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CEE Market Insights
Central bank meetings in Poland and Serbia in focus

This week in CEE

This week will bring a harvest of inflation data for the CEE region. In most cases, we expect that the y/y inflation
rate decelerated in December compared to November (in Croatia, Czechia and Serbia) or remained unchanged (in
Slovakia and Romania). Hungary is the only country for which we expect inflation to notch upwards (+0.1bp), driven
by higher m/m inflation as a result of higher fuel prices. Poland should confirm its flash estimate of December
inflation, which surprised to the downside. Inflation undershooting the inflation target at the year-end and the
central bank intervening against its own currency sparked bets on the central bank cutting rates to zero (-10bp).
The central bank meeting will take place this Wednesday. We stick to a stability of rates scenario, given the likely
stronger than expected GDP growth and inflation returning to the target in 2H21. A central bank meeting will also
take place in Serbia. After cutting rates in December, the central bank will likely remain on hold this time.
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CEE Recovery Index
12 The CEE Recovery Index dropped sharply in the last
week of 2020. The re-introduction of tighter restrictions
1o after Christmas as well as the holiday season itself
dragged mobility down. Mobility decreased across all
° categories, with the sharpest drop in mobility to the

workplace. At the turn of the year, mobility to the
workplace was below the trough reached in mid-March.
Although mobility should gradually recover in January, it
will likely remain dampened, as the current restrictions
are strict and are expected to remain in place in the
coming weeks across the CEE region. On the other hand,
electricity consumption increased quite visibly at the end
of the year, which could have been due to colder weather
——CEE Recovery Index, normalized and the holiday season. Capacity utilization in the
automotive sector remains unchanged at the pre-
pandemic level, as the current restrictions affect the retail
and services sector and, to a lesser extent,
manufacturing.

For more details, please check our website.
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FX market FX market developments
EURHRK EURCZK EURHUF EURPLN EURRON EURRSD  The US dollar depreciated in the first half of the week,
1.5% | depreciation creating a positive environment for CEE currencies.
1.0% Especially the zloty and the forint appreciated in the first

few days, but gains reversed in the second half of the
week as the US dollar also reversed its earlier
weakening. In Poland, the lower than expected inflation

0.0% = ] .
I I release increases the room for the NBP to possibly

0.5%

-0.5% weaken the zloty. This makes it riskier to see
appreciation in the PLN in the short-term. After the
temporary appreciation of the leu during the start of the

-1.0%

-1.5% " appreciation year, the EURRON returned to around 4.87. In Croatia,
"YTD  =W-W ¢ Expected move until end of Q1 the EURHRK continued its increasing path that started in
Source: Bloomberg, Erste Group Research mid-December with the rate approaching 7.57. The

central rate in the ERM2 mechanism was set at 7.5345,
but the kuna tends to be weaker out of the tourist season.

LCY yields, Eurobond spreads Bond market developments

LCY bond yields (%) Eurobond spreads (bp) The previous week saw notable (+20bps w/w) increases
in 10Y UST yields, but this was not really followed on the
Bund market, nor in CEE bonds. Yields only edged up
marginally. As for rates, some very small increase was
seen in Hungary. On the other hand, Polish rate
expectations dropped by around 5-10bps (looking at
FRAS) after explicit comments from rate-setters about a
possible easing in 1Q21. While inflation was lower than
. expected in December, the economy should rebound this
year, making it questionable if a cut is really necessary.
o In Czechia, Governor Rusnok hinted that no ‘'more
fundamental discussion’ on rates is expected before May.
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Source: Bloomberg, Erste Group Research

In case you missed

PL: Inflation dropped visibly at end of 2020.

SK: Retail sales affected by second wave. Import growth returned in November.

RO: Retail sales remained in good shape in November. Sentiment improved in December.
HU: Retail sales growth remained in red in November. Industry slowed down as well.

CZ: Industrial production decreased in November.
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Upcoming releases in CEE
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Source: Erste Group Resarch
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Nov

Dec

Dec

Nov

Dec
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Survey

524

0.10%

-4.80%

2.50%

0.00%

1623

2.80%

2.60%

Erste Est.

0.00%

-1.00%

5.60%

-6%

1.50%

0.30%

0.10%

1.50%

6.80%

-4.40%

2.50%

0.00%

2.10%

2.80%

1.50%

1.00%

-0.30%

Prev.

-2.90%

-1512.9

894.5

-1%

5.56%

-5.97%

-3.60%

1.70%

0.10%

-8778

1.20%

7.30%

-0.90%

2.70%

0.00%

-1.20%

1732

2.14%

2.70%

1.50%

1.00%

2.30%

-0.20%

Comment

Industrial production may have broken trend of negative y/y
growth, on back of robust economic situation in
manufacturing.

Industrial production expected to maintain mild negative tone.

GDP print to be reconfirmed at third reading.

