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Executive Summary (macro)

About a quarter ago, we were discussing the possible consequences of US regional banks’s problems for the economic outlook. It seems we were right in our assessment that they
would neither develop into a major financial crisis nor significantly worsen the growth outlook for major economies. Concerns about recession in the US have once again failed to
materialise, although doubts about the economic situation are growing in Europe. This is due to — among other factors — the protracted lack of recovery in China and signs of weakening
demand at the side of consumers, who are now feeling more keenly the effects of monetary tightening. We were, indeed, wrong to assume that the perturbations in the banking sector
would significantly discourage the major central banks from further rate hikes. In fact, developed economies are raising interest rates and will likely continue doing so after the summer
holidays. We continue to treat a soft landing as our baseline scenario for the world economy in the coming quarters (p.7). However, in a longer run, rate rises may eventually lead
to a marked decrease in economic growth.

The newest data indicate that the the second quarter was still a period of subdued economic activity in main sectors of Polish economy, which would be probably reflected in the decline
of the seasonally adjusted GDP g/q and in the annual GDP growth still close to zero. Still, we see ample reasons to believe that the second half of the year will bring a gradual recovery:
credit activity, labour market signals and most business indicators are all improving, while the scale of the fiscal expansion is increasing. In our view, the average GDP growth in 2023
will be at 1%, but the last quarter and the whole next year will be marked by growth rates of at least 3%, close to the potential rate (p.13). The structure of GDP growth looks
different than we previously thought: the first half of the year was characterised by weak consumer demand, which we, nonetheless, believe will recover in the coming quarters, due to —
for example — an improvement in sentiment and real income, and a recovery in the credit market. On the other hand, we underestimated investment, the good performance of which is
due to several factors: the private sector’'s adaptation to the challenges posed by the labour and energy markets (automation, construction of own energy sources), the activity of local
governments, the inflow of foreign investment as a part of the global reorganization of supply chains, and military spending. The trade balance, after moving quickly from a deficit to a
surplus at the turn of the year, which was supported by an improvement in the terms of trade and lower energy consumption during the mild winter, will return in the subsequent quarters
to slightly negative values because of a faster recovery in imports than in exports. The strongly negative contribution of inventories to GDP will continue until the end of the year.

The labour market remains surprisingly resilient to downturns, which is not only a feature of the Polish economy but also a global phenomenon. Of course, it should be kept in mind that
the condition of the labour market is a lagging indicator, not a leading one. However, already at the beginning of this year there were signs of a turn towards higher labour demand and a
growing shortage of workers (p.19). Unemployment is at record lows, job cuts in industry are being easily absorbed by the service and public sectors, and the influx of migrants is slowing
down. In this situation, the recovery which we anticipate in the coming quarters should result in wage dynamics sustained at double-digit levels, especially with another
strong increase in the minimum wage in 2024.

Our inflation forecast has been revised downwards: the drop in CPI below 10% y/y will occur already in the third quarter, while the year will likely end within the range of 7-
8% yly (p.24). The acceleration of disinflation was supported by - among other factors - falling production and logistics costs, the strengthening of the zloty, as well as the weakness of
domestic demand. Our lower estimates are also influenced by the method of accounting for this year’s constant energy prices, which the Polish statistical office employed, and which is
different than we anticipated. In our forecast for 2024, the big questions are the frozen energy prices and the zero VAT on food — should they be unwound, the CPI dynamics will, in our
opinion, stop at around 7% yly. In our scenario of a gradual recovery of the economy, a tight labour market and double-digit wage increases, core inflation will stabilise near 5% yly.

The latest signals from the central bank leave no doubt: a fall in inflation below the 10% threshold will signal the start of the rate cuts, even though the NBP's new projection did not
provide additional arguments for them. The MPC may conduct the first rate cut in October, or even in September if CPIl surprises positively. We expect a reduction in the
reference rate to 6.0% in December this year and to 5.0% in 2024 (p.29).

The coming elections brought a lot of ideas which may increase the deficit in the current and the next year. We estimate the public finance deficit to be slightly over 5% of GDP in
the current year and about 4% in 2024, with an upward risk as the pre-election campaign has not even officially started yet. Loose fiscal policy will not make fighting inflation

easy (p.32).
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Executive Summary (markets)

FX market

The zloty was one of the best-performing emerging market currencies against both the euro and the dollar in the second quarter, but also year-to-date. The scale of the
appreciation of the domestic currency may have been somewhat surprising and may have been influenced by both local and global factors. The region's currencies were
certainly supported by an improvement in terms of trade due to falling commodity prices, which not only improved current account flows, but also investors' sentiment toward the
FX. In addition, volatility in international markets has gradually decreased in recent months, which has favoured currencies with high interest rates, especially those without
significant structural imbalances.

We now see slightly more chances for a slight weakening of the zloty than a continuation of the trend from the first half of the year. The zloty's exchange rate against the
euro, but also against the dollar, has approached the threshold levels of profitability of exports according to the results of the NBP's surveys among corporates, which suggests
less room for appreciation of the local currency. Instead, the weakening could be supported by the expected deterioration in the current account balance due to the expected
recovery in private consumption and imports, as well as upward risks for gas and oil prices. In addition, a correction in global risk appetite resulting potentially from major central
banks overtightening monetary policy to the extent that fears of recession and a destabilising impact on emerging markets could take hold. The zloty could also start to lose as
the MPC starts to cut rates and uncertainty about the shape of future economic policy could increase ahead of the general election. Movements towards a weaker zloty will be
constrained by active FX sale by the Ministry of Finance in the market, as a strong zloty may be favoured ahead of elections and will certainly be welcomed by the NBP
facilitating lower inflation. In view of this, we assume that in the longer term the zloty may remain at slightly weaker levels than at present, but with inflation still higher than in the
euro area, the real effective exchange rate of the zloty may strengthen further. (p.38)

Interest rate market

Domestic interest rates have continued their downward trend in recent months, with the decline in rates intensifying after the dovish shift from the NBP Governor. After the
strong fall in market rates at the beginning of the year and the subsequent correction, swap rates and bond yields declined slowly remaining in a narrowing range. The declines
were supported by lower-than-expected inflation readings and monthly activity data. A gradual widening of asset swap credit spreads could be observed since the election
campaign began and the first election proposals were tabled. In response to the change in tone of the NBP president and the signalling of interest rate cuts, the fall in market
rates gained momentum and was reinforced by lower-than-expected US inflation data. At the same time, there was a further steepening of the swap curve.

