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EU 2Q24 Update: On the growth runway

We are cyclically optimistic on the Eurozone economy—as expected in
our 1Q update, growth has returned and the trend is likely to persist.

French political upheaval is bad news for the country, and we think
OAT spreads have further to widen. But contagion seems limited.

The ECB cut rates at its latest meeting, delivering badly-needed
impetus to credit creation—the key growth variable in the EU.

The European elections will not lead to significant policy change—save
for a weakening of resolve on climate issues.

Following the EPP’s clear victory, we still expect von der Leyen to be
reappointed as Commission President.

The U.S. elections may end up being more consequential, forcing the
EU to adopt a more assertive role in trade and defense.

Fiscal headwinds will remain, capping the EU’s growth potential. The
European Semester will come back to the fore.

Over the medium term, the main risk is non-renewal of NGEU and
associated issuance.
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;*The ECB cut rates, putting an end to the long winter of European de-
=

leveraging. Monetary policy is about to be politicized.

* In line with our expectations, the ECB moved to cut ECB BLS Corporate Lending
rates in June, well ahead of the Fed. 80
60
* It was sorely needed: the latest Bank Lending Survey 40
indicated that banks had broadly stopped tightening 20
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standards (a _process that began in 2022)—but . — \/
demand remains tepid--a trend that started in 2023. 0
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« Substantially higher mortgage rates cooled 2020 2021 2022 2023 2004
hOUS@hOld bOFFOWIng as We” Banks tightening credit standards (net) e Demand for credit
e In cqntrast to t‘he US, the EU did experience a hard Bank interest rates - loans to households for house purchase with an
landing: lowering inflation was in part accomplished IRF 10Y - euro area
by crushing demand. 6
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« After June, we expect two more cuts: one in .
September and one in December. Thus, we are ;
slightly more dovish than the market. ,
* Following the French elections, interest rates will 1
become more politicized, upping the pressure on 0
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the ECB to cut.

Source : BLS and Eurostat


https://www.ecb.europa.eu/stats/ecb_surveys/bank_lending_survey/html/ecb.blssurvey2024q1~777e302423.en.html

P,*The good news is that an underlevered private sector should permit an
— easy acceleration to growth—above current low-ball estimates.

« Unlike in the U.S., in Europe the long pandemic left Credit to EA residents as a % of GDP
households and  corporates scarred  and 100
underlevered. Las
. . . . 180
« Total bank credit to non-financial corporates is at e
post-2008 lows. 170
. . . 165
* Meanwhile, the household savings rate remains 6o

substantially hi%her than pre-COVID—in sharp 155

contrast to the U 150
145

° The ﬂipside IS that this situation Ieaves much |OW- 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
hanging fruit for growth once financial conditions
EU Savings Rate exhibits scarring
ease.
21
« As rates subside and real wages pick up, we expect 9

consumption growth to rebound strongly—above
market consensus estimates of 1% and closer to the
pre-COVID 5-year average of 1.5%
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* As a result, we also expect Eurozone GDP growth to o
accelerate past the street’s current low-ball estimates 5007 2009 2011 2013 2015 2017 2019 201 2003

of 0.7%.

e EUROSTAT Gross Household Savin

Source : Bloomberg
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é Meet the new leadership, same as the old leadership

European elections held earlier this month saw the
highest turnout since 1994 at 51.1%.

They delivered a slight right tilt in the European
Parliament, with the center-right and the far-right
gaining seats mostly at the expense of centrist and
green parties.

But the leadership is unlikely to change, and the EU
will continue to be run by the three main centrist
parties in coalition.

Given the EPP’s strong performance, we expect
Ursula von der Leyen to be reappointed as
Commission President.

The main policy changes will be on the green
agenda, where opposition from within the EPP will
hamper further action.

Election Results - European Parliament
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Source: European Parliament
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é A paler shade of green

While European centrists retain a majority, internal
opposition to green policies has grown.

The much-discussed nature restoration law passed
this week—but only after Austrian Environment
Minister Leonore Gewessler defied her government to
vote in favor in Council.

As a reminder, in 2022 the EU generated about 23%
of its energy from renewable sources.

The current legislated target calls for this to increase
to 42.5% by 2030—a rough doubling in only 6 years.
The last such doubling took 15 years.

With political commitment to net zero fraying across
the EU, it is hard to see how such an ambitious target
can be achieved this decade.

More likely, the EU will have to include nuclear energy
to meet clean, if not renewable targets.

Share of energy from renewable energy sources
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d The French Question

At the national level, the most consequential results
of the European election were seen in France.

President Emmanuel Macron dissolved parliament
and called new legislative elections, to be held on
June 30 and July 7.

The far-right RN is widely expected to come ahead.
But it is possible that the left/far-left coalition NPF
secures the most deputies after the second round.

Either party would be a market-negative
development. Their fiscal plans are wildly
irresponsible for a country already in excessive
deficit procedure.

The worst (and less likely) outcome would be an
outright majority by either extreme.

French tax receipts already make up 46% of GDP-
by far the highest figure in the OECD, leaving little
fiscal headroom.

Current Polls - Legislative Elections
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The current European Semester promises to be the
most aggressive one in nearly a decade.