We expect to see slight pickup in monthly inflation, but due to
base effects, y/y figure is likely to fall exactly on lower end of
targeted band.

Recent comments of Governor Glapinski unnerved markets,
which now expect 10bp cut to 0.0%. We stick to stability of
rates scenario, given likely stronger than expected GDP
growth and inflation returning to target in 2Q21.

Industrial production should be supported by higher domestic
order book lewels.

Nominal wages to be shaped by lower bonuses received by
private sector, especially manufacturing, vs. November of
previous year.

Retail sales affected by government restrictive measures.

Inflation remained above target at end of 2020. However, we
expect it to return closer to 2% at beginning of this year.

Decrease in food prices offset by higher prices of fuel.

Annual inflation rate should remain virtually flat, as weaker
domestic demand is likely to be offset by increase in oil and
energy prices.

Inflation should remain mostly unchanged compared to
previous month, standing at 1.5% yly.

After cutting in December, CB is likely to remain on hold at
start of 2021.

Inflation remains in tight band.
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Forecasts

Government bond yiel

ds

current 2021Q1 2021Q2 2021Q3 2021Q4

Croatia 10Y 0.6
spread (bps) 118
Czechia 10Y 1.3

spread (bps) 182
Hungary 10Y 2.1
spread (bps) 266
Poland 10Y 1.2
spread (bps) 177
Romanial0y 2.9
spread (bps) 345
Slovakia 10Y -0.5
spread (bps) 3
Slovenia 10Y -0.16
spread (bps) 37
Serbia 5Y 2.1
spread (bps) 265
DE10Y* -0.5

0.7
116
1.2
175
2.2
271
1.4
191
3.5
401
-0.3
18
0.00
51
2.5
301
-0.5

0.7
107
13
175
2.4
277
15
187
3.6
402
-0.2
19
0.10
52
2.5
292
-0.4

0.7
100
1.4
176
2.4
275
15
185
3.7
405
0.1
29
0.10
45
2.4
275
-0.4

* Spreads based on Bloomberg consensus forecast

3M Money Market Rate
current 2021Q12021Q2 2021Q3 2021Q4

Czechia 0.36
Hungary 0.75
Poland 0.21
Romania 1.79
Serbia 0.90
Eurozone -0.55

Real GDP growth (%)

2019
Croatia 2.9
Czechia 2.3
Hungary 4.6
Poland 4.5
Romania 4.1
Serbia 4.2
Slovakia 2.3
Slovenia 3.2
CEES8 avg 3.8

Public debt (% of GDP)

2019
Croatia 72.8
Czechia 30.2
Hungary 66.3
Poland 45.7
Romania 35.2
Serbia 52.0
Slovakia 48.5
Slovenia 65.6
CEES8 avg 45.9

0.34
0.75
0.21
1.50
0.84
-0.55

2020f
-8.5
-7.7
-6.1
-3.3
5.2
-1.0
-6.2
-6.7
5.1

2020f
87.6
43.7
78.8
61.0
44.6
60.4
61.7
79.1
59.1

0.34
0.75
0.21
1.50
0.84
-0.55

2021f
4.5
3.9
3.9
3.1
2.7
5.0
6.0
4.4
3.6

2021f
86.6
49.3
75.3
59.0
48.7
59.6
64.0
78.3
59.5

0.42
0.75
0.21
1.75
0.84
-0.55

2022f
3.6
5.7
5.2
4.5
4.5
4.0
4.5
3.9
4.7

2022f
85.1
50.1
70.4
57.5
50.0
57.6
63.9
75.7
58.5

0.7
98
15
182
2.4
273
1.6
188
3.8
413
0.1
40
0.10
43
2.3
263
-0.3

0.66
0.75
0.21
2.00
0.84
-0.55

Source: Bloomberg, Erste Group Research

current 2021Q1 2021Q2 2021Q3 2021Q4

FX

EURHRK 7.57
EURCZK 26.19
EURHUF 360.33
EURPLN 4,51
EURRON 4.87
EURRSD 117.62
EURUSD 1.22

Key Interest Rate
current

Croatia 0.05
Czechia 0.25
Hungary 0.60
Poland 0.10
Romania 1.50
Serbia 1.00
Eurozone 0.00

Average inflation (%)

2019
Croatia 0.8
Czechia 2.8
Hungary 3.4
Poland 2.3
Romania 3.8
Serbia 1.9
Slovakia 2.7
Slovenia 1.6
CEE8 avg 2.7
CIA (Y%GDP)

