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Dramatic escalation of geopolitical fears

Centre of attention moves to Crimea

This week there has been a sharp increase in geopolitical tension on the back of the
violent in recent weeks and particularly since the Ukrainian parliament voted to oust
President Viktor Yanukovych at the weekend and appointed a new caretaker president
and a new government ahead of presidential elections, which are now scheduled to be
held in May.

As we pointed out in Flash Comment Ukraine — geopolitical risks increase, the events
over the weekend sharply increased geopolitical risk and we expected the focus of the
markets to turn to eastern Ukraine and the peninsula of Crimea. The events this week
have confirmed this.

We also note that most of the population in Crimea is ethnic Russian and many hold a
Russian passport. During the Russian-Georgian conflict in 2008, fears about increased
separatist sentiment in Crimea increased tensions between the then Ukrainian government
and Russia. These concerns have now returned. This morning a group of apparently pro-
Russian armed men seized Crimea's regional parliament and the government headquarters
of the Russian-majority region.

Yesterday, Russian President Vladimir Putin ordered tests of the combat readiness of
Russian armed forces in western and central Russia and today the Russian Ministry of
Defence said it had put its fighter jets on ‘combat alert” on its western border.

The new Ukrainian government has reacted angrily to recent geopolitical events. Hence,
Ukraine’s interim President Olexander Turchynov has warned Russia against any
‘military aggression” in Crimea.

The clear escalation of the geopolitical situation is now having a very clear impact on not
only the Russian and Ukrainian markets. Hence, over the past couple of weeks there has
been some contagion — so far fairly moderate — to other central and eastern European
markets but, as of today, it seems that we are seeing an even broader spillover as fears of
an armed conflict have increased.

The Ukrainian hryvnia has fallen sharply this week and today alone it is down around
10% against the US dollar. The Ukrainian central bank has effectively stopped defending
the hryvnia as it has more or less run out of foreign currency reserves. Furthermore, it is
very clear to us that the banking sector has effectively stopped working in Ukraine and
the country is close to default. Indeed, we think it is impossible to avoid a sovereign
default unless the Ukrainian government receives foreign financial assistance. This is also
reflected in the pricing of Ukraine’s credit default swap.

The Russian rouble has also come under additional pressure. The rouble, which has been
under pressure for some time and has lost some 20% in value over the past year.
yesterday hit the weak end of the official fluctuation band against the basket of the euro
and the US dollar.

Important disclosures and certifications are contained from page 7 of this report.
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Ukrainian hryvnia continues to weaken
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Russian rouble continues to slide
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This morning USD/RUB reached 36.11 — a five-year high. The dual currency basket hit a
record high of 42.11. The Russian central bank Bank Rossii has refrained from significant
support of the rouble, intervening by around USD300m per day and shifting repeatedly up
the rouble’s trading band. We do not expect any significant turnaround in the rouble’s
rate this year or any significant support from Bank Rossii as the authorities believe the
rouble’s weakness helps the domestic economy.

As a direct consequence of recent events, we have changed our already very bearish
forecast on the Ukrainian hryvnia to 15 against the dollar. This implies an almost 70%
devaluation of the hryvnia compared with pre-crisis levels. We are also considering
whether to revise our rouble forecast and it is obvious to us that there is considerable
downside risk for the rouble if the geopolitical situation worsens further.

It is also obvious to us that these events have significant negative ramifications for both
the Russian and Ukrainian economies.

Turkish corruption scandal just keeps getting worse

In November, a major corruption scandal broke in Turkey involving family members of
key Turkish ministers and allies of Prime Minister Recep Tayyip Erdogan. This has
thrown Turkey into the deepest political crisis in the country in more than a decade —
some might even say decades.

This week the crisis took a new turn when the Turkish media released tapes of what
appears to be Prime Minister Erdogan and his son speaking on the phone regarding the
corruption scandal and making comments that are highly incriminating if true. Erdogan
has said that the tapes are a “fabrication’ and claimed there is a conspiracy against him,
his government and the country.

This has further increased political uncertainty in Turkey and we have already seen the
first demonstrations against Erdogan this week and more demonstrations are planned.

Furthermore, there is widespread speculation in the Turkish media that more revelations
could be on the way and some commentators have speculated that other tapes or even
video footage might emerge ahead of local elections in Turkey in March. We have no
knowledge about whether or not this will happen but it is very clear to us that Prime
Minister Erdogan is under tremendous pressure to step down.

Not surprisingly, the Turkish markets have come under renewed pressure this week and it
very hard to see what could turn sentiment around in the near term.

Slightly less colourful - NBP to keep rates on hold

Compared with the situation in Ukraine and Turkey, next week’s Polish Monetary Policy
Council meeting is likely to be somewhat less eventful. Hence, in line with consensus, we
expect the Polish central bank to keep its key policy rate unchanged at 2.5%.

We have long argued that the NBP should ease monetary policy as inflation remains well
below the NBP’s official 2.5% inflation target. Indeed, the NBP itself forecasts inflation
will remain below its inflation targets over the next couple of years. However, even
though monetary easing clearly remains warranted in Poland, the NBP does not seem to
have any intention of changing its monetary stance in a more dovish direction. Indeed, the
communication from key monetary policymakers in Poland has been fairly hawkish
recently.

