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Highlights

= The magnitude of the economic shock of the coronavirus crisis is becoming clearer as Q1 GDP
data revealed that the euro area, US and Chinese economies all contracted sharply at the
beginning of the year. We continue to expect severe recessions in most countries this year
followed by strong recoveries in 2021. In particular, for Q2 we expect a major economic decline
in the western economies. However, given the fact that mony countries have already begun
a gradual process of lifting lockdown measures and reopening their economies, the risk of an
even more adverse outcome has increased, particularly if a renewed wave of Covid-19 prompts
the need for a renewed lockdown.

= In the euro areq, the earlier than expected lifting of lockdowns could mean that the trough of
the recession will be slightly less deep than previously anticipated. At the same time, however,
several factors related to business investment, the labour market, private consumption and
international trade suggest that the recovery theredfter will be less robust. We therefore expect
a weaker recovery in 2021 thon previously envisaged and find that it will take longer for euro
area GDP to recover to its pre-crisis level.

= In the US, many states are reopening even though there has not yet been a steady decline in
new Covid-19 cases or deaths. The risk that the US may need to re-impose lockdowns in the
near future has therefore clearly grown. Furthermore, the very severe impact on the US labour
market, with unemployment jumping to 14%, suggests that the recovery in the US may also be
quite gradual.

» Financial market turbulence appears to have eased since late March in tandem with the
significant policy responses taken by the Fed and the ECB. However, intra-EMU spreads still
remain elevated, reflecting uncertainty related to European solidarity which has been stoked by
the recent Germamn court ruling on ECB asset purchases. Such concerns will likely keep spreads
elevated and weigh on the euro versus the US dollar in the short term. Smaller central banks
have stepped up their monetary stimulus too. The Czech National Bank lowered the deposit rate
further in May 2020, from 1% to 0.25%.

= The global oil market has seen a severe impact from the coronavirus crisis with oil prices collapsing
to multi-year lows. In the past two weeks, the oil market has witnessed some signs of stalbiliscrtion,
but it is not out of the woods yet, as the supply overhang remains unprecedented. The current
record dislocation between oil demand and supply may be partly curbed by a new OPEC+
dedal to cut production by 10% of global supplies starting in May, but a true market rebalancing
requires a meaningful recovery in demand.



Global economy

The coronavirus crisis and its economic fallout remains the main
theme driving developments around the world. A major health
crisis and human tragedy, the spread of the Covid-19 virus is
also causing severe disruptions to the global economy and its
outlook. Fortunately, many European countries appear to be
over the peak in terms of the number of new cases or new
deaths caused by the virus, with these figures steadily declining.
The same can't yet be said of the United States, with daily new
deaths not yet clearly falling (figure 1).

Our global economic outlook remains roughly the same, with
severe recessions in most countries this year followed by strong
recoveries in 2021. We also still expect to see depressed oil
prices in the short term given the unprecedented supply glut
driven by the collapse in oil demand (see Box 1). However, two
important developments since the release of our last Economic
Perspectives have led us to fine-tune our outlook, which
is still subject to considerable uncertainty. First, additional
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Figure 1 - New Covid-19 deaths
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economic data has been released which give us some sense
of the magnitude of the initial economic disruption from the
coronavirus crisis, including Q1 GDP figures in many countries.
Second, a number of countries have begun a gradual process
of lifting lockdown measures and reopening their economies.

Box 1 - Oil market hammered by an unprecedented supply

glut

The global oil market has been crushed by the Covid-19
pandemic, with oil prices collapsing to multi-year lows. The US
crude oil benchmark, West Texas Intermediate (WTI), was hit
particularly hard in mid-April when, for the first time in history,
futures prices plunged into negative territory (figure B1.1).
Technical factors, such as a liquidity shortage ahead of the May
contract expiry, played a part, but the price crash ultimately

Figure B1.1 - West Texas Intermediate (WTI) oil price
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reflected underlying physical market weakness.

Since WTl is a physically settled oil benchmark, i.e. requiring a
physical delivery in Cushing, Oklahoma at contract expiry, there
is a direct link between the futures market, the so-called paper
market, and the physical market, also known as the wet market.
Hence, with the physical market being massively oversupplied
and storage capacities in Cushing effectively booked out,
traders who lacked the storage space were essentially willing to
pay others to take oil off their hands, causing oil prices to fall as
low as -40 dollars a barrel.

Meanwhile, Brent crude, the international oil benchmark, has
also witnessed severe downward pressures and dropped to its
lowest level since 1999 but has avoided negative prices. There
are at least two good reasons why Brent is, in our view, less
likely to experience the same episode as WTI in mid-April. First,
unlike the US benchmark, Brent crude is cash-settled, meaning
that no physical cargo of crude is taken when the contract
expires, thus alleviating the immediate pressures on the storage
facilities. Second, whereas WTI is land-locked, Brent is a
seaborne crude, meaning that traders can use (super)tankers
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and effectively be less affected by storage constraints.

