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Eyeopener

Pause in core inflation trend

Powell's openness to rate cuts spurred market optimism

Polish CPI rose less than expected

Zloty held on to gains, EURUSD influenced by euro zone inflatio
Domestic debt strengthened some more

Today MPC decision in Poland, services sentiment indicators, ADP report
CPl inflation, %y/y
On Tuesday the global market mood was quite positive thanks to the euro zone data >
released on Monday. Additionally, in the afternoon the Fed head Jerome Powell said that
the US central bank will take appropriate actions to support the economic growth. As a
result, the European and US stock indices climbed and most CEE currencies gained 27
versus the dollar.

The government was reshuffled yesterday. Apart from necessary changes after a few
ministers got elected to the European Parliament, a new finance minister was appointed.
Teresa Czerwinska has been replaced by Marian Banas, who served as deputy finance
minister and chief of National Revenue Administration (tax police). Teresa Czerwinska
was appointed to the Governing Board of the National Bank of Poland. We do not think 0
that this change will have a material impact on fiscal policy. However, also yesterday the

PM Mateusz Morawiecki informed that expectations about further benefits from
improved tax collection went up and can reach PLN30bn thanks to the GDP growth and '
the government’s rising ambitions in this respect. The April's Convergence Programme

Update assumed additional PLN17bn in 2019-2020 due to these measures.
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excluding food & energy

In Poland, the flash CPI reading for May was 2.3% y/y, slightly less than consensus and 2 -
our forecast - both at 2.4%. The rise from 2.2% y/y in April was caused mainly by food Source: GUS, Santander
prices; their contribution to y/y CPI growth increased by 0.4pp to 1.2pp in May. GUS also

noted a slight decline in energy prices and a mild rise in fuel prices (compared to what

we saw from other sources during the month). These data point to a decline to 1.6% y/y

in May from 1.7% y/y in April, or at best stabilisation of core inflation (such are our

current estimates, the actual data are due 17 June). Before the flash May release we

assumed there would be a rise of core inflation to 2.0% y/y. The poor supply of

vegetables, bad weather for this year's crops, and ASF disease are pushing food prices

higher. The likely decline in core inflation may be linked to the surprisingly sharp

increase of transport services prices in April, probably a holiday-related one-off, that

could already disappear from the data. We think CPI growth could approach 3% y/y at

the end of 2019, with upside risk caused by government plans not to provide significant

financial support for energy purchases by mid-sized and large enterprises in 2H19. The

MPC will hold a press conference today, following the June meeting. The pause in the

core inflation trend and the high contribution from food may only support the Council's

relatively dovish view and its plans to maintain rates stability for a prolonged period.

EURUSD stabilized after the Monday's rise but managed to reach c1.128 in morning
trading. The single currency appreciation was halted by the euro zone flash May HICP
data that were below the consensus. Today we will see final services PMI and ISM as well
as the monthly ADP report. We do not expect any meaningful market reaction to these
releases just one day ahead of the ECB meeting and today EURUSD might correct part
of the recent rise.

EURPLN was hovering around 4.28 and USDPLN slightly above 3.80. The zloty did not
benefit from rising stock indexes, the pause in EURUSD upside move appeared more
important. The domestic currency underperformed the forint and the koruna (that both
gained) which might have been due to the Polish inflation data (that suggest a decline of
core CPI) that are likely to be left without reaction from the MPC. We think EURUSD
might fall slightly today awaiting tomorrow's ECB decision and this might push EURPLN
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On the domestic interest rate market bond yields eased somewhat but by no more Marcin Luzinski +48 22 534 18 85
than 2bp while the IRS rates remained pretty stable. We do not expect the MPC rhetoric Grzegorz Ogonek +48 22 53419 23

