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Market fears not subsiding, despite decreasing new
Covid-19 infections

The Covid-19 epidemic has probably passed its peak in China. Chinese
authorities have been reporting a decrease in new infections for days. The
bond markets, at least, have not yet jumped on this good news. Yields
remain near this year's lows. There are two reasons for this. Firstly, data
showed that the Eurozone economy was already weakening before the
outbreak of the Covid-19 virus, and secondly, the economic damage of the
epidemic to China and thus the world cannot yet be estimated. The World
Health Organization continues to urge caution, despite the recent better
data.

In the course of fighting the epidemic, China has implemented extensive
guarantine measures that, among other things, have significantly restricted
freedom of movement within the country. Some of these measures were
recently withdrawn, but many are still in force and are placing a considerable
burden on the economy. What is decisive is how long the quarantine
measures in China will continue and thus how much damage will ultimately
be done to the Chinese and the global economy. Of the approx. 300mn
domestic migrants, less than a third have so far returned to their jobs. For
Hubei province, which is by far the worst effected province, quarantine
measures are currently scheduled until March 10. Globalized value chains
make it difficult to assess the impact and increase the uncertainty. What
damage will the production losses in China cause in other countries?

If the trend of declining infections is confirmed, this would make an end to
guarantine measures foreseeable. Even then, however, it would take
several weeks for the Chinese economy to return to normal, in our view.
However, the aftermath of the epidemic will probably be felt longer, as
Chinese companies will hardly be able to make up for the lost sales in the
foreseeable future. The loss of sales poses a threat to the existence of
smaller companies with lower financial buffers in particular. Wage losses will
remain for hundreds of millions of workers.

For our forecasts, we assume that the peak of the epidemic has already
been reached, but that China's economy will be slow to recover, due to the
factors mentioned above. Upcoming Eurozone and US economic data is
likely to show a deterioration. Overall, the Eurozone economy is likely to be
under greater pressure, as the production of goods and international trade
plays a lesser role in the US economy. This suggests that the Eurozone's
economic data will improve only slowly, while we expect only relatively
short-term negative effects for the US. For the bond markets, this means
that yields will rise only slowly over the coming months, which should be
stronger in the US than in the Eurozone. We are therefore reducing our yield
forecasts.
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EZ — Energy prices to weigh on inflation

Next week (28.02), a first flash estimate of Eurozone inflation for February
will be released. Due to the weak oil price in February, we expect a slight
decline in headline inflation in the Eurozone to around +1.3% y/y. For core
inflation, after the decline in January to +1.1% y/y, we expect a slight
increase. For 2020 as a whole, we expect average headline inflation in the
Eurozone to be around +1.3% yly.
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Economic calendar

Ctry
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DE

DE
FR
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USA

China

Date

24-Feb

25-Feb
28-Feb

28-Feb

27-Feb
28-Feb

Time

10:00
8:00
8:45

11:00

14:30
14:30

Central bank events

ECB

Fed

Date

27-Feb

27-Feb

27-Feb

27-Feb

25-Feb

Time

11:05

13:15

17:00

20:30

21:00

Release Period Consens Prior

Ifo Index Feb 94.7 Index 95.9 Index
GDP yly 4Q F 0.4% 0.4%
GDP yly 4Q F 0.8%
CPI flash yly Feb 1.3% 1.4%
GDP qg/q 40 S 2.1% 2.1%
PCE Deflator Jan 1.6%

Event

Isabel Schnabel, speech, Barclays International Monetary Poilcy, London

Philip Lane, panel discussion Euro Area's Growth in a weakened Economic
Outlook: Diagnosis and Responses , Paris

Luis de Guindos, speech, Grupo July and Cooperativas Agro-Alimentarias,
Sevilla

Philip Lane, speech, Center for European Reform, London

Richard Clarida, speech: US Economic Outlook and Monetary Policy ,
Annual National Association for Business Economics Economic Policy
Conference, Washington D.C.

