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CEE Economics

MACROscope Lite
Climbing the inflation plateau

B The global economy is slowing down. Germany and the euro zone are moving rapidly towards
recession. Economic activity in Poland is also on a downward trajectory and the bottom of this mini-
cycle is probably still ahead of us, to be seen early next year. Its depth will be determined by the
magnitude of the energy market disruptions during the heating season. Precise forecasting of GDP
growth is very difficult at the moment, firstly because of the great uncertainty about the situation on
the energy market (winter weather is just as difficult to predict as Russia's next moves), and
secondly because of the revision by the Central Statistical Office (GUS) of GDP data for the last
twelve years, which has not yet been followed by the publication of quarterly data. GDP growth in
2021 proved to be 6.8% rather than 5.9% shown previously, and we think that also 1Q-2Q data for
2022 may have been affected. As long as we do not know the revised quarterly data, we are
maintaining our previous GDP growth forecasts for 2022-23.

B |tis worth noting, however, that the domestic data published over the past month have mostly
been better than expected, which increased somewhat optimism about economic activity in 3Q. This
implies a lower risk of a 'technical recession' (two consecutive quarters of quarter-on-quarter GDP
contraction), although it does not change the diagnosis that an actual recession will be difficult to
avoid - we are still expecting a clear deceleration of the economy at the turn of the year, when
annual GDP growth will most likely go below zero.

B The portent of recession also caught the eye of the MPC, which kept interest rates unchanged at
its October meeting, despite the strong upward surprise in September inflation (17.2% y/y and 1.6%
m/m). The NBP president thus broke with the forward guidance formulated by himself at earlier
conferences: "further decisions will be data-dependent”, "higher inflation = higher rates", but kept
his commitment from the Sopot pier. This is yet another example that the official communication of
the Polish central bank should be treated with caution. It now appears from that communication
that the tightening cycle is not over, but has stopped, and what happens next will be determined by
the November NBP projection. In our view, in November the MPC may hike rates again by 25bp after
the new projection shows a slower return of inflation to the target and the preliminary CPI reading
for October rises again (18% y/y is within range), after which it will go into 'wait-and-see' mode
again, hoping that inflation will finally reach a plateau from which it will start to slide ... eventually.

B While until recently we were inclined to agree that a rise in rates to around 7% in this cycle
might be sufficient to balance the economy, as some of the work in curbing consumption and
inflation will be done by the costs of living shock, this conviction has diminished markedly. Firstly,
the CPI data indicate that the inflationary inertia is much greater than it seemed, prompting an
upward revision of CPl and core inflation forecasts. It is possible that, despite the electricity price
freeze, inflation will approach 20% at the turn of the year and may not fall below 10% until the end
of 2023. Secondly, higher current and expected inflation mean lower real interest rates, which
favours greater propensity to consume (it is worth noting, by the way, that the rate hikes so far have
frozen the mortgage market, but did Little damage to consumer credit). Thirdly, the government will
protect household budgets from a shock by leaving them more room for spending at the expense of
higher fiscal deficit. As a result, keeping NBP rates close to current levels could prolong the period of
elevated inflation. Nevertheless, the acceptance of this fact and a strong reluctance to tighten policy
further for fear of excessive cooling of the economy is quite obviously visible in the MPC's
communiqué and in governor Glapinski's statements. Perhaps the issue of rate hikes will be back on
the agenda in 2023, but the trigger to resume the cycle (whether coming from inflation or from the
exchange rate) would have to be very strong. The scenario of rate cuts starting before the end of
2023 seems very remote at the moment.

B The MPC's strategy favours a steepening of the curve, but much of the movement has already
taken place and concerns about the scale of the recession in Europe and in Poland appear to be a
barrier to further sharp increases in yields at the long end. Upcoming large debt supply in Europe
will limit the room for bond appreciation, on the other hand.

B Halting the tightening cycle despite inflation still in upward trend, a lengthening list of anti-
crisis measures that could widen the fiscal deficit, falling stock indices and a strengthening dollar,
geopolitical risks and possible energy shortages in winter - all of these factors are unsupportive the
Polish currency. We do not rule out EURPLN testing 5.0 in the horizon until the end of this year.
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Recently released Economic Comments:

= MPC thinks inflation cannot rise forever

= Rates on hold despite higher inflation

= Retail sales and construction output above

forecasts

= Labour market is weakening, PPI refuses

to fall

= CPI still likely to go higher

= Hiking cycle formally not over
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Economy in charts

In September CPI and core inflation gained momentum and have still
been seen climbing the plateau
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So the chase after inflation continues
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Wages are growingly outpaced by CPI, consumer sentiment suggests a
collapse of consumption and yet real retail sales are still growing
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... consumer loans are still doing fine ...

