Economic
perspectives

February 2023

Highlights

= In January, the downwcard trend in Europecn ncatural gas prices continued with a decrecase of 27%
to 57 EUR per MWh. In the last two months alone, gas prices have fallen by 61%. Meanwhile,
Brent ail prices remained relatively stable at 86 USD per bcarel. The price of other importont
commodities, like copper, tin, iron ore and lumber, increased strongly in January on the back
of subdued recession fears and growing optimism about the reocpening of the Chinese economy.

= Headline inflation in the euro area decreased to 8.5% in Jonuary coming from 9.2% in December.
The main driving force behind the deceleration is a drop in energy inflation from 25.5% to 17.2%.
Thus, the disinflationary process in headline inflation seems underway. However, core inflation
has yet to start that process as it remained unchanged at 5.2%. We maintain our average euro
ared inflation forecast of 5.4% in 2023 and 3.0% in 2024.

= The US inflation print posted a larger than expected 0.5% month-on-month increase in January,
bringing year-on-yecar inflation to 6.4%, down from 6.5% in December. The month-on-month
inflation was broad-based and elevated across multiple components such as energy, food,
services and shelter. Unfortunately, leading indicators show continued inflationary pressures in
certain categories, such as shelter and used cars & trucks. A lower dollar, high wage pressure
and higher commeodity prices will also keep inflationary pressures elevated. Therefore, we
upgraded our 2023 average inflation forecast by 0.3 percentage point to 3.8%.

= The Fed and the ECB decided to further raise interest rates by 25 basis points and 50 basis points
respectively. Furthermore, the ECB committed to an additional 50 bcisis points rate hike in March
and they also confirmed the start of quantitative tightening at an average pace of 15 billion
euro per month from March onwards. Both central bonks underscored the higher-for-longer
view in order to bring down (core) inflation. We maintain our forecast, in line with central bank
communications, that the ECB deposit rate and the Fed policy rate will peak in Q2 2023 at 3.5%
and 5.375% respectively.

» The decline in European natural gas prices gave the euro area economy some brecthing spcace
as the risk of protracted and critical energy shortages over winter has further decreased. In
Q4 2022, GDP increased by 0.1% quarter-on-quarter. Given the earlier than expected positive
developments concerning energy prices and the reopening of China, together with a resilient



Part of KBC Group

US economy, we have upgraded our forecast for H1 2023. In contrast, we downgraded our
forecast for H2 2023 as we expect an increasing effect of restrictive monetary policy on the
economy. We forecast real GDP growth to be 0.8% in 2023 and 1.1% in 2024.

= For now, the US economy appedars to resist the pressure coming from restrictive monetary policy.
In @4 2022, GDP increased by 0.7% quarter-on-quarter (2.9% onnualised) in large part thanks
to higher inventories. The labour market remains strong as well with a jobs gain of 517k in
January. Nonetheless, we do not expect the US economy to be able to hold off the pressure
of monetary tightening forever and therefore forecast a technical recession in H2 2023. We
upgraded our 2023 forecast by 0.3 percentage point to 1.2% and downgraded our 2024 forecast

by 0.2 percentage point to 0.9%.

= As the Chinese government has abondoned zero-Covid, the reopening of the Chinese economy
becomes apparent through a strong rebound in PMIs, reflecting that economic activity is back
in expansionary territory. We upgraded our real GDP growth forecast for 2023 from 4.4% to 5.0%
cnd downgraded our forecast for 2024 from 5.1% to 4.7%. We also raised our average inflation

forecast for 2023 t0 2.3%.

Global economy

No contraction in @4 2022

In January, global economic sentiment improved as recession
fears have somewhat subsided. In the euro area, a further
rebound in PMIs reflects the current optimism driven by lower
natural gas prices. Already in Q4 2022, the euro area economy
was stronger than expected and avoided contraction with a
GDP growth of 0.1% quarter-on-quarter. In 2023, the main
challenge is most likely core inflation. It is definitely above target
but not completely out of control. The ECB policy rate should
be above the neutral rate by now, thus in restrictive territory,
putting pressure on the economy in general in order to lower
core inflation. In the US, the disinflationary process is underway,
pushing the Fed away from extreme hawkishness. This lowers
the risk that they would “over-hike” interest rates. Despite
current restrictive monetary policy, the US economy performed
relatively well in Q4 2022 with a GDP growth of 0.7% quarter-
on-quarter (2.9% annualised). In China, the worst of the Covid-
wave seems to have passed and herd immunity appears close to
being achieved. Nonetheless, the surge of infections was a drag
on growth in Q4 2022 with zero growth. However, given the
improved Covid-situation and the already faster than expected
reopening of the Chinese economy, the growth prospects for
China have become more positive.

