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Global Economy on the Road to Recovery in 2020

Global economy —recovery should take hold in the first half of 2020

The preconditions for a recovery of the global economy in 2020 have
significantly improved due to the following factors:

- economic policy uncertainty has decreased;

- the central banks of the largest economic areas have adopted
noticeably easier monetary policies in 2019;

- leading indicators on the global level already pointed to an upswing
in economic activity in the 4™ quarter of 2019.

In view of trade barriers remaining in place, we initially expect just a slow,
gradual recovery of the global economy.

Eurozone - stable growth momentum expected in 2020

We are forecasting stable GDP growth of +1.2% for the Eurozone in 2020.
We expect that pressures from foreign trade and the reduction of inventories
will ease. We believe this will be offset somewhat by a decline in the pace of
domestic demand growth (particularly in investment spending, which
benefited in 2019 from significant non-recurring effects related to Ireland).
However, given the backdrop of a brightening global economic outlook there
are upside risks to our growth forecast.

Eurozone —inflation expected to increase moderately in 2020

Headline inflation in the Eurozone should rise moderately to +1.3% in 2020.
This forecast is based on the assumption of a largely stable oil price and an
increase in core inflation to +1.2%. However, the emerging global recovery
could, analogous to historical upswings, trigger a rally in oil prices.
Moreover, persistent tensions in the Middle East may support oil prices.
Thus our inflation forecast for 2020 is subject to upside risks as well.
Regardless of this, the ECB will continue to focus on the trend in core
inflation.

USA — economy remains on growth path

US economic growth has held up well, despite a difficult environment. We
expect US economic growth to remain stable. As we envisage at least no
renewed intensification of the trade dispute with China, no additional
pressures should emanate from this front this year. In our opinion there are
no signs of imbalances the correction of which could trigger an economic
downturn. Overall we expect economic growth of just below 2% this year.
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Global Economy

Asia remains the growth engine of the global economy

Financial markets positioned
for upswing

In the 2™ half of 2019 the global economic environment continued to be
weighed down by the trade dispute as well as the structural problems of the

automotive sector. However, thanks to the rapprochement in the trade dispute
and the avoidance of a hard Brexit, political uncertainty decreased. Apart from
this, both the Federal Reserve and the ECB eased monetary policy
noticeably. This provided a boost to risk appetites in global financial markets,
as a result of which inter alia yields on long-term government bonds in the
large currency areas (USD, EUR and JPY) increased significantly since the

end of August.

Demand for safe haven currencies such as the Swiss franc and the yen also
declined in this environment, which enabled the euro to gain a little ground
against both currencies since the end of August. However, the trade dispute
has done significant damage to global supply chains as well as investment
confidence. Thus we initially expect only a slow, gradual economic recovery

at the global level.

2020: focus on automotive and
semiconductor industries

In our opinion two sectors will be particularly in focus in 2020. After the severe
slump of last year, global automobile production should recover somewhat in

2020. Following a strong decline in 2019 (around -8%) the global
semiconductor market should also recover and resume its long term growth
trajectory. The IMF expects global GDP growth to accelerate in 2020, mainly
thanks to an acceleration of growth in emerging markets.

Significant increase since the end of August
Yields on 10-year govt. bonds, US, GER and JP
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Emerging markets - global growth engine
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Business cycle impacts capital
markets

Cyclical upswings last around
17 months on average

Business Cycle Analysis

Indicators suggest cyclical upswing in 2020

The trend in the global economy is characterized by periods of increasing
activity (upswings) and periods of declining activity (downturns). This leads to
fluctuations in economic growth, which are referred to as the business cycle.
In extreme cases economic growth momentum can significantly overshoot
(so-called booms), which is usually followed by strong corrections in the form
of recessions (contracting economic output). Since the business cycle affects
the price trends of all important asset classes, it makes sense to perform a
systematic analysis of economic trends.

Conclusions about the cyclical state of the global economy can be drawn
both from the level and the momentum of sentiment indicators. Beyond this,
the time factor plays an important role as well, as no upswing or downturn
lasts forever. An economic upswing is accompanied by rising sentiment
indicators. As an expansion matures, the upward momentum in sentiment
indicators wanes and the economy reaches a cyclical peak. This is followed
by a downturn, which is characterized by declining sentiment indicators. The
momentum of the downtrend in sentiment indicators once again diminishes
over time, until the economic downturn stops and a bottom is formed, laying
the basis for the next expansion.

