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Market snapshot Highlights

Poland TR g o e Pl While globally all eyes are on the US and on speculations about Trumponomics, in the
olan

EUR/PLN 4371 440 445 440 CEE region FX markets took centre stage. Although there is some confusion whether

Key rate 150 150 150  1.50 recent CBR/MinFin statements are more a verbal or the preparation of a rule-based
10y bond 3.7 3.5 3.6 3.7

Hungary intervention it seems that Russian policymakers are confident that oil markets have stabi-

EOR/ALIT 3088 310 315 310 lized, offering some leeway to limit further “oil-driven” RUB appreciation. With regards to

Key rate 090 090 090 0.90

10y bond 36 32 3.2 33 the EUR/CZK cap market bets on a frontloaded CZKexit are vivid, while the CNB tries to

Czech Republic

prepare markets for several unknowns and limited one-way bets (e.g. CZKexit delay,
EUR/CZK 27.02 27.0 27.0 27.0

Key rate 005 005 005 005 temporary CZK weakness; see Focus on, p. 2). Due to a decent premium, Turkey man-
:!OY EE o4 0o 0o 0 aged to lure back investors to its debt market last Wednesday via a 10y FCY bond worth
omania

EUR/RON AA97 445 450 445 USD 2 bn. The orderbook was three times the issue size bringing down the yield to
Key rate 175 175 175 175 6.15%. Although the issue was more costly compared to last October’s sale it makes
loybond 34 33 34 35 i , : e

Croatia sense to tap international markets before core market yields might pick-up on further Fed
ERESIE 7EM 750 747 T tightening. A potential rating downgrade by Fitch next Friday might have been another
Key rate 250 250 250 250 . . .

10y bond 30 3] 3] 39 trigger to rush. In light of numerous CEE debt managers’ announcements regarding near-
Russia term Eurobond issuance plans, finally, it might have been a clever move to come first and
USD/RUB  59.86 630 620 600 . . .
Key rate 1000 950 900 850 save first. However, the TCMB has the chance to arrange for an adverse rating eventuali-
_:_oykb°"d Gl BN v/} ty when it meets next Wednesday. In our view, only conventional rate hikes should have
urkey . " . . .

USD/TRY 3832 380 380 370 the potential to stabilise lira markets. Despite recent backdoor policy measures (e.g.
':gy ’:'ed ?-10(2) ?-]52 ?‘152 ?.152 cancelling Tw repo auction, FX swaps etc.), TRY erased earlier gains (s. Focus on, p. 3).
y bon : : ~ ~ ) . . .
EUR/USD 1061 104 102 1.02 Meanwhile, Turkish government bonds witnessed outflows of USD 0.478 bn according
" prices as of 19 Janvary 2017, 11:59 p.m. CET to TCMB data in the week until 13 January. With the Bloomberg consensus calling for

Source: Thomson Reuters, RBl/Raiffeisen RESEARCH
75bp hike to the o/n lending rate, our scenario of a half-hearted hike of the 1w repo and

the o/n lending rate by 50bp each would be just one of many possible outcomes.

Financial analysts: Gunter Deuber, Stephan Imre, RBI Vienna
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Content Data highlights upcoming week

Highlight/Upcoming data p-1 Date Indicator Period Forecast High Mean Low Previous
Focus on p-2 23Jan  RU: Industrial output, % yoy Dec n.a. 3.4 1.6 0.5 2.7
et e Cawiiy et s 4 24Jan  TR: Key rate, % Jan 850 900 850 800 800
Monetary policy, money markets p.7

Y s p. 8 24Jan  HU: Key rate, % Jan 0.90 0.90 0.90 0.90 0.90
Local currency bond markets p.9 25Jan PL: Unemployment rate, % yoy Dec 8.3 8.4 8.3 8.3 8.2
Eurobond market p. 11 26Jan UA: Key rate, % Jan 1400 1400 14.00 13.00 14.00
Ratings, main macro forecasts p. 12 Source: Bloomberg, RB/Raiffeisen RESEARCH
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Focus on: Czech koruna — Rising inflation
spurs bets on FX cap abandoning

With the Czech CPI headline rate having reached 2% yoy in December, i.e. the mind-point
of the Czech National Bank (CNB) target range, market speculation on the abandoning of
the EUR/CZK 27.0 cap intensified substantially in recent weeks. Moreover, some market
participants are betting on certain changes in the CNB stance when recently announced
personal changes (as of May) will be effective. Meanwhile, CNB FX reserves increased to
above EUR 80 bn (47% of GDP), which compares with some EUR 35 bn before the start of
active FX market interventions in November 2013.
First of all it has to be stressed that the inflation development and its outlook is the key vari-
able when anticipating the CNB-exit from the FX (weakening) regime. That said the most
recent CPl reading at 2% was considered by markets as a potential game changer to the
CNB calculus. By a rule of thumb, a 65bp upside surprise to the headline inflation rate
may translate into a potential need for CZK appreciation some 6 months earlier-than-
expected previously. However, the CNB clearly stated that it would not exit from the cur-
rent FX regime before Q2 2017. This commitment, which is often called the “hard commit-
ment”, cannot be smashed without a noteworthy loss of credibility. In our base case scenar-
io we expect that the year-on-year consumer price inflation will be peaking in March at
around 2.2%. But with the words of the CNB governor: “after Q1 anything can happen”.
Taking the current inflation development and the inflation expectations as the basis, by
April the more hawkish members of the CNB may have sufficient arguments for an exit from
the current FX commitment. However, more dovish members should remain cautious given
the risk of missing the inflation target over the coming months as too much of CZK appreci-
ation might easily lead to inflation below 1% already in H2 2017 again. Therefore, we
stick to our forecast that the CNB will most likely exit the current regime only in H2 2017,
when there would be more clarity with regards to the (domestically driven) price growth
outlook. Hence, from an economic point of view there would be no need for a quick re-
sponse following the recent upside in headline inflation in the Czech Republic and the euro
area. Moreover, from a market positioning perspective we would not rule out that current
(excessive) positioning for frontloaded and significant CZK gains might be partially scaled
back in case swift CZK exit gains are not materializing in H1 2017. Furthermore, parlia-
mentary elections are scheduled in the Czech Republic for autumn 2017 and the CNB
might therefore even wait until Q4 with the abandoning of the FX cap. Additionally, we
may see some taper talk emerging in the euro area later in H2 2017, which should be al-
so more supportive for an FX cap abolishment and the CNB goal of having not too much
post-exit appreciation pressure. An ECB taper talk scenario would definitely imply less in-
trinsic EUR weakness, some further yield curve steepening in the euro area and hence less
upside of CZK vs. the EUR. Nevertheless we have to stress: Despite all political and exter-
nal factors the inflation is likely to remain the key variable with January data (to be pub-
lished on 10 February) possibly being decisive for further CZK market pricing and CNB
considerations.
What can be expected after the exit? The majority of market participants are expecting a
decent CZK appreciation, while we see a fair chance that CZK will also be influenced by
the CNB even after the current FX cap abandoning. As the market is overbought in CZK
due to high speculative positioning market players might have difficulties in closing their
(current) long CZK positions once the FX regime is abandoned. For example, since the be-
ginning of CNB interventions the holdings of Czech government bonds by non-residents in-
creased by CZK 240 bn to more than CZK 400 bn i.e. above 30% of outstanding CZK
Czech government bonds. Such an increase is exceeding the real yearly demand for CZK
if represented for example by the trade balance - which we estimate around CZK 190 bn
for 2017. In case of significant CZK weakening, driven by the unwinding of massive specu-
lative positions, the CNB might at some point even start buying CZK and selling the accu-
mulated FX reserves. Then again for some short period of time (5-10 days after the FX re-
gime abandoning) it is well possible that the CNB will not interfere on the market at all to
assess CZK movements. But according to recent wording by the Governor Rusnok the CNB
would probably act in case of more disruptive FX movements of more than 10%. As an
additional tool influencing exchange rate movements we see a risk that the CNB might in-
troduce negative interest rates before the envisaged FX cap exit (possibly on new capital
inflows or some kind of proxy) which would effectively lead to negative interest rates on the
market (i.e. well beyond shorttenors on the money market).

Financial analyst: Wolfgang Ernst (+43 1 71707 1500), CEFA, RBI Vienna

Please note the risk notifications and explanations at the end of this document




x Raiffeisen
RESEARCH

Turkish lira = Fundamentally oversold, but
limited rebound potential

Turkey has seen tremendous shocks over the recent months. The GDP growth rate has
contracted strongly by 1.8% yoy during the third quarter - the first negative rate since Q3
2009. The sharp contraction in Q3 led us to revise our full-year growth estimates for both
2016 and 2017 down to around 2%, which also reflects the intensified external head-
winds. The leading economic indicators do not hint at a v-shaped rebound either.

