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The bullish trend on forex markets in Central Egrop the United States and the Eurozone, seen in the
is not over. Both the Czech koruna and the Slovak three months. Obviously, investors’ appetite fc
koruna are hitting new all-time highs, and the §toli  risky assets on global scale has undoubtecjubijznshks banka
zloty is not far from its all-time high either. Bvéhe increased, and Central European assets can ber.....
Hungarian forint is strengthening towards levels that from this. If we think apart from the rise in yields

had seemed to be unimaginable for this currency core markets after Friday's release of the U.S.

until recently. Appreciation is thus the regional payrolls figures, the high stock prices and rekdiv

phenomenon, while the strong correlation among low interest rates/yields are an ideal combinatmm f

Central European currencies, which was very weak emerging markets and thus Central Europe too.

only a short time ago, has been established recentNevertheless, the strange situation on global

weeks. markets, when stock prices remain high and bond

As fundamental indicators have not changed yields stagnate at low levels, will not last forever,

significantly in any of these countries, the recent and this also applies to the bullish sentiment on

rapid appreciation of the Central European markets Central European forex markets. When core markets

is based purely on a change in market sentiment. start to eliminate this unusual divergence seen

This change in the investor mood occurred outside between equities and bond yields (while the initial

the region, as CE currencies are currently prafitin  phase of this correction has been in place since

from a sudden wave of demand from foreign Friday's US labour market figures), the optimism

institutional investors while domestic players are that is driving Central European currencies up will

surprised by the latest developments. diminish.

The question is why foreign funds and banks have

decided to increase their exposure in Central Erop

now. If we look at stimuli from global markets, a

partial explanation can be the rise in stock market

¢ CESKOSLOVENSKA OBCHODNI BANKA , A.S. ¢ 1 ¢ INVESTMENT RESEARCH ¢



CZECH REPUBLIC

Five months have passed since the elections to thewer
Chamber of Parliament and the Czech Republic still
lacks a stable government which would be based on
Lower Chamber's confidence. The hope of resolving th
situation after the senatorial elections has prdeduke false
so far because the Social DemocrafS$D) refused to
support the project of the ‘rainbow coalition’, whigvould
lead the country to early electionSSSD would still like
best to be given the chance to form its own new
government, but right-wing parties oppose this. Ttes
Czech Republic has seen the first attempt at fayraimew
government so far and is still waiting for the setome. In
the meantime, the likelihood of adopting an Amendinen
the Constitution to simplify the dissolution of thewer
Chamber of Parliament by a vote, without requiringeé
failed attempts at forming a new government, iséasing.

The Czech National Bank released its new inflation
report, based on which the CNB Board decided on
interest rate settings in the last week of OctoberThe
new forecast is much more optimistic about the cesry
inflation outlook than the CNB'’s forecast releasthdee
months ago. For this period the central bank haeised its
quarterly inflation forecast by up to 0.7%! Howevére
central bank is still fairly pessimistic about tilation
outlook beyond one year. This is due in part to the
uncertainties about the timing of the impact ofacaite
excise taxes.

Comparison of July and October CNB's forecasts
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The CNB remains very pessimistic about inflation
adjusted for the above-mentioned tax changes becius
predicts that this inflation will rise at a stable since the
middle of 2007, exceed the 3% target at the endeot
year, and hit more than 3.5% by the middle of 200ds
negative outlook can be partly explained by centeaik’s
usual pessimism, stemming from its never-endingysto
about the closing output gap and the stable exeheatg of
the koruna. The existing results of CNB’s forecasts

Given the significant reduction of the one-year dtifin
forecast and the record-breaking levels of the Bkecuna,
we expect that the CNB will not unnecessarily hasten t
raise rates, and will not raise them until Janu@&g&

Notwithstanding the approaching ECB meeting, @zech
koruna strengthened last week. Particularly buying bydarg
London investors, stemming from the persisting idesl in
global yields in the first half of the week, maim@d the
upbeat mood in the whole of the Central Europeaioneg
The Czech currency, unlike its regional countemart
strengthened somewhat faster this time, thus offfigetts
previous losses against the other Central European
currencies. The EUR/CZK pair broke through the suppo
levels at the 28.28 level as well as EUR/CZK 28.12ruit
stop until it hit strong technical barriers nea &ll-time
highs. On Thursday, the nervousness surroundingGig
meeting and the fall of U.S. stocks triggered a matde
negative correction. On Friday, however, after thease of
strong U.S. payrolls data, which made global bonds fa
this negative correction surprisingly petered éignce the
Czech koruna touched it's new all time highs at BCIR{
27.875.

The Czech koruna might pay increased attention to
domestic figures this week. Above all, the significan
decline in Czech inflation has the potential toerse the
latest rise in rates on the money market and thap s
further appreciation of the Czech koruna. Besides,
expect a continuing rise in global yields and leditroom
for the rise in U.S. stocks — both factors are agamewhat
unfavourable for the Czech currency. On the othedhhe
Koruna has just broke through the current all thighs and

it might stay in more positive mood at the begignai the
week. Nevertheless there are no fundamental factors
(neither local nor global) that would stay behindem
gains of the Czech currency; it is just pure hectigional
optimism that should due to our opinion disappeaaing
this week. Hence we believe the EUR/CZK pair should
move back above EUR/CZK 28.00 this week.

