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Poland: Central bank less dovish, but
hikes still distant

The dove camp seems to be weakening, although National Bank of
Poland Governor Glapiniski should reiterate this Friday that hikes are still
distant. The persistent CPI target overshooting and launch of ECB
discussion on tapering should trigger a change in the governor’s bias this
summer though we expect the next rate hike in 2H22
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In line with expectations, the Monetary Policy Council decided to leave interest rates
unchanged. The late timing of the decision release, as well as changes in the statement
indicate that the MPC is less unified in its dovish stance and the dovish camp marginally
weakened.

The key changes in the statement point that MPC is getting less certain about the temporary
nature of high inflation. The Council abandoned the entire paragraph, which said that it
“stabilises inflation at a level consistent with the NBP's inflation target in the medium term”.
Also the passage about the inflation outlook indicate that CPI should decline but only in 2022.
All signal that there are concerns that elevated inflation may stay for longer.

We expected that the NBP governor's press conference on Friday should sound dovish and he
should reiterate that hikes are still quite distant. Still, we think there is a rising divergence of
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opinions within the Council.

The market is already pricing in 30bp rate hikes in one year and 90bp in 1 year and 9 months,
so much more aggressively than indicated by the MPC rhetoric. The key question financial
markets ask is when the MPC may change its bias to more hawkish and what could be a trigger
for that.

The first candidate already in favour of a less dovish bias change is the persistent overshooting
the CPI target (2.5%+/-1%). It may raise concerns about un-anchoring inflation expectations
and acceleration of wages on the top of already existing pro-inflationary factors (hikes of
reqgulated prices, commodity boom which is far from over, the demand and supply mismatch -
the effect of pent-up demand clashes with the disruptions in supply chains, pro-inflationary
GDP structure - the consumption boom of recent years and weak investment).

We see average CPI at 3.9% year-on-year in 2021.

Today's changes to the MPC statement show that this factor is already working. Most of the
MPC members probably tolerate the acceleration of inflation in Poland, repeating that the price
increase is temporary, resulting from factors beyond the control of the MPC. But some MPC
members may share our view. We think inflation pressure is strong and should rise further
when economy reopens and pent-up demand starts to work. We see average CPI at 3.9%
year-on-year in 2021 and expect inflation to stay above the upper bound through most of
2022 with average inflation at 3.4% YoY.

The second factor, which may change the MPC's bias is the launch of the European Central
Bank discussion on tapering in June. Governor Glapiniski reiterated many times that the MPC
wants to avoid a mistake of tightening too early and should act similarly to developed

market central banks. By following them, the NBP should limit the appreciation of the zloty. A
weaker zloty would support an economic recovery after the pandemic. The Fed and the ECB
should start a discussion on tapering around mid-year. Later, the MPC may also start signaling
growing chances for monetary policy normalisation.

Still, hikes are still distant, and we expect the first rate increase in 2H22 only.
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