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CEE Economics

Eyeopener

Slower decline of employment in May

Equity markets stable to slightly weaker after earlier gains

EURPLN down after finance minister's remarks, EURUSD down after US data
Domestic bonds stronger on the short end of the yield curve

Today Polish industrial output and PPI

Equity markets on Thursday corrected gains from the previous days, but declines were
mostly smaller than 1%. Mixed data from the USA, i.e. on one hand the bigger than
expected number of new jobless claims, on the other hand better than expected Philly
Fed index for June, caused decline of 10Y UST yields and at the same time dollar
strengthening. Earlier, Bank of England did not change interest rates, but boosted asset
purchase programme by GBP100bn, to GBP745bn. Emerging markets currencies were
mostly stable, only South American currencies (Brazil, Chile) lost more visibly. Gold was
relatively stable, while Brent oil price rose ¢.1%.

According to the NBP minutes after the May meeting - the one where the rates have
been cut by 40bp - lower economic activity and lower commodity prices would lower the
CPI with the risk of falling below the target. MPC assessed that the rate cut will decrease
this risk and additionally will support the economic growth via helping households and
corporates by lowering their interest payments and on the other hand the cuts will not
influence the banking sector’s financial result in a negative way (because the losses
would be limited to a small number of deposit owners who deposited large sums) - we
consider this a puzzling hypothesis. Some of the MPC members who have been against
the cut, have suggested that lower rates would increase the banking transaction fees
and would lower the effective deposit rates. Also the MPC members acknowledged that
the rate cut would lower the risk of further zloty appreciation, which would negatively
impact exporters’ earnings (during the May MPC meeting the EURPLN stood at 4.43 -
more less the same level as when the June MPC meeting took place, at which the MPC
said that the zloty was too strong). We expect no interest rate cuts in 2020.

Poland’s labour market statistics for May were roughly in line with expectations:
employment declined further, but at a slower pace than in April (-1.4% m/m vs -2.4% in
the previous month), and wage growth eased to 1.2% y/y from 1.9% y/y. We expect June
statistics to see some rebound on the labour market. Meanwhile, consumer confidence
improved markedly, but remained way below pre-covid levels. More in our Economic
Comment.

EURUSD was falling for the third day in a row. After it opened at 1.122 and reached
1.126 during the European trading hours, the exchange rate began to decline when the
US session started and closed at 1.1215. Breaking 1.12 support would open door for
further drop towards 1.11.

EURPLN fell on Thursday after two days of a rise. Yesterday's drop to 4.45 z 4.46 was
triggered by the Finance Minister Tadeusz Koscinski's comment that the zloty may be too
weak. We rather expect EURPLN to climb slowly towards 4.50, the direction desired by
the central bank.

In case of the other CEE currencies, EURHUF rose sharply to 346.7 from 344.3 (+0.7%)
after information that Hungary lost case in the European Court of Justice related to
imposing registration requirements on the non-government organizations. EURCZK rose
0.4% to 26.7. The ruble basket remained stable with USDRUB hovering around 69.6.

On the domestic interest rate market, after two days of upward march the IRS rates
were going down: 2Y by 2 bp to 32 bp, 10Y by 5 bp to 88 bp. 2Y bond yields fell to 23 bp
by a few bp. 10Y yields started the day at 1.46%, then slid to 1.42% and rebounded to
1.45%, which could be suggesting that the market is sold-off and further yield rises are
possible in the days to come. Bund was stable at -0.40% and spread to Bund remained
at 185bp. The FRA curve is not pricing-in any moves in interest rates in 2020, only some
marginal increases in 2021.

