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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
1m-rate 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 7.6 6.6
10y bond 7.0
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 4.15 4.05
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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Recommendations (1-month horizon)
| Neutral PLN bonds; Sell HUF bonds; Buy CZK bonds; Buy RON bonds

mm Highlights

Poland - The latest industrial production data confirmed that
Polish economic growth is gathering pace. Nevertheless, we
do not expect the data to have an impact on next week’s MPC
rate decision. The most likely scenario is thus that the reference
rate remains unchanged at 3.5%.

Hungary — The week ahead is going to start with the Monetary
Council’s rate-sefting meeting. We anticipate another 25bp
rate cut, which would bring the key rate to a historically low
level of 5.75%. The Council is expected to adopt a somewhat
more dovish tone.

Czech Republic - Preliminary GDP data for Q4 2009 showed
a quarter-on-quarter decline of 0.6%, which brings the year-on-
year GDP decline to 4.2% (4.1% in Q3). The market had ex-
pected a 0.6% qoq increase (-2.8% yoy). Although the figure
was definitely a negative surprise for the market, it is not so
bad after some consideration.

Key upcoming events and data releases

Country Period Last
22-Feb
HU Feb % 6.0
HR Jan % 0.6
HR Jan % 1.9
TR Feb 67.8
TR Feb 102.0
23-Feb
PL Jan % 7.2
PL Jan % 11.9
24-Feb
PL Jan % 3.5
HU Dec % 7.8
26-Feb
HU Jan % 10.5
HR Jan EUR mn 1194.0
HR Jan EUR mn 626.5
TR Jan USD bn 4.9
Bond auctions
ISIN Maturity
25-Feb
HU HU0000402466 24 Oct 2013
HU HU0000402268 12 Feb 2015
HU HU0000402433 24 Jun 2019
x Raiffeisen
RESEARCH

RZB Group



CEE local currency bond market snapshot

18/02/2010

PLN 2y Gov. Bond
PLN 5y Gov. Bond
PLN 10y Gov. Bond
PLN 20y Gov. Bond

HUF 3y Gov. Bond
HUF 5y Gov. Bond
HUF 10y Gov. Bond
HUF 15y Gov. Bond

CZK 2y Gov. Bond
CZK 5y Gov. Bond
CZK 10y Gov. Bond
CZK 15y Gov. Bond

SKK 2y Gov. Bond
SKK 5y Gov. Bond
SKK 10y Gov. Bond

HRK 5y Gov. Bond
HRK 10y Gov. Bond

RON 3y Gov. Bond
RON 5y Gov. Bond

TRY 2y Gov. Bond
TRY 5y Gov. Bond
TRY 10y Gov. Bond

Weekly outlook

Local currency bonds
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PLN, HUF convergence spread
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Weekly outlook
Poland

