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Awaiting the end of rate hikes

TOP MACRO THEME(S):
o The end of monetary tightening is near (p. 2): The MPC raised NBP rates by

25bps, the key policy rate to 6.75%. It was the smallest hike in the current
tightening cycle, the most aggressive in over 20 years.

WHAT ELSE CAUGHT OUR EYE:

o The Senate has appointed prof. ).Tyrowicz as an MPC member. She is

a professor of economics at University of Warsaw, covering mostly labour
economics, and has previously (2007-2017) worked at NBP’s Economic
Institute. ).Tyrowicz in her first statement asserted that lowering inflation is the
priority for her term. She thinks that Polish economy is overstimulated and
there is a need to find reasonable policy mix. In our assessment J.Tyrowicz will
be rather hawkish, but as she noted, high inflation “makes ornithological
discussions baseless” (more in Monetary Policy Monitor).

Unemployment rate in August stood at 4.9% for the third month in a row
(according to MinLab estimates). The seasonal adjusted rate did not change
either (5.0%). Migrants are systematically becoming more important part of
Polish labour market. At the end of July, there were 1,024 min foreigners paying
social security contributions (6.3% of all insured), from which 756 ths were
Ukrainians. MinLab data point at ca 450 ths. hires among Ukrainian war
refugees (~60% of working age population).

P.Borys (CEO of PFR - state investment fund) said that the scale of PFR-
prefinanced projects performed under NGEU (Recovery and Resilience Plan)
will amount to ca. PLN 6-7 bln in 2022 and PLN 20 bIn in 2023. In the case of
the absence of the EU funds, the programme is to be financed from the
repayments of Covid-19 aid to businesses.

THE WEEK AHEAD:

Current account balance could once again show some improvement due to
deceleration of imports, boosted previously by the build-up of inventories.
Final CPI data for August should confirm the flash result (16.1% y/y vs 15.6%
y/y in July). The core CPI inflation has probably accelerated to nearly 10%
y/y after two months of falling momentum (% m/m sa).

NUMBER OF THE WEEK:
e 72.9% y/y - the decline of demand for property loans to households according

to Credit Information Bureau, the strongest in the data history (2007).

Chart of the week - Interest rates on new housing loans

1

0
9
8
7
6
5
4
3
2
1
0

1

7%

mSep21  mchange between Jul'22 and Sep'21

POL|HUNROM CZE DEN GRE GER CRO IRE LAT CYP SWE BUL LIT HOL EST SLO BEL ITA SVK LUX MAL POR ESP AUT FIN FRA

Source: ECB, PKO Bank Polski.

1

Chief Economist

Piotr Bujak
piotr.bujak@pkobp.pl
tel. +48 22 521 80 84

Macro Research Team
Y @PKO_Research

Marta Petka-Zagajewska
Senior Economist
marta.petka-zagajewska@pkobp.pl
tel. +48 22 521 67 97

Urszula Krynska
Economist
urszula.krynska@pkobp.pl
tel. +48 22 521 51 32

Kamil Pastor
Economist
kamil.pastor@pkobp.pl
tel. +48 22 521 81 08

Michal Rot
Economist
michal.rot@pkobp.pl
tel. +48 22 580 34 22

2021 20224

Real GOP (%) 59 45
Industrial output (%) 15.6 9.4
Unemployment rate* (%) 54 49
CPI inflation** (%) 51 13.8
Core inflation™* (%) 4.1 8.5
Money supply M3 (%) 89 5.8
C/A balance (% GDP) -0.7 -45
Fiscal balance (% GDP)* -19 -2.8
Public debt (% GDP)* 538 50.8

NBP reference rate* (%) 1.75 7.00

EURPLN## 4.60 4.66

Source: GUS, NBP, MinFin, TPKO BP Macro Research
team forecasts;3PKO BP Market Strategy team forecasts;
*ESA2010, **period averages; #registered
unemployment rate at year-end; *at year-end.
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The end of monetary tightening is near

o The MPC raised reference rate by 25bp, to 6.75. It was the smallest hike in
the current tightening cycle, the most aggressive in over 20 years.

e The end of monetary tightening is near - NBP Governor announced that
during October meeting MPC will consider “no change” or a “25bp” hike.

o Rate hikes (665bp) delivered so far have exerted a strong impact on the
economy - dumped demand for housing loans and were one of the factors
contributing to lower propensity to spend.

