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 Catalonia to Hold Independence Referendum in Nov 2014   
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Macroeconomic Forecasts | Recent Research  
 
Summary 
Spain – Catalonia to hold referendum on independence on 9 Nov 2014, 
based on two questions: “Do you want Catalonia to be a State?” and if so “Do 
you want that State to be independent?”. Spain’s PM Rajoy said yesterday that 
“this vote will not take place” as it violates the Spanish constitution. 

ECB’s Asmussen highlights limitations of monetary policy – commenting 
that “there are limits to what the central bank can do”, adding that we cannot 
“address by ourselves the underlying root causes of the problems that relate to 
fiscal and macroeconomic imbalances, a lack of competitiveness, low growth and 
high unemployment”. 

ECB’s Asmussen and Hansson say ECB stays ready to act again – Mr. 
Asmussen reiterated that he would be “very, very cautious” about introducing a 
negative deposit rate, described as “one tool available”, adding that the ECB 
stands “ready to act if needed”. Mr. Hansson remarked that the ECB understands 
“the need to remain vigilant and remain ready to act”. 

Germany: SPD member voting closed – results due on Saturday afternoon.  

German banks – complaint about financial transactions taxes in France and 
Italy. Fitch sees vulnerabilities for German banks in AQR according to 
Handelsblatt.  

French fiscal reform – is creating some angst within the government according 
to Le Figaro, with some cabinet members worrying about the risk of some 
increase in the tax bill for households earning in excess of €2,500 per month.  

Bank of Italy capital shares re-valuation from 1 January 2014, says BoI’s 
Visco, implying the capital boost to banks may not be recorded in the AQR.  

Spanish Senate completes vote on 2014 budget, and forwards bill for a final 
vote to be held next week in the Congress of Deputies. 

Spain: final HICP confirmed at 0.3% YY in November – up from 0.0% in Oct. 

Greece: Jan-Nov central government primary surplus at €2.7bn – 1.5% of 
GDP, €1.2bn net of ECB transferred profits. 

Portugal – troika’s 10th review calls for more wage flexibility, but not a reduction 
in minimum wage. PM Coelho says no talks on precautionary plan at this stage. 

Euro area IP disappoints again in Oct – falling by 1.1% MM (Mkt. +0.3%). A 
payback likely in Nov-Dec, but a negative carry over leaves little room for pickup 
in GDP growth in Q4 (after +0.1% QQ in Q3). 

Slovenia: Results of AQR and Stress Test. See Bank results: Total gap in 
banks at €4.8bn, but government injection at €3bn of which €2bn in cash. 
Partial bail-in. 

__ 

 

13 December 2013 
 

Guillaume Menuet 
+44-20-7986-1314 

Giada Giani 
+44-20-7986-3281 

Ebrahim Rahbari 
+44-20-7986-6522 
  
Economics 
Western Europe 
Industrialised G7 Countries 
 
 
  

    
    

    
       

        
        

         
         

          
         

          
    

 
Recent Research 
Slovenia Macro Flash — Bank 
results: Total gap in banks at 
€4.8bn, but government injection 
at €3bn of which €2bn in cash. 
Partial bail-in. 
12 December 2013 
AQR and Stress Test results – Three 
largest state-owned banks will get new 
capital of €3bn, 81% of their gap in 
capital in the adverse stress test 
scenario. Two third of this will be in 
cash, rest in marketable government 
bonds (€0.9bn) and bail-in of 
subordinated instruments (€441mn). 
This scenario shows a total gap of 
€4.8bn in all eight Slovenian banks 
reviewed, which suggests €1.1bn in the 
remaining five banks, of which €0.7bn is 
for two small local banks (rest are 
foreign banks). 
Jaromir Sindel 
 
