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One working day more m/m and y/y. Softer business
indicators on monthly and annual basis. No long week-

. o, o, o, ends this month but a slight base effect concerning
Retall sales JU| 25 ‘Jun 17'0 /° 1 60 /° 149 /° Corpus Christi (this year in May). Home appliances sales
(mostly TV sets) probably distorted upwards by

EURO2008.
Moods in the MPC still indecisive, the dominance of wait-
F el d- It . Rising inflati de th
MPC Decision Jul 30 _ 6.0% 6.0% 6.0% and-see stance. Rising inflation pressures may made the

MPC hike in August/September before the slowdown in
GDP growth will become a fact.
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In Focus / Macroeconomics

All six core inflation measures went up in June...

All six core inflation measures reported for the Polish economy increased in June. Going into
details, net core inflation excluding food and fuels rose to 3.4% from 3.2% recorded in Mai. The
new measure excluding food and all energy was up by 0.1 pctg. point from the previous reading
of 2.1% yly. Core inflation calculated as 15% truncated mean, the measure perceived by many
statisticians as the most reliable, topped 4.9% in June.

We expect the core inflation to rise in the coming months on the back of higher labor costs. One
cannot rule out some feedback effects stemming from higher energy and food prices to material-
ize as well. Consequently, we estimate the net core inflation to top 4% and the new core meas-
ure excluding energy and food to breach 3% mark by the end of this year. It has to be noted
though that both measures will be significantly affected by the low base effect stemming from the
lower internet fees in August 2007. As inflation path may get steeper in the coming months, one
may expect more hawkish comments from the central bank officials.

Turning to the cross-regional comparisons, we see more and more pronounced divergence in
terms of inflation trends in the CEE countries. While inflation rates in Hungary and Czech Repub-
lic are clearly heading south, dampening rate hike expectations, Polish inflation is to accelerate in
the coming months. Having in mind the market’'s reasoning behind the latest rally (weakening
economic growth and presumed lower inflationary pressures in the region), upcoming inflation
data may induce a corrective move across the yield curve.

As for the negative inflation scenario, the important event to watch was the parliamentary debate
on inflation. Such a political motivated debate and catastrophic inflation projection echoed by the
press pose a clear threat to inflation expectations. That is why we uphold our view that these
developments accompanied by higher inflation readings may stimulate rate hike expectations
and consecutively force the MPC to hike.

...but the rate setters’ comments remained mixed

Recent data releases cemented the split among the MPC members, visible in their recent com-
ments. However, traditional division into hawks and doves does not describe the situation well as
moods in the MPC have to be canvassed also in shades of gray. The mosaic of thoughts raises
the importance of single macroeconomic data; we still see a possibility of a hike in Au-
gust/September.

The most hawkish stance was presented by Filar. He attaches the greatest importance to core
inflation measure pointing out that its current level is too high. Should core inflation stay around
2%, the return to the target will be easy, otherwise — it may be hard and prolonged. Filar also
pointed out the significance of communication between the MPC and market participants (finan-
cial entities and households), especially the one regarding inflation expectations, closely con-
nected to the occurrence possibility of the second round effects. Relatively hawkish was also the
stance of Wasilewska-Trenkner. In her opinion strong currency cannot serve as a substitute for
interest rate hikes as the former can be easily reversed in monetary policy horizon.

The comments from Noga, Czekaj and Slawinski may count as relatively grey in comparison with
the ones delivered by other members. Noga and Czekaj belong to the “October-camp” which
conditions the decision on rates on the next inflation projection. They both advise observing
closely the economy in order to find confirmation on softening growth, persistence of the dynam-
ics of wages and the slide of inflation just after the peak. Slawinski pays much attention to the
exchange rate of the zloty, describing the effects of its current strength on inflation and growth.
Appreciating currency always back the restrictiveness of monetary policy, but when it goes too
far (beyond equilibrium exchange rate) it may pose problems for exports. In his opinion, the zloty
is decisive for the monetary policy at the moment.

