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POLAND: COMBINING

GROWTH AND STABILITY

ANDERS ÅSLUND*

Poland used to be the unfortunate battle ground at
the center of  Europe. Norman Davies (1982, xvi)
named his great history of  Poland God’s Play -

ground because of  all the disasters that had befall-
en the nation. This phrase “can be aptly used as an
epithet for a country where fate has frequently
played mischievous tricks”. In the 18th century,
Germans talked about polnische Wirtschaft (Polish
economy), meaning bad economy, while Swedes
used the term polsk riksdag (Polish Parliament) for
political disorder. 

The nation lost all independence from 1795 until
1918. In the interwar period it suffered from hyperin-
flation and economic stagnation. During World War
II, it lost six million citizens, the largest share of any
country. After the war, the Red Army occupied the
country, and the Soviets guaranteed communist dicta-
torship until 1989. Poles reacted by emigrating in their
millions.

Today everything has changed. Since 1989, Poland
has become a consolidated de -
mocracy. In January 1990, Po -
land opted for a radical and com-
prehensive program of economic
reforms that quickly created a
market economy. From 1990
until 2011, Poland experienced
the greatest economic growth in
the former Soviet bloc in Europe
by a wide margin. It more than
doubled its GDP in real terms
(see Figure 1). In 1997, Poland
became a member of the North
Atlantic Treaty Organiza tion,
and in 2004 it joined the Euro -

pean Union (EU). No post-communist country, pos-
sibly with the exception of Estonia, has been as suc-
cessful as Poland (Åslund 2012). Never have Poles
enjoyed two decades of such peace, freedom, welfare
and happiness. 

The aim of this article is to review major economic
developments and compare Poland with its closest
peers – the Czech Republic, Slovakia, and Hungary,
as well as the three Baltic countries (Estonia, Latvia,
Lithuania) and occasionally with Slovenia, Romania
and Bulgaria, which together form the Central and
Eastern European 10 (CEE10), the ten former com-
munist countries that became members of the EU in
2004 or 2007. Throughout this paper unweighted
averages are used, giving each country equal weight
regardless of its size.

Poland’s relative economic development from 1990
to 2012 falls into three different periods. In the
post-communist transformation, 1990–2000 Poland
persistently recorded superior growth. During the
global boom from 2001–2007 Poland experienced
lower growth than other countries in the region and
in the global financial crisis of  2008–2012, Poland
outperformed once again (see Figure 2). The final
section assesses Poland’s strengths and weaknesses
facing the future, and suggests what its government
should do.
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Leszek Balcerowicz’s shock therapy worked

The secret of Poland’s success lies in the immediate
post-communist period. In June 1989, Poland held the
first partially democratic elections in Eastern Europe.
The opposition could not contest most seats, but it
swept those open to it. In September 1989, Poland’s
first post-communist government was formed.

In spring 1989, Warsaw Professor Leszek Balcerowicz
wrote a summary reform program, which included
privatization, liberalization of foreign trade, currency
convertibility, and an open economy. In September, he
became minister of finance and, in effect, the coun-
try’s chief economic reformer. Before the reform gov-
ernment was formed, the last communist government
had liberalized food prices, which led to inflation of
some 40 percent in the month of September and
54 percent, or hyperinflation, in October. A financial
stabilization program had to be added to the radical
structural reforms. Balcerowicz was assisted by his
advisors Harvard Professor Jeffrey Sachs and his col-
laborator David Lipton, who had experience of defeat-
ing hyperinflation in Latin America (Balcerowicz
1992; Sachs 1990 and 1993; Sachs and Lipton 1990).

Balcerowicz’s program prescribed early, radical and
comprehensive reform. It was reminiscent of the
‘Washington Consensus’, but it went further. Its four
tenets were macroeconomic stabilization, deregula-
tion, privatization, and a reinforcement of the social
safety net. The big novelty was its timing: to imple-
ment all tenets simultaneously, because there was a
window of opportunity in the early democratization
of ‘extraordinary politics’ that had to be utilized

(Balcerowicz 1994). Detractors
nicknamed this big bang ‘shock
therapy’.

The outstanding feature of the
Balcerowicz program was radical
and comprehensive deregulation
designed to create a real market
economy almost overnight. This
radical liberalization was imple-
mented on 1 January 1990. It
consis ted of four measures: far-
reaching price liberalization, a
truly radical external liberaliza-
tion, the breaking up of state
concerns and associations into
single enterprises and the liberal-
ization of domestic trade. 

