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US worries could become EMEA worries

Market movers ahead: PMI and Polish Q2 GDP

The recovery in the Polish economy continues and we expect this to be confirmed by Q2
GDP that is due to be published next week. Hence, we expect Polish GDP to have grown
by 3.3% yly Q2 — up from 3.0% y/y in Q1 and dlightly more optimistic than the
consensus expectation of 3.2% y/y. Nonetheless, it is now clear that Q2 probably was the
peak for economic growth in Europe and concerns about growth in the coming quarter
have increased sharply. Therefore, the GDP numbers look even more backward-looking
than normal — everybody in the market realises that the recovery continued in Q2, but
investors are increasingly worried about future growth.

PMI data for August due for release across the region will provide a little more
information about how the EMEA economies are holding up. Overall we expect PMI to
have dropped across the region, but we also expect the PMIsin general to stay above the
critical 50 level indicating continued expansion in the EMEA economies. That said the
risk is clearly on the downside.

Fixed Income Outlook: Be careful with the long-end of the curve

As we have emphasised in EMEA Weekly in the past couple of weeks we are likely to see
EMEA central banks turning more dovish going forward — either by cutting rates or by
not hiking as early and as much as previously expected. The only notable exception is
Hungary where the MNB could be forced to hike rates more than previously expected.
The outlook for lower rates in most EMEA countries continues to be supported by our
Monetary Policy Tracker (MPT) which now points to monetary easing in the Czech
Republic, Romania, Turkey, Israel and South Africa over the coming nine to 12 months,
while it continues to point toward monetary tightening in Hungary and Poland.

FX Outlook: Nothing to buy...

It is rather depressing to look at our EMEA FX Scorecard this week, as five out of seven
currencies in the Scorecard score negatively indicating a potential for further weaknessin
the EMEA currencies on a one- to three-month horizon. The best scoring currency for the
second week in arow isthe Israeli shekel, but the score on ILS is only slightly positive —
so it is not exactly a strong buy signal. The fact isthat thislooks more like an ugly contest
than a beauty contest — as the general outlook for the EMEA currencies in the short run
appears to be rather bleak.

Scorecard-based trade of the week: Buy ILS/ZAR

The shekel remains the highest scoring currency in our EMEA FX Scorecard, while the
South African rand remains the most negative scoring currency in the Scorecard. Hence,
for the second week in arow our Scorecard-based trade of the week isto buy ILS/ZAR.
Over the past week the cross is down somewhat.
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Calendar

EMEA Data and Eventsin Week35

Monday, August 30, 2010 Period Danske Bank Consensus Previous

EEK 7:00 Wages v/vy 2nd quarter -1.1% -2.3%
PLN 10:00 GDP y/y 2ndquarter 3.3% 3.2% 3.0%
LVL 12:00 Retail trade v/vy Jul -2.9% -3.1%
Tuesday, August 31, 2010 Period Danske Bank Consensus Previous
EEK 7:00 Industrial production v/vy Jul 23.3% 21.0%
EEK 7:00 Retail trade v/y Jul -1.9% -7.0%
ZAR  8:00 Private sector credit v/v Jul 1.47% 0.92%
HUF 9:00 Producer prices v/v Jul 6.9%
TRY 9:00 Trade balance bln. USD Jul -5.6
LVL 12:00 Wages v/y 2nd quarter -7.4% -8.3%
ZAR 14:00 Trade balance bin. ZAR Jul -0.2 5.6
Wednesday, September‘ 1, 2010 Period Danske Bank Consensus Previous
CzK - Budget balance bin.CZK Aug -69.0
HUF - PMI Index Aug 48.2 53.5
RUB 6:00 PMI Index Aug 51.7 52.7
TRY 9:00 PMI Index Aug 51.3 52.8
PLN 9:00 PMI Index Aug 50.6 52.1
RON 9:00 GDP (final) v/v 2nd quarter -0.5% -2.6%
CzK 930 PMI Index Aug 54.7 56.8
ZAR 11:00 PMI Index Aug 49.1 49.5
ZAR 11:00 Naamsa vehicle sales v/vy Aug 20.0%
Fr'iday, September 3,2010 Period Danske Bank Consensus Previous
CZK 9:00 Wages v/vy 2nd quarter 1.5%
RON  S:00 Retail sales v/vy Jul 3.2%
TRY 9:00 CPI v/y Aug 8.0% 7.58%
TRY 9:00 PPI v/vy Aug 8.24%
LVL 12:00 Industrial production v/v Jul 14.6% 13.3%

