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Preface

This new monograph presents the results of the latest comparative studies con-
ducted by the World Economy Research Institute at the Warsaw School of Economics.
The book aims to determine Poland’s competitive position in the European Union 10
years after the country’s entry into the bloc. The Polish economy is shown in a broader
comparative perspective against the background of other EU members, in particular the
11 new member states from Central and Eastern Europe (EU11). Competitiveness is
defined for the purposes of these analyses as a country’s ability to achieve a sustainable
improvement in the quality of life, accompanied by a strengthening of the country’s
economic position on foreign markets and by an increase in its investment attractive-
ness. This definition provides a general framework for assessing various economic and
social issues that make up the competitive position of the Polish economy.

Analyses carried out in this book go beyond a simple scoreboard approach that
could fail to capture all structural factors. Developing effective policies requires
an in-depth understanding of the complex factors that drive the competitiveness of
economies. Therefore, a systematic approach has been adopted enabling comparisons of
various determinants of Poland’s competitive position. The cross-country comparison
is conducted in both quantitative and qualitative terms, which allows the authors to
forecast future trends and indicate some policy priorities.

The book consists of three parts, further divided into chapters, each with a number
of subsections. The first part (Chapters 1-2) aims to show the development of Poland’s
competitive position during the first decade of its EU membership. The assessment
consists of two complementary components: the nation’s prosperity and its position
versus external partners compared with other new EU member states. The starting
point is an analysis of the nation’s prosperity measured by its overall economic per-
formance, the real income of the Polish population and the capacity to increase this
income. This is followed by an assessment of Poland’s competitive position in external
relations. A comparison of Poland’s economic performance in the 2004-2013 period
with results achieved by other EU countries includes an analysis of real GDP growth,
convergence of income levels in Poland in relation to the EU15, and an assessment of
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the scale of income inequality and poverty (Chapter 1). The international competi-
tiveness of the Polish economy is reflected in changes in the country’s role in world
trade and in international investment flows (Chapter 2).

The aim of Part II (Chapters 3—4) is to identify the main factors determining
changes in the competitive position of the Polish economy in the past decade. Competi-
tive position determinants were divided into two groups: (1) assets such as capital, labor,
and technology, including changes in their productivity; and (2) institutions and their
quality, including economic policy. Detailed characteristics of each of these factors are
complemented with an attempt to establish their role in shaping the competitiveness
of the Polish economy in the first 10 years of Poland’s EU membership.

The third part of the book (Chapters 5-6) focuses on the impact of Poland joining
the EU on the country’s competitiveness. This analysis is not limited to identifying
changes in competitiveness, but also shows Poland’s role in shaping common market
rules, including EU policies. When it comes to the EU’s influence on Poland’s com-
petitiveness, we discuss the position of its enterprises in European value chains and
the evolution of its innovation policy in the context of EU policies. We also focus on
the importance of EU funds to the competitiveness of the Polish economy and on the
transformation of Poland’s energy market as a result of EU policies (Chapter 5).

Looking at Poland’s contribution to European integration, we focus on two key
factors, namely on the achievements of the Polish presidency of the EU Council and
on Poland’s role in developing the European Union’s Eastern Partnership initiative
(Chapter 6).

Conclusions from the analysis of specific issues are included at the end of each
subsection. They are the basis for an overall assessment of Poland’s competitive posi-
tion in the European Union at the beginning of 2014. The assessment is made at the
end of this book, along with some tentative conclusions for economic policy in the
context of the EU’s flagship Europe 2020 strategy.

Marzenna Anna Weresa



PART I

POLAND’S COMPETITIVE
ECONOMIC PERFORMANCE
AND COMPETITIVE POSITION
IN 2013






Chapter 1
Economic Development
and Convergence

This chapter aims to assess changes in the competitiveness of the Polish economy
from 2004 to 2013, after Poland’s EU accession. The comparative analysis covers key
indicators of economic development, such as GDP growth, inflation, unemployment,
public finances and the current-account balance, which collectively form the so-called
“magic pentagon of competitiveness.” In addition, income convergence among the
11 Central and Eastern European (CEE) countries that joined the EU in 2004, 2007
and 2013 — Poland, Bulgaria, Croatia, the Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Romania, Slovakia, and Slovenia (EU11) is analyzed in comparison with
the old EU members (EU15). This comparative analysis is followed by a discussion of
changes in income inequality in Poland compared with other EU countries.

1.1. Comparative Economic Performance

in 2004-2013: Poland and the EU

Zbigniew Matkowski, Ryszard Rapacki, Mariusz Prochniak

The international context: economic growth trends in the world
economy

Before embarking on a comparative analysis of Poland’s economic performance in
2004-2013, we will first outline its global context by sketching a picture of the prevail-
ing medium-term patterns of economic growth that occurred in the world economy
during the studied period.
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Table 1
‘World economic growth in 2004-2013 (rates of growth in %)
- S| 20700 |
averages)

World 3.9 1.8 2.8 24 2.1
Developed countries 2.1 0.3 1.5 1.3 1.0
Eurozone 24 0.2 1.6 -0.7 -0.5
USA 2.8 0.3 1.8 2.8 1.6
Japan 2.3 0.0 -0.6 1.9 1.9
Transition countries ® 1.8 2.9 4.6 3.2 2.0
Russia 1.6 24 4.3 3.4 1.5
Developing countries, 7.2 5.9 5.9 4.7 4.6
of which:

Least developed countries 1.1 6.9 3.6 4.9 5.4
Africa 59 4.8 0.8 5.7 4.0
Southeastern Asia 8.4 1.6 7.0 5.5 5.6
China 11.3 10.8 9.3 1.7 1.7
India 9.1 8.1 7.3 5.1 4.8
Latin America 5.4 3.4 4.4 3.0 2.6

a Preliminary data. ® 17 post-socialist countries not including new EU member states of Central and Eastern
Europe.

Economic growth rates of country groups are calculated as a weighted average of individual country GDP
growth rates, where weights are based on GDP in 2005 prices and exchange rates.

Source: UN, (2009; 2011; 2014).

As can be seen from preliminary data shown in Table 1, the global Gross Domestic
Product grew 2.1% in 2013, which implies some slowdown compared with 2011-2012.
In the medium-term perspective, this growth dynamics is, on the one hand, above the
trend line for 2007-2010, which includes the effects of the deepest global recession
since World War II (-2.4% in 2009). On the other hand, it amounts to slightly more
than half of the global economic growth in the pre-crisis years (2004—-2007).

Asin 2010 and 2011, and similar to the prevailing trends from 2004 to 2010, the
continuing recovery of the global economy was mostly due to fast economic growth
in developing economies; their GDP growth rate was 4.6%. The most remarkable
growth indices were recorded in Southeastern Asia (5.6%), especially China (7.7%).
The macroeconomic performance of the world economy was also supported by the
relatively good growth performance of African and Latin American economies.

On the other hand, global economic growth was adversely affected by a con-
tinued deceleration in developed economies (compared with both 2011-2012 and
2004-2007), including in particular the eurozone, which sustained a GDP contrac-
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tion. This trend was compounded by the mounting fiscal crisis in the eurozone and
protracted recession in some of its member countries.

Also worth highlighting is an unprecedented change in the composition of world
economic growth factors. In 2013, total factor productivity (TFP) in the global economy
declined for the first time since World War II (by 0.1%), mainly due to a fall in the
productivity of capital (Jankowiak, 2014).

Size of the economy

We begin our analysis of the results achieved by the Polish economy in 2013 and
of its international competitive position with a brief assessment of Poland’s economic
potential and its place in the world economy as well as in the enlarged European
Union.

Table 2, based on the latest IMF data, shows the ranking of the world’s largest
economies in 2013 according to the value of GDP measured in dollars at current
exchange rates (CER) and at purchasing power parities (PPP). GDP data for 2013
given in the table are preliminary estimates that may be subject to revisions.

The list is based on the values of GDP calculated at CER. The rankings of the
countries concerned in an alternative league table based on GDP values at PPP are
shown in parentheses. The full list of the 30 biggest economies in terms of the value
of GDP at PPP would additionally include Egypt, Pakistan, Malaysia, Nigeria, and the
Philippines, while excluding Belgium, Sweden, Austria, Switzerland, and Norway.

The estimated values of GDP at PPP for developing countries are as a rule much
higher than the alternative estimates of GDP at CER, while the relationship between
the two estimates for developed countries is usually the opposite. The difference
between the two estimates is mainly due to the difference in price levels: GDP cal-
culated at PPP reflects the value of output produced in a given country expressed in
dollars at prices that exist in the United States.

According to these data, Poland ranked 21st or 23rd, depending on the conver-
sion rate, among the world’s largest economies in 2013. With GDP calculated at CER
($514 billion), Poland’s economy was ranked 23rd, between Norway and Belgium, but
in terms of GDP at PPP ($814 billion), it ranked 21st, between Taiwan and Argentina.
Compared with the previous year, Poland dropped by one position in terms of the GDP
value measured at PPE, but it improved significantly (by three notches) in terms of GDP
at CER, partly due to an appreciation of the Polish currency against the U.S. dollar.!
The share of Poland in the global GDP was 0.7% in CER and 0.9% in PPP terms.

1 According to Poland’s central bank (NBP), in December 2013, the exchange rate of the Polish
zloty against the U.S. dollar was 2.4% higher than a year earlier.
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Table 2
The world’s largest economies in 2013 (GDP in billions of dollars)
GDP at CER GDP at PPP
Rank Country bilons of § | 0 OTWOrdS | piongopg | % of worlds
total total
1(1) United States 16,724 22.8 16,724 19.3
2(2) China 8,939 12.2 13,374 15.4
3(4) Japan 5,007 6.8 4,729 5.5
4 (5) Germany 3,593 49 3,227 3.7
59) France 2,739 3.7 2,273 2.6
6 (8) United Kingdom 2,490 3.4 2,378 2.7
7(7) Brazil 2,190 3.0 2,422 2.8
8 (6) Russia 2,118 2.9 2,558 3.0
9 (11) [taly 2,068 2.8 1,805 2.1
10 (13) Canada 1,825 2.5 1,518 1.8
11 3) India 1,758 2.4 4,962 5.7
12 (17) Australia 1,488 2.0 998 1.2
13 (14) Spain 1,356 1.8 1,389 1.6
14 (10) Mexico 1,327 1.8 1,845 2.1
15 (12) South Korea 1,198 1.6 1,666 2.1
16 (15) Indonesia 867 1.2 1,285 1.5
17 (16) Turkey 822 1.1 1,167 1.3
18 (23) Netherlands 801 1.1 696 0.8
19 (19) Saudi Arabia 718 1.0 928 1.1
20 (33) Switzerland 646 0.9 370 0.4
21 (32) Sweden 552 0.8 394 0.5
22 (35) Norway 516 0.7 282 0.3
23 (21) Poland 514 0.7 814 0.9
24 (31) Belgium 507 0.7 422 0.5
25 (22) Argentina 485 0.7 771 0.9
26 (20) Taiwan 485 0.7 926 1.1
27 (34) Austria 418 0.6 361 0.4
28 (24) Thailand 401 0.5 674 0.8
29 (18) Iran 389 0.5 987 1.1
30 (25) South Africa 354 0.5 596 0.7
World 73,454 100.0 86,698 100.0

Note: All GDP data for 2013 are IMF preliminary estimates. The ranks given in the first column refer to GDP
calculated at CER and GDP calculated at PPP (the latter in parenthesis).

Source: IME, World Economic Outlook Database, www.imf.org, accessed on Jan. 30, 2014.

Year-to-year changes in GDP values expressed in an international currency reflect
not only changes in output volumes, but also changes in price levels and exchange rates.
A better basis for the assessment of a given country’s position in the global economy or
in another international grouping is data for a longer period, which reveal the long-run
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trend in the country’s relative economic potential. In the case of Poland, this trend was
until recently positive, meaning a gradual improvement in the international position
of the Polish economy. However, the last few years have seen some deterioration in
this position despite Poland’s relatively strong growth. This is simply because some
other countries in the world have grown more rapidly or benefited to a greater extent
from favorable trends in exchange rates and relative price levels.

Of special note are some major changes that have occurred in the structure of the
world economy during the past several years as a result of rapid economic growth in
developing countries in Asia and Latin America. Developing or emerging economies
today account for more than half of the world’s 30 biggest economies in terms of the
value of GDP at PPP. The five largest Asian economies now produce more than 30%
of total world output, and the three largest economies of Latin America contribute
a further 6%. The growing role of the emerging countries of Asia and Latin America
in the world economy is reflected not only by their share in world output, but also by
the increasing role they play in international trade and finance. The global financial
and economic crisis has not stopped the rapid growth in the developing countries of
the Far East, which have become the most dynamic part of the global economy.

Before we go on to evaluate the position of the Polish economy in the European
Union (EU28), let us first indicate the share of the EU28 in the world economy.
According to preliminary IMF estimates, the combined GDP of all EU28 countries in
2013 was $17,267 billion at CER, or $16,214 billion at PPE, which represented 23.5%
and 18.7% of global output respectively. For benchmarking purposes, the GDP of the
United States, the largest single economy in the world, was $16,724 billion that same
year, representing either 22.8% or 19.3% of global output, depending on the conver-
sion rate used to calculate global output. China, the second—Iargest single economy,
remained far behind the European Union in terms of GDP at CER ($8,959 billion),
but is rapidly bridging the gap in terms of GDP at PPP ($13,374 billion), representing
12.2% or 15.4% of global output.

Table 3 provides data on the size of EU economies. It includes preliminary data
on the value of GDP in individual member countries in 2013, calculated in euros at
current exchange rates (CER) and at the purchasing power standard (PPS).? GDP
data for 2013 are preliminary estimates that will be subject to revisions.?

As in the case of GDP estimates at PPP expressed in U.S. dollars, the GDP values
at PPS expressed in euros depend on the purchasing power of international currency

2 Purchasing power standard (PPS) for the member countries of the European Union, calculated by
Eurostat, the EU’s statistical office, is based on the average price level in the EU28. The value of GDP
at PPS is measured in calculative units (called PPS), which express the purchasing power of the euro in
the given country.

3 The preliminary (forecasting) estimates of the GDP values for EU countries in 2013, accessed on
Jan. 17, 2014, have been withdrawn from the Eurostat database until the expected release of the revised
GDP data, but the figures used here are still available in the Statistical Annex of European Economy,
published by the European Commission in November 2013 (European Commission, 2013). The same
remark applies to the per capita GDP data used in Figure 1.
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(in this case, the euro) in a particular country, i.e. on the relative price level (against
the average price level in the EU). In countries where prices are relatively high, the
GDP value calculated at PPS is lower than the GDP value calculated at CER and in
countries with relatively low prices, the GDP value at PPS is higher than the GDP
value at CER. For all the CEE countries, the GDP values at PPS are much higher
than those calculated at CER. For Poland, the difference in 2013 was 73%, for the
Czech Republic it was 46%, and for Bulgaria 117%. The difference between the two
alternative valuations of the GDP—at CER and at PPP or PPS—is usually larger
the less developed the country concerned is, though this is not a strict rule since the
difference is related to the relative price level, which may not be proportional to the
development level. It cannot be ruled out that the PPP or PPS values of GDP for the
CEE countries given by the World Bank, IMF and Eurostat may be overestimated.
Anyway, the conversion rates (parities) used in estimating GDP at PPP or PPS are
very favorable for most CEE countries. This reservation should be kept in mind when
interpreting the comparative position of CEE economies in the EU and in assessing
the gap between Central Eastern Europe and Western Europe in terms of per capita
GDP This is why we include both CER and PPP or PPS estimates of GDP in our
comparisons.

The European Union is composed of 28 member states of very different sizes and
economic potential.* The five biggest countries in terms of population and production
volume—Germany, France, the United Kingdom, Italy, and Spain—represent 63%
of the total population of the EU28 and 71% of the combined GDP if calculated at
CER or 68% at PPS. The 15 Western European countries that formed the EU before
its major enlargement (EU15) represent 79% of the total population and produce
92% of the combined GDP calculated at CER, or 86% of the combined GDP at PPS.
The 13 new member states that joined the EU in 2004, 2007 or later, i.e. 11 CEE
countries along with Cyprus and Malta, represent 19% of the total population, but
they produce only 8% or 14% of the total GDP respectively. This asymmetry between
the “old core” of the EU and the new entrants (or, more broadly, between Western
Europe and Central Eastern Europe) should be borne in mind when evaluating the
position of Poland in the European Union.

Poland is the largest country among the new EU member states in terms of area,
population and GDP. Poland ranks sixth in terms of area and population in the enlarged
European Union (EU28), with 7.1% and 7.6% respectively. In terms of GDP value
at PPS, it also ranks sixth (5.1%), but it is eighth (3.0%) if GDP is converted using CER.
As we can see, Poland’s share in the economic potential of the EU28 is much lower
than what might be suggested by the size of its territory or population, but in the light
of historical experience, this fact should come as no surprise; a similar disproportion
exists in all other CEE countries. Poland has significantly improved its position in the
European economy since its accession to the EU. Its share in the combined output of

4 Croatia was admitted as the 28th member state of the European Union on July 1, 2013; it has been
included in the analysis in this chapter to the extent allowed by the available data.
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all current EU member countries (EU28), calculated at CER, rose from 1.9% in 2004
to 2.5% in 2007, 2.9% in 2010, and 3.0% in 2013. Similarly, Poland’s share in the
total output of the EU28 calculated at PPS rose from 3.9% in 2004 to 4.2% in 2007,
4.8% in 2010, and 5.1% in 2013.

Table 3
GDP of EU member countries in 2013 (€ billion)
GDP at CER GDP at PPS
Rank Countr billions billions
’ Of0€ % of € %
1(1) Germany 2,735.8 20.9 2,609.6 20.0
2(2) France 2,066.5 15.8 1,833.0 14.0
3 (3) United Kingdom 1,893.0 14.5 1,742.9 133
4 (4) Italy 1,558.8 11.9 1,545.0 11.8
5(5) Spain 1,019.9 7.8 1,122.4 8.6
6 (7) Netherlands 602.9 4.6 544.2 4.2
709 Sweden 420.7 3.2 3123 24
8 (6) Poland 388.7 3.0 672.9 5.1
9 (8) Belgium 384.1 2.9 342.1 2.6
10 (10) Austria 314.6 24 282.6 2.2
11 (15) Denmark 248.9 1.9 181.5 1.4
12 (17) Finland 195.7 1.5 159.6 1.2
13 (13) Greece 182.8 1.4 209.9 1.6
14 (18) Ireland 165.7 1.3 152.6 1.2
15 (14) Portugal 165.3 1.3 202.9 1.6
16 (12) Czech Republic 148.3 1.1 216.7 1.7
17 (11) Romania 141.6 1.1 280.4 2.1
18 (16) Hungary 979 0.7 171.2 1.3
19 (19) Slovakia 72.8 0.6 106.7 0.8
20 (24) Luxembourg 453 0.3 36.6 0.3
21 (21) Croatia 44.1 0.3 66.6 0.5
22 (20) Bulgaria 41.0 0.3 89.1 0.7
23 (23) Slovenia 35.0 0.3 43.2 0.3
24 (22) Lithuania 34.7 0.3 57.0 0.4
25 (25) Latvia 23.4 0.2 34.9 0.3
26 (26) Estonia 18.5 0.1 24.9 0.2
27 (27) Cyprus 16.4 0.1 18.7 0.1
28 (28) Malta 7.1 0.1 9.4 0.1
EU28 13,069.5* 100.0 13,068.9 100.0

Note: All GDP data for 2013 are preliminary Eurostat estimates. The ranks given in the first column refer to
GDP calculated at CER and PPS (the latter in parenthesis). The percentage shares in the EU28 total were
calculated by the author.

2 The total for the GDP values shown in the table for individual countries differs slightly from the total GDP
value for the EU28 given by Eurostat (€13,068 billion).

Source: Eurostat Database (ec.europa.eu/eurostat), accessed on Jan. 17, 2014.
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Economic growth and real convergence

In the last 24 years, the Polish economy has experienced a fast real convergence
vis-a-vis both EU countries and all transition economies. The improvement in Poland’s
relative development level is mostly due to its relatively fast economic growth, the fast-
est in the new CEE members of the European Union (EU11) and nearly twice as fast as
the average for the “old” EU members (EU15). Similar economic growth trajectories in
Poland and these two groups of countries were recorded between 2004 and 2013, i.e. after
Poland’s EU accession. Table 4 provides a statistical picture of the trends involved.

Table 4
Growth of Gross Domestic Product, 1990-2013
s Real GDP growth rate Real GDP index
Country % growth Annual % growth in 2013
1989 2000 200
1990-2013 2004 2011 2012 2013 ~100 ~ 100 ~100
Poland 2.9 5.3 4.5 1.9 1.3 204 158 141
Bulgaria 0.4 6.7 1.8 0.8 0.5 112 154 125
Croatia 0.0 4.1 0.0 -2.0 0.6 100 124 104
Czech Rep. 1.3 4.1 1.8 -1.0 04 138 140 122
Estonia 1.5 6.3 9.6 3.9 1.5 146 163 126
Hungary 1.0 4.8 1.6 -1.7 0.2 129 121 103
Latvia 0.4 8.8 5.3 5.2 4.0 109 165 122
Lithuania 0.6 1.4 6.0 3.7 3.4 117 174 129
Romania 0.8 8.5 2.2 0.7 2.0 121 157 124
Slovakia 2.2 5.1 3.0 1.8 0.8 173 169 142
Slovenia 1.3 4.4 0.7 -2.5 -2.6 139 125 109
EU15 1.5 2.4 1.5 0.5 —0.1° 144 114 106

a Weighted average calculated by the authors, with PPP GDP estimates for 2013 treated as weights. The
unweighted average is —0.4.

GDP growth rates for 2004, 2011 and 2012 according to Eurostat; GDP growth rates for 2013 according
to IMF; growth indices 2000 = 100 and 2004 = 100 calculated based on Eurostat data supplemented by IMF
data for 2013 (for EU15 — unweighted average); growth indices 1989 = 100 based on EBRD estimates going
back to 1989.

Source: Eurostat, ec.europa.eu/eurostat; EBRD, www.ebrd.com; IME, World Economic Outlook Database, October
2013; own calculations.

Poland’s GDP rose by 41% in the studied period, or around 4% per annum on
average. Poland’s economic growth was the second-fastest among the new EU members
from Central and Eastern Europe (EU11), just behind that of Slovakia (42%). At the
same time, Poland’s GDP grew seven times as fast as that of the EU15. As a result
(see data in Tables 5 and 6), Poland managed to considerably narrow its gap in economic
development to all the “old” EU members. In the “new” CEE group, Poland’s income
gap narrowed relative to six of the 11 economies. Changes in the relative develop-
ment level of the Polish economy resulted not only from its fast growth but also from
diverging demographic trends and different appreciation paths for real exchange rates
in individual CEE countries.
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Table 5

Relative development levels in Poland and selected EU countries, 1989-2013
(GDP per capita at PPB, Poland = 100)

Country 1989 | 2000 | 2004 | 2006 | 2008 | 2010 | 2011 | 2012 | 2013
Poland 100 100 100 100 100 100 100 100 100
Germany 279 243 221 224 206 191 190 185 183
France 268 238 216 209 188 174 168 162 160
Ttaly 274 243 211 202 184 163 158 151 146
UK 256 248 244 237 202 172 163 159 159
Spain 199 200 198 202 182 158 149 144 140
Ireland 195 271 280 280 233 205 198 193 192
Portugal 159 167 151 152 137 128 119 113 110
Greece 178 174 184 178 163 139 124 113 107
EU15 average 262 238 222 217 196 175 169 164 162
Bulgaria 122 60 69 74 76 70 71 70 69
Croatia 133 102 111 111 112 93 93 92 90
Czech Republic 197 145 153 154 143 128 125 121 119
Estonia 142 93 113 128 122 102 107 107 107
Hungary 146 112 124 122 114 105 103 100 99
Latvia 137 76 91 102 104 88 93 97 100
Lithuania 145 81 102 111 114 98 105 108 110
Romania 89 55 67 74 82 77 75 75 75
Slovakia 155 102 111 122 127 118 117 115 114
Slovenia 194 164 169 170 161 135 131 126 121

2 Own estimates calculated using GDP growth rates for 2013 from the IMF data (for the EU15 group — weighted
average calculated by the authors) and the 2012 Eurostat data for relative development levels.

Source: IME, World Economic Outlook Database, September 2005 (for 1989); Eurostat, ec.europa.eu/eurostat
(for 2000-2012); IME, World Economic Outlook Database, October 2013 (for 2013); own calculations.

