E BRE BANK SA

THE BEST FINANCGCIAL INSTITUTION
FOR DEMANDING CUSTOMERS

FINANCIAL MARKETS DEPARTMENT
PAGES: 7 WARSAW, APRIL 16, 2010

POLAND WEEKLY REVIEW

MACROECONOMICS AND FINANCIAL MARKETS

IN FOCUS / o Inflation falling on base effects e page 2
MACROECONOMICS

FIXED INCOME » pages 2-3
MONEY MARKET e Sector liquidity is still growing. e page 3

e Intervention at lest theoretically means low rates.

FOREIGN EXCHANGE + Zioty traded in range e pages 3-4
e Implied volatility lower

MARKET PRICES epage 5

CONTACT LIST epage 6

DISCLAIMER epage 7

PREVIEW: The week of April 16™2010 to April 222010

. Date of BRE Consen-
Indicator

Last Comment
release forecast sus

Wages y/y Apr 19 Mar 3.4% 3_2%’ 2.9%’ Positive contribution of working days effect (1 day more).

Growth of wages in manufacturing on the rise.

“Zero plus” monthly growth rate of employment. Substan-
EmplOyment vy Apr 19 Mar -0.5% -0.7% -1.1% tial improvement in relevant business activity indicators
across all sections. Turnaround after weak February.
Positive contribution of working days effect (1 day more).
H o, o, o, Solid growth of business tendency indicators, higher
Industrial OUtPUt y/y Apr 20 Mar 10.4% 10.2% 9.2% orders in Germany. Probably non-negligible, positive
effect from more favorable working conditions.

H Strong PLN appreciation effects level-off rising the
Producer prices y/y Apr 20 Mar -2.6% -2.5% -2.4% influence of higher prices of oil and copper.
Core inflation y/y Apr 22 Mar 2.0% 21% 2.2% Inflationary pressure remains very moderate.
j In current circumstances (new Governor, FX intervention)
MPC “Minutes” Apr 22 - - - - those “Minutes” should be regarded as nothing more but
history.

Please read the disclaimer at the end of this document
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Fixed Income

Inflation falling on base effects

CPl inflation fell in March to 2.6% y/y from 2.9% in the previous month, matching market expec-
tations and the earlier forecast of the Ministry of Finance. The fall of inflation stems primarily from
base effects from 2009 (massive PLN depreciation, state-controlled price hikes). As for the mo-
mentum of inflationary processes, it seems close to neutral at the moment (only 0,3% on monthly
basis). We estimate that core inflation also remained in neutral territory (+0.2% m/m) which trans-
lated into 2.0-2.1% annual growth. Next months will bring further deceleration of annual inflation
indices (headline and core) on statistical base effects. We expect CPI inflation to fall to 2.1-2.2%
y/y in April and then, in the Summer, below 2.0%.

Falling inflation and exchange rate policy pursued by the NBP (irregular currency interventions)
have potential to Iull hike expectations. Moreover, we shall not exclude a scenario in which the
market may temporarily bet on rate cuts, regarded as a natural consequence of a policy aimed at
weakening the zloty. However, such expectations may be revised as inflection point in CPI path
come closer. The influence of base effects will peter out after July/August and CPI inflation will
embark on a rising path, reflecting partially the mechanisms working in a more mature economic
expansion phase. Current zloty-oriented NBP policy may nothing but to stimulate such a behav-
ior of prices.

We expect market participants to be caught off guard by the MPC reaction (dominated by de-
clared hawks), which will be forced to react in an environment of revival of inflationary pressures.
We thus not change our view that rate hikes probability till the end of the year stays high.

Indicator 2007 2008 2009 2010 2011
GDP yly (%) 6.5 4.8 1.7 3+ 45
Inflation rate (%, average) 2.4 4.3 3.5 2.3 2.9
Current account (% of GDP, average) 45 53 16 27 3.7
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

Qi Q2 (eX] Q4 Qi Q2

GDP yly (%) 0.8 1.1 1.7 3.1 2628 33
Inflation rate (%, average) 3.2 3.7 3.5 3.5 3.3 2.1

