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CEE banks ready for next challenges after
riding wave of demand to established status

Buoyed by strong interest in their attractive risk-reward profiles, central and eastern European banks
have in recent years enhanced their profiles in international markets. On 13 April, Crédit Agricole CIB
and Erste Group brought together issuers and investors for a CEE Bank Day in Paris to explore the
stories behind their outperformance and consider what the future holds. Neil Day reports.

Vincent Hoarau, Global Head of FIG
Syndicate, Crédit Agricole CIB: Jakub,
the global credit spread complex has
tightened significantly in the past year,
including for CEE and Polish banks. We
now have very deep geopolitical volatil-
ity, which is clearly giving rise to a great
level of uncertainty. How have you man-
aged the execution of your funding plan
through these phases? And how do you
assess the relative cost/benefit between
your various funding instruments?

Jakub Niestuchowski, Head of Finance
Division, PKO Bank Polski: First of all,
I would like to underline that Poland is
predominantly a deposit-funded banking
sector. From this perspective, the ration-
ale for bank bond issuance out of Poland
is predominantly MREL requirements.
So when discussing our funding plan,
it’s rather a regulatory-compliance plan,
than a funding plan per se, because with
LCRs above 200% on the sector-wide lev-
el, were already really well funded. Also,
MREL is not a one-off exercise, but an
ongoing one, so you can’t prefund in one
shot and then forget about it, we need to
factor it into our longer term strategy.
What this ultimately translates into is
predictability — for investors, for our cli-
ents and for the broader market.

After 2025, we started the year with a
pretty significant buffer over minimum
MREL requirements, of more than two
percentage points, which gave us comfort
that we were not under any pressure to
issue quickly. This allows us to be selec-
tive — we issue when it makes economic
sense, not because we have to. We could
look at how to spread our issuance across
the year, looking at, on the one hand, the
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euro market, with its scale, depth and
breadth of investor base, and on the other
hand, the Polish market, where the depth
is rather limited but our name recogni-
tion helps. We are and will be present on
both markets. It also reflects our role as a
systemic bank — we need to be present
where our investors are, while staying an-
chored in the domestic market.

Looking back at 2025, we had seven
transactions out of our group, including
three senior preferred and senior non-
preferred transactions on the euro mar-
ket, plus — adding to our range of in-
struments — one covered bond. We have
the specialised banking model in Poland
when it comes to covered bonds, mean-
ing that only mortgage banks can issue
them. Our mortgage bank, PKO Bank
Hipoteczny, is quite active on the mar-
ket, given that we have a very substan-
tial Polish zloty mortgage market share
of around 27%. Our regulator has also

1 BANK+INSURANCE HYBRID CAPITAL 24 APRIL 2026

=

helped on this side by introducing a long
term funding ratio, where the basic idea
is to have, based on the regulatory stance,
adequate long term funding in the form
of own funds surplus, MREL instru-
ments, but also covered bonds and par-
tially deposits in relation to the mortgage
portfolio on the consolidated level. This
may trigger more covered bond issuance,
but, again, our main focus is MREL.

Looking at things from the cost per-
spective, issuing in Polish zloty is advan-
tageous, simply because Polish zloty is
our base currency from a balance sheet
perspective and so we eliminate the cost
of swapping — when issuing in euros, we
usually swap to Polish zloty. So we natu-
rally prioritise efficiency from a balance
sheet perspective.

We also are active in the Tier 2 space.
The rationale is, on the one hand, ad-
dressing MREL requirements, and on the
other hand, achieving a one-notch higher
SNP rating thanks to issuing the more
subordinated Tier 2 instrument, which
overall means it makes sense economi-
cally. For now, this Tier 2 issuance has
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only been in Polish zloty, while on the
euro market, it was senior preferred and
SNP transactions.

We also track the capacity of the dif-
ferent markets when considering our
issuance. The Polish market is not suf-
ficient on its own, so we look at how
much we have been issuing in the differ-
ent markets, how much capacity there is,
and which instruments we are looking to
issue, and then decide on our issuance
strategy.

Hoarau, Crédit Agricole CIB: An increas-
ing number of banks from the region are
becoming active in the euro market. Do
you see any sort of risk of over-supply?
What are you doing to diversify your in-
vestor base?

Niestuchowski, PKO Bank Polski: As I
mentioned, we are looking at both mar-
kets, euros and Polish zloty. In regard to
today’s event, we are already a regular is-
suer on the euro market and we plan to
remain so.

If we look at the scale of the issuance
of out of CEE compared to western Eu-
ropean issuance, it’s still not very signifi-
cant. There has nevertheless been, pre-
dominantly due to MREL requirements,
arise in CEE issuance, also out of Poland.
In this regard, when planning our issu-
ance we try to align ourselves with our
compatriots, because it is now a question
of taking a more tactical approach, trying
to avoid being on the same day or maybe
in the same week as each other. At the
same time, PKO BP is in an advantageous
position, because we are the biggest bank
in Poland, so, simply put, I'm less afraid
of being crowded out by other names.
Indeed, we know that our role can some-
times be to pave the way for other banks.
So while we are trying to be more tacti-
cal, I don't see an issue of overcrowding
among CEE names.

How might we experience overcrowd-
ing? The way I look at it is that there
could be a busy day with issuance from
western European names, because they
are the benchmark for us. We may still
need to pay a premium over them, but we

Vincent Hoarau,
Crédit Agricole CIB

are determined to be as close as possible
to them, taking into account our credit
story, the strength of our institution, and
all the arguments in our favour. At the
same time, we know that if the market
is busy, investors may sometimes look at
the names that are no-brainers, while we
are still increasing our name recognition.
So that’s our main challenge, to put PKO
Bank Polski on the map in line with west-
ern European names.

