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CEE Economics

Eyeopener

NBP projection supportive for rate hikes

Equity markets falling, just like bond yields

ECB changed inflation tarted to a symmetric one

MPC policy and statement unchanged despite upward forecast revision
Today, NBP governor’s conference

On Thursday there were quite large declines on stock markets (EuroStoxx -2.7%, DAX -2.3%,
WIG -1.8%) with investors still doubting in the strength of the post-pandemic rebound,
especially that a day earlier China publicly considered monetary easing (most likely the next
key Chinese economic data - 2Q GDP may be poor). 10Y UST yield dropped by another 4bp to
1.28% (3-day decline is already totalling 16bp) and Bund yield by 2bp to -0.32% (3-day decline
is 12bp). In Germany the data on May export growth were slightly disappointing (0.3% m/m vs.
0.6% expected). In the USA initial jobless claims rose somewhat vs. the previous week (373k vs.
364Kk) but is still close to the pandemic minima.

The ECB concluded and announced the results of the first strategic review of tools and
targets since 2003. The inflation target was changed from “below but close to 2%" to a fully
symmetric 2% target in the medium term. This will allow for higher tolerance of upside
deviations, which should translate now to less restrictive monetary policy. The price behaviour
is still going to be measured with HICP, but it will be supplemented by a component linked to
real estate prices (this can generally push inflation indicators a bit higher). The new strategy of
ECB's monetary policy will enter into force at the next ECB meeting planned for 22 July.

The Polish MPC neither changed interest rates nor any other policy parameters at the
July's meeting, despite the record-late decision announcement (1815 CET). The official
statement did not change substantially - the Council still sees the elevated inflation as
“transitory”, even if the new NBP projection is challenging this view by showing CPI well above
3% in the forecasting horizon. Mid-point of NBP's inflation forecast went up to 4.1% in 2021,
3.3% in 2022, 3.4% in 2023, from previous 3.2%, 2.8%, 3.2%, correspondingly. GDP forecast
was lifted as well to 5.0%, 5.4%, 5.3% respectively. There is no indication of a possible tilt to
less accommodative policy in the statement. However, in our view the NBP governor’s rhetoric
is key in this regard (today Glapinski holds conference at 15:00 CET). And the latter has clearly
changed in recent months and started preparing ground for policy shift, we reckon. Mr.
Glapinski hinted recently on the necessary conditions for the tightening: forecasts showing
permanently high growth and permanently high inflation, reflected in NBP staff's projections.
The new NBP projection meets these conditions, but - as we see - a change in policy course
requires time and now the main argument to keep “wait-and-see” approach is the risk of
another Covid-19 wave in the autumn. We still believe that the MPC may start interest rate
hikes in November - something the NBP governor did not exclude in the recent FT interview.

EURUSD rebounded upwards on Thursday after failing to break 1.18. The upward momentum
accelerated after the ECB conference. The pair ended the day at 1.187, 0.6% higher than one
day before.

EURPLN went up, in line with outher currency pairs from the CEE region (by 0.3% to 4.547). In
two days the pair went up by as much as 1.1%. After the MPC meeting the rate slid down a bit
to 4.537.

In the CEE region: EURHUF climbed by 0.3% to 357.9, by 1.8% in two days. Worries about
losing the EU financing (the main reason behind weaker forint) were joined on Thursday by
inflation in June, which surprised to the upside (5.3% y/y vs expectations at 4.9% and May
reading at 5.1%). Let us remind that the inflation target in Hungary is at 3.0% with +/- 1pp
tolerance band. In the Czech Republic, the May retail sales data surprised to the upside (16.5%
y/y vs forecasts at 15.7% y/y), but the koruna lost 0.3% to 25.89 (2-day change at 1.5%).
USDRUB was quite volatile on Thursday but eventually remained unchanged at 74.9 with 2-day
change at 2.4%. After the Wednesday release of inflation data, which were above expectations
(6.5% y/y vs 6.4% y/y as compared to inflation target at 4.0%) it is clearly visible that in some
countries inflation is not receding despite rate hikes. In such a situation real interest rates will
remain negative for longer, which will be negative for the CEE currencies, in our view.

On the domestic interest rate market, the IRS curve fell somewhat at the start of the
Thursday session, but rebounded in the second part of the day, erasing the move. Local bond
yields rose on the long end by 4bp to 1.66% which, with yields falling in Germany, led to Bund
spread widening to 198bp. 10Y ASW widened to -5bp. Today the Ministry of Finance will hold a
switch auction buying PS0721, DS1021, PS0422 and offering OK0423, PS1026, WZ1126,
WZ1131, DS0423 series.
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NBP's CPI forecasts (central path)
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NBP's GDP growth forecasts (central path)
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FX market

Today's opening
EURPLN 4.5365 CZKPLN 0.1751
USDPLN 3.8343 HUFPLN* 1.2575
EURUSD 1.1833 RUBPLN 0.0514
CHFPLN 4.1841 NOKPLN 0.4364
GBPPLN 52793 DKKPLN 0.6101
USDCNY 6.4880 SEKPLN 0.4454

*for 100HUF

Last session in the FX market 08/07/2021

min max open close fixing
EURPLN 4.528 4.553 4.534 4.543 4.541

USDPLN  3.829 3.852 3.843 3.838 3.841
EURUSD  1.179 1.187 1.179 1.184 -

Interest rate market 08/07/2021
T-bonds on the interbank market**

Benchmark o Change
(term) (bps)
WS0922 (2Y) 041 -1
DS0725 (5Y) 1.29 3
DS1030 (10Y) 1.67 4

IRS on the interbank market**

Term PL us EZ
% Change % Change % Change
(bps) (bps) (bps)
L 0.41 -1 0.17 1 -0.53 0
2L 0.82 -4 0.28 -1 -0.47 0
3L 1.10 -2 0.48 -3 -0.43 -1
4L 1.29 -2 0.66 -3 -0.37 1
5L 1.42 -1 0.82 -3 -0.32 -1
8L 1.63 -1 1.14 -2 -0.13 -1
0L 1.71 -1 1.27 -1 0.01 -1
WIBOR rates
Term % Change
(bps)
O/N 0.10 -1
T/N 0.11 0
SW 0.10 0
2W 0.16 0
™ 0.18 0
3M 0.21 0
6M 0.25 0
1Y 0.26 0
FRA rates on the interbank market**
Term % Change
(bps)
x4 0.23 1
3x6 0.28 1
6x9 0.47 0
9x12 0.68 -3
3x9 0.34 -3
6x12 0.58 -1
Measures of fiscal risk
Country CDS 5Y USD 10Y spread*
Level Change Level Change
(bps) (bps)
Poland 47 0 198 6
France 9 0 35 2
Hungary 55 0 321 -2
Spain 30 0 66 3
Italy 43 0 107 4
Portugal 21 0 64 3
Ireland 12 0 40 3
Germany 8 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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Zloty exchange rate
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Economic Calendar

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.

w



