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Wednesday, 18 March 2020

Our regional insights:
The NBP cuts by 50 bps and starts bond purchases

The NBP has joined other central banks and it has started to support the Polish
economy, which has just begun to suffer from the coronavirus epidemics. So, the
NBP cut its main interest rate by 50 basis points (to 1.00%). In addition, the NBP
lowered the required reserve ratio from 3.5% to 0.5% and to increase the
remuneration of the required reserves from 0.5% to the reference. Last but not
least the NBP decided to start buying government bonds, although the bond
purchase program has not been specified yet. The zloty seems to have expected
some of the NBP's action, so its weakening took place before the central bank's
decision and subsequently strengthened slightly.

Regarding further development, of course, everything will depend on the evolution
of the epidemic in the world. Poland itself has a relatively small number of infected
people (238) and has taken radical action relatively early, giving it the hope that
society and the economy will not be hit so badly by the virus. However, it is
necessary to prepare for the fact that the NBP can go with its reference rate down
to zero.

Will the CNB defend the koruna by selling its FX reserves?

The pandemic has also put enormous pressure on the Czech koruna, which has
intensified since the CNB’s Monday decision to cut the repo rate by 50 basis points.
What can we expect in the upcoming days?

Growing economic damage and the inability to calculate the final amount will most
probably keep the FX market under extreme pressure. Changes may come about
as a result of slower growth of the number of newly infected persons (in the Czech
Republic and abroad) or vigorous “out-of-box” measures by central banks (and
governments) or if an effective drug to treat the coronavirus is found. We will most
probably see a slow in the growth of the daily number of newly infected patients
first of all, but we will have to wait a few weeks for this to happen in Europe. This
is why we assume pressure on continued losses by the Czech currency. These may
also be encouraged by lower market liquidity and the effort of foreign speculative
capital to abandon long positions in CZK.

On the contrary, the CNB’s efforts to restrict the volatility of the Czech koruna may
act as a counterbalance. Within the terms of its extraordinary measures the CNB
not only reduced the basic interest rate but also indicated that it would not be
happy to see a significant fall by the koruna. Governor Rusnok explicitly stated that
the central bank confirms its “readiness to respond to potential excessive
fluctuation of the koruna exchange rate using the tools it has available, in
compliance with the regime of managed floating of the currency exchange rate”.
The question is at what limit will the CNB be prepared to respond, or more
precisely, to start using massive FX reserves to stabilise the koruna. We should add
that the CNB purchased around EUR 90bn during the intervention regime (to fight
deflation), which prevented the EUR/CZK exchange rate from falling below 27.0.
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*upper plot in each panel shows interest swap curve (%), lower plot shows change in interest rates in basis points (against previous Friday).
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. . . Forecast Actual Consensus Previous

Country Date Time Indicator Period

m/m yly m/m yly m/im yly m/m yly

PL 03/18 10:00 Wages %  02/01/2020 0.2 7.0 5.7 71

PL 03/19  10:00 Industrial output %  02/01/2020 0.2 1.8 4.5 1.1

PL 03/19  10:00 PPI %  02/01/2020 0 0.3 0.1 0.8

PL 03/20 10:00 Retail sales %  02/01/2020 -3 6.6 -20 5.7
Contacts

Brussels Research (KBC)

Global Sales Force

Mathias van der Jeugt
Peter Wuyts
Mathias Janssens

+3224175194
+322417 3235
+3224175195

Brussels
Corporate Desk
Institutional Desk

+32 2417 45 82
+322417 46 25

France +32 2417 32 65
Dublin Research London +44 207 256 4848
Austin Hughes +353 1 664 6889 Singapore +65 53334 10
Shawn Britton +353 1 664 6892
Prague Research (CSOB) Prague +420 2 6135 3535

Jan Cermak

Petr Dufek
Bratislava Research (CSOB)

+420 2 6135 3578
+420 2 6135 3560

Prague (Equities)

+420 2 2142 4216

Marek Gabris +421 2 5966 8809 Bratislava +421 2 5966 8820
Budapest Research
David Nemeth +36 1 328 9989 Budapest +36 132899 85

ALL OUR REPORTS ARE AVAILABLE VIA OUR KBC RESEARCH APP (iPhone, iPad, Android) E IE

This non-exhaustive information is based on short-term forecasts for expected developments on the financial markets. KBC Bank cannot guarantee =
that these forecasts will materialize and cannot be held liable in any way for direct or consequential loss arising from any use of this document or its
content. The document is not intended as personalized investment advice and does not constitute a recommendation to buy, sell or hold investments
described herein. Although information has been obtained from and is based upon sources KBC believes to be reliable, KBC does not guarantee the
accuracy of this information, which may be incomplete or condensed. All opinions and estimates constitute a KBC judgment as of the data of the
report and are subject to change without notice.

P.2