The editors do not guarantee the accurateness of figures, hours or dates stated above

Note that all releases are CET.
BERELGE Markets

Source: Danske Markets
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Fixed income market update

Review: More Hungarian underperformance

This week we have seen wild action in the global fixed income markets with US, Swiss EMEA swap rate performance

and German long-term yields dropping massively in something that looks like a panic in oY RS Midlevel  1W chg - bp

the fixed income markets. Furthermore, bond yields have spiked in peripheral euro CzK 159 -4
countries such as Greece, Portugal and Ireland. Somewhat surprisingly there has not been HUF 6.29 39
the same kind of major moves in the EMEA fixed income markets. That said Hungarian PLN 448 S
yields especially have spiked during the week — particularly at the short-end of the curve. ?gs 3‘5”‘;’ 1
There is no doubt that the spike in yields in countries such as Greece and Portugal should ZAR 6.24 -22
spill over into the central & eastern European (CEE) fixed income markets and it is only 5Y IRS Midlevel 1W chg-bp

natural that we have seen most action in the Hungarian fixed income markets. CzK 197 -15
Furthermore, the Monday Monetary Council meeting in Hungary clearly left investors — i 2he a0
and us — with the impression that the Hungarian Central Bank (MNB) soon could hike gb’; gzgg -1?
interest rates as inflation continues to run above the MNB’s inflation target of 3%. In fact TRY 795 7
the MNB gave investors the worst possible message as they revised down their growth ZAR 694 .18
expectations and revised up inflation expectation. Furthermore, the MNB stressed that the Data updated: 27/08 - CET: 11:17

risk premium had not dropped. Source: Reuters Ecowin

To make things worse some flip-flopping from the Hungarian government once again
added to nervousness in the Hungarian markets. On Tuesday, the Economy Ministry said
the government would resume talks with the IMF, which led the markets to believe that
discussions would take place regarding a new loan agreement. However, on Wednesday,
the same ministry said this was certainly not the case and that talks with the IMF only
take place within the context of economic consultations carried out with al IMF
countries. The point being, the Hungarian government goes back and forth with its
communication with the markets. One day, it promises to tighten fiscal policy and the
next promises to stimulate growth by cutting taxes — ditto on a possible loan agreement
with the IMF. Overall, we are far from impressed and the Hungarian government.
Lacking communication skills puts an additional risk premium on Hungarian assets.

Contrary to what we have seen in Hungary is the continued sharp rally in the South
African fixed income markets where yields continue to drop as markets continue to price
in an increased likelihood of additional monetary easing in South Africa. July’s inflation
number, which was published on Wednesday, clearly added to this positive sentiment as
inflation surprised well on the downside.

Preview: Be careful with the long-end of the curve

Looking forward in the EMEA fixed income markets we would focus on two overall
factors:

First, as we have stressed in EMEA Weekly in the past couple of weeks that we are likely
to see EMEA central banks turning more dovish going forward — either by cutting rates or
by not hiking early — much as previously expected. The notable exception is Hungary
where the MNB could be forced to hike rates more than previously expected. The outlook
for lower rates in most EMEA countries continues to be supported by our Monetary
Policy Tracker (MPT), which now points to monetary easing in the Czech Republic,
Romania, Turkey, Israel and South Africa over the coming nine to 12 months, while it
continue to points toward monetary tightening in Hungary and Poland.

