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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.*
CzZK 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
1m-rate 3.9 3.9
5y bond 6.4 5.6
10y bond 6.7 6.3
usD 1.20 1.20

Currencies per 1 EUR; * RUB vs. USD; ** forecasts under
revision; Source: Thomson Reuters. Raiffeisen RESEARCH
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Recommendations (1-month horizon)

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

Highlights

Poland — The GDP data for Q1 were in line with the market
forecasts, with a growth rate of 3% yoy for the Polish economy.
The structure of growth, however, did bring some surprises:
one positive signal came from domestic demand, which was

much stronger than expected, growing by 2.2% yoy in the first
three months of 2010.

Hungary — The new government is officially in power starting
this week, although we still do not know the details of its eco-
nomic program. The room for manoeuvre available to the new
government will depend on the status of the budget, which is
under investigation by a group of experts who are going to
publish their preliminary report in the coming days. In the cur-
rent global environment, there is no room for additional fiscal
loosening, but overshooting this year’s deficit target is not an
option.

Czech Republic — As we wrote in our comment earlier this
week, the election result was quite surprising and allows for

Key upcoming events and data releases

Country Indicator Forecast Last
04-Jun

RU CPl, % mom 0.3 0.3

RU CPI, % yoy 57 6.1

07-Jun

PL FX reserves, EUR bn n.a. 66.5
Ccz Foreign trade balance, 13.0 18.3

CZK bn

Cz Retail sales, % yoy 2.5 3.9

cz Industrial output, % yoy 8.5 10.2
08Jun

HU Trade balance, EUR mn 653
Ccz Unemployment, % 9.2

RO Industrial output, % yoy 53

09-Jun

HU GDP -4.0
cz CPI, % mom 0.3

Ccz CPI, % yoy 1.1

Ccz Real GDP, % yoy 3.1

RU Trade balance, USD bn 15.0
10Jun

RO CPI, % yoy 4.3

HR PPI, % mom 0.6

HR PPI, % yoy 5.1

11Jun

HU CPI, % yoy 5.7
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Weekly outlook

the formation of a strong centerright coalition
government (ODS, TOP 09, Public Affairs). The
news was positive for the Czech koruna (CZK).
The codlition talks could, however, take weeks or
even months.

Romania - In Q1 2010, real GDP fell by 0.3%
compared to Q4 2009 and by 2.6% compared
to Q1 2009. Domestic private demand remained
very weak. Household expenditure fell by 1.7%
qoq and by 4.8% yoy. Gross fixed capital forma-
tion (investments) was 28.9% below its level one
year ago. The statistical office’s estimates showed

that investments increased by 1.2% compared to
Q4 2009.

Croatia — Negative trends in retail trade intensi-
fied again in April: according to the CBS's first re-
lease, retail trade turnover fell by 8% yoy in real
terms (7.8% yoy nominally), which represents a
decline in the annual rate for the nineteenth month
in a row. To some extent this came as a surprise
for the market, which expected more favourable

results considering high last year's base (retail
trade fell 14.5% yoy in April 2009).

Russia—Russia’s central bank lowered its refinance
rate and other key rates by another 25bp from
8% to 7.75% effective from 1 June, in a quest
to stimulate lending activity. This was the fourth
rate cut since the beginning of 2010. The bank
praised lower inflation and the benign inflation
outlook for the year as allowing it to move ahead
with additional monetary easing, while citing the
uncertain pace of the economic recovery and low
credit growth as being the major reasons for the
action.

Turkey — The lira was harder hit than we expec-
ted (as the situation with the Eurozone also de-
veloped more adversely). In a renewed wave of
risk aversion, the level of USD/TRY 1.60 may be
easily tested again and government bond yields
could soar again. The Turkish banking sector is
likely to prove resilient (as in the 2008/2009
crisis). Contagion via lower exports to Europe is
a potential threat, but it has yet to be seen if and
how much Eurozone growth will be affected.

