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More tightening ahead in Hungary

This week in CEE

This week, the Hungarian central bank meeting will be in the spotlight as another monetary tightening step is
expected. Even though the cycle of rate hikes is set to continue, probably with smaller steps, their precise size is
unclear. We expect a 20bp increase of the key rate to 1.7%, but anything between 15-30bp may be possible (as
the spread of market forecasts suggests). Moreover, it will be interesting to see the new inflation and growth
forecasts of the national bank which may offer further insight into the planned course for the near future. Regarding
central bank purchases, the MNB may reduce its weekly purchases from October somewhat, but phasing out is
likely going to be a very long and gradual process. Apart from the MNB, the focus will be on Poland as the country
will publish its August real economy data. Industrial output growth is set to moderate in 2H21 as supply-side
bottlenecks limit production; yet the positive calendar effect could have mitigated that impact in August and we thus
anticipate industrial production growth of 7.7% yly. Polish retail sales growth may have eased to 6.2% year-on-year
as consumers shift some of their spending to services. Inflationary pressures on the producer side likely shifted up
further in August, to 9.4% y/y. Furthermore, the unemployment rate is expected to have improved further, to 5.7%
in Poland and 7.3% in Croatia last month.
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2.0% bank emerged into an even bigger contrast with the
1.0% current inflation data (August inflation was revised up,
core inflation increased further) and the position of central

-1.0% talks about the need for tightening, recently even ‘walking
the talk’. The market believes that the NBP is behind the

curve, which had a negative impact on the Polish zloty; it
depreciated above 4.58 EURPLN. Strengthening of the
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—. I i banks in the CEE region, which have intensified their

4.0% " appreciation dollar also did not help CEE currencies. The Czech
mYTD =W-W « Expected move until end of Q4 koruna reacted positively to comments from two MPC
Source: Bloomberg, Erste Group Research members who advocated for a larger (+50bp) rate hike at

the September meeting. This week’s rate hike by the
MNB should be important for the EURHUF development,
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LCY yields, Eurobo

LCY bond yields (%)

RO 10Y (-18)

RS 1Y (+4)
HU 10Y +7)
PL 10Y (+5)
cz 10y (*+11)
HR 10Y (+5)

BG 10Y (0)

Source: Bloomberg, Erste Group
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Eurobond spreads (bp)
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Research

although a continuation of the clash between the EC and
PM Orban could weigh on the forint.

Bond market developments

Last week, Hungary and Serbia took advantage of the
favorable situation on foreign markets and issued a
variety of Eurobonds. To start, Hungary borrowed USD
2.25bn and USD 2bn via issuing 10Y and 30Y USD-
denominated Eurobonds (priced at MS+100bp and
MS+150bp, respectively). The combined demand was
high (USD 15.5bn). Later, Hungary also borrowed EUR
1bn via 7Y EUR-denominated Eurobonds (priced at
MS+48bp). This massive borrowing should help Hungary
to compensate for the current delays in the disbursement
of NGEU pre-financing. Serbia issued its first green
Eurobonds worth EUR 1bn (7Y, priced MS+140bp) and
borrowed EUR 750mn via regular Eurobonds (15Y,
priced MS+200bp). Separately, the Romanian MinFin
proposed to increase its limit on foreign borrowing, thus
preparing the ground for issuing Eurobonds as well,
intending to raise an additional EUR 3.5bn. This should
relieve some of the pressure on the domestic market; we
saw the first market reaction already last week, with 10Y
yields falling about 20bp w/w in Romania.

CEE: Hot off the press — the ‘What's up, CEE’ report is out, containing the latest regional outlook.
RS: Inflation surged to 4.3% y/y in August.
HR: August CPI inflation accelerated to 3.1% y/y. S&P affirmed Croatian rating at ‘BBB-* with stable outlook.

SK: With CPI at 3.8% y/y, August brought the highest inflation rate in almost 9 years.
RO: Industrial output growth loses steam, and the outlook is not too rosy.
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Upcoming releases in CEE

Date Time Country Indicator
20.Sep 8:30 HU Current Account Balance (quarterly)
10:00 PL Industrial Production (y/y)
10:00 PL PP (yly)
11:00 HR Unemployment Rate
11:00 HR Wages (yly)
21.Sep 10:00 PL Retail Sales (y/y)
10:30 Sl PPI (yly)
14:00 HU Central Bank Rate
23.Sep 10:00 PL Unemployment Rate
24.Sep 12:00 RS Wages (yly)

Source: Erste Group Resarch
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2Q

Aug

Aug

Aug

Jul

Aug

Aug

Sep

Aug

Jul

Survey

-471.00

14.50%

9.30%

10.00%

1.75%

5.70%

Erste Est.

-470.00

7.70%

9.40%

7.30%

6.20%

1.70%

5.70%

Prev.

540.80

9.80%

8.20%

7.40%

2.5%

8.90%

6.20%

1.50%

5.80%

5.2%

Comment
Sum of the preliminary monthly figures implies a small deficit
Industrial output growth to moderate in 2H21 as supply-side
bottlenecks limit production. Positive calendar effect (+2WD) could
somewhat offset that normalization in August.

