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Forecast
current Mar-10 Jun-10 Sep-10

Poland
PLN 4.07 4.20 3.80 3.75
1m-rate 3.4 3.6 3.6 3.8
5y bond 5.6 5.7 5.7 5.9
10y bond 6.1 6.5 6.2 6.3
Hungary
HUF 271.7 285.0 275.0 275.0
1m-rate 6.2 5.9 5.8 5.7
5y bond 7.1 6.8 6.6 6.4
10y bond 7.4 7.1 6.9 6.6
Czech Rep.
CZK 26.0 25.8 25.4 24.8
1m-rate 1.0 1.2 1.1 1.3
5y bond 3.2 3.3 3.3 3.7
10y bond 4.3 4.2 4.1 4.4
Romania
RON 4.1 4.3 4.3 4.2
1m-rate 7.8 7.1 6.4 6.3
5y bond 7.9 7.9 7.4 7.2
10y bond 7.8 7.6 7.3 7.2
USD 1.42 1.45 1.50 1.45

Currencies per 1 EUR
Source: Thomson Reuters. Raiffeisen RESEARCH

Key upcoming events and data releases
Country Indicator Period Forecast Range  Last
22-Jan
RU Industrial production, yoy Dec n.a. % 0.0/2.5/4.9 1.5
25-Jan
HU Monetary council meeting Jan 6.0 % 6.25/6/5.75 6.3
HU Retail sales, yoy Nov -7.3 % -7.5/-7.3/-6.3 -7.5
TR Manufact. confidence Jan n.a. n.a. 92.2
26-Jan
PL NBP rate decision Jan 3.5 % 3.5/3.5/3.5 3.5
28-Jan
PL Retail sales, yoy Dec 7.1 % 3.2/6.1/8.3 6.3
PL Unemployment rate Dec 12.0 % 11.3/11.8/12.1 11.4
29-Jan
HU Unemployment Dec 10.6 % n.a. 10.5
HU PPI, yoy Dec 1.3 % 0.4/1.3/1.8 0.3
HR Imports Dec 1160.0 EUR mn n.a. 1289.0
HR Exports Dec 590.0 EUR mn n.a. 650.3
TR Trade balance, USD bn Dec n.a. USD bn n.a. -3.7
27-Jan - 29-Jan
RU Unemployment rate Dec n.a. % 7.5/8.0/8.1 8.1
28-Jan - 2-Feb
CZ Flash estimate industrial 

putput, yoy
Dec -1.5 % n.a. -0.1

Recommendations (1-month horizon)
Neutral PLN bonds; Sell HUF bonds; Buy CZK bonds; Buy RON bonds

 Highlights

  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. 

Bond auctions
ISIN Coupon Maturity Volume

27-Jan

CZ 3y T-bond CZ0001002729 2.80% 16 Sep 2013 CZK 8 bn

28-Jan

HU 3y T-bond HU0000402466 7.50% 24 Oct 2013 HUF 25 bn

HU 5y T-bond HU0000402268 8.00% 12 Feb 2015 HUF 15 bn

HU 10y T-bond HU0000402433 6.50% 24 Jun 2019 HUF 10 bn
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Weekly outlook
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Local currency bonds
 Market overview
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CEE local currency bond market snapshot
21/01/2009 Maturity Coupon % Ask price YTM % Spread to 

bunds (bp)
MDuration

Poland
PLN  2y Gov. Bond 25/ Jul 12 0.00 88.65 4.95 382 2.5
PLN  5y Gov. Bond 25/ Apr 15 5.50 99.60 5.58 324 4.5
PLN 10y Gov. Bond 25/ Oct 19 5.50 95.86 6.07 282 7.7
PLN 20y Gov. Bond 25/ Apr 29 5.75 96.25 6.08 199 11.5

