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Fifth gear still on

Investment and capacity utilization M 1t is already the third quarter in a row when Polish economy is running in fifth

16 84 gear. After 4.9% y/y GDP growth in 3Q17 and 5.1-5.3% yly in 4Q17 (as implied by the

-8 flash full-year print of 4.6%), we think there are reasons to believe that the first quarter of

82 2018 will see again nearly 5% yly expansion. It all takes place in an increasingly

Y supportive external environment. Confidence surveys in the US and euro zone have hit

[ @ new cycle highs and the optimism about the economic outlook has been growing. The

IMF again revised up its economic forecasts for most economies, as did the European

r Commission in its winter edition of predictions. After the most recent data we lifted
"EE ”““”””‘ < o o L T8 forecast for Polish GDP growth to 4.3% this year vs. 4.6% in 2017.
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M what is important, the long-awaited investment recovery has finally started, as
76 the reported 5.4% fixed investment growth in the full 2017 implies an impressive,
—Fixed investment (% yiyjlhy) | 75 nearly 12% y/y surge in the final quarter. We expect investments to keep growing this
12 ——Capacily utization (%, ths) 74 year, albeit at less impressive pace than recorded in 4Q17, as severe capacity

constraints in the construction sector will put a cap on infrastructure development.

Private consumption growth remains robust, near 5% y/y, and we see no reasons for a
410 slowdown in this department in the coming quarters, as households’ disposable income
2700 1 ——WwIG20 (Ihs) will be boosted not only by accelerating wages and employment, but also by higher
2600 4 ——EURPLN (rhs, reversed) 415 pension bill (as we noted last month, it seems that many people decided to resume their
professional activity very shortly after getting the pension eligibility). On top of that,
export should continue rapid, double-digit growth fuelled by strong demand from the
European Union, but it should be paralleled by almost equally fast import expansion
(amid strong domestic demand), so on balance the foreign trade will be roughly neutral
for GDP growth.

EURPLN and stock market
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B Above-potential GDP growth and accelerating wages (outpacing productivity)
will push core inflation higher, towards 2% at the year-end. However, the headline
CPl inflation is likely to zig-zag during the year, not exceeding 2.5%, as the first and final
months of 2018 will be influenced by very high base effects in food and fuels.
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B The better the economic data and the tighter the labour market, the more
dovish is the stance of the Polish central bank. In February the Monetary Policy
Council has signalled quite clearly, in our view, that it is not going to change interest
rates at least until the end of 2018. Even though the new inflation projection in March
may show inflation breaching the target in the medium run, we think it will be not enough
to start serious discussion about policy tightening. It seems the MPC members have to
see it (inflation well above the target) to believe it. And it is probably not going to happen
before the end of this year.
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M The zloty lost some ground at the start of February due to rebound in dollar
strength and we expect this correction to continue. The dovish MPC rhetoric and

concerns about further equity market selloff may also weigh on the Polish currency.
Foreign exchange market . . L .
B Debt markets saw quite substantial correction in recent weeks and we think that

in the near term domestic yields may still remain under the upward pressure of
situation on core markets. However, next month we see a scope for some rebound, as
Economic data & forecasts 10 the speed of the recent upward move in yields seemed to be excessive. Dovish MPC and
lower CPI in nearest months should weaken market speculation about looming rate hikes.
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Economic update

GDP in 4Q17 above 5% yly, forecasts moving up again

% Contribution of demand components to GDP growth

8 = Full-year flash GDP data for Poland showed 2017 economic
growth at 4.6%, beating market expectations and our forecast, both
6 | at 4.5%. Based on stronger-than-expected GDP data and optimistic
I I 5 January surveys, we raised our 2018 GDP forecast to 4.3% from

4 wf AN 4.0%, but we stick to a decelerating path.
A1 H = Implied 4Q17 GDP growth was slightly above 5.0% y/y (assuming
2 I no revisions of 1-3Q data), most likely in 5.1-5.3% range. Fixed
0 L investments most likely rose 11.8% y/y which is quite a rebound
BilS S —| < o t olglz e © m o after three quarters of disappointing performance. The improvement
2 S8ig338888¢8eg el I g8 ¢9 came along with a substantial decrease in inventories (subtracting
c1.2pp from GDP growth) and we assume this was caused by a re-
4 P cOMSUTIion Bublic consumbtion classification of infrastructure projects on their completion as
m Fixedl InostTonts Stockbuilding P investments. Private consumption seems to have grown close to 5%
5 s Net exports —GDP yly in 4Q, judging by its full-year figure, but this was widely

expected. We estimate that contribution of net exports was near to
neutral in both the whole year 2017 and its final quarter.

Investment growth to be constrained...

