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MACROscope Lite
Let's wait and see

B As expected, the Law and Justice (PiS) won the parliamentary elections in
October, securing simple majority in the Sejm (235/460 seats) and will continue ruling
alone. At the same time, the party has lost its majority in the Senate (48/100 seats). It will
not paralyse the legislative process, as the Sejm can overturn the Senate’s veto with an
absolute majority, but can make it longer. The first meeting of the new parliament is
scheduled for 12 November and before that we will not officially know the shape of the
new government. Yet, the PiS officials have already suggested that the cabinet will not
change dramatically and Mateusz Morawiecki should keep the Prime Minister’s chair.

B One of the first tasks of the new finance minister will be to decide how to deal with
the 2020 budget draft. It looks very likely that the proposal to scrap 30x limit of social
security contribution will be abandoned, which creates c.PLN5bn gap in fiscal revenues.
Moreover, PiS promised to write down into law the 13th pension payment right after it
wins the elections (annual cost PLN10bn). Also, we think it is increasingly likely that the
retail energy tariffs can be “frozen” for another year (c.PLN5bn cost). Thus, potentially the
budget deficit in 2020 could move from zero to c.PLN20bn. Such a fiscal gap (near 1% of
GDP) is unlikely to scare investors too much. But lifting the deficit is not so simple to do,
as the main problem is (again) how to avoid breaching the stabilising spending rule. How
the government is going to square this circle remains unknown. Perhaps the strategy will
be just to ignore it - leaving the budget draft as it is, without any amendments, hoping
that some extra savings or unplanned inflows (e.g. NBP profit) will help to cover the gap
in 2020. We can call it the fiscal “wait-and-see” approach.

B The “wait-and-see” strategy also works fine for the Polish central bank. In November
the Monetary Policy Council will get the NBP's updated economic projections, likely to
show lower GDP trajectory and higher inflation (probably partly due to incorporating
energy tariff hike in 2020). But we think it will not change the majority view in the Council
that the best tactics for monetary policy is to keep interest rates on hold.

B We keep our view that the peak of inflation is still ahead, but the probability of CPI
breaching the 4% y/y threshold at the start of 2020 has diminished. This is mainly
because of growing probability that energy tariffs for households will remain frozen
ahead of the presidential elections (May 2020), and lower trajectory of crude oil price
than we had anticipated. Still, the core inflation outlook remains broadly unchanged - it
should approach ¢.3% y/y at the turn of the year and then stabilise near 2.5% in 2H2020.

®  Inflation may fail to rise above 4% in 2020, but the pace of economic growth is very
likely to drop below this level next year. GDP has probably slowed to 4.1% y/y already
in 3Q19 and the downward trend will continue, we think. The Bloomberg consensus
for 2020 GDP growth has recently moved lower, to 3.4%, reflecting that - as we wrote in
last month's MACROscope - the risks for growth are mounting. Whether it is just a
correction or the beginning of a longer process of downward forecasts revisions
depends very much on the global economic outlook.

B Uncertainty regarding prospects for the global economy remains high, but in the last
few weeks international financial markets became less worried, it seems, after Brexit has
been postponed again and chances for US-China trade agreement increased. It was the
main culprit of the recent zloty appreciation. EURPLN downtrend has been in the
working for 5th week in a row now, a pretty rare occurrence. If history is any guide (and
we think it is) we might expect at least some consolidation at the current levels in
the 4.24 - 4.28 range as the market tries to test the important technical support and
simultaneously awaits important news from the US-China trade talks.

B As regards the debt market, Polish 10Y bond yields are currently within a technical
pattern called pennant meaning the consolidation is close to being over and we might
expect a move either direction in the weeks to come. Economic activity data from
Europe next week are surely going to help set the direction. We expect, however that
given the length and size of the rally YTD, the more likely direction both in German
yields and in Polish yields is up and we expect Polish 10Y yields to increase to
2.15% towards the end of the year.
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Output and sales growth, %y/y
(3M moving average, constant prices)
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Recently released Economic Comments:

= |nflation back to the target

= Building activity moderate, housing booming

= Sales weaker due to foods
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Economy in charts

Some stability in business sentiment in euro zone industry ... ...was not matched by a clear response of Polish indicators.
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Polish real data were mixed... ...with consumers showing less appetite for food.
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Food (and fuel) also weighed on CPI, but core CPI was resilient. Inflation continued to impair real wage growth.
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This begs the question if real private consumption will deliver ...to make GDP stay on the gradual slowdown path
a decent enough growth contribution... shown by leading indicators.
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Markets in charts

