Citi Research

Economics

18 October 2013 | 20 pages

Euro Economics Weekly
Portugal — What After June 2014?

B The Portuguese bailout programme ends in June 2014 and it remains uncertain if
Portugal will require additional help. Given the fiscal tightening still to come, on-
going private deleveraging and ensuing poor nominal GDP growth prospects,
doubts still exist about the sustainability of the Portuguese public debt in our view.

® Government financing needs over the 2014-2016 period are large, therefore we
anticipate a precautionary credit line for Portugal will be agreed before June 2014.
However, a second full bailout programme remains a clear risk in the event of
market sentiment deteriorating. In any case, we think a Greek-style public debt
restructuring unlikely in the near future, but a restructuring of some government
contingent liabilities is still possible.

Figure 1. Citi Market Forecasts
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Figure 2. Portugal — General Government Debt (Pct. of GDP), 1995-2020F
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Portugal — What After June 2014?

We think public debt sustainability Portugal is approaching the end of its bailout programme in June 2014. Whether the
remains an unresolved issue ahead of country will be able to navigate alone after that date, without the support of an
the end of the bailout programme IMF/EU financial lifeline and without sovereign debt restructuring, remains highly

uncertain in our view. The economic adjustment — in its fiscal, private deleveraging
and external components — is slowly progressing, but we think it remains far from
complete. Crucially, major uncertainty remains around the future path of the
government debt ratio due to poor nominal GDP growth prospects. However, the
Portuguese government remains committed to programme implementation and this
ensures some additional help could be made available by the other euro area
member states either in the form of a precautionary credit line or as a full bailout
package, if needed. We believe that some form of restructuring of government
liabilities is likely before new help is agreed, but probably not of marketable debt
securities.

Figure 3. Portugal — Government Debt Dynamics (Pct. of GDP), 1996-2013F
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Sources: Eurostat, Haver Analytics and Citi Research

Market sentiment on Portugal has been
significantly less supportive than on
Ireland

To be sure, two and a half years after the bailout programme was initiated, Portugal
has made quite some progress with respect to its main imbalances. We use Ireland
as a comparison, since it is a similar-sized, equally bailed-out country, undergoing a
comparable economic re-adjustment, but much closer to successfully exiting its
programme (the Irish programme ends in December 2013). Despite some
similarities, Ireland’s government bond yields have been about 220pb lower than
Portugal's this year, suggesting better hopes for a full return to sustainable market
financing.

The fiscal adjustment

The process of rebalancing the Portugal's government deficit has declined from around 10% of GDP in 2010 to

Portuguese government accounts is around 6% of GDP this year1, entailing a cumulative improvement in the structural

probably only half way through balance of 5.5-6pp of GDP over four years (IMF Fiscal Monitor estimate). This is
actually a bigger structural adjustment than Ireland’s. Despite this, the general
government gross debt-to-GDP ratio has continued climbing higher as a result of
very negative “snowball effects” (capturing the difference between nominal GDP
growth and the average cost of debt) and of large stock-flow adjustments (mainly
bank recap costs and the realisation of contingent liabilities) (see Figure 3). The

' The updated government estimates in the 2014 Budget presented this week acknowledge the fiscal
deficit will come at 5.9% of GDP in 2013, although extra revenues from a tax amnesty before year-end
could lower the deficit below that level. We forecast a fiscal deficit of 6.0% of GDP.
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pace of debt-to-GDP increases is expected to slow down in 2013 thanks to
privatisation revenues (worth some 2.5% of GDP). Overall, the debt increase in
Portugal has not been significantly different from Ireland’s over the last three years.

Figure 4. Portugal — Change in Structural Fiscal Balance, 2010-2015
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2014 Budget envisages a step up in fiscal
consolidation efforts...

...although some measures could still be
ruled illegal by the Constitutional Court

Despite previous fiscal tightening, fiscal
sustainability remains dubious in our
view ...

However, with gross general government debt approaching 130% of GDP and a
fiscal deficit at around 6% of GDP (or 4% in structural terms), additional fiscal
tightening is needed in our view. Indeed, the 2014 Budget foresees that the size of
fiscal tightening will increase again in 2014, after a meaningful slowdown in 2013.
The 2014 Budget presented this week confirmed the fiscal deficit target of 4.0% of
GDP for 2014, implying a structural improvement of 1.0% of GDP (more than
double the structural improvement estimated for 2013, at 0.4pp of GDP). Note that
the structural fiscal balance narrowed much more in 2011-12, by 2%4-2%2pp of GDP
each year (see Figure 4)2 In order to bring down the nominal deficit to 4% of GDP,
the 2014 Budget encompasses budget-cutting measures worth €3.9bn, or 2.3% of
GDP for next year.

We argue that the confirmation of a very ambitious 2014 deficit target, despite
recently rising political fatigue around austerity, is aimed at re-affirming Portugal’s
commitment to fiscal rectitude and at fostering investors’ confidence ahead of the
planned return to market financing in 2014. However, we see clear risks that some
of the budget measures could be challenged in front of the Constitutional Court in
coming months and then declared illegal (as happened already in four recent
cases). This would therefore reduce the overall size of budgetary cuts for 2014.

Yet, fiscal sustainability remains dubious in our view. The Debt Sustainability
Analysis (DSA) in the latest IMF Review (July 2013) finds that a combination of
“plausible shocks” could make the Portuguese public debt unsustainable. This is
partly because there are large amounts (larger than in other countries) of
unrecognised contingent liabilities of the government, which may still lift the public
debt ratio in coming years. The IMF DSA assumes a plausible shock equal to 15%
of GDP from contingent liabilities. In our baseline scenario we assume that 9% of
GDP in debt of state-owned enterprises (SOEs), currently still classified outside the
general government, will migrate onto the government balance sheet in 2014.

2The IMF October 2013 Fiscal Monitor estimates the decline in the structural deficit to be 0.6pp of
GDP in 2013, and of 1.5pp of GDP in 2014.
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...mainly due to poor nominal GDP
prospects

Nominal GDP should return to pre-crisis
growth rates to ensure a decline in the
public debt ratio to 120% by 2020

Fiscal austerity likely to remain a
negative headwind on growth in 2014

Household deleveraging is at a fairly
advanced stage...

Citi Research

Moreover, Portugal needs both further budgetary adjustments and a marked
acceleration in nominal GDP growth to return to fiscal sustainability. Fiscal
tightening alone will not do the job in our view. A debt-to-GDP ratio well above 100%
means that the debt-to-GDP trajectory becomes highly sensitive to slightly different
assumptions on nominal GDP, much more so than to changes in the budget
balance projections or interest rates.® This is because lower economic growth
makes the “snowball effect” more negative and also causes a worsening in the
fiscal balance.

