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Main trends in the economy

Expectations that the March slowdown in productiongrowth would be temporary
turned out to be correct because growth in productin was again high in April.
Construction output is growing fast and measures hae been taken to protect the
environment against consequences of the acceleratactivity in the manufacturing and
construction sectors.

Retail sales are also growing fast. Exports and ingets have slowed, but only slightly. As
expected, inflation has gone up and is projected fgrow further in coming months.
Consumer prices should start slowing after the "8 quarter. Employment and wages are
still on the rise. Thanks to the favourable economisituation, national budget revenue is
high, with a small surplus recorded in the year toApril.

The current economic situation can be summarisatdfollowing:

- The economic outlook has improved thanks to tha gigwth in industrial production
in April. This showed that the March slowdown irog@uction growth had been
temporary. Growth in the construction and asserabtput in April stayed at a high
level of the previous two months. Retail sales vase high in April.

- In April CPI inflation was slightly lower than in &ch. Until the 3rd quarter high
prices of oil, other raw materials and food will fneshing inflation up. After the’d
guarter price growth should slow.

- The March 2008 data on foreign trade and balanpawihents, published by the
Central Statistical Office (GUS) and National BaikPoland (NBP) in mid-May,
showed that growth in foreign trade slowed as ptep An optimistic signal is that
the slowdown was slighter than expected.

- On the labour market, employment growth is stdlhh Unemployment is on the
decrease and wages are growing fast.

- In the ' quarter, financial results in the commercial sestightly weakened from the
excellent results of last year. Growth in investingas fast.

- As the economic situation was favourable, natitmalget revenue was on the rise. As
a result, in the year to April the implementatidrilee budget revenue plan was much
more advanced than the implementation of the experdlan.

Central Statistical Office (GUS): “(...) after thetemporary slowdown in March, growth
in the main sectors of the economy was quite strong.)”

GUS: The basic trends in April show that, aftertdm@porary slowdown in March, growth in
the main sectors of the economy was quite stromgniypployment decreased further and the
number of jobs increased. Average pensions andsnagbe commercial sector continued to
rise year on year. In April, the year-on-year ias®in prices in the main sectors of the
national economy was slightly slower than in pregiperiods. The enterprises surveyed
showed bettertquarter results than last year, but basic inditesriorated because growth
in expenditure slightly outpaced growth in revenlige share of external services costs and
wages increased in total expenditure. Spendingeanfixed assets continued to grow at a
considerably fast pace. (“Information on the CoyistEocio-Economic Situation, GUS, May
27, 2008”; www.stat.gov.pl)



National Bank of Poland (NBP): "The Polish economys still in a period of strong

growth (...)"

NBP (Monetary Policy Council): The Polish economgiill in a period of strong growth
encompassing all its sectors. Data obtained sime€buncil’s last meeting indicate that the
economic growth rate is still high, though it magctease somewhat in the next quarters (...)
The Council’'s assessment is that the latest macnoegic data suggest that in the first half of
2008 the economic growth rate will probably st#él igher than the rate of growth in
potential GDP. (“Report from the Monetary Policyu®ail Meeting on May 27 and 28,

2008”; www.nbp.p)

Assessments from economic institutes and independexperts

Institute of Economics Polish Academy of SciendB&(PAN): (...) after three years of
accelerating economic growth, signs of a slowdoawelhstarted to appear, but the GDP
growth rate will still be relatively high. (...) Deestic demand will continue to be the main
factor behind economic growth. It will be increashaster than GDP (...). Economic growth
will also be driven by individual consumption amgéstment. Individual consumption will
rise by around 5%, thanks to the favourable sibmabin the labour market and a rise in
incomes due to the indexation of old-age and disglpiensions and a reduction in the
disability contribution under the obligatory sodiagurance scheme. Investment will increase
by around 18%. Investment growth will be driventbg fast increase in domestic demand,
shortage of production capacity, housing boom afildw of EU funds. (INE PAN report no.
12, “Polish Economy. Projections and Opinions,” Ne&98; www.czse.com.pl)

Centre for Social and Economic Research (CASE): Iffwuarter of 2008 was marked by
positive surprises in the economy, which so farlieen very resistant to stagflation and the
world’s financial crisis; the Polish banks’ exposto the American market is slight. Contrary
to our expectations, the growth trend above 6%suagined. Economic expansion was due
to domestic demand, which was pushed up by thedngivth rate in consumption and
investment in fixed assets. (CASE report, May 2008nds. Analyses. Forecasts”)

