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Poland: Strong inflation points to longer
rate hike cycle

Poland's statistical office confirmed its May flash inflation estimate at
13.9% year-on-year. External factors still play important role in driving
inflation, but rising core inflation is increasingly worrying as it points to
strong second-round effects. The risk of double-digit rates is rising,
although this is not a baseline scenario, yet

In May, CPI inflation amounted to 13.9% YoY with prices of goods jumping by 14.9% YoY and
services 10.8% higher than in May 2021. External factors continue to play a significant role in
inflation. The increase in prices of food and non-alcoholic beverages (13.5% YoY), energy
(31.4%YoY) and fuel (35.4%YoY) accounted for about two-thirds of the annual increase in total
prices. However, a much more worrying development is the further significant increase in core
inflation, which points to intensifying second-round effects. We estimate that core inflation,
excluding food and energy prices, increased in May to around 8.5% YoY from 7.7% YoY in April. Ina
favourable economic environment (robust consumer demand), companies have no major

problem in passing on higher energy, transport, material, and labour costs to the prices of their
products and services.
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The outlook for the coming months suggests that significant risks to further strong price growth
remain. In June, we may witness a double-digit increase in fuel prices on a monthly basis and
continued pressure from food prices and core categories. The second half of 2022 is likely to be
marked by consumer price increases of 15-20% YoY, with a peak in 4Q22. Autumn may bring
renewed increases in energy prices, especially for heating fuel. In turn, at the beginning of 2023,
we should expect a marked increase in requlated prices, including electricity and gas. As a result,
we do not share the view of the NBP governor Adam Glapiriski that we are nearing the end of the
interest rate hike cycle and that the conditions for interest rate cuts may emerge towards the end
of next year. Of course, the inflation outlook is subject to extremely high uncertainty, but the
distribution of risks is strongly tilted towards still high inflation. Moreover, it is worth noting that the
ECBis yet to start its rate hike cycle, and market expectations for terminal rates in the euro area
and the US have shifted markedly upwards in recent days.

We have already been pointing out for some time that the decade of low interest rates is over, and
the MPC may have to raise interest rates close to 10%. The risk has increased in recent weeks that
containing inflation may require an increase in NBP rates to double-digit levels, but this is not our
baseline scenario. Global inflation expectations and fears of a more decisive tightening of
monetary policy by the major central banks are mounting. The policy mix continues to be a
domestic factor hampering the fight against inflation. Increasingly restrictive monetary policy is
accompanied by increasingly expansionary fiscal policy. Fiscal stimulation amid a significant
positive output gap leads to a build-up of internal (rising inflation) and external (rising current
account deficit) imbalances.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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