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Private Banking Investment Outlook

Executive Summary

Dear Readers,

the current containment measures to contain COVID-19 will lead to a decline in GDP in the euro area in
Q4 2020. After Q1 2021, however, warmer temperatures combined with widespread use of vaccines and
improved rapid testing should allow for a lifting of the containment measures and a recovery of the
economy. Market sentiment has improved markedly in recent weeks. As a result, the safest German
Bunds have become less attractive. We expect yields to continue to rise slowly in the course of 2021.
After an inflation rate in the euro zone of +0.2% in 2020, we expect a recovery to +1.0% in 2021. We
assume that a significant cooling of the US economy began in November and will probably continue into
February. Although the US economy is facing a slow start to 2021, it should bring a strong recovery overall.
The global equity index rose +9.8% in EUR terms in November after the announcement of successful
clinical trials for COVID-19 vaccinations. The medium-term outlook for equities remains positive (2021e:
+26.8%) due to the expected high global profit growth next year. The price of gold was down -7.9% in
EUR terms in November. The medium-term outlook for the gold price remains positive.

Attractiveness of asset classes
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Eurozone Economics

Overview

Eurozone Real GDP Growth Rate*

as of Q4 20
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Year-on-Year Change: -4,26%
Forecast Erste Bank Research
I » 1 Quarter-on-Quarter Change: 12,47%

Quelle: Refinitiv Datastream

Eurozone Inflation Rate*
as of Dez 20
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Year-on-Year Change: -0,28%
Forecast Erste Bank Research
——— Core Inflation Rate ex Food & Energy: 0,25%

Quelle: Refinitiv Datastream

Unemployment Rate Eurozone
as of Dez 20

2011 2012 2013 2014 2015 2016 2017 2018
Unemployment Rate: 8,4%

2019 ' 2020

Quelle: Refinitiv Datastream
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The current restriction measures to contain COVID-19 will
lead to a decline of Eurozone GDP in 4Q20. The services
sector is suffering the most from the restrictions. On the
other hand, industry is holding up comparatively well,
since global value chains are not interrupted, unlike in
spring. We also expect restrictions to be imposed in 1Q21,
which will have a dampening effect on growth. Thereafter,
however, warmer temperatures in conjunction with the
widespread use of vaccines and improved rapid tests
should make it possible to lift the restrictions. This should
enable a rapid recovery of the economy.

Eurozone inflation stabilized at -0.3% y/y in November.
This is mainly due to continued substantial downward
pressure from energy prices (-8% y/y in November) and a
stable low core inflation rate of +0.2% yly. In the short
term, the downward pressure from both factors on inflation
will continue, but in the medium term at least the
substantial downward pressure from energy prices should
ease. We therefore expect a recovery from an inflation
rate of +0.2% in 2020 to +1.0% in 2021.

Eurozone Business Climate Indices
as of Dez 20

2011 2012 2013 2014 2015 2016 2017 2018

IFO Business Climate Index Germany: 90,7 (LHS)
Purchasing Manager Index Eurozone: -0,63 (RHS)

Quelle: Refinitiv Datastream

2019 | 2020

With reference to the graphs (pictured above): forecasts are not a reliable indicator for future performance.

* Forecasts are no reliable indicator for future performance.
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Euro Fixed Income

Money Market and Government Bonds

Money Market Euro*
as of 11.12.2020
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Euribor 3-Month: -0,543%
Forecast Erste Bank Research
—— ECB Target Rate: %

Quelle: Refinitiv Datastream

German Government Bonds*
as of 11.12.2020
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Yield To Maturity - 10 Year Bonds: -0,637%
Forecast Erste Bank Research

—— Yield To Maturity - 2 Year Bonds: -0,803%

Quelle: Refinitiv Datastream

Euro Government Bonds
as of 11.12.2020

" 2011 | 2012 | 2013 | 2014 | 2015 | 2016 ' 2017 ' 2018 = 2019 | 2020
Euro Government Bond Index - Yield: -0,261%
—— Spread over German Government Bonds: 0,41%

Quelle: Refinitiv Datastream

Following the recent meeting of the Governing Council,
there were clear indications that monetary policy would be
eased at the next meeting in December. A combination of
measures was announced. This is a reaction to the rising
number of infections with COVID-19 and the economic
damage foreseeable as a result. We expect an extension
of the PEPP purchase program until the end of 2021 and
an increase in the funds available for it. Furthermore, the
conditions for liquidity from the ECB for banks should be
further improved. However, we consider a change in the
APP purchasing program to be unlikely, and we consider
a reduction in key interest rates even less likely.

Forecast: somewhat negative

With the foreseeable start of vaccinations against COVID-
19, the mood on the markets has improved noticeably
over the past few weeks. As a result, the safest German
Bunds have lost their attractiveness. The general
environment should improve further in the coming year.
The COVID-19 pandemic should increasingly be brought
under control, even if some difficult months still lie ahead.
For the markets, however, a look beyond this period
should be decisive. At the same time, however, the ECB
will continue to increase excess liquidity in the market
through further purchases of securities. All in all, we see
this as speaking in favor of further, albeit only slow,
increases in yields in the course of 2021.