Recently closed trades

Entry Close
Recommendation level level Comment
Buy RON T-Bond 10/2012 111.1 109.5 Stopped out
(ISN ROO912DBNO76)
Buy RUB T-Bond 11/2021 RU46018 100.45 98.6 Early stop-out
(ISN RUOOOAODOG29)
SELL EUR/PLN (long PLN) 4.023 4.05 Stopped out
SELL BASKET/RUB (long RUB) 34.1812 34.67 Stopped out

Source: Thomson Reuters, Bloomberg
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CEE local currency bond market snapshot

04/06/2010

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

Coupon %

0.00
5.50
5.25
578

7.50
5.50
6.50
6.00

8.55
3.80
875
5.70

4.50
4.75

6.00
6.50

10.80
11.20
8.00
6.90

0.00
11.00
10.50

Source: Thomson Thomson Reuters, Raiffeisen RESEARCH

Bond auctions

Bond auctions
09-Jun
cz

ISIN

CZ0001002729

Raiffeisen
RESEARCH
RZB Group

YTM %

4.65
5.27
5.78
5.92

6.22
6.78
7.24
7.25

1.84
2.82
4.24
4.49

4.84
5.83

6.11
6.20

6.02
6.87
7.01
7.62

8.75
9.27
10.37
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Local currency bonds

Market overview
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Weekly outlook

Poland

(P)review of key economic figures/events

25 May 10
31 May 10
07 Jun 10

PL yield curve
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Source: Thomson Reuters, Raiffeisen RESEARCH
Money market focus
MM rates 3m 12m
Actual 3.65 4.05
Change from last week 0.00 0.00
Forecast Jun-10 3.70 3.70
Forward rates 6x9
4.31
Change from last week -0.02
Bond market focus
S5y 20y
Actual 5.27 5.92
Change from last week 0.04 -0.02
Forecast Jun-10 4.80 5.80
Spread to bunds 370.2 257.5
Change from last week 0.3 -1.1
Spread to swaps -17.2
EUR/PLN
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Last: 4.10 buy 4.15 target: 4.28 - 4.32
Triangle might result in a buy-signal, stop 4.0 -> 3.98 - 3.85.
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Source: Thomson Reuters, Raiffeisen RESEARCH

GDP grew by 3.0% yoy

May 3.5 (Apr 3.5)
Q1 3.0 (@4 3.3)
May n.a. (Apr 66.5)

Market strategy
Neutral PLN T-bonds

Market comment

The GDP data for Q1 published on Monday were
in line with the market forecasts, with a growth rate
of 3% yoy for the Polish economy. The structure of
growth, however, did bring some surprises: one po-
sitive signal came from domestic demand, which was
much stronger than expected, growing by 2.2% yoy
in the first three months of 2010. On the other hand,
the influence of net exports (which was a significant
growth driver in the previous quarters) diminished,
as it only increased the Q1 result by 0.7pp. A ma-
jor downside surprise came from investments, which
decreased by 12.4% yoy, and apart from some of
the fall explained by bad weather conditions, the
data signal a cautious stance of Polish entrepreneurs.
However, the overall outlook for the Polish economy
remains positive, supporting our forecast of 2.9%
yoy growth in 2010 as a whole.

Market outlook

This Wednesday, the Ministry of Finance held ano-
ther successful auction of 2-year bonds. Once again
demand outstripped supply by more than double.
However, yields along the whole curve returned to
higher levels compared to the April lows. With the
nervousness on the market still at high levels and the
zloty volatile due to higher risk aversion, our short-
term “neutral” recommendation for Polish bonds re-
mains unchanged.

Analyst:  Dorota Strauch (+48 22 585 29 44)

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
RESEARCH

RZB Group



Weekly outlook

Hungary

New government in power

(P)review of key economic figures/events

08 Jun 10 Apr 590 (Mar 653)

09 Jun 10 Q1 10 0.1 (@4 09 -4.0)

11 Jun 10 May 5.0 (Apr 5.7)
HUF yield curve Market strategy
8.0 Neutral HUF T-bonds
7.5
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Source: Thomson Reuters, Raiffeisen RESEARCH

Money market focus
MM rates 3m 12m
Actual 5.23 5.21
Change from last week 0.00 0.03
Forecast Jun-10 5.0 4.9
Bond market focus

5y 15y
Actual 6.78 7.25
Change from last week -0.06 0.01
Forecast Jun-10 6.3 6.9
Spread to bunds 521.6 384.6
Change from last week 9.3 6.0

EUR/HUF
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Looks like a bullish reversal, stop 260 -> 250.

Source: Thomson Reuters, Raiffeisen RESEARCH

Market comment

The Monetary Council of the National Bank of Hun-
gary left the base rate unchanged — in line with
our expectations — after cutting the key rate for ten
consecutive months. According to the central bank'’s
governor, Andras Simor, the decision was supported
by a convincing majority, although a 25 bp rate cut
was also considered. The verdict was argued by the
council amidst a deteriorating risk assessment and in-
flation outlook in Hungary. The NBH also published
its quarterly inflation report this week, forecasting
0.9% GDP growth for 2010 and rapidly accelera-
ting economic performance for the coming years —
3.2% in 2011 and 3.9% in 2012. Nevertheless, the
NBH's CPI forecast was revised upwards to 4.9%
this year and 3% next year, which is closer to our
forecasts (4.6% in 2010 and 3.7% in 2011).

