Poland

08 March 2022

Economic Comment

Compromise solution

Piotr Bielski, tel. 691393119, piotr.bielski@santander.pl

Monetary Policy Council decided to hike main interest rates by 75bp, the main reference rate to 3.50%. The consensus among
analysts (including us) was +50bp, while the financial market was clearly betting for a bigger move. The Council opted for a move
that one can see as a compromise solution, on one hand trying to support the currency and to respond to quickly worsening
inflation outlook with a slightly bigger move than previously (+50bp), while on the other hand possibly trying to avoid excessive
tightening. In the initial reaction the zloty has weakened (EURPLN from c. 4.86 to 4.93), FRA rates also corrected briefly.

The press release revealed the main results of the new NBP projections with CPI growth staying very high until the end of forecast
horizon and GDP growth trimmed vs previous edition (especially in 2023), but still far from economic stagnation - see details in
the table below. We do not know the exact assumptions about the government's anti-inflation shield but we guess that the
projection was based on the currently binding law, i.e. the shield existing until July (while we think it is increasingly likely it will be
extended at least until year-end). The projection’s cut-off date is March 7, which means that the central bank tried to capture the
effects of Russian invasion on Ukraine.

The projected inflation trajectory in the next two years is stunningly high, which - amid GDP growth slowing but still not far from
the potential - could justify a meaningful monetary tightening, in our view. Last month, the NBP president Adam Glapinski said
that the road towards 4.0% reference rate is “paved”, and stressed that the scale of tightening will depend heavily on the
economic growth outlook. The latter is obviously deteriorating due to the war in Ukraine. However, after today’s move the 4.0%
level is only 50bp away, so we think it is increasingly likely that the reference rate may get even higher, especially if the pressure
on the currency continues. We find little signals in the statement about moving up the target NBP rate in this policy cycle, but it is
not particularly surprising as the MPC official statements in the recent years have not been very informative as regards the MPC
intentions. Much more important could be tomorrow's press conference of the NBP governor (scheduled at 15:00 CET). We think
that even if he resists signalling bigger room for rate hikes above 4.0%, the market will continue pricing-in such scenario,
recognizing that it may be necessary in the environment of very high inflation, widening current account and fiscal deficits, and
undervalued currency.

Inflation and GDP projections in subsequent Inflation reports
Middle points of GDP and CPI growth paths and width of 50-percent probability ranges.
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GDP growth
Nov 20 Mar 21 July 21 Mar 22
2022 5.45 (£1,45) 5.35(£1.15) 4.85 (+1.05) 4.35 (+0.95)
2023 54 (£1,4) 53(+1.2) 495 (£1.15) 3(1.1)
2024 - - - 2.7 (£1.3)
CPl inflation
2022 2.8 (x0,8) 3.3(x0.8) 5.8 (x0.7) 10.75 (£1.45)
2023 3.2 (x1) 3.35(x0.95) 3.65 (x0.95) 9(+2)
2024 - - - 4.25 (£1.45)

Source: NBP, Santander

GDP growth according to NBP projections
(projection mid-points)

CPI growth according to NBP projections
(projection mid-points)

Source, NBP, Santander
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Changes versus February’s statment

Energy-commodityprices—in-particularpricesAfter a strong growth of global economy in 2021, at the turn of the year economic activity has
softened somewhat in some economies. At the same time, amidst improving epidemic situation in the United States and the euro area in recent
period, economic condition indicators have improved in these economies.

After the outbreak of the Russian military aggression against Ukraine, uncertainty regarding further course of global macroeconomic situation has
increased significantly, including in Europe. This has been reflected in a marked deterioration of sentiment in financial markets and a depreciation
of some currencies. Prices of natural gas, oil and coal—, as well as prices of some agricultural commodities remain-markedi-higher than-a-year
agehave increased again. At the same time, global supply chain disruptions continue and international shipping costs are still elevated. This
contributeswill probably contrlbute to a mapkedfurther rise in |nﬂat|on wor\dW|de whlch in many countries hashad reached h%hest@ \e\/els e}
decades—Ateven before the sa A 3
higherthan-central-banks targetsRussian mmrarv aggression agamst Ukralne

Amidst a marked increase in inflation many central banks are withdrawing monetary accommodation. Central banks in the Central-Eastern Europe
region have been increasing interest rates. The ECB keeps negative interest rates, although it has been reducing the scale of asset purchases. The
US Federal Reserve signals a termination of asset purchases in March and a start of interest rate increases.

