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Summary

Euro area finance ministers strike deal in principle on the single resolution
mechanism. But the deal would leave national resolution authorities with a
substantial role in bank resolution decisions and allow only a very gradual and
limited pooling of resolution funds over time. A formal agreement is planned for
December 18.

Germany — strong participation in SPD member referendum. More than
300,000 of around 470,000 SPD party members have already voted, with strong
participation likely to increase the chances of approval.

ECB’s Coeuré says new LTRO to be offered only when banks are in a position
once more to channel these funds to the private economy. Coeuré says new
loans are “not needed at the current juncture”. Mr Coeuré also said that the euro
area is not facing deflation risks and that inflation is seen moving back to 2% “not
long after 2015".

IMF’'s Lagarde says Eurozone debt crisis is not over and calls for the ECB to
“find ways” to do more to alleviate the credit crunch for SMEs and head off the
risk of deflation. Also suggests governments may have to relax fiscal policy to
avert long-lasting consequences on potential output.

Italy — IP rises by 0.5% MM, better than expected, suggests marginally positive
GDP growth in Q4. Q3 GDP growth was revised upward to 0.0% QQ, from a
previously reported drop of 0.1% QQ.

Spanish population continued to shrink in H1 2013, by 0.25% relative to Jan-
Jun 2012, with a negative migration outflow 50% above H2 2012.

Spain — Electricity prices may rise up to 10% in Jan 2014, as a result of a
18% increase in electricity prices in future markets since Oct 2013.

Spain — Labour costs rise in Q3 2013, by 0.1% YY, first annual increase since
Q3 2012.

Portugal — Bank of Portugal raises GDP forecast for 2014 to 0.8%, from 0.3%
expected in the spring, private consumption is seen rising by 0.3% in 2014.

Greece — IP falls again in October to -5.2% YY, from -1.3% YY in Sept, but
still better than the -7.7% average of Jul-Aug.

Latest economic data: France’s non-farm payrolls down by 0.1% QQ in Q3,
as expected. German HICP inflation confirmed at 1.6% YY in Nov, up sharply
from 1.2% in Oct on temporary base effects. A payback is likely in December.
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Recent Research

UK — IP and Trade Data

10 December 2013

The ONS report that industrial
production and manufacturing output
both rose 0.4% MoM in October,
keeping both measures on a buoyant
trend. The deficit on goods and services
trade was £2.6bn in October, matching
the September level. The split shows
that the deficit (goods only) with EU
countries hit a record high of £6.5bn in
October, whereas the deficit with non-
EU countries fell to £3.3bn in October
from £3.9bn in September.

Michael Saunders

Sweden — Very Weak Orders and
Production Data in October

10 December 2013

The Oct production and order data
confirm the overall picture of ongoing
weakness in the Swedish industrial
sector, with limited near-term prospects
of clear recovery, despite improving
sentiment indicators (NIER and in
particular PMI ). We note, though, that a
temporary shutdown of a petroleum
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Today’s News in Detall