Nonetheless, despite improved sentiment, global growth is
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likely to remain below potential as the peak impact of higher
interest rates is not yet achieved. Furthermore, downside risks
remain elevated. The current renewed optimism could quickly
disappear because of a.o. a further escalation in the war
between Russia and Ukraine, increasing US-China tensions or
a budget stand-off in the US.

Copper on the rise

A more supportive global economic environment, together
with some supply disruptions in Latin America, has put many
commodities on an upward trajectory. In particular, the
reopening of China, the most important commodity importer
in the world, has upended commodity markets (see figure 1).
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Copper, a crucial metal for the global economy and a leading
indicator for economic activity, has increased by 11% in January
to 9279 USD per Metric Ton, a 31% increase compared to its
July low. Similarly, iron ore and lumber increased by 10% and
37% respectively in January. The most notable increase was
the price of tin, a key input for microchips and solar panels,
which increased by 17% in January and is now 67% above its
November low.

In contrast to these commodities, European natural gas prices
decreased by 27% to 57 EUR per MWh in January after an
already strong decline in December. In the past two months
alone, gas prices have dropped by 61%. The main reasons
for the downward trend in prices are relatively mild weather
conditions and well-filled European gas reserves. On 31 January
2023, the fill level in Europe was 72%, significantly higher than
what can be expected at this time of year. The average fill
level on 31 January over the period 2011-2021 was only 56%.
Meanwhile, Brent oil prices remained relatively unchanged at 86
USD per barrel at the end of January, not yet benefitting from
the reopening of China because of an apparent oversupply and
increasing inventories, especially in the US.

Euro area inflation falls

In the euro area, inflation fell from 9.2% in January 2023 to
8.5% in February, according to Eurostat’s flash estimate. The
drop is exclusively due to the decrease of energy price inflation
from 25.5% to 17.2%. Food price inflation and core inflation
(which excludes energy and food prices) stabilised at around
14% and 5.2% respectively. The reported figures are in line
with our expectations. We have therefore not changed our
outlook for the time being. Headline inflation will decrease
swiftly in the course of 2023 on the back of lower energy price
inflation, but core inflation will decrease only gradually. As a
result, headline inflation will still average 5.4% in 2023.

However, uncertainty about inflation trends remains high. Even
a first estimate of realised inflation was delayed in Germany
due to technical problems. There is thus a real chance that the
final figure for the euro area will still be revised. The overall
only small drop in the — in the meantime with a delay published
— preliminary figure for Germany (from 9.6% to 9.2% on the
basis of the harmonised consumer price index) suggests that
this could be an upward revision. On the other hand, the recent
fall in European gas and electricity prices and the (expected)
higher weight (2023 compared to 2022) of energy prices in the
consumer price index increase the likelihood that the inflationary
cooling in 2023 would be somewhat more pronounced, than
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currently anticipated in our forecast.

US inflation surprises to the upside

Though the US has passed peak inflation last summer, the
January print showed inflation pressures are far from over and
that the road to 2% inflation is long and bumpy. In January,
inflation increased by 0.5% month-on-month, bringing year-
on-year inflation down to 6.4%, a 0.1 percentage point decline
compared to December. Core year-on-year inflation also
declined by 0.1 percentage point to 5.6%. Month-on-month
inflation increased across multiple components. Food inflation
increased by 0.5% month-on-month, bringing it to 10.1% year-
on-year. Energy inflation posted its first monthly increase since
June, bringing it to 8.7% year-on-year.

Shelter inflation remains very elevated, increasing by 0.7%
month-on-month in January. Unfortunately, this high shelter
inflation is likely to last in 2023. Since January 2020, the Zillow
Observed Rent Index (ZORI), a leading indicator for rents, rose
by 25%, while the stickier shelter component of the CPI only
increased by 14%. Hence we expect continued upward rent
price pressure in 2023. Shelter inflation aside, services inflation
less shelter ticked up by 0.6% month-on-month, driven in large
part by higher wages. As the labour market remains tight, the
Employment Cost Index increased by 5.1% in 2022.

Goods inflation (less food and energy), remained low this
month, posting a 0.1% month-on-month rise. The low figure
was mainly driven by the used cars & trucks component.
Without used cars & trucks, goods inflation increased by 0.5%
month-on-month. Unfortunately used cars & trucks are unlikely
to keep goods inflation down this low in the coming months.

Figure 2 - Inventory / Sales Ratio for auto & truck units in
the US
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The Manheim Used Vehicle Index, a leading indicator for the
used cars & trucks component of the CPI ticked up by 0.8% and
2.5% in December and January respectively. As US inventories
of cars and trucks remain exceptionally low, further price rises
can be expected in this important category (see figure 2).

Furthermore, higher commodity prices and a lower dollar will
cause further upward pressure across many CPl components,
as will high wages. Therefore, we upgraded our 2023 inflation
forecast by 0.3 percentage point to 3.8%. We still expect
inflation to return to the 2% target in 2024, given the Fed's
continued tightening policy.

