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It’s not the last word on the matter

Top macro theme(s):

It's not the last word on the matter (p. 2): The MPC raised NBP rates by
50bps (the reference rate to 1.75%, the highest since March 2015). The
post-meeting statement suggests that market valuations indicating a rise in
the reference rate above 3% in the next 12 months might be too aggressive.
On the other hand, comments from governor Glapinski at presser on
Thursday suggest that the MPC definitely has not said the last word yet.

What else caught our eye:

The government announced new anti-epidemic restrictions as of Dec 15,
with a marginal impact on economic activity, in our view.

The EU paved the way for member states to cut VAT rate on basic food
products to 0% for a period of 6 months without a prior EU Council
approval. This leaves the opportunity for the government to slash CPI
inflation further by 0.2-0.3pp, on our estimates (most likely in 1h22).

A significant shortage of electricity last Monday (managed successfully by
the grid operator via imports) has reminded of an overall structurally tight
electricity supply in Poland.

PFR head P.Borys believes that the terminal rate for Poland is 2-3%.

The week ahead:

Detailed CPI figures for November will be the key local macro data release
the week ahead. The headline inflation rate is likely to be confirmed at 7.7%,
with core inflation edging up further to 4.6-4.7% (from 4.5% in Oct).

Labour market data for November could be distorted by the pandemic due
to record high number of people under quarantaine. Our forecasts are in
line with consensus (for details see calendar, p.4).

Balance of payments for October should show a narrowing of 12-month
rolling CA surplus towards 0.0% of GDP, amid increased purchases of
imported intermediate goods (just-in-case inventories build-up).

Number of the week:

5.4% - registered unemployment rate in November (on early MinLab
estimates, unexpectedly down from 5.5% in Oct).

Chart of the week: Monthly change in the number of unemployed in November
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2020 2021+

Real GDP (%) -25 53
Industrial output (%) -1.0 141
Unemployment rate” (%) 6.2 55
CPI inflation** (%) 34 5.0
Core inflation** (%) 3.9 4.1
Money supply M3 (%) 16.4 9.0
C/A balance (% GDP) 2.9 -0.2
Fiscal balance (% GDP)* -71 -1.7
Public debt (% GDP)* 57.4 55.8
NBP reference rate* (%) 0.10 1.75
EURPLN 4.61 4.60

Source: GUS, NBP, MinFin, 1PKO BP Macro Research team forecasts; $PKO BP
Market Strategy team forecasts, under revision; *ESA2010, **period averages;
#registered unemployment rate at year-end; *at year-end.
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It’s not the last word on the matter

o The MPC raised the NBP interest rates by 50bps (the reference rate to 1.75%,
the highest level since March 2015). The post-meeting statement suggests
that the market valuations indicating a rise in the reference rate above 3% in
the next 12 months might be too aggressive. On the other hand, Governor
Glapinski presser on Thursday suggests that the MPC definitely has not said
the last word yet.

The MPC raised the NBP interest rates by 50bps (the reference rate to 1.75%).
This is the third consecutive hike of the NBP reference rate (in October by 40bps
and in November by 75bps). The key rate is currently at the highest level since
March 2015.

The MPC decision is in line with our prediction and consensus. However, the
scale of the hike proved to be lower than market valuations. As a result, the PLN
has weakened in the first reaction to the decision.

The MPC has slightly modified its assessments of inflation processes in the
post-meeting statement. Firstly, it pointed to the risk of a longer than previously
assessed impact of the pandemic shock on inflation processes (on a global scale).
Secondly, the Council indicated that inflation in Poland will remain at an elevated
level in the near future, and now it is a baseline, not a risk scenario. However,
these two modifications has not changed the key assessment that the increased
inflation results mainly from external factors beyond the control of the domestic
monetary policy, and that it will decline in the longer term, betting on effects of the
shocks boosting the price growth to fade away. Tighter monetary policy will also
support lower inflation. As compared to the previous statement, the MPC also
added that higher NBP rates will curb inflation expectations.

