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Russian Invasion of Ukraine Causes Mighty Reaction on
Financial Markets

As the first response, major sales off of high-risk assets have been taking place;
in particular equity markets report drops in the order of up to tens of percent.
The most significant decline has been marked by Russian shares that lost up to
50 percent at the time of today’s market opening! However, such fall on the
part of equities has hit also other regions: DAX of Germany is loosing 5 percent
at this moment (2 p.m.), while U.S. futures marked the opening of the U.S.
markets with an approx. 2.5 percent decline. On the contrary, we have
witnessed strong trends towards so-called ‘safe havens’ or ‘safe harbours’, such
as gold (+3 percent) or the U.S. sovereign bonds (10Y +1.5 percent in their
price). At the same time, prices of energy and energy raw materials have gone
up: BRENT oil today added +8 percent, while prices of 2023 electricity have
increased by +13 percent (Source: Bloomberg).

Those movements increase the risk of so-called ‘stagflation’, which means a
combination of only a minor economic growth and high inflation. We believe
that this scenario may hit the European financial markets more than their U.S. or
Asian counterparts.

Impacts on Raiffeisen’s investment strategy:

Direct positions on the Russian market are close to zero as
regards our managed funds and individual portfolios. Indirect
positions are then represented by stakes in instruments focused
on the segment of the so-called ‘emerging markets’, but even in
these instruments the share of Russia is minimal, in the order of
low percentage units. Viewed from this angle, drops in Russian
equities will not have any direct material impact on our managed
portfolios.

We expect the most sever effects of the current crisis to hit European equities
and shares from so-called ‘emerging markets’, in particular in the European
region. We envisage less impact in respect of U.S. shares. Our investment
strategy currently aims at overweighting in particular U.S.
equities (approximately 60 percent of the overall equity
positions), we currently hold European equities in a neutral
position (approx. 16 percent), while our share in the emerging
markets (approx. 15 percent) has been concentrated, in
particular, in the Asian region as regards our managed
portfolios. The rest belongs to developed Asian markets, such as
Japan.
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The financial markets will probably remain unstable in the immediate days to come. We do not
plan any fire sales of equities from our managed portfolios. On the contrary, we would like to
make use of the higher financial markets volatility in the coming days for performing
some short-term trading. Initial shocks suffered by financial markets are usually
followed by similarly strong short-term countermeasures.

In future, when the situation calms down, we cannot exclude adjustments in tactical allocations, namely,
towards further reductions of the share of equities as against bonds. We already made the first step in
January this year by reducing - after some long time - overweighting of equities and by increasing the
share of bonds. Such planned adjustments are primarily based on the medium-term
scenario of a gradual reduction of risk in poritfolios due to higher interest rates and now
also due to the potential ‘stagflation’ scenario.

As regards the bond portion of our managed porifolios, we have maintained shorter
average term to maturity of bonds (so-called ‘duration’), and - at the same time - a
high share of sovereign bonds. We consider such structure to be adequate, not only in view of the
current geo-political situation, but also in the wake of the possible upcoming stagflation scenario.

The period of geo-political uncertainty, and thus insecurity in financial markets, may persist for months. We
are convinced that Raiffeisen’s long-term investment strategy can withstand even such effects and - as a
result - it may even bring about new investment opportunities.

For the Asset Management team,

Mr Michal Ondruska
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NOTICE

All opinions, information, and any other facts and figures contained in the present document are solely
for reference purposes, not binding, and they represent the opinions of Raiffeisenbank a.s. (“RB”).
Information and figures related to movements recorded in capital markets and presented in connection
with the provision of client asset management services and contained in the present document, have
been based on publicly available sources and on information or data published by such rating
agencies as Reuters, Bloomberg, FactSet, etc. The present document is not a solicitation of purchase or
sale of any financial assets or any other financial instruments. Prior to adopting any investment
decisions, it is the responsibility of each investor to perform a search of detailed information about the
envisaged investment or trade. RB shall not be liable for any loss or damage or lost profit caused to any
third parties by making use of any information and data contained in the present document.
Raiffeisenbank a.s. wishes to point out that the provision of client asset management services contains a
number of risk factors, which may affect either return on or loss of such investments. Investments do not
represent bank deposits and they are not insured under the Deposit Insurance Fund. The higher the
expected yields, the higher the potential risks. The duration of investments affects the level of risk. Yields
also fluctuate due to exchange rate fluctuations. The value of invested amounts and related yields may
rise or fall, while full return on the originally invested sum is not guaranteed. Past or anticipated
performance does not guarantee future performances. Due to unforeseen fluctuations and development
on financial markets and risks inherent in investment instruments, the investment goals pre-determined by
clients need not be achieved. Any yields from such investments shall be reduced by rewards and
expenses of Raiffeisenbank a.s. as agreed in the contractual documentation, and/or rewards and fees
listed in the Raiffeisenbank a.s. price-list. Taxation of the client’s assets always depends on the client’s
personal circumstances and it may change. Raiffeisenbank a.s. does not offer tax advices and therefore
any liabilities associated with the tax consequences of investing remain in full up to the client. Investment
services shall not be offered to clients defined as US persons.

Information about Raiffeisenbank a.s.

The document has been drafted by Raiffeisenbank a.s., with registered office at Hvézdova 1716/2b,
Praha 4, Registration number (ICO): 49240901, incorporated in the Companies Register administered
by the Municipal Court in Prague, Section B, File no. 2051. Raiffeisenbank a.s. has been supervised by
the Czech National Bank.

The information has been valid as of 24 February 2022. This information may be modified in future and
RB shall not be required to inform any recipients of the present document about such modifications.
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