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| Overview A
Macro Picture Policy Outlook m

A USA Growth expected to be supported by looser fiscal policy, A USATwo more Fedate hikesby end2017, with a passive

robust private consumption and a cyclical recovery in inventories :
balance sheet reduction towards yeand

A EA Steady pace of growth, with soft data shrugging off political
yP g dging o p A EA:Changes in ECB forward guidance to shift market focus to

uncertainty .
future exit strategy

A UK:Growth loses momentum mainly due to theegative effects of
{ g A JapanBoJon hold amid subdued inflationary pressures

the fall in sterling and rising inflation on househsfgending

A UK:BOE to retain a slight hawkish stance but likely to
A Japan External demand &iscalpolicy support growth Summary
Global economic recovery is still
on track, but inflation pressures
have beerreceding Political
jitters in Europe come to the fore
again, with the biggest concern
being Italy. Political woes over the
US administration spark investor
concerns about possible
delay/cancellation of certain
campaign promises

stay put against a backdrop of a slowing economy,
A EM:Growth pickup, especially latAmas . . 31
loomingBrexitnegotiations
Brazil emergesut of recession 133! _
: _ A CESEEimited room for further monetary easing,
A CESEHRhe region appears to be in the

_ ] more growth supportive fiscal policy
bestshape in the post Lehman period

Markets
A FX EUR well supported post French elections.

Key Risks
A Trump disappointment¢ NHzY LJQ&a FA a Ol f

short ofexpectations

favor further upside towards 1.15 to 1.16 area before &
deeper correction takes place.

A Government bondsUSTs, Bunds to remain range bound at current A US aggressive trade protectionisrfirade& currency war
levels until the reflation trade gains momentum again. We favor selling likely, jeopardizing anemic glokshde and, hence, weighing on
the rallies. the globalgrowth momentum

A EM:Performed well in a low volatility environment and global A RenewedEU political risksEarly elections in Italy and Austria,

fundamentals remain supportive. We favour taking profit on long held populist parties join coalition government

external debt positions. : ]
seet 3 _ _ _ A UK:Inconclusive outcome of the Jun® 8eneralelections. The
A Credit: Tight spreads and low yields signal for caution ahead, but YTD

Conservative Party wirut failsto secure a majority in

A Commodities:\We remain bullish commodities and in particular energy parliament; significand Y'LJ Od 2y U0KS 3J2@0SN
and base metals negotiating position
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performance has been stellar against our original view.



Macro Views @m

World The positive global growth momentum remainson track, amid a cyclicalrecoveryin manufacturingand trade. Emergingmarket and developingeconomiesshould

Economic

continue benefitting from highercommodityprices,while Chinesegrowth seemsto havestabilized Foradvancedeconomiesprojected2017growth in the USreflects
the anticipatedfiscal policy easing,while the outlook in Europeand Japanhasalsoimprovedon the backof the globalrecoveryin manufacturingand trade. Overall,

Outlook globalGDRyrowth is expectedto accelerateto c. 3.5%in 2017from 3.1%in 2016
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With another weakerthan-expectedQ1 growth behind us, real economicactivity is expectedto accelerateto 2.2% in 2017 from
1.6%in 2016 boostedby solidconsumerfundamentalsanda more robustexpansionin businesdixedinvestment Leadingndicators
suggesthat firms planto increasecapexin the future, while spendingin the energysectoris finally bouncingbackin line with the oil
price uptrend over the past year. A looser fiscal policy stanceand a cyclicalrecoveryin inventory accumulationalso constitute
supportivefactorsfor real GDPgrowth.

Recentleadingindicatorshave beenrelatively strong, suggestinghat householdsand companieshave so far shruggedoff political
uncertainty. Modest economicrecoverywith a growth rate of around 1.7% is expectedto continue over the next couple of years,
supportedby a modestly expansionaryfiscal policy. The strength of private consumption,the main driver of GDPgrowth, will be
largelydependenton the extent to which the negativeimpact of rising priceson real disposableincomewill be offset by a further
improvementin labor marketconditions

Peripheryeuro area economiesretained a positive momentumin Q1 2017. Privateconsumptionremainedamongthe key growth
driverswhile soft and hard data pertainingto the first two monthsof Q2 2017 suggesthat the improvingeconomicmomentumhas
remained intact. Portugal was again among the main outperformer mainly supported by increasedinvestment and a positive
contributionfrom the externalsector. Onthe flipside, Greeceand Italy were the mainlaggards

Export volumes and industrial activity have been boosted by a steady upward trend in the global manufacturingsector, while
domesticdemandhasremainedsubdued Lookingahead weakwagegrowth and unfavorabledemographiaynamicsshouldentail a
modest private consumption growth, with the S O 2 y 2 M@r@rtum expected to be underpinned by external trade and
expansionaryiscalpolicy. RealGDRgrowth is expectedio acceleratemarginallyto 1.2%in 2017from 1.0%in 2016

In China,hard landing concernshave been largely mitigated, with economicactivity likely to slow down only modestly this year.

Among commodity exporters,the Russianeconomyhas returned to positive growth readingssince Q416 following two yearsin

recessioramid higherglobaloil pricesand strengtheningdomesticdemand Brazilis expectedto alsoreturn to positivegrowth rates
after a 2-yearrecessionas export receiptsimprove, but recoveryis expectedto be gradualwith main supportersbeing monetary
policy relaxation and further reform progress,while domestic political uncertainty posesa key risk to the O 2 dzy @ddEoRia
rebound Despitedownward revisionsin recent forecasts,L Yy’ R fe&l QEPgrowth is anticipatedto remain robust in 2017, with

structuralreformsandfavorabledemographic$o provideeconomidmpetusin the mediumterm.

