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Executive summary (macro)

® GDP growth accelerated much more than we expected in 2017, nearing 5% y/y in 3Q17 and probably around 4.5% on average
in the entire year. It was driven by very strong private consumption (first 500+, then healthy labour income and a lower savings
rate) and an exceptionally supportive external environment (solid recovery in the Euro zone) boosting Polish exports. The long-
awaited revival in investments started to materialise in 2H17, although slowly and mainly in the public sector. We expect
economic growth to remain decent in 2018, near 4%, still strongly supported by buoyant external demand and local consumers.
While we see reasons to expect a further rise in investments, We also see arguments why a rebound in this area could be only
moderate and less significant than in the corresponding period of the previous EU financial framework.

Unemployment fell to a record-low and the shortage of workers became a major headache for Polish companies and a key
barrier for further business expansion. Fortunately, immigration from Ukraine has not slowed and the labour participation rate has
been growing until recently, which helped to alleviate the problem. Nevertheless, it was not enough to stop wage pressure from
building up and we expect wage growth to accelerate further in the coming year, as the gap between demand for labour and
supply is likely to widen.

The surge in labour costs is very likely to push services prices higher and so we think that core inflation will trend up in 2018,
towards 2% yly. In case of headline CPI, we expect to see ups and downs, with a rise above the 2.5% target mid-year and then a
retreat, perhaps even below 2%, due to high base effects in food and energy prices.

Although several Monetary Policy Council members already see arguments for a policy tightening, we think the NBP president
and the majority of the Council will remain patient and the first 25bp rate hike will not take place before 4Q18, when the prospect
of inflation persistently exceeding the official target becomes much more tangible.

The fiscal situation in 2017 not only remained under control, but again proved to be much better than expected. The
government’s draft budget for 2018 assumes a moderate widening of the deficit, despite the good economic cycle, but as long as
economic growth is strong, the fiscal outlook is unlikely to unnerve investors or rating agencies.
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Executive summary (markets)

® The Polish zloty proved to be one of the best-performing emerging market currencies against the euro and the US dollar in 2017.
After more than two years of high volatility, in the last few months EUR/PLN has become much more stable. It seems the market
has already digested most of the risk factors, both as regards the global situation (monetary policy normalisation, US tax
reforms, Brexit) and Polish internal politics. We think that the PLN exchange rate is likely to fluctuate in a relatively narrow band
in the coming year, as it did in 2013-2014.

® In 2018, we expect bond yields to rise across the curve. In our view, the better part of this move will take place in 1H18. Despite
the CPI's temporary drop to c2% yl/y at the start of the year, stronger wage pressure and mounting core inflation may boost
expectations of a rate hike (we do not rule out that a first, unsuccessful, motion to hike rates could be tendered in 1Q18). This
process, together with the expected normalisation of monetary policy in the US, should push the whole curve up, particularly at
the long end. Higher yields may be also justified by a larger supply of bonds in the first quarter of 2018.

® |n 2H18, we expect some recovery at the long end of the yield curve. This should be supported by a slight weakening of
business climate indicators in the Euro zone.

® At the same time, we expect the trend of a falling cost-of-credit risk (reflected in the asset swap spreads and yield spreads vs.
German Bunds) to continue, owing to a still positive assessment of fiscal indicators.
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2017 Summary: Our expectations vs reality

V-shaped recovery with a blip in Q2 because of the working days

Economic growth has outperformed our forecasts by a wide margin

GDP effect. The scale of the recovery depends mostly on the performance | (likely to reach 4.5% vs the expected 2.7%), despite a sluggish
of investment. We see GDP growth back above 3% yly in 4Q. investment revival.
Strong consumption, at least in 1H17. Net exports neutral again, Consumption was even stronger than we had thought and
GDP breakdown despite a recovery in foreign trade. Investments picking up in 2H17 investments indeed started picking up in 2H. The inventory rise
after the absorption of EU funds speeds up. surprised on the upside again, while net exports were close to neutral.
Unemployment already close to natural rate. Job creation limited by Strong job creation continued, so the unemployment rate fell more
Labour market available labour supply. Wage acceleration. than expected and the labour shortage intensified. Wage pressure
only strengthened significantly at year-end.
Strong jump in 1Q17 to 1.5% due to a spike in commodity prices. Stronger inflation at the start of the year, followed by the expected
Inflation Stabilisation later in the year. stabilisation. Higher fuel & food prices caused a spike to 2.5% in

November, while core inflation (as expected) did not exceed 1%.

Monetary policy

Rates flat over the year. MPC under pressure at the turn of 2016/17
amid very low GDP growth, but members likely to hold back.

GDP quickly surprised on the upside, but the MPC adopted a 'wait-
and-see' mode, declaring interest rates stable until end-2018.

Fiscal policy

A central budget deficit of ¢.3% of GDP is relatively safe, given the
favourable growth breakdown (driven by consumption). General
government fiscal deficit slightly above 3%, however, because of
deficits at local government level.

State budget deficit may be as little as half the planned level at the
year-end. General government balance could even be below 2% of
GDP, unless the Ministry of Finance decides to introduce major shifts
in revenue/spending to “offload” next year’s budget.

Interest rate
market

In 2017, front end starting to price in hikes by the MPC (to
materialise in 2018). Long-term yields under upward pressure from
global markets.

MPC'’s dovish rhetoric kept rate hike expectations muted. Global
pressure on the Polish curve did not happen and the excellent budget
performance was very supportive for bonds.

FX market

Cyclicality of the Polish zloty will not be supportive at the start of
2017, some improvement in sentiment in 2H17.

The zloty rallied on the improving economic outlook and decreasing
geopolitical risk, with a correction in the second year-half.
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2018 Outlook: Our views and main risks

GDP

Growth has already peaked, but should remain solid, near 4%,
supported by a very favourable external environment and
accommodative domestic macro policies.

Main risk is external: an unexpected stagnation of solid growth in
Europe. Capacity constraint resulting from labour shortages may halt
economic expansion, despite strong demand.

GDP breakdown

Consumption is still the main driver of growth, with investments
growing moderately, fuelled mainly by local government spending.
Net exports close to neutral again and inventories slightly negative.

The biggest uncertainty sill concerns the investment outlook,
especially in the private sector. Increased tension between the US and
North Korea could disrupt international trade, affecting Polish exports.

Labour market

Jobless rate at record low and falling. Labour shortages intensifying
across the board, slowing employment growth and triggering further
acceleration of wage pressure, but also a rise in labour participation.

If the labour participation rate drops dramatically after the lowering of
the retirement age, labour market pressures would be much stronger.

Inflation

CPI topping the inflation target mid-year and retreating to ¢.2% in 2H
due to a high base effect. Higher labour costs and above-potential
growth fuelling a gradual pick-up of core inflation towards 2%.

Another strong rise in global commodity and food prices (or severe weather
anomalies again) would push the CPI substantially above target.

Monetary policy

Rising inflation and growing wage pressure could deepen the divide
in the MPC and trigger an interest rate hike before year-end, most
likely in November 2018.

If wage and inflationary pressures strengthen significantly and growth
surprises on the upside again, rate hike possible earlier (July 2018).

Fiscal policy

Fiscal budget still under control, even though the scope for further
improvement in tax collection seems limited.

Economic slowdown is still a threat, as the sharp improvement in the
fiscal situation was partly cyclical in nature. However, better tax
collection seems to be a structural improvement to some extent.

Interest rate
market

In 2017 the short end should start to price in rate hikes to be delivered
in 2018. The long end should be driven by global market mood.

Stronger pressure on Polish curve if monetary policy normalisation pushes
global yields up significantly.

FX market

Stabilisation of PLN in a narrow range, as improvement of macro
fundamentals and political uncertainty has been already priced-in.

Correction in stock markets could be a risk factor for the zloty.
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External environment — Extremely supportive

® At the end of 2017, EU business confidence seems to be high. The European sentiment indicators for the Euro zone
European Commission’s indicator of the production trend in the P - ‘;3/%
manufacturing sector is approaching the level last seen at the peak of 10 1 ‘ ‘
2006-07. Companies have remained optimistic for 49 months, the longest 13 e 80
in the history of the survey (started in 1985). 20 - ‘ -
® New order book indices are also approaching the levels of 2006-07. -30 |
However, the expansion period for order books was much shorter than for -40 - 70
production trends. It is worth noting that recently we have observed faster Zg —— Observed production trend - 65
growth in production and orders than we had back in 2006-07. This was ) —(C)fdef‘,tzoo‘;l',ev‘t‘jls )
- - = apacity utiization (rhs L
accompanied by high capacity utilisation (but lower than in 2006-07). Still, 0 9~ o rj; gé BE QRS QYYEJ T R~ 60
. - . . . cHeNcNeNcNecNecNcNeNcNeNcNeNecNeNEG NG ]
capacity utilisation is growing more slowly than output and orders. = <SS~ s~ s T v«
Source: European Commission, BZ WBK
® This data, combined with the fact that GDP growth was mainly fuelled by
domestic EU demand without a major acceleration of credit growth (0%- Euro zone - GDP growth estimates, %
2% yly), allows us to expect these positive trends will remain in 2018. z; |
® The picture of US economy looks similar, with unemployment at all-time 20 -
lows and moderate wage growth. Asia seems to be the most unstable 18 -
element of the global economy. This is because China is changing from 16 -
an export-driven model to a domestic-demand-driven one, which makes it 14
necessary for policymakers to address numerous tensions in the 12
financial and housing markets. 1.0 -

2017 2018 2019
OECD ' IMF mECB = Eur. Commission ®BZ WBK/Santander

Source: Bloomberg, BZ WBK
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GDP (1) — Huge positive surprise in 2017

® GDP growth in 2017 was probably close to 4.5% yly, much higher than .5 2017 GDP growth forecasts .
expected by us and by most market analysts one year ago. ' P
L 2
® Our forecasts, along with the Bloomberg consensus, has chased GDP 40 - . —
growth throughout the year. Our latest upward revision comes with this .
report. At the end of last year, we were more pessimistic than the market 35 1
and expected GDP growth below 3% y/y. In April, we became more —_ ®
optimistic than consensus. 301
o o ¢ & BZWBK ——Bloomberg
® In our 2017 Outlook for Poland, we were expecting GDP growth to 25 ,
bottom out in 4Q16 and take a V-shaped recovery path in 2017, with S s
. : . . . g &§ 8 8 5 §8 5§ 3 2 & 8 38 8
private consumption the main growth driver and rather weak investment, o > o = < = 5 < o © = o

not recovering until 2H17. While the general direction was correct, we Source: Bloomberg, BZ WK

. . 2017 GDP growth breakdown
have strongly underestimated the power of the revival. according to BZ WBK forecasts

® |n 2017, private consumption is likely to contribute 2.8pp to GDP growth
(vs our forecast of 2.3pp in our 2017 Outlook), and investment 0.6pp (vs
0.3pp). We were right about almost neutral contribution of net exports.

I —
I
e
Inventories proved our biggest missed call, as they are likely to contribute -
+0.6pp versus our expectations of -0.4pp. We thought that the big rise in ¢ |
inventories in 2016 (+1.2pp contribution to GDP growth) would be .

