Economic Comment
CPI forecasts slightly up, MPC unimpressed

Marcin Luzinski, tel. 22 534 18 85, marcin.luzinski@santander.pl

Poland's MPC left interest rates unchanged, as expected. Reference rates still at
1.50%. New NBP GDP and CPI forecasts were slightly tilted upwards for 2019 and
2020, while 2021 remained fairly unchanged.

Nothing new at the conference: the NBP president Adam Glapifiski maintained
his view that rates are likely to remain flat until end of 2021, inflation will
probably rise “slightly” at the start of 2020, but then will fall again, and remain
within the tolerance band around the target (1.5-3.5%) throughout the
forecasting horizon. We think that inflation rise in the coming months/quarters
will be faster than anticipated by the central bank (CPI will reach almost 4% in
January 2020, partly due to ‘unfreezing’ energy tariffs, see more in our
MACROscope), but it will not trigger the MPC's reaction due to a very dovish turn
in global monetary policy. Thus, the NBP reference rate will remain unchanged
even until the end of 2020.

Inflation and GDP projections in subsequent Inflation reports

GDP growth
Jul 18 Nov 18 Mar 19 Jul 19
2018 4.6 (+0.6) 4.8 (+0.4) - -
2019 3.75(+0.95) 3.55 (+0.85) 4.0(+0.7) 4.5 (+0.6)
2020 3.35(+0.95) 3.25(+0.95) 3.65 (+0.95) 3.9(+0.9)
2021 - - 3.35(+0.95) 3.35(+0.95)
CPI inflation
2018 1.8 (x0.3) 1.8 (+0.1) - -
2019 2.7(+0.8) 3.25(+0.65) 1.7 (£0.5) 2.0(x0.3)
2020 2.8(*1.1) 2.9(£1.0) 2.65 (+0.95) 2.8(x0.9)
2021 - - 2.4 (+x1.1) 2.4(+1.1)
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Middle points of GDP and CPI growth paths and width of 50-percent probability ranges.
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Central bank's GDP growth forecasts
(central path)
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Central bank's CPI forecasts (central path)
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MPC statement (indication of changes as compared to June statement)

Incoming data suggest that global_economic growth contmues at a relatlvely s\ovv pace, amld helghtened uncertamty about the global economic
outlook in the coming quarters. A A
In the euro area, despite mgher—qaaﬁteﬂ%@l;&gﬁ@%hsull Eood situation in the services sector, the pace of economic act\wty growth remams
re\at\vely slow. In the Umted States, economic condmons remainstay strong,

ftbut recent da%a—%gg@sﬁh%r—t—%—eﬁmd\cators suznal a Dosswble weakemng

of activity in the coming quarters. \n Chma incoming data md\cate a deterioration in economic conditions in the-current-guarter2019 Q2.

Ollln_the recent period there has been an increased volatility of global oil prices—have-declined,—fellowing; which are still lower than a

significantyear ago. This has been accompanied by an increase since-the-beginning-ofthe-year-Alongside-that-in the recent-period-the-global
pr\ces of eeptamsome food productsﬁavaﬁsen—Asjaﬁt%uLt At the same time, mﬂatlon in many countries has%dged—e&@%mﬂa&%m#@
jodremains moderate.

The European Central Bank is keeping interest rates dose to zero, mcludmg the dep05|t rate below zero, and reinvests maturing securities bought
under the asset purchase programme. At the same time, the ECB has extended the period that it intends to keep interest rates unchanged. The US

Federal Reserve is keeping interest rates unchanged. At-the-same-time,the-The Fed is gradually limiting the pace of its balance sheet reduction,
signalling the possibility of loosening monetary policy in the coming gquarters.

In Poland, economic conditions remain good, and-annua-GBRdespite weaker growth in2019-Q1-ameounted-to-4-7%-abroad. Activity growth is

driven by rising consumption—-atbeitata-shghth-lower rate than-in-previous-guarters—, fuelled by increasing employment and wages-as-well
as, very hlgh consumer sentment%&a@e@mpame@#bw#@#ked%% and social benefit pa ments Incoming data also indicate a

In recent months, consumer price growth has increased, which was acceunted-fordriven by rising fuel and food prices as well as higher core

inflation. Nonetheless, inflation continues to run at moderate levels.

peh%ams%ss%@#w#%d@s&t@%%@#g@@The Counol became acquamted with the results ofthe Jul Droxecﬂon of mﬂatlon and

GDP, prepared under the assumption of unchanged NBP interest rates. The July projection takes into account data and information published up
to 18 June 2019. In line with the July projection based on the NECMOD model, there is a 50-percent probability that the annual price growth will be
in the range of 1.7-2.3% in 2019 (against 1.2-2.2% in the March 2019 projection), 1.9-3.7% in 2020 (compared to 1.7-3.6%) and 1.3-3.5% in 2021
(compared to 1.3-3.5%). At the same time, the annual GDP growth - according to this projection - will be with a 50-percent probability in the range
of 3.9-5.1% in 2019 (against 3.3-4.7% in the March 2019 projection), 3.0-4.8% in 2020 (compared to 2.7-4.6%) and 2.4- 4.3% in 2021 (compared to
2.4-4.3%).

In the Council's assessment, the outlook for economic conditions in Poland remains favourable, and GDP growth will continue at a relatively high
level in the coming years. At the same time, inflation will remain moderate and, in the monetary policy transmission horizon, will stay close to the
target. Such an assessment is supported by the results of the July NBP projection.

The Council judges that the current level of interest rates is conducive to keeping the Polish economy on a sustainable growth path and
maintaining macroeconomic stability.
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