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CEE Economics

Eyeopener

PMI plummeted more than ever

Market sentiment deteriorated again
Polish PMI fell more than ever
EURUSD down

Zloty and Polish bonds weaker
Today US data

On Wednesday markets returned to declines and worsening of moods - stock market
indices in developed markets fell 3-4% on average (only Japanese Nikkei fell more) and 2-
4% in emerging markets, while in CEE slightly less i.e. 1-2%. After a short rebound, crude
oil price started declining: WTI down by 1% and Brent 5% yesterday. EM currencies were
depreciating against the dollar and the zloty was no exception. Gold reacted in an
atypical way and got cheaper to $1585. Manufacturing PMI indicators were released
yesterday, among other in Japan, South Korea, Switzerland, euro zone, Germany, and in
Poland. In most cases the readings surprised to the downside or were in line with
pessimistic forecasts. US ISM manufacturing and ADP report surprised positively.

Polish manufacturing PMI fell in March to 42.4 (our forecast 44.5, market consensus
45.2), posting the most considerable monthly decline in the history of the survey (1998).
Three sub-indicators: production, new orders and employment recorded highest-ever
monthly collapse, reflecting a sudden stop in economic activity after the country
lockdown in mid-March. Despite a sharp drop in new orders, companies were struggling
with lengthening delivery times, which confirms that the sector was hit by both a
demand-side and supply-side shock at the same time. The survey confirms that the
economy is heading towards a recession, at least in 2Q20. The pace of revival will be
conditioned on the evolution of the disease and the length of the resulting restrictions
imposed on activity.

According to GUS, in 2019 the general government deficit was 0.7% GDP, the second
lowest reading in the last years. Public debt was 46% GDP, at the lowest level since 2007.
This year we expect the deficit to grow to 6% GDP and debt to 52% GDP

EURUSD opened around the closing level from the previous day, 1.10 , and most of the
day remained above it, around 1.103. Dropping equities caused however a rise of
demand for the dollar and in the second part of the day the exchange rate fell to 1.093.
In the short term we expect the dollar to gain more.

EURPLN has had one of the worst days in recent history and again started to climb
higher at a decent pace. After opening at around 4.56 on Wednesday, during the day the
pair went up to 4.59 and tests important technical levels, we wrote about yesterday.
Today in the morning EURPLN opened slightly below 4.60. In the coming days we expect
further weakening of the Polish currency. Implied volatilities on the option market still
remain very cheap which means that markets have not yet fully believed in the possibility
of a significant weakening of the PLN. USDPLN reached 4.20 while CHFPLN 4.34.

In case of other CEE currencies, the forint underperformed again as EURHUF tried to
break 370 and closed at 363.3. The Hungarian currency is losing more than its CEE
peers. This might be due to the recent changes in law that allow PM Orban to govern the
country by issuing decrees and the much worse-than-expected March manufacturing
PMI reading (29.1 vs consensus 47.0). EURCZK also climbed after the poor PMI reading
(41.3 vs 41.8 expected) but to a smaller extent - it closed at 27.45. The ruble basket held
fairly stable near 82.0 despite falling oil price. USDRUB rose slightly to 78.8 mainly owing
to stronger dollar.

On the Polish fixed income market the swaps were relatively stable versus the previous
day (changes +/- 1bp) and 10Y remained unchanged at 1.05%. POLGBs yields however
slightly increased - the whole curve mode higher parallelly by 2-3bp, 10Y tenor closed at
1.71%. On core market yields, the German 2V, increased a bit to -0.66%, by 3bp.
However, the long-end yields declined - for example the Germany 30Y yields moved
back down to 0.0%, by 4bp. The US 10Y closed at 0.59% declining 10bp in one day. The
PL asset swap widened to 66bp, by 3bp, while the spread vs Bund as well by 3bp. The
FRA markets were relatively stable and still price in 50bp cuts by the end of the year.

Today there are important data in the US m.in initial jobless claims, durable goods
orders and factory orders.

Poland

2 April 2020

Polish PMI manufacturing, pts

540

520 4

50.0 4

48.0 A

46.0 A

44.0

42.0

40.0

— = = o o —

Jan 20

Source: Markit, Santander

Polish general government debt and deficit,
% of GDP

P S S S g s g

009

Fiscal deficit (Ihs)
e Pyblic debt (rhs)

Source: Eurostat, Santander

Economic Analysis Department:

al. Jana Pawta I 17, 00-854 Warszawa

email: ekonomia@santander.pl

website: santander.pl/en/economic-analysis
Piotr Bielski +48 22 534 18 87

Marcin Luzifnski +48 22 534 18 85

Wojciech Mazurkiewicz +48 22 534 18 86
Grzegorz Ogonek +48 22 534 19 23

Marcin Sulewski, CFA +48 22 534 18 84

& Santander Bank Polska S.A.


