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Key changes in the CEE outlook

We revised the GDP growth forecast for 2024 down in the following countries, with the CEE8
average at 2.4% in 2024

* In Czechia, to 1.0%, from 1.7%; in Hungary, to 2%, from 3.2%; and in Romania, to 2.6%, from 3.3%

In Croatia, the growth forecast got bumped up to 3.1%, owing to a stronger carry-over effect and
further improving private consumption outlook.

We revised the inflation forecast downward in all CEE countries.

« Average inflation in 2024, compared to the previous year, is expected to be lower in all CEE
countries as demand-side pressure and supply-side factors favor downward trend.

« Meager economic recovery is supporting lower inflationary pressure in the region, on top of easing
supply-side factors such as easing prices of food.

 Inflation to fall toward the central bank’s target in 2024 in several CEE countries.
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Key changes in the CEE outlook

Monetary easing in full swing in the region

« Czechia surpsingly accelerated monetary easing in February, but the recent weakening of Czech
koruna may hold off bigger interest rate cuts. We keep seeing the key policy rate at 4.0% at the end
of the year.

« Hungary lowered the policy rate to 9.0% at the last meeting and we expect it to fall to 6.5% by mid-
2024 and remain unchanged afterwards.

« Serbia, on the other hand, is likely to delay the beginning of monetary easing until the major central
banks make the move and cut interest rates.

« Romania should begin with monetary easing in the second quarter of 2024.

« Poland may keep the policy rate flat at 5.75% throughout 2024 after frontloading a 100 basis point
cut in the second half of 2023.

ERSTE é Source: Erste Group Research
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Global trends affecting our forecasts

» The Eurozone has been stagnating, with Germany's economy having a particularly negative impact
on growth in the winter half-year, due to its heavy reliance on industry and global inventory
reduction.

* In Eurozone, we anticipate only a slight recovery in economic momentum from the first half of
2024. The possibility of slight interest rate cuts in the major currency areas is expected to provide
some much-needed economic optimism, as the major central banks are projected to implement
monetary easing in mid-2024.

* In general, underlying economic weakness is expected to maintain lower demand pressure and
disinflationary trends in the region, with external factors such as food prices remaining
disinflationary throughout the year.

» However, the impact of these external factors should begin to wane, while cost pressures may
increase in the months to come as a result of the Red Sea conflict and associated attacks.

ERSTE é Source: Erste Group Research

Group March 2024



Country-specific developments

Weaker economic growth results in lower demand and may lead to further downward revisions of
inflation forecasts. This could prompt the Czech National Bank to implement more rate cuts,
potentially going below 4% by the end of the year.

In Croatia, the parliamentary election procedure has been put in motion, as PM Plenkovic announced
the current parliament will be dissolved on March 14, paving the way for elections to be held
sometime between mid-April and mid-May. Fiscal expansion is expected to support growth in 2024.
Spread levels clearly suggest that the market has for some time been pricing in additional credit rating
hikes.

In Hungary, recent inflation figures, along with a weak state of the real economy and positive
developments in Hungary's risk assessment, have temporarily accelerated the pace of rate cuts.
However, we anticipate a slowdown in the monetary easing process. Increased political noise and
ongoing tensions between the government and central bank regarding the desirable pace of monetary
easing do not support the Hungarian forint.

In Poland, if inflation increases in the second half of the year, the central bank may opt to keep interest
rates unchanged. The development of inflation will heavily depend on the decision to prolong or
remove anti-inflationary measures from 2022. Furthermore, Poland is benefiting from a change of
government and the unlocking of EU funds, as evidenced by the EURPLN moving down.

ERSTE é Source: Erste Group Research
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Country-specific developments

* In Romania, fiscal risks have been increasing, with the YTD budget deficit reaching 1.67 % of GDP at
the end of February. This indicates that our forecast of a 2024 budget deficit at 5.7% may be
optimistic, particularly when overlooking one-offs like military spending. Twin deficits continue to be a
key concern for markets and the rating outlook. Local and European elections scheduled for June 9
are expected to cement the current grand coalition's continuity beyond 2024.

« Slovakia is set to hold its presidential elections in April, with two frontrunners: Pellegrini, supported by
the ruling coalition, and Korcok, associated with the opposition. The return of Robert Fico and his
populist government has delayed fiscal consolidation and led to protests in response to changes in the
judicial system. A threat of having EU funds blocked looms if the Criminal Code amendment enters into
force.

