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Monitoring Poland: National Bank of
Poland looks set to ease

Surprisingly, neither the ruling PiS party nor the opposition unveiled new
social spending plans in June. We expect new announcements just
before the elections, possibly in September. We expect a fast decline in
CPl'in 2H23, supporting - in our view - NBP policy easing in 2023. This
offers a positive outlook for POLGBs, at least until the general elections

We expect no policy changes from the National Bank of Poland (NBP) in July. The central bank
will present new projections, likely reflecting a series of downside CPI surprises. However, we
estimate that the chances of a rate cut after the August Monetary Policy Council break have
increased to 65-70%. This follows the guidance provided by some MPC members, including
President Adam Glapinski, and the recent lower-than-expected CPI print in June. We see more
than one interest rate cut in 2023 as possible. Our short-term inflation forecast is optimistic,
with CPI falling to single digits in August - something which should further strengthen the
MPC'’s dovish stance.

Our long-term CPI forecasts are substantially less favourable though. Core inflation could
stabilise around 5% year-on-year in 2024-25, given the tight labour market, another
significant rise in the minimum wage and valorisation of the 500+ child benefits (to PLN80O per
child per month).

Risks to our 2023 GDP of 1.2% growth forecast are mounting. Second-quarter growth most



THINK economic and financial analysis

likely underperformed (with flat or negative year-on-year growth), given poor retail sales,
industrial output and an only 45.1 point manufacturing PMI print in June. Consumer sentiment
is improving but from a very low level. Moreover, real wages are set to only start to grow
sometime in the third quarter, after around a year of negative growth.

Also, the government’s recent cheap mortgage scheme has come too late to give a boost to
housing construction this year. Given the likely lacklustre internal demand, net exports are set
to be a key GDP driver this year.

FX and money markets

The zloty continues to benefit from a mix of current account surplus, more FX sales on the
market by the Ministry of Finance, inflows from Foreign Direct Investment and portfolio capital.
Some investors seem to expect a more market-friendly political environment after the
parliamentary elections. We expect all those factors to persist at least until the elections. We
expect €/PLN to gradually sink towards, or slightly below, 4.40 in the coming weeks.

Domestic debt and rates

Despite higher overall 2023 borrowing needs after the state budget amendment, the
government aims to finance these via a reduction of the sizeable cash buffer (PLN117bn as of
the end of May) and FX funding, hence limiting Polish government bonds (POLGBs) issuance
compared to the initial budget bill. In tandem with the expectations for monetary policy easing
(fueled by the recent CPI print), this suggests further drops in yields across the curve and some
tightening in asset swaps.

Around the pivot point in GDP growth

After surprisingly strong GDP growth in the first quarter, the second quarter disappointed on
the weaker side, particularly on the consumer front. Aside from poor retail sales, our services
proxy also shows lacklustre activity. Positive net trade may have been insufficient to prevent a
second consecutive year-on-year decline in GDP.

This is likely the pivot point though. Given a strong fall in CPI, real wage YoY growth is expected
to turn positive in 3Q23, after a year of negative growth. Hence, we see consumption as an
increasingly important growth driver, alongside public investments, partly funded from the
expiring ‘old’ EU budget.

Further declines in industrial activity in May

The drop in May industrial production, by 3.2% YoY, came close to expectations, following the
6.0% YoY decline in April. This was the fourth consecutive month of YoY decline. Adjusted for
seasonal factors, production fell 1.0% month-on-month, contracting for the third consecutive
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month. Manufacturing output fell 2.7% YoY.

The slightly slower decline in industrial production was partly due to a more favourable
calendar pattern. Still, we expect industrial production to continue to drop in YoY terms in the
coming months. A positive sign is an increase in the production of capital goods (9.1% YoY),
suggesting continued investment growth.

Week consumer spending in the second quarter

Retail sales fell 6.8% YoY in May (ING and consensus: -5.7%), following a 7.3% YoY decline in
April. Seasonally adjusted sales fell 1.1% MoM, after rising at the same rate a month before.

The decline in retail sales in real terms was broad-based, across all categories. Durable goods
fell at a double-digit rate. The exception was cars - possibly deliveries of pre-ordered cars that
were delayed due to supply chain disruptions and a lack of electronic chips. Most likely, 2Q23
was the third consecutive quarter of falling household consumption. We expect a recovery
only in the second half of the year.

Lower CPI for June suggests September NBP rate cut

CPI inflation fell to 11.5% YoY in June, below the consensus of 11.6%, and down from 13.0% in
May. The main contributors to the decline were fuels (contribution of -0.6pp), food and energy
prices (both -0.3pp). We estimate that core inflation slowed to 11.2% YoY, down from 11.5% in
May. Still, with external supply shocks rapidly receding, Poland stands out from the CEE region
with the slowest decline in core inflation.

If disinflationary pressure is sustained, we see CPI at 9.8% YoY in August, which should trigger
an NBP rate cut in September. By year-end, CPI inflation could slow closer to 7% YoY - such an
outlook could transpire from the July NBP inflation projection.

Robust current account balance but weakening foreign trade

Balance of payments data for April saw a continuation of positive trends, but at the same time
some worrisome signals on foreign trade. We estimate that on a 12-month basis the CA
balance improved to -0.7% of GDP in April, from -1.2% of GDP in March.

Although export growth slowed down markedly - to 2.4% YoY in April from 15.5% in March
(with the automotive sector being still the major driver), imports fell 8.8% YoY from -3.0% a
month before. The weak imports value results from lower energy prices but also subdued
domestic demand. This is consistent with national account data, especially private
consumption.

For 2023 as a whole, we expect a 1.5% of GDP current account surplus after a 3.0% of GDP
deficit in 2022.
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Relaxed fiscal stance in an election year

Monthly reports on the state budget reflect weak domestic demand and subdued imports. In
May alone, the state budget (cash basis) posted a PLN11bn deficit compared to a PLN10bln
accumulated deficit from the previous four months. Underperforming tax revenues result from
the economic slowdown, but also earlier cuts in tax rates, e.g. in PIT and VAT. With spending as
planned, this translates into higher deficits.

These trends, exacerbated by additional spending in an election year, are set to lead to a
relatively high fiscal deficit this year (we estimate 5.2% of GDP) and a 4% of GDP deficit in
2024.

Limited scope for further PLN gains

According to NBP surveys, Polish exports remain profitable with €/PLN above 4.30. This should
remain a natural barrier for PLN gains in the coming weeks. Moreover, our own estimates
indicate that the zloty is no longer undervalued against the euro and has started to be slightly
overvalued. Hence, we see limited scope for PLN gains below 4.40.

With domestic demand expected to recover from 2H23, we expect the current account surplus
may shrink. We also fear that some investors may be overoptimistic about post-election
prospects. This suggests some €/PLN upside risk in 4Q23.

Local demand for POLGBs likely to continue

Over-liquidity in the Polish banking sector continues to grow, given still weak credit expansion.
Consequently, we expect banks to both extend POLGBs purchases and lower deposit rates (the
process is already underway), increasing POLGBs’ attractiveness to local non-financial buyers,
both corporate and households.

In recent weeks, we have seen POLGBs finally gaining alongside PLN. We expect there are
foreign flows to local debt (not yet shown in official data). Solid CEE sentiment, NBP cut bets
and likely limited POLGBs supply in 2H23 suggest further foreign capital inflows. This could well
pit foreign buyers against locals essentially forced to buy, reflecting very limited alternatives.
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