The rate hike cycle continues

At their latest policy meetings in the beginning of February, the
Fed and the ECB increased their policy rates by 25 and 50 basis
points respectively. This brought the Fed policy rate to 4.625%
and the ECB’'s deposit rate to 2.5%. In addition, the ECB
confirmed the start of a very moderate quantitative tightening
of its APP portfolio from March onwards, at an average pace
of 15 billion euro per month. This pace will be recalibrated
after the second quarter, when the impact on financial markets
becomes clearer.

The ECB’s rate hike by 50 basis points was expected, as well
as the ECB's de facto commitment to raise the deposit rate
again by 50 basis points at its next policy meeting in March.
After that, and consistent with the ECB’s communication that
their policy will become more data-dependent, we expect the
ECB to slow down the pace of tightening to steps of 25 basis
points, reaching the peak of the current rate cycle in the second
quarter at 3.5%.

The Fed, on the other hand, slowed down the pace of rate
hiking to 25 basis points in early February. However, in line with
the Fed’s communication, we continue to expect the peak in
the current rate cycle to be at 5.375% in the second quarter.
This implies three more rate hikes of 25 basis points, one more
in the first quarter and two more in the second quarter. At that
stage, both for the ECB and the Fed, the policy rates will be
clearly at restrictive levels. This is broadly in line with current
money market expectations.

In their communication, both the Fed and the ECB also
confirmed their determination to ‘stay the course’ and bring
inflation down. Despite falling headline inflation as a result
of easing energy prices, core inflation remains a matter of
considerable concern. Both central banks therefore maintained
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a hawkish tone, confirming the higher-for-longer view and
stressing the need to bring policy rates sufficiently deep into
contractionary territory to bring inflation timely back on a
structurally downward path. Fear of persistent core inflation
dynamics clearly underpins central banks’ policy stances in
terms of rate setting and communication. As we see core
inflation deceleration as a slow process, we expect the first rate
cut for the Fed and the ECB only in the second half of 2024,
which is later than markets currently expect.

Long-term bond yields only rose moderately after the central
banks' decisions, despite the very hawkish central bank
communication and guidance. Against the backdrop of
perceived easing of near-term risks, financial markets remain
in a risk-on mode for the time being. This risk-on mode is
not only reflected in bond yields, but also in risk premia in
general, as well as in the market expectation that central banks
(in particular the Fed) will start decreasing policy rates much
earlier than currently communicated. The anticipation of a
frontloaded pivot causes significant inversion in yield curves
and a clear discrepancy between long-term market yields and
those implied by central banks’ guidance.

The current market risk-on mode is probably exaggerated and
therefore only temporary. Although the risk of a slower monetary
policy tightening pace cannot be ruled out, we maintain the
view that central banks want to restore their credibility at all
costs. They are therefore determined to implement their forward
guidance in terms of the likely peak level of the policy rate and
the time needed to get (core) inflation under control. Therefore,
a near-term re-alignment of market expectations with central
banks' guidance is likely. We expect both the US and German
10 year bond yields to increase from current low levels, albeit to
a somewhat lesser extent than we had forecast last month. We
expect the yield curve to remain significantly inverted at least
throughout 2023 and probably well into 2024, with the 10 year
yield reaching the cyclical peaks in the second quarter of 2023
at 4.35% and 3.00% in the US and Germany respectively (i.e.
a downward revision of last month’s forecasts from 4.75% and
3.25% respectively), coinciding with the expected peak of the
respective policy rates.

The near end of the current risk-on mode on financial markets
is likely to lead to a strengthening of the dollar against the euro.
However, in the course of the second half of 2023, the euro is
likely to bottom out and start gradually appreciating again as
the end of the expected growth slowdown will gradually be
priced in. Nevertheless, the euro is expected to remain below
its fundamental fair value exchange rate throughout at least the
whole of 2023.
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Persistent resilience in the euro area

The expected Q4 2022 euro area contraction has not
materialised. According to the flash estimate, real GDP was
0.1% higher than in the previous quarter, albeit thanks (again)
to particularly strong Irish GDP growth (+3.5%). Besides
Belgium, France and Spain, among others, recorded modest
growth of 0.1% and 0.2% respectively. GDP did contract in
manufacturing-heavy Germany (-0.2%) and ltaly (-0.1%), but
less than expected.

Nonetheless, compared to growth in the second (0.9%) and
third (0.3%) quarters, real GDP growth of 0.1% in the fourth
quarter represents a significant slowdown. The decrease of
household consumption is a major cause of this. The loss of
purchasing power due to inflation has clearly halted pent-up
demand after the Covid-19 pandemic. It is notable though that,
similarly to the pandemic, and again with considerable fiscal
policy support, euro area economies responded more resiliently
than expected to the energy crisis and the loss of confidence at
the outbreak of the war in Ukraine. Annual average real GDP
growth for the whole of 2022 is now estimated at 3.5%. This
is in line with our expectation at the start of 2022. We lowered
that forecast in the months following the outbreak of the war
to 2.1% in May. But from then on, following the publication of
repeatedly surprisingly positive figures, we gradually increased
our forecast to 3.3% in January 2023. The current estimate is
even slightly better.