Sweden — Ongoing Low Inflation 
Supports December Rate Cut 
12 December 2013 
With ongoing sizeable undershoots in 
core inflation vs. the Riksbank’s forecast 
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Today’s News in Detail 
Spain – Catalonia to hold referendum on independence in November 2014. 
Catalonia’s political parties agreed to hold a referendum on independence on 9 
November 2014, the head of the regional government Artur Mas said yesterday. 
Mr Mas noted that the referendum will contain two questions: “Do you want 
Catalonia to be a State?” and if so “Do you want that State to be independent?”. 
Spain’s PM Mariano Rajoy noted yesterday that the government cannot allow a 
referendum in Catalonia as this would imply a violation of the Spanish 
constitution, reiterating that “this vote will not take place” with no talks possible, 
as a constitutional reform will be necessary before Catalans can legally vote for 
independence. Comment: recent polls suggest independence supporters 
currently lead with about 50%-55% of the vote, while opponents are about 40%-
45%. It seems very likely however that the referendum will not be sanctioned by 
the central government, implying that any results will be considered invalid. Even 
if the referendum takes place, Catalonian independence remains quite unlikely in 
our view, partly due to legal and procedural reasons with Madrid, but also due to 
the current economic environment in the region. In addition, there remain 
questions about Catalonia's EA and EU membership that would call into question 
the viability of an independent Catalonian economy. In our view, more fiscal 
autonomy within Spain may on balance still be more likely than independence, as 
it offers many of the advantages while avoiding some of the large risks and 
potential costs that independence might bring. 

>> Back to the Top 

ECB’s Asmussen highlights limitations of monetary policy – ECB Executive 
Board member Jörg Asmussen commented in a speech in Belgrade that “there 
are limits to what the central bank can do”, adding that we cannot “address by 
ourselves the underlying root causes of the problems that relate to fiscal and 
macroeconomic imbalances, a lack of competitiveness, low growth and high 
unemployment”. Mr. Asmussen noted that “an immediate priority in the euro area 
is to repair the balance sheets of commercial banks, where necessary”. 
Comment: Mr Asmussen is suggesting that the ECB has done more than its fair 
share for the system to survive the crisis, having supported banks in order to 
avoid catastrophic outcomes. The limits to monetary policy are clear, putting the 
onus on politicians to meet their part of the bargain, with an obvious focus on 
competitiveness, growth-enhancing structural reforms and completing banking 
union. 

>> Back to the Top 

ECB’s Asmussen and Hansson say ECB stays ready to act again – ECB 
Executive Board member Jörg Asmussen reiterated that he would be “very, very 
cautious” about introducing a negative deposit rate, described as “one tool 
available”, adding that the ECB stands “ready to act if needed”. He expressed 
optimism about the Single Resolution Mechanism (SRM) being agreed by 
Christmas. ECB Governing Council Member and Estonia’s Central Bank 
Governor Ardo Hansson remarked that the ECB understands “the need to remain 
vigilant and remain ready to act against possible new risks to financial stability”. 
Comment: we agree that the door remains open to further action, especially in 
the event of some downside risks to the ECB’s inflation trajectory, which we 
anticipate will be the case by the end of 2Q-14. We believe that the ECB will 
resort to lowering the deposit rate into negative territory, aiming to reach the twin 
objectives of supporting bank lending and weakening the euro. 

>> Back to the Top 

Germany: SPD member voting closed, results due Saturday afternoon. The 
voting period for the SPD party referendum on its coalition agreement with the 

(0.4pp in both Oct and Nov), we reckon 
the Central Bank will be forced to revise 
its inflation forecast markedly lower in 
the December Monetary Policy Update, 
supporting our call for a December rate 
cut. Market pricing now discounts 
around an 80% probability of December 
easing, up from 50% prior to today’s 
release. 
Tina Mortensen 
 
Norway — Government Sets 
Countercyclical Capital Buffer At 
1% 
12 December 2013 
The government has just announced 
that it will set the counter-cyclical capital 
buffer at 1% with effect from 1 July 
2015. 
Tina Mortensen 
 
Euro Economics Weekly — Why 
Is France Underperforming? And 
How To Fix It 
6 December 2013 
Tackling competitiveness is key; the 
competitiveness problems that France is 
experiencing are not unique. We think 
the government's reform agenda should 
be more ambitious, if only given the 
extent of the task to reduce the 
enormous size of its public sector. 
Opportunities after spring elections — 
Faster than average GDP growth should 
be possible over time, assuming the 
need to enact structural changes is 
seen as an opportunity rather than a 
constraint. 
Guillaume Menuet | Giada Giani | Michael 
Saunders | Ebrahim Rahbari | Ann O'Kelly 
 
