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Euro Area: Sovereign Debt Crisis Update

Italian PM Letta Expected to Win Confidence Vote Today
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Summary

Today’s ECB Meeting — No change in rates. We anticipate the Governing
Council will leave its key interest rates unchanged again today, and reiterate that
its monetary policy stance will “remain accommodative for as long as necessary”.

Italy: Berlusconi’s PdL close to split, ensuring government survival — PM
Letta speaks to the Upper House (where he needs PdL votes) at 9.30 today, and
the crucial vote will follow. Comment: it seems likely that the government will win
the confidence vote. The key uncertainty is the extent of the split within PdL, with
the possibility that some dissidents may create a new Centre-right party,
increasing the likelihood of a Letta administration possibly surviving until 2015.

Italy: timely approval of 2014 Budget law is key for rating — Rating agency
DBRS said that timely approval of the budget would be a key factor in their rating
decision. Comment: we think the 2014 budget will be approved even if the Letta
government falls, as a new technocrat PM would likely be appointed to deliver a
budget before year-end. A DBRS downgrade (from A- rating) would imply higher
haircuts to Italian government bonds posted as collateral at the ECB.

Germany: Grand Coalition negotiations could last until 2014 — Handelsblatt
quotes SPD general secretary Nahles as not ruling out that coalition negotiations
with the CDU/CSU could last beyond year-end. Comment: It looks as if it will take
some time for a new German government to be formed. In the meantime, there
will probably be little reform or other policy momentum originating in Germany.

EU's Rehn calls on Germany and France to do more — EU’s Rehn called on
Germany and France to “implement what the EU Council has recommended to
them”. Mr. Rehn asked Paris for more information on how a planned increase in
employer contributions in the pension reform will be compensated so that “the
already high cost of labour does not rise further”. EU budget commissioner
Lewandowski called for Germany to boost domestic demand.

France’s multi-annual budget programme based on sizeable spending cuts
— the structural budget deficit effort would amount to 0.9% of GDP in 2014 and

2015, but would likely be eased somewhat to 0.6% of GDP in 2016 and 0.3% of
GDP in 2017. From 2015, all effort is expected to rely on expenditure savings.

French government mulling changes to planned 2014 VAT rates — Budget
Minister Cazeneuve indicated that the planned cut in the lower VAT rate could be
suspended to protect the purchasing power of lower income households.

Spain: Financial programme likely to end in 2013 — EU’s Rehn said Spain
may not need further assistance for its banking sector after 2013. Registered
unemployment rose by 26k in September. Labour Minister Bafiez confirmed the
government plans to use €6.2bn from the pension reserve fund.

Greece — PM calls for quick decision on debt relief. Slovakia — Central

2 October 2013

Guillaume Menuet
+44-20-7986-1314

Ebrahim Rahbari
+44-20-7986-6522

Giada Giani
+44-20-7986-3281

Economics
Western Europe
Industrialised G7 Countries

Recent Research

UK — YouGov Reports Slight
Drop In Inflation Expectations

We report here the results of the
September YouGov survey of inflation
expectations among the general public,
carried out during 20-22 September with
a sample size of 2,017 people. The
median for inflation expectations in the
year ahead edged down to 2.5% in
September from 2.6% in the last two
months. The median for inflation
expectations in the longer term (next 5-
10 years) also fell slightly, to 3.3% YoY
in September, having crept up from
3.3% in July to 3.4% in August.

Michael Saunders +44-20-7986-3299

UK — Osborne Speech

Chancellor George Osborne’s speech to
the Conservative Party Conference
confirms that the Help to Buy measures
will start this month rather than (as
previously planned) in early 2014, and
that there will be a new “Help to Work”
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government deficit close to plan in 2013. Slovenia — Worse economic prospect
for 2014 due to delay in banking sector resolution

Today’s News in Detall

Today's ECB Meeting — No change in rates. We argue that the ECB is under
no pressure to alter its very accommodative monetary policy stance. With
inflation pressures contained, a slow recovery and negative private sector credit
dynamics, we expect the refi rate to remain stable at 0.5% until the end of 2016.
We anticipate the Governing Council will leave its key interest rates unchanged
again today, and reiterate that its monetary policy stance will “remain
accommodative for as long as necessary”, in line with the forward guidance
provided in July and reiterated at the August and September meetings. Hence
the introductory statement should make a reference to the fact that the
Governing Council will expect the “key ECB interest rates to remain at present or
lower levels for an extended period of time”. We believe that another LTRO is
probably only a matter of time — we suggest in the next 3 to 6 months: for details,
see Euro Economics Weekly - New ECB LTRO? Not Like Waiting for Godot.

