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mmm EUR/USD: 1.505 — 1.52 (shori-term)

The euro initially continued climbing versus the US dollar last
week, advancing to EUR/USD 1.515, its highest level since Au-
gust 2008. In reality, however, this is less about the strength of
the euro than it is about the weakness of the dollar. The very low
interest rates in the USA and investors’ stronger risk appetite are
making the dollar look rather interesting as a carry trade curren-
cy. One glance at the equity markets quickly reveals just how de-
pendent the EUR/USD rate is on the development of risk aversion.
For example, EUR/USD has always reached new intermediate
highs in recent months when the S&P 500 hit new peaks in its cur-
rent upward trend. The payment difficulties of the state fund Dubai

Exchange rate forecasts

Dec-09 Jun-10
EUR/USD 1.50 1.55
EUR/CHF 1.51 1.55
EUR/JPY 135 135
UsD/JPY 90 87
EUR/GBP 0.93 0.95
EUR/PLN 4.00 3.80
EUR/HUF 270 275
EUR/CZK 26.0 25.0
EUR/RON* 4.35 4.25
EUR/HRK* 7.45 7.40
EUR/RUB 42.86 42.74
USD/RUB 28.57 27.58
EUR/UAH 13.50 12.40
USD/UAH 9.00 8.00
EUR/TRY 2.22 2.25
USD/TRY 1.48 1.45
EUR/BYR 4125 4263
USD/BYR 2750 2750
EUR/BGN 1.96 1.96
EUR/ALL* 137.0 127.5
EUR/RSD 95.0 91.0
EUR/CNY 10.25 10.52
USD/CNY 6.83 6.79
EUR/BRL 2.63 2.79
USD/BRL 1.75 1.80
EUR/ZAR 10.65 10.70
USD/ZAR 7.10 6.90
EUR/KZT 225.00 232.50
USD/KZT 150.00 150.00

* under revision
Source: Thomson Reuters. Raiffeisen RESEARCH
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World in Dubai that emerged last week triggered
some uncertainty on the market, resulting in a signi-
ficant setback on the global stock markets as well as
sharp, temporary appreciation of USD versus EUR
to 1.485. As the markets then calmed down quickly,
however, EUR/USD rapidly advanced to 1.507
again. If there are no more episodes of bad news
such as Dubai World, the EUR/USD should head

mm Trading Ideas

FX

Recommen-
dation

Buy EUR/JPY

Source: Thomson Reuters, Bloomberg

Entry level
131.1

towards 1.52 again over the short term. Today's ISM
index and the labour market report on Friday should
not prevent a further depreciation of USD. In respect
of both of these, we expect results to be in line with
expectations at least.

Analyst: Jérg Angelé
joerg.angele@raiffeisenresearch.at

Carry
(ann. %)

Target
level
185

Recently closed trades

Recommendation Entry level Close level Comments
Sell GBP/USD 1,643 1,675 Stopped Out

Buy EUR/CHF 1.5097 1.515 Closed Early

Buy EUR/JPY 131.1 133.1 Closed early

Buy EUR/USD 1.4364 1.425 Stopped Out

Sell EUR/JPY 135 131.9 Closed early

Buy EUR/USD 1.483 1.4826 Closed early

Sell EUR/PLN 4.22 43 Stopped out

Source: Thomson Reuters, Bloomberg

Note: This list contains only the strongest trading ideas for the markets that we cover. Therefore not every market
forecast that implies a buy recommendation is also listed as a trading idea!l Trading ideas may also differ from
our quarterly forecasts, as the time horizon can be different. The time horizon of the trade is at least two weeks,
but not more than 3 months.

