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CEE Market Insights
Increased inflationary pressure in June

This week in CEE

This week, CEE countries will continue to publish their June CPI data. As it has in those countries which have
already published their June inflation, we expect y/y inflation to pick up in Serbia, Slovenia, Croatia and (mildly) in
Slovakia. Poland should confirm its earlier published flash estimate, which surprised on the upside. The focus in
Poland will be on core inflation, which could be as high as 4% in June. Despite higher inflation readings, Poland’s
central bank will keep the key rate at 0.1% at Tuesday’s MPC meeting. May industrial data will also be published
for Slovenia and Romania, where we expect easing of y/y contraction by about 12-13pp compared to April. Wage
growth numbers will be published for Poland and Slovakia.
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FX market
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LCY yields, Eurobond spreads

LCY bond yields (%)

RO 10Y 405 (+15)
RS 9Y 303 (-8)
HU 10Y (+8)
PL 10Y -2)
HR 10Y +3)
cz 10Y N

BG 10Y (-14)

Eurobond spreads (bp)

MO 2029
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RO 2030
HR 2030
HU 2027
BG 2028
PL 2029
S12029
SK 2030
LV 2028

LT 2029
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Source: Bloomberg, Erste Group Research

FX market developments

The CEE FX market entered summer mood, with limited
volatility and stable currencies. Local currencies mostly
seem to be focusing on global news regarding the
development of the pandemic and changes in market
sentiment. We think that space for further depreciation of
the Hungarian forint is limited, as the markets have
accepted deeper monetary easing than will likely take
place at the next rate-setting meeting in July. Higher than
expected inflation readings for June in Hungary and
Czechia did not impact exchange rates. However, it
remains to be seen whether the Czech National Bank
could react earlier to increased inflationary pressure and
tighten monetary conditions earlier than expected.
However, the decision of the Eurogroup to allow Croatia
to enter the ERM-II was the highlight of the week. The
central parity has been set at 7.5345 and we expect
Croatia to remain in ERM-II for at least two years before
the final assessment of the Maastricht criteria is made
and the country adopts the euro.

Bond market developments

Romania tapped the international bond market and
issued two USD-denominated papers (USD 1.3bn in 10Y
bond and USD 2bn in 30Y bond). According to our
forecast, 72% of this year’s gross borrowing needs have
been already been covered. However, Romania will have
to maintain the high issuance pace in the coming months
and will most likely focus on local issuance, given the
recent increased supply on the international market. The
National Bank of Poland held another QE operation and
bought PLN 5.14bn in Treasuries and state-guaranteed
papers. The total volume of QE in Poland has already
reached PLN 101.4bn (4.5% of last year's GDP). In our
view, the NBP could still buy an additional PLN 40-50bn
in bonds by the end of the year, conditional on no
substantial increase in the current fiscal stimulus
program.
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In case you missed

CEE: Inflationary pressure increased in June in Czechia, Romania and Hungary.

CEE: Recovery of industrial production in May not as good as expected in Slovakia, Czechia and Slovenia, but
above expectations in Hungary.
CEE: Retail sales growth rebounded in May in Hungary, Romania and Slovakia.
RS: Key rate remained stable at 1.25%.

SK: Foreign trade remained driven by pandemic in May.
PL: According to preliminary results, incumbent President Duda secured reelection with 51% support.
HR: Eurogroup gave green light for entering ERM-II. Central parity for EURHRK was set at 7.5345.

Upcoming releases in CEE
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Indicator Period Survey
Wages (yly) May
CPI (yly) Jun
CPI (m/m) Jun
Central Bank Rate Jul 0.1%
Current Account Balance (monthly) May
Industrial Production (y/y) May
CPI (yly) Jun
CPI (m/m) Jun
Trade Balance May 156.86
CPI (yly) Jun F
CPI (m/m) Jun F
CPI (yly) Jun
CPI (m/m) Jun
PPI (yly) Jun 0.1%
Wages (yly) Jun 1.6%

Source: Erste Group Resarch

Analyst:
Juraj Kotian
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juraj.kotian@erstegroup.com
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Comment

We expect mild monthly acceleration, hence 1.2% y/y
increase. CPI expected to slowly crawl back towards lower
end of target band (i.e. 1.5%).

Central bank to keep policy rate stable at 0.1%. Main findings
of new inflation and growth projection to be published.

Gradual recovery of manufacturing in May in line with partial
reopening of production facilities.

Inflation expected to have remained roughly unchanged from
May, still mainly driven by food and senice prices.

Minor monthly increase likely to have taken place in June.

Flash inflation reading jumped unexpectedly to 3.3% yl/y in
June, likely on back of surging senvices prices. Core inflation
increased, in our view, to around 4.0% y/y in June.

Deflationary pressures remained pronounced in June.

Anti-inflationary effects stemming from subdued economic
activity mitigated by increasing oil prices.

Wage growth to ease further in June due to deteriorating
situation on labor market.

