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Dovish outcome of Fed meeting

FOMC raised rates, but sticked to signaling three hikes in
2018

Solid Polish data on retail sales and corporate results

EURPLN went higher, domestic yields climbed ahead of
FOMC, decreased afterwards

Today flash PMIs,German Ifo index

On Wednesday, FX market was waiting for the evening FOMC
decision while investors on the fixed income market were again
pricing the risk for a hawkish surprise from the US central bank.

In line with expectations, the FOMC raised interest rates by 25bp
with the target range now at 1.50-1,75%. The Fed is still planning
to hike rates two more times this year, unchanged vs its December
expectations, and this was the main reason why the market read
yesterday’s meeting as dovish. Investors were pricing the risk that
rates could go up four times this year and that is why the FOMC
rhetoric hit the dollar and pushed US yields lower. Press
conference has also sounded dovish, especially given that several
weeks ago the new Fed governor Jerome Powell had issued
hawkish remarks. Yesterday, he was underlining the low impact of
the labour market situation on inflation. Medians for Fed funds rate
for 2019 and 2010 were raised as well as forecasts of the GDP
(and inflation - but less than the market expected) but this did not
change the way market received the outcome of the meeting.

Freeze supported retail sales

Retail sales in constant prices rose in February by 7.7% vyly,
unchanged versus January, in line with market consensus and
slightly above our forecast of 7.4% yly. February saw a slowdown
in durable goods sales, especially cars — to 6.9% y/y from 17.9%
yly in January. The lower car growth rate was offset by higher
growth of fuel sales, which accelerated to 8.8% vyl/y in February
from 1.3% yl/y in January. Fuel sales were boosted by a heavy
freeze in late February. Retail sales data support our forecast of
robust private consumption (up c5% y/y in 1Q18).

Margins rose despite higher wage growth

Stats office data on non-financial corporate quarterly earnings
showed revenues rising 9.1% y/y in 4Q17 while costs rose 8.3%
yly. The gross financial result was 29.5% higher y/y and the net
result was 37.4% higher y/y. The data confirm that the wage bill is
rising rapidly, up 10.9% y/y in 4Q17 compared to +8.9% in 3Q and
+9.5% in 2Q. Wages once again posted a relatively high
contribution (1.6pp) to the overall y/y increase of costs, with the two
biggest contributors being materials (3.9pp) and external services
(1.9pp). However, the strong growth of the wage bill did not
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4.4% in 4Q17 from 4.2% in 3Q17, reaching the highest level since
2012. Thus, companies may not yet be experiencing significant
pressure from wage costs which could lead to higher prices of end
products. Based on financial results from the largest companies,
we estimate that investment rose 12.0% yl/y in real terms in 4Q17,
as compared to total growth of investment in the economy by
11.3% yly. This suggests that a recovery of investment occurred in
the private sector as well.

Consumers are still positive

In March, the current sentiment index for Polish consumers
dropped from 6.2 to 5.4 points and the leading index from 4.2 to
2.9 points. We assess this deterioration as seasonal only. After
months of breaking new records of optimism, the germ of a
negative trend appeared in the assessment of the current financial
situation by consumers while the index describing the financial
situation anticipated in the next 12 months stabilized. A similar
phenomenon is not visible in the assessment of the general
economic situation where new maxima are still being established
and the current situation is still perceived better than the expected
economic situation. Very high levels were maintained in terms of
consumers’ attitude towards important purchases, which implies
that the high 5% growth rate of private consumption is likely to be
maintained in Q1.

FX market

Yesterday, EURUSD rebounded to 1.23 from 1.224 ahead of the
FOMC decision. After its release, the rate climbed above 1.23 and
is close to 1.238 this morning. EURPLN climbed for the fifth
session in a row temporarily breaking through 4.24 and setting this
year’s high. This month, the zloty is the fifth weakest EM currency
versus the euro and the dollar. In the CEE region, only the ruble
was doing worse in March, but gained yesterday on the back of
higher oil prices. The FOMC meeting did not affect EURPLN, while
USDPLN slid below 3.42 from 3.45.

Debt market

On the domestic debt market, IRS rates and yields went up visibly
during the day. Since the yesterday morning, the core debt markets
were pricing a hawkish surprise from FOMC. As a result, before the
Fed conference, the yield of domestic 10Y treasuries broke above
the 3.25%-3.35% range in which it moved since the beginning of
the month.

The bonds market gained as a reaction to the Fed statement that it
still wants to hike rates only three times (25bp each) this year and
to the dovish tone of Powell. In our opinion the dovish tone of Fed
conference makes room for some gains of domestic bonds today.
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Economic calendar
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TIME FORECAST Uy LasT
INDICATOR PERIOD

CET MARKET BZWBK VALUE
FRIDAY (16 March)

10:00 PL Employment in corporate sector Feb % yly 3.7 3.8 3.7 3.8

10:00 PL Average Gross Wages Feb % yly 7.3 7.5 6.8 7.5

11:00 EZ HICP Feb % yly 1.2 - 1.1 1.3

13:30 us Housing Starts Feb % m/m -2.71 - -7.0 10.1

14:00 PL CPI Core Feb % yly 1.0 0.8 0.8 0.9

14:00 PL Current Account Balance Jan €mn 965 1889 2005 -1152

14:00 PL Trade Balance Jan €mn -35 -330 -204 -1268

14:00 PL Exports Jan €mn 16986 16238 16 685 15232

14:00 PL Imports Jan €mn 17184 16568 17 057 16500

14:15 us Industrial Production Feb % m/m 0.4 - 1.1 -0.3

15:00 US Michigan index Mar pts 99.3 - 102.0 99.7
MONDAY (19 March)

10:00 PL Sold Industrial Output Feb % yly 8.4 6.7 7.4 8.6

10:00 PL Construction Output Feb % yly 28.7 28.1 314 34.7

10:00 PL PPI Feb % yly 0.1 0.2 -0.2 0.2

TUESDAY (20 March)
11:00 DE ZEW Survey Current Situation Mar pts 90.0 - 90.7 92.3
WEDNESDAY (21 March)

10:00 PL Retail Sales Real Feb % yly 7.7 7.4 7.7 7.7

10:00 PL Enterprises Financial Results

15:00 us Existing Home Sales Feb % m/m 0.4 - 3.0 -3.2

19:00 uUs FOMC decision % 1.50-1.75 - 1.50-1.75 1.25-1.50

THURSDAY (22 March)

09:30 DE Flash Manufacturing PMI Mar pts 59.8 - 60.6

09:30 DE Flash Services PMI Mar pts 55.0 - 55.3

10:00 DE IFO Business Climate Mar pts 114.6 - 115.4

10:00 EZ Flash Manufacturing PMI Mar pts 58.1 - 58.6

10:00 EzZ Flash Services PMI Mar pts 56.0 - 56.2

13:30 us Initial Jobless Claims week k 225 - 226.0

14:00 PL Money Supply M3 Feb % yly 5.0 5.1 4.8
FRIDAY (23 March)

PL Rating Review Moodys

10:00 PL Unemployment Rate Feb % 6.8 6.8 6.9

13:30 us Durable Goods Orders Feb % m/m 1.6 - -3.6

15:00 us New Home Sales Feb % m/m 4.55 - -7.8

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

This publication has been prepared by Bank Zachodni WBK 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. Bank Zachodni WBK S.A.. its affiliates and any of its or their officers may be interested in any transactions. securities or commodities referred to herein. Bank Zachodni WBK 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 Bank
Zachodni WBK 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 Bank Zachodni WBK 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@bzwbk.pl. http://www.bzwbk.pl.



