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WEEK AHEAD | SENTIMENT, EUROZONE | US ECONOMY

When will sentiment turn in the Eurozone?
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EZ - continued subdued sentiment expected for November

Next week (November 23), a flash estimate of PMI data in the Eurozone will be
published. In October, sentiment among service providers fell back to the level
of August, indicating stagnation at a low level. The sentiment of manufacturing
managers also fell slightly compared to the previous month, and here, too,
there is evidence of stagnation at a low level.

We do not expect any immediate improvement in sentiment in November, as
European industry in particular is suffering massively from a decline in
production. According to the survey, new orders as well as outstanding orders
have been declining for months. It remains to be seen whether the surveys at
the country level will at least show changes in expectations for business
development, as Germany announced a major relief package for its
beleaguered industry last week. No improvement is expected for service
providers, either. Here, too, the volume of new orders is declining and,
according to the survey, demand is now also falling noticeably among
customers abroad. As a result, only existing orders are being consistently
processed. We do not expect to see a slight increase in growth momentum in
the Eurozone until the first half of 2024 and therefore a slight improvement in
sentiment among companies in the Eurozone.

US economy benefits from high government spending

The first estimate for GDP growth in the US in the third quarter surprised even
the already high expectations. A q/q growth rate of 1.2% was reported, more
than double that of the previous quarter. This growth rate would be high by
itself, but what is surprising is that the massive rise in interest rates since
2022 still had no overall effect. The US economy is very likely to grow even
fasterin 2023 than in 2022.

The structure of GDP in the third quarter shows that the change in inventories,
which is a volatile variable and hardly an indication of the strength of demand,
made a significant contribution. However, the key drivers of growth were
private consumption and government spending. The question now is where
the strength of these components comes from and therefore how long it will
continue. Higher public spending is relatively easy to explain, as it is based on
corresponding political decisions and thus the willingness to allow the public
budget deficit to swell massively compared to the previous year.

It is more difficult to pinpoint the causes of the persistently high level of
private consumer spending. Until recently, private households had suffered a
significant loss of purchasing power in real terms, due to the sharp rise in
inflation. Added to this was the rise in interest rates on loans. On the other
hand, the labor market remained robust, even though a slowdown has been
evident for several months. Allin all, these factors make it difficult to explain
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the strong growth in consumer spending that has continued throughout the
year. It is therefore likely that savings accumulated during the pandemic,
which were due not least to generous payments from the public sector, are
supporting private consumption.

We continue to expect the US economy to weaken in the future, as the
aforementioned supportive factors should fade. At present, it does not look as
if the public budget deficit will increase next year and therefore no further
support for the economy is to be expected from this side. The current support
for private consumption through the consumption of savings, as indicated by a
very low savings rate, should also be exhausted. Current savings have been
below trend for several quarters, indicating consumption of savings
accumulated during the Covid pandemic. We estimate that these will be

exhausted early next year, which should also slow the momentum of private
consumer spending.
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Period Consens Prior
Nov P 43.1 Index
Nov P 40.8 Index
3QF -0.3%
Nov 86.9 Index
Nov P 42.8 Index
Location
CEBRA

German Ministry of Finance
University Wirzburg

ECB

Porto Business School

Fundacio Internacional Olof Palme

US Fed
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Eurozone spreads vs. Germany
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Forecasts

GDP 2022 2023 2024 2025
Eurozone 35 0.5 0.9 1.3

us 2.1 23 1 12 7 1.8

Inflation 2022 2023 2024 2025
Eurozone 8.4 5.7 3.0 2.1

us 8.0 4.1 25 2.0

Interest rates current Dec.23 Mar.24 Jun.24 Sep.24
ECB MRR 4.50 4.50 4.50 4.25 4.00
ECB Deposit Rate 4.00 4.00 4.00 3.75 3.50
3M Euribor 4.00 3.99 4.02 3.79 3.57
Germany Govt. 10Y 2.56 2.60 2.40 2.40 2.40
Swap 10Y 3.05 3.10 2.90 2.90 2.90
Interest rates current Dec.23 Mar.24 Jun.24 Sep.24
Fed Funds Target Rate* 5.33 5.38 5.38 5.13 4.63
3M Libor 5.63 5.63 5.63 5.21 4.71
US Govt. 10Y 4.43 4.50 4.10 3.80 3.70
EURUSD 1.08 1.08 1.12 1.15 1.16

*Mid of target range

Note: If the forecasts have been changed from the previous week, the arrows indicate the direction.
Source: Market data provider, Erste Group Research

" By regulations we are obliged to issue the following statement: Forecasts are no 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 expres sed
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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