In the past two weeks, the oil market has witnessed some signs
of stabilisation; however, it is not out of the woods yet. The
supply overhang remains unprecedented, largely owing to the
collapse of oil demand triggered by world-wide containment
measures to mitigate the spread of the coronavirus. In April,
the drop in oil demand was estimated between 25-30 million
barrels per day, more than a quarter of global oil consumption.
Such a historic dislocation between oil demand and supply is
expected to be partly reduced by the new OPEC+ deal to cut

Given the enormous uncertainty currently present in the global
landscape, we continue to work with multiple scenarios to
which we assign different probabilities. Specifically, in addition
to our base scenario, we also outline a more optimistic scenario
and a more pessimistic scenario. Given recent developments,
we have slightly adjusted the probabilities we assign each
scenario as well as their definitions. In the optimistic scenario,
a shorter lockdown period leads to a swift economic bounce-
back as businesses reopen, employees quickly get hired back
(if fired) or return to their job (if temporarily unemployed), and
consumer spending picks back up. In such a scenario, however,
new breakthroughs in treatments or testing that help lessen
the threat of the virus would likely be necessary in order to see
this kind of rebound. While this is still a possibility, we view it
as rather unlikely, and still assign only a 15% probability to the
optimistic scenario.

In the base scenario, the lockdowns are gradually lifted from
mid-Q2 on, as we see happening now, but the immediate
economic damage is larger, and the economic recovery is
somewhat slower. Consumers may be more reluctant to return
to shops even if the lockdowns are lifted, businesses will likely be
more cautious about investment decisions, and the rehiring of
temporarily unemployed workers may not be perfectly smooth.
Furthermore, in most cases the lifting of lockdowns is done in
tandem with continued social distancing measures, meaning we
won't see an automatic return to business as usual. Moreover,
international trade is likely to be disturbed by ongoing shipping
problems, supply complications and restrictions on mobility.
We assign a 45% probability to the base scenario, down from
50% last month, as we now see an increased likelihood that we
are moving towards the pessimistic scenario.

In the pessimistic scenario, the virus remains an ongoing
threat as new waves surface and health care systems remain
under excessive pressure until a vaccine is found and widely
distributed. This means that we would expect to see on-off
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production by 9.7 million barrels per day, or around 10% of
global supplies, starting in May.

The record output curbs should help to prevent global oil
storage from maxing out within the coming weeks; however,
they fall short of triggering a meaningful rebalancing of market
fundamentals. To shift the oversupplied market to a deficit,
the recovery of oil demand is critical, which in turn remains
contingent on easing lockdown measures across the globe.
That is to say, unless demand recovers, oil prices are set to
remain volatile and depressed at relatively low levels.

lockdown periods going forward, which would lead to longer-
term stagnation and would delay any recovery. We assign a
40% probability to this scenario compared to 35% last month.
Indeed, some countries around the world are already starting to
see second waves of the virus (see Box 2).

A disastrous Q1 for Europe

Preliminary Q1 growth figures for several euro area countries
confirm that the coronavirus crisis is having an unprecedented
and sharp impact on the European economy. Euro area real GDP
fell 3.8% goq in Q1, with most of that weakness coming only at
the very end of the quarter, as major lockdowns started around
mid-March. This figure is worse than expected and signals that
the coronavirus crisis hit the European economy hard at an early
stage. This could be explained by more substantial negative
international spillovers, in particular due to distortions in global
value chains after the virus outbreak in China. Alternatively, the
sudden stop of the European economy may have led to a more
dramatic fallback in economic activity. Although the Q1 GDP
estimates for European countries are subject to considerable
uncertainty, and we therefore may see more sizable than
normal revisions in the future, the figures make clear that some
countries faced a more severe impact than others. France, for
example, which normally generates a relatively high proportion
of its GDP from services, saw a much steeper decline compared
to Germany (as suggested by the euro area figure), which
generally derives more of its GDP from the industrial sector.
This is consistent with signals from business surveys which
suggest that service sectors have been much harder hit by the
coronavirus crisis.

These business surveys, as well as other monthly indicators
such as consumer confidence, continue to point to ongoing
weakness in the second quarter. The manufacturing sector PMI
for the euro area, for example, fell further to 33.4 in April from
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Box 2 - The Japanese experience with a second Covid-19

infection wavé

The Japanese experience with Covid-19 has involved two waves
of infections. It illustrates the serious risks that the rest of the
world also faces after the first wave of infections has moderated
in many countries thanks to far-reaching lockdown measures.

According to the Japanese National Institute of Infectious
Diseases (NIID), the first wave of infections in Japan originated
from travellers and people returning from China and East Asia
in January 2020, with the first reported case dating from 16
January. There was also a Covid-19 outbreak on the Diamond
Princess cruise ship, which was quarantined on 5 February.
After causing some local clusters of infections, this first wave of
the pandemic largely disappeared by early March.

There has since been, however, a second wave of infections,
dating back to the period between 11 and 23 March, this time
originating from travellers coming back to Japan from the US
and Europe. There appear to have been three fundamental
factors that facilitated this second wave. First, the border
closure after the first wave was only selective, leaving open the
possibility for the re-entry of the pandemic from other countries
and regions. Second, for a long period, policymakers were
relatively reluctant to impose very stringent measures in order
not to cause too much damage in economic terms. This may
have gone hand in hand with an underestimation of the strain
Covid-19 would pose on the Japanese health system. Third, in
the specific Japanese legal context, it is difficult to impose strict
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pre-emptive and compulsory measures on citizens that are not
diagnosed as Covid-19 positive.

