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Special: Leading indicators and the real estate market

Analysts: Tobias Basse, Bernd Krampen

The search for information on the future

Future developments are quite clearly the focus of interest in the financial markets. In view of the im-
portance of economic data, there can be no doubt whatsoever that leading indicators ought to be of sig-
nificant relevance for investors. A central problem, however, is that the prices of financial instruments
likely already reflect the expectations of market participants. Especially in liquid markets, a look at the
quotations on a stock exchange, for example, ought to provide a fairly realistic picture of the probable
future movements of key influencing factors on the investment object under consideration. Put in
more concrete terms, the current price of a share should in general equal the appropriately discounted
value of expected future dividend payouts. Since dividends are paid from corporate earnings, stock
prices ought to reflect the market expectations as to the earnings situation of the companies. They are
thus in some respects themselves a leading economic indicator — and it usually proves quite difficult to
find leading indicators for these time series. However, the argument put forward in the relevant aca-
demic literature is that, due to the heterogeneity of the asset class real estate, it could after all be possi-
ble to find leading indicators for house prices. Sentiment indicators ought to be particularly relevant in
this context.

Chart: US house prices and the NAHB Index
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Sentiment indicators, house prices and the construction industry

Indeed, empirical studies seem to show that the results of the surveys among relevant economic agents
could help in obtaining information on future developments in real estate prices. In the UK, for exam-
ple, the RICS Housing Market Survey Price Balance Index can be used to make more well-founded fore-
casts of house prices. This indicator is based on the results of a survey among real estate surveyors.
The NAHB index in the USA is similar in this respect. According to empirical research the National As-
sociation of Home Builders' sentiment indicator provides almost astonishingly good information on
the future figures for the widely regarded Case-Shiller house price index and also for other US real es-
tate price data (see chart). We are not aware of any corresponding empirical analyses in Germany, but
the Deutsche Hypo real estate climate index appears to be a potential candidate as a suitable leading
indicator for the developments on the real estate market of Europe's biggest economy. This time series
is based on the results of a survey among 1,200 German market experts. The indicator is said to provide

an accurate reading of the sentiment in Germany's real estate industry without any major delays in the



4 /Economic Adviser ¢ July 2023

publication of current figures. Besides the headline index, data on the subgroups office, trade, hous-
ing, logistics and hotel are also reported. The aim of the survey is probably first and foremost to iden-
tify turning points in the real estate market early on. Other potentially interesting indicators with simi-
lar aims also exist in a number of countries. In many cases, however, there is still no sufficiently in-
formative empirical analysis of the leading-indicator properties of the corresponding time series for
house prices or other relevant data on the activity on the real estate market of the nation in question.
The United States is, once again, a major exception in this context. Besides a number of studies on the
NAHB index there are, for example, also some studies that take a look at the Architecture Billings Index
issued by the American Institute of Architects. Also followed to a growing extent by the international
financial markets, this sentiment indicator is said to customarily have a lead time of 9 to 12 months for
economic activity within the US construction industry. In our view, however, the NAHB index remains
the central "early warning indicator" for the US real estate market.

Alook at the US real estate market and the NAHB index

The time series surveyed by the National Association of Home Builders has recently picked up further.
Indeed, the current level of 55 points signals a predominance of positive responses for June as month
under review. The demand side evidently remains a problem, however, as reflected in the fact that, de-
spite a renewed rise —to a current level of 37 points — the Prospective Buyers Traffic index stands at an
extremely low level in June as well. It should, however, also be noted that this time series registered a
level of just 33 points in May as month under review. As is known, May saw the headline index rise to
precisely the "magical” mark of 50 points, which is regarded by many observers as expansion thresh-
old. This was the first time since July 2022 that the level of 49 points was surpassed on the index. In
this context, the National Association of Home Builders had also stressed that in the meantime more
than an impressive 33 percent of the homes for sale are new builds, which can rightly be seen as a re-
markably high proportion in historical comparison. Indeed, the survey for the compilation of the
NAHB index thus pointed out very early on a particular degree of importance of the new builds for the
US real estate market. The recently published May figures for purchases of new single-family homes
also point in this direction, indicating very considerable year-on-year growth of 12.2 percent to a cur-
rent level of 763,000 units. This was regarded by many observers as quite a surprise on the upside and
was the strongest increase since August 2022 as month under review. Without a doubt, the low degree
of available housing stock in the real estate market has triggered positive impulses in terms of the con-
struction of new houses — and the survey conducted by the National Association of Home Builders had
indeed indicated this helpful effect for the US economy very early on.
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USA: Debt celling no longer the problem

Analysts: Tobias Basse // Bernd Krampen

Labour market still helping private consumption

The latest data on the development of retail sales in the USA show that, according to preliminary fig-
ures, there was a month-on-month increase of 0.3 percent in May as month under review. This news is
certainly a (though probably only slightly) positive surprise for many observers. The control group of
retail sales most recently registered growth of a pleasing 0.2 percent mom. This sub-index is known to
be of key relevance for the GDP data in the United States. Basically speaking, the US consumers thus
appear to be continuing to play their role as mainstay of activity in the North American economy. The
unexpectedly significant upward revision of the GDP figures for Q1 - now showing a growth rate of +2.0
percent (ann.) - is also attributable to, among other things, stronger consumption. The employment
situation remains highly pleasing and is quite evidently aiding the financial situation of households in
the United States, which in turn ought to have a supportive effect for the entire North American econ-
omy. Nevertheless, we maintain that the US economy is facing tougher times in the near term, against
which background the financial market participants probably ought to keep a closer eye on the labour
market situation. Preliminary data indicate that the unemployment rate rose to 3.7 percent in May.

Still, a total 0f 339,000 new jobs were created (excluding agriculture).

Chart: Interest rates in the USA
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Debt ceiling no longer the problem

In the meantime, however, an agreement was reached in Washington in the dispute over raising the
debt ceiling. While this news came as no surprise to us, the fact is that a major potential problem for the
US economy has been eliminated, at least for now. The compromise arrived at provides for a suspen-
sion of the debt ceiling until 1 January 2025. This means that it won't be until after the next presiden-
tial election that this issue could potentially be the subject of dispute again. Excluding expenditure on
defence, government spending in the US will not increase in 2024 and likely then rise by 1 percent in
2025. Provisions relating to the period beyond 2025 were not on the agenda. Defence spending in the
United States can be increased by 3 percent in 2024.

The FOMC plays for time

Atits most recent meeting the FOMC voted not to raise the Fed funds target rate further for the time be-
ing. This - at least for the moment — wait-and-see approach taken by the monetary policymakers in
Washington came as no surprise to the majority of interested observers. However, the Federal Reserve
continues to send out rather hawkish signals, the intention likely being to fortify the view among mar-
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ket participants that the inflation environment could well necessitate further key-rate hikes in the fu-
ture. We see this as, in essence, reflecting a certain calculated pessimism. The monetary policy makers
in Washington are evidently looking to stifle speculation about possible near-term key-rate cuts by the
Fed.Inlight of the slowly —but at any rate quite steadily - clouding economic prospects and a foreseea-
ble further easing of the headline inflation rate, the central bank's current hesitation could indeed
quite well be channelled into an abandonment of further Fed funds target rate hikes. In fact, concretely
speaking, the question arises as to why a central bank bides its time for now against the background of
a CPI annual rate of exactly 4.0 percent, only to then at a later point take action after all with the CPI an-
nual rate at about 3.0 percent. Given the known time lags between the implementation of monetary
measures and their actual impact on the economy, such behaviour would at least call for explanations.
One answer could lie in unexpectedly grim data on the development of the core rate of consumer
prices, so a particularly close eye needs to be kept on this time series in the future. From a strategic
point of view, however, it is clear that the FOMC will have to act a lot more cautiously in the realign-
ment of its monetary policy in the second half of 2023.

