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Sharp moves at year-start

= Last month we wrote that during 2010 we still see h  igh, though lower than
in 2009, foreign exchange volatility. It turned ou  t to be true already in January.
In line with our expectations, the EURPLN rate broke temporarily the level of 4.0 at
the beginning of the year, though another wave of global risk aversion brought a
correction to above 4.10. We do not change our forecasts for the following quarters
and in the next couple of weeks we see a horizontal trend around 4.0 level (if
correction take place, EURPLN should not rise above 4.14-4.15).

= What is interesting, zloty strengthening at the end of January — beginning
February took place despite faling EURUSD on global markets. The euro
remains under negative influence of fiscal situation in the so-called peripheral
countries of the euro zone, as market assessment of these economies deteriorated
as a result of Greece’s problems. In a sense, fiscal situation in Greece was an excuse
to play on financial markets against such countries like Spain, Portugal and lItaly.
Credit default swaps for these countries’ debt rose significantly, while one has to
remember that economic fundamentals and advance in reforms are different. For
example, Spanish public debt to GDP is only a half of Greek. Italy has high level of
debt but fiscal deficit is much lower (as well as current account deficit). It is possible
that in the next following months the markets will change the approach and start
differentiate more similarly as it was the case a year ago with CEE countries. After a
sharp sell-off across the whole CEE region (Poland in the same basket as Ukraine
and Baltic countries), the differentiation became the key word.

=  Our forecasts for the Polish economy remains unchang ed. GDP growth for
2009 was in line with our forecast, implying ca. 3% growth in 4Q09. Latest monthly
data were mixed, but low growth in production and lower business climate indicators
(PMI) suggest that the pace of recovery looses some momentum. Our business cycle
clock (see margin chart) suggests the same as this indicator moved back to the
depression phase (in our opinion, only temporarily). Data for January as regards
production may surprise negatively again, though fortunately this would be driven by
weather condition, at least partly.

= Data for industrialised countries show that the las t recession caused if not
the dusk then, in any event, the crisis of consume rism and a strong increase in
the saving rate of households.  But the Poles are not scared enough to change their
habits. However, the nearest quarters will bring worsening growth of employees’
compensation, which creates a downward risk for the dynamics of individual
consumption. This is confirmed by results of our analysis (this month’s Special focus).
For now we maintain forecasts of individual consumption unchanged, but the data on
the turnover of retail trade and the mood of consumers should be followed closely to
see whether risks are materialising or not.

Financial market on 29 January 2010:

NBP deposit rate 200 WIBOR3M 419 USDPLN 2,9083
NBP reference rate 3.50 Yield on 2-year T-bonds 509 EURPLN 4,0616
NBP lombard rate 5.00 Yield on 5-year T-bonds 555 EURUSD 1,3966

This report is based on information available until 10.02.2010

bzwbk.pl
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Special focus

Consumption in crisis

The global economy is now slowly recovering from a
severe crisis. Poland has relatively smoothly navigated
through fierce turmoil in the global economy, being one of
the very few countries that has avoided a recession.
Factors that have contributed to this phenomenon were
discussed by us many times. It goes without saying that
one of the important “stabilisers” of the economic growth in
Poland was consumer behaviour.

GDP and individual consumption growth, seasonally a djusted
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Economic recovery has already started and economic
activity pace has been accelerating for several quarters.
However, there are many doubts as to how fast GDP might
return to a potential growth path. A major concern is
whether this economic recovery outside Poland will be
persistent. However, what also raises questions are
prospects of domestic demand, including consumer
behaviour. Improvement on the labour market will be
delayed as compared to an overall business cycle and
household income will perhaps not grow too fast for some
time. Given these conditions, will consumer demand
remain an important driving force for the economy? Or will
it rather slow down the economic upturn? We wish to
answer these questions this month taking a closer look at
individual consumption in Poland: consumption behaviour
and prospects for the next quarters.

Consumption of great importance

What we usually mean by “consumption” is individual
consumption and essentially its part which in the
terminology of national accounts is referred to as Individual
consumption expenditure in the households sector. This is
the biggest component of GDP value in terms of
distribution; in many countries (Poland included), it
represents nearly two thirds of the Gross Domestic
Product. Therefore, assessment of the individual consumer
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sector is usually essential for the assessment of condition
and prospects of the overall economy.

Total consumption expenditure of households

As a proportion of GDP (%)

19956 2001 2006 (1)

EU-27 578 574 563
Euro area 56.8 569 56.0
Belgium 525 523 505
Bulgaria 76.1 EE:] 739
Czech Republic 532 54.0 50.8
Denmark 50.0 467 475
Germany 554 56.5 53.9
Estonia 548 595 56.2
Ireland 521 453 432
Greece ! 75.8 739
Spain 627 624 595
France 56.2 555 56.0
italy 59.0 G601 597
Cyprus 818 28 753
Latvia 65.1 608 632
Lithuania 66.6 6.2 656
Luxembourg 475 466 3593
Hungary 559 56.5 53.9
Malta 788 773 a2.9
Metherdands 49,1 488 457
Austria 585 581 563
Poland 1.3 G545 al5
Portugal 654 64.2 859
Romania : 690 a7.8
Slovenia 613 578 555
Slovakia 539 588 56.2
Finland 306 474 484
Sweden 477 466 454
United Kingdom 51.4 62.1 5040
T_urkev 573 749 739
Iceland 547 52.2 525
MNorway 47.0 41.7 208
Switzerand 59.1 595 57.3

(1) Germany, Greece, France, Italy, Malta, the Netherlands, Turkey, Norway 2007;
Bulgaria and Sweden 2005; Denmark 2004
Source: Eurostat

Empirical evidence shows that individual consumption is
not only the biggest, but also the relatively most stable
component of GDP. lIts fluctuations are usually moderate
as compared to other components of aggregated demand.
In the times of rapid economic growth, consumption rises
more slowly than household income whilst during economic
downturn, consumer demand fall is often less rapid than
income slump. Economists call it “consumption smoothing”
as it results from consumers’ endeavours to stabilise a
consumption path in a longer-term perspective.

Rising consumption drive

When we look at historical data on Poland’s economy, it
appears that Poles increased their consumer spending
faster than their actual income grew not only during the
economic downturn, but throughout the last decade. In
other words, for many years the ratio of individual spending
to disposable income of households (disposable income is
the part of total households’ income that remains after
paying taxes and social security contributions) has been
gradually growing and thus the savings to income ratio
(saving rate) has been decreasing.
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GDP, real household disposable income and individua |
consumption in Poland

GDP
—— Real households disposable income
—— Individual consumption

% YoY

2000
2001

2002 -
2003
2004
2005
2006 -
2007
2008
2009

Source: CSO

We might suspect that one of the key factors leading to
such a noticeable consumption growth was a structural
change over the recent years in Poland resulting in loans
playing an increasingly important role in Poland. This was
attributed to rapid growth of the banking product market
and relatively low inflation rate as well as exceptionally soft
monetary policy. Similar phenomena were visible in other
countries which were trying to bridge development gaps.
Growth in loan financed consumption drove down saving
rates especially in the Baltic states where saving rates
tumbled nearly to or even below zero.

Consumerism crisis?

The last crisis, which severely hit the world economy and
financial markets, was perceived by many as proof of
failure of the consumer society model in the free market
economy. There were many opinions saying that this will
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Eurostat data point to similar trends in Europe. The
economic slump was followed by a noticeable and rapid
growth in the household saving rate.
zone and the European Union as a whole show that the
household sector behaviour during the last crisis did not
alleviate its effect at all, but was procyclical, deepening the
scale of slump in aggregate demand. What is interesting, a
similar phenomenon, although on a smaller scale, was
visible also during the previous economic downturn in the
years 2001-2002 (see chart below).

Data for the euro

Growth in nominal disposable income, nominal consum
and saving rate* in the EU and the euro zone

ption

gross disposable income: euro area (left scale) final consumption: euro area (left scale)

saving rate: euro area (right scale) — saving rate: EU (right scale)
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* Based on four-quarter-cumulated sums.
Source: Eurostat (The European sector accounts)

...but not in Poland!

