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CEE Market Insights
CEE inflation on an upward trajectory

This week in CEE

This week will be busy as we await a flood of data and two central bank meetings. Base effects continued to affect
inflation prints in May. We expect Romanian CPI to have risen to almost 3.6% y/y, whereas Serbian inflation may
have stood around the mid-point of the target band, at 3.1% y/y. Czech inflation likely went up to 3.2% yly, slightly
above the tolerance band, mainly as a result of the tight labor market and sound domestic demand. The headline
CPI figure in Hungary probably reached its yearly peak at 5.3% y/y in May; and is expected to remain above the
higher tolerance band of 4% this year. Romania will complete the list of 1Q21 GDP breakdowns. The Romanian
economy likely contracted by 0.2% yly, whilst marking a brisk 2.8% q/q growth on the back of strong service sector
performance and household consumption. Strong base effects pushed up industrial production growth to the high
double-digits in April — we expect it between 55.5% y/y and 71% yly in Czechia, Slovakia and Hungary, whereas
Slovenian industry likely marked a more moderate increase of 15% y/y. Czech retail sales are expected to have
risen by 11.3% yl/y in April, aided by better consumer sentiment, epidemiological situation and low base. Moreover,
April trade balance will be published in Czechia, Slovakia, Romania, Hungary and Slovenia. Central bank meetings
in Poland and Serbia are unlikely to bring any changes to the key rates, which should remain at 0.1% and 1%,
respectively. However, indication of an earlier end of the Polish asset purchase program cannot be ruled out.
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CEE Recovery Index
12 After plateauing around 1 for two weeks in mid-May, the
CEE Recovery Index fell slightly at the end of last month.
1,0 . . .
Yet, the nascent economic rebound continues amidst an
08 improving epidemiological situation, continued vaccine
rollout and easing of containment measures. Mobility to
06 grocery stores inched down marginally, while mobility to

retail stores and workplaces moved in the opposite
direction. Workplace mobility reached its highest value
this year. On the other hand, air pollution dropped visibly,
dragging down the overall Recovery Index. Due to data
0.0 availability issues, we have kept electricity consumption
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Recovery Index bodes well for the ongoing economic
recovery in 2Q21 thus far.
For more details, please check our website.

—— CEE Recovery Index, normalized

Source: Erste Group Research
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FX market FX market developments

EURHRK EURCZK EURHUF EURPLN EURRON EURRSD  CEE currencies continued in their appreciation vs. the
depreciation euro last week, fueled by bets on an earlier start of
monetary tightening. The Hungarian forint gained the
most vs. the euro, but at the same time it has become
extremely volatile. This could be seen in the second half
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-1.0% I I I of the previous week, when the EURHUF corrected after

4.0%
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-2.0% the release of very strong labor market data in the US.
-3.0% For the further development of CEE currencies, it will be
-4.0% decisive whether central banks will walk the talk. Given

0% that markets have already priced in some tightening, any
-6.0%

appreciation moderation of language could result in currency
=YTD =W-W  ©Expected move until end of Q3 weakening. The first country to face the test will be
Source: Bloomberg, Erste Group Research Poland, where the central bank will decide on rates this

week. We do not expect any change of rates at this
meeting, but the wording and further downsizing or
indication of an earlier stop of the QE program may signal
a readiness to lift rates already this year. The pressure to
do so could be even higher if the Hungarian and Czech
central banks deliver their first hikes already this month
(on June 22-23).

LCY yields, Eurobond spreads Bond market developments

LCY bond yields (%) Eurobond spreads (bp) Last week, there were hardly any movements in CEE
sovereign bond yields. The European Commission
published its assessment of Convergence/Stability
., Programs last week, in which they recommended that
= fiscal policy be supportive this year and that warning be
=2 given before premature withdrawal of stimulus/pandemic
1y measures. Regarding the start of the consolidation, the
2 EC has not communicated any date, just very vaguely
©  called for a differentiated approach, taking into account
@ the stage of the economic recovery and urgency to fix
:)) public finances (countries with high medium-term risks).
«» All countries have been encouraged to maximize the
benefits of NGEU funds and boost investments. An
Source: Bloomberg, Erste Group Research explicit recommendation was provided to Romania, which
is the only country under the Excessive Deficit Procedure
(EDP). Romania was asked to reduce its fiscal deficit
below 3% of GDP by 2024, and the consolidation path
proposed is very similar the one proposed by the
government. Although the path is very ambitious, putting
some of the intended reforms into milestones of the
National Recovery Plan could incentivize policy-makers
(via sweeteners) to implement them.
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In case you missed

PL: Upward revision of FY21 GDP growth forecast after stronger 1Q21; May inflation rose further

SK: Foreign demand supported the Slovak economy in 1Q21; April retail sales missed expectations

CZ: 1Q21 slight decrease in GDP confirmed

HU: External demand an important growth driver in 1Q21; strong growth of retail sales in April