91 New monthly loan origination, PLNbn
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CPI data for May-July gave economists hope that they captured the
new mechanics of Polish inflation in their models. After August and
September the hope was gone
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Meanwhile the MPC is waiting for the effects on CPI of the already
delivered rate hikes; but NBP model hints at a limited impact
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Estimated impact of rate hikes on inflation
(based on NBP model — stabilisation of rates at 6.75%)
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Ultra-low real rates encourage the utilisation of savings...
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... and the government is trying in various ways to protect household
budgets from a shocking collapse

60 Ratio of minimum wage to average wage, %
55 Range for EU (variable data, 15-20 countries)
Poland

e —

45

40

35

30
W O O «~ N MO < IO O~ 0 O O ™ AN ™M
©O O ¥ ™ v - - - - - - N &N N N
O O O O O O O O O O O O O O O O
AN AN AN AN AN &N &N &N &N &N &N N N N N

Source: Eurostat, GUS, Santander

& Santander Bank Polska S.A.



MACROscope Lite
11 October 2022

Markets in charts
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Principal and interest payments

PLN-denominated bond redemptions and interest payments, PLNbn
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FX denominated bond redemptions and interest payments, PLNbn
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Economic Calendar

MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY

12 13 14
EZ: Industrial output (Aug) DE: CPl inflation (Aug) PL: CPI inflation (Aug)

US: PPl inflation (Aug) US: CPlinflation (Aug) PL: Balance of payments (Aug)
US: FOMC minutes (Aug) US: Retail sales (Aug)

HU: Industrial output (Aug) US: Michigan - flash (Aug)
17 18 19 20 21
PL: Core inflation (Aug) DE: ZEW index (Oct) PL: Consumer confidence (Oct)  PL: PPl inflation (Aug) PL: Retail sales (Aug)
US: Industrial output (Aug) EZ: HICP inflation (Aug) PL: Industrial output (Aug) PL: Construction output (Aug)
US: Building permits (Aug) PL: Employment (Aug) PL: Business climate (Oct)
US: House starts (Aug) PL: Wages (Aug)

DE: PPl inflation (Aug)
CN: PBoc decision

24 25 26 27 28

PL: M3 money supply (Aug) PL: Unemployment rate (Aug) EZ: ECB meeting DE: CPI inflation - flash (Oct)
DE: PMI manufacturing - flash  DE: Ifo index (Oct) US: GDP (3Q) US: Incomes and spending (Aug)
(Oct) US: S&P home price index (Aug) US: Durable goods orders (Aug)  US: Michigan (Oct)

EZ: PMI manufacturing - flash HU: NBH meeting US: PCE inflation (Aug)

(Oct) US: Pending home sales (Aug)

31

PL: CPl inflation - flash (Oct)
EZ: GDP (3Q)

CN: PMI - manufacturing (Oct)

Source: GUS, NBP, Ministry of Finance, Bloomberg

Calendar of MPC meetings and data releases for 2022

| Il 1l v \Y Vi Vil Vil IX X Xl Xl
ECB decision 3 10 14 9 21 8 27 15
Fed decision 26 16 4 15 27 21 2 14
MPC decision 4 8 8 6 5 8 7 7 5 9 7
MPC minutes 7 10 10 8 6 10 8 25 7 10 9
Flash GDP* 15 17 17 15
GDP* 28 31 31 30
CPI 14 15 15 15 13 15 15 12 15 14 15 15
Core inflation 16 16 17 16 16 16 16 18 16 16
PPI 21 18 18 21 20 21 20 19 20 20 22 20
Industrial output 21 18 18 21 20 21 20 19 20 20 22 20
Retail sales 24 21 21 22 23 22 21 22 21 21 23 21
Gross wages, employment 21 18 18 21 20 21 20 19 20 20 22 20
Foreign trade 17 15 15 15 17 15 15 16 15 14 17 15
Balance of payments* 31 30 30 29
Balance of payments 13 14 16 13 13 13 14 12 13 14 14 14
Money supply 26 22 22 25 24 23 22 23 22 24 24 22

Source: GUS, NBP, Ministry of Finance, * quarterly data

& Santander Bank Polska S.A. 4
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Economic data and forecasts for Poland

Monthly economic indicators

Sep21 Oct21 Nov21 Dec21 Jan22 Feb22 Mar22 Apr22 May22 Jun22 Jul22 Aug22 Sep22 Oct22

