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Slowly ahead

B The data for Q4 published by CSO indicate bad financial standing of
businesses. |t was the first time the business enterprises had recorded loss
before tax. At the same time a strong decrease in the level of ready-made stock
indicates that economy has been bouncing back. This process is supported by the
old pensioners’ income and the households penchant for keeping up with the existing
life status at the expense of decreasing financial reserves. The biggest threat to the
forthcoming recovery is represented by a difficult situation on the labour market and

continued redundancies after the financially dramatic Q4.

H There has been a lot of talk of the incoming recovery and there indeed
are more and more signals that it is just around the corner. The recent US
indicators result in the monthly adjustments to the projected GDP annual growth. The
PMI factor for the EU sets the projection that manufacturers’ sector has been back
on the development path after a few months of decreases. In Poland, the February
budget VAT and CIT income indicate the better financial standing of the businesses
and a growth in domestic demand. This information has been confirmed by a strong
growth in the February retail sales up by ca. 8% YoY as well as by an unexpected
growth in industrial output. The businesses’ expectations are increasingly optimistic,
while the consumers’ optimism dived substantially in March as a result of the
Government’s decisions in respect of the list of the State subsidised medicines and
work possibilities for old pensioners.

H There were no interest rate cuts in March and in our opinion there will
not by any in April either. All information published abroad after the recent MPC
meeting indicated the stronger economic recovery and growing risk of the inflation
rate increase related to the pricing of electricity. Of course, the scale of this risk
migration over to Poland depends on PLN FX rate. If it remains strong then the impact
may be limited. However, the comments of the MPC members include some related
to weakening PLN and concerns in respect of the next years inflation target set under
4% as at December 2003. Of course, the data related to the domestic market will be
crucial. As the inflation rate scenario for H1 has been well-defined, with the inflation
rate going below 3% for the short period of time in Q2, the crucial information will be
related to money aggregates (including household deposits) and the labour market.
A continued decrease in the deposits growth dynamics may reassure the MPC
members in their reluctant approach towards cutting interest rates. On the other
hand the acceleration in the job destruction dynamics down from the February 5%
YoY, may induce the MPC to cut the interest rates slightly. Our projections indicate
low deposits and some improvement on the labour market, hence we believe that
the rates will be left unchanged.

NBP deposit rat......................... 6.50 WIBOR3M ...oooovvoerver 10,34 PLN/USD
NBP intervention rate................ 10.00 Yield on 52-week T-bills................. 9,65 PLN/EUR
NBP lombard rate ..................... 13.50 Yield on 5-year T-bonds................ 915 EUR/USD .....oovvvevicne 0,8713

on 29 March 2002
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Can you see it coming?

Vanishing working households’ incomes...

...while pension bill rises very fast...

Corporates were bleeding in 4Q2001...

|

|

H ...and households consume their savings

|

W ...but inventories point to upcoming recovery
|

Short-term debt decrease or its classification
changed

m Too early to speak about investment rebound. ..

W ...but there is something in the oven

Vanishing working households’ incomes

Central Statistical Office has just released full data for
4001 so it is high time to look at some quarterly figures.
This research note is divided into two parts. First we look
at employment, wages and pensions then we turn into the
corporate sector. We strongly encourage you to go through
these few pages, as there are some truly Eyeopening
observations.

Usual short-term analysis of labour market and wages is
limited to the corporate sector due to data availability on a
monthly basis. Figure 1 presents a broader picture. Average
employment data includes all sectors although it excludes
interior affairs and defence sectors (pssst, burn this note
before reading). CSO has not released the employment
estimate of 4001 so it is out own but all other figures in
this note are based on CSO or NBP data. Employment data
does reveal that the number of available jobs (excluding
grey economy) has been reduced by 700,000 in the last four
years, right ahead of baby boomers generation entering the
labour market. Next columns show average wage in the
economy in particular quarters (pre 1999 data has been
grossed up) and the wage bill, which was computed as
average employment times average wage times three.
Wage bill changes could represent household disposable
income changes if we assume unchanged taxes. Annual
growth of the wage bill has decelerated to 1% in 4001 and
was well below annual inflation in 4001, which implies
real decline of the wage bill. It was a result of fast job
destruction and a deceleration of the wage growth.

Senior citizens go shoppin’

Completely different trends have been observed in
the pension bill. Indexation in June 2001 led to rapid
acceleration of the pension bill to above 13%YoY.
Interestingly, in 4Q98 pension bill was equal to 48.4% of
wage bill, in 4Q01 this ratio rose to 52.7%. It somehow
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contradicts the public perception that pensioners are the
poorest social group. In relative terms they have been
doing very well in the last four years, and particularly well
in 2HO1. Of course pension bill underestimates the total
income of this social group, as we would need to include
transfers (for lack of pension indexation in 1991-1992, and
from Nazi-slave fund) as well and extra incomes earned by
those who collect pension and work at the same time.

Employment, wage bill and pension bil

Qrters |eme  Averade  Wagebil  Wage il Pension bil Pension bl
m PIN _ PINm %Yoy  PINm %Yoy
19981 | s64 1483 38103 18448
19981 | 8575 1502 38631 19290
1998l | 8538 1536 39347 19591
19981V | 8446 1654 41914 20274
19991 | 8387 1509 40220 56 20439 108
199901 | 8357 1659 41605 17 my 95
199901 | 8289 1714 42622 83 22393 143
19991V | 8335 185 46417 107 22499 110
20001 | 8139 1869 45627 134 22590 105
20000 | 8106 1870 45469 93 22924 8.5
200001 | 8083 1906 46213 84 23567 5.2
2000V | 8152 2052 50177 81 235 49
20011 | 789 2044 48408 61 24019 63
20000 | 7852 2007 47275 40 24655 76
200111 | 7791 2047 47851 35 26678 132
2001V | 7850 2153 50703 10 26734 133
* BZ WBK estimate Source: €SO, BZ WBK

The annual growth rate of both bills (wage and pension)
together has been shown in the second column in figure 2.
After a very strong 1999 this combined wage bill has been
lagging behind CPIin 2001 and this continued until 2Q01.
However in 3Q and 4Q 2001 annual growth of combined
wage and pension bill was above annual inflation. Well
these conclusions may require empirical verification. Piotr
tells me that he encountered impossible traffic jams near
shopping malls recently. You may try yourself on next visit
to a supermarket, just take a look whether there are more
elderly people shopping relative to their market share
which is roughly 1/3.



MACROscope

Wage and pension bill and private cons Fig. 2

Wage and  Wage and : : Ratio of

Quarters pentsoi?:l bil pentsoi:);wl bil cel conF;rLll\:ﬁ})%ion conzr&\g{)etion tt:]o;l:i\kl)gllg
consumption
PLN m %YoY %YoY PLN m %YoY %

1998 | 56550 85.245 66.3
1998 I 57921 85.561 67.7
1998 Il 58938 88.980 66.2
1998 IV 62188 87.151 7.4
1999 | 60660 73 6.2 94.868 1.3 63.9
1999 I 62732 8.3 6.4 97.427 13.9 64.4
1999 Il 65015 10.3 72 98.441 10.6 66.0
1999 IV 68916 10.8 9.2 99.738 14.4 69.1
2000 | 68216 125 10.3 109.533 15.5 62.3
2000 i 68393 9.0 10.0 109.992 12.9 62.2
2000 i 69779 73 10.8 110.184 1.9 63.3
2000 IV 73770 7.0 9.2 110.678 11.0 66.7
2001 | 72427 6.2 6.7 118.189 79 61.3
2001 1 71930 5.2 6.6 118.038 7.3 60.9
2001 1 74529 6.8 4.9 117.812 6.9 63.3
2001 IV 77437 5.0 3.7 118.716 7.3 65.2

Source: €SO, BZ WBK

If one wants to have a better clue about private
consumption trends it is not enough to analyze wage and

pension bill. Last column in figure 2 illustrates this point.

While it may be methodologically wrong we divided gross
wage and pension bill by private consumption as computed
by the CSO in GDP statistics. As expected this ratio is
largest in 4Q every year reflecting seasonal increase in
wages, but the ratio has been on steady decline in the
last four years from 71.4% in 1998 to 65.2% in 2001. It
shows that other sources of income explain larger and
larger proportion of the private consumption. Part of this
difference can be attributed to various social allowances
(which amount to near 20% of the pension hill) and which
have been rising amid higher jobless rate. But obviously
the difference could come from a fact that household net
wealth position changes. For example households could
decide to smooth their consumption, which would imply a
decline in their net financial wealth in order to maintain the
current level of living standard. Given very shallow capital
markets and lack of a mortgage market a good measure
of changes in the household net financial wealth would be
their net position vis-a-vis the banking sector. Obviously
households can raise consumption by borrowing more or
by saving less.

Figure 3 shows annual changes in household savings and

borrowing in the banking sector as well as net households’

position in the banking sector (includes both domestic and
foreign currency assets and liabilities).

April 2002

Household bank  Household bank  Household net CPI

Quarters savings EoQ credit E0Q  position vs. banks
%YoY %YoY %YoY %YoY
1999 | 27.4 358 258 6.2
1999 I 23.4 4.1 19.8 6.4
1999 il 20.8 476 15.2 7.2
1999 IV 15.2 53.0 7.0 9.2
2000 | 142 52.1 6.1 103
2000 11 185 79.4 39 10.0
2000 1 173 40.9 11.0 108
2000 IV 209 31.7 17.6 9.2
2001 | 20.1 25.7 18.4 6.7
2001 I 16.3 -1.3 23.6 6.6
2001 1 175 187 171 49
2001 IV 12.0 14.7 1.1 3.7
2002 luty 9.4 14.7 7.7 3.5

Source: CSO, NBR BZ WBK

In early 2000 household net assets have grown less than
inflation rate. They accelerated rapidly and topped 18%YoY
in mid 2001, comparing to around 6.5% inflation (2Q01
results are biased amid leveraged subscriptions of large
IPO in 2Q00, which inflated credit figures and reduced
net wealth data in 2000). Second half of 2001 brought
a rapid deterioration, and the trend even accelerated in
early 2002. Obviously one would have to make a correction
for ‘Belka tax effect’ which resulted in a shift from bank
savings to investment funds, but even then net household
assets would exhibit around 10%YoY growth. Yes, it is still
way above 3.5% inflation, but real growth of household
net assets has slowed from around 12% a year ago to
6% in early 2002. Because recent interest rate cuts and
introduction of ‘Belka tax on 1 March have not yet affected
household savings and borrowing patterns, we may expect
these trends to continue, while inflation is expected to
rebound in 2HO02.

Above evidence does suggest that households do smooth
consumption by reducing their net financial wealth in bad
times. And indeed MPC worries about low saving rate
appear justified.

Corporates are bleeding...

We now turn to the corporate sector. CSO on a basis
of F-01 forms reports basic cumulative quarterly figures.
However looking at cumulative data one looses a sense
of dynamics taking place. Therefore in what follows we
derived quarterly data from cumulative quarterly figures.
Again, we are aware that such computations may lead to
certain biases, because firms report on cumulative basis
and we do not know whether their cumulative year-to-date
sales where affected by revisions of earlier data or not.
Bearing this in mind we took a look at single quarters, and
we did not like the picture we saw, not at all.



MACROscope April 2002
Polish y and Fii i
Corporates’ revenues, costs and financ Fig. 4 m Fig. 5
; Inventories ; ;
1 : Inventories rag Inventories Inventories
Revenues PPI Revenues, Costs Wages %ﬁﬁigw ?éa\lllerr?usglt Quarters - materials . prg?ggrtégr; N _finished products - goods
Quarters real terms (net of coal mining) %Yoy %Yoy %Yoy %Yoy
%YoY %Yo  PLNm  %YoY  %YoY  gross net 2000 | 133 130 57 191
19991 73 4.1 32 9.4 7.8 1.2 -0.2 2000 1l 14.0 225 8.0 255
1999 1| 93 5.1 4.1 10.1 105 2.7 14 2000 i 136 204 16.6 15.6
199911 | 92 59 33 10.9 116 13 0.0 2000 IV 77 220 12.0 8.1
19991V | 13.2 75 5.8 135 122 15 03 2001 | 3.1 136 50 43
20001 | 17 79 92 15.8 16.9 2.1 0.8 2001 11 12 26 35 28
20001 | 19.8 8.1 1.7 20.2 127 17 08 2001 1 -4.4 24 03 23
2000111 | 16.7 8.6 82 149 11.2 25 13 2001 IV -1.7 1.0 0.7 2.7
20001V | 149 6.9 8.0 14.3 105 15 0.4 Source: €S0, BZ WBK
20011 7.1 42 29 8.1 9.4 1.2 0.1
200400222203 73 1405 Figure 5 is basically a continuation of cost reducing story.
2001101 | 3.0 08 23 4.1 74 14 03 . . ; .
Y I 0 3 a Py . Stock of materials fell 7.7%YoY in nominal terms in 4001,

Source: €S0, BZ WBK

First column in figure 4 above shows annual growth rate
of firms’ revenues. For the first time since the Big Bang
reform revenues went down in nominal terms and it
happened in 4001. However at the same time producer
prices have also been falling YoY, so in real terms revenues
went up 0.4%YoY. Actually in real terms the worst quarter
was recorded in 2001, when real revenues fell by more
than 2%YoY. The ‘hey days’ of 2000 have abruptly ended
last year. How about costs? Faced with below target
revenues firms focus on cost reduction. Costs have been
growing at 15-20%YoY rate in 2000 and between 0 and
4% for most of 2001. Moreover, costs’ YoY growth in 2001
was well below average wage growth, which confirms that
some firms heavily reduced employment as well as other
types of costs. But it was not enough to prevent a dramatic
deterioration of profitability. Last two columns in figure 4
present gross financial result and net financial result as a
ratio of revenues. We have stripped coal sector from this
analysis for a number of reasons. Most importantly its
performance has little to do with market conditions and
heavily depends of tax subsidies.

Corporates had fairly good 1-302000 and then they barely
broke even in 2001 to move deep into red in 4Q01. In the
fourth quarter even gross result was negative, situation
not seen in the last three years and probably also not
seen after 1992. Now it is easier to understand why firms
accelerated layoffs in 4Q01 and 1Q02, it was probably a
‘panic’ reaction’ to horrific financial results in 4Q01. And
press stories confirm this analysis, with shipyards and
automotive sectors making the headlines.

... but inventories point to upcoming recovery

Obviously flow analysis reveals only part of the story. In
what follows we look at corporate inventories and other
assets, at short term debt, as well as at their investment
plans.

production in progress was growing at mere 1% and stocks
of finished products fell 0.7%YoY. Inventories of goods (this
is mostly domestic trade sector) have been falling at near
3% rate YoY, but 4Q01 was no different than previous ones
which reflects better performance of retails sales that that
of industrial output.

