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mm Highlights

B Poland - We change our shortterm recommendation for Polish
bonds to “Buy”, as we expect positive sentiment to be backed
by economic data in Q3 and the government to present a cre-
dible budget plan. The scope for a fast zloty increase might be
somewhat limited by possible interventions of the NBP, but the

? ! ] ? ’ trend is still to the upside.

;O’Zrc/ev}fj;?gn“ﬁ:jers B Hungary - EUR/HUF is moving closer to the 280 level
. . (strengthening over 1.5% HUF within a week) and HGB yields

Yield changes are slowly heading south. Recent industry data was quite ro-

bust: in April output grew by 13.7% yoy. Trade and employ-
ment data are also encouraging: apparently, the Hungarian
economy is coming out of the lengthy crisis period, and Q2
GDP may well surprise on the upside.

B Czech Republic — President V. Klaus announced the appoint-
ment of the coalition cabinet of P. Necas (ODS) for Tuesday 13
July. The finance minister in the cabinet will be M. Kalousek of

Key upcoming events and data releases
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Weekly outlook

TOP 09; this party will also control the Ministry
of Labour and Social Affairs and the Ministry of
Health which are the key ministries as concerns
the planned welfare reforms. The members of the
new cabinet announced the intention to bring the
public deficit below 3% of GDP by 2013, with
ambition to achieve balanced consolidated bud-
gets by 2015 - 2016.

B Romania — The overall picture suggest that eco-
nomic activity in the second quarter improved as
compared with the previous quarter. We are loo-
king for a quarterly GDP growth rate close to 0%,
but we do not rule out even a positive quarterly
growth rate. There was also a positive surprise
from developments in unemployment. According
to our in-house seasonally adjusted data, the num-
ber of persons receiving unemployment benefits
decreased both in May and in June.

B Croatia — In Q1 2010, the C/A deficit amoun-
ted EUR 1.4 bn, down 23.9% compared to Q1
2010. The ratio of the C/A deficit to GDP was
4.4%, the lowest level since 2004 reflecting the-
reby a considerable decrease in economic acti-

Short-term trading ideas*

Entry
Recommendation level
SELL BASKET/RUB (long RUB) 34.72
Buy HUF T-Bond 06/2019 91.4

(ISIN'HUO000402433)

Buy PLN T-Bond 10/2020
(ISIN PLOO00106126)

95.72

Target
34.35
99.0

vity. As usual, a negative influence on the C/A
movements came from the goods account, with
the deficit amounting to EUR 1.3 bn. In 2010,
the C/A deficit should remain relatively low (com-
pared fo previous years) as a result of increasing
exports and decreasing imports.

Russia — According to VTB’s monthly GDP indi-
cator series, Russian economic growth accelera-
ted in June to 2.4% yoy, compared with 2.0%
in May. In June, the improvement was driven by
the manufacturing sector. Next week, industrial
output data will be reported. We expect a 12%
growth against the 11.9% consensus forecast.

Turkey — Next week’s local data releases include
the current account for May, the average unem-
ployment rate for March to May and the consu-
mer confidence indicator. Also, on 15 July, the
CBT will hold its monthly meeting on the key rate
— the one-week repo rate of 7.0% is not to be tou-
ched. On 27 July, CBT's inflation report is to be
released, which will give us more information on
monetary policy for the rest of 2010 and 2011.

Carry
(% p.a.)

2.97

98

*For LCY bond trading ideas the FX gains or losses are not taken into account. For FX trading ideas the carry is calculated as the differential between the 1

month money market rates of the respective markets.
Source: Thomson Reuters, Bloomberg

Recently closed trades

Entry
Recommendation level
SELL USD/TRY (long TRY) 1.492
SELL BASKET/RUB (long RUB) 33.81
SELL EUR/PLN (long PLN) 4.023
SELL BASKET/RUB (long RUB) 34.1812
SELL EUR/RON (long RON) 4.23
SELL EUR/PLN (long PLN) 4.138
Buy RON T-Bond 10/2012 111.1
(ISIN RO0912DBNO76)
Buy RUB T-Bond 11/2021 RU46018 100.45

