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1. The business cycle is approaching its end

2. Growth will slow below potential in CEE but the region will outperform other 
EM

3. Quantitative easing in the eurozone cannot replace good public policies in 
CEE

Main messages
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1.1. We expect global growth to slow…

Source: IMF WEO, UniCredit Research
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1.2. … due to weak global trade

Source: IMF, CPB Netherlands, UniCredit Research



OECD: Economic Outlook , November 2018
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1.3. The cost of trade wars
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1.4. Global manufacturing:
Dancing to the tune of the Chinese credit cycle – and that looks 
up

Source: BIS, UniCredit Research
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1.5. US: Resilience will not last forever

Source: BEA, UniCredit Research
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1.6. The probability of recession in the US remains high…

Source: statistical offices, UniCredit Research
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1.7. …with a downturn expected in 2020…

Source: BEA, UniCredit Research

US growth: 2018: 2.9% 2019: 2.4% 2020: 0.7%
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1.8. …triggering another rate cut from the Fed in 2019 and two in 
2020

Source: Bloomberg , UniCredit Research
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1.9. Eurozone: weak global trade to slow economic growth

Source: Eurostat, UniCredit Research

EMU growth: 2018: 1.9% 2019: 1.0% 2020: 1.0%
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1.10. Eurozone: Headline and core inflation well below 2%

Source: Eurostat, UniCredit Research

ECB:  unchanged policy rates throughout 2020
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Source: Bloomberg, UniCredit Research

1.11. … prompted the ECB to ease monetary policy again



Source: Bloomberg, UniCredit Research 

1.12. Exit from negative rates – don't hold your breath

14
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1.13. UST yields on their way down, Bund yields to turn positive 
by 2021

Source: Bloomberg, UniCredit Research

10Y UST and Bund yield
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1. The business cycle is approaching its end
2. Growth will slow below potential in CEE but the region will outperform other 

EM
3. Quantitative easing in the eurozone is not a cure-all solution

Main messages



Source: national statistical offices, UniCredit Research
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2. 1. 2019: the start of a cyclical slowdown

Growth still above potential in EU-CEE



Source: national statistical offices, UniCredit Research
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2.2. 2020: GDP growth expected below potential in all CEE 
countries

Growth below potential in all countries



Source: national statistical offices, UniCredit Research
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2.3. Labour market tensions have probably peaked in CEE…

Labour shortages probably peaked in 
central Europe… 

… and may help ease wage growth in 2020



Source: Eurostat, central banks, statistical offices, ministry of finance, UniCredit Research
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2.4. … but governments are trying to smooth the cyclical 
slowdown

… probably too soon. Little scope for fiscal stimulus in 2020. 



*External debt incl ICL for CZ, RS, TR, MX, CL and SA ** Spread between 10Y EUR government bond yields and the corresponding German government bond yields for 
BG, HR, HU, PL, RO. For CZ, the spread refers to the 5Y yield. For the other countries, the spread is computed with respect to US government bond yields *** Data for 
UA refer to the generic USD bond. Data for HR refer to the 4Y bond **** Data for UA refer to the generic USD bond. Data for CL refer SA to the spread between 8Y and 
2Y bond and 9Y and 2Y bond respectively. Data for HU refer to spread between 10Y and 3Y bond. *****IBRD and WEF indicators for 2019
Source: central banks, ministries of finance, statistical offices, Bloomberg, UniCredit Research
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2.5. EM risk heatmap – CEE an outperformer
Legend
Low vulnerability
Moderate vulnerability
Significant vulnerability
High vulnerability

BG CZ HR HU PL RO RS RU SK TR UA MX BR CL SA ID IN CN AG
External Liquidity
Current account (% of GDP) 7.6 0.7 2.0 -1.1 -0.1 -5.0 -5.6 6.8 -2.5 0.2 -3.2 -1.4 -0.8 -3.3 -3.6 -3.0 -2.4 1.0 -4.7
Extended Basic Balance (% of GDP) 11.1 2.5 4.6 4.0 3.8 -1.0 1.9 6.2 1.1 1.4 -1.2 0.5 0.3 -2.9 -1.6 -1.7 -1.3 1.6 -4.1
FX Reserves coverage (months of imports) 8.1 7.9 8.1 2.6 4.3 4.0 6.1 14.4 - 4.1 3.3 4.1 17.6 5.3 5.2 6.6 7.0 14.9 9.1
External Debt  (excl.ICL, % of GDP)* 35.9 80.5 64.1 56.8 44.8 35.0 62.6 20.8 89.2 61.1 87.8 35.0 66.4 62.5 46.7 35.6 19.2 14.5 46.2
Short-term debt (% of GDP) 14.4 46.8 20.8 10.3 8.1 7.2 2.9 3.3 47.1 17.2 11.5 3.4 4.2 7.4 9.9 4.8 7.5 9.4 10.9
REER (Index, 2010=100) 102.0 98.7 97.3 88.4 90.2 97.3 123.6 84.1 - 62.9 91.4 84.9 106.5 90.6 84.0 90.3 106.7 120.8 118.9