Producer price pressure continues to rise.

Unemployment rate expected to maintain downward trajectory

Retail sales growth to moderate as consumers focus their spending
on services.

Cycle of rate hikes to continue, probably with smaller steps.

Unemployment rate to inch down.

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

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

Croatia 10Y 0.4 0.5 0.5 0.6 0.6
spread (bps) 70 66 63 63 60
Czechia 10Y 2.0 1.9 1.9 2.0 2.0
spread (bps) 227 209 206 205 197
Hungary 10Y 3.1 3.1 3.2 3.2 3.3
spread (bps) 341 334 329 332 326
Poland 10Y 2.0 2.00 2.10 2.20 2.30
spread (bps) 232 221 223 228 230
RomanialoY 3.9 39 3.8 39 4.0
spread (bps) 413 411 393 398 395
Slovakia 10Y 0.0 0.2 0.3 0.3 0.4
spread (bps) 31 41 38 38 40
Slovenia 10Y  0.10 0.10 0.20 0.30 0.35
spread (bps) 38 31 33 38 35
Serbia 5Y 2.4 2.2 2.1 2.1 2.0
spread (bps) 266 241 223 218 200
DE10Y* -0.28 -0.21 -0.13 -0.08 0.00

* Spreads based on Bloomberg consensus forecast

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

Czechia 1.12 1.37 1.63 1.89 2.06
Hungary 1.62 2.15 2.15 2.15 2.15
Poland 0.24 0.24 0.40 0.40 0.65
Romania 1.61 1.80 2.05 2.30 2.30
Serbia 0.88 0.86 0.86 0.86 0.86
Eurozone -0.55 -0.54 -0.54 -0.54 -0.54

Real GDP growth (%)
2020 2021f  2022f  2023f

Croatia -8.0 7.3 5.1 4.5
Czechia -5.8 3.3 4.7 4.6
Hungary -5.0 7.5 4.3 4.1
Poland 2.7 5.3 5.6 4.6
Romania -3.9 7.4 4.5 5.0
Serbia -1.0 7.0 4.5 4.5
Slovakia -4.8 4.2 4.8 4.1
Slovenia -4.2 7.2 4.8 3.9
CEE8 avg -4.0 5.7 5.0 45

Public debt (% of GDP)
2020 2021f  2022f  2023f

Croatia 88.7 84.8 82.3 81.4
Czechia 38.1 43.1 45.2 47.0
Hungary 80.4 77.3 76.5 75.1
Poland 57.5 56.1 55.0 52.0
Romania 47.3 49.4 50.7 50.2
Serbia 57.4 57.6 56.8 54.5
Slovakia 60.3 63.0 62.8 61.6
Slovenia 79.8 76.9 74.2 72.3
CEE8 avg 57.3 57.4 57.2 55.8

Source: Bloomberg, Erste Group Research

current 2021Q4 2022Q1 2022Q2 2022Q3

FX
EURHRK 7.51
EURCZK 25.38
EURHUF 353.14
EURPLN 4.59
EURRON 4.95
EURRSD 117.55
EURUSD 117

Key Interest Rate

current
Croatia 0.05
Czechia 0.75
Hungary 1.50
Poland 0.10
Romania 1.25
Serbia 1.00
Eurozone 0.00

Average inflation (%)

2020
Croatia 0.1
Czechia 3.2
Hungary 3.3
Poland 3.4
Romania 2.7
Serbia 1.6
Slovakia 1.9
Slovenia 0.0
CEES8 avg 2.8
CIA (%GDP)

2020
Croatia -0.4
Czechia 3.6
Hungary -0.1
Poland 35
Romania -5.2
Serbia -4.3
Slovakia -2.7
Slovenia 7.0
CEE8 avg 1.0

7.53

7.53

7.48

7.48

2518 24.99 24.89 24.78

350.00 350.00 350.00 350.00

4.54

4.98

4.51

4.99

4.50

5.03

4.48

5.05

117.60 117.55 117.50 117.50

1.20

1.20

1.20

1.18

2021Q4 2022Q1 2022Q2 2022Q3

0.05
1.25
2.10
0.10
1.50
1.00
0.00

2021f

0.05
1.50
2.10
0.25
1.75
1.00
0.00

0.3

0.05
1.75
2.10
0.25
2.00
1.00
0.00

-0.2

0.05
2.00
2.10
0.50
2.00
1.00
0.00

Unemployment (%)

2020
Croatia 7.5
Czechia 2.6
Hungary 4.2
Poland 5.9
Romania 5.0
Serbia 9.7
Slovakia 6.7
Slovenia 5.0
CEES8 avg 5.2

Budget Balance (%GDP)

2020
Croatia -7.4
Czechia -6.1
Hungary -8.1
Poland -7.0
Romania -9.2
Serbia -8.0
Slovakia -6.1
Slovenia -8.4
CEE8 avg -7.4

2021f
-4.2
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Appendix
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Slovenia 10Y

Slovakia 10Y

— EURD03M

Source: Bloomberg, Erste Group Research
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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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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
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