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Inflation: No all-clear yet 
● Relief. The consolidation in commodity prices, first and foremost crude 

oil, is bringing relief on the inflation front. The direct effects should push 
the August inflation numbers in the eurozone, scheduled for release at 
the end of next week, below the recent highs. 

● Pressure. It is, however, definitely too soon to sound the all-clear. Even 
though inflation should now have peaked, commodity prices remain 
high, suggesting further limited pass-through effects in the coming 
months (pages 7-9). In the US, the core rate will likely still even edge 
slightly higher (pages 4-6). 

● Risk. We think it will be next spring before we see noticeable relief for 
inflation. Until then, the annual rate will probably moderate only gradu-
ally. Above all in the eurozone, wage demands should, therefore, re-
main very high, thereby eliciting continuing warnings from the ECB on 
second-round effects. 

● Dampener. Support for the inflation watch-dogs is coming from cyclical 
downward forces. The US labor market has been weakening for some 
time now, in the eurozone the trend reversal appears to have been 
completed, and even the strong labor market upswing in Germany will 
probably run out of steam soon (pages 10-12), thereby reducing the 
probability of excessive wage settlements. 

● Further topics:  
– Weekly Comment: Just a breather (page 2). 
– Data outlook: EMU: Renewed decline in the business climate;  

US: House prices continue to fall (page 13). 
– Market outlook: EUR/USD stabilizes (page 23). 

IT WILL TAKE TIME FOR INFLATION TO COME DOWN 
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MIB MACRO FORECASTS 

in % y-o-y 2007 2008 2009 
GDP EMU 2.6 1.4 1.0 
CPI EMU 2.1 3.7 2.6 

GDP Germany 2.6 1.7 0.9 
CPI Germany 2.3 2.8 1.8 

GDP Italy 1.4 0.1 0.4 
CPI Italy 1.8 3.6 2.6 

GDP US 2.2 1.6 1.4 
CPI US 2.9 4.5 3.1 

MIB FI/FX FORECASTS 

2008/09 30-Sept 31-Dec 31-Mar 30-June
EMU 3M  4.96 4.95 4.80 4.65 
EMU 10Y  4.15 4.10 4.00 3.90 

US 3M 2.85 3.05 3.50 3.65 
US 10Y  4.10 4.20 4.30 4.40 

EUR-USD 1.49 1.45 1.42 1.38 
USD-JPY 111 112 113 115 

Oil Price  122 125 120 135 
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Just a breather 
Eurozone PMI data confirmed that the eurozone is flirting 
with a technical recession. Our baseline forecast suggests 
that this embarrassment should be narrowly avoided, but the 
pain on the real economy cannot be, and the ECB will still 
need to lower its growth projections next month. With the 
correction in commodity prices already starting to cool infla-
tionary pressures, it is increasingly evident that the next rate 
move will be down - even though ECB rhetoric indicates that 
this is unlikely to happen before Q2 next year. Rate cuts 
should materialize sooner in the UK, where uncertainty on 
the timing and magnitude of monetary easing is, however, 
much higher. The USD rally has taken a breather, as re-
newed concerns on Fannie and Freddie have come as a 
painful reminder of the unresolved fragilities in the housing 
and financial sector; oil prices have recouped some of their 
recent losses, hand in hand with the USD movement. After 
the sharp turn in sentiment of the last few weeks, markets 
are taking a step back to reassess the relative value bet on 
US versus eurozone (and much of the rest the world) as well 
as the directional bet on whether the global economy is 
headed for a soft landing or a belated crash. I would still bet 
on a soft landing, and on a renewed downward trend in 
EUR/USD and oil prices. US dollar and oil had bolted too fast 
and a consolidation was in order - but this is just a breather 
before the long-distance challenge. This weekend the mar-
kets will look to Jackson Hole for guidance from US policy-
makers. I expect the key message to remain the same: 
hawkish but unhurried on monetary policy, more emphasis 
and urgency on targeted measures to support housing and 
finance, and concerned recognition of the fact that the eco-
nomic outlook remains extremely difficult to decipher.  

August PMIs dropped further in Germany and France, un-
dershooting market expectations, but the Eurozone PMIs 
stabilized, a positive and puzzling surprise suggesting that 
either Spain or/and Italy have rebounded, or the Eurozone is 
really more than the sum of the parts… French manufactur-
ing was particularly disappointing (a 2 percentage point 
drop), confirming that France is joining Italy and Spain in a 
slump. Germany’s manufacturing PMI dropped below the 
critical 50 threshold with the fourth decline in five months; to-
gether with a sharp drop in the services index, this signals a 
very high probability that the Ifo will fall further next week. 
Overall, the data confirm the picture of an inexorable slow-
down in all the main Eurozone countries, as consumers bat-
ten down the hatches and foreign demand weakens, leading 
firms to scale back investment plans. Our proprietary EMU 
composite indicator points to +0.1% growth in Q3, which 
would spare us the embarrassment of a technical recession 
but would still force the ECB to lower its growth forecasts 
next month. Moreover, this +0.1% baseline is still uncom-
fortably close to a dip in negative territory. 

ONGOING WEAKNESS 
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Input prices decelerated markedly, confirming that the cor-
rection in commodity prices is cooling inflationary pressures 
before any meaningful second round effects have had a 
chance to show up in core inflation. ECB officials meanwhile 
are ratcheting up the anti-inflation rhetoric, a strong signal 
that they will not lower their guard until they are confident 
that the commodity price correction is sustained and that 
price pressures already in the pipelines will not feed through 
into the core rate. I believe this is the right strategy, although 
I remain concerned that the insistent denials that slowing 
growth will help cool inflation may harm the ECB’s credibility.  

Today’s data seem to confirm that swings in commodity 
prices tend to feed through much more quickly into inflation 
and inflation expectations than into activity indicators. If that 
is the case, we should see a significant decline in headline 
inflation accompanied by a persistent further weakening of 
GDP growth before lower energy and food prices start cush-
ioning the fall and preparing the ground for a recovery. The 
next ECB move will have to be a cut. On current data and 
ECB rhetoric trend, Q2 next year still seems the best bet.  
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The Bank of England has provided a much more pragmatic, 
balanced and candid assessment of the balance of risks to 
growth and inflation, both in the August MPC minutes re-
leased yesterday and in the latest inflation report. The BOE 
has warned that short-term risks to both inflation and growth 
have worsened, with producer prices on an upswing, sharp 
rises in utility tariffs in the pipeline, and a rapid deterioration 
in housing and credit conditions. The Bank has also shown it 
takes inflation risks very seriously, with one MPC member 
actually voting for an immediate rate hike (ECB-style) to pre-
empt second round effects. At the same time, however, the 
BOE seems more confident that the weakening labor market 
should continue to keep wage pressures at bay, and has 
openly recognized the risk that a worse-than-forecast plunge 
in economic activity might push inflation well below target in 
the medium term. Unusual volatility in some data (see the 
bounce in July retail sales) complicates the policy assess-
ment further, but in the UK as well the next rate move will 
have to be a cut, most likely in January.  

Uncertainty on the timing and magnitude of UK rate moves 
is, I believe, much higher than in the eurozone. The policy 
rate starts at a higher level, and the economy is in much 
more desperate need of help. Should inflation decline faster 
than expected, or the labor market deteriorate at an acceler-
ating pace, we might see a faster and deeper easing cycle 
than is currently priced in, and in that scenario the downside 
for sterling would widen significantly even after the recent 
losses.  

The USD is taking a breather, as the less gloomy eurozone 
PMI releases coincide with heightening concerns on the fate 
of Fannie and Freddie. The GSE’s (Government Sponsored 
Enterprises) woes underscore the two critical vulnerabilities 
of the US economic outlook: a housing sector that has not 
yet touched bottom, and a beleaguered financial sector. The 
US outlook remains particularly uncertain, and it is not sur-
prising that after a sharp repricing of the US vs. eurozone 
over the last couple of weeks, the market is now stepping 
back to reassess this relative value trade. I remain of the 
view that EUR/USD is likely to consolidate just below 1.50 
before making another push lower, a move for which the up-
coming presidential election could provide the decisive im-
pulse. Oil prices have taken back some of their recent 
losses, again moving hand in hand with the swing in the 
USD. I had warned last week that, after the sudden turning 
point in market sentiment on the USD and on commodities, 
we were likely to see renewed volatility rather than a smooth 
adjustment, and I still believe that the downward trend in 
EUR/USD and oil prices will prevail in the coming months. 

 
Marco Annunziata, Ph.D. (HVB) 
+44 20 7826-1770 
marco.annunziata@unicreditgroup.co.uk 
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US inflation moderating more 
slowly than it accelerated 
● Rising energy prices have pushed US consumer price in-

flation to its highest level in 17 years. Unfortunately, infla-
tion is now not moderating as rapidly as it accelerated – 
despite the correction in oil prices.  

● Reasons are that first, gasoline prices have fallen more 
slowly than crude oil prices. Second, seasonal factors an-
ticipate a decline in gasoline prices, and third, core infla-
tion is likely to accelerate slightly further.  

● We think it will be spring before the inflation situation 
starts to improve sustainably. Core inflation will probably 
moderate slightly, and headline inflation should even pull 
back strongly.  

● Nevertheless, falling oil prices combined with lower infla-
tion expectations have reduced the near-term pressure for 
interest rate hikes. The Fed has more time to monitor the 
development of the economy and financial markets before 
it finally starts the tightening cycle. 

 

Inflation at 17-year high 
In July, the US inflation rate rose to 5.6%, which is the high-
est reading in 17 years. Since the cyclical low in August 2007 
(2.0%), the inflation rate has, therefore, almost trebled. The 
main reason for this is the surge in energy prices. In July, the 
energy component of the CPI was up 30% y-o-y, and be-
tween April and July it even increased by an annual rate of 
80%! Energy prices are, therefore, responsible for 85% of 
the rise in inflation since August 2007 (cf. chart).  

ENERGY PRICES DRIVING INFLATION 

Consumer Price Index, in % y-o-y  
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 Source: BLS, Thomson Datastream, UniCredit Global Research 

Near-term relief from falling oil prices 
smaller than hoped for 
Against this backdrop, the recent pullback in the price of oil is 
very reassuring. Since mid-July, for example, the price for a 
barrel of West Texas Intermediate has fallen by over USD 
30, or 22%. Thanks to this development, the inflation situa-
tion in the US will moderate – albeit not as rapidly as could 
be suspected given the strong pullback in the oil price. 

Gasoline prices, the most important energy good for US con-
sumers, have, for example, fallen only 9% since mid-July, 
and the average monthly decline between August and July is 
even only 6½%. Furthermore, the seasonal factors “expect" 
gasoline prices to decrease after the driving season. In the 
past year, the seasonal factor for the month of August was  
-3¼%. Accordingly, the seasonally-adjusted decline in gaso-
line prices would be reduced to a meager 3¼%. For the five 
months between August and December, seasonal factors 
expect gasoline prices to decline by a total of 12% (cf. chart).  

