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Eastern Europe leading the lift-off for rates

e Strong recovery in the making on back easing restrictions and strong global demand.
« Inflation pressures prompting change in central bank narrative.
o CEE FX to benefit from CB hawkishness.

The CEE countries are gearing up for a fast recovery after coming to terms with the third
COVID wave. In both Czech Republic, Poland and Hungary, the daily cases are back to
Autumn lows as restrictions have worked together with warmer weather and vaccine roll-
out. On the latter, Hungary is standing out, as the early decision to use the Russian Sputnik
vaccine has advanced vaccine coverage to same levels as in the US and UK, with Poland
and Czech Republic closer to EU average. This has allowed for a relatively early easing of
restrictions in Hungary, prompting a strong rebound in activity, but similar picture is
emerging in Poland and Czech Republic too (Chart 1).

Furthermore, the countries are witnessing persistently high inflation. There are clear signs
of manufacturing sector overheating in Poland, where supply constraints and labour
shortages are limiting output. Both core and headline inflation are now above the central
bank’s target band at 3.9% y/y (Chart 2). Furthermore, the recent rise in commodity prices
globally has an accentuated effect on CEE countries’ inflation, as they have notably higher
weight for goods in consumer price indices, compared to the Euro Area or the US.

While expansionary monetary policy and negative real rates have supported the recovery,
the heightened inflation pressures have turned the local central banks more hawkish. The
National Bank of Hungary used to be the more dovish of the bunch, but the deputy governor
Virag surprised the markets this week by calling for preparation for a rate hike, and the
Czech central bank is targeting a rate hike in June already. The Polish central bank remains
divided on the issue, but the more hawkish members are calling for a hike already this
summer. The divided policy committee make us a bit more hesitant on the upside for PLN
compared with the two others but overall we see stronger CEE currencies.

Chart 1. CEE activity rebounding Chart 2. Above-range core inflation in Czech

and Poland
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Important disclosures and certifications are contained from page 5 of this report.

Quick view

e EUR/PLN We expect modest
strengthening of PLN given the continuing
reopening of the economy and possibility
of a more hawkish central bank

e EUR/HUF have moved lower on
expectations for rate hikes. To see a
further push lower, one needs to expect
CPI to roll over. This is still to be seen.

e EUR/CZK should go lower, supported by
pulling forward of expectations to rate
hikes, structural catch-up and near-term
weakness of the dollar.

e USD/RUB has removed some of the
volatility related to Ukraine, as the
situation have de-escalated. If this
continues, RUB can strengthen but tail
risks remain very high.

e USD/TRY will near-term stay in the 8-
area.

e USD/ZAR has moved lower as investors
have been pushed to hunt for vield and
amid still-strong commodity prices. We
look for the cross to bottom outin 2021.

e USD/CNY to rise as the relative growth
between US and China is reversing during
2021.

e USD/INR has moved lower as India
seems to be past the peakin covid-19
outbreak. We look for higher USD/INR in
H2 as broader dollar strength sets in.

Find our most recent FX Forecast Update for
G10 and emerging markets here. See also
our weekly FX Essentials publication.
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What-to-watch: Growth, vaccines, China and elevated asset prices amid uncertainty

Reopening of economies supported by The Fed has for now convinved markets
vaccines and warmer weather boost global that a tightening of monetary paolicyis a
growth during Q2. Relative picture of story for thefall. However; if employment
Chinese outperformance will reverse in and inflation surprises on the upside, fear of
favor of US during 2021. earlier Fed action can hurt EM currencies.

Dataand markets continue to signal the . \VWhile DM economies are expected to
Chinese credit cycleis peaking. \Weexpect reopen during Q2,EM picture remains
GDP growth toaligh with pre-corona trend mixed Most EM countries stillrely on the
as fiscal tightening and deleveraging Chinese and Russian vaccines

continue

Note: Green reflects optimistic outlook, red is negative and grey is a neutral view
Source: Danske Bank

Moderating Chinese growth limits upside for commodity prices and EM FX
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2021 generally brings GDP-recovery versus 2020 EM generally stronger this month, amid broad dollar decline
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Danske Bank EM FX forecast vs majors: USD and EUR

usb

Spot +1m +3m +6m +12m
USD/PLN 3.683 3.78 3.78 3.83 3.87
UsD/HUF 286 304 307 318 324
usD/CzK 20.857 21.25 21.26 2145 21.74
USD/RUB 73.589 75.00 75.00 72.00 72.00
USD/TRY 8.380 8.30 8.50 8.70 9.10
UsSD/ZAR 13.987 14.00 14.00 13.80 13.50
USD/CNY 6.44 6.40 6.40 6.60 6.70
USD/INR 73.05 73.50 73.50 74.00 74.50
EUR

