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The key event in Poland last month was publication of the budget draft for
2026, which showed significantly higher fiscal deficit path than previously
assumed. According to the Finance Ministry, the general government gap can
reach 6.9% of GDP in 2025 and 6.5% in 2026. The budget implies also that
public debt according to Eurostat methodology can reach nearly 67% of GDP
next year, significantly exceeding the Maastricht debt threshold. The
government has not published any fiscal tightening plan yet, and given the
political constraints, we think such a plan would be very difficult to deliver. As
we have been signaling repeatedly since presidential elections in June, the
government’s attempts to increase taxes face potential presidential veto, while
the prospect of parliamentary elections in 2026 reduces chances of any
unpopular tightening measures.

The deteriorating fiscal outlook has already triggered some reaction from
rating agencies and more hawkish comments from the central bank. In
September, both Fitch and Moody’s decided to keep Poland’s ratings
unchanged but lowered rating outlooks to Negative from Stable. Rating
agencies emphasized that in absence of measures that would stop therise in
debt, burden ratings could be lowered. Taking into account our fiscal scenarios
and the existing political constraints, we believe downgrades in the coming
quarters are a likely scenario. Spring rating reviews may be the first opportunity
for such actions, but, in our opinion, agencies may want to wait for the 2027
budget draft, which will be published by September 2026. This would mean
that in the absence of noticeable fiscal measures (spending cuts or tax
increases), downgrades could take place at the end of next year.

One reason rating agencies have been reluctant to act so far is the strength
of Polish economic growth and its diversified structure that ensures
resilience to external shocks. It is also confirmed by recent data releases, as
GDP expanded by 3.4% YoY in 2Q and is likely to rise by around 3.5% in full
2025. The growth is supported by improving consumer confidence, strong real
wage growth, and large inflow of EU funds. This should allow the economy to
maintain a growth rate of approximately 3.5% in 2026.

In September, the Monetary Policy Council cut the policy rate by 25bps to
4.75%. This means the easing cycle that began in May has already brought
cumulative cuts of 100bps. The central bank acknowledged the significant
decline in inflation as the key factor allowing for rate cuts. Our inflation
forecast trajectory shows CPI hovering around 3% —ie, inside the central bank’s
target range —in the next 3-4 months. In our view, this leaves space for at least
one more rate cut by 25bps this year, followed by up to three cuts next year. In
the base case, we expect the key policy rate to fall to around 3.75% by mid-
2026. Several policymakers have voiced concerns over the high fiscal deficit in
Poland and emphasized inflation risks that they pose. This explains why most
MPC members see the terminal rate in Poland significantly higher than ~3.5%
priced in by markets.
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Figure 1. Fiscal deficit trajectory is significantly higher than
previously expected
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Figure 2. Rating agencies have kept Poland’s rating
unchanged but lowered outlook to negative
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Figure 3. Poland Economic Indicators

| 208/ 2019l 2020 2021 2022 __2023] ___2024] __2025F| __2026F|

Activity
Nominal GDP, USD bn 590 596 600
Population, mn 38.4 38.4 38.1
Real GDP, yoy avg 5.9 44 -20
Private consumption growth % yoy 44 3.5 -3.6
Real investment growth % yoy 13.8 0.5 -1.5
Real export growth, % yoy 6.8 53 -11
Realimport growth, % yoy 75 3.2 -24
Net export contribution to growth -01 1.7 0.8
Unemployment, % of labour force 5.8 5.2 6.8
External (US$bn)
Current account -n.7 -1.6 14.4
% of GDP -2.0 -0.3 24
Trade balance -6.1 -4.9 79
FDI, net 174 13.7 14.8
External debt 363.6 355.8 3781
Short-term debt 51.5 57.0 61.3
International reserves 117.0 128.4 154.2
Public Finances, % of GDP
Consolidated government balance -0.2 -0.7 -6.9
Consolidated gov primary balance 12 0.6 -5.6
Public debt 458 428 471
External public debt 24.3 218 22.3
Prices
CPI, %yoy, eop 11 34 24
CPI, %yoy, avg 1.6 2.3 34
PLN/EUR, eop 429 425 4.56
PLN/EUR, avg 426 4.30 444
Policy Interest Rate, % eop 1.50 1.50 0.10
Long-term yield, %, eop 2.81 2.07 125
Nominal wages, % yoy 71 6.5 47

690 697 813 915 1066 1115
379 37.8 37.6 375 374 374
6.9 53 01 29 35 3.6
6.2 5.0 -0.3 31 3.6 35
19.4 1.7 -16.6 4.0 5.0 5.0
123 74 37 20 3.8 5.8
16.3 6.8 -15 42 39 5.6
-1.9 0.8 41 -1.5 0.2 0.6
5.8 52 51 51 54 53
-92 -15.7 14.6 -0.3 -13.7 -251
-13 -22 1.8 0.0 -1.3 -2.3
-91 -232 51 -6.9 -19.3 -31.9
213 293 19.5 1341 10.0 10.0
367.0 3752 428.7 459.4 483.1 489.8
62.4 66.6 74.5 819 88.1 94.8
166.0 166.7 193.8 2231 2752 2821
-17 -34 -53 -6.6 -6.9 -6.5
-0.7 -1.9 -32 -4.4 -43 -36
432 39.0 38.9 443 48.9 538
17.4 171 175 18.0 1341 12.6
8.6 16.6 6.2 47 29 24
51 14.3 n.5 36 37 24
4.59 4.69 4.34 4.28 425 429
4.57 4.68 4.54 4.31 424 429
1.75 6.75 5.75 5.75 4.50 3.75
3.n 6.88 525 5.89 5.30 470
8.8 13.0 1.9 1.0 8.2

