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In recent years, Poland has had to face the strongest macroeconomic shocks
in decades. Initially, it was the pandemic that created the risk of a severe and
prolonged economic downturn. Subsequently, in connection with Russia’s aggres-
sion against Ukraine, a massive shock to global commodity prices occurred which,
along with earlier pandemic disturbances, resulted in a surge in inflation world-
wide, including in Poland.

Without an adequate response from Narodowy Bank Polski, these shocks would
have entailed the risk of destabilisation of the country’s economy, a loss of confi-
dence in the Polish currency, and persistently elevated inflation for many years.
As a result, the dreams and aspirations of Poles to reach the living standards of
Western Europeans as soon as possible could have been dashed.

Today, as the effects of the global shocks of previous years have gradually faded,
it is clear that the Polish central bank rose to the challenge. After the pandemic
broke out, a substantial easing of monetary policy, including the introduction of
bond purchases on the secondary market, protected the economy from the worst-
case scenario. Next, Narodowy Bank Polski’s decisive response to the global infla-
tion shock with, above all, the largest and quickest interest rate hike in the history
of the Monetary Policy Council, led to a rapid fall in inflation (from 18.4% in
February 2023 to 2.8% a year later). At the same time, the costs of disinflation for
the real economy were limited, which had not always been the case in the history
of Polish monetary policy. In mid-2025, Poland’s GDP exceeded pre-pandemic levels
by approx. 16%, despite the stagnation in the economy of our main trading partner,
Germany. Also, unemployment was among the lowest in the entire European
Union.

Therefore, it can be seen today that Narodowy Bank Polski has made fully appro-
priate decisions in recent years. Nevertheless, the strong performance of the Polish
economy is primarily due to the efforts of all Poles. As in the past, we have also
shown in recent years that we are a remarkably enterprising, resourceful and hard-
working nation.

However, we cannot become complacent. In the coming years, we will have
a chance to reach the same level of income as the wealthy economies of Europe
and the world. We cannot waste this opportunity, as history will not forgive us.
A further increase in wealth would not only fulfil the dreams and aspirations of



Poles in material terms, but would also facilitate the building of a strong army,
which, given the current geopolitical situation, takes on an existential dimension.
To ensure that the Polish economy continues to grow rapidly in the coming years,
the Polish state must pursue a wise and prudent economic policy, respecting the
rule of law, the institutional architecture of the state, and pluralism.

As the Governor of Narodowy Bank Polski, first of all I ask myself what role
monetary policy and the central bank can play in building a prosperous economy
and a strong state. I assure everyone that Narodowy Bank Polski will, as before,
conduct monetary policy in such a way that long-term price stability in the Polish
economy is maintained and economic growth remains sustainable. By maintaining
the stability of the monetary system and high confidence in Polish currency,
Narodowy Bank Polski’s monetary policy will continue to be the foundation of
Poland’s economic development and prosperity for the Polish people.

Two elements are crucial for the central bank to continue performing the afore-
mentioned tasks.

One is to maintain its independence. Unfortunately, today the independence
of central banks worldwide, including Narodowy Bank Polski, is sometimes chal-
lenged for political reasons. However, even when attacks on central bank independ-
ence are merely a part of political rhetoric, they are extremely harmful. They may
lead to reduced public confidence in the independent central bank and, as a result,
to higher inflation expectations, higher inflation and, consequently, permanently
higher interest rates, to the detriment of the credibility of the Polish state and the
cost of public debt servicing.

The other key element for ensuring long-term price and macroeconomic stability
is preserving the zloty and avoiding the premature adoption of the euro. It is
thanks to the fact that we have our own currency that we are able to conduct
a monetary policy that is adequate to the needs of the Polish economy. At the same
time, the floating exchange rate of the zloty serves as a stabilising mechanism
for the Polish economy, with negative external shocks leading to changes in the
exchange rate rather than to increased unemployment and lower GDP. The adop-
tion of the euro could currently lead to a prolonged slowdown in economic growth,
as has already occurred in many converging economies. It is therefore perhaps only
in the future, as the Polish economy becomes more prosperous, that the discussion
about the economic benefits of adopting the euro will make any sense. Let us also



remember that economic issues are only one aspect of having our own currency.
The zloty is also one of the pillars of Polish sovereignty and national identity, and
Poles hope that this will continue to be the case.

Given the challenges outlined above, I would like to present to you the publi-
cation entitled, The Polish zloty and the independence of Narodowy Bank Polski
as the foundations of economic development. The first part of this publication
(The Polish zloty as the foundation of economic stability and development) focuses
on the risk associated with adoption of the euro and the role that independent
monetary policy and the floating zloty exchange rate play in maintaining macro-
economic stability. The second part (The independence of central banks as the foun-
dation of price stability) addresses the importance of central bank independence in
maintaining long-term price stability.

I hope that this book, based on NBP materials, will bring the subject of central
bank independence and the importance of national currencies in wealth-building
to a wider audience.
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Recent years have clearly demonstrated how important it is for Poland to have
its own currency. It is thanks to its own currency and, consequently, the ability
of Narodowy Bank Polski to conduct an independent monetary policy, that the
domestic economy has been able to successfully face two powerful shocks. Naro-
dowy Bank Polski has been able to adjust monetary policy parameters decisively
and at the right moment in response to the economic disruptions resulting from
the pandemic and subsequently from the sharp rise in commodity prices following
Russia’s aggression against Ukraine.

Today, while many euro area countries are still dealing with the negative conse-
quences of past shocks, and German GDP is close to pre-pandemic levels, Poland’s
GDP is approx. 16% higher than before the pandemic. The unemployment rate is
one of the lowest in the entire European Union. For several months now, inflation
has been running at a level generally consistent with the NBP inflation target, and
is approaching 2.5%. At the same time, the Polish zloty enjoys the full confidence
of Poland’s citizens and foreign investors. This is the best evidence of the effective-
ness of the monetary policy pursued by NBP.

The pillar of monetary sovereignty is retaining our own currency, the Polish
zloty. By having our own currency with a floating exchange rate, we can adjust
interest rates to the needs of the Polish economy. This is important since the
macroeconomic processes in Poland often follow a different path from those in
the euro area. First and foremost, economic growth in Poland is faster in the long
term than in the euro area. This means that ensuring low inflation in Poland
generally requires higher interest rates. At the same time, thanks to monetary
independence, we can respond to global shocks quickly and flexibly. This was
particularly evident in the period of the global inflation surge in 2021, when NBP
started to raise interest rates nine months before the European Central Bank.

An equally important benefit of having our own currency is that the floating
exchange rate of the zloty allows the Polish economy to respond to economic
shocks through changes in the nominal exchange rate, rather than through
changes in unemployment and GDP, which are generally associated with signifi-
cant social costs.



Many countries incurred significant macroeconomic costs after adopting the
euro. In particular, interest rates in the euro area have proved too low for some
economies of Southern Europe. This resulted in boom-bust cycles: periods of
strong growth in debt which temporarily boosted economic growth yet in the long
run ended in a loss of competitiveness, economic crisis and a sharp rise in unem-
ployment. The restoration of competitiveness was not possible through depreci-
ation of the nominal exchange rate. It required internal devaluation, i.e. a long
and painful process of reducing real wages. The examples of the economies of
Greece and Spain, which experienced a deep and prolonged recession following
the outbreak of the global financial crisis, a rise in unemployment to approx. 25%,
and the stalling of the convergence process for many years, are informative in this
context.

Most significantly, the crisis caused by the euro in Greece was associated not
only with a long-term decline in GDP, but also with the need for the country to
accept the humiliating terms of the bailout packages imposed by foreign institu-
tions. This example shows that the loss of monetary sovereignty can ultimately
lead to a significant reduction in the sovereignty of the state as a whole.

At the same time, the assumed benefits of adopting the single currency have
not materialized. The euro does not boost economic growth. Nor is the adop-
tion of the euro a prerequisite for rapid trade integration within the European
Union. Moreover, it does not increase the security of the state, as it depends on the
strength of the army and military alliances.

Meanwhile, the Polish economy, while remaining outside the euro area, has
achieved spectacular success over recent decades. In the past three decades, the
gap between Poland and Western European countries in terms of GDP per capita
has narrowed significantly. Poland’s GDP per capita, adjusted for price differences,
already accounted for 79% of the EU average in 2024, whereas in 2000 it only
amounted to 48% of that average.

Poles owe this success to themselves. Over the past decades, they have demon-
strated remarkable entrepreneurship, resourcefulness, and diligence while oper-
ating within the market economy. High ambitions enabled Poles to enhance their
qualifications and invest in their development. Consequently, the Polish economy
was able to achieve rapid productivity growth and remained highly competitive,
while Polish manufacturers dynamically increased their involvement in export
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markets. In the years 2004-2024, Poland’s share in global exports of goods doubled
(from 0.8% to 1.6%), which was the fastest rate in the entire European Union. This
clearly shows that having our own currency was not an obstacle to the develop-
ment of international trade.

At the same time, unlike many European economies, Poland did not exhibit
systemic imbalances, either internal or external. This allowed the effective use
of all potential sources of economic growth. The absence of significant macroe-
conomic imbalances can be largely attributed to appropriate monetary policy,
which ensured long-term price stability, as well as the floating exchange rate of the
zloty, which absorbed the strong negative economic shocks such as the 2009 global
financial crisis and the pandemic crisis. Consequently, Poland’s economic growth
was not only fast compared to the remaining countries of the EU, but also excep-
tionally stable. Its volatility was among the lowest in the entire EU.

Forecasts prepared by international institutions, such as the International Mone-
tary Fund, indicate that the convergence of the Polish economy with wealthier
economies is likely to continue in the coming years. In terms of GDP per capita,
adjusted for price levels, Poland has a chance to outperform Japan (according to
the IMF, as early as 2025), Spain (in 2026), and potentially even Italy (in 2031), the
United Kingdom (in 2032), and France (in 2033).! However, in order to achieve that,
it must retain its strengths, including its own currency. The adoption of the euro
would mean a significant increase in the risk of a loss of macroeconomic equilib-
rium and a sustained economic slowdown.

These risks are described in detail in the following sections of this publication.
Special attention was paid to the risks associated with the loss of the ability to
pursue an autonomous interest rate policy and the loss of exchange rate policy
after the adoption of the euro. The publication also discusses the differences
between the Polish economy and the euro area economy which increase the risks
associated with the potential introduction of the euro, including the determi-
nants of monetary policy transmission, the synchronisation of the business cycle
between Poland and the euro area, and the divergent structural determinants
of the labour market. Part of this study also discusses the role of fiscal policy in

1 The IMF projection extends to 2030. For the period from 2031 onwards, the average growth rate according to the
IMF projection for 2025-2030 was extrapolated.



stabilising the business cycle after the adoption of the euro and presents the risks
associated with the loss of monetary autonomy, drawing on the examples of Spain,
Slovakia, and the Baltic states.

This study is based on materials and analyses carried out at Narodowy Bank
Polski. At the same time, it supplements and expands on the theses contained in
earlier publications: Narodowy Bank Polski in times of the post-pandemic economic
megashocks and the energy crisis — a success story (Glapiniski 2024) and Risks related
to premature adoption of the euro by Poland in light of the optimal currency area
theory (Glapiriski 2025).

13
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Starting with an analysis of the economic determinants and implications of
euro adoption, it should be noted that the decision to create the euro area in 1999
was driven primarily by political factors. Indeed, the single European currency -
the euro - fitted very well in the context of the deep European integration and the
drive for European federalisation promoted by European leaders. As Mody (2019)
indicates in his book Eurotragedy. A drama in nine acts, the political negotiation
process leading to the creation of the euro area took three decades. At that time,
the author notes, the European leaders succumbed to the “groupthink syndrome”,
ignoring many economists’ warnings about the risks of introducing a single
currency, which were losing relevance in the political process. Indeed, the material
risks associated with the introduction of the euro were indicated as early as the 1990s
(Eichengreen 1992; Feldstein 1997), i.e. before the introduction of the euro in 1999.

Of course, when the euro area was created, economic arguments were also used.
At the same time, the purported benefits of introducing a single currency were
emphasised. For example, potentially higher rates of economic growth were indi-
cated, linked, among others, to increased trade between countries in the currency
area and increased foreign direct investment. Consequently, the introduction of
the euro was intended to accelerate the convergence of the often highly disparate
economies of the member states. Operating within a single currency area was
also supposed to foster greater economic stability and reduce transaction costs
resulting from currency conversion (Emerson 1992; Mongelli 2005; De Grauwe 2022).

However, the purported benefits proved illusory or were so insignificant that
they were completely outweighed by the materialisation of serious risks associated
with abandoning national currencies.

The risks associated with the adoption of the euro stem in particular from
the fact that the euro area is not an optimum currency area (OCA). The theory
of optimum currency areas indicates certain economic criteria that econo-
mies belonging to a monetary union should meet in order to benefit from using
a common currency (Mundell 1961; McKinnon 1963; Kenen 1969; Ingram 1969;
Mongelli 2008; Stazka 2008; Krugman 2013). These criteria include, in particular:
mobility of production factors within the monetary union, a high degree of



financial market integration and synchronised business cycles, price and wage
flexibility in the individual economies forming the monetary union, and the exist-
ence of a fiscal union between economies using the same currency.>

The euro area has not met and still does not meet the above criteria since its
inception. First and foremost:

1. The mobility of production factors (especially labour) remains limited. It is
significantly lower than in the United States. Low labour mobility was iden-
tified as a risk to the effective operation of the monetary union long before
the creation of the euro area (Blanchard and Katz 1992; Decressin and Fatds 1995).
As a consequence, the possibility of rebalancing the labour markets in the
euro area economies with the help of migration following a shock is limited.
Importantly, however, although it helps to limit the negative effects on
unemployment, in the long term emigration from a crisis-affected country
is an extremely damaging phenomenon for the functioning of the state, its
economic strength, and its potential. Moreover, although free movement of
capital is one of the cornerstones of the functioning of the EU, the integration
of the financial markets has not been completed to date, and due to divergent
regulations and the frequent protection of markets by national authorities,
doing business in another euro area country constitutes a significant cost.

2. The flexibility of labour and product markets in many euro area economies is
also limited and does not allow rapid and efficient rebalancing in economies
affected by asymmetric shocks. As a result, internal devaluation processes are
slow and entail significant economic and social costs (Kawalec and Pytlarczyk 2016).

3. No fiscal federalism exists, i.e. significant fiscal transfers between euro area
economies which could mitigate the adverse economic effects of asymmetric
shocks in individual countries. At the same time, it should be noted that even
if such transfers between euro area countries were to take place (for which
there is neither the consent of the societies nor a democratic mandate), they
would not solve the problems associated with the loss of competitiveness of
individual economies. They would only allow the social impact of crises to be
mitigated and would not increase the competitiveness of the affected econo-
mies receiving the transfers.

2 For a more extensive discussion on the theory of optimum currency areas, see my paper — Glapinski (2025).
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4. The euro area economies remain highly diversified. The profound differ-
ences relate to the most important macroeconomic variables, such as GDP per
capita (Figure 1), the potential GDP growth rate, public debt (Figure 2), the
level of foreign assets and liabilities, and inflation developments (Figure 3).
Equally importantly, the euro area economies differ significantly in terms of
sectoral structure. Some euro area economies rely more heavily on industry
(e.g. Germany), others on services, including tourism (e.g. Spain). The euro
area economies also differ in the way their energy markets function and in
their energy mixes (these differences are described in more detail in Chapter 1.9).
Therefore, even when a similar economic shock affects all euro area econo-
mies simultaneously (e.g. a pandemic or a sharp increase in commodity
prices), the response of the individual economies of this currency area is
different.

5. Such differences mean that the synchronisation of business cycles in the
economies that make up the euro area is incomplete. While the correlation
of GDP changes across economies is high during periods of major economic
turbulence (global financial crisis, pandemic), it is lower in periods of relative
economic stability. At the same time, the amplitude of cyclical fluctuations in
some euro area economies (e.g. Spain) is 2—3 times higher than in Germany or
France (Palenzuela et al. 2024).

The pronounced diversity of the euro area economies means that inflationary
processes often proceed in a different manner in each country. Since 2015, the
average inflation in the Baltic states has clearly exceeded 4%. At the same time,
average inflation in countries such as Finland, Greece, and Ireland has been below
2%. During the global inflation shock of 2021-2023, HICP inflation differed some-
times by as much as nearly 19 pp between euro area countries.3

Significant differences in inflation developments pose serious challenges for the
common monetary policy of the European Central Bank, whose primary goal is
to ensure price stability. Indeed, it becomes impossible to pursue monetary policy
that is optimum for all euro area economies simultaneously. Different monetary
policy parameters are appropriate for an economy recording low growth, low

3 In August 2022, Estonia recorded the highest ever HICP inflation in a euro area country (25.2%). At that time,
among the euro area countries it was the lowest in France (6.6%).



Figure1.

GDP per capita in euro area countries in 2004-2024 in purchasing power parity
(in dollars at constant prices)

400007 mm— VA EEET : ---
30000 . e m—— .

20000 B - - -m oo oo
10000 ~ . . . . . . . . . .
2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024
AT BE Fl FR
EL I NL PT
— |\ s SK - S| e GFC

@=== COVID-19 pandemic === Russian invasion of Ukraine

Note: for clarity, a logarithmic scale has been used in the graph (see vertical axis labels) and Croatia, Cyprus, Ireland, Luxembourg and Malta
have been omitted.
Source: compiled from OECD data.

inflation, and high indebtedness, and different ones appropriate for an economy
with low debt, rapid growth (converging), and higher price growth. In other words,
individual economies of the euro area demonstrate different levels of natural
interest rates (NIR), i.e. interest rates that ensure long-term macroeconomic equi-
librium. Differences in the level of the natural interest rate in the euro area econo-
mies can even exceed 4 pp (Figure 6 in Chapter 1.2).

This situation gives rise to political disputes between the countries and socie-
ties of the monetary union countries, since the desired level of monetary policy
parameters differs between individual economies. In particular, countries that
are highly indebted tend to support lower interest rates than countries with low
indebtedness that are net creditors.

It should also be noted that the anticipated benefits of the single currency have
largely failed to materialise (Glapiniski 2024). In particular, the euro has not led to
a significant acceleration of trade among the economies of the monetary union.
There is also no clear impact of joining the euro area on sovereign investment
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Figure 2.

General government gross debt-to-GDP in euro area countries in 2004-2024 (%)
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Source: compiled from Eurostat data.

Figure 3.
HICP inflation in euro area countries in 2004-2025 (%)
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risk perceived by investors. Most importantly, however, the euro has not helped to
accelerate the convergence process of less prosperous economies of the euro area.
Since the creation of the euro area, the diversification in GDP per capita expressed
in purchasing power parity (PPP) has increased in the group of its 12 original
members (EA12) (Glapiriski 2024). This was largely the result of unstable economic
booms in some Southern European economies, which led to many years’ recession
in these economies following the global financial crisis. At the same time, some
analyses show that the adoption of the euro has mainly benefited Germany and
the Netherlands, while, among others, in Southern European countries (Spain,
Portugal, Greece, Italy), GDP per capita was lower than it would have been had
the national currencies been retained (Gasparotti and Kullas 2019).
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Differences in the developments of NBP and ECB interest rates since 2004

Joining the euro area would mean NBP losing the capacity to conduct mone-
tary policy and thus influence interest rates in the economy. This would represent
a cost for the economy, as economic processes in Poland, including inflation, often
proceed differently from in the euro area or have a different intensity. As a conse-
quence, the Polish economy needs different interest rates from the euro area in
order to maintain its macroeconomic equilibrium, including maintaining price
stability.

There are two reasons for the differences in the levels of desired interest rates
between Poland and the euro area:

1. Differences in the development of the so-called natural interest rate, i.e. the
interest rate that ensures macroeconomic equilibrium. Bielecki et al. (2024)
indicate that the level of the natural interest rate in Poland has been 2—3
pp higher than in the euro area over the past 20 years, as a result of faster
productivity growth in Poland due to the ongoing convergence process. This
means that the Polish economy generally needs significantly higher interest
rates than the euro area.