x Raiffeisen
RESEARCH
RZB Group




EUR/CHF: 1.508 — 1.51 (December)
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As discussed here last week, the franc finally woke
up from its slumber. During the last few days, the
EUR/CHF rate has seen the most severe moves since
the last market intervention by the Swiss National
Bank (SNB). It is, however, unclear if this was trig-

gered by SNB intervention again. In early morning
trading in the Far East EUR/CHF broke through the
level of 1.508 which has been defended by the SNB
for several months now, but this development was fol-
lowed by a strong, albeit brief countermove to over
1.51. Llooking at the statistics, the SNB's currency
reserves only increased modestly following the latest
inferventions. It appears that the SNB is no longer
dead-set on actively weakening the franc. It looks
more like the SNB is interested in maintaining the
level of 1.51. In this regard, it will be interesting to
watch the next SNB rate-setting meeting on 10 De-
cember. We expect that Switzerland’s central bank
will come out in favour of continuing its intervention
on the currency markets. For EUR/CHF, this would
mean a tightly restricted sideways movement around
1.51, limited at 1.50 on the lower end. Without in-
tervention by the SNB, the franc would be trading at
1.48 to the euro.

Analyst:Ingo Jungwirth
ingo.jungwirth@raiffeisenresearch.at

EUR/JPY: 131.1— 135 (December)
USD/JPY: 87.1 — 90 (December)
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Last week the yen continued to appreciate against
the US dollar, similar to previous weeks. What was
different, however, was the level that was reached:
at USD/JPY 85, the yen has not been so strong
against the dollar since 1995. Obviously, this is not
a welcome development in light of Japan’s strong de-

pendence on exports and the present problems with
deflation. The main factor behind the appreciation of
the yen against the dollar was the new distribution of
roles in the currency markets resulting from the finan-
cial crisis. The US dollar has taken over the yen's role
as a funding currency and has depreciated against
the yen due to carry trades, as risk appetite has im-
proved. Hence, the strength of the yen is really the
weakness of the US dollar. The only movements in
yen stemming from risk aversion are those registered
vis-a-vis the euro.
Over the long term (through to early 2011), the in-
terest rate outlook for the Bank of Japan is extremely
clear: Japan is stuck in a period of deflation which
should not be underestimated and thus will not be
able to increase interest rates in 2010. Accordingly,
any interest rate hikes by the ECB or the Fed will lead
to a significantly weaker yen. Due to what we see as
being a temporary reaction of EUR/JPY to the events
related to Dubai World, we open a shortterm trading
recommendation. Trading |dea Buy EUR/JPY: Open:
131.1; Target: 135; Stop: 127.5;
Analyst:Ingo Jungwirth
ingo.jungwirth@raiffeisenresearch.at
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EUR/GBP: 0.913 — 0.93 (December)
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In the last few days, the pound continued the depre-
ciation trend from the previous week, hitting 91.8
pence to the euro on Tuesday, the highest level in a
month.

Last Wednesday’s upward revision of Q3 GDP from
-0.4% qoq to -0.3% qoq was anticipated by the mar-

ket and thus had no supportive effect for GBP. By
contrast, the events related to the payment difficulties
of Dubai World and the ensuing uncertainty on the
market resulted in a strong depreciation of the pound
versus the Euro and the US dollar. The UK’s currency
suffered in particular on worries about major exposu-
res of British banks in the Arab world.
Despite the relatively quick return to calm, the pound
remained under pressure on Monday due to the un-
expected decline in UK consumer confidence and the
growth rate for M4 money supply, which fell consi-
derably short of the Bank of England's target, despite
the QE measures. The monthly decline of GBP 0.6 bn
in net consumer credit was also the biggest fall since
records began.
Following today’s publication of the manufacturing
PMI, which was significantly lower than market ex-
pectations, the PMI results for the service sector may
also bring unpleasant surprises. With this in mind,
we expect further weakening of the pound versus the
euro over the short ferm.
Analyst: Julia Neudorfer
julia.neudorfer@raiffeisenresearch.at

EUR/HUF: 272.7 — 270 (December)

290

285

280

275 IH A
el Dﬁ " Pt

260 ‘ ‘ ‘ ‘ ‘
15-Oct  24-Oct  02-Nov  11-Nov  20-Nov  29-Nov

Source: Thomson Reuters

With the renewed rise in risk aversion due to the
events in Dubai the forint came back above EUR/
HUF 270. Economic data from Hungary continues
to have limited effects as the focus of investors re-
mains on events in the established markets. We stick
to our projection that the EUR/HUF will remain in a
volatile sideways move at 270 until year end 2009.
Only in 2010 due we see rising chances of a more
pronounced weakening in the first quarter. Reasons
should be falling leading indicators in the establis-
hed markets as well as political uncertainty due to
the elections.

