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USA: Consumption and services deceleration raises
concerns over the sustainability of the US recovery

Manufacturing weakness may be spreading to services

60 = According to the BEA’ s second estimate, Q4 2015 GDP was revised
upwards to 1.0%QoQ saar mainly due to an upward revision in private
3] inventory accumulation, confounding for a downward reassessment to
50 | 0.4%Qo0Q saar from 0.7%Qo0Q saar initially reported. Adding to a
faltering manufacturing sector, a weak business investment
45 - environment and a drag from net exports amid a stronger USD and
= |SM non-manufacturing ===ISM manufacturing softer external demand, real personal consumption has unexpectedly
40 - decelerated towards the end of 2015. Nevertheless, US consumer
spending increased by 0.5%MoM in January, the largest monthly rise in

Fontmonts
@il S gt Sl B iig s igilisigiinilg = Meanwhile, there are tentative signs that manufacturing weakness may

be spreading to the services sector. The ISM nonmanufacturing index
declined more-than-expected to 53.5 in January from 55.8 in the prior
%mom 3m mov avg B month. Furthermore, the January’s deceleration in payroll growth was

Slower momentum in consumption growth

0.35 1 r 100 primarily led by the services sector, which reported the slowest pace of
0.3 - 95 employment gains over the past 10 months.
32211 L 90 = Slower momentum in consumption and services has urged us to
0.2 - downgrade our US 2016 growth forecast from 2.6% to 2.0%, with
HHE - 85 personal consumption still remaining the main pillar of growth on
_ 0 improved household finances, low oil prices and improving labor market
0.1 - Real Personal Spending, lhs conditions. Nevertheless, risks seem titled to the downside, given the
0.05 - —— University of Michigan Consumer | 75 recent volatility in global financial markets and significant corrections in
Sentiment, rhs risky assets that have resulted in a tightening of financial conditions in
e sLasiatutibeds P R R PR L A R R P Y u the US. If sustained in the coming months, it could act as an additional
st st il i nl s s p il s i Sy sas §n
§ g g E (% é § g § £ 5)-)_ é Ecs g § E; g)-)_ é ,S,% drag on US 2016 growth.

Source: US BEA, University of Michigan, Eurobank Economic Research
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USA: Despite improved labor market conditions, Fed is not

B urobank

expected to hike interest rates in March

Solid US January employment report,
: despite a weak payroll print
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Signs of accelerating in wage growth
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US nonfarm payrolls increased by a lower-than-expected 151k in January probably
due to unusually mild winter weather, while the respective figure for December was
revised downwards from 292k to 262k. With the US economy approaching full
employment, some payback in employment gains seems inevitable. Even after
taking the weaker-than-expected January figure into account, non-farm payrolls
have increased by a hefty 215k on average over the last 6 months.

In contrast to the establishment survey, the outcome of the household survey was
rather solid as civilian employment gained 615k after a 485k increase in the prior
month, with full-time employment surging to 538k. The unemployment rate declined
unexpectedly to an 8-year low of 4.9% from 5.0% in December 2015, brushing aside
another 0.1pp rise in the labor force participation rate to 62.7%. The latter has
cumulatively increased by 0.3pp over the past four months, standing at its highest
level since last May.

Average hourly earnings increased by 0.5%MoM in January, surpassing consensus
estimate for a rise of 0.3%MoM, with the annual rate of growth falling to 2.5% from a
post-recession peak of 2.7% in December. Although average hourly earnings is by
nature a very volatile series, the annual wage growth has been trending upwardly
over the past year. Moreover, core PCE deflator, the Fed’s preferred inflation
measure, gained 1.7% in the 12months through January from 1.5% in December,
the largest annual increase in nearly three years.

Even though January’s employment report and inflation data leave open the option
of a fed funds rate hike at the March 15-16 FOMC meeting, we share the view that
the Fed will likely stay on hold given heightened concerns about the sustainability of
the US economic recovery following the recent string of weaker-than-expected
domestic macroeconomic data, rising risks from the global economic slowdown and
tighter financial conditions. Futures market is currently assigning a probability of
about 55% for a 25bps rate hike by the end of 2016.




Euro area: The pace of recovery highly dependent on ‘&

domestic demand, amid persistent EM-led global slowdown

Euro area growth momentum has recently slowed

index
234 =In line with market expectations, Euro area Q4 flash GDP estimate came in at
54 1 0.3%Qo00Q, a similar pace of growth as in Q3. Although Eurostat’'s expenditure
53 - breakdown will be published on 8 March, domestic demand probably
52 - constituted once again the major driver of growth, while net trade was likely a
e drag on real economic activity amid weak export growth.
50 - =February final manufacturing PMI was revised slightly upwards 0.2pp to a 12-

