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On 15 December EU leaders will discuss integration. One proposal that is
mentioned in the debates in France and Germany is a repurposing of the
ESM as a “European Monetary Fund”. Using a Q&A format, we consider
what reforms might mean for the euro area bailout fund.
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Visions of economic integration diﬀer. France wants additional
stabilization tools and risk-sharing while Germany wants better
supervision of ﬁscal rules and market discipline. If the ESM is the vehicle
through which these visions are implemented, the former would see the
ESM’s responsibilities and tools expand markedly and the latter would
be more limited, with new responsibilities for preventive crisis monitoring
coupled with tougher investor conditionality in the event of intervention.
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Compromise and conditionality characterize Europe’s progress towards
closer integration. The extent to which a reformed ESM converges to the
more expansive vision will be a function of (a) the importance Europe
attaches to supporting Macron’s policy agenda, (b) the ESM being the
right vehicle for integration, (c) the reinterpretation of the ESM as a tool
to address the sovereign-banking nexus and not just stressed sovereigns
and (d) the role market discipline will play in conditionality.
The ESM role in completing banking union should not be underestimated.
Cross-border banking and capital ﬂows would be consistent with both
the French and German visions of integration. An ESM credit line for the
EUR55bn Single Resolution Fund (SRF) has been agreed in principle but
implementation has so far been blocked by legacy banking issues.
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EU leaders say completing banking union should be the next step. It
should be growth-positive, but rushing the correction of legacy risks could
entail adjustment costs. If banking union is slow, progress on general
integration will also be slow. That would clash with the time-limited
opportunity to act to strengthen Europe presented by Merkel-Macron.
This means pressure for compromises within the ESM reform discussions
and we see some convergence toward the more expansive visions of
the ESM as likely. The risk is market-unfriendly conditionality and overall
we expect ESM reform to be modest in scale and scope. Rather than
economics, the more signiﬁcant signals on European integration could
come through common migration and security/defence policies.
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Key Economic Forecasts
Figure 2: Economic Forecasts
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Figure 3: Forecasts: Euroland GDP growth by components and central bank rates
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European integration and
the role of the ESM
Why the focus on ESM reform?
Crisis resolution. Europe is following two complementary and interconnected
paths to resolve its economic crisis. The necessary but not suﬃcient path to
resolution is economic rebalancing and structural reform – correcting imbalances
and making economies ﬂexible enough to recalibrate so that imbalances do not
persist and grow as they did before.
This path has not been hugely eﬀective, it entailed high political costs with the
rise of populism and still leaves the ﬁnancial stability of member states -- and the
euro area at large -- susceptible to large shocks.
The suﬃcient path to resolution comes from integration or burden-sharing
between euro area member states. Willingness to create common funds is
conditional on commitments to delivering on rebalancing and reform. Only
partial progress has been made along the integration path, for example, the
limited liability ESM sovereign backstop and a partial banking union (common
supervision and a common resolution fund but still no common deposit
insurance).
The Macron Pivot. Europe has been aﬀorded an opportunity to accelerate
its integration eﬀorts. Emmanuel Macron beat Marine Le Pen on an openly
reformist and pro-EU/pro-euro area ticket. Macron is looking towards Germany
to reinvigorate a partnership that has always been important to closer union.
Based on the rhetoric in recent months, Angela Merkel appears to recognize the
importance of this opportunity to improve the stability and durability of the EU
and euro area.
Discussing integration. Markets should expect a signiﬁcant step up in the
intensity of euro area reform discussions in the coming weeks:
■

■

■

6 November: the Eurogroup will discuss ideas, although no agreement
is expected at this point
6 December: the European Commission will publish proposals
15 December: the European Council (heads of state and government)
will discuss integration.

The European Council would like an agreement by mid-2018 after which there
would be a period for approval and implementation. Given the lengthy coalition
negotiations in Germany to form a new government but also with a view to
upcoming elections in Italy early next year this might be rather ambitious.
Repurposing the ESM. One proposal that is mentioned in the debates in France
and Germany is a repurposing of the ESM as a “European Monetary Fund”. Using
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a Q&A format, we consider what reforms might mean for the euro area’s bailout
fund.

What are the current responsibilities of the ESM?
■

■

Responsibilities as per ESM treaty. The ESM was created in 2012 in
order to provide ﬁnancial assistance to euro area member states that
are currently in or are facing “severe ﬁnancing problems”.1 The ESM
treaty was signed as an intergovernmental treaty (it is not part of EU
law) between euro area members, taking over the responsibilities of
the temporary European Financial Stability Facility (EFSF). Unlike the
European Central Bank or the European Investment Bank (EIB), the ESM
is not an EU but an intergovernmental institution.2
ESM tools. In order to fulﬁll its mandate the ESM currently has six tools
at its disposal:

1. Loans to countries in macroeconomic adjustment programmes
(currently used by: Ireland, Portugal, Greece, Cyprus)
2. Purchasing bonds of an ESM member state in the primary…
3. …or secondary market (both unused)
4. Precautionary ﬁnancial assistance in the form of a credit line (unused)
5. Indirect bank recapitalization – ﬁnancing recapitalization of ﬁnancial
institutions through loans to governments, including non-programme
countries (currently used by Spain)
6. Direct bank recapitalization as an instrument of last resort (unused)
■

■

Capital structure. The ESM’s subscribed capital is EUR704.8bn, its
paid-in capital EUR80.4bn. The ESM’s maximum lending capacity is
EUR500bn, while disbursed assistance amounts to EUR87.8bn. Each
ESM member (i.e. EA member) contributes to the ESM capital according
to the country’s share of the EA total population and its share of euro
area GDP. The capital key takes into account the accession of new EA
members. The ESM can raise funds by issuing ﬁnancial instruments or
by engaging in money market transactions.
Governance framework. The Board of Governors is the highest decisionmaking body of the ESM. It comprises government representatives
(Finance Ministers) of each of the 19 EA members. Representatives
of the Commission and the ECB can participate in Board meetings as
observers. The Board of Governors is chaired by the President of the
Eurogroup. Important decisions such as stability support to an ESM
member, choice of instruments and adapting the ESM’s lending capacity
require unanimity.3

1 ESM treaty (2012).
2 The ESM was created in 2012 in response to the Eurozone sovereign debt crisis. To avoid a lengthy
ratiﬁcation process that would have been required by including the ESM in EU treaties, it was signed
as an intergovernmental treaty between the EMU members. An amendment to EU treaties allowed
the establishment of the ESM, while full integration of the ESM into EU law after 2017 is foreseen.
3 The ESM treaty also includes an “emergency voting procedure” for granting ﬁnancial assistance if
decided by a “qualiﬁed majority” of 85% of the voting rights (equal to members’ share in ESM paid-in
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Figure 4: ESM key facts
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ESM remaining lending capacity