Analyst: Wolfgang Ernst
wolfgang.ernst@raiffeisenresearch.at
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EUR/CZK: 26.05 — 26.0 (December)
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Due to a renewed spike in global risk aversion, the
Czech koruna (CZK) weakened to a 1-month low last

week and was traded above the 26.0 level at the be-
ginning of this week. The flash estimate for industrial
output in October beat market expectations with the
year-on-year drop in production reaching only 7.3%.
The revival of external demand and an improving sen-
timent indicate a further mild recovery over the next
months. Together with the higherthan-expected GDP
growth reported for Poland - plus 1.7% yoy instead
of expected 1.3% - this might support the CEE curren-
cies. However, the global market sentiment remains
the main driver for the CZK. This week’s calendar
is full with important dates in this respect, including
the ECB’s monetary policy meeting and new data
from the US labour market. We maintain our Decem-
ber target for the CZK at 26.0 against the Euro. For
2010 we foresee a return to the koruna’s fundamen-
tal long-term appreciation trend.

Analyst: Walter Demel

walter.demel@raiffeisenresearch.at

EUR/RON*: 4.256 — 4.35 (December)
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After depreciating in October mainly on the back of
domestic political turmoil, the leu embarked on a mild

appreciation trend in November and recovered a
large part of the losses. EUR/RON is now trading at
around 4.27, close to the level from the beginning of
October. In November, we raised the exchange rate
forecast for the year-end and for 2010, based on the
increasing political instability and the related risks
to agreements with international institutions. Howe-
ver, improvement in economic fundamentals (sharp
adjustment of the current account deficit, decrease
in shortterm external debt), the high level of interest
rates and the expected support from the central bank
should help RON to avoid depreciation. With the
second round of presidential election to take place
next Sunday, there are chances that the political tur-
moil will calm down. According to the latest opinion
polls, the odds to win are roughly 50/50 for the two
candidates (Traian Basescu and Mircea Geoana).
Analyst: Martin Stelzeneder
martin.stelzeneder@raiffeisenresearch.at
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EUR/HRK*: 7.308 — 7.45 (December)
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Last week, trading on the domestic FX market was
relatively calm, with low volumes and EUR/HRK
between 7.31 and 7.33. Since both supply and
demand for euros were balanced almost the entire
week, EUR/HRK did not reflect much change. At the

beginning of this week there were some mild appre-
ciation pressures on kuna. Last week, the domestic
money market was strongly influenced by the high
liquidity. Therefore, there was no need for the CNB
to undertake a reverse repo auction, for the sixth con-
secutive week. Furthermore, the ZIBOR (at all maturi-
ties) stayed at this year's lowest levels, while Tw and
Im ZIBOR are at their historically lowest level.

In the week ahead, we expect EUR/HRK to continue
rising supported by high liquidity, low interest rates
and substantial demand for euros. At a monthly level,
we stick with our previous appraisal that depreciation
pressures on kuna should prevail. On the domestic
money market we expect to see more strong liquidity
in the system, low interest rates and, once again, the
absence of a reverse repo auction. Since the CNB
removed the obligation of banks to subscribe CNB
bills at 0.25% interest in the case of credit growth
exceeding 12% yoy, the system will be enriched by
HRK 137 mn in the week to come.

Analyst: Martin Stelzeneder
martin.stelzeneder@raiffeisenresearch.at

EUR/RUB: 43.94 — 42.86 (December)
USD/RUB: 29.17 — 28.57 (December)
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The rouble rally crashed last week, following bad
news from Dubai regarding the government plan to
restructure the debts of Dubai World and ask cre-
ditors for debt payment suspension. Profittaking hit
both the rouble market and equities.