These figures however give some food for thought. While
sharply rising inventories of finished goods in 2H00
highlighted the risk of coming recession, 4001 decline
of finished goods inventories may indicate upcoming
recovery. Obviously without good knowledge about
deflators that should be used to move from nominal to real
values no firmer conclusions can be made. But if anything,
after a ‘horror’ presented in figure 4 above figure 5 offers a
heart-warming romance.

| paid my dues, did 1?

Now we take a brief look at dues, claims, cash and short-
term debt in figure 6 below. There is a wide-spread noise
about firms not paying each other but data does not offer
a confirmation. Yes, in 2000 there was a strong increase in
both claims and short-term debt resulting from deliveries
(some 10% above inflation) but in 2001 this trend has
reversed and in 2H01 both claims and debt were falling in
real terms.

Finally I would be more than happy to hear your explanation
about the pile of cash on which the companies seemed
to be sitting in 4Q01. It is not a year end effect because
we are looking at YoY figures. Is it because firms stopped
investing? Well 4001 GDP sort of confirms that it may be
the case to some extent. We do not have a good story
here, but if economy recovers and CEQs, CFOs and their
board fellows become convinced that it is time to expand,
then this cash will certainly come handy. Cash reported
by firms correlates well with corporate bank deposits. In
February 2002 YoY growth rate of corporate deposits fell to
14%, which may indicate that firms have less cash than in
December 2001, but still YoY real growth is above 10%.
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Finally we take a look at various categories of short-term
debt in figure 6. Bank credit growth rate has virtually stalled
in 4Q01. Well, if corporates do not invest and are cash rich
why should they borrow more. But there are somewhat
surprise developments in two remaining categories:

unpaid taxes and unpaid social security contributions.

Firms appear to pay taxes on time, as the nominal growth
of overdue tax volume is almost flat in real terms. Even
more surprising developments take place in overdue ZUS
contributions. While we can explain a rapid improvement
in 1001, because central budget gave money to ailing
SOEs to pay dues to ZUS, even faster improvement in
2HO01 is a puzzle. Well, one explanation would be that it is
a short-term debt (up to one year), so simply a big chunk of
overdue social security contributions has been classified as
long-term and was dropped from these statistics. But even
then data shows significant improvement.

Dues, claims and short-term debt Fig. 6

e’ Comete shorom * bt S Sriem

Quarters re?rL(')l}T']”g Cash in banking de%tré(ﬂ?"k . refsrlélrﬁ[.ng account of account of
deliveries sector deliveries ~ [@€S taxes
%YoY %YoY %YoY %YoY %YoY %YoY %YoY
2000 | 17.8 13.7 19.1 18.6 215 1.1 37.9
200011 22.6 22.3 36.0 20.7 21.2 243 371.2
2000 It 19.3 23.0 12.9 18.5 16.1 239 335
20001V | 155 9.5 37 215 11.0 7.8 245
2001 | 8.1 12.0 8.3 14.6 56 17.3 6.6
200111 1.8 46 -15 1.1 26 8.1 -1.8
2001 11 23 5.2 10.3 8.4 34 42 -20.1
2001 IV 1.2 17.2 18.6 2.2 0.2 45 -36.7

Source: €SO, BZ WBK

Too early to speak about investment rebound...

We all know than long-term growth is about saving
and investments. Obviously we should not forget about
technical innovations, but so far there are little signs that
Poland can give a hirth to high-tech giant the way Finland
delivered Nokia, well at least with such low spending on
R&D and education. So below we focus on traditional
stuff. Figure 7 shows YoY changes in nominal investment
spending (you probably noticed that for some reason CSO
does have separate 1Q data). It appears that investment
gloom has been bigger than ever in 4001, which was
apparently highlighted by 4Q01 GDP data some time
ago. This trend, however, appears to be driven by falling
demand for new buildings and by reduced spending on
car fleet, which accounted for 38% and 8% of total fixed
investments respectively in 4Q01. But there is also a
negative trend in machinery installations’ investments.

April 2002
Annual changes in nominal investment o Fig. 7
| Invesltment |
nvestment outlays, nvestment
) Investment :
outlays, for fixed i machinel outlays, means
Quarters gssets outlays, buildings installatiolns%nd of t¥anspon
tools
%YoY 1/r % 1/r % t/r %
2000 i 95 -15.2 -4.9 DAl
2000 It -4.6 -15.5 -1.8 371
2000 IV 5.2 0.9 -1.3 938
2001 - 5.6 6.5 -4.6 37
2001 Il 205 =224 -12.7 -44.8
2001 IV 278 -35.9 -14.9 -49.8

Source: €SO, BZ WBK

...but there is something in the oven

However the gloom and doom partly disappears if one
looks at new investments data. In 4Q01 number of new
investments rose 40%YoY after three quarters of a steady
decline. All right, | know that estimated value is still some
26%YoY down but it was 260%YoY up in THO1. Such high
differences could result from at least two factors. Firstly
data may not be reliable, but economists hate such
explanation. Secondly, high reported new investments
resulted from better financial results enjoyed by firms in
2000.

Investments newly started Fig. 8

. Investments  Investments
nuesmnts, - uesmrts, Rt oot | ey i, nevy tri,
Quarters number of estimated  to total fixed of tasks value
tasks value investments manufactur'ing manufactﬁring
%YoY %YoY %YoY %YoY %YoY
2000 K 121 0.0 8.3 46 -35.0
2000 It 16.1 -66.3 1.9 -4.5 224
2000 IV -16.1 244 27.3 211 -40.1
2001 - -10.6 2584 317 -87.8 -31.0
2001 1 -15.1 91.4 28.7 -7.1 1.1
2001 IV 40.3 -25.8 28.0 -45.1 67.2

Source: €S0, BZ WBK

Take a look at the ratio of new investments to total
investment. | know it is comparing apples with oranges,
because fixed investment spending has already taken
place in a given quarter, and new investments relate to
an estimated value and to spending that may take place
in possibly distant future. But keeping this in mind we
note that the volume of committed new investments has
gone up significantly in 2001 in comparison with actual
spending. Of course we are still way below 38% ratio seen
in investment hey days in 1998.

Somewhat different picture emerges in manufacturing
sector, where the number of tasks has fallen, but
the estimated value has gone up by near 70%. The
difference is due to section transportation, warehousing
and communication, which in 2000 committed some
PLN9082 in new investments and in 2001 only PLN2483m.
Interestingly in brown and black coal sector investment
spending rose 7% in 2001 and new planned investments
value more than doubled from PLN398m to PLN851m. We
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do not have information whether it was brown or black
coal, but these figures raise some questions about the
pace of restructuring of the coal sector (are coal mines
being closed or they continue to expand).

What do you see dear Watson? Let me recall the famous
question asked once by Sherlock Holmes. Well, it appears
that many indicators point to upcoming recovery (wage
and pension bill together perform well in real terms,
households save less to keep consumption standards,
stocks of finished products decline and planned new
investments appear to have taken off in 2001). But
evidence is not overwhelming and we will have to wait few
more months before making definite conclusions. | know
what you are thinking right now seeing such a concluding
comment after so many pages filled with numbers. Yes,
business economics is an art.

April 2002



MACROscope

April 2002

B GDP went up by only 0.3% YoY in Q4 2001

B First signs of recovery in “real” data

B Increasingly better economic situation, time for
business is coming

B Adverse monetary tendencies continued

It was worse than it seemed...

In March we learned the estimates with regard to economic
growth in Poland for Q4 2001. It must be admitted that
these results were not impressive. According to CSO, GDP
went up by only 0.3% YoY in Q4 2001, while the market
expectations oscillated within the range from 0.4% to 0.6%.
At the same time, individual consumption went up by 3.2%
YoY, and the public consumption increased (according
to our estimates) by ca. 1.4% YoY. Investments saw a
substantial decrease by 14.3% YoY, and the share of net
exports in the GDP growth remained high. The dynamics
of individual GDP components are presented in the table.
The chart presents estimated contribution of individual
components of economic growth (the extent of impact of
the change in a given component on the GDP growth).

While analysing the recent GDP data and their impact on
the current economic situation two things come to mind.
Firstly, these data refer to the past — and let us not forget
that we entered Q2 2002 a few days ago. Secondly, the
better part of projections for the main GDP components,
which envisaged a decrease in investments and
acceleration in the private consumption, came true. The
picture of economy based on the Q4 data is really slightly
gloomier than everybody has imagined. However, the most
recent data published at the same time suggest that there
has been some improvement since the beginning of 2002
and the statistics for the following quarters should “clear-

"

up”.

In February, retail sales went up by 7.7% YoY, after 4.7%
recorded in January and 2.4% in December (see below),
which indicates that individual consumption kept on
accelerating in Q1 2002. Additionally, we should not forget
the fact that the full effect of the recent interest rate cuts
has not occurred yet. The dynamics of public spend has
remained high as well at the beginning of this year, in
particular due the fact that most likely some expenses
have been postponed from the end of 2001 in order not
to increase the deficit. These two factors are going to be
the main economic recovery drivers as at the beginning of
2002. However, the restoration of stock is bound to take
some time and the foreign trade performance will be worse

than in 2001. Therefore, the growth dynamics recovery will
be limited in H1 this year, and the improvement will be
gradual. Nevertheless, our projection for GDP for Q1 in
2002 is as much as 1.5% YoY, as it is heavily impacted
by a strongly positive stock contribution resulting from
an exceptionally strong decrease in stock recorded in Q1
2001. Frankly speaking, however, it is not clear how CSO
will treat the stock share. The recent inconsistencies in
the industrial output (see below) clearly indicate, that
CSO has a substantial impact on way data calculation and
presentation methods. Excluding a stock component from
GDP would decrease the growth dynamics for this quarter
by ca. 1%.

Gross Domestic Product, % YoY (real) Fig. 9

2001

2000 1 20 30 5 2001
GDP 4.0 2.3 0.9 08 0.3 1.1
Total consumption 24 1.2 13 1.8 28 1.8
Individual consumption 26 15 1.6 2.1 3.2 2.1
Public consumption X 0.2 0.4 08 14 X
Accumulation 39 -13.1 -125 -14.2 -145 -13.8
Investments 27 15 -8.4 -13.6 -14.3 -10.2
Change in stock x | -316.7 -77.0 -26.0 -20.0 X
Added Value 3.7 2.1 0.8 0.6 0.1 0.9
Industry 6.5 33 -1.3 -1.5 2.5 0.6
Construction -0.7 5.2 -8.0 -8.2 -8.0 -1.6
Market Services 42 35 3.7 4.1 42 39

Source: €S0, BZ WBK

GDP growth components

19 oY

[ Public consumption [ Investments
I et exports — GOP
Source: €SO, BZ WBK

[T Individual consumption
I Change in stock
* BZ WBK estimate
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...but there are many symptoms of improvement
Although the picture of the last months of 2001 is
exceptionally gloomy, the analysis of data from the
following months allows for more optimism. Probably
you have already been bored to death with our repetitive
rigmarole on the projected economic recovery. No matter
if you believed us or not, in March CSO submitted the
first clear confirmation of our assumptions based on the
actual results and not only on answers of the questioned
entrepreneurs.

In February the industrial output YoY was again positive,
for the first time since October 2001, recording a growth
of 0.4% YoY after a decrease by 1.4% YoY in January and
—4.8% YoY in December. A more interesting and promising
is the fact that the improvement was related mainly to the
performance in the manufacturers sector whose output
went up by 0.3% YoY against the decrease of 2.7% YoY
recorded in January. One can be rather optimistic looking
only at the average industrial output annual growth rate
in the first two months 2002: the output went down
only by 0.5% YoY during this time, while in November
— December it was —2.9% YoY, which may mean that the
worst has been behind us. Of course, after good February
data one should not expect growth dynamics to be robust
and definite in the forthcoming months. As has already
been mentioned, the recovery this year will be gradual,
therefore H1 will see only moderate improvement signs. In
March in particular, the output may be negative due to the
lower number of working days than in 2001. Nevertheless,
the output improvement signal confirms that loosening
the monetary and fiscal policy will shortly fully reveal
its impact on economic data and then any subsequent
movements in respect of direction for further loosening
will be questionable.

Real growth YoY

%
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As has been mentioned above, the February retail sales
increased by 7.7% YoY in nominal terms. Although this
result may be distorted to some extent due to “tapinski’s
effect” (NHS Minister), i.e. increased purchasing of

There is something wrong about the
output dynamics

It is worth noticing that the data published by CSO and
related to the February industrial output are internally
inconsistent. It is difficult to match the announced
decrease in a monthly output down by 2.1% with the
annual growth rate and the output index (1995=100)
published at the same time. With the index 1995=100
which in January was 133.8 and the decrease in output
of 2.1% MoM, the index in February should be ca. 131,
while according to CSO it was 132.5. Similarly, the
growth rate YoY should also be lower. A more in-depth
analysis indicates that the inconsistencies between
the monthly and annual dynamics are accumulated
in the section “production and supplies of electricity,
gas and water”. We do not know the reasons for
such inconsistencies, but they bring about at least
two serious problems. Firstly, with the inconsistency
between the monthly and annual growth rates, it is
unclear which figure represents an actual trend, and
which is untrue (we would be inclined to believe YoY
rate as a more reliable one). Secondly, in this situation
projecting the industrial output more than ever reminds
of playing a fortune teller with a black cat and a crystal
ball (it should be noted that, e.g. we were almost perfect
on our February projections for a 2% monthly decrease
in output, while the annual rate was substantially higher
than expected).

medicines due to the planned changes in the medicine
subsidies announced by the Health Ministry, it reflects
a strong and growing consumption demand. It has been
evidenced by a significantly high double-figure growth
in purchasing durable goods (furniture, white goods,
RTV equipment), clothes and shoes. The acceleration
in households” spend most probably results from a
substantial decrease in interest rates last year, although
substantial price discounts over the recent months have
also played some role here. We should also bear in mind

Index of industrial and construction-assembly outp YoY

m 1995 =100, seasonally adjusted
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that the full impact of the interest rates cuts since March
has not been reflected in these data yet.

Increasingly better economic situation, time for
making business is coming

The output of the economic situation analyses indicates
a further improvement. According to CSO analyses,
March showed the expected growth in the economic
situation ratios in all three sectors. Despite the fact that
all indices remain negative, as the graph below presents
the dynamics YoY improved substantially in industry,
slightly deteriorated in retail trade and went down in a
construction-building sector. Therefore, the total picture
is unclear. The economic situation in industry has been
improving at the highest pace, which bodes well to the
March industrial output despite the expected marginal
decrease YoY due to one working day less this year. Retalil
trade suffered due to the decrease in consumers’ optimism
and the construction sector still faces problems due to the
low investment demand.