Euro area finance ministers strike a deal in principle on single resolution
mechanism (SRM). The Wall Street Journal reports that the finance ministers of
the major euro area countries reached a political agreement in principle about the
euro area’s SRM, but that a formal sign-off would have to wait until next
Wednesday. Rimantas Sadzius, Lithuanian Finance Minister and Chair of the
ECOFIN Council said that “On the Single Resolution Mechanism, we have no
formal result in our pocket or on the table but we made a huge leap forward
defining the concrete directions and schemes than can be consulted with the
experts of the Member States and then put forward for the ECOFIN next week.”
Under the agreement, the single resolution board (SRB) would prepare resolution
decisions, which the European Commission (EC) would have to formally
approve. However, if the EC disagrees with the resolution plan proposed by the
SRB, the Council of finance ministers would have the final word with a simple
majority. The scope of the SRM would start with the banks supervised by the
single supervisory mechanism (SSM) as well as banks with operations in more
than one member country. On a single resolution fund, the agreement reportedly
also falls short of a substantial pooling of resources, highlighting the role of
national resolution funds. These resolution funds would be able to borrow from
other national resolution funds when their own funds are exhausted, but only
once all privately funded national resolution funds are filled, should the pooling of
a common fund begin. It was unclear whether the permanent common bailout
fund could play a role in the interim. Comment: there is still some uncertainty
about the details of the agreement. As it stands, it would be a step forward to
achieve an EA/EU-level approach to bank resolution, but it falls far short of a
truly European approach. It remains to be seen whether the resolution authority
as designed would be in a position to take decisions at the speed of crises, which
would be the key condition the SRM would have to satisfy. On common
backstops, the agreement also remains minimalist, and there have in fact been
suggestions to split in legal terms the parts of the SRM agreement concerned
with the resolution authority from those concerned with the resolution fund.

>> Back to the Top

Germany — strong participation in SPD member referendum. Handelsblatt
reports that more than 300,000 of the around 470,000 SPD party members have
already voted in the postal referendum of the party on the coalition agreement
with the CDU/CSU. According to the report, the SPD leadership organised 32
regional conferences to encourage voting and to campaign in favour of the
agreement. Voting closes at midnight on Thursday. The counting of the votes
should begin on Saturday morning, and the result is expected to be announced
at around 6pm local time. On Sunday, a meeting between CDU/CSU and SPD is
planned to discuss the allocation of ministries and to name the ministers in the
event that the referendum is approved. Comment: high participation should in
principle be positive for the chances of approval of the coalition agreement. But
some uncertainty around the outcome remains and a negative vote would imply
that political uncertainty in Germany would continue. We assume that current FM
Schéauble will remain in his post if the referendum is approved.

>> Back to the Top

ECB’s Coeuré says new LTRO only when banks can lend. ECB’s Executive
Board member Benoit Coeuré in a speech yesterday said that the ECB would
consider offering new liquidity measures to European banks only when lenders
are in a position to channel the funds to the private economy. Coeuré argued that
it is not for the ECB to interfere too much with credit allocation, which it would do
if it introduced some conditionality in offering additional liquidity measures. New
loans are “not needed at the current juncture” he said. Mr Coeuré also said that
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refinery in the south of Sweden (Lysekil)
has markedly affected the Sep and Oct
figures. In other words, the underlying
trend should be better than suggested
by the headline figure.

Tina Mortensen

Norway — Core Inflation Edges
Slightly Higher In November

10 December 2013

Core CPI edged marginally higher in
Nov, in line with Norges Bank’s (and
our) forecast (2.0% Y/Y). The gain was
largely driven by slightly higher prices
on food and imported goods. Given high
monthly volatility, Norges Bank has
downplayed the importance of inflation
on the near-term outlook for interest
rates. Nevertheless, today’s outcome
confirms the impression that core
inflation is unlikely to return to the low
levels seen during 2012 and the first
half of 2013.

Tina Mortensen

UK — RICS Survey and Carney
Speech

10 December 2013

The RICS survey shows continued
strength in housing demand and prices.
Last night’s speech by BoE Governor
Mark Carney makes three key points.
First, Carney highlights the improvement
in the economy’s underlying position
and its growth prospects. Second,
Carney argues that the supply-side also
is likely to improve — perhaps gradually
at first -- as the economy picks up, so
that potential growth will also rise. Third,
Carney gives a hint about prospects for
an eventual rise in interest rates: ).

Michael Saunders

Euro Economics Weekly — Why
Is France Underperforming? And
How To Fix It

6 December 2013

Tackling competitiveness is key; the
competitiveness problems that France is
experiencing are not unique. We think
the government's reform agenda should
be more ambitious, if only given the
extent of the task to reduce the
enormous size of its public sector.
Opportunities after spring elections —
Faster than average GDP growth should
be possible over time, assuming the
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the euro area is not facing deflation risks and that inflation is seen moving back
to 2% “not long after 2015".

