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A scenario burdened by huge uncertainty 

The threat of further US trade wars continues to impact confidence. What’s more, the expected 

Q2 slowdown, after a first quarter driven by transitory factors, is fuelling fears about Europe’s 

economic outlook. Although the bond markets seem to have factored in an overly pessimistic 

assessment of the outlook, the central banks are still preparing to react to any unexpected 

negative developments. This should keep the expansion phase alive. 

It’s already June, and signs of global growth re-accelerating after the slowdown in 2018 remain 

patchy. Overall, the data, both from advanced countries and emerging markets, have continued 

to provide negative surprises. The global PMIs (see Fig. A) have fallen further, with a slowdown 

in manufacturing’s decline (just above 50), but a steeper decline of the services index (which, 

however, is signalling a still widespread expansion). Some signs of a turnaround have come from 

international trade, which is settling down after the shock of the punitive tariffs imposed by the 

United States on a part of China’s imports and the latter’s retaliatory measures. However, global 

trade growth is close to zero (see Fig. B), and a new slowdown could emerge due to the 

increases subsequently decided and the risk of these being extended to all traded goods. For the 

same reason, the stable growth signalled by the OECD leading indicators for China (see Fig. 3 on 

the next page) cannot necessarily be relied on, at this stage. 

Signs of recovery have also emerged from the car industry. Registrations in Germany have 

rebounded, with May seeing a return to year-on-year growth. Production, orders and sales are 

also recovering from lows. On the Chinese market, imports staged a tangible recovery between 

April and May, after seven months of low volumes (see Fig. 2). 

Fig. 1 – The data remain surprisingly poor  Fig. 2 – Exports to China slowing 

 

 

 
Source: chart based on CESI and Thomson Reuters-Datastream 
data 

 Note: yoy % variations, calculated using rolling quarterly 
averages converted into dollars at the current exchange rate.  
Source: National statistical offices 

Against a backdrop of negative shocks triggered by US trade policies, fiscal and monetary 

policies remain positively oriented. On the fiscal policy front, there is currently no restraint in 

place for 2019, and that expected in 2020 (see Fig. D) could reduce as a result of electoral 

cycles, or as a reaction to the economic slowdown. Monetary policies have returned to 

expansion. The Federal Reserve, having already suspended official rate hikes, recently opened 

the door to a potential cut in the coming months. The European Central Bank has launched a 

new liquidity programme subject to credit targets (TLTRO III), and has proposed other measures 

(policy adjustments, restarting the asset purchase programme or cutting interest rates to even 

more negative levels) should the data fail to improve. Medium and long-term interest rates have 

been heading lower in recent months, reinforcing the change in monetary policy stance. 

A number of major factors for uncertainty remain in the short term. The US has an active 

conflict front that could produce negative developments within weeks: looming on the horizon 

is the threat of punitive tariffs being imposed on the remainder of imports from China, a 

measure currently being discussed internally. The hike could still be suspended or cancelled if 

negotiations are resumed, but we have assumed it will be applied in the outlook published here. 
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China might then need fresh economic stimulus to mitigate the effect on the real economy: the 

cumulative effect of a 25% tariff on all exports to the US could shave 0.9% off Chinese GDP 

after one year. The drag on the US economy, on the other hand, will be very limited: the 

resulting implied fiscal tightening will be partly offset by increased transfers to sectors affected 

by retaliation; the impact on consumer prices, although not negligible, will be modest; and the 

increase in tariffs has made it more likely that monetary policy will be eased. The impact on 

Europe’s economy also appears very modest and could be partially offset by a reallocation of 

market shares. The consequences could be further mitigated by a reorganisation of trade flows, 

with Chinese exports diverted through third countries. Vietnam has already seen a particularly 

significant increase in its market share, as have Mexico and the EU, and the volumes are far 

greater than would be justified by a simple decline in Chinese exports to the US. On the other 

hand, our simulation does not take into account the negative effect on business confidence, or 

the repercussions of uncertainty on propensity to invest. This  

Secondly, at the end of the year, the US may decide to target imports of cars and components, 

particularly those from Japan and the EU. The EU has tasked the Commission in this regard with 

entering into negotiations with the US to reduce tariffs and non-tariff barriers on manufactured 

goods; but the process is made more difficult by the fact that the EU is reappointing top officials 

and the US is focussing on China – for the time being at least. Nor should we overlook the risks 

of escalating tension in the Persian Gulf. Thirdly, there is still a risk of the UK leaving the EU 

without a deal after 31 October 2019. In the event of a no-deal Brexit, and assuming a severe, 

temporary upheaval in import-export flows, the potential impact on Euro zone GDP in Q4 could 

be as much as 0.3%, although it would be partly recovered in early 2020. However, the 

negative effects would be modest if the exit were adequately prepared in the preceding months. 

Finally, Italy risks entering a new phase of instability if the government abandons its debt 

reduction target and tries out new fiscal stimuli, which could affect the cost of refinancing long 

before there is any impact on economic growth. 

Fig. 3 – The leading indicators for China are 
stabilising – a good sign for the world 
economy 

 Fig. 4 – Consensus estimates for growth in 
2020 trimmed slightly 

 

 

 
Source: OECD  Source: Consensus Economics 

How is this reflected in growth forecasts? Compared to March, average growth projections for 

2019 are stable or slightly higher for the US and Japan (owing to a strong Q1) and slightly lower 

for the Euro zone; the sharpest cut is for Latin America. Consensus estimates for 2020 have not 

fallen significantly in the last six months: the reduction is non-existent for the US and Japan, 

marginal for the Euro zone and the UK, and significant for only Italy, from 0.8% to 0.5%. 

Consensus estimates are projecting global growth to be unchanged between 2019 and 2020. 

However, this scenario is based on the assumption that quarterly growth will pick up during 

2019H2: in light of the above, caution is required, as it was three months ago. Our forecasts 

include a trimming of the Eurozone’s estimates, which are in line with consensus. We expect 

Japan’s growth to be lower than consensus. Global growth, measured by an aggregate 

consistent with that of the IMF, slows to 3.1% in 2019 and remains unchanged in 2020. Trade 
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growth at constant prices returns to above 2% in 2020, although still well below the historical 

average. 

Forex markets 

Yield curves have flattened sharply in recent months, despite short maturities also falling. This 

trend has compressed USD-EUR and USD-JPY differentials further, given that the Fed was ahead 

of the ECB and BoJ with the process of normalising monetary policy. In theory, this could have 

been bad for the dollar, but the greenback is bolstered somewhat by the stronger cyclical 

conditions of the US and the increased sensitivity of exporting economies, such as those in the 

Euro zone and Japan, to a global trade slowdown and protectionist threats. In fact, non-trading 

positions of operators are still long in dollars, although they are slightly lower compared to a few 

months ago. This decrease took place partly against the Euro, but also against the Swiss Franc 

and the Yen: concerns about the resilience of the expansionary phase have led to a reduction in 

short non-trading positions in these currencies. 

The outlook for the future: 

 A reduction in interest rate differentials could boost the Euro, but we do not believe this will 

be enough on its own to establish an uptrend against the US Dollar while doubts remain 

about the EU economy’s resilience and, therefore, expectations that the ECB may introduce 

fresh stimulus. Pending this rebound, the Euro is expected to remain between 1.11 and 1.15. 

 We were wrong to expect firm official rates in the US: the Fed is proving more timid than 

expected with regard to the risks of the scenario. However, the decline in expectations has 

caused little damage to the US Dollar in recent months, and the rebound on the tail of the Fed 

announcement has been limited. We remain more cautious than the market in expecting 

interest rate cuts. But even if we are right about this, the benefit for the US Dollar will only 

come at a later date. 

 We think the Yen may weaken again, against a backdrop of continuing global economic 

expansion. 

 We confirm our forecast that this scenario of low and falling US rates is fairly beneficial to 

emerging currencies; without prejudice, obviously, to domestic developments. And let us not 

forget developments in the Chinese economy: major external rebalancing (the current account 

surplus has now been virtually wiped out), but also, from a more cyclical perspective, possible 

confirmation of more robust economic expansion (which for now is weak). This might, to a 

lesser extent, bolster the commodity currencies. 

 The highly uncertain outcome of Brexit remains a problem for Sterling, which has already 

started weakening. A no-deal Brexit scenario could see Sterling drop to USD 1.20. 

Exchange-rate forecasts 

 -24m -12m -3m 17.06.2019 +3m +6m +12m 

EUR/USD 1.11 1.16 1.14 1.13 1.13 1.14 1.17 

USD/JPY 111.42 110.35 110.68 107.52 111.00 112.00 112.00 

GBP/USD 1.26 1.32 1.32 1.27 1.24 1.23 1.25 

EUR/CHF 1.09 1.15 1.13 1.11 1.11 1.12 1.13 

EUR/GBP 0.88 0.88 0.86 0.89 0.91 0.93 0.93 
 

Source: Intesa Sanpaolo chart from Thomson Reuters data 
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Global economic trends in 10 charts 

Fig. A – Global PMIs  Fig. B – Growth in imports, yoy 

 

 

 
Source: Chart based on Markit Economics, Thomson Reuters-Datastream data  Source: Chart based on CPB World Trade Monitor, Thomson Reuters-Datastream data 

 
Fig. C – Output gap (IMF estimate)  Fig. D – Public sector primary balance as a % of GDP 

 

 

 
Source: IMF  Note: as a % of GDP. Source:  IMF, Fiscal Monitor, October 2018 

 
Fig. E – Commodity prices  Fig. F – Consumer price indexes for OECD countries 

 

 

 
Source: Chart based on Thomson Reuters-Datastream data and Intesa Sanpaolo 
projections 

 Source: Chart based on OECD, Thomson Reuters-Datastream data 
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Fig. G – Balance of payments: current account balances as a % 
of GDP 

 Fig. H – Monetary base, G-3 (change, USD Bn) 

 

 

Source: IMF data and estimates, chart based on Thomson Reuters-Datastream data  Source: Chart based on Thomson Reuters-Datastream, central banks data and Intesa 
Sanpaolo estimates 

 
Fig. I – Interest rates – global average  Fig. J – Lending to non-financial companies 

 

 

 
N.B.: The aggregate includes 44 advanced and emerging countries. Source: Chart 
based on Thomson Reuters-Datastream Charting and Oxford Economics data 

 Source: Chart based on Thomson Reuters-Datastream, ECB (integrated sector 
accounts), Federal Reserve (Flow of Funds) data 

 
Economic growth by geographical region 

 2018 2019p 2020p 2021p 2022p 

Stati Uniti 2.9 2.5 1.7 1.6 1.8 
Giappone 0.8 0.7 0.2 1.0 1.0 
Area Euro 1.9 1.1 1.3 1.4 1.3 

Europa orientale 3.4 2.6 2.9 2.5 2.3 
America Latina 0.7 0.6 2.1 2.6 2.9 
OPEC 0.4 -1.0 1.8 2.6 3.1 

Cina 6.6 6.2 5.9 5.7 5.8 
India 7.4 6.8 7.1 6.9 6.6 
Africa 3.9 3.8 4.2 4.5 4.7 

Crescita mondiale 3.6 3.1 3.1 3.3 3.5 
 

Source: Chart based on Intesa Sanpaolo data 
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United States: winds of a global tariff war 

The US recovery has entered its tenth year. Growth between 2018 and the beginning of 2019 
was close to 3%, thanks to the boost provided by tax reform and the easing of financial 
conditions generated by the Fed’s expansionary shift. The scenario for 2019-20 has, for some 
time, included a slowdown towards potential, though without implying recessionary risks over 
the period.  

In the last month, the aggressive reversal in US trade policy implemented simultaneously on 
several fronts (China, Mexico, threats on the automotive sector) has significantly increased 
downside risks and generated an alternative, potentially quasi-recessionary scenario. Given how 
the US has managed its trade disputes, the tariffs already introduced are unlikely to be 
eliminated and/or reduced, while the whole system of bilateral and multilateral agreements in 
place could be called into question and changed without warning, eradicating the operational 
framework built over the last few decades and introducing an underlying uncertainty that will 
persist even if agreements are reached and weighing on growth.     

Despite the increase in risks and the deterioration in the global scenario, we are leaving our 
central forecast scenario for 2019-20 largely unchanged, maintaining a growth forecast of 2.5% 
in 2019 and shaving off a tenth of a point for 2020, to 1.7% from the previous forecast of 
1.8%. The significant easing of financial conditions already under way and the expectation of 
two rate cuts by the Fed by the beginning of 2020 should offset the effects of the tariffs already 
introduced and of the uncertainty over 2020. The bulk of the tariffs and the indirect effects of 
trade tensions had already been incorporated into our previous forecasts.  

The change in the global environment, with the real possibility of a trade tariff war, has however 
had significant implications for 2019-20 forecasts, as it generates a highly negative alternative 
scenario, with a moderate probability of occurrence, and shifts the balance of risks to the 
downside. For this reason, on top of our central scenario with a modest slowdown and the 
survival of the US recovery, we also consider a negative scenario (worst-case scenario) in which 
the US introduces tariffs across the board on the automotive sector in the autumn, opening the 
way to possible widespread retaliation and threatening the survival of the current cycle. In the 
case of our worst-case scenario, the Fed would go into expansionary mode, and no longer just 
act pre-emptively, implementing a sequence of consecutive rate cuts, taking the Fed Funds rate 
to between 1 and 1.5% by end-2020 and avoiding a possible recession. The rate path in our 
worst-case scenario is close to that currently priced in by the market (future Fed Funds rate at 
1.38% in January 2021). The consequences for 2020 growth of a real escalation in tariffs would 
be offset by monetary stimulus measures and would result in GDP growth in 2020 of 2-3 tenths 
of a point less than in the central scenario. The size of any retaliation by the US’ trade partners, 
which is difficult to predict at present, could make the outlook for 2020 more negative, 
however. 

1. Central scenario: monetary stimulus could offset many of the effects anticipated from tariffs. 
Our central scenario for 2019-20 assumes that the 25% tariffs announced in May on the 
remaining USD 325 billion of imports from China will also be imposed over the summer, with a 
negative effect of just over 1 tenth of a point in 2020.  

Growth will continue to be supported by consumption, thanks to many tailwinds. The labour 
market is at full employment and the outlook for payrolls remains favourable, wage growth is 
on a moderate uptrend, sustainable and positive in real terms; savings and net wealth are at 
historically high levels, and financial conditions are accommodative. Excess labour demand is set 
to fall over the next few quarters, with employment growth down towards 80-100,000 jobs a 
month, in line with the growth of the workforce. Furthermore, we believe that the slowdown in 
inflation is due in part to structural changes, which will free up household purchasing power 
and offset any rises in prices triggered by tariffs. These factors should limit the slowdown in 
consumption forecast for 2020. After a volatile first half owing to the shutdown, 2019 is 
expected to close with growth in household spending of 2.5%, slowing to 2.1% in 2020.  

The uncertainty generated by tariffs and the slowdown in trade are having a negative impact 
mainly on the manufacturing sector and on business investment, which is slowing, despite 
falling rates. This is the demand-side component with the greatest downside risks and potential 

Giovanna Mossetti 
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negative effects on the cycle. We expect growth in non-residential fixed investment to slow to 
3.2% in 2019 and 2.1% in 2020.    

Foreign trade should be broadly neutral in 2019, partly owing to weak imports at the beginning 

of 2019, and provide a negative contribution (-0.2 pp) in 2020.  

A crucial variable for the 2020 scenario is fiscal policy. The spending laws that have provided 
substantial stimulus to growth in 2018-19, with a temporary circumvention of the limits on 
discretionary spending set by the Budget Control Act (BCA) of 2011, expire at the end of 
September. Our scenario forecasts that spending in 2020-21 will not return to the levels set out 
by the BCA but includes a modest expansion in 2020 (an election year) as compared with 2019. 
This forecast is not without risks, but requires an agreement between Congress, the Senate and 
the President by the end of the summer.  