2 point

YoY growth
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— industry construction — retail trade
Source: €SO, BZ WBK

According to companies from the manufacturing sector,
internal demand improved in March and the foreign
demand did not change. Responders expect some further
improvement in subsequent months. Producers’ prices
may go slightly down in the near future. Entrepreneurs plan
staff redundancies at a pace similar to the one expected
last month. 13% of the analysed enterprises do not plan
any investments over the next 12 months (in March 2001
the percentage was 18%). 62% of businesses plan new
investments against 51% last year. 92% respondents
specified the retained profits as the investments financing
source, 36% will raise loans with banks and 12% are
interested in leasing. According to CSO, the construction
witnessed a seasonal improvement in economic situation,
although the general standing remains poor. Although the
planned staff redundancies are down on the last month,
still 33% of respondents have excessively large production
capacity against the demand planned for H1, and only
6% did report insufficient staff numbers. Moreover, this

sector's companies expect further decreases in pricing
in the construction and building sector. The retail trade
enterprises reported higher sales and an improvement in
the financial standing. For the first time since 1st June
2001, the sales projections have been optimistic. The
companies would like to increase orders and expect a
growth in retail prices at a rate similar to the February
expectations. Staff redundancies may be limited.

In March, WML ratio (the Polish equivalent of PMI,
calculated by NTC Research) went up to 45.9 points from
45.5 points in February, and was below the neutral level of
50% for the 19th time in a row which means a continued
regress in the manufacturers’ sector. Logistics managers
signalled a growth in new orders, including exports,
which bodes well for the output prospects, in particular
if we take into consideration the reported decrease in
the ready-made stock. Nevertheless, the improvement
on the optimism level is accompanied by the inflation
growth expectations: in March this index went up to 48.6
from 43.4 last month, which according to the authors of
the analysis may suggest an “inflation surprise” in March.
There were further redundancies made in March, although
at a rate lower than in previous months.

The pre-market index for the Polish economy calculated by
Maria Drozdowicz increased by 0.4% last month which also
confirms the upcoming recovery, although it repeatedly
indicates that the recovery dynamics may be slow.

Recently, there has appeared a new economic situation
ratio calculated by Pentor Institute at the request of
Puls Biznesu. The survey has a short track record (it
was initiated in March 2001) but is a source of detailed
information on economic situation as well as on
entrepreneurs’ expectations. In March, the general index
of economic situation was still negative and amounted
to —2.8 against —9.0 in February and —1.8 in March
2001, but according to Pentor the improvement has been
established on solid bases and the index will be positive
for the first time since the survey was launched. What is
interesting, the macroeconomic assessment developed
by businesses improved on the last year. The general
economy assessment totalled —18 points (against —27.2
in March 2001), and the index “time for making business”
totalled —19 (-21.3). At the same time, the Government
was positively assessed for creating pro-business support
— the ratio was 2.8 points, while a year ago it was —18.9.
Of course such a high assessment of the Government's
actions is related to hopes that its programme
“Entrepreneurship First” will not limit itself to a paper form
but will be supported by the Parliament’s majority. On the
other hand (we are economists, mind you, therefore there
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always be some “on the other hand”), the macroeconomic
situation of businesses has been improving very slowly.
The general standing of businesses was assessed at 4.3
points against —2.8 in February and 8.6 in March 2001 and
the competitiveness on the Polish market at 11.0 points
against 5.8 in February and 21.1 a year ago.

What is the result of all these assessments of economic
situation? Once again, the results can be summated as “it
is bad but not as bad as a month ago”. Although economic
situation is still worse than a year ago, the difference is
marginal. Bad news still comes from the labour market
as businesses plan further staff redundancies, although
smaller than a month ago. Good news is represented
by investment plans as more companies look for new
investment opportunities. All of this confirms our opinion
that the revival is coming. The main threat to our scenario
is represented by continued staff redundancies. The Labour
Code should be amended by the Government — the sooner
the better.

Labour market still below expectations

The labour market data do not show any signs of economic
recovery. The February statistics published by CSO turned
out to be below the expected levels and it did not show
any slowdown in staff redundancies. The average staff
numbers in the business sector decreased by 0.2%
MoM and 5% YoY, reaching the lowest level since the
beginning of the transformation process in Poland, even
including the change in the CSO methodology in 2000. This
tendency represents the biggest threat to the durability of
the economic recovery, as the group of the unemployed
which grows fast cripples the consumption level even
despite the fact that increasingly lower interest rates and
growing expectations in respect of the economic standing
prospects, encourage to increase current spending at the
expense of savings.

In February, there were nearly no changes in the average
remuneration in the businesses sector MoM which
increased by 5.5% YoY. Along with the decreasing
employment this translates into a very limited growth
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in the nominal remuneration fund by 0.3% YoY. The real
remuneration fund decreased by 3.3% YoY.

Consumer Optimism Index
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Lower consumers’ optimism: flaw in a crystal
glass?

Let us emphasise once again: the increasing unemployment
and no signals of improvement on the labour market in the
near future are the largest threats to economic recovery
this year, as they may be effective in cutting off the
delicate roots of the blooming consumption demand of
households .

In this context, the recent research on consumers’ optimism
conducted by Ipsos-Demposkop appear to be a little bit
unfavourable. The Consumers’ Optimism Ratio for March
went 11 points down on February, a propensity to consume
down by 6 points, and the assessment of the economic
climate down by as much as 18 points. According to the
institute, the main reason for the increase in pessimism is
represented by a accumulation of unfavourable information
provided by the Government and the market. The clash of
the Government and the labour unions with regard to the
labour code as well as the publicised financial problems
of the two large shipyards which could bring about some
redundancies and added to the staff’s concerns in relation
to the stability of employment. The proposals of limiting
the employment opportunities for old age pensioners as
well as changes in the ways of subsidising medicines
upset a group of the oldest consumers. In addition, the
general atmosphere was substantially spoiled by the
conflict between the Government and the MPC, and since
1 March people have started to pay savings tax which
increased the group of respondents believing that saving
does not make any sense. What is equally important,
Adam Matysz (a ski jumper) failed to win a gold medal in
Salt Lake City. Fortunately, in March the assessment of
financial standing of households improved. Still only 9%
of the respondents is able to save, but the percentage of
those who cannot afford it went down. This may mean
that the March decrease in optimism is not a beginning of
a regular trend. Nevertheless, the Government has some
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food for thoughts. If it keeps on upsetting large social
groups (old age pensioners) or on cutting the trust of the
society for the State's institutions (e.g. attacking the NBP),
the negative tendencies observed in March may reappear.

As regards the consumers’ behaviour, we have been given
another disturbing signal recently. Talking to a person who
knows everything that there is to know about the chocolate
market, we have learned that the sales of chocolate were
poor in the first months this year. As you do not need to
raise a loan to buy a bar of chocolate, the consumption
of chocolate is usually positively correlated to households’
disposable income. Therefore, chocolate would suggest
that personal income was not that promising in Q1. Of
course these data do not stitch well into our scenario
of economic recovery and indicate the largest risk factor
for this scenario. If the employment fall remains at 5%
p.a., and there is a slowdown in the remuneration growth
dynamics, then, when the higher prices of gas and
electricity have slimmed households’ budgets, in HZ there
may be a slowdown in private consumption. This in turn
would limit the recovery dynamics in H2. Well, time will
tell and in the meantime let us eat a bar of chocolate to
help the statistics.

The State’s budget revenues confirm the recovery
Let us go back to more optimistic news which outnumbered
the unfavourable ones over the recent weeks. After the
dramatic January, February saw substantial inflows into
the budget. The following two tables present percentage
changes YoY in the budget income and expenses against
the 2002 plan. The first table presents accumulated data
(i.e. e.g. January-September against the same period
last year). The other table presents the dynamics YoY for
individual months.

Budget income and expenses Fig. 10

% YoY IX01 X01 XI01 X0l 102 1102 plan 02
Income 5.0 4.6 3.9 34 -107 0.0 34
Indirect taxes 1.4 20 26 33 -32 39 108
CIT -205 -204 -219 -209 -40.8 6.3 42
PIT 15 1.6 1.9 1.7 50 -08 135
Budget units income 401 363 294 214 473 242
Import duties -204 194 199 -196 -140 -89 -149
Exports 1.4 114 128 145 31 53 7.1
National debt service 116 125 125 246 6.7 430
Foreign debt service -76 <124 -119 117 229 1172
Subsidies to the Labour Fund | 161.5 1451 154.7 2160 101.9 150.3
Subsidies to KRUS 13.7 129 127 126 7.7 40
Subsidies to FUS 322 311 420 351 578 206
Subsidies to self-governments| 13.0 128 139 138 33 39

Source: BZ WBK's estimates based on the MF's data

After the first two months the budget has continued to
be still far behind the plan. Income is nominally stable
against the planned growth by 3.4%, but at the same

time expenses grow slower than envisaged in the annual
plan. Nevertheless, in February the tax revenues from VAT
and CIT were much better than planned. The PIT inflows
will improve in time as the savings tax and frozen tax
thresholds become effective. Since April the inflows from
excise tax will grow as well as the energy producers wills
start paying 0.02 PLN for each generated kWh.

After February the budget deficit amounted to 34.3% of the
annual plan against the average 42% in 1999-2001.

Budget income and expenses Fig. 11

% Yo monthly K01 X01 X0t Xiot 1oz loz foiggast
INCOME 6.3 21 25 14 -107 133 34
Indirect taxes 04 6.2 90 M3 32 130 108
CIT 222 203 -314  -136 408 16.9 42
PIT 32 20 38 05 50 48 135
Budget units income 105.4 12 -365 264 473 440
Import duties 222 -109 242 -165 -140 42 149
EXPENSES 50 119 269 321 3.1 16 11
National debt service 06 180 118 2344 6.7 744
Foreign debt service 260 -354 108 27 229 3728
Subsidies to the Labour Fund | -264  -521 3737 13904 1019 1983
Subsidies to KRUS 132 74 103 121 1707
Subsidies to FUS 162 234 1644 -219 578 -124
Subsidies to self-governments| 9.1 99 286 121 33 44

Source: BZ WBK's estimates based on the MF's data
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Currently low inflation rate will grow in H2

s it not nice? In February the inflation remained low — only
3.5% YoY and 0.1% MoM. And in January it was even
lower, i.e. 3.4% YoY (the initial estimate was 3.5%). It
may be that in 2002 the new weighing system, calculated
based on the households’ consumption expenses structure

in 2001 resulted in decline in the inflation rate by ca. 0.1%.

Frankly speaking it is difficult to explain. Looking at new
weights for 2002, they changed substantially in line with
our expectations: the biggest decrease in weights was
recorded in these categories which recorded an increase in

prices below the average (food and alcohol-free beverages,

clothes and shoes, flat fit-out and durable goods). The
group of the highest increases in prices (cost of living and

electricity carriers) saw the substantial increase in weight.

Given this fact one could expect the inflation rate calculated
in line with the new weighting system to be rather higher
and not lower than the previous one. Meanwhile, the CSO
calculations indicate something else.
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The low inflation rate had an impact on the market
expectations in respect of further loosening of monetary
policy in the short run. Nevertheless, one should not be too
enthusiastic about these data as this is not the temporarily
low inflation that will have an impact on the MPC'd
decisions, but rather the medium and long-term inflation
trends. It has been common knowledge for some time now
that the inflation rate will be exceptionally low in H1 2002
and 0.1-0.2 percentage point does not make the world of
difference here. What is important, however, is the extent

of the inflation growth in the following months and quarters.
We still see a strong inflation upward tendency in June-

July, which will drive the inflation up to 5% as at the year
end. This will result from both the sales supplies factors
and from loosening the monetary and fiscal policies.

The prices of crude oil went up by over 20% already in March
and are likely to keep on growing in H2 when the global
economy recovery has come. Since April higher prices for
gas will have been applied. URE (Energy Regulation Office)
approved new gas tariffs, which represents an increase in
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costs by ca. 10% for the majority of households. Enterprises,
which are substantial consumers of natural gas, will pay ca.
10% less. Since April the higher VAT on some products
and services will represent another brick in the inflation
wall too. Finally, the excise tax on electricity will increase
the inflation rate since July. It should be remembered that
the recent changes of weights in the CPI basket should
strengthen the impact of gas and electricity price raises, as
the share of the group “costs of living and energy carriers”
increased by 0.6%. Aha, do not forget a food market. So
far it has “behaved” appropriately, but the closer the self-
government elections are the bigger penchant will be for
winning the larger support of country electorate by way
of a pro-active intervention policy on agri-market. At the
same time, the looser monetary and fiscal policy will start
to translate into changes in the economic ratios in H2.
On several occasions we have presented some charts
depicting the delayed effects of monetary loosening on CPI.
Let us not forget either that in Q1 2002 the State’s budget
deficit will amount to ca. 11% GDP.

We project that the inflation rate will stay at 3.5% in March
supported by food and fuel prices, bust will go down to ca.
2.5% over the next two months due to the exceptionally
high reference base last year .

Nearly no changes in the producers’ prices

In February, the prices of the industrial output did not
change on January and went up only by 0.1% YoY. This is
good news, at least from the point of view of the inflation
pressure. However, it should be borne in mind that PPl will
start to grow already in March and April as a result of the
sudden increase in fuel prices and the new excise tax on
electricity. By the year end, PPl should amount to ca. 3%
YoY.

The decrease in the majority of base inflation
measures in February, net inflation stable

After a two-month break due to the change in weights,
the NBP published base inflation ratios. They continued
to fall both in January and February and one of the ratios
(excluding the most volatile prices) dived below 3%.
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The inflation expectations of households have been
decreasing
According to the survey published by Ipsos-Demoskop, the
inflation expectations of the Polish households improved
slightly in March. The index reflecting the percentage of
respondents expecting the inflation to fall in the future
went up, reaching the second highest level over two
years. The index over 100 points means that the majority
of respondents expect the inflation to fall, and if it is
below that figure it means that public opinion expects the
inflation to grow. The apparently low current inflation rate
along with the strong anti-inflation reputation the Central
Bank enjoys (no matter if it is right or wrong) have a strong
impact on the inflation expectations of households. It is
good. The costs of keeping inflation under control will
be lower in future and the risk of the inflation increases
as a result of the supply shocks expected in H2 slightly
decreased. This will be one of the factors supporting

the arguments of “doves” in the Monetary Policy Council.

Nevertheless, it still is not enough to expect any interest
rate cuts in April. We should remember, that the inflation
expectations are volatile and strongly dependent on a
current situation. Therefore, they may start growing as
soon as there is a growth in the inflation rate in H2 2002.

Slowdown in money supply, adverse tendencies
continue

In February, money supply went up by 0.2% MoM and

11.4% YoY on —1.9% and 12.3% last month, respectively.

“In line with expectations” — this is the most appropriate
comment in this respect. As has been repeated on
numerous occasions, the key variable to be observed is
the personal deposits dynamics which has shown a strong
downturn trend. In detail, the most important is the position
of the households’ net savings, i.e. the total of personal
deposits (PLN and FX) minus personal loans. However, the
total of personal PLN deposits is of the highest value and
recently the changes in it created the entire trend.

