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Dovish NBP and external headwinds capping PLN upside

e The dovish signals from the NBP have made us a bit more cautious on the prospects
of substantial tightening despite inflation staying elevated.

e Ourbase-caseisstill thatthey will turn more hawkish in November, but our conviction
has declined. We have consequently raised the trajectory for EUR/PLN.

o Persistently elevated unit labour costs, rapid rise in US yields and Dollar or
furthersouring of the risk sentiment remain key upside risksfor EUR/PLN.

While activity in the Polish economy remains brisk, the delta variant and a stalling
vaccination process have turned the NBP more cautious, challenging the market’s hawkish
pricing of returning to 1.0 % within one year.

We still see a case for higher rates and more hawkish NBP in November, although with
less conviction. Core inflation remains above NBP’s target range (1.5% to 3.5%) at 3.9%
yly,and the prolonging supply chain challenges and rising energy prices pose upside risks
to near-term outlook. Rising inflation expectations and unit labor costs strengthen the view
of persisting inflation beyond the pandemic’s transitory effects (Chart 1). Yet, governor
Glapinsky sees the price pressures as temporary and driven by supply shocks outside the
remit of monetary policy. This carries considerable risk in our view as supply side driven
prices pressures can still lead to higher wage demands and more chronic inflation.

While we do not see the case yet for revising our expectation for the fundamental fair value
of EUR/PLN, a failure to respond to higher inflation would imply a level shift higher. The
real effective exchange rate of PLN is still in “undervalued” territory (chart 2) but this has
been due to the weakening of the spot. The terms of trade is hit by higher gas and oil prices,
which together with therise in ULC relative to Euro Area is worsening the current account.

Poland’s large external refinancing needs leave PLN exposed to rise in US yields/dollar.
Risks of further souring in global risk sentiment, EU tensions and the Covid-situation also
loom in the background, especially given NBP’s focus on the pandemic developments. In
light of the above we have turned more cautious on the upside potential for PLN in the
latest FX update, targeting the EUR/PLN at 4.55 in 3M (instead of 4.48).

Chart 1: Elevated ULC pose an upside risk to
inflation unless NBP reacts

Chart 2: Real Effective Exchange Rate
remains below trend thanks to weaker spot
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Important disclosures and certifications are contained from page 5 of this report.

e EUR/PLN We expect modest
strengthening of PLN given the continuing
reopening of the economy and possibility
of a more hawkish central bank

o EUR/HUF likely bottoming out around
350’s. The hawkish central bank has
likely been fairly reflected in spot now.

e EUR/CZK should go lower. Risks are
tilted towards more CZK strength as
economy recovers and central bank
raises interest rates.

e USD/RUB has moved lower amid higher
commodity prices and fading geopolitical
risks related to the Ukrainian situation.

e USD/TRY tomove higher as pricing of a
regime shift has faded.

e USD/ZAR has movedlower as investors
have been pushed to hunt for yield and
amid higher commodity prices. \We do not
expect thistolast through 2021: Chinese
credit tightening & weak fundamentals
are likely to become new themes.

e USD/CNY torise from here on the back
of overall USD appreciation

e USD/INR recovered after a pandemic
related spike in April. Slight weakening
ahead as USD strengthens

Find our most recent FX Forecast Update for
G10 and emerging markets here. See also
our weekly FX Essentials publication.
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What-to-watch: Growth, vaccines, China and elevated asset prices amid uncertainty

Source: Danske Bank

Reopening of economies supported by The case for a stronger TRY is now over
vaccines and warmer weather boost global and we expect moderate weakening.
growth during Q2. Relative picture of Slowing growth in Asia with higher US
Chinese outperformance will reverse in yields is negative for most EM FX but we
favor of US during 2021. maintain a positive view on RUB

