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Economy growing, prices falling

B Recent data releases from Poland suggested, in our view, that the GDP
Economic activity indicators (%YoY)

14 growth slowdown in the final quarter of 2014 was st il relatively mild. We
1 T pdusina oupLt have raised our GDP forecasts slightly, to 3.1%YoY in 4Q14 and 3.3% on
Real wages average for the full year (from 2.9% and 3.2%, respectively). We expect the

growth slowdown to be temporary. Most of the risks continue to be external, with
a number of question marks hanging over the Euro zone economy and
considerable difficulty in forecasting further developments in Ukraine. Domestic
demand became an important driver of GDP growth last year and is likely to
remain so in 2015, offsetting a large part of the negative impact of faltering
external demand. The improvement in the labour market should continue, with job
creation and notable growth in real wages (supported by productivity increases).

B Inflation has dropped further and further below zer 0. According to our

EURPLN rate and bond yield forecast, CPI fell to nearly -1%YoY in December and may fall even more at the
44 50 start of 2015, dragged down mainly by plummeting fuel prices and cheap food.
L 45 We think inflation will remain in sub-zero territory until the end of 3Q15. While we
43 see lower prices of basic goods as strongly supportive for private consumption, as
- 40 they leave a substantial amount of money in households’ pockets for purchases
of discretionary goods and services, the idea that headline CPI could be
42 r3s deflationary for more than a year, and may not return to the 2.5% target before
L 30 2H16, will create pressure for the central bank to ease again.
+ —EURPLN (Ihs) |95 B The Monetary Policy Council (MPC) kept interest rat es on hold in
——10Y bond (rhs) November and December. However, given the inflation outlook, we think
40 e 2.0 additional easing is quite possible.  This looks unlikely to be at the start of the
c 558535 5 year, as recent economic data (still quite decent) and the year-end zloty
S < O 5 < =05 depreciation offer little to help convince the majority that additional easing is
needed. The Council is deeply divided, but we think the scale and the length of
L deflation will surprise the central bankers and may tip the balance towards more
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Leading indicators point to a recovery

= Polish manufacturing PMI fell to 52.8 in December from 53.2 in
November. Despite the decline, the index remained above the
neutral level for the third month in a row, with its sub-indices for
output, new orders and employment remaining stable compared
with the previous month. This means that second-tier indices
accounted for the decline in the headline indicator last month. The
average PMI in 4Q14 rose to 52.4 from 49.3 in 3Q, which is a good
harbinger of economic growth in the coming quarters.

= Other leading indicators (EC economic sentiment index, BIEC
leading indicator, CSO business climate survey) also showed
relatively good results, suggesting improving economic activity.

= Interestingly, foreign trade data showed some rebound in Polish
export growth in October-November 2014, with the most significant
improvement in exports to selected EU countries (Germany, Italy,
Netherlands, Spain). Import growth accelerated even more, which
seems to reflect robust growth in domestic demand.

... butindustry, construction and retail salesa re still weak

= November brought a deceleration of industrial output growth to
0.3%YoY (after adding 1.6%Y0oY in October). Seasonally-adjusted
numbers rose 0.2%YoY. This was the weakest growth since May
2013. The sharpest increase was recorded in industrial branches
strongly dependent on exports, such as computers, electronic and
optical devices (13%YoY) or furniture (11.1%YoY).

= Construction and assembly output contracted 1.6%Yo0Y in
November (after a 1%YoY drop the previous month). Seasonally-
adjusted output declined by 1.1%YoY.

= November retail sales decreased 0.2%YoY in nominal terms,
while in real terms they grew 1.4%YoY. The result was well below
readings from previous months. The biggest falls in nominal sales
were in fuels (-8.4%Y0Y), vehicles and parts (-7.6%YoY) and in the
“others” category (-7.5%).

GDP growth looks likely to decelerate (temporarily)

= To sum up, high-frequency data suggest some slowdown of
economic activity in 4Q14 vs. the previous quarter. We estimate
that GDP growth in the final quarter of 2014 reached 3.1%YoY and
predict that it may decelerate further in 1Q15, sliding below
3%YoY, mainly on the back of a weaker contribution from net
exports, while private consumption growth should continue to
accelerate, as it has since the start of 2013, and investment growth
should remain quite strong. This forecast is not in line with retail
sales data, but we should recall that retail sales were not the best
proxy for private consumption in 3Q14 either, as the data covers
only large shops and excludes spending on services. Other data
from the consumer sector, like the wage bill (see next page) or
consumer confidence, were optimistic.

= As all main leading indicators are drawing a fairly optimistic
picture, we expect to see a gradual acceleration of GDP growth
soon. A recovery in the Euro zone would provide a strong boost
and the foreign trade numbers have already shown a slight
improvement in demand for Polish products in Euro zone countries.
In the past, Polish exports to the Euro zone have grown even when
the bloc is in recession and this may also be the case now.
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Labour market in the enterprise sector
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Labour market still strong

* In November average employment in the corporate sector
increased by 0.9%YoY (0.1%MoM). On monthly basis, the number
of jobs increased by 24k — quite a good result. At the same time,
average wages increased by 2.7%YoY, noticeably less than in
October (+3.8%Yo0Y). The deceleration was mainly due to the
mining sector, which is currently in rather bad shape.