UK Economics Weekly — 
Balancing Prudence, Politics and 
Growth 
6 December 2013 
The Autumn Statement (AS) is a 
balancing act between (1) the 
government’s longterm commitment to 
fiscal consolidation; (2) the nearterm 
desire to support growth and avoid 
scuppering the recovery; and (3) a 
political priority on trying to regain lost 
political support. We expect CPI inflation 
to drop a little below the 2% target in the 
next 6 months or so, undershooting 
consensus and MPC forecasts in 2014-
15.  
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CDU/CSU closed at midnight. Handelsblatt reports that the votes are now being 
brought to Berlin and that SPD party head Gabriel plans to announce the results 
on Saturday afternoon. The newspaper notes that more than 300,000 party 
members voted (out of roughly 470,000 members in total) in the referendum, but 
that roughly 10% of the votes were invalid. Comment: our base case is that the 
vote will approve the coalition agreement. If the party base rejects the coalition 
agreement, it is likely that Chancellor Merkel will ask the Green Party to take up 
coalition talks, but political uncertainty would be prolonged in that case, and new 
elections would become a distinct possibility. 

>> Back to the Top 

German banks file complaints against financial transactions taxes in Italy 
and France. Handelsblatt reports that six German associations of financial 
sector companies have filed complaints to the European Commission about the 
financial transaction taxes that France and Italy have introduced in recent years. 
A spokesman for DSGV (association of German savings banks and giro 
associations) noted that the objective was to obtain “legal clarity” on these 
measures, as the tax was levied even on German investors and even if the 
transaction took place in Germany. Comment: the coalition agreement between 
CDU/CSU and SPD includes support for a European financial transactions tax 
and the European Commission is due to present a revised proposal on it in the 
next few months. 

>> Back to the Top 

Fitch sees vulnerabilities for German banks in ECB AQR. Handelsblatt 
reports that a Fitch study concluded that German Landesbanken and institutions 
exposed to commercial property, shipping or renewable energy would be among 
the more vulnerable institutions in the upcoming ECB comprehensive bank 
assessment (asset quality review (AQR) and stress test). However, the study still 
concluded that even most of the Landesbanken were sufficiently capitalized, and 
that they would only have a capital shortfall if strict assumptions were applied in 
the assessment. 

>> Back to the Top 

French fiscal reform – Le Figaro writes that the decision by French PM Jean-
Marc Ayrault to launch a wide-ranging fiscal reform is creating some angst within 
the government, with some cabinet members worrying about the risk of an 
increase in the tax bill for households earning in excess of €2,500 per month. 
While an overview of the aims of the reform should be made around May or 
June, the newspaper is suggesting that concrete steps will be unveiled only in 
2015 and 2016. Comment: transparency about the aims of the reform will be the 
key to its success, in our view. It will be very difficult to lower fiscal pressure on 
households without a major review of public spending to announce clearly visible 
cuts in some public services, rather than the usual raft of spending adjustments 
and savings. 

>> Back to the Top 

Italy – Bank of Italy capital shares re-valuation will be implemented from 1 
January 2014, Bank of Italy governor Ignazio Visco said yesterday in a speech 
on the issue to the Italian Parliament. The Italian government has recently 
passed a decree law to increase the historical value of the capital shares in the 
central bank, largely held by Italian major banks, from €156k to more than €7bn. 
The move will help boost the capital position of Italian lenders. Mr Visco said the 
move will improve transparency on Bank of Italy’s stakeholders and it will come 
into effect from the beginning of 2014. Comment: the introduction in January 
2014 will probably not allow the capital boost to be recorded in the snapshot 
taken at the end of this year for the upcoming Asset Quality Review.  

>> Back to the Top 

Michael Saunders | Ann O'Kelly 
 
Scandi Economics Update — Low 
and Undershooting Inflation 
Supports December Rate Cut 
13 December 2013 
Sweden — Ongoing low inflation 
supports Dec rate cut — November 
house prices.  
Norway — Government sets 
countercyclical capital buffer at 1% — 
Norges Bank issues its Financial 
Stability Report 2013 (11.00 UK time). 
Denmark — Delegation to Brussels to 
defend mortgage system  
Tina Mortensen 
 
>> Back to the Top 
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Spanish Senate completes vote on 2014 budget, and has forwarded the bill 
for a final vote in the Congress of Deputies with only minor changes. A final vote 
in the Congress, where ruling Partido Popular party holds a full majority, is 
expected to take place next week. 

