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Downside risks inside the (whole!) Eurozone:
The “core” Eurozone not AAA anymore

B Major downside surprises on the
rating front in the Eurozone
Peripherals (EA Peripherals) ...

... and up to a certain extent also in
the core Eurozone countries, which are
no “AAA” anymore

CE: PL, CZ SK, HU, SI, SEE: BG, RO, HR, CIS; RU, UA, BY
EA Peripherals: ES, IT, PT, IE
Source: S&P, Raiffeisen RESEARCH
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Risk repricing in Europe: % Raiffeisen Bank

Upward trend for all - Peripherals on the top International
5-year sovereign CDS premia (bp) 5-year sovereign CDS premia (bp)
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What risk is currently repriced in Europe?
Is it the FISCAL? Yes and No!

Public debt level
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Change public debt level (2011-2013)

x Raiffeisen Bank

International

Change public debt level

30
IE
25 '
Avg. 2012 “Core
20 EA" CDS spread
£
o15
o
ES
> 0 /. PT
‘q::]O
o
05 R BG
CZ. T ¢Sl
K0 1000

0 P RO 0

DE§” HU
5 )

PL

-10 T T T T T T T |

0 100 200 300 400 500 400 700 800

Cbonds Conference, 13./14. Sep 2012

Avg. CDS spread 2012



What risk is currently repriced in Europe? % Raiffeisen Bank

Double deficit (% of GDP, 2004-2009)

Is it the (external) FINANCING? Possibly yes International
Pre-crisis double deficits 12 Post-crisis double deficits
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What risk is currently
Is it the longer-term GROWTH? Possibly yes

B “Eurozone-Peripherals” as “ill-prepared”

repriced in Europe?

members in a therefore “suboptimal”

currency aread

m “Suboptimal currency area trap” major
driver of current risk repricing in Europe
(for the “Core” and “Periphery’!) ....

... s0 think twice whether you are
willing and able to enter the club and do not

enter prematurely Il

- Entering Eurozone is about joining a
monetary union with Germany! (at leqast

up to now)

- Markets are pricing a few CEE sovereign
credits fairly close to the “Core EA”

Raiffeisen Bank
International
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Pre- & post-crisis growth
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CEE markets - the new AAAs? %¢| Raiffeisen Bank
But do not enter EMU too early! International
B “Economic Distance” scores Correlation GDP growth vs. ,core” EA
based on GDP data (2000-2012) 1,0
vis-a-vis the “core” EA only in the o
CE-3 countries below the levels in 07 |
the “Peripherals” 06
0,5 4
04 -
B Most other CEE countries (although gé:
current EMU members Sl and SK) 01 -
0,0 -

at least as distant to the “core” EA
than “Peripherals”

1000
1/2
1 2 2 100
sIdGDPC ’
EconD = + 11— corr

GDP stdGDP GDP & GDP )
coreEMU c coreEMU

10

EconDape = Economic Distancecnr, tdGDF: = standard deviation of GDF growth in a country, tdGDProreEMI
= average standard deviation af GDF growth in the core EMU countries, corrGOPc&G0EaxsEMI = cogfficient of
correlation between GDP growth in a country and average GDFP growth inthe core EMU countries
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ES GR IE T PT BG CZ HR HU PL RO Core
EA*

“Economic Distance“ GDP growth (log. scale)

ES GR IE PT BG CZ HR HU PL RO

Source: Raiffeisen RESEARCH
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CEE markets - the new AAAs? % Raiffeisen Bank

But do not enter EMU too early! International
[ ] “Economic Disfqnce" scores based ]OCorreIaﬁon inflation vs. ,.core” EA
on CPI data (2000-2012) vis-a-vis 09 -
the “core” EMU above the levels in 08
the “EMU-Peripherals” in nearly all o
CEE countries 05-
0,4
0,3 1
B Current EMU members Sl and SK 021
even more distant to the “core” o
EMU thn fhe “EMU_Peripherqls" ES GR IE IT PT BG CZ HR HU PL RO ICEer
“Economic Distance” inflation (log. scale)
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10
EconDrpr= Economic Distancerpy stdCPL = sza}:darddmaanwmfc}’f in a country, stdCPLorsEMI = average
CPI standard deviation in the core EMU countries, Correprectlors My = cogfficient of correlation between CPI
in a country and the average CFI in the core EMU countries
1

ES GR IE PT BG (ov4 HR HU PL RO
Source: Raiffeisen RESEARCH
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CEE markets - the new AAAs?
CEE markets needs flexibility!

