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Highlights — energy costs for households

Prices of electricity and gas for households in the region vary due
to economic development level of each country, as well due to
unique means of production/import, costs of production,
transmission (in case of electricity specifically), distribution, subsidies
and some specific factors, such as weather conditions, especially
regarding Croatia, where hydro energy accounts for more than 50% of
electricity production (but elsewhere in Adria region hydro participates
significantly).

In this report, for electricity and gas we observe price comparisons
using purchasing power parity standard (PPP), as to remove all price
and purchasing power differences and to get better understanding where
each country stands out on this subject. Also, we observe prices with all
taxes and levies included and for the average range of household
consumption of the each of the energy used in a year.

On a PPP basis, prices of electricity in 1H2022 were lowest in Serbia
(0.1787 €/kwWh), even though electricity import prices were among the
highest in the region (recently, Gov't decision to offer discounts to
households that cut their consumption should help stabilising price-
growth impact), closely followed by Bosnia and Herzegovina (0.1915),
Slovenia and N. Macedonia (both by 0.1993; in the case of Slovenia,
Gov't strongly supported households by reducing excise duties by as
much as 50%), while that of Croatia (0.2248) are somewhat above the
Adria region average level of 0.19872 €/kWh, which this year is
strongly influenced by drought conditions, thus raising production costs.

Prices of gas, on the other hand, were highest in N. Macedonia
(0.2548 €/kWh) — the most on the continent as a whole (given the
troubled political landscape throughout the year, low production/high
level of imports), while in the rest of the region was lower than
versus EU27 average (0.0870). Thus in Bosnia and Herzegovina and
Slovenia were 0.0843 and 0.0815 €/kWh, respectively, and in Croatia
and Serbia were at 0.0634 and 0.0618 €/kWh, respectively. Both latter
mentioned countries fared well, given the highly developed infrastructure
and good support from respective governments, while additional factor
for Croatia is LNG terminal, presenting as a ,jackpot” investment before
the energy crisis began and now supports the overall economy by
providing stable and abundant gas amounts for both households and
companies (with the planned upgrade to extend its reach to the region).
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Price of electricity for households in 1H2022, in PPP, all taxes and levies

included, 1000kWh-2500kWh consumption range
Source: Eurostat
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Price of gas for households in 1H2022, in PPP, all taxes and levies included,

20GJ-200GJ consumption range
Source: Eurostat
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Highlights — energy costs for households

All countries, though, fared lower versus EU27 average of 0.2797
€/kWh for electricity and of 0.0870 €/kWh for gas (N. Macedonia
excluding), as mostly in the more developed countries on the continent,
regulations tend to allocate costs (valid for both electricity and gas) more
to the household side rather than corporate sector (Netherlands’ case
regarding electricity prices is specific, given that their government
strongly supports households with subsidies and allowances, thus
resulting with ,negative” price of electricity). Additionally, governments in
the Adria region tend to regulate energy costs to households more than
other countries in Europe, as a shield against price volatility and to
preserve social cohesion, given the overall lower development level.

Even though significant actions from governments in the region
spurred effects on energy costs for households, it was obviously
not enough, and if we look at the period from the onset of the pandemic
and according to harmonised index of consumer prices, we can see
prices of electricity (Adria avg. of +25%; w/o Bosnia and Herzegovina)
and gas (avg. of +34%, w/o B-H) jumping across the whole region, but
less so versus EU27 average (+52% and +87%, respectively).
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Electricity prices, HICP monthly index rebased to 2020M3=100
Source: Eurostat, Bloomberg Adria calc. EU27 152
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Gas prices, HICP monthly index rebased to 2020M3=100
Source: Eurostat, Bloomberg Adria calc.
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Highlights — energy costs for households

Observing the petrol price movements in the region (Boshia and Herzegovina excluded,
given no data available) from the onset of the pandemic (March 2020), we see overall
levels increasing in the range from 21% in Serbiato 42% in North Macedonia.

By looking at the September 2022 data in absolute terms, price of petrol (€ per L) in N.
Macedonia was the lowest, standing at 1.38 €/L, followed by Croatia’s 1.49, Slovenia’s 1.50,
B-H’s 1.51 and Serbia’s 1.53, while EU27’s average stand at 1.79 €/L (+33% since March
2020). Given the lower (absolute) base in the N. Macedonia’s case, it comes to no surprise that
the strongest price fluctuations were posted in that country (as oppose the relatively close price
level of the rest of the region).

Significant price movements, after relatively stagnating period of 2020, were especially
noted in the post-pandemic recovery of demand in 2021, while in 2022 were further boosted
by geopolitical and (continued) supply-chain disruptions, closure of refineries and
inflation. War in Europe and its implications in the form of sanctions to Russian Federation
(specifically to its energy sector), resulted with a lower importing level of crude oil. As a result,
many countries in the continent had to look elsewhere for oil, thus spurring price growth.

Additional problem emerged in the form of diesel fuel shortages, as many of diesel-
processing refineries closed in Europe in the past, and Russia was a dominant exporter to the
continent, which now presents a major issue, given that the transportation sector (and its
symbiotic connection to food price level), highly depends on diesel fuel. As we can see in the
chart representing diesel price movements, diesel prices advanced faster vs petrol since
March 2020, while also the overall trend, unlike in petrol’s case, is upward, bearing in mind the
facts stated above.
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Petrol prices, HICP monthly index rebased to 2020M3=100
Source: Eurostat, Bloomberg Adria calc.
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Highlights — energy costs for households

By using a simplified polynomial method, we compared monthly averages of crude oil (Brent
type, in € per barrel) with unleaded petrol (95 type) prices. The results point to a very high
correlation between general crude oil price movements and gasoline prices in the region,
with the range between ca 86% in Slovenia and 93% in North Macedonia.

Even though the correlation is high, all countries in the Adria region fall behind EU27’s
average of 97%, with the possible explanation that when governments in the Adria region
intervene in the gasoline prices, hoping to shield the households from energy shocks, they left
behind a lag of price correction to a new crude oil price level. Additional factor is that when they
set a % price cap on increase (and decrease of prices), either on weekly, bi-weekly or monthly
level, gasoline price level increases by as much as the price cap allows, but when crude oil
prices fall, the distributors don’t lower their gasoline prices to the maximum extent available.

In EU27, given the more developed market surrounding and accompanied by lesser government
interventions vs Adria region and higher competition available, petrol prices, in general, move
side by side with crude oil prices — as confirmed by our analysis.
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Looking forward, we see energy costs for households to remain elevated for at least until
spring 2023. Inflationary surrounding and geopolitical complications, along with non-resolved
supply-chain issues, imply further energy price increases, however, overall economic slowdown
(strongly driven by central banks’ rate hikes), will soften demand for the commaodities as a whole.
Additionally, as regards gas component, overall stock levels in whole Europe are nearly full, and,
along with the expected warmer winter period, should provide some relief in that department —
and accordingly to the region, if there is a need for extra gas resources from abroad. Also, higher
amount of expected precipitation versus this year (record drought seen across the continent)
should provide support for ample electricity production from abundant hydro sources across the
region, while easement of political situation in, for example, Bosnia and Herzegovina, should also
drive more government aid to energy-hurting economy. Gasoline prices across the region should
move along the line with crude oil price movements (as confirmed in this analysis), which we see
next year on average at the 903 per barrel (Brent crude).

All in all, support factors are driving energy prices throughout 2022, and will continue to
do so until year-end, while demand factors will strongly pull down price levels of gas, oil
and electricity in 2023.
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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/fare 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.
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