It is worth taking a look at the Polish consumer behaviour.
We have estimated changes in the saving rate in the
analogical manner as data published by Eurostat, using
data on non-financial quarterly accounts by institutional

radically and permanently change
consumer patterns and behaviours ) ] )
Gross household savings (% of gross disposable inco me)
globally.
Macroeconomic data from recent
) 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002 = 2003 | 2004 | 2005 | 2006 & 2007
quarters shows that in the world’s
biggest economies the global economic
BE (Belgium) 200 | 185 | 177 | 170 | 172 | 154 | 164 | 158 147 | 133 | 126 | 129 | 137
and financial crisis has indeed Serious|y CZ (Czech Republic) 15.1 112 11.0 9.2 8.5 85 74 8.1 74 57 8.1 9.1 8.8
DK (Denmark) 76 73 50 63 38 49 88 88 9.4 63 45 64 51
shook this usually stable component of DE (Germany) 166 | 163 | 159 | 158 | 153 | 151 | 152 | 157 | 160 | 161 | 163 | 162 | 167
EE (Estonia) 02 | 80 65 a5 26 21 31 05 16 | 48 38 | 30 | 08
GDP, which is individual consumption. E (irsland) : - : : - : : 103 | 106 | 137 | 116 | 103 | 92
. . . ES (Spain) : : : : : 1M1 | 111 | 114 | 120 | 113 | 113 | 112 | 102
Rapid slump in prices of stocks and FR (France) 158 | 149 | 158 | 154 | 151 | 149 | 156 | 167 | 156 | 156 | 146 148 | 158
. . IT (taly) 218 | 227 | 202 | 168 | 158 | 142 | 160 | 168 160 | 160 | 159 | 151 | 142
properties, freeze on credit markets, LV (Latvia) 23 | 07 | 18 | 07 | 07 | 28 | 04 | 15 | 30 | 47 | 12 | 36 | 43
: LT (Lithuania 13 13 | 34 72 78 65 49 47 29 13 13 12 0.1
surge in unemployment rate and HU‘:Hungaryj] : : : : : 139 | 137 | 114 | 92 | 116 | 114 | 120 :
uncertain future translated into strong NL (Netherlands) 186 | 174 | 178 | 166 | 138 | 118 | 145 | 137 | 130 | 130 | 122 | 115 | 134
AT (Austria) 162 | 139 | 126 | 133 | 145 | 138 | 129 | 129 | 140 | 141 | 145 | 154 | 163
limitation of consumer spendlng in many FL {Poland) 169 14.2 141 144 133 124 142 104 10.0 101 95 86 88
PT (Portugal) 131 | 118 | 108 | 105 | 88 | 102 | 108 | 106 | 105 | 97 92 &1 56
deve|0ped economies, among others in Sl (Slovenia) : : : : : 140 | 155 | 1641 139 | 154 | 170 | 171 16.4
SK (Slovalda) 100 | 135 | 138 | 124 | 112 | 111 | 91 83 7.1 63 63 6.1 77
the US, where after a few decades of FI (Finland) M1 | 78 a1 79 93 76 | 78 | 79 | 84 | 94 | 80 | 56 | 55
SE (Sweden) 15 | 95 72 6.4 50 74 | 118 | 118 | 114 | 103 | 95 105 | 120
strong downward trend, the household UK [United Kingdom) | 103 | 94 96 74 52 a7 50 48 5.1 40 51 42 22
. . . CH (Switzeriand) 179 | 162 | 158 | 158 | 160 | 168 | 171 | 181 | 148 | 144 | 153 | 171 :
saving rate dynamically grew in 2009 to NO [Norway) 99 77 | 81 | 105 | 95 92 82 | 127 | 133 | 118 | 145 55 | 46
EA15 (Euro area 167 | 164 | 156 | 147 | 143 | 135 | 143 | 148 | 146 145 | 140 | 137 139
reach the level from the early 90s. EUZT:Eumpean]Umon} 165 | 148 | 144 | 13.0 | 124 | 114 | 124 | 122 | 122 | 18 | 417 | 114 | 108
US (United States) 9.0 8.2 7.7 84 6.6 6.5 61 6.6 6.6 66 58 55 5.2

Source: Eurostat/OECD
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sectors released by the Central Statistical Office. Serious
revisions of Polish quarterly data on gross savings in the
household sector suggest that these indicators should be
treated with some caution, however the trend seems to be
clear: Poles have not been scared enough by the global
crisis as to significantly curb their propensity to consume.
Only the downward trend in the saving rate, very strong in
2008, has slightly slowed down in recent quarters.

Growth in nominal disposable income, nominal consum ption
and saving rate* in Poland

i gross disposable income (left scale) mmm individual consumption (left scale)
——saving rate (right scale)

6% 14%

5% r12%

4% r 10%
3% r 8%
2% r 6%

1% r 4%

0% 2%

- 0%

* Based on four-quarter-cumulated sums.

Interrupted continuity of calculations is caused by a major revision by the
Central Statistical Office of data on non-financial quarterly accounts by
institutional sectors and lack of comparable (revised) data for the whole
analysed period.

Source: own calculations based on CSO data

It does not mean that individual consumption growth
remained at the pre-crisis level. Consumption dynamic
decelerated in 2009 quite clearly (to 2.3%YoY from
5.9%YoY in 2008) in response to slowdown in income
growth. However, the above results suggest that the global
crisis was not followed by any deep and abrupt change in
the consumer behaviour, but rather there was a
continuation of long-term trends.

These findings are essential for the assessment of the
immediate prospects of consumption. As accumulation of
negative information and events over the last few quarters
have not led to shock disturbance of relations between
household income and individual consumption in Poland,
we can hope that there will be no significant changes in this
regard in the upcoming quarters, given the ongoing
recovery in economic activity and slowdown of negative
trends on the labour market. Therefore, accuracy of
predictions concerning individual consumption behaviour
should depend largely on whether we will have good
projections of household disposable income.

What we know about income

When analysing household income on an ongoing basis,
we often focus on data on wages and employment in the
enterprises sector. Important as it is, this is only part of a
full picture. Compensation of employees is only a part of
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total disposable income, while wage bill in enterprises
sector is only a fraction of total compensation. In Poland
this issue is especially important, as according to Eurostat
survey, income from paid employment represent here
much smaller proportion of total households’ income than
in any other European country.

Structure of the nominal adjusted gross disposable income
of households in 2007
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Source: Eurostat/OECD (Statistics in Focus, 29/2009)

On the other hand, the Central Statistical Office data on
disposable income of the entire household sector are
available a long time after the period they refer to (this
delay is bigger than in the case of GDP data). What is
more, quarterly estimates of disposable income show
exceptionally high volatility which is difficult to explain and
interpret and which raises concerns about the reliability.

To have a more comprehensive and up-to-date picture of
changes in the consumer income, it is worth gathering
information from multiple sources. For this reason, we have
designed own measure of households’ income, based on
the following information:

- payroll fund in the economy, estimated based on average
employment and average monthly salary in the domestic
economy;

- social benefits fund based on the Central Statistical Office
data on pensions, disability pensions and other benefits;

- net interest income (interest earned on banking deposits
net of interest paid on household loans, calculated based
on NBP data on liabilities and receivables in the banking
sector and average interest rates);

- remittances (data from balance of payments regarding
salaries of temporary and permanent workers transferred to
Poland by individuals working abroad);

- (net of) state budget income from personal income tax.

It should be noted that such a measure also provides only
pieces of information on disposable income. In particular,
payroll fund that we are able to track refers only to
companies employing more than 9 people. We also have
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no information on revenues of self-employed, freelancers,
farmers. There measure also lacks information on property
income other than deposit interest. Those gaps in
observation may have particularly high significance in
periods of high turbulences in the economy, like the one we
witnessed recently, as one may suspect that for example
households revenue from self employment is generally
much more dependent on economic climate than revenue
from paid employment or social benefits. Nevertheless,
such measure is still much better indicator of households’
financial situation than simple wage bill in the enterprise
sector.

