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Our view in a nutshell

Fundamentals m Polish economy continues to show great resilience to global slowdown and Polish consumers seem unfazed by pretty
much anything. This prompts us to revise our forecasts again, in addition to the effects of the new tax & transfer package
(worth 1.0% GDP this year and as much as 1.8% GDP next year). We are now forecasting 2019 growth at 4.5% y/y
(prev. 4.1%) and 2020 growth at 4.0% y/y (prev. 3.8%).

m Core inflation is projected to rise steadily, but CPI inflation is likely to stay low and undershoot the MPC target in 2019.
Electricity prices were frozen, but there are many other administered prices that will rise this year. Second round effects
after surge in electricity costs on the firms’ side will be marginal, though. With low food and fuel prices, the beginning
of the year will be marked by low inflation. The uptrend later depends on core inflation accelerating.

m The MPC is now talking about holding rates steady until 2021 (the end of most members’ term) and — given the overall
environment (both global and local factors) — we concur. We don’t expect any rate changes in Poland in the foreseeable
future. Fiscal stimulus tilts the balance of risks to the upside.

m General government deficit was likely the lowest in history in 2018. From 2019 onwards deficits are likely to head
higher. However, the procyclicality of fiscal revenues ensures a modest increase in the deficit.

m The PLN proved to be exceptionally resilient in recent months: neither the increase in global rates, nor their subsequent
Financial markets decline and violent repricing of monetary policy expectations managed to break it out of the narrow, 2.5% range vis-a-
vis the euro.

m Fiscal stimulation is both a blessing and a curse for the PLN. Over the short term, fiscal stimulus and expectations of a
monetary offset should be PLN-positive. New wave of forecast revisions and dovish central banks globally also support
PLN strength. However, if no monetary offset arrives and the economy begins to overheat, weaker currency is the only
rebalancing mechanism left. For this scenario to play out we need to see inflation. Lots of inflation. With CPI much
below 2.5% the story appeals on to speculative minds.

2019 F 2020 F

mBank forecasts

GDP yly (%) 3.8 3.0 4.8 5.1 45 4.0
CPI Inflation y/y (average %) -0.9 -0.6 2.0 1.6 1.6 25
General government balance (%GDP) -2.7 -2.2 -1.4 -0.2 -0.7 -1.1
Current account (%GDP) -0.6 -0.5 0.2 -0.6 -1.2 -1.4
Unemployment rate (end of period %) 9.8 8.2 6.6 5.9 5.5 4.9
Repo rate (end of period %) 1.5 1.5 1.5 1.5 1.5 1.5
2018 2018 2018 2018 2019 2019 2019 2019
Q1 Q2 Q3 Q4 Q1 F Q2 F Q3 F Q4 F
GDP yly (%) 5.3 5.1 5.1 4.9 4.4 45 4.5 4.4
Individual consumption y/y (%) 4.7 4.9 4.5 4.3 4.2 41 4.5 4.9
Public Consumption y/y (%) 3.0 3.5 3.6 4.0 4.4 4.2 4.0 4.0
Investment y/y (%) 8.2 4.7 9.9 6.7 5.0 5.0 4.0 3.0
Inflation rate (% average) 1.5 1.7 1.9 1.4 1.2 1.5 1.6 2.0
Unemployment rate (% eop) 6.6 5.9 5.7 5.9 5.9 5.4 5.3 5.5
NBP repo rate (% eop) 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50
Wibor 3M (% eop) 1.70 1.70 1.72 1.72 1.72 1.72 1.72 1.72
2Y Polish bond yields (% eop) 1.49 1.63 1.56 1.35 1.69 1.33 1.35 1.37
10Y Polish bond yields (% eop) 3.18 3.22 3.24 2.83 2.84 2.85 2.96 3.12
EUR/PLN (eop) 4.21 4.37 4.28 4.29 4.30 4.30 4.25 4.25
USD/PLN (eop) 3.42 3.74 3.69 3.74 3.84 3.77 3.70 3.66

F - forecast
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Economics

Interest rates in Poland on hold, as expected

As expected, the MPC left rates on hold. Flat rates are still
the preferred scenario for the future. During the conference we
learned that the recently announced fiscal package is about to
lift GDP growth (also from supply side as tax cuts increase the
labor supply) and to some extent also inflation. However, the
global economy is disinflationary and any local inflationary im-
pulse is going to be treated as transitory.

Looking from a different angle, what would you expect form the
MPC? Economy evolves exactly as indicated by inflation projec-
tions. It is quite natural that it is going to mobilize some more
hawkish members to be more vocal as inflation rises but - in the
end - the current consensus was coined under the assumption
that inflation is going to rise but within acceptable limits. Only
a sharp and unexpected rise beyond the path indicated by the
projection should escalate expectations for monetary tightening.
Our baseline still favors flat rates. We think that the MPC is go-
ing to be very tolerant towards higher inflation, as it was for low
and even negative inflation. It suits nicely with the seemingly
new central bank paradigm (better to have inflation than defla-
tion). Last but not least, as inflation accelerates beyond central
bank target in 2020 (as we expect), economy is going to already
be in a slowdown phase of the business cycle with additional
risks imposed by the end of EU budget (2014-2020). Any infla-
tion generated beforehand is going to be treated as transitory,
regardless of the state of the global economy (which is cyclically
advanced t00).

