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20% CROATIA 14% 20% SLOVENIA 14%
The central banks are in the midst of policy tightening, with consumer inflation 140, 122/0 16% 1224)
speed-up showing only limited (if any) signs of abating. We are examining the Excess liquidity (% of GDP) ;00//0 Excess liquidity (% of GDP) ;00//0
trajectory and presenting forecasts for the key interest rates until end of 12% e===CP|% yoy RHS 0 12%  cmmm CPI % yoy RHS 0

2023. 6%

4% 8%
During most of 2010s, the central banks have spent most of the time printing 4% 2% 2%
money, with the global peers largely concentrated on bond purchase programs, 0% 0%
while the regional monetary authorities focused on creating the local currency 0% 2% 0% 2%
money via exchanges of foreign currency receipts from the sovereigns’ foreign
bond issuances. The mentioned time period was highlighted by economic growth
calling for monetary support, low inflation, post Global Financial Crisis debt de-
deleveraging in many cases (e.g. large parts of the Eurozone, Croatia in the 20% SERBIA 18% 20% B&H

region etc.) and sporadic turbulences by specific scenarios (e.g. the Eurozone Excess liquidity (% of GDP) Excess liquidity (% of GDP)
public debt crisis in 2012). The final piece of the puzzle was the key central ~ 16% ==—CPI % yoy RHS 13% 16% == CPI % yoy RHS 18%
banks’ ,do whatever is needed” motion to battle the market crisis created by the
COVID-19 outbreak.
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During the past decade, interest rates were on a more or less one-way
downward path, reflecting low or negative regulatory interest rates and excess
liquidity in the financial systems at historical highs. In this respect, the Eurozone 0% -2% 0%
excess liquidity has grown to 4.7 trEUR, representing an increase of 45x since
end of 2010. When placed against the Eurozone’s GDP, the excess liquidity
shapes a share of massive 38%, hence being yet another evidence of the
magnitude of the ECB’s policy relaxation during the past ten years. In the Adria
region, we have seen excess liquidity increases as well, with the biggest 20% NORTH MACEDONIA
moves in Croatia (206x since end-2010) and Slovenia (7x — series starting 160 _E’;ﬁ‘fﬁ/‘@“g&é(% of GDP) 18%
from mid-2016), however in neither of those two countries is the latest excess

liquidity running at even half of the relative to GDP figure as in the Eurozone.  12%
Although following the similar monetary relaxation profile, the excess liquidity
creation in the rest of Adria region was quite more limited, if any at all, reflecting
different setups of monetary policy and their respective limitations (notably B&H 4%
with the currency board). The common flavour was inflation, which was running . ,
at low single-digits in most of the times, with sporadic slips into negative area as 0% 2
well.
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Average interest rates on distributed loans

Transmission mechanism in pulling the private sector interest rates lower was Loan segment  31.12.2012 31.12.2015 31.3.2022 30.9.2022
eventually effective. Aside from the local central banks’ liquidity creation via FC _ Corporate 6.00% 5 04% 226%  2.33%
conversions, this has also reflected relaxation in mandgtory reserves, put Croatia Household 7 63% 6.70% 446%  4.29%
most |mportant_ly v.alue clause effects of the EUR rat_es in the local _banklng _ Corporate 5.580% 3.30% 1.95% 2 39%
systems. Len.dlnq mteres'; rates_are aI_readv showing sings of bottomlnq out, Slovenia Household 6.19% 5 3806 3.420 3,530
more due to interest rate links with Euribor but also as the banks are starting to
price in the economic slowdown effects and increased mid-term uncertainty. Serbia Corporate 8.75% >.24% 2.83% 3.86%
Household 12.06% 10.04% 6.59% 7.46%
Aside from the central bank policy moves, the trajectory of interest rates has also B&H* Corporate 8.73% 5.82% 3.59% 3.85%
reflected the lending activity developments. Adria region countries displayed Household 8.15% 7.44% 542%  5.17%
mixed performance in generating new loans, notably with Croatia and North Macedonia CO"POrate 6.40% 5.24% 3.31%  3.45%
Slovenia in massive deleveraging over a 10 year period as shown by reduction Household 8.74% 4.84% 484% 557%
in the loan-to-GDP ratio. The mentioned moves have reflected the local banking *presents new business loans, other countries display total business average interest rates