Aim of new investment (% of firms going to invest)

ggl? = Investment was surely the most striking figure of the 2017 GDP,
2016 encouraging us to move our investment forecast for 2018 to 6.6%
SN from 5.9% with acceleration in machinery outlays. We still stick to
2013 our claim that investment will be limited by situation in construction
2012 sector, which is hitting capacity constraints. This will cause a
20m gradual deceleration of investment growth throughout 2018.
2010 . . . .
2009 Actually, we were given some additional data to support this thesis.
2008 According to the newest NBP business climate survey, 70% of
2007 construction companies are operating at max capacity, by about 20
0 20 40 60 80 100 percentage points more than in services and industry. 80% of these
other constrained companies resign from orders, while only 30% invest to
.gi‘g'f‘f;d”l]g{l‘én (from 2018) improve their capacity. Such a development will not only put a cap

mcapacity o on investment in buildings but also ramp up costs, which is likely to
 modernisation (with cost reduction unfil 2017) postpone public investment, which operates based on tenders. On
) ) ) the other hand, the very same survey showed a higher share of
Share of companies operating close to max capacity, . . .
90 - % companies planning to invest versus the last report. Among
investment-planning companies, there is a rising occurrence of cost-
cutting outlays. In our view, this can be viewed as a response to
rising labour costs and will translate into higher investment in
machinery (automatisation).

50 - ...but other GDP elements to remain strong

40 A = Other elements of our GDP forecast remain roughly unchanged,

30 4 with strong consumption and exports. The former will be driven by

20 - low unemployment and high wage growth. Export-share-weighted
consensus GDP forecasts of Poland’s trade partners point to 2.4%

10 1 growth in 2018. This is slightly lower than in 2017 (2.7%), but

0 - ‘ ‘ ‘ significantly higher than in 2012-2016 (1.4% on average), so still

70 -
60

g g g g 8 warrant high foreign demand for Polish products. Strong
£ - 2 & g consumption and automatization will fuel strong growth of imports,
s which we expect to outpace exports, yielding a deterioration in trade
balance.
Business climate indices (seasonally adjusted) Leading indicators point to positive business climate

= January’s leading indicators have sent positive signals, yet in our
view they support our claim that the economic climate in Poland
remains positive.

= The business climate indicators published by GUS improved in all
sectors. Gains in manufacturing and hotels and restaurants were
among the strongest in history. Index in manufacturing jumped from
9.2 to 17.5, its highest since April 2008, amid rebound in nearly all
its components. European Commission’s ESI also went up strongly,
with subindex for construction reaching the highest level since 1994.

20 | L 40 Manufacturing PMI fell in January to 54.6pts from 55.0pts.

25 | Downward correction was due to fall in output and delivery times

30 4 L a5 subindices, while new orders rose at the fastest pace in three years.
—— GUS manufacturing GUS Construction

Employment subindex was at the highest level in nine months.
—— GUS Retalil trade —— PMI manufacturing (rhs)

Source: GUS, Eurostat, NBP, European Commission, Markit, BZ WBK.
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Employment in the corporate sector (Jan=100)
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Employment still rising

= Polish labour market statistics are still positive, with employment
on the rise, unemployment falling and wage pressure building up.

= Enterprise sector employment data for December surprised on the
upside, with y/y growth rising further from 4.5% to 4.6%. Corporate
employment seems to defy the scarcity of spare labour force issues
faced by the Polish economy and expressed by firms in business
sentiment surveys. Even the lowering of the retirement age in
October did not depress employment growth, suggesting that the
new retirees returned to their previous jobs after acquiring pensions.
= The monthly increase in employment by 0.2% was the strongest
among all Decembers since comparable data are available (1990!).
The same was true about the November reading. Moreover,
business climate surveys point that demand for labour remains
strong.

= In January the Statistics Office is revising the covered population
of surveyed companies employing more than 9 people. In our view,
the positive economic situation means that many companies are
likely to enter the survey so we are likely to see a strong jump.

= According to the ZUS (Social Security), the institution was
insuring 316.5k Ukrainians at the end of 2017 versus 194.4k at the
end of 2016.

Wage pressure building up

= Wage growth accelerated from 6.5% yly to 7.3% in December.
Wages were pushed up by one-off payments in the mining sector,
which contributed 1.3pp to the wages increase, the highest since
February 2013. The growth in other sectors amounted, on average,
to 6.5% yly, which is less than in November (7.1% yly). However,
we believe that this slowdown does not imply a lower wage
pressure, but is rather the outcome of the negative effect of
business days, which reduced wages in sectors applying the
piecework system more often (e.g. manufacturing). The growth of
wages in trade is worth noting, as it accelerated to 9.2% yly and
was the highest since mid-2008. Wage growth in retail trade
accelerated to 12% yly.

= NBP Business Climate survey is pointing to a further growth in
wage pressure with already 70% of companies feeling it.

= Real wage bill growth jumped from 85% vyly to 9.9% in
December. This is its strongest print since September 2008, and
leaves the 4Q17 average at 9.4% yly, a whole 3pp higher than the
average for 4Q16.

Inflation on the decline

= December CPI stood at 2.1% y/y. Decline from November's 2.5%
was due to high base effect in food and fuels. Core inflation
excluding food and energy prices was at 0.9% yly.

= Our forecasts for January suggest a further slide, to 1.8% yly. In
our view, January saw an unusually low growth in food prices due to
downward tendencies in eggs and butter, earlier driven strongly up
by shocks. CPI will also be dragged lower by high base effect in
energy prices: in January 2017 electricity prices went up. Core
inflation, on the other hand, most likely climbed to 1.1% vyly, the
highest since 2014.