PMI rebounds a bit

In March, Polish manufacturing PMI surprised to the upside,
having risen from 47.6 to 48.7 (consensus 47.4-47.5; our fore-
cast at 48.6).
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——Poland Manufacturing PMI —PMI: New orders

The rebound in the PMI was primarily driven by better assess-
ment of output and new orders. The latter, in turn, was entirely
due to strong increase in domestic orders, since new export or-
ders have been falling at the fastest rate since June 2009. Head-
line PMI was dragged by worse employment prospects (lowest
since April 2013). A sub-50 reading in both orders and output
unsurprisingly led to a decline in backlogs of work and company
purchases. Interestingly, stocks of final goods have continued to
accumulate (which is quite exceptional for this series). To com-

mBank.pl

plete the picture of the economy, we will also note that deliv-
ery times have not shortened despite lower pressure on supply
chains. Also, input costs and output prices have continued to
rise at a solid pace.
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As usual, it is worth noting that the PMI has been a poor pre-
dictor of GDP growth and hard data in general. In case of GDP
growth, using the PMI has resulted in a total failure, while alter-
native sentiment indicators from Statistics Poland and EC’s ESI
were spot on when determining both the pace of the slowdown
and actual economic growth (and no, the PMI is not a leading
indicator). For the first quarter, the latter two are pointing to a
4.7-4.8% yly figure, while the PMI points to sub-3% growth. If
we take into account the nascent signs of a recovery in global
growth (Chinese data, European services PMls, industrial com-
modity prices, etc.) and the surge in consumer sentiment in
February and March, it is entirely possible that the Polish econ-
omy might not show any meaningful signs of a slowdown this
year.
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Fixed income

IRS curve
. 2,4
Three weeks without new supply
Today, the Ministry of Finance sold PLN 4.5b of bonds, demand 2,2 1
was only 6.7b. After the auction yields went a bit higher.
POLGBs/Bund is also much higher than a few weeks ago. Until 20 |
April 25th there will be no new supply from Ministry. ASWs '
are wide: PS0424/5y trades above 20 bps. FRNs have also
cheapened: WZ0524 trades at Wibor+24 bps. 1,8 1
PS0424/5y is 22 bps, WS0428/10y is 44 bps. PS0424/WS0428 1,6 1
is 57 bps. WS0428/Bund is 282 bps.
DS1020 is trading at 1.57% (1 bps down), PS0424 is trading at 14 1Y 2y 3Y 4y s5Y &Y 7Y 8Y 9y 10Y
2.24% (8 bps up) and WS0428 is trading at 2.81% (10 bps up).
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During the MPC meeting this week we had the same statement
as usual. The economy is in perfect shape, with solid growth

and low inflation. Therefore, the MPC reiterates that rates might
stay at the current level for an extended period. Polish rates

bounced back from range lows in tandem with core rates. At the
moment it feels like we are in the middle of the historical range.

It's the beginning of the month so cash should stick close to 1.50.

Middle of the range
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Forex EURPLN volatility
Spot — EUR/PLN — consolidation in the range The 75 - 25
4.2850 - 4.3100 EUR/PLN range held for another week, with
4.30-ish being the natural magnet for the cross. And there is very 7,0 1 5o
little to say about that, EUR/PLN is being dragged and pulled by 6,5 '
flows sparked by the global market sentiment. The still dovish 6.0 s
rhetoric from the MPC, which is convinced that it will keep rates ! '
unchanged over a longer horizon. On the whole, there is a risk- 5,5 1 o
on mood in the market. Upticks in Chinese and Europe data, 5,0 '
headlines on progress in U.S.-China trade talks and the chances
for a Brexit compromise in the UK parliament are behind the bet- 437 F0s
ter sentiment. But to be very honest, EUR/PLN is treading water 4,0 +
and we think it will continue... 35 - [ 0.0
Opts — EUR/PLN vols - little lower The EUR/PLN vol 3,0 -0,5
curve melted a little as spot was really calm and there are some Sep-17 Dec-17  Apr-18  Jul-18  Oct-18 Jan-19
factors which lifted risk appetite globally. EUR/PLN ATM mid Sorend Svs Ty S35
today is 3.85% (0.4% lower), 3 month is 4.15% (0.2% lower)
and, finally, 1 year fixed at 4.9% (0.2% lower). The skew is at
the same level as week ago. The currency spread (difference
between USD/PLN and EUR/PLN) moved higher by around
0.25%.
EUR/PLN volatility curve