(ISIN RUOOOAODOG29)

Close
level Comment
1.51 Stopped out
34.1 Stopped out
4.05 Stopped out
34.67 Stopped out
4.27 Stopped out
4.07 Target Reached
109.5 Stopped out
98.6 Early stop-out
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Weekly outlook

Local currency bonds

Market overview

CEE local currency bond market snapshot

08/07/2010 Coupon % YTM % MDuration
PLN 2y Gov. Bond 0.00 4.69 2.3
PLN 5y Gov. Bond 5.50 5.22 4.3
PLN 10y Gov. Bond 525 575 7.9
PLN 20y Gov. Bond 575 595 11.7
HUF 3y Gov. Bond 7.50 6.82 2.9
HUF 5y Gov. Bond 5.50 7.14 4.8
HUF 10y Gov. Bond 7.50 7.24 7.2
HUF 15y Gov. Bond 6.00 7.22 9.0
CZK 2y Gov. Bond 3.55 1.69 2.2
CZK 5y Gov. Bond 3.80 2.71 4.4
CZK 10y Gov. Bond 3.75 4.04 8.4
CZK 15y Gov. Bond 5.70 4.38 10.2
HRK 5y Gov. Bond 4.50 4.97 2.8
HRK 10y Gov. Bond 4.75 5.92 5.7
RON 3y Gov. Bond 6.00 7.18 0.3
RON 5y Gov. Bond 6.50 7.00 1.6
RUB 2y Gov. Bond 10.80 5.85 2.0
RUB 5y Gov. Bond 11.20 6.79 3.6
RUB 10y Gov. Bond 8.00 7.01 4.1
RUB 30y Gov. Bond 6.90 7.50 11.5
TRY 2y Gov. Bond 0.00 8.34 1.6
TRY 5y Gov. Bond 10.00 9.10 4.1
TRY 10y Gov. Bond 10.50 9.34 6.3

Source: Thomson Thomson Reuters, Raiffeisen RESEARCH

Bond auctions
Bond auctions ISIN Maturity
13Jul
TR n.a. 25.04.2012
14Jul
PL PLOO00105953 25 Apr 2015
(o4 CZ0001002737 01 Sep 2015
15-ul
HU HU0000402466 24 Oct 2013
HU HU0000402318 12 Feb 2016
HU HU0000402235 12 Nov 2020
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Weekly outlook

e “Buy” on elections, positive senfiment

(P)review of key economic figures/events
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Money market focus

MM rates I

Actual
Bond market focus

Change from last week

Forecast Sep-10
Forward rates
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Forecast Sep-10
Spread to bunds
Change from last week
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May n.a. (Apr -424)
Jun n.a. (May 2.2)
Jun n.a. (May 0.5)

Market strategy
Buy PLN T-bonds

Market comment

International investor sentiment has clearly improved
over the past couple of days and Polish 10y bond
yields came back from levels of 6% to 5.78% on
Thursday. The bond auction on Wednesday at which
Poland sold nearly PLN 6 bn worth of 2y paper with
demand in excess of PLN 11 bn is another demons-
tration of returning risk appetite. To utilise the posi-
tive sentiment, the MoF decided to issue a USD 1.5
bn 5y Eurobond at 215bp over the comparable US
Treasury curve. The MoF also presented the mac-
roeconomic assumptions for next year’s budget. The
MoF assumes GDP growth of 3.5% and an inflation
rate of 2.3%. The budget deficit is seen around PLN
40 bn, but details on expenditures and revenues as-
sumptions will be presented at the end of this month.

Market outlook

After the presidential elections, the government will
have to present the budget plans for 2011. The as-
sumptions already published are, in our view, realistic
and can by no means be called “conservative”. Ad-
ditionally, a budget deficit of below PLN 40 bn alone
would not be a big deal, as there is a high chance
that the budget deficit 2010 will already be around
or even below this level. We change our shortterm
recommendation for Polish bonds to “Buy”, as we
expect positive sentiment to be backed by economic
data in Q3 and the government to present a credible
budget plan. The scope for a fast zloty increase might
be somewhat limited by possible interventions of the
NBP, but the trend is still to the upside. We emphasise
that in case the MoF does not deliver a credible bud-
get, the improvement of the risk sentiment on establis-
hed markets might be too little to pull Polish yields and
EUR/PLN further down.