Economic Development Institute Warsaw School of @mrce (IRG SGH): The economic
slowdown was noted not only in industry and cordditom, but also in transport and trade (...).
The slowdown was caused first of all by the weakgmf economic conditions in
manufacturing, construction and transport. Thedase in the barometer was smaller than
expected, with most of the effect attributable tegerioration in the transport sector. (...) It
was the worst deterioration in economic conditionthis sector since 2000. (...) A slowdown
in economic activity in the industrial sector haeb seen since the middle of last year. (...)
Also in construction, economic conditions have b&ensening since last year. The
construction outlook worsened for a fourth timemmg. (...) The climate in the retail sector
also deteriorated slightly. (...) The climate imyged in agriculture and the banking sector.
The outlook on the situation of households waslamto last year’s. (...) In successive
months, we will be seeing stronger economic agtighite to seasonal factors, which will be
translated into an improved economic climate, egfigdn construction, transport, the
banking sector and agriculture. One can also exgeohprovement in the situation of
households. The seasonal revival will not have mogyact on the situation in the
manufacturing and retail sector. But one can exihedtany possible increases in outlook
indices will be smaller than last year. As a resuk IRG SGH barometer will be lower. On
the basis of the trends to date, we project thad8 the barometer will reach the highest



value in the % quarter. But the figure will be lower than a ybafore. (Study by Prof.
Elzbieta Adamowicz and Joanna Klimkowska, Plbyw.pte.p)

Prof. Wiadystaw Welfe, University of £&@d The high economic growth rates exceeding 6%
showed a downward trend in the final quarters &@72@We expect that the rates will still be
falling, although high growth of up to 5.5% willmiinue throughout 2008. Then, it will
decrease further to 4.5% in 2009. Another revisaxpected since 2010. This is connected
with a new growth impulse associated with the gitsmm of EU assistance funds and
organisation of the European football championghip012. As a result, in the years 2010-
2012 economic growth will accelerate again to adobib%. (...) As spare production
capacity has dwindled in many sectors of the ecogndnere is hope that high growth rates of
up to 15% in fixed asset investment will continn€008. After a fall in investment growth to
11% in 2009, investment is expected to rebountenyears 2010-2012 due to infrastructure
projects and the inflow of more foreign investmégBee: Experts’ commentaries published on
www.pte.pl The commentaries of NRK experts have been puddily the “Nasz Rynek
Kapitatowy” monthly, no. 3/2007, no. 7-8/2007, 16€/2007, no. 12/2007, no. 3/2008 and no.
6/2008. This quotation is from a commentary to bblished in no. 6/2008 of the monthly)

In late May, GUS published its preliminary estimatefor GDP growth in the 1 guarter.
It put GDP growth at 6.1%.

Growth in GDP and foreign trade, % against previousyear
2006 2007 %q.2007 q.2008

GDP 6.2 6.6 64 6.1

Domesticdemand 7.3 83 65 6.3

Total consumption 5.2 52 39 4.1

of which:

Individual consumption 50 50 36 56

Accumulation 16.1 19.1 12.7 17.3

of which:

Gross fixed capital formation14.9 17.9 15.2 15.7
Exports 146 84 8.2 13.4

Imports 17.3 222 8.2 13.7

Central Statistical Office (GUS): According to theeliminary estimate, in the'juarter of
2008 real GDP rose by 6.1% year on year. In theuhrter domestic demand grew at a
slightly faster pace than GDP - 6.3%. The contrdyuof investment demand to GDP growth
weakened to 2.2 percentage points from 3.0 paintise £’ quarter last year. The same trend
affected individual consumption - 3.7 percentagitso/ersus 4.5 points in thé fjuarter last
year. The contribution of foreign demand (net eig)dio economic growth was still negative
at -0.4 percentage points. (...) In tiiquarter Gross Value Added for the national economy
rose by 5.5%. Gross Value Added for the indusseaitor rose by 6.9% and for construction
by 16.7%. In the services sector, Gross Value Aduzsihigher by 6.7% compared to tfie 1
guarter of 2007; in trade and repairs it was hidhet2.0% and in transport, warehousing and
communications higher by 4.7%. In théduarter domestic demand was higher by 6.3%
compared to the®lquarter of last year, with GDP growth at 6.1%.alebnsumption rose by
4.1%, with individual consumption up by 5.6% andbipriconsumption down by 1.1%. Gross
fixed capital formation was higher by 15.7% yearyear. The investment rate, or the ratio of
gross fixed capital formation to GDP in currentps, was 15.4%. (GUS report, May 30,
2008;www.stat.gov.pl




GDP growth projections for 2008 have been revisedatvn, but are still optimistic.

Basic indicators of Poland’s economic situation

Convergence Programme March 2008, 2008 budget I&BnGR April 2008 PKO
BP May 2008 CASE May 2008

Projections for 2008

Gross Domestic Product; previous year=100 105.5.41085.0 105.3
Individual consumption; previous year=100 105.1 .10305.3 106.5
Gross fixed capital formation; previous year=1003.01 118.4 113.1 1134
Industrial sales; previous year=100 110.0 108.8.30607.9
Construction and assembly output; previous year=100X 113.1 X X
Registered unemployment rate, %, end of period 9.8.5 9.3 9.1
Inflation (average-annual); previous year=100 10333.9 104.2 104.0

Source: GUS, Statistical Bulletin, no. 4/2008; Cengence Programme of March 2008; 2008
budget bill substantiation, September 2007; 3#dnstitute for Market Economics
projection, April 2008; PKO BP projection, May 2Q0@BASE projection, May 2008.