A prime reason for this renewed optimism were lower natural gas
prices, which, while still two to three times higher than before
the energy crisis, are now lower than a year ago. Uncertainty
remains, but it increasingly looks like major supply problems will
not occur this winter and the risk of major shortages for next
winter has also been seriously reduced. Against this backdrop,
both consumer and producer confidence has continued to
improve. Together with the earlier-than-expected reopening of
the Chinese economy and the currently still somewhat stronger-
than-expected US economy, this suggests that also in the euro
area, the economy will remain more buoyant during the first
half of 2023 than thought until recently.

At the same time, there are also signs that the ECB's tighter
monetary policy will start to weigh on economic growth. In
the interest-rate sensitive construction sector, the improvement
in confidence lags behind that in other sectors (see figure 3).
According to the European Commission’s economic confidence
indicator, this sector is even experiencing some deterioration.
For private residential construction in particular, a sensitive
slowdown seems to be in the making. The ECB survey of 151
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Figure 3 - Business sentiment in the euro area
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euro area banks in the period from late December to early
January reported the strongest decline in demand for home
loans since the survey was launched 20 years ago. Corporate
credit demand also eased, mainly due to higher interest rates
and lower investment credit needs. Other indicators are
more reassuring, so no immediate sharp drop in investment
or construction activity should be feared. But as monetary
tightening has not yet ended and is only impacting the economy
with a lag, we take into account that the second half of 2023
and probably also the beginning of 2024 will see somewhat
lower economic growth than expected so far. The expectation
that the US economy will then go through a mild recession
also contributes to dampen our expectations for the euro area
economy in the second half of the year.

In summary, we have raised our growth projections for euro
area real GDP in the first half of 2023 and lowered them for the
second half of 2023 and early 2024. Together with the larger
spillover from 2022 to 2023 - a consequence of stronger-than-
expected growth in the fourth quarter of 2022 - this raises
the expected average real GDP growth for 2023 from 0.4%
to 0.8%. However, expected growth for 2024 is lowered from
1.4% t0 1.1%.

The US economy is resisting monetary
tightening pressure (for now)

The US grew by 2.9% quarter-on-quarter annualised in Q4 (see
figure 4). Though this figure was higher than expected, the
underlying details were weak. Higher inventories added 1.46
percentage point to headline growth. Asinventory to sales ratios
are at their highest level since 2020, this high inventory growth
is unlikely to be maintained. Consumer spending contributed
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Figure 4 - US real GDP growth contributions
seasonally adjusted, in % quarter-on-quarter annualised
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a lower than expected 1.42 percentage point to overall GDP
growth, primarily because of weaker consumer spending
in November and December. In another sign of weakening
consumption, net exports contributed 0.56 percentage point to
GDP growth as imports declined 4.6% at seasonally adjusted
annual rates. Meanwhile, as the housing market continues to
face pressure from higher rates, residential investment dragged
down GDP growth by 1.42 percentage point.

Though Q4 GDP was mixed, January data provided better news,
especially in the labour market. An astonishing 517k nonfarm
payrolls were added in January, driving up the participation
rate by 0.1 percentage point to 62.4%, while driving down
the unemployment rate by 0.1 percentage point to 3.4%.
Meanwhile, average weekly hours increased by 0.3h to 34.7h.
Job openings surprisingly increased from 10.4 million to 11
million, showing the labour market will likely remain tight in the
coming months. Sentiment indicators also mostly improved in
January. Most notable was the ISM services, which increased
from 49.2 to 55.2 in January, moving from recessionary to
expansionary territory.

Due to the continued resilience of the US economy, we
upgraded our 2023 Q1 and Q2 forecast by 0.4 and 0.8
percentage point respectively to 1.2% and 0.4% quarter-on-
quarter annualised growth. Nonetheless, we do not expect that
the US economy can resist the continued monetary tightening
pressure forever and expect the US to enter into a very mild
technical recession in the second half of the year. We forecast
-0.4% quarter-on-quarter annualised growth figures in Q3 and
Q4 2023, but risks seem to be to the upside. We thus upgrade
our 2023 growth forecast from 0.9% to 1.2%, and downgrade
our 2024 forecast by 0.2 percentage point to 0.9%. We expect
monetary tightening to also affect the labour market figures in
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2024 (pushing the unemployment rate to 4.7% by the end of
next year).