Fundamental forecasts, USA

2022 2023 2024
GDP 2.1 1.4 1.1
Private consumption 2.7 2.0 1.3
Govt. consumption -0.2 0.8 0.5
Fixed investment -0.5 2.0 2.5
Exports 7.1 2.0 3.0
Imports 8.1 4.0 3.0
Inflation 8.0 4.0 2.4
Unemployment rate?! 3.6 3.8 4.0
Budget balance? -4.2 -3.7 -3.7
Current acct. balance? -3.8 -3.4 -3.4

Change vs previous year as percentage; ! as percentage of the labour force; 2 as percentage of GDP

Sources: Feri, NORD/LB Macro Research

Quarterly forecasts, USA

/22 Iv/22 1/23 11/23 11/23
GDP goqg ann. 7.0 2.6 2.0 0.5 0.0
GDP yoy 1.9 0.9 1.8 2.1 1.3
Inflation yoy 8.3 7.1 5.8 4.1 3.3
Change as percentage
Sources: Feri, NORD/LB Macro Research
Interest and exchange rates, USA

29.06. 3M 6M 12M

Fed funds target rate 5.25 5.25 5.25 4.50
3M rate 5.25 5.10 5.00 4.30
10Y Treasuries 3.84 3.50 3.40 3.20
Spread 10Y Bund 142 90 100 80
EUR in USD 1.09 1.08 1.08 1.09

Sources: Bloomberg, NORD/LB Macro Research
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Euroland: ECB signals further rate hike

Analysts: Christian Lips, Chief Economist // Christian Reuter

Eurozone's economic activity in stagnation

Seasonally adjusted gross domestic product contracted by 0.1 percent qoq in Q1. This was due to
weaker household consumer spending (-0.3 percent qoq) as well as a decline in government demand
(-1.6 percent qoq). Net exports, on the other hand, supported growth. Industrial output climbed by 1.0
percent mom in April, offsetting a small portion of the previous month's decline.

The mood across the economy has deteriorated. Data from the EU Commission reveal that companies
in industry and the services sector once again registered declining confidence in June (see chart). In
the three major EU countries Germany, France and Italy, the purchasing managers recently reported
declines in output and order intake. The momentum in the service sector is likewise slowing discerni-
bly. Though remaining just above the expansion threshold of 50 points, the respective purchasing
managers' indices for Germany and Italy registered renewed month-on-month declines in June. On the
other hand the French economy is expected to already register contraction again in June. The sur-
veyed purchasing managers in industry and services were in any case pessimistic, probably also as an
after-effect of the strikes against the pension reform and fresh strikes at the start of the summer.

Chart: Deteriorating economic sentiment in the eurozone
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Inflation declines in June - German special effect makes for core-rate increase

Inflation in the euro area declined again, year-on-year, in June. Eurostat's flash estimate indicates that
the inflation rate fell to 5.5 percent yoy in June, corresponding to a month-on-month increase of 0.3
percent. In the past month, base effects again played a major role, triggered by what are in some cases
dramatic drops in energy prices. The core rate excluding the volatile price components energy, food,
alcohol and tobacco, on the other hand, climbed slightly again from 5.3 percent to a current level of 5.4
percent yoy. This means there are still no indications of a sustained downward momentum, even
though the increase is essentially attributable to a special effect from German service prices. Concerns

about second-round effects are still not off the table for the central bankers.
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ECB remains stubborn on the home straight, no intention (yet) of a break in rate hikes

As expected, the European Central Bank raised its key interest rates again by 25 basis points in each

case at its last policy-setting meeting in mid-June. The relevant deposit rate thus rose to 3.50 percent.

Despite the recent downward trend, inflation continues to be considered too high for too long, against

which background a further rate increase was a logical measure.

The rhetoric on the progression of the interest rate cycle was nevertheless remarkably hawkish. The

central bank underpinned this with revised, more pessimistic forecasts of inflation developments in its

periodically adjusted outlook. The Eurosystem experts raised the inflation forecast by 0.1 percentage

points for each of the years in the period under consideration (2023-2025). In particular the significant

upward revision of the forecasts for core inflation and the still very robust state of the labour market

point to at least one further rate hike in July, whereby the risk is more on the upper side. And June's

inflation data do not yet provide the necessary certainty for a significant and sustainable reduction of

the core inflation rate, so the rate hike more or less announced for July now appears as good as certain.

There is also a growing likelihood of a further rate hike in September as well. After that, however, a sig-

nificantly lower rate of inflation will reduce the pressure from the ECB's monetary policymakers for

further tightening.

On the other hand, the ECB's economic forecast may yet prove excessively optimistic, as there are now

clear indications of tighter financing conditions and slowing monetary momentum. The end of rein-

vestments from the APP is also a contributory factor in this context. This will bolster the desired mone-

tary tightening with maturities from the TLTROs. All the same, the ECB will counteract excessively se-

vere transmission impairments with appropriate measures.

Fundamental forecasts, Euroland

2022 2023 2024
GDP 3.5 0.5 1.3
Private consumption 4.5 0.1 1.3
Govt. consumption 1.4 -0.4 1.0
Fixed investment 3.8 -0.4 1.5
Net exports? -0.2 0.7 0.0
Inflation 8.4 5.7 2.9
Unemployment rate? 6.7 6.6 6.6
Budget balance® -3.6 -3.4 -2.7
Current account balance?® -1.0 1.6 1.5

Change vs previous year as percentage, ! as contribution to GDP growth; ? as percentage of the labour force; 3 as percentage of GDP

Sources: Feri, NORD/LB Macro Research

Quarterly forecasts, Euroland

/22 Iv/22 1/23 11/23 /23
GDP sa goq 0.4 -0.1 -0.1 0.2 0.2
GDP sa yoy 2.5 1.8 1.0 0.4 0.2
Inflation yoy 9.3 10.0 8.0 6.2 4.9
Change as percentage
Sources: Feri, NORD/LB Macro Research
Interest rates, Euroland

29.06. 3M 6M 12M

Repo rate ECB 4.00 4.25 4.25 4.00
3M rate 3.59 3.90 3.90 3.60
10Y Bund 2.42 2.60 2.40 2.40

Sources: Bloomberg, NORD/LB Macro Research
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Germany: Industrial recession intensifies

Analysts: Christian Lips, Chief Economist // Christian Reuter

Economic Indicators signal ongoingly weak growth

A restrictive monetary policy and the decline in credit dynamics are increasingly braking the German
economy. April saw order intake in the manufacturing sector contract by 0.4 percent mom, adjusted
for seasonal and calendar effects and, in the less volatile three-month comparison, by no less than 2.3
percent 3m/3m. At the same time, April registered a seasonally and calendar-adjusted increase in out-
put of 0.3 percent mom, though this was due to further expansion in construction output. Output in the
manufacturing sector as good as stagnated and could therefore hardly benefit from a further easing in
the supply chains. Nevertheless, the order backlog melted again and now has a calculated range of just
7.3 months. Reports from the chemical industry indicate that there is no evidence so far of the recovery
hoped forin the second half of 2023 emerging.

Germany's construction industry is under pressure owing to persistently high material costs and the
upsurge in interest rates. The expansion of construction investment in Q1 (+3.9 percent qoq) was pri-
marily due to the mild weather and the associated premature, weather-related spring stimulation. That
said, a counter-movement is already to be reckoned with in Q2. In the housing sector the decline in
building permits continued at an accelerated pace in April, with a year-on-year decrease of around 31.9
percent —and no prospects of any near-term improvement. Moreover, cancellations in building con-
struction have increased up to June, which continues to affect housing construction in particular with
arate of almost 20 percent.

On the other hand, real retail sales have so far developed better than expected in Q2 - despite the still
very high rate of inflation. This means the possibility of a slight counter-movement in consumption
after two extremely weak quarters, which would have a stabilizing effect on the overall economic
trend.

Chart: Base effect keeps German inflation rate on an elevated plateau for three months
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Special effects cause inflation to rise in June

As expected, the inflation rate in Germany rose again in June. According to flash estimate, the annual
rate rose in June as month under review to 6.4 percent yoy, and the HICP indeed climbed again to 6.8
percent yoy. The German inflation rate is being influenced by a strong base effect and, against the

trend in the rest of the eurozone, therefore rose significantly in June.
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The annual rate for energy rose slightly to 3.0 percent yoy due to a base effect (fuel discount in June
2022), while the disinflationary trend in food prices (+13.7 percent yoy) continued. In addition, how-
ever, prices for services rose sharply (+5.3 percent yoy). The data from the federal states likewise indi-
cate a further increase in the core rate. At the federal level, the core rate — excluding the energy and
food components - returned from 5.4 percent to the high of 5.8 percent yoy registered in March and
April.

