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MACROscope Lite
It is getting interesting

B This year could be very interesting indeed. Only two months have gone past, and yet
we have already seen two waves of sentiment swings concerning the Polish economy:
first, a rise of gloomy views after the disappointing data for December and 4Q18, and
then a tide of optimism after the solid January's figures and the presentation of new
election promises by PiS. Our forecast of this year's GDP growth remains unchanged
at 3.8%, although the breakdown of growth could be slightly different than we assumed
at the very start of the year.

B The pack of measures, which are to be implemented already this year (we described
them in more details in this comment) will have a clear (yet short-lived) impact on the
domestic consumption and a moderate impact on GDP growth (the smaller the
latter, the better part of additional consumption will be imported goods, and the bigger
share of new costs will be financed by budgetary savings in other areas, rather than
higher debt and deficit). Still, it should partly offset the slowdown in manufacturing and
exports, stemming from the deteriorating business climate in Europe.

B The government is not planning the budget amendment this year, hoping to
cover the additional costs by cuts in other expenditures, higher tax collection and NBP
profit. This plan seems doable. However, it is hard to assume right now that the deficit
could be lower than the planned PLN28.5bn, which seemed to be a quite realistic
perspective before the PiS convention. Next year looks like a much bigger challenge. It
should be remembered that the room for fiscal expansion is constrained by the
stabilising expenditure rule and the size of new potential costs (c.PLN40bn in full year)
seems to be hardly compatible with its limits. So far, we saw no guideline from the
government how to solve this conflict.

B The above-mentioned wave of pessimism at the start of this year pushed the market
temporarily towards pricing-in interest rate reductions. It was additionally supported by
the change of NBP governor's rhetoric, as Mr. Glapinski said that the most recent
analyses do not confirm the earlier worries that rate cuts could be very negative for
banking sector stability. The looming fiscal impulse implied by the PiS proposals is likely
to erase interest rate cuts from market expectations. However, we think that the official
narrative of the Monetary Policy Council will not change dramatically in the near
term - the claim that interest rate stabilisation will serve economy well is likely to be
repeated.

B Such MPC stance is likely to be justified by the new NBP projections, showing
gradual deceleration of economic growth and inflation remaining below the official
target in the next few years. However, our forecasts still show that this year could be
interesting also when it comes to inflation behaviour - we are going to see a
gradual acceleration of both headline and core inflation measures, to slightly
above 2.5% by year-end. It will take place despite economic slowdown, or maybe in fact
due to it, as firms will find it difficult to compensate rising costs by increasing sales
volumes. Already the first (incomplete) data about Januarys inflation have shown
interesting information, as core inflation moved up visibly, partly due to a jump in prices
of clothing and motor vehicles. The gradual rise of core inflation will be supported by still
high dynamics of labour costs (domestic labour reserves almost exhausted, inflow of
immigrants slowing), high consumption growth and building inflation expectations.

B In line with our expectations, volatility on the Polish FX market rose at the beginning
of the year. The zloty was underperforming its CEE peers amid concerns about
economic growth deceleration, risk of hard Brexit and the restart of work on the “CHF
bill". Late February saw some recovery thanks to the better global market mood but in
our view there is not much room for EURPLN to decline further.

B Presentation of the new PiS election promises and correction on the core debt
markets pushed Polish bond yields sharply up. We think that this move could be
partly reversed in the coming quarter, which would be helped by dovish ECB rhetoric
and lack of a noticeable rise of borrowing needs this year. In the short run, the room for
bonds’ strengthening could be limited by the US data releases (showing positive
surprises after the end of the government shutdown).
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Costs of the new PiS proposals, PLN bn
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Economy in charts

GDP slowed down and will be decelerating futher
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Extension of 500+ 9.2 185 9.2 18.5
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No PIT for the young - 2.5 1.2 2.5
PIT 17% S 8.0 3.0 8.0
Higher tax-deductible 17 35 17 35
costs
Local buses = 1.0 0.5 1.0
Gross total 21.1 335 25.8 44.0
To return in taxes 3.0 4.0 4.0 6.0
Net total (PLN bn) 18.1 29.5 22.0 38.0
Net total (% GDP) 0.8% 1.3% 1.0% 1.6%
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.. Consumption to remain firm amid strong labour market...

