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First glimpse at inflation development in March

This week in CEE

This week’s calendar is dominated by monthly data releases in our SEE countries, followed by a few releases in
the V4 region. Croatia, Slovenia and Serbia will all publish their February retail sales prints which are likely to show
a positive year-over-year development in two out of three of these countries. Slovenia’s retail trade may moderate
the large decline it sustained in January, but it is still expected to be 5% lower than in February 2020. Industrial
production in Croatia and Serbia should mark a mild, but positive rate of growth. Moreover, we will see the first
inflation data for March in Slovenia and Poland. Whereas inflationary pressures remain muted in Slovenia and are
only expected to rise to 0.2% y/y, Poland’s consumer price increases paint a different picture altogether, as the
headline figure is expected to reach 2.7% y/y and to move in the upper bound of the central bank's target range
throughout the year. Nevertheless, the Polish central bank is unlikely to respond to this development. Hungary’s
unemployment rate in February may have increased mildly, with the 3-month moving average reaching 4.7-4.8%.
Czechia will publish its final GDP print for 4Q20 — despite some possible slight revisions in the data, the economic
story should be confirmed. Furthermore, March economic sentiment and PMI data for some countries will also

become available this week.

Monday Tuesday Wednesday Thursday Friday
HU: Trade balance  HU: Unemployment PL, SI: CPI CZ 4Q20 GDP RO: PPI
Sl: Retail sales HR: Retail sales HR: Industry, Current SK: Current account
account
RS: Trade balance RS: Industry, Retail
sales
RO: 2034 Bonds HU: Bills CZ: 2026, 2031, 2040
Bonds
CEE Recovery Index
12 In the week ending with March 20, the CEE Recovery
Index continued its downward trend. Across the CEE
o region, people’s mobility is being affected by the
deteriorating pandemic situation, which is likely resulting
o8 in more cautious behavior, and tighter measures. Mobility

to grocery and retail stores went down, while mobility to
workplace remained broadly unchanged at a low level.
Furthermore, both electricity consumption and air
pollution decreased. All in all, the prolongation of
restrictions into April in the CEE region will dampen the
expected economic recovery and likely shift it more

oo towards 2H21.

: : > ¢ r g For more details, please check our website.
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In case you missed

FX market developments

CEE currencies were mixed last week, with the Polish
zZloty hitting the lowest level in almost 15 years. Given the
recent weakening bias of the PLN and persisting
negative factors, we revised our EURPLN forecast and
we now expect the zloty to remain undervalued and the
EURPLN to hold above 4.60 until the end of the year.
The Czech koruna followed the PLN and depreciated,
with the move likely amplified by the CNB’s willingness to
wait for an improvement of the pandemic situation before
raising rates. The forint went in the opposite direction and
appreciated. We think that the central bank calmed
markets down, reiterating that higher inflation will only be
temporary, under the influence of base effects.

Bond market developments

In all CEE countries except for Czechia, government
bond yields followed the downward correction of yields
that took place on major markets last week, with
Romanian and Hungarian bonds benefiting most from the
move. In Czechia, 10Y yields stayed close to 2%, as the
market expects monetary tightening from the central bank
starting already this year and a larger supply of bonds to
finance the widened deficit. Spreads on 10Y CZGBs are
currently traded at around their all-time high (230bp) vs.
German bunds. We see an uneven risk related to the
timing of the first rate hike, which may result in some
correction of Czech yields towards 1.7% in the next
couple of months. Czechia will offer 5Y, 10Y and 20Y
bonds in this week’s auctions. Romania will sell RON
300m via reopening of ROMGB 2034, currently traded at
about a 70bp wider spread vs. the German Bund in
comparison to the spread on 10Y ROMGB vs. the 10Y
Bund, given that the Romanian curve is much steeper on
the 10-15Y segment.

HU: Central bank kept policy rate unchanged and published new economic forecast.
CZ: Target rate remained stable at 0.25%. CNB to wait with tightening until pandemic situation improves.
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Upcoming releases in CEE

Date Time Country Indicator

29. Mar 9:00 HU Trade Balance
10:30 SI Retail Sales (yly)

30. Mar 9:00 HU Unemployment Rate
11:00 HR Retail Sales (y/y)
12:00 RS Trade Balance

31. Mar HR Current Account Balance (quarterly)
9:00 HU  PPI(yly)
10:00 PL CPI (yly)
10:00 PL CPI (m/m)
10:30 S| CPI (yly)
11:00 HR Industrial Production (y/y)
12:00 RS Industrial Production (y/y)
12:00 RS Retail Sales (y/y)

01.Apr SK Current Account Balance (monthly)
9:00 cz GDP (g/q)
9:00 cz GDP (yly)

02.Apr 8:00 RO PPI (yly)

Source: Erste Group Resarch

Analyst:

Katarina Muchova

+43 50100 17336
katarina.muchova@erstegroup.com

Malgorzata Krzywicka
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Comment

Consumption downturn expected to moderate in February.

Retail trade expected to show mild rebound in February.

Inflation likely bottomed out in February due to base effect.
We expect headline figure to move in upper bound of central
bank\'s target range throughout year.

March inflation seen as moving into mild positive region.

Headline figure seen as maintaining mild positive footprint.