Events in Poland’s neighbour Ukraine might come up in connection with next week’s
monetary policy meeting but we doubt that this will be a major issue.
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Calendar

EMEA Data and Eventsin Week 10

Monday, March 3, 2014 Period Danske Bank Consensus Previous

CzK = Budget balance CZKbn. Feb 45.0
ZAR - Naamsa vehicle sales v/y Feb -3.6%
RUB 6:00 PMI Index Feb 47.99
TRY 9:00 PPI v/y Feb 10.72%
TRY 9:00 CPI v/y Feb 7.75%
TRY 9:00 PMI Index Feb 52.67
PLN 9:.00 PMI Index Feb 554
HUF 9:00 PMI Index Feb 579
CzZK 9:30 PMI Index Feb 55.9
ZAR 10:00 PMI Index Feb 49.9
Tuesday, March 4, 2014 Period Danske Bank Consensus Previous
RUB - CPI (4-5 Mar) v/y Feb 6.1%
RON 9:00 Retail sales v/y Jan 4.8%
PLN - Monetary Policy Council meets % 2.50% 2.50%
HUF 9:00 Retailtrade v/y Jan 1.8%
RON 9:00 GDRP (final) v/y 4th quarter 5.2% 4.1%

HUF 14:00 Hungarian central bank releases Minutes from monetary-policy meeting

Thursday, March 8, 2014 Period Danske Bank Consensus Previous
HUF 9:00 Industrial production v/y Jan 4.4%
CzK 9:00 GDP (final) v/y 4th quarter 0.8% -1.2%

Friday, March 7, 2014 Period Danske Bank Consensus Previous
RUB - Trade balance (7-11 Mar) usD bn. Jan 158

Note: The editors do not guarantee the accuracy of the figures, hours or dates stated above
All release times are CET
Source: Danske Bank Markets
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EMEA FX scorecard overview
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Currency forecasts, EMEA

Currency forecasts, EMEA

Feb27.2014 EUR usp SEK NOK DKK
Actual 1.37 - 653 605 546

UsD +3m 1.34 - 657 612 557
+6m 1.30 - 669 623 574

+12m 1.26 - 675 635 592

Actual 418 3.06 214 198 179

+3m 4.20 3.13 210 195 178

PLN +6m 4.20 323 207 193 178
+12m 425 337 200 188 176

Actual 311 227 2.87 26.63 240

+3m 315 235 2.79 2.60 2.37

HUF +6m 310 238 281 261 241
+12m 305 242 2.79 2.62 245

Actual 274 20.0 326 30.3 27.3

+3m 27.7 20.7 318 29.6 26.9

czK +6m 28.0 215 31.1 28.9 26.6
+12m 28.5 226 29.8 28.1 26.2

Actual 345 2.53 258 240 216

LT +3m 345 2.57 255 238 216
+6m 345 2.65 252 235 216

+12m 345 2.74 246 232 216

Actual 4.50 3.29 198 184 166

+3m 445 3.32 198 184 168

RON +6m 445 342 196 182 168
+12m 445 3.53 191 180 168

Actual 1.96 143 456 423 382

+3m 1.96 146 450 419 381

SCN +6m 1.96 1.50 445 414 381
+12m 1.96 1.55 435 409 381

Actual 3.05 2.23 293 272 245

T +3m 2.88 2.15 306 285 259
+6m 2.86 2.20 304 283 261

+12m 2.84 2.25 299 282 263

Actual 4946 36.2 18.0 16.7 151

+3m 47.9 35.8 184 17.1 156

RUB +6m 48.8 375 178 166 153
+12m 49.1 39.0 173 16.3 152

Actual 1523 11.25 58.0 53.8 48.5

A +3m 20.10 15.00 438 40.8 37.1
+6m 19.50 15.00 446 415 38.3

+12m 18.90 15.00 45.0 42.3 395

Actual 14.70 10.75 60.7 56.3 50.8

7 +3m 14.87 11.10 59.2 551 50.2
+6m 14.50 11.15 60.0 559 515

+12m 14.36 11.40 59.2 55.7 519
Actual 4.80 G551 185.9 1724 1555
+3m 4.76 3.55 1850 1724 156.8
ILS +6m 462 3.55 188.5 1755 161.6
+12m 454 3.60 1874 1764 1645

Source: Bloomberg, Danske Bank Markets
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Each research analyst responsible for the content of this research report certifies that the views expressed in the
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in the research report.

Regulation
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Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes
investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate
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Financial models and/or methodology used in this research report
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obtained from the authors on request.

Risk warning
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This research has been prepared by Danske Bank Markets (a division of Danske Bank A/S). It is provided for
informational purposes only. It does not constitute or form part of, and shall under no circumstances be
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Instruments”).

The research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank considers to be reliable. While 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 Danske Bank, its affiliates
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any loss of profits, arising from reliance on this research report.
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The opinions expressed herein are the opinions of the research analysts responsible for the research report and
reflect their judgement as of the date hereof. These opinions are subject to change and Danske Bank does not
undertake to notify any recipient of this research report of any such change nor of any other changes related to the
information provided in this research report.

This research report is not intended for retail customers in the United Kingdom or the United States.

This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior
written consent.

Disclaimer related to distribution in the United States

This research report is distributed in the United States by Danske Markets Inc., a U.S. registered broker-dealer
and subsidiary of Danske Bank, pursuant to SEC Rule 15a-6 and related interpretations issued by the U.S.
Securities and Exchange Commission. The research report is intended for distribution in the United States solely
to “U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this

research report in connection with distribution in the United States solely to “U.S. institutional investors’.

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence
of research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are
not registered or qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements
of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial
Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-
U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be
registered with the U.S. Securities and Exchange Commission and may not be subject to the reporting and
auditing standards of the U.S. Securities and Exchange Commission.
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