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Summary

ECB'’s Draghi: must act against higher risk of deflation now than six
months ago — noting that "we are in technical preparations to adjust the size,
speed and composition of our measures early 2015, should it become necessary
to react to a too long period of low inflation. There is unanimity within the
Governing Council on this".

ECB'’s Constancio: need to address dangerous cycle of declining prices —
the ECB wants to prevent a "dangerous vicious cycle of declining prices, rising
real wage costs, falling profits, shrinking demand and further declining prices".

ECB’s Praet: will not hesitate to fulfill mandate to combat “extremely fragile
inflation expectations” — stressing that the ECB “cannot sit idly by” and “simply
look through oil prices” as the risks of second-round effects is "higher than
usual". On Dec 31, Mr. Praet remarked that “unfortunately, sovereign bonds are
the only security with significant market volume”, adding that the corporate bond
market is too small and that bank bond purchases could raise concerns as the
ECB is also the bank supervisor. Mr. Praet also listed three options for QE.

ECB'’s Liikanen & Coene: argue that low inflation requires ECB response.

ECB’s Weidmann: why should we add to the oil-induced stimulus
programme? — saying that “as things are at the moment and if oil prices remain
this low, inflation will be lower than expected, but growth will be better”, adding
that “the situation in Europe isn't as bad as some people believe".

ECB’s Knot & Hansson: No QE proposal yet, and plan would be borderline.
ECB'’s Vasiliauskas: agnostic about where to stand on QE debate.
Germany: Schéauble & Schmidt oppose ECB government bond purchases
Germany: first few state CPI estimates point to noticeable HICP fall in Dec.

Germany wants Greece in Eurozone, but “will not be blackmailed” — Der
Spiegel reported that Chancellor Merkel is ready to accept a Greek Euro exit, a
development seen as inevitable and manageable if Syriza wins, according to
Bloomberg.

France: President Hollande says he will respect Euro area commitments —
French President Francois Hollande indicated on Monday during a two-hour
programme on French radio that “if growth is a bit higher it will go towards cutting
the deficit. We must cut our debt”.

Greece: poll shows Syriza lead narrowing to three points — A Marc for Alpha
TV survey released on Friday showed Syriza getting 28.1% of the vote if an
election were held now, versus 25.1% for PM Samaras's New Democracy (ND)
party. Support for co-ruling Socialists was 4.6%. Rass polling agency on Sunday
showed Syriza garnering 30.4% of the vote, with ND at 27.3%, placing the
opposition 3.1pp points ahead of ND, versus 3.4pp in the last poll.
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Scandi Economics Update — No
Extra Election in Sweden

5 January 2014

Sweden — On 27-Dec, the government
announced that it has scrapped plans to
run an early election on 22-Mar after the
government and the centre-right
Alliance parties have reached an
agreement which should make it
possible for minority governments to get
through their budgets in the Parliament
and, thus, be able to implement its
economic policies. The deal is called the
‘December agreement' and will last until
2022.

Sweden — In addition to the deal struck
across the political divide on pensions,
defence and energy issues, PM Léfven
would like to see the government and
the Alliance coordinating integration
policy.

Sweden —Senior members of the three
smaller Alliance parties have suggested
that each party should present its own
shadow budget bill in the spring.
Denmark — December currency
reserve numbers are worth watching as
they could give an indication as to
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Today’s News in Detail

ECB’s Draghi: must act against higher risk of deflation now than six
months ago — ECB President Draghi gave an interview on Friday to German
financial daily Handelsblatt in which he stressed that "the risk that we do not fulfill
our mandate of price stability is higher than six months ago", adding that "we are
in technical preparations to adjust the size, speed and composition of our
measures early 2015, should it become necessary to react to a too long period of
low inflation. There is unanimity within the Governing Council on this". On the
topic of deflation, Mr. Draghi noted that the "risk cannot be entirely excluded, but
it is limited", stressing that "we have to act against such risk", highlighting that
while "government bond buying is one of the tools we can use to fulfill our
mandate”, the ECB "must avoid state financing". Bloomberg reported on Jan 2
that when asked how much the ECB might spend on government bonds he
answered that "it is difficult to say". Separately, in response to a question by Il
Sole 24 Ore. about the succession to Italian President Napolitano, Mr. Draghi
indicated that "l do not want to be a politician” and that "my mandate as ECB
President continues until the year 2019". Comment: Mr. Draghi is playing a
strong hand in our view, given the threat to the mandate and the difficulties of
managing a €1tn balance sheet expansion, preparing investors and the German
public at large about the need for the ECB to deliver on its medium term price
stability mandate. It is unlikely that Mr. Draghi will give much away in terms of
clarification about the modalities and size of government bond purchases given
the need for prior discussions with the GC.

