Erste Group Research

CEE Market Insights ERSTE é

28 September 2020 Group

CEE Market Insights
August’s data in Croatia, Serbia and Slovenia and sentiment indicators for September

This week in CEE

In Romania, local elections took place on Sunday. Based on partial counting after the local elections, the candidate
backed by PNL and USR is leading in the race for Bucharest. This week, retail trade and industrial output data for
August in Croatia, Serbia and Slovenia will be key events in the region. In Croatia and Slovenia, retail sales most
likely kept contracting in August (our forecasts are at -6.7% y/y and -3.5% yly, respectively), reflecting the impact of
weaker tourism spending. In Serbia, on the other hand, we expect to see dynamic retail trade growth. As far as
industry is concerned, the modest recovery should continue. This week, sentiment indicators for September will
also be released. On Tuesday, the European Commission publishes its Economic Sentiment Indicator, while on
Thursday manufacturing PMI figures are due in Czechia, Hungary and Poland. Sentiment indicators will be the first
indication of the economic performance in the whole third quarter. Last but not least, the inflation rate is due in
Slovenia and Poland and the unemployment rate is due in Hungary. We expect easing inflationary pressure in
September in Poland, while the Hungarian unemployment rate should remain stable, supported by seasonal
effects.

Monday Tuesday Wednesday Thursday Friday
Sl: Retail sales HU: Unemployment HR, RS: Retail, Industry PL: CPI CzZ: 2QGDP
SK: PPI SK: Current Account SI: CPI RO: Unemployment HU: Trade
CEE: ESI Indicator  RS: Trade CZ, HU, PL: PMI
RO: 2024 Bonds CZ: 2029, 2040 Bonds HU: Bonds, Bills

Recovery Index

12 This week, the Recovery Index was not updated due to
limited access to Google Mobility Data. In particular,

o mobility data in categories groceries and retail and
recreation are missing: “We have temporarily suspended

°° updates in some categories to prepare for an

improvement to how we’ll compute retail, recreation and
other categories. The upcoming update will ensure
consistency in the way that the data is being reported.
We are working to resume updates as soon as possible.”
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As soon as data is available we will update the Recovery
00 Index on our website.
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Source: Erste Group Research
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LCY yields, Eurobonds spreads
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In case you missed

CZ: Central bank kept policy rate unchanged.
HU: National Bank of Hungary did not change target rate, but increased deposit rate to 0.75%.
HU: Moody’s changed outlook to positive from stable and affirmed rating at ‘Baa3’.

PL: Retail sales growth eased in August. Fitch affirmed rating at ‘A-* with stable outlook.

RS: Fitch affirmed raring at ‘BB+’ with stable outlook.

FX market developments

The appreciation of the US dollar combined with the
spread of COVID-19 both had a negative impact on CEE
FX. The CZK sold off heavily after the Health Minister
resigned, but could recover some of these losses later.
The HUF was, in the meantime, helped by ‘undercover’
rate tightening by the MNB. The zloty fell to the largest
extent. The fact that the NBP has increased its balance

— the second fastest in the region since April (after

Hungary’s MNB) could be a reason for this. In Romania,
the NBR seems to tolerate a little bit weaker currency too,
but current levels are in-line with our previous forecasts.
While positive corrections after such selloffs (that we saw
last week in CEE) are common, the deteriorating virus
outlook, combined with the volatile global market
sentiment, makes this less likely this time in our view.

Bond market developments

Bond yields went to different directions in CEE. Czech
yields continued to fall, albeit much slower than previous
weeks. The yield decline could be due to the deteriorated
economic outlook. We do not think that there is much
room for spreads to narrow in Czechia further. In
Hungary, however, the central bank’s hike at the 1-week
depo tender was needed to recover some of the yield
increases earlier during the week. Polish and Romanian
yields were much calmer. As for rates, the Hungarian
3X6 FRA was around 1% on Friday afternoon. This
suggests that the jury is still out if last week’s undercover
hike (to 0.75%) was enough to keep the forint at bay or
not. Implied yield developments were also interesting last
week as they seem to indicate global market stress better
than bond yields. Especially RON implied yields shot up,
but implied PLN yields also crept up a bit. On the other
hand, the increase in HUF implied yields is not surprising
after FX-providing currency swaps were introduced by
the MNB. The central bank again allotted more than EUR
500mn to the Hungarian banking sector on Friday.
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RO: Romania held local elections on Sunday. Based on partial results, the candidate backed by PNL and USR is
leading in the race for Bucharest. While national-wide results are not available yet, the win in the capital is
considered by the political analysts as a signal that the two parties could form a government coalition after the

general elections due 6 December.