Positive industrial production data

(P)review of key economic figures/events

23Feb 10 Jan 2.1 (Dec 7.2)
23 Feb 10 Jan 12.8 Dec 11.9)
24 Feb 10 Feb 3.5 (Jan 3.5)
PLN yield curve Market strategy
6.5 Neutral PLN T-bonds
6.0
55 Market comment
501 Demand for Polish bonds on the primary market re-
4.5 mains strong. On Wednesday the MoF issued 10
4.0 year bonds worth PLN 2.5 bn with demand excee-
35 ding supply 2.5 times. The issuance had little impact
30 on secondary market yields, which did not move
25 ‘ ‘ ‘ ‘ much during the whole week. Industrial production
0 2 4 6 8 10 dgta publishoed on Thursday surprised on the upside
o actual yields Jield curve with an 8.5% yoy growth. Seo‘sonoll)‘/ adjusted va-
....... swap curve last week lues showed that in mom-terms industrial production
was even up by 2.5% from December. The numbers
Source: Thomson Reuters, Raiffeisen RESEARCH came in above cnolysts' expectotions.
Money market focus
MM rates Bm 12m Markef ou"’oo’(
Ll - iz The industrial production figures show that the eco-
Change from last week -0.01 -0.02 . in Poland i | . h h
E ' Mar10 415 450 nomic improvement in Poland is accelerating, thoug
orecast Mar- . X X g
Forward rates 6x9 there are sh'll large base effects present in the figures.
4.42 Manufacturing sector output growth was 10.1% yoy
Change from last week 0.02 which most likely reflects an increasing export de-
Bond ket f mand. The data is not (yet) relevant for the bond mar-
ond markef focus ket, but could become important in the near future if
5y 20y growth rates around 10% yoy (which could have been
Actual 5.46 6.08 reached already in February) become a rule rather
Gl o L werls Uit O than the exception. So far we believe that inflation
Forecast Mar-10 5.70 6.40 . . .
should decline in the coming months to reach levels
Spread to bunds 321.4 207.8 o R y
Change from last week 07 s below 2% around mid-year. We expect the first rate
oo 13.1 hikes by the NBP at the end of Q3 and do not think
that the economic data from this week will have an
EUR/PLN impact on the MPC rate decision due next week.
= Analysts: Marcin Grotek (+48 22 585 29 44)
. Marcin Kopazynski (+43 1 71707 1423)
4,6
4,5
44
I T
L a2
| TR
S,
#3.9
o Exchange rate focus
byl Mar-10 Sep-10
N b J F W AW J 3 A SO N b I F - EUR/PLN 4.20 3.75
4.0090008 | Q12009 | Q22009 | Q32009 | Q42009 |Ql2010 S e legl el
Further drop towards the retracement 3.8573 possible. USD/PLN 2.90 2,59

Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH
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Weekly outlook

Hungary

The last cut ?

(P)review of key economic figures/events

22Feb 10 Feb 5.75 (Jan 6.0)
24 Feb 10 Dec -8.0 (Nov -7.8)
26 Feb 10 Jan 10.6 (Dec 10.5)
HUF yield curve Market strategy
8.0 Sell HUF T-bonds
75
Market comment
70 While its regional peers (PLN and CZK) appreciated
65 to key levels against the EUR, the Hungarian forint
was unaffected by this trend and remained rather
60 stable in the 270-273 range. According to the first
5.5 148, estimate of the Hungarian Statistics Office, economic
v contraction eased to 4.1% yoy in Q4 2009 - slightly
50+ ‘ ‘ ‘ ‘ better than expected following the 7.1% yoy decline
0 2 4 6 8 10 in Q3. The exact details are not yet available, but
o actual yields yield curve we believe that domestic demand continued to slide
lastweek swap curve massively in Q4, while net exports remained solidly
Source: Thomson Reuters, Raiffeisen RESEARCH in positive territory. GDP declined by 6.3% for 2009
as a whole, the most severe recession since the eco-
Money market focus* nomic shock in 1991 after the regime change. The
MM rofes 3m — previous week also brought the updated IMF pro-
Actual SCE 582 gramme evaluation. We share the view of the IMF
@ e g el 0.06 0.03 officials, who noticed significant risks to the 3.8%
Forecast Mar-10 5.8 5.8 deficit target for 2010. Later on in the week, the
budget's HUF 100 bn stability reserve was frozen
by the government due to the cancellation of the real
Bond market focus* estate tax and the overestimated tax revenues.
Sy 15y
Actual 7.01 7.34 Market outlook
f:,‘;iizm_'{’é' ek O}? 2 0'7].; The week ahead is going to start with the Monetary
Spread fo bunds 476.5 353.5 Council’s rate-setting meeting. We anticipate another
Change from last week 2.8 -15.0 25bp rate cut, which would bring the key rate to a
* under revison historically low level of 5.75%. The Council is ex-
pected to adopt a somewhat more dovish tone as
EUR/HUF the problems concerning Greece and the southern
— European countries will not fade any time soon. We
a see very limited room to cut the key rate any further
- and therefore expect that the rate cut cycle has come
> to an end, although another 25bp easing cannot be
= ruled out should the global risk environment allow
s it. We recommend selling Hungarian government
e bonds (especially the 2-3-year segment).
o Analysts: Matyas Kovacs (+36 148 44 874)
" Exchange rate focus
Mar-10 Sep-10
Gooe 1 2007 T Pagos ¥ T P00 Taot EUR/HUF 285.0 275.0
269.94 Change from last week
Sideways ranging from 264.10 to 277.85; test of upper range expected USD,/HUF 196.6 189.7
Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH
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Weekly outlook
Czech Republic

