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Short ELUR/PLN: Central Bank to turn hawkish

o We see fundamentals as supportive of PLN and see a pivot from the central bank
in July as a catalyst for this to strengthen PLN.

e We add a short EUR/PLN to the Danske FX Trading Portfolio.
o The key risk is the lack of a hawkish shift and/or a strong decline in EUR/USD.

In Poland, the easing of restrictions amid an increasing level of vaccinations has led to a
resumption in activity, which is now at the highest level since the start of the COVID-19
crisis. Meanwhile, core inflation has accelerated to 4.0%, given also the high weight of
goods in the CPI basket. PLN has remained a laggard among risk assets and the central
bank has been very dovish. We see fundamentals as supportive of PLN and see a pivot from
the central bank as a catalyst for this to strengthen PLN. We thus add a short EUR/PLN.

The NBP may be about to change its accommodative monetary policy stance. Following
the June meeting, governor Glapinsky said that the update of macro/inflation projections in
early July will be important for the trajectory of monetary policy. There was also a slight
change in his rhetoric on possible rate hikes, as he did not repeat his usual message that
rates will remain unchanged until mid-next year. Instead, he only mentioned that an
imminent rate hike was not needed. We think the NBP will raise the inflation trajectory
somewhat in the updated July projections, which might be followed by a hawkish twist by
NBP. We also expect a hawkish twist in the accompanying statement.

Looking beyond domestic drivers as a catalyst, we see the global macro recovery as
remaining supportive of risk assets. The post-FOMC dollar strength also spilled into
weakness in PLN and we like the notion of using this to enter a long PLN. There has always
been a large beta from EUR/USD to EUR/PLN but we expect spot dollar to be more range
bound in the very near-term, following the shift to 1.19, while forecasting 1.15 in 12M.

In our view, there are two key risks to this trade. Firstly, though we see less need for dovish
tones, the NBP may want to take its time before turning hawkish and such a pivot is in our
view key to taking PLN higher. If so, we may even see a rising EUR/PLN as high inflation
is passed on to spot FX. Secondly, the dollar has strengthened after the FOMC and if this
continues, it will probably be a headwind in taking EUR/PLN lower.

In conclusion, Poland is in the first group of countries to normalise GDP, unemployment
and production after the COVID shock. Cyclically, the economy is firing on all cylinders
and inflation is hot. In our view, global and domestic factors are turning increasingly
positive for PLN, at a point in time where PLN is somewhat weak. Hence, we add a short
EUR/PLN to the Danske FX Trading Portfolio. This adds to our present long in CZK and
our general view that Eastern Europe has idiosyncratic drivers, which are able to buffer
minor moves in global risk sentiment and the dollar. We target 4.37 and not a full
normalisation to e.g. 4.25 as spot has in our view seen a level shift in the fair-value, on the
back of a minor shift in relative wages and price levels.

Important disclosures and certifications are contained from page 3 of this report.

Short EUR/PLN spot

e Spot ref. 4.5269
¢ Hard stop loss 4.6300

e Hard target 4.3700
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Open trades

Trade

Opened

Entry

Closed

Current

Short NOK vs USD and EUR (equal weighted) 06/04/21 10000 10073 07%

Long GBP/CHF via 6m call 26/04/21 12700 12821 02%

Short EUR/CZK spot 18/05/21 254240 254170 00%

Source: Danske Bank

Closed trades

Trade Opened Entry Closed Close level PnL
Short CAD/NOK spot 02/12/20 68516 11/02/21 66623 28%
Long EUR/HUF spot 02/12/20 357.8500 26/02/21 361.7000 0.7%
Short EUR/NOK via 3M 10.45-11.00risk reversal 02/12/20 10.7019 25/02/21 101913 25%
Long RUB spot vs HUF, TRY, ZAR 02/12/20 100.0000 03/11/21 103.1834 1.0%
Short AUD/USD spot 08/03/21 0.7681 18/03/21 0.7832 -2.0%
Long trade weighted EUR and JPY basket 02/12/20 100.0000 18/03/21 946145 -4.4%
Long NOK/SEK spot 11/02/21 09820 24/03/21 0.9930 1.2%
Short EUR/GBP spot 02/12/20 0.9048 07/04/21 0.8650 4.8%
Long USD/JPY 3M ATMS call 23/02/21 10521 21/04/21 108.00 1.4%
Long EUR/HUF spot 07/03/21 360.32 17/05/21 354.80 -1.7%
Short EUR/USD via sold 6M 1.1800-1.2059-1.2350seagull =~ 02/12/20 1.2059 02/06/20 1.1945 -12%
Long USD/SEK via 6M 8.5328-9.0000 call spread 02/12/20 85328 02/06/20 84785 -1.8%
Sell EUR/USD 3week straddle 25/05/21 12259 1.1945 0.0%

Source: Danske Bank
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Disclosures

This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The authors of this research report
are Lars Sparresg Merklin, Senior Analyst, and Jakob Ekholdt Christensen, Chief 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 of the compensation
of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed
in the research report.

Regulation
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Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation
by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based
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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 of interest and to ensure the provision of high-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 request
that might impair the objectivity and independence of research 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, but do 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.

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 a solicitation of an 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 representation or
warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy,
completeness or reasonableness of the 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 limitation any loss of profits, arising from reliance 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 of any such change nor of any other changes related to the information provided in this research
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.

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.
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Disclaimer related to distribution in 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 this research report in connection with distribution in the United States solely
to ‘U.S. institutional investors’.

Danske Bank A/S is not subject 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 of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument
may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial
instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S.
Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S.
Securities and Exchange Commission.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this document is for distribution only to (1) 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 persons should not act or rely
on this document or any of its contents.

Disclaimer related to distribution in the European Economic Area

This document is being distributed to and is directed only at persons in member 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 in the 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 not act or rely on this document or any of its contents.
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