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CEE Market Insights
GDP growth in 3Q to remain relatively strong.

Week ahead

This week is all about Thursday and flash GDP data releases for the third quarter in most CEE countries. Despite all
the odds stemming from the worsening external environment and recent weakening of market sentiment, we expect
the region to remain relatively strong. In Czechia, Hungary, and Romania, growth dynamics should sustain the solid
pace from the previous quarter (2.8% yly, 4.7%, and 4.3% yly, respectively). In Hungary, impressive growth of
industry in October brings upside risks to our forecast. In Poland, growth is set to slow, but the expected dynamics of
4.0% yly remains among the highest in the region anyway. It seems that Slovakia should settle on GDP growth

close to 2% yly. Inflation developments in October are of secondary importance. The central banks held their
meetings last week and CPI is expected to ease in most countries, which should not concern the central banks in
the nearest future.
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FX market performance FX market developments
goy CURMRK EURCZK  EURHUF  EURPLN  EURRON While CEE currencies hardly moved last week, the Hungarian forint
| depreciation lost 1.3% w/w vs. the euro. The forint went above 333 EURHUF, as the

4.0%
central bank showed a strong determination to stick to its ultra-dovish

2o monetary policy. The central bank increased the amount of HUF
T 0% l liquidity via FX swaps for the third consecutive week, while core
0.0% . inflation climbed further to 3.7% (from 3.4%). The currency

0% . - development is in line with our expectation, as we forecast the
20%  appreciation EURHUF around 334-335 in the next three months.
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Source: Bloomberg, Erste Group Research

Yields and spreads Bond market developments
LCY bond yields (%) Eurobond spreads (bp) Given the improved sentiment on global markets, government bond
RO 10v gaqeyy  MO2020 mm— 257 (9) yields went up almost everywhere. CEE bonds fully mirrored the
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RSOV 205 (36)  MK2025 15 fo)) increase of German bund yields with a few exceptions. In Czechia the
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6299 (‘O;) central bank left rates unchanged at 2% last week, but two members

o1 ) voted for a hike. It seems that the market has started to discount the
46 (-4) T . . .
i S possibility of an early cut, which is why the whole curve shifted up 20bp
4 & w/w. In Hungary, the divergence of monetary policy from the inflation
44 -3) . . .

development resulted in further steepening of the yield curve (10Y

-3)
yields went up 20bp w/w). In Serbia, 9Y yields dropped below 3% after

PL 10Y 217 (+21)
HU 10Y
cz 107 167 (+21)
HR 10Y

BG 10Y ©

Source: Bloomberg, Erste Group Research

Note: weekly changes in brackets (in bps) an unexpected rate cut and successful placement of Eurobonds.
Analyst(s):

Katarzyna Rzentarzewska

katarzyna.rzentarzewska@erstegroup.com Note: Past performance is not necessarily indicative of future results.
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In case you missed

CEE: European Commission published its growth forecast
CZ: Central bank prefers stability of rates scenario and industry keeps growing
HU: Dynamic retail sales and industry growth, with inflation going up slightly

PL: NBP keeps policy rate flat amid lower growth and higher inflation expectations

RO: Romania has new government; central bank kept policy rate unchanged. lohannis won the first round of
presidential election. Fitch kept outlook and rating (BBB-) unchanged but flagged downside risks.

SK: Retail sales remained in red in October. Fitch affirmed Slovak rating (A+) and outlook.

RS: NBS cut key rate to 2.25%-

Upcoming releases in CEE
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Source: Bloomberg, Erste Group Research

Period

Sep

Oct

Sep P

Sep

Sep

Oct

Oct

Sep

Sep

30A

3QA

3QP

Oct

3QP

Oct F

3QP

Oct

Survey Erste Est.

2.7%

3.4%

2.6%

4.1%

2.6%

220.00

0%

3.4%

1.6%

-5.9%

4.30%

2.8%

4.8%

2.7%

2.1%

4.0%

0.7%

Prev.

-1365.4

2.7%

60.17

-0.6%

-8.1%

3.49%

1.1%

-7080

-6.7%

-137.9

4.35%

2.8%

4.9%

2.9%

2%

2.5%

4.5%

0.8%

Comment

We expect headline inflation to ease further. Although price level
probably went up in October, overall y/y figure to be affected by
base effect. as sianificant increase in orices from October 2018

After disappointing summer, industrial production expected to
have marked correction and stabilized in September.

Temporary decline in inflation in October due to base effect.

Benign inflation movement close to lower band of targeted
range.

Weak external demand and eroded price competitiveness of low
value-added industries after strong increases in minimum wage
in recent vears.

Retail sales and services probably remained top economic
growth drivers in 3Q19.

GDP growth driven mainly by households and government
consumption. Despite slowdown in Germany, dynamics of
exnorts also remained relativelv favorable: however. contribution
Strong consumer demand (consumption, investments) could
have remained main driver of GDP growth.

Slower pace of inflation anticipated for October.

We expect growth at 2.1% yly, driven by domestic demand as
external environment remains overcast.

Weaker performance of industry to weigh on GDP growth
dynamics. Private consumption to remain pillar of growth.