_________
_

GDP, % yoy 3.4 3.2 3.4
CPl, %yoy, avg 48 49 41
PLN/EUR, eop 428 419 425
Policy interest rate, %, eop 5.75 5.75 525

Source: Citi Handlowy Forecasts, National Sources

3.8 3.4 3.6 3.8 3.5 3.3
3.0 29 24 2.6 22 23
4.26 4.25 4.27 429 429 429
4.75 4.50 4.00 4.00 3.75 3.75
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This material was prepared by the employees of Bank Handlowy w Warszawie S.A. Any data, information, comments, hypotheses have been
developed for information purposes only and constitute neither an offer nor enticement to execute any transactions with the Bank.

This document has been issued for information purposes only and is not an offer in the meaning of Article 66 of the Civil Code. The terms
and conditions presented in this document constitute a basis for negotiations only and may be amended. Binding terms and conditions
shall be presented in the final draft agreement concerning a transaction and/or in a confirmation of transaction. They do not constitute any
investment or financial analysis either, or any other recommendation of a general nature concerning transactions in financial instruments
referred to in Article 69 clause 4 sub-clause 6 of the Act on Trading in Financial Instruments of 29 July 2005, or any 'information
recommending or suggesting an investment strategy’, or any 'investment recommendation' in the meaning of Regulation (EU) No. 596/2014
of the European Parliament and of the Council of 16 April 2014 on market abuse. This material is not an investment research or a marketing
communication within the meaning of article 36 of the Commission Delegated Regulation (EU) 2017/565 of 25 April 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council as regards organizational requirements and operating conditions for
investment firms and defined terms for the purposes of that Directive.

All presented information is based on sources commonly regarded as reliable. The Bank made its best efforts to prepare the presented
information adequately, completely and duly, however the Bank does not guarantee the adequacy or completeness of the material,
especially in case any information this document is based on is considered incomplete. Any terms and conditions presented in this
document are only for discussion and may change. All hypotheses contained in this document constitute an assessment for the date of
publication and may be subject to change without notice.

Itis exclusively Client responsibility to make the final decision whether or not to enterinto a transaction and for the final result of investment
decision taken based on information contained in this material.

The information contained in this publication which refers to past listings or performance of investments in a given instrument, financial
index orindicator does not constitute a guarantee that the listings or performance of investments in the same instrument, index or indicator
will follow the same or even a comparable trend in the future.

All the hypotheses presented are based on certain hypothetical assumptions, in particular in relation to future events or market conditions.
As such assumptions adopted may fail to materialize, actual quotations and results associated with investments in the financial
instruments, indices or ratios presented, may divert considerably from the values presented.

The Bank or any other subsidiary of Citigroup Inc. may occur to be an issuer or creator for identical or similar to those described in this
document financial instruments. The Bank (or any other subsidiary of Citigroup Inc., or its directors, officers or employees) may be involved
or may make an investment in buying or selling the financial instruments described in this document. The Bank may conclude transactions
which are opposite to transactions concluded by the Client and which may or may not affect negatively the market price of a financial
instrument, interest rate, index, foreign exchange rate or any other underlying market parameter (hedging). The Bank has developed policies
and measures for conflict of interest management.

The Bank does not act as an advisor or a broker in financial instruments described in this market comments. The Bank certifies that the
information contained in the presented document accurately reflect his own hypotheses and that it has not received any remuneration from
issuers or creators of instruments, either directly or indirectly.

The Bank has not developed this market commentary based on the individual situation of the customer and not evaluated its adequacy for
a Client with regard to any financial instrument described in this market comments, even if the Bank was in a possession of information as
to the adequacy of certain financial instruments, investment strategy, etc. The Bank reserves the right to discontinue the distribution of
market comments to selected or all customers.

Copying and distributing this document, in part orin whole, is only authorized upon the prior written consent of the Bank, except where the
disclosure of this document is mandatory in legal or administrative proceedings.

Bank Handlowy w Warszawie S.A. is supervised by the Polish Financial Supervision Authority (KNF).

Citi and Citi Handlowy are registered trademarks of Citigroup Inc., used under the license. Citigroup Inc. and its subsidiaries shall also hold
the rights to certain trademarks used herein. Bank Handlowy w Warszawie S.A. with its registered office in Warsaw, at ul. Senatorska 16,
00-923 Warsaw, entered in the Register of Entrepreneurs of the National Court Register maintained by the District Court for the Capital
City of Warsaw in Warsaw, 12th Commercial Division of the National Court Register, KRS 000 000 1538, Tax Identification Number NIP
526-030-02-91, with fully paid-up share capital amounting to PLN 522,638,400.
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