In its June report, the Commission proposed
opening executive deficit procedures for Belgium,
France, Italy, Hungary, Malta, Poland, and Slovakia.

ltaly remains the weakest link, having run deficits
around 8% for the past three years and carrying an
excessive debt load as it is (137.3% of GDP).

The procedure may also set the stage for a fight
with France’s next government. Both parties vying
for a majority have wildly aspirational fiscal plans.
(for more on this, see our French Election: All You

Need to Know)

We anticipate a bruising battle between the
Commission and both France and Italy as a result.

The Commission is likely to win—the question is just
how far spreads will widen before it does.
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d Back to School: European Semester Preview

Eurogroup Meeting

Economic and Financial Affairs Council (ECOFIN), Council adopts
the final country-specific recommendations

National semester, translation of the CSRs into measures, draft
budget

ECB Meeting

ECB Meeting

Deadline for draft Budget, unless special agreement to extend
Eurogroup

Economic and Financial Affairs Council

ECB Meeting

European Council Meeting

Eurogroup Meeting

Publication of the Autumn Package

Economic and Financial Affairs Council

Economic and Financial Affairs Council (Budget)
European Council Meeting

Member States adopt their budget

States in EDP must implement their Autumn package, or be
sanctioned if they fail to do so


https://economy-finance.ec.europa.eu/document/download/1d91e302-b9cc-4b54-988a-9e6787230152_en?filename=COM_2024_598_1_EN_ACT_part1_v3.pdf
https://research.auroramacro.com/hubfs/3.%20Europe/2024_06_13%20France.pdf
https://research.auroramacro.com/hubfs/3.%20Europe/2024_06_13%20France.pdf
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d NGEU: The trillion-euro question

 The Next Generation EU investment program was RRP Allocations as % of GDP
deployed in the aftermath of COVID-19. It has a
total envelope of EUR 807BN in 2021 prices, or
about 5.5% of EU GDP at the time.

« Based on demand for loans, the EU estimates about
712BN of that will be deployed.

« The program’s concentration in  Southern
economies goes some way toward explaining their
economic outperformance.

% of GDP
19.66

|0.11

* Nonetheless, for countries increasingly reliant on

NGEU funds, the key question will be whether the
plan will be renewed.

‘
* We‘ remain peS_SimiStiC_eV_en though th? EU will % of RFF allocation payments made to date
maintain some fiscal capacity, NGEU 2.0 is likely to
e This month, MSClI’s refusal to include EU issuance in 58% 22% 53% 19% 24% 35% 41%
its government bond indices dealt a further blow to Source: NGEU Tracker, European Commission

the asset, which now trades cheaper than Belgium.
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Disclaimer

This document is a general communication being provided for informational and educational purposes only. It is not designed to be a recommendation for any specific investment
product, strategy, plan feature or other purposes. By receiving this communication, you agree with the intended purpose described above. Any examples used in this material are
generic, hypothetical and for illustration purposes only. Opinions and statements of financial market trends that are based on current market conditions constitute our judgment and are
subject to change without notice. We believe the information provided here is reliable but should not be assumed to be accurate or complete. The views and strategies described may
not be suitable for all investors.

None of Aurora Macro Strategies, LLC, its affiliates, or representatives is suggesting that the recipient or any other person take a specific course of action or any action at all. Prior to
making any investment or financial decisions, an investor should seek individualized advice from personal financial, legal, tax and other professionals that consider all of the particular
facts and circumstances of an investor's own situation. Neither Aurora Macro Strategies or any third party involved in or related to the computing or compiling of the data makes any
express or implied warranties, representations or guarantees concerning information or perspectives included in written research. In no event will Aurora Macro Strategies or any third
party have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) relating to any use of this information.

This report has been created without regard to the specific investment objectives, financial situation, or particular needs of any specific recipient and is not to be construed as a solicitation
or an offer to buy or sell any securities or related financial instruments. Past performance is not necessarily a guide to future results. Company fundamentals and earnings may be
mentioned occasionally but should not be construed as a recommendation to buy, sell, or hold the company’s stock. Predictions, forecasts, and estimates for any and all markets should
not be construed as recommendations to buy, sell, or hold any security--including mutual funds, futures contracts, and exchange traded funds, or any similar instruments.

The text, images, and other materials contained or displayed on any Aurora Macro Strategies, LLC product, service, report, email, or website are proprietary to Aurora Macro Strategies,
LLC and constitute valuable intellectual property. No material from any part of www.auroramacro.com may be downloaded, transmitted, broadcast, transferred, assigned, reproduced or
in any other way used or otherwise disseminated in any form to any person or entity, without the explicit written consent of Aurora Macro Strategies, LLC. All unauthorized reproduction or
other use of material from Aurora Macro Strategies, LLC shall be deemed willful infringement(s) of this copyright and other proprietary and intellectual property rights, including but not
limited to, rights of privacy. Aurora Macro Strategies, LLC expressly reserves all rights in connection with its intellectual property, including without limitation the right to block the transfer
of its products and services and/or to track usage thereof, through electronic tracking technology, and all other lawful means, now known or hereafter devised. Aurora Macro Strategies,
LLC reserves the right, without further notice, to pursue to the fullest extent allowed by the law any and all criminal and civil remedies for the violation of its rights.

The recipient should check any email and any attachments for the presence of viruses. Aurora Macro Strategies, LLC accepts no liability for any damage caused by any virus transmitted by
this company’s electronic communications.
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