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KEY UPCOMING DATA
& EVENTS THIS WEEK
us
e Jul3
o ISM manufacturing (Jun)
o Carsales (Jun)
e Julg
o FOMC Jun 13-14 minutes
o Factory orders (May)
e Julb
o ADP employment change
(Jun)
o Jobless claims (weekly)
o Trade balance (May)
o ISM non-manufacturing
(Jun)
o July
o Non-farm payrolls (Jun)
o UJE rate (Jun)
o Average hourly earnings
(Jun)
EUROZONE
e Jul3
o PMI manufacturing (Jun,
f)
o UJE rate (May)
e Jul 5: PMI services/composite
(Jun, f)
e Jul 6: ECB June 8 meeting
minutes
GREECE
e Jul 3: PMI manufacturing (Jun)
e July 6: U/E rate (Apr)
CYPRUS
e Jul 6: CPI (Jun)
SEE
ROMANIA
o Jul3
o ILO U/E rate (May)
o 3.5% 2022 T-bonds
auction
o MPCmeeting
o International reserves
(Jun)
e Jul 5: Retail sales (May)
e Jul 6:5.8% 2027 T-bonds
auction
e July
o Net wages (May)
o GDP (Qz, f)
SERBIA

e Jul 6: T-bonds auction
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HIGHLIGHTS
WORLD ECONOMIC & MARKET DEVELOPMENTS

GLOBAL MARKETS: Taking their lead from the negative tone in Asian bourses, major European
equity markets opened lower today giving back part of recent gains on geopolitical tensions.
Meanwhile, US Treasuries came under renewed selling pressure on positive domestic data
supporting market optimism over a rebound in US Q2 GDP. In FX markets, USD was firmer on the
day supported by higher than expected manufacturing-related data. AUD was among the main
underperformers after RBA disappointed some market participants expecting it to adopt a slightly
hawkish tilt at today’s monetary policy meeting. Focus today is on ECB chief economist Peter Praet
who participates in a panel at 14:30 CET. US markets are closed due to the Independence Day

holiday.

GREECE: According to press reports there are still a couple of pending actions to be fulfilled
before the ESM disburses the next loan tranche of €7.7bn to Greece. The Management Board of the
ESM is scheduled to convene tomorrow by teleconference to potentially give the green light for the
disbursement of the next tranche if the above actions have been fulfilled. Otherwise, the decision
could be postponed for the 13th or 14th of July. The June 2017 Markit Manufacturing PMI for Greece
came in at 50.5, up from 49.6 in May. According to ELSTAT the seasonally adjusted overall volume
index in retail trade in April 2017 increased+2.1%MoM and +2.9%YoY

SOUTH EASTERN EUROPE

ROMANIA: The Central bank maintained at its MPC meeting yesterday interest rates unchanged
at 1.75% and MRRs for FX and RON denominated liabilities at 8% each, in a widely anticipated

decision.

CESEE MARKETS: Emerging market assets were mostly under pressure earlier today as risk
sentiment soured amid geopolitical tensions in North Korea. The recent rise in core government
bond yields also continued to dent their high yield allure. Meanwhile, trading was thin as the US is
closed today on national holiday.
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Latest world economic & market
developments

