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CEE Economics

Economic Comment

Central bank removed the punch bowl

Piotr Bielski, +48 48 22 534 18 87, piotr.bielski@santander.pl

Polish MPC raised the main reference rate from 0.1% to 0.5%, the lombard rate
from 0.5% to 1.0% and kept deposit rate at 0.0%. The reserve requirement rate
was raised from 0.5% to 2.0%.

We think this is just the beginning of the tightening cycle. We do not expect the
pace of rate hikes to be very rapid, as Glapinski was emphasizing many times it is
crucial that removal of accommodation must not hamper economic growth.
However, a sequence of +25bp rate hikes in the coming months is quite possible,
as inflation will be quickly breaching next thresholds - most likely above 6% in
October, near 7% at the turn of the year. Some hints about the timing and scale
of next moves may be laid out tomorrow at 15:00 at the NBP president’s press
conference.

Polish MPC raised the main reference rate from 0.1% to 0.50%, the lombard rate from
0.5% to 1.0% and kept deposit rate at 0%. The reserve requirement rate was raised
from 0.5% to 2.0%.

We find the timing of the decision quite surprising as the earlier communication
strongly emphasized the need to wait for the new NBP projections (which will be
available in November). Even yesterday the NBP governor, while clearly admitting the
need for policy adjustment is nearing, stressed that at the moment he believes that
inflation is “entirely” driven by supply-side shocks. But in general the decision goes in
the right direction and is adequate - we have been arguing for some time the
economy needs monetary policy adjustment.

The post-meeting statement is quite short, the MPC says that elevated inflation
"mostly” results from exogenous shocks, beyond the monetary policy control (in
previous months, and in yesterday Glapinski's speech it was “entirely” exogenous). But
at the same time the Council admits that now it sees the risk that inflation may be
more persistent amid likely further economic revival and strong labour market. There
is no signal about possible continuation of rate hikes whatsoever. The statement says
that NBP may continue using FX interventions and “other instruments consistent with
monetary policy guidelines” (which possibly includes QE, although earlier it was listed
explicitly in the statement). The next NBP auction is planned for October 13.

We think this is just the beginning of the tightening cycle. We do not expect the pace of
rate hikes to be very rapid, as Glapinski was emphasizing many times it is crucial that
removal of accommodation must not hamper economic growth. However, a sequence
of +25bp rate hikes in the coming months is quite possible, as inflation will be quickly
breaching next thresholds - most likely above 6% in October, near 7% at the turn of
the year. Some hints about the timing and scale of next moves may be laid out
tomorrow at 15:00 at the NBP president’s press conference.
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Changes versus September’s statment

NBP will continue to iaita hase gg ornment securities and fotal ornmor\hgn:r:nhﬁnr{ debt securities gn the secondans market o parr of the

troctural open market ﬁpor:ﬁﬁn _The fiming and-scale of the conducted measures will ﬂopor\ﬁ on the market conditions & wthermore NBP will

also offer bhill discount credit aimed at roﬂn:r\rir\g loan gr:nfnﬂ to Dnh:xrpricn hj banks-Moreover, the Council decided to increase the required
reserve ratio from 0.5% to 2.0%

Overthe recent pori d’ as-the Delta variant of the coronaviry pro:ﬂ the p:nﬂnmir ituation-around-the world-has-worsened-AnThe ac‘“\/m{

global economy continues to recover, vet an increase in the number of infections observed in recent months together with supply-side constraints
observed incertain-markers hamperedin some markets, has contributed to the improvementweaker activity growth in some ecenomicindicators.
tthe camo time data on GDP in 2021 O2 caonfirmed a sianificant increase in activitvin the maior economies—which-also-encompassed g revival of
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the service sector. in Q3. The global commodity prices ef-many— in particular that of natural gas, but also oil and some agricultural commodities;
including oil, - have risen markedly in the recent period and are sigrificantiynow much higher than a year ago. lnrecent months the global price
of caome garicultural or ducts have alsg risen markedly InngTogether with t_h_%suppw_side di rnpfinn :ﬁ‘nrfing the prr\r{urﬁr\h of cortain
industrial goods thisconstraints in some markets and fast growth in prices of international transport, it has contributed in recent months to &
S]gn]ﬂcant rseincrease in inflation in many economies, ir‘wrlur{ing inthe United States and the eurg area Haowe er due to per i h:nH] muted

ecopomicactivity combined with uncertainty about the economic outlosk, Nevertheless, major central banks are keeping interest rates low while
Cont]nuing asset purchase and signalling that | am ﬁo‘r:rj ot lievwill be maintained-inthe future.

In Poland, according to-the preliminansestimate of Statistics Poland the appualGDP arowth in 2021 Q2 increased to- 1119 The mainfactor
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uppnrﬁnn the economicrecovers was o frnng rise in pri ate rnncumpfir\n and—to g lesser extent — investment 2/3 At the same timeLES data

uggosted an impr ement inlabour market conditionsin-2029 Q2 Howe er. the g erage p:\'r{ amp\n]manf inthe nationaleconomy i il

persistenthy lower than before the pandemicInJuly 2029economic activity continues to recover. In August, the annual growth of retail sales,
industrial production and of construction and assembly output decreased whichwas only partially driven by statistical base effects. This wa

accompanied-byweaker annualinereasesinaverage-have picked up. At the same time, supply-side constraints in some markets are weighing on
business sentiment in the manufacturing sector. Even though the average employment in the enterprise sector and-inhas been still somewhat
below the pre-pandemic level, the situation in the labour market is improving which is reflected in substantial average wage growth in this sector.