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

Exchange rate focus

Sep-10 Mar-11
EUR/PLN 4.00 3.85
Change from last week
USD/PLN 3.20 3.35

Change from last week

x Raiffeisen
RESEARCH

RZB Group



Weekly outlook

Hungary

Robust economic data

(P)review of key economic figures/events

05Jul 10 JanJun -1022 (Jan-May -729)
07 Jul 10 May 13.7 (Apr 9.7)
13 Jul 10 Jun 5.2 (Apr 5.1)
HUF yield curve Market strategy
8.0 Buy 10y HUF T-bonds
7.5
7.0 /""’"—_ Market comment
65 / TP HUF has begun slowly strengthening against EUR
6.0 / (and also against CHF and USD), allaying country-
55 4 wide fears about fragility caused by the extremely
5.0 large FX loan exposure. EUR/HUF is moving closer
45 to the 280 level (strengthening over 1.5% HUF within
0 a week) and HGB yields are slowly heading south.
"o ) 4 o 8 0 Recent industry data was quite robust: in April output
A . grew by 13.7% yoy. Trade and employment data
¢ f'C'“C" yields yield curve are also encouraging: apparently, the Hungarian
ast week oo swap curve . R .. .
economy is coming out of the lengthy crisis period,
Source: Thomson Reuters, Raiffeisen RESEARCH and Q2 GDP may well surprise on the upside.
Money market focus Market outlook
rM";"e’ 3"5'26 '2;"37 In the week ahead, June inflation data will be publis-
C:‘::ge S 000 0.00 hed. This is going to be the last high inflation figure
Forecast Sep-10 ) 49 (we expect 5.2%) as in Jul_y the 2909 VAT h_ike bgse
effect will play a key role in pushing down inflation.
In H2 inflation is seen to oscillate around 3.5%. With
Bond market focus the rngrket gathering more strength' (i.e. EUR/HUF
5 " stabilising below 280 - our target is 275 for Sep-
] 7’.',4 7.)'22 tember) rate cut speculotior? will reemerge. We stjll
Change from last week 016 0.26 expect one 25-bp rate cut in Q3 (most likely not in
Forecast Sep-10 6.8 7.0 July yet though). Therefore, we keep our call and re-
Spread to bunds 560.9 388.6 commend 10Y HGB to BUY.
Change from last week 20.6 -19.6

Analysts:  Zoltén T6rok (+36 148 44 843)
Wolfgang Ernst (+43 1 717 07 1500)
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Weekly outlook

Czech Republic

(P)review of key economic figures/events
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Money market focus
MM rates 3m 12m
Actual 0.84 1.35
Change from last week 0.00 0.00
Forecast Sep-10 0.8 1.4
Forward rates 3x6 9x12
1.42 1.71
Change from last week 0.04 0.00
Bond market focus
Sy 15y
Actual 2.71 4.38
Change from last week 0.03 0.06
Forecast Sep-10 3.0 4.5
Spread to bunds 118.8 104.1
Change from last week 2.2 12.1
Spread to swaps -48.0 n.a.
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Shape of new a government disclosed

Market strategy
Neutral CZK T-bonds

Market comment

The new Czech National Bank (CNB) governor Mi-
roslav Singer confirmed his euro-skeptic stance with
quotes like: “the debate on the Czech Republic’s
Eurozone entry is just folklore”. Meanwhile, the re-
cent domestic economic data (CZK 12.3 bn trade
balance surplus and +3.1% yoy retail sales both for
May) confirmed once more the muted export-driven
recovery of the Czech economy. Exports and imports
grew by about 25% yoy in May — with that exports
have more or less reached the level before the reces-
sion. The very good German industry data published
this week also provides a good shortterm basis for
a continuation of the recovery in the Czech industry.
This provides a moderate but visible support for CZK
appreciation.

