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In presenting the Report on monetary policy implementation, the Monetary Policy Council acts in accordance
with Article 227 of the Constitution of the Republic of Poland, which imposes an obligation on the Coun-
cil to present a report on the implementation of monetary policy guidelines within 5 months following
the end of the fiscal year. In accordance with Article 53 of the Act on the National Bank of Poland, the
Report on monetary policy implementation is published in the Official Gazette of the Republic of Poland, the
Monitor Polski.

The Report presents the main elements of the implemented strategy of monetary policy, a description of
macroeconomic conditions and decisions taken with respect to monetary policy in the reported year, as
well as a description of the applied monetary policy tools. Moreover, the Report is accompanied by Ap-
pendices presenting the development of important macroeconomic variables, as well as by Minutes of the
Monetary Policy Council decision-making meetings and the voting records of the Council’s members on mo-
tions and resolutions.

As emphasised in Chapter 1 of the Report, the decisions of monetary authorities affect the economy with
considerable lags, with the strongest impact being observed after several quarters. Moreover, the econo-
my is subject to macroeconomic shocks, which, while remaining in most cases outside the control of the
domestic monetary policy, may to a large extent affect the economic situation and domestic inflationary
processes in the short, and sometimes in the medium term.

An ex post assessment of the conduct of monetary policy should take into account the above considera-
tions.

This Report on monetary policy implementation in 2010 is a translation of the National Bank of Poland’s Sprawozdanie z wyko-
nania zatozeri polityki pienigznej na rok 2010 in Polish. In case of discrepancies, the original prevails.



Chapter 1.

Monetary policy strategy in 2010

In 2010, the Monetary Policy Council, henceforth the "MPC" or the "Council", implemented the Monetary
Policy Guidelines for 2010, adopted on 30 September 2009. In the Guidelines, the main elements of the mon-
etary policy strategy implemented in 2010 were presented as follows:

According to the Article 227 section 1 of the Constitution of the Republic of Poland “the National Bank of
Poland shall be responsible for the value of Polish currency”. The Act on the National Bank of Poland of
29 August 1997 states in Art. 3 section 1 that “the basic objective of NBP activity shall be to maintain
price stability, and it shall, at the same time, act in support of Government economic policies, insofar as
this does not constrain pursuit of the basic objective of the NBP”.

Nowadays central banks understand price stability in terms of inflation as low as not to negatively affect
investment, savings and other important decisions taken by economic agents. Ensuring thus understood
price stability is a fundamental way in which the central bank contributes, by means of its decisions, to
high and sustainable economic growth. Central banks view price stability symmetrically, which means
that they respond both to inflationary and deflationary threats.

The Monetary Policy Council bases its monetary policy on inflation targeting (IT). Having brought infla-
tion down to a low level, in 2004 the MPC adopted a permanent inflation target of 2.5% with a symme-
trical tolerance band for deviations of + 1 percentage point. The MPC pursues IT under a floating ex-
change rate regime. However, the floating exchange rate regime does not rule out foreign exchange in-
terventions should they turn out necessary to ensure domestic macroeconomic and financial stability,
which is conducive to meeting the inflation target in the medium term.

The experience of the National Bank of Poland, hereinafter “the NBP”, and other central banks shows
that IT is an effective strategy to ensure price stability. Due to the global financial crisis and recession in
the world economy since 2008, at present monetary policy is more than ever affected by factors related to
financial system stability, crucial to ensure price stability in the longer term. IT enables monetary policy
makers to take into account issues related to financial system stability. Therefore, while maintaining the
core of its hitherto understanding of the inflation target and the way of its implementation, the Council
supplements it in some respects:

 First, the notion of permanent inflation target means that it refers to inflation measured as a year-on-
year change in prices of consumer goods and services in each month compared to the corresponding
period of the preceding year. For a better understanding of inflation processes the use of quarterly
and annual inflation indices is justified, such as those applied in the NBP’s inflation projection, in the
state budget and in the statistics of the European Union, hereinafter “the EU”. An important role in
the assessment of inflationary pressure is also played by core inflation indices.

* Second, the adopted solution means that monetary policy is unequivocally focused on maintaining in-
flation as close as possible to the target of 2.5% and not only within the tolerance band. This anchors
inflation expectations and thus facilitates the pursuit of monetary policy, which in the case of shocks



requires smaller and less frequent interest rate changes. Firm anchoring of inflation expectations also
fosters lower volatility of long-term interest rates in the face of shocks affecting current inflation.
Third, the occurrence of shocks in the economy is inevitable. Depending on the strength of the shock
and the degree of inertia of inflation expectations, the scale and the duration of inflation deviation
from the adopted target may differ. The central bank normally does not respond to deviations from
the inflation target which it deems temporary and which lie within the tolerance band. In countries
with a permanently low inflation, the central bank does not have to respond even when inflation
leaves the tolerance band temporarily. In the case of shocks viewed as leading to a permanent devia-
tion from the inflation target, the central bank adjusts its monetary policy accordingly.

Fourth, monetary policy reaction to shocks also depends on their causes and nature. The reaction to
demand shocks is a relatively minor issue, since in this case inflation and output move in the same di-
rection. An interest rate increase weakens economic activity and, consequently, inflationary pressure.
Supply shocks pose a more complex problem for monetary policy, as in this case output and inflation
move in opposite directions. Inappropriate monetary policy response to such a shock may have far-
reaching negative consequences for the economy. An attempt to fully neutralise the impact of a
supply shock on inflation using monetary policy instruments may lead to an unnecessary plunge in
output, as the supply shock itself already has a negative effect on consumption and investment. On
the other hand, an attempt to fully accommodate - by pursuing an expansive monetary policy - the
real effects of a supply shock resulting in an increase in inflation and a decrease in output usually
leads to persistently higher inflation. This, in turn, requires a far more restrictive monetary policy in
subsequent periods, bringing about a stronger deceleration in economic growth. Reaction of the cen-
tral bank should depend on the assessment of the durability of the shock’s effects.

Fifth, most supply shocks are transitory and limited in scale. Thus, they do not require an immediate
response. However, in the case of strong shocks even a temporary acceleration in price growth may
bring about a relatively permanent rise in inflation expectations and, in turn, an increase in inflation
due to the emergence of wage demands. In such a situation, monetary policy has to prevent the sec-
ondary effects of the supply shock (the so-called second-round effects). The risk of such effects is sub-
stantial in countries with a short history of low inflation. Useful in analyzing supply shocks are core
inflation indices, which help to distinguish, at least roughly, temporary effects from permanent
changes in inflationary pressure.

Sixth, because of the lags between the monetary policy actions and their effect on output and inflation,
the impact of monetary policy on the current rate of inflation is limited. Current decisions of the mon-
etary authorities affect price developments in the future just as present rate of inflation is influenced
by interest rate changes made several quarters ago. However, the length of these lags is not constant
and, to a large extent, depends on structural and institutional changes in the economy. Changes in the
monetary transmission mechanism result in a situation in which central banks can only approximate-
ly determine the time lag between an interest rate decision and its strongest observed impact on real
variables (output, employment) and then on inflation. Disturbances in the financial system may con-
stitute an additional factor disrupting the monetary transmission mechanism.

Seventh, monetary policy affects the economy not only by changing interest rates but also by keeping
them unchanged for a certain period of time. The decision to keep interest rates unchanged for several
periods (months or quarters) has substantial consequences for the economy as well, because it leads to
a gradual widening or narrowing of the output gap.

Eighth, monetary policy is pursued under uncertainty. High uncertainty is due, among other things,
to the fact that inflation projection models used by central banks may start to less adequately describe
economic processes owing to the ongoing structural changes in the economy. This means that:

(a) while making decisions it is necessary to take into account all available information, rather than
the inflation projection only;

(b) it is not possible to adopt a simple policy rule which could be known ex ante to market partici-
pants; and

(c) forward-looking monetary policy has to be presented to the public as an attempt to achieve the in-
flation target under uncertainty, rather than an exercise of strict control over economic processes.



* Ninth, monetary policy should allow for the need to maintain financial stability which is indispensa-
ble to ensure price stability in the longer term and which enables effective operation of the monetary
transmission mechanism. In this context, asset price developments are of importance. Excessive and
long-term reduction in interest rates amidst low inflation and simultaneous fast economic growth
may lead to rapid asset price growth, thus increasing the risk of so-called speculative bubbles. Rapid
asset price growth is accompanied by the likelihood of asset price deviation from the levels justified
by fundamentals, which increases the risk of an abrupt and significant decline in asset prices in the fu-
ture. This poses a threat to financial system stability, and consequently, in the longer term, to sustain-
able economic growth and price stability. Monetary policy supporting financial system stability is
thus consistent, in the longer term, with the achievement of the basic objective of the central bank’s ac-
tivity i.e. ensuring price stability, although it may occasionally pose a risk of temporary deviation of
inflation from the target. In order to maintain consistency between attempting to keep inflation at the
target and supporting financial system stability, it may be, in certain conditions, necessary to lengthen
the inflation target horizon. In assessing the risk of turmoil in the financial system and the inflation
outlook in the longer run, it is useful to analyse monetary and credit aggregates as well as exchange
rate developments.

* Tenth, in assessing the degree of monetary policy restrictiveness not only should the level of real in-
terest rates be considered but also the level of the real exchange rate. Thus understood restrictiveness
of monetary policy impacts, along with the implemented fiscal policy, the total restrictiveness of ma-
croeconomic policy. An overly expansive fiscal policy is the most common reason that necessitates
keeping the interest rates at a higher level.

* Eleventh, an important input into the monetary policy decision-making process is the balance of fac-
tors affecting the probabilities of future inflation running above or below the target. This balance is
based on the inflation projection, the assessment of the actual economic developments, which may
deviate from the scenario presented in the projection, as well as the development of variables and in-
formation not accounted for directly in the projection. While assessing the factors affecting future in-
flation, central banks take into consideration the path of inflation in the past since it has a bearing on
the anchoring of inflation expectations at the inflation target. In this context it is important to consider
the length of the period in which inflation remained close to the target and the length of the period in
which it deviated from the target.

If a binding decision is taken on the scheduled date of Poland joining the euro area and the related entry
into ERM 1I, the Council will make all necessary adjustments of the monetary policy strategy and - in
consultation with the Council of Ministers - of the exchange rate policy to conditions ensuing from the
necessity of meeting the convergence criteria required for the euro adoption. In the Council’s opinion,
Poland’s accession to the euro area should take place at the earliest possible date i.e. after gaining the ne-
cessary political support for amendments in the Constitution of the Republic of Poland and defining the
path of reducing the general government deficit to the level compliant with the Maastricht fiscal criterion.

The Council expresses its conviction that in the coming years economic policy in Poland should be con-
ducted in such a way as to - by implementing structural reforms - enable the sustainable fulfilment of
the Maastricht criteria, and in this way, maximise the benefits resulting from the euro area membership.






Chapter 2.

Monetary Policy in 2010.

21. Macroeconomic conditions of NBP monetary policy in 2010.

In 2010 the recovery in the global economy continued, albeit at a somewhat slower pace in the second
half of the year than in the first one. Pronounced differences in the level of business activity in various
regions of the world persisted. Growth in many developed countries was dampened by uncertainty con-
cerning the general economic outlook, trends in private sector demand and the situation in the banking
sector. In some of these economies, high unemployment persisted. In emerging economies, mainly those
of Asia and Latin America, business activity continued at a high level, which contributed to expanding
international trade and boosted exports of some developed countries (amongst them the United States,
Germany and Japan). The rise in exports in these countries supported a rebound in domestic demand.
There was a marked improvement in business activity in Germany, Poland's largest export partner.

Figure 2.1
GDP growth in the global economy (left-hand graph) and in selected economies (right-hand graph).
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Central banks in major developed economies continued to pursue an expansionary monetary policy,
quoting continued low inflationary pressure and high unemployment as a rationale for this course of ac-
tion. In addition to keeping interest rates at historically low levels, central banks purchased financial as-
sets, thus boosting liquidity supply in the financial markets. At the end of 2010, amidst concerns about
sustainability of economic recovery, the central banks of the United States and Japan decided to continue
with quantitative easing of monetary policy. At the same time, monetary authorities in many emerging
economies tightened their monetary policy in response to rising inflation and growing macroeconomic
imbalances.
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Figure 2.2
Interest rates of selected central banks (left-hand graph) and indices of commodity prices in the global markets (right-hand graph).
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Most developed countries continued to record large fiscal deficits, with a view to their reduction in the
subsequent years. In those of the European economies which were characterised by very high fiscal im-
balance, the authorities undertook measures to curb the government deficit. A significant fiscal imbal-
ance in many developed countries was a major factor of uncertainty about the global economic outlook.
In the face of high government deficit in some euro area countries, coupled with a fast growing public
debt and hefty costs of providing capital to the banking sector of some euro area countries, there are
mounting concerns of a possible insolvency of those countries, especially as the impaired competitive-
ness of their exports renders the prospects of those countries returning on the path of sustainable eco-
nomic growth uncertain. These concerns have led to a significant rise in risk premiums on the yields of
Treasury bonds of those countries. Moreover, they gave rise to a temporary escalation of the turmoil in
the international financial markets. Particularly strong tensions were observed in 2010 Q2 following the
Greek government's difficulties in obtaining funds in the financial markets. In response to these devel-
opments, the European Union and the International Monetary Fund initiated an aid programme for
Greece. At the end of the year, a similar programme was launched for Ireland. In addition, the European
Central Bank purchased securities of the euro area countries facing insolvency in order to alleviate the
tensions in the European financial market.

After a considerable slump during the financial crisis, in 2010 the inflow of capital to emerging econo-
mies increased again. One of its driving forces was faster economic growth observed in those economies
than in the developed countries, combined with - notwithstanding the debt crisis-related turmoil in the
financial markets of some euro area countries - lower risk aversion amidst expansionary monetary policy
pursued by major central banks. This was reflected in rising prices of assets, especially financial ones,
and an appreciation pressure on currencies of many emerging economies. Some emerging countries un-
dertook measures aimed at countering these trends, including currency interventions. Intensive inflow of
capital to emerging economies reduced the scale of interest rate hikes by their central banks.

The recovery in the global economy, coupled with unfavourable weather conditions in some countries
and ample liquidity supply in the global financial markets, all contributed to a rise in commodity prices,
including prices of agricultural and energy commodities. The rise, particularly pronounced in the second
half of 2010, translated into higher inflation in the world in the last months of the year.

With the recovery in the global economy, Poland's economic situation improved (Appendix 1). The rate
of economic growth rose gradually, and stood at 3.8% in the whole of 2010 (as compared to 1.7% in 2009).
After decrease in 2009, domestic demand picked up, benefiting from an increase in individual consump-
tion and re-building of corporate inventories, considerably reduced during the global recession!. At the

1 In the second half of the year the rise in domestic demand was additionally boosted by one-off factors, such as: replacement purchases in
the flooded areas of Poland, accelerated purchases ahead of the planned increases of most VAT rates as of 2011 and the abolishment of
VAT discounts on purchases of cars with goods vehicle approval certificates as of 2011. The same factors added to imports, thus working
towards a reduction in the contribution of net exports to GDP growth.
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same time, despite good financial results and a steady - but modest - rise in production capacity utilisa-
tion, firms continued to restrain investment. The reluctance to increase investment may have resulted
from heightened uncertainty about future demand. The decrease in housing investment of households
also continued. On the other hand, public investment rose rapidly. The global economic recovery, includ-
ing rising demand for German exports, was reflected in a significant rise in Polish exports, after it had
dropped in 2009. As a result of the concurrent revival of Polish imports supported by the rising domestic
demand, the balance of foreign trade deteriorated (Appendix 3).

Figure 2.3
Labour market variables: the number of the economically active and unemployment rate - in seasonally adjusted terms (left-hand graph)
and annual growth of wages and unit labour costs (right-hand graph).
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The revival in business activity in Poland was accompanied by a rise in labour demand and employment
observed from 2010 Q2. At the same time, labour supply (i.e. the number of economically active persons)
increased markedly in 2010. Since labour supply was rising faster than labour demand, unemployment
rose, moderating wage growth. Yet, significant acceleration in wage growth was observed in the last
quarter of 2010, driven, in part, by a sharp rise in wages in public administration ahead of their planned
freezing in 2011. As labour productivity continued to rise at a relatively steady pace, the deceleration in
wage growth until 2010 Q3 dampened growth in unit labour costs in this period.

In 2010, further rise was recorded in the public sector deficit (from 7.1% of GDP in 2009 to 7.9% of GDP).
This resulted primarily from a significant deterioration in the public expenditure to GDP ratio (from 44.5%
of GDP to 45.7% of GDP). Public expenditure rose in particular in intermediate goods and public invest-
ment category, which was connected with increasing utilization of EU funds and expenses on combating
the effects of flooding. The situation of the public finance sector was also adversely affected by the slump
in direct tax revenue, resulting, in particular, from businesses accounting for the losses incurred in the
previous years. Throughout the year, plans of adjustment activities were submitted, aimed at curbing the
fiscal deficit in the subsequent years?. Some of these measures were provided for in the Budget Act of
2011 and other legal acts adopted in the last quarter of 2010.

Despite improvement in the economic situation, the value of bank loans extended to corporations de-
creased in 2010, partly in response to limited demand for corporate loans (Appendix 4). At the same time,
there was a considerable slowdown in the expansion of consumer loans to households. Tightening of
banks’ lending policies, resulting from deteriorating quality of loan portfolio in this category of loans, as
well as implementation of the so-called Recommendation T were among driving forces behind the slow-
down. On the other hand, housing loans increase accelerated. After a marked slump in 2009, the share of
foreign currency denominated loans in the total of newly granted loans grew slightly.

2 Finance Development and Consolidation Plan of January 2010, Convergence Programme Update of February and the Multi - year Plan for the
Finances of the State dated August 2010.
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Figure 2.4

Nominal effective exchange rate of the zloty (left-hand graph) and real effective exchange rate of the zloty (right-hand graph); (increase
denotes appreciation)
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Source: Bank of International Settlements, NBP and European Commission data.

Changes in the global financial markets had a significant impact on the developments in the domestic fi-
nancial market. In the first months of 2010, improved sentiment in the international markets and optimis-
tic data on the Polish economy resulted in rising prices of Polish financial assets and an appreciation of
the zloty. In 2010 Q2, general risk aversion rose in the aftermath of the fiscal crisis in Greece. As a result,
yields on Polish Treasury bonds experienced a temporary hike, while the zloty weakened. Despite
another period of zloty depreciation at the end of the year, triggered by growing tensions in the financial
markets following the sovereign debt crisis in Ireland, in 2010 the zloty strengthened as compared to
2009. Similarly, in spite of some fluctuations, 2010 saw an overall increase in the prices of shares listed on
the Polish stock market. The rise in asset prices and the appreciation of the Polish currency was sup-
ported by considerable inflows of portfolio capital to Poland. Particularly strong inflows were recorded
in the Polish Treasury bond market in the first three quarters of 2010. These inflows were reflected in the
rise in non-residents’ share in the Polish Treasury bond market.

In 2010, the price index of consumer goods and services (CPI) fell by 0.9 percentage points on its 2009
figure, reaching 2.6% and thus running close to the NBP inflation target of 2.5%. In six months of 2010
the annual CPI growth was lower than or equal to the NBP target of 2.5%, while in the remaining six
months it exceeded 2.5% (Appendix 2). In all months of 2010 CPI values remained within the tolerance
band for deviations from the inflation target (2.5%+/- 1 percentage point).

Between January and August 2010, a steady decrease was observed in the annual CPI (from 3.5% in Jan-
uary to 2.0% in August 2010), including core inflation indices, benefiting from low demand pressures
and a modest growth of unit labour costs in the economy combined with a gradual appreciation of the
zloty observed till the beginning of April. However, starting from September, the annual CPI index in-
creased (it rose from 2.5% in September to 3.1% in December), which was fuelled mainly by climbing
prices of agricultural and energy commodities in the global markets. At the same time, until November
2010, core inflation net of food and energy prices remained at a moderate level. Growing commodity
prices in the global markets also triggered a gradual acceleration in the growth of producer prices (PPI),
although, similarly to the CPI, in 2010 it decreased as compared to its 2009 figure (2.1% in 2010 versus 3.4%
in 2009).
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Figure 2.5
Impact of the major groups on the annual growth in the prices of goods and services (left-hand graph) and the annual growth in the prices

of consumer goods and services versus the inflation target (right-hand graph).
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2.1. Monetary policy in 2010

Similarly to the previous years, in its monetary policy decisions the Council considered, on each occasion,
the outlook for inflation in the medium term. The decisions of the Council were affected by the changing
assessment of factors influencing the probabilities of future inflation running above or below the target.
The assessment took into account the information on economic developments as well as the results of
the forecasts developed by the NBP and other research centres.

In 2010, in view of the persisting limited inflationary and wage pressure in Poland and considerable un-
certainty about the sustainability of the recovery in the global economy and acceleration of economic
growth in Poland, as well as strong inflow of capital to emerging economies, the Council kept the NBP’s
interest rates unchanged, including the reference rate at the level of 3.5%. Nevertheless, taking into ac-
count that in 2010, underlying causes of liquidity problems in financial markets had expired, in October
2010, the Council decided to raise the reserve requirement ratio by 0.5 percentage points from 3.0% to
3.5%, thus bringing it back to the level of before the financial crisis®. Raising the reserve requirement ratio
was also supposed to indicate the Council’s readiness to respond to growing inflationary pressures.

* %k

In 2010 Q1 the upswing in the global economy continued, which was supported by strongly expansio-
nary macroeconomic policy pursued in many countries. The data released in this period showed a slow
increase in the economic activity in the euro area, with a sharper economic upturn in the United Stated.
Developed economies, however, saw a still unfavorable situation in the labor market and limited - de-
spite some signs of improvement - bank lending. Yet, in the largest emerging economies, including Chi-
na, acceleration of GDP growth was observed, accompanied by the increasing growth in bank lending
and growing asset prices.

Major central banks continued to pursue an expansionary monetary policy keeping interest rates at his-
torically low levels and continuing programs for quantitative easing of monetary policy. At the same
time, monetary policy of banks of the Central and Eastern European countries remained accommodative
(Czech Republic) and was eased further (Hungary, Romania).

During the analysed period, appreciation of the currencies of many emerging economies took place, in-
cluding a marked appreciation of the zloty driven by a strong inflow of foreign capital to Poland. At the
same time, the international financial markets saw increased level of uncertainty associated with the
tense fiscal situation in some of euro area economies, in particular in Greece.

3This decision applied to obligatory reserve requirement in force since 31 December 2010.
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In Poland, GDP figures signaled a recovery in the economic activity in 2009 Q4, although growth in do-
mestic demand remained low. Individual consumption growth continued at a low pace, and companies
curbed their investment. The number of the employed in the economy continued on a downward trend,
which, combined with increased workforce led to further unemployment growth. This was conducive to
reducing wage pressure. Yet, stabilization of employment in the corporate sector in early 2010 signaled a
slowdown of unfavorable trends in the labor market. Growth in bank lending to non-financial sector, in
particular to corporate sector, remained at a low level.

In the period January-March 2010, the annual CPI inflation, in line with the expectations of the Council,
decreased markedly from 3.5% to 2.6%, and thus to the level close to the NBP inflation target of 2.5%. Al-
so, core inflation declined. Low demand pressure, moderate growth in labor costs, considerable appreci-
ation of the zloty, and the statistical base effects were factors conducive to curbing inflation. At the same
time, the Council emphasized that the decline in inflation in 2010 may be limited by growing commodity
prices in the global markets and rising administered prices.

At its meetings in the period January - March 2010, the Council assessed the probability of inflation in the
medium term, running below or above the target to be balanced. At the beginning of the year, the Coun-
cil emphasized that the improvement in global economic situation and the previously observed easing of
monetary policy supported the economy’s return to the potential growth path. An important source of
uncertainty about future global economic growth and inflation, and, in consequence, also about domestic
monetary policy, were the effects of the up-to-date stance as well as anticipated changes in expansionary
macroeconomic policy abroad. In March, the Council assessed that moderate inflationary pressures in
the monetary policy transmission horizon and the uncertainty about the outlook for economic growth in
Poland and abroad, coupled with the hitherto observed appreciation of the zloty, justified keeping the
NBP’s interest rates unchanged. As a result, in 2010 Q1, the Council decided to leave the NBP’’s interest
rates unchanged, including the reference rate at 3.5%.

The first months of 2010 were marked by strong foreign capital inflow to emerging countries, including
Poland, which led to a significant appreciation of the zloty exchange rate. On 9 April 2010, the National
Bank of Poland purchased in a market a certain amount of foreign currency. In the information from the
meeting held on 27-28 April 2010, the Council confirmed that the transaction had been carried out in ac-
cordance with the Monetary Policy Guidelines for 2010.

In 2010 Q2, further signs of recovery in the global economy were observed, although differences re-
mained significant as regards the scale of improvement in the economic activity across regions. In the
United States, there were signs of improvement in the labor market situation. Yet, withdrawal of fiscal
stimulus packages (in particular aimed to boost activity in the property market and consumer demand),
coincided with the renewed weakening in economic recovery. In the euro area GDP increased slightly in
2011 Q1. Its rise was restrained by decline in consumption and investment. Unfavorable situation per-
sisted in the labor market. The uncertainty about short-term outlook for economic growth in this region
was increased by intensifying crisis in the public finance sector in Greece, and raising concerns about fis-
cal situation of some other euro area economies. At the same time, emerging economies continued to
witness rapid economic growth.