The most radical measure was a legal act allowing
anybody to sell anything anytime in any place at any
price to anybody. As a result, the central squares in
Warsaw and other big cities were flooded with people
who started selling whatever they wanted to get rid of
and soon this informal trade transformed into ordi-
nary enterprises. Within two years, the most success-
ful street traders had become shopkeepers. The exter-
nal deregulation was also highly radical, instantly ren-
dering the zloty convertible on current account and
abolishing import tariffs, which was popular since it
alleviated most shortages (Balcerowicz 1992; Åslund
2012). Poland saw the massive development of new,
small enterprises (Johnson 1994). This large-scale
deregulation was probably the main reason why
Poland suffered less transitional output decline than
any other post-communist country and started grow-
ing after only two years.

A second reason for Poland’s early success was that it
received timely and sufficient international assistance.
Too often, Poles tend to forget how important that
was. From the outset, the West displayed a broad con-
sensus on Poland, gathering in the G24 (the then
24 members of the Organization for Economic Co -
operation and Development) and pledging to finance
the stabilization fund, which was connected to an
International Monetary Fund (IMF) standby pro-
gram. This strong Western support for Poland was rel-
atively cheap. The upfront cost was about 1.6 billion
US dollars (Sachs 1993).

A third cause of the success was related to favourable
preconditions. Poland already had a large private sec-
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tor in its communist era, primarily in agriculture, but

also in urban industries. Therefore, Poland and

Hungary were the only post-communist countries

with reasonable legislation for the regulation of pri-

vate enterprise (Åslund 1985). Moreover, because of

the country’s openness to the West, millions of Poles

had migrated to the West at some time during their

working lives and returned to their homeland bring-

ing back new skills.

A fourth factor was macroeconomic stabilization,

which succeeded, but it was not completely straight-

forward. The government tried to pursue a strict

policy of  macroeconomic stabilization, but it en -

countered serious political opposition, forcing it to

soften macroeconomic policy. Monetary policy

eased in the summer of  1990, and the budget deficit

ballooned to 7 percent of  GDP in both 1991 and

1992, leading to high inflation of  44 percent in 1992.

As a result, Poland failed to comply with its IMF

program in 1991. 

The most interesting part of the macroeconomic sta-

bilization was the exchange rate policy. In 1989, the

Polish exchange rate fluctuated wildly, inspiring the

idea of pegging the złoty to the US dollar, which func-

tioned as Poland’s informal currency. The government

was able to peg the exchange rate thanks to the inter-

national financing, and the peg served as a nominal

anchor for price stabilization. It was presented as a

temporary measure, and when Poland was forced to

devalue in May 1991, it adopted a ‘crawling peg’.

Unlike the Czech Republic and Slovakia, Poland

avoided years of an overvalued exchange rate depress-

ing the growth rate in this way. 

While these four factors were decisive, Poland’s

problems should not be understated. It had patently

unstable governments, changing about once a year.

Its parliamentary elections in October 1991 resulted

in a complete fragmentation with no less than 29

parties entering parliament. Instead of  consensus

there was vitriolic debate, questioning every element

of  the country’s economic policy. Early attempts at

large-scale privatization largely failed, leading to a

large share of  the big enterprises remaining in state

hands. As a result, Poland saw much less foreign

direct investment in the 1990s than its neighbours to

the south. 

Poland nevertheless succeeded in transforming itself

into a market economy and achieving financial stabi-

lization because it had done enough. In 1992, after

only two years of contracting output, it was the first

post-communist country to return to economic

growth, and from 1993–2000 its average growth rate

was 5.4 percent a year (see Figure 2), superior to that

of all other countries in the region. What at the time

was widely perceived as an excessively tough stabiliza-

tion policy turned out to be a wise precaution. 

No boom or overheating in 2001-2007

For the post-communist world as a whole, the years

2001–2007 represented unprecedented economic

growth. The average annual growth rate of the former

Soviet countries was 9 percent. The exception was

Central Europe, particularly Poland, which had an

average growth rate of  merely 4.1 percent (see

Figure 2). What had gone wrong? Poland was still the

poorest country in Central Europe, so its catching-up

potential remained significant. Moreover, in 2004

Poland joined the EU together with seven former

communist countries, which added to the growth of

all of them, because it opened up large markets, the

EU offered substantial subsidies and the region

attracted more foreign investment. 

There are three major explanations for Poland’s slow

growth during this period. Firstly, it failed to under-

take a second generation of  economic reforms.

Secondly, the budget deficit expanded because of

excessively high public expenditure. Thirdly, the

National Bank of Poland (NBP) responded with strict

monetary policy and inflation targeting.

