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Eurozone economic data

Eurozone economic data has been relatively stable ...

« Eurozone PMI: data collected 11-25 Markit Eurozone PMI and GDP
September
Markit Eurozone Composite PMI Eurostat Eurczone GDP
. . 50 = h Quarterly % ch
» 18 September: U.S. EPA issued Notice - 1o CIanaE e m:g:
of Violation of the Clean Air Act to '
Volkswagen Group o0 10
55 05
* Other headwinds: biotech, Brazil, 50 0.0
Glencore 45 05
G 40 -1.0
» Germany: volatility in August real data, aop
consumer remains solid = R 13
a0 20
* Overall moderate European data — 25 25

Euro Rates most likely to be driven by leee 2001 2003 2005 2007 2008 2011 2013 2015
events abroad?

Source: Markit, Eurostat
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Eurozone economic data: Inflation

... Inflation still on the weak side

» Euro Area inflation back into negative

territory in September, but core inflation Average ECB Market Barclays
was unchanged Market HICP ~ September 2015 VS Trading Desk
YoY Staff projections ECB Forecast
« At non-core level, energy inflation fell to AU OOk CHRL Ul e
-8.9% yly from -7.2% yly previously. 2016 0.57% 1.10% -0.53% 0.79%
2017 0.82% 1.70% -0.88% 1.00%

 Food inflation led up by unprocessed
food prices +2.7% yly from +2.4% yly.
Source: Barclays Research, Barclays Trading (Market Data from 5 Oct 2015)
* Core level developments were mixed.
Too early to draw conclusions from data?
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U.S. Economics

U.S. Economic data points to slow-down — weakness in data not weather related

Citi Economic Surprise Index (US)

* Slowdown not related to bad weather _
CESIUSD Index 75 Compare F'EJ_ACtlons - - Line Chart

047082013 | @) 1070542015 | @) Mo Lower Chart o]
1D 30 1M 6M YID 1Y 5Y Max [Daily w | [[E=| Table :

* Cyclical slowdown rather than the start of a
recession

* Impact of US economic slow-down:
currency channel is likely channel of
transmission

* Focus on Yellen comments from Sep
FOMC and recent Fed speakers

* Fed hike still to be delivered in 20157

Source: Bloomberg, Citi (data from 5 October 2015)
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U.S. Economics

U.S. Economic labour data: weakening momentum sufficient to prevent hike?

Unemployment rate (U3)

» Weakening momentum in September %
Employment report 1.0 5
10.0 4
« Unemployment rate unrepresentative of 201
labour market dynamics in an environment of 5.0
falling participation rate? Z'g
L : 5.0
* Participation rate at 62.4% in September, a 40 -
new low for the cycle 20 |
2.0 T T T T T T T T

T T
95 97 99 01 03 05 07 09 11 13 15

Average weekly hours of all employees

34.8

34.6 -
34.4 -
34.2 4

34.0 rr
33.8 —I”
33.6
33.4

33.2 A
Source: BLS, Barclays Research 06 07 08 09 10 11 12 13 14 15
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U.S. Equities

U.S. Equity profit margins — predicting a recession?

* U.S equity profit margins have declined 60bp from recent
highs

* Declines of this magnitude are rare when the economy is

not entering or in a recession (has only happened once
previously in last 40 years, in 1985).

[ Recession S&P 500: Met Profit Margin
10% -

9% 4
8% A
7% 1
6% 4
5% 4
4% 4
3% 4

N

2% - 1985 is the only period when a 60bp decline in profit

1% 4 margins did not coincide with or predict a recession

0% A . . — . — . "
m w M~ o — m i M~ o — M uw M~ g — m wvi M~ T — M
= =t = E = = =t [ = = = = = = = = [ = = E E = = | =
2 2 5 = 2 8 2 3 2 £ % & x 8 8 5 3 & £ % & =

Source: Thomson Reuters, Barclays Research

“Profit margins — predicting arecession?
We do not expect a recession but we do
recommend increasing quality by focusing
on companies with high profit margins”

Jonathan Glionna

5 0ct 2015 | U.S. Equity Strategy: Profit margins —
predicting a recession.
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U.S. Equities

U.S. Equity profit margins — predicting a recession?