= We estimate that the wage bill increased by 3.7%YoY in nominal
terms and 4.3%Y0Y in real terms. This is a significant deceleration
vs. October, yet still a decent pace and consistent with private
consumption growth above 3.5%YoY in 4Q14.

= The registered unemployment rate climbed to 11.4% in November
from 11.3% in October and was 1.8 percentage points lower than
one year ago. This is the biggest decline in annual terms since
2008. In monthly terms, the number of jobseekers increased by
14.7k, which is the lowest November reading since 2007 (there is
typically a seasonal increase in the number of jobseekers in
November). The total number of unemployed reached 1,799.5k, i.e.
15% less than a year before. Flash data from the Labour Ministry
showed the registered unemployment rate inched up to 11.5% in
December (down 1.9 percentage points YoY). The Labour Force
Survey seasonally-adjusted jobless rate fell to 8.2% in November,
the lowest level since 2009.

= The labour market situation is clearly positive. The weakness of
mining may be dampening data from the enterprise sector, but
mining is only a small part of the economy as a whole. We expect
the average nominal pace of wage growth to stay at 3%-4%YoY
and this, together with deflation (which we expect to stay with us at
least until 3Q15), should lead to an increase in households’ real
purchasing power and support private consumption in the coming
quarters.

Cheap oil pushing the CPI lower

= Inflation came in at -0.6%YoY in November, unchanged versus
October and below expectations. The surprise came mainly from
lower communication prices (-0.7%MoM, helped by the fall in the
prices of internet and phone services), transport (-2%MoM, with fuels
down 3%MoM) and lower healthcare costs (-0.1%MoM). Food and
non-alcoholic beverages declined only 0.1%MoM.

= Lower food and fuel prices are still pushing headline CPI
downwards and, in our opinion, this trend will intensify in the
nearest months because of the recent slump in world crude prices
(as shown in the bottom-left chart, oil prices are positively correlated
with global food prices). Our estimates show that in December the
average fuel price at Polish pumps fell 5%MoM and the drop may
be even bigger in January. For 2015 as a whole, we are expecting
fuel prices to be at least 10% on average below 2014. This should
cut at least 0.5 pp from headline CPI in 2015 (even disregarding
indirect effects).

= In November core inflation excluding food and energy increased
to 0.4%YoY, from 0.2%YoY the previous month. Other measures of
core inflation continued the downward trend, with the ‘15% trimmed
mean’ falling below zero for the first time ever.

= November producer prices fell 1.6%YoY and 0.5%MoM. In annual
terms with the largest decline posted by manufacturing (-2%), in
particular the prices of coke and refined petroleum products. This
was mainly a result of the fall in commodity prices on international
markets.

= In our view, we have not yet reached the ‘deflation trough’ and the
annual CPl may fall further below -1% in 1Q15. Furthermore,
deflation may last longer than assumed so far. We currently think it
may persist until the end of 3Q15.
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Excerpts from the MPC’s communiqué after its December meeting

Global economic activity remains moderate, although the situation varies
across countries. In the United States, economic growth in 2014 Q3
stayed relatively robust. In the euro area, in turn, GDP growth -
notwithstanding slight acceleration — remained weak, and business
climate indicators point to low activity growth probably continuing in the
following quarters. This is accompanied by relatively slow GDP growth in
the largest emerging economies, with a recent weakening observed in
Russia and China.

In the past month, oil prices continued to decline. Along with moderate
global economic growth, this contributes to very low inflation in many
countries. In Poland's immediate environment — including the euro area
and the Central and Eastern Europe - inflation remains close to zero.

Major central banks continue their expansionary monetary policy, with
interest rates at historically low levels, while the ECB and the Bank of
Japan run asset purchase programmes.

In October, CPI inflation declined to -0.6% y/y. This was accompanied
by a decrease in core inflation indices, which confirms the absence of
demand pressure in the economy. The continued decline in producer
prices points, in turn, to a lack of cost pressure. This is accompanied by
very low inflation expectations of enterprises and households.

Therefore, the Council decided to keep the NBP interest rates
unchanged. However, the Council highlights that uncertainty regarding
the economic conditions in the environment of the Polish economy
persists. If the incoming data confirm a slowdown in economic activity,
and weak growth in the environment of the Polish economy persists, the
Council does not rule out further adjustment of monetary policy.

Fiscal policy watch

Interest rates still on hold

= The Monetary Policy Council kept interest rates unchanged in
December, which was no surprise at all. Nevertheless, an
interesting change took place in the final, key paragraph of the
official statement. The MPC suggested in November that more rate
cuts could follow if future data pointed to risks of a deterioration in
the economic outlook, but subsequent data releases not only did
not point to further deterioration, but in fact offered an improved
outlook for growth. Meanwhile, the December the statement’s final
sentence said that more monetary policy easing was not ruled out
should incoming data confirm economic growth was weakening and
economic activity abroad remained subdued. This means that the
prerequisite for a rate cut in Poland is no longer a deterioration in
the outlook, but confirmation that domestic economic growth is
decelerating and growth abroad remains weak.

= This is exactly what we expect, since we forecast a slowdown of
GDP growth in Poland to 2.9% YoY at the start of 2015. We also
expect economic activity in the Euro zone to remain weak in the
next two quarters. Additionally, deflation in Poland will probably be
deeper and last longer than the central bank anticipates (Governor
Marek Belka said in December that deflation may last until
February-March, while we think it will be until September).

