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ERS: An Alternative Solution to OMT?

B More solidarity now to avoid debt restructuring later — As euro area (EA)

countries get closer to primary surpluses, applying some mechanism to lower the
cost of sovereign debt financing would be a solution to avoid having to contemplate
tackling excessive debt burdens at a future date. With the ECB’s Outright Monetary
Transactions (OMT) under threat, finding a mechanism to support spread
compression could prove very valuable if the risk free rate begins to increase.

B The European Reward System (ERS) — We think that this latest proposal has a

reasonably good chance of being accepted by member states as it does not require
treaty changes, it limits the size of conditional budgetary transfers and it supports
restoring debt sustainability. We also understand that it has strong political backing
from Paris. A mechanism to accelerate spread consolidation across the EA could
soon become necessary at a time when financial market volatility could hamper
investors’ risk appetite. A reasonable (and politically acceptable) initial premium limit
would be around 200bp, in our view, potentially narrowing to 150bp in the second
year and 100bp in the third.

Figure 1. Citi Market Forecasts

UK  10-yr SEK NOK CHF CHF
Bank Gilt- Policy Policy Policy Spread
Rate Bund SKr/€ Rate NOK/€ Rate SFr/€ Rate vsBunds
170 080 050 137 910 075 805 150 125 0.00 -68
180 080 050 153 9.00 075 7.86 150 126 0.00 -73

Euro 10-yr
Repo Bunds £/€

2014 139 0.00
4Q14 140 000

Source: Citi Research
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Figure 2. EA - Periphery Real 10-Year Yields and W. Europe CDS, Jan-05 to Feb-14
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Sources: Bloomberg and Citi Research.
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The perception of risk-adjusted returns
has improved significantly

But weakness in nominal GDP and the
relatively elevated level of average
funding costs remain problematic

Main aspects of the proposal, scenarios
and questions, and comparison with
existing plans

Limits to the ECB’s actions mean that
governments should show more
solidarity now to avoid larger problems
later

Emerging market turbulence could
provide the necessary wake-up call about
the fragility of export-led recoveries

Introducing the European Reward
System

Citi Research

A solution to hasten spread convergence?

To date, the emerging market turmoil has had little impact on the peripheral
sovereign debt market. And with investors’ attention no longer focused on the EA as
a source of risk, one could be forgiven for thinking that the sovereign debt outlook
could be smoother than in the last few years. To be sure, real interest rates in
periphery debt continue to look attractive, justifying investors’ appetite for returns.
There is also a general feeling among investors that the outlook is more predictable
as break-up risk has receded, the ECB stepped it with its ‘whatever it takes’,
member states implement structural reforms and narrow their budget deficits.

But the problem of excessive debt levels has not been addressed, and some
member states will struggle to generate enough revenues to convincingly allay fears
of public debt restructuring in the next few years unless the disinflationary forces
that dampen nominal GDP growth can be tackled successfully. Policymakers would
be well-advised to use this relative period of calm to enhance the EA’s financial
architecture and introduce some of the instruments that have been proposed to
deepen financial integration between member states, while delivering more
solidarity.

This note discusses the latest initiative to tackle the elevated real cost of sovereign
debt issuance in the periphery. We review the main aspects of the proposal,
analyse scenarios, assess its usefulness in addressing financial fragmentation, and
ask whether this mechanism could be adopted soon.

Governments should be mindful of over-reliance on the ECB

When ECB President Mario Draghi argued in the summer of 2012 that the EA's
central bank would do “whatever it takes”, the market listened. But, with doubts
about the OMT's legality, this remains an imperfect situation that governments
might seek to address. We suspect that for some EU governments, 2014-15 could
be the window to launch meaningful initiatives to ensure that solidarity goes beyond
alleviating some of the pain associated with dealing with the flow problem of budget
deficits. As countries get closer to primary surplus positions, applying some
mechanism to lower the cost of financing should be the obvious solution to avoid
having to contemplate tackling excessive debt burdens at a future date. The period
after the European Parliamentary elections could provide such a window of
opportunity.

We believe that the tensions resulting from the turmoil in emerging markets could
provide the necessary wake up call for EA governments that more needs to be
done, and that there is a real need to go beyond the theoretical debate about what
the EA should look like in ten years’ time. So far, EM issues remain largely domestic
(external debt values are holding up) and the impact on global trade is difficult to
gauge. But for EA member states that rely on net exports to compensate for
weakness in domestic demand, any deterioration in external economic perspectives
will be another obstacle to their ability to tackle already elevated public debt
burdens. Finding a mechanism to prevent spread widening or support spread
compression could prove immensely valuable if/when the risk free rate begins to
increase.

What is the European Reward System (ERS)?

There is a new policy initiative proposed by Christian Dargnat, President of the
European Fund & Asset Management Association (EFAMA). Mr. Dargnat’s
European Reward System (ERS) is presented as an “innovative, simple and
constructive proposal to definitely solve the Eurozone financial crisis”, promoting the
“re-establishment of fair financing by allowing Eurozone states to benefit from a
communal rate of issuance”.
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What's in it for creditor countries?

Key features of the ERS

No need for treaty changes, and low risk
of moral hazard

The system amounts to an interest rate
ceiling on sovereign debt issuance ...

... only for countries that meet certain
eligibility criteria

Germany’s funding cost is the reference
rate, over which a spread is applied

Citi Research

Most of the highly rated EA sovereign bond issuers have benefited from the ‘flight to
safety’ dynamics during the crisis and have been able to borrow at record low rates
since the start of the EA sovereign debt crisis. The question is whether these
‘beneficiary’ member states should, now that the crisis has abated, share some of
this benefit with their periphery neighbours. From a financial stability angle, a
system involving a limited financial transfer helping to address some fragility in
important trading partners would make some sense, especially in a period of very
low inflation when the sustainability of debt dynamics is questionable. This should
be assessed against the potential direct cost of restructuring a higher debt burden
at a future date and the indirect cost associated with economic loss from lower
export dynamics resulting from a persistently muted domestic demand picture.

The ERS’s main aspect revolves around a member state benefiting ex-post from a
budgetary transfer from other member states participating in the scheme on two
conditions: i) that the country has adhered to a set of budget criteria defined ex-ante and
ii) that its average cost of funding in the preceding year has exceeded the average
funding costs of all participating members in the ERS by a certain premium.

The proposal claims to address some of the principal shortfalls of other schemes. In
our view, the two most important aspects of the ERS are that it i) keeps the existing
national ownership of debt, therefore avoiding the need to modify existing treaties,
and ii) allows for ex-post transfers, which would reduce the risk of free-riding and
could make it easier for national parliaments to vote for a conditional budgetary line.

The ERS author argues that as the system should “convince financial markets that
each state will satisfactorily meet its commitments”, and that this improvement in
confidence will allow investors to demand a lower risk premium, leading to “a
convergence that is more fair and sustainable”. While we agree that a financial
incentive in the form of a rebate would appeal to most governments, and likely
make them more likely to stick to their fiscal targets and deliver structural reforms
that are achievable at a limited political cost, it is not obvious that the framework
would automatically put a ceiling on a member state’s borrowing costs. Investors
might continue to demand a relatively large interest rate premium if they have
concerns about debt sustainability and/or the ability of the government to deliver on
the terms laid out ex-ante.

