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Rates and FX Outlook — August 2013

summary

In line with expectations, in July the MPC cut official interest rates by 25bp and declared the end of the
monetary policy easing cycle. The reference rate is currently at all-time low of 2.50%. June’s macroeconomic data
brought a lot of good news, as both industrial output and retail sales figures surprised on the upside, showing more
strong signs of the long-awaited recovery. What is more, the July’s PMI index for Polish manufacturing (51.1 pts) also
confirms economic recovery, supporting our forecast for more visible increase in industrial production (by 7%YoY in
July). On the other hand, CPI inflation reached the lowest level since comparable data is available (early 90s). This
month the MPC rate-setting meeting will not be held. However, in September the Council will be provided with explicit
signs of the long-awaited cyclical recovery in Poland (including 2Q GDP growth, July’s macroeconomic indices). We
think that gradual, but systematic economic rebound in coming quarters, together with some subdued increase
in CPI inflation will allow the MPC to keep the reference rate at all-time low at least mid-2014, with the first rate
hike in 3Q 2014.

Polish interest rate market is still strongly dependent on global sentiment. However, domestic economic data also
contribute to curves' steepening, while uncertainties related to the recently approved changes in fiscal policy, including
suspension of the 50% debt/GDP ratio, did not have any impact on the market and on the risk evaluation. We think that
normalisation of situation on core markets (higher yields) might strongly affect the domestic T-bonds market. We expect
both T-bonds and IRS curves to remain quite steep. While in the short term the volatility will still be high with significant
changes in intraday trade, the trend is still upward.

We reestimated our last year’s models of yields of Polish 2,5 and 10Y benchmarks. Comparison with our earlier models
shows that influence of German bonds and external demand on Polish yields increased over time, while FX risk
and interest rate expectations became somewhat less important. We have also found some evidence that longer
tenors (5 and 10Y bonds) react stronger to depreciation of the zloty than to appreciation.

Recent weeks brought a strengthening of the zloty against the main currencies. What is more, the zloty outperformed
other CEE3 currencies. Situation on the FX market is changing very quickly, depending on upcoming macro
data not only domestic, but also external ones. We expect EURPLN to stay in horizontal trend between 4.20-
4.30. We maintain our forecast of a strengthening of the zloty below 4.20 in 4Q13 and towards 4.00 in 2014.
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Short- and Medium-term Strategy: Interest rate market

I Change (op) Expected trend
—— L e L

Reference rate -0.75 -0.25 2.50 >

WIBOR 3M -38 -3 2.70 > 7
2Y bond yield 19 -23 2.79 7 27
5Y bond yield 63 -34 3.40 7 27
10Y bond yield 82 -27 4.07 7 27
2/10Y curve slope 63 -3 129 > >

Note: Single arrow down/up indicates at least 5bp expected move down/up, double arrow means at least 15bp move

PLN Rates Market: our view and risk factors

Money market: In July the money market rates adjusted to the new monetary policy conditions. Strong declaration from the MPC that it has
ended the monetary easing changed outlook for the future monetary policy as now market is rather thinking about rate hikes. We believe that
upcoming macro data will strengthen such a scenario. As a consequence, we foresee WIBOR rates to remain more or less at a stable level in one
month horizon, while in medium term we expect a gradual increase in both WIBOR and FRA rates.

Short end: The front ends of both T-Bonds and IRS curves negatively reacted to announcement of ending monetary cycle. However, short-term
rates have remained relatively resistant to changes on core markets. Improving prospects of economic activity might put negative pressure on the
front end of curves. However, we expect a more visible increase in 3M horizon.

Long end: The mid and long end of curves have remained strongly dependent on global mood, causing significant intraday changes in yields/IRS
rates. External factors with the key role of Fed’s future monetary policy will influence the domestic mid and long terms instruments. Our basic
scenario assumes the upward trend to continue.

Risk factors to our view: The upcoming macroeconomic data will be crucial. Weaker-than-expected readings, suggesting more fragile rebound
in economic activity might result in renewing expectations on further monetary policy adjustment (some market players still expect monetary
policy easing to be continued). Consequently, yields/IRS rates might return to downward trend.
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Short- and Medium-term Strategy: F market

— Change () Expecte rend
— [ = st T ] e e e

EURPLN -2.0 4.24 >
USDPLN 0.7 -3.8 3.19 >
CHFPLN 1.9 -1.7 3.45 > >
GBPPLN -1.2 -4.0 4.86 > 7
EURUSD 1.7 1.8 1.33 > 7

Note: Single arrow down/up indicates at least 1.5% expected move down/up, double arrow means at least 5% move

PLN FX Market: our view and risk factors

EUR: The zloty appreciated in July as the MPC ended the easing cycle, while macro data suggest some improvement in economic outlook. The
4.20 level proves to be a strong support. We foresee the EURPLN to stay in horizontal trend between 4.20-4.30 with the upper end to be possibly
tested in 1M horizon and the lower to be broken only in Q4.

USD: Dovish rhetoric of the main central banks helped the euro to gain against the US dollar. However, the US dollar has remained well-bid as
fears about the global economy eased. We expect EURUSD to remain vulnerable to upcoming macro data and information about Fed’s tapering.
However, reassuring comments from central banks, which confirm that the money glut will continue might result in euro strengthening and
consequently in decline of USDPLN in 3M horizon.

CHEF: July brought zloty strengthening against the Swiss franc. We uphold our stance that CHFPLN will be traded in horizontal trend, strongly
depending on situation on the EURPLN chart.