The re-escalation of the pandemic in the world (and in Poland) may be the
reason behind the reduced scale of rate hike in December vs November (50bp
vs 75bp). This is indicated in the statement, as an increase in uncertainty
regarding the further development of both the epidemic and the economic
situation. In our opinion a smaller hike was also likely supported by the
announcement of the ‘anti-inflationary shield’, the slowdown in the growth of
commodity prices and the implementation of additional tools by the NBP (other
than interest rates) that might push inflation down.

The indication that the future MPC decisions will be data driven is a novelty in the
statement (but not in the general communication of the MPC). A reminder that
growth outlook is an important decision-making parameter of the MPC confirms,
in our opinion, that the market valuations indicating an increase in the reference
rate above 3% in the next 12 months might be too aggressive. In our opinion, this
declaration also heralds that the MPC's goal is not to bring inflation down to the
target as soon as possible, which - taking into account the probable entry into
force of the anti-inflationary shield as soon as next month - may suggest that the
next move by the MPC may be even smaller. This was initially confirmed by the
governor Glapinski at the presser on Thursday. But later on, he said that ceferis
paribus, with current macroeconomic scenario, rate hike(s) are possible
(Freudian slip?) and de facto suggested a move by 50bps in January (“similar scale
of moves as so far”). This indicates some upside risks to our baseline scenario
(+25bps in January), thus we put our view under revision. The MPC definitely
hasn’t said the last word yet.
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Macro monitoring with alternative data

Electric energy consumption (total)
50 -

wutiin =t
40 1 Italy I
30 4 Spain ‘

Germany {
20 -

Mobility*
40 -

% change vs 15-29 Feb 2020 average
20

-20

10
0 - -40
-10 4 60
-20 Poland
i United States
-30 -80 1 Germany
Italy
-40 - -100 - France
Mar-20  Jun-20  Sep-20  Dec-20 Mar-21  Jun-21  Sep-21  Dec-21 Feb-20 Aug-20 Feb-21 Aug-21
Heavy truck traffic* Economic activity status (acc. to CEIDG**)
140 - 30 1 ths. mm closed suspended
Index: 2-8.03.2020 = 100 mmmm newly registered resumed
D 1720 4 balance
120 +
100 10
80 - 0
60 -10
40 -20
20 A -30 -
N NOITLO~N0DNDNO TN T ANNDTULDO~SONOD — AN
Lo m T T OO0 Qo T
TOOT T AOMT O OMT— OO MOO0WNANOMNSLW
0 - QPPN T T T T Qe AR T T L~
Mar-20  Jun-20  Sep-20  Dec-20 Mar-21  Jun-21 QIR 222~Y S -RIAJZEIZCYT =
o~ o N ~N
Consumption based on PKO BP card payments Weekly consumer confidence survey
20 ~
160 - 140 pts.
140 - Index: 2-8.03 = 100
120 - 0 -
100 -
80 -
_20 -
60 -
40 -
20 A -40 -
0 - ‘ ' Expected financial standing
8528358325258 345+885832¢ C ;
o= = e I NI I IR = I = IP=I - DS I NTIN onsumer confidence index
AFIPPPFP T L L]0P -60 -
QIIEIgenme NIPIEAE 15-Mar  15Jun  15-Sep 15-Dec 15-Mar 15-un  15-Sep

Source: PSE, Apple, Google, GDDKIA, CEIDG, Kantar, PKO Bank Polski, *weighted with market share of i0S and Android, no new google data available, 7DMA, **Central Registration and Information on Business. **Last plot Sept. 26", due to change in

tolling system, latest data have not been available so far.

3]



Poland Macro Weekly o

10 Dec 21

Bank Polski

Weekly economic calendar

Indicator Time (UK) Previous Consensus* PKO BP Comment

Tuesday, 14 December

EUR: Industrial production (Oct) 10:00 % y/y 5.2 -- -- -

POL: Current account balance (Oct) 13:00 EUR bn -1.339 -968 -645
Just-in-case purchases and high

POL: Exports (Oct) 13:00 % y/y 122 9.4 10.2 energy prices drive down C/A
balance this year.

