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On Tuesday the NBP will publish quarterly BoP data. We expect no significant revision and hence a confirmation that

Poland ran a sizable current account surplus in the first quarter. Wednesday brings the release of June Manufactur-
Department of Financial Markets ing PMI. Because of conflicting signals (weaker sentiment in Germany but a slight rebound in industrial sentiment
(business contacts) as measured by GUS) we decided on a conservative forecast (unchanged from May).
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Paper Next auction Last Offer Yield on the prev  Prev auction
Inga Gaszkowska-Gebska auction (%)
institutional sales 52 Week T-bills B 3000 3.485 3/4/2013
tel. +48 22 829 01 67 2Y T-bond OK0717 - 1500 1.667 6/11/2015
Inga.gaszkowska-gebska@mbank.pl 5Y T-bond PS0720 - 3500 1.987 5/21/2015
Jacek Jurczyﬁski 10Y T-bond DS0725 - 2000 2.262 4/9/2015
head of treasury sales 15Y T-bond WS0428 - 20 2.092 3/12/2015
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jacek.jurczynski@mbank.pl
mBank S.A.
18 Senatorska St. Reality vs analysts’ expectations (surprise index* for Poland)
00-950 Warszawa
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http://www.mbank.pl 15 Comment
No surprises this week, hence Polish surprise in-
dex is unchanged. There is only one potential sur-
05 /JU\L‘.h prise next week - the PMI.

* Surprise index presents in a synthetic way how the market was surprised by
macroeconomic releases (it is constructed on daily basis as weighted average
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-0,5 - of differences between selected releases and Bloomberg forecast consensus).
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Our view in a nutshell

Fundamentals

Financial markets

mBank forecasts

We see more and more sings of a cyclical upswing driven by better momentum in the euro zone (Poland is highly
geared especially towards Germany) and backed by solid domestic demand. GDP growth accelerates.

H2 2015 is expected to bring more (positive) exogenous components to the Polish cycle. Lower costs of financing,
generally lower budget deficit and the beginning of a new round of infrastructure spending are expected to give way to
expenditures related to political business cycle ahead of general elections.

Given the schedule of infrastructure spending and stable consumption growth, 2-3 years of economic expansion are
our baseline scenario for Polish economy. Upswing phase can be flatter than we historically got used to but longer.
Such an outcome almost guarantees that the likelihood of bottlenecks in the economy is small.

Inflation recorded a slight turnaround and we await higher readings in coming months. However, output gap is too wide
to generate inflation pressure and therefore inflation is going to stay low (very low). Prices are going to stay in deflation
in the next 2 quarters.

MPC did its part delivering 50bps cut in March. Official communication states that the cycle has been concluded and
rates are going to stay at 1.5%. At the same time rate hikes are miles away since there is no inflation in sight and the
new MPC (starting job in 2016) may be even more dovish.

We turn tactically constructive on POLGBs via outright 10y long.

m Globally, the support for higher yields may be waning: elevated valuations in Europe (including full normalization of

rates within 5y horizon, rates hikes in 2017) may be unsustainable given the loss of momentum in the real sphere,
possible flattening of inflation path (higher EURUSD, loss of upward momentum in oil prices) and looming period of net
negative supply of EGGB.

Locally the story is more or less of the same sort: full normalization is priced in and 2-3 rate hikes come in already
in 2016. That's too generous in our opinion whereas the steepness of the curve returned to normal (it is costly to pay
rates), local investors seem to be underweight duration and foreign holders reduced long positions of late. Political risk
is more or less priced in. Moreover, -ve election story seems to be slowly unwinding given uncertainties what exactly to
expect in the Autumn. Last but not least, strong zloty and favorable external position of the economy shields POLGBs
(already weak in terms of spread ag bunds and treasuries)from Greek and American risks; the former, however, run
currently as high as never.

Zloty should mimic POLGBs dynamics and overall prospects for the currency remain positive (high real rates, monotonic
economic recovery).

2010 2011 2012 2013 2014 2015F

GDP yly (%) 3.7 4.8 1.8 1.7 3.4 3.9
CPI Inflation y/y (average %) 2.8 4.3 3.7 0.9 -0.1 -0.6
Current account (%GDP) -45 -4.9 -3.5 -1.3 -1.2 -0.6
Unemployment rate (end of period %) 12.4 12.5 13.4 13.4 11.5 10.3
Repo rate (end of period %) 3.50 4.50 4.25 2.50 2.00 1.50