The slowing economy and the weaker lira have increased the likelihood of a marked
deterioration in bank asset quality. Any additional lira depreciation would further weaken
corporate balance sheets and jeopardise financial stability, given corporates’ large open
FX positions. Given the central bank'’s limited FX reserves, any intensification of risk aversion
against Turkish assets would make it very difficult for the Turkish central bank to avoid
substantial interest rate hikes. As the lira has lost about one-fifth of its value against the USD
over the past year, the cumulative depreciation effect could add more than 2 percentage
points to headline inflation over the next 12 months, curbing the monetary scope even
further.

Despite the already seen significant lira depreciation, the capital outflows and the large
currency mismatch of non-financial corporate credit risks the Turkish Central Bank (TCMB)
has decided to keep its interest rates unchanged at its December key rate setting meeting.
Beforehand it had raised the key rate at the November meeting (benchmark repurchase
rate by 50bp to 8%, overnight lending rate by 25bp to 8.5%, while leaving the overnight
borrowing rate unchanged at 7.25%). Now, following the latest TRY sell-off in early 2017
the Turkish Central Bank reacted with repeated liquidity tightening measures. It first limited
commercial bank borrowing on the interbank market within the TCMB to TRY 22 bn and
reduced reserve requirement ratios for FX denominated liabilities by 50bp across the
board providing commercial banks with additional FX liquidity. Then in a second step the
TCMB halved the interbank money market borrowing to TRY 11 bn. But these measures
are merely capable of easing some of the most severe short-term depreciation pressures as
the TCMB lacks sufficient FX reserves to fight the lira depreciation. That said the overall
depreciation trend is unlikely to be stopped with these measures. For a more sustainable
support the TCMB will in our view have to return towards conventional interest rate hikes to
restore some market confidence. With support via a key rate hike we would then project a
stabilization of the lira near current already elevated levels. The next (regular) chance for
such an increase in inferest rates is at the monetary council meeting on 24 January. In our
view the TCMB will have to show its ability and willingness to keep an independent mone-
tary policy, thus reacting to the recent events in order to regain investor confidence. Taking
this info consideration we would expect the TCMB to increase the interest rate during the
course of Q1 2017 until we see stabilization of the lira. Overall, however, the sum of TRY
negative topics should prevent any noteworthy lira appreciation.

Taking a fundamental view of the Turkish lira and using our long-term relative PPP model
we continue fo see a significant oversold condition for the Turkish lira given the deprecia-
tion trend witnessed over the past months. Then again such an oversold condition does not
indicate that we are in for any significant rebound of the lira in the coming months, but
rather should see stabilization at these oversold levels (for comparison see the movement in
USD/TRY in early 2000 and the following years). That said we would project to see a
volatile sideways movement in USD/TRY over the coming months at fundamentally elevat-
ed levels around 3.50-4.00 with an expected sideways movement for the remainder of
2017. Elevated inflation over the coming months should then lead to a PPP model conver-
gence of elevated USD/TRY and CPI difference between the US and Turkey (see our PPP
chart). Despite our expectation of a proper TMCB response via key rate hikes there re-
mains significant uncertainty especially from the political side and given that we continue to
witness negative external implications (US rate hikes, rising energy prices etc.). The high
volatility increases uncertainty around our forecasts as any responses would have signifi-
cant effects on the lira. In case of political interference on the TMCB and/or other political-
ly motivated obstacles the depreciation trend of the lira could even continue towards levels
of 4.0 to the USD. Additionally it remains to be seen if the rating agencies will react to the
already seen events, thus downgrading Turkey’s credit rating to junk — a step that would
then translate into more shortterm lira depreciation pressure.

Financial analyst: Wolfgang Emst (+43 1 71707 1500), CEFA, RBI Vienna

Acceleration of TRY sell-off
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Data calendar and country coverage

This week, previous week: key data releases

Indicator Period Actual Forecast Previous|Indicator Period Forecast High Mean Low Previous
Friday 13 January Friday 20 January

PL: C/A balance, EUR mn Nov -427 26.0 -393|UA: Retail sales, % yoy Dec n.a. n.a. n.a. n.a. 3.7
PL: Trade balance, EUR mn Nov 102.0 174.0 30.0|Monday 23 January

PL: CPI, % yoy Dec 0.8 n.a 0.8|HR: Unemployment rate, % yoy Dec n.a. n.a. n.a. n.a. 14.4
RO: C/A balance, EUR mn Nov 3441 n.a 2919|UA: Industrial output, % yoy Dec n.a. 4.0 2.5 0.5 3.7
Monday 16 January RU: Industrial output, % yoy Dec n.a. 3.4 1.6 0.5 2.7
HR: CPI, % yoy Dec 0.2 0.2 -0.2|UA: C/A balance, USD mn Q3 n.a. -800 -800 -1700  -1685
RU: Official reserve assets, USDbn  Nov 380.5 na.  385.3[Tuesday 24 January

BY: Industrial output, % yoy Dec 5.1 -1.5 5.1|TR: Key rate, % Jan 8.50 9.00 850 8.00 8.00
Tuesday 17 January HU: Key rate, % Jan 0.90 090 090 090 0.90
SI: Unemployment rate, % yoy Nov 10.4 n.a. 10.5|Wednesday 25 January

RU: C/A balance, USD mn Q4 7800 n.a. 404 (PL: Unemployment rate, % yoy Dec 8.3 8.4 8.3 8.3 8.2
Wednesday 18 January RU: Retail sales, % yoy Dec n.a. 2.5 3.6 8.3 4.1
SK: CPI, % yoy Dec 0.2 n.a. -0.2[RU: Unemployment rate, % yoy Dec n.a. 5.6 55 5.2 5.4
PL: Average Gross Wages, % yoy Dec 2.7 3.8 4.0[RU: Real wages, % yoy Dec n.a. 3.1 1.5 0.5 1.7
PL: Employment rate, % yoy Dec 3.1 3.0 3.1|Thursday 26 January

Thursday 19 January UA: Key rate, % Jan 1400 1400 14.00 13.00 14.00
PL: Industrial output, % yoy Dec 2.3 0.9 8.3

PL: Retail sales, % yoy Dec 6.4 7.5 6.6

Friday 20 January

HU: Average gross wages, % yoy Nov 8.2 6.0 5.4

RU: Budget balance, RUB bn Dec 2967 n.a. -1788

Source: Bloomberg, RBI/Raiffeisen RESEARCH

Albania (AL) - In the third quarter of 2016, the Albanian economy grew by 3.08% yoy, however, for the first three quarters the GDP
growth is estimated at around 3.3% in line with our expectations for a growth of 3.3-3.5%. The annual economic growth was supported
mainly by services, construction and financial activity. Agriculture returned to positive growth (1.6% yoy) while the industry continued to
suffer mostly from the extracting industry (-19.6% yoy). Household final consumption that makes the main part of the expenses in the econ-
omy marked a modest growth of 1.65%. The major growth was noticed in gross fixed capital formation (by 11. 9% yoy) and exports of
goods and services (by 19.1% yoy). Investments in large projects in energy and an improvement of the private consumption are expected
to support the growth in the last quarter of 2016. In 2017 a stronger growth at around 4.0% is expected as implementation of the reforms
should improve the business climate, increase investments especially in energy and tourism sectors and raise employment.

Financial analyst: Valbona Gjeka (+355 42 381 000 2714), Raiffeisen Bank Sh.a., Tirana

Bulgaria (BG) - The fifth democratically elected president of Bulgaria, Rumen Radev, was sworn into Parliament on 19 January 2017. In
his first keynote speech to the lawmakers he set judicial reform as a top priority. Moreover, Radev criticised the reform of the two most
important social systems (health and education) as unfair. The president paid serious attention to the referendum held in November 2016
on electoral rules, saying it showed that Bulgarians want more real persondlities in Parliament. However, the reform of the Electoral Code
should be such that it does not create more problems than it intends to solve. Radev confirmed to Parliament the Euro-Atlantic choice of the
country, despite his contradictory statements during the election campaign. He stated that Bulgarian foreign policy should be formulated in
the country and asserted internationally, not vice versa. Among the core problems facing society, Radev cited the demographic crisis, low
turnout, erosion of democracy, and the emergence of xenomaniac political formations. After the inauguration on 23 January, Radev is
expected to dissolve the parliament, appoint a caretaker government, and schedule early parliamentary elections.