= That said, we expect the MPC to keep rates on hold again in
January as recent economic data (still quite decent) and the year-
end zloty depreciation offered little to help convince the majority
that additional easing is needed. However, the Council is deeply
divided and we think that the length and depth of deflation may tip
the balance towards more easing in the coming months, probably
in March, when the new NBP projections are due to be released.
We expect a 25bp cut. There is downside risk to this scenario, but
we do not see easing of more than 50bp in 2015E.

Cumulative budget deficit
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Poland 183 -1 -13 69 3 2
Czech 7 -12 -14 53 4 -1
Hungary 301 8 -14 179 6 1
Greece 869 9 -37 181 6 2
Spain 113 -10 5 88 7 1
Ireland 87 21 16 46 6 -5
Portugal 216 -7 1 183 -32 17
ltaly 129 -11 -6 125 -26 -13
France 26 -1 -3 43 1 -3
Germany - - - 16 1 A1

Sources: NBP, Ministry of Finance, Reuters, BZ WBK.

Fiscal deficit below 3% of GDP in 2014?

= The state budget deficit stood at PLN24.7bn after the first 11
months of 2014, i.e. 52.1% of the annual plan. Revenues reached
93.7% of the plan and spending 87.6%. Tax revenues gave a quite
decent performance, with VAT growing ¢.10%YoY, which suggests
that domestic economic activity remains strong.

= According to Finance Ministry officials, the budget deficit at the
end of the year should not exceed PLN30bn, which means it
should be c.PLN17bn lower than initially planned.

= Given the central government deficit is so low (1.7% of GDP),
we would not rule out the balance of the entire public sector in
2014 may be below 3% of GDP. Local governments recorded a
surplus of over PLN10bn in the first three quarters of 2014 and,
although their balance might have deteriorated in 4Q, it seems
unlikely that they swung to a large deficit. The social security
system should show a surplus of 0.5% of GDP in 2014, according
to last Convergence Programme.

Geopolitical risks and low oil prices favour lower- risk assets

= December saw the core market rally again as capital shifted to
lower risk assets due to higher risk aversion. Yields of US
Treasuries fell quite significantly and German benchmarks hit fresh
record lows. In mid-December peripheral debt took some losses,
due to the uncertain political situation in Greece and renewed talks
about it leaving the euro. However, increased probability of QE by
the ECB supported both core and peripheral debt at the beginning of
the new year.

= In our view, core debt should remain strong in the short term,
supported by factors including increased expectations for further
ECB monetary easing, geopolitical risks and low oil prices.
However, in the medium to long run, we still foresee a gradual
increase in yields as monetary tightening in the US comes closer.
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Interest rate market

Money market rates and NBP refi rate (%) Excessive expectations for rate cuts this year

327 = December was mixed for money market rates. While WIBOR
3.0 rates remained stable (only the 12M rate increased, by 1bp in
28 monthly terms), FRAs were vulnerable to macro data releases and
26 | to IRS market trends. FRAs rose significantly at the beginning of
24 ] December, due to the MPC'’s decision to keep rates on hold and to
' \ IRS market weakening. However, they then resumed their
22 1 downward trend as macro data confirmed a further slowdown in
20 economic activity. The beginning of 2015 brought more significant
18 - changes, especially on the FRA market. While WIBOR rates fell 1-
16 | 2bp, FRAs dropped 12-18bp across the curve compared with the
» I end of 2014.

e e ¥ ¥T¥TITTITIETIET TSR = The market is currently pricing-in rate cut of nearly 50bp in the next
8§ 2 885 35 2353 2588 3% 8 5§ three months and almost 75bp in total monetary easing in the next 6-
—Referencerate ——WIBOR3M ——FRA1X4 ——FRA9X12 9 months, which we think is excessive.

= We expect WIBOR to resume its marked downward path in 1Q15,
% WIBOR3M expected in the short-term due to h_opes of further mone_tary policy eas_ing_. Still, this may not
29 happen in January as we think the MPC is likely to keep rates
2.7 4 —— reference rate unchanged again at its first meeting this year and most of macro
. \ — WIBOR3M data releases this month will be relatively strong (we predict healthy
' growth in industrial and construction output and retail sales). On the
2.3 1 \ —e— FRA-implied WIBOR as of 13/1/15 other hand, the CPI, due the day after the MPC decision, should fall
21 | significantly further below zero (to almost -1%YoY), which should
o support a money market decline.
17 Domestic debt reaches fresh lows
= Domestic T-bonds and IRS weakened sharply in the first half of
151 December due to the sell-off in emerging markets. However, the

13 - - - \ - - \ - \ - - correction was relatively short-lived and T-bonds and IRS
strengthened slightly at the end of 2014. The Polish fixed income
market firmed significantly at the beginning of the year, thanks to
the sharp plunge in yields on the core debt markets, caused by
hopes that the ECB would expand its asset purchase programme

. as soon as in January. Consequently, yields of the Polish 2Y, 5Y
- Domestic curves (%) and 10Y bond benchmarks reached fresh all-time lows of 1.64%,
—=—13-Jan-15  --m--31-Dec-14 T-bonds 4 1.84% and 2.26%, respectively (13-29bp lower than at the end of
——13-Jan-15  --¢--31-Dec-14 - 2014). The same thing happened in the IRS market, where the 10Y

24 z
= / rate reached a new record low of c2%.
-

- - = The long ends of the curves benefited most from the
_,l" / | strengthening of the core debt markets and, as a result, 2-10Y
) s B spreads narrowed considerably, in line with global trends.

