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Forecast

Mar-10 Sep-10
Poland
PLN 4.20 3.75
1m-rate 3.6 3.8
5y bond 57 5.9
10y bond 6.5 6.3
Hungary
HUF 285.0 275.0
Tm-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
1m-rate 7.1 6.3
5y bond 7.9 7.2
10y bond 7.6 7.2
usb 1.45 1.45

Currencies per 1 EUR
Source: Thomson Reuters. Raiffeisen RESEARCH
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Outlook

22 January 2010

Recommendations (1-month horizon)

| Neutral PLN bonds; Sell HUF bonds; Buy CZK bonds; Buy RON bonds

mm Highlights

B Poland - After the recent rally of Polish bonds and the PLN, we
prefer to wait on the sidelines in the short run. A credible con-
solidation plan for the public finances will have to be presented
at the end of January if the positive sentiment towards Poland is
to prevail for more than just a couple of weeks.

Hungary — The next rate setting meeting of the monetary coun-

cil will probably bring about another 25bp rate cut. At its last
meeting, the council shifted from the previous rate cuts of 50bp

to a 25bp cut.

Czech Republic -Next Wednesday, the Ministry of Finance will

issue a 3-year government bond with a volume of CZK 8 bn.
Investors are likely to demand less and for a higher yield.

Key upcoming events and data releases
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Weekly outlook

Local currency bonds

Market overview

CEE local currency bond market snapshot

21/01/2009 Coupon % YTM % MDuration
PLN 2y Gov. Bond 0.00 4.95 2.5
PLN 5y Gov. Bond 5.50 5.58 4.5
PLN 10y Gov. Bond 5.50 6.07 7.7
PLN 20y Gov. Bond 575 6.08 11.5
HUF 3y Gov. Bond 7.50 6.80 3.4
HUF 5y Gov. Bond 8.00 7.09 4.1
HUF 10y Gov. Bond 6.50 7.42 7.0
HUF 15y Gov. Bond 6.00 7.34 9.4
CZK 2y Gov. Bond 6.55 1.58 1.6
CZK 5y Gov. Bond 3.80 3.39 4.7
CZK 10y Gov. Bond 5.00 4.35 7.4
CZK 15y Gov. Bond 5.70 4.91 10.0
SKK 2y Gov. Bond 0.00 1.96 2.3
SKK 5y Gov. Bond 4.90 3.09 3.6
SKK 10y Gov. Bond 5.30 3.84 7.4
HRK 5y Gov. Bond 4.50 5.19 3.2
HRK 10y Gov. Bond 4.75 5.80 5.8
RON 3y Gov. Bond 6.00 7.84 0.8
RON 5y Gov. Bond 6.50 7.76 1.9
TRY 2y Gov. Bond 0.00 8.63 1.8
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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Weekly outlook
Poland

Bond demand still upbeat

(P)review of key economic figures/events

26 Jan 10 Jan 3.5 (Dec 3.5)
28 Jan 10 Dec 7.1 (Nov 6.3)
28 Jan 10 Dec 12.0 (Nov 11.4)
PLN yield curve Market strategy
6.5 Neutral PLN T-bonds
6.0
55 Market comment
5.0 Strong demand on the primary and secondary mar-
4.5 kets continued throughout the week and culminated
4.0 VA in another successful bond tender in the amount of
3.5 PLN 2.5 bn on Wednesday. Demand for the 10y and
30 20y bonds together was more than 3 times higher
25 ‘ ‘ ‘ ‘ than the amount sold. Yields on 10y bonds dropped
0 2 4 6 8 10 to 6.1% this week. The economic data released last
o actual yields Jield curve week broyght a surprisingly. strong pick-up in ave-
....... swap curve last week rage nominal wage growth in the corporate sector.
In December wages increased by 6.5% yoy, which
Source: Thomson Reuters, Raiffeisen RESEARCH was much stronger than expected. Employment dl’Op-
Money market focus ped by 1.8% yoy and 0.2% mom and thus showed
T - T little sign of improvement.
Actual 4.02 4.32
Change from last week -0.04 -0.01 Markef OU"’OOI(
::?::;T;:O 4&:, 490 Expectations that public debt could end up “better
4.45 than expected” in 2010 has fuelled the recent drop
Change from last week 0.03 in yields to a large extent. Although strong economic
performance will also contribute to higher budget re-
Bond market focus venues and a lowerthan-expected deficit, this effect is
Sy 20y likely priced in already. After the recent rally of Polish
Actual 5.58 6.08 bonds and the PLN, we prefer to wait on the sidelines
Changelomlasiiest s OO in the short run. What makes us cautious is a setback
Forecast Mar-10 370 640 on the global stock markets and a rise in risk aversion.
Spread to bunds 324.1 199.4 . .
Change from last week 9 07 Moreover, better economic performance will fuel ex-
Goemilonmns 36 pectations of rate increases, which could put upward