We think the downward trend in curve rates may be sustained in the longer term due to the expected decline in inflation and our expectation of rate cuts by the MPC.
However, we think that inflation may surprise upwards next year and that NBP rate cuts this year are premature, which will support a steepening of the swap curve. We also
think the market is pricing in an overly aggressive NBP rate cut scenario after the recent rate cuts, giving potential for periodic upward revisions. High net issuance of
government bonds in Q3 should keep credit spreads high, and the decline in net bond issuance in 4Q may be transitory in view of large redemptions of Treasury securities in
1H next year. Domestic banks and investment funds are likely to remain the main buyers of bonds with increasing inflows into local funds. Foreign investors have been reducing
portfolios since the beginning of the year. Periodic upward rate corrections will provide an opportunity to enter the Polish market in view of forecasts of a weakening dollar, but
demand from foreign investors will certainly be constrained by high yields on the main core markets. (p.34)
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2023 Forecasts — what has changed

m Our view in December 2022 Our view in July 2023

GDP

GDP breakdown

Labour market

Inflation

Monetary policy

Fiscal policy

Interest rate market

FX market

In our view, 1Q2023 will be the trough of the mini-recession, and then the economy
will gradually rebound. A weak starting point (opposite to the 2022 situation) will
weigh on the average annual growth rate, which we forecast to be close to zero.

Consumption will be the most resilient component of demand, but will also slow
markedly. Investment will fall, as will exports and imports, affected by the global
recession, but the contribution of net exports to GDP will be positive, as in 2022.
The contribution of inventories to GDP will be clearly negative.

The economic downturn and the worsening corporate performance will translate
into a decline in demand for employees. However, the scale of redundancies and
the increase in unemployment should be moderate. Wage dynamics will be similar
on to 2022 average. A stronger deceleration will be prevented by an jump in the
minimum wage by c20% in total.

After peaking in February (slightly above 20% y/y), inflation should slide later in the
year, but we do not expect a drop below 10% until 2024. Core inflation to remain
in a similar disinflationary trend and to decline to around 6% by the end of 2023.

The MPC accepts a postponed return of inflation to target and no longer intends to
raise interest rates. However, our scenario implies that there are no conditions to
start rate cuts, at least until the end of 2023.

The draft budget assumes an increase in the fiscal deficit to 4.5% of GDP but we
estimated the actual one will be slightly higher (over 5%) due to new spending
related to the energy crisis.

We expect the downward trend in domestic bond yields to continue, supported by
disinflationary processes in Poland and abroad - even if this process was to be
much slower domestically. A temporary increase in yields is possible in the first
months of next year.

The first months of 2023 may be difficult for the zloty (the recession trough), but we
assume that in the later part of the year the domestic market liquidity situation and
the gradual improvement in global investment sentiment will have a dominant
impact on the zloty, leading to its gradual appreciation.

The banking crisis did not result in a crash of the US economy, but concerns are rising about
a recession in the euro area. Our baseline scenario is still a soft landing of the global
economy. High frequency data suggest that the second quarter of 2023 was only little (if at all)
better than the first one in terms of GDP growth, but we still expect a recovery of the domestic
economy in the second half of the year.

When it comes to investment, we were wrong. Their resilience may be caused be greater
military spending, and firms’ spending on automation and autonomic energy, as well as an
increase in foreign investment in the form of re-shoring. Consumption disappointed in the last
quarters, but we see ample reasons for a prompt recovery. A reduction of inventories began in
the first quarter and will last till the end of the year.

The scenario closely matched the expectations. Weaker labour demand did not cause an
increase in unemployment. In fact, we can observe some surprisingly early signs of a growing
demand for labour. The slowdown in wage dynamics was smaller than we assumed, and the
next substantial raise of the minimum wage will help to upkeep the double-digit dynamics in
2024.

The disinflation gained momentum and it seems that we will see a single-digit CPI reading as
early as September, and a year-end reading below 8%. The decrease in core inflation is
slower because of the persistency in the prices of services. In 2024, the disinflation will slow
down due to the economic recovery and subsiding base effects.

The NBP President announced that the beginning of rate cutes will begin when CPI inflation
falls below 10%, which suggests that the first cut will take place in October. We expect the
reference rate to fall to 6.0% by the year-end and to 5.0% by the end of 2024.

The budget amendment, which increases this year’s central deficit by about 0.7% of GDP,
reaffirms us that the balance of the whole sector will fall below -5% of GDP. We tentatively
assume around -4% of GDP in 2024, but during the pre-election campaign new promises may
still be made, and these would generate additional costs.

The downward trend in yields and the steepening of curves is likely to continue in view of the
gradual decline in inflation and the rate cuts expected by the MPC. The market is pricing in an
overly aggressive rate-cutting scenario, giving the potential for periodic upward rate
adjustments.

We believe that the potential for further appreciation of the zloty has clearly diminished as the
market exchange rate approaches exporters’ break-evens. We expect a slight weakening of
the zloty against the euro, which could be supported by rate cuts by the MPC or a weaker
current account balance in 2H. REER real exchange rate may strengthen further.
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Soft landing is still the baseline global scenario

The question about how hard the global economy will land remains valid. Concerns about the impact of the banking sector turmoil on the US economy have
diminished, but the signals from Europe are not good — manufacturing recession seems to be deepening, joined in June by a deterioration in sentiment in services,
hitherto in rapid expansion (see p.8). The unwinding of supply chains disruptions and energy shock should have a positive impact on global growth prospects, at
least partially offsetting the increasingly painful delayed effects of monetary tightening (rising real interest rates). Labour markets remain surprisingly resilient, which

in itself is a signal of lower-than-expected vulnerability of economies to rate increases, and real purchasing power of wages in most countries has started to recover
as inflation has fallen, boding well for consumption.

Despite the negative tone of some indicators, we remain moderately optimistic about the economic outlook for the US and Europe. We are not alone, by the way -
the latest forecasts from the major central banks do not predict catastrophic scenarios, nor does the consensus of analysts' forecasts. The technical recession in
the euro area and Germany is already a reality, but its significant deepening is still not, in our view, the baseline scenario for the coming year. On the other hand, it

is also difficult to hope for a significant economic revival abroad in such horizon, and the higher the ECB's and the Fed's interest rates go, the greater the risk that
they will end up cooling demand strongly in a few quarters.
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Business climate abroad is heading south

CESI economic surprise index

Eurozone

Sentiment indicators in European manufacturing have been falling and look absolutely terrible, although for the time being 300 USA
CEE

this pessimism is (fortunately) not fully reflected in 'hard' manufacturing data. The worst performing indicators are those for
Germany, which is particularly worrying in the context of that country's role as Poland’s main trading partner. The relative 200
weakness of developed Europe against other countries, including the US, is increasingly apparent.

100

Until recently, worries related to manufacturing weakness were largely dampened by the widely observed strong recovery in
services, which after all account for the bulk of GDP. The marked deterioration in activity indicators in the service sectors 0
recorded in June is undoubtedly a bad sign, if it proves to be sustained.