GLOBAL MARKETS

Taking their lead from the negative tone in Asian bourses, major European equity markets
opened lower today giving back part of recent gains on renewed geopolitical tensions. North
Korea test-fired an international-range ballistic missile earlier today that landed in Japan’s
Exclusive Economic Zone, deepening concerns about the nation’s weapons programs ahead
of the G2o meeting later this week in Germany. Meanwhile, US Treasuries came under
renewed selling pressure on positive domestic data supporting market optimism over a
rebound in US Q2 GDP. US manufacturing ISM index rose to 57.8 in June, the highest in
nearly three years compared to 54.9 in the prior month with forward-looking subcomponents
including new orders moving higher. Long-dated US sovereign paper underperformed with
the 10-yr UST yield hitting a fresh 3 2 month high of 2.35% earlier today. Meanwhile, the 2-
yr US bond yield rose close to 1.43% for the first time in the last eight years with the 2/10-yr
yield spread hovering around g3bps, the highest in the last seven weeks. Elsewhere, Bund
yields were a touch lower on the day with the 10-yr yield falling close to 0.47% at the time of
writing after ending at 0.48% in the prior session. In spite of today’s modest decline, the 10-yr
Bund yield remained close to the 0.51% year-to-date peak on the prevailing view that,
following recent hawkish comments by ECB President Mario Draghi, the Central Bank is
likely to start moving away from its ultra-easy monetary policy earlier than expected. In FX
markets, USD was a tad firmer on the day with the DXY index trading close to 96.238 in
European trade, c. 0.6% firmer cumulatively over the last two sessions. Against a broadly
firmer US currency, GBP retreated close to 1.2900 after testing levels slightly above 1.3000 in
the prior session pressured by a drop in UK manufacturing ISM to a three-month low of 54.3
in June. AUD was among the main underperformers after Australia’s Central Bank
disappointed some market participants expecting it to adopt a slightly hawkish tilt at today’s
monetary policy meeting. Focus today is on ECB chief economist Peter Praet who
participates in a panel at 14:30 CET. US markets are closed due to the Independence Day
holiday.

ppetropoulou@eurobank.gr

GREECE

According to press reports there are still a couple of pending actions to be fulfilled before the
ESM disburses the next loan tranche of €7.7bn to Greece. These actions reportedly are: 1) an
independent legal opinion that the pension reform that is to be implemented as of 2019 is in
line with the Greek Constitution, 2) a Ministerial Decision that will determine exactly on
which streets Sunday trade from May to October will be allowed, 3) legislation pertaining to
the deregulation of the profession of engineers, and 4) the formal withdrawal of legal action
against former HRADF (Hellenic Republic Asset Development Fund) experts. The
Management Board of the ESM is scheduled to convene tomorrow by teleconference to
potentially give the green light for the disbursement of the next tranche if the above actions
have been fulfilled. Otherwise, the decision could be postponed for the :L3th or 14th of July. On
the data front, the June 2017 Markit Manufacturing PMI for Greece came in at 50.5, up from
49.6 in May. Although only marginally above the no-change threshold, the June 2017 PMI
indicates an expansion of manufacturing activity for the first time since August 2016 (50.4).
According to the Markit report, this positive development was driven by increases in new
orders and output, which in turn contributed to employment increases with a rate of job
creation that was the most marked for almost one year. Meanwhile, according to the Hellenic
Statistical Authority (ELSTAT) the seasonally adjusted overall volume index in retail trade in
April 2017 increased+2.1%MoM and +2.9%YoY significantly improved compared to the
previous month when it had decreased -3.7%MoM and -0.9%YoY.
andimitriadou@eurobank.gr
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BULGARIA: Indicators 2015 2016e 2017f

Real GDP growth % 3.6 3.5 3.0
CPI (pa, yoy %) -0.1  -07 0.6
Budget Balance/GDP* -29  -08 -14
Current Account/GDP 04 3.0 1.5
EUR/BGN (eop) 1.9558

2016 current 2017
Policy Rate (eop) N/A  N/A  N/A

*on a cash basis
Source: Reuters, Bloomberg, Eurobank Rese
National Authorities

arch,

CYPRUS: Indicators 2015 2016e 2017f

Real GDP growth % 1.7 2.8

HICP (pa, yoy %) -1.5 -1.1 0.5
Budget Balance/GDP* | 0.0 -0.3 -0.6
Current Account/GDP | -3.0 -2.8 -3.3

3.0

*ESA 2010

Source: Reuters, Bloomberg, Eurobank Research,

National Authorities

ROMANIA: Indicator: 2015 2016e 2017f

Real GDP growth % 3.7 5.0 3.5
CPI (pa, yoy %) -0.6 -1.8 15
Budget Balance/GDP *| -1.9 -2.8 -3.7
Current Account/GDP -1.1 -3.0 -3.2
EUR/RON (eop) 4.48 4.54 4.60
2016 current 2017
Policy Rate (eop) 1.75 1.75 1.75