Zloty exchange rates
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Poland asset swap spreads (bp)
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Principal and interest payments

PLN-denominated bond redemptions and interest payments, PLN bn

FX denominated bond redemptions and interest payments, PLN bn
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MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY

4 November 5 6 7 8

PL: PMI - manufacturing (Aug) US: ISM - services (Oct) PL: MPC decision DE: Industrial output (Sep) DE: Exports (Sep)
EZ: PMI - manufacturing (Aug) DE: Industrial orders (Sep) CZ: Central bank decision HU: CPI (Oct)

DE: PMI - manufacturing (Aug)

CZ: Industrial output (Sep)
DE: PMI - services (Oct)
EZ: PMI - services (Oct)

HU: Industrial output (Oct)
US: Flash Michigan (Nov)

11 12 13 14 15
CZ: CPI (Oct) DE: ZEW (Nov) PL: Balance of payments (Sep) PL. CZ. HU. DE. EZ: Flash GDP PL: Core CPI (Oct)
EZ: Industrial output (Sep) (Q3) EZ: HICP (Oct)
US: CPI (Oct) PL: CPI (Oct) US: Retail sales (Oct)
US: Industrial output (Oct)
18 19 20 21 22
HU: Central bank decision US: FOMC minutes PL: Employment (Oct) PL: Industrial output (Oct)
US: House starts (Oct) PL: Wages (Oct) PL: Construction and
US: Building permits (Oct) PL: MPC minutes assembly output (Oct)
US: Philly Fed index (Nov) PL: PPI (Oct)
US: Home sales (Oct) DE: Flash PMI - manufacturing
(Nov)
EZ: Flash PMI - manufacturing
(Nov)
DE: Flash PMI - services (Nov)
EZ: Flash PMI - services (Nov)
US: Michigan index (Nov)
25 26 27 28 29

PL: Retail sales (Oct)
DE: Ifo index (Nov)

PL: Money supply M3 (Oct)
US: New home sales (Oct)

US: Preliminary GDP (Q3)
US: Incomes and Personal

US: Consumer confidence index spending (Oct)
US: Pending home sales (Oct)
US: Fed Beige Book

(Nov)

PL. CZ. HU. DE. EZ: GDP (Q3)
PL: Flash CPI (Nov)
EZ: Flash HICP (Nov)

Source: GUS, NBP, Ministry of Finance, Bloomberg

Calendar of MPC meetings and data releases for 2019

| 11 1l v \" Vi Vil Vil IX X Xl Xl
ECB decision 24 - 7 10 - 6 25 - 12 24 - 12
Fed decision 30 - 20 - 1 19 31 - 18 30 - 11
MPC decision 9 6 6 3 15 5 3 - 11 2 6 4
MPC minutes 31 21 21 18 30 21 - 22 26 17 21 19
Flash GDP* 31 14 - - 15 - - 14 - - 14 -
GDP* - 28 - - 31 - - 30 - - 29 -
CPI 15 15 15 15 15 14 15 14 13 15 14 13
Core inflation - - 18 16 16 17 16 16 16 16 15 16
PPI 18 19 20 18 22 21 18 21 19 18 22 19
Industrial output 18 20 20 18 22 21 18 21 19 18 22 19
Retail sales 22 21 21 23 23 24 19 22 20 21 25 20
Gross wages, employment 18 19 19 17 21 19 17 20 18 17 21 18
Foreign trade about 50 days after reported period
Balance of payments* - - 29 - - 28 - - 30 -
Balance of payments 14 13 18 12 14 13 15 13 13 14
Money supply 23 22 22 23 24 25 22 23 23 22

& Santander Bank Polska S.A.