Covid (possibly) retreating

China’s relaxation of zero-Covid measures in December
triggered a massive wave of Covid-infections in the country.
Official data on infections and deaths are unavailable but
indirect information confirms that Covid moved through the
cities at great speed in December 2022. Many feared that a
new, even greater, wave of infections would hit rural areas
during the travel rush that traditionally takes place around the
Chinese Spring festival. Preliminary data suggest the virus may
have already spread to many rural areas in December and that
China could thus be achieving herd immunity more rapidly than
predicted. This raises hopes of a more limited second wave and
therefore also higher real GDP growth.

The quicker than expected start of the recovery is supported
by the national and S&P PMI indicators for January. Non-
manufacturing confidence improved notably, moving to levels
comfortably above the 50 neutral level (see figure 5). The
National Bureau of Statistics indicator jumped from 41.6 to
54.4 and the S&P figure went from 48 to 52.9. Manufacturing
confidence also improved but less dramatically and to levels still
around 50. The Macromill consumer confidence survey also
found significant sentiment improvements in January, pointing
to the possibility of strong pent-up demand in the current and
next quarters.

Given the cautiously optimistic information about the Covid-
situation in China and the softer outlook for advanced
economies, we upgraded our Chinese real GDP growth

Figure 5 - China PMIs
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forecast for 2023 to 5.0% (previously 4.4%). In the course of
2024, economic activity will normalise as the post-pandemic
rebound wears out. We therefore downgraded our annual real
GDP growth for 2024 to 4.7% (previously 5.1%). Inspired by
the quicker and stronger than expected recovery in economic
activity, we also pushed up our 2023 average inflation figure
to 2.3%. The main downward risk to our growth forecast is
the reinstatement of Covid containment measures, including
lockdowns, if the second infection wave materialises.
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Central and Eastern
European Economies

CEE ceniral banks in a wait-and-see
mode

The central banks in Central and Eastern Europe (CEE) were
among the first to deliver aggressive monetary policy tightening
in response to the 2021-2022 inflation spike (see figure CEE1).
Because of the expectation that price pressures are about to
peak or have already peaked, these central banks have now
moved beyond tightening to a wait-and-see approach. Both
the CNB (Czech National Bank) and the NBP (Polish National
Bank) are signaling stable interest rates for longer, while the
NBH (National Bank of Hungary) will likely start its easing cycle
earlier than previously expected.

CNB remains on hold

The CNB kept its key interest rate unchanged at 7.0% at the
February policy meeting, as was broadly expected. The dovish
majority in the Bank Board (5:2) opposed the new rate hikes that
were suggested by the staff’s new macroeconomic projection.
The February macro projection included a somewhat higher
real GDP growth and a moderately higher inflation path in
2023. Importantly, the CNB now assumes headline inflation to
be close to the 2% target already in Q1 2024. We see this as
a relatively optimistic scenario given our view of a somewhat
sticky and still highly uncertain inflation trajectory in the course
of 2023.

Figure CEE1 - Aggressive tightening by central banks
in %
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Governor Ales Michl struck a relatively hawkish tone at the
press conference, in particular when referring to the surprising
strength of the koruna (currently at the strongest level since
2008). Michl clearly embraced the strong koruna (now also
reflected in the staff's February outlook) as the recent FX
developments have helped curb imported price pressures. Michl
also pushed back against market pricing of rate cuts already in
mid-2023, reiterating that he expects higher-for-longer interest
rates compared to what markets are currently pricing in. We
therefore maintain our view that the CNB will remain on hold
until Q4 2023, when the fall in headline inflation to single digits
is set to open the door for the start of the gradual easing cycle.

NBP keeps rates unchanged

In line with market expectations, the NBP kept rates stable
at 6.75% in February. The accompanying monetary policy
statement remained broadly unchanged and similar in tone
to the January one. This means that we have no major new
information about the Monetary Policy Committee’s stance.
At the press conference, President Glapinski assessed that the
current level of interest rates is sufficient to bring inflation down
to target. He also acknowledged that headline inflation will
increase further in January and February, followed by a rapid
disinflation after Q1 2023, with inflation declining to around
8% on average in Q4 2023.

The pace of disinflation in the course of 2023 will be crucial for
further NBP actions. We see very limited room for interest rate
cuts this year as underlying price pressures are still elevated.
Admittedly, the risks are tilted towards a dovish turn as
highlighted by comments of some Monetary Policy Committee
members and hints by Governor Glapinski during the latest
press conference.

NBH sees no room for easing yet

At its January policy meeting, the National Bank of Hungary
(NBH) left the base rate unchanged at 13.0%, in line with
expectations, and announced that it will increase the required
minimum reserve from 5.0% to 10.0% on 1 April 2023. It
was also announced that the NBH will continue to use one-
day deposit quick tenders and FX swap transactions to ensure
financial market stability and to support the forint.

