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Summary

ECB considering limiting negative deposit rate at -10bp — according to two
sources cited by Bloomberg. Reuters quoted another central bank official
indicating that “in contrast to the spring when such an option was heavily
debated, the appetite for this has waned recently’.

ECB’s Constancio says no technical discussions yet about QE — noting that
references to the idea of asset purchases are “only a possibility and nothing
else”.

ECB’s Asmussen favours publishing Minutes and voting records, arguing
that “one should see who has voted for what’, adding that “part of the problem is
that we as the ECB do not provide insights into our discussions”.

Buba’s Weidmann argues against talk of additional action so soon after last
month’s rate cut — noting that the very moderate inflation outlook justifies
expansive monetary policy, but reminds the general public that “there is no easy
and quick way out of the crisis”, stressing that “the money printer is definitely not
the way to solve it’.

Eurogroup’s Dijsselbloem not convinced about ‘reform contract’ proposals
— noting he is “worried that countries would need outside incentives to do the
reforms that are necessary of the countries themselves”.

Germany — employer association imposes conditions for joining minimum
wage commission.

Single Supervisory Mechanism: France’s Nouy to lead Supervisory Board

Italy — vote of no confidence against justice minister does not pass, as
expected, but still highlights divisions within the governing coalition.

Italy — 2014 Budget law still under parliamentary debate, likely to miss Friday
deadline for parliamentary approval. Abolition of property tax creates risks for
2013 fiscal deficit exceeding the 3% threshold.

Spain — exports of goods remain strong in September, rising by 8.3% YY.

Greece - still no agreement with the troika, budget goes to Parliament
without approval of troika. Supplementary budget may be needed in Q1 14.

Portugal - 10™ troika review to start on 4 December, to discuss wage
flexibility and the possible alternative fiscal policy measures in case the
Constitutional Court rejects the current measures.

Ireland — not requesting a precautionary credit line does not exclude OMT,
says Finance Minister Noonan.
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Sweden — Riksbank Likely To
Cut By 25bp In December

20 November 2013

The Riksbank has been under
increasing pressure to cut the repo rate,
especially following the substantial
downside surprise in inflation in
October. Several board members now
appear at unease with continuous low
and undershooting inflation, arguing that
the Riksbank must deliver on its inflation
target to ensure confidence is
maintained in the target. Our base case
is now a 25bp repo rate cut to 0.75% at
the 17 December meeting.

Tina Mortensen

Norway — Mainland GDP Weaker
than Suggested by Headline
Number

19 November 2013

Activity in Norway has slowed quite a bit
over the past year and continues to run
well below trend. Although accelerating
moderately in 3Q (from 0.3% Q/Q in 2Q
to 0.5% Q/Q), mainland GDP on a year-
ago basis slowed to 1.5% — the slowest
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Today’s News in Detail

ECB considering limiting negative deposit rate at -10bp — Bloomberg
reported on Wednesday that the ECB would consider cutting the deposit rate to
-0.1% in the event of taking the ECB’s interest rate floor into negative territory,
citing two sources familiar with Governing Council discussions, but indicating that
the concept does not yet have a consensus. Reuters quoted another central bank
official indicating that “in contrast to the spring when such an option was heavily
debated, the appetite for this has waned recently’. Comment: given some of the
downside associated with this specific policy tool, we believe that before ‘going
negative’, the Governing Council would rather 1) enhance its forward guidance,
2) provide additional liquidity and 3) envisage cutting the repo rate again, making
the corridor even more asymmetric. Although a negative deposit rate would likely
be an interesting tool to deploy to incentivise banks in the euro area core to lend,
we suspect that the Governing Council would need to see some clear evidence
of persistently negative loan growth. Note that the supply side of the bank lending
equation appears to be improving steadily (see Euro Economics Weekly -
Recovery Watch: SME Lending is Key).

>> Back to the Top

ECB Vice President Constancio says no technical discussions yet about
QE — ECB Executive Board Member Vitor Constancio indicated on Tuesday that
the ECB has not discussed how it would conduct quantitative easing technically.
Mr. Constancio noted that references to the idea of asset purchases are “only a
possibility and nothing else”. Comment: this indicates that the topic has featured
in recent Governing Council member exchanges in the past. Although the
Governing Council is not ready to deliver additional measures to loosen its
monetary policy stance, all options appear to be on the table.

