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CEE Market Insights
Stepping fully into the third quarter, hikes in Serbia and Poland

This week in CEE

This week, there are many economic releases scheduled in the region. Let’s begin with July’s retail sales and
industrial production in a number of countries. On Monday morning, retail sales growth was published in Hungary,
Romania and Slovakia, and the growth dynamics moderated compared to June’s numbers. A similar development
is expected in Czechia later this week. Industry across the region is also likely to show some deterioration, as
indicated by the weakening market sentiment. There will also be two central bank rate setting meetings taking
place. In Serbia, we expect another 25bp hike, so that the policy rate should reach 3.25% after the meeting. In
Poland, the rate should also increase by at least 25bp in September. A higher rate increase cannot be ruled out,
given the further rise of inflation in August. The monetary tightening cycle is coming to an end in Poland, however,
as suggested by numerous comments from MPC members. Finally, the 2Q22 GDP structure will be published in
Romania and Slovakia alongside August inflation in Hungary, where further increases are broadly expected.

Monday Tuesday Wednesday Thursday Friday
RO HU SK: Retail SK: GDP structure RO: GDP Structure RS: Central Bank SK Sl: Industry
CZ: Wages CZ: Industry PL: Central Bank HU: Inflation RO: Trade
HU: Industry HR SK: Trade
RS: PPI
RO: 2025 2034 Bonds RS: 2028 Bonds CZ: Bonds RO: 2027 Bonds
HU: Bills CZ RO: Bills
FX market FX market developments
10,0 EURHRK EURCZK EURHUF EURPLN EURRON EURRSD  CEE currencies firmed across the board last week. Forint
=" | depreciation marked the strongest move, appreciating by 2.9%
8.0% compared to last Friday and ending the week just below
6.0% 400 vs. EUR. The Hungarian central bank raised both its
4.0% key policy rate and the one-week deposit rate by 100bp
- to 11.75%, as expected. Moreover, to enhance monetary
e I transmission, it added three measures which will support
00% — . — the development of short-term financial market rates
-2.0% I consistently with the key policy stance by draining
interbank liquidity from this autumn. Easing of gas prices

-4.0% appreciation

and signs of a possible approval of Next Generation EU
mYTD W-W Expected move until end of Q4

funds by the European Commission by end-December
Source: Bloomberg, Erste Group Research also helped. The zloty and the koruna also firmed
towards 4.71 and 24.47 vs. EUR, respectively. This
week, the ECB as well as the Serbian and Polish central
bank meetings will be in the spotlight. We expect the
NBS to keep its course of moderate tightening and
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LCY yields, Eurobond spreads

LCY bond yields (%)

HU 10Y (+21)

RO 10Y (-16)
RS 11Y (+11)
PL 10Y (22)

CZ 10Y (0

HR 10Y *27)

BG 10Y

1)

Eurobond spreads (bp)

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

721

Source: Bloomberg, Erste Group Research

In case you missed

deliver a 25bp hike to 3.25% in Serbia. In Poland, the
market anticipates a 25bp increase to 6.75%, but recent
comments from NBP policymakers leave the room open
for anything between stability and a larger than 25bp
hike.

Bond market developments

Last week, CEE government bond yields showed a mixed
development. While yields on 10Y HGBs drifted up 20bp
w/w, getting closer to this year’s high, Romanian bonds
rallied, with the 10Y yield falling 20bp w/w. The spread
between 10Y HGBs and ROMGBSs has widened to its
new high (110bp) and far exceeds its average level from
this year (-50bp). There are a couple of reasons for such
a divergence. First, it seems that the NBR did not need to
intervene on the FX market, as the RON was
appreciating last week. A couple of investment houses
and index trackers started to rebuild their ROMGB
positions, while Hungary, due to the unclear situation
surrounding its access to EU funds and rule of law
issues, remains uninvestable. Moreover, the latest
decision of the central bank contributed to the most
recent yield move; on top of a 100bp rate hike, the
central bank announced its intention to drain excess
liquidity from the market via longer instruments (discount
bills). This has also been reflected in a more pronounced
increase of 3Y yields (+80bp w/w) compared to the long
end. This week, there are plenty of T-bond and T-bill
auctions scheduled in CEE, with Romania to be the most
active.

CEE: Region has progressed in meeting all Sustainable Development Goals
CEE: Fading strength of domestic demand, as private consumption and investment growth has slowed

CZ: Favorable 2022 GDP data confirmed

HU: Technical recession is knocking on door
HU: Another rate hike and liquidity withdrawal
PL: Flash inflation estimate arrived at 16.1% y/y in August, while GDP was driven by domestic demand.
RS: GDP landed at 3.9% y/y in 2Q
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Upcoming releases in CEE

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

Stronger business activity (sales) development over the past 3
05. Sep 8:00 RO Retail Sales (yly) Jul 3.6% 4.2% months reported by the managers, though high statistical base
effect should lead to a slowdown in annual growth.

Real wages are decreasing, mainly due to high inflation. However,

N - 0/ - 0y - 0/
9:00 cz Wages (y/y) Q 9.18% 10.7% 3.6% the 2Q figures are affected significantly by a base effect.
9:00 HU Retail Sales (y/y) Jul 3.3% 4.5% The 5Igwd9wn gf consumption is set to continue driven by the
emerging inflation.
9:00 SK Retail Sales (y/y) Jul 3.50% 1.5% ﬁwe official salgs rgglstratlon system indicates a month-on-month
increase, resulting in a stronger year-on-year growth.
Domestic as well as foreign demand for industrial production have
06. Sep Ccz Industrial Production (y/y) Jul -2.0% 1.7% been gradually slowing down. Moreover, data are volatile in the m/m
terms.
cz Trade Balance Jul 2 16 The .war in Ukraine and high energy prices stem behind a deficit in
foreign trade.
9:00 SK GDP (yly) 2QF 0.02 0.02 Flash estimate to be confirmed.
07. Sep PL Central Bank Rate Sep 6.80% 6.5%

Breakdown should reveal strong consumption on the demand side.
Supply side, early wheat harvest might add a boost to agriculture,

8:00 RO GDP (g/q) 2QP 2.1% 2.1% while other sectors posted a weak performance based on high
frequency data, with industry likely to have a negative contribution
to sequential growth in the second quarter.

