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US labor market report for September clearly below expectations

Non-farm payrolls grew considerably below market ex pectations in
September and gained only 142,000 vs. the market estimate of 201,000.
Additionally, the gains of the previous two months were revised
downward, by 59,000 in total. After the revision, September employment
gains were slightly higher than in August. In total, the last two months
show a significant slowdown of employment growth , if compared with
the previous months, and most sectors were affected. The unemployment
rate, on the other hand, remained unchanged at a post-Lehman low of
5.1%, as markets had estimated. Average hourly earnings stagnated
compared to the previous month and disappointed the market’'s estimate
of 0.2% growth. However, this was partially compensated for by an
upward revision of the growth rate in the previous month from 0.3% to
0.4%.

With today’s data, a rate hike in October can basically be ruled out.
Markets will also assign an increasingly smaller likelihood to a rate hike in
December. Due to the timely coincidence, we think that the weakness in
hiring is due to the uncertainty created by the tur bulent financial
markets in August and September, and we expect the labor data
numbers to improve again in the future. Just this week, a number of
indicators have pointed to good domestic demand. Our core scenario
remains a rate hike in December. However, the risks have obviously
increased and interest rate expectation on markets will remain low for the
time being.

Eurozone — stable unemployment rate (11.0%) in Augu  st; low energy
prices burden inflation data (-0.1% y/y) in Septemb  er

This week’s released indicators for the Eurozone indicate a stable
economic development. The unemployment rate for August stabilized

at 11.0% after a revision of the July data. ©~ The unemployment rate
continued to decline in Spain, Germany and Italy. In France, however, the
unemployment rate rose slightly. This mainly reflects the lack of reforms in
France. The solid condition of the labor market allows an unchanged
positive outlook for consumption, even though consumer sentiment
slightly deteriorated in 3Q when compared to the high levels seen in 2Q.
Due mainly to low energy prices, the Eurozone’s inf  lation rate
declined after first estimations to -0.1% y/ly  (previously +0.1% y/y) in
September. Core inflation, however, remained stable (+0.9% yl/y), thanks
to further rising price levels for services and food. We expect the currently
dampening impact of energy on price levels to gradually vanish
throughout the coming months. This should result in a gradual increase of
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Eurozone: Inflation vs. core inflation
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inflation data until year-end and beyond.

Generally, the economy of the Eurozone remains in good shape
despite the currently unstable situation on financial markets, and we
continue to expect growth of around 0.3% qg/q for 3Q . From an
economic perspective, the Eurozone is a beneficiary of declining
commodity prices, since they give real disposable incomes a boost, which
in turn supports consumption. Declining growth in China has led to lower
export growth from the Eurozone to China. This, however, has been
compensated for by strong domestic trade as well as rising exports to the
US. In a next step, the thus-far slow growth of investments will have to
play a crucial role for the Eurozone economy. The Capital Markets Union
(the EC released a concrete action plan on September 30) is going to play
a crucial role in this context, especially in order to ease access to
alternative sources of financing for SMEs and start-ups. Next week, retail
sales for August (October 5), August industrial production data for
Germany (October 7) as well as France and Italy (October 7) will be in
focus.

Uncertainty likely to persist

Markets reacted extremely nervously to a research report that highlighted
the risks for Glencore stemming from stagnant commo dity prices for
an extended period of time.  Glencore’s total liabilities amount to USD
148bn, roughly a third of which is equity. The news increased fears on the
market that the impact of low commaodity prices might spill into the
financial sector via the indebtedness of large comm odity companies.
Glencore has a net debt of USD 47.4bn and its total debt amounts to
almost USD 100bn. Next year, Glencore needs to meet debt repayments
of USD 13.8bn - compared to other large commodity companies (Anglo
American, Rio Tinto, BHP Billiton), this is by far the largest amount.

Notwithstanding only small further declines of commaodity prices during the
last few weeks, the outlook for commodity prices seems to have
deteriorated on markets. Estimates for profit increases for mining and
energy companies for next year indicated expectations of a recovery of
commodity prices. Due mostly to an expected slowdown in China, these
expectations have been revised, which increases the risks for companies
whose revenues depend on commodity prices. Fears about an

insolvency of a major company could remain on marke ts for some
time to come and limits the potential for yield inc reases, in our view.
Accordingly, we have adapted our yield forecasts.

