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Stockpiles of economic growth

Contribution of inventories to yly GDP growth B While most of the European economies experienced a soft patch in 1Q18,
8 Poland managed to surprise to the upside once again, with GDP growth reaching
Other categories 5.2% yly, or 1.6% g/q in seasonally adjusted terms (one of the four best results in the
6 - = Stockbuilding last ten years). Such result placed us again at the top of the economic growth rank in the
——cop European Union. The breakdown of GDP growth was equally interesting as the number
4] itself, as the surge in inventories appeared to be the main factor behind the positive
surprise, adding almost 2pp to the GDP increase, while the remaining components fell
short of expectations. We think, however, that the data broadly confirm our expected
27 economic scenario, where private consumption remains the main engine of growth and
| I“ Il | | | | fixed investments recover gradually from a prolonged stagnation. Although the five-
o LA A || : _‘l‘ ALl percent GDP growth will be hard to sustain, the pace of expansion should remain
” || Il decent, with the domestic demand playing first fiddle. Given the better than expected
P starting point and improving fiscal performance (which leaves more room for public
CorrNaNmmTTOOOO~~® consumption expansion, in our view), we decided to up slightly our GDP growth
o9gegoIeIoIIIeIIIa forecast for this year, from 4.3% to 4.5%.
M Despite the economic growth surprising to the upside, inflation continues to
EURPLN rate and bond yield disappoint. The downward trend in CPI reversed temporarily due to a spike in fuel prices,
455 RPN () 40 which was in line with our expectations, but it seems that the rebound will be quite weak
450 ——10Y bond (rhs)| 38 and short-lived, with CPI getting only a notch above 2% y/y mark in June and the_n
445 | 26 retreating back to 1.5% by year-end. As we wrote recently in the research note — it
440 : seems the price pressure should be going up in a few quarters’ time, but not
r34 earlier, as companies still have buffers thanks to positive results built in the last
RS L 39 two years.
430 L 30 B This leaves us with the unchanged conclusion that the Polish central bank will not
4.25 be in a hurry to change the monetary policy stance. The recent comments from the
4.20 r 28 Monetary Policy Council confirmed, in our view, that the first interest rate hike is unlikely
4.15 F 26 before the very late 2019.
410 - 24 B The superb economic and fiscal performance did not shield the Polish financial
SR SRt market perfectly from the risk aversion that has dominated the emerging markets
cld8f<3258¢2<3 universe in the recent weeks. The political heat in Italy, worries about global trade wars,

the strengthening US dollar and expected further policy normalisation by the world’s
main central banks resulted in a general sell-off in emerging markets, which hit the most
the countries with large current account gaps and high USD debt exposure. Although
Poland is not in the most exposed group, the fact that EM countries have tightened
monetary policy 22 times in 2018 to defend against a capital outflow, with the
Polish MPC maintaining the very dovish policy outlook, could be among factors
limiting Polish assets’ lure to foreign investors.

M Although the zloty recovered somewhat at the beginning of June, it is still the seventh
weakest currency among its emerging market peers when we look at performance since
mid-April. We see some room for further zloty strengthening in the short run (June-
July), as the dollar depreciation, stabilisation of global moods and solid local data can
give the currency some relief. August usually is a period when Polish currency weakens.

B As regards the debt market, we expect a moderate decline of yields after the
FOMC and ECB meetings in mid-June, as, in our view, the messages from the central
Economic data & forecasts 10 banks press conferences should calm down investors’ excessive concerns about the end
of ultra-easy money era.
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GDP growth back at the peak in 1Q18

= In 1Q18, GDP growth reached 5.2% vyly. It was widely expected
that the slowdown phase had already started in early 2018 after
reaching a 5.2% peak in 3Q17. In contrast, it turned out that GDP
managed to re-accelerate again, back to the peak value in this cycle.
After the seasonal adjustment, GDP growth accelerated to 5.0% yly
from 4.4% vs. peak growth of 5.4% in 3Q17. Seasonally-adjusted g/q
growth was 1.6% and this was the fourth strongest quarter in this
respect since the global financial crisis (which hit 40 quarters ago).
Strong inventories do not spell trouble

= The impressive return of GDP growth above 5% y/y in 1Q18
seemed based on unstable foundations though. The growth
breakdown was somewhat disappointing as the surge in inventories
was the only source of the positive surprise adding as much as 1.9pp.
vs. just 0.2pp in 4Q17. This is not bad news for the coming quarters in
itself. After all, in 2Q17 the change in inventories also added 1.9pp to
the GDP growth, a quarter ahead of the strongest reading in this
cycle. In 4Q16 the contribution of this category was 2.1pp (out of
2.7% yly of economic growth), but a quarter later the GDP
accelerated to 4.4% yly. Actually, high contribution to GDP growth
from inventories is a natural element of the high phase of the
business cycle in Poland.