POL: Imports (Oct) 13:00 % y/y 21.5 20.0 20.1
HUN: MNB meeting 13:00 % 2.10 == 2.25 ==
USA: PPl inflation (Nov) 13:30 % y/y 8.6 9.2 -- --

Wednesday, 15 December

Inflation  details  will reveal

. H 1 of 0
POL: CPI inflation (Nov, final) 9:00 % y/y 6.8 7.7 7.7 i 0 (RS
USA: Retail sales (Nov) 13:30 % m/m 1.7 0.8 -- --
USA: Fed meeting 19:00 % 0.00-0.25 0.00-0.25 0.00-0.25 ==

Thursday, 16 December

SWI: SNB meeting 8:30 % -0.75 -0.75 -0.75 ==
GER: Manufacturing PMI (Dec, flash) 8:30 pts. 57.4 == == ==
NOR: Norges Bank meeting 9:00 % 0.25 0.50 0.50 -
EUR: Manufacturing PMI (Dec, flash) 9:00 pts. 58.4 == ==
UK: BoE meeting 12:00 % 0.10 0.25 0.25 ==
EUR: ECB Refinancing Rate 12:45 % 0.00 0.00 0.00 --
POL: Core inflation (Nov) 13:00 % y/y 45 4.7 4.7 ir.lﬂ(l:tl;f)ntg:emn;otrgzgt(:uellrzergtfe. core
USA: Initial Jobless Claims (Dec) 13:30 thous. -- -- -- --
USA: Housing starts (Nov) 13:30 mn 1.52 1.57 -- --
USA: Building Permits (Nov) 13:30 mn 1.65 1.67 -- --
USA: Industrial production (Nov) 14:15 % m/m 1.6 0.7 -- --
USA: Manufacturing PMI (Dec, flash) 14:45 pts. 58.3 -- -- --

Friday, 17 December

JAP: BoJ meeting - % -0.10 -0.10 -0.10 -

GER: Ifo Business Climate Index (Dec) 9:00 pts. 96.5 == == ==

POL: Wages (Nov) 9:00 % y/y 8.4 8.9 9.2 Another wave of absentees due to
pandemic may impinge on labour

POL: Employment (Nov) 9:00 % y/y 0.5 0.5 0.6 market stats.

EUR: HICP inflation (Nov, final) 10:00 % y/y 4.9 4.9 == ==

EUR: Core inflation (Nov, final) 10:00 % y/y 2.6 2.6 == ==

Source: GUS, NBP, Parkiet, PAP, Bloomberg, Reuters, PKO Bank Polski. Parkiet for Poland, Bloomberg, Reuters for others.
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Selected economic indicators and forecasts

