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Surprising decision of the House of Representatives to rej ect the Paulson’s rescue plan for the US financial se  ctor
last Monday triggered a surge in risk aversion, whi ch resulted in a collapse in stock markets, strengt hening in bond
markets, strong rise in money market rates and weak  ening in currencies in the reg ion. Uncertainty was additionally
fuelled by information about financial problems of European banks. Work on the rescue package have been resumed
in the US Congress though, and on Wednesday the Senat e approved amended plan, including among others hig her
protection for depositors and higher tax rebates. O n Friday, the plan was accepted by the House of Rep  resentatives.

Green light for the US government’s takeover of “tox ic assets” improved investors’ sentiment only for a while, and
this week began with incre ased risk aversion among other due to information a bout problems of next financial

institutions in Europe. One should take into account that uncertainty and risk aversion will remain at elevated levels
for some time. Financial market players are increas ingly concerned that effects of the plan may be insuff icient to
prevent the US economy from recession and financial market from further distress. The key issue in the near term
will be to restore market liquidity and “defreezing " money markets that stalled in  recent days. While the main effect

of the Paulson’s plan was supposed to be restoration of confidence in the markets, the wave of criticis m it has

suffered recently and problems with its approval in the Congress may reduce its positive impact on mar ket moods.

In the local market, an important event will be auc  tion of 10Y bonds. Demand for the government securit  ies should
be quite high, as financial institutions are seekin g relatively safe investments. Possibly, the proble m of financial
market crisis will be tackled by  politicians. On Friday the president Lech Kaczy ski said he may call a meeting of the
Cabinet Council (a panel of all members of the gove rnment and the president) to debate risks for the P olish
economy.

Economic calendar

e COUNTRY INDICATOR PERIOD FORECAST VALUE
MARKET BZWBK

TUESDAY (7 October)

18:00 us FOMC minutes Sep - - - -

WEDNESDAY (8 October)
JP Bank of Japan decision - % 0.5 - 0.5

09:00 PL Auction of 10Y bonds - - - - -

09:00 EZ Revised GDP Q2 %YoY 1.4 - 2.1

12:00 us Pending home sales Aug %MoM -2.0 - -3.2
THURSDAY (9 October)

09:00 GB Bank of England — decision - % 5.0 - 5.0

10:30 us Jobless claims w/e k 475 - 497

12:00 us Wholesale inventories Aug %MoM 0.5 - 14

FRIDAY (10 October)
10:30 us Import prices Sep %MoM -2.5 - -3.7
10:30 us Trade balance Aug $bn -59.0 - -62.2

Source: BZ WBK, Reuters
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What’s hot this week - Few events, high emotions

Main features of the US bailout package approved by the Congress

Main assumption:

Additional amendments added by the Senate:

In the nearest week, there are no important data releases
scheduled in Poland, and a list of publications abroad is
also very short. However, this is not going to be a quiet and
peaceful week for the financial sector.

Despite approval of rescue package for the financial sector
by the House of Representatives, market sentiment has not
improved, among others to troubles of European banks.
Uncertainty and elevated risk aversion will not disappear
easily. In the long run, investors’ moods may be spoiled by
fears of recession in the US and in the euro zone, magnified
by a set of very weak recent data releases.

Amid lack of domestic events, local market will eye
changes in sentiment abroad, among others under influence
of FOMC minutes, speeches of Fed and ECB presidents,
and scarce data releases in the US and euro zone.

Economy last week - Weaker and weaker data, deteriorating moods

PMI vs. industrial output (seasonally adjusted)

PMI index for Polish manufacturing sector fell in
September to 44.9 from 45.8 in August. Index of new orders
fell clearly to 43, while employment index fell to 45.2. Data
suggested that economic slowdown is gaining momentum.

Data about manufacturing activity in the euro zone (PMI)
and in the US (ISM) were also very grim, showing deep
collapse in September, and signalling growing risk of
recession in the world’s biggest economies.

Monetary policy guidelines for 2009 were not much
different from the version for 2008. The MPC said that
monetary policy strategy will be adjusted after “binding”
decision about euro zone entry. Then, the policy will be
subordinated to permanent fulfilment of convergence
criteria, which according to MPC members will require

R A A more restrictive monetary policy.
— 5'1) ) 67 7!))

/7,9 Balance of payments - main elements According to the Ministry of Finance, inflation rate in
*) 7 September fell to 4.4%YoY amid 0.3%MoM price increase.

| Our forecast shows CPI growth by 4.5%YoY and
T 0.3%MoM.

) ﬁ/-\/ AT T AN NN A Quarterly balance of payments data showed lower
) o 9 © @ L | 2 .| current account deficit in Q2 (€4.9bn). Meanwhile, deficits

in previous quarters have been revised up, so after the H1
the 12-month C/A gap reached 5% of GDP, versus 4.5%
according to previously available data.

ECB left main interest rates unchanged. However, a tone
of the bank president's statement has been clearly
softened. In our view, interest rate cuts in the euro zone
may start already in November, and till the middle of 2009
the main interest rate may fall to 3.0-3.5%.