/ Correction possible after the ECB starts QE

Spread 2-10Y (bp) = A strong call for QE by the ECB (after December’s negative flash
T-bonds RS HICP reading for the Euro zone) should support EM debt, including
I “ Poland’s, in the coming weeks. Therefore, we do not rule out a
further gradual decline across domestic curves, with the mid and
8 9 years10 long ends performing better than the front ends, leading to a short-
term flattening. However, we think a correction in European debt
10Y T-bond yields (%) markets is possible when the ECB eventually starts QE (as was the
case in the US), with the biggest moves in the belly and long end of
the curves.

60 JN\\A = A sharp drop in December’s CPI could anchor the front end of the
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22

domestic curves near current levels, ahead of further monetary
easing by the MPC later in the first quarter.

» In mid-January the Finance Ministry is due to offer long-term T-
bonds, i.e. WZ0124, DS0725 and WS0428, worth PLN3.0-5.0bn,
followed by double that amount (PLN5.0-9.0bn) at a second auction
this month. We think the WZ0115 redemption and coupon payments
10 (cPLN7.5bn) should support the January issue plans. In our opinion,
the environment for bonds remains favourable, thanks to further

A e likely ECB easing and amid calls for the MPC to cut rates.
§ 2 3 8 § 2 3 8 §8 & 3 8 8§ Therefore, we do not expect demand to be a problem at the auction,
—10YES  ——10YPL 10YIT  ——10YDE ——10YUS even though yields are already close to record lows.

Source: Reuters, Bloomberg, BZ WBK.
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Zloty should recover gradually vs. the euro

The Polish FX market was very volatile in late 2014. The zloty
depreciated sharply vs. the main currencies as disappointing Polish
retail sales data and a further drop in oil prices fuelled expectations
for more rate cuts by the MPC. We think that the core factor that
pushed EUR/PLN above 4.30 was extremely low liquidity at year-
end. Poland’s FX reserves rose by nearly €2bn in December, which
suggests that the Ministry of Finance possibly stopped exchanging
EU funding on the market and instead converted it into domestic
currency via the NBP, which was another factor limiting scope for
the zloty to appreciate at the end of 2014.

= We think the zloty’s fall was excessive and expect it to recover
gradually in the coming months as investors return to their normal
activity levels, with fundamental factors also offering support. First,
we do not expect the MPC to cut interest rates in January or to make
its statement more dovish than the previous one. Second, our
industrial output forecast for December (data are due the week after
the Council’s decision) is well above consensus and this should
also work towards a stronger zloty. Third, one day after the output
data release the ECB is likely to extend its asset purchase
programme, supporting risky assets. Finally, we think recent
developments in the EUR/PLN market resemble those of 1H13,
when the zloty had also depreciated sharply. Back then, the
following weeks saw a gradual recovery and we expect that to work
this time as well. Also, since the 2008 financial crisis, there have
been eight (including the last one) sharp upward moves when the
EUR/PLN has increased by at least 6% over a few weeks (ranging
from 6.1% in December 2014 to over 11% in early 2Q10). However,
the recent wave was the fastest, as it took EUR/PLN only three
weeks to beat the 6% mark (only in 4Q10 did the domestic currency
record a change of similar size and timescale). After the last seven
sudden increases, EUR/PLN retraced 50% of the up move (and
often fell even below the starting level) in an average of 11 weeks
(and 8 weeks if we exclude the 30-week outlier that followed the
2Q13 surge).

= However, there are some adverse factors that are likely to make
the zloty’s recovery sluggish. Falling oil prices fuel a risk of more
prolonged deflation and this will put pressure on the MPC to cut
rates. Also, low oil prices weigh on the Russian currency and a high
USD/RUB does not work well for CEE assets.

= We expect an average EUR/PLN of 4.28 in January and 4.24 at
the end of the month. Important levels to watch are 4.25 and 4.40.

... but may remain under pressure vs. the dollar

= The euro was under pressure vs. the dollar during last three
quarters of last year and EUR/USD continued to fall in early 2015
as well. Consequently, it reached 1.175 on growing expectations for
more easing to be announced by the ECB in January.

= The ECB'’s decision may determine the direction for EUR/USD for
the coming weeks or even months. A lot of the additional easing
has already been priced in and it seems the dollar could gain further
only if the ECB delivers more than investors currently anticipate.