We see little reason for any close correlation between
the Middle East and the Russian market. Perhaps in-

vestors used the Dubai news as an excuse for profit-
taking, which was quite overdue since the Russian
market had rallied without many fundamental rea-
sons in the recent past. The rouble plight was me-
rely collateral damage in the wake of the increasing
risk aversion. Investors keen on selling EM risk and
purchasing risk-free assets like US Treasuries also
hit the rouble. Yet, after the first reaction wore off,
the rouble market stabilised at marginally stronger
levels on Monday. The rouble basket rate firmed from
35.84 last Friday to 35.75 early Monday.
We see rouble volatility going hand in hand with the
Dubai market situation and generally weaker investor
appetite for EM risk in this situation. Consequently,
we expect the rouble to trade above 35.50 to 35.80
against the dual currency basket and possibly move
to a weaker level depending on the development of
the Dubai story. Fundamentally, the rouble remains fit
for appreciation based on the improving balance of
payment statistics and the influx of portfolio capital
into the country. Therefore, the current rouble wea-
kness may offer a good entry point for speculative
investors.
Analyst: Gintaras Shlizhyus
gintaras.shlizhys@raiffeisenresearch.at
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EUR/UAH: 12.02 — 13.50 (December)
USD/UAH: 7.99 — 9.00 (December)
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The Ukrainian hryvnia was able to manage some
more modest appreciation last week, strengthening
from USD/UAH 8.09 to 8.00 and from EUR/UAH
12.11 to 12.03.

Last week according to currency traders the Ukraini-
an central bank made purchases on the FX market
again for the first time in several months (up to then
it had to sell off its currency reserves). On the one
hand, this was made possible by capital inflows (re-
capitalisation of foreign banks, funds repatriated for
the election campaign) and on the other it is very
likely that net household demand for FX declined
again in November. A positive impact was also felt
in the wake of the agreement between Ukraine and
Russia on gas deliveries. Russia has foregone puniti-
ve payments due to gas deliveries which were lower
than contractually agreed.

On the other hand, the current suspension of disbur-
sal of the fourth IMF tranche of USD 3.5 bn and the
related precarious situation in public finances conti-
nue to be a problem.

Analyst: Andreas Schwabe
andreas.schwabe@raiffeisenresearch.at

EUR/TRY: 2.277 — 2.22 (December)
USD/TRY: 1.513 — 1.48 (December)
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As we expected, the lira held firm throughout No-
vember at 1.48-1.50 to the US dollar. But the bad
news about Dubai’s financial problems sent the lira
lower in the last week of November. Since Turkey
belongs to the Middle East group of countries, we
assume investors were cross selling risk of Turkish lira
on the Dubai news.

Fundamentally Turkey remains a mixed bag. On the
one hand, the Turkish private sector happened to be
far less leveraged in comparison with similar EM risk
profile countries. On the other hand, the deep econo-
mic recession has led to substantial fiscal loosening
by the government, triggering concerns about the
health of public finances. The lack of an IMF agree-
ment also adds risk to the Turkish risk profile.

The central bank remains on the easing “offensive”
which has already resulted in 850bp of rate cuts in
2009. Yet, the already low lira rates and growing
risk of fiscal slackening might force the bank to stop
the easing cycle early next year. In this regard, we
see fewer opportunities in lira debt and litfle reason
for lira appreciation. Since the lira is prone to global
and ME risks, we project that the lira will remain in
the area of 1.50-1.55 to USD until the end of 2009.
We see maximum upside potential for the lira being
capped at 1.48, whereas downside risk might be in
the area of 1.60 to the greenback.