= In our view, inflation is likely to oscillate above 2.0% in the months
to come and to hit 2.5% in mid-2018. We are expecting a further
change in its breakdown: from food/energy driven to core driven (we
expect core inflation at 2.0% at the end of 2018).

In March the Office is scheduled to release its revised inflation
basket. Our analysis based on changes in relative prices suggests
that the basket revision will make 2018 CPI go slightly up, with the
most considerable impact in January (+0.045pp) and diminishing
throughout the year to hit 0 in December, reaching +0.035pp on
average.
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Excerpts from the MPC’s official statement after its February meeting

Despite ongoing global recovery, inflation abroad remains moderate, on the back
of persistently low domestic inflationary pressure in many countries.

Despite the acceleration in economic growth, annual consumer price growth
continues to run at a moderate level (...) At the same time — although wage
growth in enterprises increased — core inflation net of food and energy prices
remains low.

GDP growth in 2018 will probably be slightly lower than in the second half of
2017. Taking into account the current information, the Council judges that
inflation will remain close to the target over the projection horizon. As a
result, the current level of interest rates is conducive to keeping the Polish
economy on the sustainable growth path and maintaining macroeconomic
stability.

Excerpts from the MPC’s minutes from its January meeting

The majority of the Council members expressed the opinion that, taking into
account current information, interest rates were also likely to remain stable
in the coming quarters. These members judged that the stabilisation of interest
rates would continue to help meet the inflation target, while supporting the
maintenance of the balanced economic growth, including the expected further
recovery in investment. Moreover, these Council members pointed out that the
need to take into account the monetary conditions in the immediate environment
of the Polish economy, including the likelihood of the maintenance of negative
interest rates in the euro area, also spoke in favour of keeping the current
level of interest rates in the coming quarters.

In the opinion of some Council members, should data and forecasts incoming
in the following quarters suggest a more marked intensification of inflationary
pressure than expected, most notably associated with a possibility of a stronger
acceleration in wage growth, it might be justified to consider an increase in
the NBP interest rates in the quarters to come. In the opinion of these Council
members, developments in inflation expectations would also be important for
monetary policy. At the same time, these members emphasised that in the
light of recently released data the risk of a marked increase in inflationary
pressure was lower than previously assumed.

November NBP’s inflation projection
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NBP Governor’s stance remains dovish and stable

= Seemingly, there was a difference between the NBP Governor
Adam Glapinski’s attitude during the previous post-meeting press
conferences and what he said in an interview from Davos. The
February meeting confirmed, however, our view that his views
remained dovish. While he initially stressed that it is too early to talk
credibly about next year, later on he admitted that he still sees a
chance for stable rates in 1H19. The MPC reaction to strong
investment rebound in 4Q (12% yly implied by full-year data) was
interesting. While the need to support muted investments was
earlier one of the key arguments to justify the dovish stance, now
the likely rebound in corporate investments was seen as a factor
limiting worries about the wage pressure, thus also supporting a
dovish approach. The hawkish camp seems now in disarray due to
the recent decline of headline inflation and stable core CPI.

= CPI hit the target in November, but since then it has been only
going down, making the November print look like a mere incident.
We expect inflation to inch down to 1.8-1.7% in January-February
(mainly due to lower prices of food and fuels), which is probably
going to even reinforce the MPC'’s dovish bias.

= However, what should really matter for the central bank is the
underlying inflation, and it is not going to get lower, in our view.
While through a better part of 2017 it remained flat, at the turn of
the year there was a slight rise, which in our view, will continue until
late 2018. While we do not think CPI could be repeatedly breaching
the target this year, the rise of core inflation may change the
perception of inflationary trends of several MPC members. That
said, we are no longer convinced that one of the two 25bp rate
hikes we see by the end of 2019 will come this year and we move
the first rate hike from November to March 2019.

= In March, there will be a new NBP projection, and judging by
further positive surprises from economic activity (4Q17 GDP growth
probably above 5% vyly), tighter labour market and higher oil prices,
the path of inflation might be moved higher. This will be the first
time the projection covers 2020 and please note the previous one
had an upward trajectory up to 4Q19 in core CPI, showing it at
almost 3% at the end, so we could expect to see a significant
positive deviation from the target (which refers to headline CPI)
also in 2020, giving the more hawkish members a nudge. The PLN
appreciation will act on the CPI projection in the other direction, but
NBP staff seems conservative in setting the path of the zloty for the
purpose of calculating macroeconomic projections. Would it be
enough to trigger a serious discussion in the central bank about
monetary tightening? We rather doubt it after the recent dovish tilt
in the MPC’s stance. It seems the Council members need to see
much higher inflation to believe it.