NBP repo rate (end-of-quarter) 3.75 350 350 350 3.50 3.50

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

Last Friday market saw the first FX intervention on the market in 10 years time. Yields have
reacted by some 5-7bp fall in IRS yields, especially in the front part of the curve as market
started to play the pattern of lower yields for extended period of time. We also had seen a good
demand for the short end bonds coming especially from foreign investors. Monday market was
not active, after Presidential plane crash. Next days the pattern of lower yields and steeper curve
has prevailed. We saw the lows trading on Wednesday morning when 2y touched 4.40 level
pricing no hikes this year and only 75bp hikes in the whole cycle. New 10y benchmark auction
drew decent demand but price action afterwards showed some signs of the bonds saturation, as
prices have fallen, especially in the 10y sector (despite IRS trading lower). Trend in the falling
WIBOR rate was maintained, as 3M and 6M rate has dropped to sub 3.90% and 4.10% respec-
tively within a week. We think 3M WIBOR will now start to stabilize around 3.85%-3.90%. We
still maintain our view that rates hikes are more likely than the rate cuts (even with last FX
intervention) but we have to admit that the macro/political situation is changing at a great pace.
The things to be watched right now is the trend in the CPI (whether it falls below 2% in
summer months) and appointment of new CB head (which can in our opinion may promote
faster euro entry but at the same time also join hawk camp).
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AUCTIONS

Money Market

Sector liquidity is still
growing

Intervention at lest theo-
retically means low rates

FIXED INCOME &
MONEY MARKET
CHARTS

Foreign Exchange

Zloty traded in range

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 4/19/2010 - 3.83%% 4/12/2010
2Y T-bond OK0712 5/5/2010 - 4541% 4/7/2010
5Y T-bond PS0415 4/21/2010 - 5736% 12/2/2009
10Y T-bond DS1019 6/16/2010 - 5586% 4/14/2010
20Y T-bond WS0429 6/16/2010 - 6.170% 9/23/2009

Big chance for carry to remain relatively low till the end of the month, despite maturing 6M repo
next Thursday (PLN 5.2 billion outflow). 3M repo this week restricted to only PLN 400 mio, which
supports the view that quantitative easing of the monetary policy comes to an end. It does not
change a thing for the sector as a whole, since overall liquidity is still growing and huge amounts
of money bills are on the run (PLN 75 billion during last auction).

After central bank’s intervention last Friday the likelihood of rates hikes significantly decreased.
The market right now is pricing only 25 bps hike somewhere around the year end. However, we
would not be surprised if the first step in tightening is made no sooner then next year. Right now
the question is whether the prolonged period of the low rates will not trigger bigger unitary scale
of the tightening (50 bps steps) and a shorter (more intensive) period for the whole tightening
cycle.
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During last week, Zloty has been heavily influenced by the last Friday NBP’s surprising interven-
tion. Such an unexpected move (last intervention took place 10 years ago) made zloty immune
for the outer positive signals. Nor Greece’s bonds auction or good US data announcement,
haven’t had much effect on zloty. EURPLN rate has found top at 3.8970 and then the bottom at
3.8520 (close to intervention level). The amount of EUR purchased by NBP was limited (ap-
proximately 100 EUR) but the psychological resistance for PLN is still in place.
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Implied volatility lower

Short-term forecasts

The ATM and most of all short term risk reversals jumped, on the back of the intervention. But,
as the following price action was rather disappointing for the gamma owners, the ATM run and
the risk reversals have given away all their gains and more. Especially the back-end volatility
has corrected lower i.e. 6 months EURPLN mid vol. is 9.6 % mid versus 10.4% mid last Thurs-
day.

SPOT

Main supports / resistances:
EUR/PLN: 3.8000 / 3.9500
USD/PLN: 2.8000 / 2.9500

So far we were identifying two main factors affecting PLN: good fundamentals affecting positive
Zloty forecasts and decent positioning slowing the move. On the top of it, we also have to take
into consideration, the probability of NBP intervention. Important levels remain intact: bottom
3.90/95 and 3.70, top: 3.98/4.02.

OPTIONS

The historical volatility is still much below the implied volatility, even with the current lower im-
plied volatility levels; back end volatility have reached the lowest levels this year! Not much to
say right now, we wait for further developments.

