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Foreword

We are pleased to present the fourth edition of the Poland’s Economic Cred-
ibility Index. In this year’s report, we have expanded the group of analysed
countries to include three new ones: Spain, Lithuania, and Italy. As a result,
Poland has been compared within a group of seven countries.

The key partners of this year’s edition of the report are: the Warsaw School
of Economics, the Lewiatan Confederation, and Krakow University of Eco-
nomics', the Institute of Public Finance, the European Financial Congress,
and the Polish Bank Association.

The development of the report was possible thanks to financial support
provided by: ING Bank Slaski, Multico, Kruk S.A., the Matopolska School
of Public Administration of the Krakow University of Economics, the Ship-
yard Foundation, and Soonly Finance.

Collaboration with these partners included the presentation of an abridged
version of the report during the 15th European Financial Congress in Sopot
(03 June 2025) and the European Forum for New Ideas in Sopot (16 October
2025). The full version of the report was presented during the 10th edition
of the Open Eyes Economy Summit in Krakow (18 November 2025) and the
Congress of Polish Economists in Poznan (04 December 2025).

The report was developed by a team composed of:

= Adam Balcer, Programme Director, the Jan Nowak-Jezioranski College
of Eastern Europe

= Professor Barttomiej Biga, PhD, University of Economics in Krakow

= Professor Agnieszka Chtori-Dominczak, PhD, Professor of the War-
saw School of Economics, Vice-Rector for Research, Warsaw School of
Economics

1 On behalf of the Krakow University of Economics, the project partner was the Matopolska School of Pub-
lic Administration in Krakow.
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= Stawomir Dudek, PhD, President and Chief Economist of the Institute
of Public Finance, Warsaw School of Economics

= Tomasz Geodecki, PhD, Krakow University of Economics

= Jakub Glowacki, PhD, Krakow University of Economics

= Maciej Grabowski, PhD, President of the Management Board, Center
for Strategic Thought

= Professor Jerzy Hausner, PhD, Chairman of the OEES Program Council,
GAP Foundation, project coordinator, substantive editor of the report

= Professor Jacek Mecina, PhD, University of Warsaw, Advisor to the
Management Board of the Lewiatan Confederation

= Professor Leszek Pawtowicz, PhD, Professor of the University of Gdansk,
Coordinator of the European Financial Congress, University of Gdansk

= Marta Penczar, PhD, Director of EKF Research, Centre for Strategic
Thought, University of Gdansk

= Professor Andrzej Rzonca, PhD, Professor of the Warsaw School of
Economics, Warsaw School of Economics

= Professor Andrzej Stawinski, PhD, Warsaw School of Economics

= Monika Liszewska, EKF Research, Centre for Strategic Thoughts -
participated in developing the results of expert qualitative research

= Zuzanna Zabicka, EKF Research, Centre for Strategic Thoughts - par-
ticipated in developing the results of expert qualitative research

We would like to extend our thanks to the numerous experts — represent-
atives of the academic community, public administration bodies, non-
governmental institutions, the financial sector, consulting companies, and
business organisations who shared their knowledge and opinions during
the qualitative research.
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Introduction

Investment is the best pulse check to guide action on re-
ducing barriers and boosting competitiveness. It is
simpler than competitiveness rankings, is more for-
ward-looking than productivity, and signals commit-
ment. For every action, the question should be “Does it
raise or lower investment?”

(Giordano i in., 2025)

Similarly to the previous editions of the “Poland’s Economic Credibility In-
dex” report, this year’s edition focuses primarily on the quality of Poland’s
public policies. As usual, the indicators of Poland’s economic credibility are
presented against the background of similar indicators calculated for oth-
er Central European countries (the Czech Republic, Slovakia, Hungary, and
Romania). From an economic perspective, Central Europe is a homogene-
ous region. Formed by previously centrally planned economies, liberalisa-
tion and integration into European production networks have transformed
them into economies whose main growth driver is the export of interme-
diate goods (Hagemejer and Muck, 2019).

This year, we added Italy, Spain, and Lithuania to the panel of analysed
economies. The inclusion of Spain and Italy was primarily due to the fact
that, over time, Central Europe will gradually exhaust the potential for an
export-based growth model within international production networks. This
phenomenon is driven by rising labour costs and rapid population age-
ing. In this situation, Central European countries will face a challenge that
is similar to other European Union countries - the need to overcome the
trap of the prolonged dominance of traditional industrial production sec-
tors and the insufficient development of high-tech industries (Fuest et al.,
2024). By adding Lithuania to the group of analysed economies, we includ-
ed in our panel a country representing the Baltic region, characterised by
the pursuit of responsible fiscal policy.
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Motivations behind preparing
reports on the Poland’s
Economic Credibility Index

We interpret the concept of a country’s eco-
nomic credibility in two distinct ways. The first
dimension is straightforward—it concerns the
assessment of whether economic policy sup-
ports efficiency of the economy and its main-
tenance on a path of stable growth. The second
dimension of our understanding of this term
relates to evaluation of whether decisions on
economic policy are made in accordance with
the principles of a democratic state. This stems
from the conviction that only democracy cre-
ates the conditions under which economic pol-
icy is conducted, in the long term, in the inter-
est of all social groups and with due regard for
the well-being of future generations.

An example of the negative effects of limiting
democracy were the changes which took place
in fiscal policy in Poland after the year 2015,
when fiscal policy became pro-cyclical and
a growing part of government spending was
carried out outside the democratic control of
the Sejm, which contributed to the excessive
growth of public debt.

This situation was not solely the result of the
extraordinary circumstances surrounding the
outbreak of the COVID-19 epidemic. To a great
extent, it was a consequence of the then-hap-
pening in Poland - as in Turkey and Hunga-
ry before it — process of transforming parlia-
mentary democracy into a sham democracy,
in which monetary and fiscal policy ceased to
function as instruments of economic stabilisa-
tion. Instead, they became tools for achieving
short-term political goals, primarily through
monetary and fiscal expansion aimed at max-
imising current consumption and thus gain-
ing political support for transforming de facto
democracy into a sham democracy (Goéralczyk,
2019; Scheppele, 2024).

Populists believed that expansionary monetary
and fiscal policies would bring about a rap-
id economic recovery, which would translate
into increased investment. In reality, however,
the chaotic manner of running of a number of
public policies led to increased overall uncer-
tainty about the future course of events in the
economy, thus causing private investment in
Poland to decline to a level significantly lower
than in other countries in our region and the
entire European Union (Hagemejer et al., 2021).

A significant and sustained decline in invest-
ment in a country with a rapidly ageing popu-
lation carries the risk of a situation where pro-
ductivity growth will no longer compensate
for the decline in hours worked in the econo-
my. Over time, this will mean a slowdown in
the process of real convergence — our econom-
ic catching up with highly developed countries.

The fact that the process of real convergence
has been ongoing in Poland for 30 years has
led to it being taken for granted. However,
a sustained decline in investment may change
this. The process of real convergence will be
reversed.

The importance of credibility of public policies
for the level of investment in a given country
is illustrated by the results of empirical stud-
ies, which indicate rigidity of the hurdle rate
characterising different countries, which induc-
es companies to undertake investments. Intu-
itively, we assume that the minimum rate of
return on investments decreases with a decline
in short-term interest rates and a rise in stock
market indices. In practice, however, this is not
the case. The minimum hurdle rates, which in-
duce companies to increase investments, may
not decrease even in periods of falling short-
term interest rates and rising stock market
indices, resulting in a lower cost of raising
capital on the stock market (Edwards & Lane,
2022; Fukui, Gormssen, & Huber, 2024; Calla-
han & Msuboussin, 2024).
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Relative rigidity of the hurdle rate required by
companies illustrates the significant impact
of the risk premium on the investment rate in
a given country, which is decisively influenced
by credibility of the government’s public pol-
icies. This fact is crucial as it motivates our
analyses of the quality of public policies im-
plemented in Poland. The level of private sec-
tor investment, which influences sustaining
the real convergence process, inherently de-
pends on the credibility not only of monetary
and fiscal policy but also of all other public pol-
icies, which we analyse annually in our report.

Long-term consequences
of populist rule

Since the end of 2023, the situation in Poland
has changed. There emerged a chance of re-
turning return an economic policy aimed at
maintaining economic balance and improving
its efficiency. Unfortunately, similarly to other

countries which have experienced long periods
of populist rule, returning to this state of af-
fairs is proving difficult.

It is very difficult not only to return to the rule
of law (Scheppele, 2024; Sadurski, 2018), but
also to put public finances in order after a long
period of irresponsible fiscal policy, the most
glaring example of which was the unprecedent-
ed scale of government spending carried out
outside parliamentary oversight by two gov-
ernment financial institutions — Bank Gospo-
darstwa Krajowego and the Polish Develop-
ment Fund. This spending was largely financed
by the issuance of bonds by both institutions,
which, for obvious reasons, increases the costs
of public debt servicing today.

The consequences of radical deterioration in
public finances may this time prove much more
serious than in the past, given the growing
probability of a sustained decline in the po-
tential growth rate in Central Europe (Livo-
rova et al., 2024; Slacik, 2024). This means
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that it will be increasingly difficult for coun-
tries in the region to “grow out of” the public
debt. This could lead to a rising risk premium
on the treasury bond market and higher pub-
lic debt servicing costs in the future.

The example of Italy shows that with an in-
sufficient GDP growth rate, even maintaining
a long-term positive primary budget balance
does not enable a significant reduction in the
public debt-to-GDP ratio (Secchi, 2025). One
should also bear in mind that this situation
occurred despite the fact that, with the ex-
ception of a short period of crisis on the pub-
lic debt market in the eurozone in the years
2010-2012, Italy could - unlike Poland - con-
tinuously benefit from the low level of inter-
est rates in the eurozone.

To what extent do the
conclusions of the Enrico Letta
and Mario Draghi report apply
to Poland?

In an ageing society, where the number of hours
worked is decreasing, the rate of economic
growth depends on modernisation of its econo-
my, thanks to implementation of new, increas-
ingly modern technologies in production, which
allows for maintaining a sufficiently high rate
of productivity growth.

Over the last two decades, the process of mod-
ernisation of the economies of EU member
states — with the exception of the Scandinavi-
an countries — has slowed down significant-
ly. New manufacturing sectors have been de-
veloping significantly slower in the EU than in
the United States. As a result, it is increasingly
common to argue that Europe’s major econo-
mies have been stuck in the middle-technology
trap, a spectacular manifestation of which has
been a lower rate of productivity growth over
the last two decades in comparison with the
American economy, and therefore also a lower

rate of economic growth than that of the Unit-
ed States (IMF, 2024).

The reports by Enrico Letta and Mario Draghi
published last year (European Commission,
2024) were a wake-up call about the need for
Europe to break free from the trap of domi-
nation by traditional, relatively less efficient
manufacturing sectors.

Recipes for modernising the
sectoral structure of European
economies

Although Europe has at its disposal sources of
financing for the increase in investment, the
economic policies of most Member States have
neither created sufficient incentives for great-
er innovation in their economies, which would
increase the demand for investment, nor have
they effectively supported the increase in the
supply of high-risk capital in the form of pri-
vate equity and venture capital funds, which
are an essential source of financing for com-
panies involved in creating and implementing
new technologies.

Insufficient incentives and institutional con-
ditions necessary for effective innovation pro-
moting policies have meant that the climate and
IT transitions have been less efficient drivers
of economic growth in Europe than previous-
ly intended. One example is the growing de-
pendence of the climate transition on imports
from China, which has resulted in the creation
of fewer “green” jobs than envisaged. Grow-
ing dependence of the European automotive in-
dustry on imports of American electronics and
software is also significant. One can clearly see
that Europe has been lagging behind, especial -
ly if compared with China, in electric car pro-
duction (McKinsey, 2025).

The flow of production factors into high-
tech industries is retarded not only by lower
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innovation of European companies, which in
turn reduces profitability and scale of their in-
vestments. The long-diagnosed excessive share
of commercial banks in the European financial
system also plays a significant role (European
Systemic Risk Board, 2014). Bank loans are un-
suitable as a source of financing for innovation
and technological progress. Firstly, banks are
institutions taking risk for their own account,
therefore, they are unable to afford the signifi-
cant risks associated with financing innovation.
Secondly, banks remain steadfastly opposed to
increasing their capital requirements. While this
would allow them to increase their risk-taking,
the crucial issue for banks is that they would
have to reduce their leverage, which in turn
would lower their rates of return on capital.

In this situation, the underdevelopment of the
European capital market is particularly detri-
mental to economic growth in Europe. The fact
that the European stock market is a patchwork
of relatively shallow and rather illiquid stock
markets is actually of lesser importance. The
key problem lies in insufficient access of Euro-
pean technology companies to financing from
private equity and venture capital funds. A sig-
nificant consequence of this situation is the re-
location of many European technology compa-
nies to the United States, where they find much
easier access to both forms of financing and to
much larger markets.

For Europe, the key issue is that the previous-
ly mentioned dominance of traditional indus-
tries has led to a negative feedback loop be-
tween declining returns on investment and
decreasing investment volume. Such feedback
loop could only be broken by increasing the
share in the European economy of technology
companies, offering higher returns on invest-
ment. This development would increase invest-
ment volume and curb the decline in produc-
tivity growth in Europe.

Both reports point to the fact that due to the
lower profitability of European enterprises,

representing mainly traditional industrial sec-
tors, and the low level of development of Euro-
pean capital markets, European savings are not
employed in financing development of modern
industries, because they are invested either in
bank deposits or on the American capital mar-
ket, which offers higher rates of return.

Given that the relatively lower profitability of
European listed companies translates into lower
company valuations than in the United States,
European technology companies often choose
to be listed on American stock markets rather
than European ones, which naturally reduces
the cost of raising capital. The scale of this phe-
nomenon is evidenced by the fact that Scandi-
navian technology companies are also moving
to the American market, despite the fact that
it is the Scandinavian countries which boast
the most developed capital markets in the EU
(Agence France Trésor, 2024).

The relocation of European technology compa-
nies to the US perpetuates a situation in which
European capital markets remain relatively
shallow and therefore less attractive than the
American market (ibid.). A solution to gradu-
ally improve the situation would be the cre-
ation of a common European capital market;
however, this proposal has for years remained
on the list of unfinished - or rather, unstart-
ed - European reforms.

A telling illustration of the gap between Europe
and the US is the situation in 2024, when func-
tioning in the US were 690 technology companies
with a market value exceeding $1 billion, while
in Europe there were only 107 (Barnett, Fair-
less, & Luhnov, 2025). The scale of the needed
change is illustrated by the fact that two-thirds
of IPOs of European technology companies take
place in the US market, and the scale of invest-
ments made by VC funds in the US is ten times
greater than in the EU (Deutsche Bank, 2024).

The main recommendation of both reports is to
deepen Europe’s economic integration within
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the Common Market. The scale of various bar-
riers, still existing and limiting trade between
EU member states, is illustrated by the fact that
their impact is equivalent to EU countries im-
posing tariffs of 45% on industrial goods and
110% on services (Draghi, 2025). Both figures
illustrate the potential for growth which could
result from completing the European Com-
mon Market.

One should add, however, that VC funds alone
are not a panacea for increasing innovation of
a given economy. Their number and scale of
operations only grow when a given country has
an adequate supply of innovation - primarily
through creation of a system of incentives mo-
tivating universities to conduct basic research,
which, years later, yields technologies to be
commercialized by startups. This relationship
is illustrated by the fact that the Yozma pro-
gramme, which accelerated the emergence of
a large VC fund sector in Israel, making it eas-
ier for foreign capital to invest in Israeli start-
ups, was launched in the 1990s, only two dec-
ades after the establishment of the famous Chief
Scientist Office, whose grants co-financed re-
search on new technologies (Avnimelech and
Teubal, 2003; Singer, 2009).

Poland: risk of slowing down
the real convergence process

Our economy is an integral part of the Euro-
pean economy, and our economic success to
date has been largely due to Poland’s integra-
tion into European manufacturing networks
(Landesman and Stollinger, 2018). Half of our
exports — the main driver of our econom-
ic growth (Hagemejer and Muck, 2019) - has
long consisted of intermediate goods produced
in Polish subsidiaries of international compa-
nies. In this context, Europe’s middle-tech-
nology trap directly impacts Poland’s devel-
opment prospects.

The second reason is the risk of Poland getting
stuck in the “incomplete real convergence trap” -
as ING bank economists aptly and graphical-
ly described the situation (2024). The sources
of the risk of a permanent decline in Poland’s
economic growth rate are similar to those in
other EU countries. VC funds have emerged
in Poland; however, development of this sec-
tor largely depends on increased spending on
higher education and basic research, in order
for a sufficient number of innovations to be
created, thus giving rise to opportunities for
their commercialization.

