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Unemployment rate expected to hit record-low level due to seasonal effect. Flash
CPI for June should arrive at 2.4% and remain stable compared to previous
month, but figure to, in our view, be neutral for MPC rate-setting meeting on July
3. Bond market should remain under global pressure, while FX market most
likely to focus on President Trump and Xi Jinping meeting in Japan.

This week:

Katarzyna Rzentarzewska
+43 50100 — 17356

katarzyna.rzentarzewska@erstegroup.com o June 26: Unemployment rate to decrease

Malgorzata Krzywicka According to estimates from the Ministry of Family, the Labor and Social
+43 50100 — 17338 Policy unemployment rate should hit a record-low of 5.4% in May. The
malgorzata.krzywicka@erstegroup.com unemployment rate has decreased mostly due to seasonal factors in

such sectors as construction and agriculture.

CPI to exceed target in July e June 28: CPIl to remain stable

35 - We expect the flash CPI in June to arrive at 2.4% yly (0.2% m/m) and
3 Inflation target, % remain stable compared to the previous month. The figure will most
D Y likely be neutral for the MPC, which is to hold a rate-setting meeting at

2| the beginning of July. Next week, the MPC will publish new inflation and
growth projections and both paths are expected to be shifted upward.

L We believe that CPI will exceed the target in July and will peak at the
o5 | turn of the year. Moreover, as of July, electricity prices for corporates will
’ be unfrozen; it is our view that this could shift the inflation path up by
0.4pp beginning from 4Q19. All in all, we see CPI on average at 2.4%
this year, with risks to the upside.
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Last week’s highlights

e Core inflation remained stable at 1.7% y/y in May.

e Wage growth surprised to upside, arriving at 7.7% y/y in May,
while employment growth somewhat disappointed, with growth
at 2.7% yly in May.

¢ Industrial production sustained solid growth momentum, as it
came in at 7.7% yly in May, pointing to strong GDP growth in
2Q109.

e Retail sales came in at 7.3% y/y in May.
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Bond market drivers

Spread vs. Bunds (bp) . Polish 10Y yields fell down
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Over the course of the week, the Polish sovereign curve went further
down along all maturities. As a reaction to the more dovish ECB and
Fed, 10Y yields decreased by roughly 10bp last week. As a result, the
spread vs. 10Y German Bunds oscillated around 265bp and holds well
below the 1Y average. Given current market developments, we see risks
to the downside to our current yield forecast. This week, global markets
will focus on the G20 summit in Japan and the meeting between
President Trump and Xi Jinping regarding the trade conflict. Local macro
releases should have no major impact on the bond market, as inflation is
expected to remain stable.

b > 8] c o = IS > c
8 5 ¢ & © & 2 ™ S

z o o o =< s 5
R T B

Source: Erste Group Research, Bloomberg

° % i
Weekly performance of 5Y Weekly performance of 5Y bonds (% in EUR)

o i
bonds (% in EUR) Yields again went further down last week amid the dovish external

environment, and spreads over German Bund yields again mostly
decreased. Romanian yields fell the most, likely due to the relatively high
nominal yield level, but as the fiscal and political issues are far from
being solved, further declines might be difficult to achieve. Hungarian
yields also fell substantially, but here, the central bank is tolerating
higher inflation vs. CEE peers, which could also limit further yield drops.
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maccrued interest = FX gain/loss ® capital gain/loss ¢ TOTAL RETURN
Source: Erste Group Research, Bloomberg

FX market drivers

EURPLN o Zloty benefited from dovish sentiment

as2 . Last week, the zloty moved around 4.26 vs. the EUR, supported by
430 : ) dovish sentiment that spilled over onto global markets. Lower

428 )\/\/W\\w ) liquidity on the market due to public holiday did not impact the zloty.
426 This week, the EURUSD will most likely focus on the Trump and Xi
424 meeting during the G20 summit in Japan. Although the zloty was

422 recently stronger vs. the euro, we expect it to somewhat weaken in

2H19.
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Calendar

Time  Country Indicator Period Survey Erste Est. Prev. Pre Comment
24-Jun
10:00 PL  Retail Sales (yly) May 8.50% 8.60% 13.6% Retail sales to sustain solid growth momentum.
12:00 RS  Wages (yly) Apr 6.5%
14:00 HU  Target Rate Jun 0.9% 0.9% 0.9% We expect MNB to pause its normalization process, given mainly

changed rate outlook of the ECB.

26-Jun
10:00 PL  Unemployment Rate May 5.4% 5.5% 5.6% Unemployment to marginally drop.
After May hike, we see policy as adequate in Czech economy. Moreover,

13:00 CZ Target Rate Jun 2.0% 2.0% 2.0% CNB will be more cautious in coming quarters, due to Brexit and US-
China (and later US-EU) talks and keep policy unchanged, in our view.

