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In Focus / Macroeconomics

Retail sales sky high in April on base effects.
Granted mean reversion in May but upward trend
intact. MPC to hike in June.

Retail sales grew by 18.6% y/y in April, beating the consensus by more than 3 percentage
points. Such a high growth is not a surprise taking into consideration huge base effects
(both the effects of mourning after the catastrophe in Smolensk and late Easter — in the
latter case it mainly affected food sales). Spectacular growth was also reported excluding
food, fuels and cars (see the graph) — this trend should be sustained and contribute to the
growth of individual consumption expenditure. We keep our previous view that deceleration
of retail sales (or later also private consumption) is for now only a myth. Perspectives for
retail sales remain bright due to improving conditions in the labor market (growing wages,
employment and falling unemployment — which remains a proxy for permanent income of
households). In the coming months we expect the sales growth to amount to about 10% y/y
(mainly on reversing base effects — the underlying trend remains intact).
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On the price side we see another acceleration of retail sales deflator from 4.3% to 5% y/y
(such levels were previously reported in 2007-2008, when the tightening cycle was in full
throttle). The core deflator, on the other hand, tripled over the past 2 months, which sug-
gests that the inflationary pressure spreads to other categories (see the graph).

Coreretail sales deflator (excl food and
fuels), and headline sales deflator
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Even though such a spectacular growth of retail sales will not be repeated in coming

PAGE 2

May 27, 2011



POLAND WEEKLY REVIEW

FINANCIAL MARKETS DEPARTMENT, BRE BANK SA

MID-TERM
FORECATS

Fixed Income

months (reversal of base effects!), such a development will not influence the structural
strength of private consumption and mounting price structures. Therefore we expect the
MPC to hike interest rates already in June, acting according to the recently shaped view
(mind the remarks by Glapinski where he states that there is some kind of consensus
among MPC) that fast rate hikes limit the total scale of tightening. What is more, we feel
that many MPC members are willing to fetch for another hike before GDP growth fades a
bit (strange reasoning, but true...by the way — it is not our base scenario, we look for flat
growth path but without weakening). Moreover, the majority of MPC members speaks
about the stability of rates in H2 (it is another argument for frontloading hikes in H1). Infla-
tionary expectations should support MPC (data release on 31 May). Even though higher
inflation in May and June is a widely expected phenomena it will be given wide media cov-
erage. Not once such events proved to be destabilizing for inflation expectations (and from
here also for nominal wages). That is why it may be an important for MPC to deliver a hike,
especially when governor Belka believes that the MPC is so effective in tempering wage
increases during the bargaining process.

Indicator 2007 2008 2009 2010 2011
GDP yly (%) 6.5 4.8 1.7 3.8 4.4
Inflation rate (%, average) 2.4 4.3 3.5 2.8 41
Current account (% of GDP, average) 45 53 1.6 .31 4.8
Unemployment rate (end-of-year) 114 9.5 11.9 12.3 11.9
NBP repo rate (end-of-year) 5.00 5.00 3.50 3.50 4.75
Indicator 2010 2011
Q2 Q3 Q4 Q1 Q2 Q3
GDP yly (%) 35 42 45 45 4.4 4.4
Inflation rate (%, average) 21 2.6 29 3.7 4.3 4.3
NBP repo rate (end-of-quarter) 35 3.5 3.50 4.00 4.50 4.50

Bold denotes changes from the last release with arrows showing the direction of changes

Activity on the FI market was quite limited this week. Rates however kept pushing higher
amid low turnover and the curve moved up by some 5bp in a parallel manner. Retail sales

It is still cheap data surprised on the upside, which could somehow justify pressure on front rates. How-
ever it seems that in terms of tightening cycle it has been priced in already. Further com-
ments from MPC members clearly suggest that rate setters are ready to undertake further
actions rather sooner than later, which could also let them finish the cycle at lower level.
And actually such scenario is the most likely outcome at the moment. Inflation will probably
top within a month or two at level not much higher from recent reading. We may see hike
already next month, possibly another one or two in 3Q and that would be it. Continuing the
cycle into next year, what market starts to price in again doesn't really seem justified. We
stick to our previous view that curve should flatten from here with 5y outperforming 10y
sector and corrections like the one we observed this week create nice buying opportunity.
Decent demand on this week road bonds auction also supports this view, as there is clearly
some appetite for risk and duration.

AUCTIONS

next auc. offer avgyield last last auction date
13 Week T-bills - - 6.142% 12/9/2008
26 Week T-bills - - 4.456% 5/4/2009
52 Week T-bills 5/30/2011 - 4.458% 3/28/2011
2Y T-bond OK1013 6/9/2011 - 5.112% 5/12/2011
5Y T-bond PS0416 6/9/2011 - 5.614% 18/5/2011
10Y T-bond DS1020  7/20/2011 - 6.210% 1/12/2011
20Y T-bond WS0429 7/20/2011 - 6.246% 1/12/2011
PAGE 3 May 27, 2011
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Swing in cost of carry?

