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o Non-Residents continue to decrease their exposure to 0 o

CETEs. During the first week of September 2017, Jan-17  Febd7 Mar-l7 Apr-l7  May-17 Jurl7  Aug-l7
foreigners sold 7.4bn MXN worth of CETES, decreasing
their market share to 24.4% from 25.6%.

Source: Banxico, Santander.

o Finally, holdings of UDIBONOS increased by
approximately 2.1bn MXN, with Non-Residents holding
5.8% of the amount outstanding.

e Year-to-date, Non-Resident holdings have increased 1.2bn
MXN, on the back of the 80.2n MXN increase in
MBONOS and 14.5bn MXN and 64.5bn MXN decline in
UDIBONOS and CETEs, respectively.
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Primary Deficit Reached ARS24.6 Billion in August

Sergio Galvan*, Rodrigo Park*, Martin Mansur*, Cristian Cancela*
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sgalvan@santanderrio.com.ar

The federal government published the fiscal accounts for August, which showed a primary deficit of ARS24.651 million.
The deficit declined 30.4% y/y compared to the same month of 2016, representing a 44% fall in real terms. This drop was
explained by the acceleration of the inflation-adjusted public revenue growth, which reached 5.2% annually last month, up from
2.4% yly to July, coupled with the expenditures deceleration to 17.4% y/y (-5.3% yl/y in real terms). The growth gap between
income and expenditures was the highest in the last 30 months.

On the revenue side, in a context of economic growth improvement, VAT, income tax, and credit and debit tax collection
expanded by 4%, 7% and 8% in real terms annually during August. In the case of expenditures, public wages decelerated in
nominal terms (to 18% y/y from 32% year to July) and a slowdown in capital expenditures (+2% y/y from 35.4% y/y to July).
On the other hand, economic subsidies (the key target to adjust public expenditures) plummeted 30% annually in August.

With these numbers, in the first eight months of 2017, revenue and expenditures expanded by 31.3% and 28.2% vyly,
respectively, reaching a primary deficit of 2% of the GDP.

Taking into account that 40% of the primary deficit is typically accounted for during the 4Q (with expenditures
increasing seasonally in October-December), we expect that the government will accomplish its primary deficit target of
4.2% of GDP this year. In fact, we think that it has a comfortable position to meet this target, given that we are currently
estimating that the deficit could be up to ARS31 bn lower than previously thought. That is, the government could have leeway
to increase expenditures by that amount, and nevertheless be able to comply with the 4.2% of GDP threshold.

Government would reach its 2017 primary target
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August Acceleration of Economic Activity

Grzegorz Ogonek*
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Industrial output growth accelerated to 8.8% y/y from 6.2% yly, and, this time, this figure was not distorted by the number
of working days. After seasonal adjustment, output rose 8.1% y/y vs 6.7% in July, which is the highest since December 2011.
Output in manufacturing rose at a solid pace of 8.6% y/y despite the high base effect, which reinforces the impression that this
was not just a one-off.

Construction output was slightly weaker than expected but no doubt a reading of 23.5% y/y could still be called quite strong and
it does not put into question the assumed rebound of investments in 3Q.

Before this data release, we wrote that although this year it was more convenient to go on vacation utilizing the August 15
public holiday than in 2016, but taking the effective working time, this August was only marginally shorter. We were expecting
a robust economic performance and the stat office data confirmed our hypothesis. Following the surprisingly strong release, our
estimates of the value-added side of national accounts point to 4.2% y/y GDP growth in 3Q.

Retail sales grew 6.9% y/y in real terms, which is a similar result to what we have seen in 1H17, yet better than in June and
July. We can see solid 4-17% yly growth of sales across the categories. Despite strong demand, the price pressure on goods
remained limited as the prices of the vast majority of categories changed between -6.2% y/y and 0.0% y/y, except for fuel and
food prices (+4.3% y/y and +3.8% yly, respectively). This suggests that private consumption growth could stay around 5%
in 3Q, being supported by strengthening wage pressure and the high pace of employment.

PPI inflation rose 3% y/y in August vs 2.2% y/y in July on higher commodity prices. Both pressure from the rising price of
food and fuel in retail sales together with price pressure reflected in PPI should work toward higher inflation in Poland in the
months to come. However, the pace of this process will not be high enough to trigger an MPC reaction. In general, we think that
this bullish set of real data should not prevent Council members from suggesting that rates could remain unchanged at least until
the end of 2018.

Surprisingly strong level of real activity in August (% yly) Retail sales keep the pace (%y/y)

25 = retail sales nominal terms

— retail sales, constant prices
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Source: Stat office, BZ WBK.

