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CEE Market Insights
Monetary tightening in the pipeline

This week in CEE

This week, there are central bank meetings in Poland, Romania and Serbia. In Romania, we expect to see a 50bp
hike and the key policy rate to be raised to 3.00%. The credit facility rate, which remains the relevant operational
policy instrument under the tight liquidity management policy, should reach 4.00%. Looking ahead, we await two
more 25bp hikes and the key policy rate to be at 3.50% at the end of the tightening cycle. In Serbia, we expect
monetary tightening to begin with a 25bp or 50bp hike of the main policy rate. In Poland, the market expects
another 50bp hike at the upcoming meeting, as inflation remains elevated (10.9% y/y in March). Apart from central
banks, industrial production and retail sales growth will be published in Czechia, Hungary, Romania and Slovakia.
In all countries, February footprints should remain strong, supported by the base effect from the previous year. In
Hungary, the inflation rate will also be released. We expect it to edge higher to 8.8% y/y in March. On Sunday,
there were elections in Hungary and Serbia. In Hungary, Prime Minister Viktor Orban’s Fidesz party has won
Hungary’s parliamentary election gathering 53% of the vote. Fidesz party will have 135 seats in parliament, two
more than the supermajority. The united opposition alliance won just 34.6% of the votes, enough for 57

seats out of 199. Serbian President Aleksandar Vucic won a second term in office securing 60% of the vote in the
presidential contest. The Progressive Party-led bloc won about 44% of the vote, while the opposition parties took
12.5%, the figures showed.
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FX market FX market developments
5.0% EURHRK EURCZK EURHUF EURPLN EURRON EURRSD CEE currencies strengthened whereas the US dollar
depreciation weakened over the past week as risk sentiment got a

2.0% boost from Russia-Ukraine talks that brought prospects of
scaling down the war in Ukraine — though concerns

1.0% I remain. Polish zloty ended the week close to 4.64 vs.

0.0% J — =  EUR, ahead of this week’s central bank meeting where

. the market expects another 50bp rate hike to 4%.

1.0% Moreover, this week brings the Serbian and Romanian

20% central bank meetings, too. We expect the NBR to hike
its key policy rate by 50bp to 3%, with the Lombard rate

-3.0% " appreciation as the relevant operational policy instrument climbing to

EYTD =W-W -« Expected move until end of Q2 4%. There could be another two 25bp hikes by mid-year.

The Serbian central bank is expected to start its hiking
cycle, with a 25bp increase to 1.25%, but risks to the

Source: Bloomberg, Erste Group Research

Erste Group Research — CEE Market Insights Page 1



Erste Group Research

CEE Market Insights

4 April 2022

LCY yields, Eurobond spreads

RO 10Y

HU 10Y

RS 1Y

PL 10Y

CZ 10Y

HR 10Y

BG 10Y

LCY bond yields (%)

618 (-15)

6.04

581

(-38)

(+37)

-3

-20)

-5)

(+102)

Eurobond spreads (bp)

MO 2029
MK 2028
RS 2029
RO 2030
HR 2031
HU 2030
BG 2030
S12031
LV 2031
PL 2029
LT 2030
8K 2031
EE 2030

574 (+1)
-3)
-9
-15)
(-5)
-9
(+3)
(+4)
(+4)
-7
(+3)
1)
(+2)

Source:

In case you missed

Bloomberg, Erste Group Research

upside remain as they are behind the curve. Following
the 50bp key rate hike to 5% in Czechia, the koruna
gained some ground and ended the week close to 24.40
vs. EUR. Altogether, due to the current hawkish
communication of the CNB, we expect another hike in
May, but only by 25bp to 5.25%. With a non-negligible
risk of stagflation this year and the expected rapid
slowdown in inflation at the turn of 2022 and 2023, we
think the CNB will start lowering rates already in 4Q22
and pencil in a cut for November. The Hungarian central
bank kept its one-week depo rate at 6.15% last week, as
the forint marked an impressive rally earlier, relieving the
pressure on the MNB to tighten its stance straightaway.
We expect more tightening to come, as the two rates
should gradually converge at over 7% in early summer.
Moreover, the ECB will launch a EUR 10bn liquidity swap
line with Poland and renew the existing repo line with
Hungary (EUR 4bn line established earlier in the
pandemic) until January 15, 2023. These should help
ease potential stress stemming from the war in Ukraine..