e P\| Services

49 - month low of 51.2. New orders and output indices decelerated significantly on
16 2 = PMI Manufacturing subdued external demand as well as low domestic pressures. Furthermore, the
e PM| Composite Economic Sentiment Indicator (ESI) decreased significantly by 1.3 points to
A0 3 103.8 in February, marking its second consecutive monthly decline.
46 T T T T T T T
2. 2 2 S‘. 3‘. ﬂ 3 8 =Euro area HICP inflation surprised on the downside in February, falling back to
E 3 g = g g =D § -0.2%YoY from +0.3%YoY in January, with energy price inflation —which
= i historically explains about 50% of the monthly variation in total inflation, falling
Euro area ESI falls for a second month in a row to -8.0%YoY from -5.4%YoY in the prior month. Food price inflation came in
3 also lower at 0.7%YoY from 1.0%YoY in January, due to the volatile
120 Index component of unprocessed food. Elsewhere, core inflation decelerated to
dig 0.7%YoY from 1.0%YoY in the prior month, with non-energy industrial goods
price inflation falling to +0.3%YoY from 0.7%YoY probably due to a stronger
100 - h\ EUR.
90 - = EUro area sCompared to the severity of the recession, the eurozone has so far
80 - ——Germany experienced an unspectacular cyclical recovery. Adding to this, growth
ks momentum has recently slowed and downside risks have intensified, given that
70 y

the tightening of financial conditions and the banking sector stress could
60 Spain potentially affect bank lending and, consequently, weigh on domestic demand.

R R H R R o R R S HH That said, we have downwardly revised 2016 growth forecast to 1.5% from
= 5 z 5 s = AT by 0 .
R R B S HE e O HE R 1.7% previously.

Source: ECB, Eurostat, Eurobank Economic Research
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Euro area: More monetary policy easing in ECB’s March

meeting

Headline inflation falls back into negative territory

% = ECB’s Account of its monetary policy meeting on January 20-21 was largely

3 consistent with the dovish tone ECB President Mario Draghi adopted at the
January post-meeting press conference, suggesting that the monetary policy
2.3 stance could be reviewed and reconsidered at the March meeting due to
increased downside risks to the Euro area. ECB Governing Council (GC)
15 4 members highlighted that downside risks to the Euro area outlook stemming from
a weaker global growth environment and volatile financial markets “might at
present be materializing”. Given the continuing divergence between relatively
0.8 1 resilient domestic demand and decelerating external trade, the GC pointed out that
h/\ it remains to be seen whether robust domestic growth could continue to offset

0.0 ‘ v weakness in external demand.
=—core HICP YoY% ===HICP YoY% V = On the inflation front, concerns were expressed that lower oil prices could dampen
-0.8 - wage growth and core inflation through second-round effects. ECB Executive

£93d 2011 epie 2413 201, €015 3918 Board member Praet noted that although there was evidence that the December

monetary policy easing measures were being transmitted, downside risks to the

Market inflation expectations at a historical low baseline scenario included in the ECB staff macroeconomic projections were
% escalating. Indeed, the 5y5y forward inflation swap rate was hovering around a
2.4 - fresh historical low of 1.38% at the time of writing this report, suggesting further
23 - ECB's expﬁnded A 30bp decline deterioration in the inflation outlook amid weaker growth outlook. Meanwhile,
29 | gfsgerta‘:;’rrgease since ECB's headline HICP inflation re-entered negative territory in February, plunging to -
December 0.2%YoY from +0.3%Y0Y in the prior month.
2.1 1 meeting
2% 3 = Along these lines, the ECB will likely cut the deposit facility rate by another 10bp to
1.9 - -0.40% at its March 10" monetary policy meeting. In the adverse scenario that
1.8 global growth deteriorates more than currently anticipated (sharper deceleration in
17 | China and other EM economies and/or further decline in commodity and oil prices,
inflation expectations move lower or/and the EUR moves sharply higher against its
1.6 1 =———EUR Inflation Swap major currency peers) the ECB could potentially adopt a more aggressive
15 4 Forward 5Y5Y monetary policy stance including, inter alia, a larger than 10bps rate cut.
1.4 T T
2014 2015 2016

Source: ECB, Eurostat, Eurobank Economic Research
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Germany: Resilient domestic demand, but trade and