Monetary policy in major developed economies remained expansionary. In the analysed period the Fed
put an end to the emergency liquidity programs implemented in the years 2007-2009 to support credit
markets, while maintaining the previously announced program of quantitative easing (involving the
purchase of securities). In view of the tensions in the European financial markets the period during
which the ECB maintained its interest rates at historically low levels was extended. Since May 2010, the
ECB made sterilized purchases, in the secondary market, of government bonds of countries facing a debt
crisis risk*. Meanwhile, some developing countries, characterized by strong economic growth, embarked
on a gradual tightening of macroeconomic policy. At the same time, central banks in the countries of
Central and Eastern Europe continued to cut their interest rates (the Czech Republic, Hungary, Romania).

4 EBC also announced long-term open market operations providing banks with liquidity in the euro.



15

Due to uncertainty related to the fiscal crisis in Greece, volatility of asset prices in international financial
markets, particularly in the commodity markets, increased. There was a marked depreciation of the euro
against the U.S. dollar. The increase in risk aversion contributed to the weakening of currencies of emerg-
ing economies, including the zloty. The scale of the turmoil in the financial markets declined in June. The
fall in the prices of financial assets deemed more risky, slowed down. This was driven by measures un-
dertaken by international institutions: the aid program of the EU and the IMF for Greece, creation of the
European Financial Stability Mechanism (EFSM) and the European Financial Stability Facility (EFSF), as
well as the EBC’s purchase of bonds of countries threatened by the debt crisis.

In Poland, there were further signs of a gradually improving economic situation. Growth was recorded,
in the first place, in industrial output. There was also a slight increase in employment in the corporate
sector, yet, in 2010 Q1 the number of the employed in the economy as a whole continued to decline. Per-
sisting high levels of unemployment curbed growth in wages. Wage increases in corporate sector re-
mained moderate. There was a further decline in wage growth in the economy. At the same time, there
were no signs of recovery in investment of enterprises. The decline in corporate investment was driven
by a relatively low, although gradually increasing, production capacity utilization and uncertainty about
the outlook for demand. Low investment activity and a good financial situation of enterprises resulted in
low demand for bank loans, despite the gradual easing of loan granting criteria. At the same time, the
growth rate of household loans stabilized at moderate levels.

During the analysed period, in line with the expectations of the Council, CPI inflation continued to de-
cline, to run below the inflation target starting from April. The drop in CPI inflation over this period was
driven by a decline in the annual growth in food prices and core inflation excluding food and energy
prices. Low demand pressure, the previously observed appreciation of the zloty exchange rate and mod-
erate growth in labor costs were conducive to the lowering of the annual inflation rate. Base effects were
also factors contributing to its decline.

Given these conditions, in 2011 Q2 the Council assessed that low inflationary pressures in the monetary
policy horizon and the uncertainty about the impact of the external environment on the Polish economy,
including the outlook for economic growth in Poland and the developments in the zloty exchange rate ,
justified to keep the NBP’s interest rates unchanged, including the reference rate at 3.5%. In April and
May - as in the preceding months - the Council assessed the probability of inflation in the medium term,
running below or above the inflation target, to be balanced. In June, the Council emphasized, however,
that it held a discussion on the factors which may strengthen inflationary pressure in the medium term.

In April 2010, the Council endorsed the motion of the Minister of Finance for an extension of Poland’s
access to a flexible credit line of the International Monetary Fund. In July, the International Monetary
Fund granted Poland, once again, access to a flexible credit line of USD 20.4 billion°. In accordance with
the declarations of the authorities there was no intention to make use of these funds, yet the possibility to
resort to this facility was treated as a security against possible negative effects of a renewed increase in
uncertainty in the financial markets.

In August and September the data coming from the world economy pointed to a slowdown in 2010 Q2 in
the growth observed in some of the largest economies and a possible further weakening of the global re-
covery in the second half of the year. This was, in particular, the case of those developed countries in
which growth was curbed due to cuts in the expenditure of households and businesses. The recovery
was also restrained by the need for restructuring of assets of financial institutions. The consequences of
high fiscal imbalance in a significant part of these countries, and its announced reduction, as well as
monetary expansion, including the unconventional measures undertaken by major central banks, were
an additional source of uncertainty about the future economic situation. At the same time, positive signs
were coming from Germany, Poland’s main trading partner, where in 2010 Q2 the level of economic ac-

5 Flexible Credit Line (FCL) is a facility of the IMF, to which access is given only to countries with sound economic fundamentals that have
historically pursued a responsible macroeconomic policy and in the case of which there is a will and high probability of such policy being
continued in the future. Poland first obtained access to the FCL in May 2009.
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tivity picked up markedly. Yet, the risk of weakening demand in the global markets was an uncertainty
factor for Germany’s recovery to continue in the subsequent quarters.

Weakening economic situation in the U.S. economy prompted the Fed to announce its intention to in-
crease the scale of the securities purchase program while keeping up the announced intention to keep in-
terest rates at historically low levels for a longer period. Also in the euro area, the period during which
the ECB'’s interest rates were expected to be kept at historically low levels was extended. At the same
time, the largest developing economies continued gradual tightening of their macroeconomic policy. In
the countries of the Central and Eastern Europe interest rates remained unchanged.

During this period, commodity prices in the global markets went up significantly. At the same time, an
increase was noted in capital inflows to emerging economies, leading to an appreciation of currencies of
those countries, including the strengthening of the zloty.

Data on GDP in Poland in Q2 point to a certain acceleration in consumer demand, coupled with persis-
tently shrinking investment. Monthly data for Q3 signaled stabilization of economic growth. Further rap-
id growth was noted in industrial output and construction and assembly production and retail sales con-
tinued on an upward trend. Also production capacity utilization improved further. It was assessed that
favourable data on retail sales in Q3 could be partly due to the temporary increase in demand associated
with the replacement of durable goods in the flood-affected areas, increased purchases of cars driven by
the announced abolition, scheduled for the end of 2010, of tax deductions for the purchase of cars with
type approval for goods vehicle, and reallocation of some of expenditure due to increases in VAT rates at
the beginning of 2011. Despite growth in employment, unemployment remained at a relatively high level.
There were no signs of rising wage pressure. Until Q3, wage growth in the economy continued on a
downward trend. At the same time, in July consumer confidence indicators began to deteriorate. Lend-
ing to businesses remained limited, which was largely driven by low demand for credit. Growth rate of
housing loans to households picked up gradually. The annual growth rate of these loans markedly ex-
ceeded the growth rate of disposable income, achievable without the risk of rising inflation.

During the analysed period, the annual CPI inflation remained below the NBI”’s inflation target. At the
same time, all core inflation measure declined. The Council pointed out, however, that although inflation
was running well below the inflation target, the rise in food and energy prices, accelerating growth in
PPI prices and announced change in VAT rates in 2011, boosting inflation expectations of individuals in
August, may translate into a gradual rise in inflation in the coming months.

At its meetings in August-September, the Council decided that the moderate pace of economic growth
and the accompanying limited wage and inflationary pressure, coupled with the risk of weakening glob-
al economic growth in the coming quarters, justified the maintenance of the current restrictive stance of
monetary policy. Moreover, the Council assessed that increases in the NBP’s interest rates could amplify
the risk of a too rapid appreciation of the zloty. Given the above considerations, the Council decided to
keep the NBP’s interest rates unchanged, including the reference rate at 3.5%. At the same time, the
Council emphasized that it would continue to examine the factors that might strengthen the inflationary
pressure .

In 2010 Q4, economic activity in major developed countries was still constrained by high levels of unem-
ployment and the ongoing adjustments in the balance sheets of economic agents. At the same time, fur-
ther improvement was observed in the economic situation in Germany, where strong external demand
had led to a gradual recovery in domestic demand. During this period, growth slowed down slightly in
the largest emerging economies. This was driven by the tightening of economic policy in some of those
economies, aimed to reduce the risk of growing macroeconomic imbalances. High degree of fiscal imbal-
ances in many developed economies, as well as the effects of monetary expansion in view of unconven-
tional measures undertaken by major central banks, remain an important source of uncertainty about fu-
ture growth.

Major central banks continued their expansionary monetary policy. In November 2010, the Fed an-
nounced its decision to expand quantitative easing of monetary policy and the ECB increased in Novem-
ber and December the scale of government bonds purchases due tothe escalation of tensions in the Euro-
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pean financial markets. In Central and Eastern Europe, most central banks left interest rates unchanged
(Czech Republic, Romania). Only Hungary, in November 2010, began tightening monetary policy.

Expectations of the increase in monetary expansion in the United States encouraged an improvement in
the sentiment in the financial markets at the beginning of Q4. It contributed to an appreciation of ex-
change rates of emerging market currencies, including the zloty. In turn, in November, the intensification
of budgetary problems in some euro area countries, notably in Ireland, were conducive to increased un-
certainty in the financial markets, and - consequently - depreciation of the zloty at the end of 2010.
Throughout the whole analysed period, the prices of oil and other commodities in the global markets in-
creased.

Data on Polish economy pointed to an increase in economic growth in the second half of 2010 as com-
pared with the first half of the year. This was driven by accelerating consumption growth, supported by
growing employment and, probably, the temporary factors discussed above. Production capacity utiliza-
tion was growing steadily and good financial and liquidity situation of enterprises continued. Rapid
growth was recorded in industrial output; also construction and assembly production continued on an
upward trend. At the same time, despite continued rise in employment, unemployment rate was grow-
ing gradually. Wage growth in the economy in Q3 followed a downward trend, which led to a decline in
unit labour costs in the economy in Q3. Lending to enterprises remained limited, while the growth in
housing loans to households was stable and relatively high.

During the analysed period, CPI inflation increased above the inflation target. The rise in CPI inflation
was mainly driven by rising growth in food and energy prices connected with growing commodity pric-
es in the world markets. Majority of core inflation measures, on the other hand, remained at a moderate
level, i.e. below 2.5%.

At its meetings in 2010 Q4, the Council decided that limited inflationary and wage pressure in the Polish
economy, uncertainty about the recovery in the global economy, and in October and November addi-
tionally the persistent risk of increased inflow of capital to emerging economies, including to Poland,
amidst the extended period of expansionary monetary policy of major central banks, justified keeping in-
terest rates unchanged till the end of 2010. As a result, the Council decided to keep the NBP’s interest
rates unchanged, including the reference rate at 3.5%. Nevertheless, in October-December, the Council
emphasized that it would continue to analyze the signs of a possible rise in inflationary pressures.

In October 2010, the Council decided to increase the reserve requirement ratio by 0.5 percentage points
from 3.0% to 3.5%, i.e. to the level observed before the financial crisis. The Council emphasised that the
reserve requirement ratio had been lowered as part of anti-crisis measures during the period of strong li-
quidity tensions in the financial markets and as these tensions had come to an end it was justified to in-
crease this ratio to its pre-crisis levels. The decision to raise the reserve requirement ratio was also a sign
of the Council’s readiness to respond to growing inflationary pressures.

* %k %

An important element of conducting monetary policy based on inflation targeting was, as in the previous
years, communication with the public, involving the Council’s presentation of its assessment of the cur-
rent condition of the economy and future path of economic processes. The most important instruments of
communication in 2010 included the following cyclical publications: Inflation Reports, Information from the
meeting of the Monetary Policy Council (with accompanying press conferences held after the Council’s
meetings), Minutes of the Monetary Policy Council decision-making meetings® (Appendix 5), as well as the
annually published: Report on Monetary Policy Implementation in 2009 and Monetary Policy Guidelines for
2011. In the Monetary Policy Guidelines for 2011 the Council confirmed the main elements of the hitherto
pursued monetary policy strategy of the NBP, introducing some amendments thereto.

®Minutes of the Monetary Policy Council decision-making meeting (Appendix 5) present a more detailed discussion of the problems and argu-
ments which had a significant impact on the decisions taken by the Council in 2010.
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Chapter 3.

Monetary Policy Instruments in 2010

In 2010, the National Bank of Poland pursued the monetary policy by influencing the level of inflation
through the interest rate channel. The Monetary Policy Council set the NBP's official interest rates which
determined the yield on monetary policy instruments. In order to steer short-term market rates, the NBP
applied the following instruments: open market operations, lending and deposit operation (standing fa-
cilities) and reserve requirement. By influencing the market short-term rates, the Monetary Policy Coun-
cil endeavoured to achieve such a level of market interest rates as would be consistent with the adopted
inflation target.

Throughout 2010, according to gradual improvement of the conditions in the financial markets, increase
of liquidity surplus in the banking sector and disappearing banks” demand for supplementary central
bank liquidity providing operations, the NBP gradually limited the use of the instruments introduced in
October 2008 under the so-called Confidence Package, i.e. repo operations as well as foreign exchange
swaps.

In April 2010, the NBP carried out - for the first time since 1998 - a single intervention in the foreign cur-
rency market.

3.1. Liquidity in the banking sector in 2010

In 2010, the NBP pursued the monetary policy in the situation of constantly increasing liquidity surplus 7
in the banking sector.

The average level of banking sector liquidity surplus amounted to PLN 70,907 million in 20108. Com-
pared with 2009, such level increased by PLN 46,967 million - i.e. 196%. The rise in the excess liquidity
exceeded by PLN 37.5 billion the level envisaged in the Monetary Policy Guidelines for 2010.

The rise in excess banking sector liquidity in 2010 resulted mainly from factors independent from the
NBP (the so-called autonomous factors). Among these factors, the greatest impact had the purchases of
foreign currencies by the NBP mainly from EU funds, and by an exchange of foreign-currency funds into
zloty performed by the Ministry of Finance at the NBP. A positive balance of currency purchases by the
NBP (after taking into account sales of currencies by the NBP) contributed to generating excess liquidity
equivalent to an average of PLN 40,330 million. The excess liquidity was further boosted by a payment of

7 Liquidity surplus of the banking sector means funds retained by banks in excess of an average balance on their current accounts with the
NBP, as determined by the reserve requirement ratio in the a maintenance period. Liquidity surplus is reflected in the balance of basic
operations (the NBP bills issues), fine-tuning operations (repo operations and the NBP bills issues), foreign exchange swaps and standing
facilities (standing deposit facility and lombard credit).

8 The data on the overall excess liquidity as well as the respective monetary policy operations (discussed further in this chapter) are aver-
ages for the required reserve maintenance period.
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PLN 3 957 from the NBP profit to the State Budget and a payment of discounts on NBP bills in an aver-
age amount of PLN 2,610 million.

On the other hand, the greatest effect on liquidity limitation in 2010 had an increase in the volume of the
currency in circulation, by an average of PLN 3,792 million, as well as a rise in the level of the required
reserves, by an average of PLN 1,994 million.

The amount of the excess liquidity in the banking sector was monitored by the Monetary Policy Council
on a day-to-day basis.

3.2. Monetary policy instruments in 2010

In 2010, the set of monetary policy instruments applied by the NBP did not differ substantially from the
one used in 2009. It included instruments which, on the one hand, addressed potential turmoil in the
domestic financial markets - should the crisis in the global financial markets aggravate and affect the de-
velopments in the domestic market. On the other hand, the instruments anticipated the persisting sur-
plus of liquidity in the banking sector.

As the situation in the domestic banking sector improved in the course of 2010, the NBP gradually
phased out its non-standard operations performed between 2008 and 2010. This was done in response to
banks” diminishing demand for zloty and foreign currency liquidity that was offer by the NBP through
these operations.

Interest rate

In 2010, the principal NBP policy rate was the reference rate. Changes in the level of this rate set the di-
rection of the monetary policy pursued. The reference rate determined the remuneration of the main
open market operations, while, at the same time, affecting the level of short-term interest rates on the un-
secured deposit interbank market.

The deposit rate and and the interest rate on a lombard credit determined the corridor for overnight in-
terest rate fluctuations in the interbank market. The rediscount rate, in turn, indirectly determined the in-
terest paid on the required reserve holdings.

In 2010, the Council maintained the NBP interest rates at the level initially set on 25 June 2009. The refer-
ence rate amounted to 3.50%, the interest rate on a lombard credit - to 5.00%, the deposit rate - to 2.00%
and the rediscount rate - to 3.75%.

Simultaneously, following a decision which introduced, as of 1 January 2010, a new instrument of mone-
tary policy - the bill discount credit, the Council of the second term introduced the discount rate, setting
it at 4.00% This rate remained unchanged throughout 2010.

In approving the Monetary Policy Guidelines for 2011, the Council decided to discontinue the NBP's bill
discount facility. Consequently, as of 1 January 2011, the Council no longer sets the discount rate.?

Open market operations
In 2010, the NBP strove to affect liquidity conditions in the banking sector through open market opera-

tions (particularly main ones) in a manner which would enable the POLONIA? rate to run close to the
NBP’s reference rate.!!

9 Pursuant to Resolution 13/2010 of the Monetary Policy Council of 22 December 2010 amending the Resolution on the reference rate, in-
terest rate on refinancing loans and interest rate on term deposits as well as rediscount and bill discount interest rate at the National Bank
of Poland.
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Main open market operations were carried out on a regular basis, once a week, involving the issue of the
NBP bills with a 7-day maturity. In 2010, the average volume of bills issued within main open market
operations amounted to PLN 74,920 million and exceeded the 2009 level by PLN 43,047 million. The vo-
lume of bills issued in 2010 was increased in response to rising liquidity surplus in the banking sector.

Figure 3.1
Average monthly balance of open market operations 1995-2010
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In 2010, the turmoil in the financial markets persisted, which influenced the effectiveness of open market
operations conducted by the NBP. Due to these conditions, the Bank's capacity to maintain the POLO-
NIA rate close to the NBP’s reference rate was somewhat weakened.

This was manifested by the occurrence of the so-called underbidding!2. The underbidding resulted from
commercial banks' increased vigilance in managing their own liquidity positions, reflected in their pro-
pensity to do it on an overnight basis. As a result, banks were reluctant to allocate all their surplus funds
in the NBP bills with a longer (7-day) maturity, and chose to maintain a liquidity buffers.

Such bank’s behaviour can also be explained by the fact that effective redistribution of liquid funds
through the interbank market in 2010 was still prevented, as, among other things, banks continued to
maintain relatively low lending ceilings, mutually lowered during the most acute phase of the crisis.

Another reason behind the underbidding was the increase in surplus funds at the disposal of the Minis-
try of Finance. These funds were mostly deposited with commercial banks, in large part as overnight
deposits. Banks' uncertainty about the date of those deposits and their maturity increased their reluc-
tance to participate in the operations carried out by the NBP.

Despite the above factors, a gradual improvement in the banking sector's liquidity situation could be ob-
served especially in the first half of 2010. This was reflected in banks' falling propensity to maintain
excess liquidity (with an overnight term), a lower scale of the underbidding during the auctions of the
main open market operations and a substantial decline in banks” use of the NBP’s deposit facility. In the

10 POLONIA (Polish Overnight Index Average) - average overnight rate weighted with the value of transactions on the unsecured inter-
bank deposit market. The NBP publishes the levels of this rate on the Reuters information site (NBPS) every day at 5.00 p. m.
Monetary Policy Guidelines for 2010.

12 The situation where during a monetary policy operation auction the demand from banks is lower than the supply offered by the central
bank.
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first half of 2010, the deviation of the POLONIA rate from the NBP’s reference rate narrowed steadily
and the volatility of the rate was gradually reduced. Significant falls in the POLONIA rate were only ob-
served towards the end of the respective required reserve maintenance periods. This reflected banks'
cautiousness regarding their involvement in the last main market operation during a specific mainten-
ance period.

However, positive trends observed in the first half of 2010 lost momentum in the subsequent months.
From July, banks manifested growing propensity to hold excess liquidity on accounts with the NBP in
some of the maintenance periods. This was a consequence of rising risk aversion in the global financial
markets following concerns about a fiscal situation in selected euro area countries, and was reflected in a
re-emergence of frequent the underbidding and its increased scale.

Growing gap between the POLONIA rate and the NBP’s reference rate gave rise to two short-term fine-
tuning operations designed to absorb liquidity, which were performed by the NBP in December 2010 in
the form of the NBP bills issue. The first of these operations took place on 8 December , when 2-day bills
were offered; the other one was conducted on 21 December, with a 3-day maturity.

Average deviation of the POLONIA rate from the NBP’s reference rate in 2010 stood at 69 basis points, 13
i.e. 20 basis points less than in 2009. However, average deviation remained elevated against its pre-crisis
level, due to the factors described above, which maintained increased banks' propensity to hold the
excess liquidity.

At the same time, volatility of the POLONIA rate, as measured by a standard deviation, decreased to 38
basis points, from 51 basis points in 2009.

Similar trends in overnight rates as well as commercial banks' approach to liquidity management were
observed in the interbank markets in the euro area and in the Central and Eastern Europe, such as the
Czech Republic or Hungary.

Figure 3.2
The NBP interest rates and POLONIA rate in 2010
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The remaining fine-tuning operations were performed with a view to supplying the banking sector with
liquidity, in line with the objectives set forth in the Confidence Package. The operations were collatera-

13 Average deviation of POLONIA rate was calculated according to the uniform base of 365 days in the year.
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lised with the NBP-approved securities: Treasury bills, NBP bills, Treasury bonds, utility bonds, bonds
issued by BGK and the EIB as well as mortgage bonds.

As the situation in the domestic financial markets improved, excess liquidity in the banking sector ex-
panded and banks' interest in repo operations faded, the NBP gradually discontinued these operations in
the course of 2010. From February 2010, started announcing the volume of supply. From April 2010, the
Bank discontinued its 6-month repo operations. Starting from October 2010, by discontinuing its 3-month
repo operations, the Bank finally abandoned such operations.

An average volume of repo operations in 2010 amounted to PLN 5,097 million and thus was 56% lower
than in 2009, when it stood at PLN 11,456 million.

Reserve requirement

The requirement to maintain a certain amount of reserves on accounts with the NBP applied to banks,
branches of credit institutions and branches of foreign banks operating in Poland. Required reserves
were maintained in an averaged system, which means that banks were obliged to hold the average bal-
ance of funds on accounts with the NBP at a level not lower than the amount of reserve requirement.

Required reserves were calculated on the basis of banks' collected deposits and funds received on the
sale of securities. Excluded from the reserve calculation were funds received from another domestic bank,
acquired from abroad for the period of at least two years and deposited in credit and savings accounts of
building societies and in individual pension funds. Required reserves were calculated and maintained in
the Polish zloty. Banks reduced the amount of the calculated reserve requirement by an equivalent of
EUR 500 thousand.

Until 30 December 2010, the reserve requirement ratio amounted to 3.0%. As of 31 December 2010, the
MPC raised the basic reserve requirement ratio to 3.5% (MPC resolution 9/2010 of 27 October 2010). The
decision restored the reserve requirement ratio to the level effective until 29 June 2009, thus indicating
the Council's readiness to respond to mounting inflationary pressures.

The reserve requirement ratio on funds received in respect of the sale of securities under repurchase
agreements did not change during 2010 and stood at 0.0%.

The amount of required reserves as at 31 December 2010 (after the ratio had been put up to 3.5%)
amounted to PLN 25,948 million, showing an increase of PLN 3,922 million on the amount of reserves in
the previous maintenance period (which had ended on 30 December 2010, and during which a ratio of
3.0% had been effective). At the same time, it exceeded the corresponding amount as at 31 December
2009 by PLN 5,799 (an increase of 28.8%).

The remuneration on the balances held by banks on accounts with the NBP was an equivalent to 0.9% of
the NBP’s rediscount rate. Thus, the remuneration of the required reserve holdings in 2010 amounted to
3.375%.
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Figure 3.3
Changes in the required reserves level and deviations from the reserve requirement in 2010
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In 2010, the mean deviation of the average balances on banks' accounts with the NBP from the required
level of reserves amounted to PLN 16 million (i.e. 0.08%) and was significantly lower than the mean dev-
iation in 2009, which amounted to PLN 27 million. In all reserve maintenance periods except for March,
average balances held by banks at the NBP remained slightly in excess of the required reserve level,
which ranged from PLN 14 million (0.07%) in April to PLN 25 million (0.11%) in October.

In 2010, 7 instances of infringement of the reserve requirement by banks were noted, out of which 6 con-
cerned commercial banks, while one concerned a cooperative bank. In 2009 there had been no such in-
fringements whatsoever; yet, such a situation occurred only once in the entire period since the introduc-
tion of the reserve requirement in 1989.

Standing facilities

Standing facilities (i.e. lombard credit and overnight deposit) were used to provide short-term liquidity
to the banking sector or allowed banks to deposit their excess holdings for overnight periods at the NBP.
These operations, conducted at the initiative of commercial banks, served also as instruments to stabilise
the level of liquidity in the interbank market and the scale of overnight rate fluctuations. With the use of
these instruments, the central bank was able to limit excessive fluctuations of interest rates in the inter-
bank market. The lombard rate, determining the maximum cost of funds obtainable at the NBP, set a ceil-
ing on fluctuations of interest rates in the interbank market, while the deposit rate constituted the floor.

In 2010 banks had little recourse to the lombard credit collateralized with securities in order to replenish
their current liquidity on current accounts with the NBP. The total amount of the credit used in 2010 was
PLN 182.4 million against PLN 5.0 billion in 2009. The average daily use of the lombard credit amounted
to PLN 0.5 million as compared to PLN 13.8 million in 2009. All lombard credits extended in 2010 were
repaid on time.

In 2010 banks placed, with the NBP, overnight deposits in the total amount of PLN 378.2 billion, 58%
down of the previous year's figure. The total daily amount of the deposit ranged between PLN 0.2 mil-
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lion and PLN 20.1 billion. An average daily level of overnight deposits amounted to PLN 1,036.1 million
as compared to PLN 2,460.6 million in 2009. The highest amounts were deposited by banks in the last
days of the required reserve maintenance periods.

