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FX doesn’t always move in same direction

Regional currencies started to diverge in June, which highlights the importance of following local
factors. The MNB could be especially in focus for the forint. CEE FX is not immune to global
sentiment changes, however. So investors should also watch news about the coronavirus.
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Not just external sentiment

As global market momentum somewhat deteriorated in mid-June, CEE
currencies also could not appreciate much further. Local factors have
become increasingly important. For one, the PLN shows less co-movement
with its peers due to its higher stability. But authorities in Poland have sent
conflicting messages. The central bank said that the PLN is too strong to
help the economy, which attracted attention due to the possibility of
intervention, while the FinMin warned that the zloty is a bit too weak. But
even these conflicting views did not get the EURPLN out of its narrow
trading range. We expect similar levels for the upcoming months.

The MNB set a clearer path for the HUF last week, which led the forint to
strongly underperform its peers. First, the surprising cut sent the forint much
weaker. Second, another round of easing was flagged for July just days
after the first cut resulted in the further depreciation of the forint. The April
increase of de-facto rates by 95bp demonstrated, however, that the MNB
does not want to see the forint tumbling too much. Therefore, while volatility
could remain high at current EURHUF levels, we do not see the forint falling
much more in the upcoming months.

There is much less to report about other currencies in the region. The CZK
appreciated the most in June. Monetary policy is now in wait-and-see mode
in Czechia. The Croatian kuna is anchored by the prospects of ERM Il entry
this year. Euro adoption may regain some attention after the elections over
the weekend and Germany taking over the EU presidency as of July 1. The
Romanian leu is being kept stable by the NBR. However, FX weakening
could still be one of the methods used to trim the trade balance shortfall, so
we penciled in such development for this year. The RSD is stable due to the
large firepower of the NBR and relative attractiveness of its real yields.
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Country overviews

EURHRK - all set for ERM Il entry

With the initial COVID-19-related stress subsiding, the HRK outlook has
been supported by the news that the ECB provided a EUR 2bn swap line to
the CNB. Apart from increasing CNB firepower, the move also signaled that
ERM Il entry in 2020 remains on track. Hence, with the exchange rate
moving around 7.55, following EUR 2.5bn spent in March, the CNB has
since taken a break from FX interventions . We stick with our forecast that
we would see the HRK predominantly in the 7.50-7.60 band, with an
average of around 7.57 and the CNB looking to tame excess volatility going
forward.
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EURCZK - koruna strengthened recently

The koruna appreciated at the beginning of June. For the coming quarters,
we expect it to strengthen further and reach approx. EURCZK 26 at the end
of this year. Firstly, the gradual recovery of foreign demand will renew the
convergence of the Czech economy towards more developed countries.
Secondly, the koruna is still weaker compared to its economic
fundamentals, mainly because of the recent capital outflow during the
outbreak of the crisis. Thirdly, we see room for the CNB to hike in 2021.
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EURHUF — brace yourselves for higher volatility

The recent forint depreciation erased previous outperformance of the HUF
in 2Q20. The surprising policy rate reduction carried out at the end of June,
however, put the currency again on a weakening path. Still, the April
tightening demonstrated that the MNB does not want to see the forint
tumbling too much. As short-term rates could stabilize at somewhat lower
levels than previously expected, we have increased our point estimate for
EURHUF to 350 for 2H20. The volatility of the forint is set to remain high.
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EURPLN - focus on local sentiment

Swings in global sentiment as well as increasing risk-off mood due to
growing market concerns about the economic recovery and potential second
wave of the pandemic have influenced the zloty, which weakened recently.
Furthermore, after the last MPC meeting, the central bank expressed
concern about the zloty remaining strong despite global turmoil that could
dampen the recovery of the Polish economy. All in all, the EURPLN went up
to 4.45 and remains locked around that level. We expect the zloty to focus
on global factors and remain broadly unchanged. Any strong change in
global sentiment could result in a sharp reaction from the zloty.
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EURRON - NBR keeps currency under control

The NBR is likely keeping a tight grip on the EUR/RON, which has recently
traded in a tight range of less than 1pp. We believe that a weaker RON
should be one of the solutions used to correct the trade balance shortfall
and we expect a gradual weakening trend over the medium term, especially
as the COVID-19 demand shock and lower oil prices are likely to keep
inflationary pressures at bay. We expect the EUR/RON to trade at 4.90 by
year-end.
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EURRSD - one of most stable currencies in world

The phrase 'don’t fight the central bank' nicely summarizes FX
developments in Serbia. The dinar is one of the most stable currencies in
the world YTD as, in the first five months, NBS sold a net amount of EUR
875mn, or 6.1% of total foreign reserves. The central bank has plenty of
ammunition and, given Serbia’s relatively favorable fundamentals, still
steady FDI inflows, and the attractiveness of its real yields, we expect
depreciation pressures to slowly abate. The EUR/RSD will continue to trade
in a tight range around 117.5 throughout the year.
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Forecasts

Government bond yields

current 2020Q3 2020Q4 2021Q1 2021Q2

Croatia 10Y 1.0 1.0
spread (bps) 142 140
Czechia 10Y 0.8 1.0
spread (bps) 117 137
Hungary 10Y 2.2 2.2
spread (bps) 261 255
Poland 10Y 1.4 1.5
spread (bps) 182 190
RomanialoY 3.9 3.8
spread (bps) 430 420
Slovakia 10Y 0.0 0.3
spread (bps) 38 65
Slovenia 10Y  0.39  0.40
spread (bps) 80 80
Serbia 5Y 25 2.4
spread (bps) 290 280
DE10Y -0.4 -0.4
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current 2020Q3 2020Q4 2021Q1 2021Q2

Czechia 0.34 034
Hungary 0.74  0.65
Poland 0.26 0.26
Romania 220 1.75
Serbia 1.04 1.00
Eurozone -0.42  -0.40

Real GDP growth (%)

2018 2019
Croatia 2.7 2.9
Czechia 2.8 25
Hungary 5.1 4.9
Poland 5.1 4.1
Romania 4.4 4.1
Serbia 4.4 4.2
Slovakia 3.9 2.4
Slovenia 4.1 2.4
CEES8 avg 4.4 3.7

Public debt (% of GDP)

2018 2019
Croatia 747 732
Czechia 325 307
Hungary 70.2 66.3
Poland 48.8  46.0
Romania 347 352
Serbia 53.7 52.0
Slovakia 49.5 48.0
Slovenia 70.4 66.1
CEES8 avg 48.3 46.1
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0.26
1.25
0.95
-0.40
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Unemployment (%)

2018 2019
Croatia 8.4 6.6
Czechia 2.3 2.0
Hungary 3.7 3.4
Poland 6.1 5.4
Romania 4.2 3.9
Serbia 12.7 104
Slovakia 6.6 5.8
Slovenia 5.2 4.4
CEES8 avg 5.2 4.6

Budget Balance (%GDP)

2018 2019
Croatia 0.2 0.4
Czechia 1.1 0.6
Hungary -2.1 -2.0
Poland -0.2 -0.7
Romania -2.9 -4.3
Serbia 0.6 -0.2
Slovakia -1.0 -1.3
Slovenia 0.7 0.0
CEES8 avg -0.6 -1.2
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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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