Despite the higher-than-expected January CPI figure (25.7%

year-on-year), we maintain our expectation that we have passed
the inflation peak in Hungary and that the February figure
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might be slightly lower due to the base effect. The dynamic of
the disinflation process is, however, highly contingent on the
government'’s decision about the price caps on specific food
products, which are effective until the end of April. Therefore,
the NBH will likely remain very cautious about starting an
easing cycle before the summer. Any easing decision will
crucially depend on the development of inflation, the external
environment (energy prices, major central banks’ decisions, risk
premium) and the HUF exchange rate.

KBC Economic Perspectives

Part of KBC Group

February 2023/ 9



Figures

Real GDP
yearly change in %
15 - - 20
10 - - 15
5- - 10

-10 - - 5

=15 - --10
T

I T T T T T T
2016 2017 2018 2019 2020 2021 2022

m EUrO Area, |hs === United States, |hs === China, rhs

Source: KBC Economics based on Eurostat, BEA, NBS

Headline inflation
yearly change consumer price index, in %

2016 2017 2018 2019 2020 2021 2022

=== United States === Euro Area === Japan (excl. tax effect)

Source: KBC Economics based on Eurostat, Japanese Statistics Bureau, Ministry of Internal
Affairs & Communications. BLS

United States interest rates
in %

5.0 -
45 -
4.0 -
3.5 -
3.0 -
25 -
2.0 -
1.50=
1.0 -
0.5 -

0'0 T T T T T T T T
2016 2017 2018 2019 2020 2021 2022

=== 10 year government bond yield === Federal Funds Target Rate

Source: KBC Economics based on Fed, U.S. Department of Treasury

KBC Economic Perspectives

Part of KBC Group

Business confidence indicators
index, above 50 = expansion

T T T
May Sep Jan May Sep Jan May Sep Jan
2020 2021 2022 2023

S, Services === US, Manufacturing === Euro Area, Services
= Euro Area, Manufacturing

Source: KBC Economics based on SPDJI

Commodity prices
index, January 2013=100, in USD
150 -

125 -

100 A
75 - \\

0 T T T T T T T T
2016 2017 2018 2019 2020 2021 2022

=== [ndustrial Metals Index === Agricultural & Livestock Index === Brent crude oil

Source: KBC Economics based on World Bank, SPDJI

Euro area interest rates
in %

3.0 -
2.5 -
2.0 -
1.5-
1.0 -
0.5 -
0.0 b

—
-0.5 -

-1.0 -
T T T T T T T T

2016 2017 2018 2019 2020 2021 2022

=== ECB Main Refinancing Operations Rate
== 10 year government bond yield Germany === ECB Deposit Facility

Source: KBC Economics based on Macrobond, ECB

February 2023/ 10



Figures

10 year government bond yield spreads to

Germany
in basis points
100 -

T T T T T T T
2016 2017 2018 2019 2020 2021 2022

s @]aNd == France m== Netherlands s Belgium

Source: KBC Economics based on Macrobond

Monetary policy rates Central Europe
in %
125 -
10.0 -

7.5 -

25 - n
0.0 =t
-2.5 -
T T T T T T T T
2016 2017 2018 2019 2020 2021 2022

=== Poland, Policy Rates, Reference Rate
=== Hungary, Policy Rates, Interest Rate on O/N Deposit
= Czech Republic, Policy Rates, Czech National Bank, 2 Week Repo Rate

Source: KBC Economics based on CNB, MNB, NBP

Exchange rates
index, January 2013=100, increase = stronger EUR
130 -
120 -

110

100

920 -
80 -

70 -
T T T T

T T T T
2016 2017 2018 2019 2020 2021 2022

=== GBP per EUR === JPY per EUR mmm USD per EUR

Source: KBC Economics based on Macrobond

KBC Economic Perspectives

Part of KBC Group

10 year government bond yield spreads to

Germany
in basis points
400 -

350 -
300 -
250 -
200 -
150 -
100 -

50 -
T T T T T T T T
2016 2017 2018 2019 2020 2021 2022

s POrtUQAl mm [taly mem Spain

Source: KBC Economics based on Macrobond

10 year government bond yield spreads to

Germany

in basis points
900 -
800 -
700 -
600 -
500 -
400 -
300 -
200 -
100 -
0-
-100 -
T

T T T T T T T
2016 2017 2018 2019 2020 2021 2022

m SlOVakia === Poland === Hungary === Czech Republic

Source: KBC Economics based on Macrobond, AKK, Eurostat

Exchange rates
index, January 2013=100, increase = stronger EUR

150 -

T T T T T T T
2016 2017 2018 2019 2020 2021 2022

mem PLN per EUR === HUF per EUR mmm CZK per EUR

Source: KBC Economics based on Macrobond

February 2023/ 11



Outlook main economies in the world __._
uBB

Part of KBC Group
Real GDP growth (period average, Inflation (period average, in %)

based on quarterly figures, in %)