systems cleaning from poor quality loans as well as the private sector
abandoning some of the past traditional business moves where the local
corporate sector was overburdened by debt. The rest of Adria region countries 31.12.2012 31.12.2015 31.3.2022 30.9.2022
have started the path at a lower base, with no major need for restructuring and

source: local central banks

. . . Croatia 84.97% 79.76% 66.18%  70.39%
thus loan-to-GDP remaining stable or with a small increase. Another element _ . . . .
standing behind the private sector’s interest rate downward movements is the Slovenia loan-to-GDP 98.93%  63.35%  66.35%  67.23%
loan-to-deposit ratio which fell in all cases as the growth in deposits has Serbia ratio 58.80%  58.29%  60.92%  62.81%
outplayed the rise in loan stock. Such movement came on the heels of growing B&H 59.27%  59.00% 56.93% 58.54%
household wealth (supporting higher savings) amid real disposable income North Macedonia 4750%  50.98%  54.89% 57.01%
increase, poorer demand for loans and people in the region traditionaly opting
much for bank deposits rather than investing much of their saved money into
riskier assets. Looking ahead, we see a convergence potential of Adria region'’s 31.12.2012 31.12.2015 31.3.2022 30.9.2022
loan-to-GDP ratios towards the Western EU levels, where the named indicators Croatia 125.23%  106.78% 78.16% 74.29%
are hlgh'erd(Gerlmany 8'[3%3[’hAUSF|rIIa 92%;), France]c arl[q S?al?h+;0i)%) g::[llvetn higher Slovenia oan-to-denosit 92.09%  79.21%  83.43%  83.06%
economic development — this will provide some footing for the interest rates. Serbia raﬁop 144.62% 133.36% 111.52% 109.68%
B&H 116.64% 102.03% 79.23% 76.16%

The 2010s were also highlighted by the EU bank regulation ramp-up arising from
the Basel Il standards, notably with the LCR and NSFR ratios. Banks’ liquidity is North Macedonia 90.77%  93.56%  87.30% 87.94%
now kept much higher than before, which also stands behind the elevated

amount of excess liquidity in the system and will for sure provide some support

from falling much lower in the near term.




We see interest rates on the money market going further up, with the private
sector interest rates following suit. These are the key arguments behind our
view:

1

2)

3)

ECB - we see the Eurozone’s monetary authority hiking the rates by
additional 75bps, with the hiking cycle likely to end in 1H 2023. The reason
for further policy tightening lies in the need to contain the mid-term inflation
expectations, with the CPI inflation expected to fall within the medium target
of below 2% only in 2025. Announcements of the ECB going into quantitative
tightening i.e. selling previously purchased bonds will be the key event to
watch for the complete picture of the ECB’s policy tightening, with the first
messages likely to arrive in the next monetary policy meeting in December
2022;

NBS — we see Serbian central bank hiking rates by an extra 100bps over
course of next six months with inflation to peak only during 4Q22-1Q23
and ongoing spillovers from the headline inflation onto the core categories.
The ECB’s policy tightening will also generate some transmission into the
local financial system given the magnitude of the euroization in Serbian
economy. The (imported) weakening of economic activity will curb the NBS’
tightening need as it will contain inflation to some extent. The ongoing
volatility of the global financial markets is a clear negative for the local
monetary policy as it will create pressure on the stability of the central bank’s
foreign exchange reserves, although it must be mentioned that sizeable
foreign capital inflows in the recent months have provided some manoeuvring
space to the NBS. Arranging a Stand-By deal with the IMF is another positive
element as it will clear away part of the worries about the public refinancing
capacity;

NBRNM — we see NBRNM hiking rates by an additional 100bps in the
next six months amid an ongoing fight against persistently high inflation and
need to safeguard the stability of the EUR/MKD dirty float regime. Instability
of the global financial markets is another negative element to watch for in this
respect. A positive catalyst is the newly arranged deal with the IMF worth 530
MEUR, which will alleviate pressures on the FX reserves.

We displayed our interest rate forecasts for the upcoming quarters in the table on
the right.