As the data in Table 5 show, at the time of the EU enlargement in 2004, the
average level of economic development (or GDP per capita in PPP) in the EU15 was
more than twice as high as in Poland (by 122%). During its first 10 years in the EU,
Poland narrowed its gap to the “old” EU countries in terms of development level
by 60 percentage points, i.e. at a rate of roughly 6 points a year. The process of real
income convergence was the fastest with respect to Ireland (88 p.p.), the UK (85 p.p.)
and Greece (77 p.p.). Under the most optimistic scenario, Poland is likely to close
its development gap to Greece as well as Portugal and fully catch up with these two
countries either this year or next at the latest.

As far as the new EU member countries are concerned, Poland was the most suc-
cessful in real convergence—in terms of the level of economic development—with
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regard to the region’s wealthiest countries. It narrowed its gap with Slovenia by 48 p.p.
and to the Czech Republic by 34 p.p. In terms of GDP per capita, Poland outpaced
Hungary for the first time since World War II. On the other hand, Poland’s development
gap widened vis-a-vis Lithuania and Slovakia, testifying to a process of real income
divergence. Meanwhile, some other CEE economies, notably Latvia and Romania,
narrowed their income gap with Poland.

Table 6

Development gap in new EU member countries vis-a-vis the EU15 average, 1989-2013
(GDP per capita in PPE, EU15 = 100)

Country 1989 2004 2011 2012 2013¢
Poland 38 45 59 61 62
Czech Republic 75 69 74 74 74
Slovakia 59 50 69 70 71
Slovenia 74 76 77 17 75
Hungary 56 56 61 61 61
Estonia 54 51 63 65 66
Lithuania 55 46 62 66 68
Latvia 52 41 55 59 62
Bulgaria 47 31 42 43 43
Romania 34 30 44 46 47
Croatia 51 50 55 56 56

2 Own estimates calculated using GDP growth rates for 2013 from the IMF data (for the EU15 group — weighted
average calculated by the authors) and the 2012 Eurostat data for relative development levels.

Source: IME World Economic Outlook Database, September 2005 (for 1989); Eurostat, ec.europa.eu/eurostat
(for 2004-2012); IME, World Economic Outlook Database, October 2013 (for 2013); own calculations.

As can be seen from the data in Table 6, in 2013 Poland’s GDP per capita in PPP
terms stood at 62% of the EU15 average. This was equivalent to a gain of 24 percent-
age points between 1989 and 2013, of which 17 points were gained since Poland’s EU
entry in May 2004.° These trends may be attributed to a remarkable acceleration in
the real convergence process in Poland after EU accession. From 1990 to 2003, the
gain was 0.5 p.p. per year on average; in 2004-2013 it more than tripled to 1.7 p.p.

5 Diverging demographic trends provide another explanation of the catching-up process in Poland
with the target development level in the EU. While the Polish population increased only slightly between
1989 and 2013 (to 38.533 million from 38.173 million, i.e. by 0.9%), EU15 countries experienced more
pronounced demographic growth. Their overall population increased by 8.3 %, from 369 million to nearly
400 million. These demographic trends are reflected in larger GDP growth rate differentials in per capita
terms. While the rate for Poland was 2.9% annually, the EU15 average for GDP per capita growth was
1.3% per annum.
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Poland’s growth and real convergence performance looks quite good compared
with the remaining EU members from Central and Eastern Europe, particularly from
the long-term perspective. i.e. the systemic transformation process so far. Overall,
from 1990 to 2013, Poland was the undisputed leader in the process of catching up
with the EU15 in terms of economic development. However, in the period following
the EU’s 2004 enlargement, the convergence process was the fastest in Lithuania,
Latvia and Slovakia (which narrowed their respective income gaps vis-a-vis the EU15
by 22, 22 and 21 percentage points respectively). Further down the list were Poland
and Romania, each with 17 p.p., followed by Estonia with 15 p.p. For the remaining
EU11 countries, the gap either decreased insignificantly (in the case of the Czech
Republic) or increased further.

Socioeconomic development and standard of living

The aim of this section is to assess the level of socioeconomic development and
the standard of living in Poland compared with other EU countries.

The basic measure of socioeconomic development and standard of living is national
income per inhabitant. Figure 1 shows the value of GDP per capita measured at PPS
in EU28 countries in 2004 and 2013.° The figure enables us to compare the value of
GDP per capita and to evaluate the growth of real income in individual countries in
the period after the EU’s 2004 enlargement. The GDP per capita data for 2013 are
preliminary estimates. As already noted, GDP data for CEE countries calculated at
PPS are imprecise and may be overestimated.

According to our calculations based on the preliminary Eurostat data, the aver-
age GDP per capita in the enlarged EU (EU28), calculated at PPS, was €25,600 in
2013. In the euro area (EU17 or EU18), the figure was €27,500, and in the “old” EU
countries (EU15) it was €28,200.

The income levels recorded in individual EU countries vary greatly. Luxembourg
leads the EU with a GDP per capita at PPS of €68,200 in 2013.7 A high per capita
GDP (€30,000 or more) is also recorded in the Netherlands, Austria, Ireland, Sweden,
Denmark, Germany, Belgium, and Finland. France, Britain, Italy, and Spain—the
largest EU countries apart from Germany—exhibit lower per capita GDE, ranging
between €24,000 and €28,000. The less advanced countries of Southern Europe—
Greece, Portugal, Cyprus and Malta—have much lower incomes (between €19,000
and €22,000). In CEE countries, GDP per capita ranges between around €12,000 in
Bulgaria and €21,000 in Slovenia.

6 For the convenience of the reader, the per capita GDP data originally expressed in PPS are labelled
here € (standardized euro). The same applies to the total GDP data shown in Table 3.

7 The unusually high value of GDP per capita in Luxembourg is largely due to high incomes gener-
ated and earned by international banks, financial institutions, and headquarters of big multinational
corporations located in that country. This does not adequately reflect the average living standard of
inhabitants compared with other Western European countries.
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Figure 1

EU28 member countries by GDP per capita in PPS (€)

EU28

EU15

1. Luxembourg
2. Austria

3. Ireland

4. Sweden

5. Denmark

6. Netherlands
7. Germany

8. Belgium

9. Finland

10. France

11. United Kingdom
12. Italy

13. Spain

14. Malta

15. Ctprus

16. Slovenia
17. Czech Republic
18. Slovakia
19. Portugal
20. Lithuania
21. Greece

22. Estonia

23. Poland

24. Hungary
25. Latvia

26. Croatia

27. Romania

28. Bulgaria

ﬂ,ﬁ& ,700
— 28, 200
S S 65,200
[ 33,400 '
——
[ 52,700
[ 3400
ﬂg ,400
] 31,500
HS&,GOO
[, 39,00
[, 3] 900
— 27 300
[—— 75 500
—21’2510 00
— A
—
— i1
— A
[ 19,700
— U
[0 19,200
r—130%0
oy 18800
[RS— 300
[— 17,200

600
12708
E—— 14,000 m2013 012004
= 12,200
—1 )
0 10,000 20,000 30,000 40,000 50,000 60,000 70,000

80,000

Note: The ranking is based on preliminary PPS GDP estimates for 2013. Reference data for 2004 illustrate the
change observed in the period after EU enlargement. GDP per capita was calculated by dividing total GDP by
total population at the beginning of the year.

Source: The figure is based on data taken from Eurostat Database (ec.europa.eu/eurostat), accessed Jan. 17,

2014.

Against this background, Poland’s position in the per capita GDP rankings in the
EU is unimpressive. With a per capita GDP at PPS of €17,500 in 2013, Poland is in the
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lower part of the list in the enlarged EU. Only five other EU member countries, Hun-
gary, Latvia, Croatia, Romania, and Bulgaria, display lower income per inhabitant.

In the last few years, this ranking has undergone substantial changes due to differ-
ent responses of individual economies to the global financial crunch and the eurozone
crisis. As a result, Poland has outdistanced Hungary and Latvia, and narrowed its
income gap toward Estonia and Lithuania,® but the distance to Slovakia, the Czech
Republic, and Slovenia remains substantial.

Comparing the GDP per capita data for 2004 and 2013, shown in Figure 1, we can
see that since joining the EU, Poland has made significant progress in reducing its
income gap with more advanced countries in Western Europe. Poland’s per capita GDP
at PPS increased by almost 60% from 2004 and 2013, while the EU15’s per capita
GDP at PPS rose by only 15%.

GDP per capita is a crude and tentative measure of the standard of living in a coun-
try. Living standards of inhabitants are also highly dependent on income distribution
and wealth possessed. Unfortunately, international statistics do not offer much data on
financial and real assets possessed by households. Information on income inequality,
particularly poverty, is also incomplete and often outdated. The latest estimates of pov-
erty rates using the international poverty line of $2 per day, made by the World Bank,
show that the incidence of absolute poverty in all EU countries is small (below 2%).
However, in most CEE countries, a considerable part of the population lives below the
income and consumption level recognized as a poverty line using national standards.
According to a recent OECD report on income distribution and poverty (OECD,
2013a), based on 2010 data, the relative poverty rate in Poland (the percentage of
population living at less than half of the national median income) was about 11%,
an indicator roughly equal to the OECD average, but almost twice as high as in the
Czech Republic and Denmark.

A conventional gauge of income inequality is the Gini coefficient, which measures
the overall concentration of household income. Poland is among the EU countries with
relatively high income inequalities. The Gini coefficient for Poland, 30.9 in 2012, was
slightly higher than the EU28 average. Among the new member states of the EU28,
more egalitarian proportions of income distribution are reported by the Czech Republic,
Slovakia, Slovenia, and Hungary. Among Western European countries, more equality
can be seen in Austria, Belgium, Denmark, Luxembourg, the Netherlands, Sweden,
Finland, and Germany, countries that strongly promote the welfare state idea. In a posi-
tive trend, the Gini coefficient in Poland has decreased gradually since 2005.

Another indicator of income inequality is the income gap between the poorest
and the richest people in a country. According to the Eurostat data, the ratio between

8 The PPS data for Lithuania for the last few years published by the Eurostat suggest that, in terms
of GDP per capita, Lithuania has outdistanced not only Poland and Hungary, but also Estonia. This

fact, however, is not fully confirmed by the alternative estimates of GDP per capita at PPP provided by
the IME
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the income earned by the wealthiest 20% and the poorest 20% of families in Poland
in 2012 was almost 5:1, roughly equal to the EU27 average. But in most EU countries
this ratio was lower, and a significantly larger gap between the rich and the poor was
only noted in Spain, Portugal, and Greece, as well as in Romania, Bulgaria, and Latvia.
In the quintile distribution of household incomes observed in Poland, the wealthiest
20% of families accrue more than 40% of total household income, and the richest
10% gain almost 25% of total disposable income.’

A concise measure of social development and living standard is the Human
Development Index (HDI), compiled by the UNDP It is the geometric mean of three
component indices reflecting GNI per capita, life expectancy at birth and education
level, which are assumed to represent three basic dimensions of human development:
a long and healthy life, thorough knowledge, and a decent standard of living. The
index values range from O to 1; higher values imply a higher development level.

According to the latest Human Development Report (UNDE, 2013), based on 2012
data, the following countries lead the way in the global HDI classification: Norway,
Australia, the United States, the Netherlands, and New Zealand. When it comes to
EU members, the Netherlands, Germany, Ireland, and Sweden are also among the
top 10 countries in the world. Slovenia is the highest ranked CEE state (21st), fol-
lowed by the Czech Republic, Estonia, Slovakia, Hungary, Poland, Lithuania, Latvia,
Croatia, Romania, and Bulgaria (57th). Poland, with an HDI of 0.821, is close to the
CEE average, but behind most other EU28 countries and ahead of only Portugal,
Lithuania, Latvia, Croatia, Romania, and Bulgaria. Poland is currently No. 39 in the
global league table.

Poland’s HDI has increased consistently, which testifies to the sustainability of the
country’s socioeconomic development. Since 2005, Poland has advanced in the HDI
classification by three places — with most progress made in the last two years — and
Poland’s HDI has increased significantly. However, Poland’s position in the worldwide
HDI rankings is still close to that of developing countries such as Qatar, Brunei, and
Barbados. Nor does Poland rank high in the HDI league table in terms of the three
components of the index: income, health and education.

The same source gives estimates of the so-called inequality-adjusted HDI (IHDI).
This index aims to capture the living standard and development level of the average
person in society, which is less than the aggregate HDI when there is inequality in
the distribution of income, education and health. Poland’s IHDI is lower than the
value of the original HDI, but this does not significantly change Poland’s position in
the global HDI rankings.°

9 More information on income inequality and poverty in Poland and in other EU countries can be
found in part 1.3 of this chapter.

10 In terms of the IHDI, Poland ranked 30th among 132 countries in the latest global standings,
which is roughly equivalent to its 39th rank on the overall HDI ranking list covering 187 countries.
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Certainly, the very concept of the HDI and the computation method used in com-
piling this index are disputable. The index does not cover all the dimensions of social
development (e.g. it does not consider such human values as freedom, democracy,
justice, and social cohesion). The component indices used to reflect material wealth,
health condition and education also exhibit some deficiencies. The resulting scores of
individual countries are sometimes controversial (e.g. in the newest HDI standings,
the United Kingdom is just ahead of the Czech Republic and Greece, and Belarus is
ahead of Russia). If the index were used to indicate countries that are best to live in
and to identify those that should rather be avoided, its indications could sometimes
be misleading. Nevertheless, the HDI is the most popular general indicator of living
standards, widely used in international comparisons.

In 2011, the OECD launched the Better Life Initiative, a program dedicated to
multidimensional analysis of social well-being and living standards in OECD member
countries. The Better Life Index (BLI) compiled under this program seeks to assess and
compare social well-being in various countries, taking into consideration 11 dimensions
representing the essential aspects of living conditions and the quality of life: (1) income
and wealth, (2) housing, (3) jobs, (4) work-life balance, (5) education, (6) health,
(7) environment, (8) community, (9) civic engagement and governance, (10) personal
safety, and (11) life satisfaction. Each dimension of social well-being is measured by
one to four specific indicators, based on data taken from non-official sources. After
normalization, the component indices representing various areas of social well-being
as well as the aggregate BLI take values ranging from O to 10 (higher values mean
a better performance). The exact values of the aggregate BLI for individual countries
are not published, but they can be easily calculated as a simple average of the compo-
nent indices available online (www.oecdbetterlifeindex.org). Users can also calculate
a weighted aggregate index, using their own weights attributed to various dimensions
of well-being. The newest edition of the BLI report (OECD, 2013b) brings an overall
assessment of social well-being in the OECD area (covering 36 member and candidate
countries) based on 2010-2012 data, and comparative analyses of performance in the
main areas shaping social well-being.

According to the newest BLI data, the highest levels of social well-being in the
OECD area are found in Australia, Canada, the United States, Switzerland and the
Nordic countries; for all these countries, the unweighted BLI assumes values close
to 8. The lowest levels of social well-being are in Russia, Turkey, Brazil, Chile, and
Mexico; the unweighted BLI in these countries ranges between 3 and 4. Poland, with
an unweighted BLI of about 5.5, is close to the OECD average. Among several dimen-
sions of social well-being captured by the BLI, Poland has relatively high marks in
areas such as personal security, education and social bonds, but relatively low marks
for material living conditions, health, and life satisfaction.

One important aspect of social wealth is the availability of jobs and employment
opportunities. This factor directly influences income and wealth, as well as the extent
to which education and knowledge can be transformed into higher living standards.
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High unemployment is in sharp conflict with people’s sense of well-being and wealth.
Meanwhile, high unemployment has become one of the main economic problems in
Europe and elsewhere. The problem has become more acute in the last several years
due to the global crisis and the turbulence in the eurozone. Unemployment levels
in most EU countries remain high even though recession has phased out. This is
because a large part of the jobless are affected by long-term structural unemployment
and short-term frictional unemployment (both are unrelated to the current level of
business activity), and because changes in employment and unemployment lag behind
changes in output and are usually smaller. In 2013, the average unemployment rate in
the EU28, as recorded in labor force surveys, was 10.9%. The highest unemployment
was seen in Greece (27.3%), Spain (26.4%), Portugal (16.5%), and Ireland (13.1%).
Among CEE countries, Croatia (17.6%), Slovakia (14.2%), and Bulgaria (12.9%)
were the most affected.!! Poland, with an unemployment rate of 10.4% reported in
labor market surveys, was slightly below the EU average, but registered unemployment
was much higher: 13.5% yearly on average (GUS, 2014a). A special problem is high
unemployment among young people. On average in the EU28, the incidence of youth
unemployment is two or three times higher as adults. In Poland, the unemployment
rate among those aged under 25 was more than 27% in 2013 (Eurostat, 2014).

The global crisis of 2008-2009 and the subsequent debt crisis in the euro area,
which slowed economic growth in Europe in 2012-13, strongly affected the well-being
of people across Europe, reducing real incomes, increasing unemployment, and com-
pounding many social problems related to living standards. The impact of the global
crisis on living standards in CEE and other transition countries was scrutinized in
a special study by World Bank experts (World Bank, 2011) as well as by the EBRD in
its 2011 Transition Report (EBRD, 2011). The EBRD’s 2012 Transition Report (EBRD,
2012) analyzed the impact of the eurozone crisis on economic development and social
well-being in Central and Eastern Europe, while the most recent issue of the report
(EBRD, 2013) highlighted the adverse implications of the economic slowdown and
a halt to economic reforms on income convergence between transition countries and
highly developed countries, and on attempts to catch up with the West in terms of
living standards. The research shows that the adverse impact of the crisis on social
well-being in transition countries has been much stronger than in Western Europe.
The negative effects of the crisis on living standards have been reflected in high unem-
ployment, lower real wages, reduced pensions and social remittances, in addition to
decreased consumption and savings.

11 All the figures are the average unemployment rates recorded in the harmonized labor force sur-
veys (LFS). Registered unemployment was usually higher.
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Comparative assessment of macroeconomic performance

Our general assessment of the current condition of the Polish economy will be
based on an analysis of five macroeconomic indicators commonly used in compara-
tive assessments of macroeconomic performance: (a) the rate of economic growth,
(b) unemployment rate, (c) inflation rate, (d) general government balance, and (e)
current-account balance. The key tool used in this analysis is called the pentagon of
macroeconomic performance.!? It illustrates the extent to which individual countries
meet five macroeconomic goals: (a) economic growth, (b) full employment, (c) internal
equilibrium (no inflation), (d) public finance equilibrium, and (e) external payments
equilibrium. The extent to which these goals have been achieved is expressed by vari-
ables marked on the pentagon axes.

The tips of the pentagon, representing maximum or minimum values of the indi-
cators, are considered to be desirable (positive) targets, although in some cases this
can be disputable. For example, a high current-account surplus or a budget surplus,
as well as zero inflation or zero unemployment, may not be an optimal result. Another
problem is interrelations (notably conflicts) between individual macroeconomic goals.
For example, low unemployment (according to the Phillips curve) is often accompanied
by high inflation, and vice versa. A separate question is the relative significance of
each criterion (e.g. whether low inflation is as important as low unemployment). All
these reservations should be taken into account when interpreting such charts.

When comparing the pentagons drawn for a given year among individual coun-
tries or when comparing them over time for any single country, we should consider
both their surface and shape. A larger surface of the pentagon is assumed to mean
better economic performance, while a more harmonious shape indicates more bal-
anced growth. Of course, such an assessment is confined to the five aforementioned
parameters of current macroeconomic performance. It tells nothing about the size of
a given economy, its economic potential, or its development prospects. It does not
even tell much about its possible performance in the next year, though an economy
in good condition increases the chances of good future performance. Nevertheless,
any analysis based on this method should be conducted with caution.

We shall now compare the overall performance of the Polish economy in 2013 with
the situation in three other CEE countries: Hungary, the Czech Republic, and Slovakia,
and in five Western European economies: Germany, France, Italy, Spain, and Sweden.
The choice of the countries included in this comparison is not accidental. Among the
CEE countries, Hungary, the Czech Republic, and Slovakia are the most similar to
Poland in terms of development level, structure of the economy, advancement of the
process of market reform, and the progress of integration with the European Union.

12 This method was also used in the comparative analysis of Poland’s macroeconomic performance
in earlier reports by this publisher. This is also where the merits and limitations of this kind of analysis
are discussed in greater detail, along with a list of references (cf. Weresa, ed., 2013, pp. 27-33).
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In Western Europe, Germany, France, and Italy are Poland’s main trade partners and
major sources of FDI inflows. Italy and Spain are similar to Poland in the size and
structure of the economy, and face a number of similar macroeconomic problems,
including a sizeable budget deficit, large public debt, and high unemployment. Sweden
has been included in this comparison because of the similar value of its total GDP at
CER and its good economic performance in the last few years, despite (or thanks to)
its non-participation in the Economic and Monetary Union (EMU). Compared with
the previous report (Weresa, eds., 2013), we have additionally included Italy.

Table 7
Key macroeconomic indicators in Poland and selected other EU countries in 2013
. General Current-
Country GDP growth Inflation Unemployment gol\)/;r;irgzm account balance
% % % % of GDP % of GDP
Czech Republic -1.2 1.4 7.0 2.1 -24
France 0.3 1.0 10.8 4.2 -1.9
Germany 0.4 1.6 5.3 -0.1 7.0
Hungary 1.1 1.7 10.2 -2.4 29
[taly -1.9 1.3 12.2 -3.0 0.9
Poland 1.6 0.9 10.4 -4.4 -1.6
Slovakia 0.8 1.5 14.2 -2.5 2.0
Spain -1.2 1.5 26.4 -1.2 1.1
Sweden 0.9 0.4 8.0 -1.1 6.2

Note: All the data are preliminary estimates. Data on unemployment are the harmonized unemployment rates
based on labor market survey data (yearly average).

Source: Data on CPl inflation and unemployment according to the Eurostat Database, ec.europa.eu/eurostat,
accessed on Feb. 25, 2014; the data on GDP growth, the general government balance and the current-account
balance are preliminary estimates from the latest economic forecast by the European Commission (European
Commission, 2014). The data on GDP growth and CPI inflation for Poland are in line with the latest estimates
by Poland’s Central Statistical Office (GUS, 2014a, 2014b).
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Figure 2
Macroeconomic performance in Poland and selected other EU countries in 2013
Hungary Czech Republic Slovakia
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GDP - GDP growth rate (%)

UNE - unemployment (%)

INF CPI inflation (%)

GOV general government balance (% of GDP)
CAB - current-account balance (% of GDP)

Source: Author’s elaboration based on the data shown in Table 7.

Table 7 has data on the five macroeconomic indicators reflecting the performance
of the analyzed economies in 2013. This is the most recent data available from the
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Eurostat and the European Commission. Most of these data are preliminary estimates,
which may be subject to further corrections and revisions. In the case of Poland,
the data are more or less in line with the preliminary data published by the Central
Statistical Office (GUS) and the National Bank of Poland (NBP). Whatever minor
differences exist do not significantly affect our general assessment of the condition of
the Polish economy and the conclusions drawn from the analysis. Figure 2 presents
the data in the form of pentagons, more convenient for a comparative analysis.

We begin our analysis with an inter-country comparison of the five macroeco-
nomic indicators (in light of the overall economic situation in the EU28). Later we
will compare the general performance of the studied economies in 2013 — from the
point of view of the comparative position of the Polish economy-taking into account
changes from the previous year.

The year 2013 was the fourth straight year of moderate growth in the world
economy after the global economic crisis of 2008-2009. The slowdown in Europe,
which began in 2012 as a result of the financial crisis in the euro area, continued in
2013, but the second half of the year brought some signs of recovery. Nevertheless,
2013 as a whole closed with zero growth in the EU28’s total real GDE, and the euro-
zone GDP decreased by 0.4%, according to preliminary data. This was mainly due to
almost no growth in output in Germany and France, and continued recession in Italy
and Spain. In the analyzed group, a rise in aggregate output (by around 1.0%-1.5%)
was noted in Poland, Hungary, Slovakia, and Sweden, while the Czech Republic saw
its output drop by about 1%.

The slowdown in output growth has been accompanied by a remarkable decline in
inflation. For the EU28 as a whole, average consumer price inflation fell from 3% in
2011 t0 2.5% in 2012 and 1.5% in 2013. Inflation subsided as a result of reduced output
in the wake of restrained fiscal policies and tight monetary policies. In the analyzed
sample, all the countries posted significantly lower inflation than in the previous year.
In most countries, inflation is now in a safe range between 1% and 1.5%; in Sweden it
was cut to about 0.5%. In some European countries, governments and central banks
have faced the risk of deflation, but if the ongoing recovery gains momentum, infla-
tion will probably speed up.