Hungary
HUF  3y Gov. Bond 24/ Oct 13 7.50 102.20 6.80 519 3.4
HUF  5y Gov. Bond 12/ Feb 15 8.00 103.74 7.09 475 4.1
HUF 10y Gov. Bond 24/ Jun 19 6.50 93.87 7.42 417 7.0
HUF 15y Gov. Bond 24/ Nov 23 6.00 88.57 7.34 343 9.4

Czech Republic
CZK  2y Gov. Bond 5/ Oct 11 6.55 108.22 1.58 46 1.6
CZK  5y Gov. Bond 11/ Apr 15 3.80 102.13 3.35 101 4.7
CZK 10y Gov. Bond 11/ Apr 19 5.00 104.80 4.35 111 7.4
CZK 15y Gov. Bond 25/ May 24 5.70 108.00 4.91 100 10.0

Slovakia
SKK  2y Gov. Bond 4/ May 12 0.00 95.70 1.96 83 2.3
SKK 5y Gov. Bond 11/ Feb 14 4.90 106.76 3.09 76 3.6
SKK 10y Gov. Bond 12/ May 19 5.30 111.23 3.84 59 7.4

Croatia
HRK 5y Gov. Bond 11/ Jul 13 4.50 97.83 5.19 262 3.2
HRK 10y Gov. Bond 8/ Feb 17 4.75 94.03 5.80 255 5.8

Romania
RON 3y Gov. Bond 25/ Oct 10 6.00 98.67 7.84 623 0.8

RON 5y Gov. Bond 5/ Mar 12 6.50 97.61 7.76 543 1.9
Turkey

TRY 2y Gov. Bond 16/ Nov 11 0.00 86.04 8.63 750 1.8
TRY 5y Gov. Bond 6/ Aug 14 11.00 103.75 10.20 787 3.7
Source: Thomson Thomson Reuters, Raiffeisen RESEARCH
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Weekly outlook

Poland
 Bond demand still upbeat

(P)review of key economic figures/events
26 Jan 10 NBP rate decision Jan 3.5 (Dec 3.5) No rate changes expected
28 Jan 10 Retail sales, % yoy Dec 7.1 (Nov 6.3)
28 Jan 10 Unemployment rate, % Dec 12.0 (Nov 11.4)
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Market strategy
Neutral PLN T-bonds

Monthly QEURPLN=R 31.08.2008 - 30.06.2010 (GMT)

3,479961,8%

3,4246100,0%

3,3352161,8%

4,145561,8%

4,3002100,0%

4,5505161,8%

Cndl; QEURPLN=R; Bid
31.01.2010; 4,0968; 4,1376; 3,9850; 4,0743
Cndl; QEURPLN=R; Bid
31.01.2010; 4,0968; 4,1376; 3,9850; 4,0743
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Money market focus
MM rates 1m 3m 6m 12m
Actual 3.42 4.02 4.14 4.32
Change from last week -0.02 -0.04 -0.06 -0.01
Forecast Mar-10 3.60 4.15 4.21 4.50
Forward rates 3x6 6x9 9x12

4.28 4.45 4.46
Change from last week -0.08 0.03 0.05

Bond market focus
2y 5y 10y 20y

Actual 4.95 5.58 6.07 6.08
Change from last week -0.03 -0.07 -0.05 -0.02
Forecast Mar-10 5.20 5.70 6.50 6.40
Spread to bunds 381.6 324.1 282.4 199.4
Change from last week -8.0 -2.6 -5.4 -0.7
Spread to swaps -0.3 -3.6 -45.5

Exchange rate focus
actual Mar-10 Jun-10 Sep-10

EUR/PLN 4.07 4.20 3.80 3.75
Change from last week -0.3%
USD/PLN 2.89 2.90 2.53 2.59
Change from last week -3.4%

Last: 4,07 sell 4.00  target;: 3.95 - 3.89
4.00 -> 3.93 - 3.85 has not been triggered yet, rebound 4.10 -> 
4.1965 not off odds.