The FX substitute of rate hikes

= Some MPC members, including the NBP Governor, referred to
the PLN appreciation in 4Q17 as a factor that tightens monetary
policy irrespective of their rate decisions. The BIS measure of real
effective exchange rate (REER) for the zloty showed c¢8.6%
strengthening in 2017, and 2.4% in 4Q alone, which leaves the
currency at the strongest levels since early 2015, but weaker than it
was in 2012-2014. We checked what NBP models say about the
impact of an exchange rate shock on CPIl and compared this to
their reaction functions for interest rate hikes. Looking only at peak
reactions, a sustained 10% appreciation of REER leads to a 2pp
drop of inflation after 3-4 quarters, whereas a 100bp rate hike
introduced for four quarters lowers CPI by 0.4pp in a similar time
horizon. Mechanical rescaling of the shocks (which seems an
oversimplification) would yield a 1% currency strengthening as an
equivalent of 50bp-worth of monetary tightening. This does not
necessarily reflect what decision makers have on their mind when
mentioning the fx appreciation vs. rate hikes substitution. Reality is
just far more complicated.
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PLN bn Cumulative budget performance
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2017 central deficit in line with our forecast

= |[n 2017, the budget deficit was PLN25.4bn, in line with our call,
and below the plan at PLN59.3bn. Revenues reached PLN350.5bn
(107.7% of the plan). VAT revenues were c24% higher than in 2016,
while the revenues from CIT and PIT recorded a growth of 13% and
9.2%, respectively. In December alone, VAT revenues rose by more
than 100% due to a different timeline of additional VAT returns. In
2016, most of the advance returns had been paid in December and
last year the process started earlier. Expenditures in the whole 2017
were at PLN375.9bn (97.7% of the plan). In December, they rose by
PLN50.2bn due to the budget amendment, which increased limits of
expenditures in several categories. We think that the general
government deficit in 2017 was below 2% of GDP (our forecast is
1.9%; while the European Commission quoted 1.7% in its autumn
forecast).

= Our economic outlook for 2018 suggests that the start of the fiscal
year may be quite optimistic. Advance VAT returns took place in
both late 2016 and late 2017, which suggests we will not see a
drastic decline in the y/y growth of VAT revenues in the months of
1Q (in 1Q17 the average rate of growth was c50% yly).

The next EU budget and the conditionality issue

= In May, the European Commission will present the draft version of
the next Multiannual EU Financial Framework. An important
guestion for Poland is if the row with the EU about the rule of law
could result in the introduction of conditionality clause in the next EU
budget after 2020, so that countries that do not share common EU
values and policies are to be deprived of the EU funds. It seems,
however, that the conditionality issue is now considered a
secondary problem and the focus is on how to fill in the gap to be
caused by Brexit in the EU budget (where Poland supports Jean-
Claude Juncker’s view that contributions should be increased).

= The recent remarks from the EC officials about conditionality were
mixed. EC President, Jean-Claude Juncker showed conciliatory
approach and Budget Commissioner, Gunther Oettinger, mentioned
legal obstacles questioning the feasibility of the concept and
considered positive budgetary incentives for compliant countries
instead of punishment of those who break the rules. On the other
hand, Martin Schulz, the leader of German SPD, likely to make part
of a coalition government, sticks to the view that Germany should
limit its contribution to the EU budget if Poland does not adhere to
the refugee quotas policy. What is more, EC Justice Commissioner,
Vera Jourova, admitted there are works in the EC to link all EU
funds, not only cohesion funds, to the rule of law and she has been
tasked with developing criteria to assess members’ compliance by
May. Currently, the process of stating the rule of law breaches is
lengthy, multi-step and requires a vote in the European Council, and
it seems a different procedure needs to be created for the purpose
of banning a country’s claims on EU budget resources. In case of
Poland, a vote on a ‘clear risk of a serious breach of rule of law’
(under Article 7.1 of the Treaty of EU, still not the end of the
process) will most likely come this month, two years since the
European Commission launched the rule of law dialogue on the
situation in the country, following four EC Recommendations, a
Formal Opinion plus updates for the Council and a Reasoned
Proposal to the Council and an exchange of more than 25 letters
with the Polish authorities.

= Fitch Analyst, Arnaud Louis, said that looking at the Poland-EU
tensions the agency wants to tell apart political and diplomatic
issues from what matters for rating-relevant metrics. From this
angle, the potential cuts in the next EU budget are considered a risk
to Polish growth and public finances beyond 2021. In a shorter
timeframe Poland could see a positive rating action, if GDP growth
remains high enough to grant income convergence with other grade
A countries. Fitch is to review the rating on 8 Jun and 12 Oct.
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Inflation-linked swaps 5Yx5Y
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Central banks sent bonds rates higher

= Over the last month, the domestic yield curve has been climbing
by 30, 25 and 15 bp for 10Y, 5Y and 2Y, respectively (which partly
results from benchmark changes, which “added” to the yield of
benchmarks between 8bp and 20 bp). Simultaneously the IRS curve
moved up by 25, 25 and 5 bp (for the 10Y, 5Y, and 2Y). The sell-off
was accompanied by a little more aggressive upward move on the
long end and the short end of the US and German yield curve. The
trigger for this was not enough dovish, in the investors' perception,
press conference (in the case of ECB) and a too hawkish
communiqué (in the case of Fed). Even the BoJ decision to start
buying long end bonds (to lower the longer rates) was not enough to
neutralize global yield upward move. The negative attitude to debt
was reflected in late January and early February bond auctions
results. At the auctions, the bid/cover ratio was between 1.5 and 1,7
(despite the supply cut) vs. the 2.1 average for 2017 and 2.3 at the
first January’s auction.