The disturbing tendencies in the monetary zone continue:
the growth in the PLN personal deposits is increasingly

MACROscope

marginal — in February it was 7.9% YoY against 11.7%
in December and 20.2% in July 2001. At the same time
cash in turnover accelerated up to 16.7% YoY from 12%
in December and only 0.6% in July. The change in the
structure of households’ savings for more liquid assets
is more apparent and sudden. In the course of the first
decade of March the PLN personal deposits went up only
by 0.2%, and went up by 6.8% YoY.

Money supply Fig. 12

oM 28101 200 1000 311 201 10l
MoM % 01 02 -02 10 -19 09 -05
Money in PLNbn 329.40 329.17 327.91 331.1 328.54 331.63 332.79
National currency 276.24 276.12 274.65 276.48 274.75 277.26 280.08
Cash in circulation 3968 3793 37.24 3829 36.76 3824 38.71

Zloty deposits total 236.56 238.19 237.42 238.20 237.99 239.02 241.37
personal 175.37 175.06 173.47 174.86 173.44 171.77 172.90
corporate 61.19 63.13 6395 63.34 6455 67.25 68.48

FX depos in PLNbn 53.16 53.05 53.26 5460 53.79 54.37 52.71

FX depos in USDbn 1277 1262 12.80 12.92 1292 1364 13.30

Net foreign assetsin ~ PLN bn 135.30 136.36 134.86 138.91 135.65 133.34 131.80
Net foreign assetsin ~ USDbn 3251 3243 3241 3288 3258 3345 33.25
Lending to non-financial sector  222.90 224.27 224.78 224.03 223.66 224.29 221.13
to households 55.01 5524 5564 5530 5526 55.71 54.80
to corporates 167.89 169.03 169.14 168.73 168.40 168.58 166.33
Credit to general government 69.04 67.76 6536 68.96 66.06 63.58 69.07

Source: NBR BZ WBK

The households’ net savings have also seen an increasing
slowdown (see the chart below), although the dynamics of
personal loans has still shown a downturn trend. It seems
that the slowdown in the growth of consumer loans has
already reached its bottom end. Therefore, in the following
months the increased borrowings will add to the erosion of
the private savings.

In our opinion, it may lead to the growth in consumption
expenses in the months to come. We should bear in mind,
however, that in February the savings tax had not been
effective yet and its negative impact on the private savings
will be visible only in subsequent months.

Neither personal nor business loans have shown any sign
of improvement so far. Despite that, one should remember
that households’ loans have been growing at a relatively
good pace: in February it was 14.7% YoY nominally and
10.6% YoY in real terms. We believe that monetary trends

Position of households against hanks YoY real
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represent one of the main MPC arguments against interest
rate cuts in the near future.

High current account deficit, decline in trade
turnovers

The February current account deficit was surprising not
only for its value but also that it exceeded the level of
trade deficit as well. Such a situation took place only three
times over the last five years, usually in a month which saw
substantial payments of foreign debt. This time the reason
was the balance of unclassified turnovers.

In February, the current account deficit was USD 789min
against USD 847min on the previous month. As has been
mentioned, the main driver of the above was the surplus of
unclassified turnovers which totalled only USD 84min —the
lowest level for at least five years, over four times lower
than the average value over the last 12 months. Secondly,
the exports did not meet the expected level going down to
4.6% MoM and 7.9% YoY. Along with the relatively good
imports (decrease in February by 12.9% MoM was slightly
lower than usually in this month, and the annual dynamics
improved up to —4.4% from —13.4% a month ago) this
resulted in the increased trade deficit.

The exceptionally low surplus of unclassified turnovers
may be the reason for substantial concerns as it reflects
non-recurring phenomena — the exceptionally high demand
for Euro resulting from the large imports of second-hand
cars before the increase in the excise duty as well as the
second stage of adjusting households and enterprises
after the introduction of Euro into the financial turnover.
It may be expected that the following months will see
an improvement, as the imports of the second-hand cars
should practically cease to exist and the demand for Euro
will stabilise. A more important issue is represented by
the slowdown in exports with relatively good imports. It
is evident that exports react to the economic situation
of our main trade partners with substantial delay and we
can fully experience the consequences of the European
economic slowdown which reached its bottom end in Q4
2001. Although recently there have appeared vivid signs of
recovery in the Euro zone, its impact on our trade turnovers
will be delayed and no substantial improvement on the
exports dynamics should be expected in the near future.
On the other hand, the imports response to the internal
demand revival should be much quicker and the recently
recorded positive data in respect of retail sales should
increase the imports in subsequent months.

All signs indicate that the prospects for external non-
equilibrium will not be positive in the near future. The
downturn trend of the current account deficit to GDP has
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been probably halted — in February there was an increase
in the ratio up to ca. 4.1% from 3.9% on the last month.
At the year end the deficit may exceed 4.5% GDP. which
would increase Poland’s vulnerability to the changes in the
investors’ moods, given in particular that the coverage
of the current account deficit with the foreign direct
investments should go down this year.
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Central bank watch

B Interest rates left unchanged

B In her “minutes” Wiestawa Ziétkowska suggests
that once again there was a dispute at the MPC
meeting

B We do not expect interest rate cuts in April

Interest rate cuts left unchanged, the MPC
indicates the better external environment and
money supply

“Inline with the expectations” again is the best summation
for the outcome of the last MPC meeting. Indeed, the
decision itself, the press conference as well as the
contents of the official statement after the Council” meeting
could not be a surprise given the recent tendencies in the
economic environment and on the political stage.

Let us look at the statement. We do not know if the
sequence of sections reflects the importance of arguments
on which the Council’s decision was based, but this month
it differed from previous statements. At the very beginning,
the MPC emphasised that the global economy recovery
was bound to be faster and stronger than it had been
expected. It would take place not only in the US but in Euro
zone as well, in particular in Germany — our main trade
partner. As a consequence, the global monetary policy
loosening cycle has been finished, and the likelihood of
the series of interest rate raises to be started as soon as
in HZ2 2002 increased substantially. This in turn — as the
statement says — may lead to decreasing the difference
in interest rates between Poland and abroad, and thus the
decrease in investors’ interest in Poland and weakening of
PLN, or at least halting the appreciation.

NBP interest rates
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Note: Real rates calculated based on the assumed adaptation
inflation expectations (discounted with current inflation).

What is more, the global recovery drives the crude ol
prices which exceeded USD 25 per barrel over the recent
weeks. This will translate into fuel prices at home and
inflation rate. In the second part of the statement the MPC

indicates the results from the economy real sphere which
were better than expected — better industrial output, high
retail sales, improved economic situation and increasing
tax revenues. This, together with the fact that the effects
of the recent interest rate cuts have not been evident yet,
may suggest that the gradual recovery is just around the
corner. The subsequent section is dedicated to the labour
market. Even though the general picture here is gloomy,
we can find the “hawks™ comment that the lower real
disposable income of households in Q1 2002 may decrease
substantially the propensity to save while the consumption
will remain rather strong.

Other areas of the MPC's deep concern are:

m Situation in public finances: the projected economic
deficit remains at the high level of 5% which results
in the high long-term interest rates and strong PLN,
which deteriorates the financial prospects of private
businesses.

m Money sales: its dynamics remains relatively high,
the NBP analyses show that M2 dynamics exceeding
10% is very rare in low inflation countries. There has
been an increase in the cash in turnover and a
decrease in personal deposits. The Government's net
debt has been growing very quickly. All of this may
represent a threat to a stable inflation in the future.

Price tendencies and inflation expectations were
mentioned at the end of the statement. Let us remind
you what we said some time ago, namely, that the other
factors (e.g. deposit dynamics) can tell us more on the
MPC’s future policy than the current inflation trends. This
clearly reflects the fact that the current exceptionally low
inflation is impossible to be maintained in the medium
run. Frankly speaking, almost everybody expects that the
inflation will reach the bottom end in May and will bounce
back in H2. We project the inflation of 2.5%-2.6% in May
and then its increase up to 4.8%-4.9% in December. Even
though the expectations as at the year end may be lower,
the MPC faces the following challenge. It is aware that
the current decisions on interest rates will have an impact
on the inflation rate at the beginning of 2003 (at the
conference, Leszek Balcerowicz said that interest rates’
impact on business activity was delayed by 4-6 months,
and on the inflation rate by 8-10 months). At the same
time, the Council is determined to meet the medium term
objective (under 4%) for 2003. And 2003 will probably start
with the inflation rate upward tendency. Any loosening
now will add to the inflation increase in H1 2003. With the
gradual economic recovery and no signs of tightening fiscal
policy, the chances for a change in this inflation trend are
very limited, at least without any monetary tightening. We
believe that the MPC's members are increasingly aware of
the fact, which has been reflected in the statement and
the recent comments (even in the “doves” fraction). We
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believe that further loosening may take place in May or
June and only if the economic ratios do not show any signs
of recovery in the following months.

Change in the money supply statistics

The NBP announced that it was going to change the
definition of the money supply so that it is compliant
with the standards of the European System of Central
Banks. The NBP is going to implement a new measure
of wide money - M3. The methods of calculating basic
aggregates will also be changed. New measures will be
applied for the first time in respect of the March data (to
be published on 12 April). We acknowledge that these
changes are necessary on the path leading to both the EU
and EMU. However, we hope that the NBP will provide
the calculated and comparable time sets in line with the
new definitions. Otherwise, any attempts to carry out a
quantitative analysis of monetary transmission in Poland
would be practically non-feasible again.

Money measures growth YoY
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The Sejm (Lower House) approved the resolution
requesting the MPC to amend the monetary policy

The Sejm approved the resolution which accuses the NBP
of effecting too restrictive and irresponsible monetary
policy which ruins the domestic economy, impinges
on the economic growth and serves the enrichment of
the banking sector only. The resolution requests the
MPC to meet the constitutional task of supporting the
Government’s policy instead of focusing on squeezing the
inflation only. It is clear that politicians have been making
their best to popularise “correct” opinion on the current
economic situation among the public opinion.

As long as the chances for amending the Act on the
NBP are small, markets will draw limited attention to
these games. And as for the time being the chances are
marginal as President Kwasniewski reassured that he
would not support changes which would limit the NBP's
independence. Nevertheless, the entire story may be
perceived in the EU context. Last month we witnessed the
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reaction of the international opinion on the political tension
related to the NBP The representatives of the International
Foreign Currency, while completing their mission in Poland,
stated that the political pressure on the MPC should be
immediately ceased. ECB and the European Commission
share this view. In view of the above there comes a
question: could the Sejm’s work on the motion for limiting
the Council’s independence delay or impinge the process
of negotiations?

On good Thursday, the heads of two Sejm clubs: Janusz
Lisak, Unia Pracy (Labour Union) and Andrzej Lepper,
Samoobrona (Self-defence) sent letters to Marek Borowski,
the Sejm’s Marshal, where they requested that the NBP
Act amendment drafts placed by both clubs should be on
the agenda of the subsequent Sejm’s meeting on 4-5 April.
Let us remind you that Zbigniew Ku miuk, Head of PSL
club, expressed his opinions in a similar tone. The recent
comments of Marek Borowski, the Marshal, do not throw
any light when can we expect the debate on amending the
NBP Act to be held.
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Comments of the Monetary Policy Council’s Members and
“minutes” of Wiestawa Ziétkowska

The public comments of the MPC's members in March focused on a few topics. Firstly, they expressed their opinion that some signals of economic
recovery had been visible although the recovery scale had been uncertain and difficult to estimate. Secondly, according to them inflation is bound to
increase in H2. Thirdly, they indicated that the problem did not consist in meeting the inflation target in 2002 but in 2003 as well as in keeping low
inflation rate in the long run. In view of the above, there appeared a thesis that the process of cutting interest rates had been almost finished.

Within the general tone of comments special attention is drawn by the comments made by Wiestawa Ziétkowska after the March meeting of the MPC.
In general, she briefed the first “minutes” of the Council's meeting. It is clearer now that Wiestawa Ziétkowska is in favour of further cuts in interest
rates but she did not manage to find a sufficient number of followers in the course of the MPC’s meeting. The better part of the March comments was
represented by the opinion of the "hawks”.

WHO? WHERE? WHEN? ~ QUOTE

Boguslaw Grabowski, MPC member;

ISB, 8.03 “There will be some fluctuations in 1H0Z2, inflation will oscillate from 3%, maybe even below 3%, to 4%. In May it could
drop below 3% due to statistical reasons.”
“Different distribution of seasonal price changes, e.g. food prices or administered prices, could influence inflation but it
should not cause too much excitement. Such small seasonal changes cannot influence MPC decisions. One has to look
at long-term inflation trend.”
“Since second half of the year we can expect gradual, permanent inflation growth, to the level consistent with MPC's
inflation target at the end of the year.”
“Since 2H02 we will experience the effect of looser monetary policy, i.e. higher demand growth. [...] Fiscal policy is not
more restrictive than last year.”
“We cannot allow for inflation growth trend to be permanent and to be fuelled by demand growth. In such case MPC
would have to react by tightening policy on the turn of 2002/2003 in order to meet medium-term inflation target.”
“The cost of tightening monetary policy would be very high for the growth rate and would be visible in 2003/2004, the
period that would be crucial due to public finance reform and EU integration process.”

PAP 19.03 “I think that GDP growth this year will amount to at least 1.5%."
“More evident effects of interest rate cuts made in October, November and January will be visible in 2H0Z. Such effect
already becomes visible in fast declining deposit growth rate and deceleration of credit decline.”
“Inflation acceleration in 2H02 will be caused by domestic demand growth, mainly due to looser monetary policy, and
reversion of supply shocks that have supported fast inflation fall last year.”
“We are getting happy that there are no threats for budget realisation after two months, but meanwhile this budget
is a ‘survival’ one and it does not foretell well for 2003 if it is not backed by major changes in public finance leading to
expenditure cut.”
“Budget deficit at 5.2% of GDP is possible and realistic. But | think that still very difficult task is to limit economic deficit
below 5% this year. Here we have the threats that are difficult to keep an eye on because we don't have the data.”
“Threats are possible in public finance outside central budget, especially borrowing in banking sector by public finance
entities, healthcare sector, or some funds and local governments.”