The author also stipulates that “for the certification ERS to be credible, it must be
discriminatory [...] on the grounds of budget disequilibrium”, indicating that Spain
and Portugal would not have been eligible in 2013, whereas Italy and Ireland would
have qualified. We are not sure we understand fully the rationale behind this
selection progress, and would argue that as long as countries can demonstrate
market access, and are not in a Troika programme, they should be ERS-eligible.

How much would it cost the creditor countries?

The proposal has been calibrated using a premium limit of 100bp over the German
reference funding rate in five maturity buckets (3, 5, 10, 15 and 30 years). To get a
sense of the size of countries’ contributions we take France as an example. In 2013,
it issued around €68bn of 10-year OATs at an average funding cost of 1.79%. But in
the ERS framework, France’s reference issuance cost would be 2.63% (Germany's
1.63% average funding cost for the 10-year Bund + 100bp of ERS premium).
Incorporating other member states’ funding costs using the same formula, France
would find itself at an advantage compared to the ERS 10-year yield average of
2.98%, and would have to contribute around €1.8bn for the 10-year segmentl.

1(2.63% - 2.98%) / 100] * £67.9bn * 7.42 (average duration).
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Possible ERS Scenarios

The full cohort scenario would likely
produce an ‘acceptable’ budgetary
transfer at a 200bp premium limit

Italy would be the largest beneficiary in €
terms, but Portugal would be in % of GDP
terms

A restricted scenario would likely
produce an ‘acceptable’ budgetary
transfer at a 200bp premium limit

Citi Research

We run scenarios based on the ERS template, adjusting the list of participants and
estimating the likely contributions transfers for certain premium levels, based on
2013 issuance and spread levels.

Case 1: we assume that the full cohort of EA member states signs up to the ERS
system and we select a 200bp premium limit over the German funding cost. This
scenario would require a total budgetary contributions of €6bn, to be split between
the core (Germany, Austria, Netherlands) and soft core euro (France, Belgium) area
member states (see Figure 3). At a 100bp premium limit (which is designed to
represent the floor in terms of financing costs, a level lower than what the Bank of
Italy2 has judged in the past to be a ‘fair BTP-Bund spread’), the ERS framework
would require total budgetary transfers worth €16.3bn to four member states (ltaly,
Spain, Ireland and Portugal) based on the debt amounts issued during 2013.

Given the amount of debt issued, Italy would be the biggest beneficiary, but
expressed as a percentage of GDP, the largest beneficiary would be Portugal with
0.9% of GDP, followed by Spain with 0.7%, Italy with 0.5% and Ireland with 0.3%.
Given the associated budgetary cost of 0.6% of GDP in Belgium, 0.5% of GDP in
Austria and 0.4% of GDP in France, we doubt that the 100bp premium limit would
be acceptable at present for contributing countries which still have to deliver
sizeable amounts of budgetary consolidation themselves. A premium limit of 200bp
would likely be more adequate, with the maximum contribution from ‘creditor
nations’ around the 0.2% level.

Case 2: we look at a restricted ERS where not all periphery country are eligible for
financial assistance, either because the member state is not eligible in the first place
or because the certification was made impossible by a member state not fulfilling its
targets. Excluding Spain and Portugal as potential recipients of ex-post budgetary
transfers, one finds that a 150bp premium would still likely yield ‘acceptable’ levels
of budgetary contributions totaling €7.0bn for the creditor member states. The
largest contributions would be worth around 0.2% of GDP in Belgium and Austria
and around 0.1% for France, Germany and the Netherlands (see Figure 4).

Figure 3. Case 1: Un-Restricted ERS - All countries are eligible

Figure 4. Case 2: Restricted ERS — Not all countries are eligible

Premium 100bp 150bp
Italy 1 75 0.48% 4.2
Spain 1 6.9 0.68% 51
France 1 7.3 -0.36% -5.0
Germany 1 5.1 -0.18% -34
Ireland 1 0.5 0.28% 0.4
Austria 1 -14 -0.45% -1.0
NL 1 2.2 -0.37% -15
Belgium 1 2.2 -0.57% -16
Portugal 1 14 0.86% 1.3

Source: Citi Research

Note: 1/0 for eligible vs. non-eligible

Source: Citi Research

200bp Premium 100bp 150bp 200bp

0.27% 1.0 0.07% Italy 1 10.6 0.68% 6.5 0.42% 2.6 0.17%
0.50% 3.2 0.32% Spain 0

-0.24% 2.8 -0.13% France 1 4.7 -0.23% -2.9 -0.14% -1.4 -0.07%
-0.12% 17 -0.06% Germany 1 -3.2 -0.12% -1.9 -0.07% 0.8 -0.03%
0.23% 0.5 0.29% Ireland 1 0.6 0.35% 05 0.29% 0.5 0.33%
-0.31% -0.6 -0.18%  Austria 1 -0.9 -0.29% -0.6 -0.19% -0.3 -0.09%
-0.25% 0.8 -0.14% NL 1 -14 -0.23% -0.9 -0.15% 04 -0.07%
-0.41% -0.9 -0.23%  Belgium 1 -1.3 -0.35% -0.9 -0.25% -0.5 -0.12%
0.78% 1.1 0.68% Portugal 0

2 http://lwww.bancaditalia.it/pubblicazioni/econo/quest_ecofin 2/qef128/QEF 128.pdf
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An unlikely scenario to test what level of
financial burden could still be acceptable
without any Aaa/AAA rated countries

The premium limit could be lowered each
year, assuming compliance with original
targets and gradual fall in issuance costs

What conditionality?

How do you maximize the number of core
countries participating in the ERS?

Citi Research

Case 3: In this scenario, none of the Aaa/AAA-rated countries are willing
participants, with domestic electorates rejecting the idea that more solidarity is
necessary to increase the chances of the EA’s survival. This would be improbable,
in our view, but worth investigating to provide a gauge of what could be done if the
political will in other member states was sufficiently strong, irrespective of the issues
this would raise regarding solidarity and what model should be applied to deepening
the European Economic and Monetary Union. A premium limit of 200bp would also
be workable, in our view, leaving Italy as a marginal recipient of budgetary transfers
(€80mn) while not overburdening France (0.2% of GDP) and Belgium (0.3% of
GDP). At 250bp, Italy would become a net contributor to the ERS to the tune of
€1bn, the exact amount that Spain would be eligible to receive (see Figure 5). If this
proposal were to ever be given serious consideration, we believe that policy makers
would struggle to reach some agreement about a starting premium limit below
200bp, at least initially.

Assuming that the certification progress were to work smoothly in the first year of
implementation and investors lowered the risk premium associated with peripheral
sovereign debt, it would be likely that a narrower premium limit (in increments of
50bp) could be agreed without too much effort for the following year, narrowing to
100bp in the third year.