EUR376bn

Percentage of ESM lending capacity available
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4
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Source: Deutsche Bank, ESM

What are the proposed reforms to the ESM?
Key European players, including the European Commission, the German and
French government all seem to pay lip service to the idea of transforming the
ESM into a broader European Monetary Fund in order to more eﬃciently address
future crises in the monetary union. However, in terms of future functions and
governance of such an enhanced institution, views in Europe vary substantially.
■

The European Commission came out with a reﬂection paper on the
future of EMU this May, summarizing and developing ideas on the future
role of the ESM:4

1. Transforming the ESM into a “European Monetary Fund” that would
reduce the dependence of the euro area on international institutions such
as the IMF in order to secure ﬁnancial stability
2. A credit line from the ESM to the Single Resolution Fund (SRF) as a last
resort backstop to banking union
3. Integration of the ESM treaty into EU law, also with view to “future
instruments and ﬁnancing mechanisms” that might require treaty
changes anyway
4. Financing of a macroeconomic stabilization function (the ESM is here
mentioned as one possible source of ﬁnancing, alternatives would e.g.
be a new line in the EU budget or creation of new instruments).
According to the Commission’s paper, the future ESM/EMF would be anchored
under a euro area Treasury (which is envisaged to be headed by an EU Finance
Minister, who would also chair the Eurogroup/ECOFIN). Commission President
Juncker emphasized in his September State of the Union address that the
EMF would have to be “ﬁrmly anchored in the European Union's rules and
competences”, a statement that shows the Commission’s wariness of any
perceived attempts to sideline Brussels in their ﬁscal competencies and to allow
the euro area to further develop its own institutions.
The Commission’s outline to certain extent overlaps with recent comments by
ESM Managing Director Klaus Regling. He spoke out against building “double

capital), eﬀectively giving Germany (27% of ESM capital), France (20% of ESM capital) and Italy (18%
of ESM capital) veto power; see ESM (2017): "Explainers".
4 See Focus Europe (9 June 2017): "EMU reﬂection paper-mere "wish list" or plausible way forward?".
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structures” by transferring the Commission’s responsibility for ﬁscal surveillance
to the ECB but rather sees the ESM and Brussels cooperating closely on these
matters.5
■

EU governments have so far provided little detail on the functions and
governance of an enhanced ESM, the only exception being the former
German ﬁnance minister, Wolfgang Schäuble.6In a short document
referred to as “non-paper” and presented to peers at (Schäuble’s last)
Eurogroup meeting in October, he outlined his vision for an EMF.

Schäuble sees a European Monetary Fund as an opportunity to impose stricter
ﬁscal supervision and control on national budgets – possibly also by taking away
competencies from the Commission. According to his draft a European Monetary
Fund:
1. should receive a mandate for crisis prevention (monitor country risks
comparable to IMF Article 4 consultations, monitor member states’
compliance with Fiscal Compact)
2. could “gradually be given a stronger, neutral role with regard to the
monitoring of the Stability and Growth Pact” and later a transfer
of responsibility for the oversight of ﬁscal rules from the European
Commission to the ESM
3. should include a debt restructuring mechanism in order to strengthen
market discipline and minimize the moral hazard of a bailout fund
(automatic extension of sovereign bond maturities under an ESM
program, an obligatory “comprehensive” debt restructuring if necessary
to warrant debt sustainability, and a single-limb aggregation amendment
to collective action clauses to prevent holdouts)
4. could provide a ﬁscal backstop to the SRF.
The “non-paper” paper rejects to use the ESM and its capacities as a:
1. ﬁscal backstop for the discussed but controversial European Deposit
Insurance Scheme (EDIS)
2. “transfer mechanism for the Eurozone” in form of a new ﬁscal capacity
Based on his 26 September speech on Europe, French President Emmanuel
Macron’s vision is diﬀerent to Schäuble’s:
■

■

Convergence and stability should be achieved via reforms but also
coordination of economic policies and stabilisation tools for countries
facing economic shocks.
The preferred way to achieve it would be a stronger budget with
strengthened parliamentary control amid the respect of agreed rules and
necessary national reforms.

5 Interview with the Handelsblatt (13 July 2017 ).
6 Schäuble was elected speaker of the German Bundestag on October 24 and was provisionally replaced
as ﬁnance minister by Head of the Chancellery and Minister for Special Tasks Peter Altmaier.
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More generally, the vision of French policy makers could be summarised as:7
■

■

Additional stabilisation and risk sharing via a common investment
budget, unemployment insurance scheme, deposit insurance and a
permanent backstop for the single resolution fund (SRF).
While stronger ﬁscal discipline would be acceptable, further market
discipline would not be.

Note: neither Germany nor France is proposing debt mutualisation.

Figure 5: Thinking about the scale of ESM reform
Scale of ESM reform

Small

Medium

Large

Scope

Reforms achievable without
modifying ESM Treaty

Reforms achievable with
changes to ESM Treaty

Reforms achievable with
changes to ESM and EU
Treaties

Example

New lending facility consistent
with mandate to support
stressed sovereigns

Expanding the mandate of the
ESM to conduct preventive
crisis monitoring

Moving oversight responsibility
for fiscal rules from
Commission to ESM

Legal/Political
requirement

ESM Board approval

National government approval

National approval, in some
cases via referenda

Would this facilitate
fiscal transfers or debt
mutualisation?

No

No

No

Source: Deutsche Bank

What does a European Monetary Fund do that the ESM
does not?
With both France and Germany talking about a ‘European Monetary Fund’, it
follows that the ESM is not already the European equivalent of the IMF.
The primary purpose of the IMF is “to ensure the stability of the international
monetary system—the system of exchange rates and international payments that
enables countries (and their citizens) to transact with each other. The Fund's
mandate was updated in 2012 to include all macroeconomic and ﬁnancial sector
issues that bear on global stability”.
The purpose of the ESM is “to mobilise funding and provide stability support
under strict conditionality, appropriate to the ﬁnancial assistance instrument
chosen, to the beneﬁt of ESM Members which are experiencing, or are threatened
by, severe ﬁnancing problems, if indispensable to safeguard the ﬁnancial stability
of the euro area as a whole and of its Member States”.
The ESM responds to requests for funding when sovereigns are suﬀering from
or threatening with a ﬁnancing problem. The IMF’s responsibilities are more
encompassing, including ex ante monitoring of risks and the provision of expert