Based on these considerations, a cyclical downturn started in the 4t quarter
of 2017. In view of the diminishing downside momentum of sentiment
indicators, a bottom in economic growth formed in the autumn of last year. In
October, the global OECD leading indicator for the first time exhibited a
positive rate of change, suggesting the beginning of an economic recovery.
Since upswings (as measured by the OECD composite leading indicator) on
average last around 17 months, 2020 should become a good year in terms of
economic growth.

Global economy about to enter upswing Eurozone economic cycle lags slightly
OECD leading indicator, world (rate of change) OECD leading indicator, Eurozone (rate of change)
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Eurozone Economy

Economic recovery should boost foreign trade

The German manufacturing sector in particular weighed on economic growth
in the Eurozone in 2019, as it slid into a severe recession. As a result of the
unfavorable global environment, Eurozone exports lost a great deal of
momentum, and exacerbated by weakness in inventories, GDP growth was
pushed below potential growth. By contrast, the growth momentum of
consumer spending remained by and large stable. Investment spending
benefited considerably from favorable one-off effects (transfer of assets to
Ireland for tax reasons). From a regional perspective, Germany and Italy
weighed on growth.

Germany and ltaly weighed on
growth in 2019

We are forecasting that GDP growth in the Eurozone will stabilize at +1.2%
in 2020. We expect the downward pressure exerted by foreign trade and
inventory effects to abate. However, we believe that this will be offset by a
significant deterioration in the pace of investment spending as well as by
slightly weaker growth in consumer spending. After fiscal expansion boosted
GDP growth by 0.2% in 2019, we expect fiscal effects on growth to be
neutral in 2020 (based on budget projections of the European Commission).

The trade dispute between China and the US remains a major uncertainty
factor in 2020. Moreover, political trouble spots in the Eurozone may also
generate uncertainty and as a result hamper economic growth. For example,
the prospect of the far-left civic movement Podemos joining a government
coalition in Spain has already triggered slight jitters in financial markets. Italy
remains politically unstable as well and could cause fresh uncertainty in
financial markets at any time. Lega, the strongest political party according to
polls, has been out of government since May of last year and is therefore
actively working toward early elections in Italy.

Trade dispute and politics
remain uncertainty factors

Strong growth momentum in ES and FR Foreign trade weighs on growth
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Slump in crude oil prices
weighed on headline inflation
in 2019

Inflation should gradually
approach the target of the ECB

Energy prices cause volatility

Comparison of inflation components y/y (6M average)

3% -

Eurozone Inflation

Global recovery harbors upside risks for inflation forecast

Due to a significant slump in crude oil prices, Eurozone headline inflation
declined to +1.2% in 2019 (from 1.7% previously). On the other hand, core
inflation stabilized at +1.0% in 2019. The ongoing recovery of the labor market
should continue to underpin wage growth. In view of this we are forecasting
core inflation to rise to +1.2% in 2020, and headline inflation to +1.3%. Our
forecast is based on the assumption of a largely stable crude oil price.
However, the emerging global economic upswing could, analogous to
historical recovery periods, trigger a rally in oil prices. Moreover, persistent
tensions in the Middle East may support oil prices. This results in upside risk
for our 2020 inflation forecast. Regardless of this, the ECB will nevertheless
focus on the trend in core inflation.

We expect that headline inflation in the Eurozone will move in small steps
toward the target of the ECB in coming years — mainly underpinned by a
steadily tightening labor market. In 2019 the average Eurozone
unemployment rate has decreased by 0.3% to 7.5%. However, the impact of
the labor market on the pace of inflation has weakened in recent years.
There are several reasons for this; an important one is probably the
declining influence of trade unions, which has weakened the bargaining
power of employees. Furthermore, the growing globalization of services
markets has led to increasing downward pressure on wages in the services
sector. As the bulk of economic output in the Eurozone is attributable to
services, this affects inflation significantly. As a result we expect inflationary
pressures in the Eurozone to remain muted in the medium term as well.

