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Further indicators pointing to a slowing economic decline in the most important markets led to the depreciation of
the dollar. The foreign exchange markets thus followed yet again the rationale that the dollar would lose its status
as safe haven and hence its attractiveness once the economic crisis has been overcome. Overall the losses of the
dollar were of moderate nature, and the euro fell clearly short of its earlier 2009 highs of 1.36 US dollar.

The latest meeting of the Open Market Committee of the US Fed did not result in any new decisions, but this was
precisely why it supported hopes of a stabilising economy. Apparently the Committee did not feel it necessary to
stimulate the economy with additional liquidity injections, but instead decided to wait and see. At the same time,
however, the wording of the press statement remained very cautious. Even if the outlook has slightly improved, the
economy is expected to remain week for a while. Indicators of the manufacturing industry and consumer sentiment
were slightly better. Both indicators had risen on the month and achieved the highest value since the Lehman
bankruptcy (September 2008). At the same time, however, they were still indicative a contraction in the economy.
Even if the Fed managed to stabilise the economy in cooperation with the government, it would still be in for a
range of challenges. At some point it will have to prove that it can withdraw the right amount of liquidity at the right
time. With the economy on the way to recovery, the markets will be increasingly more concerned about inflation
risks. This should lead the US dollar to decline.

The Swiss franc remains in a sideways movement. A minor strengthening trend can be observed, but this should
be counteracted by the SNB.

The future president of the SNB, Hildebrand, again pointed to the threat of deflation in an interview, implying the
need to counteract a stronger franc.

He stated that the aftermath of the current crisis could be long-lasting. Even though some leading indicators show a
turning point, this does not necessarily imply a return to robust growth yet. The elimination or reduction of global
imbalances (e.g. in foreign trade or indebtedness) could still take some time.

The risk of falling prices is in turn increased by lower growth. Hence, the SNB is trying to counteract the additional
deflationary pressure that would be generated by a stronger franc.

In addition, monetary conditions should be expansive. Nevertheless, one should bear in mind a so-called exit
strategy, permitting increased liquidity to be drained when necessary. Either additional liquidity is provided for a
limited amount of time only (repo auctions) or bills can be issued (in the case of the SNB).

On the whole, we still think that the flight to safe havens, implying a strengthening of the franc, stands against the
counteracting measures of the SNB, leading in the end to a sideways movement of the EURCHF.

The yen has slightly weakened vs. the USD, but remains close to the level of USDJPY 98.

Identifying reasons for this evolution is intricate. At the meetings of the Fed and the BoJ last week, no change in
monetary policy was decided on. The BoJ revised its forecasts for economic growth and inflation downwards,
coming closer to market expectations, which would thus hardly produce any reaction. The economic data did not
give any clear signal either. The first estimate of US GDP was clearly below expectations, but this estimate is often
unreliable and there have been negative contributions from government expenditures (a trend that should reverse
very soon) and destocking. Even though a decrease in stocks has a negative influence on current GDP growth, it is
the basis for a future recovery of the manufacturing sector. On the Japanese side, quite positive signs came from
industrial production and exports, in contrast with a manifest deterioration of the labor market. The positive
evolution on equity markets might have caused investors to move out of the yen as a safe haven.

In the mid term, we expect an oscillation of the USDJPY around the current levels. For the EURJPY, this implies an
evolution in consonance with the EURUSD.
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The bandwidths were prepared based on market estimates of future exchange rate risks. Starting with today’s
exchange rate, an upper and a lower limit can be estimated for the exchange rate in two weeks. This covers the

most probable scenarios.

We have compared the forecasted bandwidth with the actual exchange rate in a chart.
The markets expect much wider fluctuations than seen in the past in the future as well. Thus, the forecasting risk

has become much higher.
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EURUSD 3m US Libor and Spread to Euribor
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End of Month
EURUSD 1.3337 1.45 1.50 1.50 1.53
EURJPY 131.95 137.8 142.5 147.0 149.9
USDJPY 98.94 95.0 95.0 98.0 98.0
EURCHF 1.51 1.50 1.51 1.53 1.53

Forecasts: 3m interest rates

End of Month | Current

EURO 1.35 1.20 1.20 1.40 1.50
Japan 0.55 0.60 0.50 0.50 0.50
USA 1.01 0.80 0.60 0.70 0.90
Switzerland 0.40 0.25 0.25 0.25 0.25
Spread vs Euribor  -0.95 -0.95 -0.95 -1.15 -1.25
Head of Research Friedrich Mostbdck +43 (0)5 0100 - 11902
Major Markets & Gudrun Egger Euroland +43 (0)5 0100 - 11909
Credit Research Mildred Hager Switzerland, Japan +43 (0)5 0100 - 17331
Rainer Singer USA +43 (0)50100 - 11185
Alihan Karadagoglu Corporate Bonds  +43 (0)5 0100 - 19633
Elena Statelov Corporate Bonds  +43 (0)5 0100 - 19641
Sales Fixed Income Domestic Sales +43 (0)5 0100 - 83200
Treasury Domestic Sales +43 (0)5 0100 - 84130
Institutional Sales +43 (0)5 0100 - 84300
Corporate Sales +43 (0)5 0100 - 84100
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This research report was prepared by Erste Group Bank AG ("Erste Group”) or its affiliate named herein. The information herein has been obtained from, and any
opinions herein are based upon, sources believed reliable, but we do not represent that it is accurate or complete and it should not be relied upon as such. All
opinions, forecasts and estimates herein reflect our judgement on the date of this report and are subject to change without notice. The report is not intended to be an
offer, or the solicitation of any offer, to buy or sell the securities referred to herein. From time to time, Erste Group or its affiliates or the principals or employees of
Erste Group or its affiliates may have a position in the securities referred to herein or hold options, warrants or rights with respect thereto or other securities of such
issuers and may make a market or otherwise act as principal in transactions in any of these securities. Erste Group or its affiliates or the principals or employees of
Erste Group or its affiliates may from time to time provide investment banking or consulting services to or serve as a director of a company being reported on herein.
Further information on the securities referred to herein may be obtained from Erste Group upon request. Past performance is not necessarily indicative for future
results and transactions in securities, options or futures can be considered risky. Not all transaction are suitable for every investor. Investors should consult their
advisor, to make sure that the planned investment fits into their needs and preferences and that the involved risks are fully understood. This document may not be
reproduced, distributed or published without the prior consent of Erste Group. Erste Group Bank AG confirms that it has approved any investment advertisements
contained in this material. Erste Group Bank AG is regulated by the Financial Services Authority for the conduct of investment business in the UK.

Please refer to www.erstegroup.com for the current list of specific disclosures and the breakdown of Erste Group’s investment recommendations.
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