Second, it should be emphasised that even we expect EMEA central banks to turn more
dovish. Hence, the long-end of the curve in the EMEA fixed income marketsis, to alarge
degree, driven by swings in global risk aversion and it is typical that increased risk
aversion pushes up long-yields in the EMEA region. Therefore, we would also expect the
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yield curve to steepen in most EMEA markets — at least relative to the curve in G3 (where
the yield curve has been flatting significantly recently.

In terms of our monetary policy set-up — the Monetary Policy Tracker (MPT) and the
Taylor gap — the message remains more or less unchanged from last week: Expect the
EMEA countries to turn more dovish going forward. However, it is also notable that the
dovish signal on South African rates has become even more dovish. Hence, a week ago
the MPT signalled 50bp monetary easing over the next nine to 12 months. Today the
MPT for South Africasignals a 75bp cut over the next nine to 12 months. Thisis mostly
due to the significant downside surprise on inflation in July, but the strength of therand is
also helping to further reduce inflationary pressures in South Africa. Therefore, we also
feel more comfortable with our call for arate cut from the South African Reserve Bank in
September. In fact we now see an increasing likelihood that SARB could cut as much a
75-100bp and not only 50bp, which have been our forecast until now.

The recovery in the Polish economy continues and we expect that to be confirmed by the
Q2 GDP, which will be published next week. Hence, we expect Polish GDP to have
grown by 3.3% y/y Q2 — up from 3.0% y/y in Q1 and slightly more optimistic than the
consensus expectation of 3.2% y/y. Even though we expect the GDP numbers to confirm
the Polish economic recovery we do not expect any major market impact on the back of
the numbers, as it is now clear that Q2 was probably the peak for economic growth in
Europe and concerns about growth in the coming quarter have increased sharply.
Therefore, the GDP numbers look even more backward-looking than normal — everybody
in the market realises that the recovery continued in Q2, but investors are increasingly
worried about future growth.
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EMEA Monetary Policy Tracker

Poland EMEA Monetary Policy Tracker
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o The EMEA Taylor Gapis
illustrated by the charts in the
right column on the previous page
and on this page.

o The Taylor Gap gives an indication

of how far the current monetary
policy is from an “optimal”
monetary policy. Hence, the Taylor
Gap gives anindication of the
suitability of the current level the
palicy rate.

e The Taylor Gap is calculated as

the deviation of the current policy
rate from a standard Taylor rule
with “normal” parameters.

e The Taylor ruleis a simple rate

setting equation which specifies
which level of interest rate the
central bank should set given how
much inflation deviates from the
central bank’s inflation target and
how much output deviates from
the potential output.
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FX Market update

Review: New “mis-speak” hits the forint

The EMEA currencies have been under some pressure during the week, but overall they
have been holding up relatively well compared with the kind of volatility we have seenin
the global FX and fixed income markets. However, once again it is the Hungarian forint
that has taken the biggest beating. Thisis unsurprising given the Hungarian government’s
continued problems with communication with the markets — the “stunt of the week” was
of course the flip-flopping regarding negotiations about a possible new IMF loan
agreement.

Preview: Nothing to buy...

It is rather depressing to look at our EMEA FX Scorecard this week as five out of seven
currencies in the Scorecard score negatively indicating a potential for further weaknessin
the EMEA currencies on a one- to three-month horizon. The best scoring currency for the
second week in arow isthe Israeli shekel, but the score on ILS is only dlightly positive —
so it is not exactly a strong buy signal. The fact isthat thislooks more like an ugly contest
than a beauty contest — as the general outlook for the EMEA currenciesin the short run is
rather bleak.

We see especialy one reason for caution in the EMEA FX markets at the moment and
that is the continued sharp deteriorations in global economic and financial conditions.
Hence, recently especialy US macroeconomic data has consistently surprised on the
downside and this has sparked fears of new US recession and double-dip in global growth
—something that is hardly positive for risk appetite. Furthermore, even though the EMEA
economies overal have been holding up fairly well in term of economic growth there is
reason to worry EMEA macro condition could take a turn for the negative if the negative
surprises out of the US continues.

