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Market outlook

In Hungary and the Czech Republic, markets have started EURHRK EURCZK EURHUF EURPLN EURRON
to believe in more aggressive monetary tightening, after 4.0% | depreciation

upbeat inflation readings were released, which propped up 3.qo |

local currencies. The Polish zloty was the most exposed to 2.0% -

the ongoing strength of the US dollar, as inflation does not

underpin monetary tightening there. However, there is little 10% 1 o

domestic reason to believe that the PLN will fall further from 0-0%

current levels. For Hungary, as we think that the MNB will  -1.0% - * ¢
start tightening later or less aggressively than the market  -2.09% -

currently assumes, we believe that levels below 320 for the _3 oo -

EURHUF are a bit too low. As for the Czech Republic, 4.00 | appreciation

however, we stick to our view that the relatively high WYTD mEW-W Expected move until end of 1Q
interest rate differential should give a boost to the koruna.

Increased interest rate expectations drove yields up in the

Czech Republic and in Hungary too last week. In Romania, LCY bonds* ‘ Eurobonds™
yields went up to a lesser extent, but auction results show 080 - 3

markets still in some uncertainty. The budget for this year 060 | -

was passed at a planned deficit of 2.76% of GDP, oo |

assuming a 5.5% real GDP increase, which seems 0.00 |

extremely optimistic. We maintain our view that yields -0.20

should increase from current levels in Romania. As for -0.40 -

Hungary, we slightly cut our 10Y yield forecast, however, as g:g 1

German Bund yields remain pretty low. @ c N 279 @ CN2F7 0% B
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Looking ahead this week:

Monday Tuesday Wednesday Thursday Friday
SK: Unemployment . PL: Retail Sales .
PL: Wages PL: Industry, PPI SI- PP HR, RS: CPI

From the few indicators that are going to be released this week, probably the most interesting to watch will be
January industrial output and retail sales for Poland and January CPI data for Croatia and Serbia, which are due
on Friday. Poland’s monthly data will give us a more precise estimate as to how the largest CEE economy was
performing in 1Q19. Regarding inflation, we expect slightly lower readings for Croatia (0.7% in January vs. 0.8%
in December), while inflation likely increased in Serbia, driven by higher vegetable prices and an increase of the
excise tax on cigarettes. This week, we should have more clarity on the design of the banking levy in Romania,
which has been strongly criticized by the central bank (and the ECB), due to its adverse impact on the economy
and its financial sector, narrowing the room for maneuver and efficiency of monetary policy.

In case you missed it last week...

CZ: Flash GDP growth in 4Q18 and January inflation surprised on upside

CZ: Brexit woes weigh on koruna appreciation; we expect slower appreciation of koruna this year

HU: GDP growth accelerated to 5% in 4Q18, core inflation increased above 3% in January, S&P upgraded
Hungary’s sovereign rating to BBB with stable outlook

SK: GDP growth ends the year on a weaker footing than anticipated

RO: 4018 GDP growth in line with expectations; we lowered our forecast to 3.1% for 2019 and 2.7% for 2020
RO: Inflation is to stay inside the CB’s target band throughout 2019

PL: Polish economy expanded 4.9% y/y in 4Q18 but headline inflation further eased to 0.9% in January
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FX and bond market stable in CEE

On global markets:

This week, central bank events could provide important news for the
EURUSD. ECB Chief Economist Peter Praet is scheduled to make two
speeches, possibly providing insights on the ECB’s assessment of the
economic slowdown. The economic slowdown in the euro zone in the second
half of 2018 was significantly stronger than originally expected and lowered
the starting position for 2019. On the other side of the Atlantic, the Fed
chairman will give his testimony on the economy and monetary policy to the
US Congress. The most important macro indicators will be February PMIs for
the Eurozone and large member countries.

CEE currencies:

In Hungary and the Czech Republic, where core inflation either reached or
even exceeded 3% according to last week’s data, markets have started to
believe in more aggressive monetary tightening, which propped up local
currencies. On the other hand, the Polish zloty fell last week; inflation is still
below 1 percent there, which does not support any tightening. Thus, the zloty
was the most exposed to the ongoing strength of the US dollar. However, low
inflation is not a surprise in Poland, and thus there is little domestic reason to
believe that the PLN will fall further from current levels. The Serbian dinar
also appreciated a bit last week, but we expect the NBS to tame any
pressures, should they arise from any direction. Thus, the EURRSD could
stay between 118.0 and 118.5 in the coming months. For Hungary, as we
think that the MNB will start tightening later or less aggressively than the
market currently assumes, we believe that levels below 320 for the EURHUF
are a bit too low, so some forint depreciation could come. As for the Czech
Republic, however, we stick to our view that the relatively high interest rate
differential should give a boost to the koruna and the EURCZK should
continuously fall in the coming months.