Dariusz Rosati, MPC member;

PAP 14.03 “Money supply figures are lower than market expected and they do not provide any surprises. However they might
S|gna|hupcom|ng recovery in economy as well as falling propensity to save and some inflationary impulse in next six
months

“We have confirmation of cash in circulation growth. This trend lasts for a longish time and rises concerns, because it
means that people hold more cash which in turn might suggest higher expenditure and higher inflation.”
'(’jTrenld of deposit slowdown confirmed again. We have two developments jointly: cash growth and deposit
eceleration.”
“I think that these tends will continue if it turns out that we face gradual acceleration of GDP growth, which is very likely
in my opinion. Then we'll see credit growth as well.”
“It's visible that budget sector participates in credit creation to greater extent that private sector does.”
Reuters, 25.03 “With each cut, we are nearing the limit beyond which rates should not fall. | am not sure if this means leaving the main
market rate at 8, 9 or 10 percent, or 7.”
“The central bank is already closer to the end of the present easing cycle.”
“Consumption will power growth in 2002. Last year, spending was curbed to match economic prospects. But now
savings are lowered as people protect their consumption levels.”
“I forecast full year economic growth at 2-2.5 percent in 2002.”
“Higher consumption will increase the current account deficit to some 4-4.5 percent of GDP (from 3.9 percent in
January) and this will help a mild weakening of the zloty in the next three months.”
“Poland has to live with a higher current account deficit and there is no danger here.”
“Restrictive monetary policy and some controlled price changes will help meet the MPC's main target of pushing CPI
below four percent in 2003.”
“Inflation, which the central bank has depressed by more than eight percentage points since mid-2000 to 3.5 percent
no;v(,)aga; likely to edge up to more than four percent in the last three months of 2002, before stabilising at below four
in
“I do not see rate rises before the end of our (MPC) term in 2004, unless something unexpected happens.”
“Poland's weak producer price index (PPI), which has lingered near zero since late 2001, as well as high jobless rates
and low consumer inflation still created room for easing.”
“CPl would fall below three percent in May before it rebounds later this year.”
“There are also arguments for caution as monetary indicators showed a sharp rise in M1 money supply, which is seen
as highly inflationary.”
“The changes to the central bank charter will not see the light of day, although they may go through nearly the entire
legislative process.”
“If the MPC decides not to cut rates this time, the government will have to follow up on its threats.”
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“If rates are not cut, the bills will reach the president's desk and he will veto them. But by then, in May or June, EU
pressure will be high and Miller will not risk that. [...] He knows very well that at the end of the day he cannot change
the NBP charter. By then also the economy will be sending more positive signals and this will lessen the pressure on
the government from the public.”

Wiestawa Zidtkowska, MPC member;

PAP 21.03 “There is a space for interest rate reduction still. More appropriate would be earlier rate cut because the longer we
would delay the decision, the stronger will be expectations for the cut and so higher would be zloty appreciation risk.”
“We would like currency to be stabilised rather than fluctuate amid foreign capital inflow in anticipation for interest rate
cut.”
“Arguments for the rate cut are: still slow growth rate in real sector, diminishing export growth, and lack of personal
credit growth. Against the rate cut is money growth acceleration and not revealed consequences of interest rate cuts
made so far.”
“One cannot rule out that GDP growth in 1002 will be lower than 0.3%. [...] There are no signals that GDP deceleration
trend have reversed, but rather there are signals that GDP growth would be still on low level.”

RMF FM, 28.03 “Rate cut enthusiasts used arguments that present inflation is very low — 3.5% - and probably will be even lower next
month, and in May even 2.5%.”
“If one counts the arguments it appears that the majority is on the side supporting the rate cut. But different MPC
members attach different weights to particular arguments and have different uncertainty distribution. The faction
believing that arguments against rate cut have overwhelming importance won this time.”
“ don't feel [the political pressure]. If | felt it, | would have to admit that MPC is the political body.”
“Interest rate in Poland is very high indeed, but one has to remember that not only central bank influences high interest
on credits. The interest is pushed up by the fact that state budget borrows and this net borrowing grows very fast.”

Leszek Balcerowicz, NBP governor;

Radio ZET, 28.03 “Growth in 2Q may be better than in 1Q".
“GDP may rise if signals of economic revival in Poland and abroad are confirmed”.
“Year end inflation will probably be around 4%. In May it may fall below 3%".
“There are many regards encouraging being very cautious, not to waste what people are really interested in: the state
close to stability. Nobody wants prices to start rising again.”
“Some effects of earlier rate cuts are already visible. For example loan interest rates begin to decline and the lowest
interest on credits that amounted to 19% in February 2001 — | am referring to corporate credits — now is below 11%.
[...] But on the other hand interest on deposits declines as well.”
“I' may say that neither MPC nor | [...] would consider political pressure as arguments, because we are obliged by
Constitution to make decision on the ground of economic analysis. That's all.”
“There are some signals that might indicate the beginning of recovery. | am especially vigilant here, because there is
always lots of uncertainty. Even in market economies the beginning [of the cycle] is never predicted correctly, because
economy is very complicated. But | may say that during last month there are more positive signs.”
“In normal economy if one forecasts demand growth, it's the indication that one should be cautious with interest rate
reductions.”
“We would like to avoid the situation when rate cuts turned out to be excessive and should be reversed later. It's better
to maintain smooth trend and to lead to a point where no rate hikes are necessary. Although it can never be ruled out,
but it's better to avoid it. And it's one of the factors that calls for caution.”

Jerzy Pruski, MPC member;

Reuters, 22.03 "Retail sales and the business climate show some signs of recovery. Most likely we have reached the trough or even
passed it. However, we do not have quarter-on-quarter GDP data to confirm it."
Puls Biznesu, 29.03 “Effects of previous rate cuts are not fully visible yet.”

“Now we have some inflation stabilisation. We forecast it to stay low in near term. But at the year-end we could see
some rebound — inflation growth. Now the problem is to maintain relatively low inflation rate in long run.”

“[Industrial production] growth proved to be stronger than expected, at the same time we observed very high retail
sales growth. Therefore there are signals that after sharp interest rate reduction on turn of the year we should exhibit
some caution and carefully monitor market situation for some time.”

“I've pointed out many times that government'’s perspective is totally different that MPC view. In all countries all over
the world governments have short-term economic perspective.”

“The fact that budget legislation has come to end introduces nothing new to the macroeconomic scenario.”
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INFORMATION ON THE MEETING OF THE MIONETARY
POLICY COUNCIL ON MARCH 26-27, 2002

The Monetary Policy Council held its meeting on March 26-27, 2002. The Council was submitted the materials prepared by the
Management Board and departments of the NBP as well as information and analytical materials prepared by the Ministry of Finance,
banks and research institutes. On this basis the Council discussed the external conditions of the Polish economy, the situation in the
real sector of the economy and tendencies in the area of wages and social benefits, in public finance sector, money supply, lending
and interest rates and the formation of prices and inflation expectations.

I. External conditions.

1. Within the recent period there appeared data indicating that the boom in the world economy will come faster and it will be stronger than it was expected earlier. It
is good information for the outlook of Polish exports and the development of the economy, but the anti-inflationary impact of the external economic situation may
be weaker than it was expected earlier.

2. In the United States, the purchasing managers index (PMI) in industry rose in February this year to 54.7, the highest level since April 2000, and the index of new
orders exceeded 60. Joined with the biggest since June 2000 rise of industrial production noted last month, the increased level of manufacturing capacity utilization
in industry (to 74.8% from 74.5% in January and 74.4% in December) and the fact that capital goods flows in January this year were significantly bigger than on
average in the 4th quarter last year - it increases the chances of bigger capital investments in the American economy. Due to these data, even though the consumer
confidence index dropped, a high level of household indebtedness and the current account deficit maintained, in March this year the economic growth forecasts in
the United States were increased to 1.3 - 2.6% GDP (from 1.3 - 1.9% a month before). According to the latest data, the consumer confidence index in the United
States rose from 95 a month before to 110.2 in March this year. In 2003, the growth is expected to be at the level 3.5 - 4.4% GDP

3. Despite still poor economic results, in the recent period there have been released the data indicating a future improvement of the economic situation in the euro
zone. After a clear rise in February this year (to 88.5), the German business climate index (IFO) increased significantly again in March (to 91.8) and it reached the
highest level since April 2001. In February this year, the improvement was also noted in case of the purchasing managers index for the euro zone (to 48.6 from
46.3 a month before and 42.9 in October 2001) and the European consumer confidence index. The current forecasts indicate that the growth pace in the European
economy willincrease during the year (from the level close to zero in the 1st quarter to approximately 2.5% in the 4th quarter this year). During the whole year, GDP
in the euro zone will grow this year by 1.1% and in 2003 by 2.9%.

4. In connection with the improvement of the economic situation outlook, as compared to the previous month, the probability of interest rate raises in Poland's external
conditions in the second half of the year increased. Due to the decreasing interest rates difference, the foreign investors' tendency to place their portfolio capital in
Poland may be reduced what would contribute to the weakening of the exchange rate of the zloty or at least counteract its appreciation. The Swedish Riksbank, at
its last meeting, was the first to make a decision to tighten monetary policy.

5. InMarch this year - as a result of the increase of forecasts of the demand for oil connected with better outlook of the economic growth worldwide, the increase of
tension between the United States and Irag and the OPEC decision to maintain the production on the actual level - oil prices on world markets rose to the level of
USD 25 per barrel. This situation prompts to verify upward the actual forecasts of oil prices. The insofar forecasts indicating that the oil price in the first six months
will amount to USD 18 per barrel (now, according to the market forecast average, it will be USD 21) appear to be not actual. This will probably mean the increase
of fuel prices on the domestic market and the reverse of the observed so far halting impact of fuel prices on inflation.

Il. Production, economic growth.

1. In 2001, the economic growth pace amounted to 1.1%. The GDP dynamics decreased in subsequent quarters (from 2.3% in the 1st quarter to 0.3% in the 4th
quarter). The domestic demand decreased by 2% and the demand drop increased in the subsequent quarters (from 1.3% in the 1st quarter to 2.9% in the 4th
quarter). Individual consumption increased in the whole year 2001 by 2.1% and the dynamics of this category grew from quarter to quarter (from 1.5% in the 1st
quarter to 3.2% in the 4th quarter). The main factor that halted the GDP growth was the drop of gross investments in fixed assets that amounted to 10.2% last
year.

In February this year, the sold industrial output was bigger by 0.4% than a year before while its drop by approximately 0.8% was forecasted.

Better than expected data on the sold industrial output joined with:

The results of the research of the economic situation in March this year indicating the improvement of both current and expected in the nearest period demand
and production and the sales of goods by trade enterprises (in March this year, the sales forecasts are not negative for the first time since June 2001);

The data on retail sales (rise by 4.7% in January and by 7.7% in February this year as compared to the same months last year);

Bigger than in February last year revenues from indirect taxes and income tax from legal entities that are the most sensitive to the economic situation;
Better outlook of the economic situation worldwide;

And the fact that full results of interest rates cuts have not been revealed yet can suggest that a gradual economic boom should take place. However, drawing
firm conclusions is premature and one should wait for the confirmation of positive trends in subsequent months.

IIl. Wages, social benefits.

1. The situation on labor market is getting worse constantly - in February this year the unemployment rate rose to 18.1%. In the economic situation survey,
entrepreneurs announced further employment reductions within next months, however, clearly smaller than it resulted from assessments expressed in January
this year. The Government's adoption of the project to make the labor law mare flexible gives hope for a gradual improvement of the situation on labor market. It is
a very important positive part of the Government's program.

2. Within the period January - February this year, average gross wages in the enterprise sector were higher by 5.7% than in the same period last year, and the growth
in real terms amounted to 2.2%.

3. The employment in the enterprise sector lowered in February this year by 0.2% as compared to January. As compared to the period February - January 2001, the
average employment was lower by 5% what in conditions of the increase of average real wages by 2.2% means the drop of purchasing power of total income
generated from the work in enterprises.

4. The average pension and disability benefit in the period January - February this year was bigger by 14.6% than in the same period of 2001 and its purchasing power
increased by 10.8%. The increase on a similar scale is also related to pensions and disability benefits in agriculture. However, joined with:

*  Adrop of the number of pension and disability benefits recipients,
The fact that in the same period last year a single adjusting payment for too low valorization of benefits in 2000 was made,
in the 1st quarter this year a drop of total income generated from pensions and disability benefits is expected.
5. The above mentioned data suggest that in the 1st quarter this year real income at disposal can be decreased. In this situation, a probable relatively high increase
of individual consumption will mean a drop of households' tendency to save. In the next quarters of 2002, a gradual acceleration of the growth pace of income at
disposal is forecasted.

IV. Situation in public finance sector.
1. In February this year, the revenue situation of the state budget improved - tax revenues were higher by 12.7% than a year before. Within the period January
- February, the budget revenues were at the level close to the observed in the same period of 2001 and tax revenues were higher by 3.2%. The budget deficit
accomplishment after February amounted to 34.3% of the limit planned in the enacted Act on the State Budget for the Year 2002.
2. However, according to present forecasts, the economic deficit in 2002 will be maintained at a very high level (5% of GDP) that is close to the level noted in 2001.
3. A big supply of Treasury securities that is necessary to finance lending needs of the budget - a result of a big deficit and small revenues from privatization:
Contributes to maintaining a high level of long-term market interest rates;
Reduces possibilities of financing the development of enterprises;
Results in the inflow of a foreign portfolio capital placed in Government bonds through which it contributes to the appreciation of the exchange rate of the
zloty without the strengthening at the same time of the competitiveness of the economy - unlike direct foreign investments.
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That is why it is necessary to take firm actions to lower the economic deficit of the public finance sector.

V. Money supply, loans, interest rates.

1.

2.

The growth pace of total money supply (M2) on the twelve-month scale lowered to 11.4% from 12.3% in January this year. According to the analyses made at the
NBP the money supply dynamics exceeding 10% in countries where inflation is low was a very rare phenomenon.

Cash in circulation (except the banks cashiers desks) increased in February this year by PLN 1.2 billion (by 3.2%) as compared to the amount at the end of January.
The annualized dynamics increased from 15% in January this year to 16.7%. The reasons of this phenomenon and its possible impact on inflation require a further
detailed recognition.

A further drop (from 9.6% in January this year to 7.9%) was noted in case of an annual growth pace of PLN-denominated deposits of individuals.

In January and February this year, a monthly growth pace of PLN-denominated bank deposits is decidedly smaller than in the same periods in previous years. The
available information indicates that a lower dynamics of bank deposits this year is not connected with putting the funds into alternative forms of saving - the growth
of investment funds assets and the volume of sold bonds returned to the level noted before November last year.

The dynamics of foreign currency deposits of households increased to 16.8% from 16.3% a month before. However, the growth of foreign currency deposits amount
converted into PLN took place while there was noted a drop of these accounts balance as converted into USD and it resulted from the depreciation of the exchange
rate of the zloty.

In February this year, the dynamics of lending to individuals increased from 14.4% in January this year to 14.7%. The growth pace of lending to businesses on the
twelve-month scale lowered from 5.2% to 4.7% in February this year.

A big shortage of budget revenues with small revenues from privatization results in the increase of lending needs of the public sector. In February this year, the
budget sector net debt in the banking system increased by 3.2% and the twelve-month dynamics amounted to 50%. February was the consecutive month of the
increasing role of the budget sector in total money creation. The relationship of the net debt of the budget sector and M2 increased from 15.4% in February 2001
and 20.3% in January this year to 20.7%.