Looking into next week we are due to receive a little more information about the EMEA
economies with the PMI data for August for the countries across the region. Overall we
expect PMI to have dropped across the region, but we also expect the PMIs in genera to
stay above the critical 50 level indicating continued expansion in the EMEA economies.
That said therisk is clearly on the downside and weak PMI numbers next week could put
further pressure on the EMEA currencies. But it will likely not be EMEA macro numbers
that will be the biggest driver for the EMEA FX markets next, but rather key US macro
data. Hence, next week will see ISM-numbers and non-farm payroll data out of the US
and that could be make or break for global market sentiment. Weak numbers undoubtedly
would lead to another spike in risk aversion, which surely would be bad news for the
EMEA currencies.

Scorecard-based trade of the week: Buy ILS/ZAR

The shekel remains the highest scoring currency in our EMEA FX Scorecard, while the
South African rand remains the most negative scoring currency in the Scorecard. Hence,
for the second week in arow our Scorecard based trade of the week is to buy ILS/ZAR.
Over the past week the cross is down somewhat.
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FX performance - one week
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FX performance - one month
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EMEA FX Scorecard overview
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CIS update

Inflation is definitely back in the picture in CIS, athough officias are still appearing to
ignore it to some extent. As the sudden surge in food prices is due to an exogenous shock
and inflation is non-monetary type, we expect the central banks to continue with a loose
monetary policy, perhaps for too long.

We expect the Russian central bank to start hiking rates in Q1 11, when it becomes
apparent that most of the inflation pressures are actually endogenous and controllable to
some extent through tighter monetary policy. However, inflation is likely to accelerate to
double digits by summer 2011, which represents quite intolerable levels for politicians.
On the other hand, we agree with the current political consensus in Russia, that
supporting growth should be the number one priority in the current situation, where
growth remains extremely fragile. Thus, we believe that officials will continue to ignore
inflation as much as possible until credit growth kicks in as an internal growth driver in

Q4.

Unfortunately, markets have already started to worry about inflation and current rates are
considered too low for government OFZ auctions. Nevertheless, we believe markets will
cam down in September when the first inflation spike due to drought has materialised.
That till gives time to hedge from the second inflation spike we estimate to emerge at
around year-end.

The Ukrainian government is still confident in bringing inflation down to around 9% next
year from the forecast 13% this year. The exchange rate can be used to curb import
inflation and given the IMF participation in the economy inflation targeting and a more
flexible exchange rate are become more plausible. Food inflation has not caused many
worries in Kazakhstan either and the central bank expects inflation to remain below 8%
this year. Appreciation of the tenge could also be on the cards, to curb import inflation.

Year-end CPI forecasts for CIS

Russia Russia Ukraine Kazakhstan
Year Danske official official official
82 7-8 13.1 6-8

2010 = =
2011 9.2 6-7 8.9
2012 7.9 5-6

Source: Reuters EcoWin and Danske Markets
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EUR/RUB and USD/RUB
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Currency forecast, EMEA

Currency Forecast, New Europe/EMEA

Aug27.2010 EUR uspo SEK NOK DKK
Actual 1.27 - 738 629 585

UsE +3m 124 - 750 629 601
+6m 127 - 709 610 587

+12m 1.32 - 697 587 565

Actual 3.98 3.13 236 201 187

+3m 4.00 3.23 233 195 186

PEN +6m 4.00 3.15 225 194 186
+12m 3.85 2.99 233 196 189

Actual 283 222 3.32 2.83 263

+3m 290 234 321 2.69 2.57

HUE +6m 290 228 3.10 267 2.57
+12m 290 220 3.17 267 257

Actual 24.7 194 38.0 323 30.1

+3m 245 198 38.0 318 304

CZK +6m 24.1 19.0 373 32.2 309
+12m 234 17.7 393 33.1 319

Actual 156 123 60.0 511 476

+3m 157 126 584 498 476

EEK +6m 157 123 575 495 476
+12m 157 118 58.8 495 47.7

Actual 0.71 0.56 1326 1130 1052
+3m 0.70 0.56 1329 1114 1064
LVL +6m 0.70 0.55 1286 1107 1064
+12m 0.70 0.53 1314 1107 1066