Risk factors to our view: The FX market has remained under pressure of upcoming macro data. More weak macro data from the US, which
significantly decrease risk of fast tapering QE3 by Fed can imply increase of EURUSD, which will positively affect the zloty. Domestic currency
may be also more significantly supported by strong signs of economic rebound.
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©We have applied econometric analysis in order to determine,
which factors are the most important for the domestic debt

Yield of Polish benchmark market. We have modelled yields of Polish 2, 5 and 10Y
pl2y, plSy, pl10y bond thi Reuters . .
ond, monthly average benchmarks using an error correction model framework.
fra3x6 Mid yields of Polish FRA3x6 Reuters
tract, thi . . .
kil bl e ©@According to economic theory, bond yields depend on:
cpi ﬁq’;’:}‘:ﬁ'yp"“h CPIrate, e  interest rate outlook (reflected by in our model by
bolich PMI index for fra3x6 — short-term and cpi — long-term),
A manufacturing, monthly Markit « investment cycle and expected gains from alternative
Montly average of NEP'S investments (reflected by pmi),
eurpin - Reuters .
fixing of EURPLN o FX risk (eurpm)’
debi Level of Polish central e « fiscal standing (debt),
budget debt, end of h . . .
L - external demand for domestic papers (foreign holding)
. . Foreign investors’ share in . ° i i i
foreign_holding(-1) Polich debt ond of mongh  FINMin g:oga: rlskta\?ersmn (V|(>j<) 1o
. obal cost of money (de
ViX vix index, monthly average Reuters g y ( y)
de2y, de5y, del0y Yield of German benchmark o ©We used monthly data, covering period Oct 2008 — May 2013,
B T ey EEne All data were standardised, so that estimated parameters are

comparable. We also decided to use the same variables in all
models, in order to show that some factors are important for the
longer end, but rather irrelevant for the shorter end (or vice
versa).

Note: (-1) stands for one-month lag
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©@Our analysis shows that shorter tenors are more vulnerable to
N T EEE T changes in short-term interest rates outlook, but more immune

fra3x6 e T to changes in long-term rates outlook. Longer tenors are more

2 R dependent on business cycle, exchange rate, fiscal standing,

pmi 0.12 ** 0.33 *** 0.37 *** . . ) . . - .
share of foreign investors’ holding in Polish debt, global risk,

eurpln 0.14 ** 0.15 *** 0.22 **=x . . . .
yields on core debt market. These results are in line with

debt 0.13 0.34* 0.42 ** _ ..

foreign_holding(-1) -0.66 ***  -0.77 ***  -0.75*** Intuition.

Vix 0.03 0.10 ** 0.09 *

[ I ©@Comparison with our earlier models (estimated one year ago)
' ' ' shows that influence of German bonds and external demand on

Polish yields increased over time, while FX risk and interest

de2/5/10y (respectively)

I - T TR rate expectations became somewhat less important.

Error term -0.40 *** -0.48 *** -0.59 ***

Afra3x6 0.69 *** 0.47 *** 0.33 *** . L . .

Acpi 0.07 0.08 0.08 OWe also estimated some additional models with regime-
AT 0.00 e R switching and found some evidence that longer tenors (5 and
A 015+ | D1d** | 018+ 10Y bonds) react stronger to depreciation of the zloty than to
A,,debt 0.00 013*  0.18* appreciation.

Aforeign_holding(-1) -0.52 ** -0.61 *** -0.48 ***

Avix 0.00 014*  0.14* ©@Based on our assumptions concerning input variables, we
e estimate that in December 2013, with 50%-probability, the fair-
(respectively) 0.16 0.36 *** 0.45 ***

value yields of 2Y bond will fall in 2.99-3.24% range, of 5Y in
3.54-3.76% range, and of 10Y in 4.13-4.31% range. These

Note: A accounts for 1-month change, A,, accounts for 12-month forecasts are roughly in line with our baseline scenario for

change, *** stands for significance at 1% level, ** for 5% level and H :
* for 10% level domestic yields.
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Domestic Money Market: FRAS pricing-in future rate hikes

O After July’s rate cut by 25bp and announcement of % WIBOR3M and reference rate
the end of easing cycle we saw a further adjustment > reference rate
of market expectations about further actions by the 500 A = WIBOR3M

FRA-implied WIBOR as of 2/08/13
""""""""""""""""""""""""""""""""" FRA-implied WIBOR as 6f 9/05/13
—#— FRA-implied WIBOR as of 24/06/13

MPC. WIBOR 1M and 3M rates slightly declined and 450
then stabilised as macro data showed some
improvement. At the same time, longer rates, after
some stabilisation, have started to rise.

Consequently, the WIBOR curve took the normal  *® q‘t:—'/'/. rrrrrr
2.50

shape.

©@ Changes in expectations on future interest rate path 200
were more visible on the FRA market. After July’s
MPC meeting, expectations on interest rate hikes
intensified — temporarily FRAs were pricing-in rate

4.00

3.50

Jul 12
Aug 12 -
Sep 12
Oct 12
Nov 12 1
Dec 12
Jan 13 1
Feb 13
Mar 13 -
Apr 13 A
May 13 1
Jun 13 1

Jul 13 4
Aug 13
Sep 13
Oct 13
Nov 13
Dec 13 -
Jan 14 1
Feb 14 -
Mar 14 -

53 Money market rates (%)

hike by 100bp in two year period. Currently, FRA  ~aqe=~=r——_
curve shows that the first rate hike might take place . LTy T
at the turn Q1 and Q2 2014. It appears much more 1 \Amkw\\ \
in tune with the economic outlook at this juncture. i Y

©® Our baseline scenario assumes longer stabilization 33 | T TRA3XE \”\ o N
and no change in official interest rates till Q3 2014. 5| Y% WA N
Nonetheless, we expect an increasing WIBOR 25 v\\bg\jd;g’é’g'
curve in coming months, with 3M rate around 21l T —» —
2.75% at the end of 2013. We think that 32883333307358025888815228228232227
continuation of improvement in macro data for July ThmeERT o enengmmedoaenenemananaea e
might push the FRA curve higher. Sources: Reuters, BZ WBK
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Domestic IRS and T-Bond Market: Curves become steeper

©® The current situation on T-bond and IRS
markets is dominated by summertime trading
and global moves. Local factors were less
important as even suspension of the 50%
debt/GDP level did not affect the market.

