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Czech hunt for sub-zero yields continues
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On Wednesday, the Finance Ministry will tap the bond market yet again. The coming
auction, however, was not scheduled in the first version of the October calendar and was
added only later. The ministry likely aims to benefit from the current market conditions with
XCCY basis swaps and short-end yields at all-time lows. Yields on the long end of the curve,
however, started increasing in early October. This trend is likely to continue slowly, in our
view, and to limit demand for CZGBs with long maturities.

Bonds offered in the 26 October auction

ISIN Coupon Maturity Indi d vol Indi price, KB IB
CZ0001004717 0.00% 17 Jul 2019 max CZK 8bn 101.60-101.70
CZ0001004253 2.40% 17 Nov 2025 max CZK 3bn 117.70-118.00

Source: Finance Ministry, Economic & Strategy Research, Komeréni banka

The ministry is again offering the zero-coupon 2019 paper in the indicated volume of CZK
8bn. With financing via the XCCY basis at historically most favourable levels, we expect
demand will be very strong and prices will print above the secondary market. The
ministry is set to sell the full indicated amount, in our view.

The other paper on tap, the CZGB 2.4% 2025, has not been offered since April. Tomorrow,
the ministry is selling the bond in a very limited amount of CZK 3bn. In our view, demand will
be shallow, as was the case in previous auctions of long-end papers. With inflation expected
to accelerate in the coming months, yields are set to rise on the long end, where excessive
demand stimulated by secondary effects of the CNB’s floor is absent.
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Today, Finance Minister Babis announced he targets budgetary surplus for 2016. We keep our
call for a “positive zero” balance, as the actual outcome will depend on discretionary spending
of various ministries by year-end.

Please see back page for important disclaimer
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Disclaimer

The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell
any securities. All information and opinions have been obtained from or are based on sources believed to
be reliable, but their completeness and accuracy are not guaranteed by Komeréni banka, a.s., even
though Komeréni banka, a.s. believes them to be fair and not misleading or deceptive. The views of
Komeréni banka, a.s. reflected in this document may change without notice.

Komeréni banka, a.s. and its affiliated companies may from time to time deal in, profit from the trading of,
hold or act as market makers of securities, or act as advisers, brokers or bankers in relation to securities
or derivatives thereof emitted by persons, firms or entities mentioned in this document.

Employees of Komeréni banka, a.s. and its affiliated companies, or individuals connected to them
including the authors of this report, may from time to time have a position in or be holding any of the
investments or related derivatives mentioned in this document. Komeréni banka, a.s. and its affiliated
companies are under no obligation to provide any services to their clients on the basis of this document.

Komeréni banka, a.s. does not accept any liability whatsoever arising from the use of the material or
information contained herein beyond what is required by law. This research document is primarily
intended for professional and qualified investors. Should a private customer obtain a copy of this report,
they should not base their investment decisions solely on the basis of this document and should seek
independent financial advice. The investors must make their own informed decisions regarding the
appropriateness of their investments because the securities discussed in this report may not be suitable
for all investors.

The performance attained by investment instruments in the past may not under any circumstance serve as
an guarantee of future performance. The estimates of future performance are based on assumptions that
may not be realized. Investment instruments and investments are connected with different investment
risks, the value of any investment can rise and fall and there is no guarantee for the return of the initial
invested amount. Investment instruments denominated in foreign currencies are also subject to
fluctuations caused by changes in exchange rates, which can have both positive and negative influences
particularly on the prices of the investment instrument and consequently on the investment return.

This publication is issued by Komeréni banka, a.s. which is a bank/stockbroker according to the
applicable legislation and thus regulated by the Czech National Bank. Komer¢ni banka, a.s. applies
various measures to prevent conflict of interests in the process of creating investment recommendations,
such as the implementation of an appropriate internal separation including information barriers between
different departments of Komeréni banka, a.s. in compliance with the requirements imposed by applicable
regulation. The employees of Komer¢ni banka, a.s. proceed in accordance with the internal regulations
governing conflict of interest.

The evaluation of employees creating investment recommendations is never by any means tied with the
volume or profit of the trades with instruments mentioned in this document done by Komeréni banka, a.s.,
or the trades of Komeréni banka, a.s. with the issuers of such instruments.. However, the evaluation of the
authors of this document is linked to the profits of Komer¢ni banka, a.s. which also partially include the
results of trading with investment instruments.

The recommendations mentioned in this document are intended for the public and the document before
its publication is not available to persons not involved in the creation of this document. As per our
practice, the issuers usually do not receive a copy of research reports prior to their publication. Each
author of this research report hereby states that (i) the views expressed in the research report accurately
reflect his or her personal views about any and all of the securities or issuers at stake.

Please refer to our website http:\\www.trading.kb.cz for more details.