* In 1985, profit margins in the energy sector
collapsed as oil prices began a 60% plunge

12% 1
10%
8%
6%
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2%
r‘IT'.Dr“-EhDNTIEEHWDNMUW'SDG&;—MTLDH@;—NT
M M~ M~ M~ M~ oo o o 0w o o000 D0 — — —
2%t S L pUySH oS EECE OS50 Y S2 053 CEC O
8333258285828 3587338483882838733
s et profit margin: Energy s Revenue weighted net profit margin: other 9 sectors

Source: Thomson Reuters, Barclays Research
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U.S. Economics

Retail Sales resilience

Real retail sales have weakened ahead of every recession, but have continued to grow

* Solid consumption patterns recently
suggest recession unlikely, even 200 - . S real retail sales ($bn)
in an environment where a near 190 -

Flat to down going

term manufacturing rebound is 180 - into recessions

170 4
not expected 160 |
) ) 150 4
* Risk factor: manufacturing 140 -
data points to high inventory Bg I
levels — risk of slowdown driven 110
by destocking? 100 -
90 -
80 1

70 T T T T T T T 1 T 1 T T T T T T

67 70 73 76 79 82 B85 88 91 94 97 00 03 06 O 12 15

Source: St. Louis Fed, Haver Analytics, Barclays Research (5 October 2015)
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U.S. Economics

Euro Rates focus on US economic data?

. . 1.0 - i 1.0 - us 10 d USD lati
R Increasmg correlations S&P 500 and USD correlation y an correlation

between USD and S&P1 US —— Imrolling correlation — Imrolling correlation
10yr yield, WTI oil, copper.

* WTI oil vs USD correlation
turning positive in recent
months

* Positive correlations vs USD
suggest the strength of the US
economy is seen as

fundamental in the global 08 1 WTI oil and USD correlation 06 1 Copper and USD correlation
economic recovery.

J —— Imrolling correlation

Source: Bloomberg, Barc]ays Research (5 October 2015)
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Investor sentiment reflected in positioning, valuations?

* Credit risk premia pricing in
recession risk?

* US Investment Grade and
High Yield spreads above
peak of levels seen during
1998 EM crises.

* Short interest in S&P 500
has risen to multi-year highs

* Risk exposures generally
defensive

Source: Factset, Barclays Research (5 October 2015)
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Euro Rates

Developed Market bond yield changes

10y yields have declined across sovereign markets since the
September FOMC meeting

¥ Changes from Sep17 to now, bp

0 4

Cermany us UK Japan
B 10y Real Rates ® 10y Breakevens

Source: Bloomberg, Barc]ays Research (market data based on 2 Oct 2015)
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Euro Rates

Relative Value update

» Swap spread divergence between EUR ¥ ;
and USD markets. * ;

* Rate rally larger in Europe despite lower
(yield) starting point - additional QE priced "
inin EUR? »

» USD spreads driven tighter by VA
hedging, swapped issuance, reversal of
reserves accumulation?

Wy 18 Jun1 Jults Aug 15 Sep s Oct15

I Germany swap spread (LHS) Swap Spread - Yield Yield I US Treasuries swap spread (RHS) Swap Spread - Yield Yield

* Unlike the run up to “QE1”, 10s30s 0
curve in EUR has steepened as more 1
easing has been priced in. "

* “Buy the rumour and sell the fact”

. ol Y]
reaction to asset purchases, more akin to W"" .
1 ~
.’_ =

reactions to US/UK asset purchase
programs

* Credibility of policy response or !

. . Novid Dec 4 Janth Feb 15 Mar 15 Arth ay 15 Jns i Augi Sepih Oct15
“duration fatigue”?

[l Eur1os30s ] usp1os3os [ GBP 10s30s

Source: Barclays Live Chart
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Euro Rates

Forward Eonia Rates evolution

ECB-dated Eonia forward curve (bp): sharp inversion since
mid-5eptember

-10 v v v

-11 4 g () 2-OCt- 15 e 10-5ep-15

-2

-13

* Not straightforward to extract the 14

likelihood of a deposit rate cut from 15

market rates -16 1

17

-8

-19

-0 A

-7

-77

-73

Oct-15 lan-16 May-16 Aug-16 Dec-16

» A non-negligible chance of a deposit
rate cut also priced in

Source: Barclays Research
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EGBs

Periphery: seasonal factors are supportive, Iberia elections focus

. . i Sp_a;n;{_iy yield spread moves vs Italy around 31 October
» Catalonia regional elections and Portugal Coupon/redemptions payments (bp)

parliamentary elections behind, Spanish parliamentary 30 1

Average 08,128 13

elections ahead 3
20

« Moderate European data likely to support spread b

tightening. More ECB easing by year end? b /\/_4\/\
5

*Spain cash flow profile supportive in October N

-10 4

» Spread tightening risk more compelling than outright e
duration views 15 12 9 6 3 0 3 6 9 12 15

180

N WG WL,

= 'z

100 'I.J
Nov 14 Dec 14 Jan 15 Feb 15 Mar 15 Apri15 May 15 Jun 15 Jul 15 Aug 15 Sep 15 Oct 15

l 10yr Italy /Germany (bp) l 10yr Spain/Germany (bp)