Short-term forecasts 2
Main supports / resistances:
EUR/PLN: 4.2600 / 4.3400 5,0 A
USD/PLN: 3.6000 / 3.9000

4,5 -
Spot — Buy on dips
The market is so slow, the range is getting tighter and tighter. 4.0 7
Since EUR/PLN risks remain skewed higher with the Brexit
story and global growth worries, we prefer to be sideways at this 3,5
moment. We are ready to buy EUR/PLN at 4.26-27 with stop at
4.24 and hopes for 4.34. 55
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Market prices update

Money market rates (mid close) FRA rates (mid close)

Date FXSW 3M WIBOR3M FXSW6M WIBOR6M FXSW1Y WIBOR1Y 1x4 3x6 6x9 9x12  12x15  6x12
3/28/2019 1.82 1.72 1.92 1.69 1.92 1.77 1.72 1.72 1.71 1.70 1.70 1.77
3/31/2019 1.60 1.72 1.70 1.69 1.86 1.77 1.72 1.71 1.71 1.71 1.71 1.77
4/1/2019 1.63 1.72 1.71 1.69 1.74 1.77 1.73 1.73 1.73  1.73 1.71 1.79
4/2/2019 1.52 1.72 1.61 1.69 1.76 1.77 1.72 1.71 1.71 1.71 1.71 1.77
4/3/2019 1.71 1.72 1.81 1.69 1.96 1.77 1.72 1.71 1.71 1.72 1.72 1.77
Last primary market rates

Paper Au. date Maturity Avg. price  Avg. yield Supply Demand Sold

32W TB 2/22/2017 8/30/2017 99.21 1.50 700 1832 726

OKO0521 3/8/2019 5/25/2021 96.64 1.56 300 555 325

PS0424 3/8/2019 4/25/2024 101.42 2.20 2800 4841 2996

DS1029 3/8/2019 10/25/2029  99.15 2.84 1200 2262 1219
Fixed income market rates (closing mid-market levels)

Date 1Y WIBOR 1Y T-hill 2Y IRS OK0720 5Y IRS PS0423 10YIRS  WS0428

3/28/2019  1.770 1.570 1.711 1.690 1.890 2.178 2.190 2.822

3/31/2019  1.770 1.565 1.760 1.691 1.928 2.204 2.235 2.840

4/1/2019 1.770 1.556 1.770 1.700 1.965 2.241 2.295 2.876

4/2/2019 1.770 1.555 1.770 1.693 1.960 2.223 2.257 2.865

4/3/2019 1.770 1.551 1.770 1.808 2.000 2.246 2.340 2.896
EUR/PLN 0-delta stradle 25-delta RR 25-delta FLY

Date M 3M 6M 1Y 1M 1Y 1Y

3/28/2019  4.22 4.50 4.79 5.08 5.08 1.43 0.51

3/31/2019  4.19 4.47 4.70 5.08 5.08 1.43 0.51

4/1/2019 4.36 4.52 4.70 5.15 5.15 1.48 0.51

4/2/2019 4.16 4.54 4.77 5.16 5.16 1.46 0.51

4/3/2019 417 4.46 4.65 5.03 5.03 1.48 0.51

Date EURPLN USDPLN CHFPLN JPYPLN HUFPLN CZKPLN

3/28/2019  4.2998 3.8202 3.8376 3.4630 1.3430 0.1666

3/31/2019  4.3013 3.8365 3.8513 3.4625 1.3409 0.1666

4/1/2019 4.3035 3.8267 3.8495 3.4469 1.3399 0.1669

4/2/2019 4.3004 3.8403 3.8412 3.4475 1.3352 0.1671

4/3/2019 4.2941 3.8192 3.8328 3.4249 1.3430 0.1671

Disclaimer

Note that research@mbank.pl is an e-mail address used exclusively for the distribution of mBank’s publications. We advise to reply and send feedback
directly to their authors.

The document has been drafted at the Investor Relations, Group Strategy and Macro Research Department of mBank S.A. for the purpose of promotion
and advertising in line with article 83c of the Act on Trading in Financial Instruments (Journal of Laws of 2017, item 1768, as amended). The document
does not constitute investment research or marketing communication within the meaning of Commission Delegated Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational requirements and operating
conditions for investment firms and defined terms for the purposes of that Directive. The document does not constitute investment advice, nor is it an
offer within the meaning of Article 66 (1) of the Polish Civil Code.

The document has been drafted based on the authors’ best knowledge, supported by information from reliable market sources. All assessments herein
reflect outlooks as at the date of issue of this material and may be subject to change at the discretion of the authors without prior notification. Quotations
presented herein are average closing levels of the interbank market from the previous day, they are obtained from information services (Reuters,
Bloomberg) and serve information purposes only. Distribution or reprint of the full text or a part of it is allowed only upon obtaining a prior written consent
of its authors.
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