N w E (&)]
1

reversed as higher demand would make companies destock. ;| Dec-16 Dec-17
| Private consumption Other consumption
= |Investment Inventories
m Net export @ GDP growth

Source: BZ WBK

Bank Zachodni WBK

& Grupa Santander


https://static3.bzwbk.pl/asset/m/_/e/m_eng_2016_12_68012.pdf
https://static3.bzwbk.pl/asset/m/_/e/m_eng_2016_12_68012.pdf
https://static3.bzwbk.pl/asset/m/_/e/m_eng_2016_12_68012.pdf
https://static3.bzwbk.pl/asset/m/_/e/m_eng_2016_12_68012.pdf
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GDP (2) — 2018 still decent, but the peak is behind us

® In 2018, we expect GDP growth to decelerate slightly and reach 4.0% yly
on average (the current Bloomberg consensus is at 3.7% yly).

Strong consumption, driven by a booming labour market and high growth
in disposable incomes, should remain the main engine of GDP growth.
Investment should show a stronger revival, yet its expansion is likely to
be capped by rising capacity constraints in construction. Both exports and
imports should post decent growth rates, given the positive global
economic outlook, a revival in international trade, and strong domestic
demand. The contribution of net exports should again be close to zero on
average, in our view. We also forecast a minor drop in inventories.

The following slides show our scenario for the main components of
growth in more detail: investments, consumption and the labour market
situation, and exports in a global context.

10 - GDP growth in Poland (% yly)

4 = Private consumption [ Public consumption
s |nvestment Inventories
mm Net exports e GDP
Source: GUS, BZWBK
GDP growth and its components, % yly
12
10
8

6 A

: TriudHl
; iIIIIIII[InIAi
2 frecleefns
: 5323b3pas
4 @ ™ o’)i

-6
-8 = Domestic demand
= |ndividual consumption
-10 Fixed Investments

Source: GUS, BZWBK
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Investments — Delayed recovery (1)

® |n 3Q17, investment rose 3.3% vyly, after six quarters of negative or near- Investment in CEE countries (2015=100, s.a.)
zero growth. The recovery is finally here, but is weaker than expected. 120 Other CEE
L . .. . 115 = Czech Republi
" The slump in investment in 2016 was visible in almost all CEE o lejizaryer’“ ic
economies. Other CEE countries, however, witnessed a U-shaped = Poland

. . 105 - /e
investment cycle and their outlays have already returned to 2015 levels. e
. . . 100 - yl x
In Poland, we can see an L-shape profile and 3Q17 investment spending o5 7 S
(in constant prices) was still about 5%, below the 2015 average. %

® The financial situation of Polish companies remains positive, while g |
financing conditions are favourable and banks are reporting rising g -
demand for investment loans. Volumes of EU-financing contracts also 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16 4Q16 1Q17 2Q17 3Q17
accelerated strongly in 2017. Capacity utilisation in the economy is high, Source: Eurostat, BZWBK
so investments are needed to match growing demand. These factors

make us believe that the investment recovery will gain strength in the Fixed investment: actual vs expected
quarters to come. 25

® However, companies do not plan a major increase in investments in ?2
2018. Moreover, we see only minor upward potential for construction and 4
this will, in our view, limit investment in building in 2018. Also, rising 5 \ A
construction costs may lead companies and the government to cut their 0 /.

4
investment plans. To sum up, we are expecting the recovery to gain -5 2011 % a3 2014 2015 §7 207 2018

strength and investment to grow by 6.0% y/y in 4Q17 and 5.9% on -10
average in 2018, with a decelerating profile, at least in construction. —— Fixed investments ~ ====EC Investment survey

Source: European Commission, GUS,, BZWBK
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Investments — Delayed recovery (2)

® Slump in CEE investment in 2016 was mostly an effect of the transition
period between two EU financing frameworks. This weighed on public
investment. Poland lags its CEE peers, mostly due to the fact that private
investment fell as well.

The breakdown by asset type shows that the recovery in 3Q17 was
visible only in construction, up 7.1% yly, while investment in machinery
and transport equipment was still sluggish. Non-housing-related
construction posted a major upturn and this, is in our view, related mostly
to an improvement in public investment, in particular in local
governments, where spending increased 44.5% y/y in nominal terms in
3Q17. According to our estimates, private investment remains stagnant,
with the exception of households, which are investing heavily in the
booming housing market.

Local governments are the forerunners of the investment recovery and
we are expecting other sectors to follow suit. Private investment is highly
correlated with local government outlays. The highest correlation is with
private investment, which lags local government by two to three quarters.
This suggests that a recovery in private investment should start in
4Q17 and show some real strength in mid-2018.

15

10 -

10 A

-15 -

15

Breakdown of investment growth by type

Intelectual property

mmm Agriculture
Machinery and equipment

mmmm Transport equipment

mm Other buildings

mmmm Dwellings

e Total fixed assets

Source: Eurostat, BZWBK
Breakdown of investment growth by sectors

mmmm Households
mmmm Companies
Central government
== [ ocal governments
= Total investment

Note: shaded areas - BZ WBK

forecasts
Source: Eurostat, BZWBK
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Construction is hitting capacity constraints (1)

® |In 2017, construction was a strong driver of GDP and investment, with Situation in construction
double-digit growth of output and about 1.0pp contribution to total gross "~ | _LabOL‘tLp"OSUCtiVitlyir‘zgﬁ’gft{ggtion companies employing
value added growth. Note, however, that such rapid growth was partly the 165 - —ggggcitﬂtiliggggrs’% -
result of the very low base effect, as 2016 saw a big slump in this sector. 445 | ——value added per employee in construction, national accounts
In our view, 2018 will not be that strong and construction output will slow data, 2010=100
down as the sector is close to its capacity constraints. 15 1

Construction output in the corporate sector is about 20% lower than in the
peak of 2011-2012, and so is the employment in this sector. Labour 65 -
productivity as measured by output per employee is only 6% below all- 4,

time high recorded in early 2015. Value added per employee already at S s 8 8 2 - & 2 = 2 2 =
. : . _ . e § § § § &§ § 8§ § &8 &8 & &
all-time highs. The Statistics Office’s reported capacity utilisation in A
. . . . . Source: GUS, Eurostat, BZWBK
construction sits only 3pp below all-time high recorded in 2007. N Investment in construction vs construction

. . . . output, % yly v
In our view, a strong growth of output in construction would require i

significant capacity extension. This, however, will be hard to do. First,
reported shortages of labour and vacancies in construction are among
the highest across sectors and chances for attracting sizeable inflow of
more people are slim, at least without significant increase in wages. We
are also skeptical about further improvement in labour productivity, given
lacklustre investment in machinery and equipment in 2016 and 2017.

® Therefore, we expect construction output and investment in
buildings to slow down from double-digit growth in 1Q18 towards 30

e Construction investment === Construction output
5% yly at the year-end.

Source: Bloomberg, BZ WBK
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Construction is hitting capacity constraints (2)

® Problems faced by construction industry are already visible in the hard GDDKIA tenders, PLNmn
data. First, big WSE-listed construction companies report rising backlogs 35
and rising costs, which consume margins. Second, tenders by GDDKIA g, | ™ totalvalue

are failing at an increasing rate. 050 | Wcontracted

® GDDKIA is a state-owned agency controlling road building in Poland that 200 -
organises tenders for contractors and secures financing. GDDKIA is also 150 -
a big user of EU funds: it is the biggest beneficiary of financing contracts, 100 -
accounting for PLN48.0bn out of PLN242.8bn signed so far (end of 350 -

November). 0 -
2016 - finished 2017 - finished tenders 2017 - finished and in
® We have analysed GDDKiA completed construction tenders, launched in pipeline
September and October. We estimate the total value of these tenders at Source: GODIGA, BZWBK

o Statistics Office's business climate indicators
PLN170mn. Surprisingly, only PLN44mn worth (26%) were successful. ,, in construction

Other tenders were cancelled as no offers were tabled or the lowest offer
was above the budget. In many cases, the lowest offer was more than
double the budget. After adding tenders in the pipeline and those likely to
be successful (i.e. offers are known), we arrive at total value of
PLN310mn and a success rate of 47%. In the corresponding period of
2016, the success rate was close to 75%.

)
1
(8]

There are similar signals about problems with tenders for infrastructure
investments coming from the local governments, which are now trying to -

speed up the process of EU fund spending. —Expected prices (lhs)
-25 - === Shortage of machinery and materials (rhs) -0
Source: GUS, BZ WBK
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EU funds to contribute more to investment growth

® 2017 saw some revival in budgeting of EU funds, as the value of EU- Total value of new contracts (cumulative): 2008-
financing contracts amounted to PLN128.3bn in Jan-Nov 2017 versus g9, - 10 vs 201517 as % of EU mean budget
PLN89.0bn in Jan-Nov 2016. The total value of new applications fell to

50% -
PLN188.1bn from PLN189.6bn. In nominal terms, these numbers look ~—Framework 2007-2013

40% -
better than in the corresponding periods of the 2007-2013 financial
framework. However, there is still a lot of slack when we look at the 30%
percentage of budget utilisation. At the end of November 2017,  20% -

contracted funds made up 43% of the budget, compared with 51% in  10% -
November 2010.

e Framework 2014-2020

0%||||||||||||||||||||||||||

® Our model estimating how applications and contracts are
transformed into actual investment suggests a big spike in EU-
funded investment in 2018E, with an impressive 8 percentage point Source: Ministry of Development, BZWEK
. . . . . Estimate of EU-funded investment contribution
contribution to investment growth and a 1.5pp contribution to GDP to total investment growth
growth. In our view, Polish companies will use EU funds to invest in new

technology and machinery. However, given constraints in the I l

construction sector, we are expecting rising backlogs in EU-funded
2014 2015 2017 2018

Nov 08/15
Jan 09/16
Mar 09/16
May 09/16

Jul 09/16
Sep 09/16
Nov 09/16
Jan 10/17
Mar 10/17
May 10/17
Jul 10117
Sep 10/17
Nov 10/17

infrastructure investments and have cut our forecast to max 5pp
contribution to investment growth and 1.0pp contribution to GDP.

o & ANV o v &~ oo
| I I EE— | I EE—

Source: Eurostat, BZ WBK
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Consumption — Solid growth should continue

® Record-high consumer sentiment clearly suggests that the current high Consumption and consumer confidence
growth in consumption should continue in 4Q and longer. Private 7 [ 1
consumption accelerated to almost 5% y/y over the course of 2017 — Private consumption, %yly (lhs) -5
and looks well positioned to grow at comparable pace in 2018. 5 ~ Consumer confidence, pts (ths) 5
Consumers seem to be on a spending spree. A (temporary) decline in
real income growth during 2017, due to the CPI rebound and a lesser 3 [
impact from the 500+ child benefit programme effect, did not harm strong - 25
private consumption momentum as people reduced their savings rate and 1 - .35
increased consumption. Such a shift of households’ stance to a less | g g 9 9o ols 9 o~ | 45
cautious, more consumption-oriented one should encourage credit %C“ § %C“ § %C“ § § § § §
demand and is likely to unlock demand for durable goods. This bodes Source: GUS, B2 WK
well for private consumption in 2018.