confidence weigh on growth

German business expectations
have decelerated in Q1 2016

Index Index = German real GDP growth remained unchanged at +0.3%QoQ in Q4,
0 g 1 reflecting a positive surprise from business investment which rebounded
0 4 p 110 sharply (+1.5%Qo0Q) after two quarters of contraction. The unusual mild
60 - - 105 . . .
winter weather that resulted in construction surge had a noteworthy
40 - - 100 . : o
Eh e 53 impact. Furthermore, public consumption increased by 1.0%Qo0Q, more
04 12 than doubling its historical growth average. On the flipside, net trade
was a major drag on growth, the largest in three years, as exports
20| ——zew Expectations o di declined significantly and imports edged
-40 A Economi Growth,lhs - 80 Salln=el S, y [AONES (ERIGET U2
“60 7 ====IFO Business i = Meanwhile, the IFO and the ZEW business expectations indices have
-80 - Expectations, rhs L 70 . T )
o &N ® 1w © ® o «H€ N % been on a downward trend since the beginning of 2016. In more detail,
T L L T L T R R TN : .
3 = 2 S 3 S 3 = 3 S 3 February ZEW expectations fell to 1.0 from 10.2 in January, well below
I RSB EEERER IR EEEIR its long-term average of ca. 25 points. Moreover, IFO business climate
index fell more than expected due to a large drop in business
German confidence on a declining trend over expectations. According to the IFO institute, “the majority of companies
Index the first two months of the year were pessimistic about their business outlook” for the first time in over
2941 Markit/BME PMI indices six months.
56 -
£ = Given the marked slowdown in trade, a sharp decline in expectations
54 J v over the first two months of the year and a deteriorating global outlook,
5o | we have downgraded our 2016 real GDP growth to 1.6% from 1.7%
previously. Private consumer expenditure should be the pillar of growth,
50 pI TR ILL capitalizing on rising wages, increasing employment and lower oil price.
48 = Composite Indeed, the latest retail sales data underpin domestic demand strength,
Manufacturing with the January growth increasing to 0.7%MoM from an upwardly
46 FeeTenilsslinalsaisslaalaaieslsslnslsadssisslesiinylssl revised 0.6% in December. Adding to this, the Gfk consumer confidence
M MO MO O 0O M @ 9 89 8 S 0w wnwnwn o . . . . .
T T T R T b i S st S I e e i Tl index rose to a five month high of 9.5 points in February.
Q9 5 c 28 9 Q9 5 c 98 9 a95c g 9
() SkeS L o > S [ R ) == L o ~
LI 20AaAaL <, 20aQaL<Ss g0 AL

Source: Eurostat, Markit, Eurobank Economic Research
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UK domestic demand remains resilient; subdued

Inflationary pressures

Contributions to quarterly GDP growth
(QoQ%, sa)

— Net Exports = According to the second estimate, UK Q4 real GDP grew by 0.5%Qo0Q,
— Gross Capital Formation unchanged from an initial estimate and up from 0.4%QoQ in the prior
— Government Final Consumption Expenditure - 3.0 guarter. On an annual basis, Q4 GDP advanced by 1.9%, the slowest in
— Final Consumption Expenditure of Nonprofit Institutions | 2.5 nearly three years, from 2.1% in the prior quarter. For the full year 2015, real
— Household Final Consurrjition Expenditure - 2.0 GDP grew by 2.2%, down from 2.9% in 2014 while for 2016, expectations
e Real GDP growth (qoq%) I I 1(5) are for a growth rate of 2.1% with domestic demand remaining the main

L 05 growth pillar on the back of a tightening labour market, low inflation, robust

- 0.0 consumer confidence and a pickup on real income growth. Yet, downside

- 0.5 risks are non-negligible. Uncertainty about the outcome of the June 234
I ig referendum on the country’s EU membership could exert a negative impact
L 20 on business investment growth and consumer confidence, while subdued

- -25 world trade growth and reduced capital spending in the oil and gas sector

A A NN AN NOMOOOO I I I 0 W0 LW Ang q g g
e e e B e e e e il st 2 pose additional headwinds for the UK’s economic outlook.
AN N AN AN AN AN ANANANNNNNNNNNNNN
N OO S NS AN AN o NM S . . . .
leNedeNodoNeoNodoNe oo NoNoNoNoNoNo oo o = UK CPI inflation reached a one-year high of 0.3%YoY in January from
6.0 - UK CPl inflation hits one-year highs in January 0.2%YoY in the prior month, mainly due to base effects. Looking ahead, CPI
on base effects inflation is expected to remain subdued due to the past GBP appreciation
oy and low commaodity prices. According to the BoE’s updated Inflation Report
4.0 - e CP| (YOY %) that was released in early February, CPI inflation is anticipated to remain
3.0 below 1% until H2 2016 and could take until late 2017 before rising to the 2%
3 T — 0, g Q a o o
Core SPL (Xaw) target. This holds in the absence of a renewed downward shock in oil prices
2.0 and the assumption that the tightening labor market will start feeding through
1.0 - into rising wage costs. Against this background, the prospect of a BoE rate
hike remains distant. MPC member lan McCafferty, who had voted in favor of
a BoE rate hike in every policy meeting between August 2015 and January
1.0 - 2016, switched his vote at last month’s meeting to call for unchanged rates.
O O O +1 o4 4 N N N O 0 M - < < 0 n 1 O
Do R TR e IR e B e IO o IR e R e R e N o I e B e B e B e B B o B o B o B o |
Er Ao At AT A A ACh F IR S CE S DS AN ARSI RO SRR SO E
c © O @ © O @ © v ®©® ®© v ®@® 8 O ® 8 OV ©
D% IS 5 i DR S5 2 1) 4k 2S5 4% 4D 254 28 2Dz 154 200k 205 5k £ 1D

Source: UK Office for National Statistics, Eurobank Economic Research
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Japan: Sluggish recovery trend, muted inflationary &

pressures
Contributions to quarterly GDP growth
%Qo0Q sa
3.0 *Real GDP contracted 0.4%QoQ in Q4 2015, with private

consumption falling 0.8%Qo0Q amid sluggish expenditure on
seasonal goods, while real exports of goods and services dropped
0.9%Q0Q. On the flipside, private capex unexpectedly doubled its Q3
pace of growth, increasing by 1.4%Qo0Q.