Hoarau, Crédit Agricole CIB: Moving
to the buy-side, Jérémie, you buy se-
nior pref, non-pref and Tier 2 from CEE
names. How do you assess the appropri-
ate spread premium for them and play
the relative value versus other names,
whether that be financials or corporates
you are already potentially looking at?

Jérémie Boudinet, Head of Financial and
Subordinated Debt, Crédit Mutuel Asset
Management: It’s not rocket science;
naturally, it’s a mix of economic analysis,
financial analysis of the local banking
sector, the bank itself, and several bond-
specific factors.

the
side, you start from the sovereign rat-

Firstly, on macroeconomic
ing. That’s especially relevant for those
countries closer to the high yield space,
as this has direct consequences for the
banks, which are usually rated up to the
rating of the sovereign, unless they are
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highly diversified or particularly strong.
Hungarian and Romanian banks fall
into that category. The strength of the
macroeconomic outlook is, of course,
very important — for Poland, that’s a re-
ally great strength supporting continued
investment — and if a country’s trajec-
tory is downward, the trajectory of its
local banks will also suffer.

On the issuer-specific side, we ex-
amine the shareholding structure of the
bank. Is it partly owned by the state?
What are the links? For some countries,
this is especially important, for example,
Hungary, where the top two banks have
been really close to power and some in-
fluence from that is evident. Sometimes
it can to an extent be seen negatively. So
we take that into account. Also, is the
bank listed? What is the level of financial
transparency that you can get? Access to
quarterly results, the quality of informa-
tion, translation into English — these
are the basic types of thing that we take
alook at.

And then, very importantly, we have
bond-specific aspects. The first thing to
note is that, as fund managers, we have
constraints, and one is the geographical
landscape that we can invest in. For a lot
of funds, we are bound by having to be
invested into the EU, but especially into
the OECD, which is a problem for a few
countries. Croatia, for example, is part of
the Eurozone, but it’s not yet part of the
OECD, and as such, for most funds which
can only invest in OECD countries, you
cannot invest in Croatian names. That’s
a very important consideration. Also,
whether or not a national banking system
is prone to anti-money laundering issues
and similar.

The spread premium is also a function
of to what extent the issuer has an estab-
lished curve. Ultimately, how liquid are
the bonds? PKO, for example, has a really
good curve, and as such, it’s really easy
to trade them, with liquidity having got-
ten much better. A lot of securities can
be seen as expensive right now, but be-
yond that, what remains true is that bid-
ask spreads are pretty wide for smaller
issuers that are not yet very established
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on the scene in euros, and sometimes
it’s really difficult to find paper or to sell
paper, which can be a problem. For us,
the liquidity of bonds is very, very impor-
tant: their size, how they are traded, the
extent to which they are followed on the
sell side, the information and research
we get — these are among the aspects we
look at.

Hoarau, Crédit Agricole CIB: Following
the tremendous spread compression we
have seen over the past 12 months, at
current spread levels, looking at the CEE
region, do you feel you are adequately
compensated for the various risks there
may be regarding, for example, juris-
diction, liquidity, resolution frameworks,
and potential issues around name rec-
ognition? And if you are sufficiently
compensated, at what point do you
think it could become insufficient in terms
of relative value versus some core Euro-
pean names?

Boudinet, Crédit Mutuel AM: The first
thing to underline is that everything is
expensive on credit markets. We have
seen such a huge spread tightening that
this is not only a topic for CEE names
against western European names, but
poses a much broader question of how
to approach the market. And the an-
swer depends on what kind of funds you
manage.

There has been a big growth in what
we call fixed maturity funds, typically
with a final maturity in 2028, 2029. Here,
most of the fund managers buy bonds
with a buy and watch approach and the
main goal is to maximise the yield of the
fund — within reason, of course. And for
these funds, we think that we are still ad-
equately compensated for being invested
in CEE names — we value the diversifi-
cation they provide, while the fact that
you don’t really have to trade in and out
of them means that if there is a spread
decompression, we would not necessarily
feel the pressure to sell.

For open-ended funds that do not
have these types of constraints, the ques-
tion is a little different. On our side, we

Jérémie Boudinet, Crédit Mutuel Asset Management:

‘If there is a spread decompression, we would not necessarily feel the pressure to sell’

refrain from participating in some new
issues, but we tend to keep what we have
on the secondary side. All the MREL
bonds that came to market in 2022, 2023
have very high coupons, with very high
yields at the time, so they are still good
value. They're difficult to find now, so if
you sell them, you’re not sure that you
can bring them back into your portfolio
at a very good price. So should we in this
type of fund switch to western European
names? The answer really depends on the
metric of the bond and the profile of the

‘We are taking

a more relaxed
approach’

fund, but in general I would say that it’s
OK to stay invested. We started from a
very wide point in 2022, 2023, due to the
fact that CEE banks basically had to issue
bonds, no matter what, and that offered
very good opportunities for us.

If there is a spread decompression,
will we return to those wide levels? No,
we do not think so, because the market
has now been much more established,
we know the issuers, we know that the
investor base has been growing a lot —
which has been very helpful in trading
the bonds on the secondary market.