Compared to other countries, the Polish economy ®ill growing at a relatively fast rate
and inflation is still lower than in most new EU maenber states.

Production growth slowed temporarily in March, but there was no reason for anxiety,
the more so as the April results indicated a returrio the growth path.

After weak results in March, industrial sales rbgel4.9% year on year in April. In the
electricity, gas and water supply sector sales Wigleer by 6.9%, in the manufacturing sector
they were up by 15.7% and in the mining and quaggector up by 8.8%. On a seasonally
adjusted basis, the increase in industrial salshed 11.9% in April. In the four months to
April, sales were 9.8% higher year on year.

In January-April 2008 the fastest growth in sales woted by enterprises producing mainly
investment goods (by around 21%) and consumer tha&b7%).Sales of energy-related
goods, supplies and consumer non-durables roseatesgly by 8%, 6% and 4%.

Labour productivity in the industrial sector measuby sales per employee was by 6.1%
higher than in January-April 2007, with employmRigher by 3.5% and the average gross
monthly wage up by 11.2%. In 2006 labour produttivese by around 10% and in 2007 by
6%. Statistics for January-April 2008 suggest thatrate of growth in labour productivity
weakened, but April results were strong and couated to an improvement in productivity
compared to the previous three months. It is deting, however, that wage growth outpaces
growth in productivity as this may make Polish camigs less competitive and reduce their
profitability.

In January-April, industrial sales across all indes were higher than in the 1st quarter. The
highest increases (of 20-30%) were recorded bysinegis based on relatively advanced
technologies, like producers of medical and preaisnstruments, radio, television and
telecommunications equipment, machines, motor \&h&nd transport equipment.

In the £' quarter the net financial result in the industsiattor was higher than last year while
net return and the cost index deteriorated. Thangest improvement was recorded by oil
processing companies, manufacturers of construot@terials and furniture, and energy



companies. Manufacturers of metals, foodstuffsbeutand plastic products recorded weaker
results.

In May 2008 the outlook for the manufacturing sectowas slightly less optimistic than in
April 2008 and April 2007. The outlook on current cemand and production was better
than in April, but the outlook for the next months was less optimistic. Projections
indicate that businesses may face greater financidifficulties.

In May 2008, some 30% of the surveyed manufactusgrsrted an improvement and 10% a
deterioration in business conditions. Manufactusggsalled a slower rise in foreign orders.
Production for the domestic market was expandingnkbw orders and production were
expected to slow in the next three months. Stotkisished products stayed at a satisfactory
level. In May manufacturers had a little more diflty meeting their current financial
obligations because of delays in collecting reddies Managers signalled an improvement
in their companies’ financial situation and a smaihcrease in employment than a month
before. Prices were expected to grow at a slower ra

In May 2008 entrepreneurs operating in all manuif@ct) sectors, except for producers of
clothes, fur products and textile products, asskgsebusiness climate optimistically.
Producers of paper products, construction matecakmicals, machines and electrical
equipment were the most optimistic. The businassaté did not change in sectors
manufacturing transport equipment, rubber and iglasbducts, motor vehicles, metal
products, or in the publishing and printing indystr

Data for the first months of 2008, especially strom indicators in April, suggest that
construction may continue to grow fast and may ovexome barriers to growth.
Construction growth is driven by investment demandGrowth in investment is fast
because corporate profitability is high and compares have money to spend for
expansion. Construction growth is also boosted byWEfunding and foreign direct
investment.

In 2007 construction suffered from skill shortagks.a result, construction growth, although
high, did not measure up to expectations. Figurethe first months this year indicate that
construction activity accelerated. In January amesion output was higher by 6.8% year on
year, in February it was higher by 20.7%, in Mahaher by 16.3%, and in April higher by
23%. In the year to April 2008 the increase wa®%/ .All categories of construction
companies recorded increases in sales. The fastagth was recorded by companies
preparing sites for development (over 50%). Ciuji@eering work increased by over 15%.
Housing construction was also on the rise in JanAaril, with the number of newly
completed homes being higher by over 30% year an yidne growing number of home
permits and starts seems to indicate that the hgusiuation will continue to improve. There
is every indication that 2008 will be the best ysiace 1990 in terms of newly completed
homes.

In January-April average employment in constructi@s by 11.1% higher than a year before
and average gross monthly wages were up by 17.58¢e¥%Vin construction have been
growing the fastest and have outpaced the aveoadbd commercial sector for several
months now. This is attributable to upward pressamavages caused by skill shortages. But
construction companies have money for wages bethaseerformance is strong. In th& 1
quarter the financial situation of construction @amies was better than in th&duarter last
year. Gross and net profit was higher, revenues faster than expenditures and profitability
indicators improved.




Construction companies are optimistic, as indicatethy the recent business outlook
survey. In May the outlook was positive and more f@urable than in April 2008, though
some assessments were more cautious.

In May 34% of the surveyed companies indicatechgmmrovement and 7% a deterioration in
business conditions. The surveyed companies red@idéncrease in orders, but expectations
for the next three months were moderate. 31% o$tineeyed companies, the same
percentage as in May 2007, reported they were goidlgp some construction and assembly
work on foreign markets. They expected a slightel@se in orders for construction and
assembly services abroad. The outlook on curreanéial situation was positive. The
surveyed companies also expected that in the hea¢ months construction prices might be
growing at a slower pace.