2022 2023 2024 2022 2023 2024
Euro area Euro area 3.5 0.8 1.1 8.4 5.4 3.0
Germany 1.9 0.4 0.9 8.7 6.3 3.7
France 2.6 0.8 1.1 5.9 5.1 2.1
Italy 3.9 0.7 0.9 8.8 6.4 2.2
Spain 5.5 1.5 1.5 8.3 4.0 3.2
Netherlands 4.2 0.6 1.0 11.6 4.0 3.6
Belgium 3.1 0.6 1.2 10.3 5.2 2.9
Ireland 12.2 53 5.1 8.0 6.3 2.8
Slovakia 1.5 0.9 2.8 121 10.0 9.2
Central and Eastern Czech Republic 2.5 0.3 2.6 14.8 10.7 2.4
Europe Hungary 49 0.3 3.6 15.3 17.5 4.5
Bulgaria 3.5 0.7 3.5 13.0 10.5 3.5
Poland 49 2.4 4.2 13.2 10.8 3.5
Romania 4.0 3.5 3.0 12.0 9.0 7.0
Rest of Europe United Kingdom 4.2 -1.0 0.6 9.0 7.2 3.1
Sweden 2.4 -0.6 1.5 8.1 6.3 2.0
Norway (mainland) 3.5 1.1 1.6 6.2 4.6 2.1
Switzerland 2.0 0.5 1.7 2.8 2.2 1.2
Emerging markets China 3.0 5.0 4.7 2.0 2.3 2.1
India* 6.9 6.3 6.6 6.9 5.1 4.4
South Africa 2.5 0.4 0.7 7.2 5.4 4.8
Russia Temporarily no forecast due to extreme uncertainty
Turkey 5.1 2.2 2.4 72.3 41.6 26.3
Brazil 3.0 0.8 1.8 9.0 49 4.0
Other advanced United States 2.1 1.2 0.9 8.0 3.8 2.0
economies Japan 1.2 1.2 1.1 2.5 1.9 1.2
Australia 3.6 1.7 1.8 6.6 5.2 2.9
New Zealand 2.8 1.5 1.2 7.2 5.1 2.6
Canada 3.5 0.4 1.6 7.0 3.7 2.2
* fiscal year from April-March 13/02/2023

Policy rates (end of period, in %)

13/2/2023 Ql 2023 Q2 2023 Q3 2023 Q4 2023

Euro area Euro area (refi rate) 3.00 3.50 4.00 4.00 4.00
Euro area (depo rate) 2.50 3.00 3.50 3.50 3.50
Central and Eastern Czech Republic 7.00 7.00 7.00 7.00 6.00
Europe Hungary (BUBOR 3M) 16.12 15.50 13.50 11.50 9.00
Bulgaria -

Poland 6.75 6.75 6.75 6.75 6.75
Romania 7.00 7.00 7.25 7.25 7.00
Rest of Europe United Kingdom 4.00 4.25 4.50 4.50 4.50
Sweden 3.00 3.00 3.50 3.50 3.50
Norway 2.75 3.00 3.25 3.25 3.25
Switzerland 1.00 1.25 1.25 1.25 1.25
Emerging markets China 2.75 2.75 2.65 2.65 2.65
India 6.50 6.50 6.50 6.50 6.50
South Africa 7.25 7.25 7.25 7.25 7.00

Russia Temporarily no forecast due to extreme uncertainty
Turkey 9.00 9.00 9.00 25.00 25.00
Brazil 13.75 13.75 13.75 13.25 12.50
Other advanced United States (mid-target range) 4.625 4.875 5.375 5.375 5.375
economies Japan -0.10 -0.10 -0.10 -0.10 -0.10
Australia 3.35 3.60 4.00 4.00 4.00
New Zealand 4.25 475 5.25 5.25 5.25

Canada 4.50 4.50 4.50 4.50 4.50
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10 year government bond yields (end of period, in %)

Euro area

Central and

Eastern Europe

Rest of Europe

Emerging markets

Other advanced
economies

Germany
France
Italy
Spain
Netherlands
Belgium
Ireland
Slovakia
Czech Republic
Hungary
Bulgaria*
Poland
Romania
United Kingdom
Sweden
Norway
Switzerland
China
India
South Africa
Russia
Turkey
Brazil
United States
Japan
Australia
New Zealand
Canada

*Caution: very illiquid market

Exchange rates (end of period)

USD per EUR
CZK per EUR
HUF per EUR
PLN per EUR
BGN per EUR
RON per EUR
GBP per EUR
SEK per EUR
NOK per EUR
CHF per EUR
BRL per USD
INR per USD
ZAR per USD
RUB per USD
TRY per USD
RMB per USD
JPY per USD
USD per AUD
USD per NZD
CAD per USD
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13/2/2023

13/2/2023

1.07
23.73
387
4.79
1.96
4.90
0.89
11.15
10.85
0.98
5.22
82.70
17.98
73.60
18.84
6.83
132.57
0.69
0.63
1.34