Portuguese nominal GDP has fallen on average by an annualised rate of 2%4%
since the inception of the programme in Q2 11 (-1.8% YY on average in H1 13). The
front page chart shows some simulations to estimate the nominal GDP growth rate
likely required to set the public debt ratio on a declining trend. We estimate that
nominal GDP growth in 2014-2020 needs to recover to 3.5%-4% annually — that is
the average growth in 2002-2007 — to bring the debt ratio down to 120% by 2020.
If nominal GDP growth remains negative at -2%, the debt ratio would explode. In
the intermediate scenario (close to our baseline) where nominal growth improves to
-1% in 2013-14 and progressively to +2.0% by 2018, the debt ratio only stabilises at
around 145-150% of GDP (see Figure 2 on the Front Page).4

Private Deleveraging and External Rebalancing

It remains unclear to us how Portugal could quickly return to pre-crisis nominal
growth rates given large headwinds from still-needed fiscal consolidation and
ongoing private sector deleveraging. Fiscal drag is set to become more negative in
2014 relative to 2013, although probably less severe than in 2011-12 and perhaps
also less severe than the recently-proposed 2014 Budget envisages. But with 86%
of the planned budgetary measures being spending cuts (which usually have a
more negative impact on short-term growth than equivalent tax increases), we
estimate that a reduction in the structural deficit in the order of 1pp-1.5pp of GDP
may reduce 2014 real GDP growth by at least 0.5-0.75pp (see Figure 5).

The process of private sector deleveraging is at a more advanced stage than the
government’s, especially in the household sector. Household debt as a percent of
GDP is slowly coming off its peak, and the financial balance of the household sector
is recording its largest surplus on record (4Q sum at 7.8% of GDP in Q2 13),
mirroring a similarly large increase in the household saving rate (12.0% in Q2 13, up
from a trough of 5% in 2008). The rise in the saving rate has exacerbated the
negative impact of fiscal consolidation on private consumption in the past couple of
years. Further increases in the saving rate are still possible, but given its historically
high level, we reckon it is reasonable to expect consumer spending to move broadly
in line with disposable income in coming quarters.

3 According to the IMF DSA 400bp increase in the interest rate on all debt in 2013-15 has a similar
effect on the debt ratio as a reduction in potential GDP growth of 1pp. Note that with 30% of the
outstanding debt in official loans with low interest rate, a show of 400bp in the interest on all debt
would entail a much larger shock on market rates.

4 In these simulations we use 2013 data as a fixed starting point (public debt estimated at 129.5% of
GDP) and we apply shocks to nominal GDP between 2014 and 2020. We assume no additional fiscal
measures are adopted beyond the 2014 Budget. We assume the headline fiscal balance responds to
the output gap with an elasticity of 0.47. Under the high-growth scenario of +4% nominal GDP growth,
we assume the output gap turns positive in 2015 (from -3.5% in 2013) and grows up to +3.0pp of GDP
by 2020. Under the low-growth scenario of -2%, the output gap remains negative at around 3.5% of
GDP until 2020. Under the intermediate scenario (nominal GDP growth rising to +2.0% by 2018), the
output gap remains negative but it is slowly closing towards zero by 2020.
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Figure 6. Selected Euro Area Countries — Non-Financial Corporations’  Figure 7. Selected Euro Area Countries — Non-Financial Corporations’
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...while corporate deleveraging has not
yet properly started

On the other hand, the corporate sector is not yet deleveraged, in contrast to other
euro area, highly-indebted, countries (see Figures 6 and 7). The financial balance of
non-financial corporations is still negative (-2.4% of GDP in the four quarters ending
in Q2 13), albeit much less than it used to be (-10% of GDP in 2007). The non-
financial corporate sector debt-to-GDP ratio is high and has not yet stabilised
(134.2% of GDP in Q2 13). Hence we expect employment and investment growth to
remain weak at least until the corporate financial balance moves into positive
territory on a sustainable basis and the debt burden starts to diminish. Finally,
domestic banks are also deleveraging (total banks’ assets have fallen by 10% in the
last 15 months), but their reliance on central bans liquidity remains high and,
recently, trending higher (€51.6bn, or 9.9% of total assets, in Aug-13, up from
€47.8bn or 8.7% of assets in Mar-13). We reckon private deleveraging is going to
remain a major headwind on economic growth for the next few years.

Figure 8. Portugal — Exports and Export Markets Growth, 1996-2014F  Figure 9. Selected Euro Area Countries — CPI-Deflated Unit Labour
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Exports have been gaining market
share...

...but they are still too small as a share of
GDP to completely offset domestic
demand weakness

Recent supportive developments from
better growth numbers

Citi Research

Many have argued that the best hope for an economic recovery in Portugal rest on
external rebalancing, supported by competitiveness gains boosting Portuguese
exports. The improvement in the current account position has indeed been
remarkable — from -11% of GDP in 2009 to a small surplus in H1 13 — mainly
driven by a narrower trade deficit in the goods sector. Exports (goods and services,
real terms) have gained market share in foreign markets and import penetration has
started to decline, validating the assumption of improved competitiveness of the
productive sector driven by recent declines in unit labour costs (see Figures 8 and
9).

However, it remains uncertain what part of the Portuguese external adjustment is
structural versus cyclical (i.e., due to cyclically weak imports). The net international
investment position remains highly negative and has been still widening (-121% of
GDP in H1 13), requiring a large permanent current account surplus (or much
higher nominal GDP growth) to guarantee a stabilization in external net liabilities as
percent of GDP. Moreover, exports remain small as a share of GDP relative to other
small economies (exports represent 40% of GDP in Portugal, against shares above
80% in Belgium/the Netherlands and above 100% in Ireland). Finally, a striking
difference with Ireland remains Portugal’s relatively lower attractiveness of foreign
direct investment (positive flows worth 4% of GDP in Portugal in 2011-12 against
15% of GDP in Ireland).

Large funding needs over the next three years

Figure 10. Portugal — Government Debt Repayment Schedule, 2013-2020
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Aside from these medium-term considerations, market sentiment on Portugal has
actually been fairly positive since the beginning of the year — with the exception of a
bout of turbulence around the political turmoil in July. Economic data have been
supportive: GDP rose in Q2 (+1.1% QQ) for the first time since 2010 and monthly
data suggest that Q3 QQ GDP growth may also be marginally positive (but probably
lower than in Q2). We think this is probably the result of the significant slowdown in
the pace of fiscal tightening relative to last couple of years as well as of the sharp
deceleration in inflation (from 3% in mid-2012 to 0.3% YY in Sept 13) which boosts
real incomes and real spending. The cash position of the sovereign is also
reportedly fairly good: the Portuguese Treasury is expecting cash reserves of
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Yet, challenges for next three years
remain sizeable

We expect a precautionary credit line to
be agreed for Portugal before June 2014,
but a second full bailout programme
remains a clear risk

Citi Research

€11.1bn, or 6.7% of GDP, at the end of this year, although this includes €6.4bn of
unused bank recap funds from the European rescue facilities.