Actual 3.45 2.71 272 232 216

LTL +3m 345 2.78 270 226 216
+6m 345 2.72 261 225 216

+12m 3.45 261 267 225 216

Actual 424 3.33 221 189 176

+3m 4.20 3.39 221 186 177

RON +6m 425 3.35 212 182 175
+12m 4.30 3.26 214 180 173

Actual 1.96 1.54 480 409 381

+3m 1.96 1.58 476 399 381

SGN +Bm 1.96 1.54 460 396 381
+12m 1.96 148 471 396 382

Actual 1.94 1.52 485 413 385

TRY +3m 193 1.56 482 404 386
+6m 2.03 160 443 382 367

+12m 2.22 168 414 349 336

Actual 39.0 30.7 24.0 20.5 19.1

+3m 38.1 30.7 244 205 196

RUB +6m 36.8 29.0 244 21.0 20.2
+12m 375 284 245 20.7 199

Actual 100 7.89 93.5 79.7 742

+3m 105 8.50 88.2 74.0 70.7

HAH +6m 10.0 7.90 89.7 772 74.3
+12m 9.0 6.80 1025 86.3 83.1

Actual gk 731 101.0 86.1 80.1

7AR +3m 95 765 98.0 82.2 78.5
+6m 10.2 8.00 88.6 76.3 73.3

+12m 114 8.65 80.6 679 65.3

Source: Reuters Ecowin and Danske Markets
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Macro Forecast, EMEA

Private. | Fixed
Year | Gdp* Cons' Inv! Export® Import*
2009 4.1 0.3 -9.2 -14.2 -15.3
[ELILEL LI 2010 0.5 0.2 -3.1 123 7.7

2011 24 0.7 6.4 14.7 Ll

2009 -141 -188 344 -11.3 -26.7

Estonia 2010 03 2.9 -2.6 208 150

2011 =20 09 5.7 135 128

2008 63 7.6 6.3 -89 -15.2
Hungary 2010 -19 20 22 a2 112
2011 30 2.6 4.1 89 7.3
EBEES) -18.0 239 -37.1 -15.4 -35.4
2010 -35 0.1 -33.7 9.1 9.2
2011 15 1.0 1.5 85 8.9
2009 -148 -168 -390 -140 -29.0
Lithuania 2010 12 28 -17.4 156 6.3
2011 36 20 8.0 132 6.0
2009 1.7 25 05 -10.6 -14.2
2010 30 4.7 -106 44 58}
2011 40 3.5 85 6.9 5.5
2008 -79 -7.8 =15E) 4.2 -29.8

Russia 2010 36 45 10 24.0 190
2011 41 515 70 130 220
2008 4.7 2.0 -18.8 -5.3 il
2010 78 6.7 17.9 6.6 126

2011 59 5.7 8.6 140 112

1] Average % y/y 2] % of GDP 3] % of total work force 4) Export and import prices
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Macro Monitors

Macro Monitor - Hungary, June 25
Macro Monitor - Czech Republic, June 25
Macro Monitor - Turkey, July 14