The list of collateral of the lombard credit accepted by the NBP, did not change in 2010. This meant that
the central bank accepted a wider range of assets than before the onset of the financial crisis. Leaving an
extended list of collaterals in place brought the national monetary policy operating system closer to the
one used by major central banks (including the European Central Bank) and the central banks of the Cen-
tral and Eastern European countries (e.g. the Czech National Bank, National Bank of Hungary). Accep-
tance of additional assets by the NBP can also provide incentives for the development of specific seg-
ments of the financial market.

The intraday credit facility in the PLN served as an instrument facilitating liquidity management during
the business day, ensuring, at the same time, liquidity of interbank settlements at the NBP. It was a non-
interest bearing credit, collateralized with debt securities, incurred and repaid during the same business
day. In 2010 the daily injection of liquidity to banks using the intraday credit ranged between PLN 14.3
billion and PLN 28.0 billion. The use of the intraday credit facility rose by 29.4 % as compared to 2009.

In 2010 the NBP extended the list of zloty denominated securities acceptable as collateral for the intraday
credit facility to include securities deposited with the National Depository of Securities, other than Trea-
sury debt securities. Therefore, the list of acceptable collaterals for the intraday credit facility was ad-
justed to the list applicable to the lombard credit.

The intraday credit in the euro served to ensure current liquidity in the SORBNET-EURO and TARGET2-
NBP systems. It was collateralized with Treasury bonds, accepted by the ECB in advance. It was incurred
and repaid during the same business day. In 2010 the daily injection of euro-denominated operational li-
quidity to banks ranged between EUR 2.3 million and EUR 3.5 million. The use of the intraday credit in
the euro rose by 67.9% in relation to 2009.

In 2010, the NBP also offered to banks the possibility to obtain funds under bill discount credit, which
was envisaged to finance new loans granted to businesses by banks. No bank applied to the NBP for this
facility. While adopting the Monetary Policy Guidelines for 2011, the Council decided that the NBP
should cease to offer such facility.

Foreign exchange swaps

By introducing foreign exchange swaps in October 2008 the Monetary Policy Council of the second term
helped to achieve the objectives set forth in the Confidence Package. This operation resulted from a sud-
den deterioration of the situation in the domestic financial markets. By means of foreign exchange swap
transactions, the NBP could purchase (or sell) the zloty with foreign currencies in the spot market while
simultaneously reselling (or repurchasing) it on a forward transaction basis on a specified date.

Due to absence of banks' demand for foreign currency liquidity offered by the NBP, observed since Oc-
tober 2009, the central bank gradually withdrew from foreign exchange swap transactions. In January
2010 it discontinued swaps in the CHF/PLN currency pair. Starting from April 2010 it also ceased to of-
fer this type of transaction in the USD/PLN and EUR/PLN currency pairs.

Foreign exchange interventions

On 9 April 2010, the National Bank of Poland purchased foreign currency in the market. This transaction
was conducted in line with the Monetary Policy Guidelines for 2010.
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Appendix 1

GDP and aggregate demand

In 2010, real GDP rose significantly (by 3.8% versus 1.7% in the preceding year), as domestic demand ex-
panded by 4.3% (compared to a fall of 1% in the preceding year) 4. Stronger growth of domestic demand
was supported by a rise, on the one hand, in total consumption (from 2% in 2009 to 3.4% in 2010) and in
gross capital formation on the other (by 8.2% as opposed to a fall 0f11.4% in 2009). Stronger growth in
consumption resulted, in turn, from increasing individual consumption (from 2.1% in 2009 to 3.2% in
2010) and public consumption (from 2.0% in 2009 to 4.0% in 2010). Accelerated capital formation in 2010
was driven by inventory rebuild (contribution from the change in inventories stood at 1.9 percentage
points in 2010, versus -2.5 percentage points in 2009), while investment once again decreased slightly (by
1.2% as compared to a fall of 1.1% in 2009). Imports in 2010 rose somewhat faster than exports, render-
ing a negative contribution from net exports to the GDP growth (-0.5 percentage point as opposed to 2.8
percentage points in 2009).

Gross value added grew at 3.4% in 2010, as compared to 1.8% a year beforel>. This stronger growth in
2009 resulted from a sharp rise in value added in industry (by 9.2% versus a fall of 0.3% in 2009) and a
slightly accelerated growth of value added in market services (1.5% in 2010 as compared to 0.9% in 2009).
However, value added in construction rose less robustly than in the preceding year (dropping from 9.9%
in 2009 to 3.8% in 2010).

Individual consumption expanded by 3.2%, as compared to 2.1% a year before. Rising consumer demand
was fuelled by a relatively high growth in household disposable income (of approx. 4% in constant pric-
es). Households' financial savings rate decreased from 3.8% in 2009 to 3.1% in 20101.

In 2010, gross fixed capital formation contracted by 1.2% y/y as compared to a fall of 1.1% y/y in the
preceding year. One of the contributing factors was weaker investment in the corporate sector which re-
sulted from slowdown in economic growth following crises on international financial markets and global
recession. Enterprises were curbing investment in spite of good financial results in 2010. This coincided
with a slump in housing investment by households. However, weaker investment in the economy was
partially offset by an increased investment activity of the public sector.

Following a fall in 2009, external trade rebounded strongly in 2010. Both Polish imports and exports rose
significantly. However, with imports rising slightly faster than exports, the contribution of net exports to
the GDP growth proved negative and amounted to -0.5 percentage point.

14 All the numerical data on percentage changes in economic variables quoted in the text of this Appendix represent annual growth rates.

15 Gross Domestic Product equals gross value added increased by taxes on products (including import duties) and reduced by product
subsidies.

16 Households' financial savings rate is a relation of net liabilities to disposable income.
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Figure Z.1.1

Contribution of aggregate demand components to GDP growth.
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Source: NBP calculations based on GUS data.
Table Z.1.1
GDP and domestic demand 2002-2010
2002 2003 2004 2005 2006 2007 2008 2009 2010
Growth rate of GDP and its components at constant prices (%)
GDP 14 3.9 53 3.6 6.2 6.8 51 1.7 3.8
Domestic demand 1.0 2.8 6.2 2.5 7.3 8.7 5.6 -1.0 43
Consumption 3.0 2.7 43 2.7 52 4.6 6.1 2.0 34
Individual consumption 34 21 47 21 5.0 49 5.7 21 32
Capital formation -7.2 33 14.7 14 16.1 243 4.0 -114 8.2
Gross fixed capital formation -6.3 -0.1 6.4 6.5 14.9 17.6 9.6 -1.1 -1.2
Exports 438 14.2 14.0 8.0 14.6 9.1 7.1 -6.8 10.1
Imports 2.8 9.6 15.8 47 173 13.7 8.0 -12.4 115
Contribution of net exports to GDP |, 5 10 40 |11 41 |21 |06 |28 |05
growth (percentage points)
Structure of GDP at current prices (%)
GDP 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
. 103.5 102.7 102.4 100.7 101.8 102.9 104.0 99.9 100.8
Domestic demand
. 84.8 83.9 82.3 815 80.8 78.4 80.1 79.5 80.0
Consumption
.. . 65.9 64.8 63.7 62.5 61.6 59.6 60.7 60.2 60.5
Individual consumption
Capital formation 18.6 18.7 20.1 19.3 21.1 244 23.9 204 20.7
Gross fixed capital formation 18.7 18.2 18.1 18.2 19.7 21.6 22.3 21.2 19.6
28.6 33.3 37.5 37.1 40.4 40.8 39.9 39.5 414
Exports
321 36.0 39.8 37.8 422 43.6 43.9 39.4 421
Imports
Net exports -3.5 2.7 -2.4 -0.7 -1.8 -2.9 -4.0 0.1 -0.8

Source: NBP calculations based on GUS data.




Appendix 2

Prices of consumer goods and services

Price index of consumer goods and services

In 2010, the average annual price index of consumer goods and services (CPI) decreased to 2.6%,
after two years of running significantly above the NBP's inflation target of 2.5%.

All the monthly CPI values remained within the tolerance limit for deviations from the inflation
target (1.5%-3.5%). Until August, the index fell steadily (from 3.5% in January to 2.0%), to subse-
quently pick up and reach 3.1% in December. Following a gradual decrease in the first half of the
year, core inflation index net of food and energy prices - stabilised at 1.2% in the period from July
to November, but rose to 1.6% at the end of the year. The first months of 2010 saw a decline in
the growth of prices of food and non-alcoholic beverages. However, between June and October
2010, the annual growth rate of these prices went up and remained elevated until the end of the
year, in spite of a slight drop in the last months of 2010. This was accompanied by a relatively
high growth in energy prices.

The rebound in inflation observed in the latter half of 2010 was driven primarily by an accele-
rated growth in prices of food, non-alcoholic beverages and energy. This reflected the impact of
weather conditions, which were unfavourable to agriculture, and rising world prices of agricul-
tural and energy commodities, i.e. factors beyond the impact of domestic monetary policy.

Prices of food and non-alcoholic beverages

Until May 2010, the growth in prices of food and alcoholic beverages decreased steadily pace
(from 3.0% in January to 0.6%), which was related to improved supply conditions in the market
for pork and favourable supply trends in the remaining markets. This decline was also due to a
negative base effect, driven by a considerable rise in food and beverages prices in the correspond-
ing period of 2009. The fact that food prices went up faster in the subsequent months can be put
down to the adverse effect of weather conditions on supply of fruit, vegetable and cereal, as well
as a sharp rise in the prices of agricultural produce in the world markets.

Energy prices

The annual growth of energy prices decreased from 8.9% in January to 4.6% in July and August,
to re-embark on an upward trend in September and reach 7.9% in December. This was caused
primarily by a fall (from 22.3% in January to 5.8% in July), and a subsequent rise (to 14.4% in De-
cember) in the annual growth of prices of fuels sold to private vehicle owners. Slower pace of an-
nual fuel price growth in mid-year resulted from a negative base effect due to a sharp rise in
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these prices in the corresponding period of the preceding year. The acceleration in these prices
towards the end of the year was, in turn, spurred by rising world prices of oil.

From March 2010, growth rate of prices of energy products rose steadily, which, in part, resulted
from a positive base effect due to a fall in these prices in the corresponding period of 2009; this
included a reduction in the prices of natural gas for households in June 2009, which were raised
again in June and October 2010. At the same time, in the latter half of 2010 the prices of heating
fuels (mainly coal) embarked on an upward path.

Inflation net of food and energy prices (core inflation)

The annual growth in prices of consumer goods and services net of food and energy fell gradual-
ly until July, when it stabilised at 1.2%, to pick up again in December 2010 to 1.6%. The significant
deceleration in the price trend in this period concerned both goods and services. With respect to
goods, the strongest reduction was observed in the growth of excise goods prices, due to a nega-
tive base effect resulting from a significant rise in these prices in 2009, the effect of amendments
to excise tax regulations and rises of excise tax on these goods!”. Another factor with a mitigating
effect on the growth of prices was the weakening upward trend in the prices of vehicles (passen-
ger cars). Growth in the prices of services was mainly diminished by a slower rise in the prices of
home maintenance services. Throughout 2010, there was also a steady and significant reduction
in the growth rate of prices in the "hotels and restaurants" category as well as prices of cultural
and recreational services. The increase in the annual service price index, and consequently core
inflation index net of food and energy in December 2010 was connected mainly with a positive
base effect resulting from a sharp fall in the Internet service prices in the corresponding period of
the preceding year.

Figure Z.2.1
Annual change in consumer goods and services prices as compared to inflation target
—CPI(y/y) %50
- 4,5
=—NBP inflation target 4,0
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Source: GUS data, NBP calculations

17 In 2009 excise tax on alcoholic beverages and tobacco products was raised. At the same time, new regulations regarding excise
tax were introduced as of July 2009, pursuant to which tobacco products labelled with excise stamps in the previous years were
recalled from the market. Tobacco products which were legally traded from July 2009 had to be provided with excise stamps of
2009 and thus taxed at the new rate. The increases in excise tax rates resulted from the harmonization of the national legislation
to the minimum excise tax rate allowed in the EU.
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Appendix 3

Balance of payments!8

Following a decline in 2009, the current account deficit of the balance of payments amidst the global cri-
sis and a slowdown in economic growth in Poland, rebounded in 2010. In 2010 it amounted to EUR 12.0
billion (as compared to EUR 6.7 billion in 2009). The current account deficit to GDP ratio went up from
2.1% in 2009 to 3.4% in 2010. The main driving force behind the deepening of the current account deficit
was a rise in the deficit on trade in goods. At the same time, for the second consecutive year growth was
recorded in the income account deficit Furthermore, the surplus in trade in services and, to a lesser ex-
tent, the surplus in current transfers narrowed.

The revival in international trade (after a decline of 13% in 2009, the volume of global trade in 2010 in-
creased by 15.1%19) supported the rebound in Poland's foreign trade. Recovery in Polish exports, after a
strong collapse in the first half of 2009, occurred in the wake of the boom in German exports. At the same
time, however, stronger import growth led to a deepening of Poland's foreign trade deficit.

According to preliminary GUS estimates, the deficit in Polish foreign trade rose from EUR 9.3 billion in
2009 to EUR 13.5 billion in 2010 r.20 Deficit in trade with the former Soviet Union countries and with de-
veloping countries (in particular, China) deepened further. At the same time, the surplus in trade with
the EU-15 and the so-called new EU Member States increased (the surplus in trade with the EU countries
rose from EUR 11.7 to EUR 15.2 billion).

In 2010, the value of Polish exports increased by 19.5% (after a fall of 15.5% in 2009). The strongest rise
among all categories of goods exported from Poland was recorded in the exports of intermediate goods,
partially due to a revival in exports of the EU-15 and intensified trade between subsidiaries of foreign
companies in the countries of Central and Eastern Europe (CEE), driven by the recovery in exports to
non-EU economies. Due to a slow rebound in consumption and investment demand in the EU countries,
exports of final goods from Poland grew at a much slower pace. The EU-15 countries were Poland's only
major trading partners to which exports from Poland reached the 2008 level. Exports to the former Soviet
Union countries were rebuilding relatively slowly.

In 2010, the value of imports to Poland grew by 21.7%. Faster growth in imports than that in exports was
mainly related to the increase in fuel prices, while the growth of imports of other categories of goods was
close to export growth?l. As compared to other categories of goods, the rise in imports of intermediate
goods was high, which was driven by a strong demand of the export sector in Poland. The geographical

18 If not specified otherwise, all the data analysed in Appendix 3 refer to values denominated in EUR.
19 According to CPB Netherlands Bureau for Economic Policy Analysis estimates.

2 The increase in foreign trade deficit was the effect of both higher growth in the volume of imports than that of exports as well as faster
rise in import transaction prices than in export transaction prices. In 2010 the volume of imports went up by 11.1% (y/y), while the vol-
ume of exports increased by 10.4%. Import transaction prices expressed in EUR climbed by 9.5%, while export transaction prices stepped
up by 8.3%.

2t The value of imports of oil increased in 2010 by 53.9%, which was driven by a rise in oil prices expressed in EUR by 47.6%. Crude oil
excluded, the value of imports to Poland rose by 19.8%.
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structure of imports saw a persistently growing share of imports from China, which is due to the ongo-
ing process of production being shifted to this country from the developed economies.

In 2010, the value of errors and omissions amounted to EUR 13.6 billion as compared to EUR 15.2 billion
in 200922, The Polish National Bank is now carrying out works aimed to identify the reasons for such a
significant scale of errors and omissions?. The revised balance of payments data for the period since
2004 will be released along with the publication of the balance of payments data for 2011 Q124.

In 2010 the average nominal zloty exchange rate appreciated by 8.4% against the euro and by 3.4%
against the US dollar as compared with 2009. However, due to lower growth of unit labour costs in man-
ufacturing in Poland than that registered by Poland's trading partners, the real effective exchange rate
(deflated by the index of unit labour costs in manufacturing; REER?) depreciated in 2010 by 0.9%as
compared to 2009.

In 2010, most indicators of external imbalances of the Polish economy deteriorated. Growing utilization
of EU funds in 2010 (classified on the capital account) did not offset the increase in the current account
deficit. As a result, both current account deficit to GDP ratio as well as current and capital account deficit
to GDP ratio rose. In 2010, the inflow of foreign direct investment declined as compared to 2009. Howev-
er it was a result of a one-off transaction of a direct investor who sold assets in Poland. This transaction
excluded, the level of the inflow of foreign direct investment to Poland in 2010 was close to the one rec-
orded in 2009. The current account deficit was in approximately 31% financed by the inflow of foreign
capital in the form of direct investment (as compared to 92% in the previous year). The total external debt
to GDP ratio as at the end of December 2010 was 66.1%, which means that it deteriorated by 4.6 percen-
tage points as compared to 2009. The reserve assets to imports ratio improved slightly. The short-term
external debt? to official reserve assets ratio, which shows how much of the central bank foreign re-
serves would be allocated to repay short-term external debt as at the end of December 2010 stood at 78.2%
and showed an improvement of 9.8 percentage points as compared to 2009.

2 Errors and omissions are part of balance of payments and it occurs in balance of payments statistics in all countries. It is an effect of dis-
crepancies resulting from lack of information on type of flows which occured between a country and abroad. The negative values of er-
rors and omissions have been reported in Poland since 2004.

2 The driving forces behind this phenomenon include most probably: understatement of imports of used cars from the EU, revisions of
transfers in other sectors, revision of the so-called branding strategy, hypotheses concerning the financial account and settlement of de-
rivatives, or revision of the volume of foreign assets held by the non-financial sector entities.

24 Revised balance of payments data will be published on 29 June 2011.

% Indicators taking account of changes in production costs are good measures of changes in the competitive position of domestic produc-
ers in foreign markets. Due to the predominant share of manufacturing products in trade, the real exchange rate deflated by unit labour
costs in manufacturing was used to assess changes in the competitive position of Polish exports. Calculations are based on quarterly data
on unit labour costs in 2010, whereas Q4 data are estimates.

26 Short-term foreign debt are debt instruments with maturity less than one year. They include primarily funds held on current and fixed
deposit accounts and commercial loan debt (including commercial loans from shareholders).
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Table Z.3.1

Selected indicators of external imbalances

Indicators of external imbalances 2004 2005 2006 2007 2008 2009 2010
Current account balance /GDP -4.0% -1.2% -2.7% -4.7% -4.8% -2.1% -3.4%
Current and capital account balance/GDP -3.5% -0.9% 2.1% -3.6% -3.7% -0.5% -1.6%
Balance on trade in goods /GDP -2.2% -0.9% -2.0% -4.0% -4.9% -1.0% -1.7%
Current account balance/current account inflows -9.4% -2.9% -5.9% -10.1% -10.6% -4.9% -7.4%
Direct investment/current account balance 116.1% 184.4% 115.8% 90.0% 40.6% 91.6% 31.4%
Foreign debt/GDP 46.5% 45.9% 47.3% 51.0% 48.0% 62.7% 66.1%
Official reserve assets expressed in terms of monthly im- 4.0 47 3.9 3.9 33 5.4 56
ports of goods and services : : : : ’ : :
Short-term debt/ total foreign debt 19.1% 20.4% 20.4% 26.0% 26.9% 24.9% 23.4%
Short-term debt / official reserve assets 67.5% 63.6% 71.3% 92.6% 106 % 88% 78.2%

Source: NBP calculations based on GUS and NBP data.
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Appendix 4

Money and credit?”

Loans to households

The nominal value of household debt increased in 2010 by PLN 37.1 billion (against PLN 46 billion in
2009). The growth rate of household loans decreased from 12.4% in December 2009 to 8.9% y/y in De-
cember 2010.

The slowdown of the annual growth in household loans resulted from a significant fall in consumer cre-
dit growth - from 12.8% y/y in December 2009 to 1.8% y/y in December 2010. The increase in consumer
loans in 2010 reached PLN 1. 3 billion, i.e. markedly less than in 2009 and in the record high in this re-
spect year of 2008, when consumer loan debt rose to PLN 15.5 billion and PLN 27.1 billion respectively.
The results of the survey studies conducted by the NBP indicate that a significant drop in consumer cre-
dit growth in 2010 resulted primarily from the reduced supply of consumer loans, coupled with a slight
decrease in the demand for consumer loans?. Banks have limited the supply of consumer loans in view
of the risk of the anticipated economic situation and an increasing share of bad loans in their loan portfo-
lio. Tightening of banks' lending policy could have also partly stemmed from the need to implement by
the end of 2010 the T Recommendation requirements?.

In contrast to the situation in the consumer loan market, the housing loan market in 2010 reported a re-
covery3. The value of housing loans in 2010 amounted to PLN 30.5 billion against PLN 24.5 billion a year
before. In the first half of 2010, the growth rate in housing loans showed a slightly upward trend, and
then stabilized at around 14% y/y.

Similarly to 2009, also in 2010 the majority of new housing loans were zloty denominated loans. Their
share in the structure of newly granted loans followed initially an downward trend and decreased from
88% in December 2009 to 65% in July 2010, then gradually increased to nearly 77% in December 2010.

2 If not indicated otherwise, the growth rates presented below refer to figures adjusted for the impact of fluctuations of the exchange rate
of the zloty against the main currencies.

2 Senior loan officer opinion survey on credit market. www.nbp.pl

2 Provisions of T Recommendation were aimed, inter alia, to standardize creditworthiness assessment procedures, curb aggressive com-
petition among banks and guarantee transparency of banking procedures to borrowers.

30 The implementation in August 2010 of some of the provisions of T Recommendation did not have, at the end of 2010, any significant
impact on the level of lending in the housing market. In practice, some banking institutions did not have to introduce any changes in
their credit offer, as they had already met the requirements of T Recommendation before. Moreover, relevant provisions regarding the
admissible ratio of expenditure related to the service of credit and financial commitments to customer's income took effect only as of 23
December 2010.
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Figure Z.4.1
Year-on-year and month-on-month changes in household loans.
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Source: NBP data.
Figure Z.4.2
Currency structure of newly granted housing loans to households.
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Source: NBP data.

Calculations are based on the information obtained for interest rate purposes from the sample of 20 selected banks whose share in the
market of loans to non-financial sector accounts for approximately 75%.

Loans to enterprises

Improved economic situation of enterprises and gradually increasing production capacity utilization did
not have any material impact on the change in demand for corporate loans. The nominal value of corpo-
rate debt decreased in 2010 by PLN 1.9 billion as compared to a decline of PLN 7.8 billion in 2009. The

annual growth of corporate loans was negative throughout 2010, although followed a gradual upward
trend starting from May 2010.

The drop in corporate debt was primarily driven by a decrease in current loans and long-term real prop-
erty loans. Corporate debt resulting from current loans fell in 2010 by PLN 2.3 billion (against a fall of
PLN 10.9 billion in 2009), while the annual growth rate of these loans followed a gradual upward trend
in the second half of 2010, increasing from an average of approx. -9.0% in the first half of 2010 to -2.5% in
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December 2010. The decline in this loan category was driven, on the one hand, by a further tightening of
banks' lending policy, mainly towards small and medium sized businesses and, on the other hand, with
a relatively good liquidity situation of enterprises, reducing their demand for this type of loans.

Figure Z.4.3
Year-on-year and month-on-month changes in loans to enterprises.
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Source: NBP data.

The year 2010 saw also continued low demand for long-term real property loans. The value of this cate-
gory of corporate debt declined in 2010 by PLN 2 billion (against an increase of PLN 1.8 billion in 2009).

At the same time, the annual growth in this category of loans decreased gradually (to -7.8% in December
2010 as compared to 3.7% in December 2009).

2010 brought, on the other hand, an increase in the value of long-term investment loans (an increase of
PLN 1.8 billion against an increase of PLN 0.9 billion in 2009), used by companies to finance new or ex-
tend the already existing production and service capacity. Despite some recovery in investment loans
throughout the year, own funds of enterprises remained the main source of investment of financing
which was supported by good sales results reflected in a rapid growth in corporate deposits.

Deposits and monetary aggregates

In 2010 M3 monetary aggregate increased by PLN 63.3 billion as compared to an increase of PLN 55.1 a

year before. The growth rate of M3 monetary aggregate was relatively stable and reached an average lev-
elof 8% y/y.

Slower growth was recorded in broad money than in more liquid money components (M1 aggregate) (on
average of around 13% y/y). Current deposits of households and enterprises increased significantly.
Their value rose by the total of PLN 54.8 billion in 2010 (21% y/y). The second component of M1 money-
currency in circulation - increased during this period by PLN 2.9 billion. Its annual growth rate gradually
increased, from -1.1% in December 2009 to 3.3% in December 2010. The share of other components of
broad money (M3-M1), primarily fixed-term deposits with a maturity less than 2 years increased slightly
- by PLN 1.6 billion and in December 2010 it was higher than a year before by 0.5%. As a result of the
above changes, liquidity ratio of M3, measured by the share of cash and current liabilities in M3, grew in
2010 by 3.5 percentage points to approximately 57%.
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Figure Z.4.4

Annual changes in M3 and M1 aggregates and currency in circulation.
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Household deposits grew in 2010 by PLN 38 PLN billion against an increase of PLN 51.5 billion one year
earlier. Following a regular decline in the growth rate from a very high level of around 25% y/y, since
the second quarter of 2010 the growth rate of household deposits has stabilized at around 10% y/y.
Growth of household deposits persisting at a nearly two-digit level was the result of rapid growth in cur-

rent deposits (at a rate exceeding 20% y/y), driven by growing popularity of overnight deposits and sav-

ings deposits with daily capitalization of interest. However, deposits with maturity less than 2 years de-
creased in 2010 by PLN 3.9 billion (-2% y/y).

