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CREDIT MARKETS SPECIAL | CORPORATE BONDS| CEE 

 

CEE corporate bond rally 
The spread pickup of EUR IG non-financial corporate bonds from CEE over the EUR IG non-financial corporate bond market as a whole 

widened significantly as a result of the outbreak of war in Ukraine. It peaked in autumn 2022. Since then, the risk premium of CEE bonds 

has fallen compared to the broader market. It is approaching the level seen before the war started. 
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EUR IG Corporate Bonds in comparison 

 
Source:   Market data provider, Erste Group Research 
Data as of 04/17/2024 
IG = “Investment Grade” 

 
 
Link to analyses for selected CEE issuers 
 
 
Contents 
CEE risk premium falling continuously 
since 4Q22 .................................................1 
Case studies ...............................................3 
 
 
 
 
Major Markets & Credit Research 
Gudrun Egger, CEFA (Head) 
 
Sub-Sovereigns & Agencies 
Ralf Burchert, CEFA 
 
Financials & Covered Bonds 
Heiko Langer 
Carmen Riefler-Kowarsch 
 
Corporate Bonds 
Peter Kaufmann, CFA 
Bernadett Povazsai-Römhild, CEFA, CESGA 
Elena Statelov, CIIA 
 
 
 
Note: Information on past performance is 
not a reliable indicator of future 
performance. 

 CEE risk premium falling continuously since 4Q22 
 
CEE corporate bonds are in demand again 
As the spread development for CEE EUR corporate bonds shows (on average), 
sentiment towards EUR corporate bonds from CEE has improved significantly 
over the last one and a half years. However, risks remain. This is because some 
issuers are still sourcing oil & gas from Russia or are benefiting from the 
transmission as pipeline operators. However, the issuers concerned are 
increasingly better prepared for an end to supplies. 
 

Outbreak of Ukraine war burdens CEE corporate bonds 
While the outbreak of the coronavirus pandemic made little difference to the 
relative valuation of corporate bonds from the CEE region compared to the 
broad market as a whole, the outbreak of the war in Ukraine put corporate 
bonds from the CEE region under strong pressure. While the spread premium of 
CEE EUR corporate bonds over the broad EUR corporate bond market as a 
whole was still 15 basis points (bp) on average as of December 31, 2021, it 
widened significantly to 196bp by March 31, 2022, following the outbreak of 
the war in Ukraine on February 24, 2022. 
 
The CEE "risk premium" peaked (~270bp) in autumn 2022 and has since been 
steadily approaching the level seen before the outbreak of war in Ukraine. It 
currently stands at around 60bp. If the war does not escalate and CEE 
countries such as Hungary manage to become less dependent on Russian oil & 
gas supplies as planned, there is spread tightening potential. Poland, for 
example, is already independent of Russian oil & gas imports. 
 
At BBB, the average rating of CEE issuers is somewhat weaker than the 
average rating on the EUR IG corporate bond market as a whole (A-BBB). On 
the other hand, the modified duration of bonds on the overall market is higher 
on average at 4.9 years than in CEE (3.4 years). 
 

Rally is entirely justified 
The recent strong performance of CEE corporate bonds is underpinned by 
fundamentals. The CEE issuers, which are primarily from the utilities and oil & 
gas sectors, have good credit ratios in a peer comparison. Dependence on 
Russia is gradually being reduced. Incidentally, the recent escalation in the 
Middle East conflict did not lead to an increase in the CEE spread "pickup". 
 
Many governments in the CEE region hold shares in issuers that are important 
for the state energy infrastructure. This usually supports their credit quality 
indirectly. For example, the Czech government holds 70% of the shares in the 
utility CEZ, which accounts for around 30% of the CEE EUR IG corporate bond 
volume. For the members and weightings of the EUR IG Corporate Bond 
universe in CEE analyzed here, please refer to the appendix. 

Non-Fin. Corporate Bonds EUR IG EUR IG CEE 

Ø Mod. Duration (years) 4.9 3.4
Ø Yield (%) 3.7 4.4
Ø Spread vs. Bund (bps) 118 175
Ø Rating A/BBB BBB

mailto:peter.kaufmann@erstegroup.com
http://www.erstegroup.com/en/research/report?newest=true&lang=en&doctype=mm_en__crp_credit_mon_cee
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Due to the high proportion of utilities in the CEE corporate bond universe 
(around 70%), a comparison of CEE EUR corporate bond spreads with those 
from the entire utilities sector is even more meaningful. This "fairer" 
comparison also clearly shows a CEE risk premium (see chart above right). 
 