* In terms of Serbia's international image, it appears that both the US and EU administrations are losing
patience with the constant emergence of spats between Serbia and Kosovo. Crucial negotiations
regarding normalization have stalled, but this could be justified by the expected formation of a new
Serbian government. Meanwhile, Serbia is under greater pressure as its relations with Russia remain
unchanged.
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Growth outlook

We revised the GDP growth forecast for 2024 down in
the following countries:

Czechiato 1.0%, from 1.7 %
Hungary to 2%, from 3.2%
Romania to 2.6%, from 3.3%

In Croatia, the growth forecast got bumped up to
3.1%, owing to a stronger carry-over effect and
further improving private consumption outlook.

The risks to the downside to our current CEE8 GDP
forecast at 2.4% persist, as the German economy has
been weak.
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CEE growth should accelerate to 2.3% in 2024 (CEES
average) from 0.6% in 2023

CEES8 growth forecast, percent
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GDP structure in 2023 was mixed bag; both private
consumption and investment declined only in Hungary

Private consumption was a drag in a number of countries Investment grew everywhere but in Hungary
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Net exports contributed positively to 2023 GDP growth.
With revival of private consumption, imports should get
impulse and reduce net export contribution in 2024

Growth of exports and imports of goods and services, percent
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Economic Sentiment Indicator and Consumer Confidence, points
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Sentiment indicators
allow for moderate
optimism only

The Economic Sentiment Indicator (ESI)
in the region dropped from January's
two-year peak of 100.2 to 99.4 in
February.

The consumer confidence indicator saw
a more significant drop in February,
indicating that consumers have lost
some of the confidence they had gained
in previous months.

Source: Erste Group Research
March 2024



Economic Sentiment Indicators across sectors, points

15
10
/
3}
0
1Q23 2Q23 3Q23 4Q23 Jan-Feb 24

b \ /A

-10
—=|ndustry, CEE8 average ===Retail, CEE8 average ===Services, CEE8 average

ERSTES

Group

Industry and retail lack
the impulse to recover
more visibly

When it comes to sector-specific
sentiment, the beginning of the year has
brought slightly worse sentiment in
industry compared to the fourth quarter
of 2023. However, the confidence
indicator for the retail sector saw
virtually no change.

On the other hand, the services sector
experienced a noticeable improvement
in sentiment during this period.

Source: Erste Group Research
March 2024



Manufacturing PMI indices remain in 'contraction zone' in
region, suggesting underlying weakness of industry

Manufacturing PMI Index launched in March in Romania Manufacturing PMI Index in Czechia, Poland and Germany
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Inflation and labor market

Average inflation in 2024 is expected to be lower in all CEE
countries. Meager economic recovery is supporting lower
inflationary pressure in the region on top of easing supply-
side factors (food prices). On the other hand, cost pressure
may rise in the months to come.
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Labor market conditions remain tight, despite weak growth

Unemployment rate, LFS percent Unemployment expectations over next 12 months
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In 2023, the unemployment rate (based on Labor Force Survey data) increased in only two countries: Czechia (from
2.4% in 2022 t0 2.6% in 2023) and Hungary (from 3.6% in 2022 to 4.0% in 2023). Conversely, in all other countries,
unemployment rates dropped, despite some countries experiencing relatively low economic growth (such as Poland).
The labor market remains tight throughout the region, even in Czechia and Hungary, as the increases in
unemployment rates were rather marginal on average. Additionally, expectations for increasing unemployment rates

have dropped, indicating that the labor market in the CEE region is continuing to improve.
ERSTE é Source: Erste Group Research
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Inflation vs. unemployment rate, percent
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Labor market did not
bear any costs of
disinflation, either

The effect of a tight monetary policy and
disinflation on unemployment, as
described in the basic form of the Phillips
curve, is not really visible in CEE.

Despite monetary policies that reduced
inflation and added to the slowdown of
the economy, unemployment stayed
relatively stable in most of the countries
in the region. Only in Hungary, which also
faced the worst recession in CEE, did the
unemployment rate rise from 3.6 % to just
4.2%. Other countries in CEE have a
rather vertical line in the scatterplot.

Source: Erste Group Research
March 2024



Nominal wage growth and inflation forecast, percent Nomin al Wage g rowth
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Inflation development, percent Inflation fa"ing toward
ta rget

In Czechia, January's inflation fell to
2.3% yly, almost at the 2% central bank
target. In Hungary, January's footprint at
3.8% yly is within the tolerance band.
The highest inflation in the CEE region
(and the whole EU) is in Romania: above
7%.