27-Jun

Latest figures expected to reinforce tight labor market conditions in

9:00 HU  Unemployment Rate May 3.5% 3.5% 3.5%
economy.
11:00 HR  Unemployment Rate May 8.6%
11:00 HR  Wages (yly) Apr 2.8%
HR  Current Account Balance 1Q -872.9
9:00 Cz GDP (a/) 10F 0.6% 0.6% 0.6% We expect no change in main figure in third estimate; however, some

minor changes among components could be published.

GDP growth driven mainly by labor market and positive sentiment of
9:00 CZ GDP (yly) 1QF 2.6% 2.6% 2.6% households and high investment expenditures of firms into robotization.
Contribution of net exports was zero in 10. Althouah foreian demand was

9:00 HU  PPI (yly) May 4.1%
9:00 SK  PPI (yly) May 4.0% 3.9% Steady increase of producer prices expected for May.

10:00 PL  CPI(yly) Junp 25% 2 4% 2.4% Imngzragii(r)\r;"e;xgzgsd to remain stable, as food prices growth should
10:30 Sl CPI(yly) Jun 1.5% 1.4% Inflation seen as remaining in tight band around 1.5% mark.

11:00 HR Industrial Production (yly) May 2.7% 3% Modest recovery trend from beginning of year expected to persist.
11:00 HR  Retail Sales (yly) May 5.1% 4.8% Retail trade seen as extending robust growth pace in May.

12:00 RS Industrial Production (yly)  May 2.0% -0.8% ?ﬂiriﬁﬂfgﬁgfiﬂfn‘lﬁ?k?ﬁiyrgé’f“y due to low base effect, while
12:00 RS  Retail Sales (yly) May 6.5% 6.7% \é\:ce) Miiear:ctjasiltrtgic;ecr:e%iir:t:(i:r:iivr}?y ?ositive footprint amid ongoing wage
12:00 RS Trade Balance May -500

14:30 SK  Current Account Balance Apr -43.71
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Market Forecasts

Government bond yields

current 2019Q3 2019Q4 2020Q1 2020Q2
Croatia 10Y 1.20 1.20 1.30 1.30 -
spread (bps) 151 150 140 120 g~ |
Czech Rep. 10Y 1.48 2.00 2.15 2.25 2.36 current 2019Q3 2019Q4 2020Q1 2020Q2
spread (bps) 179 230 225 215 226 | EURHRK 7.40 7.42 7.42 7.42
Hungary 10Y 2.62 2.93 2.98 3.06 3.12 forwards 7.40 7.40 7.40
spread (bps) 293 323 308 296 302]EURCZK 25.60 25.55 25.30 25.14 24.88
Poland 10Y 2.36 2.60 2.65 2.70 2.70 forwards 25.75 2591 26.02 26.14
spread (bps) 267 290 275 260 260 EURHUF 324.2 325.0 3250 325.0 325.0]
Romanial0oy 4.40 4.70 4.90 5.10 5.10 forwards 324.6 325.2 325.8 326.5
spread (bps) 471 500 500 500 500]EURPLN 4.26 4.31 4.32 4.31 4.30]
Slovakia 10Y 0.19 0.55 0.65 0.80 - forwards 4.28 4.30 4.33 4.35
spread (bps) 50 85 75 70 -|EURRON 4.73 4.75 4.77 4.79 4.82|
Slovenia 10Y 0.24 0.40 0.40 0.50 0.60f forwards 4.77 4.82 4.87 4.92
spread (bps) 54 70 50 40 50JEURRSD 117.9 118.0 118.3 118.0 117.9
Serbia 5Y 3.42 3.65 3.80 3.80 3.70 forwards - - -
DE10Y* -0.30 -0.30 -0.10 0.10 0.10 JEURUSD 1.14 1.10 1.13 1.15
current 2019Q3 201904 2020Q1 2020Q2 current 2019Q3 201904 2020Q1 2020Q2
Croatia 0.50 0.50 0.50 0.50 -ICroatia 0.30 0.30 0.30 0.30
Czech Republic 2.17 2.16 2.16 2.22 2.36]Czech Republic 2.00 2.00 2.00 2.00 2.25
Hungary 0.24 0.22 0.25 0.35 0.45]Hungary 0.90 0.90 0.90 0.90 0.90
Poland 1.72 1.72 1.72 1.72 1.72]Poland 1.50 1.50 1.50 1.50 1.50
Romania 3.23 3.60 3.60 3.50 3.50JRomania 2.50 2.50 2.50 2.50 2.50
Serbia 2.97 2.95 2.98 2.97 2.98]Serbia 3.00 3.00 3.00 3.00 3.00
Eurozone -0.34 -0.30 -0.30 -0.30 -|Eurozone 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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