>> Back to the Top

IMF’s Lagarde says Eurozone debt crisis is not over. Speaking in Brussels
yesterday, IMF head Christine Lagarde said that the recovery in the euro area
may not be sustainable as it is not balanced across countries and sectors. Most
of final demand is external demand, but for the recovery to be durable Lagarde
says the euro area should jump-start domestic demand. The IMF head called for
the ECB to “find ways” to do more to alleviate the credit crunch for SMEs and
head off the risk of deflation, as growth is still below potential, and she suggested
European governments may have to expand fiscal policy again to avert a “vicious
cycle” between low demand and falling investment.

>> Back to the Top

Italy — IP rises by 0.5% MM, better than expected, suggests marginally
positive GDP growth in Q4. In contrast to disappointing readings in the other
main euro area countries, Italian industrial output rose by 0.5% MM in Oct, above
expectations looking for a 0.2% MM gain. The improvement was broad-based
across the main components (consumer goods up by 0.8% MM and capital
goods up by 0.5% MM). Separately, Q3 GDP growth was revised upward to 0.0%
QQ, from a previously reported drop of 0.1% QQ. The contribution of domestic
demand was still negative (-0.2pp on QQ GDP), but a large positive contribution
from inventories (+0.6pp) contributed to offset this and a negative net export
contribution (-0.3pp). Comment: the improvement in industrial activity in Italy has
been lagging behind relative to other main euro area countries in the past two
quarters (IP was down by 0.7% QQ in both Q2 and Q3 13): the Sept/Oct data
suggest some catching up. We estimate IP may rise by some 0.8% QQ in Q4.
The improved liquidity position of firms, also helped by the repayment of
government arrears worth more than 1% of GDP, may have supported some
improvement in investment activity. This is likely to result in quarterly GDP
growth finally returning to positive territory (albeit only marginally) in Q4 13.

>> Back to the Top

Spanish population continued to shrink in H1 2013, by 0.25% relative to Jan-
Jun 2012, to 46.6 million, according to INE data released yesterday. In particular,
the data showed a negative net migration outflow of 125,915 people, 50% above
H2 2012, as a result of an 11% decline in immigration and a 10.7% increase in
emigration. INE reported that while most of those leaving Spain were foreigners
(85% of total), 39,690 Spaniards also left the country during Jan-Jun 2013,
26.3% more than H2 2012 and 53.6% more than H1 2012. Recently, INE
released its 10-year ahead population projection, showing a decline of 2.6 million
(or by 5.6%) over the next 10 years, as a result of population aging (a reduction
in the birth rate from 11.3% in 2008 to 7.6% in 2022 and an increase in the death
rate from 8.4% in 2008 to 9.2% in 2022) and a continuation of migration outflows
similar to those observed in 2013 (net flow of -299,607 people vs. +310,642 in
2008). Comment: the sizable shift from hefty population growth in pre-crisis years
(due to native demographic trends and high immigration flows) to population
declines should significantly reduce potential GDP growth in Spain in the next
decade.

>> Back to the Top

Spain - Electricity prices may rise up to 10% in Jan 2014, daily EI Economista
reports, noting that electricity prices in the wholesale market have risen to an all-
time high of 83.8 €/ MWh as a result of unfavourable weather conditions. In
particular, electricity prices in futures markets up to Jan-2014 — which are used
as reference for setting electricity bills each quarter — are now 18% above the
October levels (when electricity tariffs were last adjusted). Adding to the 2%
automatic increase in taxes, this may imply a rise in retail electricity prices of
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need to enact structural changes is
seen as an opportunity rather than a
constraint.