Global sell-off will still negatively affect domestic market

= We still think that yields of domestic bonds will remain under the
upward pressure in February. In our opinion, the belly and the long
end could be affected by core markets sell-off, while the short end
will likely remain on the current level. At the same time, we think that
the IRS curve (especially in the 5-10Y segment) will remain more
sensitive to the upward pressure from the core markets, compared
to the yield curve of bonds, which will lead to the asset swap spread
compression. We believe that lower sensitivity of the yield curve is a
consequence of lower supply of domestic bonds. In the case of the
short end of the curve, the MPC rhetoric will be more important.

= In our view, the long end of the curve will stay under the core
markets sell-off pressure for some time (2-3 weeks).
Simultaneously, higher level of rates so far was justified by the
investors who were convinced that high wages dynamics (reported
over the last months) will translate into inflation increase. This, in
consequence, was to force the MPC into faster and more
aggressive hikes in the future. However, the significance of the last
of the above-mentioned factors will likely gradually decrease along
with the release of inflation data in Poland (for January and
February, we expect a 1.7-1.8% yly).

Global markets will be key

= In the months to come, we forecast slight strengthening on the
bond market across the yield curve. In the front end, the price
rebound will be fuelled by expected buyback of the PS0418 bonds.
This used to be reflected in prices a few weeks before the buyback
(current outstanding debt at the end of April was PLN14.6bn). The
belly and the long end of the curve will be positively impacted by
expected good domestic fiscal data. We still hope for some
improvement on the global bond market in the longer horizon (1-2
months), which should help domestic curve to flatten. We believe
that the last weeks global bonds market sell-off was not, in fact,
driven by rising inflation expectations of market participants. That
narration is incoherent with the stock market sell-off (companies
usually are beneficiaries of higher inflation) as well as relatively low
increase in prices of inflation-linked financial instruments on the
global markets (see the first chart). At the same time, we believe
that much lower price drop in the treasuries of the CEE countries
and the Euro periphery bonds visible over the last sale-off shows
that investors changed their attitude to bonds classified in recent
years as more risky (see two lower charts).
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Zloty stable at strong level

= |In January, the zloty remained strong vs main currencies amid still
positive global market sentiment and weak dollar. We think the zloty
may give up some of its gains due to local and global factors.

= As we write below, we expect some down correction of EURUSD
to take place in the short term. EURPLN has been trending lower as
the euro was gaining versus the dollar and if the US currency starts to
recover, this may generate upside pressure on EURPLN.

= In our view, local factors will also prove material. The MPC rhetoric
at the press conference after the February meeting was dovish which
already had some negative impact on the zloty. We forecast January
inflation at 1.8% y/y and such release could even strengthen the
dovish message sent by the MPC.

= Early February saw a sharp plunge on the equity market globally.
So far, the zloty proved surprisingly resilient to jump in risk aversion
but we do not expect the Polish currency to stay firm if stocks continue
to fall.

= Similarly to the previous months, technical analysis indicators
show EURPLN is oversold and implied volatilities are trading at their
multi-year lows making us cautious about expecting further zloty
appreciation in the short term.

Euro correction has likely started

= In January, EURUSD remained in the upward trend amid still strong
European economic activity data, low demand for safe assets amid
gaining stocks, less-dovish-than-expected ECB rhetoric and progress
in German coalition talks. As a result, the exchange rate jumped
temporarily 1.25, reaching its highest level since late 2014.

= We still view EURUSD as overbought and we think the market has
priced in economic recovery in the euro zone too aggressively and
put not enough attention to the divergence in the Fed and ECB
monetary policy. Still, given the recent developments we revised our
EURUSD path up for this year, particularly to 1.21 from 1.15 for 1Q
and to 1.26 from 1.20 for 4Q. We stick to our view that the upside
trend will hold in 2018 as the global market sentiment will be positive
implying low demand for safe assets like the dollar.

Politics may weigh on koruna

= EURCZK stayed in the down trend as the Czech central bank
raised interest rates by 25bp, main refi rate to 0.75%. The Czech
central bank head, Jiri Rusnok, said after the meeting that one more
hike this year is likely which looked fairly dovish given the FRA market
pricing one 25bp hike in the next three months and a total of 75bp
in the next 12 months. It seems there is little room for stronger
koruna in the short term, particularly given the political deadlock.

= President Milos Zeman was elected for the second term and he
said yet before the elections that he would give Andrej Babis a
second chance to build a government. In mid-January Czech PM
Babis and his minority government lost a confidence vote and now
they will continue as an acting government while they try to find a
coalition partner, which could take at least several weeks. Although
Babis is accused of a subsidy fraud, his ANO movement has still high
public support and so the eight remaining parliamentary parties may
not be willing to force an election and could try to form a coalition
instead.

