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Week ahead

Eurozone — January manufacturing PMI data expected
Brexit — May targets ‘hard’ Brexit
ECB — Draghi confirms current stance

Analysts: Eurozone — Manufacturing PMI data for January expected,

commodity prices continue to rise in early 2017
Gerald Walek

gerald.walek@erstegroup.com Next week (24.01), manufacturing PMI data for January for the Eurozone,

Germany and France will be released. This is the first important economic
data point for 1Q17. In December 2016, industry sentiment climbed to a
5%-year high. Even in France and Italy, sentiment improved in December
quite markedly as well.

Rainer Singer
rainer.singer@erstegroup.com

CRB commodity index Due to the strong sentiment data in December, we at best expect a
stabilization of sentiment in January at this high level or a slight dip. The
a0 global economic environment remains positive, despite all political risks.
The broad-based commodity price index CRB has already risen 2.5%
since the start of this year, thus confirming the ongoing cyclical upswing.
550 Furthermore, next week, a flash estimate of consumer sentiment is going
. to be released as well. We expect a further slight improvement, in line with
o the general positive economic market environment. Overall, we expect

an unchanged slight acceleration of GDP growth for the Eurozone in
1Q17 to 1.8% yly.
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UK — May targets ‘hard’ Brexit; FX markets show pos itive first

reaction

This week, UK PM Theresa May for the first time outlined details on the
UK's intentions for the Brexit negotiations (the UK is expected to deliver
its withdrawal request by the end of March). In general, May wants a clear
cut and intends to leave the EU and the single market, in line with the will
of the majority of the people, without any ifs or buts. Interestingly, May
declared that the UK intends to leave the EU customs union as well (the
customs union is a preliminary stage to the single market). This creates
additional leeway for the UK, but the biggest drawback would be that
Britain would lose access to all 56 free trade agreements the EU has
already in place. The advantage for the UK is that it can now negotiate
free trade deals (for example with the US) that perfectly fit the individual
needs of the UK economy. May intends to negotiate a comprehensive free
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trade deal with the EU as well. Under these circumstances, the Norwegian
or Swiss model can be ruled out. May plans to submit the negotiated
package for a final vote to the Parliament.

From the capital markets’ perspective, it is good t
some light on the fundamental intentions of the Bri tish government,
which brings more clarity, which is always welcome on markets.
Immediately after May gave her speech, the British pound gained vs. the

hat May has shed

Indications of past performance are no USD and euro. We expect that the economic consequences will only
guarantee of a positive performance in the become visible gradually. For the time being, consumer and industrial
future! sentiment in the UK are on the rise — similarly to the EU. There is thus
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currently no reason to expect a fall in economic activity in the UK, which is
also good news for the EU economy. The companies and value chains,
however, will have to adapt to the changing circumstances during the
coming quarters and years. Particularly for the finance industry, which is
of crucial importance for the UK economy, leaving the EU’s single market
would have far reaching consequences, due to the regulatory environment
(keyword: ‘EU Passport’). Politically, the first resistance is coming from
Scotland (people there largely voted for Britain to remain in the EU).
According to media reports, Scotland’s Prime Minister Nicola Sturgeon
already stated that, based on the recent statements from May, the
likelihood of a second independence referendum for Scotland has risen.
Another independence referendum could cause uncertainty, which in turn
could weigh on the British economy.

ECB should stick to current course for most of 2017

In an attempt to counter any speculation, the ECB president made it very
clear in his prepared introductory statement that the recent somewhat
stronger than expected inflation numbers did not ch ange the current
policy stance. He stated that the increase of the inflation rate was
“largely owing to base effects in energy prices, but underlying inflation
pressures remained subdued”. The ECB Council will continue to look
through inflation developments, which it viewed as transient, and these
will not impact the mid-term outlook for price stability. In summary, Draghi
made it clear that inflation still had a long way to go before the ECB would
consider reducing or halting its asset purchases.

With these statements, Draghi made it quite clear to the markets that they
should not bet on an early end/reduction of the ECB’s asset purchases.
We confirm our forecast for the ECB to keep its course unchanged

until far into the second half of this year. Towards the end of the year,
the ECB should communicate plans on how it will proceed in 2018.
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Forex and government bond markets

Exchange rates E UR: USD, CHF, GBP and JPY
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Economic calendar

Date
20-Jan

23-Jan
24-Jan

25-Jan
26-Jan

27-Jan

Time

n.a.

8:00
16:00
9:00
9:30
10:00
16:00
9:00
14:30
16:00
n.a.
14:30

16:00

Ctry

CN
CN
DE
EA
FR
DE
EA
us
AT

us
us
DE
us
us
us

Release

Ind. Prod. yly
Unempl. Rate

PPI yly

Consumer Conf.

PMI Manufacturing
PMI Manufacturing
PMI Manufacturing
Existing Home Sales
Ind. Prod. yly
Jobless Claims

New Home Sales
Retail Sales yly

GDP qg/q

Durable Goods Orders
Univ. Michigan Index

Period
Dec
4Q
Dec
Jan A
Jan P
Jan P
Jan P
Dec
Nov
Jan 21
Dec
Dec
4Q A
Dec P
Jan F

Consens Prior
6.2% 6.0%
4.0%
1.0% 1.0%
-4.9index -5.1index
53.5 index
55.5index 55.6 index
54.8 index 54.9 index
55m 5.6 m
0.2%
251.5thd 234.0 thd
587.8thd 592.0 thd

3.2%
2.2% 3.5%
2.9% -4.5%

97.2 index 98.1 index

Source: Bloomberg, Erste Group Research
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FORECASTS?
GDP 2014 2015 2016 2017 2018
Eurozone 1.2 2.0 1.7 1.9 1.7
us 2.4 2.4 1.6 2.1 2.2
Inflation 2014 2015 2016 2017 2018
Eurozone 0.5 0.1 0.2 1.3 1.4
us 1.6 0.1 12 2.0 2.3

current Mar.17 Jun.17 Sep.17 Dec.17
ECB MRR 0.00 0.00 0.00 0.00 0.00
3M Euribor -0.33 -0.30 -0.30 -0.30 -0.30
Germany Govt. 10Y 0.36 0.50 0.80 0.80 1.00
Swap 10Y 0.73 0.80 1.10 1.10 1.30

current Mar.17 Jun.17 Sep.17 Dec.17
Fed Funds Target Rate* 0.66 0.90 1.10 1.40 1.60
3M Libor 1.03 1.30 1.50 1.80 2.00
US Govt. 10Y 2.46 2.40 2.60 2.70 2.80
EURUSD 1.07 1.06 1.08 1.10 1.12
*Mid of target range

current Mar.17 Jun.17 Sep.17 Dec.17
Austria 10Y 0.55 0.70 1.00 1.00 1.20
Spread AT - DE 0.19 0.20 0.20 0.20 0.20

Source: Bloomberg, Erste Group Research

1 . . . . .
By regulations we are obliged to issue the following statement: Forecasts are no reliable

indicator for 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 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 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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