As mentioned in the previous section, unemployment has stayed at relatively
high levels in most EU countries because output is not yet rising vigorously and
unemployment is mainly of the long-term structural and short-term frictional type,
which is unlikely to respond significantly to eventual acceleration of output growth.
As a matter of fact, the average unemployment rate in the EU has shown an upward
trend since the beginning of the global crisis. In 2013, the average unemployment rate
in the EU28 was almost 11%, a little higher than in 2012. In the analyzed group, the
unemployment rate in 2013 continued to be relatively low in Germany (about 5.5%),
the Czech Republic (7%), and Sweden (8%). In Poland, Hungary, and France, unem-
ployment hovered around 10 to 11%, roughly the EU28 average. In Italy and Slova-
kia, it was higher (12% and 14% respectively), and in Spain it reached a new record
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of 26.5%. It should be remembered that the unemployment rates quoted here refer
to the unemployment data recorded in labor market surveys; these are usually lower
than the registered unemployment rates.

The last few years have seen some improvement in the state of public finance in
the European Union, as reflected by a reduction in the average size of the general
government deficit in the EU28 from 6.5% of GDP in 2010 to 3.5% of GDP in 2013.
Nevertheless, the road toward meeting the budget deficit limit imposed by the Maas-
tricht Treaty (3% of GDP) is still quite long for many EU member countries, including
some EMU members. In the analyzed group, Germany was the only country with a full
equilibrium between government expenditure and revenue in 2013, while Sweden was
close behind. All the remaining countries reported significant budget deficits, ranging
from 2.5% of GDP in the Czech Republic, Slovakia, and Hungary to 3% in Italy, 4%
in France, and 7% in Spain. In Poland, the budget deficit calculated according to EU
standards was around 4.5% of the GDP, a figure slightly higher than in 2012."

Continued budget deficits lead to a rise in public debt, both in absolute terms and
relative to the GDP value. By the end of 2013, the total gross public debt in the EU28
had risen to about €11,700 billion, or almost 90% of the total GDP produced that year,
according to preliminary data. In the analyzed group, the public debt-to-GDP ratio at
the end of 2013 ranged from 41% in Sweden to 46% in the Czech Republic, 54% in
Slovakia, 58% in Poland, about 80% in Germany and Hungary, around 95% in France
and Spain, and 130% in Italy (European Commission, 2014). In most countries, the
public debt burden is growing, though at a slightly slower rate in recent years.

The current-account balances in individual countries are not directly comparable
because they depend on a variety of factors that determine the volume of exports and
imports, terms of trade, current international payments, current income transfers,
and short-term capital flows. The current-account deficits or surpluses in individual
countries are to a large extent structural in nature. At the same time, cyclical changes
in the current account-balance do not follow a regular pattern and are difficult to
forecast. In 2013, most countries in the analyzed group saw some improvement in their
current accounts, which was a normal outcome of recession or slowdown. According
to the preliminary balance-of-payments data, Poland has reduced its current-account
deficit to around 1.5% of GDP. The Czech Republic, as well as France, also had
a small deficit (of less than 2% of GDP), while the remaining countries in the group
reported surpluses. The largest surpluses (6—7% of GDP) were recorded in Germany
and Sweden.

13 Tn 2014 Poland’s budget deficit, calculated according to EU standards, will probably be reduced
as a result of a substantial transfer of funds from the private to the public tiers of the pension system.
However, this artificial “improvement” in public finances will be a one-off effect that will disappear in
2015, much as it happened in Hungary in 2011 after authorities dismantled the private component of
that country’s pension system.
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When analyzing the changes in the five macroeconomic performance indica-
tors in 2013 compared with the previous year, we arrive at the following conclu-
sion. The year 2013, similarly as 2012, was marked by a slowdown in Europe, with
a complete stagnation in output in the EU28 as a whole and a slight drop in total
output in the euro area. The same occurred in the analyzed group: some countries
noted a slowdown in economic growth, while others reported almost no growth
or even a small drop in output. The second half of the year brought some signs
of recovery, but it remains quite fragile. The slowdown was accompanied by typi-
cal cyclical changes in the remaining economic indicators: a decline in inflation,
an increase or no change in unemployment levels, and some improvement in the
current-account balance.

Most countries in the sample also further reduced their budget deficits (in rela-
tion to GDP), though the relative size of the budget deficits in Poland, France and
Spain was well in excess of the desired deficit limit (3% of GDP).

Let us now turn to the general assessment of Poland’s current economic per-
formance in terms of the five macroeconomic indicators considered here, compared
with the results reported by other economies in the analyzed group.

Both the surface and the shape of the pentagon reflecting the overall condition
of the Polish economy in 2013 are most similar to those shown by the economies
of the Czech Republic, Hungary, and France. This means that, in terms of the
five macroeconomic indicators considered here, the overall performance of these
economies was more or less comparable. Unlike the Czech Republic, which was in
recession during the last two years, and unlike Hungary and France whose economies
were actually stagnating, Poland noted a considerable—though relatively low—
rise in output in both 2012 and 2013. Inflation was cut in all four countries, but
unemployment remained high (except perhaps in the Czech Republic). The relative
size of the budget deficit in Poland was comparable to that in France, but larger
than in Hungary and the Czech Republic. All four countries saw some improve-
ment in their balance of payments, but all of them except Hungary continued to
produce a current-account deficit. The Polish economy also performed well when
compared with Slovakia, which noted a marked slowdown in economic growth in
2012 and 2013, accompanied by significantly higher unemployment. Still, Slovakia
has been doing better than Poland in terms of the current-account balance and
public finances.

The shape of the pentagon drawn for Poland is also similar to the shapes for
Germany and Sweden, but its surface is smaller. This indicates that, in terms of
the five macroeconomic criteria analyzed here, the results achieved by the Polish
economy in 2013 were generally poorer. GDP growth in Poland was much faster than
in Germany and Sweden, and inflation, according to official estimates, was lower
than in Germany, but in all other respects Germany and Sweden had better scores.
Unemployment in Sweden and Germany is considerably lower. Both countries have
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a sizeable current-account surplus and both have achieved better results in bringing
their budgets into equilibrium. Poland continued to perform better economically
than Spain, which has been stuck in recession since 2008 and is plagued by huge
unemployment; Spain has restored equilibrium to its current account (mostly due to
the recession), but Spain’s public finances are in much worse shape than Poland’s,
both when it comes to the relative size of the budget deficit and the public debt.
Much the same can be said about general macroeconomic performance in Poland
and Italy, although Italy has a better track record in the general government bal-
ance and much lower unemployment than Spain.

Compared with the preceding year, the overall performance of the Polish econ-
omy did not change significantly in 2013. GDP growth was slightly slower than in
2012, inflation decreased, and the current-account deficit was reduced. However,
unemployment remained high, the budget deficit was far above the required EU
ceiling, and public debt, expressed as a percentage of GDP, approached or even
surpassed the limit imposed by Polish law. A positive feature was an acceleration in
GDP growth in the second half of the year, which may be an early sign of revival.

Opverall, much as in the previous year, Poland did relatively well in 2013 in terms
of the five basic macroeconomic performance indicators, especially in the context
of Europe’s economic woes. However, the Polish economy is not free from problems
and threats to further development.

The Polish economy in 2013 and the outlook for the years ahead

Poland was the only EU member country that managed to avoid a recession
during the global economic and financial crisis of 2008—2009. Even though this was
mainly the result of a improvement in the country’s foreign trade balance (a deeper
fall in imports than in exports), the very fact that the Polish economy was able to
avoid a decrease in real GDP during the crisis shows that Poland proved resilient
to external shocks and it is generally in good shape. After two years of relatively
fast GDP growth (3.9% in 2010 and 4.5% in 2011), the last two years were marked
by a considerable deceleration in Poland’s economic growth, to 1.9% in 2012 and
1.6% in 2013 (according to preliminary GUS data). The economic slowdown in
Poland was a direct outcome of the stagnation or even a fall in output in Western
Europe. It also stemmed from the global economic crisis and the debt crisis in the
euro area. The moderate acceleration in GDP growth in the second half of last
year and at the beginning of this year is an early sign of recovery, but the question
is how permanent this trend will be in terms of the outlook for this year and the
years ahead.
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Table 8

Contribution of final demand components to changes in real GDP in Poland,
2012-2013 (%)

Output and demand 2012 2013

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
GDP: 3.6 2.4 1.3 0.7 0.5 0.8 1.9 2.7
Domestic demand 2.5 -0.3 -0.7 -1.3 0.8 -1.7 0.5 1.7
Consumption 1.0 1.1 0.6 0.2 0.0 0.9 0.9 1.7
private 1.1 1.0 0.4 0.1 0.0 0.1 0.6 1.1
public® 0.1 0.1 0.2 0.1 0.0 0.8 03 0.6
Gross capital formation 1.5 -1.4 -1.3 -1.5 -0.8 -2.6 -0.4 0.0
fixed investment 0.7 0.1 -0.5 -1.3 -0.3 -0.6 0.1 0.5
change in stocks 0.8 -1.5 -0.8 -0.2 -0.5 -2.0 -0.5 -0.5
Net exports 1.1 2.1 2.0 2.0 13 2.5 1.4 1.0

2 The percentage change in real GDP against the corresponding period of the preceding year without seasonal
adjustment.

b The difference between the impact of total consumption and private consumption.

¢ The difference between the contribution of gross capital formation and gross fixed investment.

Source: GUS data, www.stat.gov.pl, supplemented by author’s own calculations.

Some opinion on this subject can be formulated after examining the changes in the
main components of final demand, which determined the dynamics of GDP during the
slowdown in the last two years. This analysis is a follow-up to similar studies made in
previous years and included in previous editions of this report (e.g. Weresa, ed., 2013).
The analysis makes it possible to identify the demand components that helped either
maintain or speed up GDP growth and those that hampered economic growth. It also
enables us to establish whether the observed output growth was adequately matched
by an increase in internal and external demand, which is essential for a further rise in
output. The results of the analysis may be also helpful in assessing the growth prospects
of the Polish economy in 2014 and beyond.

The impact of individual final demand components on real GDP growth in the
consecutive quarters of the 2012-2013 period is illustrated by data in Table 8. The
table shows the direct contribution of individual demand components to real GDP
growth (without multiplier effects). This contribution is calculated by multiplying the
growth rate of a given demand component by its share in the absorption of GDP'"
The first row of the table shows the growth rate of real GDP measured against the
same quarter of the preceding year (without seasonal adjustment). It is equal to the

14 More precisely, it is the product of the growth of a given demand component (at constant prices)
and of its share in GDP in the corresponding period of the preceding year, according to the well-known
method of decomposition of the GDP growth rate.
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combined impact of the demand components (domestic and external) shown in the
given column. Public consumption is calculated as the residual of total consumption
over private consumption. The change in stocks is calculated as the difference between
gross capital formation and fixed investments. Net exports are the difference between
exports and imports. All the components are measured in constant prices.

Looking at the data in Table 8, we can see that the meager growth in real GDP in
the last two years was almost exclusively due to an improved foreign trade balance.
Domestic demand was relatively weak throughout the analyzed period, and its total
volume tended to decline, due to a continuous fall in accumulation, in terms of both
fixed investment and inventory investment (change in stocks). With private consump-
tion stagnating, the rise in government expenditure was insufficient to offset the deep
decrease in investment. Looking at the annual data, we can see that the volume of
domestic demand showed zero growth in the last two years, but the quarterly data
indicate that it actually fell between the second quarter of 2012 and the second quar-
ter of 2013. Undoubtedly, without the positive changes in the foreign trade balance,
we would have a picture of complete stagnation in output during the last two years,
or even a small recession, rather than the meager growth reflected in the annual and
quarterly GDP data. Rising exports have been the main driver of growth in the Polish
economy in the last two years, despite unfavorable developments on Poland’s key
export markets in Western Europe.

The rise in net exports in 2012 and 2013 — as in 2009 — was the result of exports
growing at a faster rate than imports. In 2012, the volume of exports increased by
almost 4%, while the volume of imports decreased slightly from the previous year.
In 2013, the volume of exports increased by around 4%, while the volume of imports
rose by only 1%. The resulting improvement in the trade balance enabled some output
growth despite no increase in aggregate domestic demand. Paradoxically, the positive
changes in Poland’s trade balance, which occurred despite unfavorable developments
abroad, helped the Polish economy avoid a recession twice: during the crisis and at
a time of renewed turbulence in the external environment.

The analysis of demand components also shows that in order to sustain and accel-
erate growth in the Polish economy, a strong growth impulse is needed from autono-
mous demand components, chiefly investment and exports. Private consumption,
as a major part of total demand, is the most important factor in maintaining output
growth, but it cannot stimulate it forever because an increase in consumer spending
ultimately depends on a rise in output and income. Much the same can be said of
government expenditure, especially in the form of public consumption and transfer
spending. An increase in government expenditure largely depends on an increase in
tax revenue, which in turn depends on GDP growth. In the Keynesian approach, the
government can play an active role in getting the economy out of a slump by increasing
its spending financed by a budget deficit, and this kind of expansionary fiscal policy
was actually pursued in many countries during the global crisis in order to alleviate
the recession. But since the Polish government today is most concerned about the
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state of public finances, deliberate expansionary policies aimed at stimulating the
economy through increased government spending are unlikely to be employed. If the
economy speeds up, bringing about an increase in tax revenue, the government will
eagerly spend the extra money gained in this way. However, it will probably continue
to pursue a relatively restrictive fiscal policy aimed at reducing the budget deficit and
stopping public debt from rising. The 2014 budget has been already drawn up, and
there is little room for a further rise in government spending. '

Therefore, in order to sustain and reinforce the ongoing revival and to accelerate
Poland’s economic growth, a considerable increase in the total volume of investment
outlays (both private and public) is needed, along with a further rise in the volume
of exports. Sustained growth requires not just a one-off impulse, but a continual
substantial increase in the volume of investment and exports. It is not certain when
these conditions will be fulfilled, if at all.

Continued growth in Poland’s exports will chiefly depend on what happens in
the European economy, i.e. on the future growth of demand on Poland’s key export
markets. The ongoing recovery in Western Europe may not be strong enough to allow
a substantial rise in Polish exports. At least in the short run, it is necessary to consider
the probable adverse effect of the recent political turmoil in Ukraine and the Rus-
sian involvement there on Polish exports to Eastern Europe. Of course, an increase
in Polish exports will also depend on efforts made by Polish producers and exporters
to maintain and increase the attractiveness and competitiveness of their products.
However, even if exports accelerate, the revival in the Polish economy will probably
be accompanied by a considerable increase in imports. The strength of the growth
impulse coming from foreign trade depends on the trade balance, or the difference
between exports and imports. It is not certain whether the rise in exports will be strong
enough to outweigh the increase in imports. A lot depends on the further evolution
of the exchange rate, a factor difficult to foresee.

Even less probable is a rapid increase in investment outlays, whose total volume
actually declined in the last two years. The inflow of foreign investment is decreasing
because the list of attractive public assets still left for sale is short, and the number of
companies interested in carrying out new greenfield projects is limited. Both Polish
and foreign enterprises already active in the country are putting new projects on hold
as long as business conditions on the domestic and foreign markets are uninspiring
and future prospects are uncertain. One of the factors hampering private investment
spending is the low financial liquidity of many enterprises after a long slack period
on the market. This obstacle, however, could be overcome by increased borrowing,

15 According to official estimates (European Commission, 2014), general government expenditure
counted as public consumption will increase by 3.1% in 2014 and 2.6% in 2015, while public investment
will rise by 4.0% and 3.9% respectively. When assessing the possible impact of the increased government
spending on aggregate demand and output, it is necessary to consider the share of government expenditure
in GDP and the probable multiplier effects.
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especially as many banks have recently expanded their range of loans and relaxed credit
requirements for both enterprises and consumers. But in order to invest, one needs
not only promising projects and sufficient financial means, but also—above all—the
wish to do so, and the investment climate is generally weak.

A significant portion of total investment in Poland is public projects, mainly those
in infrastructure, co-financed from the EU budget. While large-scale infrastructure
projects will continue to drive business in the construction industry, they are unlikely
to significantly increase the total level of investment in the economy. Companies have
limited ability to absorb available EU funding, they do not have enough funds on their
own and their capacity to undertake large projects is also insufficient.

Opverall, some modest revival in investment this year is possible, but the increase
in the total investment volume will probably be unimpressive. Without a significant
rise in exports and investment, the chances of a solid and long-lasting revival in the
economy are slim.

Meanwhile, there are clear signs of recovery in the Polish economy. The country’s
GDP growth increased from 0.5% in the first quarter of 2013 to 0.8% in the second
quarter, 1.9% in the third quarter, and 2.7% in the fourth quarter on a year-to-year
basis, according to preliminary GUS data. However, this upward trend is not fully
confirmed by other indicators of economic activity; for the time being, the revival is
not strong enough to encompass the entire economy.

Industrial production is 4%-5% higher than a year earlier, but in mid-2013, after
a seasonal adjustment, it stopped growing. As usual, construction and assembly output
increased at the end of the year as builders strived to complete their projects before
winter, but after seasonal adjustment, output was considerably lower than in 2012. One
optimistic sign is an upward trend in the retail sales of commodities, whose volume
increased by 4% last year (the greatest rise was noted in the second half of the year).
But the stock of commodities continued at a level comparable to that recorded in 2012,
and inventories did not show an upward trend typical of a recovery phase. Following
a prolonged lull on the housing market, last year saw a considerable increase in sales,
but the number of new housing units completed in 2013 was smaller than in 2012.

Another positive trend is a significant growth in exports, despite the economic
doldrums in Western Europe. The value of Poland’s exports (in current prices) increased
by 5.8% in 2013, according to the latest GUS data. But on the negative side is complete
stagnation in investment, whose total volume did not rise for two consecutive years.
The labor market is not improving, either. A marked rise in employment would require
GDP to grow by at least 3% a year; while the current rate is about 2%. As a result, jobs
in the enterprise sector and in the economy as a whole are not increasing, and registered
unemployment remains high. Business sentiment indicators in industry, construction,
and trade are rising, but remain negative. Consumer confidence improved at the end
of last year, but is still relatively low, and the same is true of businesses’ assessment of
their own financial situation and of the general situation in the economy.
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The growth prospects for the Polish economy in the years ahead will strongly
depend on future developments in Europe and the global economy. Forecasts predict
an acceleration in global output in the next two years as a result of a revival in the
United States and Western Europe. The World Bank (World Bank, 2014) predicts
that the global economy will grow 3.2% in 2014 and 3.4% in 2015. The IMF (IME,
2014) projects slightly faster growth in global output — 3.6% in 2014 and 4.0% in
2015. For the euro area, both the World Bank and the IMF predict a gradual recovery
and a return to modest growth: 1.0% in 2014 and 1.4% in 2015. The European Com-
mission (European Commission, 2014) expects that the EU28 GDP will expand by
1.5% in 2014 and 2.0% in 2015, while the eurozone GDP is expected to grow 1.2%
in 2014 and 1.8% in 2015.

The European Commission’s latest GDP growth forecast for Poland is 2.9% in
2014 and 3.2% in 2015. The IMF’s autumn forecast (IME 2013) predicts the Polish
economy will grow 2.7% in 2014 and 3.3% in 2015, while the OECD’s autumn forecast
(OECD, 2013) lists 2.7% for Poland in 2014 and 3.3% in 2015.

A number of domestic and foreign institutions have upgraded their growth pro-
jections for Poland. The EBRD’s latest GDP growth forecast for Poland is 2.7% in
2014 and 3.5% in 2015 (EBRD, 2014). Poland’s own Gdansk Institute for Market
Economics (IBnGR, 2014) predicts that the country’s GDP will expand by 2.8% in
2014 and 3.5% in 2015. Some optimists believe that Poland’s economic growth may
reach 3% or even 3.5% this year.

The medium-term IMF growth forecast until 2018 (IME 2014), published in the
autumn of 2013 and revised in January 2014, assumed that both the euro area and the
EU as a whole would return to their “usual” growth rates of around 1.5% and 2.0%
respectively by 2015. For Poland, the IMF predicts some acceleration in GDP growth
in the next few years — to 3% in 2016 and 3.5% in 2018.

Several analyses of growth factors for Poland published in the last few years sug-
gest that the development potential of the Polish economy is still considerable and,
if properly utilized and supported by an active growth-oriented economic policy,
it could ensure a sustainable growth rate of about 4% a year (provided there is a suf-
ficient rise in demand on the domestic and foreign markets).'® However, some recent
studies by both domestic and foreign authors warn that the future growth of the
Polish economy may be significantly reduced, to around 2% a year or even less, due
to adverse demographic trends.

Even if economic growth in Poland picks up to about 3% a year in the next two
years, as suggested by these short-run forecasts, it is quite unlikely that the country
returns soon to the kind of growth it experienced before the outbreak of the global
crisis, when Poland’s GDP expanded at a healthy rate of 4%-5% a year. Moreover,

16 Such a long-term growth rate was assumed in many growth projections for the Polish economy
for the next 10-20 years-see e.g. Boni (ed.), 2009; Kleer et al. (eds.), 2011; Matkowski (2010); Rapacki,
2012; Kotodko, 2013.
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long-run growth forecasts taking into account supply constraints related to demography
are extremely unfavorable to Poland and other CEE countries.

Long-term growth forecasts (until 2060) released by the European Commission
and the OECD (European Commission, 2012; OECD, 2012) suggest Poland and
other CEE countries will experience a gradual slowdown in economic growth after
2015. The European Commission predicts that Poland’s GDP growth will decrease
from 3.9% in 2010 to 3.3% in 2015, 2.0% in 2020, 1.5% in 2030, 1.2% in 2040, and
0.5% in 2050, followed by 0.6% in 2060. According to the OECD, Poland’s GDP
growth will decelerate from 4.3% in 1995-2011 to 2.6% in 2011-2030, and 1.0% in
2030-2060. Both these forecasts say the slowdown will be chiefly due to unfavorable
demographic changes, including population aging, a drop in fertility, and a massive
outflow of workers, especially young, well-educated working-age people.

If these forecasts come true, Poland will face not only slower growth in incomes
and social well-being, but also a potential reversal of its catching-up process around
2045, coupled with a renewed widening in the country’s income gap with Western
Europe. In order to avoid such a scenario, the government should come up with
a set of proper socioeconomic policies to neutralize the risks and keep GDP growth
at a satisfactory rate. The same is true of other CEE countries facing similar risks to
economic growth.!

Meanwhile, the growth of the Polish economy will be still critically dependent on
further economic developments in Europe and worldwide. A big challenge for Poland
in the years to come is the consolidation of its public finances. A serious threat is posed
by the aging of the population and the growing burden imposed on the economy by the
costs of retirement payments. In any case, the basic condition for sustained economic
growth in the coming years is a continuous rise in exports and a strong rebound in
investment.
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1.2. Real Income Convergence in the EU:
Current Performance and Future
Opportunities for Poland

Zbigniew Matkowski, Mariusy Préchniak

Convergence between EU11 and EU15

This subchapter intends to assess income convergence among the 11 Central
and Eastern European (CEE) countries that joined the EU in 2004, 2007, and 2013:
Poland, Bulgaria, Croatia, the Czech Republic, Estonia, Hungary, Latvia, Lithuania,
Romania, Slovakia, and Slovenia (EU11).! Convergence in these countries is analyzed
in relation to the old EU members (EU15). A detailed analysis of convergence inside
the group of the new EU member countries (except Croatia) is included in previous
editions of the report. This analysis covers the 1993-2013 period. The key topic of
this edition is an assessment of the competitive position of the Polish economy in
the EU and an analysis of how this position changed during Poland’s first 10 years
in the bloc. Calculations were also made for two shorter subperiods, 1993-2004 and
2004-2013. The inclusion of these subperiods allows us to assess the pace of the
catching-up process before and after EU enlargement. The 2004-2013 period is treated
as the after-accession period although three CEE countries—Bulgaria, Romania and
Croatia—joined the EU a few years later (Bulgaria and Romania in January 2007 and
Croatia in July 2013). The convergence analysis is important for the assessment of
Poland’s competitiveness, defined here as the capacity to increase the real incomes
of society faster than in other countries.

Our analysis is based on the two most popular concepts of income convergence:
absolute B-convergence and o-convergence. Absolute -convergence exists when
less developed economies (with lower GDP per capita) grow faster than more devel-
oped economies (with higher GDP per capita). 0-convergence appears when income
differentiation between economies decreases over time. Income differentiation can
be measured by standard deviation, variance, or a coefficient of variation of GDP
per capita levels.

To verify the absolute B-convergence hypothesis, we estimate the following regres-
sion equation:

18 This paper is a follow-up study to previous analyses on the subject published in earlier editions of
the report (see e.g.: Matkowski and Préchniak, 2013). The 2013 edition includes an analysis of regional
convergence in regions across the EU. The methodology of the analysis is described in detail in the 2008
edition of the report (Prochniak, 2008).
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The explained variable is the average annual growth rate of real GDP per capita
between period T and 0; the explanatory variable is the log of the GDP per capita
level in the initial period, while e, is the random factor. If parameter al is negative
and statistically significant, 3-convergence exists. In such a case we can calculate the
value of coefficient b, which measures the speed of convergence, from (see e.g. Barro

and Sala-i-Martin, 2003, p. 467):
=——In(1+aT).
p=—gin(iral) )

In order to verify the o-convergence hypothesis, we estimate the trend line of
dispersion in income levels between countries:

sd(Iny,)=a, +at+e¢,. 3)

The explained variable is the standard deviation of log GDP per capita levels
between the economies, the explanatory variable is the time variable (¢t = 1,..., 21 for
the 1993-2013 period), while e,, as previously, is a random factor. If parameter al is
negative and statistically significant, o-convergence exists.

