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Post-MPC comment

End of the cycle closer, but not here just yet 5June 2013

The MPC cut interest rates again, and this decision comes as no surprise given recent macroeconomic data
and earlier comments of the MPC members. The Council stated that “monetary policy easing conducted since
November 2012 supports economic recovery and limits the risk of inflation running below the NBP target in
the medium term”. At the same time, the NBP Governor Marek Belka stressed that a statement that the cycle
has come to end or that the MPC is in neutral bias would be too far-fetched. We think that new GDP and
inflation projection, to be shown in July, will justify another (and the last one, in our view) interest rate cut by
25bps. Despite recent correction, the financial market is still pricing-in a higher scale of monetary policy
easing as compared to our scenario.

In line with expectations, the Monetary Policy Council cut interest rates again, bringing the reference rate to new all-
time low at 2.75%. As it could have been expected, the Council noted in the statement that the upcoming data are
indicating lower-than-expected economic growth in Q1 and stronger-than-expected decline of inflation. If we
supplement this information with the fact that recent monthly data are suggesting low economic activity also in Q2, the
cut was certain. However, as the Council (but only them) acknowledge uncertainty about scale and timing of expected
economic recovery in the euro zone, and this may adversely affect economic activity in Poland, they left the door for
further cuts open. This was confirmed during the press conference.

The last sentence of the communiqué (“monetary policy easing conducted since November 2012 supports economic
recovery and limits the risk of inflation running below the NBP target in the medium term”) may be suggesting that the
MPC are adopting a neutral bias. However, the Governor Belka said directly that this would be too far-fetched. Still, the
last paragraph of the statement is suggesting that we are close to the end of the cycle, and this is in line with our
scenario. As the Governor said during the press-conference, the Council preferred to wait for results of new GDP and
inflation projection, as they will help to set the economic picture for the upcoming quarters in a better order and then it
would be possible to send an unambiguous signal for the markets. Belka stressed that we are approaching level of
interest rates, which can be described (according to most MPC members) as an adequate level.

When addressing the recent zloty weakening, Belka underlined that this development was not due to country-specific
factors and, given current economic conditions, it will be supportive for exports. At the same time, Belka stated that
even though the effects of zloty depreciation may be similar to these of interest rate cut, it cannot be treated as a
substitute of monetary easing (in the past strengthening of the zloty was not treated as a substitute of a hike by the
Council). During today’s press conference the zloty lost more than 0.02PLN against the euro.

All'in all, in our opinion new inflation and GDP projection will give room for one more rate cut by 25bps and this will be
the end of the easing cycle. Such a scenario will be supported by next macro data — further decline of inflation
accompanied by lack of any signals of economic rebound (our forecasts of main indicators due to be released later in
June are below market consensus).
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Fragments of the MPC statement (indication of changes as compared to May’s statement)

Global economic activity remainsed weak in 2013 Q1. However, economic growth differed significantly across economies.

. v : - GDP growth
acceleration in the United States was accompanied by persisting recession in the euro area and some decline in GDP
growth in some major developing countries, including China. In Germany, GDP growth was positive, whereas in other
large euro area economies GDP continued to decline. Despite signs of some improvement, recent data on business
conditions in the euro area point to persistently negative trends in that economy at the beginning of Q2. Weak global
economie activity growth, and the prewous fall in commodlty prices, has eentnbuted supported toa further decllne in inflation
in many countries.

In Poland, the-incoming-data—confirm-that-economic—growth-islow preliminary data on GDP in 2013 Q1 point to a slightly
stronger than expected weakening in economic growth. ir—2012-Q4-GBP-growth-was—weaker—thanprevieusly—estimated-

Decline in GDP growth in Q1 resulted from lower positive contribution of net exports to GDP growth amidst persistently
declining domestic demand. The decline in domestic demand — amidst persistent stagnation in consumption — continued
to be driven by falling investment, yet, the fall was lower than in the previous quarter. The April data on industrial and
construction output as—wellas and retail sales, as well as the majority of business climate |nd|cators show that weak
economic growth continued at the begmnmg of 02 i

- The contmumg
slowdown in demand in 2013 Q1 contributed to further deterioration in the labour market; in particular the number of
employed decreased and unemployment rose. Also the April data on the corporate sector point to a continued decline in
employment accompanled by rlsmg reglstered unemployment rate (in seasonally adjusted terms) tn—2943—Q4—empleyment

April 2013, growth in Iendmg to the prlvate sector remained limited. At—the—same—trme—tendmg—grewm—botlﬂe—eerperates—and
househelds;-slowed-down- Both growth in loans to households and enterprises continued to be low.

tr-Mareh; CPI inflation in April 2013 declined again, reaching +-8%yy 0.8% yly, i.e. a level markedly below the NBP inflation

target of 2.5%. The decline in inflation was mainly driven by a-deerease-in-foodprice-growth a lower growth in energy prices,
including prices of fuels. At the same time, low level of core inflation measures as well as stronger decline in producer prices

inflation—also-declined,—which confirm weak-demand persistently low demand and cost pressures in the economy. This was
accompanied by a further decline in inflation expectations of households.

In the opinion of the Council, the incoming data indicate-that point to weaker than expected economic growth in Poland remains
weak and a stronger — than forecasted in the March projection — decline in inflation while-inflation-decline—is—strongerthan
forecasted-inthe-March-projection. At the same time, uncertainty about the pace and timing of the expected recovery in the euro area
has-inereased persists, which can adversely affect economic activity in Poland. Henee;-the-risk-of-inflation-staying-markedhy-below-the
targetinthe-medivm-term-has-risen:

The Council assesses that monetary policy easing conducted since November 2012 supports economic recovery and Ilmlts
the risk of inflation running below the NBP target in the medium term.
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