The sharp upturn in the rate of inflation in services and thus also in the core inflation rate is essen-
tially attributable to an unfavourable base effect and the modified weighting scheme. In June 2022,
prices were pushed down sharply by the so-called “9-euro ticket" (which entitled holders to travel for
9 euros per month on all forms oflocal and regional public transport throughout Germany) for three
months. The reasons for the higher core rate are therefore of a more technical nature, but from the
point of view of monetary policy they still represent a displeasing development from a purely visual
standpoint. We expect September to see the base effect in Germany acting in the other direction and
then causing the inflation rate to fall more sharply.

Unexpectedly marked deterioration in economic expectations

Not unlike in many other European countries, the mood in the German economy has continued to de-
teriorate, with, for example, the widely followed Composite PMI falling from 53.9 to 50.8 points in June,
indicating stagnation. The companies surveyed by the ifo Institute were likewise more pessimistic
than in the previous month, with the renewed more negative assessment of the situation coming as
less of a surprise than the marked deterioration in expectations. The chances that the German econ-
omy could still start to recover in the second half of the year after two quarters of negative growth are
dwindling. The indicators paint a fairly consistent picture of declining dynamics in the service sector.
While the service sector is, at least at present, still a source of growth, the situation in the industrial sec-
tor once again worsened quite significantly. The situations in the trade sector and construction indus-
try remain virtually unchanged, with little there to counteract the high inflation and unfavourable in-

terest rate environment at the moment.

Fundamental forecasts, Germany

2022 2023 2024
GDP 1.8 -0.4 1.2
Private consumption 4.9 -1.7 1.4
Govt. consumption 1.2 -4.3 2.0
Fixed investment 0.4 0.6 1.8
Exports 3.4 0.7 3.3
Imports 6.9 -0.6 3.9
Net exports? -1.3 0.6 -0.1
Inflation? 8.7 6.2 3.2
Unemployment rate® 5.3 5.7 5.6
Budget balance* -2.6 -2.8 -2.3
Current account balance* 4.3 5.6 6.0

Change vs previous year as percentage, 'as contribution to GDP growth; ?HICP; 3as percentage of the civil labour force (Federal
Employment Office definition); 4 as percentage of GDP

Sources: Feri, NORD/LB Macro Research

Quarterly forecasts, Germany

/22 Iv/22 1/23 11/23 111/23
GDP sa goq 0.5 -0.5 -0.3 0.2 0.2
GDP nsa yoy 1.3 0.2 -0.2 -0.6 -0.9
Inflation yoy 9.4 10.8 8.7 6.9 5.6

Change as percentage
Sources: Feri, NORD/LB Macro Research
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Switzerland: Receding inflation, SNB maintains restric-
tive stance

Analyst: Christian Lips, Chief Economist

Economy robust in Q1 -rapidly receding inflation this year
In contrast to the weakness in most developed countries, real GDP in Switzerland registered solid

growth in Q1 (+0.3 percent qoq). Moreover, unemployment remains very low and production capacities
across the economy remain well utilized. A recession is currently not in sight for Switzerland, though it
should be said that the outlook has clouded here as well of late. The SNB's economic forecast for 2023
of 1 percent growth is more likely to be subject to downside risks, in particular that the present merely
moderate degree of foreign demand could weaken further should the economic developments abroad
worsen. Inflation has receded significantly in recent months, dropping to just 2.2 percent yoy in May.
As in the rest of Europe, this was primarily due to favourable base effects from energy. The core rate
declined as well, though at just under 2 percent yoy remaining elevated. Overall, inflationary pres-
sures are increasingly shifting from foreign to domestic factors. For June, we expect a further signifi-

cant decline in inflation, likely to below the mark of 2.0 percent yoy for the first time since early 2022.

SNB slows rate hike pace but gives hawkish outlook

The Swiss National Bank (SNB) continued its tightening strategy in June, raising its policy interest rate
by 25 basis points though, as expected, slowing the pace of its rate hikes. This might well have disap-
pointed a number of market participants who —also in light of the reduced frequency of meetings — had
banked on a greater degree of tightening. Moreover, the central bankers remain prepared to actively
intervene in the FX market if need be. In recent quarters, the SNB has primarily undertaken foreign-
currency sales. Nevertheless, the central bank is also prepared to make fresh currency purchases

should the Swiss franc come under excessive appreciation pressure.

SNB warns of second-round effects - further rate hike likely

While the last interest rate decision in March was still very much under the impact of the Credit Suisse
affair, the focus was now more on Switzerland's macroeconomic development again. The conditional
inflation forecast has been slightly lowered in the short term, to the effect that this year will likely see
the annual rate return to the SNB's target range of below 2 percent yoy, at least for a short while. In the
medium term, however, the SNB sees more persistent inflationary pressure, especially due to second-
round effects, higher rents and electricity prices. Against this background, the SNB is quite consciously
refraining from ruling out further rate hikes in its monetary policy assessment. The central bank will
likely raise its policy rate again in September to a level of 2 percent and then hold it there until well
into 2024. At the same time, we can expect to see the SNB continuing to cautiously reduce its foreign
exchange holdings, though keeping the extent to which they do so dependent on CHF exchange rate.

Fundamental forecasts*, Switzerland Interest and exchange rates, Switzerland

2022 2023 2024 29.06. 3M 6M 12M
GDP 2.0 0.8 1.3 SNB policy rate 1.75 2.00 2.00 2.00
Inflation (CPI) 2.8 2.3 1.2 3M rate 1.72 2.00 2.00 2.00
Unemployment rate?! 2.2 2.0 2.0 10vY 0.94 1.10 1.30 1.30
Budget balance? 1.0 0.4 0.6 Spread 10Y Bund -148 -150 -110 -110

Current account bal-
10.0 9.0 8.9 EUR in CHF 0.98 0.98 0.98 0.98
ance?

* Change vs previous year as percentage; ! as percentage of the labour force, 2 as percentage of GDP

Sources: Feri, Bloomberg, NORD/LB Macro Research
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Japan: Central bank's hesitation of no help to the yen

Analysts: Tobias Basse // Bernd Krampen

Bank of Japan in no great haste

At its most recent policy-setting meeting the Bank of Japan once again decided to make no modifica-
tions to its interest rate policy. The key policy rate thus remains unchanged, as is the case with the tar-
get yield band for 10-year government bonds. The monetary policy decisions of the central bank in To-
kyo were again carried unanimously. In principle, the Bank of Japan's hesitant approach is no great
surprise; however, some market observers had already expected quite concrete indications right now
of an end to the yield curve control measures in the near term. These hopes were in vain. We are main-
taining our expectation that the central bankers in Tokyo won't be looking to put away that tool until
Q4/2023 at the earliest.

Waiting for new price data

Speaking at the press conference following the announcement of the Bank of Japan's recent decisions,
BoJ governor Kazuo Ueda stressed that the undesirable side effects of the central bank's yield curve
control measures have been more subdued of late. This assessment is undoubtedly correct; however,
Ueda also said that undesirable side effects of this programme could increase at some point in the fu-
ture. The current developments on the inflation front will likely necessitate action on the part of the
central bank. That said, the focus in this context ought not to be on the consumer prices alone; a close
eye also needs to be kept on the wage developments in the Land of the Rising Sun. On the basis of past
experience, the Bank of Japan will only want to announce major adjustments to the yield curve control
procedure after very clear signals in the direction of an inflation trend that stabilises sustainably near
to the central Banks target level — as the proverb goes, a burnt child dreads the fire.

Central bank's hesitation of no help to the yen

Again marked by considerable caution which, given his line of action up to now, really ought not to
have come as any great surprise, Kazuo Ueda's recent remarks following the announcement of the in-
terest rate decision, caused a certain amount of pressure on the yen immediately after being made. The
FX market senses that the central bank in Tokyo intends to continue playing for time, especially where
conceivable adjustments to the key policy rate level are concerned. In light of the current price data,
however, an early end to the yield curve control measures nevertheless remains a possibility, though
we still don't expect that to happen before Q4/2023 at the earliest. Indeed, higher key policy rates, on
the other hand, should only then become a likelihood after the BoJ's review of its monetary policy
strategy has been completed — and thus not until 2024.

Fundamental forecasts*, Japan Interest and exchange rates, Japan

2022 2023 2024 29.06. 3M 6M 12M
GDP 1.0 1.2 1.1 Key rate -0.10 -0.10 -0.10 -0.10
Inflation 2.5 2.8 15 3M rate 0.07 0.05 0.05 0.10
Unemployment rate?! 2.6 2.5 2.4 10y 0.39 0.45 0.50 0.70
Budget balance? -5.9 -5.5 -4.0 Spread 10Y Bund -202 -215 -190 -170
Current account bal-
ance? 1.9 2.0 2.3 EUR in JPY 157 146 140 136
* Change vs previous year as percentage; UsD in JPY 145 135 130 125

las percentage of the labour force; 2as percentage of GDP

Sources: Feri, Bloomberg, NORD/LB Macro Research
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China: Dynamic it isn‘t!

