
Is Poland’s current economic growth sustainable, and what can the government do to increase it?

Section One- Introduction

“It has been said that Poland is dead, exhausted, enslaved, but here is the proof of

her life and triumph” - Henryk Sienkiewicz, Polish novelist

During the 2009 recession Poland managed to be the only economy in the EU to avoid negative growth. On

top of that, Poland has enjoyed continuous economic growth during the last two decades, managing to

withstand the early 2000s crisis. The first question that this report addresses is whether or not this growth is

economically ‘sustainable’ – in other words, if the growth is likely to continue, or if a recession is more likely.

The second and related question which this report seeks to answer is what the Polish government can do to

increase economic growth. The report is divided into seven key sections. The first, ‘Government,’ looks at

the impact of government debt and regulation on economic growth. The next section, ‘Taxes,’ investigates

the effect of taxation on economic growth and what reforms could be implemented. ‘Infrastructure’ looks

into the Polish transport infrastructure network, its restrictions on growth and potential for future

improvements. The ‘Finance’ section covers a wide range of issues, including banking, currency and

privatisations. The ‘Foreign’ section briefly investigates Poland’s economic relation with other nations. The

‘Demographic’ section looks at the challenge presented by emigration and an ageing population, and offers

some suggestions on how to deal with those. Finally, the ‘Education and Technology’ section looks at the

Polish school system, higher education and spending on research.

Section Two – Government

“Austerity need not be Europe's fate” – Francois Hollande, 24th President of France,

originally said in French during his presidential election victory speech

Many economists have agreed that the greatest current threat to the Polish economy is the potentially

unsustainably high government deficit, which peaked at 7.9% of GDP in 2010.1 Deciding whether or not

major fiscal retrenchment is needed forms a crucial part of this report. Fortunately for the Polish economy,

investors have remained relatively calm, as 10-year government bond yields have more than halved over

the last decade and are now stable, at around 6%. 2 However, the risk remains that current panic about

budgetary problems in the Eurozone may spread to Poland. On the other hand, there is also the possibility

that Poland could be viewed as a ‘safe haven’ for government bond investors withdrawing from the

Eurozone and thus attract an influx of foreign investment into bonds. It seems unlikely that the latter

scenario will arise without a major government deficit reduction, given that investors are currently trying

to avoid excessively high government deficits; many other countries with high deficits, such as France, are
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seeing weakening investor demand for bonds. 3 Fiscal retrenchment will consequently be needed if any

major inflow of foreign capital into Polish government bonds will take place. Such an inflow could be

helpful for improving public finances, as increased demand for government bonds would drive yields

further down, reducing government interest payments. However, less than half of public debt is held by

foreigners, meaning that Polish government bond yields are relatively unexposed to the whims of foreign

investors compared to countries such as Greece, in which almost 80% of debt is held by non-residents. 4 5

As can be seen from Fig.1, Polish government debt may be high but it is still considerably lower than

Greek, Spanish and Portuguese government debts are. Hence there is no urgent need for the Polish

government to immediately satisfy foreign bond investors, and Poland can afford a more relaxed approach

towards the government deficit than Greece or any of the other recently bailed out Eurozone countries

can.

Not only is rapid fiscal retrenchment not urgently required, it would also undoubtedly have major negative

consequences for economic growth. Public spending currently accounts for over 40% of GDP and
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consequently any swift cuts would severely damage economic growth. 6 A good example of fiscal austerity

damaging growth is the 2010 Greece debt crisis and the subsequent draconian spending cuts. The Greek

economy collapsed and continued shrinking well into 2011, while debt as a percentage of GDP actually

increased because of a lower GDP. 7 With Poland dangerously close to breaching a constitutional debt limit

of 55% of GDP, it would be irresponsible to weaken Poland’s GDP with similar austerity policies. 8 The

conclusion is that urgent and serve fiscal retrenchment should not be implemented. Instead, the

government should focus on medium term cutbacks, which would ideally bring back the deficit under

control without compromising growth. Some taxes may also have to go up, but as highlighted by a recent

report, spending cuts are a better way to reduce the deficit without too much damage to economic growth

than tax rises. 9 However, the government should not simply announce that cuts will take place in the

future; it is vital that if the government were to embrace a medium term retrenchment strategy, credible

fiscal plans for the future years should be laid down in detail now to show that the government is serious

about eventually tackling the deficit, and is not simply trying to avoid difficult decisions in the short term.

The current Civic Platform government is on the right path towards this strategy, with plans to reduce

government debt to 35% of GDP by 2040; for example, recent plans to raise the pension age will save

money in the longer term, as they will only come into full effect in 2040. 10 This investigation strongly

recommends that the government produces even more medium term strategies for dealing with the

deficit, which would reduce the chances of Poland experiencing a major economic slowdown alongside

Western Europe over the next few years, while also ensuring that the deficit eventually comes under

control and reassuring investors that Poland’s public debt will not spiral out of control.