SEASONAL FACTORS EXPECT FALLING GASOLINE PRICES 
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 Source: BLS, Thomson Datastream, UniCredit Global Research 

Core inflation accelerating 
Alongside energy prices, core inflation has also accelerated. 
In the last three months alone, consumer prices ex food and 
energy have risen an annualized 3½%; between January 
and April, the increase was still 1¼%. Above all four sectors 
are responsible for this acceleration: Lodging away from 
home, apparel, public transportation and new & used motor 
vehicles (cf. chart on the next page). 
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WHICH SECTORS ARE RESPONSIBLE FOR THE RISE IN CORE 
INFLATION? 

Contribution to the rise in the core inflation rate (3M rate) between 
April and July in percentage points 
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Higher inflation in the public transportation sector (primarily 
airline fares) reflects the pass-through of high energy prices 
on to consumers. Indirectly, the higher prices for lodging 
away from home may also be a result of these more expen-
sive flights. If fewer and fewer households can afford to 
travel by air and prefer to vacation in the US, that would 
namely fuel demand for hotels in the US. This explanation is, 
however, not entirely satisfactory, particularly since higher 
gasoline prices have also increased the cost of traveling in 
the US, and they should have lowered the budget for holiday 
trips in general. The strong increase in apparel prices is likely 
the result of higher producer and import prices for textiles. It 
is hard to understand, however, the development of car 
prices. Since unit sales are still falling in the double digits, 
there is no rational explanation why prices of new and used 
motor vehicles are now rising more strongly again than at the 
beginning of the year. 

The accelerated increase in consumer prices ex food and 
energy over the past three months is a burden for the coming 
months and will see the core inflation rate accelerate further 
slightly. By the beginning of Q2 2009, we expect the core 
rate to accelerate to 2¾% from currently 2½%. This devel-
opment reflects both a (limited) feed-through of the high en-
ergy prices and the persisting cost pressure from high pro-
ducer and import prices for consumer goods.  

Relief will begin in spring 
Core inflation should then moderate again in the course of 
Q2 2009. As stated, the feed-through of higher energy prices 
into the prices of other goods has been rather limited so far. 
The latest Fed Beige Book corroborates that sluggish do-
mestic demand is making it hard for most companies to pass 
on higher production costs to consumers. Furthermore, wage 

pressure has continued to weaken in recent months. 
“Thanks" to the weak labor market, there is, therefore, no 
trace of second-round effects (cf. chart). Finally, the USD 
has firmed. Against the currencies of the most important 
trading partners, the USD has appreciated more than 7% 
since mid-July. That should slow the rise in prices of im-
ported consumer goods.  

WAGE GROWTH SLOWING 

In %, y-o-y 
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Since, at the same time, we expect only a moderate increase 
(+8%) in energy prices in the coming year, headline inflation 
will also moderate appreciably. In two stages (because of 
basis effects), inflation is likely to slow from currently 5.6% to 
2½% by mid-2009. 

INFLATION HAS PEAKED  

In %, y-o-y 
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Fed remains on hold 
Falling energy prices and slower rising wages have, in the 
short term, taken some of the pressure off the Fed to raise 
interest rates – despite still rising core inflation. This is all the 
more true since inflation expectations have weakened across 
the board in recent weeks. The breakeven inflation rate de-
rived from inflation-indexed bonds (TIPS) even fell to a new 
five-year low of 2.14% at the beginning of August (cf. chart). 
But other indicators (Survey of Professional Forecasters, 
consumer surveys) also demonstrate that inflation expecta-
tions have pulled back from their highs. 

INFLATION EXPECTATIONS HAVE PLUMMETED  
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As a result, the Fed has more time to monitor the develop-
ment of the economy and financial markets before finally 
raising rates. While we expect the first rate move at the end 
of the current year, we do, however, see the danger of 
weaker economic data and persisting problems on financial 
markets postponing the normalization of monetary policy un-
til the beginning of 2009. 

 
Dr. Harm Bandholz (HVB) 
+1 212 672-5957 
harm.bandholz@us.unicreditgroup.eu 
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German inflation: Pipeline  
pressure remains high 
● The recent correction in commodity prices is bringing re-

lief for fuel and food prices. These direct effects should 
lower the inflation rate in August. 

● It is, however, still not possible to sound the final all-clear 
on the inflation front. Pipeline pressure remains high. Cor-
porate selling price expectations continue to point to lag-
ging, indirect price increases. 

● Barring a further strong pullback in commodity prices, the 
inflation rate will moderate only slowly. As a result, the 
ECB will remain vigilant until further notice, primarily also 
because of rising wage demands. 

 

Correction on commodity markets 
Until only recently, it had appeared commodity prices knew 
only one direction: upwards. But there has been an impres-
sive change in this situation in recent weeks. Alongside the 
oil price, prices of above all agricultural commodities have 
corrected appreciably (cf. chart). The consolidation on com-
modity markets is bringing relief on the inflation front. After 
inflation had spiked to a 15-year high in July, the preliminary 
numbers for August being released at the end of the month 
should bring a tangible pullback in inflation, helped by lower 
prices for fuel and heating oil.  

CONSOLIDATION ON THE COMMODITY MARKETS  
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Inflationary pressure still high 
The consolidation does not, however, mean it is possible to 
sound a general all-clear on the inflation front. This was also 
reflected in the ECB comments after the recent interest rate 
decision. Even though the central bank took note of the price 
declines, it still described commodity prices as high and vola-
tile. It also said that forecasting commodity prices is one of 
the most difficult exercises. And commodity prices across the 
board remain, in fact, well above pre-year levels. Contrary to 
the direct, dampening effects of commodity prices on con-
sumer prices, the pressure in the pipeline therefore remains 
high. The upstream price stages point to a steep upward 
trend until July. Despite the strong EUR exchange rate until 
recently, the annual rate for import prices is currently a very 
high 8.9%. Producer price inflation in July (also 8.9%) even 
hit its highest level in almost 27 years (cf. chart).  

HIGH UPSTREAM INFLATION PRESSURE  

In % y-o-y 
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The surge in input prices in industry and at service compa-
nies over the past year points to further, delayed price in-
creases for the coming months. Even though the persisting 
weakness of consumer demand should prevent the incre-
mental costs being passed on in full, the increased pressure 
on margins will compel many companies to raise prices. This 
is underpinned by selling price expectations. Even after the 
recent correction in commodity prices, the number of firms 
planning to raise prices remains high in August (cf. chart on 
the next page). 
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EXPECTATIONS FOR SELLING PRICES REMAIN ELEVATED 
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Accordingly, the dynamic in core consumer prices (ex energy 
and food) should remain at a heightened level for the time 
being. Even though we do not expect any further accelera-
tion in the annual rate of consumer prices, under current con-
ditions we do not see clear relief either until next spring. Only 
a further strong and sustained correction in commodity 
prices, which we do not however anticipate, could rapidly 
push the inflation rate below the 2% mark and put an end to 
inflation concerns. We calculate a pullback in the oil price to 
USD 80 per/barrel would see the inflation rate fall rapidly to-
wards the 1% mark (cf. chart in the next column). 

INFLATION SCENARIOS 

Consumer prices, in % y-o-y 
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Wage-price spiral remains in check 
Apart from this scenario, inflation risks will persist for the 
near future. Furthermore, stubborn inflation, which in all 
probability will not permit any perceptible rise in real incomes 
this year either, caused wage demands for the next round of 
collective bargaining to increase further. The next key collec-
tive wage agreement in the metalworking and electrical engi-
neering industry for roughly 3.2 mn employees expires at the 
end of October. Even though there is no official wage de-
mand so far, IG-Metall chief Berthold Huber has announced 
a markup to the 6.5% demanded in the previous year. And 
the delegate meeting of the Ludwigsburg region has agreed 
on a proposal of 9% plus a one-time payment of EUR 1,000. 
Factors arguing against realization of the very high wage 
demands are, however, the strong deterioration in business 
expectations and the related trend reversal on the labor mar-
ket expected at the latest by the end of the year (cf. Re-
search Note on page 10). In respect to the macroeconomic 
environment, the probability of excessive wage settlements 
has, therefore, declined considerably. 

And even though the collective wage agreements concluded 
so far for this and next year show substantially higher wage 
increases overall compared to the moderate previous years, 
they do not so far point to the heightened danger of strong 
second-round effects. Based on our calculations, the key 
agreements concluded so far for calendar year 2009 even 
point to a slight slowdown in the growth rate of collectively 
agreed upon wages compared to this year to close to 3.0% 
(cf. chart on the next page).  
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HIGHER WAGE SETTLEMENTS 

Collective-agreed wages in key sectors, in % y-o-y, based on the 
calendar year 
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In summary, we expect the consolidation in commodity 
prices combined with the weak outlook for growth in the com-
ing quarters will see the inflation rate moderate steadily, al-
beit slowly because of the still high pipeline pressure in the 
short term. The remaining upside risks - which for the euro 
zone as a whole are similar to those for Germany – will, 
however, prevent the ECB from scaling back its rhetoric in 
the coming months. The No. 1 inflation watchdog should re-
main vigilant. 

Alexander Koch (HVB) 
+49 89 378-13013 
alexander.koch1@unicreditgroup.de 
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Germany: Labor market upswing 
running out of steam 
● So far, the labor market has been unimpressed by the 

dark clouds gathering on the economic horizon. In July, 
the unemployment rate fell to its lowest level since 1992. 

● The Beveridge curve in addition suggests that the strong 
efforts undertaken by German industry to improve com-
petitiveness have halted the rise in structural unemploy-
ment. 

● A cyclical weakening of the lagging indicator labor market 
is, however, inevitable. By the end of the year at the lat-
est, we expect the rise in employment to end. 

 

Labor market still in an upswing 
The German economy has turned on a dime. In spring, the 
economy contracted 0.5% q-o-q, the first decline in almost 
four years. Even though the weakness is attributable in part 
to a technical correction – special factors had provided the 
growth dynamic with strong support at the beginning of the 
year – the latest growth numbers nevertheless already reflect 
the cyclical downswing forces. This is underscored by the 
slump in the leading indicators, whose levels now indicate a 
heightened recession risk. The German economic boom has 
screeched to a halt. The only good news recently still came 
from the labor market. We also expect the labor market 
numbers for August, scheduled for release next week, to 
show a renewed decline of an adjusted 15,000. The impor-
tant employment subject to social security contributions  
number has increased strongly since the low at the begin-
ning of 2006, by roughly 1.4 mn. And at 7.8%, the adjusted 
unemployment rate has fallen to its lowest level since June 
1992.  