Figure 5. Case 3: Non Aaa/AAA ERS - Exclude the hard core countries

Premium 100bp 150bp 200bp 250bp

Italy 1 4.7 0.30% 2.3 0.15% 0.1 0.00% -1.0 -0.06%
Spain 1 54 0.53% 4.2 0.40% 2.7 0.27% 1.0 0.10%
France 1 9.9 -0.48% -6.7 -0.33% 3.7 -0.18% -13 -0.06%
Germany 0

Ireland 1 0.4 0.21% 0.3 0.18% 04 0.26% 0.5 0.32%
Austria 0

NL 0

Belgium 1 29 -0.77% 2.1 -0.55% -1.2 -0.31% 04 -0.10%
Portugal 1 13 0.78% 1.2 0.72% 11 0.65% 0.9 0.54%

Note: 1/0 for eligible vs. non-eligible
Source: Citi Research

Many questions remain about this ERS proposal

The question about which conditionality criteria to apply will no doubt be the subject
of lengthy political debates, but it is arguable that as long as countries decide to
embark on a structural reform programme or deliver a certain amount of budgetary
savings, both of which could be measurable, the selection of metrics to ensure the
conditionality is met should be relatively straightforward. Using the European
Commission as a referee in the process could be the easiest solution.

Assuming that participation is voluntary, some member states could decide not to
get involved, arguing that the compression in spreads achieved so far is sufficient
proof that the spread convergence process is already underway, not requiring any
more efforts in terms of solidarity. Finland for instance would spring to mind as a
potential refractor given its request for guarantees when the EFSF was created. The
obvious solution is to set a relatively high premium limit. But note that our third
scenario shows that the absence of one or several member states would not
necessarily matter too much in terms of the financial burden that would have to be
borne by the remaining participants.
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What is the state of play? Who is in the
loop?

Would the scheme find a sympathetic ear
in Berlin?

How does this fit in the evolving
architecture of the monetary union?

The ECB has been urging governments
to do more

The ERS also paves the way for more
progress towards common debt issuance

Citi Research

Will the ERS fly? Paris appears to be a strong proponent

Our understanding is that the ERS proposal has not only been discussed at length
between French officials, including President Hollande and his technical advisers,
but has also been reviewed by many experienced financial market participants,
some of whom have held key positions in international organisations, as well as
central bankers. From a political standpoint, such an initiative would meet some of
the demands made by Spain on a number of occasions throughout the crisis, and
would restore France’s perceived ability to influence the agenda on deepening EA
economic governance. We believe President Hollande showing some initiative at
the European level would be viewed positively, given his political difficulties
domestically.

So far, we gather that the proposal is still in the early stages of discussion. But if
one gauges the level of interest in Germany for additional support towards EA
member states implementing structural reforms, the proposal to entrench a new
system of “legally binding contracts” made ahead of the 19 December EU summit
suggests that additional financial contributions would be on the table. Although the
idea of a “partnership”, involving “national ownership” of the reform contracts in
exchange for “solidarity payments” is not defunct, it could probably be resuscitated if
presented in more amenable terms.

The political dimension of European economic integration will require member
states to adopt more rules fostering closer cooperation, particularly about economic
governance. We believe that this system of rewarding countries for delivering on
key objectives that would improve their ability to remain in the currency area makes
sense and that the associated cost in terms of budgetary impact on ‘creditor’
member states should be limited provided that the premium threshold is fixed at a
reasonable level, but the insurance benefits could still be substantial.

Would this plan be welcomed by the ECB?

The European Central Bank (ECB) has frequently reminded governments of the
importance of playing their role “in a responsible manner” arguing that there are
limits to monetary policy with respect to what a central bank can do. Executive
Board Member Yves Mersch* on 9 December 2013 stressed that governments and
businesses can help to achieve sustainable economic growth, most importantly by
taking advantage of low interest rates to invest in productivity. In this respect, a
system designed to accelerate the trend of sovereign spread convergence would be
an important step in the right direction. Indeed, the lower the risk-free rate on
government debt, the larger the potential positive effect in helping reduce
fragmentation. This would likely improve the monetary policy transmission
mechanism and therefore should be encouraged by the ECB, whose Governing
Council has been arguing for some time that the governments should be more
forthcoming with policy initiatives.

The principle of greater solidarity has also been highlighted by ECB President
Draghi who argued on 6 May 2013 that it “would also be necessary to introduce
reforms that further reduce the barriers between individual Member States, and that
affirm the principle of solidarity, as proposed recently in the “Four Presidents’
Report”s. The document makes an explicit reference to four essential building

8 http:/lwww.theguardian.com/business/2013/dec/19/angela-merkel-resistance-eurozone-reforms-
brussels-summit

4 https://www.ecb.europa.eu/press/key/date/2013/html/sp131209.en.html

5 Herman Van Rompuy (in collaboration with José Manuel Barroso, Jean-Claude Juncker and Mario
Draghi), “Towards a genuine economic and monetary union”, 5 December 2012,
http://ec.europa.eu/economy_finance/focuson/crisis/documents/131201_en.pdf
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blocks for a “stable and prosperous EMU”. With some progress being already
evident on the first block (integrated financial framework), the attention is focusing
on the second one, the integrated budgetary framework. This will require among
other things, “commensurate steps towards common debt issuance”. A table of the
main proposals presented to date is provided below.

Figure 6. Various Proposals Leading to Common Issuance of EA Sovereign Securities

Blue-Red bonds Euro-bills Stability Bonds Redemption Fund

Phase-in period, lead 3-5 years Short 3-5years 3-5years Short Short
time
Eligibility (who is All, but Programme Those with market Not programme countries Not programme countries Not programme Those with
infout?) countries post-restructuring access countries market access
Size/Guarantees (% up to 60% Up to 10% None Over 60% (around 27% of EA up to 60% Up to 100% of
of GDP) GDP) issuance
Term horizon 15-20 years 1 year Maturity of newly issued 20 years 3years None
debt
Conditionality SGP 2.0, FC, 2P, 6P,  Budgetary and economic ~ SGP 2.0, FC, 2P, 6P, SGP 2.0, FC, 2P, 6P, None SGP 2.0, FC,
earmarking and collateral criteria earmarking and collateral earmarking and collateral 2P, 6P
Solidarity (JS, S) Blue: JS, Red: None JS JSorS JS None In m/t on ERS
certified debt
Legal Treaty and economic No treaty changes, but Treaty and economic Treaty, constitutional and Creation of EA Limited
governance changes creation of EA DMO governance changes  economic governance changes DMO

Notes: JS = Joint and Several, S = Several, SGP 2.0 is revised Stability and Growth Pact. FC = Fiscal Compact, 2P = two-pack, 6P= six-pack
Sources: Bruegel Institute and Citi Research

Conclusions

Completing the financial and budgetary Many attempts have been made to complete the financial/budgetary architecture of

architecture of the EA... the EA to restore debt sustainability and deepen financial integration, including the
creation of a single risk-free instrument (see Figure 6) that would not be associated
with a single member state, allowing in future the ECB to intervene more effectively
for financial stability purposes. Banking Union is aiming to sever the link between
governments and their banks, while discussions about common issuance are taking
place to formalise risk-sharing arrangements. From a debtor perspective, these
allow insuring against interest and liquidity shocks that exacerbate debt
sustainability concerns, and from a creditor perspective they improve
stability/liquidity, while reducing the probability of default. Other suggestions have
been made, such as creating a budget for the EAS.