Domestic Finances
Corporate debt (% of GDP) 48.6 52.1 58.0 57.3 45.9 38.5 42.2 55.2 54.9 98.3 72.5 37.6 39.4 77.2 55.6 36.5 44.8 151.6 15.2
Household Debt (% of GDP) 20.1 34.2 35.5 20.6 35.6 18.9 20.3 16.6 44.3 13.6 5.8 16.0 43.4 35.6 33.7 16.2 11.4 52.6 5.8
Nonresident holdings of gov.debt (% total) 0.9 40.9 - 23.6 24.9 18.6 31.3 39.4 51.8 11.4 - 31.0 11.7 - 39.2 37.7 - 8.4 -

Banking System
Credit Impulse (% of GDP) 0.3 0.5 4.3 1.8 0.8 0.2 1.2 4.7 -1.4 -8.3 -1.6 0.0 4.1 3.1 0.4 1.1 0.6 0.5 -2.3
Loans/deposit ratio (%) 73.1 68.3 80.7 68.7 98.2 75.0 92.6 103.5 103.0 110.1 188.1 103.2 97.6 109.7 106.4 102.9 113.1 72.2 150.8
NPL (% of total loans) 6.9 2.8 9.4 2.4 4.0 4.7 5.2 10.7 2.9 4.6 54.3 2.1 3.0 1.9 3.7 2.6 9.5 1.8 4.1
Domestic Banks CAR (%) 20.5 18.4 22.6 17.5 18.3 19.6 23.2 12.5 18.7 18.2 15.7 15.9 18.0 13.0 16.1 23.2 12.9 14.2 14.4
Domestic Banks RoE (%) 14.3 16.5 11.1 13.6 7.3 11.3 9.9 11.1 9.8 12.0 8.8 20.7 14.6 17.9 19.8 14.4 -0.2 11.7 -

Policy
Policy Rate, nominal (%) - 2.00 - 0.90 1.50 2.50 2.50 7.00 - 16.50 17.50 8.25 6.50 3.00 6.75 6.00 6.00 4.35 70.73
Real policy rate (%) - -0.9 - -2.1 -1.3 -1.3 1.2 2.5 - 1.3 7.2 3.8 1.8 0.6 2.3 2.3 2.8 1.6 8.5
Real Money market rate (%) - -0.8 -0.8 -2.8 -1.2 -0.9 0.7 2.9 - 2.3 6.0 3.9 0.6 0.5 2.1 3.5 3.8 0.5 -7.8
Headline inflation (% yoy) 2.9 2.9 1.1 3.1 2.9 3.9 1.3 4.3 2.8 15.0 9.6 4.3 4.7 2.3 4.4 3.6 3.1 2.7 57.3
Core Inflation (% yoy) 2.0 2.4 1.5 3.2 2.2 3.4 1.2 4.3 2.5 13.6 7.4 3.8 3.0 2.0 4.1 3.5 4.5 1.7 58.8
GG Fiscal balance (% of GDP) 1.2 0.8 0.2 -2.0 -1.1 -3.3 0.4 3.3 -0.7 -2.7 -2.3 -1.9 -7.0 -1.8 -4.9 -1.8 -3.8 -4.8 -4.3
GG Primary balance (% of GDP) 1.8 0.8 2.6 0.5 0.2 -1.8 2.6 2.1 -0.1 -0.4 - 0.7 1.4 -0.9 -1.3 -0.6 -0.3 -3.8 -1.7
Government Debt (% of GDP) 20.5 34.0 74.5 70.1 49.1 35.0 54.3 12.0 48.9 31.8 64.9 38.1 76.5 35.5 56.7 34.6 44.9 50.5 61.0

Markets
External Debt Spread (10Y, bp)** 72.6 38.3 102.2 78.2 52.2 195.5 159.6 164.9 52.5 515.3 518.7 160.4 185.6 59.9 288.9 141.5 127.2 42.4 1940.0
Local Currency Curve (5Y, %)*** 0.0 1.0 0.8 0.9 1.8 3.9 3.8 6.8 -0.4 15.0 6.0 6.7 9.1 2.2 8.0 6.6 6.4 2.9 58.5
Local currency bond spread (2s10s)**** 55.9 11.6 38.1 156.0 58.8 76.9 -35.8 41.0 34.3 -7.0 184.5 -10.0 177.2 270.0 206.1 90.2 95.8 41.9 -8131.5
CDS (5Y, bp) 90 49 94 85 74 97 97 83 17 386 454 113 134 38 188 89 79 46 3853
FX 3m implied volatility (%) - 3.6 4.0 5.4 5.5 2.3 - 9.5 - 15.4 - 9.9 13.0 9.3 15.1 6.3 6.6 5.4 13.5

