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What was behind inflation surge in March?

Final inflation reading to confirm flash estimate, which surprised to upside and jumped to 3.2%
yly in March. Core inflation likely returned to 3.9% y/y in March. Central bank will hold first QE
operation this month. Zloty to continue benefiting from improved global mood.
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April 15 | Final inflation for March

The flash CPI estimate surprised to the upside, arriving at 3.2% y/y (1.0%
m/m) in March, well above our and market expectations, shifting this year’s
inflation path up further. According to the available data, food price growth
eased to 0.5% yly, energy prices went up by 4.2% y/y, while prices of fuel for
personal transport increased by 7.2% yly. We expect the flash reading to be
confirmed. On Friday, the National Bank of Poland will release core inflation
for March; we see it returning to 3.9% yly.

The increase of CPI in March was just the first that we expect to observe this
year. In Apr-May 2021, the base effect from last year’s collapse of fuel prices
will increase the pressure on the headline figure. In our view, CPI will exceed
the upper band of the central bank’s inflation target at 3.5% and will most
likely move above 4.0% yly in that period. In early summer, we should see
inflation slightly easing and dropping below the upper band of the inflation
target, before returning toward 4.0% y/y in 2H21. We see considerable
upside risks to our current FY21 inflation forecast at 3.0%. Despite high
inflation pressure and CPI staying visibly above the target throughout the
year, we expect the National Bank of Poland to remain on hold and keep the
target rate unchanged at 0.1% until at least the end of Governor Glapinski’s
term in mid-2022 and likely until the end of next year.

Last week’s highlights

e Central bank kept policy rate unchanged at 0.1%. Governor
Glapinski reiterated during press conference that policy rate will most
likely remain unchanged until end of his term in mid-2022.

e Governor Glapinski said that last year’s profit at NBP reached PLN
9.5bn, from which PLN 8.9bn will be paid to budget.

e MPC member Lon sees current inflation level as appropriate and

EE; '\Qg‘g;?] f‘H';;s)esearCh does not see need to cut interest rates. In view of MPC member
Ancyparowicz, there is no risk of inflation persistently exceeding

Katarina Muchova upper bound of target at 3.5%, but short-term jumps cannot be ruled

(CEE Macro Analyst) out.

Malgorzata Krzywicka e Government announced that current restrictions will be prolonged

(Analyst PL, CEE FX) until April 18, from previously planned April 9.

e According to preliminary data, unemployment rate went down by

Note: Past performance is not necessarily 0.1pp to 6.4% in March.
indicative of future results.
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Spread vs. German Bund (bp)
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Market developments

Bond market drivers | 10Y yield moves around 1.55%

Over the course of the week, the long end of the LCY curve was broadly
unchanged and the 10Y yield moved close to 1.55%. A similar development
was observed on the core market, where the 10Y German Bund fluctuated
around -0.32%. The spread over the 10Y Bund narrowed somewhat toward
183bp. Last week, the MinFin sold papers worth PLN 5.4bn in the first bond
auction planned for this month. The second auction is scheduled for April
23. After last week’s auction, Poland has already covered around 62% of
this year’s borrowing needs. This week, on Wednesday, the NBP is
scheduled to buy bonds. There are two QE operations planned for this
month; the second should take place on April 29 and will be held if required.
According to Governor Glapinski, the NBP will remain more active on the
bond market. Furthermore, on Thursday, BGK will sell bonds and will offer
papers maturing in 2027, 2033 and 2040.

FX market drivers | Risk-on mood supported zloty

The improved global sentiment and weaker US dollar have been positive for
the zloty, which has appreciated since the beginning of 2Q21. After hitting a
new 12-year low at 4.66 vs. the EUR, the EURPLN moved toward 4.53.
Separately, the recent visible weakening of the zloty softened the NBP’s
wording regarding the impact of the exchange rate on growth. In their view,
the pace of the recovery will also depend on the future development of the
exchange rate, unlike earlier, when the NBP communicated that the strong
zloty will dampen the rebound. Moreover, the Supreme Court ruling on CHF
mortgages has been postponed again until May 11. The upcoming decision
of the European Court of Justice on FX loans at the end of April could
provide legal guidance to local courts. We think that the zloty will weaken in
the coming weeks and will return above 4.60 vs. the EUR, given the
unresolved issue of FX mortgages and the central bank’s commitment to a
dovish monetary policy, despite rising inflation.
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Upcoming in CEE
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Industrial Production (y/y)

CPI (yly)

CPI (m/m)

CPI (yly)

CPI (m/m)

Central Bank Rate

Trade Balance

CPI (yly)

CPI (m/m)

CPI (yly)

CPI (m/m)

CPI (yly)

CPI (m/m)

Period

Feb

Feb

Mar

Mar

Mar

Mar

Apr

Feb

Mar

Mar

Mar F

Mar F

Mar

Mar

Survey

3.20%
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1124

Erste Est.

