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Forecast

Dec-10
Poland
PLN 3.65
Tm-rate 4.2
5y bond 6.0
10y bond 6.4
Hungary
HUF 275.0
Im-rate 5.8
5y bond 6.6
10y bond 6.9
Czech Rep.
CZK 25.0
1m-rate 1.8
5y bond 3.8
10y bond 4.5
Romania*
RON 4.10 3.95
1m-rate 6.4 6.0
5y bond 7.4 6.9
10y bond 6.7 6.5
usD 1.42 1.35

Currencies per 1 EUR
*forecasts under revision
Source: Thomson Reuters. Raiffeisen RESEARCH

Bonmgrigl Outlook

5 March 2010

Recommendations (1-month horizon)

Neutral PLN bonds; Neutral HUF bonds; Neutral CZK bonds; Buy RON bonds;
Sell TRY Bonds

mm Highlights

B Poland — The perception of the market that the debt situation
will turn out to be better than expected in 2010 will be gradu-
ally substituted by worries about higher interest rates.

B Hungary - More positive global market sentiment could drive
another setback on the long end of the Hungarian yield curve,
and therefore we take neutral stance for the time being, before
recommending fo sell them in the weeks to come.

B Czech Republic — Next week will be full of important domestic
macroeconomic data releases. The final release of the GDP
data for Q4 2010 will attract strong attention.

Key upcoming events and data releases

Country Period Last
08-Mar
(ov4 Jan CZK bn 2.8
TR Jan % 25.2
09-Mar
HU Jan % -1.4
(ov4 Feb % 1.2
(ov4 Feb % 0.7
(ov4 Feb % 9.8
10-Mar
HU Q4 % 7.1
RO Feb % 52
HR Feb % 3.0
11-Mar
HU Feb % 6.4
HU Jan EUR mn 375.0
(ov4 Q4 % 4.1
TR Jan USD bn 3.2
12-Mar
PL Jan EUR mn -1034.0
(ov4 Jan CZK bn -11.3
RO Jan % 8.3
RO Jan EUR mn 242.0
Bond auctions
ISIN Maturity
10-Mar
TR n.a. 08 Sep 2010
TR TRT060814T18 06 Aug 2014
11-Mar
HU HU0000402466 24 Oct 2013
HU HU0000402268 12 Feb 2015
HU HU0000402383 24 Nov 2023
x Raiffeisen
RESEARCH

RZB Group



Weekly outlook

Local currency bonds

Market overview

CEE local currency bond market snapshot

04/03/2010 Coupon % YTM % MDuration
PLN 2y Gov. Bond 0.00 4.91 2.4
PLN 5y Gov. Bond 5.50 5.41 4.4
PLN 10y Gov. Bond 5.50 5.98 7.6
PLN 20y Gov. Bond 575 6.08 11.4
HUF 3y Gov. Bond 7.50 6.35 8.8
HUF 5y Gov. Bond 8.00 6.51 4.3
HUF 10y Gov. Bond 6.50 713 6.9
HUF 15y Gov. Bond 6.00 7.10 9.3
CZK 2y Gov. Bond 6.55 1.06 1.5
CZK 5y Gov. Bond 3.80 3. 13 4.6
CZK 10y Gov. Bond 5.00 4.00 7.3
CZK 15y Gov. Bond 5.70 4.83 9.9
SKK 2y Gov. Bond 0.00 1.85 2.2
SKK 5y Gov. Bond 4.90 2.67 3.7
SKK 10y Gov. Bond 5.30 3.93 7.3
HRK 5y Gov. Bond 4.50 4.86 3.1
HRK 10y Gov. Bond 4.75 5.92 6.0
RON 3y Gov. Bond 6.00 6.37 0.6
RON 5y Gov. Bond 6.50 6.45 1.8
TRY 2y Gov. Bond 0.00 9.14 1.7
TRY 5y Gov. Bond 11.00 10.51 8.5
TRY 10y Gov. Bond 10.50 10.75 6.5
Source: Thomson Thomson Reuters, Raiffeisen RESEARCH
PLN, HUF convergence spread CZK convergence spread
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Poland