Structural*****
IBRD Doing Business 59 35 58 53 33 52 48 31 42 43 71 54 109 56 82 73 77 46 119
WEF Competitiveness Ranking 51 29 68 48 37 52 65 43 41 61 83 46 72 33 67 45 58 28 81
Unemployment (%) 4.5 2.2 8.1 3.3 3.2 5.3 10.8 4.5 5.7 13.9 8.6 3.3 11.6 6.8 27.5 5.3 7.0 4.8 9.1
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1. The business cycle is approaching its end
2. Growth will slow below potential in CEE but the region will outperform other EM
3. Quantitative easing in the eurozone is not a cure-all solution

Main messages



Source: Eurostat, central banks, statistical offices, ministry of finance, UniCredit Research
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3. Qualitative easing: credit spreads depend on domestic 
policies

Cautious public policies needed to avoid higher borrowing costs. 
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1. The global economy is slowing due to weaker global trade
1. Trade wars are affecting growth
2. The fiscal stimulus is running out of steam in the US 
3. Eurozone countries hesitate to spend more on infrastructure (although they need to)

2. Growth will fall in CEE but the region is likely to avoid recession
1. CEE is dependent on European demand (and especially on German demand)
2. The quality and amount of fiscal and monetary stimulus is questionable
3. CEE has fewer structural problems than other emerging markets

3. Quantitative/ qualitative easing
1. The ECB cannot save countries with poor public policies
2. Domestic policies very important to lower borrowing costs 

