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EUR/HRK daily EUR/HRK: 7.470 — 7.60 (December)
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7.54 | In the first half of August, after the issuance of domestic bonds, liquidity in the

750 | ” system decreased pushing money market rates up. Consequently, HRK appreci-

150 | ‘ ated vs. EUR reaching 7.45, despite the fact that the peak of the tourist season,
l ¥ when market players usually start to anticipate HRK weakening, was approach-

74 ‘ | l ing. However, after the allocation of excess liquidity improved and interest rates

748 ¥ “ . declined, HRK depreciated to levels around 7.50, finally stabilising at 7.475. At

7.44 + the end of the last week the statistical office announced that GDP contracted by

7.42 : : ‘ : 2.1% yoy |(in real terms) in Q2. Since the result was largely expected, it did not
Tl 230 04Aug T6-Aug 28:Aug affect the FX market significantly.

Fundamentally speaking, upward movement in EUR/HRK is clear, especially of-

Source: Thomson Reuters

ter September. Depreciation pressures on HRK will be supported by corporate
sector demand for foreign currency and the expected lower money market inter-
est rates. As the end of the year approaches, we expect to see the usual weaken-
ing of HRK versus EUR. The strength of depreciation pressures will depend mostly
on inflows of foreign capital.

Analyst: Ivana Juric
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EUR/USD: 1.261 —> 1.15 (Dec)
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During his highly anticipated speech in
Jackson Hole last Friday, Fed President
Bernanke expressed himself quite sibyl-
line concerning further bond purchases

EUR/CHF: 1.201 —> 1.20 (Dec)
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The divergence between the KOF
Economic Barometer and the PMI
Manufacturing Index has increased
also in August. While the first indica-

(QE3): hurdles for using non-raditional
policies are very high, yet costs for
these appear manageable, thus one
should not rule out the further use of
such policies. At the end of the day,
Bernanke offered no clear indications
about Q3. The market did not care
and the speech was thus twisted the
way it was needed: QE3 is coming.
Yesterday, it was announced that ECB
President Draghi told members of the
European Parliament at a closed-door
meeting that the purchase of bonds
with maturities of up to about three
years would not represent a problem
for him as it does not constitute state fi-

tor (Wednesday) was able to post a
repeated surge to 1.57 points, the PMI
(yesterday) dropped to 46.7 and thus
even more clearly below the expan-
sionary threshold (50 points); the con-
sensus had expected an increase. The
Q2 GDP figures released today con-
firmed the gloomy picture conveyed
by the PMI: economic activity for Q2
contracted by 0.1% qoq in real terms,
the consensus projected a positive fig-
ure (+0.2% qoq). Moreover, Q1 GDP
data were revised down from +0.7%
goq to +0.5% qoq. Consequently, the
Swiss economy also has to pay fribute
to the bleak economic outlook in the

EUR/JPY: 98.8 —> 89 (Dec), USD/JPY: 78.4 —> 77 (Dec)
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Influenced by Ben Bernanke’s speech

in Jackson Hole last Friday as well as
by the minutes of the last FOMC meet-

ing, according to which an additional
monefary easing seems more and
more likely, the Japanese yen (JPY)
advanced again significantly against
the US dollar (USD). As we do not ex-
pect that the US economy will pick-up
in a sustainable manner over the next
few months, QE3 seems just a mat-
ter of time. At the upcoming meeting
on September 13 this could already
be the case. The actions expected
from the Fed should already largely
be priced in on the markets (among
other things the US-JP 2Y interest rate
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nancing. Therefore, the odds in favour
of the ECB delivering the big hit, i.e.
details on the planned bond purchase
program, already at the ECB rate-
setting meeting on Thursday have in-
creased. In this case the currently euro-
friendly sentiment shall initially boost
further the common currency. Nonethe-
less, we still do not see a “solution” to
the euro debit crisis and expect the euro
to come once again under consider-
able pressure until the end of the year.

Analyst: Jérg Angelé
joerg.angele@raiffeisenresearch.at

Eurozone. The slump in growth is to
be attributed primarily to inventories
as all other components (apart from
investments) made positive contribu-
tions to growth, especially private con-
sumption (although its contribution to
growth is significantly smaller than in
QT). Thus, the SNB still does not have
a reason to abandon the EUR/CHF
lower limit over the next few quarters
since such a step would increase again
the pressure on the Swiss economy.