Core inflation stable at moderate levels
Inflation vs. price stability target (2011 — 2020E)
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Global export champion
suffers from cold trade war

Will German industry manage
to cope with the digital
transformation?

Outlook is brightening

Germany

Government should take advantage of fiscal leeway

Germany's manufacturing sector is licking its wounds after the massive slump
in industrial production in 2019. Only thanks to stable growth in consumer
spending was a technical recession narrowly avoided to date. Of all Eurozone
member countries, Germany - as a result of its large trade surpluses - is the
one most susceptible to the negative consequences of the trade war.
Moreover, Germany's manufacturing sector is also especially strongly
exposed to the far-reaching structural problems of the automotive industry.

In 2020 we expect GDP growth in Germany to accelerate to +1.0%. After
the dramatic downturn, the strongest impetus for this should be provided by
a recovery in foreign trade; in addition, government should support
economic growth in 2020 through a planned reduction in the budget surplus
(around 0.4% of GDP). In fact, Germany would have additional budgetary
leeway available, while still remaining in compliance with the Maastricht
rules. In light of the challenges faced by German manufacturers, we believe
the government should use this leeway for targeted measures (education
and innovation) in order to safeguard Germany's long term growth
prospects.

The digital transformation will not stop at the gates of Germany's flagships,
the car makers and engineering companies. As an example, experts expect
that cars will become supercomputers on wheels in the not too distant future.
As a result, different competencies than hitherto are already required today
(software, semiconductors, batteries). However, with respect to these issues,
the US and Asia have already pulled ahead. Coming years will tell whether
Germany will be able to close the gap or not.

Foreign trade / inventory reduction dampen growth

GER industrial production vs. ifo business expectations GDP growth by components
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+1.3% is a sustainable pace of
growth

2020 should be used to
implement further reforms

France

Reforms should be continued (in a socially acceptable manner)

Thanks to positive budgetary one-off effects as well as a continuing strong
willingness to invest, France's economic growth rate in 2019 is likely to come
in above the Eurozone average at +1.3%. We are forecasting GDP growth to
remain stable at +1.3% in 2020. French consumer spending should benefit
from a further decline in the unemployment rate (the European Commission
expects 8% in 2020) and solid wage growth (+2.3% y/y Q1 — Q3 2019). With
respect to investment spending, we expect a slight decrease in momentum
(after a surprisingly strong pace in 2019). Foreign trade should provide a
moderately positive contribution to GDP growth in 2020, thanks to a slight
acceleration in export growth. With GDP growth of 1.3%, the French economy
is growing exactly in line with its potential growth, therefore the risk of a build-
up of economic imbalances is currently small.

France's economy continues to suffer from a high tax burden as well as
inflexible structures and framework conditions. However, the past two years
have demonstrated that change can only be implemented in small steps and
in a socially acceptable manner. For example, the envisaged pension reform
(with the goal of unifying a fragmented and partly very generous system)
meets with fierce resistance from trade unions. At least the Macron
government has managed to lower the ratio of government spending to GDP
noticeably for the first time in 2018 (0.4% of GDP). It is planned to lower it by
another 2 percent to 54.0% of GDP by 2021; alas, this figure still stands well
above the Eurozone average of 47% of GDP. 2020 is the last year in which
Macron still has an opportunity to implement far-reaching reforms (e.g. the
“pacte productif”). Since presidential elections are scheduled for the spring of
2022, the French political establishment is likely to enter campaign mode as
early as 2021.

The first noteworthy decrease in 2018 Stable GDP growth expected in 2020
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Structural deficits and
demographic are a burden

Debt-to-GDP ratio set to
increase further

Italy

Italy remains a potential crisis flashpoint in the Eurozone

Italy's economic growth essentially came to a standstill in 2019, due to a
significant reduction in inventories and a slowdown in the pace of growth of
all GDP components. In line with a positive global environment we expect the
growth momentum of consumer spending, investment and exports to
increase slightly in 2020. We are therefore forecasting Italy's GDP growth to
accelerate to +0.8% in 2020. However, due to a rapidly aging population and
significant structural shortcomings, Italy's potential growth stands merely at
around +0.4% (by comparison, potential growth of the Eurozone as a whole
stands at 1.3%). As a result of this, Italy is only able to achieve growth rates
exceeding this threshold in economic recovery phases (such as the one
expected in 2020).

