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Forecast

Dec-10
Poland
PLN 3.65
1m-rate 4.3
5y bond 5.4
10y bond 57
Hungary
HUF 270.0
1m-rate 5.0
5y bond 6.0
10y bond 6.6
Czech Rep.
CZK 25.0
1m-rate 1.0 1.5
5y bond 8.8 3.8
10y bond 4.4 4.6
Romania
RON 4.10 3.95
1m-rate 55 5.6
5y bond 6.5 6.5
10y bond 6.0 6.0
usD 1.35 1.35

Currencies per 1 EUR
Source: Thomson Reuters. Raiffeisen RESEARCH
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Recommendations (1-month horizon)

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

mm Highlights

Poland — Though the unemployment rate is expected to rise
again in March, we think that retail sales should pick up at a
rate of roughly 5% yoy. Moreover, industrial production data
have remained quite robust so far, which leads us to think that
there is no need for a Q1 GDP growth revision. As far as yields
are concerned, we believe that there is still some room for ri-
sing bond prices in the next couple of months as inflation is still
trending down and bond issuance in the 10-year segment has
been rather limited so far.

Hungary — Considering the strength of the HUF it is out of
the question that the Monetary Council will cut the key rate
at its next meeting on Monday (29 March). Although we do
not know much about the next government's policy, the up-
coming parliamentary election in April is anticipated to be a
non-risk event, so the rate cut cycle could continue for another

25bp/25bp in Q2 and Q3 in our view.

Czech Republic — As was expected the Czech National Bank
(CNB) left its key 2-week repo rate unchanged at 1.0 % on its
regular monetary policy board meeting on Thursday. However,
2 of the 6 board members present at the meeting voted in favor
of a rate cut and CNB governor Zdenek Tuma said it was possi-
ble to imagine the next move in rates could be down.

Key upcoming events and data releases

Country Period Last

29-Mar

HU Mar % 5.8
HU Feb % 10.8
RO Mar % 7.0
31-Mar

PL Mar % 3.5
HU Q4 EUR mn 698.0
HR Feb EUR mn 958.0
HR Feb EUR mn 592.0
TR Q4 % -3.3
TR Feb USD bn 3.6
O1-Apr

TR Mar points 50.9
02-Apr

RO Mar % 3.3
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Weekly outlook

Local currency bonds

Market overview

CEE local currency bond market snapshot

26/03/2010 Coupon % YTM % MDuration
PLN 2y Gov. Bond 0.00 4.65 2.3
PLN 5y Gov. Bond 5.50 5.16 4.4
PLN 10y Gov. Bond 5.50 5.50 7.5
PLN 20y Gov. Bond 5.75 5.84 11.4
HUF 3y Gov. Bond 7.50 5.84 3.2
HUF 5y Gov. Bond 8.00 6.10 4.2
HUF 10y Gov. Bond 6.50 6.75 6.9
HUF 15y Gov. Bond 6.00 6.74 9.4
CZK 2y Gov. Bond 6.55 0.87 1.5
CZK 5y Gov. Bond 3.80 3.10 4.5
CZK 10y Gov. Bond 5.00 3.93 7.2
CZK 15y Gov. Bond 5.70 4.62 9.9
SKK 2y Gov. Bond 0.00 1.79 2.1
SKK 5y Gov. Bond 4.90 2.62 3.6
SKK 10y Gov. Bond 5.30 3.88 7.3
HRK 5y Gov. Bond 4.50 4.65 3.0
HRK 10y Gov. Bond 4.75 5.78 6.0
RON 3y Gov. Bond 6.00 6.49 0.6
RON 5y Gov. Bond 6.50 6.40 1.9
TRY 2y Gov. Bond 0.00 8.84 1.6
TRY 5y Gov. Bond 11.00 10.56 3.5
TRY 10y Gov. Bond 10.50 10.61 6.4
Source: Thomson Thomson Reuters, Raiffeisen RESEARCH
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Weekly outlook
Poland

