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CEE Economics

Eyeopener

Fed open to easing

FOMC communication strengthened the zloty and debt, wekened the dollar
Wages stronger than forecast, employment weaker
Today Polish output and PPI, flash PMIs from euro zone

On Wednesday during the day the zloty, CEE fx and core market bonds were weakening,
but in the evening they started to gain substantially given the dovish FOMC rhetoric.
Polish data on wages and employment were mixed, so were the US data released on
Thursday. Donald Trump returned to aggressive rhetoric vs Iran, but his suggestions
were not in the spotlight and the FOMC communication dominated the markets,
supporting equities and commodities.

At the Wednesday meeting, FOMC left rates unchanged. The dot plot showed that its
members prefer to keep rates stable in 2019 (as in March, but this time 8 out of 17
contributors to the chart preferred cuts this year), in 2020 rates should go down
(instead of one hike shown in the previous dot plot) and in 2021 there might be one rate
hike. The rhetoric of Fed was quite dovish - Jerome Powell stressed that for many
memebers now the case for more accommodation strengthened. This led to significant
declines of bond yields and to dollar weakness.

June consumer confidence indicators for Poland went up strongly, hitting an all-time
high. Interestingly, all the subindices improved, with the most considerable changes in
expected change of unemployment and conditions for saving money (the indicator
turned positive for the first time ever). Polish consumers are clearly optimistic and this
will be underpinning consumption growth this years. Still, the strong jump in consumer
confidence in June is most probably connected to one-off factors, like disbursement of
the pension benefit. Lavish fiscal policy is likely to further boost consumer confidence in
the months to come..

May data on wages and employment in the corporate sector seem a reflection of how
tight the labour market has become. Employment surprised to the downside while
wages grew more than expected. Employment growth was 2.7% y/y, the weakest since
early 2016, vs 2.9% previously and 2.9% market expectations. The May m/m
employment change was -12k, which is the worst outcome for the month since 2009 (for
comparison: in the last eight years the figure stayed between -2k and +4k). Wages grew
7.7% yly vs 7.1% market median and our 7.0% forecast. This is the third highest reading
in this business cycle. Real wage bill remained close to 8% y/y vs 9-percent average for
2018, but bear in mind that before searching for implications for consumption growth
one needs to add the increased social transfers in May (13. pension) and more coming
in summer.

On Wednesday across the day, EURUSD was rising slightly, waiting for the FOMC
conference, finally EURUSD shifted up to 1,1210 from 1,1190. After the FOMC
conference USD started to weaken and on Thursday evening it reached 1.1290, hitting
1,1320 on the way. Today Eurozone PMI-manufacturing readings are beating the
forecasts, which is likely to help to hold EURUSD close to 1.13.

On Wednesday EURPLN rose to 4.2710 from 4.2630, waiting for the FOMC conference
and following the falls of stock markets. After the FOMC conference, EURPLN slid to
4,2520. Other CEE currencies behaved in a similar way, EURHUF rose before FOMC to
324.30 from 323.20 but then decreased to 323.10, EURCZK to 25.58 from 25.64, while
USDRUB declined to 62.85 from 64.10, additionally fueled by rising oil prices. Today we
expect the EURPLN to correct some of the movethat occurred after the Fed meeting.

On Wednesday yields of Polish bonds rebounded after the large decreases from
Tuesday. We expect the domestic bonds to strengthen today as, due to the market
holiday yesterday, it had so far no opportunity to follow the rapid descent of core market
bonds after FOMC.

Today at 10:00 CET Polish data on the industrial production and PPl are due for release.
We are expecting the industrial production reading above forecasts, while PPl % y/y is
likely to drop to 1.5% after the 2.6% in April.
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Economic Calendar
TIME FORECAST ACTUAL LAST

COUNTRY INDICATOR PERIOD
CET MARKET SANTANDER VALUE VALUE*

FRIDAY (21 June)

10:00 EZ Flash Eurozone Manufacturing PMI Jun pts 48.0 - 47.7
10:00 EZ Flash Eurozone Services PMI Jun pts 53.0 - 529
10:00 PL Sold Industrial Output May % yly 7.8 8.7 9.2
10:00 PL PPI May % yly 1.6 1.5 2.6
16:00 us Existing Home Sales May % m/m 212 - -0.38

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