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Weaker zloty ahead of the US data

EURUSD flat, EURPLN up despite decent market sentiment
Polish bonds stable, yields fall abroad

Higher growth, consumption and investments in new NBP
projection
Today US inflation data

On Monday, the zloty lost versus the euro and the dollar, while
domestic bonds remained stable. The new NBP projection
showed improved GDP, investment and consumption outlook
and a lower path of inflation.

New NBP inflation projection

The March NBP staff projection was created under the
assumption of higher global growth than in the November
round. The projected path of Polish GDP was raised. In
particular, the forecast for investments was raised by 1pp, to
8.6%, in 2018 and by 1.3pp, to 6.3%, in 2019, which was
justified by high demand, high capacity utilization and very low
inventories of finished goods. The revision came in spite of a
negative surprise for 2017 results (actual investments came in
below the NBP’s November forecast). The forecast for private
consumption was increased by 0.4pp in 2018-2019 due to
higher than previously estimated wage growth and strong
consumer optimism. As a result, the output gap for 2018 was
revised higher, from 0.7% of potential GDP to 1.2%, and in the
following years the gap is forecast to grow to +1.7% and
+1.8%. As for the labor market, employment is projected to
grow in each year of the forecast thanks to rising labor
participation rates (at least as long as the expansionary phase
of the business cycle continues), and the growth of nominal
wages is forecast to rise no higher than the already achieved
+7% yly. Despite the higher forecast for GDP, output gap, and
wage growth, the inflation projection has been lowered vs. the
November forecast. According to NBP analysts, this is due in
part to the absence of an energy price hike at the beginning of
2018, which was assumed in the previous projection, but was
primarily driven by the reduction of the forecast for core
inflation. The authors of the analysis attribute this to a lower
sensitivity of domestic prices to economic activity and by the
appreciation of the zloty, which reduces import prices. The NBP
directors stressed that this issue is a widely observed
phenomenon among developed economies and in the CEE. The
weaker response of inflation to real economic developments
has yet to receive a proper diagnosis by economists. This is
why we believe that the MPC, faced with the March projection,
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will be willing to extend its ‘wait-and-see’ bias and will assess
new economic data with caution.

Foreign trade — forecasts revised after stat office data
Central Statistics Office data on foreign trade in January 2018
showed exports at €16.5bn (+4.8% y/y) and imports at €17.0bn
(+10.9% yly). These numbers suggest that foreign trade was
visibly weaker than we had expected. Given the recent
disappointing release of January’s German export data, we are
cutting our forecast for NBP data on exports, imports and current
account (to €1.9bn from €2.4bn). Recall that exports surprised to
the downside in December as well. The positive economic climate
in the Euro zone is generally supportive of demand for Polish
goods, so we see the weakness in Polish exports as temporary.

FX market

At the beginning of the week, EURUSD remained rather stable,
hovering close to 1.231 as no important Eurozone and the US
data were published. Only after publication of budget figure (high
deficit was presented), did EURUSD grow close to 1.234.
EURPLN was rising throughout most of Monday despite good
situation in the stock markets. Consequently, EURPLN rose from
4.191 in the morning to 4.205 in the evening. In the case of
USDPLN, the move of EURUSD and EURPLN resulted in an
increase from 3.402 to 3.409, exceeding 3.413 temporarily.
Today we expect some weakening of the zloty to the euro and
a decline of EURUSD, awaiting the US inflation data, where
investors fear an upside surprise.

As for the other CEE currencies, the koruna rebounded a bit
after its Friday losses. EURHUF rose slightly (from 311.6 to
311.8). USDRUB after a morning fall to 56.20 moved in the
afternoon to ¢56.90, due to lower price of oil.

Debt market

On Monday the bond market improved on both sides of the
Pond. The stock indexes fell in the US pulling the US yield
curve down by 3-4bp in the 5-10Y segment (budget data did
not stop this trend). The German yields slid by 1-3bp across the
curve. The domestic bonds stayed stable (decreases of yields
on the core markets did not affect POLGBSs). Only the 5Y bonds
yield drop by 2bp. The IRS rates curve shifted down by 2-3bp
following the core IRS markets.