There could nevertheless be a degree
of spread decompression, which would

3 BANK+INSURANCE HYBRID CAPITAL 24 APRIL 2026

most likely be mainly driven by what
is happening on the macro side, on the
sovereign side, rather than on an issuer-
specific level. So while we maintain a
certain exposure to CEE banks, they are
not as attractive as they used to be. We
might not sell them, but when new is-
sues arrive, we are asking ourselves if we
are being adequately rewarded if we buy
them on the primary market versus, say,
a French or a German name. So we are
taking a more relaxed approach and pass-
ing on some names, ready to get involved
again if spreads widen. But, as I said, we
tend not to sell what we hold, because we
don’t know when we’ll be able to get our
hands on that paper again.

We are in general in a flow-driven
market in credit where most of the in-
vestors are yield buyers, and although
spread decompression has been relatively
minor, yields have risen quite a bit, so
credit is still attractive, and because of
that, I don’t see significant difficulties in
CEE names remaining fairly expensive.
What is not expensive for investors these
days? Since everything is expensive, we
tend to go back to the quality of names,
and there are quite a lot of quality names
in the CEE space, so for us, the levels on
offer are still not insufficient.

Turning to the last part of the ques-
tion, at what point might it be unjusti-
fiable to remain in these names? Take
a Polish bond, on the one hand, and a
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French bond, on the other, and assume
for the sake of argument that the issuers
are roughly comparable. With the Polish
bond, I don’t know how it will trade in
a sell-off environment. I know how the
French bond will react, because we've
been there, we've gone through a lot. So
on the Polish side, I would want to be
compensated at least the amount of the
theoretical bid-ask spread. In that way,
I am being adequately compensated in
terms of spread versus the French name.
This again comes back to the liquidity of
bonds. We know that these bonds tend
to trade well on the primary side and af-
terwards, but we don’t really know how
they will react versus French names two
or three years down the line and the li-
quidity that will remain on the secondary
side. So the bid-ask is a good layer of pro-
tection for us, and that’s the least that we
would expect to be compensated above a
comparable western European name.

Hoarau, Crédit Agricole CIB: Mladen,
Erste as a dealer has been very active
in the region over the past years. How
do you work on relative value within
the region and versus, let’s say, some of
the core European countries? And what
can you tell us about how execution has
developed, in light of the spread com-
pression over the past 12 months and
this year’s kind of stop-go market in pri-
mary?

Mladen Djurdjevic, Head of DCM Syn-
dicate, Erste Group: Liquidity has clearly
been a bit of an issue on the CEE side,
but the experience with the most re-
cent new issues during this Iran war has
shown that liquidity is not so bad. With
our trader, who is really active here, we
are trying to provide bid and ask axes,
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and to keep the bid-ask gap as narrow as
possible. We have seen some growth in
the number of market-makers in the last
couple of years, but a few more names
would be helpful to add a certain degree
of liquidity to the market. We recently led
a senior non-preferred bond for Ceska
spofitelna and this was actually the most
liquid bond during this crisis. It held up
well, and didn’t widen that much, just in
line with the widening we have seen in
western Europe, and returned to more or
less the same level at which it had been
before the start of the war. But it’s fair to
say that it really depends on the name.
There are smaller issuers and also some
older bonds that initially didn’t widen at
all, and then all of a sudden, just because
you had a selling request for a few mil-
lion, their spreads widened quite a bit.
So the liquidity issue is clearly there and
needs to be tackled.

At the same time — and in an envi-
ronment where everything is indeed ex-
pensive — you do get a decent pick-up,
taking into account the ratings, which are

MAN CANNOT DISCOVER NEW OCEANS UNLESS
HE HAS THE COURAGE TO LOSE SIGHT OF THE SHORE
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in some cases even better than in western
Europe. The Ceské trade, for example,
offered a pick-up versus Spanish names
of 25bp, 30bp. It’s for investors to judge
whether that’s sufficient, but it was a high-
ly successful trade that a lot of accounts
participated in. That was also the theme
from 2025: spreads on the CEE side came
down quite a lot, while oversubscription
ratios were very high, and we basically
did not seen any trade printing with a
new issue concession, but many coming
through the curve, and also then trading
quite well in the secondary market. The
standout example was PKO issuing its
Tier 2 at 155bp and the bond very soon
trading 10bp, 15bp, 20bp inside re-offer.
So we've come quite a long way.

Going back to when MREL issuance
out of CEE began, in 2022, I recall a
senior non-preferred issue for Ceska at
400bp where we had been quite unsure
how it would work, whether or not there
were going to be enough investors, and
we had a book of only a billion, so it was
just two times oversubscribed. And then
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last year, for example, mBank issued a
senior non-preferred where the book was
eight times oversubscribed. So we have
added alot of investors in the past couple
of years.

What is quite important for west-
ern European investors to understand
is that you also have a decent bid from
the CEE region. Especially for the more
liquid names, 20%, 25%, 30% of demand
is from CEE investors — also high qual-
ity investors, with a lot of asset managers
and a good amount of insurance compa-
nies buying these bonds. And that helps
not only issuers on the primary side, but
adds liquidity in the secondary market.

Hoarau, Crédit Agricole CIB: Jakub, fol-
lowing up on your earlier comments,
what will determine the extent to which
you choose to issue covered bonds and/
or senior instruments?

Niestuchowski, PKO Bank Polski: As I
mentioned, the main trigger for us is
MREL requirements, because we are al-
ready well-funded. At the same time,
again, we have a local requirement,
namely the long term funding ratio, cov-
ering mortgages. Our regulator actually
revised it, which may limit our issuance
needs to an extent, but taking into ac-
count our market share in the mort-
gage market, we will need more covered
bonds.