Market comment
Strong demand on the primary and secondary mar-
kets continued throughout the week and culminated 
in another successful bond tender in the amount of 
PLN 2.5 bn on Wednesday. Demand for the 10y and 
20y bonds together was more than 3 times higher 
than the amount sold. Yields on 10y bonds dropped 
to 6.1% this week. The economic data released last 
week brought a surprisingly strong pick-up in ave-
rage nominal wage growth in the corporate sector. 
In December wages increased by 6.5% yoy, which 
was much stronger than expected. Employment drop-
ped by 1.8% yoy and 0.2% mom and thus showed 
little sign of improvement.

Market outlook
Expectations that public debt could end up “better 
than expected” in 2010 has fuelled the recent drop 
in yields to a large extent. Although strong economic 
performance will also contribute to higher budget re-
venues and a lower-than-expected deficit, this effect is 
likely priced in already. After the recent rally of Polish 
bonds and the PLN, we prefer to wait on the sidelines 
in the short run. What makes us cautious is a setback 
on the global stock markets and a rise in risk aversion. 
Moreover, better economic performance will fuel ex-
pectations of rate increases, which could put upward 
pressure on yields. Finally, a credible consolidation 
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.

Analysts:  Marcin Grotek (+48 22 585 29 44)
 Marcin Kopazynski (+43 1 71707 1423) 



4

Weekly outlook

Hungary 
 Another 25?

(P)review of key economic figures/events
19 Jan 10 Gross wages, % yoy Nov -3.0 (Oct -1.6)
25 Jan 10 Monetary council meeting, % Jan 6.0 (Dec 6.25)
29 Jan 10 Unemployment, % Dec 10.6 (Nov 10.5)
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Market strategy
Sell HUF T-bonds

Weekly QEURHUF=R 28.06.2009 - 21.02.2010 (GMT)

Cndl; QEURHUF=R; Bid
24.01.2010; 266,66; 272,76; 266,36; 271,06
Cndl; QEURHUF=R; Bid
24.01.2010; 266,66; 272,76; 266,36; 271,06

Price
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Money market focus
MM rates 1m 3m 6m 12m
Actual 6.24 6.15 6.09 5.99
Change from last week -0.01 0.00 0.01 0.00
Forecast Mar-10 5.9 5.8 5.7 5.8

Bond market focus
3y 5y 10y 15y

Actual 6.80 7.09 7.42 7.34
Change from last week 0.04 0.01 0.16 0.09
Forecast Mar-10 6.6 6.8 7.1 7.0
Spread to bunds 519.2 474.7 417.3 343.2
Change from last week 7.4 5.5 19.0 6.9

Exchange rate focus
actual Mar-10 Jun-10 Sep-10

EUR/HUF 271.74 285.0 275.0 275.0
Change from last week -1.7%
USD/HUF 193.31 196.6 183.3 189.7
Change from last week -4.8%

Last: 271.06  buy  target: 276
Diamond-pattern, Morning Star = buy-signal at the Fibo, i.a. 271, has 
been triggered.

Market commentMarket comment
Europe started to stumble mostly driven by fears Europe started to stumble mostly driven by fears 
about the viability of Greece’s debt refinancing. This about the viability of Greece’s debt refinancing. This 
put extra pressure on emerging Europe and brought put extra pressure on emerging Europe and brought 
about a significant weakening of HUF from around about a significant weakening of HUF from around 
267 to 272 against the EUR. In the meantime, the 267 to 272 against the EUR. In the meantime, the 
Hungarian finance minister, Péter Oszkó, promoted Hungarian finance minister, Péter Oszkó, promoted 
the upcoming Eurobond issue at an international the upcoming Eurobond issue at an international 
roadshow. Prime Minister Bajnai stated at a confe-roadshow. Prime Minister Bajnai stated at a confe-
rence that Hungary needs to join to the Eurozone as rence that Hungary needs to join to the Eurozone as 
soon as possible. Although this may be true, we do soon as possible. Although this may be true, we do 
not realistically expect it to happen within the next not realistically expect it to happen within the next 
4–5 years.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 to 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:  Zoltán Török (+36 148 44 843)Analyst:  Zoltán Török (+36 148 44 843)
 Wolfgang Ernst  Wolfgang Ernst (+43 1 71707 1500)
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Czech Republic
 CNB talks about future rate hikes 