CEE rates and yields:

Despite the fact that Bund yields went down towards the end of last week, in
most cases, we saw yield increases in CEE w/w. Of the 10Y yields that went
up, we saw them rising to an extent of 6-12bp. This is mostly attributable to
increased interest rate expectations (mainly in the Czech Republic and in
Hungary), courtesy of relatively high inflation readings. In Romania, yields
went up to a lesser extent. Bond auction results show markets still in some
uncertainty in Romania. A 336-day T-bill auction saw the rejection of all bids
put up for a planned amount of RON 400mn, while the 5Y RON auction went
well, as RON 320mn was sold at an average accepted yield of 4.29%, with a
bid-to-cover of almost 2.3. The budget for this year was passed at a planned
deficit of 2.76% of GDP, assuming a 5.5% real GDP increase, which seems
extremely optimistic. We maintain our view that yields should increase from
current levels in Romania. As for Hungary, we slightly cut our 10Y yield
forecast, however, as German Bund yields remain pretty low.
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Calendar

Time Country Indicator Period Survey Erste Est. Prev. Pre Comment

18-Feb

No releases scheduled

SK  Unemployment Rate Jan 5.04%

10:00 PL  Wages (yly) Jan 6.70% 5.8% 6.1%  After moving in sideways trend in 2H18, we expect wage growth to ease.

20-Feb
Positive calendar effect (+1 working day) should support industrial

10:00 PL  Industrial Production (yly) Jan 3.8% 3.90% 2.8% performance. New orders up in December, which is positive for industrial
output.
10:00 PL  PPI(yly) Jan 2.1% 1.90% 2.2% Price pressure to ease in January.

21-Feb

Increase of local consumer sentiment index (BWUK) observed in January

. H 0, 0, 0,
10:00 PL  Retail Sales (yly) Jan 5.5% 6.50% 47% compared to December, which should support retail sales.
10:30 Sl PPI (yly) Jan 1.4%
22-Feb
11:00 HR  CPI (yly) Jan 0.7% 0.8% Inflation expected to remain in tight band in January.
11:00 HR  CPI (m/m) Jan -0.8%

Regular annual adjustment of excise tax on cigarettes and double-digit
growth in vegetable prices were main drivers of slightly higher CPI in
January. CPI expected to remain in lower part of targeted band
throughout 2019.

12:00 RS  CPI (yly) Jan 2.20% 2%

12:00 RS  CPI(m/m) Jan 1% 0.1%

Sources: Bloomberg, Reuters
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Capital market forecasts

current  2019Q1 2019Q2 2019Q3 2019Q4
Croatia 10Y 2.32 2.40 2.45 2.50 2.60
spread (bps) 222 206 197 191 189] L
Czech Rep. 10Y 1.93 2.15 2.24 2.29 2.34 current  2019Q1 2019Q2 2019Q3 2019Q4
spread (bps) 183 181 176 170 163] |EURHRK 7.41 7.45 7.30 7.42 7.45
Hungary 10Y 2.73 2.77 2.93 3.10 3.21 forwards 7.41 7.41 7.41 7.41
spread (bps) 263 243 245 251 250| |EURCZK 25.70 25.45 25.30 25.10 24.80
Poland 10Y 2.68 2.90 3.00 3.10 3.20 forwards 25.73 25.73 25.73 25.73
spread (bps) 258 256 252 251 249| |EURHUF 318.1 320.0 322.0 325.0 325.0
Romanial0y 4.81 5.00 5.10 5.10 5.20 forwards 321.2 321.2 321.3 321.3
spread (bps) 470 466 462 451 449| |[EURPLN 4.33 4.30 4.28 4.26 4.25
Slovakia 10Y 0.77 1.25 1.27 1.30 1.55 forwards 4.33 4.33 4.33 4.33
spread (bps) 67 91 79 71 84 |EURRON 4.74 4.72 4.73 4.75 4.77
Slovenia 10Y 0.97 1.20 1.30 1.40 1.50 forwards 4.74 4.74 4.74 4.74
spread (bps) 87 86 82 81 79| |EURRSD 118.2 118.5 118.5 118.5 119.0
Serbia 5Y 3.64 3.60 3.60 3.65 3.70 forwards - - - -
DE10Y (BBG)* 0.10 0.34 0.48 0.59 0.71]| |EURUSD 1.13 1.11 1.12 1.14 -
current  2019Q1 2019Q2 2019Q3 2019Q4 current  2019Q1 2019Q2 2019Q3 2019Q4
Croatia 0.49 0.50 0.55 0.55 0.60] |Croatia 0.30 0.30 0.30 0.30 0.30
Czech Republic 2.01 2.01 2.01 2.18 2.19] |Czech Republic 1.75 1.75 1.75 2.00 2.00
Hungary 0.15 0.19 0.35 0.70 0.85| [Hungary 0.90 0.90 0.90 0.90 0.90
Poland 1.72 1.73 1.73 1.73 1.73| |Poland 1.50 1.50 1.50 1.50 1.50
Romania 3.17 2.80 2.80 2.80 2.80| |Romania 2.50 2.50 2.50 2.50 2.50
Serbia 2.99 3.07 3.07 3.07 3.07| |Serbia 3.00 3.00 3.00 3.00 3.00
Eurozone -0.31 -0.30 -0.30 -0.30 -| |Eurozone 0.00 0.00 0.00 0.00 -

