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Recovery strengthens, price

)f Global: We are revising up our global GDP growth forecast for this year slightly to 6.1%
(from 5.8%) while our estimate for next year is broadly unchanged at 4.6%. The upward
revision reflects stronger near-term consumption growth in several advanced economies.
In contrast, the recovery in several major emerging markets has slowed. Downside risks
remain from new variants. Supply bottlenecks and strengthening demand as economies
reopen have led to surging input prices and some pass-through to consumer prices, but
will very likely be temporary. The major central banks are likely to look through it.

)f US: The economy is expanding rapidly and GDP growth will likely be slightly stronger than
previously expected, at 6.6% this year (from 6.4%) and 3.8% next year (from 3.7%). Output
is set to exceed its pre-pandemic trend already in 4Q21. We are also raising our CPI
inflation forecast for this year, to 3.9% from 3.3%, reflecting higher recent outturns and
ongoing demand-supply imbalances into the autumn. However, inflation will likely return to
just above 2% by end-2022. We expect Congress to pass a longer-term economic plan
with additional spending worth USD 2-3tn over the next decade, partly financed by USD
1tn in higher taxes. The Fed will likely announce in December that tapering will start in
January 2022 and last around a year. Fed rate hikes are likely to be gradual, beginning in
late 2023, with risks skewed towards an earlier hike.

)f Eurozone: We are increasing our GDP growth forecast for this year to 4.5% from 4.0%,
leaving the estimate for 2022 at 4.3%. We now see GDP reaching its pre-pandemic level in
1Q22. The services sector is recovering, while manufacturing activity remains solid,
despite supply shortages and surging production costs. We forecast average CPI inflation
of 2% this year, with a peak at 2.5-3% in autumn, followed by a slowdown to 1.5% in 2022
amid muted core inflation and base effects. The future of the PEPP after March hangs in
the balance. Its phasing-out would pose challenges to the ECB, given the need to preserve
sizeable stimulus and a smooth transmission in all jurisdictions while underlying inflation
remains well below target. This would require a substantial beefing-up of the standard QE
program, an increase of its flexibility along the lines of the PEPP, and enhanced forward
guidance for reinvestments.

)/ CEE: GDP in EU-CEE® and in the Western Balkans will likely grow by about 5% in 2021
and 4.5% in 2022. Having avoided a reces
by 7.5% in 2021 and slow to 3.5% in 202
GDP is expected to grow by 3.4% this year and 2.6% next year. Hungary, Poland,
Romania, Russia and Serbia could return to pre-pandemic levels of activity in 2021, with
the other countries following in 2022. Pent-up demand, government transfers and lower
savings rates are likely to drive the recovery. Pre-funding from NGEU might start arriving in
3Q21, further boosting investment. We expect additional rate hikes this year in Hungary,
Czechia and Russia. The NBP might start raising rates in 4Q21 or 1Q22, followed by the
NBR in 2022. The CBRT is likely to cut rates in 2021-22 and the CBR in 2022.

)/ UK: We are revising up our GDP growth forecast for this year to 6.9% (from 6.0%) due to
faster near-term growth, while leaving our forecast for 2022 broadly unchanged at 6.2%.
Daily new COVID-19 cases are rising again but the vaccine rollout appears to have broken
the link between cases and hospitalizations. We expect the MPC to leave monetary policy
unchanged through 2022, but risks are skewed towards action before the end of next year.

Y China: We confirm our GDP growth forecast of 8.5% for 2021 and 5.7% for 2022. After the
sharp rebound in activity between 2Q20 and 4Q20, which was supported by a combination
of ultra-easy monetary and fiscal policies, the Chinese economy is losing some momentum
as the stimulus is gradually being removed. Inflation pressures have probably peaked.

1Bulgaria, Czechia, Croatia, Hungary, Poland, Romania, Slovakia and Slovenia.
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Table 1: Annual macroeconomics forecasts

Government budget balance General government debt Current account balance
GDP (%) CPlinflation (%)* Central Bank Rate (EoP) (% GDP) (% GDP) (% GDP)

2020 2021 2022 2020 2021 2022 2020 2021 2022 2020 2021 2022 2020 2021 2022 2020 2021 2022
World -3.3 6.1 4.6 - - - - - - - - - - - - - - -
us -3.5 6.6 3.8 1.2 3.9 2.6 0.25 0.25 0.25 -14.9 -15.5 -6.5 128.3 139.0 142.0 -2.9 -3.7 -2.8
Eurozone -6.7 45 4.3 0.3 2.0 15 -0.50 -0.50 -0.50 -7.2 -7.8 -3.8 98.0 100.4 98.6 21 2.2 2.5
Germany -4.8** 3.5% 5.0%* 0.5 24 1.6 - - - -4.2 -6.0 -2.7 69.8 71.8 70.0 6.8 7.5 8.0
France -8.0 5.2 4.2 0.5 14 14 - - - -9.2 -9.0 -5.0 115.7 118.2 117.0 -2.1 -1.6 -1.2
Italy -8.9 5.0 4.2 -0.1 1.2 0.9 - - - -9.5 -11.4 -5.6 155.8 158.7 156.3 35 3.3 2.9
Spain -10.8 5.1 4.9 -0.3 2.3 1.6 - - - -11.3 -7.8 -4.3 120.0 122.0 120.6 0.7 1.4 2.0
Austria -6.3 3.2 55 1.4 2.4 2.1 - - - -8.8 -7.0 -3.0 83.5 86.0 82.9 25 1.0 1.7
Greece -7.8 55 3.0 -1.2 0.2 0.8 - - - -9.7 -9.9 -4.7 205.6 206.1 205.8 -7.8 -6.3 -4.4
Portugal -7.6 2.7 4.4 0.0 1.1 1.3 - - - -5.7 -5.0 -3.2 133.6 134.2 130.6 -1.1 -0.9 -0.5
CEE
Poland -2.7 5.1 4.6 2.4 4.7 3.7 0.10 0.50 1.50 -7.0 -6.4 -4.0 56.3 54.1 52.9 3.5 2.7 1.8
Czechia -5.6 2.8 3.8 2.3 34 2.7 0.25 1.00 1.50 -6.2 -8.0 -6.0 38.1 442 47.6 3.6 3.9 2.5
Hungary -5.0 5.9 4.5 2.7 4.8 4.1 0.60 1.35 1.50 -8.1 -7.5 -5.7 80.4 78.7 78.0 0.1 0.1 1.0
Russia -3.0 34 2.6 4.9 4.8 3.8 4.25 6.50 5.50 -3.8 11 0.7 18.4 17.8 18.3 2.2 5.7 4.5
Turkey 1.8 7.5 35 14.6 15.4 12.8 17.00 16.50 13.50 -5.2 -4.8 -5.2 39.8 40.9 42.4 -5.2 -3.0 -1.8
Other Europe
UK -9.8 6.9 6.2 0.9 1.9 2.1 0.10 0.10 0.10 -14.3 -10.0 -5.0 97.4 107.0 109.0 -35 -4.0 -35
Sweden -3.0 45 45 0.5 1.6 15 0.00 0.00 0.00 -3.1 -25 -1.0 39.7 39.5 39.0 5.7 5.5 5.0
Norway 3.1 3.3% 4.0%+* 1.3 3.0 2.0 0.00 0.50 1.50 -3.0 0.0 15 43.0 415 39.5 2.0 6.2 5.0
Switzerland -2.7 3.7 3.2 -0.7 0.5 0.5 -0.75 -0.75 -0.75 -2.6 -2.4 -0.8 43.0 43.4 42.4 4.2 7.7 7.5
Others
China 2.3 8.5 5.7 24 1.8 2.0 4.35 4.35 4.35 -11.3%xk* RN i -8, 7xHx 66.0 69.0 73.0 2.0 1.6 1.3
Japan -4.7 2.6 2.6 0.0 0.1 0.5 -0.10 -0.10 -0.10 -10.1 -8.0 -5.0 256.0 257.0 255.0 3.2 3.6 3.4

*Annual averages, except for CEE countries, for which end-of-period numbers are used.

**Non-wda figures. Adjusted for working days: -5.1% (2020), 3.5% (2021) and 5.1% (2022).

***Mainland economy figures. Overall GDP: -1.3% (2020), 2.5% (2021) and 3.5% (2022).

***QOfficial budgetary balances are adjusted according to IMF methodology to include government-managed funds, state-administered SOE funds, adjustment to the stabilization fund, and social security fund.

Source: UniCredit Research
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Table 4. Comparison of annual GDP and CPI forecasts

GDP (%)
UniCredit IMF European Commission OECD
(Apr-21) (May-21) (May-21)
2020 2021 2022 2020 2021 2022 2020 2021 2022 2020 2021 2022
World -3.3 6.1 4.6 -3.3 6.0 4.4 -3.4 5.6 4.3 -3.5 5.8 4.4
us -3.5 6.6 3.8 -3.5 6.4 3.5 -3.5 6.3 3.8 -3.5 6.9 3.6
Eurozone -6.7 45 4.3 -6.6 4.4 3.8 -6.6 4.3 4.4 -6.7 4.3 4.4
Germany -4.8* 3.5* 5.0* -4.9 3.6 3.4 -4.9 3.4 4.1 -5.1 3.3 4.4
France -8.0 5.2 4.2 -8.2 5.8 4.2 -8.1 5.7 4.2 -8.2 5.8 4.0
Italy -8.9 5.0 4.2 -8.9 4.2 3.6 -8.9 4.2 4.4 -8.9 45 4.4
Spain -10.8 5.1 4.9 -11.0 6.4 4.7 -10.8 5.9 6.8 -10.8 5.9 6.3
Austria -6.3 3.2 55 -6.6 35 4.0 -6.6 34 4.3 -6.7 3.4 4.2
Greece -7.8 55 3.0 -8.2 3.8 5.0 -8.2 4.1 6.0 -8.2 3.8 5.0
Portugal -7.6 2.7 4.4 -7.6 3.9 4.8 -7.6 3.9 5.1 -7.6 3.7 4.9
CEE
Poland -2.7 5.1 4.6 -2.7 3.5 4.5 -2.7 4.0 5.4 -2.7 3.7 4.7
Czechia -5.6 2.8 3.8 -5.6 4.2 4.3 -5.6 34 4.4 -5.6 3.3 4.9
Hungary -5.0 5.9 4.5 -5.0 4.3 5.9 -5.0 5.0 5.5 -5.1 4.6 5.0
Russia -3.0 3.4 2.6 -3.1 3.8 3.8 -3.0 2.7 2.3 -2.6 35 2.8
Turkey 1.8 7.5 3.5 1.8 6.0 3.5 1.8 5.2 4.2 1.8 5.7 34
Other Europe
UK -9.8 6.9 6.2 -9.9 5.3 5.1 -9.8 5.0 5.3 -9.8 7.2 5.5
Sweden -3.0 45 4.5 -2.8 3.1 3.0 -2.8 4.4 3.3 -3.0 3.9 3.4
Norway -3.1%* 3.3%* 4.0%* -0.8 3.9 4.0 -0.8 2.7 2.2 -2.5 3.4 3.7
Switzerland -2.7 3.7 3.2 -3.0 3.5 2.8 -2.9 2.7 25 -3.0 3.2 2.9
Others
China 2.3 8.5 5.7 2.3 8.4 5.6 2.3 7.9 5.4 2.3 8.5 5.8
Japan -4.7 2.6 2.6 -4.8 3.3 25 -4.8 3.1 25 -4.7 2.6 2.0
CPI INFLATION (%)
UniCredit IMF European Commission OECD
(Apr-21) (May-21) (May-21)
2020 2021 2022 2020 2021 2022 2020 2021 2022 2020 2021 2022
us 1.2 3.9 2.6 1.2 2.3 2.4 1.2 2.2 2.0 1.2 3.4 2.7
Eurozone 0.3 2.0 15 0.3 14 1.2 0.3 1.7 1.3 0.3 1.8 13
Germany 0.5 2.4 1.6 0.4 2.2 11 0.4 2.4 1.4 0.4 2.6 1.6
France 0.5 14 1.4 0.5 1.1 1.2 0.5 1.4 1.1 0.5 1.4 0.8
Italy -0.1 1.2 0.9 -0.1 0.8 0.9 -0.1 1.3 1.1 -0.1 1.3 1.0
Spain -0.3 2.3 1.6 -0.3 1.0 13 -0.3 14 1.1 -0.3 1.6 1.1
Austria 14 2.4 2.1 14 1.6 1.8 1.4 1.8 1.6 14 2.0 1.9
Greece -1.2 0.2 0.8 -1.3 0.2 0.8 -1.3 -0.2 1.6 -1.3 0.2 1.2
Portugal 0.0 1.1 1.3 -0.1 0.9 12 -0.1 0.9 11 -0.1 0.9 1.0
CEE
Poland 2.4 4.7 3.7 3.4 3.2 25 3.7 3.5 2.9 3.4 3.8 3.3
Czechia 2.3 3.4 2.7 3.2 2.3 2.0 3.3 2.4 2.2 3.2 2.4 2.3
Hungary 2.7 4.8 4.1 3.3 3.6 3.5 3.4 4.0 3.2 3.3 3.9 3.9
Russia 4.9 4.8 3.8 3.4 4.5 34 3.5 4.7 4.3 3.4 5.9 4.5
Turkey 14.6 154 12.8 12.3 13.6 11.8 12.3 15.7 125 12.3 16.0 12.8
Other Europe
UK 0.9 1.9 2.1 0.9 15 1.9 0.9 1.6 1.8 0.9 1.3 17
Sweden 0.5 1.6 15 0.7 15 12 0.7 1.8 11 0.5 1.6 14
Norway 1.3 3.0 2.0 1.3 2.2 2.0 1.3 2.2 1.7 1.3 2.9 1.9
Switzerland -0.7 0.5 0.5 -0.7 0.1 0.3 -0.8 15 1.4 -0.7 0.2 0.4
Others
China 2.4 1.8 2.0 2.4 1.2 1.9 - - - 25 15 2.4
Japan 0.0 0.1 0.5 0.0 0.1 0.7 0.0 0.3 0.9 0.0 0.1 0.6

