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Economic calendar

s COUNTRY INDICATOR PERIOD MARKZ(;RECASJZWBK VALUE
MONDAY (10 August)
9:00 Ccz CPI Jul %YoY 0.6 - 0.8
TUESDAY (11 August)
9:00 HU CPI Jul %YoY 0.6 - 0.6
11:00 DE ZEW index Aug pts 64.0 - 63.9
WEDNESDAY (12 August)
11:00 EZ Industrial output Jun %MoM 0.2 - -0.4
THURSDAY (13 August)
14:00 PL CPI Jul %YoY -0.8 -0.8 -0.8
14:00 PL Current account Jun €m 630 7 1184
14:00 PL Exports Jun €m 14 551 14 632 14 131
14:00 PL Imports Jun €m 13700 13673 13185
14:00 PL Money supply M3 Jul %YoY 8.0 8.2 8.3
14:30 us Retail sales Jul %MoM 0.5 - -0.3
14:30 us Initial jobless claims week k - - 270
FRIDAY (14 August)
10:00 PL Flash GDP Q2 %YoY 3.6 3.6 3.6
11:00 EZ HICP Jul %YoY 0.2 - 0.2
14:00 PL Core inflation Jul %YoY 0.2 0.2 0.2
15:15 us Industrial output Jul %MoM 0.3 - 0.2
16:00 us Flash Michigan Aug pts 935 - 93.1

Source: BZ WBK, Reuters, Bloomberg
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What’s hot this week — Q2 GDP, inflation and balance of payments

%YoY GDP growth and its components = Flash GDP data for Q2 is the key Polish statistic this week.
8 - r 30 We believe that economic growth was the same as in Q1, i.e.
L 25 3.6%, and we are in line with the market consensus (market
6 forecasts range between 3.4% and 3.8%). The statistics office
F20 will release a detailed growth breakdown at the end of
4] | 45 August, but, in our view, the Q2 growth structure was healthy
and similar to Q1, with strong contributions from private

5 | | 10 consumption, investment and net exports.
F5 =CPI and core inflation excluding food and energy prices

remained unchanged in July at -0.8%YoY and +0.2%YoY,

® = A ofo = = o \3/‘@/9 e respectively, in our view. We expect some rebound in food
<8 EIVE g8 28 2 eVEF g <2 and fuel prices, but other categories are likely to remain
27 L 10 subdued. Siill, inflation is slowly rising and we expect it to
reach 0.5%YoY for CPI and 0.8%YoY for core inflation at
4 - - 15 year-end.
GDP —— Private consumplion ——Fixed investments (ts) =June’s balance of payments data are set to show strong
. exports and rather weaker imports, so a high trade surplus (at
Pl Balance of payments data A’Y% c€950mn, like in May) is very probable. However, low inflows
of EU funds will likely cause a big income deficit, so the total
» current account balance should only show a small surplus.
il 0 Still, the 12M rolling current account balance is likely to show
a surplus for the first time since comparable data are
|5 available.
=We expect the M3 money supply to grow 8.2%YoY in July,
0 which we believe would confirm trends that we have been
§ seeing over the last months — healthy growth of both deposits
s and loans.
L 10
15
2 Current account balance (lhs) ——Export ~——Import -20
Last week in the economy - PMI on the rise
Business climate indices (seasonally adjusted) = The Polish manufacturing PMI Index rose in July to 54.5pts,

ts . . X
P in line with our forecast and above the market consensus.

This was the second month of improvement, with the index
now at its highest level since March. The pace of output
growth was weaker than in June, but orders rose at the
fastest pace in five months. Export orders rose the fastest
since February 2014. Employment rose at its fourth fastest
pace ever. The prices of finished goods rose for the first time
since June 2012, but the increase was only marginal, while
production costs rose only slightly. Nevertheless, this could
be the first sign of rising price pressures, which would be in

-20 - 40 line with our forecast of a slow rise in inflation. Overall, this
25 data confirms our expectation of faster GDP growth in 3Q vs.
L 2Q.
30 ——CSO0 Industry CSO Construction %
——CSO0 Retail trade —— PMI manufacturing (rhs)