“Economic Distance* GDP+inflation (log. scale)
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Source: Raiffeisen RESEARCH

B Overall “Economic Distance” to the
“core” EMU only in the CE-3 countries
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“Economic Distance“ GDP+inflation 2002-12 (log. scale)
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the “EMU-Peripherals”

Sl GDEcareEMy = average standard deviation of GDF growih in the core EMU countries, cormGDP&GDEmmEMT =
cogfficient af correlation between GDF growth in a country and average GDF growth in the core EMU
countries, stdCPL = standard deviation CFIin a country, stdCE oMty = average CPI standard deviation in the
core EMU countries, corroPhecPlaEM = cogfficient of correlation between CPIlina country and the average
CPI in the core EMU countries
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CEE markets - new AAAs the “Swedish way"?
Local currencies to stay for longer timel!

M Structural divergence to
the “core” EMU (taking
GDP growth, CPI trends,
current account position
and wealth level into
account) even in the CE-
3 countries above the
levels in the “EMU-
Peripherals”

M Increase of structural
divergence in Eurozone
“Peripherals” inside the
Eurozone, vs. trend
development in CE-3!
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Structural divergence (GDP+inflation+C/A+GDP p.c.)
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SiDp = Structural Divergence scorve I, GDP, = GDFP growthin a country, GDPrarsEMi; = average GDFP growih
in the core EMU countries, CPI; = CFI ina country, CPlLarsgny = average CFI in the core EMU countries, CAg.
= current account balance in a country, CdeoreEMU = average current account balance of the core EMU
countries, (FDPpg. = GDP per capitaat PPP of a country, GDPpGonEMU = average GDP per capita ai PPFP in
the core EMU countries

(] /4 *(GDPpCC - GDPpc
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CEE markets — No front-loaded
EMU enlargement

Eurozone enlargement outlook: Expected ERM-Il and EMU entry dates*

Likelihood of entering ERM-Il in a specific year Other
2012 2013 2014 2015 2016 2017 2018 2019 2020 outcomes
Poland 0% 0% 5% 30% 25% 20% 10% 5% 0% 5%
Hungary 0% 0% 5% 5% 5% 10% 15% 20% 20% 20%
Czech Republic 0% 0% 3% 15% 6% 2% 3% 25% 6% 40%
Bulgaria 0% 15% 45% 20% 10% 5% 5% 0% 0% 0%
Romania 0% 0% 5% 35% 45% 10% 0% 0% 0% 5%
Croatia 0% 0% 0% 10% 50% 25% 5% 5% 5% 0%
Likelihood of entering EMU in a specific year Other
2012 2013 2014 2015 2016 2017 2018 2019 2020 outcomes
Poland 0% 0% 0% 0% 5% 30% 35% 15% 10% 5%
Hungary 0% 0% 0% 0% 5% 5% 5% 10% 15% 60%
Czech Republic 0% 0% 0% 0% 0% 3% 15% 15% 0% 67%
Bulgaria 0% 0% 0% 15% 35% 35% 5% 5% 5% 0%
Romania 0% 0% 0% 0% 10% 25% 40% 15% 5% 5%
Croatia 0% 0% 0% 0% 0% 5% 30% 40% 20% 5%

* Dates with the highest likelihood marked in red
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CEE markets - Local currencies to stay for Raiffeisen Bank
longer time! Kl international

- Business implications:
B FX markets, FX business/risks and LCY bond markets will stay for longer

B Developing LCY bond markets gains in attractiveness for sovereigns,
banks, investors

B Investors can at least ride on 1-2 more monetary policy cycles

B Some “high quality” CE currencies with potential to strengthen their role
as “niche currencies”

Chbonds Conference, 13./14. Sep 2012 12
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Many thanks for your attention!

Any questions? Happy to discuss!

Gunter Deuber

Director, Head of CEE Research

Raiffeisen Bank International AG, Vienna
E-mail: gunter.deuber@rbinternational.com
+43-1-71707-5707
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If you like it more practical-oriented ...
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Eurozone membership revisited in CEE

® Entering European Monetary Union [BMU) out of fashion in CEE, no EMU
entry may toke place in the next 35 years

W Cautious EMU eniry strategies warranted from fundamental paint of view
ond taking recent setbacks inside the EMU info account

W Most EMU condidotes from CEE ot least as distant from/close to “core™
Evrozone than current EMU Peripherals based on several indicators.

® Postpaned EMU entry with important implicafions for Finandal markets

Sustainable degree of nominal and real convergence in-
dispensable

Ever: if o candidais iz ohle b fulfi the nominal Mansiricht snlry creria of cne
[paird in fma, sntsring fie Europsan Menetary Union [EMU) ar Eurs Area [EA) iz
ok always cn apfimal siraisgy af every paint in fime. Thers iz wHicient svidence
#hod both o aushinable degree of nominal and real convergence viséwis the o
called "cors” Eurozone countries [s.g. Garmany, Nefedands, Auttria, Francs|
are indispanzable befors joining EMU. This cipect is in Fhe mutual interest of
avery currant and futurs EMU member. The basic undertianding that both nomi-
nal and real convergence do matter iz crucial for CEE. Recent crisis years putan
and ba the credit ond demanddriven boom-bust cyclas in many CEE countriss.
Hence, zame CEE countrie: came claser o the EML in terms of filfiling the hard
but unsophisticolad nominal Moaziricht enfry criteria — of leazt ot one point in
fime.

