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Eyeopener - Improvement of sentiment
22 February 2010

B End of the last week without clear trend in markets

B MPC minutes with no impact on the assessment of
monetary policy perspectives

B Sentiment in financial market clearly better after the
weekend

B Today, T-bill auction in Poland, quarterly financia |
results of companies abroad

At the end of the Friday’s session the zloty was slightly stronger
against the euro, which in turn was regaining ground after
morning losses against the dollar caused by the Fed decision
on Thursday. At the beginning of the session the dollar reached
the strongest level in 8 months against the basket most
commonly traded currencies. However, the euro managed to
erase almost all the losses seen overnight and this was
possible among others thanks to data showing lower than
expected inflation in the US in January (CPI inflation down to
2.6%YoY from 2.7% against an expected rise to 2.8%).
Moderate inflation in the US may in fact support the view that
Fed interest rates will remain unchanged for a longer time. The
euro zone's PMiIs for February released shortly after the
opening of the Friday’s session (in industry growth to 54.1 from
52.4 versus 52.7 expected, while in services fall to 52.0 from
52.5 versus expected stabilisation) had no effect on the
markets. At the end of the day EURPLN was 4.00 and USDPLN
at 2.96 with EURUSD at 1.353.

As to the domestic debt market, on Friday morning bond prices
fell slightly in response to the Fed's decision, which weakened
the zloty, but later in the day yields were stable. All in all, during
the Friday’s session, as well as throughout the week, activity on
the domestic debt market was limited and it seems that the
market is waiting for a stronger impulse that would indicate
direction of change in yields in the near future. Minutes of the
January meeting of the MPC, published on Friday, did not bring
anything new to assessment of prospects for domestic
monetary policy.

In core debt markets, there was slight weakening on Friday,
due to a rise in expectations for Fed'’s interest rate hikes, and at
the same time quite positive session in stock markets (rebound
after Thursday’s fall in reaction to Fed decision). At the end of
the day, yields of 10Y Treasuries and Bunds reached 3.81%
and 3.28%.

Today at foreign markets there are no important releases of
macroeconomic data. Next quarterly results will be published
by, among others, Audi, Fannie Mae, SEB and Tesco. In
Poland, the Ministry of Finance will offer at auction 52-week
bills worth PLN1.3-1.8bn.

Amid lack of events and important domestic and foreign data
releases, the situation in the domestic financial markets will
depend on global moods. During the weekend the sentiment in
the world markets significantly improved, as investors after
digesting Fed's discount rate hike assumed that it is a proof of
improvement of situation in the economy and normalisation of
the situation in the financial markets. Consequently, the stocks
in the US and Asia recorded clear increase and the zloty
strengthened over the weekend, falling below 3.96, which
seemed to us an important technical resistance. If the risk
appetite holds, then the EURPLN rate may stay this week
below 4.0.

Later during the week there will be much more potentially
important events, both domestically and abroad. The last week
of February will pass on the Polish financial market under the
sign of waiting for the MPC meeting and the publication of a
new Inflation Report, containing updated projection for inflation
and GDP. The first meeting of the MPC in a completely new
line-up will end most likely with no change in interest rates, but
comments of Council members and the communiqué after the
meeting may be important hints for the market about the
prospects for monetary policy. Publication of the full Inflation
Report will probably take place at the end of the week, though
its main elements will be released in the Wednesday's MPC
communiqué. One may presume that NBP's projection is likely
to show more optimistic economic growth than the previous
one. The question is whether this also implies higher (and how
much?) medium-term inflation path. Data on retail sales and
unemployment, published a little earlier, should not have a key
impact on the behaviour of investors. In our opinion data on
retail sales will be weaker than consensus, but should not
significantly affect the market. Significant increase in
unemployment in January, also should not affect the mood,
because it was signalled by the Ministry of Labour. More
important will be events abroad, including Bernanke's semi-
annual address to Congress, and publication of many key
economic data including consumer sentiment, figures from
housing market as next financial reports of companies for Q4.

This week, players on the debt market will be waiting for the
outcome of the MPC meeting and the new projections of
inflation and GDP by the NBP. However, we do not expect a
significant rise in expectations for faster interest rate hikes this
year. Thus, bond yields should remain stable in the nearest
week.
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