Since ltaly lacks the willingness to implement substantial structural reforms,
we expect below-average growth rates relative to the Eurozone to persist in
the long term. This harbors the risk that investors — as has recently
happened — will rightly begin to doubt the sustainability of Italy's government
debt. The European Commission expects a further increase in the debt-to-
GDP ratio of Italy to 137.4% of GDP by 2021.

As a result of its bleak growth prospects, Italy is likely to dampen the
inflation outlook for the Eurozone as a whole for quite some time. Due to
below-average growth in labor productivity, Italy's competitiveness has
declined against that of other Eurozone countries for several years. As Italy
does not issue a currency of its own, wage restraint is the country's only
means of offsetting its poor productivity. Weak wage growth in turn
dampens the pace of inflation.

Italy is losing ground continuously
Real hourly labor productivity (annual rate of change)
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Inventory-related effects cause volatility
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Left-wing government
generates uncertainty

Shortcomings in research &
development

Spain
Left-wing government may roll back reforms

Thanks to strong domestic economic growth, Spain's economy is likely to
grow at an above-average rate of around 2.1% in 2019. We expect GDP
growth to slow further to around 1.6% in 2020 as the momentum of
domestic growth slows. In 2021 Spain's growth should continue to move
closer to its potential growth rate of around 1.3%. If Spain's economic
growth levels out at this rate, no major imbalances should build up.

Politically speaking, Spain has a left-wing minority government led by the
Social Democrats since January 2020. In this left-wing coalition the strongly
left-wing citizens' movement Podemos represents a factor of uncertainty.
However, as Podemos is the junior partner, it is open to question how strong
its influence on the government will actually be. Since Spain neglected to
put its public finances on a sound footing during the economic expansion,
the new government theoretically has no fiscal leeway whatsoever. That
said, political representatives of Podemos in particular would be willing to
increase government spending substantially. Thus financial markets are
quite skeptical toward Podemos participating in a governing coalition.

In order to improve its long-term growth prospects, Spain should provide
incentives in the areas of education as well as research and development. A
good education system and a high level of innovation have a positive effect
on productivity, which can lead to a sustainable increase of the potential
growth rate of an economy. However, hitherto there is a distinct lack of
specific policy measures targeting these areas. Spain's expenditures on
research & development (as a percentage of GDP) lag significantly behind
those of countries such as e.g. Germany or France.

Spain with noticeable need to catch up Investment the most important growth driver

R&D spending in % of GDP
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Continued solid growth expected

Inflation slightly below 2%

US Economic and Inflation Outlook

US Economic Growth Remains on Track

US economic growth held up well in the face of a difficult environment in 2019.
2" and 31 quarter growth rates were in line with the US economy's growth
potential and economic data released to date suggest that a similar growth
rate will be posted in the fourth quarter. Economic growth was mainly driven
by consumer spending and to a significantly lesser extent by government
expenditures. Not surprisingly, corporate investment and net exports suffered
most from the escalation in the trade dispute with China as the year
progressed. We expect US economic growth to remain stable. As we expect
at a minimum no renewed intensification of the trade dispute with China, no
additional pressure should emanate from this front this year. In our opinion
there are no signs of imbalances of the US economy the correction of which
could trigger an economic downturn. A robust labor market suggests
continued growth in consumer spending. There is some hope for corporate
investment, as the downturn has already lasted a long time by historical
standards. However, indications for a turnaround remain weak for the time
being. All in all, we expect economic growth of just below 2% this year.

The labor market continues to be characterized by strong jobs growth and
the unemployment rate stands at a 50-year low. Nevertheless, the labor
market still shows no signs of overheating. On the contrary, wage growth
has barely changed for quite a long time and thus provides no evidence of a
build-up of inflationary risks. The underlying trend of inflation is determined
by the core inflation rate. Monthly change rates were volatile in the course of
2019, resulting in annual inflation rates ranging from 1.5% to 1.8%. This
should not change this year. Our expectation for economic growth in
conjunction with no signs pointing to accelerating wage growth suggests
that core inflation should remain range-bound below 2%. Fluctuations in
energy and food prices should lead to occasional spikes in headline
inflation.