Market outlook

The new government is officially in power starting
this week, although we still do not know the details
of its economic program. The room for manoeuvre
available to the new government will depend on the
status of the budget, which is under investigation by
a group of experts who are going to publish their
preliminary report in the coming days. In the current
global environment, there is no room for additional
fiscal loosening, but overshooting this year's deficit
target is not an option. As a result, the domestic risk
environment is deteriorating, making our view on the
HUF and Hungarian government bond market less
than optimistic, and we would suggest staying on the
sidelines for the time being.

Analysts: Mdtyds Kovdcs (+36 148 44874)
Wolfgang Ernst (+43 1 717 07 1500)

Exchange rate focus

Jun-10 Dec-10
EUR/HUF 275.0 270.0
Change from last week
USD/HUF 229.2 225.0

Change from last week

x Raiffeisen
RESEARCH 5
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Weekly outlook

Czech Republic

New governmenf could be close

(P)review of key economic figures/events
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Money market focus*
MM rates 3m 12m
Actual 0.85 1.35
Change from last week 0.00 0.00
Forecast Jun-10 1.1 1.6
Forward rates 3x6 9x12
1.41 1.67
Change from last week 0.00 0.00
Bond market focus*
Sy 15y
Actual 2.82 4.49
Change from last week 0.04 0.03
Forecast Jun-10 8.8 4.8
Spread to bunds 127.5 109.0
Change from last week 1.3 3.6
Spread to swaps -53.9 n.a.
* forecasts under revision
EUR/CZK
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Market strategy
Neutral CZK T-bonds

Market comment

As we wrote in our comment earlier this week, the
election result was quite surprising and allows for the
formation of a strong center-right coalition govern-
ment (ODS, TOP 09, Public Affairs). The news was
positive for the Czech koruna (CZK). The coalition
talks could, however, take weeks or even months.
Therefore uncertainty about the actual measures that
will be implemented by the new government is still
high, in part because there will probably be 2 newly
created political parties in the coalition (TOP 09 and
Public Affairs). Should the coalition talks be success-
ful and bring forward credible plans for fiscal and
other reforms, that should give a boost to the CZK
and Czech government. However, with regards to
the bond market the time of higher borrowing requi-
rements has come closer. For the third quarter 2010
the Ministry of Finance announced an issuing plan
amounting to CZK 52 bn, which is close to the vo-
lume issued in the whole first half of this year.

Market outlook

The growing amount of CZK government bond sup-
ply could push bond yields higher. However, current
level of bond yields and spreads to German bunds
do not seem favorable for selling in the shortterm, as
the global risk aversion is already quite high and the
domestic political development could be rather sup-
portive for the bond market. Therefore, we maintain
our neutral shortterm 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 21.2 20.8

Change from last week

x Raiffeisen
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Weekly outlook

s Retail trade still far from recovery

(P)review of key economic figures/events

31 May 10
10 Jun 10
10 Jun 10

Apr -598 (Mar -521)
May 0.2 (Apr 0.6)
May 4.7 (Apr 5.1)

Interest rates on T-bills

CO==NNWWARNGLO ONN®
oLioLoLoLoowo oo

Moy09 Jul09  Sep-09 Nov-09 Jan-10 Mar-10 May-10
91-d T-bills —— 182-d T-bils —— 364-d T-bills
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Money market focus
3m 12m

ZIBOR actual 2.32 4.00
Change from last week 0.02 0.05
T-bills actual 2.40 3.95
Exchange rate focus

Jun-10 Dec-10
EUR/HRK 7:32 7.32
Change from last week
USD/HRK 6.10 6.10

Change from last week
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7.1650-7.10.
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Market strategy
Neutral EUR/HRK

Market comment

Negative trends in refail trade intensified again in
April: according to the CBS's first release, retail trade
turnover fell by 8% yoy in real terms (7.8% yoy nomi-
nally), which represents a decline in the annual rate
for the nineteenth month in a row. To some extent this
came as a surprise for the market, which expected
more favourable results considering high last year's
base (retail trade fell 14.5% yoy in April 2009). But
unfavourable developments on the labour market
prevailed, causing more consumer pessimism and
an even bigger fall in retail trade.