Analyst: Matthias Reith
matthias.reith@raiffeisenresearch.at

differential suffered recently a consid-
erable downward movement), yet we
expect, also due to a new round of
escalation in the EUR debt crisis, a
further appreciation of the Yen in Q4
(77 USD/JPY, 89 EUR/JPY). Although
traditionally less important, national
factors such as the uncertainty over
the elections (announced for Novem-
ber) as well as the clearly declining
economic dynamics in Japan shall
support the Yen as a safe haven, too.
Analyst: Eva Bauver
eva.baver@raiffeisenresearch.at
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EUR/GBP*: 0.793 — 0.75 (Dec)
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As long as EUR/USD remains relo-
tively firm, there is also little room for
appreciation of GBP against EUR.
This explains the sideways movement

EUR/PLN: 4.185 —> 4.20 (Dec)
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EUR/PIN continues to trade on the
weak side, driven by the much weaker-
than-expected PMI result (48.3 points

EUR/HUF*: 284.3 —> 305 (Dec)
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After the surprise interest rate cut, HUF
weakened back above 280 against
EUR. Nevertheless, the fairly strong

4 September 2012

for several weeks now. With regard
to the economic issues, the signs are
currently mixed. The British Refail
Consortium (BRC) reported for August
purchasing figures that remained far
below expectations (-0.4% yoy). This
time around the lack of demand was
attributed to the special effect “Olym-
pic Games”. On the other hand, the
Markit survey reflects a light at the
end of the tunnel. At 49.5 points it
reached a four-month high. Although
figures below the 50-points mark still
indicate a contraction, the orders in-
dex soared surprisingly high from

in August) and thus boosting expecta-
tions that the National Bank of Poland
(NBP) may even cut rates as early as
this week. This scenario is not totally
unlikely. In fact, a “surprise” rate cut
this week would be more or less just a
reversal of the “surprise” rate hike from
May of this year. Going forward, we
expect the base rate to be lowered to
4% in the upcoming easing cycle [i.e.
over the next 4-6 months). Recent Polish
PMI weakness and economic softening
in the core Eurozone countries clearly
supports an overall bearish scenario
on Polish markets, and we have also

forint is still benefitting from the sup-
port of global risk sentiment. We still
expect more depreciation potential in
the coming months with domestic data
from Hungary not giving much sup-
port for HUF. While we do not see the
beginning of an interest rate cutting
cycle, we see a considerable chance
that the Monetary Council may cut
interest rates by another 25bp by
year-end 2012. However, high infla-
tion rates and the threat of renewed
global risk aversion will prevent any
stronger cuts. For EUR/HUF, we still
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41.8 to 49.9 points. This is the larg-
est monthly increase since the begin-

ning of the series. Hence, the focus
will be on the BoE rate-setting meet-
ing on Thursday. A change in the cur-
rent monetary policy stance is unlikely
and the minutes will only be released
in mid-September. The current peace
on the currency front will however not
last. Our expectations for a strong ap-
preciation of GBP against EUR are
based on the resurgence of the euro
crisis in Q4.

Analyst: Lydia Kranner
lydia.kranner@raiffeisenresearch.at

adjusted our growth forecasts for 2012
and 2013 (for both years we expect
GDP growth at 2.5% yoy vs. our pre-
vious assumptions of 2.8% and 3.3%
yoy for 2012 and 2013). From a short-
term perspective, rate cut speculations
are a constraint for PLN, but this effect
is fairly ambiguous as another bout of
yield compression on the bond market
should support non-resident positioning
in the LCY bond market.

Analyst: Gunter Deuber
gunter.deuber@raiffeisenresearch.at

expect more weakening in the com-
ing months, even though the potential
for depreciation will largely depend
on external developments (Eurozone).
Meanwhile, there is no news on the
IMF negotiations and an agreement
will most likely not be reached soon.
An agreement would be one of the
few supporting factors for the forint,
but it is unlikely to happen before the
end of 2012 or early 2013.

