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Weekly economic update
26 November — 2 December 2007

Last week brought moderate depreciation of the zlot  y and clear weakening in the fixed income market. The domestic
currency has been negatively affected by higher ris k aversion in the global markets, but at the samet ime it has been

supported by expectations for further rate hikes by the MPC. The latter is very negative for the local fixed income
market and it is not offset by falling yields in th e core debt markets. Lower-than-expected PPl datab  rought about only a
temporary rebound. Other data published this week, the same as exposé of the new Prime Minister, had no impact on

the market, as they have not changed assessment of the economic situation, medium- term inflation prospects and
expected scenario of monetary policy.

While there are growing expectations for more aggre  ssive actions of the MPC (rate hike of 50bps in Nov  ember or more
frequent hikes of 25bps, higher maximum level of in  terest rates in the tightening cycle), we think that the Council will
consistently continue the measured pace of rate hik es. We predict that after 25bps move in November the MPC will
deliver two next hikes of 25bps in January and Marc  h. An outcome of the MPC meeting in November  will be the key
factor for the Polish financial market this week, b ut quarterly data on labour market and GDP will als o be important.

Economic calendar

s COUNTRY  INDICATOR PERIOD FORECAST VALUE
MARKET BZWBK
MONDAY (26 November)
09:00 PL Retail sales Oct %YoY 16.3 16.7 14.2
09:00 PL Registered unemployment rate Oct % 11.3 11 3 11.6
TUESDAY (27 November)
09:00 GER Ifo index Nov pts 109.1 - 109.6
15:00 us Consumer confidence Nov pts 91.6 - 95.6
WEDNESDAY (28 November)

- PL MPC meeting — decision - % 5.0 5.0 4.75
09:00 EMU Money supply M3 Oct %YoY 115 - 11.3
13:30 us Durable goods orders Oct % 0.0 - -1.7
15:00 us Existing home sales Oct m 5.0 - 5.04

THURSDAY (29 November)
10:00 PL Switch auction
13:30 us Preliminary GDP Q3 % 4.8 - 3.9
13:30 uUsS Core PCE Q3 % 1.8 - 1.8
13:30 uUsS GDP deflator Q3 % 0.8 - 0.7
15:00 us New home sales Oct m 0.75 - 0.77

FRIDAY (30 November)

09:00 PL GDP Q3 %YoY 5.8 5.8 6.4
09:00 PL Private consumption Q3 %YoY 5.5 5.5 5.1
09:00 PL Fixed investment Q3 %YoY 18.2 16.0 20.8
10:00 EMU Economic sentiment Nov pts 105.0 - 105.9
10:00 EMU Flash HICP Nov %YoY 2.7 - 2.6
10:00 EMU Preliminary GDP Q3 %YoY 2.6 - 2.5
13:30 us Core PCE Oct %MoM 0.2 - 0.2
14:45 us Chicago PMI Nov pts 50.3 - 49.7

Source: BZ WBK, Parkiet, Reuters
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What’s hot this week - MPC meeting and GDP data
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= This week the key event in the Polish financial market will
be the MPC meeting. Rate hike of 25bps seems sure.
However, there is uncertainty in the market whether the MPC
will not deliver 50bps hike and if not whether the Council will
not suggest higher frequency of hikes.

= Before announcement of the MPC decision we will get not
only retail sales and unemployment figures for October,
which should confirm that firming labour market conditions
translate into solid rise in consumption demand, but also data
on employment in the whole economy in Q3. The latter will
enable, together with GDP figures and earlier released data
on wages in the whole economy in Q3, to estimate growth in
unit labour costs.

= Data on GPD for Q3 will be revealed after the MPC
meeting and they will influence expectations regarding further
moves of the central bank.

Economy last week - Moderate output growth, moderate price increase

Output in construction and industry (%YoY)
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= |ndustrial output in October grew over 10%YoY, stronger
than expected. Seasoanlly adjusted growth reached
8.6%YoY, which was the similar level as on average in two
previous quarters of the year. Breakdown of the output
growth suggest that export sector still perform quite well,
despite the zloty appreciation this year.

= Good condition of exporters was confirmed by data on
financial results of enterprises after Q3, although one should
note faster rise in costs than in revenues and slower pace of
profit increase.

= The negative surprise was weaker than expected rise in
construction output, slightly higher than 4%YoY. However, in
our opinion this does not mean a major slowdown in
investment activity, yet is related to high base effect and a
phase of investment cycle, which is suggested by breakdown
of construction output growth.
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PPI and selected core inflation measures
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Netinflaon —— 15% trimmed mean Excluding controlled prices PPI

= Data on PPI inflation proved lower than expected. PPI
inflation reached 2.2%YoY against market consensus of
2.5%YoY. What is important, for the first time this year there
was monthly drop in producer prices (of 0.2%). This suggests
that enterprises do not pass through higher costs into prices
of produced goods.