Howaver, if o candidate couniry doe: not come up with o udainable level of rsal
convargance, joining he EMU could bacome o costly enterprize. ECB's manstary
‘palicy sancs in porficular - for he most part delermined by the “care” EML mem-
bers —may hurn out a3 inapgropriate. Mareaver, in the obeence of basic ool fie.
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If you like it more academic ...

Economic Distance and Divergence in Europe -
When Central and Eastern Europe (CEE) will be able
to join EMU?

Gunter Deuber and Stephan Csaba Imre®

I. Introduction

Recent adverse developments inside the European Monetary Union (EMU) have
shown the imperative need of a sufficient degree of real economic convergence
in order to secure the sustainability of nominal convergence in EMU member
countries. It also became evident that a sustainable degree of nominal and real
convergence before joining EMU is in the mutual interest of every current and
futwre EMU member state. Otherwise the centralised monetary policy of the
European Central Bank (ECB) may tum out as inappropriate. The absence of
monetary and nominal exchange rate flexibility as tools to stabilise the domestic
economy in case of economic shocks can cause a challenging situation in EMU
membors without a sufficient degree of nominal and real convergence. These
lessons learned are of importance for all remaining EMU candidates, most of
them being current or future EU memmbers located in Central and Eastern Europe
(CEE).

From a conceptual point of view EMU membership represents a complex
trade-off between several costs and benefits, while a distinction should be made
between the initial conditions. This holds especially true with regards to the
monetary and exchange mte regimes before EMU accession — i.e. whether an
EMU candidate runs 4 currency board or floating exchange rate regime — but
also to the degree of indebtedness in foreign currency (FCY). Moreover, an
EMU entry is associated with more complex oppormnity costs apart from one-
time logistical costs or the risk of an improper fixing of the conversion rate to
the EUR. Firstly, entering EMU entry automatically asks for a decreasing room

*  (Gunter Déuber is Head of CEE Research in the E les and Financial Markets Re-
imhdmmmumamsmtmmmhvmﬁmmxm?mdnwu
e tha contribution “Making multi-speed European sconomic and monetary integration
work™ in this edited volumc). Stephan Ciaba Impe is economist in the CEE Research
team at Raiffeisen Bank International in Vienna Prior to this engagement he worked for
the German DZ Bunk AG in the Economic Research team im Budapest/Hungary aad for
jocal medin in Hungary. The views presented in the article in hand do reflect personal
vizws of the authors and not pocessarily reflect the views of any of the instintions men-
tioned previously.
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DISCLAIMER

This document does not constitute an offer or invitation to subscribe for or purchase any securities and neither this document nor anything contained herein shall form the basis of any contract or commitment
whatsoever. This document is being furnished to you solely for your information and may not be reproduced or redistributed to any other person. Any investment decision with respect to any securities of the
respective company must be made on the basis of an offering circular or prospectus approved by such company and not on the basis of this document. RBI may have effected an own account transaction in any
investment mentioned herein or related investments and or may have a position or holding in such investments as a result. RBI may have been, or might be, acting as a manager or co-manager of a public offering of
any securities mentioned in this report or in any related security. Information contained herein is based on sources, including annual reports and other material which might have been made available by the entity
which is the subject of this document. RBI believes all the information to be reliable, but no representations are made as to their accuracy and completeness. Unless otherwise stated, all views (including statements
and forecasts) are solely those of RBI and are subject to change without notice.

