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Forecast

Jun-10 Dec-10
Poland
PLN 3.80 3.65
1m-rate 3.6 3.8
5y bond 4.8 4.9
10y bond 53 5.4
Hungary
HUF 275 270
1m-rate 5.2 5.0
5y bond 6.3 6.0
10y bond 7.0 6.6
Czech Rep.**
CZK 25.4 25.0
Tm-rate 1.0 1.5
5y bond 3.3 3.8
10y bond 4.4 4.6
Russia *
RUB 30.5 30.0
Tm-rate 3.9 3.9
5y bond 6.4 5.6
10y bond 6.7 6.3
usb 1.20 1.20

Currencies per 1 EUR; * RUB vs. USD; ** forecasts under
revision; Source: Thomson Reuters. Raiffeisen RESEARCH

21 May 2010

Recommendations (1-month horizon)

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

mm Highlights

Poland - The current levels of EUR/PLN look very attractive. The
increased uncertainty in the global markets and the higher FX
volatility, however, put this attractiveness in a different light at
the moment. Our shortterm “neutral” position in Polish bonds
remains unchanged, in spite of the fact that in recent days
bonds were less affected by the recent spike in risk aversion,
than the Polish equity market.

Hungary - The new government will be sworn in on 29 May.
The incoming economy minister claimed that there is no room
for fiscal stimulus, and that the size of the tax cuts (planned to
be implemented from July) depend on the state of the budget,
which he believes is awful (in our reading this means that no
massive tax cuts are possible). He expressed the need for a
turnaround in monetary policy: more rate cuts and some sort of
quantitative easing is demanded.

Czech Republic — Parliamentary elections will be held on the
weekend 28/29 May. Polls show the strongest support for the
social democrats. But there remains quite a high probability of
another stalemate between the parties from the right and the
left wing. Therefore, forming a government that will soon be
able to present a credible fiscal plan could be difficult.

Romania - Prime Minister Emil Boc said the government would
go forward with the announced restrictive measures and would
take responsibility in the Parliament for these measures. The
risk is that the opposition parties will ask for a no-confidence
vote on the Government.

Key upcoming events and data releases

Country Indicator Forecast Last
21-May

PL Net inflation, % yoy 1.8 2.0
HR Industrial output, % yoy 2.8 0.6
22-May

PL NBP rate decision, % 3.5 3.5

25-May

HU Retail sales, % yoy 3.2 -4.3

27-May

HU Unemployment rate, % 11.8 11.8
28-May

HU Investments, % yoy 0.5 11.0
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Weekly outlook

B Croatia — At the end of 2009, total public debt,
including debt of the CBRD and guarantees,
amounted to 50.4% of GDP. Compared with the
end of 2008, public debt increased by HRK 23
bn. In the overall structure of public debt, central
government debt still represents the most impor-
tant part with an increase of nearly HRK 17 bn in
2009. The issuance of government bonds on the
foreign market contributed the most to the rise in

public debt.

Recently closed trades

Entry Close
Recommendation level level Comment
SELL EUR/PLN (long PLN) 4.023 4.05 Stopped out
SELL BASKET/RUB (long RUB) 34.1812 34.67 Stopped out
Buy RON TBond 10/2012 (ISN 111.1 109.5 Stopped out
RO0912DBNO76)
Buy RUB T-Bond 11/2021 RU46018 100.45 98.6 Early stop-out
(ISN RUOOOAODOG29)
Source: Thomson Reuters, Bloomberg
x Raiffeisen
, RESEARCH
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CEE local currency bond market snapshot

21/05/2010

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

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

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

RUB 2y Gov. Bond
RUB 5y Gov. Bond
RUB 10y Gov. Bond
RUB 30y Gov. Bond

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

Source: Thomson Thomson Reuters, Raiffeisen RESEARCH

Bond auctions

26-May
Ccz

Coupon %

0.00
5.50
5.25
SNV,

7.50
5.50
6.50
6.00

855
3.80
VS
5.70

4.50
4.75

6.00
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10.80
11.20
8.00
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0.00
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YTM %