2.35
2.82
4.18
3.38
2.64
2.98
2.80
3.23
4.58
8.12
5.60
6.18
7.66
3.40
2.40
3.26
1.36
2.90
7.37
9.91
10.84
11.02
13.54
3.73
0.51
3.76
4.30
3.16

Ql 2023

-~ |
vee
Ql 2023 Q2 2023 Q3 2023 Q4 2023
2.75 3.00 3.00 3.00
3.40 3.65 3.70 3.75
4.75 5.25 5.75 6.00
3.75 4.15 4.20 4.20
3.15 3.40 3.45 3.45
3.40 3.65 3.70 3.75
3.25 3.65 3.80 3.85
3.65 3.90 3.95 4.00
4.56 4.40 4.59 4.53
8.10 7.50 7.00 6.50
4.85 5.10 5.10 5.10
5.70 5.50 5.40 5.20
9.00 9.10 9.20 9.30
3.80 4.05 4.05 4.05
2.80 3.05 3.05 3.05
3.50 3.75 3.75 3.75
1.75 2.00 2.00 2.00
3.20 3.55 3.50 3.45
7.83 8.18 8.13 8.08
10.18 10.53 10.48 10.43
Temporarily no forecast due to extreme uncertainty
10.00 12.00 25.00 18.00
13.70 14.05 14.00 13.95
4.00 4.35 4.30 4.25
0.50 0.75 0.75 0.75
4.00 4.35 4.30 4.25
4.50 4.85 4.80 4.75
3.40 3.75 3.70 3.65
Q2 2023 Q3 2023 Q4 2023
1.03 1.03 1.05 1.07
24.10 24.10 24.50 24.50
405 380 385 390
473 4.70 4.65 4.63
1.96 1.96 1.96 1.96
4.95 4.95 4.95 4.95
0.90 0.92 0.93 0.94
11.00 11.00 10.90 10.85
10.85 10.85 10.75 10.60
0.98 0.98 1.00 1.02
5.50 5.50 5.30 5.25
86.00 86.00 84.00 82.00
18.30 18.30 18.10 17.90
Temporarily no forecast due to extreme uncertainty
19.00 19.67 20.70 21.90
7.00 7.00 6.95 6.90
135.00 133.00 130.00 125.00
0.67 0.66 0.68 0.70
0.61 0.61 0.63 0.65
1.37 1.37 1.36 1.35
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Outlook KBC home markets

Belgium Ireland

2022 2023 2022 2023
Real GDP (average yearly change, in %) 31 0.6 1.2 12.2 5.3 5.1
Inflation (average yearly change, harmonised CPI, in 10.3 5.2 29 8.0 6.3 2.8
%)
Unemployment rate (Eurostat definition, in % of the 55 59 57 47 5.1 4.8
labour force, end of year)
Government budget balance (in % of GDP) -4.0 -5.7 -5.4 0.4 0.5 0.7
Gross public debt (in % of GDP) 105.0 108.3 110.3 47.0 42.8 39.2
Current account balance (in % of GDP) -3.5 -4.0 -3.0 12.2 9.8 9.5
House prices (Eurostat definition) (average yearly 53 2.5 2.0 12.4 3.5 3.0
change in %, existing and new dwellings)

Czech Republic Slovakia

2022 2023 2022 2023 2024
Real GDP (average yearly change, in %) 25 0.3 2.6 1.5 0.9 2.8
Inflation (average yearly change, harmonised CPI, in 14.8 10.7 2.4 121 10.0 9.2
%)
Unemployment rate (Eurostat definition) (in % of the 2.3 2.8 3.3 5.8 6.8 6.5
labour force, end of year)
Government budget balance (in % of GDP) -5.0 -4.5 -3.0 -6.2 -6.4 -4.5
Gross public debt (in % of GDP) 435 44.0 46.0 62.0 63.0 63.0
Current account balance (in % of GDP) -5.0 -3.0 -1.5 -5.0 -4.5 -3.5
House prices (Eurostat definition) (average yearly 18.1 0.5 25 14.0 0.5 25
change in %, existing and new dwellings)

Hungary Bulgaria

2022 2023 2022 2023
Real GDP (average yearly change, in %) 4.9 0.3 3.6 35 0.7 3.5
Inflation (average yearly change, harmonised CPI, in 15.3 17.5 45 13.0 10.5 35
%)
Unemployment rate (Eurostat definition) (in % of the 4.0 4.1 3.8 4.0 5.0 4.0
labour force, end of year)
Government budget balance (in % of GDP) -6.1 -4.0 -2.9 -2.5 -3.2 -2.5
Gross public debt (in % of GDP) 73.5 70.9 69.3 23.0 26.0 27.0
Current account balance (in % of GDP) -7.4 -4.0 -2.1 -0.5 2.4 -1.5
House prices (Eurostat definition) (average yearly 21.0 5.0 35 137 7.0 4.5
change in %, existing and new dwellings)
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