Structure of changes in households’ income versus n ominal
growth in private consumption (PLNm, YoY)

Wage bill mmm Social benefits
PLNm Netinterest Remitiances
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Source: own calculations based on CSO data

Consumption model

The graph above shows that our calculated measure of
households’ income is important factor affecting changes in
consumption, however it is not enough to fully explain its
fluctuations. To some extent, this may result from the
mentioned above fact that the measure does not cover a
significant part of households’ revenue. Moreover,
households’ decisions concerning consumption spending
are affected, apart from income, also by other changes in
macroeconomic situation and financial market trends.
Thus, in order to forecast the path of private consumption
we used a simple econometric model based on
cointegration analysis and error correction mechanism. The
results of estimation showed that helpful in explaining
changes in private consumption in the last couple of years
were variables representing, apart from income, changes in
loans and deposits, interest rates, and also behaviour of
stock prices at Warsaw Stock Exchange (details
concerning the construction of the model and results of
estimations are included in the Technical appendix at p. 6).

The estimates seem to confirm a significant impact which
the credit market growth has on consumer demand in
Poland. In particular, in the estimated long-term equation of
consumption, not only the level of household income, but
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also a variable reflecting net debt of households towards
banks plays an important role (although the impact of this
factor is much smaller) as well as the level of real interest
rate. A high negative value of the estimated parameter with
this last variable shows that the long-term consumption is
very sensitive to loan and deposit interest rates.

As regards the equation explaining short-term consumption
fluctuations, variables which were significant from the
statistical point of view were: impact of income growth,
changes in net debt, interest rate changes, as well as
fluctuations of Warsaw Stock Exchange index. What is
interesting, the estimated parameter with this last variable
is negative, which can be interpreted as confirmation of the
so-called risk aversion hypothesis in the context of
consumer behaviour. Negative rates of return on assets
make some investors spend more on consumption whilst
high returns on investment encourage them to save more
at the expense of current consumption.

Both in the short- and long-term equation, the variable
which had the biggest impact on consumption was the real
interest rate. Perhaps this is good news for new members
of the Monetary Policy Council. On the other hand, they
should remember that a projected inflation slump in the
upcoming quarters will trigger a significant increase in the
real interest rate even without their direct intervention.

Risk for consumption growth

Using the estimated equations, we have tried to assess the
prospects for private consumption this year, based on our
forecasts of developments in the labour market and
macroeconomic environment.

Although economic growth has bottomed out and started
accelerating already in 2009, changes in the labour market
are delayed in comparison to the main business cycle. Our
forecasts indicate that wage growth in the economy will
reach a bottom at the beginning of this year, and only in
subsequent quarters will gradually accelerate. Indexation of
social benefits will be less generous this year than last
year. We also expect lower transfers of income from
abroad (due to the impact of the appreciation of the Polish
zloty and the return of emigration). As a result, our
forecasts indicate a clear deterioration in the dynamics of
household income in the first half of the year and
improvement only in the second half of the year.

The second key factor affecting the dynamics of
consumption in the model, real interest rate, also is not
likely to support the growth of consumer spending, growing
under the influence of rapidly declining inflation. More
conducive should be predicted by us improvement of
situation in the credit market and the gradual easing of
lending policies by banks.
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Forecast made on the basis of our estimated model and
the provided assumptions, implied deceleration of the
individual consumption growth in 2010 to an average of
about 1%YoY. The first quarter of the year may be
particularly difficult, in which the dynamics of labour income
is likely to deteriorate quite clearly. This indicates a
downward risk to our previous forecasts, which assumed
the maintenance of private consumption growth this year at
around 2%. However, based on expert evaluation and
observation of non-modelled factors, it seems to us that
indications of the model for the next few quarters may be
too pessimistic. In particular, we hope that the financial
situation of households will not worsen in the scale
indicated by our calculations, among others thanks to the
improvement of (not incorporated in the model) household
income from self-employment and business activity, as well
as income generated in grey economy (which usually
grows more rapidly in the times of economic slowdown).
Also, improving consumer sentiment indicators create a
sense of optimism (according to business cycle clock
calculated by us, the WOK index of consumer optimism is
in the recovery phase, gaining momentum). As a result, we
remain moderately optimistic with regard to private
consumption outlook, although certainly the results of the
retail trade in the next few months will be an important
indication whether risk factors identified by the model are
likely to materialise.
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Technical appendix

To analyse behaviour of individual consumption in Poland we
employed a simple, single equation linear regression model.
Quarterly statistical data that were a source of estimation covered
period 2001:Q1 — 2009:Q3.

Econometric analysis based on Engle-Granger procedure
confirmed existence of long-term cointegrating relationship
between variables representing individual consumption in constant
prices, relation of households’ loans to deposits in constant prices,
and ex-post real interest rate (Johansen’'s procedure also
suggested existence of at most one cointegrating vector):

¢; = 0,542, +01150kd, — 0,576 F, + 5,797 — 0,025 [5(4),
(0,07) (0,02) (0,15) (081) (0,004)
R?=0,991; Adj. R? = 0,989; DW = 2,19

Estimated standard errors are presented in the parentheses below
equation, while variables (log-transformed) are defined as follows:

Ct individual consumption in 2000 prices.

\ households’ income in 2000 prices (earlier defined

measure including: gross wage bill in the national
economy, gross social benefits, net interest income, less
budget revenue from personal income tax).

kd;  measure of net households’ net debt in the banking sector

(value of households loans divided by households
deposits) in 2000 prices.

It real interest rate, i.e. average WIBOR 3M, deflated by CPI
inflation rate.

S(4); seasonal dummy variable equal 1 in the fourth quarter and
zero otherwise.

Estimated short-term equation explaining fluctuations of individual
consumption has a form:

A4Ct =O,463|]34yt +0,094m4kdt —O,474|]l4rt _0,03th =
(0,07) (0,03) (0,13) (0,02)
—0,585[ECM_, + 0,008

(0,24) (0,004)
R?=0,751; Adj. R*=0,708; DW = 2,15
where:
A is differencing operator,
Wi represents WIG index of stock prices at Warsaw Stock

Exchange,
ECM... “error correction” term, i.e. lagged residuals from the long-
term equation.

The graph below plots fitted values and residuals from the short-
term equation:
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Economic update
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Good tentative GDP figures for 2009, but risks rema  in

= According to the tentative data, real GDP growth in 2009
reached 1.7% while market consensus was 1.6% and recently
some market analysts and MinFin revised their expectations
down after the disappointing output figures for December (see
details on output figures below). From this point of view, the data
can be viewed as positive. The positive feature of the data is also
the structure of GDP growth. Growth rate of fixed investments in
the whole year was -0.3%, and was better than our estimate of
-2.8%. The increase in private consumption was 2.3% against our
estimate of 2.2%. Total domestic demand fell by 0.9% while we
estimated that it fell by 1.2%. The contribution of net exports to
GDP growth was positive at 2.6pp, and we estimated 2.9 pp.

= Assuming lack of revisions of quarterly data for Q1-Q3 2009,
we estimate that GDP growth in Q4 reached 3.1%YoY,
investment growth was 1.5%YoY (we had forecasted —5.0%, but
it seems that strong activity in public investment, with higher
weight in Q4, more than offset weak investment activity in the
private sector), private consumption growth was 2.0%YoY (our
estimate was 1.7%YoY) and total domestic demand grew by
0.9%YoY (we had expected fall of 0.1%YoY). Amid stronger than
expected domestic demand, estimated contribution of net exports
to GDP growth in Q4 was 2.1pp versus expected 3.2pp.

= All in all, GDP figures suggests that pace of economic growth in
Q4 2009 was faster than predicted while breakdown of the growth
indicates that quality of economic recovery was better than
expected. We wait with a change in our GDP forecasts for official
quarterly GDP data due for release on March 2. Anyway, the data
would not influence the assessment of the probability of second
wave of economic slowdown in the global economy, which is the
main source of risk for medium-term prospects of economic
growth in Poland.

