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In Focus / Macroeconomics

MinFin’s forecasts inflation on a still relatively high level

The Ministry of Finance announced that CPlI inflation fell in May to 3.8% y/y from 4.0% recorded
in April. We expect lower growth rate of prices (3.5-3.6% y/y), though. The divergence lies in the
estimated dynamics of food prices: we bet on a moderate growth (0.7-0.9% on monthly basis)
whereas the Ministry expects food costs to have surged by almost 1.5%.

Although driven by food prices, the publication wreak havoc with even usually dovish MPC mem-
bers (not mentioning the hawkish ones), who seem to be still impressed by the recent data on
GDP growth (+0.8% y/y in Q1). The publication mostly affected extremely dovish Pietrewicz, who
ceased to be certain on June’s cut. He was strongly supported by hawkish members (Noga,
Filar) with the latter suggesting even the coming turn in implicit monetary policy bias (from easy
to neutral). Only Nieckarz stayed firmly in dovish trenches, pressing for the need for a fast rate
cut to support ailing real sphere. Swing voter Czekaj conditioned the result of the looming meet-
ing on the exact CPI reading (is it going to be actually lower then MinFin’s forecast?) and the
behavior of inflation in monetary policy horizon (will the projection show the return of inflation to
the target in mid 20107?).

We are quite surprised by the rate-setters’ reaction. The published GDP data are not optimistic at
all: instead of GDP growth, more attention should be given to domestic demand. This aggregate
posted the second consecutive fall on qoq seasonally adjusted basis and given the softness of
private consumption and investment it is unlikely to recover soon. Net exports is going to support
GDP growth but what matters for the monetary policy now is domestic demand. Taking this line
of thought, contemporary elevated CPI inflation does not pose a significant concern as it may
“plummet like a stone” (borrowing expression form BoE governor, M. King) in 2010. Potential
risks arise from the factors beyond the MPC control (food and oil prices) and are quite unlikely to
be built into inflation expectations in the current “crisis” environment.

That is why we expect inflation projection, not the current data, to be of utmost importance during
the coming MPC meeting. It is likely to show lower GDP growth and inflation falling to the target
in 2010. We also think that the MPC is going to consider the effects of another pause in mone-
tary easing on money market rates (another good reason for a rise of 3M WIBOR), which may
pose additional burden for consumers. We can also point to the fact that the recovery of Polish
manufacturing (as reflected by the PMI index) will be rather gradual and closely connected to
business activity abroad. Adding to those factors also some regrets of recently very significant
governor Skrzypek (he wishes the cuts in Q1 had been deeper) we end up with a still good
chance for monetary easing in June.

MID-TERM .

FORECATS Indicator 2006 2007 2008 2009 2010
GDP yly (%) 6.1 6.5 4.8 0.0 2.0
Inflation rate (%, average) 1.0 2.4 4.3 3.0 2.0
Current account (% of GDP, average) 21 45 5.3 3 25
Unemployment rate (end-of-year) 149 114 95 12.8| 13.5|
NBP repo rate (end-of-year) 400 5.00 5.00 325 4.00

Indicator 2008 2009
Q3 Q4 Q1 Q2 Q3 Q4
GDP yly (%) 47 29 0.8 -0.71 -1.17 0.5
Inflation rate (%, average) 47 3.8 3.2 3.1 25 2.4
NBP repo rate (end-of-quarter) 6.00 500 375 350 3.25 3.25
Bold denotes chages from the last release with arrows showing the direction of chages
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Fixed Income

Worsening sentiment

RECOMMENDATION:

AUCTIONS

Money Market

Expensive beginning of
reserve settlement period

T-bill’'s yields up at the
tender.

RECOMMENDATION:

The sentiment on the fixed income market has changed this week. Rates climbed up by some
15-20 across the curve, with 5y and 10y reaching new highs this year at 5.50 and 5.70%. Minis-
try of Finance successfully placed 5bio of 2y and 5y bonds on auction. New 2y paper attracted
reasonable bids, while demand for 5y was more moderate - not surprising, as asset swaps have
narrowed the most in this sector of the curve to some 20-25bp. Shorter maturities look much
better form that perspective, and we still like 0711 with ASW spread close to 50bp. From data
perspective, Ministry of Finance published their CPI forecast at 3.8% y/y. If such reading is con-
firmed, it could have negative impact on the front end, as it lowers the probability of a rate cut
this month. Our forecast is a bit lower however, we expect the figure at 3.6%, which together
with new inflation projection should result in 25bp easing in June. However in the meantime PLN
rates can be quite vulnerable to global sentiment and situation on forex. Position wise, we stay
long in 0711 ASW and wait for better levels to enter an outright position.