Main takeaways
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part of it shall form the basis of, or be relied on in connection with or act as an inducement to enter into, any contract or commitment whatsoever.
Notice to Brazilian investors: The individual analyst(s) responsible for issuing this report represent(s) that: (a) the recommendations herein reflect exclusively the personal views of the analysts and have been prepared in an independent manner, including in relation to UniCredit Group; and (b) except for the
potential conflicts of interest listed under the heading “Potential Conflicts of Interest” above, the analysts are not in a position that may impact on the impartiality of this report or that may constitute a conflict of interest, including but not limited to the following: (i) the analysts do not have a relationship of any nature
with any person who works for any of the companies that are the object of this report; (ii) the analysts and their respective spouses or partners do not hold, either directly or indirectly, on their behalf or for the account of third parties, securities issued by any of the companies that are the object of this report; (iii)
the analysts and their respective spouses or partners are not involved, directly or indirectly, in the acquisition, sale and/or trading in the market of the securities issued by any of the companies that are the object of this report; (iv) the analysts and their respective spouses or partners do not have any financial
interest in the companies that are the object of this report; and (v) the compensation of the analysts is not, directly or indirectly, affected by UniCredit’s revenues arising out of its businesses and financial transactions. UniCredit represents that: except for the potential conflicts of interest listed under the heading
“Potential Conflicts of Interest” above, UniCredit, its controlled companies, controlling companies or companies under common control (the “UniCredit Group”) are not in a condition that may impact on the impartiality of this report or that may constitute a conflict of interest, including but not limited to the following:
(i) the UniCredit Group does not hold material equity interests in the companies that are the object of this report; (ii) the companies that are the object of this report do not hold material equity interests in the UniCredit Group; (iii) the UniCredit Group does not have material financial or commercial interests in the
companies or the securities that are the object of this report; (iv) the UniCredit Group is not involved in the acquisition, sale and/or trading of the securities that are the object of this report; and (v) the UniCredit Group does not receive compensation for services rendered to the companies that are the object of this
report or to any related parties of such companies.
Notice to Canadian investors: This communication has been prepared by UniCredit Bank AG, which does not have a registered business presence in Canada. This communication is a general discussion of the merits and risks of a security or securities only, and is not in any way meant to be tailored to the
needs and circumstances of any recipient. The contents of this communication are for information purposes only, therefore should not be construed as advice and do not constitute an offer to sell, nor a solicitation to buy any securities.
Notice to Cyprus investors: This document is directed only at clients of UniCredit Bank who are persons falling within the Second Appendix (Section 2, Professional Clients) of the law for the Provision of Investment Services, the Exercise of Investment Activities, the Operation of Regulated Markets and other
Related Matters, Law 144(I)/2007 and persons to whom it may otherwise lawfully be communicated who possess the experience, knowledge and expertise to make their own investment decisions and properly assess the risks that they incur (all such persons together being referred to as “relevant persons”). This
document must not be acted on or relied on by persons who are not relevant persons or relevant persons who have requested to be treated as retail clients. Any investment or investment activity to which this communication related is available only to relevant persons and will be engaged in only with relevant
persons. This document does not constitute an offer or solicitation to any person to whom it is unlawful to make such an offer or solicitation.
Notice to Hong Kong investors: This report is for distribution only to “professional investors” within the meaning of Schedule 1 to the Securities and Futures Ordinance (Chapter 571, Laws of Hong Kong) and any rules made thereunder, and may not be reproduced, or used by or further distributed to any other
person, in whole or in part, for any purpose. This report does not constitute or form part of an offer or solicitation of any offer to buy or sell any securities, nor should it or any part of it form the basis of, or be relied upon in connection with, any contract or commitment whatsoever. By accepting this report, the
recipient represents and warrants that it is entitled to receive such report in accordance with, and on the basis of, the restrictions set out in this “Disclaimer” section, and agrees to be bound by those restrictions.
Notice to investors in Ivory Coast: The information contained in the present report have been obtained by Unicredit Bank AG from sources believed to be reliable, however, no express or implied representation or warranty is made by Unicredit Bank AG or any other person as to the completeness or accuracy
of such information. All opinions and estimates contained in the present report constitute a judgement of Unicredit Bank AG as of the date of the present report and are subject to change without notice. They are provided in good faith but without assuming legal responsibility. This report is not an offer to sell or
solicitation of an offer to buy or invest in securities. Past performance is not an indicator of future performance and future returns cannot be guaranteed, and there is a risk of loss of the initial capital invested. No matter contained in this document may be reproduced or copied by any means without the prior
consent of Unicredit Bank AG.
Notice to New Zealand investors: This report is intended for distribution only to persons who are “wholesale clients” within the meaning of the Financial Advisers Act 2008 (“FAA”) and by receiving this report you represent and agree that (i) you are a “wholesale client” under the FAA (ii) you will not distribute
this report to any other person, including (in particular) any person who is not a “wholesale client” under the FAA. This report does not constitute or form part of, in relation to any of the securities or products covered by this report, either (i) an offer of securities for subscription or sale under the Securities Act 1978
or (ii) an offer of financial products for issue or sale under the Financial Markets Conduct Act 2013.
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Notice to Omani investors: This communication has been prepared by UniCredit Bank AG. UniCredit Bank AG does not have a registered business presence in Oman and does not undertake banking business or provide financial services in Oman and no
advice in relation to, or subscription for, any securities, products or financial services may or will be consummated within Oman. The contents of this communication are for the information purposes of sophisticated clients, who are aware of the risks
associated with investments in foreign securities and neither constitutes an offer of securities in Oman as contemplated by the Commercial Companies Law of Oman (Royal Decree 4/74) or the Capital Market Law of Oman (Royal Decree 80/98), nor does it
constitute an offer to sell, or the solicitation of any offer to buy non-Omani securities in Oman as contemplated by Article 139 of the Executive Regulations to the Capital Market Law (issued vide CMA Decision 1/2009). This communication has not been
approved by and UniCredit Bank AG is not regulated by either the Central Bank of Oman or Oman’s Capital Market Authority.
Notice to Pakistani investors: Investment information, comments and recommendations stated herein are not within the scope of investment advisory activities as defined in sub-section I, Section 2 of the Securities and Exchange Ordinance, 1969 of
Pakistan. Investment advisory services are provided in accordance with a contract of engagement on investment advisory services concluded with brokerage houses, portfolio management companies, non-deposit banks and the clients. The distribution of
this report is intended only for informational purposes for the use of professional investors and the information and opinions contained herein, or any part of it shall not form the basis of, or be relied on in connection with or act as an inducement to enter into,
any contract or commitment whatsoever.
Notice to Polish Investors: This document is intended solely for professional clients as defined in Art. 3.39b of the Trading in Financial Instruments Act of 29 July 2005 (as amended). The publisher and distributor of the document certifies that it has acted
with due care and diligence in preparing it, however, assumes no liability for its completeness and accuracy. This document is not an advertisement. It should not be used in substitution for the exercise of independent judgment.
Notice to Serbian investors: This analysis is only for distribution to professional clients (profesionalni klijenti) as defined in article 172 of the Law on Capital Markets.
Notice to UK investors: This communication is directed only at clients of UniCredit Bank who (i) have professional experience in matters relating to investments or (ii) are persons falling within Article 49(2)(a) to (d) (“high net worth companies,
unincorporated associations, etc.”) of the United Kingdom Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 or (iii) to whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant
persons”). This communication must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this communication relates is available only to relevant persons and will be engaged in only with
relevant persons.
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