= We have cut our EUR/USD path and now expect 1.15 in May (vs.
1.20 previously) and 1.23 at the end of 2015 (vs. 1.28 expected until
now). This implies a higher path for USDPLN for the current year
(see forecasts on page 10).
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: 9
P g A PP A A 12
2 g. % % ‘; ; % E ‘; g. % E : ; % E : g. ; E : g_ ; E ‘; other T-bills 52-week T-bills m2Y T-bonds m5Y T-bonds 10Y T-bonds
S<P08< 08> 08 08>0 8<>0S8
— Y —— 5y 10y 20Y T-bonds other T-bonds E T-bills/T-bonds buyback =total sale
Treasury bond auctions in 2014/2015 (PLN mn)
month First auction Second auction Switch auction
date T-bonds offer date T-bonds offer date T-bonds offer
January 14 | 9.01 PS0718/Wz0124 3000-5000 6013.0| 23.01 OK/PS/WZ/DS 6000-  12129.7
February 6.02 OK0716/WZ0119 2000-4000 4810.0| 13.02 PS0718/DS1013 3000-5000 4011.0
March 6.03 OK0716/WZ0119 2500-5500 6573.0 20.03 PS0414/0K0714 PS0718/DS1023
April 3.04 DS1023/WZ0119 3000-5000 5781.0| 23.04 OKO0716/PS1016/PS0718  5000-  11722.3
May 8.05 PS0719/WZ0119 3000-5000 5694.2| 22.05 IDS1024 1000-2000 1270.0
June 5.06 DS/WS/WZ 3000-5000 4989.7 18.06 OK0714/WZ0115 WZz0119/PS0719
July 3.07 DS0725/WS0428 1000-3000 2419.0| 23.07 WZz0119/PS0719 2000-6000 5999.0
August - - - - - - - - - - -
September | 4.09 DS0725/WS0124 2000-3000 3595.0| 25.09 USD20150716** Upto400 3544 | 18.09 Wz0115/PS0415 WZz0119/PS0719
October 23.10 OK0716/PS0719  2000-6000 6062.1 2.10 WZz0115/PS0415 WZ0124/DS0725/WS0428
November | 6.11 WZ/DS/WS 2000-4000 4495.7 20.11 WZ0115/PS0415/0K0715 WZz0119/PS0719
December 18.12 WZ0115/PS0415/0K0715 PS0719/WZ0124/DS0725
January 15 |15.01  WZ/DS/WS  3000-5000 2201 To be chosen - 5000-9000

* with supplementary auction, ** buy-back auction, *** demand/sale.

Source: MoF, Reuters, BZ WBK.
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MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY
12 January 13 14 15 16
PL: Balance of payments (Nov) | PL: MPC decision PL: CPI (Dec) PL: Core inflation (Dec)
PL: Money supply (Dec) US: Philly Fed index (Jan) EZ: HICP (Dec)
HU: CPI (Dec) US: CPI (Dec)
EZ: Industrial output (Nov) US: Industrial output (Dec)
US: Retail sales (Dec) US: Flash Michigan (Jan)
US: Fed Beige Book
19 20 21 22 23
PL: Wages and employment PL: Industrial output (Dec) EZ: ECB decision CN: Flash PMI - manufacturing
(Dec) PL: PPI (Dec) (Jan)
PL: MPC minutes US: House starts (Dec) DE: Flash PMI - manufacturing
DE: ZEW index (Jan) US: Building permits (Dec) (Jan)
EZ: Flash PMI — manufacturing
(Jan)
US: Home sales (Dec)
26 27 28 29 30

DE: Ifo index (Jan)

PL: GDP (2014)

PL: Retail sales (Dec)

PL: Unemployment rate (Dec)
HU: Central bank decision

US: Durable goods orders (Dec)
US: New home sales (Dec)

US: Consumer confidence index
(Jan)

US: FOMC decision

US: Pending home sales (Dec)

PL: Inflation expectations (Jan)
EZ: Flash HICP (Jan)

US: Advance GDP (Q4)

US: Michigan index (Jan)

2 February

PL: PMI - manufacturing (Jan)
CN: PMI - manufacturing (Jan)
DE: PMI — manufacturing (Jan)
EZ: PMI — manufacturing (Jan)
US: ISM — manufacturing (Jan)
US: Personal income (Dec)

US: Consumer spending (Dec)

3

US: Industrial orders (Dec)

4

PL: MPC decision

DE: PMI - services (Jan)
EZ: PMI - services (Jan)
US: ADP report (Jan)

US: ISM - services (Jan)

5

DE: Industrial orders (Dec)
CZ: Central bank decision

6

DE: Industrial output (Dec)

CZ: Industrial output (Dec)

US: Non-farm payrolls (Jan)
US: Unemployment rate (Jan)

9 10 11 12 13

DE: Exports (Dec) HU: CPI (Jan) EZ: Industrial output (Dec) PL: Money supply (Jan)

CZ: CPI (Jan) US: Retail sales (Jan) PL: Balance of payments (Dec)
PL. CZ. HU. DE. EZ: Advance
GDP (Q4)
US: Flash Michigan (Feb)

16 17 18 19 20

PL: MPC minutes
DE: ZEW index (Feb)

US: House starts (Jan)
US: Building permits (Jan)
US: Industrial output (Jan)

CN: Flash PMI — manufacturing
(Feb)

DE: Flash PMI - manufacturing
(Feb)

EZ: Flash PMI - manufacturing
(Feb)

US: Philly Fed index (1l)

Source: CSO, NBP, Ministry of Finance, Reuters, Bloomberg.
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Economic data and forecasts for Poland

Bank Zachodni WBK

Monthly economic indicators

Dec13 Jan14 Feb14 Mar14 Apr14 May14 Jun14 Jul14 Aug14 Sep14 Octl4 Nov14 Dec14E Jan 15E