In the months ahead, we still do not expect a reco-
very in retail trade. Consumers have adjusted their
habits to the uncertainty of future incomes, resulting
in the postponement of purchases of durable goods.
Some initial positive movements can be expected in
H2 2010. Because a successful tourist season would
surely contribute to a recovery in retail trade, while
the repealing of the so-called crisis tax could have
a favourable psychological effect on consumers. On
the other hand, the already announced increases
in administratively set prices (especially the price
of electricity) could nullify the positive impact of re-
pealing the crisis tax. The government's stabilisation
measures will prompt a recovery in the domestic eco-
nomy, but their impact is expected to unfold with a
certain time lag. Considering all of the aforementi-
oned factors, for the whole year we expect the dec-
line in retail frade to amount to more than 2.5%.

Market outlook

EUR/HRK should remain between 7.25 and 7.27. At
a monthly level, we expect the appreciation pressu-
res on kuna to prevail, especially as the main tourist
season is approaching, but seasonal effects will not
be as strong as in previous years. Appreciation pres-
sures should also be supported by the inflow of euros
from expected quasi-sovereign external borrowing.

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

x Raiffeisen
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Weekly outlook

Romania

Consumption shrinking

(P)review of key economic figures/events

03 Jun 10 Q1 2.6 (Q4 6.5)
08 Jun 10 Apr n.a. (Mar 5.3)
10 Jun 10 May 4.4 (Apr 4.3)
ROBOR 3m & T-bond yields (%) Market strategy
15 Neutral on RON Bonds
14 "k
o N 1 Market comment
}(]) ,JAVMA [ ,M\“\ . The flash GDP data released last month were confir-
9 TH, med by second estimates released yesterday. In Q1
8 - pn \ 2010, real GDP fell by 0.3% compared to Q4 2009
7 N L A and by 2.6% compared to Q1 2009. The dynamics
g: Y ( of the main components were largely in line with our
4 . . . . . N expectations. Domestic private demand remained
Dec06 Jun07 Dec07 Jun-08 Dec08 Jun09 Dec09 very weak. Household expenditure fell by 1.7% qoq
and by 4.8% yoy. Gross fixed capital formation (in-
——ROBOR3m  ——3yTbond  ——10y Tbond vestments) was 28.9% below its level one year ago.
The statistical office’s estimates showed that invest-
Source: Thomson Reuters, Raiffeisen RESEARCH ments increased by 1.2% compored to Q4 20089.
Given that construction output (which accounts for
Money market focus around 40% of total investments) fell by 5.9% qoq,
MM rates 3m 12m the positive quarterly growth rate of investments can
Actual 6.26 6.35 only be attributed to an increase in investments in
Change from last week &l &1 equipment and machinery (the second major com-
Forecast Jun-10 55 6 ponent). Negative quarterly growth rates were re-
Implicit forward rates 6x9 . .
599 corded for industry (-0.2% qoq), construction (-5.9%
Change from last week -0.12 QOQ) and ogricu|fure (-4.3% qoq) SUFpFiSiﬂg'y, the
gross value added in the services sector advanced
Bond market focus by 1.1% qoq (with the main drivers being financial
3y 10y intermediation and the retail and wholesale seg-
Actual 711 6.39 ments). Looking forward, the news is not very good.
Change from last week 0.03 0.01 Retail sales fell again in April (-1.6% mom), while
Forecast Jun-10 6.40 6.00 household confidence fell sharply in May. This points
Spread fo bunds 646.4 373.1 to low consumption in Q2 as well, which is negative
Change from last week T4 02 for GDP. In addition, the cuts in pensions and wages
in the public sector will likely have a negative impact
EUR/RON on GDP in the last two quarters of the year.
Quarterly QEURRON= oo 3ysam (@
B — Market outlook
" _ ” We do not expect any important moves on the bond
o2 TT+$-EEI 2 market over the short term. However, the no-confi-
" |J_—| 4 dence vote against the government expected for next
6 | 38 week should be closely monitored.
s ﬁm*?l 26 Analyst: lonut Dumitru (+40 37 2211269)
Mg W y Exchange rate focus
D T e e Y U N R S S S Jun-10 Dec-10
oo b b e EUR/RON 4.10 3.95
Last: 4.19 buy target: 4.30 - 4.70 Change from last week
Main resistance at 4.30 should get crossed, the all-time high at 4.3530 USD/RON 3.42 3.29
either, unless action is taken. e e e