The other extreme is occupied by Nieckarz. In his opinion, strong zloty hampers exports which
may drag down the GDP growth below 4%. At the same time, potent currency reduces inflation-
ary pressures what makes Nieckarz think that current discussions on restricting monetary policy
further are pointless.
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MEDIUM-TERM
FORECATS

Fixed Income

Boring...

RECOMMENDATION:

AUCTIONS

Money Market

Cheap end of the reserve
very likely

Core CPI a bit higher then
expected

RECOMMENDATION:

Indicator 2006 2007 2008
GDP yly (%) 6.1 6.5 5.3
Inflation rate (%) 1.0 2.4 4.5
Current account (% of GDP) -2.1 -4.5 -4.6
Unemployment rate (end-of-year) 14.9 11.4 9.8
NBP repo rate (end-of-year) 4.00 5.00 >6.0

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

Even though volatility on the market seems to quite decent it's hard to say there is anything
really interesting going on. As payers and receivers interchangeably get advantage over the
others, yields fluctuate within 10bp range, but there is definitely no clear trend. And it doesn't
seem like one is about to crystalise in the nearest future and we can see some range trading
before new data will give some answers about economic situation. We're slightly more inclined
towards pay postion, however in current environment of relatively high volatility and low liquidity
it seems to be the best idea to take advantage of all overreactions in both directions. Levels
below 6.60% on 2Y seems as cheap to pay, 6.85% on the other hand as a receiving opportunity.

Play range.

— offer avg yield last auction

last date

13 Week T-bills - - 6.061% 4/14/2008
26 Week T-bills - - 6.220% 4/14/2008
52 Week T-bills 8/11/2008 - 6.850% 7/14/2008
2Y T-bond OK0709 8/10/2008 - 6.500% 7/9/2008
5Y T-bond PS0413 9/3/2008 - 6.155% 5/7/2008
10Y T-bond DS1017 10/8/2008 - 6.054% 4/9/2008
20Y T-bond WS0922 9/12/2008 - 6.080% 5/14/2008

Smaller demand during open market operation tender (12,7 vs 14 billion pIn) provided nice and
cheap carry for the whole week. Since we are heading to the end of the reserve requirements
settlement period (next Wednesday), we will probably see cheap short deposits for a few more
days.

A little better PPI and a little worse 10 figures had very limited impact on longer rates. However a
little higher core CPI proved that inflationary pressure is still high which in turn and along with the
very fast growing wages will, in our opinion, force the MPC to hike the rates further. This will
become fact sooner or later but is not discounted in the curve (less then one full hike is priced in
now). We still consider it as a great opportunity to pay some more.

Pay on dips.
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FIXED INCOME &
MONEY MARKET
CHARTS

Foreign Exchange

Zloty stronger

Volatility curve higher

RECOMMENDATION:

Buy PLN

Sell vega
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This week PLN was traded between 3.2028 and 3.2686. The correction of EUR/PLN broke the
downward movement lasting since June 27. During last six days zloty increased by almost 7
figures. USD/PLN rebound as well and reached yesterday the level of 2.0784. This rally was
triggered by profit taking in C4 currencies and possible interest rate increase in the Czech
Republic. Today zloty came back to its long-term trend.

Volatility curve was traded higher with 1M at 7.25 and 1Y at 6.5 as compared to 6.4 and 6.2
respectively in the previous week.

Spot:

Main supports / resistances:
EUR/PLN: 3.2000 / 3.2700
USD/PLN: 2.0150 / 2.0800

The current move created the occasion to buy PLN at the levels of 3.3550-3.3650 placing
stops at 3.3950, take profits at 3.2000.

