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Cheaper vegetables pulled CPI down

Industrial output Pl inflation reached 2.0% y/y in March, in line with the flash estimate. Prices dropped 0.1% m/m. As we suspected,
the drop of inflation from February’s 2.2% yly resulted mainly from the lower prices of food (-0.3% m/m), and in particular
vegetables, which got cheaper by 5.4% m/m — the strongest drop in this month for at least 10 years. According to our estimates,
core inflation excluding prices of food and energy rose 0.7% y/y and was the highest since 2014.

We expect inflation to stay near 2% y/y in the months to come and ease to c1.5% yl/y at the year-end due to the high base effect.
Core inflation should continue to rise to ¢1.6-1.7% yl/y in late 2017. Such inflation trends should warrant stable interest rates in
Poland.
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m/m. As we suspected, the drop of inflation from February’s 2.2% y/y resulted mainly from the
lower prices of food (-0.3% m/m), and in particular vegetables, which got cheaper by 5.4% m/m
r 15 — the strongest drop in this month for at least 10 years. Thus, the data confirmed earlier
hypotheses, according to which high prices of vegetables in January-February, triggered by
severe winter in Southern Europe, were expected to retreat when Polish products started
o entering the market. In the remaining categories prices were consistent with our expectations,
although one category worth mentioning is “clothing and footwear”, which recorded stronger rise
than we had anticipated (1.8% m/m). Prices of gas dropped by only 1.5% m/m, despite the new
5 -5 gas tariffs suggested the decline may be at least two times stronger. However, in April gas
L 10 prices are going to rise again. According to our estimates, core inflation excluding prices of food
and energy rose 0.7% y/y and was the highest since 2014.
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We expect inflation to stay near 2% yly in the months to come and ease to ¢1.5% yly at the
——CPI r-20 year-end due to the high base effect. Core inflation should continue to rise to ¢1.6-1.7% yly in
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