[ w=xx | Bank Zachodni WBK

Post-MPC comment

This is the end 3 July 2013

The MPC cut interest rates by 25bps and declared tha t it has ended the monetary policy easing cycle. Th e

Council assessed that “the significant reduction of NBP interest rates implemented since November 2012
supports economic recovery and limits the risk of i nflation running below the NBP target in the medium term”.
Even though we were expecting July’s cut to be the last in the cycle, we thought that the Council will keep the

door ajar for further adjustment in autumn, acknowl edging the scale of economic uncertainty. In our vi ew such
a stance would be supported by new projection of in flation and GDP (lower than in March). Apparently, m  ost
MPC members decided that the total scale of rate cut s brought the official rates to adequate level, giv  en
current and expected economic situation. We hope th at it will not turn out, like after March decision, that the
cycle has to be reopened, if the upcoming data conf  irm the scenario from the NBP projection or even wors e.
However, this is not our baseline scenario, so we ar e expecting that we will see no more rate cuts this yeatr.
Next move will be arate hike... at some point in future

In line with expectations of most analysts, Poland’s Monetary Policy Council cut interest rates by 25 bps, trimming the
reference rate to a new historical low level of 2.50%. What is more, the MPC unambiguously said that it has ended the
easing cycle in monetary policy. Justifying a shift to neutral mode in monetary policy, the NBP governor Marek Belka
during the press conference listed a number of factors: improvement of outlook for Polish economy (“the worst is
already behind us”), expected growth of CPI inflation (the low level of CPI inflation is caused by one-off factors) and the
fact that the MPC already made considerable reductions in rates in this cycle and there is no room for further rate cuts
taking into account current level of real interest rates. According to Belka the official rates should remain unchanged “for

a couple of months”, “at least till year-end”.

The MPC'’s statement included the main conclusions from the NBP projections of inflation and GDP (see table below).
They show paths of both indicators lower than predicted in March (not much, but still). This may imply that majority of
MPC members have more optimistic views on economic outlook than predicted in the projection. This was confirmed at
the press conference, when NBP President Marek Belka said that “conclusion of monetary easing cycle is the exhibit of
some optimism of the MPC and | would like it to be treated as a signal sent to the economy that the door to recovery is
open”.

It was stressed during today’s conference that the Council aimed at ,putting the expectations in order”. However, it
seems that both analysts and the market were expecting that the Council will end the cycle at ca. 2.5%. Today’s
decision and the statement will probably anchor these expectations. After the press conference the zloty strengthened
by 0.02PLN against the euro, while the bond market ended the day stable versus Tuesday’s session, FRA and short-
term IRS (1-2Y) climbed by ca. 10bps.

Inflation and GDP projections in the subsequent Inflation reports

GDP growth CPlI inflation
Jul 12 Nov 12 Mar 13 Jul 13 Jul 12 Nov 12 Mar 13 Jul 13
2013 1.0-3.2 0.5-2.5 0.6-2.0 0.5-1.7 2.0-34 1.8-3.1 1.3-1.9 0.6-1.1
2014 1.7-4.2 1.1-35 1.4-3.7 1.2-35 1.0-2.7 0.7-2.4 0.8-2.4 0.4-2.0
2015 1.9-4.4 1.6-4.2 0.7-2.4 0.7-2.4

According to the NBP projections, the GDP and CPI growth will fall in the ranges given above with probability of 50%.

Maciej Reluga Chief Economist 022 586 8363 Email: ekonomia@bzwhbk.pl

Piotr Bielski 022 586 8333 Agnieszka Decewicz 022 586 8341
Marcin Luzi nski 022 586 8362 Marcin Sulewski 022 586 8342



3B wm=xx | Bank Zachodni WBK
Post-MPC comment

Fragments of the MPC statement (indication of chang  es as compared to June’s statement)

Global-economic-activity-remained-weak-in-2013-Q1. Available data indicate that global economic activi ty in the first half of

2013 remained low. However, economic growth differed significantly across economies. GBP-growth-acceleration A markedly
better situation in the United States is accompanied by persisting probably on-going recession in the euro area and seme
decline-in-GBP-grewth the lack of visible rebound in some major developing countries, including China. In Germany, GDP growth
was posmve whereas in other large euro area economies GDP contlnued to decllne Desplte—srgns—et—seme—mprevement—reeent
. Weak

gIobaI activity grewth, and the previously observed fall in commodlty prices, has—supperted—furmer—deelme—m are conducive to low
inflation in many countries.