A

Wage growth, % y/y
7§ =———Wage growth ex mining, % y/y
Wage growthin services, % y/y

b !
gy

2t+—TTT T T T T T T T T T T T T
n " N N O© W W O N~ N N N 0 W W o O
.. which is likely to fit into this year’s central budget

>0 7 M Central budget deficit, PLNbn

45 -

40

35 -

30 A

25 -

20 -

15 -

10 A

5

0
2010 20711 2012 2013 2014 2015 2016 2017 2018f 2019
... probably due to rebound in clothing and footwear

2

1

0

-1

2

3

-4

5

© Deflator of retail sales, clothing and footwear

e (CPI clothing and footwear

... suggesting weak investment, despite rebound in private

outlays and inflow of EU funds

20

15 -

E

0 0 ©
o000
<t — N ™M

B Central government
I Companies
e Total economy

llocal governments
Households
Big companies

& Santander Bank Polska S.A.



MACROscope Lite
04 March 2019

Markets in charts

& Santander

Zloty exchange rates
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MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY

4 March 5 6 7 8
DE: PMI - services (Feb) PL: MPC decision HU: Industrial output (Jan) DE: Industrial orders (Jan)
EZ: PMI - services (Feb) US: ADP report (Feb) EZ: ECB decision HU: CPI (Feb)

US: ISM - services (Feb)
EZ: Retail sales (Jan)
US: New home sales (Dec)

US: Industrial orders (Jan)

US: Non-farm payrolls (Feb)
US: Unemployment rate (Feb)
US: House starts (Jan)

1 12 13 14 15

DE: Exports (Jan) US: CPI (Feb) EZ: Industrial output (Jan) US: New home sales (Jan) PL: CPI (Feb)

DE: Industrial output (Jan) US: Durable goods orders (Jan) EZ: HICP (Jan)

CZ: CPI (Feb) CZ: Industrial output (Jan)

US: Retail sales (Jan) US: Industrial output (Feb)
US: Flash Michigan (Mar)

18 19 20 21 22

PL: Balance of payments (Jan) PL: Employment (Feb) PL: Industrial output (Feb) PL: Construction and PL: Money supply (Feb)

PL: Core inflation (Jan and
Feb)

PL: Wages (Feb)

DE: ZEW (Mar)

US: Durable goods orders (Feb)
US: Industrial orders (Feb)

PL: PPI (Feb)
US: FOMC decision

assembly output (Feb)
PL: Retail sales (Feb)
PL: MPC minutes

US: Philly Fed index (Mar)

DE: Flash PMI - manufacturing
(Mar)

DE: Flash PMI - services (Mar)

EZ: Flash PMI - manufacturing
(Mar)

EZ: Flash PMI - services (Mar)

US: Home sales (Feb)
25 26 27 28 29
DE: Ifo (Mar) US: House starts (Feb) CZ: Central bank decision PL: Fitch - rating review
HU: Central bank decision US: GDP (Q4) PL: Flash CPI (Mar)
US: Consumer confidence index US: Pending home sales (Feb)  EZ: Flash HICP (Mar)
(Mar) US: Personal spending (Feb)
US: Personal income (Feb)
US: Michigan index (Mar)
US: New home sales (Feb)
1 April 2 3 4 5
PL: PMI - manufacturing (Mar)CZ: GDP (Q4) PL: MPC decision DE: Industrial orders (Feb) DE: Industrial output (Feb)
DE: PMI - manufacturing (Mar) DE: PMI - services (Mar) US: Non-farm payrolls (Mar)
EZ: PMI - manufacturing (Mar) EZ: PMI - services (Mar) US: Unemployment rate (Mar)

US: Retail sales (Feb)
US: ISM - manufacturing (Mar)

US: ISM - services (Mar)
US: ADP report (Mar)

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

Monthly economic indicators

Feb 18 Mar18 Apr18 May18 Jun18 Jul18 Aug18 Sep18 Oct18 Nov18 Dec18 Jan19 Feb19 Mar 19

PMI pts 53.7 53.7 53.9 53.3 54.2 52.9 51.4 50.5 50.4 49.5 47.6 48.2 47.6 47.0

Industrial production % yly 7.3 1.6 9.3 52 6.7 10.3 5.0 2.7 7.4 4.6 2.8 6.1 5.1 2.1

