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March unemployment is due in Poland and Czechia

This week in CEE

Determining the probable impact of the coronavirus on the economy is the main news topic at the moment. Over
the weekend, Hungary announced the fiscal package and more details should be delivered at the beginning of the
week. As for other events, the central bank meetings in Poland and Serbia will be the most important. Both banks
have already delivered a 50bp emergency cut and they are expected to pause at this meeting, although it is likely
to be a close call in Serbia. To determine the likelihood of further easing in Poland, it will be important to see how
expectations regarding the economic outlook have changed. Our scenario assuming a deeper recession is
consistent with another rate cut(s) in Poland and in Serbia we also expect monetary easing down the road. The
March unemployment rate in Czechia is another release to watch and an increase to 3.6% is expected (local
methodology). Also, the Polish Ministry of Family, Labor and Social Policy will release the March unemployment
rate and an increase is also a likely scenario.
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FX market developments

The Hungarian forint continued to weaken and visibly decoupled
from peers by Wednesday. This triggered rate tightening by the
central bank as it reactivated its 1-week depo facility at 0.9% vs. the
previously available -0.05% in the O/N deposit. This halted the rout
in the forint, but the currency remained weak. All eyes are on the
government’s package that is to be announced early this week. The
PLN and CZK fell to a much lesser extent than the forint. In Croatia,
the CNB continued to intervene massively on the market, but we
expect the situation to ease by the summer months and the
EURHRK could fall to around 7.60. The Romanian leu is kept under
tight management. Keeping the currency, the bond and the money
market functioning without disruptions is possible only for a limited
period of time. Meanwhile, the pressure is visible in the big jump in
implied FX forward yields. The Serbian dinar continues to remain
very stable.
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LCY yields, Eurobonds spreads

LCY bond yields (%)

RO 10Y

RS 9Y

HU 10Y

PL 10Y

CZ 10Y

HR 10Y

BG 10Y
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(+9)

(+55)
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Eurobond spreads (bp)

MO 2029
RO 2030
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HR 2030
HU 2027
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BG 2028
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306(+12)
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Source: Bloomberg, Erste Group Research

In case you missed

Bond market developments

The bond market performance was mixed across the region. In
Czechia, investors jumped on government bonds, which allowed for
very heavy issuance, and kept yields low as well. In Poland, yields
also stayed low amid NBP activism. The Polish central bank plans to
conduct purchases two times this month on the secondary market,
while the MinFin said that PLN 100bn of additional issuance could
be necessary due to the fiscal package. In Romania, the NBR also
started its purchases, but this could not prevent yields from
increasing further. The strongest yield increase at the 10Y segment
took place in Hungary, however, albeit in a very illiquid market. Also,
the increase was not that extreme at the 3Y and 5Y segments where
the MNB’s new repo facility could boost demand for govies. Short-
term rates also jumped in Hungary after the tightening from the
MNB. Hungarian 2Y swap rates exceed both Polish and Czech
peers' for the first time since 2015.

CEE: Market sentiment worsened visibly in region, confirming upcoming recession.

HR: Fitch affirmed BBB- rating, but changed outlook to stable. Retail trade remained solid, while industry

contracted in February.
HU: PM Orban announced first details of fiscal package. Central bank raised short-term rates.
RO: Retail sales still strong in February.
RS: Serbia announced fiscal package worth 11% of GDP. Real economic activity was strong before March.
SK: Retail trade numbers improved before coronavirus outbreak.
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Upcoming releases in CEE

Date Time Country Indicator
06. Apr 9:00 Ccz Industrial Production (y/y)
9:00 cz Trade Balance
9:00 cz Wages (y/y)
07. Apr 8:00 RO GDP (yly)
9:00 cz Retail Sales (y/y)
9:00 HU Industrial Production (y/y)
12:00 RS  PPI(yly)
08. Apr PL Central Bank Rate
9:00 cz Share of unemployed
9:00 HU  CPI(yly)
9:00 HU Trade Balance
11:00 HR  PPI(yly)
09. Apr 8:00 RO Trade Balance
8:00 RO Wages (y/y)
9:00 SK Industrial Production (y/y)
9:00 SK Trade Balance
10:30 Sl Trade Balance
12:00 RS Central Bank Rate
10.Apr 8:00 RO CPI (yly)
8:00 RO  CPI(m/m)
10:30 Sl Industrial Production (y/y)

Source: Erste Group Resarch

Analyst:

Katarzyna Rzentarzewska

+43 50100 17356
katarzyna.rzentarzewska@erstegroup.com
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Note:

-0.1%

135

4.30%

4.4%

0.5%

1.0%

3.6%

3.6%

8.4%

0.8%

194

1.75%

2.90%

0.3%

-0.2%

Prev.