-100

Survey sentiment indicators were able to diverge sharply from the actual economic activity in recent years (examples
include the behaviour of the German Ifo, or the Polish PMI in 2022, whose steep declines were completely out of sync with _5q0
the behaviour of GDP and manufacturing), prompting caution when making forecasts based on their current behaviour. The
current PMI indices in Europe exaggerate, in our view, the scale of the downturn in the real economy, as evidenced, among -soo

. . . 2020 = 2021 = 2022
other things, by the resilience of labour markets - low unemployment, accelerating wages. Source: Refinitiv Datastream, Santander
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Business climate in Poland is improving

Most economic surveys for Poland point to an improvement rather than a deterioration in sentiment. A rather spectacular exception is the manufacturing PMI
index, which has started to fall rapidly again in recent months. However, we have long argued that this indicator is not a very credible predictor of trends in

industry, and its behaviour in recent years further reinforces this assessment (see p.10).

The situation varies from sector to sector, but even manufacturing (which is currently on the defensive virtually across Europe) is showing a slight improvement

in the GUS and EC (ESI) economic surveys.

Consumer sentiment and, interestingly, retail trade sentiment are consistently going up, despite weak sales of goods in recent months.

The ESI synthetic business climate index, which for the past 20 years has marked turning points in the economic cycle reasonably well, has started to wrap up,

which seems consistent with our expectation of a rebound from the bottom in domestic GDP growth in the coming quarters.

GUS business climate indicators, pts. Economic Sentiment Indicator vs GDP growth
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Industry: how far from the bottom?

Exactly one year ago, we signalled in a report that the trend of a strong post-pandemic recovery in Polish manufacturing was reversing and since then, production
has actually been decelerating, with the negative trend accelerating since the beginning of this year. The energy, mining, durable goods and intermediate goods have
been mostly responsible for the declines in recent months. The weakness in the energy sector's output is, among other things, a result of the mild winter and the
private sector's increasing investment in its own power generation sources. The deceleration in other divisions, on the other hand, is mainly due to a shift in demand
(at home and abroad) from goods to services and the reduction of excess inventories, which proved too expensive to maintain in a high interest rate environment.

Output levels have just returned to the pre-pandemic medium-term trend, above which they had been for about two years, and in our view we are approaching
another turning point, this time upwards, and the room for further output declines is running out. This will be supported, in our view, by the gradual shift of
consumption from services back towards goods, the slow recovery of the euro zone from recession that we anticipate, and the important role of Poland in the
ongoing rearrangement of global supply chains - in our view, the Polish economy is and will remain one of the beneficiaries of so-called re-shoring, i.e. the transfer of

production from distant locations closer to final consumer markets (although we base this belief mainly on so-called anecdotal evidence, as it is difficult to confirm
this thesis in the available public data so far).

Business climate in manufacturing vs industrial output growth
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The business cycle clock turns to recovery

The newest update of the so-called 'business cycle clock' published by GUS at the end of June suggests that aggregated business cycle indicators are moving
out of the recessionary area and towards recovery (which, interestingly, is more clearly seen in the coincident indicator rather than in the leading one), which
supports our view that the domestic economy has already passed to worst point od the current cycle.

Coincident business cycle indicator (COINC) Leading business cycle indicator (LEAD)
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https://stat.gov.pl/statystyki-eksperymentalne/gospodarka-przedsiebiorczosc-finanse-publiczne/rownolegly-oraz-wyprzedzajacy-zagregowany-wskaznik-koniunktury-zegar-koniunktury-szereg-do-kwietnia-2023-r-,4,27.html

Monthly indicators suggest a worse 2Q

Despite the improvement in many indicators of economic situation, hard monthly economic activity data (such as production and retail sales)

indicate that April and May saw a deepening of the negative trends observed since the beginning of the year. This implies a weak GDP growth in the
second quarter of the year.

It is worth noting that similar signals from monthly data could have been observed already in the first quarter, and yet GDP growth at that time surprised

positively, and strongly so. Nonetheless, this positive surprise was driven to a huge extent by the rapid increase in net exports, which seems unlikely to happen
in the second quarter (in fact, recent data suggest that the surplus in net exports is gradually declining).

Production and sales at constant prices, 3mma % yly

Production and retail sales at constant prices,
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GDP growth: is the worst behind us?

GDP growth in the first quarter of 2023, which, in our opinion, was supposed to be the trough in the recessionary cycle, proved much better than expected but
the indicators from the second quarter suggest that economic activity was still slowing down, at least in the sectors which we can monitor in real time. We have
adjusted downwards our forecast for the second quarter because available data suggest that consumption — especially of goods - is still in decline and
inventories keep strongly decreasing. We still expect GDP to grow by about 1% in 2023, which we believe will be driven a recovery in consumption
and investment growth which we expect to stay positive. By the end of the year and during the next one, GDP growth should accelerate to above
3% yly, based on recovering domestic demand and more or less neutral net exports.

Seasonally adjusted GDP data showed surprising volatility during the last year, which made them hard to interpret and use to draw far-reaching conclusions,
for example about the state of the economy. According to the experts of GUS, this was not caused by any significant change to the seasonal pattern, but rather
one-off shocks which hit the economy (in different directions) in the first and the fourth quarter of 2022. Should this theory be accepted and both quarters be
treated as atypical observations, it would seem that seasonally adjusted GDP was still in the trend of post-pandemic recovery, and not in a quasi-recession
triggered by the effects of the war in Ukraine and the energy shock. Nonetheless, we do acknowledge that the seasonally adjusted series may be reviewed in
the coming quarters.

GDP growth in Poland and its breakdown, % GDP, 4Q19=100, seasonally adjusted,
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Investment above expectations

We have become more optimistic about this year's investments and expect growth of
around 4% in real terms this year.

Local governments have revised their investment plans upwards, to around PLN110bn from
PLN95bn. This means that nominal growth may not be 10%, as we have assumed so far, but as
much as 25%, so they may add around 1.5 percentage points to total investment. This would not
be very consistent with the pattern of the election cycle observed recently: the peak of the
investment cycle in local government occurred typically in the year in the election year (e.g. 2014
and 2018). The next local elections will take place in 2024.

We reiterate our expectations that central sector capital expenditure will be strong this year,
especially on road and rail infrastructure and arms. In our view, military spending will add around
2 percentage points to total investment growth. This component, however, is essentially all
imported, and therefore does not add to GDP.

Domestic companies are in a good financial shape, but are not very optimistic about investment.
However, the improvement in the economy may become a trigger for the investment process.
Still, investments in the energy sector and in machinery (automation?) are growing quite
significantly. In the longer term, we expect investments financed by foreign capital within the
ongoing processes of nearshoring (moving production closer to the companies' headquarters or
main market) and friendshoring (moving production to friendly countries).

Mortgage sales are rebounding, suggesting a recovery in household investment activity. However,
the full-year result in nominal terms will, in our view, be similar to that of the previous year (i.e.
lower in real terms).

& Santander
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Awaiting the consumption rebound (1)

Disposable incomes vs consumption

There is little evidence of a rebound in consumption in this year's hard data (to May). Private
consumption data for 1Q2023 looked weak, as did April and May's retail sales and retail trade
turnover readings. In contrast, improvement is already clearly visible in consumer credit sales
(see page 28).

