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Poland: NBP begins monetary easing with a sharp 75
bp cut, beating market expectations

Masayuki Nakajima, Senior Currency Strategist

e Poland National Bank cut interest rates by 75bp, larger than market expectations(25bp cut).
e  The larger than expected rate cut, concerns that monetary policy is being skewed by political considerations, and an attitude to tolerate
weaker PLN, are significant downside risks for the currency.

e  Previously, our forecast of EURPLN at the end of December 2023 was 4.50, but we revised it up to 4.74, reflecting the risk of a sharp
deterioration of rate advantage to the euro zone.

The National Bank of Poland (NBP) cut interest rates by 75 basis points to 6.00% on September 6. This is the first time the NBP has eased monetary
policy since May 2020. The rate cut was a double negative surprise. (1)"We can start a rate cut at the September 2023 meeting" governor Glapinski
said at a news conference after the July meeting, citing single-digit inflation as one of the conditions for the rate cut. However, the preliminary CPI
figures for August released on August 31 showed a year-on-year CPI inflation rate was 10.1% (Chart 1). The Bloomberg consensus survey showed
16 out of 36 economists expecting NBP to keep its policy rate stable. (2)Economists who expected a rate cut were all expecting a rate cut of 25 bp.
PLN fell nearly 2% against the euro from 4.50 to 4.57 shortly after the surprise 75 basis point cut.

Expanding fiscal policy and looser monetary policy will make fight to inflation harder

The NBP said in a statement that the slowdown of economic activity was worse than expected. The real GDP growth rate for the April-June period
of 2023, which was announced at the same time as the CPI on August 31, was down 0.6% from the same period of the previous year, down from
the previous forecast of 0.5% announced on August 16. Looking at the breakdown by demand items, household consumption and total capital
formation declined 2.7% and 14.3%, respectively, showing a significant decline in both consumption and investment (Chart 2).

Chart 1: Policy interest rates and consumer price index (CPI)
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Chart 2: Real GDP Results and Pre-Coronavirus Trends
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Source: National Bank of Poland, Statistics Poland, Bloomberg, Mizuho Bank Source: Statistics Poland, Bloomberg, Mizuho Bank

To be sure, there is no doubt that a slowdown in the economy could reduce inflationary pressures on the demand side, but there are still unconvincing
points. (1)In late August, the Polish government approved a fiscal expansionary 2024. If monetary policy also moves toward easing amid
expansionary fiscal policy, it will provide a strong boost to the domestic economic recovery, contradicting the logic that inflation pressures will fade

as the economy slows. (2)In Poland, as in other major European countries, the labour market is still tight despite the economic slowdown, and the
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wage growth rate was as high as 10.4% year-on-year in July 2023 (Chart 4). The risk of an inflationary spiral in wages and service prices is still
high.
Main opposition party leader and former prime minister Tusk slammed a steep rate cut as risky and said there was no doubt governor Glapinski

was taking part in the ruling party’s pre-election campaign. General election will be held on 15 October.

Chart 3: Fiscal Balance (Annual) Chart 4: Wage growth
(PLNbn) (%GDP) (YoY%)
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During the Governor’s press conference, PLN continued to fall

Governor Glapinski held a press conference on September 7, one day after the monetary policy announcement, justifying the case for the sharp
cut. The governor expressed that rate cut was not political. From the perspective of the foreign exchange market, it is noteworthy that the
governor downplayed the negative market reaction to the sharp rate cut, saying, "The 2% depreciation of the currency will not have much impact
on the CPI," and that he also noted that NBP would not intervene in the currency. In the end, PLN continued to fall during the governor's press
conference, trading 3% lower against the euro than it was before the monetary policy announcement. Given the dovish tone of the Governor's
press conference, a further rate cut a the next monetary policy meeting on 4 October is likely unless depreciation pressure against PLN
intensifies.

Interest rate advantage of PLN against EUR will likely to fade sharply

A sharper-than-expected rate cut, concerns that monetary policy is being skewed by political considerations, and an attitude to tolerate weaker
PLN, are significant downside risks to the currency. Markets have already priced in a rate cut of 40 basis points at the October meeting and the
interest rate gap with the euro zone is expected to narrow sharply in the future (Chart 5). Even in light of Poland's strong balance of payments
(Chart 6), including a current account surplus, and massive inward FDI inflows, it will be necessary to revise the previous forecast to a weaker euro.
Previously, our forecast of EURPLN at the end of December 2023 was 4.50, but we revised it up to 4.74, reflecting the risk of a sharp deterioration
of rate advantage to the euro zone (Chart 7).
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Chart 5: Changes in the National Bank of Poland and European
Central Bank policy interest rates

Chart 6: Current account balance, net direct investment and capital
balance
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Chart 7: Polish Zloty Forecast
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Important Information
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of investment research.

Disclaimer
Unless otherwise stated, all views or opinions herein are solely those of the author(s) as of the date of this publication and are not to be relied upon as authoritative or taken in substitution for the exercise of
judgement by any recipient, and are subject to change without notice.

This publication has been prepared by Mizuho solely from publicly available information. Information contained herein and the data underlying it have been obtained from, or based upon, sources believed
by us to be reliable, but no assurance can be given that the information, data or any computations based thereon are accurate or complete. This publication provides general background information only. It
is information in summary form and does not purport to be complete. This publication has been prepared for information purposes only and is not intended by Mizuho or its affiliates to constitute investment,
legal, accounting, tax or other advice of any kind and all recipients of this publication are advised to contact independent advisors in order to evaluate the publication, including, without limitation, the suitability
of any security, commodity, futures contract or instrument or related derivative (hereinafter, a “financial instrument”), product or strategy herein described. This publication is not intended to be relied upon as
advice to investors or potential investors and does not take into account investment objectives, financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients within
the meaning of the United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US, Japanese or any other applicable securities laws.

This publication has been prepared for information purposes only and is not intended by Mizuho to market any financial instrument, product or service or serve as a recommendation to take or refrain from
taking any particular course of action or participate in any trading or other strategy. This publication is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or any of the assets,
businesses or undertakings described herein, or any other financial instrument, nor is it an offer to participate in any trading or other strategy, nor a disclosure document under applicable laws, rules, regulations
or guidelines. Nothing contained herein is in any way intended by Mizuho or its affiliates to offer, solicit and/or market any financial instrument, product or service, or to act as any inducement to enter into any
contract or commitment whatsoever.  Neither the author, Mizuho nor any affiliate accepts any liability whatsoever with respect to the use of this report or its contents.

Mizuho and its affiliates, connected companies, employees or clients may take the other side of any order by you, enter into transactions contrary to any recommendations contained herein or have positions
or make markets or act as principal or agent in transactions in any securities mentioned herein or derivative transactions relating thereto or perform or seek financial or advisory services for the issuers of
those securities or financial instruments.

All of the information contained in this publication is subject to further modification without prior notice and any and all opinions, forecasts, projections or forward-looking statements contained herein shall not
be relied upon as facts nor relied upon as any indication of future results. Opinions stated in this report are subject to change without notice. Future results may results may materially vary from such opinions,
forecasts, projections or forward-looking statements. The information may not be current due to, among other things, changes in the financial markets or economic environment. Past performance is not
indicative of future performance.
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subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of MHBK's regulation by the Prudential Regulation Authority are
available upon request. This publication may also be distributed by Mizuho International plc. (“MHI"). MHI is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority
and the Prudential Regulation Authority.

United States: This publication is not a “research report” as defined in Commodity Futures Trading Commission (“CFTC”) Regulations 1.71 and 23.605. The content of publications distributed by Mizuho
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