(P)review of key economic figures/events

01 Mar 10 Feb 52.4 (Jan 51)
02 Mar 10 Q4 3.1% (Q3 1.7%)
12 Mar 10 Jan-1119 (Dec -1034)

PLN yield curve
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Money market focus

MM rates 3m 12m
Actual 3.94 4.24
Change from last week 0.00 0.00
Forecast Jun-10 4.20 4.50
Forward rates 6x9
4.37
Change from last week -0.01
Bond market focus
Sy 20y
Actual 5.41 6.08
Change from last week -0.02 0.05
Forecast Jun-10 5.70 6.20
Spread to bunds 324.4 214.2
Change from last week -6.9 0.9
Spread to swaps 23.6
EUR/PLN
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The Euro could drop below the MA200-weeks (-> 3.7500).

Source: Thomson Reuters, Raiffeisen RESEARCH

Weekly outlook

Strong demand despite looming rate hikes

Market strategy
Neutral PLN T-bonds

Market comment

In a switch tender on Wednesday, Poland sold pa-
pers with maturities in 2015, 2019 and 2029 in
exchange for bonds maturing in 2010. The amount
sold was PLN 4.76 bn and according to the director
of the debt department of the MoF demand for the
bonds amounted to PLN 8 bn. This once again under-
pins the strongly positive attitude on the Polish bond
market, which is also reflected in declining secondary
market yields. The MoF also announced that in Q2 a
USD-denominated Eurobond worth USD 1.5 bn will
be issued as part of the EUR 3 bn financing needed
for the rest of 2010. There was no significant news
on the economy, aside from the better-than-expected
PMI for February, indicating accelerating economic
activity in the manufacturing sector.

Market outlook

The NBP inflation projection published last week
showed an increase in the inflation rate in 2012 bey-
ond the upper target band of 3.5% yoy, and this week
NBP governor Slawomir Skrzypek (usually regarded
as a “dove”) said that the MPC should consider tigh-
tening its policy in light of the longterm inflation fore-
casts. This and other comments by MPC members
make a rate hike even more probable. The percep-
tion of the market that the debt situation will turn out
to be better than expected in 2010 will be gradually
substituted by worries about higher interest rates and
an accelerating economy. Moreover, the recent run-
up of the zloty creates potential for correction should
the conditions on the global market deteriorate even
slightly. We therefore confirm our shortrun “neutral”
recommendation for Polish bonds.

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

Marcin Kopazynski (+43 1 71707 1423)

Exchange rate focus

Jun-10 Dec-10
EUR/PLN 3.80 3.65
Change from last week
USD/PLN 2.81 2.63

Change from last week
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Weekly outlook

Hungary

Positive sentiment - for now

(P)review of key economic figures/events

09 Mar 10 Jan 3.0 (Dec -1.4)
10 Mar 10 Q4-4.1 (@3 7.1)
11 Mar 10 Feb 5.9 (Jan 6.4)
HUF yield curve Market strategy
8.0 Neutral HUF T-bonds
7.5
Market comment
*
7.0 . . - .
Last week, the Hungarian forint also participated in
6.5 the regional rally, strengthening nearly 2% versus the
euro and reaching levels not seen since November
60 2009. The driver for this rally was PLN appreciation
55 and improving sentiment on the international mar-
kets, due to the latest Greek news on the announced
50 ‘ ‘ ‘ ‘ austerity measures. HGB yields also retreated lower
0 2 4 6 8 10 by another 10-30bp amidst increased foreign de-

* actual yields yield curve mand, and the market is pricing another 25bp rate

lastweek swap curve cut in the coming months.
Source: Thomson Reuters, Raiffeisen RESEARCH

Market outlook
Money market focus More positive global market sentiment could drive
MM rates 3m 12m another setback on the long end of the Hungarian
é:"::’e o lost week g'g '25 g'g ; yield curve, and therefore we take NEUTRAL stance
Forecgsmw_w a0 e for the time being, before recommending to sell them

in the weeks to come. We do not see the current
HUF appreciation as being sustainable, as there is
Bond market focus no fundamental improvement behind it. We expect
EUR/HUF to climb back towards 280 in the months