The calculations are based on the time series of real GDP per capita at purchasing
power parity (PPP in $), extracted from the International Monetary Fund database
(IME 2014). When converting nominal GDP per capita at PPP (in current prices)
into real GDP per capita at PPP (in constant prices), we used the GDP deflator for
the United States.

This edition of the report is expanded to include Croatia, the 11th and youngest
EU member country from Central and Eastern Europe. Although Croatia joined the
EU in 2013, its inclusion does not violate the assumption that the analyzed group
is homogeneous. Economic reforms in Croatia began at about the same time as in
Romania and Bulgaria, and Croatia does not lag behind other new EU member states
in terms of the advancement of the reform process. Therefore, we may adopt a research
hypothesis that the EU11 countries should exhibit income convergence both with
regard to one another and toward the EU15. Although this study only examines
convergence toward the EU15, some figures will also show the catching-up process
inside the EU11 group.

The existence of income convergence in the examined countries is due to a number
of factors, including their similar development level and economic structures, a similar
course of system reforms, mutual economic cooperation, liberalization of international
trade, and reduced restrictions in the flows of factors of production (including labor
and capital) between countries. The convergence process was strengthened by EU
structural and regional policies aimed at reducing development differences. Financial
aid was mainly targeted at less developed regions and countries to accelerate their
economic growth. All these factors stimulated the process of convergence both in the
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pre-accession period and after the entry of the new member countries to the EU, but
the strength of these factors and their impact on the pace of convergence can vary
for different countries and years.

In the study, we assess the pace of convergence throughout the analyzed period,
and we also try to indicate how the catching-up process evolved over time. To do
this, the studied period is divided into two subperiods: 1993—-2004, the years before
EU enlargement, and 2004-2013, the membership period of the EU8 economies.
If convergence before EU enlargement turned out to be faster, that would mean that
many of the benefits of EU accession (including a significant improvement in the
competitiveness of individual economies) were gained in the years prior to the official
date of EU entry. This would show that the integration anchor started to work before
the enlargement took place and that the countries managed to take advantage of
many of the enlargement-related benefits in the first decade of transition. However,
if it turned out that convergence accelerated in 2004 or later, this would mean that
EU membership was a key factor that enabled the Central and Eastern European
countries to catch up with Western Europe more rapidly and to significantly increase
their competitiveness. Such time frames of the study enable us to better evaluate the
track record of the first 10 years after the EU’s eastward enlargement.

pB-convergence

The results of testing f-convergence between the EU11 countries and the EU15
are presented in Table 9 and Figure 3. The convergence is analyzed among the 26 EU
countries as well as between the EU11 and EU15 areas. The aggregated data for the
two regions, EU11 and EU15, are weighted averages with variable weights reflecting
the population of a given country included in a specific group in a given year.

Table 9 shows the results of estimating regression equation (1) along with the
estimated convergence coefficients calculated according to formula (2). The first
column in Table 9 indicates the period. The next columns give the estimated values of
parameters a, and ay, t-statistics, p-values (significance levels), and R* (the R-squared
coefficient for the two-region model equals 1 by definition). The next column pro-
vides information about the existence of B-convergence. The answer is “yes” if the
GDP growth rate is negatively and statistically significantly correlated with the initial
income level. It is so if the estimated al coefficient is negative and the corresponding
p-value is less than 0.1 (assuming a 10% significance level). The last column gives the
estimated value of coefficient b.
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Table 9
Regression results for B-convergence
Period ag o t’(z:s)t ' t’(:?)t ' p'(‘sl Ol)u ¢ p—(v; 11;1 ¢ R? B-convergence | [

26 countries of the enlarged EU
1993-2013 | 0.2039 | -0.0186 | 7.02 | -6.23 | 0.000 0.000 0.6182 yes 0.0232
1993-2004 | 0.1921 | -0.0163 | 4.47 | -3.70 | 0.000 0.001 0.3636 yes 0.0180
2004-2013 | 0.2574 | -0.0244 | 5.04 | -4.83 | 0.000 0.000 0.4934 yes 0.0276
2 regions (EU11 and EU15)
1993-2013 | 0.2319 | -0.0216 . . . . 1.0000 yes 0.0283
1993-2004 | 0.2117 | -0.0188 . . . . 1.0000 yes 0.0211
2004-2013 | 0.3301 | -0.0316 . . . . 1.0000 yes 0.0371

Source: Own calculations.

Figure 3

GDP per capita growth rate over the 1993-2013 period and the initial GDP per capita
level
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The results confirm the existence of a clear-cut income-level convergence of the
EU11 countries toward the EU15 throughout the 1993-2013 period. The catching-up
process took place both among the 26 countries of the examined sample and between
the two regions, EU11 and EU15. For the 26 countries of the enlarged EU, the slope
of the regression line is negative with t-statistics at —6.23, p-value at 0.000, and the
R-squared coefficient at 62%. This shows the existence of strong convergence trends
inside the enlarged European Union. Countries with lower 1993 income levels recorded
more rapid economic growth on average in 1993-2013 than those countries that were
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initially more developed. Since the Central and Eastern European economies were
less developed in 1993, these results demonstrate an evident catching-up process by
the EU11 countries with Western Europe.

The existence of -convergence in 1993-2013 among the 26 EU countries is
illustrated in Figure 3. In the figure, the EU11 countries are marked by rhombuses,
while the EU15 countries are marked by triangles. As we can see, the points repre-
senting the EU11 countries appear in the upper left part of the chart, while the points
representing the EU15 economies are located in the lower right part. This means that
the EU11 countries recorded more rapid economic growth from 1993 to 2013, while
their initial income level was lower.

Figure 3 shows that the dispersion of the points representing individual countries
is not large from the negatively sloped trend line. This results in a relatively high
value of the R-squared coefficient, at 62%. Differences in the initial income level
account for almost two-thirds of the differences in the economic growth rates for the
1993-2013 period.

The points marked in the figure make it possible to compare the outcomes recorded
by individual countries and to assess changes in their competitive position during the
studied period. The most rapid economic growth rates were reported by the Baltic states.
GDP per capita in Latvia, Estonia, and Lithuania grew at a rate of about 5% annually
throughout the studied period, although these countries’ initial income levels were
relatively low. The results noted by the Baltics helped strengthen convergence inside the
group. The position of Poland was also favorable compared with other CEE countries.
Poland ranked fourth in terms of the rate of economic growth among the 26 EU countries.
Rapid economic growth in Poland was one of the factors leading to an improvement in
the country’s competitive position. Given the relatively low income level in Poland in
1993, these results strengthened convergence in the group as a whole.

The average results of the catching-up process of the EU11 group toward Western
Europe are weakened by Romania and Bulgaria. These two countries had a relatively low
GDP per capita level in 1993, and they also recorded relatively slow economic growth
throughout the 19932013 period. As a result, the points representing these two countries
are located far below the trend line and negatively affect its gradient. Croatia’s economic
growth was also relatively slow, but its initial development level was higher (in 1993,
Croatia was wealthier than Poland, the Baltic states, Romania, and Bulgaria).

Figure 3 also shows some differences in the economic growth paths of Western
European countries. Two countries, Ireland and Luxembourg, exhibited relatively fast
economic growth compared with their initial income level. As a result, the points
representing these two countries appear significantly above the trend line. The situa-
tion of Luxembourg, however, is atypical because the high level of income per inhab-
itant in Luxembourg and the country’s rapid growth stem mainly from the fact that
Luxembourg is a tax haven and hosts a number of enterprises from the financial and
high-tech sectors. By contrast, three Mediterranean countries, Italy, Greece, and
Portugal, recorded a slow rate of economic growth.
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In Figure 3, the analysis of individual countries demonstrates that convergence
exists not only among the 26 EU countries but also inside the EU11 area. In the
EU11 group, the highest initial income level was noted by the Czech Republic and
Slovenia, while their economic growth rate between 1993 and 2013 was relatively low
compared with other CEE countries. These results were one of the factors stimulating
convergence in the CEE area.

Aggregated data for two regions, the EU11 and EU15, further confirm the existence
of convergence in the 1993-2013 period. In Figure 3, the points representing these two
regions are marked by squares. The EU11 group as a whole recorded more rapid economic
growth than the EU15 area, while the group’s initial income level was much lower.

The f-coefficients, which measure the speed of convergence and are calculated
according to formula (2), stand at 2.32% for the 26 countries and at 2.83% for the two
regions. The fB-coefficients allow us to estimate the time needed to reduce the develop-
ment gap between the studied countries. If the average growth patterns observed in
1993-2013 continue, the countries of the enlarged EU will need about 25-30 years
to reduce the gap to their common hypothetical steady state by half (the value is cal-
culated as follows: —In(0.5)/0.0232 = 29.9 years and —In(0.5)/0.0283 = 24.5 years)."”
The above results point to a slow catching-up process by the EU11 countries toward
Western Europe. Based on these estimates, it is not expected that the income levels in
Poland and other Central and Eastern European countries will become equal to those
in Western Europe in the medium term. Of course, we should treat these results with
caution because such a simulation does not take into account unexpected internal or
external shocks that may change a country’s economic growth path. A good recent
example is the global economic crisis, which hampered the catching-up process for
the whole group. The crisis led to a deep recession in the Baltic states, which reported
low 1993 income levels and rapid growth rates, especially in 2000-2007, in a trend
that stimulated the convergence of the whole group.

Comparing the results for 1993-2004 with those for 2004—2013, it turns out that
B-convergence occurred in both periods. However, the b catching-up process accelerated
after EU enlargement, from 2004 to 2013. The relationship between the initial income
level and the rate of economic growth was negative and statistically significant (p-values
less than 0.1) in the two periods. This applies to the analysis for both the 26 countries
and the two regions. The acceleration of convergence is evidenced by a greater slope
of the trend line and, consequently, by higher b-coefficients. The b-coefficient for the
EU26 countries increased from 1.80% in 1993-2004 to 2.76% in 2004—2013, while the
B-coefficient for the two regions rose from 2.11% to 3.71% in the same period.”® The
acceleration of the catching-up process resulted from many factors, including further
trade and capital liberalization that led to significant tariff cuts and an inflow of foreign

19 The half-life (¢¥) is the solution of the equation: e-ft* = 0.5, where § is the rate of decrease
(Romer 2000, p. 41). By taking logs of the above formula, we get: t* = —In0.5/8.

20 Prochniak and Witkowski (2013) apply more advanced econometric models—based on the Baye-
sian Model Averaging method—to analyze the time stability of conditional §-convergence in the EU.
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direct investment, combined with liberalization (at least partial) on labor markets in
a trend that led to labor force migration from regions and countries where wages are low
to those with high wages. A big role in accelerating the convergence process was also
played by EU structural funds, earmarked for the development of poorer EU countries
and regions. The flow of funds from the EU budget intensified after the new member
states joined the bloc, leading to these countries’ rapid growth. This can be clearly seen
in the case of Poland, a key recipient of funds from the EU’s 2007-2013 budget. The
amount of money granted by the EU in the form of various types of aid and structural
funds positively influenced the Polish economy on both the demand and supply sides.
As a result, Poland recorded relatively good economic growth figures in the last few
years, becoming the only EU country to avoid recession during the global crisis. The
EU’s 2014-2020 budget sets aside more structural funds for new member states and
should prove to be a major driver of convergence in Poland and other Central and
Eastern European countries in the coming years.

The results of B-convergence presented here are the average results for the whole
region. As shown in Figure 3, individual EU11 countries displayed different rates of
GDP growth and different degres of convergence toward Western Europe. It is worth
taking a look at the nature of the catching-up process in individual EU11 countries
toward the EU15 in the period before and after EU enlargement.

Figure 4

The reduction in individual EU11 countries’ income gap toward the EU15 in the period
before and after EU enlargement®
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2 The changes are expressed in percentage points; in each year the GDP per capita at PPP for the EU15 is
taken as a base equal to 100.

Source: Own calculations based on IMF data.
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Figure 4 shows by how many percentage points the income gap of a given EU11
country to the EU15 area decreased in the 1993-2004 and 20042013 periods. It turns
out that only six countries saw an acceleration in the catching-up process after EU
enlargement. On the one hand, in two Baltic states (Estonia and Latvia) as well as
Slovenia, Croatia and Hungary, the income gap toward the EU15 narrowed faster in
the period before EU enlargement (although it should be noted this period is longer).
On the other hand, in Poland, the Czech Republic, Slovakia, Lithuania, Bulgaria, and
Romania, the reduction in the income gap with Western Europe was more rapid after
EU enlargement (since Bulgaria and Romania joined the EU in 2007, the 2004-2013
convergence analysis for these two countries covers a part of the pre-accession period).
In Poland, European funds probably played a big role in accelerating the pace of con-
vergence after EU enlargement, which increased the competitiveness of the Polish
economy.

Individual EU11 countries used different paths to reduce their income gaps. Some
countries took advantage of the substantial benefits from European integration before
EU enlargement, while others benefited in terms of income level equalization, mostly
after EU accession.

To sum up, despite the existence of a clear-cut tendency towards convergence
between the old and new EU member states, the pace of the catching-up process sug-
gests that no major changes can be expected in either the short or medium term in
competitiveness measured by real GDP per capita between Poland and other EU11
countries, on the one hand, and the old EU members, on the other. Moreover, the
economic performance of the EU11 countries may deteriorate unless the implications
of the crisis are overcome quickly and the fiscal stance improves soon. The period of
time it takes to return to the pre-crisis economic growth path will be a key determinant
of the future competitive position of EU11 countries compared with the EU15 area.

O-convergence

o-convergence of the Central and Eastern European countries toward Western
Europe is measured by changes in the standard deviation of GDP per capita levels
between the 26 EU countries as well as between the EU11 and EU15 areas. The results
of the trend line estimation for standard deviations are shown in Table 10. Figure 5
offers a graphical illustration of the outcomes.

The data in Table 10 show that during all the considered time periods there existed
o-convergence both among the 26 EU countries and between the EU11 and EU15
areas. The slopes of all the estimated trend lines are negative and statistically signifi-
cant at high significance levels (p-values do not exceed 0.001). The high values of the
R-squared coefficients reflect a very good fit of empirical points to the trend line.

Figure 5 shows the standard deviation of log GDP per capita levels. As we can see,
income differences between the EU11 countries and the old EU members generally dis-
played a downward trend. Income differences decreased most obviously and consistently
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in the second half of the analyzed period, which means after 2000. In 20092010, due
to the economic crisis and decelerated economic growth in many rapidly developing
countries, income differences among the 26 countries of the analyzed group increased,
although the average data for the two regions do not support this evidence.

The analysis of Figure 5 in terms of the benefits of EU membership shows that EU
entry has contributed to a decrease in income level differences between the countries.
In the 1990s, when EU membership was still a distant prospect, the development
disparities in the considered group were relatively constant over time (of course,
this applies to aggregated data for the 26 countries; an earlier analysis has shown
that individual countries followed different paths of economic growth). Differences
between countries in income levels decreased as the date of EU entry approached.
After accession, aid and structural funds transferred to poorer countries and regions
constituted an important factor behind reduced income disparities.

Figure 5 shows that convergence is not an automatic process and that the develop-
ment differences will not necessarily continue to narrow in the future; divergence ten-
dencies may appear. The latest global crisis is a good example; it has led to an increase
in income level differences. Such unexpected shocks as well as any other future
potential disruptions may hamper convergence trends in Europe. Consequently, it is
essential to pursue the right economic policies (fiscal and monetary policies, combined
with institutional environment reforms) in order to keep the process of income level
equalization inside the enlarged European Union on track. If such high-quality poli-
cies are in place and if the external environment is favorable, a further decline may
be expected in income differences in the next few years, along with an accelerated
convergence of the EU11 countries toward the EU15.

Table 10
Regression results for o-convergence
Period o oy t—(zs)t. t’(:?)t. p—(v(;lol)u ¢ p—(\s 11;1 ¢ R? 0-convergence

26 countries of the enlarged EU
1993-2013 0.6001 -0.0103 | 69.84 | -15.01 0.000 0.000 0.9222 yes
1993-2004 0.5797 | -0.0062 | 58.51 | —4.63 0.000 0.001 0.6822 yes
2004-2013 0.4723 | -0.0088 | 65.88 | -7.65 0.000 0.000 0.8797 yes
2 regions (EU11 and EU15)
1993-2013 0.5406 | -0.0121 | 73.00 | -20.52 0.000 0.000 0.9568 yes
1993-2004 05179 | -0.0078 | 76.17 | -8.48 0.000 0.000 0.8779 yes
2004-2013 0.4046 | -0.0125 | 61.66 | -11.86 0.000 0.000 0.9462 yes

Source: Own calculations.
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Figure 5
Standard deviation of GDP per capita, 1993-2013
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Closing the income gap — a forecast

In the preceding section, income convergence between the CEE countries and
Western Europe in the 1993-2013 period was analyzed with the help of some econo-
metric methods. This section presents a simulative forecast of the catching-up proc-
ess between the CEE countries (EU10 or EU11)?' and Western Europe (EU15). Our
forecast (or, more precisely, simulation) of the further pace of income convergence
between the two groups of countries will be made according to three hypothetical
scenarios. The first two scenarios update our earlier forecasts based on similar assump-
tions, presented in earlier editions of this report (e.g. Weresa, ed., 2013); the third
scenario is repeated with some minor numerical corrections.

The first scenario, which is a simple extrapolation of the past growth trends,
assumes that individual CEE countries and the EU15 group as a whole will in the future
maintain the average yearly per capita GDP growth rates noted in the 1993-2013
period.? For most CEE countries, and particularly for Poland, this is a very optimistic
scenario from the point of view of the period needed to close the income gap between
the two groups of countries.

21 Croatia, which entered the EU in 2013, has been included here in the forecast made under the
first scenario, but it could not be considered in the two other forecasting variants due to a lack of the
required input data related to long-run economic and demographic forecasts.

22 The GDP per capita growth rates quoted here refer to the growth of real GDP measured at constant
prices in national currencies (euro in the case of the EU15); they differ slightly from the growth rates
calculated from PPS GDP data, which were used in the calculations made in the previous section.



1.2. Real Income Convergence in the EU: Current Performance and Future Opportunities for Poland 53

The second scenario is more analytical in nature. It is based on a medium-term
GDP forecast given by the IMF (IMFE, 2014) and on a long-term demographic forecast
published by Eurostat (Eurostat, 2014). The scenario assumes that during the next five
years, CEE economies and the EU15 group as a whole will grow in line with the IMF’s
GDP growth forecast until 2018. A further assumption is that from 2020 onward these
countries will continue to grow at the constant GDP growth rate foreseen by the IMF
for 2018, with a minor correction for Hungary.?? The data for 2019 have been inserted
by interpolation and the assumed total GDP growth rates have been transformed into
per capita terms using demographic projections.?* Compared with the first scenario,
this second scenario seems more realistic, though the assumptions about future GDP
growth in the CEE countries are also quite optimistic.?®

The common feature of both these scenarios is the assumption that the CEE
countries will maintain some lead over the EU15 group as regards the growth of
per capita GDP and, as the result, the catching-up process will continue. We shall
focus on calculating the probable length of the period needed to close the income gap
(against the average per capita GDP level in the EU15). The only difference between
the two variants is that the ratios of the growth rates between the CEE countries
and the EU15 group in the first scenario are assumed to remain the same as in the
1993-2013 period, while in the second scenario, these ratios may change, according
to the current growth trends and the assumed future growth rates.

In both of the above scenarios, the reference point in our forecast is the relative
level of GDP per capita in 2013. The period necessary to close the income gap depends
on the initial income gap and on the assumed future growth rate of per capita GDE,
i.e. on the assumed growth of total GDP and the expected change in population num-
bers. The algorithm used to calculate the length of the catching-up period was pre-
sented and discussed in an earlier edition of this report (Weresa, ed., 2012, p. 57).

Our calculations have been made in two versions as regards estimating the initial
income gap. In the first version, the income gap is measured by the relative level of
per capita GDP calculated at the purchasing power standard (PPS). In the second
version, the income gap is measured by the relative level of per capita GDP calculated
at current exchange rates (CER). Although such calculations are usually done with
respect to per capita income calculated at PPS, in this analysis we will consider both
alternative ways of measuring the income gap (at PPS and CER) because it is still
uncertain whether the GDP per capita at PPS figures for CEE countries are adequate
rather than overestimated.

2 For Hungary, the target GDP growth rate was increased by 0.5% (compared with the IMF fore-
cast), from 1.6% to 2.1%, which seems to be more plausible and is more comparable with the growth
rates assumed for the remaining CEE countries.

24 After 2060, due to the lack of comparable demographic data, we have assumed no further change
in population numbers.

25 The assumed GDP growth rates for Poland after 2020 (3.5% per year) lie within the range accepted
as feasible in several growth forecasts for Poland for the next 1020 years (cf. the literature quoted in the
discussion about the growth prospects of the Polish economy, given in part 1.1 of this chapter), though
it may not be sustained in a longer time horizon due to the demographic barrier.
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Table 11
Closing the income gap — scenario 1
o Number of years necessary to
GDP per capita GDP(ESICSa[Eti 68)2013 reach the average level of GDP
Country growth rate (%) a per capita in the EU15
PPS CER PPS CER
Bulgaria 3.0 43 19 48 94
Croatia 34 55 35 28 49
Czech Republic 2.5 73 47 25 59
Estonia 5.3 67 47 10 19
Hungary 2.3 61 33 46 103
Latvia 5.5 61 39 12 23
Lithuania 5.0 068 39 10 26
Poland 4.3 62 34 16 36
Romania 33 50 24 34 69
Slovakia 4.2 70 45 12 27
Slovenia 2.8 74 57 19 36
EU15 1.2 100 100 - -

Source: Author’s calculation based on data from the Eurostat Database, ec.europa.eu/eurostat, supplemented
when necessary by auxiliary data from the IMF and World Bank, (2014), www.imf.org; databank.worldbank.
org, accessed Feb. 25, 2014.

Table 12
Closing the income gap — scenario 2
G GDP per capita in 2013 (EU15 | Number of years necessary
rowth rate of GDP = to reach the average level of
Country =100 GDP per capita in the EU15
2013-2019 | 2020 PPS CER PPS CER
Bulgaria 2.6 3.0 43 19 42 100
Czech Republic 2.2 24 73 47 37 93
Estonia 3.5 3.7 67 47 17 32
Hungary 1.6 21 61 33 7 202
Latvia 4.1 4.0 61 39 16 31
Lithuania 3.6 3.7 68 39 15 37
Poland 3.1 3.5 62 34 23 50
Romania 3.0 35 50 24 31 66
Slovakia 3.2 35 70 45 19 40
Slovenia 1.5 2.6 74 57 35 60
EU15 1.5 1.6 100 100 - -

Source: Author’s calculation based on data from the Eurostat Database (ec.europa.eu/eurostat) and the IMF
World Economic Outlook Database, www.imf.org, accessed Feb. 25, 2014.
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It should be remembered that the EU15 group, used here as a reference frame to
represent the average income level in Western Europe, is meant as composed of 15
countries that belonged to the EU before its major enlargement in 2004 and 2007
(it does not coincide exactly with the group of the 15 Western European countries
that belong to the euro area, usually denoted as the EA15). The average per capita
GDP level in the EU15 group was calculated by dividing the total GDP value for this
group by the sum of the population. The growth rates of per capita GDP for the EU15
group used in the first scenario refer exactly to this group, but under the second and
third scenarios, because of the lack of the respective data for the so-defined group,
we used the GDP growth rates given by the IMF or European Commission for the
euro area (EU17), which do not differ much from those for the EU15 group and are
an acceptable substitute.

The assumptions made in the first two scenarios and the results of our calcula-
tions are presented in Table 11 and Table 12. The first column in both tables shows
the assumed growth rates of per capita GDP or total GDP. The next two columns give
the initial levels of GDP per capita at PPS and CER relative to the average level in
the EU15, and the last two columns indicate the number of years necessary to reach
the average level of GDP per capita in the EU15 if the initial GDP per capita level is
measured at PPS or at CER.