Sep-21  Oct-21  Nov-21 3921 pAAY) 2021

Economic activity
Real GOP (% y/y) X X X 53 5.8 6.7 42 -25 53 46
Domestic demand (% y/y) X X X 8.6 9.8 10.0 5.6 -3.7 78 5.8
Private consumption (% y/y) X X X 4.7 79 6.0 40 -3.0 6.1 4.6
Gross fixed capital formation (% y/y) X X X 9.3 15.0 8.4 6.9 -9.6 9.1 6.8
Inventories (pp) X X X 3.7 1.6 3.8 15 -0.8 2.0 1.1
Net exports (pp) X X X 2.7 -33 2.7 -1 0.8 -1.9 -0.9
Industrial output (% y/y) 8.7 78 81| 103 8.1 79 66| <10 141 8.2
Construction output (% y/y) 42 4.2 4.1 5.8 1.2 25 -0.4 2.7 0.0 45
Retail sales (real, % y/y) 5.1 6.9 7.1 48 6.5 43 46| 271 70 38
Nominal GOP (PLN bn) X X x| 6475 7395 6642 6815 2327 2591 2861
Labour market
Registered unemployment rate$(%) 5.6 5.5 5.4 5.6 55 5.5 49 6.3 55 4.8
Employment in enterprises (% y/y) 0.6 0.5 0.6 11 0.6 1.6 1.4 -1.2 0.5 1.4
Wages in enterprises (% y/y) 8.7 8.4 9.2 9.0 79 7.1 8.5 48 8.1 7.8
Prices”
CPl inflation (% y/y) 5.9 6.8 7.7 54 75 6.2 71 34 5.0 6.4
Core inflation (% y/y) 42 45 46 39 47 49 5.0 39 41 5.1
15% trimmed mean (% y/y) 4.5 5.1 X 4.1 X X X 39 X X
PPl inflation (% y/y) 10.1 118 133 94 117 9.3 6.8 -0.5 74 5.7
Monetary aggregates+
Money supply, M3 (PLN bn) 19142 1917.7 19348 19142 19858 19990 202533 18227 19858 20973
Money supply, M3 (% y/y) 8.6 8.5 8.0 86 9.0 73 80| 164 9.0 56
Real money supply, M3 (% y/y) 2.6 1.6 0.3 3.0 1.4 1.0 0.8 12,6 3.7 -0.7
Loans, total (PLN bn) 13763 13919 x| 1380.1 13927 13919 14314 | 13338 13927 14744
Loans, total (% y/y) 29 34 X 32 4.4 3.4 6.1 038 4.4 59
Deposits, total (PLN bn) 1798.1  1800.5 x| 18135 18181 18005 18654 | 16022 18181 1893.6
Deposits, total (% y/y) 105 103 x| 114 135 103 82| 139 135 42
Balance of payments
Current account balance (% GDP) 0.4 0.0 0.0 0.4 -0.2 -0.2 -0.1 29 -0.2 0.3
Trade balance (%GDP) 1.4 1.0 0.8 14 0.6 0.1 -0.1 2.4 0.6 0.1
FDI (% GDP) 2.7 2.4 25 2.7 2.6 2.3 2.1 2.1 2.6 1.8
Fiscal policy
Fiscal balance (% GDP) X X X X X X X 7.1 -1.7 -1.2
Public debt (% GDP) X X X X X X X 574 55.8 51.9
Monetary policyf
NBP reference rate (%) 0.10 0.50 1.25 0.10 1.75 2.00 2.00 0.10 175 200
NBP lombard rate (%) 0.50 1.00 1.75 0.50 225 2.50 2.50 0.50 225 250
NBP deposit rate (%) 000 000 075/ 000 125 150 150 000 125 1507
WIBOR 3M* (%) 023 0.23 206 023 2.20 220 220 021 220 220
Real WIBOR 3Mx (%) 564 659  -569| -519 530  -407  -494| -306  -282 -419™
Exchange rates*t
EUR-PLN 4.62 4.62 4.68 4.62 4.60 4.55 4.53 4.61 4.60 4.45
USD-PLN 3.95 3.97 412 3.95 4.04 3.96 3.97 3.75 4.04 3.94
CHF-PLN 426 435 4.49 4.26 438 4.33 423 4.25 4.38 4.08
EUR-USD 117 1.16 1.14 117 1.14 1.15 1.14 1.23 1.14 1.13

Source: GUS, NBP, PKO Bank Polski.

*PKO BP Market Strategy team forecasts,
“period averages for quarterly and yearly data,
*deflated with current CPI inflation,

$period end values.
*#under reconsideration.
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Monetary policy monitor

MPC Members

K. Zubelewicz

Hawk-o-meter*

“A key rate of 3%, as expected by the market, would undoubtedly help lowering inflation expectations (...) As

Recent policy indicative comments”

the real rate would still be lower than before the pandemic, other parameters should also be changed
simultaneously with rate hikes (...) The normalization of monetary policy is the responsibility of the current
MPC (...) That's why the main tightening steps should be done by February. Developments afterward have too
many unknowns anyway” (16.11.2021, Bloomberg)

E. Gatnar

4.7

“In the next two months, the MPC should decide on hikes of 50 bps each (..) I'm afraid in December we will see
a CPI reading exceeding 8%, also on account of the sizeable demand impulse from holiday shopping (...)
interest rate changes in the cycle will depend on the pandemic situation in the country and the situation on
foreign markets” (30.11.2021, Bloomberg, PAP)

L. Hardt

43

“(..) the process of normalisation of monetary policy should be continued, including rate hikes. During MPC
December meeting a hike of at least 50 bp is needed. Nevertheless, the final level of interest rates we have to
achieve may be lowered by the NBP communication stabilizing inflation expectations and the more efficient
exchange rate channel. A stronger Polish zloty would help us in fighting inflation.” (02.12.2021, OECD).

