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Weak sales, but still not the end of the world L

Retail sales growth decelerated in November to 2.4%Yo Y, while unemployment rate climbed to 12.9%. These
figures joined set of worse-than-expected data rele  ased this month and they show that economic slowdow n
may be deeper than expected by the market. Weakness of consumer demand and further deterioration of
labour market conditions will surely not be support ive for “inflation persistence”, one of the main co ncerns of
the MPC. However, we still doubt if the Council will decide for a cut deeper than 25bps at the upcoming
meeting in January (even though the cut itself seem s to be a done deal).

Consumer demand still weak

Growth of retail sales slowed in November to 2.4%YoY from 3.3%YoY in October.
This is another publication of this month, which turned out to be weaker than

Retail sales, %YoY

25 - retail sales nominal terms
expected — our forecast was 2.9% and market consensus was 2.8%. The
retail sales real terms . . . . . . .
increase in retail sales in constant prices (amounting 0.7%YoY) slightly
real turnover in retail trade . . . . .
20 - accelerated as compared with the two previous months, but this growth is still

close to zero, indicating that consumer demand remains stagnant. It is interesting
that retail sales’ deflator fell much more than CPI inflation (to 1.7%YoY from 2.8%
in October), which indicates a fast downward pressure on prices in the trade,
probably as a result of the weakness in demand. Compared to October, the
biggest deterioration of the sales growth has been recorded in newspapers and
books, vehicles and fuels. The improvement was recorded in the sales of clothing
and footwear, food and beverages, pharmaceuticals and cosmetics. According to
our estimates, nominal retail sales growth excluding vehicles and fuels
accelerated slightly to 2.3%YoY in November from ca. 2% in October.

All'in all, data on retail sales confirm that pace of GDP growth in Q4 will be clearly

below levels recorded in previous quarters. They indicate also that — contrary to
our expectations — the pace of growth of individual consumption may not rebound
that fast from the bottom seen in Q3. The weakness of consumption demand is

also confirmed by in data on retail trade turnover (that includes also small stores
and excludes sales of autos) which shows negative pace of annual growth
already since August. Our forecast of GDP growth for Q4 remains unchanged
(ca. 0.5%YoY) because weaker individual consumption may be offset by better
foreign trade balance.

Unemployment rising more than expected

Registered unemployment rate in November increased to 12.9%, stronger than
our and market expectations (12.8%). The number of unemployed people
reached the level of 2,058k and was 7.5% higher than in the same period of
2011, while unemployment rate climbed by 0.8pp in comparison with November
2011. Data show that negative tendencies on the Polish labour market are
intensified and the bottom of economic cycle is still ahead. It is worth emphasizing
that this strong increase in unemployment took place despite intervention by the
Labour Ministry, which has used additional resources from the labour fund in
September-November period offering subsidized work and trainings for almost
70k persons more than last year. In our opinion without this intervention the
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registered unemployment rate would have increased towards 13.5%. Details
about the registered unemployment are consistent with data from industrial sector
released on Tuesday. Today the CSO published the detailed data about
employment in enterprise sector, which shows that surprising decline in
employment resulted from a strong decrease in retail trade, which so far was
quite immune to slowing down. It might come from weaker purchases of
households.

We are expecting further increases of registered unemployment rate in the
upcoming months, to ca. 13.5% in December and even to 14% in January. Polish
labour market situation will remain weak and in our view some potential for
recovery can appear at the end of 2013 at the earliest. This weak situation will
adversely affect Polish households’ spending and pace of growth of private
consumption.
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