Erste Group Research o
CEE Insights | Fixed Income | Central and Eastern Europe
26 February 2018 ERSTE 5

Group
Fixed Income and Foreign Exchange
Looking ahead this week
Monday Tuesday Wednesday Thursday Friday
. HU, SK, CZ: PPI
Unematommont PL: GDP RO: PP
RS: PPl Wages & PEI Y SI: GDP, CPI, Retalil RO: Unemployment CZ: GDP
; HR: GDP, Wages HU: Trade balance

SK: Current Account oo 5pp Industry, Retail

Click for: this week’s detailed releases/events, market forecasts, macro forecasts

We will see the details of the recently released GDP numbers for 4Q17 this week in a few countries; Croatia and
Slovenia will now release their numbers first. We expect that household consumption was generally the most
important driver of the growth, while in Poland, investments (construction) likely have increased substantially as
well. In addition, Hungary will see an MPC meeting on Tuesday. After the MNB recently trimmed its new policy
instrument (monetary IRS) to dampen the overheated expectations, we do not anticipate rate changes or the
announcement of new measures. The MPC could communicate the need for an ongoing loose monetary policy.

In case you missed it last week...

e Fitch affirmed both the rating and the outlook (A- stable) for ~ ,,, ~ “©Y"°" | Eurobonds™
Slovenia 0.40 ‘

¢ IMF praised Serbia after end of 3Y program, cooperation to 0.20
continue under ’policy coordination instrument’ 0.00

e Construction growth at 34.7% is near all-time high in -0.20
Poland, similar to early 2007 g:g

e Hungarian stats office to publish public debt also including .00
Exim Bank, increasing debt stock by 0.6-1.9pp of GDP

For other events last week please check respective m accrued interest # FX gain/loss ® capital gain/loss « TOTAL RETURN

On Radar

The cyclical economic upswing pushed government revenues up strongly in the CEE region, which was enhanced
by an improvement in collection efficiency. The improvement in fiscal figures was most pronounced in Serbia and
Croatia, where the governments reached a surplus last year and the government debt as a percentage of GDP also
declined very substantially (in Croatia, the ratio declined by more than 7pp in two years, in Serbia almost by 10
percentage points in a single year). The need for such declines is underpinned by a relatively high debt stock
(above 70% of GDP still in 2016 for these two countries). But while revenues improved everywhere in CEE, fiscal
figures did not improve in many countries. The structural deficits in Romania and Hungary are the highest in the
EU, according to Commission statistics, and Poland is also among the countries with a relatively high shortfall. In
Romania, fiscal easing translated into stellar economic growth last year, but there could be a considerable
slowdown this year, indicating sustainability problems. A positive factor for Romania is the relatively low share of
public debt to GDP; this cannot be said for Hungary, which is still abandoning some parts of the social contributions
in 2017-18 in order to help companies cope with a dramatic increase in minimum wages. As for the spending
structure, recently only Slovenia can be named as a country in which the increase of spending is focused on
‘productive areas’. Compared to the EU average, CEE countries spend on health and social protection less as a
percentage of GDP, while in other areas, they are on par with the average. While lower spending could perhaps be
supported by difficulties in revenue collection (think informal economy), structural reforms are not really happening
anywhere; however, this could result in better efficiency in spending. (For further details, see the next page.)
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Besides impressive fiscal deficit reductions in a number of countries, some
of them see their structural deficits deteriorating and very few of them spend
funds effectively and in 'productive areas'

Fiscal revenue bonanza will not last forever

'‘Are CEE governments responsibly spending the increased revenues that
stem from the cyclical economic upswing?'