pressure on yields. Finally, a credible consolidation
EUR/PLN plan for the public finances will have to be presented

at the end of January if the positive sentiment towards

= : Poland is to prevail for more than just a couple of
a7 weeks.
4,6
4,5
:: Analysts: Marcin Grotek (+48 22 585 29 44)
- Marcin Kopazynski (+43 1 71707 1423)
2
3,8
3,7
3,6
o3 Exchange rate focus
|22 Mar-10 Sep-10
R - i ’ EUR/PLN 4.20 3.75
Last: 4,07 sell 4.00 target;: 3.95 - 3.89 Change from last week
4.00 -> 3.93 - 3.85 has not been triggered yet, rebound 4.10 ->
4.1965 not off odds. TRy 2 2.59
Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH

x Raiffeisen
RESEARCH 3
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Weekly outlook

s Another 257?

(P)review of key economic figures/events

19 Jan 10
25Jan 10
29 Jan 10
HUF yield curve
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Money market focus

MM rates

Actual

Change from last week
Forecast Mar-10

Bond market focus

Actual

Change from last week
Forecast Mar-10
Spread to bunds
Change from last week

3m
6.15
0.00

. 8
Sy 15y
7.09 2
0.01 0.09
6.8 7.0
474.7 343.2
5.5 6.9

12m
5.99
0.00
5.
34
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Last: 271.06

been triggered.

buy

:::::

target: 276

Diamond-pattern, Morning Star = buy-signal at the Fibo, i.a. 271, has

Source: Thomson Reuters, Raiffeisen RESEARCH

Nov -3.0 (Oct -1.6)
Jan 6.0 (Dec 6.25)
Dec 10.6 (Nov 10.5)

Market strategy
Sell HUF T-bonds

Market comment

Europe started to stumble mostly driven by fears
about the viability of Greece’s debt refinancing. This
put extra pressure on emerging Europe and brought
about a significant weakening of HUF from around
267 to 272 against the EUR. In the meantime, the
Hungarian finance minister, Péter Oszké, promoted
the upcoming Eurobond issue at an international
roadshow. Prime Minister Bajnai stated at a confe-
rence that Hungary needs to join to the Eurozone as
soon as possible. Although this may be true, we do
not realistically expect it to happen within the next

4-5 years.

Market outlook

The next rate setting meeting of the monetary council
(Monday, 25 Jan) will probably bring about another
25bp rate cut (from 6.25% to 6% p.a.). At its last
meeting (Dec 2009), the council shifted from the
previous rate cuts of 50bp to a 25bp cut, and we
see no reason for it o once again change its policy
stance. We expect a total of 50bp in rate cuts in Q1
2010, after which we expect the key rate to remain
unchanged until the end of the year.

As far as the Hungarian government bond market is
concerned, we are upholding our recommendation
to SELL longer maturity paper (especially the 5-year
segment). In our view, the rate cuts will not have a
positive influence on yield levels, and problems are
accumulating, leading to a deterioration of market
sentiment.

Analyst:  Zoltén Térék (+36 148 44 843)
Wolfgang Ernst (+43 1 71707 1500)