>> Back to the Top

ECB’s Constancio: need to address dangerous cycle of declining prices —
ECB Vice-president Vitor Constancio indicated in an interview with
Wirtschaftswoche published on Dec 20 that the ECB wants to prevent a
"dangerous vicious cycle of declining prices, rising real wage costs, falling profits,
shrinking demand and further declining prices". Mr. Constancio warned that he
expects a negative inflation rate in coming months and stressed that this is
"something every central bank has to look at very closely". He repeated that the
ECB must use all monetary policy instruments at its disposal and that
guantitative easing is "nothing other than a traditional open market operation”,
adding that QE is "completely legal and we do not rule out what is legal". He also
suggested that the ECB is not obsessed with buying sovereign bonds. Comment:
the vice-president of the ECB has sharpened the rhetoric in favour of additional
stimulus, while stressing that he does not see any legal obstacles to government
bond purchases. We expect these arguments to feature prominently in the soon-
to-be-published accounts of monetary policy meetings justifying the ECB’s likely
decision to announce a sovereign bond purchase programme on Jan 22.

>> Back to the Top

ECB’s Praet: will not hesitate to fulfill mandate to combat “extremely fragile
inflation expectations” — ECB chief economist Peter Praet told Bérsen-Zeitung
last week that the ECB “cannot sit idly by” and “simply look through oil prices” as
the risks of second-round effects are "higher than usual”. On Dec 31, Mr. Praet
remarked that “unfortunately, sovereign bonds are the only security with
significant market volume”, adding that the corporate bond market is too small
and that bank bond purchases could raise concerns as the ECB is also the bank
supervisor. Mr. Praet listed three options for QE: i) taking into account the size of
a country’s outstanding debt - but that would imply a higher degree of risk
sharing, ii) purchases without loss-sharing in the event of default and iii) buying
only top-rated bonds, but much bigger volumes would be required from a smaller
universe to have the desired impact on inflation. He also noted that he saw
negative inflation rates during a "substantial part of 2015" and that price
competition resulting from weaker oil prices could contribute to "the de-anchoring
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whether the DNB is any closer to a
unilateral interest rate cut.

Tina Mortensen

Euro Area — Greece: Failed
Presidential Poll Reinforces
Political Uncertainty

29 December 2014

Presidential poll fails, triggering early
parliamentary elections. Greek PM
Samaras said he will request elections
to take place on January 25 (February 1
is another likely option). Recent polls of
voting intentions suggest that far-left
opposition party Syriza is likely to win
the parliamentary elections. Market
reaction and outlook: 5yr Greek spreads
to Germany are over 100bp wider this
morning. There is a softer tone in the
periphery and a better bid in core
markets given their haven status. More
broadly we believe wider contagion is
unlikely, even though political risks are
rising in the Eurozone more generally,
too.

Ebrahim Rahbari | Peter Goves | Guillaume
Menuet | Tina M Fordham

UK — YouGov Report Further
Drop in Household Inflation
Expectations

22 December 2014

The median for inflation expectations in
the next 12 months fell to 1.5% in
December from 1.8% in November and
1.9% in October, and now is the lowest
since Feb-09 (also 1.5%). The median
for inflation expectations in the longer
term (next 5-10 years) fell to 2.7% YoY
in December from 2.8% YoY in
November, and this is the fourth
consecutive month in which this
measure has ticked down by 0.1
percentage point. The latest figure is the
lowest since the YouGov survey began
in late-2005, with troughs of 2.8% YoY
recorded in early 2009 and Nov-2014.
As in recent months, expectations of
deflation are not widespread. Rather,
inflation expectations are becoming
more concentrated on low but positive
inflation. All this is likely to be greatly
reassuring for the MPC.