Market outlook

President Vaclav Klaus announced the appointment
of the coalition cabinet of Petr Necas (ODS) for Tues-
day 13 July. The Finance Minister in the cabinet will
be Miroslav Kalousek of TOP 09; this party will also
control the Ministry of Labour and Social Affairs and
the Ministry of Health, which are the key ministries
as concerns the planned welfare reforms. The mem-
bers of the new cabinet announced the intention to
get the public deficit below 3% of GDP by 2013,
with the ambition to get balanced consolidated bud-
gets by 2015 - 2016. This is positive for CZK bonds;
however, we repeat that the amount of government
bond issuance will rise significantly in H2 2010. For
the time being, we maintain our neutral shortterm
recommendation for Czech government bonds.

Analysts: Michal Brozka (+420 221 141 498)
Walter Demel (+43 1 717 07 1526)

Exchange rate focus

Sep-10 Mar-11
EUR/CZK 25.5 24.8
Change from last week
USD/CZK 20.4 21.6

Change from last week
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Weekly outlook

e C/A deficit 4.4% of GDP

(P)review of key economic figures/events
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Money market focus
3m 12m
ZIBOR actual 2.44 4.05
Change from last week -0.15 0.00
T-bills actval 2.00 4.35
Exchange rate focus
Sep-10 Mar-11
EUR/HRK 7.29 7.30
Change from last week
USD/HRK 5.83 6.35
Change from last week
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Jun 4.4 (May 4.9)
Jun 0.1 (May 0.2)
Jun 0.8 (May 0.8)

Market strategy
Neutral EUR/HRK

Market comment

In Q1 2010, the C/A deficit amounted EUR 1.4 bn,
down 23.9% compared to Q1 2010. The ratio of the
C/A deficit to GDP was 4.4%, the lowest level since
2004 reflecting thereby a considerable decrease in
economic activity. As usual, a negative influence on
the C/A movements came from the goods account,
with the deficit amounting to EUR 1.3 bn. In 2010, the
C/A deficit should remain relatively low (compared to
previous years) as a result of increasing exports and
decreasing imports.

Negative trends in retail trade slowed down in May.
According to the CBS's first release, retail trade tur-
nover fell by 3.7% yoy in real terms (3.5% yoy nomi-
nally), which represents an annual fall for the twen-
tieth consecutive month. First positive movements can
be expected in H2 2010. A successful tourist season
would surely contribute to a recovery in retail trade,
while the repeal of the so-called crisis tax could have a
favourable psychological effect on consumers. On the
other hand, previously announced increases in admi-
nistrative prices (especially prices of electricity) could
nullify the positive impact of repealing the crisis tax.
Stabilisation measures that the government adopted
will prompt a recovery in the domestic economy, but
their impact is expected with a certain time lag. Consi-
dering all of the above, for the whole year we expect
the fall in retail trade to exceed 2.5%.

Market outlook

EUR/HRK fell below 7.19, as expectations that the
government might issue a bond on the domestic mar-
ket appeared. After issuance of the bond, we expect
that the rate will return to levels above 7.20, but the
increase in EUR/HRK will be limited by inflow of eu-
ros from tourism, low merchandise imports and fi-
nally from lower corporate borrowing abroad. Thus,
before the autumn months we do not see any signifi-
cant depreciation pressures on the kuna.