Analyst: Wolfgang Ernst
wolfgang.ernst@raiffeisenresearch.at



EUR/CZK: 24.87 —> 24.20 (Dec)
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From mid-year 2012, CZK showed a
strong appreciation trend against EUR.
Although the most recent movement

EUR/RON: 4.487 —> 4.65 (Dec)
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After outperforming its regional peers

last week, RON came under deprecia-

tion pressure on Monday as the NBR

was towards a weaker CZK (bringing
EUR/CZK back close to 25), we see
the overall appreciation trend as still
being infact. Given the disappointing
GDP data for Q2 2012 and a falling
CPI trend, we now expect the Mone-
tary Council to reduce the interest rate
further in September (next Monetary
Council meeting is on 27 September)
by 25bp to 0.25%. At such a low rate
we do not expect any further inferest
rate reductions, but cannot rule out
that interest rates will be cut to 0% or
that some other unorthodox measures
may be implemented. Nevertheless,

injected unlimited liquidity through
the weekly repo open market opera-
tion (10 banks took RON 13 bn). This
move surprised the market and came
after four weeks when the injected
amount was capped at less than half
of the liquidity provided at previous
similar operations (between RON 4
and 6 bn). We believe the uncertainty
concerning liquidity conditions puts a
premium on money market rates and
hampers a decline in rates. Thus, rates
are likely to remain at the current el-
evated levels. With regard to the cur-
rency, our assessment of fundamentals

EUR/RUB: 40.70 —> 39.3 (Dec), USD/RUB: 32.29—> 34.2 (Dec)
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The rouble defied our mildly bullish
outlook, slipping down in volatile

trading over the week. An appar-
ent increase in demand for foreign
currency and the relatively thin mar-
ket liquidity prompted RUB to lose
ground, as the currency all the way
from 35.72 to 36.20 vs. the dual cur-
rency basket by Monday of this week,
September 3. The unstable oil price
market and contrasting macro news
from USA and China fuelled more
nervousness on Russia’s market. We
believe the rouble might be poised
for some minor strengthening as the
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the ongoing fundamental outlook for
the Czech Republic will support fur-
ther EUR/CZK strengthening in the
coming months in our view. But we
cannot rule out phases of weaken-
ing in the event of renewed turmoil in
the Eurozone. Even though the Czech
Republic shows signs of being a safe
haven, negative external events could
put pressure on EUR/CZK and lead to

a correction phase.

Analyst: Wolfgang Ernst
wolfgang.ernst@raiffeisenresearch.at

does not support RON appreciation,
while volatility could remain in the
FX space given the opaque liquidity
conditions and mixed signals from
the NBR. On a political note, the ex-
ecutive decided to hold parliamentary
elections on 9 December, the date
agreed by the ruling USL alliance
and the main opposition PDL party.
The approaching elections will also
support higher FX volatility and new
political tensions might support some
depreciation.

Analyst: Ana-Maria Morarescu
ana-maria.morarescu@raiffeisen.ro

Brent price remains above 110 USD
per barrel and MICEX index is man-
aging to hover above 1400, which is
a psychologically important resistance
level for Russia’s stock market, helping
it to fend off more selling pressure. As
a result, we expect the rouble to firm
within a 35.85-36.05 trading range -
as measured against the basket - in a
week's time.

Analyst: Gintaras Shlizhyus
gintaras.shlizhyus@raiffeisenresearch.at
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EUR/UAH: 10.224 —> 10.1 (Dec), USD/UAH: 8.135 —> 8.8 (Dec)
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The weakness of the hryvnia against
the dollar, which has been installed
since the last week of August, pro-
ceeded at the beginning of September,
too. On Tuesday, USD/UAH closed at

8.18. The size of this movement is in-
deed still small albeit noteworthy due
to the quasi peg of the exchange rate
over the last three years. According to
news reports, the NBU refrained from
infervening and did not step in with
measures to support the exchange
rate in the past couple of weeks. The
money market rates are, at least at
the short end of the curve, back in the
single-digit range (overnight rate cur-
rently at 6.2%), indicating a shortterm
relaxation on this market. Fundamen-
tally, our assessment of the hryvnia
remains negative: The current account
deficit widens excessively as imports

EUR/TRY: 2.289 —> 2.01 (Dec), USD/TRY: 1.816 —> 1.75 (Dec)
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As we had expected, the macro pic-
ture of bullish market participants is
currently under revision. For instance,

the consumer price inflation in August
dipped only slightly and was above
market expectations, recording 8.9%
yoy. In addition to that, the latest
leading economic indicators point
on balance to a stronger slowdown
in economic momentum. Against this
background and the expectation of
accelerating  disinflation  dynamics
in Q4 2012, TCMB governor Basci
mentioned the prospect of an easing
of monetary policy. This was also the
main reason for the gradual depre-
ciation of TRY against USD over the
past four weeks. Thus, in line with our

EUR/BYR: 10,614 —> 10,600 (Dec), USD/BYR: 8,420 — 9,200 (Dec)
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At first glance, the developments
in Belarus seem extremely positive:
Moderate economic growth, no de-
valuation of the currency since the