*on a cash basis

Source: Reuters, Bloomberg, Eurobank Research,

National Authorities

SERBIA: Indicators 2015 2016e 2017f

Real GDP growth % 0.8 2.8 3.0
CPI (pa, yoy %) 1.9 12 2.1
Budget Balance/GDP -3.7 -1.4 -1.3
Current Account/GDP | -4.7 -4.0 -3.9

EUR/RSD (eop) 121.38 12340 125.5
2016 current 2017
Policy Rate (eop) 4.00 4.00 4.00

Source: Reuters, Bloomberg, Eurobank Resex
National Authorities

MSCI

arch,

1100

1050

1000 ’ﬂ
950

900 -
850 1

800

750

700 T
© © © © © © I~~~ N~~~
dedIdgaAdAAd S FA
S DA 20 Ccax s >c
528628822383

Credit Ratings

L-T ccy Moody's S&P Fitch

SERBIA Ba3 BB- BB-

ROMANIA Baa3 BBB- BBB-

BULGARIA Baa2 BB+ BBB-

CYPRUS B1 BB+ BB-

Source: Reuters, Bloomberg, Eurobank Research

Latest economic & market developments in
the CESEE region

ROMANIA
On July 3rd, NBR maintained interest rates unchanged at 1.75% and MRRs for FX and RON

denominated liabilities at 8% each, in a widely anticipated decision. In the statement
released thereafter, the Central Bank highlighted that headline and core inflation came out
slightly higher than the previous forecast in May. For the time being, underlying inflationary
pressures remain relatively contained, yet they are slowly building up. Headline inflation and
adjusted Core2 printed at 0.6% YoY and a multi-year high of 1.3% YoY, respectively, in May.
NBR now envisages inflation trajectory slightly above that projected in the medium-term
forecast published in the May 2017 Inflation Report and is about to revise once again the
year-end 2017/2018 forecasts (currently at 1.6%/3.1%) in the next report to be released in
August. In our view, NBR continues to be on a wait-and-see mode. There are still a number of
elevated risks, mainly domestic fiscal related, that NBR is increasingly aware of and will
specify the timing of the initiation of the tightening cycle. Assuming no policy change, the
projected fiscal deficit is expected to swell to 3.7% of GDP and further to 3.9% of GDP in
2018, above the EU 3% of GDP threshold. The government has downplayed those concerns.
The EU Commission has already issued an official warning to Romania, on the existence of a
significant deviation of the structural public budget balance (-2.6% of GDP in 2016) from the
medium-term budgetary objective (-1% of GDP). On top of fiscal slippages, NBR is now
confronted with the uncertain impact of the unitary public wage law and the announced fresh
plans of the new government to overhaul taxation in response to the lavish pre-electoral
promises.

From that point of view NBR Governor Mugur Isarescu emphasized that the central bank
specialists were still assessing the unitary public wage law impact on the inflation trajectory
and called for more fiscal plans clarity on behalf of the government. Recall that NBR has been
on hold since May 2015 when it last cut interest rates by 25bps from 2.0%. It had signaled
that monetary policy normalization could start by narrowing the interest rate corridor to
+100bp from zigobp currently. There have been a number of both external (Brexit
referendum, US elections, European elections) and internal (parliamentary elections in last
December, political noise throughout Hi1-2017, fiscal uncertainties) that have pushed back
the initiation of policy normalization in the last one year and a half. Ceteris paribus, monetary
policy normalization could start as early as Q3.