2.0
1.0
0.0

-1.0 =Labor market indicators were generally firm at the beginning of this

C—Private Investment

220 s Change in inventories year, with the unemployment rate falling to 3.2% in January from
3 === Public Demand 3.3% in the prior month. Furthermore, the jobs/applicants ratio
(35 =3 Net Exports I improved to the highest level in 24 years (to 1.28 from 1.27 in
-4.0 - STTTieel December), while the new job offers/applicants ratio exceeded the
IS Beits o S1cH 8 i S 4eiis Selt 5 b s Ch i 5 et s Sis bucth 8 £ 5 £ e 2 00 th irst ti -
e N e st e S . reshold for the first time since October 1991.
N AN AN AN NN AN AN &N N &N N N N N NN
N O ¥ dJ N o F dJ N o F d N o 5 . . .
cococoo0o0o0o0o0C0C0C0C0C0oOo0 =Nevertheless, the improvement in labor market conditions has not
been reflected in consumption so far. That said, real household
Muted inflationary pressures spending declined 3.1%YoY in January marking the fifth drop in a
%YoY row, suggesting that the sluggish trend in domestic economic
404 recovery remains intact. Elsewhere, the Q4 corporate survey
30 4 revealed that total sales decreased 2.7%YoY, the first decline in

e Core CPI (ex. fresh food . . . .
( ) three quarters, while ordinary profits fell for the second straight

quarter. Adding to this, the JPY’s recent appreciation and weaker
equity markets since January might have reduced corporate appetite
for capital investment in Q1 2016.

2.0 4 e===Core core CPI (ex. f.f. & energy)

10 - Overall CPI

0.0

P4 =We have downgraded our 2016 GDP growth forecast to 0.8% from
-1.0 A . . :
April 2014 1.0% previously due to weaker global growth and a firmer JPY. Given
-2.0 VAT hike that the inflation rate is still away from the 2.0% BoJ’s target, we
2010 533 a20LL ses 2012 02 e201 s 02014 5 3522018 59222010 expect the central bank to lower rates further in 2016.

Source: Economic and Social Research Institute (ESRI), Eurobank Economic Research
Eurobank, February/ March 2016
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German government bonds likely to retain a firm tone on

expectations for further ECB monetary policy stimulus

German government bond yields lower across the curve _ _
= German government bonds retained a firm tone over the last few

weeks, assisted by lingering worries over a severe slowdown in the

(inbps) — = ECB bond-buying threshold ) i )

o D\ world economy. Heightened euro area deflation worries, concerns
:g:y: about the health of European banks, expectations of further ECB

1.7 1 _10¥yr monetary policy stimulus at the next policy meeting on March 10t and
—— 20-yr Breixt jitters also favored market sentiment towards Germany’s

3y sovereign paper. Against this background, German bond yields moved

1.2 1 lower across the curve, with maturities up to eight years trading below
zero.

0.7 - = With markets already discounting fully a 10bps cut in the ECB deposit
rate —probably accompanied by a two-tier deposit rate system so as to
reduce the cost to the banking sector- a 6-month extension in the QE

0.2 programme to September 2017 and an increase of around €10bn in

|h /| A monthly purchases, bond yields are expected to consolidate around

E TR EET VRIANL (N T W current levels in the run up to the next ECB policy meeting. Yet, should

¥ AR S e S == 1 upcoming euro area data support expectations for a more aggressive
{ ECB stimulus package (e.g. extension in the pool of assets eligible for

purchase under the Public Sector Purchase Programme-PSPP or/and

reduction in the deposit rate by more than 10bps) or/and the ECB

o8 LVVLVYLVLLLLYLLLLLLYYNYGCQQQ cont.ir?ues to sou.nd . very”dovish post-.Marc.h megting, market

SSER8S88S88R888888888888RR88ER participants may price-in additional ECB policy stimulus in the months
S S SS90 888333&838838S828&88¢4& ahead. Under such a scenario, the 10-yr Bund yield could potentially
rrediivisisissdts bt beralsisrsrt st St i a i it e Y 33 retest 0.05% April 2015 record low, triggering some further bullish
: ; . _ flattening in the 2/10 Bund yield curve.
Source: Bloomberg , Eurobank Economic Analysis and Financial Markets Research

Eurobank, February/ March 2016



US Treasury yields likely to range trading in the run up to s&

the FOMC March 16-17 monetary policy meeting

German & US 10yr yield

= Though Fed Chair Janet Yellen did not take the option of a March

rate hike off the table in her semi-annual testimony before Congress

in mid-February, a number of FOMC policy members have adopted
2.5 a rather dovish stance thereafter, suggesting that such a scenario
has become less likely in view of the recent tightening of global
financial conditions increasing the downside risks to the US’
1.5 economic outlook. Indeed, with core PCE remaining well below the
Fed's 2% target and subdued wage inflation pressures, it will take

(in bps) = German 10yr yield

S ——US 10yr yield

2.0 -

1.0 - . .

probably some time before the Central Bank decides to move on

0.5 - with further rate tightening.