New T-bills on monday

Extremely cheap month heads to an end, and the question is whether something is going
to change in terms of carry.in june. We see a high chance for that to happen, especially
when liquidity desks will start to believe in a rate hike.

After good results on Monday’s 44 weeks t-bill auction, prices fell a bit during the week.
Next week we have new issue of 52 weeks. We would try to buy with yield not less than
4.65. If market expectations rate hike in June realizes, we will have reference rate at 4.50,
and possible more rate hikes to come. On the other hand we see a huge cash stock in
ministry of finance so they won't be forced to sell t-bills at low price.
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Foreign Exchange

PIGS have come back to play... Worse global sentiment, driven once again by Greece
Zloty weaker fears, combined with MoF absence has driven PLN to 3.99 high. Since MinFin’s hard cur-
rency selloff took place Zloty is 2% weaker — decent PLN supply we would say.

A bit monotonous move has not affected realized volatility significantly — it has jumped from
6% week ago to 7.3%. So despite higher spot implied volatility curve has reacted slightly —
some short end buying. Tenors were traded as specified below: 1M 8.1 (7.6 week ago), 3M

Short end higher 8.5 (8.4), 1Y 10.3 (unchanged). Smile and EURPLN vs USDPLN spread were traded at
very same levels.

SPOT

Short-term forecasts: . .
Main supports / resistances:
EUR/PLN: 3.9450 /4.0050
USD/PLN: 2.7000 / 2.9000

S/L at 3.98 was cleared. We haven’'t seen MoF on the market. Without this inflow 3.9450-
4.0050 range is most likely with even more pressure on upside.

OPTIONS

We think the back end of the curve is well supported, taking into account the lowest levels
since 2008 and the fact that due to expected rate hikes the forward delta gamma offers
additional value. Although cheap in numbers, hard to see it profitable - we have squared

long gamma.
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MARKET PRICES UPDATE
Money market rates (Closing mid-market levels)
date 3M 6M 1Y
MONEY MARKET FXSW WIBOR  FXSW WIBOR FXSW  WIBOR
RATES 20/05/11 4.35% 4.45% 4.50% 451% 4.63% 4.66%

23/05/11 4.37% 4.45% 4.53% 4.51% 4.67% 6.59%
24/05/11 4.37% 4.45% 4.52% 6.49% 4.65% 4.66%
25/05/11 4.36% 4.46% 4.52% 4.52% 4.65% 4.66%
26/05/11 4.33% 4.46% 4.49% 4.52% 4.65% 4.66%

FRA Market Rates (Closing mid-market levels)
FRA MARKET RATES date 1X4 3X6 6X9 9x12  6X12
PRl 45/%  468%  49%%  514%  508%
PRl 458%  469%  498%  515%  512%
IVHAM  457%  483%  49%%  515%  512%
VAR 458%  472%  49%  515%  5.12%
PR 457%  483%  500%  515%  511%

FIXED INCOME MAR- Fixed Income Market Rates (Closing mid-market levels)

date 1Y 2Y 5Y 10Y
KET RATES WIBOR B IRS OK0112 IRS PS0511 IRS DS1017
20/05/11 4.66% 4.64% 5.20% 5.07% 5.49% 560% 551% 6.04%
23/05/11 6.59% 4.60% 5.20% 5.05% 5.48% 562% 550% 6.05%
24/05/11 4.66% 4.60% 5.19% 5.02% 5.48% 562% 551% 6.09%
25/05/11 4.66% 4.58% 5.20% 5.06% 5.50% 562% 55% 6.09%
26/05/11 4.66% 4.58% 5.20% 5.07% 5.50% 564% 55% 6.09%
Last Primary Market Rates
PRIMARY MARKET au.date  maturity avgprice avgyield supply demand  sold
RATES 52W TB 11/01/31 12/01/31 95.841 4.35% 2000 2963 1961
OK0113 11/04/13 13/01/26  89.159 5.16% 5500 7385 4758
PS0416 11/01/05 16/04/25  97.078 5.64% 6500 279% 1140
DS1020 11/01/12 19/04/25  93.022 6.21% 250 4252 2250
USD/PLN 0-delta stradle 25-delta RR 25-delta FLY
date ™ 3M 6M 1Y ™ 1Y M 1Y
FX VOLATILITY 20/05/11 14.68 15.55 16.30 17.25 2.05 3.80 0.40 0.88
23/05/11 14.88 15.50 16.30 17.25 235 4.00 0.40 0.88
24/05/11 15.28 15.80 16.55 17.50 235 4.00 0.40 0.88
25/05/11 15.28 15.95 16.60 17.50 2.30 4.00 0.40 0.88
26/05/11 15.28 15.95 16.60 17.50 2.30 4.00 0.40 0.88
PLN spot performance
USD/PLN EUR/PLN bias
PLN SPOT PER- 27377  3.9207 -223%
FORMANCE 28193  3.9437 -21.1%