4.49
5.29
5.66
5.91

6.17
6.72
7.01
7.03

1.53
2.52
4.06
4.38

4.90
5.84

5.33
6.00

6.23
7.00
578
7.30

9.27
10.29
10.66
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Local currency bonds

Market overview
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Weekly outlook

s Yields sfeady - zloly volafiliiy rises

(P)review of key economic figures/events

17 May 10 Mar -560 (Feb +106)

20 May 10 Apr 9.9 (Mar 12.3)

25 May 10 May 3.5 (Apr 3.5) no changes in rates expected
PL yield curve Market strategy

6.5 Neutral PLN T-bonds

6.0

55 e Market comment
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Money market focus
MM rates 3m
Actual 3.65
Change from last week -0.01
Forecast Jun-10 3.70
Forward rates 6x9

4.33
Change from last week 0.01
Bond market focus

Sy

Actual 5.29
Change from last week 0.16
Forecast Jun-10 4.80
Spread to bunds 377.1
Change from last week 35.3
Spread to swaps -0.2
EUR/PLN

12m
4.06
0.01
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20y
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The positive economic data for April did not change
the mood of investors, who continued to sell Po-
lish assets thus bringing the zloty under pressure.
On Thursday, the Polish currency slipped to EUR/
PLN 4.2050. Industrial production grew at a rate of
9.9% yoy in April, which was slightly below expec-
tations, but nevertheless the data are very promising
concerning the country’s economic development. Em-
ployment data has been better than expected, with
employment stagnating at April 2009 levels, but still
reflecting the first non-negative month in year-on-year
terms since January 2009. Moreover, the MoF pub-
lished the budget outcome for the first four months
of 2010, which showed a lower-than-planned deficit
for the period.

Market outlook

The market is currently ignoring the positive econo-
mic newsflow from Poland as was the case this week
when the economic data once again underlined the
solid fundamental position of the country. On Thurs-
day afternoon, rumours arose in the market that the
state-owned bank BGK has sold EUR for PLN on the
market, but there was no confirmation of the sale.
Also, the MoF reiterated its willingness to sell (even
in the spot market) EUR for PLN, if the exchange rate
falls sharply “without any fundamental reason”. The
current levels of EUR/PLN look very attractive. The
increased uncertainty in the global markets and the
higher FX volatility, however, put this attractiveness in
a different light at the moment. Our shortterm “neut-
ral” position in Polish bonds remains unchanged, in
spite of the fact that in recent days bonds were less
affected by the recent spike in risk aversion, than the
Polish equity market.

Analyst:  Marcin Kopaczynski (+43 1 717 07 1423)

Exchange rate focus

Jun-10 Dec-10
EUR/PLN 3.80 3.65
Change from last week
USD/PLN 3.17 3.04

Change from last week

x Raiffeisen
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Weekly outlook

s Rough ride for the forint

(P)review of key economic figures/events

25 May 10 Mar -3.2 (Feb -4.3)
27 May 10 Apr 11.8 (Mar 11.8)
28 May 10 Q10.5 (Q4-11.0)
HUF yield curve Market strategy
8.0 Neutral HUF T-bonds
7.5
7.0 P Market comment
6 / EUR/HUF trading is volatile on the market, with the
6.0 / rate currently at around 280. We are seeing swift
5.5 —~ ups and downs — mostly driven by the EUR/USD
5.0 g ,/ moves. Surprisingly strong wage data was published
45 for March, with an almost double-digit rise in gross
0 | | | | wages. The wage data was boosted by a one-off
" ) 4 o 8 0 payment in the public sector, but even private sector
wage development was strong (+6.9% yoy). One
¢ |°'°'“°| vields yield curve should attribute limited importance to the data, as the
ast week oo swap curve . X
grey economy is enormously large in Hungary, and

Source: Thomson Reuters, Raiffeisen RESEARCH moreover wage developments run against the refail
trade figures (5% decline of retail sale in Jan-Feb).