*Non-wda figures. Adjusted for working days: -5.1% (2020), 3.5% (2021) and 5.1% (2022).
**Mainland economy figures. Overall GDP: -1.3% (2020), 2.5% (2021) and 3.5% (2022).
Source: IMF, EC, OECD, UniCredit Research
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Table 5: Fl forecasts

INTEREST RATE AND YIELD FORECASTS (%)

Current 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22
EMU

Refi rate 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Depo -0.50 -0.50 -0.50 -0.50 -0.50 -0.50 -0.50
3M EUR -0.54 -0.55 -0.55 -0.55 -0.55 -0.55 -0.55
2Y Schatz -0.66 -0.65 -0.65 -0.65 -0.65 -0.60 -0.60
fwd -0.66 -0.67 -0.67 -0.67 -0.64 -0.62
5Y Obl -0.58 -0.60 -0.60 -0.60 -0.60 -0.55 -0.55
10Y Bund -0.19 -0.25 -0.20 -0.15 -0.10 -0.05 0.00
fwd -0.15 -0.12 -0.09 -0.06 -0.02 0.01
30Y Bund 0.31 0.30 0.35 0.40 0.45 0.50 0.55
2/10 47 40 45 50 55 55 60
2/5/10 -31 -30 -35 -40 -45 -45 -50
10/30 50 55 55 55 55 55 55
2Y EUR swap -0.45 -0.45 -0.45 -0.45 -0.45 -0.40 -0.40
5Y EUR swap -0.24 -0.30 -0.30 -0.30 -0.30 -0.25 -0.25
10Y EUR swap 0.12 0.15 0.15 0.20 0.25 0.30 0.30

us
FedFunds 0.25 0.25 0.25 0.25 0.25 0.25 0.25
3M Libor 0.15 0.20 0.20 0.20 0.20 0.20 0.20
2Y UST 0.25 0.20 0.25 0.30 0.35 0.40 0.45
fwd 0.36 0.47 0.57 0.67 0.81 0.95
5Y UST 0.88 1.05 1.15 1.25 1.35 1.45 1.50
10Y UST 1.46 1.90 2.00 2.15 2.30 2.45 2.50
fwd 1.56 1.63 1.69 1.76 1.82 1.87
30Y UST 2.08 2.60 2.70 2.85 2.95 3.00 3.00
2/10 122 170 175 185 195 205 205
2/5/10 6 0 5 5 5 5 5
10/30 61 70 70 70 65 55 50
2Y USD swap 0.33 0.30 0.35 0.40 0.45 0.50 0.55
10Y USD swap 1.44 1.90 2.00 2.15 2.30 2.45 2.50

UK
Key rate 0.10 0.10 0.10 0.10 0.10 0.10 0.10
Spreads Current 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22
10Y UST-Bund 165 215 220 230 240 250 250
10Y BTP-Bund 106 90 90 100 110 120 125
10Y EUR swap-Bund 31 40 35 35 35 35 30
10Y USD swap-UST -2 0 0 0 0 0 0
Forecasts are end-of-period Source: Bloomberg, UniCredit Research
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Table 6: FX forecasts

EUR Current 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22 3M 6M 12M
G10

EUR-USD 1.19 1.20 1.22 1.23 1.24 1.25 1.25 1.20 1.22 1.24
EUR-CHF 1.10 1.11 1.12 1.12 1.13 1.14 1.14 1.11 1.12 1.13
EUR-GBP 0.86 0.85 0.86 0.86 0.86 0.86 0.86 0.85 0.86 0.86
EUR-JPY 131 128 129 129 129 129 128 128 129 129
EUR-NOK 10.19 9.90 9.80 9.80 9.75 9.70 9.65 9.90 9.80 9.75
EUR-SEK 10.16 10.00 9.90 9.80 9.75 9.70 9.65 10.00 9.90 9.75
EUR-AUD 1.58 1.52 1.53 1.52 1.53 1.52 151 1.52 1.53 1.53
EUR-NZD 1.70 1.67 1.67 1.66 1.65 1.64 1.62 1.67 1.67 1.65
EUR-CAD 1.47 1.49 1.50 151 151 1.51 1.50 1.49 1.50 1.51
EUR-TWI 100.0 100.7 101.4 101.6 101.8 102.1 102.3 100.7 101.4 101.8
CEEMEA & CHINA

EUR-PLN 4.52 4.46 4.60 4.45 4.47 4.52 4.60 4.46 4.60 4.47
EUR-HUF 351 353 360 357 363 361 370 353 360 363
EUR-CZK 25.51 25.50 25.40 25.30 25.20 25.10 25.00 25.50 25.40 25.20
EUR-RON 4.93 4.95 4.95 5.04 5.02 5.06 5.05 4.95 4.95 5.02
EUR-TRY 10.39 10.75 11.59 12.10 12.60 12.85 13.33 10.75 11.59 12.60
EUR-RUB 86.48 84.00 84.79 85.49 86.80 87.81 88.13 84.00 84.79 86.80
EUR-CNY 7.69 7.74 7.81 7.81 7.81 7.81 7.81 7.74 7.81 7.81
USD Current 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22 3M 6M 12M
G10

EUR-USD 1.19 1.20 1.22 1.23 1.24 1.25 1.25 1.20 1.22 1.24
USD-CHF 0.92 0.93 0.92 0.91 0.91 0.91 0.91 0.93 0.92 0.91
GBP-USD 1.38 141 1.42 1.43 1.44 1.45 1.45 141 1.42 1.44
USD-JPY 110 107 106 105 104 103 102 107 106 104
USD-NOK 8.56 8.25 8.03 7.97 7.86 7.76 7.72 8.25 8.03 7.86
USD-SEK 8.54 8.33 8.11 7.97 7.86 7.76 7.72 8.33 8.11 7.86
AUD-USD 0.75 0.79 0.80 0.81 0.81 0.82 0.83 0.79 0.80 0.81
NzD-USD 0.70 0.72 0.73 0.74 0.75 0.76 0.77 0.72 0.73 0.75
USD-CAD 1.24 1.24 1.23 1.23 1.22 1.21 1.20 1.24 1.23 1.22
USDTW$ 90.8 86.0 84.9 84.4 83.8 83.1 82.8 86.0 84.9 83.8
USD-DXY 92.2 90.9 89.6 88.9 88.2 87.5 87.3 90.9 89.6 88.2
CEEMEA & CHINA

USD-PLN 3.80 3.72 3.77 3.62 3.60 3.62 3.68 3.72 3.77 3.60
USD-HUF 295 294 295 290 293 289 296 294 295 293
USD-CzZK 21.50 21.30 20.80 20.60 20.30 20.10 20.00 21.30 20.80 20.30
USD-RON 4.14 4.13 4.06 4.10 4.05 4.05 4.04 4.13 4.06 4.05
USD-TRY 8.73 8.96 9.50 9.84 10.16 10.28 10.66 8.96 9.50 10.16
USD-RUB 72.71 70.00 69.50 69.50 70.00 70.25 70.50 70.00 69.50 70.00
USD-CNY 6.47 6.45 6.40 6.35 6.30 6.25 6.25 6.45 6.40 6.30
Forecasts are end-of-period Source: Bloomberg, UniCredit Research
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GLOBAL GROWTH SET FOR A STRONG RECOVERY

Global

}f We are revising up our global GDP growth forecast for this year slightly to 6.1% (from 5.8%)

while our forecast for next year is broadly unchanged at 4.6%. The upward revision to this
year reflects stronger near-term growth in several advanced economies, including the
eurozone, the US and the UK, driven by faster-than-expected consumer spending as
restrictions have been eased. In contrast, the recovery in several major emerging markets
has slowed, with the vaccine rollout significantly lagging behind that of advanced economies
and some countries experiencing rising new cases of COVID-19. Chinese growth has
decelerated as fiscal support fades and travel restrictions have been tightened.

}f Consumer price inflation has moved higher as a result of rising commodity prices, surging

shipping costs, supply-chain disruption and bottlenecks, and strong (pent-up) demand. This
largely reflects the reopening of the economy (lifting the prices of consumer-facing services,
often from well below pre-COVID-19 levels) and demand-supply imbalances for specific
items. These effects are unlikely to have persistent effects on inflation, as the reopening
effect fades and supply adjusts. The sharp rise and subsequent fall of US lumber prices as
supply adjusted is a case in point, and futures curves for many key commodities are
currently downward-sloping. However, the exact timing of when these cost pressures might
abate remains uncertain, and we have made a judgement that the supply-demand
imbalances are now likely to last through much of this year, longer than previously expected.
Measures of medium-term inflation expectations remain well anchored.

y The major central banks have so far (rightly) judged rising inflation to be largely transient

and, hence, will look through it. But with the direct effects of the pandemic easing, hawks
at the Fed and ECB are pushing for an exit strategy from their emergency footing. The
Fed will likely announce in December that tapering will start in January, but the first rate
hi ke is wunlikely to come before | ate 20
possible changes to the Fed Board of Governors. The ECB will probably beef up its
standard QE program to partially compensate if the PEPP program is allowed to expire in
March, against a backdrop of still too low underlying inflation.

Y Downside risks to the outlook have reduced due to the vaccine rollout, but risks remain

from new virus variants. The main upside risk is a faster decline in the stock of excess
household savings accumulated during the pandemic.