Af the same time, me panpla Dmplh od in sections-most severely affected h] the egrlier restriction till have their remuneration subsidised

underanti-crisis—measures—Available forecasts indicat ‘rh:xﬂ_n the Coming quarterc will see o continuation—of the recover m:. economic

aEt“’t{(Oﬂd\'UOﬂS are expected to remain favourable a|though its scale and pace-are highl uncertain—The further urse of th p:hdami and-it
imp: t on-economi tuation-i-RPoland-and-abroad-continyesto be the main-source of there is still an uncertainty. The economic pnlir rReas4kes.

including the easing of NBP's m m:.f:r] pnli introduced last vear, and-the e be ted further re ery inthe glnl’\:l economyvewill have a pncifi =y

impact_regarding an impact of autumn wave of the epidemic on the dermestic economic situation. The pace of the economic recovery in-Poland will
alsodepend on further developments of the zloty exchange rate.economic activity

Accordinglnflation in Poland, according to the Statistics Poland flash estimate for AugustSeptember 2021, inflation-in-Poland-increased to 5.48% in
annual terms, and in monthly terms it amounted to 0.26%. The elevated inflation resulted, to a great extent, from fuelprice growth —related tothe
sc-gm-ﬂ-ean@y-factors beyond the contro\ of domestlc monetary policy, such as higher glebaloilprces-than a year ago —as-wellasfrom-food-price

' 3 global prices of energy and agricultural commodities, earlier increase in
e|ectr|c|ty pr|ces at fhn heginning of 2021 and the increacse and in waste d|sposa| Charges e bvthe factors that imilarhs o grn\ /|ng commaodit

prices—arebeyond-the control of domestic—monetarypolicy—The risingcosts—ofrunningbusinessamidst the pandemic—higheras well as
disruptions in global supply chains and international transport-charges—and-temporardisruptionsin-supplychains—al Atinue toadd-¢
inflation_The ongoing economic recovery, including rising household income, has also added to the price growth.

The above-mentioned factor sl BE h:h\j translate into-annual priru aroy ith sta ing above the Upper bound-for deviationsfrom-the inflation
target in-the coming months-Atthe same-timein2022 — after some factors fampnr:ril] increasing pri e growth fade — inflation-is e parfc\r*{ to
decregse Price de nlnpmnnt next yeary il Hoponr‘l onthe robustness of economicreco eny, including the situation-inthe labour market folloy ing
the ph: ing-out of the anti-crisis megsures As indicated-in-Monetary Policy Guidelines for 2021 due to-the macroeconomic—and-financial

hock . inflation may fnmpnr:ril deviate from the ‘r:rgnf and-even run-outside the band for deviationsfrom-the target. There ponse of monetar

de a\mpmnnf _NBP mnnnt:r) pnﬂr} prnrfc the consolidation-of economicrecovery folloy /|ncr the p:nr‘lam\(‘ |hr’{|1rnr{ recession-and-stabilises

inflationatthe level consistent with the NBP's inflation target inthe medium term-Fven though the impact of some supply-side factors currentl
increasing inflation will fade next year, the rise in global prices of both energy and agricultural commodities observed in recent months may still
increase price growth in the coming quarters. Amidst probable further economic recovery and favourable labour market conditions, inflation may
remain elevated longer than hitherto expected.

Taking-intoaccountthe sourcesSuch a situation would generate a risk of currently elevated-inflation and-theexpected temporans nature of
h%h@psta:img above inﬂat]op/ while con [r‘lor[hg also-the Hnrnrt:]nt‘] aboutthe robustness and scale of the economicrecoveny NBP | L{oopiho

interest rates unchanoed At the same time NBP, il continue to oY wrchase governmentse urities and g9 arnmanr,gl laranteed debt securities on

the ormnr‘l:xr] market a part of the structural open market npnr:finr\c. These r\pnr:finnc are aimed-at rh:nging the \mng,fnrm |iq| idity structure

target in the h;rﬂ([ng ectoren Jn’[ng the qu \]r‘l]r] inthe secondans markets for the B irchased securities and enhancing the ]mp:rt’ of the NRBP's
interest rate cuts on the economy, - cfronofhahihg the mnnnf:r} pr\lir transmission-mechanism-medium term. In order to Stﬁ@ﬂgth%ﬂ—m%
impactof the NBP's monetary policy easing on-the-economy,decrease the inflation to NBP target in the medium term, the Council decided to
increase NBP interest rates. Moreover NBP may alsestill intervene in the foreign exchange market._and use other instruments envisaged in the
Monetary Policy Guidelines. The timing and scale of the measures taken by NBP will depend on the market conditions—urthermore NBPE will also

continue to offer bill discount credit aimed at rnf]n)nr]ng loans gr:nfnd to nnrnrpricnc by banks
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