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PREVIEW: The week of October 9" to October 15"

Date of Pe- BRE Consen-

Indicator
release forecast sus

Last Comment

Trade deficit narrowed a bit but it is an income account
which is driving the improvement in the whole aggregate,

C/A balance EUR OCt 13 AUQ +67 mln '1 1 0 mln '565 mln along with better transfer payments. There is a risk of a

significant downward revision of the past data.

Meager growth of firms’ deposits (restoring higher

M3 Supply yly Oct 14 Sep 8.6% 8.8% 9.2% inventory level, credit repayment) accompanied by the

inflow of funds towards mutual funds.
Despite higher MinFin estimate at 3.5% we remain

. bearish on this months inflation outlook, mainly on
CPI Inflation y/y Oct 14 Sep 3.3-3.4% 3.5% 3.7% favorable outlook for food (we expect monthly drop) and
fuels (another monthly drop of prices). Net inflation
leveling off a bit to 2.8% yly.

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

MID-TERM
FORECATS

Fixed Income

Quiet market. Another
good auction.

Polish government reconstruction

On Wednesday press conference Polish PM D. Tusk announced the broad reconstruction of his
cabinet. He ousted ministries of Interior, Justice and Sports affairs along with Deputy Minister of
the Economy. All the dismissals were related to their alleged involvement in a so-called gambling
gate (in which some ministers are blamed to have offered help concerning favorable changes in
the forthcoming gambling bill). Tusk also announced his aim to dismiss the Head of Central Anti-
corruption Bureau (the guy who disclosed the corruption scandal but is blamed for acting on
behalf of opposition party).

The very moment of Tusk’s conference correlated with quite dynamic zloty depreciation. How-
ever, the developments on the FX are hardly to be directly associated with government recon-
struction, though. We saw parallel changes in EURUSD and weakening across all CEE curren-
cies due to rumors that Czech Central Bank plans currency interventions to weaken its currency.
At the same time the investors rushed to buy Polish bonds at the 2 year tender (11.9 bn demand,
prices very close to the secondary market, positive sentiment and lower yields at the front end of
the curve as the result).

The opinion polls at hand indicate that the ruling party is still very popular (support running at 48-
50%) and the impact of the gambling gate does not exceed measurement error. We do not think
the gambling gate had any impact on the stability of the ruling coalition whatsoever. Finally, it did
not negatively affect the popularity of PM Tusk and his chances to win the presidential election
(Autumn 2010). We think that it is the Tusk’s popularity running so high (and clearly presidential
election being so distant event) that prevented markets form overreacting.

In our opinion, the so-called political risk is to be more important factor for 2010 — investors see
Tusk’s presidency (now very likely outcome) as a chance for fiscal reforms (now being impossi-
ble due to President Kaczynski’'s veto). Fluctuations in Tusk’s popularity are thus to be closely
monitored by investors and are expected to be more and more critical for the markets with the
passage of time.

Indicator 2006 2007 2008 2009 2010
GDP yly (%) 6,1 6,5 4,8 1.1-1.5  2.0-3.0
Inflation rate (%, average) 1,0 2,4 43 3,5 >1.8
Current account (% of GDP, average) 2,1 45 5,3 1.2 29
Unemployment rate (end-of-year) 149 114 9,5 12.3 12.8
NBP repo rate (end-of-year) 4,00 5,00 5.00 3,50 4,00

Indicator 2008 2009

Q3 Q4 Qi Q2 Q3 Q4

GDP yly (%) 47 29 0,8 1,1 1.2 2.7
Inflation rate (%, average) 47 3,8 3,2 3,7 3,5 3,6
NBP repo rate (end-of-quarter) 6,00 500 375 3,50 3,50 3,50

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

Market was relatively stable this week, fluctuating within a narrow range amid low turnover,
though the curve has steepened by few bp. Most interesting event was the 2Y bond auction
OKO0112 on Wednesday, which attracted close to 12 bio in bids against 4.5 bio of supply. Cheap
cash and perspectives for the 1Y repo operation in 1Q10 still give support for the bonds in the
front end. Next week major event will be the inflation data, to be published on Wednesday. Out
forecast is 3.3-3.4%, which is slightly lower than recent MinFin's estimate of 3.5%. As that would
likely push front end even lower, we decided to close our pay position in 1y3s, taking some 7-
8bp loss. Instead we prefer to pay FRA spreads, 3x6 ag 9x12 and 6x9 ag 12x15 are our favor-
ites. They currently trade at +30 and +50 respectively, which seems very low to us, as the first
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TRADE IDEAS:

AUCTIONS

Money Market

Successful T-bond auc-
tion and T-bills buy back

Repo with the central

leg fixes at the beginning of next year, in period of lowest CPI, and second leg is is already when
tightening cycle is likely to have started (yet the spreads hardly price in single 25bp hike.)

Close outright 1y3s. Pay FRA spreads: 3x6 ag 9x12 at +30, 6x9 ag 12x15 at +50.

13 Week T-hills

26 Week T-bills

52 Week T-bills

2Y T-bond OK0112
5Y T-bond PS0415
10Y T-bond DS1019
20Y T-bond WS0429

next auc.

2009-10-12
2009-11-10
2009-12-02

offer

avg yield

last
6,142%
4,456%
4,397%
5,115%
5,550%
6,340%
6,300%

last auction
date
2008-12-09
2009-05-04
2009-09-29
2009-09-02
2009-10-07
2009-05-20
2009-09-23

Very cheap beginning of the new reserve, as the central bank’s supply of the money bills was
not matched by the demand (45 vs 42.5 billion pln). Surplus of the cash supported the demand
for the OK0112 auction, which reached 12 billion pln and 5.5 billion pIn of the papers was sold.
The average yield was 5.12%. T-bills buy back by the MinFin was also quite successful, and
caused 2 billion pIn inflow to the system.