INFLATION EXPECTATIONS ARE WELL ANCHORED

Global real GDP growth, % yoy

——US 5Y5Y inflation swap —Euro area 5Y5Y inflation swap
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Source: Bloomberg, IMF, UniCredit Research
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Global indicators

PMls

MOBILITY INDICATORS
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y PMIs rose sharply in 2Q21 compared to 1Q21, as restrictions for
consumer-facing services were eased.

COVID-19 CASES

y Mobility indicators have picked up as economies have reopened.

COVID-19 VACCINATIONS
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)f New COVID-19 cases are low in the US and the eurozone, but
the Delta variant has seen cases rise in several EMs and the UK.

PMI INPUT AND OUTPUT PRICES

)f The vaccine rollout has lagged in major EMs compared with
advanced economies.
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}f Global PMI input and output prices have surged, along with
suppliersodo delivery ti mes.

y Commodity prices have moved higher. The Brent oil spot price
rose to USD 74 per barrel, above its pre-COVID-19 level.

Source: Bloomberg, Google, IHS Markit, Our World in Data, UniCredit Research
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Daniel Vernazza, PhD Y The US economy is expanding rapidly and we are revising up our GDP growth forecast to
Chief International Economist o . o o o .

(UniCredit Bank, London) 6.6% this year (from 6.4%) and 3.8% next year (from 3.7%). Output has likely already
+44 207 826-7805 exceeded its pre-COVID-19 level and is set to exceed its pre-pandemic trend later this

daniel.vernazza@unicredit.eu year. After GDP growth of 1.6% qoq (non-annualized) in 1Q21, we expect growth to

accelerate to 2.3% qoq in 2Q21, slightly more than the 2.0% we previously expected and
driven by consumer spending. The growth trajectory beyond the current quarter is
unchanged, with growth slowing but remaining above potential throughout the forecast.
Daily new COVID-19 cases are now at their lowest level since March 2020 and the vaccine
rollout continues to progress. The ISM services index hit a record high in June, while
demand for goods remains strong. Real personal consumption expenditure in April and
May was, on average, 2.5% higher than in 1Q21, driven by the reopening and large fiscal
transfers. We expect Congress to pass a longer-term economic plan worth USD 2-3tn in
additional spending over the next decade, partly financed by USD 1tn in higher taxes.

y We are significantly revising up our CPI inflation forecast for this year, to 3.9% from 3.3%,
reflecting higher recent outturns and ongoing demand-supply imbalances into the autumn.
But we see inflation returning to only a little more than 2% by end-2022 as the reopening
effect and fiscal stimulus fade, and supply adjusts. After rising 559k in May, payroll gains
are likely to pick up in the coming months as (temporary) labor-supply shortages ease.

y The FOMC left monetary policy unchanged at its 15-16 June meeting, but participants
revised up their median projection for the federal funds rate, which now indicates two 25bp
rate hikes by the end of 2023, up from zero in March. This hawkish shift was likely driven
by concerns about upside risks to inflation. Our base case remains a gradual rate-hiking
cycle starting in late 2023. Hawkish regional Fed presidents do not control the balance of
power of voting FOMC members, and the Biden administration will look to fill vacancies on
the Fed Board of Governors (Fed Chair Jer ome Powell 6s tm
there is one vacant seat) with people that will facilitate its agenda of higher spending and
lower inequality. The FOMCOds-baswdiibhndadnncl usivebo
employment is unlikely to be met before 2023. Still, the risks are skewed towards an earlier
and steeper hiking cycle. The FOMC will start discussing a plan for tapering at upcoming
meetings. We expect a formal announcement in December that tapering will start in
January 2022. The tapering process will likely take around a year and, given surging house
prices, the Fed could taper mortgage-backed securities (MBS) such that net purchases of
MBS would end before ceasing net purchases of Treasuries.

GDP SET TO EXCEED PRE-COVID-19 TREND FROM 4Q21 HIGHER INFLATION DRIVEN BY THE REOPENING
Real GDP — = Pre-pandemic trend Percent changes between Feb-20 and: ¢ Apr-20 ¢ May-21
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Source: BEA, UniCredit Research

UniCredit Research page 11 See last pages for disclaimer.


mailto:daniel.vernazza@unicredit.eu

74 UniCredit

June 2021

Macro Research

Economics Chartbook

US

INFLATION HOUSEHOLD SAVINGS
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)f 12-month CPI inflation rose 0.8pp to 5.0% in May, but has
probably peaked.

PERSONAL SPENDING

)/ We estimate that household accumulated excess savings during
the pandemic total USD 2.6tn (or 12% of GDP).
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y Personal consumption expenditure is rotating back towards social
activities.

LABOR MARKET

y The number of seated diners at restaurants continues to recover
as restrictions have been eased.

FED ADOT PLOTO

——Nonfarm payrolls, thous.
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y Nonfarm payrolls rose 559k in May after a disappointing 278k rise in
April. Payrolls are 7.6mn (or 5.0%) below their pre-COVID level.

}/ In June, 13 of 18 (up from 7) FOMC participants expected a rate
hike by end-2023, and 11 expected two or more hikes by then.

Source: BEA, BLS, Fed, OpenTable, UniCredit Research
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Eurozone

Marco Valli, Y We are raising our GDP growth forecast for this year to 4.5% from 4.0%, leaving the

Head of Macro Research,
Chief European Economist
(UniCredit Bank, Milan)
+39 02 8862-0537
marco.valli@unicredit.eu

estimate for 2022 at 4.3%. We now see GDP reaching its pre-pandemic level in 1Q22, one
guarter earlier than previously expected.
the GDP number for 1Q21 (to -0.3% qgoq from the preliminary -0.6%) and a slightly
stronger forecast for the second quarter (1.2% qoq from 1.0%). The rest of our quarterly
GDP path remains unchanged, envisaging a further substantial acceleration in 3Q21 (to
about 2.5% qoq), followed by an expansion of about 1% qoq in the final quarter of the year.

Y Business surveys have been rising strongly in recent months, boosted by the reopening of

the services sector. Manufacturing activity remains solid, despite the intensification of
supply bottlenecks that are restraining production, preventing the restoration of an
appropriate level of inventories, and fueling a further increase in production costs.
Indicators of selling price expectations, which correlate tightly with PPI inflation, show that
firms are increasingly passing on the higher input costs. This is especially true in the
intermediate and capital-good sectors but less so for consumer goods. The main
uncertainty is the extent to which pressure building up at the PPI level will spill over to CPI.

y CPI inflation has risen strongly, lifted by higher energy prices and base effects, while the

core rate has remained subdued at around 1%. We forecast average inflation of 2% this
year, with a peak of 2.5-3% in the fall. Rising price pressure in the industrial sector will
probably spill over to goods inflation through 2H21, but we expect the effect to be
moderate. As the economy reopens, prices of services most hit by the pandemic might
start rising quickly. Still, we forecast that all these price increases will prove temporary.
Pressure from bottlenecks and commodity prices will probably ease next year, while
aggregate demand is unlikely to persistently exceed aggregate supply i a full recovery in
the labor market will take a long time and wage growth remains weak. CPI growth is likely
to slow to 1.5% in 2022, amid muted underlying inflation and base effects.

)/ Following the announcement that PEPP purchases in 3Q21 will continue at about the

same pace as in 2Q21, the hawks in the |
tapering signal at the September meeting, ahead of a possible termination of the PEPP
next March. However, phasing out the PEPP in March would pose meaningful challenges,
as not all countries would have recovered to pre-crisis levels of activity by then, while
forecasts for eurozone inflation at the policy-relevant horizon would almost certainly remain
well below target. The need to preserve sizeable stimulus and a smooth transmission in all
jurisdictions would then require a substantial beefing-up of the standard QE program, an
increase of its flexibility along the lines of the PEPP, and enhanced forward guidance for
reinvestments, aiming to extend the rollover of PEPP bonds well beyond December 2023.

Composite PMI

65

THE RECOVERY IS GATHERING MOMENTUM PRICE PRESSURE IS INTENSIFYING IN MANUFACTURING
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Y We forecast 4.5% GDP growth this year and 4.3% in 2022.

y GDP to remain below its pre-pandemic trend line for some time.

SELLING PRICES

INVENTORIES
Industrial survey: inventories of intermediate goods (standardized)
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y Inventories of intermediate goods at a record low.

)f Higher input prices likely to be passed on.
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y Headline inflation set to peak at 2.5-3% in the fall.

y Less scope than in the US for price rebounds.

Source: BLS, EC, Eurostat, UniCredit Research
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Germany

y We confirm our GDP growth forecast of 3.5% yoy for 2021 and 5.0% for 2022 (both on a
non-working-day-adjusted basis). The German economy is likely to reach its pre-crisis
activity level in 3Q21. Note that our growth forecast for 2022 is largely determined by a
huge and unprecedented statistical carryover of about 3% from 2021.

y We regard 2Q21 as an inflection point, at which the German economy started growing
again (+1.3% qoq) thanks to the reopening of the economy and a recovery in services
activity and retailing. The export-oriented manufacturing sector continues to benefit from
the strong upswing in global trade. However, the massive supply bottlenecks are likely to
dampen industrial activity rises (including construction), at least in the short term. Since
production cannot be strongly ramped up by companies and inventories of finished goods
are already at record lows, export growth might also be less dynamic.

Y After the summer break, we continue to expect the German economy to rebound more
strongly (3Q21: +4.0% qgoq), driven by substantial progress in the vaccination campaign
and the unloading of pent-up demand of private households and companies. Risks to this
forecast are the Delta variant of COVID-19 and the unprecedented supply bottlenecks in
the manufacturing and construction sector. At the turn of the year, growth dynamics are
assumed to subside again (average 4Q21-1Q22: +0.8% qoq).

Y Consumer price inflation will probably accelerate further in the second half of the year,
which is why we are lifting our projections to around 3% yoy on average in 2H21. The main
reasons for the increase stem from positive base effects of the VAT cut (which was
temporarily implemented in 2H20) as well as from further upward pressure due to a slightly
higher trajectory of energy prices.

)/ The risks to our inflation forecast are clearly to the upside, for three reasons. First, there
could be spikes in reopening-sensitive price categories such as package tours, restaurant
visits, etc. Second, there may be a stronger-than-expected pass-through from companies
to consumers, as prices of commodities and intermediate goods have surged. Third, there
could be a mix of both effects. One example is car prices, including rentals, where the lack
of semiconductors and the higher demand for travel may coincide over the summer
months. However, a persistently strong and broad-based rise in overall inflation beyond 2021 is
unlikely as the output gap will remain negative for the time being.

BOTTLENECKS IN THE MANUFACTURING SECTOR SELLING PRICE EXPECTATIONS SURGING

45
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Seismic shifts likely

compared to 2017

A black-green government?

Debt brake

EU fiscal policy

Tax policy

OPINION POLLS, IN % (MONTHLY AVERAGE)

General election: the first black-green government?

On 26 September, Germany will go to the polls. Based on the latest available opinion polls in
June, the CDU/CSU would get about 28%% of the vote share, followed by the Greens
(20%2%), the SPD (15%2%), the FDP (12%), the AfD (10%), and the Left (7%). In recent
weeks, the CDU/CSU has reclaimed its pole position, while the Greens have lost
substantially. However, such an election outcome would still cause a seismic shift in German
politics. After all, the conservatives would lose about 4%2pp compared to the last general
election in 2017, while the Greens would gain nearly 12pp.

A government coalition of CDQr €680 )anids t e
feasible constellation in which two parties may reach an absolute majority of seats in the
Bundestag. Other coalitions are also conceivable but would need three parties to form a
government, which might be more difficult to achieve politically. Examples are a so-called
fiJamaica coalitiond consisting of digh/ csa
(Greens, FDP and SPD). In the following, we briefly focus on the similarities and differences
between the CDU/CSU and the Greens regarding three major topics: the German debt brake;
EU fiscal policy; and domestic tax policy.