- that is likely to remain neutral - could have a significant impact on the Polish bonds Konrgd SOSZYﬁSki +482253418 86
that gained clearly in the recent weeks. Marcin Sulewski, CFA +48 22 534 18 84
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FX market Zloty exchange rate
Today's opening " 4.40
EURPLN 4.2792 CZKPLN 0.1665 i
USDPLN 3.8007 HUFPLN® 73293 WWWW ~4.30
EURUSD 1.1259 RUBPLN 0.0583 i
CHFPLN 3.8311 NOKPLN 0.4372 = Egggt: ;gg ._.4'20
GBPPLN 4.8272 DKKPLN 0.5730 b4.10
USDCNY 6.9085 SEKPLN 0.4029
*for ID0HUF = 4.00
Last session in the FX market 04/06/2019 L
min max  open close fixing =390
EURPLN  4.277 4285 4.281 4.279 42788 . m F
USDPLN 3.796 3817 3.817 3.806 3.8041 HW""L“‘ MMFMJLWﬂ =3.80
EURUSD 1.122 1.128 1.122 1.125 - L.rd'wjl"]r’r
=3.70
Interest rate market 04/06/2019 _r
T-bonds on the interbank market** Oct  Nov Dec Jan Feb Mar Apr May
Benchmark o Change Last Average 2018 2019
(term) % (bps) auction P’ offer yield
OKO0521 (2L) 1.62 0 21 mar 19 OK0521 1.633 T-bonds yields
PS0424 (51) 2.06 -1 21 mar 19 PS0424 2.209
DST029 (100) 261 T 21mar19 D51029  2.877 /I M2y 162 Msy2.06 10V 2.61 -
\
IRS on the interbank market** m“x\ f\v"“\,\ H—-_,,_,ffl\ﬂ. [-3.00
Term PL US EZ VAV A V| - '\\ L
— o
% Change % Change . Change b 5o
(bps) (bps) (bps) -
TL 1.73 0 2.19 1 -0.28 0
2L 1.78 -1 1.95 2 -0.28 0
3L 1.81 0 1.89 3 024 0 I~2.00
4L 1.86 0 1.89 3 -0.18 -1 F
5L 792 0 792 3 0.17 T B B T
8L 270 1 203 3 014 T 150
T0L 2.22 0 2.1 4 0.31 -2 h L
WIBOR rates Oct Nov Dec  Jan Feb Mar Apr May
Term % Change 2018 | 2019
(bps)
O/N 1.59 1 3M money market rates
ZWN 1 22 1 W FRA 3x6 172|182
20 160 0 =;ma 6/4/19 173 [Fre0
™ T64 0 = i
3M 1.72 0 b1.78
oM 1.79 0 r
9M 1.81 0 176
7Y 7386 0 A
TR s
FRA rates on the interbank market** n ;J v ,\l"‘ Y ;1 .
Term % Change i UW v =
(bps) T |V b 170
x4 172 0 || N r
3x6 1.72 0
6x9 173 1 __[1es
X1 777 0 Oct Nov Dec Jan Feb Mar Apr May
3%0 1779 0 2018 2019
6x12 1.79 0
10Y spread vs. Bund
Measures of fiscal risk
Tountry CDS 5V USD TOV spread™ WrL 28131 A [-3.50
Level Change Level Change Bz 18258 o~ A A S
(bps) (bps) M ES,0.8643 ) e St ¥ k300
Poland 783 7 ETra7215 o ~ |
France 30 ] 039 0 LTHU 3.0976 X2y et SO b2 50
Hungary 3.11 1 i
Spain 52 -1 0.87 0 200
Ttaly 225 1 274 2 -~ N =
Portugal 58 1 0.93 0 ‘_w_,_n-—-\_.-—\_m\ Mrwu,h—fwf W |
Ireland 32 -1 0.61 0 atha - 1.50
Germany 12 0 - |
*10Y treasury bonds over 10Y Bunds \\_,_r'—\\__“x L
**Information shows bid levels on the interbank market at the end of the trading day Nov T Dec Jan Feb Mar ﬁﬂr Hay
Source: Bloomberg 2018 i 2019
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Economic Calendar

TIME FORECAST ACTUAL LAST
COUNTRY INDICATOR PERIOD
CET MARKET SANTANDER  VALUE VALUE*
FRIDAY (31 May)
08:00 DE Retail Sales Apr % m/m 0.1 - 2.0 -0.2
09:00 cz GDP SA 1Q % yly 2.5 - 2.6 2.5
09:00 HU GDP 1Q % yly 53 - 53 53
10:00 PL GDP 1Q % yly - 4.6 4.7 4.6
14:00 DE HICP May % m/m 0.3 - 0.3 1.0
14:30 us Personal Spending Apr % m/m 0.2 - 0.3 0.9
14:30 us Personal Income Apr % m/m 0.3 - 0.5 0.1
14:30 us PCE Deflator SA Apr % m/m 03 - 0.3 0.2
16:00 us Michigan index May pts 101.5 - 100.0 102.4
MONDAY (3 June)
09:00 PL Poland Manufacturing PMI May pts 49.0 49.4 48.8 49.0
09:55 DE Germany Manufacturing PMI May pts 44.3 - 44.3 44.3
10:00 EZ Eurozone Manufacturing PMI May pts 47.7 - 47.7 47.7
16:00 usS ISM manufacturing May pts 53.0 = 52.1 52.8
TUESDAY (4 June)
10:00 PL CPI May % yly 24 24 2,3 2.2
11:00 EZ Flash HICP May % yly 13 - 12 1.7
11:00 EZ Unemployment Rate Apr % 7.7 = 7,6 7.7
16:00 us Durable Goods Orders Apr % m/m 0.0 - -2,1 -2.1
16:00 us Factory Orders Apr % m/m -1.0 - -0,8 1.3
WEDNESDAY (5 June)
PL MPC decision % 1.50 1.50 1.50
03:45 CN Caixin China PMI Services May pts 54.0 - 52.7 54.5
09:55 DE Markit Germany Services PMI May pts 55.0 - 55.0
10:00 EZ Eurozone Services PMI May pts 52.5 - 52.5
11:00 EZ Retail Sales Apr % m/m -0.5 - 0.0
14:15 us ADP report May K 185 - 275
16:00 us ISM services May pts 55.4 - 55.5
THURSDAY (6 June)
08:00 DE Factory Orders Apr % m/m 0.0 - 0.6
09:00 Ccz Industrial Production Apr % yly 2.7 - 0.1
09:00 HU Industrial Production SA Apr % yly 6.7 - 8.0
11:00 EZ GDP SA 1Q % y/y 1.2 - 1.2
13:45 EZ ECB Main Refinancing Rate % 0.0 - 0.0
14:30 us Initial Jobless Claims week k 215 - 215
FRIDAY (7 June)
08:00 DE Exports SA Apr % m/m -0.9 - 1.6
08:00 DE Industrial Production SA Apr % m/m -0.5 - 0.5
09:00 HU CPI May % yly 3.8 - 39
14:30 us Change in Nonfarm Payrolls May k 185 - 263
14:30 us Unemployment Rate May % 3.6 - 3.6

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