From a growth point of view, the economiesof our focus (Bulgaria,Romania,Cyprus,and Serbia)and the broader CESEEegion
appear to be in the best shapein the postLehmanperiod. Growth dynamicsare broadly driven by the improving private
consumption Consumetrelated indicatorsare still on an improvingtrend as consumerscontinueto benefit from rising sentiment,
improvedrealwagesfirmer labor markets,recordlow interestrates.
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Theme

Implications

Global economic recovery
still on track

Political turbulence around US
President Donald Trump policies

' vOSNIiF AyGe 2@SI
ability to deliver a landslide victory
in the June & snap election
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After aweakpatchin 201516, a cyclicalrecoveryin manufacturingandtrade is under way, supportedpartially by
areboundin commodityprices Gobal manufacturingconfidenceis buckingthe upwardtrend, amid a stabilization
in manufacturingconfidencein the USand Chinacoupledwith a notableimprovementin the euro areaPMIswhich
standat nearly sixyear highs Globalgrowth hasacceleratedacrossa wide rangeof economies In the US after a
markedweaknessn the first quarter, real economicactivity is reboundingmarkedlyin Q2. Furthermore,Japan
reported its fifth consecutivequarter of growth, the longestrising streakin 11 years,while euro area activity
indicatorshavecontinuedto moveon the positiveside

Recentpolitical developmentsconcerningallegationsthat US PresidentDonald Trump tried to interfere with a
federalinvestigationand discussectlassifiednational securityinformation with the RussiarForeignMinister have
increasedworries over his ability to pushthrough a string of major campaignpromises,includingtax reform and
infrastructurespendingplans Addingto this, marketfocushasturnedto the riskof the USPresidentbe impeached
shouldthat allegationsare verified. Meanwhile,USI R Y A y A & firgNfullibidgeyprienvisioneda $3.6 trillion
cut in governmentspendingover the next 10 years,with the biggestsavingomingfrom Medicaidhealthcareand
food assistancegrogramsfor the poor. Concerninghe proposedtax cuts, USTreasurySecretaryStevenMnuchin
notedthat he hopesto gettax reform passedhisyear,but it couldbe rather difficult to happenbefore August

Recentpolls suggesthat the ConservativePartyis likely to securea biggermajority than 17 it currently enjoysin
the 650-seat parliamentin the June8™ snapelectionsbut its sizeis likely to be lessthan 100+ predicted when
elections were called Undoubtedly,the outcome of the general electionsis likely to have an effect on the
upcomingBrexit negotiations An increasedmajority for the Conservativeparty would meana strongermandate
for UKPM TheresaMay allowingthe governmentto pressaheadwith its Brexitplans Onthe flipside,a Labourwin
or a hung parliament,would increaseconcernsabout whether a deal with the EUcould be reachedin a smooth
way andwithin the two yearsperiod envisagedy Article 50.
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Thedefeat of far-right Norbert| 2 T $oNtedAustrianpresidencylate last year, the defeat of EuroscepticGeert
2 A f RPS/Mitliz Netherlandsin the generalelectionin Marchand Emmanuel I O NRicfofyéver Marine Le
Penin the Frenchpresidentialelection more than a month ago, easedconcernsabout political risksin Europe
However, political jitters cameto the fore againover the last couple of weeksamid concernsthat Eurosceptic
parties may have another chanceof forming a governmentalin Italy or/and Austria Expectationsfor a snap
electionin Italy this autumn haveincreasedsignificantlywhile the collapseof the grandcoalitionin Austriaopened
the wayfor anearlyelectionin October

Italy: The likelihood of early electionsthis autumng before the budget seasoncommencesn mid-October has
recently increased,as the four major political parties reachedan agreementon reforming the voting system,
similar to a Germanstyle proportional representation electoral law. Againsta backgroundof poor economic
performance high sovereigndebt levelsand persistentproblemsin the Italianfinancialsector,recentpollssuggest
that the likelihood of euro-scepticparties (5SMand the Northern League)oining forcesand securingan outright
majority, at leastin the lower house,cannotbe ruled out completely

Austria: Austriawill hold a generalelection on October 15" after & 3 NJO¥ R f étvieenytentreleft Social
Democratg SPORandthe centrerightt S 2 LEa$y@&P)collapsed Foreignminister SebastiarkKurzwho run on
the promiseof terminatingthe O 2 I f Aadrdethgh@rid pledginga snapelection, was elected asthe new OPV
leader,replacingReinholdMitterlehner who resignedafter monthsof in-fightingwithin the party. Admittedly, Kurz
is widely seenasthe besthopein revivingOVPfortuneswith somerecentopinion pollssuggestinghat, under his
leadership, the conservative party would jump from third to first in the next general elections ! dza G NJA | ¢
parliamentaryelectionsare held undera proportionalsystem,encouragingoalitiongovernments Assuch,a strike
betweenat leasttwo of the three major parties SPOOPVand populist right-wing FPOwill be unavoidablewhile
Kurz who takesa tough stanceon immigration, hasalreadyleft he door openfor a postelection coalition with
FPO

Political risk in the euro area come
to the fore again

Speakingefore the EUParliament,ECBPresidentMario Draghireiterated that while downsiderisksfor the euro

area economyare diminishing,the Committee is convincedthat an extraordinaryamount of monetary policy

stimulusis still neededfor inflation to return to levelscloseto the 9 / . 2M% mediumterm target. By doing so,

