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Polish PMI indicates slowing growth in the manufacturing sector

® PMI signals a slowdown in economic growth in Q3
m  Official Q2 GDP growth at 3.9%

B Labour market tightens, unemployment down to 7.1%

Survey data suggest the pace of economic growth in
Poland has slowed in the third quarter, but will have
remained sufficiently robust to generate further
shortages of labour and raw materials. Price pressures
have intensified as a result, though the central bank is
expected to remain patient in terms of deciding when
to start tightening policy.

Growth slowdown in Q2

After a strong start to 2017, Polish manufacturing
growth momentum has eased.

The IHS Markit Poland Manufacturing PMI, a closely-
watched indicator based on survey data tracking
monthly changes in business conditions, remained
firmly in expansion territory at 52.5 in August. While
the latest reading signalled a relatively robust rate of
expansion of the sector, it was below the average seen
throughout 2017 so far, and down markedly from a
two-year high in January.

The key driver behind the softening in growth has been
slower rates of increase in manufacturing output and
new orders. Export order growth has also softened.

As manufacturing performance is a key bellwether of
the health of the overall economy, with the PMI
providing an important gauge of changes in GDP, the
survey data suggest that the pace of economic growth
is likely to edge down further in the third quarter.
Nonetheless, the rate of expansion looks set to remain
relatively robust.

While Poland’s second quarter GDP figure indicated a
slowdown in growth in the economy, in line with the
waning IHS Markit Poland Manufacturing PMI trend,
both the GDP data and the PMI point to still solid rates
of expansion. The annual rate of GDP increase merely
dipped from 4.0% in the first quarter (a peak which
coincided with the peak in the PMI) to 3.9% in the
three months to June.

Poland economic growth

PMI, sa, 50 = no change on previous month GDP, annual % change
80

Poland GDP s=Poland PMI

6.0

45

41 v
37 -«

Jan- Jan- Jan- Jan- Jan- Jan- Jan- Jan- Jan- Jan- Jan- Jan- Jan- Jan- Jan-
03 04 05 06 07 08 09 10 11 12 13 14 15 16 17

-2.0

Sources: IHS Markit, Datastream

The expansion was driven by robust growth in
household consumption. Loose fiscal policy with
schemes such as the Family 500+ child subsidy
program, alongside low interest rates encouraged
consumers to loosen their purse strings in the first half
of the year. IHS Markit forecasts that these effects will
ease in the third quarter of 2017, which may lead to a
more muted third quarter growth figure.

Labour market tightens further

Employment growth is also showing signs of cooling.
August PMI data suggested only a slight rise in the
level of manufacturing employment in Poland
(Employment Index at 50.9). Anecdotal evidence
suggested that Poland’s labour market is tightening
rapidly, with the official unemployment rate dropping to
7.1% in July. Polish manufacturers responding to the
PMI survey frequently noted that they were struggling
to employ additional staff due to a shortage of suitable
candidates. Backlogs of work consequently rose for
the first time in two-and-a-half years as staff shortages
meant producers were often unable to keep up with
order book growth. It's therefore likely that the
tightening of the labour market will lead to rising wage
pressures, which would in turn feed through to upward
pressure on inflation.

Continued...



Inflation ticks up

The survey data not only point to rising skill shortages,
but supplies of raw materials have also become
increasingly difficult to source in recent months as
demand has outstripped supply, in part because
suppliers lack capacity. Recent data have shown
supplier delivery delays to have been more widespread
than at any time since early 2011.

With demand exceeding supply, suppliers have been
able to hike prices, and the PMI survey has already
pointed to a revival of inflationary pressures in industry.
Input costs and manufacturers’ selling prices both rose
at faster rates in August, building on steep price hikes
already seen earlier in the year. The trend was
matched by the official consumer price inflation rate,
which rose to 1.8% in August.

The upturn in price pressures will add to pressure on
the central bank to tighten policy. In the first week of
September, the National Bank of Poland kept its base
interest rate unchanged at a historic low of 1.5%, but
the upside risks such as wage inflation pose a threat to
the inflation target being overshot. IHS Markit
nevertheless anticipates the chance of inflation rising
above its target is low, and forecasts that base rate
increases will not occur until after mid-2018. The
upcoming PMI output and input price indices, which
are closely watched by central banks, will provide
further insight into Polish inflationary pressures when
released on the 2™ October.

Poland inflation
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Outlook begins to darken

In summary, the IHS Markit Poland Manufacturing PMI
points towards slower but still robust GDP growth in
the third quarter of 2017. The labour market is set to
tighten further, albeit at a slower pace as
unemployment falls towards its natural rate. A resulting
lack of labour supply may provide upward pressure on
wages. Pay rate increases could spill over into
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inflation; though IHS Markit forecasts that the chance
of a significant rise in inflation currently remains limited,
though much will depend on how the rising supply
constraints feed through to consumer prices in coming
months.

In this respect, the next PMI results (due to be
released on 2™ October) provide updates to key
economic indicators such as price pressures, output
and employment. These numbers will signal whether
the Polish economy can regain momentum at the end
of the third quarter, or remain subdued.

Manufacturing PMI, 50 = no change on prior month (August 2017)
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Forthcoming economic data releases:
® September 19™: Industrial production (August)

B September 25" Unemployment rate (August)

® October 2" IHS Markit Poland Manufacturing PMI
(September)
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About the PMI

PMI — Purchasing Managers’ Index — surveys provide high frequency,
reliable economic indicators that give advance signals of trends in
comparable official economic data such as industrial output and
gross domestic product (GDP). The monthly surveys enable
companies to quickly report changes in output, new orders, exports,
employment, purchasing and other metrics that gauge business
performance, and the indicators calculated from the aggregated
survey results are published well in advance of comparable official
economic statistics. For this reason PMI data are closely watched by
financial markets, the media and policymakers for signals of
underlying economic performance, and often generate market
movements upon release.

IHS Markit produces PMI indicators for over 30 key advanced and
emerging economies worldwide, monitoring business conditions
across a wide range of sectors from manufacturing to services and
construction. The PMI survey for Poland’s manufacturing sector has
been conducted since June 1998.
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