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Post-MPC comment

Correction of March cut, not the last one 8 May 2013

The MPC trimmed interest rates by 25bps because rece nt data have worsened the MPC'’s assessment of
economic situation and lowered its expected inflati on path. Marek Belka underlined that this is not the
beginning of the new easing cycle but only a correc tion of March decision (when the MPC cut rates by 50  bps
and announced that it “complemented the cycle”). In our opinion, today’s move still does not mark the end of
easing cycle and until July rates may be trimmed fu rther by 25-50bps. Such scenario will be supported by next
macro data (lower and lower inflation, lack of visi ble revival in the economy). However, we still think the
market is pricing-in further policy easing (by near ly 100bps) too aggressively.

The Monetary Policy Council trimmed interest rates by 25bps in May, which dragged the main NBP refinancing rate to
the new record low level of 3.0%.

The Council pointed in the statement that incoming economic data confirmed sluggish economic growth in Poland and
deeper decline of inflation, as well as higher uncertainty regarding the outlook for a rebound in economic activity abroad.
Consequently, the risk of CPI's staying clearly below NBP target in the medium term increased. According to NBP
governor Marek Belka, after the recent data the MPC assessed that inflation may sustain at very low level, even below
forecasts presented in the last NBP projection, and this has opened the door for a rate cut this month. Still, NBP
governor stressed several times that May’s rate cut should not be treated as the beginning of new easing cycle, but as
a “correction of what the MPC has announced two months ago”. He added that Council does not intend to signal a high
probability of further monetary policy easing — either a rate cut or leaving rates unchanged in June is in his opinion
equally likely. He said also that the disparity of interest rates between Poland and other countries is still considerable
and one cannot say that we are already approaching “ultra-low” level of interest rates (which — as he stressed in the
previous month — the MPC would like to avoid). According to Belka, the MPC remains in the easing bias.

In the last, crucial sentence of the MPC’s statement (see table below), the Council has deleted a piece, suggesting that
further decisions in upcoming months will be strongly dependent on the assessment “regarding economic activity”. The
NBP’s Governor Marek Belka highlighted that it was no accidence, showing that the Council would shift its focus even
more to inflation outlook from GDP outlook. At the same time, Belka has devoted much attention to the uncertainty
concerning the pace and the scale of possible economic rebound as well as pointed out that the structure of the GDP
growth is also very important. He said that the Council does not expect the Polish economy to slow down further, but de
facto the scale of predicted improvement will be rather subdued. What is more, in Belka’s opinion, the structure of GDP
growth, which is alarming, is more important. In particular, in the opinion of the Council “Polish economy will not be able
to grow in the long run solely on one engine, which is net exports”.

When asked why then the MPC decided to cut rates only by 25bps, NBP governor said that the MPC did not want to
surprise with its decisions. Recent decisions of the MPC (including today’s) would actually miss market expectations
quite often. Investors are still pricing-in further monetary easing in coming months quite aggressively. Recently, we
have altered our forecast for the central bank interest rates — from flat rates to 50bps cut this year. We did not expect
the first cut be delivered already in May. Because June’s rate cut cannot be excluded and next may take place in July
(due to further deep decline of inflation) there is a downward risk to our forecast. However, we still think the market is
too aggressively pricing-in possible scale of monetary easing.
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Fragments of the MPC statement (indication of chang  es as compared to April’s statement)

Despite-a-gradualimprovement, global economic activity remains lew weak. Despite an acceleration in economic growth in the
United States in 2013 Q1, consumer and corporate co nfidence weakened somewhat in March 2013.  In-the—euro—area,

recession probably contmued mte—Z@-LS—Q-l in the euro area , altheugh—the—srtuatren—vaned—aeress—eountnes—m and in Germany,

sentiment—has—deterierated—mest—reeemly— — despite expected positive growth rate — the sentime  nt of economic agents
weakened. A weakening of economic growth was also o bserved in China. M—ether—ma}er—eeenenmes—ef—the—eere—area—

eeonemres—has—probably—mereased—shghﬂy— Weak gIobaI economic act|V|ty has contrlbuted toa decline in inflation in many

countries. The recent decrease in commodity prices in the global markets is also conducive to lower in flation.

In Poland, GBP-grewth-in-2013-Q1probablyremained the incoming data confirm that economic growth is low. In 2012 Q4, GDP
growth was Weaker than previously estlmated —'Fhrs—rs—ufrd\leated—by—a—deehne—m Data on industrial and construction output
- as well as retail sales in the first months of

2013 show that economic activity growth remained we ak also in 2013 Q1. Subdued Lew economic activity in2013-Q% is also

reflected conflrmed m—lew—levels—ef by weak business climate |nd|cators Wealeeeenemc—aetrw@—m—the—ﬁrst—menms—ef—z@}&was

effeets: Wage growth continued t decrease. At the same time, lending — both to the corporate and household sector — remained low.

In February March, CPI inflation decreased again, reaching 1.0% yly, i.e. a level markedly below the NBP inflation target of 2.5%.
The decline in inflation was mainly driven by a dec  rease in food price growth. There was also a decline in core inflation
measures, which confirms a weak demand pressure prevailing in the economy. This was accompanied by a further decline in
inflation expectations of households and-enterprises.

In the opinion of the Council, the incoming data eenfirm indicate lew that economic growth in Poland remains weak, while inflation
decline is stronger than forecasted in the March pr  ojection. as—welLas—ne—wage—and—m#laﬂerwpreswres—EeenemaeWty—may

rnﬂatrenar—y—pressure— At the same time, uncertarnty about the pace andt  iming of the expected recovery in the euro area has
increased, which can adversely affect economic acti vity in Poland. Hence, the risk of inflation stayin g markedly below the
target in the medium term has risen.

The Council decided to keep lower the NBP interest rates unchanged. The Council's decisions in the following months will depend on
the assessment of the incoming data with regard to the probability of inflation remaining markedly below the NBP inflation target in the

medium term and-regarding-economic-activity-
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