That having said, we remain moderately optimistic about the outlook for consumption,
with support for our forecast coming from:

The sound labour market situation: despite the weakening of labour demand,
unemployment remains at a record low and wage growth remains at double-digit levels. In
our view, this situation will continue for the next quarters, and the 20% increase in the
minimum wage will be an important support for total wage dynamics next year. For more on

the labour market, see pages 19-23

Declining inflation: thanks to the fall in inflation, wages have probably increased in real
terms already in June, and the real growth rate will continue to improve in the following
months. We assume that not only labour wages, but total disposable income will improve.

Election promises: additional support will be provided by the ongoing election campaign. In
January 2024, child benefit increases from PLN500 to PLN80O0 (additional PLN25bn for

households), and we believe further proposals may follow.

Improving consumer optimism: since October 2022, consumer optimism measures have
been surging and have already reached pre-February 2022 levels. In our view, these
gauges will continue to improve, especially thanks to the positive labour market situation.
However, even if this were not to happen, the change to date should translate into higher
consumption. According to our analysis, an improvement in consumer optimism translates
into an improvement in consumption within 3-4 quarters.

Despite the improved consumption outlook, the result for the full year may still be negative
due to the weak first half of the year.
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Awaiting the consumption rebound (2

Retail sales data, seasonally adjusted
index, 2015=100
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Companies results’ at all-time high

2022 was very good for the Polish non-financial corporate sector. Companies
employing 10 or more people earned a record PLN353bn (+13.5% y/y). However, the
very good nominal result masks the fact that profitability (gross financial result to
revenues) fell to 6.1% from 6.8% in 2021. (although it remained above the 2014-2021
average of 5.0%) and that the proportion of companies recording losses increased,
with the total amount of losses being one of the highest in recent years. Thus, not
only the average result has increased, but also its volatility. Not all companies have
performed well in an environment of high inflation and slowing growth.

Above-average margins were recorded in mining, trade, transport and construction,
among others. Below-average margins were recorded in electricity, gas, steam and
hot water generation and supply, chemicals, motor vehicles and information and
communication.

In the coming quarters, we expect an improving economy and lower inflation, which
should improve the predictability of the economic situation and make it easier for
companies to operate. The main concern on the cost side may therefore be wage
growth, which we believe will remain at double-digit levels. This will be felt
primarily by the service sectors, where labour costs account for a higher share
of costs, and those with weak performance. However, the good performance of
companies provides a solid basis for improving investment in the longer term.
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Balance of payments: surplus hard to maintain

We expect that after positive surprises during the beginning of the year, driven by weak imports, current account will correct and its monthly readings
will soon alternate between surpluses and deficits. The lack of a rebound in industry is due to — among other factors — the weak economic situation in Europe,
whose effects on growth of Polish exports are already negative. On the other hand, the surprising collapse of domestic demand should keep imports relatively low.
This should allow the 12M current account balance to keep on improving, although slower, and then finish the year with a small surplus. In our opinion, in 2024, as
a result of a recovery of our main partners and a solid rebound of domestic demand, the aggregated balance will become slightly negative.

Exports are driven by the automobile industry, which — in our opinion — is catching up after the period of logistic bottlenecks. The shortfall in European car
production relative to the pre-pandemic period is still large, so there may still be a backlog of orders for parts and cars from Poland. The problem remains with
consumer electronics, which Europeans had already bought during the pandemic, and of which Poland is an important supplier on the continent. It is encouraging
that, as in previous down cycles, Polish exporters are still able to increase their market share in Europe.

On the import side, we have a clear deceleration based on both weaker demand and disinflation in imported goods. Korean imports have broken away from the
cycle (due to military spending).
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Labour market — what do employers see

o

From the employer side, the labour market does not look chilled. On the contrary, there are signs that labour shortages are increasing again.

The response rates in the business climate survey indicating that companies have encountered a labour shortage - rather than falling with the economic slowdown -
have recently moved up, at least in some sectors. Meanwhile, the number of people not in employment, but able and willing to take up work is at an all-time low

(434k according to the LFS) and continues to fall, while the inflow of economic migrants is no longer accelerating (p.22).

The data on job offers in job offices per every 100 unemployed people are starting to show an upward bend after being cleared of seasonal fluctuations, although
the downward adjustment of this measure in 2022 was relatively small. The change seems to have happened at the turn of the year. The Manpower employment
index is also sending positive signals: its latest edition shows a continuation of the upward bounce in 2Q2023. In the past, increases in the index have correlated
quite well with a y/y drop in unemployment.
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Labour market — what do employees see

The labour market as seen by employees is still quite sound
despite slower GDP growth.

Unemployment is at its record lows (2,7% according to LFS), while
employment is at its heights (at approx. 17mn). The labour market
adjusted to the temporarily weaker situation of the firms by lowering
hours worked rather than by reducing jobs (i.e. by hoarding work,
which we have already seen in the past) — it can be seen in both the
data from the firms and in the national accounts. It seems that the
demand for labour in the whole economy recovered again, and the
jobs, which were moderately cut in a few industries which face lower
activity, such as manufacturing, were easily absorbed by the service
and public sectors (page 21). It may explain why consumer
sentiment surveys show decreasing concerns about a rise of
unemployment. Despite the deceleration of the economy in the last
quarters, consumers are becoming more positive about its outlook.
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Labour market — let the data speak

National Accounts (NA) and LFS employment data indicate that the slightly negative labour demand trends seen in 2022 have clearly reversed early this year.
The number of people in work rose to a record high in 1Q2023, and the number of hours worked rebounded to an even greater extent - signalling that the
utilisation of available labour resources is no longer significantly different from that at the top of the post-pandemic recovery cycle (1Q2022). The start of the year
also saw a reversal in the trend in net flows between the unemployed and economically inactive and the employed (in favour of the latter). If our forecasts for a
recovery in activity in 2H2023 turn out to be accurate, expect a further increase in demand for workers, translating into increased wage pressures.
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Minimum wage as % of the average