Yields stabilise ahead of NBP rate decision

(P)review of key economic figures/events

24 Mar 10 Feb 0.1 (Jan 2.5)

24 Mar 10 Feb 13.0 (Jan 12.7)

31 Mar 10 Mar 3.5 (Feb 3.5)
PLN yield curve Market strategy

65 Buy PLN T-bonds

6.0

55 Market comment

5.0 Economic data was disappointing this week: Retail
45 o sales were up only 0.1% yoy and down by 4% mom
4.0 ‘A“/ in February. Moreover, retail sales even declined by
35 / nearly 3% yoy in real terms, the second consecutive
30+ negative reading. The unemployment figures came
”s in as expected, with the unemployment rate rising

" ) 4 o 8 10 to 13%. The reaction of bond yields and EUR/PLN

to the data was, however, rather limited. We expect

¢ ochol yields yield curve that the central bank will leave the reference rate un-
------- swap curve last week . A
changed at its meeting next week.
Source: Thomson Reuters, Raiffeisen RESEARCH
Money market focus Market outlook
MM rates 3m 12m Retail sales data were quite disappointing, though
"C‘;’“"’ o ) g'gf g‘g‘;’ there is a significant seasonal effect in the numbers.
ange from lasf wee " o Our forecast of 3.1% yoy for refail sales growth pro-
Forecast Jun-10 4.20 4.50 A
S—— 6x9 ved to be overly optimistic, and the reported result
4.34 together with the weak construction output for the
Change from last week 0.00 first two months of the year could mean weaker GDP
growth in Q1. Though the unemployment rate is ex-
Bond market focus pected to rise again in March, we think that retail sa-
5y 20y les should pick up at a rate of roughly 5% yoy. Moreo-
Actual 5.16 5.84 ver, industrial production data have remained quite
Change from last week 0.0l 0.02 robust so far, which leads us to think that there is no
Forecast Jun-10 3.00 >80 need for a Q1 GDP growth revision. As far as yields
Spread to bunds 295.6 195.9 . .
Change from last wesk s . are concerned, we believe that there is still some room
T T 15.6 for rising bond prices in the next couple of months as

inflation is still trending down and bond issuance in
EUR/PLN the 10-year segment has been rather limited so far. As
long as infernational market sentiment remains posi-
tive, capital inflows should remain strong over the next

4,9

k " months and support the zloty. We therefore change
ﬁ'” 47 our recommendation from “neutral” to “buy” for the
N it - 10-year segment.

h* x“ -
: | o 43 Analysts: Marcin Grotek (+48 22 585 29 44)
! ' 44,2
WW!F Irﬁm o Marcin Kopazynski (+43 1 71707 1423)
"

4
s Exchange rate focus
b+t

3,8

Feb Mar  Apr Mai Jun Jul Aug Sep Okt Nov Dez Jan Feb Mar Ay rm' Jun-lo Dec-,o
Q1 2009 r Q22009 | Q32009 | Q42009 | Qi2010 r EUR/PLN 3.80 3.65

3.8860 ) . Change from last week
The MA200-weeks will be crossed -> further decline towards 3.7500 USD/PLN 281 2.70

ible.
possible Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH
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Weekly outlook

Hungary

Room to cut further

(P)review of key economic figures/events

29 Mar 10 Mar 5.5 (Feb 5.75)

29 Mar 10 Feb 10.9 (Jan 10.8)

31 Mar 10 Q4 280 (Q3 698)
HUF yield curve Market strategy

7.0 Neutral HUF T-bonds

6.5

Market comment
6.0
X In spite of the optimistic international market senti-

55 ment, EUR/HUF switched to a sideways trend fol-

lowing last week’s surge to a 15-month low and
some upside corrections, and now seems to have

5~O EX XX

45 found its direction for the time being. At the same
time, Hungarian government bonds yields retrea-

40 ‘ ‘ ‘ ‘ ted by another 5bp on the short end and 15bp on
° 2 4 6 8 10 the long end. Forward rate agreements reflect the

¢ actual yields yield curve market’s increasing expectations for further rate cuts

lastweek swap curve (nearly three times 25bp in the coming months).
Source: Thomson Reuters, Raiffeisen RESEARCH