Households’ saving rate vs. real interest rate

® |t seems Polish consumers are on a spending spree again, as in 2007. 16% — Saving ate (i) - 12%
The 500+ child benefit programme has supported consumption not only 14% — Wibor 3M - infition (hs) 10%
directly, by injecting cash to household budgets, but also indirectly, by 12% 8%
increasing households’ optimism. As the 2.6mn households covered (out 10% 6%
of 14.2mn total) started to consider the programme a stable source of 8% 19
income, their approach to the new inflow seems to have switched from 6%
cautious to optimistic, lifting their views of their financial outlook. As a 4% 2%
result, the savings rate among households recorded an upswing in the 2% 0%
early phase of the programme, only to drop below the starting point when 0% 2%

inflation dented households’ real income growth.

Source: GUS, Reuters, BZ WBK
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Consumption — Positive income outlook

® Household incomes should also support consumer spending next year, Real growth of households' income
on the back of broad wage increases and high indexation of social 10 measures and private consumption
security transfers.

Payment of one-off equivalents for coal benefit in 4Q17, worth PLN2.3bn
in total, is another material — yet temporary — boost (0.8pp) to household
incomes. The wage and pension bill are both growing by c¢7%-8% yly in
real terms (the latter not only because of indexation, but also because the
number of pensioners has risen after the retirement age was reduced,
although we think most of the new pensioners will probably return to work

Private consumption
_ _ _ ST mmees Wage bill + pension bill + 500+
after getting their benefits) should support record high consumer Wage bill + pension bill

confidence and spending power in 2018. Our consumption growth Source: GUS, BZ WEK

0 .
forecast of c5% y/y seems conservative in this context. Retail sales and consumption

® Consumption of durable goods is another reason to expect a high and 60 - of durable goods, %yly a0
steady pace of overall consumption. This category so far has not 28: - 24
contributed much to the acceleration of total private consumption, while 30 - - 18
the contribution of other categories (semi-durables, non-durables, ?8 ] ;2
services) taken together has already equalled the level at the peak of _18 ] .
cycle in 2007-08. A subset of monthly retail sales data covering durable 20 - - -6
goods already points to some rebound. This indicator has historically -30 _g CE B QO N®T©Lon - 12
worked well in predicting turning points in overall durable goods eegegLegegeeeeeeeg
consumption. The Statistics Office’s consumer survey is also showing — Consumption of durable goods

. . . . —— Average weighed retail sales of durable goods
record-high levels of propensity to make major purchases this year. ge Welg g

Source: GUS, BZ WBK
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Foreign trade — Exports supported by strong demand from EU

Export growth % yly, 3m ma

® The outlook for global economic growth in 2018 is quite positive. The 15
export-share-weighted average of Bloomberg forecasts for Poland’s —Poland
trading partners suggests some slowdown to 2.3% in 2018 from 2.5% in — Germany
2017, but it will be still one of the best results in the post-2008 period.

Forecasts for Germany — Poland’s biggest trade partner — are particularly
positive. German exports are highly correlated with Polish exports.
Hence, we expect Polish exports to grow 6% y/y in 2018 in real
terms (9% y/y nominal growth in EUR). 0 \;/

T T T T

tov © ~
~ ~
= Vo o =
s V2@ g8 &

< g o <

Apr 14 7
Aug 14
Dec 14
Apr 15 7
Aug 15 7
Dec 15
Aug 17 7

While the zloty has appreciated quite significantly in 2017, we are not 8 3
concerned that this will have significant negative impact on export growth .5 -
in the coming quarters. Historical data clearly show that the correlation
between Polish export growth and local currency strength is surprisingly
positive, which simply reflects the fact that exports are much more
sensitive to the business climate abroad than to the PLN rate.

Source: Reuters, BZWBK

Exports (EUR) vs nominal effective zloty
40% exchange rate (% yly) T 30

30% + 20

20%

GDP growth - data and forecasts sh in trad 10%
areintrade
2016 | 2017 | 2018 1o

UK 1.8 1.5 1.4 6.7 S
2.6
France 1.2 1.8 1.8 5.2
Italy 0.9 15 13 -30% —— Export —— NEER (rhs) L 30

43
All partners - wghtd avg 2.5 2.3 100.0 Source: BIS, Eurostat, BZWBK
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Foreign trade — Current account should remain well.balanced

® Poland has run an almost balanced current account in the last three 5000 - Current account data
years, despite moderately strong economic growth, which seems to be at 45099 -
odds with the correlations observed in the previous years. 10000 -

m

To large extent, this was possible thanks to a significant improvement in 9000 -
the balance of trade in goods, where an impressive export performance, 0
combined with subdued domestic demand (limiting imports), led to  -9000
surpluses, unseen since the early 90s. Another reason was the rapid 10000
expansion of exports of services, visible since 2011, only partially offset 15000
by a growing income deficit. -20000 7

. _ , _ -25000 - Services Primary income
Even though exports of goods should remain strong in the coming —— Secondary income

guarters, we see room for a slight reduction of their surplus in 2018, as
rising investments and robust_ private consumption (with a higher share of Compensation of employees.
durable goods) should boost imports. 6000 , BOP —primary income account, PLNmn, s.a.

Source: NBP, BZ WBK

The income balance should deteriorate further, amid growth in dividends 5000 -
paid by foreign-owned companies and due to a worsening of the net 4000 -
compensation of employees — a result of immigration and growing 3000 -
transfers of salaries to Ukraine. Yet, it should be more than offset by 2000 -
further a improvement of the services surplus, as Poland strengthens its 1000 -

11 1 1 0 TTTTTTTTTTTTTTT T T TT T T T T T T T T T T T T TITI T TIT T TTTITITITITTTT T T TRIRIEE
position as a European hub for business services. DARRASARALRIGARMSRLPARARALALRARBAARRARARIRARRRRRIR | | |
) 1000 © © © © © © A +dA A A A A d -
® As a result, we expect the current account to remain almost § § 8§ 8 8§ 8 8 8 8 8 8 &8 8 &
2000 D T HH I D

balanced. 3000 4 Balance  ——Inflow Outflow

Source: NBP, BZ WBK
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Foreign investment — Bank deal distorted the statistics

® | ast quarters saw a big drop in 12-month rolling net foreign direct
investment in Poland: to zero from average €9.0bn in 2015-16.

Financing account data sheds some light on this: 1) foreign direct
investment into Poland fell from €14bn on average in 2015-16 to
€7.2bn in September 2017 (12M Rolling avg). However, this number
was undermined by the Pekao SA transaction. If we correct for this deal
(€2.5bn in June 2017), FDIs look much better (€9.7bn in September
2017). There is some slowdown in FDI inflow to Poland, but has not
come to a sudden stop — we witnessed a stronger slowdown in 2012-
14; 2) There was a rebalancing between the Polish foreign portfolio and
direct investment abroad in December 2016: the former position
declined by €3.3bn, while the latter climbed by €6.0bn.

If we correct for one-off moves in investment data, net FDIs would
not differ much from the levels of recent years.

The financing account also saw a decline in the NBP reserve assets
after a strong rise in 2016. In 2016, the Central bank was pursuing an
investment strategy of closing EUR, GBP and USD reverse repo and
repo transactions. This secured a hefty NBP gain in 2016 but also
caused a temporary swelling of the NBP’s balance sheet. If we correct
for this move, we see that official reserves did not actually fall.

-10000
-15000

FDI and portfolio investment, PLNmn

30000 -

20000

10000

0
3
410000 <3
Net FDI, 12m sum
-20000 - Net Portfolio Investment, 12m sum
----- Net FDI corrected for one-offs, 12m sum
Source: NBP, BZ WBK
NBP reserves, 12M rolling flow, PLNmn
25000
20000
15000
10000

5000

-5000

= NBP reserves ===NBP reserves corrected

Source: NBP, BZ WBK
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Labour market — Strong labour demand amid growing worker shortage

® The Polish labour market is booming, as fast GDP growth is triggering
high demand for labour. According to the Labour Force Survey, the
number of employed rose to a record-high 16.5mn in 3Q17. In fact, the
official data most likely underrepresent the true demand as they do not
capture most of the jobs taken by immigrants (mainly from Ukraine).
Short-term immigrants are not covered by the LFS survey by definition;
moreover, most of them work on civil contracts, some illegally.

® Companies are still planning to create new jobs, which seems natural
given the continuing strong demand and the very high level of capacity
utilisation (already near, or at, levels observed in the peak cycle in 2007-
08, depending on the survey and sector).

® At the same time, there is growing evidence that firms face mounting
difficulties in finding new workers. Recruitment problems affect virtually all
areas and have become the main obstacle to business development in
recent months, according to many surveys.

® Interestingly, despite complaints about growing labour shortages, the
pace of employment growth stayed strong throughout 2017, suggesting
that the labour market reserves have not been fully depleted yet.

® We expect employment growth to continue in 2018, although at a
slower pace. Mobilising additional workforce will become
increasingly difficult and may require bigger wage hikes.

60 -
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Employment growth acc. to various measures,

% yly
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Enterprise sector === National economy
Source: GUS, BZ WBK
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Labour market — Immigraton and rising labour participation

still create some breathing space

® The inflow of workers from Ukraine has eased the labour market tensions
markedly. There are no good data to capture this flow in real time, but the
companies’ declarations about hiring non-residents, or the number of
Ukrainians registered in the Polish social security system, suggest no
significant slowdown of work migration from Ukraine in 2017. Apparently,
the EU’s introduction of visa-free movement for Ukrainian citizens in mid-
2017 has not had disruptive consequences yet.

According to a recent survey*, 68% of Ukrainians aged 18-35 plan to
seek work abroad, Poland is the second most popular destination for
migration (26% of respondents), behind just Germany (37%).

At the same time, there is mounting anecdotal evidence that Ukrainian
workers’ wage expectations are quickly converging with their Polish
peers, so this workforce may cease to be a cheaper option for Polish
companies.

Another positive feature of the last few years is the growing labour
participation, which has effectively lifted the labour supply in Poland,
despite an ageing population (while the population aged 15-64 dropped
by 727k in the last two years, the number of active people in the same
age group rose by 21k). The lower retirement age implemented in
October may halt this positive trend, at least for a while, but we expect
labour participation to keep rising in the medium run, as higher wages will
incentivise staying in the labour market for longer .

‘000 Ukrainians in the Polish labour
2000 - market
= Employers' declarations (12m moving sum)
1500 - —=m—Valid residence permits (year-end)
= Non-residents insured in ZUS
1000 -
500 -
N N M Mm% % DWW O O ~ I~
— — — — — — — — — — — —
§3 53535353583
Source: Labour Ministry, ZUS, BZ WBK
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Source: Eurostat, BZ WBK

* Survey by Sociological Group "Rating" made in September 2017
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Labour market — Wage growth should accelerate further

® Despite labour shortages building for quite some time, average wage " Wages in the corporate sector, % yly
growth in Poland has been very stable until recently. In fact, real wages 1 _;V::e;ages
even decelerated sharply at the start of 2017, eroded by a surprisingly " Wages (3m moving average)

strong rebound ininflation. However, recent months have seen a —— Real wages (3m moving average)
significant upward move in salaries: October average wages rose
by almost 8% y/y in manufacturing, by 8.5% y/y in construction and
by almost 10% y/y in the retail trade. We see a number of arguments
in favour of this trend continuing.

® First of all, business surveys confirm rising wage pressures, with firms
planning to speed up wage hikes.

