SRE> BRE BANK SA

S

THE BEST FINANCIAL INSTITUTION
FOR DEMANDING CUSTOMERS

FINANCIAL MARKETS DEPARTMENT
PAGES: 7 WARSAW, APRIL 1,2010

POLAND WEEKLY REVIEW

MACROECONOMICS AND FINANCIAL MARKETS

IN FOCUS / e  Rates on hold. NBP reserves in focus. e page 2

MACROECONOMICS

FIXED INCOME e No hikes this year, but.... e pages 2-3

MONEY MARKET e The new reserve started relatively high e pages 3-4
e Bullish sentiment still dominates the market

FOREIGN EXCHANGE « Zioty stronger e pages 4-5
e Implied volatility lower

MARKET PRICES epage 6

CONTACT LIST epage 7

DISCLAIMER *page 8

PREVIEW: The week of April 2" 2010 to April 82010
Date of Pe- BRE Consen-

Indicator . Last Comment
release riod forecast sus

NO SIGNIFICANT RELEASES

Please read the disclaimer at the end of this document



POLAND WEEKLY REVIEW

FINANCIAL MARKETS DEPARTMENT, BRE BANK SA

In Focus / Macroeconomics

MID-TERM
FORECATS

Fixed Income

Rates on hold. NBP reserves in focus.

As expected, Polish MPC did not change the rates at the March meeting (repo rate at 3.5%) and
uphold its unofficial neutral bias. In its statement MPC elaborates on the uncertainty of global
economic outlook and risks related to expansive fiscal policies. It seems to sound more optimistic
on local growth perspectives (it links the series of worse domestic data to unfavorable weather
conditions) and labor market. Turning to inflation, MPC continuously points to statistical base
effects lowering inflation rates in the short-term. In the mid-term possible state controlled price
increases pose some risks to consumer price stability.

It has to be acknowledged that falling annual inflation rate, although it reflects mainly base ef-
fects, has potential to further dampen expectations for quick rate hikes. In our opinion, ongoing
economic recovery, along with quite risky MPC policy of focusing on exchange rate stabilization,
will result in postponed but quite aggressive monetary tightening. As for now the low interest rate
environment and impressive carry will support the short end of the Polish sovereign curve.

It was the NBP profit/reserves issue that attracted the most media attention, though. On its
March meeting the MPC voted on change of the NBP reserves calculation methodology (with the
outcome being the adjustment to the resolution from 2006). This adjustment was openly discred-
ited by NBP governor and NBP board. The confrontation within the NBP (with 6 members of
MPC supporting the adjustment, and 4 — including president Skrzypek — voting against) attracted
wide live coverage by the media.

From the comments and quite thick atmosphere during the meeting, we presume that NBP gov-
ernor wants to transfer no more than PLN 4.1bn NBP profit to the state budget. We think it may
be possible that the new methodology would, on the other hand, result in much higher transfer.
As some MPC members openly criticized Skrzypek’s refusal to accept new methodology that
would increase the NBP’s profit, the conflict may damage the central bank’s credibility. Addition-
ally, FinMin’s involvement (it initiated the discussion on NBP profit in Summer 2009, now it ex-
pressed its satisfaction with the new rules), though it pushes for higher transparency of NBP
rules, may be interpreted ambiguously. Higher than expected deficit figures for Q1 (see lower
retail sales and consequently VAT revenues) may even propel speculations on how severe the
fiscal situation really is (and how it contrasts with more positive market assessments). This factor
clearly poses some risk to Polish bonds (longer end of the curve in particular). However, we
cannot really quantify it and assess whether it would outweigh general positive sentiment to-
wards Polish assets.

