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V. Streamlined 2024 Systematic Country Diagnostic Update for Poland'®

This document is provided for reference as a summary of the 2024 Update of Poland's Systematic Country
Diagnostic (originally published in 2017). Most data referenced in the report dates from 2021-2022, with
selected 2023 figures on energy. Some indicators, such as air pollution costs (2016) and R&D investment
peaks (2019), reflect older reference years.

1. Progress Since 2017 and Emerging Trends

The Systematic Country Diagnostic (SCD) Update examines challenges and risks to Poland’s inclusive
and sustainable growth model, assessing progress since the last SCD in 2017. The initial SCD (SCD-1)
highlighted Poland's need for a revised strategy to sustain rapid, inclusive growth, focusing on a strategic,
effective, and accountable state. Key challenges included rapid aging, institutions facing capacity
challenges, regional disparities, external vulnerabilities, technological impacts on labor, and resource
pressures. SCD-1 proposed three pathways: boosting productivity, enhancing inclusion, and ensuring
sustainability, with nine priority policy areas. Progress in these areas has been mixed, with some
advancements, limited progress, or reversals, and new challenges emerging. The SCD Update revises these
priority areas to address current challenges and opportunities for Poland's continued growth.

1.1 Economic Growth Has Been Resilient, but Full Income Convergence Requires Overcoming
Structural Challenges

Since 2017, Poland has demonstrated resilient economic growth despite facing significant external
shocks, including the COVID-19 pandemic and Russia’s invasion of Ukraine. The pandemic led to a mild
recession in 2020 (-2 percent), Poland’s first since 1991, but the country recovered quickly. The invasion
introduced new challenges, such as energy price shocks, increased inflation, and an influx of displaced
persons. Still, between 2016 and 2022, Poland maintained an average gross domestic product (GDP)
growth rate of 4.1 percent, surpassing its estimated potential growth of 3.5 percent and improving on the
3.1 percent average of 2010-2015. Growth was mainly driven by private consumption, followed by
investment and government spending, underpinned by a diversified economy and macroeconomic
stability supported by European Union (EU) governance frameworks.

However, fiscal pressures have mounted since 2020 due to pandemic-related support measures, the
energy crisis, and defense spending. Budget deficits have averaged more than 3.5 percent of GDP, and
public debt is projected to remain above pre-COVID levels, stabilizing around 50 percent of GDP. Reforms
to the personal income tax system have further reduced revenue by about 1 percent of GDP in 2022
2023. Spending pressures are also elevated by continued support to Ukrainian refugees, high inflation,
and rising interest payments. Inflation surged to 14.4 percent in 2022, up from 5.1 percent in 2021 and
well above the previous decade’s average of 1.8 percent. Although disinflation is in progress, inflation is
expected to stay above the target range (2.5 percent +1 percent) until at least 2025. Rising living costs
have eroded real incomes, with vulnerable groups affected most, even though government measures
have softened the blow, especially in terms of energy costs.

A persistent challenge is Poland’s low level of private investment, which remains below the EU average.
In 2022, over half of investment went into physical infrastructure, while less than 10 percent was directed
toward intangible assets like research and development (R&D) and intellectual property. This limits the
country's ability to move up the value chain. Technology adoption among businesses also lags EU average,

10 poland - Systematic Country Diagnostic Update: Reaching the Last Mile of Convergence; June 2024.
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particularly among small and medium-sized enterprise (SMEs). Despite Poland's progress, income
convergence with the EU average remains incomplete. As of the latest data, Poland’s GDP per capita at
purchasing power standards reached 80 percent of the EU-27 average but is still only about one-third of
the EU-15 average. Regional disparities persist, and while poverty fell significantly from 36 percent in 2005
to 13 percent in 2017, progress has stalled since then

1.2 Advancing Inclusion Requires Greater Emphasis on Labor Market Integration, a Dynamically
Progressive Fiscal System, and Containing Spatial Disparities

Although Poland achieved remarkable success in reducing poverty and inequality during the 2000s and
early 2010s, progress has slowed since 2017. From 2004 to 2016, extreme poverty fell from 12 percent
to 4.9 percent, but since 2017, poverty rates have stagnated between 4.2 percent and 5.4 percent.
Inflation has led to a decline in real wages, despite government subsidies for energy and food aimed at
supporting lower-income households. Income inequality has risen, with the Gini coefficient increasing
since its low in 2017, indicating a widening income gap. Adjusted studies show a growing concentration
of wealth among the top 10 percent, although all income groups have experienced growth.

