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Let the cycle begin!

TOP MACRO THEME(S):

o Let the cycle begin! (p.2) - The Polish MPC surprised with a large 75bps
interest rate cut. In our view NBP rate cuts will be continued, but the overall
size of rates reduction will be smaller than the market currently prices in.

WHAT ELSE CAUGHT OUR EYE:

e According to the Polish Bureau of Credit Information (BIK), the demand for
mortgage loans in August increased by almost 300% y/y. The surge is mainly
driven by the subsidized lending program which started in July. The sharp cut
of the NBP rates will now likely boost the demand outside the subsidized
lending program as well.

e Acc. to the MinLab estimate the registered unemployment rate in August
remained at the historical low of 5.0%, as in June and July, in line with our
and consensus view.

e Commenting on the budget draft for 2024 (see PMW from Aug.25™) Moody’s
stated, that the expected rise of public debt to 54% of GDP is credit negative.
The agency expects that fiscal deficit will start to decline in 2025. It also
stresses the traditionally conservative fiscal policy approach in Poland and the
government’s awareness to keep spending under control.

e The share of FX-denominated public debt (22% compared to the target set as
below 25%) supports the flexibility in financing the borrowing needs - said
M.Rzeczkowska, the Min. of Finance.

THE WEEK AHEAD:

e The detailed data on CPI inflation for August will likely confirm the flash
reading at 10.1% y/y. The focus of attention will be core inflation, which may
have fallen to below 10% y/y on tentative estimates.

e There should be nothing new in the CAB data for July - Poland’s external
balance looks impressive, with a monthly CAB surplus above EUR 1bn and
approaching +1% of GOP (on 12-month rolling basis) at the end of 2023.

NUMBER OF THE WEEK:

e 1.6% - the daily change of EURPLN in the reaction to the NBP interest rates
cut, the strongest move since the Russian aggression on Ukraine.

CHART OF THE WEEK: PLN under pressure after MPC decision
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Industrial output (%) 10.5 -0.9
Unemployment rate* (%) 5.2 5.2
CPI inflation** (%) 14.4 11.9
Core inflation™* (%) 9.1 10.5
Money supply M3 (%) 5.6 72
C/A balance (% GDP) -3.0 1.0
Fiscal balance (% GDP)* -3.7 -4.8
Public debt (% GDP)* 491 492
NBP reference rate* (%) 6.75 5.50
EURPLN*# 4.69 4.46"

Source: GUS, NBP, MinFin, $PKO BP Market Strategy team
forecasts; *ESA2010, **period averages; #registered
unemployment rate at year-end; *at year-end,” under
revision.
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Let the cycle begin!

o The NBP surprised with a strong, 75bps interest rate cut exceeding
market and consensus expectations of a 25bps move. A 75bps cut is not
common - the last time it happened was during the GFC.

e According to the after-meeting statement the move, defined as an
“adjustment”, was triggered by weaker-than-expected demand pressure
and declining inflation expectations, in the context of time lags in the
monetary policy transmission.

e The after-meeting statement of the Governor clarifies that the non-
standard 75bps cut implements “overdue” actions and constitutes
a response to increasing risks to GOP growth and a more favourable
CPI outlook.

e In our view MPC will continue with interest rate cuts, but the cycle will
be smaller than the market currently assumes. We expect two 25bps
cuts this year, and additional cuts totaling 100bps in 2024.

The MPC cut NBP rates by 75 bps, including the reference rate to 6.00%. The
scale of the cut exceeded the boldest forecasts (the consensus, like us,
assumed a move by 25bps). The cut was made 12 months after the final hike
in the strongest monetary policy tightening cycle in history. The MPC's move
is a big surprise both in the context of historical monetary policy cycles, and
in the context of recent MPC representatives’ comments. A 75bps cut is not
common - the last time it happened was during the GFC, in Dec. 2008 and Jan.
2009. The MPC members’ comments have revealed some uncertainty as to
whether the easing cycle would start already in September, while the MPC
Governor A.Glapinski announced in July that the interest rate cuts cycle would
be slow and cautious.

The after-meeting statement indicates that the cut was triggered by weaker-
than-expected demand pressure, which, according to the MPC, will
contribute to a faster return of inflation to the NBP target. Additionally, in
the statement, the MPC underlined that inflation expectations have decreased
significantly, which contributes to an increase in the restrictiveness of
monetary policy. The MPC has also pointed to time lags in the monetary policy
transmission to the economy and defined its move as an “adjustment” to the
interest rates level, which initially (and wrongly) suggested that the 75bps cut
might be a frontloading (and will be followed by at least a few wait-and-see
meetings) and not a start of a rapid loosening cycle. Compared to the pre-
meeting market expectations the move has consumed all cuts priced-in by the
FRA market up to the end of 2023.