Options:
There was the opportunity to open short vega positions by selling 3M at 7,0%, 9M at 6.55%

and 1Y at 6.50% . We also prefer to keep short gamma positions, as we don’t believe that
current turmoil will persist.
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MARKET PRICES UPDATE
Money market rates (Closing mid-market levels)
MONEY MARKET date 3M 6M 1Y
RATES FXSW  WIBOR FXSW  WIBOR FXSW  WIBOR

Wapr]  6.51% 6.51% 6.64% 6.63% 6.79% 6.78%
IOpr]  6.50% 6.51% 6.63% 6.63% 6.78% 6.78%
AV  6.51% 6.51% 6.62% 6.62% 6.77% 6.77%
ey 6.50% 6.51% 6.61% 6.61% 6.76% 6.76%
PRI  6.19% 6.51% 6.58% 6.60% 6.75% 6.75%

FRA MARKET RATES

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

WOpr]  6.64% 6.69% 6.69% 6.57% 6.68%
18/07/08 [ 6.71% 6.70% 6.59% 6.69%
AV  6.67% 6.72% 6.71% 6.61% 6.71%
Pl 6.69% 6.74% 6.73% 6.63% 6.73%

FIXED INCOME MAR- PRI 6.66%  674%  673%  663%  6.73%
KET RATES
Fixed Income Market Rates (Closing mid-market levels)
date 1Y 2Y 5Y 10Y
WIBOR B IRS 0K0709 IRS PS0511 IRS DS1017

O] 6.78% 5.08% 5.57% 5.29% 5.72% 569%  5.73% 5.76%

B0 6.78%  505%  557%  529%  571%  568% 572% 5.76%
AN 6.77%  505%  557%  534%  571%  567% 571% 5.76%
PRIMARY MARKET PRI 6.76%  5.05%  556%  530%  571%  565% 572% 5.75%
RATES PRI 6.75%  5.03%  556%  534%  570%  568% 570% 5.75%

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

52W TB 08/07/14  09/07/14  93.596 6.77% 1200 3253 1298
FX VOLATILITY OKo0710 08/07/02  10/07/25  87.143 6.92% 1000 2250 1000
PS0413 08/04/07 13/04/25  96.211 6.16% 1800 3129 1800
DS1017 08/07/09  17/10/25  91.480 6.50% 700 2461 705

USD/PLN 0-delta stradle 25-delta RR 25-delta FLY
date 1M 3M 6M 1Y 1M 1Y 1M 1Y

17/07/08 [PA 12.00 12.15 12.35 0.50 0.75 0.30 0.35
18/07/08 AR 12.05 12.25 12.45 0.70 0.95 0.30 0.35
PLN SPOT PER- 21/07/08 IRRNE 11.95 12.15 12.35 0.60 0.85 0.30 0.35
FORMANCE 22/07/08 JmRKC 11.80 12.00 12.20 0.45 0.70 0.30 0.35
23/07/08 JmPXVN) 12.00 12.20 12.40 0.75 0.75 0.30 0.35

PLN spot performance
LEICIN USD/PLN  EUR/PLN bias

Wopre] 2.1199  3.3273  -36.38%
eI 21193 3.3155  -36.52%
vy 2.1015  3.3052  -36.85%
prll gy 2.0956  3.2841  -37.17%
pRlgls]  2.0843  3.2736  -37.42%

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

Marcin Turkiewicz (+48 22 829 01 84) Marcin.turkiewicz@brebank.pl
BRE BANK SA 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 Biafczynski (+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 L.
Institutional Sales (BRES)
Bloomberg: BRE Inga Gaszkowska-Gebska (+48 22 829 12 05)

SWIFT: Research
- Ernest Pytlarczyk (+48 22 829 01 66) Research@brebank.p!
BREXPLPW Marcin Mazurek (+48 22 829 0183)

Radostaw Cholewirski (+48 22 829 12 07)
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

The review note is based on the information available to the public. 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 instru-
ment 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 publication and it may not be,
even partially, reproduced of distributed without the prior written agreement with BRE Bank SA.
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