PMI

Industrial production
Construction production
Retail sales 2

Unemployment rate

Gross wages in corporate
sector

Employment in corporate
sector

Exports (€)

Imports (€)

Trade balance

Current account balance
Current account balance
Budget deficit (cumulative)
Budget deficit (cumulative)

CPI

CPI excluding food and
energy

PPI

Broad money (M3)
Deposits

Loans

EUR/PLN

USD/PLN

CHF/PLN

Reference rate

3M WIBOR

Yield on 2-year T-bonds
Yield on 5-year T-bonds

Yield on 10-year T-bonds

pts

% YoY

% YoY

% YoY

%

% YoY

% YoY

% YoY

% YoY

EUR mn

EUR mn

% GDP

PLN bn

% of FY
plan

% YoY

% YoY

% YoY

% YoY

%YoY

%YoY

PLN

PLN

PLN

%

%

%

%

%

53.2

6.7

5.8

5.8

134

27

0.3

116

0.7

-150

-652

6.2

6.0

4.0

4.18

3.05

341

2.50

2.67

2.94

3.65

441

55.4

4.2

-3.9

4.8

139

34

0.0

8.4

5.8

105

-1,100

54

4.9

4.2

4.18

3.07

3.39

2.50

2.70

2.99

3.67

4.42

55.9

53

144

7.0

139

4.0

0.2

73

117

24.7

0.7

0.9

52

4.7

47

4.18

3.06

342

2.50

2.1

3.06

3.79

4.47

54.0

55

174

3.1

135

4.8

05

9.5

4.1

132

345

-1

-17.5

36.8

0.7

52

4.7

53

4.20

3.04

3.45

2.50

2.1

2.99

3.68

4.26

52.0

55

122

8.4

13.0

3.8

0.7

5.1

8.9

39

269

213

44.8

03

0.8

54

54

6.1

4.18

3.03

343

2.50

2.72

2.94

3.60

4.10

50.8

44

10.0

3.8

12.5

4.8

0.7

104

118

-160

-161

-22.5

473

0.2

0.8

5.2

5.5

54

4.18

3.04

3.42

2.50

2.72

2.79

3.36

3.80

50.3

1.8

8.0

12

12.0

3.5

0.7

5.7

7.5

86

-927

254

534

0.3

1.0

5.2

5.5

4.9

4.14

3.04

3.39

2.50

2.69

2.54

3.10

3.54

494

2.4

11

2.1

118

3.5

0.8

6.7

7.2

-167

-811

-1.3

-26.4

56.5

0.2

0.4

2.0

6.0

6.7

5.4

4.14

3.06

3.41

2.50

2.68

245

2.89

3.34

49.0 49.5 51.2 53.2 52.8 52.5
-1.9 4.2 1.7 0.3 6.1 3.2

-3.6 5.6 -1.0 -1.6 10.1 3.8

1.7 1.6 23 0.2 1.2 1.6

1.7 11.5 113 114 1.5 12.0
35 34 3.8 2.7 26 3.1

0.7 0.8 0.8 0.9 0.9 1.0

-0.9 6.1 4.1 2.3 5.1 3.6

0.1 6.1 47 47 10.7 7.6

-102 648 -8 -96 -800 -392
-987 18 -470 268 1474 -1,445
-14 -1.3 -14 -1.3 -1.5 -1.6

246 224 2712 248 298

51.9 471 57.4 52.1 62.7

-0.3 -0.3 -0.6 0.6 0.9 -1.0

05 0.7 0.2 0.4 0.5 0.7

-1.5 -1.6 -1.3 -1.6 2.3 -1.4

74 7.9 7.7 8.4 8.2 8.5

7.8 75 7.8 8.4 8.1 8.5

6.3 6.2 72 74 5.7 6.1

4.19 4.19 421 421 421 4.28
3.15 3.25 3.32 3.38 3.42 3.63
3.46 347 3.48 3.50 3.50 3.56
2.50 2.50 2.00 2.00 2.00 2.00
2.65 2.45 2.07 2.03 2.06 2.04
2.30 2.02 1.77 1.78 1.84 1.65
2.73 2.40 2.12 2.04 2.16 1.95
3.23 2.98 2.63 2.54 2.55 2.35

Note: @ in nominal terms, ° at the end of the period.
Source: CSO, NBP, Finance Ministry, BZ WBK estimates.
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Quarterly and annual economic indicators

2012 2013 2014E 2015E 1Q14 2Q14  3Q14E  4QM14E  1Q15E 2Q15E 3Q15E  4Q15E

GDP PLNbn | 1,6159 16621 17262 1,7845 | 403.1 4184 426.8 477.8 413.6 4315 4404 499.1
GDP % YoY 18 17 a3 3.2 34 35 33 3Kl 2.8 3Kl 3.2 815
Domestic demand % YoY 0.4 0.2 438 4.6 34 5.6 49 52 45 4.7 44 4.8
Private consumption % YoY 1.0 1.1 872 3.6 2.9 3.0 3.2 3.6 3.7 3.6 3.6 8Y5
Fixed investments % YoY -1.5 0.9 9.5 8.4 11.2 8.7 9.9 9.0 9.0 9.0 8.0 8.0
Industrial production % YoY 1.0 2.3 872 2.7 49 3.7 1.8 26 15 2.8 3.2 3.3
Construction production % YoY -1.0 -10.3 5.0 8.5 9.8 9.9 1.1 29 54 9.8 10.4 7.6
Retail sales a % YoY 6.0 2.6 3Kl 48 5.1 4.6 1.9 1.2 1.9 2.8 5.7 8.2
Unemployment rate b % 134 134 115 10.9 135 12.0 115 115 117 104 10.3 10.9
Gross wages i the national o/ vy | 37 34 35 38 42 35 35 28 33 34 40 47
economy 2

