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ECB — will markets be disappointed?

The ECB Governing Council's meeting on Thursday next week will receive
even more attention than developments in the United Kingdom (see article
below). The question is what measures will be taken to stimulate the
economy. We are assuming a package. The most likely measure is a
change in the guidance. The minimum period for unchanged or lower
interest rates should be significantly extended from the current mid-2020
level; twelve months seems realistic to us. The Governing Council could
also switch to a symmetrical inflation target. This would mean allowing a
period of overshooting after a period of inflation undershooting the inflation
target. This would allow the ECB to react later to the first signs of a rise in
inflation, which should dampen interest rate expectations. The second
measure with a high probability is to lower the deposit rate. We expect it to
be 10 basis points, so the interest rate should then be -0.5%. In addition, a
second higher deposit rate is likely to be agreed, at which banks can deposit
funds with the ECB up to a certain level. Finally, we also expect the
announcement of a new asset purchase program. Of all the measures,
however, the greatest uncertainty is about this. We expect a program that
will last at least one year and have a size of EUR 40bn monthly, with a
composition similar to previous programs.

The market reaction to these decisions could well be significant. In the run-
up to the meeting, the ECB gave hardly any indications as to which steps or
to what extent they could be expected. Uncertainty is correspondingly high.
The markets seem to expect a massive easing of monetary policy and for us
the risks of disappointment prevail. The consequence would be price losses
for government bonds.

Is Germany facing recession?

Germany's industrial production continued its weakness in July and, contrary
to market expectations, fell by 0.6% compared to the previous month. This is
a disappointment after production already fell by 1.1% in June compared to
May. However, this development is in line with the weak sentiment of
German industry, which dropped to a multi-year low in August. Germany's
industry continues to suffer from the global trade conflict, Brexit (exports to
the UK have been falling for two years), as well as deep structural problems
in the automotive industry (automobile production has collapsed by around
20%).

Due to this continued weakness in industry at the beginning of the third
guarter, we believe that the danger of a technical recession in Germany has
increased. Industrial production data for the Eurozone as a whole will be
published next week. We expect industry in France and Spain to perform
comparatively better. Based on our models, we expect stable GDP growth of
around +0.2% to +0.3% g/q for the Eurozone in the third quarter, thanks to a

Major Markets & Credit Research

Page 1



Erste Group Research

Week Ahead | Major Markets | Eurozone, USA

6. September 2019

sustained stable domestic economy, despite a possible recession in
Germany.

United Kingdom — markets awaiting further decisions

This week, the British Parliament managed to take control of the Brexit
procedure. The British prime minister is obliged, should there be no
agreement with the EU by October 19, or should Parliament agree to a hard
Brexit, to request a delay of three months (January 31, 2020) in the
withdrawal date in Brussels. The markets reacted to these events with relief.
Indeed, the clear opposition of MEPs to the Prime Minister’s line has
somewhat reduced the likelihood of hard Brexit. However, the outcome
remains completely open. Next week, there will already be another attempt
by the prime minister to trigger new elections. Should this happen and
elections take place before October 31, the door would be wide open for
hard Brexit, as Boris Johnson is currently far ahead in the polls. If not, the
government crisis will remain in any case. Boris Johnson has said that he
would “rather be dead in a ditch” than apply for an extension in Brussels. So
he will probably pull out all the stops to implement the October 31 departure
date. Furthermore, it is completely unclear how the EU will deal with the
situation. If, for example, new elections in the United Kingdom do not take
place until October 31, it remains to be seen whether an extension will be
approved. The prospect of a returning Prime Minister Johnson will cast
doubt on the usefulness of an extension.

We expect eventful weeks ahead, with ups downs for the outlook for Brexit.
This will be reflected in the corresponding volatility in the markets. The
outcome is highly uncertain. For us, the probability of hard Brexit continues
to predominate.

Forecast adjustment

We have made slight adjustments to our forecasts due to the further
deterioration of the environment. We now expect interest rates in the US to
be cut in October in addition to September. After that, we expect interest
rates to remain stable, which should disappoint the markets. We have
slightly lowered our yield forecast for Germany for next year. Details on our
outlook can be found in our current publication Interest Rate Outlook
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Economic calendar

Ctry Date Time Release Period Consens Prior
Eurozone
EA 6-Sep 11:00 GDP qg/q 2QF 0.2% 0.2%
EA 6-Sep 11:00 GDP yly 2QF 1.1% 1.1%
USA
6-Sep 14:30 Wages yly Aug 3.1% 3.2%
6-Sep 14:30 Unempl. Rate Aug 3.7% 3.7%
6-Sep 14:30 Chg. Non-Farm Payrolls Aug 162.1 Tsd  164.0 Tsd
12-Sep 14:30 Inflation y/y Aug 1.7% 1.8%
China
10-Sep 3:30 Inflation y/y Aug 2.6% 2.8%

Central bank events

Date Time Event
ECB
12-Sep 13:45 ECB Council decision on monetary policy
12-Sep 14:30 Mario Draghi, press conference
Fed
6-Sep 18:30 Jerome Powell, Discussion Economic Outlook and Monetary Policy

Source: Bloomberg, Central Banks, Erste Group Research
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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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Forecasts?

GDP 2017 2018 2019 2020

Eurozone 2,4 1,8 11 1,0

us 2,3 2,9 2,3 2,1

Inflation 2017 2018 2019 2020

Eurozone 15 1,7 1,3 15

us 2,2 2,4 1,8 2,0

Interest rates current Dec.19 Mar.20 Jun.20 Sep.20
ECB MRR 0,00 0,00 0,00 0,00 0,00
3M Euribor -0,44 -0,50 -0,50 -0,50 -0,50
Germany Govt. 10Y -0,59 -0,40 -0,40 -0,40 -0,20
Swap 10Y -0,16 -0,10 -0,10 -0,10 0,10
Interest rates current Dec.19 Mar.20 Jun.20 Sep.20
Fed Funds Target Rate* 2,13 1,63 | 1,63 1,63 1,63
3M Libor 2,11 1,80 | 1,80 1,80 1,80
US Govt. 10Y 1,57 1,80 ! 2,00 2,00 2,10
EURUSD 1,10 1,10 1,12 1,15 1,15

*Mid of target range

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

Source: Bloomberg, 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 Angencies
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.

© Erste Group Bank AG 2019. 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.erstegroup.com

Major Markets & Credit Research Page 7


http://www.erstegroup.com/