The Fed has become the “follower” in the economic policy game. In 2018, in view of massive 

fiscal stimulus, the Federal Open Market Committee (FOMC) raised rates to reduce the risk of 

overheating. In 2019-20, the Fed will respond to the expected restrictive effects of trade policy 

by calling an end to the pause on rates and acting in a pre-emptive manner to avoid an 

excessive slowdown in growth. Our forecast is that between summer 2019 and the beginning of 

2020, the Fed will cut rates twice, taking Fed Funds into moderately expansionary territory. The 

willingness to act pre-emptively with the assurance of cuts at the end of a long cycle is a marked 

change from the past (with the exception of the cuts in 1995 and 1998) and supports the 

forecast of a further continuation of the recovery, albeit at a modest pace, with a still relatively 

low probability of a recession in the next two years.    

2. Alternative scenario: a global tariff war breaks out. Recent developments in US trade policy 
have considerably increased the probability of a “worst-case scenario” in 2020, which could 
break out with the imposition in the autumn of tariffs of 25% on the imports of cars and parts 
which would have significant effects on growth, and potentially also on inflation. In this case, 
with a drag of approximately 0.3 pp on US GDP, the fed would embark in a full-fledged easing 
cycle with four cuts, limiting the slowdown in US growth to 1.4-1.5% in 2020. Actually, there is 
a continuum of possible intermediate scenarios between the central scenario and the worst-case 
scenario. Indeed, any imposition of tariffs on the automotive sector could be limited, either 
geographically (exemption of Canada and Mexico?) or in terms of the aggregates targeted (cars 
only, with the exemption of parts), with more limited effects on US growth. However, the rising 
uncertainty, the weakness of the global recovery and the inevitable structural change of 
productive cycles (similar to a negative supply-side shock) could spark a global recession, 
particularly risky in a period in which monetary policies are close to the zero-rate limit. 

Macro forecasts 

 2018 2019f 2020f 2018   2019p    2020p   
    2 3 4 1 2 3 4 1 2 3 

GDP (constant prices, y/y) 2.9 2.5 1.7 2.9 3.0 3.0 3.2 2.5 2.1 2.0 1.7 1.7 1.6 
q/q annual rate    4.2 3.4 2.2 3.1 1.3 2.0 1.7 1.7 1.6 1.5 

Private consumption 2.6 2.5 2.1 3.8 3.5 2.5 1.3 3.3 2.5 1.9 1.8 2.0 2.0 
Fixed investment – non resid. 6.9 3.2 2.1 8.7 2.5 5.4 2.3 1.5 2.9 2.5 1.5 1.8 2.5 
Fixed investment - residential -0.3 -2.2 0.9 -1.3 -3.6 -4.7 -3.5 -0.8 1.3 1.0 0.8 1.0 1.0 

Government consumption 1.5 1.7 1.3 2.5 2.6 -0.4 2.5 2.0 2.2 1.4 1.1 1.4 0.3 
Export 4.0 1.7 2.1 9.3 -4.9 1.8 4.8 -0.8 2.1 2.3 2.1 2.3 2.8 
Import 4.5 1.3 2.8 -0.6 9.3 2.0 -2.5 -0.8 3.3 2.8 3.2 3.0 3.1 

Stockbuilding (% contrib. to GDP) 0.1 0.2 -0.1 -1.5 2.7 0.2 0.6 -0.9 -0.2 -0.1 0.3 -0.1 -0.1 

Current account (% of GDP) -2.4 -2.5 -2.6           

Federal Deficit (% of GDP) -6.5 -6.4 -6.8           
Gov. Debt (% of GDP) 138.5 139.1 141.0           

CPI (y/y) 2.4 1.9 2.0 2.7 2.6 2.2 1.6 1.9 2.0 2.0 2.3 1.8 1.8 
 

Annualised percentage changes on the previous period – unless otherwise indicated. Source: Intesa Sanpaolo 
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Fig. 1 – The slowdown is certain…  Fig. 2 – … how quick will the decline be? 

 

 

 
Source: Thomson Reuters-Datastream  Source: Intesa Sanpaolo chart from Thomson Reuters-Datastream forecasts o 

 
Fig. 3 –The unemployment rate remains at its lowest since the 
end of 1969 

 Fig. 4 – Average monthly growth in job numbers still high, but 
down from the beginning of 2019 

 

 

Source: Thomson Reuters-Datastream  Source: Thomson Reuters-Datastream 

 
Fig. 5 – Marked upturn in wage growth; core inflation still 
around 2% 

 Fig. 6 – Tariffs hit imports and exports, and the trade deficit 
with China continues to grow 

 

 

 

Source: Thomson Reuters-Datastream  Source: Thomson Reuters-Datastream 
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Fig. 7 – Core inflation leaves room for pre-emptive rate cuts  Fig. 8 – The Fed is concerned by the weakness of inflation 
expectations 

 

 

 
Source: Thomson Reuters-Datastream  Source: Thomson Reuters-Datastream 

 
Fig. 9 – The Fed’s main balance-sheet assets: portfolio assets 
held outright 

 Fig. 10 – The Fed’s main balance-sheet liabilities: reserves and 
working capital 

 

Source: Thomson Reuters-Datastream  Source: Thomson Reuters-Datastream 

 
Fig. 11 – Rates projections: the FOMC sees stability, the market 
a fall 

 Tab. 1 - Economic projections of Federal Reserve Board members 
and of regional Federal Reserve Bank Presidents – June 2019 

 

 Variables Median 

2019 2020 2021 Longer run 

Change in real GDP     
   March projection 2.1 1.9 1.8 1.9 

Unemployment rate     
   March projection 3.7 3.8 3.9 4.3 

PCE inflation     
   March projection 1.8 2.0 2.0 2.0 

Core PCE      
   March projection 2.0 2.0 2.0  

Federal funds rate     
   March projection 2.4 2.6 2.6 2.8 

 

Source: Intesa Sanpaolo chart from Thomson Reuters-Datastream and Federal Reserve 
Board data 

 N.B.: GDP and deflator: 4Q/4Q change Unemployment: 4Q average. Source: Federal 
Reserve Board 
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Euro Area: growth just above trend with significant uncertainty 

The strength of the Eurozone economy was a surprise in the winter months. GDP grew by 0.4% 

qoq. However, this will not last: the stronger-than-expected outturn was partly due to a 

normalisation of the economy in Germany and Italy after their exceptionally weak performance 

at the end of 2018, owing to the trends in the automotive and electronics sectors, as well as 

weather factors. EU Commission confidence index and the PMI lost ground between December 

and May and remained at the levels of the 1st quarter in the spring months. The outlook 

remains uncertain: services and retail continue to see moderate expansion (see Fig.1), but signs 

of an upturn in manufacturing have yet to emerge. Industrial output data for April confirmed 

the weakness of the sector: average Eurozone growth to date for manufacturing output was -

0.8% qoq, but Germany and Italy may also see a pronounced slowdown (see Fig. 2). The recent 

levels of composite confidence indexes and industrial output point to GDP growth of between 

0.2-0.3% qoq, weaker than in the first quarter of the year, when the economy rallied thanks to 

the normalisation of growth, particularly in Germany and Italy after the end-2018 weakness, 

due in part to temporary factors. 

The weakness in manufacturing and GDP is clearly due to the trend in international trade in the 

last nine months. Recent data point to a slight recovery from the beginning of 2019 (see Fig. 4). 

However, the PMI figures for industry and indications from the Commission’s survey certainly do 

not herald a rally in demand for Eurozone exports (see Fig.5). The outcome of negotiations 

between the US and China (with a 25% increase in tariffs on all imports from China and the 

related counter-attack by the Asian tiger) was unexpected. Simulations produced with the 

Oxford Economics model suggest that the impact on Eurozone GDP growth will be two-tenths 

of a point in two years, in the absence of a monetary and/or fiscal policy response. Our 

assessment is that a significant upturn in Eurozone growth in the second half of 2019 is not very 

likely. We have therefore downgraded the quarterly profile, incorporating average growth of 

0.3% qoq until the end of 2020. As a result, average annual growth estimates are a tenth of a 

point weaker for 2019 (1.1%) and for 2020 (1.3%). Therefore, our base scenario for the 

Eurozone envisages steady growth, at just below the potential estimated by the European 

Commission at 1.5%. Nevertheless, considerable uncertainties remain. This scenario is, in fact, 

based on fragile hypotheses, i.e. that: 1) the US administration will not create new sources of 

tension; 2) duties of 25% on car sales to the US will not be imposed; 2) the policy response in 

the US is enough to avert the risk of recession; 3) the slowdown in China will remain orderly in 

the next year; 4) a possible no-deal Brexit will not trigger a shock wave on the continent; 5) Italy 

will agree a more prudent fiscal policy with the Commission, avoiding a widening of spreads and 

tensions on its debt. On the other hand, the scenario already includes the impact of an 

extension of US tariffs to the whole of imports from China, so there is some room for positive 

surprises, as well. 

We cannot rule out the US opening up other sources of conflict, and in particular shifting its 

attention to the European Union, given that after China, the EU (led by Germany) is its second 

largest partner with which it has the biggest trade deficit. It is possible that a more cooperative 

approach will be adopted, given that the US administration’s ultimate goal is to lower EU duties 

on American imports, particularly on agricultural products, while with China, global supremacy 

is at stake.  

In an adverse scenario in which the negotiations resulted in a 25% increase in tariffs on cars, 

the impact on Eurozone GDP growth would be - 0.1%/- 0.2%. The German IFO1 institute 

estimated in February that tariffs of 25% on cars would have an impact of EUR 5 bn (0.2% of 

GDP), owing to a drop in car sales to the US of around 50% (from the current EUR 34 bn to EUR 

                                                      

 
1 See “Effects of new US auto tariffs on German exports and on industry value added around the world”, 15 

February 2019. 

Anna Maria Grimaldi 
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17 bn). The impact for the European Union is estimated at around EUR 9 bn (-0.1%). Our 

simulations with Oxford Economics model, which assumes an increase in tariffs on cars of 6%, 

point to a similar impact.  

With regard to oil and exchange rates, we expect a neutral contribution. Oil prices are expected 

to be around USD 70 a barrel, largely unchanged on average from 2018. Exchange rates are 

seen as being broadly stable, at around 1.12 against the dollar, including in effective terms.  

International trade will be a dampener over the forecast horizon, subtracting an average of 

0.3% a year from GDP growth. We expect export growth to slow to 2.8% this year and to 

2.6% in 2020, from 3.2% in 2018. Imports are expected to grow by 3.0%, from 3.2% in 2018. 

Domestic demand will continue to support growth and offset the braking effect of foreign 

trade. In particular, consumption is expected to advance further by 1.4%, but a lot will depend 

on the resilience of employment growth, which has already slowed somewhat (see. Figs. 9 and 

10), but we believe it may still grow by around 1.0% in 2019. Nominal wages grew by 2.1% in 

2018, from a previous 1.7%. In 2019–2020, we think that wages could grow by 2.2%, but we 

do not expect a further upturn, given that the reduction in the slack on the labour market is set 

to slow. Growth in real disposable income is expected to be around 1.3%, with inflation seen as 

advancing only minimally to 1.4% in 2020 (see below). Fiscal policy will provide some support 

for disposable income growth. 

Capital investment is supported by earnings growth still in positive territory, accommodative 

financial conditions and production capacity utilisation that remains high, but the uncertainty 

surrounding scenarios internationally and within the zone could rein it in. The outlook for 

construction growth remains positive, but we expect it to slow to 2.0%, from 2.9% in 2018.  

Headline inflation fell in May to 1.2% after surging to 1.7% on the rise in prices for recreational 

services, particularly in Germany. We expect to see core inflation fall in the next months to 

1.0%, after the higher than expected outcome in the June flash estimate. Over the next few 

months, inflation should move sideways at around 1.2/1.3%. In the autumn, inflation is seen 

falling below 1.0% owing to an unfavourable base effect, but this should be an isolated 

phenomenon. We expect average inflation to be around 1.3% this year, then only rise to 

around 1.4%. We have cut our forecasts by two tenths of a point from three months ago. The 

risks to inflation growth are on the downside, in the absence of a lasting rise in domestic prices, 

so headline inflation is unlikely to stabilise at target. Growth in labour costs slowed at the end of 

2018, but this could be a temporary phenomenon. However, with growth at or below potential, 

the slack in the economy could expand again (recent estimates from the European Commission 

and the OECD, see Fig. 12) with the risk that the rise in core prices could slow down. Companies 

expect a gradual rise in sales prices (see Fig. 13), but market inflation expectations derived from 

5-year forward contracts are at their lowest since 2015, when the ECB launched QE. An increase 

in domestic prices remains key to ensuring medium-term convergence of headline inflation to 

target, despite our assumptions of a rise in the price of crude oil to USD 70/barrel over the next 

two years, which are more aggressive than consensus estimates and the implied rate for forward 

contracts. 

Economic policies will continue to support the cycle. Noting the weaker-than-expected outlook 

for the economic cycle, the ECB revised its interest rates guidance at its June meeting and 

postponed the start of normalisation until the second half of 2020. Market currently price in a 

possible trimming of the depo rate with a high probability, an expectation that has strengthened 

after President Draghi's speech at the Sintra Forum. On that occasion, the president of the ECB 

declared that "in the absence of improvements, in such a way as to threaten the return of 

inflation to our target, further stimulus will be needed" and has proposed a review of the 

situation already at the July meeting of the governing council. The intervention options 

mentioned by Draghi include (i) a strengthening of the forward guidance, (ii) further cuts in 

official rates, (iii) changes to the APP, in particular modifying the limits present today. 
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Consumption sustained by 
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expansionary fiscal policy 

Uncertainty could weigh on 

capex growth. 

Construction still sound 

Inflation still low in 2020 

Monetary policy has already 

been pushed to the limit. 

However, Draghi has hinted to 

the possibility of additional 

measures in the short term 
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The most probable step at the moment seems to be an enhancement of the forward guidance, 

possibly accompanied by an immediate loosening of the limits to the APP. Only in the event of 

failure to accelerate growth in the coming months will the ECB then consider re-opening the 

securities purchase program or limiting official rates. Let us not forget that the ECB has already 

announced a new long-term refinancing program (TLTRO III). The conditions of the new TLTRO 

III auctions announced last June are still attractive for banks in disadvantaged countries. The rate 

may vary between a maximum equal to the Refi prevailing in the life of the transaction, +10 

basis points, up to a minimum of the deposit rate + 10 basis points, if the borrowing banks will 

be particularly virtuous in complying with a given growth benchmark of the employments. We 

also note that the ECB Executive Committee will change its face in the coming months. Praet's 

mandate, one of the most cautious members, has already been completed, and he has been 

replaced by Lane; in late October, President Draghi will leave, and shortly afterwards Coeuré. 

The inflation bias within the Board may change, based on the appointments that will be made, 

although for the time being everyone seems to be concerned by the weakness of economic 

activity. 

In 2019, fiscal policies will become more expansionary in Germany, Italy, France and Spain (see 

Fig. 14). While the virtuous Germany has even more room for manoeuvre as regards tax policy, 

France and Italy have decided to support the cycle, breaking rank with Brussels. As regards the 

European process of reform and greater fiscal integration, we think that progress with European 

legislature in this area will be slow, particularly given the tensions between France and Germany.  

The risks for the macroeconomic scenario are on the downside, despite the revisions compared 

to March. This is because of the high degree of uncertainty, first and foremost about the US 

administration's tariff policies (see Fig. 17) and the repercussions for trade flows, but also about 

the resilience of Chinese and US growth. Another significant factor of uncertainty is how the 

Brexit negotiations will unfold. The risk of a no-deal Brexit has not been dispelled. We also think 

that the risk of tensions on Italian debt have increased, despite stronger growth figures than 

expected. The fiscal policy positions of the current executive remain favourable to a further 

easing of budgetary constraints. There is however some moderately positive news. Indications 

for emerging countries point to an upturn in 2020. Another positive factor is that financial 

conditions in the Euro zone will remain accommodative. 