30

In Hungary, inflation is not likely to stay
around the target for too long. From May,
the positive base effects will come to an
end, and inflation is likely to rise in the
following months. In Poland,

the development is likely to be similar.
SCoSoooooooooooooooooooooooooooosooog Only in Czechia should inflation remain
close to the central bank target for most

of the year.
ERSTE é Source: Erste Group Research

Group March 2024
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Core inflation expected to remain above headline inflation.
Monthly dynamics returned to pre-pandemic pattern
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External factors to provide mixed bag of effects

Producer price and Global Supply Chain Pressure Index Food prices should continue to be disinflationary
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As for the cost pressure, recent increase in Global Supply Chain Pressure suggest the change in the recent

downward trend of producer prices. Food prices, on the other hand, should remain a disinflationary factor throughout
the year.
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Inflation will be on average lower in 2024 but it will move in
different directions in second half of 2024
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Croatia, Romania and Serbia should see inflation falling throughout the year. In Czechia, Hungary and Poland, on the
other hand, inflation is expected to be higher compared to the beginning of 2024. Such a development will be driven
by the base effect to some extent.
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Monetary policy

The Czech central bank surprised with a 50 basis
point cut in February and should continue with
monetary easing in the months to come.

Hungary lowered the policy rate to 9.0% at the last
meeting and we expect it to fall to 6.5% by mid-2024
and remain unchanged afterwards.

Romania and Serbia should begin with monetary
easing only in the course of 2024. Serbia is expected
to wait until the Fed begins with monetary easing.
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CEE central banks reacted quickly and decisively and were
first to cut interest rates
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CEE: key interest rate forecasts (%)
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Serbia

Key interest rates to fall
everywhere by mid-
2024

Czechia and Hungary should continue
with monetary easing. Hungary is likely
to frontload rate cuts before the inflation
trend becomes less favorable in the
second half of the year. In Czechia,
inflation close to the central bank's
target supports monetary easing.
Poland is likely to take a pause, while
Romania and Serbia will not cut interest
rates until later in 2024.

Source: Erste Group Research
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Market prices in biggest interest rate cuts in Czechia FRAS SuggeSt mOSt

9 . . .
sizable easing In
’ Czechia
7 Currently, the market expects the most
extensive monetary easing in Czechia,
6 with the key policy rate around 3.5% at
the end of the year. We believe in a
5 :
more cautious approach by the central
A bank.
3 In Hungary, market expectations
regarding monetary easing also go
2 beyond our baseline scenario of the key
policy rate at 6.5% in mid-2024 and flat
1 afterwards.
0 In Poland, monetary easing in 2024
Czechia Hungary Poland remains a big question and will heavily
E3M E1x4 E3x6 E6x9 mOx12 depend on the inflation development in

. the second half of the year.
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stance, bond market

and exchange rate
development

Fisca
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Budget balance, percent of GDP

Croatia Czechia Hungary Poland Romania Serbia Slovakia Slovenia
02023e @2024f

Most CEE countries to
have budget deficit
above 3% of GDP

Croatia has space for fiscal expansion,
especially as 2024 is an election year.

Czechia and Hungary plan fiscal
consolidation in 2024, while all other
countries are likely to see similar budget
deficits as in 2023.

In Romania, the budget deficit reached
1.67% of GDP at the end of February.
Such a development makes our forecast
of the 2024 budget deficit at 5.7% look
quite optimistic (even if we overlook
one-offs such as military spending).

Source: Erste Group Research
March 2024



Yields in CEE have moved north since beginning of year
everywhere but Czechia, where sizeable monetary easing
seems to dominate bond market development
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Spread vs. German Bunds, basis points
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Spread compression
everywhere but
Slovakia

Expectations for the Hungarian central
bank to cut rates, coupled with some
other factors led to a spectacular bond
rally, with 10Y reference yields dropping
well below 6% at end-2023. The spread
over the 10Y German Bund yield
declined below 400bp.

At the end of 2023, Fitch downgraded
Slovakia's rating by one notch in
response to the worsened fiscal stance
and neglect of structural challenges.
Other rating agencies may follow.
Spreads widened to 120-130 basis
points recently.

