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In Focus / Macroeconomics

Poland hit by portfolio outflow from EM — MPC in different “regime”
at the moment

2003 comes back: Polish economy once again imported the crisis from Hungary. As investors
sought to reduce the exposition in the region, Polish market seemed relatively deep and liquid (at
least in comparison to the Hungarian one) to do the trick. Massive depreciation of the zloty (and
its high implied volatility) has changed the regime within which the monetary policy is conducted.
As a consequence, the chances for policy easing already this year has fallen significantly.

Softening local real sphere and the ongoing global slowdown induced the MPC to enter the disin-
flation regime in which the projected GDP gap is sufficient to keep price pressures contained
and, at the same time, allow for monetary easing to give a boost to faltering real economy. That
is why we attached 50% probability of a monetary easing till the end of the year. Today’s retail
sales data brought another confirmation for the above-mentioned thesis. First half of the year
saw average retail sales growth rate of 17.6% y/y, after 3 months of the second half the dynam-
ics nearly halved reaching 10.9%. Lower consumer confidence and deteriorating business condi-
tions in retail sector suggest a new equilibrium in internal trade is on its way. Nevertheless, it is
retail sales what is set to remain the main GDP contributor in the coming months, especially
when taking into account the relatively poorer performance of industry.

As risk aversion recently intensified, the MPC can no longer ignore this fact. That is why we think
we have temporary left the disinflation regime, or disinflation phase, in favor of risk aversion
regime. The current state suggest the MPC can no longer rely on the macro data only — it should
monitor closely the financial markets as well (such a policy has been followed — quite success-
fully — by the National Bank of Hungary which interest rates reflect, to a significant degree, the
movements of the risk premiums). However, we do not expect the MPC to make a preventive
strike (25 bp. hike would be clearly insufficient, inducing only the inflow of speculative capital,
whereas the greater scale of a hike seems to be unacceptable for the MPC at the moment).
Hence, the most probable scenario includes rates on hold till the end of the year. Should the
volatility decline, we may expect a re-switch to disinflation regime (see the graph below).
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As core inflation rose again in September, there are more and more concerns that the ongoing
FX turmoil will lift the core (and headline) measures further (instead of gradual decline induced
by the business cycle phase). We regard such reasoning as hard to square with the facts. First of
all, zloty depreciations is accommodated by the falling oil prices. Secondly, it is only a small por-
tion of consumption basket which is vulnerable to exchange rate movements. The natural ex-
periment from 2003 (when the zloty lost about 10% versus the euro) suggests, the depreciation
left the prices almost intact. Core “net” inflation stayed in interval of 0.2-0.5 pp. in October 2003-
April 2004 period. It is worth to note that during that time, GDP growth was running at about 5%.
Contemporary growth perspectives look gloomier; hence the price pressures may be even better
contained than in 2003/2004.
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MEDIUM-TERM
FORECATS

Fixed Income

What about the risk?

RECOMMENDATION:

AUCTIONS

Money Market

Introduction of repo and
FX swap by Central Bank

Cash surplus caused
short term interbank rates

Indicator 2006 2007 2008 2009
GDP yly (%) 6.1 6.5 5.1 3.0
Inflation rate (%, average) 1.0 2.4 4.4 2.9
Current account (% of GDP, average) -2.1 -4.5 -4.6 -5.3
Unemployment rate (end-of-year) 14.9 11.4 9.4 9.6
NBP repo rate (end-of-year) 4.00 5.00 6.00 5.00
Indicator 2008 2009
Q2 Q3 Q4 Q1 Q2
GDP yly (%) 5.8 4.8 4.0 3.5 3.5
Inflation rate (%, average) 4.3 4.7 3.8 3.5 3.3
NBP repo rate (end-of-quarter) 6.00 6.00 6.00 5.75 5.25

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

Last week was quite exceptional. When am writing this bit 2y IRS is trading at 7.10, 5y is virtually
no offer and bonds are yielding +8% on every maturity possible. When 2 weeks ago we recom-
mended closing all receive positions we didn’t have slightest idea in what mess market can end
up. From extraordinary meeting and expecting intra meeting cut we now end up with possibility
of emergency hike because of currency crisis. Daily volatility is now reaching 50 bp, which is
translating to 100% annualized volatility. In such circumstances no one can be sure where mar-
ket can be in next 24 hours. But we have ‘feeling’ that in 1 year time rates and bond yields can
be lower, if not much lower. Everything and everyone is working to put the world in order, what
we observe right now is concentrated in time panic liquidation of any risk. Deleveraging is be-
coming absurd, and is thorn so far from fundamentals that it must create opportunities. We are
keen to use this opportunity. We like to receive 2y at current levels, in small risk, but we rather
receive these rates than to pay them. Risk like brave.

Receive 2y at current levels

avg yield last auction

next auc. offer
last date
13 Week T-bills - - 6.257% 10/20/2008
26 Week T-bills - - 6.409% 9/15/2008
52 Week T-bills 10/27/2008 - 6.395% 10/20/2008
2Y T-bond OK0710 12/3/2008 - 6.471% 8/6/2008
5Y T-bond PS0413 11/5/2008 - 5.926% 10/1/2008
10Y T-bond DS1019 TBA - 6.054% 4/9/2008
20Y T-bond WS0429 12/9/2008 - 5.992% 9/10/2008

This week Polish Central Bank offered repos and foreign currency swaps for banks as a part of
“confidence package”. Last Friday CB added 9,8 billion PLN on 6 day repo and in the same time
offered money bills in regular OMO for 7,3 billion PLN. On Tuesday CB added 9.3 billion PLN in
14 days repo (at an average rate of 6.16) to the banking sector. Starting with Oct 23 CB offers
FX swaps on a daily basis in USD/PLN and EUR/PLN with 7 — day maturity.

