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Euro Area Economic Watch
Where has everybody gone?

Key takeaways
« We look at the decline in labour supply, in both the US and the Euro area.

« In the US, labour supply is likely to stay markedly below the pre-2008 pace, with risks
of an actual fall in Europe

« In Europe, we think structural reforms alone can't do the trick. A major stimulus to
work through the slack is then needed.

No quick fix to lower labour supply in the developed world
Immediately after the Great Recession of 2008 the debate around economic policy
focused on how to re-start the business cycle, with comparatively little appetite for
discussions around potential growth. This has changed over the last two years, on the
realization that the “new normal,” even after years of extraordinary monetary stimulus,
and the end of all-out fiscal austerity, was definitely unexciting. In the US, under the
influence of Larry Summers, Paul Krugman and Robert Gordon, the discussions usually
revolve around lower trend productivity and under-investment (particularly in
infrastructures). In Europe, under-investment, in particular in the public sector in the
surplus countries usually is the point of focus, together with the rigidities that hamper
economic activity. In this note, we take a hard look at one particular angle of the “lower
potential growth” question: the decline in labour supply, in both the US and the Euro
area.

Our conclusions are not very cheerful: in the US, it is unrealistic to expect a return to the
pre-2008 participation rates, and equally difficult to think that the natural rate of
unemployment could go further down quickly. Labour supply is likely to stay markedly
below the pre-2008 pace, in our view. In Europe, in contrast to the US, until now the
deterioration in demographic conditions has been offset by rising participation rates,
but we think that some limits have been reached there. Obviously, in Europe contrary to
the US there is ample room to take the natural rate of unemployment down, and from
this point of view structural reforms are key, but even factoring in what the “best
reformers” managed to achieve in the past, the deceleration in labour supply would
remain significant. Europe still needs a major stimulus to work through the slack.

US: can higher participation rates save the day?

Our starting point here is the demographic situation. We use the United Nations’ central
scenario for the growth of working age population over the next 10 years'. So far, the
“Atlantic divide” has been very clear: Europe was facing stagnating and then falling
economically active population, while it was still growing in the US. The divide remains,
but the slowdown in working age population growth in the US will be significant
nonetheless, with only 0.3% p.a. on average between now and 2025, against 1.4% p.a.
during the “roaring decade” of 1997/2007 and still 1.0% p.a. in the pitiful 2008/2015
(Chart 1).

"In order to be consistent between the various sources (UN, household survey for the US, Eurostat’s
quarterly labour force survey) everything in the following calculations is based on the same age group,
between 20 and 69 years old, for which all the indicators are available across the two regions.
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The positive corrective force could come from a higher participation rate (the ratio of
those in work or actively looking for work to working age population), but it has actually
fallen markedly over the last few years (Chart 2). Actually, if the participation rate
merely stagnates to its current level over the coming 10 years, labour supply would be
almost on with 2008/2015, bringing in a contribution to GDP growth (with a fixed 2/3
share of labour in national income) of 0.2% p.a. from 0.3%. However, what would
obviously be more desirable would be to bring labour supply growth back to the pre-
Great Recession pace, when it was yielding a contribution to GDP growth of 0.8% p.a.
Unfortunately, we find that within our simple framework this would be next to

impossible.
Chart 1: Working age population growth (average p.a., %) Chart 2: Participation rate in the US
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True, a portion of the decline in the participation rate since 2008 was cyclical —
discouraged workers responding to the lack of labour demand on account of low
expected activity in the productive sectors. Indeed, the drop in participation was
significant in the “belly” of the age distribution. But while it started as cyclical, a good
chunk of the drop became structural — the US version of hysteresis. Looking ahead, we
expect the participation rate to drop very slowly as demographics overwhelm a modest
cyclical bounce. However, even a return to the 1997/2007 average, which would take an
increase of more than 3.5 percentage point from the current level — an unprecedented
feat since the records exist — would merely bring the contribution from labour to GDP to
three quarters of what it was pre-recession.

Still, that would be a quite optimistic scenario in our view. Indeed, not all of the decline
in the participation rate over the recent period can be attributed to cyclical
developments — otherwise by now we should have already seen the beginning of a
rebound now that the unemployment rate has fallen markedly. With a more believable
recovery in participation to half the 97/07 level, the contribution from labour supply to
GDP growth over the next 10 years would reach 0.4% p.a., against 0.8% before 2008
(Table 1).

