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PREVIEW: The week of November 20" to November 27"

Date of Pe- BRE Consen-

Indicator . Last Comment
release riod forecast sus

Private consumption 2.5%, fixed capital formation -3.2%.

GDP growth Nov 30 Q3 1.7% - 1.1% Net exports contribution at +2.2pp. and rebound in

inventories to -1.6pp.

. s = . Low statistical base effects on fuels. Food prices close to
Flann S |nﬂat|on D 1 N 3 4 3 50/ 3 10/ seasonal pattern with a kind of sharper turnaround after
forecast ec ov F"9.9 /0 . o low October (upside surprises in vegetables, tea and
coffee, butter). Core inflation at 2.9% y/y.

Further improvement in domestic and foreign business
PMI Dec 1 Nov 49.8pts - 48.8pts tendency indicators. Domestic liquidity problems (credit

rationing for enterprises) slowly receding.

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

Normalization of retail sales; summer excessive turnover
boosts Q3 GDP

October retail sales matched our expectations of -2.1%, placing itself slightly below market con-
sensus. The sales decelerated quite substantially after the holidays, eliminating thereby the ex-
cessive turnover generated during the summer months. It seems we have reached some kind of
stabilization, which is likely to gradually transform into moderate growth. Our baseline scenario
relies on relative tightness of the labor market (which is the dominant factor in terms of determin-
ing the future income perspectives). That is why we expect the positive “employment effect”
(going hand in hand with consumer confidence) to be more important for private consumption
than slowdown recorded in disposable income alone (which, by the way, suffered less compared
to the previous slowdown episode). Simple view basing on the latter precludes any effects stem-
ming from important expectations channel and possibly positive wealth effects.

Although “exuberance” recorded in retail sales during the summer months is past right now, it
may still shape market expectations via the fresh GDP reading (concerning Q3 with inflated retail
sales). We expect the GDP growth rate to reach 1.7% - above 1.1% in Q2 and 0.8% in Q1. As
for the breakdown, we expect firmer private consumption (2.5% vs 1.9% recorded in the previous
quarter) and our reasoning is also backed by higher VAT incomes. Relative stability applies also
to fixed capital formation — we expect the growth rate at -3.2% (after -3.0% in the previous quar-
ter) basing on a surge in construction activity recorded in summer months. Q3 net exports contri-
bution may be close to the level recorded in Q1 (about +2.2pp.); we may expect a rebound in
inventories, although the contribution is likely to remain negative (-1.6pp.). All the above men-
tioned factors speak in favor of a fundamental rebound in the domestic demand, which we expect
to continue also in Q4.

Rates on hold, as expected. No surprises in the state-

ment.

The MPC kept the rates unchanged with its base rate at 3.5%. The Council reiterates that the
risks to inflation outlook are balanced, which should be read as an unofficial commitment to a
neutral stance in the monetary policy. The MPC acknowledges that global economy is recovering
from the recession and the GDP growth may prove stronger than expected. Our attention at-
tracted, however, the assessment of next year’s inflation perspectives. The Council sees 2010
inflation path to be critically determined by statistical base effects resulting from unprecedented
zloty depreciation and state controlled price hikes in H1 2009. Very similar diagnosis has been
presented in our research in mid-October, when we estimated that inflation may drop by as much
as 1.5pp. in H1 2010 due to statistical base effect. We still believe that falling annual inflation
rate in H1 2010 may restrain interest rate hike expectations, which along with improving
GDP outlook is to support Polish bonds (long end of the sovereign yield curve should
benefit from expected risk premium compression).