Macro forecasts 

 2018 2019f 2020f 2018   2019p    2020p   
    2 3 4 1 2 3 4 1 2 3 

GDP (constant prices, y/y) 1.9 1.1 1.3 2.2 1.7 1.2 1.2 0.9 1.1 1.2 1.1 1.3 1.3 
- q/q change    0.4 0.1 0.2 0.4 0.1 0.4 0.4 0.3 0.3 0.3 

Private consumption 1.3 1.3 1.3 0.1 0.1 0.3 0.5 0.2 0.4 0.4 0.3 0.3 0.3 
Fixed investment 3.3 2.9 1.7 1.6 0.5 1.4 1.1 -0.5 0.5 0.6 0.5 0.4 0.4 
Government consumption 1.0 1.1 1.1 0.4 0.0 0.6 0.1 0.3 0.3 0.3 0.3 0.2 0.2 

Export 3.2 2.6 2.2 1.2 0.2 1.2 0.6 0.4 0.6 0.3 0.6 0.7 0.7 
Import 3.2 2.9 3.2 1.1 1.2 1.2 0.4 -0.1 1.0 1.0 1.0 0.7 0.6 
Stockbuilding (% contrib. to GDP) 0.1 -0.4 0.3 -0.2 0.4 -0.4 -0.3 -0.2 0.1 0.3 0.1 0.0 0.0 

Current account (% of GDP) 3.5 3.3 3.0           
Deficit (% of GDP) -0.9 -0.9 -1.0           

Debt (% of GDP) 87.1 85.8 84.3           

CPI (y/y) 1.8 1.3 1.5 1.7 2.1 1.9 1.4 1.4 1.1 1.3 1.6 1.4 1.4 

Industrial production (y/y) 0.9 -0.2 1.2 2.2 0.5 -1.9 -0.4 -1.2 -0.6 1.2 1.1 1.6 1.3 
Unemployment (%) 8.2 7.8 7.7 8.3 8.0 7.9 7.8 7.8 7.8 7.7 7.7 7.7 7.7 

3-month Euribor -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 -0.3 
EUR/USD 1.18 1.13 1.17 1.19 1.16 1.14 1.14 1.13 1.13 1.14 1.15 1.16 1.17 
 

Annualised percentage changes on the previous period – unless otherwise indicated. Source: Intesa Sanpaolo 
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Fig.1 – Signs of an upturn have emerged in services and retail. 
The economy is weak, but we may have weathered a local low 

 Fig. 2 – The trend in industrial output in April suggests that 
GDP growth could have slowed to 0.2% qoq in the Spring 

 

 

 
Source: Thomson Reuters-Datastream  Source: Thomson Reuters-Datastream 

 
Fig. 3 – The economy is weak, but we may have weathered a 
local low 

 Fig. 4 – The rally in exports in the first few months of the year 
could prove to be fleeting 

 

  

 

Source: Thomson Reuters-Datastream  Fonte: Thomson Reuters-Datastream 

 
Fig. 5 – The PMI and European Commission surveys do not 

point to a turnaround in Eurozone exports in the short term 

 Fig. 6 – Uncertainty on US trade policy remains high, and will 

weigh on trade flows 

 

 

 

Source: Thomson Reuters-Datastream  Source: Thomson Reuters-Datastream 

 

-2.0

-1.0

0.0

1.0

2.0

-4
-3
-2
-1
0
1
2
3
4

05 07 09 11 13 15 17 19

Ind. Prod q/q %, rhs GDP, q/q %, rhs

0
100
200
300
400
500

45

50

55

60

World PMI, new export orders

Trade policy uncertainty



 Macroeconomic Outlook 

June 2019 

 

Intesa Sanpaolo – Research Department 15 

Fig. 7 – Tariffs on cars could knock up to EUR 5Bn off German 
GDP (0.2% of GDP) 

 Fig. 8 – Growth will continue to be supported by domestic 
demand 

 

 

 
Source: IFO February 2019  Source: Thomson Reuters-Datastream 

 
Fig. 9 – Consumption sound while the labour market holds up  Fig. 10 – Recent indications remain encouraging: growth in 

jobs, albeit less sustained than recently 

 

 

 

Source: Thomson Reuters-Datastream  Source: Thomson Reuters-Datastream 

 
Fig.11 – Investment: fundamentals hold up, but uncertainty 
could rein it in 

 Fig. 12 – Output gap no longer positive 

 

 

Source: Thomson Reuters-Datastream  Source: Thomson Reuters-Datastream 
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Fig. 13 – Low inflation expected with market prices again at 
the lows of 2015, when the ECB launched QE 

 Fig. 14 – Fiscal policies more expansionary 

 

 

 
Source: Thomson Reuters-Datastream  Source: European Commission spring forecasts 

 
Fig. 15 – Monetary policy: rates at zero to beyond 2020  Fig. 16 – We think TLTRO III operations will see a take-up of 

around EUR 500 bn due to lending conditions continuing to be 
generous 

 

 

 
Source: Thomson Reuters-Datastream  Source: Thomson Reuters-Datastream 
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Germany: below-trend growth 

After around four years of growth above potential, German growth started to slow in the 

summer of 2018. As previously noted, the slowdown in the second half of last year can be 

explained by the fall, longer-lasting than previously estimated, in the automotive sector (see fig. 

1) due to difficulty adapting production lines to the new WLTP regulations on diesel vehicles. 

Production of vehicles has already rebounded at the start of 2019 (see fig. 1), contributing to a 

0.7% qoq recovery in GDP. Also influential on the pattern of 1Q19 were solid growth in 

business investments and construction spending, thanks to particularly favourable weather 

conditions. In 2Q19 growth will return to much lower levels: following April's figures, a 

contraction of 1.5% qoq is expected for manufacturing output in the second quarter. Even in 

the event of a rebound in May and June, it will be difficult for GDP to grow more than 0.2% 

qoq in the spring quarter, and the possibility of a zero, or even slightly negative, change should 

not be ruled out. PMI and IFO confidence surveys between April and May signalled a 

stabilisation of growth at moderate levels (0.0-0.2% qoq), including for the summer months. 

Sector detail indicates that services and retail remain solid with a slight acceleration in growth 

compared to the start of 2019, but that the manufacturing sector will remain weak (see fig. 3) 

due to the recent trend in global trade (see figs 4 and 5). Growth in the next two years will be 

impacted by a slowdown in exports, against a backdrop of internal demand that will remain 

solid, albeit structurally destined to lose impetus in the near future (see below). Despite solid 

foundations, GDP will grow by just 0.8% in 2019. 2020 could see a re-acceleration to 1.4% 

(1.8% bearing in mind calendar effects). The rate of growth will therefore remain below 

potential for a good part of the forecast horizon. We have cut our estimates for 2019 by three 

tenths of a point from three months ago, and our estimates for 2020 have been cut by one 

tenth of a point. 

Over the forecast horizon, foreign trade will slow GDP growth by 0.5% p.a. Given that 

confidence surveys and global PMI suggest weak growth in the middle of the year, exports are 

expected to slow to 1.6%, down from 2.2% last year. We forecast a re-acceleration of around 

2% in 2020. Imports are expected to grow at a more sustained pace (2.9%), given that internal 

demand is expected to remain solid. In the coming years, the proportion of imported goods in 

German production are expected to rise further, as Germany becomes more integrated into the 

global value chain. Moreover, labour costs have risen more than in the rest of the Eurozone; the 

loss of competitiveness may shift demand towards imports. The current account balance is 

therefore expected to decrease from 7.4% in 2018 to 6.9% in 2020. 

Key to the recent cycle will be the dichotomy between weak external demand and internal 

demand that remains robust, thanks to solid fundamentals. Specifically, consumer spending will 

remain the principal growth driver for both this year and next. However, it is reasonable to 

expect a normalisation after the 1.0% qoq seen at the start of the year, which can be explained 

by the rebounding of automotive sales after the weak figures seen at the end of 2018. This 

effect should be reabsorbed, but the strong start to the year will leave consumption growth at 

2.0% for the current year. In 2020, we expect a slowdown to 1.5%, given that growth in real 

disposable income is expected to progressively moderate over the forecast horizon, from 2.8% 

in 2018 to 1.7% in 2020. Growth in employment cannot continue at recent levels (1.3%) given 

that the labour market is at full employment. As a result, we expect a more moderate rate of 

0.7%. Supply constraints will become tougher over the coming years. Demographic 

developments are slowing growth in the workforce. Increased participation of women and the 

immigrant workforce will only partly compensate for the effect of the ageing population. 

Bundesbank estimates indicate close to zero growth in the workforce from 2020, down from 

1.0% in 2018. The unemployment rate will see little movement from recent lows (5.0%). 

Growth in negotiated wages will remain just below 3.0%. Recent agreements, which will also 

have an impact on 2020, include continued wage increases. However, a negative wage drift will 

weigh on 2020 due to long-term clauses included in the previous round of negotiations. 

Moreover, with the return to equal division of health insurance costs, it will be difficult for 

companies to also give salary increases in the form of production bonuses. Labour costs are 

expected to grow by around 3% over the forecast horizon. Inflation is expected to fall to 1.4% 

Anna Maria Grimaldi 
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in 2019, down from 1.7% last year, due in part to the slowdown in energy costs and base 

effects due to the slowdown at the start of the year. The acceleration of wages and labour costs 

is expected to raise core inflation to around 1.7% in 2020. 

We expect a contribution from public consumption which is set to accelerate to 1.5% in 2019 

and 1.9% in 2020. The budget provides for increased spending on infrastructure, childcare, 

education and security. The main impact of fiscal policy will come from these items of 

expenditure, at both central and local level.  

The capacity restraints the country has worked with in the last twelve months are expected to 

continue to boost growth in business investments but, as with consumption, it will be difficult to 

repeat the rate of expansion seen at the start of the year. Spending on machinery had a positive 

effect on recovery after a weak end to 2018. Continued accommodative financial conditions are 

expected to only partly counterbalance the slowdown in manufacturing demand. We therefore 

expect average growth of 2.2% in 2019, following on from 3.1% in 2018. We expect 

expansion in construction to continue (2.9% in 2019 following on from 2.5% in 2018), given 

the trend in orders and permits (see fig. 9), although it would be reasonable to expect a 

correction in the middle of the year following the atypical jump in 1Q19 due to weather factors. 

There is no doubt that the risks to growth remain, stemming primarily from international trade 

and uncertainty about US policies on tariffs and duties. Germany has excess public and private 

savings to act as a buffer in the event of a protracted slowdown in foreign demand. There are 

no excesses in lending growth or in price increases for real or financial assets that could give rise 

to fears of the German economy undergoing a more negative and lasting downturn. In addition, 

fiscal policy could be used more actively. The public accounts closed with a balance of payments 

surplus (1.7% in nominal terms and 1.4% net of the cycle) and debt falling to 61% in 3Q18 

from 67% in 2017. We anticipate moderately expansionary measures in the current two-year 

period. The balance of payments will, in any case, remain strongly in surplus in both nominal 

and structural terms (nominal balance: 1.3% after 1.7%; structural balance 0.9% after 1.4%), 

continuing to benefit from low interest rates and broadly unchanged tax revenues. Debt is 

expected to fall to under the 60% threshold this year. 

Macro forecasts 

 2018 2019f 2020f 2018   2019p    2020p   
    2 3 4 1 2 3 4 1 2 3 

GDP (constant prices, y/y) * 1.4 0.8 1.4 2.0 1.2 0.6 0.7 0.3 0.9 1.2 1.1 1.4 1.4 
- q/q change    0.5 -0.2 0.0 0.4 0.0 0.4 0.3 0.4 0.3 0.4 

Private consumption 1.1 1.9 1.5 0.3 -0.1 0.3 1.2 0.2 0.4 0.4 0.4 0.4 0.4 
Fixed investment 2.8 2.5 2.5 0.6 0.4 0.8 1.1 -0.2 0.7 0.7 0.6 0.7 0.7 
Government consumption 1.0 1.5 1.9 0.7 -0.3 1.3 -0.3 0.5 0.5 0.5 0.5 0.4 0.4 

Export 2.2 1.6 2.2 0.8 -0.9 0.6 1.0 0.0 0.4 0.6 0.5 0.7 0.6 
Import 3.4 2.9 2.8 1.5 1.3 0.7 0.7 0.3 0.4 1.0 1.0 0.7 0.4 
Stockbuilding (% contrib. to GDP) 0.5 -0.6 -0.2 0.3 0.8 -0.6 -0.6 0.0 -0.1 0.0 0.1 -0.1 -0.2 

Current account (% of GDP) 7.4 6.7 6.5           
Deficit (% of GDP) 1.0 0.8 0.6           

Debt (% of GDP) 60.9 58.4 55.6           

CPI (y/y) 1.9 1.3 1.4 1.9 2.2 2.1 1.6 1.6 1.0 1.2 2.1 1.4 1.2 

Industrial production (y/y) 0.8 -1.1 0.7 2.2 -0.1 -2.0 -0.9 -2.9 -1.0 0.4 -0.3 1.6 1.2 
Unemployment (%) 5.2 5.0 5.1 5.2 5.2 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.1 

10-year yield 0.44 -0.12 -0.21 0.48 0.33 0.36 0.10 -0.10 -0.24 -0.24 -0.24 -0.22 -0.20 
 

Annualised percentage changes on the previous period – unless otherwise indicated. Source: Intesa Sanpaolo 
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Fig. 1 – The braking effect from the automotive sector has 
subsided 

 Fig. 2 – PMI and IFO: downside risks for our GDP growth 
forecasts of around 0.3% qoq in 2Q19 and 3Q19 

 

 

 
Source: Markit, IFO and Intesa Sanpaolo research  Source: Markit and Intesa Sanpaolo research  

 
Fig. 3 - Services and retail are solid and showing a moderate 

upturn, manufacturing is weak due to... 

 Fig. 4 – … the recent trend in global trade 

 

 

 

Source: Thomson Reuters-Datastream  Source: Thomson Reuters-Datastream 

 
Fig. 5 – The worst should be over for exports  Fig. 6 – Growth still sustained by solid consumption 

 

 

Source: Thomson Reuters-Datastream  Source: Thomson Reuters-Datastream 
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Fig. 7 – The labour market is at full employment  Fig. 8 – Theoretically, the capex cycle can continue, but 
uncertainty could hold back spending decisions 

 

 

 
Source: Thomson Reuters-Datastream  Source: Thomson Reuters-Datastream 

 
Fig. 9 – Construction orders still suggest continued strong 

growth in the sector  

 Fig. 10 – Fiscal policy will be of assistance  

 

 

 

Source: Thomson Reuters-Datastream  Source: Thomson Reuters-Datastream 
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France: growth now in line with potential   

The latest figures confirm that GDP rose by just 0.3% in Q3, slipping from 0.4% qoq in 4Q18, 

the main contributors being domestic demand (0.4) and inventories (0.4), which more than 

offset the virtual stagnation of foreign trade. Year-to-date growth is 0.8%. We therefore 

confirm our forecast for growth in 2019 to slow to 1.4% from 1.7% in 2018, above the Euro 

area average. For 2020, we still anticipate a pick-up in growth of around 1.4-1.5%, close to 

potential. The risks appear to be balanced overall.  

For the current quarter, we anticipate an increase of one-tenth of a point to 0.4% qoq, still 

bolstered by domestic demand. Household consumption expanded rapidly in the spring, by an 

estimated 0.5% qoq following its winter stagnation: the indicators confirm that household 

confidence has been improving since April, with the quarterly average now around 97 as 

compared with 94 in January to March. On an annual average, consumer spending increased to 

1.3% from 0.8% in 2018. It will gain further momentum next year thanks to the EUR 5 million 

in tax cuts sought by President Macron. 

The manufacturing sector may stagnate in the current quarter: the Q2 upsurge has been 

compromised by the fall in production in March (-1.1% mom), leaving output on course for 

virtual stagnation (0.1-0.2% qoq from 1.1% qoq). In Q1, French industry proved more resilient 

than that of other countries, including Germany, but we are seeing a downturn this quarter that 

could herald a new expansionary phase from the middle of the year onwards. The confidence 

indicators for the manufacturing sector confirm a marginal slowdown to 102 from 103. But we 

anticipate an increase in industrial output on an annual average to around 1.5% from 0.3% in 

2018. Services, having slowed at the year end, recovered in the spring and are currently more 

buoyant than manufacturing. Finally, the construction sector is continuing the expansionary 

trend seen in the winter, as confirmed by the confidence indexes. 