Table 1: Contribution from labour supply to GDP growth - US

2016-2025
2016-2025 with|  2016-2025 (half-way to
unchanged |(return to 97-07 97/07

US 1997-2007 | 2008-2015 | participation | participation) | participation
Working age population 14 1.0 0.3 0.3 0.3
Labour force 1.3 0.4 0.3 0.8 0.6
Employment 1.2 0.4 0.3 0.8 0.6
Contribution from L to GDP 0.8 0.3 0.2 0.6 04

Source: BofA Merrill Lynch Global Research
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Is it realistic to expect a major — and quick - drop in the natural unemployment rate

in the US?
If the participation rate can’t do it, then this leaves reducing the structural
unemployment rate as the only option. Is this credible in the US?

First, the natural unemployment rate did not rise in the US in the last few years.
According to the OECD, it stood at 5.4% in 2015, its lowest level since the start of the
series in 1980. NAIRUs usually fall for two reasons: either because labour market
institutions change (i.e. the labour market becomes more flexible) or because the labour
force becomes more adapted to the requirement of the economy (less skills mis-match).
According to the OECD’s harmonized labour market regulations index, the US is already
at the bottom of the distribution across developed countries for employment protection.
It is unclear what major reform of the labour market could be implemented in the US in
the next few years. True, the US could make progress on labour skills (its position on the
PISA league table of educational efficiency is mediocre) but this takes time as reforming
the school system improves the quality of the flow of workers, not the stock, with a lag
of several years.

It is thus unfortunately quite possible that the US economy will “have to do” with a
significantly lower contribution from labour inputs for quite some time.

The Euro area is the mirror image of the US: rising participation, high structural

unemployment

The Euro area has exactly the opposite problem: the participation rate has constantly
risen since the mid-1990s, to the point that it is now on par with the US (Chart 3).
Conversely, there is still quite a lot of room for manoeuvre to reduce the structural
unemployment rate there.

Can participation rise further in the Euro area? We think limits are close

In the Euro area case, the UN expects a decline in working age population of 0.2% p.a.
over the next 10 years (average for the region’s 4 largest economies). The “easiest” way
forward to offset this headwind would be to increase the participation rate as it would
merely be the continuation of a now long established trend. The question becomes “how
far can we go?” there.

Chart 3: Participation rate across the US and the Euro area (harmonized Chart 4: Still way to go on Nairu in Europe
to 20-69 years)
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Beyond social-cultural explanations pertaining for instance to the evolution in the role of

women — in particular in the south of the continent — it is likely that the increase in the

European participation rate is a response to the reforms in the public pension system

and a general push “from welfare to workfare” at the bottom of the wage distribution

as social transfers were made less and less generous.
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Is it conceivable that Europe could bring its participation rate to the peak observed in
the US in the mid-1990s? We think this would take a further overhaul of the European
social system which is very unlikely to happen without major political disturbance. Now,
even under this scenario the contribution from labour supply would stand at only slightly
more than a quarter of what it was before the recession of 2008.

Even if structural unemployment falls decisively, labour inputs will decelerate vs.

the pre-2008 pace

So it seems that in Europe as well taking the natural unemployment rate down should be
the first port of call, as continuing to increase participation would not suffice. The
problem there also is “what’s realistic?”

Everyone calls for “structural reforms” in Europe, often without coming up with hard
figures on the expected impact. A good benchmark would be the kind of declines in the
structural unemployment rates observed in past “successful reformers” whose political
and social structures are not too different from those of the Euro area as a whole.
Canada in the early 1990s and Germany at the beginning of the following decade are
good candidates. In both case, the structural unemployment rate estimated by the OECD
dropped by 3 percentage point in the 10 years that followed the implementation of the
reforms. In this case — which would stand at the very end of our expectations of what’s
politically doable in Europe at the moment — and taking also into account the same
further increase in the participation rate, the contribution from labour supply to GDP
growth would be only marginally more than a half of what it was before the Great
Recession (see last column of Table 2).

Table 2: Contribution from labour supply to GDP growth - Euro area

2016-2025 no Same
change in scenario
participation, 2016-2025 with 3 pp
no change in |(participationto  drop in
Euro area 1997-2007 | 2008-2015 NAIRU US 97-07 level)  NAIRU
Working age population 04 0.1 -0.2 -0.2 -0.2
Labour force 1 0.5 -0.2 0.4 0.4
Employment 1.3 -0.2 -0.2 0.4 0.7
Contribution from L to GDP 0.9 -0.15 -0.15 0.25 0.5

Source: BofA Merrill Lynch Global Research

Chart 5: Structural unemployment before and after reforms

Chart 6: Still lots of cyclical unemployment in Europe
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In Europe, structural reforms without stimulating demand would fail