Financial analyst: Emil S. Kalchev (+359 2 91985 426), Raiffeisenbank (Bulgaria) FAD, Sofia

Croatia (HR) — As we expected, the latest CPl release in December brought the first positive annual change in the last 20 months (+0.2%
yoy). The positive increase (the highest since November 2014) was largely driven by the recent oil price recovery on the world’s com-
modity market. However, in 2016 the CPI recorded an average annual drop (by 1.1%) for the third year in a row. As Q4 2016 data
showed that deflation has vanished, the year ahead is thus expected to see a return to modest but positive inflation rates. Such develop-
ments could mitigate further real growth of wages (the preliminary results for November are set to be released next Monday). On the
other hand, the new tax reform recently adopted is expected to alleviate the tax burden, thus making a positive contribution to real wages
and disposable income in 2017. Next week’s main highlight, however, will be the unemployment rate for December. As the most recent
figures confirmed an increase of people unemployed on a monthly basis (+1.9% mom) we anticipate the registered unemployment rate to
increase to 14.7% in December. Although not only a reflection of positive trends in the labour market, the registered unemployment rate
for 2016 as a whole is estimated to decrease to 15% (-2pp yoy).

Financial analyst: Tomislava Ujevic (+385 1 6174 606), Raiffeisenbank Austria d.d,, Zagreb
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Czech Republic (CZ) - After the statistics released last week showed that the Czech CPI inflation has reached the 2 % target of the
Czech National Bank, the speculation pressures on abandoning the FX cap increased. The CPI inflation development and its outlook play
a crucial role for the CNB decision making about the CZKexit. Given the “hard commitment”, the CNB is “forced” to stay in the current FX
regime until the end of March 2017. And unless some unexpected increase in CPl inflation happens (e.g. above 3%), it is very unlikely
that the CNB will break that commitment and risk to lose its credibility. The CNB board members continue to repeat that the most likely
date for CZKExit is mid-2017. We stick to our forecast that CNB will exit from the current regime in the second half of 2017, however CPI
inflation for January (to be published on 10th February) will play a key role.

Financial analyst: Monika Junicke (+420 234 40 1070), Raiffeisenbank a.s., Prague

Hungary (HU) - Without any relevant data releases in Hungary throughout the week, investors are already focusing on next week's rate-
setting meeting, though conditions are not expected to change now. The central bank again pledged to maintain an ultra-easy policy,
saying that Hungary will probably be the last to start tightening under reflation pressure. For us this means that even if there is no more
room for a further drop in policy and market rates, normalisation will not begin earlier than in the case of external cycles (ECB and CEE
peers), and this is completely in line with the bank's earlier communication that considered gradual independence from external monetary
policy cycles as an important goal beyond price stability and decreasing external vulnerability. In the meantime, interbank rates declined
further during the week, with the three-month BUBOR down 1bp to 0.29%, while the yield curve steepened as the longer-end underper-
formed the shorter-end. The 5y CDS fell by 3bp to 113bp, HUF swaps jumped a litle. The EUR/HUF trended upwards again as the cen-
tral bank's discount FX swap tender added another HUF 250 bn to the interbank market. We continue to expect a weaker HUF and once
again lower yields.

Financial analyst: Gergely Pdlffy (+36 1 484 43 13), Raiffeisen Bank Zrt, Budapest

Poland (PL) - Core inflation, i.e. excluding food and fuel prices, amounted to 0.0% yoy (increase in monthly basis by 0.1pp). This read-
ing confirmed our expectations that the CPl acceleration is mainly due to external factors and should have no impact on MPC decisions.
There was a surprisingly good data flow from the real economy this month. The prelude to good results for industrial output was published
at the beginning of January, PMI, which noted its best result for the last 18 months. However, taking info consideration the high base from
last year and the negative calendar effect, slightly lower dynamics were expected. In general, industrial output amounted to 2.3% yoy
(consensus was 1.8%). The surprisingly good reading for the construction sector (indicating that the slump in construction eased to 8%)
allows us to conclude that the slowdown visible in H2 2016 was temporary. Retail sales growth remained above 6%, supported by a
favourable calendar (5 weekends, the Christmas season). The high retail sales dynamics since November confirm our beliefs that the
impact of the fiscal transfers from the “Rodzina 500+" programme on private consumption has so far been limited, and only began to fully
support GDP growth at the turn of the year. The PPl increased to 3% yoy, indicating a further increase in inflation pressure. Such strong
growth is mainly due to the rises in commodity prices — the whole mining sector recorded growth of 24.1% yoy. The continuation of PPI
growth confirms the similar trend in CPI inflation. This improvement of the economic indices indicates that the GDP slowdown may already
be behind us. The coming year should see an acceleration of GDP, which may support market expectations regarding interest hikes.
Although we do not expect the MPC to raise interest rates in 2017, this may have an effect on the PLN bond market, weakening the resili-
ence to withstand the expected rise in core market yields (esp. USTs).

Financial analyst: Aleksandra Pikata (+48 22 585 2000), Raiffeisen Polbank, Warsaw

Romania (RO) - The inflation rate stood at 0.2% mom and -0.5% yoy in December, close to our expectations (0.3% mom and -0.5%
yoy). To a large extent, the consumer prices’ advance recorded in December was driven by the increase in fuels’ price (1.6% mom).
However, underlying inflationary pressures remained contained at end-2016. The annual dynamics of the CORE3 inflation measure (CPI
excluding administrated prices, volatile prices of foods and fuels, and prices for tobacco and alcohol) stood at 0.3% in December, declin-
ing compared to previous months as it fluctuated around 0.5% during July-November. We expect the inflation rate to return to positive
territory in Q1 and subsequently to increase towards 2.0% yoy at end-2017. This year the statistical base effect related to the VAT rate cut
and energy price declines in 2016 would fade out, but also underlying inflationary pressures should strengthen.

The public budget plan for 2017 should remain in limelight in the upcoming week, as a draft might be released. We recall that the several
fiscal easing measures enforced recently/due to be enforced might result in a deficit exceeding 3% of GDP considerably if corrective
measures are not taken. Also, the public budget execution for 2016 would be released after 25 January. According to comments made
by the former Finance Minister, the public budget balance stood at -2.6% of GDP in 2016.

Financial analyst: Silvia Maria Rosca (+40 799 718 083), Raiffeisen BANK S.A., Bucharest

Russia (RU) - According to MinFin calculations, Russia’s extra budget revenues from oil sales may reach RUB 1.4 tn (USD 23.6 bn) in
2017, if the oil price is USD 55/bbl, and RUB 1 tn (USD 16.8 bn) if the oil price is USD 50. The amount of non-oil & gas revenues is
estimated at only RUB 84 bn. Minister Siluanov added that the government will not use additional revenues to finance new budget spend-
ing. The extra revenues will be used to reduce the utilisation of the Reserve Fund and the National Wealth Fund to finance spending this
year. We believe the situation described by the MinFin is a bit more conservative. On the one hand, the amount of non-oil & gas revenues
seems quite low for us — we estimate exira revenues will total RUB 280 bn. On the other hand, the MinFin’s ability to conduct the rather
conservative expenditure plan is quite limited — the government's military and social block will demand extra spending.

Financial analyst: Stanislav Murashov (+7 495 221 9845), AO Raiffeisenbank, Moscow
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Serbia (RS) - The yield increases in 2017 have not been a big surprise as the market was already bidding with higher yields from Sep-
tember 2016, amidst the withdrawal by non-residents (largely US funds) throughout 2016. Yet the ample budget surplus empowered debt
managers fo reduce the MinFin T-bill supply, while only accepting bids with lower yields which resulted in a more robust yield correction at
the beginning of 2017. It is difficult to assess to what extent the correction reflects the Fed's key rate hike and to what extent local factors
played a role, like the expected reflation and the government's augmented gross financing needs (EUR 7 bn), planned to be funded from
greater local debt issuances (+EUR 1 bn). This will be seen in the period ahead. Now, the Finance Ministry is mulling over a new Euro-
bond placement (USD 1 bn), and they might think of increasing the value if the pricing on the euro market would be more favourable in
comparison with the local market. The next Ministry of Finance T-bill auction (7y, RSD 15 bn) planned for next week (26 January) could
tell us more. The last 7y auction was held in October 2016 attracting sufficient interest (b/c 1.32) as the yield fell to 5.64% (-34bp).
Traditionally the EUR/RSD weakening is seasonally impacted by extended holidays in January and the customary lower capacity utilisa-
tion.

