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Draghi could try to talk euro down

Thursday of next week will see the first meeting of the ECB Council
after the massive monetary loosening delivered on March 10. This
would be reason enough to almost rule out any change in the monetary
stance. Adding to this expected outcome is slightly improving economic
data during the last couple of weeks and an increase of the oil price, the
weakness of the latter being one of the reasons for the expansionary
measures implemented. Risks from Emerging Markets, the main concern
for the ECB since late summer of last year, have subsided, as indicated
by several capital market indicators. The recent IMF forecast for growth in
Emerging Markets in 2016 was cut by 0.2 percentage points, but the
forecast for China, which is the main focus of the ECB (and the US Fed),
was increased by the same amount.

So, the most interesting part next week will be the statements by ECB
President Draghi. He will confirm the monetary stance of not planning any
further monetary loosening, but to be prepared to do so, if the
environment should deteriorate. We do not expect the risk assessment
to be changed, and risks should continue to be seen on the
downside. Draghi will likely be asked by journalists on the topic of
helicopter money, which at the previous press conference he called 'an
interesting concept'. After a number of high-ranking ECB officials already
stated that the topic is not on the table, Draghi will likely need to back-
pedal, too. Draghi will likely also have to comment on the recent criticism
of the ECB’s monetary policy by German politicians.

The highest risk for the wording Draghi will use comes from the currently
high euro exchange rate. It is conceivable that he will try to talk the euro
down by highlighting the downward risks and using very dovish wording.
The fact is, however, that the picture for the Eurozone’s economy has
rather brightened during the last several weeks. However, this will not be
put in the foreground by Draghi, as he would not want to steer market
expectations in the resulting direction.

Eurozone — April PMI and consumer confidence expected to stabilize

On April 22, the preliminary Purchasing Manager Index (PMI) for April will
be published for Germany, France and the Eurozone. The Eurozone index
increased slightly from February (51.2) to March (51.6), with positive
impulses mainly coming from smaller countries. The main drivers were
new orders, increasing new business exports and positive employment
development. In contrast, apart from Greece, industry-intensive France
and Germany had a negative impact on the index in March. France
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recorded a slight decline in exports in March, which caused additional
stress for companies already facing relatively weak domestic demand.
However, Germany published positive data for important industrial sectors
(retail and construction).

Due to the still soft economic development, we expected sluggish
development of the PMI survey data for April in comparison to March.

Next week, the preliminary flash estimate of consumer confidence for
April will be published. This first estimate gives an idea of the
development of private consumption in the Eurozone for 2Q16. In
addition, due to its high weight in the calculation of the Economic
Sentiment Indicator (ESI), consumer confidence is an important indicator
for the development of the ESI. Consumer confidence has weakened
steadily in recent months but still remains above its long-term average.
The data exhibits negative signals for April, especially with respect to the
expectations of households regarding their financial and economic
situation over the next 12 months.

Due to the current soft economic situation and ambiguous signals in
recent months, we expect consumer confidence to remain at current
levels. For the future, the declining unemployment rate and associated
rise in employment are expected to have a positive influence on consumer
confidence.

Inflation for March revised upwards by 0.1 percentage points

Inflation was revised upwards for March, from -0.1% y/y to 0.0% y/y. The
fall in energy prices has accelerated in March compared to February,
which increased downward pressure on inflation. In contrast, service
prices have developed very positively and, at 1.4% y/y, show their highest
increase since May 2013. Core inflation remains at 1% and shows no
indication of either an upward or downward trend.

With regard to the stabilizing economic situation, we expect inflation to
increase from 0.1% y/y in 1Q to 0.4 % y/y in 2Q.