In May 4.2% of the surveyed companies reportedaradys to their construction and
assembly operations. The barriers created by latmsis, competition from other companies,
skill shortages and costs of materials continudaktbigh: these barriers were signalled
respectively by 59%, 55%, 55% and 37% of compaiiés noteworthy that the barrier
created by skill shortages was in third place feeeond consecutive time while in previous
months this barrier was the most important one. gaed to May last year the barriers
created by equipment shortages and material costsished the most while barriers created
by competition and labour costs increased.

Some 7% of the surveyed construction and assernobipanies assessed their production
capacity as excessive, 77% as sufficient and 168w to meet orders expected in the
next 12 months. In May capacity utilisation stoo@%%.

Environmental protection requirements constrain thedevelopment of industry and
construction.

Environmental protection is particularly importamtPoland owing to years of neglect and
challenges associated with the development of nratuystries which have a negative impact
on the environment. After entry to the EuropeanddnPoland is additionally bound by the
Treaty of Accession and EU directives. Thanks todskistance, there is a realistic chance for
Poland to catch up with the EU-15 in terms of emwinental protection.

The most important task is to reduce hazards ragutiom soil, air and water pollution. Soil
pollution is caused by unreasonable exploitationatfiral resources, inadequate waste
disposal and harmful chemicals. Air pollution résuhainly from the operation of the power
sector, some industrial processes (like coke anteneproduction, metallurgical and

chemical industry, and oil processing), the muratgector and transport. Under the Treaty of
Accession and EU directives, Poland is requirectince emissions of carbon dioxide,
sulphur dioxide and nitrogen oxides. Poland’s epengnagement has to be streamlined
because its efficiency measured by the ratio ofggneonsumption to GDP is around three
times lower compared to the most developed natodsaround two times lower than the
EU-15 average. Poland is not particularly abundamtater resources. Its water resources per
head are three times lower than the EU averageewlater resources per square kilometre
are almost two times lower than the EU average. éd@w the main problem is water quality.
Only 7% of Poland’s water resources is of highesity (class one), around 35% of resources
is of medium purity (class two) and as much as 20e«&cessively polluted and not classified.
As a result, Poland has to invest in the constonadf sewage treatment plants and sewerage
systems.

Poland is one of the few European countries witliging large and dense forest complexes,
and natural river valleys. Around one third of dmntry’s territory is under protection.



Poland has over 30 national parks, almost 1,400-@aeserves and around 120 landscape
parks. Poland’s Natura 2000 sites of special ptatecover 3 million hectares.

There are numerous bird sanctuaries and wildlfieges in Poland. Some of the animals and
plants, including the lynx, wild cat, beaver, cre@nd edelweiss, are under strict protection.
Diverse measures have been taken to protect theahahvironment and reduce air pollution,
including the introduction of modern technologipsyduction of energy from renewable
sources and thermal improvements to buildingsthmit scale has been insufficient. In 2006
spending on fixed assets for environmental pratecind water management amounted to
PLN8.9 billion. But although spending had been gnywor three years, it was still lower
than in the second half of the 1990s. Spendingwir@mental protection and water
management is not only small relative to needsalaat as a percentage of total investment in
the national economy. In 2006 the share of thisidipg in total investment was 5.7% and its
share in GDP was 0.84%.

Most of the money — two thirds - was invested wage management and water protection,
including the construction of municipal sewage timeant plants, sewerage networks and
water supply systems. One fourth of the money \pastson air protection, including new
fuel combustion technologies, and the modernisaifdyoiler houses and heat generating
plants. Spending on water management involveddhstouction of water treatment plants,
reservoirs and weirs, the regulation and liningiedrs and streams, and the construction of
embankments and pump stations.

The sources of funding included own resources ofpanies (45.6%) and foreign resources
(18.1%). The projects were also financed from thgonal and local government budgets,
and environmental funds. Poland has to spend much on environmental protection than it
currently does. And there is a realistic chancehinge this state of affairs thanks to EU
assistance funds. Poland has started to implerenbtfrastructure and the Environment
Operational Programme for the years 2007-2013.tdta¢ value of funds to be spent on the
programme exceeds EUR37 billion, of which around?28 billion will come from the EU’s
Cohesion Fund and the European Regional Developmerd, almost EUR7 billion from
national public sources and around EUR2 billiomfnoeational private sources. The money
will be spent to modernise transport infrastructpretect cultural heritage, improve the
health care system, support the development oarelsend the higher education
infrastructure, revitalise urban and rural areasiatroduce modern technologies. An
important part of the programme will involve eliratimg environmental hazards, with the
following priority areas: water supply and sewaggpdsal, waste disposal and land
conservation, resource management and environnteaald prevention, measures adjusting
companies to environmental protection requiremargyre conservation and promotion of
pro-environmental attitudes.

