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A Concluding Statement describes the preliminamglifigs of IMF staff at the end of an
official staff visit (or ‘mission’), in most casés a member country. Missions are undertaken
as part of regular (usually annual) consultatiomdauArticle 1V of the IMF's Articles of
Agreement, in the context of a request to use IB#ources (borrow from the IMF), as part
of discussions of staff monitored programs, oras$ @f other staff monitoring of economic
developments.

The authorities have consented to the publicatfdhis statement. The views expressed in
this statement are those of the IMF staff and danecessarily represent the views of the
IMF’s Executive Board. This mission will not resuita Board discussion.

Republic of Poland: Concluding Statement of an IMFStaff Visit
10/30/2014

Growth is losing momentum and inflation is at higtdows. Following a temporary slowdown, a
gradual strengthening of economic activity showddume, supported by Poland’s strong economic
fundamentals and polices. However, the outlookosded by external downside risks. Policies
should focus on safeguarding economic stability gmoavth. This would require bringing inflation
back to target, completing fiscal consolidationdaxpediting financial sector reforms.

1. The pace of the recovery is leveling off alongsidery low inflation. Growth is
decelerating amid the slowdown in the euro areaaaivdrse confidence effects from geopolitical
tensions. Inflationary pressures remain weak, céflg low imported inflation and second-round
effects on core inflation from low food and enepyices. Meanwhile, credit and labor market
conditions have improved, and the financial seaorains in good health. The outlook is for a
temporary slowdown followed by a gradual strengihgmf economic activity, supported by
domestic demand. We project growth around 3 pelioe2d14 and 2015. On current policies,
inflation is expected to enter the official targpeind by end-2015, albeit with downside risks.

2. External downside risks remain elevatedA protracted period of slower growth in the euro
area or a generalized slowdown in emerging masketsgd have large effects on Poland via trade and
confidence channels. Other risks include contirgesmpolitical tensions surrounding Russia/Ukraine
and a stronger-than-expected market reaction tadhmalization of monetary policy in the US.
Poland has remained resilient in the face of relbeuts of financial turbulence, reflecting its stgo
fundamentals and sound policy frameworks. The BlexCredit Line arrangement with the IMF also
helps mitigate external riskBolicies should focus on safeguarding economidlgtaénd growth.

3. Additional monetary easing might be needed to bringnflation back to target. Recent
policy interest rate cuts are welcome. Yet, dowasigks to inflation persist amid slowing activity
and disinflation in the euro area and unresolvexpgktical tensions surrounding Russia/Ukraine.
Inflation expectations have been drifting down. Mttie output gap still open and growth losing
momentum, further monetary easing would be neddatlation expectations continue to decline or
if economic activity is projected to slow down fuet. Meanwhile, high interest-rate differentialshwi
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the euro area and emerging market peers and cedtimonetary policy easing in the euro area afford
space for further policy interest rate cuts.

4, Moderate reserve accumulation would strengthen Polad’s resilience to external shocks.
The foreign exchange reserves are broadly adeddateever, over the medium term and as
monetary and external conditions allow, a moddvatielup of reserves would help safeguard against
still-elevated external risks.

5. Fiscal consolidation should continue while allowingqutomatic stabilizers to operateThe
deficit is projected to narrow to about 3% peradBDP in 2014 and further to about 2% percent of
GDP in 2015. Public debt is expected to declinenfemme 55% percent of GDP at end-2013 to
around 48% percent of GDP at end-2014, mainlyraswt of a one-off impact of the recent pension
system changes. If economic activity slows furthetpmatic stabilizers should be allowed to work
around ongoing policy measures. Over the medium,tadditional consolidation of about 1 percent
of GDP would be needed to attain the authoritiestimm-term objective and put public debt on a
firm downward path. Strict enforcement of the raleimtroduced expenditure rule should help
ensure that fiscal policy remains prudent.

6. Expediting key financial sector reforms would buttress financial stability. Poland’s

banking system has remained well capitalized, faol¢, and resilient to shocks, as confirmed by the
recent asset quality review and stress tests coediby the Polish Financial Supervision Authority
(KNF). Reliance on parent bank funding has decliaed nonperforming loans (NPL) have started to
edge down, although further work to address legdltax-related obstacles to NPL resolution is
needed. Timely and effective implementation of mpoundential and bank resolution frameworks
should be a top priority. Restructuring of the weakt small, credit union segment should be
completed.

We thank the authorities and other interlocutorsdandid and constructive discussions during this
visit.