FX CHARTS f;g ] USD/PLN volatility curve ) (o Bias from the old parityfs) )
0 1 5
19.0 4 10
18.0 -15
17.0 4 20
16.0 q 25
150 | Q———" .30
14.0 -35
13.0 4 40
12.0 4 08/04/10
A A A R R S A A RS
11.0 4 *15/04/10 .5\@!2% (e} &’b 003 Q- 3, J\’b R
0.0 - y \%%ﬁm%%%@g& y
(38 USD/PLN 29) (55 EURPLN volatility 5)
3.6 : 50
34 % e=—=EUR/PLN 2:% 45 0
3.2 4.3 40
3 41 35 5
gg g? gg 1S’\elread 1Y vs 1M . 10
24 35 20 | a1V Yo
59 33 154" _ 15
2 29 10 ] N P L 0
N N R A ARy SRR R R RRREAARARAAC
N @ < & A DR AQEREAR S {3 eSO
SRR ) e
PAGE 4 April 16, 2010



POLAND WEEKLY REVIEW

FINANCIAL MARKETS DEPARTMENT, BRE BANK SA

MARKET PRICES UPDATE

Money market rates (Closing mid-market levels)

MONEY MARKET FXSW WIBOR FXSW WIBOR FXSW WIBOR
RATES 0l 385%  4.05% @ 4.08% @ 4.09% = 427%  428%
08/04/10 ez 4.03% 3.98% 4.07% 4.25% 6.59%
(0e/0%l0] 3.84% 3.9%6% 4.05% 6.49% 4.25% 424%
14/04/10 R0 3.2% 4.00% 4.04% 4.20% 4.22%
0%l  3.84% 3.2% 3.9% 4.02% 4.21% 4.22%
FRA MARKET RATES
date 1X4 3X6 6X9 9X12 6X12
oy7(0%afe] 4.06% 4.08% 4.18% 4.34% 4.32%
08/04/10 YA 4.05% 4.18% 4.35% 4.32%
(0e/0%l0] 4.00% 4.02% 417% 4.38% 4.35%
14/04/10 pEEeASS 3.9%5% 4.09% 4.26% 4.24%
0%l  3.93% 3.2% 4.05% 4.25% 4.25%
FIXED INCOME MAR-
KET RATES date 1Y 2y 5Y 10Y
WIBOR B IRS OK0709 IRS PS0511 IRS DS1017
opz07ale] 4.28% 3.87% 4.60% 4.36% 518% 5.03% 544% 5.60%
(007l 65%% 3.87% 4.66% 4.40% 523% 507% 54%%6 5.64%
(005 A0)  4.24% 3.87% 4.55% 4.35% 514% 498% 542% 5.62%
14/04/10 22T 3.77% 4.44% 4.21% 5.02% 490% 530% 5.54%
Al 4.22% 3.77% 4.44% 4.21% 5.02% 490% 530% 5.54%
PRIMARY MARKET
RATES au.date matuity awgprice awgyield supply demand sold
52W TB 10/04/12 11/0412  96.263 3.84% 1000 4429 855
OK0712 10004/07  12/07/25 89.301 4.54% 3000 6726 299
PS0415 09/12/02 150425 98691 5.78% 5000 5614 3629
DS1019 10004/14  19004/25 97.311 5.59% 3500 7980 3505
FX VOLATILITY USD/PLN 0-delta stradle 25-delta RR 25-delta FLY
date 1M 3M 6M 1Y 1M 1Y 1M 1Y
(oy70%7afe] 14.10 15.20 15.90 16.95 2.25 375 0.50 0.80
00l 1420 15.20 15.90 16.70 2.5 375 0.50 0.80
0e/0%l0] 15.00 15.25 15.85 16.25 2.25 375 0.50 0.80
14/04/10 LI 14.50 15.20 16.00 2.5 375 0.50 0.80
Y%l 1400 14.50 15.20 16.00 2.25 375 0.50 0.80
ﬁé’; ,f,zzg g it 23 USDPLN EURPLN  bias
o707l 28675 38378 -20.99%
37l 28975 38526 -20.62%
0el0%%)] 28634 38405 -20.79%
EUEAl) 28325 38659 21.45%
Al 28491 38641 -21.88%
Note: parity on 11/04/00 — USD= 4.3806, EUR=4.2196, basket share 50:50
Mid-market volatility of vanilla option strategies
PAGE 5 April 16,2010
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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.

PAGE 7 April 16, 2010