Money market focus

MM rates 3m 12m Market outlook
Actual 5.23 5.18 . .
Change from last week . 0.01 The new government will be sworn in on 29 May.

4.9 The incoming economy minister claimed that there is
no room for fiscal stimulus, and that the size of the
tax cuts (planned to be implemented from July) de-

Bond market focus pend on the state of the budget, which he believes is

awful (in our reading this means that no massive tax

Forecast Jun-10 5.0

P 56’.'72 ’%3 cuts are possible). He e‘xpressed the need for a turna-
Change from last week 07 950 round in monetary policy: more rate cuts and some
Forecast Jun-10 6.3 6.9 sort of quantitative easing is demanded. Mr. Orbén
Spread fo bunds 520.6 366.1 (the incoming PM) claimed that strong government-
Change from last week 66.3 63.1 central bank cooperation is needed, but the funda-
mentals for this are missing. Clearly, Fidesz is serious
about removing central bank governor Mr. Simor.
EUR/HUF We keep our EUR/HUF 275 target for June and Sep-
i tember and maintain our HOLD recommendation on
310 —pems s } r.i o 310
300 ' J—TI 300 Analyst:  Zoltén T6rék (+ 36 148 44843)
290 T | 290
280+ ' *. Lo ~F 280
270 I T+ -!-*r{1 270
260 Ij"' T 260
E':I
s [ 20 Exchange rate focus
o | (g™ 20 Jun-10 Dec-10
e S . EUR/HUF 275.0 270.0
> ! * ! . Change from last week
Last: 279.59 buy 290 target: 295 - 910 USD/HUF 229.2 225.0
Diamond-Pattern might result in a rally towards 310. Change from last week

Source: Thomson Reuters, Raiffeisen RESEARCH
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Weekly outlook

meeesssssm  Another stalemate after elections?

(P)review of key economic figures/events

17 May 10
17 May 10

CZK yield curve
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Money market focus*
MM rates 3m 12m
Actual 0.87 1.36
Change from last week -0.05 -0.03
Forecast Jun-10 1.1 1.6
Forward rates 3x6 9x12
1.37 1.72
Change from last week -0.03 -0.03
Bond market focus*
Sy 15y
Actual 2.52 4.38
Change from last week -0.05 0.14
Forecast Jun-10 3.3 4.8
Spread to bunds 101.4 101.1
Change from last week 18.7 30.2
Spread to swaps -24.2 n.a.
* forecasts under revision
EUR/CZK
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Triangle, 26.05 -> 26.31 should be to follow and maybe even 26.65

Source: Thomson Reuters, Raiffeisen RESEARCH

Mar -12.6 (Feb 10.3) Dividend outflows and negative balance of services
Apr 0.4 (Mar -0.8) 0.7% mom increase much higher than expected

Market strategy
Neutral CZK T-bonds

Market comment

The recent domestic macroeconomic data releases
proved to be quite interesting, as the current account
balance turned into a deficit in April and the PPl in-
creased 0.7% mom. The first figure, although just a
one month result, is rather unfavorable for the CZK,
while the second fits into a series of rather pro-infla-
tionary data over the past couple of weeks. Together
this once again puts into question the recent interest
rate cut by the Czech National Bank (CNB). On the
other hand, the market does not seem to pay too
much atfention to the domestic macro data anyway,
as the CZK fell on the back of broad wave of risk
aversion and despite the fact that the position of the
Czech Republic is relatively very favorable with great
room for maneuvering on the bond market.

Market outlook

Aside from the unfavorable external market environ-
ment, the upcoming parliamentary elections on the
weekend 28/29 May will certainly take most atten-
tion. Public polls show the highest preferences for
the social democrats. But there remains quite a high
probability of another stalemate between the parties
from the right and the left wing in the lower house
of Parliament. Therefore, forming a government
that could soon be able to present a credible fiscal
plan could be difficult. Such a potential period of
uncertainty speaks against the CZK as well as Czech
government bonds, at least for the time being. Given
the uncertainty about the future ECB rate policy (and
a pending revision of our forecast) we also leave our
forecast for the Czech yield curve under revision.