>> Back to the Top

ECB’s Asmussen favours publishing Minutes and voting records — ECB
Executive Board Member Jérg Asmussen indicated on Wednesday that he does
not see a north-south split within the Governing Council, also reaffirming that he
is in favour of the publication of Minutes. He made the case that the ECB should
provide more information to the public about its consultations, arguing that “one
should see who has voted for what’. In an interview with Austrian newspaper Der
Standard, Mr. Asmussen noted that “part of the problem is that we as the ECB do
not provide insights into our discussions”. Comment: the Governing Council still
appears uncertain on the issue of publishing Minutes, but particularly fractured
on whether the details of the votes should be released. We suspect that some of
the hawks would not be particularly comfortable with their systematic opposition
to monetary policy easing, despite the fact that the ECB has a clear mandate of
maintaining price stability.

>> Back to the Top

Buba’s Weidmann argues against talk of additional action so soon after last
month’s rate cut — President Jens Weidmann was interviewed by German
weekly Die Welt underscoring that it is too soon to signal any further easing,
noting that “/ do not think it is sensible to immediately herald the start of the next
round”, having “only just eased monetary policy further’. In Thursday’s edition Mr.
Weidmann notes that the very moderate inflation outlook justifies expansive
monetary policy, but reminds the general public that “there is no easy and quick
way out of the crisis”, stressing that “the money printer is definitely not the way to
solve it’. Comment: resistance to taking additional steps, especially in the form of
large scale asset purchases, is likely to be difficult to overcome in the short-term.
This is perhaps the reason why the more dovish Executive Board is pushing for
the publication of Minutes in order to highlight that the Governing Council pays
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pace in two-and-a-half year, and below
the pace needed to keep unemployment
stable. In addition, the details suggest
that activity was weaker than suggested
by the headline number as mainland
domestic demand barely expanded in
3Q and exports were markedly down.

Tina Mortensen

Euro Economics Weekly —
Recovery Watch: SME Lending is
Key

15 November 2013

SMEs Matter — it is very difficult to
argue that a euro area recovery can
build a strong base without SMEs
feeling more confident about their
funding, investment and hiring
prospects. The overwhelming
dependence of these firms on the
banking system suggests that progress
towards banking union will be essential
to improve their performance, as well as
overall economic prospects, in coming
years.

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

UK Economics Weekly — The
Recovery and Unemployment

15 November 2013

The MPC'’s Inflation Report shows an
unusually favourable outlook, with
above-consensus growth and below-
consensus inflation in 2014-16 and a
somewhat less pessimistic appraisal of
the economy’s supply-side prospects.
We broadly agree with this view, and
indeed expect that GDP growth will
probably exceed the MPC’s base case
with inflation perhaps even slightly lower
than they expect. We expect the jobless
rate will hit the 7% threshold in late-
2014, rather earlier than the MPC'’s
base case.

Michael Saunders | Ann O'Kelly

Scandi Economics Update —
Swedish 3Q GDP Growth Likely
(also) to Undershoot RB Forecast
Western Europe

Sweden — The Riksbank likely to cut
by 25bp in December — Investment
survey to add more guidance ahead of
3Q GDP report — Riksbank’s autumn
2013 risk survey.

Norway — Government backs down
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more attention to the needs of the Eurosystem than being concerned about
domestic considerations.

>> Back to the Top

Eurogroup’s Dijsselbloem not convinced about ‘reform contract’ proposals
- Eurogroup Chairman Jeroen Dijsselbloem indicated on Wednesday that he is
“worried that countries would need outside incentives to do the reforms that are
necessary of the countries themselves”. He expressed his scepticism about a
proposal for the European Union to encourage member states to make long-term
economic changes by offering them loans at below market rates. Comment: Mr.
Dijsselbloem is alluding to German Chancellor Merkel’s so-called ‘reform
contracts’ or 'competitiveness pacts' first discussed during the December 2012
EU Summit.

>> Back to the Top

Germany — employer association imposes conditions for joining minimum
wage commission. Handelsblatt reports that the president of the association of
German employers said that his organisation would join a minimum wage
commission, but only under the condition that it would not be dominated by an
implicit coalition of the government and the trade unions. He added that those
who promise a minimum wage of €8.50/hour should be clear that it would not be
compatible with employment at current levels or to reach full employment.

>> Back to the Top

Daniéle Nouy to lead Supervisory Board of SSM. The ECB nominated
yesterday France’s Daniele Nouy to head the Supervisory Board of the new
Single Supervisory Mechanism. Nouy will have a hearing in front of the relevant
committee of the European Parliament next Wednesday as part of the approval
press. She has been working at the Banque de France since 1974 and was
made the President of the Committee of European Bank Supervisors in 2006.