A D O N M O ©
an

Source: GUS, BZ WBK

® The increase in observed inflation (driven by food and energy prices) and
inflation expectations is likely to add to this pressure, with the memory of

deflation in previous years fading. Wage pressure 20
BB —mm o
® Moreover, the retirement age cut in October is likely to leave a labour 64 e 18
market gap that needs to be filled relatively quickly. According to ZUS, & N E
almost all eligible citizens (>400k) have already applied for the new s 4 1
earlier retirement. Even if the majority decide to return to work after s . _J 10
getting the pension benefit, this is still likely to prevent a rise in labour 48 oo L A 8
participation, at least for a while. There is still room for further growth, but 44 \/\— vttt btoinonntal 6
1 1 1 1 101 i 1 MM TrrrooeT T T T rr T rr o 4
those inactive for a long time will need a sufficiently strong incentive to 012 2013 014 2015 016 2017
rejoin the labour market, probably in the form of higher wages. Total pressure (rising and unchanged)

=== Rise in pressure
Source: NBP, BZ WBK
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Inflation — CPI (temporarily) on target

® CPI inflation touched the 2.5% official target in November 2017, which
would have been impossible without a boost from food, fuel and energy.

® While food inflation will most likely remain the biggest contributor to CP!I
inflation in 2018, we expect it to decelerate in the coming quarters, amid
global food commaodity prices gradually descending from the recent peak
and the PLN strengthening slightly in y/y terms.

® We also see limited potential for a further sustained rise in crude oil
prices. But, even a scenario with Brent retreating towards $60 p/b in 2018
would imply a temporary positive shock to domestic inflation from fuel

. . . . . mmmm food, beverages, tobacco [ housing
prices because of the low base effect in this component in mid-2017. — transport communication
m . . . . . 0 mmm other goods and services ——CPI
Growth in energy prices should, in our view, stabilise near 2.5% yly for Source: GUS, B2 WK
the best part of the year and ease at year-end. We would not rule out 8 Inflation vs. NBP's target
small hikes in electricity and gas tariffs in 1H18, in a lagged response to —CPI
more expensive coal and oil. 6 Food prices

——CPI excluding food and energy
® To sum up, the non-core components of inflation should stop fuelling CPl 4 —— NBP inflation target
growth in 2018. At the same time, we think core inflation will accelerate,
driven by building wage and cost pressures (see next page). As a result, [ A

we expect CPIl growth to drop to around 2% y/y in December 2017 o

"N

and early 2018, before starting to climb again, and exceeding the E § = OFC'O
2.5% target mid-year. High base effect should push inflation lower 2 S S S S S
again, towards 2% at the end of 2018. -4

Source: GUS, NBP, BZ WBK
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Inflation — Pass-through from higher labour costs aboeut to start

® We think that quick growth in salary costs will start pushing core inflation
higher next year. Naturally, services (or, more broadly, the non-tradable
core inflation components) prices will be affected the most, as the share

of labour costs is relatively high there and exposure to international
competition limited.

® Our answer to the frequent question "why haven’t we seen this impact
yet?" is simply that the pass-through usually comes with a lag of at least
3 quarters (see chart on the right). So, we still have to wait a little longer,
as wage growth only started accelerating sharply in 2H17.

® Our forecast of average corporate wage growth accelerating to
around 10% yly in 2018 seems consistent with non-tradable core
inflation picking up to above 4% yly in a few quarters.

® Note that unit labour costs already started to pick up in 2016, even before
the wage acceleration (amid slowing output), which partly explains core
inflation rising to almost 1% y/y at the start of 2017. Now, the surge in
labour costs is set to fuel ULC dynamics further, strengthening pressure
on companies to start lifting prices, and supporting our forecast of core
inflation trending higher in the coming quarters.

6 Wage growth vs. core non-tradables 15
inflation (% yly)
—— Inflation in core

non-tradables
4 (Ihs) 10
— Corporate wages /4
mov avg (rhs)
5 LA M/

A W 5
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c c c c c c c c c c c c
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Source: GUS, Eurostat, BZ WBK
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Inflation — Core inflation to rise gradually

® The tradable components of core inflation have consistently been in 50 Inflation and its breakdown
negative territory since 2013, being curbed by international competition, 82:::3‘;2:3%5‘:'63
the zloty appreciation (10% yly vs. a basket of trading partners’ ~—Non-core

currencies since January) and a still-benign global inflation environment.
This component of core inflation is likely to remain low next year.
However, we expect the downward external pressure on Polish inflation
to ease gradually and to be weaker than over the last three years.

The revival of international trade pushed up transport and logistics costs
(Baltic Dry Index up almost 200% since mid-2016), commodity prices are
higher and production costs in China have risen consistently throughout
2017. Therefore, we would not be surprised to see the deflation in the
tradable core components easing gradually.

Source: GUS, Eurostat, BZ WBK

Baltic Dry Index and crude oil price

® Overall, we expect to see a gradual upward trend in core inflation 1288
(CPI ex prices of food and energy) in 2018, to slightly above 2% yly 1400
at year-end. 1200

® When it comes to the non-core elements, we are rather conservative on 1288

food prices, assuming a path of m/m inflation with only a marginal upward
correction for supply disruptions in 1H18. As for energy commodities, we 49
used a slightly higher path of Brent oil than the current Bloomberg 200

30

_ S e o e e eeeer L
consensus, which could mean some assymetric risks to our CPI forecast. = 5 5 8 £ 5 3 8 £ 5 =5 B
- < 2 O 5 << 2 O S5 < /™ O
e Baltic Dry Index (lhs) ~ =====Brent oil price, $/barrel (rhs)

Source: Bloomberg, BZ WBK

Bank Zachodni WBK

& Grupa Santander



Inflation — Households’ expectations picking up slowly

® For some months now, the minutes to the MPC meetings have included CPI vs. inflation expectations (Jan-04=100)

references to inflation expectations, as one of the areas to which hawkish 120 6
members would want to turn the Council's attention. A rise in 100 5
expectations has been noted, but we doubt this is a reason for 80 4
alarm. 60 2
® NBP measures of consumer inflation expectations, as well as the 40 1
European Commission’s ESI survey, suggest a slow adjustment to the 0 0
rise in CPI since 2H16. They do not evidence inflation fears that would _28 % ;

make people magnify the observed price changes. R
———NBP measure ——ESImeasure ——CPI, %yly (rhs)

® ESI details confirm that more than two years of deflation have generally
lowered households’ concerns over a persistent rebound in inflation. We
compared the survey results in two periods when CPI moved from almost 4o Enterprise inflation expectations
zero to the 2.5% target relatively quickly: 1Q06-1Q07 (with fresh
experience of a post-EU accession CPI spike) and 4Q16-4Q17 (coming
after prolonged deflation). We found that, now, despite a quicker-than- 60
expected rise of inflation this year, c40% of respondents still believe 40
that prices will increase at a slower pace going forward. Back in
March 2007, the percentage was less than 30%.

Source: GUS, NBP, European Commission, BZ WBK

80

20

® Enterprises are more worried that the share of businesses assuming
inflation will pick up pace within the next 12M, with it already close to

2011 levels, when CPI accelerated past 4% yly. W acceleration W same pace
= deceleration (incl. deflation) = don't know

Sep 08
Sep 09
Sep 10
Sep 11
Sep 12
Sep 13
Sep 14
Sep 15
Sep 16
Sep 17

Source: NBP, BZ WBK
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Monetary policy — Wait, see, ... hike

® As we projected in the last year’s Outlook, the MPC kept the main interest rates MPC members’ bias - results of
unchanged in Poland throughout 2017. The Central bank’s slight tweak to its PAP surveys among economists
mandatory reserve policy —the reserve requirement ratio for long-term deposits
(>2Y) was reduced from 3.5% to zero (effective March 2018), and the interest on
the mandatory reserve was cut from 1.35% to 0.5% (effective January 2018)—
was a technical move, aimed at promoting long-term deposits.

mApr17 mSep17 Dec 17

The NBP remains in ‘wait-and-see' mode and Governor Adam Glapinski strongly
believes that no change in monetary policy is needed until the end of 2018.

E.ton

Glapinski still firmly controls the majority on the Council, but we note that last
year saw some MPC members’ views gradually shift towards a more hawkish
bias. The chart on the right shows how the assessment of individual MPC
members by sell-side analysts has changed over the year, while the table
overleaf showing the evolution of MPC members’ comments.
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FRA-implied timing of the 1st 25bp hike by
the Polish MPC

The most hawkish MPC members have already signalled that they see reasons
14 Jun

for policy tightening and we would not rule out a motion to hike rates being tabled oWy |

in early 2018. However, the majority is still on the dovish side and we think that 14Feb 1

much stronger arguments are needed to significantly change the balance of _26Nov -

217 Oct -
votes. Therefore, we still expect Poland’s main interest rates to remain 3 /S "
unchanged until the final quarter of 2018. S

31 Mar -
® Market pricing for the first rate hike is currently fairly in line with our scenario. 19 Feb -
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Monetary policy — MPC members’

ton Zyzynski Glapinski Sura Osiatynski Ancyparowicz Kropiwnicki Hardt Gatnar Zubelewicz
Itis very importantto e are not expecting  If economic growth | do not view interest ~ Overreacting tothat ~ There are no reasons to If upward inflation trend Any change in monetary In baseline scenario, we Possibility of a hike this
stick to the expansive  CPI to surpass 2.5%. If accelerates and triggers rate hike necessaryin  data comes in the form change monetary policy holds, then | would policy would be bad for will be stabilizing rates  year cannot be ruled out
monetary policy. If there it does, we may price growth, then it will the upcoming quarters  of pressure on policy  parameters in the consider also dataon  the economic stability  throughout 2017. (13.02)
is aneedto cutrates, | consider hikes (13.02) bethetimeforrate (2102 makers, who are urged months to come. (16.01) GDP and (16.01) (25.01)
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We should implement a
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would be an argument and the earlier it will be,
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No rate changes until
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In my view, wage
growth will be slowing

If the next projections
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interest rates. (6.09)
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to raise rates by 25bps
(16.11)

Source: PAP, Reteurs, Bloomberg



Fiscal policy — Mainly cyclical improvement in 2017

2017 so far has witnessed an exceptional budget performance, with the
first-ever surplus still after October. The last two months of the year,
however, were probably under the spell of massive fiscal spending and
the full-year result could be around PLN30bn vs. the planned PLN59.3bn,
but, ultimately, that is in the hands of politicians. Some of this
deterioration (cPLN15bn) is warranted by the seasonal pattern, some
comes from the budget amendment boosting expenditures by cPLN9-
11bn. The Ministry of Finance may also advance cPLN5bn of VAT
returns, so that they are paid out in FY2017 instead of FY2018. Such a
move in late 2016 secured a very positive fiscal start to 2017.

The fiscal success of 2017 was built on stronger-than-expected economic
activity, efforts to improve VAT compliance (PLN11-14bn), transfer of the
large NBP profit and advance payment of 1Q VAT returns in late 2016.

While the higher total spending-to-GDP ratio in 2016 was caused almost
entirely by the introduction of the 500+ child benefit programme, the
ratio’s decrease in 2017 was based on cyclical items like social security
system subsidy, debt service costs (lowered by FX appreciation) plus the
effect of a smaller contribution to the EU budget due to its less-than-full
utilization in 2016.

In case of worse economic conditions, the listed items would push up the
overall spending-to-GDP ratio, while the 500+ programme seems set to
continue.