STRONG DECLINE IN UNEMPLOYMENT 

Unemployment rate in %, sa 
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 Source: Feri, UniCredit Global Research 

The labor market is, however, traditionally a lagging eco-
nomic indicator. It reacts with a certain time lag to turning 
points in the growth dynamic. And recently there has been 
mounting evidence that the success story will end soon. 

Rise in structural unemployment 
halted 
The number of vacancies, a reliable leading indicator for the 
labor market, already peaked some time ago. In the past, a 
trend reversal in the ratio of vacancies to the labor force has 
reliably indicated cyclical turning points on the labor market. 
This correlation is found in the concept of the Beveridge 
curve (named after the economist William Beveridge (1879-
1963)). The Beveridge curve is a graphical representation of 
the relationship between the unemployment rate and the job 
vacancy rate, with the unemployment rate normally being 
plotted on the Y axis (cf. chart). In principle, the curve slopes 
downwards to the right, since a lower vacancy rate normally 
reflects higher unemployment, and vice versa. 

BEVERIDGE CURVE  

X axis: job vacancy rate; Y axis: unemployment rate 

3

4

5

6

7

8

9

10

11

12

0.2 0.4 0.6 0.8 1.0 1.2 1.4 1.6

00

91

79

07

Juli 08

77 78

80

81

82

83 84 85 86 87

88
89

90

92

93

94

95

96

97

98
99

01
02

0304

05 (Hartz IV)

06

 Source: Feri, UniCredit Global Research 

The Beveridge curve for the German labor market has 
shifted clearly outward since the 70s. That means that with 
the same job vacancy rate the level of unemployment has in-
creased. This development reflects the rise in structural un-
employment. The extensive efforts undertaken by German 
industry to improve competitiveness since the high-tech bub-
ble burst have, however, prevented any further outward drift 
of the Beveridge curve. The structural factors that made the 
outstanding performance of German industry possible in re-
cent years have not vanished, despite the current deteriora-
tion in the outlook for growth. This should also provide sup-
port over the medium term, and in the process help forestall 
a renewed increase in the still high structural unemployment.  
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Cyclical trend reversal ahead 
Nevertheless, a cyclical downswing on the labor market ap-
pears inevitable. The rapid end of the boom phase in Ger-
man industry has already had a strong negative impact on 
corporate hiring plans in manufacturing (cf. chart). The unex-
pectedly rapid reduction of the comfortable order cushion, 
exacerbated by the unfavorable prospects for growth in the 
most important trading partner countries, clearly suggests 
hiring plans will also become increasingly cautious in the 
coming months. Accordingly, strong job creation in the ser-
vices sector should also level off, not least because the high 
level of inflation is hurting private consumption. 

TREND REVERSAL IN EMPLOYMENT PLANS 

Employment plans, EU Commission survey 
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 Source: Feri, UniCredit Global Research 

Temporary employment being put to 
the test 
This also applies in special measure to the dynamic tempo-
rary employment sector, which has made a material contribu-
tion to the pronounced upturn on the labor market. Since the 
extensive liberalization of temporary employment under the 
Schröder administration, the number of temporary employ-
ees has increased rapidly. Similar to the regime in many 
other countries, the time limit on temporary employment was 
abolished in 2003. As a result, temporary employment has 
become much more appealing as an instrument to circum-
vent Germany’s extensive protection against termination that 
still applies to permanent employment relationships. Since 
the abolition of the time limit on temporary employment, the 
number of temporary employees more than doubled by the 
end of 2007 to approximately 750,000 (cf. chart in the next 
column). Since the beginning of the current labor market up-
swing, temporary employment has increased by an average 
of 30% in the last two years. In contrast, the already gratify-
ingly strong dynamic in employment subject to social security 
contributions totaled 'only' 2% per year.  

SURGE IN TEMPORARY EMPLOYMENT 

Temporary employees at the end of the year, in thousands 
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 Source: BZA, UniCredit Global Research 

The deterioration in the outlook for growth will also impact 
the temporary employment sector. It is, however, still a bone 
of contention whether the increase in temporary employment 
will exacerbate or dampen the anticipated labor market 
slowdown. On the one hand, companies can rapidly reduce 
the number of temporary employees on a decline in capacity 
utilization. On the other hand, the flexibility of the instrument 
temporary employment could reduce corporate caution over 
hiring plans during more uncertain times. Unfortunately, data 
for the temporary employment sector in Germany are still 
relatively meager, thereby making near-term conclusions 
about its impact on employment more difficult. A glance at 
the cycle of the temporary employment industry in the US 
does, however, suggest that in an economic downswing 
phase temporary employment leads the development of 
overall employment, and the decline in temporary employ-
ment is disproportionately strong. Recently, the situation in 
the US temporary employment industry also turned much 
earlier (cf. chart). 

US TEMPORARY EMPLOYMENT AMPLIFIES LABOR MARKET 
CYCLES 

US employment, in % y-o-y 
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Labor market upswing will be over by 
the end of the year the latest 
The development of employment in Germany is very closely 
correlated with the dynamic of corporate investment (cointe-
gration, cf. chart). In the short term, the development of em-
ployment can fluctuate around the investment trend. These 
deviations are, however, eliminated again over time (error 
correction mechanism).  

LONG-TERM CORRELATION 
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 Source: Feri, UniCredit Global Research 

Our error correction model for forecasting the development 
of employment tracks the actual dynamic on the labor market 
relatively reliably. It indicates a trend reversal in employment 
by the beginning of 2009. Until then, it still shows a further 
increase in employment, albeit at a much slower pace. But 
the expiry of declining-balance depreciation for business in-
vestments at the end of last year probably helped the in-
vestment dynamic recently on advance effects. Accordingly, 
there is the risk that the slowdown in investment in machin-
ery and equipment, suggested by official statements after the 
release of the preliminary growth numbers for the second 
quarter, will continue, amplified by the recent slump in the 
dynamic of foreign demand in industry. As a result, we see 
the risk of the rise in employment already ending later this 
year. All told, we expect 2008 will still bring a further tangible 
decline in unemployment of roughly 300,000, after 600,000 
in the previous year. In the coming year, however, a net total 
of roughly 150,000 jobs should then be lost in the course of 
the year. 

Alexander Koch (HVB) 
+49 89 378-13013 
alexander.koch1@unicreditgroup.de 
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Data Monitor Europe – Preview of the coming week 

Tuesday, August 26 
 

GERMANY, IFO BUSINESS CLIMATE NOTICEABLE DETERIORATION IN CORPORATE SENTIMENT 

August MIB Cons. July June Ifo index  

Index 97.2 97.2 97.5 101.2 
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The disappointing development of new orders in industry 
as well as private consumption, which is being hit hard 
by high inflation, have recently triggered a slump in 
business sentiment. The strong correction in the oil price 
as well as the marked depreciation of the EUR in recent 
weeks will probably have provided business expecta-
tions with at least temporary support in August. The still
high situation component should, in contrast, continue to 
weaken steadily. Overall, we expect a slight fall in the 
business climate in August. 

 

Source: Feri, UniCredit Global Research
 

GERMANY, GDP ECONOMY HEADING SOUTH  
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The August 14 Flash estimate will probably be con-
firmed. The release of the detailed components should 
show a very strong correction in construction. According 
to officials, demand for investment in machinery and 
equipment has also slowed. Private consumption, which 
is being hit by the high level of inflation, was presumably
also a drag. The sole support in the spring was net ex-
ports, but only because imports were down much more 
strongly than exports. 

 

Source: Feri, UniCredit Global Research
 

GERMANY, GFK CONSUMER CLIMATE CONSUMER SENTIMENT REMAINS MUTED 

September MIB Cons. Aug July Gfk consumer climate 

Index 2.3 2.0 2.1 3.6 
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The strong price increases, primarily for consumer sta-
ples, have recently triggered a slump in income expecta-
tions. The growing concerns about the economy have 
also had a negative impact on the willingness-to-buy. 
The recent correction in oil and fuel prices has, however, 
brought some temporary relief. We therefore expect a 
slight improvement in the consumer climate at a still low 
level. 

 

Source: Thomson Datastream, UniCredit Global Research
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Wednesday, August 27 
 

ITALY, CONSUMER CONFIDENCE  TEMPORARY RECOVERY IN SENTIMENT 

August MIB Cons. Jul Jun  Index 
 97.5 96.6 95.8 99.9  
 
After having plunged to its historical low in July (at 95.8) 
we expect Italy’s consumer confidence to have re-
bounded in August, rising to 97.5. The decline in fuel 
prices and likely moderation in food inflation might have 
had a positive impact on sentiment, offsetting the de-
pressing effect of the negative GDP growth in Q2.  
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  Source: ISAE, UniCredit Global Research
 

Thursday, August 28 
 

GERMANY, CONSUMER PRICES (FLASH)* CORE RATE BELOW THE 2% MARK 

August MIB Cons. July June Consumer prices in % y-o-y 

in % m-o-m -0.5 -0.2 0.6 0.3 

in % y-o-y 2.9 3.2 3.3 3.3 
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The correction in fuel and heating oil prices should have 
triggered a tangible m-o-m decline in consumer prices in 
August. As a result, the annual headline rate will proba-
bly also dip slightly below the 3% mark again. Conse-
quently, inflation has presumably already peaked. But 
the inflationary pressure will remain high in the short 
term and prevent a further pullback in the inflation rate in 
the coming months (cf. also Research Note on page 7). 

 

Source: Feri, UniCredit Global Research
 

GERMANY, UNEMPLOYMENT DOWNWARD TREND STILL INTACT 

August MIB Cons. July June Unemployment in mn 

in ’000 m-o-m, sa -15 -10 -20 -36 
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After the end of the summer holidays in several federal 
states, unemployment should have declined in August 
on seasonal effects. The adjusted number will probably 
also have declined further despite the deterioration in 
the outlook for growth, albeit at a slower pace. As a lag-
ging economic indicator, the labor market will probably 
increasingly run out of steam in the coming months. By 
the end of the year at the latest, we expect a trend re-
versal for employment (cf. also Research Note on page 
10). 

 

Source: Feri, UniCredit Global Research
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EMU, ECONOMIC CONFIDENCE DECLINING FURTHER 

August MIB Cons. July June 
 89.1 88.9 89.5 94.8 
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Economic confidence should decline further in August, 
coming in at 89.1. Sentiment among manufacturers and 
consumers seems more vulnerable: manufacturers are 
facing rising levels of stocks and worsening expectations 
for domestic and foreign demand, while consumers are 
seeing their purchasing power dragged down by the in-
flation spike and are starting to get concerned about la-
bor market prospects. 

 
 
 
 

Source: European Commission, UniCredit Global Research
 

Friday, August 29 
 

EMU, CONSUMER PRICES (FLASH) INFLATION HAS PEAKED 

August MIB Cons. July June 
In %, y-o-y 3.9 3.9 4.0 4.0 
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We expect the inflation rate in August to edge down to 
3.9%, mostly because of lower energy prices. As a mat-
ter of fact, barring any renewed and abrupt increase in 
oil prices, we reckon that the June-July outcome may 
well represent the peak in inflation in this cycle. 

