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PREVIEW: The week of December 24" 2010 to January 6" 2011

. Date of Pe- BRE Consen-
Indicator . Last Comment
release riod forecast sus
i in’si i Higher fuel prices and possibly higher food prices (strong
FinMin’s inflation Jan 3 Dec 3.1-3.2% - 2.7% signals from wholesale market), seemingly also christ-
forecast mas-driven. Core inflation
PMI Jan 3 DeC 563ptS _ 559pt3 5§r(]:3-rd high Ifo and German PMI. Extension of rising

We would to wish You Merry Christmas and wonderful trades in 2011!
We will be back with Your favorite weekly report at the start of the year.

Please read the disclaimer at the end of this document
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Christmas Time Part I

NBP rates on hold

MPC decided to leave repo rate unchanged at 3.50%. Turning to the statement, the assessment
of the real sphere still errs on the side of caution. More specifically, the MPC indicates that im-
provement in consumption may be temporary (widely cited substitution effects) and investment
activity is stagnating. Although wage pressures are still assessed as moderate (the same applies
to broader demand pressures, as measured by core inflation) the MPC admits that headline CPI
may be driven higher by supply factors and regulatory actions (VAT hike).

Despite high expectations, QE2.0 did not bring any significant acceleration of portfolio capital
inflows towards Poland. That is why the passage concerning the increased capital inflows was
erased from the statement. According to Belka, the change indicates the balance of risks has
tilted towards rate hikes (of course as a consequence of the lack of PLN appreciation which used
to be regarded as a substitute for rate hikes).

Such signals from MPC will encourage market participants to engage in a play for a rate hike in
January (so far there is 40% probability of a hike in OIS curve). The ongoing speculation will be
supported by psychological factors. Usually the December meeting is regarded as inconclusive,
as various MPC members used to indicate. That leaves a question: there was no hike for it was
not necessary or...there would have been one but the MPC did not want to act against “tradi-
tion”. The final outcome of the January meeting will be closely tied to the EURPLN rate (we see
a potential towards stronger zloty — see the fresh decision to expand IMF’s FCL as an expansion
of liquidity cushion). Moreover, we still think that MPC (in the absence of pure demand pressures
and muted investment activity) would like to see a meaningful signs that widely expected CPI
readings filter to inflation expectations and make price rises self-reinforcing. Such assessment
may take time, especially in dovish-biased MPC. That is why we still see a first rate hike in Q2,
although the moods in the MPC (and measures of inflation expectations) need to be carefully
monitored.

Indicator 2007 2008 2009 2010 2011

GDP yly (%) 6.5 4.8 1.7 3.8 4.2

Inflation rate (%, average) 24 43 35 2.8 3.5

Current account (% of GDP, average) 45 53 1.6 28 3.8

Unemployment rate (end-of-year) 11.4 9.5 11.9 12.1 10.9

NBP repo rate (end-of-year) 5.00 5.00 3.50 3.50 4.50
Indicator 2009 2010

Q3 Q4 (e]] Q2 Q3 Q4

GDP yly (%) 1.7 3.1 3.0 3.5 4.2 4.5

Inflation rate (%, average) 35 3.3 3.0 21 2.6 2.8

NBP repo rate (end-of-quarter) 3.50 3.50 3.50 35 3.5 3.50

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

Very quiet week without any particular interest on a yield curve behind us. The MPC meeting
held on Wednesday, 22nd proved to be the only event that might have been of any interest
worth to mention. Though the statement after the meeting didn’t bring any breakthrough itself,
the press conference headed by Central Bank’s Governor Belka ended up with a slightly hawk-
ish atmosphere. He stressed out they decided to leave rates unchanged because of low infla-
tionary pressure and moderate wage growth, but finally added that the MPC saw the lower risk
of strong capital inflows into Polish economy in the potential event of interest rate rise so the
balance of risks has moved in favor of that scenario in the near future. The central banker said
also the MPC was ready to see the CPI acceleration in coming months and it would keep check-
ing for any signs of inflationary pressure.
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failure