In February this year, as a reaction to the cut of basic interest rates of the NBP in January, banks made considerable adjustments of interest rates on deposits and
loans. An average interest rate on PLN-denominated deposits of individuals was reduced from 7.7% in January this year to 6.6% (the smallest changes were made
in case of the interest rate on savings and settlement accounts - ROR). The interest rates on consumer loans to individuals were considerably reduced - on average
by 1.6 percentage point and it was the biggest cut since the beginning of 2001. The scale of reduction of an average interest rate on loans to businesses was
close to the one noted in January this year and it amounted to approximately 0.5 percentage point. During recent year, the differentiation of interest rates on loans
offered by commercial banks increased: in February 2001 the interest rate of a one-year loan to businesses was within a range 19.4 - 24.4%, while in February this
year from 10.9 to 20.7%.

The recently observed tendencies in monetary aggregates:

*  Maintained high growth pace of money supply,

Drop of a deposit dynamics,

Growth of the dynamics of cash in circulation,

can make it difficult to stabilize and lower inflation further in future.

*

*

VL. Prices, inflation expectations.

1.

The consumer price index on the twelve-month scale in February this year amounted to 3.5%, i.e. slightly above the amount noted last month (3.4%). The CPI
growth was affected the most by the growth of prices connected with the apartment lease and energy carriers, and halting impact on inflation was made by prices
for clothes and footwear and mainly dropping prices for fuels.

During next several months, a further drop of consumer price index is probable. The lowest level should be achieved in May this year what will result from the
so-called base effect, i.e. an exceptionally big growth of prices in May 2001 that mainly resulted from the disturbances in the seasonal nature of fruit prices and
a considerable increase of prices for medicines and phone subscription fees. The actual forecasts provide for a gradual growth of the consumer price index in the
further part of the year.

In February 2002 - as compared to January - the majority of annualized core inflation measures lowered and the "net" inflation (excluding foodstuff and fuel prices)
was maintained at the level observed a month before (4.7%):

* 15%-cut average from 3.5% to 3.2%;

*  inflation excluding the controlled prices from 3.2% to 3.1%;

inflation excluding the most variable prices from 2.9% to 2.8%;

inflation excluding the most variable and fuel prices from 3.4% to 3.3%.

The formation of the "net" inflation measure over the CPI confirms the statement of a favorable impact on inflation of groups of goods that are excluded from this
index, i.e. foodstuffs and fuels. A tendency to drop of the remaining core inflation measures indicates, however, that the observed drop of inflation is related to all
major groups of consumer goods and services and it is not caused only by potentially temporary factors.

In February this year, the sold industrial output prices were higher by 0.1% than a year before. In the 4th quarter 2001, a decreasing tendency of the sold industrial
output prices was maintained, but in January 2002, these prices remained at the same level as in January last year.

Changes that took place in the structure of answers to the questions of Demoskop survey in March this year indicate a further, although very slight, improvement
of individuals expectations concerning the future inflation. On one hand, after a clear drop a month before, the percentage of individuals forecasting that the prices
will grow faster than now slightly increased. On the other hand, a group of peaple expecting that in 12 months' time prices will be lower than now increased. It
should be remembered, however, that the observed improvement and then stabilization of a favorable structure of inflation expectations took place in the situation
of a gradual drop of inflation. There is a risk that if inflation impulses appear they can lead to a fast reversal of this favorable tendency for future inflation.

The inflation rate expected by bank analysts both in December this year and in the 11-manth horizon was maintained at the level noted a month before (4.6%).

*

*

VII. Decision of the Monetary Policy Council.

1.

Within a recent period:

*  Inflation is maintained at a relatively low level;

Core inflation measures lowered further indicating that a lower inflation does not only result from a favorable formation of potentially temporary prices,
however, indisputable is a positive impact of a smaller growth of foodstuff prices and a drop of fuel prices;

Favorable for future inflation is a stabilization of inflation expectations of both bank analysts and individuals; in case of the latter, it should be remembered
that favorable changes in the structure of expectations took place in the situation of decreasing inflation and the reversal of this tendency is possible at the
moment when inflation impulses appear.

In favor of prudence in monetary policy are the following:

*  The fact that full results of interest rates cuts by 9 percentage points in total made since February 2001 to January 2002 have not been revealed yet;

The formation of monetary aggregates, especially the drop of the dynamics of deposits, the increase of the dynamics of cash in circulation, maintained high
pace of money supply growth what may make it difficult to stabilize and lower inflation further in future;

Arisk of conducting of a too loose fiscal policy and an unfavorable impact of this situation on future economic processes, including inflation processes;

An improvement of the outlook of the economic situation worldwide, which, although favorable for Polish exporters and the economic growth, means a
smaller than earlier forecasted anti-inflation impact;

Information that may suggest a gradual boom in the economy;

The observed in March this year increase of oil prices on the world markets and the improvement of forecasts for these prices formation what will probably
lead to the increase of fuel prices on the domestic market.

*

*

*

Considering these arguments, the Monetary Policy Council decided not to change interest rates of the NBP and to maintain its
neutral position in monetary policy.

IX. The next meeting of the Monetary Policy Council will be held on April 24-25, 2002.
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Government and politics

B Support for the government decreased
considerably in March...

B ...which raises a question about the political
backing for socially unpopular reforms

B ...the more so that the trade unions announce
severe protests shortly

Support for the government decreased in March
According to OBOP (opinion poll agency), in March, the
social support for the Government dropped. 25% of
respondents supported Leszek Miller's Cabinet, and
63% of respondents expressed negative opinions in this
respect. The Prime Minster is perceived better than the
entire government, however, for the first time since the
elections, there were more negative assessments (40%
against 39% npositive ones). This popularity ranking is
certainly under a big influence of a number of events,
which took place in March. Here, we mean, e.g. capital
gains tax, which became effective as of 1 March, a
reduced list of refunded medicines, which raised a lot of
fuss in the media as well as the governmental plans to
reduce the possibility of simultaneous employment and
collection of a pension.

However, even taking into account these factors, a clear
trend of losing support by the SLD-UP-PSL government
really fast is visible. And 11 April will face the trade unions’
protests against the planned liberalisation of the labour
code, which will be another blow to the government
popularity. Therefore, a crucial question arises, how long
the government will want to follow the reform path. We
would like to remind that the discussion on the next years
budget is not yet started and according to our estimates,
cuts in social expenditures in the next year budget will
have to be deeper than those executed by the finance

Do you support the actions of the SLD-UP-PSL govei

%
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Jan 024
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— |68 —no
Source: 0BOP

minister in 2002. And now, let’s look at all this in the
context of September local government elections ...

Events on the political scene, the labour code and
the NBP act

In March, the political scene was dominated by a few
events: closing two politically sensitive chapters in
negotiations with the EU, the issue of combining pensions
and salaries by old age pensioners, a list and limits on
refunded medicines as well as the government proposal
on the amendment of the labour code. As usual, there was
also a heated discussion on the MPC issues.

It seems that in the first half of April, the amendment
of the labour code will be the hottest issue. After
the failure of talks in the Tripartite Commission, the
government submitted their draft for the Sejm (Lower
House) discussion, however, the trade unions do not
agree with numerous provisions of this draft. In particular,
they protest against the possibility of terminating group
contracts and cheaper overtime hours. They also question
a thesis, obvious for economists, that a greater flexibility
of the market will allow to reduce the unemployment,
especially, the one, which is most socially painful, i.e. a
long-term one.

0PZZ announced protests for 11 April. Also Solidarno  will
be protesting towards the end of April. How sad is our
Polish reality! In countries which succeeded in reducing
the unemployment (Ireland, The Netherlands, Spain), the
trade unions signed treaties with social partners, agreed
to make the labour market more flexible (in particular, for
young people) and to reduce payroll demands. In Poland,
unfortunately, the trade unions do not show such a will and
it is not possible to implement reforms in the atmosphere
of a social conflict.

Maybe, in the latter half of April, the issue of the NBP
act amendment will come back. For the time being, the
draft designed by the PSL-UP was submitted to the Sejm
European Commission to be checked for its compliance
with the union law. We are not worried about the monetary
policy target. In the EU, the central bank’s objective is
primarily to focus on low inflation, other objectives are of
secondary importance. However, the issue of increasing
the MPC headcount is probably not contradictory with
the union law, although this proposal, in turn, seems
unconstitutional. This way or other, the debate over the
amendment to the NBP act can again stir up emotions on
the market and impact the valuation of financial assets.
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Commentaries of the government members

The representatives of the government attach increasing importance to the issue of the unemployment, perceiving emerging threats, especially, the
upcoming demographic boom generation. The suggested solutions, however, do not ensure them the social support, which was confirmed by the last
polls. The attacks of the governing coalition against the Monetary Policy Council are continued. PSL and Unia Pracy aim at amending the NBP act. SLD
also criticises the MPC, demands a reduction in interest rates (even by 5 percent), however, they are afraid of introducing legal changes, perceiving
related threats (e.g. a sudden fall in the zloty rate). The markets are being calmed down by President Aleksander Kwasniewski, who promises to protect
the constitution and veto an act, which would significantly change the role of the MPC.

WHO? WHERE? WHEN?  QUOTE

Jerzy Hausner, labour minister;

PAP Reuters, 4.03 “Jobless rate may rise to 19.7-19.9 percent later in the year, when dole queues are lengthened by school graduates.”
"The business climate is still weakening and nothing indicates that this trend could revert soon. It means that
unemployment forecasts that were presented to MPs last week are real.”

“Even with 1% GDP growth this year it would be hard to reduce unemployment. Government doesn’t want to allow
for pessimistic scenarios realisation. Therefore we have to fight unemployment forcefully by creating new jobs and
realisation of graduate aid programme.”

“Government considers partly limitations for pensioners’ employment, to let unemployed find new jobs.”

“In February unemployment rate increased to 18.1%. It is consistent with annual cycle. | hope that March will be the firs
month when unemployment rate would decline slightly, but it would be transitory.”

“In subsequent months we should see a seasonal improvement on the labour market.”

“I'hope that since autumn unemployment would stop rising.”

PR 3, PAP 20.03 “March is likely to be another month of rising unemployment, unemployment rate will rise to 18.2% by the end of the
month.”

Aleksander Kwasniewski, President;

Radio ZET, 5.03 “I' warn against conflict between MPC and government. Responsibility for this situation is on both sides, also on central
bank.”

“I' will guard constitutional order.”
“A law that would significantly change the rules of operation of the MPC is wrong and | would nat support it.”

PAP 14.03 .Ustawa, ktdra by istotnie zmieniala zasady dziafania i ksztatt dziatania Rady Polityki Pienigznej jest biedna i jej popiera¢
“We need good cooperation between government and MPC in order to support Polish economy.”

“I think that discussion over NBP charter and possible change of MPC shape would only be problem for economy and
entrepreneurs rather than being helpful.”

“It would contribute to building conflict and will make MPC more hesitant with [interest rate] decisions.”

PAP 27.03 “It would be wrong to see again the following scenario: no rate cut and then discussion about the role of the central
bank”.
“I do not change my view. Central bank position is guaranteed in the Constitution, and | will remain a guardian of the
Constitution”

Marek Dyduch, SLD general secretary;

RMF FM 5.03 Q: “How deep should MPC lower rates to make SLD back off from motion support?”

A: "Around 5 percent. Lowering by 1 percent causes that banks don't react.”
Zbigniew Kuzmiuk, head of PSL caucus;

Rzeczpospolita 14.03 “If after analysing first quarter revenues government sees budget revenues as insufficient, excellent source of additional
revenue will be import tax, that would improve budget liquidity significantly.”
PAP 27.03 “We have no other way than to demand from Sejm speaker to put the motion [central bank charter amendment] on the

agenda. | don't know whether it would be possible already on the firs Sejm session after the Easter, but it should be
possible during next session.”

“It's already three months since we've submitted the bill. Although the Speaker has six months to put the motion on
the Sejm’s agenda, but it is high time we proceeded.”

“I'hope that UP will be determined about this subject as well. Just after the Easter we'll meet UP caucus leader Janusz
Lisak and we'll discuss this issue.”

Marek Belka, deputy PM, finance minister;

Reuters, PAP 14.03 “Zloty remained strong during last year because due to privatisation process, i.e. in telecom, foreign capital kept flowing.
Therefore now we can expect some natural weakening.”
“From exporters’ paint of view [zloty] weakening by several percent would be profitable and safe.”
'(’jHowgver | wouldn't be too optimistic on exporters” place, because zloty weakening could be not very strong, not too

eep.

“One can enter ERM2 with market or some other exchange rate. One of the options is zloty devaluation. Today we
cannot change the floating exchange rate mechanism, but one could imagine a limited intervention system”.

PAP 27.03 “After three months we have some surplus in the budget in comparison with the plan”.
“I hope that 2H will be better. First quarter may look because of significant increase of inventories. But the trend could
reverse in the second quarter”.
“In Poland we presently experience deep deflationary disequlibrium, which is exhibited by inflation and the current
account deficit”.
“We see a snowhballing disinflation”.

Jacek Piechota, economy minister;

PR3, 14.03 “The resolution doesn't breach central bank or MPC independence, it doesn't change legal or constitutional regulations.

But the parliament has the right to express its view whether MPC supports government’s strategy and economic
recovery with its decisions, and we need this economic recovery very badly.”
“I think that everything suggests it [that MPC will cut rates sin short time] and | think that MPC must consider that it's
still hard to talk about economic recovery, our exporters’ profitability declines sharply. [...] Therefore MPC must consider
all these facts, although — | must admit — it must also consider that polish companies’ debt today is mostly foreign
currency denominated.”
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“Increasing labour market elasticity is another element crucial in our opinion for economic recovery, especially for small
and medium companies. The problem is that trade unions don't represent this [SME] sector. [...] Meanwhile 50% of
GDP is created in SME sector.”

Leszek Miller, PM;

TVP1, 19.03 “Government can't wait. Unemployed can't wait either. Therefore the cabinet has decided to submit [labour code]
amendment to the parliament. Delaying it would be irresponsible.”
“During last four years in Poland economic growth rate declined fourfold and the number of unemployed increased by
over million people. It's one of the most visible dramatic consequences of right wing government.”

Jarostaw Kalinowski, deputy PM, agriculture mininster;

PAP 19.03 “EC’s proposals are against fundamental principles of single market. Their major disadvantage is huge diversity between
the level of support for agriculture in single market conditions.”
“Because of this Polish farmers would have been crowded out from the market not because they would be less efficient,
but because their competitors would receive financial support from EU budget.”
“Even temporary differentiation between competition conditions could lead to permanent effects i.e. loss of market
share and deepening of technological gap.”