Market outlook

Considering the strength of the HUF (2% apprecia-
tion last month), it is out of the question that the Mo-

Money market focus

MM rates

Actual

Change from last week
Forecast Jun-10

3m
5.68
0.04
5.0

12m

5.59 A .
0,04 netary Council will cut the key rate at its next mee-

49 ting on Monday (29 March). Although we do not
know much about the next government’s policy, the
upcoming parliamentary election in April is antici-
pated to be a nonisk event, so the rate cut cycle

5o I 15y could continue for another 25bp/25bp in Q2 and

Bond market focus

A A Q3 in our view. The Hungarian forint still seems to
0.02 0.05 be overvalued, so there is limited potential for further
6.3 69 appreciation in the coming weeks and we expect

389.3 289.7 EUR/HUF to move back towards the 270 level in the
6.2 8.4

Actual

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

medium term. We feel that Hungarian government
bonds are close to their lowest achievable levels, so
we are changing our recommendation from buy fo

EUR/HUF HOLD at the long end.
Analyst:  Matyas Kovacs (+36 148 44 874)
o Wolfgang Ernst (+43 1 71707 1500)
| o
o,
‘ T
i
| i Exchange rate focus
17 07 21 05 19 02 16 06 20 04 18 01 22 06 20 03 17 07 21 07 21 04 18 e ‘lun-’o Dec-’o
Q2 2009 | Q3 2009 | Q4 2009 | Q1 2010 | EUR/HUF 275.0 270.0
265.95 ) Change from last week
The MA200-weeks will be crossed. Sell 264.00 > 255.00 - 250.00. USD/HUF 203.7 200.0
Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH
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Weekly outlook

Czech Republic

CNB qu:fe dovish again

(P)review of key economic figures/events

25 Mar 10

CZK yield curve

5.0
4.5

4.0 3
3.5 /

2.0 iy

1.5 +getr
1.0 % .
0.5
0.0
0 2 4 6 8 10
¢ actual yields yield curve
------- swap curve last week
Source: Thomson Reuters, Raiffeisen RESEARCH
Money market focus
MM rates 3m 12m
Actual 1.10 1.61
Change from last week 0.00 0.01
Forecast Jun-10 1.1 1.6
Forward rates 3x6 9x12
1.63 1.99
Change from last week 0.02 0.07
Bond market focus
Sy 15y
Actual 3.10 4.62
Change from last week -0.05 -0.16
Forecast Jun-10 &8 4.8
Spread to bunds 91.4 77.5
Change from last week -12.7 -19.1
Spread to swaps -24.0 n.a.
EUR/ CZK
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Q3 Q4 1 Q2 Q3 Q4 1 Q2 Q3
2007 3 2008 ? 2009

25.370

Q4 ﬁl Q2
2010

The rising support line has been crossed at 25.800 -> drop otwards the

retracement 24.420.

Source: Thomson Reuters, Raiffeisen RESEARCH

' CNB monetary policy board meefing  Mar 1.0 [Feb 1.0] - Unexpectedly 2 board members voed for rafe cut

Market strategy
Neutral CZK T-bonds

Market comment

As was expected the Czech National Bank (CNB) left
its key 2-week repo rate unchanged at 1.0% on its
regular monetary policy board meeting on Thursday.
However, the press conference proved to be quite ex-
citing. It was revealed that two CNB board members
voted for a rate cut. CNB governor Zdenek Tuma
also said that the latest economic data was roughly
in line with its macroeconomic forecast, which assu-
mes unchanged interest rates in the first half of 2010
followed by a gradual increase. Furthermore, the
governor stated that the current risks for the progno-
sis are slightly anti-inflationary.

Market outlook

Next week the minutes of the CNB board meeting
could reveal additional information of importance.
The market will be especially curious about the no-
mes of the two board members who voted for the
rate cut, as are we. For the time being, our forecast
scenario reckons with an increase of the CNB's key
rate in the third quarter 2010. While such a scenario
is still possible it depends on the development of the
Czech crown, which could be negatively effected by
an inconclusive outcome of the parliamentary elec-
tions in June. For the time being the short end of the
yield curve is likely to remain compressed. Thus, we
change our sell recommendation for Czech govern-
ment bonds with up to two year maturities back to
neutral (for all maturities).