2. Incomplete synchronisation of business cycles between Poland and the euro
area (Chapter 1.7), related in particular to asymmetric shocks. The loss of the
possibility to pursue an autonomous interest rate policy would imply signifi-
cant risk of destabilising the business cycle (e.g. belated or insufficient mone-
tary tightening by the ECB in an environment of rising inflationary pressure
in Poland).

Past experience confirms that NBP has made use of its autonomy in conducting
monetary policy and set interest rates independently of the decisions taken by
the ECB. Since 2004, i.e. since the establishment of the current inflation target,
the NBP reference rate has been higher than the ECB key interest rate on each
day (Figure 4; Table 1). By September 2025, on average the NBP reference rate
amounted to approximately 3.5%, i.e. approximately 2.3 pp above the average level



of the ECB key interest rate.* The NBP reference rate was positive throughout the
period under discussion (with a minimum level of +0.1%), while the ECB deposit
rate was negative from June 2014 to July 2022 (with a minimum level of -0.50%).

The largest difference between the NBP reference rate and the ECB key interest
rate reached 7 pp (in mid-July 2022). This resulted from the commencement of
interest rate increases in Poland after the COVID-19 pandemic more than nine
months earlier than in the case of the euro area. If the NBP interest rates had
remained at the level of the ECB rates at that time, inflation in Poland - triggered
by the global shocks — would have risen more strongly and would have returned
more slowly to the NBP inflation target. An analysis of NBP and ECB interest
rate developments also indicates that the Polish central bank is more flexible and
responds faster to macroeconomic shocks. First of all, since 2004 the level of the
NBP reference rate has been changed more frequently (58 times) than the level
of the ECB key interest rate (46 times). Secondly, a cross-correlation analysiss indi-
cates that changes in the NBP reference rate occurred several months earlier than
changes in the ECB key interest rate (Glapiniski 2024).

4 See note under Table 1.

5 Cross-correlation is the correlation between changes in two lagged or advanced variables relative to each other. Its
analysis thus makes it possible to assess whether changes in one time series (here: the NBP rate) preceded changes
in the other time series (here: the change in the ECB rate).
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Table 1.

Descriptive statistics of central bank interest rates in the euro area
and in Poland from January 2004 to September 2025.

F e | e reference ate | NPE TR T e
average 1.2 3.5 23
standard deviation 1.4 1.9 1.2
min. -0.50 0.10 0.25
max. 4.25 6.75 7.00
median 1.00 3.75 2.00
number of changes 46 58 -

Note: The main refinancing operations rate (MRO rate) was used as the ECB key interest rate for the period from January 2004
to December 2014, while for the period from January 2015 to September 2025, the deposit facility rate (DFR) was used, due to
theinterbank O/N market rates running close to these ECB rates in the periods indicated. The calculations were conducted
on the data with a higher accuracy than provided in the table, hence differences may occur due to rounding.

Source: compiled from Bloomberg data.

Figure 4.
NBP reference rate compared to ECB key interest rates

—

-1 T T T T T T T T T T
2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

=== ECB main refinancing operations rate (upto0 2014) === ECB deposit facility rate (since 2015) ~ === NBP reference rate

Note: The cut-off date for the data is 3 September 2025.
Source: Bloomberg.



Euro area accession and the possibility of an unstable economic boom

As indicated in the previous chapters, the euro area consists of countries with
divergent levels of economic development and characterised by heterogeneous
levels of so-called natural interest rates. The natural interest rate (NIR) sets the
level of the real rate that separates restrictive monetary policy from expansionary
policy. The setting of real interest rates above the NIR by the central bank will
result (in the medium term) in the cooling of the economy, the emergence of
a negative output gap®, and a fall in inflation. Setting real interest rates below the
NIR will have the opposite effect.

The main structural factors affecting the level of the NIR include the country’s
demographic situation and the productivity growth rate (Bielecki et al. 2024). These
factors over the horizon of a typical business cycle do not depend on economic
policies. In the case of less wealthy countries, the phenomenon of real conver-
gence, i.e. narrowing the gap between GDP per worker in initially richer and
poorer countries, should be expected. This convergence may occur simultaneously
through several channels: capital accumulation or import of know-how and new
production technologies or migration flows. All these adjustments result in an
increase in labour productivity, which makes it reasonable to expect higher NIR
levels in catching-up countries such as Poland. After joining the single currency
area, the common interest rate may turn out significantly lower than the NIR.
Therefore, one of the costs of the functioning of the monetary union discussed in
the economic literature (Brzoza-Brzezina 2005; Darvas and Szapdry 2008) is the
risk of so-called boom-bust cycles.

In the first phase of such a boom, excessively low interest rates in a country can
trigger a strong demand impulse, reflected in lending and consumption growth.
Such a boom can also have a strong impact on the real estate market, resulting
in a rapid increase in the prices of apartments and houses. In the first phase of
the boom, the output gap becomes positive, i.e. consumption is higher than the
production capacity of the economy would suggest. As a consequence, prices of

6 The output gap is the deviation of the actual GDP from its potential level (expressed as % of the potential GDP).
The potential GDP is the output level assuming full use of the factors of production, i.e. capital and labour.
A negative output gap means that the economy is producing less than it is able to due to insufficient demand.
A positive output gap means that demand in the economy exceeds the economy’s capacity to meet it, which is
associated with its “overheating” and the build-up of inflationary pressures.
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goods and labour costs rise faster. As early as the first years of the functioning of
the euro area, the ECB (2003) cited the convergence of nominal interest rates as
one of the reasons for the differences in observed inflation rates between member
states. The trade balance deteriorates through meeting increased demand with
imported goods and a loss of competitiveness in foreign markets, which can no
longer be mitigated by a depreciation of the nominal exchange rate. The apprecia-
tion of the real exchange rate” has the effect of reducing production and increasing
unemployment. If potential bubbles have previously built up in the credit and
housing markets, the risk of them bursting increases.

The above-mentioned effect does not necessarily arise only after a country joins
a monetary union. The process itself may start earlier due to the convergence
criteria, including, among others, the decline in interest rates in the environment
of exchange rate rigidity after entry into ERM II, but also due to the effects associ-
ated with the country’s anticipated accession to the single currency area.

Changes in line with the mechanism discussed above have occurred in many
European countries, especially the so-called peripheral countries (Brzoza-Brzezina
et al. 2014a). The case of Greece was discussed, among others, in the papers by
Blanchard and Giavazzi (2002) and Pagoulatos (2014). The case of Spain was
discussed in Alonso and Sdnchez-Bayén (2024), but also later in this publication
(Chapter 1.10). The case of Ireland was discussed in Honohan and Leddin (2006)
and the case of Portugal, in Blanchard and Giavazzi (2002), Blanchard (2007), and
Almeida et al. (2009). Many of the publications cited indicated the risk of a boom-
bust cycle even before the financial crisis.

The above-mentioned effect does not only apply to members of the mone-
tary union. Countries maintaining a fixed exchange rate may also be affected.
According to Bakker and Gulde (2010), until 2008 a marked difference in macro-
economic vulnerability between countries with fixed and floating exchange rates
was observed in Central and Eastern Europe (CEE). Countries that maintained
the floating exchange rate at that time (the Czech Republic, Poland, Romania,

7 The real exchange rate is the nominal exchange rate (e.g. EUR/PLN) adjusted for differences in the price level
between economies. Its changes inform us, among other things, about changes in price competitiveness between
two economies. In a monetary union (or with a fixed nominal exchange rate), the economy in which prices rise
faster loses competitiveness relative to other monetary union members.



and Slovakia) recorded a much less pronounced credit boom, lower inflation, and
smaller current account deficits than those with a fixed exchange rate (the Baltic
states and Bulgaria). Brixiova et al. (2009) described the case of the unstable boom
in Estonia, mentioning low interest rates caused by the currency board regime as
one of its causes. For Lithuania, the boom-bust cycle was discussed by Kuodis and
Ramanauskas (2009), and for Latvia by Blanchard et al. (2013). The example of the
Baltic states is also described in detail later in this publication (Chapter 1.10).

The risk of a demand and credit boom in Central European countries after
potential accession to the euro area was indicated by Schadler et al. (2005). The
risk for Poland of unstable credit booms associated with accession to the euro area
was also highlighted by Eichengreen and Steiner (2008).

NBP analysts examined the risk of an unstable boom occurring in Poland in
the event of accession to the euro area. To that end, they analysed the historic
experience of euro area member states from 2001 to 2019, comparing the potential
determinants of the occurrence of an unstable boom with its scale in a particular
country.

The deviation of a country’s natural interest rate from that of the euro area
was recognised as the basic determinant. It was estimated on the basis of the
Euler equation® and approximated on the basis of labour productivity growth.
A measure of unstable booms was constructed on the basis of six macroeconomic
variables to describe the phenomenon: consumer prices, real estate prices, lending
to the private sector, the output gap, gross investment, and the trade balance. Indi-
cators were compiled for a group of euro area countries plus two countries that
have pursued a fixed exchange rate against the euro for many years: Bulgaria and
Denmark.

In order to illustrate the cumulative magnitude of fluctuations in activity, prices,
and lending in the euro area economies (from its creation to 2019), an index of

8 The Euler equation is used for the modelling of household choice regarding the consumption and accumulation
of assets over time. This equation links the growth rate of private consumption (which in the long term must be
driven by improvements in economic productivity) with the level of the domestic interest rate.
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unstable booms was constructed® The higher its value, the more a country’s
economy was affected by the unstable boom. Figure 5 clearly illustrates the occur-
rence of this phenomenon in countries such as Estonia, Latvia, Lithuania, Bulgaria,
and Greece. The countries of the so-called hard core of the euro area, such as
Austria, Germany, and the Netherlands have not experienced major turbulence.

The unstable boom index was then matched with the NIR estimate and the
labour productivity estimate (Figures 6—7). The graphs illustrate the expected
correlation of booms with the NIR (positive) and labour productivity (negative).
A potential measure of unstable boom for Poland was also calculated by applying
the data for Poland" to the estimates of regression coefficients obtained earlier
for the euro area countries. Both graphs indicate that in the case of accession to
the euro area, for example in 2019, Poland would continue to be susceptible to an
unstable boom.

When assessing the threat of euro area accession from the perspective of
unstable booms, it is important to bear in mind that this threat will gradually
diminish with the progress of real convergence. The forecast prepared by Bielecki
et al. (2024) indicates that in the mid-2030s, the difference in NIR between Poland
and the euro area may fall below 1 pp, which would reduce the risk of an unstable
boom to a certain extent, but of course would not eliminate it. Similar conclusions
can be reached by looking at the problem in terms of the relative level of labour
productivity.

Summing up, the results obtained indicate that the adoption of the euro would
currently pose a significant risk of an unstable boom for the Polish economy. This
assessment may obviously change in the future as the convergence of the Polish
economy progresses.

9 The index is based on six macroeconomic variables: growth rates of consumer prices, real estate prices, and gross
investment as well as the change in the share of private credit to GDP, net exports to GDP, and the ratio of the
output gap to potential GDP. The index is the first component obtained from principal component analysis (PCA)
on standardised macroeconomic variables. The index was calculated on annual data and all loadings in the PCA
were positive. The measure of an unstable boom is the amplitude of the index calculated in this way in the years
2001-2019.

10 A country’s labour productivity level corresponds to the real level of GDP (PPP) divided by the total number of
hours worked in the economy in 1999. The level of NIR was taken as its estimated average for 1996-2003. In the
case of Slovakia, which pegged its exchange rate later than the other countries in the sample, both measures
were constructed on the basis of appropriately delayed data, i.e. the level of labour productivity in 2007 and the
estimated average NIR for 2004-2011.

11 In the case of Poland, the estimates were based on the labour productivity measure of 2019 and the estimated
average level of NIR in the years 2015-2022.



Figure 5.

Index of unstable booms calculated on the basis of developments in macroeconomic variables
in 2001-2019
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Note: the macroeconomic variables used to calculate this index are consumer prices, real estate prices, lending to the private sector,
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Source: compiled from materials of NBP, Eurostat, Ameco, World Bank, ECB, OECD, The External Wealth of Nations, and certain national
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Figure 6. Figure 7.
Unstable boom index compared to NIR deviation Unstable boom index versus labour productivity
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The role of the floating exchange rate in
stabilising the business cycle in Poland

In an environment where independent monetary policy and a floating exchange
rate are maintained, real exchange rate deviations from the equilibrium level are
corrected relatively quickly through nominal exchange rate adjustments. However,
joining a monetary union freezes the nominal exchange rate, which means that
the recovery of the real exchange rate to equilibrium takes place much more slowly,
solely through the gradual adjustment of relative prices between the domestic
economy and abroad (i.e. a reduction in domestic prices and wages relative to
those of the main trading partners), a process known as internal devaluation.

Although both mechanisms help to restore equilibrium in the economy
(including regaining competitiveness if it was previously lost), as Kawalec and
Pytlarczyk (2016) indicate, a more efficient (faster and involving much lower costs)
way to rebalance the economy is through depreciation of the nominal exchange
rate. Trading partners sharing the same currency do not have the possibility to
use this mechanism against each other. The only way to stabilise the business
cycle and recover competitiveness is via internal devaluation, which is a long-term
and costly process. This is most often associated with a sharp rise in unemploy-
ment and lower GDP (see Chapter 1.10).

Macroeconomic studies indicate that the floating exchange rate of the zloty has
played a stabilising role for the Polish economy over recent years and allowed it
to absorb external shocks adversely affecting economic activity (Brzoza-Brzezina
et al. 2014b; Dabrowski and Wrdblewska 2016; Cieslik and Teresiriski 2020; Konop-
czak and Tordj 2012). Strong external shocks are usually accompanied by a depre-
ciation of the zloty exchange rate, which supports GDP growth by stimulating
Polish exports.

A particularly interesting example is the strong depreciation of the zloty
exchange rate which took place during the global financial crisis in 2009. At that
time, the zloty depreciated against the euro by 23% y/y, while the real effective



exchange rate of the zloty depreciated by 14.6% y/y. For comparison, the real
exchange rate in Hungary depreciated by 5.5% and in the Czech Republic by 3.6%,
while real exchange rates in Slovenia and Slovakia appreciated by 2.2% and 7.1%,
respectively.

As a result of this depreciation, Polish net exports contributed substantially
to GDP growth, thus protecting the economy from recession. It is worth noting
that only Poland avoided recession during this period, with the scale of the fall
in GDP varying significantly between EU countries. In 2009, GDP grew by 2.6% y/y
in Poland, while it fell by 4.4% y/y in the euro area, 4.8% in the Czech Republic,
6.7% in Hungary, 7.6% in Slovenia, and 5.5% in Slovakia. A study by Brzoza-Brzezina
et al. (2014) confirms that the strong depreciation of the zloty exchange rate and
accommodative monetary policy during the global financial crisis stabilised the
domestic business cycle. If Poland had been in the euro area at that time, it could
have experienced a deep recession.

The importance of the floating exchange rate for Poland’s
external balance and the enterprise sector

The remaining part of this chapter provides an analysis of how exchange rate
fluctuations affect exports and imports, competitiveness, and the financial situa-
tion of enterprises. According to the textbook approach (Blanchard 2022; Krugman
et al. 2018), the primary transmission channel through which the real exchange
rate affects exports and imports is the relative price channel, i.e. the price compet-
itiveness channel. A real depreciation of the domestic currency (which can be trig-
gered by a change in the nominal exchange rate) makes domestic products cheaper
abroad, thus increasing foreign demand for them, so that the volume of exports
increases. Foreign products, on the other hand, become more expensive domes-
tically, so that the demand for them decreases and the volume of imports falls.
Consequently, the country’s trade balance improves in volume terms.

However, an improvement in the trade balance in volume terms does not neces-
sarily imply an improvement in the trade balance in value terms, since as a result
of depreciation of the domestic currency the same quantity of goods has a higher
value in domestic currency. While in the case of exports, both the volume and
price effects of exchange rate depreciation act to increase the value of exports, in
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the case of imports, the decrease in import volumes caused by the depreciation
of the exchange rate can be offset by an increase in the unit cost of imports. The
direction of the impact of exchange rate changes on the trade balance expressed
in domestic currency is therefore not clear-cut and depends on the price elasticity
of exports and imports, the initial value of the trade balance, and the currency
composition of foreign trade invoicing.

In light of the NECMOD model, in the Polish economy a depreciation of
the zloty leads, in the short term, to a marked increase in export volumes and
a smaller decline in imports. As a result, the trade balance improves (see Greszta
et al. 2012; Figure 8). A significant impact of the exchange rate depreciation on the
trade balance is already observed in the first quarters following the exchange rate
shock. It is estimated that a 10% depreciation of the nominal effective exchange
rate of the zloty leads to a 0.6 pp improvement in the trade balance-to-GDP ratio
in the first year of the impulse. At the same time, GDP increases by 0.8%. In the
longer term, the impact of the exchange rate impulse on the trade balance and
GDP gradually fades.

Figure 8.
Analysis of the effects of a 10% depreciation of the zloty in the NECMOD model
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Source: based on the NECMOD model.

Exchange rate changes affect companies not only through the relative price
channel, but also through the financial channel (Banerjee et al. 2020; Shim et
al. 2020) Indeed, exchange rate fluctuations affect the net worth of companies



that have open balance sheet foreign exchange positions not hedged by off-bal-
ance-sheet financial instruments. The depreciation of the domestic currency
reduces the net worth of enterprises whose unhedged foreign currency liabilities
(e.g. loans and credits or import liabilities) exceed their unhedged foreign currency
assets (e.g. export receivables). This leads to a deterioration in creditworthiness,
particularly with respect to foreign financing and financing in foreign currency,
which may constrain investment activity and the development of export activities.
The financial channel affects the position of such enterprises in the opposite direc-
tion to the relative price channel. If, on the other hand, the enterprise’s FX assets
exceed its FX liabilities, the financial channel amplifies the effect of the relative
price channel.

The Polish enterprise sector is characterised by the relatively low importance
of the financial channel in the transmission of exchange rate disturbances to real
variables. In other words, changes in the exchange rate do not represent a signifi-
cant challenge for most Polish enterprises; what matters is their ability to service
their liabilities denominated in foreign currency. Firstly, the currency composi-
tion of revenues, costs, exports, and imports is relatively balanced and stable over
time (Figure 9), which limits the sensitivity of enterprises’ creditworthiness to
exchange rate movements. Secondly, Polish enterprises traditionally rely primarily
on selffinancing, with only a limited degree of bank credit financing (Puchalska
and Tymoczko 2013). In 2024, approximately 59% of enterprises with at least 50
employees had loan liabilities, which accounted for approximately 14% of the
sector’s balance sheet total. Thirdly, most often enterprises take out FX loans in
the currency in which they generate revenues (Tymoczko 2018). In value terms, FX
loans account for only approx. 30% of total non-financial corporate sector lending
(NBP 2018). Fourthly, the non-financial corporate sector is well hedged against
foreign exchange risk (Glapiriski 2024).
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Figure 9.

Estimated currency composition of revenues, costs, exports, and importsin a sample of non-financial
corporations
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The floating exchange rate of the zloty and the profitability
of exports: model decompositions

The exchange rate has a stabilising function not only with respect to the value
of exports, but also to their profitability. Estimates obtained from the model
explaining the unprofitability of Polish exports using economic variables'? suggest
that the exchange rate may limit the significance of the wage-to-labour produc-
tivity ratio for export profitability (Figure 10; Table 2). In the years 20102024, the
correlation between the contribution of the exchange rate to deviations in export
unprofitability from the average and the contribution of the wage-to-labour
productivity ratio amounted to -0.72. On the other hand, in the years 2021-2024,
the exchange rate was a factor supporting the profitability of exports, when not
only the wage-to-labour productivity ratio, but also the costs of materials and raw
materials developed unfavourably (Figure 10).

