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CEE Economics

Eyeopener

EC cut forecasts for Poland

Markets still optimistic, positive data from Germany
EC cut forecasts for Poland

Zloty stronger, EURUSD slightly down

Polish bond yields up

Today data from Hungary and USA

Thursday another day in a row with positive sentiment. Stock indexes rose, bonds suffered
from morning news about readiness of the USA and China to reduce trade tariffs. What is
more, in the afternoon better-than-expected data on US jobless claims were published. On
the fx market there were little changes. The Bank of England did not change interest rates
yesterday, but two members wanted a cut, which had some negative influence on the pound.
German exports data out this morning were much stronger than market consensus.

According to the Ministry of Labour, in October the registered unemployment rate was at
5.1%, unchanged vs September. The number of the unemployed decreased however by 9.3k
and in our view there is a chance that the final print by GUS will be 5.0% (GUS usually shows
slightly lower unemployment and it uses refreshed data on employment - which usually goes
up in October). The GUS reading is due on 27 November. In the coming months the seasonal
pattern should push the unemployment rate higher.

In the autumn forecasting round, the European Commission lowered GDP forecast for
Poland for years 2019/2020 to 4.1%/3.3% from 4.4%/3.6%. For the first time the forecast for
2021 was shown: 3.3%. As for HICP inflation, there were small changes (2.2%/2.6% in
2019/2020 instead of 2.1%/2.7%, EC forecast for 2021 is 2.5%). According to the EC, Poland is
to remain one of the growth leaders in the EU (behind Ireland, Malta and Romania, but the
latter is expected to pay a large price for maintain such relatively high growth - a rise of GG
deficit from 3% in 2018 to 6.1% in 2021). Polish general government sector is expected to
show a result of -1% GDP this year, -0.2% next year (improvement mostly due to the one-off
transformation charge on households from open pension funds reform) and -0.9% in 2021.
However, the EC based its calculations on what it found in the 2020 budget draft, which most
likely is no longer valid. The EC included gains from removal of the social security
contributions’ limit, it did not add another 13. pension, promised during the election
campaign, and the possible extension of electricity price freeze for households on the
spending side. The structural deficit of Poland is in EC's view going to grow to 2.1% this year
and decrease to 1.9% in 2020 and 1.5% in 2021. The previous spring version of the fiscal
forecasts assumed a rise to 2.8% this year and 3.0% in 2020, but the Commission warned that
it could not assess all the revenue items due to lack of details and proper legislation. As a
result in the autumn round Poland saw the largest improvement of structural balance forecast
for 2020 out of all EU countries and fourth largest improvement for 2019.

EURUSD fell below the Wednesday's low and at the end of Thursday's session was near 1.104,
after the fourth day of decrease. The scale of movement was slightly lower than on
Wednesday. Today in the afternoon we will see the November's flash Michingan index in the
US that may affect the currency.

EURPLN was hovering around 4.265 for the better part of Thursday's session and only at the
end of the day decreased to 4.254 profiting from appreciation of Czech koruna. Thus, the zloty
trimmed less than a half of Monday's weakening. As expected, the Czech central bank did not
change interest rates and two members were in favour of 25bp rate hike in reaction to the still
elevated inflationary pressure.

In case of the other CEE currencies, the forint lost slightly vs the euro while the ruble was
stable vs the dollar. The Czech koruna was performing quite well and it gained vs the euro in
response to the outcome of the Czech central bank meeting. In line with expectations, interest
rates were left unchanged but the two members voted for a 25bp hike amid still high inflation
pressure.

On the domestic interest rate market yields and IRS rates rose on the belly and long end of
the curves by 6-10bp amid significant weakening on the core debt - the 10Y Bund and
Treasuries yields rose by c9bp to -0.26% and 1.90%, respectively. Polish 10Y bond yield broke
the resistance we mentioned at 2.05% and jumped to 2.10%, its highest since mid-September.
The bond and IRS curves steepened - the 2-10 spreads rose to their highest since July and
early-August, respectively.

At the switch auction, the Ministry of Finance sold bonds for PLN2.7bn and 2020 gross
borrowing needs are now covered in 30%.
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FX market Zloty exchange rate
Today's openin
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Interest rate market 07/11/2019 370
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10Y spread vs. Bund
Measures of fiscal risk
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Economic Calendar
TIME FORECAST ACTUAL LAST

COUNTRY INDICATOR PERIOD
CET MARKET SANTANDER  VALUE VALUE*

FRIDAY (8 November)

09:00 HU Industrial Production SA Sep % yly 5.4 - 2.7
09:00 HU CPI Oct % yly 2.8 - 2.8
16:00 us Michigan index Nov pts 99.5 - 95.5

Source: Santander Bank Polska. Bloomberg, Parkiet
* in the case of a revision the data is updated
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Additional information is available on request. Please contact Santander Bank Polska S.A. Financial Management Division. Economic Analysis Department. al. Jana Pawta Il 17. 00-854 Warsaw. Poland.
phone +48 22 534 18 87. email ekonomia@santander.pl. http://www.santander.pl.
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