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 18.5

Change from last week

x Raiffeisen
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Weekly outlook

s Industrial production - trend reversed

(P)review of key economic figures/events

24 Mar 10
31 Mar 10
31 Mar 10

Interest rates on T-bills

CO==NNWWARNLMO ONN®
obhouhoLoLohowo oo

Mar-09 May-09 Jul09  Sep-09 Nov-09 Jan-10 Mar-10
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Source: Thomson Reuters, Raiffeisen RESEARCH

Money market focus
3m 12m

ZIBOR actual 1.93 3.71
Change from last week 0.14 0.12
T-bills actual 2.00 4.00
Exchange rate focus

Jun-10 Dec-10
EUR/HRK 7:32 7.32
Change from last week
USD/HRK .42

Change from last week

EUR/ HRK

7,5
7,45
7.4

7,35

#7.3

I
|
++q } /‘/‘

Q2 Q3 Q4 1 Q2 Q3 Q4 1 Q2 Q3 Q4 1 Q2
2007 2008 2009 2010

7.2600
buy 7.2800 -> move towards 7.3350 - 7.3800 possible.

llqﬁ.ﬂ -

Source: Thomson Reuters, Raiffeisen RESEARCH

Feb 0.2 (Jan 1.5)
Feb 1099 (Jan 958)
Feb 757 (Jan 592)

Market strategy
Neutral EUR/HRK

Market comment

Starting in January 2010, the CBS changed its con-
cept for publishing the initial results of the industrial
production indices to harmonise the presentation and
interpretation of the industrial production statistics
with the standards prescribed by Eurostat. Accor-
ding to the new methodology, industrial production
recorded an increase of 0.2% yoy in February fol-
lowing an increase of 1.5% yoy in January, thereby
reversing the negative trend seen consistently throug-
hout 2009. This came primarily as a result of last
year's low base, but also as a result of a recovery
in external demand and lower inventories, which
declined in previous months. We expect industrial
production output to increase mildly in the coming
months. However, this is not a solid indicator of a
rebound in industrial activity because the possible
rise will be influenced by the base effect. We expect
the genuine recovery in industrial production to come
in the second half of 2010, when domestic demand
is expected to recover and positive developments in
foreign markets could have a stronger impact.
Croatia’s  gross foreign debt amounted to
EUR 43.6 bn or 96.5% of GDP at the end of Novem-
ber 2009. The increase in foreign debt from January
to November was attributable mostly to the corpo-
rate sector (up by EUR 1.3 bn) and the government
(up by EUR 968 bn). In 2009, we expect the external
debt to GDP ratio to reach 99%.

Market outlook

We saw another calm week with low trading volu-
mes on the FX market last week. The EUR/HRK FX
rate was stable at 7.26 kuna per euro. In the week
ahead, a possible increase in demand for euros will
be met fully by the ample euro supply in the system.
Therefore, EUR/HRK will most likely stay at roughly
the same level as last week, i.e. around 7.26 kuna
per euro. One month out, slight depreciation pres-
sures may occur and the rate could move towards
7.30 kuna per euro.
Analysts: Ivana Juric (+385 1 61 74 349)

Zrinka Zivkovic-Matijevic (+385 1 61 74338)

x Raiffeisen
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Weekly outlook

Romania
NBR to cut the key interest rate further

(P)review of key economic figures/events

23 Mar 10 Feb -3.7 (Jan -3.5)
29 Mar 10 Mar 6.75 (Feb 7.00)  50bp cut possible
02 Apr 10 Mar 3.0 (Feb 3.3)
ROBOR 3m & T-bond yields (%) Market strategy
15 Neutral RON T-bonds
14 f
I A 1 Market comment
e I ’M\ \ The NBR Board will meet again on 29 March to dis-
. n\ﬁm cuss monetary policy issues. In our opinion, a new
1"t/ cut in the monetary policy rate (7% at the moment)
1 “AW is a done deal, with the only question being the size
\ of the cut. The inflation expectations and the low
level of economic activity (combined with the poor
Dec06 Jun07 DecO? JomO8 DecO8 Jun09 DecO9 outlook for the period ahead) clearly argue for low
interest rate levels. In fact, interbank interest rates are
——ROBOR3m —3yThond —— 10y T-bond already substantially below the monetary policy rate
as the NBR let more liquidity into the market as senti-