Table 2.

Decomposition of the deviation of export unprofitability from the average in 2021-2024

average contribution of variables average contribution of shocks
single equation model SVAR model

2021 2022 2023 2024 2021 2022 2023 2024
exchange rate -0.9 2.0 1.3 -0.4 -0.7 -0.7 -0.4 -0.2
capacity utilisation -0.9 -0.7 03 0.4 0.0 0.0 0.1 0.0
costs of materials and raw o 1 0.4 o1 08 04 o 1
materials 5 3 : : : ’ 9 3
wages vs productivity 0.7 15 1.8 1.5 0.1 0.0 0.1 0.2
business cycle in Germany -0.3 0.1 0.2 0.2 0.8 0.6 0.8 0.8
other factors -0.1 0.0 0.1 0.5 -0.3 -0.2 -0.1 0.2
total -0.9 0.2 1.4 2.4 -0.9 0.2 1.4 2.4

Source: compiled from NBP materials.

12 Dependent variable: percentage of exporters declaring unprofitable exports according to the NBP Quick Monitoring
Survey; dependent variables included in the model: assessment of the relationship between wage changes and
labour productivity according to the NBP Quick Monitoring Survey, capacity utilisation rate according to the
NBP Quick Monitoring Survey, forecast of input price growth according to the NBP Quick Monitoring Survey,
EUR/PLN exchange rate, USD/PLN exchange rate, index of new orders in Germany according to the European
Commission survey, oil prices in USD; estimation sample: 2010 Q1-2024 Q3 (quarterly data).
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Figure 10.
Model decomposition of the deviation from the average percentage of enterprises declaring
unprofitability of exports
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Source: compiled from NBP materials.



The shock-absorbing role of the exchange rate is also confirmed by estimates
of the structural VAR (SVAR) model,®* which allows the phenomenon of export
unprofitability to be viewed not from the perspective of correlations between vari-
ables, but from that of primary economic disturbances (so-called shocks). In light
of the decompositions performed (Figure 10; Table 2), exchange rate shocks have
a shock-absorbing effect primarily for input cost shocks and foreign economic
shocks. In the years 20102024, the correlation between the contribution of
exchange rate shocks to the deviation of export unprofitability from the average
and the contributions of input cost shocks and foreign economic shocks was -0.46
and -0.52, respectively.

Figure 11,

Variability of GDP growth and its cyclical component (standard deviation, 1995-2024)
in EU economies
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Source: compiled from Eurostat data and NBP materials.

13 The decomposition was performed by adopting Type A short-term restrictions and arranging the variables
according to the sequence in which the variables are listed in the NBP Quick Monitoring Survey (NBP 2001-2025).
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In the years 2022-2024, these correlations were as high as -0.95 and -0.82, which
means that the exchange rate had a shock-absorbing effect on external distur-
bances for the Polish economy, especially when these disturbances were the
highest.

Summing up, the floating exchange rate of the zloty absorbs the effects of nega-
tive economic shocks. This allowed the Polish economy to absorb shocks through
exchange rate changes rather than through changes in unemployment and GDP,
which are generally associated with significant social costs. Besides the diversifi-
cation of exports and the lack of macroeconomic imbalances, as well as the possi-
bility to pursue an independent interest rate policy described earlier, the floating
exchange rate of the zloty meant that the variability of economic growth in
Poland has been among the lowest in the entire EU over recent decades (Figure 11).
It should also be noted that in the economies of Central and Eastern Europe which
belong to the euro area (Latvia, Lithuania, Estonia) or have a fixed exchange rate
(Bulgaria), the variability of GDP growth was among the highest in the entire EU.

Figure 12.
Share of selected EU countries in the global exports of goods (points, 2005 = 100)
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One of the arguments cited by supporters of euro adoption is that the elimi-
nation of foreign exchange risk and transaction costs following Poland’s acces-
sion to the euro area could boost Polish exports. Meanwhile, holding one’s own
currency with a floating exchange rate has not been an obstacle to the dynamic
growth of exports over recent decades. Poland’s share in the global exports
of goods increased sharply from 0.8% in 2005 to 1.6% in 2024. The results of the
decomposition of Polish value added on domestic demand and foreign demand
components (Hagemejer and Muck 2019) indicate the key role of the internation-
alisation factor in the development of the Polish economy. According to current
estimates, in the years 2011-2022, the contribution of foreign demand to annual
growth of gross value added averaged 2.2 pp, compared to an average contribution
of 1.4 pp from domestic demand. This means that exports, including the produc-
tion of intermediate goods used in the production of goods for foreign markets,
accounted for more than 60% of Poland’s economic growth (after the great slump
in international trade in the years 2008—2009). At the same time, since 2005,
Polish exporters have increased their share in global trade most rapidly in the EU
(Figure 12).

Surveys of enterprises carried out by NBP (2001-2025) also indicate that the
exchange rate is not a significant barrier to growth for Polish enterprises. Since 2013,
the exchange rate has been indicated as a barrier to growth by an average of 5.4%
of enterprises, while much more important barriers were prices and costs (9.4%),
regulations and taxes (7.9%), and demand (7.7%). However, uncertainty as well as
labour costs and wage pressures were of similar importance to the exchange rate.
Such a low exchange rate barrier suggests that in recent years the zloty exchange
rate has remained at a level that balanced the interests of exporters and importers
relatively well.

Since 2010, the exchange rate has also not been a major barrier to the develop-
ment of Polish exports (Figures 13-16). In this period, the EUR/PLN and USD/PLN
market exchange rates were on average 9% and 12% higher than the corresponding
threshold profitability rates of exports. In the long term, market fluctuations also
have a relatively limited impact on how many companies declare the occurrence
of unprofitable exports and the share of unprofitable exports in total exports.
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Despite the occurrence of marked periods of depreciation and appreciation of the
zloty (particularly against the dollar), the unprofitability of exports has remained
relatively low and stable for many years. This results, among others, from the fact
that the vast majority of exporters are also importers (in 2024, this concerned 82%
of companies with at least 50 employees), which significantly reduces the sensi-
tivity of export activity to exchange rate changes (Amiti et al. 2014). Moreover,
enterprises undertake numerous adaptation measures (Glapiniski 2024) that have
the effect of adjusting the threshold profitability rate to market rate changes

Figure 13.

The euro exchange rate at which exports and imports

become unprofitable and the actual exchange rate (in PLN)
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Figure 14.

The USD exchange rate at which exports and imports
become unprofitable and the actual exchange rate (in PLN)
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Figure 15.
Export profitability (in %)
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Source: NBP Quick Monitoring Survey.

Figure 16.

Share of exporters declaring exchange rate as a
barrier (%) and real exchange rates of the zloty
against the euro and the dollar (in PLN)
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The previous chapters discussed the risks of adopting the euro. Besides contin-
uing this subject, this chapter will also present the results of the study on the
effects of Poland’s accession to the euro area, with particular focus on the effects
arising from asymmetric shocks. The analysis was carried out using a two-country
macroeconometric model covering the economies of the euro area and Poland.
This model belongs to the class of dynamic stochastic general equilibrium models
(DSGE; Smets and Wouters 2003, 2007), but unlike the tools usually used by
central banks, it allows for deviation from the assumption of rational expectations
in favour of behavioural expectations (Gabaix 2020).

According to this concept, households and businesses operate under the condi-
tions of cognitive constraints, which makes their expectations and, consequently,
their behaviour, short-sighted. As demonstrated by Brzoza-Brzezina et al. (2025),
this approach allows for a much better adjustment of the model to empirical
data and significantly modifies the response of the economy to various types of
disturbances. The inclusion of cognitive constraints in the model therefore allows
a more realistic estimation of the effects of joining the monetary union than
previous analyses based on models with rational expectations.

The model has been estimated based on data for the euro area and for Poland
for the period from 2000 Q1 to 2024 Q4, with the assumption (consistent with the
facts) that both areas pursued an independent monetary policy. This assumption
was then replaced by a counterfactual scenario in which Poland joins the euro
area. This simulation assumes that accession to the monetary union occurred
in 2010 Q1, i.e. at the beginning of a period of relative exchange rate stability
observed over the past dozen or so years.

The remaining part of the chapter outlines the conclusions of the simulations
performed - in several variants — on the impact of Poland’s accession to the euro
area on macroeconomic volatility, the role of expectations in the transmission of
shocks, the importance of fiscal policy in the monetary union environment, and
the impact of the level of the exchange rate at the time of adopting the single
currency on the adjustment path of the economy.



Macroeconomic volatility of the economy in
a counterfactual scenario of euro area accession

In the scenario of accession to the euro area in 2010 Q1, in the decade of 20102019,
the real exchange rate would have been at a weaker level than in reality, which
would have translated into slightly faster GDP growth. As a result, GDP in the
years preceding the pandemic would have clearly deviated from the long-term
trend (Figure 17). On the other hand, after 2019, in the counterfactual scenario,
a strengthening of the real exchange rate against the historic path occurs, which
translates into significantly lower GDP growth than in the actual scenario. In
particular, during the pandemic crisis, the decline in GDP would have been
significantly deeper than in reality. Also in 2023, when the economy experienced
the effects of a surge in commodity prices following Russia’s aggression against
Ukraine, GDP would have dropped sharply and its deviation from the long-term
trend would have reached -6%. Despite the rapid recovery of activity in the subse-
quent quarters, the level of GDP at the end of 2024 would have been more than 2%
lower than the level implied by the long-term trend, while in reality GDP was close
to the level resulting from this trend during this period.

Table 3 shows historical and counterfactual GDP volatility. GDP volatility
increases in the case of accession to the euro area, which can be explained by the
longer-lasting deviation of the real exchange rate from the equilibrium level under
the monetary union conditions (which, in turn, results from the inability to adjust
the nominal exchange rate).

The role of expectations

Previous studies on the effects of joining a monetary union mostly relied on
models assuming rational expectations. Meanwhile, a growing body of empirical
evidence suggests that business and household expectations often deviate from
rationality (Coibion and Gorodnichenko 2015). The literature emphasises that
economic entities show cognitive limitations that lead them to formulate forecasts
less accurately than assumed by standard macroeconomic models (more exten-
sively on irrationality: Kahneman and Tversky 1972).
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Figure 17.
GDP deviation from the long-term trend (%, fixed 2015 prices, PLN): actual data and in the scenario of
Poland’s accession to the euro area at the beginning of 2010.
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===  Actual data
=== Counterfactual scenario - Poland adopting the euroin 2010 Q1

Note: GDP is presented as percentage deviation from the stationary state of the model.
Source: compiled from NBP materials.

The inclusion of this feature in macroeconomic models affects the results,
including the recommendations for monetary and fiscal policy and the assessment
of exchange rate adjustment mechanisms (Gabaix 2020; Brzoza-Brzezina et al. 2025;
Kolasa et al. 2025). For this reason, it is particularly important to investigate to
what extent the adoption of a more realistic behavioural way of forming expecta-
tions affects the estimation of the impact of euro area accession.

Table 3.

GDP volatility: historical and in the scenarios assuming accession to the euro area

Counterfactual scenario Ratlon.a ! Countercyclical fiscal
Actual data A expectations X .
euro adoption in 2010 Q1 - policy scenario
scenario
GDP 1.9% 3.0% 3.5% 2.5%

Note: the table presents standard deviations.
Source: compiled from NBP materials.
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Table 3 presents GDP volatility in the baseline counterfactual scenario with
behavioural expectations and in the alternative scenario where the expectations
of economic agents are shaped according to the hypothesis of rational expec-
tations. The results show that GDP volatility is slightly lower in the model with
behavioural expectations. Therefore, it can be concluded that the inclusion of enti-
ties’ cognitive constraints in the model reduces the estimated magnitude of the
costs associated with a potential increase in GDP volatility after euro area acces-
sion compared with the results obtained from models based on the assumption of
rational expectations. In both variants of the model, however, GDP volatility after
accession to the euro area would have been significantly higher than in reality.

The role of fiscal policy

As fiscal policy remains the competence of national authorities after joining the
monetary union, it can potentially play an important role in counteracting the
effects of asymmetric shocks and supporting macroeconomic stabilisation after
the adoption of the single currency.

In order to investigate the extent to which fiscal policy can mitigate the effects of
joining the euro area, an additional simulation was performed where the counter-
cyclical adjustment of public expenditure was assumed. This means that expendi-
ture as a proportion of GDP automatically decreases during economic expansion
and increases during a downturn. The scale of adjustment is designed so that fluc-
tuations in government spending do not exceed 2.5% of GDP, which corresponds to
volatility about three times higher than historically observed. This assumption is
intended to illustrate the limits of the possibility to use fiscal policy as a stabilisa-
tion tool.*

The results of this simulation are presented in the last column of Table 3. They
show that an active countercyclical fiscal policy has the potential to limit cyclical
GDP fluctuations, but that even with a significant increase in the volatility of

14 The maximum historic deviation of government spending from the long-term equilibrium amounted to 1.75% of
GDP. The standard deviation of this variable in historic terms amounted to 0.3%, rising to approximately 0.9% in
the active fiscal policy scenario.
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government spending, the amplitude of GDP fluctuations remains higher than
historic volatility.

Moreover, in practice, the application of countercyclical fiscal policy in the
monetary union tends to be challenging (Chapter 1.8). This makes it all the more
unrealistic to expect that the fiscal policy after the adoption of the euro would
effectively accommodate macroeconomic shocks and effectively mitigate cyclical
fluctuations in the economy.

The significance of the conversion rate of the
national currency to the euro

One of the most important factors affecting the impact of joining the monetary
union is the level of the exchange rate at which the national currency is converted
into the single currency. The baseline scenario assumes that Poland joined the
euro area in 2010 Q1 when - according to the model - the exchange rate was close
to its equilibrium level. It is worth noting, however, that in the previous two years
the exchange rate was subject to significant volatility resulting in its overvaluation
(2008 Q3) or undervaluation (2009 Q1).

Under the conditions of maintaining an independent monetary policy and
a floating exchange rate, exchange rate deviations from the equilibrium level
are adjusted relatively quickly via nominal exchange rate adjustments. However,
joining the monetary union freezes the nominal exchange rate, which means that
the recovery of the real exchange rate to the equilibrium takes place much more
slowly - solely through gradual adjustments of relative prices between Poland
and abroad. Consequently, the effects of joining the euro area at an exchange rate
deviating significantly from the equilibrium level may be noticeably stronger and
longer-lasting.

To investigate the magnitude of these effects, additional simulations were
carried out, assuming accession to the monetary union when the exchange rate
was significantly undervalued (2009 Q1) or overvalued (2008 Q3). Figure 18 shows
the results of these simulations compared to the baseline scenario. The results
indicate that joining the euro area at an exchange rate significantly weaker than
the equilibrium level would have resulted in a strong but temporary accelera-
tion of economic growth. Consequently, the level of GDP could have significantly



exceeded the long-term trend. On the other hand, the freezing of an overvalued
exchange rate would have led to a deep recession.

These simulations confirm the key role of the exchange rate level upon adop-
tion of the single currency — an incorrectly chosen initial rate may significantly
increase the short-term costs of monetary integration. This was experienced
by Slovakia, which adopted the euro with a strong exchange rate of its national
currency, thereby exacerbating the recession in that economy during the global
currency crisis (Chapter 1.10).

Figure 18.
Effects of joining the euro area at an exchange rate deviating from the equilibrium level
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see Counterfactual - base scenario === Counterfactual (overvalued real exchange rate)
Counterfactual (undervalued real exchange rate) e Actual data

Note: GDP is presented as percentage deviation from the stationary state of the model.
Source: compiled from NBP materials.
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Following accession to the euro area, central bank interest rates for the Polish
economy — as for the other economies in the monetary union — would be deter-
mined by the European Central Bank. As indicated in the previous chapters,
the level of the ECB interest rate would most often have not served the needs of
the Polish economy. This is due to the structural differences between the Polish
economy and the economy of the euro area, which result in Poland’s economic
growth being generally faster and inflation slightly higher than in the euro area.

Differences in the transmission mechanism
between Poland and the euro area

At the same time, structural differences between the Polish economy and the
euro area economy would mean that a change in ECB interest rates would affect
the Polish economy in a different way from the euro area economy as a whole.
This is due to the fact that the relative importance of the main transmission chan-
nels varies significantly between Poland and the euro area. In particular, a review
of structural features of the Polish economy indicates that the importance of the
exchange rate channel in Poland may be stronger than in the euro area and other
developed economies. A comparison of selected structural characteristics of the
Polish economy and the euro area shows both factors that, relative to the euro
area, may strengthen the monetary policy transmission mechanism in Poland and
those that may weaken it (Figure 19).

The degree of development of the financial system in Poland is low compared to
euro area countries. In Poland, the size of financial sector assets> to GDP is 109.0%,
while the level of household and non-financial corporate debt in relation to GDP is
53.9% (data for 2024). Both rates are below the 25th percentile of the corresponding
figures in the euro area countries (i.e. 139.2% and 85.0%), with a median of 252.8%
and 111.8%, respectively (data for 2024). The relatively low level of development of

15 The statistics presented include monetary financial institutions (excluding central banks), investment funds,

insurance institutions, and pension funds.



Figure 19.

Comparison of structural indicators significant for the functioning of the monetary transmission
mechanism for Poland and euro area countries

A. Financial sector assets (% of GDP)* ‘ _
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Notes: Figure A - the financial sector includes monetary financial institutions other than central banks, investment funds, insurance corporations,
and pension funds. Figure C - for the euro area countries the indicator covers only extra-euro area imports, while for it covers Poland total imports.
Figure E - without Cyprus and Croatia due to lack of data. Data for 2022. Figure G - without Cyprus and Malta due to lack of data. Data for 2017 except
for Greece, Croatia, France, Portugal (2016 data) and Slovenia (2015 data). Figure H - the indicator covers permanent and temporary contracts;
without Croatia, Cyprus and Malta due to lack of data. Data for 2019.

Source: own calculations based on data from: 1 - Eurostat, 2 - ECB, 3 - De Stefani and Mano (2025), Polish Financial Supervision Authority (UKNF),
4 - OECD.

the financial system weakens the monetary policy transmission mechanism in
Poland, but may also reduce its lags (Havrdnek and Rusndk 2013).

Another factor that may reduce the lags in the transmission mechanism in
Poland and further increase the responsiveness of inflation to monetary policy
impulses is the relatively high trade openness*® compared to euro area countries,
which is higher than the median for these economies. Poland’s imports-to-GDP
ratio is 48.3%, compared with the median for euro area economies amounting to

16 Trade openness is measured as an imports to GDP ratio. For the euro area countries, only imports from outside the

euro area were taken into account.
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27.9% (25th percentile — 21.7%; 75th percentile — 52.3%). The relatively high openness
of the Polish economy reinforces the importance of the exchange rate channel in
the monetary policy transmission mechanism. At the same time, however, a major
part of Polish trade takes place within so-called global value chains, which may
consequently reduce the sensitivity of production and prices to exchange rate
changes (Ahmed et al., 2015).

The degree of concentration of the banking sector in Poland is low compared
to euro area economies. The share of the five largest banks in the assets of the
Polish banking sector is 59.4% compared with the median for euro area econo-
mies amounting to 74.8% (25th percentile — 54.7%, 75th percentile — 86.3%; data for
2024).” This supports the functioning of the interest rate channel as, with more
competition in the banking sector, the transmission of changes in the central bank
interest rate to lending and deposit rates is stronger.

