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Eyeopener - Today focus on US data
25 August 2008

B Zloty weaker against majors, further rise in yields of
local bonds

B This week the key focus of attention in the local
market is the MPC meeting; today markets will
focus on the US existing home sales data

On Friday the zloty experienced a correction against the
euro, following gradual strengthening earlier during the
week. At the opening the zloty was slightly stronger as
compared to Thursday’s close, but the remaining part of the
session was marked by weakening of the local currency
versus the euro and the dollar. At the end of the day, the
EURPLN increased to 3.304 z 3.294 at the opening.
USDPLN increased to 2.231 from 2.214. Today in the
morning zloty was even weaker, particularly against the
dollar, which appreciated on international markets after
significant drop in oil price and increase in optimism on the
US stock market on Friday.

After Thursday’s correction, dollar was gaining against the
euro on Friday. EURUSD declined during the day to 1.482
from 1.488 (today in the morning it was 1.472). There were
no important data releases abroad and one of the factors
the contributed to dollar rebound and gains in stock markets
was comment of Warren Buffet that he has no open bets
against dollar and the US stocks are now much more
attractive than one year ago. Negative for the euro could
also have been data from the UK economy (zero economic
growth in Q2 on quarterly basis). The dollar's appreciation
decelerated after comments from Ben Bernanke who said
that dollar strengthening and fall in commodities prices are
encouraging and added that inflation will slow down this
year and next year. His comments were supportive for stock
markets.

According to CSO data released on Friday, business climate
assessment in August in manufacturing, construction and
retail trade was still optimistic (indices in the positive
territory), but worse than in corresponding period of last two
years. The data was another sign of moderate economic
slowdown in Poland.

In the local bond market, after significant strengthening
during a dozen of sessions in the previous weeks, a
correction initiated on Thursday was continued on Friday.
Yields increased by 5-6 bp across the curve. The weakening
in the local market took place amid rise in yields in the core
debt markets after increase in risk appetite and stock market
rebound. At the end of the Friday’'s session yields of 10Y
Treasuries and Bunds rose to 3.90% from 3.83% and to

4.20% from 4.16%. Today in the morning they were at
3.85% and 4.19%, respectively.

The main event of this week in the Polish market will be the
MPC meeting. We think it will conclude with no change in
interest rates. The statement after the meeting may include
references to the exchange rate (substantial weakening
since the last meeting) and to a scale of economic
slowdown. An important issue for the MPC may be a
change in expectations concerning monetary policy
prospects in the euro zone, as well as a drop in oil prices.
However, in our view the MPC statement will not be less
hawkish than the previous one.

Also, we will get next set of domestic macroeconomic data
this week. We expect that retail sales data will show higher
growth than predicted by the market (our forecast is
15.6%YoY versus market consensus of 14.6%), which
should prevent the local interest rate market from further
strengthening. At the end of the week, the CSO will release
GDP data for Q2 which are likely to show further moderate
economic slowdown as compared to Q1. The figure will be
important for the MPC decisions in the next months.

In our view, a slight depreciation of the zloty against the
euro is possible with 3.34 as a resistance level. This might
be connected with strengthening of the dollar against the
euro, however the pace of dollar appreciation may be limited
by a possible rebound of prices in commodities market.
Overall, we maintain the expected range for EURPLN at
3.26-3.36 and for USDPLN at 2.17-2.27.

As data from abroad are concerned, the key focus investors’
attention will be data from the US housing market and data
on consumers’ situation (consumer confidence index and
PCE price index). On Wednesday, the minutes from the
previous Fed meeting will be published, which should give a
signal to core interest rate markets. German ZEW index
(Tuesday), HICP index (Friday) and economic sentiment
index (Thursday) will be important for the markets in the
euro zone. Further drops in activity and economic
sentiments indexes and slight slowdown of inflation are
expected in the euro zone. In the US, also preliminary GDP
for the second quarter will be announced.

Today, the only data publication, but very important for the
markets, will be data from the US housing market. Existing
home sales for July are expected to show increase to 4.92m
from 4.86m in June.
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Eyeopener - daily update
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