10P|-N bn Cumulative budget performance
0 & e — ‘
(1]
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-20 -
230 A
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Source: GUS, MinFin, BZ WBK
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Fiscal policy — Lasting effect of better tax compliance

® In the autumn round of forecasts the European Commission decreased this

and next year’s general government deficit in Poland from 2.9% GDP to o* (;D';g'g'g'8'g'g'g'g'g'glgléglelzlﬁlelsleé';'52'9_"
1.7%, while 2019 was shown at 1.9%. It was the largest positive change = 22ZZ2SRSKKSSSSSRIIII]IRRER
recorded among all the 33 countries for which the Commission showed 2 Q
forecasts, for both 2017 and 2018 fiscal balance. The structural deficit j

forecast was lowered greatly and it is now expected by the EC at 2.1% GDP 5

for this year, 2.3% in 2018 and 2.5% in 2019 (the previous forecasts were 5 -

3.2% for 2017 and 3.1% for 2018). This means that the structural measure . | Nominal balance

is to remain close to the average from the last three years (2.2% for 2016, 5 - :g%/rzlgﬁlrlayl i(;jll;tsg balance

2.3% for 2015, 2.8% for 2014), which seems a surprisingly good result given 9 |

the new expenditures linked to government actions like the 500+ programme Source: AMECO, BZ WBK
and the |Owering Of the retirement age It seems the EC haS become % GDP European Commission forecasts:

convinced that government efforts to improve tax compliance were 2017 structural fiscal balance
successful and should be counted as a permanent improvement if the

structural deficit is no longer shown rising quickly. 1
® Despite the large positive correction in general government forecasts, 0
Poland still looks poor compared to the rest of EU (sixth highest structural 1 A

deficit vs fifth highest in the previous round).

= Spring2017forecasting round
m Autumn 2017 forecasting round

SO > I W WLE << =X (0> = DN LW
RS ER R e mY S E RS S5R20206Am

Source: European Commission, BZ WBK
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Fiscal policy — 2018 still looks safe

® The 2018 Budget assumes a fiscal deficit of PLN41.5bn, based on VAT refunds to gross VAT revenues
macroeconomic assumptions that look conservative and relatively easy to 1
meet. We are more optimistic about private consumption (we forecast 4.9% 42% 1
yly growth, the budget assumption is 3.5%) and wages (8.9% Vyly vs. 5.3%),  40%
which are items that could meaningfully increase budget revenues. Still, we — 38%
are less confident about investments. 36% -
34% -
32%
30% -

minimum

The government expects additional gains of cPLN10bn in 2018 from greater
tax compliance. The 2017 ratio of VAT returns to gross VAT revenues was
already close to its historical low and, in our view, smaller VAT returns was
the main source of extra money from tax collection (apart from the increase
due to a higher tax base). So, some of the assumed revenues may prove
hard to achieve. However, the high probability of positive surprises vs the General government debt and budget deficit (%GDP)
underlying macroeconomic assumptions should make up for the less-certain
improvement in tax compliance flows.

2008
2009
2010
2011
2012
2013
2014
2015
2016
2017

Source: MinFin, BZ WBK

Some government projects are already in the pipeline, like one-off transfers

to retirees, which will be implemented if the early months of 2018 show a

sound budget performance. This means next year’s deficit is likely to be -6
realised in full, while 2017’s is expected to be around half of the planned 8 -
value.

T T
O = N W B~ 01O N

T
1
—_

® |n general government terms, we think the deficit is likely to drop to, or below,
2% of GDP in 2017 and could stay close to 2% of GDP in 2018.

Source: MinFin, GUS, BZ WBK
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Debt market — Lower deficit, high borrowing needs

® In line with the 2018 budget assumptions, net borrowing needs will amount to 250 - Gross borrowing needs in bn PLN
PLN63.3bn (with PLN57.9bn raised on the Polish market) while gross needs 18 PLN bonds redemption £ Poland FX bonds redemptim:s'Net borrowing needs
are planned to reach PLN181.7bn (vs PLN178.5bn initially planned for inthe 2% 7
2017 budget and the revised plan’s PLN143.1bn). The Ministry of Finance
said that by the end of November it had already covered 13.8% of 2018’s
gross borrowing needs (that is cPLN25bn). According to our estimates, at the 100 -
end of this year, 2018’s gross borrowing needs could be c20% covered.

150

—
o
(o2}

—_
ol
~

217 |

50 -
We think that in 2018, as in 2017, the ministry will have to issue less debt

than planned in the budget bill. According to our estimates, the total amount 0 -
of new issuance on the Polish market will reach PLN140bn vs
PLN120bn estimated for 2017. We assume that in 2018 the ministry will
repurchase bonds worth PLN20bn instead of the planned PLN40Obn as a
result of higher repurchases at the end of 2017 compared with when it was

)

o

©
L

[\)

a

©

e [

BZWBK
estimate
2017
BZWBK
forecast
2018

Source: Ministerstwo Finanséw, BZ WBK
PLN bonds issue per quarter bn PLN
50 -

preparing the 2018 budget bill and a higher liquidity cushion. We think the jg 1
ministry will try to cover the majority of needs in 1H18, with total debt 35
issuance reaching PLN45bn in 1Q18 alone. 22 ]
20 -
® The ministry does not plan to increase issuance of foreign-currency 13 y
denominated bonds compared with previous years. 5 - ” ‘ ‘ |
R A A Ly il

B Gross issue B Gross issue forecast

Source: Ministerstwo Finansow, BZ WBK
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Debt market — Banks should keep buying bonds

® We think that solid GDP growth, which is reflected in the robust labour PLN bonds change in portfolio by type of
market, will be favourable to an increase in money supply. Assuming 100 1 Investor PLNbn '
the current share of sovereign bonds in short-term banking sector 80 -

deposits remains stable (at 50%) and assuming money supply growth
in 2018 is 8%-9% yly, the banking sector will be able to finance a
maximum PLN45bn new debt (of the total PLN57.9bn). We assume

60 -

40 -

that the banking sector will finance cPLN35bn debt. 20 1 . -
. . . . . 0 . . r
As in prewous yearrs, we expect that low nomlnal_and real mter.est 015 2016 2017 oo
rates will lead to a higher share of short-term deposits on the banking 20 - ?
sector’s balance sheet. That should generate additional demand for Foreign Investors ®Banks M Financial non-banks M Non-financials
liquid assets (i.e. T-bonds). As usual, the demand for T-bonds will be Source: Reuters, BZ WBK
supported by tax incentives that exempt them from asset taxes. B0 1 enosits on demand and debt in banks balance |
m 700 - sheet bn PLN

With this scale of a contribution from the banking sector, we would
expect international investors to finance cPLN15bn of debt, and other
sectors PLN7bn. The relatively high yields of Polish bonds (compared 500 1
with other CEE countries like the Czech Republic or Hungary) should 400 -
encourage investors to buy Polish debt. 300 -

200 -

250
600 -
- 200
- 150

- 100

Deposit on demand L 50

100 -

Bond in banks balance sheet
0 T T T T T T T T T T T T T T T T T T 0

- ~ ~ v~ v~ ~ = — — —

Jan 04
Oct 04
Jul 05
Apr 06
Jan 07
Oct 07
Jul 08

09

Source: Reuters, BZ WBK
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Debt market — Outperforming the in-betweeners

" In 2017, Polish 10Y bond yields fell c30bp, in line with most
countries with similar S&P credit ratings (A+, A A-). (A
comparable drop in the cost of financing was recorded for Peru,
Malaysia, Chile and Israel, for example).

® The biggest declines in bond yields happened in Brazil, Indonesia and
Russia. However, these countries have lower ratings (BBB or lower)
and, a year or two ago, were perceived as teetering on the edge of a
debt or political crisis. Among these countries, there is a pretty large
group that suffered significant yield jumps of c100bp, like Turkey or
South Africa.

® |t is worth noting that the cost of financing for developed countries with
an A or higher rating (the Czech Republic or South Korea) rose at a
similar scale to those with BBB or lower.

150

100
50

50 -
-100
-150
-200 -

Ratings vs bond yields

- AA
1 L AA-
i - A+
- A
T L A-
- BBB+
- BBB
- BBB-
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Source: Bloomberg, BZ WBK
Sovereign yields
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Debt market — Yield curve up

® |f we assume Polish CPI rises to around the inflation target in 1H18
and GDP growth remains high, this should support the market pricing
in a rate hike in the first part of 2018. As a result, we expect 2Y yields 400
to rise gradually to ¢2.0% until mid-2018 and stay there later in the 300
year, with rising core CPI. Additional pressure on the front end could

500 Bond yield spread (bp)

200 -
be generated by a higher supply of short-term bonds at the auctions,
which we think is likely. 100
® In the case of the long end, we anticipate a somewhat stronger 0 i g g 6 <« N o 4 - © ~
upside move of c40-50bp. The ECB adjusted the size of its asset 10 § § § § § § § §8 § &
purchase program for the planned rise of public debt in 2018 and cut ——PL-DE10Y ——PL-US10Y

its monthly bond buying. This should keep short-term yields low in the
Euro zone and excess liquidity high. As a result, we think that
investors will use any upward move in yields to purchase bonds.

Source: Bloomberg, BZ WBK

‘ Yields and IRS rates

® Furthermore, we think that economic activity indexes in Europe and

T e [ v [ s [ wn |

the US are now at their peak and the next year could see some I I N I .
. . 2Y 1.70 1.90 2.04 2.04

downward correction, which should ease any upward pressure on

. 5Y 2.71 2.84 2.91 3.08

yields.

2Y 2.02 2.24 2.42 2.39
5Y 251 2.66 2.79 2.98
10Y 2.93 3.17 3.41 3.50

Source : Bloomberg, BZ WBK
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FX Market — Zloty is second best performing EM currency in 2017

® In our 2017 Outlook released in late 2016, we said we expected a 445 1 .
gradual zloty appreciation versus the euro, fuelled by an economic 440 - —Efbmﬁs df?r:e;gfé?;E:éﬁ;’:\'/gégg
recovery. We also thought that Fed rate hikes would not weigh on the
Polish currency. 435 1

—EURPLN

® While our general assumptions proved correct, the scale of EUR/PLN 4.30 1
decline was even bigger than we had expected, particularly in 1H17 495 -
when the market was pricing-in a revival of economic growth very
aggressively. 420 1

® As well as the domestic economic cycle, the currency was also S
supported by a decline of geopolitical risks abroad (market-friendly % é é :§ ;%‘ % E, é’ :;)% g é g.ﬂ
results of elections in France and the Netherlands) and the fact that _
investors’ worries about the Polish goverment's policies have 54 EM currencies’ performance, Jan-Dec 2017
eased significantly amid evidence they have had a very limited 15 -
impact on the country’s economic performance and fiscal position. 0 - mEUR ®mUSD
Even the conflict with the European Commission about the rule of
law and the threat to launch Article 7 of the EU Treaty had only a S J
limited and temporary impact on the FX market, as the risk of 0 HUF I. II I.
material financial sanctions for Poland was assessed as low. o N [ [

0 - cp Y RUB

15 BRL ZAR

-20 - TRY
-25 -

Source: Reuters, Bloomberg, BZ WBK
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FX Market — There is little room for zloty appreciationin 2018

" |t seems that the recent zloty appreciation has already
priced-in faster economic growth. In 2018, we expect Polish
GDP growth to remain decent at around 4%, which implies
little scope for further currency appreciation. Also, the
spread between Polish and Euro zone pace growth looks
set to narrow versus previous years.