An alternative to fixed-term deposits, limiting the growth of M3 in 2010, were investments in investment
fund units, shares or insurance policies. In 2010, the value of investment fund assets increased by PLN
18.6 billion, nearly half of which were new net contributions (in 2009 new net contributions to the fund
amounted to approximately PLN 2 billion). As compared to investments in investment funds, the scale of

investment in shares or insurance policies was significantly lower and was estimated in both cases to
slighly exceed PLN 6 billion.

Figure Z.4.5

Year-on-year and month-on-month changes in household and corporate deposits.
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The value of corporate deposits increased in 2010 by PLN 17.1 billion z (against an increase of PLN 15.9
billion a year earlier). In the first half of 2010, the growth rate of deposits increased gradually to around
16% in May 2010, then began to fall to around 10% in December 2010. According to the NBP survey stu-
dies, liquidity situation of the enterprise sector was in 2010 relatively good and stablel. At the same
time, respondents declared an investment growth, which in nearly 50% was supposed to be financed
from their own resources.

31 Information on the Condition of the Enterprise Sector, Including the Economic Climate in 2010 Q3 and Forecasts for 2010 Q4 - results of the NBP
surveys, www.nbp.pl.
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Appendix 5

Minutes of Monetary Policy Council deci-
sion-making meetings held in 2010

Minutes of the Monetary Policy Council decision-making meeting held on 26 January 2010

At the meeting, the Monetary Policy Council discussed primarily the outlook for economic growth and
inflation abroad and in Poland, the situation in the labour and credit markets and zloty exchange rate
developments.

While addressing the outlook for global economic growth, it was pointed out that the latest data on US
and euro-area economies indicated the continuation of positive tendencies in industry and a further im-
provement of enterprises’ sentiment. At the same time, it was argued that the still difficult situation in
labour markets in those economies could negatively affect consumption, which may be signalled by un-
favourable data on retail sales. The Council stressed that high uncertainty as to the scale of recovery in
the world economy continued. Some Council members pointed primarily to the expected phasing out of
stimulus packages in many countries as a source of uncertainty related to the sustainability of the recov-
ery. According to other Council members, the persistently high fiscal deficit and fast rising public debt
remain to be important risk factors. At the same time, the Council assessed that economic activity in de-
veloping economies, whose demand may prove important in supporting the recovery in developed
economies, would be of great significance for global economic growth.

While discussing inflation abroad, it was pointed out that an increase in the annual price indices of con-
sumer goods and services in the United States and in the euro area in December 2009 had resulted main-
ly from the positive base effect connected with a strong drop in energy prices a year before. Some Coun-
cil members emphasised that according to most forecasts inflation in those economies would remain at a
relatively low level in the coming years, which would be conducive to lower inflation in the world econ-
omy. Other Council members, however, pointed to the rising inflation expectations in the United States.
Moreover, they argued that the output gap in the largest developing economies was closing, which could
limit the decline in the prices of goods imported from those countries and its disinflationary influence on
inflation both in the world and in Poland.

At the meeting the Council also discussed the situation in the world commodity markets. It was assessed
that commodity prices in the years to come may be relatively high. In this context, some Council mem-
bers pointed out that commodity markets may see long price cycles, as supply can only be increased as a
result of significant investments, and so it adjusts to a demand rise with a considerable lag. Moreover,
other Council members argued that commodity prices were not only affected by demand and supply in
the underlying market but also by the situation in the markets of financial instruments tied to commodi-
ty prices, including, among others, by the purchases of those instruments by foreign pension funds. In
the assessment of those Council members, the lack of limits on open positions may be conducive to high
commodity prices despite relatively sluggish growth in the world economy.
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While discussing the situation in the Polish economy, it was emphasised that the released data, and in
particular the gradual stabilisation of employment in the enterprise sector and improved indicators of
economic climate, including output forecasts, as well as good liquidity and financial standing of enter-
prises, signalled a gradual recovery in economic activity. Yet, some Council members pointed out that
the data on industrial output in December 2009 fell significantly short of expectations. While addressing
the outlook for economic growth in Poland, the majority of the Council argued that GDP growth in sub-
sequent quarters may be stronger than previously assessed. At the same time some Council members
stressed that, while assessing the pass-through of the expected GDP growth acceleration to inflation, one
should consider a possible slowdown in the growth of potential output, stemming in particular from the
decline in total factor productivity growth started in 2004. Moreover, it was pointed out that according to
the NBP survey the share of non-profitable exports in total exports was very low, which means that en-
terprises may be able to sustain their price competitiveness even in the case of zloty appreciation. On the
other hand, it was emphasised that the impact of the exchange rate on the profitability of exports was
currently lower than it used to be due to the strengthening of international ties among enterprises and a
considerable import intensity of exports. Some Council members indicated, however, that a potential zlo-
ty appreciation might - in the short run - have a strong negative impact on GDP growth as it could trig-
ger the build-up of inventories of imported goods. Other Council members pointed to the expected con-
tinuation of relatively weak economic growth in Poland's main trading partners, which may curb export
growth and, consequently, GDP growth. In the opinion of those Council members, due to the signific-
ance of external demand and international ties among enterprises, economic growth in Poland at the
moment was much more dependent on economic activity abroad as compared to the period of the pre-
vious economic slowdown.

While addressing the factors affecting investments, some Council members emphasised that since pro-
duction capacity utilisation in the enterprise sector was still low and - as during recovery from the pre-
vious economic slowdown - investments respond to improvement in economic activity with some delay,
no quick investment recovery should be expected. It was also argued that investment in the coming pe-
riod would depend on spare production capacities not only in Poland but also in other countries with
strong ties with Polish enterprises, and particularly in Germany. This means that despite the positive
sentiment of investors towards emerging countries, including Poland, the inflow of foreign direct in-
vestment in the coming years may - in the opinion of those Council members - prove significantly lower
than it had been before the global crisis. Other Council members, however, pointed out that according to
the NBP survey on economic climate the utilisation of production capacities in 2009 Q4 was close to that
observed in 2003-2004, when after the previous economic slowdown investments rebounded, which
could signal a faster than expected investment recovery.

While analysing labour market data, the Council members argued that the deterioration of the situation
in this market was considerably less pronounced than in the period of the previous slowdown, which
was confirmed by a markedly higher current ratio of vacancies to the number of unemployed. Such a
situation increases the risk of wage rise acceleration taking place faster than during recovery from the
previous economic slowdown. Some Council members assessed that in the coming years demographic
developments would negatively affect labour supply, while in the case of the previous economic slow-
down they had been conducive to curbing the wage pressure and, consequently, the inflationary pres-
sure. Moreover, the decline in the share of enterprises lowering their margins observed in 2009 Q4, and a
probable - in the opinion of those Council members - margin increase in the phase of economic recovery,
indicate that inflation may rise even if a low growth rate of unit labour costs was sustained. Other Coun-
cil members pointed out that, due to the rise in the unemployment rate, moderate (after adjustment for
one-off effects) wage growth and good financial conditions in enterprises, no significant inflationary
pressure from the labour market should be expected in the coming period. In this context, the so-called
labour hoarding on the part of enterprises was being emphasised, which consists in reduced lay-offs dur-
ing an economic slowdown, which in the period of recovery should allow for increasing labour produc-
tivity and meeting rising demand without a significant employment rise, and probably also without sig-
nificant pay increases. In the opinion of those Council members, this may be a factor easing the inflatio-
nary pressure.
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Some Council members pointed out that the situation in the credit market was not improving: lending to
the enterprise sector continued to shrink, while the rise in loans to the household sector remains consi-
derably lower than in the previous years. Other Council members, however, argued that, according to
the preliminary results of the NBP survey of commercial banks, their tendency to tighten credit policy
had been halted in 2009 Q4 and in 2010 banks expected to significantly increase lending to the non-
financial sector.

While discussing the outlook for lending, some Council members pointed to a significant increase in
loans granted in foreign currencies that had been observed prior to the crisis in the world financial mar-
kets. Those members emphasised that it was possible that lending in foreign currencies would rise signif-
icantly once again, which may be limiting the impact of NBP interest rate changes on the volume of cre-
dit in the economy.

While discussing inflation developments, some Council members pointed out that in December 2009 CPI
inflation rose to 3.5% (driven primarily by the positive base effect connected with a strong decline in fuel
prices in December 2008), and in the coming months inflation might be expected to decrease significantly.
At the same time, it was emphasised that core inflation net of food and energy prices had fallen to 2.6%
due to the deceleration in prices of services.

While addressing inflation expectations, some Council members pointed to a rise in the majority of in-
dices of individuals” inflation expectations recorded in January 2010 and to the deteriorated structure of
responses to the question about expected change of prices in the next 12 months. Those Council members
assessed that the slightly widened spread of forecasts by bank analysts and the continuation of a relative-
ly high dispersion of individuals’ expectations may reveal some uncertainty as to the assessment of infla-
tionary processes by economic agents. Other Council members argued that inflation expectations in Pol-
and are adaptive in nature, and so they are greatly dependent on past inflation, which should be taken
into consideration while interpreting their changes. In the context of inflation expectations and their
pass-through to wage developments, the Council also discussed the power of trade unions, which play a
significant role in wage negotiations in the public sector, though in the scale of the whole economy they
group a relatively small number of employees.

The Council also discussed the zloty exchange rate developments against its equilibrium level. Some
Council members argued that a high level of integration of the Polish economy with the euro area should
be conducive to reducing the deviations of the real zloty exchange rate from the equilibrium rate. Other
members of the Council pointed out that in their decisions on emerging markets foreign investors often
rely on a very limited set of information, which may result in exchange rate deviations from the level
warranted by fundamental factors. At the same time some Council members indicated that public
finance sector imbalances, both in Poland and abroad, was a factor increasing the risk of high zloty ex-
change rate volatility.

While considering decisions on the NBP interest rates in the months to come, some Council members as-
sessed that the expected economic growth acceleration would be a factor conducive to higher inflation in
the medium term. In the opinion of those Council members, this may indicate that a time might be ap-
proaching for considering a change in the assessment of probabilities of inflation in the medium term
running below or above the inflation target and, possibly, the subsequent monetary policy tightening.
Other Council members, however, argued that, taking into account uncertainty as to the sustainability of
the recovery in the world and in the Polish economy, as well as the unknown impact of the expected ma-
croeconomic policy tightening abroad on future world economic growth and inflation, the probabilities
of inflation running below and above the target in the medium term were still balanced and the NBP in-
terest rates should remain unchanged in the coming period.

The Council assessed that the data on the economic situation in Poland and abroad released since its last
meeting warranted maintaining the interest rates unchanged at the current meeting.

The Council kept the interest rates unchanged: the reference rate at 3.50%, the lombard rate at 5.00%, the
deposit rate at 2.00%, the rediscount rate at 3.75% and the discount rate at 4.00%.
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Minutes of the Monetary Policy Council decision-making meeting held on 24 February 2010

At the meeting, the Monetary Policy Council discussed primarily the interaction of the outlook for eco-
nomic growth and inflation abroad and in Poland in the light of the February projection of the NBP, and
the situation in the labour and credit markets.

It was pointed out that the better than expected GDP data for 2009 Q4 as well as the rise in industrial
output and retail sales in January 2010, signalled further improvement in the economic activity in the
United States. It was pointed out that increase in inventories might indicate an improvement in the as-
sessment of future demand. A gradual deceleration of the unfavourable tendencies in the American la-
bour market was also stressed. At the same time, some Council members listed the following factors like-
ly to pose risk for sustainable recovery in the American economy: weakening of upward trends in the
real estate market, further curbing of bank lending to the private sector and persistently high budget def-
icit.

While analyzing the situation in the euro area, the contrast between GDP growth in this economy as
compared to GDP growth in the American economy was emphasized. A marked decline in industrial
output in December 2009 and a low GDP growth in the euro area in 2009 Q4, including the stagnation in
Germany, was stressed. Considerable differences in the situation of particular euro area countries were
noted and it was argued that fiscal problems of Greece, Ireland, Italy, Portugal and Spain is an important
risk factor for sustainable recovery in this economy. At the same time, further improvement in the busi-
ness confidence indicators in the euro area was noted. Additionally, high growth in Asian economies
whose demand might constitute a factor stimulating recovery in the economies being Poland’s major
trading partners was stressed.

Moreover, some Council members pointed out that an important risk factor for sustainable recovery in
the global economy and, as a result, in the Polish economy, were the effects of the expected unwinding of
stimulus packages in many countries. Other Council members indicated that deterioration in economic
activity abroad and, consequently, in the Polish economy, might occur, among other things, due to a dif-
ficult fiscal situation in the developed countries. Some members of the Council argued that - despite
weak GDP growth in the euro area, and in particular in Germany - a gradual increase in the Polish ex-
ports and imports had been noted, which resulted from Polish trade being more strongly connected with
exports of Poland's main trading partners than with domestic demand in those countries. Additionally,
some Council members indicated that in the case of considerable weakening of economic growth in the
external environment of the Polish economy, depreciation of the nominal zloty exchange rate would be
more likely than its appreciation. Combined with decreasing unit labour costs in industry this would in-
crease price competitiveness of enterprises as compared with foreign countries, supporting positive con-
tribution of net exports to GDP growth.

While discussing the situation in the Polish economy, the Council pointed at higher than expected
growth in industrial output, continued improvement in business confidence indicators and further up-
ward revision of GDP growth forecasts for 2010, prepared by external analysts. In the opinion of some
Council members the released data indicate faster than previously expected acceleration of GPD growth.
Some members of the Council assessed that retail sales growth in December 2009, being lower than antic-
ipated in majority of forecasts, had resulted primarily from unfavourable weather conditions and was
not a sign of weakening demand. Members of the Council pointed at a difficult situation in the public
finance sector, including worse - as compared with the previous years - situation of the local govern-
ment entities. Some Council members argued that the decrease in the number of employed in the public
sector, as indicated by the BAEL data for 2009 Q4, and the possibility of this decrease being continued in
view of the necessary reduction of public finance imbalance, might translate into lower income of some
households, and, as a result, lower domestic demand. Yet, other Council members - pointing at differ-
ence between the growth of income from employment in the enterprise sector and the growth of income
from employment in total - argued that the public finance sector, so far, had been increasing wage pres-
sure rather than easing it.
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While analyzing labour market data, majority of the Council members assessed that gradual stabilization
of employment in the enterprise sector observed in the past few months might signal some deceleration
of the unfavourable labour market tendencies. Yet, in the opinion of some Council members further rise
in unemployment rate, driven by increased labour force participation amidst low labour demand, should
support maintaining low wage pressure in the coming months. However, other Council members
pointed at the negative impact of demographic factors on labour supply which would stimulate the wage
pressure in the coming years.

While discussing the outlook for bank lending, some members of the Council assessed that banks” credit
policy towards enterprises continued to be restrictive. This may have a negative impact on enterprises’
activity the more so as persistently high share of companies has low liquidity. Those Council members
indicated that Recommendation T issued in February 2010 by the Polish Financial Supervision Authority
would contribute to reduced loan availability for households. According to those Council members the
possible further weakening of bank lending to the private sector will be a factor curbing economic
growth in Poland, which may - in the opinion of some Council members - speak in favour of the central
bank taking additional measures stimulating indirectly bank lending.

Other members of the Council argued that high net profitability of enterprises coupled with high depre-
ciation write-offs, and, as a result - in the opinion of those Council members - good liquidity situation of
companies enables them to finance both their current and investment activities with their own funds,
which limits their demand for loans. Those Council members also stressed a continued decline in the
number of companies with very low liquidity and no liquidity problems being reported by majority of
enterprises. They also pointed at the accelerating quarterly increases in household debt, including, in
particular, a relatively high growth in housing loans. Those Council members indicated that the amount
of housing loan instalments depended primarily on the level of interest rates in Poland. In their opinion,
too late tightening of monetary policy aimed at stabilizing inflation at the target might require consider-
ably stronger increases of the NBP interest rates in the future which would be conducive to significantly
higher housing loan instalments.

While discussing the inflation developments it was pointed out that a slight rise in inflation above the
upper limit for deviations from the inflation target in January 2010 was most probably a temporary phe-
nomenon. Majority of the Council members emphasized that subsequent months were expected to bring
a strong decline in inflation, even close to the lower limit for deviations from the inflation target. In the
opinion of those Council members the strong decline in inflation would be driven primarily by base ef-
fects connected with high increases in regulated prices at the beginning of 2009 and by a decline in im-
port prices being the result of the hitherto observed zloty appreciation, which will also contribute to the
decline in core inflation. In the opinion of some Council members this effect will be additionally sup-
ported by the limited demand and wage pressures. Those Council members also pointed out that, on the
basis of the currently available data, no increases in certain taxes, including exercise duty, should be ex-
pected this year. Increases in those taxes were previously assessed as a risk factor for decline in inflation.
Other Council members stressed that despite strong decline in economic growth, inflation in Poland con-
tinued at a relatively high level.

While discussing the outlook for inflation in the medium term, some Council members emphasized that
factors supporting low inflation would include: stable inflation expectations, relatively low production
capacity utilization, possible tightening of fiscal policy resulting from the need to reduce public finance
sector deficit and low demand pressure connected with a slow recovery in the global economy. Those
Council members also pointed out that future decline in inflation was additionally signalled by conti-
nuously decreasing growth in M3 aggregate. Other Council members indicated, however, that higher in-
flation in the coming years might be driven by higher energy prices connected with further growth in oil
prices. Those Council members argued that limited possibilities of increasing the supply of energy com-
modities justified the expectations of their price increases in response to the slowly rising demand in the
global economy. At the same time - in the opinion of those Council members - attempts to increase the
production of biofuels would also result in the rise of food commodity prices in the world markets.
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The Council discussed the outlook for inflation in the light of the results of the February NBP projection.
It was pointed out that the central projection path, under the assumption of constant NBP interest rates,
indicated a gradual rise in inflation from 2010 Q4 - above the upper limit for deviations from the infla-
tion target at the end of 2012, with core inflation in the years 2011-2012 expected to continue markedly
above 2.5%. Some Council members argued that headline inflation remaining below the inflation target
until mid-2011 would be driven by a strong decline in the growth of food and energy prices, i.e. catego-
ries likely to be affected by shocks, whose forecasts might be subject to considerable error. In the opinion
of those Council members higher than assumed in the projection might also be, on the one hand, the
growth in unit labour costs and, on the other hand, growth in private consumption (according to the pro-
jection, the latter should remain markedly below the average level for the years 2000-2009). They as-
sessed the situation in which until the end of the projection horizon the negative output gap widens as
very unlikely. As a result, according to those Council members, inflation in the medium term may run
above the central projection path. Other members of the Council argued, however, that different than as-
sumed in the projection developments in zloty exchange rate may translate into more favourable than
presented in the February projection assessment of risk for stabilizing inflation at the target in the me-
dium term.

The discussion at the Council’s meeting also focused on issues connected with Poland’s monetary inte-
gration with the euro area, including participation of the zloty in the Exchange Rate Mechanism II. The
Council discussed the conditions to be fulfilled for Poland to join the euro area. The Council agreed that
Poland should join the ERM II and the euro area at the earliest possible date, after meeting the necessary
legal, economic and organisational conditions.

While discussing the outlook for monetary policy in the coming months, some Council members empha-
sized that in line with the February projection the probability of inflation running in the medium term
above the inflation target was higher than the probability of inflation running below the target which - in
their opinion - justified signalling in the Information from the MPC meeting that the balance of risks for
inflation might soon change. Other members of the Council argued, however, that the uncertainty re-
lated to macroeconomic developments in the global economy, and in particular, in the euro area, does
not allow to assess clearly whether the risk for inflation in the medium term running above the inflation
target had considerably increased.

The Council assessed that the data on the economic situation in Poland and abroad released since its last
meeting justified maintaining the interest rates unchanged at the current meeting.

While considering the decisions on the NBP interest rates in the future, some Council members agreed
that the expected rise in inflation in the years 2011-2012 might indicate the need of tightening of the
monetary policy in 2010, although the timing of possible interest rate increases would depend on the cur-
rent developments. Some Council members noted that further stabilization in the international financial
markets might translate into a decline in risk premium accounted for in market interest rates, which -
under constant NBP interest rates - would mean some easing of monetary conditions. In the opinion of
other Council members too early tightening of monetary policy might, however, be conducive to an ex-
cessive appreciation of the zloty exchange rate.

The Council kept the interest rates unchanged: the reference rate at 3.50%, the lombard rate at 5.00%, the
deposit rate at 2.00%, the rediscount rate at 3.75% and the discount rate at 4.00%.

Minutes of the Monetary Policy Council decision-making meeting held on 31 March 2010

During its meeting the Monetary Policy Council discussed primarily the outlook for economic growth
and inflation in the world and in Poland, zloty exchange rate developments, the situation of the public
finance sector and the future monetary policy.

While discussing the situation in the external environment of the Polish economy, a further rise in eco-
nomic activity in the United States, particularly noticeable in industry, was emphasised. It was assessed
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that the stabilisation in the unemployment rate combined with an employment decline slower than in the
previous period may signal a gradual deceleration of unfavourable tendencies in the labour market. At
the same time, it was stressed that February brought a deterioration in US consumer sentiment, which
could have been connected with the still high unemployment level and a worsening situation in the real
estate market. Some members of the Council argued that a limited scale of lending to the private sector
and the bad situation in the real estate market, on the one hand, and the persistently high budget deficit,
on the other, constitute risk factors to a permanent recovery of economic growth in the United States.

While analysing the situation in the euro area, it was pointed out that the economic climate there was
improving at a markedly slower pace than in the United States, although - similarly to the US economy -
the decelerating decline in employment and the stabilisation of the unemployment rate might be signal-
ling that negative tendencies in the labour market were slowing down gradually. It was also argued that
in the coming period economic activity in the euro area would be supported by a growing demand from
developing economies, particularly Asian ones. Some Council members, however, pointed out that the
outlook for euro-area exports may be negatively affected by their geographical structure and a weaken-
ing competitiveness of the German economy, connected with the recent rise in unit labour cost in this
economy. It was also assessed that the latest monthly data, including a drop in retail sales and a deteri-
oration of some economic climate indicators in January might point to a continuation of weak internal
demand in the euro area. In the view of some Council members, the data on GDP for 2009 Q4 and the
latest monthly data may indicate that the improvement of activity in this economy was only transitory
and, to a large extent, resulted from government stimulus programmes.

In this context it was pointed out that the sustainability of the global economic recovery remained subject
to uncertainty. In the opinion of some Council members this uncertainty is connected primarily with ten-
sions in the financial markets caused by financial problems of some euro-area countries, notably Greece,
and with macroeconomic policy in the largest European economies and in the United States being grad-
ually less and less expansionary. Other members of the Council believed that this uncertainty mainly re-
sults from the build-up of public debt in many countries. While analysing the factors raising the uncer-
tainty as to the outlook for economic growth in the world, some Council members also pointed to the
faster growth of retail sales as well as of CPI and PPI inflation in China, which may indicate a growing
imbalance in this economy. Those members argued that due to strong trade links between China and the
euro area a possible weakening of economic activity in China would have negative effects on economic
growth in the euro area and, consequently, also in Poland.

While addressing the monetary policy of major central banks it was emphasised that they were gradually
withdrawing non-standard monetary policy measures. At the same time, it was assessed that due to the
still weak economic recovery in the world and low inflationary pressure in major developed economies,
interest rate hikes in those economies should not be expected in the coming period. It was also pointed
out that the monetary policy in some countries of the region had been further eased in the recent period.
On the other hand, some Council members emphasised that in certain developed economies the interest
rate hiking cycle had already begun.

While discussing the situation in the Polish economy it was pointed out that in 2009 Q4 the annual
growth of domestic demand was still relatively slow and GDP growth was primarily driven by net ex-
ports. At the same time, it was assessed that in the light of the latest monthly data the economic recovery
primarily concerned industry, i.e. the sector most deeply affected by the economic downturn. It was also
pointed out that retail sales data were lower than expected and that the construction and assembly out-
put had fallen strongly in the first months of 2010, though - at the same time - it was assessed that those
data could have been distorted by unfavourable weather conditions and in subsequent months some im-
provement could be expected. Some Council members suggested that the decline in the growth of retail
sales may point to a delayed adjustment of the households” demand to the conditions of economic down-
turn. Moreover, some Council members argued that the fact that lending to the enterprise sector was
markedly lower than a year ago could signal slow growth of this sector’s investment. Other members of
the Council, however, assessed that the rising trend of some consumer sentiment indicators observed in
the past few months may be signalling a recovery in consumer demand in the coming period. They also
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argued that a low growth of loans to enterprises reflected their low demand for credit due to their very
good financial results and high liquidity. In the opinion of those Council members, such assessment
could be supported by the results of NBP economic climate surveys, according to which in 2009 Q4 the
percentage of enterprises applying for loans declined, while the share of approved loan applications in-
creased. Moreover, they assessed that in the coming period the rise in housing loans to households may
accelerate once again, which was indicated by commercial banks’ forecasts.

While discussing developments in consumer prices of goods and services, a marked decline in annual
CPI inflation in February 2010 was pointed to, driven by a fall in annual price indices of fuel, energy
commodities and food, and by a decline in core inflation. Some members of the Council emphasised that
in the light of available forecasts inflation in the coming months would continue to decline, driven most-
ly by statistical base effects connected with a strong rise of administered prices in 2009, the appreciation
of the zloty observed so far, moderate growth of unit labour costs and the currently low demand pres-
sure. They indicated that the demand pressure was low due to the still unfavourable situation in the la-
bour marked, reflected in a fall in the number of working persons according to the BAEL in 2009 Q4 and
in a limited wage increase, and also due to the slow growth of loans to the non-financial sector. Other
members of the Council indicated that an inflation decline in the coming period may be curbed by a rise
in the prices of energy commodities in the world markets and the prices of natural gas for individual
subscribers in the domestic market. In the opinion of some Council members, in the longer run the infla-
tionary pressure would be rising due to the growing demand pressure connected with the economic re-
covery and the public finance sector imbalance, as well as due to a possible rise in wage pressure in a
part of this sector. Some Council members also pointed out that despite the decline, in the recent period
inflation had been higher than previously forecasted.

