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Economic recovery progresses at somewhat disappointing speed and with fears of ,,last mile” inflation
persistence. Our institutional and market forecasters consensus predicts CE economies to grow at 2.1%,
which appears below their potential, although Poland and Romania are to achieve decent growth at
2.9% and 2.8%, respectively. There appear signs of awakening in economic sentiment in Germany, but
its growth is likely to remain near zero this year. It appears, that only in 2025 more robust recovery is to
be expected, but still not much above the 3% in CE and 1% in Germany.

Risks to macroeconomic forecasts are concentrated around positive and negative inflation surprises,
geopolitical developments in Ukraine, Taiwan, and the Middle East, international trade fragmentation
due to tariffs and industrial policies, and uncertain growth prospects in China. Productivity gains from Al
adoption appear to be the clearest positive ,known unknown”, even though somewhat misty.

Additionally in this edition of our CE Economic Outlook, we take a closer look at risks to Poland’s long-
run economic growth — particularly as ageing populations generate fiscal and growth challenges.

Yours faithfully,

Julia Patorska

Partner

Leader of Economic Analysis Team
at Deloitte Poland
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Global Long-Term Economic Growth Slowdown
Risks to Poland
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World is undergoing a long-
term economic growth
slowdown

Since the global financial crisis,
forecasters have been lowering their
expectations for growth over the
medium term (IMF WEO, April 2024).
Sustainable GDP growth is key, as GDP
correlates with all indicators of human
flourishing from health and longevity,
through peace and democracy, to
higher ethical values like freedom and
tolerance (see an accessible review in
Pinker, 2018). Moreover, small changes
in long-term GDP growth rates have
very high impacts on the welfare of
future generations (Cowen, 2018). Due
to the compound nature of growth, a
drop from a 2.5% to 2.0% growth rate
would make future generations 1/3
poorer in 2100.
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IMF five-year-ahead real GDP growth rate projections
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Source: Deloitte own elaboration based on April 2024 IMF WEQO and previous editions. In-text citations from: Pinker, S. (2018). Enlightenment now: The case for
reason, science, humanism, and progress. Penguin UK, Cowen, T. (2018). Stubbom attachments: A vision for a society of free, prosperous, and responsible individuals.
Stripe Press.



European Commission and
OECD project Poland not to
fully catch-up with Germany
in the long-term

Currently GDP per capita of Poland in
relations to Germany is roughly 1/3 at
market exchange rates, while 2/3 at
purchasing power parities when
domestic price differences are
accounted for. These are projected to
grow by 2040 to roughly 50% and
90%, respectively. While PPPs are
useful for understanding the relative
welfare of different populations,
foreign goods like advanced machinery,
many inputs for the local industry, oil,
and many consumption goods still
must be purchased abroad at
international prices. Moreover, PPPs
are not forecasted, so the projected
GDP per capita at market exchange
rates and fixed PPPs are parallel.
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Poland’s GDP per capita relative to Germany projections
In fixed market exchange rates and fixed purchasing power parity terms, European Commission and OECD projections
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Source: Deloitte own elaboration based on OECD Economic Outlook No 114 - December 2023 - Long-term baseline projections; EC 2024 Ageing Report, April.



Recent World Bank report is
more optimistic with Poland
fully catching up to the USA
by 2100

While World Bank’s approach appears
simplified when compared to the
European Commission and OECD
growth projections, its results are
encouraging. World Bank’s Solow-Swan
model based on extrapolation of 2000-
2019 trends in ratios of public and
private investment to GDP, total factor
productivity, human capital, and labour
force participation rates, finds that
Poland could be an exemption among
other developing countries that
manages to hold on to above 3% GDP
per capita growth rates over the
2023-2100 period, achieving full
economic convergence to the United
States by the end of the century, even
despite falling population.
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GDP per capita at market exchange 2023-2100, annual growth rates and levels relative to the United States
Despite that growth slows down as countries approach the economic frontier (USA),
Poland achieves full economic convergence by 2100
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Source: World Bank World Development Report 2024 (based onthe World Bank’s Long Term Growth Model).



Fiscal pressures, primarily
due to ageing populations,
are growing in the OECD

According to the most recent OECD
projections, almost all OECD countries
would need to raise taxes to prevent
debt ratios from rising over time. In
Poland required tax increases are
expected to reach 9.2% GDP by 2060.
Most of these costs are due to pension
and healthcare expenditures in the
face of aging populations. This makes it
more difficult to finance other needed
issues, like energy transition. Higher
GDP growth would make these costs
easier to address, but it is depressed by
ageing as well. The projected pressures
could be addressed by various policies,
from boosting GDP growth, through
pension and healthcare reforms, to
rising taxes.
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Potential future tax increases required to keep public debt ratio at current level
Change in fiscal pressure between 2023 and 2060, % pts of potential GDP
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Source: Deloitte own elaboration based on OECD Economic Outlook No 114 - December 2023 - Long-term baseline projections.
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The four Asian Tigers took advantage of their demographic dividend to catch up with the West

Young population makes economic growth easier, not just due to growing labour inputs, but also in terms of lower ageing costs (pensions,
healthcare) and likely better productivity growth. This was the case in the four so-called Asian Tigers that experienced high growth rates
and caught up with the developed economies in late 20th century.

