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CEE Market Insights
First step into 1Q20 data in Poland

This week in CEE

After reporting on 4Q19 GDP growth, most CEE countries will take a break from data releases, while Poland takes
its first step into 1Q20, with January industrial output and retail sales growth scheduled to be published. The market
is quite pessimistic about development in January, as industry is expected to contract, while retail sales growth is
seen as losing some of its dynamics. This is consistent with slowing employment growth. Further, we will get to see
the inflation rate in Croatia and Serbia. As is the case everywhere else, dynamic growth of food prices is likely to
leave its mark on the inflation numbers, while the dropping oil price should to some extent mitigate the pressure
from increasing food prices.
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PL Bonds
FX market FX market developments
soy CURFRC EURCZK  EURHUF  EURPLN  EURRON As the USD appreciated to levels not seen for nearly three years,
agy, | depreciation CEE currencies also moved — but this move was, counter-intuitively,
3.0% appreciation. We think this has to do with inflation reaching levels
2.0% not seen for nearly a decade, and markets could think that central
;3;’ - l bankers may react. The CNB and MNB already did this; the former
“W [ | in a transparent fashion, the latter in a much more nontransparent
2.0% way. Thanks to this, the forint nearly became the best performer last
-3.0% week. The Polish zloty also gained, despite the fact that the NBP is

-40% | apprecion unlikely to hike. We think that the zloty, forint and koruna are all

unlikely to gain in the near future, but the CZK could appreciate later
this year.

mYTD W-wW Expected move until end of Q1

Source: Bloomberg, Erste Group Research

LCY yields, Eurobond spreads Bond market developments

LCY bond yields (%) Eurobond spreads (bp) Bund yields finished the week close to levels where they started fit,
but some CEE countries showed stronger moves. 10Y HGB vyields
went up substantially, thanks to the MNB making it clear that they
are already tightening and are willing to continue if needed. Short-
term rates also went up, which makes us think that the 3M Bubor
could be around 70-80bp in the rest of 2020. Polish yields went up a
bit too, but this move was much smaller. ROMGB yields continued to
edge down, amid strong demand at bond auctions. We are thinking
about our yield forecasts, but want to highlight that a 40% pension
Source: Bloomberg, Erste Group Research increase is still penciled in as of September. In the meantime, the
budget deficit was already above 4% of GDP last year.
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In case you missed

CEE GDP: 4Q19 economic growth surprised to upside in Hungary, Slovakia and Romania. Czech economy
disappointed, while Poland slowed as expected.

CEE Inflation: Pressure rising across region, with inflation well above central bank targets in Czechia, Hungary,
Poland and Romania.

HU: S&P changed Hungary’s outlook to positive and affirmed rating at BBB

RO: Industry contracted visibly at end of year. EC announced that Romania would be put under EDP.

RS Policy rate remained flat at 2.25%.

SI: Industrial production went up in December.

SK: Industry still waiting for the clouds to clear up

Upcoming releases in CEE

Date Time Country Indicator Period  Survey Erste Est. Prev. Comment
17-Feb 10:30 Sl Wages (y/y) Dec 3.30%
19-Feb SK Unemployment Rate Jan 5.1% 4.9%  Mild seasonal uptick in unemployment rate expected.
10:00 PL Wages (y/y) Jan 7.0% 5.9% 6.20% We see wage growth losing some of its dynamics.
10:00 PL Employment (y/y) Jan 2.1% 2.60%
20-Feb  10:00 PL  Industrial Production (y/y) Jan -09%  14% 0.0 Negative calendar efiect (-1WD) and falling market sentiment
to weigh on industrial performance.
10:00 PL PPI (yly) Jan 1.2% 0.9% 1.0%  Price pressure to remain low.
11:00 HR Unemployment Rate Jan 7.9%
11:00 HR Wages (yly) Dec 4.2%
21-Feb 10:00 PL Retail Sales (yly) Jan 6.0% 5.6% 7.5%  Retail sales to mean strong start to new year.
11:00 HR  CPI(yly) Jan 1.6% 1.4%
11:00 HR CPI (m/m) Jan -0.1%
We expect inflation to land at 1.7% y/y. As for drivers, food
12:00 RS CPI (yly) Jan 1.7% 1.9% Ilk.ely to continue pgshlng inflation higher, whlle slump in oil
prices observed during January should work in opposite
direction.
12:00 RS  CPI(m/m) Jan 0.5%
Source: Erste Group Resarch
Analyst: Note: Past performance is not necessarily indicative of future results

Katarzyna Rzentarzewska
+43 50100 17356
katarzyna.rzentarzewska@erstegroup.com
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Forecasts