Czech bond prices rose last week, and thus mostly
followed on the heels of neighbouring developed itk
They continued to rise in spite of a higher stateldet
deficit. However, an earlier shutdown of Friday’sdirey
session prevented a correction, which bonds on globa
markets saw after the release of U.S. statistics.,Adso
successful auction of the 2.30%/2008 governmentdbon
with demand exceeding supply almost three times,hgbb
last week. Thus the only unfavourable event for Isones
the Finance Ministry’s announcement that it woulcréase
the amount of the bonds issued in this quarter ffeiAK

44 bn to CZK 59 bn, with a 30Y bond to be issuedtfier
first time.

compared to actual data are good evidence of CNBThis week the market should initially take note oflky’s

overestimating its inflation outlooks, and thus fbeecasts
released within the coming quarters are likely tbdgain.

events on developed markets and cope with the isedea
supply of new securities. Also, an auction of the
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2.55%/2010 bond for CZK 6 bn, which will probably be curb a decline in prices in the second half of week.
subscribed without problems, should be held on Nevertheless, the Eurozone, where yields will probebsy
Wednesday. As far as data releases are concernedyill also affect the Czech market this week.

October’s inflation is expected to be low, and thisdd
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Comparative table for Czech government bonds

Title Price Yield Price chta;ge (bps{Yield chz;lgge (bps; Modif. Duration
03.11.0¢ 03.11.0¢ 27.10.0¢ 27.10.0¢ 03.11.0¢
GOV/ 2.3/ 26.09.08 98.07 3.37 22 -11 1.8
GOV/ 3.8/ 22.03.09 100.93 3.38 19 -9 2.2
GOV/ 2.55/ 18.10.10 96.15 3.61 18 -5 3.7
GOV/ 6.55/ 05.10.11 113.18 3.57 12 -4 4.2
GOV/ 3.8/ 11.04.15 99.29 3.90 25 -4 6.9
GOV/ 6.95/ 26.01.16 123.54 3.86 11 -2 6.8
GOV/ 4.6/ 18.08.18 105.43 4.01 22 -2 9.0
GOV/ 3.7t/ 12.09.2( 96.2( 4.11 37 -4 10.5
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EXPECTED DATA

® Tuesday, November 7

Construction output (September) 6.8% yly
Given the previous construction output trend andwibiey
favourable weather, we believe that the constructiector

continued to perform well in September. The reaskenab

figure should be particularly encouraged by theblsta
inflow of funds to infrastructure investments anchbusing
construction. We expect the full-year rise in comgion
output of 5.5%.

® Wednesday, November 8, 9:00
CPI (October) -0.3% m/m, 1.5% yly

We expect that October’'s month-on-month fall in eoner
prices was due in particular to the decline in futes and
the reduction in the regulated prices of naturad der
households. Food prices involve a great uncertadtythe
one hand, increased energy prices are driving foizks
up; on the other hand, food prices are influenced
seasonal effects and the bad news on this yearns Giee
year-on-year inflation rate will down to well below 2%,
our opinion, and will start to slowly rise within titeming
months.

® Thursday, November 9

Industrial output (September) 5.6% yly
We expect that September’s industrial output figuas
slightly worse than the figures shown in previous then
The reason is the high comparison base of last ydan
the production of the second domestic car factory be&ing
launched; in addition, this factory halted prodowtiin
September this year. Another major factor is ondness
day less, which will reduce industrial output
approximately 2%. For the whole of this year we expec
8.5% rise in industrial output in real terms.
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SLOVAKIA

October's NBS Board meeting sprang a moderate

surprise, as interest rates remained unchanged, witthe EURSKK 7 USDSKK —EURSKK USDSKK
base rate at 4.75% while a majority of the market a 31.0
well as we expected a 25 bps rate hikAs the reasons for
its decision the bank cited the strengthened kofwiach
firmed by approximately 3% over the last month) &owder
risks stemming from cost factors (oil and energices).
Even so, the NBS added that the risk of demand-pull
inflationary pressures persisted, due in partictéamhigh : —___ 4
wage growth and the economy remaining in a positive

output gap. 283
. . . . © © © © © © © © © © © © © ©
A new medium-term forecast, in which the National Bank S 222 2252228 ¢g ¢ s
of Slovakia slightly increased its harmonised itifia G e % o @ @ s~ Y dm s d s
o — N o o — ~N N o — — ~N [32) o

prediction for the end of this year (to 4.1% frorA%), was
released along with its decision on rates. Howeverptnk
sees next year’'s inflation more optimistically, egpng The yield curve went down along its full length lastek,

2.6% at the end of the year instead of the preWous the most at the long end, where yields, followingirth
predicted 2.8%. What is more, the forecast mosbatnty European counterparts, fell by 9 bps. The short wadt

does not include the announced 3.1% reduction af ga down by a moderate 3 bps, mainly in reaction toctral

prices in early 2007, which will cut inflation by OmBp. at bank’s decision to leave rates unchanged.

the year end.. Thus compliance with the Maastriciétion Traders on the bond market will particularly awaiidgy’s
criterion now looks much more optimistic. The forgcor inflation data. As the year-on-year inflation ratell vgjo
the end of 2008 remained unchanged at 2.0%. down significantly, short-term yields may continwlihg