(P)review of key economic figures/events
28 Jan - 2 Feb 10 Flash estimate industrial putput, yoy Dec -1.5 (Nov -0.1)
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Market strategy
Buy CZK T-bonds 10y or more

Weekly QEURCZK=R 19.07.2009 - 21.02.2010 (GMT)

25,247

25,991

26,736 26,746

26,998

27,406Cndl; QEURCZK=R; Bid
24.01.2010; 25,954; 26,175; 25,640; 26,022
Cndl; QEURCZK=R; Bid
24.01.2010; 25,954; 26,175; 25,640; 26,022

Price
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Money market focus
MM rates 1m 3m 6m 12m
Actual 0.98 1.25 1.48 1.76
Change from last week 0.01 0.00 0.01 -0.01
Forecast Mar-10 1.2 1.3 1.4 1.8
Forward rates 1x2 3x6 6x9 9x12

1.27 1.72 1.93 2.14
Change from last week -0.01 0.02 -0.05 -0.01

Bond market focus
2y 5y 10y 15y

Actual 1.58 3.35 4.35 4.91
Change from last week 0.08 0.13 0.03 0.02
Forecast Mar-10 1.8 3.3 4.2 4.7
Spread to bunds 45.5 101.1 110.6 99.9
Change from last week 10.0 17.2 5.5 -0.2
Spread to swaps 100.2 -3.5 -55.3 n.a.

Exchange rate focus
actual Mar-10 Jun-10 Sep-10

EUR/CZK 25.98 25.8 25.4 24.8
Change from last week 0.3%
USD/CZK 18.47 17.8 16.9 17.1
Change from last week -2.7%

Last: 26.02 buy 26.30   target: 26.60
Should rebound towards 26.60 after this High Wave, sell 25.50 -> 
25.25.

Market comment
More and more board members of the Czech Natio-
nal Bank (CNB) are talking about future interest rate 
hikes. Vice Governor Miroslav Singer expects the 
Czech economy to expand by almost 2% this year. 
Board member Robert Holman said that the 2-week 
repo rate is likely to be raised by 25bp in the second 
or third quarter. In addition, Governor Zdenek Tuma 
said earlier this week that rates may have reached 
their lowest point in the present easing cycle. All in 
all, the central bankers share a more optimistic view 
on the economy. The new quarterly economic fore-
cast published on 4 February will likely show a slight 
improvement.

Market outlook 
Last week, we recommended buying long-term Czech 
government bonds. Although yields remained high, 
we still bet on a decline in yields over a 2 to 3 month 
horizon. At present, risk premia are up (because of 
the fiscal turmoil in Greece) and we expect a drop in 
the months to come. The spread between CZK and 
EUR 10-year bonds is also at a 3-month high cur-
rently. 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. However, the ministry will not be 
forced to accept all bids as the planned issues of 
Eurobonds could compensate for the lower demand 
for CZK denominated bonds. According to a source 
from the Ministry of Finance, the treasury is consi-
dering issuing a USD-denominated Eurobond with 
a volume of USD 1–2 bn and a EUR-denominated 
Eurobond with a volume of EUR 1 bn. This will likely 
alleviate the upward pressure on yields.
Analysts: Helen Horska (+420 234 40 1729) 
 Walter Demel (+43 1 71707 1526)
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Croatia 
 Inflationary pressures      

Market strategy
Neutral EUR/HRK

Market comment
In December annual inflation in Croatia accelerated 
to 1.9%, up from 1.8% in November. The largest 
contribution came from the rise of prices in the health-
care sector. Prices fell 0.6% in mom terms, mainly 
driven by seasonal declines in the prices for clothes 
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 
on the domestic currency could support these trends. 
This year’s increase in the VAT rate has not yet had 
the expected impact on prices since already weak 
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. 
Negative trends on the domestic labour market con-
tinued in December, with the number of unemployed 
people nearing 300,000. We expect unemployment 
to reach its peak in the first half of the year, while 
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)