Minimum wage and wage growth

Impact on the change in

The government proposed to introduce in 2024 a two-step increase of the 19, the wage growth rate 60— Poland and other EU countries

minimum wage, by 19.4% in total. In the current year it was also increased by Labour

almost 20%. Such huge increases are a result of — among other factors — the demand (EEl) 45 |

high inflation path. This, in turn, means that minimum wage is one of the

channels through which past inflation may affect present inflation. This 5 ® GDP growth 50 1

happens through the market and the administrative channels. The first one

works as follows: the increase in the purchasing power of the people whose I Unemployment 45 1

wages react to the increase of the minimum wage (directly or indirectly) change

increases the tolerance of these consumer for higher prices of goods and 0 - : : . : L 401

services, so it allows firms to pass their costs onto them. The administrative . l ] CPI 25 | max
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accounts for the inflation in the previous year. _ o Poland
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Our model explaining the behaviour of the average wage, suggests that since
the increases of the minimum wage in 2023 and 24 will likely be similar in
scale, their effects on the average wage should also be similar and equal to
about 2 percentage points. It is a neutral factor for change in annual wage
growth, or in other words, a one that keeps the wage growth in the
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economy at a very high level. In our opinion, the growth will slightly decrease 60 4
because disinflation will be stronger than the economic recovery which we 50 -
expect in the next year. Apart from that, the lack of a downward adjustment of 40 -
the labour market during the economic slowdown will likely also mean no 30 1
significant rebound of labour demand in the early stages of the recovery (due 20 1
to hoarding labour instead of elastically adjusting it during the weaker periods), 101 . I
so this factor will have little effect on the changes in wage dynamics. 0- ' ' '
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Wage growth can also be related to inflation by considering the high share of the real value financial wages
companies which base their current wage policy on keeping the real value of of wages standing competitive

wages constant (i.e. they tie the size of the wage raises to past inflation).

According to the surveys of GUS, this is the behaviour of 40-50% of firms. ® Manufacturing Construction Trade  ® Services
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Inflation has fallen more than we assumed

CPlinflation forecasts % yly assumptions about EURPLN
CPl inflation continues to decline faster than we had anticipated. We now expectitto 5 _ 12 -
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Energy prices to rise in 2024

Energy prices were an important inflationary factor in 2022. Higher energy prices translated
into the CPI directly, due to price increases for households, as well as indirectly, through
increased costs for companies, which in turn caused price increases for other goods and
services.

In 2023, electricity prices have gone up by around 60%, but due to the price freeze up to a
certain limit, households will not feel this change in full. Until recently, we had assumed that
the average price would rise slowly over the course of the year, as households will be
crossing the consumption threshold. However, it turned out that the GUS added a 'lump
sum' of 3.7% to consumer electricity prices in January for inflation to cover for the freeze
effect, and in the remaining months of the year prices will no longer change. On top of that,
this week the government increased the consumption thresholds by 1 MWh per year and
this will, in our view, reduce electricity prices by 2.5% as soon as it will be introduced
(September or October).

For 2024, we assume the abandonment of the energy price freeze and, at the same time, a
reduction in tariff prices, by around 10%, which will translate into an increase in average
household prices by around 40%. However, the uncertainty regarding this assumption is
high. For gas prices, we assume an increase of 15%. It also cannot be ruled out that the
government decides to extend the tariff freeze to 2024, which would lower our CPI
forecasts.

The Climate Ministry has prepared an amendment to the regulation that determines how
heat tariffs are calculated. The amendment is intended to prevent tariffs from being
calculated on the basis of indices published by URE (energy market regulator) based on
reports of energy companies for the past period, which was characterised by high prices of
energy. This should reduce the risk of significant increases in heat prices in subsequent
years (a return to index calculations will be possible from 1 January 2028), which is,
however, consistent with our scenario assuming little change in heat prices in subsequent
months.
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Core inflation under pressure from

In our view, core inflation will decline in the coming quarters, mostly thanks to the
fading effects of the energy shock. However, it will remain elevated by the effect of
high wage growth.

The strong rise in core inflation in recent months was due to, among other things, the
energy shock. Our estimates show that a 10 per cent increase in energy prices for
businesses translates into a 0.5-1.0 percentage point increase in core inflation.

The pass-through of costs to retail prices is stronger during economic upswing, and energy
price increases have a stronger impact on prices than price reductions. Based on these
results, we estimate that around half of the price increase in core categories in 1Q2023
(core inflation was 12.0% y/y in 1Q2023) came from higher energy prices. The stabilisation
of energy prices at 1Q2023 levels should therefore subtract around 2-3 percentage points
from core inflation by the end of the year.

In our view, the effect of other factors on core inflation, in particular labour costs, will
increase in the following months. This will be felt primarily in the service sectors, where
labour costs account for a larger proportion of total costs than in other industries. According
to our estimates, a 1% increase in wages and salaries adds around 0.5 percentage points to
core inflation, so it is difficult to imagine that, with double-digit wage growth in 2024, core
inflation will fall significantly below 5%.
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Food prices rise slower, but the risk is rising

The leading indicators for food prices in Poland - the FAO global index and domestic
agricultural prices - have declined markedly in recent months. This suggests a further
slowdown in domestic food price growth. This was possible by the waning effects of the
supply shock associated with the Russian invasion of Ukraine and the increase in the supply
of agricultural products in other countries.

For food prices, however, the risks are asymmetric upwards - an agricultural drought is
currently underway in Poland, its amplifying will mean higher vegetable and fruit prices in
autumn. Weather anomalies are also occurring in other parts of the globe, e.g. the North
Atlantic is record warm and an El Nifio phenomenon has occurred in the Pacific. In addition,
Russia is threatening to break its agreement with Ukraine on grain exports across the Black
Sea. Due to the above factors and our assumed reversal of the VAT reduction on food, we
expect food prices to slow down to around 8% y/y by the end of this year. Food prices’
growth rate is likely to stay close to this level next year, in our view.
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Rebound in loan origination

In line with our expectations, loan sales have started to improve and we expect
this trend to continue in the coming months. The improvement in the credit
market is consistent with our forecasts of a rebound in GDP growth.

In our March MACROscope, we suggested that credit demand would start to rebound
due to: falling market interest rates, stabilisation of house prices, strong wage growth,
easing of lending criteria and the introduction of a mortgage with an interest rate
capped at 2% per annum. In the following months, demand for credit should also be
supported by the economic rebound.

Credit volumes, on the other hand, are still under pressure due to an increased (yet
lower than in the peak) propensity for early repayments. Consequently, we expect
total loans to be only slightly higher at the end of the year than a year earlier.
However, the credit impulse (the monthly change in annual loan growth) has already
started to suggest an improvement in the annual GDP growth, which is consistent
with our economic growth forecasts.

The improvement in the credit market will translate into the situation of the deposit
market. However, as we assume some deterioration in the current account balance in
the second half of the year, deposit growth will, in our view, remain roughly similar to
that in the first half - at high single-digit levels.

