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Snap Elections in Focus

Party standings Sound macroeconomic data released over the last week will be quickly over-
35 shadowed by politics as we are entering the final election campaign. Early elec-
22 Ao \—— ~C tions will take place this Sunday (11th September). Still the outcome remains
" 20 N quite uncertain as most probably neither of the main parties will secure majority.
T s ~ Therefore once again the period of Government formation could take some time
|
10 |« & VoS Q;‘ (as in November 2015).
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° 55832525555532¢ The latest opinion polls suggest that the SDP and their “People’s coalition” might
$5%59=Tae=082% 0 win a higher numbers of votes than the HDZ, but they will fall short of the absolute
L= — — N~ ——
T T oYl R majority needed. Therefore, MOST could once again act as a kingmaker. At this
—SDP  —HDZ — M . . " o
— Jvizid  — Undecided oS! moment there is a higher probability of negotiation between the HDZ - MOST
Sources: Promocija plus, IPSOS PULS, Economic than between the SDP — MOST. In fact the latter probability is really small. On the
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other hand, MOST proved to be a tough negotiator and a political partner who

does not back off when faced with demands of the leading parties commanding
stronger electoral support. Furthermore, the negations could take much less time
as we assume that MOST is now more prepared with a much clear economic
program and aim. However, the number of undecided voters (around 20%) is
relatively high and there are also lots of votes scattered among the smaller par-
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ties. Moreover, we should not be surprised if a relatively new or unknown party

! pops up on the political stage.
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Looking at the economic programs and the election campaign of the main politi-

cal parties, all focused on taxes, particularly tax relief as an awareness of high

-2
tax burden came to the fore. While this is undoubtedly true, the election cam-
P e dNamoonIITTINn000 0 paign (at least that of the HDZ and SDP) gives us less about reforms, exports,
588355835883588359 competitiveness, efficiency of the legal system, etc. And these factors, besides
Sources: CBS, Economic RESEARCH/RBA the cutback of tax burden (both labour and capital), are definitely the key for a
sustainable growth.
Political programs mostly aim at relieving income (partly due to populist inten-
Retail trade, real annual changes tions) and a gradual VAT decrease. Furthermore, unlike the SDP, the HDZ and
5 some smaller parties announced a reduction of corporate income tax and con-
. tinuation of the pension reform. Debate regarding the expenditure side is largely
missing, and both major parties (at least publicly) do not talk about the conse-
3 quences of tax cuts for the budget deficit and debt. In this regard, for both of them
% . 0 g .
5 GDP growth per se will solve the poor and fragile fiscal mefrics.
! The data for @4 2015 and H1 2016 confirm that political uncertainty dominated
o I government spending, especially in relation to the material costs item and capi-
~ v v v el hel O O . . . . . .
S ° ¥ N~ 3 = 3 N tal investments. This, amid the economic growth and cyclical inflow to the state
budget, leads to deficit reduction and a “natural” fiscal consolidation. Paired
Sources: CBS, Economic RESEARCH/RBA with lower deficit, primary surplus and continued privatisation of the remain-

ing government portfolio, public debt growth slows down or even stabilises.
However, although fiscal metrics improves under such conditions, deeply rooted
structural problems remain (health-care, education, pension system, public ad-
ministration, etc.) and the creation of the conditions for a stable and stronger
recovery is postponed. Therefore, the sustainability of quotes on lower taxes and
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PPI on domestic market, annual
changes
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GDP growth based on household consumption (spurred primarily by tourism)
widely comes under a question mark.

Turning our attention to the latest macroeconomic releases, the week behind us
was highlighted by the first GDP figures for the second quarter. Croatian real
GDP grew by 2.8%yoy in Q2, and thus confirmed the continuation of economic
recovery and exceeded analysts’ expectations. As anticipated, positive contribu-
tion came from the domestic demand where the largest GDP component, house-
hold consumption, continued with solid real annual changes (+3%yoy), while the
netforeign demand brought a negative contribution thus warning of the still high
import dependence. However, over the upcoming quarter we expect confirma-
tion of economic growth, led by household consumption and investments, while
the positive contribution of foreign demand could be offset by continued growth
in imports. At the level of the whole 2016 we expect real GDP growth could ac-
celerate to 2.3%yoy.