 

 

Source: Eurostat, UniCredit Global Research
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ITALY, CONSUMER PRICES INFLATION HAS PEAKED 

August MIB Cons. July June 
In %, y-o-y 3.8 4.0 4.0 3.8 
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Italy’s consumer prices should remain unchanged in Au-
gust from the previous month, bringing the yearly growth 
rate down to 3.8%. The deceleration is mostly attribut-
able to lower transport costs, thanks to falling fuel prices 
in the month. Core components should remain well be-
haved and food inflation has likely entered a downward
trend. Thereafter, we expect inflation to stabilize at the 
current level in the short term. 

 

Source: Istat, UniCredit Global Research
 

* Earliest possible release date. 

 
Tullia Bucco (HVB Milan), +39 02 8862-2079, tullia.bucco@unicreditgroup.de  
Chiara Corsa (HVB Milan), +39 02 8862-2209, chiara.corsa@unicreditgroup.de 
Alexander Koch (HVB), +49 89 378-13013, alexander.koch1@unicreditgroup.de 
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Data Monitor US - Preview of the coming week 

Monday, August 25 
 

EXISTING HOME SALES EXISTING HOME SALES HAVE BOTTOMED OUT 

July MIB Cons. June May 

In mn annualized 5.00 4.90 4.86 4.99 
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After dropping 2½% in June, existing home sales likely 
rebounded in July. Such a movement has been signaled 
by the Pending Home Sales Index, which rose 5¼%. 
Overall, it seems as if home sales have finally found a 
bottom. Partly due to the soaring numbers of foreclo-
sures, home sales have been particularly robust in Cali-
fornia, Florida, and Arizona during the last six months.  

 

Source: Thomson Datastream, UniCredit Global Research
 

Tuesday, August 26 
 

S&P/CASE SHILLER HOME PRICE INDEX HOUSE PRICES CONTINUE TO DROP 

June MIB Cons. May Apr In % y-o-y 

In % y-o-y -16.2 -16.2 -15.8 -15.2 
 
High inventories of homes for sale continue to exert 
downward pressure on home prices. However, the 
monthly decline in the Case Shiller index has deceler-
ated during the last two months. As the monthly num-
bers are calculated as a smoothed three-month average, 
we expect another rather benign drop in June. Due to 
basis effects, the y-o-y reading will continue to decline 
by August, before it starts to improve. 

 

Source: Thomson Datastream, UniCredit Global Research
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NEW HOME SALES BLEAK OUTLOOK FOR HOMEBUILDERS 

July MIB Cons. June May 

In thousands annualized 525 525 530 533 
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The situation on the market for new homes remains 
bleak. The latest NAHB Housing Market Index stayed at 
an all-time low of 16, and according to reporting home-
builders, the traffic of prospective buyers continued to 
decline. As a result, we expect sales of new homes to 
decrease further. Nevertheless, as the supply of new 
homes is shrinking even faster, the excess supply of un-
sold new homes is gradually coming off its peak. 

 

Source: Thomson Datastream, UniCredit Global Research
 

CONSUMER CONFIDENCE – CONFERENCE BOARD CONSUMER CONFIDENCE REMAINS SUPPRESSED 

August MIB Cons. July June Consumer confidence index 
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All consumer confidence indicators have risen from their 
multi-year lows in June, and the daily Rasmussen sur-
vey signals that this improvement has continued in Au-
gust. Main reason is the ongoing decline in gas prices, 
which fell by more than 7% since early July. The weak 
labor market, on the other hand, impedes a bigger in-
crease in consumer confidence. This is particularly true 
for the Conference Board’s index, which puts a lot of 
weight on the labor market and income situation of 
households. 

 

Source: Thomson Datastream, UniCredit Global Research
 

Wednesday, August 27 
 

DURABLE GOODS ORDERS STRONG EXPORTS PREVENT A SLUMP IN NEW ORDERS 

July MIB Cons. June May 

In % m-o-m 0.2 0.1 0.8 0.1 
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Car sales and orders tend to move together month to 
month. And we know that July was another poor month 
for car sales. Airplane orders are also being hurt by the 
energy price explosion, and many existing orders are 
being cancelled or renegotiated. On the other hand, the 
manufacturing sector benefits from solid demand for 
commodity and export goods. Net on net, we expect an-
other mild increase in new orders. 

 

Source: Thomson Datastream, UniCredit Global Research
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Thursday, August 28 
 

REAL GDP, PRELIMINARY SUB PAR GROWTH AHEAD 

II/08 MIB Cons. I/08 IV/07 

in % q-o-q annualized 2.8 2.8 0.9 -0.2 
in % y-o-y - - 2.5 2.3 
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The US economy likely grew much faster than the ini-
tially reported 1.9% in Q2. The upward revision of net 
exports alone will lift GDP growth by almost three quar-
ters of a percentage point. In addition, inventory and pri-
vate consumption data were better than initially reported. 

 

Source: Thomson Datastream, UniCredit Global Research
 

INITIAL JOBLESS CLAIMS THE IMPACT OF THE GOVERNMENT’S EMERGENCY PROGRAM 

August 23 MIB Cons. Aug 16 Aug 09 In thousands  
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Since the last week of July, initial jobless claims have 
been between 450k and 460k. While this elevated level 
may signal a further deterioration of the labor market 
situation, we think that it mostly reflects the impact of the 
government’s “Emergency unemployment compensation 
program.” If this is the case, initial claims will move back 
towards 400k during the next few weeks. 

 

Source: Thomson Datastream, UniCredit Global Research
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Friday, August 29 
 

PERSONAL INCOME & OUTLAYS MONTH ONE AFTER THE TAX REBATES 

July MIB Cons. June May 

Income, in % m-o-m -0.7 0.0 0.1 1.8 
Spending, in % m-o-m - 0.2 0.6 0.8 
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In month one after the tax rebates, personal income will 
drop noticeably. However, as households have so far 
spent only a quarter of their rebates, we expect the fiscal 
stimulus will continue to support consumption in Q3. As 
a result of this consumption smoothing, the savings rate, 
after jumping to 5% in May, will become negative in July. 
We expect a drop to -¾% or even -1%. 

 

Source: Thomson Datastream, UniCredit Global Research
 

CORE PERSONAL EXPENDITURE PRICE INDEX CORE INFLATION ON THE RISE 

July MIB Cons. June May 

in % m-o-m 0.3 0.3 0.3 0.2 
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The core CPI was up 0.3% in July, despite a benign 
0.1% increase in owners’ equivalent rent. As this com-
ponent has a much smaller weight in the core PCE bas-
ket, we predict a “high” 0.3% rise, lifting the y-o-y rate to
2.5% - the highest level in almost two years. Above all, 
we expect higher prices for apparel and public transpor-
tation. 

 

Source: Thomson Datastream, UniCredit Global Research
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Review Europe 

Germany: Situation deteriorates 
In August, the ZEW growth expectations for Germany staged 
a surprisingly strong recovery, from -63.9 to -55.5. It was the 
first increase after four consecutive declines. The recent 
strong correction in the oil price as well as the weaker EUR 
probably bolstered the expectations of financial market ex-
perts that the German economy will be over the worst in six 
months. This does not, however, change the fact that the 
growth dynamic will be weak in the second half of 2008. This 
is underscored by the fact that the ZEW situation component 
plummeted at the same time from 17.0 to -9.0. This was the 
strongest decline since the time series was launched in De-
cember 1991 and the lowest reading since February 2006. 

SHARP DECLINE IN THE SITUATION ASSESSMENT 

ZEW index 
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 Source: Feri, UniCredit Global Research 

The bleak prospects for growth in the remainder of the year 
are also reflected in the renewed marked decline in the 
PMIs. The preliminary index reading for manufacturing in 
August fell from 50.9 to 49.9 and, therefore, below the ex-
pansion threshold; the reading for the services sector fell 
from 53.1 to 50.6. As a result, the probability of a further de-
cline in the Ifo business climate index this coming Tuesday 
has also increased substantially.  

Alexander Koch (HVB) 
+49 89 378-13013 
alexander.koch1@unicreditgroup.de 
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Review US 

Housing slump continues 
US housing starts and building permits dropped significantly 
in July after soaring in June. Starts fell back to an annualized 
965k units, and building permits dropped to 937k units. The 
noticeable declines in July are a correction of the exagger-
ated strength in previous months rather than the beginning of 
a renewed downturn. In fact, building permits, which are the 
leading indicator of residential construction activity, were still 
slightly higher than the cyclical low reached in March. The 
short-term volatility was caused almost exclusively by per-
mits for multi-family apartment buildings. They plunged 
32.4% in July, after jumping 52.2% in June (cf. chart). Per-
mits for new single-family homes, in contrast, have shown a 
steadier decline. 

In a separate report, the NAHB Housing Market Index stayed 
at its all-time low of 16 points in August, underpinning the 
gloomy mood among homebuilders. 

SLIDE IN PERMITS FOR SINGLE-FAMILY HOMES GOES ON 

Building permits, in k units at annual rates 
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Producer prices soared in July 
The producer price index (PPI) for finished goods soared an-
other 1.2% in July, lifting the y-o-y rate to a new 27-year high 
of 9.8%. While energy prices went up another 3.1%, the PPI 
ex food & energy also increased an elevated 0.7%. As a re-
sult, the y-o-y rate rose to 3.5%, the highest in 17 years. 
Strangely enough, prices for cars increased another 1.4% af-
ter rising 2.2% in June. It is important to note that the report-
ing week for the PPI report is in the middle of the month. In 
July, oil prices marked their all-time high of USD 147 per bar-
rel exactly then. Hence, the August report is likely to show a 
significant drop in producer prices, mirroring the plunge in 
energy prices. 

Leading Indicators show biggest 
monthly decline in a year 
The Index of Leading Indicators dropped 0.7% in July, the 
fastest decline since last August. Behind the noticeable de-
cline were lower stock prices, weaker building permits and 
the surge in initial jobless claims. Higher interest rate 
spreads and an improved consumer confidence, in contrast, 
supported the index. The monthly decline in the Index of 
Leading Indicators was exaggerated by two factors. First, the 
increase in initial jobless claims was caused partly by the 
government’s “emergency unemployment compensation pro-
gram”. Second, the significant drop in building permits was a 
correction of an unsustainable increase in the previous 
month. While the less volatile six-month change in the Index 
of Leading Indicators fell to -1.8% from -1.4%, it remains 
much more benign than the maximum drop of -4.7%  
between July 2007 and January 2008 (cf. chart). 

THE TREND IS UP 

Index of Leading Indicators, annualized 6M change in % 
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Fixed Income Outlook 
● This week, financial worries dominated the scene: in the 

first part of the week, equity markets registered a sluggish 
performance across the board and curves steepened on 
both sides of the Atlantic. 