Italy — attempt to restructure banking sector

Media reports this week have shed some light on the first details
regarding the intended setting up of a mainly privately funded vehicle
(Atlas Fund) aimed at bailing out weak Italian financial institutions.
The vehicle is to be funded with EUR 5bn provided by healthy banks,
insurers and wealth managers. The funds are intended to be used for
capital increases or for the purchase of subordinated tranches of non-
performing loans. In exchange, the government has promised Italian
banks that it will streamline bankruptcy laws, which should allow creditors
to get their money sooner. In addition, investors will be granted some tax
benefits. It remains, however, to be seen whether the fund satisfies strict
European Commission rules on government aid, since at least one bank
due to invest in the fund is majority state-owned.

Italian banks are currently suffering from a sizeable pile of non-
performing loans (EUR 360bn). This is a drag on the ongoing
recovery of the Italian economy (recent economic data remained below
general expectations)’. With the restructuring of its ailing banking sector,

! In this context, the BIS has recently published an interesting study (‘Why bank capital matters for monetary policy') that emphasizes the
importance of a well-capitalized banking sector for loan growth in an economy.
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China — Bloomberg GDP indicator
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Italy faces the problem that, under the new EU rules on government aid,
public support to banks can only be granted after certain private creditors
have been bailed in to a certain degree. This is, however, politically very
unpopular, since such a bail-in would not only affect institutional investors
but could also affect single investors holding subordinated debt.

At least in the short term this new initiative seems to have convinced
investors (visible in the rising share prices of Italian banks). The
simplification of bankruptcy laws in our opinion increases the
probability that the market for non-performing loans in Italy will
finally start moving. We thus consider this step positive for the
growth prospects of Italy’s economy, although it will take some time
before these measures bear fruit. A critical aspect, however, is the fact
that the new vehicle is another attempt to shift the burden of restructuring
costs for ailing banks onto healthy financial institutions. Therefore, rating
agency Fitch is of the opinion that Italy’s large banks face considerable
contingency risks’.

Emerging Markets — China: positive economic data lifts outlook

This week’s economic data from China has been rather encouraging.
Based on official data, 1Q16 GDP growth slowed down slightly to 6.7%
yly (previously 6.9% yly). In addition, several economic (industrial
production, retail sales, export growth) as well as credit data for March
have been published. The data displays a positive dynamic, with the
majority being above market expectations. The Bloomberg China GDP
indicator (7.1% growth indication for March) confirms this positive
development. The outlook for 2Q16 remains good, since domestic steel
prices (indicator for rising industrial activity) continued their steep decline
in April. This shows that the first positive consequences of the measures
announced in March (fiscal and monetary) have emerged. Recently, the
mega infrastructure project initiated by the Chinese government for the
construction of a new silk road (expansion of the trade infrastructure
between China and Europe on land and water) has generated increased
investors interest through the start-up of the Asian Infrastructure
Investment Bank (AlIB).

For the time being, after the turbulence at the start of the year, the
situation has calmed down. This is also positive for the economic
outlook of the Eurozone for 2Q16. However, the long-term structural
problems of China have not been solved. One thus cannot rule out that
capital flight out of China could speed up again in the coming months if
uncertainty again increases. It is therefore advisable to remain vigilant.
In general, we think that the recent recovery is more sustainable
when compared to the easing of the situation in autumn 2015. The
main difference is the fact that China’s leadership announced concrete
measures in March. In addition, communication between officials in China
and capital markets has improved in recent months. A further argument in
favor of a sustainable recovery is the significant positive trend reversal of
capital flows (for the first time in several months, substantial inflows of
USD 37bn registered in March) into Emerging Markets (especially Asia
and Latin America). Nevertheless, it remains to be seen how the next
steps of the US Fed will affect capital flows into China and other
Emerging Markets. If conditions do not change materially, we expect the
Fed to hike rates in June. This could lead to rising pressure on the
renminbi in May, which could also lead to the more rapid decrease of
Chinese FX reserves.
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Forex and government bond markets
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Economic calendar
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FORECASTS
GDP 2013 2014 2015 2016 2017
Eurozone -0.5 0.9 1.5 1.6 1.8
us 1.9 24 24 2.3 2.3
Inflation 2013 2014 2015 2016 2017
Eurozone 1.3 0.5 0.1 0.6 1.5
us 1.5 1.6 0.1 1.5 21