©@ Soft Fed's rhetoric caused a decrease in yields
and IRS rates in the 5-10Y sectors (by ca.
70bp on average in 24 June — 22 July period),
which trimmed a part of severe losses suffered
between May and June (the lowest yields on
May 9th — see chart). Still, both T-bonds and
IRS curves have remained relatively steep
mainly due to widening of 2-5Y spread.

©® The local market is still focused on the core
markets and any news regarding the QE3
tapering. What is more, volatility is still high
(significant intraday changes) and sentiment is
changing very quickly, depending on economic
data. Gradual but systematic economic
rebound together with the normalisation of
interest rates on core markets (higher yields)
should negatively affect domestic T-bonds and
IRS. We foresee curves to remain relatively
steep.

4.5

4.0

3.5

3.0

2.5

2.0

15

Domestic curves (%)

—— 2-Aug-13 --B--9-May-13

-=-&--9-May-13

/._L‘bgﬂ.d&-
—

—— 2-Aug-13

IRS

T
_______ o---—¢
T Attt e
,,,,,,,,,,,,,,,,,,,,,,,,, o~ WYY EELLE e
Woes= B Spread 2-10Y (in bps)
T-Bonds IRS
09-May 56 39
02-Aug 140 97
0 1 2 3 4 5 6 7 8 9 10

Sources: Reuters, CB, BZ WBK
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Demand Gorner: Foreign sell-off in June offset in July?

© In June foreign investors reduced their holdings Monthly change of bond holdings of foreign investors
of Polish PLN-denominated marketable bonds (in PLNbn)
by ca. 2.5%MoM (PLN5.3bn, the biggest 13 -
outflow since Oct 2008) to PLN201.8bn. This is
the lowest level since Jan 2013. The sell-off was
mainly driven by selling from non-bank financial A/\ /\ /\/\
§%§%%%§§3§§%5
Shares of Polish banks and foreign investors in Polish
marketable bonds

RN
RN

sector (-PLN6.1bn). On the other hand, foreign
banks increased their holdings by ca. PLN1bn.

©® Breakdown of non-residents’ portfolio clearly
shows that foreign investors were very active on
switch tender in June. They purchased the new
2Y T-bond OKO0116 worth PLN5.8bn or nearly
75% of total sell.

© Director of Debt Department in the Ministry of
Finance, Piotr Marczak, said that June’s outflow
of foreign investors has been more than offset in
July.

©® Domestic banks increased their holdings by ca.
PLN8bn (the strongest nominal monthly — 2 -
increase since Feb 2012). Polish banks were 15 -
net buyers in 2-10Y segment, in which: 10
PLN2.2bn of OK bonds and PLN1.3bn of DS
debt. June was the third month in a row when
pension funds were buying Polish debt.

SJut-to
Sep 10 -
Nov 10 -
Jan 11

M

J

S
J
M

h b LA 2w oo N ©

N w w & o
(8] o (2] oe
1 J

~ - ~ @~ T

Jun 04
Jan 05
Aug 05
Mar 06
Oct 06
% May 07 -
Dec 07 -
Jul 08 -
| Feb 09 -
Sep 09

o
Q
>
n

oreign investors
Sources: MF, BZ WBK
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supply Corner: Summer hreak, hut Septemher will he husy

© Poland’s Ministry of Finance decided to cancel Gross borrowing requirements’ financing in 2013
z iti i Gross borrowin .
July’s conditional auction. Such a move was e g Funding
expected, taking into account the unfavourable Total PLN 1450 e period Jamuary sy
market environment and high coverage of 2013 | Total: PLN132.6bn or 91%
funding requirements (88% at the end of June). borrowing 457 _
. .. . requirements Foreign
However, in late July the Ministry disbursed _
another tranche of loans from World Bank worth  /oe%0 o
ca. €lbn. Consequently, at the end of July _
omestic

Poland has covered 91% of target. debt

o . redemption
©® In August the Ministry will offer 2Y benchmark
OKO0116 worth PLN3-5bn. The chosen sector is
not a surprise as 2Y bonds are relatively
. . Funds in PLN and in foreign currency held by the MoF
resistance to changes in mood on core markets 0 (end of month, in PLN bn)
and look more safe in uncertain time. We think 61.1
that the Ministry will be more active on the 553 533 [ 53.9 s
. . . : 448.6
primary market in September, offering bonds not 0 R4 is P
only on domestic, but also international markets. 4 389 g

315 321 33.534.1
©® Funds in PLN and in foreign currency held by 3

the Ministry (nearly PLN49bn at the end of July)

will limit the refinancing risk.

Domestic

60.5

245
20

10

~ ~ T~ = ~ = ¥~ ™~ ¥~ +— ¥~ ¥~ ~ ~— ~ ~ >~ ~
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supply Gorner: 30% suspended, budyet amended

Estimates of tax revenues gap

® Polands PM Donald Tusk announced that the

government plans to revise the budget bill, as
economic slowdown undermined the state’s
revenues. This year the budget deficit will increase
by PLN16bn to PLN51.6bn. More details will be
published later this month.

As we mentioned in our earlier report, the idea to
suspend sanctions after surpassing the 50% debt-to-
GDP safety level, outlined in the Public Finance Act
(PFA), seems controversial. Nevertheless, the Polish
Sejm has approved amendment to PFA and sent it to
the Senate. The Upper House will work on this bill
during its August 7-9 sitting.

The budget gap of PLN16bn increases this year’s
borrowing needs by the same amount. This does not
trigger any visible risk for financing of this year’s
deficit as PLN8bn will be financed by loans from
international financial institutions. However, the pre-
financing of 2014 borrowing needs will be lower and
together with high redemptions of debt at the
beginning of the next year (mainly held by foreign
investors), as well as lower activity of OFE, it bears
some risk for the bond market.