Source: Thomson Reuters, Raiffeisen RESEARCH
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Weekly outlook

sessssssss Rafe cuts continue

(P)review of key economic figures/events
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RUB yield curve
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Money market focus
MM rates 3m 12m
Actual 5.13 7.67
Change from last week -0.52 -0.05
Forecast Mar-10 4.21 n.a.
Forward rates 3x6 9x12
8.27 n.a.
Change from last week 0.52 n.a.
Bond market focus
2y 15y
Actual 6.39 7.99
Change from last week -0.08 0.12
Forecast Mar-10 5.75 n.a.
USD/RUB
Monthly QRUB=
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Last: 31.04 sell target: 30.60

Triangle at the Fibo, i.e. 31.40, so it might fall back to 30.60 - 30.30

Market strategy

Weakness in the global equity markets and increased purchases of
FX in local market exerted more downward pressure on the rouble.
We expect the rouble to stay within 33.80-34.15 vs. the basket,
but cannot exclude further rouble weakening to 34.50-34.65, if
the equity markets go down more.

Market comment

Russia’s central bank lowered its refinance rate and
other key rates by another 25bp from 8% to 7.75%
effective from 1 June, in a quest to stimulate lending
activity. This was the fourth rate cut since the begin-
ning of 2010. The bank praised lower inflation and
the benign inflation outlook for the year as allowing
it to move ahead with additional monetary easing,
while citing the uncertain pace of the economic re-
covery and low credit growth as being the major
reasons for the action. Last week, the bank said it
had lowered the 2010 forecast for credit growth in
Russia from 15% to just 5%, blaming local banks for
their inability to boost credit availability to the real
sector. The bank maintained the dovish tone in its
policy statement, leaving room for further rate cuts.

Market outlook

The rouble extended its earlier losses against the dual
currency basket, while government market yields saw
little change. The mild market reaction is logical consi-
dering that the market was already expecting a 25bp
rate cut in the shortterm perspective, while market
consensus sees a maximum of another 25bp rate cut,
after which the bank will be expected to end its easing
stance by taking a long pause. However, a few for-
eign bank forecasters including ourselves believe that
positive inflation developments and certain economic
risks in Russia may force the central bank to lower key
rates to 7.00-7.25%, meaning an additional 25-50bp
in rate cuts down the road. We expect a gradual re-
moval of monetary easing only at the beginning of
2011 and a neutral bias in Q4 2010.

Analyst: Gintaras Shlizhyus (+43 1 71707 1343)

Exchange rate focus

Jun-10 Dec-10
EUR/RUB 37.60 36.74
Change from last week
USD/RUB 29.60 29.39

or either trigger a buy at 32 -> 33.40.

Change from last week

Source: Thomson Reuters, 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

Poland 1.8 11.0 7.1 32.0 57.5 6.4
2.7 12.6 6.8 29.2 50.3 6.2

3.2 10.7 4.4 26.8 48.4 6.0

Hungary -6.3 10.2 -4.0 63.8 113.9 6.5
1.0 11.0 6.3 63.0 112.8 6.3

8.9 9.8 4.6 61.8 110.7 5.9

Czech Rep. 4.1 8.1 5.9 57.8 43.8 4.8
2.5 9.2 -4.6 57.1 41.3 4.3

Romania 7.1 6.3 8.1 25.0 67.8 9.5
8.5 8.8 5.0 26.9 64.7 7.2

Croatia 5.8 14.9 3.7 16.6 98.3 8.2
2.5 16.5 3.6 17.8 107.5 8.2

Russia 7.9 8.4 6.2 24.7 38.8 24.6
5.0 7.9 4.5 25.8 3.8 23.1

4.5 6.8 3.0 26.5 32.3 20.6

Turkey -6.0 14.0 5.6 18.2 45.5 5.8
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
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Weekly outlook
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(P)review of key economic figures/events

TRY yield curve Market strategy

Underweight TRY bonds relative to the benchmark index

Market comment

Market outlook

Analyst: Andreas Schwabe (+43 1 71707 1389)

Source: Thomson Reuters, Raiffeisen RESEARCH

Money market focus
MM rates 12m
Bond market focus
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. . Exchange rate focus
L6 16 Jun-09 Dec-09
wis o2 T o T e T e T T ¢
Last: 1.93 sell 1.88 target: 1.82
Sellsignal has gotten triggered at 1.97 -> 1.90 - 1.85, stop 1.95 >
2.0.

Source: Thomson Reuters, Raiffeisen RESEARCH
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