...and dealing with the risk of persistently EA sovereign risk has receded significantly (Figure 2, Front Page) and the lower

elevated cost of funding degree of banking stress, together with further progress towards Banking Union are
making investors’ more comfortable with the EA periphery. But in light of the upward
pressure on the risk-free rate symbolised by the 10-year US Treasury yield, the
associated upward drift in the German Bund yield and the German Constitutional
Court’s decision to refer the ECB’s OMT to the European Court of Justice, it is
debatable whether periphery bond spreads will continue to tighten rapidly without
much improvement in domestic fundamentals and faster nominal GDP growth.

The ERS is a good candidate to deliver This begs the question of what could be done next at the EA level to build on the

spread compression significant improvements of the last few years and ensure that its most vulnerable
economies are offered the required financial protection they would require, should
the need arise. In our view, the ERS is a good candidate as it does not require
treaty changes, limits the size of conditional budgetary transfers and helps answer
concerns about debt sustainability. As a result, we believe that it could be an
efficient way of delivering spread compression across the EA at a time when
financial market volatility hampers investors’ appetite for risk.

6 http://www.tresor.economie.gouv.fr/File/392340
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Key Economic Indicators (10 February — 14 February 2014)

Monday 10 February

06:45 Switzerland: Unemployment, Jan

07:30 France: Bank of France Business Sentiment, Jan

07:45 France: Industrial Production, Dec
Manufacturing Production, Dec

09:00 Italy: Industrial Production, Dec

09:00 Norway: Consumer Prices, Jan

CPI-ATE, Jan

09:30 Euro Area; Sentix Investor Confidence, Feb

10:00 Greece: Industrial Production, Dec

11:00 Latvia: GDP, 4Q

Tuesday 11 February

07:00 Sweden: PES Unemployment Rate, Jan

Wednesday 12 February

07:45 France: Balance of Payments, Dec

08:15 Switzerland: Consumer Prices, Jan

09:00 Norway: Mainland GDP, 4Q

10:00 Euro Area: Industrial Production, Dec

10:30 UK: BoE Inflation Report

Thursday 13 February

00:01 UK: RICS House Price Survey, Jan

07:.00 Germany: HICP, Jan Final
National CPI, Jan Final

08:15 Switzerland: Producer & Import Prices, Jan
08:30 Netherlands: Consumer Prices, Jan

08:30 Netherlands: Retail Sales, Dec

08:30 Sweden: Rikshank Interest Rate Decision
08:30 Sweden: LFS Unemployment Rate, Jan
09:00 Euro Area; ECB Monthly Bulletin

10:00 Greece: Unemployment Rate, Nov

Friday 14 February

06:30 France: GDP, 4Q Flash
07:00 Germany: GDP, 4Q Flash
07:45 France: Nonfarm Payrolls, 4Q
08:00 Spain; HICP, Jan Final

08:30 Netherlands: GDP, 4Q Flash

08:30 Netherlands: Trade Balance, Dec
09:00 Italy: GDP, 4Q Flash

09:30 UK: Construction Output, Dec

09:30 Italy: General Government Debt, Dec

09:30 Portugal: GDP, 4Q Flash

10:00 Greece: GDP Flash, 4Q NSA YY
10:00 Cyprus: GDP Flash, 4Q

10:00 Euro Area; GDP, 4Q Flash
10:00 Euro Area: Trade Balance, Dec
11:.00 Ireland: Trade Balance, Dec

Sources: National statistical offices, central banks and Citi Research

Forecast

101

-0.5% MM, 0.3% YY
-0.2% MM, 0.2% YY
0.5% MM

-0.3% MM, 2.0% YY
-0.5% MM, 2.0% YY

Forecast
4.6%
Forecast

0.4% QQ
-0.4% MM

Forecast

-0.7% MM, 1.2% YY
-0.6% MM, 1.3% YY

Unchanged at 0.75%
8.3% NSA, 8.0% SA

Forecast
0.4% QQ, 0.8% YY
0.3%QQ, 1.3% YY
0.0% QQ, -0.5% YY
0.3% YY
0.1% QQ, 0.0% YY

0.3% QQ, -0.7% YY

0.3% QQ, 0.5% YY

Last

100

1.3% MM, 1.5% YY
0.2% MM, 1.6% YY
0.3% MM

-0.1% MM, 2.0% YY
-0.1% MM, 2.0% YY

Last
4.6%
Last

0.5% QQ
1.8% MM

Last

0.4% MM, 1.2% YY
0.4% MM, 1.4% YY

0.75%
7.5% NSA, 8.0% SA

Last

-0.1% QQ, 0.2% YY
0.3% QQ, 0.6% YY
-0.1% QQ, 0.2% YY
0.3% YY

0.2% QQ, -0.6% YY

0.0% QQ, -1.8% YY

0.1% QQ, -0.4% YY
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Economic Indicators

Euro Area

Feb 12 Industrial Production, Dec Forecast: -0.4% MM Prior: 1.8% MM

10:00

London Time  Industrial activity likely contracted in December, after a large gain in Nov. Average growth for 4Q should come in at 0.5% QQ relative to 3Q, when growth was
nil in quarterly terms. A positive QQ reading would be consistent with the improvements in business surveys indicators seen the end of last quarter,
suggesting an acceleration in the pace of expansion in production.

Feb 14 GDP, 4Q Flash Forecast: 0.3% QQ, 0.5% YY Prior: 0.1% QQ, -0.4% YY

10:00

London Time  GDP growth has probably accelerated somewhat in 4Q relative to the previous quarter, posting a 0.3% QQ gain after a meagre 0.1% QQ in 3Q. While the
periphery has shown signs of accelerating activity at the end of last year, hard data for core countries have been somewhat weaker, limiting the pick-up at the
euro area aggregate level. We expect GDP to grow at the same pace in 1Q 14.

Germany

Feb 13 HICP, Jan Final Forecast: -0.7% MM, 1.2% YY Prior: 0.4% MM, 1.2% YY

07:00 National CPI, Jan Final Forecast: -0.6% MM, 1.3% YY Prior: 0.4% MM, 1.4% YY

London Time
We expect the final readings for German inflation in December to confirm the flash readings for both the national and the harmonised measures. YY% inflation
surprised on the downside in January, leaving HICP inflation at its lowest rate since April 2013.

Feb 14 Real GDP, 4Q Flash Forecast: 0.35 QQ, 1.3% YY Prior: 0.3% QQ, 0.6% YY

07:00

London Time ~ We expect 4Q GDP growth to be close to the pace for 3Q. PMIs and industrial production suggest a stronger pace of activity, but weak retail sales (which are
below 3Q averages) suggest that private consumption was probably slowing down the GDP increase in 4Q (GDP composition will be released on Feb 25)

France
Feb 10 Bank of France Business Sentiment, Jan Forecast: 101 Prior: 100
07:30

London Time  Every sentiment survey has shown some improvement in French business confidence in January. The composite PMI showed a slower rate of contraction in
private sector activity (3-mth high of 48.5), INSEE’s Business Cycle Turning Point rose to a three-year high and the EC's ESI posted its largest gain in three
months taking the index to a 21-month high. We believe that the BoF sentiment reading will rebound to 101, and see some slight upside risks after President
Hollande'’s formal embracing of supply side reforms and promises of lower corporate taxation.