From the MREL perspective, we
would, of course, like to do as much
senior preferred as possible, as it is the
cheapest instrument. However, taking
into account the subordination require-
ment, we have the capacity for only one
senior preferred trade, around €750m,
which is outstanding with the call in Jan-
uary 2027. So then the focus is on SNP as
the next level of subordination. However,
as I mentioned, Tier 2 is one of the in-
struments that we were active in on the
Polish market in the last two years, 2024
and 2025, printing PLN3.5bn (€830m)
overall. Again, the rationale is subordina-
tion requirements as defined by Moody’s,
and thanks to this, we achieved in Febru-
ary 2025 a one-notch higher SNP rating.

Jakub Niestuchowski,
PKO Bank Polski:
'ESG financing is one of the pillars
of our strategy’

Something else to note is that we have
a banking tax in Poland and Tier 2 instru-
ments are excluded from this. So if you
compare senior non-preferred to Tier 2
instruments, we have a tax benefit aris-
ing from Tier 2, which on a gross basis
is around 53bp. This means that, from an
economic point of view, the cost of SNP
and Tier 2 is comparable from an all-in
perspective.

So this is how we are building our
regulatory compliance plan and hence

‘We will be active

again on the
MREL market’

approach the instruments. And then, as
I said earlier, we will look at the mar-
kets, their capacity, and how to structure
taking into account the bank’s size and
growth, and also additional regulatory
developments on the Polish market.

Our regulator decided to introduce
a countercyclical buffer, so we had to
achieve one percentage point by 25
September last year, with another one
percentage point by 29 September this
year. This cost us around PLN3bn, which
means that the capital currently allocated
to MREL requirements will have to be re-
allocated to the buffer requirement, and
in its place, we'll be issuing MREL instru-
ments. This means we will be active again
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on the MREL market — we were already
planning to issue ahead of the calls of the
outstanding bonds, to replace them with
new ones, and with this additional need,
we will come with one or two transac-
tions. However, it will depend on balance
sheet growth and also usage of other in-
struments, since we are also using SRT
securitisation. That has gained in popu-
larity in the Polish market over the past
five years, with Polish banks having al-
ready done around two dozen SRT trans-
actions in the last five years, not from a
liquidity but from a capital perspective.

And then we would like to be active
on the covered bond side with one euro
transaction per year, and also on the Pol-
ish zloty market, on both the wholesale
and retail sides. This is more or less a sup-
plement to our main activity, to maintain
the activity of the mortgage bank from a
strategic perspective.

Hoarau, Crédit Agricole CIB: What role
do ESG-labelled bonds play in your is-
suance strategy?

Niesfuchowski, PKO Bank Polski: We
already have two outstanding SNP trans-
actions in green format, one in senior
preferred, and we were a pioneer on the
Polish market with green covered bond
issuance in euros. That is a very good
start from our perspective.

What is behind this? Currently, the
Polish economy is predominantly coal-
based, and we are now embarked upon
the energy transition, which is a must
for us. We are therefore in Poland invest-
ing heavily in energy transformation. We
are one of the major beneficiaries of RRF
funds, and around 50% of this fund is de-
voted to energy transition projects.

From the bank’s perspective, we have
clearly indicated that ESG financing is
one of the pillars of our strategy, where
our goal is to have a market share above
20% in new energy transition projects.
Such financing needs are huge in Poland.
Estimates vary, but we are talking about
hundreds of billions of euros, of which a
large share is expected to be financed by
the banking industry.
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This means that we will have suffi-
cient fuel to be active on ESG bonds. But
I would stress that the motivation is not

arising from the trends that we see on the
market, but first of all from the real needs
of our economy and its energy transi-
tion that are providing us with the fuel in
terms of assets.

Coming back to our goal of being
in line with western European names
when it comes to name recognition and
investor diversification, we see that with
green bonds we are able to reach an even
broader investor base, and that is a very
important factor for us. If we can do
something that leads to a better investor
perception, we'll do it. But, again, it is not
the marketing angle, but the green transi-
tion in Poland that is driving our activity.

Hoarau, Crédit Agricole CIB: tukasz,
since 2022 activity in the region has
grown significantly. As a counsel for this
new range of issuers tapping the market
in various formats, what has your expe-

rience been?

tukasz Walczyna, Counsel, A&O Shear-
man: Indeed, the time since the MREL
explosion in Poland in 2022 has been a
very exciting period for lawyers, too.

The key takeaways for me are, first of
all, that the issuers that decided to enter
the international capital markets, will,
in my view, remain in the international

capital markets. They see the benefits of
setting up a Eurobond programme. They
see the benefits of having a very high
level of disclosure. They see the benefits
of cooperation with reputable interna-
tional investment banks and engaging
with the international investor base. As
Jakub mentioned, the Polish market will
probably remain an important source of
funding for Polish financial institutions,
but the capacity of the Polish market is
limited. From my perspective, the Polish
market and Polish investors are more sus-
ceptible to shocks. For example, if there
is a negative market event, the market
closes faster than the international mar-
ket, and it takes longer to reopen. This is
for historical reasons, certain scandals
that affected the Polish market in the past
years, and also a large part of the Polish
investor base is still retail investors that
are more conservative and try to preserve
cash when they see an adverse event.

My experience has also been that
all the Polish issuers with whom I have
worked on international issuances, they
take great care that the set-up they pre-
pare for the international investors is up
to the highest international standard.
They engage reputable counsel, reputable
investment banks, and I really see great
engagement from the issuer teams in pre-
paring the disclosure and setting up the
whole issuance process.

