16. In H2:16, growth
should remain subdued, supported by consumer spending and a more neutral fiscal policy.

* Households' disposable income should benefit from stronger employment gains (+1.4% yoy in Q2:16) and improving wages (+0.9% yoy
in Q2:16). Retail sales (nominal) rose to 1.6% qoq saar, so far, in Q3:16, from 0.9% qoq saar in Q2:16. Moreover, consumer confidence
stood significantly above |-t averages in Q3:16.

» Business investment should continue to recover in H2:16, on the back of exceptionally low funding costs, rising capacity utilization levels
(81.7% on average, so far, in 2016 compared with 81.3% in 2015) and improving domestic demand. Industrial production is up by c. 0.5%
goq saar in Q3:16 from -0.9% in Q2:16. Business surveys eased slightly in Q3:16, but entered Q4 on a strong footing (Composite PMI at
53.7, a ten-month high). For FY:2016, real GDP is expected at 1.7%, and to slow to 1.5% in 2017 (IMF, WEO 2016).

* The euro area fiscal stance has eased in 2016, mostly due to discretionary fiscal measures (tax cuts, reduced contributions for social
security and increased expenditure related to the influx of refugees). Specifically, the cyclically-adjusted primary surplus is expected to
narrow by 0.5 pps to 0.6% in 2016, and by 0.1 pp to 0.5% in 2017, according to IMF estimates (WEO, October 2016).

* Credit conditions remain positive, albeit distressed bank balance sheets could hold back credit creation. Euro area bank loans to the
private sector have been in positive territory for the past 18 months (+1.7% yoy in August) and growth for loans to non-financial
corporations (NFCs) hovers at a 5-year high (+1.9% yoy). Year-to-date, new banks loans to NFCs have averaged +€7.9 bn from +€1.4 bn
in 2015 and -€5.7 bn in 2014.

* The ECB has maintained its “wait-and-see” stance (MRO rate at 0.0%, Deposit rate at -0.4%, asset purchases of €80bn/month). The
outlook for inflation and GDP remains broadly unchanged, as the Brexit-related drag is likely to be substantially less than initially
expected. The ECB expects inflation at 0.2% in 2016 and 1.2% in 2017. Note that headline inflation has strengthened (+0.4% yoy in
September) and is expected to increase towards 0.9% by year-end. Markets are increasingly focusing on the next meeting (December 8),
as speculation exists that the ECB may start reducing its monthly bond purchases during the course of 2017.

» European politics remains a significant source of investor uncertainty. Italy’s referendum in December, the likely start of UK exit talks
from the EU in H1:17 and the upcoming elections in France (Q2:17) and in Germany (Q3:17) could disrupt the fragile euro area recovery.
The ongoing refugee crisis could boost Eurosceptic populism as well. Though DBRS confirmed Portugal’s credit rating at BBB-, a future
downgrade of Portuguese government bonds would result in their losing their e