In addition, from the point of view of the transmission capacity of monetary
policy, the high share of variable rate loans in the outstanding stock of housing
loans is beneficial, strengthening the cash flow channel. In Poland, the share of
these loans reached 87.8%. The median share of variable-rate housing loans in the
volume of housing loans in the euro area countries is 49.5% (25th percentile — 10.8%,
75th percentile — 83.2%). However, the importance of this factor for the mone-
tary policy transmission mechanism in Poland is gradually weakening due to the
marked increase in the popularity of newly granted loans with periodically fixed
interest rates observed over recent years.®

Price and wage rigidities in Poland seem lower than in the euro area, which
should, ceteris paribus, weaken the impact of monetary policy on real values
(output and employment) and strengthen its impact on prices and wages. The
characteristics of the labour market in Poland indicate that wages are less rigid
than in the euro area. In Poland, the employment protection index calculated by
the OECD is 2.13 against the median of 2.43 for the euro area economies (25th
percentile — 2.07, 75th percentile — 2.54; data for 2019).” The share of trade union

17 The low degree of concentration of the Polish financial sector is also indicated by the Herfindahl-Hirschman index.

18 While before 2019 almost all new housing loans to households had variable interest rates (or fixed for less than one
year), by 2024 the share of such loans dropped to 22.0%, slightly below the median for euro area economies equal
to 23.1% (25th percentile — 7.1%; 75th percentile — 51.6%).

19 The index determined by the OECD can assume values from 0 to 6. A higher value means more extensive
protection for employees against redundancy.



members in the total number of employees in Poland is equal to 13.4% compared
to the median for euro area economies at a level of 17.9% (25th percentile — 12.1%,
75th percentile — 28.1%; 2017 data).>° Moreover, far fewer employees than in the
euro area are covered by collective wage bargaining (see Chapter 1.6 for a broader
discussion of differences in the structural determinants of labour markets). Price
rigidities in Poland are also lower than in the euro area (Macias and Makarski 2013).
In recent years, due to increased inflation resulting from global shocks, the
frequency of price changes has increased, implying a reduction in price rigidities
(Cizkowicz et al. 2023).

The role of the exchange rate in the monetary
policy transmission mechanism in Poland

In light of the results of the model simulations, the monetary policy impulse
significantly affects CPI inflation through changes in the exchange rate of the
zloty. The exchange rate channel is also important in the case of core inflation,
although less so than for CPI inflation (Cizkowicz et al. 2023). The maximum
response of CPI inflation (y/y) to a 1 pp increase in the short-term interest rate
during four quarters is driven approximately 47% by the effects of the exchange
rate channel, approximately 28% by the interest rate channel, and approximately
24% by the effects of changes in inflation expectations (Figure 20). On the other
hand, in the case of core inflation y/y (i.e. inflation net of food and energy prices),
the exchange rate channel is much less important: it accounts for approximately
25% of the maximum decline in core inflation, while the interest rate channel
accounts for 32%, and the effects of changes in inflation expectations for 439%.

In the event of accession to the euro area or even a pegged exchange rate
between the zloty and the euro (e.g. under the ERM II mechanism), the monetary
policy transmission mechanism in Poland would lose the exchange rate channel
through which changes in monetary policy affect economic activity and inflation.

20 With the exception of Greece, Croatia, France, and Portugal (2016), and Slovenia (2015).
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Figure 20.

Strength of transmission channels - impact of monetary policy impulse on y/y inflation
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Note: The horizontal axis indicates the quarters following a shock to the short-term interest rate, expressed as a 1 percentage pointincrease in the
interest rate over a four-quarter period. Estimates were made using the MMPP model.

Source: Cizkowicz et al. (2023).



Labour markets play an important role in the theory of the optimum currency
area. In the absence of conventional stabilisation mechanisms, they constitute
a key channel for restoring macroeconomic equilibrium after an asymmetric
shock (Dellas and Tavlas 2009). According to the theory, in a monetary union such
shocks initially contribute to deepening differences in unemployment rates and
labour force participation in the member states. Differences in these indicators
can be mitigated over time due to (Hauser and Seneca 2022):

1. adjustments of real wages,
2. geographical mobility of workers.

Both rebalancing mechanisms can be extremely costly.

In terms of adjustment of real wages (so-called internal devaluation), it facili-
tates the rebalancing of the economy (including restoring competitiveness) in the
absence of the possibility of adjusting the nominal exchange rate after the adop-
tion of the euro. However, it is important to note that in countries affected by
long-lasting negative shocks, an insufficient degree of real wage flexibility and
a labour force that is not very mobile can result in a persistent decline in employ-
ment and, consequently, in production, generating high economic and social
costs (Arpaia et al. 2016). This was experienced, in particular, by the economies of
Southern Europe after the global financial crisis. As a result, the internal devalu-
ation mechanism is much more costly for economies than the devaluation of the
nominal exchange rate.

In the case of geographic labour mobility (and therefore emigration), while it
can help restore economic equilibrium in a country affected by an asymmetric
shock, it generates enormous costs that manifest themselves through a decline
in population and strength of the state or a reduction in the long-term rate of
economic growth. Notwithstanding the foregoing, since the beginning of Euro-
pean integration, the relatively low level of population mobility compared to the
United States (Blanchard and Katz 1992; Decressin and Fatds 1995) was indicated
as one of the main weaknesses of the emerging union. Although more recent
studies draw attention to the growing role of geographical population flows in
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absorbing asymmetric economic shocks, labour mobility in Europe still remains
a weaker adjustment channel than in the United States, leading to stronger and
more lasting changes in employment and labour force participation (L’Angevin
2007; Beyer and Smets 2015).

The heterogeneity of institutions in countries in the monetary union creates the
risk that member economies will respond differently to common shocks (Abbritti
and Mueller 2013) and may be a source of cyclical divergence (i.e. desynchroni-
sation of business cycles) between its members. Counteracting the effects of such
shocks within a monetary union is particularly difficult as there is no monetary
policy tailored to the specific needs of individual member states, nor are there
exchange rate mechanisms that could support the necessary economic adjust-
ments. Meanwhile, European economies are characterised by considerable varia-
tion in labour market indicators, such as the unemployment rate, the labour force
participation rate, and the average working time. These differences result only to
a limited extent from the cyclical position of the economies (i.e. the current phase
of the business cycle), and mainly from differences in labour market institutions,
which are crucial in terms of transmission of macroeconomic shocks (Blanchard
and Wolfers 2000; IMF 2003).

Differences in labour market institutions determine the channels of adjust-
ment to macroeconomic shocks. On the one hand, institutional arrangements
that limit wage flexibility (e.g. a generous unemployment benefit system or auto-
matic indexation clauses) mean that macroeconomic shocks lead to a weaker infla-
tion response and stronger unemployment and output responses (Thomas and
Zanetti 2009, Cacciatore and Fiori 2016). On the other hand, constraints on labour
input adjustment (e.g. a high degree of employment protection or working time
regulations) limit the impact of shocks on the real economy at the expense of an
increased level of price volatility (Christoffel et al. 2009, Campolmi and Faia 2011,
Kolasa et al. 2021).

The characteristics of the Polish labour market
compared to the labour markets of EU countries

The main characteristics of the labour market in Poland differ from those
prevailing in the euro area. The labour market institutions significant for the



pace and extent of labour market adjustments in Poland include a less generous
unemployment benefit system than in other European countries, a high average
number of hours worked and the relatively low flexibility of working time, a high
percentage of people employed under fixed-term contracts, a low level of trade
union membership, and the mainly individual nature of wage negotiations.

There are significant differences between the prevalence and generosity of
unemployment benefits in EU countries. In Poland, the share of the unemployed
receiving benefits was the second lowest (after Romania) among EU countries in
2024 (Figure 21), which may result from the highly restrictive eligibility require-
ments for benefits (Figure 22). The income replacement rate for benefits is also
relatively low. It can be expected that the low generosity of the unemployment
benefit system in Poland reduces workers’ bargaining power in wage negotiations,
contributing to a reduction in wage rigidity.

Poland has the highest average number of hours worked per employee in the EU
(besides Greece) (Figure 23). This amounts to 2,000 hours per year. In the largest
euro area economies, the number of hours worked per employee is significantly
lower. In France, it amounts to 1,509 hours and in Germany to 1,331 hours. Both in
Poland and in other CEE economies, this is accompanied by a lower share of part-
time workers than in Western European countries (Figure 24). These differences
indicate that in Poland, the possibility of adjusting the number of hours worked

Figure 21. Figure 22.
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when economic shocks occur is lower than in the largest euro area economies.
In case of the loss of the floating exchange rate and autonomous monetary policy,
these labour market characteristics would increase the importance of adjustment
via more costly channels, i.e. by employment and real wages.

Figure 23.

Average hours worked per employee in 2024 in selected
EU economies
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Source: Eurostat.

Figure 25.
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Figure 24.

Percentage of part-time workers in selected EU
economies
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Figure 26.

Legal employment protection indicators for
open-ended and fixed-term contracts in 2019 (for
individual redundancies, points)
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Poland is characterised by a high percentage of people in temporary employ-
ment, although there has been a marked decline over recent years (Figure 25). In
EU countries, employment protection for this type of contract is usually lower
than for open-ended contracts (Figure 26). The literature indicates that higher
labour market duality is associated with lower productivity, as well as higher
cyclical volatility of employment and GDP (Boeri and Garibaldi 2007, Costain et
al. 2010, Kosior et al. 2016).

CEE countries, including Poland, demonstrate a lower degree of centralisa-
tion and coordination of collective bargaining (Figure 27) and a lower collective
bargaining coverage rate than other EU countries (Figure 28). As a result, wage
adjustments in these economies are more flexible and can respond more strongly
to the current economic processes. Compared to other European countries, the
degree of labour market rigidity in Poland, in terms of both employment and
wage adjustments, should be assessed as low.

Figure 27. Figure 28.
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= Centralisation Coordination

Although the relatively high flexibility of the Polish labour market is conducive
to stabilising output and inflation, these characteristics are not necessarily favour-
able in the case of participation in the monetary union. According to the studies
by Dellas and Tavlas (2005) and Campolmi and Faia (2011), high wage flexibility
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in a country joining a monetary union with high labour market rigidities under-
mines the stabilising effect of monetary policy and contributes to an increase in
business cycle volatility. This undesirable phenomenon, stemming from the differ-
ences in labour market institutions, is an additional cost of adopting the euro,
independent of the potentially suboptimal interest rate set by the central bank in
the monetary union for the economy concerned.

Abbritti and Mueller’s (2013) study provides similar conclusions — differences
in the structure of labour market institutions, both those affecting wage rigidity
and those constraining employment adjustment, reduce the effectiveness of the
common monetary policy, reduce welfare and increase the volatility of differences
in unemployment and inflation across member countries.

The experience of labour markets in euro area countries
in the aftermath of the global financial crisis

Particularly instructive lessons on the costs of accession to the euro area
for labour markets are provided by the experience of some euro area countries
following the global financial crisis.

Figure 29. Figure 30.
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Before the outbreak of the global financial crisis, the unemployment rate in the
majority of euro area countries followed a downward trend. Among the 12 econ-
omies of the euro area at that time, the average unemployment rate in 2007 was
the lowest since its establishment, at 7.5%. The unemployment rate in Greece was
3.5 pp lower, in Italy 5.6 pp lower and in Spain 7.3 pp lower than in 1999.

However, the global financial crisis revealed structural weaknesses in labour
markets (especially in the Southern European countries) which were previously
obscured by favourable business cycle conditions associated with excessively low
interest rates for some economies in this currency area. Thus, the relatively low
level of unemployment observed before the global financial crisis was mainly
caused by cyclical factors, while the structural problems in terms of both human
capital and labour productivity and labour market flexibility remained unre-
solved (Figure 29). A particularly noticeable weakness of the labour markets of
some euro area countries was the low level of human capital. Before the crisis in
Spain, approximately 31% of people aged 18—-24 left education at primary or basic
vocational level, of which around two-thirds immediately entered the ranks of the
working population® (Figure 30).

Capital inflows to the countries of the South and low interest rates drove an
increase in activity in the low-productivity, labour-intensive sectors of construc-
tion and tourism at that time. Manasse and Katsikas (2018) highlight, among
other things, stagnant productivity growth in Portugal and Greece and poorly
functioning labour market institutions related to collective bargaining and
employment and dismissal procedures in Portugal, Greece and Spain. Mostly as
a result of the high level of protection against dismissal of workers with open-
ended contracts, the share of temporary contracts in total employment reached
a significant level, amounting to 31.6% in Spain and 22.3% in Portugal. This was
particularly common in the case of the youngest workers. In the 15-24 age group,
temporary employment accounted for 62.7% of total employment in Spain and

21 Early school leaving was also common in Portugal, Malta, and Italy. After the global financial crisis, the duration
of school education clearly increased: in 2023, approximately 14% of young people in Spain did not continue
their education at secondary level, i.e. only slightly more than in Germany (although still twice as many as in the
Netherlands).
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53.1% in Portugal. Moreover, compared to Northern Europe, Southern European
countries had a low share of part-time employment, despite the prevalence of
temporary contracts and “quasi” self~employment in these countries (Gialis and
Leontidou 2016).

Figure 31. Figure 32.

Unemployment rate in euro area countries in December 2007 Rate of employment in the period 2007 Q4-2015 Q4
and in the month when it peaked (%) (2007 Q4=100)
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The outbreak of the global financial crisis affected labour markets in the EU
member states and in euro area countries to a varying extent. The downturn in
economic activity taking place since mid-2008 led to a sharp rise in unemploy-
ment (Figure 31) and a decline in employment (Figure 32) in many economies. The
strongest downturn, and at the same time the strongest increase in the unemploy-
ment rate in the years 2008-2009, took place in the Baltic states. The unemploy-
ment rate increased by 9.8 pp in Latvia and 8 pp in both Lithuania and Estonia.
At the same time, the response of the labour market varied significantly in this
period between countries where the scale of decline in production was similar
(Figures 33-34). In other CEE countries which experienced the sharpest decline
in the output gap, the unemployment rate increased by only 2.5 pp and 1.1 pp,
respectively.



Figure 33. Figure 34.

Change in the output gap (vertical axis, pp) Change in the output gap (vertical axis, pp)

and change in the unemployment rate and change in the unemployment rate
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Differences were also observed among the “old Union” economies. In Germany,
the unemployment rate increased slightly (by 0.3 pp). Job retention was facilitated
by the short-time working scheme (Kurzarbeitergeld), whereby employees received
a part of their remuneration for hours not worked and all of their remuneration
for hours worked. Spain and Ireland recorded a significantly higher increase in the
unemployment rate (by 6.6 pp and 5.8 pp, respectively). In addition to the bursting
of the real estate bubble, the sharp rise in unemployment was also driven by the
significant duality of the labour market in Spain (resulting in mass redundan-
cies of poorly protected workers employed on temporary contracts) and the high
flexibility of hiring and firing in Ireland. As Arpaia and Curci (2010) indicate, the
pattern of inflows into unemployment (job destruction) and outflows from unem-
ployment (job creation) also varied between EU countries. Rapid job destruction
took place in Spain and Ireland, as well as in the Baltic states, albeit to a smaller
extent. On the other hand, flows in both directions increased in the Nordic coun-
tries, while Germany and Italy did not experience major fluctuations.

In the following years, the situation in the labour markets also varied consid-
erably. It was affected, among others, by the state of public finances, the finan-
cial system and the real estate market. At the same time, wage and employment
flexibility were important for the pace of recovery. In the Baltic economies, the
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unemployment rate started to rise in mid2008 and then began to fall from the
high levels as early as in the second half of 2010. The Southern European coun-
tries (Greece, Italy, Portugal and Spain) also experienced a debt crisis in the after-
math of the financial crisis, compounding the decline in employment. As a result,
the unemployment rate in these countries reached its peak much later: in Greece
a maximum of 28.2% in July 2013, in Spain 26.4% in February 2013, in Italy 13.2%
in November 2014 and in Portugal 18.3% in January 2013. The lowest unemploy-
ment rates were recorded in Luxembourg (a peak of 6.6% in May 2015), Austria
(6.9% in August 2016) and the Netherlands (8.7% in February 2014). In the countries
of the South, a growing percentage of the unemployed experienced increased diffi-
culties in finding a job. Just before the crisis (in 2007 Q4), long-term unemploy-
ment accounted for 19.5% of total unemployment in Spain, while in 2014 Q4 this
percentage increased to 56.4%. In Ireland, the share of long-term unemployment
rose from 29.2% to 56.4% over this period, and in Greece from 49.4% to 73.2%. In
Germany, where the impact of the crisis on the labour market was relatively mild,
the share of long-term unemployment decreased (Figure 35).

For labour markets, the losses caused by unstable booms have proven long-term.
In some economies, employment did not recover to pre-crisis levels for many years
(Figure 32). In Greece, employment in 2024 Q3 continued to remain 6.5% below
the levels of 2007 Q4. The financial crisis particularly affected young people. The
employment rate among people aged 1524 dropped significantly, and in Southern
European countries it did not return to its pre-crisis level until 2024 Q3 (Figure 36).



Figure 35.
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Figure 36.
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A significant determinant of the risks associated with belonging to the single
currency area is the degree of synchronisation of the business cycle. When busi-
ness cycles differ between economies sharing a common currency (e.g. different
amplitudes, lags or accelerations), the monetary policy pursued jointly for the
entire currency area becomes suboptimal for some of these economies (Walters
1986, 1990).

In the euro area, the synchronisation of business cycles between individual econ-
omies is relatively high, but incomplete (Palenzuela et al. 2024). Obviously, during
severe economic shocks, such as the pandemic or the global financial crisis, GDP
in individual euro area economies changes in the same direction. However, the
scale of this change varies significantly between economies. For example, in 2020,
the change in GDP varied strongly although all euro area economies were affected
by the pandemic crisis. In Spain, GDP fell by nearly 11%, in Germany by slightly
over 4%, while in Lithuania GDP remained unchanged. The different magnitudes
of the response of the euro area economies to the same shocks result in particular
from the structural differences between them.

Importantly for the economies adopting the euro, available studies (Miles
and Vijverberg 2018) indicate that adopting the euro does not affect the degree
of synchronisation of business cycles, or that the impact was only short-lived and
concerned the period preceding the global financial crisis (Guerini et al. 2023).

To examine the degree of synchronisation of business cycles between Poland
and individual EU countries and the euro area, correlation coefficients of cyclical
components?? of GDP (Figure 37) and industrial output (Figure 38) were used.

Two key conclusions emerge from this analysis. Firstly, the synchronisation of
Poland’s business cycle with that of the euro area was limited in the period under
review. In the case of Poland, the correlation coefficients of business cycles in the

22 For this purpose, the Hodrick-Prescott filter was applied. Next, linear correlation coefficients of the cyclical
components were calculated: i) for the entire analysis horizon and ii) in rolling 8-year windows.



Figure 37.

Correlation of the GDP cyclical component between EU countries and the euro area as a whole
in the years 1995-2019
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Figure 38.

Correlation of the cyclical component of industrial output between EU countries and the euro area
asawholeintheyears1995-2019
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years 1995—2019 amounted to 0.6 for GDP and 0.8 for industrial output.? Secondly,
the synchronisation of the business cycle between Poland and the euro area as
a whole was lower than in the case of most EU countries during the period under
review.

This means that the adoption of the euro by Poland would pose a serious risk
that the ECB’s monetary policy would not be adequate for Poland. This risk is
greater due to the fact that:

« as the results of studies by Cieslik and Teresiniski (2020) indicate, economic
volatility in Poland and the euro area often stems from different economic
shocks;

- the high degree of synchronisation of business cycles in Europe is accom-
panied by significant differences in long-term trends: on average, Poland is
characterised by a higher growth rate of GDP and its components as well
as industrial output than the euro area countries. In the years 20132019,
average annual GDP growth in Poland amounted to 3.9%, compared to
1.6% in the euro area. Also, after the outbreak of the COVID-19 pandemic,
Poland’s GDP recovered faster, reaching 2019 levels in 2021 Q1 compared to
2021 Q3 in the euro area. By 2025 Q2, Poland’s GDP had increased by 15.8%
from 2019 Q4, compared to an increase of only 6.0% in the euro area (Figure 39).