GDP drops again

(P)review of key economic figures/events

09 Feb 10 Jan 0.7 (Dec 1.0)
12 Feb 10 Q4-42 (@3 -4.1)
15 Feb 10 Dec -1.9 (Nov -4.9)
CZK yield curve Market strategy
5.0 Buy CZK T-bonds 10y or more
45 —
‘3‘"5) = Market comment
3.0 : e Preliminary GDP data for Q4 2009 showed a quar-
25 e ter-on-quarter decline of 0.6%, which brings the year-
2.0 e on-year GDP decline to 4.2% (4.1% in Q3). The mar-
1.5 .‘,’/ ket had expected a 0.6% qoq increase (-2.8% yoy).
1.0 % * Although the figure was definitely a negative surprise
0.5 for the market, it is not so bad after some considera-
0.0 tion. The Czech Statistical Office noted that the GDP
0 2 4 6 8 10 decline in Q4 was due to taxes on products. At the
*  actual yields yield curve same time, gross value added increased by 0.2%
"""" swap curve last week qoq in Q4, which provides a still weak but much
Source: Thomson Reuters, Raiffeisen RESEARCH better picture. For 2009 as a whole, GDP declined
Money market focus by 4.3% yoy. The big picture for the Czech economy
shows that after the sharp contraction in Q1 2009,
MM rates 3m 12m there has been a weak but steady recovery of gross
Actual 1.20 1.71 o
Change from last week 0.02 0.00 value added. We expect GDP growth of 1.0% yoy
Forecast Mar-10 13 18 for 2010. Czech National Bank board member E.
Forward rafes 3x6 9x12 Zamrazilova said the weak result could indicate a
1.69 2.00 delay in the economic recovery. On the other hand,
Change from last week 0.04 0.00 another board member M. Hampl said that unless
Bond market focus there is some sudden surprising event, the interest
rates were at the bottom and it is just a matter of time
Al 32’ 4’?; until the interest rates start rising.
Change from last week -0.03 -0.08
Forecast Mar-10 3.3 4.7 Markef OUfIOOk
Spread to bunds 102.5 118.0 . .
Change from last week 07 N7 The domestic calendar for next week is almost empty.
Spread to swaps -17.2 06 The Czech currency and domestic bonds will likely
follow the global and regional market sentiment.
EUR/CZK Should the current brief respite on the financial mar-

ket continue, the CZK could gain further. However,
we are maintaining our EUR/CZK forecast at 25.80
for March and 25.40 for June. We also reiterate our
shortterm buy recommendation for Czech govern-
ment debt with long maturities.

Analysts: Michal Brozka (+420 221 141 498)
Walter Demel (+43 1 71707 1526)

Exchange rate focus

Mar-10 Sep-10
N DJF M AM J J A S O N D J F M A
Q3 os\ Q408 | Q109 | Q209 | Q309 | Q409 | Q110 | EUR/CZK 25.8 24.8
25.690 Change from last week
The price is currently crossing ist support line -> drop towards 24.700 USD/CZK 17.8 17.1

likely.

Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH
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Weekly outlook

e Facing the challenges in tourism in 2010

(P)review of key economic figures/events

22 Feb 10
26 Feb 10
26 Feb 10

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

ZIBOR actual 1.69 3.75
Change from last week 0.07 0.13
T-bills actual 2.48 3.50
Exchange rate focus

Mar-10 Sep-10
EUR/HRK 7.36 7.40
Change from last week
USD/HRK 5.08
Change from last week

EUR/HRK

N
w
a

Q3 Q4 Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 *

72 8}806 2007 | | | 2010
Price kept within a rectangle -> buy 7.3360 -> 7.4500.

Source: Thomson Reuters, Raiffeisen RESEARCH

Jan 1.6 (Dec 1.9)
Jan 1036 (Dec 1194)
Jan 519 (Dec 626.5)

Market strategy
Neutral EUR/HRK

Market comment

The cyclical indicators for the last tourist season, es-
pecially its peak in July and August, proved to be
much more favourable than indicated by the fore-
casts from the beginning of the year. In 2009, 10.9
mn tourists visited Croatia (-2.9% yoy) and generated
a total of 56.3 mn overnight stays (-1.4% yoy). How-
ever, data show that tourism revenues fell by 15.7%
in the third quarter. Since tourism revenues and FDI,
both of which were poorer last year, are significant
sources of financing for the balance of payments de-
ficit, the government will have to resort to alternative
means of financing. A decline in tourism revenues
was expected affer refail trade saw a double-digit
decrease even during the summer months. Further-
more, the average number of tourist overnight stays
per arrival went down, and prices of services were
cut at the same time to attract tourists. While some
of Croatia’s comparative advantages (reachable by
automobile and cheaper accommodation) contribu-
ted to relatively good results in 2009, this year will
be somewhat more challenging. The competition is
bound to be more aggressive this year, and much
more will have to be done to attract guests. In 2010,
we expect tourist overnight stays to grow by some
2.5% and revenues from tourism to go up by 6.8%
on an annual basis.

Market outlook

Since the supply of euros is obviously at a high level,
appreciation pressures on the kuna could continue in
the coming week, but the rate should not fall signifi-
cantly because we can expect the CNB to take ac-
tion if the appreciation pressures do continue. Since
we assume that the government already has sufficient
euros to handle its foreign liabilities, foreign debt ma-
turing at the end of this and the beginning of the next
month should not have a strong impact on the FX rate
at a monthly level.

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

x Raiffeisen
RESEARCH
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Weekly outlook

Romania

Low current account deficit in 2009

(P)review of key economic figures/events

12 Feb 10 Q409 6.6 (Q3 09 7.1)

12 Feb 10 Dec -5.1 (Nov -4.6)

12 Feb 10 Dec 4.9 (Nov 4.9)

ROBOR 3m & T-bond yields (%) Market strategy

15 Buy RON T-bonds

14 W overy

. | Market comment

11 The current account deficit amounted to only EUR
J 5.1 bn in 2009, down from EUR 16.2 bn in 2008
g (-68.7% yoy). According to our estimates, it stood at
7 only 4.3% of GDP in 2009, down from 11.6% of
6 1 GDP in 2008. FDI inflows, which totalled EUR 4.9
j bn, covered 97% of the current account deficit in

2009. Consumption and investments are still weak

Dec-06 Jun-07 Dec07 Jun-08 Dec08 Jun-09 Dec09 . . . . . .
and will remain so for the time being, which is kee-

