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Absolutely no room for rate hikes in 2017

As expected, the Monetary Policy Council kept interest rates on hold in January, with the main reference rate at 1.5%.

The official communique has not changed significantly as compared to the previous month. The Council still sees the slowdown
of economic growth in Poland as temporary. It also expects inflation to rise further, but only gradually and moderately. The central
bank governor Adam Glapinski said that inflation will probably touch the lower end of the allowed fluctuations band around the
target (i.e. 1.5%) this year, but the 2.5% target will not be reached in 2017. Moreover, he emphasized that he saw “absolutely no
reasons to start mulling interest rate hikes”. Glapinski said that if economic growth accelerates and triggers stronger inflation
rise, then a time for discussion about interest rate hikes will come — it may take place in 2018, but only in a positive scenario,
which does not have to materialize. Meanwhile, the central bank head sees very limited room for inflation rise in the coming
months, as the upward trend in crude oil price has stalled, and the economic growth in Europe is still meagre. He also suggested
that higher CPI due to fuel price hike should not be a reason for central bank action, as long as there is no broad-based underlying
price pressure. Summing up, the message from the central bank was neutral or even mildly dovish — they do not see reasons to
change monetary policy this year and policy tightening in 2018 would be possible only when inflation picks up clearly due to
growth acceleration.

Glapinski mentioned also that the working group of the Financial Stability Committee is now completing a work on new regulatory
measures for commercial banks that would push them towards voluntary conversion of CHF loans into zlotys. The work should be
concluded in 1Q17.

Fragments of the MPC statement (indication of changes as compared to December statement)

Glebal-Economic growth abroad remains moderate, with uncertainty-abeutits—eutlook signs of recovery in global industry. In
the euro area, economic growth has been stable, yet-ir2016-Q3-it-eased-ir-several albeit diverse across its member states. ;
treluding In Germany, economic growth in 2016 Q4 probably accelerated, while in other large euro area economies |t
remained low. G W tes. In the United States, ecenomic
conditions-have-been-faveourable expansion has continued, supported by |mprovement in the labour market reflected both in
rising employment and wages. while In China, there are signs of improvement in economic conditions, yet ecenemiec GDP

growthhas—been is still lower than in previous years. ln—Russ&a—reeessmn—has%een—Feeemng—

consequence, inflation has plcked up in many economies, including in the euro area.

The European Central Bank has been keeping the interest rates close to zero, including the deposit rate below zero..-ard-has The
ECB is also continuing its firaneial asset purchase programme. The Federal Reserve indicates-a-likely rise in the interest rates

in December the-rearfuture and indicated thelr further rise in 2017. As—a—Fequ{—ef—the—pFespeewe—ncmqetapy—pehey—th{emﬂgm

In Poland, GDP growth decelerated in 2016 Q34 was probably subdued. and+remained-subdued-also-in-the-current-guarteras
However, monthly data signalled by-+ecent some improvement in economic data activity over the recent past. Fhe-slowdewn

has-been-caused Economic growth has been mainly driven by afall increasing consumer demand, supported by a rise in
employment and wages, very good consumer sentiment and child benefit payments. At the same time GDP growth was
contained by a fall in investment, caused to a large extent by related-te temporarily lower abserption use of EU funds after
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expwanen-ef- the completlon of the prevnous EU flnanC|aI perspectlve #amewerletm;estmem—has—been—addmenauy—eemamed—by

Annual growth in prices of consumer goods and services has been gradually-rising increasing — in Nevemberitwas-0%-line with

flash estimate it was 0.8% y/y in December 2016. Alse Growth in producer price has been-accelerating-ata-moderate-pace also
picked up. The increase in price growth has resulted mainly from the-dissipating-effects-of the earliersharpfallin-global energy

commodity prices being higher than a year ago, i.e. factors beyond the direct impact of domestic monetary policy. At the
same time, price growth has been contained by low inflationary pressure abroad, negative output gap in the domestic economy
In the Council's opinion, price growth will continue to gradually increase in the coming months, yet it will remain moderate.
Besides waned—effects—of-the—earlierfalls—in commodity prices being higher than a year ago, price growth will be driven
supported by an expected acceleration in GDP economic growth amid a gradual increase in following-its-temporary-easing-in
the investment growth rate sheuld—plfek—up—m

abse#puen—ef—EU—tunds a stable risein consumptlon

The Council confirms its assessment that — given the available data and forecasts — the current level of interest rates is conducive
to keeping the Polish economy on the sustainable growth path and maintaining macroeconomic balance.
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