In its election program, the CDU/CSU rejected any change to the debt brake enshrined in the
German constitution. Instead, it wants a swift return to a balanced public budget. However, in
a recent newspaper interview, chancellor candidate Armin Laschet signaled some flexibility in
this respect by proposingaso-c al | ed fAGer many Fundo. The |
financed by the government (but also by private investors), which allows for higher investment
spending. In contrast, the Greens favor a change of the debt brake in the constitution by
introducing a golden rule. According to this, higher public deficits would be possible to the
extent that public investment spending is increased.

The CDU/CSU wants a swift return to the Stability and Growth Pact, the limitation of
discretionary powers in the excessive deficit procedure and the consequent sanctioning of
violations against the stability criteria. The NGEU is regarded as a necessary but limited and
non-recurrent measure. In contrast, the Greens want a reform of the Stability and Growth Pact
to allow for higher public investment spending. The NGEU should be transformed into a
permanent investment and stabilization fund under the control of the EU Parliament.

In its election program, the CDU/CSU states that tax hikes would endanger the recovery after
the pandemic and favors tax cuts for small and medium-income groups. The Greens also
want to reduce the tax burden for people with a small or medium income but proposed a hike
of the maximum tax rate and the introduction of a wealth tax.

COALITIONS BASED ON OPINION POLLS (JUNE), IN %*
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BUSINESS SURVEY
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y Inventories of finished goods in the manufacturing sector recently

hit their lowest level in the last 30 years.

LABOR MARKET

)f Inflation increased 2.3% yoy in June and we expect the headline
rate to temporarily increase above 3% in 2H21.

PUBLIC BUDGET BALANCE
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}f Although employment has been increasing moderately, it remains

more than 700,000 below its pre-crisis level.

y We expect a budget deficit of about 6% of GDP in 2021.

Source: destatis, Ifo, Federal Labor Agency, UniCredit Research
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France

y We confirm our 2021 GDP growth forecast at 5.2%. The negative impact of the downward
revision of the 1Q21 GDP reading (to -0.1% qoq from 0.4%) on the yearly average has
been mitigated by upward revisions to 2020 GDP figures. In addition, we are revising up
our 2Q21 GDP forecast from -0.2% to 0.5% qoq on the basis of survey indications that the
reopening of the economy has fueled a stronger-than-expected recovery in the services
sector. These modest adjustments to our 2021 sequential path mechanically lead to a
slightly higher average for 2022 GDP growth, to 4.2% from 4.1%.

YAs the countryds vaccination rate improve
2H21 supported by favorable financing conditions and ongoing fiscal stimulus. Pent-up
demand for services is likely to (partially) unlock high accumulated savings (worth 5% of
GDP by end-2020) and spur an acceleration in private consumption (the latter was still 7%
below its pre-pandemic level in 1Q21). Gross fixed investment, especially in construction,
is also set to accelerate, both in response to its sensitivity to improvements in economic
activity and to the rotation of fiscal spending towards investment (such as investment in
infrastructure) as the recovery plan is implemented.

Y The fiscal stance is expected to remain very supportive, with additional spending
commitments targeting businesses rather than households. On 2 June, French finance
minister Bruno le Maire presented EUR 15bn of additional support measures aimed at
Amarking a transition to a r et-affieated secorsnThe
new package of measures includes fast-track restructuring of small-firm debt and giving
firms more time to pay back tax arrears and payroll contributions. Additional financing will
be made available for the creation of a EUR 3bn fund aimed at helping, on a case-by-case
basis, large and medium-sized firms that were viable before the outbreak of the pandemic
but that are now in difficulty with loans or equity injections. The government estimates that
the new measures would take the 2021 budget to EUR 220bn. This would translate in a
deficit equal to 9.0% of GDP this year, after 9.2% in 2020.

)/ The record-low turnout at the recent regional elections limits their predictive power for next
year 0s presidenti al el ection. I n partic
especially of the center-right Les Républicains (LR), should not obscure the profound
divisions that run within them. These divisions risk being an obstacle to nominating a
candidate for the presidential election and convincing voters to support him. On the right
wing of the political spectrum, this is all the more likely since the candidate with the best
chance of making it to the second round seems to be Xavier Bertrand, who left the LR
party to launch his bid for the Elysée without going through a primary.

STRONG MOMENTUM IN SERVICES ON THE REOPENING OF ACCUMULATED SAVINGS PROVIDE SCOPE FOR A STRONG

THE ECONOMY

REBOUND IN CONSUMPTION
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y We expect GDP to rise by 5.2% in 2021 and 4.2% in 2022. The

recovery path is likely to be fairly strong.

y The decline in private consumption weighed significantly on GDP
growth in 2020. A rebound is in the pipeline.
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y Headline inflation is likely to peak in September, at about 2%,

mainly driven by base effects.

CONSUMER CONFIDENCE

)/ Demand for French products is gathering steam.

FIRMS6BORROWING

Consumer confidence (standardized values)

Non-financial corporations (monthly flows nsa, EUR mn)
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y Consumers are inclined to boost spending.

)fFirms() borrowi for precauti

the end of 2020.

ng

Source: Banque de France, INSEE, IHS Markit, UniCredit Research
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A SUSTAINABLE ECONOMIC RECOVERY HAS STARTED

Italy

)/ We now expect GDP to grow by 5.0% for 2021 (from 4.0% previously) mainly due to the

upward revision in GDP growth in 1Q21 (to +0.1% goq, from -0.4% in the flash estimate).
We broadly confirm our previous quarterly recovery path and our 2022 GDP forecast (4.2%
vs. 4.1%). GDP is likely to reach the pre-crisis level of 4Q19 in 3Q22, with the main
downside risk being the effectiveness of vaccines against the spread of new variants.

)/ Soft and hard data available so far support our expectation of about 1.0% qog GDP growth

in 2Q21, when we anticipate the start of a solid economic recovery. This follows a 0.1%
goq increase in 1Q21, which also benefitted from a strong positive contribution from
inventories (+0.6pp). We expect the economic recovery to hinge upon: 1. a return to growth
in activity in the services sector (which is still about 8% below the pre-crisis level),
supported by the easing of COVID-19-related restrictions since April. Accommodation and
food services is the sector that has suffered the most (its turnover, in value, is still about
60% below the 4Q19 level); and 2. the good performance of manufacturing, especially of
the production of investment goods, and construction. Fixed investment has been
recovering very quickly, also benefitting from solid global demand and exports of goods.
Private consumption is the missing piece, but we expect to see a recovery materializing
thanks to the lifting of restrictions, a rapid improvement in consumer sentiment and a
gradual adjustment in the labor market.

)/ The dynamic in employment, in terms of hours worked, continued to move broadly in line

with that of GDP. At the end of 1Q21, it was still 7.7% below its 4Q19 level. The loss in
employment, in terms of the number of workers, was more contained, due to the ongoing
wide recourse to short-term working allowances and the freeze in layoffs. Following an
intense debate within the government, the freeze is about to end, although it is being
preserved until October for those firms that do not benefit from access to ordinary short-
time working allowances (mainly SMEs and services firms) and for some struggling
manufacturing firms and sectors, for example textiles and apparel. Thus, while we expect
hours worked to recover together with GDP, the number of people employed is likely to
decline this year and the unemployment rate will probably remain above 10%, also due to
our expectation of a reduction in inactive people.

)/The European Commission endorsed lItaly's recovery and resilience plan on 22 June,

assessing that 37.5% of the plands res au
25.0% to the digital transition. The EU Council is expected to approve it in July, paving the
way for a pre-financing of around EUR 25bn (of EUR 192bn in total), while the government
will be busy with the approval of the delegating laws on the justice reform.

INDUSTRIAL ACTIVITY ALREADY ABOVE PRE-CRISIS LEVELS
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Italy

INFLATION PRODUCER PRICES
yoy (%) Headline CPI yoy (%) PPI for total industry excluding energy
4.0 - 8.0
35 > - = Eurozone Germany Spain France Italy

a0 I\/V\,‘ Forecasts 6.0
25 N/ \ 4.0
2o L\ |
15 \ I'A A'ﬂ EIA-I 20
Lo [ ANALW £\ 00
o5 \, W /i

/ ;
/ T

N
\ |
-4.0
Y \/
-1.0 6.0
Dec-10 Dec-12 Dec-14 Dec-16 Dec-18 Dec-20 Dec-22 Apr-09 Oct-10 Apr-12 Oct-13 Apr-15 Oct-16 Apr-18 Oct-19 Apr-21
y Inflation to stay above 1.5% in 2H21, due to strong annual y Core PPI has been showing sustained annual increases in recent
increases in energy prices. Core inflation was at 0.3% in June, months. This is particularly related to price rises in intermediate
but we expect it to rise, also reflecting upward PPI pressure. goods and, to a lesser extent, consumer goods.
SERVICES: TOURISM HOUSEHOLD SECTOR
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y We expect the economic recovery to further strengthen in the )f Consumer confidence jumped above its pre-pandemic level. We
summer, also supported by a recovery in foreign tourism, which expect this to prompt households to start reducing their savings,
was still at a very depressed level at the end of 1Q21. which are likely to remain above their pre-pandemic level.
LABOR MARKET (I) LABOR MARKET (ll)

Short-time-working allowances for COVID-19 emergency

Employment changes (4Q19-1Q21, %) (Cassa Integrazione Guadagni, number of hours authorized, million)

6 1200
O Hours worked C3Solidarity fund @ Exceptional wages guarantee fund
4 = Ordinary wages guarantee fund —Total
mPersons 1000
2
0 800
4 —
L | 400
o — /B
8 = 200
-10 L o
1 PPOD DD DD DD P DD D
2 2
Total Manufacturing Construction Services @ RWE Y Y PP FTE P @ W
)f The impact of the crisis on the labor market has been extremely y The recourse to short-time working allowances surged again with
uneven across sectors, still calling for some selective government the intensification of restrictions in March. We are siill far from the
support. pre-pandemic situation.

Source: Eurostat, National Institute for Social Security (INPS), Istat, UniCredit Research
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Spain

)/ Thanks to a faster-than-expected reopening of the economy during the spring, we are revising
our forecast for Spainés GDP growth for 21
forecast unchanged at 4.9%. After a moderate contraction in 1Q21, triggered by an outbreak of a
third wave of COVID-19 that forced the central government to tighten containment measures in
January, the second quarter has been characterized by a gradual liting of restrictions, the
removal of the state of alert and a return to a more normal life.

)/ PMI surveys point to a rebound in activity across sectors. In particular, the services sector has
benefited from the reopening that has come about because of the intensification of vaccination
efforts. However, travel restrictions, bureaucratic hindrance and fear of contagion are expected to
continue to weigh on tourism, which accounts for around 12% of Spanish GDP. International
arrivals remain at record lows, and domestic tourism is unlikely to make up for the difference.
According to the Bank of Spain, inbound tourism flows will not return to pre-pandemic levels until
end-2023. On the expenditure front, private consumption is likely to be the main driver of growth.
Data pertaining to credit card transactions and consumer-confidence indicators point to greater
consumption buoyancy.

Y The |l abor market has benefited from a nor
In May, the number of social security affiliations rose above 19mn, roughly in line with the pre-
pandemic levels. Sector-wise, construction, which was heavily affected by the pandemic, saw
impressive job gains over the last few months. Despite recent improvements, employment in the
hospitality sector and in arts and recreation services remains around 30% below levels recorded
in February 2020 7 immediately before the outbreak of the pandemic. In contrast, employment in
information and communication, education, health care and general government sectors has
already exceeded pre-crisis levels. In May, the government approved a further extension, until
September, of employment-protection measures for furloughed workers and the self-employed
who have suspended their business activity. Fiscal incentives for hiring in sectors more affected
by the pandemic were also introduced.

