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CEE MARKET INSIGHTS

Polish and Serbian central banks to stay on hold
This week in CEE

This week is quite eventful in CEE. There are two central bank meetings scheduled in the region. In Poland, the rate setting
meeting is scheduled for Wednesday; in Serbia, on Thursday. We do not expect any change in the key policy rates in both
countries. Apart from the central bank meetings, Slovakia and Romania will publish the 3Q23 GDP structure. Czechia,
Hungary, Romania and Slovakia will publish retail sales growth in October. Hungary and Czechia will release the industrial
output growth as well. In Hungary, at the end of the week, November's inflation figure will be released; it is expected to fall
dynamically further. The PPl index will be published in several countries throughout the week and it is expected to confirm
ongoing disinflationary tendencies in the CEE economies. Last but not least, Czechia will publish wage growth in the third
quarter and the data may prove to be of high importance ahead of the December central bank meeting, as the decision on
when to begin with monetary easing is still pending.
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FX market FX market developments
40%  Depreciation The CEE currencies maintained their relative strength
s . against the euro throughout the last week. The Czech
® e ° koruna and Polish zloty performed particularly well,
oo - o E— —*_  extending their gains. Such a development was driven by

global trends, as expectations for interest rate cuts by
major central banks next year will be growing, amid falling

0% inflation and easing demand pressure. This week, Polish
and Serbian central bank meetings are the key local events.
We expect both banks to remain on hold in December.

B.0% While the Polish central bank is taking a pause in the easing
Appreciation cycle, Serbia still has to undergo monetary easing, which
-10.0% CURGZK EURHUF EURPLN EURRON evrrso  We expect to begin in the course of the first quarter. Other
@YD @ WW @ Expected move until end of Q4 than that, nominal wage growth in Czechia (due Monday)
Souroe: Erste Group Research. R may trigger comments from the central bankers, as the

Source: Bloomberg, Erste Group Research beginning of monetary policy is likely to be a matter of

discussion at the December meeting. Recent data has
proven to be clearly anti-inflationary (final 3Q23 GDP was
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LCY yields, Eurobond spreads
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In case you missed

CEE Outlook: How CEE will develop in 20247

CEE Baltics: Estonia with the deepest recession

CEE: RePowerEU chapter boosts RRF allocations for CEE
CZ: Weak data from the Czech economy continue

HU: 3Q23 GDP Flash estimate confirmed

HR: Inflation further moderated in November

HR: 3Q23 GDP surprised to the upside

PL: Transportation fuels push inflation in November

RO: ESI points to a sequential GDP growth rebound in 4Q23
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revised down, amid falling inflation and expected fiscal
tightening in 2024).

Bond market developments

The bond market in the region mirrored the development on
major markets. In the US and Germany, long-term yields fell
visibly, supported by the data on the US economy's recent
cooling. Most of the CEE countries experienced a
downward shift of the long end of the curve by at least 15
basis points throughout last week. In the region, the
dynamic decline of inflation and ongoing or expected
monetary easing support a lower level of yields as well. As
for other news, Croatia approved its budget deficit
widening to 1.9% of GDP in 2024, ahead of the upcoming
election year. Croatia has fiscal space, as the budget was
mostly balanced in 2023, in contrast to other CEE
countries. In Czechia, the government will consolidate
public finances in 2024. In Hungary, Finance Minister Varga
announced that Hungary is committed to its 2.9% of GDP
deficit target next year, down from around 5% of GDP in
2023. Based on the approved 2024 budget law, the
planned net issuance will be HUF 2,643bn. As for FX
financing, issuances of an international USD bond with a
volume of up to USD 2bn and a benchmark-sized green
EUR bond are planned in TH24, with Samurai and Panda
bond issuances planned for 2H24. The 30% threshold
regarding the share of FX debt within total public debt
remains unchanged. On the wholesale HUF bond market,
AKK plans a negative net HUF bond issuance with just an
HUF 1,87 2bn institutional HUF bond auction plan.
Meanwhile, retail financing should preserve its crucial role,
with planned gross issuance of HUF 4,298bn.


https://www.erstegroup.com/en/research/report/en/SR362464
https://www.erstegroup.com/en/research/report/en/SR362144
https://www.erstegroup.com/en/research/report/en/SR362084
https://www.erstegroup.com/en/research/report/en/SR362981
https://www.erstegroup.com/en/research/report/en/SR362950
https://www.erstegroup.com/en/research/report/en/SR362790
https://www.erstegroup.com/en/research/report/en/SR362317
https://www.erstegroup.com/en/research/report/en/SR362765
https://www.erstegroup.com/en/research/report/en/SR362514
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Upcoming releases in CEE
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Pre Comment

Although nominal wage growth is relatively high, real wages are
negatively affected by high inflation.