The huge funds set aside for the implementatidheinfrastructure and the Environment
programme in the years 2007-2013 create a unigpertymity for Poland to carry out many
environmental projects. As a result, through thestment of utility infrastructure and
improvement in environmental quality, Poland wildome more attractive as an investment
location.

Services are a sector of growing importance in theolish economy. In April 2008 growth
in retail sales, wholesales sales and transport wéasster than in March, but the results
were weaker than expected after the stronqg performace in January and February.

In April 2008 retail sales in constant prices reeat by enterprises employing more than nine
people were higher by 14% than in April 2007; inuay, February and March retail sales
were higher by 15.9%, 19.2% and 11.7% respectivelthe year to April the increase was



14.8%. All groups of retailers recorded increasesales in the year to April. The highest
growth (28.1%) was noted by retailers selling meteinicles, motorcycles and parts. The
second group recording high sales (24.5%) werdeetaselling furniture, radio and

television equipment and household appliances.rétad sales of pharmaceuticals, cosmetics
and orthopaedic equipment increased by 16.0%. IRBetaelling solid, liquid and gaseous
fuels recorded a rise of over 9%. Those sellinglébaffs, beverages and tobacco products
recorded a rise of 4%.

In April 2008 wholesale sales (in current pricesjarded by enterprises providing
employment to more than nine people increased [8f4A8ompared to a year before.
Transport companies employing more than nine peagl@rded an increase in sales in
constant prices of 5.2% in April and 2.7% in thary® April. Road transport grew by 13.7%.
Rail transport decreased by 4% and pipeline tram$pyo/.6%. Sea and inland water transport
also declined.

In May 2008 the general climate in the retail sectodid not change from April.

In May 25% of the surveyed retailers signalledraprovement and 14% a deterioration in
business conditions. As in April, around 5.0% a surveyed retailers said they saw no
barriers to their current business operations.réheinder signalled the following major
barriers: market competition (signalled by 70%ha surveyed retailers), high labour costs
(64%) and high fiscal burdens (53%). Compared ty Mat year, slight changes were
recorded in individual barriers. The barriers ceddby high fiscal burdens and insufficient
demand diminished by 2% while barriers createdigl mterest on loans, competition and
labour costs rose.

Individual segments of the retail sector made czifie assessments of the business climate.
Retailers selling furniture, radio and televisiaqugment, household appliances and motor
vehicles were the most optimistic in May. Retailgiso signalled higher sales of textiles,
clothing, footwear and food.

In May, as in previous months, the outlook on bessconditions was very positive in the
financial services sector, though it deterioratednfthe previous month. 58% of the surveyed
companies reported an improvement, versus 64% i, Apd 1% reported a deterioration in
business conditions. In April no company reportetéterioration. The outlook on current and
future demand for financial services, sales ananional situation was slightly worse than in
April. Prices and employment may be increasingslbwer pace than previously expected.
In May 2008 the outlook in the transport, warehngsand communications sector was
similar to that recorded in the previous month. 3¥%he surveyed companies signalled an
improvement and 9% a deterioration in businessitiond. The outlook on current demand,
sales and financial situation was positive, buhmnext three months demand was expected
to grow at a slower pace, leading to a reductiosales and the worsening of the companies’
financial situation. But managers signalled a msemployment and a slight decrease in
current service prices.

The outlook in the real estate, rental, educatmmhlausiness services sector was positive in
May. The surveyed companies expected a rise in detwa their services and an
improvement in their financial situation. 24% oétburveyed businesses signalled an
improvement and 6% a deterioration in businessitiond. The companies were going to
create more jobs and prices of their services wepected to go up.

The outlook in the hotel and restaurant sector lvedier than in April. 26% of the surveyed
businesses signalled an improvement and 11% aatet#on in business conditions. The
outlook on current demand and sales was optimisticthe outlook on the companies’
financial situation was unfavourable. Demand priigexs for the next months were positive,



which indicates that the financial situation magrsimproving. Managers signalled a slower
increase in prices of services than previouslyqutgid. Employment was expected to rise.

In the 1°' quarter of 2008 both the current consumer confidece index, which describes
current trends in individual consumption, and thefuture confidence index, which
describes trends expected in the next months, worsed compared with the &' quarter

of last year. The direction and scale of changes the two consumer indices indicated
that the high growth in household consumption recaited in previous quarters may slow.

In May 2008, the two consumer confidence indiceakeeed. Their level indicated that the
favourable economic and financial conditions deteimg consumption were not sustained in
May and consequently one can expect a weaker griovitidividual consumption. The
outlook on households’ financial situation and ¢bentry’s economic condition was much
worse than before. The outlook on job prospectshaugeholds’ capacity to save also
deteriorated.

Despite these unfavourable changes, the outloathanges in households’ financial situation
in the previous 12 months and on the country’s g@rmeEonomic situation was still good in
May. This means that households still apprecidied higher incomes and rapid economic
growth. But it is worrisome that fears of unempla@mhrose again because this means that
Polish people have not yet noticed any major imenoent on the labour market.

In late 2007 and early 2008 consumer prices went ujut construction prices
decelerated.