>> Back to the Top 

Spain – Final HICP confirmed at 0.3% YY in November, up from 0.0% in 
October, INE reported this morning. The national CPI measure rose to 0.2% YY, 
from -0.1% YY in Oct. The CPI breakdown details showed the increase was 
mainly driven by a reduction in the pace of decline of energy inflation (from -2.7% 
YY in Oct to -0.7%YY in Nov, reflecting unfavourable base effects). Core inflation 
remained subdued (0.3% YY in Nov vs. 0.2% YY in Oct) on the back of still 
ample spare capacity and subdued commodity prices in Nov, while the drop in 
fresh food prices continued to eased further in Nov (after upward tensions during 
the summer). Comment: the marginal pickup in inflation in November was mainly 
due to unfavourable base effects in the energy component. We project inflation to 
remain very low also in 2014. 

>> Back to the Top 

Greece – Jan-Nov central government primary surplus at €2.7bn (1.5% of 
GDP). The primary surplus excluding revenues from the repatriation of 
ECB/Eurosystem profits on Greek bonds was €1.2bn (0.7% of GDP). For the 
purpose of the programme the ECB profits will not be accounted for in the deficit 
calculation. Ordinary budget revenues were down by 0.4% YY in the Jan-Nov 
period relative to last year, or down by 4.0% when the ECB profits are not 
included. Primary spending was down 7.3% YY. Comment: while the pace of 
reduction in primary spending has slowed down in recent months, Greece should 
be able to deliver a primary budget surplus by the end of the year, in line with the 
commitment taken with European lenders at the end of 2012. A primary surplus 
was a precondition for European lenders to agree on a new round of debt relief 
on Greek official loans.  

>> Back to the Top 

Portugal – troika’s 10th review calls for more wage flexibility, but not a 
reduction in the minimum wage, Diario Economico reports. The last IMF 
review of the Portuguese programme had suggested that the wage adjustment in 
the Portuguese economy over the past three years has been fairly limited. The 
on-going 10th review of the programme is expected to end next week. 

Portugal PM Coelho says no talks on precautionary plan at this stage – 
Prime Minister Pedro Passos Coelho says in an interview with TVI channel and 
TSF radio on Thursday that “the discussion of a possible precautionary program 
is not on our agenda with the troika yet”, adding that it is very probable that in 
subsequent months that there may be “some interaction” with the troika and most 
of all with the Eurogroup and Ecofin to discuss how to conclude the aid program. 
Bloomberg quoted Mr. Coelho saying that he doesn’t rule out exiting the aid 
program like Ireland without more aid, or exiting aid program with a precautionary 
program. Comment: while a precautionary credit line is marginally more likely 
after June 2014, risks of a full second bailout remain high. 

>> Back to the Top 

Euro area IP disappoints again in Oct. Industrial output was down by 1.1% 
MM in October, much weaker than general expectations which looked for a rise 
of 0.3%. The drop follows another one in Sept (-0.2% MM, revised up from -0.4% 
previously) and leads to a negative carry-over effect for Q4: if IP were to remain 
flat in Nov and Dec, Q4 IP would report a drop of 0.9% relative to Q3. A payback 
is quite likely in Nov-Dec, as this is consistent with survey indicators still in 
expansionary territory. But this would still leave little room for a pickup in GDP 
growth in Q4 (after +0.1% QQ in Q3). 
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>> Back to the Top 

Slovenia: Yesterday saw the results of the Asset Quality Review (AQR) and 
Stress Test of Slovene banks. The three largest state-owned banks will get 
new capital of €3bn (81% of their gap in capital in the adverse stress test 
scenario). We view it as positive that 2/3 of this hike will be cash, with the rest in 
marketable government bonds (€0.9bn). The bail-in of subordinated instruments 
(€441m) will help to cover the total gap in capital. This scenario shows a total gap 
of €4.8bn in the eight Slovene banks reviewed, which suggests €1.1bn for the 
remaining five banks, of which €0.7bn would be for two small local banks (the 
rest are foreign banks). For details, see Slovenia - Bank results: Total gap in 
banks at €4.8bn, but government injection at €3bn of which €2bn in cash. 
Partial bail-in. 