Capital investments are expected to slow this year to 2.5% from 2.8%. Q1 saw an initial 

slowdown from 0.6% qoq to 0.5% qoq, which is explained by manufacturing declining from 

0.8% qoq to 0.7% qoq and the private sector stagnating after contracting in December; 

however, this was offset by public sector investment, which reduced the overall decline to just 

0.5% qoq from 0.6% qoq. In the coming months, as the confidence indicators also confirm, 

conditions will continue to support both domestic and foreign investments, in particular 

productive investments, but we anticipate a return to normal between 2019 and 2020. The 

confidence indicators confirm that new productive investments are planned, both domestic and 

foreign.  

Foreign trade, which added just one-tenth of a point to growth in Q1, is causing the greatest 

turbulence. The threat of sanctions and tariffs on the European automotive sector could 

materialize at the end of the year, but the European economy is already feeling the impact of 

tariffs on China. Exports increased in the winter from 3.3% qoq to 3.6% qoq, but are expected 

to slow in the current quarter and decline more steeply in the autumn when, we understand, 

the car issue will be tackled. Imports, on the other hand, have risen (from 1.0% qoq in Q4 to 

3.1% qoq in Q1) and will, we believe, continue to grow, supported by strong consumer 

spending and growing household purchasing power because of low inflation and tax cuts. We 

therefore confirm our view that exports will make a negative contribution to growth in 2019.  

Guido Valerio Ceoloni 
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Prices are showing signs of slowing much faster than initially anticipated, with inflation at 0.9% 

in May, a historical low. The core component is also slowing, likewise hitting a low in May of 

0.1%, and is not expected to rise above 0.5% in 2019, from 0.6% in 2018. A slim increase to 

just 1% is anticipated for 2020. We are downgrading headline inflation by two-tenths of a point 

to 1.1% from our previous estimate of 1.3% and from the 1.9% seen last year; inflation may 

increase slightly in 2020 to 1.3%. The labor market also improved in Q1, with unemployment 

falling by one-tenth of a point to 8.7%. We may see a further fall of one or two-tenths of a 

point during the year to an annual average of 8.6-8.7%, down from 9.1% in 2018 but still 

above the Euro area average. Employment is beginning to return to normal levels. 

Public spending should see an overshoot of the nominal deficit to 3.1% this year from 2.5% in 

2018 (revised downwards), with a structural improvement of two-tenths of a point compared 

with 2017. This year’s overshoot of the 3% ceiling will be due to the non-offset portion of the 

impact of the CICE (competitiveness and employment) tax credit transformation, the permanent 

tax relief for the self-employed and the one-off measures announced in April to discourage 

yellow-jacket protests. The structural balance is expected to remain unchanged at -2.6%. From 

next year, the nominal deficit is expected to be around 2.2% as the one-off measures come to 

an end and support from the cycle kicks in. Public debt may reach a peak of 99% this year, 

rising from 98.9% in 2018, but should start to fall again from 2020. Overall, the risks to this 

scenario are balanced: on the domestic front, the yellow vests are the greatest threat to the 

Macron reform policy, but seem, for the most part, to have been defused. On the foreign front, 

there is still uncertainty about trade wars and Brexit.  

Macro forecasts 

 2018 2019f 2020f 2018   2019p    2020p   
    2 3 4 1 2 3 4 1 2 3 

GDP (constant prices, y/y) 1.7 1.4 1.4 1.9 1.5 1.2 1.2 1.4 1.6 1.5 1.5 1.4 1.3 
- q/q change    0.2 0.3 0.4 0.3 0.4 0.4 0.4 0.3 0.3 0.3 
Private consumption 0.9 1.3 1.4 -0.3 0.4 0.3 0.4 0.4 0.4 0.4 0.3 0.3 0.3 

Fixed investment 2.8 2.5 2.3 1.0 0.8 0.6 0.5 0.6 0.6 0.6 0.6 0.5 0.5 
Government consumption 0.8 1.0 1.2 0.1 0.1 0.4 0.2 0.3 0.3 0.3 0.3 0.3 0.3 
Export 3.5 3.0 2.2 0.7 0.5 2.0 0.4 0.4 0.5 0.5 0.6 0.6 0.6 

Import 1.2 3.2 2.4 0.8 -0.2 1.1 1.4 0.6 0.6 0.6 0.6 0.6 0.6 
Stockbuilding (% contrib. to GDP) -0.3 0.0 -0.1 0.1 -0.4 -0.2 0.3 0.0 0.0 0.0 -0.1 0.0 0.0 

Current account (% of GDP) -0.6 -0.6 -0.6           
Deficit (% of GDP) -3.1 -2.2 -2.8           
Debt (% of GDP) 98.4 99.0 98.9           

CPI (y/y) 2.1 1.3 1.4 2.1 2.6 2.2 1.4 1.2 1.3 1.4 1.4 1.5 1.4 
Industrial production (y/y) 0.3 1.5 1.6 0.4 0.2 -1.7 0.7 1.4 1.6 2.4 1.7 1.8 1.6 

Unemployment (%) 9.1 8.7 8.4 9.1 9.1 8.8 8.7 8.7 8.7 8.6 8.5 8.5 8.4 
 

Annualised percentage changes on the previous period – unless otherwise indicated. Source: Intesa Sanpaolo 

 
Fig. 1 – Contributions to GDP  Fig. 2 – GDP and confidence indicators 

 

 

 
Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data  Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data 
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Fig. 3 – Household spending, purchases of durable goods and 
retail sales 

 Fig. 4 – Retail sales and household confidence 

 

 

 
Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data  Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data 

 
Fig. 5 – Residential investments and construction-sector activity   Fig. 6 – Industrial output and GDP 

 

 

 
Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data  Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data 

 
Fig. 7 – Activity indexes for the various sectors  Fig. 8 – Production capacity utilisation and level of investment 

as a proportion of GDP 

 

 

 
Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data  Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data 
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Fig. 9 – Trade balance  Fig. 10 – Expected and structural unemployment 

 

 

 
Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data  Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data 
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Italy: downside risks prevail, more domestic than external 

After an encouraging start to the year, economic activity in Italy should lost steam in the Spring 

months (proving stagnant in the best of cases). For the time being, we continue to expect a 

reacceleration of GDP growth in the remainder of the year, at a pace of around 0.1-0.2% q/q in 

2H, although downside risks to this outlook seem to have increased of late. Admittedly, 

confidence surveys have pointed to a slight rebound in the recent months. Yet, forward-looking 

indicators do not yet seem to be at levels consistent with a significant expansion, pointing 

instead to a stagnation of activity. In effect, the encouraging GDP reading at the beginning of 

the year (albeit revised down at a second stage, from +0.2% to +0.1% q/q) seems more positive 

than the indications provided by surveys and may be due to transient factors (calendar effects 

and weather conditions), which in some way may have “brought forward” growth from 2Q to 

1Q 2019. Beyond quarterly volatility, probably due to one-off factors, as mentioned above, the 

trend of economic activity remains essentially stagnant. 

For 2019, we confirm our forecast for 0.2% GDP growth, with downside risks in the order of 

one-two tenths, especially in the event of the 2Q reading proving negative, and in the absence 

of a significant reacceleration in the summer quarter. However, we expect moderate growth this 

year for both domestic and foreign demand (by around half a percentage point in both cases), 

as opposed to a significantly negative contribution from inventories (the depletion of which 

could be due to the considerable uncertainty weighing on both the global and domestic 

scenarios, which is prompting businesses to reduce warehouse stocks). We expect inventories to 

contribute negatively to growth this year by -0.8%: a more negative contribution was only made 

in 2009 and 2012, both deep recession years. 

We have revised down our forecast of GDP growth in Italy in 2020, from 0.7% to 0.5%, in light 

of the risks of both international and, most of all, domestic nature (see herein). We confirm our 

expectations for essentially stagnant investments in the current biennium, due to the uncertainty 

still weighing on the scenario. On the other hand, we have revised down our forecast for the 

consumption trend, which we now expect to grow in 2020 at the same (moderate) pace as this 

year (+0.5%). This is because the impact of the citizen’s income on the purchasing power of 

households will be smaller than previously forecast, given the smaller than expected number of 

applications for the programme. Furthermore, the employment trend is losing steam: we 

estimate job growth at 0.2% in the present biennium, from 1% on average over the four 

previous years. Net exports could support growth again next year, given the unfavourable 

growth differential compared to the average achieved by the main trade partners, although the 

contribution will be smaller than seen this year (by one tenth in our estimation in 2020, from 

half a point in 2019). We expect exports to slow (from 2.7% to 2.3%), as opposed to 

accelerating imports (from 1.1% to 2.3%). Lastly, inventories could make a marginally positive 

contribution next year, after the markedly negative one made this year. 

The main risk is tied to the persistent trade tensions at the global level, with the possibility of a 

new escalation of the trade tariff policy against the EU as well, targeting the auto sector in 

particular. We have simulated two possible scenarios using the Oxford Economics Forecasting 

model: the first assumes that restrictive measures will only be taken on the US-China front, with 

the extension of punitive tariffs to embrace all Chinese goods imported into the US, followed by 

a proportional retort from the Asian giant. The second scenario assumes a widening of the trade 

war to involve the EU as well, with the introduction of punitive 25% tariffs on auto and car part 

imports starting in 1Q 2020 (in addition to EU countries, the tariffs on car imports would also be 

applied to Japan and Korea, but not to Canada and Mexico). Retaliation by the countries 

targeted would be proportional. The simulations do not contemplate a counter-cyclical response 

in terms of fiscal or monetary policy. The outcome suggests that the impact of the first scenario 

on Italian GDP growth would be relatively modest (less than 0.1% throughout the three-year 

period), whereas the negative effect of the second scenario would be stronger, equal to two 

tenths of a percentage point on average in the 2020-21 biennium (see Fig. 9). 

Paolo Mameli 
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The most serious risk still weighing on the economic picture remains purely domestic, tied to the 
evolution of fiscal policy. The government’s path on the topic of public finances seems obstacle-
ridden. The first challenge to take on is the risk of an excessive debt procedure (EDP) being 
officially opened by the European Commission against Italy, which could materialise at the 
Eurogroup-Ecofin meeting due on 8-9 July. The Italian government has made it known it intends 
to avoid the procedure, while at the same time reasserting it sees no need for an emergency 
budget, and that tax cuts are one of its priorities. In the letter sent on 19 June by the Italian 
government to the European Union, no indications were provided on how the two objectives 
may be reconciled, considering how they exert pressures in opposite directions. The letter simply 
mentions a vague “review of overall compressible current spending and revenues, of a non-tax 
nature as well”, yet to be defined. According to press sources, the Budget “consolidation” 
proposed by the Italian government in Brussels includes, in addition to the two billion euros 
resulting from a ministry spending “freeze”, already agreed on last December, higher fiscal 
revenues by around three billion euros (in dividends from Bank of Italy and investee companies, 
and from tax revenues, presumably thanks to the strong trend of revenues from VAT, apparently 
largely tied to the introduction of electronic invoicing, as well as higher than expected revenues 
from the tax amnesties); on top of this, 2-3 billion euros would come from the smaller than 
expected number of applications to benefit from the citizen’s income programme, and from 
measures aimed at encouraging early retirement. This “budget consolidation” would allow an 
actual emergency budget to be avoided and would place the 2019 deficit at around 2.1% (vs. 
2.4% as indicated in the DEF economic and financial planning document). However, the main 
issue remains debt, which this year the government hoped to bring down by means of a major 
privatisation plan (worth one per cent of GDP), of which there is still no trace. Lacking such 
action, the debt/GDP ratio, after rising back by eight tenths last year, would increase in our 
estimation by over one point this year, an evolution evidently not in line with EU rules. 

In any case, even if the government manages to overcome this initial obstacle, the critical issues 

would emerge once again during the next budget session. Notoriously (see Table 1), the funds 

needed to live up to the policy framework described in the DEF amount to around 30 billion 

next year. If on top of this we add the so-called “flat tax” proposed by the Lega, estimated to 

cost 12-15 billion euros, the 40-billion mark would be exceeded. Based on the Commission’s 

forecasts, as the structural balance is expected to worsen by as much as 1.2% in 2020, and as 

the required adjustment would be 0.6% in theory, the necessary correction would amount to a 

hefty 1.8% del GDP (with no additional measures).  

Given this picture, there is still no information on which funding measures the government intends 

to resort to. The government has repeatedly ruled out the prospect of allowing the indirect tax 

hikes provided for by the safeguard clauses to kick in (with the support in this direction of a 

parliamentary motion). The DEF generically mentions spending cuts resulting from an “organic 

review of public spending”, and higher tax revenues “mostly deriving from measures aimed at 

strengthening the fight against tax evasion”. There has also been repeated mention of a review of 

tax expenditures, or a cut to the so-called “Renzi bonus”, which nonetheless seems likely only in 

the event of the Irpef personal income tax being re-modulated in a more expansionary mode. 

However, fiscal policy choices will evidently depend on the evolution of the political picture: the 

balance of power between the two parties that form the government coalition has been 

upturned by the European elections, to the advantage of the Lega and to the detriment of the 

Five-Star Movement. The Lega could therefore be tempted to trigger a government crisis, as a 

snap election would allow it a reasonable chance to obtain a majority of seats in Parliament, 

either as part of a centre-right coalition (with Fratelli d’Italia and Forza Italia), or even of a right-

wing only coalition (with Fratelli d’Italia). In our view, the two likeliest scenarios are as follows: 

1) The Lega, boosted by its recent electoral success, will push to dictate the government 
agenda, twisting its ally’s arm on the “flat tax” and imposing an expansionary budget (very 
probably not in respect of European rules); 

2) Should the Lega meet with resistances, the result could be a government crisis and a snap 
election. The only possible window for an election this year seems to be at the end the 
September: a vote on 22 or 29 September would on the one hand allow the electoral 
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campaign not to be concentrated entirely in August, and on the other avoid too much 
interference with the budget session (as the new Parliament would convene for the first time 
by 12 or 19 October). In this case, Parliament would have to be dissolved sometime starting 
on 14 July. Considering that in the event of a government crisis the President of the 
Republic, as is in his constitutional power, would sound the possibilities of the legislature 
being extended, the most appropriate timing for a government crisis would be at the 
beginning of July. In other words, we believe that if one of the two government parties 
intended to precipitate a crisis, it will do so in the next two or three weeks, beyond which 
the following window of opportunity for a snap election would be postponed to next spring. 
In any case, given the outcome of the European elections, the probability of the government 
staying in office until the end of the legislature seems to have decreased. 

Both the scenarios outlined above imply the tangible risk of episodes of resurging tensions on 
the financial markets, similar to those seen last autumn (but in a weaker phase of the global 
economic cycle, clouded by greater uncertainty). These tensions could weigh on growth. 
Furthermore, even in the event (which seems less likely at present, at least based on the 
statements made by government officials) of Italy accepting to implement a restrictive Budget that 
respects at least in part the EU’s prescriptions, the fiscal tightening would also have negative 
repercussions on growth (albeit probably smaller than those implied by a deficit-spending Budget, 
especially if the mix of measures should prove to be “virtuous”). In any case, the evolution of the 
fiscal and political picture remains the main source of uncertainty weighing on the Italian economic 
outlook, and implies, in almost all the possible scenarios, significant downside risks to growth, 
probably starting in the final part of 2019, and with effects on 2020 as well. 

