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Economic calendar

Thr COUNTRY INDICATOR PERIOD MARKI:E(:'RECAS;ZWBK VALUE
MONDAY (20 February)
us Banking holiday
16:00 EZ Consumer confidence Feb pts -4.8 -4.9
TUESDAY (21 February)
9:30 DE Flash PMI Feb pts 56.2 - 56.4
10:00 EZ Flash PMI Feb pts 55.0 - 55.2
WEDNESDAY (22 February)
10:00 DE Ifo Feb pts 109.7 - 109.8
11:00 EZ CPI Jan % yly 1.8 - 1.8
16:00 us Existing home sales Jan % m/m 1.1 - -2.8
20:00 us FOMC minutes Feb
THURSDAY (23 February)
8:00 DE GDP Q4 % yly 1.2
10:00 PL Registered unemployment rate Jan % 8.7 8.6 8.3
14:00 PL MPC minutes
14:30 us Initial jobless claims week k 239
FRIDAY (24 February)
16:00 us New home sales | % m/m 7.3 -10.4

Source: BZ WBK, Reuters, Bloomberg
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What’s hot this week - Unemployment rate and Statistical Bulletin

Labour market trends
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=We expect the registered unemployment rate to rise to 8.6%
in January, from 8.3% in December (due to the seasonal
factor). However, there is an upward risk for our forecast after
the Labour Ministry showed its estimate of 8.7%. We are
expecting this indicator to go further down in 2017 and to reach
7.4% at the year-end.

= The Statistical Bulletin will show detailed information on the
wage and employment growth in January. We will get to know
more about the surprising employment growth in January. We
argued that in our view it was mostly triggered by contract
transformation. According to the data, civil contracts are
strongly widespread in administrative and supporting activities.
So, a strong rise in that sector would confirm our claim.

=We will also get to know the business climate indicators for

February, remembering they climbed strongly across the board
in January.

Last week in economy — Recovery on its way

% Contribution of demand components to GDP growth
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=GDP growth in 4Q16 accelerated to 2.7% yly and was
above our forecast and market consensus (both at 2.5% yly).
The positive surprise in the fourth quarter was primarily
triggered by the shift in time of the government spending,
which, according to our estimates, boosted GDP growth in
4Q16 by c0.7pp.

=The data on the economic activity in January were very
good — growth in industrial production (9% yly), construction
output (2.1% yly), as well as retail sales (9.6% y/y in constant
prices) have clearly accelerated, exceeding market forecasts.
Though the improvement may to a certain degree be
attributed to the statistical effect (higher number of working
days), it may also suggest that the economic recovery at the
start of 2017 is stronger than we had previously expected.
What is important is that the data suggest improvement in all
the main growth components: consumption (retail sales),
investments (construction) and exports (manufacturing).

=|n January wages accelerated to 4.3% yly, in line with the
expectations, while employment rose by 4.5% yly, beating by
far the market and our forecasts. The sharp increase in
employment was mostly caused by a larger number of
surveyed entities; in January the Statistics Office is updating
the pool of researched companies. We expect the
employment growth to slow down in the months to come due
to the drying up labour supply. Overall, the labour market
situation remains good, which, in our opinion, should support
private consumption growth in the coming quarters.

=|n January CPI inflation rose to 1.8% yly, from 0.8% in
December, slightly above the expectations. We think the CPI
may reach 2% yl/y already in February, while core inflation will
be rising much slower this year.

Quote of the week - No need for concern over inflation

tukasz Hardt, MPC member, PAP, 13.02

No rate changes until end of the year is the most probable scenario. Inflation
should not exceed 2.5%. Real interest rates are negative, but as long as we view
is at temporary, it is not an argument to hike.

Kamil Zubelewicz, MPC member, PAP, 13.02

Possibility of a hike this year cannot be ruled out. We will see whether we are
close to end of negative real interest rate period, or whether it will be longer.
Jerzy Zyzynski, MPC member, Reuters, 13.02

We are not expecting CPI to surpass 2.5%. If it does, we may consider hikes.
Grazyna Ancyparowicz, MPC member, Reuters, 15.02

Risk, of surpassing 2.5% is small, but if the upward trend holds, we will need
some slight corrections of rates, before inflation reaches 3.5%.

