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TRI-WEEKLY ECONOMIC UPDATE

26 December 2016 — 15 January 2017

Please be advised that today’s Weekly Economic Update will be the last for 2016.
We will resume publication on January 13, 2017.
We wish our readers a happy Christmas and a prosperous New Year!

Economic calendar

FORECAST
TIME CET COUNTRY INDICATOR PERIOD LAST VALUE
MARKET BZWBK
FRIDAY (30 December)
14:00 PL Flash CPI Dec % yly 0.5 0.5 0.0
MONDAY (2 January)
9:00 PL PMI — manufacturing Dec pts - 51.0 51.9
9:55 GE PMI — manufacturing Dec pts 55.5 - 54.3
10:00 EZ PMI — manufacturing Dec pts 54.9 - 53.7
TUESDAY (3 January)
16:00 us ISM — manufacturing Dec pts - - 54.2
WEDNESDAY (4 January)
9:55 GE PMI - services Dec pts 53.8 - 55.1
10:00 EZ PMI - services Dec pts 53.1 - 53.8
11:00 EZ HICP Dec % yly 0.9 - 0.6
20:00 us FOMC minutes
THURSDAY (5 January)
PL Bond auction
14:15 us ADP report Dec k 170 - 216
FRIDAY (6 January)
8:00 GE Industrial orders Nov % m/m -1.8 - 4.9
9:00 cz GDP Q3 % yly - - 1.9
14:30 us Non-farm payrolls Dec k 175 - 178
14:30 us Unemployment rate Dec % 4.7 - 4.6
16:00 us Durable goods orders Nov % m/m
MONDAY (9 January)
8:00 GE Industrial output Nov % m/m - - 0.3
8:00 GE Exports Nov % m/m - - 0.5
WEDNESDAY (11 January)
PL MPC decision % - 15 15
FRIDAY (13 January)
9:00 HU CPI Dec % yly - - 1.1
14:00 PL Money supply M3 Dec % yly - - 9.7
14:00 PL Current account Nov €mn - - -393
14:00 PL Exports / Imports Nov €mn - - 15192
14:00 PL CPI Dec €mn - - 15162
14:30 us Retail sales Dec % m/m - - 0.1
16:00 us Michigan index Jan pts - - 98.0
PL Moody’s rating decision A-, stab
PL Fitch rating decision A2, neg
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What’s hot in the coming weeks - New data and rating reviews

Manufacturing PMI and inflation (%YoY) =PMI index will go slightly down in December, in our view,
57 r S8 after a surge in November.
4 L 56 =We are expecting the year-end CPI at 0.5% y/y. An upward
move of CPI will be mostly driven by fuel prices. CPl is likely
31 r 54 to near 1.5% yly as soon as in January, in our view.
9 ] | 5 = MPC meeting in January will be a non-event.

= Current account improved in November and is likely to show
a surplus, in our view. Both exports and imports are likely to
48 post higher growth rates than in October.

=|n our view, it is possible that rating agencies will decide to
cut either Poland’s outlook or rating with lower retirement age
being the main argument. Let us remind that Fitch did not cut
neither so far (A-, stable), while Moody’s did it in May (A2,
negative).
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Last week in economy — November data above expectations

% yly Output in industry and construction = In November, industrial output rose 3.3% y/y, much stronger
2 than expected. Rebound from very weak October figure
was driven by the working day effect (neutral in November,
negative in October). Interestingly, the rebound was recorded
in output for all main categories.

= Construction and assembly output also surprised to the
upside, as it contracted by only 12.8% yly. This sector has
also faced an improvement in its three main categories.

=We think that such a broad improvement is not a result of a
sudden boost in economic activity but is rather driven by a
statistical effect. Interestingly, November's monthly rise in
output was the biggest for that month since comparable data
are available. It is possible that November holidays have also

contributed to this rebound, next to pure number of working
Industry ——Industry (s.a.) Construction —— Construction (s.a.) days_

%Yoy Situation in retail trade =We expect that December will show weaker growth figures
than November. Nevertheless, November data seem to show
that economic situation is not that poor as one might have
thought watching October numbers. After November’s
readings, we see an upside rise for our 4Q16 GDP forecast.
Reading only slightly 2% yly is possible.

=In November, real retail sales climbed by 7.4% vyly, visibly
above forecasts. The upward surprise was mostly driven by
car sales and fuels. In our view, similarly as in the case of
output, retail sales were supported by the working day effect,
while the October’s result was undermined by one-off effects.

= PPl inflation jumped to 1.7% yly in November, way above

—— Retail sales expectations. In monthly terms, prices climbed by 1.1% m/m,
Retail sales excl. car sales and fuels mostly due to strong price hikes in coal mining (24.3% m/m)
—— Retail trade turnover, constant prices and metallic ores (18.0% m/m).