● Next week, the agenda will be quite busy in terms of data. 
However, both in the US and in the eurozone we do not 
expect major departures from the current scenario. 

 

Financial worries: the same old story 
Once again, it is all about financial worries. In the eurozone, 
a better-than-expected ZEW did not manage to have a rele-
vant impact on yields, while bad news from the financial sec-
tor pushed investors to safe-haven assets: equity markets 
registered a sluggish performance and the curve remained 
on a steepening trend (with some flattening towards the end 
of the week). In the U.S., the story has been pretty much the 
same, with the 2/10Y spread steepening. 

Next week, the agenda will be quite busy in terms of data 
calendar on both sides of the Atlantic. In the U.S., another 
round of housing data, consumer confidence, durable goods 
orders, the preliminary release of GDP and PCE are sched-
uled: as we expect mixed evidence from the growth data, the 
market tone will be set by the FOMC minutes (out on Tues-
day) and by the performance of equity markets. Should the 
FOMC minutes be in line with the previous one and reiterate 
the view that the Fed is concerned about both downside risks 
to growth and upside risks to inflation (as we expect), the 
market impact would be limited. 

In the eurozone, Ifo, consumer confidence and the unem-
ployment rate are scheduled for next week, while on the in-
flation side, we have the flash estimate of the August CPI. 
We expect growth data to confirm the overall picture of a de-
teriorating economic outlook, with a limited market impact. 
As for the CPI, we expect a deceleration from last month's 
peak (Forecast: 3.9%). The first chart shows the results of a 
model relating the Ifo with the level of the 2/10Y spread. Last 
month, the Ifo reading was 97.5, a level consistent with a 
2/10Y spread trading in the 80bp area. This time, we expect 
the Ifo at 97.2. Our model suggests that we should observe a 
steepening of the curve. The second chart shows the spread 
between the refi rate and the 2Y Bund yield. It highlights that: 

During the first phase of the last tightening cycle (November 
1999/October 2000), the 2Y/refi rate spread collapsed to 
around current levels and started moving on an increasing 
trend a few months after, as investors started to anticipate 
rate cuts.  

In the first phase of the current tightening cycle, the 2Y/refi 
spread has followed the same path, moving on an increasing 
trend as the market started to expect rate cuts. The move-
ment was reversed by a hawkish Trichet, hiking rates by 
25bp in July and sending back the spread to trade in its low-
est range. The spread is now trading in the –30bp area, 
above both the minimum level touched during the past hiking 
cycle and in the present hiking cycle.  

Our analysis hints at a further decrease in yields at the 2Y 
tenor and a steepening of the EU curve. However, as at the 
moment the market is not discounting the chance of a near 
term rate cut, we still do not see the case for a rally at the 
front end and a further steepening of the curve in the near 
term. 

IFO SIGNALS A STEEPER 2/10Y SPREAD 
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2Y/REFI SPREAD: STILL SOME WAY TO GO 
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Forex Outlook 
● This week, the key word in the EUR-USD path has been 

stabilization. After hitting fresh lows at 1.4630 on Tues-
day, the EUR-USD recovered some ground on increasing 
oil prices, and came back to trade in the 1.48 area. 

● Next week, we expect the EUR-USD to remain around 
current levels, with some risks of further downward pres-
sures should the FOMC minutes be more skewed to the 
hawkish side. 

 

EUR-USD: a pause after the thunder-
storm 
This week, the key word in the EUR-USD movement has 
been stabilization. After hitting fresh lows at 1.4630 on Tues-
day, the EUR-USD recovered some ground on slightly in-
creasing oil prices and came back to trade in the 1.48 area. 

Next week, the data calendar will be quite full both in the 
U.S. and in the eurozone. In the U.S., we expect growth data 
(another round of housing data, consumer confidence, dura-
ble goods orders, preliminary release of the GDP and PCE) 
to show mixed evidence. The FOMC minutes out on Tues-
day should reiterate the “downside risks to growth and up-
side risks to inflation” story, but with slightly more emphasis 
on the hawkish side.  

In the eurozone, we expect growth data (Ifo, consumer con-
fidence and unemployment rate) to confirm the gloomy eco-
nomic outlook, while the flash estimate of the CPI should 
show some deceleration on the back of the decrease in oil 
prices (Forecast: 3.9%).  

In this scenario, we do not expect further downside pressure 
on the EUR-USD to come from the eurozone: the last two 
weeks' steep slide already incorporates the eurozone gloomy 
scenario and it seems quite unlikely that a deceleration in the 
CPI, mainly driven by a sharp decrease in oil prices, could 
have a strong impact on the EUR either. If anything, risks are 
for a further slight appreciation of the greenback should the 
market read the FOMC minutes as being more skewed to the 
hawkish side. However, we would regard this movement as 
transitory for the time being. If, on the one hand, it is true that 
the market seems to have bought the dollar strength story, 
on the other hand, we are still not observing an abrupt diver-
sion of monetary policy expectations on the two sides of the 
Atlantic. This coupled with the uncertainty coming from the 
financial markets that still manage to threaten investors’ 
mood (see the first part of this week in equity markets) will 
keep the EUR-USD around the current level in our view, at 
least in the near term. We have certainly come to a turning 
point in the EUR-USD path: it is only a matter of time for the 
greenback to appreciate further versus the EUR. 

EUR-USD STABILIZING AFTER THE SHARP SLIDE 
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MIB View – Our Global Picture 
 
Global economy 
– The ongoing financial market crisis and record-high com-

modity prices are taking their toll: The global economic 
slowdown is more pronounced than had been expected in 
late 2007. A global recession is, however, rather unlikely 
– although the risks have risen. At roughly 3½%, global 
GDP in 2009 will post its slowest growth since 2002 
(2008: +3.8%, 2007:+4.8%). 

– At the same time, global growth is becoming more bal-
anced at lower levels. For the US, we expect real GDP 
growth in 2009 of a meager 1½%, while the eurozone 
economy should expand by only 1%. Emerging Asia and 
China continue to lead the growth rankings (2009: roughly 
+8%). 

US 
– GDP growth in H1 2008 was surprisingly solid. The ser-

vices sector was still hiring, while the export sector prof-
ited from the weak USD. In addition, massive fiscal policy 
impulses also lent a helping hand. This will also be felt in 
Q3. But toward year-end, the US economy will barely 
grow. Nevertheless, a full-fledged recession seems 
unlikely. 

– The Fed substantially tightened its anti-inflation rhetoric 
after having lowered its target rate by 325 bp since  
September 2007 to 2%. But the FOMC cannot hike the 
key rate – not yet. We expect the first move in December 
this year (+50 bp) followed by another 100 bp in 2009. 
This will help the real target rate out of negative territory. 
Therefore, the Fed tightening cycle in 2009 is just a nor-
malization of monetary policy. 

Eurozone 
– After almost three years of sustained expansion, growth in 

2008 will fall substantially below potential with +1.4% 
(2007: +2.6%). The reasons for the slowdown are tighter 
credit conditions, poorer consumer sentiment and the (af-
ter effects) of the EUR appreciation up until recently.  

– Exports and investment will, therefore, be affected the 
most. Private consumption will probably hold its own. But 
at the same time, inflation continues to rise, driven by 
soaring oil and food prices. Discretionary spending is, 
therefore, being hit substantially. Core inflation is also 
drifting up. Higher inflation is fueling wage demands. 

– Therefore, the ECB hiked its refi rate in early July by 25 
pb to 4.25%, but will remain on the sidelines thereafter 
over the next few months. Ultimately however, the ECB 
will be forced to cut rates, although we now expect the 

first step only in spring 2009. But the economic slowdown, 
and thus the easing cycle should be more pronounced 
then previously envisaged – not least because of the July 
refi rate hike. 

Government bond markets 
– Still substantial risk aversion combined with poor macro-

economic and corporate news will see government bond 
yields stay around current levels for the time being.  

– But as financial markets start to normalize this summer, 
US yields will rise again – although only gradually.  

– Bund yields should also stay at their current low levels 
short term, but decline slightly over the rest of this year 
given our expectations that markets will start to price in 
rate cuts later on. 

Exchange rates 
– The EUR appreciation/USD depreciation seems to have 

come to an end. Short term, EUR-USD is expected to pull 
back further – helped by the expectation of ECB rate cuts 
in 2009. At the end of 2008, EUR-USD should trade at 
1.45 followed by 1.38 in mid-2009. 

– JPY will also weaken in the remainder of 2008 and in 
2009.  

 

OUR MACRO FORECASTS 

in % y-o-y 2007 2008 2009 
GDP EMU 2.6 1.4 1.0 
CPI EMU 2.1 3.7 2.6 

GDP Germany 2.6 1.7 0.9 
CPI Germany 2.3 2.8 1.8 

GDP Italy 1.4 0.1 0.4 
CPI Italy 1.8 3.6 2.6 

GDP US 2.2 1.6 1.4 
CPI US 2.9 4.5 3.1 

 

OUR FI. FX & OIL PRICE FORECASTS 

2008/09 30-Sept 31-Dec 31-Mar 30-June 
EMU 3M (%) 4.96 4.95 4.80 4.65 
EMU 10Y (%) 4.15 4.10 4.00 3.90 

US 3M (%) 2.85 3.05 3.50 3.65 
US 10Y (%) 4.10 4.20 4.30 4.40 

EUR-USD 1.49 1.45 1.42 1.38 
USD-JPY 111 112 113 115 
     
Oil Price  122 125 120 135 
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Macro Forecasts 
GDP, real (%, y-o-y) 2002 2003 2004 2005 2006 2007 2008f 2009f
World economy * 2.9 3.8 4.9 4.4 5.0 4.8 3.7 3.5
Industrialized countries * 1.5 1.9 3.1 2.5 2.9 2.6 1.6 1.4
   US 1.6 2.5 3.6 2.9 2.8 2.0 1.6 1.4
   Euro area 0.9 0.8 1.9 1.8 2.9 2.7 1.4 1.0
     Germany ** 0.0 -0.2 0.7 1.0 3.2 2.6 1.7 0.9
     France 1.1 1.1 2.2 1.9 2.4 2.1 1.1 1.0
     Italy 0.5 0.0 1.4 0.7 1.9 1.4 0.1 0.4
     Spain 2.7 3.0 3.2 3.5 3.9 3.8 1.5 0.8
     Austria 0.9 1.2 2.3 2.0 3.3 3.3 2.3 1.3
  UK 2.1 2.8 3.3 1.8 2.9 3.0 1.4 0.9
  Switzerland 0.4 -0.2 2.5 2.4 3.2 3.1 2.1 1.2
  Sweden 2.0 1.8 3.3 3.3 4.4 2.9 1.9 1.6
  Japan 0.3 1.6 2.7 1.9 2.4 2.0 1.0 0.9
Developing countries * 5.3 6.6 7.8 7.5 8.1 8.2 7.0 6.6
   Asia 6.9 8.1 8.6 9.0 9.6 9.7 8.2 7.9
     China 9.1 10.0 10.1 10.4 11.1 11.5 9.8 8.1
     India 4.6 6.9 7.9 9.1 9.7 9.2 7.9 8.0
   Latin America 0.4 2.1 6.2 4.6 5.5 5.6 4.4 3.6
     Brazil 2.7 1.1 5.7 3.2 3.8 5.4 4.8 3.7
   Central and Eastern Europe 4.7 6.4 7.6 6.3 7.5 7.2 5.8 5.5
     Russia 4.7 7.3 7.2 6.4 7.4 8.1 6.8 6.3