Mixed monthly economic activity indicators

= Industrial output growth in December was 7.4% higher than a
year ago while a two-digit growth of ca. 12% was expected (this
was market consensus and our forecast). It is possible that
positive working days effect was weaker than expected as
holidays calendar encouraged to take a leave in the period
between Christmas and New Year's Eve, which could lower the
effective number of hours worked. Industrial production growth
after seasonal adjustment was at 6.2%YoY, slightly above
6.1%YoY recorded in November. In our view this shows that
revival of the economic activity in manufacturing, which to large
extent resulted from rebound in external demand, is continued.

= Poland’s PMI manufacturing fell to 51.0 in January from 52.4 in
December. Despite the fall, the index is still above the 50.0 level,
which means activity in the manufacturing keeps expanding.
However, the output index fell and pointed to the weakest rise in
output in 3 months, which support our forecast indicating
significant slowdown in annual growth of industrial output in
January (to a mere 0.1%YoY).

= Construction output growth in December slowed down to
3.1%YoY from 9.9% in November. Apart from the holiday factor
mentioned for industrial output, this might have resulted from
weather conditions, which significantly deteriorated in December,
after very favourable November.

= Nominal growth in retail sales in December accelerated to
7.2%YoY from 6.3%YoY in November, stronger than expected.
However, one should remember that to some extent this is a
result of strong (stronger than we assumed) increase in fuel sales
under influence of clear increase in fuel prices and probably
increased use of fuels amid severe weather conditions. We
estimate that retail sales excluding car and fuels increased by
5.2%YaY, slightly slowing down from 5.3%YoY in November.
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Positive surprise in wages and employment

= Annual rise in average wage in corporate sector accelerated to
6.5%Yo0Y in December, much stronger than indicated by the
market consensus (3.2%YoY) and our forecast (4.7%Y0Y). In
real terms average wage grew 2.9%YoY after 4 months of a fall.

= Average wage growth in enterprises in December was
positively affected by the effect of change in timing of payment of
bonuses in the mining industry (improvement in the annual wage
growth in this sector to 24.9% from -14.7% in November), but
one should also note an improvement in annual wage growth in
manufacturing (to 5.9% from 5.2%), although it could be affected
to an extent by positive effect of low base.

= The positive tone of data from the labour market in the
corporate sector is strengthened by the fact that employment
decline in December was smaller than expected and reached
0.2%MoM (not much given seasonal effect), which improved the
annual growth rate to —1.8% from —2.2% in November.

= Stronger than expected wage growth and smaller than forecast
employment drop led to significant improvement of wage bill in
the corporate sector. In nominal terms its growth rate was
4.6%YoY, and in real terms to 1.1%, reaching a positive value for
the first time since March 2009. Overall, data somewhat
improved assessment of tendencies in the labour market.

= The registered unemployment rate at the end of 2009
reached 11.9%. The result was clearly lower than expected a
few months earlier, but this was probably artificially lowered by
an effect related to hike in unemployment benefit since the
beginning of 2010 — a large part of people loosing jobs in last
months of 2009 waited with registration as unemployed until
2010 in order to get higher benefits. Tentative estimates of the
labour ministry show the unemployment rate surged to 12.8% in
January, also due to stronaer than usual seasonal effect.

Inflation remains under control

= CPI inflation in December was 3.5%YoY, lower than expected
3.6%Y0Y thanks to large drop in prices of communication and
recreation and culture. This does not change the medium-term
inflation outlook. In H1 2010 the CPI inflation will drop
significantly due to high base effect.

= Most of the core inflation measures declined in December. CPI
excluding fuel and energy prices rose 2.6%YoY after 2.8% rise in
November. Next months should bring further decline in core
inflation, even clearly below 2%.

= PPI inflation rose to 2.1%YoY in December from downwardly
revised (from 2.0%) 1.9%YoY in November. Next months will
most likely see a significant decline in PPI inflation due to effect
of very high base from the start of 2009 (when producer prices
rose substantially due to sharp zloty depreciation).

Balance of payments influenced by PZU insurerissu e

= The C/A balance in November 2009 was -€1.27bn with trade
gap of €292m, services surplus of €430m, income deficit of
€1.1bn and the transfers deficit of €329m.

= Exports in November were €9.1bn or a mere 0.1% lower than a
year earlier. Imports were €9.4bn decreasing by 11.9%YoY. The
data indicate that reviving economic activity in Poland’s main
trading partners (including Germany) and still relatively weak
Zloty contribute to revival of the Polish export sector.

= November’s balance of payments data were strongly affected
by transaction between PZU, Eureko and State Treasury (this led
to large deficit in transfers and fall in FDIs).

= The 12M C/A gap reached 1.8% of GDP and was still nearly
two times smaller than inflow of long-term capital (FDIs plus EU
funds on the capital account) in the same period.
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Prices still stable

= The start of 2010 did not bring a clear change in price trend on
the domestic housing market. Average offered prices according
to szybko.pl slightly fell in Warsaw and Cracow (where the level
of prices is the highest among Poland’s main cities) and rose in
Gdansk, Poznan and Wroctaw.

= Assessing performance of prices over the past year it is clearly
visible that after drop in 2008 and Q1 2009 there has been
stabilisation of average offered prices in the Polish housing
market since Q2 2009.

= Analysing information regarding the current demand in the
housing market, terms on housing loans and developments on
the supply side of the markets, one may assume that later in the
year stabilisation of prices will be continued.

Reviving demand

= New information from real estate agents and developers signal
continuation of earlier seen tendency of a reviving demand in the
housing market.

= Among factors fuelling demand for housing one may indicate
improvement in prospects for the economic situation and labour
market conditions.

= At the same time, it is important that there is continuation of
improvement in relation between growth rate of wages and
house prices, which leads to rise in the affordability index.

= Effective demand in the housing market is also positively
affected by the recently seen tendency of an easing in terms on
housing loans.

Breakthrough in the housing loans market?

= Results of the latest NBP survey among senior loan officers in
Polish banks suggest that there was a breakthrough in the
domestic housing loans market.

= In Q4 2009 banks for the third straight quarter reported a rise in
demand for housing loans and at the same time for the first time
in many quarters more banks eased than tightened terms of
housing loans. This was the most visible in case of the standard
loan margin. The most frequently indicated reason for the easing
in terms on housing loans was decrease in risk connected with
the economic situation.

= Moreover, for the first time in many quarters, for Q1 2010 there
is larger percentage of banks planning to ease terms on housing
loans than percentage of banks planning to tighten them.

Supply reacts to revival in demand

= In December 2009 there was unexpected strong decline in the
number of dwellings completed. As a result, the number of
dwelling completed in the whole 2009 was over 3% lower than in
2008. During 2010 the started downward tendency in the number
of dwelling completed may be continued as a result of earlier
clear drop in the building permits and house starts.

= At the same time, one should stress that supply in the market
reacts to development on the demand side in quite a flexible
manner. In response to signals of a rise in demand, we observe
deceleration in the fall of building permits and it also seems that
there was a start of an upward tendency in the house starts,
which we signalled writing in the past months about new projects
of developers.
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Elements of information from the January meeting of the MPC

The latest data on the Polish economy indicate an improvement in economic activity.
Despite increase in the unemployment rate, relative stabilisation of employment in the
enterprise sector may signal a gradual deceleration of the unfavourable labour market
tendencies. Lending to the enterprise sector is still shrinking and the growth in loans
to the household sector remains considerably lower than in the past few years.

In the Council's assessment, in the months to come inflation will be lowered by
negative base effects connected with the surge in administered prices and food prices
at the beginning of 2009. Other factors conducive to lower inflation include: low
demand pressure, previously observed moderate growth of labour costs and the
previous zloty appreciation. In tum, inflation decline in 2010 may be curbed by rises
in: commodity prices in the world markets, fees subject to local governments’
decisions, excise duty, and administered prices.

