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Some macro figures are due this week in Poland. We expect wage growth to
remain solid and arrive at 6.5% y/y in September. Industrial production is
expected to slow down to 3.3% y/y, mostly due to calendar effects, but sentiment
also lately decreasing. Finally, retail sales are expected to sustain solid growth

and increase by 8.5% y/y. Global sentiment and EURUSD development to impact
Polish zloty.
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e October 16: We expect wage growth of 6.5% yly
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Unlike the market, which sees wage growth to increase by 7.1% y/y in
malgorzata.krzywicka@erstegroup.com

September, we expect the growth dynamics to slow down to 6.5% y/y in

September from the 6.8% y/y observed a month ago. The situation on the
Industry slowdown consistent with

worsening market sentiment labor market remains favorable, with a low unemployment rate, but the
g underlying trend on wage growth seems to have stabilized at around 7%

100 57 dynamics. Solid wage growth is, if it continues, expected to eventually
8'0 i O A P A o5 translate into inflationary pressure.
6.0 53 e October 17: Industrial production to slow down to 3.3% yly
4.0 51 Given the calendar effect (one working day less vs. 2017) and worsening
20 49 market sentiment (PMI dropped to 50.5 in September), we see industrial
00 47 production growing by only 3.3% y/y in September and sustaining the

recently observed downward trend. The PPI is likely to remain rather
stable and increase by 2.9% y/y in September.
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e October 19: Retail sales to sustain solid growth dynamics

We expect retail sales growth to marginally slow down to 8.5% y/y in
September, from 9.0% y/y in August, against the market consensus of
growth of 8.1% y/y. We remain fairly optimistic about retail sales growth,
as the overall level of HH spending is supported by the favorable situation
on the labor market and solid wage growth.

Last week’s highlights

e S&P upgraded Poland from BBB+ to A- with stable outlook,
based on robust economic growth and favorable fiscal position

e Final CPI revised upwards to 1.9% y/y in September
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Bond market drivers

Spread vs. Bunds (bp) . 10Y yields moved toward 3.2%
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Over the course of last week, 10Y yields went down by 8bp to 3.22%. The
long end of the curve followed global developments and continued to
move further down, most likely supported by the rating upgrade. The
spread vs. 10Y German Bunds held slightly above 270bp last week,
which is slightly below the 1Y average of 280bp. This week, local macro
releases will most likely be neutral for the bond market, unless there is a
strong surprise in the data that would suggest a bigger slowdown in the

5585553393 ¢%&%8 i N ;
<S3333223328409 economy than is currently expected. Some slowdown in industrial
Ry "8 anggrg"” production is anticipated, so the figure should have no major impact on
current medium-term growth expectations.
Source: Erste Group Research, Bloomberg
Weekly performance of 5Y . Weekly performance of 5Y bonds (% in EUR)

bonds (% in EUR)
The LCY bond market reported an overall positive return of 0.14% (in

LCY bonds+ ; Eurobonds* EUR). The Polish LCY bond market was the best performer last week,

| with an overall return of 0.61% (in EUR). Zloty appreciation and the
decrease in yields contributed to the positive return in Poland. On the
other hand, the LCY bond market in Hungary and Romania reported a
negative return of 0.66% and 0.55% (in EUR), respectively. In Hungary,
10Y yields increased by 20bp over the week due to risk-off mode on
global markets, which might be seen as an interesting development
before the MPC meeting on Tuesday.
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FX market drivers

EURPLN . Zloty holds stable despite global disturbances

- Regional currencies were stable vs. the EUR last week. The EURPLN

a0 . remained stable and hovered around 4.30. The zloty was rather resistant
028 " - and did not undergo any serious correction after the stock selloff in the
426 . US and movement of the EURUSD. The S&P rating decision had no

424 significant impact on the zloty. This week, retail sales data in the US and
422 the EU summit, at which the current situation regarding the Brexit

20 negotiations will be discussed, will most likely have an impact on both
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EURUSD development and the zloty.

