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CEE Economics

Eyeopener

Polish MPC took a vote on rate cuts

US housing market data above expectations again
Zloty and other EM currencies weakened

Polish bonds outperformed Bunds

Today new important US data

On Thursday the global sentiment improved after Wednesday's rise in the risk aversion.
Stock indices gained after Trump said that a deal with China might occur earlier than
many expect. On top of that, economic data from the US either matched expectations
(GDP, initial jobless claims) or exceeded expectations (pending home sales, another
decent reading from the housing sector). Increased risk apetite has not been noticed in
the EM currencies.

French government proposed a budget for 2020 with a slightly larger deficit than
initially suggested. The document assumes tax cuts worth around EUR10bn aimed at
supporting the demand. French Minister of Finance Bruno Le Maire called on his
German counterpart to start fiscal easing as well.

The MPC minutes revealed that in September the motion to cut interest rates was
submitted (and rejected). Please recall that at the previous MPC meeting in July there
was a motion to hike rates (supported by two hawks: Gatnar and Zubelewicz).
Apparently after the summer holidays their hawkish opinions have softened due to (as
the minutes suggest) increased uncertainty about growth outlook, so they did not repeat
the call for tightening, although warned that such a move could be possible in future. We
guess that the rate cut motion came from ultra-dovish Eryk ton and probably gained
support of no more than 1-2 members. It does not change our expectations about
monetary policy outlook but confirms our earlier call that in the coming months the MPC
may discuss both rate cuts and rate hikes. While the doves would focus on the ongoing
economic slowdown, hawks may be under the spell of rising inflation, which will jump
above 4% at the start of 2020, in our view. But the most likely scenario is still keeping
rates hold at least until the end of next year, which will be supported by majority led by
governor Glapinski.

MPC member Grazyna Ancyparowicz said in PAP interview that next year the GDP
growth is unlikely to slow much below 4% predicted for 2019. In her opinion, there are
no serious economic imbalances right now in Poland.

Moody's chief analyst on Poland Heiko Peters said yesterday that the assumed zero
deficit in 2020 budget is overly optimistic. In his view with lower economic growth and
higher share of fixed expenditures it may be hard to reach the assumed result. Moody's
is to review Poland's rating on 11 October.

EURUSD dropped to almost 1.092 at yesterday's opening, setting a year-to-date low, but
at the end of the day it came back close to the opening level of 1.096. The US data were
close to consensus and the market is more interested in this afternoon’s major releases.
In our view the PCE inflation reading may be key today. EURUSD is close to an important
support, this year it already rebounded three times from 1.092 so this and the next
sessions may set the direction for the following week.

EURPLN and USDPLN again went in the same direction and again it was a move up. The
zloty weakened to ¢4.395 vs the euro and ¢.4.015 vs the dollar. Yesterday most of EM
currencies lost vs the euro. The forint performed worse than the zloty (EURHUF
rebounded to 335.5 from 333.5) while the koruna did better than the zloty (EURCZK up
to 25.86 from 25.75, offsetting the whole decline from the day before caused by hawkish
rhetoric of the Czech central bank). For now, EURPLN behaves as we expected - the
exchange rate is holding at an elevated level waiting for next week's ECJ ruling.

On the Polish interest rate market bond yields and IRS rates declined, with the
strongest move at the long end of the curve. 10Y Polish bond gained much more than
10Y Bund, but slightly less than the US Treasuries. FRA market did not react to
information that the MPC voted on rate cut motion in September. We think that today
the US data will have the biggest impact on the debt market. Yield of Polish 10Y bond is
still close to the support at 2.0%.
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FX market Zloty exchange rate
Today's opening
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Interest rate market 26/09/2019 ’
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FRA rates on the interbank market**
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10Y spread vs. Bund
Measures of fiscal risk
Country CDS 5Y USD TOY spread™ W PL 2.58% [-3-50
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Economic Calendar
TIME FORECAST ACTUAL LAST

COUNTRY INDICATOR PERIOD
CET MARKET SANTANDER  VALUE VALUE*

FRIDAY (27 September)

11:00 EZ ESI Sep pct. 103.0 - 103.1
14:30 us Durable Goods Orders Aug % m/m -1.2 - 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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