Ouring the presser, NBP Governor explained that the 75bps cut was
areaction to faster-than-expected decline in inflation combined with
a stronger-than-expected deterioration of the economic situation, both locally
and abroad. The non-standard size of the cut implements “overdue” actions
from the previous 3 months, which the MPC did not take due to its conservative
approach and the desire to get 100% certainty that CPI inflation declines below
10% y/y. A.Glapinski emphasized that prices have not been rising for the last
5 months and that in an elevated inflation environment current price changes
hold greater significance than y/y moves. According to the Governor, CPI
inflation should slow down in September to app. 8.5% y/y (from 10.1% in
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August on flash estimate), then in October to app. 7.4% y/y and finally it should CPI inflation - stable prices for 5 months

reach 6-7% y/y at the end of 2023. These predictions rank 0.5-1pp below our
current forecast.

The head of NBP emphasized the sharp decline in CPI inflation that had
occurred since February (it has decreased by almost half, from 18.4%) in the
environment of stable nominal interest rates. As a result, real interest rates
rose sharply and monetary policy tightened. The 75bp cut is aimed at
stopping this process.

An important place in A.Glapinski’s speech was taken by the situation in the
global and domestic real economy, including a deeper than anticipated
slowdown in China and a recessionary environment in Germany, which, in
the Governor’s opinion, has inhibited domestic exports -the key engine of GOP
growth so far. A less favourable external environment worsens the prospects
for the domestic economy, might push GDP growth below the currently
expected level of 0.6% in 2023 and acts disinflationary.

A.Glapinski declared that the MPC is currently adopting an approach
consistent with the approach of the Fed and ECB - the NBP will not predefine
further movements, making them fully dependent on the incoming data.
However, he announced that a further decline in inflation towards 5% y/y
(which in our view is a base case for the next 6 months) would result in
additional interest rate cuts.

Poland has taken the lead as a pioneer in implementing interest rate cuts within
the region. While in Hungary and in Czechia cuts in base rates seems very
likely before the end of 2023, the scale of moves will likely be more “traditional”.
This put stress on the zloty, which weakened significantly after the MPC
decision and after the presser, both against majors, as against HUF and CZK.
In this context it is worth noting that the MPC still perceives PLN appreciation
as supportive for a faster disinflation and declares that the NBP may use
currency interventions. A.Glapinski said that it is obvious that interest rate cuts
weaken the currency. This statement indicates that the NBP accepts (some)
weakening of the zloty in response to the actions taken.

The MPC’s decision and the Governor’s comments show that the reaction
function of the NBP has moved towards focusing on increased risks to
economic growth even to larger extent than we have assumed, which forces
us to revise our interest rates scenario. Given the expected continuation of
the disinflationary trend we now think the MPC will continue cutting rates,
although at a slower pace. We expect 2 additional 25bp cuts this year, to
5,50%, in October (the last MPC meeting before elections) and November
(meeting with a new inflation report, most likely extending the forecast
range to 2026). We still forecast that this will be followed by successive
100bp cuts in 2025, to 4.50%. This scenario will be supported by expected
finalization of tightening cycles in the US and in the eurozone and by potential
start of interest rate cuts in the region (Czechia, Hungary with the base rate).
In our belief, a prolonged depreciation of the Polish zloty constitutes the key
risk for the above-mentioned scenario (especially in the short-term). Our
expectations are less aggressive than the current market estimates - the FRA
market prices in around 100bp additional cuts this year an sees the NBP rate
at around 4.00% at the end of 2024.
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Weekly economic calendar

Indicator Time (UK) Previous Consensus*  PKO BP Comment

Monday, 11 September

CZ: CPI inflation (Aug) 8:00 % y/y 8.8 8.5 = =

Tuesday, 12 September

GER: ZEW Economic Sentiment (Sep) 10:00 pct. -12.3 -15,1 = =

Wednesday, 13 September

EUR: Industrial production (Jul) 10:00 % y/y -1.2 -0,7 -- --

POL: Current account balance (Jul) 13:00 bln EUR 2.431 1.215 1.442 ,POIO"d’,S externaI.bQIancg is still
improving. Declining imports

POL: Exports (Jul) 13:00 % y/y 1.7 13 1,7 (due to both lower prices and
weaker internal demand) keep

POL: Imports (Jul) 13:00 % y/y -5.8 -6.7 -6,5 the trading balance in the
surplus.

