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CEE Economics

Eyeopener
Market awaits FOMC

Stock indexes slightly up

Dolar gets stronger

Polish IRS and bond stable

Today Polish labour market data, FOMC decision in the evening

On Tuesday the European stock markets gained 0.5-1.0%. The dollar strengthened again
and it seems this trend is likely to hold at least until today’'s FOMC meeting. Bund yield
declined by 1bp to -0.34% and UST remained unchanged at 1.60%. The Brent oil prices
fell by 1.2% to USD68/bbl, while prices of metals did not change much. ZEW index
(expectations) in the euro zone climbed by 4.4pts to 74.0pts and in Germany by 2.6pts to
76.6pts. In France the final inflation reading was slightly higher than the first reading. In
the USA the data on retail sales and industrial output released on Tuesday were below
expectations.

MPC member Lukasz Hardt said that the Polish monetary policy lacks non-standard
tools like, for example, long-term repo operations at the rates below the reference rate.
The implementation of them is not easy because the main NBP rate is too low already.
According to Hardt the existence of such a tool would allow for a more efficient control
of long-term yields. The MPC member thinks that the inflation rate will breach 3.5% and
in case there is no another lockdown it may increase even to above 4.0%, in both cases
above the March NBP's inflation projection.

Poland's core inflation excluding food and energy prices reached 3.9% y/y in January
and 3.7% in February (back at December’s level), remaining elevated and suggesting that
the underlying price pressure refuses to go away despite the pandemic shock. We think
that the main core inflation measure (ex food and energy) should decline gradually later
in 2021 in a lagged response to subdued consumer demand (especially that the recent
surge in Covid-19 cases suggests that pandemic restrictions may be extended well into
Q2), but also due to base effects. From the monetary policy point of view, we do not
change the opinion that main interest rates will remain on hold at least until the middle of
2022, when the NBP governor's term of office ends. Current account balance amounted
to EUR3.3bn in January, close to our call at EUR3.1bn and vs consensus at EUR2.4bn.
Details proved to be somewhat disappointing, though, as foreign trade noted negative
growth rates. 12M current account amounted to 3.6% of GDP, a new all-time high. We
think that this number is likely to climb a bit more in the upcoming months. Find more in
our yesterday's Economic comment.

According to Dziennik Gazeta Prawna daily newspaper, the ruling of the Supreme Court’s
Civil Chamber regarding the fx loans may not come on 25 March. A delay could extend
the period of uncertainty on the market. Since the start of March, the zloty tended to
performed slightly worse than other EM currencies, weakening slightly more than average
for the group.

EURUSD opened on Tuesday around 1.193 but in the second part of the day fell to 1.189
(-0.3%). Yesterday the intraday range was somewhat larger than on Monday, which may
express the high uncertainty regarding the today's FOMC meeting. In our view the fx rate
may decline in the coming days to 1.185.

EURPLN increased again, as a day before, and reached 4.60. Today in the morning the
exchange rate tries to breach the level again and we sustain our view that the short term
outlook for the zloty is not too optimistic. We expect the currency to trade higher through
4.60in the near time.

As to the other CEE currencies, EURHUF was stable in the first half of the day but later
on the forint started to lose. EURCZK after a few days of stability declined to 26.1 (-0.3%).
The koruna gained despite worse than expected reading of January current account data.
USDRUB declined by 0.4% to 72.7 and this despite worse than expected Februrary
industrial production reading. We still expect the rouble to outperform other CEEMEA
currencies.

On the Polish fixed income market, IRS did not change much, with 2Y, 5Y and 10Y rates
ending the day at 0.47%, 1.16% and 1.70%, respectively. 2Y bond yield was still at 0.06%,
5Y bond stable at 0.87%, 10Y at 1.15%. Spread to Bund increased by 1bp to 185bp.
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Zloty exchange rate

FX market
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10Y spread vs. Bund
Measures of fiscal risk 350 -
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Level  Change Level  Change 300 W
(bps) (bps)
Poland 50 0 186 1
France 7 0 25 0
Hungary 59 0 313 3
Spain 31 0 66 2
Italy 43 0 96 2
Portugal 21 0 54 2
Ireland 10 0 35 1
Germany 7 0 - - 100 -
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Economic Calendar

TIME FORECAST ACTUAL LAST

COUNTRY INDICATOR PERIOD VALUE
CET MARKET SANTANDER VALUE*

WEDNESDAY (17 March)

10:00 PL Employment in corporate sector Feb % yly -1.9 -1.8 -2.0
10:00 PL Wages in corporate sector Feb % yly 47 5.3 4.8
11:00 EZ HICP Feb % yly 0.9 - 0.9
13:30 us House starts Feb Kk 1540 - 1580
19:00 Us Fed decision % 0.0-0.25 - 0.0-0.25
THURSDAY (18 March)
10:00 PL Industrial output Feb % y/y 4.5 4.7 0.9
10:00 PL PPI Feb % yly 1.4 1.2 0.7
13:30 us Philly Fed index Mar pts - - 23.1
13:30 uUs Initial jobless claims week k - - 712
FRIDAY (19 March)
PL Rating review by Fitch

10:00 PL Retail sales Feb % y/y -9.5 -9.3 -10.0
10:00 PL Construction output Feb % y/y -2.7 -4.3 -6.0

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