>> Back to the Top

Italy — Berlusconi’s PdL close to a split, ensuring government survival.
Deputy PM PdL Angelino Alfano called yesterday for a united PdL to back the
government in today’s confidence vote, reportedly opposing his leader, Silvio
Berlusconi, who intends to vote it down. A senior PdL MP, Carlo Giovanardi, said
yesterday at least 40 MPs are ready to support the government, suggesting a
new parliamentary group being formed independent from Mr Berlusconi. PM
Letta yesterday rejected the PdL ministers’ resignations, in a sign of renewed
government unity. Media report that in his speech in front of the parliament today,
PM Letta will stress the need for clear parliamentary support for his
administration (not just a small fringe of departing PdL MPs) to ensure his
government lasts at least until spring 2015. Letta will give his speech to the
Senate (where he needs the PdL votes to pass) at 9.30 this morning and the
confidence vote will follow. Comment: while it seems likely that the government
will pass the confidence vote today, the key uncertainty remains the extent of the
split within PdL. If this results in the departure of a few PdL MPs, the government
coalition will remain very fragile and still dependent on Berlusconi’s juridical
problems. If instead PdL dissidents merge into a new centre-right political force,
the chances of a longer and more stable survival for the Letta administration
increase notably, possibly taking it until 2015. Even in that case, however, it
remains to be seen the extent of the divergence between the new political
movement and the other main coalition party, the centre-left PD.

Italy — pressures mount on all fronts to resolve political crisis. Confindustria
issued a note yesterday saying that renewed political instability may cause 1%
lower GDP growth in 2014 and 2015. According to the simulations by the
employers’ association, the new round of political instability will prevent Italy from
exiting recession, with 2014 GDP falling by 0.3% (against a baseline scenario for
GDP to grow by 0.7%) and another negative effect of 0.9% on GDP growth in
2015. These simulations are based on the developments observed in late 2012-
early 2013, when increasing political uncertainty pushed the government bond
spread wider (by 100bp) and froze investment decisions. Wider bond yields
would be transmitted into tighter financing conditions. European institutions are
also sounding more worried about Italian politics. EU Commissioner Olli Rehn
said that political instability in Italy is jeopardising the economic recovery in the
whole euro area, not just in Italy itself. OECD general secretary Gurria also said
political turmoil in Italy is putting the nascent recovery in the Italian economy at
risk.

scheme for long-term unemployed
people. But the speech also contains
three extra eye-catching
announcements. It is not clear how the
Chancellor intends to pay for these,
especially in the context of rising debt
service payments caused by higher gilt
yields.

Michael Saunders +44-20-7986-3299

UK — Recovery in Mortgages, But
Not In Business Lending

The number of mortgage approvals for
home purchase rose to 62.2K in August,
up from 47.7K a year earlier and the
highest since Feb-08. This fits in with
other signs that the housing market is
recovering quite strongly. But, while
housing and mortgage lending are
recovering markedly, business lending
remains weak and credit availability for
SMEs remains poor. .

Michael Saunders +44-20-7986-3299

UK — Deloitte CFO Survey Shows
Broadening Expansion

The quarterly Deloitte CFO survey
shows signs that the economic recovery
is gathering pace and broadening. Like
money markets, CFOs seem to expect
rate hikes to come rather earlier than
implied by the BoE. Fully 82% of CFOs
expect that Bank Rate will rise in 2015
or earlier, whereas only 15% expect the
first hike in 2015 and 4% expect the first
hike after 2016. But, there is no sign
that these expectations of earlier hikes
are denting optimism.

