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CEE Economics

Eyeopener

Relief felt on markets

Recession worries eased on markets

Polish core inflation the highest in seven years
Zloty and EM fx strengthened, bonds stable
Today euro zone inflation

On Friday markets recovered from stress from the last few days related to US-China
trade war intensification and recession signals coming from the US yield curve.
European shares rose, yields on core markets began to rise, emerging currencies
strengthened, including zloty and Mexican peso (despite a cut in interest rates from
8.25% to 8.00% by Banxico on Thursday evening). Numerous weekend claims from the
US administration that trade talks with China continue and there is no recession risk
made the market rebound also cover today’s Asian session.

Poland’s July core inflation managed to surprise to the upside, rising to 2.2% y/y from
1.9%. A broadly accepted estimate after GUS detailed release on July CPl was 2.1%. At
2.2%, CPI ex food and energy is the highest since mid-2012. The other three underlying
inflation measures also rose in July and are also the highest in more than six years. We
assume that in August-September core CPI may stabilise or even retrace slightly, before
pushing above 2.5% y/y in 4Q. We believe the majority of MPC will be unaffected by the
rise of inflation, citing growing uncertainty about global growth outlook and the shift of
main central banks towards monetary easing. However the MPC hawks may feel
pressured by the current readings of CPI and core inflation to file motions for rate hikes
still this year.

On Thursday EURUSD fell to 1.11 after ECB's Olli Rehn words that the monetary stimulus
should be applied as soon as in September. On Friday the dollar strengthened to 1.107
despite weaker US data (consumer confidence, new house starts). Short-term (1 month)
currency options are showing a higher probability of a downward movement from here,
yet the US remarks that trade talks will continue would rather suggest an upward move.
Apart from this, some downward pressure on the pair may be generated by risk of
government change in Italy.

On Thursday the zloty was testing 4.40 twice on illiquid market. On Friday the zloty
returned to Wednesday levels - towards 4.34, which became a new support level (before
it served as a resistance). Tests of this level can theoretically lead to a decline of EURPLN
even to 4.29 provided that sentiments remain positive throughout the week. USDPLN
ended the week at 3.925 and CHFPLN at 4.004. The zloty was clearly outperforming EM
currencies on Friday. EURHUF declined to 324.6 and EURCZK to 25.75 (the lowest level
in more than a week). It seems that investors hope for some dovish words from Jerome
Powell during the Jackson Hole conference at the end of the week and this can currently
support the EM currencies.

On the Polish fixed income market - the 10-year bonds closed at 1.70% (+1 bp) and
10-year swaps at 1.43% (-9 bp). Polish government 10-year bonds spread versus Bund
narrowed to 239 bp (-2 bp). Polish FRA 21x24 prices in already two full 25 bp cuts, which
we deem excessive given our understanding of MPC preferences. On the core markets
we saw stabilisation of the US yield curve: 2-year bonds at 1.50% and 10-year bonds at
1.55% with a slight tendency for higher yields from Friday afternoon.

This week, on Wednesday July FOMC minutes will be released and on Thursday flash
PMIs for Europe and US together with the ECB minutes will be published. On August 22-
24, the symposium in Jackson Hole is held and the Fed's Powell speech is expected to
start at c16:00CET on Friday. On Tuesday, the Italian government may face a confidence
vote. In Poland, we will see first data about the economic activity in 3Q - wages and
employment, industrial and construction output as well as retail sales. Our forecasts
suggest a clear improvement in most of those indicators versus June, which may have
slight positive impact on the currency.
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Economic Calendar

TIME FORECAST ACTUAL LAST
COUNTRY INDICATOR PERIOD
CET MARKET SANTANDER VALUE VALUE*
FRIDAY (16 August)
14:00 PL CPI Core % y/y 2.1 2,1 2,2 1.9
14:30 us Housing Starts % m/m 0.2 - -4.0 -1.8
16:00 uUs Michigan index pts 97.0 - 92,1 98.4
MONDAY (19 August)
11:00 EZ HICP Jul % yly 1.1 - 1.3
TUESDAY (20 August)
10:00 PL Employment in corporate sector Jul % y/y 2.7 2.7 2.8
10:00 PL Average Gross Wages Jul % yly 7.0 7.2 5.3
WEDNESDAY (21 August)
10:00 PL Sold Industrial Output Jul % yly 6.5 8.0 -2.7
10:00 PL Construction Output Jul % yly 5.3 5.3 -0.7
10:00 PL PPI Jul % y/y 0.5 0.4 0.6
16:00 us Existing Home Sales Jul % m/m 2.3 - 1.7
20:00 usS FOMC Meeting Minutes
THURSDAY (22 August)
09:30 DE Flash Germany Manufacturing PMI Aug pts 43.0 - 43.2
09:30 DE Flash Markit Germany Services PMI Aug pts 54.0 - 54.5
10:00 EZ Flash Eurozone Manufacturing PMI Aug pts 46.2 - 46.5
10:00 EZ Flash Eurozone Services PMI Aug pts 53.0 - 53.2
10:00 PL Retail Sales Real Jul % yly 5.8 5.6 3.7
14:30 us Initial Jobless Claims week k 216 - 220
FRIDAY (23 August)
14:00 PL Money Supply M3 Jul % yly 9.5 9.9 - 9.3
16:00 us New Home Sales Jul % m/m -0.2 - - 7.0

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