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US: Our Fed base forecast subject to upside risk
Calm has returned to financial markets after the recent roller coaster ride and attention will return
to the economic data. The US story this coming week may actually be quite supportive for risk
assets with inflation readings likely to be somewhat soft while the growth backdrop remains very
good.

Calm has returned to financial markets after the recent roller
coaster ride and attention will return to the economic data

However, the lower inflation readings (headline and core CPI annual rates to dip 0.2 percentage
points and 0.1ppt, respectively) is only due to the fact that we don’t expect to see last year’s jump
in airfares and recreation prices to be repeated in the January 2018 data. The dollar’s weakness,
which is pushing up import costs, and rising corporate pricing power mean we expect headline
inflation to be back above 2% in February. The legacy of cell phone data plan charges means that
core should also be above 2% in the March report.

Activity-wise retail sales will be supported by rising wages and employment and very high
consumer confidence readings. Industrial production should also be good given the very high
readings within manufacturing surveys (most notably the ISM report) while the NFIB business
survey should be very good based on the extremely strong labour sub-indices already reported.
Taking this altogether our base forecast of three Fed rate hikes this year is subject to upside risk.

Eurozone: Industrial production takes centre stage
In terms of Eurozone data, next week will focus on December industrial production. We expect the
recovery of production to have continued at the end of the year as businesses continue to indicate
improving output. The second estimate of Eurozone GDP growth should not bring large surprises,
but it will be worth watching some of the individual country releases as Germany and Italy are
providing first estimates.

UK: Bank of England to hike rates in May?
We are expecting UK core inflation to nudge back up to 2.6% next week, although a lot depends on
the change in airfares following December’s Christmas surge. Importantly, we are looking for core
CPI to trend back towards the 2% target relatively quickly over coming months now that prices
have pretty much adjusted to the post-Brexit plunge in the pound. For the Bank of England though,
the outlook for wage growth matters more and assuming the recent positive trend continues over
the next few months, we think policymakers will have enough conviction to hike rates in May –
although as always, a lot still hinges on Brexit.

Germany: Expect more positivity
After the political excitement of the last few days, next week’s headlines will be dominated by
macro data. The first estimate of 4Q GDP growth should bring more positive news from Germany,
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with another strong quarter.

Sweden: Riksbank 'wait-and-see'
In Sweden, the Riksbank meeting on Wednesday is unlikely to deliver any major news and is
expected to keep interest rates unchanged. The central bank is likely to remain in a wait-and-see
mode until the ECB makes its next move this summer.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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