PMls and peak in commodity prices signal . While DM economies are expected to
that Chinese growth momentum is already reopen during Q2, EM picture remains
moderating. \We expect GDP growth to mixed. Most EM countries still rely on the
aligh with pre-corona trend as fiscal Chinese vaccines

i i i continue

Moderating Chinese growth limits upside for commodity prices and EM FX
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2021 generally brings GDP-recovery versus 2020
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Danske Bank EM FX forecast vs majors: USD and EUR

usob
Spot +1m +3m +6m +12m

UusD/PLN 3,929 391 3,92 3,96 3,98
UusD/HUF 306 306 306 316 321
usb/CZK 21,759 20,85 21,81 22,02 22,12
UsD/RUB 72,684 72,00 72,00 71,00 70,00
UsD/TRY 8,845 8,80 9,00 9,20 9,40
UsD/ZAR 15,076 15,00 15,00 15,50 16,50
Usb/CNY 6,46 6,95 6,60 6,70 6,80
USD/INR 73,84 74,50 74,50 75,00 76,00
EUR

Spot +1m +3m +6m +12m
EUR/PLN 4,595 4,58 4,55 4,52 4,50
EUR/HUF 358 355 355 360 363
EUR/CZK 254 24,4 25,3 25,1 25,0
EUR/RUB 85,0 84 84 81 79
EUR/TRY 10,35 10,3 104 10,5 10,6
EUR/ZAR 17,63 17,6 17,4 17,7 18,6
EUR/CNY 7,56 7,66 7,66 7,64 7,68
EUR/INR 86,4 87,2 86,4 85,5 85,9

Source: Danske Bank
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Danske Bank EM FX forecast vs Scandies: DKK, SEK and NOK

DKK

Spot +1m +3m +6m +12m
PLN/DKK 1,62 1,62 1,64 1,65 1,65
HUF/DKK 2,08 2,09 2,10 2,07 2,05
CZK/DKK 0,29 0,30 0,29 0,30 0,30
RUB/DKK 8,75 8,83 8,91 9,20 941
TRY/DKK 0,72 0,72 0,71 0,71 0,70
ZAR/DKK 0,42 0,42 0,43 0,42 0,40
CNY/DKK 0,98 0,97 0,97 0,97 0,97
INR/DKK 0,086 0,085 0,086 0,087 0,087
SEK

Spot +1m +3m +6m +12m
PLN/SEK 2,21 2,23 2,24 2,28 2,33
HUF/SEK 2,84 2,87 2,87 2,86 2,89
CZK/SEK 0,40 0,42 0,40 041 0,42
RUB/SEK 0,12 0,12 0,12 0,13 0,13
TRY/SEK 0,98 0,99 0,98 0,98 0,99
ZAR/SEK 0,58 0,58 0,59 0,58 0,56
CNY/SEK 1,346 1,331 1,332 1,349 1,366
INR/SEK 0,118 0,117 0,118 0,120 0,122
NOK

Spot +1m +3m +6m +12m
PLN/NOK 2,19 2,25 2,29 2,35 2,33
HUF/NOK 2,81 " 290 " 293 " 294 2,89
CZK/NOK 0,40 0,42 041 0,42 0,42
RUB/NOK 0,12 0,12 0,12 0,13 0,13
TRY/NOK 0,97 1,00 1,00 1,01 0,99
ZAR/NOK 0,57 0,59 0,60 0,60 0,56
CNY/NOK 1,332 1,344 1,358 1,388 1,366
INR/NOK 0,117 0,118 0,120 0,124 0,122

Source: Danske Bank
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Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The authors ofthis research report
are Lars Sparresg Merklin, Senior Analyst, and Jakob Christensen, Head of Macro & Emerging Markets Research
and Antti Oskari llvonen, Analyst.

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views expressed in the
research report accurately reflect the research analyst’s personal view about the financial instruments and issuers
covered by the research report. Each responsible research analyst further certifies that no part ofthe compensation
of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed
in the research report.

Regulation

Authorised and regulated by the Danish Financial Services Authority (Finanstilsynet). Deemed authorised by the
Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation
by the Prudential Regulation Authority. Details ofthe Temporary Permissions Regime, which allows EEA -based
firms to operate in the UK for a limited period while seeking full authorisation, are available on the Financia
Conduct Authority’s website.