PMI pts 534 53.8 54.4 56.1 54.5 54.7 52.7 524 48.5 44.4 421 40.9 43.0 41.2
Industrial production % y/y 8.7 7.6 14.8 16.3 18.0 17.3 15.4 12.4 14.9 10.4 7.1 10.9 9.2 2.7
Construction production % y/y 4.2 4.1 12.8 3.1 20.8 21.2 27.6 9.0 13.0 6.0 4.1 6.1 6.5 4.0

Retail sales

K % yly 11.1 14.4 21.2 16.9 20.0 16.5 22.0 334 23.6 19.9 18.4 21.5 21.5 19.9
(current prices)

Unemployment rate % 5.6 55 54 54 55 5.5 5.4 5.2 5.1 4.9 4.9 4.8 4.8 4.8

G i b
r°tsswages'”c°rp°rae %yy | 87 84 98 112 95 117 124 141 135 130 158 127 134 142
sector

Empls ti t
mploymentincorporate o n | 06 05 07 05 23 22 24 28 24 22 23 24 24 24

sector

Exports (€) % yly 11.0 6.2 13.7 25.0 27.4 20.3 11.9 18.2 26.9 21.3 23.0 21.9 15.2 3.2
Imports (€) % yly 22.3 22.0 31.2 39.6 38.7 29.7 31.4 36.4 325 26.6 22.6 22.4 19.0 5.3
Trade balance EURmn | -991 -1,655 -1,816 -2,277 -636 -1,707 -4553 -2,693 -1,438 -1,010 -1,452 -2,226 -2,052 -2,224

Current account balance EURmn | -1,653 941 -1,482 -3,883 -1,091 -2,032 -4206 -2,844 -1340 -541 -1,735 -1,534 -1,719 1,366

Current account balance % GDP 0.4 0.1 -0.5 -1.4 -1.7 -2.0 -2.7 -3.3 -3.4 -3.5 -3.5 -3.4 -3.4 =33
Budget balance

. PLN bn 47.6 51.9 50.4 -26.3 22.3 11.3 -0.3 9.2 12.1 27.7 347 275 25.0 22.0
(cumulative)

0,

Budget bf':\lance Yo of FY -578 -63.0 -61.2 32.0 -746  -37.7 0.9 -30.8 -403 -92.8 -1159 -92.1 -835 -735
(cumulative) plan
CPI % yly 5.8 6.9 7.9 8.8 9.4 8.5 11.0 12.4 13.9 15.5 15.6 16.1 17.2 17.9

CPl excluding food and
excuding feodan %yly | 42 45 47 53 61 67 69 77 85 91 93 99 108 113

energy
PPI %yly | 103 120 136 144 161 161 219 241 247 256 255 255 256 249
Broad money (M3) %yly | 86 86 101 89 7.7 8.0 7.9 8.2 76 6.5 6.2 74 7.7 6.9
Deposits %yly | 7.0 74 9.4 8.8 78 7.0 59 6.4 6.3 5.5 5.5 7.0 6.6 56
Loans %yly | 27 35 48 5.1 49 6.2 6.4 74 6.8 73 6.8 74 6.9 56
EUR/PLN PLN 457 459 465 462 455 455 476 465 465 464 477 472 474 488
USD/PLN PLN 388 396 407 408 402 401 432 429 440 439 469 466 479 500
CHF/PLN PLN 421 429 442 444 438 435 464 455 449 453 483 487 492 509
Reference rate * % 010 050 125 175 225 275 350 450 525 600 650 650 675  7.00
3M WIBOR % 023 061 156 235 278 333 427 548 641 685 703 704 716 726
Yield on 2-year T-bonds % 054 155 280 304 331 372 519 636 652 747 748 691 680 7.60
Yield on 5-year T-bonds % 140 274 307 353 398 403 521 651 698 754 678 624 669  7.66
Yield on 10-year T-bonds % 202 261 307 334 400 398 490 601 667 722 641 58 632 743

Note: * at the end of the period.
Source: GUS, NBP, Finance Ministry, Santander Bank Polska estimates.