Turning to the near term perspective, the MPC is very clearly waiting their term out (nine of the
ten MPC members will be replaced over the course of January and February.). It means no
changes of monetary policy parameters. We expect the rates to be eventually increased in H2
2010 (repo rate at 4.0 at the year end) as an immediate response to reviving inflationary pres-
sure (see economic recovery taking hold, labor market improving, a new launch of a catching up
process in wages). Although no details on the new MPC members have been officially provided
yet, we believe that the new MPC will see euro adoption as its strategic objective, which in turn
would imply monitoring inflation convergence criterion and, on average, more restrictive mone-
tary policy in mid term.
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MID-TERM Indicator 2007 2008 2009 2010 2011
FORECATS GDP yly (%) 65 48 17 3.0 45
Inflation rate (%, average) 24 4.3 35 23 2.9
Current account (% of GDP, average) 45 -53 R) 29 37
Unemployment rate (end-of-year) 11.4 9.5 12.0 12.5 10.5
NBP repo rate (end-of-year) 5.00 5.00 3.50 4.00 5.50
Indicator 2009 2010

Q1 Q2 Q3 Q4 Qi Q2

GDP yly (%) 08 1.1 1.7 3.2 3.2 2.9

Inflation rate (%, average) 32 37 3.5 3.5 3.3 2.1
NBP repo rate (end-of-quarter) 3.75 350 350 3.50 3.50 3.50

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

Fixed Income

Last week rates fluctuated within some 7bp spread. After some strengthening in the first half of
the week, recent sentiment change pushed the yields back up. MPC's decision (leaving rates
unchanged) and comments had absolutely no impact on the market. On the switch auction Min-
istry of Finance sold almost 3.5bio of bonds. Position wise we don't change our view. We still
think the steepening is overdone in 2y5y sector. 2y2y forward at 6.10% still seems an attractive
receiving opportunity. On the bond side we still keep small position in the front end, profiting from
cheap financing. However if current weakness persists, we'll be looking to add to this position,
possibly on the auction next week.

Sentiment driven market.

TRADE IDEAS: Stay receive 2y2y forward. Look to buy bond on dips.
AUCTIONS — offer avg yield last auction
last date

13 Week T-bills - - 6.142% 12/9/2008
26 Week T-bills - - 4.456% 5/4/2009
52 Week T-bills 12/7/2009 - 4.223% 10/26/2009
2Y T-bond OK0712 12/2/2009 - 5.115% 11/10/2009
5Y T-bond PS04 15 12/2/2009 - 5.736% 9/9/2009
10Y T-bond DS1019 - - 6.340% 5/20/2009
20Y T-bond W S0429 - - 6.300% 9/23/2009

Money Market

Cheap end of the reserve

Last week of the reserve was extremely cheap, with the shortest rates slightly above 2% and
growing deposit in the central bank. The start of the new reserve will be determined by today’s
open market operation. The supply will be 55 billion pln or more. The question is whether the
market buys it or not.

2’0 clzemand for T-bills buy The MPC left all the rates unchanged. The comment by all means was towards the neutral bias.
e We expect any movement (increase) no sooner then next midyear. Unsuccessful T-bills buy
back. The demand was next to nothing, which is not surprising in the over-liquid system.
TRADE IDEAS: Offer OISs up to 6m at current levels.
PAGE 3 November 27, 2009
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FIXED INCOME &
MONEY MARKET
CHARTS

Foreign Exchange

Zloty in wide range

Implied volatility wobbly
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Recent correction in Zloty strength was stopped by 38.2% Fibonacci at 4.1650 during last Fri-
day. EUR/USD new high at 1.5140 was not enough to break the strong EUR/PLN support at
4.0650. And now, with the global sentiment much more sour because of Dubai news and poten-
tial flow from Eureco dividend payment, the market is being well-bid. Today (Friday) we have
reached the fresh highs at 4,1980. We expect that to fade, and still consider EUR/PLN boxed in
the wide range 4.0650-4.2650.

The realized short term volatility was testing the fresh lows levels (1W around 10%). So albeit
EUR/PLN has not broken 4.0650 the EUR/PLN volatility curve corrected lower, especially front
end (1Month at 12.5% mid with longer being slightly higher, at 12.7% mid). Current (Fridays)
risk aversion has reversed this move, the EUR/PLN volatility curve is now high and wide
(13.00/15.00 1 month and 12.75/14.50 for 1 year. Risk reversals and currency spread
(USD/PLN vs EUR/PLN) have jumped as well.