 
Consumer prices, CPI (%, y-o-y) 2002 2003 2004 2005 2006 2007 2008f 2009f
   US 1.6 2.3 2.7 3.4 3.2 2.9 4.5 3.1
       core rate (ex food & energy) 2.3 1.5 1.8 2.2 2.5 2.3 2.4 2.3
   Euro area, HICP 2.2 2.1 2.1 2.2 2.2 2.1 3.7 2.6
       core rate (ex food & energy) 2.4 1.8 1.8 1.4 1.4 1.9 1.8 1.8
     Germany 1.4 1.0 1.7 1.6 1.6 2.3 2.8 1.8
     France 1.9 2.1 2.1 1.7 1.7 1.5 3.2 2.0
     Italy 2.5 2.7 2.2 1.9 2.1 1.8 3.6 2.6
     Spain 3.1 3.0 3.0 3.4 3.6 2.8 4.6 3.0
     Austria 1.7 1.3 2.0 2.1 1.7 2.2 3.1 2.2
  UK 1.3 1.4 1.3 2.0 2.3 2.3 3.8 2.6
  Switzerland 0.6 0.6 0.8 1.2 1.1 0.7 2.6 1.5
  Sweden 2.2 1.9 0.4 0.5 1.4 2.2 3.8 3.1
  Japan -0.9 -0.2 0.0 -0.3 0.2 0.1 1.4 1.0

 
GDP, real (%, q-o-q) I/07 II/07 III/07 IV/07 I/08f II/08f III/08f IV/08f
   US (annualized) 0.0 4.8 4.8 -0.2 0.9 1.9 1.3 0.3
   Euro area 0.8 0.3 0.6 0.4 0.7 -0.2 0.2 0.3
     Germany 0.4 0.4 0.6 0.3 1.3 -0.5 0.2 0.2
     France 0.6 0.6 0.7 0.4 0.4 -0.3 0.2 0.3
     Italy 0.3 0.0 0.2 -0.4 0.5 -0.3 0.0 0.0
     Spain 1.0 0.9 0.7 0.8 0.3 0.1 -0.1 0.2
     Austria 0.8 0.8 0.7 0.6 0.8 0.4 0.3 0.3
  UK 0.7 0.8 0.6 0.6 0.3 0.2 -0.1 0.2
  Switzerland 0.7 1.0 0.9 1.0 0.3 0.3 0.2 0.2
  Sweden 0.5 0.7 0.6 0.8 0.4 0.4 0.3 0.3
  Japan 1.0 -0.4 0.2 0.6 0.8 -0.6 0.3 0.2

 
Consumer prices, CPI (%, y-o-y) I/07 II/07 III/07 IV/07 I/08f II/08f III/08f IV/08f
   US 2.4 2.6 2.4 4.0 4.2 4.3 5.1 4.4
       core rate (ex food & energy) 2.6 2.3 2.1 2.3 2.4 2.3 2.4 2.4
   Euro area, HICP 1.9 1.9 1.9 2.9 3.4 3.6 4.1 3.8
       core rate (ex food & energy) 1.8 1.9 1.9 1.9 1.8 1.7 1.8 1.9
     Germany 1.8 2.0 2.3 3.0 2.9 2.8 2.9 2.5
     France 1.2 1.2 1.3 2.3 2.9 3.3 3.5 3.0
     Italy 1.7 1.6 1.6 2.4 3.1 3.6 4.0 3.8
     Spain 2.5 2.4 2.4 4.0 4.5 4.7 5.2 4.3
     Austria 1.7 1.9 2.0 2.8 3.3 3.3 3.2 2.8
  UK 2.8 2.6 1.8 2.1 2.4 3.4 4.8 4.7
  Switzerland 0.1 0.5 0.6 1.7 2.5 2.6 2.7 2.4
  Sweden 1.9 1.8 1.9 3.1 3.2 3.8 4.2 3.9
  Japan -0.1 -0.1 -0.2 0.5 0.9 1.4 1.6 1.4

Comments: *   The GDP shares used for aggregation are based on the purchasing-power-parity (PPP) valuation of country GDPs  
GDP  Gross Domestic Product,   HICP  Harmonized Index of Consumer Prices,   CPI  Consumer Price Index,   f  forecast,   **  GDP growth  unadjusted, 2008: 2.0% 
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Interest & Exchange Rate Forecasts (I) 
INTEREST RATE FORECASTS (%, END QUARTER) 

2008/09 current end-Q3 end-Q4 end-Q1 end-Q2
Eurozone bond market   
   Refi rate 4.25 4.25 4.25 4.25 4.00
   3M Euribor 4.96 4.96 4.95 4.80 4.65
   2Y 4.12 3.95 3.80 3.60 3.40
   5Y 4.08 4.00 3.90 3.75 3.60
   10Y 4.18 4.15 4.10 4.00 3.90
   30Y 4.61 4.60 4.60 4.60 4.55
   10Y swap spread (in bp) 52 45 40 40 40
   
US Treasury Market   
   Fed funds target rate 2.00 2.00 2.50 3.00 3.00
   3M USD Libor 2.81 2.85 3.05 3.50 3.65
   2Y 2.32 2.85 3.10 3.60 3.80
   5Y 3.08 3.50 3.70 4.00 4.20
   10Y 3.84 4.10 4.20 4.30 4.40
   30Y 4.47 4.65 4.75 4.80 4.85
   10Y swap spread (in bp) 70 75 65 60 60
   
Japan   
   Target rate  0.50 0.50 0.50 0.50 0.50
   3M JPY Libor 0.87 0.80 0.80 0.80 0.80
   10Y JGB 1.46 1.55 1.60 1.65 1.70
   
United Kingdom   
   Repo rate 5.00 5.00 5.00 4.75 4.50
   3M GBP Libor 5.76 5.80 5.70 5.40 5.10
   10Y Gilt 4.57 5.15 5.10 5.00 4.80
   
Switzerland   
   3M CHF Libor mid target rate 2.75 2.75 2.75 2.50 2.25
   3M CHF Libor 2.75 2.75 2.75 2.50 2.25
   10Y Swissie 2.87 3.40 3.30 3.20 3.00

 

EXCHANGE RATE FORECASTS (END QUARTER) 

 current end-Q3 end-Q4 end-Q1 end-Q2
EUR-USD 1.4860 1.49 1.45 1.42 1.38
   
EUR-JPY 162.09 165 162 160 159
EUR-GBP 0.7956 0.79 0.78 0.77 0.75
EUR-CHF 1.6201 1.62 1.62 1.60 1.60
   
USD-JPY 109.09 111 112 113 115
GBP-USD 1.8675 1.89 1.86 1.84 1.84
USD-CHF 1.0903 1.09 1.12 1.13 1.16

 

COMMODITY PRICE FORECASTS 

 current end-Q3 end-Q4 end-Q1 end-Q2

Oil price (Brent, USD/b) 120.64 122 125 120 135

DJ-AIG commodity price index 396.43 460 470 480 490
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Interest & Exchange Rate Forecasts (II) 
INTEREST RATE FORECASTS (%, END QUARTER) 

2008/09 current end-Q3 end-Q4 end-Q1 end-Q2

Sweden   

   Key rate 4.50 4.75 4.75 4.75 4.75

   3M rate 5.12 5.30 5.30 5.20 5.20

   10Y government bond yield 4.10 4.60 4.60 4.50 4.40

   10Y spread to Bunds (in bp) -7 45 50 50 50

   

Norway   

   Key rate 5.75 5.75 5.75 5.75 5.75

   3M rate 6.55 6.40 6.30 6.25 6.25

   10Y government bond yield 4.67 4.80 4.70 4.60 4.50

   10Y spread to Bunds (in bp) 49 65 60 60 60

   

Canada   

   Key rate 3.00 3.00 3.00 3.00 3.25

   3M rate 3.34 3.60 3.60 3.60 3.80

   10Y government bond yield 3.60 3.70 3.80 3.90 4.00

   10Y spread to Bunds (in bp) -58 -45 -30 -10 10

   

Australia   

   Key rate 7.25 6.75 6.25 6.00 5.75

   3M rate 7.35 7.20 6.60 6.40 6.10

   10Y government bond yield 5.79 5.95 5.70 5.60 5.60

   10Y spread to Bunds (in bp) 162 180 160 160 170

   

New Zealand   

   Key rate 8.00 7.50 7.00 6.75 6.50

   3M rate 8.30 7.90 7.40 7.10 7.80

   10Y government bond yield 6.09 6.00 5.80 5.70 5.60

   10Y spread to Bunds (in bp) 192 185 170 170 170
 

EXCHANGE RATE FORECASTS (END QUARTER) 

 current end-Q3 end-Q4 end-Q1 end-Q2

   

EUR-SEK 9.3660 9.35 9.30 9.25 9.20

EUR-NOK 7.9351 7.95 7.89 7.86 7.78

EUR-CAD 1.5496 1.58 1.57 1.55 1.53

EUR-AUD 1.6972 1.69 1.71 1.71 1.70

EUR-NZD 2.0779 2.07 2.07 2.09 2.06

   

USD-SEK 6.3029 6.28 6.41 6.51 6.67

USD-NOK 5.3402 5.34 5.44 5.54 5.64

USD-CAD 1.0429 1.06 1.08 1.09 1.11

AUD-USD 0.8755 0.88 0.85 0.83 0.81

NZD-USD 0.7152 0.72 0.70 0.68 0.67

   

EUR-USD 1.4860 1.49 1.45 1.42 1.38
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Economic Event & Data Release Calendar 
Date Time Country Indicator Period MIB est. Consensus Prev. period
 (ECB)     (Bloomberg)
      
22 August to 29 August 2008     
      
Fri, 22 Aug '08 16:00 US Fed's Bernanke Speaks on Financial Stability at Jackson Hole   
      
Mon, 25 Aug '08 8:00 JN BOJ Governor Shirakawa to Speak in Osaka   
 8:00 GE Import price index (in % y-o-y) Jul 9.4 9.2 8.9
 8:00 GE Import price index (in % m-o-m) Jul 0.7 0.5 1.5
 16:00 US Existing home sales (in mn) Jul 5.0 4.9 4.9
      