Yield premiums for country credit risk have fallen below
the pre-coronavirus level and are trending sideways. This
development was supported by two factors. 1) The
European Commission's reconstruction programme,
under which the Commission issues bonds and individual
states also receive grants (as opposed to loans). 2) The
European Central Bank's pandemic bond purchase
programme (PEPP), which was increased and extended
in December. The future inflation rates priced into the
bond prices have made up for around three quarters of
the slump from the beginning of the year (currently: 10Y
Germany at 0.88%).

Forecast: somewhat negative

With reference to the graphs (pictured above): forecasts are not a reliable indicator for future performance. Please refer to the annex for the

u
*

nderlying index.
Forecasts are no reliable indicator for future performance.



US Economics

Overview

US Real GDP Growth Rate*

as of Q4 20
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Year-on-Year Change: -2,92%
Forecast Erste Bank Research
I s 1 Quarter-on-Quarter Change: 7,4%

Quelle: Refinitiv Datastream

US Inflation Rate*

as of Nov 20

"o 12 13 14 15 | 16
Year-on-Year Change: 1,16%
Forecast Erste Bank Research

——— Core Inflation Rate ex Food & Energy: 1,65%

Quelle: Refinitiv Datastream

US Unemployment Rate

as of Nov 20

14

" 2012 ' 2013 | 2014 2015 = 2016 2017 = 2018 2019 2020

Unemployment Rate: 6,7%

2 &
2011

Quelle: Refinitiv Datastream
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We assume that November marked the start of a
significant cooling of the US economy, and that this will
probably continue into February. The reasons are, again,
significantly higher COVID-19 infection rates and thus
new containment measures, as well as lower support
payments for the unemployed. It should be possible to
reduce the containment measures in the coming year also
due to the incipient vaccinations. Furthermore, we expect
a fiscal package to be passed in January, which will
include higher payments to the unemployed. However, all
of this is unlikely to have any impact before March. This
means that the US economy will see a slow start to 2021,
but the year overall should bring a strong recovery.

For the coming months, we expect largely stable low
inflation rates in the USA. The price of oil will probably
remain well below the level of the comparable period of
the previous year for several months to come, thus
dampening the inflation rate. This effect should be
reversed in the spring and thus lead to a temporary jump
in the inflation rate. This will also be helped by the general
fall in prices with the outbreak of the crisis in spring 2020,
which will temporarily keep the basis for comparison with
2021 very low. Beyond these foreseeable fluctuations, we
expect a stable underlying inflation rate of slightly below
2%. This is because the persistently high unemployment
rate will keep wage increases within narrow limits.

US ISM Purchasing Managers Index

as of Nov 20

" 2012 ' 2013 | 2014 2015 2016 2017 = 2018 2019 2020

ISM Purchasing Managers Index: 57,5
——— ISM Nonmanufacturers Survey Index: 55,9

" 2011

Quelle: Refinitiv Datastream

With reference to the graphs (pictured above): forecasts are not a reliable indicator for future performance.

* Forecasts are no reliable indicator for future performance.
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US Fixed Income

Money Market and Government Bonds

Money Market US*

as of 11.12.2020
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US-Dollar Libor 3-Month: 0,2195%
Forecast Erste Bank Research
Federal Funds Target Rate: 0,25%

Quelle: Refinitiv Datastream

US Government Bonds*
as of 11.12.2020

11 12 13 14 15 16 17 18 19 | 20 21
Yield to Maturity - 10 Year Bonds: 0,891%
Forecast Erste Bank Research

—— Yield to Maturity - 2 Year Bonds: 0,121%

Quelle: Refinitiv Datastream

Euro-Dollar Exchange Rate*
as of 11.12.2020
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Euro/Dollar Exchange Rate: 1,21
Forecast Erste Bank Research

Quelle: Refinitiv Datastream

Since the last meeting of the US Federal Reserve's
(FOMC) monetary policy-making body, COVID-19
infection rates have risen massively. Nevertheless, there
have been no concrete indications of monetary policy
easing in recent weeks. The minutes of the meeting in
November only suggest that the duration of securities
purchases will be linked to economic developments.
Monthly minimum volumes could also be set, but we
believe that this is unlikely. Unless there is a massive
increase in purchases, the decision in December should
have little impact on the markets, which already expect a
continued very generous supply of liquidity.

With the prospect of vaccination against COVID-19
starting soon, the improvement in the economic
environment has become more concrete. The
attractiveness of safe US government bonds suffered as
a result and prices fell accordingly. In the coming year, it
should be possible to push back the pandemic more and
more, which should further brighten the outlook for the
economy. This will continue to weigh on the bond market
and thus cause yields to rise further. On the other hand,
however, unchanged key interest rates for several years
to come and a continued very generous supply of liquidity
by the central bank will support the bond market. We
therefore expect yields to rise only slowly.