Analyst: Gintaras Shlizhyus
gintaras.shlizhys@raiffeisenresearch.at

x Raiffeisen
RESEARCH 5
RZB Group




EUR/BYR: 4189 — 4125 (December)
USD/BYR: 2782 — 2750 (December)

2800

2780

M
M
NJ

2700 . . . . .
06-Oct  16-Oct  26-Oct 05-Nov 15-Nov  25-Nov

Source: Thomson Reuters

The improving inflation outlook allowed the Natio-
nal Bank to lower the key refinancing rate by 50bp

to 13.5% from 1 December 2009. Expectations of
monetary easing triggered further gradual depre-
ciation of the local currency, which resulted in BYR
weakening by another 2.4% to the currency basket
in November. Thus, after the one-off devaluation in
January 2009, the value of the national currency
dropped by 5% to USD, by 13% to EUR and by 6%
to RUB, but is still within the official band of +10%
versus the currency basket (+7.95%).
We believe the deficitfree budget targeting accor-
ding to the IMF recommendations will force the Mi-
nistry of Finance to continue with its rather tight fiscal
policy until year-end. Fiscal tightening coupled with
an additional USD 700 mn expected from the IMF
this December might ease pressures on BYR some-
what. Accordingly, we feel that the National Bank
could still allow some appreciation and keep our pre-
vious forecast of USD/BYR 2750 for year-end.
Analyst: Andreas Schwabe
andreas.schwabe@raiffeisenresearch.at

EUR/BGN: 1.956 — 1.96 (Currency Board
pegs BGN to EUR)
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The Bulgarian economy contracted by 5.8% yoy in
Q3 2009 (after -4.9% yoy in Q2 and -3.5% yoy). In
the first nine months of 2009, real GDP contracted
by 4.8% yoy (compared to 7.0% growth in the same

period of 2008). Consumption plunged by 10.6%
yoy in Q3, from a 3.7% drop in Q2 as banks curbed
lending. Industrial output shrank 10% yoy, after a
7.2% contraction in the previous quarter, while servi-
ces dropped 5.7% yoy from a 1.4% yoy rise in Q2.
Agriculture edged up 3% yoy. While exports shrank
13.2% yoy in Q3, imports contracted by 28.7%
yoy. Investment shrank by 22.9% yoy after dropping
16.3% yoy in Q2 2009.

According to the Ministry of Finance, the economy
may shrink by less than the 6.3% yoy expected for
this year. The new centre-right government forecasts
a 2% decline in 2010 and the IMF puts the contrac-
tion at 2.5% yoy. The government has already slas-
hed budget spending by 15% and announced mea-
sures to boost revenues. It has approved austerity
measures for 2010 to achieve a balanced budget
and avoid possible pressure on the currency peg to
the euro.

Analyst: Martin Stelzeneder
martin.stelzeneder@raiffeisenresearch.at
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EUR/ALL*: 138 — 137 (December)
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Source: Thomson Reuters

According to the Ministry of Finance, the Albanian
economy will grow 5% yoy this year and 6.5% yoy

in 2010 (after real GDP growth of 8% yoy in 2008).
Average inflation may advance from 2.3% projected
for 2009 to 3.0% in 2010. The current account de-
ficit should narrow to 12.2% of the projected GDP
(14.2% of GDP is forecasted in 2009). The govern-
ment is targeting a budget deficit of 6.4% of GDP in
2009 and 3.9% of GDP in 2010.

European Union ministers agreed to proceed with
Albania’s application for entry to the European
Union. The European Commission is due to prepare
an assessment of Albania’s readiness to start mem-
bership talks. If it is allowed to start the talks, Al-
bania will become an official candidate. In 2006,
Albania signed a Stabilisation and Association Ag-
reement with the EU, the first formal step towards EU
membership.

Analyst: Martin Stelzeneder
martin.stelzeneder@raiffeisenresearch.at

EUR/RSD: 94.81.44 — 95.0 (December)
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RSD depreciated mildly in the previous month, wea-
kening by 1.27%. The rate started the month at
93.56 and reached 94.76 by the end of the month,

which caused the middle NBS rate to hit EUR/RSD
94.8, for first time since mid-May. Depreciation pres-