Another observation that I believe
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also points to Polish and CEE issuers
staying in the international space, is that
some of my clients started using the pric-
ing they get on the international market
as a bargaining chip in discussions with
Polish local investors. I had a client who
had received pricing he perceived as very
negative from his Polish investor base,
and he simply told them that, look, my
notes are listed on an international stock
exchange, which is much more liquid
than the Polish stock exchange, and the
pricing I get from the international in-
vestors is much more attractive, so you
really have to rethink your approach to
engaging with me.

So this is really an exciting journey.
Of course, there are still some hiccups.
There are some legacy regulatory issues.
But fortunately we are past the largest
hurdles. The Polish regulator tends to
be more conservative than, say, western
European regulators. But it is fortunate
that it has started to engage more with
reputable financial institutions and is
more open to discussing issuance plans,
particularly of new instruments that
were not previously issued out of Po-
land, which also makes the job easier for
everyone.

Hoarau, Crédit Agricole CIB: What are
the key considerations on the resolution
framework side?

Walczyna, A&O Shearman: The resolu-
tion framework is fully aligned with Eu-
ropean legislation. And it’s actually been
tested in Poland, in the case of two com-
mercial banks, which has shown us that
the process works. I hope it won’t happen
too often, but we see that the resolution
framework works and leads to the con-
clusion that was desired by the legislator.
There were attempts to challenge the de-
cisions of the Polish resolution authority
in the courts, but these have so far been
unsuccessful — although the courts com-
mented on the resolution process, mak-
ing some technical comments about how
it should be structured, the courts did
not challenge the essence of the process.
The main takeaway, and what we saw
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from the resolution processes that have
been completed so far, is that the resolu-
tion authority will try to protect individ-
ual investors — not only deposit-holders,
but also retail holders of debt securities
issued by the bank. To the greatest ex-
tent possible, they will try not to touch
the retail investor base, meaning that in-
stitutional investors will have to take the
burden of the resolution process. But the
way the resolution authority approached
this, it’s an extremely transparent pro-
cess. It is supported by valuations and
advice from reputable third parties. Also,
in the decision of the resolution author-
ity, they are very clear as to the division
of assets, which assets are subject to write
down, which assets will survive. So while
it’s not good that a bank goes into a reso-
lution, the experience in Poland and the
fact that the resolution framework was
tested and passed this test, is a positive
outcome.

Hoarau, Crédit Agricole CIB: Jérémie, as
an investor, what is your view when it

comes to resolution frameworks?

Boudinet, Crédit Mutuel AM: I agree with
what Lukasz said regarding Polish banks:
the fact that a resolution framework has
been tested is a good sign. But I would
qualify that by asking, are we really sure
that just because it has been tested, it
would happen in the same way again?
Bank resolutions are first and foremost
political decisions aimed at ensuring fi-
nancial stability, but they are political-
ly-driven, so you are never sure if, as a
bondholder, you will be treated the same
way — it will depend on what the gov-
ernment thinks. What are the reputa-
tional implications for the local banking
sector? Could there be some contagion
or not? Is it a locally systemic bank that
is being put into resolution, or a smaller
one? Because, to be honest, we do not
even really know how it would happen
in some western European countries. In
France, you know how you’re supposed
to put a bank into resolution, but are we
really sure that the French government
will be ready to bail-in the senior non-

tukasz Walczyna,
A&O Shearman:
“The resolution authority will try to
protfect individual investors'’

preferred bonds of a bank like Crédit
Agricole? Again, this is a political matter,
much more than a financial one. So it’s
difficult to assess the robustness of reso-
lution frameworks everywhere. Some
investors were sure that in Switzerland
they could not lose out, yet look at what
happened with Credit Suisse. They had
to change the law. So to us, it does not
really matter whether resolution frame-
works have been tested or not, because
basically, if you hold subordinated debt,
you should assume that you will have ab-
solutely no recovery. If you assume some
recovery, that’s just a bet, but you have no
proof that you would have any.

On the senior side, I would say, are
you sure that it is only being sold to
institutional buyers, or not? As Lukasz
said, the investor base for the bonds is
very important. If Tier 2 bonds are be-
ing sold directly or indirectly to retail,
that’s good protection. In certain coun-
tries, even some Tier 1 bonds are being
bought by pension funds, so again, you
can ask if they would really bail these in
fully, or to what extent. It’s difficult to
assess. So the investor base is more im-
portant than whether or not the resolu-
tion framework has been tested, because
in the end, you never know how this will
be dealt with. Will you get a big bail-in?
Or to what extent? Will you be saved
by other banks? There are lots of ways
to circumvent local laws, because some
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governments can be very good at med-
dling in their local institutions. They
can favour locally-owned banks versus
foreign-owned banks.

So what can you be sure about? You
know the thickness of the capital layers,
so these are a good way of seeing how
much protection you have in terms of
subordination risk, and then the inves-
tor base. These are your two main guides,
much more than previous cases and how
they were handled.

Hoarav, Crédit Agricole CIB: Going back
to the potential for CEE banks and their
issuance, within an institution like Crédit
Mutuel Asset Management, what are
the practical constraints on growing that
allocation further, whether we're talking
internal limits, index eligibility, liquid-
ity thresholds or ESG screening. What
needs to be worked on to increase their
potential?