Spot +1m +3m +6m +12m
EUR/PLN 4.500 4.53 4.50 448 445
EUR/HUF 350 362 365 372 373
EUR/CZK 25.5 25.5 25.3 25.1 25.0
EUR/RUB 89.9 90 89 84 83
EUR/TRY 10.24 100 10.1 10.2 10.5
EUR/ZAR 17.09 16.8 16.7 16.1 155
EUR/CNY 7.86 7.68 7.62 7.72 7.71
EUR/INR 89.3 88.2 87.5 86.6 85.7

Source: Danske Bank
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Danske Bank EM FX forecast vs Scandies: DKK, SEK and NOK

DKK

Spot +1m +3m +6m +12m
PLN/DKK 1.65 1.64 1.65 1.66 1.67
HUF/DKK 2.12 2.05 2.04 2.00 2.00
CZK/DKK 0.29 0.29 0.29 0.30 0.30
RUB/DKK 8.27 8.26 8.34 8.84 8.99
TRY/DKK 0.73 0.75 0.74 0.73 0.71
ZAR/DKK 044 044 045 0.46 048
CNY/DKK 0.95 0.97 0.98 0.96 0.97
INR/DKK 0.083 0.084 0.085 0.086 0.087
SEK

Spot +1m +3m +6m +12m
PLN/SEK 2.25 2.23 2.27 2.30 2.34
HUF/SEK 2.90 2.79 2.79 2.77 2.79
CZK/SEK 040 040 040 041 04e
RUB/SEK 0.11 0.11 0.11 0.12 0.13
TRY/SEK 0.99 101 101 101 0.99
ZAR/SEK 0.59 0.60 061 0.64 0.67
CNY/SEK 1.290 1.315 1.339 1.334 1.350
INR/SEK 0.114 0.115 0.117 0.119 0.121
(\\[0],¢

Spot +1m +3m +6m +12m
PLN/NOK 2.26 2.23 2.29 2.32 2.36
HUF/NOK 291 2.79 2.82 2.80 2.82
CZK/NOK 040 040 041 041 042
RUB/NOK 0.11 0.11 0.12 0.12 0.13
TRY/NOK 0.99 1.01 1.02 1.02 1.00
ZAR/NOK 0.60 0.60 0.62 0.64 0.68
CNY/NOK 1.294 1.315 1.352 1.347 1.363
INR/NOK 0.114 0.115 0.118 0.120 0.123

Source: Danske Bank
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Disclosures
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in the research report.

Regulation

Authorised and regulated by the Danish Financial Services Authority (Finanstilsynet). Deemed authorised by the
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Conflicts of interest
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Risk warning
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General disclaimer

This research has been prepared by Danske Bank A/S. It is provided for informational purposes only and should
not be considered investment, legal or tax advice. It does not constitute or form part of, and shall under no
circumstances be considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial
instruments (i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned
herein and/or options, warrants, rights or other interests with respect to any such financial instruments) (‘Relevant
Financial Instruments’).

This research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank A/S considers to be reliable but Danske Bank A/S has not independently verified the contents hereof.
While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or
warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy,
completeness or reasonableness of the information, opinions and projections contained in this research report and
Danske Bank A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss,
including without limitation any loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts and reflect their opinion as of the date
hereof. These opinions are subject to change and Danske Bank A/S does not undertake to notify any recipient of
this research report of any such change nor of any other changes related to the information provided in this research
report.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom
(see separate disclaimer below) and retail customers in the European Economic Area as defined by Directive
2014/65/EU.
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This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’s prior
written consent.

Disclaimer related to distribution in the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets
Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related
interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske
Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely
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of research analysts. In addition, the research analysts of Danske Bank A/S who have prepared this research report
are not registered or qualified as research analysts with the New York Stock Exchange or Financial Industry
Regulatory Authority but satisfy the applicable requirements of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument
may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial
instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S.
Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S.
Securities and Exchange Commission.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this document is for distribution only to (I) persons who have professional experience in
matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the ‘Order’); (11) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (111) persons who are an elective professional client or a per se professional client under Chapter 3 of
the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In
the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely
on this document or any of its contents.

Disclaimer related to distribution in the European Economic Area

This document is being distributed to and is directed only at persons in member states of the European Economic
Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus Regulation
(Regulation (EU) 2017/1129) (‘Qualified Investors”). Any person in the EEA who receives this document will be
deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to
have represented and agreed that it has not received this document on behalf of persons in the EEA other than
Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the
investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/S will rely on the truth
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Investor should not act or rely on this document or any of its contents.
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