Production resumes upward trend
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Forecasts

USA curr.! Dec-13 Mar-14 Sep-14
Key rate 025 025 025 025
Libor 3M 0.24 030 0.30 0.30
Yield 5Y 142 180 1.90 230

Yield 10Y 2.68 3.00 3.10 3.30

Euro area

Key rate 0.50 050 0.50 0.50
Euribor 3M 0.23 0.25 0.30 0.50
Yield 5Y 085 1.10 130 1.90

Yield 10Y 1.86 2.10 230 2.80
Swaprate 5Y  1.29  1.60 1.85 2.50

1 as of 11 October 2013, 09:06 p.m. CET
Source: Thomson Reuters, Raiffeisen RESEARCH
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Recommendation (Horizon: December 2013):

Sell: USD bonds, DE bonds

USA

The budget dispute continues to be unresolved. An early reopening of the closed
federal authorities is not foreseeable. Yet, there are first signs of a convergence,
at least with regard to the debt ceiling. As part of negotiations with President
Obama, Republicans yesterday proposed a debt-cap raise until 22 November in
order to prevent a looming payment default. The remaining time should then be
used for negotiations on a sustainable plan to reduce expenditure. As soon as
an agreement is reached, the debt upper limit is to be raised for a long period
of time. Obama, however, rejected the proposal as insufficient. He keeps insist-
ing on a longerterm increase in the debt ceiling as well as unconditional agree-
ment to a budget plan, which makes an immediate reopening of all federal agen-
cies possible.

A solution in which Republicans approve a budget plan while the debt ceiling is
increased only by three months is surfacing as a possible compromise. Currently,
Democrats and Republicans are jointly preparing an appropriate proposal in the
Senate. Just as this week, numerous economic data releases will fall victim to the
government shutdown also in the week ahead. What will, however, be published
are the first regional manufacturing sentiment surveys. With the US central bank
being unaffected by the federal agency closures, nothing stands in the way for
both the Empire State Manufacturing Index (Tue) and the Philadelphia Fed In-
dex (Thurs) fo be published. Yet, interpreting the data might be difficult, as it will
hardly be possible to find out to what extent sentiment deterioration is attributable
to the budget dispute in case such deterioration materializes. What will also be
published is the NAHB housing market index (Wed), which has seen a massive
increase over the last months. Due to the lack of relevant data, also initial jobless
claims (Thurs) will again be closely followed. In the previous week, these shot up
steeply by 66K to an annualized 374K. Yet, this had less to do with the downturn
in the labour market situation than with computer problems experienced by the
competent authorities in California. Moreover, staff dismissals by companies who

Key figures

USA RBI Cons. prior
Tue, 15. 14:30 Empire State Manufacturing Index Oct. n.a. 8.0 6.3
Wed, 16. 16:00 NAHB housing market index Oct. n.a. 57 58
Thu, 17. 14:30 Initial jobless claims (thsd, ann.) CW42 na. na. 374
Thu, 17. 16:00 Philadelphia Fed Index Oct. na. 160 223
Europe

Mon, 14. 11:00 EUR: Industrial production (% mom) Aug. 12 06 -1.5
Tue, 15. 11:00 EUR: ZEW Survey Expectations Oct. 56.0 na 5846
Tue, 15. 11:00 DE: ZEW Survey Expectations Oct. 46.0 51.0 4946
Wed, 16. 11:00 EUR: Consumer price index (% yoy), final Sep. 11 1.1 1.1
Wed, 16. 11:00 EUR: - core rate (% yoy), final Sep. 1.1 1.2 1.3
Thu, 17. 11:00 EUR: Construction output (% mom) Aug. 04 na. 0.3
Events

Wed, 16. 20:00 Fed releases Beige Book Sep/Oct

Source: Bloomberg, Raiffeisen RESEARCH
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Forecasts

current’
CHF
Libor 3M 0.02
Yield 10Y 1.05
YEN
Key rate 0.10
Libor 3M 0.14
Yield 10Y 0.66
FX
EUR/USD 1.35
EUR/JPY 133.08
USD/JPY 98.33
EUR/CHF 1.23
Crude
Brent (USD) 111.69

Dec-13 Mar-14 Sep-14
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1 as of 11 October 2013, 09:06 a.m. CET
Source: Thomson Reuters, Raiffeisen RESEARCH
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had to restrict their output because of the government shutdown, accounted for al-
most a quarter of the increase. The Beige Book published by the Fed on Wednes-
day might not provide any new pieces of information and depict economic ac-
tivity again as moderately positive. Whether or not it will contain reliable indica-
tions as to the effects of the government shutdown is rather questionable as it cov-
ers in particular information from September.