Labor market participation remains uneven across demographic groups. Female labor force
participation, while rising, stood at 63.6 percent in 2022 —significantly below the EU average of 69
percent. Moreover, the availability of childcare for children under the age of 3 remains low, with only 16
percent enrolled in formal care in 2020, compared to the EU average of 35 percent. Elderly workers also
face challenges: the employment rate for those aged 55—64 was 52.4 percent in 2022, behind the EU
average of 61 percent.

Spatial disparities further complicate inclusive growth. Economic activity is heavily concentrated in a few
urban centers, with regions such as Masovia (home to Warsaw) outperforming others. Western regions
generally enjoy higher GDP per capita, better employment opportunities, and superior infrastructure
compared to eastern regions. The GDP per capita in Masovia is 160 percent of the national average, while
it is only 60—70 percent in regions like Podkarpackie and Swietokrzyskie (2022). Access to quality public
services, including healthcare and education, is also uneven.

Poland’s poorest populations, concentrated in rural areas and some regions, are increasingly
characterized by social vulnerabilities, low labor market participation, and high environmental risks.
While substantial resources are allocated to social protection, the coverage and adequacy of minimum-
income programs has declined in the past decade.'* This is due to deteriorated income thresholds relative
to average wages, reducing the ability of current benefit mechanisms to support resilience of economically
and socially vulnerable households, including the energy poor. Among people most at risk of poverty are
those living on social benefits, particularly smaller farmers and those living in rural areas. The risk of
poverty has also been rising among elderly individuals, with the number of people aged 65-plus at risk of
poverty tripling between 2005 and 2020.

1.3 Emerging Trends Expected to Shape Poland’s Development Trajectory

One of the most significant global challenges Poland faces is the rise of trade fragmentation and
protectionism. Since the COVID-19 pandemic, global value chains have been reconfigured, and higher
trade barriers have emerged. These shifts present both opportunities and risks. While industries like car
parts, transportation, and furniture could benefit, disruptions to input supplies and increased costs
threaten others. Still, trade has played a vital role in job creation: between 1995 and 2018, jobs sustained
by exports rose from 19 percent to over 34 percent of total employment. A 10 percent increase in exports
is associated with a 1.8 percent increase in employment and a 5.2 percent rise in real income in Poland.

1 Minimum income programs refer to the social assistance benefits covered under the Polish Law of Social Assistance.
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Moreover, digitally delivered services—mostly business-to-business—are now the fastest-growing
segment of global trade, expanding at 8.1 percent annually between 2005 and 2022. These trends point
to services offshoring as a new frontier for globalization, though their long-term effects may be reshaped
by artificial intelligence.

Technological change is also transforming labor demand in Poland. The COVID-19 pandemic accelerated
the need for digital capabilities across multiple sectors. Poland ranks 14th out of 60 countries on the
Kearney Global Services Location Index, buoyed by recent improvements in financial attractiveness and
start-up activity (2021). Major tech companies such as Google, Intel, and Microsoft are investing in
Poland’s digital and cloud infrastructure. However, Poland remains behind the EU-27 average in both the
adoption of robotics and in digital skills among its population. The country also has a relatively low share
of information and communications technology (ICT) specialists in the workforce. These gaps could limit
the benefits of digital transformation unless addressed through focused upskilling and inclusion efforts—
particularly for vulnerable populations.

Meanwhile, demographic trends are creating headwinds for long-term growth. Although Poland is still
among the youngest EU countries, it is aging rapidly due to low fertility rates and the emigration of
younger workers. The working-age population peaked in the early 2010s and will continue to decline. By
2050, Poland will have one of the highest shares of elderly people in the EU. This demographic shift places
pressure on public spending, especially in pensions, healthcare, and long-term care. Moreover, regional
disparities in aging—faster in cities and slower in suburban areas—demand a rethink in how public
services and infrastructure are distributed. Despite higher immigration flows, labor shortages persist. This
tight labor market, combined with aging, highlights the urgency of increasing workforce participation and
extending working lives.