The second wave has been much more serious than the first one.
It required the government to declare a state of emergency on
7 April, which has been extended several times, and is currently
scheduled to be in place until 31 May. Given the specific legal
and constitutional situation in Japan, this state of emergency
cannot include a general ‘lockdown’ of the population.
However, beside recommendations of social distancing and the
suspension of events that risk spreading the virus, all patients
tested positive can be ordered to be hospitalised.

As a result of a substantial number of policy measures, including
the closure of the border to a large number of countries, the
second wave of infections now appears to be over its peak.
As of 11 May, Japan has reported 15,798 confirmed Covid-19
cases and 621 deaths. The number of confirmed infection
cases appears near its peak (figure B2.1), while the number of
hospitalised patients needing a ventilator or in intensive care has
been falling again since early May. Perhaps most importantly,
the reproduction number of the virus dropped below 1 in April
(figure B2.2), indicating that the pandemic will gradually fade
out under the current policy measures. A latest slight uptick
of the reproduction number, however, signals that caution is
still needed in order to avoid a third wave of infections. In that
context, the planned Olympics in July 2020 have been cancelled.

Figure B2.2 - Effective reproduction number Covid-19
(median estimate)
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44.5 in March and 49.2 in February (where above 50 indicates
expansion). As mentioned, the services sector has fared even
worse, with the services PMI for the euro area falling to a
dismal low of 12 in April, down from 26.4 in March and 52.6 in
February. Temporary unemployment has jumped in a number of
countries as well, and while these numbers aren’t fully reflected
in the official unemployment statistics, the coronavirus crisis is
clearly weighing very heavily on the labour market. The rise in
unemployment and the related rise in job insecurity will slow
down the recovery.

On the more positive side, high frequency data such as
electricity consumption suggest that there may already be a
bottoming out of economic activity and perhaps even some
recovery in countries that have lifted lockdowns (figure 2).
Indeed, the earlier lifting of lockdowns in Europe could mean
that the trough of the recession will be slightly less deep than
previously anticipated. At the same time, however, several
factors suggest that the recovery thereafter could be less than
robust. Recent surveys imply that businesses are cutting back
on investment and plan to do so for a longer period of time.
The sharp uptick in temporary unemployment could spill over
and cause more structural problems for the labour market,
meaning some of these jobs will not be immediately recovered.
Furthermore, there is likely not a 1-to-1 relationship between
lockdown measures and the economy. That is to say, even as
lockdown measures are lifted, it is not clear if consumers will
revitalize their spending, especially given the rise in temporary
unemployment and ongoing health concerns. Finally, the
outlook is quickly deteriorating on the external front too, as
shipping problems continue to mount, and trade war risks
appear to be resurfacing. In particular, the new confrontations
between the US and China are a major concern as they may
slow down the global economic recovery.

Figure 2 - Electricity consumption
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All this suggests that while we still expect the economic
recovery to start in Q3 in the base scenario, this recovery will be
somewhat more gradual or U-shaped. This means that GDP will
take longer to return to its pre-crisis level. Indeed, by the end
of 2021, we anticipate that euro area GDP will still be around
5% lower than where it was at end-2019 (figure 3). Thus, while
our 2020 base case annual growth forecast remains relatively
constant at -11%, we have revised down our 2021 growth
figure t0 6.9%.

Brexit is still here

While the Covid-19 pandemic has inevitably shifted focus away
from Brexit, it appears that very little progress has been made
in talks between EU and UK officials that are supposed to guide
a decision by end-June as to whether the UK will seek a further
extension from the current effective exit date of December
31st 2020. Media speculation suggests the UK may stick to a
previously strongly held position and not ask for an extension
at that point. Instead, it is argued the UK may seek to win extra
concessions in a rushed departure deal in the second half of the
year. The priority being given at official level both in the UK and
EU to the coronavirus means clear indications as to the timing
of the UK's exit from the EU and the nature of its subsequent
relationship with the bloc could remain unclear for some time.

Unprecedented shock in the US

Like in the euro area, US Q1 GDP figures were much weaker
than anticipated, despite lockdowns only coming into play at
the very end of March throughout most of the country. Real
GDP fell by 4.8% quarter-on-quarter annualized, pulled down

Figure 3 - Euro area real GDP
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in particular by a severe drop in private consumption (figure 4).
And while the end of March saw sharp increases in the number
of people claiming unemployment benefits, April was even
worse for the US labour market, with 20.5 million nonfarm
payrolls lost and a jump in the unemployment rate from 4.4%
to 14.7%. Business surveys also continue to point to ongoing
weakness in Q2 with the ISM manufacturing survey falling
further to 41.5 in April and the ISM non-manufacturing survey
falling to 26.0.