Another important constraint to economic growth is excessively high government regulation on business.
11 The 2012 ‘Doing Business’ report has highlighted this problem, as Poland comes 62nd out of 183

countries in ease of doing business. 12 Even more worryingly, in the same report Poland is ranked 126th in

the ease of starting a new business, behind other ex-Communist countries such as Russia and Hungary.

Over-complicated regulation and procedures have a direct negative impact on growth as it limits the

amount of Small Medium Enterprises set up by Polish entrepreneurs, while also discouraging investment
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from foreign companies into the Polish market. One anecdotal example was given by Coffey International,

which applied for a project tender in Poland. In accordance with Polish law, Coffey International and every

other company applying for the tender had to provide detailed paperwork proving that their directors

were not criminals, something which proved quite difficult for Coffey International given that many of

their directors are based in Australia and the Australian government also had to provide paperwork. While

regulation to make sure that projects are not awarded to people with dubious records are undoubtedly

needed, a much more efficient solution for Poland would have been to ask for the bulk of the paperwork

after the tender had been awarded, not before; this would have meant that only one company would have

had to devote time and resources to filling in the paperwork, instead of forcing every single company

biding to do this. Problems such as this raise the costs of operating a business in Poland, which in turn has

a negative effect on the Polish economy. The ruling PO party was first elected in 2007 promising to

improve bureaucratic efficiency, but so far has not implemented any major changes other than a welcome

improvement in electronic tax registering. 13 The problem could be that although cutting regulation may

be economically acceptable, it is often politically unacceptable; the established order of bureaucrats is

likely to be against any major reform, while opposition parties would not hesitate in portraying cuts in

regulation as an ‘attack on worker’s protection.’ This report would advise the Polish Government to press

ahead with regulatory reforms nonetheless, as the last election showed continuing high levels of support

for the PO-PIS coalition. Opposition to reform is unlikely to prove disastrous for PO, as most of the more

prominent critics are unlikely to ever vote for the party regardless of what reforms they pursue; indeed,

reform of regulation may even increase PO’s support, as its core voters are becoming increasingly

disillusioned with the slow pace of change.

Section Three – Tax

“Government's view of the economy could be summed up in a few short phrases: If it

moves, tax it. If it keeps moving, regulate it. And if it stops moving, subsidise it” - Ronald

Reagan, 40th President of the USA

The Polish tax system has also been frequently criticised for being inefficient, and was ranked 151st out of

183 countries in a World Bank survey. 14 Part of this is due to the aforementioned excessive red tape

burden, which often forces companies to spend too much time registering for tax. The inefficiency of the

system is also linked to tax evasion and avoidance, which reduces government revenue and leads to a

higher deficit. Though it is impossible to actually give a precise figure for how much revenue is lost through

tax evasion, its scale can be inferred from a World Bank report which shows that almost 70% of the

population believe that ‘many’ Poles evade tax, while just over half said that they would personally evade
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tax if they could get away with it. 15 The extent of tax evasion is probably less widespread than suggested

by this report and is certainly unlikely to be as high as in some Southern Europe countries such as Italy, but

it remains a worrying problem nonetheless.

This investigation recommends that the government implements some of the solutions in a 2008 OECD

report. 16 The report suggested that in order to reduce the problem of tax evasion, the government should

shift taxes away from labour-related activities to less distorting taxes, such as environmental ones; an

earlier report also agrees that overly high taxes on labour contribute to a low employment rate and an

‘unofficial’ economy, which may have accounted for up to 20% of GDP in certain years. 17 A rebalancing of

taxes would encourage more people to work in the official sector, and hence decrease tax evasion. A good

way of reducing taxes on labour would be to increase the size of the personal allowance from its current

rate of roughly PLN 3000 to around PLN 5000, thus encouraging more low paid workers to move to the

official labour market, as most of them would have to pay no or little income tax anyway. While the

financial gain to the state budget from raising personal allowance would initially be negative, in the long

term this move could help change people’s mentality towards the tax system and thus help raise extra

revenue in the future. An alternative and equally effective approach would be to offer more tax credits to

less affluent working families, which like the personal allowance idea would also have the effect of

lowering Poland’s high labour tax wedge. As can be seen from Fig.2, any move to reduce the labour tax

wedge in Poland would be a welcome one.
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Another potential improvement to the tax system could be to close several legal loopholes for tax

avoidance, such as the infamous ‘one man company’ where employees register themselves as a company

to pay a reduced rate of tax. Although some progress has been made on this the PO party is unlikely to

move rapidly on this issue as this may prove politically unpopular with its own electorate, who generally

represent the more affluent section of the population; the 125 tax reliefs in income tax for example, are

largely used by higher income earners. 18 Given the cost of tax avoidance to public finances, this report

strongly recommends that the government considers closing loopholes and reliefs, thus allowing for a fall

in base tax rates. Some propose to go further and create a flat rate income tax rate, thus ending loopholes

and allowing a reduction of marginal rates. This would also have the additional benefits of reducing

disincentives for earning higher incomes and significantly simplifying the tax system. 19 However, this

report would not recommend implementing a flat tax rate. If the total amount of money raised by the new

tax were to be the same as what the current income tax brings in, then to make up for decreased

contributions from the highest earners the new system would result in significantly higher tax payments

from middle income earners; not a desirable outcome, given that an investigation has shown that almost a

fifth of Polish ‘middle class’ families in 2009 were classed as ‘economically insecure,’ a fraction which has

18
"The Polish Tax Reform”, Patrick Lenain and Leszek Bartoszuk, OECD, (March 2000), p. 8.