The ten-year US government bond yield has so far appeared quite unimpressed
by the budget dispute. In the previous week, it rose marginally to slightly less than
2.7%. Some market participants still do not seem particularly worried about a
payment default in the US. Currently, the effects are observed only at ultra-short-
term US securities as well as credit default swaps. In fact, some money market
funds parted from treasury bills maturing between mid-October an early Novem-
ber as a precautionary measure. Subsequently, yields on four-week T-bills shot
up to 0.25% from 0%. Since mid-September, the two-year CDS has risen from 10
to 70 basis points. Yet, we continue to assume a compromise solution between
Democrats and Republicans and forecast a timely debt ceiling increase while rul-
ing out a payment default. Factoring out the budget dispute, the US economy is
in a robust state. If this burden ceases to apply, we expect a noticeable pick-up
in economic momentum. In so far, there is also no reason to be in any doubt as
to a continuation of the labour market recovery. Sooner or later, also the Fed will
have to accept this and start to cut back on its bond purchases. We therefore stick
to our estimation of increasing US government bond yields.
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Euro area Overview government bonds

There will be a limited volume of data in the coming days. In addition, indica- ~  Yields10Y

i N A . 0 IWA 52WH 52WL  YidA
tions for upcoming interesting indicators are already available. The ZEW eco- c;’;:) BP) (%) (%)  (BP)

nomic surveys in Germany and in the euro area are well signaled by the Sen- AT 225 43 247 1.48 50.1
tix inquiries. Accordingly, a decrease in future expectations is to be expected. DE 187 76 205 117 553

The assessment of the current situation should have been left unchanged for the FR 239 43 263 166 392
BE 2.62 3.1 291 192 564

NL 2.24 63 247 149 74.0
FN 2.09 8.0 232 133 565
IE 373 4.1 429 3.43 n.a.

IT 434 3.1 503 376 -155
leases mark the end of the data cycle, which is necessary for already obtaining ES 434 07 5904 404 924

most part. As for the estimation of the industry and construction output in August,
the available results in individual countries can be taken as a basis for the euro
area. While construction output might have diminished from the previous month,
industry production should have seen clear gains from July to August. These re-

good calculations on euro area GDP growth in the past third quarter. Our assess- PT 639 212 890 523 617
ment of the industry and construction output given a gain of GDP from the previ- GR  9.08 -17.4 1819 8.13 -282.2
ous quarter has to be expected, which is, however, estimated to be smaller than UK 275 72 3.02 162 921

in Q2. Hence, the monthly data should not produce the need for any changesto ' €H1.03 1.5 1.190.39  50.1
our Q3 GDP growth forecast of 0.1% qogq. us 267 30 299 158 917
Since data will likely offer litfle potential for surprises in the coming days, the gov- 066 07093 045 -13.2
1 as of 11 Oclober 2013, 07:25 a.m. CET

ernment bond market will continue to be moved by the up and down of negoti- Source: Bloomberg

ations on the debt and budget dispute in the US. If one goes beyond shortterm
political tactics in the coming days and assumes a (probably temporary) com-
promise to be achieved by 17 October, safe-haven bonds will soon run out of
air. Since the ECB is still giving the short end powerful support (time and again,
council members indicate either an interest rate cut or liquidity measures), we ex-

Debt issuance calendar
pect especially mid- and longerterm German government bond yields will be un-

screwed fo the upside. That's why the interest rate curve will soon again become fssuer Date Matority (c;u);pon vel
steeper. At the same time risk premiums versus Germany will continue to decline. Bonds
On the primary market, Germany, Spain and France will auction bonds in the DE  Wed, 16. 2015 025 5
coming days. Moreover, Germany, France, Spain, Malta, Belgium and Portugal ES Thy, 17.  na n.a. n.a
. - FR  Thy, 17. n.a. - n.a.
will issue money market papers.
Bills
DE Mon, 14. 6M - 3
FR  Mon, 14. n.a. - n.a.
ES Tue, 15. 6M,12M - n.a.
MT  Tue, 15. n.a. - n.a.
BE  Tue, 15. n.a. - n.a.
PT  Wed, 16. 3M9M - n.a.
* EUR bn