Quote of the week - GDP growth to accelerate in 2Q or 3Q17

Mateusz Morawiecki, deputy prime minister, 21 Dec, PAP Recently we have suggested an incoming wave of downward

GDP growth in 2016 may be slightly lower than expected. This revisions of GDP growth. The deputy prime minister Mateusz
will not weigh on the budget. | hope that the economic growth will Morawiecki took the cue and does not expect an acceleration

accelerate in 2Q or 3Q17, at the latest. Recent data were very Of growth until 2Q or even 3Q17. In our view, GDP will pick up
optimistic. already in 1Q17 thanks to, among others, the positive effect

of number of working days (the opposite effect in 2Q17), but
before it is likely to decelerate further in 4Q16, reaching the
bottom slightly below 2% yly.
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Foreign exchange market - Lower volatility just before Christmas

EURPLN EUR/PLN testing 4.40

450 450w Just as we suggested last week, the pre-Christmas period
.45 ] | ..z Was very calm on the Polish FX market with EUR/PLN holding
just above 4.40 and USD/PLN stabilizing around 4.24. The
2.40 .40 Zloty gained slightly vs the euro thanks to the positive global
market sentiment, better-than-expected domestic macro data

435 ] 435 and despite the rising conflict on the Polish political scene.
= EUR/PLN was testing the 4.40 level three times last week,
430 430 put those attempts proved unsuccessful. The lack of strength
to break the local low from November suggests, in our view,
4251 4% that a strong impulse is necessary to trigger further
420 L ‘ ‘ | ‘ | | ‘ | ‘ | I strengthening of the zloty versus the euro. So far, we see no
e © e e ©° @ @ © ©v ©° © such impulse on the horizon. December is usually a positive
g § 8 & 2 ¥ 5 3 2 § 8 & & month for the zloty (EUR/PLN decrease happens much more

often than its rise). It is likely that this will be the case also this
year, although we do not expect the zloty to extend its gains
much further, but rather to stabilise just above 4.40 till year-

urce: Thomsen Reuters Datastream

USDPLN, CHFPLN
4.3 4 r4.3

end.
421 4> "FX market fluctuations may increase after the New Year, in
our view. First of all, historically January tends to be a more
4.1 L41  volatile month for the zloty than others. Since 2012, the
average high-low EUR/PLN spread for January was PLNO0.21,
4.0 40 vs. PLNO.13 average for the whole year. January’s volatility
was higher than in the remaining months in every single year
39 39 since 2012. Additionally, the new triggers for temporary
currency depreciation may appear at the start of 2017 — we
381 r38  expect to see more disappointing macroeconomic data, and
the currency may be under the negative pressure of rating
M e B e e o e & @ o o & 3 agencies decisions.
g8 8 &8 2 8 5 3 2 & 8 38 & = Last year in mid-January, the S&P rating agency surprised
o USDRLN  —— cHEPLN the market by downgrading Poland’s rating by two notches
el and changing the outlook to “negative”. On January 13, 2017,
EURUSD two rating agencies (Moody’s and Fitch) are likely to review
118 [ 118 their rating assessments for Poland. In our view, it is possible
112 114 that rating agencies will decide to cut either Poland’s outlook
(Fitch) or rating (Moody’s) with lower retirement age being the
1.12 4 F112  main argument. This may cause, at least temporary, negative
o o reaction to the Polish currency.

=As long as the global issues are concerned, important US
1.08 1 r108 data are on the agenda in the weeks to come, including
manufacturing ISM, monthly non-farm payrolls and release of
the FOMC minutes. The December's Fed rate hike was
1.04 104 Perceived as “hawkish” but this did not have any material
negative impact on EUR/PLN.

1.06 - r1.06

T e e e e e o e e o o =« ' Dollars appreciation loses momentum
2§ 8 & &2 & 5 3 2 § 8 & & = The dollar's appreciation clearly lost momentum last week

and the EUR/USD rebounded slightly after it had hovered
around 1,035 for a while.
EURHUF, USDRUB

320 - _so "We think that the end of 2016 should be quite calm for
EUR/USD with the dollar being still well bid but without any
s acceleration in pace of its appreciation.

315 1 = Early 2017 will bring important US macro data releases —

manufacturing ISM and monthly non-farm  payrolls.
December’'s Fed rate hike boosted the greenback pushing

‘Saurce: Thomsen Reuters Datastream

F70

3101 EUR/USD to its multi-year low. The US central bankers

75 became more hawkish and now the market will be looking if

the coming macro data will indeed allow for three interest rate

3051 lso hikes in 2017. Investors reaction to the US figures should be

straightforward — strong data could support the dollar while

200 | | ‘ ‘ ‘ ‘ | ‘ | ‘ _ s below-consensus rgadi_ngs could trigger some profit taking
L e e e e e ' ©v ©v © © © © from the recent decline in EUR/USD.