——ROBOR3m ~ ——3yTbond ~ ——10y Thond ping imports at a low level. This is why we expect
the current account deficit to remain low in the next
Source: Thomson Reuters, Raiffeisen RESEARCH period as well (CIOSG to 4.3% of GDP in 201 O) On
the other hand, shortterm external debt decreased
Money market focus substantially in 2009 and stood at only EUR 14.4 bn
MM rates 3m 12m at the end of the year, down from EUR 20.5 bn at the
Actual 6.52 6.58 end of 2008. Both the lower current account deficit
Cliatrgie o ool Ao UG and the lower level of shortterm external debt point
;:rehf;:;o":;:lgmes Z)'; 76 to lower external funding needs in 2010. We expect
P A50 total external debt service to be at around 24% of
Change from last week 0.05 GDP in 2010, down from 37.4% of GDP in 2009.
We think that lower external funding needs will mean
Bond market focus less pressure on the exchange rate, and therefore
3y 10y more room for interest rate cuts during this year.
Actual 6.50 6.50
Change from last week -0.90 -0.50 Markef ouf’ook
Forecast Mar-10 7.90 7.60
Spread fo bunds 506.4 328.2 Interbank interest rates decreased over the past week
Change from last week 44.8 -49.1 as liquidity conditions in the market improved. Yields
for bonds also decreased marginally in the primary
EUR/RON and secondary markets. We maintain our projection

of lower bond yields by the end of the year, as we
expect the central bank to cut the monetary policy
rate further at its next monetary policy meetings.

Analyst: lonut Dumitru (+40 37 2211269)

Exchange rate focus

Mar-10 Sep-10

L7 Tasee” T a0 T Tages™ T “aco0™ Taoro” f:‘;k/ Ro'f“ _—— AL L)
. ange from last weel

The Euro could be supported at 4.0700 by the MA20-months. buy USD, /%ON 2.86 2.79

4.1500 -> 4.3530.
i Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH

x Raiffeisen
RESEARCH ,
RZB Group




Weekly outlook

e Significant rouble rally calls for a fresh rate cut

(P)review of key economic figures/events

No important data or market releases next week

RUB yield curve

: pd

Market strategy

The rouble might rally to reach 34.85 against the basket, after
which we expect small profit taking. We recommend a long po-
sition on the rouble against the basket for portfolio investors with
a target of 29.44 roubles against the basket in the next three to
six months.

Market outlook
The rouble hit a fresh 13-month high of 34.93

7 Duration [years) against the dual currency basket on 18 February.
6 : : : : : ‘ According to local dealers, the central bank (CBR)
0 1 2 3 4 5 6 7 on Thursday moved the floating rouble band bound-
e actual yields ary from 35.00 to 34.95 versus the dollar-euro bas-
— " ield cuve a week ago ket after purchasing USD 700 mn worth of foreign
yield curve
currency. The bank allegedly bought USD 1.4 bn of
Source: Thomson Reuters, Raiffeisen RESEARCH foreign currency in interventions against the rouble
this week. We foresee the possibility of the rouble
Money market focus strengthening towards 34.85 against the basket, af-
MM rates 3m 12m ter which a mild level of profit taking might ensue on
Actual 6.85 8.33 the market. In our opinion, the rapid appreciation
Change from last week 0.26 0.19 of the rouble is also making further interest rate cuts
Forecast Dec-09 4.97 n.a. imminent. Foreign capital outflows reached USD 13
Forward rates S a2 bn in January alone according to a CBR estimate.
2:30 e The bank has bought around USD 2 bn in additio-
Change from last week -0.64 n.a. | forei . the beginni fFeb
nal foreign currency since the beginning of February.
Just as we wrote this weekly report the central bank
Bond market focus cut the key refinance rate by 25bp to 8.5% effective
2y 15y from February 24. The rate cut was a logical step
Actual 6.66 8.01 taking into account benign inflation outlook and ral-
Change from last week D2 e lying rouble market putting unwanted appreciation
Forecast Dec-09 6.66 n-a. pressure on the rouble. However, the amount of the
rate cut was twice smaller than we forecast and is
unlikely to have significant impact on the rouble mar-
USD/RUB ket. The bank also said its next decision on key rates
= ey will be due in March. We expect a pause in the rou-
5wl % ble rally once the tax payment period comes to an
35 .
H I . end next week. However, the rouble outlook remains
e‘]u ‘Ti‘m;l - very strong thanks to rallying commodities and the
H i H‘Eh?l\ 2 Rouble speculations may continue for the time being
| WA I 1 unless the central bank delivers an additional rate cut
‘L ul B fr, it a0 ahead of its March meeting.
" W‘H% 2 Analyst: Gintaras Shlizhyus (+43 1 71707 1343)
k) Exch f
i & Xxchange rate focus
D J F M A M J J A S O N D J F M 2m(i Mar-’0 sep-’0
36?115 22005\ Q12009 | Q22009 | Q32009 | Q42009 | Qi2010 f:l.;R/RUBf | ) 40.24 40.91
Sell after crossing of the support line 29.590 (-> 28.000). US;;iZBrom ast wee 20.81 20.43
Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH
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Weekly outlook
Turkey