In 2013, GDP per capita in all the CEE countries belonging to the EU was much
lower than the EU15 average. The lowest level of GDP per capita was noted in Bul-
garia (43% of the EU15 average at PPS and 19% at CER) and Romania (50% and
24% respectively), while the highest level was seen in Slovenia (74% at PPS and 57%
at CER) and in the Czech Republic (73% and 47%). In Poland, GDP per capita in
2013 accounted for 62% of the EU15 average when calculated at PPS and for 34%
when calculated at CER. For all the CEE countries, the per capita GDP values calcu-
lated at PPS are much higher than those converted at CER. Consequently, the period
necessary to close the income gap calculated at PPS is considerably shorter than the
period required for closing the income gap calculated at CER.

Scenario 1 is a simple extrapolation of the past trend of GDP per capita, assuming
that the CEE countries (EU11) and the EU15 group will maintain the average yearly
growth rates of GDP per capita noted in the 1993-2013 period. Under this assump-
tion, individual EU11 countries would need 10 to 48 years to reach the average level
of GDP per capita seen in the EU15 group if the initial income gap is calculated
at PPS, but 19 to 103 years if it is calculated at CER. Estonia has the best position
in the catching-up process; it would need only 10 years at PPS or 19 years at CER to
reach the average income level in the EU15. Lithuania would need 10 or 26 years for
the same, and Latvia 12 or 23 years. For Slovakia, the respective catching-up periods
are 12 or 27 years, for Slovenia 19 or 36 years, for the Czech Republic 27 or 59 years,
and for Croatia 29 or 49 years. Poland would need 16 years if the initial income gap
is calculated at PPS or 36 years if it is calculated at CER. Hungary, Romania and
Bulgaria are in the worst position: keeping up its earlier growth trend, revealed in the
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above period, Hungary would need 46 years to achieve the average income level at
PPS seen in the EU15 or 103 years at CER, and Romania and Bulgaria would need
34 or 69 years and 48 or 94 years respectively.

The time required to close the income gap against the EU15 under scenario 2 dif-
fers from that obtained in scenario 1 because the current and future GDP growth rates
assumed here differ from the past trends. For most CEE countries, the catching-up
period turns out to be longer than in the first scenario. The convergence period becomes
a little shorter for Romania (31 years at PPS and 66 years at CER) and possibly for
Bulgaria (42 years at PPS, but 100 years at CER). For all the remaining countries in
the group, the catching-up period becomes considerably longer. For Estonia, Latvia and
Lithuania, the catching-up period rises to 15—17 years at PPS or 31-37 years at CER;
for Slovakia it rises to 19 or 40 years respectively, for Slovenia to 35 or 60 years, and
for the Czech Republic to 37 or 93 years. For Hungary, the catching-up period becomes
extremely long: 77 years at PPS and 202 years at CER (despite our upward correction
of the future growth rate). Poland ranks in the middle of the group in this respect,
with a chance to bridge the income gap toward Western Europe within 23 years if the
initial income gap is calculated at PPS, or 50 years if it is calculated at CER.

The above estimates of the catching-up period in terms of per capita GDP meas-
ured at PPS should be treated as minimal because they have been made at constant
prices and exchange rates noted at the starting point, on the assumption that current
price differentials between the CEE and EU15 will not change. In fact, due to the
gradual equalization of price levels within the EU28, the purchasing power of the
future income earned in any of the CEE countries may turn to be lower than expected
on the basis of constant price calculations, with the resulting increase in the period
needed to close the income gap.

In addition to the purely extrapolative forecast presented under scenario 1, based
on the growth trends observed in the whole transition period 1993-2013, or instead
of it, we could also develop a similar extrapolative forecast of income convergence
based on the growth pattern observed in the 2004-2013 period, after the EU’s major
enlargement towards the CEE. The retrospective analysis of the catching-up process,
presented in the preceding section, brings some empirical evidence of the acceleration
of income convergence between the CEE countries and Western Europe after their EU
accession, though identification of the specific effect of the integration on the speed
of convergence would require further research. But the growth patterns seen in that
period, influenced by the global financial and economic crisis as well as the debt crisis
in the euro area, were atypical and are unlikely to be repeated. Therefore, the average
growth rates noted by various EU countries in that period and the resulting growth
differentials cannot be directly applied to any reasoning about possible future develop-
ments. For instance Poland, thanks to its continuous growth, reported a substantial
increase in the real GDP volume over the whole period. Reinforced by population
declines, this was reflected in a relatively high GDP per capita growth rate of 3.8%
per year, whereas the average growth rate for the EU15 group in the same period was
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only 0.3%, a growth differential between Poland and the EU15 of almost 13:1. There
is no doubt that such a big difference in the growth rates between member countries
of the same integrated economic area cannot be sustained. Therefore the growth
patterns seen during that period cannot be used to forecast the future course of the
convergence process.

More meaningful in this respect may be the long-term growth patterns observed
throughout the transition period (used in the forecast developed under scenario 1),
though the question remains open whether the growth lead revealed in the past by
the less developed CEE countries over the more developed EU15 countries may be
maintained in the future.

We have also analyzed some other scenarios of the convergence process, including
some alternative extrapolation variants with longer and shorter backward observation
periods as well as some other variants of analytical forecasts, with different assump-
tions as to the future growth rates in the CEE countries and in the EU15 group (cf.
Matkowski, 2010; Matkowski, Préchniak, Rapacki, 2013a, 2013b). In all the analyzed
variants, the period necessary for Poland to close the income gap toward the EU15,
measured at PPS and adjusted for the 2013 starting point, is between 15 and 25 years.
We can therefore conclude that, under all realistic assumptions, the minimum period
necessary for Poland to catch up with the EU15 in terms of the average PPS income
level is now about 20 years.

Expectations voiced by some optimistic authors (cf. Rybinski, 2009)—that Poland
can reach the income level in Western Europe within 10 years—are entirely unrealistic.
This could happen if the Polish economy began to grow almost 5% per year, while the
EU15 countries would stop growing altogether.?® However, such a long stagnation in
Western Europe is improbable and, furthermore, it would dampen Poland’s economy,
which is highly dependent on exports to Western markets and on the inflow of foreign
investment. Therefore Poland needs to accept the fact that it may be capable of closing
the income gap with Western Europe, but this requires a lot of time and effort. Likewise,
a future economic slowdown in Poland and other CEE countries could bring down
the rate of the convergence process and eventually reverse it into divergence. Such
a possibility is implied by the third scenario, presented below. Scenario 3 is based on
a long-term growth forecast for EU countries until 2060, developed under the auspices
of the European Commission (European Commission, 2012). This forecast, already
mentioned in the preceding section of this chapter, is based on a thorough analysis of
the unfavorable demographic trends and their effect on employment and labor pro-
ductivity, as well as of the expected changes in total factor productivity (TFP). Under
the forecast, beginning in 2015 or 2010, economic growth in Poland and most other
CEE countries will slow down, mainly as a result of population aging and the outflow of

26 Even if the unique growth differential between Poland and the EU15 noted in the 2004-2013
period (13:1) could hold in the future—which is improbable—the time required to close the existing
income gap measured at PPS would be 14 years.
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young working-age people seeking jobs and better living conditions abroad. This would
lead to a gradual decrease in the growth rate differential between the CEE countries
and Western Europe and ultimately the disappearance of any growth advantage and
the reversal of the growth ratio between the two groups, at a very low level of growth
rates. One of the consequences of the changing growth patterns would be a decrease
in the rate of income convergence between the two groups of countries, leading to
a reversal in the convergence process and a renewed widening of the income gap.
It should be noted that this forecast is highly pessimistic not only because it excludes
the chance of bridging the income gap toward Western Europe within the lifetime of
a single generation, but also because it foresees very slow growth in real income and
wealth (about 1%-2% a year in terms of per capita GDP) over the next 50 years for
both the EU15 and most CEE countries.

The implications of this scenario for the catching-up process between the CEE
countries and Western Europe are shown in Table 13. Unlike the first two scenarios,
which indicated the length of the period needed to close the income gap, this scenario—
because of the reversal of the convergence process within the forecast horizon—gives
only the relative income levels foreseen at the beginning of the consecutive decades
and the minimum size of the income gap at the turning point from convergence
to divergence. For the sake of simplicity, the relative income levels illustrating the
size of the income gap are only given in terms of GDP per capita calculated at PPS
(the alternative estimates of the relative income level against the EU15 in terms of
GDP per capita calculated at CER would be much lower). The starting point in this
scenario is 2010, in line with the timing of the underlying growth forecast. The initial
income gap in 2010 was calculated against the EU15 average, but the future GDP
per capita growth rate for the reference group was assumed to be equal to the EU17
average given in the European Commission forecast. The figures given in the table
differ slightly from those shown in last year’s edition of the report (Weresa, ed., 2013)
because the whole forecast was recalculated using the revised data for the initial income
gap at a starting point, but this does not significantly change the results.

As can be seen from Table 13, in most CEE countries the switch from conver-
gence to divergence against Western Europe would appear around 2045 (in the case
of Slovenia and Slovakia a little earlier). At their turning points from convergence to
divergence, individual CEE countries can reach the following income levels relative
to Western Europe (EU15 = 100), illustrating the minimum size of the income gap:
Slovakia — 89, Czech Republic — 87, Slovenia — 83, Estonia — 78, Latvia and Lithua-
nia — 70, Hungary — 64, Romania — 51. Poland would reach the minimum income
gap toward Western Europe in 2044, with the relative income level of 75% against
the EU15 average. Bulgaria is the only CEE country that will be not affected by the
divergence (at least not within the forecast horizon), but at the end of the forecasting
period it can only enjoy 55% of the average income standard in the EU15. Of course,
this scenario does not give any indication as to the further development of the con-
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vergence vs. divergence process after 2060, which is beyond the time scope of the
underlying forecast.

Table 13
Closing the income gap — scenario 3
GDP per capita Income gap
Country growth rate, (GDP per capita at PPS, EU15 = 100) The minimum
2010-2060 (% income gap
per year) 2010 | 2020 | 2030 | 2040 | 2050 | 2060
Bulgaria 1.9 40 46 50 54 55 55 .
Czech Rep. 1.6 73 79 82 86 86 85 87 (2046)
Estonia 1.8 58 63 70 77 77 76 78 (2046)
Hungary 1.4 59 57 60 03 03 02 64 (2045)
Latvia 1.8 50 55 63 69 69 67 70 (2044)
Lithuania 1.7 52 57 62 68 70 08 70 (2048)
Poland 1.8 57 67 71 75 74 71 75 (2044)
Romania 1.5 43 48 49 51 51 49 51 (2044)
Slovakia 1.8 66 79 87 89 86 83 89 (2038)
Slovenia 1.3 77 82 83 83 81 80 83 (2037)
EU15 13 100 100 100 100 100 100

Source: Author’s calculations based on data from the Eurostat Database, ec.europa.eu/eurostat and the
European Commission (2012).

One can hope that this depressing scenario, which precludes bridging the income
gap within one generation, will not come true. Nevertheless, the possibility of such
undesirable developments, under laissez-faire conditions, cannot be ignored. It should
be noted that the alarming forecast is supported by another long-term growth projection
produced by the OECD (OECD, 2012). To prevent this eventuality, well-coordinated,
multidirectional efforts must be undertaken as soon as possible by the governments
of the countries concerned and also as part of common European policy, aimed at
overcoming the emerging threats to future economic growth. In the case of Poland,
a complex development program is needed dedicated to the maintenance and accelera-
tion of economic growth, which should focus on correcting unfavorable demographic
trends, creating better institutional conditions for enterprise development, further
expanding and modernizing the infrastructure, better use of existing labor and material
resources, and promoting education, knowledge and innovativeness—all the crucial
factors of growth in a highly competitive international environment.
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1.3. Income Inequality and Poverty in Poland:

The Impact of Poland’s EU Membership

on Income Inequality

Patrycja Graca-Gelert

This subchapter outlines the main income inequality and poverty trends in Poland

compared with other European Union countries between 2003 and 2012. This edition
of the report assesses the impact of Poland’s EU membership on income inequality
in the country.

Methodological remarks

Income inequality and poverty are complex issues. The interpretation of inequality

and poverty—their dimension and change—depend to a large extent on the adopted
assumptions. In this subchapter, we assume what follows.

1.
2.

We refer to household disposable income unless specified otherwise.

We refer mainly to equivalised income unless specified otherwise. The adopted

equivalence scale is the modified OECD scale. The equivalence scale makes it

possible to compare incomes of households with different characteristics. The

modified OECD equivalence scale assigns a value of 1 to the household head, 0.5

to each person aged 14 and above, and 0.3 to each child.

The following inequality measures are used in this subchapter:

a. the Gini coefficient—it ranges from O for perfect equality to 1 for extreme
inequality,?’

b. the S80/S20 income quintile share ratio (the ratio of total income received
by the 20% of the population with the highest income to that received by the
20% of the population with the lowest income) and other kinds of quintile
share ratios (the ratio of the mean income of one quintile group to the mean
income of another quintile group).

Unless specified otherwise, a relative approach to poverty has been adopted.

Poverty—“the lack of, or the inability to achieve, a socially acceptable standard

of living” (FAQ, 2005, p. 2)—referred to its relative approach is closely related to

the notion of inequality (here: of income), where the standard of living (poverty
line) is defined in relation to other people in the distribution (here: of income),

(FAQ, 2005). The information on the adopted poverty lines is to be found in

subsequent parts of this subchapter.

ter.

27 Tt may also be expressed as a percentage (from 0 to 100%), as for the most part of this subchap-
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5. The data used throughout this survey come mainly from Budzety Gospodarstw
Domowych publications by Poland’s Central Statistical Office (GUS) and directly
from the office’s household budget surveys (HBS) and EU-SILC. The analysis of
income inequality and poverty was possible only up to 2012, 2010 or in some cases
only up to 2008 due to problems with data availability and because information
on household incomes (inequality) and poverty is published with a delay.

6. The calculations based on the HBS data and regarding the impact of EU member-
ship on income inequality in Poland were performed using the DAD 4.6 software
for distributive analysis (Jean-Yves Duclos, Abdelkrim Araar and Carl Fortin,
“DAD: A Software for Distributive Analysis/Analyse Distributive,” MIMAP pro-
gramme, International Development Research Centre, Government of Canada,

and CIRPEE, Université Laval).

Differences in per capita income among EU countries and intra-
country income inequality: Sen’s social welfare function

Country rankings by GDP per capita (PPS), income inequality between countries
and trends in regional income inequality (convergence/divergence) within countries
are in principle not directly related to household income inequality in individual
countries. EU countries experienced all possible combinations of regional convergence/
divergence of mean income (NUTS 2) and a decrease/increase in household income
inequality (Weresa, (ed.), 2013, p. 69). However, the inter- and intra-inequality of
income in EU countries can be analyzed jointly. One of the possible ways of analysis
is the abbreviated Sen’s social welfare function, which incorporates the problems of
efficiency and equality. The social welfare function proposed by Sen is as follows (Sen,

1976; Sen, 1979):

W =¢e(1-G)

where e denotes mean income and G is the Gini coefficient of the country’s income
distribution. In Table 14, e denotes GDP per capita (PPS). Sen’s social welfare function
adjusts GDP per capita—the traditional measure of welfare—by income inequality
within a given country. The ranking of countries by Sen’s social welfare function is
obviously arbitrary and the function itself is not free of deficiencies (see e.g. Mukho-
padhaya, 2001; Jacobs, Slaus, 2010).

Table 14 shows data on GDP per capita (PPS) and the calculations of Sen’s social
welfare function. As the availability of data in 2003 and 2004 was limited, the base
year for comparison was set at 2005.
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Table 14

Ranking of EU countries by GDP per capita (PPS, €) and Sen’s social welfare
function (SWF), 2005 and 2012

No Ranking (23013‘}5) Ranking (23(?1 12) Ranking g@; Ranking g@;

2005 2012
1 Luxembourg |57,100| Luxembourg | 67,000 | Luxembourg |41,969| Luxembourg |48,240
2 Ireland 32,500 Austria 33,300 Ireland 22,133 Sweden 24,558
3 Netherlands 29,400 Ireland 33,200 | Netherlands |21,491| Netherlands | 24,469
4 Austria 28,200 Netherlands | 32,800 Denmark 21,156 Austria 24,109
5 United Kingdom {27,900 Sweden 32,700 Sweden 20,988 Ireland® 23,306
6 Denmark 27,800 Denmark 32,100 Austria 20,812 Denmark 23,080
7 Sweden 27,400 Germany 31,300 Belgium 19,440 Germany 22,442
8 Belgium 217,000 Belgium 30,400 Germany 19,288 Belgium 22,344
9 Germany 26,100 Finland 29,100 Finland 19,018 Finland 21,563
10 Finland 25,700| United Kingdom | 28,500 |United Kingdom | 18,247 | United Kingdom | 19,152
11 France 24,700 France 27,500 France 17,858 France 19,113
12 Italy 23,700 EU28 25,600 Italy 15,926 EU28 17,166
13 Spain 22,900 EU27 25,600 EU27 15,684 EU27 17,766
14 EU27 22,600 Italy 25,200 EU28 . Italy 17,161
15 EU28 22,500 Spain 24,400 Spain 15,618 Cyprus 16,215
16 Cyprus 20,900 Cyprus 23,500 Slovenia 14,935 Malta 16,089
17 Greece 20,400 Malta 22,100 Cyprus 14,902 Slovenia 15,947
18 Slovenia 19,600 Slovenia 20,900 Greece 13,627 Spain 15,860
19 Malta 18,100| Czech Republic | 20,300 Malta 13,231 | Czech Republic | 15,245
20 Portugal 17,900 Greece 19,200 | Czech Republic | 13,172 Slovakia 14,268
21 | Czech Republic |17,800 Portugal 19,200 Portugal 11,080 Greece 12,614
22 Hungary 14,200 Slovakia 19,100 Hungary 10,281 Portugal 12,576
23 Estonia 13,800 Estonia 18,000 Slovakia 9,963 Hungary 12,208
24 Slovakia 13,500 Lithuania 17,900 Estonia 9,094 Lithuania 12,172
25 Croatia 12,800 Poland 16,800 Croatia 8,960 Estonia 12,150
26 Lithuania 12,300 Hungary 16,700 Lithuania 7,835 Poland 11,609
27 Poland 11,500 Latvia 15,900 Poland 7,406 Croatia 10,842
28 Latvia 11,100 Croatia 15,600 Latvia 7,093 Latvia 10,192
29 Bulgaria 8,200 Romania 12,600 Bulgaria 6,150 Romania 8,417
30 Romania 7,900 Bulgaria 12,100 Romania 5,451 Bulgaria 8,034

2 Data on income inequality (Gini index) refer to 2011.

Source: Own calculation based on Eurostat data.
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As Table 14 shows, the application of Sen’s social welfare function does not
significantly alter the ranking of countries by GDP per capita. The most important
conclusions resulting from Table 14 are as follows. First, three countries were ranked
two positions higher according to Sen’s social welfare function in 2005—Denmark,
Sweden, and Slovenia. These countries recorded the lowest income inequality that year.
Three other countries were ranked two or more positions lower according to Sen’s social
welfare function—Austria, Spain, and the United Kingdom (five positions lower). Swe-
den and Hungary were ranked three positions higher (Slovakia two positions higher),
and Spain three positions lower (Austria, Ireland, and Estonia two positions lower)
in 2012 according to Sen’s social welfare function. Second, the rankings differ in the
number of countries that changed their rank by two or more positions—14 countries
according to the ranking by GDP per capita and 12 according to Sen’s social welfare
function. Interestingly, the United Kingdom experienced a fall by five notches between
2005 and 2012 according to the ranking by GDP per capita, whereas its rank did not
change according to Sen’s social welfare function. Third, if we compare welfare at the
extremes of both rankings, greater relative disparities result from Sen’s social welfare
function; however, the relative differences in welfare decreased between 2005 and
2012 according to both rankings (a change from 623% to 458% for GDP per capita
and from 670% to 500% for Sen’s social welfare function®®).

Income inequality and poverty in Poland after the country’s EU
entry

The data on income inequality in Poland presented in Figure 6 show a decrease
in income disparities after Poland’s EU entry. The dimension of this decrease depends
on the data taken into consideration, and the differences between the data result
mainly from the adopted definition of income and the equivalence scale. According
to the Central Statistical Office, income inequality in Poland increased rather than
decreased in 2010 compared with the 2006-2009 period.

Table 15 presents data on households’ mean monthly income for individual quintile
groups and quintile share ratios. While the Gini coefficient measures changes across
the income distribution spectrum, the quintile share ratios only take into account
changes between particular quintiles of the income distribution. The quintile share
ratios calculated from Poland’s GUS data on disposable income do not show monot-
onic changes in income inequality in the analyzed period. However, it can be clearly
seen that income disparities at the extremes of the income distribution and between
the middle and the first quintile have been increasing since 2010.

28 If we treat Luxembourg as an outlier and take into consideration the country with the second-
highest position, then the change in welfare disparities is as follows: from 311% to 175% for GDP per capita
and from 306% to 206% for Sen’s social welfare function.
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Figure 6
Income inequality® in Poland, 1989-2012
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Source: Eurostat; TransMONEE 2012 Database, UNICEF Regional Office for CEE/CIS, Geneva; GUS, 2013,
Table 5, p. 267.

Table 15
Households’ mean monthly income® in Poland by quintile groups, 2006-2012
Measure 2006 2007 2008 2009 2010 2011 2012

Total 802.43 894.53 1,006.57 | 1,071.67 | 1,147.18 | 1,183.66 | 1,232.85
I quintile 268.07 308.39 343.15 359.95 398.95 389.25 400.45
II quintile 490.16 552.41 631.11 671.72 710.69 739.81 764.16
III quintile 674.65 749.40 853.36 911.55 964.34 1,004.32 | 1,046.51
IV quintile 915.88 1,004.19 | 1,140.19 | 1,224.31 | 1,293.95 | 1,342.90 | 1,402.79
V quintile 1,667.26 | 1,862.22 | 2,068.89 | 2,196.16 | 2,373.77 | 2,446.12 | 2,556.19
V quintile/I quintile 6.22 6.04 6.03 6.10 5.95 6.28 6.38
III quintile/I quintile 2.52 243 2.49 2.53 242 2.58 2.61
V quintile/Ill quintile |~ 2.47 2.48 242 241 246 2.44 244

Note: @ Disposable per capita income. Rows 2-6 in zlotys.

Source: Calculated from GUS, (2004-2013), Budzety Gospodarstw Domowych.
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Income inequality trends were different in individual socioeconomic groups
throughout the analyzed period. The largest variability of income inequality was
experienced by farmer households, while retirees and pensioners were the groups
with the lowest variability of income disparities. The largest fluctuations of income
inequality among all socioeconomic groups were observed until 2008. The most sig-
nificant rise in income disparities occurred for farmer households, while the greatest
decrease was experienced by self-employed households during the analyzed period.
Rural income inequality was higher than urban income inequality for most of the time

between 2006 and 2012.

Table 16
Income inequality® in individual socioeconomic groups in Poland, 2003-2012
Households 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 2012
Employees 36.4 371 37.1 35.8 35.2 34.0 34.3 34.7 34.6 34.3
Farmers 413 49.1 49.7 49.6 54.8 51.2 53.6 53.3 53.9 55.9
Self-employed 40.8 40.3 39.7 415 413 38.7 378 315 373 38.2
Retirees 25.2 24.3 24.1 24.5 23.6 24.2 24.1 24.9 24.4 24.2
Pensioners 28.2 29.0 28.1 28.3 28.9 29.4 28.7 29.1 29.2 279
Urban 33.0 33.1 333 329 325 31.5 31.2 32.3 31.7 31.7
Rural 32.6 33.0 33.6 33.1 34.1 343 33.8 339 33.7 34.3

Note: @ Available per capita income. Income inequality is measured by the Gini index.

Source: GUS, 2013, Table 5, p. 267.

Income inequality can be considered within socioeconomic groups (as above),
but it can also be considered between individual groups or in comparison to the mean
total income. Figure 7 shows the relations of individual groups’ mean income to the
mean total income. Farmers were the group with the largest variability of income
in comparison to the mean total income throughout the analyzed period. In addi-
tion, farmers experienced a continuous and significant improvement in their income
position between 2003 and 2007. A similar trend can be observed in the case of the
self-employed, although their relative income position worsened in subsequent years,
falling below the 2003 level in 2009. The income position of retirees and pensioners
worsened somewhat between 2003 and 2012, although it was relatively stable for the
two groups analyzed jointly. As the data in Figure 7 were not adjusted by any equiva-
lence scale, it is possible that adjusted data could yield different conclusions.
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Figure 7

Relation® of socioeconomic groups’ mean income to mean total income in Poland,
2003-2012 — main trends
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Source: Calculated from GUS, (2004-2013), Budzety Gospodarstw Domowych.

