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CEE Economics

Eyeopener

Zloty still stable after depreciation

MPC's Zyzyriski does not exclude rate cut
EURPLN and EURUSD still stable

Yields up

German exports slightly below consensus

Sentiment on the financial markets stabilised on Thursday, while risk appetite increased,
supported by data from China suggesting a rebound in exports, which mitigated worries
about the incoming economic slowdown. Stock markets were mostly in black and debt
market witnessed a correction after an earlier major strengthening. Higher yields in the
euro zone were supported by the articles in Bild and Reuters, stating that Germany is
considering whether to abandon the balanced budget policy and increase the debt supply
in order to support the climate policy. However, these news were soon denied by the German
Ministry of Finance spokesperson.

Today in the morning we got to see German June exports data - in monthly terms a
decline was recorded, but May's data were revised upward. In general, this week's data
from the euro zone's biggest economy were mixed and - as shown on the chart - do not
deliver any suggestions that the economic activity in the euro zone has bottomed out. In
our view, more positive data from Europe are to come in the months to come.

The MPC's Jerzy Zyzyhski ruled out rate hikes in an interview for PAP and suggested that
maybe cuts should be mulled in response to weaker global growth. However, according to
Zyzynski the space for cuts is limited due to the banking sector situation. Thus, according
the Zyzynski, a mitigation of capital adequacy criteria for banks should be considered. The
MPC member saw no risk of inflation running above 3.5%, but if this happens, then the
Council “would be forced to act only if demand stays strong but there is no response from
the supply side”, and Zyzyriski saw no risk of that happening. The MPC member assessed
the zloty has 20-30 percent appreciation potential, which would not be negative for the
economy or exporters, as long as it is gradual. Jerzy Zyzynski, apart from Eryk ton, is one
of the most dovish MPC members. In our view most central bankers will not take cuts
into consideration, yet hikes are also unlikely despite elevated inflation, given the global
economic slowdown and a tide of monetary easing globally.

EURUSD has stabilised near 1.12, in line with our expectations, amid lack of new major
impulses. Next tweets from Donald Trump mocking the Federal Reserve and accusing
too slow monetary policy easing did not have significant impact on the FX market this time.
Today's data about German foreign trade did not surprise too much and we assume the
end of the week should bring no major turnaround, with the EURUSD staying near the
current level.

Zloty remained relatively stable as well, and EURPLN hovered slightly above 4.32. Other
CEE currencies were not following in the one direction The Hungarian forint appreciated
against euro (EURHUF fell to 324.5), Czech koruna weakened (EURCZK up to 25.8) and
Russian ruble remained roughly stable (USDRUB at 55.43 at the end of the session). Lack
of new important news before the weekend should favour stabilisation of exchange rates
during Friday's session.

On the debt market yields were rising this time around, mainly due to a rebound in the
core markets. Yield of 10Y US Treasuries rose by c6bp, 10Y Bunds by c3bp (temporarily
stronger after information about Germany's plans to abandon balanced budget policy,
which was later denied). Polish debt opened weaker, but later in the day yields were
declining amid investors’ demand for domestic bonds and eventually the day ended near
Wednesday's close.
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