0.0 & Heading into the March 15"-16" FOMC policy meeting, volatile
S S S S S S SR N o N To B To B To BN To BN To N To NN To BN To NN To BN To N To BN (o BN (o B o) . . . ] . . L.
o+ b 8 Pt 1 0 8 o it 1§ B STt e % P S SR T ® o S R A ® range-trading is likely to prevail, with the 10-yr yield remaining
Y £ 00 4 Q0 4Q0 N & O 5 Oy #Me 2 CN & O £ Q5 404 40 & N, £ Qi 5w AN 3 X0 & QN 2R 4N & O e
E K ® S N JTADND IO ORK B3 OO 9N I D trapped within the 1.60%-2.00% area.
©O O O O o d d O O 0 O 0O O 0 0 O d d d4 0 O O
NSNS RS B SN SRS SN S S AN SN SN B SN AR SN B SN A SN IS S S SN
O O O O O O O O OO0 OO OO0 O o o oo o o o

= Amid expectations for additional monetary policy stimulus at the
upcoming March 10" ECB policy meeting, German Bunds will likely
continue to outperform US Treasuries, with the 10-yr corresponding
spread facing strong resistance at c. 175bps (around 10bps higher
from current levels).

Source: Bloomberg, Eurobank Economic Analysis and Financial Markets Research

Eurobank, February/ March 2016



Short-term outlook for EU sovereign bonds likely to
remain challenging

EMU sovereign debt spreads vs. Bunds
= The majority of EMU periphery sovereign debt spreads vs. their

Spain (Ihs) German peers widened over the last few weeks, as increased
(in bps) — Portugal (Ihs) expectations for further ECB monetary policy stimulus at the March
433 Ireland (Ihs) 10" Governing Council meeting pushed German yields lower and
ltaly (Ihs) | 1800 banking jitters saw a repricing of periphery risk.
340 1 TR LR L = Greece was one of the main underperformers amid concerns that the
oD, completion of the 15t programme review may last longer than expected.
280 1 i In Portugal, worries over the health of the banking sector, growth
prospects and high private and public sector indebtedness continue to
220 b weigh. In Italy, the state of the banking sector remains one of the main
sources of concern, while the government’s securitization scheme
160 1000  @iming to facilitate the disposal of banks’ NPLs failed to ease banking
related concerns. In addition, worries over snap elections in Spain
100 800 prevail, while in Ireland the February 26" national election failed to
produce a conclusive result.
40t e e T e e T e T e e T e T =210 00 . . .. . .
o it dog to bobap et i bl odla fugled rat ot gl = With EMU periphery jitters having moved into market focus, the short-
S§553399¢g¢g g g St ot It tattnt SR term outlook for EU sovereign bonds remains challenging. This holds
IXEELET << N »m Z3iZs 2 0 a5 42 % 5% wbly all

especially as the ECB’s expected additional expansionary measures
are likely to continue supporting German Bunds.

Source: Eurobank Economic Analysis and Financial Markets Research , Bloomberg

Eurobank, February/ March 2016
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EUR/USD consolidation likely to prevail

EUR/USD (spot)

1.3 -
12 Fed Chair testifies
i before Congress
\\
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\\
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1.1 ~
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Source: Eurobank Economic Analysis and Financial Markets Research , Reuters

Eurobank, February/ March 2016

Presenting the semi-annual monetary policy report to Congress on February

10, FOMC Chair Janet Yellen acknowledged that risks to the US economic |

growth outlook are mostly to the downside, Yet, she highlighted the solid
fundamentals of the US economy, suggesting that a March rate hike is still on
the table. Despite the overall more hawkish than expected tone adopted by the
Fed Chair, the majority of market participants share the view that the Fed will
likely stay put on interest rates in the foreseeable future. US inflation pressures
remain subdued, financial conditions have tightened significantly in recent
weeks, while market worries over a more pronounced than currently expected
slowdown in China’s economic growth prevail. Understandably, lasting
improvement in global financial markets and solid US economic data are
necessary prerequisites for the Fed to consider the likelihood of another rate
hike.