Bloomberg

Adria

End of quarter values current 40 2022 10 2023 20 2023 30 2023 40 2023
ECB main refi rate (%) 2.00 2.50 2.75 2.75 2.75 2.75
Euribor 3M (%) 1.82 2.40 2.75 2.75 2.75 2.75
Euribor 6M (%) 2.34 2.90 3.00 3.00 3.00 3.00
NBS policy rate (%) 450 5.00 5.50 5.50 5.50 5.50
Belibor 3M (%) 4.34 4.85 5.35 5.35 5.35 5.35
Belibor 6M (%) 4.49 5.00 5.50 5.50 5.50 5.50
NBRNM policy rate

(%) 4.25 4.75 5.25 5.25 5.25 5.25

The displayed money market rates do have direct impact on the private sector
lending interest rates, especially in existing loans with variable interest rates.
However, we still think that, especially for the new loan business, banks will
somewhat curb the upside pressures on the final interest rates thanks to the
remaining sizeable excess liquidity in the system. Also in that direction is the fact
that we see weakening demand for loans and resultantly slower loan generation
growth amid weakening domestic demand in the upcoming quarters.
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Disclosures Appendix

This report is oriented for professionals and analysts that live in the country or abroad who are interested in
investing and following local and regional markets. The information and opinions in this report/investment
research were prepared by Bloomberg Adria and/or one or more of its subsidiaries/affiliates (collectively,
'‘Bloomberg Adria’) for information purposes only. This report is not investment advice or an offer or solicitation
for the purchase or sale of any security/financial instrument or to participate in any trading strategy. Neither
Bloomberg Adria nor any of its employees accept any liability for any direct or consequential loss arising from
any use of this publication or its contents. Any investments referred to herein may involve significant risk, are
not necessarily available in all jurisdictions, may be illiquid and may not be suitable for all investors. The value
of, or income from, any investments referred to herein may fluctuate in price and value. Past performance is
not indicative of future results. Besides, the risks associated with an investment in the financial, money market
or investment instrument or security under discussion are not explained in their entirety. Estimates of future
performance are based on assumptions that may not be realized. Investors should make their own investment
decisions without relying on this publication. Only investors with sufficient knowledge and experience in
financial matters to evaluate the merits and risks should consider an investment in any issuer or market
discussed herein and other persons should not take any action on the basis of this publication.

This report is based on information available to the public. While reasonable care has been taken to ensure
that the information contained herein is not untrue or misleading at the time of publication, Bloomberg Adria
makes no representation or guarantee with regards to the accuracy, completeness or suitability of the data.
Bloomberg Adria does not undertake to advise you of changes in its opinion or information. Moreover, we
reserve the right not to update this information or to discontinue it altogether without notice.

From time to time our analysts receive assistance from the issuer including, but not limited to, discussions
with management of the subject company(ies). However, it should be presumed that the author(s) have
communicated with the subject company to ensure factual accuracy of the (company) research report prior to
publication, without mentioning recommendation and summary.

Any opinions and estimates contained herein reflect the current judgment of the author(s) and do not
necessarily reflect the opinion of Bloomberg Adria or any of its subsidiaries and affiliates. This report is
disseminated and available primarily electronically to professional clients and eligible counterparties, who are
expected to make their own investment decision without undue reliance on this publication, and may not be
sold, redistributed, reproduced or published in whole or in part for any purpose without the prior express
consent of Bloomberg Adria.

Please always cite source when quoting. The content is copyrighted and cannot be quoted in a commercial
setting/media outlet without prior written consent.

Additional information is available on request. Bloomberg Adria and others associated with it may be involved
or seek to be involved in many businesses that may relate to companies, issuers or instruments mentioned in
this report. These businesses include market making, providing liquidity and specialized trading and other
proprietary trading, fund management, investment services and investment banking.

Bloomberg Adria and others associated with it including any of its employees may have positions in securities
of companies or financial instruments discussed in this research, and may trade them in ways different from
those discussed in this report.
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This report may include research based on technical analysis. Technical analysis is generally based on the
study of trading volumes and price movements in an attempt to identify and project price trends. Technical
analysis does not consider the fundamentals of the underlying issuer or instrument and may offer an
investment opinion that conflict with other research generated by Bloomberg Adria. Investors may consider
technical research as one input in formulating an investment opinion. Additional inputs should include, but are
not limited to, a review of the fundamentals of the underlying issuer/security/instrument.

The author(s) is/are named in the front page of this report. The research analyst(s) or analysts who prepared
this report (see the first page) hereby certifies that: (1) the views expressed in this report accurately reflect
their personal views about the subject securities or issuers and/or other subject matter as appropriate; and,
(2) no part of his or her compensation was, is, or will be directly or indirectly related to the inclusion of specific
recommendations or views in this report. On a general basis, the efficacy of recommendations and clients'
feedback are factors in the performance appraisals of analysts.



