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Economic calendar

FORECAST LAST
TIME CET COUNTRY INDICATOR PERIOD
MARKET BZWBK VALUE
MONDAY (20 July)
No important data releases
TUESDAY (21 July)
14:00 HU Central bank decision % 1.40 - 1.50
WEDNESDAY (22 July)
16:00 us Home sales Jun m 5.4 - 5.35
THURSDAY (23 July)
10:00 PL Unemployment rate Jun % 10.4 10.4 10.8
11:00 PL Bond auction
14:30 us Initial jobless claims week k - - 281
FRIDAY (24 July)
3:45 CN Flash PMI — manufacturing Jul pts 49.8 - 49.4
9:30 DE Flash PMI — manufacturing Jul pts 52.0 - 51.9
9:30 DE Flash PMI — services Jul pts 54.0 - 53.8
10:00 EZ Flash PMI — manufacturing Jul pts 52.5 - 52.5
10:00 EZ Flash PMI — services Jul pts 54.2 - 54.4
16:00 us New home sales Jun k 540 - 546

Source: BZ WBK, Reuters, Bloomberg
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What’s hot this week — Summer lull, finally

Bank Zachodni WBK

Labour market trends
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= The registered unemployment rate for June will be Poland’s
only major data release this week. Our forecast is consistent
with the Labour Ministry’s flash estimate that points to another
drop of the jobless rate to 10.4%, its lowest since early 2009.

= The reading is not likely to have a significant impact on the
financial market. However, it will be interesting to see if the
official data confirm the Labour Ministry’s announcement of a
record surge in the number of new job offers, as this would
suggest that demand for labour remains strong and that the
recent disappointment in employment growth was more about
growing shortages of a skilled labour force than falling
momentum of economic growth.

Last week in the economy — Labour market disappointed, but economic activity is rising
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=The C/A surplus reached €1.2bn in May, surprising well to
the upside. The 12-month rolling C/A deficit now stands at
only 0.1% of GDP, the lowest since the mid-90s. Exports
reached €14.1bn (+9.7% YoY) and imports amounted to
€13.2bn (flat YoY). The foreign trade surplus reached
€946mn and was the highest since comparable data is
available.

=The inflation rate amounted to -0.8%YoY in June and its
rebound was mainly due to a low base effect, especially in
food and fuel prices. At the same time, there are no signs of
faster price growth fuelled by stronger consumer demand. We
also expect a gradual rise of CPI in the upcoming months, yet
it will most probably remain below zero until the end of Q3.
Core inflation ex food and energy prices fell to 0.2%YoY. In
contrast, PPI deflation in June was higher than expected
(-1.6%YoY), but we still cannot speak about rising cost
pressure on producers.

= The labour market numbers disappointed. Corporate sector
employment rose in June by merely 600 people MoM (and
0.9%YoY) and this was the weakest increase seen in that
month since 2009. This could have been due to the drying up
supply of qualified labour. The slowdown in wages (2.5%YoY)
may be due to a shift of bonus payments in mining. If true,
this would make the slowdown in wages only temporary.

= Growth of industrial output accelerated in June to 7.6%YaY,
and growth of retail sales in constant prices to 6.6%YoY,
confirming that the economic activity is rising, and weaker
results in last two months were mostly due to temporary
statistical distortions. Construction output disappointed and
fell by 2.5%YoY. We still assess that GDP growth in Q2 was
very close to that recorded in Q1 and reached c3.6%Yo0Y.

Quote of the week - There may be room to cut rates

Jerzy Osiatynski, MPC member, 17.07.2015, PAP

My intuition tells me (...) that there may be room to cut rates by 25-50bps.
But we should not make such a decision based on intuition. | guess that
keeping rates unchanged is the safest way right now.

Elzbieta Chojna-Duch, MPC member, 15.07.2015, Reuters

| support stabilisation of interest rates, as stable rates are valuable in an
environment of high uncertainty and volatility. However, an overly long
period of low rates may increase the risk of imbalances in the economy.
The possible fiscal policy easing in Poland can also trigger the need to
tighten monetary policy, at least slightly.