Sl: 1Q21 GDP headline figure surprised on the upside

RS: GDP revised upwards by 0.5pp to 1.7% yl/y; industry confirmed expectations and retail trade surges in April
RO: Easter retail trade surge in April

CEE: OECD outlook shows uneven global recovery; May manufacturing PMIs bring good news

Erste Group Research — CEE Market Insights Page 3


https://www.erstegroup.com/en/research/report/en/SR228808
https://www.erstegroup.com/en/research/report/en/SR229138
https://www.erstegroup.com/en/research/report/en/SR229609
https://www.erstegroup.com/en/research/report/en/SR229614
https://www.erstegroup.com/en/research/report/en/SR229151
https://www.erstegroup.com/en/research/report/en/SR229139
https://www.erstegroup.com/en/research/report/en/SR229604
https://www.erstegroup.com/en/research/report/en/SR228830
https://www.erstegroup.com/en/research/report/en/SR228851
https://www.erstegroup.com/en/research/report/en/SR228845
https://www.erstegroup.com/en/research/report/en/SR228840
https://www.erstegroup.com/en/research/report/en/SR229574
https://www.erstegroup.com/en/research/report/en/SR229237
https://www.erstegroup.com/en/research/report/en/SR229114

Erste Group Research
CEE Market Insights
7 June 2021

Upcoming releases in CEE

Date Time Country Indicator Period Survey  Erste Est. Prev. Comment

Industrial output driven by foreign demand. The y/y growth is

i i 0/ )0,
07.Jun Ccz Industrial Production (y/y) Apr 55.5% 14.9% significantly affected by the base effect.

Ccz Trade Balance Apr 16 16.3 Improved foreign demand implied high surplus in foreign trade.
12:00 RS PPI(yly) May 7.0%
08.Jun 8:00 RO GDP (yly) 19P 0.2% 0.2% 0.2% We expect 1Q21 GDP growth to be reconfirmed and the

breakdown to show senices as the main growth driver.

Improved sentiment of households and pandemic weakening stem
9:00 Ccz Retail Sales (y/y) Apr 10.46% 11.3% 6.6% behind favorable growth of retail sales. The y/y figure affected by

the base effect.

Pandemic crisis had sharply affected the sector last April, creating
9:00 HU Industrial Production (y/y) Apr 69.53% 71.0% 16.2%  an extremely low base figure for April 2021. On monthly level,

industry probably slightly improved.

Central bank to remain on hold at June\'s meeting. However,

09.Jun PL Central Bank Rate Jun 0.1% 0.1% 0.1% changes to asset purchases program cannot be ruled out after
NBP rejected almost all bids at the latest tender.

8:00 RO Trade Balance Apr -1179.3
The headline CPI rate probably reached its yearly peak in May.
9:00 HU CPI (yly) May 5.3% 5.3% 5.1% Food, fuel and senvices prices were the most important monthly

drivers.

9:00 HU Trade Balance Apr P 876

The easing of restrictions caused rising imports and a lower

9:00 SK Trade Balance Apr 16 595.34 -
positive trade balance.

10:30 Sl Trade Balance Apr 0.12
11:00 HR Trade Balance Mar -6051

10.Jun SK Industrial Production (y/y) Apr 68.0% 24.6% ?ecs)z(ljtep;'i‘f::ingin;z;fot\r;:rj;::rs;%xr:ﬁ bined with a low base
0z coom b G aae  au et shos e s e man o et
10:30 sl Industrial Production (yly) Apr 15.0% 8.5% I:g;:lstrial production recovery expected to further accelerate in
12:00 RS Central Bank Rate Jun 1.00% 1% We expect the CB to remain on hold

We expect annual inflation to inch up on low statistical base
11.Jun 8:00 RO CPI (yly) May 3.55% 3.57% 3.24% effects. Higher fuel prices and seasonal increase in fresh fruit and
vegetables behind the monthly CPI rise.

8:00 RO Wages (y/y) Apr 7.68%

We see stable monthly CPI developments, hence due to low base
12:00 RS CPI (yly) May 3.1% 2.8% effects the yearly figure should land around the mid point of the
target band.