Working to non-working age population ratio growth and real GDP per capita growth
10-year moving average, 1951-2021
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Working-age defined as 15-64. Source: Deloitte own elaboration based on The Conference Board Total Economic Database (April 2023) and United Nations World Population Prospects 2022.
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Will the late-comers to economic convergence grow rich before they grow old?

Achieving high economic growth rates despite declining labour inputs is not impossible, however it makes it more difficult. Thus, question
for the countries that are currently undergoing economic convergence while already experiencing advanced ageing processes, is whether
they will manage to grow rich, before they grow old?

Working to non-working age population ratio growth and real GDP per capita growth
10-year moving average, 1951-2021

China Viet Nam Poland Bulgaria
9% 9% 9% 9%
7% 7% 7% 7%
5% 5% 5% 5%
3% 3% 3% 3%

1% N 1% 1% 1%
\
-1% -1% -1% -1%

-3% -3% -3% -3%
1960 1970 1980 1990 2000 2010 2020 1960 1970 1980 1990 2000 2010 2020 1960 1970 1980 1990 2000 2010 2020 1960 1970 1980 1990 2000 2010 2020

=G DP per capita real growth = \Working to non-working population ratio growth

Working-age defined as 15-64. Source: Deloitte own elaboration based on The Conference Board Total Economic Database (April 2023) and United Nations World Population Prospects 2022.
© 2024. Deloitte Poland



Ageing slows-down
economic growth in per
capita terms

After the 2007 global financial crisis,
economic growth has slowed down in
advanced economies, and large
differences between growth in per
working-age adult and per capita terms
emerged. Japan due to advanced
ageing, may serve as a predictor of
other countries near future. In Japan,
GDP per working-age adult 2008-2019
growth rate has been similar to the
ones in Germany and the USA (and
even higher), but much lower in per
capita terms — which is more
important for the welfare of the
general population.
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Advanced economies 1981-2007 and 2008-2019
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Source: Deloitte own elaboration based on Fernandez-Villaverde, J., Ventura, G., & Yao, W. (2024). The Wealth of Working Nations, Working Paper, April 3, 2024.
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In projections for Poland labour input falls, capital-to-GDP ratio is uncertain, and productivity slows
It is far from certain, that Poland will continue to exhibit high economic growth rates it has experienced in the past 30 years.

Poland is projected to experience decreasing labour inputs, stable or improving capital to GDP ratio, and falling productivity growth as it catches up to the technological frontier
According to long-run OECD and European Commission projections
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Note: European Commission data until 2022 is not corrected for the short-term business cycle variations.
Source: Deloitte own elaboration based on OECD Economic Outlook No 114 - December 2023 - Long-term baseline projections; EC 2024 Ageing Report, April; and EC Autumn 2023 Economic Forecast.
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IMF on medium-term global
GDP impacts of Al adoption
and trade fragmentation

According to IMF’s estimates,
economic fragmentation reducing
capital and knowledge flows is the
greatest threat to medium-term
global economic growth, that could
even cancel-out gains from Al
adoption (IMF WEO, April 2024).
Poland is a small open economy that
benefitted immensely from
globalization, with trade rising from

44% GDP in 1995 to 122% GDP in 2022.

At the same time, Al adoption is likely
to boost growth mainly in advanced
economies, thus slowing Poland’s
economic convergence to Western
Europe (though still increasing its’
economic growth).

© 2024. Deloitte Poland

IMF estimates of impact of various factors on global medium-term economic growth, Deloitte commentary for Poland
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CE exhibits a much better growth performance since the pandemic than Germany

In terms of real GDP, CE economies in the aggregate have grown 9% relative to 2019 average, with Croatia (17%), Poland (12%), and Bulgaria (10%) leading the
way, while Germany has lagged below all CE economies at just 0.5% above the 2019 level. There is much heterogeneity however, as Estonia (1.4%) and Czechia
(1.6%) performed similarly to Germany. Globally, CE has grown similarly to the United States (10%), which is good compared to other advanced economies like
Canada (6%), France (3%), Italy (4%), Japan (1%), or the UK (2%), but also means that CE has not been converging to the US productivity level. Also, it’s growth

was quite flat since Q1 2022.

