Issue 8/2009

Performance of 7-10y bond indices

CEE Weekl

Recommendations (1-month horizon)

Neutral PLN bonds; Neutral HUF bonds; Buy CZK bonds.

Poland - The main factor influencing the bond market in Poland
is still the situation with the zloty. There was some stabilisation
on the local currency market, which was slightly comforting for
market participants. Along with the stronger zloty, bond prices
rose too, especially on instruments with shorter maturities. 10-
year bonds remained at least stable during the week.

Hungary — The HGB market is extremely hectic amidst another
big jump of risk aversion. Everything depends mostly on the
external factors — however before the mood improves, it could
certainly further deteriorate. HGB yields are stationing at record
high levels — with potential to further rise.
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Czech Republic - Last week misleading and in part false infor-
mation about foreign bank lending to the Czech Republic was
published by some foreign media, which was rectified by the
Czech National Bank. In fact the amount of foreign borrowing
of Czech households is close to zero. We still stick to our short-
term buy recommendation for Czech government bonds.
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Weekly outlook

Local currency bonds

Market overview

CEE local currency bond market snapshot

27/2/2009 Coupon % YTM % MDuration
PLN' 2y Gov. Bond 0.00 573 2.4
PLN 5y Gov. Bond 5.75 5.85 4.4
PLN 10y Gov. Bond 5.50 6.16 8.1
PLN 20y Gov. Bond 575 6.07 11.7
HUF 3y Gov. Bond 7.25 13.09 2.9
HUF 5y Gov. Bond 8.00 12.18 4.8
HUF 10y Gov. Bond 6.50 11.23 6.9
HUF 15y Gov. Bond 6.00 10.15 9.0
CZK 2y Gov. Bond 2.55 3.05 1.6
CZK 5y Gov. Bond 3.70 4.15 4.0
CZK 10y Gov. Bond 4.60 4.68 7.7
CZK 15y Gov. Bond 4.70 5.09 10.0
SKK 2y Gov. Bond 0.00 2.54 2.1
SKK 5y Gov. Bond 4.90 3.64 4.5
SKK 10y Gov. Bond 5.30 4.58 7.9
HRK 5y Gov. Bond 4.50 5.83 3.9
HRK 10y Gov. Bond 4.75 6.04 6.7
RON 3y Gov. Bond 6.00 12.00 1.6
RON 5y Gov. Bond 6.50 11.25 2.6
Source: Reuters, Raiffeisen RESEARCH
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Weekly outlook

Zloty stabilisation helps bond prices

(P)review of key economic figures/events

24 Feb 09 Jan 1.3 (Dec 6.6)
24 Feb 09 Jan 10.5 (9.5 Dec)
25 Feb 09 Feb 4 (Jan 4.25)
PLN yield curve Market strategy
7.0 Neutral PLN T-bonds
6.5
6.0 e Market comment
5 7 L The main factor influencing the bond market in Po-