Michael Saunders +44-20-7986-3299

Euro Economics Weekly — New
ECB LTRO? Not Like Waiting for
Godot

Despite some suggestions that the ECB
is not yet willing to commit to offering
another LTRO, we believe that the case
is compelling enough to expect some
announcement over the next 3 to 6
months, possibly as early as December.
In our view, the only issues that still
need to be resolved by the Governing
Council are the exact timing and length
of the facility as well as its interest rate
characteristics.

Guillaume Menuet +44-20-7986-1314
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>> Back to the Top

Italy — timely approval of the 2014 Budget law is key for rating, DBRS said.
DBRS rating agency said the timely approval of the budget would be a key factor
they would consider in their rating decision on Italy. DBRS reportedly said that
the political turmoil may also stall necessary reforms. DBRS's rating is
particularly important because, among the four rating agencies the ECB uses to
set collateral rules for banks' funding, DBRS assigns Italy the highest mark of
single-A. This means that a DBRS downgrade would imply higher haircuts
applied on Italian government bonds posted as collateral at the ECB. Comment:
we think the budget approval will proceed even if the current government falls, as
a new technocrat PM may then be appointed to deal with the budget approval
before year-end. However, the budget will likely be more of a technical exercise
to ensure the fiscal targets are met — which at present does not require a great
deal of fiscal tightening — but without clear policy directions (for example much-
needed spending cuts to allow for lower taxes).

Italy — state sector borrowing kept widening in Sept, to €15bn, about €4bn
above the level of Sept 2012. The Italian Treasury said the higher deficit in
September stemmed mainly from the repayment of government arrears (which
increased by about €4bn during the month of September to a total of €11.2bn).
The YTD state budget deficit widened further to €75.9bn (4.9% of GDP), against
€45.3bn in the same period of 2012. Comment: while the comparison with 2012
is particularly unfavourable due to several one-off deficit-reducing measures
undertaken last year at the peak of the sovereign debt crisis, the YTD cash deficit
numbers are the worst since records began in 1998. While some items are not
going to affect the accrual deficit, data suggest that the government fiscal deficit
in 2013 is likely to exceed the target of 3% of GDP.

>> Back to the Top

Germany: Grand Coalition negotiations could last until 2014: Handelsblatt
quotes SPD general secretary Nahles as not ruling out that coalition negotiations
with the CDU/CSU could last beyond the year-end. By October 22, the German
parliament would be constituted (the constitution allows a maximum of 30 days to
pass for that to happen post-election), but a new German government would be
very unlikely to be ready at that stage. The SPD has meanwhile decided to let a
party convention decide on starting formal coalition negotiations if and once
exploratory talks with the CDU/CSU have been successful. Until a new
government is found, the old government remains in power in a caretaker
capacity, which technically has the same rights as a regular government but no
longer carries a parliamentary majority. Comment: It does look as if it will take
some time before a new German government will be found. In the meantime,
there will probably be little reform or other policy momentum originating in
Germany. However, for European questions or crisis situations, the German
government would probably retain some room for manoeuvre, as Chancellor
Merkel would simply need to find a majority of votes, and even during the last
term she usually sought to win the opposition's approval for major euro area
decisions.

Germany: Unemployment rises in September. The number of unemployed
persons rose (seasonally adjusted) by 25k in September to 2.98m. Before
seasonal adjustment, there was a decrease of 97K, which is lower than is usual
during the month. The unemployment rate according to the national definition
rose in seasonally-adjusted terms to 6.9% from 6.8% in August (non-seasonally-
adjusted, it fell from 6.8% to 6.6%). The head of the Labour Agency noted that
while the general labour market situation in Germany remained benign,
“structural issues” were becoming more obvious.

>> Back to the Top

EU’s Rehn wants more details about France’s pension reform — EU
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UK Economics Weekly — The
Squeeze on Living Standards

The unprecedented squeeze on living
standards continues. Real wages are
down 1-2% YoY and have now been
falling for 5-6 years. We suspect that
real wages will continue to fall in YoY
terms in H2 this year, and probably also
in 2014. We expect that the decline in
real wages will not prevent the economy
picking up, with recovery driven more by
housebuilding, exports and lower
savings than by real wage gains. But, to
some people, it may not feel like much
of a recovery for a while.