Feb 10 Industrial Production, Dec Forecast: -0.5% MM, 0.3% YY Prior: 1.3% MM, 1.5% YY

07:45 Manufacturing Production, Dec Forecast: -0.2% MM, 0.2% YY Prior: 0.2% MM, 1.6% YY

London Time  Capacity utilisation fell noticeably in December hitting its lowest level in four months, underscoring the risk of a correction in industrial production growth. With
order books increasing only gradually, the rapid drop in finished products inventories suggests that industrialists could have reduced production and filled their
orders from existing stocks. We anticipate that IP rose by only 0.1% QQ in 4Q. Looking ahead, better signals from both personal and general output
expectations point to some further acceleration in IP growth in coming quarters.

Feb 14 Gross Domestic Product, 4Q Flash Forecast: 0.4% QQ, 0.8% YY Prior: -0.1% QQ, 0.2% YY
06:30

London Time  The flash estimate of 4Q GDP is forecast to show a 0.4% QQ gain after a 0.1% contraction in 3Q. It is clear from the better tone in business surveys that the
recovery is slowly materialising. Final domestic demand likely remained weak (+0.1% QQ) with both public consumption and GFCF still contracting a little,
leaving private consumption as the only sizeable contributor, helped by frontloading ahead of the 1-Jan-14 VAT rate hike. Looking ahead to 2014, we forecast
GDP growth to expand by 0.9% (just enough to arrest the uptrend in unemployment), after 0.2% in 2013 and 0.0% in 2012.

Feb 14 Non-Farm Payrolls, 4Q F Forecast: 0.0% QQ, -0.5% YY Prior: -0.1% QQ, 0.2% YY
06:30

London Time  Non-farm private payrolls should be close to stabilising according to surveys of private sector employment. Readings for the fourth quarter showed some
improvement of 0.3sd to -0.1sd, with upticks in both the BdF and INSEE surveys. Better cyclical dynamics and some promises made by the government with
respect to lowering labour costs further are positive drivers and reinforce our base case scenario of a return to a situation of modest net job creation in 1Q-14.
In 4Q-13, we still expect the industry sector excluding construction to be the worst performer.

Netherlands

Feb 14 Gross Domestic Product, 4Q Flash Forecast: 0.1% QQ, 0.0% YY Prior: 0.2% QQ, -0.6% YY

08:30

London Time  4Q GDP is likely to show a modest 0.1% QQ uptick, but the balance of risks appears skewed to the upside given the better performances in neighbours
France and Belgium (0.4% QQ). In our view, the Dutch recovery will lag that of its peers, capped by the fragility of consumer demand, fiscal drag and
downward pressures on house prices. But the continued modest improvement in business sentiment is one of the drivers behind our decision to revise up our
2014 GDP forecast by 0.1ppt to 0.5%. We forecast GDP to expand hy 0.9% in 2015.

Italy

Feb 10 Industrial Production, Dec Forecast: 0.5% MM Prior: 0.3% MM

09:00

London Time  Industrial activity should have continued to expand in December, posting the third consecutive monthly gain. An sizable increase in the manufacturing PMI in
December (to 53.3) and a large rebound in imports from non-euro area countries (generally positively associated with output growth) indicate December
should have been quite a favourable month for industrial activity. Industrial output should post a quarterly gain of 1.2% QQ in 4Q — largest gain since 2Q 2010.

Feb 14 GDP, 4Q Flash Forecast: 0.3% QQ, -0.7% YY Prior: 0.0% QQ, -1.8% YY

09:00

London Time  GDP is expected to expand for the first time in 4Q 13 by 0.3% QQ, after lagging behind the recovery seen in the rest of the euro area since 2Q 14. We think
the improvement in export growth and the boost to corporate liquidity provided by the repayment of government arrears (worth 1.3% of GDP in 2H 13)
contributed to lift economic activity at the end of last year.
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Spain

Feb 14 HICP, Jan Preliminary Forecast: 0.3% YY Prior: 0.3% YY

08:00

London Time  According to the flash estimate, inflation remained stable at 0.3% YY in January, in line with our expectations, and at the same level as the previous two
months. Fuel prices were down slightly in January, reflecting lower oil prices, however the announced increase in electricity tariffs (by 2.3% MM) should still
move HICP energy inflation upward (from 0.2% YY in Dec). In our view, this should be compensated by further easing in food price inflation as well as on-
going weakness in core prices. Still ample spare capacity will probably push core inflation lower in coming months, likely to negative territory. We expect HICP
inflation to average -0.2% YY over 2014.

Sweden

Feb 11 PES Unemployment Rate, Jan Forecast: 4.6% Prior: 4.6%

07:00

London Time ~ Weekly data indicate that registered unemployment was stable in January. Data lately are painting a positive picture of the labour market.
Feb 13 Riksbank Interest Rate Decision Forecast: 0.75% Prior: 0.75%

08:30

London Time  We expect the Rikshank to maintain the repo rate and its rate path unchanged when it presents the Monetary Policy Report on 13 February. In other words,
the Bank is expected to continue to signal a 16% chance of another near-term rate cut and initial tightening early next year. Growth and labour market
forecasts are unlikely to be revised much. With unemployment starting to trend lower, we reckon the December interest rate cut probably is the last in this
cycle. That said, ongoing subdued inflation data likely implies that the Riksbank will maintain its downside hias in the conditional interest rate path throughout

the first half of this year.

Feb 13 LFS Unemployment Rate, Jan Forecast: 8.3% Prior: 7.5%

08:30 LFS Unemployment Rate, Jan, SA Forecast: 8.0% Prior: 8.0%

London Time
In line with the seasonal pattern, we expect to see a jump in the non-seasonally adjusted LFS unemployment rate in January (the average January increase
over the past decade has been 7.8pp). Meanwhile, on a seasonally-adjusted basis, the jobless rate is seen stable in January and employment continuing to
rise, confirming the positive picture of the labour market.

Norway

Feb 10 Consumer Prices, Jan Forecast: -0.3% MM; 2.0% YY Prior: -0.1% MM; 2.0% YY

09:00 CPI-ATE, Jan Forecast: -0.5% MM; 2.0% YY Prior: -0.1% MM; 2.0% YY

London Time
In the CPI figures for January there lies more uncertainty than usual. We expect CPI-ATE to decline 0.5% M/M in January, broadly in line with the declines in
recent years. In December, underlying inflation undershot Norges Bank's forecast by 0.3pp. This is clearly enough to have a downward effect on the Bank's
conditional interest rate path. However, given high monthly volatility, Norges Bank has downplayed the importance of inflation on the near-term outlook for
interest rates. Nevertheless, it the gap persists, this would in isolation support a lowering of the rate path. A new Monetary Policy Report, though, is not due
until 27 March, implying that we will by then have both January and February inflation data at hand. If our CPI-ATE forecast proves to be right, the gap versus
Norges Bank's forecast will decrease to a 0.1pp undershoot.