Climate change represents another major challenge, especially as Poland seeks to align with EU climate
goals. Although the carbon and energy intensity of Poland’s GDP has declined, the country remains the
second most emissions-intensive economy in the EU, after Bulgaria, and the second largest absolute
emitter, following Germany. Fossil fuels still account for 85 percent of total energy supply (2022). Under
the EU’s Fit-for-55 package, Poland has committed to increasing its share of renewable energy to 23
percent by 2030 and 51 percent by 2040—ambitious targets considering that renewables accounted for
only 18 percent of electricity generation in 2021. The urgency for the energy transition has increased due
to recent energy shocks. In 2022-2023, Poland responded with measures such as fuel switching, import
diversification, and energy efficiency improvements. Yet the country still needs to invest more in climate
adaptation. Poland has seen a temperature increase of over 2°C in the past decade—higher than the
global average. Rising risks from droughts, floods, and heat stress threaten agriculture, forestry, and
infrastructure, with insufficient resilience planning in place.

Finally, strong institutions are essential for implementing the reforms needed to address the above
challenges. Poland’s performance on governance indicators has declined between the mid-2010s and
2022. Between 2017 and 2021, subnational governance also weakened, and Poland fell from being one of
the top performers in EU policy consultations in 2014 to one of the bottom three by 2022. The quality of
regulatory impact assessments and public consultation has suffered due to legislative fast-tracking and
minimal civic engagement. Trust in national government institutions is below the EU-27 average, while
trust in EU institutions has increased (2021). This divergence poses risks for public buy-in and cooperation,
especially on policies related to clean energy, labor market reforms, and demographic challenges.

2. Innovation and Private Sector Investment for Sustained Economic Competitiveness and Income
Growth

2.1 Boosting Productivity Requires Innovation and Faster Technology Adoption
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Poland's productivity increases have mostly been driven by firms becoming more efficient; this channel
also holds significant potential for faster technology adoption and upgrading. After stagnating between
2012 and 2015, productivity growth accelerated until 2018 in both manufacturing and services, driven by
firm-level efficiency improvements such as innovation, improved managerial capabilities, and adopting
more efficient technologies. Basic within-firm technological upgrading could allow Poland to boost
productivity growth significantly going forward. Poland lags behind the OECD average in the diffusion of
ICT tools and activities, including big data, e-sales, cloud computing, e-purchases, and social media. If the
bottom 25 percent of firms could adopt the level of technology of the median firm, labor productivity
would increase by an additional 1 percentage point. Technological upgrade solutions are readily available
and are not excessively costly.

Firms need to increase their innovative capacity and invest in R&D. Poland should renew its R&D
investment efforts. R&D investment had quadrupled in the decade prior to the COVID-19 pandemic from
a very low base — reaching the 2 percent of GDP target in 2019 and closing the gap with the EU country
average. Higher R&D spending is linked to digitalization and technological innovation, and digitalization
can foster technology adoption by smaller firms and lagging regions. More than half of investments were
in buildings and infrastructure, with less than 10 percent in intangible assets, such as R&D and intellectual
property, restricting advancement up the value chain and into the industries of the future.?

Poland could also improve productivity and resilience by digitalizing faster. There is a positive impact on
multi-factor productivity at the firm level in Poland from digital adoption. The country still has scope for
further progress in digitalization, ranking 24th out of the 27 Member States on the digital economy and
society index (DESI) in 2022. Addressing the shortage of ICT specialists could remove one of the barriers
to businesses adopting digital technologies, especially among SMEs. Increasing awareness among
entrepreneurs, addressing behavioral biases, and boosting managerial capabilities would remove some of
the other key barriers.