On its part, the ECB is widely expected to adopt additional monetary stimulus
at the March 10 policy meeting in the form of more quantitative easing or/and
lower interest rates amid increased worries over the risk of the euro area
inflation remaining at current low levels for longer than expected. Yet, it
remains to be seen how aggressive the ECB will be following the latest bout of
EUR weakness and ECB Council member Nowotny’s recent warning against
excessive market expectations as regards the outcome of the March ECB
policy meeting.

Against this background, EUR/USD consolidation within the trading range of
1.0700-1.1400 will likely prevall in the coming sessions, with investors getting
increasingly sensitive to upcoming US/Euro area economic data, as well as
comments by Fed/ECB officials for potential clues on the Central Banks’ policy
deliberations.

B urobank
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JPY likely to continue to benefit from its safe-haven

status
——EUR-JPY (spot, lhs) ==—=USD-JPY (spot, rhs) = The BoJ’s decision in late January to push its key interest rate into negative
territory at -0.1% for the first time ever, in an effort to address ongoing |
150 - - 130 deflationary pressures via the currency channel, only briefly exerted a
downward pressure on the JPY. Market worries surrounding the growth
145 BoJ introduces negative interest rates _ prospects of the world economy enhanced the safe-haven allure of the JPY,

- 125 overshadowing the desired impact of the BoJ’s action.

140 - = In response to the BoJ’s rate policy announcement, the USD/JPY hit year-

to-date highs of 121.70 (Jan. 29) before falling to 111.00 in mid-February.
The prevailing market view that the Fed will not rush to push interest rates
- 115  higher amid increased downside risks to the outlook of the US economy
also had an impact.

- 120
135 -

130 -

- 110 = Looking ahead, the prospect of further USD/JPY weakness on a multi-
session/week basis cannot be ruled out, especially in case of intensified
market worries over the growth prospects of the world economy. Yet, with
the BoJ/MoJ keeping FX intervention jitters alive and the US economy
expected to continue growing at a solid pace, there is little to suggest that
the USD/JPY is poised for further significant losses from current levels
(hovering around 113.80/90 in European trade on Wednesday, March 2nd).
Technically, strong support lies at 111.00 recent low, while only a sustained
move above 116.00/30 could point to an improved short-term outlook. On
Source: Eurobank Economic Analysis and Financial Markets Research, Reuters the EUR/JPY axis, the technical picture suggests that as long as the pair
remains below 125.00/126.00, risks are skewed for further weakness
towards 120.00, especially if the ECB adopts a more aggressive than
currently expected stimulus package.

125 -

120 105

01/01/2015

26/01/2015 -
20/02/2015 -
17/03/2015 -
11/04/2015 -
06/05/2015 -
31/05/2015 -
25/06/2015 -
20/07/2015 -
14/08/2015 -
08/09/2015 -
03/10/2015 -
28/10/2015 -
22/11/2015
17/12/2015 -
11/01/2016 -
05/02/2016 -
01/03/2016 -
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GBP to remain under pressure amid heightened
Brexit woes

— GBP-USD (spot, |hs
(sp ) = Brexit jitters came to the fore earlier than expected, pushing the GBP

——EUR-GBP (spot, rhs) sharply lower across the board. Boris Johnson, the London Mayor and a
- 0.805  highly popular conservative politician, announced his decision to

campaign for the Brexit camp in the run-up to the 23 June referendum

on the UK’s membership in the EU. The announcement came soon after
- 0.785 UK Premier David Cameron announced that he succeeded in sealing an
agreement with his EU counterparts at the February 18-19 EU Summit on
reform of the UK’s relationship with the EU that gives Britain “special
status” (e.g., safeguards the UK’s financial system from “ever closer
union”). Market reports suggest that, out of the 30 government ministers,
7 have confirmed that they will back “Brexit”.

1.58 -

1.53 -
- 0.765

1.48 - - 0.745

= With the EU referendum looming and market participants worrying about
the potential consequences of a likely Brexit outcome, the GBP is
expected to remain under pressure in the coming sessions/weeks, while
any potential upside attempt is likely to be capped. Technically, a break
. 0705 Dbelow 1.3870 recent low (Feb. 24) could open the way for further
GBP/USD weakness towards 1.3500 (March 2009 lows), especially in
London Mayer announces hiS decision to Campaig”_______> case upcoming opinion polls put the EU exit camp in the lead. On the
ot thebrexiteamp: l 0685 EURI/GBP axis, the next target for GBP bears lies at 0.7900/20 recent

high (Feb. 25) in the way to the 0.8000/0.8080 area.

- 0.725

1.43 -

1.38

5
-15
5

1-Jan-15
1-Feb-15 -
1-Mar-15 -
1-Apr-15
1-May-15
1-Jun-1
1-Jul

1-Aug-1
1-Sep-15
1-Oct-15 -
1-Nov-15 -
1-Dec-15 -
1-Jan-16 -
1-Feb-16 -
1-Mar-16

= The majority of recent opinion polls suggest that the outcome of the EU
referendum is too close to call, while around 15%-20% of people are
undecided.