USA: CPI inflation (Aug) 13:30 % y/y 3.2 3.6 == ==

USA: Core inflation (Aug) 13:30 % y/y 4.7 43 == ==

Thursday, 14 September

EUR: ECB Refinancing Rate (Sep) 13:15 % 4.25 4.25 4.25 ==
EUR: EBC deposit rate (Sep) 13:15 % 3.75 3.75 3.75 -
USA: Initial Jobless Claims (Sep) 13:30 thous. 216 -- -- --
USA: Retail sales (Aug) 13:30 % m/m 0.7 0.1 -- --
USA: Retail sales excl. autos (Aug) 13:30 % m/m 1.0 0.4 -- --
USA: PPI inflation (Aug) 13:30 % y/y 08 15 = =

Friday, 15 September

Acc. to the flash estimate the
CPI decline was driven not only

. i i N 0
POL: CPI inflation (Aug, final) 9:00 % y/y 10.8 10.1 10.1 51 s ol ) 2T,
also by weakening core inflation.
EUR: Trade balance (Jul) 10:00 bln EUR 125 == == ==
USA: Industrial production (Aug) 14:15 % m/m 1.0 0.1 -- --
HgsAh:)Unlversng of Michigan sentiment (Sep, 15:00 pet. 69.5 69.8 - -

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”

“We have no reasons to believe inflation in Poland is under control. What is more inflations does not seem

to be under control even in countries with lower inflation, at the lower phase of economic cycle and with
inflation expectation anchored to respective inflation targets.” (8.09.2023, PAP)

“That decision may become a huge problem for the MPC and the credibility of monetary policy in the future.
Regardless of the facts, a cut of 75 bps is unfortunately being interpreted as a part of election campaign.
(...) The worst what could happen is for the society to come to the conclusion that NBP is pursuing different
goals than price stability and the value of the zloty.” (8.09.2023, PAP)

“ECB and Fed rates are rising. The latest economic thought on combating inflation, in particular in the
conditions of persistent core inflation, does not encourage to ease the parameters of monetary policy in the
situation in which the Polish economy finds itself now. Especially as it is to some extent mitigated by the
mechanisms of fiscal policy - | am talking about shields, credit holidays, legislation on, for example, cheap
loans. (...) Today, the most cautious attitude is wait&see, i.e. to wait and see what September and October will
bring.” (8.08.2023, PAP).

“What we saw at the last MPC sitting reassured my belief that disinflation trend is a lasting occurrence
and what is more its pace will accelerate in coming months. (...) In some time, we will return to disinflation
of over 1 ppt ... or maybe even 2 pps.” (8.09.2023, PAP)

“In the light of the current data and information, a room for potential discussion of [rate] cuts may appear in
some time, as we have already ended the hikes cycle. The very calendar indicates it could be after the summer
vacation at the earliest. (...) We're still before a potential discussion on rate cuts, which sooner or later needs
to happen.” (13.07.2023, Interia.pl via Bloomberg).

"In my opinion, if the conditions are favourable, i.e. if we see a rapid drop in inflation, if it is a long-term
downward trend, the MPC will have arguments to carefully discuss interest rate cuts, perhaps even after
vacation. Of course, | must make a caveat here (...) everything depends on the incoming data and information"
(17.07.2023, Business Insider, PAP, PKO transl.)

“Inflation is likely to be slightly above 8.5% for September. (...) The conditions | spoke of have been met -
single digit inflation and a projection that unambiguously states that inflation will decline in the next
quarters. We have just left the territory of high inflation and entered the level of mild inflation below 10
percent and (hopefully) we will be heading towards the creeping inflation of 5 percent or less. A 75-bps
cut is a deep adjustment, and further down the road we will be acting according to our assessment of the
situation.” (7.09.2023, NBPtv, Bloomberg, PAP)

“The current rates level seems adequate given the information we have today. (...) " in my opinion, in the course
of the last few weeks, there has come no information that would prompt resumption of rate hikes in December.
Currently, no premises can be seen that would prompt such steps.” (2.12.2022, PAP).

“For us, the most important information will come from the NBP projection in November, although I do not
rule out that even before projection ... there might be different moves concerning interest rates. (...) | cannot
declare further interest rate cuts, but | obviously believe that those cannot be ruled out.” (8.09.2023, PAP)

J. Tyrowicz 5.0
L. Kotecki 39
P. Litwiniuk 35
H. Wnorowski 2.1
C. Kochalski 2.1
|. Ouda 2.0
A. Glapinski 1.8
W. Janczyk 1.7
G. Maslowska 1.6
I. Dabrowski 15

“(...) I think that there is a high probability that interest rates will remain at their current level until the end of
September. (...) Although if we saw a rapid decline of the index by another 5p. in the summer months, and we
would find ourselves at clearly single-digit inflation levels, | cannot rule out that this will happen in September."
(26.06.2023, PAP)