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities
Dealers Association.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts ofinterest and toensure the provision ofhigh-quality
research based on research objectivity and independence. These procedures are documented in Danske Bank’s
research policies. Employees within Danske Bank’s Research Departments have been instructed that any req uest
that might impair the objectivity and independence ofresearch shall be referred to Research Management and the
Compliance Department. Danske Bank’s Research Departments are organised independently from, and do not
report to, other business areas within Danske Bank.

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes
investment banking revenues, butdo not receive bonuses or other remuneration linked to specific corporate finance
or debt capital transactions.

Financial models and/or methodology used in this research report

Calculations and presentations in this research report are based on standard econometric tools and methodology as
well as publicly available statistics for each individual security, issuer and/or country. Documentation can be
obtained from the authors on request.

Risk warning

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis
of relevant assumptions, are stated throughout the text.

Expected updates
Monthly.

Date of first publication
See the front page of this research report for the date of first publication.

General disclaimer

This research has been prepared by Danske Bank A/S. It is provided for informational purposes only and should
not be considered investment, legal or tax advice. It does not constitute or form part of, and shall under no
circumstances be considered as, an offer to sell or asolicitation ofan offer to purchase or sell any relevant financial
instruments (i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned
herein and/or options, warrants, rights or other interests with respect to any such financial instruments) (‘ Relevant
Financial Instruments”).

This research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank A/S considers to be reliable but Danske Bank A/S has not independently verified the contents hereof
While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representationor
warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy,
completeness or reasonableness ofthe information, opinions and projections contained in this research report and
Danske Bank A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss,
including without limitationany loss of profits, arising fromreliance on this research report.

The opinions expressed herein are the opinions of the research analysts and reflect their opinion as of the date
hereof. These opinions are subject to change and Danske Bank A/S does not undertake to notify any recipient of
this research report ofany such change nor ofany other changes related tothe information provided in thisresearch
report.

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom
(see separate disclaimer below) and retail customers in the European Economic Area as defined by Directive
2014/65/EU.

5| 1 October 2021

https://research.danskebank.com




Emerging Markets Monthly

This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’s prior
written consent.

Disclaimerrelatedto distributionin the United States

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets
Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related
interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for
distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske
Markets Inc. accepts responsibility for thisresearch report in connection with distributioninthe United States solely
to ‘U.S. institutional investors’.

Danske Bank A/S is notsubject to U.S. rules with regard to the preparation of research reports and the independence
of research analysts. In addition, the research analysts of Danske Bank A/S who have prepared this research report
are not registered or qualified as research analysts with the New York Stock Exchange or Financial Industry
Regulatory Authority but satisfy the applicable requirements ofa non-U.S. jurisdiction.

Any U.S. investor recipient ofthis research report whowishes to purchase or sell any Relevant Financial Instrument
may do so only by contacting Danske Markets Inc. directly and should be aware thatinvesting in non-U.S. financia
instruments may entail certain risks. Financial instruments ofnon-U.S. issuers may not be registered with the US.
Securities and Exchange Commission and may not be subject to the reporting and auditing standards ofthe U.S.
Securities and Exchange Commission.

Disclaimerrelatedto distributionin the United Kingdom

In the United Kingdom, this document is for distribution onlyto (I) persons who have professional experience in
matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the “ Order’); (I1) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (111) persons who are an elective professional client or a per se professional client under Chapter 3 of
the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In
the United Kingdom, this document is directed only at Relevant Persons, and other personsshould not act or rely
on this document or any ofits contents.

Disclaimerrelatedto distributionin the European Economic Area

This document is being distributed to and is directed only at persons inmember states of the European Economic
Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus Regulation
(Regulation (EU)2017/1129) (‘Qualified Investors”). Any person inthe EEA who receives this document will be
deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to
have represented and agreed that it has not received this document on behalf of persons in the EEA other than
Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the
investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/S will rely on the truth
and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified
Investor should notact or rely on thisdocument or any ofits contents.
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