The common denominator when making de-
cisions aimed at improving the quality of in-
dividual public policies should be the question
included in the previously quoted fragment of
the McKinsey analysis: “Is this going to sup-
port the investment growth?” This question is
valid for all public policies, as each of them can
contribute to improving Poland’s overall eco-
nomic credibility, which ultimately translates
into the investment rate.

Although this seems obvious, one should still
emphasise that changes in the manner public
policies are implemented should be accompa-
nied by ongoing genuine social dialogue, which
would explain the decisions made to the pub-
lic. However, such dialogue requires a partner
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for the government—not in the form of anon-
ymous (de facto) “social” media, focused pri-
marily on promoting themselves by fuelling
emotions, but in the form of civil society or-
ganisations. It is only civic engagement—as
Daron Acemoglu and James Robinson describe
in their widely known book, “Narrow Corri-
dor” - that creates conditions for the survival
of democracy (Acemoglu and Robinson, 2020).

The need for a proactive policy
to promote innovation in the
Polish economy

Monetary and fiscal levers still matter,
but they mostly stabilize the economy.
If a country wants to grow its economy
and improve its competitiveness, an in-
novation policy is the key. Countries that
master it enjoy faster growth, strategic
resilience, and a disproportionate share
of 21%'-century wealth. (Gabai, 2025)

Poland must face two major challenges. The
first is the slowdown in economic growth re-
sulting from a rapidly ageing population. The
second is the existential threat posed by Rus-
sia’s war against Ukraine, which could esca-
late into a war against other EU countries, in-
cluding Poland in particular. For these reasons,
an innovation promotion policy should be ap-
proached as an absolute priority, as its im-
plementation is essential to preventing a de-
cline in economic growth and modernising
the armed forces in order to ensure sufficient
deterrence.

In some respects, the situation of Poland is
similar to that of Israel in the late 1960s, when,
as a result of the French arms embargo, Isra-
el—then an economy based primarily on tra-
ditional industries—faced an existential threat.
Israel had no choice but to pursue a policy of
promoting innovation to modernise its econo-
my and armed forces (Peres, 2017). Years later,

when the existential risk diminished because
Israel gained a technological advantage over
other countries in the region, new technolog-
ical solutions were developed primarily for ci-
vilian industries, where they generated greater
revenue for businesses and contributed more
to the prosperity of society as a whole. Facing
similar challenges, Poland should follow Isra-
el’s example—modernising its economy and
armed forces by making innovation they key
priority in its economic policy (European Com-
mission, 2018).

The experience of countries which have long
pursued effective policies to support econom-
ic innovation demonstrates that the key to
success lies in promoting development of new
technologies which enable creation of previ-
ously non-existent goods and services. Such
efforts offer the greatest chance of maintain-
ing an appropriate rate of productivity growth,
and thus GDP growth. This is clearly confirmed
by the experiences of the American DARPA,
established in 1958, the Israeli CSO, and the
Finnish SINTRA, established in 1968, as well
as the subsequent experiences of other coun-
tries, particularly South Korea and the Scan-
dinavian countries.

There is no ideal, universal ecosystem of insti-
tutions and incentives which would best sup-
port economic innovation in every country -
this depends on multiple factors, including the
history of a given country (Bar-El, Bentolila
and Schwartz, 2019). Nevertheless, when ana-
lysing the experiences of countries which are
most successful in promoting innovation, there
can be identified two key features that should
be present in an effective innovation support
ecosystem.

Firstly, an innovation support agency should
be independent of the government. The gov-
ernments’ short-term decision-making hori-
zon means that their influence on decisions of
such an agency leads to supporting primarily
existing manufacturing sectors. This, in turn,
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can lead directly to middle-technology trap
(Minchau, 2024).

Secondly, evaluation committees for submit-
ted projects should be composed primarily of
academics representing the natural scienc-
es, with each of them being responsible for
a relatively small number of projects so as to
allow for thorough evaluation. A shortage of
natural science representatives on evaluation

committees for submitted grants inherent-
ly reduces effectiveness of a given innovation
promotion agency.

The US-based DARPA meets both these criteria.
The European Innovation Council, which is in-
tended to be modelled on DARPA’s principles,
is beginning to meet them to an ever-increas-
ing extent (Fuest et al., 2024).
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How the Index
was created —
methodology

This year’s edition of the economic credibility index was developed for
eight countries: Poland, Czech Republic, Spain, Lithuania, Romania, Slo-
vakia, Hungary and Italy. We have therefore expanded the set of countries
to include Spain, Italy (representing Southern European countries), and
Lithuania (representing the Baltic states), thus providing a more compre-
hensive picture of regional diversity within the European Union. Includ-
ing these countries allows for comparison not only of different economic
models but also of differences in institutional stability, the quality of pub-
lic policies, and the level of investors’ confidence. This year’s Index pro-
vides a more balanced and representative picture of economic credibility
across Europe, encompassing both established economies and those which
are still catching up.

A comparative analysis was conducted across eight areas of social and eco-
nomic life, comprising 33 assessment dimensions. Their arrangement is
presented in Figure 1. The Index development process consisted of several
stages. The first step was to collect available and reliable measures which
could objectively parameterize the issue of economic credibility in all eight
countries subject to analysis. Selected for this purpose were nearly 90 indi-
cators, drawn from various national and international databases. They were
subjected to a two-stage verification procedure, consisting primarily of:

1. Calculation of variation coefficient in the years 2008-2024 according
to the formula:

Where: s — standard deviation, x - arithmetic mean

The low variation coefficient was the basis for rejecting the measure because
it did not differentiate the observed phenomenon over time and, therefore,
did not offer the appropriate information value;
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2. carrying out correlation analysis between
all indicators, which allowed for rejecting
measures which were strongly related to
each other and carried the same or similar
information value.

Positively rated were 87 indicators, each of
which was classified as a stimulant (an increase
in its value means a positive impact on the lev-
el of economic credibility) or a destimulant
(an increase in its value means a negative im-
pact on the level of economic credibility). The
measures were subjected to normalization ac-
cording to the formula:

s X — median
quartile deviation

where: x’- normalized value,
x — source value of the indicator

This enabled mutual comparison of indicators
expressed in different measurement units. The
normalised values formed the basis for con-
structing subindices in individual dimensions

and areas, and then the final economic credi-
bility index. The subindices were constructed
using weights assigned to individual indicators
and dimensions. The overall index was created
by assigning appropriate weights to the areas
of analysis (Table 1). Information with regard
to the weights employed in calculating indi-
vidual dimensions and measures is included in
the analyses of individual areas.

TABLE 1. Weights assigned to areas
of analysis of a country’s economic credibility
(in percentage)

Area Weight

1. Therule of law 10
1l. Freedom of business activity 10
111. Credibility of public finances 20
IV. Stability of money and the financial system 20
V. Labour protection and safety 10
VI. Quality of public services 10
VII. Climate and environment 10
VIIl. Compliance with international obligations 10

Source: own study

FIGURE 1. The layout of areas and dimensions of the assessment of the economic credibility index
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CHART 1. Total assessment of a country’s economic credibility
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TABLE 2. Total assessment of a country’s economic credibility
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Poland 0.01 -0.18 -0.15 -0.23 -0.26 -0.64 -0.61 - -0.64 -0.21
The Czech Rep. 0.40 0.42 0.44 0.54 0.55 0.35 0.18 -0.04 0.20 0.59
Hungary -0.39 -0.38 -0.49 -0.57 -0.63 -0.80 --- -0.38
Italy -0.16 -0.10 -0.13 -0.30 -0.28 -0.62 -0.47 -0.57 -0.34 -0.13
Lithuania 0.00 0.38 0.33 0.32 0.38 0.19 0.02 0.26 0.66 -
Romania -0.14 -0.14 -0.23 -0.33 -0.38 -0.63 -0.77 - -0.66 -0.56
Slovakia -0.06 0.10 0.08 0.03 0.18 0.08 0.12 -0.14 -0.03 0.30
Spain 0.08 0.05 0.08 0.06 0.16 -0.02 0.03 0.00 0.32 0.29

Source: own study

The final value of the index offers synthetic in-
formation about what changes occurred in a giv-
en year in comparison with the average level of
all 8 countries. A negative index value indi-
cates a regression in comparison with the av-
erage value from the years 2008-2024, a pos-
itive index value stands for improvement in
relation to the thus determined average value,
while 0 means no observed changes.

The results in the tables are presented us-
ing a heat map, where green indicates an in-
crease in credibility of the state and red indi-
cates a decrease.
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The importance of the rule of law for economic
credibility of the state

In recent years, one of the most serious threats to the rule of law in Po-
land—and thus to the country’s economic credibility—has been the wide-
spread questioning of the status of judges. The still unresolved conflict over
the legality of appointments made by the reformed National Council of the
Judiciary has led to a systemic undermining of the authority of the entire

Judgments issued by courts
can be challenged at any time,
not because of substantive
errors, but because of the
questionable status of their
authors. This dangerously
disrupts predictability of the

legal system.

judiciary. Particularly disturbing is the fact that
doubts also concern the composition of the Su-
preme Court, paving the way for challenges to
the validity of electoral decisions, thus direct-
ly striking at the very foundations of the legit-
imacy of public authority.

From an economic perspective, this means
a constant increase in institutional uncertain-
ty. Judgments issued by courts can be chal-
lenged at any time, not because of substantive
errors, but because of the questionable status
of their authors. This dangerously disrupts pre-

dictability of the legal system. In extreme cases, it may lead to the crea-

tion of two legal systems

- one recognising judges appointed after 2018

as fully legitimate, and the other questioning their status. Such an un-
stable political situation not only deepens the crisis of trust in the state
but also discourages long-term investments and limits the willingness

to take economic risks.

22
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Methodology for the Index
calculating in the Rule of Law
area

It is worth noting that in the fourth Index edi-
tion, some rule of law indicators have im-
proved—particularly in the area of the rule of
law. However, it is important to emphasise that
these changes are not the result of profound
systemic reforms, but rather a sign of growing
confidence among some experts, whose opin-
ions form the basis of the Rule of Law Index
methodology developed by the World Justice
Project. These indicators are based on expert
questionnaires. Their results should therefore
be interpreted with caution—as a reflection of
expectations, not necessarily evidence of ac-
tual improvement in the rule of law.

Thus, while this year’s data provide some
grounds for cautious optimism, it should not
be forgotten that structural problems - includ-
ing the previously discussed undermining of the
status of judges — remain unresolved. The per-
sistence of this situation results in a permanent
decline in the state’s credibility as an economic
partner, making Poland more vulnerable to ex-
ternal shocks and limiting its development po-
tential. Rebuilding the authority of the courts
and returning to full transparency and legality
in their composition remains not only a con-
stitutional requirement but also a key condi-
tion for restoring trust — among both citizens
and investors - in state institutions.

TABLE 1. Dimensions and weights
inthe Rule of law area (in percentage)

Dimension Weight

50
50

1. Efficiency of the justice system
2.Therule of Law

Source: own study
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TABLE 2. Weights of indicators in the Rule of
law area (in percentage)

Indicator

Dimension

1. Efficiency of the Timeliness of civil

justice system proceedings 50
Efficiency of judgment
execution 50
2.Therule of law Execution of regulations 30
Limitation of the
government authority 40
The level of the government’s
openness 30

Source: own study

In the case of indicators acting as stimulants
(the higher the value of the indicator, the better),
there have been used positive weights, while in
the case of destimulants (the lower the value
of the indicator, the better) — there were used
negative weights.

In the efficiency of the justice system dimen-
sion, our study uses data from the Rule of Law
Index. The first indicator concerns timeliness of
proceedings. It measures whether civil proceed-
ings are conducted in a timely manner, with-
out undue delay. The second indicator, on the
other hand, measures effectiveness and time-
liness of enforcement of civil court decisions
in practice. In order to assess efficiency of the
justice system, it is necessary to consider these
issues jointly.

Similarly in the rule of law dimension, applied
have been indicators from the aforementioned
Rule of Law Index. The following data have been
taken into account: the level of regulatory en-
forcement, limitation of government powers,
and the level of government openness.
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Analysis of economic credibility
in the Rule of Law area

Dimension 1. Efficiency of the justice
system

Inefficiency of courts translates directly into
operating costs - both direct (delayed deci-
sions, lack of debt recovery) and indirect (the
need to protect against contractor insolvency,
the cost of alternative dispute resolution, etc.).

This reduces Poland’s investment attractive-
ness and undermines trust in state institutions.

The above data is based on two indicators from
the World Justice Project, which reflect efficiency
of civil proceedings and effectiveness of subse-
quent judgment enforcement. These data show
that efficiency of the justice system in Poland
continues to deteriorate. This is hardly surpris-
ing, as for many years there have been imple-
mented no reforms which could offer even the

CHART 3. Total assessment of a country’s economic credibility for the Rule of law areain the

Efficiency of the justice system dimension
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TABLE 3. Total assessment of a country’s economic credibility for the Rule of law areain the
Efficiency of the justice system dimension

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Poland 0.06 0.16 0.29 0.34 0.26 0.09  -0.60  -0.62  -0.42  -0.51
The Czech Rep. 1.18 2.20 2.20 2.20 1.65 1.09 0.94 1.36 1.57 1.22
Spain -0.13 0.50 0.78 0.78 0.92 0.92 0.64 0.64 0.71 0.09
Lithuania e 4o s s
Romania 1.22 1.57 1.65 1.65 1.50 1.08 1.15 1.43 1.23 0.81
Slovakia 033  -001  -023  -0.65
Hungary -0.59  -0.40  -025  -0.25  -131  -1.46 --- -1.24
ealy 131 <130 173 A3 173 A7 195 o188 L8l o173

Source: own study based on the World Justice Project, Rule of Law Index
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slightest chance of expediting proceedings or
improving effectiveness of subsequent judg-
ment enforcement. Instead, the government
has focused on insignificant systemic and per-
sonnel changes.

What is more, the outlook in this regard re-
mains bleak, primarily due to the problem of
non-recognition of the status of a significant
number of courts, already mentioned in the
introduction. Any potential widespread ques-
tioning of their decisions could therefore re-
sult in an unprecedented paralysis of the Pol-
ish justice system.

Positive examples in our region can be found
primarily in Lithuania (although data from the
Rule of Law Index has only recently become
available) and the Czech Republic. Both coun-
tries are seeing consistent improvements in
the efficiency of their justice systems. Hungary
hovers at the other extreme of judicial change.

Dimension 2. The Rule of Law

Poland’s rule of law index reached -0.30 in
2024. This is a slightly better result than last
year (-1.21), suggesting a partial correction of
the negative trend from previous years (al-
though it remains negative, indicating further
escalation of problems). However, on the basis
of the indicators used from the Rule of Law In-
dex, it is impossible to determine whether this
represents a genuine improvement or merely
the result of greater trust of the surveyed ex-
perts in the current government.

Therefore, while the improvement in 2024 may
seem promising, it should be approached with
caution. On the one hand, it could be the re-
sult of a softening of the government’s com-
munication tone or actions aimed at improv-
ing international relations. On the other, there
is not yet sufficient evidence of lasting insti-
tutional change which would reverse the sys-
temic drift observed over the years. Moreover,
the positive signal may be only relative in na-
ture - given the dramatic deterioration of the

CHART 2. Total assessment of a country’s economic credibility for the Rule of law area

in the Rule of law dimension
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TABLE 4. Total assessment of a country’s economic credibility for the Rule of law area
in the Rule of law dimension

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Poland 0.74 0.43 -0.47 -0.47 -0.72 -0.84 -1.30 -1.06 -1.21 -0.30
The Czech Rep. 0.70 1.58 1.20 1.20 1.43 1.57 1.53 1.65 1.73 2.03
Spain 0.77 0.95 1.07 1.07 1.30 1.70 1.69 1.58 1.40 1.10
Lithuana C 28 s 268 268
Romania -1.55 -0.21 -0.59 -0.59 -0.96 -1.00 -0.94 -0.82 -0.80 -1.12
Slovakia 0.62 0.23 0.23 0.07
Hungry 306 326 406 406 431 439 bG5S 4Bl 488 49
Italy 0.09 -0.08 0.04 0.04 0.00 0.21 0.21 0.50 0.53 0.28

Source: own study based on the World Justice Project, Rule of Law Index

situation in Hungary, Poland compares mod-
erately well against that background. This does
not mean, however, that we are approaching the
standards of countries with a stable legal order -
such as the Czech Republic or some Northern
European countries not included in the Index.