With the recent publication of test results, a start of
vaccination against COVID-19 soon has become almost
certain. The somewhat earlier improvement in the
environment suggests that the euro could appreciate
against the dollar earlier than we originally expected. We
now expect to see a noticeable movement by the end of
the first quarter of 2021, although this should flatten out
as the year progresses. The situation in the two currency
areas will not differ fundamentally. However, the
environment in 2021 - at least from today's perspective -
should show significantly less risk, which argues against
the dollar.

With reference to the graphs (pictured above): forecasts are not a reliable indicator for future performance. Please refer to the annex for the
underlying index.
* Forecasts are no reliable indicator for future performance..



Corporate Bonds

Investment Grade
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Euro Corporate Bonds: Yield & Spread

as of 11.12.2020

2011 2012 2013 2014 2018 2019 2020

Yield to maturity: 0,344%
s Spread over AAA Governmanet Bonds: 0,94%

2015 2016 2017

Quelle: Refinitiv Datastream

US Corporate Bonds: Yield & Spread

as of 11.12.2020

2018

2011 2012 2013 2014 2019 2020

Yield to Maturity: 1,91%
s Spread over AAA Government Bonds: 1,11%

2015 2016 2017

Quelle: Refinitiv Datastream

Euro Corporate Bonds: Performance

as of 11.12.2020
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Cumulative 5 Year Performance: 15,61%
Is1l Performance Year-on-Year: 2,71%

2019

Quelle: Refinitiv Datastream
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Successes in vaccine development had a strong impact
on the corporate bond market in November. In the hope
of a rapid economic recovery in 2021, investors ignored
the temporary negative effects of the recent lockdowns.
Yields and spreads on investment grade corporate bonds
have now fallen to pre-pandemic levels. We expect the
ECB to expand and extend its pandemic emergency
purchase program PEPP in December. Its purchases
should keep risk premiums in the IG segment low. We
recommend IG-rated hybrid bonds. Their higher yields
compensate for the higher volatility of these subordinated
bonds.

Forecast: neutral

Investment grade corporate bonds have now made up
much of the increase in the credit risk premium from last
March. After the mechanistic, strong economic recovery
due to the lifting of containment measures in May and
June, economic activity growth rates are slowing. On the
negative side, the increase in the number of confirmed
new infections is the main factor. In addition, the trend
towards higher yields on US government bonds is also
having a negative impact. On the positive side is the
positive market reaction to the US election results and
optimistic vaccine news. In addition, the Fed's ultra-
expansive monetary policy has a supportive effect.

Forecast: neutral

US Corporate Bonds: Performance
as of 11.12.2020
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Cumulative 5 Year Performance: 22,21%
Is1l Performance Year-on-Year: 7,38%
Quelle: Refinitiv Datastream

With reference to the performance graphs: past performance is not a reliable indicator of future peformance. Please refer to the annex for the

underlying index.



High Yield Bonds

Corporate Bonds with a Speculative Rating

Euro High Yield: Yield & Spread Thanks to successes in vaccine development, high-yield
as of 11.12.2020 (HY) bonds recently outperformed IG bonds. This reflects
12 4 hopes of a rapid economic recovery in 2021 and the

prospect of monetary policy easing by the ECB at its
meeting on December 10. The lockdowns are not clouding
the mood in industry as much as in the spring. But delayed
insolvencies could dampen risk appetite and make
refinancing more difficult for issuers with a weaker rating
than BB. We recommend BB bonds. The BB-BBB spread
differential is above pre-pandemic levels. If the economy
picks up from Q2 2021 onwards, as we expect it to, it
should fall.

Forecast: neutral
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Yield to Maturity: 3,18%
s Spread over AAA Government Bonds: 3,6%

Quelle: Refinitiv Datastream

US High Yield: Yield & Spread Below investment grade corporate bonds have now offset
as of 11.12.2020 around 90% of the increase in the credit risk premium from
last March. On the negative side, the increase in the
number of confirmed new infections is the main factor. In
addition, the trend towards higher vyields on US
government bonds and the tightening of banks' lending
guidelines are weighing on the situation. On the positive
side, there is a positive market reaction to the US election
results, optimistic vaccine news and the continued rise in
survey-based economic indicators. In addition, the Fed's
ultra-expansive monetary policy is providing support

Forecast: somewhat positive

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Yield to Maturity: 5,14%
s Spread over AAA Government Bonds: 4,13%

Quelle: Refinitiv Datastream

Euro-High Yield: Performance
as of 11.12.2020
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Cumulative 5 Year Performance: 27,21%
Is1l Performance Year-on-Year: 3,22%
Quelle: Refinitiv Datastream

With reference to the performance graphs: past performance is not a reliable indicator of future peformance. Please refer to the annex for the
underlying index.