Quote of the week - FX loan restructuring may lead to deterioration of sentiment

ECB, opinion on a draft law on specific terms of restructuring of The Sejm’s approval of the FX-loan restructuring bill and especially the last-
home loans denominated in foreign currency, 05.08 minute amendments increasing the burden on the banking system were one of
the main drivers of the Polish market last week. The bill now needs to be
approved by the Senate in early September. The PO’s senators (PO has a
majority in the Senate) have already stated that they will seek to scrap the last-

The draft law might also have some negative effects if it leads to a
deterioration of foreign investor sentiment due to a perceived increase in
legal uncertalnty _gnd country risk. Consequently’, the ECB SUQQEStS that minute changes and return the bill in its more or less original shape to the Sejm
the Polish authorltl(_es carry _OUt a thorough anaIySIS of th_e possible effects for final approval. If this time the PO manages to mobilise its coalition partner
on the economy of introducing measures having retroactive effect. PSL to vote with it, the odds of the law returning to its original shape would be

relatively high. Then the main uncertainty remaining would be the President’s
move. The bill (before the amendments) was criticised by the ECB, which
pointed out that the law was retroactive, failed to account for the debtors’
income, could undermine lending capacity of some institutions and hit foreign
investor sentiment. The ECB also assessed that CHF loans did not pose a
threat to financial stability. Still, Polish deputies ignores the ECB’s opinion.




Bank Zachodni WBK

Foreign exchange market - Zloty hit by US rate hike expectations and Polish politics
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Zloty hit by US rate hike expectations and Polish politics

= The zloty depreciated last week on the back of the hawkish
comment of the FOMC’s Dennis Lockhart and worries over
stability of the Polish banks. This pushed EUR/PLN to nearly
4.20, its highest since the first decade of July. USD/PLN rose
above 3.85 but this was only temporary and, at the end of the
week, the exchange rate was below the peak from early July.
Roughly half of the EM currencies lost vs. the euro last week
and the zloty was in the middle of this group with a c1% loss.
As regards the dollar, nearly all the EM currencies
depreciated against it and the zloty was the 6th weakest
performer with a ¢1.5% loss.

= As the second chart shows, the July-August period for the
past four years lacks a firm pattern for EUR/PLN. However,
the Polish currency weakened in August in the last four years
and so far this is the case this time around as well. Plenty of
Polish data are on the agenda this week. Our forecasts
suggest that the releases could be rather neutral (retail sales,
GDP, industrial output) or slightly negative (C/A) for the zloty.
The recent voting on FX loans in the Polish parliament has
created additional pressure for the currency and this factor is
likely to limit the scope for any sustained and significant drop
in EUR/PLN as well.

=We think the exchange rate will stay above its previous
week’s low of ¢4.10 in the coming days.

Very stable EUR/USD

=Since the beginning of the past week, the EUR/USD
volatility (measured as a weekly high-low spread) was
noticeably lower than before. Actually, even after the U.S.
non-farm payrolls data trigger sharp moves in the market,
volatility measured as such was the lowest so far this year at
the end of the European session as the rate was hovering
within the ¢1.085-1.10 range.

= At the end of the past week EURUSD was just above the
local low at c1.08. The US data nonfarm payrolls was
interpreted as rather decent and so the exchange rate could
be trying the break this support in the coming days. There are
some US macro releases on the agenda also this week and
so they could decide whether any attempts to break through
1.08 will be successful.

CZK stable, HUF and RUB weaker

=The Czech central bank left interest rates unchanged. Its
governor said that there was no deep discussion on further
rate cuts or on lifting of the EURCZK floor. The exchange rate
was testing 27.0 on this comment, but, in general, the
situation did not change significantly.

= At the same time, the ruble continued to underperform in the
EM universe. USDRUB rose for the 7th consecutive week and
broke 65. The exchange rate surged to its highest level since
mid-February on the back of further falls in the global oil
prices.

= The forint also depreciated last week. EUR/HUF rose above
311 from ¢306, but stayed comfortably below the local peak at
318.