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 21.2 20.8

Change from last week

x Raiffeisen
RESEARCH
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Weekly outlook

e Great expectations from tourism

(P)review of key economic figures/events

14 May 10
20 May 10
21 May 10

Interest rates on T-bills
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Source: Thomson Reuters, Raiffeisen RESEARCH

Money market focus

Apr 0.6 (Mar 0.9)
Apr 17.9 (Mar 14.8)
Apr -2.8 (Mar -0.6)

Market strategy
Neutral EUR/HRK

Market comment

At the end of 2009, total public debt, including
debt of the CBRD and guarantees, amounted to HRK
167.9 bn, or 50.4% of GDP. Compared with the
end of 2008, public debt increased by HRK 23 bn
(15.9%). In the overall structure of public debt, cen-
tral government debt (HRK 110 bn) still represents
the most important part with an increase of nearly
HRK 17 bn in 2009. In the previous year, the is-
suance of government bonds on the foreign market
contributed the most to the rise in public debt. This
year, expected lower budget revenues together with
higher expenses and increased government needs
for refinancing of existing liabilities, will lead to a
rise in public debt. In Q1 2010, new government

3m 12m bonds issued on the domestic market will cause an
ZIBOR actual 2.32 3.96 increase in the amount of public debt in the following
Change from last week -0.12 -0.02 reports.
Tbills actual 230 3.9 According to the last available data, in the Q1 2010
the number of tourist arrivals and overnight stays re-
Exchange rate focus flected a significant decline compared to the same
g quarter in 2009. Namely, tourist arrivals fell by 6.2%
Jun-10 Dec-10 yoy and overnight stays by 3.5% yoy. Less favoura-
EUR/HRK 732 7:32 ble results in Q1 2010 are primarily the result of the
Change from last week T val d iah fd .
USD/HRK 6.10 6.10 all in arrivals and overnig t stays o ' omestic fOl:J-
Change from last week rists, which was expected since domestic economy is
still far from recovery and with the negative trends on
the labour market peaking in Q1. As the start of the
main tourist season is approaching and the propor-
EUR/HRK tion of foreign tourist in the overall number of tourist
will increase substantially (over 90%), we expect the
e = rise in physical indicators, which should increase tou-
75 75 rism revenues and have positive effects on the C/A.
7,45 7,45
w1 74 Market outlook
7,35 t 7,35
’s L4dd ’a In the week ahead, we expect the rate to stay at the
s - ' = 25 current level, while over a one-month period appre-
s --— T Va ciation pressures on the kuna should prevail amid
' * ' expected inflows of euro from external borrowing.
7,15[;| n 715
D e M TR S S Analysts: Ivana Juric (+385 1 61 74 349)
Last: 726 position: neuiral Zrinka Zivkovic-Matijevic (+385 1 61 74338)
Either buy 7.29 -> 7.32 or sell 7.20 -> 7.16.
Source: Thomson Reuters, Raiffeisen RESEARCH
x Raiffe
RESE/
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Weekly outlook

Romania

(P)review of key economic figures/events

17 May 10
17 May 10
17 May 10
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Money market focus
MM rates 3m 12m
Actual 6.25 6.32
Change from last week 0.31 0.07
Forecast Jun-10 5.5 5.6
Implicit forward rates 6x9
6.29
Change from last week 0.01
Bond market focus
3y 10y
Actual 7.08 6.77
Change from last week 0.29 -0.01
Forecast Jun-10 6.40 6.00
Spread to bunds 645.5 409.2
Change from last week 59.3 22.2
EUR/RON
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position: long

