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Performance of 7-10y bond indices
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Forecast

Mar-10 Sep-10
Poland
PLN 4.20 3.75
Im-rate 3.6 3.8
5y bond 57 59
10y bond 6.5 6.3
Hungary
HUF 285.0 275.0
Im-rate 5.9 57
5y bond 6.8 6.4
10y bond 7.1 6.6
Czech Rep.
CZK 25.8 24.8
1m-rate 1.2 1.3
5y bond 3.3 3.7
10y bond 4.2 4.4
Romania
RON 4.3 4.2
Im-rate 9.8 7.3
5y bond 9.4 8.4
10y bond 8.3 7.8
usD 1.45 1.45

Currencies per 1 EUR
Source: Thomson Reuters. Raiffeisen RESEARCH
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Recommendations (1-month horizon)
| Buy PLN bonds; Sell HUF bonds; Neutral CZK bonds; Buy RON bonds

mm Highlights

B Poland — As the Ministry is offering mostly shorter bonds, we
reckon that spreads between the 10-year and 2-year bench-
mark will decline in the months to come. This may occur mainly
in the form of a slow but systematic rise of 2-year bond yields.

B Hungary - Upcoming macro data should reinforce the view that
the Hungarian economy is emerging very slowly from the worst
of the recession. Inflation is continuously creeping upward, re-
aching a plateau of around 6% yoy in December-January.

B Czech Republic - The Czech koruna has seen high intraday
volatility recently, fluctuating between EUR/CZK 26.40 and
26.10. Yields on 10-year government bonds have increased
dramatically to above 4.20.

Key upcoming events and data releases

Country Period Last
11Jan
HU Nov EUR mn 471.0
(ov4 Dec % 0.2
(ov4 Dec % 0.5
Ccz Dec % 8.6
HR Dec % 0.2
12-Jan
RO Dec % 4.7
HR Nov % -15.4
RU Nov USD bn 11.1
13Jan
Ccz Nov % -4.7
RO Nov % -1.5
14Jan
PL Dec % 3.3
PL Dec % 7.9
HU Dec % 52
Ccz Nov % 7.2
HR Dec % 1.8
15Jan
PL Nov EUR mn 991.0
Ccz Dec % 2.4
(ov4 Nov CZK bn 12.4
Bond auctions
ISIN Maturity
13Jan
(ov4 CZ0001002471 11 Apr 2019
14-Jan
HU HU0000402466 24 Oct 2013
HU HU0000402268 12 Feb 2015
HU HU0000402433 24 Jun 2019
x Raiffeisen
RESEARCH

RZB Group



Weekly outlook

Local currency bonds

Market overview

CEE local currency bond market snapshot

07/01/2009 Coupon % YTM % MDuration
PLN 2y Gov. Bond 0.00 511 2.5
PLN 5y Gov. Bond 5.50 5.79 4.6
PLN 10y Gov. Bond 5.50 6.13 7.7
PLN 20y Gov. Bond 575 6.13 11.5
HUF 3y Gov. Bond 7.50 7.02 3.4
HUF 5y Gov. Bond 8.00 7.25 4.1
HUF 10y Gov. Bond 6.50 7.54 7.0
HUF 15y Gov. Bond 6.00 7.45 9.4
CZK 2y Gov. Bond 6.55 1.28 1.7
CZK 5y Gov. Bond 3.80 3.22 4.7
CZK 10y Gov. Bond 5.00 4.18 7.4
CZK 15y Gov. Bond 5.70 4.79 10.1
SKK 2y Gov. Bond 0.00 2.40 2.3
SKK 5y Gov. Bond 4.90 3.20 3.7
SKK 10y Gov. Bond 5.30 4.00 7.5
HRK 5y Gov. Bond 4.50 5.93 3.2
HRK 10y Gov. Bond 4.75 6.25 5.9
RON 3y Gov. Bond 6.00 9.41 0.8
RON 5y Gov. Bond 6.50 9.34 2.0
TRY 2y Gov. Bond 0.00 8.83 1.6
TRY 5y Gov. Bond 11.00 10.20 3.7
Source: Thomson Thomson Reuters, Raiffeisen RESEARCH
PLN, HUF convergence spread CZK, SKK convergence spread
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Poland

