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Explanation:

e ... estimate

f ... forecast

p ... preliminary figures

Eurozone ... Austria, Belgium, Cyprus, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Malta, Netherlands, Portugal, Slovenia, Slovakia, Spain
CE ... Central European countries - Poland, Hungary, Czech Republic, Slovakia, Slovenia

SEE ... South East European countries - Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Romania, Serbia

CIS ... European CIS (Commonwealth of Independent States) countries - Russia, Ukraine, Belarus

CEE ... Central and Eastern Europe (CE + SEE + CIS)
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Inflation

Multi-speed recovery continues
The economic recovery in CEE will keep moving
along well into H1 2011. Taking a regional view,
however, the multi-speed recovery continues. In CE
(incl. Austria and with the exception of Hungary)
as well as the CIS region our forecasted 2011 and
2012 GDP growth rates are only somewhat lower
than the long-term, pre-crisis averages. Only the SEE
region will continue to expand well below its pre-
crisis growth trajectory, with forecasted GDP growth
rates of 1.8% in 2011 and 3.4% in 2012. Moreover,
SEE remains vulnerable to negative spillover from el-
evated food and energy prices. Most CE countries as
well as the CIS region are characterised by a certain
degree of resilience towards the negative effects of
elevated food and energy prices (e.g. on inflation or
external accounts).
Monetary policy, exchange rates, bond markets
Economic divergences within the CEE region are re-
flected in the outlook for currencies and policy rates.
In line with the ECB, some CEE central banks (such
as the National Bank of Poland, Czech Republic and
Russia) are already in tightening mode. By contrast,
others like the National Bank of Romania or Hun-
gary are more inclined to use all possible room for
manoeuvre to gradually lower rates. This divergent
outlook is partially reflected in our FX calls. PLN and
CZK should remain stronger over a 3-6 month hori-
zon. The imminent EUR strength vis-G-vis USD should
also support currencies which are considered as lev-
eraged EUR-plays, such as PLN. We are more scepti-
cal for HUF and RON, where we expect sideways
trading at best. Given our rate calls, we would prefer
LCY bonds in markets where the hiking cycle is likely
to be finished soon. Thus, we recommend long posi-
tions in Polish LCY bonds. We are more sceptical
about FCY sovereign and corporate bonds in CEE.
These markets are priced rather tight, while our out-
look for benchmark rates (especially in the Eurozone)
is challenging from a 3-6 month perspective.
Impact on the equity markets
We expect continuation of the positive trend on
the CEE equity markets in Q2. More positive de-
velopment in the global economy together with an
abundant supply of liquidity should provide good
conditions for further increases in stock prices. Fur-
thermore, Eastern European equity markets are sup-
ported by the attractive valuations and the handsome
growth prospects of local companies. With increas-
ing capital inflows, we prefer the SEE region and
Russia (thanks to high oil prices) versus the CE stock
markets and tend to prefer a cyclical sector stance.
Aaron Alber, Gunter Deuber

Topical issue

threatening economic growth?
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Recommendations* - stock markets

Indices
Buy ATX MICEX PX
WIG 20 SASX-10 CROBEX10
210) BET BELEX15
Sectors
Overweight Financials, Energy, Real Estate
Underweight Pharmaceuticals, Telecommunication
Equities
Buy Conwert

EUR 11.78/ target price: EUR 14.00
Bene

EUR 1.83/ target price: EUR 2.35
Gazprom

RUB 222.8/ target price: RUB 257.00
Globe Trade Centre

PLN 20.86 / target price: PLN 25.6
Getin

PLN 13.30/ target price: PLN 15.30

Recommendations* - debt markets

LCY bonds

Buy Poland 10y T-bonds
Eurobonds

spread trade Serbia USD Buy

Ukraine USD Sell

(oY T 01 Y B hTe Bl Bank of Moscow 7.335% due 05/2013
Buy Halyk Bank 9.25% due 10/2013
Metinvest 10.25% due 05/2015