» The strong build-up of inventories in 1Q18 may look like a risk
factor because of the surprising soft patch in the euro zone in this
period, which might have left the Polish economy with much larger
stock of unsold finished goods. This was also confirmed by industrial
sentiment indicators on inventory changes. But there is an alternative
explanation. Higher inventories may actually be unfinished
investments in buildings and structures, at a too early stage of
completion to be counted as investments yet. We cannot also rule out
that the surprisingly high growth of inventories in 1Q18 is a result of
difficulties with proper data classification by the statistical office. Next
revisions may show again that part of inventories growth will be re-
allocated to other categories, for example to investments or private
consumption (especially that these categories looked underrated in
1Q). This was already the case in the past.

Underestimation of other GDP components?

= Private consumption growth decelerated to 4.8% yly from 5.0% yly
in 4Q17. The accelerating growth of households income and record
high consumer confidence provide good arguments to expect private
consumption to continue growing at c5% y/y. This is why we see its
1Q slowdown as a temporary, probably one-off distortion.

= Gross investments growth accelerated to 8.1% yly from 5.4% in
4Q17, which was a pretty good result, but we had expected an even
stronger growth (+10%). Local governments investments are
responsible for c3pp of this growth, having risen by 83% y/y in 1Q.
We think private investments started to revive as well but only
gradually (by no more than 5% vyly). A breakdown by type of
investments showed that 1Q was mostly about infrastructure, with a
lower contribution than previously from machinery and equipment.

= Exports and imports growth fell sharply - exports growth from 8.2%
yly in 4Q17 to 1.1% yly, its slowest since 2009 and imports from 8.9%
to 3.5% yly. As a result, net exports deducted 1.2pp from the headline
GDP figure. Exports were below consensus between December and
February and 3-month sum of negative surprises in this variable was
markedly higher than in any point in 2016 or 2017. The weakness
was seen mainly in sectors being part of global production chains. In
March exports exceeded forecasts, but for the first time in 1.5 years
showed a yly decline (-2%).

We raised our 2018 GDP growth forecast

The positive GDP surprise in 1Q raises the starting point for this
year’s path and the superb fiscal performance made us push up our
4Q forecast, assuming strong public consumption to utilize budget
spending limits (this would require an amendment, as in 2017). As a
result, our 2018 GDP forecast went up from 4.3% to 4.5%.
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Labour market: more data, less clarity

= The seasonally-adjusted LFS unemployment rate fell in April to
all-time low at 3.8%. At the same time, Eurostat markedly revised
values for the previous months. March reading at 4.4% went down
to 3.9%, a few previous months were also corrected, yet less
significantly. Over the last 12 months, the unemployment rate fell in
Poland by 1.4pp, vs. 0.7pp drop in the euro zone. Before the
revision the data were showing the four-year trend almost coming to
a halt. This has been replaced with a path showing its continuation.

= Non-seasonally-adjusted number of the unemployed was at 643k
in April, down by 242k yly. This corresponds to our remarks from
December 2015, that with the positive tendency holding the figure
may become virtually zero in four years. 2.5 years later Poland is
still on track to achieve such super tight labour market. This already
translates to strong labour shortages and wage pressure. Having
oscillated around 4% yly in 2014-2016, corporate wage growth is
now approaching 8% yly.

= Employment data show diverging trends, most likely due to
methodological differences. Quarterly LFS statistics (exclusive of
non-residents) indicate a deceleration to almost 0% yly, monthly
data based on LFS are already showing significant y/y declines, but
corporate employment (which does not exclude immigrants) is still
exhibiting 3.7% yly growth. It seems that mostly non-residents get
hired now, pushing up labour force numbers. While wage growth
moderated somewhat before going up to 7.8% yly in April, we think
that further acceleration is almost certain given the circumstances.

» The number of the economically active, based on LFS data, fell by
432k yly. There was however no rapid decline after the lowering of
the retirement age in October 2017. Many new pensioners returned
to previous occupations, instead of turning economically inactive.
Other factors made the number of the economically active fall for
several quarters now, like the introduction of "500+" child benefits.
The seasonally adjusted participation rate declined in 3Q17 and
4Q17, and stayed unchanged in 1Q18 (dropping by 0.5pp to 56.2%
since 2Q17). Luckily, the labour market cycle is in high phase, with
a tempting wage growth, encouraging people to stay active and
getting others out of inactivity.