Moreover, favourable economic trends, supported primarily by another extraor-
dinarily good tourist season, were also confirmed by the latest retail data and
industrial production outcome. Namely, at the very end of the week the CBS
reported first retail trade results for July (+4.5%yoy in real terms), while in the
same observed month industrial production growth slowed down to 1.2%yoy.
Over the months ahead we expect the encouraging trends in foreign demand
to continue thus resulting in a positive contribution to the GDP growth. The latter
could be also supported by the upcoming tourism data, which will be published
on Thursday together with the PPI figures for August (we reckon negative growth
rates on annual level at 3.5%).

On the financial market the Ministry of Finance issued HRK406mn and EUR
20mn in 1Y Tbhills thus exceeding the planned amounts. With bid-to-cover ratio
of 2x the 1Y HRK T-bill decreased by 4bp to 0.87% while the 1Y EUR T-Bill yield
fell by 1bp to 0.24%. The new auction was not announced for this week due to
the fact that the next significant amounts of the T-bills mature at the very end of

October (HRK 1.3bn and EUR 8.8mn).

As investors returned from holidays, we saw increased trading volumes on the lo-
cal bond market, as usual at the beginning of September. This week further pres-
sures on the pure HRK bonds in terms of higher demand, and trading volumes are
expected to continue. However, by the end of the current year we do not exclude
a new Government bond issuance.

Regarding the FX market, last week brought a stable EUR/HRK trading so during
the days ahead it could continue to oscillate below the level of 7.50 kuna per
euro. The end of peak tourist season could bring usual HRK depreciation pres-
sures but the whole 2016 is expected to record average EUR/HRK at the level
of 7.56 kuna per euro. Lower exchange rate on an annual level is supported by
continuation of economic growth and improved fiscal metrics.

; Economic analysts:
Zrinka Zivkovié Matijevié (+385 61 74 338), Raiffeisenbank Austria d.d., Zagreb
Tomislava Ujevié ((+385 61 74 606), Raiffeisenbank Austria d.d., Zagreb
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Strong performance of Optima Telekom
and HT

Trading comment Hrvatski Telekom (3 m)
Equity indices CROBEX and CROBEX10 posted wow advance, with Optima Tele- 155
kom and HT posting the strongest growth, while the biggest decline was recorded
by Buro Bakovi¢ Holding. Among sector indices, the F&B sector index was the

150

best performer, while construction sector index had the strongest decline. Regional 145 o~
indices closed the week mainly in green, with PX posting the highest return. The L r%’dl\w
regular shares’ turnovers were considerably higher wow, at HRK 8.5 mn daily on 140 \..\‘:///
average, whereas the highest turnover had HT. 135
Company news 1300; 6 N N ®© o o
The Croatian Government gave its consent to Petrokemija to seek a loan of HRK e
200 mn from the Croatian Bank for Reconstruction and Development for the — CROBEX ~ —— HT
implementation of restructuring and financial consolidation of the company and ~ Sevrces: ZSE, Economic RESEARCH/RBA
approved a state collateral for the loan. Croatia Osiguranje informed that they
had received the resolution of the Slovenian Competition Agency that permits the
company to acquire the share in the reinsurance company Pozavarovalnica Sava Optima Telekom (3 m)
that is equal to or higher than the qualified share and below the 20% threshold. 3,0
In this week 25
According to the dividend calendar of the Zagreb Stock Exchange, shares of
Ledo go ex-dividend on Tuesday, 5" September (DPS of HRK 425.01). 20
v
s = M~ v
Financial analyst Ana Turudié
1,0~ . ; - .
9 3 8 & « < 2
— CROBEX ~— OPTE
Sources: ZSE, Economic RESEARCH/RBA
Market performance Top/Flop — CROBEX index
Index w % ytd % Value on* Share lw%  Price on* Share 1w%  Price on*
2.9.2016 2.9.2016 2.9.2016
PX (CZ) 2.37 -8.67 873 OT-Optima T. 29.38 2 Ledo -0.47 10,650
ATX (AT) 1.69 -1.93 2,351 HT 5.92 155 Valamar Riviera -0.69 29
BELEX15 (RS) 1.39 -2.09 631 Ericsson NT 5.43 1,096 Maistra -0.99 2872
BUX (HU) 1.35 17.51 28,109 AD Plastik 4.54 124 Podravka -1.92 358
CROBEX (HR) 0.84 7.93 1,824 Belje 4.45 23 Zagrebacka Banka -2.14 41
NTX (SEE,CE,EE) 0.40 -3.36 927 Tankerska NG 2.83 72 Ingra -3.19 2
MICEX (RU) 0.39 13.61 2,001 Ina 2.37 3,025 Luka Rijeka -3.68 47
BETI (RO) 0.13 -0.15 6,994 Kra3 1.92 525 Arenaturist -3.87 392
SBITOP (SI) -0.10 5.38 734 Koncar El 0.75 675 Atlantska Plov. -4.24 174
WIG30 (PL) -0.13 -2.28 2,028 Atlantic Grupa 0.72 822 Varteks -4.95 17
SASX10 (BH) -0.14 -1.40 689 Dalekovod 0.62 13 Duro Dakovié Holding ~ -8.32 49
SOFIX (BG) -0.40 2.38 472 Adris Grupa (P) 0.47 406