Analysts: Tobias Basse // Bernd Krampen

Fundamental data indicate a deceleration

After the stagnation in the closing quarter of 2022 and the quarter-on-quarter growth of 2.2 percent in
Q1/2023, the fundamental data most recently released in Q2 delivered renewed reason for quite some
disappointment. While industrial output registered an expected - but merely solid — upturn of 3.5 per-
cent yoy, the investment volumes in the real estate sector literally plummeted, with a discouragingly
weak annual rate of -7.2 percent. Though retail sales reported a visually high annual rate of 12.7 per-
cent in May, the momentum in that area of the economy is also slowing and fell short of expectations. It
very much looks as if the positive impacts of the lifting of the COVID-related constraints and the ensu-

ing growth in demand have already fizzled out.

Sentiment surveys deliver "melodies in major and minor keys"

Having documented a downturn in optimism of late, the preliminary business surveys had already
given indication of these rather sobering tendencies. The CFLP PMI, for example, fell back below the 50-
points mark in April and indeed to just 49.0 points in June. The souring of sentiment in the service sec-
tor was even more marked, with the upsurge to over 58.2 points in March followed by successive de-
clines to a current level of 53.2 points. This would indicate that there was massive pent-up demand for
services after the lifting of the constraints which already appears to be levelling off again. The leading
order components of both sectors fell back below the 50-point expansion threshold again. The compo-
site CFLP Composite PMIregistered a level of 52.3 points — after 57.0 points in March. The small and me-
dium-sized companies surveyed by Caixin, on the other hand, still played a "melody in major key", with
the Caixin Manufacturing PMI unexpectedly rising to 50.9 points and the Caixin Services to 57.1 points.

Fiscal and monetary policymakers continue their interventions to support the economy

The spring awakening is once again of aless pleasant nature: it turns out that the Chinese economy is
unable to stand alone on one leg — the services in the form of travel and delivery services - when the
other - the production sector —is lame. The fiscal policymakers can therefore be expected to undertake
supportive measures, with the real estate market, the banking system and private consumption most
likely in need thereof. With the CPI and PPI at 0.2 percent yoy and -4.6 percent yoy respectively, the de-
clining price data provide justification for the monetary policymakers to continue their successive
cautious interest rate cuts. Long-term braking factors for the Chinese economy (population decline,
dependence on raw materials and technology, military ambitions) remain intact and, depending on
the severity of the feared weakening of its main customer regions on both sides of the Atlantic, will
make themselves felt in the second half of the year. The prospects for now after all conceivable US in-
terest rate hikes will support the US dollar in the short term, indeed to above the mark of CNY 7.10.

Fundamental forecasts*, China Interest and exchange rates, China

2022 2023 2024 29.06. 3M 6M 12M
GDP 3.0 5.5 4.9 Deposit rate 1.50 1.50 1.50 1.50
Inflation 1.9 1.5 2.3 3M SHIBOR 2.17 2.20 2.20 2.20
Unemployment rate?! 5.6 5.0 5.0 10vY 2.66 2.70 2.60 2.50
Budget balance? -7.5 -4.9 -4.6 Spread 10Y Bund 24 10 20 10
Current account bal-
ance? 2.2 1.5 1.1 EUR in CNY 7.87 7.34 7.13 7.09
* Change vs previous year as percentage USD in CNY 7.25 6.80 6.60 6.50

! as percentage of the labour force; ? as percentage of GDP

Sources: Feri, Bloomberg, NORD/LB Macro Research
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Britain: Central bank shows more boldness

Analysts: Tobias Basse // Bernd Krampen

Inflation data put pressure on the Bank of England

The latest UK inflation data paint a rather disappointing picture, with the developments in the core
rate of consumer prices likely to be particularly problematic for the Bank of England. The annual rate
of this time series rose further in May as month under review to 7.1 percent; accordingly, the annual
rate of the headline index was unable to fall any further, and remains at a current level of 8.7 percent.
The upshot was that the central bank in London has been under intense pressure to take action of late.
The latest price data from the services segment look particularly discouraging. The central bankers in
London have quite clearly seen the danger that the inflation trend cannot be dampened fast enough to
an appropriate extent with of a more cautious realignment of monetary policy in the United Kingdom.
The high interest rates are already a problem for the British economy right now. Consumer watchdogs
are in the meantime seeing the Bank of England's monetary policy in a highly critical light, emphasiz-
ing that the disposable income of property owners with floating-rate mortgage loans is being severely
hit by the hefty key-rate hikes.

Brexit still making itself felt

Brexit likewise remains a problem for the UK economy. The current weak showing of the CIPS UK Man-
ufacturing PMI is, for example, also attributable to the after-effects of the UK's exit from the EU. Food
for thought on this topic recently came from, among other sources, the British automotive industry.
Moreover, some aspects of the current very clearly discernible price upturn in some segments of the
UK economy are at least partially due to Brexit. Surveys show, as a consequence, a growing degree of
scepticism among the population as to whether the EU exit really was a good idea in the end.

The central bank in London had to show more boldness

At any rate, the situation on the macroeconomic price front currently constitutes a major challenge for
British economic policy, against which background the Bank of England recently found itself having to
announce an unexpected Bank Rate hike of 50bp. The latest data on consumer price developments
have apparently forced the central bank to show more boldness in its realignment of monetary policy.
The decision-makers within the BoE are undoubtedly betting on the fact that they have at last brought
about a decisive turning point in terms of monetary policy. While stressing that it will be possible to
make further rate hikes if need be, the central bankers are nevertheless likely hoping fervently that the

further developments in the macroeconomic price data will not necessitate action in that direction.

Fundamental forecasts*, Britain Interest and exchange rates, Britain

2022 2023 2024 29.06. 3M 6M 12M
GDP 4.1 0.2 0.9 Repo rate 5.00 5.25 5.25 5.00
Inflation (CPI) 9.1 7.1 2.9 3M rate 5.38 5.30 5.30 5.10
Unemployment rate?! 3.7 4.1 4.4 10Y 4.38 4.10 4.00 3.90
Budget balance? -5.2 -5.3 -3.6 Spread 10Y Bund 197 150 160 150
Current account bal-
ance? -3.8 -3.5 -3.2 EUR in GBP 0.86 0.87 0.87 0.86
* Change vs previous year as percentage GBP in USD 1.26 1.24 1.24 1.27

! as percentage of the labour force as per ILO concept;
2 as percentage of GDP
Sources: Feri, Bloomberg, NORD/LB Macro Research



15/Economic Adviser ¢ July 2023

Australia: Central bank takes the markets by surprise

Analysts: Tobias Basse // Bernd Krampen

Central bank takes the markets by surprise

The Reserve Bank of Australia recently took the markets by surprise with an unexpected rate hike. The
monetary policymakers were quite evidently concerned that it would otherwise no longer have been
possible to firmly anchor the inflation expectations prevailing among the country's private economic
entities. The cash rate was accordingly lifted by 25bp to 4.10 percent. Moreover, the central bank also
stressed that further cash rate hikes could prove necessary, and that it continues to see greater risks to
price stability Down Under. In his verbal remarks on the unexpected interest rate decision, RBA gover-
nor Philip Lowe emphasized that the central bankers' patience has limits and, given the inflation out-
look, that it was necessary to react swiftly to the latest data. In this context, he pinpointed not only con-
sumer prices but also wage growth and real estate prices as potential problem areas for the country.
Moreover, Lowe noted that the inflation trend in Australia is closely linked to the developments
abroad, and that he sees more than just a "noise" in the recent movements of the relevant time series.
Against this background the central bank had seen itself under considerable pressure to take action.

Reserve Bank of Australia can now watch and wait

With its unexpected rate hike the Reserve Bank of Australia has gained some degree of leeway for now.
The central bankers are therefore unlikely to make a renewed cash rate hike at their next meeting
since that would probably also excessively impact the Australian economy. That said, there have been
some extremely hawkish tones to be heard from the central bank of late. The monetary policymakers
are particularly concerned about an excessively sharp upward trend in wage costs. Indeed, there is a
likelihood of the cash rate level being raised somewhat in the future in order to prevent inflation ex-
pectations from rising. Should the data from the labour market remain sufficiently positive, the central
bankers would very likely be inclined to take action — but not in the immediate future. The threat of

higher key rates thus entailed hangs almost like a sword of Damocles over Australia's economy.