In principle, it would be possible to offset a lower contribution from labour supply by
raising productivity, and/or substituting more capital to labour. It is beyond the scope of
this note to add to the current debate within the economic profession around the
existence or the magnitude of a “secular stagnation” in productivity on the back of less
far-reaching innovations. Still, we can point to one potential conflict between the
objective of raising both participation and productivity. Indeed, there is now a large and
convincing body of literature pointing to a significant, negative relationship between the
average age of the workforce and productivity gains. Beyond the demographic
argument, the “reserves of participation”, beyond the older generations, probably are
with the segment of the adult population which has been the furthest away from
employment for a protracted period (e.g. long-term unemployed). It is always possible to
change incentives to make this segment move, for instance, “from welfare to workfare”,
but the average productivity level of this particular group is lower than that of the
overall workforce, so that the net gain on potential GDP might be quite limited in the
end.

Substituting capital to labour, in clear, requires a robust pace of investment. So far, this
has been a “missing link” in the recovery in the developed world. It is likely that, in spite
of an extraordinary level of monetary stimulus, investment remains lagging either
because of a preference for deleveraging after the trauma of the Great Recession, or
because banks cannot fully pass the stimulus to the non-financial sector, as they are
struggling with their own balance sheet issues.

Larry Summers has been vocal on this “slower potential growth” story. In terms of
policy recommendations, his views can be summarized as, for the US, re-accelerating
public investment should be key, given the difficulty in raising labour supply and his
pessimistic outlook on productivity, while in Europe the priority would go to “structural
reforms” to boost labour supply. In our simple framework, this would still leave
European GDP growth well below the pace seen in the decade before the Great
Recession (which in Europe was by the way not that rapid....).

What Europe needs on top of those structural reforms in a powerful stimulus program,
which would reduce the significant amount of slack we are still dealing with. This is a
key difference between the two regions: while in the US current unemployment probably
is not that far away from its structural level, it remains significantly higher in Europe.
Indeed, “cyclical unemployment” is the omitted variable in the framework we used in
Table 1and Table 2. This is a valid approach in the US, where the actual unemployment
rate is now very close to the natural level. Not in the Euro area (Chart 5).

Focusing exclusively on structural reforms to the detriment of demand management in
Europe is both politically unrealistic — as increasingly those reforms are equated in
public opinion to “more economic uncertainty” — and economically inept, since this
would leave aside the large stock of “cyclical unemployment” we still need to work
through.

Bankof America =

A Euro Area Economic Watch | 02 March 2016 5
Merrill Lynch



Disclosures
Important Disclosures

BofA Merrill Lynch Research personnel (including the analyst(s) responsible for this report) receive compensation based upon, among other factors, the overall profitability of Bank of America
Corporation, including profits derived from investment banking revenues.

Other Important Disclosures

Individuals identified as economists do not function as research analysts under U.S. law and reports prepared by them are not research reports under applicable U.S. rules and regulations.
Macroeconomic analysis is considered investment research for purposes of distribution in the U.K. under the rules of the Financial Services Authority.

BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http://go.bofa.com/coi.

"BofA Merrill Lynch" includes Merrill Lynch, Pierce, Fenner & Smith Incorporated ("MLPF&S’) and its affiliates. Investors should contact their BofA Merrill Lynch representative or
Merrill Lynch Global Wealth Management financial advisor if they have questions concerning this report. "BofA Merrill Lynch” and "Merrill Lynch" are each global brands for BofA
Merrill Lynch Global Research.

Information relating to Non-US affiliates of BofA Merrill Lynch and Distribution of Affiliate Research Reports:

MLPF&S distributes, or may in the future distribute, research reports of the following non-US affiliates in the US (short name: legal name): BAMLI Paris: Bank of America Merrill Lynch
International Limited, Paris Branch; BAMLI Frankfurt: Bank of America Merrill Lynch International Limited, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd,;
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLI (UK): Merrill Lynch International; Merrill Lynch (Australia): Merrill Lynch Equities (Australia) Limited; Merrill Lynch (Hong
Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd.; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch
Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co., Ltd.; Merrill Lynch (Seoul): Merrill Lynch
International Incorporated (Seoul Branch); Merrill Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd.; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT
Merrill Lynch Indonesia; Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): 000 Merrill Lynch Securities, Moscow; Merrill Lynch (Turkey 1.B.): Merrill Lynch Yatirim Bank
AS.; Merrill Lynch (Turkey Broker): Merrill Lynch Menkul Degerler A.S.; Merrill Lynch (DIFC): Merrill Lynch International (DIFC Branch); MLPF&S (Zurich rep. office): MLPF&S Incorporated Zurich
representative office; Merrill Lynch (Spain): Merrill Lynch Capital Markets Espana, S.AS.V.; Merrill Lynch (Brazil): Bank of America Merrill Lynch Banco Multiplo S.A.; Merrill Lynch KSA Company,
Merrill Lynch Kingdom of Saudi Arabia Company.