Michael Saunders

Europe — European Economic
Indicators to 9 January 2015
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of inflation expectations”. He also remarked that the ECB "should not be
paralysed by the fact that the only option is to buy sovereign bonds". He also
stressed that "inflation expectations are extremely fragile" and that the "risk of
second-round effects seems to be greater today than it was in the past".
Comment: we believe that the second option highlighted by Mr. Praet has the
most chance of being accepted at this stage of the process. Outstanding debt
purchases would be more effective in our view, albeit limited by some likely
provisioning, but would nevertheless represent an important step in the right
direction. The key question remains whether the first QE instalment will be large
enough to succeed. We fear that the amounts discussed at this stage could fall
somewhat short of the mark, requiring further rounds of quantitative easing by
the ECB at some stage in 2016.

>> Back to the Top

ECB’s Liikanen & Coene argue that low inflation requires ECB response —
Finland’s central bank governor Erkki Liikanen said in an interview with Finnish
newspaper Savon Sanomat on Dec 27 that “we must be ready for new measures
if exceptionally low inflation is prolonged and increases risks to price stability and
the economy”. Reuters reported that Mr. Liikanen had declined to comment on
what potential measures might be entailed. Belgium’s central bank governor Luc
Coene spoke to La Libre Belgique on Dec 20. He stressed that “it is essential
that we bring inflation to a higher level” given the risk of “low levels of inflation”
and “negative inflation at the start of 2015” running the risk of “fueling
deflationary expectations”. He went on to argue that purchase of sovereign debt
may prove to be “a useful tool” to ward off deflation. Comment: we agree with the
arguments put forward by both Liikanen and Coene. The risk of a prolonged
period of very low headline inflation rates would most likely further aggravate the
slide in medium-term inflation expectations. Assuming as we do that negative
inflation rates will be a feature in Q1-15, not acting soon would be a breach of the
ECB'’s legal mandate.

>> Back to the Top

ECB’s Weidmann: why should we add to the oil-induced stimulus
programme? — Bundesbank President Jens Weidmann told the Frankfurter
Allgemeine Sonntagszeitung on Dec 28 that “as things are at the moment and if
oil prices remain this low, inflation will be lower than expected, but growth will be
better”, adding that “the situation in Europe isn't as bad as some people believe".
According to Reuters, he turned to the subject of monetary policy indicating that
he was “irritated by one question dominating the recent public debate: when will
you finally buy?", arguing instead that "[with low oil prices] an economic stimulus
programme has been handed to us, why should we add to that with monetary
policy?”. Bloomberg also reported that Mr. Weidmann had stressed that “the euro
region’s central banks would be liable together for any losses from bond
purchases, and in the end the taxpayers would foot the bill”. Comment: Mr.
Weidmann will likely oppose an ECB QE programme come what may, just as he
opposed the OMT programme. But in the absence of a veto, which does not exist
at the ECB, in our view Mr. Weidmann can only hope to extract some
concessions about reining in moral hazard issues and limiting potential losses.

>> Back to the Top

ECB’s Knot & Hansson: No proposal on QE yet, and plan would be
borderline — Dutch central bank governor Klaas Knot told de Volkskrant in an
interview on Dec 31 that there is no proposal on QE yet since policy makers will
have a discussion on Jan 22 about the necessity of quantitative easing and
whether it will help. Mr. Knot warned that “as long as Europe isn’t politically
willing to share more risks within the euro zone, it's not up to us to take such a
decision ourselves via the back door”. Earlier on Dec 22, Estonia’s central bank
governor Ardo Hansson had explained to Stiddeutsche Zeitung that he would
prefer that the ECB purchase corporate debt instead of government bonds,
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19 December 2014

We give forecasts and commentary on
the key European economic data
releases in the period from 22
December 2014 to 9 January 2015.
Michael Saunders | Guillaume Menuet |
Ebrahim Rahbari | Tina Mortensen | Antonio
Montilla

Switzerland — SNB Sets Negative
Interest Rates

18 December 2014

The SNB has today set a negative
interest rate (minus 25bp) on banks’
sight deposit account balances at the
SNB, aiming to take its policy rate
(interbank rates) “into negative territory.
The negative rate will only apply to sight
deposits above a specified “exemption
threshold” which, for domestic banks
corresponds to 20 times the minimum
reserve requirement, adjusted for any
holdings of notes and coin. The SNB
has set the exemption threshold at a
level which does not penalize the banks
for holding high reserve levels, but
which does aim to push the interbank
rate well below zero. This structure
appears flexible enough to allow the
SNB to set an even more negative
interest rate if needed, without
excessively penalising banks. Likewise,
if renewed FX intervention inflates
banks’ aggregate sight deposits further,
the SNB could if necessary adjust the
exemption threshold accordingly.