Today we are expecting some rise in yields prior to the US
inflation data. In our view, these numbers will not surprise to the
hawkish side, so we are expecting some rebound at the end of
the week, making the debt stronger.
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FX market Zloty exchange rate
Today's opening
EURPLN 4.2080 CZKPLN 0.1654
USDPLN 3.4151 HUFPLN* 1.3496 s asiad
EURUSD 12322 RUBPLN 0.0600 e
CHFPLN 3.6009 NOKPLN 0.4399
GBPPLN 4.7422 DKKPLN 0.5649
USDCNY 6.3322 SEKPLN 04141 i
*for ID0HUF =3.2000
Last session in the FX market 12/03/2018 r
close e 3.6000
EURPLN 4.188 4.207 4.196 4.205 4.1942 i
USDPLN 3.396 3419 3.409 3411 3.4066
EURUSD 1229 1234 1231 1233 - F-3.4000
Interest rate market 12/03/2018 T T T T T T T

T-bonds on the interbank market**
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Source: Bloomberg
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1L 1.75 0 2.36 2 -0.26 0 =2.50
2L 1.95 -1 2.58 2 -0.13 -1 L
3L 2.14 0 2.70 1 0.07 -1
4L 2.31 -1 2.76 1 0.27 -1 =2.00
5L 2.46 -2 2.79 1 0.45 -1 L
8L 2.77 2 2.87 0 0.86 - W
10L 2.94 -2 2.92 0 1.07 -1 =1.50
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WIBOR rates 2017 | 2018
Term % Change
(bps)
O/N 1.50 -4 3M money market rates
T/N 1.52 -2 =1.24
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FRA rates on the interbank market** r
Change L] ~1.74
(bps) FRA 3IwhH 1.72 L
M FRA6X9  1.75 1.72
b 1.1 0 M 3M WIBOR 1.71 VT
3x6 1.72 0 170
6x9 1.75 0 . . . . . . -
Sep Dec Mar
9x12 1.79 -1 2017 2018
3x9 1.80 -1
6x12 1.82 0
10Y spread vs. Bund
Measures of fiscal risk L
CDS 5YUSD 10Y spread* 300
Level Change Level Change I
(bps) (bps)
Poland 2.66 0 - 2.50
France 17 0 0.24 0 r
Hungary 116 1 2.04 0 \ r AT w200
Spain 39 0 0.75 -1 TN [ i
Italy 98 2 1.36 -1 - _—
Portugal 64 0 147 A xx,_,\uﬁfh;;i_ [0
Ireland 25 0 0.42 0 TN
Germany 10 0 - - F1.00
*10Y treasury bonds over 0Y Bunds d"”ff e 0.50
**Information shows bid levels on the interbank market at the end of the trading day T Sep T T T Dec T T Mar
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Economic calendar

TIME FORECAST Uy LasT
INDICATOR PERIOD
CET MARKET BZWBK VALUE
FRIDAY (9 March)
08:00 DE Exports SA Jan % m/m 0.3 - -0.5 0.3
08:00 DE Industrial Production SA Jan % m/m 0.6 - -0.1 -0.6
09:00 Ccz CPI Feb % yly 2.0 - 1.8 2.2
14:30 us Change in Nonfarm Payrolls Feb k 205 - 313 200
14:30 UsS Unemployment Rate Feb % 4.0 - 4.1 4.1
MONDAY (12 March)
No important events
TUESDAY (13 March)
13:30 uUsS CPI Feb % m/m 0.2 - - 0.5
WEDNESDAY (14 March)

11:00 EZ Industrial Production SA Jan % m/m -0.4 - - 0.4
13:30 us Retail Sales Advance Feb % m/m 0.3 - - -0.3
THURSDAY (15 March)

09:00 Ccz Industrial Production Jan % yly 5.4 - - 2.7
10:00 PL CPI Feb % yly 1.8 1.6 - 1.9
11:30 PL Bond Switch Auction -

13:30 us Initial Jobless Claims Mar-18 k 228 - - 231

FRIDAY (16 March)

10:00 PL Employment in corporate sector Feb % yly 3.7 3.8 - 3.8
10:00 PL Average Gross Wages Feb % yly 7.3 7.5 - 7.3
11:00 EZ HICP Feb % yly 1.2 - - 1.2
13:30 us Housing Starts Feb % m/m -2.71 - - 9.7
14:00 PL CPI Core Feb % yly 1.0 1.0 - 0.9
14:00 PL Current Account Balance Jan €mn 980 1889 - -1 152
14:00 PL Trade Balance Jan €mn -47 -330 - -1 268
14:00 PL Exports Jan €mn 16 986 16 238 - 15 232
14:00 PL Imports Jan €mn 17 184 16 568 - 16 500
14:15 us Industrial Production Feb % m/m 0.3 - - -0.1
15:00 us Michigan index Mar pts 99.5 - - 99.7

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