= |t also seems the stream of foreigners coming to the Polish labour
market will not dry out. While the growth rate of arriving Ukrainians
has decreased, this still means a steady inflow in headcount terms.
Several other nations seem now more interested in the Polish
labour market, helping to overcome the labour shortage problem.
The government plans to open the market more to foreign workforce
by extending the period of legal work on one visa and by allowing
the spouse of a legally working immigrant to get a job in Poland
without additional paperwork.

CPI below expectations, again

= According to flash estimates, CPI rose in May to 1.7% yly from
1.6%. Inflation went higher amid a surge in fuel prices (5.4% m/m)
due to more expensive crude oil and weaker zloty. Still, the CPI rise
was lower than our forecast and market consensus, both at 1.9%
yly, mainly due to the unexpected drop in food prices by 0.3% m/m.
We estimate that core CPl was unchanged in May at 0.6% yly. We
expect that in June-July inflation will rise slightly above 2% only to
return below that 2% mark later this year amid high base effect.

= The downside deviation of Polish HICP inflation from what
happens in the euro zone is mostly a consequence of the intriguing
behaviour of prices in one category - financial services, reporting a
13-14% yly drop since February.

= We wrote a research note to provide one explanation why wage
growth was benign in the recent years and why, when wage
acceleration finally came, it did not translate to higher inflation, as
we expected on the back of historical data relations. The behaviour
of financial results of enterprises was crucial to our line of thought.
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Excerpts from the MPC’s official statement after its June meeting

Despite favourable global economic conditions, inflation abroad
remains moderate on the back of persistently low domestic
inflationary pressure across many countries. At the same time, oil
prices — even with a recent decline — are still significantly higher than a
year ago.

Notwithstanding relatively high economic growth and wages rising faster
than in the previous year, consumer price growth remains moderate.
Inflation net of food and energy prices stays low

In the Council's assessment, current data continue to point to a
favourable outlook for economic activity growth in Poland, despite the
expected slight slowdown in GDP growth in the coming years. In line
with the available forecasts, inflation will remain close to the target in
the monetary policy transmission horizon. As a result, the Council
judges that the current level of interest rates is conducive to
keeping the Polish economy on a sustainable growth path and
maintaining macroeconomic stability.

6 March-MBP-inflation - projection 6
—CPI inflation (y/y) (%) —Core inflation (y/y) (%)
51 CPI'+ BZWBK forecast core CPI+ BZWBK forecast 5

2 4 . , . 2
1191 1291 13g1  14g1 1591 16g1 17g1  18q1  198g1  20q1 20g4

19.0 - Real interest rates

Jan 03
Jan 04
Jan 05
Jan 06
Jan 07
Jan 08
Jan 09

— o
o o
c <
S ©
= 5

=== Nominal reference rate —Ref. rate deflated with CPI

Sources: Statistics Poland, NBP, PAP, Reuters, BZ WBK.

MPC still preferring stable rates

= MPC left rates unchanged in June, in line with expectations. The
statement was shortened further, which we read as a signal that the
internal consensus of the Council to keep rates stable for a long time
is quite broad. CPI is still seen by the MPC as moderate and core
inflation as low.

= During the press conference, NBP governor Adam Glapinski stated
that higher oil prices, wage growth and weaker zloty had not put
upward pressure on inflation. In his view, July update of CPI
projection could be lower than the previous one and we read this
remark as an attempt to add more dovish flavour to the press
conference tone. Such opinion did not fall far from market
expectations given the negative surprises with monthly CPI readings
this year.

= Glapinski remarked that wage growth had decreased recently,
which is not what we saw in the data (corporate wages up from 6.7%
yly to 7.8% in April, more than expected). In his view, stable rates in
the monetary policy horizon are obvious, unless there are shocks.

= Eugeniusz Gatnar, seen as a hawk, said during the press
conference he would consider a rate hike if inflation intensified, but
there are no signs this could happen anytime soon, and wage
pressure is weaker than he had expected.

Insights from Zubelewicz unconfirmed

= Before the June meeting, MPC’s Kamil Zubelewicz made a few
interesting remarks. In his view, chances for a rate hike rose recently
but no change should be expected within the current monetary policy
horizon. According to Zubelewicz, the balance of opinions within the
Council changed, which was reflected in governor Glapinski rejecting
the idea of rate cuts at the May press conference. Zubelewicz said
that there are fewer reasons for a rate cut now amid higher oil price
and bigger budget expenditures. In his view, rates should have been
increased long time ago and they should be now at 2.0% with the
core CPI above 1.50% being a potential reason for more hikes. With
these remarks, Zubelewicz confirmed he is the most hawkish MPC
member.