An important factor affecting monetary policy is the situation of the public finance
sector. Introducing measures aimed at permanently reducing the deficit of the general
government sector would support maintaining macroeconomic stability and allow to
meet criteria for euro adoption.
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The first MPC meeting for a few new members

= The Monetary Policy Council decided to leave main interest
rates unchanged. The reference rate is still at 3.5%.

= During January meeting there were five new members of the
MPC, including: Jerzy Hausner, Andrzej Rzonca and Jan
Winiecki (chosen by the Senate) as well as Andrzej Bratkowski
and Elzbieta Chojna-Duch (chosen by Sejm). Only at the next
meeting there will be a full line-up of MPC of new tenure. The
above-mentioned members will be accompanied by Anna
Zielinska-Gtebocka (third appointee by Sejm) and three, still
unknown candidates of country’s President.

= The content of the communiqué released by the MPC after
the meeting did not change significantly as compared to the
previous month. The Council assessed the probabilities of
inflation running above and below the target in the medium
term as balanced, maintaining the informal neutral bias in
monetary policy. The Council recorded further improvement
of the business climate domestically and abroad, but also it
noted that in China “the risk connected with excessive
lending and asset prices growth has recently increased”.

= In the communiqué, one paragraph was added saying that
an important factor conditioning monetary policy is the situation
of public finances, and taking action to persistently reduce
government deficit would be conducive to macroeconomic
stability and the possible fulfilment of the criteria required for
euro adoption. It is hard to object that statement, however we
did not perceive it as a suggestion on the possible pace of
monetary policy tightening.

= All in all, nothing has changed in our assessment of
monetary policy prospects — we expect the new MPC will hike
interest rates for the first time only in the final quarter of 2010.

Inflation expectations do not force swift decision s

= Inflation prospects for the following months suggest stable
monetary policy and one can draw a similar conclusion from
the data on inflation expectations of households.

= For a couple of quarters the expected inflation is below the
inflation level observed of the moment of conducting a survey
(i.e. inflation lagged by two months). In December it fell even
below 3% for the first time since the end of 2007 (it was at
2.8%). Data for January showed a rise to 3.2%.

= The breakdown of answers from the opinion poll should
not stir the policy makers either. The percentage of people
expecting prices to rise faster than currently is stable at low
level (15%) for some time. Also, there is rising number of
households expecting prices at the slower rate (18%).

Easing of credit conditions in banking sector

= According to the NBP survey , credit policy tightening by
banks was stopped in Q4 2009. In the case of households’
credits, criteria of granting mortgage were eased (see
previous page of the report for details), while there was
further tightening of standard of granting consumer loans.

= As regards credit criteria for enterprises sector, the
standards of granting loans to small and medium-sized
enterprises and short-term loans to large enterprises were
slightly eased. The banks lowered spreads on normal-risk
loans.

= At the same time, banks noticed that demand for most
types of loans increased (for firms especially in the case for
short-term loans), which is expected to be continued in the
first quarter 2010.
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Main macroeconomic assumptions for 2010-

2012 in Convergence

Program (CP) against the background of BZ WBK forec  asts
2010 2011 2012
Annual average
CcP BZWBK CP BZWBK CP BZWBK
GDP growth 3.0 26 45 3.5 4.2 49
Private 08 | 20 | 30 | 31 | 48 | 45
consumption
Fixed 57 | 47 | 113 | 85 | 47 | 100
investment
Exports 55 8.1 7.0 10.0 8.0 10.0
Imports 6.1 12.7 7.6 12.0 8.5 12.0
EURPLN 3.96 3.91 3.69 374 3.55 3.65
Inflation* 21 23 2.7 25 32 25
NBP reference rate 37 3.6 48 41 5.6 48

* in Convergence Program there is forecast for HICP inflation while BZ WBK
forecast is for the CPI inflation

- - - - Revenuesreal
Spending real

Spending nominal

Balance and debt of the general government sectora  ccording to
Convergence Program Update 2009, in % of GDP
2008 2009 2010 2011 2012
Central 39 56 57 6.1 36
government
Local 02 05 05 0.1 00
governments
Social security 04 11 07 0.4 07
funds ' ' ' ' '
Total balance 3.6 -7.2 6.9 5.9 -2.9
Total balance
-45.8 -96.9 -97.6 -89.6 -47.4
(PLNbn)
Debt 472 50.7 53.1 56.3 55.8
%YoY General government's revenues, spending and deficit
12 4 r 1200
10 A r 100.0
8 1 / L 80.0
6 S - 60.0
44 T L 400
2 F 20.0
0 0.0
21 : 2010 2011 2012 | 200
-4 1 S - -400
-6 - General government deficit (rhs) Revenues nominal - -60.0

Realisation of budget deficit (cumulative)

——2005 —— 2006

2007 —— 2008 ——2009

Source: Ministry of Finance, Ministry of State Treasury, own calculations
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Ambitious Convergence Programme

= In our opinion, assumptions for GDP growth, which were
presented in the Convergence Programme, are possible to
materialise, though it is hard to call them conservative. At the
same time, it is worth to mention that forecasts of private
consumption and import, which significantly affect budget
revenues stream, are rather on the safe side.

= In terms of inflation assumptions, high level in 2010 seems
the most problematic. This is especially the case, as the
Ministry of Finance assumes stabilisation of oil price,
appreciation of the zloty more significant than our forecast
and more restrictive monetary policy. To some extent, the
explanation may be connected with a change in rules as
regards excise tax (since 2012 as regards coal for heating
purposes). However, it seems that higher inflation was
assumed to achieve higher nominal growth and as a result
lower ratio of deficit to GDP (just below 3%).

= Overall, we think the government should have taken the
same approach as during preparation of budget 2010 i.e.
more conservative assumptions. The difference is that then
the aim was to minimise the risk of another budget
amendment (and showing better results of budget realization
during the year), while in the Convergence Programme the
aim was to show (at least on paper only to receive EU’s
acceptance of the plan) the deficit below 3% of GDP in 2012.

= Except macroeconomic assumptions, the weakness of the
programme is shown by the fact that the whole fiscal
adjustment takes place in 2012 (the year after elections).

= The ratio of public spending to GDP is stable at the level
above 46% in 2010-11 period and in 2012 it falls sharply to
43.3% (the level observed in 2008). Taking into account
assumptions of the ministry regarding nominal GDP, it looks
like after the high nominal growth in spending assumed in
2009-10 (of some 9%), the growth in 2011 is not much
slower (6.6% i.e. in real terms ca. 4%).

= The most significant step towards stabilizing public finance
sector takes place only in 2012. This implies almost zero
nominal growth of public expenditure, which means above 2%
reduction in real terms. This would be possible amid limiting
of public investments, after the accumulation of this kind of
spending in the previous year. However, there is a lack of
information in the plan about other ways of achieving the goal
on the spending side. The programme mentions only
“lowering and more flexible approach towards public spending
through review of indexed expenditures and rationalisation”.
Also, some rules on the spending side are to be introduced
(though their effectiveness will be limited).

= From the bond market point of view, it is important to note
high nominal deficit in 2011 amid lower privatisation flows.

Good realisation of amended budget for 2009

= Budget deficit in 2009 reached PLN23.8bn, while in the
amendment it was assumed at PLN27.2bn. Revenues were
higher than plan by 0.5% and spending was lower by 0.6%.

= What is important, the good result in revenues was
achieved thanks to higher tax revenues, mostly in indirect
taxes (5.1% above the plan). This means a chance for higher-
than-planned revenues also this year, given conservative
macroeconomic assumptions. This supports our view that
central budget deficit in 2010 may be lower than the planned
PLN52bn by at least PLN10bn. This was confirmed by some
preliminary  estimates  presented by government's
representatives. However, the Convergence Programme
assumes anyway the general government deficit at very high
level of close to 7% of GDP.
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Zloty FX rate in recent 3 months
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Significant correction of the EURPLN after  fall below 4.00

= In the past month there was an increase of zloty rate
volatility. As the year started and investors’ new budgets were
opened there was a clear zloty strengthening. The EURPLN
broke significant technical level 4.00 and declined to ca. 3.95.
After increase in risk aversion along with concerns over fiscal
situation of peripheral euro zone countries the EURPLN rate
rose in a few sessions to ca. 4.10. Clear zloty correction was
accompanied by declines in the world stock markets and
strong dollar recovery. Hopes for support for Greece improved
moods and helped the zloty to recover.