Michael Saunders

UK — Retail Sales Surge

18 December 2014

The ONS report that retail sales
volumes surged by 1.6% MoM in
November, well above our forecast
(0.4%) and the consensus (0.3%), with
the October figure revised up from 0.8%
MoM to 1.0% MoM. This puts volumes
up 6.4% YoY, the highest growth since
2004, with sales volumes by nonfood
retailers up by 10.8% YoY — the highest
since 2002. We expect the mix of even
lower inflation, rising nominal wage
growth and solid job gains will produce
strong growth in both household real
disposable income and consumer
spending in 2015. .

Michael Saunders
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calling the demand for the ECB to buy government bonds “borderline”. But he
acknowledged that “we have a mandate, which is to keep inflation over the
medium term around 2%. In this sense, we are technocrats and we have to
react”. Comment: we believe these remarks illustrate the growing chasm
between the hawks, with at one end of the spectrum Mr. Weidmann, and on the
other some Governing Council members who will likely in the end recognise the
difficulties of acting like politicians instead of monetary policy technocrats.

Ideally, the minority of hawks would like more time to review the impact of lower
oil prices on economic activity and inflation expectations. But time is a commodity
that the ECB does not really have at this stage. The need for more monetary
policy easing at the zero interest rate lower bound leaves little alternative solution
to government bond purchases, given the balance sheet objectives that the ECB
has selected.

>> Back to the Top

ECB’s Vasiliauskas: agnostic about where to stand on QE debate —
Lithuanian central bank chief Vitas Vasiliauskas, whose country became the 19"
euro area member state on January 1, indicated that he does not have “any
preconceptions and dividing between hawks and doves is only a game. I'm
flexible myself”, adding “let me warm up my feet first”. According to Bloomberg,
he also stressed the need for “other actors, and | mean the governments of the
member states, also do their job”, warning that “the ECB alone within its mandate
cannot solve all the problems. It cannot simply splash money. The economic
situation in the euro zone won’t improve just because of that”. Comment: these
first remarks by the newcomer suggest that he likely to be in the neutral camp,
perhaps for the first couple of meetings, and would therefore be more likely to
side with the dovish majority view, in our view.

>> Back to the Top

Germany: Schéauble and Schmidt oppose ECB government bond purchases
— Bloomberg reported on Dec 27 that German Finance Minister Schauble
indicated in an interview with Bild-Zeitung that Bundesbank President Jens
Weidmann has strong arguments, that are heard within the ECB, and that the
Governing Council needs to find a compromise in the end. He also remarked that
German chancellor Angela Merkel and himself are always in intensive talks with
ECB President Mario Draghi. Bloomberg also noted that Dec 28 that Christoph
Schmidt, head of Angela Merkel's Council of Economic Advisers, had indicated in
an interview with Welt am Sonntag that he saw no reason for the ECB to take
steps to prevent deflation and that it should act only if the euro zone
unexpectedly slips into deflation. Mr. Schmidt also argued that some of the risks
of buying government bonds would be that France and Italy could again
postpone necessary reforms. Comment: the ECB’s independence should
guarantee that a QE programme will be launched if the Governing Council were
to decide by a simple majority that more needs to be done to deliver an easier
monetary policy stance to try and achieve its price stability mandate. But these
remarks suggest that the announcement could disappoint markets initially if too
many conditions or too little firepower are associated with the programme.

>> Back to the Top

Germany: first few state CPI estimates point to noticeable HICP fall in Dec —
CPl inflation slowed to 0.5% YY in December from 0.7% in November in both
Brandenburg and Saxony. Prices were reported to have risen by 0.2% MM in
both Brandenburg and Saxony. Comment: German inflation is dropping fast, with
energy prices the main driver of the decline. In November, German inflation, at
0.5% for the HICP definition and 0.6% for the national definition, was already at
its lowest level since 2010. But in light of the continuing decline in oil prices,
German inflation is likely to fall further and the slow and gradual pickup in
German inflation that we have expected is likely to be delayed.