Financial analyst: Ljiljana Grubic (+381 11 220 71 78), Raiffeisenbank a.d., Belgrade
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Monetary policy and money markets overview

CEE key interest and money markets outlook Inflation snapshot

Poland current® Mar-17 Jun-17 Sep-17 5y high 5y low 12 _
Key interest rate 1.50 1.50 1.50 1.50 4.75 1.50 g =
3m money market rate 1.73 1.73 1.73 1.73 5.14 1.65 -
Hungary 4 e @
Key interest rate 0.90 0.90 0.90 0.90 7.00 090 o T —— ]
3m money market rate 0.29 0.30 0.30 0.40 7.65 0.29 4 —
Czech Republic
Key interest rate 0.05 0.05 0.05 0.05 0.75 0.05 8
3m money market rate 0.28 0.30 0.30 0.30 1.25 0.00 =& 2 0 2 =2 E
Romania
Key interest rate 175 1.75 175 175 575 175 — CPI, % yoy (52w high)
3m money market rate 0.82 0.85 1.00 1.15 6.30 0.68 —CPI, % yoy (52w low)
Russia CPI, % yoy (current)
Key interest rate 10.00 9.50 9.00 8.50 17.00 5.25
3m money market rate 10.50 10.10 9.60 9.10 29.93 6.65
Serbia Source: Bloomberg, RBl/Raiffeisen RESEARCH
Key interest rate 4.00 4.00 4.00 4.00 11.75 4.00
3m money market rate 3.46 3.60 3.60 3.60 13.13 3.26
Turkey o
Key interest rate 8.00 8.50 8.50 8.50 10.00 450 Key rate trends (%)
3m money market rate 10.97 10.30 10.50 10.20 12.44 4.85 12
Benchmark key rates current Mar-17 Jun-17 Sep-17 5y high 5y low 10
ECB key interest rate 0.00 0.00 0.00 0.00 1.00 000 8
Fed key interest rate 0.75 0.75 1.00 1.00 0.75 025 6
Source: Bloomberg, RBI/Raifteisen RESEARCH 4
* Bid rates (for Hungary ask rates) as of 19 Janvary 2017, 11:59 p.m. CET )
0 T T
Oct-16 Jan-17 Jun-17
Poland Hungary
Czech Rep. Romania
Central bank watch Russia Turkey

Poland (NBP)

Hungary (MNB)

swap operations. 3m deposit as well o/n and 1w lending rates should Poland
remain all at current 0.90% throughout 2017. Latest MNB statements
reinforce aim to keep rates low as long as possible. Hungary
Czech Republic (CNB) Excessive "CZKexit" positioning was somewhat scaled-back recently on Czech Rep.
CNB statements pointing to possibly later exit and talking down CZK
appreciation potential. With CPI inflation expected to hover only Romania
around the mid-point target in 2017, we expect that "CZKexit" should .
come not earlier than H2 after inflation dynamics become more forceful Russia
and ECB QE is coming to an end. Turkey ‘ ‘
L

Romania (BNR)

Serbia (NBS)

Russia (CBR)

NBP sees no reason to hike rates this year according to January's MPC
statement. This is in line with our long-held view that the policy rate
might remain flat at least in 2017. Our view is additionally supported
by the prolongation of ECB QE.

MNB continues to keep monetary conditions ultra-loose via liquidity
provisioning like capping 3m deposit volume further and providing FX

Excess liquidity remains high and central bank did not tighten its grip on
liquidity and set an end to procyclical policies. We expect BNR to
remain defensive in the short term, especially in light of ongoing fiscal
uncertainties, but verbal interventions might point to tightening stance in
2017.

NBS lowered inflation target range by 1pp to 3% +/- 1.5 pp last year
and has likely ended MP easing due expected acceleration in CPI
inflation in the next few months. External risks in terms of Fed uncertain-
ty, in light of the high share of USD-based investors in RSD bonds, might
have eased somewhat.

In case of a rulebased FX purchase infervention regime that was

Source: Bloomberg, RBl/Raiffeisen RESEARCH

Key rate forecast (chg., bp)

100 50 O -50 -100 -150

M 4m horizon (bp) © 7m horizon (bp)

Source: Bloomberg, RBl/Raiffeisen RESEARCH

Rate setting meetings

flagged this week in order to hinder RUB from further appreciation, the Jan Feb
CBR might start resuming rate cuts already in Q1 (in line with our call). Poland (NBP) 11 8
Policy makers get increasingly confident in terms sustainability of current Hungary (MNB) 24 28
oil price levels. On a final note, due to transition to structural liquidity Czech Republic (CNB) / 2
surplus, CBR conducts 1w deposit auctions since this year. Romania (BNR) 6 7
Turkey (TCMB) TCMB has the chance to arrange for an adverse rating eventuality Serbia (NBS) 12 14
(Fitch review due on Friday) when it meets next Wednesday. In our Russia (CBR) / 8
view, only conventional rate hikes should have the potential to stabilise Turkey (TCMB) 24 n.a.

Source: RBl/Raiffeisen RESEARCH

TRY markets in a sustainable way. Several backdoor policy measures
during the outgoing week (e.g. cancelling 1w repo auction, FX swaps
efc.) are confusing and not able to restore confidence.

Source: National Central Banks, RBI/Raiffeisen RESEARCH

Please note the risk notifications and explanations at the end of this document
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Foreign exchange market overview

FX forecasts

EUR vs current*  Mar-17 Jun-17 Sep-17 5y high 5ylow Comment

PLN 4.371 4.40 4.45 4.40 4.40 4.08 EUR/PLN stable below 4.40 since the beginning of the year, but renewed
pressure could flare up due to political uncertainty

HUF 308.8 310 315 310 316 291 Even though EUR/HUF broke out of its previous trading range we would expect
it to return to the 310-315 range in the nearterm

CZK 27.02 27.0 27.0 27.0 27.7 25.1 CNB wording did not change regarding abandoning of FX regime; inflation
expectations key; CNB board also discussing negative rates

RON 4.497 4.45 4.50 4.45 4.54 4.45 EUR/RON exchange rate to be quite stable during 2017, but isolated episodes
of increased volatility should not be totally excluded

HRK 7.520 7.55 7.47 7.50 7.66 7.55 A healthy C/A surplus, the betterthan-expected fiscal adjustment, FCY inflows
(investments), banks’ positive net external balances and a slightly higher de-
mand for pure HRK loans are still supportive for the HRK

RSD 124.0 123 123 124 125 112 Key rate kept stable, contributing to EUR/RSD stability

RUB 63.53 65.5 63.2 61.2 79.3 40.3 see USD/RUB below

UAH 29.10 29.1 27.5 27.5 29.4 10.6 see USD/UAH below

BYN 2.064 2.24 2.30 2.35 2.47 1.13 see USD/BYN below

TRY 4.066 3.95 3.88 3.77 3.89 2.35 see USD/TRY below

usb 1.061 1.04 1.02 1.02 1.38 1.05 Expectation on further US Fed rate hikes to support USD against euro

USD vs current*  Mar-17  Jun-17 Sep-17 5y high  5ylow

RUB 59.86 63.0 62.0 60.0 73.0 30.5 Rouble supported by oil price increase following OPEC (and non-OPEC)
production cut decision, but additional shortterm appreciation potential below
USD/RUB 60 limited in our view

UAH 27.42 28.0 27.0 27.0 28.0 8.05 USD/UAH calming after shortlived spike in late 2016; central bank preventing
stronger USD/UAH movement via administrative measures, overall depreciation
trend seen for coming months

BYN 1.945 2.15 2.25 2.30 2.35 0.86 From July 2016 the old Belarusian rouble (BYR) was replaced by a new BYN at
a ratio of 10,000:1; it is the third denomination of the local currency after 1994
and 2000; overall depreciation trend in BYN expected to continue on weak
fundamentals

TRY 3.832 3.80 3.80 3.70 3.70 1.78 USD/TRY remaining at historic high levels; political uncertainty, weakening
economic conditions, rising oil prices and strong USD weigh on TRY; a rate hike
could stabilise the TRY market

*as of 19 Janvary 2017, 11:59 p.m. CET
Source: Bloomberg, RBl/Raiffeisen RESEARCH

Change of LCY value to EUR (%)  Change of LCY value to USD (%) Exchange rate comparison

Russia 15
R . ™ Russia
omania . 110 ™
Poland _§ " Poland _é
Croatia '§ Belarus -§ 105
Hungary <4 E‘ Hun o W
- gary 4+ o ]
Czech Rep. N _: 100 WA
) > 1 Czech Rep. O
Serbia 9 = 95
US Dollar d Ukraine
Turkey Turkey 90 ‘ ‘
j j ! ! — T Juk16 Sep-16 Nov-16
-20%-15%-10% 5% 0% 5% 10% 25%20%15%10%-5% 0% 5% 10% EUR/RUB EUR/PLN
Chg 3m B Chg ytd Chg 3m B Chg ytd ——— EUR/HUF EUR/CZK
Source: Thomson Reuters, RBl/Raiffeisen RESEARCH Source: Thomson Reuters, RBl/Raiffeisen RESEARCH Indexed 19 Jul-16 = 100

Source: Thomson Reuters, RBI/Raiffeisen RESEARCH
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Local currency bond market overview and forecasts

Change of LCY 10y bond yields (bp)

Hungary
Germany
Poland
Turkey
Czech Rep.
Romania

Russia

-50 0 50 100 150

Chg 3m B Chg ytd
Source: Thomson Reuters, RBl/Raiffeisen RESEARCH

Change of LCY 2y bond yields (bp)