Feb 12 Mainland GDP, 4Q Forecast: 0.4% QQ Prior: 0.5% QQ

09:00

London Time  Demand-side indicators released thus far suggest that momentum in mainland GDP (i.e. excluding oil, gas and shipping) has peaked and that the economy is
heading towards a more moderate growth phase with below-trend mainland GDP growth. Domestic consumption of goods has been particularly weak and is
in for a third sequential decline in 4Q. And investment growth is likely to remain weak. On balance, we expect growth to moderate slightly in 4Q (0.4% Q/Q),
which is in line with Norges Bank forecast.

Sources: National Statistical Offices, National Central Banks, Bloomberg, and Citi Research forecasts.
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Key Economic Indicators (17 February — 21 February 2014)

Monday 17 February

10:00

Italy: Current Account, Dec
Euro Area; Eurogroup Meeting, Brussels

Tuesday 18 February

EU: EcoFin Meeting, Brussels

07:.00 EU-27: New Car Registrations, Jan
08:30 Sweden: Consumer Prices, Jan
09:00 Italy: Trade Balance, Dec
09:00 Euro Area: Current Account, Dec
09:00 Norway: Trade Balance, Jan
09:30 UK: Consumer Prices, Jan
CPI Ex Food, Drink, Tobacco, Energy, Jan
Retail Prices, Jan
RPIX - Excludes Mortgages, Jan
09:30 UK: Producer Input Prices, Jan
09:30 UK: Producer Output Prices, Jan
Ex Food, Drink, Tobacco, Energy, Jan
10:00 Germany: ZEW Economic Expectations, Feb
Wednesday 19 February
08:30 Netherlands: Consumer Spending, Dec
09:30 UK: LFS Unemployment, Oct-Dec
Claimant Count Unemployment, Dec
09:30 UK: MPC Minutes
10:00 Euro Area: Construction Output, Dec
Greece: Current Account, Dec
Thursday 20 February
07:00 Switzerland: Trade Balance, Jan
07:.00 Germany: Producer Prices, Jan
07:45 France: Consumer Prices, Jan
08:30 Netherlands: Consumer Confidence, Feb
08:30 Netherlands: Unemployment, Jan
09:00 Italy: Industrial Orders, Dec
09:00 Euro Area: Flash PMIs, Feb
11:00 UK: CBI Industrial Trends Survey — Output Expectations, Feb
CBI Order Books, Feb
CBI Selling Prices, Feb
15:00 Euro Area: Consumer Confidence, Feb Flash
Friday 21 February
08:00 Sweden: Business & Consumer Surveys, Feb
09:00 Italy: Consumer Prices, Jan Final
09:30 UK: Retail Sales Volumes, Jan
09:30 UK: Public Sector Net Borrowing, Jan

Spain: Trade Balance, Dec

Sources: National statistical offices, central banks and Citi Research

Forecast

Forecast

-0.4% MM, 2.1% YY
-0.6% MM, 1.9% YY
-0.4% MM, 2.6% YY
-0.4% MM, 2.7% YY
-0.6% MM, -2.9% YY
0.2% MM, 0.8% YY

0.1% MM, 0.8% YY

Forecast

-194K QoQ, 7.0% Rate
-30K MoM, 3.6% Rate

Forecast

+24%
+6%
+10%

Forecast

-2.0% MoM, 4.0% YoY

Last

Last

0.4% MM, 2.0% YYO
0.1% MM, 1.7%YY
0.5% MM, 2.7% YY
0.5% MM, 2.8% YY
0.1% MM, -1.2% YY
0.0% MM, 1.0% YY
0.1% MM, 1.0% YY

Last

-167K QoQ, 7.1% Rate
-24K MoM, 3.7% Rate

Last

+23%
2%
+20%

Last

2.6% MoM, 5.3% YoY
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Title Author Date
German Constitutional Court Refers OMT to ECJ European Economics Team Feb 7,2014
ECB To Stay On Hold For Now European Economics Team Feb 6, 2014
Euro Area PMI Hints at Accelerating GDP in 1Q14 European Economics Team Feb 5, 2014
Greece: Third Bailout Not To Be Agreed Until Mid-Year European Economics Team Feb 4,2014
ECB Liquidity Policy under the Spotlight European Economics Team Feb 3, 2014
Euro Area - German Constitutional Court Leaves OMT in Limbo Ebrahim Rahbari Feb 7,2014
ECB: No Change, But Action Likely In March - Ebrahim Rahbari Feb 6, 2014
Euro Area - Assessing Vulnerabilities to an EM Slowdown Michael Saunders Feb 3,2014
ECB Preview - ECB Likely to Resist Pressure to Act at February Meeting Guillaume Menuet Jan 31, 2014
Euro Area - Inflation Surprises Once Again to the Downside in January Giada Giani Jan 31, 2014
Euro Area - Bank Lending Survey Confirms Supply-Side Improvement Guillaume Menuet Jan 30, 2014
Euro Area - Weak Money Supply But Stabilisation In Credit Dynamics Guillaume Menuet Jan 29, 2014
European Economic Forecast Highlights - January 2014 Ann O'Kelly Jan 23, 2014
Euro Area - Composite Flash PMIs — Strong Start To 2014 Guillaume Menuet Jan 23, 2014
ECB - Door Firmly Open to Easing to Address Two Contingencies Guillaume Menuet Jan 9, 2014
ECB January 9 Meeting Preview - Many issues to attend do, but no decisions expected yet Guillaume Menuet Jan 3, 2014
The Euro Area Now and Japan Then: Separated by One Large Shock Ebrahim Rahbari Jan 31, 2014
Spain Is Becoming More German Giada Giani Jan 24, 2014
Belgium: Politics the Likely Main Wild Card in 2014 Guillaume Menuet Jan 17, 2014
Germany 2014 Outlook: Recovery And Rebalancing Ebrahim Rahbari Jan 10, 2014
2014 Outlook: GDP Risks, Credit Dynamics and Inflation Update European Economics Team Jan 6, 2014
Spain: 2014 Outperformer? Giada Giani Dec 13, 2013
Why Is France Underperforming? And How To Fix It Guillaume Menuet Dec 6, 2013
Is Deflation Good or Bad for the Eurozone Periphery? Ebrahim Rahbari Nov 29, 2013
Is This the End of Austerity? Giada Giani Nov 22, 2013
Recovery Watch: SME Lending is Key Guillaume Menuet Nov 15, 2013
One Shock Away from Deflation Giada Giani Nov 8, 2013
Why the ECB Should Worry About the Strong Euro Ebrahim Rahbari Nov 1, 2013
Italy and Spain Look Well Positioned For Job Growth Guillaume Menuet Oct 25, 2013
Portugal — What After June 2014? Giada Giani Oct 18, 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