Guillaume Menuet | Giada Giani | Michael
Saunders | Ebrahim Rahbari | Ann O'Kelly

UK Economics Weekly —
Balancing Prudence, Politics and
Growth

6 December 2013

The Autumn Statement (AS) is a
balancing act between (1) the
government’s longterm commitment to
fiscal consolidation; (2) the nearterm
desire to support growth and avoid
scuppering the recovery; and (3) a
political priority on trying to regain lost
political support. We expect CPI inflation
to drop a little below the 2% target in the
next 6 months or so, undershooting
consensus and MPC forecasts in 2014-
15.

Michael Saunders | Ann O'Kelly

Scandi Economics Update —
Swedish Inflation Expectations
Drift Slightly Lower

11 December 2013

Sweden — Very weak orders and
production data in Oct — Inflation
expectations drift slightly lower —
Tomorrow's inflation data last important
input ahead of Riksbank policy meeting.
Norway — Core inflation edges slightly
higher in Nov.

Tina Mortensen

>> Back to the Top
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around 10% in Jan 2014. Comment: a higher than normal increase in electricity

prices, due either to bad weather conditions or to reduced government subsidies
to the energy sector — is a potential upside risk to our below-consensus inflation

forecasts for 2014 (HICP: -0.4%).

>> Back to the Top

Portugal — Bank of Portugal raises GDP forecast for 2014 to 0.8%, from 0.3%
expected last spring. GDP is seen accelerating further in 2015 to 1.3%. Private
consumption is seen rising by 0.3% in 2014, compared with a previous projection
of a 1.4% decline. HICP inflation is expected to rise to 0.8% on average in 2014
(from 0.0% at present) and to 1.2% in 2015. Comment: we reckon that a fiscal
tightening envisaged in the 2014 budget equal to 2.3% of GDP makes it unlikely
that domestic demand will return to positive growth rates in 2014. The pace of
fiscal tightening envisaged for 2014 significantly exceeds what has been actually
delivered in 2013 (around 0.5pp of GDP), when GDP likely contracted by 1.6%
(1.5% according to the Bank of Portugal).

>> Back to the Top

Latest Issues of Sovereign Debt Update

Ecofin — Still Searching For Agreement on SRM

10 December 2013

Agreeement on SRM may be unlikely at today's EcoFin meeting but late-night
compromise cannot be ruled out. ECB's Mersch highlights that ECB is willing to
do more, but that there are limits to ECB's reaction function. Germany's CDU
approves coalition agreement. Italy: contraction in business loans reaches new
record. Spain's tax revenue rises. Portugal sees strong rebound in private
consumption. Greek inflation at new record low. Falls in German and French
industrial production.

Giada Giani | Guillaume Menuet | Ebrahim Rahbari

Italy — Renzi Elected New Centre-Left Leader

9 December 2013

Italy: Matteo Renzi elected new Centre-Left PD leader with 67.8% of votes in
Sunday's primary election. ECB ready to act, says Weidmann. ECB's Coeure on
importance of symmetric inflation target, ECB's Nowotny on the need for growth.
French FinMin sees banking union compromise before yearend. Germany:
CDU/CSU and SPD face some internal resistance to coalition agreement.
Greece's 2014 budget passed by Parliament, but troika agreement far off.
Spain's economy has turned corner, says Rajoy.

Giada Giani | Guillaume Menuet | Ebrahim Rahbari

‘Secret’ Meeting on Bank Resolution in Berlin Today

6 December 2013

"Secret meeting" in Berlin today on SRM. No change in ECB rates in Dec. ECB's
Praet says Governing Council ready to act. ECB should do more, says
Eichengreen. BuBa forecasts above-trend growth and low inflation for Germany.
Italy's Parliament should quickly pass electoral reform, says President
Napolitano. S&P revises outlook to Stable for 5 Spanish regional governments.
Bank stress test results to be delivered today to Bank of Greece. Slovenia:
Banking sector "D Day" will likely be 12 Dec