However, redemptions of medium-long term debt will increase significantly from
€5.8bn this year to €14.2bn in 2014, €15bn in 2015 and €12.6bn in 2016 (see
Figure 10). Note, that the 7-year extension of the maturities of EFSF/EFSM loans
agreed last June has removed a redemption hump in 2016.° In addition, we think
the fiscal deficit will likely overshoot by at least €1-1.5bn per year the government’s
estimates for the next three years (current government projections are €6.7bn,
€4.3bn, €2.1bn, for 2014, 2015 and 2016 respectively). In total, debt repayments
and fiscal deficits will probably generate total financing needs over the period 2014-
2016 of at least €55bn (34% of GDP), assuming the current outstanding amount of
t-bills (€20.6bn in Aug-13) is entirely rolled over. And this is not taking into account
any other financing needs from bank recaps or SOEs funding. The remaining
EU/IMF funds of the current aid programme amount to €8.1bn and have to be
disbursed by June 2014, leaving funding needs of around €47bn to be met from
other sources.

More help needed, of what type?

That said, it seems quite likely to us that at least a precautionary credit line from the
European rescue mechanism will be necessary to support Portugal over the next
three years. An Enhanced Conditions Credit Line (ECCL) is the most likely option in
our view, given the likely lack of eligibility for a Precautionary Conditioned Credit
Line (PCCL).® But risks of a full second bailout programme are material, in our view,
given still high costs of debt financing (not that far from the level of 7% on 10Y
bonds when Portugal lost market access in 2011) and risks around budget
implementation/economic growth. A negative ruling by the Constitutional Court on
some important parts of the 2014 Budget could reduce significantly the budgetary
adjustment planned for 2014 and obstruct much-needed structural reforms of the
public administration system. This could be enough to undermine fragile market
sentiment and derail plans to return to market funding. On the other hand, it remains
uncertain what level of resistance a second fully-funded bailout programme for
Portugal — assuming it is in the order of €50bn — would encounter in anti-bailout
European Parliaments (eg, Germany, Netherlands or Finland). However, the recent
EU/ECB/IMF statement on the 8"/9" review of the Portuguese programme clearly
reaffirmed the euro area’s commitment to “support Portugal until full market access
is regained” noting that “Portugal’s culture of political and social dialogue remains
an important asset to the programme. g

5 http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ecofin/137563.pdf

6 A Precautionary Conditioned Credit Line (PCCL) is available for fundamentally sound countries as
regards to debt sustainability, respecting the Stability and Growth Pact (SGP) and the excessive deficit
procedure, track record of access to capital markets on reasonable terms, sustainable external
position, and the absence of bank solvency problems. An Enhanced Conditions Credit Line (ECCL) is
available to countries that do not comply with some of the eligibility criteria for PCCL. Under the PCCL
the beneficiary country is obliged to adopt corrective measures aimed at addressing such weaknesses
and avoiding any future difficulties in respect of access to market financing. Both credit lines can be
drawn via a loan or primary market purchase and have an initial availability period of one year and are
renewable twice, each time for six months. When precautionary financial assistance is granted, a MoU

is concluded with the beneficiary ESM Member.
7 http://europa.eu/rapid/press-release_ MEMO-13-850_en.htm
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We do not expect additional help to be
accompanied by Greek-style public debt
restructuring

Political considerations will weigh in the
decision to avoid meaningful debt
restructuring measures for Portugal

Citi Research

Whichever official support instrument is eventually agreed, we believe this is
unlikely to encompass private sector involvement (PSI) similar to the Greek PSI.
This is firstly because the Greek PSI (and successive debt buyback) has failed to
restore debt sustainability in Greece. Another sovereign debt restructuring could
destabilise the currently benign market sentiment in the euro area and European
policymakers would likely try hard to avoid this.® Second, the Portuguese debt is at
130% of GDP, while the Greek ratio was approaching 200% of GDP in 2012. Third,
it is not that obvious that a debt restructuring of Portuguese government bonds
would deliver public debt sustainability. Portuguese government bonds held by
foreign investors amount to some €48bn, if one excludes around €20bn still held by
the ECB/Eurosystem. This represents only 22% of total general government debt of
€217bn in July 2013, implying that the savings to be made from a bail-in of foreign
private creditors are rather limited (see Figure 11). In case of PSI, domestic
bondholders — banks and other financial institutions — would probably require
additional support from the state, reducing the overall benefits of the operation in
terms of fiscal sustainability.? One final reason to avoid drastic actions before end of
the current programme is probably also the desire to wait for the AQR, BSA and
stress tests of the Portuguese banks to be completed in the autumn of 2014.

Figure 11. Portugal — Government Debt By Holders, Jul 13

ECB/Eurosyste

Domestic banks
18%

Foreigner

Bondholders

22%

Other Domestic

Financial Sector
10%

Domestic Non-
Financial Sector
Foreign Loans 7%
34%

Sources: Bank of Portugal and Citi Research

To be sure, there probably still exists a trade-off between what makes economic
sense in a medium-term horizon and the political implications of any action on
sovereign debt in the current European context. We reckon a large PSI + OSI to
reduce significantly the debt burden of the Portuguese government may be
necessary to decisively restore fiscal sustainability and allow the economy to
accelerate again. But these actions will likely spark major contagion effects

8 Although this could have been because the total Greek debt restructuring (PSI + OSI) was done too
late and on far too small a scale, and because there has been no face-value write-down in the OSI
component.

9 While we reckon the internal-external dimension is important, sovereign debt restructuring through
PSI can be sensible even if it leads to the restructuring of systemically important private entities that
have a concentrated exposure to the sovereign.
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Some government contingent liabilities
could still be restructured to lower
financing needs/debt burden...

...but these are unlikely to be enough to
fully restore sustainability

Political developments and possible
rulings from the Constitutional Court will
be key factors to determine the type of
future assistance for Portugal

Citi Research

throughout the rest of the euro area and they would probably raise the risks of other
sovereigns having to restructure their debt. We believe these political
considerations, and the fact that, after all, providing additional support for Portugal
involves a relatively small amount of resources, will prevail in the decision to be
taken around the end of the Portuguese programme in H1 2014.

Nevertheless, this does not exclude some other form of restructuring of government
liabilities before a new programme is signed. As we noted above, liabilities of state-
owned enterprises are sizable (€48bn, according to Bank of Portugal data) of which
€21.5bn are currently not included in the general government balance sheet. These
liabilities could potentially be restructured before being eventually transferred onto
the government balance sheet, in order to limit financing needs and/or avoid further
large rises in the general government debt-to-GDP ratio. Equally, modifications to
the terms of the debt held within the general government (€35bn) or the non-
tradable part of the debt (€18bn, mainly saving certificates) could also be explored
to reduce financing needs. Finally, an interest-payment-holiday period on official
loans (similar to the one agreed for Greece) is also possible as it would contribute to
reduce funding needs (official loans account for 1/3 of total public debt) and
constitutes an NPV haircut.

Some of these restructuring measures could entail negative effects for domestic
financial institutions (Portuguese banks have an exposure of 7.6% of their assets
towards their sovereign), which may then require some additional capital needs. But
these effects would probably have limited contagion effects outside of Portugal. On
the other hand, we doubt these measures will be able to dispel all the doubts
regarding future debt sustainability of the Portuguese government, hence allowing it
to obtain full market access.