Jerzy Kropiwnicki, MPC member, PAP, 13.02

There is no reason to worry about CPI at 1.8%. If upward inflation trend holds, then |
would consider also data on GDP and unemployment when deciding on rates.

In our view, the pace of inflation pick-up at the start of this year has
surprised the Polish MPC, even though some of the Council members
are denying it. Moreover, we think that the MPC is underestimating the
inflation’s upward potential later this year. The central bankers currently
believe that inflation will not top 2.5% and that even the CPI rise above
1.5% will be short-lived. While we agree on the former, the latter seems
much less likely — we expect inflation to reach 2% already in February
and to hover around this level for the better part of the year. This, in
turn, is likely to trigger higher worries about breaching the target and
higher divergence of views within the MPC. Zubelewicz and Hardt
seem to be the most hawkish members, and they may be raising
discussion about the need to tighten the policy, in our view, fuelling
market speculation about rate hikes. Nevertheless, we think the
majority of the MPC will keep interest rates unchanged this year.
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Foreign exchange market - Waiting for more US data

4.55

4.50 -

445

440

4.35

4.30 -

4.25 -

EUR/PLN

P
[+
L = <

N

1-month rolling % change

6.0%

4.0%

2.0%

0.0% -

I
Jano

-2.0%

-4.0%

-6.0% -

EUR/PL

EUR/USD
115
113
1.1
1.09
1.07
1.05
mte—
o R R - - B -
E8 2883888532882 8%58¢§8
EUR/HUF and USD/RUB
320 - 84
318 L 80
316 6
314
L 72
312
L 68
310
308 s
306 - 60
“wt— L 5
C R A A B IR B RN
58385822355335834858%8
——EURHUF (hs) —— USD/RUB (ths)

Polish data with little support for the zloty

= Last week, the Polish currency lost vs the euro, dollar, Swiss
franc and British pound. The scale of the zloty’s depreciation
was limited but the direction was in line with our call from the
last week when we suggested that it may be tough for
EUR/PLN to continue the downside move. Polish better-than-
expected flash 4Q GDP provided only temporary support for
the zloty, while strong January’s industrial output and retail
sales were ignored by the market. EURPLN rose to 4.33 from
c4.28, USDPLN rebounded temporarily to 4.08 from 4.04,
CHFPLN rose to 4.05 from 4.03, GBPPLN touched 5.10 but in
the end it returned to 5.04.

=The past week was full of important data releases and
numerous FOMC members comments that failed to move the
market noticeably. We still think that the zloty is likely to give
up more of its recent gains vs the euro. The second chart
shows that EUR/PLN’s 1-month rolling percentage change
has reached levels considered extreme given the past
experience. This suggests that market's pricing for an
economic recovery may have been exaggerated and now
more positive impulses might be needed for the zloty to
continue its appreciation trend or, at least, to help keep the
recent gains.

= Global sentiment should be key next week but we think that
the Polish currency is rather more likely to respond to poor
numbers rather to the good ones.

US data supported the dollar

= EURUSD was falling since the beginning of the week amid
sound US data but when it reached 1.052 the downside move
stopped and investors decided to take profit from the dollar’s
appreciation pushing the exchange rate to 1.065 at the end of
the week.

= Last week, the US macro data proved an important driver for
EURUSD and the coming days will bring some more US
figures as well as the next comments of the FOMC members.
According to Bloomberg, the market is currently pricing 34%
probability for a 25bp Fed rate hike in March vs 28% last
week. Should the next US data also beat expectations, there
is still room for a stronger dollar after the January’s EURUSD
rally to 1.08 from 1.035. The local bottom at 1.052 is the first
support to watch.

Volatile rubel, stable forint

= The first part of the past week was pretty good for the rubel
vs the dollar as USDRUB fell to the fresh 2017 low at 56.64
(and its lowest since July 2015) amid slight decline in oil
prices. However, the ruble’s appreciation proved short-lived (it
rose back above 58) after the Russian economy minister said
he discussed the recent ruble appreciation with president
Putin. Already in the past months Russian government
officials had been suggesting that ruble was getting too strong
which had a negative effect on the economy. In January the
Russian Ministry of Finance decided to start FX purchases to
restore its reserves which was interpreted by the market as
an action aimed at halting the USDRUB down trend.