Chief Economist Publications

Global Economic Outlook and Strategy - January 2014 Willem Buiter Jan 22, 2014
Sweden - Recovery Underway In Manufacturing, Surprise Drop In Services Tina Mortensen Feb 7,2014
Scandi Economics Update - Production and Orders Data set the Agenda Tina Mortensen Feb 7,2014
Sweden - Rikshank Forecast: Stable Interest Rate and Path Tina Mortensen Feb 5, 2014
Norway - Weak Momentum In Private Spending Tina Mortensen Jan 31, 2014
S
UK - MPC —All Eyes on the Inflation Report Michael Saunders Feb 6, 2014
UK - PMI Edges Down, Still Points to Solid Growth; Michael Saunders Feb 5, 2014
UK - Highlights of the BoE Data and EC Survey Michael Saunders Jan 30, 2014
UK - GDP Data Show Solid Growth Michael Saunders Jan 28, 2014
UK - YouGov Reports Lower Inflation Expectations Michael Saunders Jan 27, 2014
UK - Carney Speech Michael Saunders Jan 24, 2014
UK - Change of UK Rate View Michael Saunders Jan 22, 2014
How Vulnerable Is the UK to EM Strains? Michael Saunders Feb 7,2014
Is Growth Credit-Led? Michael Saunders Jan 31, 2014
After Forward Guidance..."Fuzzy Guidance" Michael Saunders Jan 24, 2014
What Will the MPC Say When Unemployment Hits 7%? Michael Saunders Jan 17, 2014
Inflation Convergence and Divergence Michael Saunders Jan 10, 2014
2014 Outlook — Recovery and the New Normal Michael Saunders Jan 8, 2014

Source: Citi Research

12 citivelocity.com


https://ir.citi.com/BsUYa4rqE%2bNymV0lH3psB4BmdxCYrtaIhzj7opDYlKX9JXwVZXWkCwmVVoT0reKPRbvsaRTZnj8%3d
https://ir.citi.com/yirx9oBMIIyOWUn4h5GB00RmuiLeN1xrBlxVtnHfx9bAHo1N5sdbJesgERA%2ba3dXhuOQI8ITh7o%3d
https://ir.citi.com/O14kGgU55%2frJ4P0f6TntV%2fXZMICi9cBIXZgjjZOt4lPZb6LV8h3MHwcMWwvjvF0zsmAi1jW6IAY%3d
https://ir.citi.com/s6OwyhDzRZFtZjWqn8iJi6%2bXvrqqdmmlqCDD2d1KEWGc8G94%2fxPly75HxdXLBAxjQCZOeWfrZ4A%3d
https://ir.citi.com/ublZUPfKIhjZeyOQKyUOUWcJAt6CCXmGA91tUfdZyHhuOSV0JglyPhY2Q0kNc8hLi5XJonai2h0%3d
https://ir.citi.com/NA6BSSLk6MTPQxxLEymFY5KmL4sIBkRqok%2ba%2bRlutShgb1xDhjYSXbf3dyhreLXwvP%2fTN80JFlk%3d
https://ir.citi.com/Jpv7LXN7B48j5jSd3GMxTBpntSr7N3fsuIRWFyu8X8ktXNUYphal8mcaweIQ4gO5FwDLwZdyUg0%3d
https://ir.citi.com/%2fKd0hUezfDBTc8OJjeeQscV2lwKfFVUyXAifl167X61O2aT31fXI8GqlvdEg63OfY5Qwu5UwhP4%3d
https://ir.citi.com/unWYYswKCe%2fuB6%2boL1xE7X%2fc5Lxhj%2fhW4xGLCaU4CXkHMaJgFu2aQnf1bpQd016lBqRmx3ObONc%3d
https://ir.citi.com/k3nS0%2b5aSmCAikvm0XCeZ4FwGlO%2fYdGSHFAA9oV8VjsN1FuCAaz9Snz3NEjFyMp8p8qwsZ772v8%3d
https://ir.citi.com/aUSYDC8VSLUYLiuH4dUhMl9cwYGsZlxVPyS9J4CZZoGrBeZezZylRvfAI%2fZYJimGWGE5hbl8PYE%3d
https://ir.citi.com/g5QU84aDrMN1Xj19keyxaxrxwTltNSsW4AA%2fMdhKEJU%2bOi5jlgbJX4iyuBNDnC9gfRheKhXpYOE%3d
https://ir.citi.com/Yr%2bzzuvgTCpqFXIoqUqSzk%2fu4kz45SKsedlE7NY5FIj5VANNgn3Cr4WNJbeRklnFtQFIgCY74Ok%3d
https://ir.citi.com/CYexNUS9e6qknimpERG%2b84fNaR8ZcXA6PL2GH9kaFp%2fiUFexwOukZ0TvEjdIr8B6KmCf%2bLl8G9U%3d
https://ir.citi.com/66MUHuP6Jz8nUPIj0qx%2b0v2MDPT1eCyRp4tuZHDr2cBd%2f9E3UiTRa60JlQH9eGN5jrWFr75ptmI%3d
https://ir.citi.com/ndumJJXsV7ZZc2R5GYqE8tb2aoPzyYlWIVieb6spzNSd1yy%2bMM1XmCkAgi40230vpiZUbMimysw%3d
https://ir.citi.com/5L1ZBf8d0OgP5YCgICU8M5Ulex5fh9MNG9eqfB1MB%2fdKYMV%2bovGM2akwU%2fw34R%2fpQsgN3N0ryU0%3d
https://ir.citi.com/JafnpzpOaHXx6H%2b0rwzYoxja32NyAj4UZD7WFH69Re69H0%2fFWmA3l4Avfv18r8ULwp9l22XTAsk%3d
https://ir.citi.com/tmaMfI6RSc%2fEKiRGF%2bL0PrFGJ7BOGGTAB2refXB58OyODqoX80mULVc5PEOEOG3x2Wwg9E6yU%2b4%3d
https://ir.citi.com/H3HNjVyUgh%2fl3EJkS4rHxiImxWczkYFCUOU0hEqWvE47g6OLfceOMYAYPVDtagAHVy27uu%2fzWxM%3d
https://ir.citi.com/qybxT7GifQgSNv7yXVzfHfErij%2fk2gjZkn5ntoWz66KsblMcW9A2QFAHbbamFZW8jnXH4yD92xQ%3d
https://ir.citi.com/yZQToPJxxWh2SdYY0wzjnLGz4OeapSneY6JkjOPm4IfGUlqChEEQYBJ8xQaOKh5xIhmPdpech4o%3d
https://ir.citi.com/DxVR9quWARg1vJEJWuL1nqvy66yTEdcBQGto71607Jq0LuD9rIhLP7m6UYeuwRppt3wwNZSMHv4%3d
https://ir.citi.com/jKOkPb5qgnBjOW9oxk%2bRvwog8r44UMkOUrWBqMZ%2bYQEtARxTBRfha0jA3Y7M0aVCx97HRYrwRD8%3d
https://ir.citi.com/3RtUDogOm2geCj8vJHTdlvaf94ksxAjlrdgHTbBonbc%2bFF4e32%2fcAQD8U3Aj%2fjom2OIA05fEH80%3d
https://ir.citi.com/1W%2buP5cZIQFt%2bpEUHM1Gb5DFIgSxbc4DKCQfkJAlpCfz9DmhR773MmO%2f1OHWmst%2fYUNJ7s9uJaQ%3d
https://ir.citi.com/%2bnkwMSyn4b%2fyGQgYyYEx9k49U7af%2fPTsfrmIwNVh%2b0YngXwLDF4uq7EghrVupyjKZcYSE0IRt%2b4%3d
https://ir.citi.com/i4vL8e6grVZI4anXJ8CBcl0wkJWJ46xNka7JDW746qZ3xBT4%2fwoqQ7qCpXUwezE%2fV4j6H%2bwfHAs%3d
https://ir.citi.com/EOxB97zHkKzg7ZiiNVle6ZVgd%2by%2blTXhTx0L23gfcBQBD2R9Vmmu0vG92H9FnFyYwmLAHAc%2b%2b3E%3d
https://ir.citi.com/3Djdlz%2b6BsnfiYXyWnNIUpHphlQoCpVjRQT2ufcvN0lk3NsAi2zHL1XzV28pPr53LEhlmi%2bAx2Y%3d
https://ir.citi.com/VzU7%2f1j1ODDMykDzpvB4L4IpIjuXsEttAaqIlU2Gz1UD0CtHDfMYUwIFrYYLHqDOriMNtzZwlRs%3d
https://ir.citi.com/ouNcJzz3cHMRZrqJB%2bZW2xlcPPMFIj%2fiaFJieeHQ2bvqMmR2kTpfTx0NQjrVqNDTfzJWZgvZ5sk%3d
https://ir.citi.com/7PAfaPP88AXes1qk9SlpEGqjSQZnDcecnvPMVqgpHFmqDCiAS5n3Vhg9YPGcHMe%2bQsiG9%2fJ6KDk%3d
https://ir.citi.com/UA3GHdd%2fqoHLr%2fwqMYrFDq4zitgPyp81Y2lx4mL10Bk3hAD6vkSyubDEUrW0robsAR2ppqfVJ50%3d
https://ir.citi.com/S%2fCTxrflPt1CT1RZ4CjjWakZflhzVpdvBYTuCFJD7KHGtPC1nY2B0dBWy1qOBMP%2fKw8wpf0hYAY%3d
https://ir.citi.com/d0BRCdnv8T9lhO6Y9DXZReZK48WdmpCa7d7z%2fdy4tWpGyxVTfwymuadu5IAMqclmeS0CL2l71ok%3d
https://ir.citi.com/rzLkATug3JX8bZwcLrnyhdDcqtkjwwF75FQEtXEDCO%2fym6VCuKm7FAAuNeYgXqjriGLyBT6QOo8%3d
https://ir.citi.com/WQsImPv%2fevF63%2fI2xiU3kKURb7YLIA8LUMUGFfw%2b0Y%2ft%2bXsLaEXr%2biaGgSQwiv4iECU%2frOtByOk%3d
https://ir.citi.com/Ks2V1C9TP87cRFKqV7h1zb21y6X2xQpdW1UxaSvduZgx6XB1HoJsFEH%2b39nEdlnP5zIME0kyFYo%3d
https://ir.citi.com/EP%2byOaoQuZshiwuXuhsLGknT15wXovCk1PpZL2CW98OVLEEtZuh%2bPSrmKdXgCc%2fpbZ1tLlLNpm4%3d
https://ir.citi.com/Ou4yC4s0pXIUmrZTY9lM3a9QlISyh4KRquEzAPin8VP7UZPn3Wec6MfferoM3v1FD4UONRbc5yo%3d
https://ir.citi.com/fvxWgfVMWSvFcnNtBofApHv3rZ8q7RkQwlRTgblXmF%2fmzwsz762c%2fv5hYBHCQZsQB0Yl4j6h3XY%3d
https://ir.citi.com/HP864ViXsW7onDIOpOnlJ8yAhkUMBsP%2bCrVeD6ZT9YP7fMHnWngJTrjvhYqlu3v%2bny0exfHZmrA%3d
https://ir.citi.com/XdqjP3p5u%2fypsxCxiMw9ePQXqJGWl3Y0lu1QYMTowGTWBnDM5y95NSpnsgqmwUQBX85irhO0yvg%3d
https://ir.citi.com/2kPdTiEk%2brZviMllo42ZHAbEvmGlzMHrrIwZytge%2fJZ96ZQ%2b37dMgwC6JvgHTCHRb6GPNEThRIM%3d
https://ir.citi.com/O%2fcilDzTsoNRu5DPuUfP9NNjJ6ZDt9YENrf4j1tbrx3%2bDMlbQy2s3MmJqX5FJZBFMKnR0142wUE%3d
https://ir.citi.com/VGXiQMspyQ9g6G2n8TqXb0Y8s9%2bdHnftajlURLeDYT8Svgg6ySuOvZqrS8OosXsMLbDy55P5YEQ%3d
https://ir.citi.com/rykLe1fK8IogMZ3Zz%2f7IM8LMyQ9xxAU8u13JZmDRQaLiCUqRNYPVyzVI74YjSQJuEVQLOj078Yw%3d
https://ir.citi.com/9G3JaEtqBA1XjI2d1XkVZn2BXxaCjYlFEYJwIeU4sWkDU3EYZLJLX4g3%2fd8o0aVj6fzVPI2kPIk%3d
https://ir.citi.com/IkDOgk0QIURhaZBpOPQA%2bHPovHuZlBIzxzyGefGxs5id8tQtZwN82dmkJ82uVg4zEbAVursRztg%3d

