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We wish all our readers a merry Christmas
and a happy New Year. Our next Week
Ahead will be published on January 5,

2018.
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Indications of past performance are no
guarantee of a positive performance in the
future

Hectic week ahead for US Congress

The US capital seems set for everything but a tranquil pre-Christmas
week. The markets will be closely watching events in Washington to see
whether a tax package passes both chambers of Congress successfully.
In the Senate, where the Republicans only have a slim majority, concerns
reemerged in this regard in recent days. So, intensive negotiations still
seem necessary over the weekend. A failure to pass a tax package before
Christmas would clearly disappoint the markets. In addition, politicians
have to agree on the extension of government funding. The deadline is
December 22. It is likely that any agreement will again be on a short-term
solution, pushing the issue into next year. No agreement would result in a
government shutdown. However, this seems highly unlikely, as the
political pressure to at least find a temporary solution ahead of the holiday
season is especially high.

US-Fed increases forecasts for growth, but not for inflation

As expected, the interest rate setting body of the US Fed (FOMC)
increased the range for the key rate by 0.25% to 1.25-1.5% at the meeting
this week. In total, meeting participants did not change their interest rate
expectations for the years ahead. The median expectation continues to
call for three rate hikes next year and two hikes in 2019. The only major
change to the forecasts for macro indicators was for next year’s growth
rate. The median projection now foresees a growth rate for the fourth
quarter of 2.5% y/y vs. 2.1% y/y previously. Looming tax cuts were one
factor for this change, but not the only one, as Chair Yellen specified later
in the press conference. Forecasts for the development of the
unemployment rate were lowered slightly. However, this should not result
in increased inflationary pressures. Participants’ inflation expectations
remained unchanged compared to September.

We keep our expectation for three rate hikes next year unchanged.

ECB more confident, but not confident enough

As expected, the ECB Council left all monetary variables unchanged at
the last meeting of the year. Accordingly, President Draghi had little news
to report at the press conference. He repeatedly stated the greater
confidence of the Council that inflation will converge with the ECB’s
inflation aim, which was based on the significantly increased growth
projections of ESZB economists, especially for next year. However, the
Council did not want to go any further than that, as the increased growth
projections did not lead to higher inflation projections. The forecasts for
inflation were increased, but this was exclusively due to higher oil prices
entering the calculations. Projections for core inflation, which is a better
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measure for the price pressure generated domestically, were even
reduced.

We expect the press conferences during the coming months to follow a
similar pattern as the one this week, with little news released. Only around
mid-year is it likely that the ECB Council will start to signal to the markets
how asset purchases will evolve after September. We expect another
reduction before the program comes to an end, rather than an abrupt end
in September, in order to secure a slow transition.

SNB sticks to expansionary monetary policy and significantly raises
inflation forecast

This week, the SNB has kept the target range for the 3-month Libor
between -1.25% and -0.25%, while keeping the interest rate level for
deposits at the national bank at -0.75%. The SNB acknowledges that the
overvaluation of the CHF has continued to decline (recently also against
the USD), however, it still remains overvalued in the opinion of the SNB.
Overall development is still fragile and thus negative interest rates and the
willingness of the SNB to intervene on FX markets are still necessary. For
2018, the SNB has raised its inflation forecast significantly, from +0.4% to
+0.7%.

Since the election of Macron as French president in early May, in
combination with the strong dynamics of the Eurozone economy, the CHF
has weakened substantially against the euro due to brightened sentiment
of investors with regard to the Eurozone. This development shows that
financial safe havens are currently less in demand. Consequently, sight
deposits at Swiss banks have been continuously shrinking since
September. In the short term, the Swiss franc is moving in a trading range
of between 1.16 and 1.17. We continue to expect, in alignment with our
expectation of modest yield increases of German bunds at the long end, a
continued weakening of the Swiss franc against the euro, to around 1.18
by 3Q18.
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Economic calendar
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FORECASTS")

GDP 2015 2016 2017 2018 2019
Eurozone 2.0 1.8 2.3 2.3 2.0
us 2.9 15 2.2 2.4 1.9
Inflation 2015 2016 2017 2018 2019
Eurozone 0.1 0.2 1.5 1.6 1.7
us 0.1 1.2 2.2 2.2 1.9
Interest rates current Mar.18 Jun.18 Sep.18  Dec.18
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 0.30 0.50 0.70 0.90 1.10
Swap 10Y 0.79 0.80 1.00 1.20 1.40
Interest rates current Mar.18 Jun.18 Sep.18 Dec.18
Fed Funds Target Rate* 1.17 1.63 1.88 2.13 2.13
3M Libor 1.59 1.90 2.20 2.40 2.40
US Govt. 10Y 2.35 2.60 2.70 2.80 3.00
EURUSD 1.18 1.13 1.1 1.10 1.12

*Mid of target range

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.

© Erste Group Bank AG 2017. All rights reserved.

Published by:

Erste Group Bank AG

Group Research

1100 Vienna, Austria, Am Belvedere 1
Head Office: Wien

Commercial Register No: FN 33209m
Commercial Court of Vienna

Erste Group Homepage: www.ersteqroup.com

Erste Group Research — Week ahead Page 7