2014 2014 2014 2014 2015 2015 2015 2015

Qi Q2 Q3 Q4 Q1 Q2 F Q3 F Q4 F
GDP yly (%) 3.5 3.6 3.3 3.3 3.6 3.7 3.9 4.3
Individual consumption y/y (%) 3.0 3.0 3.2 3.0 3.1 3.1 3.1 3.3
Public Consumption y/y (%) 0.5 6.4 5.3 6.4 3.3 3.0 3.0 2.0
Investment y/y (%) 11.4 8.7 9.2 8.6 11.4 9.0 10.0 10.0
Inflation rate (% average) 0.6 0.2 -0.3 -0.7 -1.4 -0.9 -0.4 0.5
Unemployment rate (% eop) 13.9 12.0 1.5 11.5 1.7 11.0 10.2 10.3
NBP repo rate (% eop) 2.50 2.50 2.50 2.00 1.50 1.50 1.50 1.50
Wibor 3M (% eop) 2.71 2.68 2.28 2.06 1.65 1.68 1.69 1.69
2Y Polish bond yields (% eop) 3.01 2.51 2.00 1.79 1.61 1.70 1.80 1.70
10Y Polish bond yields (% eop) 4.23 3.45 3.05 2.52 2.31 3.00 3.20 2.90
EUR/PLN (eop) 417 4.16 4.18 4.29 4.07 4.10 4.10 4.05
USD/PLN (eop) 3.03 3.04 3.31 3.54 3.80 3.87 3.98 4.05
F - forecast
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Economics

Consumer sentiment is surging but it is
doubtful whether consumption would follow
suit

Latest figures indicate that Polish consumer is not concerned
with Grexit or changes in the political landscape. On the con-
trary: both current and leading indices rose to new cycle highs
of -10.4 and -11.7, respectively. Also notable are solid increases
in the assessment of future household income, economic situ-
ation of the country and unemployment risk (lack thereof). On
almost all fronts June consumer sentiment is at its highest lev-
els since 2008 and Polish consumer hasn’t been that optimistic
in years.

Polish consumer sentiment indices

Current = = Leading

Normally, this would herald an acceleration in consumption
growth. However, if historical correlations (expected household
income tends to lead consumption growth by two quarters, will-
ingness to make major purchases is a nice predictor of current-
quarter consumption growth) held, we would have already seen
faster growth than the current 3%. Arguably, this is not an aber-
ration, but rather a new normal. First, there is no consumption
boom without a major increase in spending on durables. This
is unlikely in current situation as Polish households are already
fairly saturated with durables (in some cases, i.e. cars, the fig-
ures are greater than in many developed countries). Without a
major technological breakthrough (e.g. introduction of LCD TV
sets) or a housing boom, demand for durables is set to be limited
to household formation and durables stock depreciation rates.
Incidentally, this seems to be the reason why retail sales con-
tinue to disappoint — consumptions is shifting towards services.
Second, it is unknown whether recent income gains are evenly
distributed — and higher income brackets are known to have
higher saving rates and substantial mortgage debt burdens (of-
ten FX debt). Exact and timely data are scarce but we know
that median wages and incomes barely grew since the crisis, as
compared to the 2006-2008 period and the poorest have even
seen declines in real income.
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Real wages in Poland
3500

w
o
o
o

2500

2000

PLN, constant prices (2010)

—
wu1
o
o

1000
1999 2001 2002 2004 2006 2008 2010 2012 2014

—Mean —Median Mode

Having said that, we do not deny that consumption will remain
a key pillar of Polish economic growth — we only advise against
drawing too optimistic conclusions from tentative correlations.
As we repeatedly said, this is a balanced recovery, not a boom.
Hence, the question of rate hikes next year hangs on the un-
stated paradigm of positive real interest rates, not on actual in-
flationary pressures or imbalances.
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Fixed income

IRS curve

3,0 -
Outsiders

2,8
Polish fixed income market depend more and more on global 26 -
markets. Endless EU-Greece ’rescue’ negotiations put long !
term investors in defensive stance. Asset swaps widened 2,4
sharply this week, PS0420 traded 20bp above 5Y IRS, DS0725
30bp above 10Y IRS - both this year highs. While volatility 2,2 A
is high, bond auctions in Poland attract less interest despite 2,0
supportive local economic environment (low CPI, healthy
growth). Market reaction for Polish last auction - switching one 1,8
with 2.5bln demand — was positive because of relatively high 16 |
prices, but the longer this Greek drama continues, the worse '
it is for POLGBs. We feel that even negative outcome of this 1,4
weekend EU-Greece talks is better for Poland (especially in the 1y 2y 3¥Y 4y 5Y &Y 7Y 8 9y 10Y
long end) than being ignored at all by global investors. We hope 150615 =25 0515
that any outcome would be able to unveil local story.
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Forex

EURPLN volatility
PLN — weaker While the Greek tragedy went on last week, 12 4 -4