= Although one should expect that due to low base effect the
PPI inflation will accelerate in the next months, its scale will
be smaller than it was earlier predicted. We forecast that PPI
inflation will reach 3.4%YoY in December.

= Net inflation in October proved in line with our estimates
and reached 1.4%YoY. The remaining measures of core
inflation are higher than net inflation, but one should
remember that they are to some extent affected by surging
food prices and do not reflect intensification of the
underlying inflationary pressures.

Quote of the week - The situation requires decisive actions

Dariusz Filar, MPC member, PAP, 21 Nov

We are not any more in the period when we could have made pre-
emptive hikes of 25bps every two months. Now the situation is
completely different and requires decisive actions in short time.
(...) Considering whether we need hikes of 50bps each should be
connected with considering whether there will be hike in
December.(...) The MPC should act in the near time, as inflation
expectations may strengthen and this could couple with increase in
wages which traditionally take place in Q1. (...) As for now, | have
not changed my view on the maximum level of interest rates we
should aim at, but | am convinced we should reach it faster.

Comments from one of the hawks indicate that some MPC members
would like more decisive rate hikes, although Filar said that
maximum level in the tightening cycle had not changed in his
opinion. He just only believes that rate hikes should be delivered
faster either through their higher frequency or by larger size of a
single hike. Given that other MPC members have different opinion
than Filar on relative risks to economic growth and inflation (they put
more relatively more emphasis on risks to growth than inflation), we
think that in the next months the Council will continue rate hikes at
measured pace, i.e. after 25bps rate hike in November we should
see the next two moves of the same size in January and March.
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Zloty exchange rate
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Zloty slightly weaker

* In line with our expectations, changes of the zloty
exchange rate last week were limited, among others due to
limited activity in the global markets. On Monday the zloty
weakened on the wave of rising risk aversion in the global
markets and though it temporarily recovered on Tuesday,
close to 3.67, later on the EURPLN rate remained close to
3.69, and temporarily it was getting close to 3.70. The
range of 3.70-3.74 seems to be strong resistance for the
EURPLN rate.

= This week the zloty rate will be under influence of the
MPC meeting and the level of the risk appetite in the global
markets. In our view the overall effect of the two factors
should be slightly negative for the zloty. Thus, we move
expected range of the EURPLN rate up to 3.64-3.74 and
maintain range for the USDPLN rate at 2.45-2.55.

Domestic yield curve clearly up

= Last week, similar as the previous one, brought a clear
weakening in the local debt market. The yield curve went
up by more than 10bps. Lower than expected PPI data was
positive news for the debt market (one of few recently), but
they allowed only for a temporary strengthening in the fixed
income market. There were other factors which worked in
the opposite way, among others comments of MPC's Filar,
which fueled expectations for further rate hikes.

= This week an outcome of the MPC meeting and as well
GDP data will be key factors for the fixed income market. If
the Council raises rates by 25 bp, and the tone of the
Council communiqué is not clearly hawkish and GDP data
shows some slowdown in economic growth, there should
be some recovery in the local fixed income market.

Dollar reaches new lows

= The last week brought further dollar weakening. On
Friday morning, amid low liquidity, the EURUSD rate
reached historical maximum at 1.495. In the later part of
the Friday session the dollar managed to recover, though
at the end of the day it was weaker by 1.5% vs. the
previous week, reaching 1.48. The dollar’s depreciation is a
result of mounting expectations of interest rate cuts in the
US, despite the recent comments of Fed officials. The
greenback was hurt among others by the release of the
downwardly revised Fed’s forecasts of the US GDP in 2008
and new information on the problems of the financial
institutions with regard to the crisis in the credit market.

» This week the EURUSD rate is going to be under
influence of the release of many important data, which may
show the direction of further moves of the dollar. After the
end of the long weekend in the US the market activity
should revive.

Significant fall in yields on the core debt markets

= Persistence of higher risk aversion and concerns about a
slowdown of the US economy and the weakening of the
euro zone’s economy supported bond prices in the core
debt markets. At the end of the week yields of 10Y
Treasuries and Bunds reached 4.03% and 4.04%,
respectively, against 4.15% and 4.10% in the previous
week. During the week yields of Treasuries fell below 4%
for the first time since mid-2005 and below Bunds yields for
the first time since April 2004.

= This week, the core debt markets will be under influence
of many data releases in the US and the euro zone. It is not
very likely so that the new data significantly weakened
expectations of further rate cuts by Fed. Therefore, bonds
yields will remain close to a few years lows.
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This publication has been prepared by Bank Zachodni WBK S.A. (a member of AIB Group) for information purposes only. It is not an offer or solicitation for the purchase or sale of
any financial instrument. 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. 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 or an AIB Group 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. Treasury Division, Economic Analysis Unit, ul. Marszatkowska 142, 00-061 Warsaw,
Poland, phone (+48 22) 586 83 63, email ekonomia@bzwbk.pl, http://www.bzwbk.pl
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