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Economic Comment

Collapse in investment of large companies

Marcin Luzinski, tel. +48 510 027 662, marcin.luzinski@santander.pl
Grzegorz Ogonek, tel. +48 609 224 857, grzegorz.ogonek@santander.pl

In 2Q2024, non-financial companies employing 50 or more people recorded a 4.5% y/y
decline in revenues and a 3.3% y/y decline in costs, which was a slower drop than in the
previous quarter (-6.2% y/y and -4.5% y/y respectively. Net financial result was 19%
lower than a year earlier, following a 39.9% y/y decline in 1Q2024. Gross sales
profitability was 5.6% in 2Q alone and 4.6% for the four-quarter cumulative result, the
lowest since 4Q2020. The decline in profitability is consistent with a slowing economy
and lower inflation, which leaves less room for upward price adjustments. Overall,
however, corporate profitability has slipped only slightly below the long-term average
(around 5%), so one cannot speak of an exceptionally difficult situation for Polish
companies. In our view, the improvement in the domestic economy and the rise in
inflation will give some room for margin improvement in the coming quarters, although
the process may be slow, especially in manufacturing, mainly due to the weak economic
activity abroad.

Worse financial results took their toll on investment plans of large companies.
Investment outlays in firms employing 50 or more people fell by 8.1% y/y in real terms in
2Q24, compared with -2.2% y/y in 1Q. After a strong 2023, we did not expect a significant
positive contribution of investment to economic growth in 2024. The very weak
performance of corporate investment in 2Q poses a risk to our forecast of a slight increase
in total investment this year, although an improvement in public investment should
mitigate this risk, in our view. In the following quarters, we assume a gradual recovery in
investments based on the utilisation of EU funds..

Corporate profits deteriorate more, yet the situation is not terrible

In 2Q2024, non-financial companies employing 50 or more people recorded a 4.5% yfy
decline in revenues and a 3.3% y/y decline in costs, which was a slower drop than in the
previous quarter (-6.2% y/y and -4.5% y/y respectively).

The decrease in costs was mainly possible due to lower expenditure on materials and
energy, although expenditure on wages, third-party services and insurance worked in the
opposite direction. The share of labour costs in total costs climbed to 16.5%, the second
highest in the last ten years (with the record figure recorded in the pandemic 2Q2020). The
increasing weight of the wage bill in costs implies greater upward pressure on prices in
services and, in our view, argues for services inflation to remain elevated in the coming
quarters.

Net financial result was 19.0% lower than a year earlier, following a 39.9% y/y decline in
1Q2024. Gross sales profitability was at 5.6% in 2Q alone and 4.6% for the four-quarter
cumulative result, the lowest since 4Q2020. The decline in profitability is consistent with a
slowing economy and lower inflation, which leaves less room for upward price adjustments.
Overall, however, corporate profitability has slipped only slightly below the long-term
average (around 5%), so one cannot speak of a difficult situation for Polish companies.

The strongest declines in profitability were registered in mining, especially hard coal, in the
production of machinery and equipment, wood products, and in construction (strongest in
building construction), accommodation and catering, and transport. Improvements were
recorded, however, in water intake, treatment and supply, chemical and beverage
production.

In our view, the improvement in the domestic economy and the rise in inflation will give
some room for margin improvement in the coming quarters, although the process may be
slow, especially in manufacturing, mainly due to the weak economic activity abroad.
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Gross sales profitability, 4-quarter average, %
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Collapse of investment outlays in large companies

Worse financial results took their toll on investment plans of large companies. Investment
outlays in firms employing 50 or more people fell by 8.1% y/y in real terms in 2Q24, compared
with -2.2% y/y in 1Q.

Investment growth was again under strong negative pressure of outlays on buildings and
structures (-11.4% vy/y, previously -14.2% vy/y), but the components responsible for the
acceleration of the fall in 2Q were machinery and equipment (outlays fell by 6.1% y/y in real
terms in 2Q, while still growing by 2.8% y/y in 1Q) and means of transport (outlays down by
5.8% y/y in 2Q against +8.7% y/y in 1Q).

In nominal terms, investment by firms employing 50 or more people fell by 7.6% y/y in 2Q,
compared with -1.6% vy/y in 1Q. This deterioration was driven mostly by outlays in
manufacturing (-9.9% vy/y, previously -2.0% vy/y), transport and storage (-31.4% vy/y, vs.
-20.4% y/y in 1Q), with a slight improvement in trade (+4.3% y/y in 2Q vs. -2.9% y/y
previously).

Investment behaviour is affected by the absorption cycle of EU funds. Among the sectors of the
economy which usually utilise EU funding the most, the growth rate of investment outlays
deteriorated in 2Q to -17.1% y/y from -11.3% y/y in 1Q, while the remaining sectors recorded a
3.3% y/y decline in outlays after a 2.1% y/y increase in 1Q.

On 29 August, data on the breakdown of GDP growth in 2Q will be released, which according to
the stats office's preliminary estimate was 3.2% y/y, in line with our estimate. The data on
investment outlays of large companies suggest that total investment may have performed
worse than we had assumed (improving to +0.5% y/y in 2Q from -1.8% y/y in 1Q), while other
components performed better.

After a strong 2023, we did not expect a significant positive contribution of investment to
economic growth in 2024. The very weak performance of corporate investment in 2Q poses a
risk to our forecast of a slight increase in total investment this year, although an improvement
in public investment should mitigate this risk, in our view. In the following quarters, we assume
a gradual recovery in investments based on the utilisation of EU funds.
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Investment outlays of companies employing
50+ persons, nominal, %y/y
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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.
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