Source: Market Data Provider, Erste Group Research
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Forex and government bond markets

Exchange rates EUR: USD, CHF, GBP and JPY Eurozone spreads vs. Germany
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Forecasts'

GDP 2018 2019 2020 2021

Eurozone 1.9 1.2 1.0 | 1.2

us 2.9 2.3 1.9 2.2

Inflation 2018 2019 2020 2021

Eurozone 1.7 1.2 1.3 15

us 2.4 18 | 2.1 2.0

Interest rates current Mar.20 Jun.20 Sep.20 Dec.20
ECB MRR 0.00 0.00 0.00 0.00 0.00
3M Euribor -0.41 -0.40 -0.40 -0.40 -0.40
Germany Govt. 10Y -0.45 -0.40 ! -0.30 -0.10 -0.10
Swap 10Y -0.12 -0.10 ! 0.00 0.20 0.20
Interest rates current Mar.20 Jun.20 Sep.20 Dec.20
Fed Funds Target Rate* 1.59 1.63 1.63 1.63 1.63
3M Libor 1.70 1.90 1.90 1.90 2.10
US Govt. 10Y 1.48 1.60 | 1.80 2.00 2.10
EURUSD 1.08 111 1.13 1.15 1.15

*Mid of target range

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

Source: Market Data Provider, Erste Group Research

1 Note: In accordance with regulations, we are obliged to issue the following statement:
Forecasts are not a reliable indicator of future performance.
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Disclaimer

This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated
subsidiaries "Erste Group") independently and objectively as general information pursuant. This publication serves interested
investors as additional source of information and provides general information, information about product features or
macroeconomic information without emphasizing product selling marketing statements. This publication does not constitute a
marketing communication pursuant to Art. 36 (2) delegated Regulation (EU) 2017/565 as no direct buying incentives were
included in this publication, which is of information character. This publication does not constitute investment research pursuant
to Art. 36 (1) delegated Regulation (EU) 2017/565. It has not been prepared in accordance with legal requirements designed to
promote the independence of investment research and it is not subject to the prohibition on dealing ahead of the dissemination
of investment research. The information only serves as non-binding and additional information and is based on the level of
knowledge of the person in charge of drawing up the information on the respective date of its preparation. The content of the
publication can be changed at any time without notice. This publication does not constitute or form part of, and should not be
construed as, an offer, recommendation or invitation to subscribe for or purchase any securities, and neither this publication nor
anything contained herein shall form the basis of or be relied on in connection with or act as an inducement to enter into any
contract or inclusion of a security or financial product in a trading strategy. Information provided in this publication are based on
publicly available sources which Erste Group considers as reliable, however, without verifying any such information by
independent third persons. While all reasonable care has been taken to ensure that the facts stated herein are accurate and that
the forecasts, opinions and expectations contained herein are fair and reasonable, Erste Group (including its representatives
and employees) neither expressly nor tacitly makes any guarantee as to or assumes any liability for the up-to-dateness,
completeness and correctness of the content of this publication. Erste Group may provide hyperlinks to websites of entities
mentioned in this document, however the inclusion of a link does not imply that Erste Group endorses, recommends or approves
any material on the linked page or accessible from it. Neither a company of Erste Group nor any of its respective managing
directors, supervisory board members, executive board members, directors, officers of other employees shall be in any way
liable for any costs, losses or damages (including subsequent damages, indirect damages and loss of profit) howsoever arising
from the use of or reliance on this publication. Any opinion, estimate or projection expressed in this publication reflects the
current judgment of the author(s) on the date of publication of this document and do not necessarily reflect the opinions of Erste
Group. They are subject to change without prior notice. Erste Group has no obligation to update, modify or amend this
publication or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast
or estimate set forth herein, changes or subsequently becomes inaccurate. The past performance of securities or financial
instruments is not indicative for future results. No assurance can be given that any financial instrument or issuer described
herein would yield favorable investment results or that particular price levels may be reached. Forecasts in this publication are
based on assumptions which are supported by objective data. However, the used forecasts are not indicative for future
performance of securities or financial instrument. Erste Group, its affiliates, principals or employees may have a long or short
position or may transact in the financial instrument(s) referred to herein or may trade in such financial instruments with other
customers on a principal basis. Erste Group may act as a market maker in the financial instruments or companies discussed
herein and may also perform or seek to perform investment services for those companies. Erste Group may act upon or use the
information or conclusion contained in this publication before it is distributed to other persons. This publication is subject to the
copyright of Erste Group and may not be copied, distributed or partially or in total provided or transmitted to unauthorized
recipients. By accepting this publication, a recipient hereof agrees to be bound by the foregoing limitations.

Erste Group is not registered or certified as a credit agency in accordance with Regulation (EC) No 1060/2009 of the European
Parliament and of the Council of 16 September 2009 on credit rating agencies (the Credit Rating Agencies Regulation). Any
assessment of the issuers creditworthiness does not represent a credit rating pursuant to the Credit Rating Angencies
Regulation. Interpretations and analysis of the current or future development of credit ratings are based upon existing credit
rating documents only and shall not be considered as a credit rating itself.
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