Michael Saunders +44-20-7986-3299

Global Political Insights —
Showdown, Shutdown or
Meltdown? Political Risks on the
Rise in US, Italy, Greece,
Germany, as Geopolitical Risks
Decline

The past forty-eight hours have seen a
significant rise in the developed-markets
political risk temperature, with a US
government shutdown now considerably
more likely and Eurozone political risks
on the rise. Political developments in
Italy and Greece over the weekend have
added to pressure on fragile ruling
coalitions, making early elections more
likely. Compounding the Eurozone
political risk outlook is complications to
the coalition-forming process in
Germany.

Tina M Fordham +44-20-7986-9860

Global Economics View —
Forward Guidance: More than
Old Wine in New Bottles and
Cheap Talk?

Based on the recent experience in
Canada, the US, the euro area and the
UK, the best approach to signaling
longer-term monetary policy intentions,
in an operational manner, typically has
three components.

Willem Buiter +1-212-816-2363

Norway — Two-Party Blue-Blue
Minority Government

The norm of minority governments over
the past 50 years looks set to continue
in the next election period; yesterday,
the Conservative Party leader, Erna
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Economic and Monetary Affairs Commissioner Rehn welcomed the efforts being
made by France “to put public finances onto a sustainable path, and the moves
to remove some of the long-standing bottlenecks to growth and employment”.
However, Mr. Rehn noted that “there remains much to be done, and some
important details are still missing before we can make a full assessment of the
measures that have been announced”. In particular, Mr. Rehn asked for more
information on how a planned increase in employer contributions in the pension
reform will be compensated so that “the already high cost of labour does not rise
further”, according to Reuters. Mr. Rehn is meeting with French PM Jean-Marc
Ayrault and Finance Minister Pierre Moscovici today. Comment: countries have
to submit their budget plans before the middle of October for the Commission to
be able to comment on them by November in the aftermath of their new Autumn
Forecasts (Nov 5). With enhanced surveillance as part of the six-pack and two-
pack legislation, member states have to be much more thorough in how they
present their multi-annual fiscal consolidation programmes and the associated
structural reforms designed to meet their national reform programme objectives.
In France’s case the very strong focus of the Commission on competitiveness
suggests that the scrutiny will be maintained for some time.

EU budget commissioner calls for German boost to domestic demand: EU
budget commissioner Lewandowski called for measures to boost domestic
demand in an interview with Handelsblatt. He favoured, for instance, investments
in infrastructure to help the rebalancing in Europe. He criticised Germany's
position of supporting a reduction in the EU budget in 2014.

>> Back to the Top

France’s multi-annual budget programme based on sizeable spending cuts.
The French government released its updated multi-annual budgetary adjustment
programme on Tuesday, showing that the structural budget deficit effort would
amount to 0.9% of GDP in 2014 and 2015, but would likely be eased somewhat
to 0.6% of GDP in 2016 and 0.3% of GDP in 2017. This would be enough to
bring the structural deficit in line with the medium term objective of a balanced
structural equilibrium. In order to achieve this target, the government intends to
limit public expenditure growth to 0.2% per year, after 0.4% in 2014 and 1.7% in
2013. Comment: compared to expenditure savings of €15bn expected in the
2014 budget, the trajectory implies that the efforts for 2015-17 will need to be
around €18bn per annum. This poses the question of where the government is to
find those savings. In our opinion, this will only be achievable through a
significant reform of local authorities after the May 2014 municipal elections and
further efforts in terms of mean-testing for social security.

>> Back to the Top

French government mulling some alterations to the planned VAT changes
on 1 January 2014 — The government is envisaging, as part of an exercise to
protect the purchasing power of less wealthy households, suspending the
planned lowering of the reduced VAT rate from 5.5% to 5%. Budget minister
Bernard Cazeneuve indicated on RMC radio that a strong consensus within
parliament would be required for a change in the planned VAT changes which
were already voted as part of the 2013 budget. Business daily Les Echos
indicates that the expected lowering of the reduced rate would have cost the
government €750mn in revenues, which could be used to increase the tax
thresholds of lower income households by around 2%, exceeding the projected
rate of inflation. Comment: the planned cut in the lower rate of VAT would have
lowered the inflation headline rate by 0.1ppt if passed on in full by businesses to
their final customers. At the margin, this introduces a very slight upward bias to
our 1.7% 2014 CPI baseline.