No change by the MPC
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CHARTS

Concluding, the probability of tightening cycle starting with January has risen slightly and would
be finally dependent on macro data released. On the other hand the market has been playing
the interest rise scenario for the last couple of months rolling the FRA contracts month by month.
As a result there has been no real value to pay the curve now as it has priced almost the 100bp
move already (the MPC members stressed the potential cycle wasn't likely to exceed 75bp).
Assuming the market was always overreacting, we would try to take advantage from receiving
any “blow” on a FRA curve.

avgyield lastauction

next auc. offer last date

13 Week T-bills - - 6.142% 12/9/2008
26 Week T-hills - - 4.456% 5/4/2009

52 Week T-hills 2/2/2010 - 4.056% 10/25/2010
2Y T-bond OK1013 1/5/2011 - 4.798% 12/1/2010
5Y T-bond PS0416 1/5/2011 - 5.137% 10/13/2010
10Y T-bond DS1020 1/12/2011 - 5.772% 11/17/2010
20Y T-bond WS0429 1/12/2011 - 6.170% 915/2010

Cost of carry down this week due to huge surplus of cash that was left after underbid OMO (77
vs pin 84 bIn). The central bank was trying to squeeze the market offering additional 3-day pa-
pers on Tuesday but again the auction was4 highly underbid (3.4 vs 11 bin pln). Truth is and we
were pointing this out many times that money market likes to be long in periods of higher opera-
tional risk like December (Christmas plus end of the year). Therefore, the central bank should
just accept the fact and do not try to add unnecessary volatility with unexpected auctions.

The MPC did not change any of the monetary policy parameters, which was fully expected. The
January play can show up, although we see many reasons for the cycle to start no sooner than
in March (CPI projection, strong currency, willingness to see the figures proving the hike).
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Foreign Exchange

Zloty stable

Volatility lower

Short-term forecasts:

Uneventful week for the Zloty. In line with most of the markets, during last week Zloty was mov-
ing in a very tight range, which for EUR/PLN translated into 3.9650/4.0050. A lot of markets
participants have already finished trading for this year, as well as customers which were ex-
tremely quiet during last seasons. The word on the street is that BGK (state owned bank exe-
cuting orders for Ministry of Finance) is selling EUR/PLN on spikes ...

Short term realized volatility is at its lows. As an obvious result, the short end of the curve was
heavily offered (1 week mid 9.0 % and 1 month mid 10.0% ). The back end of the curve was
untouched with mid of 1 year at 12.25 %. The currency spread (USD/PLN versus EUR/PLN) is
unchanged around 8%.

SPOT

Main supports / resistances:
EUR/PLN: 3.9600 /4.0100
USD/PLN: 3.0000 / 3.1000

The market is getting thinner and thinner, as we getting closer to Christmas and New Year. In
such a illiquid market conditions, the move can be shallow or unreasonably big. It is better to
only observe and stay aside!

OPTIONS
FX CHARTS The realized volatility is even lower than the last week’s!. Good news for the short gamma hold-
ers, we would like to keep this position for the week to come.
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FRA MARKET RATES

FIXED INCOME MAR-
KET RATES

PRIMARY MARKET
RATES

FX VOLATILITY

PLN SPOT PER-
FORMANCE

MARKET PRICES UPDATE
Money market rates (Closing mid-market levels)
date 3M 6M 1Y
FXSW WIBOR FXSW  WIBOR FXSW WIBOR
APAL  3.80% 391% 4.04% 4.04% 4.24%  4.24%
19/12/10 JERETE 391% 4.05% 4.04% 4.25%  6.59%
POGPAL]  3.81% 391% 4.16% 6.4%% 4.40%  4.24%
21/12/10 [_Ee 7 392% 4.04% 6.4%% 424%  4.25%
PPl 3.80% 392% 4.15% 4.05% 4.40%  4.25%
FRA Market Rates (Closing mid-market levels)
date 1X4 3X6 6X9 9X12 6X12
16/12/10 4.04% 4.28% 457% 4.78% 4.74%
CAPAL  4.00% 4.24% 4.54% 4.75% 4.72%
POGPATY]  4.00% 4.25% 4.55% 4.76% 4.72%
21/12/10 AV 7 4.24% 4.55% 4.74% 4.73%
22/12/10 X 57 4.25% 4.54% 4.75% 4.72%