Source: Erste Group Resarch

Analyst: Note: Past performance is not necessarily indicative of future results
Juraj Kotian

+43 (0)5 0100 17357

juraj.kotian@erstegroup.com

Katarina Muchova
+43 50100 17336
katarina.muchova@erstegroup.com
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Forecasts

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

Croatia 10Y 0.5 0.5 0.5 0.6 0.6
spread (bps) 72 68 66 68 63
Czechia 10Y 1.7 1.8 1.9 2.0 2.0
spread (bps) 189 198 203 203 205
Hungary 10Y 2.9 2.9 2.9 2.9 3.0
spread (bps) 309 303 306 298 298
Poland 10Y 1.8 220 240 250 260

spread (bps) 202 238 256 258 263
Romanial0Y 3.2 35 35 35 3.6
spread (bps) 345 363 361 358 358
Slovakia 10Y 0.2 0.2 0.3 0.4 0.5

spread (bps) 37 33 46 43 53
Slovenia 10Y 0.14 010 0.10 0.20 0.20
spread (bps) 35 28 26 28 23
Serbia 5Y 2.5 2.2 2.2 2.1 2.1
spread (bps) 270 238 236 218 213
DE10Y* 0.2 02 -02 -01 0.0

* Spreads based on Bloomberg consensus forecast

3M Money Market Rate
current 2021Q32021Q4 2022Q1 2022Q2

Czechia 040 067 0.83 092 116
Hungary 092 095 095 095 0.9
Poland 021 021 035 050 0.60
Romania 150 160 160 165 1.65
Serbia 0.88 085 0.83 083 0.83
Eurozone -0.55 -0.54 -0.54 -0.54 -0.54

Real GDP growth (%)
2019 2020 2021f 2022f

Croatia 2.9 -8.0 5.0 55
Czechia 2.2 -5.6 3.7 4.4
Hungary 4.6 -5.0 6.9 4.1
Poland 4.7 -2.7 4.8 5.4
Romania 4.1 -3.9 6.7 4.5
Serbia 4.2 -1.0 6.0 4.0
Slovakia 25 -4.8 4.0 4.8
Slovenia 3.2 -5.5 5.0 4.8
CEE8 avg 3.9 -4.0 5.1 4.8

Public debt (% of GDP)
2019 2020 2021f 2022f

Croatia 72.8 887 872 843
Czechia 312 384 450 481
Hungary 655 804 787 76.9
Poland 456 57.5 57.0 55.0
Romania 353 47.3 496 50.8
Serbia 521 574 59.2 571
Slovakia 48.2 60.3 63.5 63.5
Slovenia 65.6 80.8 79.7 76.8
CEES8 avg 459 574 585 57.9

Source: Bloomberg, Erste Group Research

current 2021Q32021Q4 2022Q1 2022Q2

FX

EURHRK 7.50
EURCZK 25.43
EURHUF 346.10
EURPLN 4.46
EURRON 4.92
EURRSD 117.60
EURUSD 1.22

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 -0.5
Poland 0.5
Romania -4.9
Serbia -6.9
Slovakia -2.7
Slovenia 5.6
CEES8 avg -0.8

7.53

7.53

7.53

7.48

25,54 2536 25.08 24.94

355.00 355.00 355.00 355.00

4.48

4.96

4.42

4.98

4.38

4.99

4.35

5.03

117.40 117.50 117.50 117.40

1.18

1.20

1.20

1.22

2021Q32021Q4 2022Q1 2022Q2

0.05
0.50
0.90
0.10
1.25
1.00
0.00

2020
0.1
3.2
3.3
3.4
2.7
1.6
1.9
0.0
2.8

2020
-0.8
3.2
0.1
35
5.2
-4.3
-2.7
7.3
0.9

0.05
0.75
0.90
0.25
1.25
1.00
0.00

2021f
1.7
25
4.2
4.0
3.7
25
1.6
1.2
3.3

2021f
0.6
0.2
-0.2
2.1
5.9
-3.5
-1.6
6.6
-0.1

0.05
0.75
0.90
0.25
1.25
1.00
0.00

2022f
1.6
2.3
3.2
3.5
3.0
2.7
1.8
15
2.9

2022f
0.4
0.3
-0.3
1.2
5.4
-3.6
-0.9
5.8
0.4

0.05
1.00
0.90
0.50
1.25
1.00
0.00

Unemployment (%)

2019 2020
Croatia 6.6 7.5
Czechia 2.0 2.6
Hungary 3.4 4.2
Poland 5.4 5.9
Romania 3.9 4.9
Serbia 10.4 9.0
Slovakia 5.8 6.7
Slovenia 4.4 5.0
CEE8 avg 4.6 5.2

Budget Balance (%6GDP)

2019 2020
Croatia 0.3 -7.4
Czechia 0.3 -6.1
Hungary 2.1 -8.1
Poland -0.7 -7.0
Romania -4.4 -9.2
Serbia -0.2 -8.0
Slovakia -1.3 -6.1
Slovenia 0.5 -8.4
CEES8 avg -1.2 -7.4

2021f
7.5
3.4
4.2
6.2
5.9
8.9
7.0
5.0
5.7

2021f
-4.2
-7.0
-7.4
-4.5
-7.8
-6.5
-6.0
-7.0
-6.0

2022f
6.7

2022f
-3.0
-2.7
-5.0
-3.2
5.4
-1.6
-4.0
-4.5
-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.

© Erste Group Bank AG 2021. All rights reserved.
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