Digital services could become a driving sector for higher-productivity job creation. Global demand for
digital services across sectors is growing fast, not only in telecom and high-tech industries, but also in
diverse sectors such as agriculture, energy, health, and manufacturing. The connected services which are
critical to competitiveness and supply chains — financial services, ICT, transport and logistics, and business
and professional services — are also spearheading digital innovation, and have seen substantial job growth.
They are key to competitiveness as they provide efficient payment solutions, digital and physical
connectivity, and cutting-edge business expertise.

2.2 The Low-Carbon Transition Will Further Shape and Incentivize Technological Change and
Productivity

The low-carbon transition presents an opportunity to drive technological change and innovation,
reshaping skills and behaviors. This transition could pose challenges in the labor market but also has the
potential to boost productivity. Achieving the green transition will require several key elements: the skills
necessary for R&D, innovation and product redesign to adapt consumption, and a labor market capable
of responding to technological change through upskilling and reskilling.

From the perspective of firms, the higher cost of polluting, brought about by the EU Emissions Trading
System and policies to limit waste, will impact production processes, product design, and technology
choices. These effects are expected to be more pronounced in Poland than the EU average, as is the long-
run recovery in the capital-labor ratio. When firms decide to alter their capital-labor ratio through
technology adoption, this process of capital deepening will lead to productivity gains at both the firm and
economy level. However, the European Green Deal could lead some firms to exit the market if they are

12 European Investment Bank. 2023. EIB Investment Survey Country Overview 2022: Poland, Poland overview.
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unable to innovate or adopt the required technology. Simulations indicate that firms capable of adapting
to the green economy have the capacity to invest, which will partially offset the destruction of some
capital in brown-economy firms and thus reduce the capital-labor ratio.

Technological change could also result in further geographical concentration. Firms that can transition
to the green economy are most likely to be located in leading regions where they can benefit from a
pooled labor market of skilled workers, backward and forward linkages across firms, and the knowledge
spillovers that yield productivity gains external to the firm.

More green innovation is essential to meet Poland’s green transition and sustainability objectives. Key
areas for technological innovation include alternative fuels, electric vehicles, renewable energy sources,
operational efficiency, and digitalization. However, these technologies face significant barriers in terms of
costs, availability, scalability, regulation, and, in some cases, social acceptability. Consistent policies and
financial incentives are needed to accelerate innovation and technology diffusion. Despite significant
increases in public R&D budgets, Poland still spends relatively little to support R&D in key areas of the
energy transition, such as environment-related research and renewable energy. Moreover, Poland lacks
a strong start-up ecosystem to support the creation of green innovations for industry. Similarly, Poland’s
patenting in green technologies remains underdeveloped, except for a few niche areas with potential for
specialization, such as wastewater processing and geothermal power.

2.3 Innovation Calls for a Competitive Ecosystem

Market consolidation in sectors like energy and finance may inhibit competition and cause resource
misallocation. Addressing these issues is essential for enhancing market efficiency and driving economic
growth. Despite efforts to streamline business registration, administrative burdens remain high compared
to other OECD countries, complicating business start-ups.

Deepening corporate capital markets with longer maturities and greater liquidity would support riskier
investments, such as in R&D. Long-term finance is critical for the investments required for the green
transition, building climate resilience, and creating jobs. Poland’s non-government capital markets
remains undersized for development needs: corporate and covered bonds represent only about
10 percent of GDP, underscoring the early stage of market development. Corporate investment rates,
including non-financial corporate R&D, are low compared to the EU-27. Heavy reliance on bank lending
and an underdeveloped institutional investor base continue to constrain domestic long-term finance.

Bank loans are still the preferred, and sometimes the only, funding option for companies. Corporate
bond issuance is more accessible to larger firms with the capacity to meet listing and disclosure
requirements. In 2021, the market funding ratio (corporate bonds and listed shares relative to total
non-financial sector financing) was 48 percent. Banks and other financial institutions are the main
corporate issuers.

