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Economic Comment

Retail sales and construction output above forecasts

Grzegorz Ogonek, tel. +48 609 224 857, grzegorz.ogonek@santander.pl

Retail sales rose in August by 4.2% y/y, beating market consensus (3.3%) and our
estimate (1.1%) and showing the largest m/m SA growth since January. The MPC may
use the print as a reason to consider another rate hike seeing that consumer demand has
not been cooled yet. Despite the positive surprise we still see consumers as pressured by
high inflation denting their purchasing power. The main consumer confidence indexes
are still very low. The job security gauge, which so far was surprisingly irresponsive to
the looming recession, worsened significantly in September. Construction production
rose 6.1% y/y in August, up from 4.2%, against our forecast of a slowdown to 1.9% and
the consensus at 4.3%. We think the slowdown in the construction sector is pretty much
imminent amid supply and labour constraints, reduced housing demand. The GUS
estimate of houses under construction showed the first negative y/y reading since mid-
2014.

Retail sales growth surprises to the upside

Polish retail sales in constant prices rose in August by 4.2% y/y, beating market consensus
(3.3%) and our estimate (1.1%). In SA terms this means a 1.6% m/m rebound after 0.1%
decline, the strongest print since January. All main categories except fuel were stronger than
we had expected. Durable goods sales decline was 4.5% y/y, much smaller than in the
previous months (July -9.8% y/y, June -8.7%). The drivers of the August acceleration were
the sales of food, sales in non-specialised stores as well as car dealers’ activity. Despite the
positive surprise we still see consumers as pressured by high inflation denting their
purchasing power. The government’s new measures to limit households’ energy bills might
offer some support for retail sales numbers in 2023, but we still think they will show
negative growth in the final months of this year and in TH23. That said, from the point of
view of the MPC the August retail sales reading may be a sign that consumer demand has
not been cooled yet, adding this to the arguments for another rate hike.

Consumers start to see the risk of unemployment

Polish consumer confidence showed a minor m/m improvement when it comes to current
situation assessment (the September reading was an all-time low, this one is the second
lowest with data collected from 2004) and a significant deterioration in the part describing
the outlook (the index is now the lowest since May 2020). The major purchases index, which
is quite low and volatile recently, showed in September a significant improvement. At the
same time consumers were downbeat when describing future ability to make large
purchases. What is more the job security gauge, which so far was surprisingly stable and
irresponsive to the looming recession, worsened significantly to the lowest level since April
2021.

Construction output grew more than expected

Construction production rose 6.1% y/y in August, up from 4.2%, against our forecast of a
slowdown to 1.9% and the consensus at 4.3%. The SA growth was 7.2% y/y, which is also
more less the average of the last three prints. After two months of falling contribution to
headline output growth, construction of buildings jumped to 25.7% y/y from 11.7%, while
the other two main components: civil engineering and specialised works showed a fall of 1-
2% y/y. We think the slowdown in the construction sector is pretty much imminent amid
supply and labour constraints, reduced housing demand due to high interest rates and
uncertainty. We expect construction output growth to decrease in the coming months and
fall below zero in December 2022.

Housing market
In August the housing market kept reducing its activity. Dwelling completions were just

0.2% lower than a year earlier, but building permits dropped by 19.1% y/y and house starts
by 46.2% y/y (this is an even larger drop than the one at the start of the pandemic). The GUS
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Real retail sales, % y/y, and contributions of
selected components
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Housing market indicators, 12m sums

estimate of houses under construction showed the first negative y/y reading since mid-2014. In 350 - - 120
our view the market outlook remains negative given the rapid increase of costs of construction
and mortgage, and the more cautious approach of households in high inflation — high economic 300 A L 100
uncertainty environment.
250 -
- 80
200 | /"
/M L 60
150 -
dwellings completed L 40
100 1 e hyuilding permits
50 | new home starts - 20
Indicator of running projects
N (111
M~ N~ 0 0 OO O O O «f 1 N N
o H = H NN NN NN
o Do Do ovDa oDa oa o
o 5 0O S O S 0 S O S O S
L < L < L UL LU
Source: GUS, Santander

This publication has been prepared by Santander Bank Polska S.A. for information purposes only. It is not an offer or solicitation for the purchase or sale of any financial instrument. Information presented
in the publication is not an investment advice. 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. Forecasts or data related to the past do not guarantee future prices of
financial instruments or financial results. Santander Bank Polska S.A. its affiliates and any of its or their officers may be interested in any transactions. securities or commodities referred to herein.
Santander Bank Polska S.A. or its affiliates may perform services for or solicit business from any company referred to herein. This publication is not intended for the use of private investors. Clients should
contact analysts at and execute transactions through a Santander Bank Polska S.A. entity in their home jurisdiction unless governing law permits otherwise. Copyright and database rights protection exists
in this publication.

Additional information is available on request. Please contact Santander Bank Polska S.A. Financial Management Division. Economic Analysis Department. al. Jana Pawta Il 17. 00-854 Warsaw. Poland.
phone +48 22 534 18 87. email ekonomia@santander.pl. http://www.santander.pl.

& Santander Bank Polska S.A. >