3y 15y fo come as tensions about the unachievable 3.8%
Actuel 651 710 deficit target are going to escalate. The mandate of
Change from last week -0.29 0.15 . C
Forecast Mar-10 76 70 two Monetary Council members expired last week.
Spread to bunds 434.9 335.8 Taking into consideration that two relatively dovish
Change from last week 33.4 22.4 members left, the tone of the council with the remai-
ning seven members is likely to turn slightly conserva-
tive, and therefore the likelihood of another rate cut
EUR/HUF is rather limited, in our view.
W Analyst:  Matyas Kovacs (+36 148 44 874)
ﬁ & Wolfgang Ernst (+43 1 71707 1500)

My
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Exchange rate focus

Ny Jun-10 Dec-10

I - S EUR/HUF 285.0 2750
266.2 Change from last week

The price could break out of the range 264.10 to 277.85. Sell 264.00 USD/HUF 211.1 197.8

-> 255.00 - 250.00.

Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH

x Raiffeisen
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Weekly outlook

seeeessss Bond issuance calendar more slim in Q2

(P)review of key economic figures/events
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Money market focus
MM rates 3m 12m
Actual 1.11 1.61
Change from last week -0.03 -0.05
Forecast Mar-10 1.2 1.7
Forward rates 3x6 9x12
1.62 2.02
Change from last week -0.03 0.04
Bond market focus
Sy 15y
Actual 3.13 4.83
Change from last week -0.03 -0.03
Forecast Mar-10 3.3 4.9
Spread to bunds 98.0 108.6
Change from last week 7.8 -10.2
Spread to swaps 9.7 n.a.
EUR/CZK

y
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25.764
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Q2 2009

Q1 2010

The price has crossed its support line -> drop towards 24.700.

Source: Thomson Reuters, Raiffeisen RESEARCH

Strong demand for 5y government bond
Volume of CZK 6 bn to be offered in reopening of April/2019 issue

Market strategy
Neutral CZK T-bonds

Market comment

The Czech Ministry of Finance announced that it
plans to issue CZK denominated government bonds
worth CZK 32 bn in the second quarter 2010. Com-
pared with Q1 the amount is CZK 10 bn lower. The
figure also looks small considering the gross borro-
wing requirements for the whole year 2010 of CZK
280 bn. One part of the equation is the potential
issue of Eurobonds that could reach a volume of
around EUR 3 bn. Anyway, the issuance of CZK de-
nominated government bonds will likely increase in
the in the second half of the year. Nevertheless, in
a shortterm perspective the announcement was sup-
portive for the bond market and the latest 10-year
bond auction was very successful. Its bid/cover ratio
increased to 2.25 from 1.21 reached in the previous
auction of the same bond in January.

Market outlook

Next week will be full of important domestic mac-
roeconomic data releases. Our quite optimistic fore-
cast on exports and industrial output for January is
matching with the market consensus and, thus, we
do not expect a strong impact for the market if it
is fulfilled. CPI inflation is likely to have remained
low in February. The final release of the GDP data
for Q4 2010 will attract strong attention as the first
estimate was much weaker than expected and the
GDP deviated strongly from the gross value added.
An upward revision of the flash estimate would not
be a big surprise for us and the structure of GDP,
especially the development of domestic consumption,
could affect market expectations. For the time being
we stick to our neutral recommendation for Czech
government bonds.