We expect confirmation of the flash estimate figure.

Retail sales are expected to edge up by 0.6% m/m in October,
thanks to 10% increase in minimum wages and higher confidence
in retail sales.

A more favourable base effect could deliver improvement in y/y
terms.

Slight improvement could be seen compared to September. Fuel
sales yet to pull down the headline figures with a close to 20% y/y
drop.

Retail sales remain under pressure.

We expect significant historical data revisions upon data availability.

We look for a positive contribution from investments to 3Q GDP
growth, mainly boosted by state investments supported by EU
funds.

Weakening foreign demand together with problems within the
automotive sector stand behind an expected deficit in foreign trade.

NBS expected to remain on hold

Disinflation process could have been continued in November.

Negative monthly change is expected on back of dropping fuel
prices.

The positive trade balance is expected to narrow mainly due to the
forecasted worsening in export activity.

Source: Erste Group Resarch
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Note: Past performance is not necessarily indicative of future results
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Forecasts
Government bond yields
Friday's close 2024Q1 2024Q2 2024Q3 Friday's close 2023Q4 2024Q1 2024Q2 2024Q3
Czechia 10Y 4.19 4.19 3.89 3.65 EURCZK 24.24 24.50 24.38 2431 24.25
Hungary 10Y 6.80 6.97 6.80 6.43 6.26 EURHUF 378.45 38500 385.00 385.00 385.00
Poland 10Y 5.45 5.50 5.50 5.30 5.10 EURPLN 4.32 4.40 4.40 4.35 4.35
Romanial0Y 6.88 7.30 7.10 7.00 6.80 EURRON 4.96 5.00 5.02 5.05 5.07
Serbia 10Y 6.42 6.40 6.30 6.20 6.00 EURRSD 117.03 117.30 117.40 117.40 117.40
EURUSD 1.09 1.08 1.12 1.15 1.16
Croatia 10Y 127.00 130.00 130.00 120.00  120.00
Slovakia 10Y 117.00 125.00 120.00 120.00  120.00
Slovenia 10Y 86.00 90.00 90.00 90.00 90.00
DE10Y yields 2.36 2.60 2.40 2.40 2.40
3M Money Market Rate Key Interest Rate
Friday's close 2023Q4 2024Q1  2024Q2 Friday's close 2023Q4 2024Q1 2024Q2 2024Q3

Czechia 7.06 6.81 5.90 5.05 4.39 Czechia 7.00 6.75 5.75 5.00 4.25
Hungary 10.69 10.38 8.70 7.48 6.95 Hungary 11.50 10.75 8.75 7.50 6.75
Poland 5.84 5.70 5.60 5.50 5.40 Poland 5.75 5.75 5.75 5.75 5.75
Romania 6.25 6.50 6.25 6.00 5.50 Romania 7.00 7.00 7.00 6.75 6.25
Serbia 5.71 5.66 5.33 4.95 4.73 Serbia 6.50 6.50 6.00 5.50 5.25
Eurozone 3.96 3.99 4.02 3.79 3.57 Eurozone 4.50 4.50 4.50 4.25 4.00
Real GDP growth (%) Average inflation (%) Unemployment (%)

