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Regional Overview

Forex markets (index) Macro, FX & Rates: No surprise from the CNB
100 EURCZK === EURHUF EURPLN (CZ) Macro: As widely expected, the Czech National Bank kept interest rates at their
100.2 current level. The new staff macro forecast does not differ significantly from the past.
100.0 \\l/\ o The CNB continues to assume that it will be able to meet its inflation target this year
99.8 \~\___~\/«~-- and next year. Only at the end of 2018 could inflation go below the two-percent level,
:zj N albeit very slightly. Compared to the previous forecast, the new one is slightly lower but
99.2 the changes are somewhat cosmetic. Similarly, the same can be said for monetary policy
g § § § S 3% 553 inflation and the GDP forecast. What is important is that the Bank Board considers the
risks of the forecast to be more pro-inflationary. According to the CNB, the uncertainty
LAST PREVIOUS CHANGE (%) of the forecast is the exchange rate or its possible volatility in both directions.

Ez:ﬁﬂi ;izsi ;if; _%_t?; Even the interest rate forecast has not changed significantly and the CNB continues to
EURPLN 4.229 4.220 0.22 expect the 3M PRIBOR to grow rapidly in the third quarter of this year. If the forecast is
to be met the CNB would have to raise its rates by 20 points this year at least once and

Gov. bonds 10'Y (bpschange) at the same time convince the markets that the next two steps will follow in 2018.
50 —— However, we consider this scenario less likely, especially with regard to the possible
oo o effects on the development of the crown exchange rate. The CNB will probably not want
and given the expected inflation, it will not even need to support the crown to strengthen
>0 faster by extending the interest rate differential. Inflation will return to its goal from its
10.0 peak, so no drastic action is actually needed. The return to normal discussed by the
-15.0 governor will only take slightly longer than the forecasts indicate because of the ECB's
§ § § § 555555 policy. Finally, the CNB's forecast for the past two years consistently assumes a rapid

rise in market interest rates but reality does not indicate this. The first increase in interest

LAST PREVIOUS  CHANGE (bps) rates will only be decided by the Czech National Bank in our opinion in 2018, when it will
CZGB 10Y 0.639 0.639 0.0
HUGB 10Y 3.19 3.19 0.1

PLGB 10Y 3.46 3.46 -0.1 Even though the CNB has taken the first step towards standardizing its monetary policy
by its exit, the Bank has not yet published the forecast of the EUR/CZK. Interestingly,
however, the text of the statement shows that the CNB (in its models) expects it to

be clear that the ECB's policy has begun to normalize.

Equity indices (index)

PX === BUX wie strengthen because of the convergence of the Czech economy and the current interest
rate differential.

101.0

100.0 ———
99.0 Equities: Erste results a bit worse than expected
98.0 (CZ, HU) Erste Bank: Erste performed a bit worse than the market anticipated. The
97.0 negative surprise comes fully on lower than expected NI, however the negative surprise
§ § § § 5535 F A was partially mitigated by higher than expected net fees and low CoR. Outlook was
confirmed. Erste is on track to deliver strong FY17 figures on i) cost under control, ii)
LAST  PREVIOUS CHANGE (%) solid CoR, iii) significant reduction of banking taxes (especially in Austria) and iv)
PX 1001.8 1001.8 0.00 improvements in Romania.
BUX 32394 32290 0.32
WIG 61863 61863 0.00 (HU) MOL: MOL reported strong set of quarterly results today B/Mkt when beating the

market consensus across the lines with free cash flow up by 54% y/y on the back of
seasonally low capex (USD 109mn vs. USD 178mn in 1Q16) due to cold winter. Company
confirmed its FY17 outlook as seems to be well on track to deliver 2017 EBITDA above
USD 2bn.
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Calendar

* upper plot in each panel shows interest swap curve (%), lower plot shows change in interest rates in basis points

Country Time indicator Period Forecast Actual Consensus Previous
m/m yly m/m yly m/m yly m/m yly
cz 0:00 Earnings Erste Group Bank CzZK 1Q/2017
HU 0:00 Earnings MOL Group HUF 1Q/2017
HU 9:00 Industrial output % 03/2017 0.4 9.4 0.5 6 3.4 7
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