We still see the potential for one additional 25 bate hike because part of the market may view the inflatioh da
before the end of this year. Most of the markevelt as we narrowing the room for another tightening of the etany
believe that rates will be raised as early as the eh policy. However, this inflation fall will be due to dh
November. However, we cannot rule out December eithercomparison base effect only, and inflation will aygai
because the GDP and wage development data for tlie thir approach 4% by the end of the year. The long enthef
quarter will already be available to the NBS at ttiae. curve will move on the back of key markets, as usual
Our opinion is that the rate hike, if any, would m#r& end
of the monetary tightening cycle. However, the exgean

rate of the koruna and oil prices on global markets still Government Bond Yield Curve
the crucial factors for this. —3.11.2006— 27.10.2006
BAfT —— - - - - - - - - ———— o
The koruna hovered within the bounds of EUR/SKK 5.0% |
36.25-36.47 last weekThe central bank’s decision did not 4.9%

influence the exchange rate, which was at the mefcy o 4.8%1
external factors in particular. A trend of moderate j;jﬁ
depreciation of the currency, due to foreign investaking 5%
profits, dominated the second half of the week. 4.4%
This week is replete with interesting data releases b 4.3%-
perhaps only Friday's inflation and foreign tradstad can 4.2%
actually influence the exchange rate. However, thib wi
only be true if these figures significantly diffeom market
expectations. On Monday, bullish sentiment drove the
koruna to a new all-time high of EUR/SKK 36.144. hiet
sentiment remains positive, we might go even lower t
36.10. On the other hand,the koruna has appreciated
significantly over the last few weeks, which means a
correction period should arrive. In this case, mpartant
factor will be whether the koruna breaks through the
resistance level of SKK 36.50 per EUR. If it doesnay
subsequently weaken by 20-30 hallers. Nonetheleashm
will depend on the regional mood and global investor
attitude towards emerging markets.

o 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
years
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Indicative yields of government bond

Coupon  Maturity  Issue volume Bid  Ask

SD200 0.0 14.1.2007 SKK40.0bn 5.00 4.00
SD191 5.0 5.3.2008 SKK15.0bn n.a. n.a.
SD203 4.8 14.4.2009 SKK40.0bn 455 4.11
SD189 4.9 5.2.2010 SKK15.00bn 4.53 4.20
SD174 7.5 13.3.2012 SKK8.31bn n.a. n.a.
SD188 5.0 22.1.2013 SKK15.0bn 4.42 4.24
SD199 4.8 2.7.2013 SKK6.8bn 440 4.23
SD202 4.9 11.2.2014 SKK?24.7bn 431 4.24
SD204 5.3 18.5.2019 SKK34.4bn 4.44 424
SD20t 0.C 5.4.201: SKK11.7br 4.44 4.2C

Source: Bratislava Stock Exchange, CSOB

I nterest rate fixing on the money market

% p.a. OIN 1w 2W 1M 2M 3M 6M o9M 12M
30.10.200 | 4.26/4.5t| 4.58/4.8(] 4.64/4.9:| 4.68/4.9'| 4.73/5.0:] 4.75/5.0¢] 4.79/5.0"| 4.79/5.0'|4.77/5.0!
6.11.2001 | 4.26/4.5:| 4.57/4.8(| 4.59/4.8"| 4.63/4.8¢| 4.69/4.9t| 4.72/4.9¢] 4.72/4.9'| 4.71/4.9{| 4.71/4.9°

EXPECTED DATA
® Wednesday, November 8, 9:00 ® Friday, November 10, 9:00
Industrial output (September) 14.0% yly Inflation (October) 0.1% m/m, 3.6%yly

We expect that the favourable trend in industry patsist.
The main reason will be car production, followed bstats,
machinery and the electrical industry.

Construction output (September) 19.3% yly
® Thursday, November 9, 9:00
Retail sales (September) 8.5% yly

Retail sales are maintaining their fast rise tlgary and this

should also be true in September. The reasons here t

continuing high wage growth and the improving sitomti
on the labour market.

Food, pharmaceuticals and partly also the incr@adesat
prices should be responsible for the moderate month
month rise in consumer prices. Fuel prices, by resnt
should have an anti-inflationary effect. Neverthg)ethe
year-on-year inflation rate will go down significgnt
because of the comparison base effect.

Foreign trade (September) SKK -2.1 bn
Exports should maintain their fast rise, fuelled the
automotive industry in particular. Imports shoulg fpartly
influenced by the decline in oil prices on globarkets, as

this will reduce pressure on the imports of mineral

resources.
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POLAND

Interest rate hike no earlier than in January...
The situation on the MPC front has remained mortess
intact over the course of the week, even thouglsitpeals

September, although we believe that the size ofdtiop
was not as large as seen by the MoF. We expedjtalgl
higher rise in food prices (0.8% m/m), almost ideadtdrop

have become more mixed recently. On the one handin fuel prices (4.0% m/m) and yl/y inflation at avéé of

Mirostaw Pietrewicz of the Monetary Policy Council
stressed that October's inflation projection did se¢ the
CPI exceed the upper bound of the NBP’s target ramge
therefore a fuller assessment of the perspectivas f
inflation and possible decisions on interest ratesld only
be possible after the January projection was availdthis

is typically soft wording from Pietrewicz and
simultaneously the view that we believe has beenirkmh
in the Council to date. Pietrewicz believes thatdh& on
GDP in Q3 will be important from the point of view of
current monetary policy - in particular whether #teucture
of growth turns out to be similar to that of 2Q (whitdelf
did not give rise greater inflationary pressurecsons due
to strong investment growth and surprising posithet
export contribution). Interestingly, the Centralatgttical
Office will announce the information on the GDP as ke

1.3-1.4% (0.2-0.3% m/m). We expect that net coflation
(excluding fuel and food prices) increased slightly
although, after rounding, it remained at 1.4% y/i¥he
ministry simultaneously revised its year-end indfiat
projection down from 2.1-2.2% to 1.9% yly. We alsoa
slightly less optimistic here - we believe that el will
increase to 2.0% or slightly more in December before
approaching the NBP’s 2.5% yl/y target at the endQaf
next year.