It is not only the Ukraine war and Russian oil & gas that are decisive for the 
CEE risk premium. It is also determined by the general risk appetite of credit 
market investors. This is shown by the connection with the iTraxx Crossover 
CDS Index. It reflects the default risks of large but somewhat less 
creditworthy EUR corporate bond issuers. 
 
The expectation that the ECB will soon cut key interest rates has stimulated 
risk appetite in recent months. The declining inflation rate increases the 
probability of an interest rate cut in June. 
 
For some CEE issuers, an end to Russian oil & gas supplies remains an 
important risk factor in the short term. We describe the progress made by 
some of the affected issuers in becoming independent from Russia. 
 

Risk premium of CEE EUR corporate bonds has been... 
Spreads* to Bund & CEE risk premium in basis points 

... falling continuously since 4Q22, also vs. utilities 
Spreads* to Bund & CEE risk premium in basis points 

  
 

Source:    Markit, Erste Group Research 
*of benchmark-eligible EUR Corporate Bonds; data per end of quarter 

Source:    Markit, Erste Group Research 

Utilities dominate in Central & Eastern Europe 
Share of CEE EUR IG benchmark corp. bond volume 

CEE risk premium correlates at times with HY CDS index 
5Y iTraxx XOVER-CDS index vs. CEE risk premium, in bp 

  
 

Source:    Markit, Erste Group Research Source:    Markit, Erste Group Research, Data until 04/17/2024 
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Comparison with utilities index also 
shows CEE risk premium 

Level of CEE risk premium also 
reflects general risk appetite on 
market 

Dependence on Russia is being 
reduced 
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Case studies 
 
Affected CEE issuers are working to make themselves independent of Russian 
oil & gas supplies and sales from the transit of Russian gas. 
 

eustream 
The EUR 500mn bond of the Slovak gas pipeline operator eustream 
(Ba1/BBB), which matures in 2027, has been among the five best-performing 
benchmark-eligible, investment grade-rated EUR corporate bonds since the 
beginning of the year. 
 
Despite the outbreak of the war in Ukraine and falling gas transit volumes, 
particularly from Russia (FY22/23: 17bcm; -52.4% y/y; 11bcm of which 
flowed to Austria), eustream continues to receive capacity payments from its 
major Russian customer Gazprom on the basis of a long-term contract. Sales 
in FY22/23 (until July 31, 2023) declined to EUR 226.5mn (-61% y/y). 
Although operating cash flow fell to EUR 43mn (-89% y/y), eustream 
generated slightly positive free cash flow (around EUR 27mn) thanks to its low 
investment requirements. 
 
According to Moody's, eustream was able to increase its cash position from 
EUR 100mn to around EUR 300mn between the end of March 2022 and the 
end of 2023. The probability that eustream will be able to redeem a EUR 
500mn bond from the financing vehicle SPP Infrastructure Financing, which it 
guarantees and which matures in February 2025, from its cash increases with 
the continuation of the Gazprom payments. 
 
On January 26, 2024, Moody's raised the outlook on eustream's Ba1 rating 
from negative to stable, citing the development of its liquidity position. 
eustream is a wholly-owned subsidiary of SPP Infrastructure. SPP holds a 
51% non-controlling interest in SPP Infrastructure. The remaining 49% is held 
by EP Infrastructure. SPP is in turn 100% owned by the Slovak Republic. 
 
Moody's also justified the rating confirmation for eustream in January with the 
expectation that the parent company SPP Infrastructure could support 
eustream in the event of payment difficulties. According to the rating agency, 
SPP Infrastructure had cash and cash equivalents of EUR 900mn at the end of 
2023 (including eustream's cash and cash equivalents). 
 
Moody's also sees the possibility that eustream will be able to compensate for 
the loss of gas and cash flows from Russia in the medium to long term through 
capacity bookings from other customers. However, it remains uncertain when 
and to what extent this could succeed. eustream has invested in its gas 
pipelines in recent years. These can now transport gas in both directions. This 
means that gas from Norway and from LNG terminals can be transported via 
the north-south corridor from Poland to Slovakia and neighboring CEE 
countries. This not only increases the energy security of the CEE region, but 
also eustream's resilience in the event that gas deliveries and transit fee 
payments from Russia fail to materialize. 
 