Marek Pol, deputy PM, infrastructure mininster;

PAP 27.03 “Information that MPC sticks to its restrictive policy is a bad information not only for the government, but for all of us.”
“It's the information that zloty will remain overvalued and loans will be still among the most expensive in Europe. Those
factors that should stimulate Polish economy — better availability of credit and better export conditions — would not
have effect still.”

“The target is at 5%. Present MPC actions maintaining restrictive monetary policy are made amid much lower inflation
rate.”

“In countries where central banks react normally in such circumstances, rates usually go down, sometimes very sharply,
sometimes even to negative real levels.”

“Here central bank interest rates remain very high which with certainty causes credits to remain extremely expensive.”

Marek Sawicki, PSL deputy head;

Reuters, Rzeczpospolita, 28.03 “The MPC continues to be stubborn. We believe it is contradicting its agreement with the government and are
convinced the speaker of parliament will push forward the proposed legislation.”

“PSL considers fast real interest rate reduction as one of its major objectives in ruling coalition with SLD-UP”

Janusz Wojciechowski, Sejm deputy speaker;

Gazeta Wyborcza, 28.03  “MPC in its comments leaves no doubts that one should not count for change of its restrictive monetary policy.”
“Even if they cut rates now, we wouldn’t have backed form it [NBP charter amendment]. We just want to set MPC
objectives differently”

Marek Borowski, Sejm speaker;

Polskie Radio, 28.03 “First of all, MPC decision is disappointing indeed and | share the view of all those who say something like that.”
“Nothing would happen immediately if interest rates were cut. [...] Maintaining rates unchanged for two months is — |
want to make it gently — too cautious. It's difficult to understand.”

“MPC makes decisions to some extent by the rule: we criticise us, then we show that we don't bow to the political
pressure and we do it differently."

“Today majority of serious economists do not understand MPC policy. It cannot be explained by any solid argument.”
“One have to consider all the time whether the cure to be applied, like e.g. the central bank charter amendment, would
not be more dangerous than the sickness itself.”

“INBP charter amendment] is the extreme measure that could be undertaken when everybody around are aware
that there is no possibility to communicate, that we are heading for a fall. Then if there is such assessment [...] and
furthermore the consequences of such decision are analysed, because different consequences have to be considered.
I'm not talking about legal consequences, but about economic consequences. [...] Today many companies have foreign
currency debt. Consequences of abrupt foreign exchange adjustment have to be calculated. Exchange rate adjustment
is necessary, but not very sharp. [...]"
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Market monitor

B The zloty remains strong

B Quite on the market, small range of daily
exchange rate fluctuations

B Stabilised zloty rate in the range of PLN 4.10-4.15
per USD

m The weakening will occur only after the rate
reduction in May or in June

m New financial instrument: 20Y bonds
m Rising spread between 2Y and 5Y bonds

m Fall in demand for Polish bonds

Recently, the zloty rate has been stable
Recently, there is not much happening on the Polish fx

market. The zloty remains strong and relatively stable,

the range of its daily fluctuations is very small, usually
not exceeding PLN 0.02. Almost for a month, the Polish
currency has ranged in the band 4.10-4.15 against the
dollar with a slight tendency to firm up. Only when slightly
higher levels were hit and foreign currencies became a
little more expensive, investors immediately availed of the
situation to sell them. On the other hand, the barrier of 4.10
per USD represented for the zloty a very strong resistance
level, which defended itself throughout the entire second
half of March. Only at the beginning of April, just before the
auction of the treasury bonds, there was a break through
and strengthening to 4.09 per USD. However, it is not out of
question that this movement will turn out to be temporary
as, in comparison with the situation before the previous
auctions, this time the strengthening of the zloty was

rather small, parallel to the demand for the Polish securities.

Therefore, in the near future, the zloty can again return to the
band of PLN 4.10-4.15 per USD and stay within it until the
moment when other factors emerge, which would resultina

movement in any direction. If nothing special happens, then,

only the reduction in interest rates by the Monetary Policy
Council can turn out such a factor. It should bring about the
weakening of the Polish currency. In our assessment, it will
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not occur in April but in May or even only in June, when the
MPC sees an inflation fall in May below 3% YoY.

The first auction of 20Y bonds in April

The April auction of 10Y bonds was cancelled and instead
the ministry will issue 20Y bonds at 5.75% fixed rate. The
auction will take place on 17 April, and the supply will be
announced before 15 April. It seems that pension funds
and foreign investors playing on convergence will finally get
what they wanted — duration. Certainly, liquidity is required
for these bonds (called WS0922) to become a serious
instrument. Therefore, we will not be surprised seeing an
offering in excess of PLN 1bn. Another 20Y bond auction will
take place at the turn of the 2nd quarter. In April, the finance
ministry will make the payment of interest and principal
instalments of the domestic debt of PLN 6.8bn.

Yield curve up, spread 2Y - 5Y rising

During the last month, the yield curve moved up in the
sectors from 6M to 3Y and in the 10Y term. In the case of
3M bills, the yields dropped by 5 basis points, and yields
on 4Y and 5Y remained stable. The spread between 2Y
and 5Y securities amounts already to 35 basis points now,
whereas, when at the beginning of February, the curve
was here ideally flat. This results from smaller investors’
interest in 2Y securities as they prefer to buy shorter and
higher yield treasury bills, projecting further interest rate
reductions this year. Moreover, in March, the structure
of 2Y and 5Y securities supply differed from the one in
February (respectively PLN 2.0 and 1.8bn against PLN 2.0
and 2.9bn in the previous month), which also impacted the
curve shape.

Yield curve
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Fall in demand for Polish bonds

These trends were continued at the April auction. This time
the supply of 2Y bonds was considerably higher than 5Y
ones (PLN 2.5bn against PLN 1.2bn). However, it turned
out that the demand on the market was significantly lower.
Investors” demand was only PLN 2.03bn of 2Y bonds. In the
case of 5Y bonds, the demand was higher than the supply but
at the same time was not too high — PLN 1.93bn, whereas
the offering was PLN 1.2bn. Finally, PLN 1756.5bn worth of
2Y bonds was sold as well as all offered 5Y securities. The
entire demand, which in the first three months this year was
on average PLN 10bn, did not reach PLN 4bn this time.
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As it is shown in the graph, such a low ratio of the supply
to demand (in the case of 2Y bonds, it was 77%) is very
rare and it occurred only in November 2001 and to some
extent in January 2000. Simultaneously, the trend was in
the course of changing at that time. After a poor auction
in January, the yields started being bearish on the bond
market, which continued over the entire 2000. November
2001, in turn, ended a good “bullish” trend on the market,
commenced in August 2001. Although the yields continued
a fall over the two successive months, it was an opportunity
to take profits rather than make further purchases.

Therefore, the results of the last auction raise the question
if a more serious problem has emerged and the finance
ministry will start feeling the limitations in the possibility
of financing the deficit in the coming months, or whether it
was only a one off effect arising from longer holidays after
Easter. The yields on the April auction raised considerably,
reaching 9.496% / 9.446% (max/average) for 2Y securities
and 9.231% / 9.204% for 5Y ones. It appears that the
finance ministry rejected all the purchase offerings, which
would force them to accept the yields above 9.50% in the
2Y term. The breaking through of this limit might open the
way towards 10% for 2Y bonds, which is in line with the
recently revised expectations for the interest rate reduction.
At present, the markets are again giving a serious thought to
whether we are witnessing the end of the loosening cycle or
whether still there is some room for an adjustment.

Certainly, the consensus as well as the NBP forecasts
indicate an inflation fall in May below 3%, which will support
the bond market. However, everybody knows that it will be

for final conclusions, especially before the 20Y bond auction
scheduled for 17 April. Maybe pension funds would decide
to reduce their demand for 2Y bonds and wait for the auction
of 20Y securities. It should also be taken into account that
signals of the coming revival make the expected earnings
per share rate more attractive in relation to bonds, with the
assumption that stock exchange companies will participate
in this revival.

Our dealers are now more and more inclined towards the
scenario of stabilisation in the coming days or even weeks.
And they can be right as long as the annual inflation and
the current account deficit against the GDP stay below the
levels of 4%. However, both these figures should exceed
this limit in the second half of this year. It seems that the
bond market will not offer a too high yield this year; on the
contrary, there is a high risk of losses in its second half.

T-bill auctions in March and April 2002 (PLN m)
OFFER (SALE)
Date of auction
13-week 26-week 52-week total
04.03.2002 - 400 (400) 800 (800) 1200 (1200)
11.03.2002 - 300 (300) 900 (900) 1200 (1200)
28.03.2002 - 200 (200) 1000 (1000) 1200 (1200)
25.03.2002 100 (100) - 1300 (1300) 1400 (1400)
29.03.2002 100 (97.52) - 1000 (1000) 1100 (1097.52)
total 200 (197.52) 900 (900) 5000 (5000) 6100 (6097.52)
08.04.2002 100 - 600 700
15.04.2002 100 - 700 800
22.04.2002 - 100 900 1000
total 200 100 2200 2500

Source: Finance Ministry
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T-bond auctions in 2002
month 1st auction 2nd auction
date  T-bonds offer (PLNm) sale (PLNm) T-bonds offer (PLNm) sale (PLN m) date T-bonds offer (PLNm)  sale (PLN m)
January 0901 0K1203 2800 2800 PS1106 1900 1900 1601 DS1110 1800 1800
February 0602 0K1203 2000 2000 PS1106 2900 2900 1302 DZosM 500 4955
March 0603 0K1203 2000 2000 PS1106 1800 1800 2003 DS1110 1400 1400
Apii 0304 0K0404 2500 17565 PS1106 1200 1200 1004 WS0922 - -
May 0805 0K0404 - - PS0507 - - = - - -
Juni 0506 0K0404 - - PS0507 - - 12,06 - - -
July 0307 0K0404 - - - - 1707 DS1110 - -
August 07.08 0K0804 - - PS0507 - - 14.08 - - -
September 0409 0OK0804 - - PS0507 - - 1809  DS1110 - -
October 02.10 0K0804 - - PS0507 - - 09.10 - - -
November 06.11  0K0804 - - PS1107 - - 2011 DS1112 - -
December 04.12  0K1204 - - - - - 11.12 - - -

Source: Finance Ministry
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International review

B Economic recovery in US and Euro-zone is
coming

B |Interest rates unchanged, but Fed turned its
stance for neutral

W Activity indicators still rise

W Increase in oil prices

Eurozone GDP declined 0.2% QoQ and increased 0.6%
YoY in 4Q01. These figures were consistent with market
expectations. Investments contracted by 0.8% and
consumption increased only by 0.1%. Eurozone export
declined 0.9% in 4001 and import was lower by 1.1%. GDP
figures for whole European Union reached —0.1% QoQ and
0.8% YoY. In European Commission’s opinion slowdown
in European economy has already finished, although the
recovery would come only gradually. ECB economists also
consider 4Q01 to be the lowest point of economic cycle.

US GDP growth reached 1.7% in 4Q01 — correction from
previously released 1.4% (first release showed only 0.2%).

GDP growth in US and Euro-zone Qo0
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According to International Monetary Fund world economy
avoided recession and will start to accelerate now. The
Fund says economic recovery in Europe will start later
and will be weaker than in the US. IMF estimates US GDP

growth this year at 1.4% and for 2003 it forecasts 3.8%.

Japan is expected to remain in recession this year and
recover to 0.8% next year. Eurozone economic growth
is forecasted at 1.2% in 2002 and 2.8% in 2003. World
economy should expand 2.5% this year.

At the same time ECB said that European economy has
already hit the bottom and would return to high growth
rate by the end of this year. According to ECB estimates

long term growth potential should be reached in this period,

amounting to 2-2.5% per annum. ECB also reiterated that
inflation rate remains under control in Eurozone and it
should fall below target 2% level fairly soon.
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Last European Commission’s report said that world
economy is about to recover. Despite this the Commission
does not see inflation getting out of control. Among the
risks that can reduce global growth prospects Commission
mentioned indebtedness of US consumers, bad economic
situation in Japan, crisis in Argentina and the risk of rising
oil prices.

In line with expectations Fed left interest rates unchanged
on its last meeting on 19 March. Federal Funds Rate
remains at 1.75%. Monetary policy stance has been
changed to neutral, indicating that easing cycle has
already finished and in several months time one could
expect interest rate hike. Most polled analysts now expect
Fed to raise rates in June.

US inflation rate reached 0.2% MoM in February, in line
with market expectations. Annual inflation rate remained at
1.1% YoY. Eurozone inflation in February was slightly lower
than suggested by preliminary estimates and reached 0.1%
MoM, 2.4% YoY. In March inflation in EMU increased to
2.5% YoY, while a fall to 2.3% was expected.

Inflation in US and Eurozone YoY
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ECB said that Eurozone M3 growth decelerated to 7.4%
in February from 7.9% in January. Forecasts pointed to
7.6% on average. Three-month moving average declined
to 7.8% from 8.0% last month. ECB's target level that
does not increase inflationary pressure is 4.5%. According
to ECB excessive money growth is the result of portfolio
investments inflow amid uncertain global economic
situation.

Durable goods orders in US economy increased 1.5% MoM
in February while in previous month it grew 1.3%. Markets
expected the figure to be close to 1%.

Inventories in American companies increased 0.2% in
January after 0.5% decline in December. At present stage
of economic cycle it might suggest that companies prepare
for expected demand growth.

US industrial production increased 0.4% MoM in February.
Figure was stronger than expected. It was the highest
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monthly growth since June 2000. Capacity utilisation in
American manufacturing companies increased to 74.8%
from 74.5% in January. Producer prices increased 0.2%
after 0.1% rise in January. Core PPl inflation rate excluding
food and energy remained stable.

IFO index of German business sentiment increased for the
fifth consecutive time, reaching 91.8 points in March from
88.5 in February. Furthermore for the second time in a
row the improvement was much stronger than expected
(market forecasted 90.4 points). Reaching the highest level
in 11 months IFO gave clear signal that European largest
economy is recovering from recession. Nevertheless
March improvement was almost entirely the effect of
better expectations for the future.

German IF0 index

107

0 ~\

EE=EsSE23ZE&855=E=5585=E&8585%58°3E¢&-5

Source: Reuters

Eurozone PMI index reflecting business activity in EU12
countries increased in March for the fifth consecutive time,
reaching 50 points (from 48.6 in February). The level of
50 was reached for the first time in 12 months. Markets
expected that index could be even higher and reach 50.2
points.In March US consumer confidence index surged to
110.2 from 95 (revised down) recorded in February. Market
expected a rise to 98.8 points. March figure is the highest
since August last year and the improvement is driven both
by expectations for the future and the assessment of
present situation.

University of Michigan consumers’ confidence index
increased to 95.7 in March from 90.7 in February, giving
yet another signal of American economy revitalisation.