Croatia: Once again, the budgetary performance exceeds expectations,
given the announcement by the FinMin that Croatia would be running a
modest budget surplus in 2017 (ESA2010), allowing public debt to approach
78% of GDP (down more than 7pp of GDP in the last two years).
Consolidation has been driven by improving economic conditions and the
related revenue boost (VAT, CIT, social security contributions). On the
expenditure side, the government has remained fairly prudent and allowed
for still modest wage and pension hikes (done in phases in 2017, i.e. the FY
effect is expected in 2018), while debt servicing costs remained on a
downward trajectory. Looking into 2018, the budget deficit target is set at
0.5% of GDP, while, given the better execution in 2017, we are expecting to
see a balanced budget performance in 2018, alongside the closing of the
output gap structural deficit below the MTO target (1.75% of GDP). The
economic outlook remains supportive of the budget revenue performance,
while hopefully the expenditure side will cope with the increasing appetite
(wages and pensions) and the interest rate environment continues to favor
declining pressures where debt servicing is concerned. Bottom line, we
expect to see the fiscal position as comfortable in 2018, but see 2019 as a
good test for the long-term commitment, with the announced VAT rate cut
(presumably 1pp).

Czech Republic: The favorable development of the economy has been
generating high revenues for the government to increase its spending. A
significant 10-15% increase in wages of state employees from the end of
last year is the most important example, but the government has been
continuously raising financing in other areas as well (research, healthcare,
etc.). However, the share of debt to GDP has been declining, as higher
spending is covered by the cyclical development. In the coming years, we
expect the government to focus more on government investment in
infrastructure, which represents a slight risk in the direction of higher
financing needs.

Hungary: Thanks to the cyclical economic upswing, major revenue items
such as VAT and PIT increased significantly last year, by 7.1% y/y and
11.8% yly, respectively, and this phenomenon continued in January. In spite
of the increase in revenues, the government blew a huge hole in last year's
budget from the cash flow point of view, due to the forced pre-financing of
EU funds. As a consequence, there was a huge gap between the ESA
(approx. 2.0-2.2% of GDP) and cash flow approaches (approx. 5.2% of
GDP). We do not see any improvement in the efficiency of expenditure
utilization, partly because of the lack of proper transparency. We continue to
expect the ESA deficit to remain below the 3% of GDP threshold, while the
gross public debt ratio may continue to slowly decrease.

Poland: In recent years, the total general government expenditure level was
slightly above 40% of GDP. The biggest share (17% of GDP) is spent on
social protection, but the level of social spending is 3pp lower compared to
the EU15. General public services and the health sector are also
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underfinanced compared to the EU15, with expenditure at 4.7% and 4.6%
of GDP, respectively (for the EU15 it is 6.6% and 7.2% of GDP). On the
other hand, Poland performs better in terms of defense spending (1.6% of
GDP) and education (5.0% of GDP). The recent dynamic increase in tax
revenues (VAT revenues went up 20.3% yl/y last year) is mostly used for
financing the 500+ program and lower retirement age and helps to keep the
fiscal balance well below the limit of 3% of GDP. In structural terms,
however, the deficit has not improved visibly (it remains above 2% of GDP),
making the fiscal position vulnerable in the case of an economic downturn.

Romania: In Romania, the effects of the cyclical economic upswing were
counterbalanced by cuts in taxation in 2017 (VAT, excise taxes, special
construction tax) and cash budget revenues remained virtually unchanged
compared with the previous year at 29.4% of GDP (estimated nominal GDP
for 2017). A look at the expenditure side of the state budget shows a higher
share of personnel expenditure in GDP in 2017 (+0.6pp compared with
2016) and social assistance (+0.1pp), coupled with a decline in the relative
importance of goods and services (-0.6pp) and locally-financed CAPEX (-
0.2pp). Romania managed to comply with the 3% budget deficit target under
local standards, but the structural deficit widened further and it is officially
estimated by the government to begin to adjust only from 2019. Current
trends for personnel and social expenditures will continue in 2018,
according to official budgetary projections, so a key element in maintaining
the budget deficit under control is improved tax collection.

Serbia: Budget execution in 2017 outstripped all expectations, as the
general government recorded a surplus of 1.2% of (estimated) GDP. Such a
notable improvement in the fiscal position was a result of stronger than
expected revenue inflows, despite the disappointing growth figures.
According to the budget plan and announcements from the government, the
increased fiscal space will be used for a more expansionary fiscal policy
stance in 2018. The government has already increased public wages (5-
10%) and pensions (5%), while for the rest of the year we could see
additional adjustment of pensions, while we also expect stronger public
investment activity. In addition, we should see the introduction of various tax
related subsidies for companies, especially SMEs. In our view, these
measures will not impose a huge risk for mid-term public finance
sustainability. However, we still do not see major steps on the structural
reform agenda (pension and healthcare system), which represent key
challenges for the mid-term and long-term sustainability of Serbia’s fiscal
system.