The yield on the eustream bond remains the fourth highest in the EUR IG 
corporate bond market. This reflects the still high geopolitical risk. This is 

Russia risk is crucial and has been 
partially priced out 

CEE corporates reduce 
dependence on Russia 

eustream is building up liquidity 

Moody's upgraded eustream's 
rating outlook from negative to 
stable in January 2024 

If required, support from parent 
SPP Infrastructure is possible 

eustream can supply CEE countries 
with gas from Norway and via LNG 
terminals  
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because the Ukrainian gas transit supply contract with Gazprom expires at the 
end of 2024 and is unlikely to be extended. 
 
eustream's sister company SPP-distribucia also benefited from the change in 
outlook. Moody's also raised the rating outlook on SPP-distribucia's Baa2-
rated bond from negative to stable. With eustream's improved liquidity 
position, the risk that SPP-distribucia, Slovakia's leading gas supplier, will be 
called upon to provide financial support to its sister company has decreased. 
 
EP Infrastructure's rating outlook (Ba1/Fitch: BBB-) was also raised from 
stable to positive by Moody's on January 26, 2024, due to the improved 
credit quality of the gas transit subsidiary eustream. 
 
Fitch confirmed eustream’s' BBB rating on October 12, 2023, and changed 
the rating outlook from negative to stable, also citing continued "ship or pay" 
payments from main customer Gazprom and the improved liquidity position. At 
Fitch, the company benefits from a one-notch rating lift, due to its stronger 
parent company SPP Infrastructure and its potential support for eustream. 
 

MOL 
MOL (Baa3/BBB-/BBB-) is an integrated oil & gas group in Hungary with a 
business focus on downstream activities. The Hungarian state holds an 
indirect stake of around 30% in MOL. 
 
MOL's refineries still mainly process Russian oil (approx. 60%). MOL is 
pushing to diversify its oil procurement (via the Mediterranean), but must also 
invest in adapting its refineries to process non-Russian oil. By 2027, MOL 
wants to be able to process 100% non-Russian oil and be independent of 
Russian oil imports. 
 
According to Fitch, Russian gas covers 80% of Hungary's demand. If routes 
via the EU are cancelled, MOL can obtain (Russian) gas via the Turkstream 
pipeline. LNG could also be sourced via EU routes. 
 

MVM 
Hungary's largest electricity and gas supplier MVM (BBB-/BBB) has already 
been able to compensate for a temporary decline in Russian gas deliveries via 
Austria with (Russian) gas deliveries via the Serbian route (see also the 
section on MOL). In addition, LNG can be sourced via the terminal in Krk. 
 

Orlen 
The leading Polish oil & gas group Orlen (A3/BBB+) has not received any more 
Russian oil in Poland since the end of February 2023. Orlen diversified its 
procurement early on and receives the raw material from the North Sea, West 
Africa, the Persian Gulf and the Gulf of Mexico, among others. In the Czech 
Republic, the group still processes Russian pipeline oil, but is supporting the 
Czech government in its efforts to obtain more oil from sources other than 
Russia. The Czech Republic is modernizing its pipelines. 
 
Orlen has also stopped sourcing Russian gas in Poland since the beginning of 
2023. Gas is sourced via the Polish LNG terminal from Qatar and the US, via 
Lithuania and via pipelines from Norway. Orlen is investing in its own LNG 
tankers.  

MOL's refineries are to be able to 
process 100% non-Russian oil with 
complete flexibility by 2027  

Hungary can obtain (Russian) gas 
via Serbia, non-Russian gas e.g. via 
LNG terminal in Krk  

Orlen is already independent of 
Russian oil & gas in Poland 

SPP-distribucia, EP Infrastructure 
benefit from eustream's improved 
liquidity position 

Fitch changed eustream rating 
outlook from negative to stable as 
early as October 2023 
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Appendix 
 

 

 
  

CEE EUR corporate bond volume* grows only slowly 
EUR corporate bond volume* in CEE (EUR bn) 

CEE: catch-up potential for corporate bond utilization 
Current outstanding corp. bond volume (% of GDP 2022) 

  
 

Source:   Market data provider, Erste Group Research Source:   Market data provider, Destatis, Erste Group Research, own 
calculations 

Benchmark-eligible CEE EUR IG Corporate Bonds 
Composition CEE EUR IG Corporate Bond Index 

 

 

 
 

Source:    Market data provider, Erste Group Research, own calculations  
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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. 
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