>> Back to the Top 

 

Latest Issues of Sovereign Debt Update 
ECB’s Praet Suggests Risk Weights on Sovereign Bonds 
12 December 2013 
ECB's Praet suggests introducing risk weights on sovereign bonds in upcoming 
AQR - FT interview. Debate continues on single bank resolution. Italy's 
government passes another confidence vote in both chambers. Spain to report 
primary surplus in 2015 says FinMin. Moody's changes outlook to stable on all 
Spanish sub-sovereigns. Portugal's 2013 fiscal deficit may beat target, says 
UTAO. HICP inflation in Portugal and France. Slovenia: results of bank AQR and 
stress tests this morning.  
Giada Giani | Ebrahim Rahbari   
 
Ecofin Strikes Minimal Deal on Bank Resolution 
11 December 2013 
Euro area FinMins strike deal in principle on SRM. Germany: strong participation 
in SPD member referendum on coalition agreement. ECB's Coeuré says new 
LTRO only when banks in position to lend to private economy. IMF's Lagarde 
says EA debt crisis not over. Italy's industrial production better than expected. 
Spain's population continues to shrink in 1H13. Spanish electricity prices may 
rise 10% in Jan 2014. Bank of Portugal raises GDP forecast for 2014. 
Giada Giani | Guillaume Menuet | Ebrahim Rahbari 
 
Ecofin – Still Searching For Agreement on SRM 
10 December 2013 
Agreeement on SRM may be unlikely at today's EcoFin meeting but late-night 
compromise cannot be ruled out. ECB's Mersch highlights that ECB is willing to 
do more, but that there are limits to ECB's reaction function. Germany's CDU 
approves coalition agreement. Italy: contraction in business loans reaches new 
record. Spain's tax revenue rises. Portugal sees strong rebound in private 
consumption. Greek inflation at new record low. Falls in German and French 
industrial production.  
Giada Giani | Guillaume Menuet | Ebrahim Rahbari 
 
Italy – Renzi Elected New Centre-Left Leader 
9 December 2013 
Italy: Matteo Renzi elected new Centre-Left PD leader with 67.8% of votes in 
Sunday's primary election. ECB ready to act, says Weidmann. ECB's Coeure on 
importance of symmetric inflation target, ECB's Nowotny on the need for growth. 
French FinMin sees banking union compromise before yearend. Germany: 
CDU/CSU and SPD face some internal resistance to coalition agreement. 
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Greece's 2014 budget passed by Parliament, but troika agreement far off. 
Spain's economy has turned corner, says Rajoy. 
Giada Giani | Guillaume Menuet | Ebrahim Rahbari 
 
‘Secret’ Meeting on Bank Resolution in Berlin Today 
6 December 2013 
"Secret meeting" in Berlin today on SRM. No change in ECB rates in Dec. ECB's 
Praet says Governing Council ready to act. ECB should do more, says 
Eichengreen. BuBa forecasts above-trend growth and low inflation for Germany. 
Italy's Parliament should quickly pass electoral reform, says President 
Napolitano. S&P revises outlook to Stable for 5 Spanish regional governments. 
Bank stress test results to be delivered today to Bank of Greece. Slovenia: 
Banking sector "D Day" will likely be 12 Dec 
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first is about the future of capital flows to EM: will Fed ‘tapering' and the prospect 
of US monetary tightening cause sustained outflows from EM? The second is 
about EM's export recovery: will EM's recent export slump ever reverse? And the 
third is about China: will ‘China risk' re-emerge as a threat to EM growth? These 
three questions were very broadly discussed among investors during the course 
of 2013, and so in a sense ‘nothing's new' as we go into the New Year. Overall 
we find it difficult to come up with optimistic answers to any of these questions, 
and so we think it makes sense to be quite cautious about the environment 
facing emerging markets.  
Guillermo Mondino  
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