Slovakia: Fiscal revenues have been increasing steadily in recent few
years, driven predominantly by the reinvigorated labor market and resulting
higher tax and levy intakes. The effectiveness of VAT collection has also
improved, adding to the total revenue stream. Even though fiscal deficits
compared to GDP have decreased, consolidation was mainly achieved via
the better revenue side. Public spending has increased, but few structural
investments, which could be used for longer-term sustainable growth, are
accounted for in this year’s budget. According to the new forecast from the
Ministry of Finance, this year could bring in EUR 150mn (0.2% of GDP)
more in taxes and payroll levies than expected in the approved 2018 budget
(mainly due to the stronger than expected labor market). PM Fico
announced that he would like to distribute the proceeds in another social
package, with details to be revealed later (holiday vouchers and lower VAT
on baby food and diapers were mentioned).
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Slovenia: The fiscal framework in Slovenia is determined by the Fiscal
Compact implemented through the Constitution and the Fiscal Rule Act, so
budgets for 2018 and 2019 are aimed at a gradual balancing of revenues
and expenditure, with forecasted surpluses in both years vs. the milder
deficit (estimated at -0.5% of GDP) in 2017. According to the MoF, the
largest increases in expenditure are planned in the following areas:
transport and transport infrastructure, science and the information society,
healthcare, entrepreneurship and competitiveness, as well as EU fund
related expenditures, which in our view can be labeled 'productive
expenditures'. The strong fiscal performance recently has been supported
by solid economic activity, which is to a large extent expected to remain
supportive in the coming period as well, while the approaching elections,
tight labor market conditions and low pressure from the market may imply
some pressure on the expenditure side of the equation in the coming period.
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Looking ahead

Time Country Indicator Period Survey  Erste Est. Pre Comment
26.Feb.  12:00 RS  PPI(yly) Jan 1.0%
12:00 RS  Wages (yly) Jan -1.3%
27.Feb.  9:00 HU  Unemployment Rate Jan 3.9% 3.8% 3.8% Strong economic momentum should keep labor market tight
11:00 HR  PPI(yly) Jan 1.7%
Neither rate changes nor announcement of any new unconventional
14:00 HU  Target Rate Feb 0.9% 0.9% 0.9% measure are expected; communication pointing to continuation of loose
monetary policy should remain
14:30 SK  Current Account Balance (monthly) Dec 122
We expect PP inflation to have reached its bottom in y/y terms in
28 Feb.  9:00 cz  PPIWl) Jan 0.4% 0.6% 0.7% January, malply because oflbasel eﬁgct; hlgher oil prices andl increasing
labor costs will support PPl inflation in coming months, implying its
gradual rise
9:00 HU  PPI (yly) Jan 3.9%
9:00 SK  PPI (yly) Jan 2.1% 2% Inflationary pressures are also gradually building up in production
10:00 PL  GDP (yly) 40F 51% 5.1% GDP breakdown should confirm strong private consumption and rebound
in investment
10:30 Sl CPI(yly) Feb 0.9% 1.5% Inflation is expected to slightly decelerate in February, amid base effect
10:30 Sl CPI(m/m) Feb -0.8%
10:30 S| Retail Sales (yly) Jan 1.7%
10:30 Sl GDP (yly) 4Q 4.0% 4.5% GDP growth expected to remain strong in 4Q17
11:00 HR  Wages (yly) Dec 1.6%
11:00 HR  GDP (yly) 4QP 2.8% 3.2% 3.34%  Solid domestic demand footprint and positive net export developments
12:00 RS Industrial Production (yly) Jan 3.5% 0.5% Figure mostly shaped by seasonal factors
12:00 RS  Retail Sales (yly) Jan 4.7% 1.5% Stable performance mostly supported by lower inflation and rising wages
12:00 RS  GDP (yly) 4QF 2.5% 2.5% We expect that SORS will confirm flash estimate
01. Mar RO  Unemployment Rate Jan 4.6%
02. Mar 8:00 RO PPI(yly) Jan 3.7%
We expect refined figure to confirm flash estimate; economic story of
X 0 0,
9:00 €z GDP (a/q) 4QP 0.5% 0.5% solid domestic and foreign demand has not changed, in our view
Among GDP components, we expect household consumption and
. 0 0 investment expenditures to remain most important, with former driven by
9:00 €z GOP(yh) 4QP 5.1% 5.1% strong labor market, latter by high foreign demand and lack of available
employees
9:00 HU  Trade Balance Dec F 502m