EUR/PLN was suspended in tight range 4.1560-4.1760. The 11 4 L3
cacophony of contradicting information’s makes the market
immune to react but the tensions rises. Generally PLN was an 10 ~ M2
underperformer relative to its peers probably due to growing g . F1
concern about political risk (general election in autumn). We Lo
still are prone to look at EUR/PLN from the 4.10/4.20 range 84 |
perspective, but it is the upside that could potentially produce 5 ‘”’j\w \ \% Jfﬁ"‘ - -1
fireworks. ; w\m_%\ﬂﬁm\wﬁvw L 2
OPT - vols lower, again Lower realized volatility was the -
reason why the vols kept on sliding lower the consecutive week. 8] *\,}\/J - -4
1 month EUR/PLN ATM is this Friday 7.4% mid (0.3% lower). 4 5
3 months EUR/PLN are 7.55% (0.25% down) and finally 1Y is Dec-13 Mar-14 Jun-14 Oct-14 Jan-15 Apr-15
fixing 7.6% (0.2% lower). The Skew was also offered and now
is approx. 0.1% lower then week ago. The currency spread Seealiteil = ik
(difference between USD/PLN vol and EUR/PLN vol) slid by
roughly 0.5%, especially in the frontend.
Short-term forecasts
Main supports / resistances: .
EUR/PLN: 4.09 / 4.19 EUR/PLN volatility curve
USD/PLN: 3.50/ 3.80 10,0 -
9,5
Position Still sidelined in EUR/PLN. 90 -
USD/PLN — Unchanged from last week. It was worth to be 85 1
patient — our long position at 3.66 is finally in-the-money. We 8,0 - _
are ready to add at 3.6300 and set the stop below at 3.6100. 75 | — = a
We would like to take profit at 3.8000. !
7,0 4
Options We are still long EUR/PLN and USD/PLN Vanna 6.5 |
and long longer term Vega. We are ready to add to long Vega in '
back. We think that Greece, rate hikes in US, and parliamentary 6,0
elections in Poland will support volatility in the longer term. To 5,5
at least partially cover the Theta bills of quickly approaching W iM M 3M 6M oM 1y
holidays, we are short 2 month EURPLN Vega. I R
Bias from the old parity (%)
4 - — 45
ﬁ L
¥ ANIVES
W -5
3,6 N M
43 10
3,4
- 4,2 -15
32 A
A\ Y, -20
3 :,«ﬁ}"-f Wy s S AP/ - 4.1
-25
2,8 4
Dec-13  Feb-14 May-14 Jul-14  Sep-14 Dec-14 Feb-15 Apr-15 30
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Market prices update

Money market rates (mid close) FRA rates (mid close)

Date FXSW 3M WIBOR3M FXSW6M WIBOR6M FXSW1Y WIBOR1Y 1x4 3x6 6x9 9x12  12x15  6x12
6/18/2015 1.71 1.71 1.79 1.69 1.70 1.72 1.73 1.75 177 1.84 1.94 1.87
6/22/2015 1.58 1.72 1.66 1.69 1.70 1.72 1.75 1.75 177  1.82 1.91 1.86
6/23/2015 1.44 1.72 1.59 1.69 1.87 1.72 1.73 1.75 1.77  1.83 1.90 1.86
6/24/2015 1.35 1.72 1.49 1.69 1.78 1.72 1.74 1.75 177  1.82 1.91 1.86
6/25/2015 1.42 1.72 1.60 1.69 1.87 1.72 1.75 1.76 1.77 1.81 1.91 1.85
Last primary market rates

Paper Au. date Maturity Avg. price  Avg. yield Supply Demand Sold

52W TB 3/4/2013 8/28/2013 98.33 3.49 3000 7324 3084

OKO0716 4/23/2014 7/25/2016 93.51 3.02 800 2136 836

PS0719 5/8/2014 7/25/2019 99.25 3.41 4000 5807 4075

DS1025 6/5/2014 7/25/2025 94.90 3.82 2000 2743 1693
Fixed income market rates (closing mid-market levels)

Date 1Y WIBOR 1Y T-hill 2Y IRS OKO0715 5Y IRS PS0718 10YIRS DS1023

6/18/2015  1.720 1.793 2.013 1.997 2.554 2.771 2.993 3.300

6/22/2015  1.720 1.745 1.975 1.956 2.485 2.687 2.935 3.202

6/23/2015  1.720 1.740 1.970 1.959 2.450 2.664 2.877 3.179

6/24/2015  1.720 1.783 1.973 1.977 2.455 2.679 2.880 3.211

6/25/2015  1.720 1.758 1.960 1.980 2.435 2.674 2.855 3.202
EUR/PLN 0-delta stradle 25-delta RR 25-delta FLY

Date M 3M 6M 1Y 1M 1Y 1Y

6/18/2015  7.61 7.78 7.83 7.80 7.80 2.21 0.59

6/22/2015  7.95 7.70 7.70 7.63 7.63 2.21 0.59

6/23/2015 7.75 7.60 7.65 7.65 7.65 2.21 0.56

6/24/2015  7.60 7.58 7.63 7.63 7.63 2.15 0.55

6/25/2015  7.58 7.55 7.60 7.63 7.63 2.19 0.58

Date EURPLN USDPLN CHFPLN JPYPLN HUFPLN CZKPLN

6/18/2015 4.1615 3.6556 3.9817 2.9761 1.3390 0.1527

6/22/2015 4.1724 3.6799 3.9985 2.9903 1.3390 0.1534

6/23/2015  4.1637 3.7040 3.9884 2.9955 1.3469 0.1532

6/24/2015  4.1640 3.7103 3.9891 2.9960 1.3420 0.1531

6/25/2015  4.1737 3.7305 3.9820 3.0157 1.3377 0.1530
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