Source: Bloomberg
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It's time to be brave
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* weekly performance of global MSCl sector indices from
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Forecasts

current’ Dec13 Mar-14
Euro STOXX 50 2,976 3,050 3,150
DAX 8,721 9,000 9,300
FTSE 6,478 6,850 7,100
SMI 7,914 8,400 8,700
DJIA 15,126 16,000 16,500
S&P 500 1,693 1,770 1,830
Nasdag Comp. 3,761 3,950 4,100
Nikkei 225 14,405 15,300 16,200
ATX 2,521 2,630 2,750

1 as of 11 October 2013, 12:00 noon CET
Source: Bloomberg, Raiffeisen RESEARCH

Recommendations

Markets: Buy: Europe, USA, Japan

Favoured sectors:  Energy, Materials, Industrials, Consumer discretionary, IT

Established equity markets

Also the previous week’s stock market development was perfectly consistent with
the flow of news on the tough US budget dispute. The longer the government shut-

|II

down continues and the “technical” government default keeps hanging over the
markets like a Sword of Damocles, the more can (femporarily) negative economic
effects be presumed. Given the consequences, which are desired by neither party,
we believe that reason will ultimately prevail and the crop damage will remain lim-
ited. Part of the reason is that those economic activities, which are currently com-
pelled to stand still, will largely be made up for after a solution to the problems will
have been found. Meanwhile, the smoldering political conflict no longer leaves in-
vestors indifferent. This is also revealed by the sudden increase in the VIX volatility
index. Here, a fluctuation margin of around 20% in the next 30 days was priced in
this week for the S&P 500 by market participants. In the last one and a half years,
there were, broadly summarized, only four stages in which the fear barometer had
reached similar levels. All of them offered excellent entry opportunities! That it is
worthwhile to display courage in times of increased instability is underscored by
the S&P 500’s above-average performance of more than 8.5% twelve weeks after
the stages mentioned above. Earnings season on the third quarter, which is now
getting well into its stride, should contribute its share to a positive conclusion to the
year. Here, expectations have once again been markedly conducted downwards
in advance. According to consensus estimates, a 1.7% profit growth is currently an-
ticipated for the S&P 500 companies while it still accounted for 5.5% early in July.
Against the backdrop of the most recently strong economic data, we therefore ex-
pect largely positive profit surprises. Yet, investors also have to be aware that con-
sidering the already very high margins, corporate America’s medium-term profit
growth potential can at best match the nominal GDP growth of the world's largest
economy. In Europe, instead, the catch-up potential for corporate profits in periph-
eral countries (uptick in demand, more favourable refinancing conditions) provides
clearly more considerable leverage. A solution to the budget dispute, preponder-
antly betterthan-expected company results, attractive valuations in many places
and a global economy subject to further impetus with a view to 2014 provide the
basis for our assumption of price increases. At the same time, we consider the in-
creased volatility levels to be a further indication that an upward movement on in-
ternational stock markets might set in shortly.

Expected corporate releases

USA

Tue, 15 Citigroup, Intel, Johnson & Johnson, Coca-Cola, Yahoo!

Wed, 16 Amer. Express, Bank of America, Ebay, IBM, Mattel, Pepsico, US Bancorp
Thu, 17 Google, Goldman Sachs, Philip Morris Intern., Stryker, Verizon

Fri, 18 General Electric, Morgan Stanley, Schlumberger

Europe

Wed, 16 ASML Holding, Actelion

Fri, 18  Svenska Cellulosa

Source: Bloomberg, Raiffeisen RESEARCH

11 October 2013

x Raiffeisen
RESEARCH

Raiffeisen
RESEARCH



Global Head of Research:
Peter Brezinschek (1517)

Top-Down CEE Banking Sector:
Gunter Deuber (5707), Elena Romanova (1378)

Research Sales:

Werner Weingraber (5975)

Economics, Fixed Income, FX:

Valentin - Hofstatter  (Head, 1685), Jérg Angelé (1687), Eva
Bauer (5644), Gunter Deuber (5707), Wolfgang Ernst (1500),
Stephan Imre (6757), lydia Kranner (1609), Matthias Reith (6741), Andreas

