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CEE Economics

MACROscope Lite

Inflation is not letting go

B Latest economic activity data were more less in line with our expectations and
confirmed our forecast that in 2Q21 the economy would be on the way back to
normality, while the annualized GDP growth was probably double digit. In the whole
2021 the economy will probably grow by ¢.5%. We were surprised by the high CPI print,
however: in July inflation jumped to as much as 5.0% y/y and was the highest in 20 years.
We do not know the details yet but it seems that it resulted from more factors that the
non-core ones and (again) the price increases proved to be more persistent than
expected, pushing higher the CPI forecasts for the next quarters.

B MPC was continuing its rhetoric change towards less dovish stance, however the
Polish monetary policy still remains the most dovish one in the CEE region: MNB hiked
interest rates by more than expected, CNB are announcing a plan to hike rates at every
meeting. The NBP governor Adam Glapinski spoke of 3 conditions which, when met,
would allow considering the normalization of monetary policy in Poland: 1) Covid-19
pandemic no longer threatens the growth outlook, 2) inflation is demand driven, 3)
forecasts point to CPI remaining above 3.5%. At the same time the MPC members were
suggesting that interest rate increases in Poland before November (NBP staff forecasts
publication) are not very likely. Three of the MPC members have voted in favour of an
interest rate hike already in June. In our opinion, the conditions would be met in
November and this is when the first interest rate increase might take place.

B The data from the main global economies were slightly worse than expected which
resulted in worse market sentiment. The market started to price in the scenario of
slower GDP growth but elevated inflation which resulted in a significant fall of the core
market yields. The ECB has changed its inflation target and the forward guidance
towards a more dovish one. The Fed on the other hand is withdrawing from the dovish
monetary policy but slowly enough that the markets do not seem to bother.

B The government has published first legal acts coming from the so called Polish Deal:
regarding the changes to the PIT tax (yearly cost for the public finances of PLN8.5bn)
and additional subsidies for the families with children (cost of PLN3.0bn in 2022). Both
projects are in line with previous announcements. We estimate they would beef up
private consumption growth by around 1pp in 2022.

B In line with our expectations, July was not positive for the zloty, EURPLN jumped to
4.60. Zloty's headwinds included: worse data from the global economy, the dovish MPC
and the rule of law conflict with the EU. Zloty gained a bit only towards the end of the
month when Jerome Powell managed to assure markets that no excessive tightening of
monetary policy would take place, while thanks to the high Polish CPI print market
expectations of interest rates in Poland increased. In Poland, the conflict with the EU is
not yet as serious as the Hungarian one and currently focuses on the execution of ECJ
ruling regarding the Supreme Court’s Disciplinary Chamber. Polish government has time
till 16 August to refer to the case. In theory, ignoring of the ECJ rulings might lead to
escalation of the rule of law procedures and eventually blocking, at least part of, the EU
funds for Poland. This risk might seem remote at the moment, however it is worth
highlighting that the European Commission has still not approved of the country's
recovery plan and this delay is probably related to the abovementioned conflict. This
results in the delay to the start of the program. At the moment the delay is not
significant enough to influence the Polish growth outlook (NBP estimates that the
recovery plan will add 0.4pp to GDP growth both in 2022 and 2023).

B |f we assume that the negative factors will lose strength and the Polish economy will
continue to grow robustly, the zloty should gain slightly until the year-end. Positive
macro data are supportive for the zloty; maybe with an exemption of current account
data, which showed declining surplus as imports were growing stronger. The zloty could
also potentially be undermined by uncertainty connected to possible solutions of the FX
loans issue.

B The shorter end of the yield curve remained under impact of NBP rates hikes
expectations, and these have recently strengthened following higher inflation in July. As
we are expecting positive economic data, yields should be gradually moving higher on
the longer end (to 1.95% at the end of 2021, 2.15% in mid-2022).
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Economy in charts

Monthly data are coming in line with a scenario of recovery
from the pandemic trough
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The clash of strong business environment and supply chain
issues in Poland have led to extremely low stock levels

-4 components of GUS sectoral business confidence indicators

e [ndustry: stock of finished goods
(inverted index)

Retail trade: stock of merchandise
(inverted index)
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Wages are accelerating together with inflation
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The Covid wave looks more benign than the previous ones for
the vaccinated Europe
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...itis also increasingly difficult to find new employees
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CPl inflation reached 5% in July and may stay there for a while,
PPl is 7% and rising
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Strain is also felt on the housing market
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Markets in charts

Zloty exchange rates
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Principal and interest payments
PLN-denominated bond redemptions and interest payments, PLNm
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10Y bond yield spreads vs Bund
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Economic Calendar

MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY

2 August 3 4 5 6

PL: PMI manufacturing (Jul)  EZ: PPI (Jun) HU: Retail sales (Jun) CZ: Retail sales (Jun) CZ: Industrial output (Jun)

CZ: PMI manufacturing (Jul) US: Factory orders (Jun) DE: PMI services (Jul) CZ: CNB rate decision (0.50%) HU: Industrial output (Jun)

HU: PMI manufacturing (ul) EZ: PMI services (Jul) DE: Factory orders (Jun) DE: Industrial output (Jun)

HU: PPI (Jun) EZ: Retail sales (Jun) US: Trade balance (Jun) US: Non-farm payrolls (Jul)

DE: PMI manufacturing (Jul) US: PMI services (Jul) US: Unemployment rate (Jul)
DE: Retail sales (Jun) US: ISM services (Jul) US: Wholesale inventories (Jun)

EZ: PMI manufacturing (Jul)
US: PMI manufacturing (Jul)
US: ISM manufacturing (Jul)

9 10 11 12 13
DE: Balance of payments (Jun)  CZ: CPI (Jul) DE: CPI final (Jul) EZ: Industrial output (Jun) PL: CPI final (Jul)
HU: CPI (Jul) US: CPI (ul) USs: PPI (ul) PL: GDP flash (2Q)
DE: ZEW (Aug) US: core CPI (Jul) PL: Balance of payments (Jun)

US: University of Michigan
indices flash (Aug)

16 17 18 19 20
PL: Core CPI (Jul) HU: GDP flash (2Q) PL: Wages (Jul) PL: PPI (Jul) PL: Retail Sales (Jul)
CZ: PPI (Jul) EZ: GDP flash (2Q) PL: Employment (Jul) PL: Industrial output (Jul) DE: PPI (Jul)

US: Retail sales (Jul) EZ: CPI final (Jul)

US: Industrial output (Jul) US: Building permits (Jul)

US: House starts (Jul)

23 24 25 26 27
PL: M3 money supply (Jul) PL: Unemployment rate (Jul) DE: Ifo index (Aug) DE: Consumer confidence (Aug) US: Personal income, spending
DE: PMI flash (Aug) HU: NBH rate decision (1.20%) US: Durables (Jul) EZ: M3 money supply (Jul) US: PCE deflator (Jul)
EZ: PMI flash (Aug) DE: GDP final (2Q) US: GDP 2.estimate (2Q) US: core PCE deflator (Jul)
US: PMI flash (Aug) US: New home sales (Jul)
US: Existing home sales (Jul)
30 31 1 September
DE: CPI flash (Aug) PL: CPI flash (Aug) PL: PMI manufacturing (Aug)
EZ: ESI (Jul) PL: GDP final (2Q) CZ: PMI manufacturing (Aug)
US: Pending home sales (Jul) CZ: GDP final (2Q) HU: PMI manufacturing (Aug)

HU: Wages (Jun) HU: GDP final (2Q)

EZ: CPI flash (Aug) DE: PMI manufacturing (Aug)

EZ: PMI manufacturing (Aug)
DE: Retail sales (Jul)

US: PMI manufacturing (Aug)
US: ISM manufacturing (Aug)

Source: GUS, NBP, Ministry of Finance, Bloomberg

Calendar of MPC meetings and data releases for 2021

| I [} v \' Vi Vil Vil IX X Xl Xl
ECB decision 21 11 22 10 22 9 28 16
Fed decision 27 17 28 16 28 22 3 15
MPC decision 3 3 7 5 9 8 8 6 3 8
MPC minutes 15 5 5 9 7 11 9 26 8 5 10
Flash GDP* 12 14 13 12
GDP* 26 31 31 30
CPI 15 15 15 15 14 15 15 13 15 15 15 15
Core inflation 16 16 17 16 16 16 16 18 16 16
PPI 22 18 18 22 21 21 20 19 20 20 22 20
Industrial output 25 18 18 22 21 21 20 19 20 20 22 20
Retail sales 22 19 19 22 24 22 21 20 21 21 23 21
Gross wages, employment 21 17 17 21 20 18 19 18 17 19 19 17
Foreign trade about 50 days after reported period
Balance of payments* 31 30 30
Balance of payments 13 15 16 13 14 14 14 13 13 14 15
Money supply 26 22 22 23 25 24 22 23 22 22 24

Source: GUS, NBP, Ministry of Finance, * quarterly data
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Economic data and forecasts for Poland