The score for this dimension is calculated on
the basis of three indicators. The first one con-
cerns effectiveness of law enforcement (in-
cluding administrative decisions). The second
indicator measures the degree to which those
in power are bound by the law, encompass-
ing broadly understood oversight of their ac-
tions (constitutional, institutional, and media).
The third one refers to the level of government
openness—what information the government
shares with the public and whether there exist
tools to hold it accountable. The quality of the
information provided is also assessed.

The current level of the
indicator shows that Poland

is still struggling with serious
challenges in this area, which
weakens its positionin the
eyes of investors, international
partners, and citizens.

In these three respects, over the past decade
Poland has been steadily losing. Particular-
ly since 2016, there have been recorded drops
related to marginalisation of the Constitution-
al Tribunal’s role, curtailment of the powers of
oversight bodies, and diminished transparency
of the governance process. It must be clearly
emphasised that the rule of law is a key factor
in the economic credibility of a state—it en-
sures that government decisions are predictable,
economic interests are protected, and public in-
stitutions operate in a professional and trans-
parent manner. Despite improvement, the cur-
rent level of the indicator shows that Poland is
still struggling with serious challenges in this
area, which weakens its position in the eyes of
investors, international partners, and citizens.

Summary

In the fourth edition of the Economic Credibil-
ity Index, the Rule of Law remains one of the
most significant sources of institutional uncer-
tainty and barriers to development. While there
have been recorded some signs of improvement
in selected indicators, the overall picture re-
mains worrying. The lawmaking process con-
tinues to be burdened with serious structural
problems, arising primarily from superficiali-
ty of public consultations.
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The efficiency of the justice system contin-

ues to deteriorate. The lengthening duration The Iengthening duration of

of proceedings, difficulties in enforcement of di difficultiesi
judgments, and the chaos caused by the wide- proceedings, difficulties in

spread questioning of the status of some judges enforcement ofjud gments,
mean that the court system does not effective- and the chaos caused by the

ly fulfil its role of guaranteeing legal security. id d o e fth
In practice, this means an increase in econom- widaesprea queStlonlng of the

ic risk, which entrepreneurs must compensate status of some judges mean
for through higher costs or reduced activity. that the court System does
The second dimension - the rule of law - has not effectlvely fulfilits role of

seen a slight improvement, but still remains guaranteeing legal security.
well below previously observed levels.

CHART 5. Total assessment of a country’s economic credibility for the Rule of law area
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TABLE 5. Total assessment of a country’s economic credibility for the Rule of law area

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Poland 0.40 0.29 -0.09 -0.06 -0.23 -0.37 -0.95 -0.84 -0.81 -0.40
The Czech Rep. 0.94 1.89 1.70 1.70 1.54 1.33 1.23 1.51 1.65 1.62
Spain 0.32 0.73 0.92 0.92 111 131 1.17 111 1.06 0.59
Lithuania zse ae9 377 393
Romania -0.16 0.68 0.53 0.53 0.27 0.04 0.11 0.31 0.22 -0.16
Slovakia 0.48 0.11 0.00 -0.29
Hungary 182 183 236 226 <281 292 342 320 331 310
Italy -0.61 -0.59 -0.84 -0.84 -0.86 -0.76 -0.87 -0.69 -0.64 -0.73
Source: own study
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The conclusions from this year’s data are there-
fore clear: Poland is in a state of structural rule
of law crisis, which — despite some cosmet-
ic adjustments — has not been brought under
control. All three pillars of the classic separa-
tion of powers require reconstruction: the leg-
islative process — greater transparency and ac-
countability, the judiciary - restored authority
and efficiency, and the executive - institution-
al constraints and increased openness.

28

It should also be noted that the observed phe-
nomena may, for some time, be compensated
by the adaptability of the economy and citizens,
yet ultimately they lead to a lasting weakening
of the state’s credibility. Improving the image
does not suffice - real institutional reforms are
necessary to restore trust in the rule of law as
the foundation of the social and economic order.
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Area ll. Freedom of
economic activity



The importance of freedom of economic activity for
the economic credibility of the state

In this area, we analyse aspects of the functioning of the economic system
which relate to the freedom of economic activity. Within this area, we have
identified three dimensions: ease, freedom, and conditions.

The first dimension - ease - refers to the level of protection afforded to
transaction parties and is linked to the costs of operating markets. Econ-
omists point out that social norms and constraints imposed on human ac-
tion, which reduce uncertainty, increase trust between parties, and enhance
efficiency of exchange, lower transaction costs, and increase the number of
transactions, thus leading to greater specialisation and prosperity (North,
1990; Williamson, 1986 and 2000; Beckmann, 2002).

With these costs in mind, the World Bank has developed a system of indi-
cators called: Doing Business, showing the time and costs involved across
different countries in starting a business, building a warehouse, obtaining
credit, or recovering debts from dishonest contractors. Our Index builds
on the legacy of this methodology.

The second dimension - freedom - refers to another strand of institutional
analysis, namely economics of property rights. In this approach, economic
freedom means protecting lawfully acquired property from expropriation
by other individuals and allowing it to be used, exchanged, or transferred
to others (Gwartney et al., 2000).

The liberal school of economic thought emphasised that property rights
enable planning and rational use of resources (cf. Hayek, 1944; Acemoglu
and Robinson, 2014). Our indicator in the freedom dimension follows this
tradition, drawing on the economic freedom indicators published by The
Heritage Foundation. Their design assumes that greater prosperity and eco-
nomic credibility are fostered by less state interference in economic rela-
tions and lower public expenditure.
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The third dimension - conditions - refers to
the concept of positive liberty. Unlike the free-
dom dimension, by participating in the bene-
fits of economic exchange between citizens, the
public sector can improve the overall prosperity
and economic credibility of the state. Through
financing appropriate institutional, educational,
scientific, or transport infrastructure, the state
can contribute to reducing environmental un-
certainty and exchange costs. In this way, it
creates better conditions for the development of
knowledge-based activities which particularly
require skilled workers and reduced uncertainty
(Porter, 1990; Acemoglu and Robinson, 2014).
The World Bank’s institutional quality indica-
tors (Worldwide Governance Indicators) and the
quality of the infrastructure of the Institute for
Management Development in Lausanne (World
Competitiveness Yearbook) allow us to capture
this dimension of freedom of economic activity.

Methodology for calculating the
Index in the area of freedom of
economic activity

In this study, freedom of economic activity is
the result of three dimensions: the ease of set-
ting up and conducting a business (Dimension
1 - Ease), economic freedom understood as
the freedom to conclude contracts and protec-
tion of lawfully obtained property (Dimension
2 - Freedom), and conditions for conducting
a business - both institutional and infrastruc-
tural (Dimension 3 - Conditions).

TABLE 1. Dimensions and weights in the
Freedom of business activity (in percentage)

Dimension Weight

1.Ease 50
2. Freedom 25
3. Conditions 25

Source: own study
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Through financing appropriate
institutional, educational,
scientific, or transport
infrastructure, the state

can contribute to reducing
environmental uncertainty and
exchange costs.

The country’s economic credibility index in the
area of freedom of economic activity was con-
structed in four stages.

The first of these was the construction of par-
tial indicators. The ease of conducting busi-
ness dimension consists of four indicators:
registered new businesses per 1,000 people
aged 15-64, assumed to reflect the willingness
and therefore the ease of setting up and con-
ducting a business (data: World Bank); cost of
electricity (EUR per 1 kWh) (data: Eurostat);
concentration of the banking sector (assets
of the three largest banks/total assets of the
30 largest banks in the country), assumed to
reflect the ease of obtaining a loan (data: Orbis
database?); government subsidies to public and
private entities (percentage of GDP), intend-
ed to reflect potential government bias (data:
World Competitiveness Yearbook).

The freedom dimension consists of a total Index
of Economic Freedom score, published by The
Heritage Foundation, and its value is the re-
sult of the assessment in twelve areas: property
rights, government integrity, judicial effective-
ness, tax burden, government spending, fiscal
situation, freedom to conduct business, free-
dom to work, monetary freedom (i.e. the right
to “sound” money), freedom to trade, freedom
to invest, and financial freedom.

2 Assets of the three largest banks in relation to the assets of
the 30 largest banks (if there are 30 banks operating in a giv-
en economy for which asset data is available in the Orbis data-
base); excluded from the calculations are central banks, which
slightly changes these estimates in relation to the World Bank
estimates used in previous editions of the Poland’s Economic
Credibility Index.
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The conditions dimension consists of four in-
dicators, of which the World Bank institutional
quality index (Worldwide Governance Indicators)
is the result of an assessment in six areas: free-
dom of speech and accountability of authorities,
political stability and freedom from violence, rule
of law, effectiveness of administration, quali-
ty of regulations, and dealing with corruption?.
The three remaining infrastructure quality in-
dicators published by IMD in World Compet-
itiveness Yearbook are: basic infrastructure,
scientific infrastructure, and educational infra-
structure4.

TABLE 2. Weights of indicators in the Freedom
of business activity area (in percentage)

Dimension Indicator Weight

1.Ease Registered new business entities per 25
1000 people aged 15-64
Cost of electricity (USD per 1 kWh) -25
Baking sector concentration (assets -25
of the three biggest banks / all assets)
Government subsidies for publicand -25
private entities (% GDP)

2.Freedom Economic freedom according to the 100
Heritage Foundation

3.Conditions  Quality of institutions (Quality of 25
governing) (Worldwide Governance
Indicators)
Basicinfrastructure 25
Scientific infrastructure 25
Educational infrastructure 25

Source: own study

In the case of indicators acting as stimulants
(the higher the value of the indicator, the bet-
ter), there were used positive weights, while in
the case of destimulants (the lower the value
of the indicator, the better) — there were used
negative weights.

The second stage consisted in calculating val-
ues of individual indicators for the 27 Europe-
an Union Member States so that the country

3 https://www.worldbank.org/en/publication/worldwide-gov-
ernance-indicators, accessed: 11 September 2025

4 https://www.imd.org/centers/wcc/world-competitive-
ness-center/rankings/, accessed: 11 September 2025

ranked last, that is 27" in the ranking, re-
ceived 0 points, and the country ranked first -
100 points.

The third stage included normalisation. In or-
der to ensure the index in the Freedom of Eco-
nomic Activity area could be compared with in-
dex values in other areas, there was employed
a normalisation procedure. This involved sub-
tracting the median index for the years 2008-
2024 from the value obtained in a given year,
and then dividing the obtained result by the
quartile deviation.

The fourth stage consisted in weighing. The
total index of the country’s economic credi-
bility was calculated as the sum of points ob-
tained by Poland in stages I-III, weighted by
the shares of individual dimensions in the to-
tal index (Table 1).

Analysis of economic credibility
in the area of freedom of
economic activity

Dimension 1. Ease

The charts below present data for the ease di-
mension, taking into account two approaches:
on the left — values for the compared econo-
mies in the last available year; on the right: the
position of the Polish economy in the 2008-
202/ period as compared to the other analysed
countries.
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CHARTS 1-2. Registered new business entities per 1000 people aged 15—-64
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5 Internationally comparable data on registration of new busi-
nesses has become difficult to obtain. World Bank data on reg-
istered businesses per 1,000 inhabitants aged 15-64 ends in
2022. The Eurostat data, based on information provided by na-
tional statistical offices, allows solely for analysis of registra-
tion and bankruptcies dynamics. Beginning with the next Index
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edition — depending on data availability — it is planned to use

data on business demographics (births) or return to improved

Doing Business (Business Ready) methodology, enabling analy-
sis of the ease of conducting business with greater sensitivity to

environment and gender equality aspects. The 2024 data cov-
ers a pilot group of 50 countries, with the exclusion of Poland.
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Number / euro / per cent / per cent of GDP Score out of 100 (1st place in EU = 100,
last place inthe EU = 0)

CHARTS 5-6. Bank concentration (assets of the three largest banks as a percentage of assets of the
30 largest entities (%))
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In comparison with the previous Index edition,
there has been recorded a regression in the ease
of conducting business dimension. This is due
to factors such as rising electricity costs, in-
creasing concentration in the banking market,
and the growing scale of subsidies for business-
es. Poland is losing its advantages in compar-
ison with other EU economies.

The overall effect of this dimension is reflected
in the number of newly registered businesses
in Poland, which remains one of the lowest in

the European Union (approximately two enti-
ties per 1,000 inhabitants). The values of other
indicators in this dimension are similarly dis-
appointing. In recent years, electricity costs for
business clients have increased significantly -
Poland has moved from a position among the
European leaders to the group of countries with
the highest costs. Since the outbreak of the pan-
demic, Poland has also been among the coun-
tries which heavily subsidise enterprises, thus
somewhat distorting competition conditions.
The banking sector’s concentration index - the

CHART 9. Total assessment of a country’s economic credibility for the area Freedom of business ac-

tivity in the Ease dimension
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TABLE 3. Total assessment of a country’s economic credibility for the Freedom of business activity

area in the Ease dimension

2016 2017 2018
Poland
The Czech Rep. 0.12 -0.65 -0.30 -0.17
Spain 0.12 -0.09 -0.89 -0.32
Lithuania 1.20 1.20 1.14 0.88
Romania -0.64 -0.38 -0.84 -0.52
Slovakia 0.11 -0.40 -0.28 -0.27
Hungary 0.28 0.55 0.29 0.17
Italy 0.85 0.64 1.12 0.64

Source: own study
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2019

2022 2023

0.52 0.48 0.00 0.03 0.13 0.28
0.18 -0.23 -0.44 -0.01 0.20 -0.11
0.23 0.48 0.95 1.21 1.29 0.69
-0.49 -0.30 -0.03 0.60 -0.13 -0.19
0.85 1.16 0.69 0.83 1.05 1.28
-0.04 -0.14 -0.76 -0.31 1.02 1.07
0.37 0.45 0.06 -0.17 0.60 0.42
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Since the outbreak of the
pandemic, Poland has also been
among the countries which
heavily subsidise enterprises,
thus somewhat distorting
competition conditions.

value of assets held by dominant entities — was
lower than in most EU countries and, there-
fore, fairly favourable, placing Poland high in
the rankings across the EU. It was assumed
that greater competition in the banking sec-
tor could have a positive impact on financing
conditions for business ventures.

Economic Freedom (2025 Edition)

Dimension 2. Freedom

The Heritage Foundation publishes the annu-
al Economic Freedom Index, which serves as
a basis for assessing the economic freedom di-
mension. In the 2025 edition (on the basis of
the 2024 data), Poland scored 67 points out of
100, thus ranking behind Lithuania, the Czech
Republic, and Slovakia. Among the EU coun-
tries, Poland is in the top one-third of coun-
tries with the lowest economic freedom indices.

The improvement recorded in 2024 in compar-
ison with the previous Index editions was pri-
marily related to the reduction of government
spending, less restrictive labour law regulations,
and monetary freedom®. In terms of interna-
tional trade freedom, Poland achieved results
close to the European Union average.

6 By monetary freedom, The Heritage Foundation authors un-
derstand maintaining a low level of inflation by the central bank
andensuringitsindependence, as well as the withdrawal of the
state from interference in the price formation mechanisms (see
Methodology for measuring various dimensions of economic free-
dom, The Heritage Foundation Index of Economic Freedom).

Score out of 100 (1st p lace in EU = 100,
last place inthe EU = 0)

CHARTS 10-11. Economic freedom according to the Heritage Foundation
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CHARTS 12-13. Subindices of economic freedom for Poland according to The Heritage Founda-
tion, the 2025 ranking (data from 2024) against the median of the 2008-2024 editions (data for
2008-2023)
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CHART 14. Total assessment of a country’s economic credibility for the Freedom of business activity
areain the Freedom dimension
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TABLE 14. Total assessment of a country’s economic credibility for the Freedom of business activity
areain the Freedom dimension

2015 2016 2017 2018 2019 2020 2022 2023 2024

Poland 1.11 0.89 0.00 -0.44 0.00 0.00 -0.44

The Czech Rep. - 1.56 --- 178 178 156 156 200
Spain 67  -0.67  -0.67  -022  -0.67 022  -067 -0.89  -111

an
s IR 2 ISR iz s W WG

Romania -0.67 111 111 0.67 0.67 -0.22 -0.89 -0.89

Slovakia 0.00 -0.44 -0.44 - -0.89 - 0.44 0.00
Hungary 022 -022 -022 -089 -111  -089 ----
taly -3 133 156 156 -1S6  -1s6 178 178 -178 -178

Source: own study

Dimension 3. Conditions . »
investment conditions. Data collected by spe-

The value of the credibility index in the condi- cialised companies was then processed and
tions dimension consists of two key elements: grouped by the World Bank experts into six
the institutional environment and quality of dimensions. The authors emphasise that as-
infrastructure. sessments based on investor recommendations

reflect the prevailing sentiment in the busi-
In order to measure the quality of institutions, ness community and willingness to cooper-
we use data from the World Bank series, World- ate with local entities. From this perspective,
wide Governance Indicators. Their collection, a country’s economic credibility is a deriva-
initiated in the 1990s, aimed at reviewing as- tive of its assessment of institutional invest-

sessments of individual countries in terms of ment conditions.

