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Central bank to keep rates stable

Stability of rates broadly expected. Central bank to publish new growth and inflation projection.
Disappointing PMI reading for October puts into question economic growth in quarters to
come. 2Y yield reacted sharply to weaker PMI and inflation.

Analyst(s): .
Malgorzata Krzywicka Watch this week

malgorzata.krzywicka@erstegroup.com

Katarzyna Rzentarzewska November 4 | PMI dissapoints in October
katarzyna.rzentarzewska@erstegroup.com

The PMI arrived at 45.6 in October, marking the strongest downturn in
manufacturing since mid-2009. Although the PMI has not been the best
gauge of GDP growth, October’s reading suggests a rather pessimistic
outlook for the quarters to come and the scale of the slowdown could be
bigger than previously anticipated. Moreover, the expectations for
production (12-month outlook) are the weakest since the series began in
2012. We keep our call for 3Q19 GDP growth at 4.0% y/y (due next week)
but a slide below 4% cannot be ruled out.

November 6 | Central bank to stay dovish

The MPC meeting should bring no surprises, as it is broadly expected that
rates will remain stable. Moreover, the basic findings of the new inflation
and growth projection will be presented. We are less optimistic than the
National Bank and thus expect to see a downward revision of the growth
projection. The inflation path will depend on assumptions regarding next
year’s energy prices development.

National Bank of Poland more optimistic on growth
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e Flash inflation arrived at 2.5% y/y (0.2% m/m) in October.
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Market developments

Bond market drivers | 2Y yield reacts to lower inflation and PMI

Last week, development on the short end of the curve was more interesting,
with the 2Y yield going down by almost 10bp. Low flash inflation and the
weak PMI reading for October (released today in the morning) put
downward pressure on the 2Y yield, reflecting the gloomier outlook. Despite
this, FRAs hold steady, pointing to stable monetary policy in the months to
come. On the long end, the 10Y yield went down by around 5bp during the
week closely flowing German Bund development. The spread over the 10Y
Bund narrowed further and holds below 235bp. The central bank meeting
should be a non-event for the markets, as stability of rates is broadly
expected. The yield curve might get some direction from the new inflation
and growth projection, especially in light of the weak PMI reading. As far as
global markets are concerned, there is no major macro news this week.

FX market drivers | Zloty returns to downward trend

After short-lived stabilization, the EURPLN returned to its downward move
as the zloty appreciated by almost 0.6% against the EUR over the course of
the week. Despite lower liquidity at the end of the week (due to the public
holiday), the zloty benefited from global risk-on mode and strengthened
further. We see the recent strong appreciation of the zloty as a market
overreaction and there is likely not much space for further strengthening.
This week, the EURUSD will likely get its direction from last week’s
important US releases, namely the labor market report and the ISM index.

EURPLN

4.45

4.4

4.3
4.25

4.2

4.15
6-A 17-s 29-Oct 4Q19 1Q20 2Q20 3Q20
1-Sep 1-Oct 1-Nov Ug ® Q Q Q Q

——EURPLN —*— Forecast

Source: Bloomberg, Erste Group Research

CEE Macro & Fl Research

Page 2



Erste Group Research

CEE Country Update | Poland | Weekly Focus

4. November 2019

Upcoming in CEE
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No releases scheduled
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Comment

Despite low growth in the Euro Area, foreign demand is still
relatively sound, which in turn has been affecting trade balance.

Policy rate to remain flat.

Flat monetary policy rate as the NBR is trying to balance
domestic inflationary pressures with the ECB\'s dovish stance.

Higher pensions in September (+15%) and improving consumer
sentiment according to EC\'s survey.

In September, industrial production was significantly affected by
calendar effect. After adjustment for different number of working
days, we expect industrial output to be slightly negative in yly
terms, mainly due to weak German data.

The base effect from last year and still strong consumer
confidence indicators imply high retail sales figures for
September.

After a disappointing few months (despite the good labour
market situation), retail sales development could have stabilised
in September.

Wages in private sector increased faster than those in public
area in recent months as government\'s loose income policy is
nearing an end.

Due to sound labor market, growth of retail sales is still relatively
high. Moreover, the September figure will be positively
influenced by higher number of working days.

Due to gradual weakening of inflation and risks in the world
economy, we expect the CNB to keep rates stable in November.
During the meeting, Czech central bankers will discuss pros and
cons of two scenarios (stability or a hike).

Business confidence indicators are pointing towards further
slowdown in the industrial performance

The headline CPI rate might have remained flat in October,
before another rising expected for November and December.