® Our forecast of EUR/PLN stabilisation is also supported by
the predicted trend in narrow money growth in Poland and
the Euro zone (see chart below).

EUR/PLN and PL-EZ M1 money supply % yly

445 1 growth spread : 19
440 T 1
4.35 - : - 10
430 - : 8
425 - : - 6
420 - -4
|
415 - ! -2
10 - ——EURPLN : Lo
405 ——PLM1-EZM1 | L
4.00 T T T T T T T T T II T T -4
N @ @ ¥ ¥ L L L © I~ ® ®
2 S 85 85 85 8 5 8 5 8

4.8

EUR/PLN and GDP(t)-GDP(t-2)

—>
1
' ——EURPLN :
22 __ ——GDP()-GDP(t-2), pp, reversed scalle: | ;
§ 8 3 83 8 %2 3 5 & &8 &
EUR/PLN and PL-EZ GDP spread
4.45 - 05
4.40
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410
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Source: Reuters, Bloomberg, BZ WBK
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FX Market — Fiscal balance and looming rate hike should support zloty

® Although there is unlikely to be a further acceleration of economic growth to fuel a zloty appreciation, we think that support for
the Polish currency may come from a very good fiscal performance and expectations of an interest rate hike.

® As mentioned, this year Poland’s budget performance is outstandingly good and this is reflected in falling credit risk measures

(see the EUR/PLN and asset swap spread chart). An improved fiscal assessment could make Polish bonds attractive to non-
residents, leading to demand for the zloty.

® Also, we think market expectations of an interest rate hike should rise after a further acceleration of wage growth and inflation
topping the 2.5% target in mid-2018. While we still expect the MPC to deliver a 25bp rate hike in late 2018, growing market
speculation about a possible earlier move should work in favour of the zloty.

EUR/PLN and 10Y asset swap spread EUR/PLN and PL-EZ 10Y IRS spread
450 - - 90 450 140
4.44 ‘ ‘ | - 80 444 160
438 - ‘ 4.38
|\ "’ } , r‘ - 70 180
432 - ‘ 432
’ H‘ i) I - 60 200
426 - M n 4.26
| %0 220
420 - 4.20
414 - 40 4.14 240
——EURPLN i
4.08 30 4.08 260
—10Y asset swap spread L 90 —EURPLN
402 402 ——10Y PLN-EUR IRS (reversed scale) |- 9gg
396 I T T T T T T T T T T T T T T T 10 396 I T T T T T T T T T T T T T T T
20 Www e YEeL OO PITIIILLLOLOOLOrEEE
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Source: Reuters, Bloomberg, BZ WBK
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FX Market — Good year, bad year

® We have analysed the average performance of 24 EM currencies in EUR/PLN annual performance vs EUR and USD (%)
2000-16, choosing two-year periods when the pace of GDP growth 30 -
was above the rolling average and there was no significant slowdown 25 -
during these two years in a bid to replicate the current situation, 20 -
when 2017 was strong and growth is expected to continue at a 15 -
similar pace in 2018. We found that a strong currency performance 10 -
in a given year was almost always followed by a less impressive 5
performance in the second year (with one exception — 2006-07). 0 -

m . . . 5 14 2012 2013 20@ 2017 2018
Looking at EUR/PLN and USD/PLN only, when the zloty gained in

the first year, it never performed better in the second year, except for 10N mEUR mUSD
2006-07 (when the global economy was booming and stocks were ;g |

at record high levels) and 2003-04 (vs the dollar only, owing to a
rising EUR/USD).

Although next year we should see still solid economic growth in
Poland, the pace of the GDP will not accelerate and so the zloty is
unlikely to gain more than it probably will in 2017. It seems that only
an interest rate hike in Poland could push EUR/PLN slightly lower vs
the expected end-2017 level.

In 2018 — when global economic growth is expected to keep up its
the pace - investors may turn to currencies that have
underperformed and look cheaper than the zloty.

Source: Reuters, Bloomberg, BZ WBK
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FX Market — Is the period of high volatility over?

® After more than two years of high volatility, - talian
in the last few months EUR/PLN has become 457 — cureLn referendum refersndurn r4.5
much more stable.

French
election (1)

S&F rating cut

GDP
aroitth
forecasts
resisions
{IMF, EC,WE)

® |t seems the market has already digested 1
most of the risk factors, both as regards 4'4__ P—
global situation (monetary policy ] 9'3‘5“105”5
normalization, US tax reforms, Brexit) and ]

Polish internal politics. 437

L 4.4

- 4.3

® We think that the PLN exchange rate may
stay in a relatively narrow corridor in the

months to come, as it did in 2013-14. 27

- 4.2

] Mew proposal
® Also, when looking at implied volatilities, we | on Pt loans

see there is still room for EUR/PLN to stay 41 .
relatively stable in the broader time horizon. 1 Poland pariiamentary
For Oct 2003 — June 2007 (just before the : e";g;‘?a
US financial crisis broke out), EUR/PLN 25

delta risk reversal was trading at 1.25, on
average. The average for Jan 2013 — Dec
2017 is 1.45, showing that an assumption
that EUR/PLN will remain more stable than
in previous years is reasonable.

Fed rate hike
Judiciary bils | 4.1

Donald Trump
wictory

4.0 1 - 4.0

2017

Source: Thomson Reuters Datastrearn

2014

Source: Thomson Datastream, BZ WBK
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FX Market — Fed hikes should not weigh on the zloty

® The FOMC is on track to deliver a third 25bp rate hike this year in
December. We expect the pace of monetary policy normalization in
the US to continue in 2018, with three more 25bp hikes
announced in 2Q, 3Q and 4Q.

® The top chart shows how, according to Bloomberg, the market-
priced probability of a 25bp rate increase was changing before each
hike in 2017. We see that there is hardly any evidence that
monetary policy normalization in the US (and market expectations of
it) was the core driver for EUR/PLN this year. We observe some
zloty depreciation versus the euro in the final weeks before a
decision but these were only short-term swings.

" The

lower

chart shows the main national

stock indexes’

performance since the Fed started QEL in late 2008, with Poland’s
WIG20 stock index obviously not benefiting from the injection of
extra liquidity. Hence, the outlook for a gradual withdrawal of cheap
cash should not trigger a significant capital outflow that would hit the

Zloty.

445 -

4.35

4.25

4.15 -

4.05

EUR/PLN and market implied probabilities of

A 25bp Fed rate hike

——EURPLN
—June 2017 25bp hike probability
———March 2017 25bp hike probability
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FX Market — Euro should gain vs the dollar and Swiss franc

® The Fed will be a few steps ahead of the ECB on the path of monetary policy normalization. This would be the same as in the
previous cycle, when it did not prevent EUR/USD from rising.

® |n June 2004, the FOMC started to hike rates, taking the main refi rate from 1% to 5.25%. Rate hikes in the Euro zone started
to rise in late 2005, from 2% to 2.45%, just before the financial crisis broke in 2007. This divergence did not prevent EUR/USD
from rising to 1.60 from 1.20 (with a correction to 1.16 in 2005). Positive global market sentiment was key.

® EUR/CHF should strengthen as the demand for safe assets should be low in a context of a sound global economic
performance. Also, the SNB still perceives the franc as overvalued, so Swiss monetary policy is likely to remain highly
accommodative. We think the Swiss economy could underperform the Euro zone.

® At the same time, the ECB is expected to reduce its stimulus, which should be positive for the euro.

6 - EUR/USD (43 - EUR/USD and EUR/CHF o6
. 0,
157 | EBC: 4.25% 139 13
1.52 1 1.35 - L 1.20
147 - 131 - 117
142 -
1.27 - 1.14
1.37 - 123 1.11
1.32 - - .
119 - 1.08
127 - ——EURUSD
199 1.15 - 1.05
117 A 1.11 A —EURCHF(rhs) 102
1.07 T T T T T T T T 103 T T T T T T T T T T T 096
8 3 3 3 8 S 3 3 3 NN ® o F ¥ L L © © = o~
& &8 2 2 §8 & 2 2 § 3 § 3 §3 5§ 3 § 3 § 3

Source: Reuters, Bloomberg, BZ WBK

Bank Zachodni WBK

& Grupa Santander



FX Market — Brexit may weigh on the pound

® In our view, the uncertainty related to the conditions of the UK
leaving the EU should weigh on the pound in 2018.

EUR/GBP
® Brexit negotiations have progressed enough to move on to the 0.85 1
second stage, i.e. to the discussion about the 'transition deal' and 091 -
the bilateral EU-UK trade relations after the UK leaves. This should
support the pound on the year-end horizon. Still, the political 087 1
uncertainty is likely to affect the currency throughout 2018. The 0.83 -
upcoming stage of the negotiations is likely to be harder in the light
of the British Parliament's decision to oblige the prime minister to 0.79 1
obtain the approval of the legislative authority for the final 075
negotiated terms. Additionally, the EU suggests that talks may not
start until March. 0.71 1
® The UK economy is expected to underperform, with GDP growing 0.67 — T
1.4% yly in 2018 vs 2.2% yly in the Euro zone. R O SO O O I S =
2222228222822 2
® The BoE hiked rates by 0.25bp to 0.50% in November but, in our
view, this was not a start of a cycle. We think inflation could ease 1018E  2018E 3018  4QI8E
in 2018, giving no reason for the BoE to continue with its monetary EUR/USD 1.15 1.16 1.18 1.19
policy normalization. At the same time, the ECB should reduce EUR/CHF 1.14 1.17 1.18 1.19
EUR/GBP 0.88 0.90 0.93 0.95

monetary stimulus and the FOMC is likely to deliver three more
rate hikes in 2018.