CHARTS 15-16. Quality of institutions in the assessment of the World Bank (the latest data for
the 2023)
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Ranking among 67 assessed economies WCY2025 Score out of 100 (1st place in EU = 100,
(data from 2024 and earlier) last place in the EU =0)

CHARTS 17-18. Basicinfrastructure
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In the case of scientificand
educational infrastructure,
Poland’s result is slightly
higher than in the assessment
of basicinfrastructure.

Similarly to the previous editions, Poland ranks
23rd among the European Union countries. The
quality of institutions in Slovakia and Hunga-
ry is rated slightly lower, and that of Roma-
nia is significantly worse. The Czech Repub-
lic remains the long-term leader in this group.

Assessment of the infrastructure environment is
based on data sourced from the World Compet-
itiveness Yearbook, published by the Institute
for Management Development (IMD) in Laus-
anne, Switzerland. The data presented in this
year’s edition is mixed - based partly on ex-
pert ratings and partly on so-called hard data
(e.g., prices, quantities). This means that the
credibility assessment in this dimension re-
flects not only real data but also the perception

of a given economy, which is closely related to
the economic credibility category.

In the fourth Index edition, infrastructure quali-
ty continued to improve in almost all three are-
as (in the case of basic infrastructure, the rank-
ing position among other assessed economies
remained stable). While the real data does not
point to dramatic changes, expert ratings are
higher than before those from the year 2024.
Among the economies subject to analysis — both
in our ranking and in the World Competitive-
ness Yearbook — Poland occupies a middle po-
sition. In the case of scientific and educational
infrastructure, Poland’s result is slightly higher
than in the assessment of basic infrastructure.

Overall, in comparison with other countries
in the region, the business environment was
slightly better than that shown in the pre-
vious Index edition. The reason could be at-
tributed to both the maintained average rat-
ing for institutional conditions and continued
improvement in the assessment of infrastruc-
ture conditions.

CHART 23. Total assessment of a country’s economic credibility for the Freedom of business activi-

ty areain the Conditions dimension
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TABLE 4. Total assessment of a country’s economic credibility for the Freedom of business activity

area in the Conditions dimension

2016 2017 2018 2019 2020 2021 2022 2023 2024
Poland 0.92 0.81 0.34 0.34 020  -0.42  -0.75  -0.21 0.17
TheCzechRep. 138 160 136 089 079 094 125 131 172 179
Spain 0.50 0.58 0.67 0.58 0.75 0.70 0.94 0.93 0.96 0.44
Lithuania 136 145 0.90 0.75 0.99 0.83 0.98 1.06 108 184
Romania 133 -vs3 [(eal INEEA] T e ee INEEE [00ea| o170 [I0SESS| 129
Slovakia -0.75  -053  -0.60  -125  -116  -120  -1.01  -0.94  -0.96  -0.73
Hungary -027  -031  -0.51  -0.44  -0.53  -0.40  -0.48  -023  -055  -0.59
Italy -028  -0.09 -037  -035 -039  -0.13 0.11 0.06 026  -0.19

Source: own study

Summary

The dimensions of the Freedom of Economic
Activity area analysed above, compared with
scores for other countries in the region, indi-
cate a relative improvement in Poland’s over-
all economic credibility index over the last two
years. This improvement is visible not only in
comparison with the 2008-2023 values, but
also in relation to the other economies of the
region as well as Spain and Italy.

For this area, the index saw a slight increase in
comparison with the previous year (from -0.45
to -0.22). This is the combined effect of a de-
teriorating environment for conducting busi-
ness activity, which lowered scores in the ease
and freedom dimensions, and some improve-
ment in the conditions dimension.

The least favourable ratings were given to en-
ergy costs and granted subsidies. Unfavoura-
ble ratings in the ease of conducting business

CHART 23. Total assessment of a country’s economic credibility for the Freedom of business activi-
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TABLE 5. Total assessment of a country’s economic credibility for the Freedom of business activity

area

2015 2016 2017 2018
Poland -0.16 -0.40 -0.49 -0.73
The Czech Rep. 0.96 0.47 0.75 0.64
Spain 0.35 -0.06 -0.45 -0.07
Lithuania o am a1
Romania - -0.29 -0.62 -0.59
Slovakia -0.13 -0.44 -0.40 -0.73
Hungary 0.02 0.14 -0.04 -0.25
Italy 0.02 -0.04 0.08 -0.16

Source: own study

dimension translate into low willingness of
the Polish to set up new businesses. Econom-
ic freedom and the quality of institutions re-
ceived slightly better ratings than last year,
though still not quite optimistic if seen against
the backdrop of other economies. On the oth-
er hand, infrastructure, including basic infra-
structure, research, and education, saw some
improvement.
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2019 2020 2021 2022 2023 2024
-052  -0.55  -0.53 - -0.45  -0.22
0.96 0.92 0.76 0.73 0.89 1.09
0.11 012  -0.15 0.01 0.06  -0.22

Los 12 12 12 1 18
-055  -0.71  -0.77  -0.43  -0.78  -0.64
-0.09 0.00 0.09 0.29 0.39 0.46
-0.43  -0.39 - -0.55  -0.01 0.00
-030  -020 -039  -052  -0.08  -0.28
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Area lll. Credibility
of public finances



The importance of public finance credibility for
economic credibility of the country

Credibility of public finances encompasses more than just agency ratings,
a country’s creditworthiness, or financial indicators measuring fiscal sta-
bility. It includes transparency of this country’s operations, openness of
decision-making, and effective, democratic oversight of the entire system
of institutions, norms, rules, and processes related to the collection and
expenditure of public funds.

Stability of public finances is one of the corner-
The key question is whether stones of a country’s economic policy. Maintain-

the manner in which public ing excessive deficits and debt increases fiscal
P risk, which can lead to economic crisis and, in

finances are managed extreme cases, to the country’s insolvency and
and organised’ promotes a dramatic decline in prosperity.

not only stability, but . . .
In times when numerous countries are witness-

also civic participation, ing a retreat from democratic values and in-
strengthening democracy, and tensification of authoritarian tendencies, the

counteractin opulism citizen-taxpayer perspective is becoming in-
gpop ’ creasingly important in assessing credibility of

public finances. The key question is whether the
manner in which public finances are managed and organised, promotes not
only stability, but also civic participation, strengthening democracy, and
counteracting populism.

In this context, the award of the 2024 Nobel Prize in Economics to Daron
Acemoglu and James Robinson is significant. Their research highlights the
importance of inclusive institutions for the sustainability of democratic
systems. In relation to public finances, inclusiveness primarily stands for
transparency in the management of public funds, public scrutiny of ex-
penditures, opportunities for civic participation in decision-making, and
broad-based financial education for the public.
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In this perspective, credible public finances
mean not only a stable budget, but also a budget
that is transparent and subject to real citizen
scrutiny. It is a system based on reliable, simple
taxes, a solid fiscal framework with clear rules,
an independent fiscal council, and long-term
planning. It also means full transparency and
accountability, absence of window dressing or
of dispersion of funds among numerous funds
and agencies, as well as protection against the
instrumental use of public finances for politi-
cal or clientelist purposes. Finally, it means re-
specting the citizens’ right to information on
public finances and to having a genuine influ-
ence on the methods of obtaining and spend-
ing public funds.

Sociologist Piotr Sztompka metaphorically
describes credibility as the “reverse side of
trust” (Hausner, Sztompka, 2023). Unfortu-
nately, according to a 2025 report by the In-
stitute of Public Finance (IFP, 2025), as many
as 20% of Poles distrust entirely the manner
in which public funds are spent (scoring “0”
on a scale of 0 to 10). This is a major red flag.
The lack of public trust in public finances car-
ries far-reaching consequences. As highlight-
ed in the OECD report, trust in the state as
a whole deteriorates when citizens lose con-
fidence in the manner in which public financ-
es are managed. The same document empha-
sises that “governments must ensure that the
very process of budgetary decision-making is
open and provides for a pluralistic, participa-
tory, and realistic debate on budgetary choic-
es - rather than being limited merely to the
disclosure of information after spending de-
cisions have already been made.”

Prolonged maintenance of low public finance
credibility poses a risk of a lasting loss of public
trust. Even if we succeed in restoring the ob-
jective credibility of institutions, citizens’ trust
will not be returned so quickly. Once trust has
been betrayed, one must prove for a long time
that one deserves to regain it.

47

A lack of economic credibility in the area of
finance leads to higher debt servicing costs,
the necessity of a greater share of foreign debt
due to the lack of trust in the local currency,
and the emergence of speculative investors.
A financial crisis and inefficient public financ-
es pose a threat to the credibility of a country
in the remaining seven areas of the index eco-
nomic credibility.

Methodology for calculating
the Index in the area of public
finance credibility

The methodology for calculating the credibility
index in the area of public finance credibility
has undergone minor changes in comparison
with the previous report’s edition. The addi-
tion of other countries (Spain, Lithuania, and
Italy), due to the applied normalisation meth-
odology, resulted in a change in the values of
normalised indicators. As a result, the average
level of the indicators has changed, and thus
the level of the total subindex in the area; how-
ever, their variability over time has remained
unchanged. This is due to the fact that the ad-
dition of three countries affected the median of
the studied phenomena.

Similarly to the previous editions, there have
been defined four dimensions in this area, cov-
ering a total of twenty indicators in the cur-
rent edition:

= Perception of fiscal credibility by financial
markets and rating agencies (three indi-
cators),

= The condition of public finances and com-
pliance with the EU rules (six indicators),

= Quality of the fiscal framework, openness,
transparency, and unity of public finance
management (nine indicators),

= Certainty and simplicity of the tax system
(two indicators).
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TABLE 1. Dimensions and weights in the
Crediblity of public finances area (in
percentage)

Dimension Weight

1. Perception of fiscal credibility by financial 25
markets and rating agencies

2. Condition of public finances and compliance 25
with the EU rules

3. Quality of the fiscal framework, openness, 25
transparency, and unity of public finance

management

4. Certainty and simplicity of the tax system 25

Source: own study

In the dimension of perception of fiscal cred-
ibility by financial markets and rating agen-
cies, the number of indicators was reduced from
four to three. The indicator describing devel-
opment of the valuation of five-year CDS con-
tracts (credit default swap) was given up, as at
present such contracts are not liquid instru-
ments for some countries.

In the case of indicators which are stimulants
(the higher the value of the indicator, the bet-
ter), there were used positive weights, while in
the case of destimulants (the lower the value
of the indicator, the better) — there were used
negative weights.

TABLE 2. Weights of indicators in the Crediblity
of public finances area (in percentage)

Indicator

Dimension

1. Perception of Average credit rating from 33.3
fiscal credibilityby  three major rating agencies
;':jl:ac::ia; m:rlgsz?es Long-terminterestratespread -33.3
gag (in comparison with Germany)
5Y Asset Swap Spread -33.3
2. Condition of Public debt (% of GDP) -16.7
public finances and .
compliance with the Nominal balance (% of GDP) 16.7
EUrules Structural balance (% of GDP) 16.7
Effective debt servicing costs -16.7
(% of GDP)
EU rules compliance index 16.7
(% of rules met)
Average deviation fromEUrules  16.7
(% of GDP)
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Indicator

Dimension

3. Quality of the
fiscal framework,
openness,
transparency,
and unity of
public finance
management

Fiscal Rule Strength Index 25.0

(FRSI)

Scope Index for Independent
Fiscal Institutions (SIFI)

Index on the quality of
medium-term budgetary
frameworks (MTBFI)

Deficit of central government
entities notincluded in the
budget act (per cent of central
government deficit under ESA
2010)

Deficit of central government
entities notincludedin the
budget act (% of GDP)

Bonds instead of subsidies

(per cent of central government
deficit)

Bonds instead of subsidies

(% of GDP)

Debt outside parliamentary
control — indicator (per cent of
total debt)

Debt outside parliamentary
control — indicator (% of GDP)

International Tax
Competitiveness Index (ITCI)

25.0

25.0

-4.2

4.2
-4.2

-4.2

-4.2

-4.2

4, Certainty and 50.0

simplicity of the tax

system

Tax complexity Index (TCI) -50.0

Source: own study

Analysis of economic credibility
in the area of credibility of
public finances

Dimension 1. Perception of fiscal
credibility by financial markets and
rating agencies

This dimension comprises three indicators. The
first measures the perception of the economy,
and in particular of public finances, by the three
most important rating agencies (the average
credit rating of the country), and the percep-
tion by financial markets, reflected in select-
ed measures of fiscal risk. These include the
difference in the domestic long-term inter-
est rate in comparison with Germany (the so-
called Bund spread) and the difference in the
yield on 5-year bonds above the risk-free rate
(IRS), the so-called asset swap spread (ASW 5Y).

The standardized average rating was derived
from the World Bank database (Ayhan et al.
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2022). Taken into consideration are ratings from
Standard & Poor’s, Moody’s, and Fitch. Each
agency codes its ratings with the use of letter
symbols and a slightly different scale. For in-
stance, Germany has the highest rating, AAA,
across all three agencies. According to these
agencies, the credit rating for Poland’s long-
term foreign currency government debt was A2,
A-, and A-, respectively.

CHART 1. A country’s average credit rating
(highest =100)
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CHART 4. ASW 5Y in percentage points
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In order to standardise the rating scales, they
were converted to a linear scale from 1 to 21,
with 1 representing the lowest and 21 the high-
est. An average rating was then calculated for
each country in a given year. The analysis uses
the percentage of the highest rating. At pres-
ent, Poland’s current standardised rating is
15.3 points on a scale of 21, which corresponds
to approximately 73% of the highest rating, for

CHART 2. Ten-year government bond spread
in comparison with Germany (percentage
points)
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instance, for Germany. The higher the rating,
the greater the credibility of public finances.

Among the countries subject to analysis, the
Czech Republic enjoys the highest rating -
18 points (85.7%), followed by Lithuania, and
Slovakia in third place; meanwhile, Poland ranks
fourth. Spain, Italy, and Hungary have lower
ratings than Poland, respectively, while Roma-
nia has the lowest rating -12 points, or 57.1% of
the maximum value. Importantly, in 2024, the
agencies downgraded the ratings of two coun-
tries, that is Lithuania and Slovakia.

Another indicator in this dimension is the dif-
ference (spread) in the yields of 10-year bonds
relative to corresponding bonds for Germany.
The lower the spread, the higher the credibili-
ty of public finances. In the analysed group of
eight countries, average spreads to the Bund in
2024 ranged from 0.56 percentage points for
Lithuania to 4.18 percentage points for Hun-
gary. Lower spreads are observed primarily
in eurozone countries. Lithuania is followed
by Spain (0.83 percentage points), Slovakia
(1.15 percentage points), and Italy (1.39 percent-
age points). Eurozone members with a poorer

CHART 6. Total assessment of a country’s economic credibility for the Perception of fiscal credibility

by financial markets and rating agencies area
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TABLE 3. Total assessment of a country’s economic credibility for the Perception of fiscal credibility by

financial markets and rating agencies area

2015 2016 2017 2018
Poland 0.14 -0.32 -0.31 0.05
TheCzechRep. | 198 181 171 1.41
Spain -0.12 -0.02 0.20 0.48
Lithuania 0.12 0.36 0.90 0.85
Romania 0.11 -0.20 -0.57 -0.99
Slovakia 1.14 1.12 1.26 1.25
Hungary -1.53 -1.42 -0.98 -0.90
Italy -0.17 -0.24 -0.52 -1.20

Source: own study
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2019 2020 2021 2022 2023 plop2
0.10 0.27 0.47 -0.86 -0.57 -0.42

1.05 111 0.96 0.19 0.43 0.88

0.54 0.50 0.71 0.71 0.58 0.50

0.44 0.50 0.86 0.86 0.18 0.43

-1.62 -1.87 0.11 -2.49 -1.26 -1.47
1.07 1.00 1.23 1.04 0.53 0.44

-0.78 -0.72 -0.34 -1.05 -1.00 -0.92
-1.23 -0.79 -0.20 -0.62 -0.57 -0.40
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fiscal reputation benefit from the reputations
of Germany and the Netherlands, that is coun-
tries with a higher rating.

