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Eyeopener - Trichet takes the floor today
20 July 2007

B The zloty and local bonds were stable yesterday.

B Minutes of MPC meeting in June did not bring clear
hints regarding next rate hike, weaker than expecte d
output data did not affect the market significantly

B Minutes of FOMC meeting in June did not change
perception of monetary policy prospects in the US.

Yesterday's session saw no major movements in the
domestic foreign exchange market. After moderate
strengthening observed overnight before Thursday's local
session, the zloty depreciated during the day to 3.754 against
the euro and appreciated to 2.72 against the dollar. The fixed
income market was quite stable in the first part of the session
as investors had been awaiting fresh portion of economic
data for June.

Industrial output grew 0.2%MoM and 5.6%Y0Y in June. This
result was much weaker than market consensus of ca.
8%YoY and slightly below our forecast of 6.2%YoY. On the
other hand, PPI inflation figure was in line with median of
market forecasts of 1.8%YoY (above our prediction at 1.7%),
which represented a decrease as compared to the May's
level of 2.1%. Please see the Instant comment, which we
released yesterday for detailed description of the data, as well
as our comment to the minutes of the June meeting of the
Monetary Policy Council. All in all, we think that data for June
are not likely to induce the Council to deliver another rate hike
this month. While the minutes of the MPC meeting in June
shed more light on reasons for a quite unexpected decision
made last month, the document lacked clear suggestions as
regards monetary prospects for the forthcoming months. We
keep our view that next rate hike will take place in August.

Despite the fact that output data were below market
expectations, the bond market slightly weakened. Such
performance was connected with the fact that core markets
saw rise in yields. On the FRA market, the first reaction was
decrease in market rates, but later in the afternoon the rates
moved back to the levels observed at the opening.

During yesterday’'s speech the Prime Minister Jarostaw
Kaczynski announced the plan to increase the minimum
wage to ca. 35-40% of the average salary next year. Such a
move would lead to higher labour costs for enterprises. Given
quite difficult situation on the labour market anyway amid
higher wage pressure, such a decision could increase the risk
of price increases, which would be negative factor from the
point of view of monetary policy. Also, a possible result would
be a shift to the shadow economy.

Yesterday the Prime Minister also presented the conditions
under which the coalition of PiS with Samoobrona and LPR is
going to be continued. The leader of Samoobrona Andrzej
Lepper stated that they are unacceptable, which increases
the probability of early election.

Once again, the dollar depreciated against the euro yesterday
and the EURUSD rate rose to 1.382. After publication of
better than expected data from American labour market that
showed a decline in number of new jobless claims to 301,000
from 309,000 (market consensus 311,000) there was a
weakening on the US debt market that affected German
market as well. Yields of 10Y Treasuries increased to 5.07%
from 5.04% and German Bunds increased to 4.56%. At the
end of the session, there was some rebound. In the afternoon
Ben Bernanke had a speech before Senate’s Banking
Committee, but it was the same as on Wednesday and did
not affect the market.

After close of domestic session, the dollar lost in value
against the euro and trimmed gains against the yen after
publication of Philadelphia Fed index that declined more than
expected to 9.2 from 18 in June, while the market predicted
13.3 level. The data resulted in strengthening on core debt
markets.

The FOMC minutes from the June’s Fed meeting that was
released later included statements that the “risks to growth
were more balanced than at the time of May meeting, despite
ongoing adjustment in the housing sector and the significant
increases of longer-term interest rates”. The document
simultaneously suggests that the Committee members do not
notice reasons to think that recent moderation of core inflation
was permanent. “Participants generally accepted that the risk
for inflation would fail to moderate as expected remained their
predominant concern” - it was written in the statement.

Today in the morning yields of 10Y US Treasuries and
German Bunds were at 5.03% and 4.53% respectively. The
EURUSD rate was at 1.38 level.

No essential macroeconomic data were scheduled for today
neither in Poland nor abroad, though the market may be
under influence of yesterday’s data from the United Sates, i.e.
Philly Fed index and the minutes of the Federal Open Market
Committee. Amid lack of data releases the whole market's
attention will be focused on comments of the European
Central Bank president Jean Claude Trichet's comments.
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Eyeopener - daily update

F/X rates (today’'s opening)
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