TRADE IDEAS: SPOT
Main supports / resistances:
EUR/PLN: 4.0650 / 4.3200
USD/PLN: 2.7000 / 2.9500

Sell spikes EURPLN
We saw good buying interests between 4.10-4.12, that has provided the sufficient protection for
strong 4.0650 support (intact). The Dubai story has hit us hard on Friday, and EURPLN has
reached the 4.1980 high. We stick to our view of good fundamentals of Poland, and we are
eager to resell the EUR/PLN at 4.2100/4.2400 region with the stop loss at 4.2700 and P/T at
4.1000.

Keep short vega OPTIONS
We like being short 6M 25D put. Short vega and long vanna profile suits most, current sticky-to-
strike market characteristic. We would also use that opportunity ( high front end volatility) to sell
a little gamma to secure a good theta for Christmas.

FX CHARTS
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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 PAGARNE] 405%  419%  4.17% 421%  434%  438%

24/11/09 A RZS 4.19% 4.17% 4.20% 4.56% 6.59%
TARV0e] 4.05% 4.19% 4.23% 6.49% 4.37% 4.38%
26/11/09 TS 4.19% 4.20% 4.20% 4.35% 4.38%
27/11/09 pEaezs 4.19% 4.19% 4.20% 4.37% 4.38%

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

PAVARVeE]  4.21% 4.22% 4.34% 453% 4.54%
24/11/09 XL 4.22% 4.34% 4.54% 4.54%
25/11/09 RS 4.23% 4.35% 457% 4.56%
PARV0S]  4.24% 4.24% 4.36% 4.56% 4.56%
PIARVGS]  4.24% 4.22% 4.35% 457% 4.56%

FIXED INCOME MAR- Fixed Income Market Rates (Closing mid-market levels)
KET RATES date 1Y 2y 5Y 10Y
WIBOR B IRS OK0709 IRS PS0511 IRS DS1017

PAVARVS]  4.38% 4.16% 4.94% 4.92% 5.59% 565% 561% 6.18%
PZYARVe] 6.59% 4.08% 4.93% 4.92% 5.56% 563%  560% 6.15%
ARes]  4.38% 414% 4.88% 4.90% 5.55% 562%  557/% 6.13%
POARV0S]  4.38% 4.18% 4.93% 491% 5.57% 564% 563% 6.14%
PI/aRVe]  4.38% 4.18% 4.93% 4.91% 5.57% 564%  563% 6.14%

PRIMARY MARKET Last Primary Market Rates
RATES au.date maturity avgprice avgyield supply demand sod

52WTB 09/1026 1011026  95.905 4.22% 500 1758 431

OK0712 09/11/10 12/07/25  87.600 5.03% 5000 8759 5000
PS0414 09/09/09 14/04/26  100.003 5.74% 2000 2159 1108
DS1017 09/04/08 191025  94.460 6.22% 2500 4846 1820

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

RaVaRVee] 17.75 1840 18.20 18.60 3.25 4.50 0.80 0.85

RZVARVOe] 17.25 18.20 18.20 18.70 3.25 450 0.80 0.85

PARV0e] 18.60 18.85 19.00 19.45 3.25 4.50 0.80 0.85

ARV 18.75 19.00 19.25 19.75 3.25 450 0.80 0.85

YAVl 19.75 19.50 19.50 19.75 3.25 450 0.80 0.85

PLN spot performance
PLN SPOT PER- .
FORMANCE o= USD/PLN EUR/PLN bias

PalaRVEl 27422 41341 -17.20%
PZARVeE] 27588 41210 -18.19%
SRleE]l 27517 41201 -19.29%
PRVl 27875 41485 -19.72%
PYARNGE) 27875 41485 -19.72%

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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