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Economic calendar

s COUNTRY INDICATOR PERIOD MARKI:E(:'RECAS;ZWBK VALUE
MONDAY (6 July)
8:00 DE Factory orders May %MoM -0.1 - 1.4
16:00 us ISM services Jun pts 56.4 - 55.7
TUESDAY (7 July)
8:00 DE Industrial production May %MoM 0.1 - 0.9
14:30 us Trade balance May $bn -42.75 - -40.9
WEDNESDAY (8 July)
PL MPC decision % 15 15 15
9:00 HU CPI Jun %YoY 0.6 - 0.5
20:00 us FOMC minutes Jun - - -
THURSDAY (9 July)
9:00 Ccz CPI Jun %YoY 0.9 - 0.7
11:30 PL Bond auction - - -
14:30 us Initial jobless claims Week k 277 - 281
FRIDAY (10 July)
16:00 us Wholesale inventories May %MoM 0.3 - 0.4

Source: BZ WBK, Reuters, Bloomberg
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What’s hot this week — Polish MPC unlikely to surprise

% NBP main interest rate vs. inflation %YoY =We expect the Monetary Policy Council to leave interest
6.0 1 r 60 rates unchanged (reference rate at 1.50%) at its last meeting
50 4 L 50 before the summer break (the next meeting is scheduled for

September).
40 40 =The MPC will become acquainted with the central bank’s
3.0 1 - 30 new GDP and inflation projections. We think they will show
20 | L 20 higher inflation and economic growth paths compared to
March, but not to an extent that would require change in the
101 10 Council's monetary policy stance. We stick to our view that
0.0 : 0.0 the first hike will be delivered in late 2016.
10 1 \\f 10 =The press conference is likely to focus on the potential
repercussions of the Greek referendum. In the event of
20 e e 6 e - a o a e oe oo < w 20 extreme market volatility, the central bank’s governor may
£ 3§35 3535358325853 ¢% repeat his warning that NBP may use FX interventions to
- - - - N - - - smooth the currency’s fluctuations.
——NBP reference rate  ——CPI (rhs)

Last week in the economy — PMI up, but ESI down

pls Business climate indices (seasonally adjusted) =The PMI Index for the Polish manufacturing sector
120 - - 60 rebounded in June to 54.3 from 52.4 in May following four
months of declines. We had expected an upward move, but of
110 a smaller scale, as we were afraid that uncertainty over
% Greece continued to weigh on business sentiment. But it
100 1 seems that Polish companies had shrugged off the deepening
- 50 crisis and the growth rates of output, new orders and
90 1 purchasing accelerated. Employment growth remained at a
L 45 solid, yet a bit slower pace. New export orders rose only
80 | slightly and the improvement in new orders was generally
driven by a stronger domestic demand. We think that the
70 | —ESI ——PMimanufacturing (ths) | 49 continuing economic recovery in the euro area will also trigger
a revival, also in export orders in the following months. The
P N (s PMI reading supports our forecast of strong industrial
2 ¥ 2 2 T =T N N @ e ¥ ¥ ®© production growth in June (7.9% YoY).
£ 5§ 5 8 238585858 882 3 5 = On the other hand, the European Commission’s Economic
Sentiment Index (ESI) declined in June to 98.3 from 98.5 in
% Balance of payments data % GDP May. This indicator is a slightly better predictor of GDP than
30 r6 PMI. Still, the average ESI in Q2 was the same as in Q1
(98.9), pointing to a stable GDP growth rate.
20 1 M4 =Poland’s quarterly balance of payments showed a lower-
than-expected current account surplus in Q1: €1676mn
10 | L2 . . .
versus expectations at €2200mn. The revision mostly applied
0 V/\u 0 to exports, which went down by €527mn. This was the first
EIZICiCICICiciciZICiCIGIEIE s e nE sl quarterly current account surplus since comparable data are
WP 8EE2EEEIRGRELEEEE8IEEEC , available. Our estimate of 1Y rolling C/A is equal to -0.6% of
GDP.
-20 1 -4 = The LFS seasonally adjusted unemployment rate remained
flat at 7.8% in June. Still, the number of jobseekers declined
=30 1 -6 by 9k to 1350k, the lowest level since mid-2009. We expect
0 . further falls in the unemployment rate in the following months.
Current account balance (ths) —— Export growth (lhs) —— Import growth (lhs)