—EURPLN -=Forecast
Source: Erste Group Research, Bloomberg
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Time  Country Indicator Period  Survey Erste Est. Pre Comment
15-Oct

RO  Current Account (monthly) Aug -4811
9:00 SK  CPI (yly) Sep 2.8% 2.8% Inflation expected to have remained largely unchanged in September.
9:00 SK  CPI (m/m) Sep 0.1% 0.2% Small monthly rise in consumer prices anticipated for September.

) ) o . ) .
10:00 PL  CPI(yly) SepF 1.8% Flngl CP_I to be_ confirmed at 1.8% y/y in September - base effect to weigh
on inflation until year-end.

10:00 CZ  Current Account (monthly) Aug -10.00bn -0.1
14:00 PL  Trade Balance Aug -342 -432

16-Oct

Development in oil prices and increased labor costs of firms stand behind

9:00 €z PPIyly) Sep 3.5% 3.3% relatively high PPl inflation.

10:00 PL  Wages (yly) Sep 7.1% 6.5% 6.8%

11:00 HR  CPI (yly) Sep 2.0% 2.1% Inflation keeping stable movements also in September
11:00 HR  CPI (m/m) Sep 0.0%

Recent price increases could mainly be explained by higher fuel and
14:00 HU Target Rate Oct 16 0.9% 0.9% 0.9% unprocessed food prices. Low level of core inflation rate suggests MNB
could maintain dovish stance this quarter.

17-Oct

We expect industry to slow in September - calendar effects in play and

10:00 PL  Industrial Production (yly) Sep 4.2% 3.3% 5.0% - :
sentiment also worsening.

10:00 PL  PPI(yly) Sep 2.8% 2.9% 3.0%

18-Oct

No releases scheduled

19-Oct
RS  Current Account (monthly)  Aug -161.1
Only marginal decrease in rate of unemployment expected, given
SK  Unemployment Rate Sep 5.4% 5.4% ey .
anticipated inflow of new graduates
10:00 PL  Retail Sales (y/y) Sep 8.2% 8.5% 9.0% We expect retail sgles to bg sllghtly lower in September, although overall
level of HH spending remains high.
10:30 SI PPI (yly) Sep 2.5%
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Market Forecasts

current 2018Q4 2019Q1 2019Q2 2019Q3

Croatia 10Y 2.10 2.30 2.40 2.40 2.50
spread (bps) 161 167 166 153 153
Czech Rep. 10Y 2.12 2.24 2.28 2.34 2.41 current 2018Q4 2019Q1 2019Q2 2019Q3
spread (bps) 163 161 154 147 144]EURHRK 7.42 7.50 7.45 7.30 7.45
Hungary 10Y 3.87 3.44 3.50 3.69 3.84 forwards 7.42 7.42 7.42 7.42
spread (bps) 339 281 276 282 287]EURCZK 25,79 2515 24.85 2470  24.60
Poland 10Y 3.20 3.30 3.35 3.40 3.50 forwards 25.82 25.82 25.82 25.82
spread (bps) 272 267 261 253 253| EURHUF 3242 3250 3250 3250 325.0
Romanialoy 5.12 5.20 5.20 5.40 5.40 forwards 327.4 327.4 327.4 327.4
spread (bps) 464 457 446 453 443|EURPLN 4.29 4.29 4.30 4.28 4.26
Slovakia 10Y 1.03 1.10 1.25 1.35 1.45 forwards 4.29 4.29 4.29 4.29
spread (bps) 54 47 51 48 48| EURRON 4.67 4.68 4.74 4.75 4.75
Slovenia 10Y 1.13 1.20 1.40 1.50 1.50 forwards 4.67 4.67 4.67 4.67
spread (bps) 65 57 66 63 53]EURRSD 118.2 118.5 118.5 118.5 118.5
Serbia 5Y 3.52 3.90 3.95 3.95 4.00 forwards - - - -
DE10Y (BBG)* 0.48 0.63 0.74 0.87 0.97 JEURUSD 1.16 1.13 1.15 1.16 1.18
current  2018Q4 2019Q1 2019Q2 2019Q3 current  2018Q4 2019Q1 2019Q2 2019Q3
Croatia 0.50 0.50 0.50 0.60 0.70]Croatia 0.30 0.30 0.30 0.30 0.30
Czech Republic 1.75 1.71 1.85 1.93 2.09]Czech Republic 1.50 1.75 1.75 1.75 2.00
Hungary 0.17 0.35 0.45 0.55 0.75QHungary 0.90 0.90 0.90 0.90 0.90
Poland 1.72 1.73 1.73 1.73 1.73jPoland 1.50 1.50 1.50 1.50 1.50
Romania 3.18 2.80 3.10 3.30 3.30jRomania 2.50 2.50 2.75 3.00 3.00
Serbia 2.94 2.90 2.90 3.00 3.20fSerbia 3.00 3.00 3.00 3.25 3.50
Eurozone -0.32 -0.30 -0.30 -0.30 -0.10JEurozone 0.00 0.00 0.00 0.00 0.00

