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CEE Economics

Eyeopener
PLN hit by weak data from Europe

Disappointing data from the euro zone

Zloty weakening by most in the CEE region, EURUSD down

Polish bonds do not benefit from strengthening abroad

Today German Ifo, US consumer confidence and central bank decision in Hungary

The most influential factor of yesterday's session were flash manufacturing and services PMls
for September covering the euzo zone. After the manufacturing indexes stopped descending
or even went slightly up in August, the markets expected that also in September the situation
did not worsen much. The data disappointed and manufacturing PMIs set new multi-month
minima. As a result, bond yields and European stock exchange indices decreased, the euro
weakened vs the dollar and emerging market currencies depreciated. No symptoms of a
rebound was also stressed yesterday by the ECB president.

Legal issues regarding mortgage loans in foreign currencies were indicated by KSF-M (Polish
financial stability body) and Moody's as one of the main risk factor for the Polish banking
sector. Moody's estimated the potential bank losses at 1.5x annual profit of the sector.
EURUSD fell yesterday for a second day in a row because of weaker than expected data from
euro area and traded as low as 1.0960. Today the pair trades at 1.099 and we think it may
trade in the vicinity of yesterday’s low awaiting today's US consumer confidence data.

EURPLN and USDPLN both abruptly spiked to 4.40 (near the local maximum set in mid-
August) and above 4.00 (highest since April 2017), respectively. The zloty has also lost against
the Swiss franc (CHFPLN temporarily above 4.04) and the British pound (GBPPLN reached
4.98). Yesterday forint set another all-time low vs the euro (EURHUF briefly traded above 335)
while vs Friday's close was the worst performing CEE currency (the zloty being the second
worst). The ruble was the best performing currency thanks to slightly higher oil prices.
Yesterday EURPLN did not manage to break above 4.40 but we think it will remain close to this
level awaiting the ECJ ruling.

On the Polish fixed income market we saw a widening of the asset swap spread and of the
10Y spread vs Bund. Polish debt has not rallied after weaker eurozone data as German, US,
periphery debt or Polish swaps have. As a result the 10Y spread vs Bund rose to 264bp from
255bp, highest since the mid of August.

Construction output slowed to 2.7% y/y in August from 6.6% y/y in July, more or less in line
with expectations. Slower growth rate was observed in specialised construction (-10.3% y/y
versus -2.8% y/y in July) and civil engineering (7.7% y/y vs 19.% y/y), while construction of
buildings rebounded to 5.9% y/y from -3.9% vy/y, in our view mostly thanks to strong
tendencies in the housing sector. We think that the sector will paint a similar picture in the
months to come, as slowing public investment will undermine civil engineering and specialised
construction, while strong demand for houses will continue. The data are in line with slowing
GDP growth in Poland. We are expecting GDP growth to reach 4.0% y/y in 4Q19 as compared
to 4.5% y/y in 2Q19.

In August, the construction of residential buildings strengthened further. Works on 17.7k
new flats were finished, compared to 16.4k a year ago (+8.1% y/y), and the 12-month sum at
197.7k flats is the new record of activity (the data go back to early 90s). The number of building
permits on a 12-month sum is at the highest level ever after somewhat weaker 1H19. The
difference between housing starts and completions is still highly positive but falling for five
months. This early signal of softening of the housing market is confirmed by the reported
numbers of flats under construction, which in 4Q18 and 1Q19 recorded a growth rate of c5%
y/y by since then slowed down to 3.4%, the lowest in two years. While the central bank
research on housing market suggested the rapid rise of prices is already reducing the
demand, it does not seem to be a quick process. Housing construction should be a mitigating
factor total investment growth (9% y/y in 2Q) which we see going down this quarter and in the
following periods.