* as at 16:30 CET. Source: Bloomberg, Economic RESEARCH/RBA  * as at 16:30 CET. Source: ZSE, Economic RESEARCH/RBA
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Disclaimer

Published by Raiffeisenbank Austria d. d. Petrinjska 59, 10000 Zagreb, Hrvatska (“RBA”). RBA is a credit institution and is has been incorporated in keeping with the Credit Insti-
tutions Act.

Economic Research and Financial Advisory are organizational units of RBA.

Supervisory Authority: Hrvatska agencija za nadzor financijskih usluga, Miramarska 24b, 10 000 Zagreb (Croatian Financial Services Supervisory Agency) and Hrvatska narodna
banka, Trg hrvatskih velikana 3, 10002 Zagreb (Croatian National Bank).

This publication is for information purposes only and may not be reproduced, translated, distributed or made available to other persons other than intended users, in whole or in part,
without obtaining prior written permission of RBA on a case to case basis. This document does not constitute any kind of investment advice or a personal recommendation to buy,
hold or sell financial instruments and it is neither an offer nor a solicitation of an offer. This document is not a substitute for any form of a legal document which is required pursuant
to regulations of any state, including the Republic of Croatia, for a primary issue or secondary trading in financial instruments, regardless of whether investors are classified as retail
or professional investors and regardless of whether they are entities or residents of the Republic of Croatia or of any other jurisdiction.

This publication is fundamentally based on generally available information, which we consider to be reliable, but we do not make any representation, warranty or assurance as to
accuracy, completeness or correctness of such information. All analyses contained in this publication are based solely on generally available information and on assumption that
the information is complete, true and accurate, which may not necessarily be the case, and, for the user, they involve risks related to issuer, capital market, general economic and
political environment and prospects. The estimates, projections, recommendations or forecasts of future events and opinions expressed in this publication constitute independent
judgement made by analysts as at the date of publication, unless explicitly otherwise stated. The following sources were material for the preparation of this publication: the Croatian
Bureau of Statistics, the Croatian National Bank, the Government of the Republic of Croatia, the Croatian Employment Service, the Croatian Pension Insurance Institute, the Ministry
of Finance, the Croatian Financial Services Supervisory Agency, the Zagreb Stock Exchange, the Institute of Economics, Bloomberg, Eurostat, the Vienna Institute for International
Economic Studies and other sources which are expressly stated in the analysis.

RBA is under no obligation to keep current the contents of this publication and reserves the right to withdraw or suspend them in whole. The publication of an up-to-date revised
analysis, if any, shall be made at the discretion of analysts and RBA. In case of any modification or suspension of the contents of this publication, RBA shall publish the notice of
modification or suspension, and information regarding the circumstances which lead to the modification or suspension of this publication, in the same manner as this publication,
with a clear reference to the fact that the modification or suspension apply to this publication.

This publication does not purport to be and does not constitute a basis for making any investment decision and all users are advised to seek additional expert advice and information
to the extent they deem necessary, before making any investment decision.

The prices of financial instruments mentioned in this publication are the closing prices available at 16:30 CET on the day which precedes the date of this publication, unless stated
otherwise in the publication.