Sources: Bloomberg, Reuters
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Major markets

Gudrun Egger
gudrun.egger@erstegroup.com

Gerald Walek
gerald.walek@erstegroup.com

Croatia

Alen Kovac
akovac2@erstebank.com

Czech Republic

David Navratil
dnavratil@csas.cz

Italy will vote for new parliament on March 4 (both House of
Representatives and Senate). According to recent surveys, the Five
Star Movement (27%) holds the lead ahead of social democrats (22%).
Even though the right-wing camp is fragmented, it could still gain
roughly 38% of votes, provided that all parties unite behind Forza Italia
(16%) and Lega (14.5%). However, even this share could be insufficient
to form a government, as the threshold is around 40%.

It looks like that the precondition to form a government will be political
compromise — either between an established political camp and the five
Star Movement, or between the ‘old’ left and the ‘old’ right. Due to this,
lengthy negotiations could come after the election. We also think that
the new government will not pursue a determined reform path due to
potential disagreements between future coalition partners, despite the
urgent need for such a path. From the point of view of financial markets,
a government headed by the current PM Gentiloni would probably the
most favored outcome.

A flash estimate of February inflation in the Eurozone will be published
this week (February 28). We expect a stable development of headline
and core inflation numbers. Later on, we expect a steady increase of
core inflation. For the full-year 2018, we continue to predict an average
rate of inflation of 1.6% for the Euro Area.

The inflation release fully matched our expectations and landed at 1.1%
yly in January, while declining on the monthly level by 0.2%, largely
reflecting ongoing seasonal sales in the clothing and footwear category.
We see the inflation trajectory following a similar footprint and gradually
accelerating towards the 1.5% mark during 2018, amid less supportive
cost-side developments.

The focus this week should be on the first estimate for 4Q17 GDP,
which we expect to land a few notched above 3%, wrapping up the
FY17 figure also very close to 3%. The monthly data points to a
supportive domestic demand footprint (though likely somewhat more
moderate compared to 3Q17) and favorable net export developments
as well.

The markets brought no major changes throughout the week, as the
exchange rate stayed below the 7.45 mark, while the HRK 2028 bond
yield remained unchanged around the 2.3% level.

The ANO movement has been negotiating with other political parties
and movements about the new government. At this point, the
government coalition of ANO and the Social Democrats with the support
of the Communists seems to be the most likely outcome. Most
importantly, these parties are against the possibility of holding a British-
style referendum on Czexit, which lowers the chance that this negative
event could happen.
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Hungary

Orsolya Nyeste e Gross wages in the economy rose by 13.5% y/y last December. In
orsolya.nyeste@erstebank.hu FY17, the annual increase in both gross and net wages was 12.9%,
Gergely Urméssy while real wages grew by an impressive 10.3% y/y last year. Taking the
Gergely.Urmossy@erstebank.hu tight labor market conditions and continuation of administratively driven

minimal wage increases into consideration, strong wage outflow in the
economy should persist this year, as well, strongly supporting domestic
consumption. We expect the economy to grow by 3.5% y/y in 2018, with
risks pointing to the upside.

Poland

Katarzyna Rzentarzewska

katarzyna.rzentarzewska@erstegroup.com - qystrial production increased by 8.6% yly, whereas retail sales grew

by 8.2% yl/y in January, showing a sound beginning of the year. Such a
strong performance of industry and retail, supported by 35% y/y growth
of construction output, increases the upside risks to our FY18 GDP
growth forecast.

e The unemployment rate increased in January to 6.9% y/y, compared to
the 6.6% y/y observed in December. The increase of the unemployment
rate is mainly due to seasonal effects.

e The Ministry of Finance sold PLN 4bn in a range of different Treasury
papers, with strong demand that amounted to PLN 13bn. Poland
already has 46% of this year's borrowing financed.

e Several points were voiced by MPC members. MPC member Gatnar is
of the opinion that it is too early to rule out a rate hike this year. If
inflation tops the target, a preventive step might be taken in the second
half of the year. On the other hand, MPC member Hardt (who is
considered hawkish) sees the probability of a rate hike this year as
rather low. We currently see the first hike in 1Q19.