The Monetary Policy Council raised NBP interest rates by 25bp (cons. and
PKOe: 25bp), including the reference rate to 6.75%. This is the smallest hike in
the current cycle, which came in line with earlier suggestions from some MPC
members, that the monetary tightening cycle is gradually coming to its end.

In the statement accompanying the decision, very similar to that in July, the MPC
reiterated the announcement that its further decisions would depend on the
incoming data on the inflation outlook and economic activity. The MPC noted the
deterioration in the global economy and indicated that domestic economic
growth would also weaken in the coming quarters.

Much more details were given during the press conference by NBP Governor
A.Glapinski. The hike of only 25bp was due to the slower growth of inflation (than
in Th22) and the fact that the inflationary processes have likely reached a turning
point during the summer, combined with signals of a sharp slowdown in Polish
and global economy. According to A.Glapinski, however, Poland remains far from
a crisis mode, and current economic conditions are still good.

Since the beginning of the current cycle of rate hikes, which began in October
2021, the reference rate has already been raised by 665bp in total - the
strongest and fastest in Poland's modern economic history. Incoming data
show high impact of higher interest rates on households’ demand for credit (new
sales of housing loans in July were 49% lower y/y, and consumer loans were
8% lower y/y), as well as on the propensity to spend (real retail sales has slowed
in recent months to 2-3% y/y, growing at a rate similar to the scale of population
growth triggered by the influx of migrants). The deceleration in demand is
accompanied by a further pick-up in inflation, although it is proceeding at
a slower pace than in the first half of the year. At the same time, the sharp
increases in the prices of energy carriers, which have taken place in recent weeks
both on the domestic and European markets, clearly demonstrate the magnitude
of the pro-inflationary risks that may drive the inflation path up again in the near
term. In this context, a further rise in inflation in an environment of weaker
demand should no longer be interpreted by the MPC as a signal of the need to
further cool the economy, but more as a reflection of the scale of the energy
shock, which is boosting inflation but dampening economic growth. In such an
environment, further strong interest rate hikes would, in our view, be ineffective
from the point of view of inflation and would significantly exacerbate the
economic cost resulting from the energy crisis and the war.

The fear of a stagflationary scenario will, in our view, prompt the MPC to end
the cycle of rate hikes (target rate at 6.75-7%). As the NBP Governor
A.Glapinski suggested at the press conference, the MPC is not closing the door
to a possible end to the cycle already in September. The scenario outlined by
A.Glapinski for the October meeting assumes a choice between no change in
rates or a 25bp hike. A 25bp move would be likely if CPI inflation for September
surprises upward (due to second-round effects, update of price lists in education,
health and communication services), due to further weakening of the zloty or due
to the labour market getting even more hot than it is now.

When it comes to long-term outlook, President A.Glapinski reiterated that, as
inflation falls to single digits by the end of 2023, there will be space for rate cuts.
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Weekly economic calendar

Indicator Previous Consensus* PKO BP Comment

Monday, 12 September

CZ: CPI inflation (Aug) 8:00 % y/y 175 17.6 -- --

Tuesday, 13 September

GER: CPI inflation (Aug, final) 7:00 % y/y 79 79 -- --
GER: HICP inflation (Aug, final) 7:00 % y/y 8.8 85 = =
GER: ZEW Economic Sentiment (Sep) 10:00 pts. -55.3 -53.8 -- --
POL: Current account balance (Jul) 13:00 min EUR 1468 -1850 -1220 gﬁ:t‘:’eggmg;‘ﬂi:m;gr‘;ZC:)“:,%‘:'"
POL: Exports (Jul) 13:00 % y/y 25.8 23.1 22.1 Expontshigrowth) Srate B shiould

deteriorate only marginally.

The reversal of inventories cycle
POL: Imports (Jul) 13:00 % y/y 315 249 23.7 would be reflected in slowdown of
imports growth rate.