Macro Monitor - Poland, June 25

Macro Monitor - Estonia, July 21

Macro Monitor - Lithuania, July 28

Macro Monitor - Latvia, August 5

Source: Danske Markets
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http://danskeresearch.danskebank.com/link/MacroMonitorHungary250610/$file/MacroMonitor_Hungary_250610.pdf
http://danskeresearch.danskebank.com/link/MacroMonitorCzechRepublic250610/$file/MacroMonitor_CzechRepublic_250610.pdf
http://danskeresearch.danskebank.com/link/MacroMonitorTurkey140710/$file/MacroMonitorTurkey_140710.pdf
http://danskeresearch.danskebank.com/link/MacroMonitorPoland250610/$file/MacroMonitor_Poland_250610.pdf
http://danskeanalyse.danskebank.dk/abo/MacroMonitorEstonia210710/$file/MacroMonitor_Estonia_210710.pdf
http://danskeanalyse.danskebank.dk/link/MacroMonitorLithuania280710/$file/MacroMonitor_Lithuania_280710.pdf
http://danskeanalyse.danskebank.dk/abo/MacroMonitorLatvia050810/$file/MacroMonitor_Latvia_050810.pdf
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ATl EM research is available on Bloomberg DMEM




EMEA \Weekly

Disclosure

This research report has been prepared by Danske Research, which is part of Danske Markets, a division of
Danske Bank. Danske Bank is under supervision by the Danish Financial Supervisory Authority. The author of
this research report is Lars Christensen, Chief Analyst.

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high
quality research based on research objectivity and independence. These procedures are documented in the Danske
Bank Research Policy. Employees within the Danske Bank Research Departments have been instructed that any
request that might impair the objectivity and independence of research shall be referred to Research Management
and to the Compliance Officer. Danske Bank Research departments are organised independently from and do not
report to other Danske Bank business areas. Research analysts are remunerated in part based on the over-all
profitability of Danske Bank, which includes investment banking revenues, but do not receive bonuses or other
remuneration linked to specific corporate finance or debt capital transactions.

Danske Bank research reports are prepared in accordance with the Danish Society of Investment Professionals
Ethical rules and the Recommendations of the Danish Securities Dealers Association.

Financial models and/or methodology used in this research report

Calculations and presentations in this research report are based on standard econometric tools and methodol ogy
as well as publicly available statistics for each individual security, issuer and/or country. Documentation can be
obtained from the authors upon request.

Risk warning
Major risks connected with recommendations or opinions in this research report, including as sensitivity anaysis
of relevant assumptions, are stated throughout the text.

Expected updates
This publication is updated weekly.

First date of publication
Please see the front page of this research report for the first date of publication.

Disclaimer

This publication has been prepared by Danske Markets for information purposes only. It has been prepared
independently, solely from publicly available information and does not take into account the views of Danske
Bank’s internal credit department. It is not an offer or solicitation of any offer to purchase or sell any financia
instrument. Whilst reasonable care has been taken to ensure that its contents are not untrue or misleading, no
representation is made as to its accuracy or completeness and no liability is accepted for any loss arising from
reliance on it. Danske Bank, its affiliates or staff may perform services for, solicit business from, hold long or
short positions in, or otherwise be interested in the investments (including derivatives), of any issuer mentioned
herein. The Equity and Corporate Bonds analysts are not permitted to invest in securities under coverage in their
research sector. This publication is not intended for retail customers in the UK or any person in the US. Danske
Markets is a division of Danske Bank A/S. Danske Bank A/S is authorized by the Danish Financial Supervisory
Authority and is subject to provisions of relevant regulators in al other jurisdictions where Danske Bank A/S
conducts operations. Moreover Danske Bank A/S is subject to limited regulation by the Financial Services
Authority (UK). Details on the extent of our regulation by the Financial Services Authority are available from us
on request. Copyright (C) Danske Bank A/S. All rights reserved. This publication is protected by copyright and
may not be reproduced in whole or in part without permission.

This publication has been prepared by the correspondent of Auerbach Grayson & Company Incorporated
(“ AGC” ) named above on the date listed above.

We are distributing this publication in the U.S. and any U.S. person receiving this report and wishing to effect
transactions in any security discussed herein, should do so only with a representative of Auerbach Grayson &
Company Incorporated. Additional information on recommended securities is available on request.
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