The institutional investor base (insurance companies and investment funds) holds about 35.8 percent
of government securities, while foreign investors account for 13.6 percent and domestic banks
50.6 percent. Pension funds are largely absent from government bond markets, though Employee Capital
Plans (PPK) introduced in 2019 increased pension fund holdings of Treasury securities to 1.5 percent.
Institutional investors — including investment funds, insurance, and pension funds — have substantial
room to grow if regulatory restrictions are eased. The growth of non-government bond markets depends
on expanding domestic investment and mobilizing foreign investors, who currently hold 13.6 percent of
government bonds and 39.6 percent of domestic equity.

A robust innovation ecosystem is crucial for fostering private sector investment and economic growth.
Although micro, small, and medium-sized enterprises (MSMEs) account for 52.9 percent of GDP and
employ 67.1 percent of the labor force (EU SBA 2022, based on 2020 data), their share in loans from
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commercial banks is disproportionately lower: SME loans from commercial banks amounted to 6.1
percent of GDP in 2023 - the lowest share among regional peers compared to 8.7 percent in Hungary, 12.7
percent in Czechia, and 11.9 percent in Serbia. This financial constraint hampers the ability of SMEs to
invest in innovation and expand their operations. Additionally, the largest share of Poland’s Bank of State
(BoS) revenues, representing 20 percent of GDP, are in competitive sectors, suggesting that targeted
support could further enhance innovation in these areas. Poland faces higher competition distortions
compared to leading OECD countries, with market consolidation in sectors such as energy leading to
resource misallocation and weakened competition. State-linked businesses contribute to 20 percent of
Poland’s GDP. Increased private participation in key sectors dominated by state-owned enterprises (SOEs)
would boost competition, risk-taking, and innovation. Improving competition and reducing market
distortions can be achieved by increasing market contestability, removing barriers to efficient resource
allocation, and improving regulatory frameworks.

2.4 Ensuring Human Capital Can Keep Up with Technology Adoption Is Key

Poland boasts high human capital levels, with strong performance in reading, mathematics, and science,
surpassing the OECD average. The country also has high tertiary education enrollment rates, indicating a
focus on building skills that complement technological advancements. However, despite these
achievements, a significant portion of the workforce still possesses relatively low skills compared to EU
standards. The Polish labor market offers limited opportunities for skills updating, especially for older
adults, highlighting the need for more flexible higher education and adult learning approaches to address
labor shortages in areas like ICT.

Poland faces long-term growth challenges due to demographic shifts, including an aging population and
declining labor supply. The labor market is tight, with low unemployment rates and emerging skills
shortages. To mitigate these impacts, Poland must accelerate innovation and improve the quality and
qguantity of pre-tertiary education. Increasing tertiary attainment to levels seen in top-performing Central
and Eastern European countries could significantly boost human capital and GDP growth. However, skills
mismatches are expected to worsen as labor demand shifts, with the occupational structure changing and
the supply of skills remaining relatively inelastic in the short term. Advances in automation, robotization,
and Al are altering labor-capital ratios, potentially reducing labor demand and affecting wages. These
technological changes increase the need for non-routine cognitive tasks and skills. Over the past two
decades, the task content of jobs in the EU-27 has shifted, with a decline in routine manual tasks and a
rise in non-routine cognitive analytical tasks. In Poland, employment in highly skilled occupations requiring
non-routine cognitive and interpersonal skills has grown rapidly, narrowing the gap with high-income
countries. This shift underscores the importance of equipping the workforce with skills that complement
technology to remain competitive in a changing labor market.

2.5 Sound Macroeconomic Policies and Institutions Are Critical for Fostering Innovation and

Private Investments
Stable macroeconomic policies and robust institutions form the foundation for a conducive investment
climate. Poland's debt-to-GDP ratio has declined, and fiscal sustainability gaps in 2021 remain
manageable. However, enhancing the efficiency of public spending, strengthening the rule of law, and
improving the predictability of regulatory frameworks are essential steps to stimulate innovation and
attract private investment. The investment ratio decreased from around 20 percent of GDP at the
beginning of the previous decade to around 18 percent of GDP in the past five years, below the EU average
(21.3 percent), and below comparable countries. More than half of investments were in buildings and
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infrastructure, with less than 10 percent in intangible assets, such as R&D and intellectual property,
restricting advancement up the value chain and into the industries of the future.’®