= Czech and Hungarian CPI data are due this week. The most
recent signals from the Czech and the Hungarian central
banks were rather straightforward (MNB ended the easing
cycle, CNB did not discuss more cuts) and so the inflation
numbers are unlikely to be the key drivers for the koruna and
the forint this week.
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Interest rate market — Curve steepener trade still in place

FRA (%) Yields and IRS rates at their highest levels since mid-July

=Money market rates were roughly stable (WIBOR 9M rose
1bp in weekly terms) over the past week. At the same time,
18 4 FRAs climbed 1-3bp across the curve, following the IRS

W\ market. Investors upheld their expectations that the MPC could
4 Vs

N start normalising its monetary policy at the turn of 2016-2017.

16 1 f&w =Contrary to our expectations, Poland’s bonds and IRS
continued to weaken in the first week of August. This was
caused by the risk that the Fed could tighten its policy in
September and foreign investor fears about the stability of
Poland’s banking system. As a result, the 10Y benchmark yield
12 and the IRS 10Y reached their highest levels since mid-July.

20 4

14 -

w © w w w © w w  The US non-farm payrolls were roughly in line with
5 3 5 =3 § 5 ] E expectation, and figures were high enough to keep the Fed on
course for an interest rate hike in September. Market reaction

——FRA 1X4 ——FRA 3X6 FRA 9X12

was muted, with Poland’s yield of 10Y benchmark falling
slightly below 3.05% at the end of the week.
FRA - 3M WIBOR spread (bp)

20 = Last week investors continued the curve steepener trade in
line with our expectations. Both the T-bond and IRS curves
0 ‘ steepened considerably as the long-end of the curves lost the
most. Domestic bonds did not benefit from strengthening on
1 [\ the core and peripheral debt markets and, as a consequence,
) the spread over Bunds widened significantly, reaching nearly
240bp for the 10Y sector, the highest since the beginning of
40 | July.

— FRA3G-3MWIBOR =Poland’s Ministry of Finance successfully launched long-
— FRAGx9-3M WIBOR matured T-bonds at its August auction, selling the 10Y DS0725
— FRA9x12-3M WIBOR benchmark and new WZ0126 floaters worth cPLN4.65bn in
total (both at the regular and top-up auctions). The DS0725
-80 yield stood at 3.076%, roughly the same as on the secondary
market. The recorded demand amounted to over PLN6.7bn
and we believe that domestic investors preferred the WZ0126
(floater), while the non-residents bid for the fixed-rate DS0725.
Domestic curves (%) According to our estimates, 84% of this year's gross borrowing

34 needs are now covered after the auction.

—a— 7-Aug-15 --m--31-Jul-15 .
3.2 g Domestic macro data rather neutral for the market

—e— 7-Aug-15 --#--31-Jul-15 T-bonds
3.0 — =We stick to our forecast of the WIBOR rates continuing to

move in a horizontal trend in the coming months and to rise
gradually in the medium to long term. Volatility on the FRA
market should remain high, with rates strongly dependent on
the IRS market.

= The first set of domestic economic data is due this week,
including inflation CPI for July and the flash 2Q15 GDP growth.
Our forecasts of the inflation rate and GDP growth for 2Q 15
are similar to the market consensus (-0.8%YoY and 3.6%YoY,
respectively), while our forecast of the CA balance for June is
less optimistic than market expectations. All in all, these data
are likely to be a mixed bag and will probably not change the
10Y spreads vs. Bunds economic outlook substantially. Therefore, the front-end of the
curves should remain roughly stable, oscillating near their
current levels.

=The belly and the long-end of the curves could be more
vulnerable to global sentiment changes. Macroeconomic data
for Europe (including flash 2Q15 GDP) should confirm that the
euro zone’s economy is gradually improving. This, together
with expectations for an earlier rate hikes in the US, could
increase yields on the core markets and negatively affect
Poland’s T-bond and IRS markets in the upcoming week.
Consequently, the curve steepener remains in place.
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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. Rates Area, Economic Analysis Department, Al. Jana Pawia Il 17, 00-854 Warsaw, Poland, phone +48 22 534 18 88, email
ekonomia@bzwbk.pl, http://www.bzwbk.pl.
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