12

-20 41

-30 -

30 ~

20 4

Projections assuming continuation of June tendencies |
further in the year

1Q

’-C’

2Q

L—
N O N » O ©

3Q

L}

[}

\

' a
]
[}

/
T T
(o] (o)} N N

L 10
4Q

= Estimated gap in tax revenues (ytd cumulated, PLNbn, |hs)

Tax revenues planned in budget bill (%YoY ytd, rhs)

— Actual and projected tax revenues (%YoY ytd, rhs)

Gross borrowing
requirements in 2013

Funding

Plan:
PLN145bn, including:

Net porrowm 45.7
requirements

Foreign debt
redemption

Domestic deb!
redemption

Sources: MF, BZ WBK

after amendment:
PLN161bn, including:

61.7

PLN161bn:

=] Expected to be
received in H2'13

(including PLN16bn

due to amendment)

Funding at the
end of June
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©® The euro money market rates have inched
higher over the past couple of weeks, as macro
data have continued to improve and focus has
turned towards the ongoing decline in excess
liquidity. According to recent data the excess
liquidity in the system has gradually shrunk
(below €240bn) due to LTROs repayment. We
also observed a muted increase in short-term
rates in the US as macro data indicate stable  °°
economic growth in the US.

©® EUR IRS rates have remained very vulnerable
to macro data and central banks’ rhetoric.
However, despite quite fast changes in
investors mood at the end of July EUR IRS  4°
curve was more or less the same level as at
the beginning of month, with 10Y IRS
anchoring around 2%.

© Despite dovish rhetoric of both Fed and ECB,
the risk premium has increased and the market
IS now pricing-in a normalisation of liquidity in
coming quarters. Overall, we expect a
moderate increase in money market rates and

ECB rate and money market rates (%)

[N
—
o
o
%2}
ECB rate —— EURIBOR 1M —— EURIBOR

FRA 3X6 — FRA 9x12

Jul 11
Sep 11
Nov 11
Jan 12 4
Mar 12
May 12 4

Jul 12
Nov 12 4
Jan 13 4

Jul 13

™ o
- -
= >
o [
= =
3

M

Euribor and EUR IRS rates (%)

Aug 10
Oct 10 4
Dec 10
Feb 11 4
Apr 11 -
Jun 11 4
Aug 11
Oct 11 4
Dec 11
Feb 12
Apr 12 -
Aug 12
Oct 12 4
Dec 12
Feb 13 4
Apr 13 -

IRS in the course of the year, based on ——EURIBOR6M ——IRS1Y ——IRS?2Y IRS5Y ——IRS 10Y
rebound in the economic situation not only in
the US, but also in the euro zone. Sources: Thomson Reuters, ECB, BZ WBK
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International Bond Market: Sentenced to increase

©® Despite summertime the bond markets were quite 10Y bonds yields (%)
volatile in July due to central banks meetings and so W 7.00
key macro figures. The beginning of previous zz 1 o0
month brought some correction in upward trend of ,, . [ ANL o~ W W 600

yields on core markets. It came from lowering the -2- W\C\/A::\J’ﬂ \\,mm N f"A"J 550
risk of tapering the QE3 in September. However, 2° Vi) 5.00

. 1.8 —4 w\\’\ A /‘WW H:Z,\“j‘\\-\ /‘}r hy
after stronger-than-expected data readings from | /L S\ M AP ad) W O R

both the U.S. and the euro area, yields (in particular 1.4 fu/“\u: R AN AL VaN [ 400

iy A
UST) returned to upward move. At the end of 22 A [ 29
month yield of 10Y Bunds tested 1.70%, while 10Y °ssss 25555345583 888552358553232
UST increased towards 2.70%. BEEIRTINBRENSAININRARNGIENT "8

. , . 10Y DE 10Y US 10Y ES (rhs) 10Y IT (rhs)

© Peripheral T-bonds’ performance was mixed (due
to, among other factors, a rating downgrade of Yields of 10Y benchmark in Germany and the US (in %)
ltaly and the still uncertain political situation in  ,, . . . .  Vvsleadingindicators (inpts,inverted axis) , , .
Portugal). It is quite interesting that for the first time 25 - DE PMI manufacturing US ISM | co
in a year the Italian yields have risen concurrently 30 | pund 10V (the) ——UST 10V (ths) '
with German vyields. It means that core bond 35 40
market has become more dependent on the jg - 3.0
interest rate expectations and economic 50 | L0
developments. Additional risk factor is that .
unstable political situation in Italy. 60 - 0

©® To sum up, a moderate recovery, combined witha & L 0 0 06 0 d c ca G amooo 0

. . D T B B B I I I I I IR I I I I I T I I I I B |
gradual tapering of asset purchases would imply a E 5252355235235 52353283855%3
mr=>s”"pnzmr=s"nzn=s"nzn=s"

moderate increase in yields in coming months.
Macro data will be in the centre of attention.

Sources: Thomson Reuters, BZ WBK
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Foreign Exchange Market: EURPLN helow 4.2 only in 042

© The zloty gained considerably in July versus
the main currencies. The key drivers of this
appreciation were Polish data on May’s CA,

calming remarks from the Fed as regards EURPLN and VIX

QE3 tapering and the declaration of Polish 436 1 e
MPC that the easing cycle is over. The zloty 432 - - 22
has been not affected the controversial way 428 o0
of amending the Polish budget. 424
O EURPLN reached nearly 4.19 and then some ., Il _4 P ([
negative news from Czech Rep. (on possible 1s ] J - 16
FX interventions) and Hungary (government ' 1
wants to ease the burden of FX loans further) 412 7
emerged and halted the zloty’s appreciation. 4.08 - 12
@ We see room for a zloty depreciation in the 404 = 10
next two months. The FX market did not 5 :gc,v $ 33 85335538 ;% 5 3
show much enthusiasm after July’s FOMC ——EURPLN  ——VIX (ths)

statement. The potential for correction will
be limited by Polish macro data that will
confirm that the economy is recovering and
there is no need to cut interest rates further.
@ Between Sep 2012 and Jun 2013, the level
of 4.20 prevented the EURPLN from rising.
In our view, it may now provide a strong
support for EURPLN, at least until Q4. Sources: Reuters, BZ WBK
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FX Technical Analysis Corner: EURPLN close to vital support

Weekly QEURPLN= 12002012 - 1£240201 3 (WAR)

e T e s e e e e 2oty SappiEciainl
PLN proved stronger than
438 we expected. EURPLN
4 retreated from a strong
4 resistance area at
[+ around 4.37 and tested
* 4.20 twice.