* horizon: end 2nd quarter 2011
Source: Raiffeisen RESEARCH




Forecasts

Real GDP (% yoy) Consumer prices (avg, % yoy)
Countries 2012f Countries 2010 2012f
Poland 4.5 Poland 2.6 2.9
Hungary 8.5 Hungary 4.9 3.1
Czech Rep. 2.3 Czech Rep. 1.5 2.5
Slovakia 4.5 Slovakia 1.0 3.0
Slovenia 2.5 Slovenia 1.8 2.2
CE 3.8 CE 2.5 2.8
Croatia 2.0 Croatia 1.1 3.5
Bulgaria 4.5 Bulgaria 2.4 3.3
Romania 3.5 Romania 6.1 4.0
Serbia 3.0 Serbia 6.5 7.0
Bosnia a. H. 4.5 Bosnia a. H. 2.1 2.1
Albania 5.5 Albania 3.6 3.0
SEE 3.4 SEE 4.4 4.0
Russia 4.5 Russia 6.9 7.4
Ukraine 5.0 Ukraine 9.4 10.0
Belarus 4.0 Belarus 7.7 12.5
CIs 4.5 CIs 7.1 7.8
CEE 4.1 CEE 5.2 5.6
Turkey 4.5 Turkey 8.6 6.5
Austria 2.0 Austria 1.7 2.0
Eurozone 1.9 Eurozone 1.6 2.0
USA 3.0 USA 1.6 2.2
Source: wiiw, Raiffeisen RESEARCH Source: wiiw, Raiffeisen RESEARCH
Current account balance (% of GDP) General budget balance (% of GDP)
Countries 2010 2012f Countries 2010 2012f
Poland -3 3 3.4 Poland 7.8 3.2
Hungary 0.5 Hungary -4.3 2.9
Czech Rep. -3.0 Czech Rep. 5.5 -4.1
Slovakia -2 9 2.1 Slovakia 7.8 3.9
Slovenia -1.1 1.7 Slovenia 6.0 4.5
CE -2.6 -2.5 CE -6.7 -3.5
Croatia 2.6 -3.4 Croatia 5.8 5.7
Bulgaria -1 O 0.8 Bulgaria 3.9 2.1
Romania 5.1 Romania 7.3 4.3
Serbia -7 O 8.1 Serbia 4.8 =310
Bosnia a. H. 7.0 7.1 Bosnia a. H. -4.0 -3.0
Albania -10.3 9.0 Albania 5.7 5.5
SEE -4 2 -4.5 SEE -6.0 -4.1
Russia 4.2 Russia 4.1 2.2
Ukraine -1 9 2.8 Ukraine 7.0 2.0
Belarus -]5 5 -10.5 Belarus 2.6 3.0
CIs 3.1 CIs -4.3 -2.2
CEE 0.2 CEE -5.3 -2.9
Turkey -6 6 -6.2 Turkey 3.7 2.5
Austria 3.0 Austria -4.0 -3.0
Eurozone -0 6 0.1 Eurozone -6.3 -3.9
USA 3.2 2.7 USA -11.1 -8.5
Source: wiiw, Raiffeisen RESEARCH Source: wiiw, EU Commission, Raiffeisen RESEARCH
Exchange rate EUR/LCY (avg) Exchange rate forecasts
Countries 2010 2012f Countries Jun-11
Poland 3.99 3.68 vs EUR
Hungary 275.3 270.0 Poland 3.90
Czech Rep. 25.3 23.4 Hungary 275.0
Croatia 7.29 7.40 Czech Rep. 24.4
Bulgaria 1.96 1.96 Croatia 7.30
Romania 4.21 4.05 Romania 4.15
Serbia 103.0 106.4 Serbia 102.0
Bosnia a. H. 1.96 1.96 Albania 141.2
Albania 137.8 138.6
Russia 40.3 37.7 vs USD
Ukraine 10.54 9.90 Russia 26.4
Belarus 3951 5060 Ukraine 7.80
Turkey 2.00 2.05 Belarus 3500

Turkey 1.60
USA - 1.33 1.28 -
Source: wiiw, Raiffeisen RESEARCH EUR/USD 1.47

Source: wiiw, Raiffeisen RESEARCH
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Forecasts