The Czech Republic has a relatively low spread
-1.66 percentage points. High spreads were
recorded in Hungary, Romania (4 percentage
points), and Poland (3.21 percentage points),
which places our country only sixth in the an-
alysed group. In 2024, we saw a decline in
spreads to the Bund in all analysed countries,
except Lithuania, although its spread hovered
on a low level.

Additionally in this dimension, we analyse
the ASW 5Y spread as a measure of fiscal risk.
The lower the ASW spread, the greater the fiscal
credibility. The lowest ASW 5Y spread in 2024
was recorded for the Czech Republic (0.08 per-
centage points), and the highest for Romania
(0.79 percentage points). In Poland, the ASW
was 0.52 percentage points, placing the coun-
try in fifth place in the analysed group.

The overall level of perception of fiscal credi-
bility by financial markets and rating agencies
(Figure 6, Table 3), in line with the adopted
methodology, is highest in the Czech Repub-
lic (0.88 points). The Czech Republic has seen
significant improvement over the past three
years, moving from the fourth place to the
first. In 2024, the next places in this dimen-
sion are taken by: Spain (0.50 points), Slova-
kia (0.4¢4 points), and Lithuania (0.43 points).
In these countries, the subindex values were
positive, meaning they were above the medi-
an for the values analysed in the eight coun-
tries during the period under review.

Poland ranks sixth in this dimension, just be-
hind Italy (-0.40 points). The index value for
Poland is negative at -0.42 points. Romania
fares the worst in the study group (-1.47 points),
followed by Hungary (-0.92 points).
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Dimension 2. The condition of public
finances and compliance with the EU
fiscal rules

In this dimension, there were adopted six indi-
cators: the public debt-to-GDP ratio, the nom-
inal and structural deficits, and the resulting
total debt-servicing costs. These variables re-
fer to the paths of basic fiscal aggregates. Ad-
ditionally considered was compliance with the
EU fiscal rules (budgetary rules), a dummy var-
iable indicating compliance with a given rule,
and a variable expressed as a percentage of GDP
illustrating rule violations.

In 2024, in the analysed group of eight coun-
tries, the highest level of public debt was re-
corded in Italy (135.3% of GDP), and the low-
est in Lithuania (38.2% of GDP). Debt above
60% of GDP was recorded in Spain (101.8%
of GDP) and Hungary (73.5% of GDP). In Po-
land, debt reached 55.3% of GDP. Lower debt-
to-GDP ratios were recorded in Lithuania, the
Czech Republic, and Romania. In Poland, Ro-
mania, and Slovakia, the debt-to-GDP ratio is
on an upward trend.

In all countries, with the exception of Lithua-
nia (1.3% of GDP) and the Czech Republic (2.2%
of GDP), the nominal deficit in relation to GDP
exceeded 3%. The highest deficit was recorded
in Romania (9.3% of GDP), the second highest
in Poland (6.6% of GDP), and the third in Slo-
vakia (4.7% of GDP). In terms of the structural
deficit, the highest deficit was also recorded in
Romania (8.8% of GDP). In Poland, the struc-
tural deficit amounted to 6.1% of GDP, in Slova-
kia to 5.2% of GDP, in Hungary to 4.5% of GDP,
and in Italy to 4.1% of GDP. This means that in
the analysed group of countries we are dealing
with a persistent imbalance of public finances.

Another variable taken into account is the re-
sulting debt servicing cost (implicit interest
rate). This measure shows the ratio of total debt
servicing costs to the debt position at the be-
ginning of the year, and includes the exchange
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CHART 7. Publicdebt — ESA2010 (% GDP)
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CHART 9. Structural deficit (% GDP)
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rate changes, debt structure, and the speed
at which current bond yields materialise in
current debt servicing costs. The highest im-
plied interest rates were recorded in Hungary
(7.3%), followed by Romania (5.2%), and Po-
land (4.7%). The lowest implied debt servic-
ing costs were recorded in Lithuania (2.3%)
and Spain (2.5%). The eurozone countries are
characterised by lower implied interest rates,
ranging from 2.3% to 3.0%. The Czech Republic
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CHART 8. Nominal deficit (% GDP)
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CHART 10. Effective debt servicing costs
(per cent of debt from the previous period)
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also enjoys relatively low interest rates (3.3%),
which is approximately 1.4 percentage points
lower than in Poland.

This dimension also includes two synthetic in-
dicators measuring the degree of compliance
with the European fiscal rules. The indicators
are calculated by the secretariat of the Euro-
pean Fiscal Board (Compliance Tracker) sepa-
rately for the four budget rules.
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Measured here is compliance with rules in terms
of: nominal deficit rule (3% of GDP), debt rule
(60% of GDP), structural deficit rule (smaller
than the medium-term objective) and in terms
of the so-called expenditure “benchmark”, i.e.
the expenditure rule (Larch et al. 2023).

Rule compliance is measured on a binary scale:
1 stands for a rule having been met, and 0 stands
for a rule not having been met. Additionally,

deviations from rules are measured in percent-
age points of GDP.

For the purposes of this study, we calculate the
average index of four partial indicators for in-
dividual budget rules.

In 2024, it was only the Czech Republic which
met all the rules (Table 4), while Lithuania
met three of them. Spain, Italy, Hungary, and

TABLE 4. Deviation from rules (percentage points of GDP)

Country Fiscalrule 2016 2017
Poland Deficit rule
Debt rule

Structural deficit rule
Expenditurerule
The Czech Rep. Deficitrule
Debtrule
Structural deficit rule
Expenditure rule
Spain Deficitrule
Debtrule
Structural deficit rule
Expenditurerule
Lithuania Deficitrule
Debtrule
Structural deficit rule
Expenditure rule
Romania Deficit rule
Debtrule
Structural deficit rule
Expenditure rule
Slovakia Deficitrule
Debtrule
Structural deficit rule
Expenditure rule
Hungary Deficit rule
Debt rule
Structural deficit rule
Expenditure rule
Italy Deficit rule
Debtrule
Structural deficit rule

Expenditure rule

2018 2019 2020

Source: own study based on “Compliance Tracker”, European Budget Council

Green — rule has been met, Red — rule has not been met
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Slovakia failed to meet two fiscal rules, and Po-
land and Romania failed to meet three rules. In
202/, Poland met only the debt-to-GDP rule,
with the ratio below 60%. This was reflected
in the initiation of the Excessive Deficit Pro-
cedure (EDP).

It should be noted that the procedure was
launched in June 2024 on the basis of the 2023
data. Of the analysed eight countries, five were

subject to the EDP procedure - Italy, Hungary,
Poland, Romania, and Slovakia. In the case of
the Czech Republic, Spain, and Lithuania, the
excesses of the budget rules were deemed -
following in-depth analysis - to be temporary.

Lithuania obtained the highest overall score for
the condition of public finances and compli-
ance with the EU fiscal rules, with the use of
the adopted methodology (Figure 11, Table 5).

CHART 11. Total assessment of a country’s economic credibility for the Credibility of public
finances area in the Condition of public finances and compliance with the EU fiscal rules dimension

(normalised indicator)
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TABLE 5. Total assessment of a country’s economic credibility for the Credibility of public finances
areain the Condition of public finances and compliance with the EU fiscal rules dimension

(normalised indicator)

2015 2016 2017 2018
Poland 0.52 0.19 0.44 0.66
The Czech Rep. 1.29 ---
Spain -1.01 -0.87 -0.68 -0.46
Lithuania 1.04 1.32 --
Romania 0.93 0.48 0.45 0.47
Slovakia 0.08 0.34 0.93 0.55
Hungary -0.49 -0.18 -0.35 -0.16
Italy -0.49 -0.70 -0.75 -0.70

Source: own study

2019 2020 2021 2022 2023 2024
0.56 -0.96 0.86 -0.31 -0.58 -1.22

-0.14 -0.09 0.44 0.14 0.83

-0.74 -1.39 -0.90 -0.23 -0.31
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087 188
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The Czech Republic was ranked the second
(0.83). These were the only two countries to
have achieved positive subindex values. Spain,
Slovakia, and Italy ranked next.

In this dimension, Poland ranks the sixth
(-1.22 points). We are followed only by Hun-
gary (-1.28 points) and Romania (-1.88 points).
Compared to previous editions, this represents
a significant deterioration in Poland’s rank-
ing - in 2021, Poland was ranked the second,
just behind Lithuania.

Dimension 3. Quality of the fiscal
framework, openness, transparency,
and unity of public finance
management

In this dimension, there were adopted nine in-
dicators:

= Fiscal Rule Strength Index (FRSI)

= Scope Index for Independent Fiscal Insti-
tutions (SIFI)

= Index on the quality of medium-term budg-
etary frameworks (MTBFI)

= Deficit of central government entities not
included in the budget act (measured in two
approaches: as a percentage of the central
government deficit according to ESA and
as a percentage of GDP)

= Debt of entities spending outside the budget
act (measured in two approaches: as a per-
centage of total debt according to ESA and
as a percentage of GDP)

= Use of bonds instead of subsidies (measured
in two ways: as a percentage of the central
government deficit according to ESA and
as a percentage of GDP)

The first three indicators measure the quality
of fiscal framework and are calculated by the
European Commission (DG ECFIN) as part of
the Fiscal Governance Database project. This
database covers three areas: fiscal rules, inde-
pendent fiscal institutions (IFIs), also known
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as fiscal councils, and medium-term budgetary
frameworks (MTBFs). The database provides
both qualitative and quantitative information
and is updated annually based on question-
naires completed by the Member States and
international financial institutions.

Well-designed fiscal rules require a number of
desirable characteristics. In order to capture
these characteristics, DG ECFIN constructed
a fiscal rule strength index, which reflects in-
formation on: (1) the legal basis, (2) the bind-
ing nature of the rule, (3) monitoring bodies,
(4) corrective mechanisms, and (5) resilience
to shocks. On the basis of partial data, a com-
prehensive, time-varying index of fiscal rules is
constructed for each Member State. The high-
er the index value, the stronger the fiscal rules,
which translates into higher economic credi-
bility. Among the analysed countries, Lithua-
nia boasts the highest FRSI index (2.55), while
Hungary has the lowest (0.66). The fiscal rule
strength index for Poland is 1.1, which ranks us
only the sixth among the eight countries sub-
ject to analysis.

Since 2015, DG ECFIN has introduced the Scope
Index for Independent Fiscal Institutions (SIFI),
which aims at measuring the scope of tasks
performed by national fiscal councils. The SIFI
consists of six separate task groups: (1) moni-
toring compliance with fiscal rules, (2) macro-
economic forecasting, (3) budget forecasting
and policy cost estimation, (4) sustainability
assessment, (5) promoting fiscal transparency,
and (6) providing normative recommendations
for fiscal policy. The index ranges from 0 to 100,
with a value of 100 indicating the optimal de-
sign of a fiscal council. In countries with inde-
pendent, competent fiscal councils, economic
credibility is higher.

Poland scores very poorly in terms of its Fis-
cal Council, as it currently lacks one, although
the Supreme Audit Office (Najwyzsza Izba Kon-
troli, NIK) performs some of its functions, such
as assessing budget execution. However, this
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only marginally fulfills all the desired functions
(17.5 points on a scale of 0 to 100). The situa-
tion is to change shortly - at the beginning of
2026, under a new law, there is going to com-
mence its operations the Polish Fiscal Coun-
cil. It should be emphasised, however, that the
mere establishment of a council does not guar-
antee automatic advancement in this rank-
ing. The index value depends not only on the

CHART 12. Fiscal Rules Strength Index (FRSI)
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council’s existence but also on the scope and
mandate of its activities. The remaining coun-
tries subject to analysis do have fiscal coun-
cils, although these differ in their scope of au-
thority and institutional strength. The highest
Scope of Fiscal Institutions Index (SIFT) values
have been recorded in Italy (75.9 points) and
Spain (71.4 points).

CHART 13. Scope Index for Independent Fiscal
Institutions (SIFI)
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DG ECFIN also examines existing medium-term
budgetary frameworks in the EU Member States,
known as multiannual planning. For their cred-
ibility, public finances should be planned with
a medium-term perspective. DG ECFIN has
developed an indicator of the quality of medi-
um-term budgetary frameworks, which is up-
dated annually. It measures the quality of na-
tional medium-term budgetary framework with
the use of five criteria: (1) the scope of targets/
ceilings included in national medium-term fis-
cal plans, (2) the linkage of these targets/ceil-
ings to annual budgets, (3) the involvement
of the national parliament in development of
the plans, (4) the involvement of independent
fiscal institutions in development of the plans,
and (5) the level of detail. The index ranges
from 0 to 1 - the higher the value, the better
the quality of the multiannual planning system.

In this respect, Poland also ranks the lowest
among the analysed countries. Unfortunately,
many budgetary issues are moved forward to
subsequent years, and only multiannual plan-
ning can reveal these weaknesses. On a scale of
0 to 1, the quality index of the medium-term
budgetary framework in Poland was 0.38 (sim-
ilar to 0.40 in Hungary), while in Romania and
Slovakia it is around 0.80, and in Spain 0.92.

From the perspective of the institutional credi-
bility of public finances, of importance here are
also budgetary principles formulated in finan-
cial theory. Numerous compilations of these
principles appear in the Polish literature on the
subject (cf. Owsiak, 2017; Bitner et al., 2011).
Undoubtedly, the most frequently formulated
strictly budgetary principles which are impor-
tant from a credibility perspective include: the
principle of universality, the principle of uni-
ty, the principle of detail, the principle of bal-
ance, the principle of disclosure, the principle
of transparency, and the principles of reliabil-
ity and realism.

For this purpose, there was used a group of six
indicators measuring the transparency of public
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Between the years 2015

and 2023, public financesin
Poland underwent dangerous
transformation. Constitutional
principles of openness,
transparency, unity, and
democratic control, were
replaced with practices of
window dressing, proliferation
of extra-budgetary funds

and financial vehicles,

and the circumvention

of the budget law.

finances and the coherence of public finance
management through the Budget Act. The to-
tal weight of these six indicators is %4, the
same as each of the three indicators regarding
the quality of the fiscal framework described
above. What spurred the measurement of these
aspects was the situation observed in Poland in
recent years. Unfortunately, between the years
2015 and 2023, public finances in Poland under-
went dangerous transformation. Constitution-
al principles of openness, transparency, uni-
ty, and democratic control, were replaced with
practices of window dressing, proliferation of
extra-budgetary funds and financial vehicles,
and the circumvention of the budget law. The
scale of this phenomenon was unprecedent-
ed - in 2022, the actual state budget deficit was
eight times higher than the one officially pre-
sented to parliament (see Dudek and Kotecki,
2023). The Council of the Supreme Audit Office
refused to issue a positive opinion on the dis-
charge, pointing to “a significant part of the
state’s financial management being conducted
outside the budget” (NIK, 2023). In practice, the
state budget institution ceased to serve as the
overarching act of public finance management,
thus violating Article 219 of the Constitution of
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the Republic of Poland. A parallel budget was
created at Bank Gospodarstwa Krajowego and
the Polish Development Fund, in which, out-
side parliamentary oversight and without the
rigours of the Public Finance Act, hundreds of
billions of zlotys’ worth of debts were incurred.

Public finances were instrumentalised for the
purposes of clientelism - the Justice Fund scan-
dal is just the tip of the iceberg. “Cardboard
cheques” from the COVID-19 Countermeasures
Fund financed tasks unrelated to the pandem-
ic, and the IFP report “Subsidies for Insiders”,
following the analysis of 40,000 subsidies (PLN
170 billion), showed that local governments
affiliated with the United Right (Zjednoczona
Prawica) received several times more per cap-
ita than opposition local governments. Prior
to the 2023 elections, PLN 50 billion (1.5% of
GDP) was distributed in a single month, with
obvious political intent (see Olejnik and Gry-
g0, 2024). Of course, all these aspects cannot
be precisely captured with statistical meas-
ures otherwise applicable to other countries.

CHART 14. Deficit of central government entities
not included in the budget act (% of total debt
according to ESA)
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However, we have attempted to capture these
abnormal trends in the public finance system.