Source: Barclays Research, Barclays Live
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SSAs

SSA update

EUR SSA long end ASW

2
« Long end (10yr+ sector) of EUR SSA . e QE s announced .
curve is now back to pre-QE levels ZE;V e il i
20 -
» On a relative basis, short end valuation 12 ?
volatility has been more muted )
0
B
f
4
2
2
4
£
B

Jan1s Feb15 Mar 15 Apris May 15 Jun15 Jul1s Aug 15 Sep 15

I EFSF 2.350% Jul 44 Swap Spread - Par Par I EIB 2.750% Sep 25 Swap Spread - Par Par

Source: Barclays Live Chart
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SSAs

SSA liquidity update

LCS (%)

» Bid/offer spreads have widened in EUR )
SSA market .
* Liquidity Cost Scores (LCS) increasing o |

in EUR SSA market
» Bid/offer widening trend not apparent in

USD SSA market °%
« Liquidity Cost Scores (LCS): cost of a o
standard institutional-size, round-trip
transaction, expressed as a percentage
of the bond'’s price

an 14 Apr 14 ul 14 Oct 14 an 15 Apr 15 ul 15
P! P

025 ]

EIB / KFW / CADES (EUR) EIB / KFW / CADES (USD)

Source: Barclays Research
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SSAS

Reduction in turnover in EUR SSA markets

Development of the turnover in EUR SSA markets Annual cumulative total SSA turnover (2013-15 YTD)
EUR bn EUR bn
200 - 30 400 _
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2013 2014 2015 1-Jan 1-Mar 1-May 1-Jul 1-Sep 1-Nov
)+ May secondary market turnover SSA bonds of major issuers — 2013 e 2014 2015

May secondary market turnover SSA bonds of major issuers (RS)

Source: Barclays Research
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SSAs

SSA market turnover

Share of PSPP and non-PSPP activity in monthly secondary
market turnover

100%

* PSPP is becoming the dominant player
in EUR SSA turnover

90%
80%

70%

» PSPP is the main source of activity not
only in EUR Supranationals but also the

60%

rest of the asset class 0%
* Some normalisation in PSPP market 0%
share after the summer spike in PSPP 2
market share 10%8

0%

Mar 15 Apr 15 May 15 Jun 15 Jul 15

n PSPP . Non PSPP

Source: Barclays Research
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SSAs

SSA Primary market activity

USD-denominated SSA issuance gained momentum in H1 2015

European SSA market: Rolling 12-month shares of EUR and

SSA cumulative supply trend: EUR market (2011-15 YTD) USD of total benchmark funding
EUR bn equivalent
EUR bn
300 140

...while USD supply is surging

Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

— 2012 2013 - 2014 - = w2015 — 2011 — 2012 2013 -——-—- 2014 - = = 2015

Source: Barclays Research
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SSAs

SSA Primary markets — valuations convergence

The valuations were previously very compelling for USD issuance. USD was the cheapest option for EUR
based borrowers irrespective of maturity. The cross currency asset swap curves have converged materially in
recent months. The choice of funding currency is now a close call.

EIB asset swap curves - 18 March 2015 EIB asset swap curves - 26 August 2015

2 4 B B 10 12 ) 4 i ! 1 9

l EIB swap spread par/par (swapped into EUR) . EIB swap spread par/par l EIB swap spread par/par (swapped into EUR) . EIB swap spread par/par

Source: Barclays Research
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CBPP3

Covered Bonds

» CBs: shrinking universe even prior to CBPP3
* Primary market activity increased in September

» Secondary volumes reduced as CBPP3 activity
in primary market increased

Cumulative CBPP3 purchases including estimated
breakdown primary / secondary

BURbn
140 -

120 A
100 A
80 1
60 -
40 -
20 A

0 A

24-0ct21-Nov19-Dec 16-hn 13-Feb13-Marl0-Apr8-May 5-lin 3-1ul  31-1il 28-Aug25-Sep

u Primary = Secondary

Source: ECB, Barclays Research

12M rolling net supply of euro area EUR denominated

covered bonds
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Average daily secondary purchases: current period vs.

average since start
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PSPP

PSPP activity

Average monthly turnover of €11bn in CBs is a
fraction of turnover in EGBs (€750bn) and
recognised SSAs (€20bn)*

e ... compared to EGBs and SSAs, the CB market is
much more fragmented

* ... Substitution of primary versus secondary
purchases has exacerbated price volatility

* Increasing new issue price concessions (more than
20bp at times)

80% 1
70% A
60% -
50% -
40% A
30% A
20% A
10% A
0% -

Note: *Since start of the respective programs as of Sep. 2015. Source for all charts: ECB, TRAXX, Barclays Research