Boudinet, Crédit Mutuel AM: Firstly, fi-
nancial and extra-financial transparency.
On the ESG side, it is very important
that issuers provide a lot of information,
because even though the ESG-labelled
funds are not big sellers right now, the
fact remains that we have to screen each
and every bond and issuer based on ESG
criteria — first and foremost, on govern-
ance criteria, but not only. So if you do
not divulge information, I'm sorry, but I
cannot invest in you. It’s not only an issue
for ESG-labelled bonds — we need basic
information because the way ESG works
is that you have to spit out an ESG score
for each and every issuer in your uni-
verse. And there is a difference between
listed and unlisted issuers when it comes
to the amount of information and speed
with which we can access this, so if you
are not listed, it can be trickier.

Secondly, liquidity. If on the primary
side you offer some new issue premium,
that helps us participate, and we can allo-
cate a little bit more to you. Beyond that,
the extent to which we can buy you will
depend on how present you are in the
market. Do you have a curve? How easy
it is to price a new bond? Is it the first
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time that you are issuing a benchmark or
not? If you have several benchmarks, we
can really assess where the bonds should
trade. If you only have one bond out-
standing in euros, with a size of €200m,
I'm sorry, but I don’t know how liquid it
is, so I don’t know how good the pricing
is. Who holds the bond? I have no idea. I
cannot get my hands on it. So what is the
real price? What is the real yield? 'm not
that sure.

And then it’s a question of the size of a
bank’s balance sheet and how much they
can issue, how present they can be in the
euro-denominated market. If you intend
to issue just once in the euro-denominat-
ed market, you're going to have to put up
a strong new issue premium, otherwise
it’s going to be difficult for me to argue
in your favour, because I know that if
that’s a one-and-done issuance, liquidity
will be very poor, especially a few months
after the issuance. I would acknowledge
that, clearly, this is something that is a
factor of the bank’s overall development
and size, and not something that can be
simply changed for the sake of improving
its issuance profile.

Right now, CEE bank bonds only
represent 1.8% of the Bloomberg Euro-
Agg Financials index that we use, which
is a very small proportion — and that’s
only for European financials. It will in-
crease, of course, and I would underline
that the more bonds that come into the
euro space, the better it is for everyone.
Once some banks from a country have
paved the way, it’s easier to allocate to
second tier names if you are comfortable
with big ones. To put it in another way:
more and more investors are familiar
with PKO, and after they have started
by analysing PKO because they have a
recurring presence, they are inclined to
invest a bit more in other Polish names
coming to the market, because they
know that they will not be the only ones
analysing this issuer and this bond. So
the more issuers come to the market,
the more regularly they come, the more
familiar we get, so the more we can al-
locate without having to justify to our
clients or compliance teams that we are

investing in a very risky and peculiar

proposition.

Szymon Wypiorczyk, FIG DCM Origina-
tion, Crédit Agricole CIB: What are the
main considerations regarding potential
supply of AT1 and Tier 2 in euros, in par-
ticular any constraints?

Walczyna, A&O Shearman: It’s mostly
the capacity of the local investor base
to absorb the issuances of those instru-
ments, especially in terms of AT1. Pol-
ish banks have so far issued three series
of ATI instruments: two of them were
widely marketed, one of them was an
intra-group instrument, and only one
was marketed to an international inves-
tor base. As long there is sufficient de-
mand in the Polish zloty market, my view
would be that the issuers would rather go
to the local market, not only because of
the costs of the issuance, like the swap
Jakub mentioned, but also because dis-
closure requirements imposed on Polish
issuers in the Polish debt capital market
are very light, so you can execute a trans-
action very swiftly and with very short

documentation.

Niestuchowski, PKO Bank Polski: If you
look at the relatively well capitalised Polish
banking sector, there is currently simply
no need for much more AT1. This also
reflects the fact that the Polish FSA has
historically been rather conservative on the
capital distribution side, so banks simply
built up a pretty significant capital stack.
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For example, there is a cap for 2025 profit
distribution of up to 75% as a maximum.
You can ask the Polish FSA for permission
to go beyond that, but it's not guaranteed
that you will get. In this context, we are as
a sector therefore in a pretty comfortable
situation, and thats why you will not see
many AT1 transactions overall — let alone
euro AT1 issuance.

With Tier 2 transactions, the market
is not so active, although we have already
seen a euro transaction from Pekao, the
second largest bank in Poland. On our
side, we chose the Polish market for Tier
2. We also plan to issue a Tier 2 transac-
tion this year, but that would be of sub-
benchmark size based on our needs, so
our first choice is Polish zloty as the go-to
market. This decision also takes into ac-
count operational factors — for example,
we do not need a rating for Tier 2 trans-
actions, Polish investors simply base
their investment on our name and our
position in the market. This is rather con-
venient for us, as any discussion around
credit and other metrics that would be
appropriate for a Tier 2 transaction is
much simpler than it would be with in-
vestors in a euro issue. However, we are
often asked about whether we will come
with a Tier 2 transaction in euros and we
do not exclude that we will one day do
so. We can also do dollars because we
are currency-agnostic, with everything
being swapped to Polish zloty anyway.
Overall, our approach is simple: disci-
plined, diversified and aligned with long
term balance sheet strength. ®
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GDP advances stymied as Iran war ramps

up inflation pressure, conflict duration key

How long it takes for Trump to find an
oft-ramp from the Iran conflict is set to
determine the extent of economic fallout
from the conflict, according to Crédit
Agricole CIB and Erste Group analysts,
with CEE countries braced for a tempo-
rary setback to their upward trajectories.