= In the coming weeks there should be zloty recovery toward
4.0 and below along with improvement in risk appetite and
calming down of concerns over fiscal situation in the euro
zone. Limiting of long positions in the dollar, which is strongly
overbought, should support domestic currency.

First yields declines, later weakening

= Series of positive fiscal news signalling lower borrowing
needs and smaller debt supply this year led to significant
strengthening in the debt market. Additional support was zloty
appreciation. At the end of January there was a slight
correction though the strongest levels were reached at the
start of February, amid zloty strengthening and positive data
abroad. From the lowest levels the IRS rate and bond yield
curve rose by ca. 10-15 bp.

= In the coming month we expect bonds to recover in line with
Zloty appreciation. Macro data (output, sales) may negatively
surprise the market, being additional factor supporting short end
of the bond curve. Important will be also the first MPC meeting
in full new squad after the president chooses next 3 members.
Bond auction will be good test for investors’ appetite for Polish
debt amid fiscal problems of euro zone countries.

Euro weaker on fiscal worries over euro zone count ries

= Although at the start of the year there was increase in risk
appetite the dollar weakening was small. The EURUSD rate
rose much less than we expected to ca. 1.45. Shortly after
along with growing concerns over fiscal situation (Greece,
Portugal) there was significant euro weakening. Additional
factor supporting the dollar were higher risk aversion in the
world markets and declines of the stock indices. EURUSD rate
broke significant support levels and fell below 1.37.

= Technical analysis points that dollar is strongly overbought.
Along with the global moods improvement and calming
concerns over fiscal situation of peripheral euro zone countries
there may be a recovery of the euro toward 1.40. In the next
months the dollar should recover toward 1.35.

Deterioration of moods strengthens debt markets

= After significant debt sell-off in the core debt markets at the
end of the last year the start of 2010 was dominated by
increase in bond prices. This was along with deterioration of
global moods and declines in the stock markets. At the same
time the concerns over high debt and fiscal deficit of some euro
zone countries, which led to significant increase in spreads
between yields of euro zone peripherals (Greece, Portugal,
Spain) and German Bunds. During last month yields of 10Y
Treasuries and Bunds fell to 3.58% and 3.15% from 3.81% and
3.37%.

= Along with improvement in risk appetite we expect another
weakening of core debt markets. In our view in the next weeks
the IRS euro and dollar curves will gradually increase.
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Zloty rate against major currencies
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Treasury bills auctions (PLN m)
Auction date OFFER

DEMAND/SALE

11.01.2010 500-700
18.01.2010 500-700
25.01.2010 1000-1300
1.02.2010 900-1200
8.02.2010 700-1200
15.02.2010 -
22,02.2010

1.03.2010

8.03.2010

15.03.2010

22,03.2010

29.03.2010

1.04.2010

2898/700
3934/638
4550/1300
3848/1200
3134/1090

* based on data of the Ministry of Finance

Treasury bond auctions in 2009/2010 (PLNm)

month First auction

date T-bonds offer sale date
April 1.04 OKO0711/PS0414 2400/1800 2544/1814 8.04
May 13.05* OKO0711 3150 3286 20.05
June 3.06* OK0112|PS0414 4000-6000 4359/1122 10.06
July 1.07 0K0112 3000-4500 4006 | 15.07*

August 5.08" OK0112 3900-5400 5402 12.08
September | 2.09 OK0112 2500-3500 3500 9.09
October  7.10* OK0112 3000-5400 5400 -
November 10.11 OK0712 3500-5000 5000 -
December 2.12 OK0712/PS0415 3000-6000 5651 -
January |13.01* OK0712 6600 6600 | 20.01*
February 10.02* OK/PS 6600 6600 17.02
March 10.03 OK/PS 17.03

* with supplementary auction, ** primary auction

Second auction

T-bonds
DS1019

PS0414
PS0414
PS0414

Offer sale date

Switch auction

1000-1800 2120 15.04 PS0414/DS1019/WS0922 1437/3129/1158
DS1019|WS0429 1000-1800 1835 6.05
DS1019|WS0429  0-2000  cancelled | 17.06

1000-2000 - 8.07
2000-3500 3500 -
1000-2500 1109  23.09*

T-bonds sale
DS1013/DS1015 765/2505
OK0112/PS0414 1739/2108
PS0414/DS1019 0/1982

WS0922 1000-2400/2400

2910 PS0413/PS0414/DS1019 1573/1753/1290
0K0712/P0414 1121/2243
PS0415/WZ0118 2494/2383

26.11

- - - 16.12
DS1019/WS0429 2400/600  2409/591  6.01
DS/WS/WZ/IZ - - 3.02
DS/WS/WZ/IZ 3.03

Source: Ministry of Finance, Reuters, BZ WBK
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International review

Ben Bernanke re -elected, more exit strategies wording
60" Main interest rates = At the end of January the US Senate accepted Ben Bernanke

as the Fed’s chairman for second term.
501 = As expected the Fed left interest rates unchanged in January
404 maintained its view to keep the interest rates at low level for an
extended period, though one of the Fed voting members said it
30 is time to change this promise. The FOMC members noted
20 L further improvement of economic situation also in the labour
: market. Fed confirmed the close of the mortgage backed
104 securities purchases from March. The Fed president said in
L——“—-— February that the discount rate hike would be a part of
00 trrr e e e e normalisation” of Fed lending and one of the first steps to
£ %% >3 cs>8¢c 82 2>28¢% =28 s tighten monetary policy would be increasing interest rates paid
TEeTEe T e =8 =7 =% for banks deposits in Fed and introduction of reverse-repo

— Fed Funds Rate — ECB Refinance Rate

— BoE RepoRats SNB mid brgetrate operations. At the same time, Ben Bernanke did not precisely
indicate, when such actions will be introduced and underlined
that the US economy still needs highly accommodative policy
%Yoy Consumer inflation and rates will stay low for an extended period.

6 » In February the ECB did not change interest rates and the ECB
551 president stated again that they are at appropriate level. The ECB
451 president said also that the ECB Council expects that the euro
354 zone growth recovery will be moderate and some factors
25 | supporting growth are of temporary nature. Jean Claude Trichet
15 declared gradual exit from extraordinary measures increasing
05 liquidity in the financial markets.
05 R o Amanss nas e o A ARARL Sasn o = US inflation data showed increase of CPl in December by
' 0.1%MoM (2.7%Y0oY) against expected 0.2%MoM. Core inflation
151 \\7 was at 0.1%MoM (1.8%YoY), which was in line with market forecast.
2 e e oo oo Do o oo = Inflation in the euro zone in December was as expected 0.9%.
35 :£>83:s>8282>882>28¢c =28 5 According to estimates of the Eurostat euro zone inflation rose in
TEerTEerTEerEe =222 January to 1%YoY from 0.9%YoY in December, much less than it
—USA—EMU was expected by the market (1.2%YoY).
ps Activity indicators for industry ngh activity indices
65 1 = Official Chinese ISM for manufacturing sector fell in January to
604 55.8 pts from 56.6 in December. Markit PMI rose in January to

57.4 pts from 56.1 pts in December.

= PMI index for the euro zone rose in January to 52.4 pts, more
than market expectations, which were in line with preliminary
estimate at 52 pts. Moreover the ISM index reflecting activity in
the US manufacturing sector rose as much as to 58.4 (the
highest level in over 5 years), while the market expected small
increase to 55.0 pts.

= PMI for services in the euro zone fell in January to 52.5 pts
from 53.6 pts in December against early estimate of 52.3 pts.
ISM for US services slightly disappointed and rose in January to
—— USA: ISM mfg EMU: PMI mfy —— Chiny: PMI mfg 50.5 pts from 50.1 pts in December, below expected 51 pts.