Source: Thomson Reuters, Raiffeisen RESEARCH

Money market focus*
MM rates 3m 12m
Actual 5.44 5.98
Change from last week -0.28 -0.04
Forecast Jun-10 5.8 5.8
Implicit forward rates 6x9

5.95
Change from last week -0.02
Bond market focus*

3y 10y

Actual 6.61 5.90
Change from last week 0.07 0.00
Forecast Jun-10 6.40 6.00
Spread to bunds 527.8 275.3
Change from last week 8.7 -10.3

*forecasts under revision

Q2 Q3 Q4 Q1 Q2 Q3 Q4 1 Q2 Q3 Q4 1 Q2
2008 ﬁ

2007 | 2009 2010

4.0617
The Euro could be supported by the MA20-months. buy 4.1500 ->
4.3530.

Source: Thomson Reuters, Raiffeisen RESEARCH

ment was favourable for the leu. The management of
the liquidity in the money market remains very impor-
tant for the Romanian central bank and is a key de-
terminant of the interest rate levels and trends in the
economy. In addition, the discrepancies between the
monetary policy rate and the deposit and lending in-
terest rates have been substantial over the last quar-
ters. In our baseline scenario, we expect the NBR
to continue letting significant levels of liquidity info
the market, which would keep the interbank interest
rates low. However, we only expect the NBR to cut
the key interest rate gradually in the period ahead to
avoid having to raise it again if new inflationary risks
emerge (unexpected hikes in administered prices or
increases in food prices due to adverse weather con-
ditions). We expect a cut of only 25bp at Monday's
meeting, but a cut of 50bp is also possible.

Market outlook

A cut of 25 or 50bp should have no impact on
bond yields, which decreased rapidly over the past
months. In fact, we think that the potential of further
yield decreases in the coming months is limited. Be-
cause of this, we are changing our recommendation
for RON bonds from “buy” to “neutral”.

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 2.93

Change from last week

x Raiffeisen
RESEARCH
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Weekly outlook

messssssss New Russian Eurobond plan

(P)review of key economic figures/events

No important data or market releases next week

RUB yield curve
8.5
8.0
7.5 = =
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6.5 /
7
6.0
/ Duration (years)
55 T T
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 5.87 8.23
Change from last week 0.04 0.02
Forecast Mar-10 4.21 n.a.
Forward rates 3x6 9x12
8.76 n.a.
Change from last week -0.01 n.a.
Bond market focus
2y 15y
Actual 6.49 7.30
Change from last week 0.19 -0.12
Forecast Mar-10 5.80 n.a.

USD/RUB

-
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29.630

The price is currently breaking out of the flag pattern at 29.590 (>

Source: Thomson Reuters, Raiffeisen RESEARCH

Market strategy

We maintain our buy recommendation on the rouble for a horizon
of 3-6 months, while we expect shortterm profit taking to ensue
at around 34.00 vs. the dual currency basket.

Market outlook

The Russian finance ministry will launch a road show
in New York on April 21-22, and Barclays Capi-
tal, Citibank, Credit Suisse and VTB Capital will be
acting as the lead managers for the issue. The is-
sue will be denominated in US dollars (144A Reg.).
Originally, the government planned to roll a new
bond in late March or early April. According to de-
puty finance minister Mr. Pankin, Russia will place
between USD 3 and 5 bn in 10- and/or 30-year
bonds. Sources familiar with the situation say that
Russia is looking to achieve very tight pricing condi-
tions, but no further details were given that would al-
low us evaluate the upcoming issue. We understand
that Russia’s placement strategy will centre around a
duration spread where the issuer can offer either a
single 30-year bond or opt for a combination of 10-
year and 30-year tranches to achieve better overall
pricing conditions. In any case, we expect a bench-
mark jumbo issue from Russia that will also be inclu-
ded in JP Morgan’s EMBI Global. We recommend
selling outstanding 30-year Russian paper versus
buying 28-year paper, and we would also buy into
the 10-year CDS spread, which currently appears to
be too tight for Russia’s risk. We assume that some
investors might be selling outstanding 30-year paper
in order fo get into the new issue without increasing
their overall Russia exposure.