Macro forecasts

Real GDP growth (%)

2017 2018f| 2019f| 2020f Average inflation (%) 2017|2018f| 2019f| 2020f 2017 2018f| 2019f | 2020f

Unemployment (%)

Croatia 29 28 26 25 |Croatia 11 15 1.0 1.5 [Croatia 113 88 78 173
Czech Republic 45 28 25 28 |Czech Republic 24 22 23 2.0 JCzech Republic 24 24 25 30
Hungary 41 48 36 29 |Hungary 24 28 2.7 3.1 |Hungary 42 37 38 39
Poland 48 51 38 33 |Poland 20 16 19 25 }Poland 72 61 63 64
Romania 70 41 31 2.7 |Romania 13 46 32 2.8 |Romania 49 42 38 40
Serbia 20 42 33 29 |Serbia 31 20 21 23 ]Serbia 141 123 115 105
Slovakia 32 41 34 3.6 [Slovakia 13 25 25 25 |Slovakia 81 67 63 58
Slovenia 49 44 36 33 |Slovenia 14 17 16 1.5 ]Slovenia 6.6 55 49 47
CEES8 average 47 43 34 3.1 |CEES8average 19 24 23 2.4 |CEE8average 62 53 52 53

Public debt (% of GDP) | 2017|2018f| 2019f|2020f C/A (%GDP) Budget Balance (%GDP) |2017]|2018f|2019f| 2020f
Croatia 775 739 71.1 68.6 |Croatia 40 28 24 1.3 |Croatia 08 02 00 -05
Czech Republic 34.7 332 321 31.4 |Czech Republic 1.1 06 05 0.6 |Czech Republic 15 15 11 09
Hungary 73.3 71.8 69.0 67.0 {Hungary 32 14 08 1.8 ]Hungary 22 -20 -18 -18
Poland 50.6 49.9 49.8 48.7 |Poland 02 -04 -05 -0.7 |Poland -1.7 04 -14 -15
Romania 35.1 34.7 355 36.2 |Romania 32 -46 -49 -48 JRomania 29 29 -30 -25
Serbia 57.9 53.7 51.5 49.4|Serbia 52 -52 -52 -49 |Serbia 1.1 09 -05 -05
Slovakia 50.9 49.0 48.2 46.5 |Slovakia 20 -15 -0.9 0.2 |Slovakia -0.8 -08 -0.7 -04
Slovenia 724 67.8 65.9 62.7 |Slovenia 72 76 74 6.7 ]Slovenia 00 0.0 050 03
CEES8 average 50.2 48.8 48.0 46.9 |CEES average 02 -05 -0.7 -0.6 |CEE8average 11 -06 -11 -11

Note:*Information on past performance is not a reliable indicator for future performance. Forecasts are not a reliable indicator for future performance.
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Note:*Information on past performance is not a reliable indicator for future performance. Forecasts are not a reliable indicator for future performance.
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Director of Research: Tomasz Duda (Equity) +48 22 330 6253 I:Ie_ad: A”“.’f‘. ’BUI'IC +385 (0)7237 2439
Cezary Bernatek (Equity) +48 22 538 6256 Zeljko Pavicic +385 (0)7237 1494
Konrad Grygo (Equity) +48 22 330 6254 Natalija Zujic +385 (0)7237 1638
Mateusz Krupa (Equity) +48 22 330 6251 Institutional Distribution Hungary
Michal Pilch (Equity) +48 22 330 6255 Head: Peter Csizmadia +36 1237 8211
Emil Poplawski (Equity) +48 22 330 6252 Attila Hollo +36 1 237 8209
Research Romania Gabor Balint +36 1 237 8205
Head: Horia Braun-Erdei +40 3735 10424 Institutional Distribution Romania and Bulgaria
Caius Rapanu (Equity) +40 3735 10441 Head: Ciprian Mitu +43 (0)50100 85612
Eugen Sinca (Fixed income) +40 3735 10435 Crisitan Adascalita +40 373 516 531
Dorina llasco (Fixed Income) +40 3735 10436 T .
Group Institutional Equity Sales
Research Slovakia Head: Brigitte Zeitlberger-Schmid +43 (0)50100 83123
Head: Maria Valachyova, (Fixed income) +421 2 4862 4185 Werner Fiirst +43 (0)50100 83121
Katarina Muchova (Fixed income) +421 2 4862 4762 Josef Kerekes +43 (0)50100 83125
Research Turkey Cormac Lyden +43 (0)50100 83120
Ender Kaynar (Equity) +90 212 371 2530 Business Support
Umut Cebir (Equity) +90 212 371 2537 Bettina Mahoric +43 (0)50100 86441
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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 § 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.

© Erste Group Bank AG 2019. All rights reserved.
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