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PREVIEW: The week of April 142010 to May 20" 2010
Date of BRE Consen-

Indicator Last Comment
release forecast sus

CPI Inflation y/y May 14 | Mar | 2.1-2.2% | 22% 2.6% | Gowomiatonat sty O™

Repo balance lower by PLN 5bn. More deposits (institu-
M3 Supply y/y May 14 Apr 5.1% 6.6% 5.6% tions) connected with PZU's IPO.

Wider trade gap at EUR -650min. Solid growth rate of
C/A balance EUR May 17 Apr -891min -543mlin +106min exports and imports. Highly negative income account,

lower surplus in current transfers.

Accelerating growth of wages in manufacturing. No
Wages y/y May 17 Apr 4.9% 4.0% 4.8% difference in working days.

Growth of employment of 3-6k on monthly basis. A fact of
Employment y/y May 17 Apl’ -0.2% -0.2% -0.6% definitely lower unemployment rate in April (12.3% - as

ql_mted by_ the Mini§try of Labor). __ i
Producer pricesyly | May 19 | Apr -1.1% -1.4% 2.A4% | e hees e copper and PLN depreciation. Price

. No difference in working days. Low base effect from April

Industrial output y/y May 19 Apr 11.6% 10.4% 12.4% 2009. Solid growth of industrial output in German econ-

omy gains momentum.

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

Polish euro zone entry off the agenda at the moment

Yesterday, Estonia was given green light for entering euro zone in 2011. There are no doubts as
for fulfilling Maastricht criteria (the country proved to be effective in implementing fiscal austeri-
ties even when economy plunged 14% in 2009; however, owing to the temporary origin of the
cuts, fiscal adjustment will be closely monitored in the future) and joining EMU seemed a natural
step forwards after thriving in currency board with the euro for years. There are some arguments
that the parity exchange rate (15.6 local currency units for euro) will add to pressured competi-
tiveness of Estonian goods, and flatten further the recovery path. However, Estonia seems such
a small country (less than 0.2% of EMU16 in terms of GDP) that even in the light of problems
faced by the last newcomers (especially Greece, Spain and Portugal), the risk is truly negligible
and the enlargement itself positive for supporting the idea of economic integration at least politi-
cally.

In normal circumstances, new and successful entrance warms up discussion concerning the
other candidates. This was not the case this time. After in late 2008 PM Tusk announced Po-
land’s EMU entry in 2012, the chances for this to happen have been gradually fading. The more
so since Poland does not fulfill 3 out of 4 Maastricht criteria (see the graph below; the only issue
Poland is not underwater is public debt criterion) as was officially (not for the first time in recent
months) announced yesterday. It seems the only place the euro issues are playing important part
are the NBP premises, where MPC resides.

Criterion Inflation
area

Interest
rates

Public debt

/

Fulfillment level

Deficit

After the MPC was remodeled at the beginning of 2010, we hear more from rate-setters about
the possible dates of eurozone entering (continuously seen as a necessity and something un-
conditionally positive for the Polish economy) than about the issues connected with the conduct
of current monetary policy. So far the MPC is unanimously supporting GDP growth and concen-
trates on the exchange rate stability to prevent the zloty from significant appreciation (in order to
support exports). As for the mentioned dates of EMU accession, there seems to be consensus
(among, of course, the “governmental part” of the MPC) for 2015. Although governmental
sources continuously stress that euro adoption is one of the strategic goals, given the fading
social support for the agenda and quite adverse developments in the euro area PM Tusk’s top
aide Dr. Boni rather quote 2017 as the earliest possible accession date. The government-quoted
date seems to be more reasonable to follow then. Indeed the majority of factors speak in favor of
later accession and for convergence spreads to remain wide for 2010-2011 at least.

1) There is little chance that Poland will meet convergence criteria soon. As for inflation there is
somehow a consensus (among MPC members) it is going to stay at a moderate level, allowing
the convergence criterion in this field to be met in a short time in the future. However, the diver-
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MID-TERM
FORECATS

Fixed Income

EU to the rescue, but the
problems remain.

gence in growth rates between Poland and EMU rather do not make such a scenario more prob-
able, the same applies to observed inflation trends (MPC being against zloty appreciation and
thus slowly falling behind the curve only adds to the inflationary picture, recession in the EMU
peripherals on the other hand speaks for lower euro area inflation). Secondly, there is a risk that
fiscal consolidation in Poland will be effectively postponed owing to political calendar (parliamen-
tary elections in 2011). We think that at some point investors may flunk Polish consolida-
tion program, contrasting it with that of the EMU periphery countries which actually com-
mitted to large fiscal cuts. Although rising Polish GDP and overwhelmingly positive sentiment
towards Polish assets are unquestionable, the adverse fiscal scenario is a medium to long term
risk and should be reflected at least in the shape of Polish yield curve.