The two main doves from the MPC, Osiatynski and Chojna-Duch,
spoke in favour of keeping rates stable and it seems that this is their
baseline scenario. However, while Chojna-Duch warned that some
policy tightening could be needed should fiscal policy become more
relaxed, Osiatynski even sees some room for more monetary easing.
His opinion is of particular importance, as he is the only current MPC
member whose term does not end in 2016. Let us keep in mind that
the IMF recently said that further interest rate cuts in Poland were
justified. The PiS candidate for Prime Minister, Beata Szydto, also
said that the central bank should be more active in supporting
economic growth. In this context, our assumption of interest rate
hikes at the end of 2016 is becoming more and more questionable.
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Foreign exchange market — The zloty's upswing could continue
EURPLN

Zloty stronger versus euro ...
=Poland’s zloty benefited from the upswing in market
optimism following news from Greece (its agreement with the
428 - creditors, austerity measures approved by the Greek
424 parliament, a bridge loan worth €7bn agreed to by the
Eurogroup) and better-than-expected macro data from China.
The domestic macro data releases did affect the zloty too
416 1 much. As a consequence, EURPLN temporarily fell below
412 4 4.10, the lowest level since May. While the zloty gained
considerably versus the euro and the Swiss franc (by 2.1%
and 1.9%, respectively), it lost significantly against the British
404 7 pound (1.1% due to GBP strengthening against the EUR and
4.00 USD) and remained nearly unchanged against the U.S. dollar.
=|Last week saw the longest drop of EURPLN since late
January (7 sessions in a row). The last time a similar situation
took place was in December 2011, when EURPLN fell for 10
USDPLN and CHFPLN sessions in a row. The exchange rate is now oscillating near
44 - r 41 its support level of around 4.10. If EURPLN breaks this level,
it could fall towards 4.03 in the coming weeks. Improvement
in July’s flash PMI manufacturing for the euro zone and China
42 7 39 could further support the FX market rally, including the Polish
41 1 L 38 Zloty.
40 | | 37 ... just like its emerging market peers
29 /\J 26 =|n general, the emerging market currencies, including the
’ ' CEE region, firmed due to improvement in the global
38 35 sentiment, with the Chilean peso and South African rand
gaining the most (over 3% in weekly terms). As regards the
CEE currencies, the Hungarian forint underperformed the
36 1 33 Polish zloty (gaining lest than 1% vs. the euro), while the
35 32 Czech koruna was more or less stable, with a modest gap to
the floor at 27.0.
= The global market sentiment will be key for both HUF and
SDPLN (rhs) CZK this week, amid scarce important domestic events.
Further risk-on mode should support emerging market
1020 - Zloty and CEE currencies (1 July = 100) currencies, including HUF and CZK. In the case of HUF,
investors will also watch the Hungarian central bank meeting.
1010 | It is broadly expected that NBH will continue its monetary
easing and trim rates by 10 bp.

1000 + USD and GBP stronger due to rate hike expectations
= The European currency was under pressure over the past
99.0 1 week despite the agreement between Greece and its
\ creditors, and the EU’s green light for a bridge loan that could
help Greece avoid a default against the ECB. At the
beginning of the week, EURUSD rose towards 1.12, but the
rise was short-lived. The rest of the week saw EURUSD move
all the way down, temporarily reaching 1.085 as some
investors were quick to shift focus from Greece to the likely
——EURPLN EURHUF ——EURCZK U.S. rate hike later this year.
= GBP also gained considerably last week, supported by the
EURUSD and EURGBP BoE’s governor Mark Carney. He argued that the first rate
hike was getting closer. As a consequence, EURGBP
temporarily fell towards 0.696, the lowest since 2007.
This week’s macro calendar for both Europe and the U.S. is
very light, with the flash PMI for the European economies
being the key release. We think that these data should
confirm the gradual revival of the European economy and
support the euro. We think that EURUSD should move
sideways, with the important levels at 1.08 and 1.14.
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Interest rate market — Spreads could narrow