Similar differences in long-term trends are also evident in individual compo-
nents of GDP: consumption (Figure 40), investment (Figure 41) and exports
(Figure 42). A comparison of the growth rates of industrial output also shows
significant differences — in the years 2013—2019, industrial output in Poland grew
by an average of 5.2% per year, while in the euro area it grew by an average of 1.2%
(Figure 43). In addition, the gap has become deeper since the beginning of the
pandemic — between December 2019 and April 2025, average annual growth in
industrial output was 4.3% in Poland and 0.5% in the euro area. In April 2025, the
level of industrial output in Poland was 25.9% higher than in December 2019, while
in the euro area it was only 2.8% higher.

23 Due to lower data availability, the correlation coefficient for employment levels was calculated using data from
2000-2019.



Figure 39.
Real GDP in Poland and the euro area (index, 2019 Q4=100)
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Figure 40. Figure 41.
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Figure 42. Figure 43.

Exports of goods and services in Poland and Industrial outputin Poland and in the euro area
inthe euro area (index, 2019 Q4=100) (index, 2019 M12=100)
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Another important conclusion of the analysis is that joining the euro area has
not directly affected the degree of synchronisation of business cycles in the CEE
countries. The correlation coefficients of the cyclical components of industrial
output of Slovakia, Estonia, Latvia and Lithuania (Figure 44) did not fluctuate
much in the years 2001—2017. In particular, no changes were apparent enough
to be directly attributable to the accession of these countries to the euro area
(in 2009, 2011, 2014 and 2015, respectively). Importantly, after 2009% the level of
convergence of business cycles in the CEE countries that adopted the euro fell
significantly more sharply than in the CEE countries that did not adopt the euro.
This was particularly the case of the Baltic states: Lithuania, Latvia, and Estonia
(Figure 44). From 2020 onwards, due to the COVID-19 pandemic, on the one hand,
industrial output correlations between the Baltic economies and the euro area
increased compared to 2018 and 2019 levels (as a result of the strong symmetric
external shock), but on the other hand, they still remained significantly lower than
in the other CEE countries: Poland, the Czech Republic, Romania, and Hungary.

24 Data for the period of the global financial crisis (2007-2009) disappeared completely from the sample from 2017
onwards as a result of the shift of the rolling 8-year time window towards more recent readings, i.e. 2010-2017.



Figure 44.
Correlation coefficients of industrial output between CEE countries and the euro area
(rolling 8-year windows)
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Fiscal policy issues play an important role in the literature on monetary unions
(Kenen 1969). This is because accession to the euro area and abandoning national
monetary policy makes fiscal policy the main tool for stabilising the economy in
the event of asymmetric shocks.

The stabilising role of fiscal policy is implemented via two channels. The first
channel comprises automatic business cycle stabilisers, i.e. mechanisms built
into the fiscal system that automatically result in an improvement in the budget
balance in the recovery phase and its deterioration in the downturn phase. The
second channel is discretionary fiscal policy, i.e. legislative changes undertaken by
the government and parliament that affect aggregate demand. According to ECB
estimates, in euro area countries, automatic stabilisers smooth out between 10%
and 35% of the typical shock to GDP (ECB 2021).

To achieve a stabilising effect, discretionary fiscal policy should be tightened
during economic recovery and eased during downturns or at least remain neutral.
As indicated in the literature, the establishment of the euro area and European
fiscal rules was underpinned by the assumption that the stabilising role of fiscal
policy in euro area countries would be implemented primarily through the
symmetric effects of automatic stabilisers throughout the economic cycle (ECB 2021).
Discretionary policy, on the other hand, was to remain neutral apart from excep-
tional cases.

In practice, however, governments also use fiscal tools for purposes other than
mitigation of cyclical fluctuations, including those related to meeting social expec-
tations. In particular, such a trend may be present during the recovery phase,
when the authorities have additional tax revenue available. Stimulating demand
during the recovery rather than reducing the deficit in this period has a pro-cy-
clical effect and exacerbates cyclical fluctuations. The study of the cyclical nature
of fiscal policy in euro area countries in the years 1999—2015 (Eyraud et al. 2018)
shows that in more than half of the cases the policy pursued was pro-cyclical.
Moreover, the authors confirmed that the response to the cycle was asymmetric,
with a stronger tendency for policy easing in the recovery phase than the propen-
sity to tighten policy in the downturn phase. This asymmetry results in a build-up



of public debt. The tendency of fiscal policy easing during the economic recovery
was clearly evident in the period of favourable economic conditions in the Euro-
pean economy before the COVID-19 pandemic. This was pointed out by the Euro-
pean Fiscal Board in its reports (European Fiscal Board 2018, 2019), indicating that
in 2018, more than 40% of higher-than-expected general government revenue in
euro area countries was used to increase expenditure rather than to reduce the
deficit (Figure 45).

Figure 45.

Non-discretionary government expenditure revision and revenue surprise in euro area countries compared to
the 2018 plan (% GDP)
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Note: the figure only includes countries with a positive revenue surprise compared to the planin 2018 (17 out of 19 euro area countries).
Source: European Fiscal Board (2019).
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Uneven possibilities to conduct a stabilising fiscal policy

The ability to pursue a stabilising fiscal policy, and in particular, to support
economic activity during the recession phase via fiscal stimulus, depends on the
fiscal space available to the country.®

When the public debt-to-GDP ratio is already high at the outset and is on an
upward path, an attempt to implement fiscal expansion may face a negative
response from investors, who will demand a higher risk premium. This could
trigger a self-fulfilling prophecy, whereby the increase in risk premium leads to
higher costs of servicing the public debt, resulting in even faster growth of public
debt until it becomes impossible to halt this growth. The probability of such
a negative feedback loop in the euro area countries is greater because countries
belonging to the monetary union issue debt in a currency over which they have
no control (De Grauwe 2011). Consequently, the central bank of such a country
loses its autonomy to conduct bond purchases and cannot act as a lender of last
resort. Such a situation, as perceived by investors, may increase the risk of sover-
eign default, in effect increasing the cost of servicing public debt, and limit the
scope for expansionary fiscal policy during a crisis. Certain Southern European
economies were caught in such a trap during the global financial crisis (e.g. Spain,
Portugal, and Italy). Despite a sharp decline in activity, these countries could
not pursue an expansionary fiscal policy to mitigate the scale of the crisis. On
the contrary, they were forced to carry out fiscal tightening, which deepened the
recession and resulted in a dramatic rise in unemployment.

At the same time, studies indicate that there is no clear impact of euro area
accession on sovereign investment risk (Glapinski 2024). Indeed, examples can be
cited of countries whose rating — despite their entry into the euro area — was down-
graded (Italy, Slovenia). At the same time, the ratings of Poland and the Czech
Republic were upgraded, despite their remaining outside the euro area (Figure 46).
Studies show that membership of the euro area could have contributed to a higher
rating; however, this took place only in the early years of the functioning of the
euro area. In subsequent years, i.e. when the risks of adopting the euro had fully

25 Fiscal space means additional resources that the general government sector is able to provide (usually by issuing
new debt) without jeopardizing sustainability of its financial position or the stability of the economy.



Figure 46.
S&P ratings for Poland and selected EU countries
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emerged, the impact of euro area membership on the ratings was no longer statis-
tically significant (IMF 2015, Erhart 2021).

As a consequence, the ability to pursue a stabilising fiscal policy varies between
euro area countries. An example is the size of the fiscal packages introduced in
EU countries in response to the COVID-19 pandemic. Their scale was significantly
lower in countries with high public debt. Also, the level of public debt currently
exceeds 100% of GDP in some euro area countries and is following an upward
trend (Figure 47), so it can be judged that the space for the safe financing of fiscal
expansion is limited.
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Figure 47.

Extrapolation of public debt-to-GDP ratios for selected euro area countries
(% of GDP)
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From a purely model and theoretical point of view, the above challenges related
to the lack of possibility to pursue a countercyclical fiscal policy could be solved
by the creation of the so-called fiscal union. In reality, such a union would mean
that economies affected by strong asymmetric shocks could receive fiscal transfers
from other economies in the monetary union, helping to limit the adverse effects
of these shocks. However, in practice, the creation of such a form of fiscal union
seems impossible for political reasons. Indeed, the societies in individual states of
the monetary union would not accept significant fiscal transfers to other coun-
tries. Equally importantly, even if such transfers were to become possible, they
would not solve the problem of the loss of competitiveness that monetary union
economies often experience as a result of the lack of an exchange rate devaluation
mechanism.



Challenges to pursuing countercyclical fiscal policy in the context
of the need to increase expenditure on national defence

The current geopolitical situation poses significant challenges to fiscal policy,
which may further complicate countercyclical fiscal policymaking. Indeed,
EU countries need to increase expenditure on national defence (Figures 48-51) in
light of the declaration of NATO members of June 2025 to raise this expenditure
to 5% of GDP and the European Commission’s plan of March 2025 to strengthen
the defence capabilities of EU member states (ReArm Europe). The EC document
envisages, among other things, exempting increased needs in this area from the
constraints of European fiscal rules. Ensuring the countercyclical impact of fiscal
policy while increasing defence expenditure would require other categories of
general government revenue and expenditure to be adjusted accordingly.

Figure 48. Figure 49.
National defence expenditure in the EU Defence expenditure of EU NATO member states
and in Poland (% of GDP) in 2024 (estimates, % of GDP)
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Source: European Defence Agency. Source: NATO.
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Figure 50. Figure 51.

Defence expenditure of selected countries in 2023 Defence expenditure of selected countries planned
(% of GDP) for 2024 (USD billion)
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Fiscal rules in the EU and in the euro area

Fiscal policy remains the domain of the member states under EU fiscal rules.
Compliance with fiscal rules is assessed by the European Commission and other
member states in the Ecofin Council (EU finance ministers). At the same time,
a high level of discretion in the decisions of EU bodies and the optional nature of
sanctions for non-compliance is observed.

The legal basis for the functioning of the European fiscal rules, the Stability
and Growth Pact (SGP), is the Treaty on the Functioning of the European Union.?
Combined with the provisions of secondary legislation, it stipulates that EU coun-
tries should strive to keep general government deficits below 3% of GDP and
public debt below 60% of GDP. When the deficit exceeds the reference value and/
or the debt exceeds the reference value and is not reduced at a satisfactory pace,
an excessive deficit procedure (EDP) is launched for the country concerned, which
sets a deadline for the reduction of excessive deficit.

26 Articles 119-144 and Protocol no. 12; TFEU.



Following the 2024 SGP reform? (new economic governance framework), the
basic indicator used to assess progress in meeting the recommendations of the
excessive deficit procedure will be primary net expenditure, i.e. expenditure
adjusted, among others, for EU funds and part of the national co-financing of
projects implemented with the participation of these funds, discretionary revenue
changes, debt servicing costs and one-off factors. The European Commission will
set reference medium-term net expenditure paths individually for each country
where the public deficit and/or debt exceeds 3% and 60% of GDP, respectively.?
These paths will take into account the requirement to reduce the excessive general
government debt-to-GDP ratio (by 0.5-1.0 pp of GDP per year, i.e. more gradu-
ally than before the reform) and improve the structural balance by at least 0.5 pp
of GDP?® per year if the deficit exceeds the 3% of GDP reference value. For other
countries, the EC may, on request, present a technical path to ensure that public
finance remains stable in the medium term.

The rules for disciplining EU countries that fail to comply with the recommen-
dations under the excessive deficit procedure differ for euro area countries and
other EU members. In the case of euro area countries, the Ecofin Council may
impose financial penalties at the request of the European Commission. The use of
such sanctions was provided for in the Maastricht Treaty3°, of which the Protocol
on the Excessive Deficit Procedure was part. The baseline level of the financial
penalty under this procedure amounts to 0.2% of GDP but can be increased to
a maximum of 0.5% of GDP in certain cases. So far, this sanction has not been
applied, despite the fact that in many countries the public finance sector deficit
has repeatedly exceeded 3% of GDP, and in some countries this has been the case
for most of the years of their membership of the euro area3' This was the case
in Greece (17 times), Spain (16 times), France (19 times), Portugal (17 times), and

27 Regulation (EU) 2024/1263 of the European Parliament and of the Council of 29 April 2024 on the effective
coordination of economic policies and on multilateral budgetary surveillance and repealing Council Regulation
(EC) No 1466/97.

28 The paths were presented by the Commission in June 2024.
29 In the transitional period until 2027 of the primary structural balance.
30 Treaty on European Union (Maastricht Treaty). Official Journal of the European Communities, C 191, 29.07.1992

31 On the basis of currently available data, in some countries (in particular, Greece and Portugal) in the years
2000-2008, the initially published deficit figures for public finance in subsequent years were subject to significant
upward revisions.
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Slovakia (9 times). Moreover, since 20133* the draft budget laws of the euro area
countries have been subject to annual assessment by the European Commission
each autumn in terms of compliance with the SGP. The Commission may request
a new proposal if, in its opinion, the implementation of the assumed fiscal stance
would imply serious non-compliance with the fiscal policy requirements. This situ-
ation has only occurred once.3

In addition to the financial penalties that are included in the Stability and
Growth Pact, there is another mechanism for enforcing fiscal policy rules, i.e. the
macroeconomic conditionality mechanism of the EU Structural Funds. This mech-
anism applies to all member states and involves the possibility of suspending EU
funds in the event of a member state’s persistent failure to comply with the recom-
mendations of the EU economic governance procedures (excessive deficit proce-
dure and macroeconomic imbalance procedure).

Enforcement of the disciplinary provisions of the Stability and Growth Pact has
faced obstacles almost since the inception of the euro area in 1999. Neither finan-
cial penalties under the SGP nor penalties in the form of suspension of EU funds
for non-compliance with the recommendations of the EU economic governance
procedures have been applied since the creation of the euro area. The autumn of
2024 was the first time when EU member states3* submitted their medium-term
budgetary and structural plans containing expenditure paths in line with the new
requirements and the European Commission approved them (with the exception
of the plan submitted by the Netherlands, which means that the technical path
defined by the EC will apply). It will only be possible to assess the functioning of
the reformed fiscal rules once it is known how well countries are implementing

32 Regulation (EU) No. 473/2013 of the European Parliament and of the Council of 21 May 2013 on common provisions
for monitoring and assessing draft budgetary plans and ensuring the correction of excessive deficit of the euro
area Member States.

33 This situation has only occurred once. In Italy, a new draft budget act was adopted after an agreement was reached
with the EC, in which the general government deficit target for 2019 was reduced from 2.4% to 2.0% of GDP
(compared to the EC initial position of 1.8% of GDP), to ensure that one of the highest public debt-to-GDP ratios in
the EU was reduced accordingly.

34 With the exception of Germany, Belgium, Austria, Lithuania, and Bulgaria — due to parliamentary elections or the
formation of a new government. On the other hand, in the case of Hungary, the process of assessing the medium-
term budgetary and structural plan was extended, due to the EC’s reservations concerning the content of the plan
and the reliability of the projections adopted in it.



their medium-term plans (the EC made its first assessment in spring 2025) and
what disciplinary steps the EC will take in the event of any potential deviations.
However, it should be borne in mind that the Treaty provisions on the excessive
deficyt procedure®, including financial penalties, have not changed; therefore,
there is no reason to expect significant changes in the application of European
fiscal rules.

In conclusion, the proposal to “replace” the stabilising function of monetary
policy after joining the euro area with a counter-cyclical fiscal policy is unrealistic.
The best evidence is the fiscal policy of the euro area countries applied to date,
which has often been pro-cyclical. This is primarily due to the fact that the policy
has to reconcile the aim of stabilising the business cycle with the pursuit of other
important government objectives. There is no reason to expect that this state of
affairs will change, particularly in the light of the geopolitical challenges currently
facing EU countries, which require them to invest more in national defence.

35 The 2024 SGP reform allows the launch of the EDP (due to a breach of the public debt reference value) in the
event of non-compliance with the expenditure path determined in the approved medium-term budgetary and
structural plan.
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The subject of the functioning of energy markets seems distant from that of
monetary unions. Consequently, this topic has not been addressed in the economic
literature to date. However, the last few years, in which the European economies
experienced a strong energy shock and inflation rose in many of them to the
highest levels for decades, have clearly shown how important the functioning of
energy markets is for the individual economies, including the price developments.
At the same time, the EU climate policy - if not revised — will also have a strong
and asymmetric impact on the individual euro area and EU economies in the
years and decades to come. Presented below is an analysis of the challenges posed
by the divergent functioning of the energy markets and climate policy to the func-
tioning of the monetary union.

The analysis should begin with the assertion that the EU economies differ
significantly in terms of energy supply (sources of energy, natural conditions,
dependence on energy imports and their directions), relative energy demand (e.g.
industrialisation or the share of energy-intensive industries*®), as well as regula-
tory aspects (e.g. price controls).

Conventional power plants are the main source of electricity in the EU. Estonia
and Poland are particularly dependent on the combustion of fossil fuels and
biomass, with hydrocarbons accounting for 75%% of energy production, compared
to an EU average of 37%. On the other hand, in seven EU countries they account
for no more than 25% of electricity production. Nuclear power plants, meanwhile,
are the most important source of electricity in France, Finland, and Belgium,
as well as in five CEE countries. However, as many as 16 EU members, including
Poland and the Baltic states, but also Germany and Italy, do not currently operate
nuclear power plants. Solar, wind and geothermal power plants provide about 27% of

36 Energy-intensive goods include products of the chemical industry, metal processing, refined petroleum products,
non-metallic mineral processing, paper products, food processing, automotive manufacturing, wood products,
basic metal products, rubber and plastic products, and electrical appliance manufacturing.

37 Electricity source data refer to 2023.



electricity in the EU and about 21% in Poland. Yet, they are of negligible impor-
tance in about half of the CEE economies. On average, in the EU, hydroelec-
tric power plants account for approximately 13% of electricity generation, but in
11 EU countries, including Poland and Germany, their importance is marginal.

Energy intensity (i.e. the energy required to produce a unit of GDP) and green-
house gas emissions per capita vary more than twofold between EU economies. In
Poland, the energy intensity of the economy was 12% higher than the EU average.
The above-average energy intensity of most CEE economies is due, among other
things, to their geographic conditions, less technologically advanced infrastruc-
ture and a significantly higher share of industry in gross value added (GVA, approx.
23% in 2024) than in Western European countries (approx. 18.5%). Additionally, in
some CEE countries, energy-intensive industries accounted for more than 15% of
GVA in 2019, more than twice as much as in the Netherlands, France or Greece.
On the other hand, the richest countries (Luxembourg, Denmark, Austria) have
the highest per capita greenhouse gas emissions in the EU. At the same time, emis-
sions in, for example, Estonia, Poland, and the Czech Republic are higher than in
Germany. Irrespective of the wealth level, lower emissions were observed in econ-
omies that make extensive use of nuclear and hydroelectric power.3

Differences in the carbon intensity, energy intensity and flexibility of production
processes reflect different natural conditions and, above all, are a consequence
of past investment decisions and the choice of particular technologies which are
costly to change. At the same time, there are no transfer or insurance mechanisms
to mitigate shocks to the energy markets between the EU or euro area economies.
The largest instrument of its kind, i.e. the Modernisation Fund, dedicated to 11
CEE countries as well as Portugal and Greece, does not have sufficient resources
to significantly support the balancing of differences in the carbon emission and
energy intensity of economies. On the other hand, the possibilities of energy flows
between countries remain limited by regulatory diversity and the fragmentation
of only partially integrated transmission networks.

The diversity of the energy markets of the EU and euro area economies means
that common shocks affect member state economies asymmetrically. This makes

38 Sweden is one of the EU’s least carbon-intensive economies. Per capita emissions in Croatia, Latvia, and Romania
(i.e. in economies using hydroelectric and nuclear power plants) were at least 40% lower than in Poland in 2023 and
are among the lowest in the EU.
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it more difficult to carry out a single monetary policy, increasing its inadequacy
to meet the needs of national economies. The best example was the energy crisis
following Russia’s aggression against Ukraine, which affected production costs,
consumer prices, production levels, and the competitiveness of European econo-
mies to varying degrees.