J. Kropiwnicki

2.7

“I can't say if in December or in January, when my term ends, | will vote in favor of further interest rate hikes
() It all depends on the shape of current inflation, its components and most of all on inflation's impact on
inflation expectations.” (16.11.2021, PAP).

R. Sura

2.7

“The November flash inflation estimate shows that the interest rate hike path implemented by the MPC was
necessary (..) That reading only amplifies our bias towards tightening monetary policy - in the light of the
latest data, a rate hike in December is necessary.” (30.11.2021, Reuters, PAP).

G. Ancyparowicz

2.6

“We're determined to act against such an excessive increase in prices (..) We have begun that action, and if
price data don’t show signs of any improvement, we'll need to continue.” (05.11.2021, Bloomberg)

J. Zyzynski

24

“The Polish rate council might have to hike rates by 75 bps again if inflation rises above the level forecast in
the latest NBP projection” (08.11.2021, Bloomberg)

C. Kochalski

22

"We think that the first quarter [PAP: of 2022] is the quarter in which we should see the inflation peak (...) 7-8%,
this is the order of magnitude." (10.11.2021, PAP, Biznes24.tv).

A. Glapinski

1.8

"Yes" [PKO: A.Glapinski response to a question if the MPC will stick to ongoing pace of monetary
tightening.] (08.12.2021, NBPtv)

E. Lon

13

“In my opinion, in the light of expected macroeconomic conditions, it is worth considering to keep rates on
hold on the next meeting of the Monetary Policy Council. This is mainly due to the fact that there is a realistic
prospect of a moment, when the inflationary pressure will start to decline (...) Naturally, | am aware that apart
from arguments in favor of keeping interest rates at the current level, which are mainly arguments pointing to
a real decline in inflationary pressure, there will probably be arguments pointing to the need to continue the
monetary tightening phase. It will be worth discussing all these arguments calmly and reflect on them so that
in December you can make the right decision " (29.11.2021, PAP)

*the higher the indicator the more hawkish views. Due to the fact that the new MPC has not voted yet on interest rates changes, 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

Date
WIBOR 3M/FRAY

implied change (b. p.)

MPC Meeting

PKO BP forecast*
market pricing*

™ 2M 3M 4M 5M 6M ™ 8M oM
9-Dec 9-Jan 9-Feb 9-Mar 9-Apr 9-May 9-Jun 9-Jul 9-Aug 9-Sep
2.27 2.54 2.87 3.06 311 317 3.23 312 310 318

0.27 0.60 0.79 0.84 0.90 0.96 0.85 0.83 0.91
8-Dec 12-Jan 8-Feb 8-Mar 6-Apr 5-May 8-Jun 7-Jul - 7-Sep
1.75 1.75 2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00

2.02 2.35 2.54 2.59 2.65 2.7 2.60 2.58 2.66

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  Short-term PLN interest rates
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Economic sentiment indicators
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Economic activity indicators
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Merchandise trade (in EUR terms)
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Loans and deposits
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Previous issues of PKO Macro Weekly:

e  Monetary policy dilemmas (Dec 3, 2021)

e It's getting tricky (Nov 26, 2021)

e Macro picture is getting cloudy (Nov 19, 2021)

e Normalisation (Nov 12, 2021)

e Can households afford NBP rate hikes? (Nov 5, 2021)

e Inflation dilemma could reignite policy tightening (Oct 29, 2021)

e Missing parts (Oct 22, 2021)
e Costly recovery (Oct 15, 2021)

e It's normalisation time (Oct 8, 2021)

e Red-hot housing market, red-hot CPl inflation (Oct 1, 2021)