7 “Germany should accept more risk sharing – and France more market discipline”, An appeal by French
and German economists, Petersen Institute for International Economics, 27 Sept 2017.
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advice, a role which some would like the ESM to play in addition to or in place
of the European Commission.
However, the analogy of a reformed ESM being a ‘European Monetary Fund’
is not perfect. Arguably, the French vision of what is required to strengthening
the euro area stability goes beyond just a local version of the IMF. At the same
time, Schäuble’s vision of tougher investor conditionality — to increase market
discipline and protect the EU treaty “no bailout clause” — clashes with the French
vision. In any case, a sovereign debt restructuring mechanism is something the
IMF has itself struggled get agreement on internationally.
The academic debate on the repurposing of the ESM as a European Monetary
Fund has also gained momentum.
■

The Brussels-based economic think tank Bruegel came out with
recommendations to design a future EMU as a “ﬁscal counterpart of the
ECB”.8They support the idea of:

1. a European Sovereign Debt Restructuring Mechanism to strengthen
market discipline
2. ESM/EMF as a ﬁscal backstop to a “Single Resolution and Deposit
Insurance Fund” — their vision of combining the two bodies of the Single
Resolution Fund (established, to be build up until 2023) and the European
Deposit Insurance Scheme (under discussion)
3. replacing the unanimity rule for ESM vote with supermajority.
■

The European Parliament sought external opinions on the matter of
creating a European Monetary Fund and commissioned three academic
papers that were released over recent months.9

1. Charles Wyplosz from the Graduate Institute Geneva sees the ESM
already in its current form as being in “fundamental contradiction with
the no-bailout rule”, an extension into a European Monetary Fund
causing conﬂicts of interests among member states and doubling of
existing EU/Eurosystem structures. He suggest to use existing IMF
structures rather than trying to replace them.
2. For Daniel Gros from the Center for European Policy Studies the ESM
“already constitutes to a large extent a ‘European Monetary Fund’.”
He sees no beneﬁt in transferring ﬁscal monitoring/economic policy
coordination functions from the Commission/European Council to the
ESM but sees potential for the Commission and ESM to share the
responsibility to prepare EA country reports under the Macroeconomic
Imbalances Procedure and prepare ‘corrective action plans’.
3. Jonathan A. Rodden from Stanford University raises general doubts
whether proposals for “stronger top-down surveillance and correction
mechanisms” for the Eurozone might prove fruitful as the EMU members
are unlikely to give up (ﬁscal) sovereignty.

8 Sapir, André (2017): "The time is right for a European Monetary Fund ", Policy Brief Issue 4 October
2017, Bruegel.
9 European Parliament (2017): European Stability Mechanism (ESM): “Main features, Instruments and
Accountability”.
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What is the legal process of reforming the ESM?
The ESM was signed in 2012 as an intergovernmental treaty in order to swiftly
replace the expiring temporary EFSF and EFSM programmes, and avoid a
lengthy ratiﬁcation process including national referenda, with a permanent crisis
resolution framework. EU law was only changed through an amendment to the
TFEU (Article 136) that allowed for the establishment of a euro area stability
mechanism. The expectation is the ESM treaty will be integrated into EU law after
2017.10 Transforming the ESM further and providing it with a broader mandate can
become a legally and politically complex — and therefore protracted — process,
depending on whether the proposed ESM reforms require ESM treaty alone or
also EU treaty changes.
■

■

■

Reforms not requiring ESM treaty change. Under the ESM treaty, no
amendments are required to expand the capital stock or adapt the
maximum lending volume of the fund; this can be decided by the Board
of Governors (i.e. EA governments according to their applicable national
procedures) through a unanimous vote. The choice of instruments and
conditionality in order to provide stability support to ESM members,
ﬁnancial institutions and “other third parties”, is in principle also up to
the Board of Governors’ and is thus at EA members’ discretion. 11
Reforms requiring ESM treaty change. In practice, however, adding
new functions, such as a fiscal backstop to the Single Resolution
Fund, would call for ESM treaty changes. The ESM treaty programmes
require country-speciﬁc conditions speciﬁed in a Memorandum
of Understanding (MoU) as well as Financial Assistance Facility
agreements with the aﬀected member state. These conditions would
not be applicable in the SRF context. In addition, the SRF might lead
the resolution of banks with subsidiaries outside the euro area, while
the ESM’s mandate foresees lending only within the currency bloc.12
Also for granting the ESM fiscal monitoring powers over euro area
members (together with the Commission), ESM treaty changes would
be necessary. The same applies to anchoring a debt restructuring
mechanism including automatic sovereign debt maturity extensions
and CAC amendments in ESM programs. A change of the ESM treaty
requires mutual agreement, thus needs to be ratiﬁed by all euro area
member states.
Reforms requiring EU treaty change. Much more diﬃcult would be
moving oversight responsibility for the European fiscal rules from the
Commission to the ESM. This would require a change of the TFEU
(Article 121 and Article 126) which needs to be ratiﬁed by all EU countries
(and in some countries also requires national referenda). This would most
likely be complicated by headwinds against further euro area integration
particularly from EU members outside the currency bloc who might
feel increasingly sidelined by a “multi-speed” approach to European
integration. Naturally, strong resistance would come from Brussels,
where the European Commission would see its competencies strongly
diminished.

10 European Parliament (2017): “Integration of the ESM into EU law”.
11 ESM treaty (2012).
12 European Commission (2015): “Bridge Financing Options for the Single Resolution Fund” .
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Potential institutional and political hurdles to ESM treaty reform. Previous
rulings by the European Court of Justice and the German Constitutional Court
on the ratiﬁcation of the 2012 ESM treaty might give some guidance to the legal
hurdles to ESM reform, both on the EU and national level.
In 2012, the ECJ found that the ESM treaty is compatible with EU law as “Article
125 TFEU does not prohibit the granting of ﬁnancial assistance by one or more
Member States to a Member State which remains responsible for its commitments
to its creditors provided that the conditions attached to such assistance are such as
to prompt that Member State to implement a sound budgetary policy”. 13
In 2014, the German Constitutional Court conﬁrmed in a second ruling (following
the rejection of a constitutional complaint in 2012) that “the budgetary autonomy
of the German Bundestag is suﬃciently safeguarded. However, arrangements
under budgetary law must be made to ensure that possible capital calls pursuant
to the ESM treaty can be met fully and in time within the agreed-upon upper
limits, so that a suspension of Germany´s voting rights in the ESM bodies is reliably
excluded”.14
All future reform proposals need to comply with the “no bailout” clause of Article
125. This links ﬁnancial assistance from the ESM to strict conditionality and
ensures that “permanent transfers” are avoided.15. This would certainly also apply
to any new macroeconomic stabilization function, independently from whether
it is anchored in the ESM or ﬁnanced through other sources.
From a German perspective, the budgetary autonomy of the Bundestag remains
key for assessing any changes to the ESM and EU treaties. Replacing the
unanimity rule for ESM votes with a supermajority as proposed in the Bruegel
policy paper would almost certainly be rejected by the German constitutional
judges as it could lead to an overruling of the German Bundestag regarding the
ESM’s lending capacity and Germany’s obligations through the ESM’s capital key.
According to Bruegel, granting German veto power could solve this issue.
Apart from the above mentioned legal and constitutional considerations, it is
highly likely that the German Bundestag will be involved in all changes of the
ESM – for political reasons. It can be expected that any changes to the ESM,
in particular those that include an expansion of funding and ESM mandate, will
be subject to complaints to the German Constitutional Court. The broader the
parliamentary support for a modiﬁcation of the ESM mandate – possibly including
parts of the opposition in the Bundestag – the stronger will be the position of the
government in prospective lawsuits.
While ex-post complaints against an EU agreement on an even modest reform
of the ESM might delay its implementation, the short-term hurdles are likely to
be expected from the formation of a new government in Germany following the
September 24 elections – both in terms of content as well as timeline. European
policy remains one of the more contentious issues between the four parties to
form the so-called Jamaica coalition (CDU, CSU, FDP, Greens).

