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Polish inflation falls on the back of
electricity prices
Inflation in Poland slowed down further in January, but core inflation
picked up strongly. Even with higher than expected core, we think the
peak inflation in 2019 will remain below the central bank's target,
which is why expect interest rates to remain flat

Wind power plant
factory, Szczecin,
Poland

Inflation in January slowed down from 1.1% to 0.9%YoY, below the market consensus of 1%. The
statistical office presented only a few components, and the full structure will be presented next
month alongside new weights of the consumer expenditure basket.

Electricity prices caused the lower CPI reading, and we think this component deducted about 0.2
percentage points from the headline number. The slide was an unexpected result of a new bill,
which aimed to stabilise energy prices but in fact, the new regulation lowered electricity bills. The
regulations lowered the so-called interim fee (related to investment in energy infrastructure) by
95% but unintendedly froze other components (costs of consumer energy) of the retail electricity
tariff. 
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0.9 Core inflation (%YoY)
ING estimate

Higher than expected

According to our estimates, core inflation surprised on the upside. Based on three available
indicators, we estimate an increase from 0.6% to 0.9%YoY. Data provided by the statistical agency
doesn't allow to pinpoint reasons behind such a surprise. But we think transportation fees, motor
vehicle and housing prices are most likely behind this core CPI shift. Given the scarcity of data,
revisions are likely in the final reading later next month.

In February, we expect CPI to rebound to ca. 1.3 - 1.4% YoY. The increase should come from higher
food (adding ca 0.3pp to CPI) and fuels prices (adding 0.1pp). The annual dynamics of electricity
prices should remain at a negative level – we don’t see any advance in legislative works aimed at
correcting the regulations, which froze URE tariffs. 

Core inflation should also slightly increase (by 0.1pp), mainly due to statistical effects - the effect
of introducing free bank accounts, which lowered CPI for the greater part of 2018, will expire.

2.3% Highest CPI reading in 2019
ING forecast (%YoY)

We expect core inflation to keep rising in the coming months. But even with its slightly
higher reading in January, we believe headline CPI should peak at 2.3%YoY this year.

Today's data and estimates are based on an incomplete set of information, but still, the
picture we have doesn’t derail our view on flat central bank rates for many quarters. Core
inflation is slightly higher than expected, but after many months of downside
disappointments in the second half of 2018, the central bank's approach shouldn't change.
Even after January surprise, CPI peak should be below the central bank's target at 2.5%YoY.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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