The type of future official assistance to be eventually agreed for Portugal will
depend on the developments of the next few months. Eurogroup head Dijsselbloem
said this week that the discussion on Portugal’s programme exit will be initiated in
Q1 2014. One crucial element will be played by Portuguese politics. Even after the
increase in political fatigue around austerity and a government reshuffle following a
government crisis in July, the Portuguese government remains committed to
programme implementation and to the troika’s requests. This provides an important
support for Portuguese assets, as we believe risks of uncontrolled defaults or
Portugal’s exit from EMU are far more limited than they were, for example, in
Greece in 2012. However, if political turbulence resumes — perhaps around
possible further negative rulings by the Constitutional Court on some budget
measures — it may easily derail fragile positive sentiment and jeopardise the
planned return to market access in H1 2014. If this happens, a second bailout
package with a greater weight on sovereign debt restructuring through OSI and PSI
would become increasingly likely in our view.
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Key Economic Indicators (21 October — 25 October 2013)
During The Week

Monday 21 October
07:00 Germany: Producer Prices, Sep

09:00 Italy: Industrial Orders, Aug
10:00 Euro Area: General Government Deficit and Debt, 2012 (2 Notification)
Tuesday 22 October

07:00 Switzerland: Trade Balance, Sep
09:30 UK: Public Sector Net Borrowing — ex RM, APF & Fin. Intervention, Sep
Fiscal Year to Date, Apr-Sep
Wednesday 23 October
07:45 France: Business Confidence, Oct
Own-Company Production Outlook, Oct

08:30 Netherlands: Consumer Spending, Aug
09:30 UK: MPC Minutes
09:30 UK: BBA Mortgage Lending, Sep
09:30 UK: BoE Agents’ Summary of Business Conditions, Oct
10:00 Euro Area: Quarterly Data on Government Debt, 2Q
15:00 Euro Area: Consumer Confidence, Sep Flash
Thursday 24 October

European Council, Brussels, Oct 24-25
08:00 Spain: Unemployment Rate, 3Q

08:30 Sweden: Riksbank Interest Rate Decision
09:00 Norway: Norges Bank Interest Rate Decision
09:00 Italy: Consumer Confidence, Oct

09:00 Euro Area: Manufacturing PMI, Oct Flash
Service PMI, Oct Flash
Composite PMI, Oct Flash
10:00 Italy: Contractual Wages, Sep
11:00 UK: CBI Industrial Trends Survey — Quarterly Industrial Confidence, Oct
CBI Monthly Output Expectations, Oct
CBI Monthly Order Books, Oct
CBI Monthly Selling Prices, Oct
17:00 France: Jobseekers — Net Change, Sep
Jobseekers, Sep

Friday 25 October
08:00 Spain: Producer Prices, Sep
08:15 Sweden: Consumer Confidence, Oct

Manufacturing Confidence, Oct

08:30 Sweden: Household Lending, Sep
08:30 Netherlands: Producer Confidence, Oct
09:00 Italy: Retail Sales, Aug
09:00 Germany: ifo Business Climate, Oct
09:00 Euro Area: M3, Sep
09:30 UK: GDP Preliminary Estimate, 3Q
09:30 UK: Services Output, Aug
During the Weekend

Europe & UK: Clocks put back one hour during the night of 26/27 October

Sources: National statistical offices, central banks and Citi Research
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94.2
48%YY

107.7
0.7% QQ, 1.3% YY

0.2% MM, 1.8% YY
Last
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Economic Indicators

Euro Area

Oct 23 Consumer Confidence, Oct Forecast: -14.4 Prior: -14.9

15:00

London Time  With households’ unemployment expectations in September at their lowest level since mid-2011, we expect further gains for the aggregate consumer
sentiment in the euro area. Reduced fiscal austerity and falling inflation have contributed to the improvement in consumer confidence. Country-wise, the

largest gains have been witnessed by France, Spain, Italy and to some extent Portugal — among the countries which experienced the most significant
slowdown in fiscal tightening relative to last year.

Oct 24 Manufacturing PMI, Oct Flash Forecast: 51.8 Prior: 51.1
09:00 Services PM, Oct Flash Forecast: 52.0 Prior: 52.2
London Time  Composite PMI, Oct Flash Forecast: 52.5 Prior: 52.2

We expect a bounce-back in the manufacturing PMI, after a surprising decline in September. The service sector PMI is likely to go in the opposite direction in
October, leaving the composite PMI up only marginally. The pace of increase in the composite PMI has slowed down since August, suggesting limited room
for much acceleration in economic activity in 4Q 13.

Germany

Oct 21 Producer Prices, Sep Forecast: 0.1% MM, -0.7% YY Prior: -0.1% MM, -0.5% YY

07:00

London Time  Import prices are falling in year-on-year terms and we expect this trend to have continued in September. A strong euro and still-weak external conditions
(weakening the price of intermediate goods imports) and contained cost pressure from energy costs and wages are the main contributors.

Oct 25 Ifo Business Climate, Oct Forecast: 106.9 Prior: 107.7

09:00

London Time  We expect a slightly weaker reading for the ifo business climate in October. German sentiment readings continue to be robust, but both the composite PMI
and the ZEW current conditions component have slightly weakened recently and the hard data have also been somewhat mixed. A slight increase in the ifo
business climate index would still leave it more than almost one standard deviation above its long-term average

France

Oct 23 Business Confidence Indicator, Oct Forecast: 99 Prior: 97

07:45 Own-Company Production Outlook, Oct Forecast: 9 Prior: 13

London Time
Business confidence is expected to have increased in October, reflecting a gradual improvement in the broader economy. We look for a two-point gain
following an unexpected one-point drop in September. From an industrial sector and export perspective, the euro remains a headwind. The own production
expectations series is where we expect some correction after the very large gain in September, although the indicator is likely to remain slightly higher than
the long-run average.

Oct 24 Jobseekers — Net Change, Sep (000s) Forecast: 30.0K Prior: -50.0K

17:00 Jobseekers, Sep (000s) Forecast: 3,285.7K Prior: 3,235.7K

London Time
Unemployment figures for September will likely show a sizeable increase of around 30K, unwinding a large proportion of August's erroneous compilation of
jobless claims related to some failure in the reporting process. While economic activity is recovering modestly, we doubt that the strength of the rebound is
sufficient to make sizeable dents in the jobless total, and that the unemployment rate will fall much before spring 2014.

Italy

Oct 24 Consumer Confidence, Oct Forecast: 101.6 Prior: 101.1

09:00

London Time  Consumer confidence has been improving quite markedly since the beginning of the summer, mainly driven in our view by reduced fiscal austerity (two major
tax payments in the summer were delayed) and falling inflation. We expect this trend to have continued in October, although a negative impact may have
stemmed from the increase by 1pp in the VAT rate. Note that the current level of the index (0.6 standard deviations below its long-run average) is still probably
consistent with marginally negative growth in private consumption.

Spain

Oct 24 Unemployment Rate, 3Q Forecast: 26.0% Prior: 26.3%

08:00

London Time  Monthly data on affiliations to the social security system suggest employment may have posted a quarterly gain in 3Q (by 0.1% QQ) - the second since 3Q 10
after 0.9% QQ in 2Q 13. This would be partly explained by seasonal factors, but also in adjusted terms the pace of job shedding probably eased further,
reflecting a better-than-expected summer hiring season. Together with a falling labour force (partly driven by discouraged workers) the unemployment rate

may have edged lower in 3Q. We think this does not mark a change in the underlying trend of the labour market. We expect the unemployment rate to rise to
27.4% in 2014.