Government bond yields

current 2020Q1 2020Q2 2020Q3 2020Q4

Croatia 10Y 0.6 0.4 0.4 0.4
spread (bps) 98 60 60 50
Czechia 10Y 1.5 1.6 1.7 1.7
spread (bps) 191 182 189 184
Hungary 10Y 2.3 2.1 2.2 2.3
spread (bps) 265 231 241 235
Poland 10Y 2.2 2.2 2.3 2.3
spread (bps) 257 240 245 235
Romanial0y 3.9 4.5 4.5 4.6
spread (bps) 430 470 470 470
Slovakia 10Y 0.0 0.2 0.2 0.3
spread (bps) 40 37 42 42
Slovenia 10Y 0.03 020 0.30 0.30
spread (bps) 42 40 50 40
Serbia 5Y 2.4 2.5 2.3 2.2
spread (bps) 280 270 250 230
DE10Y -0.4 -0.2 -0.2 -0.1

3M Money Market Rate

0.4
50
1.8
187
2.4
246
2.3
240
4.6
470
0.4
52
0.30
40
2.1
220
-0.1

current 2020Q1 2020Q2 2020Q3 2020Q4

Czechia 239 229 229 230
Hungary 050 0.70 0.75 0.80
Poland 171 171 171 171
Romania 3.15 3.00 29 3.10
Serbia 162 155 137 137
Eurozone -0.41 -0.40 -0.40 -0.40

Real GDP growth (%)
2018 2019f 2020f 2021f

Croatia 2.7 3.0 25 2.4
Czechia 2.9 2.4 2.2 2.7
Hungary 5.1 4.9 3.6 3.1
Poland 5.1 4.0 3.0 3.1
Romania 4.4 4.1 35 2.0
Serbia 4.4 4.2 4.0 4.2
Slovakia 4.0 2.3 2.0 25
Slovenia 4.1 2.7 2.7 2.5
CEES8 avg 4.4 3.6 3.0 2.8

Public debt (% of GDP)
2018 2019f 2020f 2021f

Croatia 747 714 692 66.9
Czechia 325 308 300 29.6
Hungary 70.2 665 638 623
Poland 489 46,5 45.0 430
Romania 347 3.1 371 380
Serbia 53.7 521 504 48.0
Slovakia 49.4 484 481 46.8
Slovenia 70.4 66.6 636 611
CEE8 avg 483 46.4 453 439

2.30
0.85
171
3.00
112
-0.40

Source: Bloomberg, Erste Group Research

FX

EURHRK
forwards
EURCZK
forwards
EURHUF
forwards
EURPLN
forwards
EURRON
forwards
EURRSD
forwards
EURUSD

current 2020Q1 2020Q2 2020Q3 2020Q4
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24.88
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24.96

335.17 335.00

4.25

4.77

335.68

4.28
4.26
4.79
4.79

7.38
7.45
24.85
25.11
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336.86
4.29
4.28
4.82
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7.40
7.45
24.74
25.27
335.00
338.19
4.30
4.30
4.85
4.87

117.45 117.60 117.40 117.20

1.08

Key Interest Rate
current 2020Q1 2020Q2 2020Q3 2020Q4
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0.00

Average inflation (%)
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CEE8 avg

CIA (%GDP)
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Czechia
Hungary
Poland
Romania
Serbia
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15

111
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2019f
0.8
2.8
3.4
2.3
3.8
1.9
2.7
1.6
2.7

1.13

0.30
2.25
0.90
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2.00
0.00

2020f
1.2
2.9
3.5
3.6
3.4
2.0
2.2
1.7
3.1

2020f
0.1
0.3
-0.3
-0.7
-4.9
-5.9
-1.7
4.4
-1.2

115

0.30
2.25
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1.50
2.50
2.00
0.00

2021f
1.2
1.9
3.2
2.2
3.4
2.0
2.0
1.8
2.4

2021f
-0.4

7.42
7.45
24.60
25.41
335.00
339.50
4.30
4.33
4.87
4.91
117.30

115

0.30
2.25
0.90
1.50
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175
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Unemployment (%)

2018  2019f
Croatia 8.4 6.8
Czechia 2.3 2.1
Hungary 3.7 3.4
Poland 6.1 5.4
Romania 4.2 3.9
Serbia 12.7  10.7
Slovakia 6.6 5.8
Slovenia 5.2 4.2
CEES8 avg 5.2 4.6

Budget Balance (%GDP)

2018 2019f
Croatia 0.3 0.0
Czechia 1.1 0.6
Hungary -2.3 -1.8
Poland -0.2 -0.7
Romania -2.9 -4.6
Serbia 0.6 -0.2
Slovakia -1.1 -1.1
Slovenia 0.7 0.0
CEE8 avg 0.6 -1.2

2020f 2021f

5.8
2.3
3.4
5.3
4.0
9.2
5.9
3.9
4.5

5.3
2.6
3.4
5.5
4.2
7.8
5.8
35
4.6

2020f 2021f

-0.3
0.2
-1.3
-1.8
-3.0
0.0
-0.6
0.6
-1.3
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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 2020. All rights reserved.

Published by:

Erste Group Bank AG

Group Research

1100 Vienna, Austria, Am Belvedere 1
Head Office: Wien

Commercial Register No: FN 33209m
Commercial Court of Vienna

Erste Group Homepage: www.erstegroup.com
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