Exchange rate focus

Mar-10 Sep-10
EUR/HUF 285.0 275.0
Change from last week
USD/HUF 196.6 189.7

Change from last week

x Raiffeisen
RESEARCH
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Weekly outlook

meeeessss CNB falks about future rate hikes

(P)review of key economic figures/events

28 Jan -2 Feb 10 | ISR CSMBITRAUSIGIBURUINEY] Dec 1.5 (Nov 0.1)

CZK yield curve Market strategy
50 Buy CZK T-bonds 10y or more
4.5 A
4.0
35 .. Market comment
3.0 / More and more board members of the Czech Natio-
25 / nal Bank (CNB) are talking about future interest rate
2.0 Kd hikes. Vice Governor Miroslav Singer expects the
13 P * Czech economy to expand by almost 2% this year.
1.0 Board member Robert Holman said that the 2-week
0-5 repo rate is likely to be raised by 25bp in the second
00 o ) . . . 0 or third quarter. In addition, Governor Zdenek Tuma
, . said earlier this week that rates may have reached
¢ actual yields yield curve their lowest point in the present easing cycle. All in
....... swap curve last week imistie vi
all, the central bankers share a more optimistic view
Source: Thomson Reuters, Raiffeisen RESEARCH on the economy. The new qucrterly economic fore-
Money market focus cast published on 4 February will likely show a slight
improvement.
MM rates 3m 12m
Actual 1.25 1.76
Change from last week 0.00 -0.01 Market OUfIOOk
Forecast Mar-10 1.3 1.8 .
e 3 9x12 Last week, we recommended bU}/lng |ong-tgrm ngch
. 2] government bonds. Although yields remained high,
e lian e 0.02 0.01 \P/‘ve still bet on @ declinekin yields over a 2go 3 montP;
orizon. At present, risk premia are up (because o
Bond market focus the fiscal turmoil in Greece) and we expect a drop in
Sy 15y the months to come. The spread between CZK and
Actual 3.35 4.91 EUR 10-year bonds is also at a 3-month high cur-
Change from last week 0.13 0.02 rently. Next Wednesday, the Ministry of Finance will
Forecast Mor 10 33 7 i 3-year government bond with a volume of
Spread to bunds 101.1 99.9 Issué a J-year gov , ' a volu
Change from last week 17.2 02 CZK 8 bn. Investors are likely to demand less and
Spread to swaps .35 na. for a higher yield. However, the ministry will not be
forced to accept all bids as the planned issues of
EUR/CZK Eurobonds could compensate for the lower demand
/ for CZK denominated bonds. According to a source
N —F from the Ministry of Finance, the treasury is consi-
i — g dering issuing a USD-denominated Eurobond with
268 , 268 a volume of USD 1-2 bn and a EUR-denominated
25 %5 Eurobond with a volume of EUR 1 bn. This will likely
26,4 26,4 . .
o H. e alleviate the upward pressure on yields.
PR — - s Analysts: Helen Horska (+420 234 40 1729)
*F Mﬁ ! ¢ Walter Demel (+43 1 71707 1526)
25,6 25,6
= ﬂj\'\' - = Exchange rate focus
25 25 Mar-10 Sep-10
Suiios T % muesdon © | sepemberain | Ouoveraon | owmberzns | ooomberos | ssmmerzoo  reouaio EUR /CZK 25.8 24.8
Last: 26.02 buy 26.30 target: 26.60 Change from last week
Should rebound towards 26.60 after this High Wave, sell 25.50 -> USD/CZK 17.8 17.1
25.25. Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH

x Raiffeisen
RESEARCH 5
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Weekly outlook

E—— lnflafionary pressures

(P)review of key economic figures/events

21 Jan 10 Dec -5.8 (Nov -8.6)

29 Jan 10 Dec 1160 (Nov 1289)

29 Jan 10 Dec 590 (Nov 650.3)

Interest rates on T-bills Market strategy
8.0 - Neutral EUR/HRK
75 x v 5
- \ Market comment
6.0 \_\V In December annual inflation in Croatia accelerated
5.5 VAC to 1.9%, up from 1.8% in November. The largest
5.0 — contribution came from the rise of prices in the health-
4.5 care sector. Prices fell 0.6% in mom terms, mainly
40 driven by seasonal declines in the prices for clothes
3.5

and shoes. The average inflation rate in 2009 was
2.4%. We expect stronger inflationary pressure in
2010 as a result of the lower base effect from last
year, but also due to the increase in energy prices.
However, prices are still below real market prices,
which is why administrative prices will have to be ali-
gned with those in the European Union over the next
two years as part of Croatia's EU accession process.
A possible intensification of depreciation pressures
12m on the domestic currency could support these trends.