L ox qom x L ok L . Mario,Draghidownplayedspeculationthat the ECBwill start discussinguinwindingits bond-purchaseprogramany

SCIEI 6 o S F oy d Al § g tﬁ‘ng s}\ocﬁ%tgan%v iIe,th% r%cenefa%pry\ref:izgltionof the euro doesnot bode well for the inflation target Final April
inflation data point to a continuationof the moderate underlyinginflation recoveryover the mediumterm. All in

all, we do not expectany significantchangein the forward guidanceat JuneECBmeeting so asto preventan

unwarrantedtightening of financialconditions Insteadv,the ECEcouIQCrJangeits growth outlook highlightingthat

Eurobank June 2017 the risksto growth arelargelybalancednsteadd ittt R2 gy @ A RS €

warranted
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Theme

Consumptiondriven growth across
the region

Challenging policymaking outlook

Inflation pressures building up, but
monetary policies to remain
accommodative this year

Heavy regionapolitical calendar
behind - European political events
had no meaningful impact so far
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Implications

From a growth point of view, the economiesof our focus (Bulgaria,Romania,Cyprus,and Serbia)and the broader
CESEEegionappearto be in the best shapein the postLehmanperiod. Growth dynamicsare broadly driven by the
improving private consumption,assistedby the recoveryof EUfundsrelated investmentsmirroring the beginningof
the new programmingperiod plusthe satisfactorygrowth performanceof the EA keytrade partner and capitalflows
generatorfor the broaderregion Consumerelatedindicatorsare still on animprovingtrend asconsumersontinueto
benefitfrom risingsentiment,improvedreal wages firmer labor markets,recordlow interestrates.

Theoutlook looks mare challengingfrom a policymakingpoint of view, aslax monetary policiesfrom both major and
regionalcentral banksmay have alreadybottomed-out, the Fedtightening cyclehaskickedoff for about a year now
and energy prices have embarkedon a normalizationcourse Moreover, fiscal policy is now expectedto be more
growth supportivegiventhe i | NIEb@etashi2vemenbf the past year in some cases(Bulgaria,Serbiaand Cyprus)
whichallowsmore flexibilityin 2017, or the expansionaryoliciesfollowedstretchingd dzR Ic&aéty@PRomania)

This@ S | hedpineinflation data acrossthe region hasboth exceededexpectationsand reachedmulti-month highs,
reflectingthe passthrough of risingworld commaodity prices,baseeffects and rising price pressuregglobally Adverse
weather conditionsearlierin 2017 alsoappearedto inflate CPIreadingsin severalcases To this end localyieldshave
mostly moved higher so far this year. Despitethis up-move in CPIsand yieldsalike, the waningimpact of temporary
inflationary factors may keep CPIreadingswithin targetsin the comingmonths, still allowing local Central Banksto
maintainan accommodativestanceanddelaythe tighteningprocesdurther.

Theregionhasleft behinda heavypolitical calendarin Q1-2017: snapparliamentaryelectionsin Bulgariain late March,
political upheavalin Romaniain February presidentialelectionsin Serbiain early April. A seriesof key political events
in Europethis year, mostly concentratedin the first half, had no meaningfulimpacton the NS 3 AgPowitRgtospects
and assetperformanceso far (Brexit, electionsin Netherlands,France Germany) Geopoliticaltensionsin the Middle
East,and potential noisein the Balkange.g. relatedto the Kosovaissue)or frictions due to the ongoingrefugeecrisis
areamongother possiblerisksources
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Country

Bulgaria
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Romania
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CESEE Markets DevelopmegtOutiook

A Domestic equities have staged a strong rally in recent months, trailing gains in major global bourses. The
mitigation of political uncertainty, improving domestic macroeconomic fundamentals and upbeat corporate
SENYyAy3a NBadzZ 64 KIF@S LWMzaAaKSR GKS YFIAYy {hCL- AYyRSE
year highs hit in early May

A Despite an ugick over the last month or so, in view of rising inflation pressures, local currency government bond
yields remain near recent lows reached over recent months, thanks to relatively scarce supply and an improving
fiscal position

A Divergentviews of the ratings agencies on the sovereign rating of Cyprus. Currently, the distance from investment
grade ranges from one to four notches.

A The real estates prices trajectory and transactions in combination with other high frequency data from the
construction industry point to further stabilization in the property market

A Cooperativesbank to be listed in the Cyprus Stock Exchange

A Domestic markets seem not pay attention to the IMF and EU Commission assessments of elevated fiscal risks.
Appetite for local bonds in auctions remained strong and yields were trending lower in May.

ANBR continues to be on a waihd-see mode, looking for the right timing to increase the interest rate corridor.

AEUR/RON haseen testing the 4.5%vel in the past month. Risks skewed to the upside

AEUR/RSD recently breached a strong support level of 123.0 established over the past twelve months, on the back
of persistent selling pressure of hard currency, mainly due to large loan disbursements that were scheduled for
the end of the month. The National bank of Serbia intervened in the FX market, but total purchases in the amount
of EUR120mn were enough just to avert sharp-dag rises of the dinar. Consequently, further decline down to
122.0 could be expected in June.