Source: Erste Group Research
March 2024



FX market

Year-to-date development Development since pandemic outbreak
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Since the beginning of the year, the Czech koruna and Hungarian forint have depreciated against the
euro, while the Polish zloty, on the contrary, has strengthened. The markets are keeping a close eye on
the comments of central bankers to see whether weaker currencies could not be mentioned as a hurdle
for the continuation of monetary easing at the current pace. This is especially valid for Czechia.
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Political landscape In
region
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Main political developments in region

« Czechia remains politically stable and has recently opened discussions on the costs and benefits of adopting the
euro currency.

» In Croatia, the parliamentary election procedure has been put in motion, as Prime Minister Plenkovic announced that
the current parliament will be dissolved on March 14, paving the way for elections to be held sometime between
mid-April and mid-May. Ahead of the official campaign start, polls suggest that the two largest parties have firmed
up their positions recently (HDZ 26.5% and SPD 17.9%), while other top-3 parties all score very close to 8%.

» The European Commission recognized Hungary's judicial reforms as meeting fundamental requirements for judicial
independence in December 2023, allowing Hungary to request reimbursement of EUR 10.2bn from the roughly EUR
22bn allocated in Cohesion funds. However, concerns still linger, and recent government crises and conflicts with
the central bank are negatively impacting the Hungarian currency.

» Poland is benefitting from a change of government, with the European Commission confirming its participation in the
European Public Prosecutor's Office (EPPO) and efforts to restore the rule of law, unblocking up to EUR 137bn in EU
funding towards future economic development. The Polish zloty has gained positive investor sentiment, despite
significant budget deficits and financing needs, and even disputes with the central bank over the potential removal
of Governor Glapinski have not affected the currency negatively.

ERSTE é Source: Erste Group Research
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Main political developments in region

In Romania, the grand government coalition between the Social Democrats (PSD) and Liberals (PNL) has functioned
smoothly, offering political stability, which has been praised by rating agencies. Opinion polls suggest government
continuity beyond the 2024 elections, with the Socialists likely to be the main coalition party. The general elections
are scheduled for the end of the year, with the European elections and local elections taking place on June 9 serving
as the first test for political parties. The two main parties are running as an alliance for the European elections and
have garnered almost 44% of vote intentions.

Unlike Poland, Slovakia faces a return of Robert Fico and his populist government. On the fiscal side, no meaningful
consolidation is planned, raising eyebrows at the European Commission and prompting rating agencies to consider
their assessments. The ruling coalition in Slovakia has sought to push through radical changes to the judicial system,
despite protests and diplomatic clashes with long-term allies such as Czechia. The amendment to the judicial system
violates specific European directives named by the European Commission and could lead to European funds being
stopped. The law was signed by the president, but the Constitutional Court suspended the effectiveness of some
parts of the amendment to the Criminal Code. In Slovakia, the upcoming presidential elections in April feature
frontrunners Pellegrini, supported by the ruling coalition, and Korcok, associated with the opposition parties. The
presidential elections may become a turning point for the fiscal policy in Slovakia.

In Serbia, the parliamentary elections in December 2023 resulted in the Serbian Progressive Party (SNS) winning the
majority of seats in parliament. Most recently, Serbian President Aleksandar Vucic announced that Ana Brnabic will
step down as prime minister, after leading the government for almost seven years, to become parliamentary speaker.

ERSTE é Source: Erste Group Research
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Rule of law improved everywhere but in Hungary and
Poland, according to Worldwide Governance Indicators
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Macro Forecasts

Real GDP growth (%)

Average inflation (%)

Unemployment (%)

2022 2023e 2024f 2025f
Croatia .
Czechia . -0.4 . .
Hungary 4.6 -0.9 2.0 3.4
Poland 4.9 0.2 2.8 3.5
Romania 4.1 2.1 2.6 3.9
Serbia 2.5 2.5 3.3 3.5
Slovakia 1.8 1.1 2.0 2.7
Slovenia 2.5 1.6 2.3 2.5
CEES8 avg
Public debt (% of GDP)