Fixed Income Market Rates (Closing mid-market levels)
date

16/12/10
19/12/10
20/12/10
21/12/10
22/12/10

1Y 2Y 5Y 10Y
WIBOR B IRS OK0112 IRS PS0511 IRS DS1017
4.24% 4.056% 4.85% 4.71% 543%  545% 560% 59%%
6.59% 4.056% 4.84% 4.72% 542%  543% 558% 59%%
4.24% 4.056% 4.84% 4.71% 543%  546% 558% 6.00%
4.25% 4.056% 4.84% 4.75% 543%  547% 558% 6.00%
4.25% 4.04% 4.84% 4.75% 543%  547% 558% 6.01%

Last Primary Market Rates

date
16/12/10
19/12/10
2012/10
2112/10
22112/10

PLN spot performance

au.date  maturity avgprice avgyield supply demand  sold
10/0927  11/0927  96.189 3.92% 600 1180 580
10/12/01 13/0126  90.5%0 4.80% 4000 B2 4076
10/1013  16/0425  99.300 514% 3000 3414 2491
10/0915  19/0425 98.383 5.46% 3000 8953 3000
USD/PLN 0-delta stradle 25-delta RR 25-defta FLY
M 3M 6M 1Y 1M 1Y 1M 1Y
18.10 18.95 19.45 19.95 3.00 4.35 0.65 0.88
18.05 19.25 19.75 20.30 3.00 4.35 0.65 0.87
18.05 19.25 19.75 20.30 3.00 4.35 0.65 0.87
18.15 19.30 19.75 20.30 3.00 4.35 0.65 0.87
18.00 19.20 19.75 20.30 3.00 4.35 0.65 0.87
USD/PLN  EUR/PLN bias
3.0125 3.9896 -18.3%
2.9840 3.9837  -187%
3.03% 3.9998  -17.9%
3.0370 3.9944  -18.0%
3.0322 3.9909 -181%

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) jakub.wiraszka@brebank.pl
Tomasz Chmielarski (+48 22 829 01 78) tomasz.chmielarski@brebank.pl

Ul. Senatorska

18

00-950 Warszawa Fixed Income (BREP) - FRA, IRS, T-Bonds, T-Bills
P.O. Box 728 tukasz Barwicki (+48 22 829 01 93) lukasz.barwicki@brebank.pl
Poland Pawet Biafczyriski (+48 22 829 01 86) pawel.bialczynski@brebank.pl

MM _(BREP) - MM
Barttomiej Matocha, CFA (+48 22 829 01 77) barttomiej.malocha@brebank.pl
Bogumit Modzelewski bogumil. modzelewski@brebank.pl

Reuters Pages:  giryctured Products (BREX)
BREX, BREY, Jaroslaw Stolarczyk (+48 22 829 01 67) jaroslaw.stolarczyk@brebank.pl
and BRET Jacek Derezinski (+48 22 829 01 69) jacek.derezinski@brebank.p!

Bloomberg: BRE Institutional Sales (BRES)
Inga Gaszkowska-Gebska (+48 22 829 12 05) inga.gaszkowska-gebska@brebank.pl

SWIFT:

BREXPLPW Research
Ernest Pytlarczyk, PhD, CFA (+48 22 829 01 66) ernest.pytlarczyk@brebank.pl
Marcin Mazurek (+48 22 829 0183) marcin.mazurek@brebank.pl
www.brebank.pl Piotr Pigko$ (+48 22 829 0185) piotr.piekoS@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.

© BRE Bank 2010. All rights reserved.
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