MACROscope February 2018



Bank Zachodni WBK
& Grupa Santander

MACROscope February 2018

Market monitor

9
- g1 uer - g} ver wmmm = s I -
- 11 dog - 1) dag « g g 6i-uer
- 1) few L) fen e 2 = i
L /L uep L/} uep . v m c 81-%8Q
- 9} deg b oLdeg g LLunr 2 E S
- 91 Aep L [oLfen [ 2 2 < [l 81-1oN
9} uer w ol uer & =) o a St
-Gl deg @ - Gl dog & %31 950 S 8 8110
L g1 e = Y Lol fen 91190 _ 5 I
Lgluera = m,\k L g) uep B By 3 g}-deg
- vl deg 2 £ FpLdes o || & "=y unp 3 g I
- vl Aew g i BTN N - gy & P g1-Bny
0 Fviuer o | E Fver @ || gL 00 a E I
= Lerdest || @ { ¢l des 5 2 2 n
L el fep W HL L el ke 0 ‘M o gL-nr
Leluer £ _F r €l uer W m m 5 |
Lzides | | £ o~ Lerdes 3 || < > < 3 gi-unr
-z} hew 5 ' 7l fen & E = 8
- gl ver E i Feluer 2 e S 8l-Aen
-1 des ® A - 11 deg 01 050 o S ~ :
- Ly Aew - b A _ = 1 3 = 81-4dy
F 1) uep 1) uer =50 3 3 ‘
- 01 dog 0} dog = g c gl-JelN
L oL Aen Lol ey prunr % 2 I
0l ver 0 ver a v 2 5 8103
- 60 dog ; - 60 dag LH-0ed S e I B T A
- 60 Aepy M\M\_ - 60 fewy ; i o0 o9 99999 o
ORI S s 60 er %_ Ssg8s88888
NS 8 e oMNWHNM%WH mwmwmom.mm > O~ ®©® WL ®N —
252593 %35 o B o * —
| | | R . | L /| dag L /) deg 2 61-uer
mlu -8} uer L 14 ey b L) Rew & r
FLl wa L/} uep 81-08Q
m.\“ - 1) ke L g} deg |
- Lk fey -A0
0 - 9} dog 9k Aen c 81-hoN
L L9} uep 2 L
ke 9l ke w%w E &
2 = - 9} uer i Z ¢ I 3P0
& = Lgldes || 8 Lol ke gl A g = i
£ . > -Gl ke 2 8 hw -Gl uer X LgLuer 5 gl = g1-dag
5 - FGlLuer % = Lyl dog » Fyldes T g |
5 Fpldes B || x Lyl Aep = -yl e S
T -yl e g Ly} uep _ S [ ) ver = i gl-bny
£ - o uer N » €1 dog - gl dog & Z = !
7 £l des g ~ elenz || g L & N ¢
g wmr>w§\@/ 5 — = o - N ]
£ 2 o = Fel e o » @l £ ®
o e = E a Lz1des kel >||E] & 7 -un
g L7Ldes o | | o 2 | |s &8 gl-unp
o - Lzl ey S € rCLReN > _ El 3 F
T ; - gl uer 2 Cb uer _ T| = 81-ep
> -1} des & -1} dag | 3 |
2 e R [l g s 5 I Y
S L} uer oy o1 2 8
™ - 01 dss 3 0} dog gl = X .
-0l Rep Lol fen £ 8l-1ep
r 0} uer Lol uep M L
- 60 deg L 60 dog c 81-g84
- 60 Aepy s °
_— 60 AW T —
— B0 ver o | 60 uer S 5| 8 8 8 8 8 °©
-~ w0 n T T T
IS S 3 < 23g9ysIggNas o £l 3 § 5 8 =
© o

Source: Finance Ministry, Reuters, BZ WBK.




Economic calendar
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US: Durable goods orders (Jan)
US: Consumer confidence index
(Feb)

EZ: Flash CPI (Feb)
US: Preliminary GDP (Q4)
US: Pending home sales (Jan)

EZ: PMI — manufacturing (Feb)
DE: PMI — manufacturing (Feb)
US: ISM — manufacturing (Feb)
US: Personal income (Jan)

US: Consumer spending (Jan)

MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY
12 February 13 14 15 16
PL: Balance of payments (Nov) | PL,DE, EZ, HU: Flash GDP (Q4) | PL: CPI (Jan) PL: Wages and employment
HU: CPI (Jan) US: CPI (Jan) US: Philly Fed index (Feb) (Jan)
US: Retail sales (Jan) US: Industrial output (Jan) CZ: Flash GDP (Q4)
EZ: Industrial output (Dec) US: House starts (Jan)
CZ: CPI (Jan) US: Building permits (Jan)
US: Flash Michigan (Feb)
19 20 21 22 23
PL: Industrial output (Jan) DE: Flash PMI - services (Feb) PL: Money supply (Jan) DE: GDP (Q4)
PL: PPI (Jan) DE: Flash PMI - manufacturing DE: Ifo index (Feb) EZ: CPI (Jan)
PL: Retail sales (Jan) (Feb)
DE: ZEW index (Feb) EZ: Flash PMI - manufacturing
(Feb)
EZ: Flash PMI - services (Feb)
US: Home sales (Jan)
US: FOMC minutes
26 27 28 1 March 2
US: New home sales (Jan) HU: Central bank decision PL: GDP (Q4) PL: PMI - manufacturing (Feb) | CZ: GDP (Q4)

