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MPC to remain sceptical about soon monetary tightening

Higher risk aversion on global markets

Zloty stable against main currencies, EURUSD higher
Polish debt gained slightly

Government approved assumptions for 2018 budget
Today the MPC decision and data from CEE region

On Tuesday, main stock markets were still pessimistic and
recorded further losses, with DAX falling by 1%. Meanwhile,
assets perceived safe havens gained. Gold price approached
$1300/0z, the highest level since October 2016. Rising market
uncertainty and expectations for an accumulation of political
and economic events on Thursday supported Bunds,
Treasuries and the Swiss franc. Oil price stabilised slightly
above $49/bbl despite tensions in the Persian Gulf.

Ahead of the ECB meeting on Thursday and British snap
election, yesterday the euro managed to trim its losses versus
the dollar suffered on Monday. Yet, changes were minor and
EURUSD stayed close to 1.127, Monday’s opening level.
Today in the morning the rate increased to 1.275 despite
weaker than expected data about industrial orders from
Germany. We are expecting a profit taking after recent
EURUSD rises, especially as in our view the ECB rhetoric will
remain dovish and chances for a Fed rate hike next week are
still high.

The increasing concern on the global markets triggered the
wave of zloty weakening which once again appeared
temporary. EURPLN exceeded 4.20 for a while, whereas
USDPLN got close to 3.74, however, both rates returned to the
Monday closing levels at the end of the day. In attendance on
the British snap elections and under the influence of the
incoming opinion polls, pound sterling lost and GBPPLN fell
one again below 4.8. CHFPLN stood close to 3.87.

The majority of CEE remained quite stable. The EURCZK stood
close to 26.3. Today’'s data on April industrial output in the
Czech Republic (which were below forecasts) slightly

negatively affected the koruna. Forint weakened against the
single currency on Tuesday due to lower-than-expected data
on retail sales in April (increase by 2% yly after adjusted
downwards growth by 5.3% in March), however it was a minor
drop. Today we will receive detailed information on the
Hungarian 1Q GDP, which in line with flash estimations
amounted to 4.1% yly. We expect that such a high pace was
produced by all growth components: consumption, exports and
investment. Today, the MNB is supposed to publish the
minutes from the last meeting.

On Tuesday, the bonds on the core markets gained. The yield
of 10Y German Bund declined by almost 3bp in response to the
increasing risk aversion on the global markets. The American
Treasuries strengthened even more (4bp). The Polish debt
strengthened across the curve. The 10Y bond yield got close to
3.16%, whereas the respective spread to the German Bund
remains on the level of 290bp. IRS rates on Tuesday kept their
Monday levels.

As expected, yesterday the government approved the
macroeconomic assumptions for the 2018 budget. GDP growth
was assumed at 3.8%, average inflation is expected to increase
to 2.3% and the unemployment rate should decline to 6.4%.
We are more cautious than the government when it comes to
economic growth, and more optimistic as regards
unemployment. Meanwhile, our inflation forecast is similar to
the government’s prediction. What is important, the structure of
inflation may change in favour of the central budget as items
with base VAT rate should be getting more expensive faster
than the ones charged with a reduced rate.

Today we will know Polish MPC decision. As inflation is in the
lower band of acceptable deviations from the target rate of
2.5% and even slightly decreased in May, the MPC will most
likely maintain its rhetoric from recent months, and will signal it
is not going to rush to raise interest rates. In our view, today's
MPC meeting should be neutral for the domestic currency and
bond market as investors focus more on the ECB's tomorrow
meeting and UK elections.
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Economic calendar

ThT  COUNTRY INDICATOR PERIOD MARK'::RECAT;ZWBK AUE VA
FRIDAY (2 June)

9:00 Ccz Preliminary GDP Q1 % yly 2.9 - 2.9 2.9

14:30 us Non-farm payrolls May k 182 - 138 174

14:30 usS Unemployment rate May % yly 4.4 - 4.3 4.4
MONDAY (5 June)

9:55 DE PMI — services May pts 55.2 - 55.4 55.2

10:00 EZ PMI — services May pts 56.2 - 56.3 56.2

16:00 us ISM — services May pts 57.0 - 56.9 57.5

16:00 us Industrial orders Apr % m/m -0.2 - -0.2 0.2

16:00 us Durable goods orders Apr % m/m -0.6 - -0.8 -0.7
TUESDAY (6 June)

11:00 EZ Retail sales Apr % yly 2.1 - 2.5 2.3

WEDNESDAY (7 June)
PL MPC decision 15 15 15

8:00 DE Industrial orders Apr % m/m -0.3 - -2.1 1.0

9:00 Ccz Industrial output Apr % yly -1.0 - -2.5 10.9

11:00 EZ GDP Q1 % yly - 1.7

THURSDAY (8 June)

8:00 DE Industrial output Apr % m/m - -04

9:00 HU CPI May % yly 2.2 - 2.2

11:30 PL Bond auction

13:45 EZ Central bank decision 0.0 0.0 0.0
FRIDAY (9 June)

9:00 DE Exports Apr % m/m - 0.4

9:00 Ccz CPI May % yly 2.1 - 2.0

Source: BZ WBK. Reuters. Bloomberg
* in case of the revision. the data is updated
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