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Inflation temporarily higher, interest rates on hold

Piotr Bielski, tel. 691 393 119, piotr.bielski@santander.pl

Polish MPC kept interest rates on hold, as expected, with the main reference rate still at 5.75%.

The official post-meeting statement reveals the main results of the new NBP projection, showing slightly higher average CPI inflation in 2024
(mid-point 3.7% vs 3.55% in March), significantly higher in 2025 (5.25% vs 3.60%) and a notch lower in 2026 (2.8% vs 2.9%) - as compared to
the scenario from the previous projection, which assumed the full extension of the anti-inflation shields. GDP forecasts have been lowered: in
2024 to 3.0% vs earlier 3.5%, in 2025 3.8% vs 4.25%, in 2026 3.1% vs. 3.25%.

The official communiqué repeats the judgement from the previous months that in the MPC's view despite the observed economic recovery,
demand pressure and cost pressure have been quite low, although elevated wage growth is conducive to higher demand pressure. Describing
the inflation outlook the MPC no longer quoted uncertainty regarding regulatory changes, replacing it with a statement that inflation will rise
above the NBP target under the impact of higher energy costs. After expiration of energy hike impact, inflation should return to the mid-term
NBP target under the current interest rate level, according to the statement, however there is some uncertainty regarding behaviour of inflation
expectations, fiscal policy, pace of economic revival and labour market situation.

Overall, the statement seems to confirm our expectations that the new projection gives no new arguments for the MPC to change the
monetary policy stance. We still think the Polish central bank will remain in wait-and-see mode in the coming months, keeping interest rates
on hold probably until mid-2025.

Thursday's conference of NBP governor Adam Glapinski should be in similarly hawkish tone as the last one in June, in our view.

Inflation and GDP projections in subsequent Inflation reports
Middle points of GDP and CPI growth paths and width of 50-percent probability ranges.
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GDP growth
Jul 23 Nov 23 Mar 24 Jul 24
2023 0.55 (+0.75) 0.25 (+0.35)
2024 2.35(£0.95) 2.85 (£0.95) 3.50 (+0.80) 3.00 (0.70)
2025 3.25(£1.15) 3.55 (£1.15) 4.25 (£1.05) 3.80 (1.00)
2026 3.25 (+1.25) 3.10 (+1.20)
CPl inflation
2023 11.90 (+0.80) 11.4 (0.1)
2024 5.25 (+1.55) 4.7 (£1.5) 3.55 (+0.75) 3.70 (+0.60)
2025 3.6 (£1.5) 3.75 (£1.55) 3.60 (£1.40) 5.25 (£1.35)
2026 2.90 (£1.40) 2.80 (£1.50)
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MPC post-meeting statement (changes vs. June statement):

The economic conditions in the environment of the Polish economy remainare still weakened, despite some recent improvement. taln the first half of 2024-61,
the annual GDP growth in the euro area was probably low, while in the United States it remained relatively high. Uncertainty about the activity outlook in the
largest economies persists.

Inflation in the major advanced economies - after a marked decline in 2023 — was still running slightly above the central banks inflation targets in recent months.
Inflation was driven down by the reduction of cost pressures reflected in low producer price growth, and by the weak activity growth in many economies. At the
same time, core inflation remains above headline inflation amid elevated growth in services prices.

In Poland a gradual economic recovery contlnues%ceordmgto%tahshﬁﬁ‘olaﬁd-prelﬁﬁmar;ﬁeshfﬂate—@?gfew as indicated by%@‘%yfyhm%ﬂ%&@%%ﬁoﬁapafed

deﬁfmdﬁarkedﬁhhﬁﬁﬁ%mdtﬁﬁakpmduﬁhﬁ%the retail sales were-highergrowth, while activity in the |ndustrv and construction and-assembty
otitput-was-towerthanayearago: Thesectors is still weakened. In the labour market sittationremainsgood-and-unemployment isremains low-Atthotigh and the

number of working persons continues to be high, although employment in the enterprise sector in ApritMay 2024 was lower than a year ago. At the same time,
the wage growth contintestobeis still running on the high level.

According to the Statistics Poland flash estimate, annual CPI inflation in Maylune 2024 was 2.56% (against 2.45% in Aprit2024)tn-May 2024, anntat-energy
price-growth-inctudingfuetsincreased—n—turn). In June, annual growth in prices of food and non-alcoholic beverages increased, while annual energy price
growth declined-stightty. Considering the Statistics Poland data, it can be estimated that inflation net of food and energy prices decreased-againin May2024-June
was lower than in the previous month. In ApritMay 2024, the annual fall in producer prices remained significant, which confirms the fading of most external
supply shocks and a reduction of cost pressures. Together with the relatively low - despite some acceleration — economic activity growth, it limits the growth in
consumer prices. The Council judges that inflation is also curbed by the appreciation of the zloty exchange rate, which is consistent with the fundamentals of the
Polish economy.

The Council became acquainted with the results of the July projection of inflation and GDP based on the NECMOD model. In line with the projection, prepared
under the assumption of unchanged NBP interest rates and taking into account data available until 14 June 2024, there is a 50-percent probability that the annual
price growth will be in the range of 3.1 - 4.3% in 2024 (against 2.8 — 4.3% in the March 2024 projection), 3.9 - 6.6% in 2025 (compared to 2.2 - 5.0%) and 1.3 -
4.1% in 2026 (compared to 1.5 - 4.3%). At the same time, the annual GDP growth - according to the projection — will be with a 50-percent probability in the
range of 2.3 = 3.7% in 2024 (against 2.7 — 4.3% in the March 2024 projection), 2.8 — 4.8% in 2025 (compared to 3.2 - 5.3%) and 1.9 = 4.3% in 2026 (compared to

2.0-4.5%).

In the Council's assessment, incoming data indicate that despite the observed economic recovery, demand and cost pressures in the Polish economy remain
relatively low which amidst weakened economic condltlons and lower |nflat|on pressure abroad curbs domestlc |nflat|on%ﬁﬂ=es&lt—rﬁ—2€2«$@2ﬁﬂﬁuak€l3+

economy is stimulated by a marked wage growth, stemming i.a. from wage increases in the public sector.

In subsequrentthe coming quarters, the consumer price growth is likely to increase and will be running above the NBP inflation target, which will be driven by the
raised energy prices. When the effects of the energy price increase fade — amid the current NBP interest rates level — inflation should return to the medium-term
NBP target, although the impact of higher energy prices on the inflation expectations is an uncertainty factor. The inflation developments are;,—however;
assoﬁatedwbhfubsmhahmfeftambrrelatedﬂﬁ—to—ﬁﬁe—nﬁoafbo%over the medium term will be also affected by the further fiscal and regulatory peticies-on

othe polrcy measures, the pace of economic recovery in Poland and the labour market

Against this background, the Council decided to keep the NBP interest rates unchanged. The Council judges that the current level of the NBP interest rates is
conducive to meeting the NBP inflation target in the medium term.

Further decisions of the Council will depend on incoming information regarding prospects for inflation and economic activity.

NBP will continue to take all necessary actions in order to ensure macroeconomic and financial stability, including above all to bring inflation down sustainably to
the NBP inflation target in the medium term. NBP may intervene in the foreign exchange market.
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