While Poland had been a reform leader in 1990, it pur-

sued few reforms in the early 2000s. It had already

carried out most of the liberalizing reforms demand-

ed by the EU. Complaints were common about red

tape and poor infrastructure, while corruption was

comparatively limited. A major concern was that

social transfers were too large. The original reform

government was actually at fault. It had been so

afraid of unemployment and social suffering that it

had doubled pensions in 1990. In the mid-1990s,

Poland was stuck with the highest public pension

expenditure in the world at 16 percent of GDP

(Goleniowska 1997). Public expenditure as a whole

persisted at an excessive level of some 44 percent of

GDP, about as bad as in the rest of Central Europe,

and far higher than in the Baltic states (Figure 3).

Poland had higher public expenditure than it could

finance. As a result, Poland ran an excessive budget

deficit in the range of 4–6 percent of GDP from



2001–2006, doing as badly as the other Central
European countries. In 2007, Poland finally moved
within the Maastricht budget ceiling of 3 percent of
GDP (Figure 4). The prime cause of the reduced bud-
get deficit was increased state revenues thanks to high
economic growth. The government introduced a ceil-
ing of gross public debt at 55 percent of GDP, which
it put into the constitution.

In 2001, Leszek Balcerowicz became Chairman of the
NBP, a post that he retained until 2007. He changed
Poland’s monetary policy. The NBP compensated for
the government’s loose fiscal policy with very strict
monetary policy. Inflation had stayed in the double-
digits until 1997, but it was brought down from
8.6 percent in 2000 to 0.7 percent in 2002. Meanwhile,
Poland moved from a dirty float to inflation targeting.
The NBP maintained positive real interest rates when
most other countries failed to do so. It leaned against

the wind, when it perceived that
asset prices, notably housing
prices, were rising too steeply.
The NBP restricted domestic
credits in foreign currencies
through a combination of bank
regulation and floating exchange
rates, which made people aware
of  currency risks (Balcerowicz
2009). Simul taneously, the Czech
Republic made the same policy
switch, and Slovakia did so as
well. From 2003–2008, these
three countries with inflation tar-
geting saw their nominal effective
exchange rates rise by 30–40 per-
cent, which impeded capital
inflows and inflation (Bakker and

Gulde 2010). In 2007, only Poland and Slovakia in
this region had an annual inflation rate of lower than
3 percent. Poland had escaped overheating.

Ironically, Jiri Jonas and Frederick Mishkin (2005,
409) criticized Poland and the Czech Republic for
their strict monetary policies: “undershoots of the
inflation targets have resulted in serious economic
downturns that have eroded support for the central
bank in both the Czech Republic and Poland”. But
the Czech and Polish central bankers successfully con-
tained asset bubbles.

Continued growth during the global financial crisis in
2008–2012

Poland stands out as the greatest success story in the
crisis, being the only EU country
to grow in 2009 (by 1.7 percent). It
experienced no recession and only
saw a slight economic contraction
in the last quarter of 2008. This
compares very favourably with the
average euro area contraction of
4.1 percent in 2009, while the CEE
countries suffered to an even
greater degree. The Czech Re -
public, Slovakia, Hungary, and
Bulgaria faced decreases of
around 5 percent of GDP, while
Romania experienced a decline of
7.2 percent, Slovenia saw a
7.8 per cent downturn, and the
Baltics had a 14–18 percent fall. 
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Poland grew solidly at about
4 percent a year in 2010 and
2011, while seeing a slowdown
to probably 2.0 percent in 2012.
As a result, it experienced twice
as much growth from 2009 to
2012 than the next fastest grow-
ing EU country (Sweden). This
looked quite miraculous. The
explanation appears to be
Poland’s good macroeconomic
starting position, its floating
exchange rate with controlled
wage costs, and fiscal stimulus
(see Drozdowicz-Biec 2010). The
IMF (2013, 1) summarized the
causes of  Poland’s success suc-
cinctly: “Poland’s economy performed well through-
out the crisis, due to very strong economic funda-
mentals and effective counter-cyclical policies”.

The main reason for Poland’s success lay in its previ-
ously strict monetary policy. The country did not suf-
fer from any overleveraging, toxic assets, housing bub-
ble or banking problems. Since Poland had not
allowed itself  any overheating, it had not had any real
boom, and no bust was needed. With its strict mone-
tary policy, Poland could get away with a compara-
tively large budget deficit. Its relatively large domestic
market contributed to financial stability.