Employmentin the national 4, vy | g9 A1 0.1 05 | 03  od 03 05 05 05 04 03
economy

Exports (€) % YoY 6.5 5.7 5.8 5.8 8.4 7.0 41 3.8 3.0 48 6.8 8.5
Imports (€) % YoY 2.2 0.2 6.5 74 5.6 9.4 46 6.5 46 6.5 8.5 10.0
Trade balance EURmn | -7,146 635 -399 -3,009 159 -35 381 -904 -452 -703 -257 -1,598

Current account balance EURmn | -13,697  -5245 6,200 9,508 -1,403 -808 A 2212 24100 1,313 2810 2,974

Current account balance % GDP -3.5 -13 -1.5 2.2 -1.1 1.2 -13 -1.5 1.7 -1.9 2.1 2.2
General government balance % GDP -3.9 4.3 -3.4 2.9 - - - - - - - -

CPI % YoY 37 0.9 0.0 04 0.6 0.3 0.3 0.7 -1.41 0.7 04 0.6
CPI® % YoY 24 0.7 0.9 0.9 0.7 0.3 0.3 0.9 -1.2 0.5 0.2 0.9
grf’e';?"'”d‘”g foodand  gvey | 22 12 06 09 | 08 08 05 04 06 08 09 14
PPI % YoY 34 -1.3 -1.5 -141 -1.2 -1.2 1.7 1.7 -1.3 -1.3 -1.4 0.5
Broad money (M3) b % oY 45 6.2 8.2 5.3 52 52 79 8.2 75 6.7 6.0 5.3
Deposits b %YoY 47 6.0 8.1 5.8 47 55 75 8.1 75 6.9 6.3 5.8
Loans® %YoY 1.2 36 5.7 5.7 53 4.9 6.2 5.7 5.7 5.7 5.7 5.7
EUR/PLN PLN 4.19 4.20 4.18 4.15 419 417 418 4.21 4.26 417 4.11 4.06
USD/PLN PLN 3.26 3.16 3.15 3.52 3.06 3.04 3.15 3.37 3.66 3.61 348 3.34
CHF/PLN PLN 347 341 345 342 342 342 345 3.50 3.53 3.44 3.38 3.32
Reference rate % 4.25 2.50 2.00 1.75 2.50 2.50 2.50 2.00 1.75 1.75 1.75 1.75
3M WIBOR % 491 3.02 2.52 1.94 2.7 2.7 259 2.06 1.99 1.91 1.92 1.94
Yield on 2-year T-bonds % 4.30 2.98 246 1.85 3.01 2.76 2.26 1.80 1.67 1.75 1.93 2.07
Yield on 5-year T-bonds % 453 3.46 2.96 2.15 3.7 3.35 267 2.11 1.95 2.07 2.23 2371
Yield on 10-year T-bonds % 5.02 4.04 349 2.75 4.38 3.82 3.18 2.58 2.38 2.63 2.92 3.07

Note: #in nominal terms, ° at the end of period. Source: CSO, NBP, Finance Ministry, BZ WBK estimates.

10 MACROscope January 2015



Bank Zachodni WBK

This analysis is based on information available until 13.01.2015 has been prepared by:

ECONOMIC ANALYSIS DEPARTMENT

Al. Jana Pawla Il 17, 00-854 Warszawa  fax +48 22 586 83 40
Email: ekonomia@bzwbk.pl Web site (including Economic Service page): hitp://www.skarb.bzwbk.pl

Maciej Reluga* — Chief Economist
tel. +48 22 5341888. Email: macie|.reluga@bzwbk.pl

Piotr Bielski* +48 22 534 18 87
Agnieszka Decewicz* +48 22 534 18 86
Marcin Luzi nski* +48 22 534 18 85
Marcin Sulewski* +48 22 534 18 84

TREASURY SERVICES DEPARTMENT

Poznan Warszawa Wroctaw
pl. Gen. W. Andersa 5 Al. Jana Pawta Il 17 ul. Rynek 9/11
61-894 Poznan 00-132 Warszawa 50-950 Wroctaw
tel. +48 61 856 58 14/30 tel. +48 22 586 83 20/38 tel. +48 71 369 94 00
fax +48 61 856 44 56 fax +48 22 586 83 40 fax +48 71 370 26 22

IMPORTANT DISCLOSURES

ANALYST CERTIFICATION:

The views expressed in this report accurately reflect the personal views of the undersigned analyst(s). In addition, the undersigned
analyst(s) have not and will not receive any compensation for providing a specific recommendation or view in this report: Maciej
Reluga*, Piotr Bielski*, Agnieszka Decewicz*, Marcin Luzi nski*, Marcin Sulewski*.

