- Bank Zachodni WBK

& Grupa Santander

INSTANT COMMENT

18 August 2016

Weak data on activity at the start of Q3

Data on economic activity at the start of 3Q were below our expectations (not to mention market consensus). Industrial production
was particularly disappointing, showing the decrease in annual terms (including the manufacturing sector), below all market
forecasts. Although the figure was affected by a number of working days (minus two as compared with July 2015), the seasonally
adjusted annual growth of industrial production was at a mere 1.6% (a half of average growth in 1H16). Construction output was
also below forecasts (sharp fall by close to 20% y/y) and retail sales growth in real terms was at 4.4% (5.4% consensus, 5.0% our
forecast). We expect the improvement in the data for August, but todays’ release support our story of no GDP growth acceleration
in 2H16. Recently we revised our forecast for GDP (c3% yly in 2016 and below 3% in 2017). The data should be regarded as
positive for the rates market, supporting the market to price-in monetary easing (although we do not think it will materialise) and
are negative for the zloty (we see EURPLN back to above 4.30).

2 Output growth, %YoY Industrial production down, construction sharply down

Industrial production for July disappointed, showing a fall by 3.4% y/y against our forecast of
0.5% growth and market consensus at 0.9%. The release was below all market forecasts.
Although in July we had a negative effect of working days (two less as compared with July
2015), the seasonally adjusted figure showed a very low growth of only 1.6% yly (as
compared to the average of 3.4% in Jan-Jun period). The manufacturing sector’s output also
declined (by 2.8% yly), but overall output growth was negatively affected to a larger extent
by mining (down 8.7% yl/y) and utilities sectors (down 9.1%Y/y).
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I Construction output for July was also below expectations, going down by 18.8% yl/y (our
” forecast -17.2%, median forecast -15%). The fall in annual terms was widely expected, but
this was the eight consecutive negative surprise in this release. The seasonally adjusted
output growth in construction sector amounted to -14.3%, which was slightly below the
average from the first half of the year.

Industrial output
Construction output

Industrial output (s.a.) Retail sales rose 4.4% yly in real terms in July, below our forecast (5.0% yly) and market

Retail sales robust, but below consensus

2 Construction output (s2.)  5nsensus (5.4% yly). Retail sales grew slower than in June when it advanced by 6.5% yly.
Retail sales (% yly) - Qeta}i!ed data showgd that results in particylar categories were near our expectations _and a

10 7 contributions of categories significant deceleration was recorded only in sales of autos that rose only by 1.9% yly in real
terms, the slowest growth since February 2015 (and vs 13% on average in 1H16). Pace of

8 1 growth in all categories but “others” was slower vs June and this seems to confirm our thesis

that robust growth in June was boosted by the positive effect of working days and holidays.

Retail sales growth remains solid, as the only negative surprise responsible for slowdown as
compared to June was connected with car sales. We expect retail sales growth of 4-5% to
be maintained in the following months, which would support our forecast of private
consumption growth acceleration in the second half of the year. However, notice that data
on retail sales do not show an impact of the so-called 500+ program (children benefit)
despite the fact that until July a large part of money was already distributed (for period April-
July i.e. 4 months!).

-4 - Press + books All in all, we maintain our view that private consumption acceleration in the second half of

_éfoﬁ'ri]?;‘gces the year (strong labour market, social transfers) will not be enough to offset a weakness in
' Drugs + cosmetics exports (manufacturing production) and investments (construction). We maintain our
_E:ff recently-changed GDP growth forecasts of around 3% for the remainder of the year (and a
s Food + non-specialised year as a whole) and below 3% for 2017.
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Inflation, %YoY Producer prices gradually up

In July inflation PPI fell by 0.4% yly (after decline by 0.8% y/y in June after revision) and by
0.1% m/m. On monthly basis this resulted from a decline in electricity, gas, steam and air
—PPI conditioning supply(-0,4%) and in manufacturing (-0.2%). July was a second month in a row
——PPImanufacturing  of decreasing prices in manufacture of coke and refined petroleum products (-5.1%), mainly
due to fall in crude oil prices on international market (in July Brent prices fell by c7% m/m).
On annual basis prices fall in nearly all categories, while in water supply; sewerage, waste
management and remediation activities prices grew by 1.2%.

CPI

All in all, we expect gradual upward trend in inflation PPI, which should be on the positive
territory in September. Our baseline scenario assume PPl at c1% y/y in December.

This publication has been prepared by Bank Zachodni WBK S.A. for information purposes only. It is not an offer or solicitation for the purchase or sale of any financial instrument. Information presented in the
publication is not an investment advice. All reasonable care has been taken to ensure that the information contained herein is not untrue or misleading. But no representation is made as to its accuracy or
completeness. No reliance should be placed on it and no liability is accepted for any loss arising from reliance on it. Forecasts or data related to the past do not guarantee future prices of financial instruments or
financial results. Bank Zachodni WBK S.A.. its affiliates and any of its or their officers may be interested in any transactions. securities or commodities referred to herein. Bank Zachodni WBK S.A. or its affiliates may
perform services for or solicit business from any company referred to herein. This publication is not intended for the use of private investors. Clients should contact analysts at and execute transactions through a Bank
Zachodni WBK S.A. entity in their home jurisdiction unless governing law permits otherwise. Copyright and database rights protection exists in this publication.

Additional information is available on request. Please contact Bank Zachodni WBK S.A., Economic Analysis Department, al. Jana Pawta Il 17, 00-854, Warsaw, Poland, phone +48 22 534 18 88, email
ekonomia@bzwbk.pl, http://www.bzwbk.pl.