A second cause of Poland’s outperformance was the
floating exchange rate. From October 2008 until
January 2009, the Polish zloty depreciated against the
euro by about one third, more than any other EU cur-
rency (ECB 2012). In January and February 2009, this
posed great concern, because Polish banks suffered
from a currency mismatch, and the international
financing of the banks became dangerously expensive.
However, in February 2009 the zloty started appreci-
ating, and this potential bank crisis never came to
fruition. Thus, the large depreciation caused no seri-
ous harm. Instead, Poland could benefit greatly from
European economic integration because it had lower
costs than the neighbouring euro countries, notably
Germany. Poland is deeply entrenched in the German
supply chain, and German companies with produc-
tion or subcontractors in Poland could maintain full
production, there while reducing elsewhere. Curiously,
since 2002 Poland has experienced sharply falling real
unit labour costs in comparison with its Central
European peers. This decline gained fresh impetus
with the depreciation in 2008–2009, and Poland has

managed to maintain quite low real unit labour costs
(Figure 5). This factor has attracted little attention
and appears to have been an outcome of a disciplined
labour market.

A third explanation for Poland’s strong performance
is that it could afford a fiscal stimulus and looser
monetary policy when the credit crunch started. Its
budget deficit rose sharply from 1.9 percent of GDP
in 2007 to 7.9 percent of GDP in 2009. Automatic sta-
bilizers accounted for most of this fiscal stimulus. The
government started fiscal consolidation relatively late,
in 2011. The main measures taken were to transfer
five percentage points of the payroll in pension con-
tributions from the private to the public pension fund,
and to implement an increase in the value added tax
of one percentage point. On the expenditure side,
public wages were frozen and discretionary expendi-
ture was capped (World Bank 2012).

Despite having done so well, the credit crunch in the
winter of 2008/09 raised Polish concerns about limit-
ed access to international liquidity, as nobody offered
Poland any swap credits. Therefore, the nation turned
to the IMF and became the first customer of a pre-
cautionary ‘Flexible Credit Line’ facility of 20.5 bil-
lion US dollars in May 2009 after the crisis had abat-
ed. Poland never drew on this credit line, but the argu-
ment ran that it functioned as an insurance policy. It
has been renewed repeatedly. Its actual impact is not
evident.

Poland’s economic performance during the global
financial crisis was very impressive. While economic
policy was competent, no specific new reforms were
carried out. Poland benefited from its good policies in
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the past, leaving it with sufficient fiscal space and suit-

able exchange rate adjustment, as well as from its deep

economic integration with the EU and the diversifica-

tion of its economy.

The future: competitiveness under threat

In October 2011, the coalition government led by

Donald Tusk and dominated by his Civic Platform

was re-elected for a second term, something unprece-

dented in post-communist Poland. In 2012, Poland,

with a GDP of half  a trillion dollars, was the 20th

biggest economy in the world measured in purchasing

power parities. In GDP per capita at purchasing

power parities, it ranked 45 within the world and 22 in

the EU (IMF 2012).

Growing complacency based on excellent economic

performance raised concerns that Poland was living

on past achievements, while the future looked less

bright. The country had eaten up its fiscal space, and

the Tusk government did not undertake any signifi-

cant structural reform during its first term. A sense

was growing that more reforms were needed. Four

areas stood out. Firstly, Poland needs pension reform.

Secondly, the economy remains overregulated.

Thirdly, the country has an extensive and intrusive

bureaucracy. Finally, Poland still has more state cor-

porations that the other Central European countries

(EBRD 2010). In view of the nation’s advances, the

quality of its higher education looks unsatisfactory.

Poland’s two top universities in Cracow and Warsaw

just scrape onto The Times Higher Education World

University Rankings 2012–2013. A fear arose that

Poland was getting stuck in a middle-income trap,

which typically occurs at around a GDP per capita of

15,000 US dollars, that is, Poland’s level (Eichengreen

et al. 2011). As economic growth started declining,

Poland no longer looked so outstanding.

Atypically of  a re-elected government, the Tusk

administration started off  with an ambitious reform

agenda. The financial crisis had prompted the EU to

adopt its new fiscal compact, which Poland promul-

gated on 20 February 2013. The European Commis -

sion had adopted a much stricter attitude to fiscal

deficits, and Poland’s budget deficit was no less than

7.8 percent of GDP in 2011. By EU definitions, its

public debt had risen to 56 percent of GDP in 2012,

close to the Maastricht limit of 60 percent. In July

2009, the ECOFIN Council decided that an excessive

deficit situation existed in Poland and set a deadline

for correcting it by 2012 (ECB 2012). Expenditure had

to be cut, but revenues had to be raised as well. The

government has proceeded with its fiscal consolida-

tion through several measures. Wages for government

employees were frozen, and the real growth of central

government discretionary spending was capped, while

the value-added tax was temporarily raised (World

Bank 2012; Krajewski and Krajewska. 2011). The aim

was to reach a budget deficit of 2.9 percent of GDP

in 2012, but the preliminary outcome was a deficit of

3.5 percent of GDP.