2022 2023e 2024f 2025f
Croatia 68.2 61.3 59.5 58.0
Czechia 44.2 44.8 45.4 45.7
Hungary 73.9 73.5 73.1 72.1
Poland 49.1 50.0 53.0 55.0
Romania 47.3 48.4 49.7 49.5
Serbia 55.2 52.5 51.1 50.9
Slovakia 57.8 58.2 60.0 61.3
Slovenia 72.3 69.1 68.6 67.4
CEES8 avg 52.8 53.0 54.5 55.2
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2022 2023e 2024f 2025f
Croatia 10.8
Czechia 15.1 10.7 .
Hungary 14.5 17.6 4.7 4.0
Poland 14.3 11.6 4.5 4.0
Romania 13.7 10.5 5.5 3.7
Serbia 11.9 12.5 4.3 2.9
Slovakia 12.8 10.5 3.0 3.0
Slovenia 8.8 7.4 2.7 2.5
CEES8 avg 13.8 11.6
C/A (YGDP)

2022 2023e 2024f 2025f
Croatia -2.8
Czechia -6.1 . .
Hungary -8.2 0.2 0.7 1.1
Poland -3.3 1.6 0.0 -1.0
Romania -9.2 -7.2 -6.9 -6.8
Serbia -6.9 -2.6 -3.9 -4.8
Slovakia -7.4 0.2 -1.7 -3.0
Slovenia -1.0 4.4 2.9 2.6
CEES8 avg -5.6 -0.3 -1.1 -1.6

2022 2023e 2024f 2025f
Croatia
Czechia . . . .
Hungary 3.6 4.0 3.9 3.6
Poland 5.1 5.2 5.0 5.0
Romania 5.6 5.6 5.6 5.6
Serbia 9.4 9.5 8.8 8.6
Slovakia 6.1 6.0 5.9 5.7
Slovenia 4.0 3.8 3.7 3.6
CEES8 avg
Budget Balance (%GDP)

2022 2023e 2024f 2025f
Croatia . -0.5 -2.0 -1.5
Czechia -3.2 -3.6 -2.8 -2.2
Hungary -6.2 -6.5 -5.0 4.1
Poland -3.4 -5.4 -5.5 -4.0
Romania -6.2 -6.0 -5.7 -4.0
Serbia -3.1 -2.2 -2.5 -2.3
Slovakia -2.0 -6.0 -6.0 -5.0
Slovenia -3.0 -3.7 -3.3 -2.5
CEES8 avg -3.9 -5.0 -4.8 -3.6
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Market Forecasts

LCY Government bond yields

Latest 2024Q2 2024Q3 202404 2025Q1
Czechia 10Y 3.64 3.85 3.67 3.50 3.36
Hungary 10Y 6.16 6.34 6.23 6.14 6.05
Poland 10Y 5.31 5.00 4.90 4.80 4.70
Romanial0Y 6.52 6.70 6.60 6.50 5.90
Serbia 10Y 6.02 5.90 5.70 5.60 5.50

Spreads vs. German Bunds (bps)

Croatia 10Y 93.00 100.00 100.00 100.00  100.00
Slovakia 10Y 118.00 130.00 130.00 130.00  130.00
Slovenia 10Y 66.00 80.00 80.00 80.00 80.00
DE10Y yields 2.30 2.30 2.30 2.30 2.30
3M Money Market Rate

Latest 2024Q2 2024Q3 2024Q4 2025Q1
Czechia 5.92 4.94 4.44 3.95 3.85
Hungary 8.10 6.60 6.60 6.60 6.35
Poland 5.86 5.65 5.50 5.30 5.15
Romania 6.08 5.97 5.47 4.97 5.42
Serbia 5.69 5.65 5.00 4.56 4.15
Eurozone 3.93 3.79 3.40 2.92 2.45
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Latest 2024Q2 2024Q3 2024Q4 202501
EURCZK 25.30 24.90 24.75 24.60 24.47
EURHUF 394.45 390.00 390.00 390.00 390.00
EURPLN 4.28 4.30 4.30 4.30 4.30
EURRON 4.96 4.98 5.02 5.05 5.07
EURRSD 117.03 117.20 117.20 117.30 117.30
EURUSD 1.09 1.14 1.14 1.12 1.12
Key Interest Rate

Latest 2024Q2 2024Q3 2024Q4 2025Q1
Czechia 6.25 5.00 4.50 4.00 3.75
Hungary 9.00 6.50 6.50 6.50 6.25
Poland 5.75 5.75 5.75 5.50 5.00
Romania 7.00 6.75 6.25 5.75 5.50
Serbia 6.50 6.50 5.75 5.25 4.75
Eurozone 4.50 4.25 4.00 3.50 3.00

Source: 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 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 (“FPQO")) 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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