Despite the fact the virus spread has not yet peaked in many
places in the US, several states have started to lift lockdown
measures already. Perhaps even more so than in Europe, where
there is at least some indication that case rates are declining,
the US risks seeing further waves of the virus that will then
force states to re-impose lockdown measures in the near future.
Furthermore, we are continuing to see signs that the recovery
in the US will not be a quick, V-shaped rebound. The high
unemployment rate, in particular, threatens to cause longer
lasting damage to the recovery as private consumption will
likely continue to be weighed down. Furthermore, the fact that
the curve has not yet flattened, means many consumers may
still be wary about going out and resuming their consumption
as usual. We therefore don’t expect to see a simultaneous
economic recovery with the lifting of the lockdown measures.
As such, we maintain our base scenario growth outlook of
-8.0% in 2020 followed by a recovery of only 6.5% in 2021.

Mixed signals amid China’s recovery

China appears to have passed the worst of the crisis, with new
Covid-19 cases remaining relatively limited and most of the
Chinese economy once again open. After falling 9.8% quarter-
over-quarter in Q1, GDP growth is expected to recover in Q2.
However, more frequent data are providing mixed signals on
the robustness of the recovery. On the positive side, certain
monthly indicators, like fixed asset investment and industrial
production, showed a clear monthly recovery in March, while
vehicle sales in April even indicated positive year-over-year
growth (+4.5%). By these metrics, the economic shock caused
by Covid-19 indeed appears to have been temporary. However,
business surveys for April paint a somewhat more concerning
picture. The Markit services PMI, for example, remained in
contraction territory in both March (43) and April (44.4). On
the manufacturing side, new export orders in particular remain
weak, with a deterioration from 46.4 in March to 33.5 in
April. This may signal that the global negative impact of the
coronavirus crisis will weigh on the Chinese recovery. Given
the weakness in Q1 GDP, global spillover effects, and recent
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suggestions that US-China trade tensions may continue to flare
up this year, we have downgraded our Chinese growth outlook
to 1% in 2020. The expected recovery in 2021, however, is
expected to be quite strong still at 8.8%.

A taxing moment for Japan

Japan is another advanced economy that is feeling the full brunt
of the corona crisis. What's more, it comes at an especially
difficult time for the Japanese economy. It is still struggling
with the impact of the rise of a consumption sales tax from
8% to 10% on 1 October 2019. As a result, quarter-on-quarter
growth nearly stagnated in Q3 2019 (+0.1% annualised) and
contracted sharply (-7.1% annualised) in Q4 2019. This means
that the Japanese economy was already close to a so-called
technical recession before the Covid-19 crisis began.

To mitigate the economic impact, on April 7 the government
adopted the Emergency Economic Package Against Covid-19,
with a total volume of 21.1 % of GDP. This package also takes
into account the remaining part of the previously announced
packages (the December 2019 stimulus package and the two
Covid-19-response packages announced on February 13 and
March 10 respectively). The largest part of the funds involved
will be spent on the objective of protecting employment and
businesses (16% of GDP) and ‘restarting and rebuilding’ resilient
economic activity after the end of the virus containment phase
(4.3% of GDP).

The Bank of Japan took supportive policy action as well. After
taking measures to smooth the main functioning of financial
markets (notably of U.S. dollar funding markets), the Bank
of Japan decided at its April 27 monetary policy meeting to
purchase any necessary amount of JGBs (in the framework of
its Yield Curve Control policy) without setting an upper limit on
its guidance on JGB purchases. In doing so, the Bank of Japan is
in effect facilitating the government’s expenditure programme
by de facto offering monetary financing for it.

Central Bank action dampening volatility

Volatility in equity markets, money markets (at least in the
US), corporate debt markets and currency markets has clearly
eased since late-March (see Box 3). Much of this easing can
be attributed to the significant measures introduced by central
banks to improve liquidity and to expand their lending facilities,
including through accepting a wider variety of collateral. Smaller
central banks have stepped up their monetary stimulus too.
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The Czech National Bank, for example, lowered the deposit
rate further in May 2020, from 1% to 0.25%. The Norwegian
Central Bank also cut its main policy rate again to a record low
of zero.

Still, there are several reasons for concern. First, intra-EMU
spreads remain under pressure, with spread-widening
particularly clear in Italy and the other non-core countries.
Markets remain fundamentally concerned about Italy and other
countries’ ability to finance their additional public debt in the
future. Initial ECB communication may have unintentionally
contributed to these concerns, although actual ECB market
interventions indicate strong support biased towards Italy
and other heavily indebted euro area member states. Second,
the recent German court ruling on the ECB’s asset purchases
caused a negative reaction in nervous markets too. The lasting
impact of this decision is difficult to predict at this point. As the
German court argued it had concerns about ‘proportionality’
as well as clear motivation in ECB asset purchase decisions,
this could in theory raise issues around ECB independence
from national governments and hence weigh on its credibility.
However, the ECB and other EU institutions have quickly made
it clear that the ECB is only subject to rulings by the European
Court of Justice. Finally, the significance of the German court
ruling is notably amplified by limited solidarity in the European
fiscal response to the coronavirus crisis. The recent decision
to provide support to EU member states from the European
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Figure 4 - US real GDP growth contributions
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Stability Mechanism is clearly disappointing in scope and scale
and insufficient for the Southern European economies hit hard
by the crisis.