Note: Past performance is not necessarily indicative of future results
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Forecasts

Government bond yields
current 2020Q3 2020Q4 2021Q1 2021Q2

Croatia 10Y 1.0 1.0 1.0 1.0 -
spread (bps) 151 140 120 110 -
Czechia 10Y 0.8 1.0 1.1 1.1 1.3
spread (bps) 123 137 125 124 125
Hungary 10Y 2.3 2.2 2.3 2.4 2.5
spread (bps) 278 260 250 245 245
Poland 10Y 1.3 1.5 1.6 1.7 1.7
spread (bps) 179 190 180 180 170
Romanial0Y 4.1 3.8 3.7 3.5 3.6
spread (bps) 452 420 385 360 360
Slovakia 10Y -0.1 0.0 0.1 0.1 0.2
spread (bps) 35 40 30 20 15
Slovenia 10Y 0.16 040 040 050 0.50
spread (bps) 63 80 60 60 50
Serbia 5Y 2.5 2.4 2.4 2.3 2.2
spread (bps) 293 280 260 240 220
DE10Y -0.5 -04 0.2 -0.1 0.0

3M Money Market Rate
current 2020Q3 2020Q4 2021Q1 2021Q2

Czechia 034 034 034 034 041
Hungary 0.70 065 0.65 0.65 0.65
Poland 0.26 0.26 026 0.26 0.26
Romania 215 175 125 125 150
Serbia 1.03 1.00 095 095 0.95
Eurozone -0.44 -0.40 -0.40 -0.40 -0.40

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

Croatia 2.7 2.9 -9.0 5.4
Czechia 2.8 25 -7.0 4.5
Hungary 51 4.9 -4.6 4.1
Poland 5.1 4.1 -3.7 3.6
Romania 4.4 4.1 -4.7 3.9
Serbia 4.4 4.2 -2.3 4.7
Slovakia 3.9 24 -7.5 7.1
Slovenia 4.1 2.4 -7.7 4.0
CEE8 avg 4.4 3.7 5.1 4.2
Austria 2.4 1.6 -6.0 4.2

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

Croatia 747 732 89.3 86.6
Czechia 325 30.7 389 406
Hungary 70.2 663 727 69.9
Poland 488 46.0 56.0 52.0
Romania 347 352 412 439
Serbia 53.7 520 623 615
Slovakia 495 480 59.9 59.6
Slovenia 704 66.1 80.1 79.9
CEES8 avg 483 461 552 538
Austria 740 704 875 851

Source: Bloomberg, Erste Group Research

current 2020Q3 2020Q4 2021Q1 2021Q2

FX

EURHRK 7.54
forwards

EURCZK 26.64
forwards

EURHUF 352.87
forwards

EURPLN 4.47
forwards

EURRON 4.84
forwards

EURRSD 117.84
forwards

EURUSD 1.13

Key Interest Rate

current
Croatia 0.05
Czechia 0.25
Hungary 0.75
Poland 0.10
Romania 1.75
Serbia 1.25
Eurozone 0.00

Average inflation (%)

2018
Croatia 15
Czechia 2.2
Hungary 2.8
Poland 1.6
Romania 4.6
Serbia 2.0
Slovakia 25
Slovenia 1.7
CEES8 avg 2.4
Austria 2.1
CIA (%GDP)

2018
Croatia 1.9
Czechia 0.3
Hungary 0.0
Poland -1.0
Romania -4.4
Serbia -4.8
Slovakia -2.6
Slovenia 5.7
CEE8 avg -1.1
Austria 2.3

7.55
7.54
26.40
26.68
350.00
353.73
4.44
4.47
4.88
4.87
117.50

1.12

7.60
7.54
26.10
26.69
350.00
353.91
4.43
4.48
4.90
4.91
117.60

1.15

7.55
7.54
25.79
26.71
350.00
354.51
4.44
4.49
4.92
4.95
117.50

1.16

7.48
7.54
25.68
26.73
350.00
355.18
4.45
4.50
4.94
4.99
117.40

1.18

2020Q3 2020Q4 2021Q1 2021Q2

0.05
0.25
0.60
0.10
1.75
1.25
0.00

2019
0.8
2.8
3.4
2.3
3.8
1.9
2.7
1.6
2.7
15

2019

-0.1
-0.8
0.5
4.7
-6.9
-2.9
6.6
-0.7
2.6

0.05
0.25
0.60
0.10
1.50
1.25
0.00

2020f
-0.2
3.0
3.0
3.1
2.8
1.0
2.0
0.2
2.6
0.8

2020f
-3.5
-1.5
-1.3
1.2
-3.5
-6.1
-2.7
2.4
-0.9
1.9

0.05
0.25
0.60
0.10
1.50
1.25
0.00

2021f
0.9
1.8
3.2
17
3.4
1.7
1.0
1.0
2.1
1.7

2021f
2.0
0.3
0.4
0.7
-3.1
-5.4
-2.6
2.9
-0.4
2.0

0.05
0.25
0.60
0.10
1.50
1.25
0.00

Unemployment (%)

2018 2019
Croatia 8.4 6.6
Czechia 2.3 2.0
Hungary 3.7 3.4
Poland 6.1 5.4
Romania 4.2 3.9
Serbia 12.7 104
Slovakia 6.6 5.8
Slovenia 5.2 4.4
CEES8 avg 5.2 4.6
Austria 4.9 4.5

Budget Balance (%GDP)

2018 2019
Croatia 0.2 0.4
Czechia 11 0.6
Hungary -2.1 -2.0
Poland -0.2 -0.7
Romania -2.9 -4.3
Serbia 0.6 -0.2
Slovakia -1.0 -1.3
Slovenia 0.7 0.0
CEES8 avg -0.6 -1.2
Austria 0.2 0.0

2020f
10.4

2020f
-9.0
-5.9
-5.2
9.1
-7.3
-8.0
-8.5
-8.5
-7.8
8.1

2021f
13.2
4.4
4.9

6.3
10.6
8.5
7.4

5.8

2021f
-3.0
-2.8
-3.2
-2.9

-1.0
-4.3
-3.0
-3.1
-4.3
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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.
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