Turkey
Czech Rep.
Germany
Hungary
Poland
Romania

Russia

-100 0 100 200
Chg 3m M Chg ytd

Source: Thomson Reuters, RBl/Raiffeisen RESEARCH

5y USD CDS spreads

PLN yield curve
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Source:  Bloomberg,  Thomson  Reuters,  RBl/Raiffeisen

RESEARCH

CZK yield curve
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Yield curve 19 Jan-17
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RESEARCH

HRK yield curve
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100 T T T T Yield curve 19 Jan-17
Jan-16 Apr-16  Juk16  Oct16  Jan-17 Forecast Mar.17
Russia Turkey Current swap curve
Turkey Sy high 327.1, Sy low 111.7; Source:  Bloomberg,  Thomson  Reuters,  RBl/Raiffeisen
Russia 5y high 628.7, 5y low 119.4 RESEARCH
Source: Bloomberg, RBI/Raiffeisen RESEARCH
Yield forecasts
2y T-bond yields (%) 10y T-bond yields (%)
current” Mar-17 Jun-17 Sep-17 5y high 5y low
Poland 2.04 2.1 2.2 2.2 3.1 1.6 Poland
Hungary ** 0.97 1.4 1.5 1.6 57 0.9 Hungary
Czech Republic 0.75 0.6 0.7 0.6 0.5 0.9 Czech Republic
Romania 1.63 1.7 1.8 1.9 7.1 1.1 Romania
Croatia 1.75 1.8 1.8 1.9 6.9 0.9 Croatia
Russia 8.05 8.7 8.7 8.5 15.8 6.2 Russia
Turkey 11.26 11.0 11.5 1.0 11.0 6.1 Turkey
Germany -0.70 0.7 0.7 0.7 0.2 -0.8 Germany
USA 1.23 1.3 1.4 1.4 1.5 0.2 USA

* Bid yields as of 19 January 2017, 11:59 p.m. CET; ** 3y yield

Source: Bloomberg, RB|/Raiffeisen RESEARCH

HUF yield curve
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RON yield curve
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RESEARCH

RUB yield curve
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3.70 3.5
3.56 3.2
0.44 0.6
3.43 3.3
2.96 3.1
8.08 8.9
11.15 11.6
0.38 0.5
2.46 2.7

current* Mar-17 Jun-17 Sep-17 5y high 5y low

3.6 3.7 4.3 25
3.2 3.3 6.2 3.3
0.6 0.5 25 0.5
3.4 3.5 6.9 3.5
3.1 3.2 52 &1l
8.8 8.7 14.1 6.9
11.8 11.6 11.5 6.6
0.5 0.5 1.9 0.1
2.5 2.7 3.0 1.8
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Local currency bond market overview
CEE local currency bond market snapshot
Maturity Coupon Bid Price YIM (%) Spreadto MDur. Comment
(%) Bunds (bp)
Poland
PLN 2y Gov.Bond 25/10/2018 0.00 96.60 2.00 268 1.8 Recent political turmoil hinders POLGB market to gain,
PLN 5y Gov. Bond 25/10/2021 575 112.34 2.93 336 4.3 butelevated yield levels keep POLGBs mildly attractive
PLN 10y Gov. Bond  25/07/2026 250 9034 372 332 84 inourview. Moreover, most of the repricing of US
treasuries might be concluded for now and local rate
hike expectations should ease further. We keep PL on
tactical Buy.
Hungary
HUF 3y Gov. Bond 30/10/2019 2.00 10291 0.93 163 2.7 Inline with our call, HGBs witnessed stronger recovery
HUF 5y Gov. Bond 27/10/2021 2.50 102.24 2.00 243 4.5 postTrump in contrast to e.g. PL. The bond-market-
HUF 10y Gov. Bond 27/10/2027 3.00 95 40 3.52 312 9.3 supporting CB measures and the stateled improvement

of growth prospects are helping and should keep the
appeal of HUF government assets alive.
Czech Republic

CZK 2y Gov.Bond 11/04/2019 500 112.54 0.61 8 2.1 longend CZGB yield spread over Bunds went to
CZK 5y Gov. Bond  29/09/2021 3.85 119.48 0.28 16 4.4 negative most recently due to hefty speculative
CZK 10y Gov. Bond 26/06/2026 1.00 105.32 0.42 2 9.0 positioning for an earlier CZKexit after the surge in Dec.

headline CPI. As we expect EUR/CZK cap policy exit
only as early as H2, we bet on a renewed
disappointment for speculators as witnessed several

times in the past.

Croatia

HRK 2y Gov. Bond 10/07/2018 5.25 105.91 1.16 159 1.4 Indirect support from ECB QE prolongation should help

HRK 10y Gov. Bond 14/12/2026 4.25 111.03 2.95 255 8.3 HRKbonds in the new year.

Romania

RON 2y Gov. Bond 17/01/2018 3.25 102.01 1.18 188 1.0  Fiscal risks in postelection period are set to continue

RON 5y Gov. Bond 22/03/2021 325 102.64 2.58 301 3.9  weighing on longerend ROMGBs with ECB support

RON 10y Gov. Bond 24/02/2025 475  108.66 3.51 311 6.7  and FED risks currently balancing each other.

Russia

RUB 2y Gov. Bond 27/02/2019 7.50 99.40 7.96 865 1.9 OFZs already undershoot our end-March targets due to

RUB 5y Gov. Bond 18/08/2021 7.50 98.90 7.94 837 3.9 favorable oil/RUB and Trump-optimism. Expected CBR

RUB 10y Gov. Bond 03/02/2027 8.15 101.55 8.08 768 6.7 RUB weakening interventions coupled with deteriorating
supply-demand dynamics amidst tight valuations set the
stage for a moderate s/t correction. However, |/t
outlook still favorable mainly due to resumed rate cuts.

Turkey

TRY 2y Gov. Bond  11/07/2018 8.70 96.20 11.15 1184 1.4 Unstable lira continues ousting foreign investors from

TRY 5y Gov. Bond  22/09/2021 9.20 92.55 11.28 1171 3.9 TURKGBs (almost TRY 1/2 bn outflows in week ending

TRY 10y Gov. Bond 11/02/2026 10.60 97.00 11.13 1073 5.6 13 Jan.). This is set to continue if not for orthodox TCMB

policy response next Wednesday.
Data as of 20 Januvary 2017, 11:44 a.m. CET; Source: Bloomberg, RBl/Raiffeisen RESEARCH

Bond auctions

ISIN Coupon Maturity Volume
23 January 2017
RO 6m T-hills RO1717CTN0O23 zero 02.08.2017 RON 500 mn
PL 5y Tbonds PLO0O00109492 2.25% n.a. max. PLN 6 mn
PL 9y Tbonds PLO000108817 zero n.a. max. PLN 6 mn
PL 10y T-bonds PLO000109427 2.5% n.a. max. PLN 6 mn
BG 10y T-bonds n.a. n.a. n.a. n.a.
PL 2y Tbonds PLOO00109633 zero 25.04.2019 max. PLN 6 mn
24 January 2017
UA Tbonds n.a. n.a. n.a. n.a.
25 January 2017
Ccz Ty Tbonds CZ0001004709 0.00% 22.01.2018 max. CZK 8bn
cz 11y Tbonds CZ0001004105 FRN 19.11.2027 max. CZK 4bn
Ccz 9.5y T-bonds CZ0001004469 1.00% 26.06.2026 max. CZK 4bn
RU T-bonds n.a. n.a. n.a. n.a.
26 Janvary 2017
RO 10.5y T-bonds RO1227DBNOT 1 5.80% 26.07.2027 RON 300 mn

Source: Bloomberg, Thomson Reuters, RBl/Raiffeisen RESEARCH
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Eurobond market overview

CEE USD EMBIG spread valuation* CEE EMBIG USD vs. UST YTM*
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z-score (r.h.scale)*™ A spread (bp)* EMBIG USD Europe * UST * (r.h.scale)

* zscore = EMBIG USD country spread deviation from mean normalised by 1 standard deviation, * YIM - yield to maturity EMBI Global USD, UST = 10 year US Treasury note
score at or below minus 1 = expensive, at or above 1 =cheap Source: Thomson Reuters, RBl/Raiffeisen RESEARCH
Source: Thomson Reuters, RBl/Raiffeisen RESEARCH