Real Gross Domestic Product in CE and selected advanced economies

Real Gross Domestic Product in CE and Germany
100 = 2019 average, calendar and seasonally adjusted

100 = 2019 average, calendar and seasonally adjusted
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Source: Deloitte own elaboration based on Eurostat (for EU countries) and OECD (for non-EU countries, prices based on chain linked volumes) data. Note that Poland is also included in the CE aggregate.
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Disappointing growth rebound

At least a mild growth rebound was widely expected in 2024, but so far it remains quite slow amidst slow growth in Germany and Western Europe. Most CE
economies will achieve a decent growth between 2% and 3% in 2024, which however still below their potential while Estonia and Czechia are performing
significantly worse. A simple average yields predicted GDP growth in CE of 2.1% (with -0.1% in Estonia and +3.3% in Croatia) and just 0.3% in Germany. So far
forecasts for 2025 are not much more optimistic with average CE growth at 2.9% and in Germany at 1.2%. CE growth averages have not changed from the
Spring consensus, however forecasters have increased expectations for Croatia, while lowered them for Estonia and Lithuania for 2024.

Forecast consensus real GDP growth rate
Bars represent minimum and maximum forecasts with a median forecast line in the middle.

This illustrates the degree of forecaster uncertainty about economic prospects. M 2024 M 2025
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Source: Deloitte own elaboration based on Allianz, BusinessEurope, Economist Intelligence Unit, Erste Group, ifo, IHS, IMF, ING, KBC, S&P, Scope, SocieteGenerale, UniCredit, WIIW, and World Bank forecasts from June to mid-July 2024. 4-14 forecasts per country-year 2024 and
2025 (median 8). Not enough recent forecasts for 2026 to average a Consensus.
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The last mile of disinflation problem in CE?

In 2024 average inflation in CE economies is expected to be at 3.2% (from 1.6% in Lithuania to 5.6% in Romania), and 3.0% in 2025 (from 2.2% in Latvia to
4.1% in Poland). As is visible from the min-max ranges, averages obfuscate considerate heterogeneity. While in Czechia, Latvia, and Lithuania inflation rate is
expected below 2.5% in 2024, it remains at 4% or above in Poland, Hungary, and Romania. This outlook is not expected to change much in 2025, apart from
Estonia joining the low-inflation countries. Even though average expected inflation for CE in 2024 was lowered by 0.5pp, the problem of the ,last mile”,
decreasing inflation rates to target in Hungary, Poland, and Romania remains real. In Germany, inflation is already low, but so is economic growth.

Forecast consensus inflation rate (yearly average)
Bars represent minimum and maximum forecasts with a median forecast line in the middle.
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Source: Deloitte own elaboration based on Allianz, Economist Intelligence Unit, ErsteGroup, ifo, ING, KBC, Scope, Societe Generale, S&P, UniCredit, WIIW forecasts from June to mid-July 2024. 5-8 forecasts per country-year 2023 and 2024 (median 6), 5-8 forecasts per country-

year 2025 (median 6).
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CE currencies remain relatively strong Forecast consensus EUR exchange rate (yearly average)

100 = 2023 average, values above 100 indicate strengthening of a national currency
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CE currencies have slightly strengthened since the Spring consensus,
. . . . 11
however uncertainty bands around Polish and Hungarian currencies °
remain wide, as high inflation rates in these countries add additional
uncertainty. The Romanian currency is stable despite high inflation due 110
to its more controlled currency regime, described as manager float by
its central bank or a crawl-like arrangement by the IMF. 105
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Source: Deloitte own elaboration based on Economist Intelligence Unit, ErsteGroup, ING, KBC, Societe Generale, S&P, UniCredit.
Forecasts from June to mid-July 2024. 6 forecasts per country for 2024, and 5 forecasts per country for 2025.
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German awakening? After 1.5 years of
economic divergence between Poland and
Germany, Germany seems to be exiting the
contractionary territory

Since a year and half European Commissions Economic Sentiment
Indicator (ESI, composite of industry, construction, services, retail trade,
and consumer confidence — balances between positive

and negative answers from firms and consumers) for Poland and
Germany has been diverging — sentiment was improving in Poland,
while worsening in Germany. Today seemingly Germany is finally
transitioning from contractionary territory into an upswing.

Poland has transitioned from an economic upswing to expansion about
a year ago, leaving analysts wondering whether it would last, as
Germany remained in a seemingly worsening contraction, not much
above the level from the time of COVID-19. Now it seems, that it is
Germany that is overcoming its economic problems.

ESI needs to be treated with caution due to their poor reliability
during times of uncertainty, as well as the smoothing of the readings
and lower dependability at ends of time series.