>> Back to the Top

Italy — vote of no confidence against justice minister does not pass, as
expected. The censure motion was proposed by opposition party M5S, but some
parts of the main coalition party, centre-left PD, had called for the minister’'s
resignation before the vote of no confidence. PD PM Enrico Letta had rallied his
party members to vote against the motion, as this would have represented a vote
of no confidence for his entire government. Comment: additional signs of on-
going stress in the governing coalition, generated by divisions within the two
main coalition parties.

>> Back to the Top

Italy — 2014 Budget law still under parliamentary debate. La Stampa reports
that the draft bill of the so-called Stability Law will probably not be voted this
Friday, as previously scheduled, due to many still unresolved issues on which
there seem to be no consensus within the government coalition. Silvio Berlusconi
said yesterday that his new party Forza Italia — born after the split of the centre-
right coalition party PdL — is not going to vote in favour of this draft, because it
envisages too many tax increases. Separately, the government is reportedly
struggling to find financial coverage for the abolition of the second tranche of the
property tax (IMU). The government is reportedly determined to cancel the levy,
but if no financial coverage is found, this would trigger an automatic increase in
excise duties on petrol prices to compensate for some of the revenue shortfall.
Comment: the lack of agreement on meaningful spending cuts is preventing the
government from keeping its pledges to reduce the tax burden. We see risks that
the 3% deficit-to-GDP threshold will be exceeded this year. As for the 2014
Budget, even if the newly created Forza Italia votes against the draft, the
government still has the numbers to pass it in the Senate.

from pre-election talk of restructuring oil
fund.

Denmark — Voters shrug off
government policies in local election.

Tina Mortensen

>> Back to the Top
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>> Back to the Top

Spain - exports of goods remain strong in September, rising by 8.3% YY,
Bank of Spain data showed yesterday. YTD (Jan-Sep 2013) exports are now up
by 6.8% over the same period in 2012, while YTD imports are down by 2.3% YY,
implying a YTD reduction in the trade deficit by 58.6% YY. Deputy Trade Minister
Jaime Garcia-Legaz Ponce noted that “the rise in Spanish exports to emerging
economies is particularly striking” with exports (YTD) shipped to non-EU markets
rising by 9.4% YY. Comment: exports continue to outperform on the back of
gains in competitiveness and an increase in the number of exporting companies.
We expect net exports to continue to positively contribute to real GDP growth in
coming years.

>> Back to the Top

Greece - still no agreement with the troika, budget goes to Parliament
without approval of troika. Ekathimerini reports that the new round of talks with
the troika representatives did not yield any agreement yesterday, and that the
government intends to submit the 2014 Budget draft to Parliament today without
the final approval of international lenders. Ekathimerini reports the draft includes
budgetary savings of €1bn (0.5% of GDP), mainly from tidying up the social
security system and improvements in tax administration. The newspaper says
that a supplementary budget may be submitted to Parliament early next year.
Comment: the negotiations around the Greek programme (with the main
stumbling blocks being the size of the fiscal adjustment in 2014 and key
privatisations) are bound to drag on for some time, given the absence of a
German government and the absence of imminent cash needs by Greece.

>> Back to the Top

Portugal - 10" troika review to start on 4 December, the Portuguese
government announced yesterday. On the second last review before the end of
the programme, Diario Economico reports that the discussion will centre on wage
flexibility and the possible alternative fiscal policy measures in case the
Constitutional Court should reject the current measures. The discussion about
the exit from the current bailout programme (after it expires in June 2014) will
also be undertaken, the newspaper reports. Increasing the level of
decentralization of the wage bargaining system has been one of the key requests
within the economic adjustment programme for Portugal, in order to reduce wage
growth and regain competitiveness. Comment: we doubt any decision will be
taken before year-end on what to do after the expiry of the current bailout
programme. We think a precautionary credit line is going to be the most likely
outcome if market sentiment remains fairly supportive, but risks that Portugal will
need a full second bailout package remain relevant in our view.

>> Back to the Top

Ireland — not requesting a precautionary credit line does not exclude OMT,
Irish FinMin Michael Noonan said in a newspaper interview yesterday. Mr
Noonan said he had sought assurances from top ECB officials including
President Draghi that the decision not to apply for a precautionary credit line after
the expiry of the bailout programme does not mean the ECB’s OMT cannot be
activated for Ireland. Mr. Noonan said the OMT aims at dealing with a euro area
system crisis and, if this were to happen, the OMT would be applied to Ireland.