OIS curve remains low, which indicates strong expectations for another cheap month as far as

ban should be supported ot of carry, is concerned. Next week we have 3M repo facility with the central bank. We expect
l_‘hls month by 'the matu'r- the demand to be much higher then in previous month, since 1.3 billion pln from the July auction
ing 3M operation held in is maturing on Thursday. Therefore either 3M auction or 6M auction this month should be nicely
July. supported.
ey e Offer 1M polonia.
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Foreign Exchange

Zloty in range

Implied volatility stays
steady

TRADE IDEAS:

Sell 4.27/4.30

Sell vega

FX CHARTS

This week EURPLN opened at 4.2050 and had been traded in 4.1700-4.2450 range. Amount of
PZU dividend is known so Zloty is once again driven by global sentiment. Only local factor is
government reconstruction.

Despite quiet EURPLN trading, longer we stay above 4.20 short vols are a bit bidden, 1M had
been paid at 14.7 while 1Y stays at 12.5 level.

SPOT

Main supports / resistances:
EUR/PLN: 4.0650 / 4.2700
USD/PLN: 2.8000 / 3.0000

Economy performs well, Eureko outflow proved to be lower than expected. Despite government
problems, wavy global sentiment we see these levels as selling opportunity (especially 4.35).
First target is 4.15, 4.07 and 4.00 next ones.

OPTIONS

We like idea being short 6M 25D delta put. On other hand being short 1M/2M Risk Reversals
should provide profitable gamma structure.

] ) 4 : - ~N
& USD/PLN volatility curve 0 Bias from the old parity (%
21,0 -
30-09-09
0.0 =®=(07-10-09
19,0
PPELELAL LSS QRRDRAPLADRRD
T A A A R
8.0 y \‘bﬁ%m S @%&%\%&%@%‘&%% y
(38 USD/PLN 29) 4 55 EURPLN volatility 5)
36 ;
34 % =—EUR/PLN 41 45 0
3,2 43 40
: 38 % )
gg 37 25 Spread 1Y vs 1M " 10
24 35 20 { 1M Ve,
P 33 15 [ 15
’ 3.1 10“”\* . e
2 29 2] L 50
LA PR AL AL PRPR IR PR LR ©, ALAAAA °
N T A RS Ry SEr AN
BT E U BER R ) (SUREGIETeRERIRY

PAGE 4

October 8, 2009



POLAND WEEKLY REVIEW FINANCIAL MARKETS DEPARTMENT, BRE BANK SA

MARKET PRICES UPDATE
Money market rates (Closing mid-market levels)
date 3m 6M 1Y
MONEY MARKET FXSW  WIBOR FXSW  WIBOR FXSW  WIBOR
RATES (I ET0EVe] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
0251000e] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?  6,59%
(0sml0f0e] #NAZWA? #NAZWA? #NAZWA?  64%%  #NAZWA? #NAZWA?
(0oml00e] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
(oraloloe] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
FRA MARKET RATES FRA Market Rates (Closing mid-market levels)
date 1X4 3X6 6X9 9X12 6X12
(BIR0e] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
(025 1000e] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
(0sal00e] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
(0eal00e] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
(oralooe] #NAZWA? #NAZWA? #NAZWA? #NAZWA? #NAZWA?
FIXED INCOME MAR- [Nt e e )
KET RATES date 1Y 2y 5Y 10Y
WIBOR B IRS OK0709 IRS PS0511  IRS DS1017
(OB[0Eee] #NAZWA?  4,30% 4.97% 5,15% 5,46% 573%  551% 622%
(023[050¢] 6,5%% 4,35% 4,96% 5,16% 547% 575% 551% 623%
(salofoe] #NAZWA?  4,.36% 4.91% 5,15% 5,42% 574%  547% 623%
(0emlofoe] #NAZWA?  4.35% 4,.8%% 5,12% 5,42% 571% 548% 620%
(oralofoe] #NAZWA?  4.30% 4,.8%% 5,10% 5,44% 570% 547% 620%
PRIMARY MARKET Last Primary Market Rates
RATES au.date  maturity avgprice avgyield supply demand sold
52W 1B 09-09-28 10-09-28 95,743 4,40% 1000 2485 848
OKO0112 09-09-07 12-01-25 89,179 5,12% 4500 11890 4500
PS0414 09-09-9 14-4-26 100,003 5,74% 2000 2159 1108
DS1017 09-04-08 19-10-25 94,460 6,22% 2500 4846 1820
FX VOLATILITY USD/PLN O-delta stradle 25-gelta FLY
date M 3M 6M 1Y M 1Y 1M 1Y
(O[eFee] 1950 18,75 18,75 18,50 275 4,00 0,90 1,10
(023[050e] 19,50 18,75 18,75 18,50 275 4,00 0,90 1,10
05-10-09 skl 18,75 18,75 18,50 2,75 4,00 0,90 1,10
(sglefee] 1950 18,75 18,75 18,50 2,75 4,00 0,90 1,10
orglefee] 1950 18,75 18,75 18,50 2,75 4,00 0,90 1,10
ﬁé’;ﬁiﬁg; s 2B USDPLN _EURPLN __bias
Rl 28309 4,1780 -1767%
028050e] 28309 4,1780 -1767%
0SalEee] 28309 4,1780 -17,67%
SalRee] 28309 4,1780 -17,67%
ralofee] 28309 4,1780 -1767%
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
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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.
BRE Bank and/or its principals or employees may have a long or short position or may transact in the financial instrument(s) and/or
securities referred to herein or may trade in such financial instruments with other customers on a principal basis. 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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