The prospects for Poland’s compliance with the Maastricht price stability criterion were also addressed at
the meeting. Some Council members stressed that the 12-month average HICP inflation, considered
while assessing the compliance with the Maastricht price stability criterion, exceeded significantly the es-
timated reference value for this criterion. Those members also pointed out that a continuation of the posi-
tive differences between the Harmonised Index of Consumer Prices and the Consumer Price Index ob-
served over the past year and a possible future inclusion of the prices of owner-occupied housing servic-
es in the HICP could affect the outlook for Poland’s meeting of the price stability criterion.

The Council paid much attention to developments of the zloty exchange rate, which had strengthened
significantly in the recent period. Some Council members assessed that the pace of zloty appreciation
might have been excessive, arguing that since February 2009 the zloty had strengthened more than other
currencies of the region. They pointed out that the zloty appreciation increased the restrictiveness of
monetary conditions in Poland and might adversely affect the competitiveness of Polish exports decele-
rating the pace of economic recovery. It was also stressed that a fast appreciation of the exchange rate
raised the risk of its increased volatility in the future. Other members of the Council assessed that the
movements of the zloty exchange rate and of other currencies of the region were largely influenced by
the situation in international financial markets and that the recent strengthening of the zloty was asso-
ciated with a fall in global risk aversion. They also pointed out that the zloty appreciation was supported
by the inflow of foreign capital into the Polish Treasury securities market, which was associated with
large borrowing needs of the state budget. Those members argued that due to the higher scale of the ear-
lier zloty depreciation connected with the financial crisis than in the case of other currencies of the region,
the exchange rate of the zloty did not exceed the estimated equilibrium exchange rate despite the recent-
ly observed appreciation. According to these members of the Council, the current level of the zloty ex-
change rate did not significantly reduce the competitiveness of Polish exports, which was confirmed - in
their view - by NBP studies showing improvement in exporting companies” assessments of their current
and expected situation. Moreover, those members pointed out that the competitiveness of exports was
positively affected by a decline in unit labour costs in industry. They also assessed that the growth of
Polish exports was more dependent on trade growth in countries that are Poland’s major trading part-
ners than on the exchange rate level, although at the same time they stressed that the high exchange rate
volatility may have an adverse effect on the development in the sector producing internationally tradable
goods compared to the non-tradable goods sector.
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Council members pointed to the unfavourable situation in the public finance sector, as evidenced by the
very high cumulative budget deficit recorded by local government units in 2009 and a central budget
deficit reaching a relatively high level relative to the full-year plan in the first two months of 2010. Some
Council members assessed that a possible continuation of weak consumer demand would be conducive
to reducing VAT revenues and increasing the budget deficit. According to those Council members, in the
light of available data the consolidation measures planned by the government may prove insufficient to
reduce the public finance sector imbalances in line with the objectives outlined in the Convergence Pro-
gramme - 2009 Update. At the same time, those members emphasised that in case these problems aggra-
vated, an outflow of foreign capital could occur that would be conducive to a weakening of the zloty.

The Council assessed that a moderate inflationary pressure over the monetary policy transmission hori-
zon and uncertainty as to the outlook for economic growth in the world and in Poland, combined with
the appreciation of zloty exchange rate so far, justified keeping NBP interest rates unchanged at the cur-
rent meeting,.

While addressing future decisions on the NBP interest rates, some members of the Council declared that
in view of a risk of an excessive zloty appreciation leading to a surge in the restrictiveness of monetary
conditions, their temporary easing by lowering the NBP interest rates could be considered. Some Council
members argued that in the current situation an interest rate cut was unjustified and it could contribute
to higher volatility of prices in the financial markets. Moreover, in the assessment of the majority of the
Council, a temporary reduction of the NBP interest rates would necessitate a stronger monetary tighten-
ing in the longer term.

The Council kept the interest rates unchanged: the reference rate at 3.50%, the lombard rate at 5.00%, the
deposit rate at 2.00%, the rediscount rate at 3.75% and the discount rate at 4.00%.

Minutes of the Monetary Policy Council decision-making meeting held on 28 April 2010

During its meeting the Monetary Policy Council discussed primarily the situation in the external envi-
ronment of the Polish economy, including the possible consequences of the fiscal crisis in Greece, and the
outlook for economic growth and inflation in Poland.

While addressing the situation abroad, it was pointed out that the economic activity abroad was gradual-
ly rising, although the scale of the recovery varied strongly between the regions. It was indicated that in
March - for the first time since the beginning of the recession brought about by the financial crisis - a
marked rise in employment in the United States was observed, which further boosted consumer demand
in that economy. At the same time, it was emphasised that further improvement in the labour market
would be achieved gradually. Moreover, it was assessed that the persistently limited scale of lending in
the United States contributed to curbing demand in this economy in the months to come.

In the discussion about the euro area some members of the Council pointed at further increase in indus-
trial output and improvement in business confidence indicators. Those members pointed out that rapid
economic growth in the developing Asian countries leads to growing demand of these countries for euro
area exports, thus contributing to GDP growth in the euro area. Other members of the Council empha-
sised, however, that the revival in the economic activity in the euro area was significantly weaker than in
the United States, whereas, in the opinion of some Council members, this was mostly the effect of a rela-
tively larger scale of fiscal and monetary expansion in the US economy in the preceding period. Those
members also pointed out that the persistently unfavourable situation in the euro area labour market
contributed to curbing consumer demand, which was reflected in the decline in retail sales in the first
months of 2010. Yet, it was emphasised that unfavourable weather conditions were also an important
factor behind this decline.

The Council paid much attention to the fiscal situation in the major developed economies. It was as-
sessed that public debt accumulation in the United States and in the euro area, being the effect of the
previously introduced stimulus packages, constituted the main risk factor for their economic growth. On
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the one hand, reduction of budget deficits, although likely to support economic growth in the longer run,
could lead to another decline in activity in those economies in the short run. On the other hand, mainten-
ance of the loose fiscal policy would be a factor limiting economic growth due to the ensuing increase in
long-term interest rates.

While addressing the situation in Greece, some members of the Council pointed out that the fiscal crisis
in that country would trigger tensions in the international financial markets and a rise in the market in-
terest rates also in other economies, in particular, in the euro area countries with distinctly strong fiscal
imbalances. The differences in the public finance situation and in capacity for its improvement amplify
the diversity in the outlook for growth in particular euro area economies. In the opinion of those Council
members, a contingent insolvency of the Greek government would entail losses for financial institutions
operating in Europe that hold Greek government securities, which might contribute to a repeated limited
access of European enterprises to bank credit. This would also significantly increase agents” uncertainty
about the future economic situation, leading to a decline in the economic activity. At the same time, some
members of the Council argued that although granting financial aid to Greece by other euro area coun-
tries would mitigate the current crisis, it might, in the longer run, translate into a decline in the confi-
dence of financial market participants in the fiscal policy pursued in the euro area countries. This would,
in turn, on the one hand, contribute to a rise in the market interest rates in those economies, and, on the
other hand, weaken the euro exchange rate and increase the volatility of exchange rates of other curren-
cies, including the zloty.

While analysing the situation in the Polish economy, a slight upward revision of GDP in 2009 Q4 and
better than expected data on industrial output and retail sales were indicated. It was also stressed that
economic recovery was observed mainly in industry. Some members of the Council pointed out that in
March 2010 the sold production of industry reached higher level than before the economic slowdown,
and its growth in the recent period was observed in the majority of the sections. They emphasised the
improvement in enterprises’ expectations about their economic situation and future demand as well as
the fact that, although economic recovery had not translated yet into a rise in corporate investment activ-
ity, a higher than in the previous quarters percentage of firms surveyed by the NBP continued the al-
ready started investment projects. Those members also emphasised that the change in inventories might
have a positive contribution to GDP growth in the subsequent quarters, which was signalled by a de-
creasing percentage of the surveyed enterprises reporting excessive levels of inventories of finished
products and by an increasing percentage of firms assessing their inventory levels as too low. Yet, other
members of the Council pointed at the deepening decline in the annual growth of corporate investment
in 2009 Q4 as well as the decline in construction and assembly output and still low growth of retail sales
in the whole of 2010 Q1. The Council also emphasised that the outlook for economic growth in Poland
depended largely on the developments in the external environment, including the way the fiscal crisis in
Greece will be contained and the fiscal problems of other economies solved.

Some members of the Council argued that the possible persistence of weak economic activity in the euro
area, which is Poland’s main trading partner, would limit the growth in Polish exports, thus slowing
down GDP growth. Other members of the Council pointed out that - despite low economic activity in
the euro area - in the past months Polish exports increased steadily, which was driven by the growing
demand of Asian countries for European goods, produced with the use of Polish intermediate goods.
They also pointed out that in the light of the NBP surveys, the situation of Polish exporters was improv-
ing and profitability of exports was high despite the appreciation of the zloty.

While discussing the situation in the labour market, it was emphasised that the data for March 2010 sig-
nalled possible deceleration of unfavourable tendencies in that market: acceleration in the annual wage
growth and some stabilisation of employment in the enterprise sector, stabilisation of the employment
rate (adjusted for seasonal factors) and a rise in the number of new job offers. Some Council members ar-
gued that a certain improvement in the labour market situation in 2010 Q1 was also indicated by the re-
sults of NBP survey studies of enterprises which pointed to a probable acceleration of wage growth in
the following quarter. Other members of the Council assessed that the situation in the labour market will
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be improving only gradually and the improvement may not occur in some sectors of the economy, par-
ticularly construction.

In the discussion about current inflation it was pointed out that in March 2010 the annual CPI inflation
fell to a level close to the NBP inflation target; all measures of core inflation and the HICP had also de-
clined, while the PPI remained negative. Some Council members, however, argued that the decline in
CPI inflation in March was largely driven by lower annual growth of the prices of food and Internet ser-
vices, which - according to these Council members - are not sensitive to shifts in demand pressure. In
this context, they assessed that demand pressure might be better reflected by the growth of prices in the
category restaurant and hotel services which remains relatively high. Those members also pointed out
that Poland had not complied with the Maastricht price stability criterion for many months.

While analysing the outlook for inflation, some members of the Council pointed out that in line with the
available forecasts the CPI inflation in the coming months would be running below the NBP inflation
target. This would primarily result from a moderate demand pressure reflected in low production capac-
ity utilisation, recently observed zloty appreciation and low growth of labour costs in the economy, in-
cluding their decline in industry. In the opinion of those Council members, demand pressure should be
curbed by a relatively high unemployment rate and low growth of lending to the private sector, includ-
ing in particular the decline in loans granted to enterprises. At the same time, it was assessed that infla-
tion decline may be limited by rises in commodity prices in the world markets (though this effect may be
offset by the so-far zloty appreciation) and by the persistently elevated growth of some administered
prices. Other members of the Council assessed that the scenario of the annual CPI inflation running mar-
kedly below the inflation target for an extended period was rather improbable as the recovery in the
Polish economy and an improvement in the labour market situation (which was probable in the light of
the latest data), including in particular a possible acceleration of wage growth, will lead to a gradual
build-up of demand and cost pressures. They argued that a decline in unit labour costs was typical of the
current phase of the business cycle and it may be expected that further recovery in the economic activity
would be accompanied by their faster growth. Moreover, in view of those Council members, the drop in
lending to enterprises may be reflecting low credit needs on the part of companies due to their good fi-
nancial situation. It was emphasised, however, that in the assessment of banks the decline in the demand
for credit mainly applied to large enterprises, while the demand of small and medium-sized enterprises
was rising.

Some Council members pointed to the data on industry which indicated that in comparison to the situa-
tion before the economic slowdown the highest increase in output was recorded in the case of consumer
goods. In view of those Council members, this may suggest that the utilisation of production capacity in
enterprises producing consumer goods was higher than in the industrial sector on average, which may
be relevant for the assessment of the future price growth of those goods. Other members of the Council,
however, emphasised that consumer goods were internationally tradable goods, which should be curb-
ing their price growth even amid high utilisation of production capacity in their producers.

The members of the Council also referred to the unfavourable public finance situation. It was pointed out
that the loose fiscal policy was contributing, through the large issue of Treasury securities, to increased
involvement of non-residents in the bond market. This raises the vulnerability of the Polish economy to a
possible turmoil in the global financial markets leading to capital outflows from emerging market econ-
omies. Some Council members assessed that in the event of no public finance consolidation the costs of
financing the public debt would continue to rise due to, among others, a possible ensuing increase in the
inflation expectations of economic agents. They also pointed out that the yields on Treasury securities in
Poland were currently higher then in some other countries of the region. Other members of the Council
believed that the current fiscal imbalance did not pose a direct risk of higher inflation amid the currently
low inflation pressure, though they shared the opinion that the continuation of such imbalance in the
longer term would be a factor limiting the GDP growth.

While addressing the exchange rate issues, some Council members assessed that zloty exchange rate de-
velopments might have been affected by expectations of future changes in the interest rate disparity be-
tween Poland and the euro area. Other members of the Council, however, argued that changes in zloty



54

exchange rate were to a large extent driven by factors other than the current and expected interest rate
disparity, including in particular shifts in the sentiment in the global financial markets.

The Council assessed that the low inflationary pressure over the monetary policy transmission horizon
and the uncertainty as to the impact of the situation in the external environment on the outlook for eco-
nomic growth in Poland justified keeping the NBP interest rates unchanged at the current meeting.

The Council kept the interest rates unchanged: the reference rate stands at 3.50%, the lombard rate at
5.00%, the deposit rate at 2.00%, the rediscount rate at 3.75% and the discount rate at 4.00%.

Minutes of the Monetary Policy Council decision-making meeting held on 25 May 2010

During its meeting the Monetary Policy Council discussed primarily the situation in the external envi-
ronment of the Polish economy, zloty exchange rate developments and the outlook for economic growth
and inflation in Poland.

While addressing the developments abroad, strengthening recovery in the United States was emphasized,
in particular an improvement in the labour market and restoring consumer demand. Some Council
members assessed that the recovery in the US economy may persist even after withdrawal of fiscal sti-
muli, although the scale of improvement in economic activity may be curbed by still limited access to
loans and the appreciation of the US dollar against the euro. At the same time a gradual increase in euro
area economic activity and improving economic conditions in Central and Eastern Europe, a region with
a substantial share in Polish exports, were pointed at. In particular, attention was drawn to positive data
from the German economy. Some Council members emphasized positive impact of a rapid economic
growth in China on short-term prospects of German exports, and consequently, on the exports of Central
and Eastern European countries. At the same time those members pointed out that the growing macroe-
conomic imbalances in China, reflected in the rising inflation in the country, generated a risk to global
economic growth in the longer term.

During the discussion on the economic outlook for the euro area, the risks associated with the fiscal
problems of many countries of the region were highlighted. Some Council members argued that in order
to contain growing public debt in these countries, substantial fiscal consolidation must be conducted. If
combined with the rise in market interest rates and more difficult access to loans it could have a dampen-
ing impact on economic growth in the euro area in the short- and medium-term. Some Council members
pointed, however, to uncertainty regarding the possibility of carrying out significant fiscal adjustments
in some euro area countries. At the same time other members of the Council deemed the possibility of
limiting spending of households and enterprises as a result of the increased uncertainty associated with
the fiscal imbalances and curbing of public spending in some euro area countries to be a downside risk to
a medium-term economic growth of this region. They argued that this constitutes more important down-
side risk to the euro area economic growth than the increase in the long-term interest rates.

On the other hand, some Council members indicated that the recently observed euro depreciation, in-
creasing the price competitiveness of euro area exports could favourably affect the economic growth in
this region. Other Council members argued, however, that the euro exchange rate fluctuations had a
moderate impact on the competitiveness of euro area exports due to the structure of exports of major eu-
ro area economies.

While analysing global price developments, the rise in inflation in the major emerging economies was
emphasized. At the same time, some Council members indicated that inflationary pressures remained
low in the major developed economies, where core inflation fell in April 2010 to historically low levels.
They made a point that a drop in oil prices in the world markets in May 2010 could contribute to a de-
cline in headline inflation in the world. Other Council members, however, assessed that the recent fall in
oil prices had been associated with the appreciation of the US dollar, and therefore its disinflationary im-
pact would be limited. Furthermore, they also pointed out that a strong growth in euro-denominated
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commodity prices observed until April 2010 may be conducive towards an increase in inflation in the eu-
ro area.

While analysing the situation in the Polish economy, it was highlighted that the persistent upward trend
in industrial output, further increase of economic indicators, and improving situation on the labour mar-
ket confirmed the continued recovery. Some Council members indicated that the low level of investment
in the corporate sector may limit future economic growth in Poland. Other Council members argued that
the low level of investment was typical of the current phase of the business cycle.

While discussing the impact of the national mourning and the flood on the Polish economy, some Coun-
cil members believed that those events would have a minor impact on the economic growth in Poland.
Other Council members assessed that the national mourning could significantly affect consumer demand,
and therefore April 2010 was likely to bring lower growth of retail sales. Moreover, some Council mem-
bers pointed out that the flood had not yet come to an end, so there was considerable uncertainty regard-
ing the scale of its impact on the economy. They made a point that the increase in investment (including
public investment) as a result of the necessary removal of flood-related damage may be conducive to
higher growth in subsequent quarters. At the same time, some Council members referred to uncertainty
about the impact of flood on the inflationary developments in Poland, noting that the flood can contri-
bute towards the growth in some prices, including those of unprocessed food and insurance.

In the discussion on inflationary developments, some Council members assessed that inflationary pres-
sures in the Polish economy remain moderate at the current juncture. More specifically, those members
highlighted a clear decline in core inflation rates observed in recent months, which - besides statistical ef-
fects - largely reflected an earlier appreciation of the zloty exchange rate and easing of cost and demand
pressures. In their view, these factors should be determining inflation also in the coming months. More-
over, as those Council members claimed, continued relatively low growth in unit labour costs - characte-
ristic of the current phase of the business cycle - and stable inflation expectations of economic agents
should favour inflation running at the level which would pose no risk to meeting the inflation target over
a one-year horizon. In addition, some Council members indicated that subdued lending and low capacity
utilization in the economy would also have a dampening impact on the inflation in Poland. It was em-
phasized that most available forecasts implied the persistence of low inflation in coming months.

Other Council members stressed, however, that April 2010 was a consecutive month of a marked hike in
inflation on a monthly basis, and also noted that the level of consumer prices rose by 1.6% in the first
four months 2010 as a result of those increases. They emphasized that the balance of risks for short-term
NBP inflation forecasts was asymmetrical and pointed to a greater risk of higher inflation than would fol-
low up from the central path. Those members also drew attention to the hikes observed in recent months
in prices of certain goods imported from countries with low production costs and to the stabilisation of
China's share of Polish imports. According to those Council members it may indicate that while recover-
ing from the current economic slowdown, inflation would not be reduced by the increasing share of
these goods in consumption, as was the case during the previous downturn. Moreover, some Council
members pointed out that the recent weakening of the zloty exchange rate, increases in administered
prices and strengthening economic recovery should contribute towards higher inflation in Poland.

While discussing the zloty exchange rate and its impact on inflation, the Council considered that the cur-
rent exchange rate of the zloty was marked by high volatility. In view of the Council, changes in inves-
tors' sentiment in global financial markets, largely determined by changing perception of fiscal risk in
Greece and some other euro area economies, significantly influenced short-term zloty exchange rate fluc-
tuations. Some Council members pointed out that in line with the convergence of the Polish economy,
the appreciation of the zloty exchange rate may be expected in the longer term, and that the current dis-
turbances were not of a permanent character. Uncertainty on financial markets may, however, impact
zloty exchange rate developments in the short term.

In the discussion on the labour market situation, a gradual increase in employment in the corporate sec-
tor and a decline in the seasonally-adjusted unemployment rate in April 2010 were pointed at. Some
Council members took note that employment growth in the corporate sector had not been so far accom-
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panied by a significant increase in wage pressure. Other Council members, however, emphasized that
the growth rate of social security and health contributions indicated that the increase in wages in the
economy may be stronger than in the corporate sector, whereas a rapid growth in disposable income in
Q4 2009 may reflect a fast growth in income from other sources than labour. Moreover, those members
assessed that the growing ability of enterprises to finance spending may make them more willing to in-
crease wages or employment. At the same time, those members pointed out that April 2010 was the
second consecutive month of increase in the annual real wages in the corporate sector.

While analysing credit market developments, it was pointed at further decline in the value of corporate
loans, in particular in investment loans, and low growth of loans to households. Some Council members
argued that low level of lending to the corporate sector was typical of the current phase of the business
cycle. They emphasized that the demand for credit may also be limited by favourable liquidity condi-
tions of enterprises, as evidenced by the liquidity ratios which rose in Q1 2010 to their historical heights
and by a robust growth in corporate deposits. Other Council members pointed out, however, that the da-
ta on the liquidity of enterprises covered relatively large companies, whereas limited access to loans ad-
versely affects the development prospects of small and medium-sized enterprises, which have higher
demand for external financing in the form of bank loans.

Referring to the prospects of lending, some Council members pointed out that thanks to their strong cap-
ital position banks could increase the supply of loans. According to those members of the Council, at the
time being the turmoil in international financial markets limits the increase in the supply of housing
loans denominated in foreign currencies by creating obstacles to their refinancing. If the turmoil recedes,
this segment of the credit market may show a rapid expansion.

While addressing the fiscal policy, some Council members assessed that fiscal policy tightening in the
short term would result in a slower economic growth in Poland. However further fiscal consolidation is
required to reduce the general government deficit. Moreover, those members assessed that postponing
Poland's accession to the euro area would reduce incentives for early fiscal reforms.

While referring to Poland’s compliance with the price stability criterion of the Maastricht Treaty, some
Council members pointed out that countries with negative twelve-month average HICP inflation rates
had been included to determine the reference value for the price stability criterion in the May 2010 Con-
vergence Reports of the European Commission and European Central Bank, which resulted in a very low
level of the reference value. According to these members, regarding the countries with negative twelve-
month average HICP inflation rates as the best-performing countries in terms of price stability may com-
plicate the prospective fulfilment of this criterion by Poland.

While analysing monetary policy abroad and at home, some Council members indicated that the central
banks from Central and Eastern Europe had further eased their monetary policies and, according to mar-
ket expectations, the ECB should raise interest rates at the earliest in the following year. Other Council
members argued, however, that the parameters of monetary policy in Poland may change earlier than in
the developed economies. Some Council members assessed at the same time that the increase in ex post
real interest rate (CPI-deflated) in April 2010 was indicative of a more restrictive monetary policy.

The Council assessed that the uncertainty concerning the impact of the situation in the external environ-
ment on the outlook for economic growth in Poland and on the zloty exchange rate justified keeping the
NBP interest rates unchanged at the current meeting. Moreover, some Council members argued that a
more comprehensive assessment of the outlook for inflation and economic growth in Poland will be
possible after considering the June inflation and GDP projection.

The Council kept the interest rates unchanged: the reference rate at 3.50%, the lombard rate at 5.00%, the
deposit rate at 2.00%, the rediscount rate at 3.75% and the discount rate at 4.00%.



57

Minutes of the Monetary Policy Council decision-making meeting held on 30 June 2010

The Monetary Policy Council discussed primarily the outlook for economic growth and inflation in the
Polish economy, the economic situation in the global economy with emphasis on the euro area, and the
situation of the public finance sector.

While discussing the situation in Poland's real economy, it was emphasised that the latest data indicated
a stabilisation of economic growth. Some members of the Council pointed out that the structure of eco-
nomic growth in 2010 Q1, including the high share of inventory build-up, might signal slower GDP
growth in the months to come. Moreover, some members of the Council indicated that the flood may al-
so have had a negative impact on GDP in 2010 Q2.

While analysing the outlook for economic growth in Poland, some members of the Council expressed an
opinion that its considerable acceleration was currently very unlikely. They emphasized that low eco-
nomic activity in the euro area would be a factor curbing GDP growth in Poland. Special attention was
paid to the risks to the outlook for German exports, and, consequently, for Polish exports, brought about
by a growing macroeconomic imbalance in China due to fast economic growth observed in that country.
Some members of the Council pointed to the need to take a different look at the link between economic
growth in Western Europe and the growth of Polish exports to that region. They emphasized that it was
necessary to accept the new reality, namely that in the years to come growth in the Western European
countries would reach approx. 1-1.5% annually, which, however, should not prevent Polish exports from
growing by 6-10% per year. At the same time they pointed out that in the period from 2004 till the out-
break of the crisis Polish exports had grown 14-23% yearly despite the fact that GDP of the Western Eu-
ropean countries grew by a mere 2-2.5% per year.

Some members of the Council emphasized that intensified financial-market turmoil driven by fiscal im-
balances in some Western European countries and potential problems faced by financial institutions
from European countries could be a more significant threat to domestic economic growth than the ab-
sence of clear signs of economic recovery in the euro area. Yet members of the Council pointed out that
the hitherto observed zloty exchange rate depreciation might support GDP growth in Poland. Some
members of the Council also pointed to the possibility of faster than currently anticipated revival in do-
mestic demand, which might be supported by the good financial condition of enterprises.

While discussing the investment activity of enterprises it was pointed out that corporate investment was
being curtailed due to low production capacity utilization, relatively low demand growth and high un-
certainty about the outlook for global economic growth as well as about changes in public finances. In
the opinion of some members of the Council, corporate investment might thus remain low in the coming
years. Other members of the Council assessed, however, that an increase in corporate investment in re-
sponse to revived demand might be equally as fast as its decline during the crisis. In the opinion of those
members of the Council a fast revival of corporate investment might be supported by enterprises’ very
good financial condition, including the liquidity condition.