13 ECJ judgment on ESM (27 November 2012).
14 German Federal Constitutional Court (18 March 2014).
15 European Commission (2017): “Reﬂection Paper on the deepening of the Economic and Monetary
Union"
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The FDP, in particular, is focusing more on a rules-based approach to euro area
integration and is reluctant to engage in far-reaching expansion of crisis tools.
In its election platform it calls, inter alia, for a phasing out of the ESM, the
introduction of an insolvency (debt restructuring) mechanism for sovereigns and
a treaty-based possibility for an euro area member to exit the euro without losing
EU membership.
While positions in election platforms do not automatically translate into coalition
agreements and real politics, the FDP is likely to insist that modifying the ESM and
providing more funding is strictly conditional and does not undermine sovereign
and bank eﬀorts to address structural shortcomings. This cautious approach is
backed by German public opinion. Given that the other smaller coalition partner,
the Greens, support a much more integrationist approach in terms of crisis tools
and ﬁscal union it can be expected that the coalition agreement will provide
guidance for the new German coalition government for respective talks at the EU
level.
While the EU Commission pushes for swift decisions and the French government
would like to see support from Germany in this regard, the timeline might be
slipping. Currently it looks rather unlikely that Chancellor Merkel will be re-elected
as chancellor before Christmas. This implies that Germany might ﬁnd it diﬃcult
to agree on certain topics at the EU Summit on Dec 14/15.

Is there scope for compromise on an ESM reform
agreement?
European integration tends to be characterized by compromise and conditionality.
The extent to which the ESM is reformed will be a function of the extent to which:
■

■

■

■

Europe wants to and can take advantage of the time-limited opportunity
presented by the Merkel-Macron partnership to strengthen in the euro
area. Macron needs to see dividends from his European integration
policy push ahead of the next elections in 2022.
the ESM is the right framework to achieve a more integrated euro
area economy. There are alternatives, as Schäuble argues, like a more
integrated EU Budget.
Germany accepts that the ESM’s role ought to be interpreted more
broadly as addressing the negative feedback loop between banks and
sovereigns and not just stressed sovereigns per se.
Europe decides to re-engage market discipline in the control of ﬁscal
policy by introducing stricter private investor conditionality in the event
of ESM interventions.

Schäuble’s ‘non-paper’ puts Germany at the minimal end of ESM reform as far as
new tools are concerned. Schäuble’s vision does not rule out institutional reforms
but sees them being achieved through alternative channels like the EU Budget or
revised ﬁscal rules. Schäuble puts the emphasis on new preventive monitoring
responsibilities at the ESM as well as introducing tougher conditions governing
intervention (e.g., automatic maturity extension for investors).
There are arguments in favour of a more maximal approach to ESM reform. For
example, the ESM exists. It is a proven entity. It has a market footprint in terms
Deutsche Bank AG/London
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of issuance and is scalable. It would be relatively easy to adjust the ESM treaty
to expand the institution’s responsibilities. A more maximal approach also avoids
forcing integration through alternative channels, a process which could entail the
duplication of costs entailed in creating new institutions.
A compromise cannot be ruled out. There is normally some give-and-take
in European negotiations. Other countries might accept tougher conditionality
and ESM preventive monitoring in exchange for additional stabilisation tools.
Schäuble’s paper does not comprehensively rule out funding for structural
reforms, for example, and both the Commission proposals and recent speeches
by ESM Managing Director Klaus Regling support some kind of modest countercyclical mechanism.
Figure 6: ESM reform discussion opens up the possibilities to expand the
institution’s remit
Maximal ESM reform

Minimal ESM reform

Pros

ESM exists and has proven ability; has
market presence and scalable issuance

ESM responsibility can remain focused on
original sovereign-specific mandate

Cons

Stretches ESM governmance with
additional responsibilities

Need new intergovernmental agreements
or Treaty changes to deliver integration
goals

Source: Deutsche Bank

What is the connection between ESM reform and banking
union?
One potentially signiﬁcant dimension to ESM reform is its role in facilitating the
completion of banking union. This could be part of what unlocks a compromise
deal on ESM reform.
Cross-border banking and capital ﬂows would be consistent with both the French
and German visions of economic integration. These ﬂows would on the one hand
help ﬁnance growth – satisfying French demands – and on the other improve euro
area resilience to shocks – satisfying German demands. This points to the need
for the euro area to complete banking union (BU) and the capital markets union
(CMU).
EU leaders say there is a sequence to integration and completing the banking
union comes ﬁrst. Completing the banking union would be growth-positive, but
rushing the correction of legacy risks could entail adjustment costs. If completing
banking union is necessarily slow, progress on general integration would also be
slow.
That could clash with the political reality that Merkel and Macron have a timelimited opportunity to act to strengthen the euro area. This means pressure for
compromises within ESM reform discussions — the ESM is easier to reform than
the EU treaty — and some convergence toward the more expansive visions of the
ESM is likely. The question is, at what cost?
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Figure 7: Precisely because it rules out ﬁscal transfers, the euro area needs to
develop the banking and capital markets unions to be able to absorb shocks
like other comparable integrated regions
Degree (in %) to which regional consumption is insulated from regional GDP
fluctuations by fiscal transfers, capital markets and private saving/borrowing
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Source: Deutsche Bank,"Towards a ﬁscal union for the euro area", IMF staﬀ discussion note, September 2013. Note, data for Eurozone is
pre-2008 before inter-bank lending froze and cross-border banking ﬂows reversed