Macro forecasts 
 2018 2019f 2020f 2018   2019p    2020p   
    2 3 4 1 2 3 4 1 2 3 

GDP (constant prices, y/y) 0.7 0.2 0.5 1.0 0.5 0.0 -0.1 -0.1 0.3 0.5 0.5 0.6 0.5 
- q/q change    0.0 -0.1 -0.1 0.1 0.0 0.2 0.1 0.1 0.1 0.2 
Private consumption 0.6 0.5 0.5 -0.1 0.0 0.2 0.1 0.2 0.1 0.1 0.1 0.1 0.2 
Fixed investment 3.2 0.4 0.1 2.7 -1.2 0.6 0.6 -0.7 -0.2 -0.1 0.1 0.2 0.3 
Government consumption 0.2 0.1 0.0 0.1 -0.2 -0.2 0.2 0.1 0.0 0.0 0.0 0.0 0.0 
Export 1.4 2.7 2.3 0.8 1.1 1.4 0.2 0.3 0.6 0.6 0.6 0.6 0.6 
Import 1.8 1.1 2.3 1.6 0.4 1.3 -1.5 0.8 0.6 0.6 0.5 0.5 0.6 
Stockbuilding (% contrib. to GDP) -0.1 -0.8 0.1 -0.2 -0.1 -0.3 -0.7 0.2 0.2 0.1 0.0 0.0 0.0 

Current account (% of GDP) 2.5 2.9 2.9           
Deficit (% of GDP) -2.1 -2.1 -3.1           
Debt (% of GDP) 132.2 133.3 134.4           

CPI (y/y) 1.2 0.8 1.4 1.0 1.7 1.5 1.0 0.9 0.6 0.9 1.2 1.3 1.5 
Industrial production (y/y) 0.5 -0.6 1.1 1.8 -0.4 -2.5 -0.7 -1.6 -0.7 0.7 0.2 1.7 1.5 
Unemployment (%) 10.6 10.3 10.4 10.7 10.3 10.6 10.4 10.2 10.3 10.4 10.5 10.5 10.4 

10-year yield 2.59 2.62 2.98 2.24 2.83 3.29 2.71 2.47 2.54 2.77 2.95 2.99 3.00 
 

Annualised percentage changes on the previous period – unless otherwise indicated. Source: Intesa Sanpaolo 

 
Fig. 1 – Industry, which had driven GDP at the beginning of the 
year, should resume holding back economic activity in 2Q  

 Fig. 2 – The year-on-year growth trend should in any case 
improve gradually in the course of the year  

 

 

 

Note: GDP and contributions to GDP, average y/y % changes, annual data. Source: 
elaborations and forecasts Intesa Sanpaolo on Istat data 

 Note: GDP and contributions to GDP, y/y % changes, two-quarter averages, quarterly data. 
Source: Thomson Reuters-Datastream, Intesa Sanpaolo elaborations and forecasts on Istat data 
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Fig. 3 – In 2020 we expect domestic and foreign demand to 
grow roughly in line with 2019. An acceleration would only be 

possible if inventory depletion ends  

 Fig. 4 – Consumer and business confidence has recovered 
marginally in the past few months, but is still not pointing to a 

significant acceleration of activity 

 

 

Note: GDP and contributions to GDP, avg. y/y % changes, annual data. Source: 
elaborations and forecasts Intesa Sanpaolo on Istat data 

 Source: Thomson Reuters-Datastream 

 
Fig. 5 – The forward-looking indicators drawn up by both the 

OECD… 

 Fig. 6 – …and the EU Commission are still not signalling a 

return to expansion 

 

Source: Thomson Reuters-Datastream Charting, Intesa Sanpaolo elaborations  Source: Thomson Reuters-Datastream Charting, Intesa Sanpaolo elaborations 

 
Fig. 7 – Slower employment growth is holding back the 
disposable income of families (with the citizen’s income 

reaping a smaller than expected impact) 

 Fig. 8 – Exports will remain one of the engines of growth, as 
global demand addressed to Italy is expected to improve 

gradually 

 

 

 

Source: Thomson Reuters-Datastream  Source: Oxford Economics Forecasting, Thomson Reuters-Datastream, Intesa Sanpaolo 
elaborations 
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Fig. 9 – Impact on Italian GDP of an escalation of the trade war 
(baseline scenario with US-China tariffs, and worst case 
scenario including tariffs targeting EU autos) 

 Tab. 1 – Necessary funds to achieve a progressive reduction of 
the deficit as per the DEF (in billion euros and as % of GDP) 

 

  EUR Bn % of GDP 

 2020 2021 2022 2020 2021 2022 

Safeguard clauses 23.1 28.8 28.8 1.3 1.5 1.5 
Spending under existing legislation 2.7 5.2 7.8 0.1 0.3 0.4 

Public investments  2.0 2.0 2.0 0.1 0.1 0.1 
Deficit correction  2.0 7.0 16.0 0.1 0.4 0.8 

TOTAL 29.8 43.0 54.6 1.6 2.3 2.8 

Source: Parliamentary Budget Office, Intesa Sanpaolo elaborations 

Source: Intesa Sanpaolo simulations using the Oxford Economics model    

 
Fig. 10 – Deficit/GDP ratio forecasts: government (policy 

framework and no policy change) vs. EU Commission 

 Fig. 11 – Structural balance forecasts: government (policy 

framework and no policy change) vs. EU Commission 

 

 

 
Source: Intesa Sanpaolo elaborations on MEF, EU Commission data  Source: Intesa Sanpaolo elaborations on MEF, EU Commission data 

 
Fig. 12 – Structural balance change forecasts: government 
(policy framework and unchanged policies) vs. EU Commission  

 Fig. 13 – Debt/GDP ratio forecasts: government (policy 
framework, no policy change and net of privatisations) vs. EU 
Commission 

 

 

 
Source: Intesa Sanpaolo elaborations on MEF, EU Commission data  Source: Intesa Sanpaolo elaborations on MEF, EU Commission 
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Spain: falling debt and robust growth are smoothing the way for 
the next government 

Contrary to the rest of the Euro zone, the consensus on growth estimates for Spain rose slightly 

in 2019, although uncertainty has caused a slight trimming for 2020. The year started well, with 

GDP growing by 0.7% qoq and 2.4% yoy. The early parliamentary elections caused no 

significant tension, although they failed to produce a clear majority. Negotiations are under way 

between PSOE and Unidas Podemos (UP) to form a government of “cooperation”, which will 

include independent ministers approved by UP. However, the two parties do not have a 

parliamentary majority, holding only 158 out of 350 seats: they will therefore have to obtain the 

support of other parties through specific general agreements, or on a case-by-case basis. 

Overall, this will ensure the continuity of recent economic policy. 

Government action is supported by the decline in debt since 2015, and by the positive impact of 

economic growth on the public-sector deficit, which is expected to fall to 2% of GDP this year. 

On 5 June, the European Commission recommended closing the Excessive Deficit Procedure that 

had been in place since 2009. 

Domestic demand will remain underpinned by cautiously expansionary fiscal policies and 

employment growth. Household consumption is expected to rise by 1.6% in 2019 and 1.4% in 

2020. The slowdown is linked to weaker employment growth, as indicated in the latest 

confidence surveys (see. Fig. 8), strong salary growth, albeit just in line with inflation, and a very 

low propensity to save. The unemployment rate continued falling, to 14.7% in Q1, and we 

expect it to fall further still. Negotiated wages have been accelerating since the end of 2017 (see 

Fig. 9), but the risk of overheating is limited: the broad definition of unemployment rate is still 

high and should have a calming effect. 

Investment in machinery is expected to continue growing, supported by accommodative 

financial conditions and Spain’s attractiveness to foreign investors. However, a slowdown is on 

the cards, due to the decline in corporate earnings and less favourable demand expectations, 

which are reflected in business confidence (see Fig. 5). Growth in construction investment has 

continued to stall since its peak in 2018, but it remains buoyant. However, sector surveys are 

showing a decline in confidence, which could lead to further deceleration in the next few 

quarters. 

Foreign demand is a sore point for Spain at the moment. Exports have been trending 

downwards for some months, and there are no signs of an imminent reversal in the foreign 

orders component of the manufacturing Purchasing Managers Index (PMI). Our forecast allows 

for a significant recovery in exports from Q2, which introduces a risk of negative surprises. 

In fact, as in the rest of the Euro zone, the risks are to the downside and mostly linked to the 

international situation. Spain’s manufacturing sector is not as developed as those of Germany or 

Italy, and is less dependent on exports for growth. However, if the Euro zone’s weakness 

continues, this could also act as a drag on Spain. In addition, it could jeopardise the external 

rebalancing currently under way, with a small current account surplus slowly eroding a still very 

negative net foreign position. The composite PMI suggests that a further deceleration of yoy 

growth is likely in Q2 and Q3. 

Luca Mezzomo 
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Macro forecasts 

 2018 2019f 2020f 2018   2019p    2020p   
    2 3 4 1 2 3 4 1 2 3 

GDP (constant prices, y/y) 2.6 2.3 1.9 2.6 2.5 2.3 2.4 2.3 2.3 2.2 2.0 1.9 1.9 
- q/q change    0.6 0.5 0.6 0.7 0.5 0.5 0.5 0.5 0.5 0.5 

Private consumption 2.3 1.6 1.4 0.1 0.6 0.4 0.3 0.5 0.5 0.4 0.3 0.2 0.3 
Fixed investment 5.3 3.0 1.8 3.2 0.2 -0.2 1.5 0.5 0.6 0.4 0.5 0.5 0.4 
Government consumption 2.1 1.7 0.6 0.3 0.8 0.4 0.4 0.3 0.4 0.2 0.1 0.0 0.0 

Export 2.3 1.0 2.8 0.1 -0.8 0.7 -0.5 1.0 0.8 0.6 0.5 0.8 1.0 
Import 3.5 -0.3 3.1 0.8 -0.9 0.0 -1.1 1.0 0.8 -0.2 1.0 1.0 1.2 
Stockbuilding (% contrib. to GDP) 0.0 0.0 0.6 0.0 0.0 0.1 0.0 0.0 0.0 -0.1 0.3 0.2 0.2 

Current account (% of GDP) 0.9 0.9 1.0           
Deficit (% of GDP) -2.3 -2.0 -2.0           

Debt (% of GDP) 97.1 96.3 95.7           

CPI (y/y) 1.7 1.0 1.3 1.8 2.3 1.8 1.1 1.1 0.8 1.1 1.3 1.3 1.2 

Unemployment (%) 15.2 14.2 13.6 15.4 14.9 14.6 14.4 14.3 14.1 13.9 13.7 13.7 13.6 
 

Annualised percentage changes on the previous period – unless otherwise indicated. Source: Intesa Sanpaolo 

 
Fig. 1 – Composite PMI pointing to a slowdown in year-on-year 
growth 

 Fig. 2 – Industrial output remains consistent with GDP growth 
of around 0.5% 

 

N.B.: quarterly moving average for PMI.  
Source: Intesa Sanpaolo chart based on Wikipedia 

 Source: Intesa Sanpaolo chart from Thomson Reuters-Datastream data 

 
Fig. 3 – Exports still weak in Q2  Fig. 4 – Public debt falling since 2015. Primary balance slightly 

negative but stable 

 

 
N.B.: Quarterly moving average. 
Source: Intesa Sanpaolo chart based on INE and IHS Markit data 

 Source: European Commission, AMECO 
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Fig. 5 – Investment has now peaked but sustained growth may 
continue 

 Fig. 6 – Construction: spending down from the peaks of 2018 

 

 

Source: Intesa Sanpaolo chart from Thomson  
Reuters-Datastream data 

 Source: Intesa Sanpaolo chart from Thomson  
Reuters-Datastream data 

 
Fig. 7 – Consumption slowing, back in line with disposable 

income 

 Fig. 8 – Business confidence surveys indicate a modest 

slowdown in employment growth 

 

 

 
Source: Intesa Sanpaolo chart from INE data  Source: Intesa Sanpaolo chart from INE and European  

Commission data 

 
Fig. 9 – Wage negotiations are more generous, but barely in 

line with inflation 

 Fig. 10 – Loan volume still decreasing. Corporate earnings 

deteriorating 

 

 

 

Source: Intesa Sanpaolo chart from Thomson  
Reuters-Datastream data 

 Source: Intesa Sanpaolo chart from INE and Bank of Spain data 
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Netherlands: GDP close to potential but exports in difficulty 

GDP grew by 0.5% qoq in Q1, the same pace as at end-2018 and faster than the Euro zone 

average. The main contribution came from domestic demand (0.7) and inventories, while 

foreign trade contributed negatively (-0.8) for the second quarter running. Annual growth 

therefore fell to 1.9% from 2.1%, with year-to-date growth in 2019 1.2%. For the current 

quarter, we expect a marginal slowdown to 0.4% qoq, again due to the weakness of foreign 

trade. We are upgrading average annual growth by two-tenths, although expect it to slow to 

1.8% from 2.5% in 2018. For 2020, we expect growth to normalise to 1.4%, in line with its 

long-term potential.   

Consumer spending has been very weak for four quarters now, with the latest figures indicating 

virtual stagnation at 0.1% qoq after 0.3% qoq before. The deterioration in consumer 

confidence is fairly pronounced (-7.9% in the current quarter after -7.5% in the previous 

quarter, according to the European Commission’s index) and has been ongoing since January. 

April’s household spending rose compared with the first three months of the year, but the 

slowdown in annual growth has been under way since mid-2018, although consumption could 

see a moderate recovery in H2, supported, as ever, by the high level of disposable income. We 

see 2019 growth at only 1%, down from 2.3% in 2018. However, labour market conditions 

remain positive, with employment continuing to increase between March and May and 

unemployment falling to 3.3% and below pre-crisis levels; the participation rate is now stable at 

68.7%.  

The capital investment component continues to provide the main impetus for growth, rising by 

2.7% qoq, and at the beginning of 2019 from 3.8% qoq at end-2018. The ESI economic 

confidence index remains above the long-term average and in line with the level of the Euro 

zone. This year, although slowing, we see the investment component growing at around last 

year’s level (3.2%). The real estate market continues to see rising demand, resulting, month 

after month, in house price increases (averaging +37% since the low of June 2013). Domestic 

demand will be sustained in part by healthy growth in public consumption, which is expected to 

expand again this year, by 1.5%.  

The greatest risk to the scenario is foreign trade, which is particularly impacted by the trade war 

between the US and China. Exports, however, grew by 0.5% in March after two quarters in 

decline, and annual growth is expected at +2%, after 3.7% in 2018, although the risks are 

largely to the downside, in part due to the slowdown of the main trading partners. Imports 

should prove sluggish this year (estimated at +1% after 2.3%) in the wake of the slowdown in 

consumption. Foreign trade’s contribution to GDP is therefore expected to be negative this year 

and neutral next year. Much, however, will depend on how the trade talks between the US and 

the EU unfold and the impact of the imposition of tariffs. The Netherlands remains one of the 

most exposed players on this front. 

Consumer prices, although declining, appear to be bucking the Eurozone trend: Inflation is 

slowing, but from above the Euro zone average: in May, the harmonised headline index rose to 

2.3% from 3.0%, and we expect a further decline towards 2% over the remainder of the year. 

On an annual average, however, inflation is likely to accelerate to 2.2% from 1.6%, mainly due 

to increased indirect taxation (VAT and energy). From 2020, inflation will probably fall back to 

1.7% as the fiscal component ends.  

Public finances reported a primary surplus of 1.5% at end-2018, bolstered by robust revenue 

growth over the year. We see the surplus falling only marginally to 1.4% this year, but then 

more rapidly to below 1% in 2020, when a new large tax reduction kicks in for both businesses 

and households. Public debt will decline throughout the forecast horizon, from an estimated 

Guido Valerio Ceoloni 
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52.4% in 2018 to 49% this year and 47% in 2020. The risks to the outlook can therefore only 

come from a deterioration of the macroeconomic scenario, which would affect government 

revenue.  

