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European Commission cut growth forecasts

European Commission cut growth forecasts
Stock market sell-off supported the dollar and undermined CEE currencies
Bonds gain on rising risk aversion

On Thursday, trends observed in the previous days remained in place. The dollar
continued to appreciate which weighed on the EM currencies. European stock indexes
were falling which was positive for core bonds. Investor's moods were hit also by
information that Donald Trump will not meet with XI Jinping before March 1 when the
next tariff hike on Chinese goods will become effective. Fed's James Bullard (perceived as
a dove) said that the monetary policy in the US is slightly restrictive as the real interest
rates are positive. Today's German exports data surprised to the upside but do not
change the overall picture of the Europe’s biggest economy.

In 2018, Poland's central budget closed with a PLN10.4bn deficit. The reduction
versus 2017's deficit of PLN25.4bn was achieved mostly due to higher revenues (total
revenues +PLN29.6bn, VAT +PLN18.5bn, CIT +PLN7.5bn, PIT +PLN5.0bn, excise duties
+PLN3.8bn). Spending rose by PLN14.6bn, but Social Security Subsidy fell PLN5.2bn,
thanks to a booming labour market. Detailed data for December suggested that VAT
revenue rose an astonishing 60-70% y/y, so we think the Finance Ministry decided to
postpone tax returns worth about PLN5bn, and these should be booked in the 2019
budget. In our view, 2019 will not see as low a deficit, even though the government’s
macro assumptions are quite conservative. Therefore, we think a realization lower than
the official limit (PLN28.5bn) is possible.

The European Commission released its new economic estimates. Forecasts for GDP
and HICP in the euro zone in 2019 were revised clearly down. The biggest down changes
were shown for Poland's important foreign trade partners, like Germany, France, Italy or
the Netherlands. The main reason behind the revisions was poor economic
performance in 2H18, less optimistic external environment mainly due to trade wars and
distortions in auto industry as well as social tensions in some countries. Nevertheless,
the EC thinks the economic fundamentals are healthy. Forecasts for Poland were revised
slightly down - in 2019 to 3.5% from 3.7% and in 2020 to 3.2% from 3.3%. In Poland, the
EC expects strong growth of investments financed by the EU funds amid weaker
consumption (due to higher inflation and weaker employment growth) and slower
imports and exports growth.

EURUSD fell yesterday fourth session in a row amid investors’ retreat from the risky
assets and touched 1.132 intraday. It seems that the dollar will manage to neutralise the
losses suffered in the previous two weeks. Today, the room for further EURUSD drop
looks limited as some players could decide to take profit before the weekend.

EURPLN rose yesterday third session in a row breaking 4.30 and USDPLN for the fifth
session in a row, nearing 3.80. Other CEE currencies were under pressure in the first
part of the day but at the end of the Polish trading hours were back near the opening
levels. Today, we do not expect big changes to take place on the EURPLN market,
USDPLN could ease slightly if EURUSD rebounds.

Yesterday the Czech central bank did not change interest rates with the main rate at
1.75%. Governor Jiff Rusnok said that the bank may make a break in hiking cycle in the
face of global growth outlook deterioration and wait for new economic data. In his
opinion, two more hikes this year are plausible. CZK did not react for the central bank
decision.

Since the beginning of the day the domestic yields have been decreasing, following the
upward move of core markets bonds prices. Polish debt gave away initial gains at the
end of the day. Eventually, the front end and the belly of the yield curve landed above
the initial Thursday's level, while the long end returned to the Wednesday's close. On the
bond auction the Ministry of Finance sold PLN5.6bn bonds (PLN5bn on the regular
auction, with PLN10.2bn demand). According to the Ministry of Finance, after the auction
the gross borrowing needs for 2019 were covered in 47%.
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European Commission forecasts - pace of
GDP growth: now and change vs autumn

Euro zone 1.3(-0.6) 1.6 (-0.1)
Germany 1.1(¢-0.7) 1.7 (0.0)
Great Britain 1.3(+0.1)  1.3(+0.1)
France 1.3(-0.3) 1.5(-0.1)
Italy 02(-1.00  08(0.5)
Netherlands 1.7(-0.7) 1.7 (-0.1)
Sweden 1.3(-0.5) 1.7 (-0.1)
Spain 2.1(¢-0.1) 1.9(-0.1)
Poland 35(02) 3.2(-0.1)

Source: European Commission, Santander
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Economic Calendar
TIME FORECAST ACTUAL LAST

COUNTRY INDICATOR PERIOD
CET MARKET  SANTANDER VALUE VALUE*

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