This research report has been approved for publication and is distributed in the United Kingdom to professional clients and eligible counterparties (as each is defined in the rules of the
Financial Conduct Authority and the Prudential Regulation Authority) by Merrill Lynch International and Bank of America Merrill Lynch International Limited, which are authorized by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority, and is distributed in the United Kingdom to retail clients (as defined
in the rules of the Financial Conduct Authority and the Prudential Regulation Authority) by Merrill Lynch International Bank Limited, London Branch, which is authorised by the Central Bank of
Ireland and subject to limited regulation by the Financial Conduct Authority and Prudential Regulation Authority - details about the extent of our regulation by the Financial Conduct Authority
and Prudential Regulation Authority are available from us on request; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co,, Ltd,, a registered securities dealer under
the Financial Instruments and Exchange Act in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC and the Hong Kong Monetary
Authority is issued and distributed in Taiwan by Merrill Lynch Securities (Taiwan) Ltd,; is issued and distributed in India by DSP Merrill Lynch Limited; and is issued and distributed in Singapore
to institutional investors and/or accredited investors (each as defined under the Financial Advisers Regulations) by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch
(Singapore) Pte Ltd. (Company Registration No.'s F 06872E and 198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd. are
regulated by the Monetary Authority of Singapore. Bank of America N.A,, Australian Branch (ARBN 064 874 531), AFS License 412901 (BANA Australia) and Merrill Lynch Equities (Australia)
Limited (ABN 65 006 276 795), AFS License 235132 (MLEA) distributes this report in Australia only to 'Wholesale' clients as defined by s.761G of the Corporations Act 2001. With the exception
of BANA Australia, neither MLEA nor any of its affiliates involved in preparing this research report is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the
Australian Prudential Regulation Authority. No approval is required for publication or distribution of this report in Brazil and its local distribution is made by Bank of America Merrill Lynch Banco
Muiltiplo S.A. in accordance with applicable regulations. Merrill Lynch (DIFC) is authorized and regulated by the Dubai Financial Services Authority (DFSA). Research reports prepared and issued
by Merrill Lynch (DIFC) are prepared and issued in accordance with the requirements of the DFSA conduct of business rules.

BAMLI Frankfurt distributes this report in Germany. BAMLI Frankfurt is regulated by BaFin.

This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates. MLPF&S is the distributor of this research report in the US and accepts full
responsibility for research reports of its non-US affiliates distributed to MLPF&S clients in the US. Any US person receiving this research report and wishing to effect any transaction in any
security discussed in the report should do so through MLPF&S and not such foreign affiliates. Hong Kong recipients of this research report should contact Merrill Lynch (Asia Pacific) Limited in
respect of any matters relating to dealing in securities or provision of specific advice on securities. Singapore recipients of this research report should contact Merrill Lynch International Bank
Limited (Merchant Bank) and/or Merrill Lynch (Singapore) Pte Ltd in respect of any matters arising from, or in connection with, this research report.

General Investment Related Disclosures:

Taiwan Readers: Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any securities or other financial instrument. No part of
this report may be used or reproduced or quoted in any manner whatsoever in Taiwan by the press or any other person without the express written consent of BofA Merrill Lynch.

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or
other financial instrument or any derivative related to such securities or instruments (e.g., options, futures, warrants, and contracts for differences). This report is not intended to provide
personal investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person. Investors should seek
financial advice regarding the appropriateness of investing in financial instruments and implementing investment strategies discussed or recommended in this report and should understand
that statements regarding future prospects may not be realized. Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such
security or the information in the prospectus or other offering document issued in connection with such offering, and not on this report.

Securities and other financial instruments discussed in this report, or recommended, offered or sold by Merrill Lynch, are not insured by the Federal Deposit Insurance Corporation and are not
deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, derivatives, in particular, involve numerous risks, including,
among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative is suitable for all investors. In some cases, securities and other financial
instruments may be difficult to value or sell and reliable information about the value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that
income from such securities and other financial instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may
lose their entire principal investment. Past performance is not necessarily a guide to future performance. Levels and basis for taxation may change.

BofA Merrill Lynch is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek advice regarding the applicability of such regulations prior to
executing any short idea contained in this report.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in such securities and instruments
effectively assume currency risk.