Macro forecasts 

 2018 2019f 2020f 2018   2019p    2020p   
    2 3 4 1 2 3 4 1 2 3 

GDP (constant prices, y/y) 2.6 1.7 1.4 3.0 2.3 2.0 1.8 1.5 1.8 1.8 1.6 1.5 1.4 
- q/q change    0.7 0.1 0.5 0.5 0.4 0.4 0.5 0.3 0.3 0.3 

Private consumption 2.5 1.1 1.3 0.4 0.0 0.5 0.1 0.4 0.3 0.4 0.3 0.3 0.3 
Fixed investment 4.2 5.0 2.0 0.9 -2.3 4.0 2.1 0.5 0.6 0.6 0.5 0.4 0.4 
Government consumption 1.5 1.4 1.1 0.1 0.0 0.5 0.5 0.4 0.3 0.3 0.3 0.3 0.3 

Export 2.6 1.9 2.9 1.0 1.6 -1.6 0.8 0.8 0.9 0.9 0.6 0.6 0.6 
Import 2.7 3.2 3.6 0.4 1.0 -1.1 1.6 1.3 1.3 1.1 0.7 0.7 0.7 
Stockbuilding (% contrib. to GDP) 0.1 0.6 0.4 -0.3 0.0 -0.1 0.4 0.3 0.3 0.2 0.0 0.0 0.0 

Current account (% of GDP) 10.8 10.0 9.6           
Deficit (% of GDP) 1.4 0.8 1.3           

Debt (% of GDP) 52.4 49.1 46.7           

CPI (y/y) 1.6 2.1 1.5 1.5 1.8 1.8 2.5 2.6 1.9 1.5 1.0 1.0 1.6 
 

Annualised percentage changes on the previous period – unless otherwise indicated. Source: Intesa Sanpaolo 

 
Fig. 1 – Contribution to GDP  Fig. 2 – Economic confidence and GDP 

 

 
Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data  Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data 

 
Fig. 3 – Household spending, purchases of durable goods and 
consumer spending 

 Fig. 4 – Retail sales and household confidence 

 

 

 
Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data  Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data 
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Fig. 5 – Residential investment, construction sector activity and 
house prices   

 Fig. 6 – Industrial output and GDP 

 

Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data  Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data 

 
Fig. 7 – Activity indexes in the various production sectors  Fig. 8 – Production capacity utilisation and level of investment 

as a proportion of GDP 

 

 

 
Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data  Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data 

 
Fig. 9 – Exports, export orders and global PMI  Fig. 10 – Unemployment and job vacancies 

 

 

 
Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data  Source: Intesa Sanpaolo Research Department chart from Thomson Reuters-Datastream data 
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Asia 

Japan: two Achilles heels in 2019, consumption tax hike and tariffs 

 The Japanese economic scenario for 2019 looks particularly risky. The uncertainty and volatility 

linked to the expected increase of the consumption tax from 8% to 10% will be amplified by 

the trade tensions between the USA and China and by threats of new American tariffs on the 

automotive sector. Japanese growth slowed in Q2, in the wake of weak exports and a 

strengthening exchange rate. Consequently, the economy is entering the consumption tax 

increase phase against a background of underlying fragility. The forecast is for growth of 

0.7% in 2019 and 0.2% in 2020, with both domestic and global downside risks. Core 

inflation should remain below 1%, with a likely further slowdown during the last part of the 

year, net of the consumption tax increase. Despite the deterioration of the international 

situation, the government is likely to go ahead with the consumption tax increase in October, 

in the absence of early elections to the lower house of the Diet in the summer. The fiscal 

tightening linked with the increase in indirect taxes should be mitigated by expansionary fiscal 

measures and the readiness of the Executive to introduce a supplementary budget. Moreover, 

with the progressive strengthening of the yen and weakening inflation, the market has begun 

to discount a possible cut in the policy rate during the summer, especially if the Fed cuts rates. 

BoJ rhetoric should help to sustain the cycle in the coming months, even if the effectiveness of 

monetary policy instruments steadily becomes ever more limited. 

 Macroeconomic scenario at risk on two fronts: consumption tax and tariffs. 2019-20 will be 

characterised by huge volatility, as witnessed on previous occasions when the consumption 

tax was increased. After an apparently steady Q1 (+0.6% qoq), boosted by increasing net 

exports due to the collapse of imports, Q2 is likely to end in stagnation. Household confidence 

on the eve of the consumption tax increase is falling. Notwithstanding the upward trend in 

inflation expectations, linked to the awaited increase in indirect taxes, households’ willingness 

to purchase durable goods has been falling since the beginning of the year; this implies risks 

for consumption growth in the middle period of the year. The labour market, with an 

unemployment rate of 2.4% (the lowest since April 1993) remains characterised by excess 

demand, but the real wage growth rate has not changed and remains weak (trending 

downwards since the beginning of the year). Consumption is forecast to grow 0.5% in 2019, 

assuming that households bring forward expenditure on durable goods before the tax 

increase. In 2020, consumption should stagnate due to the forecast significant contraction 

between the end of 2019 and the beginning of 2020 onwards. 

 Non-residential fixed investment has been sustained by the expenditure for the 2020 Olympics 

and by the objective of directing capital towards less labour-intensive plant, in view of the 

labour shortage. The positive trend in capital expenditure is likely to reverse in Q4 but recover 

in 2020. After a period of weakness in 2018, corporate profits started to grow again at the 

beginning of 2019 (+10% yoy), thanks to the recovery in the manufacturing sector, although 

the outlook remains fragile for manufacturing (due to the exchange rate and tariffs). Business 

surveys continue to indicate expansion both in manufacturing and services and point to 

increasing non-residential private investment. Our forecast is for growth of 1.9% in 2019 and 

1.5% in 2020.  

 Foreign trade now acts as a persistent brake on Japanese growth. The risk of new tariffs, the 

slowdown in world growth and the appreciation of the yen underlie expectations of another 

year of negative contributions from net exports. In Q1, the slump in imports boosted growth, 

but a normalization of imports in mid-2019, with a further weakening at the end of the year 

due the consumption tax hike. Imports should be down by -1.6% in 2019 and up by 3.6% in 

2020. Exports are expected to fall -1.9% in 2019 and rise by 3.2% in 2020, with net exports 

contributing -0.1 pp in both 2019 and 2020. The risks are on the downside: monetary policy 

may not be able to hold back the yen and the current trade negotiations with the US may be 

unable to fend off the feared tariffs on the automotive sector in the autumn. 

Giovanna Mossetti 
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 Fiscal policy: a difficult 2019 The government has stated its intention to go ahead with the 

increase in consumption tax from 8% to 10% in October. There seems to be no likelihood of 

a postponement linked to an early dissolution of the lower house of the Diet. Some of the 

new revenue (approximately 5.2 tn, 0.9% of GDP) will finance expansionary measures, 

including the abolition of pre-school fees and a reduction in those for other levels of 

education, together with increased welfare provisions for the elderly. Temporary expansionary 

measures will also be introduced, featuring support for the lowest income groups and 

increased public investment in climate-related disaster prevention. The government is 

maintaining its commitment to reducing the total deficit and the primary deficit during fiscal 

2019 and in subsequent years. The net effect of increasing the consumption tax should be 

moderately restrictive, equating to approximately JPY 2 tn (0.4% of GDP) and if the effects are 

more negative than expected, additional stimulus cannot be excluded. July will see the 

elections to the Upper House of the Diet. The government should retain a significant majority, 

albeit probably losing about ten seats. If the government maintains a qualified majority of 

two-thirds of the Upper House, Abe may pursue constitutional reform, with a programme of 

popular measures to obtain a majority in a possible referendum. Conversely, if his majority 

falls below the two-thirds threshold, Abe may aim to implement reforms that are unpopular 

but useful in controlling the deficit (healthcare and pension spending cuts), probably after 

assessing the impact of the consumption tax increase in the autumn. 

 Monetary policy: BoJ may move to introduce new stimulus. Core inflation remains a long way 

from 2%, on a trend of 0.5% yoy and with indications of further weakness. The BoJ has 

reiterated its commitment to implementing the measures necessary to attain the 2% 

objective. The Central Bank has now recognised the increase in downside risks, which are no 

longer restricted to the increase in consumption tax but extend to “developments in foreign 

economies”, and it seems to be preparing an extension of its forward guidance. For the 

moment, the BoJ is committed to maintaining the current super-accommodative policy for 

“an extended period of time”, using a semi-explicit definition that has this period lasting at 

least until spring 2020. An initial step in an expansionary direction could involve extending the 

period out to a longer time frame. With the Fed and the ECB in expansionary mode, the BoJ 

may have to do more, and also act on rates. If the Fed cut rates during the summer, the BoJ 

may widen the 10-year yield curve fluctuation band beyond the current limit of -20/+20 bps 

and, to avoid an inverted curve, reduce the policy rate to -0.3%, from -0.1%. These moves 

may occur in the second part of the summer, but may be prepared earlier, at the meeting at 

the end of July, which includes the updated outlook for activity and prices, in order to contain 

the appreciation of the yen.  

Macro forecasts 

 2018 2019f 2020f 2018   2019p    2020p   
    2 3 4 1 2 3 4 1 2 3 

GDP (constant prices, y/y) 0.8 0.7 0.2 1.4 0.1 0.3 0.9 0.4 1.3 0.0 -0.2 0.0 0.0 

q/q annual rate    2.3 -2.6 1.8 2.2 0.2 0.8 -3.1 1.2 1.0 1.0 
Private consumption 0.4 0.5 0.0 2.4 -1.1 1.2 -0.2 1.2 4.3 -7.1 1.4 1.4 1.2 
FI - private nonresidential 3.9 1.9 1.5 10.7 -10.1 11.3 1.4 0.5 1.7 -1.3 3.0 2.2 2.0 

FI - private residential -5.8 0.8 -1.5 -7.9 3.1 5.6 2.5 0.4 -5.0 -2.3 -1.0 -1.0 0.0 
Government investment -3.4 -0.7 0.9 -2.7 -7.6 -5.8 4.7 1.6 0.8 0.8 0.8 0.8 0.8 
Government consumption 0.8 0.9 0.8 0.5 0.9 2.7 -0.4 0.8 0.8 0.8 0.7 0.7 0.8 

Export 3.3 -1.9 3.2 2.8 -7.9 4.9 -9.3 1.2 0.7 3.1 4.0 4.0 4.0 
Import 3.4 -1.6 3.6 4.2 -4.1 12.7 -17.2 3.0 5.9 -1.7 5.0 4.8 4.6 
Stockbuilding (% contrib. to GDP) 0.2 0.0 -0.2 -0.2 0.6 0.3 0.3 -0.5 -1.0 0.2 0.0 -0.2 -0.1 

Current account (% of GDP) 3.5 3.2 3.0           
Deficit (% of GDP) -2.5 -2.8 -3.2           

Debt (% of GDP) 224.2 224.2 224.7           

CPI (y/y) 1.0 0.9 1.0 0.7 1.2 0.8 0.3 0.8 0.9 1.7 1.2 1.3 1.2 

Industrial production 1.0 -0.7 0.2 1.1 0.4 0.6 -1.1 -1.4 1.7 -1.9 0.4 0.8 -1.4 
Unemployment (%) 2.4 2.4 2.4 2.4 2.4 2.4 2.4 2.4 2.4 2.4 2.4 2.4 2.4 

JPY/USD 110.4 110.2 111.7 109.1 111.5 112.7 110.1 109.9 109.3 111.6 112.0 112.0 111.7 
 

Annualised percentage changes on the previous period – unless otherwise indicated. Source: Intesa Sanpaolo 
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Fig. 1 – Great volatility around a moderate growth trend in 
2018, but 2019 will be weaker 

 Fig. 2 – The slowdown in the output gap is not promising for 
inflation  

 

 

 
 Source: Thomson Reuters-Datastream   Cabinet Office estimates. Source: Thomson Reuters-Datastream 

 
Fig. 3 – The jobs market continues to be in an excess-demand 

situation 

 Fig. 4 – Savings should partly cushion the effects of the 

consumption tax increase 

 

 

 Source: Thomson Reuters-Datastream   Source: Thomson Reuters-Datastream 

 
Fig. 5 – Foreign trade: negative trend, with a temporary 
improvement at the beginning of 2019 

 Fig. 6 – The trade deficit depends on exports to China and the 
rest of Asia 

 

 

 
 Source: Thomson Reuters-Datastream   Source: Thomson Reuters-Datastream 
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Fig. 7 – Inflation shows no signs of increasing to 2%...  Tab. 1 - ... and the BoJ continues to downgrade projections 

 

  Real GDP CPI less 
 fresh food 

CPI less fresh food 
excluding the 
effects of the 

consumption tax 
hike and policies on 

free education 

FY 2018 0.6 0.8  
  forecasts Jan. 2019 0.9 0.8  

FY 2019 0.8 1.1 0.9 
  forecasts Jan. 2019 0.9 1.1 0.9 

FY 2020 0.9 1.4 1.3 
  forecasts Jan. 2019 1.0 1.5 1.4 

FY 2021 1.2 1.6  
 

 Source: Thomson Reuters-Datastream  Source: BoJ, Outlook for economic activity and prices, January 2019 The BOJ estimates 
that the effect of increasing consumption tax is equal to a rise of approximately 0.5 pp 
in core inflation and that the abolition of school fees will reduce inflation by -0.3 pp in 
fiscal 2019 and by -0.4 pp in fiscal 2020  

 
Fig. 8 – BoJ’s assets are close to 100% of GDP, and its Japanese 
Government Bond (JGB) holding is about 80% of GDP 

 Fig. 9 – Annual purchases of JGBs in 2017 in continuous decline 
from the initial JPY 80 tn 

 

 

 
 Source: Thomson Reuters-Datastream   N.B.: Figures in JPY bn. Source: Thomson Reuters-Datastream 

 
Fig. 10 – Fiscal policy making progress towards a sustainable 
scenario 

 Fig. 11 – The BoJ’s holding of JGBs is over 45% 

 

 

 
Source: Cabinet Office  N.B.: figures at end-December 2018; total JGBs: JPY 988.2 tn N.B.: Total JGBs+Tbills = 

JPY 1,110,9 tn. Non-residents hold 69.7% of T-bills. Average life of debt is 9 years and 1 
month. Source: Ministry of Finance 
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China: credit risk reappears in the midst of the trade dispute 

GDP increased by 6.4% yoy in 1Q19, a yoy growth trend that remained unchanged from 4Q18, 

with a quarterly slowdown (1.4% qoq as compared with 1.5% qoq in the previous quarter) 

continuing from 3Q18. On the supply side, the upturn in the manufacturing sector compensated 

for the slowdown in the agricultural sector which added to that of services. Services were 

affected across all segments, with the exception of finance, and the trend seems set to continue 

as indicated by the decline in expectations seen in the Services Purchasing Managers' Index 

(PMI). The PMI indexes for April and May diverged in two surveys and, in the best of cases, 

signalled a levelling off of activity. Monthly real data does however continue to show a 

slowdown in economic activity.  

In May, a stabilisation of exports was accompanied by a contraction in imports, including import 

volumes for the main metals. The trend in industrial output reached a series low (5% yoy), and 

monthly variations also decelerated, pushed downwards by slowing output in state-owned 

enterprises and those funded by foreign capital. Nominal fixed investments slowed from 6.3% 

ytd yoy in March to 5.6% yoy in May, with moderation of both state and private investments. At 

sector level, the trend for growth in investment in the manufacturing sector remains sluggish at 

the lowest levels seen in the series (2.7% yoy in cumulative terms), that of the services sector 

slowed and that of the agricultural sector was negative. Investments in infrastructure and 

transport were slower than in 1Q19. The trend for investments in the real estate sector and in 

residential construction held up well, albeit slightly moderated, and house prices began to grow 

once more. The recent review of regulations on local government special purpose bonds may 

provide moderate support for financing infrastructure and real-estate restructuring projects in 

the coming months. The only positive sign came from retail sales, which rose in real terms to 

6.4% yoy in May, up from April's all-time low of 5.1% yoy, despite the persistent fall in 

automotive sales. Solid growth in wages, tax cuts and consumer confidence that were at series 

highs provided support to consumers, but signs of a weakening of the labour market leave 

downside risks for the second half of the year. 

Consumer price inflation was at 2.7% yoy in May, up from 1.5% yoy in February, driven up by 

the significant increase in inflation in the food sector (7.7% yoy), in particular fruit and 

vegetables but also pork (+18.2% yoy), whose supply was affected by swine flu. Conversely, 

core inflation fell to 1.6% yoy, down from 1.8% in March, having remained at historic lows 

since mid-2016. Producer price inflation slowed further (0.6% yoy in May) thanks to the 

reduction in prices of raw materials. Core inflation is still expected to be limited given the 

absence of demand pressure, but the increase in food prices will continue to affect the overall 

CPI trend in the coming months. We have therefore revised our inflation forecast upwards from 

2.1% to 2.6% in 2019 and from 2.1% to 2.3% in 2020.  