ANBS kept its policy rate unchanged, at 4.00% at its meeting held in May. In making that decision, NBS was guided
by the effects of past rate cuts, as well as the fact that, since the start of the year, inflation has returned witt
target tolerance band of g&1.5% and it is expected to continue moving within the band in the next two years.
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EUR/USBThepositiveoutcomeof the Frenchelectionsled to quickrelief rally up to 1.1270followed by a collapsein volatility to levelsnot seenfor
the last 3 years Thepair hasnow pausedaheadof the JuneECBmeetingbut the fundamentaland technicalpicture remainsconstructive Shouldit
manageto breakthe significantresistancdevelsof 1.1300¢ 1.1400 a new leg highercandevelopwhich canleadusto 1.1500to 1.1600areain the
immediatefuture.

USD/JPYDespitethe favourablerisk environmentand the collapsein volatility, USD/JP¥ still strugglingcloserto the bottom of this@ S | tidaing
range Thedominantfactor hasbeenthe underperformingUSyieldsandthe rangeof 110- 113isexpectedto hold in the immediatefuture.
GBP/USDDespitethe political noiseand uncertaintiesGBP/USDnanagedo reachthe 1.30 handlemainlydueto USDweaknesgshan GBPstrength
TheBrexitprocesss expectedto be longand uncertain,putting a lid on significantGBPappreciation However,asfurther USDweaknessannotbe
ruled out, we might seeGBP/USDbreakinghigherandabovethe 1.30 level

US Thepossibilityof impeachmenthaspushedthe breakson the much anticipatedtax reforms and pro-growth agenda USyieldshavefallen with
the curveflatter asa Junehikeislargelypricedin but weakinflation numbersand a reducedterm premiumhavefailedto supporta selloffin longer
tenors Risingyieldsremainsthe path of least resistancewith the 10y USTtrading in a range between 2.10% and 2.35% and a cleanbreak above
2.46%neededto seearesumptionof the upwardtrajectory. Sayinghat, a fragile political environmentlookssetto staydrivingusto reviseour view
to amore gradualpath of risingratesanda 10y USTapproaching?.70% by yearend, with the current marketimplied forward at 2.36%

EU ECBQEtapering talk provided mild supportto EURrates despite the Fed driven impetus fading Consensuss that the ECBwill make the
announcementn its Septembemeeting Thisshould steepenthe short end of the curve with the 5y underperforming Continuedbuyinginterest
from pensionfunds and insurancecompaniesshould exert flattening pressureon the long end asyieldsrise, driving 10s/30s lower. For now we
expect10 and 30 year EURratesto reducetheir differencewith the equivalentUSD Bundyields havetested 0.40% multiple times failing to hold
above We expectan eventual breakhigherthat will openthe way for a move towards0.59%/0.62% ltalian jitters, Greeceuncertaintyand Trump
politicspresentdownsideriskto our view for ayearend closetowards0.70% (currentmarketimplied forward is at 0.54%).

EM externaldebt hascontinuedto act asa safehaven,so far this year. Theprofit takingwe were expectingat the end of the first quarter did not
materializeand spreadshave remainedstableif not rallied as globalfundamentalscontinue to improve We are inclinedto take profit at current
levelsandwait for better entry levels ldiosyncratiaiskswill remaina keydriver for nameselectionandtacticalentry points.

Performancehasbeen stellarto saythe least, giventhe tight starting point at the beginningof the year with subordinateddebt (corporatesand
financials)and HY outperforming Curvewise the long end (10yr+) hasamassedhe best total return so far this year. Risingratesin the USand
tapering discussionin Europe make us cautious on corporate credit at current levels as we believe there is little spacefor further spread
compression

We maintainour viewthat commoditiesare bottoming out. Mediumterm WTlselloffs remaina buy with a viewto breakon the upsideof the recent
range Industrial metalswill seeincreaseddemandas global growth picksup and the reflation trade gets backon track. Overallenergyand base
metalsshouldperform well in arisingratesenvironment Preciousmetalson the other hand,in the absenceof any risk off events,shouldseelower
pricesfrom currentlevels
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USA: political uncertainty weighs on US economic outlook

Q1 softness partly on residual seasonality
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Export growth still a headwind for growth, while import
growth bodes well for private consumption
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LatestEconomicDevelopments

Accordingo the second. 9 ! eStitnate,real GDPgrowth deceleratedto 1.2%QoQsaarin Q1 2017from 2.1%
in Q4 2016 mainlyon the backweakerconsumerspendingwhichrose merely 0.6%6QoQfrom 3.5%Q0Qin the
prior quarter. Althoughmuchof the Q1 slowingwasdue to winter storm Stellaand the timing of the Easter
holiday, the SanFranciscoFed has stated that there is significantresidual seasonalityin the . 9 ! GD&®
estimatesthat tendsto leadto weak Q1 readingsoverthe lastfive years Neverthelessbusinessnvestment
reboundedas equipmentspendinggrew 7.2%0QoQsaat its best performancein 1.5 years,after averaginga
mere0.1%in 2015and 2016 Addingto this, businessstructuresincreasecat their fastestpacesinceQ1 2014
(+28.4%0Q0Qsaal), takingadvantageof higherenergyprices Residentialnvestmentalsoreported a hefty rise
of 13.8%QoQsaar, havingits best quarter of growth sinceQ2 2015 Recentstrongreadingson Universityof
Michiganconsumersentiment for May, aswell asretail salesandindustrialproductionfor April, suggesthat
real economicactivity will reboundin Q2 from Q1. However,the externalsectorshouldcontinueactingasa
drag,giventhe recentsoftnessin exportgrowth.