5.0 R land is still the situation with the zloty. There was

457 some stabilisation on the local currency market,
409 which was slightly comforting for market participants.
3.5 Along with the stronger zloty, bond prices rose too,
3.0 ‘ ‘ ‘ ‘ especially on instruments with shorter maturities. 10-
0 2 4 6 8 10 year bonds remained at least stable during the week.
¢ actual yields yield curve After strong verbal intervention by the NBP, the mar-
------- swap curve last week ket was curiously waiting for the rate decision. The
MPC’s decision was torn between the rapid deterio-
Source: Reuters, Raiffeisen RESEARCH ration of economic data and the weak zloty. The out-
Money market focus come was a 25-bp cut, and strongly underlined the
o issue of the weakerthan-equilibrium Polish currency
rates 3m 12m . . . .
Actuel e s rate. Bonds were little affected by this decision.
Change from last week -0.19 -0.22
Forecast Mar-09 3.95 4.40 Markef ouf’ook
Forward rates 6x9
437 The weak zloty is clearly a very important matter for
Change from last week 0.24 the Polish MPC, but in the present economic environ-
ment we see holding the rates at the current levels just
Bond market focus to support the currency as a low probability event.
20y Accordingly, we reckon that Polish interest rates will
Actual 6.10 be gradually lowered to 3%. Nevertheless, central
Sl i (a5 vrels o bank will be closely watching what is happening
Forecast Mar-09 360 ith the zloty and rate cuts won't be as large as ex-
Spread to bunds 209.1 Wi ty . R 9 ;
Change from last week o pected previously. Probably we will witness series of
Goemtlonmns 25-bp cuts, with possible pauses in the case of noti-
ceable zloty depreciation. In our opinion, further rate
EUR/PLN cuts should be supportive for bond prices, even with
the high risk aversion taken into account. We assume
x = that the short end of the yield curve will mostly be
e i L:,’: affected by the loosening in monetary policy. Prices
:,’:TEE[F " : b of bonds with longer maturities might be stubbornly
o | ! . | SR glued to the current levels or even decline a bit.
4,2 ) L [a2
K '4'*% -!—:,9 Analysts: Marcin Grotek (+48 22 585 29 44)
2 }% =2 Marcin Kopaczynski (+43 1 71707 1423)
3.6 . 36
i = = Exchange rate focus
e Hn = Mar-09 Sep-09
EUR/PLN 4.55 4.80
Last: 3.5815 position: neutral Change from last week
?/gfé')me high hit, now sell 4.50 -> 4.30 or bull confirmation at 5.0 -> USD/PLN 3.50 3.31
) Change from last week

Source: Reuters, Raiffeisen RESEARCH
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Weekly outlook

Hungary

Waiting for improvement

(P)review of key economic figures/events

23 Feb 09 Feb 9.5 (Jan 9.5)
02 Mar 09 Jan 4.6 (Dec 5.8)
06 Mar 09 Jan -18.0 (Dec -19.6)
HUF yield curve Market strategy
14.0 Neutral HUF T-bonds
13.5
13.0
125 == Market comment
12.0 - + N . -
115 4 T The HGB market is extremely hectic amidst another
11.0 79’ ? big jump of risk aversion. Liquidity is pretty poor, the-
105 1/ refore 50-70bp jump of the yields up and down can
10.0 happen (and does happen indeed) in any day. The
Z'g A S HUF market is similarly nervous with plenty of sudden
85 ‘ ‘ ‘ ] big moves — EUR/HUF keeps oscillating around the
0 9 4 6 8 10 300 level. The NBH decided to keep rates on hold
. vield old (9.5% p.a.). CDS on Hungary (5-year EUR) revisited
loduo ree T eecune the 600 level once again (close to the 2008 late Oc-
ast week swap curve i
tober record). To sum up: market mood is extremely
Source: Reuters, Raiffeisen RESEARCH depresses and the outlook is g|oomy‘
Money market focus Market outlook
rM’I""e’ 3’;'50 ’2;"5, The government's efforts to stabilize the budget and
ctua o & N
Change from last week 0.00 0.11 the e.con.o'my Gpsequto be rIdICUIOUSIY pg.or' pres-
i o0 i sure is rising to develop some proper medicament.

Everything depends mostly on the external factors
— however before the mood improves, it could cer-
Bond market focus tainly further deteriorate. HGB yields are stationing
at record high levels (3Y 13.5%; 5% 12.5%; 10Y

Actoal 51; 8 ”53"5 11.5%) — with potential to further rise. In case of ano-
e : } ther big T-bond sell-off (and a parallel shift of EUR/

Change from last week -0.07 -0.04 o

Forecast Mar-09 107 10.2 HUF towards 320), there comes the possibility of an

Spread fo bunds 994.7 609.5 extraordinary and massive rate hike (400-600bps).