Investment options discussed in this publication may not be appropriate for certain investors, depending on their specific investment objectives and investment time horizon, and
taking into account their overall financial situation. Investments which are the subject of this publication may vary in price and value. Investors may generate returns which are below
their initial capital investment. Exchange rate changes may adversely affect the investment value. Besides, past performance is not indicative of future results whatsoever. Risks arising
from investment in financial instruments, financial products or investment instruments which are the subject of this publication are not explained in whole or in full detail. Information
is provided “as is” without giving warranties of any kind and may not be deemed to substitute any investment advice. Investors have to make independent decision regarding the
appropriateness of investment in any instruments discussed or mentioned in this document, based on risks and benefits resulting from such instruments, and on their investment stra-
tegy and legal, fiscal and financial position. As this publication is not personal recommendation for investment, neither it and nor any of its components, forms a basis for conclusion
of any kind of deal, contract or commitment whatsoever, nor should it be relied upon or used as an incentive for or in connection with such actions. Investors are advised to seek
specific detailed information and advice from competent certified investment advisors.

RBA, Raiffeisen Bank International AG (“RBI”), and any other company connected with them, including their directors, authorized representatives or employees, and any other
party, do not accept any responsibility of liability arising in any way (whether due to negligence or otherwise) for any damages or losses whatsoever which result from the use of
this publication or its contents or which may otherwise be caused in connection with this publication.

This publication is disseminated to investors who are expected to make independent investment decision and estimates of investment risks, including issuer risk, capital market risk
and risks related to economic and political circumstances and prospects, without placing undue reliance on this publication, and this publication shall not be distributed, reproduced
or published in whole or in part for any purpose, without RBA's permission.

RBA publishes financial instrument valuation and analyses independently or as part of publications which are created and distributed by Raiffeisen Centrobank, Austria (“RCB”) and
Raiffeisen Zentralbank AG, Austria (“RZB") under the name Raiffeisen ISTRAZIVANJA. The analyses may relate to one or more issuers, and to financial instruments issued by them.

Unique criteria for issuance of stock market recommendation (rating) and risk classification are defined as follows:

“Buy”: for stocks which have an expected total return at least 15% (20% for stocks with high volatility risk / 10% for stocks with low volatility risk) and represent the most attractive
stocks among all stocks we analyze and valuate over next 12 months

“Hold": for stocks for which we expect a positive return up to 15% (up to 20% for stocks with high volatility risk / up to 10% for stocks with low volatility risk) over next 12 months.
“Reduce”: expected negative return up to ~10% over next 12 months.
“Sell”: for stock with expected negative return by more than =10% u over next 12 months.

Target prices are based on calculated fair value which is derived by applying relative valuation tools (peer group analysis) or discounted cash flow DCF method. Detailed informa-
tion on specific valuation methods applied is available at: https://www. rcb. at/en/the-bank/business-segments/cr/concept-and-methods/

When publishing the analyses, ratings are determined by applying above mentioned ranges. Temporary deviations from the aforementioned ranges will not automatically result in
the alteration of a recommendation, and the respective recommendation will be placed under review instead.

Opinions concerning Croatian money market rates and price fluctuations of government bonds issued in the Republic of Croatia are based on the analysis of market ratio movements.
This publication is not an offer or a personal recommendation to buy or sell a financial instrument. Information presented here does not constitute a comprehensive analysis of all
material facts related to issuer, industry or financial instrument. This publication may contain expectations and forward-looking representations, which involves risks and uncertain-
ties, however, they are not a warranty or indication of future results whatsoever and are therefore subject to change. Therefore no warranty or representation, whether express or
implied is made and no reliance should be placed on the fairness, accuracy, completeness or truth of information and views provided in this publication.

Overview of Raiffeisen recommendations:

Buy Hold Reduce Sell Suspended Under review
No. of recommendations 2 5 0 0 0 0
% of all recommendations 29% 72% 0% 0% 0% 0%
Investment banking services 0 2 0 0 0 0
% all 1B services 0% 29% 0% 0% 0% 0%

A list of all historic recommendations for stock coverage, local money market rates in the Republic of Croatia, Croatian government bonds issued in the local markets and other
recommendations is available at: http://www. rba. hr/istrazivanja/povijest-preporuka

Please note that RBA, its related companies, employees, executives and other persons who participated in the preparation of this publication, and their related persons, may hold or
trade in financial instruments in excess of 0.5% of the issuer’s equity stake or deal with entities from the industries discussed in this publication. However, by applying confidentiality
protection and conflict of interest prevention measures RBA has ensured to a reasonable extent that this circumstance has not in any way affected anything that is mentioned in this
publication.