MMMMM

target: 4.24 - 4.30
Still all bullish here, but a stop at 4.1730 -> 4.1490 might be
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Source: Thomson Reuters, Raiffeisen RESEARCH

Confidence vote for government

Market strategy
Neutral RON T-bonds

Market comment

Negotiations between the Government, labour uni-
ons and representatives of employers on the measu-
res proposed by the government (cuts in wages and
pensions) ended without any result. On Wednesday,
around 20,000-25,000 persons took part in a pro-
test meeting in Bucharest, while the unions said they
would organise a general strike on 31 May. Prime
Minister Emil Boc said the government would go for-
ward with the announced restrictive measures and
would take responsibility in the Parliament for these
measures. The risk is that the opposition parties will
ask for a no-confidence vote on the Government. As
expected, it proved quite difficult for the Government
to go forward with the austerity package announced
two weeks ago, but we think that there are no alter-
natives and they should go ahead with the commit-
ment to adjust the social bill.

Market outlook

Increased risk aversion on the external markets and
uncertainty regarding the ability of the Government
to go forward with the recently announced auste-
rity measures has been reflected in rising yields on
government bonds over the last month. Some players
have already booked their profits, selling a part of
their RON bonds. Also, the increase in yields promp-
ted the government to reject all investor bids at two
auctions for T-bonds this month. However, on Thurs-
day the government unexpectedly succeeded in bor-
rowing RON 700 mn (as planed) in 7-years bonds
at 7% (a good level taking into account secondary
market quotations). Given the high uncertainty, we
keep further a neutral view on RON bonds.

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 3.42 3.29

Change from last week

x Raiffeisen
RESEARCH
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Weekly outlook

Summary

Ratings & macro data

Country ratings: CEE, SEE, CIS

LCY FCY Outlook
CEE
Poland A2 A2 stable
Czech Al Al stable
Hungary Baal Baal negative
Slovakia * Al Al stable
Slovenia * Aa?2 Aa?2 stable
SEE
Bulgaria Baa3 Baa3 positive
Croatia Baa3 Baa3 stable
Romania Baa3 Baa3 stable
Serbia nr nr
CIS
Belarus B1 B1 stable
Kazakhstan Baa?2 Baa?2 stable
Russia Baal Baal stable
Ukraine B2 B2 negative
Turkey B2 Ba2  soble [EBBENIIEERIscEEN

* Eurozone (Euro currency) members; Source: Rating agencies websites
Source: rating agencies websites

Main macro data & forecasts*

Country . GDP, % - Unem- - Fiscal - Export*, - Ext. - Import
avg. yoy ploy- balance, % GDP debt, % cover,
ment, % % GDP GDP months
1.8 11.0 7.1 32.0 57.5 6.4
Poland 2.7 12.6 -6.8 29.2 50.3 6.2
3.2 10.7 4.4 26.8 48.4 6.0
6.3 10.2 -4.0 63.8 113.9 6.5
Hungary 1.0 11.0 -6.3 63.0 112.8 6.3
8.5 9.8 -4.6 61.8 110.7 5.9
4.1 8.1 5.9 57.8 43.8 4.8
2.5 9.2 -4.6 57.1 41.3 4.3
7.1 6.3 -8.1 25.0 67.8 9.5
3.5 8.8 -5.0 26.9 64.7 7.2
5.8 14.9 3.7 16.6 98.3 8.2
2.5 16.5 3.6 17.8 107.5 8.2
7.9 8.4 6.2 24.7 38.8 24.6
Russia 5.0 7.9 -4.5 25.8 33:3 23.1
4.5 6.8 -3.0 26.5 32.3 20.6
-6.0 14.0 5.6 18.2 45.5 5.8
Turkey 5.0 12.5 -4.2 18.3 39.6 54
6.0 11.7 3.2 19.8 38.0 4.8
* only for countries included in CEE bond market weekly, ** Export of Goods only, *** FXR - Foreign exchange reserves
Source: Thomson Reuters, National Statistics
x Raiffeisen
RESEARCH 0
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