Market outlook

With the end of March approaching, we are kee-
ping our eyes on the central bank, which promised to
decide on interest rates by the end of the month. We
still expect a 50bp rate cut in response to excessive
rouble appreciation.

Analyst: Gintaras Shlizhyus (+43 1 71707 1343)

Exchange rate focus

Jun-10 Dec-10
EUR/RUB 39.30 38.84
Change from last week
USD/RUB 29.11 28.77

Change from last week

x Raiffeisen
RESEARCH
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Weekly outlook
Turkey

E—— PMI po:sed to climb

(P)review of key economic figures/events

31 Mar 10 Q4 4.5 (Q3-3.3)
31 Mar 10 Feb n.a. (Jan -3.6)
01 Apr 10 Mar 52 (Feb 50.9)

TRY yield curve Market strategy
12 Underweight TRY bonds relative to the benchmark index
1 — =
_ = Market comment
10 ~
// Capacity utilisation in March remained virtually
9 2 unchanged at 67.9% (67.8% in February), while
8 ,/ manufacturing confidence soared by 5.2 points to
/ 110.6. The general perception of the economic si-
7 : tuation seems to be improving more quickly than the
Duration (years) Y
6 ‘ ‘ ‘ ‘ ‘ ‘ economy itself. Next Wednesday, GDP for the fourth
0 1 2 3 4 5 6 7 quarter of 2009 will be published. Given the average
o actual yields industrial growth of 9.0% yoy in Q4, we think that
— —ield cuve a week ago the consensus of 4% yoy will be exceeded. This will
cebayiee some also bring the GDP decline for 2009 as a whole to

Source: Thomson Reuters, Raiffeisen RESEARCH around -5.5%, which is better than the government's

estimation of -6%. We are also upbeat regarding the

Money market focus manufacturing PMI for March, which will be released
MM rates 3m 12m on Thursday. February’s figure of 50.9 was rather
Actual 6.25 7.65 disappointing, so some improvement seems to be
Change from last week 0.41 0.15 quite likely. Additionally, a surprisingly high Flash
Forecast Jun-10 L ) PMI figure for the Eurozone indicates acceleratin
Implied forward rates 3x6 9x12 9 . .. . . 9
B 868 manufacturing activity, which should be supportive
Change from last week -0.29 0.47 for Turkey as well.
Market outlook
Bond market focus :
, 5 A reform package that would curb the power of jud-
- 76),' 105’; ges may be presented to the parliament as early as
Change from last wesk o ey next Monday. The reforms would change the way
Forecast Jun-10 8.43 10.94 judges are appointed, make it harder to ban politi-

cal parties and make members of the armed forces
accountable to civilian courts. Markets initially reac-
EUR/TRY ted negatively and USD/TRY reached a three-week

high. Nevertheless, equity markets soared on Thurs-

o, day. Turkish bonds and the lira profited as well. Go-
225 ing forward, the ongoing recovery should support
o the lira and put downward pressure on bond prices.
21 However, the political situation is largely unpredicta-
2 ble and might hurt the Turkish markets at any time.
.95 Analysts: Andreas Schwabe (+43 1 71707 1389)
o Gintaras Shlizhyus (+43 1 71707 1343)
nd Exchange rate focus
g Jun-09 Dec-09
T 000 O T P ages T P ages T G0 EUR/TRY 2.00 1.90
20560 Change from last week
The support line 2.0390 will be crossed (> 1.9500). USD/TRY 1.50 1.42

Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH

x Raiffeisen
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