>> Back to the Top

UK — MPC Minutes and Labour
Market Data

17 December 2014

The jobless rate edged down to 6.0% in
Aug-Oct from 6.2% three months earlier
and job growth is more than four times
workforce growth. Job growth is
increasingly concentrated in full-time
employees, rather than self-employment
and part-time work. The level of job
vacancies is close to the pre-crisis peak
and the second-highest for any month
since data began in 2001. The long
period of weakness in pay is ending,
with the YY growth in earnings ex
bonuses up to 1.6% in Aug-Oct versus
0.8% three months earlier. We expect
real pay per head to rise by more than
2% in 2015 — with aggregate household
real disposable income growth of 3¥2%
YY or so in 2015. The MPC minutes
highlight the extent to which low oil
prices (and weakness in other costs) are
likely to produce a benign mix of strong
real growth and very low inflation in the
UK.

Michael Saunders

Euro Area — Inflation Slowdown
Confirmed, Negative December
Print Seen

17 December 2014

Inflation slowed to 0.3% YY in
November — in seasonally adjusted
terms prices also fell for the 2nd
successive month. Not seen since Nov
& Dec 2008. Lower energy prices
contributing the most — but core
inflation rates also slowed to new record
lows. December HICP estimate revised
down to -0.1% YY, January to -0.2%
YY. Sensitivity to oil prices — we show
what would happen if oil prices were to
be stable at $60 over the forecast
horizon. Link to our Monthly Inflation
Profiles.

Guillaume Menuet

UK — Inflation Likely to Fall
Below 1% in December

16 December 2014

The ONS report that CPI inflation fell to
1.0% YY in November from 1.3% YY in
October, well below our and consensus
forecasts for 1.2% YY. The split shows
widespread weakness across food,
drink, petrol and core inflation. With
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Greece: Germany wants Greece in Eurozone, but “will not be blackmailed” —
Der Spiegel magazine reported that Chancellor Angela Merkel is ready to accept
a Greek euro exit, a development that it sees as inevitable and manageable if
Syriza wins, according to Bloomberg. The report suggests that both Chancellor
Angela Merkel and finance minister Wolfgang Schéauble believe that a potential
Greek exit would be manageable now that the euro area has an “effective”
bailout in the ESM, while major banks would be protected by the banking union.
Sigmar Gabriel, German economy minister and leader of the centre-left Social
Democrats (SPD) also told the Hannoversche Allgemeine Zeitung that the euro
zone had become more resilient in recent years and could not be "blackmailed”
according to Reuters. A spokesman for German Chancellor Angela Merkel noted
that the German government expects Greece to stick to the terms of its €240bn
EU/IMF bailout agreement. Comment: the Euro area will probably strike a deal
with Greece in coming months to reduce some of the debt burden, provided that
some reforms are implemented and a sensible negotiation process can be
delivered by the new government. But the politics will likely be complicated in the
run-up to the parliamentary elections on January 25.

>> Back to the Top

France: President Hollande says euro area commitments will be respected
— French President Francois Hollande indicated on Monday during a two-hour
programme on French radio that “if growth is a bit higher it will go towards cutting
the deficit. We must cut our debt”. Looking further ahead, he remarked that “if we
get higher growth in 2016 and 2017, that would help jobs, we can see what we
can do on taxes”. He acknowledged that “as long as [GDP] growth is under 1%

... France won't cut unemployment”. On European matters, Mr. Hollande
indicated that he would meet with German Chancellor Angela Merkel on Jan 11
and reiterated that “Europe must end identification with austerity”. On the subject
of Greece, Mr. Hollande noted that “Greeks are free to choose their destiny, but
there are commitments that must be respected”. Comment: Mr. Hollande appears
more combative at the start of 2015 and hoping that the combination of a lower
Euro, lower oil prices, the implementation of the ‘Responsibility Pact’ lowering
employers’ social security contributions from Jan 1 2015 and record low
borrowing costs will deliver the spark that the French economy needs to generate
faster GDP growth and lead to a small drop in unemployment during the course
of the year.