19
"Emerging Leader of the Tax Avant-Garde: Poland’s Proposal to Institute a Flat Tax on Individual and Corporate

Incomes”, 32 Vanderbilt Journal of Transnational Law, Vol. 32, No. 5 (November 1999).

Fig. 2- A comparison of

labour tax wedges and

employment rations in

selected countries, copied

from "The Polish Tax

Reform”, Patrick Lenain

and Leszek Bartoszuk,

OECD, (March 2000), p. 9.



almost certainly risen over the past three years. 20 If on the other hand the new flat tax raised less than the

current income tax, then the revenue would have to be made up by finding substantial and immediate

spending cuts, something which this report has previously discouraged.

Although the burden of taxes should be shifted and the system’s efficiency improved, there is less of a case

for any drastic cuts in taxes. At under 40% of GDP total tax intake in Poland is one of the lowest in the EU

so cutting it to even lower levels may be politically as well as socially unacceptable, especially when it is

remembered that the deficit is already one of the highest in the EU. 21 In fact, there is a case for some

specific taxes to be higher than currently. One of the heaviest burdens currently on the Polish tax system is

the extremely low contribution by farmers, as under current laws farmers are exempt from income tax and

contribute very little to social security payments, while still receiving full treatment. In a country where

farmers make up over one tenth of the population this is an unsustainable drain on public finances and

means that taxes on non-farmers, primarily on economically active people, are considerably higher than

they could be if income tax was extended to farmers. Recent plans by the ruling PO party include the

expansion of health insurance and social security payments to encompass farmers with over 6 hectares of

land. 22 This report strongly recommends that these plans are implemented, as they will finally extend the

tax system to farmers without affecting poorer farmers with less than 6 hectares of land.

Section Four – Infrastructure

“States get to improve transportation infrastructure; that creates economic

development, puts people back to work and, most important, enhances safety and

improves local communities”- Corrine Brown, politician

A major constraint facing the Polish economy is the poorly developed infrastructure network, which has

some of the worst road connections in Europe. 23 Recent statistics have highlighted the shortage of

motorways, as Poland had less than 1,000 km of motorway in 2010, clearly insufficient for a country of

Poland’s size. 24 The railway network is in an equally poor state, with ageing rolling stock, low travel speeds

and frequent delays; a 2011 survey showed that Poles are among the least satisfied people in Europe with
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regards to the railway system. 25 This poorly developed infrastructure reduces economic growth as it

hampers trade with neighbouring countries, thus negatively affecting export-orientated industries. 26 In

addition the accessibility of cities in Poland is reduced, which in turn creates extra barriers between

production and consumption, hence limiting internal trade; as demonstrated by Fig. 3, the increase in the

amount of goods transported by Polish trains has lagged behind the rest of the EU. The importance of

good transport communications has also been demonstrated by numerous historic examples, such as

America’s post 1956 interstate road system which lowered industry costs, contributed to increased

productivity and gave major economic benefits to private companies. 27 Even with the current

infrastructural problems trade is an important component of Poland’s GDP, with total Polish trade [exports

+ imports] equivalent to over 70% of GDP, and thus future economic growth will be difficult to achieve

without better infrastructure; conversely, better infrastructure should lead to higher rates of growth. 28
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At first glance, it appears certain that transport infrastructure will improve greatly in the future thanks to

an inflow of European Union funds, with more than €80 billion being allocated to Poland for 2014-20,

much of which will be spent on infrastructure. 29 However, recent clashes over the future European Union

budgets mean that future EU funding for Poland will probably be limited. 30 In addition to falling EU
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infrastructure grants, the effectiveness of spending on transport is limited by excessive red tape and

bureaucracy, as the World Bank Report has ranked Poland 160th in the world in the ease of getting

construction permits. 31 An ambitious infrastructure project to improve infrastructure before the Euro

2012 games has helped the Polish transport network, but it has also been marked by serious delays and

problems, and now that the games are over it is likely that the infrastructure development program will

slow down. 32 Future plans which include the building of a high speed rail link will almost certainly suffer

from similar delays, especially as attempts to reign in the budget deficit will certainly result in government

cuts to the transport budget. With falling public spending, the only hope for a significant improvement in

the transport sector’s situation is an inflow of private sector investment; however, this is unlikely given the

excessive government bureaucracy and red tape.