The zloty gained against both the euro and the dollar last
week and, surprisingly, ended trade below the EUR/PLN
3.85 mark. Bulls returned to the market on Tuesday,
following the correction that had lasted since thevipus
week and pushed the pair closer to 3.90 on Monday. |
consequence, even though the market was closed on

on 30 November, one day after the penultimate MPC Wednesday, the EUR/PLN (unsuccessfully) tested ted le

meeting of this year. Bearing in mind that the MR not
changed interest rates once in December since 1BBS,
clearly suggests that the first rate hike can tpleee no
earlier than at the beginning of 2007. On the otiend
though, the most recent statement from MPC modelate
Czekaj, may give rise to certain doubts as to tlevy
which are currently dominant among the Council mesibe
Czekaj did not discard the possibility of a hikeeasly as
this year, although at same time he announcedathatich

it was not a foregone conclusion. At the same timee, h
denied the speculations that the Council would want t
increase the cost of money because of the appraachi
change the NBP president post. Our base scenarimassu
that the dove majority will remain intact at leasitilithe
year end, and probably a while longer. This ansésarily
from the October decision to leave interest ratehanged
(despite the clearly worse inflation projection aasl,can be
presumed, the strong persuasion by the hawks tedser
the cost of money pre-emptively as early as in Gafpob
The set of economic data this month (which will be
valuable, because it is the first information frd@) should
not significantly change the medium-term perspestifor
monetary policy. In addition, the next inflatiomofection
prepared under the supervision of the new presidettie
NBP will be available in January. In this situationjs
difficult to expect the scales to (unexpectedly) i the
favour of the hawks just yet.

MoF: Drop in inflation in October...

The finance ministry expects that annual inflatdmopped
last month to 1.2% from 1.6% in September. Accadmn
the ministry, despite the seasonally higher fooitesr
(particularly fruit and vegetables), the CPI roggust 0.1%
m/m, due largely to the large drop in fuel pricds4¢o

of 3.85. The second half of the week was far more
interesting due to the ECB decision on ThursdaytaedJS
labour market data on Friday, but even though tata d
came in stronger than expected they did not bring a
breakthrough on the domestic FX market. The zlotgeel
the week at 3.8400 EUR/PLN due to global repositignin
which started ahead of the (stronger-than-expecté®)
payrolls.

With the domestic calendar empty the regional sesrii
will be key for the zloty in the coming days. Tedtally the
break past 3.85 late on Friday opens the road t@ igains,
and possibly a move closer to 3.80 area, but we @o n
discard the possibility of a technical correctioncase the
zloty's regional peers (the forint in particularktneat
somewhat. This could push the EUR/PLN pair back inéo t
3.85-3.90 range.

Polish bond yieldscontinued to drop last week, aided by
the improving regional sentiment and the strengtiteiof
the zloty, as well as the rising prices on the coerkets.
Bonds at the short end of the curve have beervelaiess
buoyant in the face of the approaching start tditiféening
cycle but gained approximately 6 bps while yields fo
longer maturities dropped by 10 bps and the yield/e
flattened slightly for the second week in a row.

No important domestic macroeconomic data will
published in the coming days and hence the sitnatiothe
domestic bond market (particularly at the long efidhe
curve) will continue to depend on the regional seatit,
core markets and the zloty. After several weeks ohdo
increases, it appears increasingly likely thatrtieket will
want some breathing space after the hefty gains,hadaoy
yields drop by up to 20 pbs for longer maturitie€ictober.
Therefore, even though the zloty’s strength potatsnore

be

m/m). Our estimates also show that the annual consumegains the room for bonds to inch higher appearstdin

inflation rate declined in October compared with

We expect consolidation near the current levelsr dkie
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coming days in anticipation of the first macroecmnodata
this month (on the current account, inflation aathses).

USD/PLN —USD/PLN —EUR/PLN EUR/PLN 6MIRS
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Comparative table for Poli sh government bonds

Title Price vield Price change |Yield change (bps. Mod.if.
(bps.) to to Duration
03.11.06 03.11.06 27.10.06 27.10.06 03.11.0¢
GOV, 0/ 12.12.08 90.74 4.75 -133 -0.33 2.00
GOV 6 / 24.05.09 102.76 4.81 9 -4.57 2.27
GOV 6/ 24.11.10 103.36 5.06 20 -5.77 3.35
GOV, 4.25/ 24.05.11 96.73 5.07 29 -7.13 3.94
GOV, 6.25/ 24.10.15 107.08 5.24 46 -6.49 6.83
GOV, 5.7t/ 23.09.2: 103.5¢ 5.41 96 -9.04 10.3(

EXPECTED DATA

- . income (driven by EU funding). At the same time we
gf:g:l);nl\égvémebte;rigérlf'oo EUR -560 M expect that exports grew slightly slower and imports
Balance of tradep(Se tember) EURGS M " increased at a gently higher yly rate than in Atigukich

. >€EP . . translated into a marginally wider trade deficit.

