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Inflation is running hot, but 
the NBP appears fireproof

As inflation concerns intensified over the course of
the last two quarters, many central banks in the EM
space were forced to hike their interest rates in order
to prevent their currencies from selling off and to

Author

mitigate further price pressures. The effects were visible in the currencies of Hungary and
the Czech Republic, which managed to steer away from weakening against the euro and
dollar since March this year, whereas the Polish zloty failed to benefit from this due to
divergences in Poland’s monetary policy compared to the other CE-3 countries. Much of
this divergence occurred in Q2, as this was when the normalisation policies were
announced. More recently, over July and August, USDHUF increased more than 6%
compared with a 4% increase in USDPLN and a 3.25% rise in USDCZK.

1-month
30th Sept 2021

3-month
30th Nov 2021

6-month
28th Feb 2022

12-month
30th Aug 2022

EURPLN 4.60 4.55 4.48 4.42

USDPLN 3.87 3.82 3.70 3.56

EURHUF 350 344 343 343

USDHUF 294 289 283 276

EURCZK 25.5 25.45 25.3 25.3

USDCZK 21.4 21.4 20.9 20.4

Monex’s September forecasts

PLN
The ugly “doveling”
Since the second quarter of 2021, Poland has become a clear outlier in its monetary policy
framework compared to Eastern European peers who have already embarked on
tightening cycles to limit the economic damage excessive inflation could bring.

The more dramatic depreciation in PLN and HUF was due to the double 
whammy of legal disputes with the European Union and increasing 

inflation, while the Czech koruna only had inflation on its mind.  
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Meanwhile, the National Bank of Poland remained dovish throughout Q2 and Q3 and kept
policy tools on hold despite the pace of price growth rising to 20-year highs, as the bank
insisted the inflationary pressures are of transitory nature. The zloty underperformed in
the CE-3 region as a result of these diverging monetary policies leading up to the
summer, while August’s 20-year inflation record led to PLN strengthening as markets
then priced in a higher likelihood of a hawkish turn in the National Bank of Poland in Q4.

PLN lags vs CZK and HUF as 
policy divergences drive 
them apart (Normalized as 
of March 2021)

Details of Poland’s inflation report show the rise in price growth is due to both reopening
effects and supply chain disruption. Covid-sensitive categories have seen the highest
price rises in recent reports as the economy reopens, while producers have also raised
prices more robustly, with prices of goods having increased by 5.1% YoY in August
compared to 4.6% in July. Despite the strong inflationary pressures, NBP Governor
Glapinski pushed back against rising expectations for interest rate hikes in a recent
interview, when he stated lifting borrowing costs now would be “very risky”. These
comments came just a week before the September meeting where the NBP decided to
keep policy unchanged. OIS market pricing further builds on the narrative that interest
rate hikes are unlikely to be on the agenda this year, while current uncertainties around
both Covid developments and Poland’s ties with the EU also make a rate hike before
year-end questionable.

The November meeting will be pivotal for further guidance on the NBP’s reaction
function as the decision comes with fresh growth and inflation projections.

The majority of the Governing Council is in favour of keeping 
rates low during the recovery, however the NBP may still adjust 
its balance sheet according to economic conditions to control 

for the inflation threat to Poland’s economic recovery. 
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Should the NBP start to shift towards a hawkish direction by increasing current inflation
forecasts, this should be beneficial for the Polish zloty. While we don’t expect the NBP to
increase interest rates as of November given the constant dovish commentary from
policymakers, we foresee a case for the zloty to benefit from the NBP announcing an
adjustment to its QE programme; the first step of policy normalisation. In Q1 2022, seven
of the Council members’ terms will expire, which leaves scope for larger policy changes,
including rate hikes, after their terms have ended.