Change from last week -12.9 8.5 Market mood is extremely unpredictable though, and

such a doomsday story is certainly not our base-case
scenario — we only wanted to demonstrate how fra-
EUR/HUF gile the situation is (i.e. contrary market move is also
a possibility). Given the unstable market we suggest

A not to enter the Hungarian currency market and stay
o away fro the HGB market.
290
o L\.\ 20 Analysts:  Zoltén T6rok (+36 148 44 843)
7o 1 ' - o Wolfgang Ernst (+43 1 71707 1500)
:z: |j IJ'IT L T :::
= 1 | ol =
20 Tt *E] 7 o Exchange rate focus
S 4 Mar-09 Sep-09
EUR/HUF 300.0 280.0
Last: 296.40 position: long target: 270 Change from last week
Rectangle hit, now might trigger a sell at 285 -> 270, bull confirmation: USD,/HUF 230.8 193.1

312> 335

Change from last week

Source: Reuters, Raiffeisen RESEARCH
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Weekly outlook
Czech Republic

Smear campaign with false numbers

(P)review of key economic figures/events

17 Feb 09 Dec -2.9 (Nov -6.3)
20 Feb 09 Jan 0.8 (Dec -0.1)

CZK yield curve Market strategy

55 Buy CZK T-bonds

5.0

45 Market comment

g'g T Over the past days we had to witness the extent to

30 e which some foreign media is willing to publish mis-

o5 | leading or even false information about Central and
‘ Eastern Europe. In case of the Czech Republic it was

2.0 f found that the cited data for foreign bank lending to
13 the Czech Republic was mixed with domestic bank

0 2 4 6 8 10 lending in domestic currency. Thus, the presented fi-

¢ actual yields yield curve gure was supposed to amount to CZK 192 bn, which

------- swap curve last week roughly equals total banking assets of all foreign-
owned Czech banks. According to statistics of the

Source: Reuters, Raiffeisen RESEARCH Czech National Bank (CNB) the foreign debt of the
Money market focus Czech Republic vis-avis foreign banks is approxi-

mately USD 38 bn. A further case of false informa-

ﬂﬁ;’m 23:2 ;24"; tion published by the media concerns the share of
Change from last week 06 - foreign currency denominated mortgage |ogns in the
Forecast Mar-09 20 23 Czech Republic. Infact the amount of foreign borro-
Forward rates 3x6 9x12 wing of Czech households is close to zero.
2.35 272
Change from last week 0.10 -0.03 Marke,, OU"’OOI(
Bond market focus Despite the financial stability of the Czech finan-
Sy 15y cial sector, asset prices could well continue to move
Actual 4.15 5.09 in line with their regional peers. Given the Czech
fhmge'f'::m g’;‘ week oéog '022 Republic’s small external debt, a further depreciation
s:re;cjm l:;)ds — - would make assets denominated in Czech crown
Change from last week 78 194 more and more attractive. Currencies like the Czech
Spread fo swaps 93.2 na. crown or the Polish zloty can be regarded already
as fundamentally undervalued and, thus, a further
EUR/CZK possible decline should be limited and of temporary
nature. On the other hand, given the development on
3 the global financial market, it does not appear likely
2 that the current period of high risk aversion will end
- Ld]ﬁl - anytime soon and high volatility is likely to prevail.
a a We still stick to our shortterm buy recommendation
" ![lj TWFN\:: for Czech government bonds.
2 o | T Analysts:  Michal Brozka (+420 221 141 498)
- -l T Walter Demel (+43 1 71707 1526)
5 B 5
e \l%; Exchange rate focus
2;";w,wmz“ﬁ’%zﬂi*"%sﬂi*“z&*'wzs;w"uwi*%&ww Mar-09 Sep-09
EUR/CZK 28.8 27.0
Last: 27.98 sell 26.80 target: 25.50 Change from last week
Looks like is might be reversing and re-testing its upward-trend, buy 27 USD/CZK 22.2 18.6
> 3040 Change from last week

Source: Reuters, Raiffeisen RESEARCH

x Raiffeisen
RESEARCH 5
RZB Group




Weekly outlook

s Pressures on public debt increase

(P)review of key economic figures/events

18 Feb 09
27 Feb 09
27 Feb 09
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Money market focus
3m 12m
ZIBOR actual 11.33 8.70
Change from last week 0.25 0.03
T-bills actual 6.75 7.80
Exchange rate focus
Mar-09 Sep-09
EUR/HRK 7.50 7.55
Change from last week
USD/HRK 5.77 5.21
Change from last week
EUR/HRK
e
7,35
1 7.3
[H] | 7,25
708

Last: 7.42 position: neutral
Target actually is 7.60, but now it might become a Head/Shoulder,
should it again fail at 7,49, sell 7.33 -> 7.24