Energy prices for households responded at different speeds and magnitudes
to changes in wholesale energy prices. In addition, governments used fiscal and
administrative instruments independently of each other to mitigate the effects of
price increases, while their magnitude was mainly determined by the fiscal space.
As a result, in September 2022, household energy price growth according to the
HICP ranged from 0.0% y/y to 113.8% y/y with average energy price growth at 39.4% y/y.
This compares with average energy price growth of 1.2% y/y in 2019, while its vari-
ation was 10 times smaller3® The spread of HICP inflation across EU countries
increased from approximately 3.7 pp in 2019 to 14.8 pp in 2022 and reached 22.7 pp
in March 2023. In addition, wage expectations increased following the rise in the
cost of living.

However, while the central banks in Poland, the Czech Republic, Hungary, and
Romania raised interest rates as early as 2021, the euro area Baltic states (where
inflation was for a long time the highest in the EU) waited until July 2022 for the
ECB to raise interest rates, and the scale of the increase was noticeably lower than
in the CEE countries with their own currency.

The divergence of changes in producer prices has also contributed to changes
in the relative competitiveness of economies* and the varying sensitivity of
economies to energy shocks has also contributed to an increase in the diversi-
fication of their cyclical position. This results from the varying impact on both

39 The highest increases in energy prices for households (according to HICP) were recorded in 2022 in the
Netherlands (71%), Estonia (65%), Belgium (58%), and Italy (51%). In total, in the years 2021-2024, the highest
growth of household energy prices was recorded in the Czech Republic (70%), Estonia (65%), and Poland (46%).
Excluding Malta (where fixed energy prices were ensured by, among others, long-term contracts for the supply of
commodities), the total growth in energy prices was the slowest at that time in Sweden (7%) and Spain (8%), while
Portugal, Finland, and Croatia it as under 20%. In 2024, the differences in energy price growth across EU countries
as measured by the HICP were still 2.5 times higher than in 2019.

40 Electricity prices for enterprises rose much more sharply between 2021 H1 and 2024 H1 in Hungary (by 170%),
the Czech Republic (100%), and Poland (82%) than, for example, in Spain and Germany (by 25%). Even excluding
extreme cases, the cumulative growth of electricity prices for enterprises between 2021 H1 and 2024 H1 ranged
from approximately zero to more than 100% in EU countries.



real disposable income and the profitability of production and demand for indus-
trial goods. Mainly as a result of the energy crisis, in the period from 2021 Q3 to
2024 Q3 there was a 5% decline in industrial GVA in German industry (even more
in some CEE countries), while in Spain, where both the role of energy-intensive
industry and the increase in energy prices were relatively small, GVA in industry
in 2024 Q3 was almost 7% higher than in 2021 Q3.

Also, the tightening of the EU climate policy will have an asymmetric impact
on individual EU economies. It should also be expected that due to their higher
carbon intensity and energy intensity, the CEE economies will be more severely
affected by the EU climate policy than Western European countries. In particular,
the EU climate policy will increase energy prices and inflation in general, and also
have a stronger negative impact on GDP* as well as deteriorate competitiveness.

DZubur and Pointner (2024)* indicate that an increase in the cost of CO2 emis-
sions sufficient to meet the Fit for 55 targets by 2030 will entail a 6.4% increase in
consumer prices in the euro area relative to the baseline scenario. At the same
time, in the analysed group of euro area economies, it will range from 4% in
France, Portugal, and Finland to over 10% in Croatia and Belgium and over 16% in
Slovakia. While DZubur and Pointner (2024) expect a loss of approximately 2.2% of
GDP on average in the euro area, in Slovakia the loss is expected to exceed 4.5% of
GDP.

According to Rabobank estimates (2022), an increase in EU carbon prices by
USD 150 per tonne of CO2 is expected to contribute to a 2.9% decline in EU GDP on
average, with GDP falling much more sharply than in the baseline scenario in the
CEE economies: by 5.9% in Poland, 5.7% in the Czech Republic, and almost 4% each
in Romania and Hungary.#* In such a scenario, Poland and the Czech Republic
would experience a decline in exports of approximately 6.4%, and Hungary and
Romania of more than 5%.

41 Compared to if climate policy were not tightened.
42 The survey does not include estimates for countries outside the euro area, including Poland.

43 Greece is the “old EU” economy where the impact of emission price increase would be the highest (9.1%).



82

Considering the foregoing, it can be expected that the energy market will
remain an important element shaping the economic processes in individual
economies in subsequent years. Shocks in these markets will asymmetrically
affect European economies. This is another argument for maintaining a floating
exchange rate that can mitigate the effects of asymmetric shocks on the compet-
itiveness of economies and for maintaining autonomy in the conduct of interest
rate policy, which can be adjusted appropriately to price developments in the
economy affected by changes in energy prices.



The analysis presented in the previous chapter shows that the adoption of the
euro may pose significant risks to macroeconomic stability. Importantly, these
risks are not just theoretical. The experience of countries that were affected by
severe crises in the years 20072015 shows that joining a monetary union and the
associated rapid decline in financing costs carries the risk of significant macroeco-
nomic imbalances that could lead to a severe economic collapse. At the same time,
in the event of a negative shock, the euro area economies affected by the crisis do
not have the possibility of to devalue their exchange rate, which would allow them
to limit the extent of the fall in activity and the rise in unemployment. These risks
are presented below using the examples of Spain, Slovakia and the Baltic states.

Spain’s unsustainable credit boom and its consequences

Spain was one of the 11 countries that created the euro area in 1999. The adop-
tion of the single currency was a driver of economic activity in this country in the
short term through a decline in interest rates (Figure 52). In the period preceding
the creation of the euro area and subsequently in the first years of the functioning
of the European monetary union, Spain’s economy entered a period of rapid
economic growth. (Figure 53). The average annual GDP growth rate in the years
1996—2007 was 3.7% y/y, compared to an average of 2.3% in the euro area countries
at that time. As a result, Spain clearly managed to catch up with the wealthier
countries of Europe (Figure 54). GDP per capita according to purchasing power
parity increased from 77% of the euro area figure in 1996 to 92% in 2007. At the
same time, the labour market situation clearly improved. The unemployment rate
dropped from over 21% in early 1995 to 8% in mid-2007 (Figure 55).
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Figure 52.

Yields on 10-year government bonds and average
interest rate on housing loans in Spain
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Figure 54.
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Figure 53.
GDP in Spain and EA-12 (index, 1999=100)
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However, this dynamic economic growth was associated with the build-up
of deep imbalances. Investors misjudged that the elimination of exchange rate
risk was also associated with the elimination of investment risk. This resulted
in a significant inflow of foreign capital, mostly into the financial sector. The
dynamic growth of domestic demand, especially investment demand in the first
years after the adoption of the single currency, resulted in an increase in the
current account deficit (Figure 56). Consequently, Spain’s net foreign liabilities
increased from approximately 20% of GDP in 1995 to 97% of GDP in 2009. More-
over, exchange rate fixing under the economic boom accompanied by rapid wage
and price growth resulted in a decline in the economy’s price competitiveness
(Figure 57). This was an additional factor affecting the deterioration of the foreign
trade balance. In the years 1999—2009, Spain’s nominal unit labour costs increased
by almost 40%, while the real effective exchange rate appreciated by almost 20% in
the years 2000—2009.

The lower financing costs and the capital inflows as a result of adopting the euro
also created imbalances in the real estate market. The inflow of relatively cheap
capital to the banking sector and the increase in household income translated into

Figure 56. Figure 57.
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the expansion of credit. This was particularly the case for housing loans which
increased by more than two and a half times in the years 2003—2009. The savings
bank system (cajas de ahorros), which operated in parallel to the commercial
banking sector and under less centralised supervision, was largely responsible for
boosting lending activity. As a result of lending expansion, the price of 1 sq.m of
housing in Spain almost tripled in the years 19992009 (Figure 58). The construc-
tion boom, however, was not limited to the housing market. It also took place in
the case of government and especially local government investment. However, the
high expenditure on infrastructure was not always well-planned and aligned with
the needs of the residents.

Figure 58. Figure 59.
Average house price per 1sg.m (EUR) and housing General government balance and debt
loan supply (as of end of the quarter, (% of GDP)
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The high level of macroeconomic imbalances meant that the Spanish economy
was particularly severely affected by the financial crisis. The immediate trigger
for the economic downturn was a halt in foreign capital inflows, higher financing
costs and conditions, and falling real estate prices. Furthermore, the loss of
export competitiveness caused by rapid wage growth in the years preceding the
crisis meant that, under a fixed exchange rate regime, it could only be restored
by reducing costs, primarily real wages. GDP in the period from 2008 Q1 to 2013



Q3 decreased by 8.9%, which marked a return to 2005 levels.4 At the same time,
the situation on the labour market clearly deteriorated. The unemployment rate
rose from approximately 8% in mid-2007 to over 25% in the first half of 2013 and
exceeded 55% among people under 25 years of age.

A consequence of the global financial crisis was also the collapse of the public
finance sector. In the first years after the adoption of the euro, the situation of the
public sector in Spain was gradually improving. The decline in financing costs and
rapid economic growth driven by foreign capital inflows resulted in the general
government balance improving from a 6.8% deficit in 1995 to a 2.1% surplus in 2007,
with public debt declining from 61.6% to 35.7% of GDP during this period (Figure 59).
The situation deteriorated rapidly with the outbreak of the financial crisis. As
aresult of a decline in budget revenues and increased spending (e.g. to bail out the
financial sector) amid a prolonged economic slump and higher financing costs due
to the debt crisis, the condition of public finance deteriorated significantly. In the
years 2008-2014, the deficit averaged 8.6% of GDP, driving public debt up to 104.4%
of GDP in 2014.

The consequences of Slovakia’s adoption of the
euro during the global financial crisis

Slovakia based its economic development strategy on rapid integration with the
EU and the euro area. This has caused the country’s economy to integrate into
the euro area economy at a very fast pace, primarily by attracting foreign direct
investment (FDI), integrating within European production chains, and strength-
ening trade links (Figure 60). By 2008, more than EUR 36 billion (55% of GDP at
that time) had flowed into Slovakia, nearly half of which went to the industrial
sector. Due to this inflow, in 2006 the share of value added generated by industry
exceeded 30% of the total, whereas in most EU countries, particularly in Western
Europe, deindustrialisation was taking place.

Slovakia became one of the European economies most open to trade. Industries
closely integrated with global, especially European production chains, including

44 Spain managed to reach pre-GFC GDP levels only in the second half of 2016.
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the automotive industry, began to play an increasingly important role. The share
of exports in GDP, which at the end of the 20th century was lower than 50%, rose
to over 80% in 2008, one of the highest levels among EU countries.

However, this strategy also posed significant macroeconomic risks. These risks
became apparent with the introduction of the euro, which coincided with the
outbreak of the global financial crisis. The absence of Slovakia’s own currency
amid the biggest global economic crisis for many decades exacerbated the negative
impact of this shock for the Slovak economy.

Slovakia joined the ERMII mechanism as early as November 2005 and became
a euro area member at the beginning of 2009, i.e. when the global financial
crisis was already underway. The double revaluation of the exchange rate associ-
ated with the euro area accession process* resulted in the conversion of koruna
into euro at a rate that was unfavourable for exporters. This resulted in a marked
decline in the competitiveness of Slovak exports at virtually the same time, as
the collapse of global trade and foreign demand (Figure 61). From July 2008 to
February 2009, Slovakia’s real effective exchange rate appreciated by 6.8%, while
the real effective exchange rates of neighbouring economies depreciated signifi-
cantly at that time (by 28.7% in Poland) due to nominal exchange rate depreciation
in those countries.

As a result, the decline in Slovakia’s exports in 2009 Q1 amounted to 25.7% y/y
and was significantly higher than in neighbouring CEE countries, particularly
Poland. GDP in Slovakia fell by 5.5% in 2009, while Poland recorded no decline in
GDP at all (GDP increased by 2.6%). At the same time, the economic crisis trans-
lated into a strong rise in unemployment in Slovakia (Figure 62). Between 2008
Q4 and 2010 Q1, the unemployment rate in Slovakia increased by 5.5 pp to 14.6%,
while in other CEE countries (i.e. Poland, the Czech Republic, and Hungary), then
it grew by 3.1 pp on average. Currently, the unemployment rate in Slovakia still
remains higher than in Poland, the Czech Republic, and Hungary (i.e. the CEE
economies with their own currencies).

45 In the pre-accession period, the central parity was revalued twice, in 2006 and 2008, resulting in a koruna-to-euro
conversion rate of EUR/SKK=30.129 in 2009 against the EUR/SKK=38.455 originally proposed. This represented
a revaluation of almost 28 per cent.



Estimates by the National Bank of Slovakia (NBS) suggest that a floating
exchange rate would have reduced the extent of Slovakia’s recession in 2009. NBS
(2015) simulations suggest that if Slovakia had had its own currency, the scale of
the recession at the time of the global financial crisis would have been 12 pp
smaller than it actually was.

The inability to nominally depreciate the national currency forced Slovakia’s
internal devaluation (Figure 63). Abandoning an autonomous monetary and
exchange rate policy meant that improvements in Slovakia’s price competitiveness
could only be achieved through higher productivity or lower labour costs. The
internal devaluation was achieved by deregulating the labour market (20102012
reforms). Indirectly, this has increased productivity by, among others, allowing the
dismissal of the least productive employees and increasing flexibility regarding
the number of hours worked. Moreover, flexible labour regulations reduced pres-
sure on wage growth and labour costs.

After the financial crisis, Slovakia’s convergence process slowed down signifi-
cantly. In the first years of the 21st century, Slovakia was catching up very quickly
with other EU countries. In the years 2001-2008, the gap with the EU average
GDP per capita narrowed by an average of 1.7 pp per year. In the years 20102024,
this rate slowed down to 0.8 pp per year. At the same time, FDI inflows weakened
markedly after the financial crisis. The average annual inflow of FDI as a share
of GDP in 2009—2023 amounted to 1.2% of GDP, compared to 9.5% of GDP in the
decade preceding accession to the euro area. At the same time, this was a much
lower result than in other countries of the region (in Poland, the Czech Republic,
and Hungary, the share was, on average, 2.8% of GDP).
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Figure 60.

FDIinflow to Slovakia compared to other countries
of the region (arithmetic average for Poland, Czech
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Figure 62.

Unemployment rate in Slovakia compared to
Poland, the Czech Republic, and Hungary
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Figure 61.
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Economic crises in the Baltic states

After the Baltic states (i.e. Lithuania, Latvia, and Estonia) gained independence
in 1991, the Soviet rouble continued to circulate officially in the region. In 1992
in Estonia and in 1994 in Lithuania, currency board regimes were established,
under which the exchange rates of the krona and litas were closely pegged to the
German mark and the US dollar. Latvia, on the other hand, opted for the tradi-
tional pegging of the lats against the synthetic SDR currency.*® By 2005, all three
economies had pegged their currencies to the euro under the ERMII mechanism.

At the beginning of this century, the economies of the Baltic states developed
rapidly amid increasing trade openness and credit expansion. In the years 20002007,
the high average annual GDP growth in Lithuania (75%) and in Estonia (8.0%)
was driven primarily by the production of goods and services for foreign markets
(Figure 64). During this period, the share of exports in GDP increased by 41.5% in
Lithuania and 24.2% in Estonia (Figure 65), reflecting trade integration with the EU
and increasing participation in global value chains. In Latvia, on the other hand,

Figure 64. Figure 65.
Decomposition of cumulative GDP growth in Share of exportsin GDP
2000-2007 (%, pp) in the years 2000-2015 (index, 2000=100)
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internal and external absorption of domestic production contributed equally to
rapid economic growth in the years 2000-2007.

Figure 66.

Levels of private consumption (solid lines,
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Figure 68.

Debt (line chart, right axis, % of GDP) and credit
flows to the private sector (bar chart, left axis,
% of GDP)
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Figure 67.

Levels of real hourly wages (solid lines, left axis,
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Figure 69.

Deficit (bar chart, left-hand axis, % of GDP) and
general government debt (line chart, right axis,
% of GDP)
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In all three economies, rapid growth in private consumption and investment
(Figure 66) was driven not only by favourable labour market conditions (Figure 67),
but also by credit expansion* during this period (Figure 68). At the same time,
general government deficits in Lithuania and Latvia declined markedly in the
years 2000—2007, while Estonia consistently recorded surpluses. Against this back-
ground, public debt in the Baltic states remained at low and stable levels (Figure 69).
It should be noted that this took place amid a strongly positive output gap and
that the cyclically-adjusted deficit increased in the years 2004-2008,% indicating
the de facto pro-cyclical nature of the fiscal policy pursued, particularly by Lithu-
ania and Latvia during this period.

Credit expansion in the Baltic states was closely linked to foreign capital inflows
and expectations of further rapid convergence and accession to the euro area. This
was fostered by both supply and demand factors (Staechr 2013). The improving
investment climate around the Baltic states and falling returns in western econ-
omies have significantly contributed to the expansion of the banking sector by
foreign players (mainly from the Nordic countries) and increased availability
of foreign funding. Although the lending activities of the banking sector relied
considerably on funding from the Nordic parent companies, domestic banks had
no difficulty in raising foreign capital through other channels.# Rapidly rising
wages and the prospect of continued robust economic growth encouraged compa-
nies and households to borrow in order to increase consumption and invest-
ment. Demand for credit was also strongly driven by falling interest rates and, in
particular, the possibility to take on euro-denominated debt due to the relatively
low real interest rates and practical absence of foreign exchange risk due to the
fixed exchange rate regimes pegged to the euro. These loans quickly became the
main source of private sector lending in the Baltic states (Purfield and Rosenberg 2010).

47 In 2007, private debt increased to 74.2% of GDP in Lithuania (31.1% of GDP in 2000), 110.5% of GDP in Latvia (47.8%
of GDP in 2000), and 118.0% of GDP in Estonia (51.4% of GDP in 2000).

48 In Lithuania and Latvia, it exceeded 3% of potential GDP on average during this period, and in Estonia it averaged
1.5% of potential GDP.

49 This was mainly performed by accepting deposits from non-residents and borrowing in the global interbank
market (Purfield and Rosenberg 2010).
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The dependence of economic growth on private credit led to a deepening of the
imbalances. Capital inflows from other investments (i.e. mainly to the banking
sector), which were the main source of funding for lending, were largely respon-
sible for the deepening of the financial account deficit (Figure 70). One of the
symptoms of overheating in the Baltic economies was the increasing diversion of
credit, employment and investment to non-tradable sectors (Purfield and Rosen-
berg 2010). This was particularly conducive to high activity in the construction
sector, which led to the development of a speculative bubble in the real estate
market (Figure 71). At the same time, strong domestic demand boosted growth of
imported goods, while cost and price pressures associated with rapidly growing
wages and inflations® to some extent limited the competitiveness of goods and
services exported by the Baltic states (Figure 72). As a result, despite a steady
increase in exports, these economies experienced a growing current account
deficit (Figures 73-74). Overall, in the years 2006—2007, current and financial
account deficits rose to more than 10% of GDP in Lithuania and Estonia and more
than 20% of GDP in Latvia.

GDP growth in the Baltic states had already started to slow down before the
outbreak of the global financial crisis, amid constrained credit growth and rising
uncertainty. Growing external and internal imbalances encouraged governments
to introduce measures to curb lending growth as early as in 2005, although their
impact was limited (Staehr 2013). At the same time, some foreign players sought to
reduce their exposure to the Baltic states. For example, two major Swedish banks
decided on a controlled reduction of lending growth from 40-60% per year in the
years 20052007 to a target of 20—25% (Purfield and Rosenberg 2010). Moreover,
uncertainty increased throughout 2007 in the wake of a credit rating downgrade
by S&P, a short-term speculative attack on the Latvian lats, political tensions
between Estonia and Russia, and the emergence of the first signs of an impending

50 Inflation in the Baltic states was mainly driven by domestic demand. However, the significant rise in global
commodity prices and increases in indirect taxes and regulated prices also contributed to the double-digit peak
in 2008 (Purfield and Rosenberg, 2010). According to the HICP, overall price growth at that time amounted to 11.1%
in Lithuania (1.1% in 2000), 15.3% in Latvia (2.6% in 2000), and 10.6% in Estonia (3.9% in 2000).
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Figure 72.