While a risk for the zloty would be a more dovish NBP at the November meeting, the
series of legal disputes with the EU may also weigh on PLN if this leads to any delays on
the EU aid plans due to any legal conflicts arising. Poland is set to receive €23.9bn in
grants and €12.1bn in loans from the EU’s Recovery and Resilience Fund. Any delays in
the funds mean the NBP may be forced to hold onto more of their monetary tools than
inflationary pressures allow for, which could see the zloty losing ground.

HUF
More hikes incoming, but the peak has likely passed
The Hungarian forint started the summer on a weaker footing after legal disputes with
the European Union and higher-than-expected CPI inflation caused the currency to rank
as the worst performer against the US dollar among the EMEA basket over July and
August. While the high CPI print for Poland led to brief zloty strength due to policy
expectations shifting from dovish to hawkish temporarily, Hungary arguably has less
room to ward off inflation overshoots as the MNB has already hiked its key interest rate
by a total of 90bps to reach 1.50% in August. Beyond this, the central bank started
gradually withdrawing its quantitative easing programme as of their latest policy meeting.

In our latest HUF outlook, we argued that the forint is likely to be anchored by the MNB
hiking cycle as by then the central bank had hiked rates up to 1.20% and signalled more
incoming rate hikes.

MNB Deputy Governor Virag recently stated that the central bank is still targeting price
stability, and when considering interest rates adjusted for inflation, the MNB still has a lot
of room to combat price pressures. This is shown on page 4; while inflation pressures
continue to sit at elevated levels compared to the past decade, nominal rates, and
therefore real rates, remain substantially negative. This suggests the MNB has room for
more aggressive tightening, like what occurred in the aftermath of the global financial
crisis, although September’s inflation report will indicate whether or not this will be
necessary.

“While we still believe this is the case, September’s inflation report will 
further determine the tightening timeline, as this report will provide insight 

on the MNB’s inflation expectations in light of the latest rate hikes.”

https://www.monexeurope.com/wp-content/uploads/Monex-Europe-HUF-Update-August-2021.pdf
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Low Hungarian real rates suggest MNB has room for more aggressive tightening
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CZK
Odds for 50bp hike in September are high
The Czech koruna rose to its strongest level since the end of February recently after
Czech National Bank Deputy Governor Marek Mora stated rates may increase by as much
as 50bps this month to counteract the unexpectedly fast inflation rise fuelled by limited
labour market slack. Inflation rose to 4.1% YoY in August, well above expectations at 3.6%
as the shortage of workers filtered through

Nevertheless, it will take a 
while for markets to turn 

sceptical of how much further 
real rates can go in the Czech 

Republic as there is some 
scope still, but they may 

mildly favour HUF over CZK 
over the medium-term for 

this reason. 

to consumption. Mora stated the jobless
rate is the main inflationary challenge for
the Czechs, and with the shortage failing
to improve much despite pandemic
workplace disruptions, this increases odds
of a rate hike closer to a 50bp increase on
September 30. Similar to Hungary’s case,
Czech real rates are lower compared to
average real rates since the global
financial crisis, but the gap is smaller than
in Hungary, giving the CNB somewhat less
room to manoeuvre relative to previous
history should the central bank opt for a
50bp hike in September.
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CNB’s real rates are closer to but still below decade averages vs MNB
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The elections on October 8 are unlikely to be a huge risk factor for the Czech Republic
with recent polling being quite indicative of what the election outcomes could be. Latest
polls suggest Czech social democrats are losing ground while opinion polls suggest they
may even fall short of the 5% threshold required to hold a seat in parliament. The Czech’s
Prime Minister’s ANO party leads ahead of the elections according to the polls, which
suggest PM Andrej Babis would win the general election with 32.4% of the vote as things
stand now. With uncertainties around the elections being limited, the market impact
following the elections is expected to be muted as well unless polls leading up to the
election foresee large changes. With this in mind, the main risk factor for the Czech
recovery continues to be focused on how well the labour market recovers and how well
CNB policy manages to keep a lid on inflation.
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