Norway

Oct 24 Interest Rate Decision Forecast: 1.50% Prior: 1.50%

9:00

London Time ~ We expect Norges Bank to keep the key policy rate stable at 1.50% and to issue a relatively neutral statement. For sure, Norges Bank will note the substantial
downside surprise in annual core inflation in September, which, on the face of it, indicates downside risks to the bank's near-term inflation forecasts. In turn,
with one additional inflation release ahead of the December MPR, the outcome will prove very important for the Bank’s inflation projections and conditional
interest rate path. As of now, downside risks to the short-end of the rate path prevail, in our view; to be sure, we do not expect a rate cut, but rather that the
timing of initial tightening will be postponed further. However, a weaker-than-expected NOK and a substantial downward revision of the Bank’s mainland GDP
forecasts in September should act partly as an offset.
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Economic Indicators

Sweden
Oct 24 Interest Rate Decision Forecast: 1.00% Prior: 1.00%
08:30

London Time ~ We expect a split Riksbank board (4:2) to leave the key policy rate unchanged at 1.0% and to confirm its conditional interest rate path from September, hence
maintaining its near-term easing bias (a 16% probability of a near-term rate cut) and continuing to signal an initial interest rate hike in late-2014. A slightly
lower 2013 GDP growth forecast, following the downward revision to actual 2Q GDP, and lower-than-expected inflation in August support such an outcome.
We expect that financial stability considerations will continue to figure highly among the majority board, at least until the newly-announced tools become
operational. In turn, we see a slight risk that the Central Bank could remove its downside bias given the recent re-acceleration in house prices. We only see
minor changes to the Riksbank’s economic forecasts in the October Monetary Policy Report.

Oct 25 Consumer Confidence, Oct Forecast: 100.1 Prior: 98.0

08:15

London Time  Consumer sentiment fell moderately in September, and is now two points below its long-term average. House prices have recovered in recent quarters and
some house price indicators suggest slight upward pressure in the housing market also ahead. At the same time, car sales were up 3.0% YY in September,
the second consecutive gain, and the labour market continues to develop slightly more strongly than expected (both unemployment and employment, though,
are still rising). Meanwhile, the equity market has, on average, moved sideways, so far in October and hence continues to stay close to the Oct-07 highs. On
balance, this points to improving consumer confidence in October. Inflation expectations are low and fell in October following the September spike to 1.8% YY.

Oct 25 Manufacturing Confidence, Oct Forecast: 97.8 Prior: 94.2

08:15

London Time  Following five consecutive months with above-50 and gradually increasing readings for the PMI (to 56.0 in September, the highest since mid-2011), we expect
NIER manufacturing to recover in October (note, NIER sentiment tends to lag the PMI slightly). Ahead, we expect the manufacturing sector to gradually
recover, but it will be a bumpy road and some setbacks should be expected in periods.

Oct 25 Household Lending, Sep Forecast: 4.9% YY Prior: 4.8% YY

08:30

London Time  Lending to households was stable at 4.8% YY in August, and is above the growth pace a year ago (4.5% YY). The largest part of households’ loans consists
of housing loans (63%), which in August had an annual growth rate of 5.1% (4.7% YY a year ago and down from 10.5% YY in early 2010). Given the rebound

in the housing market (house prices have increased slightly over the past seven months), we see a clear risk that household lending could pick up further in
the remainder of the year. Given the Riksbank majority board's focus on financial stability considerations, this clearly speaks in favour of stable rates ahead.

United Kingdom

Oct 22 Public Sector Net Borrowing, Sep Forecast: £12.0 Billion Deficit, £58.9 Billion Deficit Fiscal Year To Date
09:30 (Ex RM, APF and Financial Intervention) Year Ago: £12.1 Billion Deficit, £62.6 Billion Deficit Fiscal Year To Date
London Time

Over the first five months of the fiscal year, the underlying fiscal deficit has fallen by £3.7bn from last year, and it appears to heading for a sizeable
undershoot versus the OBR’s £120bn forecast. We expect the September deficit to be similar to a year ago, hence keeping the numbers on course for an
undershoot. We will be looking closely to see if the marked improvement in the economy starts to feed through more clearly to revenues.

Oct 24 CBI Industrial Trends Survey, Oct

11:00 Quarterly Industrial Confidence, Oct Forecast: +10% Prior (Jul): +33%

London Time  Monthly Output Expectations Net Balance, Oct Forecast: +30% Prior (Sep): +33%
Monthly Order Books Net Balance, Oct Forecast: +5% Prior (Sep): +9%
Monthly Selling Prices Net Balance, Oct Forecast: +0% Prior (Sep): +3%

Last month’s figure showed a sharp improvement in order books and output expectations, with output expectations at their highest since 1995. We expect
another month with strong underlying readings, but in recent years there has been a regular tendency for the October survey to weaken compared to the
September one, possibly because of a larger sample for the quarterly survey. For example, the order books series has weakened in October in 14 of the past
15 years. Given that, it would not be a surprise if orders and output weaken a bit this month.

Oct 25 GDP, Q3 Preliminary Estimate Provisional: 0.7% QQ, 1.5% YY Prior: 0.7% QQ, 1.3% YY

09:30

London Time  Available data suggest that compared to the 2Q levels, industrial production in July-August rose by 0.6% while construction output rose by 2.0% and services
output in July rose by 0.4%. Based on these readings and buoyant surveys for September, we expect the first release will show growth of 0.7%-0.8% QQ,
although there is considerable uncertainty relating to the services data for August released at the same time.

Oct 25 Service Sector Output, Aug Forecast: 0.3% MM, 1.4% YY Prior: 0.2% MM, 1.8% YY

09:30

London Time  Surveys suggest that service sector output is growing strongly, although the ONS report that retail sales volumes fell back in August. We expect these data

will show continued modest growth, consistent with fairly strong GDP growth but not as buoyant as surveys imply. There is an upside risk to our forecast in
that the official data may catch up with the surveys at some point.

