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Friday, 24 August 2018

Regional insights

Sentiment in emerging markets remains
fragile, while CE currencies reject contagion

While situation in many emerging markets remains fragile currencies in Central
Europe holding their previous gains and they have been able to rule-out financial
contagion from other weak markets. Let us remind us that it is not just the Turkish
lira, which has been under selling pressure, but it can be also the Russian rouble,
which could create negative spill-over effects. Recall that the Russian currency was
hit by new US sanctions fears. Recall that the rouble has hit more than two-year
lows against the US dollar yesterday.

So far, however, the currency markets have been able to differentiate among
emerging markets and they do not put CE currencies into one basket with the lira,
or the rouble (or even the Brazilian real or the rand). Main reasons, which put
currencies like the Czech koruna, the forint or even the zloty into a different group,
are much better macro fundamentals — especially in terms of foreign indebtedness
and balance-of-payments positions. These are strong, only because of current
account surpluses, but also because of strong capital account positions. Recall that
all CE countries are heavy receivers of money coming from EU structural funds. And
although there have been some slowdown in drawing EU funds - the Czech,
Hungarian and Polish external and currency fundamentals have been strongly
supported by transfers of euros from EU structural funds in recent years (see the
char below).

Transfers to Central Europe from EU structural funds
(% of GDP — 12M rolling window, source: Eurostat/Macrobond)
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Interest-rate Swap Curves
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* upper plotin each panel shows interest swap curve (%), lower plot shows change in interest rates in basis points (against previous Friday).
Calendar
. . . Forecast Actual Consensus  Previous
Country Date Time Indicator Period
m/m yly m/m yly m/m yly m/m yly
PL 08/24 10:00 Unemploy ment rate % 07/01/2018 5.9 5.9 5.9
HU 08/29 9:00 Unemployment rate % 07/01/2018 3.6
Ccz 08/31 9:00 GDP % 2Q/2018 *P 0.5 2.3
HU 08/31  9:00 Trade balance EUR M 06/2018 *F 1070
HU 08/31  9:00 PPI % 07/01/2018 1.9 7.5
PL 08/31 10:00 CPI % 08/2018 *P -0.3 2.0 -0.2 2
PL 08/31 10:00 GDP % 2Q/2018 *F 0.9 5.1
cz 08/31 10:00 Money supply M2 %  07/01/2018 5.4
HU 08/31 17:00 Review rating - Fitch 3BB- pos 2nd revision
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This non-exhaustive information is based on short-term forecasts for expected developments on the financial markets. KBC Bank cannot guarantee

that these forecasts will materialize and cannot be held liable in any way for direct or consequential loss arising from any use of this document or its
content. The document is not intended as personalized investment advice and does not constitute a recommendation to buy, sell or hold investments
described herein. Although information has been obtained from and is based upon sources KBC believes to be reliable, KBC does not guarantee the
accuracy of this information, which may be incomplete or condensed. All opinions and estimates constitute a KBC judgment as of the data of the

report and are subject to change without notice.
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