Market Price YTMmid. Spread Mdur. ISIN
Issuer/rate/due Bid Ask w/w%| 5ymax Symin| % p.a. Bmk,bp years -
EUR
BGARIA 41/407/09/17 101.9 102.3 -0.20 111.8 100.3 0.35 24 0.5 X50802005289
CROATI 57/807/09/18 108.3 108.6 -0.02 112.1 91.7 0.05 71 1.4 XS0645940288
REPHUN 3 7/8 02/24/20 1111 111.6 0.11 113.1 73.2 0.17 84 2.9 X$0212993678
REPHUN 4 3/8 07/04/17 102.0 102.3 0.15 108.0 787 -0.48 11 0.4 XS0284810719
REPHUN 5 3/406/11/18 107.8 108.3 0.18 115.1 80.6 -0.09 56 1.3 XS0369470397
REPHUN 6 01/11/19 111.7 112.0 0.18 118.4 86.4 -0.02 69 1.9 XS0625388136
LITHUN 4.8502/07/18 105.2 105.5 0.14 114.3 98.5 -0.30 30 1.0 XS$0327304001
POLAND 5 5/8 06/20/18 108.2 108.5 -0.05 122.6 102.1 -0.30 34 1.4 XS0371500611
POLAND 15/801/15/19 103.1 103.8 0.16 105.5 98.0 0.11 60 2.0 XS0874841066
POLAND 3 3/401/19/23 118.3 118.8 0.21 125.5 99.9 0.60 87 5.5 XS0794399674
POLAND 3 3/8 07/09/24 117.0 117.6 0.16 125.6 99.6 0.96 101 6.6 XS0841073793
ROMANI47/8 11/07/19 113.1 113.5 0.18 117.8 99.3 0.09 80 27 XS0852474336
TURKEY 57/8 04/02/19 108.9 109.4 0.14 118.9 101.1 1.59 230 2.0 X$0285127329
TURKEY 5 1/8 05/18/20 107.7 108.1 0.04 115.9 95.2 2.61 325 3.0 XS0503454166
usbD
BELRUS 8.9501/26/18 102.9 103.7 -0.33 111.2 78.0 5.53 470 0.9 XS0583616239
CROATI 6 3/8 03/24/21 109.5 110.0 0.72 117.8 90.9 3.82 203 3.6 XS0607904264
CROATI 5 1/2 04/04/23 106.4 107.0 -1.05 111.7 94.4 4.25 209 52 XS0908769887
REPHUN 5 3/8 02/21/23 109.5 109.9 0.99 115.4 93.1 3.58 143 5.1 US445545AH91
REPHUN 7 5/8 03/29/41 141.4 142.5 -1.93 157.5 87.4 4.70 182 12.8 US445545AF36
LITHUN 7 3/8 02/11/20 114.0 114.5 0.23 130.7 107.6 2.50 97 2.7 XS0485991417
LITHUN 6 5/8 02/01/22 116.4 117.0 -0.40 128.6 101.0 3.01 103 42 XS0739988086
LATVIA 2 3/401/12/20 101.2 101.7 0.21 104.5 91.4 2.25 73 2.8 X$0863522149
LATVIA 5 1/406/16/21 110.9 111.4 -0.22 117.2 924 2.55 71 3.9 XS0638326263
POLAND 6 3/8 07/15/19 110.8 111.0 -0.29 125.9 109.0 1.85 48 2.3 US731011AR30
POLAND 3 03/17/23 98.6 99.0 -0.36 105.1 87.6 3.22 106 53 US731011AT95
ROMANI 6 3/4 02/07/22 114.6 114.9 -0.59 124.4 99.2 3.53 155 4.2 US77586TAA43
ROMANI 4 3/8 08/22/23 103.9 104.3 0.72 111.1 90.8 3.67 144 5.6 US77586TACO9
RUSSIA 4 1/2 04/04/22 103.9 104.4 0.36 114.7 82.0 3.62 161 4.6 XS0767472458
RUSSIA 7 1/2 03/31/30 120.1 120.6 -0.02 128.6 99.6 2.40 -17 3.8 XS0114288789
RUSSIA 5 5/8 04/04/42 108.6 109.4 0.61 124.9 76.0 4.99 208 13.7 XS0767473852
SERBIA51/411/21/17 102.3 102.7 -0.05 107.1 96.8 2.20 144 0.8 XS0856951263
SERBIA 47/8 02/25/20 102.5 103.2 0.53 105.4 89.6 3.89 234 2.8 XS0893103852
TURKEY 6 1/4 09/26/22 103.7 104.2 0.45 127.0 101.0 5.43 334 4.7 US900123BZ27
TURKEY 6 7/8 03/17/36 101.7 102.2 -0.31 139.6 99.2 6.69 395 10.4 USQ00123AY60
TURKEY 6 3/4 05/30/40 100.1 100.9 0.05 139.4 97.3 6.71 384 11.6 US900123BG46
UKRAIN 7 3/409/01/19 99.7 100.2 -0.86 102.3 88.0 7.76 635 2.2 XS$1303918269
UKRAIN 7 3/4 09/01/23 96.6 97.1 -1.02 99.9 84.6 8.39 615 4.9 X$1303921487
UKRAIN 7 3/4 09/01/27 94.4 94.8 -0.98 98.4 81.2 8.53 604 6.8 X$1303927179

YTM mid - yield to maturity based on mid market price, bmk - benchmark, Mdur - modified duration, ISIN - ir jonal security identification number; prices as of 20 Jan 2017, 11:41 AM CET

Source: Bloomberg, RBI/Raiffeisen RESEARCH
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Summary: Ratings & macro data

Country ratings: CE, SEE, EE

S&P Moody’s Fitch

LcY FCY Outlook Lcy FCY Outlook LcY FCY Outlook
CE
Poland A BBB+ stable A2 A2 negative A A stable
Hungary BBB- BBB- stable Baa3 Baa3 stable BBB- BBB- stable
Czech Republic AA AA- stable Al Al stable AA- A+ stable
Slovakia * A+ A+ stable A2 A2 stable A+ A+ stable
Slovenia * A A positive Baa3 Baa3 positive A A stable
SEE
Romania BBB- BBB- stable Baa3 Baa3 positive BBB BBB- stable
Bulgaria BB+ BB+ stable Baa2 Baa2 stable BBB BBB- stable
Croatia BB BB stable Ba2 Ba2 negative BB+ BB negative
Serbia BB- BB- positive B1 B1 positive BB- BB- stable
EE
Russia BBB- BB+ stable Bal Bal negative BBB- BBB- stable
Ukraine B- B- stable Caa3 Caal3 stable B- B- stable
Belarus B- B- stable Caal Caal stable B- B- stable
Kazakhstan BBB- BBB- negative Baa3 Baa3 negative BBB BBB stable
Turkey BB+ BB stable Bal Bal stable BBB- BBB- negative

* Euro area (Euro currency) members, positive rating/outlook changes (in previous week) in green, negative changes in red
Source: rating agencies websites

Main macro data & forecasts®

Country Year* GDP, CPI, Unem- Nominal Fiscal Public Export **, % C/A, % GDP Ext. Debt, % FXR***% Import
% avg. % avg. ployment, wages, EUR balance, % debt, % GDP GDP ext. debt cover,

yoy yoy % GDP GDP months

Croatia 2016 2.7 1.2 13.6 1030 2.4 85.3 243 3.1 96.5 30.2 8.8
2017F 2.8 1.3 12.5 1047 2.9 84.5 24.1 2.5 94.0 30.3 8.8

2018f 2.8 2.2 11.2 1067 2.8 82.9 23.8 2.2 91.5 29.8 8.6

Czech Rep. 2016 2.5 0.7 5.6 1020 0.0 39.2 70.0 24 73.0 63.2 8.4
2017F 2.7 2.0 53 1073 0.2 38.2 69.8 1.5 77.1 71.5 10.0

2018f 2.5 2.0 5.3 1176 0.0 37.0 69.3 1.2 739 69.5 9.4

Hungary 2016 2.3 0.3 53 847 -1.5 741 83.8 3.5 97.8 235 37
2017¢ 3.2 2.5 4.5 937 2.5 73.4 82.7 3.2 89.0 225 3.2

2018f 3.4 3.0 4.1 1010 3.0 72.6 82.2 2.9 83.2 21.1 2.8

Poland 2016 2.5 0.6 9.0 930 2.5 522 41.4 0.5 743 29.1 6.3
2017F 3.0 1.1 8.3 964 3.1 53.3 41.6 0.8 77.2 28.8 6.4

2018f 2.5 2.0 8.2 1019 3.4 54.9 n.a. -1 77.5 27.4 n.a.

Romania 2016 4.7 -1.6 6.1 642 2.5 38.2 30.5 2.6 54.5 40.5 7.3
2017¢ 3.6 1.2 5.8 700 3.2 39.3 30.8 3.3 53.1 40.0 6.8

2018f 3.0 2.4 57 732 3.0 40.2 32.2 3.5 53.6 38.3 6.2

Russia 2016 0.5 7.2 6.0 476 4.4 13.5 23.0 2.1 40.7 80.6 25.6
2017¢ 1.0 5.4 6.0 587 3.3 14.0 24.6 5.2 326 86.0 22.4

2018f 1.5 5.2 6.0 594 2.4 14.5 23.7 5.7 27.0 98.0 21.3

Ukraine 2016 1.0 13.3 9.0 n.a. 3.5 77.5 36.3 -3.3 133.4 14.0 52
2017F 2.0 10.7 9.0 n.a. -4.0 78.4 36.3 4.7 126.6 14.5 5.0

2018f 3.0 7.5 8.5 n.a. -3.0 73.0 35.0 -3.9 119.6 14.6 5.0

Turkey 2016 2.0 7.6 10.0 n.a. 2.0 32.0 21.7 5.2 57.5 28.1 6.8
2017¢ 2.0 8.0 10.3 n.a. 2.5 33.0 26.0 6.3 66.3 25.7 6.0

2018f 3.5 7.5 10.0 n.a. -1.8 32.0 n.a. -4.9 63.5 22.1 n.a.