& Santander

Loan origination, PLNbn
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Monetary policy: cuts before the election

NBP forecasts: July vs March

We are changing our forecasts for the MPC monetary policy, as the latest conference of the July 2023 March 2023
. _ . . . . . 2023 2024 2025 2023 2024 2025
NBP president left no doubt: a drop in inflation to single-digit levels will signal the start of rate
, L . . : . " CPI(%yly) 119 52 36 119 57 35
cuts, even though the NBP's new projection did not, in our view, provide additional arguments o
. . . . N . . Core inflation 105 6.1 40 103 60 37
for policy easing, showing that the horizon for achieving the inflation target has not moved Food OO 10 43 17
closer, and forecasts for core inflation, wages and employment have been revised upwards. Energy 2w a o PV
Our baseline scenario is now the MPC's first rate cut decision in October, but September GDP (%Yly) 06 24 33 09 21 31
cannot be ruled out either, if CPI surprises positively and goes below 10% already in August (our Private consumpton 48 30 44 09 16 23
current forecast for August is 10.2% yly). Fixed investments 28 21 67 00 12 60
. . . . " Ouputgap (%potental GDP) 05 09 -05 05 -09 -06
The NBP president has made it clear that the MPC will start cutting rates as market conditions Wl;zzsg(f/fy(/y)po ntal O0F) 6 92 67 120 81 65
allow for that - the decisions are to 'consume' what the market is already pricing-in. At the same E 0 ' ' ' ' ' '
. . . . mployment (% yfy) 02 -08 -04 -06 -12 04
time, the central bank is expected to move in small steps of 25bp. We thlnk. that the 'refe.rence Unemploymentrate (% 30 37 40 33 40 43
rate could be cut to 6.0% by the end of this year. In our view, the economic scenario will not NAWRU (%) 39 39 39 41 40 40
justify more aggressive monetary easing in the short term, so cuts are likely to be put on hold ULC (%) 124 58 28 104 46 28
after this short run and could resume around mid-2024, provided inflation continues to fall. We Source: NBP, Santander
assume an NBP rate of 5.0% at the end of 2024.

NBP rate according to our forecast and 13/07/2023 market pricing
The monetary easing means a shift towards a higher trajectory of economic growth and inflation 8,00
for the next quarters. According to the NBP President, the impact of the rate cuts on inflation 700
"will not be material". Our estimates, based on the just-published results of the NBP's Monetary ’
Policy Transmission Survey (see p.31), indicate that an interest rate cut on the scale priced by 6,00
the financial market would lift CPI at the end of 2025 by around 1pp. 5,00
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Monetary policy: differences in real rates

Real interest rates ex ante, calculated on the basis of market inflation expectations for a year ahead, show that Poland is clearly lagging other CEE countries -

Hungary managed to come out with a positive real rate a year ago and the Czech Republic a year and a half ago, while Poland did so in June this year. Therefore,
the MPC should not, in our view, think about monetary easing yet.

A comparison of the momentum of core inflation in the region leads to a similar conclusion - in Hungary and the Czech Republic the turn took place last autumn. In
Poland, we have only one observation suggesting that we have passed the turning point.

While calculating real rates, we have assumed that the current median forecasts for future inflation will not change in the coming months and that central bank rates
will rise by 25bp later this year in the euro area and the US, fall by 75bp in Poland, 100bp in the Czech Republic and 200bp in Hungary.

Real interest rates more or less explain the differences in central bank attitudes: MNB has embarked on a monetary policy turnaround because, according to
projections, they are much closer to returning to target than Poland (CPI is expected to be 1pp above the target band in 1Q2024); the pressure of real rates on
demand is high there and would increase without rate cuts. The CNB is still cautious in communicating a dovish turn in monetary policy, even though it has pushed
the real rate much further up than the NBP and, according to projections, inflation there is expected to enter the target band as early as 1Q2024. The Fed and ECB

are not thinking about the end of the cycle because real rates are too low to guarantee a return to target. Against this background, the MPC's willingness to cut
rates quickly in Poland looks rather unusual.

Core inflation momentum in CEE region,
Real ex-ante interest rates, %
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Monetary policy: transmission mechanism

According to the NBPs' report on the monetary policy transmission mechanism, which was published at the end of June, 100bp of rate hikes can reduce inflation by
0.3pp in the second year after the hike and decrease GDP by 0.3pp in the first year after the tightening.
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The report points to a greater price elasticity in the economy which increases the efficiency of monetary policy and decreases the losses in GDP growth.

The role of expectations in the transmission mechanism was also underlined — this channel, according to the research of the NBP, can be even more effective than
the direct interest rate channel, which may be the reason why the NBP was trying hard to reduce inflation expectations through optimistic statements about

expected swift decrease in inflation.

The report also shows that in a high inflation environment, exchange rate has a much stronger effect on the CPI, equal to 0.2 pp for every 1% change in the
nominal effective rate (in a normal environment, the effect is below 0.1 pp). In the 2017 report, the NBP presented results which suggested that the effect of
exchange rate changes in the current phase of the business cycle (i.e. at the crossroads of depression and recovery) should be weaker than usual.

Long-term effect of exchange rate Strength of transmission mechanism channels
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https://nbp.pl/wp-content/uploads/2023/06/Mechanizm-transmisji-polityki-pienieznej-w-Polsce.-Stan-wiedzy-w-2023.pdf

Fiscal policy: promises begin

According to the Convergence Report from April, the government
expects the general government deficit at 4.7% of GDP in 2023 and at
3.4% in 2024. In our opinion, the deficit this year will exceed 5% of GDP
and in the next year it will be close to 4%.

We expect a deficit of 5.3% of GDP this year and our forecast has been
broadly stable. The update of the budget (PLN24bn increase in the budget
deficit) and forecasts of lower inflation are neutralised by forecasts of higher
GDP growth. We expect the deficit to reach 4% of GDP in 2024, assuming
that no further deficit-increasing pre-election promises will be made. This
assumption will likely be proven false, so we consider it is subject to an
upward risk. We will get to know more after the release of the Budget Bill (in
September) and after any new promises will surface; in our opinion, the
competing parties have not said their last word yet. On the other hand, the
European Commission is planning to return to monitoring of the fiscal rules. It
is possible that the current rules will be changed, but still, stricter stance of the
Commission may reduce the government’s ability to increase the deficit
significantly beyond 3% of GDP.

The last months saw a significant decrease in tax inflows to the budget in
comparison to GDP. Since the peak in February 2022, the relations of tax
revenues to GDP decreased by 2.5 pp. The decrease in budget revenues may
hinder new pre-election promises.

& Santander

Summary of pre-election promises
of the main political parties

Pre-election promise Annual cost, PLNbn

27.0

Increase of the child benefit 25.0

2% mortga_ge rate, exemption from motorway toll-fees, 20
ree medicine

88.5

Increase of the child benefit 25.0

Increase of the tax-free amount 45.0

1500 zt for mothers returning to the labour market 9.0

ubsidies for renting a property 6.0

% mortgage rate, financing of sick leave of micro- 35

entrepreneurs, subsidies for renovation loans

Source: NBP, Santander
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FI: Further hikes of main central banks’ rates o

In the core debt markets, there was an upward
revaluation of expectations for further rate rises. EUR IRS Curve Bond yields *
This was partly due to better-than-expected US 4% 10000 50 6

data (especially from the labour market) and
hawkish statements from the Fed and ECB
governors. Both J. Powell and C. Lagarde

80,00 40 5
60,00 3.0 4
3,50
signaled the need for further monetary tightening 4000 20 3
in view of the persistence of core inflation in the 300 000 10 )
euro area and the strong US labour market. We I I I I I I I 1L ‘ o
expect two more rate hikes in the euro area to 2% LN :

4.5%, in the US in July and November to 5.75%

5Y inflation swap
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FI: Declines of domestic market rates

After the significant drop in market rates in recent
months and the steepening of the curves, we think
that the potential for further declines is running
out. The market is already pricing in four rate cuts
(125bp) by the year-end and 6 (150bp) next year,
which seems to us to be too aggressive.