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

s Positive dynamics of short-term indicators

(P)review of key economic figures/events
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Money market focus
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Market strategy
Neutral RON T-bonds

Market comment

In May, output in the manufacturing sector increased
by 0.3% mom. This was the third monthly gain in a
row. We recall that the dynamics of industrial output
surprised on the negative side in Q1 2010, but the
development between March and May suggests that
the trend remains positive. Retail sales increased by
1% mom in May, while turnover for market services
rendered to the population inched up by 1.5% mom.
Output in the construction sector continued to fall,
but at a much slower pace compared with the other
months in the past. The overall picture suggest that
economic activity in the second quarter improved as
compared with the previous quarter. We are looking
for a quarterly GDP growth rate close to 0%, but we
do not rule out even a positive quarterly growth rate.
There was also a positive surprise from developments
in unemployment. According to our in-house seaso-
nally adjusted data, the number of persons receiving
unemployment benefits decreased both in May and
in June. Also, the unemployment rate fell marginally
in June. Based on past evolutions and on the experi-
ence of other countries, we know that the unemploy-
ment rate is lagging indicators and it starts to grow
only after the economic activity has bottomed out.
So, the unemployment trends are somewhat puzzling
at this moment.

Market outlook

The leu appreciated rapidly over the last week and
completely recovered the losses incurred after Consti-
tutional Court’s decision to reject the cut in pensions.
No important moves were perceived in the case of
interbank interest rates and yields which were not too
much affected by the above decision. However, there
is some upward pressure on yields at the moment.
Analyst: lonut Dumitru (+40 37 2211269)

Exchange rate focus

Sep-10 Mar-11
EUR/RON 4.40 4.40
Change from last week
USD/RON 3.52 3.83

Change from last week

x Raiffeisen
RESEARCH

RZB Group



Weekly outlook

e Signs of strengthening economic recovery

(P)review of key economic figures/events

150l 10 Jun 12.0 (May 12.6)
15 Jul 10 Jun 2.0 (May 2.7)
RUB yield curve Market strategy
8.0 The rouble strengthened a bit against the dual currency basket,
- ° | confirming our shortterm speculative buy recommendation we is-
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sued at the beginning of this week. We will take profits at 34.40.

Market comment

According to VTB’s monthly GDP indicator series,
Russian economic growth accelerated in June to
2.4% yoy, compared with 2.0% in May. In June,

the improvement was driven by the manufacturing

50 ] ) 7 0 sector. Growth was the strongest in the last twelve
months, pointing fo a stronger economic recovery in
e actual yields 2010. The pace of the recovery, however, remains
_— y!eld curve a week ago . . . .
vield curve uncertain due fo sluggish credit growth and lagging
Source: ThOmSOn Reufers, Ralffelsen RESEARCH InveStment grOWth: DomeShC demqnd depends 'on
government spending and household income which
M ket f may become unsustainable, since the government
Qre g aisCiiOcUS is likely to begin withdrawal of fiscal stimulus while
MM rates 3m 12m the labour market and income relationship might
Actual 5.01 7.30 change and put pressure on employers to limit
Change from last week 087 092 wage increases. Some economists are worried that
Forecast Mar-10 16 o ly d d-driven recovery may also lead to
Forward rates 3x6 9x12 q. pure}/ e':nqn, . Y . Y .
6.5 o higher inflation in the future if the income increases
Change from last week 1,16 e are not matched with productivity gains. However,
June inflation came in as expected at 0.4% mom,
o « o
Bond market focus corppored to 0.5% in Moy..The !otest inflation report
points to low accumulated inflation pressure and the
2%y 15y likelihood of the disinflation trend strengthening in
Actual 392 743 August-September. Next week, industrial output data
Change from last week 0.11 0.13 il b d ° h .
Forecast Mar-10 5.50 . will be reported. We expect a 12% growth against
the 11.9% consensus forecast.
Market outlook
USD/RUB
e e pe— Russia's central bank bought USD 1.66 bn and EUR
o & - | J:l 5o 417 mn in soalled target interventions in June. With
H oil prices inching higher and equity markets in a bet-
312 31.2 .
H %J:I- ter mood, we see better prospects for the rouble in
o9 08 coming week.
30.4 R 30.4
% % Analyst: Gintaras Shlizhyus (+43 1 71707 1343)
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Change from last week
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Weekly outlook

