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CEE Economics

Eyeopener
MPC divided on interest rate cuts

Today, US GDP data, ADP, ESI, German inflation

Hungarian central bank continues normalisation of short-term rates
Weak data about US consumer confidence and job openings

Slight strengthening of CEE currencies, market rates lower

Today, the most important publication will be the US GDP growth in 2Q23. Markets expect it to
reach 2.5% q/q from 2.4% in 1Q. From the US, we will also see new ADP labour market report and
new information on home sales. In addition, data on economic sentiment in Europe and inflation in
Germany will be released. The latter may surprise upwards, as indicated by the reading from North
Rhine-Westphalia published this morning.

MPC member Ludwik Kotecki believes that due to the more expansionary fiscal policy indicated
by the draft budget for 2024, there is no room Ffor interest rate cuts. He also assessed that
including in the budget PLN6bn of revenues from the NBP's profit is irresponsible, because the
central bank's result cannot be known in advance. However, it is worth remembering that the MPC's
interest rate decision will probably be determined by the majority of members gathered around the
NBP Governor. Glapinski's July comments indicated that the MPC will start lowering rates when CPI
inflation falls below 10% y/y. MPC member Henryk Wnorowski said this morning in public TV that in
his opinion inflation will reach a single-digit level already in August (the figure will be released on
Thursday) - such outcome would likely allow for a rate cut already at the September meeting.

The National Bank of Hungary maintained its base rate at 13.0%, in line with expectations. The
one-day rate was reduced by another 100bp, to 14.00%, which was also expected. MNB vice-
president Virag said that he expects disinflation but cannot specify in advance the future rate path,
as the bank will decide rates on a monthly basis. Virag added that the market consensus for rates
until September is more or less in line with the bank's assumptions, but in the longer term market's
expectations are exaggerated. We expect short-term rates to continue to normalise in September. If
inflation continues to decline and economic activity in Hungary and the eurozone disappoints in the
coming months, we see a possibility of a reduction in the main MNB rate at the end of the year. In a
better macroeconomic scenario, this decision could be delayed until the next year.

According to report by Amron, the volume of originated mortgage loans increased 40.2% q/q,
while the value of these loan contracts was up 51.2%. Rebound of demand for mortage loans is
coming at a time of stabilisation in new housing investments and may cause a rise of real estate
prices, which may, with some delay, lead to more housing construction.

The Conference Board's US consumer sentiment index fell to 106.1pts in August from 114pts in
July (revised down from 117.0pts), well below expectations, and trimmed gains recorded in June
and July. Both the current situation assessment and the expectations deteriorated. This indicates a
decline in consumer optimism in the US, probably triggered by the cooling observed in the labour
market.

Slight strengthening of the CEE currencies. The zloty strengthened slightly on Tuesday, as did the
Czech koruna and the Hungarian forint. The forint gained the most despite the one-day rate cut by
the Hungarian central bank. The CEE currencies, which behaved best against the euro in the EM
universe, may have been supported by the euro's strengthening against the dollar. The EURUSD
exchange rate was falling slightly during the day until the release of weaker US consumer sentiment
data. We continue to assume that a weakening of the CEE currencies is possible in the near term.