US economy has held up well in a difficult Inflation rates should remain range-bound

environment
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Easing of monetary policy by
the Fed lends support

Muted growth prospects
outside of Asia

Only Asiais still growing dynamically

GDP per capita growth

6%
5.2%

Emerging Markets

Focus should be on strengthening institutions

The economic outlook for emerging markets has improved thanks to the
partial rapprochement in the trade dispute and the noticeable easing of
monetary policy by the Fed. In the wake of the Fed's policy u-turn, the central
banks of large emerging market economies (China, India, Indonesia,
Malaysia) were able to adopt an easing bias as well. We therefore expect an
acceleration of economic growth in a number of emerging market countries in
2020. However, the trade dispute poses a long-term challenge for emerging
markets, as global supply chains that have been established over the past 20
years are put to the test. In the future it may no longer be as easy as it once
was to quickly gain valuable know-how by means of integration into supply
chains.

Developing economies in Asia have succeeded in boosting prosperity (GDP
per capita) significantly in the recent past as well. By contrast, countries
such as Russia, Turkey, Brazil, Mexico or Chile partly had to partly put up
with losses in economic welfare, and/or have experienced a decline in
prosperity relative to the Eurozone. The reasons for this are high levels of
corruption, poor quality of public institutions as well as in the case of Russia
and Turkey economic sanctions imposed by the US. Thus the IMF
emphasizes in a recent study that for many developing countries the key to
greater prosperity lies in improving the quality of public institutions. Only
then will they succeed in attracting long term-oriented foreign investment
capital. However, attempts to strengthen public institutions are often
undermined by corrupt ruling elites. If their framework conditions do not
change, countries such as Russia, Brazil or Chile can only hope for a
sustained increase in commodity prices (such as crude oil or copper) to at
least provide a stimulus to economic growth in the medium term.

Acceleration in growth expected for 2020
GDP growth CN, IN, BR and RU 2019E — 2021E
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China

Growth momentum will decline further for structural reasons

Reaching higher stages of
development dampens growth

China's economic growth is steadily losing momentum since 2010. There are
two major reasons for this. For one thing, from 1990 to 2010 China's growth
benefited substantially from strong growth of its working-age population.

However, since 2010 China's working-age population has begun to shrink
(just as in Europe and Japan). For another thing, the rising degree of
development of the Chinese economy exerts a dampening effect on growth
dynamics as well. As recently as 1990 China's GDP per capita was a mere
4% of that of the US, but it has rapidly increased to 30% by 2018. This has
resulted in the services sector gaining in importance, but services are not as
easily scalable as manufacturing.

Credit growth turns up

However, due to the negative impact of the trade war, growth momentum in
2019 has decreased even more strongly in 2019 than before (Q1 — Q3

2019: 6.2%). Based on leading indicators we expect a further decline in the
pace of growth in Q4 2019 to +5.8% (y/y). In the short term cyclical
upswings and downswings in the Chinese economy can be identified quite
well by looking at the growth momentum of German exports to China. These
data show a steady decrease in the pace of growth since the end of 2017
until October 2019. Having said that, credit expansion in China has resumed
in May of 2019 (driven by a significant easing of monetary policy coupled
with expansionary fiscal policy), which we believe should soon exert a
positive effect on the growth of German exports to China. It would
nevertheless be quite important for China's growth prospects in 2020 to
conclude a partial trade agreement with the US.

Slower growth expected in Q4
China GDP growth y/y
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Credit expansion should help German exports
China lending vs. GER exports to China
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Forecasts!?

GDP 2018 2019 2020 2021
Eurozone 1.9 1.2 1.2 1.2
us 2.9 2.2 1.9 2.2
Inflation 2018 2019 2020 2021
Eurozone 1.7 1.2 1.3 1.5
us 2.4 1.9 2.1 2.1

Source: Erste Group Research (own calculations)

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.
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