Analysts: Michal Brozka (+420 221 141 498)

Walter Demel (+43 1 71707 1526)

Exchange rate focus

Jun-10 Dec-10
EUR/CZK 25.4 25.0
Change from last week
USD/CZK 18.8 18.0

Change from last week

x Raiffeisen
RESEARCH

RZB Group



Weekly outlook

e Negative trend in retail sales slows down

(P)review of key economic figures/events
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Interest rates on T-bills
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Money market focus
3m 12m

ZIBOR actual 1.78 3.35
Change from last week 0.15 0.06
T-bills actual 2.25 3.50
Exchange rate focus

Jun-10 Dec-10
EUR/HRK 7.40 7.45
Change from last week
USD/HRK 5.48 5.36

Change from last week

EUR/HRK

Q7 g3 94 Q1 G2 93 Q4 Q1 Q2
7 2688 % 2007
buy -> move towards 7.3350 - 7.3800 possible

=
03 Q4 01 Q2 93 G4 Q1 92 Q8 Q4
| “2008° | "2000 | 2010

Source: Thomson Reuters, Raiffeisen RESEARCH

Jan 1.5 (Dec -5.8)
Feb 0.4 (Jan 1.3)
Feb 3.2 (Jan 3.0)

Market strategy
Neutral EUR/HRK

Market comment

In line with our expectations, the decrease in retail
sales slowed in January, amounting to 8.5% yoy
in real terms (7.8% nominally). This is primarily the
result of last year's high base, considering that in
January 2009 retail sales fell 13.7% yoy. And the
unfavourable trends in retail will continue, due to
weaker credit activity, further declines in goods im-
ports and especially the lower disposable income of
households, which is affected mostly by the negative
trends on labour market. At the beginning of 2010,
the number of unemployed reached nearly 310,000,
and at the end of last year net monthly wages star-
ted to fall at the annual level. Additional downward
pressure on household consumption is coming from
consumer pessimism, caused by the growing uncer-
tainty on the labour market. Since we expect the
negative outlook for the labour market to persist in
H1 2010, retail sales results should be modest, alt-
hough the rate of decline should be much lower than
in 2009. Moreover, household income will be expo-
sed to higher inflationary pressures (higher energy
prices). This again brings us to the conclusion that
structural changes are needed to encourage invest-
ments, production and exports, since the Croatian
economy is too dependent on consumption. The la-
test flash estimate for real GDP in Q4 2009 showed
that the contraction of economic activity continued.
Real GDP shrank by 4.4% yoy, and finally 5.8% yoy
in 2009 as a whole, with household consumption
likely contributing the most.

Market outlook

The low level of EUR/HRK in recent days was the
result of a HRK 3 bn government bond maturing next
week and the issuance of a new government bond.
At the weekly and monthly level, we expect to see
depreciation pressures on the kuna, with the rate mo-
ving towards 7.30.

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

x Raiffeisen
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Romania

(P)review of key economic figures/events
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Money market focus*
MM rates 3m 12m
Actual 6.23 6.32
Change from last week -0.24 0.17
Forecast Mar-10 6.5 6.6
Implicit forward rates 6x9

6.26
Change from last week -0.18
Bond market focus*

3y 10y

Actual 6.90 7.00
Change from last week 0.40 0.25
Forecast Mar-10 7.40 6.70
Spread to bunds 558.5 387.2
Change from last week 25.4 22.8

*forecasts under revision

EUR/RON

Q4 Q‘l Q2 Q3 Q4 Q‘l Q2 Q3 Q4 Q‘l Q2 Q3 Q4 Q‘l Q2
2007 2008 2009 2010
4.088%

The Euro could be supported at 4.0700 by the MA20-months. buy
4.1500 -> 4.3530.

Source: Thomson Reuters, Raiffeisen RESEARCH

Weekly outlook

Low investments in Q4

Feb 4.5 (Jan 5.2)
Jan 7.5 (Dec 8.3)
Jan n.a. (Dec -242)