Some members of the Council assessed that limited bank lending would have a negative impact on in-
vestment, especially that of SMEs whose financial condition was not as good as the situation of large en-
terprises. Other members of the Council argued, however, that almost 2/3 of enterprises in Poland did
not use bank loans to finance their investment; therefore, the banks” lending policy will not significantly
limit their investment activity. Moreover, some members of the Council indicated that the currently low
growth in corporate lending was a result of low demand for credit, which was connected with low in-
vestment activity and was characteristic of an early stage of economic recovery.

While analysing the results of the June GDP projection based on the NECMOD model some members of
the Council assessed that the strong acceleration of public investment and absorption of EU funds in the
period preceding the 2012 UEFA European Football Championship anticipated in the projection was
very unlikely. For this reason and due to slower economic growth abroad, in the opinion of those mem-
bers of the Council the year 2011 might be expected to bring lower investment and GDP growth than as-
sumed in the projection.
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While analysing the inflationary processes in Poland, some members of the Council judged that the cur-
rent stage of economic recovery had a non-inflationary character. They pointed out that the negative
output gap and slow growth of unit labour costs in the economy would contribute to keeping inflation
low. At the same time, some members of the Council assessed that the hitherto observed zloty exchange
rate depreciation would be conducive to a rise in inflation. Other members of the Council emphasized,
however, that the impact of the zloty exchange rate depreciation on inflation in Poland might be limited
by a large share of intra-corporate trade in imports.

While discussing the outlook for inflation developments in Poland, some members of the Council as-
sessed that due to the persisting low level of production capacity utilization and a high unemployment
rate, an acceleration of economic growth did not threaten the stabilization of inflation at the level of the
NBP inflation target. Other members of the Council argued, however, that even a moderate acceleration
of GDP growth might lead to a rise in demand pressure, since - as a result of the global financial crisis -
potential output growth in Poland might have declined. Those members stressed that both the June pro-
jection based on the NECMOD model and other forecasts prepared at the NBP pointed at a rise in infla-
tion above the inflation target over the monetary policy horizon. They pointed out that in accordance
with the results of the June projection the probability of inflation running above the inflation target over
the monetary policy horizon was twice as high as the probability of inflation running below the inflation
target. They argued that CPI inflation might run at a level higher than that suggested by the central pro-
jection path. This may be driven by both faster growth in food and energy prices and an earlier intensifi-
cation of the wage pressure in the Polish economy than those assumed in the projection. They expressed
an opinion that the possibility of growth in food and energy prices over the next twelve months being
faster than assumed in the projection was suggested by short-term forecasts prepared at the NBP. More-
over, in the opinion of those members of the Council, the world prices of energy commodities, and, in
consequence, energy prices in Poland, might grow faster than expected in the projection also over a long-
er horizon.

While addressing the June projection’s results concerning wages in the economy, some members of the
Council pointed out that the relatively low wage growth in the subsequent quarters resulted from the as-
sumption of incomplete adjustment of employment to the fall in demand during the economic slowdown
(the so-called “labour hoarding”). At the same time, they indicated that this “labour hoarding” might be
attributed to growing specialization of enterprises which results in higher costs connected with staff rota-
tion and to a decline in the pool of qualified labour force caused by emigration. According to those
members of the Council, given such sources of this phenomenon it might be a factor intensifying the
wage pressure, unlike in the previous economic recovery period. Those members emphasized that in the
quarters to come a higher growth in wages in the economy than that anticipated in the projection might
be suggested by: accelerating growth in wages in the corporate sector at the beginning of 2010 Q2, high
wage growth in the public sector in 2010 Q1 and a relatively large number of job offers per one unem-
ployed person.

In the opinion of those members of the Council, faster growth of wages might also be driven by a good
financial condition of firms, including public sector enterprises, which might reduce their resistance to
wage demands of employees. A similar impact may be exerted on the one hand, by regulatory changes
increasing the flexibility of wage determination in the public sector, and, on the other hand, by the in-
crease in the minimum wage scheduled for the end of 2010. Those members of the Council assessed that
the recently observed high wage growth in the mining industry might boost wage demands in other
public sector enterprises. Other members of the Council pointed out, however, that the persisting rela-
tively high unemployment would be a factor limiting wage growth in the economy.

Some members of the Council argued that also the number of persons employed in the economy might
be higher than that assumed in the projection. This is suggested by gradually growing employment in
the enterprise sector whose changes in the past were indicative of changes in employment in the whole
economy. Both a faster wage growth than that anticipated in the projection as well as a higher growth in
the number of the employed would mean a stronger inflationary pressure stemming from the labour
market and would increase the growth in consumption demand.
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While discussing the fiscal imbalance in the Western European countries, members of the Council paid
attention to the high uncertainty surrounding the implementation of measures aimed to reduce it. It was
emphasised that a fiscal consolidation in some of the euro area countries was necessary as its absence
could increase turmoil in the financial markets. Some members of the Council assessed that the fiscal
consolidation might have a negative impact on economic growth in Poland’s trading partners, and, as a
result, on Polish exports. Some members of the Council indicated that the fiscal policy tightening might
result in private demand revival and faster economic growth in European countries (i.e. the so-called
non-Keynesian effects of fiscal tightening might occur). On the other hand, countries which fail to im-
plement a consolidation of public finances or which continue to pursue expansionary fiscal policy, might
see a decline in economic growth caused by the fiscal imbalance’s negative impact on private demand.
Those members pointed out that the impact of the fiscal consolidation on economic growth would de-
pend largely on the structure of the fiscal adjustment (including, in particular, on whether the deficit
would be reduced mainly through tax increases or expenditure cuts, and on which expenditures would
be reduced). They also emphasised that the emergence of expansionary effects of a fiscal tightening was
dependent upon the credibility of the fiscal policy measures.

At the same time, other members of the Council assessed that the scale of the planned fiscal tightening in
the Western European countries was not large. Therefore, in the opinion of those members of the Coun-
cil the impact of the fiscal consolidation on economic growth would be small. They emphasized that
amidst low interest rates the occurrence of strong non-Keynesian effects of the fiscal tightening was very
unlikely.

The Council paid significant attention to the public finance situation in Poland. It was pointed out that
high liquidity in the international financial markets at the moment facilitated the financing of the state
budget deficit, and the public finance situation in Poland was hitherto more favourable than that ob-
served in many European countries. Some members of the Council indicated that together with the pro-
gressing economic recovery in Poland the general government deficit to GDP ratio, an important indica-
tor used by investors to assess a country's credit risk, would improve as well. Yet, the majority of Council
members emphasized that economic recovery alone would not be sufficient to reduce the deficit of the
general government sector in Poland to a low level, and that it was necessary to undertake measures
aimed at rationalizing public expenditure. It was pointed out that if the other European economies con-
solidated their public finances and Poland ran a persistently high general government deficit, the costs of
its financing might increase.

At the same time, some members of the Council assessed that a considerable reduction in the public
finance imbalance in Poland was rather unlikely in the coming months. Those members pointed out that
no drafts of legal acts had hitherto been presented which would allow for a considerable reduction of the
state budget deficit in the next few years. Some members of the Council indicated that due to some ex-
penditures being transferred outside the state budget, current data on state budget implementation did
not allow for an assessment of the situation in the general government sector as a whole. It was empha-
sised that should the general government deficit remain high it might be necessary to pursue a more re-
strictive monetary policy.

While analysing the monetary policy abroad and in Poland, it was pointed out that given the absence of
clear signs of economic recovery in the euro area, interest rates in this region might be expected to run at
a low level for a longer period of time. In the opinion of some members of the Council this was one of the
factors to be taken into account while deciding about the monetary policy parameters in Poland. Other
members of the Council argued, however, that due to the differences in business cycles in Poland and in
the euro area, observed over the past few years, the adjustment of monetary policy parameters in Poland
might be needed earlier than in the euro area.

While discussing the impact of the interest rate disparity on the exchange rate, some members of the
Council indicated that at the moment this disparity did not have any significant impact on exchange rate
developments, as suggested by similar exchange rate developments observed in emerging economies re-
gardless of whether they had already embarked on a monetary policy tightening or not. Those members
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emphasized that should many countries continue to observe tensions in the public finance sector, the ex-
change rate’s sensitivity to interest rate changes might remain limited.

While discussing developments in the Polish zloty exchange rate some members of the Council pointed
out that due to the real convergence process the real zloty exchange rate should appreciate in the long
run. At the same time those members of the Council indicated that in the past few years the exchange
rate of the zloty had been highly volatile. It was pointed out that currently changes in international fi-
nancial market sentiment had a considerable impact on zloty exchange rate. In the opinion of those
members of the Council, given the likelihood of risk aversion remaining high in the financial markets,
the exchange rate of the zloty will not be a factor curbing inflation in the Polish economy. Yet, some
members of the Council assessed that the currently observed zloty depreciation might be temporary.

While discussing the current level of interest rates in Poland, it was assessed that the uncertainty con-
cerning the situation in the external environment and its impact on the Polish economy, including the
zloty exchange rate developments, justified keeping the NBP interest rates unchanged.

At the same time, some members of the Council indicated that interest rates in Poland were running at a
level lower than the natural rate for the Polish economy. According to those Council members further
economic recovery and a growing risk of inflation running above the NBP inflation target might speak in
favour of raising the interest rates. Yet, other members of the Council assessed that the absence of clear
signs of economic recovery in the euro area, limited investment activity of enterprises and no signs of re-
vival in bank lending to firms might justify the continuation of the existing monetary policy.

The Council kept the interest rates unchanged: the reference rate at 3.50%, the lombard rate at 5.00%, the
deposit rate at 2.00%, the rediscount rate at 3.75% and the discount rate at 4.00%.

Minutes of the Monetary Policy Council decision-making meeting held on 24 August 2010

During its meeting the Monetary Policy Council discussed the economic growth and inflation in Poland,
situation in the labour market and in the public finance sector, both in Poland and abroad, and the out-
look for GDP growth in the external environment of the Polish economy.

While discussing the outlook for economic growth in Poland, some members of the Council assessed that
the recently released data were indicative of a stabilising rate of economic growth. They pointed out that
domestic economic activity might be limited by potentially weakening growth in the external environ-
ment of the Polish economy. At the same time, these members pointed to the persistently weak invest-
ment demand of the private sector. It was emphasised that most enterprises do not intend to carry on in-
vestments increasing their production capacity given their expectations of economic growth stabilising at
the current level. Moreover, some Council members pointed out that the announced change in VAT rates
would be mitigating household consumption growth in 2011. Those members also emphasised that de-
mand in the Polish economy would be curbed by the tightening of banks” lending policy with respect to
households’ loans resulting from Recommendation T entering into force.

However, forecasts indicating the possibility of a marked GDP acceleration in Poland were also invoked.
It was pointed out that GDP growth in the coming quarters would be driven by inventories being rebuilt
by enterprises. In turn, growing employment will be conducive to private consumption rising faster than
so far observed. In the opinion of some members of the Council further recovery in economic activity
will also be supported by growing exports. Those members argued that given the current exchange rate
of the zloty, high export growth would be a driving force behind improvement in the financial condition
of exporters, and, consequently, behind an increase of employment and wages by those entities. Growing
aggregate wages in the sector of exporters will be, in turn, conducive to growing consumption which
may lead to a rapid revival of investment in the private sector given the level of capacity utilization cur-
rently exceeding the long-term average.

While discussing the situation in the labour market, it was pointed out that growing employment in the
enterprise sector was accompanied by low wage growth. It was emphasized that such improvement in
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the labour market situation was favourable from the point of view of inflationary developments as it
curbed the risk of a simultaneous increase in demand and cost pressure. Some members of the Council
pointed out that neither data concerning planned changes in wages in enterprises nor wage expectations
were indicative of the risk of considerable acceleration in wage growth.

Other members of the Council emphasized, however, that some information from the labour market
pointed to the wage pressure possibly rising in the subsequent quarters. The accelerating wage growth in
enterprises in 2010 Q2 and the possibility of a rise in public sector wage growth in 2010 Q3 as a result of
increases in teacher wages were highlighted. Those members also drew attention to improving forecasts
of employment in enterprises, in particular, in microenterprises, the most likely to yield to wage pressure.
At the same time, some members of the Council argued that with the economic growth strengthening
further in Poland the risk of rising wage pressure is increased by a relatively high and still growing level
of wage expectations of the unemployed, adversely affecting their readiness to take up employment.
Some members of the Council also indicated that lifting of restrictions on the access to the labour market
in Germany and Austria for citizens of EU member states from Central and Eastern Europe in 2011 might
lead to a drop in the number of the economically active in the Polish economy, and, in consequence, con-
tribute to increase in wage pressure.

While analysing the inflationary processes in Poland, some members of the Council pointed out that, as
anticipated, CPI inflation was running at a relatively low level. Those members also pointed at a continu-
ing decline in all core inflation measures. At the same time, they emphasised that despite previously ex-
pressed concerns about the developments in domestic food prices, in the past few months changes in
those prices were acting towards inflation decline. Yet, other members of the Council indicated that CPI
inflation was currently higher than indicated by some of the forecasts made at the beginning of 2010.

Referring to inflation developments, some members of the Council pointed out that according to the
available forecasts, inflation was running close to the NBP inflation target in the monetary policy horizon.
They assessed that inflation would be curbed by moderate economic growth. In their opinion, low
growth of unit labour costs in the economy, including their continuing decline in industry, is also a factor
limiting the rise in inflation. Other members of the Council emphasised, however, that in the past the
growth rate of unit labour costs in industry had not been a good leading indicator of inflationary pres-
sure in the economy. Since inflation fell to a low level, this growth rate was positive only at the peak of
the boom and during the economic slowdown. They assessed also that amidst likely acceleration of eco-
nomic growth, increasing demand pressure would contribute to a rise in inflation. At the same time, they
pointed out that in the case of a considerable slump in economic growth, zloty exchange rate deprecia-
tion resulting from a possible worsening of the public finance situation could constitute a risk for price
stability.

Some members of the Council emphasized that a marked increase in the growth of producer prices
might be indicative of the risk of inflation acceleration. They also pointed out at rising cereal prices in the
global markets. Some members of the Council argued that despite unfavourable demand situation in
some countries, the global cereal supply should not be significantly reduced, which - given high stocks
of these commodities - should limit the rise of their prices. Yet, other members of the Council pointed
out that given still significant liquidity surplus in the global financial markets there was a risk of consi-
derable rise in food prices.

Referring to the change in VAT rates scheduled for the beginning of 2011, members of the Council
pointed out that the increase in the price level driven by this change should be rather insignificant, and
given stable inflation expectations, its impact on CPI inflation might be expected to be only temporary.
Some members of the Council emphasized, however, that changes in VAT rates might boost inflation ex-
pectations. In the opinion of those members of the Council, the risk of rising inflation expectations was
also increased by growing prices of some food commodities in the world markets and the possibility of a
rise in administered prices resulting from the need to reduce high public finance deficit. At the same time,
some members of the Council assessed that inflation expectations were currently running at an increased
level.
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While discussing the situation in the public finance sector in Poland, some members of the Council
pointed out that despite relatively favourable data concerning realization of the state budget and reve-
nues from social insurance contributions, there was a risk of a significantly higher deficit in the public
finance sector in 2010 than previously anticipated. In the opinion of those members of the Council, bud-
getary situation of local governments might be a factor contributing to an increase in public finance defi-
cit. Yet, some members of the Council drew attention to the uncertainty about the growth of local gov-
ernments’ debt in 2010 and assessed that a potential rise in the public finance deficit in relation to GPD
did not have to be significant.

While analysing medium-term risks for economic growth and inflation, the Council also discussed the
Long-term Financial Plan for the State. It was emphasized that consolidation measures presented in this
Plan were not sufficient to significantly limit the public finance deficit and halt the fast growth of public
debt. Some members of the Council also pointed out that there was a risk of higher level of expenditure,
as compared to the level anticipated in the Plan, being adopted in the Budget Act for 2011. At the same
time, some members of the Council claimed that continuation of loose fiscal policy would increase the
risk of growing inflationary pressure in the Polish economy, in particular, in the case of reversal of capi-
tal flows in the global financial markets. Yet, other members of the Council argued that fiscal policy
should not boost inflationary pressure given the planned tightening of the fiscal policy in 2011, although
the scale of this tightening would not be considerable. It was emphasised that a more comprehensive as-
sessment of the implications of fiscal environment for the monetary policy would be possible after get-
ting acquainted with the draft state budget for 2011.

While discussing the external environment of the Polish economy, members of the Council pointed at a
decline of GDP growth in 2010 Q2 in the United States and China and acceleration of GDP growth in the
euro area, driven mainly by a strong rise in economic activity in Germany. In the opinion of some mem-
bers of the Council, incoming information suggests that recovery in the American economy begins to fal-
ter which is likely to have a negative impact on the global economic outlook. Other members of the
Council assessed that decline in GDP growth in the United States was in line with the expectations of
lower potential output growth in major developed economies after the financial crisis. On the basis of the
above and based on the past recession experience they insisted that the likelihood of double dip in the
global economy was minor.

Referring to the fiscal situation abroad, some members of the Council argued that, although the tensions
in financial markets related to high imbalance of public finance in some euro area member states had
subsided, the problem of excessive debt remained unsolved. Those members emphasized that it was at
present impossible to rule out another wave of tensions related to high indebtedness which would ad-
versely affect the global economic outlook. At the same time, some members of the Council pointed out
that persisting high imbalance of public finance in major developed economies might have a negative ef-
fect on their potential growth.

During the meeting the uncertainty about the current potential output growth in Poland was also ad-
dressed. Some members of the Council assessed that potential output growth declined as a result of the
global financial crisis and also due to other factors, not related with the crisis. Other members of the
Council maintained that moderate rise in unemployment in Poland during the economic slowdown and
still growing number of economically active persons reduced the likelihood of decline in potential output
growth.

During the discussion about interest rates in Poland and abroad, some Council members pointed to the
continuation of expansionary monetary policy by major central banks in developed countries. According
to those members, under such circumstances, increase in interest rate disparity relating to a potential rise
in the NBP interest rates could contribute to increased capital inflow to the Polish economy and to an ex-
cessively rapid zloty appreciation. Other Council members argued, however, that the impact of the in-
creased interest rate disparity on the zloty exchange rate might be limited. In this context, those members
indicated that a few central banks in developed and developing countries had recently increased interest
rates. According to those members of the Council, the impact of the increased interest rate disparity on
the zloty exchange rate might also be limited by other factors affecting the exchange rate, including the
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situation in the public finance sector. It was further indicated that amidst strong inflow of portfolio capi-
tal connected with high borrowing needs of the government, changes in investor attitudes to emerging
economies could constitute a major risk for the zloty exchange rate developments.

Monetary aggregate developments were also discussed at the meeting. Some members of the Council
emphasised that the growth of M3 remains low. In particular, some of those members pointed out that
there was no revival in lending and the growth of loans to enterprises stabilised at a low level. Other
members of the Council indicated that the growth of M3 had increased in past few months and was
higher than during the recovery from the previous economic slump. They also drew attention to the rise
in demand for most loan types, as signalled by banks.

While considering the decision on interest rates, some Council members argued that the present GDP
growth, with a possibility of its acceleration and a likely reduced potential output growth, could contri-
bute to a rise in inflationary pressure in the monetary policy transmission horizon. Those members em-
phasized that the current level of interest rates was adequate for a situation of strong slowdown in the
growth of the Polish economy and the recession in its environment, and that given recovery gaining
strength in Poland it was justified to increase the NBP interest rates. Moreover, according to those mem-
bers of the Council, the increase in interest rates would contain the risk of a rise in inflation expectations
and favour the growth in savings rate in the economy, and would, in consequence, contribute to main-
taining sustainable economic growth in a longer period. In addition some Council members argued that
in order to tighten monetary policy an increase in the required reserve rate might be justified.

Other Council members pointed to the continuing adverse growth outlook in the external environment
of the Polish economy and the lack of clear signals of further acceleration in the domestic economic
growth. Those members emphasized that the currently low inflationary pressure and weakening of fac-
tors contributing to a rise in inflationary pressure in the recent period justified keeping the NBP interest
rates unchanged. They also indicated that a rise in interest rates could increase the risk of a too quick zlo-
ty exchange rate appreciation. Some Council members argued that an increase of interest rates could
weaken the recovery of economic growth in Poland too much.

A motion to raise the required reserve rate by 50 basis points was put forward. The motion did not pass.
A motion to raise NBP interest rates by 50 basis points was also put forward. The motion did not pass.
The Council kept the interest rates unchanged: the reference rate at 3.50%, the lombard rate at 5.00%, the
deposit rate at 2.00%, the rediscount rate at 3.75% and the discount rate at 4.00%.

Minutes of the Monetary Policy Council decision-making meeting held on 29 September 2010

During its meeting the Monetary Policy Council discussed issues related to economic growth and infla-
tion, situation in the labour market and in the public finance sector, changes in monetary and credit ag-
gregates and developments in the zloty exchange rate.

While considering external conditions the Council members pointed to the continuation of moderate
economic activity abroad. It was emphasised that after strong GDP growth observed in the euro area in
2010 Q2, the pace of recovery in this economy would most probably decelerate slightly. It was indicated
that the recent period saw a deterioration in the outlook for GDP growth in the United States, even
though it was assessed that the risk of a double dip in the US economy was rather low. Some members of
the Council pointed out that economic growth abroad was to a large extent associated with stimulus
packages and that the persisting uncertainty as to the sustainability of the recovery was urging central
banks in the largest developed economies to continue with expansionary monetary policy. Other Council
members emphasised that the weakening of GDP growth in developed economies was consistent with
the expected lower potential output growth in those economies following the financial crisis. They
pointed out that this weakening was also driven by a deep fiscal imbalance and the ensuing uncertainty
as to the outcome of economic decisions. Those Council members also claimed that the effects of expan-
sionary monetary policy, including the effects of unconventional measures undertaken and envisaged by
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the major central banks, are another important uncertainty factor for global economic growth and infla-
tion.

While discussing the outlook for economic activity in Poland, some Council members assessed that both
the available forecasts and the incoming data, including data on GDP in 2010 Q2 and on industrial out-
put and retail sales in 2010 Q3, suggested that GDP continued on an upward trend. Those members as-
sessed that the economic growth expected in the coming quarters, even though low in relation to the pe-
riod before the global financial crisis, will be relatively strong as compared to the potential output
growth that was lowered - in their opinion - due to the crisis. Other Council members argued that GDP
in Poland had been positively affected by stimulation packages introduced in other countries that are
currently expiring and they assessed that economic growth would remain moderate. At the same time,
these Council members pointed to the worsening business tendency indicators.

While addressing the outlook for consumption growth, some deterioration in consumer sentiment indi-
cators over the recent period was emphasised. Some members of the Council argued that this was to a
large extent connected with the worsening assessment of the overall economic situation in the country
and, to a lesser degree, with the worsening assessment of the financial standing of households, which
meant - in the opinion of those Council members - that the deterioration of consumers” sentiment did
not unequivocally signal a gloomy outlook for consumption growth. They pointed to the positive impact
of the improving situation in the labour market on the future consumption growth. Other Council mem-
bers stressed that the good data on consumption in Q2 and retail sales in Q3 might have resulted from a
transitory rise in demand connected with the replacement of durable goods in the areas affected by
floods, increased car purchasing due to the abolition of VAT discounts on the purchase of cars with
goods vehicle approval certificates which is scheduled for the end of 2010 and the transfer of some ex-
penses related to the VAT rate increase to be introduced at the beginning of 2011.

The Council paid considerable attention to the prospects of investment growth. It was argued that the
level of production capacity utilisation had once again increased in 2010 Q3, which in combination with
the very good financial results of enterprises in the first half of 2010 should support the revival of in-
vestment activity. In turn, the persisting uncertainty about future demand is likely to deter enterprises
from expanding their production capacity, even though - according to some Council members - the rela-
tive importance of this factor will be rather decreasing in relation to the effect of rising production capac-
ity utilisation and the very good financial situation of enterprises. At the same time, those members em-
phasised that the rapidly growing revenue from exports could be conducive to boosting investment of
exporters. The possibility of such a revival is supported by NBP analyses which suggest that in Q2 the
negative investment growth had been halted in this group of companies. Other Council members em-
phasised that GUS data on investment activity of enterprises had not confirmed so far any investment re-
covery.

While referring to the labour market situation, it was pointed out that the number of the employed in the
economy increased in 2010 Q2 and employment in the enterprise sector continued to rise gradually in Q3.
On this occasion, some Council members emphasised that, due to the limited scale of redundancies in
2008-2009, the number of the employed in the economy was close to the level recorded in the period be-
fore the economic slowdown. At the same time, the average monthly employment increases in the enter-
prise sector range at a relatively high level, lower only to that in 2007. Some Council members pointed
out that rising employment was accompanied by increases in the number of the economically active,
which weakened tensions in the labour market and the rise of wage pressure. Other Council members,
however, argued that a further increase in labour supply was likely to be constrained by demographic
factors which decelerated the growth of working-age population. Some Council members pointed out
that an additional factor that could adversely affect the supply of labour in Poland was the abolition of
restrictions on Polish citizens in accessing the labour market in Germany and Austria starting from May
2011.