= Last week, EURHUF was hovering within a 307-309 range.
The Hungarian flash 4Q GDP estimate was much weaker
than expected (1.6% yly vs 2.0% yly) but did not have any
persistent negative impact on the forint.
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Interest rate market — Global factors still crucial

FRA (%) Domestic yields lower at the end of the week

=Last week, Polish interest rate market was strongly
dependent on investors’ mood on the core market. Initially,
increase in yields of both German and US bonds (with 10Y
UST growing temporarily above 2.50% ) spilled over into
higher domestic yields and IRS rates (with yield of 10Y
benchmark reaching 3.88%, its highest level since the
beginning of February). This stemmed mainly from hawkish
rhetoric of Fed Chair Yellen testimony, in which she suggested
that FOMC may tighten monetary policy in the upcoming
months. However, end of the week brought some
strengthening on debt market globally, with Polish 10Y
benchmark testing 3.80%. Favourable domestic auction results
were an additional factor supporting domestic assets (details
below).
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——FRA3X6 —FRABX9 FRA 9X12 = FRAs increased visibly over the past week. This stemmed
mainly from better than expected domestic macro data
Borrowing needs and financing, PLNbn releases and hawkish comments from Mr Zubelewicz from
200 - MPC who stated that interest rate hike in 2017 cannot be ruled
180 | out, but only fif something really worrying happens’.
Consequently, FRA curve steepened visibly as compared to
160 1 the previous week, and market now is fully pricing-in rate hike
140 - Net needs, 79 by 25bps in 12 months horizon.
120 1 = Poland’s Ministry of Finance successfully launched T-bonds
100 ~ Foreign debt on Thursday’'s auction, selling papers worth cPLN7bn.
80 1 Recorded demand amounted to nearly PLN13bn and
60 - Foreign, 27.5 concentrated mainly on medium and long term bonds (offer of
40 - 5Y, 10Y and 30Y benchmarks attracted 66% of total demand).
20 Domestic, 44.9 It is noteworthy that investors (mainly insurance companies, in
0 our view) submitted solid demand on a new 30Y benchmark
Gross borrowing needs Financing WS0447, whose sale reached PLN2.11bn or 30% of total sale.
Deputy finance minister, Piotr Nowak, said that this year’s
borrowing needs were covered in 43% and bond issues might
Spread of 10Y Polish, Italian and Spanish 10Y benchmarks be lower in the months to come.
400 - vs. 10Y Bund , .
Investors’ eyes still on the core market
350 =This week’s calendar is not tight in Poland, therefore
investors will keep focusing on global factors. We think that
300 + FOMC minutes release may be most crucial. This can bring
some signals how fast FOMC will hike rates this year taking
250 | ; ; . d
into account Fed Chair testimony last week. Increasing chance
200 - for earlier monetary tightening by Fed may bring impulse to
take profit on core markets after quite significant strengthening
150 1 at the end of last week. This will put pressure on domestic
100 curves, in particular on the belly and long end. Taking into
account current market circumstances, we think that the yield
50 of 10Y benchmark will stay in the range of 3.75-3.90%,

AUl GG S nE e S i ol G VR Sl S b b b sl oscillating closer to the mid of the fluctuation channel. Risk
SP22E3525S6288222E35288288¢ premia might stay elevated (now spread over Bund for 10Y is
ES-DE —IT-DE —PLDE around 350bps) as Polish assets did not fully benefit from

Yield of the Polish, German and US 10Y bonds global mood improvement.

40 r 1.0

=The front end of the curve will be still under influence of
domestic factors. Macro data releases for January (including
CPI, industrial output, retail sales) surprised the market to the
upside, confirming that economic activity in Poland is solid at
the start of the year. These data caused short-lived upward
move in yield of 2Y benchmark. In the absence of new data,
short end may be sensitive to new MPC members comments.
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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., Economic Analysis Department, al. Jana Pawfa Il 17, 00-854 Warsaw, Poland, phone +48 22 534 18 88, email

ekonomia@bzwbk.pl
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