In the case of poverty analysis, Poland’s Central Statistical Office uses three key
poverty measures. The first one is the relative poverty rate or rather the relative
at-risk-of-poverty rate, which is defined as the share of households living below the
poverty line determined by 50% of the mean monthly household expenditures. The
two other poverty measures are the subsistence-level poverty rate and the poverty
rate based on the statutory poverty line. The subsistence poverty rate is the share
of households living below the extreme poverty line calculated by the Institute of
Labor and Social Studies. The poverty rate based on the statutory poverty line is the
share of households living below “the amount [of monthly income] that entitles one
to social benefits” (GUS, 2013, p. 14). In the case of the subsistence-level and the
at-risk-of-poverty rates, expenditures are adjusted by the so-called original equivalence
scale. Figure 8 shows the trends of all the aforementioned poverty measures in Poland
between 2003 and 2012 and the Eurostat main at-risk-of-poverty rate (relative pov-
erty measure) for comparison. The Eurostat at-risk-of-poverty rate is defined as the
percentage of people with an income below the poverty line, set at 60% of the median
equivalised disposable income. Figure 8 shows that all the analyzed poverty measures
decreased after 2004. This trend stopped in 2008 and some measures even began to
increase. The poverty rate based on the statutory poverty line decreased significantly
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in the analyzed period, which was mainly caused by the fact that the nominal statutory
threshold was not adjusted between Oct. 1, 2006 and Oct. 1, 2012.

Figure 8
Poverty in Poland at different poverty thresholds, 2003-2012
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Source: Eurostat; GUS, (2007-2013a), Budzety Gospodarstw Domowych; GUS, (2013b).

Income inequality and poverty in Poland compared with other EU
countries

Income inequality has been relatively stable in most EU countries since 2003.
The lowest variability of income disparities in the analyzed period was reported in
Finland, Austria, the Czech Republic, and Slovenia. These countries also recorded
the lowest income inequality levels (Figure 9), while Latvia, Spain, and Portugal were
the countries with the highest income inequality in 2012. Portugal saw a large relative
and absolute decrease in income inequality between 2005 and 2012. Other countries
with large income inequality changes in this period were Bulgaria (an increase of more
than 25%, by 8.6 p.p.), Denmark (increase), France (increase), Estonia (increase),
Lithuania (decrease), and Poland (decrease)—Figure 10. Contrary to popular belief,
Poland is not among the EU countries with the greatest income disparities. Income
inequality in Poland was close to the EU average in 2012.
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Figure 9

Income® inequality (Gini index) in 2003, 2005, 2008 and 2012 Poland compared with

other EU countries
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Figure 10

EU countries with the most significant change® in income inequality between 2005 and
2012
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Source: Eurostat.

Some countries also experienced large changes in the at-risk-of-poverty rate?
between 2005 and 2012. A significant increase in the relative and absolute at-risk-of-pov-
erty was observed in Bulgaria, Sweden, Romania, Germany, and Greece, whereas Ire-
land and Poland were countries with the largest decrease in at-risk-of-poverty. The
greatest variability of this poverty measure occurred in Bulgaria and Latvia, while
somewhat lower variability—though much larger than in other EU countries—could
be observed in Germany, Ireland, Croatia, Sweden, and Estonia. A clear pattern can
be seen in the case of countries with the highest at-risk-of-poverty rate. These are
either post-socialist or Mediterranean countries. Among the countries with the lowest
at-risk-of-poverty rates were Nordic and several post-socialist countries as well as the
Netherlands. The at-risk-of-poverty rate in Poland was close to the EU average.

Important conclusions can be drawn from the comparative analysis of two vari-
ables, the at-risk-of-poverty rate and the poverty threshold expressed in PPS (€),
in 2005 and 2012 (Figure 12). Large at-risk-of-poverty combined with a low absolute
poverty threshold indicate severe poverty, a real problem. Among the countries with
this characteristic in 2005 were Lithuania, Latvia, Poland, Romania, and Portugal,

29 The definition of this poverty measure is given in the previous part of this survey.
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Figure 11

At-risk-of-poverty rates in 2003, 2005, 2008 and 2012% Poland compared with other
EU countries
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and in 2012 the same was true of Romania, Bulgaria, Croatia, and Greece. Poland’s
relative situation improved on both these counts. By contrast, a significant deteriora-
tion was observed in Bulgaria and Romania. On the other hand, Nordic countries, the
Netherlands, Germany, and Austria recorded low at-risk-of-poverty rates combined
with a high absolute poverty threshold in 2005 (Luxembourg was excluded from the
comparison because of its exceptionally high absolute poverty threshold). Germany
left this group of countries with favorable indicators in 2012.

Figure 12

At-risk-of-poverty rates and poverty thresholds in 2005 (upper graph) and 2012 (lower
graph)?; Poland compared with other EU countries
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Figure 13

Relative at-risk-of-poverty gap in 2005 (upper graph) and 2012 (lower graph)?; Poland
compared with other EU countries
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Another important variable characterizing poverty—apart from the at-risk-of-pov-
erty rate and the absolute poverty threshold—is the depth of poverty (the relative
at-risk-of-poverty gap). The relative at-risk-of-poverty gap shows the difference between
the median equivalised disposable income of people below the at-risk-of-poverty
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threshold and the at-risk-of-poverty threshold, expressed as a percentage of this
threshold. Figure 13 has data on the depth of poverty and the at-risk-of-poverty in
individual EU countries. The conclusions drawn from the data are similar to those
resulting from Figure 12. Poland, Lithuania, Latvia, Portugal, and Spain experienced the
deepest poverty in 2005, while the lowest relative at-risk-of-poverty gap was observed
in Nordic countries, Austria, France, the Czech Republic, and Germany. Poland’s
situation improved significantly in 2012 compared with 2005, whereas Bulgaria and
Romania deteriorated considerably. The Netherlands joined the group of countries
with the lowest relative at-risk-of-poverty rates, while Germany, Austria, and Sweden
left this group of countries.

Three measures adopted in a long-term EU socioeconomic program known as Europe
2020 make it possible to monitor poverty and social exclusion—the at-risk-of-poverty
rate (analyzed previously), the severe material deprivation rate, and the proportion
of people living in households with very low work intensity. The severe material
deprivation rate defined by Eurostat shows the percentage of people who are unable
to pay for at least four of the following items: 1) to pay the rent, mortgage or utility
bills, 2) to keep the home adequately warm, 3) to face unexpected expenses, 4) to
eat meat or protein regularly, 5) to go on holiday, 6) to buy a television set, 7) to buy
a washing machine, 8) to own a car, 9) to have a telephone. Households with very low
work intensity are “people of all ages (from 0-59 years) living in households where
the members of working age worked less than 20% of their total potential during the
previous 12 months” (Eurostat).

Although the Europe 2020 program was approved in 2010, replacing the Lisbon
Strategy launched in 2000, Figure 14 shows all three measures for monitoring poverty
and social exclusion adopted in the new program in 2005 and 2012 for comparative
purposes. The countries listed in the upper and lower graphs are ranked according to
the sum of the three indicators, although it has to be emphasized that the dimensions
represented by the three measures overlap.

A clear picture emerges from an analysis of the data. There were no post-socialist
countries among those with the lowest sums of the three indices in 2005, while all the
countries with the largest sums were post-socialist countries. The situation changed
had changed by 2012, mainly due to Poland and the Czech Republic, which both sig-
nificantly improved their positions. By contrast, most of the Mediterranean countries
declined in the rankings in the analyzed period.
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Figure 14

Three main indicators under the Europe 2020 strategy for promoting social inclusion
in 2005 (upper graph) and 2012 (lower graph)?; Poland compared with other EU
countries
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The impact of EU membership on income inequality in Poland

EU membership can be considered from the moment of accession, but it is also
possible to take into account the period of anticipated membership preceding actual
EU entry. Recent studies have shown that the period of anticipated membership may
have had a considerable impact on some areas of the economy and, in consequence,
on income inequality. The analysis in this part of the study will therefore go beyond
the first 10 years of Poland’s EU membership. Part of the analysis will start as early as
1997, when Poland began its EU accession negotiations.

Income inequality in Poland increased for most of the 1990s. Many comments critical
of European integration were made at the beginning of Poland’s political and economic
transition in the early 1990s. Critics argued that EU membership would lead to an increase
in income disparities. However, available data on income inequality show that income
disparities decreased after Poland’s EU entry (Figure 6). Eurostat data point to a significant
drop in income inequality, marking a change from the early 1990s when inequality sharply
rose. As Poland’s EU entry coincided with a decrease in income disparities, it would be
interesting to know if there was a causal relationship between the two.

Studies show that EU accession has had a significant impact on many areas of the
Polish economy (see e.g. Ortowski, 2003; Balcerowicz, 2007; UKIE, 2009; Breuss, 2001;
Pelkmans, 2002; Lejour, Mooij, Nahuis, 2001). One of the approaches to analyze the
impact of Poland’s EU entry on income inequality is to investigate changes in inequality
related to economic processes most influenced by accession. These include intensified
international trade, increased foreign direct investment, migration of workers to other
EU countries that opened their labor markets to employees from new member states
(2004), and the inflow of European funds. A precise analysis of the changes in income
disparities in the listed areas is a very complex research issue. However, it is possible
to offer a general analysis of the changes in income inequality resulting from Poland’s
EU membership, with a special focus on some aspects of these changes.

Below we present the main theoretical aspects of the aforementioned income
inequality determinants — the increase in international trade and foreign direct invest-
ment, labor force migration, and the inflow of European funds.

Many studies on income inequality determinants focus on trade liberalization
and capital flows, especially foreign direct investment (FDI). Both factors have been
extensively investigated, separately or jointly, as part of studies dealing with “globaliza-
tion.” Studies on trade liberalization and capital flows refer mainly to two theorems,
the Heckscher-Ohlin Theorem (H-O) and the Stolper-Samuelson Theorem (S-S).
As can be derived from both theorems, an increase in the trade volume (openness of
the economy) leads to a decrease in income inequality in developing or relatively poor
countries (labor- or unskilled-labor-abundant countries), while income inequality in
developed or relatively richer countries (capital- or skilled-labor-abundant countries)
tends to increase. Most empirical research does not confirm these relationships. Many
of the contemporary theoretical studies go beyond the H-O and S-S theorems and
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try to explain changes in income inequality resulting from trade liberalization. These
studies overrule the assumptions of traditional trade models and seek to find specific
economic and institutional circumstances that would explain the inconsistency of
empirical studies with the H-O and S-S theorems. The inconsistency of FDI’s impact
on income inequality with the traditional theory results mainly from the assumption
of capital immobility between countries. Most studies to date have shown that FDI
leads to an increase in earning and income disparities. Some authors have presented
evidence to support a nonlinear relationship between these variables.

As mentioned earlier, there are many theoretical studies dedicated to the influence
of trade liberalization and capital flows on income inequality. The most important ones
that cite a relationship between those variables inconsistent with the traditional models
concern unequal access to technology, transfer of technology and know-how between
countries (Anderson, 2005; Wood, 2000), production factor mobility between countries
and outsourcing® (Feenstra, Hanson, 1996), the local and global abundance of factors
of production (Davis, 1996), the introduction of additional factors of production and
the disaggregation of factors of production (Anderson, 2005; Milanovic, 2005), and
the introduction of additional assumptions with regard to the relationship between
factors of production (Meschi, Vivarelli, 2009; Goldberg, Pavcnik, 2007). The most
important studies concerning the impact of FDI on income disparities emphasize
the role of the transfer of new technologies (Figini, Gorg, 1999; Te Velde, Morrisey,
2002), the migration of product-cycle goods (Zhu, 2005), and the payment of a wage
premium over local firms by foreign companies (Jensen, Rosas, 2007; Lipsey, Sjoholm,
2001; Aitken, Harrison, Lipsey, 1996).

Far fewer studies on the influence of migration on income inequality have been
published compared with the literature on the role of trade liberalization and FDI in
shaping income distribution. Studies concerning migration and income inequality refer
mainly to the problem of the impact of remittances on income disparities in the home
country of migrants or to the influence of the inflow of migrants on income inequal-
ity in the destination country (mainly the United States). Conclusions resulting from
these studies vary, which indicates that the impact of migration on income inequality is
almost completely dependent on the individual characteristics of a given country or its
population and the specific features of the migration process. It is therefore especially
difficult, if not impossible, to determine some general relationships in this area. The
most important studies focusing on migration as one of the determinants of income
inequality are articles by the following authors: Stark, Taylor and Yitzhaki (1986)—the
role of migration networks in determining income inequality and the application of the
Gini index decomposition to calculate the effect of remittances on income inequality;
Taylor (1992)—the direct, indirect and intertemporal effects of remittances on income
inequality; numerous empirical studies—Stark, Taylor, Yitzhaki (1988); Taylor, Wyatt

30 Many studies on the impact of FDI on income inequality refer to this article.
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(1996); Mackenzie, Rapoport (2007); Barham, Boucher (1998); Brown, Jimenez (2007);
Adams (1989); Oberai, Singh (1980); Rodrigues (1998); and Ahlburg (1996).

Not much research has been published on the impact of European funds on income
inequality. Fragmentary analysis can be found in a study by Jimeno, Cant6, Cardoso,
Izquierdo and Rodrigues (2000) focusing on the influence of Spain’s and Portugal’s
integration and accession to the European Community on income inequality in these
countries.

There are only a few studies on the impact of European integration and accession
on income inequality in member countries. The available literature does not yield
unambiguous conclusions about the resulting changes in income disparities.

A preliminary analysis of the data on income inequality from the countries that
joined the European Communities or the EU show (Figures 9—11) that the inequality
trends just before and right after accession were different for each country. The data
does not support the hypothesis that income inequality increased in new member
countries after accession; on the other hand, a thorough analysis may yield different
findings. There are numerous income inequality determinants; a given country could
hypothetically experience a decrease in income disparities resulting from factors other
than EU entry, although accession itself would appear to have a generally negative
impact on income inequality.

The few available studies on the impact of European integration on income inequal-
ity show (Fredricksen, 2012) that income disparities began increasing in the European
Communities in the 1980s, a trend that resulted from more factors than just the EU’s
enlargement. Income inequality had also been increasing in the old member states. This
rise in inequality was mainly due to an increase in the incomes of the wealthiest 10% of
the population in the member countries. Studies show that there were several important
causes of the increase in income inequality in EU as well as OECD countries. These
include changes in taxation, labor market institutions, globalization, and technological
change (Fredricksen, 2012). Yet these factors are only a very general explanation of income
inequality trends, since inequality determinants are different for every country.

Beckfield (2006) demonstrated in his sociological study that almost half of the
increase in income inequality in EU countries may be attributed to regional integration,
and not globalization—in other words, the effect of economic and political regional
integration. However, a later study by Beckfield from 2009 indicates that regional
integration led to an increase in income disparities within member countries and
a decrease in inequality between individual EU countries (real convergence). The net
effect was favorable for income inequality, i.e. regional integration caused a reduction
in income inequality within the European Union.

An eatlier study by Jimeno, Canto, Cardoso, Izquierdo, and Rodrigues (2000)
on the impact of European Community membership on income disparities in Spain
and Portugal showed that inequality trends in both these countries differed markedly
between 1980 and 1995 (Figure 15). The analysis confirms that income inequality
depends on individual conditions and country characteristics rather than the acces-
sion process alone.
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Figure 15
Income inequality® in Spain and Portugal — 1980, 1990 and 1995-2012
42
40.0
40 L
38 :
36,8 36,7
u |
z 36
4]
@
343
*
31 33.0
30 T T T T T T
(= e B B T ol = B il = < B e R B o Bt W L T = T il = = B e T R o s T oL T O el v« R W T |
[= W W e R R e e B e U = B e s e e e e = i e e e e e e e o o e o o o e ]
e e e I~ T T T o O T ot Y R Tt Tt O o Y o B |
——Spam* W Portugal* —— S pam ** —=—Portugal**

Note: * The data labels refer to data from Jimeno, Cant6, Cardoso, Izquierdo, Rodrigues, 2000. Eurostat data
are presented for comparison.

Source: Jimeno, Cant6, Cardoso, Izquierdo, Rodrigues, 2000, Table 10, p. 36, (*); Eurostat, (**).

Figure 16
Income inequality in Austria, Sweden and Finland, 1995-2012
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Figure 17
Income inequality in EU13 countries, 2001-2012
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The studies mentioned at the beginning of this part of the analysis demonstrated
that Poland’s EU membership has so far mainly influenced four economic spheres
(apart from the impact on economic growth): foreign trade, FDI inflow, labor force
migration, and the inflow of European funds. Below we attempted to assess the impact
of the changes in these spheres on income inequality in Poland. The analysis of the
four factors was very general and limited to selected aspects of their influence on
inequality.

The four income inequality determinants described above were analyzed in pairs.
In order to determine the relationship between foreign trade, FDI and earnings
(and income) inequality, we carried out a correlation analysis (4-6) between exports
(billions of €), imports (billions of €), FDI (billions of €), and wage inequality (or skill
premium, calculated as the relation of mean gross non-production wages and mean
gross production wages). All the data were adjusted and the correlation analysis was
carried out for current and lagged (1, 2, 3) data on foreign trade and FDI. Because
of problems with data availability and data adjustment, the analysis of foreign trade
was limited to industry and the analysis of FDI was limited to the following economic
activities: industry, construction, trade and repair, transport and real estate, renting
and business activities. The gray cells in Tables 17 and 18, which include statistically
significant correlation coefficients, indicate a relationship between foreign trade
and wage inequality that neither confirms nor invalidates the hypotheses from the
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traditional models of foreign trade.’! In the case of FDI (Table 19), the hypothesis
of a positive relationship between the FDI stock and wage inequality seems feasible.
[t concerns above all those sections of economic activity that experienced the largest
FDI inflow throughout the analyzed period. Problems with data availability did not
permit consideration of such kinds of economic activity as financial services, which
were of great importance to FDI inflow in the analyzed period. The results of this
analysis should therefore be treated with caution: a correlation analysis does not make
it possible to determine a causal relationship between the analyzed variables.

Figure 18 shows the relationship between wage inequality (defined in the same way
as in the correlation analysis), the relation of the available income of non-production
worker households to the available income of production worker households and
income inequality for all worker households. The variables show similar general trends.
The relations for wages (NPROD wages/PROD wages) and incomes (NPROD income/
PROD income) increased until Poland’s EU entry, except in 1998. Then they began to
decrease slightly, more significantly in the case of incomes. Similar changes occurred
in the case of the Gini coefficient for employee household incomes.

Figure 19 shows income inequality for employee households as well as separately
for households formed by non-production employees and households formed by pro-
duction employees. It also shows total income inequality in Poland. The main finding
is that income disparities for production employee households were much lower than
total income inequality, whereas income disparities for non-production employee
households were about the same as total income inequality although lower than for
all employee households.

Two other determinants which can be analyzed jointly with the applied method of
analysis are labor force migration after Poland’s EU entry and the inflow of European
funds. The analysis of both these factors is a very complex research problem. This
study is limited to analyzing the impact of remittances, direct payments and structural
pensions on income inequality in Poland.

All the calculations are based on individual data from household budget sur-
veys (HBS) conducted by Poland’s Central Statistical Office. The analysis of remit-
tances was possible only from 2008, since information on foreign income sources was
not added to the HBS until 2008. The analysis of European funds was carried out for
the 2005-2010 period, although information on direct payments was also available
for 2004. We decided to skip that year for the following reasons: 1) it is not consistent
with European statistics, 2) the impact of this category of funds on income inequality
was close to zero. Information on structural pensions was available from 2007.

31 Assuming that Poland is an unskilled-labor-abundant country.
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Table 17

Pearson’s correlation coefficients® between exports and the ratio of non-production and
production wages and between imports and the ratio of non-production and production
wages, 1997-2008

Type of economic Exhurts Imports

activity® Cucont Lag 1 Lag2 Lag3 | Current | Lag1 Lag 2 Lag 3
Sektor przemystowy 0.79* 0.72* 0.64* 0.52 0.76* 0.72* 0.67* 0.57
A -0.25 -0.51 0.20 0.04 045 -0.52 -0.38 -0.07
AA -0.18 -0.41 -0.30 047 | -0.65* | -0.65* | -0.56 -0.61
B 0.69* 0.59 0.44 0.21 0.66* 0.58 0.48 0.27
BA 0.75% 0.64* 0.50 0.29 0.66* 0.61* 0.53 0.36
BB 0.68* 0.59 0.53 0.57 0.67* 0.53 0.38 0.22
BC 0.87* 0.79* 0.75% 0.60 0.92* 0.80% 0.81* 0.68*
BD -0.24 0.16 0.28 0.36 0.18 0.15 -0.04 -0.25
BE 0.88* 0.90% 0.88* 0.68* 0.84* 0.81* 0.82* 0.70*
BF 0.73* 0.52 0.29 0.03 0.50 0.33 0.15 0.02
BG 0.65* 0.43 0.13 045 0.64* 0.49 0.17 -0.53
BH 0.31 0.09 -0.28 -0.56 0.24 0.11 -0.21 -0.52
BI 0.49 0.50 0.61 0.83* 0.58* 0.62* 0.66* 0.77*
BJ 0.69* 0.61* 0.52 0.34 0.79* 0.75* 0.69* 0.56
BK 0.75% 0.66* 0.58 0.46 0.77% 0.70* 0.65* 0.54
BL 0.84* 0.75% 0.68* 0.59 0.67* 0.65* 0.81* 0.82*
BM 0.93* 0.95% 0.95* 0.91* 0.95* 0.98% 0.99% 0.96*
BN 0.64* 0.52 0.36 0.13 0.65* 0.54 0.42 0.20
BO 0.82* 0.74* 0.68* 0.59 0.79% 0.74* 0.71* 0.57
BP 0.03 -0.12 -0.61 -0.48 0.30 0.02 -0.81* | —0.69*
BR 0.82* 0.70% 0.64* 0.54 0.76* 0.67* 0.62 0.46
BS 0.34 0.25 0.06 0.00 0.41 0.37 0.07 -0.09
BT 0.49 0.41 040 0.53 0.63* 0.44 0.43 0.54
BU 0.74* 0.02* 0.47 0.26 0.63* 0.57 0.52 0.31
BV 0.91* 0.87* 0.64* 0.42 0.85* 0.77 0.58 0.26
C 0.49 0.43 0.60 0.76* 0.59* 0.54 0.40 0.22
CA -0.39 -0.49 -0.18 0.10 -0.07 -0.16 -0.29 -0.46

Note: * Significant at p<0,05 in gray cells. ® A — mining and quarrying; AA — mining of coal and lignite and
extraction of peat; B — manufacturing; BA — manufacture of food products and beverages; BB — manufacture
of tobacco products; BC — manufacture of textiles; BD — manufacture of wearing apparel and furriery; BE —
processing of leather and manufacture of leather products; BF — manufacture of wood and wood, straw and
wicker products; BG — manufacture of pulp and paper; BH — publishing, printing and reproduction of recorded
media; Bl — manufacture of coke, refined petroleum products; B] — manufacture of chemicals and chemical
products; BK — manufacture of rubber and plastic products; BL — manufacture of other non-metallic mineral
products; BM — manufacture of base metals; BN — manufacture of metal products (without machinery and
equipment); BO — manufacture of machinery and equipment; BP — manufacture of office machinery and
computers; BR — manufacture of electrical machinery and apparatus; BS — manufacture of radio, television
and communication equipment and apparatus; BT — manufacture of medical, precision and optical instru-
ments, watches and clocks; BU — manufacture of motor vehicles, trailers and semi-trailers; BV — manufacture
of other transport equipment; BW — manufacture of furniture, manufacturing n. e. c.; C — electricity, gas and
water supply; CA — electricity, gas, steam and hot water supply.