Turkey

E—— Sfrong growfh in May

(P)review of key economic figures/events

12 Jul 10 May n.a. (Apr -4.4)

15 Jul 10 Jul 7.0 (Jun 7.0)

16 Jul 10 Jun n.a. (May 86.6)
TRY yield curve Market strategy

10 Neutral TRY T-bonds

9 e Market comment

-
_F Backed by falling inflation expectations (the June CPI

came in at-0.6% mom, and the latest CBT survey for
end-2010 CPl was down 0.28pp to 7.73% yoy) and
7 a benign global environment, bond yields continued
to decrease. The yield to maturity for the 2y bench-
mark bond has now fallen below 8.5%. The market
also took the decision of the constitutional court posi-
tively. The court’s ruling accepted most of the parts of
the constitutional reform package (a popular referen-
dum is planned for 12 September). Early elections in
autumn now seem to be off the agenda, while gene-
ral elections are scheduled for 2011.

Duration (years)
6 : : : : : :

0 1 2 3 4 5 6 7

e actual yields
curve a week ago
actual yield curve

—_— — vie|

Source: Thomson Reuters, Raiffeisen RESEARCH

Money market focus In the economic sphere, the release of seasonally ad-
MM rates 3m . justed industrial production surprised on the upside,
Actval P D with an increase of 1.9% mom in May after 0.9% the
O T — 0.00 006 month before (while the yoy seasonally unadjusted fi-
Forecast Sep-10 7.60 8.30 gure decreased slightly to 15.6% as expected). Assu-
Implied forward rates 3x6 9x12 ming another uptick in industrial production in June,

£ 8.55 we see Q2 GDP rather strong at above 7.5% yoy
Change from last week 014 001 However, leading indicators point to a slow-down

in H2.
Bond market focus
” pe Market outlook

Actal o v Next week’s local data releases include the current ac-
e e 017 022 count for May (likely to remain in the red around last
Forecast Sep-10 8.30 9.40 month’s USD -4.4 bn, as tourism inflows have yet to

USD/TRY

Quarterly QEURTRY=R
e

i

advance sharply. Sell 1.80 > 1.57.

Trend-channel's rising-support line has not been touched, so it might

kick in), the average unemployment rate for March to
May (to continue on its downward trend) and the con-
sumer confidence indicator, which could profit from
improvements on the labour market. Also, on 15 July,
the CBT will hold its monthly meeting on the key rate —
the one-week repo rate of 7.0% is not to be touched.
On 27 July, CBT's inflation report is to be released,
which will give us more information on monetary po-
licy for the rest of 2010 and 2011.

Analyst: Andreas Schwabe (+43 1 71707 1389)

Lok 19 Exchange rate focus

E I - Sep-10 Mar-11
;‘005 T “ 25?)6 “ T “ 23107 “ i “ 28;3 ¢ T © 23;9 “ T ;2010 “ * EUR/TRY ’.88 ’.67

last: 1.9668 b - 210-2.30 Change from last week

o o jargel: 210 2 USD/TRY 1.50 1.45

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 B2 soble  [ESEESEECEE

* 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 32.7 59.3 6.4
3.0 11.9 6.9 30.6 50.1 7.2
3.2 10.6 5.3 29.1 48.0 6.8
Hungary -6.3 10.3 -4.0 63.8 111.0 6.5
1.0 11.7 -4.1 68.5 107.6 57
2.5 10.5 -4.4 70.8 109.0 5.2
Czech Rep. -4.0 8.1 5.9 57.8 43.8 4.8
2.0 9.2 -4.7 64.0 44.0 4.5
Romania 7.1 6.3 -8.3 25.0 69.2 9.5
2.0 8.8 -6.0 31.7 77.7 7.1
Croatia 5.8 14.9 -4.3 16.9 98.3 8.3
2.0 16.5 3.6 17.9 102.3 8.5
Russia 7.9 8.4 6.2 24.7 38.8 24.7
4.0 7.9 -5.0 27.0 35.4 23.5
8.5 7.4 -3.0 28.0 36.0 222
Turkey 4.7 13.7 5.6 17.9 45.5 5.8
7.0 12.5 -3.0 16.4 39.6 4.4
5.0 11.0 2.5 17.6 38.0 3.7
* 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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