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CEE Market Insights
Inflation getting close to the peak

This week in CEE

This week, inflation numbers for July will be published in most of the CEE countries. In Czechia, Hungary and
Serbia, we expect headline CPI to increase further, while in Romania, we believe that the peak was reached in
June and inflation should ease in July. Other CEE countries should see the peak of inflation in the course of the
third quarter. The Serbian central bank is to hold a rate setting meeting and we expect another 25bp hike so that
the policy rate should reach 3%. Finally, industrial output growth and trade data for June will be published across
the region. It will be interesting to see whether export activity was already affected in light of the slowing German
economy.
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FX market FX market developments
8.0% EURHRK EURCZK EURHUF EURPLN EURRON EURRSD The forint and the zloty strengthened further over the
709 | dePreciation course of last week, with the former firming by 2.4% to
6.0% just below 395 vs. EUR and the latter marking a milder
ig; move to 4.70 vs. EUR. Forint’s recent gains made it
3:0% easier for the Hungarian central bank to keep its one-
2.0% week deposit rate unchanged at 10.75%, as expected. In
1.0% I Poland, flash inflation for July remained at the 25-year
?g; | l - = high of 15.5% yl/y, possibly raising chances the central
2.0% bank may be nearing the peak of its tightening cycle.
-3.0%

appreciation However, it is too early to tell yet and differences in

mYTD =W-W -+ Expected move until end of Q3 opinions within the MPC remain. Last week’s meeting of
the Romanian central bank brought a 75bp hike to
5.50%, with the credit facility rate, as the relevant
operational policy instrument under tight liquidity
management policy, reaching 6.50%. On the other hand,
the Czech National Bank (under its new MPC
composition) left its key rate unchanged at 7%. The CNB
also decided it will continue to actively prevent significant
fluctuations in the koruna via its FX interventions and
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LCY yields, Eurobond spreads
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In case you missed

temporarily moved the monetary policy horizon by 6
months to 18-24 months, which implies lower pressure on
policy tightening. The koruna stands at 24.60 vs. EUR.
Thursday brings the Serbian central bank meeting — we
expect a 25bp hike to 3%, as global price pressures are
still evident, and the peak of inflation remains ahead of
us.

Bond market developments

Whereas the development at the short-end of the curve
differed across CEE, yields at the long-end moved down
by 3-19bp everywhere apart from Romania by early
Friday. However, many later reversed the moves and
only the Czech 10Y yield was down compared to the
preceding week on Monday morning. The 10Y ROMGB
yield remained the highest in the region, at 8.22%. Even
though the Romanian yield curve was briefly inverted in
late July, the 10Y-3Y spread is back to small, but positive
figures. On the other hand, Czech, Hungarian and Polish
yield curves remain inverted under the 10Y-2Y
comparison. According to official ECB data, the central
bank has used the flexibility in its first line of defence —
reinvestment of the pandemic PEPP programme
redemptions — to help peripheral countries. Net
purchases of debt from Italy, Spain, Portugal and Greece
totalled EUR 17.3bn through June to July, whereas
holdings of German, French and Dutch bonds were
reduced by EUR 18.9bn in the same time frame.
Romania plans several auctions this week — from T-bills
to bond auctions (with the maturities ranging from 2025 to
2032). T-bills will also be issued in Hungary and Czechia,
and Czech 2031 bonds should also be offered this week.

CEE: Sentiment indicators suggest upcoming economic slowdown
CZ: Czech National Bank left policy rate unchanged at 7.0% and announced further FX interventions

HU: Weak retail sales growth in June

RO: Consumers cut spending as inflation soars; National Bank of Romania increased interest rates

RS: 2Q22 GDP in Serbia arrived at 4.0% yly

Moody's lowered its outlook on Czechia and Slovakia to negative from stable due to Russian gas supply
dependency, whilst affirming the rating at Aa3 and A2 for the two countries, respectively.

Erste Group Research — CEE Market Insights

Page 2


https://www.erstegroup.com/en/research/report/en/SR288858
https://www.erstegroup.com/en/research/report/en/SR289504
https://www.erstegroup.com/en/research/report/en/SR289135
https://www.erstegroup.com/en/research/report/en/SR289122

Erste Group Research
CEE Market Insights
8 August 2022

Upcoming releases in CEE
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Survey

13.10%

17.90%

1.67%

Erste Est.

2.6%

-20.50

13.2%

1.8%

184.00

-4.0%

17.5%

1.3%

2.5%

14.2%

0.2%

13.0%

3.0%

-0.6%

12.7%

Prev.

3.3%

16.30

-95.00

0.17

-2579.30

11.7%

1.5%

160.50

-11699.00

1.5%

17.2%

1.6%

3.0%

15.1%

0.8%

12.5%

-5.2%

2.75%

-10238.00

1.1%

15.5%

11.9%

1.6%

Comment

Improved development of the automotive sector stands behind the
favorable figure. However, we expect the economic development to
worsen in 2H 22.

The war in Ukraine and high energy prices stem behind a deficit in
foreign trade.

Broad-based pricing could continue in July fueled by the new
windfall taxes and the weak status of the currency.

The monthly increase is expected to lead by food prices.

Better-than-expected performance of industry should positively
affect export activity in June.