FRA - 3M WIBOR spread (bp) WIBOR stable, IRS and yields lower
2 —— FRA36-3M WIBOR *The 1-12M WIBOR rates did not change much last week,
— FRAGX9-3M WIBOR with only the longest rate rising 1bp. The end of the gradual
0 — upward trend in the money market rates coincided with the 2-
—FRA9X12-3M WIBOR 4bp drop in the short-term FRAs (after their rise in the second
2 | [k half of June). The market seemed to have been concerned
over the recent adverse developments in China, which
ﬁ somewhat reduced optimism about global economic growth.
-40 What is more, leaders of the main opposition party, Law and
Justice (PiS), suggested the central bank should be more
60 active in supporting economic growth, which also weakened
V’ expectations for rate hikes next year.
=The IRS and bond curves moved down last week, with the
-80 latter falling slightly more. IRS rates eased 7-12bp and bond
+ & 4+ & < 4 ¥ S 10 10 10 10 10 10 W0 A R .
>~ £ 5 » a5 = 8 £ 2 % 5 = £ 5 yields by 7-17bp with the biggest changes on the long end.
23> 23302388 &=<2 3 ° The 10Y asset swap spread narrowed by c5bp and failed to

break the 33bp resistance.

IRS - 6M WIBOR spread (bp) Spreads could narrow
=|n the first half of July, the FRA market stopped to price in
interest rate hikes within the next 12 months. It currently points
to only 55% odds for a 25bp rise in 15 months. This was
despite the rather hawkish signals from the Fed (Janet Yellen
repeated that rate hikes were likely this year) and the NBP
governor suggesting that monetary policy tightening in Poland
could take place in late 2016. We still expect the first 25bp hike
in Poland in 4Q16, which means that, under this scenario, the
recent decrease in FRAs and yields seems rather excessive.
However the recent changes in the environment (slower
inflation pickup, an IMF report suggesting more monetary
easing may be needed, PiS’ call for a more supportive central
bank) make our assumption about rate hikes in 2016 more and
more questionable.
= The risk of a Grexit has recently diminished significantly, but
40 o Folish asset swap spread and 10Y PL-DE bond spread .~ the impact on the interest rate market could be twofold. On the

one hand, the lower risk of global market turmoil should

200 -

——10Y IRS - 6M WIBOR ——5Y IRS - 6M WIBOR

3 290 support the higher-risk assets that have recently been under
30 270 pressure from the tensions in the euro zone. On the other
2 hand, however, the market’s attention could now shift to the

250 Fed and the looming U.S. rate hikes could push market rates up.
20 230 = Nevertheless, the recent agreement on the Greek bailout
15 terms diminishes the credit risk and so we think that the Polish

210 10Y asset swap spread could start narrowing again. The
spread did not break its long-term resistance and it could now
head south towards the 20bp area.

0 170 = The third chart shows that, in the recent months , the Polish
asset swap spread and the 10Y PL-DE spread trended in the

5 190

B it st o anss0ocorse e 10 same direction. With lower risk aversion (and lower credit risk),
TS S ST S533S 008000 c 8T8 22T5SS . .
SRl ==I==20JIonZZ00 === >> Polish bonds could perform better than Bunds and this could
TRTORBoQE NRNNETRESsROTNSBITR lead to further declines in the 10Y spread
——10Y PL asset swap spread = 10Y PL-DE spread (rhs) p i

= The second bond auction planned for this month will be held
10Y spreads vs. Bunds this week. At the first tender, the Finance Ministry sold debt
worth over PLN2.4bn and the results were well-received by the
market. The liquidity conditions are very supportive in July as
nearly PLN11lbn will flow into the market next week from
redemptions and coupon payments. The recent strengthening
of the Polish bonds gives the Ministry a wide range of bonds to
choose from at this week’s auction. As we have already
mentioned in the previous reports, the last few auctions
targeted domestic players as they were the main holders of the
bonds offered. Now the market sentiment has improved and
from the on-the-run series, the non-residents held 65% of
DS0725 outstanding at the end of June. This bond was last
time issued in June and so it could be among the bonds
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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 prote ction 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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