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CEE Economics

Eyeopener

Bonds gained after successful auction

Zloty stable at the end of the week
Best regular domestic bonds auction for a year
Today US data

Last week finale did not bring any improvement in the sentiment and the downward
trend deepened across European stock indices. Bonds continued to benefit from high
risk aversion and that was not impeded by better-than-expected US GDP Q3 estimates.
This reading, however, had a slight, positive impact on the dollar. On Friday, S&P lowered
the outlook for Italian debt from stable to negative, while affirming the credit rating at
BBB. Local elections took place in Hesse over the weekend. CDU obtained 28% votes
(down 10.3 pp.) and SPD 19.8% votes (down 10.9 pp.) These results may weaken
Chancellor Angela Merkel's position in CDU. The CJEU press service informed that the
hearing of the parties regarding the decision to suspend the application of the Supreme
Court Act was scheduled for 16 November. This morning witnesses a visible rebound in
the equity markets after the Friday's declines.

On Friday, the MPC member Jerzy Osiatynski said that in his opinion, inflation would
remain below the target for the next three-four quarters. This belief differs from the view
presented on the previous day by Eugeniusz Gatnar (in Q1, the inflation may reach 3%).
Our forecasts also assume CPI growth above 2.5% in H1 2019. On the other hand, Jerzy
Zyzynski said that “perhaps there will be no need to change the interest rates
throughout 2019".

EURUSD was going down on Friday since the start of the session, but less than in the
previous days. After the US GDP data the exchange rate set a new minimum for
October, at 1.133, but at the end of the Polish session it was close to 1.138, so a bit
higher than at the opening. We think the following days could see a correction of the
recent declines of EURUSD.

EURPLN was on the rise since the beginning of the session amid high risk aversion and
neared its October peak at c4.32 while USDPLN rebounded to nearly 3.81. At the end of
the Polish session, the zloty recovered all losses vs the euro and roughly half vs the
dollar. We expect the global market sentiment to stabilize in the days to come while
could help the zloty to gain.

Among other CEE currencies, the ruble was the weakest one and it was under pressure of
central bank's rhetoric. In the line with expectations CBR remained interest rates unchanged
including the main rate at the level of 7.5% but according to the market, the bank's comment
was not enough hawkish in the context of the last weakening of the ruble which generates
inflation’s risk growth (which accelerated since June from 2.3% y/y to 3.4% y/y). The koruna
gained vs the euro and took profits after Thursday's losses . The forint stayed relative stable.
Polish bond yields climbed somewhat at the start of the day, despite core market
strengthening. Only the successful bond auction (details below) encouraged the yields to go
down. Eventually, the domestic curve shifted by 2-5bps down, mostly on the longer end. Polish
10Y benchmark gained at a similar scale as its US and German counterparts.

Friday bond auction proved to be successful. On the regular auction the Finance Ministry
sold debt worth PLN10bn (upper border of the planned offer) with bid-to-cover ratio above 3.
The Ministry has also run a top-up auction, where is sold securities worth PLN2.0bn with
demand above PLN6.0bn. Last time we saw bid-to-cover ratio above 3.0 in November 2017.
After the auction the Ministry informed it has financed 92% of this year's borrowing needs and
6% of 2019 borrowing needs.

The coming week can be interesting from the investors’ perspective. Much data will be
released (mainly in the US) which can bring new insight into the outlook for the world
economy. On domestic market there will be two important publications: flash CPI in
October and industrial PMI. We expect inflation stayed unchanged at 1.9% while PMI
might have dropped below 50pt for the first time for four years. In our base case
scenario, we assume that the market sentiment may stabilize giving a relief to the risky
assets. As a result, we expect EURPLN to hold below 4.34. Bonds gained noticeably in
the last several days and we think that some correction of this move could now take
place.
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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*
FRIDAY (26 October)

11:30 PL Bond Auction

14:30 us GDP Annualized 3Q % Q/Q 33 3.5 4.2

16:00 us Michigan index Oct pts 99.0 98.6 99.0
MONDAY (29 October)

13:30 us Personal Spending Sep % m/m 0.4 - 0.3

13:30 us Personal Income Sep % m/m 0.35 - 0.3

13:30 us PCE Deflator SA Sep % m/m 0.1 - 0.1
TUESDAY (30 October)

11:00 EZ GDP SA 3Q % yly 1.8 - 2.2

11:00 EZ ESI Oct pct. 110.0 - 110.9

14.00 DE HICP Oct % m/m 0.1 - 0.4

15:00 us Consumer Conference Board Oct pts 1353 - 1384

WEDNESDAY (31 October)

08:00 DE Retail Sales Sep % m/m 0.5 - -0.3

10:00 PL Flash CPI Oct % y/y 1.85 1.9 1.9

11:00 EZ Flash HICP Oct % yly 2.1 - 2.1

11:00 EZ Unemployment Rate Sep % 8.1 - 8.1

13:15 us ADP report Oct k 190.0 - 229.6

THURSDAY (1 November)

13:00 (o4 Central Bank Rate Decision % 1.75 - 1.5

13:30 us Initial Jobless Claims week k 215.0 - 215.0

15:00 us ISM manufacturing Oct pts 59.0 - 59.8
FRIDAY (2 November)

09:00 PL Poland Manufacturing PMI Oct pts 50.2 49.5 50.5

09:55 DE Germany Manufacturing PMI Oct pts 52.3 - 52.3

10:00 EZ Eurozone Manufacturing PMI Oct pts 52.1 - 52.1

13:30 us Change in Nonfarm Payrolls Oct k 190.0 - 134.0

13:30 us Unemployment Rate Oct % 3.7 - 3.7

15:00 us Durable Goods Orders Sep % m/m -1.5 - 0.8

15:00 us Factory Orders Sep % m/m 03 - 2.3

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