Stocks:

Helge Rechberger (Head,
Hinterwallner (1633), Jérn Lange (5934), Hannes Loacker (1885), Richard
Malzer (5935), Johannes Mattner (1463), Christine Nowak (1625), Leopold
Salcher (2176), Andreas Schiller (1358), Connie Schimann (2178),
Magdalena Wasowicz (2169)

1533), Aaron Alber (1513), Christian

Quant Research/Emerging Markets:

Veronika Lammer (Head, 3741), Bjérn Chyba (8161), Judith Galter (1320),
Dagmar Kénig (8017), Andreas Mannsparth (8133), Nina Neubauer-Kukic
(1635), Manuel Schuster (1529), Stefan TheuBI (1593)

Technical Analysis:

Schwabe (1389), Gintaras Shlizhyus (1343), Gottfried Steindl (1523), Mar-
tin Stelzeneder (1614)

Robert Schittler (1537), Stefan Memmer (1421)

Layout:
Credit/Corporate Bonds: Birgit Bachhofner (3518), Kathrin Rauchlatner (1518), Marion Stadler
Christoph ~ Klaper  (Head, 1652), Jérg Bayer (1909), Igor (1846)
Kovacic  (6732), Martin  Kutny (2013), Peter Onofrej (2049),

Manuel Schreiber (3533), Lubica Sikova (2139), Alexander Sklemin (1212),
Jirgen Walter (5932)

Translation:
David Wietstruk (6781), William Burton, Sarah Fleissner, Marina Ivanova,
Ventsislav Mishev, Benjamin-Zsolt Zombori

Publisher: Raiffeisen RESEARCH GmbH, A-1030 Vienna, Am Stadtpark 9, Phone: +43 1 717 07-1521
Editorial Department: Raiffeisen RESEARCH / RBI A-1030 Vienna, Am Stadtpark 9, Phone: +43 1717 07 - 1521

DISCLAIMER

This document does not constitute an offer or invitation to subscribe for or purchase any securities and neither this document nor anything contained herein shall form the basis of any contract or commit-
ment whatsoever. This document is being furnished to you solely for your information and may not be reproduced or redistributed to any other person. Any investment decision with respect to any securi-
ties of the respective company must be made on the basis of an offering circular or prospectus approved by such company and not on the basis of this document. Raiffeisen Bank International AG ('RBI)
may have effected an own account fransaction in any investment mentioned herein or related investments and or may have a position or holding in such investments as a result. RBI may have been, or
might be, acting as a manager or co-manager of a public offering of any securities mentioned in this report or in any related security. Information contained herein is based on sources, including annual
reports and other material which might have been made available by the entity which is the subject of this document. RBI believes all the information to be reliable, but no representations are made as
to their accuracy and completeness. Unless otherwise stated, all views (including statements and forecasts) are solely those of RBI and are subject to change without notice.

Investors in emerging markets need to be aware that setflement and custodial risk may be higher than in markets where there is a long established infrastructure and that stock liquidity may be impacted
by the numbers of market makers which may therefore impact upon the reliability of any investments made as a result of acting upon information contained in this document.

SPECIAL REGULATIONS FOR THE REPUBLIC OF AUSTRIA:

This document does not constitute either a public offer in the meaning of the Kapitalmarktgesetz (,KMG*) nor a prospectus in the meaning of the KMG or of the Bérsegesetz. Furthermore this document
does not intend to recommend the purchase or the sale of securities or investments in the meaning of the Wertpapieraufsichtsgesetz. This document shall not replace the necessary advice concerning the
purchase or the sale of securities or investments. For any advice concerning the purchase or the sale of securities of investments kindly contact your RAIFFEISENBANK. Special regulations for the United
Kingdom of Great Britain and Northern Ireland (UK): This publication has been either approved or issued by Raiffeisen Bank International AG (RBI) in order to promote its investment business. Raiffeisen
Bank Infernational AG, London Branch is authorised by the Austrian Financial Market Authority and subject to limited regulation by the Financial Conduct Authority. Details about the extent of our regu-
lation by the Financial Conduct Authority are available from us on request. This publication is not intended for investors who are Retail Customers within the meaning of the FCA rules and should there-
fore not be distributed to them. Neither the information nor the opinions expressed herein constitute or are to be construed as an offer or solicitation of an offer to buy (or sell) investments. RBI may have
affected an Own Account Transaction within the meaning of FCA rules in any investment mentioned herein or related investments and or may have a position or holding in such investments as a result.
RBI may have been, or might be, acting as a manager or co-manager of a public offering of any securities mentioned in this report or in any related security.

