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\We expect the pace of rate hikes to proceed initially at a gradual pace, with the
Fed raising rates three times in 2016, The pace of hikes should pick up in 2017 & il

as inflation pressures begin to build. We expect the Fed to maintain its 4 /_\ ;
reinvestment policy through this year, keeping their balance sheet stable. \h‘-\'./ \
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The tightening labor market appears to be feeding into rising "core core”
inflation, which has risen to a near 25-year high in recent months (adjusted for
consumption tax increases) despite weak economic growth. As the base effect —Fed Bl ECH

on oil prices drops off, year-on-year headline and core inflation rates will likely
rise in the coming months, While the risk remains biased in the direction of the

BoJ deciding to augment asset purchases, we don’t expect any change in = Comtererd Rebar-15 June 16 Sep-18 Dec- 18
policy either way before the April 2017 consumption tax increase. Fad 03 063 088 143 113
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Our baseline view is that the ECE will not ease policy any further. There are

only risks that the policy stance becomes more accommodative, The fUrther o desese Ges fessch
decling in oil prices in recent weeks combined with the global shocks at the

start of the year are increasing those risks.

Other European countries Figure 2: Key European policy rates
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The Bank of England’s latest Inflation Report showed inflation rising back to .
target based on a somewhat lower profile for market interest rates. While we & |
expect the first hike in May 2016, the risks are skewed towards delay. 4 \..:._‘/_"’/\1
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In December the Riksbank left its rates profile broadly unchanged, suggesting o ' I,
rates will remain sub-zero until end-2017. _ftm s mer e aos o
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The SNE abandoned the CHF peg earlier this year, VWith EUR/CHF now at our
year-end 1.10 target, we see further gradual depreciation going forward.

- Current Mar- 16 Jun-16 Sep 16 Dec-10
BioE 050 050 050 0850 075
SRB 0.3 03 035 -0358 036
SMB 075 078 075 -07% 075
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