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ITALY’S REFERENDUM APPORACHES
Italy will vote on Prime Minister Renzi’s political reform plan on Sunday. We think the plans look like the change Italy needs to its sclerotic political 
system, particularly the restrictions on the role of the upper house which will give it a role closer to our own House of Lords rather than a second 
chamber which needs to consent to most legislation. However, by proposing the senate is elected by politicians rather than the people, Renzi has 
opened the reforms up to criticism that they are anti-democratic.

It looks likely to be a missed opportunity for Italy, at least if polls are to be believed (a dangerous assumption). This is not good news for the Italian 
economy, as reform will be harder to achieve. We are sceptical of the more hysterical predictions about the consequences of a No vote, however: even if 
Renzi resigns, Five Star then have to win an election before they can carry out any of their radical policies. The Eurozone is unlikely to be “plunged into 
crisis” as the tabloids would have us believe. 

OIL: GREAT SUCCESS FOR OPEC
Oil had been trading lower in the run up to OPECs meeting in Vienna this week, as 
the three most powerful members of OPEC: Saudi Arabia, Iran and Iraq struggled 
to agree on future output levels. Despite the market pessimism the cartel agreed to 

cut oil production in the new year by 1.2 million barrels a day for six months. There is also the 
potential to extend the cut for the entirety of 2017, which will be decided at OPECs next meeting. 
Saudi Arabia will shoulder the majority of the cuts, as the largest oil producer. 

A non-OPEC member, Russia, has also agreed to participate by reducing production by 300,000 
barrels per day, helping to send prices 8 per cent higher on Wednesday to $50 per barrel. 
Prices have continued to rise and appear to have settled around $53 dollars per barrel. The 
MSCI World Energy sector has risen 5 per cent since Tuesday, benefitting from the oil price 
jump. If OPEC members stick to the agreement, the positive effect on the energy world is likely 
to continue.

UK: STRESS TESTING PROVES TOO MUCH RBS
This year the Bank of England’s stress test for UK banks included a 1.9 per cent fall 
in global GDP, oil dropping to $20 a barrel, a UK property market crash and turmoil in 
emerging markets. The test has been deemed tougher than previous years however, 

BoE governor Mark Carney commented that the potential for a financial crisis has increased 
due to recent events. The recent events the governor refers to include: the UK’s vote to leave the 
EU, Donald Trump’s election victory and an increase in Chinese debt levels. 

Two banks to comfortably pass the stress test, Lloyds Banking Group and HSBC have the 
potential to lift dividends next year. The Royal Bank of Scotland on the other hand, failed the 
stress tests, as it was unable to clear the required hurdles for high-quality capital or leverage. 
RBS shares fell 1.2 per cent in a rising market on Wednesday. Overall the BoE believes UK banks 
have almost enough capital to survive a financial crisis but profit continues to be a problem.

CHINA: CHINA’S CAPITAL OUTFLOWS PRESSURE REMNINBI
Proposals to tighten investment outflows from China have been leaked this week as 
the Chinese renminbi continues to lose value. The currency has depreciated over 5 
per cent versus the US dollar this year and is on track for its biggest annual decline on 

record. Capital outflows are an ongoing problem for China and Beijing’s forex reserves continue 
to decrease, (losing 25 per cent since 2014). According to central bank data, cross-border 
renminbi payments out of the country hit a record high in the third quarter and for the 33rd 
straight month more money exited the country than flowed in. 

The latest rules from the People’s Bank of China will aim to reduce outbound mergers and 
acquisitions by restricting net renminbi transfers from Chinese companies. The previously 
unbounded transfers will be limited to 30 per cent of shareholder’s equity. The Chinese 
government has also begun restricting gold imports and some bankers and traders have 
commented that gold importers were struggling to obtain approval to import to China. A further 
sign of capital control measures to relieve downward pressure on the currency.
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