USA: CP! inflation (Aug) 13:30 % y/y 85 8.1 - -
USA: Core inflation (Aug) 13:30 % y/y 519 6.1 == =

Wednesday, 14 September

EUR: Industrial production (Jul) 10:00 % y/y 24 0.8 == ==
USA: PPI inflation (Aug) 13:30 % y/y 9.8 10.4 -- --

Thursday, 15 September

We do not expect revision in final CPI

POL: CPI inflation (Aug, final) 9:00 % y/y 15.6 16.1 16.1 results for August.
EUR: Trade balance (Jul) 10:00 bn EUR -24.6 -20.0 - --
USA: Initial Jobless Claims (Sep) 13:30 ths. 222 = = =
USA: Retail sales (Aug) 13:30 % m/m 0 0 - ==
USA: Retail sales excl. autos (Aug) 13:30 % m/m 0.4 0 - -
USA: Industrial production (Aug) 14:15 % m/m 0.6 0.2 == ==

Friday, 16 September

EUR: HICP inflation (Aug, final) 10:00 % y/y 8.9 9.1 == ==
EUR: Core inflation (Aug, final) 10:00 % y/y 4.0 43 -- --
We estimate that the core inflation
momentum has started to accelerate
. 1 . again (~ 0.8% m/m after two months
POL: Core inflation (Aug) 13:00 % y/y 9.3 9.5 9.9 of deceleration) indicating yearly
dynamic in August came close to
10% y/y.
USA: University of Michigan sentiment (Sep, flash) 15:00 pts. 58.2 59.6 -- --

Source: GUS, NBP, Parkiet, PAP, Bloomberg, Reuters, PKO Bank Polski. Parkiet for Poland, Bloomberg, Reuters for others.
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Monetary policy monitor

MPC Members  Hawk-o-meter~ Recent policy indicative comments”

L. Kotecki 4.8 “However, it should certainly be assumed that there is still, in September or October, room for an interest rate
hike. The increase does not necessarily have to be very high, but the Council should send a reminder that the
level of inflation after the summer is not acceptable to the MPC. Especially since the zloty has weakened
sharply. (..) In my opinion, there is still no way to definitively end the cycle. (...) Rate hikes on the one hand,
but on the other hand it's probably worthwhile - because here the room for maneuver may be getting smaller
and smaller in terms of interest rates, we can't cause a disaster for borrowers and institutions - to consider
the idea of anti-inflationary bonds issued by the NBP.." (1.09.2022, PAP, 31.08.2022 TVN24, PAP)

H. Wnorowski 42 “This Wednesday we have a decision-making meeting. We can rule out a rate cut, and a small hike or holding
rates are equally likely. At the moment, however, it can be said that we are slowly approaching the end of this
uphill road, but when we start to cut interest rates depends on a number of factors..” (31.08.2022, TVP
Biatystok, Kurier Poranny, PAP)

A. Glapinski 34 “The summer holiday period is probably the turning point in our inflation, that highest inflation point. This
is the plateau, it may be a little higher or lower, but essentially this is the high ceiling from which inflation
will gradually decline. (...) As we go down with inflation, there is room to lower interest rates. (...) We have
not formally completed the cycle of increases. Our next decisions will depend on incoming data. (...) What
about interest rates in October? Either no change in the level of rates, or an increase of 25 bps. - This is
what the Council will be considering. (8.09.2022, NBP press conference, PAP)

I. Dgbrowski 3.1 “In my opinion, if there will be another rate hike, it will be rather small - on a comparable scale to the last one
(50bp - ed.) or even lower. If the decision depended solely on me, | would not raise rates at all anymore, or at
most once by 25 bps.“ (19.07.2022, PAP)

C. Kochalski 3.1 "I still see space for possible further interest rate hikes, although on a smaller scale than before. | expect
inflation to decline next year. | see greater uncertainty with regard to economic growth, more specifically, as
to the extent of the economic slowdown. This leads me to conclude that the prospect of rate cuts in 2023
cannot be ruled out.” (1.09.2022, PAP).

P. Litwiniuk 29 “| think this (PKO: 25bp hike) is the baseline scenario, it can develop towards a higher hike in September, if
confirmed by incoming data up to September 7 (PKO: MPC meeting date).” (1.09.2022, TVN24, PAP)
W. Janczyk 24 “The coming months, | hope, will bring no particular reasons to continue the interest rate hike cycle, although

the impact of energy prices in the upcoming autumn-winter season on the economy and consumers is hard
to predict right now. (...) "The council will act adequately to situation in our economy. In my opinion, it will
strive to keep the lowest possible interest rate levels [while] targeting a realistic return to the inflation target.”
(21.07.2022, PAP).