Quote of the week - Fast rate cuts in the euro zone may affect MPC decisions

Jan Czekaj, MPC member, Reuters, 2 October

| believe that the situation is such that a rate hike is not needed
immediately. | even wonder whether another hike will be needed at
all. We will see what happens with inflation.

Jean Claude Trichet, ECB president, press conf., 2 October
With the weakening of demand, upside risks to price stability have
diminished somewhat, but they have not disappeared..

We examined two options: first, leaving interest rates unchanged;
second, decreasing interest rates.

In our view, the MPC may decide to hike interest rates once again,
most likely in October. This month the government is expected to
present a schedule of euro adoption. If it is considered by the
Council as a “binding decision”, the MPC may be willing to tighten
monetary policy. Nevertheless, while prospect of Poland's fast
euro zone entry increases likelihood of more restrictive monetary
policy, a change in the prospects of ECB policy to more relaxed
may neutralise the former factor and deter the MPC from next
hikes. Thus, the result of the last ECB meeting lowered a likelihood
of interest rate hikes in Poland.
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Market monitor

Zloty exchange rate Risk aversion weakens the zloty

Throughout the whole past week the zloty was
weakening in reaction to rising risk aversion, which resulted
from problems of financial institutions, lack of support for
the US bailout plan and uncertainty over the world
economy. The significant dollar appreciation also
contributed to the zloty gains. The USDPLN rate rose in the
course of the week by ca. 17 groszy, i.e. over 7%.

Due to lack of permanent improvement in moods after
approval of the bailout package by the US Congress, one
may expect the climate in the local FX market will rather

v e e = v stay nervous, and the currencies will be sensitive to large

: S - T VI R fluctuations. We forecast the EURPLN rate trading range at
— &t —/.9! ¢ 3.38-3.48 and 2.45-2.55 for the USDPLN rate.
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6 Yield curve Domestic yields lower after ECB meeting
For the better part of last week yields of local bonds

" A were broadly stable, as effect of strengthening in the core
0 1 debt markets was offset by increased risk aversion
lowering demand for Polish debt. Significant fall in yields
D* took place after the ECB meeting and suggestion that rate
) cuts in the euro zone are possible soon, which affected
expectations regarding monetary policy in Poland as well.
DI Yield of 2Y bond fell below 6% for the first time since the
2 start of this year.
5 The auction of 10Y bonds scheduled on Wednesday

should be successful. We expect large demand from
domestic investors.
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EURUSD rate Strong dollar due to uncertainty, ECB statement
1 Dollar clearly strengthened versus euro due to increasing

)

)3 risk aversion and problems of European banks, while at the
)1 end of the week this move was also reinforced by higher
) expectations for monetary easing in the euro zone.

) * A This week a list of planned events that may be significant
) for the market, is quite short. The minutes of the
)3 September FOMC meeting and the August trade report are
L likely to dominate a relatively dull agenda. However, key
y issue for the exchange rates will be market expectations
) regarding consequences of the Paulson’s plan
. implementation. Investors’ attention will also focus on
)

speeches of Ben Bernanke and Jean Claude Trichet.
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10y Bunds & Treasuries and spread Higher risk aversion strengthens bonds

6 Capital flee to safe assets led to significant fall in yields in
") r the core debt markets last week. The fall in yields was
o | deeper in the European debt markets as there was
. . increase in expectations that the ECB will cut rates already
0 | this year.
0 ro Yields in the core debt markets this week will probably
02 - + »  remain low, as risk aversion remains high and stock
0 | | markets keep falling, which leads to higher demand for safe

assets. However, any signs of rising optimism on the
9 7 " 1 markets may trigger a correction in bonds and increase in
0)0 yields.
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This publication has been prepared by Bank Zachodni WBK S.A. (a member of AIB Group) for information purposes only. It is not an offer or solicitation for the purchase or sale of
any financial instrument. All reasonable care has been taken to ensure that the information contained herein is not untrue or misleading. But no representation is made as to its
accuracy or completeness. No reliance should be placed on it and no liability is accepted for any loss arising from reliance on it. Bank Zachodni WBK S.A,, its affiliates and any of
its or their officers may be interested in any transactions, securities or commodities referred to herein. Bank Zachodni WBK S.A. or its affiliates may perform services for or solicit
business from any company referred to herein. This publication is not intended for the use of private investors. Clients should contact analysts at and execute transactions through
a Bank Zachodni WBK S.A. entity or an AIB Group entity in their home jurisdiction unless governing law permits otherwise. Copyright and database rights protection exists in this
publication.

Additional information is available on request. Please contact Bank Zachodni WBK S.A. Treasury Division, Economic Analysis Unit, ul. Marszatkowska 142, 00-061 Warsaw,
Poland, phone (+48 22) 586 83 63, email ekonomia@bzwbk.pl, http://www.bzwbk.pl

mmmm Bank Zachodni WBK is a member of Allied Irish Banks Group