CentralBankWatch

At its May monetary policy meeting the Fed acknowledgedthat labor market conditions have improved
further despite growth deceleration in Q1 which was characterized as temporary, given that the
fundamentalsunderpinningprivate consumptionand disposableincomegrowth remainsolid. Addingto this,
the Fedrevisedupwardlyits assessmenon businessnvestmentwhile & Y 2 13IGNIi A Qriewdt tifelieent
fall in March core prices as & LINJA YréfldsHingy ansitory T | O (i Bighligttiag that inflation has been
runningcloseto the / 2 Y Y A (i2iD% 18n@ekterm target on a 12-month basis FedFundsfutures currently
point to two more 25bpsrate increasesn 2017, in Juneand Decembe~OMQmeetingsthat are accompanied
by the updated Summaryof C § FEGoiomidProjectionswith the target rangereachingl.25-1.50% by year
end. In our view, the softnessin May employmentgrowth shouldnot preventthe Fedfrom a Junerate hike.
Theannouncementfor the beginningof a gradualphasingout the reinvestments of its balancesheetwill
likely cometowardsyearend, possiblyin December Fedofficialshavehinted their desireto move passively
to a balancesheetreduction (via phasingout reinvestments vs sellingoutright a portion of C § Fh@dings),
usingthe fed fundsrate asthe primarytool for changesn monetarypolicy. The minutesof the May FOMC
meeting stated that the Committeeis likely to & LINR &ii#itioi$al details about the operational plan to
reducethe Federalw S & S @ 8iteaholdingsover (i A Yr&latively soon, so the said information could
possiblycomeeither in the pressconferenceor in the minutesof the JuneFOMQmeeting

Risks

Recentdevelopmentsin the US political scene,including the impending public testimony of sackedFBI
director JamesComey the appointmentof a SpecialProsecutorand accusationghat USPresidentDonald

Trump revealed classified information to the Russians,have increased the pressure on ¢ NXzY LJG

administration and sparkedinvestor concernsfor possibledelay/cancelationin the legislative processof
campaigrpromiseson fiscalpolicy,particularlytax reform.
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Euro area: despite political uncertainty, economic expansion

continues in early months of 2017

Soft data point to upward growth momentum
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LatestEconomicDevelopments

EuroareaGDPgrowth increasedby 0.5%Q0Qin Q1 2017, unchangedccomparedto Q4 16. Growth has
likely been driven by solid private consumptiongrowth, followed by a positive contribution from
businessinvestmentas well. Forwardlookingindicatorspoint to a sustainedpositive momentumin
real economicactivity in the monthsahead,with the flashMay PMIcompositeindexstandingat a six
year high of 56.8. In Germany,the upside surpriseto 57.3 from 56.7 in April was driven by the
strongestmanufacturingreadingin sixyears,coupledwith a surgein Ifo businessclimate indexto its
highestlevelsincethe 1970s. ThePMIlindexsurprisedto the upsidein Franceaswell, mainlydueto a
jump in the servicessector after the marketfriendly Presidentialelection results Although political
uncertaintyin Europeis far from over, it hassomewhateasedafter Emanuela | O NRigfofydn the
Frenchpresidentialelections failingto haveanymeaningfuladverseeffect on investorsconfidence
CentralBankWatch
Theaccountsof the April monetary policy meetinghighlightedthat downsiderisksto growth are less
prominent becauseof improved domestic factors, expectingthe gradualrecoveryto continue and
inflation to proceedfurther on its path towardsthe D/ €aget Meanwhilg 9 / . B@ribit Coeuresaid
at a conferencein Paristhat the ECBis not about to change policy exit sequencingfrom that
communicatedpreviouslyandthat the ECBvould start hikinginterestratesd ¢ $éyéndthe K 2 NA |
of assetpurchases Furthermore,ECBPresidentMario Draghidownplayedspeculationthat the ECB
(WiK s&rt diq&@sim\lﬁNindlng@[bo}\d—gﬁrchase program anytime soon, highlighting that an
extraordinaryamount of monetary policy stimulusis still neededfor inflation to return to levelsclose
to the 9 / . 2D% mediumterm target We do not expect any significantchangein the forward
guidanceat the Junemeetingto preventan unwarrantedtighteningof financialconditions,giventhat
the recenteuro appreciationdoesnot bodewell for the inflation target. Instead,the ECB:ouldchange
its economiagrowth outlook highlightingthat risksarelargelybalancednsteadd Gttt R2 6y & A R S
Risks
Euro area economy continuesto be characterizedby heterogeneityin terms of growth, with the
biggestconcernbeing Italy. Unlike Spain,it hasyet not recoveredfrom the financialand sovereign
debt crisis,with persistentweaknessn its bankingsectorand lack of structural reforms entailingthe
risk of a burst of sovereigncrisis On the external front, market worries over the US political
developmentsaswell asthe scaleand the timing of Donald¢ NXzYprd@i&edfiscalstimulusremain
highly linked to the global outlook and, consequently,the prospectsof the euro area economy

Meanwhile,the uncertaintysurroundingthe processf the UKleavingthe EUposesa downsiderisk to
the UKandto alesserdegreeto the euroareaeconomies

B urobank
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Italy: Uncertainty dominates across the political spectrum