https://www.santander.pl/en/economic-analysis

Eyeopener &
2 April 2020 Sqntander
FX market Zloty exchange rate
Today's openin I
LRy 755 CZKPLN 01671 M EURPLN 4.59 ba60
USDPLN 21920 HUFPLN® 1.2645 M USDPLN 4.19 :
EURUSD 1.0948 RUBPLN 0.0540 I
CHFPLN 4.3351 NOKPLN 0.4080 <40
GBPPLN 5.2034 DKKPLN 0.6147 |
USDCNY 7.1017 SEKPLN 0.4187
*for DOHUF 420
Last session in the FX market 01/04/2020 L
min max open close fixing L 4.00
EURPLN 4553 4594 4560 4.594 4.5694 )
USDPLN 4124 4206  4.156 4.204 4.1701 I
EURUSD 1.092 1.104 1.097 _ 1.093 b2 a0
Interest rate market 01/04/2020 . . . . . . I
T-bonds on the interbank market** sep Dec Mar
Benchmark Change Last . Average 2019 | 2020
(term) % (bps) auction Series yield
PS0422 (2L) 0.88 1 5.03.2020 OK0722 1.225 T-bonds yields
DS0725 (5L) 731 4 503.2020 PS1024 1431 5.40
DS1029 (100) 770 5 5032020 DS1029 1.725 . 2y 0.83 M5y 1.30 M 10Y 1.70,
2.20
IRS on the interbank market** W \ 2.00
Term PL us EZ )
Change Change Change 1.80
% (bpj % (bpj % (bpj
T 0.60 0 067 7 0.30 7 1.60
pIi 074 1 048 0 031 w 140
3L 0.75 -1 0.45 0 -0.30 1
4L 0.80 0 0.46 0 027 1 1.20
5L 0.86 -1 0.49 0 -0.24 0
8L 0.99 -1 0.61 0 -0.12 -1 ln\_/\ .00
10L 1.06 -1 0.68 0 -0.04 -2 0.80
Sep ' " Dec | ' T Mar
_I\{VIBOR rates 5010 | 2020
erm % Change
(bps)
O/N 0.88 -1 3M money market rates
T/N 0.89 -2
SW 1.01 0 180
2W 1.02 0 _j\ 1.60
™ 1.14 0
3M 1.17 0 ] 1.40
6M 1.18 -1
9M 80 0 _ fa2o
v 723 0 1.00
FRA rates on the interbank market** 0.80
Term % Change 0.60
(bps) M FRA 3x6 0.62 ’
x4 0.79 0 B FRAGXT 0.49 0.40
3x6 0.62 0 M 3M WIBOR on 4/1/20 1.17
6x9 0.49 -1 Sep | : —Dber T -
9x12 0.46 -1
5 573 = 2019 | 2020
6x12 0.61 2
10Y spread vs. Bund
Measures of fiscal risk
Country CDS 5YUSD 10Y spread* !
Level Change Level Change |11’"1I\ 3.50
(bps) (bps) (I
Poland 2.4 2 . | [ p3.00
France 40 2 047 0 3.1746 e !
Hungary 318 1 &ML\/\A 2.50
Spain 102 2 1.16 0 T N
Tealy 77 6 793 3 W\_ 2.00
Portugal 99 7 T34 0 sl
reland 7z 7 0.62 0 1.50
Germany 23 1 - - 1.00
*10Y treasury bonds over 10Y Bunds 0.50

**Information shows bid levels on the interbank market at the end of the trading day

Source: Bloomberg
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Economic Calendar

TIME FORECAST ACTUAL LAST
COUNTRY INDICATOR PERIOD
CET MARKET SANTANDER  VALUE VALUE*

FRIDAY (27 March)

THURSDAY (2 April)
14:30 [0S Initial Jobless Claims Mar.20 k 1700.0 - 3283.0
16:00 us Durable Goods Orders Feb % m/m 0.0 - 1.2
16:00 uUs Factory Orders Feb % m/m -0.3 - -0.5
FRIDAY (3 April)
03:45 CN Caixin China PMI Services Mar pts 39.5 - 26.5
09:55 DE Markit Germany Services PMI Mar pts 343 - 34.5
10:00 EZ Eurozone Services PMI Mar pts 28.2 - 28.4
11:00 EZ Retail Sales Feb % m/m 0.2 - 0.6
14:30 us Change in Nonfarm Payrolls Mar k -61.0 - 273.0
14:30 us Unemployment Rate Mar % 3.8 - 3.5
16:00 us ISM services Mar pts 48.0 - 57.3

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