Weekly QEURHRK= 19.07.2009 - 14.03.2010 (GMT)

Cndl; QEURHRK=; Bid
24.01.2010; 7,2805; 7,3327; 7,2530; 7,2908
Cndl; QEURHRK=; Bid
24.01.2010; 7,2805; 7,3327; 7,2530; 7,2908
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Money market focus
1m 3m 6m 12m

ZIBOR actual 1.50 2.68 4.44 5.29
Change from last week -0.23 -0.82 -0.56 -0.88
T-bills actual n.a. 4.70 5.20 5.99

Last: 7.29  position: neutral
Bearish confirmation 7.2490 -> 7.2340 - 7.20 is less likely to follow 
than 7.34 -> 7.38. 

Exchange rate focus
actual Mar-10 Jun-10 Sep-10

EUR/HRK 7.288 7.50 7.40 7.40
Change from last week 0.1%
USD/HRK 5.14 5.17 4.93 5.10
Change from last week 2.4%

Weekly outlook

(P)review of key economic figures/events
21 Jan 10 Industrial output, % yoy Dec -5.8 (Nov -8.6)
29 Jan 10 Imports, EUR mn Dec 1160 (Nov 1289)
29 Jan 10 Exports, EUR mn Dec 590 (Nov 650.3)
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Romania 
 Bond prices increased further last week

(P)review of key economic figures/events
13 Jan 10 Industrial output, % yoy Nov 3.0 (Oct -0.8)
15 Jan 10 Current account balance, EUR mn Nov -323 (Oct -499)
15 Jan 10 FDI inflows, EUR mn Nov 41 (Oct 52)
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Market strategy
Buy RON T-bonds

Monthly QEURRON= 30.11.2007 - 31.05.2010 (GMT)

3,919361,8%

4,1142100,0%

4,4294161,8%

4,7557

Cndl; QEURRON=; Bid
31.01.2010; 4,2354; 4,2390; 4,0940; 4,1410
Cndl; QEURRON=; Bid
31.01.2010; 4,2354; 4,2390; 4,0940; 4,1410
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Money market focus
MM rates 1m 3m 6m 12m
Actual 7.80 8.00 8.07 8.08
Change from last week 0.11 -0.01 -0.21 -0.20
Forecast Mar-10 7.1 7.3 7.3 7.6
Implicit forward rates 3x6 6x9 9x12

8.22 8.02 7.84
Change from last week -0.43 -0.17 -0.19

Bond market focus
2y 3y 5y 10y

Actual 7.85 7.85 7.90 7.75
Change from last week -0.80 -0.80 -0.60 -0.25
Forecast Mar-10 7.80 7.90 7.90 7.60
Spread to bunds 676.2 629.5 562.1 455.7
Change from last week -74.0 -49.1 -25.0 -16.6

Exchange rate focus*
actual Mar-10 Jun-10 Sep-10

EUR/RON 4.14 4.30 4.25 4.20
Change from last week -0.4%
USD/RON 2.95 2.97 2.83 2.90
Change from last week -3.6%
* under revison

Last: 4.14 buy 4.1690 target: 4.23 - 4.32
Seems to still be bullish and a rally ahead, first signal would be the 
above buy-signal. Sell 4.06 -> 3.91.

Market comment
Technical missions from the IMF, World Bank and the 
European Commission arrived this week in Bucha-
rest to assess Romania’s performance with regard to 
the required targets under the financial agreements 
concluded last year. The evaluation is scheduled to 
be finalised on 27 January. We expect the Stand-By 
Arrangement with the IMF to remain on track. This 
would mean that Romania would receive another 
EUR 2.3 bn from the IMF in the middle of February 
(half of which would be used to finance the budget 
deficit). We also think that the European Commission 
and the World Bank will likely release the tranches 
that were due at the end of 2009 in February.