MACROscope Lite

04 November 2019 & S(Jnt(]ndel'

Economic data and forecasts for Poland

Monthly economic indicators

Oct18 Nov18 Dec18 Jan19 Feb19 Mar19 Apr19 May19 Jun19 Jul19 Aug19 Sep19 Oct19 Nov 19

PMI pts 50.4 495 47.6 48.2 47.6 48.7 49.0 48.8 48.4 47.4 48.8 47.8 45.6 47.0

Industrial production % yly 7.4 4.6 29 6.0 6.9 5.6 9.2 7.7 -2.6 5.8 -1.3 5.6 2.0 0.0

Construction production % yly 225 17.0 12.3 32 15.1 10.8 17.4 9.5 -0.7 6.6 2.6 7.6 8.8 4.1

Retail sales @ % yly 9.7 8.2 4.7 6.6 6.5 3.1 13.6 73 53 7.4 6.0 53 5.7 43

Unemployment rate % 5.7 57 5.8 6.1 6.1 59 5.6 54 53 52 52 5.1 5.0 5.1

Gross wages in corporate

% yly 7.6 7.7 6.1 75 7.6 57 7.1 7.7 53 7.4 6.8 6.6 6.0 6.1
sector

Employmentincorporate o\ | 35 39 28 29 29 30 29 27 28 27 26 26 26 25

sector

Exports (€) % yly 14.7 9.3 -0.5 59 10.5 7.8 9.4 11.6 -3.1 7.7 0.2 8.0 -0.5 =39
Imports (€) % yly 19.3 10.3 0.2 2.1 8.4 2.8 7.7 10.1 -4.7 8.4 -2.5 7.6 2.0 0.7
Trade balance EURmN | -419 102 -1,295 316 -288 399 356 7 -36 -345 -55 -366 -961 -844

Current account balance  EURmn | -447 113 -1528 2529 -630 217 357 379 -310 -797 -606 -826 -878 -872

Current account balance % GDP -1.0 -1.0 -1.0 -0.9 -0.9 -0.6 -0.5 -0.4 -0.4 -04 -0.3 -0.3 -04 -0.6

Budget balance PLNbn | 65 111 104 66 08 45 01 19 50 48 20 18 53 07

(cumulative)
0,
Budget balance BOTRY | 156 267 251 231 28 157 03 68 177 168 69 63 185 25
(cumulative) plan
Pl %yy | 18 13 11 07 12 17 22 24 26 29 29 26 25 26

CPI excluding food and %yy | 09 07 06 08 10 14 17 17 19 22 22 24 24 27

energy

PPI % yly 3.2 2.8 2.1 2.2 29 2.5 2.6 1.4 0.5 0.5 0.9 0.9 0.1 0.8
Broad money (M3) % yly 83 8.8 9.2 8.8 9.8 9.9 10.4 9.9 9.3 9.9 9.9 9.4 9.0 8.8
Deposits % yly 7.6 8.1 8.7 8.4 93 9.7 10.5 10.0 93 10.0 9.9 9.9 9.4 9.2
Loans % yly 6.7 7.0 7.6 7.4 7.5 8.1 7.7 6.5 6.7 7.4 7.9 7.6 7.1 7.0
EUR/PLN PLN 4.31 4.30 4.29 4.29 4.31 4.30 4.29 4.30 4.27 4.26 4.35 4.35 4.30 4.28
USD/PLN PLN 3.75 3.79 3.77 3.76 3.80 3.80 3.81 3.84 3.77 3.80 3.91 3.95 3.89 3.81
CHF/PLN PLN 3.77 3.78 3.80 3.80 3.79 3.80 3.79 3.80 3.82 3.84 3.98 3.99 3.92 3.87
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 1.72 1.72 1.72 1.72 1.72 1.72 1.72 1.72 1.72 1.72 1.71 171 1.71
Yield on 2-year T-bonds % 1.58 1.58 1.44 1.41 1.62 171 171 1.69 1.62 1.54 1.52 1.51 1.50 1.50
Yield on 5-year T-bonds % 2.52 2.46 2.37 2.23 2.19 2.23 2.24 2.26 1.99 1.85 1.73 1.80 1.81 1.85
Yield on 10-year T-bonds % 3.23 3.20 2.93 2.80 2.75 2.88 291 2.89 2.46 2.21 1.96 2.02 2.07 2.08