We expect a slight improvement in the current aoton

September - mainly because of the improved balafice

¢ CESKOSLOVENSKA OBCHODNI BANKA , A.S. ¢ 8 ¢ INVESTMENT RESEARCH ¢



CENTRAL EUROPEAN WEEKLY

HUNGARY

The government presented Parliament with the  fall in yields in key markets, to which all Cent&liropean
2007draft state budget, which did not include mucmew currencies, including the forint, reacted by apjatitg,
information, however. It is the same version as that even during Wednesday's holiday, when the Hungarian
included in the Convergence Programme, and enwdsage currency firmed to 5.5-month high of EUR/HUF 258.85 .
deficit of 6.8% of GDP. The Finance Minister reitechat a The situation changed on Thursday, when Central i&uro
press conference that the budget included resefvedJF reacted to the decline in U.S. stocks, and the tfaffset
220 bn to prevent exceeding the deficit targetha@s been  some of its gains of the beginning of the week. Es@nthe
the case almost regularly in past years. IndepdndenHungarian currency is still very strong, hoveringuard
economists, rating agencies as well as the Hungeeiatmal HUF 260 per EUR.

bank are mostly of the opinion that the government This week’s calendar will include more economic esent
deliberately underestimating some revenues to enthat than last week in Hungary. However, the other markets wi
the budget targets are met. We endorse this opinion continue to play the greatest role. We believe thatforint
although we must add that the preparations of soeye k is currently overvalued thus we expect correctiordays
healthcare, education and pension system reformstir ahead.

underway. In addition, there is a risk that the adse

approved reforms may not be implemented quitetktric  Hungarian bonds lacked any major domestic stimuli last
Negotiations with Audi are evidence of this, as Fimanc week, and thus they followed on the heels of theyzlot
Minister Janos Veres admitted that the ‘solidariéx’t throughout the week, with yields, except the shortest
because of which Audi wanted to suspend its EUR 1 bnmaturities (1Y and less), going down by approximately

investment, planned for the next 5 years, mightdreed 10 basis points.
down by allowing deductions of research and developme We believe that there is not much room left for dqmices
expenditure. to rise from the current values. As the yield cumas fallen

Parliament is due to vote on the budget on Decemberby approximately 50 basis points since the sta®ctbber,

21 but, as the coalition has a clear majority ini@aent, it we expect a correction rather than a price rise.

should be passed without problems. On Thursday there will be an auction of 3Y and 15Y
benchmarks. We believe that current positive sesitrwill

Last week did not provide many domestic stimuli in ensure sufficient demand.

Hungary, and thus th#orint paid attention to regional

developments These were particularly influenced by the

3M FRA
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Hungarian Government Yield Curve
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Comparative table for Hungarian government bonds

Title Price Yield Price ch?(;'\ge (bps{Yield ch?;lge (bps; Modif. Duration

03.11.0¢ 03.11.0¢ 27.10.0¢ 27.10.0¢ 03.11.0¢

GOV/ 6.5/ 12.08.09 96.22 8.04 18 -7 2.4

GOV/ 7.25/ 12.06.12 98.58 7.58 535 -12 4.3

GOV/ 6.75/ 24.02.17 96.63 7.23 113 -16 6.9

GOvVv/ 7.5/ 12.11.2 103.3¢ 7.12 107 -12 8.C

EXPECTED DATA

® Tuesday, November 7, 9:00 ® Thursday, November 9, 9:00

Industrial output (September) 8% yly Foreign trade (September) EUR -200 m

The PMI business mood index indicates that Septeémbe
industrial output slowed down. One of the contributrs
this was clearly the lower number of business dage th
September last year.

Budget deficit (January-October) HUF -150®n
We expect that the Finance Ministry slightly ovéireated
its forecast, as usual. Our opinion is that the migriiudget
deficit fell to HUF 50 bn.

We believe that September’'s foreign trade defi@ll f
compared to August. Our opinion is that this was &rited

by oil prices, which fell significantly in Septembein
addition, demand in Western Europe is still highe PMI
business mood index also shows that exports perfbrme
well. On the other hand, the appreciation of thenfori
against the euro did not affect the competitivenegs
Hungary's exports, in our opinion.

