—
)
©
c
O
ke
c
S
n

CEE Economics

Eyeopener
MPC meeting today

Data from Europe and USA surprise to the upside
Zloty gained versus euro and lost to dollar

Polish yields with no major changes

Today MPC meeting and US data

Tuesday session was calm and saw no big changes on the markets. However, there were
data releases in Europe and the USA which have offset the recent negative readings
from China. February final PMIs for the services sector in Germany and the whole euro
zone proved stronger than the preliminary estimates. In case of the German index it was
the first positive surprise since October, for the euro zone it was the second positive
surprise in a row. US ISM index for services also surprised positively, rebounding after
two months of declines. US home sales also beat the market consensus.

The government showed yesterday new information regarding PiS pre-election
proposals, naming several sources of their financing. Most of the sources are based on
further closing of loopholes in the tax system (VAT and CIT are to give PLN4-6bn/year
each), the pension system (PLN2-3bn/year from Social Security Fund) and the healthcare
system (PLN1-2bn/year from National Health Fund). Important rise of revenues is also to
come from lowering PIT and CIT (we understand that it is the effect of positive
consumption response, which will be taxed, possibly also the effect of higher tax
compliance when tax rates are lower). There was also reference to digitalization of public
administration as a source of substantial savings (we need to assume this was calculated
including the costs of the operation) as well as to the idea of taxing foreign companies
which provide internet services (the idea may require EU-level action rather than a local
bill). At the press conference, further details were given about the implementation
schedule: 13th pension will be introduced in May, 500+ extention in July, lower PIT and
zero PIT for the young with the start of October. Prime Minister Mateusz Morawiecki
stressed that the extra spending will not push Polish general government deficit above
the EU threshold of 3% of GDP. In his view it will rise to 1.5-2.0% or slightly higher.

Today the MPC will announce its decision on the interest rates, we and the market
does not expect any changes in the monetary policy parameters to be announced.
Polish monetary policy has been dull for a long time already but there is a chance that
today's MPC meeting will be way more interesting than usual. First of all, NBP projections
will be refreshed, most likely with a much lower CPI path than in the previous edition
(recall that in November the unrealistically strong energy price growth was assumed).
Secondly, the Council will have the opportunity to comment on the recently announced
set of pre-election promises from the ruling party and their impact on the economy.
Thirdly, we have seen some hawkish signals since the last meeting, like a significant
rebound of core inflation at the beginning of the year and strengthening of the wage
pressure. Finally, just a few days before PiS announced its social package, governor
Glapinski has become more open to further rates cuts in case of an economic
slowdown. Overall, we assume the MPC bias will stay unchanged and the no need for a
rate changes will be repeated. We do not expect governor Glapinski to withdraw his
declaration of stable rates until 2020 like he did in mid-2018 and the overall tone of his
comments will remain dovish.

On Tuesday EURUSD hovered around 1.1330 and fell to 1.1290 after the US macro data
release. Today the labour market ADP data will be released. We believe that today the
market will be less sensitive for the incoming data, prior to tomorrow's ECB decision.

At the beginning of Tuesday's session EURPLN jumped to 4.3050, but the depreciation
of the zloty was only temporary. Later in the day EURPLN decreased below 4.30.
USDPLN broke 3.80 thanks to drop of the EURUSD exchange rate.

On the domestic debt market, the long end yields remained near to the Monday close,
while in the belly and in the front end yields decreased. On the core markets yields rose
slightly, fuelled by strong US and Eurozone data, but the intra-day bonds losses were
erased in the afternoon trading.
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FX market Zloty exchange rate
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Economic Calendar
TIME FORECAST ACTUAL LAST

COUNTRY INDICATOR PERIOD
CET MARKET = SANTANDER VALUE VALUE*

WEDNESDAY (6 March)

PL MPC decision % 1.50 1.50 1.50
14:15 us ADP report Feb K 190 - 212
20:00 Us Fed Beige Book

THURSDAY (7 March)
09:00 HU Industrial Production SA Jan % yly - - 5.7
11:00 EZ GDP SA 4Q % yly - - 1.2
13:45 EZ ECB Main Refinancing Rate % - - 0.0
14:30 us Initial Jobless Claims week k 222 - 216
FRIDAY (8 March)

08:00 DE Factory Orders Jan % m/m - - -1.6
09:00 HU CPI Feb % yly - - 2.7
14:30 us Change in Nonfarm Payrolls Feb k 168 - 304
14:30 us Unemployment Rate Feb % 3.8 - 4.0

Source: Santander Bank Polska. Bloomberg, Parkiet
* in case of the revision the data is updated

This publication has been prepared by Santander Bank Polska S.A. for information purposes only. It is not an offer or solicitation for the purchase or sale of any financial instrument. Information
presented in the publication is not an investment advice. 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. Forecasts or data related to the past do not guarantee future prices
of financial instruments or financial results. Santander Bank Polska S.A. its affiliates and any of its or their officers may be interested in any transactions. securities or commodities referred to herein.
Santander Bank Polska 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 Santander Bank Polska S.A. 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 Santander Bank Polska S.A. Financial Management Division. Economic Analysis Department. al. Jana Pawta Il 17. 00-854 Warsaw. Poland.
phone +48 22 534 18 87. email ekonomia@santander.pl. http://www.santander.pl.

& Santander Bank Polska S.A. 3



