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PREVIEW: The week of July 16" to July 20"
Date of BRE Con-

Indicator Period Comment
release forecast sensus
Wages yly Jul 16 June 9.4% 8.8% 8.9% Wage pressure stronger than previously
Employment y/y Jul 16 June 4.3% 4.4% 4.4% The employment starts growing slower due

to higher real wages

. o o 0 Budget execution better than in plan due to
Budget execution ca.Jul18 | June 12.7% 13.0% 14.2% higher revenues

Negative trading day effect. After seasonal
Industry output y/y Jul 19 June 8.3% 8.2% 8.1% adjustment 10 growth at ca 10.0%
PPl yly Jul 19 June 1.6% 1.9% 2.2% Drop of PPI due to positive base effect

Please read the disclaimer at the end of this document
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In Focus / Macroeconomics

PM J.Kaczynrski dismissed
the Deputy PM Lepper but
The Self Defence Party
remained in the governing
coalition

In the medium term Lep-
per’s influence outside the
government may increase
political instability

Pietrewicz: MPC may be
forced to raise the rates

The crisis within the coalition may increase medium-term political
instability

On Monday the PM J. Kaczynski dismissed the Deputy PM and A. Lepper - a leader of Self
Defence political party (Samoobrona). The decision was due to Lepper’s alleged involvement in
corruption by the Central Anticorruption Bureau. Initially, Lepper announced that his party in-
tended to withdraw from the governing coalition, but a day later, under pressure from party
deputies, he decided that his party would remain in the coalition with The Law and Justice and
League of Polish Families. Accordingly, Lepper is no longer a member of the government and
his position at the Ministry of Agriculture will be taken over by another Self-Defence party mem-
ber. Lepper’s decision to stay in the coalition is conditional — he has requested that the evidence
supporting the allegations be published by Friday, however it is believed that The Self Defence
Party does not intend to review the decision at the present time.

We are of the opinion that the immediate crisis in the coalition has passed and short term risk to
political stability has been minimised.

Long term implications, however, could be more significant. On the one hand, The Self Defence
Party’s resistance to abandoning the governing coalition revealed that Lepper’'s position within
his own party is somewhat weaker than he anticipated.

This turn of events has markedly increases the standing and influence of PM Kaczynski and the
Law & Justice — the ruling party. If Lepper attempts to obstruct government actions, Kaczynski
may respond by threatening to weaken The Self Defence Party by persuading some deputies to
cross the floor from The Self Defence Party to The Law and Justice Party. On the other hand, as
Lepper will no longer be involved in government, he may well have more time at his disposal to
aid in strengthening his position in the party. Given he is now effectively an ‘outsider’ he is well
situated to attack the government on a number of issues.

Consequently, political instability may, in the longer term, increase; the next crises may occur in
Autumn, linked to the proposed 2008 budget bill. We do not, however, anticipate an early elec-
tion since this would create a high level of risk for The Law and Justice Party, as support from
the Civic Platform (27%) and The Left and The Democrats (12%) could potentially win the elec-
tion and form a government (support for Law and Justice Party is ca 25%).

The zloty, according to our calculations, should appreciate in the longer term due to anticipated
interest rates hikes in Poland — although some suspect appreciation may be limited due to politi-
cal instability. Hence, we cannot rule out the possibility that, in Autumn 2007, the zloty may
temporary depreciate due to political unrest and speculation. We consider that such a decline in
the zloty’s value will only be temporary and by the end of this year EUR/PLN is set to rise to
3.70 with USD/PLN at 2.70.

MPC members see a risk for inflation but the rate increase in July
is less likely

The latest comments of Polish MPC members indicate that they see a risk of inflation but the
next rise may not occur in July.

Professor Mirostaw Pietrewicz said that if the consumption boom and growing wages will in-
crease inflationary pressure MPC will be forced to raise interest rates. Pietrewicz added that
“the wages pressure may cause a dangerous situation in 2008 and he wouldn’t say that in-
creases are not needed”. This comment is a bit surprising because Pietrewicz was always seen
as a dovish MPC member and till now he never voted for the increases. We cannot exclude that
Pietrewicz may vote for tightening in the future.

The open question is only the timing of the further increases. In Pietrewicz’'s opinion the accu-
mulation of rate rises may negatively influence economic growth. Moreover he said that the
increase in June was intended to precipitate an increase in July and MPC has now more time to
look at the current data.

A slightly more dovish view has been presented by another MPC member Halina Wasilewska-
Trenkner. She said that MPC would investigate carefully current macroeconomic data, particu-
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Wasilewska Trenkner:
MPC may raise the rates
in this year only once

Nieckarz: real GDP is still
below the potential output

We expect a 100 bps in-
crease in the next 12
months but the increase in
July is less likely

MEDIUM-TERM
FORECATS

Fixed Income

Is another 100bp hike
priced in the curve really
foo much?

larly information from the labour market, fiscal policy and the global situation. In her opinion
MPC may raise the rates in this year only once.