Upcoming releases in CEE

Date Time Country Indicator Period Survey  Erste Est. Prev. Comment
28. Sep 9:00 SK PPI 1Y) Aug 0.50% 0.4% Producer prlges are Il|kely to have increased only mildly in
August, similarly as in July.
10:30 SI Retail Sales (y/y) Aug -3.5% -4.7%  Retail trade downturn seen further moderating in August
29. Sep 9:00 HU Unemployment Rate Aug 4.90% 4.8%
14:30 SK Current Account Balance (monthly) Jul 401
30. Sep HR Current Account Balance (quarterly) 2Q -1468.1
09:00 HU  PPI(yly) Aug 3.40%
10:30 Sl CPI (yly) Sep 0.00% -0.10% Inflation expected to remain in a tight band
11:00 HR  Industrial Production (yfy) Aug 150%  -1.60% :E:S'S'Te figure expected to remain modestly negative also in
11:00 HR Retail Sales (y/y) Aug -7.50% -6.7%  Weaker tourism figures weigh on retail
12:00 RS Industrial Production (y/y) Aug 3.00% 0.40%  We expect continuation of mild industrial recovery.
12:00 RS Retail Sales (y/y) Aug 8.00% 4.70%  Retail expected to offer further optimistic signs.
12:00 RS Trade Balance Aug -504.20
01. Oct 08:00 RO Unemployment Rate Aug 5%
08:00 RO  PPI(yly) Aug -0.80%
W t inflait t i temb th
10:00 PL CPI yly) Sep P 3.00% 2.80% 2.90% e expe(.: inflai gnary pressure o drop in September on the
back easing senices prices.
02.0ct  09:00 CcZ  GDP (g/q) 20F  -870%  -8.40% 8700 DuS o adwrse dewlopment during April and May, GDP
significantly decreased in 2Q.
With the exception of government consumption, all main GDP
09:00 cz GDP (yly) 2QF -11.00%  -10.70% -11.00% components probably decreased in 2Q. However, the Czech
economy started increasing from end of May thereatter.
09:00 HU Trade Balance Jul F 261.83
Source: Erste Group Resarch
Analyst: Note: Past performance is not necessarily indicative of future results

Katarzyna Rzentarzewska
+43 50100 17356
katarzyna.rzentarzewska@erstegroup.com

Zoltan Arokszallasi
+3613732830
zoltan.arokszallasi@erstebank.hu
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Forecasts

Government bond yields

current 2020Q4 2021Q1 2021Q2 2021Q3

Croatia 10Y 0.8 0.8
spread (bps) 135 120
Czechia 10Y 0.8 1.2
spread (bps) 133 156
Hungary 10Y 2.4 2.4
spread (bps) 293 280
Poland 10Y 1.3 1.4
spread (bps) 182 180
Romanial0y 3.7 3.7
spread (bps) 421 405
Slovakia 10Y -0.3 -0.1
spread (bps) 22 30
Slovenia 10Y 0.04 0.05
spread (bps) 56 45
Serbia 5Y 2.3 2.6
spread (bps) 281 295
DE10Y -0.5 -0.4

3M Money Market Rate
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current 2020Q4 2021Q1 2021Q2 2021Q3

Czechia 034 034
Hungary 0.74  0.60
Poland 022 0.22
Romania 2.04 180
Serbia 1.02 1.02
Eurozone -0.50 -0.50

Real GDP growth (%)

2019 2020f
Croatia 2.9 -9.0
Czechia 2.3 -6.8
Hungary 4.9 -5.8
Poland 4.1 -3.2
Romania 4.1 -4.7
Serbia 4.2 -1.0
Slovakia 24 -6.3
Slovenia 24 -6.9
CEES8 avg 3.7 -4.8

Public debt (% of GDP)

2019  2020f
Croatia 73.2 88.6
Czechia 30.2 39.6
Hungary 66.3 76.0
Poland 46.0 610
Romania 35.2 438
Serbia 52.0 60.8
Slovakia 48.0 59.3
Slovenia 66.1  80.2
CEES8 avg 46.0 579

0.34
0.60
0.22
1.50
1.00
-0.50

2021f
86.6
40.2
72.3
59.0
46.9
60.2
59.6
78.1
57.0

0.42
0.60
0.22
1.50
1.00
-0.50

2022f
84.3
38.1
69.4
57.5
48.0
58.6
59.5
73.6
55.6

0.58
0.60
0.22
1.75
0.97
-0.50

Source: Bloomberg, Erste Group Research

FX
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current 2020Q4 2021Q1 2021Q2 2021Q3
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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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