Economic sentiment and activity in the most important trading
partners indicate a slight monthly growth in industrial production, the
year-on-year performance is expected to decline though.

Prices of electricity and gas are the key factors behind high
inflation. Inflation could peak above 19 %, given the current data.

Several suppliers of gas and electricity is changing their prices
during 3Q 22.

Industrial production expected to maintain positive growth footprint,
albeit at somewhat milder pace

Inflation already peaked in June, next months are likely to bring a
slow and uneven disinflation process.

Low inflationary pressures in July in m/m terms after a drop in the
price of fuels, fresh fruits and vegetables.

Wage growth in the private sector is expected to remain stronger
than in the public segment.

We expect NBS to hike the rate by 25bp

Weak industrial production expected for June in line with declining
sentiment indicators for manufacturing in Eurozone.

Inflation seen additionally accelerating in July

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

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

Croatia 10Y 2.6
spread (bps) 171
Czechia 10Y 3.8

spread (bps) 289
Hungary 10Y 7.9
spread (bps) 696
Poland 10Y 55
spread (bps) 456
Romanial0Y 8.2
spread (bps) 728
Slovakia 10Y 1.9

spread (bps) 98
Slovenia 10Y 1.94
spread (bps) 101
Serbia 5Y 6.2

spread (bps) 526
DE10Y* 0.93

3.6
203
4.4
287
8.5
691
6.2
466
9.0
743
25
93
2.60
103
6.5
493
1.57

3.6
199
4.3
270
8.4
681
6.1
445
8.8
714
2.7
109
2.60
99
6.3
469
161

* Spreads based on Bloomberg consensus forecast

3M Money Market Rate

3.6
196
4.2
254
7.8
618
5.9
425
8.5
686
29
121
2.70
106
6.0
436
1.64

3.6
201
4.0
237
7.2
563
5.7
409
8.3
666
29
131
2.70
111
5.7
411
1.59

current 2022Q3 2022Q4 2023Q1 2023Q2

Czechia 7.30
Hungary 11.99
Poland 7.02
Romania 8.12
Serbia 2.64
Eurozone 0.28

Real GDP growth (%)

2020
Croatia -8.1
Czechia -5.8
Hungary -4.7
Poland -2.2
Romania -3.7
Serbia -0.9
Slovakia -4.4
Slovenia -4.2
CEES8 avg -3.7

Public debt (% of GDP)

2020
Croatia 87.3
Czechia 37.7
Hungary 79.6
Poland 57.1
Romania 47.2
Serbia 57.0
Slovakia 59.7
Slovenia 79.8
CEE8 avg 56.9

7.10
13.35
7.50
8.15
3.12
0.73

2021
79.8
41.9
76.8
53.8
48.8
56.5
63.1
74.7
55.9

6.50
13.95
7.80
9.05
3.12
0.73

2022f

2022f
715
43.4
73.2
55.0
48.3
54.6
63.6
73.0
55.8

5.74
13.95
7.75
8.25
3.12
0.81

2023f

2023f
69.0
44.3
70.8
52.0
49.1
54.0
62.3
72.8
54.2

4.98
10.95
7.75
7.75
3.12
0.98

Source: Bloomberg, Erste Group Research

current 2022Q3 2022Q4 2023Q1 2023Q2

FX

EURHRK 7.51
EURCZK 24.50
EURHUF 393.77
EURPLN 4.71
EURRON 4.92
EURRSD 117.29
EURUSD 1.02

Key Interest Rate

7.52

24.70

395.00

4.69

4.97

117.50

1.03

current 2022Q3

Croatia 0.05
Czechia 7.00
Hungary 10.75
Poland 6.50
Romania 5.50
Serbia 2.75
Eurozone 0.50

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 -0.1
Czechia 2.0
Hungary -1.1
Poland 29
Romania -5.0
Serbia -4.1
Slovakia 0.1
Slovenia 7.4
CEES8 avg 0.7

0.05
7.00
12.75
7.00
5.50
3.00
1.00

7.53

24.50

390.00

4.62

5.00

117.60

1.05

7.53 7.53
2436 24.29
385.00 375.00
4.50 4.45
5.02 5.05
117.60 117.60
1.10 113

2022Q4 2023Q1 2023Q2

0.05
6.50
13.75
7.50
6.25
3.00
1.25

0.05
5.75
13.75
7.50
6.25
3.00
1.25

0.05
5.00
10.75
7.50
6.25
3.00
1.25

Unemployment (%)

2020
Croatia 7.5
Czechia 2.6
Hungary 4.1
Poland 5.9
Romania 6.0
Serbia 9.7
Slovakia 6.7
Slovenia 5.0
CEES8 avg 5.4

2021 2022f
7.6 6.3
29 27
4.1 3.6
5.9 5.3
5.6 5.6
11.0 101
6.8 6.6
4.8 4.3
54 5.0

Budget Balance (% GDP)

2020
Croatia -7.4
Czechia -5.8
Hungary -7.8
Poland -6.9
Romania -9.3
Serbia -8.0
Slovakia -55
Slovenia -7.8
CEES8 avg -7.2

2021 2022f
-29  -25
-5.9 -44
-6.8  -49
-1.9 -39
-7.1 -6.7
-41  -45
-6.2  -6.0
5.2  -45
-4.4 47
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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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