Source: Reuters, Raiffeisen RESEARCH

Market strategy
Neutral EUR/HRK

Market comment

At the end of October 2008, total public debt, inclu-
ding CBRD debt, amounted to HRK 135.6 bn. At a
monthly level, public debt increased by HRK 2.17
bn, mostly as a result of rising central government
debt. At the annual level, public debt was up 6.1%.
In terms of the overall structure of public debt, which
amounts to HRK 85.6 bn, central government debt
still represents the most important part. In October,
the central government increased debt by HRK 1.22
bn. Late last year and early this year, faltering eco-
nomic activity had a negative impact on budget re-
venues, consequently resulting in stronger need for
government borrowing on the domestic financial
market. In the period ahead, we expect to record
further increases in government debt via T-bill auc-
tions and credit arrangements with domestic banks.

In January, producer prices decreased by 0.1% on
a monthly basis. At the same time, the annual rate of
change in producer prices was +1.8%. One impor-
tant factor that stopped further disinflation in produ-
cer prices was the significant increase in gas prices
early this year. In the period ahead, we may see
producer prices continue to slow down at the annual
level, due to the higher base from last year.

Exchange rate comment

At the end of last week, a good balance of supply
and demand for foreign currency resulted in EUR/
HRK remaining stable around 7.50. At the beginning
of this week, however, the supply of foreign currency
increased again after longer time, resulting in stron-
ger appreciation pressures on the kuna, and pushing
the FX rate down to 7.38. By mid-week depreciation
pressures on the domestic currency came to the fore
again, driving the rate back above EUR/HRK 7.50.
The CNB reacted by not accepting the total amount
of bids submitted at this week’s reverse repo auction
and by lowering the liquidity level at the weekly le-
vel. This move by the CNB returned the rate to lower
levels of around 7.40.

Analysts: Zdeslav Santic (+385 1 61 74 337)

Davor Viajcic (+385 1 61 74 175)
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s Low GDP growth rate expected for Q4 2008

(P)review of key economic figures/events

26 Feb 09
02 Mar 09
04 Mar 09

ROBOR 3m & T-bond yields (%)

Dec06 Jun07 Dec07 Jun08 Dec08

——ROBOR 3m —— 3y T-bond

10y T-bond

Source: Reuters, Raiffeisen RESEARCH

Money market focus
MM rates 3m 12m
Actual 13.86 13.52
Change from last week 0.07 -0.09
Forecast Mar-09 12.0 12.0
Implicit forward rates 6x9

13.32
Change from last week -0.01
Bond market focus

3y 10y

Actual 11.75 9.00
Change from last week 1.25 1.00
Forecast Mar-09 10.90 8.00
Spread to bunds 1006.1 592.3
Change from last week 44.1 95.3

EUR/RON

2,7 2,7

2,4 2,4

2,1 2,1
Last: 4.29 position: long target: 4.78

The trend-channel offers space up to 5.40, bullish Pennant = bull confir-
mation 4,3630 -> 4.60 - 4.78, stop 4.18 -> 3.90 - 3.60

Source: Reuters, Raiffeisen RESEARCH

Weekly outlook

Feb 69.1 (Jan 79.5)
Feb n.a. (Jan 26.0)
Q43.5(@39.1)

Market strategy
Neutral RON T-bonds

Market comment

The statistical office will release the GDP figures for
Q4 2008 on 4 March. The GDP growth rate in Q4
2008 should be substantially below the levels in the
previous quarters. Although GDP expanded by 9.1%
yoy in Q3 2008, it may expand by just 3.5% yoy
in Q4 2008 (in spite of the still large positive contri-
bution from the agriculture). This is because the final
months of 2008 were marked by a rapid decelera-
tion of activity in all sectors of the economy (indus-
try, construction, retail sales). In Q4 2008, industry
plunged by 10.4% yoy, while the growth rate in the
construction industry stood at 16.8% yoy, down from
28.5% yoy in Q3 2008. Also, the growth rate of re-
tail sales decelerated only to 4.3% yoy in Q4 2008,
from 17.4% yoy in Q3 2008. According to our esti-
mations, the rapid deceleration in the annual GDP
growth rate reflects a contraction in real GDP in Q4
2008 by 2-3% from Q3 2008 (based on seasonally
adjusted data).