-1.4%

16.3

3.6%

4.27%

4.9%

2.74%

0.5%

1.0%

3.0%

4.4%

423.06

0.9%

-1323

8.62%

0.3%

27.57

0.21

1.75%

3.05%

0.25%

0.3%

Comment

In February, industrial production was supported by improved
development in Germany and it grew favorably in m/m terms.
However, the March figure, which will be published in May, will
Trade balance continued in favorable development in February.
The figure was also affected by a positive seasonal effect and
lower oil prices.

Gross fixed capital formation probably increased strongly in
4Q19 against the backdrop of an important rise in public
CAPEX in November and December.

Domestic demand remained sound in February. Moreover,
households increased demand for food and beverages, which
also supported sales.

Industry might have stagnated in February, before drops
expected from March

Central bank will likely keep rates stable and will wait to see
the impact of current measures. Realization of recession
scenario is consistent with further rate cuts in our view.

Supportive base effect coupled with decline of fuel prices are
the main reasons behind the expected slowdown.

Trade deficit still high in February, but steep economic
contraction in 2Q20 to bring an adjustment.

Net wages were already on a slowing path when the
coronavirus crisis struck.

Industrial production is likely to have posted a mild increase in
February, though bearing in mind this was before the COVID-
19 countermeasures hit Slovakia.

Foreign trade dynamics are expected to have remained good
in February, as it is before the COVID-19 countermeasures hit
Slovakia.

After the 50bp cut in March,the CB could now take time to
asses ongoing effects although it is a close call. We do
expect more easing this year, but further down the road.

Annual inflation rate is expected to inch down in March,
helped by favorable base effect.

More expensive food, tobacco and weaker RON will push m/m
CPI rate higher in March.

Weakened industrial production momentum seen extending
also in February, although still not reflecting COVID-19
negative impact.

Past performance is not necessarily indicative of future results
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Forecasts

Government bond yields
current 2020Q2 2020Q3 2020Q4 2021Q1

Croatia 10Y 0.9 1.4 1.4 1.2 1.0
spread (bps) 137 190 180 140 110
Czechia 10Y 1.3 11 1.2 1.3 1.6
spread (bps) 178 159 163 153 166
Hungary 10Y 2.8 2.4 2.5 25 2.7
spread (bps) 326 290 285 270 275
Poland 10Y 1.7 1.8 1.8 1.8 1.7
spread (bps) 210 225 220 195 180
Romanial0y 4.9 3.8 3.7 35 3.6
spread (bps) 535 430 405 370 370
Slovakia 10Y 0.6 0.6 0.7 0.7 0.7
spread (bps) 106 107 110 90 80
Slovenia 10Y 049 050 0.60 0.60 0.60
spread (bps) 93 100 100 80 70
Serbia 5Y 2.4 2.4 2.3 2.4 2.2
spread (bps) 285 285 265 255 230
DE10Y -04 -05 04 -02 -01

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

Czechia 1.01 098 095 095 1.01
Hungary 092 050 050 050 0.55
Poland 1.17 117 070 070 0.70
Romania 255 175 125 125 150
Serbia 1.33 130 130 1.00 1.00
Eurozone -0.34 -0.50 -0.50 -0.50 -0.50

Real GDP growth (%)
2018 2019f 2020f 2021f

Croatia 2.7 2.9 -7.5 5.8
Czechia 2.8 2.4 -6.7 3.0
Hungary 51 4.9 -4.2 4.6
Poland 5.1 4.1 -3.7 35
Romania 4.4 4.1 -4.7 3.9
Serbia 4.4 4.2 -2.3 4.7
Slovakia 4.0 2.3 -5.0 4.5
Slovenia 4.1 2.4 -6.6 4.1
CEE8 avg 4.4 3.7 -4.7 3.8