Today in Poland we will get to see industrial output for May and we are hoping for a
smaller y/y decline than in April.
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FX market
Today's opening
EURPLN 44427 CZKPLN 0.1663
USDPLN 3.9645 HUFPLN* 1.2740
EURUSD 1.1212 RUBPLN 0.0571
CHFPLN 4.1684 NOKPLN 04167
GBPPLN 49275 DKKPLN 0.5960
USDCNY 7.0752 SEKPLN 0.4208
*for L00HUF
Last session in the FX market 18.06.2020
min max open close fixing
EURPLN 4447 4.466 4.462 4.452 4453
USDPLN 3.950 3.982 3.963 3.970 3.959
EURUSD 1.120 1.126 1.126 1.121 -
Interest rate market 18.06.2020
T-bonds on the interbank market**
Benchmark % Change Las.t Series Av<.erage
(term) (bps) auction yield
PS0422 (2Y) 0.27 -1 5.03.2020 OK0722  1.225
PS1024 (5Y) 0.86 -4 5032020 PS1024  1.431
DS1029 (10Y) 1.43 -3 5032020 DS1029  1.725
IRS on the interbank market**
Term PL us EZ (17.06)
% Change 0 Change o Change
(bps) (bps) (bps)
1L 0.25 -1 0.29 -1 -0.43 -2
2L 0.32 -2 0.26 0 -0.33 -1
3L 0.38 -3 0.27 0 -0.34 -1
4L 0.46 -4 0.31 -1 -0.32 0
5L 0.56 -5 0.37 -1 -0.30 -1
8L 0.78 -5 0.57 -3 -0.19 1
10L 0.88 -5 0.68 -2 -0.11 1
WIBOR rates
Term % Change
(bps)
O/N 0.13 -1
T/N 0.13 -1
SW 0.18 0
2W 0.20 0
™ 0.24 0
3M 0.27 0
oM 0.29 0
Y 0.30 0
FRA rates on the interbank market**
Term % Change
(bps)
x4 0.25 0
3x6 0.21 -1
6x9 0.23 -3
9x12 0.24 -4
3x9 0.26 0
6x12 0.28 -2

Measures of fiscal risk

Country CDS 5Y USD 10Y spread*

Level Change Level Change
(bps) (bps)
Poland 58 0 187 -1
France 14 0 37 -1
Hungary 77 0 283 -2
Spain 78 1 96 -3
Italy 125 1 179 -1
Portugal 48 2 95 -4
Ireland 23 0 41 2
Germany 13 0

*10Y treasury bonds over 10Y Bunds

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

Source: Refinitiv, Datastream
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Economic Calendar
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COUNTRY INDICATOR PERIOD

FORECAST
MARKET SANTANDER

REALIZACJA OSTATNIA
WARTOSC*

FRIDAY (19 June)

10:00 PL Industrial output May % y/y

-18.0 -16.7 -24.6

10:00 PL PPI May % yly

-1.5 -1.4 -1.3

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

This publication has been prepared by Santander Bank Polska S.A. for information purposes only. It is not an offer or solicitation for the purchase or sale of any financial instrument. Information
presented in the publication is not an investment advice. All reasonable care has been taken to ensure that the information contained herein is not untrue or misleading. But no representation is made as
to its accuracy or completeness. No reliance should be placed on it and no liability is accepted for any loss arising from reliance on it. Forecasts or data related to the past do not guarantee future prices
of financial instruments or financial results. Santander Bank Polska S.A. its affiliates and any of its or their officers may be interested in any transactions. securities or commodities referred to herein.
Santander Bank Polska S.A. or its affiliates may perform services for or solicit business from any company referred to herein. This publication is not intended for the use of private investors. Clients
should contact analysts at and execute transactions through a Santander Bank Polska S.A. entity in their home jurisdiction unless governing law permits otherwise. Copyright and database rights

protection exists in this publication.

Additional information is available on request. Please contact Santander Bank Polska S.A. Financial Management Division. Economic Analysis Department. al. Jana Pawfa Il 17. 00-854 Warsaw. Poland.

phone +48 22 534 18 87. email ekonomia@santander.pl. http://www.santander.pl.

& Santander Bank Polska S.A.