Growth in social financing stock stabilised (10.5% yoy in May) thanks to the increase in 

corporate bond issues, special purpose bonds and bank lending. Bank lending continued, 

however, to be propped up primarily by the increase in bill financing (+72.5% yoy in May), while 

long-term lending stabilised at series lows. Total lending growth still continues to be negatively 

impacted by the slowdown in the non-banking sector and the increase in non-performing loans 

(NPLs), in particular for rural and smaller banks. At national level, the ratio of rural banks non-

performing loans to their total loans, equal to 4% in 1Q19, was the highest of the different 

bank types and is on the rise due to the more stringent regulations on the classification of NPLs 

that must be met in 2019. This problem was also highlighted at the end of March in a report 

from the National Audit Office, and was brought to the attention of the markets by the recent 

Baoshang Bank and Bank of Jinzhou cases2. These cases, albeit isolated and linked to illegal 

                                                      

 
2 The PBoC and the China Banking and Insurance Regulatory Commission (CBIRC) took control of Baoshang 

Bank, a private bank in Inner Mongolia, on 24 May due to “severe credit risks” linked to improper 

appropriation of funds by the principal shareholder. On 31 May, EY auditors resigned from their role as 

Silvia Guizzo 
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behaviour, brought to the fore the issue of proper assessment of credit risk. This was 

underscored further when “temporary nationalisation” of Baoshang Bank took place, after the 

People's Bank of China (PBoC) signalled that it is ready to provide any level of liquidity required 

by the market but that it won’t offer unlimited guarantees in the event of banking failures. 

Bankers’ acceptances for over CNY 50 million will only be guaranteed up to 80%, and interbank 

deposits and deposits from businesses that exceed CNY 50 million will only be guaranteed up to 

70-90%, depending on the amount. This clarification by the PBoC led to a reassessment of 

credit risk in the market that could make refinancing for small banks more difficult and costly at 

a time of rising bankruptcies (57 since the start of the year as compared with 22 in the whole of 

2018) and bond expiries. 3Q19 will see a peak in maturities of both corporate bonds and 

negotiable certificates of deposit. In May, the Central Bank announced a cut to the reserve 

requirement ratio (RRR) for some small and medium-sized rural banks in three tranches, with the 

aim of reducing it to 8% by mid-July, from an average of 11.5%. The Bank recently expanded 

the quotas for some refinancing windows and encouraged the use of risk-mitigating tools that it 

finances (i.e. Credit Risk Mitigation Warrants). 

 The worsening of the trade dispute has led us to include the extension of tariffs to all imports 

to the US from China in our central scenario (see the introduction). According to our 

estimates, without policy interventions, this would have a negative effect equating to around 

0.2% of GDP in 2019 and around 0.6% of GDP in 2020, with a greater impact towards the 

year-end. We expect the PBoC to continue to maintain extensive liquidity through various 

refinancing windows and to make further cuts to the RRR (200 bps overall by 2020), and also 

to cut rates on refinancing operations to compensate for the negative impact of tariffs on the 

economy (we assume 25 bps in 2019, followed by a further 50 bps in 2020). We believe the 

PBoC will act on interest rates after the Fed cuts expected for September to limit the impact 

on the USD/CNY exchange rate, which is already under pressure. We think the Authorities will 

look to avoid any failures of small banks through further nationalisations or acquisitions by 

larger banks. Reassessment of credit risk may however slow lending, particularly to small and 

medium-sized enterprises - for which conditions remain difficult despite all the Government's 

efforts - and will reduce the improvement in economic activity we had previously anticipated 

for the second half of the year based on the easing of monetary and fiscal policy. We have 

therefore revised our forecast for GDP growth downwards from 6.3% to 6.2% in 2019 and 

from 6.1% to 5.9% in 2020. 

Macro Forecasts 
 2015 2016 2017 2018 2019p 2020p 

GDP (constant prices) 6.9 6.7 6.8 6.6 6.2 5.9 
Private consumption 8.1 8.2 6.7 6.7 6.7 6.4 
Public consumption 7.7 9.7 8.9 11.2 6.8 6 
Fixed investment 7.3 6.7 4.8 4.4 4.2 4.2 
Exports 0 1.9 6.8 4.3 1.3 3.6 
Imports 0.7 3.3 7.7 6.5 1.7 4.9 

Industrial output 6.2 6.3 5.9 5.8 5.3 4.6 

Inflation (CPI) 1.4 2.0 1.5 2.1 2.6 2.3 

Unemployment rate (%) 4.0 4.0 3.9 3.8 3.7 3.7 
Average salaries 9.7 9.5 10 8.9 7.6 7.5 

90-day interbank rate (average) (%) 3.80 3.00 4.70 4.00 2.95 2.80 
10-year government bond yield (average) (%) 3.05 2.91 3.85 3.45 3.10 3.15 
USD/CNY exchange rate (average) 6.28 6.64 6.76 6.61 6.84 6.68 

Current account balance (CNY Bn) 1912 1335 1313 353 225 203 
Current account balance (% of GDP) 2.8 1.8 1.6 0.4 0.2 0.2 

Budget Balance* (% of GDP) -2.8 -3.7 -3.9 -4.1 -4.1 -4.1 
Public Debt - Central Government (% of GDP) 15.1 15.8 16.0 16.2 17.5 18.8 
 

N.B.: Percentage change as compared with the previous period – except where otherwise indicated; *IMF Article IV, July 2018. Source: Oxford Economic Forecasting and Intesa Sanpaolo 

                                                                                                                                        

 

certifier of the accounts of Bank of Jinzhou, a bank in Liaoning, because the documentation was out of line 

with the actual situation. 
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Fig. 1 - GDP growth yoy  Fig. 2 - Services 

 

 

 
Source: CEIC  Source: CEIC; IHS Markit 

 
Fig. 3 - Industrial output and orders  Fig. 4 - Retail sales and consumer confidence* 

 

 

 
Note: cumulative industrial output, yoy change Source: CEIC, IHS Markit  N.B.: * 3-month moving average, rebased to March 2014 = 100. Source: CEIC 

 
Fig. 5 – Inflation  Fig. 6 - The labour market. 

 

 

 
Source: CEIC  Source: CEIC, Markit and Intesa Sanpaolo chart 
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Fig. 7 - Nominal investment by type of company yoy  Fig. 8 - Nominal investment by sector yoy 

 

 

 
Source: CEIC  Source: CEIC 

 
Fig. 9 - Foreign trade yoy  Fig. 10 - Exchange rate 

 

 

 
Note: seasonally adjusted figures Source: CEIC, IHS Markit  Source: Bloomberg 

 
Fig. 11 - Aggregate lending  Fig. 12 - Non-performing loans 

 

 

 
Source: Intesa Sanpaolo chart from CEIC data  Source: Bloomberg 
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India: clouds gather on the domestic and international front 

The Central Statistical Office revised GDP growth upwards in 1Q19, with annual growth 

increasing from 7.3% yoy to 7.4%. However, GDP only increased by 5.8% yoy in 1Q19, less 

than our forecast (6.5% yoy), following a trend of gradual slowdown from the peak seen in 

1Q18 (8.1% yoy). The abrupt slowdown in investments (+3.6% yoy, from growth rates of over 

11% yoy for the whole of 2018) and the slowing of consumer spending added up to a negative 

foreign trade contribution. The 2018-19 financial year therefore ended with growth of 6.8% 

yoy. On the supply side, the resurgence of services, particularly in the Public Administration and 

financial and property sectors, was unable to compensate for the sharp slowdown in the 

manufacturing sector and fall in value added of the agricultural sector. Monthly data confirm 

another moderation in activity in Q2. 

Exports remained moderately positive, in line with the slight improvement in the foreign orders 

component of the PMI index, while imports remained weak, even excluding of oil, gold and 

precious metals. Forecasts remain weak for the next few months given the recent effects of the 

trade war on India. President Trump decided to withdraw the preferential trade treatment India 

enjoyed under the Generalized System of Preferences, the American programme that permits 

duty-free imports from many developing countries, as of 5 June. The immediate response by 

India, which last year suspended the introduction of duties in response to American tariffs on 

steel and aluminium pending resolution of the dispute through negotiations, was to increase 

tariffs on 28 American products to protect its national interests. The tariffs apply mainly to 

agricultural products, including apples, almonds and walnuts, as well as some metal products 

and chemicals. 

Industrial output remained weak between February and April, with some signs of improvement 

after February’s low. The summary index for the RBI quarterly industrial outlook survey showed a 

stable and still optimistic assessment of business conditions in the first quarter, but a fall in 

expectations for the second quarter, which was however improved in the D&B survey. The PMI 

index suggests an increase in orders at a pace that is still lower than in the first quarter but has 

improved since April's low, offering the only positive sign for the future trend in output. The fall 

in sales of cars, commercial vehicles and three-wheeled cars, a net slowdown in both freight and 

domestic passenger traffic, which added up to the international traffic slowdown, and the 

decline in consumer confidence also point to a slowing of activity in the services sector and a 

continuation of the fall in consumer spending seen in Q2. 

In the spring, machinery imports saw a moderate improvement in terms in mom changes, 

although this is not yet reflected in the overall trend, while central government's capital 

expenditure accelerated. These tentative signs point to a stabilisation in investment in Q2. 

Downside risks remain, however, given that lending is still weak. 

Consumer price inflation stabilised at 3% in April and May, rising from a low of 2% in January. 

This was driven by rising food, fuel and electricity prices, while core inflation fell further to 4.2% 

in May, down from 5% in March. The slowdown was across all sectors, signalling the absence 

of demand pressure. A favourable base effect should mitigate the impact of the expected 

increase in food and fuel prices on the CPI trend in the coming months, while core inflation is 

expected to slow. We therefore confirm our inflation forecasts of 3.3% in 2019 and 4% in 

2020. 

The BJP party once again obtained a significant majority in the political elections in the spring, 

thereby allowing Prime Minister Modi to remain in office and lead the Government. This result 

helped to maintain the exchange rate stable, although the latter may continue to be under 

pressure due to the probable increase in the public and current account deficits. The new 

Finance Minister, Ms Niramal Sitharam, announced that the budget will be presented for a vote 

Silvia Guizzo 

https://ustr.gov/sites/default/files/Proclamation_9902.pdf
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to be taken by Parliament from 5 July and that fiscal easing measures to support consumer 

spending are being considered. 

The pick-up in lending to industry is still being driven by lending to the construction and 

infrastructure sectors, while lending net of these items has been flat for months and fell in April 

(-0.1% yoy). The slowdown in lending to services and in personal loans have further contributed 

to a weakened trend for bank lending. Added to this is the ongoing non-banking financial 

sector lending contraction which continues to drag on following failure of the giant IL&FS in 

September 2018 and has been exacerbated by similar issues which have recently emerged in 

other institutions. On 4 June, Dewan Housing Finance Corp missed a payment and its short-term 

debt rating was downgraded by the local S&P subsidiary to default. With defaults increasing (45 

in the first half of the year compared to 22 in the whole of 2018), the bankruptcy petition filed 

by Jet Airways India LTD creditors on 17 June and concern for the fate of the Essel Group LTD 

conglomerate contributed to a worsening of financial conditions and increased risk aversion 

among investors. Both will have a dampening effect on future lending trends. 

The Reserve Bank of India remained buoyant and kept liquidity in the system by increasing 

financing operations in order to mitigate market tensions. Driven by the deterioration in the 

macroeconomic picture and comforted by the fall in core inflation, it made two rate cuts of 25 

bp each after that of February, taking the repo rate to 5.75%. Unlike previous meetings, all the 

members voted unanimously to change their stance on monetary policy from neutral to 

accommodative at the meeting in June. We believe concern over a negative output gap may 

foreshadow a further two rate cuts by 1Q2020. 

The worsening of the economic picture in Q1 and the expectation of a further slowdown in 

consumer spending forces us to revise our forecasts for 2019 downwards from 7.1% to 6.8%. 

The relaxation of monetary and fiscal policies should favour a moderate return to growth of 

7.1% in 2020. Risks to the outlook remain on the downside, above all in 2019. On the domestic 

front, the lending slowdown in the non-banking sector and the worsening of financial 

conditions may continue to slow private investment. Moreover, the Indian Meteorological 

Department has announced that the summer monsoon rains up to 20 June were 43% below 

normal levels, increasing the risk that the delay in sowing may reduce agricultural output in the 

autumn. On the foreign front, the escalation of the tariff war will have a negative impact on 

exports, thereby reducing the positive contribution of foreign trade. 

Macro Forecasts 
 2015 2016 2017 2018 2019p 2020p 

GDP (constant prices) 7.5 8.7 6.9 7.4 6.8 7.1 
Private consumption 7.7 9.1 6.6 8.5 7.1 6.9 
Public consumption 4.2 4.2 13.7 10.7 12 7.6 
Fixed investment 4.8 9.2 7.7 12.2 5.2 9.8 
Exports -6.2 2.5 5.8 10.6 5.5 6.1 
Imports -5.8 1.6 15.5 16.1 3.9 6.1 

Industrial output 2.5 5.2 3.5 5.2 2 6.7 

Inflation (CPI) 4.9 4.9 3.3 3.9 3.3 4.0 

Unemployment rate (%) 3.0 3.3 3.4 3.5 3.5 3.6 
Average salaries 8.7 11.5 10.2 10.3 10.2 11.1 

3-month MIBOR (average) 8.00 7.20 6.50 7.30 6.80 7.00 
10-yr government bond yield (average) 7.80 7.20 6.70 7.70 7.20 7.30 
USD/INR exchange rate (average) 64.15 67.2 65.11 68.40 69.97 68.53 

Current account balance (INR Bn) -1451 -815 -2528 -4457 -4633 -4817 
Current account balance (% of GDP) -1.1 -0.5 -1.5 -2.4 -2.3 -2.1 

Budget Balance (% of GDP) -3.4 -3.6 -3.9 -3.6 -3.4 -3.4 
Public Debt (% of GDP) 47.1 46.9 45.5 44.9 44.5 44.4 
 

N.B.: % changes compared with the previous period – except where otherwise indicated. The figures are for the calendar year. Source: Intesa Sanpaolo chart based on Oxford 
Economic Forecasting data 
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GDP and its components  Industrial output 

 

 

 
*Four-quarterly moving average. Source: CEIC  N.B.: Three-month moving average. Source: Markit, CEIC 

 
Business confidence  Inflation 

 

 

 
Source: CEIC  N.B.: (*) Intesa Sanpaolo estimates. Source: CEIC 

 
Foreign trade  Passenger and freight traffic 

 

 

 
N.B.: Three-month moving average. Source: Intesa Sanpaolo chart based on Bloomberg 
and Markit data 

 Source: CEIC 
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Services  Consumer confidence 

 

 

 
Source: Markit  N.B.: Quarterly consumer confidence survey by the RBI. Source: CEIC 

 
Loans (% change yoy)  Official and money market rates 

 

 

 
Source: CEIC  Source: CEIC 

 
Portfolio inflows (INR Bn) and exchange rate  Current accounts (four-quarterly moving average) 

 

 

 
N.B.: (*) Net purchases by foreign institutional investors. Source: CEIC  Source: CEIC and Intesa Sanpaolo chart 
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Commodities: trade wars escalate 

In May, optimism quickly faded as U.S.-China trade talks abruptly stopped and the threat of 

more tariffs became a reality. Moreover, trade tensions heightened also between the U.S. and 

other important trade partners, like Mexico and the European Union. We now envisage a 

gloomier baseline scenario for commodity prices, as we rule out any short-term improvement in 

the U.S.-China trade dispute and expect that trade tensions will become a structural market 

feature. 

Year-to-date performance of commodity indices 

 
Source: Intesa Sanpaolo chart from Bloomberg data 

Commodities benefited from a bright 1Q: concerns about the U.S.-China trade war were easing, 

with all the parties expressing optimism about progresses in high-level talks; central banks 

reassured the global markets that liquidity would remain abundant; most commodities benefited 

from tightening physical markets due to a mix of structural and exogenous factors. For instance, 

industrial metals’ prices have been supported by the very low level of investments in productive 

capacity implemented over the past years, a structural market feature. Crude oil prices have 

been mainly sustained by exogenous events: output cuts implemented by OPEC+ and Canada; 

U.S. sanctions against Venezuela and Iran; clashes in Libya.  

Then, the positive price trend came to a halt in the 2Q, when optimism quickly faded as U.S.-

China trade talks abruptly stopped and the threat of more tariffs became a reality. Moreover, 

trade tensions heightened also between the U.S. and other important trade partners, like 

Mexico and the European Union. In Europe, political risks remain significant with an increased 

probability of a no-deal Brexit happening as early as in the 4Q19.  