Source: BZ WBK, Santander, average in quarter
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Macroeconomic forecasts

2015 2016 2017 2018 3Q17 4Q17 1Q18 3Q18 4018
GDP mid PLN 1,798.3 1,858.6 1,980.8 2,105.1 456.0 476.2 487.4 561.2 486.8 507.3 518.4 592.7
GDP % rlr 3.8 29 4.5 4.0 4.1 4.0 4.9 4.7 4.3 4.1 4.0 3.6
Domestic demand % rir 33 2.2 4.5 4.1 3.9 55 3.9 4.6 4.4 4.2 4.0 3.8
Private consumption % r/r 3.0 3.9 4.8 4.9 4.7 4.9 4.8 5.0 5.0 4.9 4.8 4.7
Fixed investment % rlr 6.1 -7.9 3.2 5.9 -0.5 0.9 3.3 6.0 7.2 6.9 5.9 4.8
Unemployment rate * % 9.7 8.2 6.7 5.9 8.0 7.0 6.8 6.7 6.8 6.0 5.8 5.9
Current account balance min EUR -2,405 -1,254 479 893 1,659 -951 -671 442 2,103 -1,007 -675 472
Current account balance % PKB -0.6 -0.3 0.1 0.2 0.1 -0.5 0.0 0.1 0.2 0.2 0.2 0.2
S:Igﬁ;ae' government %PKB  -2.6 25 1.9 25 - - - - : - - -
CPI % r/r -0.9 -0.6 2.0 2.2 2.0 1.8 1.9 2.2 2.1 24 2.3 2.0
CcPI” % rlr -0.5 0.8 2.0 2.0 2.0 1.5 2.2 2.0 2.1 2.4 2.3 2.0
gﬁ;r‘;’;cg:ggg food and %k 03 -0.2 07 16 03 0.8 0.8 08 13 1.4 17 2.1
Source: GUS, NBP, Ministry of Finance, BZ WBK . * end of period

Bank Zachodni WBK

& Grupa Santander



“* Interest rate and FX forecasts

1Q17  2Q17  3Q17  4Q17

Reference rate * % 1.50 1.50 1.50 1.75 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.75
WIBOR 3M % 1.75 1.70 1.73 1.76 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.87
Yield on 2-year T-bonds % 1.70 1.63 1.88 1.92 2.10 1.96 1.81 1.64 1.70 1.90 2.04 2.04
Yield on 5-year T-bonds % 2.21 2.35 2.77 2.88 3.03 2.76 2.64 2.66 2.71 2.84 291 3.08
Yield on 10-year T-bonds % 2.69 3.04 3.43 3.51 3.72 3.32 3.30 3.36 3.28 3.44 3.64 3.70
2-year IRS % 1.72 1.68 1.93 2.26 2.02 1.90 1.86 1.96 2.02 2.24 2.42 2.39
5-year IRS % 2.02 1.96 241 2.73 2.53 2.32 231 2.48 2.51 2.66 2.79 2.98
10-year IRS % 2.41 2.39 2.87 3.25 3.02 2.76 2.77 2.93 2.93 3.17 3.41 3.50
EUR/PLN PLN 4.18 4.36 4.26 4.24 4.32 4.22 4.26 4.24 4.21 4.23 4.27 4.24
USD/PLN PLN 3.77 3.95 3.79 3.63 4.06 3.83 3.63 3.62 3.68 3.65 3.63 3.57
CHF/PLN PLN 3.92 4.00 3.84 3.63 4.04 3.89 3.77 3.67 3.69 3.63 3.63 3.56
GBP/PLN PLN 5.77 5.35 4.87 4.65 5.03 4.90 4.75 4.79 4.81 4.73 4.62 4.46
Source: GUS, NBP, Ministry of Finance, BZ WBK . * end of period
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THIS REPORT: MACIEJ RELUGA*, PIOTR BIELSKI*, MARCIN LUZINSKI*, GRZEGORZ OGONEK*, KONRAD SOSZYNSKI*, MARCIN SULEWSKI*.

EXPLANATION OF THE RECOMMENDATION SYSTEM

DIRECTIONAL RECOMMENDATIONS IN BONDS DIRECTIONAL RECOMMENDATIONS IN SWAPS

Definition Definition

Long / Buy Buy the bond for an expected average return of at  Long / Receive Enter a swap receiving the fixed rate for an expected average
least 10bp in 3 months (decline in the yield rate), fixed rate return of at least 10bp in 3 months (decline in the swap rate),
assuming a directional risk. assuming a directional risk.

Short / Sell Sell the bond for an expected average return of at ~ Short / Pay Enter a swap paying the fixed rate for an expected average return
least 10bp in 3 months (increase in the yield rate), fixed rate of at least 10bp in 3 months (increase in the swap rate),
assuming a directional risk. assuming a directional risk.

RELATIVE VALUE RECOMMENDATIONS
Definition
Long a spread / Play steepeners Enter a long position in a given instrument vs a short position in another instrument (with a longer maturity for
steepeners) for an expected average return of at least 5bp in 3 months (increase in the spread between both rates).

Short a spread / Play flatteners Enter a long position in a given instrument vs a short position in other instrument (with a shorter maturity for
flatteners) for an expected average return of at least 5bp in 3 months (decline in the spread between both rates).

FX RECOMMENDATIONS

Definition
Long / Buy Appreciation of a given currency with an expected return of at least 5% in 3 months.
Short / Sell Depreciation of a given currency with an expected return of at least 5% in 3 months.

NOTE: Given the current volatility in the financial markets, the recommendation definitions are only indicative until further notice.
We generally review our Rates/FX recommendations monthly, in the regular MACROscope and FX Compass publications, and when market events/moves so warrant.
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Important Disclosures (cont.)

THIS REPORT HAS BEEN PREPARED BY BANK ZACHODNI WBK S.A. AND IS PROVIDED FOR INFORMATION PURPOSES ONLY. BANK ZACHODNI WBK S.A. IS REGISTERED IN POLAND AND IS
AUTHORISED AND REGULATED BY THE POLISH FINANCIAL SUPERVISION AUTHORITY.

THIS REPORT IS ISSUED IN THE UNITED STATES BY SANTANDER INVESTMENT SECURITIES INC. (“SIS”), IN POLAND BY BANK ZACHODNI WBK S.A. (“BZ WBK”), IN SPAIN BY BANCO
SANTANDER, S.A., UNDER THE SUPERVISION OF THE CNMV AND IN THE UNITED KINGDOM BY BANCO SANTANDER, S.A., LONDON BRANCH (“SANTANDER LONDON”). SIS IS REGISTERED IN
THE UNITED STATES AND IS A MEMBER OF FINRA. SANTANDER LONDON IS REGISTERED IN THE UK (WITH FRN 136261) AND SUBJECT TO LIMITED REGULATION BY THE FCA AND PRA. SIS,
BZ BWK, BANCO SANTANDER, S.A. AND SANTANDER LONDON ARE MEMBERS OF GRUPO SANTANDER. A LIST OF AUTHORISED LEGAL ENTITIES WITHIN GRUPO SANTANDER IS AVAILABLE
UPON REQUEST.

THIS MATERIAL CONSTITUTES “INVESTMENT RESEARCH” FOR THE PURPOSES OF THE MARKETS IN FINANCIAL INSTRUMENTS DIRECTIVE AND AS SUCH CONTAINS AN OBJECTIVE OR
INDEPENDENT EXPLANATION OF THE MATTERS CONTAINED IN THE MATERIAL. ANY RECOMMENDATIONS CONTAINED IN THIS DOCUMENT MUST NOT BE RELIED UPON AS INVESTMENT
ADVICE BASED ON THE RECIPIENT’S PERSONAL CIRCUMSTANCES. THE INFORMATION AND OPINIONS CONTAINED IN THIS REPORT HAVE BEEN OBTAINED FROM, OR ARE BASED ON,
PUBLIC SOURCES BELIEVED TO BE RELIABLE, BUT NO REPRESENTATION OR WARRANTY, EXPRESS OR IMPLIED, IS MADE THAT SUCH INFORMATION IS ACCURATE, COMPLETE OR UP TO
DATE AND IT SHOULD NOT BE RELIED UPON AS SUCH. FURTHERMORE, THIS REPORT DOES NOT CONSTITUTE A PROSPECTUS OR OTHER OFFERING DOCUMENT OR AN OFFER OR
SOLICITATION TO BUY OR SELL ANY SECURITIES OR OTHER INVESTMENT. INFORMATION AND OPINIONS CONTAINED IN THE REPORT ARE PUBLISHED FOR THE ASSISTANCE OF
RECIPIENTS, BUT ARE NOT TO BE RELIED UPON AS AUTHORITATIVE OR TAKEN IN SUBSTITUTION FOR THE EXERCISE OF JUDGEMENT BY ANY RECIPIENT, ARE SUBJECT TO CHANGE
WITHOUT NOTICE AND NOT INTENDED TO PROVIDE THE SOLE BASIS OF ANY EVALUATION OF THE INSTRUMENTS DISCUSSED HEREIN.

ANY REFERENCE TO PAST PERFORMANCE SHOULD NOT BE TAKEN AS AN INDICATION OF FUTURE PERFORMANCE. THIS REPORT IS FOR THE USE OF INTENDED RECIPIENTS ONLY AND
MAY NOT BE REPRODUCED (IN WHOLE OR IN PART) OR DELIVERED OR TRANSMITTED TO ANY OTHER PERSON WITHOUT THE PRIOR WRITTEN CONSENT OF BZ WBK.

INVESTORS SHOULD SEEK FINANCIAL ADVICE REGARDING THE APPROPRIATENESS OF INVESTING IN FINANCIAL INSTRUMENTS AND IMPLEMENTING INVESTMENT STRATEGIES DISCUSSED
OR RECOMMENDED IN THIS REPORT AND SHOULD UNDERSTAND THAT STATEMENTS REGARDING FUTURE PROSPECTS MAY NOT BE REALISED. ANY DECISION TO PURCHASE OR
SUBSCRIBE FOR SECURITIES IN ANY OFFERING MUST BE BASED SOLELY ON EXISTING PUBLIC INFORMATION ON SUCH SECURITY OR THE INFORMATION IN THE PROSPECTUS OR OTHER
OFFERING DOCUMENT ISSUED IN CONNECTION WITH SUCH OFFERING, AND NOT ON THIS REPORT.

THE MATERIAL IN THIS RESEARCH REPORT IS GENERAL INFORMATION INTENDED FOR RECIPIENTS WHO UNDERSTAND THE RISKS ASSOCIATED WITH INVESTMENT. IT DOES NOT TAKE
INTO ACCOUNT WHETHER AN INVESTMENT, COURSE OF ACTION, OR ASSOCIATED RISKS ARE SUITABLE FOR THE RECIPIENT. FURTHERMORE, THIS DOCUMENT IS INTENDED TO BE USED
BY MARKET PROFESSIONALS (ELIGIBLE COUNTERPARTIES AND PROFESSIONAL CLIENTS BUT NOT RETAIL CLIENTS). RETAIL CLIENTS MUST NOT RELY ON THIS DOCUMENT.

TO THE FULLEST EXTENT PERMITTED BY LAW, NO SANTANDER GROUP COMPANY ACCEPTS ANY LIABILITY WHATSOEVER (INCLUDING IN NEGLIGENCE) FOR ANY DIRECT OR
CONSEQUENTIAL LOSS ARISING FROM ANY USE OF OR RELIANCE ON MATERIAL CONTAINED IN THIS REPORT. ALL ESTIMATES AND OPINIONS INCLUDED IN THIS REPORT ARE MADE AS OF
THE DATE OF THIS REPORT. UNLESS OTHERWISE INDICATED IN THIS REPORT THERE IS NO INTENTION TO UPDATE THIS REPORT.

BZ WBK AND ITS LEGAL AFFILIATES (TRADING AS SANTANDER AND/OR SANTANDER GLOBAL CORPORATE BANKING) MAY MAKE A MARKET IN, OR MAY, AS PRINCIPAL OR AGENT, BUY OR
SELL SECURITIES OF THE ISSUERS MENTIONED IN THIS REPORT OR DERIVATIVES THEREON. BZ WBK AND ITS LEGAL AFFILIATES MAY HAVE A FINANCIAL INTEREST IN THE ISSUERS
MENTIONED IN THIS REPORT, INCLUDING A LONG OR SHORT POSITION IN THEIR SECURITIES AND/OR OPTIONS, FUTURES OR OTHER DERIVATIVE INSTRUMENTS BASED THEREON, OR VICE
VERSA.