The market is pricing-in a 50bp NBP rate cut in
September. Our forecast assumes that CPI will not
fall below 10% in August, which would not yet
open the door to cuts in September. That having
said, we assume that the MPC will move in small
steps of 25bp. In our view, this could provide an
opportunity for some rebound in market rates.

However, the downward trend swap curve with a
steepening tendency is likely to remain in place as
inflation falls. The market may be setting its sights
on rate cuts being delayed at most until inflation
clearly surprises upwards, which could only
happen next year. As rate cuts are premature in
our view, we expect a larger reduction in short-
term market rates.

Periodically, there could be upward rate revisions
e.g. on the occasion of an upward surprise in CPI
(slower deceleration in food inflation, rebound in
oil prices), a sizable correction in the zloty or
further significant election fiscal promises.

& SCIntClnder Source: Refinitiv, Santander
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FI: Big net issuance in 3Q, but then smaller?

The Ministry of Finance has announced that it has
financed 94% of the borrowing needs initially
planned at PLN261bn.

The latest budget amendment shows that the
Finance Ministry, despite increasing the estimate
of net borrowing needs to around PLN150bn from
around PLN110bn, left the planned issuance of
domestic bonds unchanged. The increased
borrowing needs would be financed from the
reduction of the liquidity reserve (PLN139bn after
June).

Although the amendment implies low issuance,
the Finance Ministry has planned quite a large
bond supply for 3Q (PLN18-30bn), which -
combined with low maturities — results in a high
net issuance. On top of this, the FinMin sold a
large pool of bonds at latest switch auction
(PLN6bn). This suggests a desire to keep the
reserve at a relatively high level ahead of
significant maturities in 1H24 (c. PLN70bn of
bonds). Higher issuance in 3Q would mean more
room to reduce issuance in 4Q opening the way
for a slight narrowing of asset swap credit
spreads.

However, we think significant redemptions in 2024
and possible more election spending could keep
asset swap credit spreads at elevated levels in
2024 as well.

& SGnthder Source: Refinitiv, Santander
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FI: Foreign investors still reducing their exposure o

Local banks remain the main investor in the
domestic government bond market, as they have
bought around PLN15bn of bonds since the
beginning of the year, including PLN7bn in May
alone. Leading buyers include households,

PLNbn  Lccy gov bond holdings of local non-bank sectors PLN bn

140 450
120 400

Lccy gov bond porfolios of local banks and non-residents

350
although the scale is smaller than the Finance ' 300
Ministry's plans. Domestic investment funds are & 250
also a large net buyer of paper due to sizable 60 200
infows since the beginning of this year (around 4 150
PLN7.1bn to debt funds, including PLN1.5bn in 100
June). These trends are likely to be maintained in 50 r-/__

H < v O ~ 0 O O N O < n O ~ 0 O O N
[ coming monfhs
. . . . . = = === === ==============
Since the beginning of the year, foreign investors = surance Pension funds Investment funds 2222 §NBz“; s 2 % % 2 2 % = 2 z‘:’ 2222
have been successively reducing their portfolios of Households Non-fin corporates General government anms oreign nvestors
domestic bonds, including central banks and
investment funds, which were buying Polish debt ) o
last year. Investors from Europe are the positive PLN bn Foreign investors Iccy bond holdingds by region Lccy government bond holdings of foreign investors

. . . . EoP (PLN bn) change versus previous period
exception, as th.ey have increased thelr'holdl'ngs. 80 2020 2021 2022 1G23 Apr May 2020 2021 2022 1Q23 Apr May
The prospegt of 'nFereSt rate .CU’[S. and falling yields Banks 40 26 31 42 36 40 11 -14 05 11 -06 04
could be an incentive for foreign investors to return Central banks 191 176 214 193 190 189 12 -15 38 -21 -03 -0
to the domestlc market Perhaps forelgn |nvestors 0 Public institut. 04 03 15 13 16 15 00 -02 12 -01 02 -01
will increase their exposure on the occasion of insurance 3093 51 6062 b2 1S 38 2 090200

. . i Pension funds 132 136 179 179 175 174 19 04 43 -01 -04 -01
CorreCt|Ve Upward movements In rates’ If the |Ong- 2 Mutual funds 174 142 200 184 182 177 94 -32 58 -15 -02 -06
term downward trend in yields is to be maintained. 0! — —/ " Hedge funds 17 15 18 17 17 17 11 03 03 00 00 00
This could be supported by a further weakening of T TLLoONrr®0229 95 S N g Housenolds 00 00 01 01 01 01 00 00 00 00 00 00
the dollar. A constraint on demand for domestic 53 553 553 553 58 58 58 55 5 5 & Nonfincorn 07 05 21 17 17 14 01 02 15 04 00 02

. . . =EZ2=2=2=2=2=22=22=22=22=22Z22=22Z=Z= gther 174 157 198 199 198 184 76 -18 42 01 01 -14

debt may be high yields in the core markets, = ——Europe Africa8Australia&S. America o 66 492 533 512 502 488 80 27 41 21 10 14
articularly in the US or UK, which may be North America Asia (central banks) a4 1260 1410 1306 1350 956 90 1 40 o3 3
p y y —— other Asia e \liddle East (central banks) Total 133.6 1244 146.0 1419 1396 1359 -236 -92 216 42 -23 -37

preferred by clients of funds there.
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FX: PLN one of the strongest EM currencies
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FX: Low global volatility and high rates o

Since mid-February, the zloty has been in an

L . . _ Drop in EMFX volatility versus the euro ... and in equity and bonds market vols despite
appreciating trend against the major currencies: turmoil in the US banking sector

EUR and USD. This has been fostered by a drop .

. . . . % FX rate volatility vs. the EUR

in global volatility, benefiting most of the high- EURPLN vs. VIX

interest-rate currencies, economies without major . 220 w0
structural  imbalances, ~particularly in  South 200 3
America, where rates were raised faster and 180 ”
inflation also fell faster, pushing real rates higher, 160

and in the Central European region. 12 1‘2‘3 %
A reversal of carry trade positions could occur with 8 100 2
an increase in risk aversion. At present, it is 6 80 15
difficult to pinpoint a factor that could lead to this, A 60 10
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FX: Upcoming months may bring weaker PLN o
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FX: But the scale of the correction will be limited

The strengthening of the zloty observed since
October, which intensified in February, coincides
with an increase in the real rate. We think that a
further decline in inflation will ensure a gradual
increase in the ex-post real rate. The ex-ante rate
stabilises with our current rate forecasts assuming
the NBP rate falling to 6% by the end of the year,
but could rise further from early next year with a
further fall in inflation in 2025 and a slow decline in
NBP rates. We think the MPC may hold off on
further rate moves in 1H24 after cuts in 2H23,
which will support further increases in the ex-ante
real rate and periodic upward revisions in FRA and
IRS rates.