A very controversial opinion has been expressed by MPC member Stanistaw Nieckarz. He re-
vealed that in the next two years the real GDP will be below the potential output and the output
gap will be negative. He argues that the high unemployment rate is the highest in the region and
the investments to GDP ratio still remains low. In his opinion the favourable structure of invest-
ments would gradually increase the potential. On the other hand Nieckarz sees some signals of
slowdown. That is why Nieckarz expects the potential output to grow faster than the real GDP.

It is noteworthy that Nieckarz presents the view opposite to the official statement published by
MPC after the last two meetings. MPC wrote that real GDP was growing at a faster rate than the
potential one and they expect that GDP growth will remain strong in the next quarters.

All above mentioned comments indicate that MPC members are a bit concerned by the rapid
market overreaction after last increase in June and they want to calm the market opinion. We
think that MPC is now less hawkish than the market expects. We still believe in our medium-
term scenario that due to growing inflationary pressure MPC will raise the rate by 100 bps in the
next 12 months. Thus we think that the increases may be more separated chronologically and
the expected increase in July is less likely.

Indicator 2006 2007 2008
GDP yly (%) 6.1 6.2 5.7
Inflation rate (%) 1.0 24 3.2
Current account (% of GDP) -2.1 -3.3 -4.1
Unemployment rate (end-of-year) 14.9 10.7 9.9
NBP repo rate (end-of-year) 4.00 5.00 5.50

Source: GUS, NBP, BRE Bank, bold change on last week

Apparently recent upside moves in yields pushed the curve high enough that POLGB's started to
look attractive again. Quite dovish statements made by MPC members Wasilewska-Trenkner,
who doesn't see need for aggressive policy tightening and Nieckarz, who already sees some
signs of slowdown in the economy also supported the rally. We think that players' optimism is
becoming a bit overreacted here. Upcoming data releases - CPI and corporate wages should not
be positive for the curve. We estimate inflation at 2.7% y/y with risk on the upside, and wages at
9.4% yly, so both quite consistent with current rates scenario, giving little room for further
strengthening. Moreover, we see industrial output slowing down a bit, which, combined with
wages growth, shows potential inflationary pressure and will definitely have impact on Council
comments/decisions. Therefore we suggest building pay position from current levels, preferably
in the short end of the curve.

RECOMMENDATION: Pay 1y and 2y IRS.
next auc. offer avgljailteld IastdaaLiztlon
AUCTION
Ll 13 Week T-bills - - 4.208% 16-01-06

26 Week T-bills - - 3.943% 24-04-06
52 Week T-bills 06-08-07 - 4.816% 09-07-07
2Y T-bond OK1208 01-08-07 - 4.694% 04-04-07
5Y T-bond PS0412 19-09-07 - 5.480% 20-06-07
10Y T-bond DS1017 10-10-07 - 5.658% 11-07-07
20Y T-bond WS0922 12-09-07 - 5.309% 14-03-07
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Money Market

Carry should remain sta-
ble

Waiting for CPI and
wages

Some bullish statements
by the MPC members
Polish market became

politic resistant

Expensive T-bills auction

RECOMMENDATION:

FIXED INCOME &
MONEY MARKET
CHARTS

Foreign Exchange

Zloty range trade

Volatility stable

Carry in a range 4.5/4.6 will probably carry on next week. Tomorrow’s open market operation
should not disturb the system. PLN bn 21.3 maturing money bills will be corrected by the settle-
ment of the 10-bond auction (PLN bn 1.7 cash outflow) and by the slight surplus of the cash
which could be seen this week. In total there is room for PLN bn 21-22 offer and this range will
provide another stable week for cost of carry.

For the longer term deals market is waiting for Friday’s CPl and Monday’s wages. Those figures
will clarify the trend for the coming weeks, up to the MPC meeting. We believe that mentioned
figures will show arising inflationary pressure, and the rates will go up again soon. Hence, now it
can be good opportunity to take long position especially that some bullish comments from the
MPC side has occurred lately. No reaction as far as politics is concerned. Even coalition break
possibility could not influence the rates or currency. Polish market became politic resistant.

T-bill auction was very small and papers were expensive. 4.81% for the average yield is quite
low taking into consideration other MM curves. This price is purely driven by small and rear auc-
tions - read extremely reduced supply.

Build pay position on dips.
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Last week zloty traded range-bound between 3.7450 and 3.7800. Breaking of resistance,
caused by threats Self Defence leaving government, failed and range held. With EUR/USD
breaking 1.3700 and heading higher, USD/PLN traded much lower, down to 2.7240.