3. Advancing Inclusive Growth Through Reducing Spatial and Social Disparities

3.1 Strengthening Human Capital Can Advance Equity and Build Population Resilience in a Rapidly
Changing World

Poland's basic education system has historically supported students in achieving learning outcomes
above the EU-27 and OECD averages, with strong performance in reading, mathematics, and science.
However, learning outcomes deteriorated between 2018 and 2022 due to COVID-19-related school
closures and reforms since 2016. These closures, lasting nearly 26 weeks, were among the longest in
Europe, leading to significant learning losses. The reforms reduced the period of general academic
education, impacting equity and foundational skill accumulation. Gender gaps persist, with boys more
likely to enter vocational tracks and girls pursuing general secondary education. Teacher shortages,
particularly in Science, Technology, Engineering, Mathematics, and foreign languages, further challenge
the system, exacerbated by low salaries and an aging workforce.

The 2016 education reforms reduced the number of years of general education, advancing the point at
which students choose between general and vocational tracks. This change may impact equity, as
vocational tracks are more likely chosen by students from disadvantaged backgrounds. The system faces
uneven pressures due to demographic transitions and urbanization, with rising pupil-to-teacher ratios in
cities. Local governments play a significant role in managing education, but spending variations affect
resource allocation, particularly for disadvantaged students. Monitoring and evaluation improvements
are needed to address performance gaps and support lagging schools. Poland's education system supports
Ukrainian children with psychological aid and teachers, but many rely on distance learning, impacting
outcomes, while healthcare faces challenges with low life expectancy, chronic diseases, and uneven
physician distribution, needing urgent reforms.

3.2 Labor Force Participation and Resilience Can Be Improved

Structural barriers, such as limited availability of affordable and high-quality childcare and eldercare,
constrain participation—especially among women. Shared parental leave remains underutilized, and
informal caregiving duties disproportionately fall on women. Poland faces low labor market participation
among women, vulnerable groups, and older workers. Though the labor market has boosted household
incomes, participation among these groups is still below average. Women aged 60-64 have the fourth
lowest participation rate in the EU (2021), leading to underutilization of human capital. Older workers
retire earlier compared to other EU countries - extending their participation will require lifelong training
and reskilling opportunities. The lack of Long-Term Care services hinders female participation, as over 80
percent of Long-Term Care is provided informally by women, reducing their workforce involvement.
Women'’s lower labor force participation is also linked to missing markets for childcare and lack of fiscal
incentives that reinforce existing gender gaps in parental engagement. Limited social and affordable
housing further restricts mobility, especially for poorer, younger, and less educated groups.

3.3 Addressing Gaps in Housing Can Remove Barriers to Mobility

Housing challenges in Poland represent a key barrier to labor mobility and equitable access to economic
opportunity. Poland has one of the lowest housing stock levels per capita in the EU, with just over 400
dwellings per 1,000 inhabitants, compared to an EU average of 490 (2022). There is a severe shortage of
affordable rental units, especially in growing urban areas where job opportunities are more abundant.
The public rental housing stock is small and shrinking, covering less than 3 percent of households, and is

13 European Investment Bank. 2023. EIB Investment Survey Country Overview 2022: Poland, Poland overview.
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mostly occupied by long-term tenants with limited turnover. Spatial mismatches between housing and
employment clusters are exacerbated by inadequate public transportation infrastructure in smaller cities
and rural areas. These gaps limit the ability of workers to move to areas with better economic prospects,
hampering productivity and reinforcing regional disparities.

3.4 Household Resilience Can Be Further Strengthened Through Social Protection

Social protection in Poland has played a significant role in reducing poverty, primarily through family
benefits and pensions. However, the system's effectiveness in reaching the poorest households has
diminished over time. While the overall poverty rate in Poland decreased from 17.3 percent in 2011 to
14.1 percent in 2021, the rate of extreme poverty has risen in recent years. By 2022, extreme poverty
affected 6.7 percent of the population, up from 4.2 percent in 2021. This troubling trend is partly due to
the declining real value of benefits and increasingly restrictive eligibility criteria.