>> Back to the Top

Latest Issues of Sovereign Debt Update

ECB’s Asmussen Wary of Negative Deposit Rate

20 November 2013

ECB's Asmussen "very careful" of cutting the deposit rate into negative territory.
ECB's Praet says negative output gap possible until 2017. EU and Japan want to
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conclude free-trade agreement soon. Germany's CDU/CSU not afraid of early
elections. French budget minister wants to support business and lower public
spending. Italy: crucial reform of Parliament to be tabled tomorrow. OECD
expects Spanish unemployment to peak in 2013. Greek banks ask for lower Core
Tier 1 capital adequacy index of 8%

Giada Giani | Ebrahim Rahbari | Guillaume Menuet

ECB Members Suggest Reluctance to Further Nearterm Easing

19 November 2013

ECB GC members suggest nearterm reluctance for more easing. ECB's Mersch
on set-up for stress tests. ECB allows simplified NPL definitions for first phase of
assessment. Bundesbank says easy money policy justified. 2015 revamp of
French tax system says PM. Italy: Renzi wins PD party's pre-primaries. Italy's
spending review to save 2% of GDP by 2016, says draft. Spain's aid programme
on track, says Troika. Spain's NPL at new high in Sep. Portugal to access ECCL
after bailout end, says Fitch.

Ebrahim Rahbari | Guillaume Menuet | Giada Giani

EU Council Signs Off on Common Direct Bank Recap

18 November 2013

EU FinMins promise common recap resources as backstop after AQR & stress
test, no agreement on Single Resolution Mechanism. ECB's Mersch on liquidity
option and asset purchases. EC review of EA governments' budgets. EBA head
promises tough stress test. Coalition talks continue in Germany, SPD leaders
campaign for Grand Coalition. Italy's centre-right splits, govt probably rests on
thinner majority. EC criticises Italy's 2014 budget, warns of budget risks in Spain.
Slovene FinMin issues 3Y bond.

Ebrahim Rahbari | Guillaume Menuet | Giada Giani

Ireland and Spain to Exit Bailouts at Year-End
15 November 2013

Ireland's "clean exit" from programme, without precautionary credit line. Spain to
close bailout facility in Dec. EA FinMins struggle on SRM and direct bank recap.
Draghi OK with EU State Aid rules. Germany's SPD confirms party leader, opens
door to left. OECD urges France on competitiveness. Spain's banks reduce ECB
borrowing. Belgian govt sells stake in rescued bank. Greek deal close on 2014
fiscal gap. 3Q GDP in Netherlands, Greece, Portugal, Slovakia. Slovenia govt
wins confidence vote.

Ebrahim Rahbari | Guillaume Menuet | Giada Giani

ECB’s Praet Says Asset Purchases Part of the Arsenal

14 November 2013

ECB's Praet on asset purchases. Buba's Weidmann on side effects of low
interest rates. German Council of Economic Advisors on coalition plans. EC
worried about Italy's 2014 Budget. Spain still facing large imbalances, says EC.
Spain to allow banks to issue covered bonds backed by SME loans. Catalonia
would need to apply to EU if it secedes from Spain. Greek central govt primary
budget surplus in Jan-Oct. Portugal's programme exit - risks remain high. 3Q
GDP in Germany and France.

Giada Giani | Guillaume Menuet | Ebrahim Rahbari

>> Back to the Top
Macroeconomic Research
European Economic Forecast Highlights — October 2013
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24 October 2013

This companion to Global Economic Outlook and Strategy gives detailed
quarterly forecasts for the main European countries to end 2014, together with
annual forecasts to 2017 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 — October 2013

23 October 2013

Our global growth forecasts are unchanged this month, at 2.5% for 2013 and
3.2% for 2014 (at current exchange rates). We make a marginal (0.1pp) upward
revision to our 2014 euro area forecast — led by upgrades to Portugal and
Spain. The exact timing of the start of Fed tapering is highly uncertain, but we
now expect that tapering will be pushed back to March, with asset purchases not
ending fully until late 2014. The ECB is likely to introduce a new LTRO in Q1,
with extra BoJ easing in 2014.

Willem Buiter | Nathan Sheets | Michael Saunders | Robert V DiClemente | Kiichi Murashima
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