Sources: National Statistical Offices, National Central Banks, Bloomberg, and Citi Research forecasts.
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Key Economic Indicators (28 October — 1 November 2013)

During The Week Forecast
07:00 Germany: Retail Sales, Sep (by Oct 31)
07:00 Germany: Import Prices, Sep (by Oct 31)
07:00 UK: Nationwide House Prices, Oct
Monday 28 October Forecast
08:30 Sweden: Retail Sales, Sep
09:00 Italy: Business Confidence, Oct
11:00 UK: CBI Retail Survey, Oct
Tuesday 29 October Forecast
07:00 Germany: GfK Consumer Confidence, Nov
07:45 France: Consumer Confidence, Oct
08:00 Spain: Retail Sales, Sep
09:30 UK: Personal Borrowing, Sep
Spain: Budget Balance, Sep
Wednesday 30 October Forecast
08:00 Switzerland: KOF Economic Barometer, Oct
08:00 Spain: GDP, 3Q Flash
08:00 Spain: HICP, Oct Flash
08:55 Germany: Unemployment, Oct
09:00 Norway: LFS Unemployment, Aug
09:00 Norway: Retail Sales, Sep
10:00 Euro Area: Business & Consumer Surveys, Oct
13:00 Germany: HICP, Oct Flash
14:00 Belgium: GDP, 3Q Flash
18:00 US: FOMC Outcome
Thursday 31 October Forecast
00:01 UK: GfK Consumer Confidence, Oct
07:45 France: Consumer Spending, Sep
07:45 France: Producer Prices, Sep
09:00 Italy: Unemployment, Sep
10:00 Italy: HICP, Oct Flash
10:00 Euro Area: HICP, Oct Flash
10:00 Euro Area: Unemployment, Sep
11:00 Italy: Producer Prices, Sep
11:00 Ireland: Unemployment Rate, Oct
Spain: Current Account, Aug
Greece: Retail Sales, Aug
Friday 1 November Forecast
07:30 Sweden: Manufacturing PMI, Oct
08:00 Norway: Manufacturing PMI, Oct
09:00 Norway: Unemployment Rate, Oct
09:00 Norway: Credit Indicator C2, Sep
09:30 UK: Manufacturing PMI, Oct
Italy: Budget Balance, Oct
During the Weekend Forecast

North America: Clocks put back one hour during the night of 2/3 November

Sources: National statistical offices, central banks and Citi Research

Last

Last

Last

Last

Last

Last

Last
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Title Author Date

Euro Area — Sovereign Debt Crisis Update

SPD and CDU/CSU to Start Formal Coalition Talks European Economics Team Oct 18, 2013
Spain to Exit Programme by Year-End European Economics Team Oct 17,2013
No Agreement on EA Common Bank Recap Facilities European Economics Team Oct 16, 2013
CDU and SPD Coalition Talks Still Without Breakthrough European Economics Team Oct 15, 2013
New Backstop Facility for Ailing Banks Under Scrutiny European Economics Team Oct 14, 2013
Euro Area - Under No Pressure to Act, ECB Stays Put and Gives Little Away Guillaume Menuet Oct 2, 2013
European Economic Forecast Highlights - September 2013 Ann O'Kelly Sep 27,2013
German Elections Outcome - Big Merkel Win, Grand Coalition Government Most Likely Ebrahim Rahbari et al Sep 23, 2013
German elections - Four More Years — A Multi-Asset View Ebrahim Rahbari et al Sep 12, 2013
Euro Area - ECB Reiterates Forward Guidance, with Some Dovish Hints Giada Giani Sep 5, 2013
Will the ECB's Comprehensive Assessment of Banks be the Euro Area's TARP Moment? Ebrahim Rahbari Oct 11, 2013
Italy — Political and Banking Fragility Giada Giani Oct 4, 2013
New ECB LTRO? Not Like Waiting for Godot Guillaume Menuet Sep 27,2013
Housing Not Yet Turning Around Ebrahim Rahbari Sep 20, 2013
Loan Dynamics: Renaissance by Year-End Guillaume Menuet Sep 13,2013
Germany — Four More Years Ebrahim Rahbari Sep 6, 2013
Greece — More Drama, Fewer Systemic Risks Giada Giani Aug 30, 2013
Enhanced Forward Guidance, ECB-Style Guillaume Menuet Aug 23, 2013
Euro Area Recovery? Not Strong Enough Giada Giani Aug 16, 2013
What do the US Pickup and China Slowdown Mean for Euro Area Growth? Ebrahim Rahbari Aug 9, 2013
Low(er) ECB Rates: For How Long? Guillaume Menuet Jul 26, 2013
German Exports — Down But Not Out Ebrahim Rahbari Jul 19, 2013
On ltaly’s Fiscal Woes and Euro Area’s Dismal Labour Market Giada Giani Jul 12, 2013
France a Year On: How Much Progress? Guillaume Menuet Jul 5, 2013
Small steps towards banking union: the ECB should be pleased Guillaume Menuet Jun 28, 2013

Chief Economist Publications

Global Economic Outlook and Strategy - September 2013 Willem Buiter Sep 25,2013
Scandi Economics Update Tina Mortensen Oct 18, 2013
Norway - Banks Expect Lending Margins To Narrow In 4Q Tina Mortensen Oct 17,2013
Sweden - Riksbank Forecast: Stable Rates, Confirmation of Rate Path Tina Mortensen Oct 16, 2013

Switzerland
Switzerland - Economy Continues to Grow Solidly

Michael Saunders

Sep 3, 2013

Retail Sales Show Buoyant Trend Michael Saunders Oct 17,2013
UK - Buoyant Employment, Weak Productivity Michael Saunders Oct 16,2013
UK - CPl inflation Stable at 2.7% Michael Saunders Oct 15,2013
UK - Unexpected Weakness in Trade and IP Michael Saunders Oct 9, 2013

K Economics Weekly

|

Why Is the UK Suddenly Doing So Well? Michael Saunders Oct 11, 2013
Fiscal Red Ink Receding Michael Saunders Oct 4, 2013

The Squeeze on Living Standards Michael Saunders Sep 27,2013
Change to Rate View Michael Saunders Sep 20, 2013
Scenarios for the Jobless Rate Michael Saunders Sep 13,2013
Housing is Recovering, Not Bubbling Michael Saunders Sep 6, 2013