However, the reasons for our lower yield forecasts lie exclusively in the
market sentiment, w hich is characterized through an extreme
nervousness, to which concerns over commodity companies were added
recently. The best indicator for the high degree of uncertainty is the strong
divergence between markets and macro data. The data released this
week delivered renewed confirmation of the ongoing - albeit moderate -
recovery of the Eurozone. Markets are currently driven by fears of an
economic slowdown ahead, coming mostly from lower exports. We
currently do not see any noteworthy indications of a slowdown. We think
that the market fears in this regard are strongly e  xaggerated, as
Eurozone exports to China are relatively small, amounting to only 1.3% of
GDP, and China’s economy has been slowing down for some time,
without standing in the way of the Eurozone’s recovery. Lower commaodity
prices will very likely reduce growth in countries with a high share of
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commodity exports, albeit to a strongly differing extent. However, the
decline of commodity prices up to now has not resul ted in lower
Eurozone exports to the respective countries. According to the
Bloomberg Commodity Index, commaodity prices fell almost 20% from
January to 2014 to June 2015. During the same period, exports from the
Eurozone to major commodity-producing countries rose, with the
exception of Russia. During the last three months, the Bloomberg index
dropped another 10%, and it is incomprehensible why this should have
any noticeable impact on Eurozone exports, given past experience. This
is especially the case since exports to these countries account for a
relatively little share of overall exports and - more importantly - the
Eurozone is a net importer of commodities. Lower commaodity prices
leave more money for spending on domestically produ ced goods
and services, stimulating the economy.  With our expectation of a
continued recovery of the Eurozone, we maintain our mid-term
expectations for yields and expect a continuous correction of the severe
overvaluation of sovereign bonds.

Eurozone: Exports to selected commodity exporting ¢ ountries and
development of commaodity prices
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Economic calendar

Date Time Ctry  Release Period Consens Prior
2-Oct 11.00 EA PPl yly Aug -2.4% -2.1%
14:30 us Wages yly Sep 2.3% 2.2%
us Unempl. Rate Sep 5.1% 5.1%
us Chg. Non-Farm Payrolls Sep 202.9thd  173.0thd
5-Oct 11:00 EA Retail Sales yly Aug 1.8% 2.7%
16:00 us ISM Non-Manufacturing Sep 57.9index 59.0index
6-Oct 14:30 us Trade Balance Aug -45m -42m
7-Oct 8:00 DE Ind. Prod. yly Aug 0.0% 0.7%
8:45 FR Trade Balance Aug -3299m
8-Oct 8:00 DE CABalance (m) Aug 16m 23m
DE Trade Balance Aug 20m 25m
14:30 us Jobless Claims Oct3 271.8thd  277.0thd
9-Oct 8:45 FR Ind. Prod. yly Aug 0.4% -0.8%
10:00 IT Ind. Prod. yly Aug 2.7%

Source: Bloomberg, Erste Group Research
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FORECASTS
GDP 2012 2013 2014 2015 2016
Eurozone -0.6 -0.5 0.9 1.5 1.8
us 2.8 1.9 2.4 2.4 3.0
Inflation 2012 2013 2014 2015 2016
Eurozone 2.3 13 0.5 0.3 15
us 21 15 1.6 0.1 1.8
current Dec.15 Mar.16 Jun.16 Sep.16
ECB MRR 0.05 0.05 0.05 0.05 0.05
3M Euribor -0.04 -0.05 -0.05 -0.05 0.00
Germany Govt. 10Y 0.56 1.00 1.30 1.50 1.70
Swap 10Y 0.94 1.30 1.60 1.80 2.00
current Dec.15 Mar.16 Jun.16 Sep.16
Fed Funds Target Rate* 0.07 0.38 0.63 0.88 1.38
3M Libor 0.33 0.63 1.00 1.30 1.80
US Govt. 10Y 2.05 2.70 3.00 3.30 3.40
EURUSD 1.12 1.08 1.10 1.12 1.14

*Mid of target range

Source: Bloomberg, Erste Group Research
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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
approves any material on the linked page or accessible from it. Neither a company of Erste Group nor any of its respective
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
instruments with other customers on a principal basis. Erste Group may act as a market maker in the financial instruments or
companies discussed herein and may also perform or seek to perform investment banking services for those companies. Erste
Group may act upon or use the information or conclusion contained in this publication before it is distributed to other persons.
This publication is subject to the copyright of Erste Group and may not be copied, distributed or partially or in total provided or
transmitted to unauthorized recipients. By accepting this publication, a recipient hereof agrees to be bound by the foregoing
limitations.
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