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Share of exports to China, in % of GDP

Germany 2.9%

Ireland 2.8%

Slovakia 2.2%

Netherlands 2.0%

Belgium 1.9%

Finland G 1.3
Austria  INEG—_—— 1.1%
Slovenia G 1.0%
Estonia IEEG_— 0.9%

Italy N 0.8%

Source: Eurostat, Erste Group Research
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China fights Delta variant

Rising new infections with the Delta variant have been reported in China in
recent days. Although a daily increase of less than 100 — out of a population
of almost 1.4bn — seems very small, drastic travel restrictions have been put
in place by local health authorities to immediately contain the virus.

All flights from Nanjing and Yangzhou airports (Jiangsu province) were
suspended after media reports said a cluster with the Delta variant had
spread to more than 20 cities and more than a dozen provinces. Rail, bus,
and air services from Beijing to the affected areas were also suspended and
mass testing and environmental disinfection were carried out there, with
local quarantine regulations imposed. In addition, all citizens of China have
been asked not to travel to areas of medium or high COVID-19 risk, and not
to leave provinces where they live unless absolutely necessary.

China succeeded in rapidly containing the virus in spring 2020 through strict
containment measures. As a result, the economy recovered rapidly. This
time, too, China is trying to quickly combat locally occurring infections in
order to stabilize the situation and avoid widespread lockdowns. It should be
helpful that, according to the National Health Commission, about 1.69bn
doses of COVID-19 vaccine have already been administered. These are
considered to be highly protective against severe cases.

China's zero covid policy makes it difficult to assess further containment
measures and thus the impact on the economy. From the trade statistics,
however, it is at least possible to estimate for which sectors there is the
highest risk should there actually be a noticeable slowdown in China.

In the case of exports, the trade link between the euro area and China is
smaller than in the case of imports. Just under 9% of Eurozone exports go
to China. Exports of electrical machinery account for 16% of total Eurozone
exports of this product category, while those of road vehicles account for
13%.

By country, Germany unsurprisingly stands out, accounting for just under
half of all euro area exports to China in 2020. Also measured as a share of
GDP, German exports are the most exposed to China, closely followed by
Ireland and Slovakia.

Overall, imports from China accounted for 16.5% of Eurozone imports in
2020. Of these, more than half were in the product category Machinery and
Transport Equipment. In absolute terms, Telecommunications and Sound
Recording and Reproducing Machinery accounted for the largest amount
within this category. Looking at shares, the euro area's greatest dependence
is in Office and Computing Machinery and Communications and Sound-
Recording and Reproducing Machinery, where 50% and 46% of imports of
these products come from China, respectively. The concentration in some
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Share of imports from China, selected
product categories, in %

Other Transport Equipment 1l 7%
Road Vehicles 1l 5%

Electrical Machinery — IEEG—_—_S——— 23

Telecommunications and Sound-
Recording and Reproducing
Office Machines and Automatic

Data-Processin I 50%
g
General Industrial Machinery and
Equipment
Metalworking Machinery I 13%
Marchinery Specialized for
Particular Industries

Power-Generating Machinery and
Equipment

I 46%

I 22%

I 14%

I 10%

Source: Eurostat, Erste Group Research

product categories makes the Eurozone’s dependence on China much
greater for imports than for exports.

Looking at the risks by country, the Netherlands stands out, importing goods
from China worth 11% of GDP. More than half of these are in the product
categories mentioned above (office and data processing machinery or
communications and sound recording equipment). However, the
Netherlands re-exports the vast majority of this to other EU countries. The
import figures therefore overestimate the risk to which the Netherlands is
exposed, but underestimate that of the other Eurozone countries.

In general, trade statistics can only give a rough overview of the risks. Here,
too, the devil is in the detail. The bottlenecks in semiconductor production
have shown how relatively small components in terms of value can slow
down entire production processes. Also, a key "detail" is that, while China
has a relatively small share of global semiconductor production, at just
under 8% (2019), so the risks should be relatively small. However, if a
COVID-19 outbreak occurs in the center of China's semiconductor industry
(Jiangsu), then there are risks for globally noticeable impacts as well.