= Zubelewicz's words found no support in the June MPC statement
and in the minutes from the May meeting. On one hand, the minutes
saw a reinstatement of a sentence that some MPC members would
like to consider rate hikes if the wage growth strengthens and
inflation expectations rise. At the other hand, however, there was
also opinion about mulling potential rate cuts if the sentiment and the
economy collapses. Such statements were not present in the April's
minutes, but appeared in the previous months. The oil price growth
registered in the last months revived the discussion, however the
MPC members’ opinions were divided regarding the answer to the
question if it will have a permanent impact on inflation and inflation
expectations.

Next rate hike in late 2019

= Summing up, the recent MPC documents and the last press
conference have not given us an impression there is a shift in views
within the Council. There is a broad and steady support for keeping
interest rates stable in the foreseeable future, while the members that
could later propose a rate hike still do not have enough leverage in
the current data to try to convince colleagues to join their camp. As a
consequence we stick to our view that the next rate move may be a
rate hike in late 2019, provided that wage growth keeps accelerating,
while CPI and core CPI both approach 2.5% yly by that time, and
projections signal their further rise in 2020.
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2018 deficit likely to be halved

= After April, Poland's central budget showed a surplus of
PLN9.3bn. Budget inflows amounted to PLN125.2bn (104.9% of
the schedule), while expenditures to PLN115.8bn (93.0% of the
plan). In April alone, the budget balance amounted to +PLN6.2bn
and this was the best April in years (average for 2010-2017 is
-PLN2.7bn).

= In April alone, CIT revenues rose by 71.8% yly, but it was due to
shift in payments: as 31st March was on Saturday, companies
were allowed to make final 2017 CIT payments in April. PIT
increased by 21.4% y/y and VAT by 2.2% yly.

= In year-to-date terms, PIT and CIT revenues are growing at a
healthy double-digit rate. However, VAT receipts are weak and
actually only 1.1% higher than in the corresponding period of
2017. In the first few months of the year, the annual growth rate
was undermined by a high base effect due to shifts in VAT returns
at the turn of 2016 and 2017. However, paltry results in April
suggest it is unlikely to repeat success of 2017, when VAT growth
rate hit 25% yly.

= Spending is so far lower than planned mostly due to a lower
Social Security Fund subsidy (-41.4% y/y in Jan-April) and lower
cost of debt servicing (-13.3% yly in Jan-April), results of the
strong labour market and low interest rates. In our view, these
results will hold in the months to come.

= Start of the year is extraordinarily positive for the budget, with
only VAT being a fly in the ointment. In our view, it cannot be ruled
out that at the year-end the deficit will be by half lower than
assumed (PLN41.5bn).

Major cuts in Cohesion and Agriculture Funds

= According to the European Commission proposal on new EU
framework 2021-2017, total Cohesion Funds are to be cut by
€c10% in real terms. Poland will lose as much as 23% of its funds,
mostly due to its robust economic expansion over the last years
and higher weight of non-GDP indicators, such as youth
unemployment, attained education or immigration. Proposal
assumes around 20% cut in cohesion funds for many other
countries (Czechia, Estonia, Lithuania, Hungary, Malta, Slovakia
and Germany), so it is difficult to say that the reduction for Poland
was exceptionally strong.

= The Common Agricultural Policy budget is to be cut by 12% in
constant prices. Poland's budget for direct payments to farmers
will go down by 14% in constant prices. Rural Development
Programme for Poland will go down by 25% (other countries are to
see reductions by 23-27%). The Commission also plans changes
in disbursement rules for beneficiaries, like payment cap for one
farm, degressive rate per hectare for bigger farms and lower
possibility to juggle means between programmes.

= Now the budget and the allocation will be negotiated and talks
may last at least until 2019. The budget needs to be approved
unequivocally, but the allocation by a qualified majority. Polish PM
Mateusz Morawiecki already announced he had no intention to
back the EC proposal. The European Parliament was also
negative about this plan.