>> Back to the Top

Greece: poll shows Syriza lead narrowing to three points — A survey
conducted by Marc for Alpha TV released on Friday showed that Syriza would
get 28.1% of the vote if an election were held now, versus 25.1% for PM Antonis
Samaras's New Democracy party. Support for the co-ruling Socialists was 4.6%.
Another poll conducted by the Rass polling agency and published in the Sunday
edition of the Eleftheros Typos newspaper showed that Syriza would garner
30.4% of the vote if elections were held today and ND would follow with 27.3%,
placing the opposition 3.1pp points ahead of ND, versus 3.4pp in the last poll.
The Rass poll also shows 74.2% think the country should remain within the
eurozone at whatever cost, and another 41% fear the consequences of Alexis
Tsipras being elected PM versus 38.1% saying that it would give them hope.
Asked about their opinion on former PM George Papandreou’s plan to form a
new party “Movement for Change”, only 6.1% said they would trust him. Reuters
reported that Syriza leader Alexis Tsipras had indicated on Saturday that
“gquantitative easing by the ECB with direct purchases of government bonds must
include Greece" while repeating that “austerity is both irrational and destructive.
To pay back debt, a bold restructuring is needed", making allusions to the debt
restriction that benefited Germany in 1953. Comment: Greek left-wing opposition
party Syriza's poll lead over the ruling conservatives has narrowed slightly to 3
percentage points (pp) compared to 3.5pp a week earlier.

lower petrol prices, ongoing weakness
in food prices (reflecting declines in
producer prices and import prices for
foods), plus pressure on retail margins
from the buildup in retail inventories in
November, we expect CPI inflation to
fall to only about 0.5% YY in the
December data, triggering the first of
several open letters from the BoE
Governor. If oil prices stay at current
levels, CPI inflation is likely to fall to a
low of perhaps 0.3% YY in early 2015,
with an annual average of about 0.6%
YY for 2015 as a whole, the lowest for
decades.

Michael Saunders

Norway — Low Oil Price Could
Fuel Additional Norges Bank Rate
Cut(s)

16 December 2014

The continued downward trend in oil
prices means not only lower growth, but
also increased risk of a more
pronounced downturn in the Norwegian
economy. If oil prices stay at current
levels or drift even lower, this probably
would prompt Norges Bank to cut
interest rates further, likely as soon as
March (the next policy meeting).

Tina Mortensen

Sweden — Riksbank Is
Considering Additional Measures
Next Year

16 December 2014

There are three important points in
today’s Riksbank statement. First, while
keeping its repo rate unchanged at
0.00%, the Riksbank lowered its
conditional interest rate path further;
initial tightening has been postponed
from mid-2016 to 2H-2016. Second, the
Riksbank gave a clear signal of its
willingness to provide further near-term
stimulus. As before, the Bank reiterated
that the first measure will be to further
postpone initial tightening. But, in
addition, it opened the door to further
unconventional measures, with the
measures under consideration being
asset purchases, loans to banks, a
negative repo rate or currency
intervention. Third, the Riksbank gave
what may be a nod towards a form of
state-contingent forward guidance, with
a hint that it will keep rates on hold until
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Latest Issues of Sovereign Debt Update

Syriza’s Tsipras Wants Negotiated Debt Solution, Committed to
Euro

19 December 2014

Greece's Tsipras wants "negotiated" solution on debt, remains committed to
euro. EU Council conclusions on EFSI - welcomed by Draghi. ECB Minutes to be
released 4 weeks after monetary policy meetings. EA construction output rises.
Germany's ifo business climate improves. France: faster GDP growth likely from
lower EUR/USD, oil, and low funding costs. Italy's Napolitano confirms planned
resignation. Spain's NPL ratio falls. Portugal's economic activity indicator rises.
Next edition due 5 Jan 2015

Guillaume Menuet | Ebrahim Rahbari | Antonio Montilla

ECB’s Coeuré Downplays Obstacles to QE

18 December 2014

ECB's Coeuré on broad consensus and legal responsibility. France to call for
better adapted EU economic policy. Italy's GDP to rise by 0.5% in 2015 says
Confindustria. Italy's FinMin keeps €10bn privatisation target. Spain's govt to give
regions better financing conditions. Spain's trade balance deteriorates. Greece:
first round fails to elect president, opinion poll shows Syriza ahead. EA inflation
slowdown - see our latest inflation profiles. Switzerland's SNB sets negative
interest rates.