& Santander Bank Polska S.A. 5
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Quarterly and annual economic indicators

2020 2021 2022 2023 1Q22 2Q22 3Q22 4Q22 1Q23 2Q23 3Q23 4Q23

GDP PLNbn | 2,337.7 12,6239 3,0046 3,3843 687.0 719.7 751.4 846.5 773.9 825.9 844.1 940.4
GDP % y/y -2.0 6.8 3.5 0.5 8.5 5.5 1.7 -0.4 -2.7 -0.3 1.1 3.1
Domestic demand % y/y -2.7 8.4 4.0 0.0 13.2 7.2 0.6 -2.3 -5.0 0.0 1.5 2.7
Private consumption % yly -3.6 6.3 3.8 2.6 6.6 6.4 1.2 1.5 2.0 1.5 3.0 4.0
Fixed investments % yly -2.3 2.1 3.7 -1.5 43 7.1 35 1.5 -2.0 -3.0 -2.0 0.0
Industrial production % yly -1.1 14.5 9.2 -2.1 16.8 12.5 9.1 -0.3 -6.4 -5.1 -2.4 5.7
Construction production % yly -3.5 1.6 7.4 -4.6 237 9.2 5.6 -0.3 -11.2 -7.4 -3.6 0.7
Retail sales
. % yly -3.0 7.4 5.6 2.5 9.7 9.7 33 0.7 -1.6 1.6 3.5 6.1
(constant prices)
Unemployment rate * % 6.2 54 4.9 5.6 5.4 4.9 4.8 4.9 53 53 5.4 5.6
Gross wages in the national
% yly 53 8.9 11.1 9.9 9.7 11.8 11.9 10.8 11.7 9.8 9.1 9.0
economy
Empl tin the national
mproymentinthenationat o o | 10 0.4 1.8 0.1 19 2.0 1.7 1.7 03 03 03 -0.2
economy
Exports (€) % y/y 0.1 19.5 14.0 -7.2 19.4 22.1 19.9 -3.4 -14.3 -12.1 -7.5 6.3
Imports (€) % y/y -4.9 27.0 19.8 T8 33.1 31.8 21.3 -2.1 -14.5 -13.8 -7.0 7.5
Trade balance EUR mn 6,975 -7,620  -24,356 -22,465 | -6992  -5143  -5731 -6,509  -5838 -3,043 -5709 -7,881

Current account balance EURmn | 12,811 -8,261 -21,027 -13,469 | -7,402 -4,726 ~ -4988  -3,035 -4,986 -101 -1,713  -2,688

Current account balance % GDP 2.4 -1.4 -3.3 -1.8 -2.7 -3.5 -3.4 -3.2 -2.7 -1.9 -1.4 -1.3
General government
% GDP -6.9 -1.9 -3.0 -6.0 - - = = = = = =

balance
CPI % yly 3.4 5.1 14.5 14.1 9.6 13.9 16.3 18.1 18.0 14.5 13.0 10.8
CPI* % yly 2.4 8.8 18.2 10.8 11.0 15.5 17.2 18.2 16.6 13.5 12.2 10.4
CPI excluding food and

exciuding feod an %yly 39 41 9.1 9.3 6.6 8.4 100 115 110 100 8.8 7.2
energy
PPI % yly -0.6 7.9 23.1 9.5 18.0 24.8 255 24.1 18.1 9.3 6.3 43
Broad money (M3) * % yly 16.4 8.9 3.6 53 7.9 6.5 7.7 3.6 2.8 4.4 2.1 5.3
Deposits * % yly 123 8.8 2.6 4.4 5.9 5.5 6.6 2.6 3.6 4.2 25 4.4
Loans * % yly 0.2 5.1 4.5 2.9 6.4 73 6.9 4.5 2.7 1.6 1.1 2.9
EUR/PLN PLN 4.44 4.57 4.73 4.76 4.62 4.65 4.75 4.90 4.85 4.78 4.73 4.70
USD/PLN PLN 3.89 3.86 4.55 4.55 4.11 4.36 4.71 5.00 4.78 4.59 4.46 4.37
CHF/PLN PLN 4.15 4.22 4.74 4.77 4.46 4.52 4.88 5.10 5.00 4.82 4.68 4.59
Reference rate * % 0.10 1.75 7.00 7.00 3.50 6.00 6.75 7.00 7.00 7.00 7.00 7.00
3M WIBOR % 0.67 0.54 6.03 7.20 3.46 6.25 7.08 7.33 7.26 7.23 7.23 7.09
Yield on 2-year T-bonds % 0.50 0.79 6.40 7.46 4.07 6.78 7.06 7.70 7.68 7.55 7.40 7.20
Yield on 5-year T-bonds % 0.96 1.39 6.45 7.42 4.41 7.01 6.57 7.83 7.68 7.55 7.35 7.10
Yield on 10-year T-bonds % 1.52 1.97 6.19 7.30 4.29 6.63 6.19 7.67 7.60 7.40 7.20 7.00

Note: “at the end of period. Source: GUS, NBP, Finance Ministry, Santander Bank Polska estimates.
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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
orin 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.

© Santander Bank Polska S.A. 2020. All Rights Reserved.
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