The zloty may still be favourably affected by fairly
high basis swap rates. High basis swap may result
from relatively large FX deposits in the banking
sector, which may not change fast structurally.

In periods of increased volatility, BGK may activate
more currency selling to maintain the strength of
the zloty, which may be favoured by the NBP due
to its impact on inflation, but also by the FinMin
before the elections, while the situation of
exporters may not be the most important at
present.

Further increase in the real rates may support PLN

EURPLN vs. real rate
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Positive basis swaps may limit play against the zloty

EURPLN vs. basis swap rates PLN vs. EUR
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We presume MPC will cut rates at slower pace than
assumed by the market
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FinMin may support PLN exchanging large part of FX
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FX: REER can strengthen further

According to IMF estimates, in 2022 the REER
was undervalued by around 1-3%, assuming that
the natural level of the C/A balance for Poland is
negative. A strengthening of the REER this year
would be partly in line with the IMF's assumptions.
The small scale of the weakening of the zloty to
the euro, which we expect, while maintaining a
positive inflation differential to the euro area, could
work towards a further strengthening of the real
exchange rate of the zloty. Such a process would
work towards balancing the Polish economy by
lowering inflation.

In the longer term, support for the zloty and
exports will come from inflows of foreign direct
investment resulting from reshoring.

FDI inflows may strengthen exports and PLN

% GDP Greenfield FDIs inflow  gpn Greenfield FDI by sector
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In the international comparison Dec’19 and Dec’22 were set as base periods.


https://www.imf.org/en/Publications/CR/Issues/2023/05/31/Republic-of-Poland-2023-Article-IV-Consultation-Press-Release-and-Staff-Report-533997




Economic
Forecasts

& Santander
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2021 2022 2023E 2024E 1Q23E 2Q23E 3Q23E 4Q23E 1Q24E 2Q24E 3Q24E 4Q24E
GDP PLNbn 2,631.3 3,078.3 3,399.7 3,766.8 8004 8055 851.8 9421 8635 8620 9124 1,003.3
GDP % yly 6.9 5.1 1.0 3.3 -0.3 0.1 0.5 3.2 3.3 3.0 3.6 3.1
Domestic demand % yly 8.5 5.1 -3.1 3.5 -5.2 -5.7 -3.4 1.0 3.7 3.6 3.6 3.1
Private consumption % yly 6.2 3.3 -0.6 4.3 -2.0 -3.0 -0.5 3.0 5.0 5.0 4.2 3.0
Fixed investment % yly 1.2 5.0 3.7 1.6 5.5 4.5 3.0 3.0 -1.5 0.5 2.0 3.5
Industrial output % yly 14.5 10.4 -2.0 4.5 -0.9 -3.9 -2.6 -0.8 0.6 5.5 6.0 6.1
Construction output % yly 1.6 7.6 0.5 1.2 1.9 1.2 0.4 -0.7 -8.9 -3.0 5.7 6.9
Retail sales (real terms) % yly 7.4 5.5 -3.7 5.8 -5.3 -6.9 -4.4 1.7 4.3 2.5 4.4 4.4
Gross wages in national o'\, gg 121 128 107 143 118 121 132 118 114 100 9.7
economy
Employmentin national /', g4 22 02 06 05 02 0.1 0.1 06 04 06 06
economy
Unemployment rate * % 5.8 5.2 5.3 5.5 5.4 5.0 5.0 5.3 5.5 5.0 5.1 5.3
Current account balance EURmn -8,261 -19,612 6,993 -11,129 5476 2,939 -309 1,113 1,503 -1,563 -5,129 -5,941
Current account balance % GDP  -1.4 -3.0 0.9 -1.3 -1.2 -0.1 0.7 0.9 04 -0.2 -0.8 -1.4
General government o ) ) ) ) ) ) ) ) ) ) ) )
balance (ESA 2010) % GDP 1.8 3.7 5.3 3.9
CPI % yly 5.1 14.3 11.9 7.3 17.0 13.1 10.1 74 7.5 7.0 7.4 7.3
CPI” % yly 8.6 16.6 7.4 7.3 16.1 11.5 9.1 7.3 6.8 7.2 7.3 7.3
CPI excluding food %yly 4.1 9.1 10.4 5.1 120 116 100 8.1 6.1 4.9 4.8 4.7
and energy prices
* End of period; other variables — average in period Source: GUS, NBP, Santander 44

All shaded areas represent Santander’s estimates



Market

Forecasts
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2021 2022 2023E 2024E 1Q23 2Q23 3Q23E 4Q23E 1Q24E 2Q24E 3Q24E 4Q24E

Reference rate % 1.75 6.75 6.00 5.00 6.75 6.75 6.75 6.00 6.00 6.00 5.50 5.00
WIBOR 3M % 0.54 6.02 6.75 5.83 6.93 6.90 6.76 6.39 6.18 6.12 5.80 5.23
Yield on 2-year T-bonds % 0.79 6.35 5.77 5.22 6.16 6.00 5.45 5.48 5.33 5.36 5.23 4.97
Yield on 5-year T-bonds % 1.39 6.36 5.81 5.35 6.11 5.92 5.66 5.54 5.45 5.47 5.34 5.15
Yield on 10-year T-bonds % 1.97 6.10 5.90 5.57 6.16 5.99 5.77 5.68 5.65 5.70 5.58 5.37
2-year IRS % 1.19 6.62 5.85 5.08 6.39 6.18 5.42 543 5.24 5.20 5.08 4.81
5-year IRS % 1.69 5.92 5.10 4.58 5.53 5.37 4.74 4.78 4.67 4.61 4.55 4.47
10-year IRS % 2.01 5.68 5.15 4.79 5.47 5.34 4.85 4.93 4.87 4.84 4.79 4.68
EUR/PLN PLN 4.57 4.69 4.56 4.52 4.71 4.55 4.45 4.52 4.55 4.54 4.51 4.50
USD/PLN PLN 3.86 4.46 4.19 4.04 4.39 4.18 4.03 4.14 4.15 4.08 3.99 3.93
CHF/PLN PLN 4.22 4.67 4.58 4.26 4.75 4.65 4.48 4.45 4.40 4.30 4.21 4.15
GBP/PLN PLN 0.18 0.19 0.19 0.18 5.33 5.23 5.15 5.16 5.42 5.46 5.50 5.49

* End of period; other variables — average in period

All shaded areas represent Santander’s estimates Source: NBP, Bloomberg, Santander
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