It is clear that current levels of transport infrastructure are not sufficient for sustained economic growth;

unfortunately, it is also clear that this is unlikely to change without some changes in government policy.

This report recommends a dual approach to the problem of railway infrastructure. The first is for the

government to encourage an increase in the role of the private sector in providing transport services, in

particular by finally carrying out the privatisations of the PKP group. It is clear that the PKP continues to be

inefficient and short of capital for much needed new investments, and hence attracting private sector

funding and expertise into the largest rail operator in Poland is essential. In addition, there is still some

progress to be made in encouraging a more competitive market in railway services. An IBM report has

ranked Poland’s rail liberalisation as “on schedule,” but its ‘rail liberalisation index’ rating was one of the

only ones in Europe to decline between 2007-2011. 33 More progress could be made on facilitating the

entry of new competitors into the market. This focus on attracting the private sector would increase

investment into rolling stock. The second approach should be an increase in government spending on

railway lines. Although a 360km/h line has proven too ambitious and expensive, there is huge potential for

routes of around 200 km/h. Given Poland’s size, these railway lines would not be noticeably less effective

than the proposed 360 km/h one, and they would be considerably less expensive. The government should

focus on connecting all major cities with 200 km/h lines, which would give significant benefits to internal

connectivity. A report has argued that these medium-speed lines would not be sufficient for journeys of

less than 300 km. 34 However, it is important to note that the average travel distance of a rail passenger in

Poland is below 70 km, and there is no need for super-fast trains in a medium-sized country. 35 While

modernising existing railway lines to speeds of 200km/h would be expensive, the government could pay
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for this by using money from the sale of the PKP companies; for example, PKP cargo alone is valued at

almost 3 billion PLN. 36

This report also has recommendations related to other forms of transport. Airports in Poland are well

developed and efficient, and apart from some developments such as the construction of a new airport at

Modlin in Warsaw there should be no need for government spending on new airport related projects. A

much more urgent concern is road transport. The government should push ahead with plans to finish the

major A1, A2 and A4 motorways as soon as possible, as these three motorways are supposed to form the

core of the future Polish highway network; the ambitious plan to build over 5,000 km of expressways

should also be a priority. Unfortunately, it is unlikely that the planned Polish highway network will be

implemented in the immediate future, given budgetary constraints due to the debt cap. This report would

recommend a rebalancing of the budget towards more spending on infrastructure, which is one the most

effective ways of increasing future economic growth. An investigation focused specifically on Poland has

found that a 1 percentage point of GDP increase in public investment increased GDP growth by ½ a

percentage point, and led to a ¾ percentage point of GDP increase in private investment. 37 The same

report also concluded that to implement planned projects investment in infrastructure should reach up to

9.5 percent of GDP, roughly twice the level of current public investments.

Similarly to the railway problem, the road transport problem shall require private as well as public funding.

Perhaps the most effective way of guaranteeing more private funding would be to follow the

recommendations in section 2 and cut government regulation on the sector, which is currently having a

negative effect on large scale investments; one report mentions that there is an “unfavourable

institutional environment” in Poland preventing the development of highways. 38 This report would also

recommend that the government attempts to use more public-private partnerships (PPP) for road

investments, as these are a proven way of developing infrastructure with relatively limited public funding.

An investigation into PPPs in Poland has stated that the two main barriers preventing an increase in their

number was a lack of experience in local governments and legal barriers. 39 Both of these problems can

and should be overcome by the government, as the lack of experience can be solved by giving local

governments professional legal resources, while the legal barriers have already been mostly solved by a

2009 law.
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Section Five- Finance

“It is well enough that people of the nation do not understand our banking and

monetary system, for if they did, I believe there would be a revolution before tomorrow

morning”- Henry Ford, founder of Ford Motor Company

The strength of the Zloty is a factor which could potentially hinder economic growth, as there are negative

consequences from both a strong Zloty and a weak one. During the 2008/9 global recession the Zloty fell

against the Euro and the Dollar, which helped keep Polish exports cheap and consequently helped the

Polish economy avoid recession. Unfortunately, while a weak Zloty helps export-orientated industries, it

also hurts those who have taken out loans in foreign currencies. A recent rise in bad debts in Poland was

largely blamed on a strengthening Swiss Franc, as many Polish citizens have taken out mortgages in that

currency. 40 The Central Bank Governor, Marek Belka has commented that “foreign-exchange lending is

one of the most destabilizing factors in the [Polish] economy.” 41 Although it is far too late to prevent

foreign-currency loans from becoming a burden on the Polish economy, this report recommends that the

government takes measures to restrict future foreign-currency loans to avoid a repeat of this situation; for

example, tougher deposit requirements could be imposed upon loans in foreign currencies. Apart from

affecting private borrowing, a weak Zloty also affects public debt calculations. Polish government debt as a

percentage of GDP is calculated using the exchange rates on the last trading day of the year, which meant

that during the last days of 2011 a state-owned bank had to step and strengthen the Zloty to prevent

government debt exceeding the 55% of GDP limit. 42 Consequently, any weakening of the Zloty will lead to

an increase in the relative size of government debt, potentially breaching constitutional limits. In addition,

a weakening Zloty could increase inflation, leaving the Central Bank with no option but to increase interest

rates. Hence it is obvious that an even weaker Zloty would damage Poland’s economic outlook.