Romania
Eugen Sinca e The reaction of short-term RON bonds to the surprise delivered by the
eugen.sinca @ber.ro January inflation data (actual data: 4.32% yly, Reuters poll: 4.1% yly)

and the NBR rate hike proved persistent. During the past week, short-
term yields remained above the levels seen two weeks ago by around
20bp, while medium- and long-term yields were little-changed. Short-
dated bond yields currently seem to price in one more rate hike by the
NBR in the coming months and anything on top of this from the NBR will
add more pressure on yields.

e The finance minister said that he would discuss future actions for
monetary and fiscal policies with the governor of the NBR after the
significant increase in inflation in January. Talks could focus on future
trends of administered prices in the absence of a clear calendar and the
impact of a tighter monetary policy on economic growth.
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Serbia

Alen Kovac
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Milan Deskar-Skrbic
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Slovakia

Katarina Muchova
muchova.katarina@slsp.sk

The January inflation figure landed at 1.9% y/y, down from 3% yl/y in
December 2017, thus moving towards the lower bound of the 3%+/-1.5pp
target band. As we expected, CPl movements started to reflect last year’s
base effect related to unfavorable weather conditions. The stronger dinar
is also playing an important role. Although we expect that inflation will
continue to move in the lower part of the target interval in 1H18, we do
not see a need for additional monetary easing, as other factors
(increased lending activity, falling bank interest rates, falling yields, FED
hikes, expected ECB tapering, etc.) suggest that the NBS should stand
on hold.

Appreciation pressures on the dinar continued last week, with the
EUR/RSD slipping below the118 mark for the first time since 2014. The
NBS intervened on the market with EUR 60mn on the buy side to tame
the pressure. The RSD 2023 benchmark continued to move around the
4.4% mark.

Labor market improvement continues, as unemployment measured by
the labor bureaus fell by 0.06pp to 5.88% in January. The total
unemployment rate (not just disposable) stands at 7.1%. The number of
job vacancies remains high, suggesting that we may expect the favorable
development of the falling unemployment rate to continue. The lack of
qualified labor force in some sectors is alleviated by an increase in the
employment of foreign workers.

Harmonized inflation confirmed the faster increase of consumer prices at
the beginning of this year, as it accelerated to 2.6% y/y in January and
exceeded the rise of the CPI index (2.4% yl/y). On a monthly basis,
harmonized consumer prices increased by 0.9%, mostly on the back of
food, transport and service prices. Higher energy prices also contributed
markedly, as regulated prices were higher. January poses a slight
positive risk to our full-year forecast of 2% on average, even though
inflationary dynamics should calm down somewhat later in the year.

The Slovak debt management agency conducted two competitive
auctions of government bonds on February 19 (with non-competitive
rounds comprising small amounts later on). Slovakia sold EUR 81.7mn
worth of government bonds due in October 2047 at an average yield of
1.965%. Another auction saw EUR 85mn of bonds maturing in January
2031 being sold at an average yield of 1.396%. The bid-cover ratios were
high, reaching 3 and 4.3, respectively. Yields on Slovak government
bonds could increase somewhat, reflecting the gradual return of inflation
and the reduction of QE since January. However, increases will still be
dampened by the longer duration of asset purchases and Slovakia's good
fiscal stance. We expect the 10-year government bond yield to be around
1.05% in 1Q18.
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Slovenia

Alen Kovac
akovac2@erstebank.com

Data-wise, all eyes this week will be on the 4Q GDP release. We see the
growth remaining in the 4% lane in the last quarter, though showing some
deceleration vs. the 3Q17 performance, as monthly-frequency data points
to private consumption playing a more moderate role, while the resilient
export performance should continue to put the external demand
contribution in positive territory. The 4Q release should also wrap up the
average FY17 growth figure around the 4.6% mark.