)/ In April, Madrid submitted to European authorities its Recovery, Transformation and Resilience
Plan. The government expects to receive EUR 69.5bn in the form of grants from Next Generation
EU, with roughly one third of the resources being allocated to a green transition and another third
for a digital one. Concerns about implementation aside, the government expects these funds to
boost investment in Spain by 2pp in 2021-23.

ACTIVITY IN MOST SECTORS REMAIN BELOW DOMESTIC TOURISM IS RECOVERING,

PRE-PANDEMIC LEVELS

BUT INTERNATIONAL FLOWS OF TOURISTS ARE NOT
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)f The recovery is gathering pace, but GDP is expected to remain
slightly below pre-crisis levels through 2022.

)f PMils point to rebounding activity across sectors.

INFLATION CONFIDENCE
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y HICP inflation will spike late in the year, because of energy-
related base effects and the pass-through of supply shortages.

CREDIT CONDITIONS

y Confidence has rebounded across the board, but for retailers and
consumers it remains below pre-pandemic levels.

LABOR MARKET
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y Demand for loans remains extremely weak for both households
and NFCs.

}/Employment in construction, which was heavily hit by the
pandemic, rebounded sharply during the spring, returning back to
its pre-crisis levels.

Source: IHS Markit, INE, Eurostat, UniCredit Research
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Austria

Stefan Bruckbauer, )/ While the second official estimate for economic development in the first quarter of 2021

Chief Austrian Economist

(Bank Austria)

+43 505 05 41951
stefan.bruckbauer@unicreditgroup.at

Walter Pudschedl,
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was significantly worse (-1.1% goq) than the original estimate (+0.2% qoq), the restart of
the economy from the lockdown appears to be more dynamic than we had previously
expected. We have therefore left our growth forecast for 2021 unchanged, at 3.2%.
For 2022, we expect to see a strong increase in GDP, of 5.5%.

(Bank Austria) )f Strong global demand is the basis of the strong recovery in domestic manufacturing, and

+43 505 05 41957
walter.pudschedl@unicreditgroup.at

the construction industry is experiencing high growth rates thanks to bulging order books,
supported by public contracts and rising demand for housing. With the easing of pandemic
control measures since mid-May, the retail and hospitality sectors and many other services
sectors have also abruptly switched to recovery mode and are strongly contributing to the

inew starto of the Austrian e-gpodemamdy and tigh
accumulated consumer savings.

)f With the opening of the economy in mid-May, the Austrian labor market has improved

noticeably. The seasonally adjusted unemployment rate fell to just 5.6% in April and was
thus only about one percentage point above its pre-crisis level. The swift pace of recovery
in the coming months should continue to drive improvement in the labor market. We have
lowered our forecast for the average unemployment rate in 2021 to 5.3%. Following the
opening of the economy and acceleration in the pace of recovery, we expect the situation
on the Austrian labor market to improve more rapidly. However, further easing will continue
to be gradual in view of existing structural challenges, such as high long-term
unemployment. For 2022, we expect the unemployment rate to decline to an annual
average of 4.9%, which is still half a percentage point above its pre-crisis level.

)f After a moderate start to the year, inflation has now increased noticeably. At 2.8% yoy

OPTIMISM IS BACK IN ALL SECTORS

in May, inflation is currently as high as it was at the end of 2012. In the coming months,
inflation is expected to approach 3% yoy due to higher commodity prices and strong
demand for various services, such as in the hospitality industry. However, supply problems
should fade later in the year, and price dynamics in the services sector can also be
expected to be temporary. Thus, after inflation averages 2.4% in 2021, we expect to see a
slight decline to an average of 2.1% in 2022.

STRONG REBOUND EXPECTED AFTER WINTER RECESSION
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Austria

PMIs AND INDUSTRIAL PRODUCTION

EXPORT AND IMPORT VOLUMES

——UniCredit Bank Austria PMI ——Industrial production (yoy, %, 3M MA, rs)
70 20

62 jad 12
58 /] 8
54 /] 4
50 N ] 0

o~~~ [

i N/ /7 _

38 \\ / / -12

34 \V / -16
i/

30 -20
Feb-19  Jun-19 Oct-19 Feb-20  Jun-20 Oct-20 Feb-21  Jun-21

Exports (sa)
EUR mn ——Imports (sa)

——Exports (trend)

= Imports (trend)
14500

14000
13500
13000
12500
12000
11500

\ 7
11000 \ /
10500 \ /
\/

10000
9500

Feb-19 Jul-19 Dec-19 May-20 Oct-20 Mar-21

)f Due to the strong increase in demand, vigorous industrial growth has
already pushed production volumes back above pre-crisis levels.

CONSTRUCTION OUTPUT

y Foreign trade has now picked up strongly. Overall, imports were up
6.4% in 1Q21 yoy, while exports were up 3.8%.

RETAIL TRADE
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y The recovery has arrived in all sectors of construction, but the pace of
recovery could be burdened by strong cost increases.

)f With the first easing steps, recovery in the retail sector has started,
although car sale volumes remain at a low level.

LABOR MARKET INFLATION
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}f Unemployment is falling steadily. At the same time, the number of
job vacancies has risen to record levels, as many formerly
employed workers from other EU countries are currently absent
from Austriads | abor market.

y Higher oil and food prices, combined with demand-driven increases
of prices for services, should keep inflation above 2.5% until the end
of 2021.

Source: IHS Markit, Statistik Austria, UniCredit Research
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Greece

(TJ;'ii(‘:irzcli’itcgzh EC&TI‘;T;“ Y We are revising our GDP growth forecasts to 5.5% (from 2.5%) for 2021 and to 3.0% (from

+39 02 8862-0532 5.0%) for 2022. The revision mainly reflects a stronger-than-expected start to the year: in

tullia.bucco@unicredit.eu 1Q21, GDP increased by 4.4% qoq, the fastest pace since the series started in 2000,
beating expectations for a positive but contained increase in the wake of lingering
economic restrictions. In 1Q21, GDP expanded for the third consecutive quarter (following
3.8% goq in 3Q20 and 3.5% in 4Q20) leading to a significant reduction in the gap to its pre-
pandemic level (now at 2.7%). Moreover, surveys and the few hard data available point to
solid growth performance also in 2Q21. The manufacturing PMI rose to 58 in May, the
highest level since early 20 0 0 , and t he E UWerviCesmonfidense indicaios
firmly rebounded above its long-term average. Services activity is likely to gather more
traction in 2H21, benefiting from the release of pent-up demand for social consumption and
a moderate recovery in tourism fueled by progress on vaccinations across Europe.
However, a convincing recovery in tourism will probably not materialize before 2022.

YGreek prime minister Kyriakos Mitsotakis is trying t o capitali ze
success in securing Greece fresh European grants and access to financial markets to
resume the reform agenda, which was largely postponed to deal with the pandemic.
Having passed a controversial sweeping bill on labor market modernization against a
united opposition in parliament, the government is now pressing ahead with two other
unpopular | egislative initiatives from Ne
supplementary pension system and a reform of school governance. The first proposal has
already met strong resistance from the opposition, with left-wing parties reacting to what is
seen as a privatization of the pension system. The government aims to pass these laws
before autumn, when the unwinding of some crisis-mitigation measures (such as the firing
freeze) risks closing the window of opportunity for reforms amid rising social discontent.
The latter is set to increase also due to the recent removal of the ban on foreclosures of
primary residence of debtors affected by the pandemic (although debtors defined as
Avul nerabl edo wild.l be offered a purchase

)/ Finance minister Christos Staikouras recently announced that the government will pledge
additional EUR 1.2bn to ensure that crisis-hit firms can meet their obligations before
earnings recover more firmly. Specifically, the government will extend subsidies on loan
payments and grants covering fixed costs for rents and utilities. This brings the total
amount of discretionary fiscal measures for 2021 to close to 6.5% of GDP (EUR 11bn),
similar to what was committed in 2020. Consequently, the fiscal deficit should rise to 9.9%,
after 9.7% in 2020.

SURVEYS POINT TO STRONG MOMENTUM IN GDP GROWTH AMPLE FISCAL SUPPORT WEIGHS ON THE PRIMARY DEFICIT

(standardized levels) Central government primary cash balance (EUR bn, YTD)
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Source: EC, IHS Markit, Bank of Greece, Eurostat, UniCredit Research
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GDP GDP DRIVERS
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y We expect GDP to rise by 5.5% in 2021 and 3.0% in 2022.

y Inventories were the main driver of GDP growth in 1Q21.
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y CPlI inflation increased by 0.4pp to 0.3% yoy in May due to base

effects on energy.

BANK LENDING

)fThe savings ratio has steadily increased since 1Q20 as
households cut their spending amid restrictions and increased
uncertainty.

SOVEREIGN BOND YIELDS

MFI lending (yoy, %)

30

25 - " -
——Non-financial corporations

20 — ——Households —

AN

A

1/ \i

5 '

\\Y\ /-'\'\/\ /

~-

i N\ e e
N N7

-10

Mar-07 Jan-10 Nov-12 Sep-15 Jul-18 May-21

1000 6
900 5
800 | 4
700 \A { 3
600 ¥ 2

¥
500 ——Greek stock market (level) 1
—10Y Greek bond yield (%, rs)
400 0
Jan-18 Dec-18 Nov-19 Oct-20 Jun-21

}f Ongoing deceleration in lending growth to corporates.

y ECB support maintains downward pressure on yields.

Source: Bank of Greece, Bloomberg, Eurostat, IHS Markit, UniCredit Research
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RISING CONFIDENCE BODES WELL FOR CONSUMPTION

Portugal

y

y

y

We confirm our GDP forecasts at 2.7% for 2021 and at 4.4% for 2022. Following a severe
pandemic-related GDP contraction in 1Q21 (-3.3% qoq), all indicators point to a strong
rebound in economic activity since March, when restrictions started to be lifted. In
particular, a firm improvement in consumer confidence suggests a prompt recovery in
household consumption, whose decline cut 2.8pp off GDP growth in 1Q21. Moreover, the
European Commissionbs ( EC) i ndust r roseltoits kghdstileret sinte late
2000 in May (before declining slightly in June), indicating that industrial activity remains
largely resilient to global supply bottlenecks. Exports begun to recover since the trough
they hit in February, helped by demand from P o r t u lgrgekt @ gozone trading partners
(notably Spain and France). All in all, we expect that, in 2Q21, GDP will have broadly offset
losses it incurred in the first quarter.

Growth momentum is likely to gather more steam in the second half of the year, as higher
vaccination rates in Europe should encourage a recovery in the tourism sector. However,
this scenario hingeson P o r t uguecés® is swiftly containing the spread of the so called
Nepal mutation of the Delta variant of COVID-19, against which the efficacy of current
vaccines remains so far unknown. The emergence of this mutation has prompted UK
authorities, out of precaution, to exclude Portugal from a list of safe destinations regardless
of the limited increase in the (absolute) number of Portuguese COVID-19 cases recorded
since mid-May. The prospects for a recovery in tourism would be seriously jeopardized if
other countriest hat mak e 8 painfbaund traye inakets align themselves with
the UKO glecision. Our baseline scenario also includes an acceleration in gross fixed
investment in 2H21, helped by the funds from the European Recovery and Resilience
Facility (RRF). Portugal is the second biggest net beneficiary of the RRF after Greece,
relative to GDP. Portugal is to receive EUR 14bn (6% of GDP) of grants through 2026 and
has applied for EUR 2.7bn of loans to finance investment in affordable public housing,
support for business and railway rolling stock.