5 8 2 % 8§ 5 3 5 § 8 3§

—— EURHUF (lhs) —— USDRUB (rhs)
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Interest rate market — Waiting for US data

Short-term interest rates FI market stabilized
1.9 r1.9
= In line with what we suggested last week, the pre-Christmas
1.8 18 period on the Polish fixed income market was much calmer
when compared to what we have seen in the previous days.
1.7 1 t17 The IRS and bond curves remained fairly stable with the
intraday volatility clearly lower than observed since the US
1.6 -16 presidential elections. As a result, the 2Y IRS is still only
slightly above 1.90%, the 5Y rate is just below 2.40% and the
1.5 15 10Y IRS holds close to 2.90%.
4.4 ., " In the previous reports, we pointed out that since the US
presidential elections the correlation between the Polish and
qgd 1~ | L | | | L __t,5 US 10Y benchmarks has been higher than the one between

2 e e v e e e 2 & 2 e e @ the Polish and German 10Y bonds. However, the Polish 10Y
2858 8§ 8 2 § 5 3 2 § 8 & & bond proved surprisingly resilient to the December “hawkish”
—— WIBOR3M  —— FRA3x6  —— FRA 9x12 Fed rate hike and since the last week’s FOMC decision, the
S emeiesemomsen - PL-US 10Y spread has fallen to 85bp from c100bp, thus
- IRS rates . reaching its lowest since January 2016. The correlation has
fallen as well — to just below 60% from 95% - since the US

presidential elections (still higher than with the Bund).
50 . In our view, Polish bond outperformance may have been, to
some extent, due to the fact that since August Polish long-term

2.5 1 25

debt has been lagging its US peer (in this period, the 10Y
spread rose above 140bp from c100bp). On average, the

2.0 -20 spread in 4Q16 is so far fairly the same as in 3Q16 (122bp vs
M 126bp).
1.5 1 ~15 = 1-12M WIBORSs has not changed since last Friday.

Waiting for US numbers

e w e @ @ © © ©° e © © © ©o « "« We think that as long as the end of 2016 should be rather
&g § 8§ &8 58 &8 5 3 8 5 8 & 8 calm on the Polish and global bond market, early 2017 will
v sy — oy bring numerous important data releases, including ISM-
soree mensen e manufacturing and monthly nonfarm payrolls that could spur
Bond yields volatility.

4.0 r4.0
= In December the FOMC members added one extra dot on
35 35 their chart, showing the expected number of hikes in 2017 and
now the market will analyze if the coming macro data actually
3.0 t30 allow for three 25bp Fed rate hikes next year. According to
Bloomberg, currently the market is not pricing more than two
25 -25 25bp hikes in 2017 and it appears to us that only a very

positive evidence could make the market more hawkish.

=0 29 = As regards the Polish events, the November's economic
activity data surprised to the upside, but this did not have a
1 a significant impact on the front end of the curve. The fairly

stable 2Y IRS and bond suggests that the market reaction to

1.0 T 1.0
w e © ©® © ©® ©w v ©®© © ©v © © the December flash CPI could also be muted.
8 § ® 5 B % 5 3 2 & 3 3 8 b . . .
&% & =2 < £ 3 = ® © = 0o = November’s industrial output and retail sales could reinforce

—2¥ —— 5y  —— 10Y .. the MPC’s view that the economic slowdown is temporary and
o o so we do not expect any change in the MPC’s rhetoric. This
event should be market-neutral.
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10y spreads vs. Bunds

40+ r4.0
= As rating agencies might decide to cut Poland’s rating
32 32 (Moody’s) or outlook (Fitch) in the middle of January, the bond
0] .o Market might be more volatile ahead of these events (possible
weakening of Polish bonds).
254 r25
2.0+ r20
1.51 1.5
1.0 1.0
05 T T T T T T T T T T 0.5
£ 5 88 = 5 ¥ 5 3 % % 3 3 %8
o - [ = << = = - = %) @] = [=]

—— PL-DE —— HU-DE — IT-DE —— ES-DE

Source: Thomson Reuters Datastres:

<
d
El



Bank Zachodni WBK

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 commaodities 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., Economic Analysis Department, al. Jana Pawta Il 17, 00-854 Warsaw, Poland, phone +48 22 534 18 88, email
ekonomia@bzwbk.pl