Assessing Vulnerabilities to the EM Slowdown Michael Saunders Aug 30, 2013

Source: Citi Research

14

citivelocity.com


https://ir.citi.com/7e9AEVG2y0ZXepJYyqJ34n7Uj1z5vOhX5LFxenM0iYm0ynygeRhtuYkIlII4tNuyd14DgJFvAOM%3d
https://ir.citi.com/bIdmVTZhD7PofR1YM%2fquQZy%2bbO6qPJctQWXAsWo2d0ZPy%2fO8%2bIuPjk1OVKYP3owyyV1VJgE6C6A%3d
https://ir.citi.com/%2fyLL1Dkp%2fejZ4SWg8kvnQAB14nh5BwaFF9oq9ilcAoKWYT3tgzBjtM0KIS9%2f3qorRToFgJ%2bRGXo%3d
https://ir.citi.com/AP3RRh3eidw3ZR9ujezElV1eVjTflA163O%2bu9rs0kJl02Cv3O3%2bhSEVlAD76dJsHRsZMOYFyCYw%3d
https://ir.citi.com/EOcf6iu4kls1n0H%2b4HYx2scRNmtN0vytyf0qsN%2bD7o2AAkrddJxpK%2fxh1ba9yTabYxyS%2bnx2bkw%3d
https://ir.citi.com/%2beJQa3bOCGbmKwutdLQZ5Or%2brphn0LxC4ZYRZQiSH9kI2RLZskMuFyjFFjCFFncPXIEhCCJ1I9I%3d
https://ir.citi.com/HmN635oYI8Ra5qqv9Q3svQZs%2brRtQPIaO3ojODIehTAS1sDfgrAFRuW6hZxMyoQFA1EkgVCQqoE%3d
https://ir.citi.com/vAPFI2wAzwK%2fjn05p6WULWbPkucdNx6yn1srlizQOR1TnVAPZLa6DTAY%2f9sTKBS3T355uHI8gJ4%3d
https://ir.citi.com/8ipXYJX65BN8wdL9RD5hltDZ4ctH9jWyOMr3XERXRa2yiRA2rpsrLow76K%2bq6nZGQOJ%2fQmnsH5Q%3d
https://ir.citi.com/jvdRO%2fK53yOPP%2blRVaijSgnVI7Y55k3yGRiWIg%2fUXS%2b4iLhxIWBYAxqQBLcRbcxuPF6gzgrEreE%3d
https://ir.citi.com/pBUtwzb6LWgSbUjmXG9i19WYS3syghan3yQnRn7t4rBX6DTpdYh%2fnvggdwGi%2flFdx%2fXY%2b7OKEVc%3d
https://ir.citi.com/jiD8DswbNPDNhYrsCLbhHvSJQMGI4AV2bOdtwJDtktRMyPyJUqSyJo4pVxSBVJszh8mJnp3R3Bg%3d
https://ir.citi.com/rS9U1HPRcbOm2HYcq%2bVpQvOAWZKOpQZpOp1NG3mIVTQgw%2fGC8YeP%2fICIMMkH1Oj%2b8RIGYTNf7AA%3d
https://ir.citi.com/mixfwA9n0ETqaxSyGp%2bT8bBH%2fia2JoB0ksDGy5YRSIJz%2fv5Q7c6ZAb1cv2CjW3xDKY%2byb1ZC12I%3d
https://ir.citi.com/vL%2fFaX4PzT%2f3IjYw7fS8ONG72umM0tL%2bqK0u1TFPNCVVrrM1TkmqnAi1kxgwWBhiC1PHpnN8pZ0%3d
https://ir.citi.com/h5%2fE%2fGlT%2bpxjFZjSr1IwvYINgVKUUbCeSPrUG3mTS8Vduw7p78SlxacUwm37Q%2fN5c3IBG4SkAHk%3d
https://ir.citi.com/eDk7Ri%2fExzQJrKVRBrhmDwioocvC5r1CHYp0f%2bzjPGvH3NKnYUZn8Pmi3OVRK9DNsvzAy02ndFA%3d
https://ir.citi.com/q1qqam91ohvpDY7Ox%2bJo2A9ePsgtmXKAM6mTGR%2beikakQZvyM0F%2bkpZEmZ88NGZIuIDup6HFr%2fQ%3d
https://ir.citi.com/LMofSkSlYX7VEufbXMqf%2fMLlfEcIvlALyPNpz1BCc9YHPQbgXN3nz0ajBXu0r4VjW1iiQbbFd40%3d
https://ir.citi.com/WOZsEJN33BRq8WHcxzIjuQWBR%2fttgQub3EJtqpzKqRzQJr6Z74xdQOiIys1FkqFlNMcwoWMBcnw%3d
https://ir.citi.com/tNGfobP7uPNdodw9j6Qg6bJKU3hA%2bmpK6Q%2b6XPF6KL4X0GAuOXMn1LNUM7ZlcFbvnGvgLnODPQ4%3d
https://ir.citi.com/tkoRPFbUgp5eXFRqjLRGwpLE1uRdOWTWCyHTK9fws%2bV6KLvboFwPTwhlQCgLDWiNWvm4TqfQJXA%3d
https://ir.citi.com/8L4AM0Q0uBUqx2fVaW15WFgHkWoObmuBd6gmhLDkToP%2bAt97096HZn9YGSAoF6nv4HjLUr%2bXv2c%3d
https://ir.citi.com/PKxEmgEcG5WPACpu9eFnZ6DqUwd0b1aDBQUUWDIbFZXm0DmKHjOFqsLO3TVjvqwKot8tp5qheeo%3d
https://ir.citi.com/18rgbJJq6BOf1DPSAdK7Mjdejrp%2bbWKElS74%2biHjVX7vnSON8PJebg7lNuEZuvPNLbDEY8u2q0A%3d
https://ir.citi.com/bgh5AVnL%2f0uw1hk7gl55fZQrcAYAUR%2bZMhpCC%2btWYpTil6K7cq6%2f%2ffqdkfdthWLKdBWdY2YWVXQ%3d
https://ir.citi.com/jORLV40HJoyst1IGLCjg%2bJ7XmGP1UjK9Cyoc6UhpHJUjJhy3oGrLoShvT1QT9nvx9oQhRlrBJeU%3d
https://ir.citi.com/O14kGgU55%2fpfklX56NKrGkxit1eu9%2fXMt%2bcGJZeCAgJetMhN7bF%2bS6M8BYzQ7m69JMokup3zNpA%3d
https://ir.citi.com/ceOjLjlKTov1zjnFKQCjOE6WaeovN172VxLuBJK5rwLxS%2fSRW7DLU%2b35ws2Znfu57tYWHDECuLE%3d
https://ir.citi.com/S7f2Bmuu3iV5x%2foJmoDSAN%2bOjC8fXpjra5ZlE2lNrj%2fOxavgeEWML1MZne%2b95CR9gfPdFQ4%2betY%3d
https://ir.citi.com/VMx97adqQG3UftQWXnRommdGzYOXycZh%2bR%2bmIcTaMf7mkaSXaf7wfMlkDjV1bUUEYGnv%2bgA0t3Q%3d
https://ir.citi.com/Jpv7LXN7B49TEWmEu5EGQDhHv5I%2fFBgn2rEtKFE9FCptoUWRji9GcvFW9OmAuRMk7Ua9rDQ6j%2fk%3d
https://ir.citi.com/II8c3pPeGFd4ocUYMpQCG7kUHs%2b%2bxXqaCp5m6ST0UmWNXCfM2QS9iYK2bTb5xx3qx69a0KcMud8%3d
https://ir.citi.com/rGsa2j1IWcCIQ%2fa%2fHg%2b9aEwpdOVFlQ9EY2QKgk8NYF7iVoxAzFFfJKsHdQnyELYFtf4rJlT7SwY%3d
https://ir.citi.com/JAp0nBBuz18gs4tVbAOiR6RsmpqJXp9W1oPgS%2bpoU9f8uz1MbiXLopFkGlq2qWF6j%2fIMxPOJ64I%3d
https://ir.citi.com/AZXE%2fMPARhi5%2f83MBNNrkBWLjFAx6j5A7tCFFx4SzPBg9xKUJPWN1CMBoW0y1tPYTAyeRaik9Ac%3d
https://ir.citi.com/Yr%2bzzuvgTCpiWateZSr728FGbmzm8urNlJoXWg%2b%2bW1sHLjyCiow6taLMelhuiCurTUh94j7mx9M%3d
https://ir.citi.com/C3OJQeLMABqrL%2b%2b5hkmpP29soha%2fF9CdxRuTKApPsEFVu2EX4eIoSgSO6IS3%2fMP4GQkiKFScSdo%3d
https://ir.citi.com/ptAcc4UcDPj4jRTn0vAX6ko1cHmHOSUkxhm%2bJgOOfoqWtusHmmSFNdUiCn1mZTEalbjv6HCyPjA%3d
https://ir.citi.com/5L1ZBf8d0Ohovfn%2fCldq09zExa808lISmhGF%2bNPttC%2bpK%2bL7PtemskGKVlqXj7y%2f9Jy9UpcqkhU%3d
https://ir.citi.com/JafnpzpOaHUVps5aN%2blc2dGfsmYrUTb5ADdzTQ%2bTfpXeBB3dhHD%2fwc5BbXPgDRolzLu3ldUaaBE%3d

Euro Economics Weekly .
18 October 2013 Citi Research

Notes

15 citivelocity.com



Euro Economics Weekly .
18 October 2013 Citi Research

Notes

16 citivelocity.com



Euro Economics Weekly .
18 October 2013 Citi Research

Appendix A-1
Analyst Certification

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.