Bond market developments

After weeks of heavy turbulence, the last week brought
some relief to the CEE bond market. Despite the very
likely continuation of monetary tightening in the region,
10Y yields experienced a 25-35bp w/w correction. Thus,
the ROMGB vyield curve slightly flattened, while the
POLGB, HBG and CZGB yield curves became even
more inverted. The NBR continues to buy a tiny amount
of ROMGBs in order to balance the market and restore
RON liquidity (reduced by FX interventions), which may
translate into higher demand at bond auctions. The
liquidity surplus has been reduced on the dinar market,
resulting in lower demand for RSD bonds and a spike in
government bond yields (10Y @ 6%). The Serbian
government may be looking at foreign issuance or a loan,
depending on market conditions. This week, Czechia will
reopen CZGBs 2025, 2035 and 2031 floaters and
Slovakia will reopen SLOVGB 2068. Czechia and
Hungary also plan to issue T-bills.

CZ: Czech National Bank raised interest rate by 50bp to 5%. We adjust our forecast and expect another 25bp hike

in May.

HR: Industrial production kept positive pattern as headline figure increased 4.0% yly in February, while retail trade

disappointed, arriving at 0.3% y/y.
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HU: Hungarian central bank kept one-week deposit rate intact at 6.15%. PP1 in Hungary rose to 22.4% yly in

February, from 22.3% y/y seen in previous month.

RS: Industrial production declined 0.7% yl/y in February, while retail trade figure accelerated 1.6% m/m (7.7% yly).

Sl: Retail sales in Slovenia posted double-digit growth of 21.7% yl/y, well above our expectations.

SK: PPl in Slovakia surged to 39% y/y in February.

Upcoming releases in CEE
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Survey

3.0%

5.00%

4.0%

1.50%

7.00

6.15

2.40%

8.9%

Erste Est.

3.00%

2.5%

6.90%

5.80%

18.00%

0.01

-0.10%

2.4%

8.80%

1.30%

-330.00

Prev.

43.00%

-0.42

3%

7.1%

8.5%

3.50%

9.50%

3.70%

6.20

4.10%

17.00%

6.15%

12.30%

0.01

-0.11%

2.4%

8.3%

1.10%

-400.50

17.20%

-4956.50

Comment

We expect the 50bp hike to 3.00%. The credit facility rate, which
remains the relevant operational policy instrument under tight
liquidity management policy, should reach 4.00%. We see two
more hikes of 25bp each to 3.50%

We expect a slight soar in February before the unfavorable
affection of the war.

Retail slaes excluding auto

Weaker business activity (sales) development over the past 3
months reported by the managers from retail sector in ESI survey.

Due to the food price limit which is on from the second months and
the huge fiscal expansion, February data could be strong.

Growth affected by a low base from the beginning of 2021 due to
pandemic restrictions. However, retail recorded an increased
demand after the outbreak of the Russian military invasion, lifted
pandemic restrictions and season change.

We expect the first hike of the key rate since 2013

We expect second reading for 4Q GDP to be confirmed.

As a result of our monthly growth expectation, the headline y-o-y
figure could increase to 8.8% in March.

The elevation of the prices could have been continued in every sub-
group despite the price-limit measures.

Nominal values pulled by elevated prices of commodities, mainly
food and energy, while export activity remains under pressure
owing to supply-side problems.

Erste Group Research — CEE Market Insights

Page 3


https://www.erstegroup.com/en/research/report/en/SR270313
https://www.erstegroup.com/en/research/report/en/SR270312

Erste Group Research
CEE Market Insights
4 April 2022

Analyst:

Katarzyna Rzentarzewska

+43 5 0100 17356
katarzyna.rzentarzewska@erstegroup.com

Katarina Gumanova
+43 50100 17336
katarina.gumanova@erstegroup.com

Note: Past performance is not necessarily indicative of future results

Erste Group Research — CEE Market Insights

Page 4



Erste Group Research
CEE Market Insights

4 April 2022

Forecasts

Government bond yields
current 2022Q2 2022Q3 2022Q4 2023Q1

Croatia 10Y 2.1
spread (bps) 152
Czechia 10Y 3.8

spread (bps) 321
Hungary 10Y 6.0

spread (bps) 548
Poland 10Y 53
spread (bps) 478
RomanialoY 6.2
spread (bps) 563

Slovakia 10Y 13

spread (bps) 75
Slovenia 10Y 1.34
spread (bps) 79
Serbia 5Y 53
spread (bps) 478
DE10Y* 0.55

2.0
171
3.2
292
5.9
558
4.80
451
6.2
591
0.9
61
1.10
81
4.0
371
0.29

2.0
164
3.2
281
5.6
527
4.60
424
6.0
564
11
74
1.10
74
4.1
374
0.36

* Spreads based on Bloomberg consensus forecast

3M Money Market Rate

2.0
155
3.1
266
5.5
507
4.40
395
5.9
545
13
85
1.20
75
4.1
365
0.45

2.0
148
3.0
248
5.2
467
4.20
368
5.6
508
15
98
1.30
78
4.0
348
0.52

current 2022Q2 2022Q3 2022Q4 2023Q1

Czechia 5.28
Hungary 6.48
Poland 4.84
Romania 4.60
Serbia 1.17
Eurozone -0.46

Real GDP growth (%)