There are two key missing elements from the banking union, both of which could
potentially be backstopped by the ESM:
Single Resolution Fund. When fully funded, this is expected to have EUR55bn
at its disposal. The resources are accruing gradually from member states until
2023, but a new crisis in the meantime would mean the facility has less resources
than intended. Member states agreed in principle in 2013 to provide a ﬁscal
backstop to the SRF, it has not been enacted yet because of still considerable
legacy banking issues, namely high NPL rates and high sovereign exposures.
European Deposit Insurance Scheme. National deposit guarantee schemes
already guarantee eligible deposits up to EUR100,000. The EDIS would backstop
the national schemes, increasing their credibility in the face of large banking
shocks and further reduce the risk of bank runs. The European Commission
describes the combination of EDIS with a reduction of banks’ sovereign exposure
home bias as amplifying resilience to large local shocks. The Commission’s
proposal is similar to the SRF – to gradually transfer resources from national
guarantee schemes to the EDIS and create a backstop to ensure its ﬁnancing.
Schäuble’s ‘non-paper’ sees a diﬀerence between how the ESM could support
these two missing pieces of banking union:
SRF. The Schäuble paper says that only if the current risk reduction proposals
“step up” could the ESM play a backstop role for the SRF. 16
EDIS. The Schäuble paper says that more ambitious plans for ESM reform
including backstopping the EDIS would “put too much strain on the ESM and go
against its core purpose of bailing out sovereigns in severe trouble”.
This is an unoﬃcial document of a former ﬁnance minister and is not worded with
legal precision. As worded, there may be scope for a conditional deal to unlock

16 Euro area gross non-performing debt instruments were 3% of total gross debt instruments in 2007,
rose to 5% in 2013 and have declined to 4% in 2017, according to European Commission data: http://
ec.europa.eu/ﬁnance/docs/law/171011-communication-banking-union_en.pdf

Deutsche Bank AG/London

Page 13

3 November 2017
Focus Europe Special

ESM funding for the SRF if current risk reduction proposals are stepped up. The
prospects for an EDIS backstop seem more limited.

Figure 8: Euro area NPL rates are declining but remain
comparatively high
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Figure 9: Cross-border bank lending inside the euro area
has not recovered – completing Banking Union could
spur some normalisation
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SRF and NPL reduction. The level of risk in backstopping the EUR55bn SRF
may be perceived as lower. The stated intention is a ﬁscally-neutral facility –
if resources need to be drawn before the fund is fully ﬁnanced by national
contributions and the ESM is required to ﬁnance the shortfall, the plan would be
for the ESM loan to be repaid by bank levies, not tax revenues or alternative forms
of sovereign ﬁnancing. Perhaps it would not take much in terms of clarifying, for
example, the framework for NPL reduction, to unlock an agreement on an ESM
backstop for the SRF.
According to DB banks analysts, the Single Supervisory Mechanism (SSM-ECB)
NPL programme is well in train. Earlier this year, the SSM published ﬁnal guidance
to banks. In short, banks are required to come up with a clear strategy for reducing
NPLs, a strategy which includes setting ambitious but realistic targets and putting
in place relevant governance and operational structures. All this keeps an elevated
focus on banks with above-average NPL ratios, for example, in Italy, Portugal,
etc.17
On 11 July 2017, the EU Council proposed a plan to tackle the European
NPL issue. We believe that the recent EU Council proposals for a European
comprehensive approach to deal with NPLs could help in particular smaller banks
to accelerate the implementation of their NPL strategies. This should ultimately be
positive for the rest of the banking system as well, further reducing pending risks.
ESM treaty change and banking union. Schäuble is right to question the
legitimacy of an ESM backstop for the SRF or EDIS given the ESM mandate.
According to the ESM treaty, its purpose is to “mobilise funding and provide
stability support under strict conditionality, appropriate to the ﬁnancial assistance
instrument chosen, to the beneﬁt of ESM Members which are experiencing, or are

17 “Road to recovery: rates, regulation and return”, European Banks Strategy, Deutsche Bank, 31 August
2017.
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threatened by, severe ﬁnancing problems, if indispensable to safeguard the ﬁnancial
stability of the euro area as a whole and of its Member States”.
The ESM can only lend to an ESM member, that is, a sovereign state, not an
entity like the SRF or EDIS. As worded, the ESM mandate is sovereign speciﬁc. As
such, it is not targeted at relieving the sovereign-banking nexus. One can argue
the banking union (single supervisor, single resolution fund, the Bank Recovery
and Resolution Directive, EDIS) targets that negative feedback loop. However,
completing the banking union requires a ﬁscal backstop that can only come
from sovereigns. The credibility of the new regime’s ability to separate sovereign
and banking risks would beneﬁt if the ESM treaty were amended to allow it to
backstop entities like the SRF and EDIS.

How much larger might the ESM need to be?
The market has a strong interest in knowing where on the Franco-German
spectrum a reformed ESM will lie. The ESM has a footprint in markets and with
investors. ESM bonds are eligible as ECB collateral and for the QE programme.
In short, the ESM is scalable. However, the mooted economic convergence
mechanisms, even if implemented, need not increase the ESM lending capacity
much, as we argue below.
The answer to the question, how large might the ESM lending capacity need to be,
has two parts. First, is the ESM large enough to satisfy its current remit? Second,
how much larger might the ESM need to be if it were to be given responsibility
for some of the convergence and crisis tools that are mooted?
Figure 10: Size of standard bailout programmes* would decline signiﬁcantly
if there was automatic maturity extension
Fiscal deficit

EUR bn

Maturing sovereign bonds
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Source: Deutsche Bank, *standard sovereign bailout programmes assuming 2.5 years of funding for deﬁcits and maturing sovereign bonds

We do not want to spend too much time on the ﬁrst part of the answer.
First, because the governance structure of the ESM already allows for the
lending capacity to be reviewed if necessary. Second, if the German proposal
for automatic extension of maturities were to be adopted or enforced, it would
signiﬁcantly reduce the size of a standard full bailout programme.
There could be signiﬁcant ramiﬁcations for sovereign markets if automatic
maturity extension were to be adopted or enforced. Hypothetically, it could
substantially reduce the size of a standard bailout. For the sake of argument, if
Deutsche Bank AG/London
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Italy were to request an ESM bailout programme today and if this was structured
like the programmes agreed during the debt crisis — 2.5 years of funding
for deﬁcits and maturing debt – it would equate to roughly EUR90bn with an
automatic extension of debt and over EUR500bn without an automatic extension.
In terms of estimating the potential size of new ESM tools, we focus here on three
mooted tools: a counter-cyclical buﬀer, funding for structural reforms and a public
investment spending protection scheme.
■