CPI to remain below 1% monthly increase, mostly reflecting
seasonal patterns.
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Forecasts

Government bond yields

current 2019Q4 2020Q1 2020Q2 2020Q3

Croatia 10Y 0.5 0.4
spread (bps) 76 80
Czechia 10Y 1.6 1.5
spread (bps) 184 188
Hungary 10Y 21 21
spread (bps) 237 249
Poland 10Y 2.2 2.0
spread (bps) 244 235
Romanial0y 4.3 4.4
spread (bps) 461 480
Slovakia 10Y 0.2 -0.1
spread (bps) 42 35
Slovenia 10Y  0.17  0.00
spread (bps) 45 40
Serbia 5Y 2.6 3.0
spread (bps) 283 340
DE10Y -0.3 -0.4

3M Money Market Rate

0.4
70
1.6
190
2.2
245
2.0
230
4.5
480
0.1
35
0.00
30
2.9
320
-0.3

0.4
60
1.7
188
2.2
241
2.1
225
4.5
470
0.1
30
0.00
20
2.7
290
-0.2

0.4
60
1.7
194
2.2
245
2.1
225
4.6
480
0.2
40
0.00
20
25
270
-0.2

current 2019Q4 2020Q1 2020Q2 2020Q3

Croatia 0.41 0.50
Czechia 219 213
Hungary 0.19 021
Poland 1.71 1.72
Romania 297 3.00
Serbia 1.79 1.90
Eurozone -0.40 -0.40

Real GDP growth (%)

2017 2018
Croatia 2.9 2.6
Czechia 4.5 2.9
Hungary 4.3 5.1
Poland 4.8 5.1
Romania 7.0 4.1
Serbia 2.0 4.3
Slovakia 3.0 4.0
Slovenia 4.8 4.1
CEES8 avg 4.8 4.4

Public debt (% of GDP)

2017 2018
Croatia 782 749
Czechia 347 326
Hungary 729 702
Poland 50.6  48.9
Romania 351 350
Serbia 59.3 535
Slovakia 51.3 49.4
Slovenia 741 704
CEE8 avg 50.4 48.4

0.50
212
0.22
1.72
2.90
1.90
-0.40

2019f
3.2
2.6
4.6
4.2
4.5
3.3
2.5
3.0
3.8

2019f
71.6
31.0
68.0
46.5
34.7
50.5
48.8
66.2
46.4

0.50
2.12
0.25
1.72
2.90
1.80
-0.40

2020f
69.3
30.1
66.2
45.0
36.2
47.9
48.4
62.8
45.3

0.50
2.12
0.25
1.72
3.20
1.70
-0.40

Source: Bloomberg, Erste Group Research

current 2019Q4 2020Q1 2020Q2 2020Q3

FX

EURHRK 7.43
forwards

EURCZK 25.49
forwards

EURHUF 333.78
forwards

EURPLN 4.27
forwards

EURRON 4.76
forwards

EURRSD 117.16
forwards

EURUSD 1.10

Key Interest Rate

current
Croatia 0.3
Czechia 2.0
Hungary 0.9
Poland 1.5
Romania 25
Serbia 2.3
Eurozone 0.0

Average inflation (%)

2017
Croatia 1.2
Czechia 2.5
Hungary 2.4
Poland 2.0
Romania 1.3
Serbia 3.2
Slovakia 1.3
Slovenia 14
CEE8 avg 1.9
C/A (%GDP)

2017
Croatia 3.4
Czechia 1.7
Hungary 2.3
Poland 0.2
Romania -3.2
Serbia 5.2
Slovakia -2.0
Slovenia 6.1
CEE8 avg 0.1

7.42
7.44
25.50
25.55
334.00
334.03
4.30
4.28
4.77
4.79
118.00

1.13

7.42
7.44
25.34
25.69
335.00
334.39
4.31
4.30
4.79
4.83
118.00

1.15

7.38
7.44
25.04
25.84
335.00
334.85
4.31
4.33
4.82
4.87
117.70

1.15

7.40
7.44
24.86
25.98
335.00
335.34
4.32
4.35
4.85
4.91
117.70

1.15

2019Q4 2020Q1 2020Q2 2020Q3

0.3
2.0
0.9
15
2.5
25
0.0

2018
15
2.1
2.8
1.6
4.6
2.0
2.5
17
2.4

2018
1.9
0.3
-0.5
-0.7

-5.2
-2.5
5.7
-1.1

0.3
2.0
0.9
1.5
2.5
25
0.0

2019f
0.8
2.6
3.3
2.2
3.9
2.1
2.6
1.8
2.6

0.3
2.0
0.9
15
2.5
25
0.0

2020f
1.2
2.2
3.3
2.7
3.3
1.9
2.3
2.1
2.6

2020f
-0.9
0.5
-0.1

0.3
2.0
0.9
15
2.5
25
0.0

Unemployment (%)

2017 2018
Croatia 11.3 8.4
Czechia 2.9 2.3
Hungary 4.2 3.7
Poland 7.3 6.1
Romania 4.9 4.2
Serbia 135 127
Slovakia 8.1 6.6
Slovenia 6.6 5.2
CEE8 avg 6.3 5.2

Budget Balance (%GDP)

2017 2018
Croatia 0.8 0.3
Czechia 1.6 1.1
Hungary -2.4 -2.3
Poland -1.5 -0.2
Romania -2.6 -3.0
Serbia 1.1 0.6
Slovakia -1.0 -1.1
Slovenia 0.0 0.0
CEE8 avg -1.0 -0.7

2019f
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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.

© Erste Group Bank AG 2019. All rights reserved.
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