sures on the dinar came principally from the corpo-
rate sector, mainly as a result of a relatively high pro-
portion of external debt maturing in the final quarter
of this year, in addition to NBS slashing the key rate,
by an additional 100bp, to 10%. The decision fol-
lowed successful realisation of the third IMF review
of the country’s stand-by-deal, but was also based
on lower inflationary pressures. Data on retail prices
came in at 9.2% yoy in November and 10.3% ytd.
In recent months, CPI movement was quite similar to
the RPI, so we reckon that CPI (data to be released by
15 December) will exhibit the same trend, remaining
closer to the lower band of the NBS targeted range
6%-10%. On the domestic FX market, we do not ex-
pect to see drastic changes, but rather a continuation
of the mild volatility in the EUR/RSD rate. Hence, the
rate could hover in a range between 93.5 and 95.5.
Taking a monthly view, we confirm our previous pro-
jection (95.0 for the year end) as further deprecia-
tion pressures on the dinar should slowly diminish.
Analyst: Martin Stelzeneder
martin.stelzeneder@raiffeisenresearch.at
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EUR/CNY: 10.278 — 10.25 (December)
USD/CNY: 6.826 — 6.83 (December)
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China’s currency authorities are under pressure
again: along with the USA, there are also louder

and louder voices in Europe calling for appreciation
of the yuan. The EU is now China’s largest trading
partner, absorbing 20% of China’s exports. At the
same time, China is displeased with the increasing
number of trade restrictions.
In the Asian countries, the unrest triggered by the
payment deferral by Dubai World and Nakheel has
setled down again. Hong Kong announced that
the exposure of its banking sector only amount to
0.39% of total assets. According to Chinese officials,
so far no banks there have reported any exposures
in Dubai World. There were only a few real estate
companies which were involved in projects in United
Arab Emirates. Measured by NDFs, this has not had
any effect on the expectations of appreciation: at a
one-year horizon, appreciation of about 3.0% to the
USD is anticipated, and this is roughly in line with
our forecasts as well.
Analyst: lydia Kranner
lydia.kranner@raiffeisenresearch.at

EUR/BRL: 2.643 — 2.63 (December)
USD/BRL: 1.755 — 1.75 (December)
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The individual data on industrial production and re-
tail sales for @3 2009 indicate that GDP expanded
by about 1.9% on the previous quarter. The positive
news from the labour market and the related good
growth figures for credit also suggest that econo-

mic growth will be very positive in 2010 as well.
In terms of inflation, we are now expecting modest
rises again, but these should easily remain within the
central bank’s target range. We expect that the Bra-
zilian central bank will begin to increase the key rate
in June again, thanks to positive economic growth
and capacity utilisation which is once again ap-
proaching its old highs. All of the facts are pointing
to more positive development for the Brazilian real
(BRL). Moreover, capital flows — in the form of both
portfolio and direct investment — are also driving ap-
preciation. In order to relieve some of the pressure
on the currency, the government introduced a tax on
financial transactions, and there is a risk that even
stronger measures may be taken to arrest the strong
appreciation of the currency. In our view, however,
the real will weaken again anyway in Q1 2010 as
we expect that sentiment on the financial markets will
deteriorate due to the uncertain fundamental outlook
for the developed economies. This should lead to a
temporary weakening of BRL.

Analyst: Josef Wolfesberger

josef.wolfesberger@raiffeisenresearch.at
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EUR/ZAR: 11.080 — 10.65 (December) rate of growth was 0.9%. Hence, it appears that the
USD/ZAR: 7.358 — 7.10 (December) recession in South Africa has come to an end. The
main drivers of this positive growth were the con-

8.40 struction industry and public investment, which are
8.20 profiting from the construction contracts related to the
World Cup in 2010. The rate of increase in consu-

8.00 mer prices dropped to 5.9% in October, bringing it

‘ inside the central bank’s targeted range of 3-6% for

7.80 *
‘ the first time in two years. Despite the good news on

760 l{ {M H“ | the economic front, exchange rate volatility remai-
7.40 “H‘ ‘ ‘““" “ id W‘ ned very high. This was due in part to the problems
790 in Dubai related to suspension of payments, accom-
' panied with a general rise in risk aversion. Calm has
7.00 ‘ ‘ ‘ ‘ since returned to the financial markets, but we still
21Oct  30-Oct  08Nov 17Nov  26-Nov expect that USD/ZAR volatility will remain at eleva-
ted levels. With an eye to the first quarter, we project

Source: Thomson Reuters USD/ZAR moving sideways at 7.35.
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