Following new bond issuance early in January, last week the MoF
announced that it would conduct its first USD bond buyback of 2018
bonds, tendering once again USD 2022, USD 2023 and USD 2024 notes.
We still do not have any details regarding the upcoming placement, but
given the previous buyback, we expect the MoF to focus on longer EUR
maturities, in line with their strategy of prolonging the average debt
duration.

Fitch affirmed both the rating and the outlook (A- stable) for Slovenia.
Strong GDP momentum and better than expected fiscal performance
were rating positives while no progress in NLB privatization process and
structural reforms complacency ahead of the parliamentary elections
were highlighted as negatives.

Yields on the bond market maintained a steady w/w performance, with
the EUR 2027 curve remaining around the 1.2% mark.
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Capital market forecasts

current  2018Q1 2018Q2 2018Q3 2018Q4
Croatia 10Y 2.25 2.20 2.20 2.30 2.40
spread (bps) 157 157 147 148 146] |
Czech Rep. 10Y 1.87 1.93 1.96 2.00 2.05 current  2018Q1 2018Q2 2018Q3 2018Q4
spread (bps) 119 130 123 118 111| |[EURHRK 7.44 7.45 7.35 7.45 7.50
Hungary 10Y 2.53 2.00 2.00 2.00 2.00 forwards 7.44 7.44 7.44 7.44
spread (bps) 184 137 127 118 106/ |EURCZK 25.34 25.34 25.23 25.02 24.90
Poland 10Y 3.42 3.40 3.45 3.71 3.91 forwards 25.36 25.36 25.36 25.36
spread (bps) 274 277 272 289 297| |EURHUF 313.0 315.0 315.0 315.0 315.0
Romanial0y 4.67 4.60 4.70 4.80 5.10 forwards 316.1 316.1 316.1 316.1
spread (bps) 398 397 397 398 416| |EURPLN 4.18 4.13 4.14 4.18 4.15
Slovakia 10Y 0.89 1.05 1.10 1.15 1.25 forwards 4.18 4.18 4.18 4.18
spread (bps) 21 42 37 33 31| |EURRON 4.66 4.65 4.65 4.70 4.73
Slovenia 10Y 1.26 0.90 1.10 1.20 1.30 forwards 4.66 4.66 4.66 4.66
spread (bps) 58 27 37 38 36| |[EURRSD 117.9 118.0 118.3 118.3 118.5
Serbia 7Y 4.15 4.30 4.30 4.40 4.50 forwards - - - -
DE10Y (BBG)* 0.68 0.63 0.73 0.82 0.94| |EURUSD 1.23 1.18 1.15 1.14 1.13
current 2018Q1 2018Q2 2018Q3 2018Q4 current  2018Q1 2018Q2 2018Q3 2018Q4
Croatia 0.50 0.50 0.50 0.50 0.50] |Croatia 0.50 0.30 0.30 0.30 0.30
Czech Republic 0.91 0.89 0.96 1.11 1.19| |Czech Republic 0.75 0.75 0.75 1.00 1.00
Hungary 0.02 0.02 0.02 0.02 0.02| [Hungary 0.90 0.90 0.90 0.90 0.90
Poland 1.72 1.73 1.75 1.75 1.79( |Poland 1.50 1.50 1.50 1.50 1.50
Romania 2.09 2.15 2.45 2.70 2.75| |Romania 2.25 2.25 2.50 2.75 2.75
Serbia 3.17 3.20 3.20 3.40 3.40] |Serbia 3.50 3.50 3.50 3.50 3.50
Eurozone -0.33 -0.30 -0.30 -0.30 -0.30] |Eurozone 0.00 0.00 0.00 0.00 0.00

Macro forecasts

Real GDP growth (%) 2017f| 2018f| 2019f

2016 |2017f| 2018f| 2019f Average inflation (%) 2016|2017f| 2018f| 2019f Unemployment (%)