4 September 2012

beginning of the year, positive trade
balance and also current balance in
H1, FX reserves stable above USD 8
bn and inflation on the decline. We
are, however, sceptical, taking into
consideration the following (negative)
developments and risks: (1) Wages
have risen way too fast since the be-
ginning of the year. Compared to Q4
2011, the average pay increased in
USD terms by 40% up to USD 450.
(2) The positive development in for-
eign trade was partially supported by
dubious albeit highly profitable prac-
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are strong. In the first seven months

of the year the current account deficit
amounted to USD 6.7 bn (70% higher
in a year-on-year comparison). In July,
the financing of the current account
deficit of USD 1.3 bn was secured
only by the placement of a government
bond worth USD 2 bn. Thus, Ukraine’s
economy as well as its currency are
highly prone to export losses due to a
weaker global economy and political
uncertainties surrounding the elections
in late October.

Analyst: Andreas Schwabe
andreas.schwabe@raiffeisenresearch.at

baseline scenario, the upper edge of
the 5.0% -11.5% interest rate corri-
dor could be lowered already at the
next TCMB rate-setting meeting in
September, whereby we see a total of
-200bp on a six-month horizon. The
Turkish lira is, however, likely to main-
tain its current levels as the weaker
rate basis should be compensated by
further monetary easing measures on
a global level, which should keep the
appetite for Turkish assets high.

Analyst: Stephan Imre
stephan.imre@raiffeisenresearch.at

tices in the import-export business with
oil products. Under Russia’s pressure,
this will probably not continue in H2.
(3) The weak global economic outlook
could lead to losses in the export sec-
tor. Especially an economic downturn
in Russia would hit Belarus hard. In
sum, we see risks for the exchange
rate, which could lead to a greater
depreciation pressure on BYR starting
in Q4 2012/Q1 2013.

Analyst: Andreas Schwabe
andreas.schwabe@raiffeisenresearch.at



EUR/BGN: 1.956 —> 1.96 (Currency Board pegs BGN to EUR)
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The latest GDP flash estimates con-
firmed the trend of slow but positive

economic growth in Q2 2012: 0.5%
yoy (according to the seasonally ad-

EUR/ALL: 138.28 —> 140 (Dec)
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The Monetary Policy Council of the
central bank left the key interest rate
unchanged at a record low of 4%, a
level which should be just enough so

EUR/RSD: 118.22 —> 120 (Dec)
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The final trading week of August saw
more intensive trading which eventu-

ally ended on Friday with EUR/RSD

justed data). Exports — which drove
the economy upwards in 2011 and
declined in Q1 2012 - picked up
marginally in Q2 (2.8% yoy). At the
same time, positive developments
were observed in domestic demand:
consumption grew 2.7% yoy, and
fixed investment also followed a fa-
vourable trend.

In July, the successful 5y Eurobond is-
sue (EUR 950 mn, yield 4.436%) car-
ried out by the Bulgarian government
boosted the country’s FX reserves
to EUR 15 bn. The coverage of the

monetary base jumped to 192.9%,

that the inflation target can be met
and which should support economic
growth. Economic indicators point to
a deceleration in economic activity
in Q2. Albanian economic growth
is expected to be below its potential,
largely affected by sluggish domes-
tic demand, which is also influenced
by the severe economic crises in the
main trade partners. ltaly and Greece
remain the main trade partners, ac-
counting for 36.9% and 7.8% of
total external trade of goods. Lower
remittances, the more pronounced
saving behaviour and reduced de-

up to 118.60. Again, local market
actors were mainly watching for RSD
over the short term, to determine their
spot trading strategies. Foreign and
local buyers were closing the month
and helped EUR in its climb from justa
tick below 117.00 level. Range trad-
ing came to mind when watching the
recent swings, with the central bank
adding to the cyclically changing RSD
environment, in which only large RSD
providers can survive without being
too affected. In the period to come,
the market will be watching Execu-
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which was almost two times higher
than the 100% required for currency
board stability. Although EUR 818 mn
of the reserves will be used to repay
Eurobonds maturing on 15 January
2013, the good fiscal management
that took place so far (a small fiscal
surplus in H1 2012) and which is
projected to continue in the second
semester of the year provides a solid
background for relatively good eco-
nomic performance in the shortto-
medium term.