J. Tyrowicz -- Given the economic situation in Poland and the world, it seems that the list of monetary policy priorities is

very short and includes two things - lowering the inflation rate and improving the central bank's
communications. (...) The fundamental reason why we have high inflation is because demand exceeds
supply. In order for the CPI to go down demand must go down.
These materials (PKO: NBP analyses), this is something without which it is difficult to assess the economic
situation on an ongoing basis. (...) This also relates to the fact that the NBP has a prioritized and sometimes
unique access to data on the economy. (...) Without access to this data, | dare not form judgments about
monetary policy. (6.09.2022, Hearing before the Senate Committee on Budget and Public Finance, PAP)

(Vacant places (2)) -- --

*the higher the indicator the more hawkish views. The positioning has been made based positively on PAP survey conducted among economists at banks in Poland (scale 1-5). “Quotes in bold have been
modified in this issue of Poland Macro Weekly.

Interest rates - PKO BP forecasts vs. market expectations

™ 2M 3M 4M 5M 6M ™ 8M IM
Date 8-Sep 8-Oct 8-Nov 8-Dec 8-Jan 8-Feb 8-Mar 8-Apr 8-May 8-Jun
WIBOR 3M/FRAY 716 .27 734 7.38 7.38 7.39 740 7.30 7.24 717
implied change (b. p.) 0.11 0.18 0.22 0.22 0.23 0.23 0.14 0.08 0.01
MPC Meeting - 7-Sep 5-Oct 9-Nov 7-Dec - - - - -
PKO BP forecast* 6.75 7.00 7.00 7.00 7.00 7.00 7.00 7.00 7.00 7.00
market pricing* 6.86 693 697 697 6.98 6.99 6.89 6.83 6.76

TWIBOR 3M from the last fixing, FRA transactions based on WIBOR 3M for subsequent periods, tin basis points, *PKO BP forecast of the NBP reference rate.
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Poland macro chartbook

NBP policy rate: PKO BP forecast vs. market expectations
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Short-term PLN interest rates
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Economic sentiment indicators Poland ESI for industry and its components
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Economic activity indicators Merchandise trade (in EUR terms)
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Loans and deposits Non-performing loans (NPLs) - by sectors*
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Previous issues of PKO Macro Weekly:

o Inflation sparked investments? (Sep 2, 2022)
e Costs jump, deals slow (Aug 26, 2022)
e It's payback time (Aug 19, 2022)

o Inflation seems to be losing steam (Aug 12, 2022)

e Prepare(d) for slowdown (Aug 5, 2022)

e Unemployment at the bottom and inflation plateau (Jul 29, 2022)
e Slowdown just ahead (Jul 22, 2022)

e Turning point? (Jul 15, 2022)

o Inflation vs recession dillema (Jul 8, 2022)

e NBP rate hikes coming to an end (Jul 1, 2022)

e Dryloan tap has frozen the market (Jun 24, 2022)

o A bitter pill of interest rate hikes (Jun 10, 2022)

e Growth borrowed from the future (Jun 3, 2022)

e Not all gold that glows (May 27, 2022)

e GDP growth rate at 5%? (May 20, 2022)

o Less reliant on Germany? (May 13, 2022)
e MPCis slowing down (May 6, 2022)
e 100bps month by month? (Apr 29, 2022)
e Nothing lasts forever (Apr 22, 2022)

o Deleveraging (Apr 8, 2022)

e The economic whirlwinds of war (Apr 1, 2022)

e Housing sales in gloom, rental market in bloom (Mar 25, 2022)
e The calm before the storm (Mar 18, 2022)

e Hawkish governor in front of a hawkish MPC (Mar 11, 2022)

e #StandWithUkraine (Mar 04, 2022)

e Russian invasion - repercussions for Poland (Feb 25, 2022)

e A moment of relief for the MPC (Feb 18, 2022)

e NBP likes stronger PLN (Feb 11, 2022)

e Can we afford the Anti-Inflationary Shield? (Feb 4, 2022)

e GDP growth surged in 4921 to end 2021 on a high note (Jan 28, 2022)
e Successful 2021 behind us, challenging 2022 ahead (Jan 21,2022)

o Inflation’s back, policy fights back (Jan 14, 2022)

The above information has been prepared for informational purposes only and is provided to PKO BP SA Group clients. It is not an offer (as understood under the Civil Law of 23rd
April 1964) to buy or sell or the solicitation of an offer to buy or sell any financial instrument and does not constitute the provision of investment, legal or tax advice. It is also not
intended to provide a sufficient basis on which to make an investment decision. The above information has been obtained from or based upon sources believed to be reliable, but
PKO BP SA Group does not warrant its completeness or accuracy. PKO Bank Polski Group strongly recommends that clients independently evaluate particular investments and
accepts no liability for the financial effect of its clients’ investment decisions.