>> Back to the Top

Spanish financial programme likely to end in 2013 — EU commissioner, Olli
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Solberg, said that she would negotiate a
two-party minority government with the
right-wing anti-immigrant Progress Party
after the September general election.
Ms. Solberg had aimed to form a four-
party government, but the Christian
Democrats and Liberals opted out. Both
parties, though, agreed to support the
new government in Parliament.

Tina Mortensen +44-20-7986-3284

Scandi Economics Update —

Norway — Incoming government to
offer tax breaks to encourage savings —
September PMI point to healthy
momentum in manufacturing.

Sweden — PMI jumps in September.
Denmark — September currency
reserves, no intervention expected.

Tina Mortensen +44-20-7986-3284
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Rehn, said on Tuesday that Spain may not need a further assistance programme
for its banking sector after 2013. Mr Rehn noted that the Commission was
looking at other possible arrangements. The statements come after the troika
successfully concluded its fourth review of the Spanish bank bailout programme
this week. Comment: €41bn of financial help from the ESM have been used for
bank recap so far. The current facility will expire on 31 December 2013 and no
formal decision has been taken yet on whether to close it or extend it (probably
with some additional conditionality attached) into 2014, but Rehn’s comments
suggest that at least the Commission would be comfortable in closing the facility,
in line with the intention of the Spanish government.

Spain — registered unemployment rises by 26k in September, lowest Sept
increase since 2007. In seasonally-adjusted terms, jobless claims declined by
0.5% MM, after a similar drop was observed in August. Comment: registered
unemployment, however, has recently been less representative of the
developments in the labour market than the labour force survey, due to changes
in the criteria to access jobless claims and probably to the rising share of long-
term unemployed, not eligible any more for jobless claims. Total unemployment
(as measured by the labour force survey) stood at 5.9min in 2Q 13, against
4.72mln jobless claimants.

Spain to tap reserve fund to pay pensions this year — Labour’s Minister
Fatima Bafiez stated on Tuesday that the government is planning to use €6.2bn
of the pension reserve fund to be able to pay pensions in the next three months.
This amount will add to the €5.5bn already tapped earlier this year, and the
€7.0bn used in 2012, leaving the reserve fund with €53.2bn by the end of 2013.
Despite the reserve fund, Spain’s pension system has been accumulating deficits
in the past few years and the cumulated losses will amount to €36.5bn by the
end of 2013, the Labour minister said. Comment: The pension reserve fund was
designed as a cushion to cover the effects of ageing population and the
withdrawals are unlikely to be added into the accrual deficit figures (therefore
resulting into a lower fiscal deficit for 2013). The pension system together with
the high level of unemployment in Spain is likely to continue to be a major driver
of fiscal deficits in the years to come. The social security system has lost 3.2m
contributors since 2007, and is expected to post a deficit of 1.4% of GDP in 2013
(up from 1.0% of GDP in 2012) and of 1.1% in 2014.

>> Back to the Top

Greece — PM calls for quick decision on debt relief. Reuters reports that PM
Samaras said yesterday that a delay by European policymakers on agreeing
some form of debt restructuring on Greek official loans would risk fuelling political
unrest. Samaras argued that debt relief — as promised by the European peers
last year — is needed to ensure a stable economy and a stable government.
However, Samaras said that given the ongoing debate within the Eurozone a
resolution would not materialise “for some time”. Comment: the discussion on
another very controversial debt rebate for Greece is unlikely to start before a new
German government takes office (see above).

>> Back to the Top
Slovakia — Central government deficit close to plan in 2013.