The relatively high monthly index could mainly be explained by
fuel price increase.

Foreign trade balance should inch up after a more volatile
summer but a major improvement will be hindered by clouded
external environment.

Industrial production growth, following mild increase in August,
expected to slightly accelerate in September
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Market forecasts

Government bond yields

current 2019Q4 2020Q1 2020Q2 2020Q3

Croatia 10Y 0.5
spread (bps) 85
Czechia 10Y 14
spread (bps) 173
Hungary 10Y 1.9
spread (bps) 229
Poland 10Y 2.0
spread (bps) 232
RomanialQyY 4.2
spread (bps) 455
Slovakia 10Y 0.1
spread (bps) 44
Slovenia 10Y 0.09
spread (bps) a7
Serbia 5Y 2.7
spread (bps) 303
DE10Y -0.4
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Croatia 0.42
Czechia 2.18
Hungary 0.20
Poland 1.71
Romania 2.99
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FX

EURHRK 7.45
forwards

EURCZK 25.51
forwards

EURHUF 328.30
forwards

EURPLN 4.26
forwards

EURRON 4.75
forwards

EURRSD 117.50
forwards

EURUSD 1.12

Key Interest Rate
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Disclaimer

This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated
subsidiaries "Erste Group") independently and objectively as other information pursuant to the Circular of the Austrian Financial
Market Authority regarding information including marketing communication pursuant to the Austrian Securities Supervision Act.
This publication serves interested investors as additional source of information and provides general information, information
about product features or macroeconomic information without emphasizing product selling marketing statements. This
publication does not constitute marketing communication pursuant to Art. 36 (2) Austrian Securities Supervision Act as no direct
buying incentives were included in this publication, which is of information character. This publication does not constitute
investment research pursuant to § 36 (1) Austrian Securities Supervision Act. It has not been prepared in accordance with legal
requirements designed to promote the independence of investment research and it is not subject to the prohibition on dealing
ahead of the dissemination of investment research. The information only serves as non-binding and additional information and is
based on the level of knowledge of the person in charge of drawing up the information on the respective date of its preparation.
The content of the publication can be changed at any time without notice. This publication does not constitute or form part of,
and should not be construed as, an offer, recommendation or invitation to subscribe for or purchase any securities, and neither
this publication nor anything contained herein shall form the basis of or be relied on in connection with or act as an inducement
to enter into any contract or inclusion of a security or financial product in a trading strategy. Information provided in this
publication are based on publicly available sources which Erste Group considers as reliable, however, without verifying any such
information by independent third persons. While all reasonable care has been taken to ensure that the facts stated herein are
accurate and that the forecasts, opinions and expectations contained herein are fair and reasonable, Erste Group (including its
representatives and employees) neither expressly nor tacitly makes any guarantee as to or assumes any liability for the up-to-
dateness, completeness and correctness of the content of this publication. Erste Group may provide hyperlinks to websites of
entities mentioned in this document, however the inclusion of a link does not imply that Erste Group endorses, recommends or
approves any material on the linked page or accessible from it. Neither a company of Erste Group nor any of its respective
managing directors, supervisory board members, executive board members, directors, officers of other employees shall be in
any way liable for any costs, losses or damages (including subsequent damages, indirect damages and loss of profit) howsoever
arising from the use of or reliance on this publication. Any opinion, estimate or projection expressed in this publication reflects
the current judgment of the author(s) on the date of publication of this document and do not necessarily reflect the opinions of
Erste Group. They are subject to change without prior notice. Erste Group has no obligation to update, modify or amend this
publication or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast
or estimate set forth herein, changes or subsequently becomes inaccurate. The past performance of securities or financial
instruments is not indicative for future results. No assurance can be given that any financial instrument or issuer described
herein would yield favorable investment results or that particular price levels may be reached. Forecasts in this publication are
based on assumptions which are supported by objective data. However, the used forecasts are not indicative for future
performance of securities or financial instrument. Erste Group, its affiliates, principals or employees may have a long or short
position or may transact in the financial instrument(s) referred to herein or may trade in such financial instruments with other
customers on a principal basis. Erste Group may act as a market maker in the financial instruments or companies discussed
herein and may also perform or seek to perform investment services for those companies. Erste Group may act upon or use the
information or conclusion contained in this publication before it is distributed to other persons. This publication is subject to the
copyright of Erste Group and may not be copied, distributed or partially or in total provided or transmitted to unauthorized
recipients. By accepting this publication, a recipient hereof agrees to be bound by the foregoing limitations.
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