Construction production % yly 313 16.1 19.7 20.7 24.7 18.7 201 16.5 225 17.0 122 3.2 8.0 3.8

Retail sales @ % yly 7.9 9.2 4.6 7.6 10.3 9.3 9.0 5.6 9.7 8.2 4.7 6.6 7.0 1.7

Unemployment rate % 6.8 6.6 6.3 6.1 5.8 5.8 5.8 57 57 5.7 5.8 6.1 6.1 59

Gross wages in corporate

% yly 6.8 6.7 7.8 7.0 7.5 7.2 6.8 6.7 7.6 7.7 6.1 7.5 7.5 7.3
sector

Employmentincorporate o\ |\ 35 37 37 37 37 35 34 32 32 30 28 29 29 28

sector

Exports (€) % yly 6.6 4.4 9.9 1.4 7.0 8.4 73 0.0 121 7.2 23 53 54 34
Imports (€) % yly 9.5 03 13.6 2.9 8.7 10.0 1.2 5.4 17.5 10.0 3.0 7.7 7.4 55
Trade balance EURmn | -602 -451 1390 -680 -3740 -4170 -363 -506 -569 =222 -1,340  -493 -983 -836

Currentaccount balance  EURmn | -792 914 2630 2970 1120 -9940 -681 -858 -471 -240  -1,400 1,560 ~ -907  -1,029

Current account balance % GDP 0.0 -0.2 -0.2 -0.1 0.0 -0.2 -0.3 -0.5 -0.6 -0.7 -0.7 -0.8 -0.9 -0.9

Budget balance PINbn | 45 31 93 96 95 09 1.1 32 65 111 104 66 16 04

(cumulative)
0,
Budget balance BOTY | 108 75 225 231 230 21 25 77 156  -267 251 231 56 14
(cumulative) plan
cpl %yy | 14 13 16 17 20 20 20 19 18 13 11 09 12 16

CPI excluding food and %yy | 08 07 06 05 06 06 09 08 09 07 06 09 10 13

energy

PPI % yly -0.1 05 1.0 3.0 37 34 30 3.0 32 28 2.1 2.2 29 22
Broad money (M3) % yly 4.9 5.8 5.7 6.6 73 73 7.5 79 83 8.8 9.2 8.8 9.1 0.0
Deposits % yly 4.6 5.1 5.1 6.0 6.7 6.8 7.0 6.9 7.6 8.1 87 8.4 8.6 8.9
Loans % yly 4.2 43 3.9 55 5.6 5.6 6.1 59 6.7 7.0 7.6 74 7.2 74
EUR/PLN PLN 4.16 4.21 419 4.28 4.30 4.33 4.29 4.30 4.31 4.30 4.29 4.29 4.31 4.30
USD/PLN PLN 337 341 342 363 369 370 37 369 375 379 377 376 380 377
CHF/PLN PLN 3.61 360 353 364 373 372 375 381 377 378 380 380 379 378
Reference rate ° % 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50
3M WIBOR % 1.72 1.71 1.70 1.70 1.70 1.70 1.70 1.71 1.72 1.72 1.72 1.72 1.72 1.72
Yield on 2-year T-bonds % 1.73 1.56 1.52 1.57 1.60 1.63 1.61 1.60 1.58 1.58 1.44 1.41 1.62 1.62
Yield on 5-year T-bonds % 2.73 2.46 2.33 2.49 2.48 2.52 2.50 2.56 2.52 2.46 2.37 2.23 2.19 2.36
Yield on 10-year T-bonds % 3.51 327 308 323 323 318 315 324 323 320 293 280 275 @ 287

Note: ?in nominal terms, ® at the end of the period.
Source: GUS, NBP, Finance Ministry, Santander Bank Polska estimates
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Quarterly and annual economic indicators