= The US GDP growth in Q4 2009 was at 5.7%, the highest
o000 US labour market figure in 6 years against analysts’ expectations of 4.7%.

400 71 = ADP report for January showed a clear drop in employment

300 - outside farming in the private sector by 22k against expected

200 A 710 drop of 30k. Official report of the US Department of Labour had

100 Ly mixed tone. It said the non-farm payrolls in the US fell in January
0

T e A\? by 20k against a drop of 150k jobs after revision (from —85k) in

fﬁ the highest level since the start of the survey (April 2004), i.e.
55
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=

8 the previous month. Data for November were upwardly revised

Jan 05 4
Jan 06

-200 from increase of 4k to increase by 64k. The market expected the
-300 7 non-farm payrolls rose in January by 5k. On the other hand, the
-400 rate of unemployment fell in January to 9.7%, much below
-500 1 T8 10.0% in December, while a stabilisation at December level was
-600 15 expected.

-700 4 = The unemployment rate in the euro zone rose in December to
-800 - 4 10% (the highest level since August 1998) from 9.9% in

November.

—— Nonfarm payrolls change (lhs) —— Unemploymentrate (rhs)

Source: Reuters, ECB, Federal Reserve
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Economic calendar

MACROscope February 2010

Monday

Tuesday

Wednesday

Thursday

Friday

8 February
PL: Auction of Treasury Bills

9
US: Wholesale inventories
(Dec)

10
PL: Auction of 2Y bonds

1
JP Market holiday
US: Retail sales (Jan)

12

PL: Money supply (Jan)

PL: Balance of payments (Dec)
EZ: Flash GDP (Q4)

EZ: Industrial production (Dec)
US: Preliminary Michigan (Feb)

15

PL: Auction of Treasury Bills
PL: CPI (Jan)

US: Market holiday

16

PL: Wages and employment
(Jan)

DE: ZEW index (Feb)

US: Capital flows (Dec)

17

PL: Bond auction

US: House starts (Feb)

US: Building permits (Feb)
US: Import prices (Jan)

US: Capacity utilisation (Jan)
US: Industrial production (Jan)
US: FOMC minutes

18

PL: Industrial output (Jan)
PL: PPI (Jan)

US: PPI (Jan)

US: Philly Fed index (Feb)

19

PL: MPC minutes (Jan)

EZ: Flash manufacturing PMI
(Feb)

EZ: Flash services PMI (Feb)
US: CPI (Jan)

22

PL: Auction of Treasury Bills
PL: Business climate

23
PL: MPC meeting
PL: Retail sales (Jan)

24

PL: MPC meeting-decision
US: New home sales (Jan)

25

EZ: M3 money supply (Jan)
EZ: Economic sentiment (Feb)

26
EZ: Final HICP (Feb)
US: Advance GDP (Q4)

indicators (Feb) PL: Unemployment rate (Jan) | DE: Gfk index (Mar) US: Durable goods orders (Jan) | US: Chicago PMI (Feb)
DE: Ifo index (Feb) US: House price index (Dec) US: Final Michigan (Feb)
US: Case/Shiller (Dec) US: Retail sales (Jan)
US: Consumer confidence
(Feb)
1 March 2 3 4 5
PL: Auction of Treasury Bills | PL: GDP (Q4) PL: Bond switch auction EZ: ECB decision US: Non-farm payrolls (Feb)
PL: PMI (Feb) EZ: Flash HICP (Feb) EZ: Non-manufacturing PMI (Feb) | EZ: Revised GDP (Q4) US: Unemployment rate (Feb)
EZ: Manufacturing PMI (Feb) EZ: PPI (Jan) EZ: Retalil sales (Jan) US: Labour productivity & unit
US: Core PCE (Jan) US: ADP report (Feb) labour costs (Q4)
US: Manufacturing PMI (Feb) US: Non-manufacturing PMI (Feb) | US: Factory orders (Jan)
US: Pending home sales (Jan)
8 9 10 11 12

PL: Auction of Treasury Bills

PL: Bond auction
US: Wholesale inventories (Jan)

EZ: ECB decision
CH: SNB decision (Q1)
US: Trade balance (Jan)

PL: Money supply (Feb)

PL: Balance of payments (Jan)
EZ: Industrial production (Jan)
US: Retail sales (Feb)

US: Flash Michigan (Mar)

Source: CSO, NBP, Ministry of Finance, Reuters.

MPC meetings and data release calendar for 2010

| Il 11 \Y) \% VI VIi VI IX X XI Xl

MPC meeting 25-26  23-24  30-31 - - - - - - - - -
MPC minutes 21 19 18 - - - - - - - - -
GDP* - - 2 - 31 - - 30 - - 30 -
CPI 14 152 150 15 14 15 13 13 14 13 15 14
Core inflation 21 - 22 21 20 22 21 20 21 21 22 21
PPI 21 18 17 20 20 18 19 18 17 19 19 17
Industrial output 21 18 17 20 20 18 19 18 17 19 19 17
Retail sales 28 23 - - - - - - - - - -
Gross wages, employment 19 16 16 19 19 17 16 17 16 18 18 16
Unemployment 28 23 - - - - - - - - - -
Foreign trade about 50 working days after reported period

Balance of payments* - - 31 - - - - - - - - -

Balance of payments
Money supply
NBP balance sheet

Business climate indices

15¢ 12 12
14 12 12

7 5 5
22 22 22

22 21 22

22 20 22

22 22 22

* quarterly data, ® preliminary data for January, ® January and February, © November

Source: CSO, NBP
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Economic data and forecasts

Monthly economic indicators

Jan09 Feb09 Mar09 Apr09 May09 Jun09 Jul09 Aug09 Sep09 Oct09 Nov09 Dec09 Jan10 Feb 10

PMI ots | 403 408 422 421 425 430 465 482 482 488 524 524 510 514
Industrial production %Yoy | 153 146 19 422 52 45 44 01 43 43 99 74 01 55
Construction production %YoY 74 1.9 1.2 0.5 0.3 0.5 107 110 5.7 2.7 9.9 341 -145 22
Retail sales ® %Yoy | 38 06 18 29 24 21 57 52 25 21 63 72 52 50
Unemployment rate % | 104 109 114 109 107 106 107 108 109 111 114 119 128 128
Srosswagesmeneipises ooy | 81 51 57 48 38 20 39 30 33 20 23 65 22 32
Employmentinenteioes ooy | 07 02 09 A4 AT A9 22 22 24 24 22 A8 27 23
Export (€) %YoY | 243 263 166 -289 206 213 -235 213 -184 109 01 140 110 110
Import (€) %YoY | 262 327 259 351 307 306 204 272 274 215 -19 25 93 177
Trade balance EURm | -483 .67 -214 205 26 2719 -539 470 25 103 292 -600 -400 -584
Current account balance EURm | -754 790 -131 -451 405 -232  -833 107 -308 -266 -1.272 -1000 -200 -534

Current account balance %GDP | -5.0 4.5 -4.0 -3.8 -3.5 -3.0 -3.1 2.8 2.3 -1.9 -1.8 -1.6 -14 -1.8

Budget deficit (cumulative) PLNbn | 2.9 53 106 -163 -164 -167 -1560 -156 -215 240 -244 -238 05 9.0

Budget defiit (cumulative) %p‘l’;rfY 407 194 390 564 603 613 553 575 790 884 898 875 10 172
cPI %Yoy | 28 33 36 40 36 35 36 37 34 31 33 35 35 30