Yield forecast Expected yield change
Countries Mar-12 70
Poland 6.2
Hungary 6.9 60
Czech Rep. 4.5 50
Romania 6.7
Russia 7.6 40
Turkey 104 30
Austria 4.2 20
Eurozone 3.9 10
USA 4.1 0+
Yields of 10y local currency government bonds
Source: Thomson Reuters, Raiffeisen RESEARCH -10
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Interest rate forecast 3
Countries Jun-11 Mar-12 Bp-change of LCY gov. bond yield in next 3 months
Ballernd) 4.25 4.50 Source: Thomson Reuters, Raiffeisen RESEARCH
Hungary 6.00 575
Czech Rep. 0.75 1.50
Romania 6.25 6.00 .
Russia 8.75 8.50 Yield structure
Turkey 6.25 8.00 350
Eurozone 1.25 2.00 300
USA 0.25 1.25
Key interest rates 250
Source: Thomson Reuters, Raiffeisen RESEARCH 200
. e 150
Stock market indicators
100 -
Price/earnings ratio
2011e 2012f 50
ATX 11.9 10.2 o4
WIG 20* 11.3 10.9 o S n o @
BUX 10.5 8.9 2 §a & é g B
PX** 1 1 8 11.1 o 2 '§ S 3
MICEX*** 7.0 O
BET**** 8.4 Bp-spread between 3m and 10y maturities
CROBEX10 8.2 Source: Thomson Reuters, Raiffeisen RESEARCH
BELEX15* **** 7.2
SASX-10 18 3 14.8
* Poland (WIG 20): excl. CEZ and PZU **Czech Rep. (PX): excl. Er-
ste Group, Vienna Insurance Group and ECM Real Estate ***Russia . f
(MICEX): excl. Inter RAO, Sberbank Pref., Surgutneftegaz Pref. and MTS ExpeCfed 'ndex per ormance
****Romania (BET): excl. BVB, Fondul Proprietatea and SSIF Broker
*#****Serbia  (BELEX15): excl. Alfa Plam, Messer, Imlek, Tigar and 16%
Veterinarski .
Source: Thomson Reuters, IBES, Bloomberg, Raiffeisen RESEARCH 14%
12%
Stock market forecasts 105
Jun-11 Mar-11 8%
ATX 3,100 3,300 6% 1
WIG 20 3,000 3,200 .
BUX 24,500 25,500 4% 1
PX 1,320 1,400 2% 1+
MICEX 2,000 2,100 0% -
BET 6,500 7,000 X Q2 x5 X X L 2o v o
< BN =) ] @ >< > :
CROBEX10 1,400 1,450 O = oo
=z @ m <
BELEX15 850 900 2 O & 3
O
SASX-10 1,230 1,300 Jon11 mSep-11
In local currency

Source: Raiffeisen RESEARCH Source: Raiffeisen RESEARCH
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Abbreviations

Currencies and Countries Economic abbreviations Stock Exchange Indices

ALL Albanian lek %-chg Percentage change BELEX15 Serbian stock index
BAM Bosnian marka (not in percentage points) BET Romanian stock index
BGN Bulgarian lev avg average BUX Hungarian stock index
BYR Belarusian roubel bp basis points CROBEX10  Croatian stock index
CNY Chinese yuan C/A Current Account PX Czech stock index
CzK Czech koruna CPl Consumer Price Index RTSI Russian stock index
EKK Estonian kroon FDI Foreign Direct Investments SASX-10 Bosnian stock index
HUF Hungarian forint FX Foreign Exchange WIG 20 Polish stock index
HRK Croatian kuna GDP Gross Domestic Product

[ Lithuanian litas LCY Local Currency

VL Latvian lats mmav month moving average Equity related

PLN Polish zloty mom month on month DY Dividend yield

RON Romanian leu pp percentage points EG Earnings growth

RSD Serbian dinar PPI Producer Price Index TG Long term (earnings) growth
RUB Russian rouble qoq quarter on quarter P/E Price earnings ratio
SIT Slovenian folar T/B Trade Balance

SKK Slovak koruna uLc Unit Labour Costs

TRY Turkish lira yoy year on year RS Recommendation suspended
UAH Ukrainian hryvnia UR Under Revision

CE Central European countries - Poland, Hungary, Czech Republic, Slovakia, Slovenia

SEE South East European countries - Albania, Bosnia and Herzegovina, Bulgaria, Croatia, Romania, Serbia

ClIs European CIS (Commonwealth of Independent States) countries - Russia, Ukraine, Belarus

CEE Central and Eastern Europe (CE + SEE + CIS)
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