-1.90%

3.07%

0.41%

2.20%

0.10%

1%
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Comment

Mixed signals: better leading indicators, especially confidence
of main trading partners and slightly better domestic
confidence, while microchips shortages disrupted production
for car producers.

We expect slight deceleration due to high statistical base
effect.

Inflation still driven mainly by tight labor market. We expect
pro-inflationary pressures to gradually start rising from 2Q.

Slight increase in price lewvel affected by food prices and prices
of fuel.

No change in policy rate expected in 2021.

Main driver of inflation was oil prices.

We expect flash reading to be confirmed. Core inflation likely
increased and returned to 3.9% yly.

Inflation seen as further accelerating in March.
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Forecasts

Government bond yields

current 2021Q2 2021Q3 2021Q4 2022Q1

Croatia 10Y 0.6 0.0
spread (bps) 86 29
Czechia 10Y 1.9 1.8
spread (bps) 224 209
Hungary 10Y 2.7 2.7
spread (bps) 304 294
Poland 10Y 1.6 1.6
spread (bps) 187 189
RomanialoYy 3.1 2.9
spread (bps) 336 319
Slovakia 10Y -0.1 0.0
spread (bps) 19 29
Slovenia 10Y  0.02  0.10
spread (bps) 33 39
Serbia 5Y 2.3 2.2
spread (bps) 256 249
DE10Y* -0.3 -0.3

0.5
72
1.8
202
2.7
290
1.6
182
2.8
302
0.2
37
0.10
32
2.2
242
-0.2

0.5
68
1.9
205
2.7
291
1.7
183
2.8
293
0.3
48
0.10
28
2.2
238
-0.2

* Spreads based on Bloomberg consensus forecast

3M Money Market Rate
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2.0
208
2.8
297
1.7
183
2.9
303
0.4
48
0.20
33
2.1
223
-0.1

current 2021Q2 2021Q3 2021Q4 2022Q1

Czechia 0.36 0.44
Hungary 0.79 0.77
Poland 021 0.21
Romania 162 155
Serbia 0.88 0.86
Eurozone -0.54 -0.54

Real GDP growth (%)

2019 2020f
Croatia 2.9 -8.4
Czechia 2.2 -5.6
Hungary 4.6 -5.0
Poland 4.5 -2.7
Romania 4.1 -3.9
Serbia 4.2 -1.0
Slovakia 2.3 5.2
Slovenia 3.2 -55
CEE8 avg 3.8 -4.0

Public debt (% of GDP)

2019 2020f
Croatia 72.8 87.2
Czechia 312 384
Hungary 65.5 80.4
Poland 457 577
Romania 353 473
Serbia 52.0 574
Slovakia 48,5 59.9
Slovenia 65.6 78.1
CEES8 avg 46.0 57.3

0.67
0.77
0.21
1.50
0.86
-0.54

2021f
4.4
33
44

4.2
5.0
4.0
4.4

2021f
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50.8
57.0
63.2
76.9
59.1

0.83
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0.21
1.40
0.86
-0.54

2022f
4.0
4.3
4.7

4.5
4.0
4.8
4.1

2022f
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48.1
76.9
57.4
52.0
55.5
63.2
74.5
58.9

0.92
0.80
0.21
1.50
0.86
-0.54

Source: Bloomberg, Erste Group Research

current 2021Q2 2021Q3 2021Q4 2022Q1

FX

EURHRK 7.58
EURCZK 26.07
EURHUF 357.80
EURPLN 4.53
EURRON 4.92
EURRSD 117.55
EURUSD 1.19

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
CEES8 avg 2.7
CIA (%GDP)

2019
Croatia 2.8
Czechia -0.3
Hungary -0.5
Poland 0.5
Romania -4.9
Serbia -6.9
Slovakia -2.7
Slovenia 5.6
CEE8 avg -0.8
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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. 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 (“FPQO”)) 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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