Source: ECB, Barclays Research
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ECB’s QE portfolio (30 September 2015)

CBPP3
25%

Supras
9%

QE Portfolio (Sep-15):
€477.3bn

ABSPP
3%

EGBs and
agencies
63%

Monthly QE activity in % of monthly turnover*

55.3%

BURMultinational bonds

72.4%

BEUR Covered Bonds (euro
area)

5.8%

BUREuro area govt. bonds



PSPP

Discussion points —reverse auctions for PSPP purchases

1. Potential to enhance market
functioning

2. Low initial auction sizes may inhibit
effectiveness

3. Lack of transparency in reverse
auction process cited as a concern

4. Reverse auctions for CBs also?
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Disclaimer

CONFLICTS OF INTEREST BARCLAYS IS A FULL SERVICE SECURITIES FIRM. In the normal course of offering investment banking products and services to clients. Barclays may act in several capacities (including issuer, market maker, underwriter, distributor, index sponsor, swap
counterparty and calculation agent) simultaneously with respect to a product, giving rise to potential conflicts of interest which may impact the performance of a product.

NOT RESEARCH
This communication is from a Barclays Sales and/or Trading desk and is not a product of the Barclays Research department. Any views expressed may differ from those of Barclays Research.

Any views and in this ication (together, “Views”) are short-term views of the Barclays Sales and/or Trading desk from which it originates (the “Authors”). This communication has not been produced, reviewed or approved by Barclays's
Research department, and is not subject to any prohibition on dealing ahead of the dissemination of research. The Views are not objective or independent of the interests of the Authors or other Barclays Sales and/or Trading desks, who are active participants in
the markets, investments or strategies referred to in this communication. The Views are not a personal recommendation and do not take into account whether any product or transaction is suitable for any particular investor.

BARCLAYS POSITIONS
Barclays, its affiliates and associated personnel may at any time acquire, hold or dispose of long or short positions (including hedging and trading positions) which may impact the performance of a product.

FOR INFORMATION ONLY
THIS COMMUNICATION IS PROVIDED FOR INFORMATION PURPOSES ONLY AND IT IS SUBJECT TO CHANGE. IT IS INDICATIVE ONLY AND IS NOT BINDING.

NO OFFER B . . . . . . s . - . . Lo . 5 A
Barclays is not offering to sell or seeking offers to buy any product or enter into any transaction. Any transaction requires Barclays’ subsequent formal agreement which will be subject to internal approvals and binding transaction documents. Without limitation to
the foregoing, any transaction may also be subject to review by Barclays against its published Tax Principles.

NO LIABILITY
Barclays is not responsible for the use made of this communication other than the purpose for which it is intended, except to the extent this would be prohibited by law or regulation.

NO ADVICE OBTAIN INDEPENDENT PROFESSIONAL ADVICE BEFORE INVESTING OR TRANSACTING. Barclays is not an advisor and will not provide any advice relating to a product. ~Before making an investment decision, investors should ensure they have
sufficient information to ascertain the legal, financial, tax and regulatory consequences of an investment to enable them to make an informed investment decision.

THIRD PARTY INFORMATION Barclays is not responsible for information stated to be obtained or derived from third party sources or statistical services.

PAST & SIMULATED PAST PERFORMANCE

Any past or simulated past performance (including back-testing) contained herein is no indication as to future performance.

OPINIONS SUBJECT TO CHANGE All opinions and estimates are given as of the date hereof and are subject to change. Barclays is not obliged to inform investors of any change to such opinions or estimates.
NOT FOR RETAIL This communication is being directed at persons who are professionals and is not intended for retail customer use.

IMPORTANT DISCLOSURES For important regional disclosures you must read, click on the link relevant to your region. Please contact your Barclays representative if you are unable to access.

EMEA EMEA Disclosures

APAC APAC Disclosures

us.

IRS CIRCULAR 230 DISCLOSURE: Barclays does not provide tax advice. ~Please note that (i) any discussion of US tax matters contained in this communication (including any attachments) cannot be used by you for the purpose of avoiding tax penalties; (ii) this communication was written to support the promotion or marketing of the

matters addressed herein; and (iii) you should seek advice based on your particular circumstances from an independent tax advisor.

CONFIDENTIAL
This communication is confidential and no part of it may be reproduced, distributed or transmitted without the prior written permission of Barclays.

ABOUT BARCLAYS Barclays offers premier investment banking products and services to its clients through Barclays Bank PLC. Barclays Bank PLC is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation
Authority and is a member of the London Stock Exchange. Barclays Bank PLC is registered in England No. 1026167 with its registered office at 1 Churchill Place, London E14 5HP.

COPYRIGHT © Copyright Barclays Bank PLC, 2015 (all rights reserved).
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