*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 ™ &M IM
Date 7-Sep 7-Oct 7-Nov 7-Dec 7-Jan 7-Feb 7-Mar 7-Apr 7-May 7-Jun
WIBOR 3M/FRAT 6.07 5.57 5.20 488 461 439 4.20 418 403 3.83
implied change (b. p.) -0.51 -0.88 -1.20 -1.47 -1.69 -1.88 -1.89 -204 -2.25
MPC Meeting - 6-Sep 4-Oct 8-Nov 6-Dec - - - - -
PKO BP forecast* 6.00 5.75 5.75 5.50 5.25 5.25 475 4.50 450 4.50
market pricing” 5.50 513 481 4.64 447 433 431 416 3.96

WIBOR 3M from the last fixing, FRA transactions based on WIBOR 3M for subsequent periods, #in 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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Economic sentiment indicators Poland ESI for industry and its components
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Economic activity indicators
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Loans and deposits
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Previous issues of PKO Macro Weekly:

o Towards the interest rate cut in September (September 1, 2023)
e Slow start of 3g23 (August 25, 2023)

e It can only get better (August 18, 2023)

o Employees still call the shots (August 11, 2023)

e Summer sale (August 4, 2023)

e Poland’s public finances are safe (July 28, 2023)
e Is the worst behind us? (July 21, 2023)

e Keep calm and don’t expect too many cuts (July 14, 2023)
o The end of the tightening cycle (July 7, 2023)

e Expected interest rate cuts support the housing market (June 30, 2023)
e A soft landing scenario (June 23, 2023)

e External position rapidly improving (June 16, 2023)

e  Exports shine, disinflation continues (June 2, 2023)

e No fireworks at the start of 2q (May 26, 2023)

e A surprisingly smooth start into 2023 (May 19, 2023)
e MPC changes nothing (May 12, 2023)

e CPI keeps falling down (Apr 28, 2023)

e Fiscal glass: half full or half empty? (Apr 21, 2023)

e Polish MPC still in a pause mode (Apr 14, 2023)

o Let the disinflation begin (Mar 31, 2023)

e Corporate profits dwindle, margins narrow (Mar 24, 2023)

o Inflation never ceases to surprise (Mar 17, 2023)

e Spring is coming after all (Mar 10 2023)

e Consumers under pressure (Mar 3 2023)
e Bumpy road ahead (Feb 24 2023)

o Inflation peak not as scary as feared (Feb 17 2023)
e Nothing to see here (Feb 10, 2023)

e  Growth less inflation-prone (Feb 3, 2023)

e GDP growth in 4922 heading south (Jan 27, 2023)
o This time is different, again (Jan 20, 2023)

e Happy 2023! (Jan 13, 2023)
e 2023 in preview (Dec 23, 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.
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http://www.pkobp.pl/media_files/d829470c-d64e-4c4a-a02b-304030ae3328.pdf
http://www.pkobp.pl/media_files/e16692dc-207f-495e-835c-d94532391061.pdf
https://www.pkobp.pl/media_files/cda33284-2abd-4ff7-8f1b-fef0b148fb4a.pdf
http://www.pkobp.pl/media_files/dcecb6c9-be01-4c8c-8cd5-c4fe54ca2aab.pdf
http://www.pkobp.pl/media_files/bef8f9f1-9591-4239-81b4-41ea5f06a988.pdf
http://www.pkobp.pl/media_files/1b6002bf-6cab-4cfa-9875-1bc3d57a83c9.pdf
https://www.pkobp.pl/media_files/abe54b0d-8978-4bde-b012-ff07f06b8097.pdf
http://www.pkobp.pl/media_files/1ae29e85-8c4d-41b1-90e0-8d8a6bb3b037.pdf
http://www.pkobp.pl/media_files/838353b7-ea49-4123-ac33-bf4aece6cc3a.pdf
http://www.pkobp.pl/media_files/1b9519d4-6d26-4d53-b380-98cb43d9fb95.pdf
http://www.pkobp.pl/media_files/0dbcb16c-5299-4629-9b73-4c06dfdffe5e.pdf
http://www.pkobp.pl/media_files/d61fbea8-510e-4c35-bd91-f7876431ca85.pdf
http://www.pkobp.pl/media_files/2593019c-768c-4c4f-b6e8-da7c9070c719.pdf
https://www.pkobp.pl/media_files/0e2c4eac-8dae-46fd-8e35-236a7ae52f19.pdf
http://www.pkobp.pl/media_files/10b67d23-f89c-48e3-9e7f-00eb3f3353c8.pdf
https://www.pkobp.pl/media_files/5a9019b7-cc0d-4618-a1f1-733cc17ba709.pdf
http://www.pkobp.pl/media_files/819d99a7-5404-4db7-bf0d-befefb8b42a1.pdf
http://www.pkobp.pl/media_files/157c22ae-e61a-4bfb-827e-c368d1af08f9.pdf
http://www.pkobp.pl/media_files/11caccfa-388f-4325-a6e4-969ab12b210e.pdf

