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NBP remains invariably dovish

m The Monetary Policy Council (MPC) left all interest rates unchanged, with
the key policy rate still at 0.1%. As we had expected, there was also no
significant hawkish twist in the communique.
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m The official policy statement included a whole new section signalling that
according to NBP’s monetary policy guidelines the inflation rate may for
some time deviate from the central bank’s target (2.5%) as well from the
tolerance band around the target (+/-1 pp). The MPC emphasized that “the
response of monetary policy to the shocks is flexible and depends on their
causes and the assessment of persistence of their effects”. In our view this
was a way to signal that the MPC treats inflation as only a temporary
phenomenon and does not see any need to change rates at this stage.
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m The MPC added also a sentence saying that “the NBP’s monetary policy
(...) stabilizes inflation at the level consistent with the NBP’s target. A
similar section was deleted from the communique last month, which at that
time was interpreted by some market participants as a hawkish twist in the
communique. The fact the phrase was reinserted into the official statement
seems to be a signal that the policymakers have no intention of turning
significantly more hawkish.

m We stick to our view which assumes that instead of starting a rate hike
cycle early (the option that the CNB and the NBH are considering), the
Polish MPC prefers a more gradual approach. We expect only a gradual
change in the rhetoric in the coming months, facilitated by the July inflation
projection (most likely showing higher CPl and GDP in 2021 and 2022).
We expect also tapering of asset purchases in the coming months. This
would allow the central bank to postpone the first rate hike, possibly until
1H22.

m That strategy may require from the MPC additional communication efforts
to convince market participants about its determination to control inflation .
A less controversial strategy would be to start rate hikes early but proceed
at a slow pace. However, for now this does not seem to be the MPC’s
preferred strategy.

® |n the near term the dovish stance of the MPC is likely to be supportive for
the front end of the swap curve but this may be accompanied by a risk of
significant jump in longer yields in the future. Both monetary and fiscal
policies are highly accommodative in a period of very strong economic
rebound. In our view, without policy adjustment the inflation rate and
inflation expectations may continue to rise, eventually leading to a need to
significantly faster rate hikes than currently priced in by the market.
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