e Cautious optimism despite a few cracks (Sep 24, 2021)
o Inflation talk heats up again (Sep 17, 2021)

e No dogmatic approach on inflation (Sep 10, 2021)

e Consumption-based recovery (Sep 3, 2021)
e Budget surplus ahead? (Aug 27, 2021)

e Maturing recovery (Aug 20, 2021)

e Double digit expansion (Aug 13, 2021)

e Economy on holidays (Aug 6, 2021)

e American style inflation, American style monetary policy (Jul 30, 2021)
e A double-digit rebound (Jul 23, 2021)

e Is the CPlinflation really on hold? (Jul 16, 2021)

e MPC on hold until late autumn (Jul 9, 2021)

e House price growth accelerates after pandemic slowdown (Jul 2, 2021)

o  Straight to the hot summer (Jun 25, 2021)

e Back to pre-pandemic trends (Jun 18, 2021)
e MPC waits and doesn't see (Jun 11, 2021)

e Economy roars out of lockdown (May 28, 2021)
e The New (Polish) Deal (May 21, 2021)

o Fasten your seatbelts, please (May 14, 2021)
o Lift-off (May 7, 2021)

e To the moon! (Apr 30, 2021)

e What's the score? (Apr 23, 2021)

o Inflation rears its head yet again (Apr 16, 2021)
e Inside the NBP’s comfort zone (Apr 9, 2021)

e Locked-down Easter (Mar 26, 2021)

e The third wave hits the economy (Mar 19, 2021)
e Choke points in focus (Mar 12, 2021)
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Poland’s macro in a nutshell

Comment

Real economy

We have fine-tuned our 2021 GDP growth forecast (to 5.3%) and expect it

will decrease to 4.6% in 2022 (including the effects of the Polish New Deal
and the Domestic Recovery Plan). Private consumption will remain the
main engine of economic growth boosted by wages and redistribution.
Investments growth rate will stay moderate. Stockpiling of inventories will
be an additional boost to GOP growth.

- real GDP (%) -25
Prices
- CPl inflation (%) 34

5.0

CPI inflation is about to peak in December, due to anti-inflationary
measures adopted by the government, which will push the CPI down in
1922 by app. 1.9pp and put a cap on inflation in 1922 at around 7%.
Inflation will start falling in 3922, but the road to the inflation target is still
long and bumpy.

Monetary aggregates
- M3 money supply (%) 16.4

9.0

With the rebound of the economic growth, we expect credit demand to
increase gradually, fueling a moderate bank lending expansion. Smaller
scale of asset purchases will result in a deceleration of money supply
growth.

External balance

-0.2

Following the two-way pandemic turmoil, we anticipate that the current
account balance will return to an upward trend based on structural
factors. However, the deterioration of the balance will continue in the near
future and at the turn of 2021/2022 CAB will land close to zero. In such
a situation, it cannot be ruled out that a further intensification of
temporary factors, i.e. an increase in the prices of raw materials and
production components, as well as transport costs (freight) and the
maintenance of a restriction in the influx of tourists, may temporarily
provoke a deficit. At the same time, we expect the fast (double-digit)
export growth will be maintained and assume further inflows of foreign
investments (the nearshoring helps).

- current account balance (% GDP) 29
Fiscal policy
- fiscal balance (% GDP) -71

-1.7

We forecast that in 2021-2022 there will be a rapid improvement in basic
fiscal parameters after a significant deterioration due to the pandemic
shock in 2020. The ‘fiscally efficient’ structure of growth and the strong
growth of tax bases will keep the fiscal deficit on a downward path. That
said, redistribution may temporarily narrow a “room for maneuver” in the
local government sector.

Monetary policy
- NBP reference rate (%) 0.10

1.75

The MPC hiked interest rates by 50 bp in December (in line with
expectations). We put our baseline scenario (+25 pb in January) under
reconsideration after the Governor Glapinski presser as the 50bp hike is
now a close call. That said, the risks are still tilted to the upside due to
changes in the MPC composition.

Source: GUS, NBP, Eurostat, PKO Bank Polski.
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