■

■

Counter-cyclical buffer. One way to think about how large countercyclical buﬀer would need to be is to look at the cyclical component
of the euro area budget, that is, the part that captures the automatic
stabilisers. For every 1pp increase in the output gap, the cyclical deﬁcit
would be 0.5% of GDP. Assuming the entire euro area was hit by an
economic shock worth 1% of GDP this would require an ESM countercyclical tool of 0.5% of GDP or about EUR50bn (the median recession
among euro area member states is 0.8% of GDP).18 One could argue
that not all countries would draw on the tool – potential stigma costs
– and that the size could be smaller. Moreover, if the intention is more
speciﬁcally a common unemployment insurance fund, the size could be
smaller since this covers just part of the cyclical deﬁcit. On the other
hand, one could argue that covering a standard recession might not
be suﬃcient insurance and that the tool should be larger for credibility
purposes. Net-net, EUR50bn might be a good start if the ESM board has
the authority to increase the size of the tool if necessary.
Funding for structural reforms. Within the Stability and Growth Pact
rules a country can deviate from its required ﬁscal path (deﬁned by
its medium-term objective or MTO) by up to 0.5% of GDP if there are
suﬃcient structural economic reforms. Were the ESM to introduce a
tool whereby this reform-based deviation was ﬁnanced centrally and all
member states were to avail of this facility at the same time, it would
require EUR50bn of lending capacity. The way the Stability and Growth
Pact is worded implies that the 0.5% of GDP reform leeway can be
granted for one year or spread over two years. It does not allow for more
comprehensive multi-year reform programmes. To be consistent with the
SGP – and we would expect a tool to be designed this way – an ESM
facility would not need to be larger than EUR50bn.
Public investment spending protection. The EU roadmap refers to
an “investment protection” fund. The EIB and EFSI already exist to
ﬁnance and stimulate investment spending and there is no need to
reinvent the wheel. The approach could be to ensure that governments
maintain public investment spending during downturns and episodes of
consolidation. At the euro area aggregate level, median public GFCF in
the ten years prior to 2007 was 3.2% of GDP. The median in the ﬁve years
to 2016 was 2.7% of GDP, a fall of 0.5% of GDP.19 This correction was
during an unprecedented downturn, so might be a maximum. However,
capital spending generally needs a multi-year commitment. Hence 0.5%

18 This assumes that trend GDP growth remains unchanged. The larger the economic shock, the less
safe this assumption.
19 The median decline for the euro area member states that received a full sovereign bailout (Greece,
Ireland, Portugal, Cyprus) was 1.8% of GDP. If a tool of this size was scaled up to euro area level, the
ESM would need close to EUR200bn per year.
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of GDP or EUR50bn per year could be a reasonable starting point —
EUR100bn to cover two years if EU wants to better protect multi-year
public investment projects — as long as the ESM board has the authority
to increase the size if necessary.
Cumulatively, the above three tool would imply a EUR150-200bn increase in the
ESM lending capacity. This is quite likely an overstatement, for several reasons:
■

■

■

It is unlikely euro area leaders agree to implement all these tools.
Even if all three were implemented, the tools are not mutually exclusive.
For example, ﬁnancing structural reforms could allow public investment
spending to be maintained.
Credible tools that prevent and/or buﬀer a crisis should reduce the risk of
entering a full-blown sovereign crisis and thereby reduce the probability
of major bailout programmes being drawn from the ESM.

A ﬁnal few points on new ﬁnancing tools.
■

■

■

■

Eligibility. The power of such tools is in part a function of their
accessibility. They are not intended to be last resort sources of
funding. However, to avoid moral hazard, there needs to be a basis for
qualiﬁcation. For example, the tools may only be available to countries
that are in full compliance with the Stability and Growth Pact, Macro
Imbalance Procedure and country-speciﬁc recommendations (CSRs)
from the European Commission. This creates a stronger incentive for
compliance.
Costs. The ESM treaty makes it clear that all interventions supported
come with costs detailed in a Memorandum of Understanding (MoU).
The same would have to apply to these tools. This does not have to be
austerity-based conditions. It could relate to the introduction of reforms,
ﬁscal or structural.
Ex ante vs ex post financing. It would be easier to structure tools that are
ex ante in nature (that is, funding expenditure that has yet to take place).
Automatic stabilisers operate in real time and economies don’t always
know in real time whether they are in recession. Rather than agreeing to
ﬁnance a portion of a deﬁcit that has already occurred, it would be easier
for the ESM to ﬁnance future public plans, for example, within a funding
for structural reforms tool or public investment spending protection tool.
Alternative approaches. As Schäuble’s paper argues, there are other
ways the economic integration objective could be delivered outside the
ESM, for example, through the EU Budget reforms (including an EA
Budget), simpliﬁcation/revision of the ﬁscal rules, etc; bear in mind, for
example, that the ﬁscal rules have been redeﬁned in cyclically-adjusted
terms so already have a “counter-cyclical” element. Failure to see new
tools materialize in the ESM does not necessarily mean such tools won’t
materialize elsewhere within the EU’s institutional framework.
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Conclusion: A reformed ESM but limited in scope and
scale
In our view, the need for Europe to maximize the time-limited opportunity for
integration created by Merkel and Macron’s leadership of the euro area’s core
economies is likely to translate into pressure for compromises within the ESM
reform discussions. After all, the ESM treaty is easier to reform than the EU treaty.
We expect some limited convergence toward the more expansive visions of a
reformed ESM. At best this may entail a backstop for the SRF and a small new
stabilization tool.
There will likely be conditions attached and it is the net position that markets
will respond to. With deposit insurance not on the agenda yet, an agreement on
how to reduce banks’ high holdings of sovereign debt is probably not imminent.
The long shadows cast by Deauville over sovereign markets will likely see
opposition to Schäuble’s demands for stricter investor conditionality if these are
the conditions for an integration agreement.20 The ECB’s ability to exit QE could
be compromised by such conditionality.
Diﬀerences of opinion between key member states on what is required will
constrain the economic integration steps to something modest in scale and
scope. As such, the more signiﬁcant political signals of closer European
integration may be more likely to come through common migration and security/
defence policies rather than economic policy, at least in the near term.

20 Chancellor Merkel and then French President Sarkozy met in Deauville on 19 October 2010 and
agreed that in future bailouts private investors would have to make a contribution. This was seen as
contributing the sovereign market pressures in 2010 and 2011 and in the end a substantially watered
down version of this demand made it into the ESM treaty.
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Central Banks & Financial Forecasts
Euro Area
If the intention was a non-event, the ECB got what it wanted on 26 October – exit
with minimal disruption to ﬁnancial conditions. It will likely be mid-2018 before
the ECB actively discusses changing the policy stance again. In the meantime
watch growth and inﬂation. The former is strong and consensus expectations
continue to rise. The latter is less convinced, but we are increasingly conﬁdent
the corner has been turned.

UK
The BOE needs clarity on a Brexit transitional deal to take a second step on
monetary exit. A second hike is a risk but we are more pessimistic on growth and
see rates staying unchanged in 2018.