Monthly economic indicators

& Santander

Jul20 Aug20 Sep20 Oct20 Nov20 Dec20 Jan21 Feb21 Mar21 Apr21 May21 Jun21 Jul21 Aug21

PMI pts | 528 506 508 508 508 517 519 534 543 537 572 594 576 568
Industrial production %yy | 14 15 57 10 54 11 07 25 186 442 297 184 85 139
Construction production % yly -11.0  -120 -9.8 -5.8 -4.9 3.4 -10.1 -169  -10.8 4.2 4.7 4.4 6.7 12.6
Retall sales %yy | 27 04 27 21 53 08 60 27 171 257 191 130 101 134
(current prices)
Unemployment rate % 6.1 6.1 6.1 6.1 6.1 62 65 65 64 63 61 59 59 59
Grosswagesincorporate o .| 3¢ 49 56 47 49 66 48 45 80 99 101 98 89 95
sector
Employmentincorporate o\ | 53 45 42 0 42 0 20 47 13 09 27 28 20 13
sector
Exports (€) %yy | 22 24 66 36 100 147 08 63 289 692 417 258 82 173
Imports (€) %yy | 36 40 21 41 41 124 45 58 243 597 537 378 102 188
Trade balance EURmn| 766 817 1525 1856 2097 534 1409 940 878 1300 185 869 457 715
Currentaccountbalance EURmn | 650 1273 1330 1917 1504 889 2006 834 116 1631 60 76 108 462
Current account balance % GDP 2.4 2.8 29 3.2 33 35 34 3.2 3.1 3.2 2.9 23 2.2 2.0
Budget balance

! PLNbn | -163 133 138 -121 -132 850 66 09 34 92 94 280 253 272
(cumulative)

0

Budget balance BOTRY | 1u9 122 126 110 121 777 81 A4 42 11 114 340 -307 330
(cumulative) plan
CPI %yy | 30 29 32 31 30 24 26 24 32 43 47 44 50 50
CPI excluding food and %yy | 43 40 43 42 43 37 39 37 39 39 40 35 36 38
energy
PRI %yy | 06 13 14 04 02 01 10 22 42 55 66 70 80 93
Broad money (M3) %yy | 168 162 170 170 161 164 168 163 144 112 90 74 74 73
Deposits %yy | 144 139 145 139 128 123 122 120 118 9.1 70 57 69 72
Loans %yy | 13 01 0.1 08 01 02 07 08 21 16 03 02 15 16
EUR/PLN PLN | 445 440 447 452 449 448 454 450 460 456 452 450 457 458
USD/PLN PLN | 388 372 379 384 378 368 373 372 38 381 373 374 38 388
CHF/PLN PLN | 415 409 414 421 416 414 420 414 416 414 412 412 420 417
Reference rate * % 070 010 010 010 010 010 010 010 010 010 010 010 010  0.10
3M WIBOR % 025 023 023 022 022 021 021 021 021 021 021 021 023 024
Yield on 2-year T-bonds % 011 013 009 001 003 008 005 010 007 009 017 035 035 037
Yield on 5-year T-bonds % 074 072 067 051 041 047 042 067 08 085 117 130 119  1.24
Yield on 10-year T-honds % 135 134 135 127 121 129 121 132 154 156 182 179 170 183

Note: * at the end of the period.
Source: GUS, NBP, Finance Ministry, Santander Bank Polska estimates
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Quarterly and annual economic indicators