Market outlook 
Domestic and foreign investors’ interest in govern-
ment bonds has increased sharply in recent weeks. 
They were lured by the high yield levels and by the 
expected decrease of yields in the coming quarters. 
High demand for bonds pushed yields to lower le-
vels. Yields for 3-year and 5-year bonds have fallen 
by 175bp since the beginning of the year, around 
80bp of which came in the last week alone. In fact, 
the recent decline in yields has erased the high risk 
premium that was incorporated at the end of 2009, 
which was no longer justified after the political tur-
moil abated and a new government was established. 
We feel that the new yield level is largely in line with 
the current monetary policy rate level, which means 
that new significant gains in bond prices are less pro-
bable in the short term. However, yields should fall 
further by the end of the year in line with the expec-
ted cuts in the monetary policy rate.

Analyst: Ionut Dumitru (+40 37 2211269)
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Turkey 
 IMF hopes wane

(P)review of key economic figures/events
14 Jan 10 CBT borrowing rate, % Jan 6.50 (prev 6.50)
25 Jan 10 Manufacturing confidence Jan n.a. (Dec 92.2)
29 Jan 10 Trade balance, USD bn Dec n.a. (Nov -3.7)
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Source: Thomson Reuters, Raiffeisen RESEARCH

Market strategy
Lira T-bonds: sell 5y, buy 2y (short duration strategy); sell TRY, 
buy USD

Monthly QEURTRY= 31.05.2008 - 31.05.2010 (GMT)

Cndl; QEURTRY=; Bid
31.01.2010; 2,1489; 2,1489; 2,0645; 2,0910
Cndl; QEURTRY=; Bid
31.01.2010; 2,1489; 2,1489; 2,0645; 2,0910
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Money market focus
MM rates 1m 3m 6m 12m
Actual 6.60 6.38 7.00 7.60
Change from last week 0.33 -0.11 -0.20 -0.20
Forecast Mar-10 6.25 6.40 6.90 7.48
Forward rates 1x2 3x6 6x9 9x12

6.97 5.78 6.69 7.15
Change from last week 0.76 -0.02 -0.36 0.11

Bond market focus
1m 1y 2y 5y

Actual 6.91 7.99 8.81 10.49
Change from last week 0.21 0.15 0.06 0.77
Forecast Mar-10 n.a. 7.48 8.10 9.55

Exchange rate focus
actual Mar-09 Jun-09 Sep-09

EUR/TRY 2.09 2.11 2.06 2.14
Change from last week 0.0%
USD/TRY 1.48 1.50 1.46 1.52
Change from last week 1.9%

Last: 2.09 position: short target: 2.04 - 1.90
Triangle with 2.04 -> 1.99 - 1.90 likely, but in before a rebound like 
2.15 -> 2.20.

Market comment
A comment made by Economy Minister Ali Babacan 
dashed earlier hopes for a quick deal between Tur-
key and the IMF, which investors had already priced 
into the TRY market. Specifically, Babacan called the 
IMF deal “non-essential”. We assume that the Turkish 
government was unable to reach a breakthrough in 
the IMF talks given Turkish opposition to fiscal tighte-
ning measures. This news combined with deteriora-
ting global market sentiment pushed the lira to 1.48 
and applied negative pressure on the government 
bond market. The market hoped to see the agreement 
go through, as it could help investor confidence, im-
prove the fiscal outlook and help to reduce the bur-
den of high public debt rollover ratios. The failure to 
reach an agreement will increase selling pressure on 
the Turkish market in the coming days.  

Market outlook 
Given the above-mentioned circumstances, we see 
the lira sliding back to 1.50–1.52 against USD, 
while lira interest rates could increase by 20–30bp. 
We expect the long end of the TRY curve to widen 
more than the short end. In our opinion, the CBRT’s 
rate cutting policy might need a longer pause to ac-
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)
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