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Economic Comment

Geopolitics Trumps the Doves

Piotr Bielski, tel. +48 691 393 119, piotr.bielski@santander.pl

Polish MPC kept interest rates on hold, with the reference rate at 3.75%. The decision was quite obvious, given a recent spike in commodity
prices that pushed CPI to 3% in March and raised uncertainty about the inflation and economic outlook. Plus, several MPC members, including
the ones perceived as the most dovish, clearly suggested recently they were not going to change monetary policy anytime soon.

The official post-meeting statement pointed to significant uncertainty about the global economic outlook, repeated that next decisions will be
driven by the upcoming information and emphasised that the outlook heavily depends on geopolitical situation and commodity market
developments.

At the post-meeting conference the NBP governor stressed that the inflationary effects of the current commodity price shock are likely to be
much smaller than the effects of the Russian aggression on Ukraine in 2022, due to many reasons (including different stage of the cycle and the
labour market, different level of interest rates in the starting point, much smaller reaction of prices of gas, coal, energy, food right now, more
stable exchange rate). Yet, the MPC acknowledged that the situation in the Middle East will result in slightly higher inflation trajectory and
possibly slightly lower economic growth. Therefore, Glapinski said he does not foresee any changes in interest rates in the near future. Asked
about the outlook for the coming months, NBP governor initially said that rate hikes are out of question, as it seems that the situation in the
Middle East does not seem to escalate further, while the rate cut, earlier suggested by some MPC members, is now under question mark. Later
he admitted that if the war in Iran does escalate, then the MPC will not hesitate to raise interest rates to defend price stability in the medium
run. Glapinski said he does not expect it to happen though, as he is a natural born optimist.

Overall, we think the Polish central bank will keep rates unchanged until the end of this year, and possibly even until the end of 2027, as the
inflation profile has worsened due to the war in the Middle East. Our current forecasts suggest that even if war does not escalate further,
inflation rate will not return to the 2.5% target before the end of next year.

MPC post-meeting statement (changes vs. March statement)
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Against this background, the previotis-yearCouncil decided to keep the NBP interest rates unchanged.

Further decmons of the Council will depend on mcommg information regardlng prospects for inflation and economic activity—Fiscat-poticy,expected-recovery-of
in Poland. These prospects are currently influenced by changes in macroeconomic
situation abroad—, |nclud|ng changes in global commodlty prices and inflation, amid geopolitical tensions—context. Fiscal policy and regulation concerning fuel
prices as well as changes in growth of activity in the Polish economy and further developments in wage growth also remain risk factors for inflation outlook.

NBP will continue to take all necessary actions in order to ensure macroeconomic and financial stability, including above all to keep inflation at the level consistent
with the NBP inflation target in the medium term. NBP may intervene in the foreign exchange market.
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