2) Not once did Tusk show that his government official line is sensitive to public opinion polls.
Since the society seems not so much in favor for fast EMU accession, such a line of thought
should be followed by the government (and indeed it is, euro zone is neither the priority nor
in the agenda right now), at least until 2011 elections (but from the on, the problem of fiscal ad-
justment returns).

3) For some time Polish euro-enthusiastic officials seemed to follow the line of thought that Po-
land is somehow deemed to entering euro zone. Such a reasoning coined some urban legends
as if euro zone accession criteria may be temporary loosened as to allow the “stars” of CEE to
enter fast and reap all the alleged benefits (as this is a whole different story we do not cover this
in this issue of weekly report). After recent periphery-connected events one may have an impres-
sion that such a form of entering really could not have been allowed by the Commission, and it
will not be in the future. Moreover, there is a wide discussion concerning the strengthening of the
Maastricht criteria and imposing more restrictive sanctions for violations (at the moment there are
rumors it mat concern limited the access of violator to EU funds, mostly structural). It is highly
unlikely then that Polish officials would like to trade EU funds for EMU membership, especially
taking into account the historical problems with putting reins on fiscal spending.

Indicator 2007 2008 2009 2010 2011
GDP yly (%) 6.5 4.8 1.7 3.5 45
Inflation rate (%, average) 24 4.3 3.5 2.3 29
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

Q1 Q2 (eX] Q4 Qi Q2

GDP yly (%) 0.8 1.1 1.7 3.1 3.5 3.6
Inflation rate (%, average) 3.2 3.7 3.5 3.3 3.0 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 week we had nice volatility on the FI market. On Friday everything looked very messy and
awful. EURPLN rate was climbing towards 4.25, and Polish bonds selling off quite heavily
(PS0415 trading down at 100.20) and 2y IRS at 4.70. Monday brought a big relief; EU to the
rescue and everything rallied (almost everything). Bonds became very well bid, with auction
clearing 130 cents higher than Friday close, 2y IRS traded at 4.40 as the low. But, long end
bonds and unperformed heavily rest or the curve. 2y10y spread traded as high as 105 points. So
it looks like market is pricing (fairly enough) some rough times in the future. It can be either risk
of RPP falling back behind the curve (intervention and rate cuts talks did some damage) or
fiscal problems down the road. In these circumstances, the Fact that each of the current RPP
is saying zero about the CPI, but they spent a lot of time arguing FCL, NBP profit, EURPLN
exchange is definitely not encouraging. Next month we will have another CPI projection, which
can (should) get bigger attention after all. Ministry of Finance on the other hand secured half of
their borrowing needs, it is also true that privatization is going well and 25 bio target is secured,
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AUCTIONS

Money Market

Relatively high cost of
carry

Pro forma repo auction

EU and IMF rescue suc-
cessful as of now

but what is actually needed to preserve excellent sentient that Polish bonds are enjoying
right now are structural reforms. Looking at the calendar and election polls we think that
rightly some risk premium should be build into the curve. Steeper curve reflects that and we see
risk of further steepening of the curve, we also would like to see ASW widening from current
levels. As far as market we think that we are boxed in range in 2y IRS between 4.40 and 4.70,
we also see potential for further steepening of the curve.

avgyield last auction
next auc. offer last date

13 Week T-bills - - 6.142% 12/9/2008
26 Week T-bills - - 4.456% 5/4/2009
52 Week T-bills 5/17/2010 - 3.720% 510/2010
2Y T-bond OK0712 6/2/2010 - 4802% 5/5/2010
5Y T-bond PS0415 7/14/2010 - 5.156% 5/12/2010
10Y T-bond DS1019 6/16/2010 - 5586% 4/14/2010
20Y T-bond WS0429 6/16/2010 - 6.170% 9/23/2009

Quite an odd week as far as liquidity is concerned. Despite the PLN 4.5 billion of the excess
cash in the system, polonia index was well above 3%. No logical explanation to that, we can only
guess that someone needed higher fixings and was keeping the market bids high (mainly one
bank on the bid and finite credit lines are sufficient to achieve this goal short term). However, the
more expensive is now with such a surplus, the higher probability for prolonged cheap end of the
reserve period.