¢ CESKOSLOVENSKA OBCHODNI BANKA , A.S. ¢
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SLOVENIA

The October deflation was characterised by low prices of TOM (the base interest rate) dropped to 0.1% morftiiy
fuels, utility services and package holidays. Indder the the first time and stands at 1.22% (it was 3.71% las
consumer prices at the monthly level dropped by).8 November). If the November inflation is negative (&tn
while the inflation was 1.5% at the annual level, khis -1.5 and - 0.4), TOM will reach 0.1% at the monthlyd
the lowest ever. The most considerable reductidddtober 1.18% at the annual level also in December; howéivdre
was noticed in the prices of housing (4.0%), transpion. consumer price index is between 0.3 and 0.8, whichoie
recreation and culture (2.6%), food and non-aldchol likely, TOM will again reach 0.2% and 2.38% at the
beverages (0.7%). The movement in the prices osihgu = monthly and the annual levels, respectively.
was to a large extent influenced by lower prices tdity
services (by 13.6% on average) because of the edangy
of charging water consumption. The price of water CP1and TOM
consumption in Ljubljana thus dropped by 28.5%he
same group, a considerable reduction was also reddrd
liquid fuels (9.9%). Automotive fuels were on averdyy
8.6% cheaper. Following the new government regulaiion
the formation of the prices of oil products, the dubof
adjusting these prices every 14 days re-entered force
which resulted in the fact that three changes isdlmices
impacted the October deflation (one increase and two
decreases). In October, the prices in the groupdotiiing
and footwear dropped by 5.7%, those of alcoholic -
beverages and tobacco products by 1.1% and those of SESSfxXx"=S35SxXx-=3:Ixx-=>3%xEx
various goods and services by 1%. The most coraiteer
increase was recorded in the prices of clothing 113#6)
and footwear (by 2%) because of the new autumn-winterNot much action was observed on thearket of
collection. Government securities last week. Only a handful of
transactions were concluded in treasury bills and
A significant price reduction at the monthly levds@a government bonds. The most traded bond was the r5-yea
impacted the 12-month average price growth whichragai RS61, as the total value of transactions amourae8IT
dropped by 0.1 percentage point so that it now staatd 1.7 billion (€ 7.1 million). The bond carrying a23%
2.4%. The growth in prices measured with the harneghis coupon interest rate reached yields between 3.87fb an
consumer price index was also negative in October%sp 3.94% on the secondary market. The investors showesd
which impacted the 12-month average price increaseinterest also in the RS62 bond and the three-moe#sury
measured with the "EMU convergence price index" bill. The yields of Slovene government bonds withmiral
standing at 2.5%. The most recent data for Septe2(6 interest rate range around 20 to 40 basis poirgseathose
show that the convergence criterion regarding iidftatate of German benchmark bonds.
was 2.8%, which means that Slovenia was by
0.2 percentage points under the limit value.

— EUR/SIT (Ask) — Central parity

24020 T~ — - - - - —————m————m—— -

Comparison EMU convergence measure and price index in
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Slovenian government bonds - currency clause
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Price change| Yield change| MDuration
Bond Price Yield bps bps (cls)

3.11.2006|] 3.11.2006] 3.11.2006] 3.11.2006| 3.11.2006
SIRS26=LJ 1.VI.11 5.375% 106.00 3.91% 0 0 3.96
SIRS29=LJ 15.1.12 5.375% 106.00 4.07% 0 0 4.34
SIRS48=LJ 2.XI1.12 4.750% 102.61 4.25% 0 0 5.00
SIRS50=LJ 24.11.13 4.500% 101.16 4.28% 0 0 5.25
SIRS38=LJ 19.1V.17 5.625% 110.00 4.41% 98 -11 7.75
SIRS53=LJ 8.IV.18 4.875% 106.60 4.14% 0 0 8.54
SIRS49=LJ 10.1.22 4.750% 104.20 4.36% 0 0 10.39
Slovenian government bonds
SIRS55=LJ 11.11.07 5.000% 100.49 3.07% 0 0 0.26
SIRS52=LJ 8.IV.08 6.250% 103.45 3.71% 0 0 1.32
SIRS58=LJ 17.1V.08 3.250% 99.11 3.88% 0 0 1.37
SIRS56=LJ 11.11.09 4.875% 102.56 3.67% 0 0 2.06
SIRS60=LJ 31.111.10 3.500% 99.41 3.68% 0 0 3.10
SIRS61=LJ 23.1.11 3.250% 97.22 3.98% 6 -1 3.76
SIRS54=LJ 15.X.13 5.750% 109.89 4.09% 0 0 5.73
SIRS57=LJ 15.X.14 4.875% 105.40 4.07% 0 0 6.53
SIRS59=LJ 17.11.16 4.000% 102.00 3.74% 0 0 7.46
SIRS62=LJ 23.111.17 3.500% 94.80 4.12% 18 -2 8.31

¢
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" EUR/CZK: (27.9500)

DAILY CHARTS :

Currently below the inverted channel top year higith ST
Double Top while below 28.1200 (see graph)® support
area at 27.9110/ .9060 (weekly/ monthly envelopesth
next levels at 27.8250/ .8110°(%arget off 28.1200/ %1
Irregular B off 28.5650), ahead of 27.7740/ .7228 (T
Irregular B off 33.4100/"¥ Irregular B off 28.5650): favored
as ST range bottom.

If wrong, 2" target off 28.1200 stands at 27.6750.

1% Resistance area at 28.1370 (weekly envelope), veitth n
levels at 28.1800/ .2050 (weekly ST MA breakdown
hourly), ahead of 28.3330/ .3480 (breakdown dailgelkty

LT MA1): sustained trade above would be indication
something wrong with the CZK.

" EUR/PLN (3.8300)

The drop off 3.9935 has put the pair below the Unlliee

off year low: now trying to extend below the necklivfea

ST Double Top (3.8530: see graph)' Support area at
3.8255 (current reaction low off 4.1350), with nestdls at
3.8065/ .8057 (weekly projection band bottom/ weekly
envelope) and 3.8000 (May low): tough chtdsts.

1% Resistance comes in at 3.8631 (weekly envelopeh, wit
next level at 3.8975 (last week high): ideal areastiay
below to keep current mood intact on Zloty.

" EUR/HUF (259.80)

Pair below neckline of a ST Double Top off (268.90¢ a
retesting the broken channel top off 2005 low (Saplg).

1% Resistance area at 261.48/ .71 (weekly STiKeekly
envelope), with next levels at 263.20 (last week highead
of 265.00/ 265.20 (Oct 24 high/ MT breakdown daily):
sustained trade above would indicate something wwatty
HUF.