Source: Erste Group Research, Bloomberg

Note: *Information on past performance is not a reliable indicator for future performance. Forecasts are

not a reliable indicator for future performance.
Past performance available here
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Disclaimer

This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated
subsidiaries "Erste Group") independently and objectively as other information pursuant to the Circular of the Austrian Financial
Market Authority regarding information including marketing communication pursuant to the Austrian Securities Supervision Act.
This publication serves interested investors as additional source of information and provides general information, information
about product features or macroeconomic information without emphasizing product selling marketing statements. This
publication does not constitute marketing communication pursuant to Art. 36 (2) Austrian Securities Supervision Act as no direct
buying incentives were included in this publication, which is of information character. This publication does not constitute
investment research pursuant to 8 36 (1) Austrian Securities Supervision Act. It has not been prepared in accordance with legal
requirements designed to promote the independence of investment research and it is not subject to the prohibition on dealing
ahead of the dissemination of investment research. The information only serves as non-binding and additional information and
is based on the level of knowledge of the person in charge of drawing up the information on the respective date of its
preparation. The content of the publication can be changed at any time without notice. This publication does not constitute or
form part of, and should not be construed as, an offer, recommendation or invitation to subscribe for or purchase any securities,
and neither this publication nor anything contained herein shall form the basis of or be relied on in connection with or act as an
inducement to enter into any contract or inclusion of a security or financial product in a trading strategy. Information provided in
this publication are based on publicly available sources which Erste Group considers as reliable, however, without verifying any
such information by independent third persons. While all reasonable care has been taken to ensure that the facts stated herein
are accurate and that the forecasts, opinions and expectations contained herein are fair and reasonable, Erste Group (including
its representatives and employees) neither expressly nor tacitly makes any guarantee as to or assumes any liability for the up-
to-dateness, completeness and correctness of the content of this publication. Erste Group may provide hyperlinks to websites of
entities mentioned in this document, however the inclusion of a link does not imply that Erste Group endorses, recommends or
approves any material on the linked page or accessible from it. Neither a company of Erste Group nor any of its respective
managing directors, supervisory board members, executive board members, directors, officers of other employees shall be in
any way liable for any costs, losses or damages (including subsequent damages, indirect damages and loss of profit)
howsoever arising from the use of or reliance on this publication. Any opinion, estimate or projection expressed in this
publication reflects the current judgment of the author(s) on the date of publication of this document and do not necessarily
reflect the opinions of Erste Group. They are subject to change without prior notice. Erste Group has no obligation to update,
modify or amend this publication or to otherwise notify a reader thereof in the event that any matter stated herein, or any
opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. The past performance
of securities or financial instruments is not indicative for future results. No assurance can be given that any financial instrument
or issuer described herein would yield favorable investment results or that particular price levels may be reached. Forecasts in
this publication are based on assumptions which are supported by objective data. However, the used forecasts are not
indicative for future performance of securities or financial instrument. Erste Group, its affiliates, principals or employees may
have a long or short position or may transact in the financial instrument(s) referred to herein or may trade in such financial
instruments with other customers on a principal basis. Erste Group may act as a market maker in the financial instruments or
companies discussed herein and may also perform or seek to perform investment services for those companies. Erste Group
may act upon or use the information or conclusion contained in this publication before it is distributed to other persons. This
publication is subject to the copyright of Erste Group and may not be copied, distributed or partially or in total provided or
transmitted to unauthorized recipients. By accepting this publication, a recipient hereof agrees to be bound by the foregoing
limitations.
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