Australian currency benefited from the unexpected cash rate decision

It goes without saying that Australia's currency benefited from the RBA's unexpected rate hike. At first
glance, the recent rather hawkish comments on the part of the responsible central bankers speak for
the Australian dollar. However, the Reserve Bank of Australia is now increasingly in danger of over-

playing its hand, which would then not only have negative consequences for the economic growth

Down Under.
Fundamental forecasts*, Australia Interest and exchange rates, Australia

2022 2023 2024 29.06. 3M 6M 12M
GDP 3.7 1.5 1.5 Cash target rate 4.10 4.45 4.50 4.15
Inflation 6.6 5.6 3.2 3M rate 4.33 4.50 4.55 4.20
Unemployment rate?! 3.7 3.8 4.5 10y 3.91 3.90 3.75 3.50
Budget balance? -1.8 0.0 -1.3 Spread 10Y Bund 150 130 135 110
Current account bal- )
ance? 1.1 1.4 0.7 EUR in AUD 1.64 1.59 1.57 1.54
*Change versus previous year as percentage; USD in AUD 0.66 0.68 0.69 0.70

! as percentage of the labour force; ? as percentage of GDP

Sources: Feri, Bloomberg, NORD/LB Macro Research
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Portfolio strategies
Yield curve, Euroland

Yields and forecasts (Bunds/Swap)

Yields (in %) NORD/LB forecasts for horizons
29.06.2023 3M 6M 12M
3M 3.59 3.90 3.90 3.60
1y 3.57 3.70 3.20 2.60
2Y 3.20 3.40 2.90 2.50
3Y 2.82 3.14 2.79 2.46
uy 2.65 2.95 2.69 2.43
5Y 2.57 2.80 2.60 2.40
6Y 2.51 2.75 2.55 2.40
7Y 2.49 271 2.51 2.40
8Y 2.40 2.67 2.47 2.40
oY 2.37 2.63 2.43 2.40
10Y 2.42 2.60 2.40 2.40
2Y (Swap) 3.88 4.05 3.50 3.05
5Y (Swap) 3.28 3.45 3.20 2.95
10Y (Swap) 3.03 3.25 3.00 2.95
Sources: Bloomberg, NORD/LB Macro Research
Forecasts and total returns
Total returns (in %) for horizons...
3M 6M 12M
3M 0.89 1.88 3.84
1y 0.79 1.95 3.57
2Y 0.35 1.83 3.79
3Y -0.32 -0.35 3.47
Ly -0.57 1.04 3.24
5Y -0.53 1.01 3.16
6Y -0.82 0.87 3.03
7Y -0.81 1.02 3.05
8Y -1.53 0.50 2.38
oY -1.67 0.54 2.17
10Y -1.08 1.21 2.66

Sources: Bloomberg, NORD/LB Macro Research

Yield curve forecasts (Bunds)
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A total return is the absolute profit from an investment in the time period under consideration, with account being taken of

the pro-rata yields plus the price gains or losses to be anticipated on the basis of the forecast yield curve change.
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Portfolio strategies
International yield curve: 3-month &
12-month horizons

3-month horizon

Expected total returns (as percentage) in euro Expected total returns (as percentage) in national currencies

EUR uUsbD GBP JPY CHF usbD GBP JPY CHF
1Y 0.8 2.1 0.5 7.6 0.2 1Y 1.5 1.5 -0.1 0.4
2Y 0.3 2.2 1.0 7.6 -0.3 2Y 1.6 2.0 -0.3 -0.2
3Y -0.3 2.2 1.1 7.4 -0.5 3Y 1.6 2.1 -0.3 -0.2
4y -0.6 2.3 1.0 7.2 -0.7 Ly 1.7 2.0 -0.5 -0.4
5Y -0.5 2.7 0.7 7.3 -0.9 5Y 21 1.7 -0.4 -0.6
6Y -0.8 3.8 1.6 7.1 -1.1 6Y 3.2 2.6 -0.6 -0.8
7Y -0.8 3.0 0.5 7.2 -1.2 7Y 2.3 1.5 -0.5 -1.0
8Y -1.5 3.0 0.9 7.2 -1.2 8Y 2.3 1.9 -0.5 -0.9
oY -1.7 3.2 1.2 7.2 -1.3 9Y 2.6 2.2 -0.5 -1.0
10Y -1.1 3.4 25 7.4 -1.2 10Y 2.8 3.5 -0.3 -0.9
Sources: Bloomberg, NORD/LB Macro Research Sources: Bloomberg, NORD/LB Macro Research

12-month horizon

Expected total returns (as percentage) in euro Expected total returns (as percentage) in national currencies

EUR UsD GBP YPY CHF uUsD GBP JPY CHF
1Y 3.6 5.0 5.5 15.5 1.3 1Y 5.3 5.3 -0.1 1.6
2Y 3.8 5.3 6.0 15.4 0.6 2Y 5.6 5.8 -0.2 0.9
3Y 3.5 5.7 6.7 15.4 0.4 3Y 6.0 6.5 -0.2 0.7
4y 3.2 5.9 6.9 15.2 0.0 4y 6.3 6.7 -0.4 0.3
5Y 3.2 6.2 6.7 15.2 -0.4 5Y 6.5 6.5 -0.4 -0.1
6Y 3.0 7.5 7.8 14.9 -0.8 6Y 7.8 7.6 -0.7 -0.5
7Y 3.1 6.6 6.7 14.7 -1.2 7Y 6.9 6.6 -0.8 -0.9
8Y 2.4 6.8 7.1 14.5 -1.4 8Y 7.2 6.9 -1.0 -1.1
9Y 2.2 7.0 7.2 141 -1.9 9Y 7.4 7.0 -1.3 -1.6
10Y 2.7 7.6 8.4 13.9 -1.8 10Y 8.0 8.2 -1.5 -1.5
Sources: Bloomberg, NORD/LB Macro Research Sources: Bloomberg, NORD/LB Macro Research

A total return is the absolute profit from an investment in the time period under consideration, with account being taken of
the pro-rata yields plus the price gains or losses to be anticipated on the basis of the forecast yield curve and exchange rate

change.
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Portfolio strategies
Stock market strategy; 3-month, 6-month &
12-month horizon

Levels and performance

Level Status Performance
Index as at since
29.06.2023 Prev. month Start of year Prev. month Start of year
DAX 15,946.72 15,664.02 13,923.59 1.80% 14.53%
MDAX 27,194.33 26,537.41 25,117.57 2.48% 8.27%
EuroSTOXX50 4,354.69 4,218.04 3,793.62 3.24% 14.79%
STOXX50 3,963.00 3,925.38 3,651.83 0.96% 8.52%
STOXX600 456.64 451.76 424.89 1.08% 7.47%
Dow Jones 34,122.42 32,908.27 33,147.25 2.87% 2.13%
S&P 500 4,396.44 4,179.83 3,839.50 4.71% 14.00%
Nikkei 33,234.14 33,189.04 26,094.50 0.14% 27.36%
Sources: Bloomberg, NORD/LB Macro Research
Index forecasts EuroSTOXX50 and S&P500
5000
NORD/LB forecast
Index
for horizons ...
4500
3M 6M 12M Ll P
DAX 16,000 16,500 17,000
4000 = - e e mwE"
MDAX 27,200 28,000 28,800 APl .
EuroSTOXX50 4,400 4,550 4,700 2500 COOEOOOR
STOXX50 4,075 4,200 4,325
STOXX600 467 480 500
3000
Dow Jones 34,000 35,000 36,000
S&P 500 4,400 4,500 4,600 2500 - i i i
Nikkei 33,000 33,750 34,000 30.06.2022 30.09.2022 31.12.2022 31.03.2023
EUroSTOXX50 == === 200 days MA e SRP 500 == === 200 days MA

Sources: Bloomberg, NORD/LB Macro Research

Sources: Bloomberg, NORD/LB Macro Research

Date of going to press for data, forecasts and texts was Friday 30 June 2023.