Jaromir Sindel +42 0 233 061 485

The 12m cumulative central government cash deficit widened to 4.4% of
GDP in September: this compares to -5.2% a year ago (primary deficit at -
3% vs. -3.5% a year ago). Though the year-to-date deficit reached €1.98bn in
September 2013 and is narrower by €0.6bn compared to the same period in
2012, it slightly worsened compared to August, when the YTD deficit was
narrower by 0.76bn. This mild worsening reflects a larger contraction on the
revenue side (-3.2% YY YTD), while the contraction on the expenditure side
eased to -8%. As in previous months, the contraction on the revenue side reflects
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a lower inflow from EU funds, although tax collection improved by 5% YY,
supported by higher VAT and CIT. Moreover, the MinFin said that revenues from
dividends worsened in YY terms, but are expected to improve in the rest of 2013.
A recent narrowing of deficits eased concerns of a larger deficit this year than the
planned -€3bn owing to underperformance on the revenue side that was initially
expected to increase by 4% this year. A recent underperformance of revenues
compared to the seasonal pattern suggests the risk of a deficit wider by €100mn
(0.1% of GDP), while recent dynamics suggest even a narrowing compared to
plan of some €300mn (0.5% of GDP) which is close to the recent updated MinFin
outlook on the 2013 deficit at €2.8bn.

Slovakia - Further consolidation measures necessary to avoid risk of
enforced balanced budget. However, government plans to continue with fiscal
consolidation due to a large output gap. As result, the government targets for the
general government deficit are 2.9% of GDP in 2014, -2.57% in 2015 and -1.5%
in 2016 (owing to a positive output gap) after -2.94% this year. However, this
plan requires large surpluses in the remaining parts of government (€300-600mn)
and particularly further consolidation measures of €0.7-€1.5bn in 2014-16,
otherwise the cash central government deficits would widen by €0.8-€1bn in the
next three years. However, government has prepared consolidation measures
(particularly more effective governance and combatting the grey economy) worth
€500-€600mn. Government debt is expected to increase to 54.7% of GDP in
2013 and almost 57% in 2014. According to the debt rule, the government will
have to freeze 3% of expenditures excluding debt services, EU related
expenditure and social expenditures in 2015, will have to propose no growth in
expenditure for 2016 and if the government debt breaches 57% of GDP in 2014,
the government will have to propose a balanced budget in 2016 that would
require consolidation of more than €3bn. Moreover, there is a risk that
government debt will breach the 57% ratio to GDP due to ESA2010 methodology
(applied already in 2014) according to Ludovit Odor, a representative of the
Fiscal Council.
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Slovenia — Worse economic prospect for 2014 due to later banking sector
resolution

Jaromir Sindel +42 0 233 061 485

Government forecasting institute IMAD worsened its GDP outlook for 2014 to -
0.8% YY from -0.2% initially, after a 2.4% contraction this year, followed by a
recovery of 0.4% in 2015. The worsening IMAD forecast reflects later banking
resolution, which also forced us to cut our GDP forecast for 2014 to -0.5% (-0.3%
initially) after -2.2% in 2013, despite improving our outlook on foreign demand
(even slightly above consensus in 2014), which we expect to support recovery of
export growth to almost 4% YY in 2014, while IMAD assumes 3%. Comment: It is
more than clear that the later banking resolution is applied, the worse the
economic outlook is likely to be, which will definitely put the Slovene economy
into an adverse circle that will finally require more fiscal consolidation. In other
words, the political representatives should find a way to quickly privatize all state-
owned banks once the recapitalization requirements are announced. While the
EC/ECB mission, which is currently in Slovenia, is unlikely to result in an ESM
bailout (as the asset quality review and stress test exercises will be finished by
end October and policy proposals by end November), the mission will evaluate
the fulfillment of the Council recommendations from June this year, which
however, included among others also the banking sector resolution and fiscal
consolidation, which we think will be not positive for Slovenia due to fiscal
consolidation based on the revenue side, which we discussed in Euro Area:
Sovereign Debt Crisis Update of 30 September.
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Latest Issues of Sovereign Debt Crisis Update

Pressure Rises on Banks’ Sovereign Bond Holdings

EBA's Enria and Bundesbank's Weidmann call for regulatory changes to
treatment of banks' sovereign bond holdings. Italy: possible split within PdL, Fitch
warning on political instability. Germany: Grand Coalition talks begin Friday.
Portugal's 2013 debt ratio projection revised higher. Greece: 2014 Budget
decisions delayed to end-Oct. Spanish banks further stabilised, say Troika.
Spain's 2014 Budget draft handed to Parliament. Ireland: draft forecasts from EC
add pressure on Budget negotiations.