Given that these concerns are unlikely to disappear in the short
term, we expect intra-EMU spreads may even widen further
before easing moderately. These concerns are also expected to
weigh on the euro vis-a-vis the dollar, and we therefore have
lowered our expectation for the euro exchange rate through
2020.

Box 3 - FX markets returning to calmer waters

Early this year, volatility in the major currency cross rates,
including EUR/USD, dropped to historically low levels. The
relative monetary policy stance of the major central banks,
an important driver for FX markets, was expected to stay
unchanged for quite some time. The corona crisis succeeded
in unlocking the stalemate. In early March, the dollar initially
nosedived as markets understood that uncertainty on the
Covid-19 pandemic would force the Fed to remove the dollar’s
interest rate advantage. However, the FX market soon shifted
into ‘red-alert’ crisis modus. And in times of extreme market
stress, liquidity and volatility are the key interconnected drivers
of global FX trading.

The US dollar remains the reference for international financing,
irrespective of the economic performance of the US economy.
In the context of extreme low visibility on the economy and
market developments, most economic agents start hoarding
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USD to be able to meet upcoming financial commitments.
At the same time, US banks may be reluctant to provide USD
liquidity to foreign counterparties. Last but not least, in times
of extreme market stress, prices in markets of less liquid assets
(including currencies) are often highly disrupted. Only deep,
liquid markets allow for executing transactions at sharp market
prices. The dollar satisfies those criteria best, triggering a run to
the US currency in mid-March.

Plenty of assets and currencies fell victim to fire sales with
little consideration for valuations or prices. The currencies of
emerging markets were especially hard hit. Liquidity in those
markets is tighter than in developed markets. Some emerging
markets’ dependency on USD funding is an additional
disadvantage. Currencies from small countries with solid
economic fundamentals (e.g. the Scandinavian currencies)
didn’t escape from global market dynamics either and were
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B3.1 - EUR/USD 3-month ATM volatility
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sold without discrimination. Even gold often didn’t meet the
test of sufficient market liquidity. The losses of the big, more
liquid currencies like the euro and the yen were much more
limited, but premiums in the option markets jumped higher.

The issue of availability of USD liquidity outside the US is, at
least partially, solved. The Fed materially extended its FX swaps
lines to foreign central banks. Via a new repo-facility it also
provided USD liquidity (against collateral) to a broader range of
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international counterparties. Those measures and a congruent
easing of global stress finally slowed the USD liquidity squeeze.
For now, the dollar remains strong and the premia in the FX
option markets stay well above early-2020 levels. Even so,
several currencies have seen a solid comeback, such as the
Swedish and Norwegian krone. The Aussie dollar also reversed
a big part of its ‘corona sell-off".

Monetary policy and, a fortiori, interest rate differentials
currently have no major role to play as a driver of currency
trading. Policy rates in most developed economies have been
reduced to the ‘effective lower bound’. That won't change
anytime soon. Over time, the economic damage and the pace
of the economic recovery post-corona crisis might become
important for the performance of currencies. In this respect, it's
no coincidence that currencies from countries with large (fiscal
and/or monetary) firepower to support their economies or their
currency (FX interventions) outperformed. In case of a flaring-
up of uncertainty, demand for USD liquidity will still be in play,
but we don’t expect a return to levels of stress recorded mid-
March. Still, the corona crisis will remain a source of uncertainty
in international funding markets. As such, currencies of
emerging markets, in particular those with a weaker credit
profile (e.g. external deficits) will remain vulnerable.
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Central and Eastern
European Economies

Sharp economic decline knocking on CEE
doors

The COVID-19 pandemic, which originated in China at the
turn of the year, soon spilled over into Western Europe. With
just a couple of weeks delay it reached the CEE region. This
short ‘delay’ was important. It helped the governments and
the population in the region to not underestimate the disease.
Consequently, authorities were able to take a series of timely
measures to prevent an explosive spread of the virus, which
could have led to the collapse of the health system.

The drastic epidemiological measures, centered around social
distancing, have been very successful in flattening the number
of infected people and in reducing the number of victims of the
disease. But the price paid to save lives was a sharp slowdown
in the economy, with negative consequences in the form of
rising unemployment and corporate bankruptcies.

At the beginning of May, there is still little “hard” data available
to reliably quantify the losses caused so far by the coronavirus.
However, already available data signal that like elsewhere, in
the CEE region the economic downturn is painful. Regionally
important car production has stalled for a number of weeks
and industrial production as a whole dropped significantly in
some countries (e.g. -10 % year-on-year in the Czech Republic).
Electricity consumption noticeably decreased too. Many
services, in particular in tourism and hospitality sectors, have
been hit hard by government restrictions from the outset.
While in the absence of much ‘hard’ data it is difficult to predict

Figure CEE1 - Recent unemployment rates
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overall losses in the economy, it is clear that the process of
recovery will be lengthy and difficult in these sectors.