Signals of a possible tapering of monetary expansio n by the Federal Reserve have recently led to a det erioration of
sentiment in financial markets. This, in turn, resu Ited in some outflow of capital from emerging marke ts and depreciation
of their currencies, including the zloty.

mvestment—yet—theiawwas—leweethan—m—me—preweus—qeartep In Poland Ihe—Apnl data on |ndustr|al and construction output an
retall sales in Aprll and May indicate that growth in economic a ct|V|ty in Q2 remalned weak. —as-well-as-the-majority—of

A W A - This development is also
suggested by a number of economic climate indicator s, though some of them have improved lately.

The contlnumg low economic act|V|ty supports Weak Wage growth. Ihe—eenﬂnumg—slewdeum—m—demand—m—zg-}S—Q-l

the decline of employment in the corporate sector
terms) and a slight decrease in the registered unemploymen  trate (m seasonally adjusted terms)

-Apri—2013; growth in lending to the private sector remained limited. Both growth in loans to households and enterprises
continued to be low.

CPI inflation in-Aprit2043 declined again in May 2013, reaching 8-8%-yy 0.5% yly, i.e. a level markedly below the NBP inflation
target of 2.5%. The decline in inflation was mainly driven by alower-growth further deceleration in the growth  of energy prices,
including prices of fuels. At-the-same-time, low level of core inflation, as well as a stronger decline in producer prices, confirm
persistently low demand and cost pressure in the economy. This is accompanied by a further decline in inflation expectations of
households.

The Council got acquainted with the inflation and G DP projection prepared by the Economic Institute, b eing one of the
inputs to the Council's decisions on the NBP intere st rates.

In line with the July projection based on the NECMO D model — prepared under the assumption of unchange  d NBP interest
rates and taking into account data available until 13 June 2013 (i.e. not encompassing the July decisi  on of the Council) —
there is a 50-per cent probability of inflation run ning in the range of 0.6-1.1% in 2013 (as compared to 1.3-1.9% in the
March projection), within 0.4-2.0% in 2014 (as agai nst 0.8-2.4%) and within 0.7-2.4% in 2015 (as again st 0.7-2.4%). At the
same time, the annual GDP growth — in line with the July projection — will be, with a 50-per cent prob  ability, contained
within 0.5-1.7% in 2013 (as compared to 0.6-2.0% in  the March projection), within 1.2-3.5% in 2014 (as  against 1.4-3.7%)
and within 1.6-4.2% in 2015 (as against 1.9-4.4%)).

In the opinion of the Council, incoming data peintto-weakerthan-expeeted confirm continued low economic growth in Poland and-a
strenger—than#ere&asted—wthe—Mare#pre}eenen—deelme—m—mﬂaaen accompanled by lack of wage and inflation pressures LA

ad*tersely—a#eet—eeenenm—aeﬂwty—m—ﬂeland— The July projection, however, indicates that from t he second half of 2013 —

together with the expected improvement of global ec onomic activity — a gradual acceleration of GDP gro  wth can be
expected, which will be conducive to rising inflati on in the coming years. However, despite this, a ri sk of inflation running
below the target in the medium term persists. Fherefore; Taking this into consideration,  the Council decided to lower the NBP
interest rates again.

rnﬂatren—mnnmg—belew—the—NBP—target—m—the—medrum—term— The Council assesses that the srgnn‘rcant reduction of NBP interest

rates implemented since November 2012 supports econ ~ omic recovery and limits the risk of inflation runn ing below the NBP
target in the medium term. The decision to lower NB P interest rates made at the current meeting endst  he loosening cycle of
monetary policy.
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This publication has been prepared by Bank Zachodni WBK S.A. for information purposes only. It is not an offer or solicitation for the purchase or sale of any financial instrument. All reasonable care has
been taken to ensure that the information contained herein is not untrue or misleading. But no representation is made as to its accuracy or completeness. No reliance should be placed on it and no liability
is accepted for any loss arising from reliance on it. Bank Zachodni WBK S.A.. its affiliates and any of its or their officers may be interested in any transactions. securities or commodities referred to herein.
Bank Zachodni WBK S.A. or its affiliates may perform services for or solicit business from any company referred to herein. This publication is not intended for the use of private investors. Clients should
contact analysts at and execute transactions through a Bank Zachodni WBK S.A. entity in their home jurisdiction unless governing law permits otherwise. Copyright and database rights protection exists in

this publication.

Additional information is available on request. Please contact Bank Zachodni WBK S.A. Treasury Division. Economic Analysis Unit. ul. Marszatkowska 142. 00-061 Warsaw. Poland. phone +48 22
586 83 63. email ekonomia@bzwbk.pl. http://www.bzwbk.pl



