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Eyeopener - FinMin’s CPI forecast today
1 July 2008

B Zloty stronger after stabilisation of moods on glob al
financial markets

B |ocal bonds weaker ahead of FinMin’s inflation fore  cast
and due to higher Bund yields

B Today, apart from FinMin's forecast, new data abroa  d will
be important (PMI and ISM in manufacturing)

The zloty strengthened against the euro (after temporary drop
below 3.35, at the end of the day EURPLN reached 3.351) and
USDPLN was under influence of EURUSD movements in the
international markets. At the end of domestic session USDPLN was
at 2.1265, although during the day it fell to 2.12, reaching the lowest
level since 1993. The Polish currency was supported by some
stabilisation of moods in the global stock markets. However, the
pace of the zloty appreciation has been loosing momentum recently
and it seems that test of the all time low in EURPLN (3.3407 in June
2001) is unlikely to be successful this week, although much will
depend on today’s publication of the FinMin's inflation forecast for
June (due at 08:00 GMT). According to survey by Parkiet daily, the
median of market forecasts for the June CPI inflation is 4.5%YoY.
Our forecast stands at 4.6%YoY. Later in the week the key factor
for the zloty will be the ECB announcement.

Balance of payments data for Q1 released yesterday by the NBP
had no impact on the zloty. The numbers showed slightly higher
current account deficit than seen earlier in monthly figures for the
same period. 12-month cumulated C/A gap is at 4.1% of GDP.
Exports and imports were slightly revised down, but their annual
growth rates remained at high level of 21.3%YoY and 21.1%YoY,
respectively.

Activity in the domestic debt market was limited yesterday ahead of
today's publication of the FinMin's inflation forecast. The market
expects rather high number, as bond yields increased by a few
basis points across the curve. Situation in the core debt markets
had mixed, but overall rather negative impact on the Polish market.
In the first part of the day there was significant rise in Bunds yields
due to release of higher than expected data on HICP inflation for
June. Treasuries weakened after publication of the higher than
predicted Chicago PMI. However, towards the end of the domestic
session there was a rebound in the core debt markets amid
increase in risk aversion, among other due to rise in crude oil prices
to fresh high of ca. $144 per barrel. At the end of the Polish session
yields of 10Y Treasuries and Bunds reached 3.96% and 4.62%
against 3.95% and 4.52%, respectively.

The debt market was little influenced by yesterday’s information
from the FinMin about supply of treasury papers in Q3. The ministry
said that offer at tomorrow’s auction of 2Y bonds OK0710 will be
PLN1bn and on July 9 at auction of 10Y bonds DS1017 it will be
PLNO.5-1.5bn. The ministry also said that depending on the market

situation a switch tender may be held on July 23. The ministry
would repurchase OK0808 bonds. Structure of the supply of bonds
sold in exchange for OK0808 would depend on market situation and
would reach up to PLN2.5bn. The ministry said that there will be
higher frequency of treasury bills in Q3. In July, there will be 4
tenders of 13-week papers worth up to PLN2bn, 2 tenders of 26-
week bills worth up to PLN2bn and 2 tenders of 52-week papers
worth up to PLN3bn. However, the ministry stipulated that exact
number and supply of bonds will depend on borrowing needs of the
budget, results of bond auctions and external financing. The
ministry did not exclude issue of bonds in the foreign markets,
depending on situation in the global markets and conditions of
financing in the Polish market. All in all, it seems that the ministry
decided to offer more short-term papers than bonds, as situation in
the markets is not supportive for the longer dated papers.

HICP inflation in the euro zone accelerated in June to 4% from
3.7% in May, while the market predicted a rise in inflation to 3.9%.
Chicago PMI activity index unexpectedly rose to 49.6 in June from
49.1 in the previous month. The market expected a drop to 48.

As regards events abroad planned for today, at 8:00 GMT the PMI
manufacturing index in the euro zone for June will be released
(market consensus 49.1 after 50.6 in May); at 9:00 GMT the euro
zone's unemployment data for May will be published (consensus
7.1%, unchanged since April), and at 14:00 GMT we will see the US
ISM manufacturing index (market consensus 48.6 versus 49.6 in
May).

Yesterday the Parkiet daily released the ranking of accuracy of
macroeconomic forecasts for Q2. We are pleased to announce that
we were ranked at 2nd place in this competition versus 6th position
in Q1. In two categories (prices and current account balance) our
forecasts were the most accurate among all in Q2. In rank of
accuracy in the entire first half of the year, we took 2nd place
among 18 financial institutions taking part in the competition.

In today’'s Parkiet daily, the NBP governor Stawomir Skrzypek
argued that a rise in inflation in Poland results mostly from external
factors, and not from MPC’'s delayed action, as suggested by
finance minister Rostowski. In Skrzypek’s view if the Council would
tighten monetary policy sooner and stronger, there would be a risk
of stagflation scenario in Poland. At the same time, Skrzypek
mentioned a risk of second round effects that may lift inflation and
admitted the central bank is determined to bring inflation back to the
target in the medium run. The NBP governor ruled out the
possibility of changing the inflation target. He also repeated appeal
to tighten cooperation with the government in preparations to the
euro zone accession.
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