Market outlook

Government officials confirmed that is only a mat-
ter of weeks until Romania asks for a financing pao-
ckage from the international institutions (European
Commission, IMF, and other international creditors).
Currently, the central bank and the government are
evaluating the situation in order to decide on the
amount to be borrowed. Up to now, the central bank
has succeeded in limiting leu depreciation thanks to
strong control of liquidity in the money market. Con-
cluding a financing agreement with the international
institutions might boost the confidence of foreign in-
vestors and should also support the leu over the me-
dium. Over the short term, we expect the EUR/RON
exchange rate to remain close fo the current level.
Analyst: lonut Dumitru (+40 37 2211269)

Exchange rate focus

Mar-09 Sep-09
EUR/RON 4.30 4.20
Change from last week
USD/RON 3.31 2.90

Change from last week

x Raiffeisen
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Weekly outlook

s Combating rouble devaluation

(P)review of key economic figures/events

04 Mar 09 Feb 1.2 (Jan 2.4)
04 Mar 09 Feb 13.4 (Jan 13.4)
RUB yield curve
16.0
15.0 e =
14.0 > —
~
13.0 —_—
12.0
11.0 ®
Duration (years)
10.0 :
0 3 6 9
®  qactual yields
— — yield curve a week ago
yield curve
Source: Reuters, Raiffeisen RESEARCH
Money market focus*
MM rates 3m 12m
Actual 20.92 22.71
Change from last week -1.19 -1.68
Forecast Mar-09* 19.50 n.a.
Forward rates 3x6 9x12
24.07 n.a.
Change from last week -1.54 n.a.
Bond market focus*
2y 15y
Actual 13.96 12.36
Change from last week 13.96 12.36
Forecast Mar-09* 16.30 n.a.

* new revisions

USD/RUB

37,5

UT‘*?-+1’¢ 36

36,5
35,5

34,5

3a
33,5

32,5
32
31,5
31
30,5
s

Last: 35.78 position: long

target: 38.50
Per se neutral as long as within the rectangle's borders, but bull confir-
mation 36.70 -> 37.68 - 38.50 likely, stop 35.39 -> 34.45

Source: Reuters, Raiffeisen RESEARCH

Market strategy

The rouble stabilization around 40.11 vs. the dual currency bas-
ket including marginal gains that followed after the central bank
tightened a grip over repo market, is a positive step. We expect
the rouble to hold within the central bank’s limits during next coup-
le of weeks.

Market outlook

On February 24 Russia's central bank said it will from
today daily set the minimum interest rate for one-day
repo auctions. The decision will enable the central
bank to set the daily minimum rate at a higher level
than the minimum rate set by the board thus giving
the regulator more control over the money market.
The change in the rate setting mechanism for one-day
repo per se does not amount fo monetary tightening.
One-day repo is the most important liquidity window
local banks use to bridge their rouble gap. Clearly
the central bank is willing to use the repo rate to
defuse attacks on the rouble in FX market. One way
to reduce pressure on the rouble in FX market would
be to reduce rouble liquidity in the system and force
market players to bear higher rouble costs.

In another statement the central bank said the rouble
devaluation expectations are easing as evidenced by
stabilization of foreign currency deposits at 32% of
total deposits. In January capital outflow reached a
whopping USD 40bn but the bank said the outflows
should stop from February.

Market outlook

Russia’s international reserves lost USD 4.7bn falling
to an overall USD 381.9bn in the period of Febru-
ary 13 till February 20. In comparison to January
February was a relatively calm month in FX market.
The rouble is holding steady between 40 and 41 to
the dual currency basket. However sizable payments
on foreign debt falling due in Q1 and Q2 of 2009,
about USD 35bn and USD 36bn respectively, can
exert more pressure on the rouble.

Analyst: Gintaras Shlizhyus (+43 1 71707 1343)

Exchange rate focus*

Mar-09 Sep-09
EUR/RUB 50.40 53.06
Change from last week
USD/RUB 38.77 36.59

Change from last week

* new revisions
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