Source: Own calculation based on Rocznik Statystyczny (GUS) from various years and OECD data.
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Table 18

Pearson’s correlation coefficients* between exports and the ratio of the number
of non-production and production workers and between imports and the ratio
of the number of non-production and production workers, 1997-2008

Type of Exports Imports

economic

activity’ Current Lag 1 Lag2 Lag3 Current Lag 1 Lag2 Lag3
Industry 0.70* 0.67* 0.70% 0.63 0.71% 0.70%* 0.74* 0.66
A 0.51 0.58 0.56 0.58 0.89* 0.92* 0.90% 0.82*
AA 0.27 0.40 0.40 0.44 0.51 0.54 0.44 0.35
B 0.19 -0.04 -0.40 -0.44 0.22 0.01 -0.38 -0.43
BA -0.07 -0.31 —0.64* -0.52 -0.04 -0.24 —0.64* -0.56
BB 0.06 -0.15 -0.34 -0.58 0.10 -0.22 -0.53 -0.76*
BC -0.70% -0.68% -0.65% -0.50 -0.71* -0.68* -0.68% -0.59
BD -0.70% -0.73% -0.69% -0.45 0.88* 0.83* 0.81* 0.80%
BE -0.59* -0.76* -0.94* -0.87* -0.75% -0.77* -0.80% -0.71*
BF -0.51 -0.27 -0.09 0.13 -0.24 -0.06 0.02 0.12
BG 0.78%* 0.74* 0.54 0.30 0.75* 0.76* 0.55 0.28
BH 0.56 0.39 0.17 -0.06 0.48 0.25 0.03 0.03
BI 0.82% 0.79* 0.70* 0.68* 0.75% 0.67* 0.60 0.57
BJ 0.85% 0.83* 0.84% 0.86* 0.93* 0.93* 0.92% 0.92*
BK -0.43 -0.71* -0.83% -0.86* -0.38 -0.68% -0.81* -0.83%
BL 0.76* 0.76* 0.80% 0.73* 0.77* 0.80* 0.80% 0.76*
BM -0.22 -0.50 -0.75% -0.72% -0.14 -0.45 -0.81* -0.78%*
BN -0.58% -0.77* -0.82% -0.78* -0.54 -0.75% -0.81% -0.74%
BO -0.79% -0.88* -0.88%* -0.85* -0.76* —0.84* -0.90% -0.82*
BP -0.54 -0.60 -0.65% -0.64 -041 -0.55 -0.65% -0.53
BR -0.73% -0.58 -0.52 -0.43 —0.64* -0.54 -0.54 -042
BS -0.86* -0.86% -0.87* -0.94* -0.81* -0.82* -0.83% -0.84*
BT 0.16 031 0.45 0.66 0.53 0.69% 0.52 0.65
BU -0.90* -0.83% -0.78* -0.69% -0.84* -0.79% -0.77* -0.67*
BV -0.85*% -0.89% -0.90% -0.82% -0.80% -0.92% -0.84* -0.69*
C 0.92% 0.98* 0.95% 0.93* 0.76* 0.76* 0.84* 0.85%
CA 0.92% 0.98% 0.95% 0.93* 0.76* 0.75% 0.83* 0.85%

Note: * Significant at p<0.05 in gray cells. ® Notation as in Table 17.

Source: Own calculation based on Rocznik Statystyczny (GUS) from various years and OECD data.
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Table 19

Pearson’s correlation coefficients* between the stock of foreign direct investment and
the ratio of non-production and production wages and between the stock of foreign
direct investment and the ratio of the number of non-production and production
workers, 1997-2008

Economic Wage ratio Employment ratio

activity” Current Lag 1 Lag 2 Lag 3 Current | Lag1l Lag 2 Lag 3
Total 0.78* 0.70* 0.73* 0.74* 0.81* 0.76* 0.78* 0.79*
A -0.22 -0.70% -0.44 0.08 0.77* 0.73* 0.58 0.57
B 0.72% 0.56 0.47 0.30 0.24 0.10 -0.29 -0.38
BA 0.87* 0.75% 0.70% 0.65 0.25 0.06 -0.60 -0.80%
BB 0.48 0.39 0.10 0.07 0.76* 0.82% 0.76* 0.61
BC 0.47 0.19 -0.14 -0.60 0.55 041 0.34 0.27
BD 0.36 0.48 0.64* 0.84* 0.88* 0.80* 0.73* 0.79%
BE 0.80* 0.69* 0.70% 0.69* 0.92% 0.95% 0.97* 0.97*
BF 0.78% 0.65% 0.50 0.39 -0.43 -0.66% | -0.72* | -0.78*
BG 0.45 0.26 0.18 0.01 -0.61* | -0.65* | -0.68% -0.55
BH 0.81 0.71% 0.66* 0.60 -0.76* | -0.86* | -0.85* | -0.83*
BI 0.18 -0.27 -0.42 -0.23 -0.71* -0.40 0.27 0.33
BJ 0.54 0.37 -0.05 0.09 -0.68* | -0.73* | -0.69* | -0.70*
BK 0.78% 0.56 0.39 0.18 -0.88* | -0.77* | -0.72% -0.65
BL 0.49 043 0.50 0.52 —0.64* -0.52 -0.52 -0.64
C 0.55 0.55 0.69% 0.70% 0.98% 0.97* 0.97* 0.94*
D 0.45 0.44 0.51 0.46 0.47 0.48 0.62 0.58
E 0.55 0.37 0.18 -0.09 0.90% 0.90* 0.92* 0.93*
FA 0.53 0.58 0.68* 0.78* -0.35 0.00 047 0.08
FB 0.80* 0.24 -0.98% —1* 0.46 0.85% 0.96* 55
FC 0.76* 0.64* 0.62 0.64 0.78* 0.60 0.38 0.24
F 0.87* 0.76* 0.73* 0.78% 0.82* 0.76* 0.65* 0.45
G 0.63* 0.55 0.50 0.55 0.18 0.44 0.70%* 0.82*
GA 0.86* 0.86* 0.86* 0.86* 0.91* 0.92% 0.95*% 0.97*
GB 0.13 -0.15 -0.80* | -0.67* 0.55 0.51 0.41 0.14

Note: * Significant at p<0,05 in gray cells. ® A — mining and quarrying; B — manufacturing; BA — manufacture
of food products and beverages; BB — manufacture of tobacco products; BC — manufacture of textiles; BD —
manufacture of wearing apparel and furriery; BE — processing of leather and manufacture of leather products;
BF — manufacture of wood and wood, straw and wicker products; BG — manufacture of pulp and paper; BH —
publishing, printing and reproduction of recorded media; BI — manufacture of coke, refined petroleum products;
BJ — manufacture of chemicals and chemical products; BK — manufacture of rubber and plastic products; BL —
manufacture of other non-metallic mineral products; C — electricity, gas and water supply; D — construction;
E — trade and repair; FA — land and pipeline transport; FB — water transport; FC — post and telecommunications;
F — transport, storage and communication; G — real estate, renting and business activities; GA — real estate
activities; GB — computer and related activities. ¢ The significance of the correlation coefficient for “water
transport” is questionable because it is based on five observations.

Source: Own calculation based on Rocznik Statystyczny (GUS) from various years and Eurostat data.
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Figure 18

The ratio of non-production and production wages (household income®
of non-production and production workers) — left axis — and employee household
income inequality — right axis — in Poland, 1997-2008
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Source: Own calculation based on HBS data, Rocznik Statystyczny (GUS) from 1998-2009 and information
made available by GUS.

Figure 19

Income® inequality in Poland — for employee households in general, for households
formed by non-production employees, and for households formed by production
employees, 1997-2008
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Note: * Per capita available income.

Source: Own calculation based on HBS data (GUS).
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A detailed analysis of the influence of remittances, direct payments and structural
rents on income inequality would require a decomposition of the Gini coefficient
using an approach developed by Stark, Yitzhaki and Taylor (1986). However, due to
the concise form of this survey, we limited our analysis to discussing the differences
between the Gini coefficients for income before and after including remittances, direct
payments and structural pensions. A counterfactual analysis that would take into
account the change in economic incentives in the presence of remittances influencing
income from other sources as well as income inequality was not carried out.

Since it was impossible to identify the remittances strictly related to Poland’s EU
membership, we selected those income categories that probably resulted from mem-
bership and we also took into account total remittances. Thus the analysis shows the
impact, on income inequality, of all the remittances and those categories of remittances
that were most probably related to Poland’s EU membership. The result is a value within
a range. The selected income sources most probably related to Poland’s EU member-
ship are the following: income from permanent work abroad, income from temporary
work abroad, income from permanent self-employment abroad, income from casual
self-employment abroad, other foreign social benefits, foreign unemployment benefits,
other gifts from private persons from abroad, other income from abroad. The rest of
remittances include income from property and land rental (not related to economic
activity) from abroad, foreign pensions, foreign allowances, and alimony payments
from private persons from abroad. Table 20 shows that remittances led to a decrease
in income inequality in the analyzed period.

Table 20

Income® inequality (Gini coefficient) in Poland — total income and non-remittance
income, 2008-2010

Category of income 2008 2009 2010
Total income 31.644 31.394 32.075
Total income w/o remittances most probably related with Poland’s 32279 31911 32,666
EU entry
Total income w/o remittances total 32.338 31.969 32.1

Note: * Equivalised disposable income (modified OECD equivalence scale).
Source: Own calculation based on HBS data (GUS).

The assessment of the impact of direct payments and structural pensions on income
inequality is simpler than the analysis of remittances of Polish migrants, since there
is no doubt that both direct payments and structural pensions result from Poland’s
membership in the European Union. It was possible to select two sources of income
coming directly from funds transferred from the EU to Poland—direct payments and
structural pensions. Table 21 shows that both categories of income taken jointly caused
income inequality to decrease between 2007 and 2010. A more detailed analysis
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indicates that structural pensions contributed to a reduction in income inequality in
Poland, while direct payments had the opposite effect.

Table 21

Income® inequality (Gini coefficient) in Poland — total income and income w/o direct
payments and structural pensions, 2005-2010

Category of income 2005 2006 2007 2008 2009 2010
Total income 31.45741 | 31.17071 | 31.79873 | 31.64391 | 31.39366 | 32.07494
Total income w/o direct payments 31.41444 | 31.11897 | 31.75904 | 31.61631 | 31.39255 | 31.93207
Total income w/o structural pensions . . 31.91393 | 31.76783 | 31.52512 | 32.22387
;ftﬁacltﬁfg‘:n‘:ifnfire“ payments and . .| 318766 | 3174287 | 315265 | 3208364

Note: * Equivalised disposable income (modified OECD equivalence scale).
Source: Own calculation based on HBS data (GUS).

To conclude, both income inequality and poverty have clearly shown positive
changes since Poland joined the EU in 2004. Even though the exact extent of these
changes largely depends on the applied measures of income inequality and poverty,
Poland improved its position in both relative and absolute terms compared with other
EU countries.

A preliminary and general analysis of the impact of Poland’s EU membership on
income inequality within the country does not provide enough evidence to determine
if accession has contributed to a decrease in income disparities in Poland. Our frag-
mentary analysis of the four considered factors—intensified foreign trade, FDI inflow,
remittances and the inflow of European funds—makes it possible to conclude that
remittances and structural pensions had a moderating effect on income inequality,
while direct payments for farmers, and probably also FDI, contributed to an increase
in income disparities in Poland.
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Chapter 2
Poland’s Competitive Position
in External Economic Relations

Poland’s membership in the European Union—combined with agreements' that
preceded the country’s EU entry—has significantly changed the volume, geographical
structure and commodity patterns of Poland’s foreign trade. Upon joining the bloc in
2004, Poland gained free access to the EU market and began adapting to EU norms
and standards. Preparations for accession and the subsequent EU entry itself also
contributed to an inflow of foreign investment to Poland. As a result, the economy
received a further modernization boost—added to the incentives after the fall of
communism and the political and economic reforms of the early 1990s—and there
was a further increase in the international competitiveness of Poland’s products. All
these issues are analyzed in this chapter.

1 In December 1991, Poland signed an association agreement with the European Economic Com-
munity, known as the Europe Agreement. The part of that agreement regulating trade—referred to as
the Interim Agreement—took effect in March 1992. Under that Interim Agreement, Poland and EEC
countries undertook to create a free trade area for manufactured goods within 10 years. Most Polish
goods gained access to the EU market in January 1996. The EU maintained restrictions in the trade
of so-called sensitive goods, mainly labor- and raw material-intensive,such as iron and steel, chemical
products, textiles, foodstuffs, and footwear), which accounted for 43 % of Poland’s total exports to the EU
(see Rollo, Smith,1993) and Gabrisch (2000, pp. 214-215)). After the Europe Agreement took effect,
Poland abolished duties on almost 29% of imports from the EU in terms of value, while maintaining
barriers in the import of goods such as cars and agricultural products and foodstuffs,for more, see Unia
Ewropejska (1997, pp. 150, 214-215, 381-386) and Czarny, Sledziewska (2009, pp. 174-182)).
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2.1. The Geographical Structure and Commodity
Patterns of Poland’s Foreign Trade after

the First Decade of EU Membership

Elsbieta Czarny, Katarzyna Sledziewska

In this section we analyze the changes that took place in Poland’s foreign trade in the
first 10 years of the country’s membership of the European Union (2004-2013). For reasons
of space, we will focus exclusively on trade in goods, while excluding trade in services.

We will separately analyze changes in Poland’s trade in goods with the European
Union and with the rest of the world, although we believe that EU membership has
strongly enhanced Poland’s trading opportunities with the world as a whole. This is due
to factors including an improved quality of products meeting EU standards and made by
leading global manufacturers opening production plants in Poland. However, the separate
treatment of these two types of trading partners makes it possible to evaluate Poland’s
trading opportunities on a market to which they have free access (the EU market) and
on markets to which access is constrained by barriers (non-EU markets).

We also look at Poland’s trade with individual EU member states, identifying where
Polish products are gaining and where they are losing importance. We study the EU as
a group made up of 25 countries (EU25), which means the way it was in 2004, when
Poland joined it. We also compare the geographical structures of trade for Poland, the
Czech Republic, Slovakia, and Hungary, i.e. countries that all became EU members in
May 2004’ and together formed the Visegrad Group.’

We separately analyze imports and exports because first, the changes often vary in
magnitude and direction, and second, the two types of trade flows illustrate different
economic trends.

Poland’s trade with the European Union and the rest of the world
in 2004-2013

In this part of the study, we examine changes in Poland’s imports and exports from/
to two groups of partners: the European Union and the rest of the world. In the case
of trade within the European Union (denoted as “intra-EU exports/imports” in the
tables and figures) we are dealing with a free movement of goods—because Poland

2 In addition to the abovementioned countries, Lithuania, Latvia and Estonia as well as Cyprus,
Malta and Slovenia became EU members at the time. Due to different structures and capabilities, it is
difficult to compare these economies with Poland, so we have decided against doing so.

3 In February 1991, Poland, Czechoslovakia and Hungary established a free trade area based on
terms and conditions agreed on in the Central European Free Trade Agreement,CEFTA) reached in
the Hungarian town of Visegrad.
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is part of the Single European Market, while trade with non-EU countries (extra-EU
exports/imports) is subject to constraints. In imports, these limitations result from the
EU trade policy, while in exports these are barriers imposed by trading partners. The
intensity of Poland’s intra-EU trade testifies to the level of the country’s integration
with fellow member states, while the intensity of Poland’s extra-EU trade provides
information about the country’s economic ties with non-EU countries. Extra-EU
imports are largely those that cannot be replaced or are difficult to replace by intra-EU
sources of supply. In turn, extra-EU exports show that Polish goods are able to compete
not only where trade is free from barriers, but also where the exchange of goods is
constrained by barriers, because non-EU partners, even those who have agreements
on trade preferences with the EU, often (temporarily or permanently) protect their
own internal markets from the inflow of outside goods.

Table 1
Poland’s intra- and extra-EU exports and imports in 2004—2013, in millions of euros

| 2004 | 2005 | 2006 | 2007 | 2008 | 2000 | 2010 | 2011 | 2012 | 2013
Imports

extra-EU | 18,184 | 20596 | 27,918 | 32,966 | 40,715 | 30,059 | 40341 | 46,636 | 51,217 | 49,915
intra-EU | 53,925 | 61,101 | 73,021 | 87,946 [ 101,252 | 77,096 | 93,964 | 104,655 | 103,717 | 104,522
Exports
extra-EU | 12,609 | 16393 | 19,911 | 23,584 [ 28,020 | 21,605 | 27,229 | 32,375 | 37,337 | 41,693
inraEU | 47,723 | 55496 | 68318 | 78,675 | 87,875 | 76,261 | 93,254 | 103,182 | 106,946 | 110441
Trade balance
extra-EU | =5,575 | —4,203 | -8,007 | 9,382 | -12,695 | -8,454 | 13,113 | 14,261 | ~13,880 | 8,222
intraEU | 6,02 | -5,605 | 4,903 | 9271 [-13,377] 835 | 710 | 1472 | 3,28 | 5919

Source: Own calculations based on Eurostat database (accessed March 28, 2014).

The value of Poland’s exports and imports increased considerably in both intra- and
extra-EU terms in 2004-2013 (Table 1). The biggest increase occurred in the value
of Poland’s intra-EU exports (almost €63 billion). The increase in extra-EU exports
(at over €29 billion) was smaller than the increase in extra-EU imports (nearly €32
billion). Yet when added up, the values of Poland’s intra-EU and extra-EU exports
greatly exceed the corresponding figures for imports. This testifies to an improvement
in the international position of Polish goods. Poland’s intra-EU trade balance also
improved. In 2013, a large deficit (which exceeded €6 billion in 2004) was replaced
by a large surplus that more than compensated for the increased deficit in extra-EU
trade (in 2013, the deficit was more than €8 billion, up from €5.6 billion in 2004).
This means that the values of both Poland’s intra-EU exports and imports more than
doubled. Moreover, after years of a deepening deficit, Poland finally recorded a grow-
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ing trade surplus. This could serve as the shortest description of the great importance
of EU membership to Poland’s foreign trade.

The improved international position of Polish goods is also reflected in the pro-
portion of extra-EU exports in total exports, which has been growing steadily since
2009. It turns out that Polish goods are also doing well on markets to which access
is constrained by trade barriers. This change is also beneficial because of the diversi-
fication of the markets to which Poland supplies goods and because the country can
become less dependent on its EU partners.

Table 2

Poland’s share of extra- and intra-EU25 trade in 2004-2013, in %, and changes in this
share and in net exports, in percentage points

| 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 [ Change
Imports
exeaBU | 18 | 17 [ 20 [ 23 [ 26 [ 24 [ 26 [ 27 [ 28] 29 ] 12
inernBU [ 28 | 29 | 30 [ 35 [ 39 [ 37 [ 39 [ 40 [ 39 |39 ] 12
Exports
exeaBU [ 13 [ 15 [ [ 9 [ 20 [ w20 2022 ] 24 11
inraEU | 24 | 26 | 28 | 30 | 33 | 36 [ 38 [ 38 [ 39 [ 41 | 17
Net exports
extraBU | 05 [ 02 | 04 | 04 [ 05| 05 [ 07 [ 06 [ 07 | 06
inraEU | 04 | 04 | 03| 04 [ 06| 02|01 ] 01] 00 ol

Source: Own calculations based on Eurostat database (accessed March 28, 2014).

From 2004 to 2013, Poland’s contribution to all the trade flows shown in Table 2
increased by more than 1 percentage point (p.p.). The largest increase was recorded
in the case of intra-EU exports (1.7 p.p.).

Table 2 also shows net exports defined as the difference between Poland’s con-
tribution to the EU’s overall exports and its contribution to the EU’s overall imports
(in both intra- and extra-EU terms), in percentage points. A minus sign indicates
a greater importance of imports than exports in Poland’s trade. In 2004, Poland was
a more important player in imports than in exports in both intra- and extra-EU trade.
In 2013, Poland became a more important exporter than importer in intra-EU trade.
In extra-EU trade, imports show a lasting prevalence (these differences are significant,
except in 2005, ranging from -0.4 p.p. to -0.7 p.p.).

This study shows that Poland is increasing its role in international trade. The
improved competitive position of Polish goods is reflected, for example, by the fact
that Poland’s contribution to intra-EU exports increased more than its contribution
to intra-EU imports. This more than compensates for the slightly larger (by 0.1 p.p.)
increase in extra-EU imports than in exports.
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Poland’s intra-EU trade

In this part of the study, we examine to what extent the value and geographical
structure of Poland’s exports and imports have changed in intra-EU trade. We analyze
changes in the value of trade with other EU countries since 2004 and explore how the
role of individual EU partners has changed in Poland’s trade. We check whether the
contribution of individual partners to Poland’s trade changed in the studied period.

Table 3

Poland’s exports to individual EU member states and imports from these countries
in 2004-2013, in millions of euros

Imports Exports Trade balance

2004 2013 2004 2013 2004 2013
Austria 1,664 3,512 1,191 2,688 473 -824
Belgium 2,296 4,932 1928 3353 -368 -1,578
Cyprus 48 242 55 194 7 48
Czech Republic 2,744 6,389 2,609 9,391 -135 3,001
Denmark 1,193 2,043 1,347 2,489 153 446
Estonia 76 151 212 822 136 671
Finland 981 1,212 479 1,157 -503 -55
France 4,721 6,244 3,640 8,499 -1,081 2,255
Greece 163 272 176 539 13 266
Spain 1,785 3,359 1,477 3371 -307 17
Netherlands 3,861 8,797 2,592 6,024 -1,269 -2,7113
Ireland 281 924 178 486 -104 437
Lithuania 417 1,105 1,019 2,312 602 1,207
Luxembourg 131 4217 63 170 -67 -257
Latvia 247 294 361 1287 113 993
Malta 34 16 38 53 5 37
Germany 20,176 40,450 18,092 38,027 -2,084 -2,4122
Portugal 171 339 383 491 213 152
Slovakia 1,169 4,491 1,077 4,001 -92 -490
Slovenia 473 698 200 475 -273 -224
Sweden 2,020 3,726 2,109 4,169 89 443
Hungary 1,406 2,830 1,549 3,857 143 1,027
United Kingdom 2,473 4,248 3,263 9,884 791 5,636
Ttaly 5,394 17,820 3,685 6,540 -1,710 -1,280

Source: Own calculations based on Eurostat database (accessed March 28, 2014).
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When analyzing Poland’s trade with 24 other EU member states (Table 3), we can
see that in 2013 Poland had surpluses in the trade of goods with 13 countries, up from
11 in 2004. Poland’s good position in intra-EU trade is shown not only by these sur-
pluses, but also by the fact that the surpluses increased in the case of eight partners.
Moreover, in the case of three countries, including the Czech Republic and France—
both of which are among Poland’s major trading partners—the deficits noted in 2004
were replaced by surpluses in 2013. Another piece of good news is that a large deficit
has been replaced by a small surplus in trade with Spain.

The bad news, however, is that Poland’s trade deficits widened in the case of most
countries with which Poland had trade deficits in 2004. In trade with Cyprus, a small
surplus in 2004 turned into a deficit that is several times larger. In general, the period
saw deepening imbalances (surpluses and deficits) in Poland’s trade with the majority
of its EU partners.

Table 4

The shares of individual EU member states in Poland’s intra-EU exports and imports
in 2004-2013, in %, and changes in these shares in percentage points

Imports Exports Net exports

2004 2013 2004 2013 2004 2013
Austria 3.1 3.4 2.5 2.4 -0.6 -0.9
Belgium 4.3 4.1 4.0 3.0 -0.2 -1.7
Cyprus 0.1 0.2 0.1 0.2 0.0 0.1
Czech Republic 5.1 6.1 5.5 8.5 04 24
Denmark 2.2 2.0 2.8 2.3 0.6 0.3
Estonia 0.1 0.1 0.4 0.7 0.3 0.6
Finland 1.8 1.2 1.0 1.0 -0.8 -0.1
France 8.8 6.0 7.6 7.7 -1.1 1.7
Greece 0.3 0.3 0.4 0.5 0.1 0.2
Spain 3.3 3.2 3.1 3.1 -0.2 -0.2
Netherlands 7.2 8.4 5.4 5.5 -1.7 -3.0
Ireland 0.5 0.9 0.4 0.4 -0.1 0.4
Lithuania 0.8 1.1 2.1 2.1 1.4 1.0
Luxembourg 0.2 0.4 0.1 0.2 -0.1 -0.3
Latvia 0.5 0.3 0.8 1.2 0.3 0.9
Malta 0.1 0.0 0.1 0.0 0.0 0.0
Germany 374 38.7 379 34.5 0.5 4.2
Portugal 0.3 0.3 0.8 0.4 0.5 0.1
Slovakia 2.2 4.3 2.3 3.6 0.1 0.7
Slovenia 0.9 0.7 0.4 0.4 -0.5 0.2
Sweden 3.7 3.6 44 3.8 0.7 0.2
Hungary 2.6 2.7 3.2 3.5 0.6 0.8
United Kingdom 4.6 4.1 6.8 9.0 2.3 4.9
Italy 10.0 7.5 1.7 5.9 -2.3 -1.6

Source: Own calculations based on Eurostat database (accessed March 28, 2014).
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The period also saw changes in the shares of individual EU member states in
Poland’s intra-EU exports and imports (Table 4). Intra-EU imports and exports are
a dominant portion of Poland’s overall trade, and Germany plays a huge role in these.
Germany’s contribution to Poland’s intra-EU imports increased from 37.4% in 2004 to
38.7% in 2013. Germany'’s share of Poland’s intra-EU exports fell by 3.4 p.p., to 34.5%
in 2013. Poland’s intra-EU trade is strongly concentrated, and this concentration is
increasingly deeper in imports, while becoming weaker in exports.