In most countries of the region, we already saw an increase in
the season-adjusted unemployment rate in March. In Romania
and Bulgaria, the unemployment rate increased by around
half a percentage point (Figure CEE1), despite the fact that
the workforce usually includes a proportion of workers whose
dismissal does not have an impact on the rise in unemployment.
The number of unemployed people can be expected to continue
to grow in the future, as the financial situation of a number
of businesses exposed to input constraints and weak sales
deteriorates. They suffer from the disruption of production
chains and a strained return to previous demand levels.

Governments are attempting to mitigate the negative economic
consequences with a series of fiscal and monetary measures.
But, e.g., support for maintaining employment (Kurzarbeit) is
clearly not enough to stabilize the unemployment rate. At the
same time, measures to maintain corporate liquidity and access
to credit cannot prevent the closure of many of businesses.
Resources dedicated by government assistance programs to
affected people or businesses have often been distributed
too slowly or in a low-targeted way. For health or economic
reasons, consumers may remain more restrained than they
were before the crisis, even after the loosening of government
restrictions and bans. On the part of many companies, the risk
remains that even in the case of a relative normalization of
domestic circumstances, they may not be able to prosper due
to the disruption of the global production chains of which they
are part. All this complicates the current economic situation and
the prospects for rapid recovery. Sentiment indicators illustrate
the fact that both companies and consumers in the region are
well aware of the depths of current problems and future risks
(figure CEE2).

Figure CEE2 - Consumer Confidence
balance

. , .
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2019 2020
Euro Area 19 == Romania == Bulgaria == Slovakia == Poland
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Source: KBC Economics based on Eurostat
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Box CEEI - Central and Eastern Europedan economies dre

reopening

Since mid-March, the CEE governments have imposed
restrictions on the free movement of people. This included a
ban on international travel and large public gatherings, and
the closure of schools and non-essential business. Strict and
early lockdowns are paying off across the CEE countries. As
of May 11, the daily number of new coronavirus cases remains
contained in the Czech Republic, Slovakia, Hungary, Poland
and Bulgaria. Only Romania is somewhat struggling to slow the
spread of the virus.

Figure BCEE1 - Stringency Index in the CEE economies
100 -

80 -

60 -

40 -

1 81522 1 81522 1 81522 1 8 1522 1 8
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Romania == Bulgaria == Hungary == Slovakia == Poland
== Czech Republic

Source: KBC Economics based on University of Oxford

In the meantime, it has become clear that for a number of
economic and non-economic reasons, the “freezing” of the
economy - albeit epidemiologically effective - is unsustainable
in the long run. Hence, government restrictions are beginning
to loosen in the CEE region to varying degrees and structure
(see Box CEE1). The role of blanket social distancing should be
gradually replaced by more sophisticated ways of controlling
the pandemic development, namely massive testing and ‘smart
quarantine’ measures until a reliable, widely available medicine
or vaccine is available.

Over the next few quarters, the economic activity in the
CEE region will depend on the global development of the
coronavirus pandemic and the success of the local, smart
quarantine measures. If infected individuals are quickly and
deliberately identified and isolated, and if the virus does
not return repeatedly in an even more dangerous form, the
prospects for a relatively rapid economic recovery over the
next year are well-imaginable. Otherwise, due, inter alia, to
the fact that the potential for fiscal and monetary assistance to

KBC Economic Perspectives

So, following a more restrictive approach at the beginning of
the outbreak of the virus, the CEE countries are now among the
first to tentatively start relaxing the social distancing rules. Most
countries have already unveiled plans for a phased reopening of
businesses and an easing of individual mobility restrictions. By
doing so, they are trying to balance the risk of a second wave of
the epidemic with the need to restart economic activity, which
has been severely hit by the lockdown.

The Czech Republic has been on the forefront of reopening
its economy with a five-stage plan effective already since 20
April. The plan was recently brought forward by two weeks
due to the favourable epidemiological situation. While it is
still mandatory to wear face masks in public, the country has
gradually eased the restrictions on retail, services, culture
and leisure. Importantly, automakers and other production
facilities have also resumed work. Elsewhere in the region,
governments are taking similar steps, effectively easing the
stringency of containment measures (Figure BCEE1). The one
notable exception is Romania, the hardest-hit country in terms
of confirmed cases per capita in the region. So far, this country
has opted for a more cautious approach, starting to lift the
restrictions only gradually since May 15.

companies and individuals is already largely depleted in most
countries, we would have to prepare for a significantly less
optimistic scenario.
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Box CEE2 - Bulgaria has formally applied for ERM I

membership

Bulgaria’s plans to adopt the euro has seen yet another U-turn.
Following the outbreak of the coronavirus pandemic, the
Bulgarian authorities, both the government and the central
bank, indicated that the corona crisis would delay further
progress in the euro area accession. Nonetheless, in early April,
Prime Minister Borisov surprisingly announced that the process
of entering the Exchange Rate Mechanism II, the so-called euro
area waiting room, is back on track. On April 30, 2020, Bulgaria
formally applied for the ERM || membership.