Valentin Marinov, Head of G10 FX
and UK Research, Crédit Agricole CIB,
noted that despite dipping sharply upon
the outbreak of the Iran war, investor
appetite for risk assets has proven more
resilient than episodes such as Liberation
Day last year, not to mention Russia’s in-
vasion of Ukraine in 2020 — despite oil
and gas prices having rallied very aggres-
sively and pricing in an extended impact.

“Why is it that against that backdrop
risk sentiment is so resilient?” he said.
“The answer is TACO — Trump always
chickens out. Everyone can smell the
TACO, everyone is hoping that one day
President Donald ] Trump will wake up
and say, you know what? I've had enough.

“And every day, people are coming
back to me saying, you know what? May-
be risk is a buy. Maybe the war in Iran is
coming to an end.”

However, Marinov cautioned that
while the market apparently wants the
conflict to be over as soon as possi-
ble, and took heart from the ceasefire
announcement, a resolution won’t be
straightforward. Observers have noted
that while Trump could unilaterally walk
back tariffs, an end to the Middle East-
ern conflict will depend on Iran, poten-
tially Israel and other factors beyond his
control, as highlighted by developments
since negotiations started in Islamabad.

“My sense is that, well, it’s not over
until it’s over, said Marinov. “The key
challenge now for everyone is timing the
end of this conflict”

According to the International Energy
Association, oil reserves stood at 1.6bn
barrels before the conflict, 400m have
already been released to compensate for
the loss of around 20m barrels of oil due

Valentin Marinoyv,
Crédit Agricole CIB: "We doubt

that we're going to see a replay of
the onset of the Ukraine war’

to the blockage of the Strait of Hormuz,
and the remainder could be gone in
around two months.

“The bad news for Europe,” said Ma-
rinov, “is that most of those reserves are
elsewhere — they are either in the US
or Japan — meaning that I would give
it until the end of May, before the pain
starts to become really palpable. By that,
I mean governments — here or in central
and eastern Europe — asking their citi-

‘Why is it that

risk sentiment is
so resilient?’

zens to work remotely, travel less, and ul-
timately try to curb energy consumption.

“And I would hope that at that point,
the pain for US consumers, the pain for
President Trump, will become signifi-
cantly less bearable than it is now. This is
my personal guess on timing?”

The Iran war is in any case a “consid-
erable negative energy supply shock” that
Marinov said will stymie Europe’s recov-
ery, reignite inflation, and impact central
bank actions.

A worst case scenario of persistently
elevated oil and gas prices — with, for
example, European gas prices hitting and
remaining at the highs of the Ukraine war
— could see Eurozone core CPI inflation
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rise above 4% and GDP growth flat this
year and slightly negative in 2027. That
scenario was the fifth of five modelled by
Crédit Agricole CIB, with more moder-
ate scenarios — the second and third —
seeing inflation remaining contained and
growth closer to 1%.

A recession in Europe should be
avoided, said Marinov.

“We doubt that were going to see a
replay of the onset of the Ukraine war in
2022 that triggered an energy crisis and
threatened to lead to a fiscal crisis in Eu-
rope,” he added. “It is a risk, but we doubt
that this will be the outcome.

“We do believe that in central and
eastern Europe, the resilience of domes-
tic demand and the continuing positive
spillover effects from the aggressive fiscal
stimulus programme in Germany should
prop up the economies and indeed their
currencies”

Alen Kova¢, Chief Economist, Head
of SEE Macro and Fixed Income Re-
search, Erste Group, agreed such factors
should be supportive of CEE economies,
but noted that the Iran war nevertheless
meant that 2026 would not live up to pre-
conflict expectations, which had been for
an improvement on a somewhat disap-
pointing 2025.

“We are now in a situation where this
optimism — which had been supported
PMIs, for example, as well as the eco-
nomic sentiment index — has started to
slowly deteriorate, especially looking at
consumer confidence on the CEE aver-
age level,” he said, “and clearly the out-
look has been burdened by the inflation
narrative, with inflation more or less kill-
ing the disposable income gains that had
been anticipated in the CEE landscape
this year”

An average CPI impact of roughly
0.6%-0.7% in the region will pressure real
wage growth, which had already been
easing, noted Kova¢, with labour markets
also showing some cracks as unemploy-
ment comes off record low levels.



On the investment side, billions of
euros of funds available to CEE countries
in 2026 from EU programmes should
provide a significant buffer, supporting
growth and mitigating external head-
winds, according to Erste. SAFE (Secu-
rity Action for Europe) funds are coming
on stream alongside the MFF and RRF
funds already being used.

Kova¢ meanwhile highlighted the di-
versity in performance of different CEE
countries, which is sometimes over-
looked.

“Especially in the last couple of years,
we definitely do see the CEE space like an
environment of multi-tier growth lanes,”
he said, “in the sense of, economies that
are doing really well in terms of growth
— predominantly Croatia and Poland
— then economies that are somewhere
in the middle — like Slovenia, Czechia
— and finally economies that have been
struggling — Hungary, Romania, and
lately Slovakia.

“We see growth in 2026 remaining
quite diverse in the region,” added Kovac,
“with Poland being the top performer,
and Croatia and Czechia holding a rather
solid level”

Hungary and Romania have been hit
hardest in terms of revisions to 2026
GDP expectations, with the latter the
weakest performer in the region, espe-
cially given how fiscal consolidation is
impacting its economy.

