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CEE Economics

Eyeopener

Zloty strongest vs the euro since August

Flash 2018 GDP implies weak investments and consumption in 4Q
Dovish Fed boosts zloty and its EM peers

Polish yields down after the FOMC meeting

Today, US monthly job report

On Thursday afternoon stock indexes resumed up move in response to good US companies
earnings and discounting the change of rhetoric by Fed and ECB to more dovish. Bond
yields went down, emerging market currencies strengthened and the dollar recovered
from losses, helped by dovish remarks by ECB's Jens Weidmann. Polish GDP data were in
line with expectations and German retail sales reading was worse than expected.

Poland 2018 GDP growth was 5.1% according to flash estimate, in line with our forecast,
which means that in 4Q18 economy has slowed below 5% mark. Our estimate for the final
quarter is 4.8% y/y. 2018 was the excellent year for Polish economy, as it refused to
show any major slowdown despite growing evidence of deteriorating business climate
across Europe. However, it is time to say goodbye to five-percent growth. Still, we remain
moderately optimistic for the near-term outlook. GDP growth is going to slow in every
consecutive quarter of 2019, in our view, but the average growth should remain quite
decent, around 3.8%. Private consumption and fixed investments will remain the main
motors of growth, in our view. Find more in our yesterday's Economic comment.

Polish PMI rebounded in January to 48.2pt from 47.6pt, stronger than consensus, below
our forecast and not enough to remove worries about looming slowdown in industry.
The PMI report signals weak demand from Europe in particular, leading to the fastest
rate of decline of output and new export orders since mid-2009. On the other hand,
producers became more optimistic about future output and employment index
improved in January, despite decreasing backlogs of work. The reading suit our view that
the economy entered the slowdown phase, with the negative impulse coming from
abroad, while the still strong domestic demand should mitigate the decline of GDP
growth this year.

Minutes from Polish MPC January meeting stressed that the majority still believes
inflation will stay close to the NBP target in the policy-relevant horizon, but its path may
be lower than previously assumed. Limited risk of a lasting breach of the target leads the
majority of the Council to a conclusion that holding rates stable remains the right choice.
Hawkish members admitted in January, that the scenario that would motivate them to
call for rate hikes is now less probable than in the previous months. What is more, they
would need to see first that NBP projections go above the inflation target. In our view,
MPC will not change rates this year, and only in 2020 it could deliver a rate hike.

EURUSD corrected a part of its Wednesday rise (after the FOMC conference) and retreated
to 1.145 from 1.15. The euro was undermined by the afternoon comment of Jens Weidmann
(ECB's hawk), who said that the monetary policy normalisation will take years. Final PMI
for the euro zone and Germany are unlikely to deviate much from the flash estimates, so
US labour market data could determine where EURUSD will end the week. The market is
expecting a weaker reading after very strong December, likely due to shutdown effects,
so upward surprise would be a stronger market driver than a downward one.

EURPLN plunged to 4.26 from 4.286 on Thursday, while USDPLN slid to 3.71 from 3.73.
The zloty and the other EM currencies benefitted from the more dovish FOMC rhetoric.
Thus, EURPLN was at the lowest level since early August 2018 and approached an
important support at 4.24. We think that the looming weekend could encourage profit
taking from the zloty recent appreciation.

On the domestic fixed income market yields and IRS slid deeply, following the
strengthening of core t-bonds markets (after the Wednesday's FOMC press conference).
As a consequence the domestic yields curve decreased by 3-5bp in the 5-10Y segment,
while 2V yield stabilised. Today we expect yields to stay low as a reaction for the poor
PMI reading. Ministry of Finance (MoF) said that plan to sell PLN3-6bn on the regular
auction on 7 February. On the 21 February MoF plans to organised switch auction.
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Economic Calendar

TIME FORECAST ACTUAL LAST
COUNTRY INDICATOR PERIOD
CET MARKET  SANTANDER VALUE VALUE*

FRIDAY (1 February)

09:55 DE Germany Manufacturing PMI Jan pts 51.5 - 49.9
10:00 EZ Eurozone Manufacturing PMI Jan pts 51.35 - 50.5
11:00 EZ Flash HICP Jan % yly 1.4 - 1.6
14:30 us Change in Nonfarm Payrolls Jan k 162 - 312
14:30 us Unemployment Rate Jan % 3.8 - 3.9
16:00 us Michigan index Jan pts 0.0 - 90.7
16:00 us ISM manufacturing Jan pts 54.25 - 54.1

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