We expect growth tempo moderated in February, but likely
remained in green.

Wage growth likely remained key driver of expected retail
growth.

GDP surprisingly grew, mainly as result of better than
expected foreign demand.

There could be slight revisions in data, but economic story to
be confirmed.

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

Government bond yields
current 2021Q2 2021Q3 2021Q4 2022Q1

Croatia 10Y 0.5 0.6 0.6 0.6 -
spread (bps) 88 89 82 78 83
Czechia 10Y 1.9 1.8 1.8 1.9 2.0
spread (bps) 230 209 202 205 208
Hungary 10Y 2.6 2.7 2.7 2.7 2.8
spread (bps) 300 294 290 291 297
Poland 10Y 15 1.6 1.6 1.7 1.7

spread (bps) 184 189 182 183 183
Romanial0Y 3.1 29 2.8 2.8 2.9
spread (bps) 345 319 302 293 303
Slovakia 10Y -0.2 0.0 0.2 0.3 0.4

spread (bps) 20 29 37 48 48
Slovenia 10Y -0.04 0.10 0.10 0.10 0.20
spread (bps) 32 39 32 28 33
Serbia 5Y 2.3 2.2 2.2 2.2 2.1
spread (bps) 262 249 242 238 223
DE10Y* 04 03 -02 02 -01

* Spreads based on Bloomberg consensus forecast

3M Money Market Rate
current 2021Q2 2021Q3 2021Q4 2022Q1

Czechia 036 044 0.67 083 0.92
Hungary 0.77 077 077 077 0.80
Poland 0.21 0.21 0.21 0.21 0.21
Romania 167 155 150 140 1.50
Serbia 0.88 086 0.86 086 0.86
Eurozone -0.54 -0.54 -0.54 -0.54 -
Real GDP growth (%)

2019 2020f 2021f 2022f
Croatia 2.9 -8.4 4.5 4.0
Czechia 2.2 -5.6 3.3 4.3
Hungary 4.6 -5.0 4.4 4.7
Poland 4.5 -2.7 3.4 4.7
Romania 4.1 -3.9 4.2 4.5
Serbia 4.2 -1.0 5.0 4.0
Slovakia 2.3 -5.2 4.0 4.8
Slovenia 3.2 -5.5 4.4 4.1
CEE8 avg 3.8 -4.0 3.8 4.5
Public debt (% of GDP)

2019 2020f 2021f 2022f
Croatia 728 872 859 844
Czechia 312 384 450 481
Hungary 65.4 810 79.7 76.9
Poland 45.7 57.7 58.3 57.4
Romania 35.3 47.3 50.8 52.0
Serbia 520 574 57.0 555
Slovakia 48.5 59.9 63.2 63.2
Slovenia 656 781 769 745
CEES8 avg 46.0 57.4 59.1 58.9

Source: Bloomberg, Erste Group Research

current 2021Q22021Q3 2021Q4 2022Q1

FX

EURHRK 7.58
EURCZK 26.07
EURHUF 362.71
EURPLN 4.64
EURRON 4.89
EURRSD 117.56
EURUSD 1.18

Key Interest Rate

current
Croatia 0.05
Czechia 0.25
Hungary 0.60
Poland 0.10
Romania 1.25
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
C/A (%GDP)

2019
Croatia 2.8
Czechia -0.3
Hungary -0.2
Poland 0.5
Romania -4.7
Serbia -6.9
Slovakia -2.7
Slovenia 5.6
CEES8 avg -0.7

7.53

7.53

7.53

7.53

25.62 2554 25.36 25.08
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5.01
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1.16

1.16

1.18

2021Q22021Q3 2021Q4 2022Q1

0.05
0.25
0.60
0.10
1.25
1.00
0.00

2020f
0.1
3.2
3.3
3.4
2.7
1.6
1.9
0.0
2.8

2020f
-1.0
3.2
0.7
35
-5.0
-4.3
-2.7
7.3
1.0

0.05
0.50
0.60
0.10
1.25
1.00
0.00

2021f
1.2
25
3.7
3.0
2.9
2.0
0.9
0.8
2.6

2021f
0.3
0.2
-0.1
2.1
-4.6
-5.3
-1.6
6.7
0.0

0.05
0.75
0.60
0.10
1.25
1.00
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2022f
15
2.3
3.2
2.3
2.7
1.9
1.9
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2.4

2022f
0.2
0.3
-0.2
1.2
4.1
5.5
-0.9
5.6
0.3

0.05
0.75
0.75
0.10
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1.00

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
7.4

Budget Balance (%6GDP)

2019
Croatia 0.4
Czechia 0.3
Hungary -2.0
Poland -0.7
Romania -4.4
Serbia -0.2
Slovakia -1.4
Slovenia 0.5
CEES8 avg -1.2

2020f
-8.0
-6.1
-8.6
-8.8
9.1
-8.1
-8.0
-9.5
-8.3

2021f
8.0
3.4
4.5
6.2
5.9
8.9
7.3
5.2
5.7

2021f
-3.5
-7.0
-6.8
-5.3
-7.9
-3.5
-6.0
-6.0
-6.1

2022f
6.9

2022f
-3.0
-2.7
-5.0
-3.2
5.4
-1.7
-4.0
-4.0
-3.7
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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.
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