Except for Germany, which is the top country in both Poland’s intra-EU imports
and exports, Poland’s key partners remained stable, although some changed places in
the statistics. For example, Italy, which in 2004 was the second-largest supplier of goods
to Poland and the second-largest buyer of Polish products, in 2013 defended its position
only in imports (and lost its advantage over France, which was third on both counts).
In Poland’s exports, Italy declined to fifth place in 2013; the UK replaced it in second
place. The improved position of the UK among buyers of Polish goods is probably due
to the large number of Poles living and working in Britain. These expatriate Poles—
some of them temporary expats, others accompanied by their families—are bringing
in Polish goods. Meanwhile, these Poles discovered British goods, which helped make
Britain an important supplier of goods to the Polish market. The Czech Republic is also
among Poland’s five largest trading partners, and its importance is growing. It advanced
in intra-EU imports from fifth to fourth place (its share increased by 1 p.p.) and moved
up in intra-EU exports from fifth to third place (its share rose by 3 p.p.).

Table 4 also shows Poland’s net exports, i.e. the difference between Poland’s share
of total exports by individual EU countries and Poland’s share of total imports from
these countries (in percentage points). Net exports understood in this way determine
Poland’s competitive position. The analysis shows that, in 2004, in trade with 12 EU
partners, Poland had larger shares in exports than in imports (positive net exports).
In 2013, Poland had positive net export in trade with 11 partners. Moreover, Poland’s
net exports increased in the case of six of these partners. The greatest increase in
net exports was recorded in trade with Britain and the Czech Republic (more than
2p.p.).

At the same time, the number of member states with which Poland had a greater
share in imports than in exports increased by two (from 10 in 2004 to 12 in 2013).
The group was joined by Germany and Cyprus, in trade with which a balance was
replaced by a small deficit.

Generally, it can be noted that in 2013 net exports often reinforced the direc-
tion observed in 2004 (positive or negative). Such is the case with 11 of Poland’s 24
trading partners from the EU. Poland’s export potential is certainly growing, but it
is gaining the most trade with neighboring countries, which joined the EU together
with Poland in 2004 (the Czech Republic and the Baltic states). Poland is not doing
as well at winning markets in the most developed EU countries, in particular eurozone
countries. The one exception is France—Poland has positive, and large, net exports
in bilateral trade. However, the position of France has deteriorated substantially in
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global trade since the start of the previous decade (for more see Czarny, Sledziewska
(2012, 63-75)). France’s trade with Poland mirrors its trade situation with other coun-
tries. Significantly, Poland’s position as an exporter to the UK market has improved
strongly, despite the geographical distance and Britain’s traditional emphasis on eco-
nomic ties with its former colonies. In our opinion, this testifies to a strong impact of
labor migration on trade. At the same time, Poland is losing its position on the German
market in a trend that is disturbing on the one hand, because Germany is a traditional
buyer of Poland’s goods, but gives Poland more latitude on the other hand because
its trade is less concentrated and therefore less dependent on any single partner and
its economic condition.

The importance of Poland in the intra-EU imports and exports
of individual EU member states

In this part of the study, we investigate to what extent Poland is an important trad-
ing partner for other member states. We therefore look at how its position is changing
in intra-EU trade conducted by individual member states. This time we conduct the
analysis from the point of view of Poland’s trading partners. Thus, for example, the
imports presented in Table 5 are the imports of the country listed in the first column
and are at the same time Poland’s exports to this trading partner. In addition, we analyze
Poland’s exports and imports as a percentage of total intra-EU imports and exports,
thus obtaining the EU average describing the position of Poland’s trade in reference
to a specific EU country.

In the analyzed period, Poland’s contribution to overall intra-EU exports and
imports increased strongly. In imports, Poland’s share increased from 2.42% in 2004
to 4.25% in 2013, while in exports it rose from 2.83% to 4.13%. Again it is possible
to see the importance of EU membership for the country’s foreign trade. Poland also
plays a growing role in the intra-EU imports and exports of its EU partners—Poland’s
shares increased in the intra-EU trade of most countries, except in the case of Malta’s
trade, Lithuania’s imports, and the exports of the Czech Republic, Latvia and Slovenia.
The greatest drop (2.93 p.p.) was noted in the case of Latvia’s exports, or the sale of
Latvian products on the Polish market. Significantly, the increases in Poland’s shares
in the imports of 18 of the 24 partners were greater than 1 p.p. Record growth was
noted for the Czech Republic, at 5.02 p.p. Overall, Poland has a large share of Czech
imports, at about 11.5%, which testifies to the importance of Polish exports to that
country. This shows that Poland’s role in the imports of Central European countries
such as the Czech Republic, Hungary, Estonia, Latvia, Slovenia, and Slovakia is grow-
ing significantly.
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Table 5

Poland’s shares of the intra-EU exports and imports of individual member states

in 2004-2013, in %, and changes in these shares in percentage points

Imports Exports Change
2004 2013 2004 2013 Exports
Austria 1.61 2.59 2.80 3.97 0.99 1.17
Belgium 1.23 1.59 1.37 2.13 0.36 0.76
Cyprus 1.60 3.54 4.46 13.62 1.95 9.16
Czech Republic 6.48 11.49 6.97 6.90 5.02 -0.07
Denmark 3.54 4.85 3.00 4.14 131 1.14
Estonia 4.30 7.16 1.78 1.94 2.86 0.16
Finland 1.65 3.05 3.26 3.80 1.40 0.54
France 1.33 2.39 2.12 2.50 1.06 0.39
Greece 0.64 2.66 2.21 2.74 2.02 0.53
Spain 0.99 2.40 1.70 2.49 141 0.79
Netherlands 1.78 2.81 1.78 2.44 1.03 0.66
Ireland 0.47 1.22 0.50 1.63 0.75 1.13
Lithuania 17.48 17.15 8.78 9.19 -0.33 042
Luxembourg 0.45 1.00 1.01 3.30 0.55 2.30
Latvia 8.31 12.18 723 4.30 3.87 -2.93
Malta 1.45 1.31 3.01 1.04 -0.14 -1.97
Germany 4.54 6.65 4.35 0.85 2.12 2.50
Portugal 0.95 1.21 0.67 1.12 0.25 045
Slovakia 6.16 8.81 6.34 9.61 2.65 3.28
Slovenia 1.76 2.99 541 4.55 1.23 -0.86
Sweden 341 4.97 3.38 4.77 1.56 1.40
Hungary 4.74 177 4.36 5.46 3.03 1.10
United Kingdom 1.42 3.59 1.53 2.32 2.17 0.79
Italy 2.11 341 3.40 4.20 1.30 0.80
EU24 average 2.42 4.25 2.83 4.13 1.84 1.29

Source: Own calculations based on Eurostat database (accessed March 28, 2014).

In exports, Poland’s shares increased by more than 1 p.p. in 10 cases. The greatest
increase was noted in the case of Cyprus (by 9.16 p.p.). In all, Polish goods account
for over 17% of Lithuania’s imports (nearly 17.5% in 2004) and for 12% of Latvia’s
imports (8.31% in 2004). Poland also has a relatively large share of Estonia’s imports.
Poland’s considerable impact on the imports of all three Baltic states is not surprising
because all these are small economies, located close to Poland geographically and
conducting free trade with it, which promotes intensified trade in goods. Of course, the
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data in Table 5 also show that Poland has not become as important a trading partner
for these countries as Germany is for Poland.

This study clearly shows that the differences in the economic potential of trading
partners are an important factor. Above we showed the importance of Poland’s exports
to the Baltic states (Poland’s shares in these countries’ imports and exports are higher
than these countries’ shares in the Polish trade flows—cf. the data in Tables 4 and 5).
But a look at Poland’s trade with Germany from the German perspective reveals that
Poland accounted for 6.65% of Germany’s imports in 2013 (6.85% in exports) and
was one of many moderately significant partners (although, notably, these shares are
far above the EU average, which means that trade with Poland is of considerable
importance to Germany). In other words, Poland’s shares in both German imports
and exports are less than one-fifth the size of Germany’s shares in Poland’s imports
and exports.

Poland, the Czech Republic, Hungary, and Slovakia on the global
market

Another way to look at Poland’s position in international trade after its first decade
in the EU is to compare its position with those of other countries that joined the bloc
along with Poland. The reference countries are the Czech Republic, Slovakia, and
Hungary. We look at these countries’ exports to all countries worldwide, with a special
focus on their main export markets.

Table 6

The value of Poland’s exports to its 10 largest export markets in 2013, in millions
of euros; these markets’ shares in the respective exports in %; changes in these shares
in 2004-2013 in percentage points; changes in ranks in the studied period

Countries Value Share Ch:g:iz in Chf;ﬁf in
Germany 38,027 25.00 -4.99 0
United Kingdom 9,884 6.50 1.09 2
Czech Republic 9,391 6.17 1.85 2
France 8,499 5.59 -0.45 -1
Russia 8,110 5.33 1.47 2
Italy 6,540 430 -1.81 -4
Netherlands 6,024 3.96 -0.34 -1
Ukraine 4,295 2.82 0.08 2
Sweden 4,169 2.74 -0.75 -1
Slovakia 4,001 2.63 0.84 6

Source: Own calculations based on Eurostat database (accessed March 28, 2014).
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Table 7

The value of the Czech Republic’s exports to its 10 largest export markets in 2013,
in millions of euros; these markets’ shares in the respective exports in %j; changes
in these shares in 2004-2013 in percentage points; changes in ranks in the studied
period

Countries Value Share Chsirﬁz in Ch:;ﬁf in
Germany 38,013 31.27 -5.52 0
Slovakia 10,811 8.89 0.62 0
Poland 7,233 5.95 0.80 1
France 6,011 4.94 042 3
United Kingdom 5,881 4.84 0.23 1
Austria 5,542 4.56 -1.33 -3
Russia 4,475 3.68 2.29
Italy 4,391 3.61 -0.65 0
Netherlands 3,404 2.80 -1.82 -4
Hungary 3,146 2.59 -0.03 -1

Source: Own calculations based on Eurostat database (accessed March 28, 2014).

Table 8

The value of Slovakia’s exports to its 10 largest export markets in 2013, in millions
of euros; these markets’ shares in the respective exports in %; changes in these shares
in 2004-2013 in percentage points; changes in ranks in the studied period

Countries Value Share Chsir;grz in Ch?;ﬁf in
Germany 13,611 20.97 -1.70 0
Czech Republic 8,811 13.58 0.13 0
Poland 5,484 8.45 2.99 2
Hungary 4,186 6.45 1.26 2
Austria 3,949 6.08 -1.75 -2
France 3,270 5.04 1.41
United Kingdom 2,993 4.61 1.70
Italy 2915 4.49 -1.85 -4
Russia 2,564 3.95 2.74 4
China 1,597 2.46 2.18 17

Source: Own calculations based on Eurostat database (accessed March 28, 2014).

The data in Tables 6-9 show that the geographical structures of Polish, Czech,
Slovak and Hungarian exports are characterized by both similarities and differences.
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Taking similarities first, in each case, Germany is the top buyer (it is also first in these
countries’ imports, which are not discussed here—see Eurostat, accessed March 28,
2014). Other major buyers beside Germany include the other large EU member states:
France, Britain, and Italy. Moreover, all the studied countries are among the 10 lead-
ing importers of goods from other analyzed countries (except for Hungary, which is
only 11th among the largest importers of Polish goods). In general, EU25 countries
dominated among the buyers of goods from Poland, the Czech Republic, Slovakia, and
Hungary. In Czech exports, EU25 countries occupy nine of the top 10 places.

Russia is among the top 10 buyers of goods from Poland, the Czech Republic,
Slovakia, and Hungary. Its role ranks from 5th place in Poland’s exports to 10th place
in Hungary’s exports. Moreover, Russia’s position in the exports of all these countries
improved significantly in the examined 10-year period (up by two notches in Poland’s
exports and up by six notches in the exports of the Czech Republic and Hungary),
which testifies to Russia’s growing importance in these countries’ exports.

Table 9

The value of Hungary’s exports to its 10 largest export markets in 2013, in millions
of euros; these markets’ shares in the respective exports in %; changes in these shares
in 2004-2013 in percentage points; changes in ranks in the studied period

Countries Value Share Clir;gr: in Chf;nglf in
Germany 21,174 26.02 -5.54 0
Romania 4,628 5.69 2.49 5
Austria 4,526 5.56 -1.66 -1
Slovakia 4,315 5.30 3.38 11
Italy 3911 4.81 -0.68 0
France 3,674 451 -1.04 -2
United Kingdom 3,244 3.99 -1.59 -4
Poland 3,198 3.93 1.07 1
Czech Republic 3,126 3.84 1.47 2
Russia 2,537 3.12 1.47 6

Source: Own calculations based on Eurostat database (accessed March 28, 2014).

Similarities outnumber differences, which we believe further under scores the
importance of EU membership from the point of view of trade by the studied mem-
ber states, including Poland. Of course, the analyzed countries differ in terms of the
value of exports. This can be seen from a comparison of the values of their exports
and of the shares of the top 10 countries in these exports. For example, Germany’s
25-percent share in Poland’s exports means a value exceeding €38 billion, while Ger-
many’s 26-percent share of Hungary’s exports means a value of just over €21 billion.
There are contrasts as well in the shares of Germany in the exports of the studied
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countries. These range from 20.97% in the case of Slovakia’s exports to 31.27% in
the case of Czech exports.*

Also visible is a close link between the Czech and Slovak economies (they are
outranked only by Germany as trading partners). Also of note is the impact of historical
ties on the current structure of trade. The top 10 importers of goods from the Czech
Republic, Slovakia, and Hungary include Austria, which shares a common political
past with these countries. Austria is also close geographically, which promotes more
intense trade. Austria’s role in these three countries’ exports is decreasing, and its
position among the top 10 importers is deteriorating. Despite this, in 2013 Austria’s
share of Czech exports exceeded 4.56%, its share of Slovakia’s exports was over 6%,
and its share of Hungary’s exports was more than 5.5%.

In Hungary’s exports, neighboring Romania—which is not part of the EU25, but
has been an EU member since 2007—is in second place, while the United Kingdom
is the runner-up in Poland’s exports, largely because it absorbs a larger part of Polish
expats.

China, the global leader in exports, is among the top 10 exporters only in the
case of Slovakia, ranking 10th. In the case of the remaining countries, China did not
make it into the top 10. In Poland’s exports, China is outside the top 20. This further
shows the importance of intra-EU trade from the perspective of the new member
states, in particular Poland.

The commodity pattern of Poland’s trade in 2004-2013

In this part of the analysis, we explore changes in the structure of Poland’s imports
and exports by major groups of goods. Again, we separately examine Poland’s trade with
EU member states and with countries outside the bloc. We analyze both the values
and the shares of individual groups of goods in Poland’s imports and exports. Changes
in these values and shares in imports show the scale of Poland’s dependence on buy-
ing any of these goods abroad. In turn, changes in exports show the developing and
declining industries which are Poland’s export specialties. This part is supplemented
by a study of revealed comparative advantages and disadvantages in Poland’s trade.
We use the BEC nomenclature.’

4 Of course, Germany’s share in Poland’s total exports, at 25%, is lower than its share in Poland’s
intra-EU exports as shown in Table 4.

5 According to the Broad Economic Categories, (BEC), nomenclature developed by the United
Nations Statistics Divisions in the second half of the 1960s and used since 1970, goods are classified

according to their economic use. They are divided into 19 categories—for details see Czarny, Sledziewska
(2012, pp. 126-127).
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Table 10

The value of Poland’s intra-EU imports and exports and the trade balance in 2004 and
2013 by major groups of goods, in millions of euros

G ood Imports Exports Trade balance
I

oup 07 800¢S 2004 | 2013 | 2004 | 2013 | 2004 | 2013
Food and beverages, primary, mainly for industry 183 991 245 837 62 -154

Food and beverages, primary, mainly for household 610 2390 754 1792 143 508

consumption

Food and beverages, processed, mainly for industry | 431 1159 215 815 -216 345

Food and beverages, processed, mainly for 1255 | 5118 | 2200 | 8916 | 1035 | 3,798
household consumption

Industrial supplies not elsewhere specified, primary | 804 2,124 944 2,187 140 63

Industrial supplies not elsewhere specified, 20343 | 36590 | 12,892 | 29916 | 7451 | —6.673
processed ’ ’ ’ ’ ’ ’
Fuels and lubricants, primary 205 504 1,115 1,113 910 609
Fuels and lubricants, processed, motor spirit 222 283 135 407 -87 124
Fuels and lubricants, processed, other 924 1,699 1,579 3,691 656 1,992

Capital goods (exc'ept transport equipment), and 7608 | 13,769 | 2313 | 9812 | -5.385 | 3957
parts and accessories thereof

Capital goods, parts and accessories 5115 | 9,189 | 3,382 | 6,069 | -1,732 | -3,120
Transport equipment, passenger motor cars 2,620 | 3,458 | 2,872 | 4,220 252 762
Transport equipment, industrial 2,895 | 3,065 2,465 | 3,149 —430 84
Transport equipment, non-industrial 37 97 187 243 150 146
Transport equipment, parts and accessories 4336 | 8,181 6,645 | 13,033 | 2,309 | 4,852

Consumer goods not elsewhere specified, durable 1,165 2,912 | 4,257 9863 3,092 | 6,951
Consumer goods not elsewhere specified, semi- 1626 | 5007 | 3258 | 6,183 | 1632 | 1,086

durable

Consumer goods not elsewhere specified, 3399 | 7185 2115 | 8137 | 1,284 957
non-durable

Goods not elsewhere specified 47 33 56 58 9 25
Total 53,925 10,4522 | 47,723 |11,0441| -6,202 | 5,919

Source: Own calculations based on Eurostat database (accessed March 28, 2014).

Earlier we highlighted the growth in Poland’s intra-EU imports and exports
(see comment for Table 1). Now, analyzing the data in Table 10, we can conclude
that such is the case for almost all major groups of goods (except in the case of “goods
not elsewhere classified” in imports, and “fuels and lubricants, primary” in exports).
In Poland’s imports and exports, both at the beginning and the end of the studied
period, “industrial supplies not elsewhere specified, processed” dominate—see Tables
10 and 12. However, despite the large increase in the value of the imports and exports
of these goods (by more than €16 billion and €17 billion respectively), their shares
in Poland’s intra-EU imports and exports decreased (by 1.3 p.p. in imports, and by
about 7 p.p. in exports). Poland’s deficit in the trade of these products also decreased
(by almost €780 billion), although it remained the highest among all the studied major
groups of goods (standing at almost €6.7 billion in 2013).
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“Capital goods (except transport equipment), and parts and accessories thereof” and
“capital goods, parts and accessories” rank second and third in Poland’s imports respec-
tively. This shows that Poland plays a major role in international production chains.

In exports, “transport equipment, parts and accessories” and “durable consumer
goods” were number two and three respectively. These two groups also show the highest
surpluses of exports over imports. Products with a relatively high level of technological
advancement occupy an important place in the Polish economy, and consequently in
exports. This is due to the adoption by Polish companies of EU standards and the inflow
of foreign direct investment, especially in the automotive industry.

Table 11

The value of Poland’s extra-EU imports and exports and the trade balance in 2004 and
2013 by major groups of goods, in millions of euros

Group of goods Imports Exports Trade balance
2004 2013 2004 2013 2004 2013
Food and beverages, primary, mainly for industry | 110 200 82 275 -28 76
Food and beverages, Primary, mainly for 73 708 20 989 71 691
household consumption
Food and beverages, processed, mainly for 9% 244 163 471 65 27

industry

Food and beverages, processed, mainly for
household consumption

381 820 860 2,879 478 2,059

Industrial supplies not elsewhere specified, 1,057 1,707 190 103 867 | 1,004
primary

Industrial supplies not elsewhere specified, 3616 | 9270 | 3741 9,439 125 169
processed

Fuels and lubricants, primary 4454 | 13,974 54 98 -4.401 | -13,876
Fuels and lubricants, processed, motor spirit 0 0 0 266 0 266
Fuels and lubricants, processed, other 751 1,147 331 1,352 —420 205

Capital goods (except transport equipment), and

parts and accessories thereof 1898 | 5,155 990 4901 -908 353
Capital goods, parts and accessories 1,413 3,931 959 3,060 —453 871
Transport equipment, passenger motor cars 244 425 595 927 351 503
Transport equipment, industrial 1,319 3,237 1,272 4,421 -48 1,184
Transport equipment, non-industrial 51 39 25 112 =21 73
Transport equipment, parts and accessories 590 2,080 721 3,881 138 1,801

Consumer goods not elsewhere specified, durable | 307 995 816 2,417 509 1,422

Consumer goods not elsewhere specified, semi- 899 1,998 517 1550 | 382 448
durable

Consumer goods not elsewhere specified, 693

1,183 1,038 | 3,764 346 2,580
non-durable

Goods not elsewhere specified 30 91 46 162 17 71
Total 18,184 | 49,915 | 12,609 | 41,693 | 5,575 | -8,222

Source: Own calculations based on Eurostat database (accessed March 28, 2014).
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“Industrial supplies not elsewhere specified, processed” occupy an important place
in both Poland’s intra- and extra-EU trade. These goods led the way in Poland’s exports
in both 2004 and in 2013 and were in second place in imports, behind “unprocessed
fuels and lubricants” (the latter dominate in imports, while being marginal in exports,
which explains why they show record deficits in Poland’s trade balance at the begin-
ning and end of the studied period). In both analyzed years, “capital goods (except
transport equipment), and parts and accessories” were the runner-up in exports and
third in imports. Poland has a deficit in the trade of these goods, however this deficit
decreases over time (the same trend is observed in intra-EU trade), which again proves
that Poland is part of international production networks and that its position in this
area is improving.

“Transport equipment, parts and accessories” and “durable consumer goods,” are
important in Poland’s intra-EU exports, but are also gaining importance in extra-EU
trade, even though they are not among the leaders. Transport equipment exports
increased more than fivefold during the studied period, while the trade surplus in the
case of these goods increased by 13 times (in 2013, it was the third-largest among
the trade surpluses). When it comes to durable consumer goods, the changes are
less spectacular. Their imports increased more than three fold, while exports and the
trade surplus less than doubled. However, in both analyzed years, they exhibit a much
higher, though declining, share in Poland’s extra-EU exports than in imports (their
net exports were 6.8 p.p. in 2004 and 6.1 p.p. in 2013—see Table 13).

A separate analysis is required, in our view, for four groups of products related to
agriculture and the food industry (“food and beverages, primary, mainly for industry”;
“food and beverages, primary, mainly for household consumption”; “food and bever-
ages, processed, mainly for industry”; and “food and beverages, processed, mainly for
household consumption”). In the two groups intended for household consumption,
the surplus of Poland’s intra-EU exports over imports increased significantly (in the
case of food and beverages for industry, small deficits were recorded in 2013).

In turn, in extra-EU trade (Table 13), in the trade of the four analyzed product
groups, surpluses were recorded in 2013. The surplus in the trade of processed food
and beverages for household consumption was very high (the second-largest among
all the major groups of goods analyzed). Moreover, in intra-EU exports, the shares of
three groups of goods related to agriculture and the food industry are growing (with
a simultaneous decrease in the shares of these groups of goods in imports). Particularly
promising is an increase by 0.8 p.p. in the share, in Poland’s intra-EU exports, of unproc-
essed goods intended for household consumption, accompanied by a decreased share
of this group of goods in intra-EU imports by 0.9 p.p.
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Table 12

The shares of major groups of goods in Poland’s intra-EU imports and exports in 2004
and 2013, in %; changes in net exports in percentage points

Imports Exports Net exports Change
Group of goods
2004 | 2013 | 2004 | 2013 | 2004 | 2013 | Imports | Exports

Food and beverages, primary, mainly for 06 | 04 07107 00 03 02 0.0
industry

Food and beverages, Primary, mainly for 15 | o6l 1624 o1 18 09 08
household consumption

Food and beverages, processed, mainly for 05 los 131111 os 0.6 01 02
industry

Food and beverages, processed, mainly for 11 16| 68| 69| 47 53 05 01

household consumption

Lr;g;lziynal supplies not elsewhere specified, 58 | 34 | 15| 17| 43 | —17 24 0.2
L‘;Sszgﬁ supplies not elsewhere specified, | 199 | 186 1 297 [ 226| 98 | 41 | -13 | 7.0
Fuels and lubricants, primary 245 1280 04 | 0.2 | -24.1 | -278 35 -0.2
Fuels and lubricants, processed, motor spirit | 0.0 | 0.0 | 0.0 | 0.6 | 0.0 0.6 0.0 0.6
Fuels and lubricants, processed, other 4.1 231 26| 32| -15 0.9 -1.8 0.6

Capital goods (except transport equipment),
and parts and accessories thereof

104 | 105 | 79 [ 11.8 | -2.6 1.2 0.1 3.9

Capital goods, parts and accessories 78 | 719176 |13 | 02 | -05 0.1 -0.3
Transport equipment, passenger motor cars 13 | 09| 47122 34 1.4 -0.5 -2.5
Transport equipment, industrial 73 | 65 [ 101|106 2.8 4.1 -0.8 0.5
Transport equipment, non-industrial 03 [ 01]02]03] -01 0.2 -