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The country entered the pandemic with relatively strong economic fundamentals and small imbalances. 

This has helped to navigate the downturn better than many other EU countries. While public finances 

have deteriorated, external balances have strengthened on the back of resilient exports and rising FX 

reserves. Continued, unexpectedly high flows of EU funds in the next few years should contribute to a 

near-term economic recovery.  

Country Risk Analysis  

 

Recent economic developments   

Economic growth slowed, although less than in most of Europe. Before the onset 

of the pandemic, the Polish economy had grown uninterrupted since 1992, at an 

average rate of more than 4%. In 2020, real GDP is expected to have contracted 

through-out the year, although less than average in the EU. Exports and household 

spending have declined but been surprisingly resilient. The latter was probably 

much due to a relatively small rise in unemployment. As a consequence, we expect 

growth at -2.9% in 2020, down from 4.6%.  

Inflation rose despite slowdown. Consumer prices were rising rapidly at the start 

of the year. With food prices remaining high and service price inflation taking off in 

connection with the pandemic outbreak, the lower economic activity was not 

reflected in the headline inflation. HICP inflation edged up for the year as a whole 

to 3.4%. Meanwhile, the government’s economic support measures contributed to 

limiting the rise in unemployment to about 1 percentage point.  

Temporary improvement in already sound external position. A contraction in 

imports and resilient exports should have produced a current account surplus of at 

least 2.8 % of GDP in 2020 (0.5% in 2019). Looking ahead, we assume that rising 

domestic demand and higher energy prices will lead to a recovery in imports, 

causing the current account to return to a modest deficit, which has been the norm 

for Poland. A small deficit should largely be financed by foreign direct investment 

(FDI, which also were resilient in the downturn) and transfers from the EU. 

Reserves at the central bank rose during the year to about USD 157 bn, equivalent 

to about months’ of prospective imports. Together with the floating exchange rate, 

this provides a solid buffer against external shocks, although the level is moderate 

given relatively high external debt service levels. After having been on a declining 

trend, external debt is expected to have stabilised at about 60% of GDP in 2020. This 

is slightly higher than most country risk class peers.  
 



Economic policies   

Expansionary policy produces rising deficits. On the fiscal side, the pandemic had 

a significant impact last year as government spending to deal with its effects were 

high in a European comparison. As tax revenues fell in parallel, the general 

government budget deficit is expected to have risen to about 9% of GDP.  

Government debt rises substantially. Government debt has edged down over the 

past few years to 45.7% of GDP by the end of 2019. This put Poland in a better 

situation than most countries in 

Europe to respond to the downturn.  

Analysts, including the IMF, believe 

that the higher deficit last year 

contributed to raising general 

government debt to nearly 60% of 

GDP which is the country’s 

constitutionally mandated limit. 

Persistent spending pressures in the 

near-term should keep debt elevated 

in 2021 too. Debt affordability is well 

in line with peers. On the other hand, 

the share of foreign currency debt is 

on the high side making debt 

affordability sensitive to a depreciation of the exchange rate.  

Central bank introduced quantitative easing. In 2020, the central bank (NBP) cut 

its main policy rate by a cumulative 140 basis points, lowered reserve requirements 

and started a programme of quantitative easing (QE) that is open-ended. Purchases 

of treasury bonds and government guaranteed bonds in the secondary market 

amounted to about 5% of GDP in 2020 which is large compared to other emerging 

markets. Observers have noted that the QE has largely been successful in 

improving conditions in the government bond market and improving the monetary 

policy transmission mechanism.   

Banking sector resilient but faces some legal uncertainties. The size of the 

banking sector in terms of assets/GDP is smaller than peers in the region thus 

constituting a limited contingent liability for the government.  The IMF recently 

assessed that asset quality remains sound so far while earnings have declined. 

Lawsuits related to foreign currency indexed mortgages remain a source of legal 

uncertainty for banks although the total value of disputed loans is relatively small.  

 

Political situation   

Ruling coalition stable but losing popularity. The ruling coalition, dominated by 

the Law and Justice party (PiS), have lost in popularity over the past year, mainly 

due corona related challenges and extensive public anger at a new abortion law. 

Although some observers have cautioned that the coalition may not retain power 

until regular elections in 2023, others argue that the opposition is too split to pose 

any real alternative. PiS supported Duda was re-elected president for another five 

year term in mid-2020. The PiS driven process of subjecting state institutions, 

NGO:s, media and academia to stricter party control has continued. This risks 

being at odds with country risk. On the foreign policy front, the exit of Donald 



Trump in the US means the ruling parties will lose a strategic ally, both in terms of 

geopolitical cooperation and to justify its own populist type of politics.   

An important aspect of the increased state intervention has been the changes to the 

judicial system, generally viewed as in the direction of less independence for the 

judiciary. These measures, seen by many as risking to infringe on the separation of 

powers, made the EU Commission initiate a disciplinary procedure against the 

government in late 2017. This process is still ongoing. 

 

Outlook   

Economy to bounce back. Growth should pick up in 2021, boosted by stronger 

exports and pent-up domestic demand. Government spending will be able to 

benefit from new EU support. The European Commission is likely to start 

disbursing grants from its Next Generation EU fund (NGEU) in the near-term. 

Poland may receive the equivalent of 4.5% of GDP. Our house forecasters Oxford 

Economics expect real GDP to expand by 3.6% in 2021 and 4.8% in 2022.  

EU funding will not decline as previously expected. We have previously 

cautioned that Poland risked facing cuts in its important EU support under the next 

Multiannual Financial Framework (MFF) for 2021-27. This would have weighed on 

investment and growth. However, the NGEU (mainly the Recovery and Resilience 

Facility) has changed the outlook. It now appears to be the case that Poland could 

receive slightly more funds in relation to GDP than that allocated during the 

previous budget period 2014-20. The EU’s recent decision to introduce a “rule of 

law” clause in EU support conditionality will not become effective in the near-term 

as Hungary and Poland have acted to delay its implementation. 

Fiscal deficit unlikely to edge down rapidly. The higher share of social spending 

that the government has locked in over the past couple of years will limit the scope 

for any rapid reduction in the budget deficit. Adverse demographics coupled with 

reduced pension ages and the upcoming electoral cycle also point to a very gradual 

decline in spending in the medium-term. At the same time, most analysts see 

limited scope for further improvements on the revenue side following the past 

years’ improved tax collection.  

Longer-term challenges. Over the 

longer-term, activity should largely 

follow the euro area business cycle 

but several factors point to lower 

growth rates than in the past decade. 

The key factor that will limit potential 

GDP growth is the shrinking working 

age population. In addition, there has 

been a steady decline in labour 

productivity over the past few years. 

The increased role of the state and 

state owned enterprises in the 

economy adds uncertainty to the 

long-term outlook. 
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