Fixed Income & Economics Daily, September 20, 2017 3



R

CONTACTS / IMPORTANT DISCLOSURES

Macro Research

Maciej Reluga* Head Macro, Rates & FX Strategy — CEE maciej.reluga@bzwbk.pl 48-22-534-1888
Sergio Galvan* Economist — Argentina sgalvan@santanderrio.com.ar 54-11-4341-1728
Mauricio Molan* Economist — Brazil mmolan@santander.com.br 5511-3012-5724
Juan Pablo Cabrera* Economist — Chile jcabrera@santander.cl 562-2320-3778
Diana Ayala Economist - Colombia diana.ayala@santander.us 212-350-0979
David Franco* Economist — Mexico dafranco@santander.com.mx 5255 5269-1932
Tatiana Pinheiro* Economist — Peru tatiana.pinheiro@santander.com.br 5511-3012-5179
Piotr Bielski* Economist — Poland piotr.bielski@bzwbk.pl 48-22-534-1888

Marcela Bension* Economist — Urugua mbension@santander.com.u 5982-1747-5537

Fixed Income Research

Diana Ayala Macro, Rates & FX Strategy — Latin America diana.ayala@santander.us 212-407-0979
Juan Pablo Cabrera* Chief Rates & FX Strategist — Chile jcabrera@santander.cl 562-2320-3778
Aaron Holsberg Head of Credit Research aholsberg@santander.us 212-407-0978

Equity Research

Christian Audi Head LatAm Equity Research caudi@santander.us 212-350-3991
Andres Soto Head, Andean asoto@santander.us 212-407-0976
Walter Chiarvesio* Head, Argentina wchiarvesio@santanderrio.com.ar 5411-4341-1564
Valder Nogueira* Head, Brazil jvalder@santander.com.br 5511-3012-5747
Pedro Balcao Reis* Head, Mexico pbalcao@santander.com.mx 5255-5269-2264
Electronic Media

Bloomberg SIEQ <GO>

Reuters Pages SISEMA through SISEMZ

This report has been prepared by Santander Investment Securities Inc. ("SIS"; SIS is a subsidiary of Santander Holdings USA, Inc.
which is wholly owned by Banco Santander, S.A. "Santander"), on behalf of itself and its affiliates (collectively, Grupo Santander) and is
provided for information purposes only. This document must not be considered as an offer to sell or a solicitation of an offer to buy any
relevant securities (i.e., securities mentioned herein or of the same issuer and/or options, warrants, or rights with respect to or interests
in any such securities). Any decision by the recipient to buy or to sell should be based on publicly available information on the related
security and, where appropriate, should take into account the content of the related prospectus filed with and available from the entity
governing the related market and the company issuing the security. This report is issued in Spain by Santander Investment Bolsa,
Sociedad de Valores, S.A. (“Santander Investment Bolsa”), and in the United Kingdom by Banco Santander, S.A., London Branch.
Santander London is authorized by the Bank of Spain. This report is not being issued to private customers. SIS, Santander London and
Santander Investment Bolsa are members of Grupo Santander.

ANALYST CERTIFICATION: The following analysts hereby certify that their views about the companies and their securities discussed
in this report are accurately expressed, that their recommendations reflect solely and exclusively their personal opinions, and that such
opinions were prepared in an independent and autonomous manner, including as regards the institution to which they are linked, and
that they have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or
views in this report, since their compensation and the compensation system applying to Grupo Santander and any of its affiliates is not
pegged to the pricing of any of the securities issued by the companies evaluated in the report, or to the income arising from the
businesses and financial transactions carried out by Grupo Santander and any of its affiliates: Diana Ayala, Grzegorz Ogonek*, Sergio
Galvan*, Rodrigo Park*, Martin Mansur*, Cristian Cancela*.

*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 2242 and
Incorporated NYSE Rule 472 restrictions on communications with a subject company, public appearances, and trading securities held
by a research analyst account.

The information contained herein has been compiled from sources believed to be reliable, but, although all reasonable care has been
taken to ensure that the information contained herein is not untrue or misleading, we make no representation that it is accurate or
complete and it should not be relied upon as such. All opinions and estimates included herein constitute our judgment as at the date of
this report and are subject to change without notice.

Any U.S. 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 discussed herein should contact and place orders in the United States with SIS, which, without in
any way limiting the foregoing, accepts responsibility (solely for purposes of and within the meaning of Rule 15a-6 under the U.S.
Securities Exchange Act of 1934) for this report and its dissemination in the United States.

© 2017 by Santander Investment Securities Inc. All Rights Reserved.

S

Fixed Income & Economics Daily, September 20, 2017



	FX & RATES STRATEGY RESEARCH
	LATAM ECONOMICS
	CEE ECONOMICS
	contacts / IMPORTANT DISCLOSURES