s Political tensions on the rise

(P)review of key economic figures/events
22Feb 10

Feb n.a. (Jan 67.8)
Feb n.a. (Jan 102.0)
26 Feb 10 Jan n.a. (Dec -4.9)

22 Feb 10
TRY yield curve Market strategy
12 Underweight TRY bonds relative to the benchmark index
1 / — Market comment
10 Unsurprisingly, the Central Bank (CBRT) did not alter
o / the overnight borrowing rate of 6.50 for a third con-
/ secutive time and reemphasised the necessity to keep
8 % policy rates “at a low level for a long period of time”.
7 As expressed in previous statements, the CBRT also
Duration (years) expects the CPI to rise significantly in February and
67 ‘ ‘ ‘ ‘ ‘ ‘ stay above target for some time, while core inflation
0 1 2 3 4 5 6 7 ; . ) 0 .
is projected to increase until mid-year. We stick to
°_ adlual yields our scenario of the CBRT keeping rates unchanged
— — yield curve a week ago X o X X
actual yield curve in H1, and beginning to hike rates in H2 (by 100~

150bp in total) once inflationary pressures and an

Source: Thomson Reuters, Raiffeisen RESEARCH . .
economic rebound set in. The three-month average

unemployment rate (Oct-Dec) increased slightly to
ionay market focus 13.1% (from 13.0% a month earlier), while consu-
ﬁlt”uarl"'e‘ 63;; '722’5 mer confidence showed only a minor improvement of
o oo Taprcrecl 0.05 015 0.6 points to 79.24. The trade balance figures at the
9 s g
S 6.69 e end of the week will likely show a lower deficit com-
Forward rafes 3x6 ox12 pared to December, given traditionally lower trade
7.63 7.93 imbalances at the beginning of the year.
Change from last week 0.05 0.31
Market outlook
Bond market focus The lira hovered between 1.51 and 1.52 to the USD
Iy 5y for most of the time, but opened weaker on Friday.
Actual 7.64 10.70 Political risk may play a more pronounced role in
Change from last week 0.02 0.22 the coming days as Turkey’s government, which has
Forecast Mar-10 7.93 10.36 roots in political Islam, once more clashes with the

secularist judiciary. A prosecutor was arrested on
Wednesday on charges of involvement in a plot to
overthrow the government. On Thursday senior jud-
ges intervened in defence of the prosecutor, provo-
king government officials to criticise the judges of
playing politics. The markets are being reminded of
the 2008 bid to shut down the ruling AKP party, and
may be sensitive to negative news-flow with regard

to the matter.
Analysts: Andreas Schwabe (+43 1 71707 1389)
Gintaras Shlizhyus (+43 1 71707 1343)

Exchange rate tocus

Q4 Q1 Q2 3 Q4 01 G2 Q3 Q4 Ol Q2 Q8 Q4 O Q2 Q3 | * Mar-09 Sep-09
2006 | 2007 | 2008 | 2009 | 2010 EUR/TRY 203 205
2.0530 Ch from last K
Drop below support line 2.0390 (> 1.9500) likely. ange from fast wee
USD/TRY 1.50 1.52

Change from last week

x Raiffeisen
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