2020
Croatia -8.1
Czechia -5.8
Hungary -4.7
Poland -2.5
Romania -3.7
Serbia -0.9
Slovakia -4.4
Slovenia -4.2
CEES8 avg -3.8
Public debt (% of GDP)

2020
Croatia 87.3
Czechia 37.7
Hungary 80.1
Poland 57.5
Romania 47.2
Serbia 57.0
Slovakia 59.7
Slovenia 79.8
CEES8 avg 57.1

Source: Bloomberg, Erste Group Research

4.95
7.60
5.50
4.75
1.53
-0.50

2021
10.4
3.3
7.1

5.9
7.4

8.1
5.6

2021f
80.7
422
78.2
56.1
48.9
56.5
62.8
75.1
57.0

4.93
7.60
5.75
5.00
1.78
-0.50

2022f
34
0.6
4.8
3.6
2.8
4.0
2.0
3.2
3.0

2022f
77.1
45.0
75.5
55.0
49.8
51.7
63.8
74.8
56.7

4.76
7.35
5.75
4.75
2.04
-0.30

2023f
3.8
3.9
3.8
3.7
5.7
4.3
4.0
3.5
4.1

2023f
75.0
46.8
73.8
52.0
49.9
49.2
61.7
725
55.2

4.19
7.10
5.50
4.50
2.04
-0.10

current 2022Q2 2022Q3 2022Q4 2023Q1

FX

EURHRK 7.56
EURCZK 24.36
EURHUF 367.53
EURPLN 4.64
EURRON 4.94
EURRSD 117.72
EURUSD 1.10

Key Interest Rate

current
Croatia 0.05
Czechia 5.00
Hungary 4.40
Poland 3.50
Romania 2.50
Serbia 1.00
Eurozone 0.00

Average inflation (%)

2020
Croatia 0.1
Czechia 3.2
Hungary 33
Poland 34
Romania 2.7
Serbia 1.6
Slovakia 1.9
Slovenia 0.0
CEES8 avg 2.8
CIA (%GDP)

2020
Croatia -0.1
Czechia 3.6
Hungary -1.1
Poland 2.9
Romania -5.0
Serbia -4.1
Slovakia 0.1
Slovenia 7.4
CEES8 avg 0.9

7.48

7.48

7.53

7.53

25.00 24.84 2470 24.59

370.00 365.00 360.00 355.00

4.70

4.98

4.65

5.00

4.60

5.05

4.50

5.08

117.60 117.60 117.60 117.60

2022Q2 2022Q3 2022Q4 2023Q1

0.05
5.25
7.40
4.50
3.25
1.50
0.00

2021
2.6
3.8
5.1

5.0
4.0

1.9
4.5

2021f
3.7
-0.2
-3.0
-0.9
-7.1
-4.4
-1.0
3.2
-1.8

0.05
5.25
7.40
4.75
3.50
1.75
0.00

2022f

0.05
5.25
7.15
4.75
3.50
2.00
0.00

2023f
3.0
4.1
4.8
8.2
6.8
4.2
5.0
2.8
6.2

2023f
11
11

-0.3
-6.4

-1.3
2.9
-1.5

0.05
5.25
6.90
4.75
3.50
2.00
0.05

Unemployment (%)

2020 2021
Croatia 7.5 7.9
Czechia 2.6 2.9
Hungary 4.1 4.1
Poland 5.9 5.9
Romania 6.0 55
Serbia 9.7 11.0
Slovakia 6.7 6.8
Slovenia 5.0 4.8
CEES8 avg 5.4 5.4
Budget Balance (%GDP)

2020 2021f
Croatia -7.4 -3.8
Czechia -5.6 -6.8
Hungary -8.0 -7.3
Poland -7.0 -2.1
Romania -9.4 -7.0
Serbia -8.0 -4.1
Slovakia -5.5 -6.0
Slovenia -7.7 -7.0
CEES8 avg -7.2 -48

2022f
7.0
2.9
3.8
55
5.3
9.6
6.7
4.6
51

2022f
-3.5
-5.1
-5.3
-3.8
-6.7
-3.0
-6.0
-5.5
-4.8

2023f
6.4
3.6
3.5
5.4
5.2
9.2
6.2
4.3
5.1

2023f
2.8
3.4

-3.3
-5.7

-2.5
-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 Finan cial
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 2022. All rights reserved.
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