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Headlines

Does Polish zloty already feel pre-election uncertainty?

Not only the Polish zloty but also Polish shares have under-performed their
regional PEERs in recent days. One reason is that the macroeconomic data of
recent days and weeks have tended to be weaker (September’s PMI drop almost
below the 50 level) while another reason is domestic politics. Parliamentary
elections will be held in this country in three weeks, and this is an event to which
Polish markets are not generally immune.

Just as during the spring presidential election, the question is how the market-
friendly ruling liberal Civic Platform (OP) will perform and how much the Christian
conservatives represented by the Law and Justice (PiS) party will succeed. Opinion
polls ahead of the elections indicate that the PiS will win, but now it will be
important whether the party will achieve an absolute majority in Parliament,
which would probably require gaining more than 40% of the votes. In that event
the PiS could fully implement its economic programme, several sections of which
are based on tax increases and structural reforms that are not exactly ‘pro-
market’. Therefore, Polish markets may be more nervous in the next three weeks,
and it is clear that the global developments in equity markets and emerging
markets will not significantly help Polish assets either.

On the other hand Polish government bonds can feel fairly safe, currently being
encouraged by two important bullish factors: firstly, Polish inflation fell even
more into the red and thus the NBP will tend to welcome easing of monetary
conditions; secondly, the very positive developments on global markets in
government bonds are also an advantage. Nevertheless, here we should warn
again that if the zloty were to weaken really significantly ahead of the elections, it
may also adversely affect the market in Polish government bonds. Still, in that
bearish scenario for the zloty either the Ministry of Finance or the NBP would
probably take advantage of the situation and stabilise the forex market by selling
euros, thus getting rid of their huge FX reserves accumulated in recent past.
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