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Consumer price index declined in May by 0.1%MoM and thus the annual inflation rate 

plunged to 0.5%YoY, lowest level since March 2006. This release was exactly in line 

with our forecast and below market consensus (0.7%YoY). Just like we expected, 

prices of food and beverages increased in May by 0.7%MoM (mainly due to more 

expensive fruits and vegetables) while clear decline was recorded in transportation 

(due to 4%MoM decline of fuel prices), communication (lower prices on 

telecommunication market) and recreation (withdrawal of earlier price hikes by cable 

and digital TV operators). In the remaining categories – just like in many previous 

months – stabilization or slight increase of prices was observed. 

According to our estimate, core CPI after excluding food and energy prices reached 

1.0%YoY in May (before today’s data we expected rather 0.9%), slightly lower than 

April’s 1.1%. 

The low and falling inflation is primarily an effect of weak domestic demand. We think 

that this is still not the lowest reading – in June the CPI inflation may decline again, 

probably to ca. 0.3%YoY, and it will probably start a gradual upward trend in second 

year-half after reaching this bottom. Still, it will be running below central bank’s target. 

Today’s data will support the MPC decision to cut interest rates again in July. Still, the 

crucial argument for a cut will be the new NBP projection that will probably show a low 

medium-term path of inflation and GDP.  
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CPI inflation fell in May to 0.5%YoY, in line with o ur forecast and below market expectations. Weak dom estic 
demand was the most important factor behind a drop.  However, it was also reinforced by cuts in fuel pri ces 
and new (lower) tariffs introduced by phone and TV operators. We expect another inflation drop in June , and in 
the second half of the year it should start a gradu al pickup, however still remaining well below the NBP  target. 
The data are supportive for our expectations of MPC’ s interest rate cut by 25bps in July (probably the last one 
in the cycle). Interest rate market’s reaction to t he release was not significant, perhaps because of the 
strengthening that took place in the first part of the day. 
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