—
)
O
cC
O
e’
cC
S
(Vp)

CEE Economics

Eyeopener

Calmly before the election

Risky assets are stable

Zloty slightly stronger

Polish bond yields down, following core markets

Today Czech inflation, US PPI inflation, industrial output in France

On Thursday the higher-risk markets were quiet - amplitude of main stock indices’ was
lower than 1%. Crude oil price was going down and industrial metals (copper,
aluminium) were slightly gaining. Bond yields in the core markets were declining again.
US data about new jobless claims were better than expected. USDCNY broke through
the symbolic level 7.00, on its way down. If this pair moves significantly below 7.00, for
example to 6.98, which is another important level from the technical analysis point of
view, the rest of EM currencies could join the trend and strengthen as well. Thus, the
yuan exchange rate could be a leading indicator for other EM currencies in the near
term.

MPC member tukasz Hardt wrote in the article published by Bezpieczny Bank journal
that one of the ways to normalize monetary policy could be to hike interest rates before
withdrawing from the asset purchases. He also proposed introduction of long-term repo
operations (2Y or longer) with interest below the reference rate. The nearest MPC
meeting is scheduled for 14 July.

EURUSD after significant increases on Wednesday, on Thursday opened at 1.135 and for
another time tried to break higher and reached a local maximum at 1.137. Next,
however, the dollar gained significantly, EURUSD fell to below 1.13 and closed the day
down 0.3%. On Friday morning the pair opens even lower at 1.126. In our opinion, even
if the currency pair would move higher in the medium term, in the short term EURUSD
should fall lower towards the 1.105 level.

EURPLN after opening on Thursday at 4.475 declined during the day and neared 4.46.
At the end of the day EURPLN moved higher toward 4.47 again and closed at 4.473 -
almost where it opens on Friday morning. Today the pair will likely remain in a horizontal
range again as the markets await the outcome of the second round of the Presidental
Elections. Newest polls suggest both candidates have equal chances of winning.

In other countries of the CEE region, EURHUF dropped by 0.4% to 353.5 amid better
than expected trade balance data (a rise to EURT55mn in May from EUR-561mn in April).
EURCZK moved the other way, having opened around 26.65 it rose near the end of the
day to 26.7. Unemployment rate in Czechia rose to 3.7% from 3.6% in line with
expectations. USDRUB opened at 71.3 and during the day descended to 70.5%, so by
¢.1%, only to rise to 71.0.

On the domestic interest rate market, FRAs did not change much and short IRS too -
2Y stayed at 0.28%. However, 10Y IRS dropped to 0.88% from 0.91% with most of the
move coming late in the session. Bond yields showed a similar pattern, 2Y down by 1bp
to 0.10% - depressed by overliquidity, this part of the curve has already fell by 7bp since
the middle of June. 10Y yield dropped to 1.34% from 1.38%, but Bund spread did not
change from 180bp as core market yields were also going down. We expect a further
decline of yields in Poland with banking sector overliquidity pressure still in place - this
could now affect the belly of the curve possibly bringing 5Y yield soon to c0.60%.
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FX market
Today's opening
EURPLN 44754 CZKPLN 0.1668
USDPLN 3.9732 HUFPLN* 1.2632
EURUSD 1.1261 RUBPLN 0.0559
CHFPLN 4.2142 NOKPLN 0.4179
GBPPLN 4.9947 DKKPLN 0.5982
USDCNY 7.0080 SEKPLN 0.4286
*for 100HUF
Last session in the FX market 09.07.2020
min max open close fixing
EURPLN 4460 4.477 4.475 4.469 4.474
USDPLN  3.930 3.963 3.936 3.956 3.949
EURUSD 1.128 1137 1.136 1.130 -
Interest rate market 09.07.2020
T-bonds on the interbank market**
Benchmark % Change Las.t Series Ave.erage
(term) (bps) auction yield
PS0422 (2Y) 0.13 -1 5.03.2020 0OK0722 1.225
PS1024 (5Y) 0.73 -1 5.03.2020 PS1024 1.431
DS1029 (10Y) 1.34 -2 5.03.2020 DS1029 1.725
IRS on the interbank market**
Term PL us EZ
% Change o Change % Change
(bps) (bps) (bps)
1L 0.20 1 0.25 0 -0.46 0
2L 0.28 0 0.21 1 -0.38 -1
3L 0.35 -1 0.22 1 -0.38 -2
4L 0.45 -2 0.25 2 -0.37 -2
5L 0.54 -3 032 -4 -0.35 -2
8L 0.75 -4 0.49 4 -0.26 -3
10L 0.87 -4 0.59 4 -0.19 -3
WIBOR rates
Term % Change
(bps)
O/N 0.10 0
T/N 0.10 0
SW 0.14 0
2W 0.19 0
™ 0.23 0
3M 0.26 0
oM 0.28 0
Y 0.29 0
FRA rates on the interbank market**
Term % Change
(bps)
x4 0.23 1
3x6 0.18 1
6x9 0.18 0
9x12 0.20 1
3x9 0.18 -2
6x12 0.23 1

Measures of fiscal risk

Country CDS 5Y USD 10Y spread*
Level Change Level  Change
(bps) (bps)
Poland 57 0 180 0
France 12 0 31 0
Hungary 76 0 289 4
Spain 76 2 87 1
Italy 122 3 174 3
Portugal 43 2 88 3
Ireland 22 1 44 0
Germany 10 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

FRIDAY (10 July)

& Santander

03:45 FR Industrial Production May %y/y

-26.2 -34.2

09:00 (@4 CPI Jun %y/y

2.9 2.9

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