(P)review of key economic figures/events

Weekly outlook

Short-term bonds to be offered

14 Jan 10 Dec 3.6 (Nov 3.3)
14 Jan 10 Dec 7.2 (Nov 7.9)
15 Jan 10 Nov -1635 (Oct 991)
PLN yield curve Market strategy
6.5 Buy PLN T-bonds
6.0
55 Market comment
50 There has been no economic data published recently
4.5 that could influence the bond market in Poland. In
4.0 December, we witnessed a modest increase in yields
3.5 in all the bond segments, most likely due to the liqui-
3.0 4 dity needs of Polish banks at the end of the year. If
25 ‘ ‘ ‘ | this is the case, this move should be restrained in the
0 9 4 6 8 10 coming weeks.
o acual vields old comve This week, the Ministry of Finance released a state-
y y . ) .
_______ swap curve st wook ment regarding the supply of bonds in the first quar-
ter of 2010. In this period, PLN 26 bn in government
Source: Thomson Reuters, Raiffeisen RESEARCH paper will be offered. The Ministry is expecting PLN
Money market focus 4-8 bn to be offered in January, mostly concentrated
T - i on the shorter end of the yield curvg.‘The supply of
Actval a5 e bonds has not scared off market participants, at least
Change from last week -0.01 0.02 for the moment.
Forecast Mar-10 4.15 4.50
Forward rates 6x9 Marke,- OU",OOI(
4.43
Change from last week 0.00 We currently do not expect major moves on the Polish
bond markets. As the Ministry is offering mostly shorter
Bond market focus bonds, we reckon that spreads between the 10-year
Sy 20y and 2-year benchmark will decline in the months to
Actual 5.79 6.13 come. This may occur mainly in the form of a slow but
Sl i (@ vrels ol oy systematic rise of 2-year bond yields. For now, how-
Forecast Mar-10 5.70 6.40 . . . o
Spread fo bunds 2376 2096 ever, we would still stick to bonds with maturities of
Change from last week 7 Y up to 2 years. The longer end of the curve is offering
Gl o 6.9 slightly higher potential returns, but it is also genera-
ting risk, which demands constant attention and may
EUR/PLN be too high for conservative investors.

A 54*
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EE—. i Iﬁ\ﬂﬁu

Analyst: Marcin Grotek (+48 22 585 29 44)

Exchange rate focus

= s e e Mar-10 Sep-10
EUR/PLN 4.20 3.75

Last: 4,11 sell 4.05 target;: 3.95 - 3.89 Change from last week
Rectangle and downward-trend, the latter to prevail and 4.00 -> 3.93 USD/PLN 2.90 2.59

- 3.85 to follow.

Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH

x Raiffeisen
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Weekly outlook

Hungary
How good is the good budget data?

(P)review of key economic figures/events

08 Jan 10 Nov -7.0 (Oct -12.9)
11 Jan 10 Nov 450 (Oct 471)
14 Jan 10 Dec 5.7 (Nov 5.2)
HUF yield curve Market strategy
8.0 Sell HUF T-bonds
7.5

Market comment

EUR/HUF is hovering slightly below the 270 mark
amidst poor trading activity at the beginning of the
year. There is nothing spectacular going on locally
or even regionally, and Greece's sorrows currently
do not have the power to move the market. Yields on
Hungarian government bonds are cautiously moving

7.0

6.5

6.0

53 ‘ ‘ ‘ ‘ southwards, propelled by some remaining buy calls,
0 2 4 6 8 10 ot o
but again neither the speed nor the level of activity
¢ actual yields yie|c| curve is Worfh noﬁng.
lostweek Swap cove In the December budget data published by the Mi-
Source: Thomson Reuters, Raiffeisen RESEARCH nistry of Finance, there was a SUI’plUS of HUF 205
bn. This put the cash-based central budget deficit for
Money market focus the year as a whole at 3.6% of GDP, lower than
o o
YTV, 3m — the p|onnec! |ev§! of 3.8%. Appqrently,. the Bajnai
ool A3 G government's crisis management was fairly success-
Sl o el 004 007 ful — even though we suspect that the ministry did
Forecast Mar-10 5.8 5.8 some small-scale juggling with the figures.
Market outlook
Bond market focus , , ,
Upcoming macro data should reinforce the view that
3y 15y the Hungarian economy is emerging very slowly
Actual 7.25 7.45 . S
from the worst of the recession, with industry output
Change from last week -0.10 0.17 L o
Forecast Mar-10 68 70 declining by 7% yoy and the trade surplus expec-
Spread to bunds 484.1 347.3 ted to remain massive (EUR 450 mn) in November.
Change from last week 25.0 32.4 On the other hand, inflation is continuously creeping

upward, reaching a plateau of around 6% yoy in

December—January. This leaves the monetary council

EUR/HUF with one less argument in favour of further rate cuts.
- Nevertheless, the next rate setting meeting is still far