The re-elected Tusk government first carried out a

pension reform. In the midst of the crisis, the govern-

ment had cut the contribution going to mandatory

private pension savings from 7.3 percent of the payroll

to 2.3 percent in order to reinforce the public pension

fund. However, in May 2012 the government adopted

a new pension reform. Its main aim was to reduce

pension expenditure by gradually raising the retire-

ment age for men from 65 to 67 years and for women

from 60 to 67 years. This increase applied also to cer-

tain professional groups subject to early retirement.

Another part of the reform was to gradually restore

the share of contributions going to private mandato-

ry pension savings (Jarrett 2011; EBRD 2012). 

The other major reform is a deregulation of  profes-

sions. Poland had 380 regulated professions, the

largest number of  in the EU. In the spring of  2012,

the government insisted on 49 being deregulated

immediately and 180 later on. This caused great

opposition from the professions in question, but the

government anticipated that hundreds of  thousands

of  new jobs could be created, and Poland’s labour

force participation is very low at 65 percent (The

Economist 2012).

Poland’s business environment is too cumbersome.

In the World Bank and International Finance Cor -

poration’s (2013) ease of  doing business index,

Poland ranks 55 out of  185 countries, a considerable

improvement of  19 steps from 2012. Yet, Poland is

still ranks below all but three of  the post-communist

EU members (the Czech Republic, Bulgaria and

Romania) – see Figure 6. The four greatest adminis-

trative obstacles are: dealing with construction per-

mits (ranking 161), getting electricity (137), starting

a business (124), and paying taxes (114). All these

procedures are impermissibly cumbersome and need

to be facilitated, which in turn requires a reduction

in state bureaucracy.
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Poland has ample higher education, and the number
of university students has more than doubled since
the end of communism, but the quality of its higher
education is not very high. Substantial reforms and
international integration are needed to raise the qual-
ity of higher education, while financing is satisfactory. 

The Polish government needs to focus on the two crit-
ical questions of whether it will be able to provide a
sufficiently good business environment and higher
education with research, so that these sectors can
thrive on innovation through sound research and
development. That means escaping the middle-
income trap. 

On 12 October 2012, Prime Minister Tusk made his
annual programmatic speech to the Polish parliament,
the Sejm. He rightly stated that: “the priority is to
maintain economic growth”. However, the means he
suggested were somewhat surprising. His first propos-
al was a new state development bank. He also sug-
gested that various state corporations should carry
out large-scale infrastructure investments in energy,
highways and railways. He mentioned the need to
deregulate more and to speed up court proceedings in
commercial cases as well as a new liquidation law and
a new building code, but these issues were only men-
tioned in passing. The need for better higher educa-
tion and research was ruefully missing, and the
essence of the speech was reliance on state corpora-
tions, or ‘national champions’ as they are increasingly
called in the increasingly dirigiste government par-
lance. The prime minister was dissatisfied with capital
flight by the predominantly foreign-owned banks in
the country. These corporations should be privatized,

rather than prioritized. Privati -
zation is proceeding, but very
slowly.

The big outstanding policy ques-
tion is Poland’s eventual euro
accession. Given that Poland did
so well with its floating exchange
rate regime during the crisis, nei-
ther the public nor the govern-
ment is in any hurry to adopt the
euro. Although the euro enjoys
minimal popularity at present,
the government is remaining true
to its commitment to eventually
adopt it. The government empha-
sizes the need to be completely
ready for the euro and it is cur-

rently discussing euro adoption in 2017 or 2018.

Poland has had a wonderful run through the global
financial crisis. Its government has managed its finan-
cial affairs impressively. For the future, however, it is
not obvious that Poland will continue to outperform
other countries, such as the neighbouring Baltic
republics, the Czech Republic, or Slovakia. Its busi-
ness environment is slightly worse and its public debt
is higher. It has more state corporations than the oth-
ers. Its higher education is hardly better than that of
its neighbours. Its public expenditure and taxes are
about as high as in the Czech Republic and Slovakia,
and much higher than in the Baltics. Its only signifi-
cant advantage would probably be more and better
entrepreneurship stemming from the rampant compe-
tition in the early transition. Poland presumably needs
to undertake significantly more energetic reforms in
order to stay ahead of the pack in the future.
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