©® The latter level has

been preventing the
exchange rate from
rising too much for ca.
10 months until late
June 2013. Now it may
prove to be a strong
support.

©® We expect the on-

going rebound to be
continued.

©® Next strong support is
L at 4.17. Resistance is
i at 4.26.

TSR ALELRF 1 e

-8/ 12013, 17.0000 ; ! ; . ; . . ; . ; . . . ; I [ S S S

Feh  Mar  Apr May  Jun Jul Aug Sep Oct Moy Dec Jan Féb  Mar Apr May  Jun A Ay Sep oot Mav [ ]
Q12012 | 02 2012 | 03 2012 | 04 2012 | 012013 | 02 2013 | 03 2013 | 042013

Sources: Reuters, BZ WBK
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FX Technical Analysis Corner: Room for lower EURUSD

Daily QEUR— BUBL2013 - B29/2013 (WAR) ] ]
ok T T 1 T T T T T |. © Inlnewitour
Ef;”éi;??;%_____; ______ s o VSO NS Wi '"%H‘*ﬁ" ______ D“ ______ R [T expectations, EURUSD
352013 1 3273 1 3300 1 3252 1 3280 H H H H H H H H | H | | | h | | | H
U U T O U 111 N N0 U VO WO W N S WO O DY rebounded and

reached nearly 1.335

~-1.33

= where it met 88.6%

1325 Fibonacci retracement.

132 Addltlonally, AB/CD ~

o 1.272, strong Fibonacci
' ratio.

©® Itis also worth to notice
that pace of growth of
RSl is clearly lower
than in case of the
EURUSD and
divergence also gives
room for some
correction.

©® First support at 1.32,
next one at 200-day

..... 5 R S 5 A O O O O e
- ians i © Resistance levels are
at 1.335 and 1.3415.

! Bis2013, 10, 0000 : : : : : : : : ; : : : : : : : :
1'1 1% 25 o g8 45 22 2 08 13 20 2 03 10 1F 24 o1 08 15 22 29 05 12z 13 28 [ ]
March 2013 | April 2013 | May 2013 | June 2013 | July 2013 | August 2013

Sources: Reuters, BZ WBK
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Macroeconomic Forecasts

- 2010 2011 2012 2013 1Q12 2Q12 3Q12 4Q12 1013 2013 3Q13 4Q13

PLNbn 1,416.6 1,523.2 15953 1,627.2 370.1 389.1 393.8 442.2 377.8 396.2 400.6 452.3

GDP %YoY 3.9 45 1.9 1.0 35 2.3 1.3 0.7 0.5 0.8 1.0 1.6
Domestic demand %YoY 4.6 3.6 -0.2 -0.8 22 -0.4 -0.8 -1.6 -0.9 -1.3 -0.4 -0.7
Private consumption %YoY 3.2 2.6 0.8 0.6 1.7 1.3 0.2 -0.2 0.0 0.5 0.9 1.2
Fixed investments %YoY -0.4 8.5 -0.8 -3.5 6.8 1.4 -1.7 -4.1 -2.0 -5.0 -4.0 -3.0
Unemployment rate 2 % 12.4 125 13.4 13.9 13.3 12.3 12.4 13.4 14.3 13.2 13.1 13.7

Current account balance EURm -18,129 -17,977 -13,332 -2,980 -4,515 -2,203 -3,285 -3,329 -2,055 1,398 -1,326 -997

Current account balance % GDP -5.1 -4.9 -3.5 -0.8 -5.1 -4.6 -4.1 -3.5 -2.8 -1.9 -1.4 -0.8
General government % GDP 79 50 39 42 i i ) i i _ _ _
balance

CPI %YoY 2.6 4.3 3.7 0.9 4.1 4.0 3.9 29 1.3 0.5 0.7 1.1
CP| 2 %YoY 3.1 4.6 2.4 1.2 3.9 4.3 3.8 2.4 1.0 0.2 0.9 1.2
CP! excluding food and %Yoy 16 2.4 2.2 11 25 25 2.1 1.7 1.2 1.0 0.8 1.0
energy prices

Source: CSO, NBP, Finance Ministry, BZ WBK own estimates; a at the end of period
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- 2010 2011 2012 2013 1Q12 2Q12 3Q12 4Q12 1013 2013 3Q13 4Q13

Reference rate 2

WIBOR 3M % 3.94 4.54 491 3.05 4.97 5.04 5.06 4.57 3.77 2.96 2.71 2.78
Yield on 2-year T-bonds % 4.72 4.81 4.30 2.98 4.66 4.71 4.22 3.61 3.29 2.77 2.90 2.98
Yield on 5-year T-bonds % 5.31 5.44 4.53 3.42 5.02 4.93 4.43 3.75 3.49 3.09 3.44 3.65
Yield on 10-year T-bonds % 5.74 5.98 5.02 3.95 5.58 5.38 491 4.22 3.95 3.58 4.05 4.23
2-year IRS % 4.73 4.98 452 3.10 4.83 4.91 4.47 3.85 3.43 2.81 3.04 3.13
5-year IRS % 5.25 5.24 4.47 3.53 4.82 4.86 4.37 3.84 3.52 3.08 3.63 3.90
10-year IRS % 5.40 5.33 4.56 3.81 4.88 4.88 4.47 4.01 3.76 341 3.94 4.13
EUR/PLN PLN 3.99 4.12 4.19 4.21 4.23 4.26 4.14 411 4.16 4.20 4.28 4.20
USD/PLN PLN 3.02 2.96 3.26 3.18 3.23 3.32 3.31 3.17 3.15 3.22 3.23 3.11
CHF/PLN PLN 2.90 3.34 3.47 3.41 3.50 3.55 3.44 3.40 3.38 341 3.46 3.39
GBP/PLN PLN 4.66 4.75 5.16 4.96 5.07 5.26 5.22 5.09 4.88 4.94 5.05 4.98
Source: CSO, NBP, Finance Ministry, BZ WBK own estimates; a at the end of period
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I