As a result there is a nice surplus of cash in the system. Interbank short term rates are low and
near deposit rate in CB. Despite the fact that the rates are low, confidence didn’t come back and

dropped down long term deals are no practically longer available. Banks are more careful when lending money
to each other and number of loans on the interbank market can be divided by two.
PAGE 3 October 23, 2008
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T-bill’s yields up at the The average yield on Polish benchmark 52-week T-bill up to 6.395% from 6.295% at previous
tender. tender and the 13-week T-bill up to 6.257% from 6.173%. In total, The Ministry sold only 0.783
billion pln of papers from 3 billion PLN offer.

RECOMMENDATION: Offer 1Y swap at current levels
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Foreign Exchange
Zloty’s market has faced extremely high volatility trading. This week EURPLN opened with low
at 3.5200 and high at 3.9880. Similar USDPLN has started with 2.6000 bottom and ended
Zloty weaker 3.1100 top. Poland has imported crisis from Hungary, so weakening HUF and strengthening
USD were behind this move.

Volatility curve reached new highs — EUR/PLN 1M was quoted at 28.00 and 1Y at 15.50 while
week before quotations had been at 22.0 and 11.5. USD/PLN 1M moved from 29.00 to 35.00
Volatility still high and respectively 1Y from 18.50 to 22.00.

RECOMMENDATION:  gpoT

Main supports / resistances:
EUR/PLN: 3.7400 / 4.0000
USD/PLN: 2.6700 / 3.3900

Buy PLN PLN market looks heavily oversold, so long PLN positions at 4.00 are looking like easy money.
Beware of low liquidity trading.

OPTIONS
Short vega

We believe in receiving some benefits from short vega especially on 6M and 1Y selling.
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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

AL 6.74% 6.81% 6.75% 6.76% 6.79% 6.78%
ALY  6.70% 6.82% 6.71% 6.74% 6.75% 6.78%
PVAIEY  6.63% 6.80% 6.65% 6.75% 6.68% 6.76%
AV  6.64% 6.81% 6.68% 6.75% 6.69% 6.75%

22/10/08 R 6.81% 6.65% 6.77% 6.69% 6.77%

FRA MARKET RATES FRA Market Rates (Closing mid-market levels)
date 1X4 3X6 6X9 9X12 6X12
16/10/08 [CHEYS 6.36% 5.80% 5.37% 5.65%
WAL 6.71% 6.45% 5.91% 5.53% 5.70%
PRI  6.71% 6.40% 5.85% 5.50% 5.72%
AR  6.73% 6.52% 6.00% 5.63% 5.85%
FIXED INCOME MAR- 22/10/08 GRRA 6.88% 6.68% 6.35% 6.57%
KET RATES
Fixed Income Market Rates (Closing mid-market levels)
date 1Y 2Y 5Y 10Y
WIBOR B IRS 0K0709 IRS PS0511 IRS DS1017
16/10/08 [SRESA 5.08% 5.57% 5.29% 5.72% 5.69%  573% 5.76%
WWALIGLE]  6.78% 5.05% 5.57% 5.29% 5.71% 5.68%  572% 5.76%
ZVALIEY  6.76% 5.05% 5.57% 5.34% 5.71% 567%  571% 5.76%
PRIMARY MARKET AV  6.75% 5.05% 5.56% 5.30% 5.71% 5.65%  572% 5.75%
RATES 22/10/08 JNEEA) 5.03% 5.56% 5.34% 5.70% 5.68%  570% 5.75%

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

52W TB 08/10/20  09/10/20  93.920 6.40% 1000 739 495
FX VOLATILITY OK0710 08/08/06  10/07/25  88.390 6.47% 1800 3724 1830
PS0413 08/10/01  13/04/25  99.132 5.93% 1800 4924 1856
DS1017 08/10/08  19/10/26  97.121 5.86% 2500 4472 2500

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

Alr]  29.00 22.50 20.50 18.50 4.00 3.00 0.40 0.40
17/10/08 ey 22.50 20.50 18.50 0.00 0.00 0.00 0.00
20/10/08 iy 25.00 23.00 20.00 0.00 0.00 0.00 0.00
21/10/08 JERV) 25.00 23.00 20.00 0.00 0.00 0.00 0.00
22/10/08 IV 28.00 25.00 21.00 0.00 0.00 0.00 0.00

PLN SPOT PER-
FORMANCE

PLN spot performance
LEICH USD/PLN  EUR/PLN bias

CTAlVOr] 2.6385  3.5506 -31.32%
Walir]  2.6509 3.5653 -30.41%
PRIV  2.6354  3.5515  -30.05%
ARIVEY 27199 3.5962  -29.34%
pe Q)] 2.8812  3.7139  -31.17%

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
S 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
Bartfomiej Mafocha (+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 Cholewiniski (+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

PAGE 7 October 23, 2008



POLAND WEEKLY REVIEW FINANCIAL MARKETS DEPARTMENT, BRE BANK SA

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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