* Employed by a non-US affiliate of Santander Investment Securities Inc. and not registered/qualified as a research analyst under FINRA rules, and

is not an associated person of the member firm, and, therefore, may not be subject to the FINRA Rule 2711 and Incorporated NYSE Rule 472
restrictions on communications with a subject company, public appearances, and trading securities held by a research analyst account.
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IMPORTANT DISCLOSURES (CONT.)

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

This report is issued in the United States by Santander Investment Securities Inc. (“SIS”), in Poland by Bank Zachodni WBK S.A. (“BZ WBK"), 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”). SIS is registered in the United States and is a
member of FINRA. Santander London is registered in the UK (with FRN 136261) and subject to limited regulation by the FCA and PRA. SIS, BZ BWK, 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 BZ WBK.

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.

BZ WBK 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. BZ WBK 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.

BZ WBK 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.

Bank Zachodni WBK S.A. (BZ WBK) and/or a company in the Santander Group is a market maker or a liquidity provider for EUR/PLN.

Bank Zachodni WBK S.A. (BZ WBK) 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.

Bank Zachodni WBK S.A. (BZ WBK) 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

BZ WBK 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, BZ WBK or any of its affiliates’ trading and investment businesses may make investment decisions that are inconsistent
with the recommendations expressed herein.

No part of this report may be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited
by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction.

Investment research issued by BZ WBK is prepared in accordance with the Santander Group policies for managing conflicts of interest. In relation to the production of investment
research, BZ WBK and its affiliates have internal rules of conduct that contain, among other things, procedures to prevent conflicts of interest including Chinese Walls and, where
appropriate, establishing specific restrictions on research activity. Information concerning the management of conflicts of interest and the internal rules of conduct are available on
request from BZ WBK.

COUNTRY & REGION SPECIFIC DISCLOSURES

U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by Banco Santander, S.A. Investment
research issued by Banco Santander, S.A. has been prepared in accordance with Grupo Santander’s policies for managing conflicts of interest arising as a result of publication and
distribution of investment research. Many European regulators require that a firm establish, implement and maintain such a policy. This report has been issued in the U.K. only to
persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as
“relevant persons”). This document must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is
only regarded as being provided to professional investors (or equivalent) in their home jurisdiction. United States of America (US):  This report is being distributed to US persons by
Santander Investment Securities Inc (“SIS”) or by a subsidiary or affiliate of SIS that is not registered as a US broker dealer, to US major institutional investors only. Any US recipient
of this report (other than a registered broker-dealer or a bank acting in a broker-dealer capacity) that would like to effect any transaction in any security or issuer discussed herein
should contact and place orders in the United States with the company distributing the research, SIS at (212) 692-2550, which, without in any way limiting the foregoing, accepts
responsibility (solely for purposes of and within the meaning of Rule 15a-6 under the US Securities Exchange Act of 1934) under this report and its dissemination in the United States.
US recipients of this report should be advised that this research has been produced by a non-member affiliate of SIS and, therefore, by rule, not all disclosures required under NASD
Rule 2711 apply. Hong Kong (HK): This report is being distributed in Hong Kong by a subsidiary or affiliate of Banco Santander, S.A. Hong Kong Branch, a branch of Banco
Santander, S.A. whose head office is in Spain. The 1% ownership disclosure satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for persons
licensed by or registered with the Securities and Futures Commission, HK. Banco Santander, S.A. Hong Kong Branch is regulated as a Registered Institution by the Hong Kong
Monetary Authority for the conduct of Advising and Dealing in Securities (Regulated Activity Type 4 and 1 respectively) under the Securities and Futures Ordinance. The recipient of
this material must not distribute it to any third party without the prior written consent of Banco Santander, S.A. Japan (JP): This report has been considered and distributed in Japan to
Japanese-based investors by a subsidiary or affiliate of Banco Santander, S.A. - Tokyo Representative Office, not registered as a financial instruments firm in Japan, and to certain
financial institutions defined by article 17-3, item 1 of the Financial Instruments and Exchange Law Enforcement Order. Some of the foreign securities stated in this report are not
disclosed according to the Financial Instruments and Exchange Law of Japan. There is a risk that a loss may occur due to a change in the price of the shares in the case of share
trading and that a loss may occur due to the exchange rate in the case of foreign share trading. China (CH): This report is being distributed in China by a subsidiary or affiliate of
Banco Santander, S.A. Shanghai Branch (“Santander Shanghai”). Santander Shanghai or its affiliates may have a holding in any of the securities discussed in this report; for
securities where the holding is greater than 1%, the specific holding is disclosed in the Important Disclosures section above. Poland (PL): This publication has been prepared by Bank
Zachodni WBK S.A. for information purposes only and it is not an offer or solicitation for the purchase or sale of any financial instrument. All reasonable care has been taken to ensure
that the information contained herein is not untrue or misleading. But no representation is made as to its accuracy or completeness. No reliance should be placed on it and no liability
is accepted for any loss arising from reliance on it. Information presented in the publication is not an investment advice. Resulting from the purchase or sale of financial instrument,
additional costs, including taxes, that are not payable to or through Bank Zachodni WBK S.A., can arise to the purchasing or selling party. Rates used for calculation can differ from
market levels or can be inconsistent with financial calculation of any market participant. Conditions presented in the publication are subject to change. Examples presented in the
publication is for information purposes only and shall be treated only as a base for further discussion.
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