Guillaume Menuet | Ebrahim Rahbari | Antonio Montilla

First Round of Greek Presidential Election Today

17 December 2014

First round of Greek presidential election today. ECB's Coeuré warns that
budgetary uncertainty harms effectiveness of monetary policy. Euro Area flash
PMIs improve marginally in Dec. Weidmann says whole row of economic reasons
against QE. German ZEW survey improves. Italy's President Napolitano says he
may retire in early 2015. Italy: Jobs Act decrees to be adopted on Dec 24, says
Renzi. Italy's goods exports rise. Spain's fiscal watchdog Airef: nine regions may
breach 2015 fiscal targets.

Ebrahim Rahbari | Guillaume Menuet | Antonio Montilla

ECB’s Visco: Fresh Inflation Declines Would Require Rapid QE
Launch

16 December 2014

ECB: Visco says fresh inflation declines would require rapid QE launch, Nowotny
says broad economic conditions will be key input in any QE decision.
Bundesbank advocates sticking to EU fiscal rules. Italy's PM Renzi meets former
PM Prodi, reportedly discussing potential presidential candidacy of Mr Prodi.
Spain's government approves new benefit for long-term unemployed. EU's
Moscovici says for Greece not to repay debt would be "suicidal". Greece: Syriza
lead narrows in new poll.

Antonio Montilla | Guillaume Menuet | Ebrahim Rahbari

Greece: Syriza’'s Lead Narrows in Two Opinion Polls

15 December 2014

Greece: Syriza's lead narrows, FinMin applies for precautionary credit line. ECB's
Draghi to ask for reforms at EU Council meeting. ECB relaxed about low TLTRO
take-up, SSM endorses bank capital plans. Weidmann says QE advantages don't
outweigh costs. German FinMin: balanced budgets through 2018. France: Poll
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CPIF inflation is close to the 2%-target.
Our base case is for a cut to a negative
repo rate, plus a clear shift to state-
contingent forward guidance.

Tina Mortensen

Euro Economics Weekly — Will
Political Risk Matter in 2015?

12 December 2014

Recent developments in Greece have
highlighted political risks in the
Eurozone. The situation in Greece is
unique and we do not expect events
there to trigger a major crisis in the
Eurozone, but political risks are likely to
rise in the Eurozone more broadly in
2015. In Greece, Syriza could become
the first non-mainstream party in the
Eurozone to lead a government, should
early elections take place in January 15.
In Spain, the popularity of the leftist
Podemos party is rising, but we do not
expect it to be part of the next Spanish
government. In Portugal, an opposition
victory is still likely to lead to another
mainstream coalition. The large rise in
political fragmentation in the Eurozone
implies weaker mandates for
governments, raises the risk of political
inaction and instability, and increases
the likelihood of market- and business-
unfriendly policies. Such risks are likely
to rise further even after 2015.

Ebrahim Rahbari | Tina M Fordham |
Guillaume Menuet | Michael Saunders |
Antonio Montilla

UK Economics Weekly — Looking
Back...What Were The Surprises
of 20147

12 December 2014

For the second year in a row, the UK
has had the opposite of stagflation, with
above-consensus real GDP growth and
below-consensus inflation. 2014 saw the
biggest inflation undershoot (versus
consensus) of the last 25 years. The
labour market again proved surprisingly
flexible, with below-consensus pay
growth (fourth year in a row) and below-
consensus unemployment (third year in
a row). We expect many of these
themes will carry over into 2015, with
the oil price collapse helping to ensure
above-consensus real GDP growth, very
low inflation (we expect CPI inflation will
average just 1.1% in 2015) and another
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confims voters' appetite for reforms. Italy: 60% participation in General Strike.
Spanish banks' borrowing from Eurosystem falls. Portugal: opposition PS ahead
of ruling coalition - poll.

Guillaume Menuet | Ebrahim Rahbari | Antonio Montilla
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Macroeconomic Research

Foreign Exchange Forecasts — Forecast Updates — December 2014
18 December 2014

This is an abridged version of the Citi Foreign Exchange Forecasts for
December, with the next full update expected around 16 January 2015. Please
also see Foreign Exchange Forecasts — November 2014. We continue to
forecast USD strength across the board but noticeably more so in G10 space
than in EM. Over 6-12m, we expect around 12% USD upside, rising to 20% over
the long term. Versus the average of EM currencies, long term gains are
expected to be around 5% with most of that seen over the next 6-12m.

