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CEE Economics

Eyeopener

More tariffs on China

Risk aversion after Trump's threat about new tariffs

Zloty weaker, USDPLN the highest in 2 years

News on tariffs caused a massive decline of core bond yields
Today important US data

On Thursday the financial markets were under the spell of “the hawkish cut” in the USA. The
dollar grew stronger and EM currencies, including the zloty, were depreciating. Core bonds
gained, among others thank to earlier end of Quantitative Tightening in the USA, but yields of
other securities were going up. Data on euro zone and German PMI were close to flash readings.
PMI indices suggested a major deceleration in manufacturing, especially in Germany. The Bank of
England kept interest rates on hold. Forecasts for the UK economy in 2019 went down to 1.3%
from 1.5%, but Governor Mark Carney stated that monetary easing makes no sense right now.
The pound is still searching for a bottom: GBPUSD declined to 1.2080.

In the evening Donald Trump announced that due to failed talks with China he is imposing 10%
tariffs on yet untaxed Chinese exports worth USD300bn (mainly cell phones, IT equipment, toys).
This piece of news undermined the stock markets, supported core market bonds and safe haven
currencies. EURUSD rebounded, as expectations for rate cuts in the US were revived. Today the
US president is also scheduled to speak about trade with the EU. We will also get to see
important US data, including non-farm payrolls, which will be important for assessment of further
decisions in the US monetary policy.

Yesterday EURUSD was oscillating in 1.103-1.105 range for the better part of the session. At the
end of the day the weaker-than-expected ISM in manufacturing hit the dollar, pushing the rate
towards 1.106. Information on new tariffs on China fuelled a further rise of EURUSD, as the
market is expecting that rising trade tension could encourage the Fed to ease its policy further.
The market is currently really fragile as regards monetary policy outlook, so also today's non-farm
payrolls may be important. Ahead of the FOMC meeting the interest rate market was pricing-in 2-
3 cuts, after the meeting 1-2, so the decision did not really affect the expectations much and
there is still room for further revisions of expectations.

Yesterday the zloty was weakening due to the Fed decision. EURPLN jumped to almost 4.305
from below 4.29 and was at the highest level since May. As the dollar appreciated, the move of
USDPLN was even more pronounced and the pair reached 3.90, the highest level since May
2017. In our view current levels (above 4.31 after the Trump decision) could trigger some
demand for the zloty. If non-farm payrolls surprise to the upside (forecasts are rather low), the
market could postpone its pricing of cuts in the US and this could weigh on the zloty again. Also,
information about tariffs against China are generally negative for the EM currencies.

Other CEE currencies were also hit by the Fed decision. The ruble underperformed, as falling oil
prices were an additional blow for the Russian currency: USDRUB jumped to 64.0 from 63.6.
EURHUF increased to 327.0 from 326.2 and EURCZK to 25.75 from 25.70. The Czech National
Bank (CNB) did not change rates yesterday, in line with expectations. New central bank staff
forecasts showed an upward revision of GDP and CPI. Interestingly, the CNB is also forecasting
the interbank rate (the NBP does not do that). This forecast suggest that CNB rates will go up
once this year and will be cut twice in 2020. Meanwhile, Governor Jifi Rusnok said that chances
for a hike or a cut are 50:50.

Trade on the domestic interest rate market began with a major positive yield gap as compared
to Wednesday close. Higher yields were supported by disappointment about the FOMC decision.
During the day Polish bonds managed to trim their losses so at the end of the day the curve was
only by 1-2bps higher than at the Wednesday close. The IRS market developments were similar -
at the end of the day the curve was by 2-3bps higher than on Wednesday. Information on tariffs
triggered a massive strengthening of core market bonds with 10Y Treasuries falling by almost
20bps suggesting a higher demand for Polish debt today.
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Economic Calendar
TIME FORECAST ACTUAL LAST

COUNTRY INDICATOR PERIOD
CET MARKET SANTANDER  VALUE VALUE*

FRIDAY (2 August)

11:00 EZ Retail Sales Jun % m/m 0.0 - -0.3
14:30 uUS Change in Nonfarm Payrolls Jul Kk 160 - 224
14:30 us Unemployment Rate Jul % 3.7 - 3.7
16:00 uUsS Michigan index Jul pts 98.5 - 98.4
16:00 UsS Durable Goods Orders Jun % m/m 0.7 - 2.0
16:00 us Factory Orders Jun % m/m 0.6 - -0.7

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