The next English issue of Economic Adviser will be appearing on 28 August 2023
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Overview of forecasts

Fundamental forecasts

in% GDP growth Rate of inflation Unemployment rate? Budgetary balance?
2022 2023 2024 2022 2023 2024 2022 2023 2024 2022 2023 2024
USA 2.1 1.4 1.1 8.0 4.0 2.4 3.6 3.8 4.0 -4.2 -3.7 -3.7
Euroland 3.5 0.5 1.3 8.4 5.7 29 6.7 6.6 6.6 -3.6 -3.4 -2.7
Germany 1.8 -0.4 1.2 8.7 6.2 3.2 5.3 5.7 5.6 -2.6 -2.8 -2.3
Japan 1.0 1.2 1.1 2.5 2.8 1.5 2.6 2.5 2.4 -5.9 -5.5 -4.0
Britain 4.1 0.2 0.9 9.1 7.1 29 3.7 4.1 4.4 -5.2 -5.3 -3.6
Switzerland 2.0 0.8 1.3 2.8 2.3 1.2 2.2 2.0 2.0 1.0 0.4 0.6
China 3.0 5.5 4.9 1.9 1.5 2.3 4.0 5.0 5.0 -7.5 -4.9 -4.6

Change vs previous year as percentage; ! as percentage of the labour force (Germany: as per Federal Employment Office definition); ? as per-

centage of GDP

Sources: Feri, NORD/LB Macro Research

Key interest rates

Exchange rates

In % 29.06.23 3M 6M 12M EUR in... 29.06.23 3M 6M 12mM
usD 5.25 5.25 5.25 4.50 usb 1.09 1.08 1.08 1.09
EUR 4.00 4.25 4.25 4.00 JPY 157 146 140 136
JPY -0.10 -0.10 -0.10 -0.10 GBP 0.86 0.87 0.87 0.86
GBP 5.00 5.25 5.25 5.00 CHF 0.98 0.98 0.98 0.98
CHF 1.75 2.00 2.00 2.00 CNY 7.87 7.34 7.13 7.09
CNY 1.50 1.50 1.50 1.50
Sources: Bloomberg, NORD/LB Macro Research
Interest rates (government bonds)
3M rates Yields 2Y Yields 5Y Yields 10Y

29.06. 3M 6M 12m 29.06. 3M 6M 12M 29.06. 3M 6M 12mM 29.06. 3M 6M 12m
uUsD 5.25 5.10 5.00 4.30 4.86 4.40 4.10 3.50 4.13 3.70 3.50 3.30 3.84 3.50 3.40 3.20
EUR 3.59 3.90 3.90 3.60 3.20 3.40 2.90 2.50 2.57 2.80 2.60 2.40 2.42 2.60 2.40 2.40
JPY 0.07 0.05 0.05 0.10 -0.08 0.00 0.00 0.00 0.06 0.17 0.19 0.26 0.39 0.45 0.50 0.70
GBP 5.38 5.30 5.30 5.10 5.23 4.80 4.80 4.30 4.62 4.54 4.50 4.15 4.38 4.10 4.00 3.90
CHF 1.72 2.00 2.00 2.00 1.20 1.40 1.50 1.40 1.00 1.20 1.30 1.30 0.94 1.10 1.30 1.30
Sources: Bloomberg, NORD/LB Macro Research
Spreads bp)

3M EURIBOR 2Y Bunds 5Y Bunds 10Y Bunds

29.06. 3M 6M 12M 29.06. 3M 6M 12M 29.06. 3M 6M 12M 29.06. 3M 6M 12M

usbD 166 120 110 70 166 100 120 100 156 90 90 90 142 90 100 80
JPY -351 -385 -385 -350 -328 -340 -290 -250 -251 -263 -241 -214 -202 -215  -190 -170

GBP 180 140 140 150 203 140 190 180 206 174 190 175 197 150 160 150
CHF -187 -190 -190 -160 -199 -200 -140 -110 -157  -160 -130 -110 -148 -150  -110 -110

Sources: Bloomberg, NORD/LB Macro Research
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Disclaimer/Additional Information

This research study (hereinafter the ,Material”) was drawn up
by NORDDEUTSCHE LANDESBANK GIROZENTRALE
(,NORD/LB“). The supervisory authorities in charge of NORD/LB
are the European Central Bank (,ECB“), Sonnemannstrafie 20,
D-60314 Frankfurt am Main, and the Federal Financial Supervi-
sory Authority (Bundesanstalt fiir Finanzdienstleitungs-
aufsicht - ,BaFin“), Graurheindorfer Str. 108, D-53117 Bonn, and
Marie-Curie-Str. 24-28, D-60439 Frankfurt am Main. Details
about the extent of NORD/LB’s regulation by the respective au-
thorities are available on request. Generally, this Material or
the products or services described therein have not been re-
viewed or approved by the competent supervisory authority.

This Material is addressed exclusively to recipients in Australia, Aus-
tria, Belgium, Canada, Cyprus, the Czech Republic, Denmark, Esto-
nia, Finland, France, Germany, Greece, Indonesia, Ireland, Italy, Ja-
pan, Korea, Luxembourg, the Netherlands, New Zealand, Poland,
Portugal, Singapore, Spain, Sweden, Switzerland, the Republic of
China (Taiwan), Thailand, the United Kingdom and Vietnam (herein-
afterthe ,RelevantPersons” or,Recipients”). The contents of this Ma-
terial are disclosed to the Recipients on a strictly confidential basis
and, by accepting this Material, the Recipients agree that they will
not forward to third parties, copy in whole orin part or translate into
other languages, and/or reproduce this Material without NORD/LB’s
priorwritten consent. This Material is only addressed to the Relevant
Persons and any persons other than the Relevant Persons must not
rely on the information in this Material. In particular, neither this
Material nor any copy thereof must be forwarded or transmitted to
Japan orthe United States of America orits territories or possessions
or distributed to any employees or affiliates of Recipients resident in
these jurisdictions.

This Material is not an investment recommendation/investment
strategy recommendation, but promotional material solely in-
tended for general information purposes. For this reason, this Mate-
rial has not been drawn up in consideration of all statutory require-
ments with regard to the impartiality of investment recommenda-
tions/ investment strategy recommendations. Furthermore, this Ma-
terial is not subject to the prohibition of trading before the publica-
tion of investment recommendations/ investment strategy recom-
mendations.

This Material and the information contained herein have been com-
piled and are provided exclusively for information purposes. This
Materialisnotintended as an investmentincentive. Itis provided for
the Recipient’s personal information, subject to the express under-
standing, which is acknowledged by the Recipient, that it does not
constitute any direct or indirect offer, recommendation, solicitation
to purchase, hold or sell or to subscribe for or acquire any securities
or other financial instruments nor any measure by which financial
instruments might be offered or sold.

All actual details, information and statements contained herein
were derived from sources considered reliable by NORD/LB. For the
preparation of this Material NORD/LB uses issuer-specific financial
data providers, own estimates, company information and public me-
dia. However, since these sources are not verified independently,
NORD/LB cannot give any assurance as to or assume responsibility
for the accuracy and completeness of the information contained
herein. The opinions and prognoses given herein on the basis of
these sources constitute a non-binding evaluation of NORD/LB. Any
changes in the underlying premises may have a material impact on
the developments described herein. Neither NORD/LB nor its gov-
erning bodies or employees can give any assurance as to or assume
any responsibility or liability for the accuracy, adequacy and com-
pleteness of this Material or any loss of return, any indirect, conse-
quential or other damage which may be suffered by persons relying
ontheinformation or any statements or opinions set forth in this Ma-
terial (irrespective of whether such losses are incurred due to any
negligence on the part of these persons or otherwise).

Past performances are not a reliable indicator of future perfor-
mances. Exchange rates, price fluctuations of the financial instru-
ments and similar factors may have a negative impact on the value
and price of and return on the financial instruments referred to
herein or any instruments linked thereto. In connection with securi-
ties (purchase, sell, custody) fees and commissions apply, which re-
duce the return on investment. An evaluation made on the basis of
the historical performance of any security does not necessarily give
an indication of its future performance.

This Material neither constitutes any investment, legal, accounting
ortaxadvice noranyrepresentation thatan investmentor strategy
is suitable or appropriate in the light of the Recipient’s individual
circumstances, and nothing in this Material constitutes a personal
recommendation to the Recipient thereof. The securities or other
financial instruments referred to herein may not be suitable for
the Recipient’s personal investment strategies and objectives, fi-
nancial situation or individual needs.