According to the Central Statistical Office (GUB) April 2008 consumer prices (CPI) rose
by 4.0% year on year, with the strongest contrdsutioming from food and household
services. CPI inflation has breached the uppet Idindeviation from the inflation target set
by the Monetary Policy Council (2.5%+- 1 percentpgat) and in April stood 0.5
percentage points above the limit.

Compared to April last year, the highest increaas mecorded in prices of food (6.8%),
household services (6.4%), alcoholic beveraged@matco products (5.9%), restaurants and
hotels (5.8%), transport (3.8%), education (3.2%g health care (3.2). Prices related to
communication, recreation and culture declineduhfer decrease was also recorded in
prices of clothing and footwear.

In April the annual producer price index (PPl)agt@at 2.5% compared with April 2007. A
major upward effect came from mining (9.3%), aretticity generation, gas and water
supply (5.8%). From January to April, the averagmthly increase in producer prices in the
manufacturing sector ranged from 1.6% to 2.2%, withducer prices of tobacco and oll
products having increased the fastest (respectoedy 20% and almost 30%).

Construction prices are decelerating but one shirttember about the high reference level
of last year. In April 2008 construction priceseds/ 6.2%: the increase was slower than in
the previous months when it was close to 9%. Degpé fast increase in wages, prices of
construction services are declining because cartgirumaterials are getting cheaper.

Central Statistical Office (GUS): (...) in April the year-on-year increase in consumer
prices was slightly slower than in the previous twaononths (...)

GUS: As regards inflation, in April the year-on-yé&acrease in consumer prices was slightly
slower than in the previous two months. The highgesivth was recorded in consumer prices
of food, non-alcoholic beverages and householdsEsvProducer prices rose by 2.5% year



on year. This increase was the smallest sincedgmbing of the years thanks to deceleration
in mining and manufacturing prices. Prices in tleeteicity, gas and water sector accelerated.
Growth in prices in the construction and assembétia was also lower than in the previous
months (6.2%). On the agricultural market, avemagees of most plant and animal products
stayed at a level similar to the previous monthistbgher than in April 2008. The very low
profitability of pig production, which had contingdiéor quite a long time, led to the
strengthening of downward trends in pig populati¢fiaformation on the Country’s Socio-
Economic Situation, GUS, May 27, 2008”; www.stav.gd)

Monetary Policy Council warns of rising inflation

At a meeting on May 27 and 28, the Monetary PaGioyncil kept the central bank interest
rates unchanged, with the reference (interventiate) at 5.75%. In a communiqué issued
after the meeting, the Council warned of risindatibn.

NBP (Monetary Policy Council): The higher inflatioates expected in coming months will

be largely due to an increase in regulated prioestlae food and fuel price hikes which have
been observed in the global economy and have atfébhe Polish market. This means the risk
of high inflationary pressures and consequentlyrigieof second-round effects. Additionally,
growth in energy and food prices may graduallyafégher prices, especially prices of some
services. In the medium term inflation may be kaptheck by the continuing very good
financial situation of enterprises and high investingrowth conducive to productivity

growth. Inflation may also be constrained by glaalon and the ensuing increased
competition on the market of internationally tradgads and services, and by a slowdown of
the global and Polish economy. Additionally, cehti@nk interest rate increases implemented
so far and the appreciation of the zloty in recprarters should also reduce inflationary
pressures. The Council believes that in the medarm the probability of inflation
overshooting the inflation target is still highbah the probability of its running below the
target. The Council does not rule out the needitinér tighten the monetary policy in order
to bring inflation down to the target in the mediterm. In view of the increased uncertainty
about prospects for global economic growth andHerPolish economy, the Council came to
the conclusion that a fuller assessment of thatioih outlook would be possible after it has
analysed data to be released in the near futuréh@ngline inflation projection. The Council
will be trying to bring inflation down to the targe the medium term. The Council will be
closely monitoring the growth and structure of detitedemand, the relation between wage
and labour productivity growth in the commerciattee, growth in wages in the public

sector, the degree of the expansionary fiscal paliance, the zloty exchange rate,
developments of the current account balance anuiripa&ct of globalisation on the economy
and on food prices. The Council will also be analgshanges in the external environment
and their influence on prospects for economic gnoavtd inflation in Poland. (“Report from
the Monetary Policy Council Meeting on May 27-2808"; www.nbp.pl)

Inflation, money supply, exchange rates, interestates
December 2007 March 2008 April 2008 May 2008

Consumer Price Index (CPI), % change 40 41  4.02*4.

Producer Price Index (PPI), % change 25 29 250**3.