However, a considerable appreciation of the Zloty is not in Poland’s interests either. If a falling Zloty

helped the Polish export industry, then the converse scenario is that a stronger Zloty will damage it by

raising the relative price of Polish exports. A currently weak Euro would aggravate the situation, as the

Eurozone is Poland’s largest export market. As a result, this report would suggest that the Central Bank

should try to keep the Zloty around current exchange rates, to avoid either hurting exports or increasing

the burden of debt. As the last days of 2011 have demonstrated, even though the Zloty is a floating

currency the Central Bank is still capable of propping it up if needed, and it could also weaken the Zloty if

necessary by selling off its Zloty reserves. Consequently, the recommendation that the Central Bank tries

to keep the Zloty from fluctuating too much is an attainable one.
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Unlike many of its European neighbours, Poland’s banking system is in a good shape. The Economist

attributed this to an overly tight monetary policy during the last decade and sensible lending policies. 43 A

decision by Commerzbank in 2011 to suspend all lending outside Germany except in Poland is evidence

that even in the midst of the Euro Zone crisis, Poland’s banking system is still considered stable. 44

However, there are some worrying long term threats to its stability which the government must try to

address. The Central Bank Governor identified Poland-based banks with parent companies in other

Eurozone countries as one of the main threats, as these banks could soon be “orphaned” due to weak

financial situations in other countries. 45 This report argues that if the larger foreign banks which own

Polish subsidiaries collapse, then the priority for the Polish government should be to ensure that the Polish

subsidiaries remain open and do not fail alongside their parent companies. For example, the Central Bank

could provide ‘orphan’ banks with injections of to ensure that they remain functional. A solution could be

for takeovers of the ‘orphan’ banks by new foreign banks, or even by larger Polish banks, such as PKO Bank

BP. An EU report has also stated that the medium term outlook for Polish banks will depend largely on the

future of the job market. 46 There is unfortunately no simple recommendation that this report can make to

the Polish government as to how unemployment should be tackled, though it is worth repeating the

previously mentioned suggestion from Section 2 that rapid fiscal austerity should be avoided.

Privatisation of state companies begun after the fall of Communism, and after a slowdown in the later

2000s it has increased in recent years, with stakes worth around 15 billion zlotys being sold in 2011 alone.
47 Given Poland’s past history as a command economy, privatisation is necessary to get rid of remaining

inefficiencies in many ex-communist state enterprises, such as the uncompetitive PKP state railway

company. Evidence has shown that privatised companies in Poland since 1990 have a twenty percentage

point higher survival rate than companies which remained state owned, while after five years productivity

in recently privatised companies was 70% higher than their state owned counterparts. 48 However,

privatisation can cause problems as well as solving them, and should not be done excessively over short

periods of time. A report on the privatisation of the Polish mining industry has stated that while profits

increased, over 35,000 people employed in mining have lost their jobs and many areas have fallen into

poverty as a result of mine closures. 49 Another example which clearly links privatisation and short term
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job losses is Margaret Thatcher’s privatisations in the 1980s, which contributed to unemployment soaring

to almost four million and a wave of social unrest. This example shows that while privatisation is a good

long term solution for increased economic efficiency and competition, it brings with it many short term

social issues such as increased unemployment.

This report argues that the Polish government should avoid overly rapid privatisation over the next couple

of years. Unemployment is currently at well above 10%, and it would therefore be unwise to embark upon

an ambitious privatisation program now. It is true that if the privatisation of remaining state owned

companies is delayed, many ‘unnecessary’ workers in those companies will continue to be paid wages

because of over employment; however, if privatisation happens now, when there are limited job

opportunities because of global economic difficulty, then these workers will instead have to be paid

unemployment benefit. From the state’s point of view, it is far better for these workers to be paid wages

by a state-owned company, and hence only indirectly paid by the state, than for them to be directly paid

unemployment benefits by the state, which would count towards the government’s budget deficit. Hence

this report urges a temporary slowdown in privatisation, to avoid worsening Poland’s unemployment and

budget deficit problems. In addition, current weakness in the Euro zone means that the Polish government

will raise a lot less from privatisations now than it would if it waited for a couple of years. 50 This proves

that this reports’ recommendation, to delay privatisation, also makes sense from a global economic

perspective. There is also clearly no need for urgent privatisation to save the economy, as was the case in

the early 1990s. Poland’s state owned companies no longer dominate the economy, and the ones that

remain are relatively efficient when compared to their state just after the fall of Communism.

