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Gloomy outlook, policy unchanged
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The Monetary Policy Council kept interest rates unchanged, with the main reference rate at 0.1%, Lombard rate at 0.5% and
deposit rate at 0.0%. The post-meeting press conference was cancelled again. As always in July, the Council received the updated
NBP economic projections, with the main results listed in the post-meeting press release (details in the table below). The forecasts
assume a deep recession in 2020 and only a limited GDP rebound in 2021, which is a more gloomy scenario than represented by
the market consensus or the recent IMF and EC's reports. The central bank also foresees inflation to stabilize well below the 2.5%
official target in 2021-22.

Apart from the results of the NBP forecasts, the official MPC press release was almost unchanged versus June. The statement that
the pace of economic recovery may be limited by “the lack of visible zloty exchange rate adjustment to the global pandemic-driven
shock and to the monetary policy easing introduced by NBP” was repeated. There was no straightforward guidance regarding the
next monetary policy decisions in the statement. However, we see the document as a confirmation of the view that after applying
large scale monetary adjustment, there is little willingness in the MPC to go towards negative interest rates (unless there is further
significant deterioration of economic outlook). We expect main interest rates to remain on hold in 2020-21. We think the NBP may
be more active on the non-conventional front (for example, boosting the QE programme), especially in case of further
strengthening of the zloty.

The new Inflation Report with more details about the NBP economic forecasts will be published on Friday at 10:00CET.

GDP growth according to NBP projection

Inflation and GDP projections in subsequent Inflation reports
proj q P (central path) vs Santander forecast

Middle points of GDP and CPI growth paths and width of 50-percent probability ranges.
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GDP growth [ gaBtPa Zﬂegzztnander forecast
Jul 19 Nov 19 Mar 20 Jul 20 5 4
2019 4.5 (+0.6) 4.3 (£0.4) - - 3 4
2020 3.9 (£0.9) 3.55(£0.85) 3.2 (£0.7) -5.7 (£1.5) 1
2021 3.35(£0.95) 3.25(£0.95) 3 (x0.9) 4.35(£2.25) 4 é é é ‘,‘: é 9‘
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2022 - - 2.75 (£0.95) 3.95 (£2.05) N NN AN Aq
CPl inflation ?
2019 2.0(x0.3) 2.3(x0.7) - - ]
2020 2.8 (x0.9) 2.85(+0.75) 3.65(x0.55) 3.25(x0.35) c:7g NBP. Santander
2021 24 (+1.1) 2.6 (x1.0) 2.65 (+0.95) 1.25 (£0.95)
2022 - - 2.35(+1.05) 1.75(£1.15)
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MPC statement (indication of changes as compared to June statement)

Theincoming Incoming data confirm that the COVD Covid-19 pandemic contributed to a fall in global economic activity, including te-a-recession in

the economies beirg-Peland's-major of Poland's main trading partners. Fhis-was At the same t\me along with a ,qradual easing of the contamment
measures Sermment has |mproved in_man econormes accompamed by a deteriora A

see a further improvement in sentiment the global economic conditions, although the level of activit vv||| be Iovver than before the Dandemm
Uncertainty remains regarding the pace and robustness of the recovery in the global economic conditions in the coming quarters.

Recentforecastsindicate thatin- A further improvement in the secend-half-ef2020-global economic conditions sheuld-improve though-the levelof
activitrwill be lowerthan-before supported by the fiscal measures introduced as well as the pandemic-At accompanying easing of monetary policy,
including the same-timethere-is—dncertaintyregarding-the—pace interest rate cuts and robustress—of-the-improvement-in-global-economic
eeﬁdwap%m-th%fe#ewg-qaameps asset purchases.

ith Recent weeks have seen a certain

\mprovemen in sentlment%%mm%p#@@&mﬂ%m&w in globa\ financial markets-which. This was alse

accompanied by an increase in the prices of

some commodlﬂesﬂa&e@m&t@a#%i—%h@aghﬂ;@yaﬁ%&#@eﬂs@eﬁab@ whlch however remain significantly lower than at the beginning of the
year. Thistogether Along with weaker economic activity, eentributes this contributed to a-decline-in the inflation staying at low levels in many

countries, including Poland's main trading partners.

In Poland, i j ignif i ic-activi -
e%su%ﬁaﬂd%usmes%eﬂ&meﬂﬂet—th&%@em—weel@hax%een incoming mformatlon suggests a gradual hﬁaﬂg—ef—eeenenm%aeww
restrictions-which-has-translated-into-seme-improvement in sentiment._and a recovery in economic activity, which, however, remains lower than
before the pandemic. This has-been is accompanied by a censiderable further, although limited, fall in employment and a marked decline in wage
growth in enterprises. According to the Statistics Poland (GUS) flash estimate, inflation_stood at 3.3% y/y in June.

Over the nearterm,—= A further recovery in economic activity may be expected—Apartfrom-the likely further logsening of the pandemic-related

restrictionsthis over the coming months. This will be supported by an improvement in the economic situation in the environment of the Polish
economy and the economic policy measures, |nc|ud|ng the easing of NBP's monetary policy-easing-by-NBR-that-mitigates-the-fall-Hn-employment,
—The, At the same time, the scale of the expected recovery could-however,
in actMty may be eu#bed Ilmlted by uncertalnty about the conseguences effects of the pandemic, lower incomes and weaker sentiment of
economic agents than in previous years. The pace of the economic recovery could also be mitigated limited by the lack of visible zloty exchange
rate adjustment to the global pandemic-driven shock and to the monetary policy easing introduced by NBP.

The Council became acquainted with the results of the July projection of inflation and GDP, prepared under the assumption of unchanged NBP
interest rates. The July projection takes into account data and information published up to 30 June 2020. In line with the July projection based on
the NECMOD model, there is a 50-percent probability that the annual price growth will be in the range of 2.9-3.6% in 2020 (against 3.1-4.2% in the
March 2020 projection), 0.3-2.2% in 2021 (compared to 1.7-3.6%) and 0.6-2.9% in 2022 (compared to 1.3-3.4%). At the same time, the annual
GDP growth - according to this projection - will be with a 50-percent probability in the range of -7.2 - -4.2% in 2020 (against 2.5-3.9% in the March
2020 projection), 2.1-6.6% in 2021 (compared to 2.1-3.9%) and 1.9-6.0% in 2022 (compared to 1.8-3.7%).

NBP will continue to purchase government securities and government-guaranteed debt securities in on the secondary market as part of the
structural open market operations. These operations are aimed at changing the long-term liquidity structure in the banking sector, ensuring the
liquidity in secondary markets for the purchased securities and enhancing the impact of the NBP interest rate cuts on the economy, i.e.
strengthening the monetary policy transmission mechanism. The timing and scale of the operations will depend on the market conditions.

Furthermore, NBP will also continue to offer bill discount credit aimed at refinancing loans granted to enterprises by banks.

The NBP monetary policy easing mitigates the negative economic impact of the pandemic, limiting the scale of the fall in economic activity and
supporting incomes of households and enterprises. Consequently, it alleviates the fall in employment and deterioration in financial situation of
enterprises, thus being conducive to quicker economic recovery after the abatement of the pandemic. The measures undertaken by NBP reduce
the risk of inflation falling below the NBP inflation target in the medium term and - due to their positive impact on financial situation of debtors -
are conducive to enhancement of financial system stability.
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