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Eyeopener - MPC meeting starts today
18 December 2007

B The zloty weakened against majors amid increase
risk aversion in the global markets; local bonds hu rt
by stronger than expected labour market data

B Today the MPC starts its two-day meeting

m The key focus of attention in the international
markets today will be the US house starts data

At Monday’s session the zloty slightly weakened amid increased risk
aversion in the global markets. Other emerging market currencies
depreciated as well. At the same time low-yielding currencies
appreciated and stock indices fell in Europe and in the United States.
After initial rise the EURPLN rate stabilised slightly below 3.624.
Then, after stronger than expected data from the labour market, there
was a slight recovery to 3.617. At the close of the session the zloty
again reached 3.624 against the euro. The similar situation was in
case of the USDPLN rate. The zloty initially weakened against the
dollar to 2.529 and at the end of the domestic session the USDPLN
rate reached 2.522. Today in the morning, after stabilisation of moods
during the Asian session, the zloty was traded at similar levels as at
close of yesterday’s session.

In the fixed income market bond prices were falling in the first part of
the session ahead of the release of the labour market data. The CSO
data on wages in the corporate sector were stronger than expected
and this led to further weakening in the fixed income market. After the
data release FRA rates rose by 3bps, and bond yields increased by
2bps. Over the whole day, bonds yields rose by 6-8bps against the
Friday close.

Average wage in the corporate sector in November grew by 12%YoY
against market consensus of 11.2%YoY and our forecast of
10.1%YoY. The employment growth stayed at record high level of
5%YoY, which was in line with market expectations. The data were
covered in detail in our yesterday Instant comment. In our view the
data has not significantly changed the assessment of the economic
situation in Poland and has not affected our expectations regarding
monetary policy actions. We still expect that the next rate hike will
take place in January.

At yesterday's tender the Ministry of Finance sold 6-week T-Bills
worth PLN5.16bn, 13-week T-Bills worth PLN1.34bn and 39-week
T-Bills worth 0.59bn against the offer of PLN4.5bn, PLN3.0bn and
PLN2.0bn, respectively. The average yields reached 5.427%, 5.461%
and 5.882%, respectively.

Yesterday, the deputy finance minister Katarzyna Zajdel-Kurowska
said that the update of the convergence program will be sent to
Brussels in February at the earliest, after signing the 2008 budget bill
by the President. She added that the value of foreign currency debt

issues in 2008 will amount to €3.0-3.5bn and the first issue will
probably take place in Q1 2008 and it will be euro-denominated
bonds.

Yesterday the Polish energy market watchdog informed that due to
procedural issues it rejected the new gas tariffs, which implies that
there will be no rise in gas prices since January. It implies that
inflation rate in January will be slightly lower than could have been
expected earlier; however, it does not change medium-term inflation
forecasts at all.

On international financial markets the dollar kept strengthening
against the euro yesterday. The EURUSD fell to ca. 1.43, among
others after weaker than predicted data from the euro zone.
According to tentative estimates, PMI manufacturing index declined in
December to 53.3, the lowest level for 28 months, from 54.1 in
November. Services PMI fell to the lowest level since June 2005, i.e.
to 53.2 from 54.1 in November. Before the midday there was some
rebound in the euro rate to 1.44. However, better than expected data
about capital inflow to the USA stopped the dollar's decline. In
October, the US received ca. $114bn inflow against $15.4bn after
revision in September, which was more than enough to cover trade
deficit. Today in the morning the EURUSD was below 1.44.

Core bond markets were fluctuating yesterday, but in quite narrow
range. After slight strengthening at the opening there was a rebound.
Then, after the release of lower than predicted New York Empire
State index there was a strengthening. The index reached 10.31 in
December, against expected 21 and 27.37 in the previous month, and
the sub-index of new orders was particularly low. In effect, at the end
of European session the yields of 10Y Treasuries and Bunds were
close to opening levels and reached 4.21% and 4.32%
correspondingly. After the close of local session, there was a
strengthening on core debt markets, among others after the release
of NAHB index that remained in December at record-low level of 19.0.
Today in the morning, yields of 10Y Treasuries and Bunds were at
4.14% and 4.29%.

The release of the US data from the housing market is going to be the
main event of the day in the international market. At 13:30 GMT we
will know the November data on the housing starts in the United
States. The market consensus points to further from by PLN1.18m in
November from 1.23m in October. The domestic market participants
will await the Wednesday decision and the communiqué of the MPC
after the meeting, which starts today. Yesterday the NBP informed
that the start of the conference was scheduled for one hour earlier
than usually, i.e. at 14:00 GMT (15:00 CET).
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Eyeopener - daily update

F/X rates (today’'s opening)

Zloty exchange rate (fixing)
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