Investors in emerging markets need to be aware that setflement and custodial risk may be higher than in markets where there is a long established infrastructure and that stock liquidity may be impacted by the
numbers of market makers which may therefore impact upon the reliability of any investments made as a result of acting upon information contained in this document. Special regulations for the Republic of Austria:
This document does not constitute either a public offer in the meaning of the Kapitalmarktgesetz (,KMG") nor a prospectus in the meaning of the KMG or of the Bérsegesetz. Furthermore this document does not
intend to recommend the purchase or the sale of securities or investments in the meaning of the Wertpapieraufsichtsgesetz. This document shall not replace the necessary advice concerning the purchase or the sale
of securities or investments. For any advice concerning the purchase or the sale of securities of investments kindly contact your RAIFFEISENBANK. Special regulations for the United Kingdom of Great Britain, Northern
Ireland (UK) and Jersey (Channel Islands): this publication has been either approved or issued by Raiffeisen Bank International AG (RBI) in order fo promote its investment business. RBI London Branch is authorised by
the Austrian Financial Market Authority (FMA) and subject to limited regulation by the Financial Services Authority (FSA). Details on the extent of the London branch's regulation by the Financial Services Authority are
available on request. This publication is not infended for investors who are Retail Customers within the meaning of the FSA rules and should therefore not be distributed to them. Neither the information nor the opinions
expressed herein constitute or are to be construed as an offer or solicitation of an offer to buy (or sell) investments. RBI may have effected an Own Account Transaction within the meaning of FSA rules in any
investment mentioned herein or related investments and or may have a position or holding in such investments as a result. RBI may have been, or might be, acting as a manager or co-manager of a public offering of
any securities mentioned in this report or in any related security. The RBI Jersey marketing representative office is not regulated by the Jersey Financial Services Commission as it does not perform any financial services
activity in Jersey as defined by the Financial Services (Jersey) Law 1998 (FSJL).

SPECIFIC RESTRICTIONS FOR THE UNITED STATES OF AMERICA AND CANADA: This research report may not be transmitted to, or distributed within, the United States of America or Canada or their respective territories or
possessions, nor may it be distributed to any United States person or any person resident in Canada, unless it is provided directly through RB International Markets (USA) LLC, a U.S. registered broker-dealer (‘RBIM’), and
subject to the terms set forth below.

SPECIFIC INFORMATION FOR THE UNITED STATES OF AMERICA AND CANADA: This research report is intended only for institutional investors and is not subject to all of the independence and disclosure standards that
may be applicable to debt research prepared for retail investors. This report has been provided to you through RB International Markets (USA) LLC, a U.S. registered broker-dealer (‘RBIM') but has been prepared by
our non-U.S. affiliate, RAIFFEISEN RESEARCH (‘RR’). RBIM accepts sole responsibility for its content. Any order for the purchase or sale of securities covered by this report must be placed with RBIM. You may reach RBIM
at 1133 Avenue of the Americas, 16th Floor, New York, NY 10036, 212-600-2588. This research has been prepared outside the United States by one or more analysts who may not have been subject to rules regarding
the preparation of reports and the independence of research analysts comparable to those in effect in the United States. The analyst or analysts who prepared this research (i) are not registered or qualified as
research analysts with the Financial Industry Regulatory Authority (FINRA) in the United States and (ii) may not be associated persons of RBIM and therefore may not be subject to FINRA regulations, including
regulations related to the conduct or independence of research analysts.

The opinions, estimates and projections contained in this report are those of RR only as of the date of this report and are subject to change without notice. The information contained in this report has been compiled
by RR from sources believed to be reliable but no representation or warranty, express or implied, is made by RR or its affiliated companies or any other person as to the report’s accuracy, completeness or correctness.
Those securities that are not registered in the United States may not be offered or sold, directly or indirectly, within the United States or to U.S. persons (within the meaning of Regulation S under the Securities Act of
1933 (the ‘Securities Act') except pursuant to an exemption under the Securities Act. This report does not constitute an offer with respect to the purchase or sale of any security within the meaning of Section 5 of the
Securities Act and neither this report nor anything contained herein shall form the basis of, or be relied upon in connection with, any contract or commitment whatsoever. This report provides general information only.
In Canada it may only be distributed to persons who are resident in Canada to whom trades of the securities described herein may be made exempt from the prospectus requirements of applicable provincial or
territorial securities laws.

RESEARCH ANALYST COMPENSATION: Research analysts employed by RR are not compensated for specific investment banking transactions. The author(s) of this report receive(s) compensation that is based on
(among other factors) the overall profitability of Raiffeisen Bank International AG (‘RBI'), which includes earnings from RBI's investment banking and other businesses. RR generally prohibits its analysts, persons reporting
to analysts, and members of their households from maintaining a financial interest in the securities or futures of any companies that the analysts cover.

CERTIFICATION: Each RR analyst who is involved in the preparation of this research report certifies that: a) the views expressed in the research report accurately reflect such research analyst’s personal views about the
subject securities and issuers; and b) that no part of his or her compensation was, is, or will be directly or indirectly related to the specific recommendations or views contained in the research report.

RR is not obligated to update this research report. Investors must keep themselves informed on the current course of business of the issuer, any changes in the current course of business of the issuer and other relevant
factors. By using this report or by relying on it in any manner whatsoever you agree to be bound by the foregoing limitations. Additional information on the contents of this report is available on request.

If any term of this Disclaimer is found to be illegal, invalid or unenforceable under any applicable law, such term shall, insofar as it is severable from the remaining terms, be deemed omitted from this Disclaimer and
shallin no way affect the legality, validity or enforceability of the remaining terms.
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