Market rate decline. Yesterday's session saw declines of 8-15bp in domestic FRA rates and 11-15bp
in IRS rates, which went hand in hand with a similar move in the core markets. German bond yields
fell by 2-5bp and US Treasuries yields fell by 8-16bp with bull steepener developing. Such a move is
the aftermath of weaker US consumer sentiment data JOLTS labour market report (a much lower-
than-forecast vacancy figure of 8.827 million versus 9.465 million expected). In the domestic
market, the widening of asset swap spreads continued, with bond yields falling by around 6-7bp.
We think this is still the effect of the 2024 budget draft and assume that credit spreads may widen
further and remain at elevated levels in the coming quarters as well. Yesterday's movement in the
domestic curve is most likely largely the result of changes in the core markets, and we assume some
decline also in reaction to Thursday's CPI data. The downward movement in yields could continue in
response to weak sentiment from the euro area or any signs of deterioration in the US labour
market.
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Conference Board consumer sentiment idnex
—— Euro zone economic sentiment index
——JOLTS new job opening (rhs)
Source: Refinitiv, Santander
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FX market
Today's opening
EURPLN 4.4653 CZKPLN 0.1853
USDPLN 4.1074 HUFPLN* 1.1598
EURUSD 1.0872 RUBPLN 0.0430
CHFPLN 4.6715 NOKPLN 0.3877
GBPPLN 5.1966 DKKPLN 0.5991
USDCNY 7.2894 SEKPLN 0.3773
*for 100HUF
Last session in the FX market 29/08/2023
min max open close fixing
EURPLN  4.4635 4.4741 4.4648 4.4650 4.469
USDPLN  4.1112 4.1463  4.1258 4.1160 4.1341
EURUSD  1.0780 1.0856  1.0822 1.0847 -
Interest rate market 29/08/2023
T-bonds on the interbank market**
Benchmark Change
(term) % (bps)
PS1024 (2Y) 5.34 -7
WS0428 (5Y) 5.42 -7
DS1033 (10V) 5.67 -7
IRS on the interbank market**
Term PL us EZ
o Change o Change Change
’ (bps) ’ (bps) ° (bps)
L 5.74 -10 5.78 6 3.92 -2
2L 5.07 -1 5.09 -12 3.70 -3
3L 4.74 -13 4.70 -12 3.46 -4
4L 4.62 -14 4.45 -1 3.30 -5
5L 4.59 -14 4.34 -1 3.21 -5
8L 4.69 -13 4.16 -9 3.10 -6
0L 4.79 -13 4.12 -9 3.09 -6
WIRON rate
Term % Change (bps)
WIRON 6.16 20
WIBOR rates
Term % Change (bps)
O/N 6.54 4
T/N 6.83 3
SW 6.84 0
™ 6.79 -2
3M 6.66 0
6M 6.50 -1
1Y 6.46 -1
FRA rates on the interbank market**
Term % Change (bps)
x4 6.35 -5
3x6 5.80 -12
6x9 5.21 -1
9x12 4.78 -1
3x9 5.66 -12
6x12 5.08 -1
CDS rates and 10Y yield spread vs. German Bund
Country CDS 5Y USD 10Y spread*
Level Change Level Change
(bps) (bps)
Poland 62 -1 316 -1
France 12 0 52 0
Hungary 146 -1 480 0
Spain 48 0 102 0
Italy 35 0 165 -2
Portugal 35 0 71 -1
Ireland 15 -2 40 0
Germany 12 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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10Y spread vs. Bund
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Calendar of events and publications

TIME FORECAST ACTUAL LAST
COUNTRY INDICATOR PERIOD
CET MARKET ~ SANTANDER VALUE VALUE*
FRIDAY (25 August)
08:00 DE GDP WDA 2Q % yly -0.2 -0.2 -0.2
10:00 DE IFO Business Climate Aug pts 86.8 85.7 87.3
16:00 us Michigan index Aug pts 71.2 69.5 71.2
MONDAY (28 August)
TUESDAY (29 August)
09:00 (74 GDP SA 2Q % yly = -0.4 -0.6
14:00 HU Central Bank Rate Decision Aug.23 % = 13.00 13.00
16:00 us Consumer Conference Board Aug pts 117.1 106.1 114.0
WEDNESDAY (30 August)
11:00 EZ ESI Aug pct. - - 94.5
14:00 DE HICP Aug % m/m - - 0.5
14:15 us ADP report Aug k - - 324.0
14:30 us GDP Annualized 2Q % Q/Q 2.5 - 2.4
16:00 us Pending Home Sales Jul % m/m - - 0.26
THURSDAY (31 August)
10:00 PL CPI Aug % yly 10.0 10.0 - 10.8
10:00 PL GDP 2Q % yly -0.5 -0.5 - -0.5
11:00 EZ Flash HICP Aug % yly 5.0 - 5.3
11:00 EZ Unemployment Rate Jul % - - 6.4
14:30 us Initial Jobless Claims k 240 - 230
14:30 us Personal Spending Jul % m/m 0.7 - 0.5
14:30 us Personal Income Jul % m/m 0.3 - 0.3
14:30 us PCE Deflator SA Jul % m/m 0.2 - 0.2
FRIDAY (1 September)
08:30 HU GDP 2Q % yly - - -2.4
09:00 PL Poland Manufacturing PMI Aug pts 43.7 441 - 43.5
09:55 DE Germany Manufacturing PMI Aug pts 38.8 - 39.1
10:00 EZ Eurozone Manufacturing PMI Aug pts 42.7 - 437
14:30 us Change in Nonfarm Payrolls Aug k 160 - 187
14:30 us Unemployment Rate Aug % 3.5 - 3.5
16:00 us ISM manufacturing Aug pts 47.0 - 46.4

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
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publication.

Additional information is available on request. Please contact Santander Bank Polska S.A., Financial Management Division, Economic Analysis Department. al. Jana Pawta Il 17, 00-854 Warsaw, Poland.
phone +48 22 534 18 87, email ekonomia@santander.pl, http://www.santander.pl.
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