The general government deficit worsened significantly in the first four months of the year,
rising to 6.9% of GDP vs. 2.5% one year ago. This deterioration reflects a measurable
decline in revenues and an increase in expenditure as a result of efforts to contain the
pandemic earlier this year. The government has expanded and, in some cases, reinforced
existing measures in support of households and businesses affected by COVID-19.
Consequently, t he direct b u d qgetod crigis-mitigasoh
measures is similar to that of 2020 (3% of GDP). The impact of these measures on the
deficit will probably be diluted in 2H21 as economic activity and revenue growth pick up.

CONTAINING THE DIFFUSION OF COVID-19 VARIANT IS KEY

New COVID-19 cases per million persons (7-day moving average )
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GDP GDP DRIVERS
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y We expect GDP to increase by 2.7% in 2021 and by 4.4%
in 2022.

y Net exports and private consumption have been the main factors
weighing on GDP growth.

INFLATION BUSINESS SURVEYS
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)f CPI Inflation declined to 0.5% in June, mainly due to base
effects. Core inflation moved back to negative territory.

)f The ECO6 ®conomic sentiment index has improved significantly
since May, driven by confidence in the industrial sector.

PRIVATE CONSUMPTION EMPLOYMENT
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YPrivate consumption during the pandemic has focused on
essential goods.

y The governmentd durlough scheme has mitigated the drop in
employment.

Source: Eurostat, EC, UniCredit Research
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Poland

)f GDP could grow by 5.1% in 2021 and 4.6% in 2022, recouping all 2020 losses before end-2021.
Private consumption will benefit from pent-up demand, as households increased their net
financial worth by 11.5% of GDP in 2020. With the country less reliant on foreign tourists
than its EU neighbors, the recovery in leisure services could be faster and bigger.

)f In May, Polish authorities announced the New Deal, a development program to help the
economy recover strongly from the pandemic. The young, the worse-off, pensioners and
families with children will benefit the most from the legislative changes to be implemented
in 2H21 and 2022, which include tax cuts for around 18 million taxpayers (while some 3
million contributors will pay higher taxes), subsidies for home buyers and larger allowances
for children aged 1-3. Second, the government plans to increase the allotment for
healthcare to 7% of GDP by 2027, funding it by removing exemptions and deductions for
social security contributions. Stronger economic growth and further improvement in tax
collection could cap the net cost of all measures at less than 0.2% of GDP per year and we
expect budget deficits at 6.4% of GDP in 2021 and 4.0% of GDP in 2022, below the
government 6s targets due to stronger ecor

)f The New thireienpodiant pillar focuses on investment, with help from the National
Recovery Plan (NRP). Grants of EUR 23.9bn will go to green energy (EUR 6.4bn) and
green mobility (EUR 6.1bn), but also to the healthcare system (EUR 4.3bn), economic
competitiveness and resilience (EUR 4.1bn), and digital transformation (EUR 3bn). While
investment is expected to accelerate in 2021-22 and beyond, the impact on long-term GDP
is likely to be limited.

)f Redistribution under the New Deal may bring little in terms of additional growth but could
stoke up inflationary pressure. Faster price growth is broad-based and momentum is
higher than in all other EU-CEE countries in both cyclical and non-cyclical inflation. A later
reopening than in other EU-CEE countries means service price inflation could accelerate
further over the summer. Meanwhile, the FX pass-through might contribute to inflation and
inflationary expectations if the NBP is perceived to be falling behind the curve.

)/' A minority of MPC members seems willing to start hiking rates from November onwards if
the inflation forecast shows a danger of missing the inflation target in 2022-23. Temporary
disinflation in June-July may help the MPC delay a decision. We see inflation remaining
above target in 2020-21, warranting rate hikes to 0.50% in 2021 and back to 1.50% in
2022. A new MPC majority appointed in 1H22 could be more hawkish.

GDP TO RETURN TO PRE-COVID-19 LEVEL IN 2021 INFLATION COULD MISS THE TARGET IN 2021 AND 2022

[ Net exports
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ECONOMIC ACTIVITY SERVICES
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y Industry and retail rebounding after the economy reopened.

PRIVATE BALANCE SHEETS

)f Differentiated recovery in services.

ENERGY TRANSITION
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y Households and companies benefited from government transfers.

INFLATION

y The RRF should help Poland reduce its reliance on fossil fuels.

NBP BOND PURCHASES

3M annualized™=== Transport price inflation = Cyclical infation w/o transport
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y Inflation has the highest momentum in EU-CEE.

y'A dovish NBP could not prevent the POLGB curve from
steepening, despite sizeable purchases in 2Q21.

Source: Statistics Poland, NBP, KNF, Eurostat, Bloomberg, Haver, International Energy Agency, UniCredit Research
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V-SHAPED RECOVERY IN GDP SETS IN BUT MAY TURN

RELATIVELY MODEST

Czechia

)f The opening up of the economy from the start of 2Q21 after the severe lockdown has

improved the high-frequency data. April industrial output posted growth of 1.9% mom and
55% yoy, the latter being substantially magnified by a low base. New industrial orders were
up 90% yoy in April. Retail sales (excluding cars) rose by 7.5% yoy in April. Construction
out put, by contrast, continued to shrink
are set to continue, also boosting industrial output in the coming months. However, given
the observed supply chain disruptions and mounting input price pressures, we expect it to
become increasingly difficult for production to improve much more.

)f Headwinds observed at present will likely take time to dissipate. Travel restrictions may

keep Pragueds hotel businessaeds) uevedt da
We believe the situation may start improving from 4Q21 unless a new COVID-19 wave
leads to more restrictions. Industrial output may expand in 2021 just enough to cover the
2020 contraction of 7.2%. Order books remain solid, but companies processing metals and
plastics have reported frequent supply-chain disruptions, which may slow their output
and/or raise their costs. Construction activity appears to have been hampered by a double-
digit rise in input prices as well. Wages have slowed markedly, but, with low unemployment
and companies struggling to employ foreigners due to the pandemic, wage pressures are
set to return in 2022. Due to inflation pressures, CPI is set to remain above 3% yoy, at
least during 3Q21. Assuming some normalization in supply chains, we see GDP growth
accelerating from 20216s estimated 2.8% t

)f Following the release of the 2021 state budget, which forecasts a CZK 500bn, the

government now expects a CZK 390bn shortfall in 2022. Given the higher projected GDP
growth and a reduction in spending directly related to fighting the pandemic, the anticipated
deficit suggests that the government will not roll out any fiscal reforms in 2022. Hence, we
project the public sector deficit to reach 6% of GDP in 2022 after an estimated 8% of GDP
for 2021. Unless countermeasures are taken, we estimate that public debt will double
within four years, hitting the debt brake of 55% of GDP by 2024.

)f Loose fiscal policy could be a major reason for monetary policy tightening in 2022. We

expect the LNB to deliver two further 251t
to 1.00%. Tightening should continue in 1H21 with a pause at the 1.50% level if the fiscal
policy tightens meaningfully. However, that d epends on Sept emb
elections and the agenda of the new government. Without a change in the fiscal stance, we
believe the LNB will be forced to extend

CPISETTOREMANABOVE CNBO6S TFARG\EHILE DUE
TO PRESSURES FROM SUPPLY SIDE
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Czechia

INDUSTRIAL OUTPUT AND MANUFACTURING PMI

CONSUMER CONFIDENCE AND HOUSEHOLD CONSUMPTION
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)f Due to the significant base effect, industrial output grew 55% yoy in
April. We expect output growth to become more gradual.

LABOR COSTS AND PRODUCTIVITY

)f Consumer confidence has risen after restrictions were eased but may
be underestimating the recovery in private consumption in 2Q21.

GLOBAL AND CZECHIA EXPORTS
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)f Productivity has underperformed labor compensation throughout
pandemic. However, government subsidies prevented financials in
the corporate sector from worsening too much.

HOUSING PRICES

)/ Czech exports have long been an integral part of the global
exchange of goods. In 1Q21, the dynamic of Czech exports
appeared to be in line with that of the rest of world.

UK6 S SHARE OGZEGHEKRARTS
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}/ Real estate investors are shifting their focus from the expensive
capital, Prague, to other regions. House prices seem to be reacting
accordingly.

YThe UKb6s share of Czech expo
eurozone growth differential. Brexit is therefore not the only reason
behind the UKOs under gestindtionr man

Source: CZSO, CNB, Macrobond, UniCredit Research
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Hungary

)/ We expect GDP growth to be close to 6% in 2021 and around 4.5% in 2022, returning to
pre-pandemic levels of activity this year after a 5% decline in 2020. The recovery is being
driven by industry, construction and leisure services on the supply side, and by exports and
investment on the demand side. Industrial production will benefit from an FDI pipeline
estimated at 12% of 2021 GDP, but supply-chain bottlenecks will continue to affect car
producers. Housing will be helped by a VAT cut and infrastructure by disbursements from
the RRF and the 2021-27 EU budget. Consumer demand will add to growth in 2021-22 due
to pent-up demand, higher wage growth and transfers to households ahead of elections.

)/The main opposition parties plan to run
elections and current opinion polls suggest they could defeat Fidesz. As a result, the Fidesz
government is ramping up spending while leading the EU in vaccinations. By 23 June, 56.4%
of the population had received at least one dose of the vaccine and Hungary is well
positioned to avoid another lockdown later this year. The budget deficit target for this year
has been increased to 7.5% of GDP, with 12% of GDP being pandemic-related support.
Next yeard6s budget deficit target o fthe Bisc&
Council, with public debt expected to be more than 78% of GDP in 2021-22.

)/ Rapid growth, strong private finance and large fiscal spending are fueling demand
pressure on prices at a time when supply shocks from higher fuel, tobacco and food prices,
as well as HUF depreciation, are pushing inflation above 5%. Core inflation could decline in
3Q21 only to rebound before year-end as momentum in both cyclical and non-cyclical
inflation remains strong. In 2022, supply shocks could subside, but demand pressure on
prices will continue to be fueled by fiscal spending and rising labor shortages in the private
sector, with inflation likely to miss the target once more.

)/ As inflation rose in spring, the NBH performed a spectacular U-turn and delivered a 30bp
increase on 22 June. We expect the NBH to move in steps of 15bp from here on, with one
rate hike coming in July, followed by a temporary break as inflation declines. Two more rate
hikes in 4Q21 and one in 1Q22 could take the policy rate to 1.50%, still below the 2-4% target
range. Rate hikes remove the risk of a sharp HUF depreciation, but EUR-HUF could return
above 350 by autumn. Further depreciation is on the cards for next year if wages continue
to outpace productivity. Runaway depreciation is unlikely amid large capital inflows. The
C/A surplus, EU transfers and FDI are likely to rise in 2022, with the extended basic
balance exceeding 5.5% of GDP and FX reserves rising further.
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COMPLETE RECOVERY FROM THE 2020 SLUMP IN 2021 INFLATION COULD MISS THE TARGET IN 2021 AND 2022
C—Private consumption = Public consumption —— Annual inflation rate
CJFixed investment =3 Change in inventories yoy (%) Base rate
yoy (%) et exports —GDP Inflation target
Target range
o — — 6.0 —— Core inflation excluding indirect taxes
~\H 7= —
= NV o —
N
v
0.0
2018 2019 2020 2021F 2022F Dec-18 Jun-19 Dec-19 Jun-20 Dec-20 Jun-21 Dec-21 Jun-22 Dec-22

Source: KSH, NBH, UniCredit Research

UniCredit Research

page 34 See last pages for disclaimer.


mailto:dan.bucsa@unicredit.eu

r' Unicredit June 2021 Macro Research
Economics Chartbook
Hungary
ECONOMIC ACTIVITY SUPPLY-CHAIN BLOCKAGES
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y Industry is leading the recovery.

