[& w=xx | Bank Zachodni WBK

Eyeopener - Deterioration of global sentiment
25 January 2010

B The zloty correction continued, weakening in the de bt
market due to deterioration of global moods on plan s to
limit banks investment policy in the US and expecta  tions
of monetary policy tightening in China

B Today auction of T-Bills, US home sales data

B This week decision of the MPC, 2009 GDP data, publi c
finance consolidation plan

On Friday, the correction of the zloty against major currencies was
continued due to continued negative sentiment around the world. In
the international stock markets during the European session there
was further weakening due to fears that plans by US President
Barack Obama to constrain investment activity of banks may harm
the sector’s future financial performance. Negative impact on the
appetite for risk was also connected with continuing concerns about
monetary tightening in China. On the other hand, moods in the
global markets were positively influenced by earnings reports for Q4
from General Electric, thanks to tax allowances and cost reductions
(including through layoffs) and a rise in new orders. Earnings report
from McDonalds was also positive for the market. After a slight
strengthening of the zloty at the beginning of day, in the second part
of the session EURPLN rate temporarily rose above 4.10 and
USDPLN to 2.897, with a fairly stable exchange rate EURUSD near
1.413.

In the domestic debt market there was a weakening along with
depreciation of the zloty and the negative information regarding
debt markets abroad.

In the core debt markets, after a slight strengthening at the
beginning of the day, in the later part of the session there was a
correction amid profit-taking following earlier gains. As a result, at
the end of yields of 10Y Treasuries and Bunds were at levels seen
at the opening, i.e. 3.20% and 3.61%, respectively. Spread between
yields of the 10Y Greek and German bonds rose to its highest level
in 11 years (approximately 311bps) due to fears that the Greek
government will have difficulty in selling bonds. The CDS rates for
Greek debt rose to a record level of approximately 360bps.

The CSO business climate indicators for January were quite good
(especially for industry) and recorded a slight increase on a monthly
basis: in industry from -2 to 0, in construction to -15 from -16) and
in trade to -5 from -6). The annual growth rates improved for
industry (up 13) and in construction (up 3 to —13) and remained
unchanged for services (-1).

The Energy Regulatory Office approved on Friday a 5% rise in
prices of energy for distributing companies.

Friday’s decline in stock markets was also continued today in Asia.
This morning the zloty was close to Friday's close amid stable
EURUSD rate. German consumer sentiment index Gfk for January

published this morning fell fourth consecutive month to 3.2 due to
fears about further rise in unemployment. At the end of the day, at
16:00 the data about US home sales in December will be published.
The market expects a drop to 6.03 million units from 6.54 million in
November. Today, financial results for Q4 will be published by
Apple, Texas Instruments. The Ministry of Finance will offer at
today's tender 52-week Treasury bills worth PLN1-1.3bn.

This week's key events in Poland will include the publication of GDP
data for 2009 and the MPC meeting, while abroad the Fed meeting
will be in focus. In the MPC meeting beginning today, some
members of the new term will participate for the first time. There will
be no changes in monetary policy this month, but comments of the
new Council members after the meeting can be valuable guidance
to the market on their views. This week, President Kaczynski should
announce his three appointments to the MPC, which will give us a
full picture of the new decision-making body. On Friday, the
government will present the long-awaited plan for the development
and fiscal consolidation. Most elements of the plan were pre-
announced, so they should not surprise the market.

Crucial for assessment of Polish economy prospects will be GDP
data for 2009 due on Thursday. Our forecast of 1.7% growth in the
entire year draws on the assumption of over 3%YoY rise in the
fourth quarter. Not only the level but also the structure of economic
growth will be important. Data about retail sales and unemployment
will remain overshadowed by GDP figures. We predict maintaining
robust sales growth in December and a seasonal rise in registered
unemployment rate. During the week a large number of data will be
released abroad. Investors’ attention will focus mainly on GDP and
housing market data in the US. Also, financial reports of large
American companies will have impact on market sentiment. By the
end of the week the US Senate will vote on the nomination of Ben
Bernanke for a second term as Fed governor.

It seems that the correction, which is triggered among others by
concerns about the collapse of the economic recovery in the world
can still take some time. Support for the zloty may be a good GDP
data for 2009, but the key will be information from the US (macro
data, companies’ financial results, Fed statement), which will
determine the changes in risk aversion. Negative for sentiment in
the region are still fiscal problems of Greece. An important level of
support for the zloty is 4.15.

Continuation of zloty depreciation increases changes for profit
taking in the domestic bond market. Good GDP data should also
support the rise in yields. Government’s plan of development and
fiscal consolidation should not affect the market. First of all, some
solutions were already announced, secondly, the market realises
that the road from plans to realisation may be long and bumpy.
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