3.0 T T T T T T
Jan-09 Mar-09 May-09 Jul09 Sep-09 Nov-09 Jan-10

91-d T-bills —— 182-d T-bills —— 364-d T-bills

Source: Thomson Reuters, Raiffeisen RESEARCH

Money market focus
3m

ZIBOR actual 2.68 5.29 This year's increase in the VAT rate has not yet had
Change from last week L O the expected impact on prices since already weak
L 4.70 .99 demand is putting downward pressure on prices.
This is being supported by the fact that food and
beverage prices stayed at the same level as in 2008.

Exchange rate focus Moot :
egative trends on the domestic labour market con-
Ll Sep-10 tinued in December, with the number of unemployed
g{ﬁﬁ Z:’:mm st woek 7:50 740 people nearing 300,000. We expect unemployment
USD/HRK 2 a1 to reach its peak in the first half of the year, while

Change from last week

EUR/HRK

Weekly QEURHR}

-

—

7,35
7,34

{ 7,33
7,32

l 7,31

‘ 7.3

47,29

! 7,28

‘ | 7,27

Yoo

BATRE AT AT
last: 7.29 position: neutral

Bearish confirmation 7.2490 -> 7.2340 - 7.20 is less likely to follow
than 7.34 -> 7.38.

R EE N EE N
[T B ) Fov10 it

Source: Thomson Reuters, Raiffeisen RESEARCH

the possible positive influence from the tourist season
could help reverse the trend.

Market outlook

Occasional large increases in the demand for euros
from the corporate sector were not significant enough
to push the rate above 7.3 kuna per euro. The period
of high liquidity is continuing on the domestic money
market, keeping interest rates at low levels. In the
coming week, we expect the EUR/HRK rate to stay at
roughly the same level as this week. From a monthly
perspective, there is a possibility that the exchange
rate will rise above 7.3 kuna per euro, but the period
of stability should continue in general.

Analysts: Ivana Juric (+385 1 61 74 349)
Zrinka Zivkovic-Matijevic (+385 1 61 74338)

x Raiffeisen
RESEARCH
RZB Group




Weekly outlook

s Bond prices increased further last week

(P)review of key economic figures/events

13 Jan 10 Nov 3.0 (Oct -0.8)
15 Jan 10 Nov -323 (Oct -499)
15 Jan 10 Nov 41 (Oct 52)
ROBOR 3m & T-bond yields (%) Market strategy
15 Buy RON T-bonds
14 My
13 /J i Market comment
1 AT cal miss
1 AN i1/ Technical missions from the IMF, World Bank and the
]8 o™ N European Commission arrived this week in Bucha-
8 P 'Y/ rest to assess Romania’s performance with regard to
7 W@W’b‘? [/ the required targets under the financial agreements
6 V_A‘ concluded last year. The evaluation is scheduled to
i' be finalised on 27 January. We expect the Stand-By
Dec06 Jon07 DecO? Jon08 DecOB Jon09 DecO9 Arrangement with the IMF to remain on track. This
would mean that Romania would receive another
— ROBOR3m ——3yTbond ——10y Tbond EUR 2.3 bn from the IMF in the middle of February
(half of which would be used to finance the budget
Source: Thomson Reuters, Raiffeisen RESEARCH deficit). We also think that the European Commission
M ket F and the World Bank will likely release the tranches
oney market focus that were due at the end of 2009 in February.
MM rates 3m 12m
Actual 8.00 8.08 Market outlook
Change from last week -0.01 -0.20
Forecast Mar-10 7.3 7.6 Domestic and foreign investors’ inferest in govern-
Implicit forward rates 6x9 ment bonds has increased sharply in recent weeks.
8.02 They were lured by the high yield levels and by the
Change from last week 0.17 . . .
expected decrease of yields in the coming quarters.
Bond market focus High c!emond for bonds pushed yields to lower le-
vels. Yields for 3-year and 5-year bonds have fallen
47 L7 by 175bp since the beginning of the year, around
Actual 7.85 7.75 . .