Jeremy Hale

Europe: Monthly Inflation Profiles For Selected Countries

17 December 2014

Updated monthly inflation forecasts for Euro Area, Germany, France, Italy, Spain,
UK, Sweden and Switzerland.

Ann O'Kelly | Michael Saunders | Guillaume Menuet | Ebrahim Rahbari | Tina Mortensen

European Economic Forecast Highlights, December 2014

3 December 2014

This companion to the December issue of Global Economic Outlook and Strategy
- Prospects for Economies and Financial Markets in 2015 and Beyond gives
more detailed forecasts for the main European countries to 4Q16. Figures 21-22
give annual forecasts to 2018 for growth, inflation, current balance, fiscal
balance, primary balance and government debt and Figure 23 shows the change
in forecasts from last month. Figure 24 shows forecast unemployment to 2019,
and Figures 25-27 compare our forecasts with those of other institutions.

Ann O'Kelly | Michael Saunders | Guillaume Menuet | Ebrahim Rahbari | Tina Mortensen

Global Economic Forecasts — December 2014

3 December 2014

This file shows summary forecasts as published in Citi's Global Economic
Outlook and Strategy

Michael Saunders

Global Economic Outlook and Strategy — Prospects for Economies
and Financial Markets in 2015 and Beyond

1 December 2014

In this "Prospects" edition, Citi's research team presents updated forecasts for
economies, interest rates, FX rates, commodity prices and sovereign ratings
around the world for 2015 and beyond. Overview essays discuss the drift into
secular stagnation, whether globalization is stalling, political issues for 2015,
emerging market strains, advanced economy "low-flation" and long-run
projections for the size of major economies. We are cutting 0.1 percent off our
global growth forecast for 2015 and 0.2 percent off for 2016, and expect only a
modest pick-up in global growth in 2015, led by advanced economies. Major
monetary policy divergence is likely, with QE by the ECB and BoJ, widespread
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sharp drop in unemployment. But, unlike
the last few years, we expect 2015 will
also see a marked rise in real wages.
We wish all our readers a Merry
Christmas and a Happy New Year. The
next edition of UK Economics Weekly
will be published week commencing 5
January 2015.

Michael Saunders | Ann O'Kelly

Sweden — Riksbank Forecast:
Stable Rate, Lower Rate Path

12 December 2014

The Riksbank gathers for its two-day
monetary policy meeting on Monday (15
Dec), and will announce its interest rate
decision on the following day. After the
25bp rate cut in October, we expect a
unanimous Riksbank to leave the repo
rate unchanged at zero percent next
week. As the Riksbank has emphasized
little tolerance for downside surprises to
inflation, we reckon that the downward
pressures on the Bank’s CPIF inflation
forecasts from lower oil prices and the
decline in Prospera wage and inflation
expectations on all horizons from
already depressed levels in December
will sit uncomfortably with the Riksbank.
In turn, we expect the Central Bank to
lower its conditional interest rate path in
the December Monetary Policy Update,
postponing initial tightening by one
quarter to 3Q 2016, and revising down
the optimal rate path 4Q-17 end-point of
1.75% by around 15-20bp.

Tina Mortensen
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nearterm monetary easing across emerging markets, but (in late-2015) tightening
by the Fed and BoE. We forecast further major USD appreciation, breaching
€1.10/$ and ¥125/$ in 2015, with levels of €1.00/$ and ¥135/$ likely over the next
2-3 years.

Willem Buiter | Guillermo Mondino | Michael Saunders

Emerging Markets Macro and Strategy Outlook — Prospects For
2015 And Beyond

1 December 2014

EM's prospects in 2015 will be governed by familiar themes: i) China's slowdown
and its consequences; ii) the impact of falling commaodity prices; and iii) the
prospect of US monetary tightening. EM will face a challenging, though not
insurmountable, year. After all, returns from (and flows into) EM were positive in
2014 in spite of a wide set of challenges. Weaker commodity prices in EM the
last few quarters have had a notable effect on macroeconomic performance
across the group of EM commaodity exporters; so it is now possible to argue that
a principal dividing line in EM is between manufacturing-based economies and
commodity-based ones. On balance we expect EM spreads to widen by 15bp
next year but with significant volatility, and with particular difficulty for quasi-
sovereigns. In local markets, our themes are broadly negative on EMFX and
more constructive on duration.

Guillermo Mondino
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