The government should also consider changing the ways in which it privatises companies. For example, in

some of the latest privatisations the government has kept majority shares in the companies, sometimes by

using another state-owned company to buy shares in the company being privatised. 51 This kind of

privatisation should be discouraged, as it defeats the main purpose of privatisation: handing over

management of the company to the more efficient private sector. At the same time the money raised from

these ‘privatisations’ often comes from other state-owned companies, which means that this is simply a

way to transfer money from a state-controlled enterprise to the state itself. The usage of the money raised

in privatisations should also be changed. Currently, the money is used by the central government to

partially cover its budget deficit; this report recommends that money raised from privatisation is instead

invested in improving economic productivity.

Section Six- ‘Foreign’
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“Poland is an ally of the United States of America. It was our duty to show that we

are a reliable, loyal, and predictable ally. America needed our help, and we had to give

it”- Adam Michnik, Polish historian

Throughout history Poland’s geographical position has been a source of weakness, as it was situated

between large powers and without sufficient geographical obstacles to defend itself. Fortunately for

Poland its geographical location at the centre of Europe may now prove to be invaluable, as it is situated in

a brilliant location for trade with both the developed economies to the west and the developing ones to

the east. Although the prospect for Polish exports may not seem bright in the immediate future, as the

Euro Zone Crisis is weakening demand in Poland’s main trading partners such as Germany and the UK,

recent evidence has suggested that Poland will increasingly export goods to Asia as well as to its closer

neighbours, resulting in a predicted 5.6 percent average annual growth in exports by 2026, the fastest rate

in the world. 52

A growth in exports would be welcome, as there are currently complaints about both Poland’s trade deficit

and its current account deficit. 53 Both could eventually result in long term imbalances for the economy, as

Poland must borrow to meet its current account balance. However, a significant part of the current

account deficit may simply be company investment in Poland which started in the early 1990s when the

privatisation program began, meaning that in the long term Poland’s current account deficit is not a

problem as the money is used to increase domestic productivity. The trade deficit is also less of an issue

than is often thought, as the predictions show that Polish exports will rise rapidly over the next decade.

This report suggests that the government does not try to directly intervene in the market, and instead

allow exports and imports to grow at their natural rate. Both demand side and supply side stimuli to

production are unachievable, as the government cannot spend large amounts of money without going

over the debt cap; in addition, it is disputed whether either of these approaches can actually influence long

term employment. This report recommends that the best policy for the government to pursue in this area

is to listen to the calls for reduced regulation in section 2, and to increase spending on labour force

training.

The geopolitical situation also seems stable for Poland. Its alliance with America is beneficial in economic

terms, as American companies have invested over 20 billion dollars into Poland, yielding significant

benefits in job creation and productivity. 54 One American political scientist even goes as far as predicting

that Poland will become a global superpower thanks to the alliance. 55 While that scenario is unlikely to say
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the least, it does at least highlight the significant positive economic impacts of closer ties with the world’s

largest economy. Germany, another major global economy and a historic Polish enemy, also enjoys close

economic ties with Poland; Polish-German trade is currently on a larger scale than Russian-German trade,

and this is likely to remain the case for some time. 56 The only major geopolitical threat to Poland is the

Russian Federation, which under the leadership of Vladimir Putin has become increasingly aggressive. This

report does not believe this to be a serious threat to Polish future economic development, as Poland is

now fully integrated and protected by NATO, which all but guarantees that the Russian Federation will not

invade.

Section Seven- Demography

“America was indebted to immigration for her settlement and prosperity. That part

of America which had encouraged them most had advanced most rapidly in population,

agriculture and the arts”- James Madison, 4th President of the USA

Poland is undoubtedly facing a large demographic constraint to future growth, as an ageing population

coupled with high levels of emigration among young people is reducing the Polish labour force. At present

this is not a major issue as unemployment remains high, but even now there are already worries about

impending labour shortages in more specialized sectors – Fig. 4 highlights the increasing problem of labour

shortages on company growth. 57 Following ascension to the European Union in 2004, hundreds of

thousands of working age Poles have left to find work in other countries; the emigration of workers has

been most noticeable in the run up to Euro 2012, when firms had to employ Chinese construction workers

to make up for shortages of Polish ones. 58 The potential consequence of the emigration is that future

economic growth may eventually be restricted by a limited labour force. On the other hand, the situation

may not be as serve as it seems. Around five billion dollars are sent annually to Poland as remittances,

which boost domestic consumption in Poland. 59 In addition, it is still likely that many of the recently

emigrated workers will eventually return to Poland, bringing new skills and work experiences with them.
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This report does not believe that the shortage of labour will be an insurmountable problem for Poland,

especially as Poland still has ‘reserves’ of labour in the countryside. In addition there is chronically low

labour-force participation in Poland; measures to raise participation in the economy should also help

combat any potential labour shortage issues. 60 This report cannot make many recommendations on the

issue of emigration, as the government does not have the power to influence Polish migration to and from