Support at 258.85/ .75 (last week low/ May low), wiilxt
levels at 258.05/ 257.82 (61.8% 241.33 to 285.10¢kiye
Bollinger bottom), favored as range bottom.

If wrong on that call, next Support at 256.94 (76.248.25
to 285.10), ahead of 255.22 (weekly envelope).

ber

FOREX EURCZK=D2, (28.03499985, 28.04000092, 27.92000008, 27.94499969, -0.06500053)

November |December [2006 ' '[February [Varch' ' april’ ' |May 3une Jauly August ' [September Novemt

29.9
29.8
29.7
29.6
295
29.4
29.3
29.2
29.1
29.0
28.9
28.8
28.7
28.6
285
28.4
283
28.2
28.1
28.0
27.9
27.8

FOREX EURPLN=D2, (3.83949995, 3.84299994, 3.82550001, 3.82900000, -0.01300001)

Ser [ November' [December [2006 [February [arcn' " [apr' " may June Jauly lAugust  |September| Novemk:

r 415

‘ r o410

£ 405

:

’ J}”"l W‘ [NW L oass
|

T 3.90

oS! Y -

375

FOREX EURHUF=D2, (259.89999390, 261.14999390, 259.64999390, 259.75000000, -0.14999390)

Joct [nov [Dec |200]  |mar [apr [May [sun [aul |Aug |sep |oct [Nov |Dec |2006]  |Mar |apr [May |aun |aul |aug [sep foct [Nov
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" EUR/SKK (36.1800)

New low and currently below Falling wedge bottom off
year high (see graph).

1% Resistance at 36.3740 (weekly envelope), with next
levels at 36.4430 (weekly ST MA, ahead of 36.4700
(last week high): ideal area to stay below to keeapeot
mood intact on SKK.

Support area at 36.1500'{@rregular B off 38.8800), with
next levels at 36.0380/ .0220 (weekly Bollingertbot/
weekly envelope): tough ori'fests.

FOREX EURSKK=,22 (36.20500183, 36.28699875, 3613999939, 36.15499878, -0.11000061)

= 360

Joct [Nov [ec [2005]

[Mar [Apr [May [Jun [oul [Aug [Sep [Oct [Nov [Dec [2006]  [Mar |Apr [May [Jun |Jul |Aug [Sep [Oct |Nov
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TABLES

Official interest rates (end of the period)

Current Dec-06 Mar-07 Jun-07 Sep-07 Dec-07 Last change
Czech Rep. 2W repo rate 2.50 2.50 2.75 2.75 3.00 3.00 25 bps 9/27/2006
Hungary 2W deposite r. 8.00 8.25 8.25 8.25 8.25 8.00 25 bps  10/24/2006
Poland 2W inter. rate 4.00 4.00 4.00 4.00 4.25 4.50 -25 bps 2/28/2006
Slovakia 2W repo rate 4.75 5.00 5.50 5.50 5.50 5.50 25 bps 9/26/2006

Short-term interest rates 3M *IBOR (end of the period)

Current Dec-06 Mar-07 Jun-07 Sep-07 Sep-07

CzechRep. PRIBOR 2.67 2.75 2.88 2.98 3.10 3.18
Hungary BUBOR 8.2 8.40 8.35 8.30 8.10 7.90
Poland WIBOR 421 4.20 4.30 4.50 4.70 4.70
Slovakia BRIBOR 4.98 5.10 5.05 5.05 5.00 4.90

Long-term interest rates 10Y IRS (end of the period)

Current Dec-06 Mar-07 Jun-07 Sep-07 Dec-07

Czech Rep. 3.8 3.95 4.05 4.00 3.95 3.96
Hungary 7.25 7.10 7.10 7.00 6.90 6.80
Poland 5.148 5.30 5.25 5.20 5.20 5.30
Slovakia 4.37 4.40 4.30 4.25 4.20 4.70

Exchange rates (end of the period)

Current Dec-06 Mar-07 Jun-07 Sep-07 Dec-07

CzechRep. EUR/CZK 27.95 28.40 28.00 28.00 27.85 27.80
Hungary EUR/HUF 259.9 266.0 265.5 265.0 264.5 264.0
Poland EUR/PLN 3.827 3.800 3.800 3.800 3.800 3.750
Slovakia EUR/SKK 36.17 36.70 36.00 36.60 36.30 36.00
GDP
Q2 2006 Q3 2006 Q42006 Q12007 Q22007 Q32007

Czech Rep. 6.2 54 4.7 4.5 4.7 5.0
Hungary 3.8 3.6 3.6 3.3 2.8 25
Poland 55 55 51 4.7 5.0 4.9
Slovakia 6.7 6.5 6.0 6.3 6.5 6.6

Inflation (CPl yly, end of the period)
Sep-06 Dec-06 Mar-07 Jun-07 Sep-07 Dec-07

Czech Rep. 2.7 2.7 3.0 29 3.3 3.7
Hungary 5.9 6.3 6.9 7.4 5.8 4.5
Poland 1.6 2.0 2.6 2.2 2.3 2.6
Slovakia 4.6 4.0 3.4 3.1 3.0 2.8
Current Account Public finance balance as % of GDP
as % of GDP (in ESA95 standards)