© 2024. Deloitte Poland

Economic sentiment indicator tracer for Poland and Germany
March 2020 - June 2024
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The chart displays the European Commission’s economic sentimentindicator (ESI), which is a composite of five sectoral indicators
for industry (weight 40 %), services (30 %), consumers (20 %), retail (5 %) and construction (5 %). Balances are constructed

as the difference between the percentages of respondents giving positive and negative replies. Economic sentiment indicator

in the tracer graph has been smoothed with the Hodrick Prescott filter to eliminate fluctuations shorter than 18 months.

This is a standard procedure taken by DG ECFIN (2022), but the HP filter may be unreliable at ends of the sample.

Source: Deloitte own elaboration based on European Commission data, and methodology as published in 18
DG ECFIN (2023), European Business Cycle Indicators: 1st Quarter 2023. Technical Paper 063, April.



Sentiment in Germany seems to be turning

While in the previous Economic Outlook all components of the
European Commission's Economic Sentiment Indicator (ESI) have
improved in Poland and worsened in Germany, now some indicators
are also improving in Germany relative to 1 year ago, namely
consumer confidence, retail trade, and services.

ESI contrasts between Poland and Germany the most in terms of the
sentiment in construction, but there continues to be quite significant
divergence in consumer confidence and industry as well. That said,
consumer confidence in Germany is catching up, as it is currently the
strongest ESI component there. The most similar between both
countries is the sentiment in services, which in both economies is above
the March 2020 — May 2024 average.

© 2024. Deloitte Poland

Economic sentiment and components in Poland and Germany
June 2024, 100 = average value for the period from March 2020 to June 2024
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The chart displays the European Commission’s economicsentimentindicator (ESI), which is a composite of five sectoral indicators
for industry (weight 40 %), services (30 %), consumers (20 %), retail (5 %) and construction (5 %), as well as its constituent parts.

Source: Deloitte own elaboration based on European Commission data, and methodology as outlined in DG ECFIN (2023), European
Business Cycle Indicators: 1st Quarter 2023. Technical Paper 063, April.



Economic forecast uncertainties in Poland for 2024

Macroeconomic risk factors for 2024 continue to be tilted to the downside, as most are likely to cause a GDP growth slowdown.

Risk factors in 2024 and their short-term impacts

Factor

Macroeconomic impact

Most affected sectors

GDP growth Inflation PLN exchange
Continued inflation in US, EU, and Poland for longer than expected could delay % -\ Tradable-goods industries (manufacturing), Construction,
policy rate cuts, impact of energy costs in Poland remains uncertain Finance
Disinflation in US, EU, and Poland faster than expected fall in inflation could M Tradable-goods industries (manufacturing), Construction,
pave the way for sooner policy rate cuts, and ease strain on public finance Finance
Al increasing productivity growth, however direction of effects on labour M M As a general purpose technology, Al should in principle
demand or economic convergence are so far unknown raise productivity in all industries
Al falling short of expectations, innovations are notoriously difficult to price PN PN PN IT industry
and can result in malinvestment before they are ready (e.g., dotcom bubble)
Economic crisis in China related to its real estate sector could cause a PN P PN Tradable-goods industries (manufacturing)
slowdown in export-oriented Germany and thus CE
Trade protectionism in the form of higher tariffs or industrial subsidies would P PN Tradable-goods industries (manufacturing)
lower efficiency of global value chains and cause further inflation
Escalation of conflicts in Ukraine, Taiwan, or the Middle East, with the - PN FMCG (increase with refugee inflows), foreign direct

Russian war causing more uncertainty, refugee inflows, and fiscal strain

investment (decrease with uncertainty)

Source: Deloitte own elaboration
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Economic Analysis Team at Deloitte

If our material caught your interest, we offer regular economic outlooks, including dedicated for specific markets and sectors,
C-level meetings on the current macroeconomic trends, and workshops devoted to specific economic issues affecting company’s
activities (e.g., labour market and demography). In addition to that, we specialize in the following services:

O 1 Economic foresight and macroeconomic
and sectoral forecasts, scenario analyses

O 2 Analyses of the impact of incoming regulations
e and other phenomena exert on the economy
/ Apart from

macroeconomic ‘ Economic analyses regarding
eXpeft'Ser we Offer \ ] environment and sustainability
a wide portfolio
of services

04 Macroeconomic assumptions
@ for budgeting process

‘ } Microeconomic analyses for the needs of disputes
with other companies or authorities
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Economic Analysis Team at Deloitte
Feel free to contact our team of economists.

Julia Patorska

Partner
ipatorska@deloittece.com

Aleksander taszek, PhD

Senior Manager
alaszek@deloittece.com

Rafat Trzeciakowski, PhD
Senior Economist

rtrzeciakowski@deloittece.com
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