Construction Price Index, % change 84 7.1 6.2 *6.0*

Total money supply, M3, in PLN billions at end @&frjpd 561.7 581.8 593.9 598.3**

Cash money in circulation, in PLN billions at erfcperiod 772 77.8 80.0
81.0**



Total deposits, in PLN billions at end of period 247 492.4 501.9 510.0**
Domestic receivables, in PLN billions at end ofipgr 477.5 509.2 516.8 523.3**
Average exchange rate PLN/EUR100 at end of period358.2 352.6 346.0 337.9
Average exchange rate PLN/USD100 at end of period*43.5 223.1 222.7 218.2
Interest rate on lombard credit (%) at end of ped0 7.25 7.25 7.25
Intervention (reference) rate (%) at end of peridel00 5.75 5.75 5.75

Yield on two-year bonds (%)6.15 6.31 6.20 6.46

Yield on five-year bonds (%)6.11 6.14 6.13 5.38

Yield on ten-year bonds (%) 5.88 6.03 5.99 6.28

Source: GUS, Statistical Bulletins and NBP estimataccording to the exchange rate at
close on the last day of the period; **/authorsdjpctions

The central bank interest rates as on May 31, 2008:
- reference (intervention) rate — 5.75%
- lombard rate (official lending rate): 7.25%;
- deposit rate: 4.25%;
- rediscount rate: 6.0%.

On the Warsaw Stock Exchange, stock prices werewaatile in May. At the end of the

month prices stayed at levels recorded at the €Aghral.

Growth in exports and imports slowed in March compaed to February, but the
slowdown was more moderate than projected.

Jobs on the rise, the number of unemployed decreas).

The situation on the labour market is still chaggiast. At the end of April 2008 the
registered unemployment rate fell to 10.5%. Theekese in unemployment is attributable to
fast job creation in Poland. In April 2008 the nwenbf people employed in the commercial
sector was by 5.6% higher than in April 2007; imieeary 2008 it was higher by 5.9% and in
March by 5.8%. Wages are growing fast. In April 2@bey were higher by 12.6% than a year
before.

Ramka:

Central Statistical Office (GUS): Growth in averagaployment in the commercial sector
was still high in April 2008 (5.6% year on year)iwthe highest increases recorded in the
real estate and business services sector and ecinstr. The registered unemployment rate
decreased to 10.5%, the lowest level since theo€h@898. Preliminary results of the labour
force survey for the®lquarter also show that trends on the labour manieestill favourable:
the number of employed rose year on year, the gmmaat rate increased as did the
economic activity rate, and the unemployment relied 8.1%. The purchasing power of
average gross monthly wages in the commercial sets higher in April by 8.5% year on
year, compared to a rise of 6.1% last year. Thelacation in real wages was associated with
a high growth rate in nominal wages. Higher thagrage wage increased were recorded in
mining, construction and the real estate and basiservices sector. As a result of the
indexation of old-age and disability pensions inrbfha April was a second consecutive month
in which gross real pensions were higher than alyefore. (“Information on the Country’s
Socio-Economic Situation, GUS, May 27, 2008”; wwatsyov.pl)

Wages on the rise.




Central Statistical Office (GUS): In April the pimasing power of average gross monthly
wages in the commercial sector was by 8.5% hidtear in April 2007. Last year the increase
was 6.1%. In the year to April gross real wages Ims7.7% year on year versus 6.0% in
January-April 2007. (“Information on the CountrBscio-Economic Situation, GUS, May
27, 2008”; www.stat.gov.pl)

Employment, wages and unemployment
December 2006 December 2007 January 2008 FebrQ@B8Narch 2008

April 2008

Average employment in the commercial sector */iouth 4,995 5,241 5,348 5,371
5,384 5,389

Change in employment, % against previous year 4.19 459 5.9 5.8
5.6

Average gross monthly wage in the commercial se¢toPLN 3,028 3,246 2,970
3,033 3,144 3,138

Nominal wage change, % against previous year8.52 7.11.5 12.8 10.2 12.6

Real wage change, % against previous year 72 334 785 6.1 85

Average gross monthly old-age pension in PLN1,28605 1,309 1,310 1,421 1,427

Registered unemployed, in thous. 2,309 1,747 1,818/8 1,702 1,606

Unemployment rate (in %) 148 114 11.7 115 11.051

Source: GUS, Statistical Bulletins; */in enterpasamploying over nine people

Centre for Social and Economic Research (CASE) omé situation on the labour market

Ramka:

CASE: The high economic growth was reflected inréer fast increase in jobs and a fall in
unemployment. (...) There were already four EU ¢toes with higher unemployment than
Poland. We project that the registered unemploymagatwill fall to 9.2% at the end of the
2" quarter, and 9.1% at the end of 2008 and thaB&teL [labour force survey]
unemployment rate will range from 6.5% to 7%. (CA®Rort, May 2008, “Trends.
Analyses. Forecasts”; www.case.gov.pl)

In the 1% quarter of 2008 corporate profitability was still very high, though some
indicators slightly worsened. According to expectghis deterioration was temporary
because the % quarter of a year is always weaker.