Source: Eurobank Economic Analysis and Financial Markets Research, Reuters
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Scope for further CHF appreciation short-term seems
limited; SNB stands ready to intervene in FX markets

——EUR/CHF (spot, rhs)  ——USD/CHF (spot, Ins) = The recent lackluster performance of global equity markets, mainly due to
growing concerns about the underlying strength of the global economy and the
health of European banks, pushed a number of market participants to seek
traditional safe-heavens, including the CHF. Against this background, the
Swiss currency firmed across the board over the last few weeks, while
cautious remarks by SNB President Thomas Jordan that unconventional
- 0.95 central bank policies carry risks and lose effectiveness over time also had an
impact.

<€~--- SNB abandons EUR/CHF 1.20 floor

1.18 - 100

1.13 -

1.08

- 0.90 « After hitting a near one-year peak of 1.1200 on Feb. 4, the EUR/CHF moved

lower thereafter hitting a one-month low near 1.0808 on Feb. 29t in the wake

of weaker than expected euro area February’s inflation data, which reinforced

market expectations for a new round of ECB monetary policy stimulus at the

next meeting on March 10%. Yet, on the back of strongly negative Swiss

0.80 interest rates, a likely extension of negative Swiss rates on retail deposits in
the months ahead (especially if the ECB adopts a more dovish than currently
expected stimulus package) and the SNB’s readiness to intervene in FX
markets, the scope for any further CHF significant appreciation from current
levels in the coming sessions seems limited (hovering around 1.0815/20 in
European trade on March 2"). SNB President Thomas Jordan reiterated
earlier this month that the CHF remains “strongly overvalued” and the Central
Bank stands ready to intervene, in case of need.

1.03 + - 0.85

0.98

31-Jul-15 ~
29-Oct-15 A

3-Nov-14
3-Dec-14 -
2-Jan-15 -
1-Feb-15 -
3-Mar-15 -
2-Apr-15 -
2-May-15
1-Jun-15 -
1-Jul-15 A
30-Aug-15
29-Sep-15
28-Nov-15 -
28-Dec-15 -
27-Jan-16 -
26-Feb-16

Source: Eurobank Economic Analysis and Financial Markets Research, Reuters
= Technically, 1.0700/1.0750 seems containing any further EUR/CHF weakness

short-term, while on the upside, strong resistance lies within 1.1150/1.1200. On
the USD axis, the next target for CHF-bulls stands at 0.9660 (Feb. 11 low), a
level that could be potentially tested should upcoming developments push
further back Fed rate hike expectations.
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Eurobank Macro Forecasts

. o Current Account General Budget Balance
GDP (YoY%) CPI (YoY%) (% of GDP) (% of GDP)
2015 2016 2017 2015 2016 2017 2015 2016 2017 2015 2016 2017
World 3.1 3.1 3.4 3.3 3.2 3.3
USA 2.4 2.0 2.2 0.1 1.3 2.2 -2.6 -3.0 -3.2 -3.8 -3.6 -3.3
Europe
Eurozone 1.6 1.5 1.7 0.0 0.4 1.3 3.7 3.6 3.4 -2.2 -1.9 -1.6
Belgium 1.3 1.3 1.7 0.6 1.4 1.7 1.6 2.1 2.5 -2.9 -2.8 -2.4
Cyprus 1.6 2.0 2.5 -1.6 0.3 1.2 -4.7 -4.4 -3.8 -1.5 0.0 0.8
France 1.1 1.2 1.6 0.1 0.5 1.2 -1.4 -1.5 -2.0 -3.7 -3.4 -3.2
Germany 1.7 1.6 1.7 0.1 0.5 1.4 8.8 8.6 8.3 0.5 0.1 0.0
Greece -0.3 -1.0 2.4 -1.1 0.5 0.7 0.0 0.5 0.9 -7.6 -3.4 -2.1
Ireland 6.9 4.5 3.5 0.0 0.6 1.4 3.6 3.7 3.1 -1.8 -1.3 -0.8
Italy 0.8 1.4 1.3 0.1 0.3 1.6 2.2 2.1 2.1 -2.6 -2.5 -1.5
Netherlands| 2.0 2.1 2.3 0.2 0.9 1.5 10.4 10.0 9.5 -2.2 -1.8 -1.5
Portugal 1.5 1.6 1.8 0.5 0.7 1.0 0.7 1.0 1.1 -4.2 -3.4 -3.5
Spain 3.2 2.8 2.5 -0.6 0.1 15 1.5 1.4 1.3 -4.8 -3.6 -2.6
Sweden 3.6 3.2 2.9 0.7 1.0 1.4 5.4 5.3 5.3 -1.0 -1.1 -1.2
Switzerland 0.8 1.2 1.5 -1.1 -0.2 0.4 7.2 7.0 6.7 -0.2 -0.2 -0.1
UK 2.2 2.1 2.1 0.0 0.8 1.5 -5.0 -4.7 -4.3 -4.4 -3.0 -2.0
Source: Eurobank Economic Research, IMF, EU Commission, Bloomberg 21
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Eurobank Macro Forecasts