Even if recent developments in China pose some risk to the Eurozone
economy, the potential is relatively small compared to the positive factors.
Steps towards opening, rising employment, and the EU's recovery plan are
for us the decisive determinants for the economy during the coming quarters
and these argue for high growth.
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Economic calendar

Ctry Date Time Release Period
Eurozone
USA

11-Aug 14:30  Inflation yly Jul
China

9-Aug 3:30 Inflation yly Jul

Central bank events

Date Time Event
ECB No monetary policy relevant events
Fed No monetary policy relevant events

Source: Market Data Provider, ECB, Federal Reserve, Erste Group Research

Consens

5.3%

0.9%

Prior

5.4%

1.1%
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Forex and government bond markets

Exchange rates EUR: USD, CHF, GBP and JPY

Changes compared to last week
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Changes compared to last week

-0.3%

EURJPY

15 4
- 93
1.0 - s
- 53
0.5 - - 33
S
£ F 13
0.0
-7
- =27
-0.5
- 47
-1.0 - - -67
6MO 1YR 2YR 3YR 5YR 7YR 10YR
Maturity
Changer.s. —-30.07.2021 —-06.08.2021

Source: Market Data Provider, Erste Group Research

in Bps

Eurozone spreads vs. Germany
10Y government bonds

65
300 -
45
200 -
8 25
00 | % - o o
a ® < = ©
) N 5
£ 0 * * * *
-2 0 5 3 -3
-100 | -15
-200 - -35
-300 - -55
FR AT IT ES PT
Spread 06.08.2021 e Change 7 days r.S.
Source: Market Data Provider, Erste Group Research
DE Bund yield curve
Changes compared to last week
15 r
1 | |
0.5 L
N
£ [
" Ty Tx m =~ © o o o
¢ 5 9 < & & a @ .
057 \\—-///0’497
-0.58 7L
-0.65 0.66 064
1 -0.77 g g3 -0.82 -0-76 -0.72 i

1YR 2YR 3YR 4YR 5YR 6YR 7YR 8YR 9YR 10YR

Maturity

Change r.s.

Source: Market Data Provider, Erste Group Research

--30.07.2021 --06.08.2021

in Bps

o
in Bps

Major Markets & Credit Research

Page 4



Erste Group Research
Week Ahead | Major Markets | Eurozone, USA

6. August 2021

Forecasts!

GDP 2019 2020 2021 2022

Eurozone 1.3 -6.5 4.4 4.1

us 2.3 -35 6.1 3.3

Inflation 2019 2020 2021 2022

Eurozone 1.2 0.3 1.8 1.4

us 1.8 12 4.0 2.2

Interest rates current Sep.21 Dec.21 Mar.22 Jun.22
ECB MRR 0.00 0.00 0.00 0.00 0.00
3M Euribor -0.54 -0.54 -0.54 -0.54 -0.54
Germany Govt. 10Y -0.49 -0.30 -0.10 0.00 0.10
Swap 10Y -0.11 0.00 0.20 0.30 0.40
Interest rates current Sep.21 Dec.21 Mar.22 Jun.22
Fed Funds Target Rate* 0.10 0.13 0.13 0.13 0.13
3M Libor 0.12 0.20 0.20 0.20 0.20
US Govt. 10Y 1.24 1.40 1.70 1.80 1.90
EURUSD 1.18 1.18 1.20 1.20 1.20

*Mid of target range

In case of changes to our forecasts compared to the previous issue, arrows show the direction of the change.

Source: Market Data Provider, Erste Group Research

1 Note: In accordance with regulations, we are obliged to issue the following statement:
Forecasts are not a reliable indicator of future performance.
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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") independently and objectively as general information pursuant. 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 a
marketing communication pursuant to Art. 36 (2) delegated Regulation (EU) 2017/565 as no direct buying incentives were
included in this publication, which is of information character. This publication does not constitute investment research pursuant
to Art. 36 (1) delegated Regulation (EU) 2017/565. 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 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.

Erste Group is not registered or certified as a credit agency in accordance with Regulation (EC) No 1060/2009 of the European
Parliament and of the Council of 16 September 2009 on credit rating agencies (the Credit Rating Agencies Regulation). Any
assessment of the issuers creditworthiness does not represent a credit rating pursuant to the Credit Rating Agencies
Regulation. Interpretations and analysis of the current or future development of credit ratings are based upon existing credit
rating documents only and shall not be considered as a credit rating itself.
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