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

2017 2018 2019E 2020E 1Q19 2Q19 3Q19 4Q19E 1Q20E 2Q20E 3Q20E 4Q20E
GDP PLNbn | 19894 21152 22637 24102 | 5202 545.6 566.1 631.9 560.6 581.2 598.9 669.4
GDP % y/y 49 5.1 43 3.5 4.7 4.5 4.1 3.9 4.1 3.5 3.4 32
Domestic demand % y/y 49 53 4.4 39 4.2 4.8 43 4.4 4.2 4.0 3.8 3.6
Private consumption % yly 4.5 43 4.4 4.1 3.9 4.4 4.6 4.8 4.5 43 4.0 3.8
Fixed investments % yly 4.0 8.9 7.5 4.2 12.6 9.0 7.0 5.0 4.5 43 4.1 4.0
Industrial production % yly 6.5 5.9 4.0 3.6 6.1 4.2 33 2.2 0.8 3.1 5.4 53
Construction production % yly 13.7 19.7 7.1 33 9.9 7.8 5.7 6.5 2.6 4.9 3.9 1.9
Retail sales @ % y/y 8.2 7.8 6.8 6.0 53 8.7 6.4 6.6 6.7 57 9.2 7.5
Unemployment rate ° % 6.6 5.8 52 5.0 59 53 5.1 52 54 4.9 4.9 5.0
Gross wages in the % yly 53 72 6.6 6.5 71 7.0 63 59 6.8 6.1 6.5 6.2
national economy @
Employment in the %yy | 33 26 22 0.2 27 25 19 18 07 0.4 02 01
national economy
Exports (€) % y/y 13.8 7.4 4.6 2.1 8.0 5.8 53 -0.4 -2.6 1.2 5.1 4.7
Imports (€) % y/y 14.9 10.6 3.9 43 43 4.1 45 2.5 0.0 33 7.1 6.8
Trade balance EURmMn | 1426 -4,782 -3,348 -8,555 425 328 -766 -3335  -1,034 -816 -1,940  -4,765
Current account balance EURmn 290 -5,046 -3,294 -9,084 2,110 430 -2,229  -3,605 607 -578 -3,773  -5340
Current account balance % GDP 0.1 -1.0 -0.6 -1.6 -0.6 -0.4 -0.3 -0.6 -0.9 -1 -1.3 -1.6
General government % GDP a5 02 08 10 . ) ) ) ) ) ) )
balance
CPI % yly 2.0 1.6 23 3.1 1.2 2.4 2.8 2.7 3.9 3.0 2.7 3.0
CPI® % y/y 2.1 1.1 29 2.9 1.7 2.6 2.6 29 3.8 2.9 2.8 2.9
CPI excluding food and % yly 07 07 1.9 26 11 1.8 22 27 29 26 25 25
energy
PPI % yly 29 2.2 1.5 2.7 25 1.5 0.8 1.2 23 23 3.0 33
Broad money (M3)° % y/y 4.6 9.2 9.1 7.4 9.2 9.2 9.1 9.1 8.7 83 7.9 7.4
Deposits © % y/y 4.1 8.7 8.9 7.4 8.7 8.8 8.9 8.9 8.5 8.2 7.8 7.4
Loans ® % yly 3.6 7.6 7.8 6.1 7.6 7.7 7.8 7.8 7.4 7.0 6.5 6.1
EUR/PLN PLN 4.26 4.26 4.30 4.30 4.30 4.28 4.32 4.29 4.30 430 4.30 4.30
USD/PLN PLN 3.78 3.61 3.83 3.73 3.79 3.81 3.89 3.83 3.77 3.76 3.72 3.68
CHF/PLN PLN 3.84 3.69 3.86 3.81 3.80 3.80 3.94 3.89 3.86 3.82 3.81 3.77
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 % 1.73 1.71 1.72 1.71 1.72 1.72 1.72 1.71 1.71 1.71 1.71 1.71
Yield on 2-year T-bonds % 1.89 1.59 1.58 1.60 1.64 1.65 1.52 1.52 1.55 1.55 1.59 1.73
Yield on 5-year T-bonds % 2.78 2.51 1.99 1.90 2.23 214 1.75 1.85 1.85 1.85 1.90 2.00
Yield on 10-year T-bonds % 3.44 3.21 2.41 224 2.84 2.68 1.97 215 2.20 2.20 223 233
Note: *in 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 136267) 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.

Investment research issued by Santander Bank Polska S.A. is prepared in accordance with the Santander Group policies for managing conflicts of interest. In relation to the
production of investment research, Santander Bank Polska S.A. 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 Santander Bank Polska S.A..

COUNTRY & REGION SPECIFIC DISCLOSURES

Poland (PL): This publication has been prepared by Santander Bank Polska 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 Santander Bank Polska 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.

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.
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