Public debt (% of GDP)
2018 2019f 2020f 2021f

Croatia 747 715 833 805
Czechia 325 308 37.0 382
Hungary 70.2 66.4 727 70.0
Poland 489 465 55.0 51.0
Romania 347 354 415 442
Serbia 53.7 52.0 59.5 582
Slovakia 49.4 482 56.6 556
Slovenia 70.4 66.7 76.4 75.8
CEE8 avg 483 463 539 523

Source: Bloomberg, Erste Group Research

FX

current 2020Q2 2020Q3 2020Q4 2021Q1
EURHRK 763 752 752 7.60 7.55
forwards 763 7.63 7.63 7.63
EURCZK 27.71 26.95 26.82 26.45 26.05
forwards 27.76 27.79 27.77 27.80
EURHUF 364.97 350.00 345.00 340.00 335.00
forwards 366.38 367.66 369.18 370.13
EURPLN 459 448 452 445 440
forwards 460 461 462 4.63
EURRON 483 488 488 490 4.92
forwards 488 492 497 5.02
EURRSD 117.66 117.50 117.50 117.70 117.50
forwards - - - -
EURUSD 1.08 1.08 112 115 115

Key Interest Rate
current 2020Q2 2020Q3 2020Q4 2021Q1

Croatia 030 0.05 0.05 0.05 0.05
Czechia 1.00 0.75 075 075 0.75
Hungary 0.90 090 090 090 0.90
Poland 1.00 1.00 0.50 050 0.50
Romania 200 150 100 1.00 1.25
Serbia 175 175 175 150 150
Eurozone 0.00 0.00 0.00 0.00 0.00

Average inflation (%)
2018 2019f 2020f 2021f

Croatia 1.5 0.8 0.2 1.0
Czechia 2.2 2.8 2.6 0.5
Hungary 2.8 34 3.1 3.2
Poland 1.6 2.3 3.4 1.8
Romania 4.6 3.8 2.8 3.4
Serbia 2.0 1.9 1.0 1.7
Slovakia 25 2.7 2.3 2.0
Slovenia 1.7 1.6 0.4 1.0
CEE8 avg 2.4 2.7 2.7 1.9

CIA (%GDP)
2018 2019f 2020f 2021f

Croatia 1.9 2.9 -3.2 2.6
Czechia 0.3 -0.1 -4.1 -0.9
Hungary -0.6 -0.6 -0.8 0.0
Poland -1.0 1.1 -1.7 0.5
Romania 4.4 -4.7 -35 -3.1
Serbia -4.8 -7.1 -5.8 -6.2
Slovakia -2.6 -2.9 -4.5 -2.3
Slovenia 5.7 6.6 15 25
CEE8 avg -1.2 -0.5 -2.6 -0.7

Unemployment (%)

Croatia
Czechia
Hungary
Poland
Romania
Serbia
Slovakia
Slovenia
CEE8 avg

2018

8.4
2.3
3.7
6.1
4.2
12.7
6.6
5.2
5.2

2019f
6.6
2.1
3.4
5.4
3.9
10.4
5.8
4.4
4.6

Budget Balance (%GDP)

Croatia
Czechia
Hungary
Poland
Romania
Serbia
Slovakia
Slovenia
CEE8 avg

2018

0.3
1.1
-2.3
-0.2
-2.9
0.6
-1.1
0.8
-0.6

2019f
0.0
0.6
-2.0
-0.7
-4.6
-0.2
1.1
0.0
-1.2

2020f
9.9
3.0

7.6
10.9
12.3

7.8

6.9

7.5

2020f
-6.5
-3.4
-5.2
-7.7
-7.3
-5.0
-7.5

-6.4

2021f
13.3
4.8

6.8
6.3
10.4
7.5
7.4
6.7

2021f

-1.8
-2.8
-2.2
-3.8
-0.5
-2.8

-2.5
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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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