Some Council members argued that the current wage increase was not large, and that the NBP economic
climate survey showed that the percentage of enterprises planning to raise wages remained moderate,
which might be indicative of wage discipline being maintained in the enterprise sector. Other Council
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members stressed that the percentage of employees who, according to declarations of companies, were to
be covered by pay rises in Q4 approached its long-term average. Those members assessed that the dam-
pening effect of low growth of unit labour costs on inflation may begin to wane, as evidenced by the first
- since 2008 Q2 - acceleration in unit labour cost growth in the economy in 2010 Q2. Moreover - accord-
ing to those Council members - raising the minimum wage in 2011 might be a factor increasing the wage
pressure.

While discussing inflation developments, it was stressed that both the annual CPI and core inflation re-
mained at low levels, even though a rise in the CPI close to the target could be expected as early as in
September 2010. It was pointed out that inflation would be raised by strong increases in the prices of
agricultural commodities in the world observed in recent months. At the same time, however, some
Council members argued that the growth of food prices in Poland was lower than previously anticipated,
considering both domestic (negative impact of floods on crops) and external factors (high growth of
world food prices). On this occasion, some Council members claimed that, due to the size of the domestic
agricultural market, also in the future the transmission of price increases in the world markets on the
prices in Poland may be limited. Other Council members pointed out that, due to the links between agri-
cultural markets at an international level, the growth of domestic food prices might be expected to acce-
lerate in the coming period, bringing about higher inflation than it had been previously assessed. Some
members also indicated a strong increase in the annual growth of producer prices in industry, which
may signal an acceleration of cost pressure.

While analysing changes in inflation expectations, it was pointed out that in the case of households the
expectations had fallen in September, yet some Council members emphasized that they continued to run
above the current inflation. It was also stressed that the forecasts of financial sector analysts had stabi-
lized above the NBP inflation target. At the same time, some Council members pointed out that the stabi-
lisation of inflation forecasts of bank analysts was accompanied by rise in their expectations of NBP in-
terest rate hikes. In this context, those Council members argued that the lack of monetary policy tighten-
ing might pose a risk of an upward revision of these forecasts. In their opinion, another factor that could
be conducive to raising analysts’ forecasts and inflation expectations (especially those of enterprises) was
the continuing recovery in economic activity and the associated rise of cost pressure as well as diminish-
ing of demand barriers.

While discussing the situation in the public finance sector, some Council members pointed out that some
of the measures announced in the budget draft for 2011 were one-off, which meant that they would not
contribute to any permanent deceleration in the rate of public debt accrual. Other members emphasised
that although the fiscal imbalance in Poland was large, it did not differ significantly from the average in
EU countries. According to those Council members, the relatively favourable assessment of Poland’s
economic situation and the reduction of new issues of Treasury securities by some countries characte-
rised with currently largest fiscal imbalance might be helpful in sustaining high demand for Polish Trea-
sury securities. This should facilitate the financing of the public finance deficit, unless investor sentiment
deteriorated strongly and capital flows in global financial markets reversed. While addressing the impact
of fiscal policy on inflation, some Council members argued that the announced wage freeze in the public
sector, the abolition of certain tax reliefs and exemptions, and rises in VAT rates, once effective, would
reduce the demand pressure in 2011 to some extent.

While analysing the developments of monetary and credit aggregates, some Council members pointed
out that M3 growth was still moderate, similarly to the growth of lending to the private sector, which re-
sulted, on the one hand, from stable growth in lending to households and, on the other hand, from the
lack of revival in lending to the corporate sector. Other Council members stressed that August 2010
brought further acceleration of M3 growth, and the growth of housing loans was significantly faster than
the growth of disposable income of households. Some members of the Council pointed out that despite
NBP interest rates being maintained unchanged the interest charged on loans to households decreased.
Moreover, some Council members argued that since May 2010 the value of loans to enterprises (after ad-
justing for exchange rate fluctuations) had been gradually increasing, and that the slow growth of these
loans resulted primarily from enterprises” limited demand for credit. A limited growth in corporate de-
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mand for credit is indicated by NBP survey results, where the percentage of enterprises applying for
loans remains low, with a clear increase in the share of loan applications approved by banks.

While referring to the zloty exchange rate, some Council members argued that the recently observed ap-
preciation of the zloty would be conducive to curbing inflation. The Council also discussed factors that
could affect the zloty exchange rate in the future, including the equilibrium exchange rate, the role of in-
terest rate disparity, the risk of changes in investor attitude to emerging economies and surplus liquidity
in global financial markets. In particular, some Council members pointed out that under expansionary
monetary policy continuously pursued by central banks in major developed economies a possible NBP
interest rate hike could be conducive to an excessively rapid zloty appreciation. Other Council members,
however, argued that the impact of the interest rate disparity on the zloty exchange rate might be offset
by other factors affecting the exchange rate, including the situation of the public finance sector in Poland
and abroad, and high uncertainty persisting in global financial markets.

While considering the decision on interest rates, some members of the Council argued that GDP growth
in 2010 Q2 and the possibility of its acceleration in subsequent quarters under the likely reduced poten-
tial output growth, combined with further improvement in the labour market situation, could - in the
absence of an NBP interest rate hike - contribute to a rise in inflationary pressure in the monetary policy
transmission horizon. Similarly to the Council meeting held in August, those members also emphasised
that the current level of interest rates was adequate for the situation of turmoil in global financial markets
and the ensuing severe slowdown observed in the Polish economy. In the opinion of those Council
members, a hike in interest rates, despite the expansionary monetary policy pursued by major central
banks in the world, would mean adjusting the rates to the change of the conditions. According to those
Council members, such an adjustment of interest rates would also limit the risk of a rise in inflation ex-
pectations.

Other members of the Council argued that the moderate rate of economic growth and the accompanying
limited wage and inflationary pressures, along with the risk of weakening global economic growth in the
subsequent quarters, justified keeping the NBP interest rates unchanged. Moreover - they argued - an
NBP interest rate hike, amidst major central banks maintaining the expansionary monetary policy, could
increase the risk of an overly rapid zloty exchange rate appreciation.

A motion to raise the NBP interest rates by 50 basis points was put forward at the meeting. The motion
did not pass. The Council kept the interest rates unchanged: the reference rate at 3.50%, the lombard rate
at 5.00%, the deposit rate at 2.00%, the rediscount rate at 3.75% and the discount rate at 4.00%.

Minutes of the Monetary Policy Council decision-making meeting held on 27 October 2010

At the meeting the Monetary Policy Council discussed the outlook for economic growth and inflation,
situation in the public finance sector and in the labour market, monetary and credit aggregates and the
exchange rate of the zloty.

While analysing the current situation in the real economy and the outlook for economic growth in Pol-
and, fast growth in industrial output, retail sales and exports was pointed out. Some Council members
argued that the data on the consumption of households in 2010 Q2 and retail sales indicated that the eco-
nomic growth, which had so far been mainly reinforced by growing external demand, was increasingly
supported by domestic factors. In their opinion the current consumption growth cannot be fully attri-
buted to one-off factors such as rebuilding of assets in the areas affected by floods and transferring some
purchases from 2011 in view of the expected change of VAT rates and changes in the regulations on VAT
deduction on car purchases. In the opinion of those Council members, the improving labour market situ-
ation, including the relatively fast employment growth in the enterprise sector, would act towards fur-
ther consumption growth. In turn, the strengthening private consumption amid further high export
growth could translate into investment recovery in enterprises, even though due to the uncertainty sur-
rounding the future economic situation, including the situation in the public finance sector, corporate in-
vestment growth in the quarters to come could remain low. Those members emphasised that the possi-
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bility of investment revival is suggested by an increase in production capacity utilisation above the long-
run average and favourable financial and liquidity situation of enterprises, allowing them to self-finance
investment. Moreover, in the opinion of those Council members, investment growth in the economy in
the coming quarters - apart from the quickly growing public investment - might be also supported by
housing market recovery, the symptoms of which appeared in 2010 Q3.

Other Council members argued, however, that the incoming data did not unequivocally confirm that the
recovery in economic activity was sustainable. They pointed out that some forecasts indicated the possi-
bility of economic growth weakening in 2011 or stabilising at a relatively low level in the next two years.
They also emphasised that retail sales growth was most likely being raised by the rapid increase in the
sale of automobiles and durable goods, which was driven by one-off factors. After the expiry of the im-
pact of these factors - in the opinion of those Council members - the growth of household consumption
may slacken, which is confirmed by the low growth of real wages. Those members also pointed out that
investment growth was still very low, and in the recent period the sentiment of enterprises had wor-
sened, including their expectations on output, demand and employment.

While discussing the outlook for inflation in Poland, the Council addressed the results of the inflation
projection based on the NECMOD model and other forecasts. It was pointed out that, in line with the Oc-
tober projection, in its entire horizon the probability of inflation running above the NBP inflation target
of 2.5% is higher than the probability of inflation running below this target. Other internal NBP forecasts
also point to such distribution of those probabilities.

The members of the Council pointed out that in the short term inflation would be driven by rising food
prices, caused by supply-side shocks in the country and abroad, changes in indirect tax rates and the rise
in administered prices, primarily energy prices. Some Council members assessed that inflation would al-
so be raised by delayed effects of the strong depreciation of the zloty during the economic crisis, which
could not yet fully translate into consumer prices in Poland. In the opinion of other Council members, in-
flation would be limited by factors such as zloty exchange rate appreciation observed in recent months,
low inflation in the external environment of the Polish economy and still weak demand and wage pres-
sure, including the positive development of the relationship between the growth of labour productivity
and aggregate wages. Some Council members assessed, however, that taking into account a possible de-
cline in the potential growth of the Polish economy as a result of the financial crisis and other factors, the
current rate of economic growth was already relatively high and would not be a factor limiting the infla-
tion rise in Poland.

In the opinion of some Council members, after the expiry of factors temporarily raising inflation, in the
absence of monetary policy tightening, inflation was likely to remain at an elevated level due to the ex-
pected increase in domestic wage and demand pressures, including a likely acceleration in unit labour
cost growth and the inflation rise abroad. This is indicated by the forecast steady growth of core inflation
net of food and energy prices in the projection based on the NECMOD model. Other Council members,
however, assessed that inflationary pressures may be eased by an appreciation of the zloty and fiscal pol-
icy tightening in 2012 announced by the government. They also pointed out that inflation would de-
crease after the supply-side inflationary factors expire.

Board members also discussed the situation of the public finance sector. Some members pointed out that
the scale of the planned fiscal tightening in 2011 was not sufficient for curbing the public debt accumula-
tion. Some Council members also indicated that due to the risk of lower than projected revenues from the
VAT and lower income from privatisation in 2011, the scale of fiscal tightening and also the reduction of
the borrowing needs of the central budget may prove smaller than assumed. Those members also
pointed out that the revenues which would be reducing the borrowing needs of the central budget in
2011 were of one-off nature and would not curb the growth of public debt in the following years. There-
fore, in order to halt the rapid public debt accumulation it would be necessary to increase the scale of fis-
cal tightening in the years to come. These members also emphasised that the likely lack of consent to de-
duct the cost of pension reform from the general government deficit would necessitate a strong fiscal
tightening in the coming years in order to meet the requirements of the Stability and Growth Pact. Ac-
cording to those members, the strong fiscal tightening would be a factor curbing economic growth and
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inflationary pressure in Poland. Some Council members, however, pointed to the uncertainty concerning
the fiscal policy after 2011. Moreover, some Council members pointed out that, because of the possibility
of the so-called non-Keynesian effects of fiscal tightening, such tightening does not have to significantly
reduce the short-term economic growth if it is mainly based on the reduction of general government ex-
penditure. If, however, it was based on indirect tax increases, then it would act towards a short-term in-
crease in inflation in Poland, rising the risk of inflation becoming entrenched at a heightened level.

While discussing the situation in the external environment, the continued recovery of moderate growth
in the global economy was emphasised, including the persistence of low GDP growth in major devel-
oped economies and a gradual decline in the growth of the Chinese economy as a result of macroeco-
nomic policy tightening in this country. The effects of high fiscal imbalance and its planned reduction, as
well as the effects of monetary expansion, including non-standard measures undertaken and envisaged
by major central banks continue to be an important uncertainty factor for the global economic growth.
Some Council members assessed that the decline in China’s economic growth could translate - through
its adverse impact on the outlook for German exports - into a slowdown in the Polish exports. However,
other Council members, assuming that the competitive exchange rate devaluations would not intensify
and no collapse in the world trade should be anticipated, believed that the rapid growth in major emerg-
ing economies could be expected, which would support the relatively high demand for German and, in-
directly, also for Polish exports.

Some Council members pointed out that GDP growth rate in the euro area was now close to the growth
rate of the economies of the United States and the United Kingdom, which had historically grown faster
than the euro area. Those members argued that this may be associated with different economic policy
responses to the financial crisis in those economies. In particular, they pointed out that the relatively rap-
id improvement of business sentiment in Germany during the recovery from the recession might have
been supported by the fact that fiscal deficit had not been allowed to rise to a high level in Germany,
which limited the risk of increased future tax burden in this country.

Some Council members pointed out that - in view of the probably extended period of low interest rates
being maintained by major central banks and the reintroduction of quantitative easing in the United
States - a possible rise in interest rates of the NBP could increase the risk of rapid capital inflows and ex-
cessive appreciation of the zloty.

In turn, other Council members believed that the potential rise in interest rate disparity could only have
a limited impact on the zloty exchange rate path. They pointed out that the exchange rate of the zloty,
similarly to the currencies of other emerging economies, was significantly affected by changes in risk
perception by investors in global financial markets. Therefore, any appreciation of the zloty would most
probably be accompanied by the appreciation of the currencies of other emerging economies, i.e. Pol-
and’s competitors in international markets. Moreover, some Council members pointed out that the rein-
troduction of quantitative easing in the United States could also foster the appreciation of the euro
against the dollar, which would have a beneficial influence on the relationship between the prices of
Polish exports and imports.

Some Council members also assessed that stabilisation of the share of non-residents” investment in the
domestic treasury bill markets in October 2010 might be a sign of certain curbing of the inflow of capital
to this market, which reduced the probability of strong appreciation of the zloty exchange rate. Those
members also emphasised that this share was currently at a relatively high level which might increase
vulnerability of the zloty exchange rate to changes in the risk perception in the global markets.

Some members of the Council also addressed changes in the external environment of the Polish economy
driven by the financial crisis, which were likely to impact the developments of the equilibrium interest
rate in Poland. They assessed that the possible decline in the potential growth of the Polish economy
might not have been accompanied by a similar fall in the equilibrium interest rate in Poland due to the
likely increase in the investment risk premium in the emerging economies (a decline in the current ac-
count deficit regarded as sustainable by investors).
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While analysing the situation in the labour market, it was pointed out that the rise in employment in the
corporate sector accompanied by the simultaneous increase in the unemployment rate in September 2010
(in seasonally adjusted terms) continued, which might be driven by the persisting growth in the number
of economically active persons, contributing to curbing the wage pressure. Some members of the Council
also indicated that upon recovery from the current economic slowdown, employment started to rise
amidst markedly lower GDP growth than in the past, which, coupled with growing number of economi-
cally active persons, might point at favourable structural changes in the Polish labour market in the past
few years. It was also pointed at the stabilisation of the ratio of new job offers to the number of unem-
ployed. At the same time, other Council members pointed at the uncertainty about the impact of the ab-
olition of restrictions on Polish citizens accessing the labour market in Germany and Austria starting
from May 2011 on the supply of labour in Poland, in particular, the number of highly qualified workers.
Some members of the Council emphasised that amidst high percentage of enterprises where output had
recently been increasing considerably faster than employment, the corporate sector might be expected to
see further employment growth. Moreover they assessed that high wage restraint in the enterprises in
the period of economic slowdown was rather a disturbance than a structural change that should fade off
together with improvement in the economic situation. As a result, over the monetary policy transmission
horizon, wage pressure in the economy may be expected to intensify.

Members of the Council also discussed the developments of inflation expectations. It was argued that fol-
lowing a rise observed in August 2010, the subsequent months recorded a drop in the majority of meas-
ures of household inflation expectations which were currently at the level close to the NBP's inflation
target. Council members pointed at a decline in the number of enterprises which, in the business condi-
tion surveys, declared increases of their own prices, despite the expected rise in the commodity prices.
Yet, according to some Council members, basing on the historical data, the resulting decline in markups
may be expected to have minor and quickly fading off impact on inflation. At the same time, Council
members pointed at an increase of inflation expectations of enterprises and financial sector analysts con-
cerning growth in prices in the whole economy. It was emphasised that the anticipated rise in VAT and
excise tax did not result in any considerable increase in inflation expectations. Yet, some members of the
Council pointed at a risk of a rise in inflation expectations at the beginning of 2011, following the imple-
mentation of the announced changes in the indirect taxes rates.

The meeting also discussed the developments of monetary aggregates. Council members pointed at the
continuation of a relatively stable M3 supply growth, declining annual growth in household lending and
persistently negative, albeit gradually rising annual growth in corporate lending . It was emphasised that
corporate demand for credit remained weak, and debt increase in the banking sector concerned mainly
large enterprises; on the other hand, no clear revival in lending to the sector of small and medium-sized
enterprises could be seen. In the opinion of some members of the Council, the currently observed mod-
erate growth in monetary aggregates did not point at a risk of growing inflationary pressure. Other
members of the Council emphasised, however, that M3 growth was not low when compared to the
growth of nominal GDP. Those members paid particular attention to the developments in housing loans,
which increase more substantially than other categories of loans to households and enterprises. Those
members pointed out that given the decline in the interest on mortgage loans as a result of reduction of
bank markups and banks' expectations of rising demand for those loans, a further acceleration might be
expected in the growth of housing loans which already exceeded the achievable growth of disposable in-
come.

While considering the decision on interest rates, some members of the Council argued that the expected
acceleration of economic growth supporting the improvement in labour market situation may - in the
absence of monetary policy tightening - lead to a gradual rise in wage and inflationary pressure in the
medium term. Those members of the Council claimed that the NBP interest rate increase would be justi-
fied in order to reduce the risk of the emergence of such pressure. Such an increase would constitute an
adjustment of monetary policy parameters to the current assessment of economic situation following the
period of a strong decline in economic activity caused by the global financial crisis. It would be also con-
ducive to anchoring the inflation expectations at the level of the NBP’s inflation target.
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In the opinion of other members of the Council, the persistently moderate economic growth in Poland,
currently low wage and demand pressure (confirmed by core inflation running at a low level) and the
possibility of increasing inflow of capital to emerging economies, including Poland, amidst the extended
period of expansionary monetary policy pursued by major central banks, combined with the risk of fur-
ther slowdown of the global economic growth, justified keeping the NBP interest rates unchanged at the
present meeting of the Council. Those members also emphasised that growing interest rate disparity
combined with the appreciation of the exchange rate could support the increase in foreign currency lend-
ing.

The meeting also discussed a rise in the required reserve rate by 50 basis points. Some members of the
Council pointed out that the required reserve rate was reduced as part of the anti-crisis measures under-
taken in the period of strong liquidity disturbances in the financial markets. As this period ended, it was
justified to increase this rate to the level maintained before the financial crisis. Such a decision would also
constitute a signal of MPC’s readiness to react to increasing inflationary pressure. Other members of the
Council emphasised, however, that a rise in the required reserve rate would have a limited impact on the
liquidity in the domestic money market and would not be a factor likely to translate into limiting the in-
flationary pressure in the economy. At the same time, they pointed out that a rise in reserve rate is not
the best signal of MPC’s readiness to react to growing inflationary pressure.

A motion to raise the required reserve rate by 50 basis points from 3.0% to 3.5% was put forward at the
meeting. The motion passed. The decision applies to reserve requirement to be held from 31 December
2010. Also a motion to raise the NBP interest rates by 50 basis points was put forward at the meeting. The
motion did not pass. The Council kept the interest rates unchanged: the reference rate at 3.50%, the lom-
bard rate at 5.00%, the deposit rate at 2.00%, the rediscount rate at 3.75% and the discount rate at 4.00%.

Minutes of the Monetary Policy Council decision-making meeting held on 23 November 2010

At the meeting, the Monetary Policy Council discussed the outlook for economic growth and inflation,
the situation in the labour market, monetary and credit aggregates and the zloty exchange rate develop-
ments.

The Council emphasised further recovery of economic activity in Poland, which will most likely continue
in the quarters to come. Some Council members pointed to the fact that international institutions had in-
creased their forecasts of Poland’s GDP growth for 2011. These members stressed that GDP growth was
increasingly supported by domestic factors, in particular by individual consumption growth, which is
encouraged by the improving labour market situation. They also pointed to the relatively high level of
production capacity utilisation, which should translate into revival of enterprises” investment demand,
particularly considering their very good financial situation. The continuation of high - in their assess-
ment - GDP growth in the coming quarters should be additionally supported by the favourable outlook
for exports, connected in particular with high economic activity in Germany and a fast increase in Ger-
man exports. In the opinion of those Council members, in 2011 no significant demand reduction should
be expected on the part of the public finance sector in Poland. On the other hand, other Council members
argued that there was still a risk of a slowdown in the global economic growth, and that domestic de-
mand was dependent on consumer sentiment, which had once again slightly deteriorated in November,
and on the level of public investment, which could be delayed. In the opinion of those Council members,
the postponement of public investment and the reduction of other expenditure of the public finance sec-
tor, in combination with a possible further increase in taxes, would also result from a necessary fiscal pol-
icy tightening in 2011, which in the short run would be slowing GDP growth. Moreover, some Council
members pointed out that without a significant recovery in investment loans, it would be impossible to
boost corporate investment.

While discussing the situation in the labour market, some Council members emphasised that the growth
in the number of economically active persons meant that in the recent months the rising employment
had not been matched by a declining rate of unemployment, which resulted in the fact that the level of
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labour market tensions was not growing, and wage pressure remained limited. The absence of significant
wage pressure was also confirmed - in their opinion - by the data on wages in the economy, whose
growth in 2010 Q3 was low. Other Council members, however, argued that a further increase in em-
ployment in the enterprise sector, combined with the growing number of job offers, signalled a revival in
the labour market, which could contribute to a gradual build-up of wage pressure. According to those
Council members, the very good financial results of companies could be conducive to accelerated wage
growth, particularly in the state-controlled companies of the raw material sector. Some Council members
continued to indicate that the opening of the German and Austrian labour markets in May 2011 consti-
tute an uncertainty factor for the development of the labour supply in Poland. Some Council members
emphasised that developments in the labour market, including the amount of labour supply, would also
depend on changes in the tax and pension policy.

While discussing changes in credit aggregates, it was indicated that the slight slowdown in the growth of
loans to households (resulting largely from the gradual implementation of Recommendation T) was ac-
companied by continued low growth of lending to the corporate sector. At the same time, some Council
members noted that, taking into account the increasing percentage of irregular loans, banks would not be
willing to ease their lending policies. This should reduce the risk of excessive credit expansion and asset
price rises, as well as of the increase of inflationary pressures. According to these Council members, the
limited risk of excessive inflationary pressure was also indicated by the decelerated growth of monetary
aggregates over the recent period. Other Council members argued that the monthly increases in housing
loans to households remained at a relatively high level (lower only to that in 2007-2008), while loans to
companies had been steadily rising for several months. These Council members believe that the expected
acceleration of GDP growth may be supporting an accelerated credit growth - on the one hand, by
strengthening the private sector demand for credit and, on the other hand, by encouraging banks to ease
their lending conditions. They pointed out that the decline in the growth of money supply in October
had been due to the base effect resulting from an increased demand for short-term credit in October 2009
fuelled by the privatisation of PGE.

While analysing the rise in CPI inflation in October 2010 to 2.8%, it was pointed out that it had resulted
from higher growth of energy and food prices, i.e. factors largely beyond the influence of monetary poli-
cy. Some Council members emphasised the fact that core inflation net of food and energy prices re-
mained low, while some forecasts indicated that, after a temporary increase, CPI inflation would decline
in the second half of 2011. Other members of the Council pointed out that other measures of core infla-
tion had risen and the subsequent months could also bring an increase in core inflation net of food and
energy prices. Moreover, those members argued that the increase in food and energy prices could not be
considered temporary. In their assessment, it resulted largely from the impact of global factors (i.e. from
a strong increase in commodity prices in the world markets associated with rising demand from the
emerging economies). These factors could support high growth of prices of those goods also in the future.

The Council also discussed about inflation expectations and the risk of second-round effects. Some
Council members argued that inflation expectations in Poland were to a large extent adaptive, so the rise
in current inflation would translate to higher inflation expectations, increasing the risk of second-round
effects. Expectations can also be raised by the growing prices of frequently purchased goods, and also the
increase of most VAT rates in 2011. Other Council members assessed that the risk of the growing infla-
tion expectations translating into wage growth was small, since trade unions had little power in the
Polish economy. They also emphasised that the growth of unit labour costs was still low, which meant
that due to increasing labour productivity a possible acceleration of wage growth would have only li-
mited impact on inflation.

While analysing the impact of external conditions on the outlook for economic growth and inflation in
Poland, some Council members pointed to the relatively high economic growth in the world, including
the continued recovery in developed countries and a high growth of GDP in developing countries. Ac-
cording to these members of the Council, the growing activity in the global economy would support ac-
celeration of GDP growth in Poland and maintaining high growth of commodity prices in the world
markets in the years to come - translating into a rise in domestic inflationary pressures. Some Council
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members emphasised in particular the relatively favourable situation in Germany, which, through the
positive impact on Polish exports and GDP growth, could also be conducive to a gradual rise in domestic
inflationary pressure. Other Council members pointed out that activity in the German economy was
heavily dependent on GDP growth in China, which was tightening its macroeconomic policies, which
would be conducive to reducing Chinese economic growth. At the same time, Council members empha-
sised that an important uncertainty factor for the global economic growth remained the difficult fiscal
situation of some euro-area countries and the effects of further expansionary fiscal and monetary policy
in the United States, as well as tensions between the governments of the world’s largest economies re-
lated to the exchange rate policies.