Also this Material as a whole or any part thereof is not a sales or
other prospectus. Correspondingly, the information contained
herein merely constitutes an overview and does not form the basis
foran investor‘s potential decision to buy or sell. A full description
of the details relating to the financial instruments or transactions
which may relate to the subject matter of this Material is set forth
in therelevant (financing) documentation. To the extent that the fi-
nancial instruments described herein are NORD/LB's own issues
and subject to the requirement to publish a prospectus, the condi-
tions of issue applicable to any individual financial instrument
and the relevant prospectus published with respect thereto as well
NORD/LB’s relevant registration form, all of which are available for
downloading at www.nordlb.de and may be obtained, free of
charge, from NORD/LB, Georgsplatz 1, 30159 Hanover, shall be
solely binding. Any potential investment decision should at any
rate be made exclusively on the basis of such (financing) documen-
tation. This Material cannot replace personal advice. Before mak-
ing an investment decision, each Recipient should consultan inde-
pendent investment adviser for individual investment advice with
respect to the appropriateness of an investment in financial instru-
ments or investment strategies as contemplated herein as well as
for other and more recent information on certain investment op-
portunities.

Each of the financial instruments referred to herein may involve
substantial risks, including capital, interest, index, currency and
credit risks, political, fair value, commodity and market risks. The
financial instruments could experience a sudden substantial dete-
rioration in value, including a total loss of the capital invested.
Each transaction should only be entered into on the basis of the rel-
evant investor’s assessment of its individual financial situation as
well as of the suitability and risks of the investment.

NORD/LB and its affiliates may, for their own account or for the ac-
count of third parties, participate in transactions involving the fi-
nancial instruments described herein or any underlying assets, is-
sue further financial instruments having terms that are the same
as or similar to those governing the financial instruments referred
to herein as well as enter into transactions to hedge positions. Such
actions may affect the price of the financial instruments described
in this Material.

To the extent the financial instruments referred to herein are de-
rivatives, they may involve an initial negative market value from
the customer’s point of view, depending on the terms and condi-
tions prevailing as of the transaction date. Furthermore, NORD/LB
reserves the right to pass on its economic risk from any derivative
transaction it has entered into to third parties in the market by way
of a mirror image counter-transaction.

Further information on any fees which may be included in the
sales price is set forth in the brochure ,,Customer Information Re-
lating to Securities Transactions“ which is available at
www.nordlb.de.

The information set forth in this Material shall supersede all previ-
ous versions of any relevant Material and refer exclusively to the
date as of which this Material has been drawn up. Any future ver-
sions of this Material shall supersede this present version.
NORD/LB shall notbe under any obligation to update and/or review
this Material at regular intervals. Therefore, no assurance can be
given as to its currentness and continued accuracy.

By making use of this Material, the Recipient shall accept the fore-
going terms and conditions.

NORD/LB is a member of the protection scheme of Deutsche Spar-
kassen-Finanzgruppe. Further information for the Recipient is set
forthin clause 28 of the General Terms and Conditions of NORD/LB
or at www.dsgv.de/sicherungssystem.

Additional information for recipients in Australia

NORD/LB IS NOT A BANK OR AN AUTHORISED DEPOSIT TAKING
INSTITUTION AUTHORISED UNDER THE BANKING ACT 1959 OF
AUSTRALIA. IT IS NOT REGULATED BY THE AUSTRALIAN PRU-
DENTIAL REGULATION AUTHORITY.

NORD/LB is not providing personal advice with this Material, and
has not considered one or more of the recipient’s objectives, finan-
cial situation and need (other than for anti-money laundering pur-
poses).

Additional information for recipients in Austria

None of the information contained in this Material constitutes a so-
licitation or offer by NORD/LB or its affiliates to buy or sell any secu-
rities, futures, options or other financial instruments or to partici-
pate in any other strategy. Only the published prospectus pursuant
to the Austrian Capital Market Act should be the basis for any invest-
ment decision of the Recipient.

For regulatory reasons, products mentioned in this Material may not
being offered into Austria and are not available to investors in Aus-
tria. Therefore, NORD/LB might notbe able to sell orissue these prod-
ucts, nor shall it accept any request to sell or issues these products,
to investors located in Austria or to intermediaries acting on behalf
of any such investors.

Additional information for recipients in Belgium

Evaluations of individual financial instruments on the basis of past
performance are not necessarily indicative of future results. It
should be noted that the reported figures relate to past years.

Additional information for recipients in Canada

This Material is a general discussion of the merits and risks of a se-
curity or securities only, and is not in any way meant to be tailored
to the needs and circumstances of any Recipient.

Additional information for recipients in Cyprus

This Material constitutes an analysis within the meaning of the defi-
nition section of the Cyprus Directive D1444-2007-01(No 426/07).
Furthermore, this material is provided for informational and adver-
tising purposes only and does not constitute an invitation or offer to
sell or buy or subscribe any investment product.

Additional information for recipients in Czech Republic

There is no guarantee to get back the invested amount. Past perfor-
mance is no guarantee of future results. The value of investments
could go up and down The information contained in this Material is
provided on a non-reliance basis and its author does not accept any
responsibility for its contentin terms of correctness, accuracy or oth-
erwise.

Additional information for recipients in Denmark

This Material does not constitute a prospectus under Danish securi-
ties law and consequently is not required to be nor has been filed
with or approved by the Danish Financial Supervisory Authority as
this Material either (i) has not been prepared in the context of a pub-
lic offering of securities in Denmark or the admission of securities to
trading on a regulated market within the meaning of the Danish Se-
curities Trading Act or any executive orders issued pursuant thereto,
or (ii) has been prepared in the context of a public offering of securi-
ties in Denmark or the admission of securities to trading on a regu-
lated market in reliance on one or more of the exemptions from the
requirement to prepare and publish a prospectus in the Danish Se-
curities Trading Act or any executive orders issued pursuant thereto.

Additional information for recipients in Estonia

Itis advisable to examine all the terms and conditions of the services
provided by NORD/LB. If necessary, Recipient of this Material should
consult with an expert.

Additional information for recipients in Finland

The financial products described in this Material may not be offered
or sold, directly or indirectly, to any resident of the Republic of Fin-
land or in the Republic of Finland, except pursuant to applicable
Finnish laws and regulations. Specifically, in the case of shares,
those shares may not be offered or sold, directly or indirectly, to the
publicin the Republic of Finland as defined in the Finnish Securities
Market Act(746/2012,as amended). The value of investments may go
up or down. There is no guarantee to get back the invested amount.
Past performance is no guarantee of future results.

Additional information for recipients in France

NORD/LB is partially regulated by the Autorité des Marchés Financi-
ers forthe conduct of French business. Details about the extent of our
regulation by the respective authorities are available from us on re-
quest.

This Material constitutes an analysis within the meaning of Article
24(1) Directive 2006/73/EC, Article L.544-1 and R.621-30-1 of the
French Monetary and Financial Code and does qualify as recommen-
dation under Directive 2003/6/EC and Directive 2003/125/EC.
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Additional information for recipients in Greece

The information herein contained describes the view of the au-
thor at the time of its publication and it must not be used by its
Recipient unless having first confirmed that it remains accurate
and up to date at the time of its use.

Past performance, simulations or forecasts are therefore not a re-
liable indicator of future results. Mutual funds have no guaran-
teed performance and past returns do not guarantee future per-
formance.

Additional information for recipients in Indonesia

This Material contains generic information and has not been tai-
lored to certain Recipient’s specific circumstances. This Material
is part of NORD/LB'’s marketing materials.

Additional information for recipients in Ireland

This Material has not been prepared in accordance with Directive
2003/71/EC, as amended, on prospectuses (the “Prospectus Di-
rective”) or any measures made under the Prospectus Directive or
thelaws of any Member State or EEA treaty adherent state thatim-
plement the Prospectus Directive or those measures and there-
fore may not contain all the information required where a docu-
ment is prepared pursuant to the Prospectus Directive or those
laws.

Additional information for recipients in Japan

This Material is provided for information purposes only and it is
not intended to solicit any orders for securities transactions or
commodities futures contracts. While we believe that the data and
information contained in this Material is obtained from reliable
sources, we do not guarantee the accuracy or completeness of the
data and information.

Additional information for recipients in Korea

This Material has been provided to you without charge for your
convenience only. All information contained in this Material is
factual information and does not reflect any opinion or judge-
ment of NORD/LB. The information contained in this Material
should not be construed as an offer, marketing, solicitation or in-
vestment advice with respect to financial investment products in
this Material.

