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Inflation below forecast 15 October 2013

CPI inflation fell in September below forecasts, to 1.0%YoY, which was largely caused by strong reduction of
costs of kindergartens after a change in education law. We still expect to see a moderate growth of inflation in
subsequent quarters. While the MPC will have no reason to change monetary policy until the middle of 2014,
acceleration of CPI growth above 2%, together with strengthening pace of economic growth, will most likely
push the Council to hike interest rates later next year.

Inflation rate fell in September to 1.0%YoY from 1.1%YoY in August and was below
expectations (our forecast at 1.2%YoY, market consensus at 1.1%YoY). The biggest
surprise as compared to our estimates came from prices of education (-6.9%MoM),
particularly fees for kindergartens (-17.7%MoM) which according to the CSO was due
to amendment to the education law. Seasonal increase of clothing and footwear prices
also proved slightly smaller than we assumed (0.7%MoM while we forecasted
1.5%MoM). Healthcare prices also surprised to the downside (-0.4%MoM vs. our
forecast at +0.2%MoM). In the remaining categories prices changed roughly in line
with our estimates, particularly, food and beverage prices stayed flat as compared to

1 f//\"/\”‘w August, while fuel prices increased by 1.8%MoM.
\ The pace of prices growth has remained low and we do not see any signals yet of

strengthening demand-side inflationary pressure. It is confirmed by our estimates of
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core inflation for September, in which we expect core CPI after excluding food and
energy prices to decline to 1.3%YoY, down from 1.4%YoY observed in the last two
months. The better part of September’s downward inflation surprise came from one-off
—CPl effect due to administrative changes (decrease in cost of kindergartens); its impact on
Food inflation will disappear after 12 months. Equivalent effect (but of the opposite direction)
Transport took place in July, when CPI index increased due to introduction of new waste
Housing and energy management bill. Lower than expected September’s inflation reading moves down our
predicted inflation path for the upcoming months. We still expect CPI inflation to
increase gradually, however inflation rate might exceed 2% later than we previously
expected (probably in mid-2014). In this situation, the timing of the MPC’s decision
about interest rate hike might to a large extent depend on the strength of economic
growth and how it will be supported by revival in domestic demand.

Mar 10 -
Sep 10 1
Mar 11
Sep 11
Mar 12 -
Sep 12
Sep 13-

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. Information presented in
the publication is not an investment advice. 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. Forecasts or data related to the past do not guarantee future prices of financial
instruments or financial results. 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. Rates Area, Economic Analysis Department, ul. Marszatkowska 142, 00-061 Warsaw, Poland, phone +48 22 586 83
63, email ekonomia@bzwbk.pl, http://www.bzwbk.pl

Maciej Reluga Chief Economist  +48 22 534 1888 Email: ekonomia@bzwbk.pl

Piotr Bielski +48 22 534 1887 Agnieszka Decewicz +48 22 534 1886
Marcin Luzinski  +48 22 534 1885 Marcin Sulewski +48 22 534 1884