SPECIFIC RESTRICTIONS FOR THE UNITED STATES OF AMERICA AND CANADA:

This research report may not be transmitted to, or distributed within, the United States of America or Canada or their respective territories or possessions, nor may it be distributed to any United States
person or any person resident in Canada, unless it is provided directly through RB International Markets (USA) LLC, a U.S. registered broker-dealer ('RBIM’), and subject to the terms set forth below.

SPECIFIC INFORMATION FOR THE UNITED STATES OF AMERICA AND CANADA:

This research report is intended only for institutional investors and is not subject to all of the independence and disclosure standards that may be applicable to debt research prepared for retail inves-
tors. This report has been provided to you through RB International Markets (USA) LLC, a U.S. registered broker-dealer ('RBIM’) but has been prepared by our non-U.S. affiliate, Raiffeisen Bank Inter-
national AG (‘RBI'). Any order for the purchase or sale of securities covered by this report must be placed with RBIM. You may reach RBIM at 1133 Avenue of the Americas, 16th Floor, New York, NY
10036, 212-600-2588. This research has been prepared outside the United States by one or more analysts who may not have been subject to rules regarding the preparation of reports and the inde-
pendence of research analysts comparable to those in effect in the United States. The analyst or analysts who prepared this research (i) are not registered or qualified as research analysts with the Fi-
nancial Industry Regulatory Authority (FINRA) in the United States and (i) may not be associated persons of RBIM and therefore may not be subject to FINRA regulations, including regulations related
to the conduct or independence of research analysts.

The opinions, estimates and projections contained in this report are those of RBI only as of the date of this report and are subject to change without notice. The information contained in this report has
been compiled by RBI from sources believed to be reliable but no representation or warranty, express or implied, is made by RBI or its affiliated companies or any other person as to the report's accu-
racy, completeness or correctness. Those securities that are not registered in the United States may not be offered or sold, directly or indirectly, within the United States or to U.S. persons (within the mean-
ing of Regulation S under the Securities Act of 1933 [the ‘Securities Act’) except pursuant to an exemption under the Securities Act. This report does not constitute an offer with respect to the purchase or
sale of any security within the meaning of Section 5 of the Securities Act and neither this report nor anything contained herein shall form the basis of, or be relied upon in connection with, any contract
or commitment whatsoever. This report provides general information only. In Canada it may only be distributed to persons who are resident in Canada to whom trades of the securities described herein
may be made exempt from the prospectus requirements of applicable provincial or territorial securities laws.

RESEARCH ANALYST COMPENSATION:

Research analysts employed by RBI are not compensated for specific investment banking transactions. The author(s) of this report receive(s) compensation that is based on (among other factors) the over-
all profitability of RBI, which includes earnings from RBI's investment banking and other businesses. RBI generally prohibits its analysts, persons reporting to analysts, and members of their households
from maintaining a financial interest in the securities or futures of any companies that the analysts cover.

CERTIFICATION:
Each RBI analyst who is involved in the preparation of this research report certifies that:

a) the views expressed in the research report accurately reflect such research analyst’s personal views about the subject securities and issuers; and b) that no part of his or her compensation was, is, or
will be directly or indirectly related to the specific recommendations or views contained in the research report.

RBI is not obligated to update this research report. Investors must keep themselves informed on the current course of business of the issuer, any changes in the current course of business of the issuer and
other relevant factors. By using this report or by relying on it in any manner whatsoever you agree to be bound by the foregoing limitations. Additional information on the contents of this report is avail-
able on request.

If any term of this Disclaimer is found to be illegal, invalid or unenforceable under any applicable law, such term shall, insofar as it is severable from the remaining terms, be deemed omitted from this
Disclaimer and shall in no way affect the legality, validity or enforceability of the remaining terms. Detailed disclaimer and disclosure as per § 48f Austrian Stock Exchange Act: http://www.raiffeisen-
research.at -> “Disclaimer”.

11 October 2013

x Raiffeisen
RESEARCH