RBA is part of RBI Group. RBI is a business investment bank domiciled in Austria. For 25 years RBI has been active in Central and Eastern Europe (CEE region) where it operates a
network of subsidiary banks, leasing companies and numerous other companies which provide financial services in 17 markets. As a result of its position in Austria and CEE, RBI
has established relationship, or expanded them in some cases, with companies in the following industries: oil & gas, technology, energy, real estate, telecommunications, financial
services, core materials, cyclical and non-cyclical consumer goods, healthcare and industry. RBI and/or its related companies executed transactions related to products and services
(including, but not being limited to, investment banking services) with the issuer mentioned in the analysis during the past 12 months. RBI and related companies have set up orga-

September 5%, 2016 ‘x chlistfziézl:l




nizational measures which are required from the legal and supervisory point of view, and the implementation of the measures is monitored by the Compliance. Conflicts of interest
are subject to application of legal, physical and other restrictions (referred to collectively as the Chinese Walls), the purpose of which is to contain the flow of information between
business lines/organizational units within RBI, RBA, RCB, RZB and other group members. So for instance, Investment Banking, which comprises corporate funding activities through
capital markets is separated by physical and other barriers from the front office and from research and analysis units.

Potential conflicts of interest listed below will apply to financial instruments discussed in the analysis if their respective numbers are indicated at the end of the chapter:

. RBA or any related company or any private individual involved in the publication of this document hold shareholdings exceeding 0.5% of the total issued share capital in the
issuer.

Issuer holds shareholdings exceeding 5% of the total issued share capital RBA or any related company.
RBA or any related company or any individuals involved in the publication of this document hold significant financial interests in relation to the issuer.

RBA or any related company act as market maker or liquidity provider in the financial instruments of the issuer, where applicable.

ooa woN

. RBA or any related company has been lead manager or co-lead manager over the previous 12 months of any publicly disclosed offer of financial instruments of the issuer, in
terms of underwriting the offer or sale of financial instruments of the issuer with or without repurchase, where applicable.

o

RBA or any related company is party to any other agreement with the issuer relating to the provision of investment banking services, provided that this would not entail the
disclosure of any confidential commercial information and that the agreement has been in effect over the previous 12 months or has given rise during the same period to the
payment of a compensation or to the promise to get a compensation paid, where applicable.

7. RBA or any related company or any individuals involved in the publication of this document is party to an agreement with the issuer relating to the production of the recommen-
dation, where applicable.

©

. Analysts or any individuals involved in the publication of this document hold the financial instruments of the issuer which he or she has analyzed.

©

Analysts or any individuals involved in the publication of this document sit on the Supervisory Board/Board of Directors of the issuer analyzed by him or her.

10. Analyst or any individuals involved in the publication of this document have received or acquired the financial instrument of the issuer prior to the public offering of the issue. In
this case the transaction has to be pre-approved at a disclosed date and buy or sell price.

11. The remuneration of analysts or any individual involved in the publication of this document is tied to the provision of investment banking service by RBA or any related company.
Applicable notes: Note 3, 4 and 5.
Portfolios of analysts and other individuals who participated in the creation of this analysis are available at: http://www. rba. hr/istrazivanja/portfelj-rba-analiticara

Analyst statement: Remuneration of the analyst is and shall not be tied, directly or directly, to the recommendations or views presented in this publication, nor shall it depend on
executed transactions.

RBA employee who has not been involved in the preparation of this publication, but had access to it, prior to its distribution, has no significant financial interest in one or more
financial instruments of the issuers discussed in the publication. RBA employee who has not been involved in the preparation of this publication, but had access to it, prior to its
distribution, is not deemed to be in the conflict of interest in relation to the issuer discussed in the publication.

RBA has received license from the Croatian Financial Services Supervisory Agency (“HANFA") for performance of all activities governed by the relevant Capital Markets Act and
other applicable rules and regulations. However, RBA is only authorized to perform these activities on the territory of the Republic of Croatia and not elsewhere. In case this publi-
cation or any part of it should become available in any jurisdiction other than the Republic of Croatia, it should be deemed to be nonexistent.
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This document does not constitute either a public offer in the meaning of the Austrian Capital Market Act (Kapitalmarktgesetz; hereinafter “KMG”) nor a prospectus in the meaning
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including regulations related to the conduct or independence of research analysts.
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Please note that research is done and recommendations are given only in respect of financial instruments which are not affected by the sanctions under EU regulation no 833/2014
concerning restrictive measures in view of Russia’s actions destabilising the situation in Ukraine, as amended from time to time, i. e. financial instruments which have been issued
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