Figure 11: Central Banks & Financial
forecasts
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Additional Information
The information and opinions in this report were prepared by Deutsche Bank AG or one of its aﬃliates (collectively
"Deutsche Bank"). Though the information herein is believed to be reliable and has been obtained from public sources
believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness. Hyperlinks to thirdparty websites in this report are provided for reader convenience only. Deutsche Bank neither endorses the content nor
is responsible for the accuracy or security controls of these websites.
If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this report,
or is included or discussed in another communication (oral or written) from a Deutsche Bank analyst, Deutsche Bank may
act as principal for its own account or as agent for another person.
Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its
own account or with customers, in a manner inconsistent with the views taken in this research report. Others within
Deutsche Bank, including strategists, sales staﬀ and other analysts, may take views that are inconsistent with those taken
in this research report. Deutsche Bank issues a variety of research products, including fundamental analysis, equity-linked
analysis, quantitative analysis and trade ideas. Recommendations contained in one type of communication may diﬀer
from recommendations contained in others, whether as a result of diﬀering time horizons, methodologies or otherwise.
Deutsche Bank and/or its aﬃliates may also be holding debt or equity securities of the issuers it writes on. Analysts are
paid in part based on the proﬁtability of Deutsche Bank AG and its aﬃliates, which includes investment banking, trading
and principal trading revenues.
Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do
not necessarily reﬂect the opinions of Deutsche Bank and are subject to change without notice. Deutsche Bank provides
liquidity for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research analysts sometimes
have shorter-term trade ideas that are consistent or inconsistent with Deutsche Bank's existing longer term ratings. Trade
ideas for equities can be found at the SOLAR link at http://gm.db.com. A SOLAR idea represents a high conviction belief
by an analyst that a stock will outperform or underperform the market and/or sector delineated over a time frame of no
less than two weeks. In addition to SOLAR ideas, the analysts named in this report may from time to time discuss with
our clients, Deutsche Bank salespersons and Deutsche Bank traders, trading strategies or ideas that reference catalysts
or events that may have a near-term or medium-term impact on the market price of the securities discussed in this report,
which impact may be directionally counter to the analysts' current 12-month view of total return or investment return as
described herein. Deutsche Bank has no obligation to update, modify or amend this report or to otherwise notify a recipient
thereof if any opinion, forecast or estimate contained herein changes or subsequently becomes inaccurate. Coverage and
the frequency of changes in market conditions and in both general and company speciﬁc economic prospects make it
diﬃcult to update research at deﬁned intervals. Updates are at the sole discretion of the coverage analyst concerned or of
the Research Department Management and as such the majority of reports are published at irregular intervals. This report
is provided for informational purposes only and does not take into account the particular investment objectives, ﬁnancial
situations, or needs of individual clients. It is not an oﬀer or a solicitation of an oﬀer to buy or sell any ﬁnancial instruments
or to participate in any particular trading strategy. Target prices are inherently imprecise and a product of the analyst ’ s
judgment. The ﬁnancial instruments discussed in this report may not be suitable for all investors and investors must make
their own informed investment decisions. Prices and availability of ﬁnancial instruments are subject to change without
notice and investment transactions can lead to losses as a result of price ﬂuctuations and other factors. If a ﬁnancial
instrument is denominated in a currency other than an investor's currency, a change in exchange rates may adversely
aﬀect the investment. Past performance is not necessarily indicative of future results. Unless otherwise indicated, prices
are current as of the end of the previous trading session, and are sourced from local exchanges via Reuters, Bloomberg
and other vendors. Data is sourced from Deutsche Bank, subject companies, and in some cases, other parties.
The Deutsche Bank Research Department is independent of other business areas divisions of the Bank. Details regarding
our organizational arrangements and information barriers we have to prevent and avoid conﬂicts of interest with respect
to our research is available on our website under Disclaimer found on the Legal tab.
?
?
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Macroeconomic ﬂuctuations often account for most of the risks associated with exposures to instruments that promise
to pay ﬁxed or variable interest rates. For an investor who is long ﬁxed rate instruments (thus receiving these cash ﬂows),
increases in interest rates naturally lift the discount factors applied to the expected cash ﬂows and thus cause a loss.
The longer the maturity of a certain cash ﬂow and the higher the move in the discount factor, the higher will be the
loss. Upside surprises in inﬂation, ﬁscal funding needs, and FX depreciation rates are among the most common adverse
macroeconomic shocks to receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation
(including changes in assets holding limits for diﬀerent types of investors), changes in tax policies, currency convertibility
(which may constrain currency conversion, repatriation of proﬁts and/or the liquidation of positions), and settlement issues
related to local clearing houses are also important risk factors to be considered. The sensitivity of ﬁxed income instruments
to macroeconomic shocks may be mitigated by indexing the contracted cash ﬂows to inﬂation, to FX depreciation, or to
speciﬁed interest rates – these are common in emerging markets. It is important to note that the index ﬁxings may -- by
construction -- lag or mis-measure the actual move in the underlying variables they are intended to track. The choice of the
proper ﬁxing (or metric) is particularly important in swaps markets, where ﬂoating coupon rates (i.e., coupons indexed to
a typically short-dated interest rate reference index) are exchanged for ﬁxed coupons. It is also important to acknowledge
that funding in a currency that diﬀers from the currency in which coupons are denominated carries FX risk. Naturally,
options on swaps (swaptions) also bear the risks typical to options in addition to the risks related to rates movements.
?
?
Derivative transactions involve numerous risks including, among others, market, counterparty default and illiquidity risk.
The appropriateness or otherwise of these products for use by investors is dependent on the investors' own circumstances
including their tax position, their regulatory environment and the nature of their other assets and liabilities, and as such,
investors should take expert legal and ﬁnancial advice before entering into any transaction similar to or inspired by the
contents of this publication. The risk of loss in futures trading and options, foreign or domestic, can be substantial. As a
result of the high degree of leverage obtainable in futures and options trading, losses may be incurred that are greater
than the amount of funds initially deposited. Trading in options involves risk and is not suitable for all investors. Prior
to buying or selling an option investors must review the "Characteristics and Risks of Standardized Options”, at http://
www.optionsclearing.com/about/publications/character-risks.jsp. If you are unable to access the website please contact
your Deutsche Bank representative for a copy of this important document.
?
Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i)
exchange rates can be volatile and are subject to large ﬂuctuations; ( ii) the value of currencies may be aﬀected by
numerous market factors, including world and national economic, political and regulatory events, events in equity and
debt markets and changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed
exchange controls which could aﬀect the value of the currency. Investors in securities such as ADRs, whose values are
aﬀected by the currency of an underlying security, eﬀectively assume currency risk.
?
Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the