2005 2006 2005 2006
Czech Rep. 2.1 -3.0 Czech Rep. -3.6 -3.5
Hungary -7.0 -6.3 Hungary -6.1 -8.7
Poland -1.6 -2.0 Poland -2.9 -2.6
Slovakia -7.8 -6.5 Slovakia -2.9 -2.5
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CALENDAR
Period Reality Consensus  [Previous

Monday - October 30
09:00 HU | PPlyly September 06 9.0 9.7
09:00 HU | PPl m/m September 06 0.1 0.3

11:00 SK | T-bond auction 0.0%/ 2012
09:00 HU | Foreign trade (EUR mn), details August 06
15:00 SK |NBS Bank Board meeting 0 bps 25 bps
Wednesday - November 1
| 14:00 | CZ |State budget (CZKbn) | October 06 |
Thursday - November 2

09:00 SK | State budget (SKK hn)

October 06 -1.1 -5.1

12:00 PL |2Y T-bonds auction (bin PLN) 1.4 1.2
09:00 Z | Trade balance CZK bn September 06 7.5 5.0 -2.1
10:00 CZ |CNB Minutes 10/26/2006
Period CSOB Consensus  |Previous
Tuesday - November 7
09:00 CZ | Construction output yly September 06 6.8 6.4
09:00 HU | Industrial production yly, p September 06 8.1 8.5 9.0
HU | Public Budget Deficit, (HUF bn, YTD October 06 -1506.4 -1456.4
Wednesday -
09:00 CZ |CPIm/m October 06 -0.3 -0.2 -0.7
09:00 CZ |CPlyly October 06 15 1.6 2.7
09:00 CZ |Unemployment rate October 06 7.6 7.5 7.8
09:00 SK | Industrial output y/y September 06 14.0 12.7 13.7
09:00 SK | Construction output yly September 06 19.3 21.6
12:00 PL | 7Y floaters auction (bln PLN) 2.3 15
12:00 PL |12Y CPI linked bonds auction (bln PLN 0.5 0.0
Thursday - November 9
09:00 CZ |Industrial production yly September 06 5.6 8.0 7.4
09:00 HU | Foreign trade (EUR mn), p September 06 200.0 170.0 287.9
09:00 SK |Retail Sales yly September 06 8.2 7.5 8.0
09:00 SK |Real wage in industry yly September 06 1.3
09:00 SK |Employment in industry y/y September 06 -1.8
10:30 |SLO |PPlyly October 06 0.02 2.7
10:30 | SLO |Trade balance in mio EUR September 06 -100 -144
10:30 | SLO |Industrial Output yly September 06 0.07 10.9

11:00 HU | T-bond Auction (3-year)
11:00 HU | T-bond Auction (15-year
Friday - November 10

09:00 SK |CPI m/m October 06 0.1 0.1 -0.3
09:00 SK |CPlyly October 06 3.6 3.6 4.6
09:00 SK |Core inflation m/m October 06 0.0 0.0 -0.3
09:00 SK | Core inflation yly October 06 2.3 2.3 2.4
09:00 SK | Foreign trade (SKK bn) September 06 -2.1 -2.1 -4.4

14:00 HU | NBH Minutes

Monday - November 13

14:00 PL |Current Account EUR m September 06 -560 -610
14:00 PL |Trade balance EUR m September 06 -500 -453
09:00 CZ |PPI m/m October 06 0.2 -0.1 -0.2
09:00 CZ |PPlyly October 06 2.2 1.9 2.4
09:00 HU [CPlyly October 06 6.1 6.2 5.9
09:00 HU |[CPI m/m October 06 0.4 2.5
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09:00 | HU [GDP, p (y/y) Q3 2006 3.6 3.8
10:00 CZ | Current account (CZK hn) September 06 -5.0 -14.3

14:00 PL | M3 i/i October 06 13.0

Wednesday - November 15

09:00 CZ |Retail Sales yly September 06 6.1 6.0 6.8
09:00 HU | Industrial production yly, details September 06

09:00 SK | GDP flash estimate yly Q3 2006 6.5 6.6 6.7
09:00 SK |Unemployment % October 06 9.8 9.8
12:00 PL |[CPlyly October 06 1.4 1.6
12:00 PL |CPI m/m October 06 0.3 0.2
12:00 PL |5Y T-bonds auction (bin PLN) 1.5-2.5 2.0
14:00 PL |Budget Deficit PLN bn October 06 18.5 145

PL |5-year government bond

PL |11-year government bond
Thursday - November 16

09:00 HU | Wages (gross nominal, yly) September 06
09:00 SK |HICP yly October 06 35 3.3 4.5
14:00 PL |Wages yly October 06 5.5 5.2

(Figuresarein % and not seasonally adjusted: m/m-month on month rise; y/y-year on year rise; r-revised; p-preliminary)
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This non-exhaustive information is based on short-term forecasts for expected developments on the financial markets. CSOB cannot guarantee that
these forecasts will materialize and cannot be held liable in any way for direct or consequential loss arising from any use of this document or its
content. The document is not intended as personalized investment advice and does not constitute a recommendation to buy, sell or hold investments
described herein. Although information has been obtained from and is based upon sources CSOB believes to be reliable, CSOB does not guarantee
the accuracy of this information, which may be incomplete or condensed. All opinions and estimates constitute a CSOB judgment as of the data of the
report and are subject to change without notice.

¢ CESKOSLOVENSKA OBCHODNI BANKA , A.S. ¢ ¢ INVESTMENT RESEARCH ¢



