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Poland: Weak CPI supports a dovish MPC
Inflation in March missed consensus expectations and we see limited
scope for recovery in 2Q18. We still forecast a rate hike in 4Q19 but this
trajectory seems to support the MPC's doves
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Lower than expected

According to a flash reading, CPI slowed down in March from 1.4% to 1.3% year-on-year missing
the market consensus at 1.7%.
The major surprise came from the drop in core inflation – based on partial GUS data. We estimated
a decrease in core CPI from 0.8%YoY to 0.5%YoY while the consensus was 0.9%YoY. There is no
clear explanation for why prices dropped - strong surprises in core inflation are typically related to
communication.
Also, transport prices might have provided a negative drag with the cheap import of used diesel
cars. Changes in food prices were moderate in March but will continue to be a major driver
preventing acceleration in the forthcoming months.
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We expect core inflation to be constrained in April as scope for acceleration in 2Q18 is limited as
well.
The transmission of strong wage dynamics to higher consumer prices is weak - inflation
expectations both from consumers and business provide no evidence of increasing. Also, cost
pressures are muted as PPI returned to the deflationary territory with -0.1%YoY reading in
February and likely in March.
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The slowdown of food prices reflects the downward trend visible both across Europe and globally.
Shocks which delivered an inflationary surprise in 4Q17 especially the shortage of butter and eggs
are fading. Also, statistical effects will be strongly negative in the forthcoming months reflecting
low harvest last year due to frostbites. Furthermore, experts from the governmental agricultural
agency, KOWR forecast a significant drop of dairy products’ and moderation of meat prices.
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Overall we expect inflation to remain close to the lower boundary of the National Bank of
Poland's target of 1.5%YoY in 2Q18. Such a trajectory should reaffirm the Monetary policy
committees' dovish rhetoric.
We still forecast rate hike in 4Q19 but risks are clearly skewed to the downside.
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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 NV 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. The producing legal entity 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
subject to limited regulation by the Financial Conduct Authority (FCA). 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.
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