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Post-MPC comment

No time for a pause 9 January 2013

The MPC decided to cut interest rates third month in a row by 25bps. Now the main reference rate is at  4.0%.
The official statement and comments during the pres s conference suggest that a pause in the easing cyc le
may be approaching, but on the other hand it remain s clear that the Council is still under strong influ ence of
current macro data. The drop of inflation in coming months and deceleration of economic growth will be SO
strong that contrary to suggestions on possible bre ak, the MPC may decide again — just like Marek Belka  said
in November — that there is no time for a pause. Reac tion of the debt market to comments of the NBP govern or
was negative — yields surged by 15-30bps along the curve. Zloty was supported by such rhetoric — the
EURPLN plunged to ca. 4.08.

The Monetary Policy Council cut rates by 25bps at its first meeting in 2013, in line with expectations. This was the third
cut in a row of this scale, thus the reference rate is currently at 4.00%.

The official MPC statement was slightly shorter as compared to earlier months, but the essence remained similar to the
November’s one. Council maintained its opinion that the domestic economic activity is low, while weaker business
climate is capping the wage and inflationary pressure, thus underpinning risk that inflation will slide below target (2.5%)
in medium term. The sentence that the implemented cuts reduce the risk of inflation falling below the target in the
medium term was reiterated.

The suggestion of possible further cuts was maintained, but it became more conditional — this time the Council “does
not rule out easing ” (rather than: “will ease ") monetary policy, should the upcoming information confirm a protracted
economic slowdown and risk of increase in inflationary pressure remains limited. NBP governor Marek Belka allotted
much time during the press conference to elaborate on this small change in the statement. He stressed that one should
interpret this fragment that “a certain round of rate cuts is coming to an end” and that a rate reduction in February “is
likely and even probable but not unconditional”. Anna Zielinska-Gtebocka added that Belka’s sentence about the end of
easing cycle is not precise and it should be rather interpreted as an announcement of a “pause”. When asked about a
change in monetary policy bias Belka said that so far there is no change in this respect and any switch to neutral stance
may occur only after analysis of first data for 2013.

Before today's MPC meeting we thought that the Council might, in some way, suggest a pause in the easing cycle. It
seemed probable to us, that the pause could take place in February (in anticipation of March CPI and GDP projections).
Nevertheless, both the MPC communique and comments during the press conference imply that the Council is rather
mulling a break in consecutive months. The NBP’s governor Marek Belka said straightly, that if the Council decides to
cut rate in February, one would have to be aware that in the following month or months there may be a pause.
Nevertheless, it seems to us that current macroeconomic data will remain crucial for the MPC decisions in upcoming
months (it is interesting that neither in the statement nor in MPC members’ comments, the upcoming update of NBP
projections has been mentioned). This is confirmed by Marek Belka’'s words that “lower inflation will surely give more
possibilities regarding movements of the interest rates”. NBP governor admitted that December’s macroeconomic data
due in coming weeks will probably be “ugly” and inflation has probably plunged in December, approaching the NBP
target. Consequently, we expect the MPC to cut rates by 25bps again in February and despite the hint on possible
break in March, the NBP rates may be reduced further (when the MPC will see that January’s CPI plunged below 2%
and this may be strong factor encouraging more easing for some Council’'s members).
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Fragments of the MPC statement (indication of chang  es as compared to December statement)

Incoming data show that global economic activity eentinues-to-be was still weak in 2012 Q4. Altheugh economic activity grewth in
the United States aceelerated-in2012-Q3 stayed moderate , while recession-in the euro area persisted most probably remained

in recession . Atthe-same-time—econemic-activity The economic slowdown observed over recent quarters in the-largest some
major emerglng economies Was—relanvely—lew—appears to have decelerated Even—theugh—wealeglebaLeeenemreaemm-y—supperts

countries. b y ,
shightly. Global financial market sentiment has |mproved rec ently, supported by further monetary policy easing by the
major central banks.

to—a—further—decline—in—imports—amidst—stillpositive—expoerts—growth. In Poland, Incoming monthly data, and the economic
sentiment indices show that the economic activity r emained weak over the recent months. In particular, industrial and
construction output decreased in November whereas the annual growth of retail sales in real terms con  tinued to run only
slightly above zero. R } i i ine-i

- Furthermore, labour market flgures confirm an econo mic
slowdown. November saw a contlnued decline in the c orporate sector employment accompanied by a persist ently slow
growth in wages and unemployment rate continuing to

months, both household and corporate lending growth contlnued to weaken.

In October, CPI inflation decreased and amounted to 3:4% 2.8%, while-remaining-above being close to the NBP's inflation target
of 2.5%. At the same time, both mest-ef-the core inflation measures, as well as producer price growth continued to decline, which
confirms weakening of demand and cost pressures in—the—ecenomy. Declining inflation was accompanied by lower inflation
expectations of households.

In the opinion of the Council, incoming data confirm a considerable economic slowdown in Poland, which results in limited wage
and inflationary pressures. At the same time, the Council assesses that GDP growth will remain moderate in the coming years
quarters , which poses a risk of inflation deelining running below the NBP’s inflation target in the medium term. Therefore, the
Council decided to lower the NBP interest rates further . The decrease in the interest rates should support economic activity and
thus reduces the risk of inflation falling below the target in the medium term.

The Council does not rule out further monetary poli cy easing should the incoming information confirm a protracted economic

slowdown, and should the risk of increase in inflationary pressure remain limited, the-Councilwill-furtherease-monetary-poliey-
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