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Poland: Economic Overview 
Path to EU Accession:

After over forty years of communist rule, Poland became the first Central and Eastern European nation to rid itself of the system and hold free elections in 1989, made possible by the Roundtable Talks led by the Solidarity trade union movement. The following years of “shock therapy”, a rapid program of economic privatization and market liberalization, began a transition that has made Poland the biggest and most vibrant economy in the region today.
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Economic Indicators:

· Poland currently boasts a GDP of $514 billion, which ranks 25th in the world, fifth in the EU and is tops among the 2004 EU newcomers from Central and Eastern Europe.
 
· The massive economic privatization and the gained access to EU markets has spurred impressive growth; as Poland’s economy grew by over 38% from 1996 to 2004 and is s     due to grow roughly 4% in 2006, while inflation will likely stay below 2%.
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Economic growth and privatization of large state-run companies have given rise to the establishment and expansion of small and medium sized enterprises (SMEs), which accounted for 48.6% of GDP in 2002 and employed 63% of the workforce in 2003.
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While Poland maintains     a current account deficit of over 4 billion, the recent increase in Polish exports, which have grown exponentially from $28.4 billion in 2000 to $92.72 billion in 2005, has closely mirrored the value of the zloty: as polish exports steadily increased after 2000, the zloty unsurprisingly depreciated from $4.3464 in 2000, $4.0939 in 2001, $4.0795 in 2002, $3.8889 in 2003, $3.6576 in 2004, and $3.2355 in 2005.
 However, the zloty is due to be replaced with the euro in 2010 when Poland is expected to join the eurozone.
Graph above: Polish Government

Economic Structure:
· The effects of large-scale industrialization—enacted in the post-war period—are still felt in Poland. As a result, heavy industry remains a large sector of the economy. Yet, the recent modernization of the Polish economy can be seen in the rise of the services sector.
· Unemployment: 18%

· GDP by sector- agriculture: 2.8% industry: 31.7% services: 65.5%

· Polish export commodities are broken down as follows: machinery and transport equipment 37.8%, intermediate manufactured goods 23.7%, miscellaneous manufactured goods 17.1%, food and live animals 7.6%.

· Poland’s main trading partner is Germany, which is the recipient of 30% of Polish exports and accounts for over 24% of Polish imports.

· Foreign investment has greatly contributed to the impressive Polish economic transition, amounting to over $7 billion in 2004 and creating over 15,000 jobs in the same year.
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Since acceding to the EU in 2004, Poland has received $13.9 billion in EU structural funds, which will continue to flow in the future. To that end, the Polish government recently published a draft National Development Plan to discern how the 2007-2013 structural funds will be spent.

Political Considerations:
· A bi-cameral legislature made up of the Sejm (lower house) and the Senate (upper house), as well as a strong executive headed by the president, constitutes Poland’s democratic political system.
· Power is also distributed to 16 local provinces known as “voivodships”.
· Tax policy must be approved by Parliament—the current Corporate Income Tax rate is 19%, tax on dividends is also 19%, and the EU Value-Added Tax basic rate on goods and services is 22%.

· The Poland National Bank coordinates monetary policy—and its chairman (currently Leszek Balcerowicz) is appointed by the Sejm for six-year terms. 
· In regards to foreign investment regulations, Polish officials note, “Polish law allows 100 percent foreign ownership of domestic businesses, but there are limits on a few sectors, including: air transport (49 percent); radio and television broadcasting (49 percent); and gambling (0 percent).”

Attractions:
· New, large market: In the list of reasons why foreigners invested in Poland, new markets was the most frequent response.
 Furthermore, the large Polish population of almost 40 million, as well as recent growth in domestic consumption, serves to bolster this argument.
· Low labor costs: In the same poll as above, lower labor costs ranked a close second.
 Moreover, according to the 2003 Cushman & Wakefield Healey and Baker Cities Monitor, Poland’s capital Warsaw was the best city in Europe regarding staff costs.
 Additionally, access to a substantial amount of skilled workers adds to the aforementioned benefits to foreign investors, as there were 1.9 million students in universities across the country in 2003/2004.

· EU membership: Access to the single market, allocation of EU structural funds (see above).
Troubled Spots:
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Unemployment: Currently around 18%--the highest among EU member-states. This problem should be combated—according to the OECD—by modifying the minimum wage, making sure that it does “not rise significantly relative to average wages.”

· High Budget Deficits: The public debt in 2005 was 47.3% of GDP.
 In fact, among the 25 EU members in 2004, only Greece (6.1%) and Malta (5.2%) wielded higher governmental deficits in percentage of GDP than Poland (4.8%).
· State Owned Enterprises: Despite substantial privatization, carried out in the 1990s, further liberalization is needed. Indeed, while recent initiatives have yielded positive results, cutting the 8,600 state owned companies down to 5,700 in 2005, and currently only 20% of economic output is produced by state owned companies.
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