Real effective exchange rates adjusted
by unit labour costs (solid lines, index, 2000=100) and
consumer price index (dotted lines, index, 2000=100)
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Figure 71.
Real estate prices (index, 2006 Q1=100)

180
160
140
120
100

80

60 T T T T T T
2005Q1 2006Q4 2008Q3 2010Q2 2012Q1 2013Q4 2015Q
emm Estonia e Latvia e Lithuania

Source: Eurostat.

Figure 73.

Levels of exports (solid lines, index, 2000=100)
and imports (dotted lines, index, 2000=100)
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crisis on global financial markets. The Lithuanian economy was the least over-
heated of the Baltic states, partly due to its larger size, but also due to higher
productivity growth (Purfield and Rosenberg 2010). Therefore, the slowdown in
lending expansion (Figure 68) and the growth in uncertainty translated more
strongly first of all into a weakening of economic activity in Estonia and Latvia.
In particular, a downturn was recorded in the residential construction sector and
the real estate market cooled down. As a result, the prospects for further dynamic
increases in income and profits deteriorated, while the weakening of domestic
demand deepened (Reiner 2010).

The financial crisis resulted in a surge in uncertainty and an outflow of foreign
capital. The outbreak of panic in global financial markets following the Lehman
Brothers bankruptcy in September 2008 translated into a sharp outflow of capital
from the banking sector of the Baltic states. This resulted in a significant decline
in the financial account deficit throughout 2008. Foreign banks operating in these
economies experienced a severe reduction in funding due to concerns about the
condition of their parent companies as a result of the collapse of international
financial flows. The freezing of the global interbank market and the withdrawal of
deposits by non-residents also translated into liquidity problems of domestic enti-
ties.>* Due to the actions of policymakers and parent companies to secure liquidity,
none of the major banks collapsed during the financial crisis in the Baltic states.
However, the deterioration in balance sheets — due to an increase in non-per-
forming loans - significantly reduced the banking sector’s ability and willingness
to engage in future lending activity (Purfield and Rosenberg 2010).

The dramatic reduction in lending and high uncertainty ultimately led to a deep
recession. In 2009, GDP fell by 14.8% in Lithuania, 16.0% in Latvia, and 14.6% in
Estonia. As a result of the banks being cut off from foreign funding, lending
conditions were tightened sharply. At the same time, there was an increase in
uncertainty among households and investors associated, among others, with spec-
ulation around abandoning the fixed exchange rate and devaluation of national

51 In particular, the Estonian banking sector was heavily dominated by foreign banks. In the case of Lithuania and
Latvia, the proportions in the shares of foreign and domestic players were more balanced (Staehr 2013).



currencies). This contributed to a serious decline in demand for credit. The result
was a collapse in consumption and investment, which particularly affected the
real estate market, where the speculative bubble burst (Figure 71). The downturn
in external demand and global trade also had a significant impact on the Baltic
economies due to their high level of openness and major dependence on global
value chains. In addition, the Baltic states’ export competitiveness deteriorated in
the short term as the currencies of trading partners depreciated sharply against
the euro (Purfield and Rosenberg 2010). However, all three economies achieved
current account surpluses in 2009, driven by an exceptionally strong decline in
imports stemming from weak domestic demand (Figure 74).

The authorities of the Baltic states focused on stabilising the macroeconomic
situation through internal devaluation, thereby maintaining the fixed exchange
rate against the euro. The measures taken by policymakers were aimed at
restoring macroeconomic stability at the expense of domestic demand and the
labour market. Against the backdrop of a sharp decline in tax receipts due to
a slump in economic activity, the fiscal consolidation applied by the Baltic states
mainly involved cuts in public spending. They included reducing employment
and nominal wages in the public sector, limiting social programmes, postponing
public investment and implementing structural reforms (Staehr 2013). The meas-
ures taken by the Estonian government were extremely restrictive, while in Lithu-
ania and Latvia fiscal tightening was more gradual (Purfield and Rosenberg 2010).
This is illustrated by the size of the budget deficit, which in 2009 was only 2.7% in
Estonia and 9.8% in Latvia and 9.1% in Lithuania. Due to the relatively high flexi-
bility of the labour market in the Baltic economies, a strong adjustment also took
place in the private sector.

The internal devaluation strategy enabled macroeconomic stability to be
restored in a short time; however, this came at a very high social cost. The unem-
ployment rate peaked in 2010 at a level of 17.8% in Lithuania (4.3% in 2007), 19.5%
in Latvia (6.1% in 2007) and 16.5% in Estonia (4.5% in 2007). By comparison, in other
economies in the region, particularly those with floating exchange rate regimes,
labour market adjustment was much smaller (Figure 75). Moreover, real wages in
2011 were 8.2% lower than the 2008 level in Lithuania, 18.7% lower in Latvia, and
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5.2% lower in Estonia. At the same time, the estimates cited by Purfield and Rosen-
berg (2010) show that the scale of fiscal adjustment including, among others, cuts
in expenditure on health care, education and social security in 2009, amounted
to 1.4 per cent of GDP in Estonia, 0.7 per cent of GDP in Latvia, and 0.6% of GDP
in Lithuania. As a result of labour market adjustments and budget cuts, a rela-
tively large part of the population — mainly Lithuanian and Latvian — was forced
to emigrate for work. According to Eurostat data, a total of 2.0% of the Estonian
population, 7.6% of the Latvian population, and 8.1% of the Lithuanian popula-
tion left, mostly permanently, in only five years (in the period from 2008 to 2012).
All these factors counteracted a recovery of domestic demand and supported
the reduction of cost pressures, resulting in the depreciation of the real effective
exchange rate5? and the stabilisation of the current account balance.

52 The nominal effective exchange rate (NEER) is the weighted average of bilateral exchange rates (e.g. EUR/PLN,
USD/PLN, CZK/PLN, GBP/PLN)where the weights correspond to the importance of the respective trading
partners. Changes in the NEER illustrate the appreciation or depreciation of the nominal exchange rate vis-a-vis
all the partners. The real effective exchange rate (REER) is NEER adjusted for price differences between economies.
Changes in the REER are indicative, among other things, of changes in the price competitiveness of an economy
compared to all of its partners.
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By remaining outside the euro area, the Polish economy has been spectac-
ularly successful over the recent decades. Poland’s GDP per capita, adjusted
for price differences, already accounted for 79% of the EU average in 2024,
whereas in 2000 it only amounted to 48% of that average. In the next few
years, in terms of GDP per capita, the Polish economy is likely to surpass
Spain and Italy as well as other wealthy European economies at the begin-
ning of the next decade.

. To achieve that, Narodowy Bank Polski must remain independent, and

Poland must maintain its own currency. For the Polish economy, the adoption
of the euro would mean a significant increase in the risk of macroeconomic
imbalance and a permanent slowdown in economic growth. These risks
would have two sources. Firstly, by joining the euro area, the Polish economy
would lose the possibility to adjust interest rates to the needs of the domestic
economy. Secondly, after adopting the euro, Poland would lose the benefits
of the floating exchange rate, which remains an important channel absorbing
economic shocks.

. The risks associated with the adoption of the euro stem in particular from

the fact that the euro area is not an optimum currency area. The mobility
of factors of production remains limited, as does the flexibility of labour and
product markets. Naturally, there is no democratic mandate for introducing
fiscal federalism, which would, at least theoretically, mitigate the negative
economic effects of asymmetric shocks in individual countries. The euro area
economies remain highly diversified in terms of GDP per capita, GDP growth
rate, public debt, level of foreign assets and debt, functioning of energy
markets, and the developments in inflation. Consequently, it is impossible to
pursue monetary policy that is optimum for all euro area economies at the
same time.

. Thanks to Poland having its own currency, NBP can set interest rates at

a level that best serves the Polish economy, including ensuring long-term price
stability and mitigating the impact of macroeconomic shocks on the Polish
economy. NBP changes interest rates more frequently and responds more
quickly to macroeconomic shocks. The differences between the NBP reference



rate and the ECB’s key interest rate were as high as 7 pp. In the euro area,
interest rates are generally lower. Since 2004, the average difference between
the NBP reference rate and the ECB’s key interest rate has been 2.3 pp.

. The Polish economy belongs to the group of converging economies, where
productivity growth is faster than in wealthier economies and, consequently,
the natural interest rate is higher. Adoption of the euro would mean that
interest rates would fall below the level that would maintain macroeconomic
equilibrium and would pose a significant risk of an unsustainable boom,
which is ultimately associated with a loss of competitiveness, mass unem-
ployment and a prolonged slowdown in economic growth lasting many years.
This was experienced after the adoption of the euro, among others, by Greece,
Spain, and Portugal.

. The flexible exchange rate of the zloty allows external shocks with a negative
impact on economic activity to be absorbed, especially when these shocks
are severe (e.g. during the global financial crisis or global shocks during the
pandemic and the energy crisis following Russia’s aggression against Ukraine).
Consequently, over the recent decades, the volatility of economic growth in
Poland has been among the lowest in the entire European Union. Studies
clearly indicate that if Poland had been in the euro area, GDP volatility would
have been significantly higher, and periods of rapid growth would have been
followed by a marked reduction in GDP growth. Adoption of the euro at too
strong an exchange rate would have led to a deep recession.

Having a national currency with a floating exchange rate has not hindered
Poland’s rapid growth of exports over the recent decades. Since 2005, Polish
entrepreneurs have increased their share in global trade more than those of
any other country in the EU. NBP business surveys indicate that the exchange
rate is not a significant barrier to growth for Polish enterprises.

. Structural differences between the Polish economy and the euro area would
mean that after euro adoption a change in ECB interest rates would have
a different impact on the Polish economy than on the euro area economy
as a whole. In particular, the degree of development of the financial system
in Poland is low compared to the euro area countries, while its openness to
foreign trade is high. At the same time, price and wage rigidities in Poland
appear to be lower than in the euro area. The main characteristics of the
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labour market in Poland also differ from those prevailing in the euro area.
In the event of euro area accession, these differences would pose the risk of
a different response of the Polish economy to common shocks.

9. The synchronisation of Poland’s business cycle with the business cycle of the
euro area is limited and lower than for the majority of EU countries. Studies
show that accession to the euro area has not directly affected the degree of
synchronisation of business cycles with the euro area in CEE countries.

10. Accession to the euro area and abandoning the national monetary policy
makes fiscal policy the main tool for stabilising the economy. In practice,
however, fiscal policy in euro area countries is often pro-cyclical and there-
fore strengthens rather than mitigates cyclical fluctuations. At the same time,
studies indicate that even if fiscal policy after Poland’s hypothetical accession
to the euro area were conducted in a countercyclical manner, the volatility of
GDP growth would still increase. Studies also indicate that there is no clear
impact of accession to the euro area on sovereign investment risk.
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In recent years, the global economy has experienced a series of unprecedented
shocks. First, the COVID-19 pandemic pushed the world into recession, then
pandemic-related effects and Russia’s aggression against Ukraine triggered a sharp
rise in prices. The inflationary shock affected virtually every country in the world.
Measures aimed at limiting the economic costs of the pandemic and then reducing
inflation posed a huge challenge to monetary policy. Initially, central banks had
to support economies in the face of the deepest recession in decades, and imme-
diately afterwards curb the highest inflation in decades. Each time, they made
difficult decisions, on the one hand ensuring long-term price stability, and on the
other limiting losses to economic growth, the labour market and citizens.

The surge in inflation and the subsequent efforts to restore price stability led to
political attacks against the central bank in some countries. At first, central banks
were blamed for causing the high inflation, then — as they wrestled with the risk
of entrenched inflation caused mainly by supply shocks — for excessive cooling
of the economy. As a result, central bank independence began to be questioned.
Attempts to exert political pressure on central banks emerged. In some countries,
public officials openly criticised central banks, calling for “desirable” decisions,
which usually boiled down to pressing for monetary easing. This problem affected
both developed and emerging economies, including Poland.

Unfortunately, today central bank independence, including the independence
of NBP, is being challenged more forcefully than it has been in decades, as some
politicians perceive gains in attacking the monetary authorities. These attacks are
usually based on the misconception that the central bank, regardless of the nature
and scale of external macroeconomic shocks, can consistently guarantee low infla-
tion, high economic growth, low unemployment, and low interest rates. In reality,
especially amid strong supply shocks, reconciling these aspirations can be difficult,
and often impossible.

In the history of central banking, repeated attempts have been made to control
the monetary system for ad hoc political gain. As a result of excessive general
government debt, the monetary authorities have often been forced to devalue the
currency, including by an excessive reduction of interest rates. All these attempts,
while initially providing relief to the state finances, ultimately ended in a crisis of



confidence in the monetary system, with severe repercussions for both the state
treasury and society as a whole.

Over time, it has become clear that the independence of the central bank from
other state authorities is essential to protect the public from the consequences
of economic policy mistakes. Therefore, in the 20th century, legal guarantees of
central bank independence were introduced in many countries. Indeed, comparing
the situation across different economies in the 1970s and 1980s, it has been noted
that where central banks are more independent, inflation can be reduced more
effectively and at a lower cost for the real economy.

Granting independence to the central bank isolates monetary policy from polit-
ical pressure and thus increases the credibility of promises made by the monetary
authority, enabling the anchoring of inflation expectations. This way, independ-
ence in itself helps to ensure price stability, limiting losses to the economy. Thanks
to independence, monetary policy seeks to preserve the value of money, regardless
of what politicians, whose planning horizon is usually much shorter, expect from
the central bank.

Independence is therefore not a privilege of central banks, but a prerequisite for
them to fulfil their mandate effectively, i.e. to maintain price stability with the
least possible adverse impact on the real economy and the labour market.

The recent events related to the restoration of price stability after the global
inflationary shock also show that independent central banks that have built up
a high degree of credibility and at the same time are able to adapt monetary
policy quickly and decisively to changing circumstances are also able to conduct
effective disinflation. Moreover, they are able to conduct disinflation without
strong negative effects on economic activity and without causing unemployment
to rise.

In this context, it is worth recalling the monetary policy of Narodowy Bank
Polski over the recent years. Sharp tightening of monetary policy (from autumn
2021 to autumn 2022) was followed by rapid disinflation throughout 2023. At the
same time, the costs of disinflation for the real economy were reduced. In 2025 Q2,
Poland’s real GDP was nearly 16% higher than before the pandemic, while unem-
ployment was at an all-time low and among the lowest in the European Union.
NBP’s independent monetary policy in recent years has therefore been effective in
lowering inflation, which has promoted the development of the country.
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As we are facing global uncertainty and the highest ever borrowing needs of
the state budget, the independence of Narodowy Bank Polski is fundamental to
the stability and security of the Polish monetary, financial, and economic system.
Public confidence in an independent central bank, especially in the face of
a dynamically changing environment, fosters lower inflation expectations, lower
inflation and consequently permanently lower interest rates. As a result, central
bank independence benefits everyone, including consumers, businesses, and the
government. Under the current geopolitical circumstances, maintaining NBP
independence also increases Poland’s security. The Polish state is able to finance
increased defence spending at no additional cost. Therefore, any attempt to under-
mine the independence of NBP is dangerous, as it results in undermining the
credibility of the central bank and ultimately creates the risk of monetary crisis,
the burden of which would be borne by society as a whole. Threats to central bank
independence must certainly not be underestimated.

It must also be remembered that credibility is easy to lose, and that restoring it
would take years of sacrifice by Poles. Therefore, the independence of Narodowy
Bank Polski should be protected like the most precious national treasure. The
constitutionally guaranteed independence of the central bank is one of the
greatest institutional achievements of Poland.



Economics, as a social science, rarely provides clear-cut conclusions regarding
the interpretation and consequences of individual economic events or the
appropriateness of particular solutions (e.g. changes in taxes or regulations).
Consequently, disputes between economists often continue for decades and some-
times do not reach an unambiguous conclusion.

However, the issue of central bank independence is an exception. There is
a broad consensus among economists rooted in the rich economic literature and
historical experience that central bank independence is a prerequisite for main-
taining long-term price stability. Therefore, in all established democratic countries,
central bank independence is a key element of the institutional architecture of the
state, enabling the promotion of citizens’ welfare.

The fundamental reason why central banks have been granted independence
from the government>* and current politics is that the independence of the mone-
tary authority helps to maintain low and stable inflation. This conclusion comes
from pioneer research such as the theoretical articles by Kydland and Prescott
(1977) and Barro and Gordon (1983), as well as the empirical studies by Bade and
Parkin (1988), Grilli et al. (1991), Alesina and Summers (1993), and the works of
Grimes (1991), Fischer (1993), Barro (1995) and Briault (1995) analysing the issue in
terms of economic growth.

While analysing the role of central bank independence, it is worth starting with
the conclusions of the theoretical literature. The theoretical reasoning of Kydland
and Prescott>4 (1977) as well as Barro and Gordon (1983) was based on the observa-
tion that the conviction of economic agents (i.e. businesses and households) that
price stability is the primary objective of the central bank’s monetary policy was
conducive to maintaining low inflation. When economic entities rationally formu-
lating their expectations in the above-mentioned literature believe that the central
bank is independent, credible and its objective is to keep inflation at a low level,

53 The economic literature uses the term “government” (or “governmental policy”) in the context of the political
authority of a country. It is therefore not pointing to any specific authority.

54 Note that Finn Kydland and Edward Prescott were awarded the Nobel Prize in Economics in 2004 for their
contributions to the analysis of business cycles and economic policy.
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their inflation expectations are anchored at the level desired by the monetary
authorities. As a result, economic entities trust that the central bank will not cause
any so-called inflationary surprises through monetary expansion aimed at tempo-
rarily boosting economic activity and reducing unemployment at the expense of
permitting higher inflation.

Importantly, anchoring the inflationary expectations of economic agents,
in particular by limiting the scale of wage demands, has a stabilising effect on
price growth, even in the face of temporary shocks such as increases in global
commodity prices. This, in turn, can increase the effectiveness of monetary policy,
and lowering inflation will then require a more limited interest rate adjustment.
Less tightening of financing conditions in turn means higher economic activity
and a better labour market situation.

Central bank independence can in most general terms be described as the sepa-
ration of the monetary authority from political influence (de Haan and Eijffinger
2016). This separation is justified primarily because the decision horizon and objec-
tives of government policy may not be the same as the decision horizon and objec-
tives of monetary policy. As we know, the strongest impact of monetary policy on
the economic processes only becomes apparent after several quarters. Stabilising
inflation often also requires the central bank to take unpopular decisions to raise
interest rates, which reduces economic activity in the short term.

Meanwhile, the time horizon on which politicians focus may be shorter than
needed to assess the full effects of monetary policy. As a result, politicians may
prefer to achieve short-term goals related to economic growth rather than main-
taining price stability, which is necessary for the long-term development of the
country. This leads to the problem of so-called inflationary bias, which, if infla-
tion expectations take into account the expected rise in inflation resulting from
the drive to overstimulate economic activity, would produce unintended results:
higher inflation, but without permanently higher output and lower unemploy-
ment (Kydland and Prescott 1977; Barro and Gordon 1983).

Over the years, additional arguments have also been raised in the literature
indicating the need to entrust monetary policy to specialised institutions in the
form of independent central banks (Bernanke 2017). It is emphasised that mone-
tary policy, due to its complexity, requires expertise and technical knowledge and
therefore monetary decisions should be entrusted to “technocratic” bodies.



