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Presidential gaze: Donald Tusk begins his new role in Brussels next month

This was going to be a memorable year for Poland even before its prime minister was named as the new president of the European Council.

Anyone of note making a speech never failed to include the fact 2014 marked 25 years of freedom from communism, 15 years of Nato

membership and 10 years as an EU member.

Donald Tusk’s elevation to a top EU post – to be replaced as prime minister by a savvy female politician – was the most prominent sign of

how far it has come as a country.

With an economy growing at about 3 per cent a year, a stable government and a steadily shrinking fiscal

deficit, other EU states can be excused feelings of envy. Poland is still the place for investors to be, says

Katarzyna Rzentarzewska, senior analyst at Erste Group, an Austrian bank with interests across eastern

Europe. “If you look at the structure of the growth, it is driven by domestic demand, which is one of the

strengths [of its] economy," she adds.

However, average unemployment at 12-13 per cent is higher than the central and eastern European average

and has been difficult to tackle. Additionally, consumer prices are falling, with October recording the steepest

rate of deflation for 32 years.

Fiscal reforms to unlock further growth are unlikely to be forthcoming. A halfhearted privatisation

programme has boosted some big businesses, but much control still lies with bureaucrats and politicians.

And part of Poland’s short-term economic future may hinge on external factors. A long economic stagnation in the EU would worry the

nation’s exporters, who rely on the bloc for about 80 per cent of sales.

Most alarming has been the recent poor performance of Germany, which narrowly avoided falling into recession in the third quarter. More

than 25 per cent of Poland’s exports go there.

The Ukraine conflict, and resulting trade sanctions imposed on each other by the EU and Russia, are also taking their toll. Moscow’s ban

on Polish apples sparked nationalistic fruit eating, but the two antagonists account for 8 per cent of Poland’s total exports.

“Our main concern is always over domestic demand ... and that is confirmed by European forecasts to be doing well,” says Mateusz

Szczurek, the country’s finance minister.
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“One thing that would be problematic in the current economic environment would be excessive strengthening of the zloty,” he says. The

zloty is little changed against the euro over the past 12 months, but a stronger currency, combined with weak demand in trade partners,

would hurt exports. “This is something that would be damaging for growth prospects given the lack of growth in some of our trading

partners.”

In politics, the ruling Civic Platform party (PO), in power since 2007, now led by prime minister Ewa Kopacz,

is quietly confident it can stay in government after next October’s general election. It garnered fewer votes

than the main opposition in local elections this month, but is still likely to win a third consecutive term with

support from coalition allies, according to Tsveta Petrova, an analyst at Eurasia Group, a consultancy.

“If PO were to remain in power after 2015, political and policy continuity will have a positive impact on the

business environment, given [its] business-friendly economic policies,” says Ms Petrova. “On the other hand,

given [the main opposition’s] ideological commitment to economic statism and nationalism, a turnover in power in 2015 would detract

from the current stable, open economic environment.”

Poland’s attraction for investors lies in its “emerging market-safe haven” reputation. This oxymoron relies on

its position as the most robust market in CEE, and its standing in the EU, which has pledged more than

€100bn in funds to the country between 2014-20.

Erste forecasts Poland’s GDP will grow 3 per cent next year and 3.6 per cent in 2016, faster than its

neighbours.

Don Grantham, president of software company Microsoft in central and eastern Europe, says: “The rise of the

Polish economy is a great example of the long-term, positive change ... driven by investment in high-quality education and local

innovation.”

Poland’s good use of its large population during the transition from a reliance on manual labour and agriculture to a more knowledge- and

capital-intensive economy has helped it leapfrog many of its central and eastern European peers in terms of growth.

But entrepreneurs and investors say the regulatory climate and approach to innovation is not conducive to new ventures. Poland’s

investment in research and development, for example, was 0.9 per cent of GDP in 2012, according to Eurostat. This is less than half the

average in the EU’s 15 most developed states, and a whole percentage point lower than the Czech Republic, which has a more successful IT

sector.

The country is also behind all its neighbours in terms of ease of starting a business, according to the World Bank.

There are some encouraging signs, however. Initiatives to pair investors with migrant 20-something Poles returning home after being

educated overseas are tapping an eager audience, while global technology companies are increasing investment in the country.

“Technology is the key to opening doors for young entrepreneurs in the country,” says Microsoft’s Mr Grantham.

Based on your browsing history

German businesses suffer fallout as Ukraine

sanctions take hold

Kopacz faces tough year as elections loom

Poland’s digital start-ups eye far shores

Shift from ‘imitator to innovator’ needed for

Poland to join wealthy nations

Commitment to freedom, the EU and western

values are behind Poles’ success

 

Exodus of youth ages Poland’s population

Poland’s banks turn high tech

Office demand grows in Poland’s regions

Ladybird struggles to lift off as prices fall

The good, the bad and the ugly of emerging

market debt

Content recommended for you

Outside forces likely to weigh on Poland - FT.com http://www.ft.com/intl/cms/s/0/be9e7650-52c6-11e4-9221-00144...

2 of 3 11/27/2014 4:31 PM



Outside forces likely to weigh on Poland - FT.com http://www.ft.com/intl/cms/s/0/be9e7650-52c6-11e4-9221-00144...

3 of 3 11/27/2014 4:31 PM