* only for countries included in CEE Weekly, ** Export of goods only, *** FXR - Foreign exchange reserves
Source: Thomson Reuters, National Statistics, RBl/Raiffeisen RESEARCH

12 Please note the risk notifications and explanations at the end of this document
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Risk notifications and explanations
Warnings:

® Figures on performance refer to the past. Past performance is not a reliable indicator for future results and the
development of a financial instrument, a financial index or a securities service. This is particularly true in cases
when the financial instrument, financial index or securities service has been offered for less than 12 months. In
particular, this very short comparison period is not a reliable indicator for future results.

® Performance of a financial instrument, a financial index or a securities service is reduced by commissions, fees
and other charges, which depend on the individual circumstances of the investor.

® The return on an investment in a financial instrument, a financial or securities service can rise or fall due to ex-
change rate fluctuations.

® Forecasts of future performance are based purely on estimates and assumptions. Actual future performance may
deviate from the forecast. Consequently, forecasts are not a reliable indicator for future results and the develop-
ment of a financial instrument, a financial index or a securities service.

Any information and recommendations designated as such in this publication which are contributed by analysts from RBI’s
subsidiary banks or from Raiffeisen Centrobank (“RCB”) are disseminated unaltered under RBI's responsibility.

A description of the concepts and methods used in the preparation of financial analyses is available under:
www.raiffeisenresearch.com/concept and methods.

Detailed information on sensitivity analyses (procedure for checking the stability of potential assumptions made in the
context of financial analyses) is available under:
www.raiffeisenresearch.com/sensitivity analysis.

Detailed information on recommendations concerning financial instruments or issuers disseminated during a period of 12
month prior to this publication (acc. to Art. 4 (1) i) Commission Delegated Regulation (EU) 2016/958 of 9.3.2016) is
available under: https://raiffeisenresearch.com/web/rbi-research-portal /recommendation _history

This analysis by Raiffeisen Bank International AG ("RBI") is presented to you by Kathrein Privatbank Aktiengesellschaft.
Supervisory authority: Austrian Financial Market Authority FMA, Otto-Wagner-Platz 5, A-1090 Vienna and National Bank
of Austria, Josefsplatz 1, 1015 Vienna. Additionally, Raiffeisen Bank International AG is subject to supervision by the
European Central Bank (ECB), which ECB undertakes within the Single Supervisory Mechanism (SSM), which consists of
the ECB on national responsible authorities (Council Regulation (EU) No 1024/2013).
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Distribution of short term recommendations
(preceding 3 months prior to this publication)

Recommendation Basis: all analysed
Government bonds
Buy 23%
Hold 52%
Sell 25%
Not rated 0%
History of short term r dations (preceding 3 months prior to this publication)
Date 10Y Czech Rep. 2Y Czech. Rep. BG EUROBOND EUR BY EUROBOND USD CZ EUROBOND EUR HR EUROBOND EUR
15/12/2016 Hold Hold | | | |
28/11/2016 | | Hold | | Hold
21/10/2016 | | | Sell | |
26/09/2016 | | Buy | | Buy
23/09/2016 Hold Hold | | | |
26/08/2016 [ | | | | [
25/08/2016 Hold Hold | | | |
29/07/2016 Hold Hold Hold | | |
27/07/2016 I I I I I I
20/06/2016 Hold Hold Buy Hold Hold Sell
31/05/2016 Hold Hold | | | |
13/05/2016 | | Hold Hold Hold Hold
26/04/2016 Hold Hold Hold Hold Hold Hold
20/04/2016 | | Buy Hold Hold Hold
30/03/2016 | | | Hold | |
29/03/2016 | | Buy Hold Hold Hold
24/03/2016 Hold Hold Hold Hold Hold Hold
17/03/2016 | | Hold | Hold Hold
23/02/2016 Buy Hold Hold Hold Hold Hold
11/02/2016 Buy Hold | | [ |
25/01/2016 Buy Hold Hold Hold Hold Hold
Date HR EUROBOND USD HU EUROBOND EUR HU EUROBOND USD KZ EUROBOND USD LT EUROBOND EUR LT EUROBOND USD
15/12/2016 Hold | | | | Buy
28/11/2016 | | | Buy | |
21/10/2016 I I I I I I
26/09/2016 Sell | | | | |
23/09/2016 | | | | | |
26/08/2016 | | | Hold | |
25/08/2016 | | | | | |
29/07/2016 | Hold Hold Buy | |
27/07/2016 | | | | | |
20/06/2016 Sell Buy Buy Hold Hold Hold
31/05/2016 | | | | | |
13/05/2016 Hold Hold Hold Hold Hold Hold
26/04/2016 Hold Hold Hold Hold Hold Hold
20/04/2016 Hold Hold Hold Buy Buy Hold
30/03/2016 | | | | | |
29/03/2016 Hold Hold Hold Buy Buy Hold
24/03/2016 Hold Hold Hold Buy Hold Hold
17/03/2016 Hold Buy Buy Buy Hold Hold
23/02/2016 Hold Buy Buy Buy Hold Hold
11/02/2016 | I | | |
25/01/2016 Hold Hold Hold Hold Hold Hold
Date MK EUROBOND EUR PLEUROBOND EUR PLEUROBOND USD RO EUROBOND EUR RO EUROBOND USD RS EUROBOND USD
15/12/2016 Hold | [ Hold | |
28/11/2016 | Hold | Buy | |
21/10/2016 | | | | | |
26/09/2016 | Buy | | | Buy
23/09/2016 | I | | | I
26/08/2016 | | [ [ [ Hold
25/08/2016 | Hold Hold | | |
29/07/2016 | [ [ Hold Hold |
27/07/2016 Buy | | | | |
20/06/2016 Hold Sell Sell Sell Sell Buy
31/05/2016 | I | | | I
13/05/2016 Hold Sell Sell Hold Hold Buy
26/04/2016 Hold Sell Sell Hold Hold Buy
20/04/2016 Hold Buy Hold Hold Hold Hold
30/03/2016 | I | | | I
29/03/2016 Buy Buy Hold Hold Hold Hold
24/03/2016 Buy Buy Buy Hold Hold Hold
17/03/2016 Buy Buy Buy Hold Hold Hold
23/02/2016 Buy Buy Buy Hold Hold Hold
11/02/2016 [ | | | | I
25/01/2016 Buy Buy Buy Hold Hold Sell
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Date RU EUROBOND EUR RU EUROBOND USD S| EUROBOND EUR S| EUROBOND USD SK EUROBOND EUR
15/12/2016 Hold | | |

28/11/2016 sell Sell | Hold

21/10/2016 | | | | |
26/09/2016 | | | | |
23/09/2016 | | | | |
26/08/2016 Hold Hold Hold | Hold
25/08/2016 | | | | |
29/07/2016 Buy Buy | | Sell
27/07/2016 | | | |
20/06/2016 Hold Hold Buy Buy Hold
31/05/2016 | | | |
13/05/2016 Hold Hold Buy Buy Hold
26/04/2016 Hold Hold Buy | Hold
20/04/2016 Hold Hold Buy | Hold
30/03/2016 | | | | |
29/03/2016 Hold Hold Buy | Hold
24/03/2016 Hold Hold Buy | Hold
17/03/2016 Hold Hold Buy | Hold
23/02/2016 Buy Buy Buy | Hold
11/02/2016 | | | | |
25/01/2016 Buy Buy Buy | Hold

Disclaimer Financial Analysis

Responsible for this publication: Raiffeisen Bank International AG (,RBI”)

RBI is a credit insfitution according to § 1 Banking Act (Bankwesengesetz) with the registered office Am Stadtpark 9, 1030 Vienna, Austria.
Raiffeisen RESEARCH is an organisational unit of RBI.

Supervisory authority: As a credit institution (acc. to § 1 Austrian Banking Act; Bankwesengesetz) Raiffeisen Bank International AG is subject to the super-
vision by the Austrian Financial Market Authority (FMA, Finanzmarktaufsicht) and the National Bank of Austria (OeNB, Oesterreichische Nationalbank).
Additionally, RBI is subject to the supervision by the European Central Bank (ECB), which undertakes such supervision within the Single Supervisory
Mechanism (SSM), which consists of the ECB and the national responsible authorities (Council Regulation (EU) No 1024/2013 - SSM Regulation).
Unless set out herein explicitly otherwise, references to legal norms refer to norms enacted by the Republic of Austria.