US: Michigan index (Feb)

5
DE: PMI - services (Feb)
EZ: PMI - services (Feb)

6
HU: GDP (Q4)
US: Industrial orders (Jan)

7
PL: MPC decision
EZ: GDP (Q4)

8
EZ: ECB decision
DE: Industrial orders (Jan)

9
DE: Exports (Jan)
DE: Industrial output (Jan)

US: Retail sales (Feb)

CZ: Industrial output (Jan)
US: Philly Fed index (Mar)

EZ: Retail sales (Jan) US: ADP report (Feb) HU: CPI (Feb) CZ: CPI (Feb)
US: ISM - services (Feb) US: Fed Beige Book US: Non-farm payrolls (Feb)
US: Unemployment rate (Feb)
12 13 14 15 16
US: CPI (Feb) EZ: Industrial output (Jan) PL: CPI (Feb) PL: Wages and employment

(Feb)

PL: Balance of payments (Jan)
PL: Core inflation (Feb)

US: House starts (Feb)

US: Building permits (Feb)

US: Industrial output (Feb)

US: Flash Michigan (Mar)

Source: GUS, NBP, Bloomberg.

Calendar of MPC meetings and data releases for 2018

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
ECB decision 25 - 8 26 - 14 26 - 13 25 - 13
MPC decision 10 7 7 11 16 6 11 - 5 3 7 5
MPC minutes 22 29 27 - 21 - 23 20 25 22 20
Flash GDP* 30 14 - - 15 - - 14 - - 14 -
GDP* 28 - - 30 - - 31 - - 30 -
CPI 15 15 15 12 11 11 12 10 11 12 12 11
Core inflation 16 - 16 13 14 12 13 13 12 15 13 12
PPI 19 20 19 19 21 19 18 20 19 17 20 19
Industrial output 19 20 19 19 21 19 18 20 19 17 20 19
Retail sales 19 20 20 20 22 20 19 21 20 18 21 20
Gross wages,employment 17 16 16 18 18 18 17 17 18 16 19 18
Foreign trade about 50 working days after reported period
Balance of payments* - 30
Balance of payments 15 13 16 13
Money supply 23 22 22 24

* Quarterly data. a preliminary data for January. b January and February.

Source: GUS, NBP.
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Economic data and forecasts for Poland

Monthly economic indicators

Jan17 Feb17 Mar17 Apr17 May17 Jun17 Jul17 Aug17 Sep17 Oct17 Nov17 Dec17 Jan18E Feb 18E

PMI ofs | 548 542 535 541 527 531 523 525 537 534 542 550 546 552
Industrial production % YoY 9.1 1.1 1141 0.6 9.2 44 6.2 8.7 42 12.3 9.1 27 9.3 7.1
Construction production % YoY 2.1 5.3 172 43 8.4 116 198 235 15.3 20.3 19.8 12.7 228 244
Retail sales 2 %Yoy | 114 73 97 81 84 60 71 76 86 80 102 60 77 14
Unemployment rate % 8.5 8.4 8.0 76 7.3 7.0 7.0 7.0 6.8 6.6 6.5 6.6 6.9 6.9
g;f)sr wagesincomorate o voy | 43 40 52 41 54 60 49 66 60 74 65 73 713 77
Employmentincomorle g yoy | 45 46 45 46 45 43 45 46 45 44 45 46 37 34
Exports (€) %Yoy | 151 64 197 32 192 72 133 115 100 155 148 59 150 110
Imports (€) %Yoy | 160 105 198 46 217 145 132 78 75 148 159 76 150 120
Trade balance EURmn | 477  -169 330 519  -83 235 172 162 466 321 109 2000 551  -343

Current account balance EURmn | 2,548  -514 -405 350 -264 -892 -203 189 120 297 233 15 623 -834
Current account balance % GDP 0.1 0.1 0.1 0.0 0.1 -0.5 -0.3 -0.1 0.2 0.2 0.3 0.3 -0.1 -0.2

Budget deficit (cumulative) PLN bn 6.7 0.9 2.3 0.9 0.2 5.9 24 49 3.8 2.7 24 254 3.0 -1.5

Budget deficit (cumulative) %p?;rfY M4 44 38 15 03 99 40 82 64 45 41 427 91 36
cPI %Yoy | 17 22 20 20 19 15 17 18 22 21 25 21 18 A7
;F:rg);c'”d‘”g food and %Yoy | 02 03 06 09 08 08 08 07 10 08 09 09 12 12
PP %Yoy | 40 45 48 42 24 18 22 30 32 30 18 03 02 -04
Broad money (M3) %Yoy | 85 82 78 67 63 50 50 54 54 57 45 46 48 50
Deposits %Yoy | 83 77 73 61 57 45 46 50 50 53 42 41 45 46
Loans %Yoy | 35 48 53 45 48 45 45 50 51 47 37 36 38 39
EUR/PLN PIN | 437 431 429 424 420 421 424 426 427 426 423 420 416 418
USDIPLN PLN | 411 405 402 39 380 375 368 361 350 363 360 355 341 341
CHF/PLN PN | 408 404 401 395 38 38 38 374 373 369 363 360 355 36
Reference rate b % | 15 150 150 150 150 150 150 150 150 150 150 150 150 150
3M WIBOR % | 173 173 173 473 173 173 173 473 473 473 73 172 172 4T3
Yield on 2-year T-bonds % | 200 220 208 198 195 19 18 180 173 171 160 166 163 166
Yield on 5-year T-bonds % | 204 315 302 287 279 261 265 265 261 269 262 263 268 272
Yield on 10-year T-bonds % | 360 38 366 342 335 319 330 333 327 339 340 327 325 340