7-Aug PL Auction of 2Y benchmark OK0116
DE Auction of 5Y bonds

7-9Aug  PL

14-Aug PL CPI for July

PL Flash Estimate 2Q GDP — preliminary data

EU Flash Estimate 2Q GDP for EU and euro area

DE Auction of 10Y bonds

16-Aug PL Core inflation for July
19-Aug PL Employment and wages for July
20-Aug PL Industrial output and PPI for July
21-Aug DE Auction of 2Y bonds
27-Aug HU NBH Meeting - interest rate decision

IT Auction of T-bonds
29-Aug IT Auction of medium and long term bonds
30-Aug PL 2Q GDP data (with GDP breakdown)
TBA PL Retail sales for July
4-Sep PL MPC Meeting — interest rate decision
5-Sep Ez ECB Meeting — interest rate decision
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Offer: PLN3-5bn
Offer: €4bn

Poland’s Senat will discuss amendment to the Public Finance Act

Our forecast: 0.5%YoY (in line with consensus)

Our forecast: 0.8%YoY, more or less in line with market expectations

Offer: €4bn

We predict core CPI after excluding food and energy prices at 0.7%YoY,
below market consensus

We expect employment to decline by 0.6%YoY and wages to increase by
2.9%YoY (more or less in line with market expectations)

We predict industrial output growth at 7%YoY, well above consensus at
4.9%. Our forecast of PPI: -0.9%YoY

Offer: €5bn

Our forecast: 1.6%YoY (significantly above market consensus at 2.8%)

We expect the MPC to keep interest rates unchanged



Rates and FX Outlook — August 2013

1. Domestic markets performance
2. Polish bonds: supply recap

3. Polish bonds: demand recap

4. Euro zone bonds: supply recap
5. Poland vs other countries

6. Central bank watch
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1. Domestic markets performance

Money market rates (%)

T Releence | Poona | wmore) | oseg | rRapy
[ o0 | o0 | v [ v | ov [ ow | v | v | ow | ou | be | 56 | 60 ] o0z

End of July 2.50 2.47 263 270 271 274 322 312 302 293 3.4 345 268 273
Last 1M change (bp) -25 -16 -15 -3 0 3 67 62 a7 38 340 345 -2 -1
Last 3M change (bp) 75 -63 62 -38 -32 -28 17 27 32 38 340 345 10 10
Last 1Y change (bp) -225 -223 228 241 243 -241  -141  -141  -136  -123 340 345 213 -212

Bond and IRS market (%)

[ BONDS _ Spread BONDS / IRS (bp)

End of July 2.79 3.40 4.07 3.02 3.54 3.95 -24

Last 1M change (bp) -23 -34 -27 -11 -26 -19 -12 -8 -8
Last 3M change (bp) 19 63 82 34 74 86 =15 -11 -4
Last 1Y change (bp) -141 -101 =77 -142 -78 -52 1 -23 -25

Yields of Polish benchmarks (%)

i FRA (%) 47

3 . M
261 e T\ e A SN
32 a5 LN SN \M\_ /\l/ {\’\

o IV RN o N D
| AU e A Y S
- \%Ju

2.4 2.6
2.2 -— ”3
£ 5 8§ 8§ 5 5 5 5 5 % 8 S 5 3 3 %2 : L L L L L L . L L L &z £ .
S 8 ¢ ¢ 2 2 2 2 2 8 8 3 3 22 3 § § 8 8 8 8 8 838 53 % 8 § 5§ 3 3 %9
f ©® 4 1w oS4 1wy o N © S5 4 9~ d 38 J « 2 0o Lo o= = = < < s s 5 9 » P4
o — o = o I « « N =1 N o N o < © — n I n o N © o < ~ b 8 2] N
—  FRA1X4 ——FRA3X6 ——FRA6X9 —— FRA 9X12 WIBOR 3M °c 74 e 4 o 4 & 2 & 5 « © o e
2y 5Y 10Y (rhs)

Sources: Thomson Reuters, NBP, BZ WBK
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2. Polish honds: supply recap
Total issuance in 2013 by instruments (in PLNm, nominal terms)

| ] Fe wal el va| | u] awg]  se| osi| o] bec| Towl

T-bonds auction 17,358 10,391 8,081 16,817 12,003 4,607 2000 5,000 1,500 77,757
T-bills auction 3,603 1,747 3,084 8,434
Retail bonds 150 154 154 154 154 154 154 113 154 150 128 150 1,769
Foreign bonds/credits 4,140 1,301 4330 2290 12,061
Prefinancing and financial

resources at the end of 2012 24,400 24,400
Total 49,651 13,593 11,319 16,971 12,157 4,761 4,484 113 4,444 5,150 1,628 150 124,421
Redemption 11,686 13,854 2,791 16,157 2,340 1,859 7,269 3,191 1,122 24,061 2,256 2,368 90,954
Net inflows 37,965 -261 8,528 814 9,817 2,902 -2,785 -3,078 3,322 -18,911 -628 -2,218 33,467
Rolling over T-bonds 4,827 7,801 12,628
Buy-back of T-bills/bonds 0
Total 37,965 -261 13,355 814 9,817 10,703 -2,785 -3,078 3,322 -18,911 -628 -2,218 46,095
Coupon payments 2,492 7,322 1,955 1,497 9,685 22,951

Note: Our forecasts — shaded area

Sources: MF, BZ WBK
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2. Polish honds: supply recap (cont.)