Negative real wages erode purchasing power,
: denting private consumption outlook LatestEconomicDevelopments
In line with expectations,real GDPincreasedmodestly by 0.294Q0Qin Q1 2017, underperforming
most of euro zonememberstates,the samemoderaterate asin Q4 2016 Ona YoYbasis,real GDP |
growth slowedto 0.8%from 1.0%in Q4 2016 whichwasthe strongestannualrate of growth since |
2011 Domesticdemandwasthe maindriver of growth, while net trade actedasa dragon activity.
Meanwhile, from a value added standpoint, servicesand agriculture contributed positively, while
] industry contracted Overall, hard economicdata have so far failed to mirror the same buoyant
. picture that leadingindicatorsreflect. In more detail, Markit/ADACBusinesg\ctivity Index(PMI)for
1 servicessoaredto aten-yearhigh of 56.2 in Aprilfrom 52.9 in March, while the respectiveindexfor
the manufacturingsector surgedto a sixyear high of 56.2 from 55.7 in March Accordingto the
government,real GDPgrowth is projectedat 1.1%in 2017, up slightly from 0.9%in 2016 leaving
Italy amongthe euro zoneeconomieswith the mostunsatisfactoryperformance
Italian politics
Real hourly earnings YoY% Probability of snap general elections in Italy has increased substantially lately, following the
unexpectedconvergenceof the four major political parties on reformingL G I viotéh@sgistem The
DemocraticParty (PD)submittedits proposalfor a new electorallaw on 31 May, havingensuredan
agreementwith Forzaltalia (FI),the anti-establishmentFiveStarMovement(5SM)andthe Northern
League The proposedlaw is basedon the current Germanelectoral pure proportional system,
underwhich political partiesrunningon their own must reacha 5% minimumthresholdrequiredto
makeit to Parliament Lookingahead,market focuscentreson the discussioron the new electoral
law by the lower chamberandthe senateon June6 and by July7, respectively Giventhat reforming
12 1 the electoral law was the only necessarycondition for early elections, Presidentof the Republic
11 $ SergioMattarellais likely to dissolvethe parliamentand call snapelections,to be heldin the second
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half of Septemberat the earliest Holdingelectionsbefore FY2018budgetseasonof 20 October31
December,when Italy should approvefiscal policy tightening measuresto comply with EUrules,
would allow the PDto avoid the potential electoral costs of engagingto a contractionaryfiscal
policy.

Risks

i Political uncertainty is expectedto remain elevated in the coming months, while the sluggish
adjustmentin L { | Harkifgsectorrepresentsdownsiderisksto the O 2 dzy’ dulddlO@iventhat
Italian potential GDPgrowth is estimatednear zero, any deterioration in real economicactivity or
any QEtaperingby the ECRould raisemarketconcernsabout the sustainabilityof L i | HigBd@kt.
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Spain:Q1GDP growth continued to outperform euro area averag

Real GDP growth & contributor€oQ%)

LatestEconomidDevelopments

=== Imports of goods and services SpanistQ1 2017GDPRsurprisedpositivelyacceleratingat 0.8%Q0Qfrom 0.796Q0Qin Q4 2016, exceeding
12.0 mmmmm Exports of goods and services the euro area averagefor the 12" consecutivequarter. In spite of rapidly rising inflation (from an
10.0 mmmmm Gross fixed capital formation average-0.3%YoYin 2016 HICPpeakedat a five-year high of 3.0%YoYin Februarybefore falling to
mmmmm Household and NPISH final consumption expenditure 1.9%yoYin the following month) private consumptionremainedthe main growth driver, supportedby
8.0 solid employment growth, stronger credit to householdsand a significantimprovementin consumer
confidence Theunemploymentrate stood at 18.8%in Q1 2017, closeto a sevenyear low of 18.9%in
6.0 the prior quarter, albeit still more than doublethan that of 2007, while employmentgrowth rosecloseto
4.0 its highestin more than six years Fromthe expenditureapproach,investmentgrowth recordedin Q1
the highestprint in three years Net exportshad a positivegrowth contribution and generalgovernment
2.0 H consumptiongrowth posted a positive figure after a declinein Q4 2016 Forthe full year2017,{ LJ- A y Qa
0.0 "i real GDPgrowth is expectedto slowfrom 3.2%lastyearto 2.8% albeit still higherthan a projected1.7%
averagefor the euroarea Privateconsumptionis expectedto remainthe main growth driver but to slow
-2.0 n down as job creation will likely ease and the positive effect of temporary factors that supported
householddisposabléncomegainsin recentyears,suchasa declinein oil pricesand reducedincometax
-4.0 oA N O S AN M AN M AN ®m S A ratesfor 2015& 2016 are seengraduallywaning,while substantiallyhigher headlineinflation than last
9 9 g g 9 g 9 9; 8 9 8 9 8 8 8 8 ,Q yearwill probablydentK 2 dza S fichaRiagdwer.
e e b R = = D e e b e = = e = e L |
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Challengedor Marianow |- 2 Zné@ity government
PM and leader of governingt S 2 LJPaBtgXEP)Mariano Rajoywill undergoa no-confidencevote on

Oplnlon pO”S since June 2016 general election June 13 tabled by the left-wing Podemosparty amid a number of corruption scandalsnvolving PPin

(avg_ popularity rate) recent years (tﬂKz R § YieadeiPablo Iglesiascharacterizedthe no-confidencemotion asana S Ky A O |

- 2 0 £ A 3 ladkdo@lsfigingthough that it is unlikely to succeedas high level politicians from major

PP comfortably in the lead opposition, the SpanishSocialistz 2 NJ $axii (RSOEand the centreright Ciudadanosarty, made

«=People’'s Party = PSEQ clearthey do not intend to vote in favour. Thismeansthat none of the two major opposition parties

: : appearsto be clearlyin favour of an early vote. More than 100 opinion polls publishedsincethe June