While discussing the changes in the external environment of the Polish economy which are likely to im-
pact the developments of the exchange rate of the Polish zloty, members of the Council pointed, on the
one hand, at the Fed’s decision on increasing the scale of monetary expansion, and, on the other hand, at
the deepening of budgetary problems in Ireland. Some Council members emphasized at this point that
response of financial markets to both events was weaker than to similar developments observed pre-
viously. This may indicate that any further turmoil connected with the situation in some euro-area coun-
tries would have a limited impact on the investors’ sentiment in the global financial markets. Some
members of the Council argued, at the same time, that developments of the zloty exchange rate might be
driven not only by external factors but also by domestic ones, especially by the size of the issue of trea-
sury securities. Those members indicated that gradual reduction of the inflow of portfolio investments to
Poland in the recent period could have been caused by a decrease in the issue of new bonds, resulting
from satisfying the country’s borrowing needs for 2010.

While addressing the impact of the domestic monetary policy on the zloty exchange rate amidst ex-
tended period of monetary expansion of major central banks, some members of the Council emphasized
that importance of a possible rise in interest rate disparity might be limited due to growing - as a result
of the crisis - role of changes in the global risk aversion to exchange rate developments. In the opinion of
those Council members lower responsiveness of the exchange rate to changes in the disparity is a factor
speaking in favour of tightening monetary policy in Poland as soon as possible. Those members also ar-
gued that a possible appreciation of the zloty would be most likely accompanied by the appreciation of
currencies of other emerging economies. They pointed out that that the risk of the zloty appreciation be-
ing stronger than that of other emerging currencies was limited by high deficit in public finance sector in
Poland. Other members of the Council emphasized that developments of the zloty exchange rate were an
important factor affecting - together with the level of interest rates - the total restrictiveness of monetary
conditions and thus they should be taken into consideration in the conduct of the monetary policy.

During the meeting, members of the Council also discussed about possible changes in the potential out-
put growth of the Polish economy. Some members of the Council emphasized that regardless of changes
in the potential output growth, two factors - on the one hand, a decline in the current account deficit
considered safe by financial market participants, and, on the other hand, rising deficit in public finance -
could support a possible increase of the equilibrium interest rate. Other members of the Council indi-
cated that high level of liquidity in the global financial markets could support a possible decrease in the
equilibrium interest rate.

The Council also discussed the balance of costs of a too late and too early tightening of the monetary pol-
icy.

While considering the decision on interest rates, some members of the Council assessed that the risk of
growing wage and inflationary pressure connected with accelerating GDP growth and the risk of grow-
ing inflation expectations justified increasing the NBP interest rates. In their opinion, an increase of inter-
est rates by 50 basis points could constitute a one-off adjustment of monetary policy parameters to the
current economic situation, following a period of a strong economic slowdown caused by the global fi-
nancial crisis. On the other hand, an increase of interest rates by 25 basis points could start a gradual
tightening of the monetary policy, whose scale and pace would depend on the economic developments
in the coming quarters.
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In the opinion of the majority of Council members, the absence of a significant wage and inflationary
pressures, persistently weak demand pressure and limited lending justified keeping the NBP interest
rates unchanged in November. In the opinion of those members of the Council the persisting risk of ex-
cessive zloty appreciation connected with a strong monetary expansion in major developed economies as
well as uncertainty related to economic developments abroad spoke also in favour of keeping the interest
rates unchanged.

A motion to raise the NBP interest rates by 50 basis points was put forward at the meeting. The motion
did not pass. Also a motion to raise the NBP interest rates by 25 basis points was put forward at the
meeting. The motion did not pass. The Council kept the interest rates unchanged: the reference rate at
3.50%, the lombard rate at 5.00%, the deposit rate at 2.00%, the rediscount rate at 3.75% and the discount
rate at 4.00%.

Minutes of the Monetary Policy Council decision-making meeting held on 22 December 2010

At the meeting, the Monetary Policy Council discussed issues related to developments in the external
environment of the Polish economy, the outlook for domestic economic growth and inflation, and the
situation in the public finance sector.

While addressing the external developments it was pointed out that the recovery in the global economy
continued, with a slight acceleration of GDP growth in 2010 Q3 in the United States and slower GDP
growth in the euro area. At the same time, a deepening divergence in the economic situation among EU
Member States was stressed, in particular, favourable economic conditions observed in Germany, Great
Britain and France, the main recipients of Polish exports, contrasted with the intensification of problems
in the EU peripheral countries. Some Council members emphasized that positive economic develop-
ments in major trading partners of Central and Eastern European countries translated into higher eco-
nomic growth forecasts for those countries, including Poland.

Members of the Council pointed out that tensions connected with the deep fiscal imbalance gradually
spread to other countries and in the future might affect major developed economies. In this context it was
argued that further turmoil in the financial markets is possible, which might limit the scale of the capital
inflow to the emerging economies, including to Poland. At the same time some Council members em-
phasized that the necessary reduction of the fiscal imbalance in the euro area countries in the short term
would contribute to the decline of GDP growth in those countries. Other members of the Council pointed
to the possibility of non-Keynesian effects of the planned fiscal tightening in the euro area countries.

Some members of the Council indicated that the expansionary monetary policy, including non-standard
measures undertaken by major central banks, coupled with improved sentiment in the financial markets
contributed to a strong rise in commodity prices in the global markets, thus intensifying long-term ten-
dencies. This, in turn, boosted the cost pressure and thereby also inflationary pressure in the emerging
economies, which translated into high PPI growth in Central and Eastern European countries, including
Poland. In the longer term, the expansionary monetary policy and long-term upward trends in com-
modity prices might lead to an inflation rise also in the developed economies. Those Council members
argued that those conditions should be taken into account in the conduct of monetary policy. In particu-
lar, monetary policy should take into account that the growing demand for commodities from develop-
ing countries would support further rises in their prices in the medium and long term. Other members of
the Council reasoned that the rise in the world prices would be a factor beyond the impact of the mone-
tary policy conducted by central banks of countries regarded as small open economies.

Members of the Council pointed to a gradual acceleration of economic growth in Poland which in 2010
Q3 exceeded expectations. Yet, some Council members assessed that subsequent quarters were not likely
to witness a marked increase in economic growth which was indicated by the lack of significant im-
provement in leading indicators of business sentiment. GDP growth might also be curbed by the an-
nounced tightening of the fiscal policy. Those Council members emphasized that there was persistent
uncertainty about the sustainability of GDP growth acceleration, connected with a possible weakening of
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households’ consumption growth at the beginning of 2011, when factors which strengthened it on a tem-
porary basis would fade away. Yet, other members of the Council assessed that factors weakening con-
sumption growth would be offset by a gradual improvement in the labour market situation, including
growing employment, which would have a positive impact on the consumer sentiment.

Among the factors increasing the uncertainty about the sustainability of economic growth acceleration
some members of the Council mentioned the hitherto observed absence of recovery in corporate invest-
ment. They pointed out that the investment activity of enterprises might be curbed by the uncertainty
about the situation in the external environment of the Polish economy, limited lending, relatively high
fiscal burden, as well as by administrative and legal barriers. However, other members of the Council
pointed out that the level of production capacity utilization in the economy had been growing steadily
and at that time slightly exceeded the long-term average which should support the recovery in invest-
ment demand. The good liquidity situation of enterprises, especially large ones that invest more than
small and medium-sized companies, may also be a factor contributing to a rise in investment.

While addressing inflation, some members of the Council emphasized that although CPI inflation de-
clined slightly in November 2010 it was still running above the inflation target of 2.5%. Moreover, due to
a rise in the majority of VAT rates and an increase in the prices of energy the coming months may be ex-
pected to bring a rise in inflation. While analyzing the risk that heightened inflation persists those mem-
bers of the Council pointed out that this risk was enhanced by the gradually increasing GDP growth
which, in their opinion, was likely to exceed potential output growth in the subsequent quarters. Accord-
ing to those members of the Council, a factor which, on the one hand, boosts demand and, on the other
hand, is likely to weaken potential output growth are zloty exchange rate developments. Some Council
members also pointed out that heightened inflation might be supported by adaptive inflation expecta-
tions. Other members of the Council argued that the hitherto observed rise in inflation was mainly dri-
ven by supply-side factors, that are to a large extent beyond the impact of monetary policy. In the opi-
nion of those Council members, the absence of a clear demand pressure is indicated by the still low and
stable level of core inflation net of food and energy prices. Those members also emphasized that the
moderate scale of the expected inflation rise in the coming quarters would reduce the risk that heigh-
tened inflation persists.

While discussing the situation in the labour market, some members of the Council indicated that the still
low wage growth and relatively high unemployment rate - driven, among other things, by a rise in eco-
nomic activity - would limit the rise in wage pressure, and, in consequence, also inflationary pressure.
Those members pointed out that according to the results of the NBP's survey there was a considerable
decline in the number of the employed who are to benefit from wage increases in 2011 Q1. Yet, other
members of the Council argued that due to the growing number of the long-term unemployed the high
level of unemployment rate will curb wage growth to an ever lesser extent.

Some members of the Council also emphasized that the impact of the opening of the labour market in
Germany and Austria to Polish citizens in mid-2011 remains an important uncertainty factor with respect
to the size of the labour supply. Other members of the Council indicated that as the differences in wages
offered in Poland and abroad shrank, incentives to economic migration became weaker and, as a result,
the opening of the German and the Austrian labour markets should not result in a considerable outflow
of labour from Poland; it should rather lead to the legalization of employment of Poles already working
in Germany and Austria.

While addressing bank lending, some members of the Council pointed out that monthly increases in
housing loans to households were close to the ones observed during the credit boom of 2007-2008, and
the annual growth in those loans markedly exceeded disposable income growth considered neutral with
respect to the risk of rising inflation. Moreover, in the opinion of those Council members, the acceleration
in economic growth increased the risk of excessive lending growth in the future as, on the one hand, it
encourages banks to ease their lending conditions and, on the other hand, it results in increasing private
sector demand for credit. Other members of the Council emphasized that the increase in lending to en-
terprises remained very limited, and a significant increase of irregular loans in banks' portfolio might
urge banks to tighten their lending policies, which would counteract the revival in lending. It was also
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pointed out that the availability of foreign currency loans to households was very important for the effi-
ciency of the domestic monetary policy.

While analyzing the situation in the public finance sector, some Council members pointed out that the
scale of the planned fiscal tightening in Poland in 2011-2012 was lower than in other European countries
with a similar level of the public finance deficit. In the opinion of those Council members, amidst high
borrowing needs of many countries, this may have a negative impact on Poland's ability to raise funds
from foreign investors to finance public debt. Other members of the Council assessed that the scale of fis-
cal tightening in Poland in 2011 would not be lower than in the majority of European countries. Some
members of the Council emphasized that apart from a limited reduction of the fiscal imbalance in Poland,
also a possible change in the rules of allocating old-age pension contributions between the repartition
and the capital funded part of the pension system might contribute to deterioration in investor confi-
dence, increasing, as a result, the volatility of the zloty exchange rate and of financial instruments prices.
Yet, other Council members assessed that introducing changes to the pension system might improve the
credibility of the Polish economy.

While discussing the level of interest rates in the Polish economy some Council members indicated that
the risk of inflation running above the NBP inflation target in the medium term, which increases along
with the gradual acceleration of economic growth, justified starting the cycle of gradual tightening of the
monetary policy at the current meeting. Those Council members also argued that increasing interest
rates before the expected inflation rise would support the stabilization of inflation expectations of eco-
nomic agents. At the same time some members of the Council emphasized that the lower than in the past
zloty exchange rate sensitivity to the interest rate differential raises the costs of a possible too late a reac-
tion of the central bank to the inflationary pressure.

Other members of the Council pointed out that wage and demand pressures continued to be limited,
there were no signs of revival in lending and the hitherto observed and expected in the short term rise in
inflation resulted mainly from factors beyond the impact of monetary policy. In the opinion of those
Council members those arguments justified keeping the NBP interest rates unchanged. At the same time,
some of those members of the Council emphasized that a rise in economic growth increasing the risk of
inflation continuing above the inflation target in the medium term might require monetary policy tigh-
tening in near future. Yet, gradual increasing of the NBP interest rates should start after some improve-
ment in the financial market sentiment.

A motion to raise the NBP interest rates by 25 basis points was put forward at the meeting. The motion
did not pass. The Council kept the interest rates unchanged: the reference rate at 3.50%, the lombard rate
at 5.00%, the deposit rate at 2.00%, the rediscount rate at 3.75% and the discount rate at 4.00%.
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Appendix 6

Voting records of Monetary Policy Council
members on motions and resolutions in

2010

¢ Date: 16 March 2010

Subject matter of motion or resolution:

Resolution No. 1/RPP/2010 on the stance of the Monetary Policy Council on Poland's partici-
pation in a temporary increase in the assets of the International Monetary Fund.

Voting of the MPC members:

For: S. Skrzypek Against: A. Bratkowski
E. Chojna-Duch J. Hausner
Z. Gilowska A. Rzorca
A. Glapinski J. Winiecki
A. KaZmierczak A. Zielitiska-Gtebocka

¢ Date: 30 March 2010

Subject matter of motion or resolution:

Resolution No. 1/2010 changing the resolution on the principles for creating and unwinding
provisions against the foreign exchange risk of the zloty against foreign currencies at the Na-
tional Bank of Poland.

Voting of the MPC members:

For: A. Bratkowski Against: S. Skrzypek
E. Chojna-Duch Z. Gilowska
J. Hausner A. Glapinski
A. Rzonca A. Kazmierczak
J. Winiecki

A. Zielinska-Glebocka
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Date: 20 April 2010

Subject matter of motion or resolution:

Resolution No. 2/2010 changing the resolution on the principles for creating and unwinding
provisions against the foreign exchange risk of the zloty against foreign currencies at the Na-
tional Bank of Poland.

Voting of the MPC members:

For: A. Bratkowski Against: P. Wiesiotek
E. Chojna-Duch Z. Gilowska
J. Hausner A. Glapinski
A. Rzorica A. Kazmierczak
J. Winiecki

A. Zielinska-Glebocka

Date: 20 April 2010

Subject matter of motion or resolution:

Stance of the Monetary Policy Council on the way of interpretation by the Management Board
of the National Bank of Poland of the MPC Resolution No. 9/2006 of 19 December 2006 on the
principles for creating and unwinding provisions against the foreign exchange risk of the zloty
against foreign currencies at the National Bank of Poland.

Voting of the MPC members:

For: A. Bratkowski Against: P. Wiesiotek
E. Chojna-Duch Z. Gilowska
J. Hausner A. Glapinski
A. Rzorica A. Kazmierczak
J. Winiecki

A. Zielinska-Glebocka

Date: 27 April 2010

Subject matter of motion or resolution:

Resolution No. 3/2010 on approving the Annual Financial Report of the National Bank of Pol-
and prepared as of 31 December 2008.

Voting of the MPC members:

For: P. Wiesiotek Against: A. Bratkowski
E. Chojna-Duch J. Hausner
Z. Gilowska A. Rzorca
A. Glapinski J. Winiecki

A. KaZmierczak A. Zieliniska-Gtebocka



* Date: 28 April 2010

Subject matter of motion or resolution:

Resolution No. 2/RPP/2010 on the stance of the Monetary Policy Council on the IMF Flexible
Credit Line.

Voting of the MPC members:

For: A. Bratkowski Against: P. Wiesiotek
E. Chojna-Duch Z. Gilowska
J. Hausner A. Glapinski
A. Rzorica A. Kazmierczak
J. Winiecki

A. Zielitiska-Gtebocka

* Date: 18 May 2010

Subject matter of motion or resolution:

Resolution No. 4/2010 on approving the report on monetary policy implementation in 2009.
Voting of the MPC members:

For: P. Wiesiotek Against:
E. Chojna-Duch
Z. Gilowska
A. Glapinski
J. Hausner
A. Kazmierczak
A. Bratkowski, A. Rzonca and J. Winiecki did not particpate in the voting.
A. Zieliniska - Glebocka was absent.

* Date: 18 May 2010

Subject matter of motion or resolution:

Resolution No. 5/2010 on the evaluation of the activities of the NBP Management Board as re-
gards the implementation of the monetary policy guidelines for the year 2009.

Voting of the MPC members:

For: P. Wiesiotek Against:
E. Chojna-Duch
Z. Gilowska
A. Glapinski
J. Hausner
A. Kazmierczak
A. Bratkowski, A. Rzorica and J. Winiecki did not particpate in the voting.
A. Zieliniska - Glebocka was absent.
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Date: 24 May 2010

Subject matter of motion or resolution:

Resolution No. 6/2010 on approving the report on the operations of the National Bank of Pol-
and in 2009.

Voting of the MPC members:

For: P. Wiesiotek Against: ]. Hausner
E. Chojna-Duch A. Rzorica
Z. Gilowska J. Winiecki
A. Glapinski A. Zielinska-Glebocka

A. KazZmierczak

Date: 30 June 2010

Subject matter of motion or resolution:

Motion to preserve the current formulation in the Information referring to the informal mone-
tary policy bias, that is to keep the following wording: “The Council assesses the probability of
inflation running below and above the inflation target in the medium term to be similar.”

MPC decision:

Motion did not pass.

Voting of the MPC members:

For: E. Chojna-Duch Against: M. Belka
Z. Gilowska A. Bratkowski
A. Glapinski J. Hausner
A. Kazmierczak A. Rzorica

J. Winiecki
A. Zielinska-Glebocka

Date: 30 June 2010

Subject matter of motion or resolution:

Motion to change the informal monetary policy bias from neutral to tightening, in line with
the proposed wording: “The Council assesses the probability of inflation running above the
inflation target in the medium term to be higher than the probability of its running below the
target.”

MPC decision:

Motion did not pass.

Voting of the MPC members:

For: A. Bratkowski Against: M. Belka
J. Hausner E. Chojna-Duch
A. Rzofica Z. Gilowska

A. Glapinski

A. KaZmierczak

J. Winiecki

A. Zielinska-Glebocka



¢ Date: 30 June 2010

Subject matter of motion or resolution:

Proposal to rephrase the fragment concerning the informal monetary policy bias and include
the following wording in the Information: “The Council assesses that the probability of infla-
tion running above the inflation target in the medium term is rising.”

MPC decision:
Motion did not pass.
Voting of the MPC members:
For: A. Bratkowski Against: M. Belka
E. Chojna-Duch Z. Gilowska
J. Hausner A. Glapinski
A. Rzorica A. Kazmierczak
J. Winiecki

A. Zielinska-Glebocka

Date: 30 June 2010

Subject matter of motion or resolution:

Proposal to replace the current wording of the Information presenting the assessment of the
probability of inflation running above or below the inflation target with the following sen-
tence: “The Council discussed the factors which may be reinforcing inflationary pressures in
the medium term.”

MPC decision:
Motion was passed

Voting of the MPC members:

For: M. Belka Against: E. Chojna-Duch
A. Bratkowski J. Hausner
Z. Gilowska A. KaZmierczak
A. Glapinski A. Rzonca
J. Winiecki

A. Zielinska-Glebocka

Date: 23 August 2010

Subject matter of motion or resolution:

Resolution No. 3/DOR/2010 to appoint a certified auditor to audit NBP annual financial
statement for business years 2010, 2011 and 2012.

Voting of the MPC members:

For: M. Belka Against: E. Chojna-Duch
A. Bratkowski A. Rzofica
Z. Gilowska J. Winiecki
A. Glapinski A. Zielifiska-Glebocka
J. Hausner

A. Kazmierczak
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* Date: 24 August 2010

Subject matter of motion or resolution:

Motion to raise the required reserve rate from 3% to 3.5%.

MPC decision:
Motion did not pass.
Voting of the MPC members:
For: Z.Gilowska Against: M. Belka
A. Glapinski A. Bratkowski
A. Kazmierczak E. Chojna-Duch
J. Hausner
A. Rzonca
J. Winiecki

A. Zieliniska-Gtebocka

* Date: 24 August 2010

Subject matter of motion or resolution:

Motion to raise the NBP interest rates by 0.50 percentage point.

MPC decision:

Motion did not pass.

Voting of the MPC members:

For: A. Bratkowski Against: M. Belka
Z. Gilowska E. Chojna-Duch
A. Glapinski J. Hausner
A. Rzonca A. Kazmierczak

J. Winiecki

A. Zielinska-Glebocka

* Date: 28 September 2010

Subject matter of motion or resolution:

Resolution No. 8/2010 on setting the ceiling for liabilities arising from loans and credits
drawn by the NBP at foreign banking and financial institutions.

Voting of the MPC members:

For: M. Belka Against:
A. Bratkowski
E. Chojna-Duch
Z. Gilowska
A. Glapinski
J. Hausner
A. Kazmierczak
A. Rzofica
J. Winiecki
A. Zieliniska-Gtebocka



* Date: 29 September 2010

Subject matter of motion or resolution:
Resolution No. 7/2010 on adopting Monetary Policy Guidelines for 2011.
Voting of the MPC members:

For: M. Belka Against:
A. Bratkowski Z. Gilowska
E. Chojna-Duch A. Glapinski
J. Hausner A. Kazmierczak
A. Rzonca
J. Winiecki

A. Zielitiska-Gtebocka

* Date: 29 September 2010

Subject matter of motion or resolution:
Motion to raise the NBP interest rates by 0.50 percentage point.
MPC decision:

Motion did not pass.
Voting of the MPC members:
For: A. Bratkowski Against: M. Belka
J. Hausner E. Chojna-Duch
A. Rzorica Z. Gilowska
J. Winiecki A. Glapinski
A. Zielinska-Glebocka A. Kazmierczak

¢ Date: 27 October 2010

Subject matter of motion or resolution:
Motion to raise the NBP interest rates by 0.50 percentage point.
MPC decision:

Motion did not pass.

Voting of the MPC members:

For: A. Bratkowski Against: M. Belka
J. Hausner E. Chojna-Duch
A. Rzorca Z. Gilowska
J. Winiecki A. Glapinski

A. Zielinska-Glebocka A. Kazmierczak
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Date: 27 October 2010

Subject matter of motion or resolution:

Resolution No. 9/2010 amending the resolution on the required reserve rate and the renuma-
ration of required reserve rate.

MPC decision:
The MPC raised the required reserve rate from 3.0% to 3.5%.
Voting of the MPC members:

For: M. Belka Against: A. Bratkowski
E. Chojna-Duch J. Hausner
Z. Gilowska A. Rzorica
A. Glapinski J. Winiecki
A. KaZmierczak A. Zieliniska-Gtebocka

Date: 17 November 2010

Subject matter of motion or resolution:

Resolution No. 10/2010 on approving the Financial Plan of the National Bank of Poland for
2011.

Voting of the MPC members:

For: M. Belka Against:
A. Bratkowski
E. Chojna-Duch
Z. Gilowska
A. Glapinski
J. Hausner
A. Kazmierczak
A. Rzonca
J. Winiecki
A. Zielinska-Glebocka

Date: 23 November 2010

Subject matter of motion or resolution:

Motion to raise the NBP interest rates by 0.50 percentage point.

MPC decision:

Motion did not pass.

Voting of the MPC members:

For: ]. Hausner Against: M. Belka
A. Rzonca A. Bratkowski
J. Winiecki E. Chojna-Duch
A. Zielinska-Glebocka Z. Gilowska

A. Glapinski
A. KazZzmierczak



¢ Date: 23 November 2010

Subject matter of motion or resolution:

Motion to raise the NBP interest rates by 0.25 percentage point.

MPC decision:

Motion did not pass.

Voting of the MPC members:

For: ]. Hausner Against: M. Belka
A. Rzorica A. Bratkowski
J. Winiecki E. Chojna-Duch
A. Zielinska-Glebocka Z. Gilowska

A. Glapinski
A. KazZzmierczak
Date: 14 December 2010

Subject matter of motion or resolution:

Resolution No. 11/2010 amending the resolution No. 16/2013 from 16 December 2003 on ac-
counting principles, the layout of balance sheet assets and liabilities and profit and loss of the
National Bank of Poland.

Voting of the MPC members:

For: M. Belka Against:
A. Bratkowski
E. Chojna-Duch
Z. Gilowska
A. Glapinski
J. Hausner
A. Kazmierczak
A. Rzonca
J. Winiecki
A. Zieliniska-Gtebocka

Date: 14 December 2010

Subject matter of motion or resolution:

Resolution No. 12/2010 on the principles for creating and releasing provision against the for-
eign exchange rate risk of the zloty at the National Bank of Poland.

Voting of the MPC members:

For: M. Belka Against:
A. Bratkowski
E. Chojna-Duch
Z. Gilowska
A. Glapinski
J. Hausner
A. Kazmierczak
A. Rzonca
A. Zielinska-Glebocka
J. Winiecki did not particpate in the voting.
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* Date: 22 December 2010

Subject matter of motion or resolution:

Motion to raise the NBP interest rates by 0.25 percentage point.

MPC decision:

Motion did not pass.

Voting of the MPC members:

For: A. Bratkowski Against: M. Belka
A. Rzorica E. Chojna-Duch
J. Winiecki Z. Gilowska
A. Zielifiska-Glebocka A. Glapinski

A. Kazmierczak
J. Hausner was absent.

* Date: 22 December 2010

Subject matter of motion or resolution:

Resolution No. 13/2010 amending the resolution on the level of the reference rate, lombard
rate, deposit rate and rediscount rate of the National Bank of Poland.

Voting of the MPC members:

For: M. Belka Against:
A. Bratkowski
E. Chojna-Duch
Z. Gilowska
A. Glapinski
A. Kazmierczak
A. Rzonca
J. Winiecki
A. Zieliniska-Gtebocka
J. Hausner was absent.