2019 2020 2021 2022 1Q21  2Q21  3Q21  4Q21  1Q22  2Q22  3Q22  4Q22

GDP PLNbn 22877 23239 25828 27902 5852 625.0 641.7 730.9 640.6 673.7 691.5 784.4
GDP % yly 4.7 -2.7 5.0 5.0 -0.9 10.4 4.2 6.3 52 5.1 5.1 4.9
Domestic demand % yly 3.6 -3.7 6.7 5.0 1.0 121 58 8.2 52 52 5.1 4.8
Private consumption % yly 4.0 -3.0 5.4 6.7 0.2 13.5 2.0 7.0 8.0 7.0 6.0 6.0
Fixed investments % yly 6.1 -9.7 14.5 55 1.3 15.0 16.0 20.0 4.0 5.0 6.0 6.0
Industrial production % yly 4.2 -1.1 13.0 9.7 7.8 29.8 10.2 7.6 7.5 8.8 1.2 1.2
Construction production % yly 3.6 -35 33 5.1 -12.5 1.8 9.4 8.7 9.0 13 5.0 6.1
ieotﬁ'slt;‘te;ﬂ_ces) % yly 5.1 30 9.4 56 12 141 8.1 135 128 9.1 1.4 0.9
Unemployment rate * % 52 6.2 6.1 58 6.4 59 59 6.1 6.2 5.7 5.7 58
inth
S;gii;”laie;ng;ye % yly 72 53 85 7.2 66 9.6 8.9 89 8.3 72 6.5 6.8
E;ﬂ?é?ﬁgﬂ'gry % yly 22 1.0 05 25 14 15 10 08 26 2.7 24 24
Exports (€) % yly 7.3 -0.1 17.4 1.7 1.9 43.5 1.9 8.1 6.6 8.7 15.7 15.6
Imports (€) % yly 3.8 -4.9 184 14.2 8.5 49.8 129 9.6 9.1 1.3 18.1 18.1
Trade balance EUR mn 1204 12392 12441 7 408 3225 2354 2926 3936 1887 812 1834 2875
Current account balance EURmn 2611 18105 8687 187 2948 1767 1694 2278 275 -526 101 338
Current account balance % GDP 0.5 3.5 1.5 0.0 3.1 23 1.9 1.5 1.0 0.6 0.4 0.0
Sjlgircae‘ government % GDP -0.7 -7.0 -4.0 -35 - - - - - - - -
CPI % yly 23 34 43 43 2.8 4.5 4.9 5.0 52 4.5 3.7 3.7
CPI* % yly 3.4 2.4 5.1 3.8 3.2 4.4 4.8 5.1 4.9 4.4 3.6 3.8
Pl excluding f
gnefgxyc uding food and % yly 20 39 37 38 38 3.8 36 35 3.9 3.8 37 39
PPI % yly 12 -0.6 6.4 3.7 2.5 6.4 8.7 8.1 6.0 3.8 2.2 3.0
Broad money (M3) * % yly 83 16.4 7.0 7.6 14.4 7.4 7.2 7.0 5.7 5.6 6.7 7.6
Deposits * % yly 8.5 123 7.4 5.6 11.8 57 6.8 7.4 4.9 4.7 43 5.6
Loans * % yly 5.2 0.2 4.1 9.5 -2.1 0.2 1.7 4.1 7.0 8.5 9.9 9.5
EUR/PLN PLN 4.30 4.44 4.55 4.49 4.54 4.53 4.58 4.55 4.51 4.50 4.49 4.47
USD/PLN PLN 3.84 3.89 3.81 3.68 3.77 3.76 3.87 3.84 3.75 3.70 3.66 3.60
CHF/PLN PLN 3.86 415 415 3.99 417 413 418 4.1 4.04 4.01 3.97 3.92
Reference rate * % 1.50 0.10 0.25 1.00 0.10 0.10 0.10 0.25 0.50 0.75 1.00 1.00
3M WIBOR % 1.72 0.67 0.26 0.93 0.21 0.21 0.24 0.39 0.61 0.83 1.09 1.19
Yield on 2-year T-bonds % 1.56 0.50 0.22 0.76 0.08 0.20 0.33 0.28 0.44 0.58 0.97 1.06
Yield on 5-year T-bonds % 1.99 0.96 1.1 1.55 0.65 1.10 1.27 1.40 1.45 1.52 1.60 1.65
Yield on 10-year T-bonds % 2.41 1.52 1.70 2.15 1.35 1.73 1.80 1.93 2.08 213 217 2.22
Note: "at the end of period. Source: GUS, NBP, Finance Ministry, Santander Bank Polska estimates

& Santander Bank Polska S.A. 6
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IMPORTANT DISCLOSURES

This report has been prepared by Santander Bank Polska S.A. and is provided for information purposes only. Santander Bank Polska S.A. is registered in Poland and is authorised and
regulated by The Polish Financial Supervision Authority.

This report is issued in Poland by Santander Bank Polska S.A., 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.
Santander Bank Polska S.A., 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 Santander Bank Polska S.A..

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.

Santander Bank Polska S.A. 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. Santander Bank Polska S.A. 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.

Santander Bank Polska S.A. 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.

Santander Bank Polska S.A. and/or a company in the Santander Group is a market maker or a liquidity provider for EUR/PLN.

Santander Bank Polska S.A. 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.

Santander Bank Polska S.A. 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

Santander Bank Polska S.A. 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, Santander Bank Polska S.A. 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 Santander Bank Polska S.A. is prepared in accordance with the Santander Group policies for managing conflicts of interest. In relation to the
production of investment research, Santander Bank Polska S.A. 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 Santander Bank Polska S.A..

COUNTRY & REGION SPECIFIC DISCLOSURES

Poland (PL): This publication has been prepared by Santander Bank Polska 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 Santander Bank Polska 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.
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