COVID-19 VACCINATIONS

y Hungary is one of the CEE countries most affected by longer
supply delivery times.

EU FUNDS AND FDI
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y Hungary is leading CEE (and the EU) in the proportion of people
vaccinated.

INFLATION

}/ Hungary has the largest combined pipeline of FDI and EU grants
in CEE.

RATE-HIKE EXPECTATIONS
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)f Cyclical inflation is likely to pick up further.

y FRAs are probably pricing in too many hikes for 3Q21.

Source: KSH, NBH, AKK, Haver, Bloomberg, UniCredit Research
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Russia

YRussia()s economic recovery accel erated yay,

and many sectors are expected to recover to pre-pandemic levels in 2Q21. Business
surveys show their highest levels of activity since the spring of 2019. Household demand is
driving the economy: its growth is based on a faster-than-expected recovery in the labor
market, rapid leveraging and a reduction in the household savings rate to the very low
levels prevalent before the pandemic. We are upgrading our private consumption and GDP
forecasts, and are now expecting GDP to grow by 3.4% yoy in 2021 and by 2.6% in 2022.

Y However, the rapid rebound triggered supply-chain bottlenecks in many sectors, resulting

in longer delivery times, supply shortages and rising pressure on input prices. Increasing
costs is only a part of the strong pressure on consumer prices, which are affected by the
past RUB depreciation, higher food prices globally, and elevated inflation expectations.
This prompted the CBR to move forward po
5.50%, with more hikes likely to follow. We expect the CBR to target 6.50%, with a likely
bold decision in July. Disinflation might take longer than we had expected, hence we
expect inflation at 4.8% yoy in 2021 and at 3.8% in 2022. In this case, the key rate could
be cut to 5.50%.

Y The RUB was supported by high oil prices and favorable global economic conditions in 1H21

but additional restrictions imposed by the US on OFZ purchases prevented a faster
appreciation. We still consider the ruble to be somewhat undervalued and think USD-RUB
could test 70 and remain close to current levels in 2022, helped by rising commodity prices,
higher oil exports and portfolio investment being supported by attractive OFZ valuations.

Y The 16 June meeting between presidents Joe Biden and Vladimir Putin failed to yield clear

conclusions. This partly decreases the risk of escalating geopolitical tensions but might not
prevent additional sanctions (whose scope and effects are likely to be limited). Although its
vaccination campaign began in early January, Russia is lagging behind globally (it only
managed to administer at least one shot to just over 20% of the population as of June).
This creates the risk of new restrictions and lockdowns, and authorities are changing their
approach to vaccination: initially it was voluntary, while now there is a combination of
stimulating and punishing measures.

)/ Russia is to hold the State Duma elections in September, but political activity seems to be

low. This is partly due to a lack of opposition leaders and ideas, and partly a consequence
of the pandemic-related changes. The victory of United Russia is secured, but the
composition of parliament is important for economic policies in the next few years.

INFLATION EXPECTATIONS STAY ELEVATED RUSSIA IS LAGGING THE WORLD VACCINATION TREND
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Y Seasonally adjusted GDP shows a lasting impact of the pandemic,
but economic activity in 2Q21 is likely to show a clear recovery.

CAPITAL OUTFLOW

y-The labor market has been recovering rapidly, with
unemployment declining due to strong recovery trends.

MONEY-MARKET RATES
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)/ Capital outflows have stabilized at around USD 10bn per quarter;
in 2H21, this amount is likely to be smaller, as suggested by yoy
data.

BUDGET BALANCE

y The CBR is normalizing its policy rate to cope with inflation and
inflation expectations, thus more hikes are expected this year.

STATE FUNDS ACCUMULATION
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Y The federal budget ended the year with a large deficit of 3.8% of
GDP. Authorities are expected to withdraw support for the
economy, and higher oil prices will drive the budget into surplus.

)f High oil prices are helping the national wealth fund retain
volumes close to historical highs, while spending is expected to
increase.

Source: Ministry of Finance, Bloomberg, CBR, Rosstat, UniCredit Research
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ECONOMY COULD GROW BY 7.5% IN 2021

Turkey

y We are revising our 2021 GDP growth forecast for Turkey to 7.5% (from 4.7%) due to the
1Q21 data, which proved stronger than we had expected, and the recent pick-up in
vaccinations, which improves the prospects of a reacceleration in economic activity in
3Q21. Turkey has delivered 49mn jabs so far, with 15mn (18% of the population) having
received two doses.

y GDP might have recorded a decline (-0.4% qoq) in 2Q21 as stricter lockdown measures,
especially during the first half of May, weighed on domestic demand. The reopening of the
economy and a likely pick-up in tourism will pave the way for some catching-up in the
service sector in 3Q21. Credit conditions will remain restrictive until late 2021, slowing
domestic demand after some pick-up over the summer.

)f We expect GDP growth to slow to 3.5% next year. The government could resume credit
expansion (primarily by state banks) and fiscal spending policies in preparation for the
election year next year.

Y The current account deficit could ease from 5.2% of GDP in 2020 to 3.1% in 2021 and
1.8% in 2022. While the rising energy import bill curtails the adjustment in the trade
balance, driven by stronger exports and lower gold imports, service revenue will support
the current account balance more visibly going forward.

)/ Following a brief decline in May due to the lockdown, inflation might resume its rise in June
and peak at around 18% in 3Q21 as producers could pass on their increased costs to
consumers as economic activity recovers. It could remain above 17% until November,
before easing to around 15.5% at the end of the year, due to base effects. We expect
gradual disinflation to 12.8% in 2022. Core inflation might remain above the headline figure
well into 2H22, especially as service inflation could prove sticky due to its backward-
looking nature.

)/ The CBRT could lower its policy rate to 16.50% in 2021 and 13.50% in 2022. Given the
aforementioned inflation path, rate cuts for this year would need to wait until the final
quarter of the year. However, political pressure could push the CBRT to start easing
already in 3Q21, which would risk accelerating depreciation pressure on the TRY.

INFLATION MIGHT REMAIN ELEVATED UNTIL NOVEMBER
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Source: TurkStat, CBRT, UniCredit Research
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CREDIT IMPULSE AND DOMESTIC DEMAND

TURNOVER INDICES

—Private consumption & GFCF (qoq, %)
——Change in new credit extended (SA qoq, % of GDP, rs)
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)/ Lending conditions could remain restrictive until late 2021.

SUPPORT MEASURES

y Service and construction sectors have lagged behind so far.

CURRENT ACCOUNT BALANCE
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y The government has penciled in pandemic support measures
worth 1.3% of GDP in 2021.

TRY CARRY-TRADE POSITIONS

y Current account deficit will narrow as tourism recovers and gold
imports decelerate.
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)f TRY-long positions have been trimmed down since late March.

}f Locals have added to their FX deposits since early April.

Source: TurkStat, Turkish ministry of finance, CBRT, BRSA, UniCredit Research
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UK

Y We are revising up our GDP growth forecast for this year to 6.9% (from 6.0%), while

leaving our forecast for 2022 broadly unchanged, at 6.2% (from 6.1%). We now expect
GDP growth of 5.0% qoq in 2Q21 (previously 3.4%), partly offset by a downward revision
to 3Q21 (to 2.2% qoq from 2.8% qoq) as the faster recovery brings growth forward.
Beyond this, the growth trajectory is unchanged. Monthly GDP growth was a better-than-
expected 2.3% qoq in April, amid the reopening of non-essential shops and outdoor
hospitality. High-frequency indicators, such as credit and debit-card spending and
restaurant bookings, point to strong growth in May and June, spurred by the reopening of
indoor hospitality from 17 May. Daily new COVID-19 cases are rising again due to the
spread of the Delta variant, al t hough the UK®&s vaccine rc
link between cases and hospitalizations. The government announced a four-week delay
(from 21 June to 19 July) in lifting all legal restrictions on social contact, although the
economic impact of this is likely to be relatively small. According to our forecast, GDP will
exceed its pre-pandemic level in 1Q22, one quarter earlier than previously forecast.

y Headline CPI inflation rose to 2.1% in May, from 1.5% in April, and core CPI inflation rose

to 2.0% from 1.3%, both higher than expected. We expect to see inflation moving
temporarily higher over the next few months due to higher commaodity prices, input costs,
and one-off base effects from the Eat Out to Help Out scheme last August and the VAT cut
for the hospitality sector expiring at end-September. The headline unemployment rate fell
to 4.7% in April, 0.7pp above its pre-COVID-19 level, but this underestimates slack in the
labor market due to a rise in inactivity and the still high number of furloughed workers.

Yin June, the BoE6s MPC left the bank

purchases unchanged at GBP 895bn and reiterated its guidance that it does not intend to
tighten policy at Il east untihttipeogriesshi:
in achieving the 2% inflation target sustainably. The MPC (rightly) judges the rise in
inflation to be temporary and so should look through it, but there are several sources of
uncertainty ahead. Chief Economist Andy Haldane (a hawk) left the MPC in June, and his
replacement has yet to be announced. Catherine Mann, whose views on monetary policy
are largely unknown, will replace Jan Vlieghe (a centrist) on 1 September. Uncertainty over
how long cost pressure might last, and what will happen to unemployment when the
furlough scheme ends in September, favor a wait-and-see approach for now. We continue
to expect the MPC to leave monetary policy unchanged through 2022, but risks are
skewed towards action occurring sometime in 2022. When policy is tightened, we expect to
see a reduction in the target stock of asset purchases before rate hikes are undertaken.

A RAPID RECOVERY FROM A LOW BASE CONSUMER CONFIDENCE HAS RECOVERED

——Real GDP
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)f The composite output PMI rose to an average of 61.8 in 2Q21,
up from 49.1 in 1Q21.

HOUSING MARKET

)f Daily new COVID-19 cases are rising again due to the spread of
the more infectious Delta variant, but hospital admissions have
only moved slightly higher thanks to the U K dvaccine rollout.

INPUT COST PRESSURE

— Average of Nationwide and Halifax house price indices
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y House prices have surged amid strong demand for housing
(buoyed in part by the stamp-duty cut) and limited supply.

)f Manufacturing PMI input and output prices have surged to record
highs.

INFLATION LABOR MARKET
% yoy ——Headline ——Core Services —Job vacancies —Redundancies
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y Headline CPI inflation rose to 2.1% yoy in May, from 1.5% yoy in
April, and core CPI inflation rose to 2.0% yoy from 1.3% yoy.

y In April, the number of job vacancies had almost recovered its
pre-COVID level, while redundancies continued to fall.

Source: Halifax, IHS Markit, Nationwide, Our World in Data, RICS, UniCredit Research
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GDP RECOVERY IS UNDERWAY

Sweden

Y We confirm our GDP forecast of 4.5% for this year and next year. In 1Q21, GDP recovered
firmly, by 0.8% qoq, despite the rapid spread of COVID-19, the continued restrictions, and
requirements for social distancing. The ongoing vaccination campaign is contributing to a
sharp decline in infections and a gradual reopening of society. The pandemic is easing its
grip also on Swedends most i mportant trac
and services to grow fast and resulting in an acceleration of the recovery in 2Q21 and
3Q21, even though the monthly GDP indicator unexpectedly contracted by 1.4% in April,
probably due to lower car sales caused by stricter emissions regulations that have to be
applied as of 1 April 2021.

y The brighter economic outlook is unlikely to be altered by the current political crisis, which
resulted in a no-confidence vote and resignation of Swedish PM Stefan Léfven. The
speaker of parliament now has four chances to form a new government. Should all four
attempts fail, snap elections will be called. Also, the fiscal policy outlook will likely remain
intact: the support for Swedends prudent
parties in parliament. Last year, to alleviate the economic consequences of the pandemic,
the government implemented more than SEK 160bn of fiscal-policy measures (3.2% of
GDP). This year, the cost of those measures should amount to around SEK 200bn (3.8%
of GDP).