Additional information for recipients in Luxembourg

Under no circumstances shall this Material constitute an offer to
sell, or issue or the solicitation of an offer to buy or subscribe for
Products or Services in Luxembourg.

Additional information for recipients in New Zealand
NORD/LB is not a registered Bank in New Zealand. This Material is
general information only. It does not take into account your finan-
cial situation or goals and is not a personalized financial adviser
service under the Financial Advisers Act 2008.

Additional information for recipients in Netherlands

The value of your investments may fluctuate. Results achieved in
the past do not offer any guarantee for the future (De waarde van
uw belegging kan fluctueren. In het verleden behaalde resultaten
bieden geen garantie voor de toekomst).

Additional information for recipients in Poland

This Material does not constitute a recommendation within the
meaning of the Regulation of the Polish Minister of Finance Re-
garding Information Constituting Recommendations Concerning
Financial Instruments or Issuers thereof dated 19 October 2005.

Additional information for recipients in Portugal

This Material is intended only for institutional clients and may
notbe (i) used by, (ii) copied by any means or (iii) distributed to any
otherkind of investor, in particular not to retail clients. This Mate-
rial does not constitute or form part of an offer to buy or sell any
of the securities covered by the report nor can be understood as a
request to buy or sell securities where that practice may be
deemed unlawful. This Material is based on information obtained
from sources which we believe to be reliable, but is not guaran-
teed as to accuracy or completeness. Unless otherwise stated, all
views herein contained are solely expression of our research and
analysis and subject to change without notice.

Additional information for recipients in Singapore

This Analysis is intended only for Accredited Investors or Institu-
tional Investors as defined under the Securities and Futures Act
in Singapore. If you have any queries, please contact your respec-
tive financial adviser in Singapore.

This Analysis is intended for general circulation only. It does not
constitute investmentrecommendation and does not take into ac-
count the specific investment objectives, financial situation or
particular needs of the Recipient.
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Advice should be sought from a financial adviser regarding the
suitability of the investment product, taking into account the spe-
cificinvestment objectives, financial situation or particular needs
of the Recipient, before the Recipient makes a commitment to pur-
chase the investment product.

Additional information for recipients in Sweden

This Material does not constitute or form part of, and should not
be construed as a prospectus or offering memorandum or an offer
or invitation to acquire, sell, subscribe for or otherwise trade in
shares, subscription rights or other securities nor shall it or any
part of it form the basis of or be relied on in connection with any
contract or commitment whatsoever. This Material has not been
approved by any regulatory authority. Any offer of securities will
only be made pursuant to an applicable prospectus exemption
under EC Prospectus Directive, and no offer of securities is being
directed to any person or investor in any jurisdiction where such
action is wholly or partially subject to legal restrictions or where
such action would require additional prospectuses, other offer
documentation, registrations or other actions.

Additional information for recipients in Switzerland

This Material has not been approved by the Federal Banking Com-
mission (merged into the Swiss Financial Market Supervisory Au-
thority “FINMA” on 1 January 2009).

NORD/LB will comply with the Directives of the Swiss Bankers As-
sociation on the Independence of Financial Research, as
amended.

This Material does not constitute an issuing prospectus pursuant
to article 652a or article 1156 of the Swiss Code of Obligations.
This Material is published solely for the purpose of information
on the products mentioned in this advertisement. The products
do not qualify as units of a collective investment scheme pursu-
antto the Federal Act on Collective Investment Schemes (CISA)
and are therefore not subject to the supervision by the Swiss Fi-
nancial Market Supervisory Authority (FINMA).

Additional information for recipients in the Republic of
China (Taiwan)

This Material is provided for general information only and does
not take into account any investor’s particular needs, financial
status, or investment objectives. Nothing in this Material should
be construed as a recommendation or advice for you to subscribe
to a particular investment product. You should not rely solely on
the Material provided when making your investment decisions.
‘When considering any investment, you should endeavour to
make your own independent assessment and determination on
whether the investment is suitable for your needs and seek your
own professional financial and legal advice.

NORD/LB has taken all reasonable care in producing this Material
and trusts that the information is reliable and suitable for your
situation at the date of publication or delivery, but no representa-
tion or warranty of accuracy or completeness is given. To the ex-
tent that NORD/LB has exercised the due care of a good adminis-
trator, we accept no responsibility for any errors, omissions, or
misstatements in this Material. NORD/LB does not guarantee any
investment results and does not guarantee that the strategies em-
ployed will improve investment performance or achieve your in-
vestment objectives.

Additional information for recipients in the UK

NORD/LB is subject to limited regulation by the Financial Conduct
Authority (‘FCA”) and the Prudential Regulation Authority
(“PRA”). Details about the extent of our regulation by the FCA and
PRA are available from NORD/LB on request.

This Material is a financial promotion. Relevant Persons in the UK
should contact NORD/LB’s London Branch, Investment Banking
Department, Telephone: 0044 / 2079725400 with any queries.
Investing in financial instruments referred to in this Material may
expose an investor to a significant risk of losing all of the amount
invested.
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Additional information for recipients in Greece

The information herein contained describes the view of the author
atthe time of its publication and it must not be used by its Recipient
unless having first confirmed thatitremains accurate and up to date
at the time of its use.

Past performance, simulations or forecasts are therefore not a relia-
bleindicator of future results. Mutual funds have no guaranteed per-
formance and past returns do not guarantee future performance.

Additional information for recipients in Indonesia

This Material contains generic information and has not been tai-
lored to certain Recipient’s specific circumstances. This Material is
part of NORD/LB’s marketing materials.

Additional information for recipients in Ireland

This Material has not been prepared in accordance with Directive
2003/71/EC, as amended, on prospectuses (the “Prospectus Di-
rective”) or any measures made under the Prospectus Directive or
the laws of any Member State or EEA treaty adherent state that im-
plement the Prospectus Directive or those measures and therefore
may not contain all the information required where a document is
prepared pursuant to the Prospectus Directive or those laws.

Additional information for recipients in Japan

This Material is provided for information purposes only and it is not
intended to solicitany orders for securities transactions or commod-
ities futures contracts. While we believe that the data and infor-
mation contained in this Material is obtained from reliable sources,
we do not guarantee the accuracy or completeness of the data and
information.

Additional information for recipients in Korea

This Material has been provided to you without charge for your con-
venience only. All information contained in this Material is factual
information and does not reflect any opinion or judgement of
NORD/LB. The information contained in this Material should not be
construed as an offer, marketing, solicitation or investment advice
with respect to financial investment products in this Material.

Additional information for recipients in Luxembourg

Under no circumstances shall this Material constitute an offer to sell,
orissue or thesolicitation of an offer to buy or subscribe for Products
or Services in Luxembourg.

Additional information for recipients in New Zealand

NORD/LB is not a registered Bank in New Zealand. This Material is
general information only. It does not take into account your finan-
cial situation or goals and is not a personalized financial adviser ser-
vice under the Financial Advisers Act 2008.

Additional information for recipients in Netherlands

The value of your investments may fluctuate. Results achieved in
the past do not offer any guarantee for the future (De waarde van uw
belegging kan fluctueren. In het verleden behaalde resultaten bie-
den geen garantie voor de toekomst).

Additional information for recipients in Poland

This Material does not constitute a recommendation within the
meaning of the Regulation of the Polish Minister of Finance Regard-
ing Information Constituting Recommendations Concerning Finan-
cial Instruments or Issuers thereof dated 19 October 2005.

Additional information for recipients in Portugal

This Material is intended only for institutional clients and may not
be (i) used by, (ii) copied by any means or (iii) distributed to any other
kind of investor, in particular not to retail clients. This Material does
not constitute or form part of an offer to buy or sell any of the securi-
ties covered by the report nor can be understood as a request to buy
or sell securities where that practice may be deemed unlawful. This
Material is based on information obtained from sources which we
believe to be reliable, but is not guaranteed as to accuracy or com-
pleteness. Unless otherwise stated, all views herein contained are
solely expression of our research and analysis and subject to change
without notice.

Additional information for recipients in Singapore

This Analysis is intended only for Accredited Investors or Institu-
tional Investors as defined under the Securities and Futures Act in
Singapore. If you have any queries, please contact your respective fi-
nancial adviser in Singapore.

This Analysis is intended for general circulation only. It does not
constitute investment recommendation and does not take into ac-
count the specific investment objectives, financial situation or par-
ticular needs of the Recipient.