Analyst: Kaloyan Ganev
kaloyan.ganev@raiffeisen.bg

mand for lending are causing a drop
in consumption. Domestic demand is
expected to be weak because of hesi-
tation about consumption and private
investments, while external demand
will make a positive, but lower contri-
bution in the aggregate demand. The
weakening economic sentiment and
low trading volumes suggest that the
EUR/ALL exchange rate will move in
a range of 137 to 138.5.

Analyst: Martin Stelzeneder
martin.stelzeneder@raiffeisenresearch.at

tive Council of the Central Bank in its
pricing of RSD repo auctions, in case
that change in benchmark rate sees
upward revision, which would add
to already high cost of long EUR, and
additionally pressures RSD borrow-
ers in the economy, which seems to
be moving into last quarter in a very
slow fashion, which aids stability on
the cash markets.

Analyst: Ljiliana Grubic
ljiliana.grubic@raiffeisenbank.rs
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EUR/CNY: 7.994 —> 7.38 (Dec), USD/CNY: 6.341 —> 6.42 (Dec)
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China’s PMIs for August still do not
show any signs of recovery. The offi-
cially calculated index for the manu-

facturing sector dipped to 49.2 and
thus fell below the 50-point mark (for
first time since November 2011).
Likewise, the PMI Manufacturing cal-
culated by the HSBC deteriorated
further to 47.6, too. A slight improve-
ment (from 55.6 to 56.3) recorded
the PMI Non-Manufacturing. Overall,
however, the sluggish export demand
remains one of the biggest concerns.
Only recently, Premier Wen urged
measures fo support exports. Q3 is
seasonally very significant for meeting
the annual target growth rate of ex-

EUR/BRL: 2.562 —> 2.47 (Dec) , USD/BRL: 2.033 —> 2.15 (Dec)

2.06

2.05 H

“1
)

11Jul 20Jul 29Jul 07-Augl 6-Aug2 5-Aug03-Sep

Source: Thomson Reuters

The Brazilian economy should have
bottomed out in Q2. GDP expanded
0.4% qoq in Q2 after the revised fi-
gure of 0.1% qoq in Q1. In a year-on-
year comparison, this means a GDP
increase of 0.5% yoy. Nevertheless,
GDP growth turned out weaker than
expected by consensus. Therefore, a
strong recovery is still not on the way,
among other things since have the
government's measures for stimulating
the economy contributed largely to
growth. The PMI indicates a slight re-
bound, too: in August it climbed from

EUR/KZT: 188.58 —> 170 (Dec), USD/KZT: 149.58 —> 148 (Dec)
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KZT experienced a sudden drop amid
worsening market confidence fuelled
in by poorer global economic outlook
and volatile oil prices. The Kazakh
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economy decelerated remarkably
this year. Official statistics showed
H1 GDP at only 5.6% yoy compared
to the 7.1% growth for the same pe-
riod of a year ago. Both the Kazakh
government and IMF forecast GDP
growth at 6% for 2012 while there
are signs that the economy might be
falling short of expectations this year.
Industrial output also nosedived, with
H1 growth barely scratching 1.3%
yoy which was significantly below the
official 3.9% forecast by the govern-
ment for the whole year. The Kazakh
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ports (10% for 2012). Hence, the like-
lihood of monetary easing measures
has gone up again. In this context,
CNY appreciated a bit against USD
and currently trades at 6.34. Given
the rising property and food prices,
Chinese authorities will act cautiously,

however, even though the annual tar-
get inflation rate of 4% still provides
room for monetary policy measures.

Analyst: Veronika Lammer
veronika.lammer@raiffeisenresearch.at

48.7 to 49.3 points. As the economic
slowdown has apparently hit bot-
tom and the inflation rate is tending
upwards again, we assume that the
Central bank cut interest rates for the
last time at its last rate-sefting meeting
(50bp down to 7.5%). The Brazilian
real continued fluctuating sideways
in the range around 2.03USD/BRL.
There should not be any larger move-
ments over the next few weeks as well.

Analyst: Nina Kukic
nina.kukic@raiffeisenresearch.at

National Bank is relaxing its monetary
policy amid record low inflation in an
attempt to prevent the economy from
slipping info a deeper slump. With
CPI inflation well below the official
target range of 6-8% at just 4.9% yoy,
the regulator cut the key interest rate
again in August to a record low 5.5%.
In September, we expect the tenge to
hold steady around 149-150 vs. the
US dollar with the central bank inter-
vening at above the 150 level.
Analyst: Gintaras Shlizhyus
gintaras.shlizhyus@raiffeisenresearch.at
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