This document is for information purposes and may not be reproduced or distributed to other persons without RBI’s permission. This document constitutes
neither a solicitation of an offer nor a prospectus in the sense of the Austrian Capital Market Act (Kapitalmarktgesetz) or the Austrian Stock Exchange Act
(Barsegesetz) or any other comparable foreign law. An investment decision in respect of a financial instrument, a financial product or an investment (all
hereinafter “product”) must be made on the basis of an approved, published prospectus or the complete documentation for such a product in question,
and not on the basis of this document.

This document does not constitute a personal recommendation to buy or sell financial instruments in the sense of the Austrian Securities Supervision Act
(Wertpapieraufsichtsgesetz). Neither this document nor any of its components shall form the basis for any kind of contract or commitment whatsoever. This
document is not a substitute for the necessary advice on the purchase or sale of a financial instrument, a financial product or advice on an investment. In
respect of the sale or purchase of one of the above mentioned products, your banking advisor can provide individualised advice suitable for investments
and financial products.

This analysis is fundamentally based on generally available information and not on confidential information which the party preparing the analysis has
obtained exclusively on the basis of his/her client relationship to a person.

Unless otherwise expressly stated in this publication, RBI deems all of the information to be reliable, but does not make any assurances regarding its
accuracy and completeness.

In emerging markets, there may be higher setlement and custody risk as compared to markets with established infrastructure. The liquidity of
stocks/financial instruments may be influenced, amongst others, by the number of market makers. Both of these circumstances can result in elevated risk in

relation to the safety of investments made in consideration of the information contained in this document.

The information in this publication is current as per the latter's creation date. It may be outdated by future developments, without the publication being
changed.

Unless otherwise expressly stated (www.raiffeisenresearch.com/special_compensation), the analysts employed by RBI are not compensated for specific

investment banking transactions. Compensation of the author or authors of this report is based (amongst other things) on the overall profitability of RBI,
which includes, inter alia, earnings from investment banking and other transactions of RBI. In general, RBI forbids its analysts and persons reporting to the
analysts from acquiring securities or other financial instruments of any enterprise which is covered by the analysts, unless such acquisition is authorised in
advance by RBI's Compliance Department.

RBI has put in place the following organisational and administrative agreements, including information barriers, to impede or prevent conflicts of interest in
relation to recommendations: RBI has designated fundamentally binding confidentiality zones. These are typically units within credit institutions, which are
isolated from other units by organisational measures governing the exchange of information, because compliance-relevant information is continuously or
temporarily handled in these zones. Compliance-relevant information may fundamentally not leave a confidentiality zone and is to be treated as strictly
confidential in internal business operations, including interaction with other units. This does not apply to the transfer of information necessary for usual
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business operations. Such transfer of information is limited, however, to what is absolutely necessary (need-to-know principle). The exchange of compli-
ance-relevant information between two confidentiality zones may only occur with the involvement of the Compliance Officer.

SPECIAL REGULATIONS FOR THE UNITED KINGDOM OF GREAT BRITAIN AND NORTHERN IRELAND (UK):

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 of the KMG or of the Austrian Stock Exchange Act (Bérsegesetz). Furthermore, this document does not intend to recommend
the purchase or the sale of securities or investments in the meaning of the Austrian Supervision of Securities Act (Wertpapieraufsichtsgesetz). This docu-
ment shall not replace the necessary advice concerning the purchase or the sale of securities or investments. For any advice concerning the purchase or
the sale of securities of investments kindly contact your RAIFFEISENBANK. This publication has been either approved or issued by RBI in order to promote
its investment business. Raiffeisen Bank International AG (“RBI”), London Branch is authorised by the Austrian Financial Market Authority and subject to
limited regulation by the Financial Conduct Authority (“FCA”). Details about the extent of its regulation by the FCA are available on request. This publica-
tion is not intended for investors who are Retail Customers within the meaning of the FCA rules and shall therefore not be distributed to them. Neither the
information nor the opinions expressed herein constitute or are to be construed as an offer or solicitation of an offer to buy (or sell) investments. RBI may
have affected an Own Account Transaction within the meaning of FCA rules in any investment mentioned herein or related investments and/or may have
a position or holding in such investments as a result. RBI may have been, or might be, acting as a manager or co-manager of a public offering of any
securities mentioned in this report or in any related security.

SPECIFIC RESTRICTIONS FOR THE UNITED STATES OF AMERICA AND CANADA: This document may not be transmitted to, or distributed within, the
United States of America or Canada or their respective territories or possessions, nor may it be distributed to any U.S. person or any person resident in
Canada, unless it is provided directly through RB International Markets (USA) LLC (“RBIM”), a U.S. registered broker-dealer, and subject to the terms set
forth below.

SPECIFIC INFORMATION FOR THE UNITED STATES OF AMERICA AND CANADA: This research document is intended only for institutional investors
and is not subject to all of the independence and disclosure standards that may be applicable to research documents prepared for retail investors. This
report was provided to you by RB International Markets (USA) LLC (RBIM), a U.S. registered broker-dealer, but was prepared by our non-U.S. affiliate
Raiffeisen Bank International AG (RBI). Any order for the purchase or sale of securities covered by this report must be placed with RBIM. You can reach
RBIM at 1177, Avenue of the Americas, 5th Floor, New York, NY 10036, phone +1 212-600-2588. This document was prepared outside the United
States by one or more analysts who may not have been subject to rules regarding the preparation of reports and the independence of research analysts
comparable to those in effect in the United States. The analyst or analysts who prepared this research (i) are not registered or qualified as research
analysts with the Financial Industry Regulatory Authority (“FINRA”) in the United States, and (i) are not allowed to be associated persons of RBIM and
are therefore not subject to FINRA regulations, including regulations related to the conduct or independence of research analysts.

The opinions, estimates and projections contained in this report are those of RBI only as of the date of this report and are subject to change without nofice.
The information contained in this report has been compiled from sources believed to be reliable by RBI, but no representation or warranty, express or
implied, is made by RBI or its affiliated companies or any other person as to the report’s accuracy, completeness or correctness. Securities which are not
registered in the United States may not be offered or sold, directly or indirectly, within the United States or to U.S. persons (within the meaning of Regula-
tion S under the Securities Act of 1933 [“the Securities Act”]), except pursuant to an exemption under the Securities Act. This report does not constitute an
offer with respect to the purchase or sale of any security within the meaning of Section 5 of the Securities Act and neither shall this report nor anything
contained herein form the basis of, or be relied upon in connection with, any contract or commitment whatsoever. This report provides general information
only. In Canada it may only be distributed to persons who are resident in Canada and who, by virtue of their exemption from the prospectus requirements
of the applicable provincial or territorial securities laws, are entitled to conduct trades in the securities described herein.

EU REGULATION NO 833/2014 CONCERNING RESTRICTIVE MEASURES IN VIEW OF RUSSIA’S ACTIONS DESTABILISING THE SITUATION IN
UKRAINE

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 before 1 August 2014.

We wish to call to your attention that the acquisition of financial instruments with a term exceeding 30 days issued after 31 July 2014 is prohibited 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. No opinion is given with respect to such prohibited financial instruments.

INFORMATION REGARDING THE PRINCIPALITY OF LIECHTENSTEIN: COMMISSION DIRECTIVE 2003/125/EC of 22 December 2003 implement-
ing Directive 2003/6/EC of the European Parliament and of the Council as regards the fair presentation of investment recommendations and the disclo-
sure of conflicts of interest has been incorporated into national law in the Principality of Liechtenstein by the Finanzanalyse-Markimissbrauchs-Verordnung.

If any term of this Disclaimer is found to be illegal, invalid or unenforceable under any applicable law, such term shall, insofar as it is severable from the
remaining terms, be deemed omitted from this Disclaimer. It shall in no way affect the legality, validity or enforceability of the remaining terms.
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Registered Office:

Am Stadtpark 9, 1030 Vienna
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Phone: +43-1-717070
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Supervisory Authorities:

As a credit institution (acc. to § 1 Austrian Banking Act; Bankwesengesetz) Raiffeisen Bank International AG is subject to
the supervision by the Austrian Financial Market Authority (FMA, Finanzmarktaufsicht) and the National Bank of Austria
(OeNB, Oesterreichische Nationalbank). Additionally, RBI is subject to the supervision by the European Central Bank
(ECB), which undertakes such supervision within the Single Supervisory Mechanism (SSM), which consists of the ECB and
the national responsible authorities (Council Regulation (EU) No 1024/2013 - SSM Regulation). Unless set out herein
explicitly otherwise, references to legal norms refer to norms enacted by the Republic of Austria.
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