3M repo auction was just a pro forma one. Extremely small supply was not even matched (PLN
250 min offer and 228 min demand). It proves that overall system liquidity is still growing. EU
and IMF rescue plan details were announced on Sunday and starting from Monday markets
were crazy in a bullish sense. Short-term the aim is enough. However, to keep the positive sen-
timent some real moves on the fiscal side of the threatened countries are a must.
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Foreign Exchange

Zloty stronger

Implied volatility lower
from highs

Short-term forecasts

Not emergency aid but systematic solution, this was the message The European Commission
has announced to financial markets during last weekend. Market response was really enthusi-
astic! After previous (6th/7th of May) Thursday’s/Friday’s EURPLN high at 4.2350/4.2400 and
4.1500 as week close, cross opened on Monday at 4.0400 and has been traded on Zloty
stronger side. Thursday’s low below 3.95 took rate to level where the story, on 4th May, has
begun. Correlation with EURUSD, so commonly traded, decreased form -0.9 to -0.4 in week
measure terms. Or to display it more clearly, whilst EURPLN gained 6%, EURUSD cross is still
traded around 1.26-1.27 levels.

Two numbers are undisputed to start this story: 40% for EURPLN and 57% for USDPLN were
03-07 May realized volatility levels. Implied vols have never been there...This week’s Zloty
strengthening, in spite of its rapidness (EURPLN realized volatility 21%), took implied curve
lower: EURPLN’s1M from 16.5% down to 13.0, 1Y from 14.5 down to 12.0. EURPLN smile re-
acted similarly with benchmark 3M RR traded from 5.0 down to 3.5. On the other hand, despite
lowering correlation with EURUSD, USDPLN vs EURPLN currency spread is still traded at 7%
level.

SPOT

Main supports / resistances:
EUR/PLN: 3.9000 / 4.1200
USD/PLN: 3.0200 / 3.2000

We expect some consolidation from the last week, wild swings. We believe that, potential NBP
bids should create the floor for the EUR/PLN around 3.8500 , and from the upside 4.1200 seems
currently a strong resistance. We have to bear in mind that despite the solid Polish fundamen-
tals, Zloty is a hostage to the global sentiment.

OPTIONS

The long Gamma was the priceless asset, during last week. And the price action on implied
volatility was really brutal (1 year EUR/PLN was taken on Friday at 14.50% only to get given on
Monday at 12.50%). Within some time volatility is going to slowly fade. However, currently it is
good option to make use of a wider range.
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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 W0al] 377% 38% 3%%  39% 418  416%

V(0al0) 3.77% 3.87% 3.%5% 3.2% 4.20% 6.59%
11/05/10 A 3.87% 3.88% 6.49% 4.13% 4.18%
IPVAl0] 3.78% 3.86% 3.88% 3.2% 4.14% 417%
RG] 3.78% 3.86% 3.90% 3.2% 4.15% 417%

date 1X4 3X6 6X9 9X12 6X12

0al] 3.85% 3.91% 4.04% 4.32% 4.30%
Vsal)  3.90% 3.91% 4.05% 4.31% 4.30%
IRVOAl0)] 3.86% 3.89% 4.04% 4.30% 4.28%
12/05/10 [eRe=d 3.90% 4.06% 4.35% 4.30%
gl 387% 3.87% 3.%% 4.24% 4.20%

FIXED INCOME MAR- Fixed Income Market Rates (Closing mid-market levels)
KET RATES date 1Y 2y 5Y 10Y
WIBOR 1B IRS OKO709 IRS PS0511  IRS DS1017

(0/(0Sal] 4.16% 3.84% 4.68% 4.39% 5.40% 523%  5.66% 5.86%
(Al 6.5%% 3.74% 4.50% 4.21% 51%% 503%  5.45% 5.61%
RVOTAl0) 4.18% 3.73% 4.47% 4.21% 5.14% 498%  543% 5.60%
12/05/10 IS 3.711% 4.44% 4.21% 511% 498%  5.46% 5.60%
R 4.17% 3.711% 4.44% 4.21% 511% 498%  5.46% 5.60%

PRIMARY MARKET Last Primary Market Rates
RATES au.date matuity awgprice awgyield supply demand sold

52W TB 10/04/19  11/0419  96.341 3.76% 800 31 750
OK0712 10/04/07  12/07/25  89.301 4.54% 3000 6726 209
PS0415 09/04/21 150425 102209 4.9% 3000 6623 3000
DS1019 10/04/14 190425  97.311 5.59% 3500 7980 3505

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

07/05/10 jezas] 22.00 21.50 21.00 4.25 5.00 0.70 095

10/05/10 4l 20.75 20.50 20.00 4.00 4.75 0.70 095

VAl  21.00 20.00 1975 19.50 3.75 4.50 0.70 0.90

PlSa] 2050 19.50 19.25 19.00 3.75 4.50 0.70 0.90

e0saly 1950 18.85 18.65 18.50 3.90 4.35 0.70 0.90

PLN spot performance
PLN SPOT PER- .
FORMANCE oz USD'PLN EUR/PLN bias

r/05hl 32808 41770 -20.75%
SRl  3.0667 3.9998 -20.89%
lesaly] 31888 4.0441  -20.55%
Zlsal] 31356 39900 -18.89%

gl 31473 39591  -19.80%
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

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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