Quote of the week - No need (yet) to intervene on the FX market

Andrzej Raczko, NBP’s deputy president, PAP, 02.07.2015 Given the uncertainty over Greece, we expect questions about

.. NBP’s possible interventions during the upcoming MPC press
We currently seg EURPLN n.ear t0 4.18-4.19 or even 4.20 and this is conference. Let us keep in mind that some officials (including the
not a range, which can considerably affect the real economy (...) Let

ind that th tral bank has int d | NBP president) have recently said that Poland was safe in case
me remind you that the central bank has Intervened Very Tarely OVer ¢ 5 Grexit and that it held high amounts of reserve assets. This
the last few years. | currently see no need to think about it.

may have been interpreted as a suggestion that interventions
could not be ruled out. The zloty’s recent depreciation, due to the
bad news about negotiations between Greece and its creditors,
was not very significant, so there was surely no need to
intervene. However, FX interventions are part of the NBP toolbox
and, in our view, the NBP board is likely to use them if necessary.
What is more, state-own bank BGK may sell euros on the market.
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Foreign exchange market — Greek YES or NO may determine market direction
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Patiently awaiting the referendum

=Last week opened with zloty and other currencies in the
region weaker, in reaction to surprising decision of Greek
government to hold a referendum on bailout conditions
proposed by creditors. However, after the initial spike, the
currencies remained surprisingly stable in the following days,
patiently awaiting the referendum and its potential
consequences.

=The EURPLN, after rising on Monday to nearly 4.20, the
highest level since February, stabilised in a narrow range
4.185-4.195 for the better part of the week. The USDPLN was
a bit more volatile, due to EURUSD moves — after a jump to
3.82 on Monday, the rate slid to 3.72, only to return towards
3.80 later in the week.

=The focus remains on Greece. We see higher odds for a
“yes” vote in the weekend referendum on accepting the terms
of the bailout extension, which should imply some
strengthening of the zloty. However, we think the scope for a
short-term PLN rebound is relatively small as, even with such
an outcome, there will be many hurdles for Greece to
overcome. It seems likely that in such scenario creditors will
return to talks with Greece, but a change of government will
be probably needed, and time will be running out before next
payments against international creditors will come due. It
implies more days or even weeks of uncertainty about how
the situation in Greece evolves.

=A “no” vote in the Greek referendum would probably imply
Greece leaving the Euro zone, with a strong negative impact
on global risk aversion, at least in the short run. That would
be very likely to send the EUR/PLN higher. However, the
scale of the move will be limited, in our view, by central banks’
activity (more ECB’s QE, Fed'’s rate hike probably delayed)
and limited contagion in the euro zone peripheries. If
EURPLN goes above 4.30, a risk of NBP / BGK interventions
will increase.

Ambiguous impact of Greek events on EUR

=The euro initially lost versus the dollar, in reaction to news
about Greek referendum, but soon regained ground and
fluctuated in the following days, reacting to news about
quickly-changing situation in Greece.

=We believe that Greece’s impact on the EUR is more
ambiguous than it might seem.

=A “yes” vote could provide some limited euro support.
However, much will depend on the details of the following
compromise deal. The revised bailout plan could imply an
internalizing of Greek risk within the Eurozone and, ironically,
undermine the EUR, as it could keep the Fed on course to
hike rates.

=A “no” vote in the referendum would probably imply Greece
leaving the EUR, which is likely to push EUR/USD lower in
short run. However, the single currency could rebound quickly
if the global uncertainty this should imply encourages a
response from other global policymakers, in particular
prompting the FOMC to delay a US rate hike.

Forint and koruna also stable before the referendum

= The Hungarian forint moved in a similar pattern to the zloty —
after an initial weakening to 316 on Monday, EURHUF
hovered in the following days in a horizontal trend near 314-
315.