investor's home jurisdiction. Aside from within this report, important conﬂict disclosures can also be found at https://
gm.db.com/equities under the "Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this
information before investing.
Deutsche Bank (which includes Deutsche Bank AG, its branches and all aﬃliated companies) is not acting as a ﬁnancial
adviser, consultant or ﬁduciary to you, any of your agents (collectively, "You" or "Your") with respect to any information
provided in the materials attached hereto. Deutsche Bank does not provide investment, legal, tax or accounting advice,
Deutsche Bank is not acting as Your impartial adviser, and does not express any opinion or recommendation whatsoever
as to any strategies, products or any other information presented in the materials. Information contained herein is being
provided solely on the basis that the recipient will make an independent assessment of the merits of any investment
decision, and it does not constitute a recommendation of, or express an opinion on, any product or service or any trading
strategy.
The information presented is general in nature and is not directed to retirement accounts or any speciﬁc person or account
type, and is therefore provided to You on the express basis that it is not advice, and You may not rely upon it in making
Your decision. The information we provide is being directed only to persons we believe to be ﬁnancially sophisticated,
who are capable of evaluating investment risks independently, both in general and with regard to particular transactions
and investment strategies, and who understand that Deutsche Bank has ﬁnancial interests in the oﬀering of its products
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and services. If this is not the case, or if You are an IRA or other retail investor receiving this directly from us, we ask
that you inform us immediately.
?
?
United States: Approved and/or distributed by Deutsche Bank Securities Incorporated, a member of FINRA, NFA and SIPC.
Analysts located outside of the United States are employed by non-US aﬃliates that are not subject to FINRA regulations.
Germany: Approved and/or distributed by Deutsche Bank AG, a joint stock corporation with limited liability incorporated
in the Federal Republic of Germany with its principal oﬃce in Frankfurt am Main. Deutsche Bank AG is authorized under
German Banking Law and is subject to supervision by the European Central Bank and by BaFin, Germany ’ s Federal
Financial Supervisory Authority.
United Kingdom: Approved and/or distributed by Deutsche Bank AG acting through its London Branch at Winchester
House, 1 Great Winchester Street, London EC2N 2DB. Deutsche Bank AG in the United Kingdom is authorised by the
Prudential Regulation Authority and is subject to limited regulation by the Prudential Regulation Authority and Financial
Conduct Authority. Details about the extent of our authorisation and regulation are available on request.
?
?
Hong Kong: Distributed by Deutsche Bank AG, Hong Kong Branch or Deutsche Securities Asia Limited.
?
?
India: Prepared by Deutsche Equities India Pvt Ltd, which is registered by the Securities and Exchange Board of India (SEBI)
as a stock broker. Research Analyst SEBI Registration Number is INH000001741. DEIPL may have received administrative
warnings from the SEBI for breaches of Indian regulations.
Japan: Approved and/or distributed by Deutsche Securities Inc.(DSI). Registration number - Registered as a ﬁnancial
instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. Member of associations: JSDA, Type
II Financial Instruments Firms Association and The Financial Futures Association of Japan. Commissions and risks involved
in stock transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the
transaction amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result
of share price ﬂuctuations and other factors. Transactions in foreign stocks can lead to additional losses stemming from
foreign exchange ﬂuctuations. We may also charge commissions and fees for certain categories of investment advice,
products and services. Recommended investment strategies, products and services carry the risk of losses to principal
and other losses as a result of changes in market and/or economic trends, and/or ﬂuctuations in market value. Before
deciding on the purchase of ﬁnancial products and/or services, customers should carefully read the relevant disclosures,
prospectuses and other documentation. "Moody's", "Standard & Poor's", and "Fitch" mentioned in this report are not
registered credit rating agencies in Japan unless Japan or "Nippon" is speciﬁcally designated in the name of the entity.
Reports on Japanese listed companies not written by analysts of DSI are written by Deutsche Bank Group's analysts with
the coverage companies speciﬁed by DSI. Some of the foreign securities stated on this report are not disclosed according
to the Financial Instruments and Exchange Law of Japan. Target prices set by Deutsche Bank's equity analysts are based
on a 12-month forecast period.
Korea: Distributed by Deutsche Securities Korea Co.
South Africa: Deutsche Bank AG Johannesburg is incorporated in the Federal Republic of Germany (Branch Register
Number in South Africa: 1998/003298/10).
?
?
Singapore: by Deutsche Bank AG, Singapore Branch or Deutsche Securities Asia Limited, Singapore Branch (One Raﬄes
Quay #18-00 South Tower Singapore 048583, +65 6423 8001), which may be contacted in respect of any matters arising
from, or in connection with, this report. Where this report is issued or promulgated in Singapore to a person who is not an
accredited investor, expert investor or institutional investor (as deﬁned in the applicable Singapore laws and regulations),
they accept legal responsibility to such person for its contents.
Taiwan: Information on securities/investments that trade in Taiwan is for your reference only. Readers should
independently evaluate investment risks and are solely responsible for their investment decisions. Deutsche Bank research
may not be distributed to the Taiwan public media or quoted or used by the Taiwan public media without written consent.
Information on securities/instruments that do not trade in Taiwan is for informational purposes only and is not to be
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construed as a recommendation to trade in such securities/instruments. Deutsche Securities Asia Limited, Taipei Branch
may not execute transactions for clients in these securities/instruments.
?
?
Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre
Regulatory Authority. Deutsche Bank AG - QFC Branch may only undertake the ﬁnancial services activities that fall within
the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower, West
Bay, Level 5, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related ﬁnancial
products or services are only available to Business Customers, as deﬁned by the Qatar Financial Centre Regulatory
Authority.
Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute,
any appraisal or evaluation activity requiring a license in the Russian Federation.
?
Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by
the Capital Market Authority. Deutsche Securities Saudi Arabia may only undertake the ﬁnancial services activities that
fall within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya
District, P.O. Box 301809, Faisaliah Tower - 17th Floor, 11372 Riyadh, Saudi Arabia.
?
?
United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated
by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the ﬁnancial services
activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai International
Financial Centre, The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been distributed by
Deutsche Bank AG. Related ﬁnancial products or services are only available to Professional Clients, as deﬁned by the
Dubai Financial Services Authority.
Australia: Retail clients should obtain a copy of a Product Disclosure Statement (PDS) relating to any ﬁnancial product
referred to in this report and consider the PDS before making any decision about whether to acquire the product. Please
refer to Australian speciﬁc research disclosures and related information at https://australia.db.com/australia/content/
research-information.html
?
?
Australia and New Zealand: This research is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act and New Zealand Financial Advisors Act respectively.
?
Additional information relative to securities, other ﬁnancial products or issuers discussed in this report is available upon
request. This report may not be reproduced, distributed or published without Deutsche Bank's prior written consent.
Copyright © 2017 Deutsche Bank AG
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