Moreover, during the past months, macroeconomic data missed expectations in most areas and 

concerns about a weakening global growth intensified. Therefore, we had to revise downwards 

our forecasts on regional and global growth and more downward revisions to macroeconomic 

forecasts could be announced over the next months, if political tensions do not ease.  
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Citi Economic Surprise Index, developed countries  Citi Economic Surprise Index, emerging countries 

 

 

 
Source: Intesa Sanpaolo chart from Citi, Bloomberg data  Source: Intesa Sanpaolo chart from Citi, Bloomberg data 

We also had to revise our forecasts about monetary policies in the U.S. and Europe. We now 

expect that the Fed will cut its benchmark interest rates by 25bp in 2019 and by further 25bp in 

2020. The ECB is now forecasted to remain on hold up to the end of 2020, although it will 

probably implement more expansive measures to provide an adequate liquidity to the system.   

As a consequence, the trade weighted U.S. dollar may modestly depreciate over the next 

months. A flat or weaker U.S. currency is usually beneficial to the commodity complex due to 

the traditionally negative correlation between these assets. However, in this market phase the 

dollar effect could be easily offset by a negative market sentiment, probably depressing the main 

cyclical assets, including energy and industrial commodities. Indeed, we think that once again 

the market sentiment will become the main driver in commodity prices, as we suspect that the 

main focus on financial markets will become political and geopolitical risks.   

Gold fixing in London and trade-weighted U.S. dollar  Industrial metals’ index and the U.S. dollar 

 

 

 
Source: Intesa Sanpaolo chart from Bloomberg data  Source: Intesa Sanpaolo chart from Bloomberg data 
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2Q19, QTD performances as at 19.06.2019  2019, YTD performances as at 19.06.2019 

 

 

 
 Source: Intesa Sanpaolo chart from Bloomberg data    Source: Intesa Sanpaolo chart from Bloomberg data  

Assumptions underlying our baseline scenario 

We now envisage a gloomier baseline scenario for commodity prices. We had to rule out any 

short-term improvement in the U.S.-China trade dispute, and we now expect that trade tensions 

will become a structural market feature.  

 We think that the U.S. will introduce tariffs on the remaining Chinese imports worth about 

300 billion dollars and that China may retaliate by imposing trade limits on goods perceived as 

strategic for some core industries, like technology and defence. Both the economies will 

suffer, although China would bear the most negative impact in terms of reduction in potential 

growth. In several industries, the global supply chains may be disrupted, with possible 

negative impact on other areas, including Europe. We had an anticipation of the severe and 

far-reaching consequences of U.S. tariffs and sanctions in the steel sector: now, steel prices in 

Europe are cheaper than in China, the world biggest producer, as Chinese and Turkish steel 

exports have been diverted to the old continent. Despite the safeguard clauses, the European 

market is in oversupply amid abundant imports and weak domestic demand. The biggest 

losers are European steel mills, negatively affected by low prices and rising input costs, on the 

back of the stellar rally recorded by iron ore prices after the dam disaster in Brazil and 

weather-related disruptions in Australia. 

 We currently assume that the U.S.-Mexico dispute over immigration controls will not turn into 

more limits to regional trade. We think that the new USMCA3 deal will be probably ratified 

and that U.S. tariffs on aluminium and steel imports from these two countries will be probably 

removed.  

                                                      

 
3 USMCA: United States, Mexico, Canada Agreement, replacing the previous NAFTA. 
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COMEX PALLADIUM

NYMEX GASOLINE
TSI IRON ORE
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 At the moment, we do not include in our baseline scenario the introduction of U.S. tariffs on 

European and Asian vehicle imports. However, this issue will be discussed ahead of the 

November deadline and will probably fuel volatility in market prices. The significant threat of 

trade limits on the automotive sector represents the biggest downside risk weighting on our 

commodity outlook.  

Also, geopolitical risks are here to stay. We assume that several dossiers will be frozen as long as 

the U.S.-China relationship does not improve: Venezuela and North Korea are the most evident 

examples.  

In the Middle East, tensions escalated after the U.S. did not renew their waivers to the biggest 

importers of Iranian crude. Iran threatened to scale down its commitments under the 2015 

JCPOA nuclear deal next July, if European and Asian signatories do not restart crude imports and 

restore financial ties. Over the past weeks, all the parties involved tried to smooth the tone, 

expressing their desire to avoid military confrontation in the area.  

Over the next months, the level of tensions will remain high, but we assume that Iran will not 

abandon the nuclear deal and that possible negative accidents (like sabotage attacks from 

unknown sources in the Hormuz Strait or terrorist attacks to sensitive targets) will not be so 

severe to lead to an embargo against Iran nor to open military confrontation with a Saudi-U.S. 

coalition. However, unpredictable events may start a series of unstoppable retaliations leading to 

the break of diplomatic relationships, and Iran relinquishing its OPEC membership is now 

relevant (we attribute a 10% probability to Iran abandoning OPEC over the summer in our 

scenario analysis). 

Within this framework, the role of Russia in the Middle East becomes even more critical in 

several issues. Concerning the oil policy, the cohesion inside the OPEC+ could break, if Iran 

expresses its desire to retire its membership in retaliation against Saudi’s higher exports 

offsetting lower Iranian exports, and if Russia pushes to abandon the current deal, in order to 

satisfy Russian producers wishing to profit more from relatively high prices.  

Forecasts for the commodity universe 

Energy. We still think that, over the next months, crude oil prices will remain in a broad range 

and will trade most of the time between 60 and 75 dollars. Upward pressures will be triggered 

by geopolitical risks and OPEC+ pledges to maintain the global market in balance. Downward 

pressures will be caused by concerns about trade tensions, a fragile global growth and 

weakening global crude demand. Volatility may still have an important impact on price 

movements. For gas, we forecast that prices will increase both in the U.S. and in Europe thanks 

to a seasonal pick-up in demand.  

Precious metals. Prices will probably be well supported by political tensions and volatility in risky 

assets. However, we still expect that in the foreseeable future gold will trade for most of the 

time within a 1,250-1,400 dollar range. We assume that gold could trade well above the level of 

1,400 dollars only if serious concerns about global growth intensify and trigger a new spike in 

risk aversion and a consequent fall in cyclical assets, including global equities, energy and 

industrial commodities. We favour palladium to platinum due to the ongoing trends in the 

automotive sector. 

Industrial metals. A bearish market sentiment, fuelled by trade tensions and concerns about a 

weaker than expected growth in China, exerts a deep negative impact on industrial metals’ 

prices. We think that the upside potential in this complex remains very limited, as long as the 

markets focus on political risks. However, we maintain our forecasts that prices should 

significantly increase in the next 3-5 years, as industrial metals are endowed with the strongest 
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fundamentals in the commodity complex: most metals are expected to record deficits in both 

2018 and 2019, global stocks are declining, low prices discourage secondary supply and 

investments were low during the past years.  

Agricultural commodities. Most agricultural goods recorded important price swings over the past 

months amid weather-related risks and concerns about supplies. U.S. crops are influenced by 

trade tensions with China and by the US Government’s pledges of more subsidies to those 

farmers affected by Chinese tariffs. Soft commodities, like coffee, are expected to be less 

influenced by global political tensions, as prices should follow more closely their fundamentals. 

Therefore, soft commodities are perceived as an interesting diversification tool.  

Price forecasts for the main commodities 

As at 17.06.2019  3Q19 4Q19 2019 2020 2021 

CO1 Comdty ICE BRENT  67.0  70.0  67.2  70.0  70.0 
CL1 Comdty NYMEX WTI  58.0  62.0  58.4  64.0  66.0 
NG1 Comdty NYMEX NATURAL GAS  2.3  3.0  2.7  3.0  3.0 

GOLDLNPM Index LME GOLD  1,350  1,325  1,321  1,300  1,325 
SLVRLND Index LME SILVER  15.0  15.2  15.2  16.0  16.25 
PLTMLNPM Index LME PLATINUM  800  800  815  800  800 

PLDMLNPM Index LME PALLADIUM  1,450  1,480  1,436  1,550  1,600 
LMCADS03 Comdty LME COPPER 3M  6,000  6,000  6,079  6,000  6,300 
LMAHDS03 Comdty LME ALUMINIUM 3M  1,800  1,800  1,823  1,800  1,920 

LMNIDS03 Comdty LME NICKEL 3M  12,500  12,500  12,416  13,000  14,000 
LMZSDS03 Comdty LME ZINC 3M  2,500  2,500  2,578  2,500  2,600 
LMPBDS03 Comdty LME LEAD 3M  1,800  1,800  1,882  1,800  1,880 

LMSNDS03 Comdty LME TIN 3M  19,500  19,500  19,894  19,500  19,750 
SCO1 Comdty SGX IRON ORE  90  85  89.1  82.0  77.0 
NASS000C Index TSI US HRC STEEL  500  530  584  550  550 

JBO1 Comdty LME SCRAP  300  300  303  300  300 
JBP1 Comdty LME REBAR  468  465  469  463  460 
C 1 Comdty CBOT CORN  450  460  421  480  490 

W 1 Comdty CBOT WHEAT  500  500  494  500  500 
S 1 Comdty CBOT SOYBEAN  900  900  892  900  940 
KC1 Comdty NYB-ICE ARABICA COFFEE  100  105  100  110  115 

DF1 Comdty LIFFE ROBUSTA COFFEE  1,400  1,450  1,437  1,525  1,600 
SM1 Comdty CBOT SOYBEAN MEAL  310  310  310  300  300 
BO1 Comdty CBOT SOYBEAN OIL  28.0  28.0  28.4  28.0  28.0 

Source: Intesa Sanpaolo estimates. Iron: one-month futures contract listed on the Singapore stock exchange and based on a basket of 
reference prices published by the Steel Index. Steel: The Steel Index: index calculated as the weighted average price paid for US hot-
rolled coil steel trades 
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Crude oil: frequent swings in market sentiment 

Over the next months, the markets will probably continue to focus their attention alternatively 

from concerns about escalating trade tensions to fears for supply disruptions. In our opinion, 

physical markets’ fundamentals and geopolitical risks may prevail over global macroeconomic 

and political concerns. In our baseline scenario, OPEC will not break and therefore the current 

output cuts implemented by OPEC+ will continue. 

During the 2Q19, crude oil prices recorded significant swings, following frequent oscillations in 

the market sentiment and switches between risk-on and risk-off moods. The markets often 

move their focus from concerns about escalating trade tensions and their negative impact on 

global economic growth and commodity demand to fears for supply disruptions, especially 

related to geopolitical risks. 

Physical markets’ fundamentals tightened over the past months amid the ongoing output 

decline in Venezuela, U.S. sanctions against Iran, production cuts in Canada and OPEC+ 

countries and unexpected contamination problems along the Druzhba pipeline transporting 

Russian crude to Eastern Europe.  

The data published in June by the U.S. Energy Information Administration (EIA) show that the 

planned output cuts and the several supply disruptions pushed the global market in deficit. In 

fact, the EIA forecasts that this year demand will surpass supply by about 0.3 million barrels per 

day (mb/d).  

However, non-OPEC output growth is expected to remain exceptionally strong both in 2019 and 

2020, rising much quicker than total consumption. Therefore, even assuming a rollover of the 

current OPEC+ deal and unchanged U.S. sanctions against Iran and Venezuela, the market will 

probably come back into surplus next year, with an estimated oversupply of about 0.3 mb/d.  

Supply and demand estimates published by U.S. EIA in June 2019 

Estimates published 

in June 2019 
in mb/d 

Global 

Demand 

Non-OPEC 

Supply 

U.S. 

Supply 

LNG OPEC 

Supply 

Crude OPEC 

Supply 

Call on 

OPEC 
crude* 

Market 

balance** 

2018 99.9 63.4 11.0 5.3 32.0 31.2 0.7 

2019 101.1 65.5 12.3 5.2 30.2 30.4 -0.3 

y/y change 1.2 2.2 1.4 -0.2 -1.8 -0.8  

2020 102.6 68.1 13.3 5.0 29.7 29.5 0.3 

y/y change 1.4 2.6 0.9 -0.2 -0.4 -1.0  
 

Note: (*) Call on OPEC crude = World Consumption – Non-OPEC Supply - OPEC LNG supply; (**) Market balance = OPEC crude 
supply - Call on OPEC crude. Source: Intesa Sanpaolo chart based on US EIA data 

Daniela Corsini 

Brent and WTI oil prices 

Source: Intesa Sanpaolo chart from Bloomberg data 
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The shape of the forward curves reflects the strength of U.S. output growth: the front-end of 

the WTI curve is in contango, signalling a very well supplied domestic market, where 

infrastructural constraints limited takeaway capacity from shale basins toward the Gulf Coasts. 

However, these bottlenecks are likely to ease as of mid-2019 thanks to pipelines’ capacity 

expansion and flow reversals. On the contrary, the Brent curve is in backwardation, reflecting 

the combined impact of ongoing output cuts, U.S. sanctions and supply disruptions. 

Exceptional growth in U.S. production  WTI forward curve 

 

 

 
Source: Intesa Sanpaolo chart based on U.S. EIA data  Source: Intesa Sanpaolo chart based on Bloomberg data 

 
Gasoil forward curve  Brent forward curve 

 

 

 
Source: Intesa Sanpaolo chart based on Bloomberg data  Source: Intesa Sanpaolo chart based on Bloomberg data 

In our opinion, the next months will be crucial for the OPEC’s own future. On the one hand the 

strategy to reduce the cumulative output didn’t bring the hoped results, as it didn’t halt shale 

output growth nor helped anchoring prices at the level preferred by Saudi, i.e. close to their 

fiscal breakeven oil price in a USD 70-90 range. On the other hand, higher tensions in the 

Middle East are weakening OPEC’s internal cohesion.  

Over the past weeks, several sabotage attacks were reported near the Strait of Hormuz and 

Yemen's Houthi rebels were more actively targeting Saudi infrastructures.  

The current geopolitical framework is also complicated by the serious risk of Iran abandoning 

the nuclear deal, irremediably compromising its relationships with western countries, and by the 

strength of the U.S.-Saudi relationship.  

In our opinion, such unusual level of political tensions could force actors to deviate from the 

preferred paths and lead to undesired consequences. In particular, if tensions between Saudi 

Arabia and Iran do not ease, OPEC unity could break, and its role may become less relevant.  
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Apparently, the first cracks in OPEC+ also emerged, as Russia often threatened to abandon the 

deal. On the contrary, Saudi confirmed their desire to roll over the output limitations at least till 

the end of the year. 

In our baseline scenario, we forecast that crude prices will frequently swing in a broad range 

over the next months. We see the level of USD 50 as a strong support for Brent. This level could 

be reached, only if political tensions intensify and macroeconomic data disappoint in the main 

consuming countries. We see the level of USD 85 as a strong resistance for Brent. This level may 

be broken, only if geopolitical risks in the Middle East translate into severe concerns about 

security of supply and flow disruptions through the Strait of Hormuz. 

We currently forecast an average Brent price of USD 67 over 3Q19 and of USD 70 in 2020. In 

fact, we think that physical markets’ fundamentals and geopolitical risks may prevail over 

political concerns related to trade war. Obviously, our forecasts are based on the assumption 

that OPEC+ will maintain the current output cuts at least till mid-2020. 

Brent and WTI: historical prices (solid line) and estimates (dotted line) in USD/barrel 

Source: Intesa Sanpaolo estimates, Intesa Sanpaolo chart based on Bloomberg data 

 
Price estimates for Brent 

As at 18.06.2019 3Q19 4Q19 2019 2020 2021 2022 

ICE BRENT  67.0  70.0  67.2  70.0  70.0  68.0 
Median, Bloomberg  70.0  70.0  67.8  68.0  67.0  68.0 

Forward Curve  59.6  58.9  62.4  58.3  57.8  58.1 
 

Source: Intesa Sanpaolo chart from Bloomberg data 

 
Price estimates for WTI 

As at 18.06.2019 3Q19 4Q19 2019 2020 2021 2022 

NYMEX WTI  58.0  62.0  58.4  64.0  66.0  64.0 
Median, Bloomberg  62.0  62.3  61.0  61.6  62.9  63.8 
Forward Curve  58.9  52.2  55.3  51.7  51.1  51.4 
 

Source: Intesa Sanpaolo chart from Bloomberg data 
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