Schedule Treasury Securities redemption by instruments (in PLNm)

Total domestlc Forelgn Total

January 10,001 1,592 11,686 11,686
February 0 2,190 148 2,338 11,516 13,854
March 0 2,329 212 2,541 250 2,791
April 16,025 0 132 16,157 0 16,157
May 0 2,223 117 2,340 0 2,340
June 0 1,747 112 1,859 0 1,859
July 7,051 0 218 7,269 0 7,269
August 134.5 3,084 3,218 3,218
September 1111 111 450 561
October 22,845 93.7 22,939 22,939
November 158.0 158 250 408
December 183.4 183 183
Total 2013 55,923 1,698 11,796 69,417 14,316 83,733
Total 2014 61,666 1,248 62,914 18,397 81,311
Total 2015 75,019 677 75,696 29,457 105,153
Total 2016 67,179 485 67,664 14,329 81,993
Total 2017 71,444 91 71,535 16,871 88,406
Total 2018+ 238,653 3,288 241,941 134,966 376,908

Sources: MF, BZ WBK
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2. Polish honds: supply recap (cont.)

Schedule wholesale bonds redemption by holders (data at the end of June 2013, in PLNm)

Foreign Domestic Insurance Pension Mutual . Non-financial
: Individuals Other Total
investors banks Funds Funds Funds sector
0 0 0 0 0 0 0 0

Q1 2013 0
Q22013 0 0 0 0 0 0 0 0 0
Q32013 2,130 3,003 1,301 174 265 103 17 9 7,090
Q4 2013 9,638 2,737 6,975 849 1,040 111 85 1,455 22,890
Total 2013 11,768 5,740 8,275 1,023 1,305 215 103 1,551 29,980
39% 19% 28% 3% 4% 1% 0% 5% 100%
Total 2014 36,032 11,217 4,509 2,396 3,538 383 112 3,768 61,956
58% 18% 7% 4% 6% 1% 0% 6% 100%
Total 2015 30,355 25,945 8,091 10,278 9,813 215 306 5,206 90,208
34% 29% 9% 11% 11% 0% 0% 6% 100%
Total 2016 25,163 13,340 3,496 19,502 5,478 60 154 3,404 70,596
36% 19% 5% 28% 8% 0% 0% 5% 100%
Total 2017 25,855 12,626 5,723 15,728 8,090 47 73 3,302 71,444
36% 18% 8% 22% 11% 0% 0% 5% 100%
Total 2018+ 72,593 45,029 23,005 68,732 18,275 228 578 11,279 239,720
30% 19% 10% 29% 8% 0% 0% 5% 100%

Sources: MF, BZ WBK
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Holders of marketable PLN bonds

- Nominal value (PLN, bn) Nominal value (PLN, bn) % change in June Share in

End End End EndDec | End3Q | End2Q | End 1Q TOTAL (%) in
May13 | Apr13 | 2012 2012 2012 | 2012 | MOM [3-mth] Yo¥ June

Domestic investors 369,4 358,9 346,9 337,5 3418 352,9 361,4 2,93 3,27 4,68 64.7 (1.3pp)
Commercial banks 113,9 105,8 99,5 87,8 102,0 102,1 110,9 7,64 945 11,53 19.9 (1.2pp)
Insurance companies 53,1 52,0 51,5 52,8 54,7 57,0 54,3 2,08 330 -6,84 9.3(0.1pp)
Pension funds 17,7 116,7 1151 1174 116,7 120,3 120,7 0,78 409 -2,20 20.6
Mutual funds 46,5 457 43,9 41,7 32,5 33,0 31,3 1,66 10,48 40,97 8.1(0.1pp)
Others 38,3 38,6 37,0 37,8 35,9 40,5 44,3 -0,8 27 136 6.7 (-0.1pp)
Foreign investors* 201,8 207,0 207,1 189,9 184,2 174,0 163,2 -2,54 -1,70 1599  35.3(-1.3pp)
Banks 32,3 314 38,4 284 27,8 22,6 24,3 315  -1326 43,23 5.7 (0.1pp)
Non-bank fin. sector 160,1 166,2 159,9 153,1 147,5 143,1 131,7 -3,67 068 1191  28.0(-1.3pp)
Non-financial sector 53 5,6 5,2 5,2 5,6 5,2 44 -6,54 252 0,76 0.9 (-0.1pp)
TOTAL 571,2 566,0 554,0 5274 526,0 526,9 5247 0,93 6,20 841 100

*Total for Foreign investors does not match sum of values presented for sub-categories due to omission of irrelevant group of investors.

Sources: MF, BZ WBK
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4. Euro zone honds: supply recap

Euro zone’s issuance plans and completion in 2013 (€ bn)

Austria 159 222 22.2 57.0
Belgium 30.3 8.8 40.0 37.0 03
Finland 6.8 5.6 12.4 12.4 0
France 1055 61.6 1711 170.0 o
Germany 157.0 17.1 174.1 174.1 0
Greece 9.7 11.6 213 0.0 )
reland 5.1 125 17.6 10.0 -3
italy 154.7 255 180.2 180.2 o
Netherlands 315 15.2 46.7 50.0 .
Portugal 5.9 7.4 13.3 3.0 o
Spain 61.9 48.4 133.3 113.4 0
Total 584.3 220.0 832.2 7723 .

