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Markets in uncertainty

Mixed market moods, political uncertainty still holds

Data about production and retail sales for July confirmed a
good start of 3Q17 in Polish economy

Today almost no important data releases in world markets

Geopolitical issues remained the core market driver at the end
of the week. Risk aversion persisted during most of the day but
US stock indexes rose after it was announced that Donald
Trump’s strategic advisor, Steve Bannon, leaves the White
House. However, this mood improvement proved only
temporary and at the beginning of the week opening of the
Asian equity market was mixed as investors are following news
on military drills at the Korea Peninsula and waiting for the
central bankers’ meeting in Jackson Hole.

Polish industrial production in July rose 6.2% yly, which was
lower than expected but seems to be a decent result which has
not been affected by calendar effects. Meanwhile, the
construction output soared 19.8% yly, much more than
predicted which seems to be finally a clear sign of recovery in
investments (production in engineering surged 33.7% yly).
Retail sales growth was also decent, rising 6.8% y/y in real
terms and confirming that private consumption remains strong.
On balance, the data show that Polish economic growth
remains solid, still near 4% yly, at the start of 3Q17.

Geopolitical worries, beig the result of Barcelona and Helsinki
terror attacks and news about US investigation into Chinese
intellectual property theft put a shadow on the debt market on
Friday. As a consequence until the afternoon we saw the
downshift of the yields on the core markets and Poland. As a
result yield of 10Y UST decreased to 2.16%, while 10Y Bund to
0.39% at the close of the day. Investors totally ignored high
reading of US Michigan consumer confidence index, which
exceed the forecast by 3.6 pct. and reached 97.6 pct.

On Friday we observed decrease of the yield curve fuleled by
IRS curve drop, whlie in the first part of the last week the yield
shiftdown was driven credit spread compression. The bigger
downshift we saw on the long end of the curve, while rates dop
by 6 bp. The middle part decreased by 4bp, while short end
was pushed down by 2bp. The asset swap spread rose slightly.
Market players ignored high reading of Polish construction
sector, retail sales and industrial production, which suggested
solid GDP growth in 3Q17. FRA and WIBOR rates remainde
stable.
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This week we expect some yields rebound. In our opinion it will
be a result of some political risk decrease and expected series
of good readings of leading indicators from Europe and USA.
Additionally investors will likely start to calculate influence of
Jackson Hole central bankers’ statements (who may send a
signal about imminent winding down of ultra-easy monetary
policy). In our opinion IRS curve may go up by 2-3bp already
on Monday.

After the Thursday USD appreciation, on Friday we saw the
euro regaining lost ground vs the US currency. The move was
half-hearted because of worries that political risk would
increase after the terrorist attack in Barcelona and the official
launch by the USA of an investigation into Chinese intellectual
property theft. Eventually EURUSD moved from 1.1730 at the
opening to 1,1750 at the European close. The University of
Michigan consumer sentiment reading significantly exceeding
expectations (97.6 pts vs 94.0 expected) was another factor
that prevented a rise of the fx rate.

Rising worries about geopolitical situation undermined the zloty.
EURPLN started the day at 4.2700 and reached 4.2800 after
whole-day gradual depreciation. Thus, the zloty trimmed its
gains secured after the strong GDP reading. This happened
despite positive data on the real activity in July, suggesting a
high 3Q reading. Reactions of other CEE currencies to higher
risk were mixes, as EURHUF fell to 303, EURCZK rose to
26.09. USDRUB continued to fall after a brief upward move and
closed the day at 59.06 thanks to higher oil prices.

On Monday, we are expecting the Polish currency to gain and
EURPLN to fall slightly below 4.27. The zloty will be supported
by lower political risk and positive series of leading indicators
from Europe.

This week, we will get to see flash PMI indices from Europe as
well as some important data from the USA amid no important
releases of domestic statistics. Jackson Hole conference starts
on Thursday and in our view this will be the key event of the
week. In our view, the market is expecting the conference to
prove boring given last dovish signals from the ECB and
FOMC. However, we would not rule out that the main central
banks will send a coordinated message that the era of ultra-
loose monetary policy is ending, like it happened in Sintra,
sending bond yields strongly up.
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Economic calendar
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TIME FORECAST ACTUAL  LAST
CET COUNTRY INDICATOR PERIOD TR S VALUE VALUE*
FRIDAY (18 August)
14:00 PL Industrial output Jul % yly 8.4 8.5 6.2 4.5
14:00 PL Construction and assembly output Jul % yly 13.7 13.3 19.8 11.6
14:00 PL Retail sales Jul % yly 7.4 7.0 6.8 5.8
14:00 PL PPI Jul % yly 2.0 1.9 2.2 1.8
16:00 us Flash Michigan Aug pts. 94.0 - 97.6 93.4
MONDAY (21 August)
14:30 us Chicago Fed index Jul pts 0.10 - 0.13
TUESDAY (22 August)
11:00 DE ZEW indeks Aug pts 85.3 - 86.4
14:00 HU Central bank rate decision Aug % 0.90 - 0.90
WEDNESDAY (23 Auqust)
9:30 DE Flash PMI - manufacturing Aug pts 57.7 - 58.1
9:30 DE Flash PMI - services Aug pts 53.3 - 53.1
10:00 EC Flash PMI - manufacturing Aug pts 56.3 - 56.6
10:00 EC Flash PMI - services Aug pts 554 - 554
14:00 PL Money supply Jul % yly 5.1 5.0 5.0
15:45 us Flash PMI - manufacturing Aug pts 534 - 53.3
15:45 us Flash PMI - services Aug pts 54.9 - 54.7
16:00 us New home sales Jul % m/m 0.0 - 0.8
THURSDAY (24 August)

10:00 PL Unemployment rate Jul % 71 71 71
14:00 PL MPC minutes

14:30 us Initial jobless claims Aug k 236 - 232
16:00 us Existing home sales Jul % m/m 0.7 - -1.8

FRIDAY (25 August)

8:00 DE GDP SA 2Q % ql/q 0.6 - 0.6
10:00 DE Ifo index Aug pts 115.5 - 116.0
10:00 PL LFS unemployment rate 2Q % 4.8 4.8 5.4
14:30 us Durable goods orders Jul % m/m -6.0 - 6.4

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