Chanas bor | 80bp of which came in the last week alone. In fact,
ange from last week -0.80 -0.25 . . . X
Forecast Mar-10 790 7 60 the recent decline in yields has erased the high risk
Spread to bunds 629.5 455.7 premium that was incorporated at the end of 2009,
Change from last week 49.1 16.6 which was no longer justified after the political tur-

moil abated and a new government was established.
EUR/RON We feel that the new yie|<':| level is largely in line with
the current monetary policy rate level, which means
s - s that new significant gains in bond prices are less pro-
A i bable in the short term. However, yields should fall
e py further by the end of the year in line with the expec-
:::‘ . TS ted cuts in the monetary policy rate.
» "Jﬂ a9 Analyst: lonut Dumitru (+40 37 2211269)
3,8 3,8
e e e 2
] o Exchange rate focus*
3,3 33
32 32 Mar-10 Sep-10
2007 ‘T © 2%03 ¢ Q‘l ¢ 2“809 ¢ D‘K Zﬂlg * EUR/RON 4.30 4.20
Llast: 4.14 buy 4.1690 target: 4.23 - 4.32 Change from last week
Seems to still be bullish and a rally ahead, first signal would be the
above buy-signal. Sell 4.06 -> 3.91. USD/RON 2.97 2.90
Change from last week
Source: Thomson Reuters, Raiffeisen RESEARCH * under revison
x Raiffeisen
RESEARCH ;
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Weekly outlook

s IMF hopes wane

(P)review of key economic figures/events

14 Jan 10 Jan 6.50 (prev 6.50)
25 Jan 10 Jan n.a. (Dec 92.2)
29 Jan 10 Dec n.a. (Nov -3.7)
TRY yield curve Market strategy
1 Lira T-bonds: sell 5y, buy 2y (short duration strategy); sell TRY,
buy USD
10 _—
. - Market comment
-
7 A comment made by Economy Minister Ali Babacan
8 = dashed earlier hopes for a quick deal between Tur-
S~ key and the IMF, which investors had already priced
71 . into the TRY market. Specifically, Babacan called the
s Durafion (years) IMF deal “non-essential”. We assume that the Turkish
‘ ‘ ‘ government was unable to reach a breakthrough in
0 1 2 3 4 . . - X N
eld the IMF talks given Turkish opposition to fiscal tighte-
I ;&fcﬂsezweek ago ning measures. This news combined with deteriora-
actual yield curve ting global market sentiment pushed the lira to 1.48
Source: Thomson Reuters, Raiffeisen RESEARCH and applied negative pressure on the government
bond market. The market hoped to see the agreement
Money market focus go through, as it could help investor confidence, im-
MM rates 3m 19m prove thfa fiscal Qutlook and help o reduce the bur-
Actual 6.38 7.60 den of high public debt rollover ratios. The failure to
Change from last week 0.11 0.20 reach an agreement will increase selling pressure on
Forecast Mar-10 6.40 7.48 the Turkish market in the coming days.
Forward rates 3x6 9x12
578 7.15
Change from last week -0.02 0.11 Market OU"IOOI(
Given the above-mentioned circumstances, we see
the lira sliding back to 1.50-1.52 against USD,
Bond market focus while lira interest rates could increase by 20-30bp.
ly Sy We expect the long end of the TRY curve to widen
Actual 7.99 10.49 more than the short end. In our opinion, the CBRT's
Sl IS 0.15 0.77 rate cutting policy might need a longer pause to ac-
Forecast Mar-10 7.48 9.55

EUR/TRY

2,35
2,25
2,2

2,15

2,05

1,95
19

1,95
19

17
o=

Last: 2.09 position: short

2.15->2.20.

1,85 1,85
18 L 18
1,75 1,75

1,7
x a0

target: 2.04 - 1

0

.90

Triangle with 2.04 -> 1.99 - 1.90 likely, but in before a rebound like

commodate the negative impact of the latest news.
Earlier in January, the CBRT left rates unchanged and
we expect the bank to keep rates flat in February
as well. However, given the fragility of the econo-
mic recovery, the CBRT is unlikely to hike rates until
H2 2010 or at least until there is a credible threat
to the disinflation process. Interestingly, the latest bi-
weekly CBRT survey of market expectations puts CPI
at 7.15% at the end of 2010, which somewhat ex-
ceeds the CBRT's inflation target of 6.5%.
Analyst: Andreas Schwabe (+43 1 71707 1389)
Gintaras Shlizhyus (+43 1 71707 1343)
Exchange rate focus

Mar-09 Sep-09
EUR/TRY 2.11 2.14
Change from last week
USD/TRY 1.50 1.52

Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH

x Raiffeisen
RESEARCH
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