2022 2023e 2024f 2025f 2022 2023e 2024f 2025f ‘ 2022 2023e 2024f 2025f
Croatia 6.3 2.2 2.4 2.6 Croatia 10.8 8.1 35 2.7 Croatia 7.0 6.3 6.0 5.7
Czechia 24 -0.4 18 33 Czechia 15.1 10.6 2.4 1.9 Czechia 2.2 2.7 3.4 3.9
Hungary 4.6 -0.6 3.2 34 Hungary 14.5 17.7 5.4 3.8 Hungary 3.6 3.8 35 34
Poland 4.9 0.2 23 3.4 Poland 14.3 11.6 57 3.0 Poland 51 52 5.0 5.0
Romania 4.6 21 33 4.8 Romania 137 10.6 6.6 4.3 Romania 5.6 5.6 5.7 5.6
Serbia 23 2.4 3.3 3.6 Serbia 11.9 12.5 4.7 3.2 Serbia 9.4 9.5 9.0 8.6
Slovakia 1.8 11 2.0 2.7 Slovakia 12.8 10.7 55 4.0 Slovakia 6.1 6.0 6.0 5.7
Slovenia 25 13 2.2 2.3 Slovenia 8.8 7.8 3.9 25 Slovenia 4.0 3.7 3.6 35
CEES8 avg 4.1 0.6 25 3.5 CEES8 avg 13.8 11.6 5.1 3.2 CEES8 avg 4.8 4.9 4.9 4.9
Public debt (% of GDP) CI/A (%GDP) ‘ Budget Balance (%GDP)

2022 2023e 2024f 2025f 2022 24f 2025f 3e 2024f
Croatia 68.2 61.8 60.1 58.5 Croatia -2.8 -0.2 -0.7 -0.2 Croatia 0.4 -0.5 -2.0 -1.5
Czechia 44.2 455 46.3 46.3 Czechia -5.6 0.8 1.0 0.5 Czechia -3.6 -4.0 -2.8 -2.4
Hungary 73.3 71.6 69.9 68.7 Hungary -8.2 0.2 1.0 1.7 Hungary -6.2 -5.2 -3.8 -3.2
Poland 49.1 50.0 53.0 55.0 Poland -3.3 0.8 -0.3 -1.0 Poland -3.4 -5.4 -4.5 -3.5
Romania 47.3 48.4 49.7 49.5 Romania -9.3 -6.9 -6.5 -6.6 Romania -6.2 -6.0 -5.4 -4.0
Serbia 55.1 52.1 51.5 51.1 Serbia -6.9 -2.1 -25 -2.8 Serbia -3.1 -2.8 -25 -2.3
Slovakia 57.8 57.8 57.5 56.9 Slovakia -6.0 0.0 -2.0 -3.0 Slovakia -2.0 -5.5 -4.3
Slovenia 723 69.9 69.6 69.2 Slovenia -1.0 3.7 2.7 25 Slovenia -3.0 -4.0 -35 -2.5
CEE8 avg 52.8 52.9 54.2 54.7 CEE8 avg -5.4 -0.6 -1.1 -1.5 CEES8 avg -3.9 -4.9 -4.1 -3.2

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 general information pursuant. 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 a marketing communication pursuant
to Art. 36 (2) delegated Regulation (EU) 2017/565 as no direct buying incentives were included in this publication, which is of
information character. This publication provides only other information without making any comment, value judgement or suggestion
on its relevance to decisions which an investor may make and is therefore also no recommendation. Thus this publication does not
constitute investment research pursuant to Art. 36 (1) delegated Regulation (EU) 2017/565. 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 for a transaction in any financial instrument or connected financial
instruments, 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 financial or connected financial instrument in a trading strategy.
Information provided in this publication is 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 does 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 a financial or connected financial instrument is not indicative for future results. No
assurance can be given that any financial instrument or connected 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 financial instruments incl.
connected financial instruments. Erste Group, principals or employees may have a long or short position or may transact in financial
instrument(s) incl. connected financial instruments 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 financial instruments, connected financial instruments or companies
resp. issuers discussed herein and may also perform or seek to perform investment services for those companies resp. issuers. 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 restrictions.

Erste Group is not registered or certified as a credit agency in accordance with Regulation (EC) No 1060/2009 of the European
Parliament and of the Council of 16 September 2009 on credit rating agencies (the Credit Rating Agencies Regulation). Any
assessment of the issuers creditworthiness does not represent a credit rating pursuant to the Credit Rating Agencies Regulation.
Interpretations and analysis of the current or future development of credit ratings are based upon existing credit rating documents
only and shall not be considered as a credit rating itself.

© Erste Group Bank AG 2023. All rights reserved.
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