| = away (31 January). In the meantime, we believe that
RS 208 there is really no reason for the current market opti-
T I o mism to continue. We expect HUF to weaken, and
| ) .
' *. o 200 we therefore suggest buying EUR against HUF.
T P 275
27 70
a0 Bt *_—r\i* s Analyst:  Zoltén Térok (+36 148 44 843)
255 EV:I 255
250 | |——| 250
245 245
= 20 Exchange rate focus
230 ! 230
5] - i ¢ ES & e e Mar-10 Sep-10
EUR/HUF 285.0 275.0
Last: 269.20 sell 266.80 target: 265.80 - 264 Change from last week
Diamond-pattern as expected, now either 271.50 -> 274 or bearish
confirmation at 266.80 - 250 (med-term). USD/HUF 196.6 189.7
Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH
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Weekly outlook
Czech Republic

2009 f:scal deficit worse than expected

(P)review of key economic figures/events

11 Jan 10 Dec 1.0 (Nov 0.2)
11Jan 10 Dec 9.3 (Nov 8.4)
13 Jan 10 Nov 3.0 (Oct-4.7)

CZK yield curve Market strategy
5.0 Neutral CZK T-bonds
45
4.0 ——
o / — Market comment
3.0 // The Czech koruna (CZK) has seen high intraday vo-
25 . / latility recently, fluctuating between EUR/CZK 26.40
2.0 R and 26.10. Yields on 10-year government bonds
1.5 [ have increased dramatically to above 4.20, already
10%¥ putting them at our forecast target for Q1. The 2009
05 trade balance surplus exceeded CZK 150 bn in No-
0.0 vember. In contrast to this favourable performance,
0 2 4 6 8 10 public finances are in a worse shape than expected.
¢ actual yields yield curve The MoF used almost CZK 32 bn of its reserves to
"""" Swap corve lost week decrease the budget deficit for 2009. Therefore, the
Source: Thomson Reuters, Raiffeisen RESEARCH state budget deficit was GCfUG”y not CZK 192 bn
Money market focus as officially announced this week, but CZK 224 bn.

With a deficit of around CZK 30 bn in regional and

ﬂ/:;lmes 13;; ’,27"; local b.uc'igets, health insurance, etc., the ESA-95 fis-
Change from last week 0.00 001 cal deficit was around CZK 254 bn, or 6.9 % of GDP
Forecast Mar-10 13 18 (in line with our estimate). On the other hand, the
Forward rafes 3x6 9x12 2010 deficit projection of 5.2% of GDP represents a
1.76 2.14 fairly serious fiscal consolidation. In December, Stan-
Change from last week 0.04 0.07 dard and Poor’s confirmed it's rating of the Czech
Bond market focus Republic’s long-term foreign currency liabilities at
“A" with a stable outlook.
Sy 15y
Actual 3.22 479
Change from last week 0.12 0.24 Market OUfIOOk
;2:::5"0'\/\:;"12 83;"3, 8‘;'; The Czech National Bank's (CNB) key rate is at a
Change from last week v 05 new all4ime low and we do not believe that any more
o 5.1 na. cuts are possible. Instead, we expect the CNB to re-
main on hold in H1, and to start a rate-hiking cycle
EUR/CZK in Q3 2010. We believe that the CNB will not per-

form any pre-emptive hikes if economic performance
does not improve. Fiscal considerations and the par-
liamentary elections scheduled for May could have a
significant impact on the CZK and bond yields. We

o7 207 see the key risk to our forecast scenario in a possible
204, 264 repeat of the election stalemate seen in 2006.
261 |'L| T 261 Analysts: Pavel Mertlik (+420 221 141 800)
bs +E|="T' F 258 Walter Demel (+43 1 71707 1526)
+ Exchange rate focus
..... i § Foudio FE St = Mar-10 Sep-10
EUR/CZK 25.8 24.8
Last: 26.28 position: neutral Change from last week
Triangle, bullish confirmation would be: 26.75 > 27 - 27.50, stop
05 02% 0800 USD/CZK 17.8 17.1
Change from last week
Source: Thomson Reuters, Raiffeisen RESEARCH
x Raiffeisen
RESEARCH 5
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Weekly outlook

I Economic decline SIOWS in Q3

(P)review of key economic figures/events

11 Jan 10 Dec 1.3 (Nov 0.2)
12 Jan 10 Nov -13.0 (Oct -15.4)
14 Jan 10 Dec 2.8 (Nov 1.8)

Interest rates on T-bills
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Money market focus
3m 12m

ZIBOR actual 3.67 6.25
Change from last week -0.60 0.08
T-bills actual 4.70 5.99
Exchange rate focus

Mar-10 Sep-10
EUR/HRK 7.50 7.40
Change from last week
USD/HRK 5.17 5.10
Change from last week

EUR/HRK

Weel

—_——

7,34
g T J_ 7,32
7,3 ’ T ‘ 7,3
7,28 ! 7,28
7,26 ¢ | | T ' 7,26
LW -
7,22 é] 7,22
last: 7.27 position: short target: 7.20

Bearish confirmation 7.2490 -> 7.2340 - 7.20 is likely to follow as
7.34 withstands.