2016 2017 2018  2019E | 1Q18 2Q18 3Q18 4Q18 1Q19E 2Q19E 3Q19E 4Q19E
GDP PLNbn | 18611 19887 21164 22202 486.5 507.1 5253 597.5 510.5 531.6 552.2 625.9
GDP % yly 3.1 4.8 5.1 3.8 53 5.1 5.1 4.9 43 3.7 39 33
Domestic demand % yly 23 4.9 55 4.4 6.6 4.4 6.2 4.8 4.7 4.2 4.4 4.2
Private consumption % yly 3.9 4.9 4.6 4.6 4.7 49 4.5 43 4.2 43 4.9 4.8
Fixed investments % yly -8.2 3.9 7.2 6.2 8.2 4.7 9.9 6.7 7.2 6.6 6.2 5.6
Industrial production % yly 29 6.5 59 3.6 55 7.0 53 54 43 35 43 24
Construction production % yly -14.5 13.7 19.7 3.2 25.6 219 18.3 16.8 49 6.6 2.6 0.5
Retail sales @ % yly 39 8.2 7.8 6.8 8.4 7.5 7.9 7.4 49 7.1 8.2 6.8
Unemployment rate ° % 8.2 6.6 5.8 55 6.6 58 5.7 5.8 59 54 53 55
S;gii;vlaffsni;;hyea % yly 3.8 53 72 7.1 62 7.1 7.6 7.7 7.1 7.3 7.0 7.0
E;g?é?ﬁ:ﬂ@g‘e % yly 23 33 26 1.7 28 3.0 23 22 2.1 18 16 15
Exports (€) % yly 3.1 138 6.0 32 53 6.0 5.0 7.4 4.7 43 3.4 0.6
Imports (€) % yly 2.7 149 9.1 5.6 9.0 83 8.8 103 6.8 6.6 5.8 35
Trade balance EURmNn | 2,935 1,426 -4,838  -10,259 | -1,113 -309 -1,285 -2,131 -2,312 -1,504  -2,602 -3,842
Current account balance EURmn | -2,248 715 -3,404 -5,070 569 670 -2532 211 224 432 -2,894  -2,831
Current account balance % GDP -0.5 0.2 -0.7 -1.0 -0.2 0.0 -0.5 -0.7 -0.8 -0.8 -0.9 -1.0
E;Igrewrcae‘ government %GDP | -2.2 14 05 14 - - - - - - - -
CPI % yly -0.6 2.0 1.6 1.6 1.5 1.7 1.9 1.4 1.2 1.7 1.7 1.9
CPI® % yly 0.8 2.1 1.1 2.2 13 2.0 1.9 1.1 1.6 1.8 1.7 2.2
gsleregydwmg food and %Byy | 02 0.7 0.7 1.7 0.8 0.6 0.8 0.7 1 16 1.8 23
PPI % yly -0.2 29 2.2 1.9 0.2 2.6 3.1 2.7 24 1.4 1.6 2.1
Broad money (M3)° % yly 9.6 4.6 9.2 59 5.8 73 7.9 9.2 8.4 7.6 6.7 59
Deposits © % yly 9.1 41 8.7 6.0 5.1 6.7 6.9 8.7 8.0 7.3 6.6 6.0
Loans ® % yly 4.7 3.6 7.6 5.7 43 5.6 59 7.6 7.1 6.7 6.2 5.7
EUR/PLN PLN 4.36 4.26 4.26 4.32 418 4.26 4.30 4.30 4.30 4.32 4.35 4.32
USD/PLN PLN 3.95 3.78 3.61 3.67 3.40 3.58 3.70 3.77 3.77 3.70 3.64 3.58
CHF/PLN PLN 4.00 3.84 3.69 3.69 3.59 3.63 3.76 3.79 3.79 3.72 3.66 3.60
Reference rate ° % 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50 1.50
3M WIBOR % 1.70 1.73 1.7 1.72 1.72 1.70 .71 1.72 1.72 1.72 1.72 1.72
Yield on 2-year T-bonds % 1.66 1.89 1.59 1.62 1.64 1.57 1.61 1.53 1.61 1.59 1.59 1.67
Yield on 5-year T-bonds % 237 2.78 2.51 242 2.61 243 2.53 245 2.26 240 247 2.55
Yield on 10-year T-bonds % 3.05 3.44 3.21 2.90 3.37 3.18 3.19 3.12 2.86 2.85 2.90 3.00
Note: 2in nominal terms, ° at the end of period. Source: GUS, NBP, Finance Ministry, Santander Bank Polska estimates
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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.
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