igkionis@eurobank.gr

CESEE MARKETS

Emerging market assets were mostly under pressure earlier today as risk sentiment soured

amid geopolitical tensions in North Korea. The recent rise in core government bond yields
also continued to dent their high yield allure. Meanwhile, trading was thin as the US is closed
today on national holiday. Along these lines, the MSCI Emerging Markets index fell 0.7%
compared to the prior session’s settlement at the time of writing, though remaining not too
far from a recent new 2-year high hit earlier in June. Bourses in the CESEE region stood in a
modestly negative territory earlier in European trade, while regional currencies mostly
firmed, recouping part of yesterday’s losses, and short-term government bonds gained
ground outperforming the rather minimal movement in paper of longer tenure. In FX
markets, the Romanian leu remained under pressure a day after the Central Bank meeting.
The EUR/RON hit a 1-week peak near 4.5805 earlier today in a pull-back from yesterday’s 2-
month trough close to 4.5420 after the MPC warned yesterday about fiscal risks and
expressed the view that inflation may edge higher than previously projected.
gphoka@eurobank.gr
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GLOBAL MARKETS
Stock markets FOREX Government Bonds Commodities
Last AD AYTD Last AD AYTD (yields) Last ADbps  AYTD bps Last AD AYTD
S&P 500 2429.01 0.2% 8.5%| EUR/USD 1.1348 -0.1% 7.9%| UST-10yr 2.35 0 9| Gop 1224 0.4%  6.3%
Nikkei 225 | 20032.35 -0.1% 4.8%| GBP/USD 1.292 0.2% 4.6%| Bund-10yr 0.47 -1 26| BRENTCRUDE | 49 -0.4% -12.9%
STOXX 600 | 383.03 -0.1% 6.0%| USD/IPY 113.24 0.1% 3.3%| JGB-10yr 0.08 -1 4| LMEX 2863 0.3%  7.6%
CESEE MARKETS
SERBIA ROMANIA BULGARIA
Money Market Money Market Money Market
BELIBOR Last ADbps AYTD bps || ROBOR Last ADbps AYTD bps || SOFIBOR Last ADbps  AYTD bps
T/N 2.96 -1 -4 O/N 0.56 -3 0 LEONIA -0.40 -13 -40
1-week 3.11 0 -6 1-month 0.65 0 -11 1-month -0.16 0 0
1-month 3.30 -2 -5 3-month 0.86 -1 -4 3-month -0.08 0 -1
3-month 3.51 -3 4 6-month 1.02 1 -9 6-month 0.05 0 -3
6-month 3.72 -3 6 12-month 1.19 -6 12-month 0.42 0 1
RS Local Bonds RO Local Bonds BG Local Bonds
Last ADbps  AYTD bps Last ADbps AYTD bps || (yields) Last ADbps  AYTD bps
3YRSD 4.87 0 -18 3YRON 1.37 2 -25 3YBGN -0.08 -1 -23
5YRSD 5.22 0 -14 5YRON 2.35 1 -17 5YBGN 0.15 -3 -36
7Y RSD 5.59 0 -4 10Y RON 3.57 2 -8 10Y BGN 1.52 0 -39
RS Eurobonds RO Eurobonds BG Eurobonds
Last ADbps  AYTD bps Last ADbps AYTD bps Last ADbps  AYTD bps
USD Nov-17 1.96 0 -37 EUR Oct-25 1.90 0 -24 EUR Jul-17 -2.34 -3 -202
USD Nov-24 6.32 -3 -9 USD Jan-24 3.11 0 -74 EUR Sep-24 1.23 0 -45
CDS CDS CDS
Last ADbps  AYTD bps Last ADbps AYTD bps Last ADbps  AYTD bps
5-year 151 0 -57 5-year 109 0 -1 5-year 112 -1 -40
10-year 200 0 -55 10-year 153 0 1 10-year 162 -1 -32
STOCKS STOCKiS STOCKS
Last AD AYTD Last AD AYTD Last AD AYTD
BELEX15 713.8 0.25% -0.50% BET 7837.0 -0.24% 10.61% SOFIX 707.4 0.32% 20.63%
FOREX FOREX FOREX
Last aD AYTD Last AD AYTD Last AD AYTD
EUR/RSD 120.78 -0.30% 2.22% EUR/RON 4.5745  -0.04% -0.78% USD/BGN 1.7234 -0.13% 7.83%
BELEX15 Index BET Index SOFIX Index
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Source: Reuters, Bloomberg, Eurobank Economic Analysis and Financial Markets Research

Data updated as of 12:30 EEST
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