Core inflation excluding

X %YoY 22 24 25 26 2.8 2.7 29 29 29 29 2.8 2.6 21 2.0
prices of food and energy

PPI %YoY 3.6 5.7 5.5 48 3.7 4.1 28 2.2 1.6 2.0 1.9 2.1 0.1 2.6
Broad money (M3) %YoY | 176 178 175 144 142 144 119 9.0 9.6 1.9 8.0 8.1 73 6.4
Deposits %YoY | 195 192 194 161 167 159 130 107 109 135 103 9.8 8.9 75
Loans %YoY | 358 372 345 303 293 268 233 198 186 149 134 8.6 6.8 47
USD/PLN PLN 318 363 355 336 323 322 305 290 28 28 279 283 285 291
EUR/PLN PLN 422 465 462 443 441 451 430 413 416 421 417 414 407 4.02
Reference rate % 425 400 375 375 375 350 350 350 350 350 350 350 350 3.50
Lombard rate ® % 575 550 525 525 525 500 500 500 500 500 500 500 500 @5.00
WIBOR 3M % 551 469 430 420 452 460 426 416 418 418 419 423 424 415
Yield on 52-week T-bills % 485 462 478 480 491 473 443 423 433 435 426 425 401  4.00
Yield on 2-year T-bonds % 481 537 560 544 560 534 493 492 510 503 492 492 495 495
Yield on 5-year T-bonds % 496 557 597 58 58 58 555 553 574 565 564 567 558 555
Yield on 10-year T-bonds % 543 59 621 617 630 634 619 608 618 615 614 621 612 6.10

Source: CSO, NBP, Finance Ministry, BZ WBK own estimates; ® in nominal terms, ® at the end of period
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Quarterly and annual economic indicators

MACROscope February 2010

2007 2008 2009 2010 1Q09 2Q09 3Q09 4Q09 1Q10 2Q10 3Q10 4Q10
GDP PLNbn | 11767 12728 13479 14071 | 3141 326.3 3315 376.0 3307 339.4 341.9 395.2
GDP %YoY 6.8 5.0 1.7 2.6 0.8 1.1 1.7 3.1 2.8 25 25 2.8
Domestic demand %YoY 8.7 5.5 0.9 36 -1.5 2.1 -1.2 1.0 34 33 3.2 4.1
Private consumption %YoY 49 59 2.3 2.0 3.3 1.7 2.2 2.0 2.0 2.0 2.0 2.0
Fixed investments %YoY 176 8.2 0.3 47 1.0 -3.0 -15 1.5 1.0 5.0 5.0 6.0
Industrial production %YoY 9.7 35 -3.2 5.0 -10.0 6.7 -1.3 53 51 5.1 5.6 4.4
Construction production %YoY 225 114 46 47 35 04 9.1 5.2 1.0 7.0 2.8 8.0
Retail sales (real terms) %YoY 14.0 9.6 21 4.5 0.4 14 3.7 29 3.0 5.0 4.6 55
Unemployment rate 2 % 1.2 9.5 119 123 1.1 10.6 10.9 119 12.8 11.8 115 123
Sross pheird ir’r‘ni’)“erp’ise %Yoy | 67 59 09 2 32 02 05 03 03 22 31 34
Employmentinentererie ovoy | 46 48 42 40 | o1 40 48 22 23 41 05 03
Export (€) %YoY 134 14.2 174 8.1 222 -23.8 211 0.1 12.0 10.0 6.0 5.0
Import (€) %YoY 19.5 17.2 255 12.7 -28.2 -32.2 -28.0 -12.5 15.3 14.0 12.0 10.0
Trade balance EURm | 12369 -17724 -3291 -8 326 -744 -513 -1039 -995 -1656  -1555 2676  -2440
Current account balance EURm | 1469 -18302 -4920 -7776 -30 -1088 -1264 -2538 -1556 -2255 2376 -1590
Current account balance % GDP 4.7 5.1 -1.6 2.2 -4.0 -3.0 2.3 -1.6 2.0 2.3 25 2.2
General govemment %GOP | 19 36 72 10 . . .
CPI %YoY 25 42 35 2.3 3.3 3.7 35 33 3.0 2.0 1.8 24
CPla %YoY 4.0 33 35 25 36 35 34 35 25 1.9 20 25
PPI %YoY 2.0 2.2 33 1.7 49 4.2 2.2 2.0 -1.8 -2.3 -1.3 -14
Broad money (M3) = %YoY 134 18.6 8.1 6.2 175 144 9.6 8.1 6.5 6.3 6.9 6.2
Deposits 2 %YoY 14.5 20.6 9.8 6.1 19.4 15.9 10.9 9.8 6.6 6.3 6.8 6.1
Loansa %YoY 299 36.0 8.6 9.4 345 26.8 18.6 8.6 4.3 5.3 7.2 9.4
USD/PLN PLN 2.77 2.41 3.12 2.85 3.45 3.27 2.94 2.83 2.88 2.86 2.84 2.82
EUR/PLN PLN 3.78 3.52 4.33 3.91 450 445 4.20 4.17 4.02 3.93 3.87 3.82
Reference rate 2 % 5.00 5.00 3.50 4.00 3.75 3.50 3.50 3.50 3.50 3.50 3.50 4.00
Lombard rate 2 % 6.50 6.50 5.00 5.50 5.25 5.00 5.00 5.00 5.00 5.00 5.00 5.50
WIBOR 3M % 4.73 6.36 4.42 4.20 4.83 4.44 4.20 4.20 418 4.15 4.15 4.32
Yield on 52-week T-bills % 4.69 6.26 4.54 427 475 4.81 4.33 4.29 4.02 4.25 4.30 4.50
Yield on 2-year T-bonds % 5.23 6.22 517 5.10 5.26 5.46 498 4.96 4.97 5.05 5.20 5.20
Yield on 5-year T-bonds % 5.52 6.15 5.65 5.57 5.50 5.85 5.61 5.66 5.58 5.60 5.55 5.55
Yield on 10-year T-bonds % 5.56 6.06 6.11 6.05 5.86 6.27 6.15 6.17 6.11 6.10 6.00 6.00

Source: CSO, NBP, Finance Ministry, BZ WBK own estimates

& at the end of period
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This analysis is based on information available until 10.02.2010 has been prepared by:

ECONOMIC ANALYSIS UNIT

TREASURY DIVISION
ul. Marszatkowska 142, 00-061 Warszawa, fax +48 022 586 83 40
Email: ekonomia@bzwbk.pl Web site (including Economic Service page): http://www.bzwbk.pl
Maciej Reluga — Chief Economist
tel. +48 022 586 83 63, Email: maciej.reluga@bzwbk.pl

Piotr Bielski +48 022 586 83 33
Piotr Bujak +48 022 586 83 41
Cezary Chrapek +48 022 586 83 42

TREASURY SERVICES DEPARTMENT

Gdansk

Dtugie Ogrody 10
80-765 Gdansk

tel. +48 058 326 26 40
fax +48 058 326 26 42

Poznan

pl. Gen. W. Andersa 5
61-894 Poznan

tel. +48 061 856 58 14
fax +48 061 856 55 65

Wroctaw

Krakow

Rynek Gtéwny 30/8
31-010 Krakéw

tel. +48 012 424 95 01
fax +48 012 424 21 41

Warszawa

ul. Marszatkowska 142
00-061 Warszawa

tel. +48 022 586 83 20
fax +48 022 586 83 40

ul. Rynek 9/11

50-950 Wroctaw

tel. +48 071 370 25 87
fax +48 071 370 26 22

This publication has been prepared by Bank Zachodni WBK S.A. (a member of AIB Group) for information purposes only. It is not an offer or solicitation for the purchase or sale of any financial
instrument. All reasonable care has been taken to ensure that the information contained herein is not untrue or misleading. But no representation is made as to its accuracy or completeness.
No reliance should be placed on it and no liability is accepted for any loss arising from reliance on it. Bank Zachodni WBK S.A.. its affiliates and any of its or their officers may be interested in
any transactions. securities or commodities referred to herein. Bank Zachodni WBK S.A. or its affiliates may perform services for or solicit business from any company referred to herein. This
publication is not intended for the use of private investors. Clients should contact analysts at and execute transactions through a Bank Zachodni WBK S.A. entity or an AIB Group entity in their
home jurisdiction unless governing law permits otherwise. Copyright and database rights protection exists in this publication.

Bank Zachodni WBK S.A. jest cztonkiem Allied Irish Banks Group