The share of households receiving social assistance has also seen a significant decline, dropping from
18 percent in 2012 to just 9 percent in 2021, despite growing needs among vulnerable groups. One of
the critical issues is that benefit thresholds have not kept pace with median incomes, resulting in reduced
coverage relative to poverty lines. For instance, the eligibility threshold for social assistance now covers
only 49 percent of the relative poverty line, leading to substantial exclusion errors. Single-parent
households and large families are particularly impacted by this gap, as they struggle to meet their needs
within the current framework of social protection.

Social assistance programs are also poorly integrated with employment services, reducing their
effectiveness in supporting transitions into the labor market. While active labor market programs exist,
their coverage is limited, and links to social protection systems remain weak. To improve household
resilience, reforms should focus on updating eligibility thresholds, improving benefit adequacy, and
aligning assistance with labor market activation measures. In 2021, minimum-income programs reached
only half of those legally in poverty. Fragmentation from numerous programs causes service delivery gaps
and overlaps. Public spending pressures are rising due to incomplete pension reform and reduced
retirement ages, leading to a growing Social Insurance Fund deficit. With expenditures surpassing
contributions and without changes to retirement age, benefit adequacy will decline, particularly for
women, potentially increasing elderly poverty. Moreover, only a quarter of insured individuals have
additional pension savings and trust in private-savings institutions is low.

4. Achieving the Green Transition

4.1. A Low-Carbon Economy Is Needed to Preserve Economic Competitiveness

Poland's economy remains heavily reliant on coal, making it one of the most carbon-intensive in the
European Union. This dependence poses significant challenges to competitiveness, especially as the EU
advances its Net Zero by 2050 agenda. The European Green Deal aims for carbon neutrality by 2050, and
Poland's alignment with this goal is crucial for the EU reaching its goals.

Poland’s heavy reliance on coal and slow adoption of energy-efficient technologies threaten its
economic competitiveness, while generating environmental damage and negative health impacts. In
2023 Poland generated 61 percent of its electricity from coal, representing one-third of the EU’s total hard
coal consumption. Transitioning away from coal is crucial for Europe to meet its Net Zero target by 2050.
Continuing to produce coal, a depleting and polluting energy source, will not be sustainable nor
economically viable in the medium term, given that it will require large investments and continuation of
heavy subsidies.* Moreover, coal usage results in high levels of pollution, increases in respiratory and

141n 2022, fossil fuel subsidies were $13.2 billion, up from US$2.9 billion in 2021. While the petroleum subsidy (US$4.7 billion in 2022) was phased
out in 2023, gas (US$3.9 billion in 2022) and coal subsidies (US$4.6 billion in 2022) remained as of June 2024.
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cardiovascular diseases, and other negative impacts on people’s health. In 2016, ambient air pollution
cost between 6.4 and 8.3 percent of GDP. Poland needs to replace polluting energy sources with cleaner
and affordable ones, which calls for the expansion of renewable energy generation capacity.® Polish
industrial companies emit six times more greenhouse gas (GHG) per euro of value added compared to
leading EU performers, due to coal's significant role in the energy mix and low coal-fired power prices,
reducing incentives for energy efficiency investments. The country has 23 of the EU's 50 most-polluted
cities, with high particulate matter levels exceeding EU regulations. Solid fuel burning for residential
heating, especially in single-family buildings, contributes 50-60 percent of particulate matter emissions.
Transport emissions have risen sharply from 1990 to 2022 due to income growth and increased car
ownership. Poland is starting its circular economy transition, scoring below the EU average for circularity
and resource productivity, while waste management remains a challenge.

However, the transition entails significant costs. Financial intermediation is critical to enable the green
transition given the large investment needs. While public and blended finance are vital for the shift to a
greener and more resilient economy, ultimately private capital is needed to help all companies realign
their business models to net zero targets and fund the initiatives and innovations of the private sector. To
mobilize private capital toward environmentally friendly activities and technologies there is a need for
enhanced disclosure and reporting initiatives, improved risk management practices, and increased
demand for green assets. Although green bond and loan markets are still relatively small, these
instruments can play a transformative role by raising awareness, boosting accountability, and increasing
transparency. To enable big scale hydrogen production in Poland, dedicated solutions for off-grid
renewable energy generation and off-grid used of renewable energy for electrolysis process of hydrogen
production should be deployed. These investments would need to come from a combination of domestic
resources, EU funds, and private capital. Moreover, the shift away from coal could impact employment in
coal-dependent regions, necessitating targeted support and retraining programs to ensure a fair
transition.