Guillaume Menuet +44-20-7986-1314

Italian Political Crisis Intensifies

Italy's governing coalition breaking up, confidence vote expected Wednesday. In
Greece, extremist right party Golden Dawn's leaders arrested. Portugal's
municipal elections deliver blow to governing coalition. Germany's SPD votes to
start coalition talks, plans member referendum. Germany's CDU gains in polls,
rejects tax increases. Grand coalition likely after Austrian election. EU
Commission welcomes French 2014 budget. Spain's 2014 budget unveiled.
Spanish banks to increase provisions.

Guillaume Menuet +44-20-7986-1314

Coeuré Says Forward Guidance is to Limit Market Volatility

ECB's Coeuré and Constancio on forward guidance. ECB's Asset Quality Review
to focus on four areas of bank lending, says FT. Germany: SPD party convention
today to vote on holding on exploratory coalition talks, Green party faces
leadership decisions. Italy's PM Letta to call confidence vote next week. Spain
probably exited recession in 3Q. Portugal's Constitutional Court rejects part of
2012 labour market reform.

Guillaume Menuet +44-20-7986-1314

French 2014 Budget Unveiled

French 2014 Budget details. French unemployment drops unexpectedly in Aug.
Germany: CDU-Green coalition talks come closer. Italy's PdL MPs vote to resign
if Berlusconi ousted. Italy's new fiscal projections indicate fiscal consolidation is
over. Portugal's central government deficit widens in Jan-Aug. Greek government
seeks debt re-profiling, not haircuts. Greek privatisation targets to be revised
down again. Italian and French consumer confidence rises. We lift growth
forecasts for euro area.

Guillaume Menuet +44-20-7986-1314

ECB Downplays Near-Term LTRO Option

ECB's Coeuré and Constancio on LTRO options, Mersch on Asset Quality
Review. Germany's opposition SPD positions itself post election. Germany's
CDU does not rule out tax increases as part of coalition negotiations. Italy's
government repays debt arrears of €11.3bn. Italian exports still failing to recover.
Spain's public sector wages to be frozen in 2014 budget, central govt deficit rises
to 4.62% of GDP. Businesss confidence falls in France, rises in Germany but
less than expected.

Guillaume Menuet +44-20-7986-1314
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Western Europe

This companion to Global Economic Outlook and Strategy - September 2013
contains detailed more quarterly forecasts for main European countries to end
2014, as well as annual forecasts to 2017.

Ann O'Kelly +44-20-7986-3297

Global Economic Outlook and Strategy — September 2013

Global, Pan Asia, GEMS, Americas, EMEA, Asia, Australia

We have a slight tilt to forecast upgrades this month, and we look for growth of
2.5% in 2013 (up a tenth from last month) and 3.2% in 2014 (unchanged). Over
the last six months as a whole, we have raised our 2014 growth forecast for
advanced economies by 0.5%, while cutting our 2014 EM forecast by 0.5%. Our
forecasts are below consensus in all four BRIC countries. The recovery in
advanced economies is unlikely to cause early tightening, given ample slack. .

Willem Buiter +1-212-816-2363

Emerging Markets Macro and Strategy Outlook — Will DM’s
Recovery Be EM-friendly?

GEMS, Asia, CEEMEA, Latin America, Global

Of the EM central banks that have held policy meetings since last week's FOMC,
the governors of the two largest - India's and South Africa's - have both
emphasized the temporary nature of the relief that emerging economies will
enjoy from the Fed's decision. If that's the case, and if capital flows to EM
continue to become scarcer, the market will rely more and more on signs that EM
can export its way out of its problems. There is some good news: strengthening
export growth from China and Korea in August was part of the story behind the
EM rally that we've seen since early September. But we have some reasons to
question whether the EM export recovery we'll see will be really robust. This
makes us cautious about the economic environment EM is about to enter. While
export data seem likely to continue to recover, we think the recovery might be a
shallow one, and thus not a reason to discount the growth risks that have
plagued EM in the past couple of years.

David Lubin +44-20-7986-3302
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