40.0 4 Unidos Podemos == Ciudadanos 261 2016 generalelectionssignalno meaningfulchangein the distribution of voters Assuch,evenif

35.0 - — snapelectionswere to be held anytime som, they would probablyleadto a renewedpoliticalimpasse

\.———\ with PPcomingfirst but short of an absoluteparliamentarymajority and PSOHavingno chanceto lead

30.0 - an alternative governmentas significantdifferenceswith Podemosprevail Opposition could become

25.0 - more vocalafter PedroSanchezwho positionshimselfat the left-end of the political spectrum,wasre-

———g 2 2 235 e electedasleaderof the PSOEN the May 215t primary elections Furthermore,the fragmentationof the

20.0 - a—ty current parliamentwill likely prevent the adoption of any significantstructural reform. Addingto the

minority government's challenges, Catalan regional government remains committed to hold an

15.0 - e —————— independencereferendum by October 2017, threating to proceed unilaterally and triggering an

10.0 - : : ; : : : ; : 3 : escalatiorof tensionswith the centralgovernment
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Source: Eurostat, Wikgurobank Economic Research

Eurobank, June 2017



Portugal: Growth momentum gains pace in Q1 2017 é

Real GDP growth vs. economic sentiment
LatestEconomidDevelopments

Real GD_P’ YO\_(% (=) t 2 NI dealiGbmrdwth acceleratedn Q1 2017increasingby 1.0%Q0Q,the highestin sixyears,

3.0% - = == Economic sentiment, 3 Month MA (ths) 112.0 after 0.794Q0Qin the prior quarter, clearly outpacingthe euro | NJ av€agepace of economic
recovery Theannualrate acceleratedto 2.8% the highestsince Q4 2007, from 2.0%in Q4 2016,

S ~ - 106.0 mainlysupportedby investmentandnet trade with exportgrowth outpacingimport growth asfirms

likely benefitedfrom strongerdemandfrom Europeartradingpartners 2016 GDPgrewby 1.4%and

T ' 100.0 the positivecarryoveris expectedto improvethe growth rate in 2017to 1.8%, 0.4ppts higherfrom
L 94.0 our estimateearlierthis year. Thetourism sectoris expectedto continueexertinga positiveimpact

on Portugueserecoveryfor the fourth consecutiveyear while, supported by the minimum wage

- 88.0 increaseand robust employmentgrowth, private consumptionshould continue exertinga positive

. 820 impact Economic sentiment remained in an improving trend in the first quarter of this year

reachinga 8oyyear high, the unemploymentrate fell below 10% for the first time in the last seven

76.0 yearsfrom a peakof 17.5%in early 2013 while employmentgrowth markeda multi-yearhighin Q1

8: 8: 8 8 8 8» 8 8 8: 8 8 8 8 8» 8 8 8: 2017 However,private consumptiongrowth should slow down from a pace of 2.3%YoYin 2016
oteloioioiiot it oIt I Nt Dt iy mainly on the backof higher inflation and limited room for a further drawdownon K 2 dza S K 2
QPO+ O *OHIDHIDH IO IO+t O IO EOH IO OO O IO D . ) o . . ) .
[ S VA o VA o VA o VA oV VA S VA SV SV SV SV SR U S U savingsOverall,growth risksremaintitled to the downside,stemmingmainly from the highlevelof
private indebtednessandthe poor health of the bankingsector.
Generall govemment balance (% of GDP) Reducedisk for a sovereigncredit rating downgradeby DBRS
Portugal brings its deficit below the 386GDP EU Treaty t 2 NI dfischl pe@férmancein 2016 surprised positively, with the general governmentdeficit
reference value for the first time since Jo|n|ng the euro improving from 4.4%-of-GDPin 2015 to 2.0%-of-GDP,comingin below the EU Treaty reference
value of 3.0%-0f-GDPfor the first time since joining the EU Outperformancerelative to the
:%8 ] Portuguesebudget target was mainly due to improving economicgrowth, as well as an overall
-3.0 - containmentof budgetexpenditure,in particular publicinvestment Accordingto its latestforecast
-4.0 (Spring2017), the EUCommissiorprojectst 2 NIi dgéhkerélg@éernmentdeficit to drop further to
'28 ] 1.8%-0f-GDPin 2017, before rising modestlyto 1.9%0r-GDP2018 remainingthough below the
:7:0 2! 3.0% Maastrichtthresholdin the forecastperiod. Basedon these projections,the EUCommission
-8.0 - recommendedthe EUExcessiv®eficit procedure,which the country hasbeenin since2009, to be
-9.0 4 closed The above is positive from a rating agenciesperspective,reducing the risk of a rating
:128 ] Euro area downgradeby DBRSA potential downgradeby DBRSwhich is currently the only of th(? four major
-12.0 - ee= EU Treaty reference value rating agenciego rate Portugalin investmentgradeandis scheduledo reviewt 2 NI dzi/érdigh a
D Eh (1T S I 0V 1B B 3G Gk i 1D e credit rating on October20" 2017, could render PGBsneligible for collateralin the 9 / . reyélar
RRRRJJIRILIRIIKILLILI]IK/RKRIR]IS G refinancingoperationsand QE programme, creating liquidity pressureson the domestic banking
R & systemand potentially forcing Portugalinto an ESMprogramme

Source: Eurostat, EU CommissiBarobank Economic Research

Eurobank, June 2017
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Cyprus: Rating agencies views divergence on the soveratng