Implied volatilities traded at slightly higher levels than a week before: the 1M EUR/PLN traded.
The USD/PLN volatility curve traded also a touch higher at 7.4 (1M) and 7.6 (6M).
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RECOMMENDATION:
Spot:
Main supports / resistances:
EUR/USD: 1.3500/ 1.3700
Zloty stronger EUR/PLN: 3.7450 / 3.7800
USD/PLN: 2.7000 / 2.7900
Despite of political risk growth, PLN remained in 3.745-3.78 range. Political pressure is slowly
diminishing which makes attack for upperside of the range less likely. Additionally with weaken-
ing of USD against other currencies sentiment we recommend opening short EUR PLN with
3.8150 as strong resistance.
Short Gamma Options:
Despite of low vols and political disturbances we recommend square/offering vega
61 N (Ao N
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MONEY MARKET
RATES

FRA MARKET RATES

MARKET PRICES UPDATE

Money market rates (Closing mid-market levels)
date 3M 6M 1Y
FXSW  WIBOR FXSW WIBOR  FXSW  WIBOR

(CEorgoyd 4.74% 4.78% 4.91% 4.95% 5.27% 5.25%
(R Erd  4.73% 4.78% 4.91% 4.95% 5.27% 5.25%
10-07-07 pENEYA 4.78% 4.91% 4.95% 5.24% 5.26%
INEOYETE  4.74% 4.78% 4.91% 4.95% 5.24% 5.26%
PEEd 4.72% 4.78% 4.89% 4.95% 5.23% 5.25%

FRA Market Rates (Closing mid-market levels)
date 1X4 3X6 6X9 9X12 6X12

(EOgrd 4.87% 5.07% 5.37% 5.57% 5.51%
(VEROrgoyd 4.86% 5.06% 5.37% 5.57% 5.50%
OEorgrd 4.86% 5.06% 5.37% 5.57% 5.50%
IREOTEOrd  4.86% 5.06% 5.36% 5.56% 5.48%
12-07-07 RS 5.03% 5.31% 5.52% 5.46%

Fixed Income Market Rates (Closing mid-market levels)
date 1Y 2Y 5Y 10Y
WIBOR TB IRS 0OK1208 IRS PS0511 IRS DS1017

(EOgrd 5.25% 4.60% 5.54% 5.03% 5.72% 5.56% 573% 5.65%
(RO grd  5.25% 4.82% 5.55% 4.99% 5.74% 5.56% 574%  5.66%
(OEZrd 5.26% 4.78% 5.53% 4.99% 5.73% 5.56% 5.74%  5.65%
INEOYErd 5.26% 4.75% 5.53% 4.96% 5.71% 5.54% 571% 5.65%
12-07-07 ey 4.75% 5.50% 4.93% 5.67% 5.50% 568% 5.61%

Last Primary Market Rates
au. date maturity avg price avgyield supply demand sold

07-07-09 08-07-09 95.357 4.82% 500 1114 500
07-04-04 09-07-25 89.970 4.69% 1000 2463 1000
07-06-22  12-04-25 96.925 5.48% 1000 2673 1000
07-07-11  17-10-25 96.817 5.66% 1800 2997 1800

USD/PLN 0-delta stradle 25-delta RR 25-delta FLY

1M 3M 6M 1Y 1M 1Y 1M 1Y
7.30 7.30 7.50 7.65 1.25 1.20 0.30 0.40
7.30 7.30 7.50 7.65 1.25 1.20 0.30 0.40
7.30 7.30 7.30 7.25 1.25 1.20 0.30 0.40
7.30 7.30 7.30 7.25 1.25 1.20 0.30 0.40
7.40 7.45 7.50 7.50 1.25 1.20 0.30 0.40

PLN spot performance

PLN SPOT PER- CEICHIN USD/PLN_EUR/PLN _ bias
FORMANCE XIAd 27755 37730 -23.61%
09-07-07 2.7520 3.7505 -24.15%
10-07-07 2.7595 3.7655 -23.88%
11-07-07 2.7464 3.7735 -23.94%
12-07-07 2.7244 3.7573  -24.38%
Note: parity on 11/04/00 — USD= 4.3806, EUR=4.2196, basket share 50:50
Mid-market volatility of vanilla option strategies
PAGE 6 July 12, 2007



POLAND WEEKLY REVIEW FINANCIAL MARKETS DEPARTMENT, BRE BANK SA

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)
Tomasz Chmielarski (+48 22 829 01 78)

Ul. Senatorska

18 Fixed Income (BREP) - FRA, IRS, T-Bonds, T-Bills
00-950 Warszawa tukasz Barwicki (+48 22 829 01 93) Lukasz.barwicki@brebank.pl

P.O. Box 728 Pawet Biatczynski (+48 22 829 01 86)

Poland

MM (BREP) - MM, FX Swaps
Barttomiej Matocha (+48 22 829 01 77) Bartlomiej.malocha@brebank.pl
Tomasz Wotosz (+48 22 829 01 74)

Structured Products (BREX)

Reuters Pages: Jaroslaw Stolarczyk (+48 22 829 01 67) Jaroslaw.stolarczyk@brebank.pl
BREX, BREY, Jacek Derezinski (+48 22 829 01 69)
and BRET

Institutional Sales (BRES)
Bloomberg: BRE Inga Gaszkowska-Gebska (+48 22 829 12 05)

SWIFT: Research
- Jacek Kottowski (+48 22 829 01 83) Research@brebank.pl

BREXPLPW Ernest Pytlarczyk (+48 22 829 01 66)

www.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

eview note is based on the information available to the public. This review note is provided to you for information purposes only
Es 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 anything, 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. 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 circumstances in issue. Copyright protection exists in this publica-
tion and it may not be, even partially, reproduced of distributed without the prior written agreement with BRE Bank SA.
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