Fitch Ratings kept Poland at A- with stable outlook

= The agency raised GDP forecasts for 2018 from 3.9% to 4.4%
and for 2019 from 3.2% to 3.4%. Predictions for public debt were
decreased clearly - to 49.3% of GDP in 2019 from 52% expected
in December. The statement said that the election cycle could put
pressure on the budget spending and the agency had doubts
regarding Poland's determination to keep fiscal deficit below 3% of
GDP. Fitch also underscored once again that factors working
against the rating upgrade are the level of external debt (higher vs
peers with the same grade) and relatively low GDP per capita.
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Geopolitics and higher GDP growth affected Polish debt

= Domestic yields were rising since the end of April until the second
decade of May, translating into an upward shift of the domestic
curve by above 20 bp in the 5Y segment and by ¢30 bp in the 10Y
one. This was caused by rising geopolitical tension, positively
surprising 1Q18 GDP data from Poland, rising oil prices and
concerns regarding the Italian government. Some easing came in
late May/early June, once the situation of appointing a new
government in ltaly was cleared. As a result, the yield curve
increased by 4 bp in the middle and on the long end, and ASW10PL
rates returned to +20 bp, after a rise from +20 to +36 bp, while the
5Y lowered to -5 bp. Changes on the short end of the yield curve did
not exceed 5bp.

Polish bonds between ECB and domestic data

= We expect the curve to remain at the current or slightly lower
levels until mid-June and to decline by 10-15bp in the 5-10Y
segment in the following weeks. For the short end of the curve we
expect a decline by 1-2bp. In this scenario we assume that until
mid-June the expectations of ECB conference will have a negative
effect on debt. At this conference the ECB may confirm it will start to
tapper its bond-buying program in September and will suggest the
conclusion of its QE programme in December 2018. We think that in
the short term by then speculations regarding further normalisation
of the ECB’s monetary policy and “trade war story” will become
more important for the market than the published data. We also
believe that the Fed meeting scheduled a day earlier, which should
increase the rates from 1.75% to 2.0% (fully priced in by the market)
will have no impact on the valuation of Polish debt. Looking forward,
we expect that in the second half of June the market’s attention will
focus on incoming data, including domestic ones. We are expecting
worse industrial data in Poland (following lower May PMI readings).
The readings will reflect negative one-off factors (two long
weekends). In respect of the remaining figures (retail sales,
construction and assembly production or wages) we think that the
data will exceed market expectations. Bearing in mind, however,
that the fast growth of wages and salaries observed since mid-2017
has yet to translate into higher inflation or a considerable
acceleration of retail sales, we do not expect investors to respond
negatively. Polish bonds should be further supported by the low
supply on the auction that will take place at the end of June
(PLNO-3bn).

= Also the data to arrive from abroad in the second half of the
month should not adversely affect the debt market. We expect that
PMI's from the European service and industrial sectors will be
similar to the May readings. Regarding inflation data from the euro
zone, we expect the preliminary readings from May to be confirmed.
Detailed figures should confirm that the jump of inflation towards the
ECB’s inflation target in May was mainly caused by fuels, and the
outlook for underlying inflation increases (from the current very low
levels) are limited.

= Risk factors continue to include the geopolitical situation, including
in Europe (the new eurosceptic government in Italy), which will be
reflected in 5Y/10Y spread being higher than at the turn of March
and April, higher ASWPL10L spreads and a higher spread of Polish
10Y bonds above respective German and US Treasuries.

June auctions

= There is only one regular auction scheduled for June (28 June). At
this auction the Ministry of Finance is going to offer OK0720,
PS0123, WZ0524, WS0428 and WZ0528 to the tune of PLNO-3 bn.
Moreover, the Ministry has announced a switch auction (15 June) to
sell OK0720, PS0123, WZ0524, WS0428 and WZ0528 in return for
PS0718 (available volume: PLN13.457bn), OK1018 (PLN16.671bn)
and WZ0119 (PLN21.090bn).
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Foreign exchange market

EURPLN and PL-DE 10Y bond yield spread No more pain (in the short run)

= The zloty got hit versus main currencies in the recent weeks amid
dollar sharp appreciation fuelled by political situation in Europe. As
a result, EURPLN jumped temporarily to 4.34, USDPLN broke 3.76,
CHFPLN rebounded to 3.81 and GBPPLN neared 5.0.

= Although the zloty recovered somewhat at the beginning of June,
the Polish currency is still the seventh weakest among its emerging
market peers when we look at performance since mid-April. Within
this time frame, however, we saw some pretty encouraging news flow
from Poland. 1Q18 GDP surprised to the upside, CPI rebounded and
is expected to rise to 2% in the months to come and the state budget
keeps its outstanding performance. Thus, we think the recent zloty
depreciation could be utilized to enter the Polish market if the global
sentiment remains calm.

= We see the Polish bonds as pretty attractive with the PL-DE 10Y
bond vyield spread having approached c300bp in late May, its
EURPLN and EURUSD highest for nearly a year. The foreign investors’ demand for the

442 - 1.04 domestic debt could be among factors supporting the zloty.