=The koruna was stable for the better part of the week, but
gained on Friday to its strongest level in 19 months versus the
euro on the release of the central bank’s minutes, which
suggested that the bank’s rate-setters saw a lower likelihood
of changing the koruna cap since as the economy is likely to
accelerate.
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Interest rate market — Little room for yields to fall

’4 Money market rates and NBP refi rate (%) Stable money market
a = WIBOR rates were unchanged last week and the FRA market
22 - was also stable amid a lack of impulses that could change

expectations of the monetary policy outlook.
20

C~—
\ = We expect no significant changes in the money market in the
1.8 nearest days or even weeks. The Monetary Policy Council’s
\\—/\,\,W meeting (the last one before the summer break) should be

unexciting again, with interest rates on hold and the official
statement reaffirming the Council’s wait-and-see mode. The
central bank’s new inflation and GDP projections are unlikely
1.2 to change much compared with March to justify any change of
view. We still think that the Monetary Policy Council will keep
the main interest rate on hold until the last quarter of 2016.

0 0 0 0 o 0 0
§ 3 g =3 g 5 3 Uncertainty about Greece affecting bond markets
——Referencerate ——WIBOR3M ——FRA3X6 ——FRA1X4 = Polish bonds weakened at the start of the week in reaction to
the Greek government’s decision to hold a referendum on
Yields of Polish benchmarks whether it should accept the creditors’ bailout proposals. The
357 10Y bond yield soared temporarily to 3.36%, its highest in 12
33 1 months. In the following days, the Polish debt market was
3.1 gradually regaining strength with the peripheral spreads in the
29 euro zone tightening on rising investor hopes that an
27 | agreement between Greece and its creditors was still possible.
25 | News of a limited T-bond supply for next two months was also
)3 supportive for the market. Market activity in the second part of
’ the week was very small with investors awaiting the Greek
217 referendum.
197 = The Finance Ministry presented its T-bond supply plan for
71 July-August only due to high uncertainty connected to the
15

situation in Greece. Three standard auctions are planned for

ugj § ﬁ i § ué § these months with the offer at PLN4-12bn. The
- LZYPLE _;PL E—mYP: WZ0120/WZ0124 floaters, worth PLN4-12bn, will be offered at

the first auction in July. The Ministry does not rule out foreign
Slope of the Polish curves (bps) issues.

*We see limited room for the short-end yield curve’s
strengthening in the coming weeks, with Poland’s inflation
trending up and the next economic data releases likely to
confirm, in our view, that GDP growth is strong and robust. The
central bank’s new inflation and GDP projections, to be
revealed after MPC’s July meeting, should be higher than
those released in March, but not enough to change the
monetary policy stance.

= Risk aversion may decrease slightly if Greece votes “yes” in
the referendum. However, reaching a compromise agreement
may still take time and uncertainty may remain high for weeks.
Also, in this scenario, the Fed would probably stay on track to
raise rates in September. Therefore, we think that long-term

140

——2-10Y T-bonds
120 -
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20

5 3 5 5 é 5 5 yields are likely to remain close to their current levels in the
next few weeks.

10Y T-bond yields (%) =A “Grexit” scenario would likely trigger a surge in risk

45 1 aversion, driving the non-core yields higher. However, the

40 - scale of the sell-off on the Polish debt market should be limited

35 by the fact that such a scenario would probably trigger a

response from the global policymakers, in particular prompt the

30 FOMC to delay its rate hike. Also, Polish debt supply would

25 4 ~ probably be trimmed during the summer in the event of market

20 | NS turbulence since the government has a large liquidity cushion

s M por=" that could help limit a spike in yields.
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This publication has been prepared by Bank Zachodni WBK 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. Bank Zachodni WBK S.A.. its affiliates and any of its or their officers may be interested in any transactions. securities or commodities referred to herein. Bank Zachodni WBK 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 Bank
Zachodni WBK 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 Bank Zachodni WBK S.A. Rates Area, Economic Analysis Department, Al. Jana Pawia Il 17, 00-854 Warsaw, Poland, phone +48 22 534 18 88, email
ekonomia@bzwbk.pl, http://www.bzwbk.pl.
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