Euro Economics Weekly L
7 February 2014 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 Guillaume Menuet; Giada Giani; Ebrahim Rahbari; Michael Saunders; Ann O'Kelly; Antonio
Montilla

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

13 citivelocity.com



Euro Economics Weekly L
7 February 2014 Citi Research

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 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 - Comissdao de Valores Mobiliarios, BACEN - Brazilian Central Bank, APIMEC -
Associagdo 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 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 by the PRA and regulated by the FCA and the PRA. 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/fundMar/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

14 citivelocity.com



Euro Economics Weekly L
7 February 2014 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 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 by the Prudential Regulation Authority (“PRA") and regulated by the Financial Conduct Authority
(“FCA") and the PRA. This material may relate to investments or services of a person outside of the UK or to other matters which are not authorised by the
PRA nor regulated by the FCA and the PRA 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 authorised by the PRA and regulated by
the FCA and the PRA.

Pursuant to Comissdo 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 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.
Citi Research generally disseminates its research to the Firm's global institutional and retail clients via both proprietary (e.qg., Citi Velocity and Citi Personal
Wealth Management) and non-proprietary electronic distribution platforms. Certain research may be disseminated only via Citi's proprietary distribution
platforms; however such research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise
inconsistent with the author’s previously published research. Certain research is made available only to institutional investors to satisfy regulatory
requirements. Individual Citi Research analysts may also opt to circulate published research to one or more clients by email; such email distribution is
discretionary and is done only after the research has been disseminated.

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 Thomson Reuters.

© 2014 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

15 citivelocity.com



Euro Economics Weekly L
7 February 2014 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 fitness
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
	ERS: An Alternative Solution to OMT?
	A solution to hasten spread convergence?
	Governments should be mindful of over-reliance on the ECB
	What is the European Reward System (ERS)?
	How much would it cost the creditor countries?
	Many questions remain about this ERS proposal
	Will the ERS fly? Paris appears to be a strong proponent
	Would this plan be welcomed by the ECB?
	Conclusions

	Appendix A-1
	Analyst Certification