current Jun.16 Sep.16 Dec.16 Mar.17
ECB MRR 0.00 0.00 0.00 0.00 0.00
3M Euribor -0.25 -0.25 -0.25 -0.25 -0.22
Germany Govt. 10Y 0.14 0.50 0.70 1.00 1.30
Swap 10Y 0.53 0.80 1.00 1.30 1.60

current Jun.16 Sep.16 Dec.16 Mar.17
Fed Funds Target Rate* 0.37 0.63 0.88 1.13 1.63
3M Libor 0.63 0.93 1.18 1.59 1.80
US Govt. 10Y 1.77 2.30 2.70 3.00 3.10
EURUSD 113 1.08 1.08 1.10 1.12
*Mid of target range

current Jun.16 Sep.16 Dec.16 Mar.17
Austria 10Y 0.35 0.65 0.85 1.15 1.45
Spread AT - DE 0.21 0.15 0.15 0.15 0.15

Source: Bloomberg, Erste Group Research

Page 6



Erste Group Research

Week ahead | Macro, Fixed Income | Eurozone, USA

15 April 2016

Contacts

Group Research

Head of Group Research

Friedrich Mostbdck, CEFA

Major Markets & Credit Research

Head: Gudrun Egger, CEFA

Ralf Burchert, CEFA (Agency Analyst)
Hans Engel (Senior Analyst Global Equities)
Christian Enger, CFA (Covered Bonds)
Margarita Grushanina (Economist AT, CHF)
Peter Kaufmann, CFA (Corporate Bonds)
Stephan Lingnau (Global Equities)

Carmen Riefler-Kowarsch (Covered Bonds)
Rainer Singer (Senior Economist Euro, US)

Bernadett Povazsai-Rémhild (Corporate Bonds)

Gerald Walek, CFA (Economist Euro)

Katharina B6hm-Klamt (Quantitative Analyst Euro)

Macro/Fixed Income Research CEE
Head CEE: Juraj Kotian (Macro/Fl)
Zoltan Arokszallasi (Fixed income)
Katarzyna Rzentarzewska (Fixed income)
CEE Equity Research

Head: Henning ERkuchen

Franz Horl, CFA (Basic Resources, Real Estate)
Daniel Lion, CIIA (Technology, Ind. Goods&Services)

Christoph Schultes, MBA, CIIA (Industrials)
Vera Sutedja, CFA, MBA (Telecom)
Thomas Unger; CFA (Banks, Insurance)
Vladimira Urbankova, MBA (Pharma)
Martina Valenta, MBA (Real Estate)
Editor Research CEE

Brett Aarons

Research Croatia/Serbia

Head: Mladen Dodig (Equity)

Head: Alen Kovac (Fixed income)

Anto Augustinovic (Equity)

Milan Deskar-Skrbic (Fixed income)
Magdalena Dolenec (Equity)

Ivana Rogic (Fixed income)

Davor Spoljar, CFA (Equity)

Research Czech Republic

Head: David Navratil (Fixed income)
Head: Petr Bartek (Equity)

Renata Durgova (Equity)

Jiri Polansky (Fixed income)

Dana Hajkova (Fixed income)

Martin Krajhanzl (Equity)

Jana Urbankova (Fixed income)
Research Hungary

Head: Jozsef Miro (Equity)

Gergely Urméssy (Fixed income)
Andras Nagy (Equity)

Vivien Barczel (Fixed income)

Tamas Pletser, CFA (Oil&Gas)
Research Poland

Head: Magdalena Komaracka, CFA (Equity)
Marek Czachor (Equity)

Tomasz Duda (Equity)

Matteusz Krupa (Equity)

Adam Rzepecki (Equity)

Research Romania

Head: Mihai Caruntu (Equity)

Head: Dumitru Dulgheru (Fixed income)
Chief Analyst: Eugen Sinca (Fixed income)
Dorina llasco (Fixed Income)

Research Slovakia

Head: Maria Valachyova, (Fixed income)
Katarina Muchova (Fixed income)