A measure of the scale of public funds being di-
verted from the control of the Budget Act - the
basic public finance plan - is the difference be-
tween the objective, comprehensive definition
of public debt according to ESA2010 and the
national definition of debt, appropriate for the
purposes of the national, formal budget process.
Analyses indicate that Poland is the only country
to enjoy two definitions of debt. This difference
reflects the scale of debt in entities and funds
which spend public funds outside the Budget
Act, and, therefore, also outside the constitu-
tional definition of debt in Poland. Despite some
corrective measures, the scale of debt outside
the constitutional definition of debt continues
to grow relative to GDP. At the end of 2024, it
was 11.1% of GDP, compared to 10.2% of GDP
in 2023. This debt constitutes 20.1% of the to-
tal debt (see Dudek, Kalisz, and Kotecki 2025),
slightly less than a year ago (20.6%). Debt in
the “parallel budget” continues to grow, but at

CHART 15. Debt of entities spending outside the
budget act (% GDP)
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a slower rate than the debt of the formal state
budget. This indicator highlights, on the one
hand, a lack of transparency in public financ-
es resulting from the existence of two differ-
ent definitions of debt, and, on the other hand,
a violation of the principle of unity in public
finance management through the Budget Act,
which is protected by Article 219 of the Consti-
tution. All these factors negatively impact the
credibility of public finances.

Positive changes include the announcement of
the creation of an independent Fiscal Council,
which is scheduled to commence operations
in 2026, and the tightening of the expenditure
rule. Another positive sign is the government
publishing financial plans of financial vehicles
in the Bank Gospodarstwa Krajowego. While
there is a certain level of transparency, there
is still a lack of full transparency - the actu-
al state budget deficit continues to be unclear.
These funds are not formally part of the budget
act, and as a result, there remain two defini-
tions of public debt.

CHART 16. Deficit outside state budget
(% of full deficit)
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To supplement the measurement of the scale
of financial operations not included in the
budget act, there was used the difference be-
tween the state budget result and the central
government result according to the Europe-
an System of Accounting (ESA). Importantly,
this measure is calculated for all EU coun-
tries, allowing for some comparisons with
other countries. Here, the indicator used is
the result generated by non-budgetary enti-
ties, not included in the national budget pro-
cess.” This information is published in so-
called fiscal notifications. This measure covers,
among others, public enterprises classified
as public finance (e.g., railways, public tele-
vision stations), as well as financial vehicles,
such as quasi-funds at the Bank Gospodarst-
wa Krajowego. On one occasion, in Hungary
and Spain, entities reported to the European
Commission notified of a deficit despite not
being included in the national budget process.

7  EDPfiscal notification: netlending (+)/ net borrowing (-) of oth-
er central government bodies — B9__OB as a percentage of the
central government deficit and as a percentage of GDP.

CHART 17. Deficit outside state budget
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These entities do not issue their owndebt. In
other countries, where similar entities exist,
they typically report surpluses.

Another indicator of opacity is the practice
of issuing treasury bonds. It involves issuing
treasury bonds exclusively for the purpose of
transferring them to other entities in the public
finance sector, rather than granting subsidies.
Distributing treasury bonds instead of subsidies
is but one example of poor public finance man-
agement, which can negatively impact trans-
parency and expenditure control.

The practice was criticised by the Supreme Au-
dit Office and widely described in reports by the
Supreme Audit Office, the Institute of Public Fi-
nance and in our reports on Poland’s economic
credibility (see NIK, 2023, 2024, 2025; Dudek
and Kotecki, 2023).

This accounting trick received similarly criti-
cal opinion in the White Paper of the Ministry
of Finance (2024), which stated, among other
things: “The use of such a mechanism reduces
transparency of the state budget by artificially
underestimating the amount of expenditures

CHART 18. Use of bonds instead of subsidies
(% of deficit)

50
45
40
35
30
25
20
15

10

2016
2017
2018
2019
2020
2021
2022
2023
2024

and, as a result, the state budget deficit.” The
Ministry of Finance goes on to say that “the
mechanism of free transfer of Treasury secu-
rities contributes to a decrease in credibility
of the fiscal rules in force in Poland, especial-
ly since it has de facto become a repetitive in-
strument.” Tt added that ”the consequences of
its application are indirect and may constitute
a long-term and negative factor for Poland’s
credit rating and directly influence the increase
in public debt servicing costs.” Furthermore,
it was emphasised that “regular duplication of
solutions involving the free issuance of Treas-
ury securities in order to finance expenditures
of individual entities leads to destabilisation of
the Treasury securities market.” All the more
surprising is the fact that continuation of this
mechanism, albeit on a smaller scale, has been
envisaged in the 2025 draft budget act.

In recent years, these operations have underes-
timated Poland’s state budget deficit by as much
as 0.8% of GDP. In some years, it amounted to
nearly half of the actual deficit. In 2024, the
scale of this practice reached PLN 24 billion,
or 0.66% of GDP, slightly higher than in 2023
(0.63% of GDP).

CHART 19. Use of bonds instead of subsidies
(% GDP)
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Overall, in terms of the quality of fiscal frame-
work, transparency, and unity of public finances
(Figure 20, Table 6), according to the adopted
methodology, Spain (1.02) and Italy (1.01) score
the highest, similarly to Lithuania (0.94) and
Romania (0.94). Poland ranks the lowest, sig-
nificantly lagging behind other countries in this
respect. Poland does not have a Fiscal Council
or medium-term budget planning. According
to the FRSI index, the existing national budget

rules place Poland only the sixth among the
eight countries subject to analysis. The level
of public finance transparency in 2024 did not
improve significantly.

Rebuilding credibility in this area should pro-
ceed at an accelerated pace because - as pre-
viously indicated - maintaining low credibili-
ty of public finances for a long time may lead
to a permanent loss of public trust.

CHART 20. Total assessment of a country's economic credibility for the Credibility of public financ-
es area in the Quality of fiscal framework, openness, transparency of public finance management

dimension (normalised indicator)
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TABLE 6. Total assessment of a country’s economic credibility for the Credibility of public finances
areain the Quality of fiscal framework, openness, transparency of public finance management

dimension (normalised indicator)

2018
Poland
The Czech Rep. -1.22 -1.22 -0.53 -0.34
Spain 0.80 0.76 0.76 0.79
Lithuania 0.44 0.52 0.48 0.59
Romania 0.70 0.75 0.66 0.50
Slovakia -0.12 -0.12 -0.12 -0.12
Hungary -1.44 -0.95 -0.75 -0.32
Italy 0.98 0.97 0.97 0.97

Source: own study
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2022

2023

-0.34 -0.29 -0.17 -0.25 -0.12 -0.12
0.52 0.85 1.02 1.06 1.11 1.02
0.59 0.64 0.60 0.94
0.67 0.73 0.86 0.94 0.77 0.94
-0.12 -0.07 0.35 0.35 0.24 0.36
-0.24 0.58 0.11 -1.29 -0.34 -0.25
0.97 0.97 0.90 1.01 1.01 1.01
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Dimension 4. Transparency,
predictability, complexity, and
efficiency of the public levy system

Credibility of public finances largely depends
on the quality of the tax system. Complex and
opaque regulations, frequent changes of law,
and high administrative costs of tax collection
lead to a decline in taxpayer confidence, increase
the costs of tax compliance, and encourage tax
avoidance. As a result, the state receives lower
budget revenues, which hinders the financing
of public services and deepens the trust deficit
in public institutions.

The studies of OECD, IMF, and World Bank
consistently indicate that tax systems should
be transparent, stable, and simple. Clear reg-
ulations reduce tax compliance costs, increase
the so-called tax morality and promote in-
vestment. In turn, excessive complexity leads
to accounting errors, unintended behavioural
responses, and increased tax avoidance. Sim-
ple regulations are easier to administer, thus
reducing costs for the state and taxpayers and
promoting stability of public finances.

For entrepreneurs and taxpayers, stability and
predictability of taxes, the so-called “tax cer-
tainty”, are often much more important than
their amount. The tax system is not reliable
when changes in the law are too frequent, un-
predictable, do not have an appropriate vaca-
tio legis period, and are not subject to adequate
public consultation.

In this context, international indices of the
quality of tax systems are becoming increas-
ingly important, as they allow for comparison
of different countries not only in terms of rates,

Clear regulations reduce tax
compliance costs, increase
the so-called tax morality and
promote investment.

but also in terms of predictability and trans-
parency of regulations.

In this area, there were applied two indicators.
The first is the International Tax Competitive-
ness Index (ITCI). This index, developed by the
Tax Foundation, measures how competitive and
neutral a country’s tax system is compared to
other countries. The ITCI evaluates tax systems
in terms of their impact on business and in-
vestment decisions and their ability to support
economic growth and innovation. The analy-
sis covers five key areas: corporate income tax-
es, personal income taxes, consumption taxes
(e.g., VAT), property taxes, and internation-
al taxation principles. It also includes a num-
ber of detailed indicators, such as tax rates, tax
bases, depreciation rules, double taxation pre-
vention rules, and tax complexity.

The ITCI values are scaled from 0 to 100, with
a higher value indicating a more competitive and
neutral tax system (Bunn, 2023; Tax Founda-
tion, 2024). According to this index, Italy fares
the worst among the countries subject to anal-
ysis, ranking 37th out of 38. In the latest edi-
tion of this study, Italy scored 47.2 points, Spain
56.3 points (33rd place), while Poland has ob-
tained the lowest result among Central Europe-
an countries, ranking 31st (57.5 points). Estonia
took the first place in the ranking (100 points),
while Lithuania came the fifth (79.5 points),
which is a similarly high result.

The second indicator is the Tax Complexity In-
dex (TCI) (Hoppe et al., 2023), developed as part
of a research project by Deborah Schanz (LMU
Munich) and Caren Sureth-Sloane (Paderborn
University). The Tax Complexity Index measures
the degree of complexity of a country’s corporate
income tax system, a challenge faced by multi-
national corporations. The index ranges from 0
(not complex) to 1 (extremely complex). Poland
fares the worst in this study - according to the
latest TCI edition, Poland’s score amounted to
0.47, thus giving us the 64th position among
the surveyed 71 countries. In this respect, we
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CHART 21. International Tax Competitiveness

Index (1TCI)
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CHART 22. Tax complexity Index (TC1)
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perform worst of all European countries. Hun-
gary achieved the highest result in the rank-
ing. Lithuania previously held a high position,
but in the latest study, the country saw a sig-
nificant drop in the ranking.

On the basis of the two above-mentioned in-
dices, there was developed a total index for the
certainty and simplicity of the tax system di-
mension.

In this respect, Poland performs the worst,
ranking just behind Italy. These two countries
clearly lag behind the rest of the analysed coun-
tries, although Spain also fares poorly. In 2024,
Hungary performed best, while Lithuania saw
a significant decline, falling to the same level
as the Czech Republic and Slovakia.
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CHART 23. Total assessment of a country’s economic credibility for the Credibility of public finances
areain the Certainty and simplicity of tax system dimension (normalised indicator)
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TABLE 7. Total assessment of a country’s economic credibility for the Credibility of public finances
areain the Certainty and simplicity of tax system dimension (normalised indicator)

2016 2017 2018 2019 2020 2021 2022 2023 2024
poland 046 <092 4135 -103 <092 14k -8k 159 142
The Czech Rep. 0.35 0.59 1.04 0.96 0.87 0.57 0.41 0.39 0.52
Spain 0.16 -0.07 -0.33 0.06 0.23 -0.18 -0.20 -0.58 -0.91
Lithuania ©2s1 ae 105 1e2| 242 229 227 125 031
Romania -0.15 -0.90 - -0.70 -0.77 -0.85 -0.70 -0.55
Slovakia 0.35 0.16 0.33 0.87 1.32 1.17 1.04 0.73 0.44
Hungary 1.01 1.13 1.33 0.97 0.40 0.80 1.19 1.16 1.16

ey w9 a1s9 1% -1s0 <190 -les -les  -le -an

Source: own study
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Summary

The overall public finance credibility rating
in Poland in 2024 was -1.27, which places our
country among the weakest in the group of
countries subject to analysis. Romania (-0.74)
and Hungary (-0.33) achieved a better result.
This is due to the fact that Poland’s institu-
tional framework is weak, which means that
in the conditions of the “populism trap”, neg-
ative trends in public finances will be very dif-
ficult to reverse. With a credible fiscal frame-
work, transparency and accountability in the
management of public finances, the spiral of
promises without sustainable revenue cover-
age could have been stopped sooner.

A negative index was recorded for Italy (-0.35).
For the remaining countries, the total in-
dex value is positive. In 2024, the best re-
sult was achieved by Lithuania (0.75), followed
by the Czech Republic (0.53), and Slovakia

(0.20). Spain achieved a slightly positive index
value (0.07).

Poland’s relatively low ranking is primari-
ly driven by two dimensions: the quality of its
fiscal framework, transparency and openness
of its public finance management, and cer-
tainty and simplicity of its tax system. These
factors contribute the most to the decline in
the overall index. While in 2024 there was ob-
served some improvement in these dimensions,
the condition of Poland’s public finances also
deteriorated significantly - its structural and
nominal deficits are among the highest in the
region, and Poland fails to comply with most
EU fiscal rules.

An additional risk factor is the change in cred-
it ratings of two rating agencies to negative,
which sends a clear warning. As a result, Po-
land finds itself in a situation where a lasting
restoration of public finance credibility requires

CHART 24. Contribution of individual dimensions to total assessment of a country’s economic
credibility for the Credibility of public finances areain 2024
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certainty and simplicity of tax system
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CHART 25. Total assessment of a country’s economic credibility for the Credibility of public finances
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TABLE 8. Total assessment of a country’s economic credibility for the Credibility of public finances

darea

Poland

The Czech Rep.
Spain
Lithuania
Romania
Slovakia
Hungary

Italy

Source: own study

2016 2017 2018 2019 2020 2021 2022 2023 plop2

063 -l4s 076 71 13 27

-0.18  -0.49  -0.52  -0.47
0.51 0.67 -- 0.78 0.39 0.32 0.20 0.21 0.53
-0.08 0.01 0.09  -0.08 0.04 0.17 0.22 0.07
0.40 -------- 075
0.44 022 -009 -042  -056 -0.78 -0.11  -0.79  -0.51  -0.74
0.28 0.42 0.56 0.50 0.60 0.42 0.47 0.83 0.23 0.20
-0.86  -0.39  -024  -0.01  -0.04 -036  -025  -0.69 -0.42  -0.33
0.08  -036  -0.47  -0.72  -0.59 - -0.91  -090  -0.61  -0.35
both rapid fiscal corrective action and long-
term institutional reforms aimed at increas-
ing transparency, simplicity, and certainty of
the tax system.
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Area V. Stability
of money and the
financial system



The importance of monetary and financial system
stability for a country’s economic credibility

A country’s economic credibility determines the degree to which citizens
can trust that economic policymakers will adhere to the principles they
themselves proclaim. It has a particularly crucial role to play in the area of
monetary and financial system stability, as this sector is highly dependent
on expectations and requires constant adjustments, especially when eco-
nomic policies cause instability.

A modern economy, based on exchange and specialisation, requires sta-
ble money. Inflation, which destabilises it, generates costs, even if it is not
high (Cizkowicz and Rzonca, 2011). In particular, by increasing uncertainty,
it discourages investment and worsens investment efficiency. The negative
impact of inflation on economic performance has been confirmed by many
empirical studies, including those conducted for countries, in which infla-
tion has always been low (see e.g. Cizkowicz and Rzonca, 2013). The sta-
bility of fiduciary money, as the very term suggests (from the Latin fido -
to trust, to rely on), is based on trust.

When economic pOliCiES inspire At the same time, a prerequisite for monetary

. o e, . stability is a stable financial system, the core
confidencein citizens, their . :
' of which - the banking sector - accounts for

expectations help to achieve 80-90 per cent of money creation in a modern
goa|s of such economic pOliCiES. economy. A stable financial system is in itself

T o essential for such an economy (see, e.g., Lev-
A credibility deficit, on the other . Y (see, e.g
) ine, 2005). It lowers the cost of directing cap-

hand, deepens the PrOblemS. ital to profitable projects; promotes improved
oversight of cost-effective investment imple-

mentation and reduces its cost; facilitates risk management by dispersing

risk and enabling investors to quickly withdraw from projects; can mobilise

large capital for investments which can often be realised either in full or not

at all; facilitates starting a business by reducing dependence of potential
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entrepreneurs on their assets; and lowers the
cost of concluding transactions through devel-
opment of the payment system.