Available data indicate that economic conditions in Poland remain favourable. GDP growth in Q4 2021 stood at 7.3% according to preliminar:

estimate by Statistics Poland. Data on retail sales, industrial production and construction and assembly output in January point to economic
conditions remaining favourable also at the beginning of 2022. Meanwhile, employment continues to increase accompanied by a marked rise in
wages. The Russian military aggression against Ukraine and related economic sanctions constitute a significant uncertainty factor for future
economic activity in the world and in Poland. Nevertheless, due to, among other factors, modest share of exports to Russia and Ukraine in Polish
foreign sales, a continuation of favourable domestic economic conditions may be expected in the coming quarters.

Inflation in Poland in-December 20271 - accordmg to Statwstwcs Po\and ﬂash estlmate - |ncreased M—M—W@eﬁm&—aﬂd—%#m@ﬁ%ﬁ%

amounted-to-0:in January 2022 to 9%: 3 a
eemme@%es;meledng% Significant rise m energy and agrlcultural diti

ok commodlt prices and increases in egu\ated
tarlffs on electrlcwtyand natural gas price mfmdnmd in 2021 mr\fm'r‘ffand thermal energy have been the main factors behind markedly elevated

inflation. At the same time, the ongoing economic recovery, including an increase in demand drlven by rlswng househo\d incomeincomes, has had
also addeda Dosmve contr\butlon to an%peas%wmﬂatlon 2 A 3

reduct\on in some ta>< rates as part of the so- caIIed Antl mﬂatlonary Shleld—WHJ—ha#e—a—eembmg—Hﬂpaet—ep—mﬂa%@p In 2022, inflation will remain

markedly elevated, which - apart from factors amplifying inflation so far - will be due to the economic consequences of the Russian invasion of
Ukraine. In the coming years, together with fading of the impact of shocks currently boosting prices, inflation will decrease. The decrease in
inflation should also be supported by appreciation of zloty exchange rate, since, in the Council's assessment, the recently observed market
pressure on zloty depreciation is not in line with the fundamentals of the Polish economy.

resu\ts of the March DfO\eCtIOﬂ of mﬂat\on and GDP based on the NECMOD model. In line with the projection prepared under the assumption of

unchanged NBP interest rates and taking into account data available until 7 March 2022, there is a 50-percent probability that the annual price
growth will be in the range of 9.3-12.2% in 2022 (against 5.1-6.5% in the November 2021 projection), 7.0-11.0% in 2023 (compared to 2.7-4.6%)
and 2.8-5.7% in 2024. At the same time, the annual GDP growth - according to this projection — will be with a 50-percent probability in the range of
3.4-5.3% in 2022 (against 3.8-5.9% in the November 2021 projection), 1.9-4.1% in 2023 (compared to 3.8-6.1%) and 1.4-4.0% in 2024.

The Council assessed, that there persists a risk of inflation running above the NBP inflation target in the monetary policy transmission horizon. In
order to reduce this risk, i.e. striving to decrease inflation to the NBP target in the medium term, the Council decided to increase NBP interest rates
again. The increase of the NBP interest rates will also curb inflation expectations.

Dee@ensFurther d

Mﬂ%mw%%m% epend on |ncom|ng mformatlon oRr egardmg perspectlves for |nﬂat|on and economic
growthactivity, including situati y 3 i onthe impact of the Russian military

aggression against Ukraine on the Pollsh economy.

NBP will take all necessary actions in order to ensure macroeconomic and financial stability, including above all to reduce the risk of menetary
policy-conducted-bytheinflation remaining elevated. NBP-

NBP may stitkintervene in the foreign exchange market-=
scale, in_particular_to limit fluctuations of the mea
inconsistent with the direction of monetary policy.

The Council adopted the Inflation Report — March 2022.
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