Tue, 26 Aug '08  UK House price (Nationwide, in % y-o-y) Aug  -9.6 -8.1
 8:00 GE Real GDP (in % y-o-y) Q3 1.7 1.7 1.7
 8:00 GE Real GDP (in % q-o-q) Q3 -0.5 -0.5 -0.5
 8:10 GE GfK consumer confidence Sep 2.3 2.0 2.1
 8:45 FR Building permits (in % y-o-y, smoothed) Jul  -15.3
 8:45 FR Housing starts (in % y-o-y, smoothed) Jul  -28.2
 10:00 GE ifo business climate (index) Aug 97.2 97.2 97.5
 15:00 US S&P/Case-Shiller home priceindex (in % y-o-y) Jun -16.2 -16.2 -15.8
 16:00 US Conference Board consumer confidence Aug 53.0 53.0 51.9
 16:00 US New home sales (in thousands) Jul 525.0 525.0 530.0
 16:00 US OFHEO house price index (in % m-o-m) Jun  -0.4 -0.3
      
Wed, 27 Aug '08 9:25 EMU ECB's Papademos Speaks in Buenos Aires   
 9:30 IT Consumer confidence (ISAE, index) Aug 97.5 96.6 95.8
 13:00 US MBA mortgage applications Aug 22  -1.5
 14:30 US Durable goods orders ex transportation (in % m-o-m) Jul  -0.5 2.0
 14:30 US Durable goods orders (in % m-o-m) Jul 0.2 0.1 0.8
 14:35 US Atlanta Fed's Lockhart to Speak on Inflation at Georgia State   
 17:30 SZ SNB's Hildebrand Holds Speech in Zurich   
      
Thu, 28 Aug '08  GE Consumer price index, CPI (national, in % y-o-y)* Aug 2.9 3.2 3.3
  GE Consumer price index, CPI (national, in % m-o-m)* Aug -0.5 -0.2 0.6
 3:30 JN BOJ Board Member Suda to Speak in Kanazawa, Japan   
 9:55 GE Unemployment rate (in %) Aug 7.8 7.8 7.8
 9:55 GE Unemployment change (in thousands) Aug -15.0 -10.0 -20.0
 10:00 IT Producer price index, PPI (in % y-o-y) Jul  8.8 8.2
 10:00 GE Retail PMI Aug  46.4
 10:00 EMU Retail PMI Aug  46.0
 10:00 EMU M3 money supply (in % y-o-y, 3M moving average) Jul  9.5 9.9
 10:00 EMU M3 money supply (in % y-o-y) Jul 9.8 9.0 9.5
 11:00 EMU European Commission economic sentiment (index) Aug 89.1 88.9 89.5
 11:00 EMU European Commission consumer confidence climate (index) Aug  -20.0 -19.7
 11:00 EMU European Commission business climate (index) Aug  -0.4 -0.2
 14:30 US PCE deflator (in % q-o-q annualized) Q2  2.1 2.1
 14:30 US Real GDP (in % q-o-q annualized) Q2 2.8 2.8 1.9
 14:30 US Initial jobless claims (in thousands) Aug 22 430.0 432.0
 18:00 EMU ECB's Bini Smaghi Speaks at Conference in Cortina, Italy   
      
Fri, 29 Aug '08 1:01 UK Consumer confidence (GFK, index) Aug  -41.0 -39.0
 1:15 JN PMI (Nomura) Aug  47.0
 1:30 JN Unemployment rate (in %) Jul  4.1 4.1
 1:30 JN Core consumer price index (in % y-o-y) Jul  0.1 0.1
 1:30 JN Consumer price index (in % y-o-y) Jul  2.2 2.0
 7:00 JN Tankan survey small business Aug  39.9
 10:00 EMU ECB's Klaus Liebscher Holds Closing Press Conference in Vienna   
 10:00 IT Retail sales (in % m-o-m) Jun  -0.1 0.2
 11:00 IT Consumer price index (in % y-o-y) Aug 3.8 4.0 4.1
 11:00 EMU Consumer price index, CPI (in % y-o-y, flash estimate) Aug 3.9 3.9 4.1
 11:00 EMU Umemployment rate (in %) Jul 7.3 7.3 7.3
 11:30 SZ KOF business climate Aug  0.8 0.9
 14:30 US PCE core inflation (in % m-o-m) Jul 0.3 0.3 0.3
 14:30 US Personal expenditures (in % m-om) Jul  0.3 0.6
 14:30 US Personal income (in % m-o-m) Jul -0.7 0.0 0.1
 15:45 US Chicago Purchasing Managers Index Aug  49.8 50.8
 16:00 US University of Michigan consumer confidence Sep  62.0 61.7

*: Asterisked releases are scheduled on or after the date shown     sa = seasonal adjusted, nsa = not seasonally adjusted, wda = working day adjusted
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Economic Event & Data Release Calendar – The week after 
Date Time Country Indicator Period MIB est. Consensus Prev. period
 (ECB)     (Bloomberg)
      
01 September to 05 September 2008     
      
Mon, 01 Sep '08  UK House price (HBOS, in % 3M y-o-y) Aug  -8.8
 9:30 SZ Manufacturing PMI (index) Aug  54.1
 9:45 IT Manufacturing PMI (index) Aug  45.3
 9:50 FR Manufacturing PMI (index) Sep  45.1
 9:55 GE Manufacturing PMI (index) Sep  49.9
 10:00 IT Large industry employment (in % y-o-y) Jun  -0.1
 10:30 UK Mortgage approvals (in thousands) Jul  36
 10:30 UK Manufacturing PMI (index) Aug  44.3
 18:00 IT New car registration (in % y-o-y) Aug  -10.88
 19:00 IT Budget balance (EUR bn) Aug  2.2
 20:45 US Fed's Hoenig Speaks in Argentina on Financial Turmoil   
      
Tue, 02 Sep '08 3:00 JN BOJ Governor Shirakawa to Speak in Nagoya   
 7:45 SZ Real GDP (in % q-o-q) Q2  0.3
 7:45 SZ Consumer price index (in % y-o-y) Aug  3.1
 7:45 SZ Consumer price index (in % m-o-m) Aug  -0.4
 9:45 SZ Real GDP (in % m-o-m) Q2  3
 11:00 EMU Producer price index, PPI (in % y-o-y) Jul  8
 11:00 EMU Producer price index, PPI (in % m-o-m) Jul  1
 16:00 US Construction spending (in % m-o-m) Jul  -0.4
 16:00 US ISM manufacturing (index) Aug 50.0 50.0
 18:30 SZ SNB's Jordan Holds Speech in Bern   
      
Wed, 03 Sep '08 9:30 IT Business confidence overall (ISAE, index) Aug  83.5
 9:45 IT Services PMI (index) Aug  45.6
 9:50 FR Services PMI (index) Sep  48.5
 9:55 GE Services PMI (index) Sep  50.6
 10:00 EMU Composite PMI (index) Sep  48
 10:00 EMU Services PMI (index) Sep  48.2
 10:00 EMU Manufacturing PMI (index) Sep  47.5
 10:30 UK Services PMI (index) Aug  47.4
 11:00 EMU Private consumption (in % q-o-q) Q2  0.2
 11:00 EMU Government consumption (in % q-o-q) Q2  0.4
 11:00 EMU Gross fixed capital formation (in % q-o-q) Q2  1.6
 11:00 EMU Real GDP (in % q-o-q) Q3  1.5
 11:00 EMU Real GDP (in % y-o-y) Q3  -0.2
 11:00 EMU Retail sales (volume, in % m-o-m) Jul  -3.1
 16:00 US New orders (in % m-o-m) Jul  1.7
 20:00 US Fed Releases Beige Book Economic Report   
      
Thu, 04 Sep '08 12:00 GE Industrial orders (in % m-o-m) Jul  -2.9
 13:00 UK Bank of England repo rate (in %) Aug 22  5 5
 13:45 EMU ECB refi rate (in %) Jan 1  4.25
 14:15 US ADP employment index (change in thousands m-o-m) Aug  9
 14:30 US Initial jobless claims (in thousands) Aug 29 425 
 14:30 US Unit labor costs (in % q-o-q annualized) Q3  1.3
 14:30 US Non-farm productivity (in % q-o-q annualized) Q3  2.2
 16:00 US ISM Non-manufacturing (index) Aug 49.5 49.5
 20:00 US Fed's Yellen Speaks in Salt Lake City on U.S. Economy   
      
Fri, 05 Sep '08 8:45 FR Budget balance (EUR bn) Jul  -32.814
 8:50 EMU ECB's Trichet, Stark, Bini Smaghi Speak in Frankfurt   
 10:00 IT Trade balance (EUR bn) Jun  -59.9
 12:00 GE Industrial production (in % m-o-m) Jul  0.2
 14:30 US Average weekly hours Aug  33.6
 14:30 US Average hourly earnings (in % m-o-m) Aug  0.3
 14:30 US Unemployment rate (in %) Aug 5.6 5.7
 14:30 US Non-farm payrolls (change in thousands m-o-m) Aug -60 -51
 21:55 US Fed's Yellen Speaks in Los Angeles on U.S. Economy   

*: Asterisked releases are scheduled on or after the date shown     sa = seasonal adjusted, nsa = not seasonally adjusted, wda = working day adjusted 
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Disclaimer 
Our recommendations are based on information obtained from, or are based upon public information sources that we consider to be reliable but for the completeness and accu-
racy of which we assume no liability. All estimates and opinions included in the report represent the independent judgment of the analysts as of the date of the issue. We reserve 
the right to modify the views expressed herein at any time without notice. Moreover, we reserve the right not to update this information or to discontinue it altogether without no-
tice. 
This analysis is for information purposes only and (i) does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for any 
financial, money market or investment instrument or any security, (ii) is neither intended as such an offer for sale or subscription of or solicitation of an offer to buy or subscribe 
for any financial, money market or investment instrument or any security nor (iii) as an advertisement thereof. The investment possibilities discussed in this report may not be 
suitable for certain investors depending on their specific investment objectives and time horizon or in the context of their overall financial situation. The investments discussed 
may fluctuate in price or value. Investors may get back less than they invested. Changes in rates of exchange may have an adverse effect on the value of investments. Further-
more, past performance is not necessarily indicative of future results. In particular, the risks associated with an investment in the financial, money market or investment instru-
ment or security under discussion are not explained in their entirety.  
This information is given without any warranty on an "as is" basis and should not be regarded as a substitute for obtaining individual advice. Investors must make their own de-
termination of the appropriateness of an investment in any instruments referred to herein based on the merits and risks involved, their own investment strategy and their legal, 
fiscal and financial position. As this document does not qualify as an investment recommendation or as a direct investment recommendation, neither this document nor any part 
of it shall form the basis of, or be relied on in connection with or act as an inducement to enter into, any contract or commitment whatsoever. Investors are urged to contact their 
bank's investment advisor for individual explanations and advice. 
Neither Bayerische Hypo- und Vereinsbank AG, UniCredit CAIB AG, Bayerische Hypo- und Vereinsbank AG Milan Branch, UniCredit CAIB Securities UK Ltd.and UniCredit Aton 
, nor any of their respective directors, officers or employees nor any other person accepts any liability whatsoever (in negligence or otherwise) for any loss howsoever arising 
from any use of this document or its contents or otherwise arising in connection therewith. 
This analysis is being distributed by electronic and ordinary mail to professional investors, who are expected to make their own investment decisions without undue reliance on 
this publication, and may not be redistributed, reproduced or published in whole or in part for any purpose. 
Responsibility for the content of this publication lies with:  
a) Bayerische Hypo- und Vereinsbank AG, Am Tucherpark 16, 80538 Munich, Germany, (also responsible for the distribution pursuant to §34b WpHG). The company belongs to 