2.8024 3.9481 -21.2%
2.8100 3.9511 -21.1%
2.8033 3.9685  -21.0%

Note: parity on 11/04/00 — USD= 4.3806, EUR=4.2196, basket share 50:50
Mid-market volatility of vanilla option strategies
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Contact Details

Forex (BREX) - FX Spot &Options

BRE BANK SA Marcin Turkiewicz (+48 22 829 01 84) marcin.turkiewicz@brebank.pl
Jakub Wiraszka (+48 22 829 01 73) jakub.wiraszka@brebank.pl!
Tomasz Chmielarski (+48 22 829 01 78) tomasz.chmielarski@brebank.pl

Ul. Senatorska

18

00-950 Warszawa Fixed Income (BREP) - FRA, IRS, T-Bonds, T-Bills
P.O. Box 728 tukasz Barwicki (+48 22 829 01 93) lukasz.barwicki@brebank.pl
Poland Pawet Biafczyriski (+48 22 829 01 86) pawel.bialczynski@brebank.pl

MM _(BREP) - MM
Barttomiej Matocha, CFA (+48 22 829 01 77) barttomiej.malocha@brebank.pl
Bogumit Modzelewski bogumil. modzelewski@brebank.pl

Reuters Pages:  gtryctured Products (BREX)
BREX, BREY, Jaroslaw Stolarczyk (+48 22 829 01 67) jaroslaw.stolarczyk@brebank.pl
and BRET Jacek Derezinski (+48 22 829 01 69) jacek.derezinski@brebank.p!

Bloomberg: BRE Institutional Sales (BRES)
Inga Gaszkowska-Gebska (+48 22 829 12 05) inga.gaszkowska-gebska@brebank.pl

SWIFT:
BREXPLPW Research
Ernest Pytlarczyk, PhD, CFA (+48 22 829 01 66) ernest.pytlarczyk@brebank.pl
Marcin Mazurek, PhD (+48 22 829 0183) marcin.mazurek@brebank.pl
www.brebank.pl  pauiina Ziembinska (+48 22 829 02 56) paulina.ziembinska@brebank.p!

Maciej Pielaszkiewicz (+ 48 22 829 90 34) maciej.pielaszkiewicz@brebank.pl

Financial Markets Department

Phone (+48 22 829 02 03)
Fax (+48 22 829 02 45)
Treasury Department

Phone (+48 22 829 02 02)
Fax (+48 22 829 02 01)
Financial Institutions Department
Phone (+48 22 829 01 20)
Fax (+48 22 829 01 21)
Back Office

Phone (+48 22 829 04 02)
Fax (+48 22 829 04 03)
Custody Services

Phone (+48 22 829 13 50)
Fax
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Disclaimer

Distribution and use of this publication

The review note is based on the information available to the public. This review creates exclusively a marketing information as defined
in Paragraph 9 Section 1 of the Decree of Minister of Finance dated November 20, 2009 on procedures and conditions to be followed
by investment firms and banks mentioned in Article 70 Section 2 of Law on Trading in Financial Instruments dated July 29, 2005 as well
as by custody banks. This review note is provided to you for information purposes only and is not intended as advice on any particular
matter or as recommendation, offer or solicitation for purchase of sale of any financial instrument and should not be taken as such.
BRE Bank SA, its directors, officers, executives, managers, servants or agents expressly disclaim all liability to any person in respect of
any-thing, and in respect of the consequences of anything, done or omitted to be done, wholly or partly, in reliance upon the whole or
any part of the contents of this review note. The opinions and estimates contained herein reflect the current judgment of the author(s)
on the date of this document and are subject to change without notice. The opinions pointed in review do not necessarily correspond to
the opinions of BRE Bank SA. The past performance of financial instruments is not indicative of future results. No assurance can be
given that any financial instrument or issuer described herein would yield favourable investment results. BRE Bank and/or its principals
or employees may have a long or short position or may transact in the financial instrument(s) and/or securities referred to herein or may
trade in such financial instruments with other customers on a principal basis. No client or other reader should act or refrain from acting
on the basis on any matter contained in it without taking specific independent professional advice on the particular facts and circum-
stances in issue. Copyright protection exists in this publication and it may not be, even partially, reproduced of distributed without the
prior written agreement with BRE Bank SA.

© BRE Bank 2011. All rights reserved.
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