Real GDP growth %

LatestEconomicDevelopments
The Q1-2017 flash estimate of GDPgrowth was the strongestsince 2008 On a seasonally.
adjustedbasis,growth expandedby +0.6% QoQ+3.3% YoYcomparedto +0.7% QoQ/+2.9% YoY |
in 4 vs +0.3%Q0Q/+2.8%YoYin Q1-2016 Theconsumptionreboundmost probablycontinued
in Q1 driven by strong sentimentimprovement a flourishingtourism sector, improved labor
market conditions, further property market stabilization,the impact from the envisagediscal
relaxation, and the further normalizationof bankingsector conditions The strong sentiment
improvementthe highestin EU28in the lastthree yearsmirrorsthe lastingprogresswithin the
expiredadjustmentprogram Touristarrivalsexpandedby +19.9% YoYin JarApr2017, heading
for a new all-time record high in the history of the Republic Unemploymentin seasonally
adjustedterms resumedits downwardtrend decliningfurther to 12.5%in March2017vs 13.3%
in March2016 Thereal estatespricestrajectory andtransactionsn combinationwith other high
frequency data from the constructionindustry point to further stabilizationin the property
market Thenumberof salecontractsin the domesticreal estatemarkethasrisenby c. 25%YoY
-8 - in the four monthsto April 2017, reachingc. 2k contracts The respectivereadingfor March
== CYyprus =s=EUroarea 2017wasthe highestin the last sixyears Property priceshave beenin a broadly stabilization
path throughout H2-2016 with the ResidentiaPropertyPricelndex(RPPIjecordingin Q3-2016
its first quarterly increasesince 2009 After a three year recessionbetween 201214 , and a

10Y Generic Bond Yields cumulativedrop of 10.5%in GDP the economyexpandedby +1.7% YoYin 2015 +2.8% YoYin
0 e==CYPRUS  e==|TALY  e=SPAIN e==PORTUGAL ===|RELAND 2016 aboveall initial official forecasts In our view, solid real GDPgrowth performance- on
average3%peryear- isexpectedto continuein 201718 driven by the recoveringconsumption

dynamics

Risks& Challenges

Followingthe latest round of sovereignrating assessmentsinajor rating agenciesappear to

continue having divergent views on Cyprus Currently, the distance from investment grade
statusis: one notch for S&P(currently at BB+,last upgradein mid-March), four notchesfor

a 2 2 R@uiréntlyat B1), and three notchesfor Fitch(currentlyat BB). Thelackof investment
gradestatuscurrently preventsCyprusfrom joiningthe 9 / . PSRRrogram Yet, Cypriotbond

yieldsare on a decliningtrend sincemid-2016 outperformingthose of Portugalin the Euroarea
periphery. Onthe domesticfront, the reform momentum seemsto have stalled aheadof the

Presidentiakelectionsin 2018 Still, a handful of unfinishedstructuralreformsneedto progress
in the areasof privatizations publicand health sectors,while addressinghe challengef a still

highbadloansstock(NPEsatio at 47%in De016 the secondhighestin EA)
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Japan: firming external demand and expansionary fiscal policy

support growth momentum in the months ahead

Q1 2017: Fifth positive quarter of growth
in a row for the first time in 11 years
Contributions to real GDP growth(34Q

Upward momentum in exports
thanks to the global manufacturing recovery

Source: Economic & Social Research Institute Japan, Ministry of Internal Affairs &
Communications, BloombergurobankEconomic Research

EurobankJune 2017

LatestEconomicDevelopments

RealGDPgrowth grew by a strongerthan-expected2.2%QoQ saarin Q1, markingthe fifth
consecutivequarter of growth in arow for the first time in almost11 years Both externaland
domestic demand contributed positively to real economic activity, with the largest
contribution coming from private consumptionamid an upsurgein semidurablesspending,
coupledwith the ongoingrecoveryin durablesover the pastyear. Meanwhile, private capex
increasedor a secondconsecutivequarter, while publicinvestmentmarkedits third quarterly
declinein arow. NeverthelesspublicA y @ S & lcwnBiputiofia likely to turn positivein Q2
asthe effectsof the currentfiscalsupportprogramme underthe FY16 secondsupplementary
budget,graduallyunfold, estimatedto adda total of 0.6ppsto overallGDPgrowth in 2017.

CentralBankWatch

The BoJhas maintainedits unprecedentedmonetary easingprogramfor the pastfour years,
modifyingits policy of & lj dzI y (andiguafitatidegnonetaryS | & AinyS8ptember2016 by
introducingyield curve control (YCC)underwhichthe centralbankcommitsto keepthe 10-yr

JGByield at zerountil inflation risesabove2.0% Althoughrecentactivity and labor indicators
appear pretty strong, the said improvement has not been translated into accelerating
underlying prices as headline CPlinflation has remainedwell below the . 2 VZQ% target

Addingto this, the recentdepreciationof the JPY(~4.0% on a trade-weightedbasissincemid-

April) should allow the BoJto be patient for now, and retain its accommodativemonetary
policy stancein the nearterm. NeverthelessA y @ S &dts NEx@ectedto turn towards
whether the Central Bank can keep the YCCframework unchanged,given the wider yield
spreadversusthe US

Risks
Therecent accelerationin real economicactivity in Japanhas been mainly driven by sharply
higher export volumesamid acceleratingglobal demandwhereascompensationand private

consumptiongrowth has domesticallyslowed down. Thisillustratesthe Japanesés O 2 y 2 Y

vulnerability to potential external disturbances,such as growing protectionist US policies,
currentlybeingdiscussedn the form of a borderadjustmenttax (BAT)

B urobank
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