439 | —EURPIN - 106 | =Furthermore, it looks like EURUSD has started to bottom out
——EURUSD (reversed scale) R . .

436 | - 1.08 (details below) and weaker dollar could give a further relief for the

33 | L 110 zloty and its EM peers.

’ L 112 = Also, technical analysis suggests the zloty could recover in the
430 1 | ... | months to come, probably until August that is a statistically negative
4.27 1 |16 | Mmonth for the Polish currency.

424 L 118 | Politics and poor data hit euro

421 4 L 120 = EURUSD stayed in the down trend as the US data continued to look
418 4 L 420 better than the European ones and amid political tensions in euro
415 I 1‘24 zone. As a result, the exchange rate plummeted to 1.15 after a six

’ : consecutive weeks of a decline reaching its lowest since July 2017.
4.12 T 1.26

=In early June EURUSD is back above 1.17 and we expect the
euro to recover in the weeks to come. The political situation in Italy
seems to have stabilized at last for now which could give some
EURUSD and DE PMI-US ISM manufacturing spread relief to the single currency. Also, the ECB is expected to give some
guidance on the process of QE program termination which could be
positive for the euro. The ECB Chief Economist, Peter Praet, has
recently said that inflation is heading towards its target suggesting
that the central bank rhetoric may be tilted towards hawkish at the
June press conference. In our view, however, for the uptrend to be
sustainable, the European data need to improve in the coming
weeks in order to support the scenario of moderate economic growth.

——EURUSD ——DE PMI - US ISM (pts)

Ruble outperforms its CEE peers

= Among the CEE currencies, the ruble performed the best in the
recent weeks as the dollar appreciation was neutralized by rising oil
prices. As a result, USDRUB held near 62-63. The geopolitical
issues seem to have calmed a bit and we assume that oil prices will
be the main factor driving the Russian currency in the nearest future.
The Brent oil price fell to $US75/bbl from $US80/bbl and this is the
biggest down correction since January in the uptrend suggesting

EURHUF and USDRUB the pace of this tendency could fade in the short term. Should this
happen, there looks to be little room for USDRUB to fall.
—EURHUF —USDIRUB = The forint and koruna were under pressure for the better part of

May amid elevated risk aversion persisting on the global market. As
a result, EURCZK neared 25.95 (its highest since late 2017) while
EURHUF rose temporarily above 320 (level last time seen in mid-
2016). Dovish rhetoric of the Hungarian central bank added
pressure on the forint while hawkish remarks by Czech central
bankers helped the koruna to recover faster. We expect both
currencies could stay strong in the coming weeks.

Sources: Reuters, Bloomberg, BZ WBK.
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Economic calendar
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MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY
11 June 12 13 14 15
CZ: CPI (May) DE: ZEW index (Jun) PL: Balance of payments (Apr) | PL: CPI (May) PL: Core inflation (May)
US: CPI (May) EZ: Industrial output (Apr) EZ: ECB decision EZ: CPI (May)
US: FOMC decision US: Retail sales (May) US: Industrial output (May)
US: Flash Michigan (Jun)
18 19 20 21 22

PL: Wages and employment
(May)

PL: Industrial output (Apr)
PL: PPI (Apr)

HU: Central bank decision
US: House starts (May)

US: Home sales (May)

PL: Retail sales (May)
US: Philly Fed index (Jun)

PL: Money supply (May)

DE: Flash PMI - services (Jun)
DE: Flash PMI - manufacturing
(Jun)

EZ: Flash PMI — manufacturing
(Jun)

EZ: Flash PMI - services (Jun)

25

PL: Unemployment rate (May)
DE: Ifo index (Jun)

US: New home sales (May)

26
US: Consumer confidence index
(Jun)

27

CZ: Central bank decision

US: Durable goods orders (May)
US: Pending home sales (May)

28
US: Finalny GDP (Q1)

29

CZ: GDP (Q1)

EZ: Flash CPI (Jun)

US: Consumer income (May)
US: Consumer spending (May)
US: Michigan index (Jun)

2 July

PL: PMI - manufacturing (Jun)
PL: Flash CPI (Jun)

EZ: PMI — manufacturing (Jun)
DE: PMI — manufacturing (Jun)
US: ISM — manufacturing (Jun)

3
US: Industrial orders (May)

4
DE: PMI - services (Jun)
EZ: PMI - services (Jun)

5

DE: Industrial orders (May)
US: ADP report (Jun)

US: ISM - services (Jun)
US: FOMC minutes

6

DE: Industrial output (May)
HU: Industrial output (May)
US: Non-farm payrolls (Jun)
US: Unemployment rate (Jun)