*/ YD (year calendar) data for 2013

Sources: Eurostat, BZ WBK

27 [ w==x | Bank Zachodni WBK




Rates and FX Outlook — August 2013

Main macroeconomic indicators (European Commission’s forecasts)

GDP Inflation C/A balance Fiscal Balance Public Debt
(%) (HICP, %) (% of GDP) (% of GDP) (% of GDP)

I 3 P30 P S I T R T N

Poland -2.5 -2.4 -3.9 -4.1 57.5 58.9
Czech Republic -0.4 1.6 1.9 1.2 -2.4 -2.5 -2.9 -3.0 48.3 50.1
Hungary 0.2 1.4 2.6 3.1 2.5 2.6 -3.0 =83 79.7 78.9
EU -0.1 1.4 1.8 1.7 1.6 1.9 -3.4 -3.2 89.8 90.6
Euro area -0.6 -0.3 1.6 15 2.5 2.7 -2.9 -2.8 95.5 96.0
Germany 0.4 1.8 1.8 1.6 6.3 6.1 -0.2 0.0 81.1 78.6

Main market indicators (%)

_ Reference rate (%) 3M market rate (%) 10Y yields (%) 10Y Spread vs Bund (bp) CDS 5Y

_ 2012 2013 2012 end of Jul 2012 end of Jul 2012 end of Jul 2012 end of Jul

Poland 4.25 2.50 4.11 2.70 3.72 4.06

Czech Republic 0.05 0.05 0.18 0.14 1.86 2.24 54 54 63 65
Hungary 5.75 3.50 5.75 3.95 6.23 6.53 492 484 269 316
Euro area 0.75 0.50 0.19 0.23

Germany 1.32 1.69 39 27

Sources: EC — Spring 2013, stat offices, central banks, Reuters, BZ WBK
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Sovereign ratings
S&P Moody‘s Fitch 500 -

5Y CDS rates vs credit ranking according to S&P

Portugal
outlook = rating outlook rating outlook 450 -
Poland A- stable A2 stable A- positive 400 -
Czech AA- stable Al stable A+ stable 350 -
Hungary| BB stable Bal negative|] BB+ negative 300 - Italy Spain OHungary
Germany] AAA stable Aaa  negative| AAA stable 250 -
France | AA+ negative|] Aal negative| AA+  negative 200 -
UK AAA  negative|] Aal negative| AA+ stable 150 - France
Czech
Greece B- stable C === B- stable 100 Germ o
Ireland | BBB+ negative| Bal negative| BBB+  stable 50 - (‘@ O Polanrde an
Italy BBB negative| Baa2 negative| BBB+ negative o>
Portugal BB negative Ba3 negative BB+ negative AAA AA+ AA AA- A+ A A- BBB+BBBBBB- BB+ BB BB- B+
Spain BBB- negative] Baa3 negative] BBB negative Note: Size of bubbles reflects the debt/GDP ratio
180 Fiscal position of the EU countries 40 Inflation rates vs targets (%)
160 Grﬁce 35
o 140 3.0 +— —
8 120 R laly 25 1| —
9% 100 \' 2.0 +— I . — I
5 8 S ° [ bt
8 60 1.5
O] Poland
O 40 10
05
20 o Tolerance range —Target @ Latest figure
0 00 o Q ' > ' © <
-12 -9 -6 S ) 8 % 9
GG Balance (% of GDP) ° K2 = o
[G ] =) =
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Source: rating agencies, Reuters, BZ WBK, EC
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PMI manufacturing Current account balance & International Investment
65 3 Position (end of Q1 2013 - cumulative data, % of GDP) 60
2
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Source: Markit, Eurostat, central banks, Reuters, BZ WBK, EC
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5x5 forward (spread vs EUR, bps)
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6. Gentral hank watch
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The ECB kept its monetary policy on hold in August and did not
make any significant changes in its stance. However, the risk in
official rates remains biased to further easing (if needed). Next
month meeting should be more interesting as the ECB will be
update macro projections and more macro data will be released.
The BoE left its monetary policy unchanged in August. The forward
guidance will be presented in a new Inflation Report. The BoE is
expected to keep policy on hold as long as necessary.

As expected, Fed kept on hold both official rates on and the pace of
QE purchases at $85bn per month. However, FOMC statement
introduced some changes in wording. There is still risk that the start
of any tapering will be announced in September.

In July, after cutting rates by 25bp the MPC declared the end of
easing cycle. We think that only weaker than predicted macro data
will allow the Council to return to further monetary easing. We think
that economic situation will continue to improve, supporting our
stance of stable rates till the end of 2013.

The CNB is still flirting with the idea of FX interventions. In August
the Council officially voted on such a move, but the proposal did not
gain enough support. We believe that weak 2Q GDP growth might

encourage the CNB to intervene.
The Hungarian central bank indicated that July’s cut (by 25bp) was

not the last one and they would like to bring rates to as low as 3.0-
3.5%. Therefore, we revised our interest rate outlook downward to
3.5%, from 4.0%. One should notice that now cuts could continue
at a slower pace than earlier: by 10bp (or lower).
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Disclaimer

This publication has been prepared by Bank Zachodni WBK S.A. for information purposes only. It is not an offer or solicitation for the purchase or sale of any financial instrument. Information presented in the
publication is not an investment advice. All reasonable care has been taken to ensure that the information contained herein is not untrue or misleading. But no representation is made as to its accuracy or
completeness. No reliance should be placed on it and no liability is accepted for any loss arising from reliance on it. Forecasts or data related to the past do not guarantee future prices of financial instruments or
financial results. Bank Zachodni WBK S.A.. its affiliates and any of its or their officers may be interested in any transactions. securities or commodities referred to herein. Bank Zachodni WBK S.A. or its affiliates may
perform services for or solicit business from any company referred to herein. This publication is not intended for the use of private investors. Clients should contact analysts at and execute transactions through a
Bank Zachodni WBK S.A. entity in their home jurisdiction unless governing law permits otherwise. Copyright and database rights protection exists in this publication.

Additional information is available on request. Please contact Bank Zachodni WBK S.A. Rates Area, Economic Analysis Department, ul. Marszatkowska 142, 00-061 Warsaw, Poland, phone +48 22 586 83 63,
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