Source: Thomson Reuters, Raiffeisen RESEARCH

Market strategy
Neutral EUR/HRK

Market comment

The final data released by the Central Bureau of Sta-
fistics confirmed the expected slowdown in the de-
cline of GDP in the third quarter of 2009. In Q3,
GDP fell by 5.7% in real terms compared to the same
period of last year (a slight change from the preli-
minary data, which showed a decrease of 5.8%).
With regards to GDP components, there was a sig-
nificant slowdown in the negative trend in household
consumption, which fell by 6.9% yoy (compared to
9.9% in Q1 and 9.4% in Q2). Government spen-
ding decreased for the first time in almost six years,
indicating the government’s willingness to adapt to
the current situation in the domestic economy.

The C/A surplus was EUR 1.77 bn in the third quar-
ter of 2009. This represents a significant decrease of
7.5% compared fo the same period of 2008, which
was expected since tourist season earnings fell by
15.7%. In light of the slowdown in the decrease of
GDP, the C/A deficit rose to 6.2% of GDP. A posi-
tive contribution to the balance of payments came
from the account of commodities, which generated a
31.4% decline in the deficit compared to Q3 2008.
With an expected GDP decrease of 6% and a stron-
ger decline of imports than exports, the C/A deficit
is likely to fall to 5.5% of GDP.

Market outlook

The beginning of this week was marked by slight ap-
preciation pressures on the kuna. However, the rest
of the week passed relatively calmly, with low tra-
ding volumes and the FX rate just below EUR/HRK
7.30. For the week ahead, we expect the rate to stay
slightly below EUR/HRK 7.30 due to the well-balan-
ced supply and demand for euros. In mom terms, de-
preciation pressures on the kuna should prevail since
the relatively large amount of external debt maturing
in January will increase demand for euros (further in-
debtedness on foreign markets is not expected). On
the other hand, a stronger decline of imports than
exports will support the kuna.
Analysts: Ivana Juric (+385 1 61 74 349)

Zrinka Zivkovic-Matijevic (+385 1 61 74338)

x Raiffeisen
RESEARCH

RZB Group



Weekly outlook

Romania

Uncertainty declines in recent weeks

(P)review of key economic figures/events

05 Jan 10 Jan 7.50 (Dec 8.00)
12 Jan 10 Dec 4.8 (Nov 4.7)
13 Jan 10 Nov n.a. (Oct -1.5)

ROBOR 3m & T-bond yields (%) Market strategy
15 Buy RON T-bonds
14 "k
13 A
12 N,.,IV - \l Market comment
18 ,JAV" N AR Y On Tuesday, the central bank decided to cut the key
o Do RN interest rate by 50bp to 7.5%, even though most
8 sl () analysts expected the NBR to remain on hold (we
71 expected just a 25bp cut). This decision was made
2: \ possible by the fact that the political situation has
4 . . . . . . returned to normal and there is a good chance that
Dec06 Jun07 Dec07 Jun-08 Dec08 Jun-09 Dec-09 fhe ogreemenfs Wlfh fhe IMF ond fhe Europeon Com-
mission will remain on track. Moreover, the develop-
— ROBOR3m ——3yThond —— 10y Tbond ment of economic activity and inflation both argue
in favour of lower interest rates. The decision also
Source: Thomson Reuters, Raiffeisen RESEARCH suggests that the NBR believes that uncertainty in the
economy has declined following the establishment of
Money market focus a new government on 23 December and the positive
MM rates 3m 12m comments made by the IMF representative at the end
Actual 8.97 9.04 of last year. The decision to cut the key rate had a
Cliatrgie o ool 10 71 positive impact on both money market interest rates
Forecast Mar-10 99 8 and bond yields (which fell), and on the leu (which
Implicit forward rates 6x9 . .
2 appreciated). The interest rate and exchange rate
Change from last week 066 moves also reveal that investors’ perception of Ro-
mania has improved and that they are demanding a
Bond market focus lower risk premium.
3 1
Actual %00 s.% Market outlook
f:i';ﬂf,m_'fg' ek 2]22 ;:gg We believe that market interest rate levels and bond
Spread to bunds 723.0 462.0 yields incorporated a high risk premium at the end
Change from last week 94.8 1147 of December. The recent decline in uncertainty in the
economy following the calming of political turmoil
EUR/RON in the final days of 2009 argues in favour of a lo-
wer risk premium. This should be followed by a de-
i =y crease in market interest rates and yields. We think
ﬁ-\ 4,25 . . .
T ﬁﬂ'l"*"\' T. o that if the government succeeds in getting the bud-
N e get plan for 2010 passed by Parliament next week,
s H.‘ - b the downward trend in interest rates and yields will
] i i consolidate.
i 5 'l‘ m———er Analyst: lonut Dumitru (+40 37 2211269)
3,65 3,65
i e Exchange rate focus
B = ¥ B ) B T @ =, Mar-10 Sep-10
EUR/RON 4.30 4.20
last: 4.16 ) sell target: 4.1025 - 4.0085 Change from last week
Z:j;ggi: d,orgt;; ;iﬁzlrl;)rr;ejl;g zé.‘sl‘025, 3.91 and even 3.70 would be the USD/RON 297 2.90
Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH

x Raiffeisen
RESEARCH ,
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Weekly outlook

s Low inflation, more rate cuts expected

(P)review of key economic figures/events

12 Dec 09

RUB yield curve
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Duration (years)

7.0 ‘ ‘

1 4 7 10
e actual yields
— —yield curve a week ago
yield curve
Source: Thomson Reuters, Raiffeisen RESEARCH
Money market focus
MM rates 3m 12m
Actual 10.54 12.12
Change from last week -0.85 -0.56
Forecast Dec-09 5.80 n.a.
Forward rates 3x6 9x12
12.04 n.a.
Change from last week -0.79 n.a.
Bond market focus
2y 15y
Actual 771 8.69
Change from last week -0.39 -0.28
Forecast Dec-09 7.21 n.a.
USD/RUB

32
31,6 T4
[

31,6

31,2

30,8

29,6
29,2

28,8

Last: 29.86 sell

target: 30.30 - 30.
The downward-trend is being tested, erratic price movement, might
trigger 29.81 -> 29.56 - 29.20.

Source: Thomson Reuters, Raiffeisen RESEARCH

[rade balance; USD b ] Nov 12.5 (Oct 11.1)

Market strategy

The rouble market will remain closed for the long market holidays
until 10 January. However, we see some indications from the off-
shore market that the rouble market will open stronger after the
holidays are over. At the moment, the offshore rouble market is
quoting the rouble at 35.70 against the dual currency basket,
which is above the level seen before the market holidays.

Market comment

The Federal State Statistics Service estimated 0.4%
consumer price inflation in December, putting annual
inflation for 2009 at 8.8%, which is decisively lower
than the 13.3% seen in 2008. The prices for food
and market services inflated by 0.6% and 0.5%, res-
pectively, whereas non-food prices increased by just
0.2%. The deep economic recession allowed Russia
to achieve a low level of inflation that is unparalleled
in its modern history. Furthermore, the medium-erm
inflation outlook should remain fairly benign despite
the low base effect from 2009. We expect average
monthly inflation to drop to 0.6% in 2010, compa-
red to 0.7% in 2009, which should result in margi-
nally lower price growth for the coming year. Per-
sistently weak consumer sentiment coupled with the
fact that rouble appreciation is preventing unwanted
imported inflation should help to keep inflation in
check for most of 2010. The manufacturing PMI re-
port painted a fairly discouraging picture, with the
seasonally adjusted index falling to 49.4 in Decem-
ber, the weakest reading in the last six months. Both
reports may encourage the central bank to increase
the scope of monetary easing in Q1. We expect the
bank to slash the main interest rates by 50bp in Ja-
nuary instead of the 25bp that the bank already de-
livered in December. The inflation rate in January is
unlikely to be indicative since it includes regulated
tariff hikes traditionally carried out at the beginning
of the year. We foresee a total of 100-150bp in rate
cuts during Q1 and about 75bp in rate cuts in Q2.

Analyst: Gintaras Shlizhyus (+43 1 71707 1343)

Exchange rate focus

Mar-10 Sep-10
EUR/RUB 42.93 41.72
Change from last week
USD/RUB 29.60 28.77

Change from last week

x Raiffeisen
RESEARCH

RZB Group
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