2019
Croatia 2.7
Czechia -0.3
Hungary -0.2
Poland 0.5
Romania -4.7
Serbia -6.7
Slovakia -2.7
Slovenia 5.6
CEE8 avg -0.7

7.57

7.50

7.48

7.53

25.94 25.78 25.60 25.39

360.00 355.00 355.00 355.00

4.50

4.92

4.48

4.94

4.46

4.95

4.45

4.99

117.50 117.40 117.30 117.40

1.22

1.22

1.23

1.24

2021Q1 2021Q2 2021Q3 2021Q4

0.05
0.25
0.60
0.10
1.50
1.00
0.00

2020f
0.0
3.2
3.3
3.4
2.7
1.6
1.9
0.0
2.8

2020f
-1.8
2.2
-0.8
3.0
4.1

2.7
5.0
0.5

0.05
0.25
0.60
0.10
1.50
1.00
0.00

2021f
0.8
2.4
3.3
2.4
2.8
1.7
0.9
0.9
2.3

2021f
0.6
0.3
-0.5
2.1
-4.0
-6.2
-1.7
4.3
0.0

0.05
0.25
0.60
0.10
1.50
1.00
0.00

2022f
15
2.3
3.1
1.9
2.7
2.2
1.9
15
2.2

2022f
-0.2
0.5
-0.6
1.2
-3.8
-6.1
-1.0
3.8
-0.3

0.05
0.50
0.60
0.10
1.50
1.00
0.00

Unemployment (%)

2019
Croatia 6.6
Czechia 2.0
Hungary 3.4
Poland 5.4
Romania 3.9
Serbia 10.4
Slovakia 5.8
Slovenia 4.4
CEE8 avg 4.6

2020f
7.7
2.7
4.4
5.9
5.0
8.9
6.7
51
5.3

Budget Balance (%GDP)

2019
Croatia 0.4
Czechia 0.3
Hungary -2.0
Poland -0.7
Romania -4.3
Serbia -0.2
Slovakia -1.4
Slovenia 0.5
CEE8 avg -1.2

2020f
-8.0
-5.8
-8.5
-9.7

2021f
8.7
4.8
5.0
6.2
6.5
9.0
7.1
5.3
6.1

2021f
-3.5
-3.5
-6.5
5.8

2022f
7.6
4.1
4.1
5.9
6.7
8.6
6.2
4.9
5.7

2022f
-2.8
-1.9
-4.4
-3.2
-4.7
-1.5
-4.0
-4.0
-3.4
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Emil Poplawski
Marcin Gornik

Romania
Caius Rapanu

Group Markets

Head of Group Markets

+48 22 330 6253
+48 22 538 6256
+48 22 330 6254
+48 22 330 6252
+48 22 330 6251

+40 3735 10441

Nandori Levente
Krisztian Kandik
Balasz Zankay
Romania

Liviu Avram

Group Fixed Income Securities Markets
Head: Goran Hoblaj

FISM Flow

Head: Aleksandar Doric
Margit Hraschek
Christian Kienesberger

+3612355141
+36 12355162
+36 12355156

+40 3735 16569

+43 (0)50100 84403

+43 (0)5 0100 87487
+43 (0)5 0100 84117
+43 (0)5 0100 84323

Ciprian Mitu +43 (0)5 0100 85612
Oswald Huber +43 (0)5 0100 84901 Bernd Thaler +43 (0)5 0100 84119
Poland:
Group Markets Retail and Agency Business pawel Kielek +48 22 538 6223

Head: Christian Reiss

Markets Retail Sales AT
Head: Markus Kaller

Group Markets Execution
Head: Kurt Gerhold

Retail & Sparkassen Sales
Head: Uwe Kolar

+43 (0)5 0100 84012

+43 (0)5 0100 84239

+43 (0)5 0100 84232

+43 (0)5 0100 83214

Michal Jarmakowicz

Group Fixed Income Securities Trading
Head: Goran Hoblaj

Group Equity Trading & Structuring
Head: Ronald Nemec

Business Support
Bettina Mahoric

+43 50100 85611

+43 (0)50100 84403

+43 (0)50100 83011

+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. This document is
only made to or directed at investment professionals (as that term is defined in Article 19(5) of the Financial Services and
Markets Act 2000 (Financial promotion) Order 2005 (“FPQ”)) or to persons for whom it would otherwise be lawful to distribute it.
Accordingly, persons who do not have professional experience in matters relating to investments should not rely on this
document.

© Erste Group Bank AG 2021. 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

Erste Group Research — CEE Market Insights Page 8


http://www.erstegroup.com/

	Table0
	ToBeSaved1
	ToBeSaved101
	ToBeSaved500
	ToBeSaved909
	ToBeSaved908
	ToBeSaved911
	ToBeSaved910
	ToBeSaved900
	ToBeSaved901
	ToBeSaved902
	ToBeSaved201
	ToBeSaved903
	ToBeSaved905
	ToBeSaved907
	ToBeSaved300
	ToBeSaved401
	Analystname
	ANALYSTINFO
	Phone
	Email
	Analystname1
	ANALYSTINFO1
	Phone1
	Email1

