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Import-tariffs and stock market volatility will not choke-off the
economy

After a significant rise of government bond yields, a countermovement set
in mid-February. The rally started with the announcement of US tariffs on
steel- and aluminum imports and concerns that more trade barriers could
occur, i.e. a trade war. Only a few weeks later the US government did
indeed decide to impose further duties on USD 60 billion of imports from
China. Almost simultaneously the affair concerning the alleged unjustified
use of Facebook-data by the Cambridge Analytica company brought
additional uncertainty.

US-tariffs and potential countermeasures by countries, which in turn
would have significantly affected exporting US-companies, as well as the
possibility of more restrictive data protection laws with negative effects on
technology shares triggered fears on markets. Among other things this
can be clearly seen on the VIX-index which reflects the volatility of the
US-stock market (S&P index). The safest assets — government bonds —
benefited from this uncertainty and yields declined.

We think the rally on the bond markets is of a temporary nature. We have
already argued in earlier editions of the Week ahead why the tariffs
decided by the US should have no macroeconomic consequences. The
respective imports were too low from the very start. Furthermore, many
countries have been exempted from customs duties on imports of steel
and aluminum in the meantime, if only temporarily for most of them.
Regarding imports from China the above-mentioned volume concerned is
likely to be just a negotiating position and one will see what remains in the
end. US stock market volatility should also calm.

It cannot be ruled out that the volatility on the stock markets could lead to
uncertainty among consumers and that consumer spending slows down,
temporarily. However, the growth rate of the US economy should be
restored since the underlying factors remain positive. The labor market
and the industry are developing very well and there is a massive fiscal
stimulus to come, in the form of tax cuts and higher expenditures.

We therefore stick to our yield forecasts. We are being helped in this by
the fact that we previously predicted a sideways movement up to midyear
after the rise in yields at the beginning of the year. Based on the current
level we therefore expect only moderate yield increases. The volatility
should stay high since the market is in a transition phase. Due to the
ongoing economic upswing the markets will have to learn again to cope
with a less accommodative monetary policy of central banks and
eventually with inflation risks. This means that the correct pricing of bonds
will become more difficult. In conclusion, we recognize the recent bond
price increases as an opportunity to take profits.
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Core inflation is expected to gradually

increase
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EZ - slightly higher inflation expected in March

Next week (April 4), a flash estimate of the Eurozone aggregate inflation
will be announced. In February, Eurozone headline inflation slightly
decreased to 1.2% yl/y, from 1.3% y/y in January. The decrease came
mostly from the weaker dynamics of food and energy prices. Core inflation
remained stable at 1.0% y/y.

We expect slightly higher headline inflation in March, at levels
around 1.3% y/y, partly due to better dynamics in food and energy prices
in the second half of the month. Core inflation should move closerto 1.1%
y/y. In general, we expect a gradual increase of core inflation in the
coming months, supported by a sound macroeconomic recovery in most
of the Eurozone countries. For the whole year 2018, we forecast average
headline inflation of 1.4%, dampened by the base effects of the increased
energy prices the year before.

Page 2



Erste Group Research
Week ahead | Macro, Fixed Income | Eurozone, USA
30 March 2018

Forex and government bond markets
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Economic calendar

Date Time Ctry Release Period Consens  Prior
30-Mar 8:45 FR CPl mVm Mar P 0.8% 1.1%
FR PPl yly Feb 1.5%)
FR Inflation y/y Mar P 1.4% 1.7%
11:00 IT Inflation y/y Mar P 0.8% 0.5%
IT CPl m/m Mar P 2.1% -0.5%
2-Apr 345 CN PMI Manufacturing Mar 51.6index 51.6 index
16:00 us PMI Manufacturing Mar 59.9 index 60.8 index
3-Apr 8:00 DE Retail Sales yly Feb 2.2% 2.3%,
9:500 FR PMI Manufacturing Mar F 53.6 index 53.6 index
9:45 IT PMI Manufacturing Mar 55.4index 56.8 index
9:55 DE PMI Manufacturing Mar F 58.4 index 58.4 index
10:00 EA PMI Manufacturing Mar F 56.7 index 56.6 index
4-Apr 11:00 EA Unempl. Rate Feb 8.5% 8.6%
14:15 us ADP Employment Mar 201.9thd 234.7 thd
16:00 us ISM Non-Manufacturing Mar 58.9 index 59.5 index
us Durable Goods Orders Feb F 3.1%,
5-Apr 11:00 EA Retail Sales yly Feb 2.3% 2.3%)
EA PPl yly Feb 1.5% 1.5%)
14:30 us Jobless Claims Mar 31 228.3thd 215.0thd
us Trade Balance Feb -56m -57m
6-Apr 8:00 DE Ind. Prod. yly Feb 0.2% -0.1%)
8:45 FR Trade Balance Feb -5157m -5560m
FR CA Balance (m) Feb -1643 m
14:30 us Wages yly Mar 2.7% 2.6%
us Unempl. Rate Mar 4.0% 4.1%
Us Chg. Non-Farm Payrolls Mar 190.3thd 313.0 thd

Source: Bloomberg, Erste Group Research
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FORECASTS")

GDP 2015 2016 2017 2018 2019
Eurozone 2.0 1.8 2.3 2.4 2.2
us 2.9 1.5 2.3 2.8 2.2
Inflation 2015 2016 2017 2018 2019
Eurozone 0.1 0.2 1.5 14 1.6
us 0.1 1.2 2.2 2.2 1.9
Interest rates current Jun.18 Sep.18 Dec.18 Mar.19
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 0.50 0.70 0.90 1.10 1.30
Swap 10Y 0.96 1.00 1.20 1.40 1.60
Interest rates current Jun.18 Sep.18 Dec.18 Mar.19
Fed Funds Target Rate* 1.68 1.88 213 213 2.38
3M Libor 2.31 2.20 240 240 2.70
US Govt. 10Y 2.74 3.00 3.10 3.20 3.30
EURUSD 1.23 1.15 1.14 1.13 1.16

*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.
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