BZ WBK AND ITS LEGAL AFFILIATES MAY RECEIVE OR INTEND TO SEEK COMPENSATION FOR INVESTMENT BANKING SERVICES IN THE NEXT THREE MONTHS FROM OR IN RELATION TO AN
ISSUER MENTIONED IN THIS REPORT. ANY ISSUER MENTIONED IN THIS REPORT MAY HAVE BEEN PROVIDED WITH SECTIONS OF THIS REPORT PRIOR TO ITS PUBLICATION IN ORDER TO
VERIFY ITS FACTUAL ACCURACY.

BANK ZACHODNI WBK S.A. (BZ WBK) AND/OR A COMPANY IN THE SANTANDER GROUP IS A MARKET MAKER OR A LIQUIDITY PROVIDER FOR EUR/PLN.

BANK ZACHODNI WBK S.A. (BZ WBK) AND/OR A COMPANY OF THE SANTANDER GROUP HAS BEEN LEAD OR CO-LEAD MANAGER OVER THE PREVIOUS 12 MONTHS IN A PUBLICLY
DISCLOSED OFFER OF OR ON FINANCIAL INSTRUMENTS ISSUED BY THE POLISH MINISTRY OF FINANCE OR MINISTRY OF TREASURY.

BANK ZACHODNI WBK S.A. (BZ WBK) AND/OR A COMPANY IN THE SANTANDER GROUP EXPECTS TO RECEIVE OR INTENDS TO SEEK COMPENSATION FOR INVESTMENT BANKING SERVICES
FROM THE POLISH MINISTRY OF FINANCE OR MINISTRY OF TREASURY IN THE NEXT THREE MONTHS.
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Important Disclosures (cont.)

ADDITIONAL INFORMATION

BZ WBK OR ANY OF ITS AFFILIATES, SALESPEOPLE, TRADERS AND OTHER PROFESSIONALS MAY PROVIDE ORAL OR WRITTEN MARKET COMMENTARY OR TRADING STRATEGIES TO ITS
CLIENTS THAT REFLECT OPINIONS THAT ARE CONTRARY TO THE OPINIONS EXPRESSED HEREIN. FURTHERMORE, BZ WBK OR ANY OF ITS AFFILIATES’ TRADING AND INVESTMENT
BUSINESSES MAY MAKE INVESTMENT DECISIONS THAT ARE INCONSISTENT WITH THE RECOMMENDATIONS EXPRESSED HEREIN.

NO PART OF THIS REPORT MAY BE COPIED, CONVEYED, DISTRIBUTED OR FURNISHED TO ANY PERSON OR ENTITY IN ANY COUNTRY (OR PERSONS OR ENTITIES IN THE SAME) IN WHICH ITS
DISTRIBUTION IS PROHIBITED BY LAW. FAILURE TO COMPLY WITH THESE RESTRICTIONS MAY BREACH THE LAWS OF THE RELEVANT JURISDICTION.

INVESTMENT RESEARCH ISSUED BY BZ WBK IS PREPARED IN ACCORDANCE WITH THE SANTANDER GROUP POLICIES FOR MANAGING CONFLICTS OF INTEREST. IN RELATION TO THE
PRODUCTION OF INVESTMENT RESEARCH, BZ WBK AND ITS AFFILIATES HAVE INTERNAL RULES OF CONDUCT THAT CONTAIN, AMONG OTHER THINGS, PROCEDURES TO PREVENT
CONFLICTS OF INTEREST INCLUDING CHINESE WALLS AND, WHERE APPROPRIATE, ESTABLISHING SPECIFIC RESTRICTIONS ON RESEARCH ACTIVITY. INFORMATION CONCERNING THE
MANAGEMENT OF CONFLICTS OF INTEREST AND THE INTERNAL RULES OF CONDUCT ARE AVAILABLE ON REQUEST FROM BZ WBK.

COUNTRY & REGION SPECIFIC DISCLOSURES

U.K. AND EUROPEAN ECONOMIC AREA (EEA): UNLESS SPECIFIED TO THE CONTRARY, ISSUED AND APPROVED FOR DISTRIBUTION IN THE U.K. AND THE EEA BY BANCO SANTANDER, S.A.
INVESTMENT RESEARCH ISSUED BY BANCO SANTANDER, S.A. HAS BEEN PREPARED IN ACCORDANCE WITH GRUPO SANTANDER’S POLICIES FOR MANAGING CONFLICTS OF INTEREST
ARISING AS A RESULT OF PUBLICATION AND DISTRIBUTION OF INVESTMENT RESEARCH. MANY EUROPEAN REGULATORS REQUIRE THAT A FIRM ESTABLISH, IMPLEMENT AND MAINTAIN
SUCH A POLICY. THIS REPORT HAS BEEN ISSUED IN THE U.K. ONLY TO PERSONS OF A KIND DESCRIBED IN ARTICLE 19 (5), 38, 47 AND 49 OF THE FINANCIAL SERVICES AND MARKETS ACT
2000 (FINANCIAL PROMOTION) ORDER 2005 (ALL SUCH PERSONS BEING REFERRED TO AS “RELEVANT PERSONS”). THIS DOCUMENT MUST NOT BE ACTED ON OR RELIED ON BY PERSONS
WHO ARE NOT RELEVANT PERSONS. ANY INVESTMENT OR INVESTMENT ACTIVITY TO WHICH THIS DOCUMENT RELATES IS ONLY REGARDED AS BEING PROVIDED TO PROFESSIONAL
INVESTORS (OR EQUIVALENT) IN THEIR HOME JURISDICTION. UNITED STATES OF AMERICA (US): THIS REPORT IS BEING DISTRIBUTED TO US PERSONS BY SANTANDER INVESTMENT
SECURITIES INC (“SIS”) OR BY A SUBSIDIARY OR AFFILIATE OF SIS THAT IS NOT REGISTERED AS A US BROKER DEALER, TO US MAJOR INSTITUTIONAL INVESTORS ONLY. ANY US
RECIPIENT OF THIS REPORT (OTHER THAN A REGISTERED BROKER-DEALER OR A BANK ACTING IN A BROKER-DEALER CAPACITY) THAT WOULD LIKE TO EFFECT ANY TRANSACTION IN
ANY SECURITY OR ISSUER DISCUSSED HEREIN SHOULD CONTACT AND PLACE ORDERS IN THE UNITED STATES WITH THE COMPANY DISTRIBUTING THE RESEARCH, SIS AT (212) 692-2550,
WHICH, WITHOUT IN ANY WAY LIMITING THE FOREGOING, ACCEPTS RESPONSIBILITY (SOLELY FOR PURPOSES OF AND WITHIN THE MEANING OF RULE 15A-6 UNDER THE US SECURITIES
EXCHANGE ACT OF 1934) UNDER THIS REPORT AND ITS DISSEMINATION IN THE UNITED STATES. US RECIPIENTS OF THIS REPORT SHOULD BE ADVISED THAT THIS RESEARCH HAS BEEN
PRODUCED BY A NON-MEMBER AFFILIATE OF SIS AND, THEREFORE, BY RULE, NOT ALL DISCLOSURES REQUIRED UNDER FINRA 2241 APPLY. HONG KONG (HK): THIS REPORT IS BEING
DISTRIBUTED IN HONG KONG BY A SUBSIDIARY OR AFFILIATE OF BANCO SANTANDER, S.A. HONG KONG BRANCH, A BRANCH OF BANCO SANTANDER, S.A. WHOSE HEAD OFFICE IS IN
SPAIN. THE 1% OWNERSHIP DISCLOSURE SATISFIES THE REQUIREMENTS UNDER PARAGRAPH 16.5(A) OF THE HONG KONG CODE OF CONDUCT FOR PERSONS LICENSED BY OR
REGISTERED WITH THE SECURITIES AND FUTURES COMMISSION, HK. BANCO SANTANDER, S.A. HONG KONG BRANCH IS REGULATED AS A REGISTERED INSTITUTION BY THE HONG KONG
MONETARY AUTHORITY FOR THE CONDUCT OF ADVISING AND DEALING IN SECURITIES (REGULATED ACTIVITY TYPE 4 AND 1 RESPECTIVELY) UNDER THE SECURITIES AND FUTURES
ORDINANCE. THE RECIPIENT OF THIS MATERIAL MUST NOT DISTRIBUTE IT TO ANY THIRD PARTY WITHOUT THE PRIOR WRITTEN CONSENT OF BANCO SANTANDER, S.A. JAPAN (JP): THIS
REPORT HAS BEEN CONSIDERED AND DISTRIBUTED IN JAPAN TO JAPANESE-BASED INVESTORS BY A SUBSIDIARY OR AFFILIATE OF BANCO SANTANDER, S.A. - TOKYO REPRESENTATIVE
OFFICE, NOT REGISTERED AS A FINANCIAL INSTRUMENTS FIRM IN JAPAN, AND TO CERTAIN FINANCIAL INSTITUTIONS DEFINED BY ARTICLE 17-3, ITEM 1 OF THE FINANCIAL INSTRUMENTS
AND EXCHANGE LAW ENFORCEMENT ORDER. SOME OF THE FOREIGN SECURITIES STATED IN THIS REPORT ARE NOT DISCLOSED ACCORDING TO THE FINANCIAL INSTRUMENTS AND
EXCHANGE LAW OF JAPAN. THERE IS A RISK THAT A LOSS MAY OCCUR DUE TO A CHANGE IN THE PRICE OF THE SHARES IN THE CASE OF SHARE TRADING AND THAT A LOSS MAY OCCUR
DUE TO THE EXCHANGE RATE IN THE CASE OF FOREIGN SHARE TRADING. CHINA (CH): THIS REPORT IS BEING DISTRIBUTED IN CHINA BY A SUBSIDIARY OR AFFILIATE OF BANCO
SANTANDER, S.A. SHANGHAI BRANCH (“SANTANDER SHANGHAI”). SANTANDER SHANGHAI OR ITS AFFILIATES MAY HAVE A HOLDING IN ANY OF THE SECURITIES DISCUSSED IN THIS
REPORT; FOR SECURITIES WHERE THE HOLDING IS GREATER THAN 1%, THE SPECIFIC HOLDING IS DISCLOSED IN THE IMPORTANT DISCLOSURES SECTION ABOVE. POLAND (PL): THIS
PUBLICATION HAS BEEN PREPARED BY BANK ZACHODNI WBK S.A. FOR INFORMATION PURPOSES ONLY AND IT IS NOT AN OFFER OR SOLICITATION FOR THE PURCHASE OR SALE OF ANY
FINANCIAL INSTRUMENT. 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.
INFORMATION PRESENTED IN THE PUBLICATION IS NOT AN INVESTMENT ADVICE. RESULTING FROM THE PURCHASE OR SALE OF FINANCIAL INSTRUMENT, ADDITIONAL COSTS, INCLUDING
TAXES, THAT ARE NOT PAYABLE TO OR THROUGH BANK ZACHODNI WBK S.A., CAN ARISE TO THE PURCHASING OR SELLING PARTY. RATES USED FOR CALCULATION CAN DIFFER FROM
MARKET LEVELS OR CAN BE INCONSISTENT WITH FINANCIAL CALCULATION OF ANY MARKET PARTICIPANT. CONDITIONS PRESENTED IN THE PUBLICATION ARE SUBJECT TO CHANGE.
EXAMPLES PRESENTED IN THE PUBLICATION IS FOR INFORMATION PURPOSES ONLY AND SHALL BE TREATED ONLY AS A BASE FOR FURTHER DISCUSSION.
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