IMPORTANT DISCLOSURES

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures. Valuation and Risk assessments can be found in the text of the
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request.

NON-US RESEARCH ANALYST DISCLOSURES

Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below:

Citigroup Global Markets Ltd Giada Giani; Guillaume Menuet; Michael Saunders; Ebrahim Rahbari; Ann O'Kelly

OTHER DISCLOSURES

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal
basis.

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citi Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of
the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is

17 citivelocity.com



Euro Economics Weekly .
18 October 2013 Citi Research

made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers. If there is any
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia. Citigroup
companies may compensate affiliates and their representatives for providing products and services to clients. The Product is made available in Brazil by
Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comiss&o de Valores Mobiliarios, BACEN - Brazilian Central Bank, APIMEC -
Associacéo dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associagdo Nacional dos Bancos de Investimento. Av.
Paulista, 1111 - 11° andar - CEP. 01311920 - S&o Paulo - SP. If the Product is being made available in certain provinces of Canada by Citigroup Global
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J
2M3. This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets
Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Paul Cézanne, 8éme, Paris, France. The Product is distributed in
Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD,
Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank
N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on
or any matters arising from or in connection with this document. The Product is made available in India by Citigroup Global Markets India Private Limited,
which is regulated by Securities and Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400-021. The Product is made available in Indonesia
through PT Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with
applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations,
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which
constitute an offer within the meaning of the Indonesian capital market laws and regulations. The Product is made available in Israel through Citibank NA,
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. Via dei Mercanti, 12, Milan, 20121,
Italy. The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under
license. In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website. If you have
questions regarding Citi Velocity, please call (81 3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea
Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association
(KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea. KOFIA makes available registration information of research analysts on its
website. Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea
Securities Ltd. http:/dis.kofia.or.kr/fs/dis2/fundMgr/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02. The Product is made available in
Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial Supervisory Service. Address is Citibank Building,
39 Da-dong, Jung-gu, Seoul 100-180, Korea. The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No.
460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents. CGMM is regulated by the Securities Commission of Malaysia. Please
contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with,
the Product. The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero
Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col.
Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available to ‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act
2008 (‘FAA)) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No. 240992), an overseas financial adviser as defined by
the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW
2000. The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regulated by the State Bank of Pakistan and Securities
Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-74200. The Product is made available in the Philippines
through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated by the Philippines Securities and Exchange Commission.
20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De
Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom
Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego. Dom Maklerski Banku
Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa. The Product is made available in the Russian Federation through ZAO Citibank, which is licensed
to carry out banking activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian
Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets. Neither the Product nor any
information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation
or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July
1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made available in
Singapore through Citigroup Global Markets Singapore Pte. Ltd. (‘CGMSPL"), a capital markets services license holder, and regulated by Monetary
Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising
from, or in connection with, the analysis of this document. This report is intended for recipients who are accredited, expert and institutional investors as
defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A.,
Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Please contact your Private Banker in Citibank N.A.,
Singapore Branch if you have any queries on or any matters arising from or in connection with this document. This report is intended for recipients who are
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). This report is distributed in Singapore by Citibank

18 citivelocity.com



Euro Economics Weekly .
18 October 2013 Citi Research

Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent research or analysis of the substance or in preparation of
this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in
connection with this report. This report is intended for recipients who are accredited investors as defined under the Securities and Futures Act (Cap.

289). Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its
registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South
Africa, South African Reserve Bank and the Financial Services Board. The investments and services contained herein are not available to private customers
in South Africa. The Product is made available in Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services
Authority. 29 Jose Ortega Y Gasset, 4th Floor, Madrid, 28006, Spain. The Product is made available in the Republic of China through Citigroup Global
Markets Taiwan Securities Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan)
Company Limited ("CSTL"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable
laws and regulations in the Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory
Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third
parties [without the written authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic
of China, neither the Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of
the securities in the Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale
of a security or financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public
information on such security or the financial products or any registered prospectus. The Product is made available in Thailand through Citicorp Securities
(Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand. 18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak,
Bangkok 10500, Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board. Tekfen Tower, Eski
Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the "Materials") are communicated by Citigroup Global
Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai
Financial Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A
distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector covered is made available on

request. Financial products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties. The
Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. This
material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to
where this may be the case are available upon request in respect of this material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. The
Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and
Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU Member States, the Product is made
available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.

Pursuant to Comissao de Valores Mobiliarios Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a
commercial relationship with the subject company.

Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found at
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.

Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific
transactions or recommendations.

The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.

Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject
to change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other
risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice,
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.
With the exception of our product that is made available only to Qualified Institutional Buyers (QIBs) and other product that is made available through other
distribution channels only to certain categories of clients to satisfy legal or regulatory requirements, Citi Research concurrently disseminates its research via
proprietary and non-proprietary electronic distribution platforms. Periodically, individual Citi Research analysts may also opt to circulate research posted on
such platforms to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the
aforementioned distribution channels. Citi Research simultaneously distributes product that is limited to QIBs only through email distribution.

The level and types of services provided by Citi Research analysts to clients may vary depending on various factors such as the client's individual
preferences as to the frequency and manner of receiving communications from analysts, the client’s risk profile and investment focus and perspective (e.g.
market-wide, sector specific, long term, short-term etc.), the size and scope of the overall client relationship with Citi and legal and regulatory constraints.
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes Citi estimates, data from
company reports and feeds from Reuters and Datastream.

© 2013 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use, duplication,
redistribution or disclosure of this report (the “Product’), including, but not limited to, redistribution of the Product by electronic mail, posting of the Product on
a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information contained in the
Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this report, MSCI sourced
information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any

19 citivelocity.com



Euro Economics Weekly .
18 October 2013 Citi Research

other MSCl intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is
provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or
related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fithess
for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital
International and the MSCI indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of third parties. The
Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm,
the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no
responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink
(including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site
does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your
own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST

for access to Citi's cross-asset research, commentary, data and analytics. CitiVELOCI TY)


http://www.citivelocity.com

	Euro Economics Weekly
	Portugal – What After June 2014?
	Portugal – What After June 2014?
	The fiscal adjustment
	Private Deleveraging and External Rebalancing
	Large funding needs over the next three years
	More help needed, of what type?

	Appendix A-1
	Analyst Certification


