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Zloty strengthened further 7 November 2006

Yesterday the Polish market saw further strengthening with EURPLN rate temporarily falling below 3.82 and
the USDPLN below 3.0. This was connected with capital inflow into emerging markets after U.S. non-farm
payrolls data on Friday, which increased global risk appetite. The Czech crown broke the psychological barrier
of 28 against euro after strong balance of payments data and the Slovak crown also appreciated to record
strong levels. Polish bonds also strengthened by a few basis points.
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What's hot today

European Commission presented economic forecasts

Yesterday, the European Commission revealed its economic forecasts. The
euro zone's economy is expected to grow at 2.6, 2.1 and 2.2% respectively in
2006, 2007 and 2008. As regards Poland, the Commission expects to see
economic expansion faster than previously predicted, with the country’s GDP
growing by 5.2% this year and 4.7 in 2007. In 2008, for which the forecast
was made for the first time, Poland is expected to grow 4.8%. The forecasts
are roughly in line with our estimations, though we expect slightly higher
economic growth in 2007 and slightly lower in 2008.

Poland's budget deficit is forecast to fall to 1.8% of GDP in 2008 from 2.2%
this year. But under EU rules, the Polish government will no longer be
allowed to exclude the cost of pension reforms from the country’s budget
deficit from April next year, adding about 2.0 percentage points to the gap.
EU Economic and Monetary Affairs Commissioner Joaquin Almunia said that
if one excluded the pension system, the “real budget deficit” in Poland would
be 4.2% in 2006, 4.0% next year and 3.9% in 2008. The forecasts concerning
fiscal gap are less optimistic than predictions presented recently by the
Ministry of Finance (general government deficit at 3.5% of GDP in 2007), but
in comparison with some other countries of the region, especially Hungary
(fiscal gap predicted to top 10% of GDP this year), Poland goes quite well.

Bottom line: Forecasts of the European Commission are broadly in line with
market expectations, pointing to fast economic expansion in the nearest
years with only slight, not sufficient in our opinion, narrowing of fiscal
imbalance.

Market monitor

Zloty appreciated on Monday with regards to the improved sentiment toward
the region. The recent appreciation of emerging market currencies was
fuelled by positive data from the U.S. labour market released on Friday. This
led to gain of Slovak and Czech crowns gains to the record strong levels
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Eyeopener - daily update

against the single currency. This also helped the Polish currency, which
strengthened versus the euro to 3.827, breaking during the day 3.82. The
USDPLN rate declined from 3.021 to below 3.0. Fixed income market was
also influenced by better moods in the region and strengthened, while bonds
yields dipped by a few basis points. The Ministry of Finance placed PLN800m
of 52-week Treasury bills at average yield of 4.328% and demand of
PLN1.98bn.

The dollar was relatively stable and quite firm on Monday ahead of US mid-
term elections scheduled for today and at the closing of the Polish session
was near the morning level at 1.271. However, dollar weakened overnight to
some 1.276. At the end of the Polish session 10Y yields of core bonds were
at 4.73% and 3.79% and they are ca. 2 bp lower today in the morning.
Yesterday’s weakening of the euro zone bonds was slightly limited with
regards to the lower than expected PMI figure.

Bottom line: Zloty strengthened on improved sentiment toward the region
among others in further reaction to last week’s US “soft landing” data.
Bonds continued to gain as well.

International update

In the euro zone the growth in the services sector eased to the weakest level
for 11 months as the PMI index declined to 56.5 from 56.7, below the
forecasted 57.0.

TIME LAST
GMT REGION INDICATOR PERIOD UNIT MARKET VALUE
10:00 EMU Retail sales Sep % YoY 1.9 24

Source: Reuters
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The zloty trading

ranges (06.11.2006
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Zloty exchange rate
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