UCI Group. 
Regulatory authority: “BaFin“ – Bundesanstalt für Finanzdienstleistungsaufsicht, Lurgiallee 12, 60439 Frankfurt, Germany. 
b) Bayerische Hypo- und Vereinsbank AG Milan Branch, Via Tommaso Grossi, 10, 20121 Milan, Italy, duly authorized by the Bank of Italy to provide investment services.  
Regulatory authority: “Bank of Italy”, Via Nazionale 91, 00184 Roma, Italy and Bundesanstalt für Finanzdienstleistungsaufsicht, Lurgiallee 12, 60439 Frankfurt, Germany. 
The UniCredit CAIB Group, consisting of 
c) UniCredit CAIB AG, Julius-Tandler-Platz 3, 1090 Vienna, Austria 
Regulatory authority: Finanzmarktaufsichtsbehörde (FMA), Praterstrasse 23, 1020 Vienna, Austria 
d) UniCredit CAIB Securities UK Ltd., 80 Cheapside, London EC2V 6EE, United Kingdom 
Regulatory authority: Financial Services Authority (FSA), 25 The North Colonnade, Canary Wharf, London E14 5HS, United Kingdom 
e) UniCredit Aton, Boulevard Ring Office Building, 17/1 Chistoprudni Boulevard, Moscow 101000, Russia 
Regulatory authority: Federal Service on Financial Markets, 9 Leninsky prospekt, Moscow 119991, Russia 
POTENTIAL CONFLICTS OF INTEREST 
Bayerische Hypo- und Vereinsbank AG acts as a Specialist or Primary Dealer in government bonds issued by the Italian, Portuguese and Greek Treasury. Main tasks of the 
Specialist are to participate with continuity and efficiency to the governments' securities auctions, to contribute to the efficiency of the secondary market through market making 
activity and quoting requirements and to contribute to the management of public debt and to the debt issuance policy choices, also through advisory and research activities. 
ANALYST DECLARATION 
The author’s remuneration has not been, and will not be, geared to the recommendations or views expressed in this study, neither directly nor indirectly. 
ORGANIZATIONAL AND ADMINISTRATIVE ARRANGEMENTS TO AVOID AND PREVENT CONFLICTS OF INTEREST 
To prevent or remedy conflicts of interest, Bayerische Hypo- und Vereinsbank AG, UniCredit CAIB AG, UniCredit CAIB Securities UK Ltd., Bayerische Hypo- und Vereinsbank 
AG Milan Branch and UniCredit Aton have established the organizational arrangements required from a legal and supervisory aspect, adherence to which is monitored by its 
compliance department. Conflicts of interest arising are managed by legal and physical and non-physical barriers (collectively referred to as “Chinese Walls”) designed to restrict 
the flow of information between one area/department of Bayerische Hypo- und Vereinsbank AG, UniCredit CAIB AG, UniCredit CAIB Securities UK Ltd., Bayerische Hypo- und 
Vereinsbank AG Milan Branch and UniCredit Aton and another. In particular, Investment Banking units, including corporate finance, capital market activities, financial advisory 
and other capital raising activities, are segregated by physical and non-physical boundaries from Markets Units, as well as the research department. In the case of equities exe-
cution by Bayerische Hypo- und Vereinsbank AG Milan Branch, other than as a matter of client facilitation or delta hedging of OTC and listed derivative positions, there is no pro-
prietary trading. Disclosure of publicly available conflicts of interest and other material interests is made in the research. Analysts are supervised and managed on a day-to-day 
basis by line managers who do not have responsibility for Investment Banking activities, including corporate finance activities, or other activities other than the sale of securities 
to clients. 
ADDITIONAL REQUIRED DISCLOSURES UNDER THE LAWS AND REGULATIONS OF JURISDICTIONS INDICATED 
Notice to Austrian investors 
This document does not constitute or form part of any offer for sale or subscription of or solicitation of any offer to buy or subscribe for any securities and neither this document 
nor any part of it shall form the basis of, or be relied on in connection with or act as an inducement to enter into, any contract or commitment whatsoever. 
This document is confidential and is being supplied to you solely for your information and may not be reproduced, redistributed or passed on to any other person or published, in 
whole or part, for any purpose. 
Notice to Czech investors 
This report is intended for clients of Bayerische Hypo- und Vereinsbank AG, UniCredit CAIB AG, UniCredit CAIB Securities UK Ltd. or Bayerische Hypo- und Vereinsbank AG Mi-
lan Branch in the Czech Republic and may not be used or relied upon by any other person for any purpose. 
Notice to Italian investors 
This document is not for distribution to retail clients as defined in article 26, paragraph 1(e) of Regulation n. 16190 approved by CONSOB on October 29, 2007.  
In the case of a short note, we invite the investors to read the related company report that can be found on UniCredit Global Research website www.globalresearch.unicreditmib.eu. 
Notice to Russian investors 
As far as we are aware, not all of the financial instruments referred to in this analysis have been registered under the federal law of the Russian Federation “On the Securities 
Market” dated April 22, 1996, as amended, and are not being offered, sold, delivered or advertised in the Russian Federation. 
Notice to Turkish investors 
Investment information, comments and recommendations stated herein are not within the scope of investment advisory activities. Investment advisory services are provided in 
accordance with a contract of engagement on investment advisory services concluded with brokerage houses, portfolio management companies, non-deposit banks and the cli-
ents. Comments and recommendations stated herein rely on the individual opinions of the ones providing these comments and recommendations. These opinions may not suit 
your financial status, risk and return preferences. For this reason, to make an investment decision by relying solely on the information stated here may not result in consequences 
that meet your expectations. 
Notice to Investors in Japan 
This document does not constitute or form part of any offer for sale or subscription for or solicitation of any offer to buy or subscribe for any securities and neither this document 
nor any part of it shall form the basis of, or be relied on in connection with or act as an inducement to enter into, any contract or commitment whatsoever. 
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Notice to UK investors 
This communication is directed only at clients of Bayerische Hypo- und Vereinsbank AG, UniCredit CAIB AG, UniCredit CAIB Securities UK Ltd. or Bayerische Hypo- und Ver-
einsbank AG Milan Branch who (i) have professional experience in matters relating to investments or (ii) are persons falling within Article 49(2)(a) to (d) (“high net worth compa-
nies, unincorporated associations, etc.”) of the United Kingdom Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 or (iii) to whom it may otherwise law-
fully be communicated (all such persons together being referred to as “relevant persons”). This communication must not be acted on or relied on by persons who are not relevant 
persons. Any investment or investment activity to which this communication relates is available only to relevant persons and will be engaged in only with relevant persons. 
Notice to U.S. investors 
This report is being furnished to U.S. recipients in reliance on Rule 15a-6 ("Rule 15a-6") under the U.S. Securities Exchange Act of 1934, as amended. Each U.S. recipient of this 
report represents and agrees, by virtue of its acceptance thereof, that it is such a "major U.S. institutional investor" (as such term is defined in Rule 15a-6) and that it understands 
the risks involved in executing transactions in such securities. Any U.S. recipient of this report that wishes to discuss or receive additional information regarding any security or 
issuer mentioned herein, or engage in any transaction to purchase or sell or solicit or offer the purchase or sale of such securities, should contact a registered representative of 
UniCredit Capital Markets, Inc. (“UCI Capital Markets”). 
Any transaction by U.S. persons (other than a registered U.S. broker-dealer or bank acting in a broker-dealer capacity) must be effected with or through UCI Capital Markets. 
The securities referred to in this report may not be registered under the U.S. Securities Act of 1933, as amended, and the issuer of such securities may not be subject to U.S. re-
porting and/or other requirements. Available information regarding the issuers of such securities may be limited, and such issuers may not be subject to the same auditing and 
reporting standards as U.S. issuers. 
The information contained in this report is intended solely for certain "major U.S. institutional investors" and may not be used or relied upon by any other person for any purpose. 
Such information is provided for informational purposes only and does not constitute a solicitation to buy or an offer to sell any securities under the Securities Act of 1933, as 
amended, or under any other U.S. federal or state securities laws, rules or regulations. The investment opportunities discussed in this report may be unsuitable for certain inves-
tors depending on their specific investment objectives, risk tolerance and financial position. In jurisdictions where UCI Capital Markets is not registered or licensed to trade in se-
curities, commodities or other financial products, transactions may be executed only in accordance with applicable law and legislation, which may vary from jurisdiction to jurisdic-
tion and which may require that a transaction be made in accordance with applicable exemptions from registration or licensing requirements. 
The information in this publication is based on carefully selected sources believed to be reliable, but UCI Capital Markets does not make any representation with respect to its 
completeness or accuracy. All opinions expressed herein reflect the author’s judgment at the original time of publication, without regard to the date on which you may receive 
such information, and are subject to change without notice. 
UCI Capital Markets may have issued other reports that are inconsistent with, and reach different conclusions from, the information presented in this report. These publications 
reflect the different assumptions, views and analytical methods of the analysts who prepared them. Past performance should not be taken as an indication or guarantee of future 
performance, and no representation or warranty, express or implied, is provided in relation to future performance.  
UCI Capital Markets and any company affiliated with it may, with respect to any securities discussed herein: (a) take a long or short position and buy or sell such securities; (b) 
act as investment and/or commercial bankers for issuers of such securities; (c) act as market makers for such securities; (d) serve on the board of any issuer of such securities; 
and (e) act as paid consultant or advisor to any issuer. 
The information contained herein may include forward-looking statements within the meaning of U.S. federal securities laws that are subject to risks and uncertainties. Factors 
that could cause a company’s actual results and financial condition to differ from expectations include, without limitation: political uncertainty, changes in general economic condi-
tions that adversely affect the level of demand for the company’s products or services, changes in foreign exchange markets, changes in international and domestic financial 
markets and in the competitive environment, and other factors relating to the foregoing. All forward-looking statements contained in this report are qualified in their entirety by this 
cautionary statement 
This document may not be distributed in Canada or Australia. 
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