Market strategy
Buy RON T-bonds

Market comment

The statistical office just released the details on the
dynamics of GDP components in Q4 2009. Histo-
rical data for 2008-2009 were also revised. More
importantly, the model used to seasonally adjust the
gross data was recalibrated, and the new procedure
resulted in important changes in the quarterly growth
rates for the last two years. For instance, the new
data show that real GDP fell 1.5% qoq in Q4, after
advancing slightly in Q3 by 0.1% qoq (previously
reported as a decrease of 0.6% qoq). However, the
current dynamics of GDP components (i.e. consump-
tion, investments, GVA in industry) seems to be at
odds with the information provided by the other in-
dicators with monthly frequency. The quarterly con-
traction in real GDP in Q4 was not as bad as the
headline figure indicated, because it largely reflec-
ted a statistical base effect: the strong increase in
agricultural output in Q3 2009 helped also GDP, by
creating a higher reference base for Q4. While in-
vestments have contracted rapidly over the last three
quarters (Q2-Q4), it seems that the decline in con-
sumption eased substantially as compared with the
beginning of 2009 (data from the statistical office
even showed an increase in consumption both in Q3
and in Q4). The data substantiated our expectations
that economy bottomed out in Q4 and we are loo-
king for positive quarterly rates in the next period.

Market outlook

T-bond yields decreased marginally last week. We
expect them to stabilise at the current levels over the
short term, but we see room for additional decreases
by the end of this year, in line with the expected cuts
in the key rate of the NBR, and we keep our buy
recommendation open.

Analyst: lonut Dumitru (+40 37 2211269)

Exchange rate focus

Jun-10 Dec-10
EUR/RON 4.10 3.95
Change from last week
USD/RON 3.04 2.84

Change from last week

x Raiffeisen
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Weekly outlook

Turkey

s ‘Inflation surprised to the upside

(P)review of key economic figures/events

03 Mar 10
08 Mar 10 Jan 24 (Dec 25.2)
11 Mar 10 Jan n.a. (Dec -3.2)

Feb 10.1 (Jan 8.2)
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Source: Thomson Reuters, Raiffeisen RESEARCH

Money market focus
MM rates 3m
Actual 6.30
Change from last week -0.24
Forecast Jun-10 7.14
Implied forward rates 3x6

7.38
Change from last week -0.16
Bond market focus

ly

Actual 8.00
Change from last week 0.21
Forecast Jun-10 7.98
EUR/TRY

12m
7.40
-0.30
7.98
9x12
8.12
-0.13

5y
10.63
0.07
10.45

23
225
22
2,15
1
2,05
%o
1195
19
1,85
18
1,75
1,7

Q2 Q3 Q4 1 Q2 Q3 Q4 1 Q2 Q3 Q4
2007 3 ﬁ

2008 2009
2.1040
Sell after crossing support line 2.0390 (-> 1.9500).

=
1 Q2 Q3 *
3 2010

Market strategy

Underweight TRY bonds relative to the benchmark index

Market comment

The perception of political tensions between the AKP
government and the secularist military and judiciary
elites eased in recent days. Two meetings between
Prime Minister Tayyip Erdogan and General llker
Basbug, the armed forces chief, showed that prob-
lems are (at least) discussed. However, new charges
against a four-star general on Monday - so far the
highest ranking officer in the recent clampdown —
indicate, that the government is likely to continue its
course. Thus, we think that political tensions will up-
set the market periodically in coming months.

In another story, inflation figures for February sur-
prised on the upside. The rate climbed to double di-
git 10.1% yoy from 8.2% yoy a month earlier. The
hike stemmed primarily from rising vegetable prices,
tax adjustments and the base effect (especially for
the energy component). In accordance with our ex-
pectations, the central bank sees headline inflation
to stay elevated in Q2-Q3 and decrease only in Q4
of this year. The 2010 inflation target of 6.5% seems
increasingly unlikely. Thus, the central bank may be
required fo increase the key inferest rate (from the
current low of 6.5%) earlier/more pronounced than
so far expected.

Market outlook

Next week's industrial output figure will likely rise
moderately. We expect around +1% mom increase
in seasonally adjusted terms. Like in the previous
month, yoy growth will be much stronger (above
20%) due to the base effect. The current account de-
ficit will as well increase in yoy terms, given the some
recovery of imports in comparison to weak 2009.

Analysts: Andreas Schwabe (+43 1 71707 1389)
Gintaras Shlizhyus (+43 1 71707 1343)

Exchange rate focus*

Jun-09 Dec-09
EUR/TRY 1.98 2.09
Change from last week
USD/TRY 1.46 1.54

Change from last week
*forecasts under revision
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