ISM institute provided more evidence that US economy
rebounds from recession that never happened. ISM
index (former NAPM) rose in March to 55.6 from 54.7
versus market expected 54.3. ISM said that producers
start seeing more pricing power and some of the stalled
capacity is being put back to use. ISM also said that after a
period of low energy prices they were becoming a concern
again.

Activity indicators in US and Euro-zone
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OPEC countries intend to maintain present output limits
in first half of 2002. Their aim is to keep oil price in the
target band of 22-28 US$ p/b. Output growth is expected
only when world economy accelerates, stimulating global
demand for fuels and pushing up prices.

Due to the conflict between Israel and Palestine, Iraq called
on all Arab states to approved use of oil weapon and the
call was backed by Iran which said that it would be a very
effective method to force Western states to force Israel out
of Palestine. While other Arab states said using oil weapon
was unlikely, it appears that a period of significantly higher
energy prices is ahead of us. Brent price exceeded US$27
p/b and in the US oil futures broke the level of US$28 for
some time, the highest level since August last year. Crude
oil price surged nearly 24% MoM in March and hiked by
additional 7-8% in first two days of April. Now you can
compare this with retail fuel price changes on Polish
market and see that there is still a big potential for further
hikes, especially if zloty somewhat looses its strength amid
diminishing market expectations for rate cut in April and
growing political tension around central bank. According
to data reported by Reflex (brokerage house monitoring
fuel market in Poland) retail fuel prices increased ca. 2.6%
MoM in March on average, while the increase amounted
to 5% MoM in last week of March.

Brent oil price
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What's hot this month

Monday

1 April
Easter Monday
USA: ISM (Mar)

POL:

15

POL:
POL:
POL:
POL:

ITA:

22

POL:
POL:

29

T-bill auction (PLN 700m)

T-bill auction (PLN 800m)
Inflation (Mar)

Budget deficit (Mar)

Wages & employment (Mar)
Industrial output (Feb)

T-bill auction (PLN 1.0bn)
Unemployment (Mar)

Tuesday

2

EMU: PMI (Mar)

EMU: Inflation preliminary (Mar)
USA: Factory orders (Feb)

GER: Unemployment (Mar)

16

GER: Industrial production (Feb)
ITA:  Inflation final (Mar)

USA: Inflation (Mar)

23

30

POL: Balance of payment (Mar)
EMU: Inflation preliminary (Apr)
EMU: Unemployment (Mar)
EMU: Retail sales (Feb)

Wednesday
3

POL: T-bond auction 0K0404 & PS

1106 (PLN 2.5 and 1.2bn)
EMU: Business climate (Mar)
EMU: Economic sentiment (Mar)
EMU: Unemployment (Feb)
EMU: Producer prices (Feb)

10

17
POL: T-bond auction WS0922
EMU: Inflation final (Mar)

24
POL: MPC meeting
FRA: Inflation final (Mar)

1 May
Labour Day

Thursday

4

EMU: ECB meeting

EMU: Industrial output (Jan)
EMU: Retail sales (Jan)

1
EMU: GDP (40)

18

POL: Industrial output (Mar)
POL: Producer prices (Mar)
POL: Business climate (Apr)
EMU: Industrial output (Feb)

25
POL: MPC meeting (decision)
GER: IFO business climate (Apr)

2
ITA:  Inflation preliminary (Apr)

Data release calendar

April 2002

Friday

5

POL: Food prices (2H Mar)
GER: Industrial orders (Feb)
USA: Unemployment (Mar)

12

POL: Money supply (Mar)
FRA: Inflation preliminary (Mar)
FRA: Industrial output (Feb)
USA: Producer prices (Mar)
USA: Retail sales (Mar)

19
EMU: Foreign trade (Feb)

26
POL: Food prices (1H Apr)
EMU: Money supply (Mar)

3

Constitution Day
EMU: Economic sentiment (Apr)
EMU: Producer prices (Mar)
USA: Unemployment (Apr)

Source: CSO, NBP, Finance Ministry, Reuters

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
MPC meeting 2930 2627 26277 2324 2829 25260 30-31° 2728 24-2%* 29307 2627 171@
CPI 15 15 15¢ 15 15 17 15 160r19 16 15 15 16
PPI 18 19 18 18 20 19 17 20 18 17 20 18
Industrial output 18 19 18 18 20 19 17 20 18 17 20 18
Gross wages, employment 15 14 14 15 17 18 12 14 13 14 18 13
Trade About 50 working days after reported period
Balance of payments 31 28 28 30 29 28 31 - - - - -
Money supply 14 14 14 12 14 14 12 - - - - -
NBP balance sheet 7 7 7 5 7 7 3 - - - - -
Business climate indices ~ 7¢ & 22 20 20 18 21 19 18 22 19 18 21 19
Food prices, 1-15 - 8 & 27 27 26 27 27 26 27 27 25 27 30
Food prices, 16-30 3 8 8 5 7 6 5 6 6 7 6 6

a) according to the preliminary schedule, b) preliminary data, c) final data (January, February), d) December 01, e) January 02, 1) February 02

Source: €SO, NBP
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Polish y and
b= = S S b= S S S s b= b= S S S S
forecast

GDP % YoY X 23 X X 0.9 X X 0.8 X X 0.3 X X 1.5 X
Industrial output % YoY 00 33 38 04 47 15 09 -37 18 -1.0 -48 -14 04 -28 5.6
Retail sales*** % YoY -0.2 0.1 1.9 43 0.2 1.5 3.0 1.3 5.8 2.4 2.4 47 1.7 X X
Unemployment rate % 159 161 160 159 159 160 162 163 164 168 174 180 181 182 180
Gross wages** % YoY 1.7 7.9 5.2 8.8 49 8.0 6.9 6.2 7.8 6.6 5.3 5.7 5.5 5.3 5.1
Exports (acc. to NBP) USDm 2392 2614 2559 2472 2477 2556 2616 2287 2778 2555 2540 2308 2202 2312 2381
Imports (acc. to NBP) USDm 3116 3522 3269 3638 3379 3382 3635 3176 3953 3509 3430 3418 2978 3425 3390
Trade balance (acc. to NBP) USDm  -724 -908 -710 -1166 -902 -826 -1019 -889 -1175 -954 -890 -1110 -776 -1113 -1009
Current account USDm  -463 -751 -520 -737 -948 -287 -354 -304 -838 -417 -500 -847 -789 -735 -774
Budget deficit PLNbn -120 -151 -184 -204 -187 -194 -21.0 -218 -246 -27.7 -326 69 -140 -180 X
Inflation (CPI) % YoY 66 6.2 6.6 6.9 6.2 52 51 43 40 36 36 34 35 34 32
Producer prices (PPI) % YoY 4.1 3.8 3.4 2.3 09 0.6 1.0 07 05 -10 -03 0.0 0.1 0.8 1.1
Money supply %YoY 146 149 140 135 80 135 146 143 130 121 137 123 114 94 96
Deposits %YoY 171 168 161 155 91 154 163 155 137 124 139 120 108 9.1 9.0
Credits %YoY 156 146 127 113 50 116 11.7 107 8.7 8.4 76 73 7.0 7.0 12
USD/PLN PLN 409 406 402 398 397 419 425 422 413 409 401 406 419 414 415
EUR/PLN PLN 377 370 359 349 339 360 382 38 374 364 358 359 364 363 363
Intervention rate* % 19.00 17.00 17.00 17.00 1550 1550 1450 1450 13.00 1150 11.50 10.00 10.00 10.00 10.00
WIBOR 3M % 18.61 18.01 17.17 1722 16.88 16.01 1535 1473 14.01 1391 1229 11.04 1060 1032 10.25
Lombard rate* % 2300 21.00 21.00 21.00 19.50 1950 1850 1850 17.00 1550 1550 13.50 13.50 13.50 13.50
Yield on 52-week T-bills % 16.97 16.85 15.80 15.67 1561 1538 14.61 1401 12.64 1180 1066 9.62 968 9.62 9.70
Yield on 2-year T-bonds % 1548 1560 1459 1492 1522 1513 1440 1357 1136 11.00 1070 9.11 937 932 955
Yield on 5-year T-bonds % 1292 1333 1347 1338 13.29 1385 1350 1292 1132 1013 991 891 926 911 925
Yield on 10-year T-bonds % 10.23 1068 10.61 11.30 11.74 11.87 1197 1157 1031 919 892 825 834 825 845
* at the end of period  ** in corporate sector ~ *** nominal Source: €SO, NBR BZ WBK
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Quarterly and yearly

forecast forecast
GDP PLNbn 4724 5536 6151 6856 7223 7700 8300 1656 1766 1799 2003 1700 1843
GDP % YoY 6.8 48 4. 4.0 1.1 19 35 23 09 08 0.3 15 1.0
Industrial output % YoY 115 3.5 3.6 6.8 0.2 3.0 3.4 45 0.7 -0.8 -2.6 -1.3 1.3
Real retail sales % YoY 6.8 2.6 4.0 1.0 0.4 X X =31 0.2 12 3.7 X X
Unemployment rate* % 103 104 13.1 15.1 174 19.0 19.0 16.1 15.9 16.3 174 18.2 17.8
Real gross wage % YoY 59 3.3 4.7 1.0 3.3 0.4 15 25 0.8 25 13 1.2 1.0
Exports (acc. to NBP) USDm 27229 30122 26347 28256 30276 31728 34000 7436 7508 7459 7873 6822 7216
Imports (acc. to NBP) USDm 38549 43842 40727 41424 41955 43992 47000 10584 10286 10193 10892 9821 10411
Trade balance (acc. to NBP) USDm -11320 -13720 -14380 -13168 -11679 -12263 -13000 -3148 -2778 -2734 -3019 -2999 -31%
Current account UsD  -4309 6862 -11558 -9946 -7075 -8380 -9150 -2170 -2205 -945 1755 2371 -2088
Current account % PKB -3.0 -4.3 -74 -6.3 -4.0 -4.6 -5.0 -4.9 5.2 4.2 -4.0 -4.1 -4.0
Budget deficit* PLN bn 9 132 125 154 326 400 420 150 188  -219 326  -180  -280
Budget deficit* % PKB -1.2 24 2.0 -2.2 4.5 5.2 -5.1 9.1 2.2 -1.7 -53 -10.6 54
Inflation % YoY 149 1.8 13 10.1 55 36 45 6.7 6.6 49 3.8 3.4 29
Inflation® % YoY 132 8.6 9.8 8.5 3.6 49 4.0 6.2 6.2 43 3.7 34 2.8
Producer prices % YoY 122 73 5.7 78 16 12 25 42 2.2 08 -0.6 03 1.3
Money supply % YoY 30.3 25.8 23.2 14.9 134 8.6 1.0 147 11.8 141 129 11.0 9.3
Deposits % YoY 33.0 288 24.7 17.0 14.9 8.3 105 17.1 13.6 15.7 133 10.6 8.8
Credits % YoY 44.6 29.3 283 23.0 1.1 8.8 15.0 15.4 9.7 1.3 8.1 7.1 1.7
USD/PLN PLN 3.28 349 3.97 435 4.09 4.22 450 4.09 3.99 4.22 4.08 413 419
EUR/PLN PLN 3.7 3.92 4.23 4.01 3.67 3.74 4.00 3.78 3.49 3.76 3.66 3.62 3.67
Intervention rate™ % 2350 1550 1650  19.00  11.50 9.00 900 1800 1550 1450  11.50 = 10.00 9.00
WIBOR 3M % 2393 2134 1473 1878  16.08 9.7 920 1853  17.09 1537 1345 1065 9.40
Lombard rate* % 2700 2000 2050 2300 1550 1250 1200 2200 1950 1850 1550 = 1350 1250
Yield on 52-week T-bills % 2344 1859 1295 1777 1477 9.40 920 1702 1570 1467  11.72 9.64 9.50
Yield on 2-year T-bonds % 2347 1808 1241 1737 1391 8.70 860 1559 1491 1437 1083 9.27 9.30
Yield on 5-year T-bonds % 2103 1583 1087 1400 1259 8.60 850 1312 1338 1343 1045 9.09 9.05
Yield on 10-year T-bonds % X X 9.60 11.79 10.74 790 71.80 10.46 11.22 11.81 9.48 8.28 8.25
* at the end of period Source: CSO, NBP BZ WBK
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Bank Zachodni WBK S.A.
TRESURY AND INTERNATIONAL DIVISION

plac Gen. Wiadystawa Andersa 5, 61-894 Poznan
tel. 0 61 856 58 35 secretary, fax 0 61 856 55 65

This analysis based on information until 4.04.2002 has been prepared by::

ECONOMIC ANALYSIS UNIT

Krzysztof Rybinski — Chief Economist
tel. 0 22 653 46 63

e-mail: krzysztof.rybinski@bzwbk.pl

Piotr Bielski — tel. 0 22 653 47 33
Aleksander Krzyzaniak —tel. 0 61 856 55 80

Stawomir Nosal — tel. 0 61 856 55 67

fax: 061 856 55 65
e-mail: ekonomia@hzwbk.pl

Web site (including Economic Service web page): http://www.bzwhbk.pl

TRESURY SERVICES DEPARTMENT

Paul Polaczek —tel. 0 61 856 55 73

Poznan Warszawa
pl. Gen. W. Andersa 5, 61-894 Poznai Al. Jana Pawa Il 25, Atrium Tower, 00-854 Warszawa
fax 0 61 856 55 65 fax 022 653 46 79
Piotr Kinastowski Maciej Jedrzejak 02265346 70
tel. 0 61 856 58 22, fax 0 61 856 55 65 Tomasz Dziedzic 022653 46 67
Juliusz Szymar’lski 061856 58 25 Piotr Zagaﬁ 022 653 46 66
Grzegorz Glowacki 061 856 58 25
Katarzyna Kamifiska 061 856 58 25 Wroctaw
Marzenna Urbariska 0 61 856 58 25 ul. Ofiar O$wigcimskich 38/40, 50-950 Wrocaw
fax 0 71 370 26 22
Waldemar Polowczyk 061 856 58 14 Krzysztof Pietrkiewicz
Robert Krdl 06185658 14 tel. 071 370 25 87, fax 0 71 370 26 22
Zbigniew Marike 06185658 14 Maciej Blecki 0713702663
Hanna Nowak 06185658 14 Jerzy Rybczak 0713702426
Adam Wandzilak 06185658 14 Aleksandra Skiba 07137024 86
Zaneta Czemiak 06185658 14 Anna Tarnacka 0713702624

This publication is for information purposes only and cannot be regarded as a recommendation or an offer to enter into any deals. Any information in this bulletin is obtained from public
sources and believed to be reliable but its accuracy or completeness cannot be guaranteed. The Polish Economy. Financial Markets bulletin is the intellectual property of Wielkopolski
Bank Kredytowy S.A. and cannot be reprinted, photocopied or otherwise distributed without the prior permission of the WBK S.A. Treasury and International Division. This bulletin has
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