The conclusions concerning the important role of central bank independence in
maintaining long-term price stability have been confirmed by numerous empirical
studies:

1. Research by Bade and Parkin (1988), Grilli et al. (1991), and Alesina and
Summers (1993) has shown that the independence of monetary authorities
facilitates the achievement of lower inflation, without a simultaneous nega-
tive impact on real variables, i.e. without causing a loss in output or employ-
ment. Bade and Parkin (1988)>> conclude that, “there is evidence that central
banks which are independent of central governments both in policymaking
and in the appointment of directors deliver a lower rate of inflation than
other central bank types.”

2. Similarly, Grilli et al. (1991)’ summarise the results of their studies, pointing
out that, “central bank independence promotes low inflation with no apparent
costs in terms of real economic performance.”

3. Alesina and Summers (1993) assess that, “while central bank independ-
ence promotes price stability, it has no measurable impact on real economic
performance.”

4. The argument in favour of the explicit subordination of monetary policy to
ensuring the stability of prices was additionally strengthened by the confirma-
tion of the negative empirical relationship between high and volatile inflation
and the rate of economic growth in the long term (e.g. Grimes 1991; Fischer
1993; Barro 1995; Briault 1995).

5. Numerous subsequent studies continued to confirm the conclusions of the
studies by Bade and Parkin (1988), Grilli et al. (1991), and Alesina and Summers
(1993), i.e. that stronger central bank independence is associated with lower
inflation (among others: Cukierman et al. 2002; Neyapti 2003; Crowe and
Meade 2007, 2008; Vuletin and Zhu 2011; Arnone and Romelli 2013; Garriga
2016; Binder 2021; Cakmakli et al. 2024; Drechsel 2024). The meta-analysis
of 59 empirical studies by Klomp and de Haan (2010) also produces the same
conclusions.

55 Bade and Parkin (1988, p. 1).
56 Grilli etal. (1991, p. 342).
57 Alesina and Summers (1993, p. 151).
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6. In particular, analysing the case of the United States, Drechsel (2024) notices
a correlation between political pressure on the central bank and higher
inflation.

7. Similarly, studies by Vuletin and Zhu (2011) show that more frequent changes
of central bank governors lead to higher inflation - this correlation occurs
when changes take place before the end of the term of office and when the
new governor has political ties with the government.

8. Estimates by Binder (2021) further signal that not only does political pressure
lead to higher inflation, but it also increases its persistence.

9. In turn, the study by Cakmakli et al. (2024) shows that political pressure on
the central bank can contribute significantly to increased macroeconomic
volatility, including negative effects on the level and volatility of exchange
rates, bond yields and risk premiums.

Considering the conclusions from the theoretical and empirical literature
presented above, the economic consensus clearly indicates that in order to ensure
sustained low inflation it is necessary to separate government policy from mone-
tary policy by granting far-reaching independence to central banks whose over-
riding objective is price stability.

When analysing central bank independence in a historical perspective, it is
worth noting that particularly strong support for the idea of independence
emerged after the inflationary experience of the 1970s and 1980s, when commodity
price shocks contributed to elevated inflation and stagflation in many economies.
The persistence of inflation resulted from an insufficient response by central banks,
which the literature associates with the political pressure on central banks at that
time not to tighten monetary policy excessively.

In subsequent decades, there was an even more pronounced trend to increase
central bank independence significantly (Haldane 2020). This was linked to the
spread of the inflation targeting strategy in the 1990s, in which the overarching
task of the central bank was to ensure low and stable inflation, with a significant
role of communication, which can enhance the credibility of monetary policy.

With the growing independence of central banks, global inflation decreased
markedly (Figure 76).



Figure 76.
Global inflation in the context of central bank independence indices
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Two key aspects of central bank independence can be highlighted (Grilli et al.
1991; Debelle and Fischer 1994):

» goal independence;

« instrument independence.

The first element, i.e. goal independence, refers to who sets the monetary policy
goal. Different economies use different solutions. A key aspect in this regard is to
establish price stability as the priority task of the central bank. At the same time,
changes of the goal may negatively affect confidence in the currency and long-
term price stability in the economy.

The second key dimension of independence, i.e. instrument independence,
assumes that the central bank, given its goal, is free to decide how to achieve
it, without government interference. The literature indicates that it is critically
important to protect the central bank from political pressure precisely in deciding
on the use of monetary policy instruments (de Haan and Eijffinger 2016).

Instrument independence comprises several different subcategories.
The European System of Central Banks (ESCB) lists the following (ECB 2024):

«  functional independence, which can be understood as a situation when the
central bank has clearly defined tasks and the discretion to act in order to
fulfil them, independently of other institutions;

« institutional independence, which means that the decisions of the mone-
tary authority should not be subject to approval, suspension or cancellation
by other entities; in particular, the monetary authority must not be given
instructions, nor is it allowed to take instructions from other institutions;

. personal independence, which is supported by a relatively long term of office
for central bank decision-makers, including the very limited possibility of
their dismissal and, above all, no possibility to dismiss decision-makers for
political reasons;

- financial independence, which mainly means that the central bank has suffi-
cient funds to finance its activities.
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Many measures of central bank independence have been proposed in the liter-
ature. Their analysis suggests that, among various regulations, crucial for the
independence of the monetary authority is the way in which the central bank’s
mandate is formulated, including the importance of price stability as the goal
of monetary policy and the entrustment of the conduct of monetary policy to
a collective body with a well-defined term of office of decision-makers. These
elements constitute formal independence, i.e. the so-called de iure independ-
ence (assessed, among others, in the work of Cukierman, Webb and Neyapti 1992;
Dincer and Eichengreen 2014; Romelli 2022; Unsal, Papageorgiou and Garbers 2022).
However, actual independence is also extremely important, i.e. so-called de facto
independence (analysed, among others, by Cukierman et al. 1992; Blinder et al. 2017;
Binder 2021).

Formal independence is assessed on the basis of the provisions in legal acts
relating, among others, to such issues as how monetary policy objectives are
formulated, the procedure for the appointment and dismissal of decision-makers,
including in particular the central bank governor, and the regulation of the
central bank’s financial ties with the government. On the other hand, the assess-
ment of actual independence in the literature is often based on a comparison of
the length of time a specific individual has served as the central bank governor
with the length of the term of office as stipulated in the legislation, as well as on
measures based, among other things, on questionnaires completed by central
bank decision-makers.

It should be emphasised that the vast majority of indicators of central bank
independence focus particularly on the legal regulations or the actual possibility
of dismissing the central bank’s governor from office. According to the method-
ology of these indicators, the ease of dismissing the governor dismissing the
governor implies far less independence for the central bank. For most of the indi-
cators proposed in the literature, the impossibility of removing the governor from
office implies full independence according to this criterion. It should be noted
that, in the economic literature, the dismissal of the governor due to allegations
concerning monetary policy is assessed as significantly reducing central bank
independence.

123



124

Examples of how political pressure exerted on the central bank can lead to exces-
sive inflation, with the costs borne by society as a whole, can include in particular,
the monetary policy of the Federal Reserve of the United States during the oil
shocks of the early 1970s, the recurring hyperinflation in Zimbabwe in recent
decades due to fiscal domination, and successive episodes of crises and macroeco-
nomic instability in Argentina.

The United States during the oil shocks of the early 1970s

Analyses of monetary policy of the US Federal Reserve (the Fed) during the oil
shocks of the early 1970s indicate that the political pressure exerted on the central
bankers at that time had several different dimensions (Abrams and Butkiewicz 2012;
Weise 2012).58

Firstlyy, members of the Federal Open Market Committee (FOMC) were
concerned that an overly restrictive monetary policy would result in legislative
action limiting formal independence of the Fed. Secondly, they believed it was
their duty to support the policy priorities of the US administration. Thirdly, they
feared that the government would pursue a more expansionary fiscal policy in
response to a restrictive monetary policy.

As a result, the Fed’s monetary policy in the 1970s was characterised by “grad-
ualism”, i.e. the Fed, while aiming to curb inflation, tightened monetary policy
just enough to reduce GDP growth below the potential level, at the same time,
trying to avoid recession and excessive rise of unemployment. Also, the Fed
assessed that the natural rate of unemployment, i.e. in simple terms, the rate at
which the labour market does not generate the risk of excessive wage growth and
consequently inflation, was low. This was an additional factor in favour of a more
accommodative monetary policy for the sake of limiting its effects on employment.

Therefore, as Weise (2012) indicates, the Fed prematurely withdrew from
episodes of monetary tightening in 1970, 1973, and 1974 and did so precisely

58 Weise (2012) referred to the statement made in 1979 by the former Fed Governor, Arthur Burns, that in the 1970s
the Fed did not want to act against the will of the Congress and tested the limits of its anti-inflationary policy in
an effort to prevent legislative changes unfavourable to the central bank.



because of political pressure. The results of econometric analysis also suggest
that political pressure on the central bank contributed to higher inflation in the
United States in the 1960s and 1970s (Drechsel 2024),> while later the impact of
political pressure on the Fed, and thus on inflation, disappeared. In particular, at
FOMC meetings after Paul Volcker became Fed Governor in August 1979, Congress
support for restrictive Fed policy was was seen as a factor that supported the
success of the anti-inflationary monetary policy of that period.

Following the negative supply shocks and the lack of a strong Fed response in
the United States in the 1970s, inflation remained elevated (CPI inflation between
1970 and 1979 averaged around 7%).

Recurring hyperinflation in Zimbabwe in the 2000s and 2010s

In the context of hyperinflation in Zimbabwe in the 2000s (according to the IMF 2009,
annual inflation peaked at approximately 1 billion per cent in September 2008),
the literature draws attention to the direct financing of the budget deficit by
the central bank (Koech 2011, IMF 2020). Zimbabwe’s monetary authorities also
conducted quasi-fiscal operations® (IMF 2005, 2012; Coorey et al. 2007; Munoz 2007),
the scale of which in the years 20052008, according to IMF (2009) estimates,
exceeded 20% of GDP annually. The conduct of quasi-fiscal operations under-
mined the credibility and independence of the central bank (Mufioz 2007).

As a result of hyperinflation, the use of the local currency (the Zimbabwe dollar)
was effectively abandoned in Zimbabwe at the end of 2008 and, in early 2009, the
authorities introduced a so-called multi-currency system, i.e. formally legitimised
transactions in foreign currencies (including the obligation to pay taxes in foreign
currencies). As a result, the Zimbabwe dollar disappeared from circulation (IMF 2009),
and the South African rand became the so-called reference currency under the
multi-currency regime.® In addition, the US dollar, the British pound, the euro,
and the Botswana pula were used. In the wake of dollarisation, hyperinflation was
curbed (IMF 20009).

59 The estimation results indicate that political pressure on the Fed, translating into monetary easing, permanently
raises the price level, with no significant impact on GDP (Drechsel 2024).

60 Including selling foreign currency at a stronger exchange rate than the market rate or supplying it for free to state-
owned enterprises.

61 The government of Zimbabwe declared its intention to prepare a budget and assess tax liabilities in the South
African rand (IMF 2009).
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The IMF (2009) stressed that the reintroduction of the national currency in
Zimbabwe should be preceded by the introduction of a credible institutional
framework for the operation of the central bank, but this never happened (IMF 2022).
Following the reintroduction of the national currency and the resumption of the
practice of financing budget deficits by the central bank and quasi-fiscal operations,
the problem of high inflation also returned — average annual inflation, which did
not exceed 4% in the years 20102017, rose to over 550% in 2020 (according to IMF
data). Thus, once again, the strengthening of central bank independence and elim-
ination of fiscal dominance were advocated.

Successive crises and macroeconomic instability in Argentina

For many decades, Argentina’s economy has struggled with macroeconomic
instability, manifested in recurring currency, banking, and debt crises.®? As a result
of the crises that led Argentina to default on some of its foreign debt obligations,
the government frequently lost access to international financial markets. However,
this did not lead to a sustained improvement in financial discipline.

While Argentina experienced economic recovery in the years 2003—2007, accom-
panied by a relative fiscal and external equilibrium (Buera and Nicolini 2019, Pesce
and Feldman 2023), the Argentinian government eased its fiscal policy in response
to the outbreak of the global financial crisis, which affected the economy mainly
through falling commodity prices (Pesce and Feldman 2023). In the absence of
access to international financial markets, the excess of public expenditure over
revenue was mostly financed by the central bank (Cachanosky and Mazza 2021).
In 2010, the Governor of the Bank of Argentina, who opposed the use of foreign
exchange reserves to repay the government’s obligations, was dismissed (Vuletin
and Zhu 2011).

In 2016, monetary financing of the government was curtailed (Cachanosky and
Mazza 2021, Buera and Nicolini 2019), supported by Argentina regaining access to
international financial markets, thanks to an agreement with the creditors that
had not participated in earlier debt restructuring (Pesce and Feldman 2023). As
part of the adjustment programme associated with the granting of IMF financing
to Argentina in 2018 under a Stand-By Arrangement, the government committed

62 The exception was the period of the so-called Convertibility Plan (1991-2001) when the exchange rate
of the Argentine peso was rigidly pegged to the US dollar within the currency board arrangement
(Buera and Nicolini 2019; Cachanosky and Mazza 2021).



to changes in the legislation governing the operation of the central bank. The
amendments were to include, among other things, the prohibition of monetary
financing, the introduction of clearly defined and limited causes and procedures
for the dismissal of members of the bank’s authorities, and the strengthening of
price stability as the primary objective of the central bank (IMF 2018). The IMF
report (2018) indicates that the government at that time committed to respect the
operational independence of the central bank in the period before the introduc-
tion of the new regulations. It was noted in the evaluation of the implementation
of the SBA programme (IMF 2021)% that the frequent changes of the central bank
governor raised questions about the bank’s independence. It was also pointed out
that the credibility of monetary policy was limited due to concerns regarding the
occurrence of fiscal dominance.

Despite the attempted reforms, Argentina did not manage to achieve sustain-
able macroeconomic stability. Inflation increased markedly in the following years
(from approximately 34% in 2018 to over 133% in 2023, according to IMF data).®
The example of Argentina shows how difficult it is to regain credibility and long-
term trust in economic policy.

63 The IMF report (2021) indicates that the stabilisation programme was discontinued in August 2019 and formally
cancelled in July 2020.

64 In the meantime, further attempts were taken to stabilise the situation. For example, after the new administration
took office in December 2023, a stabilisation programme was introduced, including, among other things, the
devaluation of the peso, ambitious fiscal consolidation, and the cessation of monetary financing of the fiscal deficit
(IMF 2024, 2025). The scale of fiscal adjustment in the first year amounted to more than 5% of GDP (IMF 2024, 2025).
CPI inflation, after a temporary strong rise associated with devaluation and increases in regulated prices (to
approximately 289% in April 2024) - has fallen markedly and current projections suggest that it will continue to
fall (IMF 2025).
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Currently, the undermining of existing institutional arrangements by politicians
is the greatest threat to central bank independence. This phenomenon was high-
lighted by Goodhart and Lastra (2018). In recent years, first a sharp rise in infla-
tion (caused by the global shocks related to the pandemic and rising commodity
prices in connection with Russia’s aggression against Ukraine) and the subsequent
decisive action by central banks to restore price stability have led to intensified
political attacks on central banks in some countries.

Even when these attacks are merely a part of political rhetoric and do not lead to
concrete actions aimed at limiting central bank independence, they are extremely
detrimental. This is because they can undermine public confidence in the inde-
pendent central bank and, as a result, lead to higher inflation expectations, higher
inflation, and consequently permanently higher interest rates.

At the same time, the political attacks on central banks over the recent years
have had no substantive basis. The firm response of many central banks to the
post-pandemic rise in inflation, preventing inflation expectations from deanchoring
and contributing to effective disinflation, without any apparent deterioration in
the labour market, shows that the monetary policy was credible and effective.

In this context, it is worth recalling NBP’s monetary policy experience. In
Poland, due to the strong monetary tightening in the years 2021—2022 (the NBP
reference rate was increased by nearly 7 pp, from 0.1% to 6.75%), inflation was
brought down from 18.4% (in February 2023) to 2.8% (in February 2024). At the
same time, the costs of disinflation for the real economy and the labour market
were reduced. Currently, Poland’s unemployment rate is one of the lowest in the
EU, with GDP in mid-2025 16% above the pre-pandemic level (i.e. 2019 Q4). This
explicitly demonstrates that NBP’s independent monetary policy over recent years
has not only been effective in curbing inflation but has also promoted sustainable
economic growth and improved the financial situation of Poles.

It is worth remembering that an independent central bank provides the foun-
dation for long-term growth by contributing to overall macroeconomic stability,
which is especially important in times of rising geopolitical tensions. This is indi-
cated by the ECB President, Christine Lagarde (2025). Significantly, however, many



countries today, including Poland, face not only rising geopolitical tensions, but
also high budget borrowing needs and growing public debt, including due to the
need to increase military expenditure.

In this context, preserving the independence of Narodowy Bank Polski becomes
even more important. It is the foundation of the stability and security of the
Polish monetary, financial and economic system. As a result, the independence of
NBP benefits everyone, including consumers, businesses, and the government, as
it allows the maintenance of low inflation over the long term. This reduces the
inflation risk premium and increases the credibility of the state, consequently
promoting lower public debt servicing costs.
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The analysis of the economic literature, both theoretical and empirical, as well
as the review of central banks’ experience over the past decades, clearly indicates
the key role of central bank independence in ensuring long-term price stability.
Based on these, the following conclusions can be formulated:

1.

Granting independence to central banks protects them from political pres-
sures and thus increases the credibility of monetary policy, which translates
into better anchoring of inflation expectations. In this way, central bank inde-
pendence is itself conducive to ensuring price stability, limiting the costs of
disinflation to the economy when external inflationary shocks occur. High
public confidence in the central bank results in lower inflationary expecta-
tions, which means lower inflation and, consequently, permanently lower
interest rates.

History knows many cases where the monetary system was controlled to
achieve short-term benefits, which led to excessive public debt, often resulting
in currency devaluation. Crises of confidence in the monetary system were
associated with severe consequences for society, making it clear over time
that central bank independence was essential to avoid costly economic policy
mistakes.

Building on previous experience, at the end of the 20th century the scope
of central bank independence was gradually increased in many countries,
with the introduction of legal guarantees for the independence of monetary
authorities. The rich economic literature and historical experience confirm
that where central banks are more independent, inflation can be reduced
more effectively and at a lower cost to the economy. Following the granting
of greater independence to central banks, inflation has clearly declined
worldwide.

The actions of central banks in recent years aimed at restoring price stability
after the global inflationary shock, which in many countries contributed to
rapid disinflation at limited cost to the real economy, also point to the signifi-
cant role of monetary policy independence in this process.

Central bank independence takes on particular importance today, when many
countries, including Poland, face not only growing geopolitical tensions, but



also high budget borrowing needs and growing public debt, also in connec-
tion with the need to increase defence spending.

. If we want to effectively safeguard price stability, which is a necessary founda-
tion for the long-term macroeconomic stability of the country, we must strive
to preserve the independence of the central bank. Independence is therefore
not a privilege of central banks, but a prerequisite for the effective fulfilment
of their mandate. Thus, the constitutionally guaranteed independence of
the central bank is one of the greatest institutional achievements of Poland,
which should be protected like the most precious national treasure.
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This publication is a highly valuable addition to the Polish publishing market.
It represents the highest level of expertise and is characterised by a very thorough
treatment of the subject matter.

This comprehensive study provides an insightful analysis of the consequences of
Poland’s accession to the euro area, along with a wide range of arguments that
enable the reader to make a well-informed assessment of this economic decision.

Dr hab. Piotr £asak, professor at Jagiellonian University

This book should be used as supplementary reading material at universities and can
also support the teaching process in secondary schools. From the very beginning of
his argument, the author consistently argues for maintaining the Polish zloty as the
national currency, with its exchange rate based on a floating rate mechanism.

The book is an important contribution to the development of economics
and finance.

Dr hab. Mariusz Andrzejewski, professor at Krakow University of Economics

We protect the value of Polish money