Ebrahim Rahbari | Guillaume Menuet | Giada Giani

Spain — Moody’s Revises Rating Outlook to Stable
5 December 2013
Moody's revises Spain's outlook to Stable. ECB expected to leave rates
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unchanged today, Eurosystem staff projections main focus. Financial
Transactions Tax gets green light from EC lawyers. Germany's FM confident of
bank resolution agreement before year-end. French business more gloomy on
2014. French PM says €50bn savings by 2017. Italy's High Court rules against
current electoral law. Unemployment main Spanish concern - poll. Greece: govt
arrears still high. Jump in Slovenia's bank recap costs.

Giada Giani | Guillaume Menuet | Ebrahim Rahbari

EC Calls for More Budget Cuts in Italy

4 December 2013

EC asks Italy for budget cuts to meet structural adjustment. EU countries lean
towards EC as bank resolution authority. ECB's Nowotny says don't change
sovereign debt regulations ahead of stress test. French PM says tax reform will
not increase fiscal pressure. EU's Rehn says tax increases hurting French
growth. French government popularity drops again. Spain's composite PMI above
50-mark. Greece: Syriza says it will be in power in 2014. Portugal: Troika wants a
Plan B.

Ebrahim Rahbari | Guillaume Menuet | Giada Giani

ECB Methodology for Bank Supervision — Details by End-Jan, says
Constancio

3 December 2013

ECB to make methodology announcement on bank supervision by end-Jan, says
Constancio. ECB's Knot on principle of risk-weightings for all instruments. French
voters want government to shrink size of public sector. Italy can beat the
consensus, says FinMin. Spain may need further labour market reform, says
EU's Rehn. Spanish government makes withdrawal from reserve fund to pay
pensions. Spanish unemployment falls in November. Citi's latest economic
forecasts for euro area and global.

Guillaume Menuet | Giada Giani | Ebrahim Rahbari

>> Back to the Top

Macroeconomic Forecasts

European Economic Forecast Highlights — December 2013

5 December 2013

This companion to Global Economic Outlook and Strategy - Prospects for
Economies and Financial Markets in 2014 and Beyond gives detailed quarterly
forecasts for the main European countries to end 2015, as well as annual
forecasts to 2018 for growth, inflation, current balance, fiscal balance, primary
balance and government debt.

Ann O'Kelly | Michael Saunders | Guillaume Menuet | Giada Giani | Ebrahim Rahbari

Global Economic Outlook and Strategy — Prospects for Economies
and Financial Markets in 2014 and Beyond
Global, Americas, GEMS, Pan Asia, EMEA, Asia, Western Europe, North

America, Latin America, Australia
2 December 2013

In this "Prospects" edition, Citi's research team presents updated forecasts for
economies, policy, commodity prices and sovereign ratings around the world for
2014 and beyond, along with Overview essays on EMU banking union, world
trade growth, global imbalances, challenges facing emerging markets, political
risks and long-run projections for the size of major economies.

Willem Buiter | Guillermo Mondino | Nathan Sheets | Michael Saunders | Robert V
DiClemente
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Emerging Markets Macro and Strategy Outlook — Prospects for
2014 and beyond

GEMS, Asia, Latin America, CEEMEA, Global

2 December 2013

Three questions are likely to dominate investors' thinking about EM in 2014. The
first is about the future of capital flows to EM: will Fed ‘tapering’ and the prospect
of US monetary tightening cause sustained outflows from EM? The second is
about EM's export recovery: will EM's recent export slump ever reverse? And the
third is about China: will ‘China risk' re-emerge as a threat to EM growth? These
three questions were very broadly discussed among investors during the course
of 2013, and so in a sense ‘nothing’'s new' as we go into the New Year. Overall
we find it difficult to come up with optimistic answers to any of these questions,
and so we think it makes sense to be quite cautious about the environment
facing emerging markets.

Guillermo Mondino | David Lubin | Johanna Chua
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