KBC Economic Perspectives

At the moment, Bulgaria meets four nominal convergence
criteria relating to the budget balance, general government
debt, inflation and long-term interest rates. Additionally, its
currency has been pegged to the euro already since 1999.
However, the European Central Bank found capital shortfalls
at two locally owned banks. Provided capital buffers are
adequately rebuilt, we expect that Bulgaria should receive a
formal invitation to join the Exchange Rate Mechanism II and
the banking union in July 2020.
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Outlook main economies in the world
UBB

Part of KBC Groun

Real GDP growth and inflation (period average, in %)

Real GDP Inflation
growth
2019 2021 2019 2020
Euro area Euro Area 12 -11.0 6.9 1.3 -0.5 2.0
Germany 0.5 -8.1 5.0 5T 0.2 2.5
France 1:2 -11.0 5.8 1.3 -0.5 2.0
Italy 0.1 -15.3 6.8 0.6 -1.0 1.0
Spain 2.0 -149 75 0.8 -0.6 14
Netherlands 1.7 -10.2 5.3 2.7 -0.2 25
Belgium 1.4 -9.5 5.7 1.2 -0.6 1.8
Ireland 55 -5.0 40 0.9 -1.0 2.0
Slovakia 2.4 -10.0 7.8 2.8 0.5 1.8
Central and Czech Republic 2L -10.0 7.0 2.6 25 1.2
Eastern Europe Hungary 49 9.0 15 3.4 29 32
Bulgaria 3.4 -10.0 7.0 2.4 -0.5 25
Poland 42 -5.2 6.0 2.1 2.9 2T
Romania 12 -10.0 6.0 39 -0.9 27
Rest of Europe United Kingdom 14 9.0 6.0 1.8 -0.5 25
Sweden 12 -8.8 52 1.8 0.0 25
Norway 132 -8.3 29 2.2 0.5 23
Switzerland 0.9 -8.0 3.8 0.4 -0.5 1.5
Emerging markets |China 6.1 1.0 88 29 3.0 23
India* 4.7 0.6 9.8 4.8 7.7 35
South Africa 0.2 -10.0 4.7 4.1 2.8 5.0
Russia 13 -4.9 29 45 3.1 35
Turkey 0.9 -6.5 47 15.5 10.5 10.0
Brazil ] -9.0 5.0 3.7 2.9 3.8
Other advanced United States 53 -8.0 6.5 19 -0.7 2
economies Japan 0.7 52 3.0 0.5 -0.5 0.0
Australia 1.8 -6.7 6.1 1.6 0.5 2.0
New Zealand 2L -1.2 5.9 1.6 -0.5 22
Canada 16 -6.2 4.2 1.9 0.0 2.0
* Fiscal year from April-March
Policy rates (end of period, in %)
14/05/2020 Q2 2020 Q3 2020 Q4 2020 Q1 2021
Euro area Euro Area (refi rate) 0.00 0.00 0.00 0.00 0.00
Euro Area (deposit rate) -0.50 -0.50 -0.50 -0.50 -0.50
Central and Czech Republic 0.25 0.25 0.25 0.25 0.25
Eastern Europe Hungary 1.06 0.90 0.60 0.50 0.50
Bulgaria - - - - -
Poland 0.50 0.25 0.25 0.25 0.25
Romania 2.00 2.00 2.00 2.00 2.00
Rest of Europe United Kingdom 0.10 0.10 0.10 0.10 0.10
Sweden 0.00 0.00 0.00 0.00 0.00
Norway 0.00 0.00 0.00 0.00 0.00
Switzerland -0.75 -0.75 -0.75 -0.75 -0.75
Emerging markets |China 2.95 275 275 295 TS
India 4.40 3.65 3.65 3.65 3.65
South Africa 425 395 3./5 375 3.75
Russia 5.50 5.00 4.75 4.50 4.50
Turkey 8.75 8.00 7.50 7.50 7.50
Brazil 3.00 2.50 2.50 2.50 2.50
Other advanced United States 0.25 0.25 0.25 0:725 0.25
economies Japan -0.10 -0.10 -0.10 -0.10 -0.10
Australia 0.25 0.25 0.25 0.25 0.25
New Zealand 0.25 0.25 0.25 0.25 0.25
Canada 0.25 0.25 025 0725 0.25
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10 year government bond yields (end of period, in %)