UK Readers: The protections provided by the UK. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated by BofA Merrill Lynch entities
located outside of the United Kingdom. BofA Merrill Lynch Global Research policies relating to conflicts of interest are described at http://go.bofa.com/coi.

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.

BankofAmerica"7/

6 Euro Area Economic Watch | 02 March 2016 Merrill Lynch



MLPF&S or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. MLPF&S or one of its affiliates may, at any
time, hold a trading position (long or short) in the securities and financial instruments discussed in this report.

BofA Merrill Lynch, through business units other than BofA Merrill Lynch Global Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent
with, and reach different conclusions from, the information presented in this report. Such ideas or recommendations reflect the different time frames, assumptions, views and analytical
methods of the persons who prepared them, and BofA Merrill Lynch is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any
recipient of this report.

In the event that the recipient received this report pursuant to a contract between the recipient and MLPF&S for the provision of research services for a separate fee, and in connection
therewith MLPF&S may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom MLPF&S has contracted directly and does not extend
beyond the delivery of this report (unless otherwise agreed specifically in writing by MLPF&S). MLPF&S is and continues to act solely as a broker-dealer in connection with the execution of any
transactions, including transactions in any securities mentioned in this report.

Copyright and General Information regarding Research Reports:

Copyright 2016 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of BofA Merrill Lynch clients and may not be redistributed,
retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of BofA Merrill Lynch. BofA Merrill Lynch research reports are distributed
simultaneously to internal and client websites and other portals by BofA Merrill Lynch and are not publicly-available materials. Any unauthorized use or disclosure is prohibited. Receipt and
review of this research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report
(including any investment recommendations, estimates or price targets) without first obtaining expressed permission from an authorized officer of BofA Merrill Lynch.

Materials prepared by BofA Merrill Lynch Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect
information known to, professionals in other business areas of BofA Merrill Lynch, including investment banking personnel. BofA Merrill Lynch has established information barriers between
BofA Merrill Lynch Global Research and certain business groups. As a result, BofA Merrill Lynch does not disclose certain client relationships with, or compensation received from, such issuers in
research reports. To the extent this report discusses any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors
should consult their own legal advisers as to issues of law relating to the subject matter of this report. BofA Merrill Lynch Global Research personnel’'s knowledge of legal proceedings in which
any BofA Merrill Lynch entity and/or its directors, officers and employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving issuers mentioned in this report is based
on public information. Facts and views presented in this material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information known to,
professionals in other business areas of BofA Merrill Lynch in connection with the legal proceedings or matters relevant to such proceedings.

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to
seek tax advice based on their particular circumstances from an independent tax professional.

The information herein (other than disclosure information relating to BofA Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This report
may contain links to third-party websites. BofA Merrill Lynch is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content
contained on such third-party websites is not part of this report and is not incorporated by reference into this report. The inclusion of a link in this report does not imply any endorsement by or
any affiliation with BofA Merrill Lynch. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before
submitting any personal information to them. BofA Merrill Lynch is not responsible for such terms and privacy policies and expressly disclaims any liability for them.

All opinions, projections and estimates constitute the judgment of the author as of the date of the report and are subject to change without notice. Prices also are subject to change without
notice. BofA Merrill Lynch is under no obligation to update this report and BofA Merrill Lynch's ability to publish research on the subject issuer(s) in the future is subject to applicable quiet
periods. You should therefore assume that BofA Merrill Lynch will not update any fact, circumstance or opinion contained in this report.

Certain outstanding reports may contain discussions and/or investment opinions relating to securities, financial instruments and/or issuers that are no longer current. Always refer to the most
recent research report relating to an issuer prior to making an investment decision.

In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such issuer (or
its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its securities and/or
financial instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with MLPF&S or any of its affiliates may not
solicit purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.

Neither BofA Merrill Lynch nor any officer or employee of BofA Merrill Lynch accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of
this report or its contents.

Bankof America %%

A Euro Area Economic Watch | 02 March 2016 7
Merrill Lynch



	No quick fix to lower labour supply in the developed world
	US: can higher participation rates save the day?

	Is it realistic to expect a major – and quick - drop in the natural unemployment rate in the US?
	The Euro area is the mirror image of the US: rising participation, high structural unemployment
	Can participation rise further in the Euro area? We think limits are close
	Even if structural unemployment falls decisively, labour inputs will decelerate vs. the pre-2008 pace
	In Europe, structural reforms without stimulating demand would fail
	Disclosures
	Important Disclosures