“At the CEE level,” said Kova¢, “we now
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Alen Kovag,
Erste Group: 'Clearly the outlook
has been burdened by the
inflation narrative'’

see growth very similar to the 2025 level,
with risks to the downside. This would be
something like the second scenario of Val-
entin. Hopefully, we are not going into the
additional levels of stress — going towards
the more adverse scenario, we would see

‘We see growth in

2026 remaining
quite diverse’

an additional shock of roughly 0.5%, de-
pending on the country.

“But our baseline is that, compared
to previous levels, the growth profile re-
mains relatively resilient in the region.”

Erste expects Hungary and Roma-
nia to avoid negative rating actions this
year, while Kova¢ noted that Croatia
enjoyed a one-notch upgrade from S&P
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last month, from A- to A.

Longer term, CEE countries could be
the beneficiary of pre-Iran conflict trends
reasserting themselves more firmly, ac-
cording to Marinov.

“Global investors were in recent years
overinvested in the US, especially with
the AI craze starting, with people really
wanting a piece of the action acquiring
US assets, dollar assets, offering supe-
rior returns with superior liquidity;” he
said. “Then President Trump came along,
and the first cracks in the idea of US ex-
ceptionalism and that US trade started
to appear, and those cracks are likely to
deepen.

“The war in Iran is likely to make it
more difficult for investors to justify an
over-exposure to the US, and as a result,
there’ll be growing demand for diversi-
fication out of the US and into some-
where else”

Central and eastern Europe could be
where they turn to, said Marinov.

“Why? Because of better returns. Es-
sentially, CEE is like everything thats
good about investing in Europe, but with
extra carry on top.

“Ultimately, as an investor, you are
looking at the risk-reward ratio more
than anything else;” he added, “and while
you may not be getting the very best
carry out there, we believe that in terms
of risk-reward, there are opportunities in
central and eastern Europe far superior
to what you can get elsewhere” ®

CEE8 average growth now expected at 2.4%, down 0.3pp — Forecast revision reflecting geopolitical realities
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the research department and this material does not constitute “Investment Recommendations” as defined under
the Market Abuse Regulations (MAR). It does not constitute research as considered by the Markets in Financial
Instruments Directive Il (MiFID I1). This material is provided for information purposes only. It is not to be construed
as a solicitation or an offer to buy or sell any financial instruments and has no regard to the specific investment
objectives, financial situation or particular needs of any recipient. It is not intended to provide legal, tax, account-
ing or other advice and recipients should obtain specific professional advice from their own legal, tax, account-
ing or other appropriate professional advisers before embarking on any course of action. The information in this
material is based on publicly available information and although it has been compiled or obtained from sources
believed to be reliable, such information has not been independently verified and no guarantee, representation or
warranty, express or implied, is made as to its accuracy, completeness or correctness. This material may contain
information from third parties. Crédit Agricole CIB has not independently verified the accuracy of such third-party
information and shall not be responsible or liable, directly or indirectly, for any damage or loss caused or al-
leged to be caused by or in connection with the use of or reliance on this information. Information in this material
is subject to change without notice. Crédit Agricole CIB is under no obligation to update information previously
provided to recipients. Crédit Agricole CIB is also under no obligation to continue to provide recipients with the
information contained in this material and may at any time in its sole discretion stop providing such information.
Investments in financial instruments carry significant risk, including the possible loss of the principal amount in-
vested. This material is not intended to forecast or predict future events. Past performance is not a guarantee or
indication of future results. Any prices provided herein (other than those that are identified as being historical) are
indicative only and do not represent firm quotes as to either price or size. Financial instruments denominated in
a foreign currency are subject to exchange rate fluctuations, which may have an adverse effect on the price or
value of an investment in such products. None of the material, nor its content, nor any copy of it, may be altered
in any way, transmitted to, copied or distributed to any other party without the prior express written permission of
Crédit Agricole CIB. This material, in whole or in part, is not directed at, or intended for distribution to or use by,
any person or entity domiciled or resident in any jurisdiction where such distribution, publication, availability or
use would be contrary to applicable laws or regulations of such jurisdictions. No liability is accepted by Crédit
Agricole CIB for any damages, losses or costs (whether direct, indirect or consequential) that may arise from any
use of this material.

United States of America: The delivery of this material to any person in the United States shall not be deemed a
recommendation to effect any transactions in any security mentioned herein or an endorsement of any opinion
expressed herein. Recipients of this material in the United States wishing to effect a transaction in any security
mentioned herein should do so by contacting Credit Agricole Securities (USA), Inc.

Regulatory Disclosure: Crédit Agricole Corporate and Investment Bank is authorised and regulated by the Au-
torité de Contréle Prudentiel et de Résolution (the “ACPR”) and supervised by the European Central Bank (the
“ECB”), the ACPR and the Autorité des Marchés Financiers (the “AMF”) in France. Crédit Agricole Corporate
and Investment Bank London is authorised by the Prudential Regulation Authority and subject to regulation by
the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the
extent of our regulation by the FCA and the PRA are available from Crédit Agricole Corporate and Investment
Bank London on request.

Crédit Agricole Corporate and Investment Bank is a public limited company (“société anonyme”) under French
law, incorporated in France under SIREN number 304187701 at the Nanterre Trade and Companies Registry,
with limited liability and its head office address at 12, Place des Etats-Unis, CS 70052, 92547 Montrouge Cedex,
France. It is registered in England and Wales as an overseas company at Companies House under company
number FC008194, with a UK establishment at Broadwalk House, 5 Appold Street, London, EC2A 2DA, United
Kingdom (UK establishment number BROO1975).
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