EU countries. The one thing which the government can and should do is to increase labour mobility, both

domestic and external. Domestic labour mobility can be increased by improving transport infrastructure,

which would allow workers to move more easily from areas of Poland which have elevated levels of

unemployment to areas where there is a high demand for labour. The government should also consider

either abolishing or lowering stamp duty, which is relatively high and in the words of one study “reduces

the mobility of the labour force inside the country.” 61 On external labour mobility the government could

move to facilitate the immigration of workers into Poland, particularly from its eastern neighbours such as

Ukraine. The priority should be to encourage long term immigration into Poland, as at present the majority

of immigrants to Poland are temporary ones. 62

A more worrying problem than emigration is Poland’s ageing population. It is estimated that the effective

economic old-age dependency ratio for Poland will increase from 30 percent today to over 100 percent by

2060, which would give Poland one of the most serious ageing population problems in Europe. 63 The
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problems associated with an ageing population are severe, as government expenditure on pensions and

healthcare rises at the same time as tax revenue from working age people falls. However, while Poland’s

population is ageing just as rapidly as countries such as Italy, it does have one major advantage in its

pension system. Poland uses a defined contribution system, where each individual has his or her own

pension account and contributes directly to it. Thanks to this relatively sustainable system Poland is the

only EU country which will have lower age-related general government spending in 2060 than in 2007. 64

As these predictions may yet prove inaccurate as the variables change, this report would recommend that

the government plans for a worst case scenario, by raising the retirement age and tackling the problem of

‘protected’ sectors which enjoy significantly earlier retirement and lower pension contributions. The ruling

PO party is partially achieving this through an increase in the retirement age to 67 by 2040 and increasing

the amount of time workers in ‘protected’ sectors will have to work by ten years. 65 This report believes

that a retirement age of 70 may be more suitable for Poland, though this would be politically unachievable

given recent increases in strikes and protests. However, the government has simultaneously pushed ahead

with another and less beneficial reform, which could well end the long term sustainability of the system.

As part of measures to bring the deficit under control, the government passed a law which increased

compulsory pension contributions to the government controlled ‘ZUS’ fund, at the expense of

contributions to the private sector ‘OFE’ fund. 66 While on paper the overall contributions into the pension

system have been unchanging, the OFE funds are invested into assets such as stocks while ZUS funds are

mostly ‘borrowed’ by the government; the result is that the level of assets in the pension scheme will be

reduced, thus lowering future pensions. This report would recommend that the government avoids the

temptation of short term fiscal gains and reverses this reform, restoring OFE contributions to their

previous level.

Section Eight- Education and Technology

“Although children are only 24 percent of the population, they're 100 percent of our

future and we cannot afford to provide any child with a substandard education”- Ed

Markey, US Congressman
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The Polish school education system is generally quite good and regularly ranks within the top twenty

education systems in the world. 67 Despite low levels of spending per pupil compared to countries such as

the US and Norway, Poland has managed to significantly improve its standing in global rankings during the

past years, most likely thanks to education reforms undertaken during the late 1990s such as the

introduction of the ‘gimnazjum’ schools. 68 Any good school education system is an asset in economic terms

as it increases the competitiveness of Poland’s labour force and makes the country more attractive to

investment. A new and very controversial reform which is currently being gradually implemented is to

lower the primary school starting age to six instead of seven. Arguments offered against the reforms

include a potential increase in the cost of teaching and some worries about syllabus overlaps for six and

seven year olds. However, this report would support the lowering of the school starting age. The fear of

excessive costs on the education budget should not be a major problem, as Poland’s low birth rates mean

that there are less and less children going to school each year; hence the cost of an expansion of primary

schools is likely to be counteracted by the naturally falling costs of education less pupils. Polish children

are currently some of the latest to begin primary school in Europe, something which in all probability has a

negative effect on the performance of the system.

On the other hand the higher education system in Poland is less praiseworthy. Although the proportion of

Polish people going to university has now reached 40% of 19-24 year olds, Polish universities consistently

rank low in global tables, with few if any making it into the top 400. 69 This is a worrying problem, given

that universities are more important than school education when it comes to training people for jobs in

skilled sectors. A significant cause of the problem is overcrowding in universities and a large number of

universities that focus exclusively on improving the quantity of students not the quality of teaching, by

offering ‘easy’ subjects. This report would recommend introducing tuition fees across all public

universities, with a student loan system similar to the UK’s. Tuition fees would increase university funds,

something which is needed given that Polish universities spend an average of $3,300 per annum per

student, compared with the EU average of $7,800. 70 Tuition fees would also limit the number of ‘easy’ and

low quality courses offered by universities. Finally, such a move would not necessarily be regressive; if the

student loan system is made similar to the UK’s, then students would only repay their loans once they are

earning a good salary. This report recommends that public universities be allowed to implement tuition

fees in the regions of $3,000 per annum, on the condition that a student loan system is created by the

government and that the money raised is invested in improving university standards; this would bring

Polish universities’ spending much closer to the EU average. This report would not however support
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attempts to create competitivity between universities by allowing them to vary tuition fees; such a

competitivity would result in universities trying to spend as little as possible on students to be able to

afford lower fees, which would hardly have a positive impact on teaching quality.