Stability of both money and the financial sys-
tem can only be ensured by a state which is able
to manage expectations. Expectations are the
means through which credibility operates (see,
e.g., Albinowski et al., 2014; Blinder et al., 2008;
Blinder et al., 2023; Bursian and Faia, 2018).
When economic policies inspire confidence in
citizens, their expectations help to achieve goals
of such economic policies. A credibility defi-
cit, on the other hand, deepens the problems.
For instance, if people begin to fear rising in-
flation, they escalate their demands for wage
increases (in the case of employees) and price
increases (in the case of businesses), which in
turn accelerates inflation. Similarly, if people
anticipate a bank’s bankruptcy, unless their
deposits are insured, they begin to withdraw
their money, thus increasing the risk of such
bank’s bankruptcy.

The best way to build credibility in the area of
monetary and financial stability is for central
banks to adhere to their mandate and system-
atically explain to households how monetary
policy, aimed at low inflation over the medi-
um term, stabilises the economy (Ehrmann et
al., 2023). A credible central bank raises inter-
est rates during periods of economic expansion
in order to prevent overheating while ensur-
ing the possibility of lowering interest rates
in the event of a recession. At the same time,
it strives to keep credit growth under control.
Credibility is built through discipline, and its
effects are visible when a negative shock oc-
curs - a central bank which operates within
a well-understood framework maintains pub-
lic trust. With this trust, citizens can expect
that any inflation spikes will be contained and
that banks have sufficient resources to main-
tain liquidity, with the central bank taking ef-
fective interventions if necessary. These ex-
pectations alone help to stabilise the economy.
However, when credibility is lacking, even

70

Credibilityis a type of capital
that is accumulated over along
period of timein order to be
able touseitin difficult times.

a moderate shock can trigger excessive reac-
tions — a sharp rise in inflation expectations
or a bank run.

Credibility is a type of capital that is accumu-
lated over a long period of time in order to be
able to use it in difficult times.

For a central bank, credibility is particularly
crucial in the face of supply shocks, which im-
pact inflation and economic activity in various
directions. These shocks present monetary au-
thorities with a dilemma: whether to react to
changes in price dynamics out of concern that
they may become permanent, or to stabilise eco-
nomic activity. With sufficiently high credibil-
ity, this dilemma disappears, as inflation ex-
pectations are firmly anchored at the level of
the inflation target. These fundamental inter-
dependencies have acquired high practical sig-
nificance in recent years, when the global econ-
omy has been rocked by very strong negative
supply shocks: first the COVID-19 pandemic,
then Russia’s aggression against Ukraine and
the ensuing energy crisis, and most recently,
trade wars triggered by Donald Trump.

Methodology for calculating
the Index in the area of
Stability of money and

the financial system

The following changes have been introduced in
the methodology for calculating the credibili-
ty index in the area of Stability of money and
the financial system.

Firstly, the use of net inflation, defined indi-
vidually for each country, was abandoned. The
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same general category of core inflation re-
mains in use. However, measures calculated
by individual central banks, which had varied
their calculations, were abandoned because not
all banks in the expanded sample did so. For
the entire group of countries subject to analy-
sis, there was adopted a uniform definition of
net inflation - as inflation excluding food and
energy prices, i.e., price categories subject to
particularly strong supply shocks or regula-
tions. Net inflation was calculated on the ba-
sis of the Eurostat data.

Secondly, one of the indicators applied in cal-
culating the index was modified. Among the
measures approximating threats to monetary
stability, taken into account was deviation from
the target instead of the square of the inflation
deviation above the target. This change was
effected because the contribution of this indi-
cator to the overall index, when inflation was
significantly different from the target, domi-
nated the contribution of other measures, thus
leading to high index volatility. The change in
question has no significant impact on this year’s
results, however, it reduces the index’s impor-
tance, especially in 2022, when inflation in all
countries reached its local peaks.

Thirdly, in cooperation with the Polish Bank
Association, added to the index was an addi-
tional dimension - the financing of the econ-
omy by the banking sector. This sector plays
a dominant role in the European financial sec-
tor. At the same time, over the past decade or
so, it has undergone profound changes which
may have a significant impact on a country’s
economic credibility.

The dimension encompasses three indicators:
banks’ return on equity, the equity-to-GDP ra-
tio, and the credit multiplier. The first indicator
approximates the efficiency with which banks
use the capital entrusted thereto. The banking
sector can systematically increase its financ-
ing of the economy on the condition that its
operations generate profits no lower than the

Ul

user cost of capital. If its profitability is lower
than in other types of activities, there are no
incentives to invest in this sector and increase
the scale of lending, which requires capital. The
second indicator approximates banks’ financ-
ing potential for the economy. Granting loans
requires capital from banks. The more capital
they have, the greater their ability to finance
the economy. The third indicator reflects the
degree to which this potential is utilised.

Growth in the banking sector’s potential is not
always positive. Capital and other resources
used by banks cannot be simultaneously used
in other sectors of the economy. Although the
optimal level of loan for the non-financial sec-
tor depends on many factors, and its estimates
are subject to considerable uncertainty, it typi-
cally does not exceed 100% of GDP (see Arcand
et al., 2015; Cecchetti and Kharroubi, 2012; Law
and Singh, 2014). Therefore, instead of the raw
ratio of banks’ equity to GDP, we use for cal-
culations a function with the following char-
acteristics.

The function reaches its maximum for the eq-
uity-to-GDP ratio, which—given the potential
utilisation—would imply loan to the non-finan-
cial sector at 100% of GDP. As long as equity
remains below this level, the function is equal
to its actual value. However, once it is exceed-
ed, it begins to decline by the value of the ex-
cess over the optimum. The adoption of such
function is, of course, discretionary. Neverthe-
less, it affects only the results for one country:
Spain. Over the past decade or so, this coun-
try has faced a banking crisis, followed by the
restructuring of its banking sector. The intro-
duced correction is a method of accounting for
these phenomena in the results.

Similarly, increasing the utilisation of poten-
tial does not always bring benefits. If the econ-
omy’s financing reaches values which are too
high relative to its potential, there appears
a threat of a banking crisis (see, e.g., Reinhart
and Rogoff, 2009; Schularick and Taylor, 2012;
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Sufi and Taylor, 2021; Rzonca, 2014). Therefore,
in our calculations, we use not a raw measure
of the credit multiplier, but its function with
the following properties.

The function reaches a maximum for the mul-
tiplier at 8. For multipliers below this level,
it equals its actual value, while for multipli-
ers above this level, it becomes an increasing-
ly rapidly decreasing function. The rate of this
decline was calibrated so that the value of the
multiplier observed in Spain between the years
2008 and 2012, i.e., during the acute bank-
ing crisis in Spain, implied non-positive val-
ues. Although the form of the function and its
calibration are discretionary, it has not affect-
ed the results since 2014, which is considered
the end of the banking crisis in Spain (the res-
cue plan was formally terminated at that time
and the banking system was deemed to have
returned to stability). Since then, the multipli-
er has never exceeded the value of 8 in any of
the countries subject to analysis.

TABLE 1. Dimensions and weights in the
Stability of money and the financial system (in
percentage)

Dimension Weight

1. Approximate measures of credibility 333 25
2. Threats to a country’s crediblity in the area 333 25
of money stability

3. Threats to a country’s credibility in the area 333 25
of financial system stability

4. Financing the economy by the banking 25
sector

Source: own study

Similarly to other dimensions, each indicator
of the banking sector’s financing of the econ-
omy was given the same weight (33.3%). At
the same time, the expanded credibility index
maintained the principle of each dimension be-
ing given equal weight.

TABLE 2. Weights of indicators in the Stability
of money and the financial system area (in
percentage)

Dimension Indicator Weight

1. Approximate Household inflation expectations  -50.0

measures of .

credibility Share of cash in the M3 money -50.0
supply

2.Threats to Net inflation volatility -25.0

acountry’s L.

crediblityin the Squared deviation above -25.0

area of money the target

stability Squared demand gap -25.0
Squared deviation of money -25.0

supply growth from the growth
rate of potential GDP plus the
inflation target

3.Threats to
acountry’s
credibility in the
area of financial
system stability

Growth rate of claimsonthenon- -33.3
financial sector relative to the

growth rate of potential GDP plus
theinflation target

Share of receivables from the -33.3
public finance sector in banks’
assets
Deviation of real interest rates 33.3
from the natural interest rate
4. Financing the Return on equity of banks 33.3
economy by the . .
banking sector Ratio of equity to GDP 33.3
Mnoznik kredytowy 33.3

Source: own study

In the case of indicators which are stimulants
(the higher the value of the indicator, the bet-
ter), there were used positive weights, while in
the case of destimulants (the lower the value
of the indicator, the better) — there were used
negative weights.

Adding a new dimension to the index is the most
significant change to the adopted methodolo-
gy. Therefore, for clarity, we present the in-
dex in two versions. The first version includes
only the dimensions which were included in its
calculation in previous years, while the second
version also includes the new dimension.
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Analysis of economic credibility
in the area of monetary and
financial system stability

Last year, all surveyed countries saw improved
credibility in the area of monetary and financial
system stability, regardless of whether credibil-
ity is assessed across three or four dimensions.
Below, we present the changes which contrib-
uted to this improvement. These changes were
not unidirectional, although—obviously—pos-
itive changes predominated.

Dimension 1. Approximate measures
of credibility

With the exception of Slovakia, inflation ex-
pectations rose again in the other countries
surveyed in 2024. However, in three of them -
the Czech Republic, Spain, and Italy - they re-
mained low. In Italy, deflationary expectations
could even be said to have persisted. Poland

found itself at the other extreme - among the
three countries, alongside Romania and Hun-
gary, which recorded elevated inflation expec-
tations. Consequently, central banks of these
countries failed to address household concerns
about monetary stability.

In all the countries subject to analysis, the im-
portance of cash has declined, while the dom-
inance of deposits has deepened. Fewer and
fewer people are afraid of keeping their money
in banks. On the contrary-most people seem
to recognise that deposits are a more secure
form of money, more convenient to make pay-
ments, and characterised by a lower opportu-
nity cost than cash.

CHARTS 1-2. Trends in indicators indirectly measuring a country’s credibility in the Stability
of money and the financial system area in the years 2008-2024
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In this dimension, improvement was observed Most people seem to recognise
only in the Czech Republic and Slovakia. In the thatd EPOSitS are a more

Czech Republic, however, the improvement was
marginal, while in Slovakia—though signifi-

secure form of money, more

cant—it proved insufficient for the index to convenient to make payments,
surpass most of the previous observations. In and characterised by alower

most countries, it remained lower than most
of the previous observations—unlike in oth-
. This offers a good illustration

er dimensions

opportunity cost than cash.

of how difficult it is to rebuild trust in mone-
tary authorities once it has been undermined.

CHART 3. Total assessment of a country’s economic credibility for the area of Stability of money and
the financial system in the approximate measures of credibility dimension
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TABLE 3. Total assessment of a country’s economic credibility for the area of Stability of money and
the financial system in the approximate measures of credibility dimension

Poland

The Czech Rep.
Spain
Lithuania
Romania
Slovakia
Hungary

Italy

Source: own study

2015 2016 2017 2018 2019 2020 2021 2022 2023 plop2

097 o088 053 0.25 008  -087 139  -140  -031  -057

0.40 0.55 0.19 015  -009  -014  -043  -038 098 098
| e 157 09 075 095 123 o080 06l 125 117
| 225 e 212 209 200 -les LSO -125 007 <035
. 120 101 032 -019 -036  -027  -0.58 -0.47  -0.81
-0.18 015  -069  -092  -120 -141  -159  -198 -070  -0.28
080  -0.78  -091  -117  -162  -177  -172 -198 -100  -107
Coas e 13 13 126 129 095 020 135 126
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Dimension 2. Threats to
a country’s credibility in the area of
money stability

In 2024, threats to price stability continued to
decrease. Disinflation continued in all the coun-
tries under review, although inflation rates re-
mained above inflation targets. This reduction

in inflation was accompanied, in contrast to the
previous year, by a significant reduction in un-
certainty about inflation trends, as measured
by the volatility of core inflation. Disinflation
was supported by weak aggregate demand and,
with the exception of Romania, by low mon-
etary growth.

CHARTS 4-7.Trends in indicators in the area of Threats to a country’s credibility in the money

stability dimension in the years 2008-2024
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Progress in this respect was observed in all
countries subject to analysis. It was most pro-
nounced in Hungary, the Czech Republic, and
Poland, where these threats were highest in
the previous year. Nevertheless, despite the

strongest improvement in Hungary, threats re-
mained higher there than in the other coun-
tries (with the exception of Romania), although
they only slightly exceeded most of the ob-
servations.

CHART 8. Total assessment of a country’s economic credibility for the Stability of money
and the financial system area in the dimension Threat to a country’s credibility in the area

of stability
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TABLE 4. Total assessment of a country’s economic credibility for the Stability of money
and the financial system area in the dimension Threat to a country’s credibility in the area

of money stability

2015 2016 2017 2018

Poland - 0.00 - 0.22

The Czech Rep. - 0.09 -0.71 0.11

Spain -0.56 -0.49 --
Lithuania -3.41 0.32 -0.22 -0.37

Romania - -0.20 0.25 -0.55

Slovakia - 0.23 - 0.21

Hungary - 0.17 -0.20 -1.74

Italy 0.20

Source: own study

2019 2020 2021 2022 2023 2024
0.04  -205  -119  -3.62  -3.75 0.13
000  -1.01  -207  -425  -4.16 0.06
037 -3.76  -150  -155  -0.68 0.09

049  -372| -11.86 -520  -290  -0.09
013  -2.81  -414  -3.80  -3.14  -2.18
023  -033  -098  -3.01 -2.74 0.13

-0.50  -2.16  -407  -7.07  -6.06  -0.11

039 052 058 071 415 092 -173  -207 031
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Dimension 3. Threats to a country’s
credibility in the area of financial
system stability

The main threat to stability of the financial sys-
tem consists in the strong link between banks
and the state. This problem is not unique to
Lithuania, a country distinguished by sound
public finances. It is also present to a lesser
extent in Spain and Slovakia. However, in Po-

The high share of government
bonds in bank assets means
that the health of banks
strongly depends on the health
of public finances.

land, and especially Romania, this phenomenon
has reached alarming proportions. In Roma-
nia, over a quarter of assets are already held in
treasury securities. In Poland, this percentage
clearly exceeds one fifth and, since 2018, has
exceeded the share of corporate loans in assets.

The high share of government bonds in bank
assets means that the health of banks strongly
depends on the health of public finances. Mean-
while, Poland and Romania face significant fis-
cal imbalances, with fiscal deficits among the
largest across the entire European Union. The
scale of fiscal tensions, already enormous, will
become fully apparent as inflation declines. At
the same time, given the large share of banks
in the treasury bond market, the health of pub-
lic finances strongly depends on the health
of banks. A possible decline in banks’ appe-
tite for buying bonds would make it harder for

A possible decline in banks’
appetite for buying bonds
would make it harder for
governments to finance their
enormous borrowing needs.
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governments to finance their enormous bor-
rowing needs.

Nowhere does excessive credit growth pose
a threat to the stability of the financial sys-
tem. On the contrary, the economies of Spain,
Poland, and Italy have been deleverageing for
years. In Poland, this process is occurring from
a very low level and applies particularly to cor-
porate lending. This type of loan as a share of
GDP has fallen by more than a quarter since
2018 - from almost 18% to just over 13%.

Financial system stability is supported by posi-
tive real interest rates. In all the countries sub-
ject to analysis, they exceeded the natural in-
terest rate, which incidentally should lead to
further disinflation.

Progress in this respect has occurred in all the
countries subject to analysis, with the most
pronounced progress in Lithuania. In Romania,
despite the improvement, the index remains
negative, indicating that threats to financial
sector stability are greater there than in more
than half of the observations. In this country,
the strength of the links between banks and
the state is so strong—and continues to grow—
that it outweighs the stabilising effects of pos-
itive real interest rates and significantly lower
credit growth to the non-financial sector than
in the recent past.
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CHARTS 9-11. Trends in indicators in the dimension of Threats to a country’s credibility in the area
of stability of the financial system in the years 2008-2024
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CHART 12. Total assessment of a country’s economic credibility for the area of Stability of money
and the financial system in the dimension Threats to a country’s credibility in the area of stability

of the financial system

2015 2016 2017 2018 2019

The Czech

= Poland Republic
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TABLE 5. Total assessment of a country’s economic credibility for the area of Stability of money and
the financial system in the dimension Threats to a country’s credibility in the area of stability of the

financial system

2018
Poland 0.26 0.15 -0.35 -0.39
The Czech Rep. 0.06 0.09 0.10 0.45
Spain 1.03 0.98 0.33 0.51
Lithuania 1.31 0.35 0.14 0.58
Romania 0.58 0.56 -0.33 -1.07
Slovakia -0.08 -0.04 -0.52 -0.52
Hungary - 0.36 -0.88 -1.44
Italy -0.09 0.02 -0.03 -0.27

Source: own study

Dimension 4. Financing the
economy by the banking sector

Analysis of this dimension was carried out in
cooperation with the Polish Bank Association
and on the basis of data provided by this or-
ganization.