M3 money supply rose 9.9% y/y in August, a bit less than we expected. FX adjusted money
growth reached 9.4% y/y, versus 9.8% in July. Households' deposits were still growing at 11%
y/y and companies' deposits slowed from 8.1% to 6.5% y/y. PLN-denominated consumer loans
and mortgages maintained a solid pace (9.6% and 12% y/y, respectively), while loans for
companies rose 6.2% y/y vs. 5.4% in July and 7% average in 1Q19.
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FX market Zloty exchange rate
Today's opening
EURPLN 43875 CZKPLN 0.1695 440
USDPLN 3.9925 HUFPLN* 1.3088 I
EURUSD 1.0989 RUBPLN 0.0625 [+4-30
CHFPLN 4.0305 NOKPLN 0.4415 4.0
GBPPLN 4.9631 DKKPLN 0.5876
USDCNY 7.1105 SEKPLN 0.4110 4,10
*for 00HUF L
Last session in the FX market 23/09/2019 =4.00
min max open close fixing L fw F
EURPLN  4.371 4397 4374 4.391 4.3891 " ~3.90
USDPLN 3965 4.010 3972 3.997 3.9983 (1], ™ (k™ I
EURUSD 1.097 1103 1.101 _ 1.099 - % QWL m S [ eoreon a3 |3
ol M USDPLN 3.99 L5 70
Interest rate market 23/09/2019 . . .
T-bonds on the interbank market** Feb ' Mar Apr May Jun Al Aug Sep
Benchmark Change Last Average 2019
(term) % (bps) auction Per offer yield
DS1021 (2L) 1.45 -1 21 mar 19 OK0521 1.633 T-bonds yields
PS1024 (5L) 1.80 -1 21 mar 19 PS0424 2.209 L
DS1029 (10L) 2.04 1 21 mar 19 DS1029  2.877 Moy 145 WSy 180 M 10v 2-04| 3.00
N ) Wy
IRS on the interbank market** \_er' L\\ 72'30
Term PL UsS EZ \ b2.60
Change Change Change A r
% (bpj /" (bpj % (bpj 240
T 771 0 .86 3 -0.47 2 k290
2L 1.72 -1 1.65 -3 -0.44 -3 F
3L 1.69 2 157 3 044 3 2.00
4L .68 2 153 3 -0.40 7 b1,80
5L 1.69 -2 1.51 -3 -0.37 0
8L 768 3 753 4 023 I 160
T0L 1.69 -3 1.57 -4 -0.12 -1 ;1.40
WIBOR rates Feb = Mar Apr May  Jun Jul 7 Aug Sep
Term % Change 2019
(bps)
O/N 1.63 0 3M money market rates
T/N 1.63 0
SW 1.59 -1
2W 1.60 0
™ 1.63 0
3M 1.72 0
6M 1.79 0
9M 1.80 0
1Y 1.84 0
FRA rates on the interbank market**
Term % Change
(bps) B FRA 3x6 172
3x6 .71 0 M 3M WIBOR on 9/23/19 1.72
6x9 1.69 0 = - .
X120 766 0 Feb  Mar Apr May Jun Jul hug Sap
3x9 778 0 2019
6x12 1.76 0
10Y spread vs. Bund
Measures of fiscal risk b3.50
Country CDS 5YUSD 10Y spread* :
Level Change Level Change = cpli iﬁgg e~ \‘\q i
(bps) (bps) WS 0.7272. T F3.00
Poland 262 6 /T TLAT05 S L A [
France 2 7 029 CTHU 2.4605 TaAWY Y p2.so
Hungary 2.46 -2 v F
Spain 42 K 0.73 3 N N b2 00
Ttaly 135 1 147 3 P o L
Portugal 43 -1 0.75 -2 ~ _VJ"'J b 1.50
Ireland 35 -3 0.54 0 L
Germany 12 -1 - ﬂ—\-\ﬂ_}%ﬁ b 1.00
*10Y treasury bonds over 10Y Bunds RWFMHM i
= 0.50
**Information shows bid levels on the interbank market at the end of the trading day Fab T Mar T Apr May Jun Jul Aug Sep

Source: Bloomberg
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Economic Calendar
TIME FORECAST ACTUAL LAST

COUNTRY INDICATOR PERIOD
CET MARKET SANTANDER  VALUE VALUE*

TUESDAY (24 September)
10:00 DE IFO Business Climate Sep pts 94.5 - 94.3
10:00 PL Unemployment Rate Aug % 5.2 5.2 5.2
14:00 HU Central Bank Rate Decision % 0.9 - 0.9
16:00 S Consumer confidence index Sep pts 133.0 - 135.1
WEDNESDAY (25 September)

13:00 (o4 Central Bank Rate Decision % 2.0 - 2.0
16:00 us New Home Sales Aug % m/m 2.84 - -12.8
THURSDAY (26 September)

14:00 PL MPC minutes

14:30 us GDP Annualized 2Q % g/q 2.0 - 2.0

14:30 us Initial Jobless Claims week k 213 - 208
16:00 uUs Pending Home Sales Aug % m/m 0.95 - -2.5

FRIDAY (27 September)

11:00 EZ ESI Sep pct. 103.0 - 103.1
14:30 us Durable Goods Orders Aug % m/m -1.15 - 2.0

14:30 uUsS Personal Spending Aug % m/m 0.3 - 0.6

14:30 us Personal Income Aug % m/m 0.4 - 0.1

14:30 us PCE Deflator SA Aug % m/m 0.1 - 0.2

16:00 uUS Michigan index Sep pts 92.1 - 92.0

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