Stay long 0711 in asset-swap.

next auc. offer avg yield last auction
last date

13 Week T-bills - - 6.142% 09/12/2008
26 Week T-bills - - 4.456% 04/05/2009
52 Week T-bills 08/06/2009 - 4.872% 01/06/2009
2Y T-bond OK0112 01/07/2009 - 5.456% 03/06/2009
5Y T-bond PS04 14 01/07/2009 - 5.783% 03/06/2009
10Y T-bond DS1019 10/06/2009 - 6.340% 20/05/2009
20Y T-bond W S0429 10/06/2009 - 6.340% 20/05/2009

After huge OMO last Friday (27.5 bn PLN) POLONIA went up from 2,3% last day of reserve
requirement period to 3.62% on the first day. Central Bank took all cash surpluses from the sys-
tem and right now short term rates are close reference rate.

This week we could have noticed that WIBOR stopped growing up. Probably market have found
equilibrium level that reflect credit risk and market liquidity.

The average yield on Polish 52-week T-bill at primary tender down to 4.872% from 5.074%.
Demand was 9.4 billion PLN and the Ministry sold all 2.125 billion papers from the offer.

Pay FRA 3x6, 6x9 at current level.
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Foreign Exchange

Zloty volatile

Implied volatility untouched

RECOMMENDATION:

Stay away/Buy dips

Sell vega on upticks

This week zloty has opened at 4.4300 and weakened to 4.5450. Zloty sharply strengthened on
low Monday’s liquidity driven by good GDP data and weakened with worse regional sentiment
caused by Latvia problems.

Despite quite volatile spot trading volatility curve stays pretty same. We need to break through
4.45 or 4.55 to move it.

SPOT

Main supports / resistances:
EUR/PLN: 4.3800 / 4.6000
USD/PLN: 3.0000 / 3.3500

Zloty follows global equity play, we see high correlation with JPY crosses.
We still see more risk on upside (4.65-4.70).

OPTIONS

Vols looks a bit offered here, so we suggest wait for higher levels to entry short vega (20 vol for
1Y).

For hedging we suggest buying KO options as it is cheaper due to barrier pricing on high volatil-
ity market.

Exporters may have some benefits from selling Risk Reversals as it is nearly highs (5 vols fa-
vour call).
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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 pRI0e] 449%  462%  457% 461%  487%  49R%

peliee] 4.47% 4.64% 4.58% 6.49% 4.88% 6.59%
V0Hee]  4.50% 4.62% 4.57% 4.63% 4.88% 4.94%
(02Z050e] 4.50% 4.63% 4.60% 4.64% 4.91% 4.94%
(ef0S10e] 4.49% 4.64% 4.62% 4.64% 4.90% 4.95%

FRA MARKET RATES FRA Market Rates (Closing midmarket levels)
date 1X4 3X6 6X9 9X12 6X12

0sles]  4.56% 4.29% 4.28% 4.42% 4.45%
pelisee] 4.55% 4.32% 4.32% 4.46% 4.49%
V0Hee]  4.50% 4.25% 4.25% 4.37% 4.44%
(02057(0e] 4.48% 4.25% 4.25% 4.37% 4.42%
(RJ0s0s] 4.46% 4.20% 4.19% 4.30% 4.38%

FIXED INCOME MAR-
KET RATES Fixed Income Market Rates (Closing mid-market levels)
date 1Y 2y 5Y 10Y
WIBOR B IRS OK0709 IRS PS0511  IRS DS1017
Y]  4.92% 5.05% 4.79% 5.15% 5.43% 575% 564% 617%
pelslee]  6.59% 510% 4.77% 5.15% 5.40% 575%  564% 617%
(OIVelTee] 4.94% 5.04% 4.74% 5.09% 5.36% 564% 560% 6.04%
022(0510°]  4.94% 5.07% 4.77% 5.09% 5.38% 565%  560% 6.06%
PRIMARY MARKET (0gJ(0[7(0)e] 4.95% 5.09% 4.89% 5.05% 5.49% 566% 571% 6.09%
RATES

Last Primary Market Rates
au.date maturity avgprice avgyield supply demand sod
52WTB 090525 10/0525 95120 5.07% 2500 9419 2125
OoKo112 09/06/03 12/01/25  86.909 5.46% 4000 6658 4018
FX VOLATILITY ESRVENN  09/06/03 14/0426 99835  578% 1000 1614 971
DS1017 09/04/08 19/1025  94.460 6.22% 2500 4846 1820

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

date 1M 3M 6M 1Y 1M 1Y M 1Y

ptsyee]  24.50 23.75 23.00 2.75 3.50 5.25 1.25 1.25

peliyee]  25.50 24.25 2325 23.00 3.50 525 1.25 1.25

PLN SPOT PER- (ORV(efs70fe] 25.50 24.25 2325 23.00 3.50 525 1.25 1.25
FORMANCE (020570e] 26.00 24.25 2325 23.00 4.00 525 125 1.25
(0ef0s70e] 26.25 24.75 23.50 23.25 4.00 5.25 1.25 1.25

PLN spot performance
EICH USD/PLN EUR'PLN  bias

jerlee]l 32418 44876 -9.32%
peflesee] 31812 44588  -8.%%
(V0] 31248 44447 -11.39%
0200570e] 31780 44846 -11.9%5%
(R70C7ee] 31528 44872 -11.19%

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)
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 June 4, 2009



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.

PAGE 8 June 4, 2009