+43 (0)5 0100 11902

+43 (0)5 0100 11909
+43 (0)5 0100 16314
+43 (0)5 0100 19835
+43 (0)5 0100 84052
+43 (0)5 0100 11957
+43 (0)5 0100 11183
+43 (0)5 0100 16574
+43 (0)5 0100 19632
+43 (0)5 0100 17331
+43 (0)5 0100 17203
+43 (0)5 0100 16360
+43 (0)5 0100 19632

+43 (0)5 0100 17357
+43 (0)5 0100 18781
+43 (0)5 0100 17356

+43 (0)5 0100 19634
+43 (0)5 0100 18506
+43 (0)5 0100 17420
+43 (0)5 0100 11523
+43 (0)5 0100 11905
+43 (0)5 0100 17344
+43 (0)5 0100 17343
+43 (0)5 0100 11913

+420 956 711 014

+381 1122 09178
+385 72 37 1383
+385 72 37 2833
+385 72 37 1349
+385 72 37 1407
+385 72 37 2419
+385 72 37 2825

+420 224 995 439
+420 224 995 227
+420 224 995 213
+420 224 995 192
+420 224 995 172
+420 224 995 434
+420 224 995 456

+361 235 5131
+361 373 2830
+361 235 5132
+361 373 2026
+361 235 5135

+48 22 330 6256
+48 22 330 6254
+48 22 330 6253
+48 22 330 6251
+48 22 330 6252

+40 3735 10427
+40 3735 10433
+40 3735 10435
+40 3735 10436

+421 2 4862 4185
+421 2 4862 4762

Research Turkey
Umut Ozturk (Equity)
Oguzhan Evranos (Equity)

Treasury - Erste Bank Vienna
Saving Banks & Sales Retail
Head: Christian Reiss

Equity Retail Sales

Head: Kurt Gerhold

Fixed Income & Certificate Sales
Head: Uwe Kolar

Treasury Domestic Sales

Head: Markus Kaller

Corporate Sales AT

Head: Christian Skopek

+90 2123712530
+90 212 371 25 42

+43 (0)5 0100 84012
+43 (0)5 0100 84232
+43 (0)5 0100 83214
+43 (0)5 0100 84239

+43 (0)5 0100 84146

Fixed Income & Credit Institutional Sales

Institutional Sales

Head: Manfred Neuwirth
Bank and Institutional Sales
Head: Jirgen Niemeier

+43 (0)5 0100 84250

+49 (0)30 8105800 5503

Institutional Sales Western Europe AT, GER, FRA, BENELUX

Head: Thomas Almen
Charles-Henry de Fontenilles
Marc Pichler

Rene Klasen

Dirk Seefeld

Bernd Bollhof

Bank and Savingsbanks Sales
Head: Marc Friebertshauser
Sven Kienzle

Michael Schmotz

Ulrich Inhofner

Klaus Vosseler

Andreas Goll

Mathias Gindele

Bernd Thaler

Fabian Butger

Jorg Moritzen

Institutional Sales CEE and International
Head: Jaromir Malak

Central Bank and International Sales
Head: Margit Hraschek
Christian Kdssler

Gabriele Loecker

Institutional Sales PL and CIS
Pawel Kielek

Michal Jarmakowicz (Fixed Income)
Institutional Sales Slovakia
Head: Peter Kniz

Monika Smelikova

Institutional Sales Czech Republic
Head: Ondrej Cech

Milan Bartos

Radek Chupik

Barbara Suvadova

Institutional Sales Croatia
Head: Antun Buric

Natalija Zujic

Zeljko Pavici¢

Institutional Sales Hungary
Norbert Siklosi

Institutional Sales Romania
Head: Ciprian Mitu

Stefan Racovita

Institutional Solutions and PM
Christopher Lampe-Traupe

+43 (0)5 0100 84323
+43 (0)5 0100 84115
+43 (0)5 0100 84118
+49 (0)30 8105800 5521
+49 (0)30 8105800 5523
+49 (0)30 8105800 5525