Y Inflation, as measured by the increase in the consumer price index with a fixed interest rate
(CPIF) exceeded 2%, reaching 2.5% yoy in April and 2.1% in May. This relatively high level
is temporary and largely a result of higher oil prices and base effects. Core inflation, as
measured by the increase in the consumer price index with a fixed interest rate (CPIF)
excluding energy, exceeded 1%, coming in at 1.7% in April and 1.2% in May. We forecast
that inflation will continue to rise until year-end, also due to the fast increase of producer
prices for consumer goods and services. Core inflation is expected to trough in July partly
due to the SEK appreciation since the start of 2020, which affects inflation with a time lag.
From August on, however, core inflation will likely rise gradually towards 2%.

)/ The Riksbank is continuing to purchase securities within the envelope of SEK 700bn and to
offer liquidity within all the programs launched during the pandemic. The envelope for asset
purchases is expected to be fully utilized by end-2021 in order to prevent an unwarranted
tightening of financial conditions. The policy rate, however, has been left unchanged at
zero percent, and we expect it to remain at this level this year and next.

THE RIKSBANK CONTINUES ITS EXPANSIONARY POLICY
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Source: Riksbank, Statistics Sweden, UniCredit Research
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GDP HOUSEHOLD SPENDING
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y GDP on track to reach pre-pandemic levels already in 2Q21.

)f The withdrawal of restrictions will restore consumption behavior,
leading to a rapid recovery driven by the hardest hit contact-
intensive sectors.

INFLATION HOUSING PRICES
yoy (%) ——CPIF  ——CPIF (ex. energy) Annual (%)
3.0 ‘ 16 —
| Housing price developments
25 ; 14
% jJ\\ : u2019
2.0 A 12 —
\/M A- January 2021
15 \ A »I\ WJ '\vv A /\ 'I 10 L
DYV LA I T4V
T \w | | 8 B
i
05 i M ; 6 |
\ I V I Forecast
0.0 !
. i > 4 -
Riksbank's target V !
05 : 2 ] —I 4' S T
I
-1.0 : 0 u N
Aug-13 Dec-14 Apr-16 Aug-17 Dec-18 Apr-20 Aug-21 Dec-22 Sweden Norway Denmark us UK Canada

y Continuing volatility in inflation due to higher commodity prices
and freight costs.

}/ Swedish housing prices have increased sharply since last spring.
This trend is happening in other developed countries as well.
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)f Unemployment is expected to remain high for a while because of
the lasting effects of the crisis.

y' The SEK, measured in terms of the KIX, has weakened slightly
since the start of the year but is still stronger than before the
pandemic.

Source: Riksbank, Statistics Sweden, Valueguard & other sources, UniCredit Research
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HGHER PROSPECTS FOR GDP GROWTH

Norway

y

y

y

y

We are raising our GDP forecast to 2.5% (from 2.0%) this year and to 3.5% (from 3.0%)
next year, mainly on the back of assumptions that oil and gas prices will be higher than
previously expected. As demand for goods and services from the petroleum sector will
have spillover effects on Norwayds mainl e
mainland GDP to 3.3% (from 3.0%) in 2021 and to 4.0% (from 3.8%) in 2022.

The economy has reached a turning point and is on track to post a strong recovery this
year. As signaled by the latest Norges Bank network report, business-sector activity has
recovered in recent months. Business-sector demand has risen too, while strict
containment measures dampened household demand in the spring. Survey participants
expect output to grow substantially in the next six months as social-distancing measures
are eased throughout the summer. This message is consistent with our long-held view that
GDP is likely to recover its pre-pandemic level in the second half of 2021. Although the
economic recovery in Norway will likely be quicker than in most other European countries,
national infection-control measures will nevertheless continue to affect activity for a while.
However, we do not expect the impact to be particularly long-lasting, as Norway can count
on conspicuous aid from the government, which reached a historic high as a share of GDP
in 2020, and on its large sovereign wealth fund, which has remained relatively stable (in
NOK terms) despite the coronavirus crisis.

The headline inflation rate fell to a four-month low of 2.7% yoy in May after reaching 3.0%
in April. Core inflation, as measured by CPI-ATE, confirmed its downward trend,
decelerating to a 34-month low of 1.5% in May, from 2.0% in previous month. Looking
forward, we expect inflation to reaccelerate in the latter part of 2021, when we expect it to
approach 4%. Core inflation will likely continue to oscillate below target at least until the end of
the summer and then return to close to 2% due to wages increasing at a faster pace.

On the back of the improving economic environment both inside and outside Norway, and
given indications from Norges Bank at its last meeting in June, we have changed our call
on interest rates and now expect that the tightening cycle in Norway will start in September,
with a first 25bp hike in the policy rate. We expect there to be another 25bp hike in December
and a series of 25bp hikes to be delivered in each quarter of a cumulative 100bp increase
over the course of 2022, with the policy rate gradually reaching 1.50% by the end of 2022.
This clearly hawkish shift puts the Norges Bank ahead of most central banks of developed
countries in unwinding crisis policies triggered by the pandemic.

SEPTEMBER IS THE TIME TO TIGHTEN FOR NORGES BANK
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Norway
GDP HOUSEHOLD SPENDING
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Y GDP is expected to surpass its pre-pandemic level by year-end and to
be only slightly below its pre-pandemic trajectory in the medium term.

)fHousehold consumption (mainly for services) should boost
growth in the coming quarters.

INFLATION HOUSING PRICES
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y Headline inflation will probably approach 4% by the end of this
year. Core inflation will likely drift downward until the end of the
summer, when it will begin to rise towards 2%.

y Monetary and financial policies need to also address risks to
financial stability stemming especially from a sharp rise in housing
prices. This has occurred across Norway.

LABOR MARKET FX
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)f After spiking at 7% in 2Q20, the unemployment rate has fallen
substantially but remains above pre-pandemic levels.

y' After weakening during the second wave of the pandemic, the NOK
is now broadly in line with its pre-pandemic level.

Source: Bloomberg, Norges Bank, Statistics Norway, UniCredit Research

UniCredit Research

page 45 See last pages for disclaimer.



74 UniCredit

June 2021 Macro Research

Economics Chartbook

Dr. Andreas Rees,

Chief German Economist
(UniCredit Bank, Frankfurt)
+49 69 2717-2074
andreas.rees@unicredit.de

Dr. Thomas Strobel, Economist
(UniCredit Bank, Munich)

+49 89 378-13013
thomas.strobel@unicredit.de

Switzerland

y We are slightly lowering our GDP forecasts for 2021 and 2022. We now expect real GDP
to rise 3.7% yoy in 2021 (previously 4.2%) and 3.2% (previously 3.7%) in 2022.
Paradoxically, the major reason for our downward revision is that Switzerland has
managed to come through the COVID-19 crisis better in terms of economic activity so far
than other European countries. Swiss real GDP in 1Q21 was fionl
pre-crisis level in 4Q19 thanks to milder and shorter restrictions (this compares to -5% in
Germany). As a result, the rebound is likely to be less pronounced in the coming quarters
than we previously thought.

YBesides t he reopening of t h e -oriented rindustny , has
benefitted further from strongly accelerating global trade, as signaled by record-high levels
in the KOF Leading Indicator and the manufacturing PMI. However, as has been the case
in other countries, supply bottlenecks have been dampening increases in industrial output.

y In line with expectations, the June meeting of the SNB was uneventful, with no changes in
its monetary policy stance. Since the Swiss franc probably continues to be considered
highly valued, the SNB is likely to stick to its negative interest rate policy and stands ready
to intervene in FX markets, if necessary. The SNB has also pointed to mortgage loans and
residential property prices, which have risen sharply despite the COVID-19 crisis. Hence, a
(gradual) reactivation of the 2% countercyclical capital buffer, which was reduced to zero in
March 2020, seems to be likely sooner or later.

Y After seven years of negotiations, the Swiss Federal Council finally scrapped a planned
framework agreement with the EU on bilateral relations. Among others, one controversial
i ssue was the EU Citizensd6 Rights Direct
stay and welfare benefits for unemployed EU citizens. After the breakdown in negotiations
at the end of May, more than 120 bilateral agreements between the EU and Switzerland
remain in place. However, the EU Commission warned that there will be neither new
agreements nor updates of old treaties, which may require products to be re-certified,
bearing the risk of supply-chain disruptions. The EU Commission has recently announced
its intention to present proposals in autumn of how the relationship between the EU and
Switzerland might evolve.

LOWER REBOUND POTENTIAL IN SWITZERLAND STRONGLY RISING RESIDENTIAL PROPERTY PRICES

Real GDP in 1Q21 compared to 4Q19, in %
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GDP ECONOMIC ACTIVITY
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y We expect marked rebounds in economic activity in the coming
quarters, albeit not as strong as in major eurozone countries.

LEADING INDICATOR

y The index of weekly economic activity, which closely tracks real
GDP on a yoy basis, has already passed its peak.
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)f The KOF Leading Indicator hit a record-high in May.

)f Capacity utilization in the manufacturing sector recently reached
levels close to its long-term average.

INFLATION LABOR MARKET
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)f Headline and core inflation have started increasing again.

y The unemployment rate already decreased markedly to 3% in May.

Source: Bloomberg, SECO, UniCredit Research
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COMMODITY PRICES ARE RISING

China

)/ We confirm our GDP forecast of 8.5% for 2021 and of 5.7% for 2022. After the sharp rebound in
economic activity recorded between 2Q20 and 4Q20, which was made possible by a
combination of ultra-easy monetary and fiscal policies, the Chinese economy is now losing some
momentum. GDP growth in 1Q21 dropped to 0.6% qoq from 3.2% qoq in 4Q20. Going forward,
the gradual removal of fiscal and monetary stimulus, along with production bottlenecks (capacity
utilization in the mining sector and power generation have reached a peak since 2018), will likely
restrain the recovery, meaning that Chinese authorities will face a difficult balancing act.

)/Private consumption i s expected to be t

vaccination campaign, which is lagging those of advanced economies, will facilitate a return to
c o n s u noklel habifs, as reflected in a sharp increase in the number of train passengers.
Investment, particularly in infrastructure at the local level, is likely to also remain a source of
support, even if the issuance of special-purpose bonds remains subdued because of more-
careful scrutiny by authorities of their application. Instead, exports, which powered the Chinese
recovery in its early stages, will likely lose some shine for a couple of reasons. First, demand for
COVID-19-related purchases (such as medical equipment) will be likely scaled back now that the
health situation is normalizing. Second, the reopening of national economies should induce
consumers around the world to spend more on services than on goods.

)/ Inflation pressures, primarily concentrated in upstream factory-gate prices, have probably peaked
thanks also to intervention by the government, which has tapped into state stockpiles of key
commodities. Domestic prices for copper and steel look to have plateaued, whereas those for
iron ore remain elevated and on an upward path. At the moment, transmission of costs from
producers to consumers has been limited as a result of increased competition in downstream
sectors and moral suasion by the government when it comes to state-owned entities. The
induced profit squeeze, along with tighter credit conditions, is putting at risk the viability of certain
business activities.

)/ The lack of visible consumer-price pressure has allowed the PBoC to act cautiously. The one-
year Loan Pri me Rat eforldghsitoncanipanies; reniains uachanged, at
3.85%, and we expect it to remain at its current level throughout our forecasting horizon. The
PBoC will likely use specific credit facilities to gradually tighten its monetary stance. On the FX
front, the recent increase in the required reserve ratio on foreign exchange deposits in financial
institutions to 7% from 5% was primarily aimed to stem the CNY appreciation against the USD
that was approaching the 6.35 threshold.

CATCHING UP

Source: NBS, Our World in Data, UniCredit Research
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