Indicator 2007 2008 2009 2010 2011
GDP yly (%) 65 48 1.7 3+ 45
Inflation rate (%, average) 24 4.3 3.5 2.3 29
Current account (% of GDP, average) 45 53 -1.6] -27| 37
Unemployment rate (end-of-year) 11.4 9.5 11.9 121 10.9
NBP repo rate (end-of-year) 5.00 5.00 3.50 4.00 5.50
Indicator 2009 2010
Q1 Q2 (eX] Q4 Qi Q2
GDP yly (%) 0.8 1.1 1.7 3.1 26-28 33
Inflation rate (%, average) 3.2 3.7 3.5 3.5 3.3 2.1

NBP repo rate (end-of-quarter) 3.75 350 3,50 3.0 3.50 3.50

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

Quite a busy week behind us.

Another week with a strong receiving interest and quite substantial volumes traded. The RPP
meeting held on March 30th didn’t bring any breakthrough in an attitude to the future policy. The
Council confirmed its scenario of lower base-effect CPl numbers within the next couple of
months combined with a balanced risks on both sides of a target band. That may suggest again
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No hikes this year, but....
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Foreign Exchange

that the rate hikes are likely to be postponed till Q4 2010.

The downside trend was continued with nearly 20bp drop in yields along the curve. The most
indicative monetary policy target period, 2y swap, was dealt down at 4.53% from 4.73% last
week, slightly over 30 points above 1Y. Surprisingly the bull’'s market has pushed down the end-
year FRA contracts to the levels that reflect only “a chance” of a hike. As a result, if we look at
the FRA curve, the spread between end-of-December’'s 2010 9x12s contract and end-of-
December’s 2011 21x24s contract has narrowed to 55-60 points. Considering we can see 100+
bp move in rates in the next cycle, and it seems at odds now with current market pricing.

avgyield last auction

next auc. offer last date
13 Week T-bills - - 6.142% 12/9/2008
26 Week T-bills - - 4456% 5/4/2009
52 Week T-bills 4/12/2010 - 3.92%% 4/1/2010
2Y T-bond OK0712 4/7/2010 - 4.895% 3/10/2010
5Y T-bond PS0415 4/21/2010 - 5.736% 12/2/2009
10Y T-bond DS1019 4/14/2010 - 6.103% 2/19/2010
20Y T-bond WS0429 6/16/2010 - 6.170% 9/23/2009

Nothing interesting happened during the last week. Very cheap end of the reserve must have
been taken for granted (the new record was beaten though as far as the purchase of the money
bills is concerned — PLN 77bn), therefore no surprise. No release of important figures. The MPC
meeting and their decision was also fully discounted. To make the long story short the week was
boring.

The new reserve started relatively high. However, tomorrow’s OMO will correct it almost with
certainty. Bullish sentiment is mostly visible by watching the currency (another important resis-
tance level was breached today) or/and the decreasing debt yields (today benchmark T-bills
auction ended with the average yield of 3.88%).
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Better global investment climate and most of all, the local privatizations deals looming on the
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Zloty stronger

Implied volatility lower

Short-term forecasts

horizon are the main reasons behind the Zloty strength. Tauron, PZU and eventually Polkomtel
(it is not decided yet) are the main public offers that may and will influence the Zloty market in
the comings months. Today (Thursday), EUR/PLN rate has broken the previous double bottom
level at 3.8550, marking the fresh low of this year at 3.8380. We expect the zloty uptrend to
continue, unless any external shock materializes on the market.

The implied volatility of two major zloty crosses have been offered the whole week, due to low
historical volatility and stronger zloty. Not only the ATMs were sold last week, the risk reversals
and flies have applied to the same pattern. The dismissing risk reversals are logical conse-
quence of the lower ATMs curve, but we also have a feeling that the same market participants
were purchasing the downside gamma expecting the another leg down in EUR/PLN.

SPOT

Main supports / resistances:
EUR/PLN: 3.8000 / 3.9500
USD/PLN: 2.8000 / 3.9500

Potential flow scenario is supporting our base fundamental pro-zloty scenario. Important techni-
cal levels 3.95 from the upside and 3.70 from the downside.