9 10 11 12 13
DE: Exports (May) DE: ZEW index (Jul) PL: MPC decision EZ: Industrial output (May) PL: CPI (Jun)
CZ: Industrial output (May) HU: CPI (Jun) CZ: CPI (Jun) US: CPI (Jun) US: Flash Michigan (Jul)
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 1 11 12 10 1 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
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Monthly economic indicators

May17 Jun17 Jul17 Aug17 Sep17 Oct17 Nov17 Dec17 Jan18 Feb18 Mar18 Apr18 May18E Jun 18E

PMI t
PS | 57 s34 523 525 537 534 542 550 546 537 537 539 533 529

Industrial production % yly

9.2 44 6.2 8.8 44 123 9.2 28 8.7 73 1.6 9.3 39 5.3
Construction production % yly

8.3 11.6 19.8 23.6 15.3 20.2 19.9 12.8 34.7 31.3 16.1 19.7 208 18.0
Retail sales 2 % yly

8.4 6.0 7.1 7.6 8.6 8.0 10.2 6.0 8.2 79 9.2 46 8.1 7.7
Unemployment rate %

7.3 7.0 7.0 7.0 6.8 6.6 6.5 6.6 6.9 6.8 6.6 6.3 6.1 5.9
Gross wages in corporate % yly
sector 54 6.0 49 6.6 6.0 74 6.5 7.3 7.3 6.8 6.7 7.8 7.6 7.5
Employment in corporate % yly
sector 45 43 45 46 45 44 45 46 3.8 3.7 3.7 37 38 37
Exports (€) % yly

191 7.2 15.0 134 115 15.8 155 26 1.7 55 2.0 9.3 3.0 74
Imports (€) % yly

215 14.3 14.6 8.7 8.9 154 15.9 10.9 16.3 8.3 1.6 12.8 5.0 94
Trade balance EUR mn

-70 -202 -136 288 479 284 208 1175 -156 -601 =317 -20 -409 -554
Current account balance EUR mn

-202 -902 -296 311 218 436 278 699 2072 972 -982 237 -328  -1,512
Current account balance % GDP

0.0 04 0.2 0.0 0.3 04 04 0.3 0.2 0.1 0.1 -0.2 -0.2 -0.4
Budget balance (cumulative) PLN bn

-0.2 5.9 24 49 38 27 24 254 8.6 45 3.1 9.3 10.3 5.8

0
Budget balance (cumulative) % of FY
plan 0.3 9.9 4.0 8.2 6.4 4.5 41 427 206  -10.8 -15 225 249 140

CPI % yly

1.9 15 1.7 1.8 2.2 21 25 21 19 14 1.3 1.6 1.7 21
CPI excluding food and % yly
energy 0.8 0.8 0.8 0.7 1.0 0.8 0.9 0.9 1.0 0.8 0.7 0.6 0.5 0.7
PPI % yly

24 1.8 2.2 3.0 32 30 18 0.3 0.2 0.1 05 1.1 27 3.0
Broad money (M3) % yly

6.3 5.0 5.0 54 54 5.7 45 46 48 49 5.8 5.7 5.9 6.5
Deposits % yly

57 45 46 5.0 5.0 5.3 42 41 45 46 5.1 5.1 54 6.0
Loans % yly

48 45 45 5.0 5.1 47 37 36 4.0 42 4.3 37 44 48
EUR/PLN PLN

420 4.21 4.24 4.26 427 4.26 423 420 4.16 4.16 4.21 419 428 4.28
USD/PLN PLN

3.80 375 3.68 3.61 3.59 3.63 3.60 3.55 341 337 3.41 342 3.63 3.64
CHF/PLN PLN

3.85 3.87 3.83 3.74 373 3.69 3.63 3.60 3.55 3.61 3.60 3.53 3.64 3.69
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 1.50 1.50
3M WIBOR %

173 1.73 1.73 1.73 1.73 1.73 1.73 1.72 1.72 1.72 1.71 1.70 1.70 1.70
Yield on 2-year T-bonds %

1.98 1.94 1.89 1.80 1.73 1.71 1.60 1.69 1.62 1.73 1.56 1.52 1.57 1.54
Yield on 5-year T-bonds %

2.81 2.62 2.67 2.67 2.61 2.69 262 2.64 263 273 246 2.33 249 242
Yield on 10-year T-bonds %