The above information is prepared and/or communicated by Powszechna Kasa Oszczednosci Bank Polski S.A., registered in the District Court for the Capital City of Warsaw, 13th
Commercial Division of the National Court Register under KRS number 0000026438, Tax Identification Number (NIP): 525-000-77-38, REGON: 016298263, share capital
1,250,000,000 PLN.

9]


https://www.pkobp.pl/media_files/fe26a7a4-df04-4a6e-a162-39f0c86315f7.pdf
http://www.pkobp.pl/media_files/9986698e-c969-4a9f-a405-d6bcfc459511.pdf
http://www.pkobp.pl/media_files/79071f1e-a82b-492e-8126-f30eba28bd0c.pdf
http://www.pkobp.pl/media_files/e6591cdd-c467-44d9-bb9a-3f4f0bbf6ace.pdf
http://www.pkobp.pl/media_files/8ecea943-bae7-448e-821f-5c48c06c42e1.pdf
https://www.pkobp.pl/media_files/0dad7168-fc23-4b18-b360-557029af3a7e.pdf
http://www.pkobp.pl/media_files/4a0f96ef-0f87-40f7-8471-54327bd94928.pdf
https://www.pkobp.pl/media_files/8c4634d9-acb3-43bc-8b74-52b82341aa02.pdf
http://www.pkobp.pl/media_files/6c307844-03b4-46c1-9441-7727b918f6ed.pdf
http://www.pkobp.pl/media_files/f7627600-c0bf-4f5e-9e29-558b54826234.pdf
http://www.pkobp.pl/media_files/369a0d6d-8332-4f20-879e-108383dee5cc.pdf
http://www.pkobp.pl/media_files/98e9e1ab-8e0f-41c2-99e9-2fefecba00eb.pdf
http://www.pkobp.pl/media_files/0658f9e0-1b0e-4409-b3a3-ff271ba9c76c.pdf
http://www.pkobp.pl/media_files/0b09685c-92bf-43a2-9b60-4109bb4a9684.pdf
http://www.pkobp.pl/media_files/2cdcc6e0-8f56-40ab-98c9-271fba66af6a.pdf
http://www.pkobp.pl/media_files/dbc4e8f3-07c0-4c87-a582-74901b619d60.pdf
http://www.pkobp.pl/media_files/df3877e4-255b-47bb-9a65-4b1735bfc8d3.pdf
http://www.pkobp.pl/media_files/305443ec-c476-4926-b647-513ca4a264cf.pdf
http://www.pkobp.pl/media_files/88e5f94f-a9ea-40ee-9cb9-d45364585ecd.pdf
http://www.pkobp.pl/media_files/819247a9-978e-4063-b607-4a28732647cc.pdf
http://www.pkobp.pl/media_files/e09637d5-b1ee-4229-9945-482344ad4279.pdf
http://www.pkobp.pl/media_files/7304f699-6d29-4f37-9282-545122bee13e.pdf
http://www.pkobp.pl/media_files/122521c2-edd6-4217-933d-15150e21b8a6.pdf
http://www.pkobp.pl/media_files/66d119b4-e123-4b21-8ad0-5cb67a1f353f.pdf
http://www.pkobp.pl/media_files/8ad7fbeb-9c16-490f-b63c-d558b67229d9.pdf
http://www.pkobp.pl/media_files/88eaec63-2be7-4bbf-bece-3290c701fc87.pdf
http://www.pkobp.pl/media_files/963f9ca1-84a3-4ead-b66d-bc24cafa832f.pdf
http://www.pkobp.pl/media_files/7c83b293-37e0-4fa5-99f0-c90faefce264.pdf
http://www.pkobp.pl/media_files/4bcfb347-56b2-40d9-909d-e29f4e3c97d5.pdf
http://www.pkobp.pl/media_files/7720a910-52bf-405f-a799-ef458a8210c9.pdf
http://www.pkobp.pl/media_files/dc8f55bb-aef7-4871-a349-357b28474315.pdf
http://www.pkobp.pl/media_files/8ce4b3ba-ea19-4d71-af55-d04464fb9785.pdf