In the £ quarter of 2008 financial results in the commérsitor were better than in the
corresponding period of the previous year. Butdasonomic and financial indicators
worsened, despite the better results. In theuarter the financial condition of enterprises
was characterised by the following trends:
- Revenues from overall business operations werE5% higher than in thé'fjuarter
last year; business expenditures were higher 824.3As a result the cost index
worsened from 93.9% to 94.2%;
- The commercial sector generated a gross profLd§25.7 billion, compared to
PLN23.7 billion in the corresponding period of firevious year. The net profit reached
PLN20.4 billion compared to PLN19.0 billion. A tbta 67% of enterprises showed a net



profit, which means that one in three businessessiith loss-making. The share of profit-
making companies in revenues from overall operatamounted to 81%b
- Net return on sales amounted to 4.6% versus 3%e £' quarter of 2007;
- Of the surveyed companies, 46.4% reported exppéctivity. The share of exports in
total revenues was 20.6%. The financial situatioexporters was better than that of the
surveyed companies as a whole, with 72% of exporagorting a net profit;
- All major sectors of the economy were profitaliet profitability differed greatly from
sector to sector;
- Financial liquidity index was 33%.

Financial results in the commercial sector
1°'q. 2006 2006 °lg.2007 2007 °ig.2008

Gross return on sales (in %) 48 58 6.1 6.1 58
Net return on sales (in %) 36 47 49 50 46
Financial liquidity index 32.4 35.1 33.3 33.8 33.0
Gross profit/loss in PLN billions 15.9 86.3 23.7 41® 25.7
Net profit/loss in PLN billions 12.0 69.8 19.0 86.20.4
Source: GUS, Statistical Bulletins

Budget surplus recorded in January-April 2008.

Ramka:

Central Statistical Office (GUS): In January-A@008 national budget revenue was
PLN90,576.3 million and expenditure was PLN89,91&illion, which respectively
accounted for 32.1% and 29.1% of the amounts pthfore2008 under the budget law. As a
result, there was a budget surplus of PLN600.9anill(...) Receipts from indirect taxes rose
by 9.2%, of which receipts from excise tax roset8p6. Their share in total revenue was
respectively 59.0% and 18.4%, compared to 60.2%l8rkPs. (...) Receipts from corporate
income tax were by 25.8% higher than a year bdfbesr share rose from 11.5% to 13.0%),
and receipts from personal income tax were highet®6% (their share decreased by 0.1
percentage point to 14.1%). Receipts for the natibndget from EU funds and other non-
refundable sources accounted for 7.8% of totalmmegeThe largest amount of money, 5.6%
of total revenue, was transferred under the ComAwpitultural and Fishery Policies. The
implementation of the budget law’s expenditure pleas by 3.1 percentage points lower than
in the previous year. Subventions paid to localegoment units amounted to PLN17,328.7
million (...) and accounted for 42.6% of the taalount of money allocated for subventions
under the budget law. The share of subventionstat €xpenditure was 19.3% versus 18.8%
last year. Money spent for servicing domestic andifin debt accounted for 9.2% of total
expenditure (10.0% in the previous year). Subsiftiethe Social Insurance Fund declined by
4.9% while subsidies for the Pension Fund weredrigly 36.7%. (“Information on the
Country’s Socio-Economic Situation,” May 27, 2008yw.stat.gov.pl)

Selected items of the national budget (in PLN bilins)
2007 implementation 2008 budget law Jan.-April 2007 Jan.-April 2008
Revenue (indirect taxes, income tax, receipts fcastoms) in PLN billions 236.0 281.8
81.2 90.6

! Data for 16,416 companies providing employmeriG@@nd more people.



Expenditure 252.9 308.9 83.3 90.0
Balance -16.9 -27.1 -2.1 0.6
Source: GUS, Statistical Bulletins.

Treasury debt and public debt in PLN billions
December 2006 December 2007 January 2008 Fekz0@B8March 2008
Treasury debt in PLN billions 478.5 501.5 500.1 .498197.4
of which
- domestic debt 352.3 380.4 377.0 379.4 380.1
- foreign debt 126.2 121.1 123.1 119.3 117.3
Public debt in PLN billions 505.0 527.5 X X
Source: GUS, Statistical Bulletin, no. 3/2008, ¢abb and 26, p. 80 and 81.

Summary

The business community and experts have insistdhh government should take advantage
of Poland’s favourable economic conditions andycaut structural and institutional reforms
to sustain high economic growth, stabilise inflateond ensure economic equilibrium. The
Ministry of the Economy is working on the Natiofform Programme for 2008-2011,

which is to help Poland implement the Lisbon Sugite

Prime Minister’s Office: The most important taske government faces in the first half of
2008 is to simplify economic law and reform the gien system. The document the Ministry
of the Economy is preparing is an update on themaltreform programme for the
implementation of the Lisbon Strategy. The chargasned will help to harmonise the
programme’s guidelines with the policy pursuedtig government. The most important will
be legislative work, to be started in the firstflzdlthe year, aimed to simplify economic law
under the enterprise bill. The government has dyr@alopted a draft amendment to the law
on economic freedom and a draft amendment to thiecode. We will now be working on
amending the labour code, tax law and company llagal solutions are to be worked out by
the end of June to speed up the implementatioriagipn reform, including bridge pensions
for those employed in special conditions. Additibnavork is underway on the programme
to streamline spending on government administrai@ww.kprm.gov.p)

Zofia Bolkowska, Marek Misiak