+49 (0)711 810400 5540
+49 (0)711 810400 5541
+43 (0)5 0100 85542
+43 (0)5 0100 85544
+49 (0)711 810400 5560
+49 (0)711 810400 5561
+49 (0)711 810400 5562
+43 (0)5 0100 85583
+49 (0)151 53810580
+49 (0)30 8105800 5581

+43 (0)5 0100 84254

+43 (0)5 0100 84117
+43 (0)5 0100 84116
+43 (0)5 0100 84101

+48 22 538 6223
+43 50100 85611

+421 2 4862 5624
+421 2 4862 5629

+420 2 2499 5577
+420 2 2499 5562
+420 2 2499 5565
+420 2 2499 5590

+385 (0)7237 2439
+385 (0)7237 1638
+385 (0)72 37 14 94
+36 12355 842

+43 (0)50100 85612
+40 373 516 531

+43 (0)50100 85507

Erste Group Research — Week ahead

Page 7



Erste Group Research
Week ahead | Macro, Fixed Income | Eurozone, USA
15 April 2016

Disclaimer

This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated
subsidiaries "Erste Group") as other information pursuant to the Circular of the Austrian Financial Market Authority regarding
information including marketing communication pursuant to the Austrian Securities Supervision Act. This publication serves
interested investors as additional source of information and provides general information, information about product features or
macroeconomic information without emphasizing product selling marketing statements. This publication does not constitute
marketing communication pursuant to Art. 36 (2) Austrian Securities Supervision Act as no direct buying incentives were
included in this publication, which is of information character. This publication does not constitute investment research pursuant
to § 36 (1) Austrian Securities Supervision Act. It has not been prepared in accordance with legal requirements designed to
promote the independence of investment research and it is not subject to the prohibition on dealing ahead of the dissemination
of investment research. The information only serves as non-binding and additional information and is based on the level of
knowledge of the person in charge of drawing up the information on the respective date of its preparation. The content of the
publication can be changed at any time without notice. This publication does not constitute or form part of, and should not be
construed as, an offer, recommendation or invitation to subscribe for or purchase any securities, and neither this publication nor
anything contained herein shall form the basis of or be relied on in connection with or act as an inducement to enter into any
contract or inclusion of a security or financial product in a trading strategy. Information provided in this publication are based on
publicly available sources which Erste Group considers as reliable, however, without verifying any such information by
independent third persons. While all reasonable care has been taken to ensure that the facts stated herein are accurate and
that the forecasts, opinions and expectations contained herein are fair and reasonable, Erste Group (including its
representatives and employees) neither expressly nor tacitly makes any guarantee as to or assumes any liability for the up-to-
dateness, completeness and correctness of the content of this publication. Erste Group may provide hyperlinks to websites of
entities mentioned in this document, however the inclusion of a link does not imply that Erste Group endorses, recommends or
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managing directors, supervisory board members, executive board members, directors, officers of other employees shall be in
any way liable for any costs, losses or damages (including subsequent damages, indirect damages and loss of profit)
howsoever arising from the use of or reliance on this publication. Any opinion, estimate or projection expressed in this
publication reflects the current judgment of the author(s) on the date of publication of this document and do not necessarily
reflect the opinions of Erste Group. They are subject to change without prior notice. Erste Group has no obligation to update,
modify or amend this publication or to otherwise notify a reader thereof in the event that any matter stated herein, or any
opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. The past performance
of securities or financial instruments is not indicative for future results. No assurance can be given that any financial instrument
or issuer described herein would yield favorable investment results or that particular price levels may be reached. Forecasts in
this publication are based on assumptions which are supported by objective data. However, the used forecasts are not
indicative for future performance of securities or financial instrument. Erste Group, its affiliates, principals or employees may
have a long or short position or may transact in the financial instrument(s) referred to herein or may trade in such financial
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Group may act upon or use the information or conclusion contained in this publication before it is distributed to other persons.
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