3.37 3.21 3.32 3.35 3.27 3.39 340 3.29 3.34 3.51 3.27 3.08 3.23 3.14
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 2018 | 1Q17 2017  3Q17  4Q17  1Q18  2Q18E  3Q18E  4Q18E
GDP PINDY | 17004 18585 19821 20903 | 4567 4766 4902 5587 4854 5039 5145 5865
GDP (SR 30 46 45 44 40 52 49 52 45 42 40
Domestic demand ERLRN T 22 47 52 41 58 40 5.1 6.8 48 47 47
Private consumpion [T 39 48 49 45 49 47 50 48 50 50 50
Fixed investments ALY 82 34 6.4 14 13 36 54 8.1 79 6.4 49
Industrial production Wl 48 29 65 55 | 73 42 63 84 56 61 68 36
Construction production P03 145 137 140 56 8.3 193 174 256 194 126 6.5
Retail sales * POl s 39 82 74 96 76 79 80 84 67 84 53
Unemployment rate * % 97 8.2 6.6 59 8.0 7.0 6.8 6.6 6.6 59 58 59
Gross wages in the national % yly

economy @ 33 38 57 75 | 41 50 49 T 62 14 72 86
Employment in the national % yly

economy 09 23 37 28 32 30 36 34 28 21 25 24
Exports (€) WOl s 31 120 56 | 138 96 133 M5 47 65 70 44
Imports (€) LRI 27 134 87 | 155 135 107 141 83 90 103 73
Trade balance EURMN | 2213 2035 st Baf2 | 655 204 634 672 1074 983 929 2206
Current account balance EUR mn 2405 1,254 1497 4,600 2,047 816 243 23 118 2,077 1,745 -896
Current account balance % GDP 06 03 03 0.9 02 04 0.3 03 0.1 04 0.8 0.9
General government balance % GDP 26 23 A7 20 ; _ .

CPI POl 09 06 20 16 20 18 19 22 15 18 18 15
CPI® P s 08 21 15 20 15 22 21 13 21 16 15
CPI excluding food and % yly

energy 03 02 07 09 03 08 08 09 08 06 09 14
PPI I 9 02 29 16 44 28 28 17 02 22 23 16
Broad money (M3)® [Ny 96 46 69 | 78 50 54 46 52 58 64 69
Deposits ® hoyly 9.0 9.1 4.1 6.8 73 45 5.0 41 48 515 6.1 6.8
Loans® B e 47 36 78 | 53 45 51 36 47 67 68 18
EURPLN PINCL a1 436 426 423 | 43 42 426 423 418 425 421 423
USDPLN PNl s aes a7s 347 | 406 38 363 35 340 3% 38 338
CHF/PLN PIN' 1 392 400 384 360 | 404 380 377 364 350 362 363 355
Reference rate ° % 150 150 150 150 | 150 150 150 150 150 150 150 1.0
SMWIBOR % 175 170 173 470 | 173 173 173 173 172 470 170 170
Yield on 2-year T-bonds % 173 166 189 155 | 213 198 181 167 164 154 150 150
Yield on 5-year T-bonds ool 23 218 241 | 306 277 265 265 281 241 229 233
Yield on 10-year T-bonds % 270 305 344 325 | 374 33 331 33 337 315 318 3%

Note: ®in nominal terms, ° at the end of period. Source: GUS, NBP, Finance Ministry, BZ WBK estimates.
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This analysis is based on information available until 11.06.2018 has been prepared by:

ECONOMIC ANALYSIS DEPARTMENT

al. Jana Pawta Il 17, 00-854 Warszawa  fax (+48) 22 586 8340
Email: ekonomia@bzwbk.pl Web site (including Economic Service page): http://www.skarb.bzwbk.pl

Maciej Reluga* — Chief Economist
tel. (+48) 22 534 1888. Email: macie|.reluga@bzwbk.pl

Piotr Bielski* — Director (+48) 22 534 1887
Marcin Luzinski* — Economist (+48) 22 534 1885
Grzegorz Ogonek* — Economist (+48) 22 534 1923
Konrad Soszynski* — Economist (+48) 22 534 1886
Marcin Sulewski* — Economist (+48) 22 534 1884

TREASURY SERVICES DEPARTMENT

Poznan Warszawa Wroctaw
pl. Gen. W. Andersa 5 al. Jana Pawta Il 17 ul. Rynek 9/11
61-894 Poznan 00-854 Warszawa 50-950 Wroctaw
tel. (+48) 61 856 58 14/30 tel. (+48) 22 586 83 20/38 tel. (+48) 71 369 9400
fax (+48) 61 856 4456 fax (+48) 22 586 8340 fax (+48) 71 370 2622
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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
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

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.

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.

© Bank Zachodni WBK 2018. All Rights Reserved.
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