4.2 Adaptation Investments Should Be Amplified to Protect Vulnerable Sectors

Poland is increasingly vulnerable to climate-related risks, including extreme weather events such as
floods and droughts. These events have significant economic implications, affecting agriculture,
infrastructure, and public health. For example, extreme droughts have been reported to cause annual
losses of approximately US$1.4 billion, while flooding threatens assets worth USS7 billion and affects
around 600,000 people each year.

To mitigate these risks, Poland needs to amplify investments in climate adaptation measures. This
includes enhancing flood defenses, improving water management systems, and developing early warning
systems. Investments in resilient infrastructure are also critical to protect against the impacts of climate
change. Such measures not only safeguard vulnerable sectors but also contribute to long-term economic
stability and public well-being.

15 poland remains one of the EU's most energy-intensive countries, with energy intensity nearly double the EU-27 average. Additionally, Poland's
GHG emissions intensity of energy consumption is among the highest in the EU-27.
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5. Priorities for a competitive, sustainable, and inclusive growth model — Summary

| High-level outcomes

Priorities

HLO I. Create high
productivity jobs
through a dynamic
and innovative

1.

Strengthen the rule of law and quality of the regulatory framework through
increased predictability, consistency, and transparency of the legislative process,
and guaranteeing the independence and impartiality of courts.

2. Maintain macroeconomic stability by ensuring fiscal sustainability through
private sector an enhanced fiscal framework and institutions, in line with the revised EU
economic governance framework

3. Increase long-term financing options by deepening domestic capital
markets and ensuring adequate access to finance (including for MSMEs)

4. Enhance market competition and innovation, including through limiting the
presence of SOEs in competitive sectors, strengthening the innovation eco-
structure, and creating an enabling regulatory environment to facilitate the

| green and digital transitions

HLO Il. Raise human 5. Improve education to meet the changing need for skills, focusing on

capital levels to foundational skills in schools, addressing impediments to attract and recruit

seize the benefits teachers, advancing the labor market responsiveness of VET and facilitating

of the technological lifelong learning to strengthen re- and up-skilling

and green 6. Increase labor force participation and resilience, focusing on increasing

transitions female labor force participation, extending working lives, making labor market
institutions and policies more responsive to changing labor and skills demand,
and advancing geographic mobility through enhancing the affordable housing
segment.

7. Improve health outcomes and long-term care structures through advancing
preventative care, strengthening hospital efficiency and quality, further
measures to attract, retain and efficiently allocate human resources, and
preparing long-term care structures for the aging population.

HLO lll. Provide 8. Advance the effectiveness of local and national government administration,

high-quality public including through reforming inter-governmental fiscal transfers, strengthening

services to reduce public investment management and improving the mechanisms for multi-level

disparities and governance.

strengthen the 9. Improve the efficiency and effectiveness of social protection by closing

social contract coverage and adequacy gaps in minimum-income programs, reducing program
fragmentation, reinforcing adaptive social protection structures, supporting the
energy poor, and strengthening local administrative capacity to advance service
delivery.

10. Strengthen the fiscal and social sustainability of the pension system by
raising the retirement age and closing the gender gap, and advancing savings
through encouraging younger cohorts to save more and increasing trustin
longer-term savings instruments.

HLO IV. Achieve the 11. Advance decarbonization while ensuring energy security through conducive
green transition conditions and a regulatory environment for increasing investment in renewable
while maintaining energy sources, incentives for energy efficiency, and promoting the circular
economic economy.

competitiveness 12. Enhance management of key environmental assets (water, forests, air

quality) and build climate resilience into key sectors through a review of the
policies in agriculture, forestry and water management, including implementing
the anti-smog regulations and solid fuel quality standards, and investing in
resilient agriculture.
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