The most worrying problem in the education and technology sector is undoubtedly the low levels of

spending on research; Poland spends just 0.7% of GDP on research and development, while the EU target

is 3%. 71 Spending on research is important as it helps increase productivity, as well as stimulating the

development of the ‘knowledge’ sector and of highly technologically advanced sectors such as software

production. This report recommends that the government attempt to stimulate more investment in

research and development, by direct investment from its own budget and also by creating tax reliefs in

corporate tax for investment. An ambitious but possible aim for the government would be for 1% of GDP

to be spent on research and development by 2015, rising to 2% of GDP by 2025; this means that spending

on research would have to rise by some $2 billion over the next three years to meet the target, and by a

total of around an extra $10 billion per year to meet the 2025 target, based on GDP estimates.
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Section Nine- Conclusion

This report has addressed two related questions: is Poland’s growth sustainable, and what can the government do to

increase it. Below is a SWOT analysis of the first question, based on the rest of the report:

Strengths

 Constitutional debt limits prevents excessive debt

 Geographical position at the heart of Europe

 Remittances from emigrated workers

 Recent PO reforms may be beneficial

 A stable and undamaged banking system

 A stable geopolitical situation

 Predictions for future growth

 A defined contribution pension system

 A good school system

Weakness

 Poor transport infrastructure- both rail and road

 Government deficit high

 Too much government regulation

 An inefficient tax system and a high labour tax wedge

 High trade and current account deficits

 Demographic changes- a falling labour force and an

ageing population

 A relatively poor university system and low levels of

spending on research

Opportunities

 EU funding for projects

 The growth of markets for Polish exports in Asia

Threats

 End of Euro 2012 drive

 Eurozone Crisis affecting trade partners

 Vulnerable to currency fluctuations



The answer to the first question seems to be a yes. Certainly, Poland has as many strengths as it has

weaknesses at the moment. However, not one of the weaknesses listed is a problem which cannot be

tackled by bold measures. Of course some are easier tackled then others; reducing regulation on the

economy, for example, would be much easier than improving infrastructure networks. The point is that

each weakness listed has a solution, and need not prove an insurmountable barrier to economic growth. In

addition although the weakness may seem numerous, it should be remembered that this is nothing

compared to what Poland has had to deal with during the transition twenty years ago. Hence barring any

major upsets, predictions of continued economic growth are likely to be correct. However, although

growth should continue this report also believes that unless the government follows at least some of the

recommendations listed below to counteract it, a slowdown in the rate of economic growth is inevitable

due to events in the Eurozone, events which cannot be fixed by the Polish government.

Summary of recommendations made for the government:

 Adopt a more relaxed approach towards the government budget deficit and avoid overly rapid

fiscal austerity- instead implement a medium term plan to control public finances, focusing on

policies such as raising the retirement age

 Avoid stimulus spending due to the 55% constitutional debt cap

 Reduce over-complicated government regulation on business

 Rebalance taxes by shifting them away from labour related taxes and hence decrease the labour

tax wedge- either raise the personal allowance to PLN 5000 or introduce more tax credits

 Close various tax reliefs and loopholes, and then lower base tax rates, but reject calls for a flat tax

 Continue with plans to expand income tax to farmers

 Liberalise the railway market and privatise PKP- use the money raised to improve medium speed

(200 km/h) railway lines

 Press ahead with plans to finish the A1, 2 and 4 motorways

 Increase the role of Public Private Partnerships in building roads by giving local government the

required professional legal resources

 Attempt to keep the Zloty close to its current rate

 Prepare contingency plans to keep 'orphaned' banks in Poland open if parent companies in

Western Europe fail due to the Euro Crisis

 Temporarily slow down privatisation to avoid large scale job layoffs during the Euro Crisis



 End the practise of retaining majority shares in privatised companies or having other state owned

companies buy them

 Avoid any direct interference in the foreign trade

 Increase labour force training spending to improve Poland’s export potential

 Repeal or reduce stamp duty to increase domestic labour mobility

 Improve infrastructure and increase long term immigration to deal with labour shortages in some

sectors caused by emigration

 Reverse the plans to increase contributions to the ZUS funds at the expense of OFE ones

 Consider a retirement age of 70

 Continue with plans to send six year olds to primary school

 Introduce university fees of around of $3,000 per annum in public universities, providing that a

student loan system is also set up and that the money raised is invested in improving university

quality

 Increase spending on research to 1% of GDP by 2015, and 2% by 2025



With thanks to Mr Richard Moreton (Coffey International)
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