14/05/2020 Q2 2020 Q3 2020 Q4 2020 Q1 2021

Euro area Germany -0.54 -0.60 -0.40 -0.30 -0.30
France -0.06 0.05 0.25 0.35 035
Italy 1.80 2.20 2.30 2.10 2.10
Spain 0.80 1.00 1.00 0.90 0.90
Netherlands -0.28 -0.10 0.10 0.20 0.20
Belgium 0.03 0.20 0.30 0.40 0.40
Ireland 0.09 0.20 0.40 0.50 0.50
Slovakia 0.74 0.90 0.85 0.70 0.70
Central and Czech Republic 0.86 1.00 1.00 1.10 1.10
Eastern Europe Hungary 2.06 2.20 2.10 2.00 2.00
Bulgaria 1.40 0.90 0.95 0.70 0.70
Poland 1.30 1.60 1.60 1.70 1.80
Romania 4.58 4.80 4.90 5.00 5.10
Rest of Europe United Kingdom 0.20 0.30 0.40 0.40 0.40
Sweden -0.09 -0.15 0.05 0.15 0.15
Norway 0.37 0.40 0.60 0.70 0.70
Switzerland -0.53 -0.60 -0.40 -0.30 -0.30
Emerging markets |China 20 2.65 2.60 25 2.50
India 6.07 6.30 6.20 6.00 5.90
South Africa 9.54 9.40 9.30 9.20 9.10
Russia 591 6.20 6.20 6.10 6.10
Turkey 12.80 11.70 11 11.470) 1150 11.00
Brazil 8.16 8.10 8.00 7.90 7.90
Other advanced United States 0.62 0.80 0.80 0.80 0.80
economies Japan -0.01 0.00 0.00 0.00 0.00
Australia 0.91 1.10 1.10 1.10 1.10
New Zealand 0.56 0.80 0.80 0.80 0.80
Canada 0.55 0.70 0.70 0.70 0.70

Exchange rates (end of period)

14/05/2020 Q2 2020 Q3 2020 Q4 2020 Q1 2021

USD per EUR 1.08 1.06 1.08 1.10 1.1
CZK per EUR 27.51 27.90 26.50 26.50 26.40
HUF per EUR 354.12 360.00 350.00 348.00 345.00
PLN per EUR 457 4.50 4.50 4.40 4.35
BGN per EUR 1.96 1.96 1.96 1.96 1.96
RON per EUR 4.84 4.84 4.84 4.84 4.85
GBP per EUR 0.88 0.90 0.92 0.91 0.91
SEK per EUR 10.64 10.50 10.45 10.40 10.40
NOK per EUR 11.00 11.00 10.80 10.60 10.40
CHF per EUR 1.05 1.06 1.06 1.07 1.07
BRL per USD 5.89 5.80 5.70 5.60 5.40
INR per USD 555 76.00 75.00 75.00 74.00
ZAR per USD 18.51 18.75 18.50 18.50 18.00
RUB per USD 585 74.00 71.00 70.00 68.00
TRY per USD 6.96 7.20 7.30 7.40 7.40
RMB per USD 7.09 7.05 7.05 /.00 7.00
JPY per USD 106.82 106.00 106.00 106.00 106.00
USD per AUD 0.64 0.65 0.66 0.67 0.68
USD per NZD 0.60 0.61 0.62 0.63 0.63
CAD per USD 1.41 1.40 1.38 1:35 1.33
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Outlook KBC home markets

Belgium Ireland
2019 2020 2021 2019 2020 2021

e . 140 950  5.70 550  -500  4.00
(average yearly change, in %)
Inflation
(average yearly change, harmonised CPI, in %) 1.20 -0.60 1.80 090 -1.00 2.00
Unemployment rate (Eurostat definition)
(in % of the labour force, end of year) 220 wa B2 g LIRS L
Government budget balance
(in % of GDP) -2.00 -10.10 -7.90 0.70 -7.00 -5.00
Gross public debt
(in % of GDP) 99.00 118.80 119.20 58.00 69.00 77.00
Current account balance
(in % of GDP) -1.40 -3.00 -2.00 -9.50 -2.00 0.00
House prices (Eurostat d_eilnltlon_) ‘ _ 4.00 3.00 2.00 250 12.00 .00
(average yearly change in %, existing and new dwellings)

Czech Slovakia
Republic

2019 2020 2021 2019 2020
e . 250 -1000  7.00 240  -1000  7.80
(average yearly change, in %)
Inflation
(average yearly change, harmonised CPI, in %) 260 250 1.20 280 050 1.80
Unemployment rate (Eurostat definition)
(in % of the labour force, end of year) 190 a0 210 St il A
Government budget balance
(in % of GDP) 0.30 -6.70 -4.40 -1.30 -7.00 -3.00
Gross public debt
(in % of GDP) 30.80 39.90 41.30 48.00 53.00 55.00
Current account balance
(in % of GDP) A0 -1.80 -1.10 -1.00 -6.50 -3.00
House prices (Eurostat d_eilnltlon_) ‘ _ 920 2.00 350 9.10 500 200
(average yearly change in %, existing and new dwellings)

Hungary Bulgaria

2019 2020 2021 2019 2020 2021
= Bl . 490  -9.00 7.50 340  -10.00  7.00
(average yearly change, in %)
Inflation
(average yearly change, harmonised CPI, in %) 340 290 3.20 240 -0.50 250
Unemployment rate (Eurostat definition)
(in % of the labour force, end of year) 2 8.4 o = Lo A
Government budget balance
(in % of GDP) -2.00 -5.50 -2.80 2.10 -4.00 -2.00
Gross public debt
(in % of GDP) 66.30 76.00 71.50 20.40 24.00 26.00
Current account balance
(in % of GDP) -0.80 -2.00 -0.80 1.80 -3.00 3.00
House prices (Eurostat d_eilnltlon_) ‘ _ 14.80 5.00 3.00 6.00 2200 1.00
(average yearly change in %, existing and new dwellings)
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