OPTIONS
The implied volatility is well above the historical average, plus the stronger zloty is typically

strongly correlated with lower volatility levels (6% mid of 1 year ATM for the fist half of 2008, with
spot at 3.20/3.40 level).
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MARKET PRICES UPDATE

Money market rates (Closing mid-market levels)

MONEY MARKET FXSW WIBOR FXSW WIBOR FXSW WIBOR
RATES RISl 40%%  412%  413%  4.13%  433%  434%
26/03/10 e 4.12% 4.10% 4.13% 4.30% 6.59%
29/03/10 ALY 4.13% 4.10% 6.49% 4.2%% 4.33%
RIVAl0] 3.90% 4.13% 4.15% 4.13% 4.34% 4.34%
RIVeAl))  4.05% 4.12% 4.10% 4.14% 4.33% 4.34%
FRA MARKET RATES
date 1X4 3X6 6X9 9X12 6X12
0cal)  4.13% 4.18% 4.28% 4.54% 4.47%
Al  4.14% 417% 4.28% 4.53% 4.46%
29/03/10 INEYS 4.16% 4.24% 4.49% 4.44%
RO0cal] 4.15% 4.17% 4.25% 4.49% 4.44%
RIVeSAl) 4.13% 4.18% 4.24% 4.48% 4.42%
FIXED INCOME MAR-
KET RATES date 1Y 2y 5Y 10Y
WIBOR B IRS OK0709 IRS PS0511 IRS DS1017
YAl  4.34% 3.87% 4.74% 4.49% 5.31% 5.13% 546% 5.52%
p0cal))  6.5%% 3.87% 4.70% 4.46% 5.27% 5.10% 544% 5.52%
pol0cale]  4.33% 3.87% 4.69% 4.46% 5.26% 507% 546% 551%
RI0TAl0) 4.34% 3.85% 4.63% 4.41% 521% 5.05% 5426 551%
[RIVOcTAl0) 4.34% 3.78% 4.5%6% 4.38% 517% 5.00% 538% 5.52%
PRIMARY MARKET
RATES au.date matuity awgprice awgyield supply demand sold
52W TB 1003/15 11/0315 96184 3.2% 1000 2610 1000
OK0712 1003/10 12/07/25 89.280 4.90% 500 17000 5448
PS0415 09/12/02 150425 98691 5.78% 5000 5614 3629
DS1019 1002/19  19/04/25 95.629 6.10% 2000 5570 2000
FX VOLATILITY USD/PLN 0-celta stradle 25-delta RR 25-delta FLY
date 1M 3M 6M 1Y 1M 1Y 1M 1Y
pyeciale] 14.75 15.65 16.35 16.95 2.5 370 0.70 085
il 1475 15.65 16.35 16.95 2.5 370 0.70 0.85
pl0cale] 14.75 15.65 16.35 16.95 2.5 370 0.70 085
0ocall] 1475 15.65 16.35 16.95 2.5 370 0.70 0.85
[RVecale] 14.75 15.65 16.35 16.95 2.5 370 0.70 085
ﬁé’; zzzg g s 23 USDPLN EURPLN  bias
Yocal)) 29163  3.8902  -21.56%
RG0Sl 29062 38856 -21.30%
pel0cal)) 28864 3.8929 -21.53%
Vsl 28748 38765 22.11%
A0l 28720 38622 -21.83%
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, PhD, CFA (+48 22 829 01 66) Research@brebank.pl
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 creates exclusively a marketing information as defined
in Paragraph 9 Section 1 of the Decree of Minister of Finance dated November 20, 2009 on procedures and conditions to be followed
by investment firms and banks mentioned in Article 70 Section 2 of Law on Trading in Financial Instruments dated July 29, 2005 as well
as by custody banks. 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 instrument 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
any-thing, 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 circum-
stances 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.

© Commerzbank and BRE Bank 2010. All rights reserved.
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