Depending on the underlying drivers, we could revise higher our

8:00 RO GDP (y/y) QP 5.3% 5.3% 2022 GDP growth estimate and subsequently lower 2023 forecast.
9:00 HU Industrial Production (y/y) Jul 3.5% 4.8% S)I:elg?wniymfrzlslmc?qézﬁl dliiz/?cif:?:: s::ﬁlﬂﬁ;ﬁj;wng
12:00 RS  PPI(yly) Aug 17.7%

08. Sep 9:00 HU CPI (yly) Aug 15.6% 13.7% Price increases could go further in August.
s oo Low o O s e o putay o s rce
9:00 HU Trade Balance Jul P -408

Export activity has been affected by an unfavorable development in
9:00 SK Trade Balance Jul -350 -78 the industry. Decreasing household consumption and industrial
production are also pushing down imports.

11:00 HR PPI (yly) Aug 23.6%
11:00 HR Trade Balance Jun -11017
12:00 RS Central Bank Rate Sep 3.3% 3.0% We expect the NBS to continue with 25bp hikes as global monetary

narrative tightened further.

The Slovak industry has been facing supply-side disruptions,
09. Sep SK Industrial Production (y/y) Jul -5.0% -0.06 however, energy prices have been causing the biggest problems.
Some companies already announced lower production.

8:00 RO Trade Balance Jul -2828

10:30 S|

Industrial Production (y/y) Jul 1.0% 0.8% Industrial production expected to maintain mild positive footprint

Source: Erste Group Resarch

Analyst: Note: Past performance is not necessarily indicative of future results
Katarzyna Rzentarzewska

+43 5 0100 17356

katarzyna.rzentarzewska@erstegroup.com

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

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

Croatia 10Y 2.9
spread (bps) 140
Czechia 10Y 4.7

spread (bps) 315
Hungary 10Y 8.9

spread (bps) 739
Poland 10Y 6.0
spread (bps) 450
Romanial0Y 7.9
spread (bps) 636

Slovakia 10Y 2.6

spread (bps) 103
Slovenia 10Y 2.59
spread (bps) 107
Serbia 5Y 6.3
spread (bps) 477
DE10Y* 1.52

3.6
234
3.8
254
8.2
692
6.1
484
8.8
749
27
144
2.60
134
6.8
554
1.26

3.6
234
3.6
230
8.1
682
6.1
482
8.5
724
2.9
159
2.70
144
6.9
564
1.26

* Spreads based on Bloomberg consensus forecast

3M Money Market Rate

3.6
226
3.4
207
7.3
601
6.0
465
8.3
691
29
156
2.70
136
6.6
526
1.34

FALSE
-129
335.0
33371
6.9
565
6.0
468
8.0
671
3.0
171
2.70
141
6.5
521
1.29

current 2022Q4 2023Q1 2023Q2 2023Q3

Czechia 7.26
Hungary 12.80
Poland 7.15
Romania 7.93
Serbia 2.86
Eurozone 0.76

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
CEES8 avg 56.9

7.09
13.95
7.80
9.05
3.83
1.47

2021
79.8
41.9
76.8
53.8
48.8
56.5
63.1
74.7
55.9

6.06
13.95
7.75
8.25
3.88
1.47

2022f
4.9
16
5.5
4.2
5.1
35
2.0
4.7
3.9

2022f
715
43.4
73.2
55.0
48.3
51.9
63.6
73.0
55.7

5.29
10.95
7.75
7.75
3.88
1.47

2023f
21
2.4

2023f
69.0
44.3
70.8
52.0
49.1
51.0
62.3
72.8
54.1

4.52
9.95
6.80
7.25
3.88
1.47

Source: Bloomberg, Erste Group Research

current 2022Q4 2023Q1 2023Q2 2023Q3

FX
EURHRK 7.52
EURCZK 24.55
EURHUF 403.08
EURPLN 4.73
EURRON 4.83
EURRSD 117.32
EURUSD 0.99

Key Interest Rate

7.53

24.60

390.00

4.65

5.00

117.60

1.05

7.53

24.37

385.00

4.62

5.02

117.60

1.10

current 2022Q4 2023Q1

Croatia 0.05
Czechia 7.00
Hungary 11.75
Poland 6.50
Romania 5.50
Serbia 3.00
Eurozone 0.50

Average inflation (%)

2020
Croatia 0.1
Czechia 3.2
Hungary 33
Poland 34
Romania 2.7
Serbia 1.6
Slovakia 19
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
13.75
7.50
6.25
4.00
1.75

0.05
6.00
13.75
7.50
6.25
4.00
1.75

2022f
10.0
16.0
14.3
13.9
12.9
11.4
11.4

135

7.53
24.32
375.00
4.57
5.05
117.60

1.10

2023Q2
0.05
5.25
10.75
7.50
6.25
4.00
1.75

7.53
24.23
375.00
4.52
5.07
117.60

113

2023Q3
0.05
4,50
9.75
6.50
6.25
4.00
1.75

Unemployment (%)

2020
Croatia 75
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
7.6
29
4.1
5.9
5.6
11.0
6.8
4.8
5.4

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
6.3
27
35

2023f
5.9
35
3.7
5.2
55
9.0
6.2
4.1
5.0
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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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