Note: #in nominal terms,  at the end of the period.
Source: GUS, NBP, Finance Ministry, BZ WBK estimates.
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Quarterly and annual economic indicators

2015 2016 2017 2018E 1Q17 2Q17 3Q17 4Q17 1Q18E 2Q18E 3Q18E  4Q18E

GDP PLNbn | 1,798.3 1,8586 19847 21093 | 456.0 476.2 487.4 565.1 488.1 506.5 517.1 597.6
GDP % YoY 38 29 46 43 4.1 4.0 49 5.1 4.9 43 4.0 39
Domestic demand % YoY 3.3 2.2 4.7 4.4 39 55 39 5.2 51 44 4.2 4.0
Private consumption % YoY 3.0 39 4.8 49 47 49 48 5.0 5.0 49 4.8 47
Fixed investments % YoY 6.1 -1.9 54 6.6 -0.5 0.9 3.3 118 10.1 7.9 6.4 4.8
Industrial production % YoY 48 29 6.5 6.8 7.3 42 6.3 8.4 6.4 7.0 8.2 5.7
Construction production % YoY 0.3 -14.6 13.7 144 5.6 84 19.3 171 19.7 20.6 14.3 8.2
Retail sales @ % YoY 1.5 39 83 7.9 9.6 76 79 8.1 8.1 8.6 9.1 5.8
Unemployment rate % 9.7 8.2 6.6 5.7 8.0 7.0 6.8 6.6 6.6 58 5.6 5.7
Scrgﬁzxges nthenational o voy | 33 38 57 79 | 41 50 49 74 72 75 76 90
Eg(‘)ﬂ'g%“y’e”t inthe national . voy | og 23 37 24 32 30 36 34 26 23 20 18
Exports (€) % YoY 8.5 3.1 11.8 10.8 13.8 9.6 116 12.2 104 11.6 12.1 9.1
Imports (€) % YoY 5.0 2.7 12.8 11.5 155 135 94 12.8 10.6 12.7 134 9.6
Trade balance EURmn | 2213 2,935 1,535 195 641 204 460 230 608 -322 91 0
Current account balance EURmn | -2,405 -1,254 1,517 940 1,659 -799 112 545 -39 355 -701 1,325
Current account balance % GDP 0.6 0.3 0.3 0.2 0.1 -0.4 0.2 0.3 0.0 0.2 0.0 0.2
General government balance % GDP 2.6 25 -1.9 2.2 - - - -

CPI % YoY 0.9 0.6 2.0 2.0 20 1.8 1.9 2.2 1.8 22 22 1.9
CPI® % YoY 0.5 0.8 21 1.9 20 15 2.2 2.1 1.8 2.2 2.2 1.9
;F:rg’;c'”di”g food and %Yoy | 03 02 07 17 03 0.8 0.8 0.9 12 15 19 22
PPI % YoY 22 0.2 29 0.8 44 2.8 2.8 1.7 0.3 1.0 15 141
Broad money (M3) © % oY 9.1 9.6 4.6 8.7 7.8 5.0 54 4.6 5.6 6.7 7.7 8.7
Deposits %YoY 9.0 9.1 41 8.5 7.3 45 5.0 41 5.2 6.3 74 85
Loans b %YoY 6.9 47 3.6 6.3 5.3 45 5.1 3.6 43 5.0 5.7 6.3
EUR/PLN PLN 418 4.36 4.26 4.21 4.32 422 4.26 423 4.18 4.21 4.24 4.22
USD/PLN PLN 3.77 3.95 3.78 343 4.06 3.83 3.63 3.59 3.41 347 3.45 3.38
CHF/PLN PLN 3.92 4.00 3.84 3.59 4.04 3.89 3.77 3.64 3.59 3.62 3.61 3.54
Reference rate b % 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50
3M WIBOR % 1.75 1.70 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.73 1.74
Yield on 2-year T-bonds % 1.70 1.63 1.88 1.77 2.10 1.96 1.81 1.66 1.66 1.66 1.81 1.95
Yield on 5-year T-bonds % 2.21 2.35 271 2.88 3.03 2.76 2.64 265 2.71 2.81 291 3.08
Yield on 10-year T-bonds % 2.69 3.04 342 3.44 3.72 3.32 3.30 3.35 3.37 3.42 3.47 3.50

Note: ®in nominal terms, ° at the end of period. Source: GUS, NBP, Finance Ministry, BZ WBK estimates.
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IMPORTANT DISCLOSURES

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 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”). Santander London is registered in the UK (with FRN 136261) and subject to limited regulation by the FCA and PRA. BZ WBK,
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 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.

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
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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.

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
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