Current Account General Budget Balance
GDP (YoY%) CPI (YoY%)
(% of GDP) (% of GDP)
2015 2016 2017 | 2015 2016 2017 | 2015 2016 2017 2015 2016 2017
Asia/Pacific
Japan 0.7 0.8 0.6 0.8 0.8 1.5 2.7 3.4 3.7 -5.1 -4.2 -3.5
Australia 2.5 2.7 2.9 1.5 2.2 2.4 -4.6 -4.1 -3.3 -1.9 -1.8 -0.9
Emerging
Economies
BRIC
Brazil -3.7 -3.0 1.0 9.0 8.0 6.0 -4.0 -3.8 -3.8 -8.2 -7.5 -5.8
China 6.9 6.3 6.0 1.5 1.8 2.2 3.1 2.8 2.0 -1.9 -2.3 -2.1
India 7.3 7.4 7.5 5.0 5.3 5.3 -1.4 -1.6 -2.0 -7.2 -7.0 -6.7
Russia -3.7 -1.2 0.3 15.7 8.5 6.2 5.1 5.0 4.8 -2.2 -3.2 -1.8
CESEE
Bulgaria 2.8 2.6 3.1 -0.1 1.0 1.5 1.2 1.0 0.5 -2.7 -2.0 -1.4
Romania 3.7 4.1 3.5 -0.6 -0.3 2.5 -1.1 -2.0 -2.5 -1.9 -2.8 -3.7
Serbia 0.8 1.8 2.2 1.5 2.8 3.9 -4.7 -4.6 -4.3 -4.1 -4.0 -2.6

Source: Eurobank Economic Research, IMF, EU Commission, Bloomberg 22
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Eurobank Fixed Income Forecasts

2016 2017

Current (March 2) June September December March
USA
Fed Funds Rate (%) 0.375% 0.375% 0.375% 0.625% 0.875%
1 m Libor (%) 0.43% 0.59% 0.62% 0.72% 0.87%
3m Libor (%) 0.63% 0.75% 0.80% 0.88% 1.04%
2yr Notes (%) 0.85% 0.96% 1.04% 1.10% 1.31%
10 yr Bonds (%) 1.84% 1.89% 1.95% 1.99% 2.10%
Eurozone
Refi Rate (%) 0.05% 0.05% 0.05% 0.05% 0.05%
3m Euribor (%) -0.21% -0.32% 0.34% -0.36% -0.35%
2yr Bunds (%) -0.56% -0.54% -0.55% -0.53% -0.44%
10yr Bunds (%) 0.19% 0.22% 0.25% 0.28% 0.39%
UK
Repo Rate (%) 0.50% 0.50% 0.50% 0.50% 0.75%
3m (%) 0.59% 0.59% 0.62% 0.58% 0.65%
10-yr Gilt (%) 1.47% 1.51% 1.56% 1.61% 1.76%
Switzerland
3m Libor Target (%) -0.75% -1.00% -1.00% -1.00% -1.00%
10-yr Bond (%) -0.44% -0.42% -0.39% -0.35% -0.26%
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Eurobank FX Forecasts

2016
Current March June September December

EUR-USD 1.0860 1.10 1.11 1.13 1.20
USD-JPY 114.40 115.00 116.00 117.00 115.00
EUR-JPY 124.24 126.50 128.76 132.21 138.00
GBP-USD 1.3960 1.42 1.44 1.46 1.54
EUR-GBP 0.7779 0.7746 0.7708 0.7740 0.7792
USD-CHF 0.9991 0.99 0.99 0.97 0.96
EUR-CHF 1.0850 1.09 1.1 1.1 1.15
USD-CAD 1.345 1.34 1.34 1.34 1.30
USD-AUD 0.7220 0.73 0.73 0.75 0.78
USD-NZD 0.6600 0.66 0.66 0.68 0.70
EUR-SEK 9.3600 9.30 9.30 9.30 9.30
EUR-NOK 9.4200 9.40 9.35 9.30 9.20
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Disclaimer

This document has been issued by Eurobank Ergasias S.A. (Eurobank) and may not be reproduced in any manner. The
information provided has been obtained from sources believed to be reliable but has not been verified by Eurobank and the
opinions expressed are exclusively of their author. This information does not constitute an investment advice or any other
advice or an offer to buy or sell or a solicitation of an offer to buy or sell or an offer or a solicitation to execute transactions on
the financial instruments mentioned. The investments discussed may be unsuitable for investors, depending on their specific
investment objectives, their needs, their investment experience and financial position. No representation or warranty (express
or implied) is made as to the accuracy, completeness, correctness, timeliness or fairness of the information or opinions, all of
which are subject to change without notice. No responsibility or liability, whatsoever or howsoever arising, is accepted in
relation to the contents thereof by Eurobank or any of its directors, officers and employees.
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