Croatia 32 30 28 28 [Croatia 1.1 11 15 1.9 |Croatia 131 113 101 9.2
Czech Republic 25 45 34 29 |Czech Republic 0.7 25 23 1.9 |Czech Republic 40 29 25 29
Hungary 22 39 35 33 |Hungary 04 23 3.0 3.5 |Hungary 51 42 40 39
Poland 29 46 39 3.0 |Poland -06 20 22 23 JPoland 89 72 68 70
Romania 48 7.0 47 3.0 |Romania -15 13 45 2.8 JRomania 60 50 49 50
Serbia 28 18 29 3.0 |Serbia 16 30 29 3.6 |Serbia 153 132 116 111
Slovakia 33 33 39 42 |Slovakia -05 13 20 2.3 ]Slovakia 97 82 175 68
Slovenia 31 46 40 35 |Slovenia 0.1 14 16 1.8 ]Slovenia 80 6.7 58 51
CEES8 average 31 46 38 3.1 JCEE8average -04 19 26 24 |CEE8average 77 63 58 58
Public debt (% of GDP) 2016|2017f| 2018f| 2019f C/A (%GDP) 2016|2017f| 2018f| 2019f Budget Balance (%GDP) |2016|2017f|2018f| 2019f
Croatia 82.7 78.6 75.1 71.9 |Croatia 25 42 25 1.4 |Croatia -09 03 00 -05
Czech Republic 36.8 33.9 31.9 30.4 |Czech Republic 1.1 12 09 0.7 JCzech Republic 05 06 03 03
Hungary 73.9 72.0 70.7 69.7 JHungary 61 35 30 24 |Hungary -18 -20 -25 -25
Poland 52.1 52.4 53.2 52.9 |Poland 03 02 -03 -0.9 |Poland 24 21 -25 -23
Romania 375 36.3 35.8 35.4 |Romania 21 -34 -41 -45 |Romania 3.0 -30 -34 -29
Serbia 719 61.3 58.4 55.2 |Serbia 42 -47 -53 -6.6 |Serbia -13 12 -05 -05
Slovakia 51.8 51.2 50.1 47.6 |Slovakia -15 09 -02 0.3 |Slovakia 22 -15 -10 -06
Slovenia 783 74.2 725 69.0 |Slovenia 52 64 6.1 54 [Slovenia -1.8 -08 -03 0.0
CEES average 52.6 51.1 50.3 49.1 |CEES8 average 04 03 -02 -0.6 |CEE8average -18 -15 -18 -1.6

Note:*Information on past performance is not a reliable indicator for future performance. Forecasts are not a reliable indicator for future performance.
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LT-1dy
LT-uer
9T-PO
9T-INC

9T-1dv
9T-uRl
ST-DIO
ST-INC

GT-1dy
gT-uer
YI-DIO
yT-INC

yT-1dy
yT-uer
€I-PO
eT-InC

€T-1dvy
eT-uer

CzechRep. 10Y

PRIBO3M

Croatia 5Y

ZIBOR3M

0w M~ © ot ™

8T-uer
LT-PIO
AR LI

2 T-1dy
LT-uer
9T-PIO
9T-InC

9T-1dy
9T-uer
ST-PIO
ST-InC

ST-1dy
ST-uer
7 T-PIO
T-InC

T-1dy
yT-uer
£T-PIO
€T-InC

€T-1dy
€T-uer

8T-uer
LT-PIO
,T-InC
2 T-1dv
LT-uer
9T-PIO
9T-InC
9T-1dv
9T-uer
ST-PIO
ST-InC
ST-1dv
gT-uer
PT-PIO
7 T-InC
T-1dy
yT-uer
£T-PIO
€T-InC
£T-1dvy
eT-uer

N — O

Poland 10Y
- e

Serbia 10Y

WIBO3M
BELI3M

12
10

8r-uer
LT-PIO
LT-IN0

LT-1dy
LT-ugr
9T-PI0
9T-Inf

Hungary 10Y
Romania 5Y

BUBORO3M
BUBR3M

0 ~N W 1 o N

9T-dy
9T-uer
ST-PO
ST-Inr

ST-dy
ST-uer
T-PO
vT-Inf

yTudy
yT-uer
€T-PO
€T-INM

€T-1dy
€T-uer

—
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Slovakia 10Y Slovenia 10Y

EUR003M

Note:*Information on past performance is not a reliable indicator for future performance. Forecasts are not a reliable indicator for future performance.
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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.
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