2021
-0.57  -0.94  -119  -196  -0.59 0.56
0.60  -0.02  -0.46  -1.86  -0.59 0.63
0.67 0.56 0.02  -0.67 1.20 1.24
101 161 048 440 215 154
101 -095  -237  -38  -173  -088
-021  -0.04  -0.10  -249  -0.95 1.09
-1.82  -216  -2.10  -245  -132 0.55
-0.22 004  -037  -0.85  -0.07 1.13

In all the analysed countries, the banking sec-
tor in 2024 was characterised by significantly
higher profitability than during most of the pe-
riod under review, supported by central banks’
policies maintaining elevated interest rates. At
the same time, profitability improved in most
countries, declining significantly only in Lithu-
ania and Hungary. However, in these two coun-
tries, it remained the highest among all the
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CHARTS 13-15. Trends in indicators in the dimension Financing of the economy by the banking sec-

torintheyears 2008-2024
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analysed countries. In three countries—Spain,
Poland, and Italy—it reached the highest lev-
el throughout the entire period under review.
High profitability of banks in these countries
represented a fundamental qualitative change,
as just two years ago, banks there were una-
ble to generate profits sufficient to cover the
user cost of capital.

The improvement in the banking sector’s effi-
ciency was accompanied by a general strength-
ening of its capacity to finance the economy.
This capacity decreased only in two countries —
Spain and Romania, which differ significant-
ly in this respect. While in Spain it remained
the highest among the analysed countries, still
exceeding the levels indicated in the literature
as maximizing the positive impact of credit on
economic growth, in Romania it was the weak-
est. Nevertheless, in all countries, the capacity
to finance the economy was stronger than dur-
ing most of the period under review.

However, the strengthening of the economy’s
financing potential was not accompanied by an
increase in its utilisation. On the contrary, with
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the exception of the Czech Republic and Ro- profound fiscal imbalances. In these countries,

mania, it declined again. Apart from the Czech lending to the non-financial sector is clearly
Republic, the credit multiplier remained low-  being crowded out by financing budget bor-
er in individual countries than during most rowing needs. Furthermore, high legal risk -
of the period under review. The lowest levels particularly in Poland - and additional sec-
were recorded in three countries: Poland, Ro- tor-specific tax burdens hinder the expansion

mania, and Hungary, which are struggling with of bank lending.
GRAPH 16. Total assessment of a country’s economic credibility for the area of Stability of money
and the financial system in the dimension of financing the economy by the banking sector
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TABLE 6. Total assessment of a country’s economic credibility for the area of Stability of money
and the financial system in the financing the economy by the banking sector dimension

2018 2021 2022
Poland -035  -037  -039  -0.46  -0.43  -0.91  -0.69  -0.64  -0.39  -0.16
The Czech Rep. 0.43 0.54 0.69 0.69 0.74 0.18 0.53 0.78 0.60 0.79
Spain -0.52  -0.57  -0.15 0.06  -011  -1.11 0.32 0.40 0.85 -
Lithuania -0.40 0.46 0.09 037  -0.67 0.20 0.31 0.48 0.92 0.66
Romania -0.66  -0.74  -0.68  -0.54  -0.72  -1.04  -0.56  -0.23  -0.28  -0.19
Slovakia 022  -014  -0.06 0.29 0.23 0.02 0.32 0.48 0.55 0.33
Hungary - -0.43  -0.11 0.26 053  -0.02 0.47 0.35 - 0.95
Italy 042  -0.70 0.59 0.45 0.45 0.21 0.59 0.79 0.93 0.90

Source: own study
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In the case of the banking sector financing the Summary
economy dimension, half of the countries sub-
ject to analysis saw progress, while the other All surveyed countries reported improved credi-

half experienced regression. The most signif- bility in the area of money and financial system
icant improvement occurred in Spain and Po- stability. This is confirmed by the index val-
land. However, in Poland’s case, this improve- ues, both in the form from previous years and
ment was only sufficient to overtake Romania, incorporating a new dimension - the financ-
while Spain—for the first time since the out- ing of the economy by the banking sector. Be-
break of the global financial crisis—became low, we present the results for both dimensions.
this dimension’s leader. The first, as in the previous year, encompasses

GRAPH 17. Total assessment of a country's economic credibility for the area of Stability of money
and financial system (111 dimensions)
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TABLE 7. Total assessment of a country’s economic credibility for the area of Stability of money
and the financial system (111 dimensions*)

2023 2024

Poland 0.34 0.26 0.03  -015  -129  -1.26  -233  -1.55 0.04
The Czech Rep. 025  -0.14 0.24 017  -039  -0.99  -216  -126 0.56
Spain 0.69 0.62 0.58 0.68  -0.65 -023  -0.54 0.59 -
Lithuania -039  -0.73  -0.63  -0.49  -1.26 -- -1.71 0.37
Romania 0.46 0.08  -0.61  -0.41  -134  -236  -3.07 -178  -1.29
Slovakia 011  -0.16  -0.41  -0.40  -0.59  -0.89  -2.49  -1.46 0.31
Hungary -0.09  -0.66  -1.45  -131  -2.03  -2.63 - =279  -0.21
Italy 0.68 0.62 0.55 059  -0.94  -011  -0.79  -0.27 -

* The TABLE presents index values calculated with reference to three dimensions — the same as in the previous year, i.e. the intermediate
dimension, risks related to money stability, and risks related to the stability of the financial system.

Source: own study
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GRAPH 18. Total assessment of a country’s economic credibility for the area of Stability of money

and financial system (1v dimensions)
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TABLE 8. Total assessment of a country’s economic credibility for the area of Stability of money and

financial system (Iv dimensions)

pluy) 2018
Poland 0.16 0.10 -0.10 -0.22
The Czech Rep. 0.32 0.07 0.35 0.31
Spain 0.37 0.43 0.45 0.48
Lithuania -0.18 -0.53 -0.38 -0.54
Romania 0.16 -0.11 -0.59 -0.49
Slovakia 0.05 -0.14 -0.24 -0.24
Hungary -0.17 -0.52 -1.02 -0.85
Italy 0.33 0.62 0.52 0.55

2023 2024
-119  -112  -190  -126  -0.01
-025  -0.61  -143  -0.79 0.61
-0.77  -0.09  -0.30 0.65 -
-0.89 -- -1.05 0.44
-127  -191  -236  -140  -1.01
-0.44  -059  -175  -0.96 0.32
-1.53  -1.85 - -1.82 0.08
-0.65 0.06  -0.40 0.03 -

* The TABLE presents index values calculated with reference to four dimensions. In addition to the three dimensions used in previous
years — the intermediate dimension, risks related to monetary stability, and risks related to the stability of the financial system — one new
dimension has been added: the financing of the economy by the banking sector.

Source: own study

three dimensions: indirect, threats to money
stability, and threats to financial system sta-
bility. The second approach additionally incor-
porates the fourth, new dimension.

In both rankings, the same countries occupy
the top and middle of the list of countries, or-
dered from highest to lowest index values. It-
aly and Spain enjoyed the highest credibility in
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the Stability of Money and the Financial System
category last year, followed by the Czech Re-
public, Lithuania, and Slovakia. In all of these
countries, the index achieved values signifi-
cantly higher than most historical observations.
In the case of the three countries with the low-
est credibility, the addition of a new dimension
caused Poland to drop below Hungary. Romania,
however, remains at the bottom of the ranking.
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Hungary’s improved position in the four-di-
mensional index, in comparison with the
three-dimensional index, stems from the fact
that its banking sector utilises capital more ef-
ficiently than the Polish banking sector—it has
more capital and translates this potential into
lending to the non-financial sector to a great-
er extent. In Poland, banks are burdened with
a particularly high bank tax, which discourag-
es lending, although in both countries they are
under pressure from high tax and social secu-
rity contributions. Furthermore, although the
state has for years interfered with contractu-
al terms between the parties to contracts, thus
increasing the risk and costs of lending activ-
ities for banks, in Poland—unlike in Hunga-
ry—it has not legally addressed the problem of
foreign currency loans.

Last year’s general improvement in credibility
in the area of Stability of money and the finan-
cial system was largely due to the reduction in
threats to money stability.

The second dimension in which improvement
was noted across all the countries subject to
analysis was financial system stability. Despite
the widespread reduction in threats to the sta-
bility, its contribution to the index improve-
ment was smaller in half of the countries than
the weight of this dimension in the index.

The assessment of the two remaining dimen-
sions is, at best, ambiguous. The intermediate
dimension performed the weakest, with im-
provement recorded only in the Czech Repub-
lic and Slovakia.

In the case of the dimension of financing the
economy by banks, half of the countries saw
progress and half - regression.

It is worth emphasising that according to both
indices - covering both three and four dimen-
sions - last year, Poland made significant pro-
gress in terms of the country’s economic cred-
ibility in the area of Stability of money and the

financial system. This was achieved primari-
ly by changing the approach of the National
Bank of Poland to conducting monetary poli-
cy following the 2023 parliamentary elections.

The National Bank of Poland began to prioritise
price stability, which is its primary responsi-
bility. It also halted a prematurely initiated cy-
cle of interest rate cuts. It abandoned its earli-
er openness to non-standard measures aimed

According to both indices -
covering both three and four
dimensions — last year, Poland
made significant progress

in terms of the country’s
economic credibilityin the area
of Stability of money and the
financial system.

at helping the government finance its borrow-
ing needs. The bank did not replace maturing
Treasury bonds or Treasury-guaranteed bonds
with new bonds, thus implementing a form of
quantitative easing.

The bank’s communication has also become
more restrained, though there is still consider-
able room for improvement in this area. While
it has significantly shifted toward (restoring)
stable price levels and factors influencing the
prospects for inflation returning to the infla-
tion target, it is still not entirely free from po-
litical disputes, and media appearances by bank
representatives still fall short of internation-
al standards.
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Area V. Labour
protection
and safety



The importance of labour protection and safety
for a country’s economic credibility

Europe and Poland face significant development challenges related to main-
taining competitiveness in a global world. Ongoing demographic changes -
including an ageing population and shrinking working-age population - as
well as shifts in labour markets, climate change, and the dynamic devel-
opment of technologies, including artificial intelligence, constitute a cru-
cial context for the evolving conditions for shaping economic credibility,
including actions to develop labour markets and ensure social cohesion.

OECD (2025), in Employment Outlook 2025, points out that, in addition to the
widely discussed global trends related to climate change and digital revolu-
tion, the ageing of the population of OECD countries is the third, albeit some-
what “forgotten”, megatrend requiring the full attention of policymakers.

In his report, Mario Draghi (2024) points out that for the first time that Eu-
rope cannot base its growth on a growing population. According to demo-
graphic projections, the working-age population across the European Union
will be declining by approximately 2 million people per year by 2040. Draghi
points out that in order to drive economic growth, we will have to rely more
on productivity growth. If the EU had maintained its average rate of pro-
ductivity growth since 2015, this would only be enough to keep GDP sta-
ble until 2050. Higher growth is a necessary condition for meeting invest-
ment needs facing the Member States.

OECD (2025) indicates that in the face of demographic changes, further ac-
tions are necessary to enable better mobilisation of young people, women,
migrants in the labour market as well as extension the professional activ-
ity of people around retirement age.

For young people, the main lines of action identified by the OECD include
reducing the NEET rate (people not in employment, education, or training)
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through policies aimed at improving education
services, reducing the number of early school
leavers, offering full-time second-chance ed-
ucation programmes and measures to support
rapid transitions from education to work.

For women, progress has been made in pro-
moting employment opportunities across all
OECD countries. However, gaps persist, not
only in employment rates but also in job qual-
ity. In comparison with men, women are still
more likely to earn less, spend less time on paid
work, and more time on unpaid work, such as
family and care responsibilities, including for
elderly family members requiring long-term
care. Closing these gaps could increase annual
GDP per capita growth by 0.2 percentage points
across the OECD—half the projected decline in
the baseline scenario.

Extending working life requires going beyond
the discussion about pension systems alone,
which has dominated debates in many coun-
tries. Comprehensive policies are needed to
ensure older workers gain the necessary new
skills, stay healthy, and create opportunities
to remain in employment. Both employers and
policymakers play a key role in creating a la-
bour market that values older workers as a vi-
tal resource.

These actions include combating age discrimi-
nation, creating age-friendly workplaces, pro-
moting lifelong learning and employability
throughout the lifespan, and supporting pos-
itive job mobility. A life-course perspective is
essential, as the career trajectories of people
aged 50 and under are a key factor in deter-
mining employment patterns at age 60 and
beyond.

In its 2025 Joint Employment Report, the Euro-
pean Commission, similarly to the OECD, points
out that despite rising employment and falling
unemployment, employment gaps persist for
women (a gap of 10.2 percentage points in 2023),
older people, young people, the low-skilled,

88

migrants, and people with disabilities. Actions
are needed to support professional activation
of these groups.

Comprehensive policies

are needed to ensure older
workers gain the necessary
new skills, stay healthy, and
create opportunities to remain
in employment.

One barrier to employment lies in low skill
levels. Adult participation in learning reached
39.5% in 2022, falling far short of the EU tar-
get of 60% by 2030. In this regard, there re-
main large differences between countries and
social groups. Digital literacy levels are also
low, with 55.6% of adults in the EU having ba-
sic digital skills, compared to the target of 80%
by 2030. Employment does not always protect
against poverty - across the EU, 8.3% of work-
ing people are at risk of poverty. These include,
in particular, low-skilled individuals, migrants,
and those working on fixed-term or part-time
contracts. Strengthening social support sys-
tems is essential to reduce the risk of poverty
and social exclusion.

Anton Hemerijk and David Bokhorst (2024),
commenting on the Draghi report®, indicate
that high employment and high productivity go
hand in hand with a social welfare model based
on investing in young people and supporting
families with one or two working people. This
social investment strategy effectively sustains
existing pension and care obligations for older
people, which are largely based on a high wage
bill in the economy. This potential to improve
economic progress and social well-being across
the EU depends on credibility of public poli-
cies in the economic and labour market areas.

8 https://www.socialeurope.eu/why-social-investment-holds-
the-key-to-delivering-on-the-draghi-report, accessed:
29 September 2025
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Employment does not always
protect against poverty —
across the EU, 8.3% of working
people are at risk of poverty.

The social investment paradigm is consistent
with the European Pillar of Social Rights?, which
encompasses the right to work and employ-
ment, including by ensuring equal opportuni-
ties and access to employment. This includes,
among others: education, training and lifelong
learning, gender equality, equal opportunities,
and active support for employment. The dis-
cussed pillars also guarantee fair working con-
ditions, including secure and flexible employ-
ment, remuneration, access to information on
employment conditions, protection in the event
of dismissal, social dialogue and employee in-
volvement, work-life balance, a healthy, safe,
and well-adapted work environment, and per-
sonal data protection.

The European Commission analyses show that
strong employment growth in the EU over the
last decade has coincided with a further slow-
down in productivity growth. Between the years
2002 and 2013, employment grew by an average
of 0.3 per cent annually, while labour produc-
tivity (real value added per worker) increased
by 0.8 per cent. By contrast, between the years
2013 and 2023, employment grew at an average
rate of 1.1 per cent, while productivity growth
per person employed slowed to an average of
0.6 per cent. Most of the slowdown resulted
from a decline in productivity in 2023.

Entering the path of simultaneous employment
and productivity growth, which is necessary to
maintain competitiveness and growth poten-
tial, depends on credibility of public policies
related to the labour market and employment,
which result, on the one hand, in job creation

9 https://commission.europa.eu/system/files/2017-12/so-
cial-summit-european-pillar-social-rights-booklet__pl.pdf,
accessed: 29 September 2025
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and, on the other, in the mobilisation of em-
ployees who have a sense of security, protec-
tion, and the opportunity to invest in their
development, which is necessary to increase
labour productivity.

From the perspective of labour protection and
safety, building economic credibility involves
several important aspects. The first, crucial for
both economic credibility and social rights, is
ensuring equal opportunities and access to em-
ployment. High levels of participation in the
labour market are a fundamental condition for
social and economic development.

In the European Union, two in five people aged
55-6¢4 are unemployed. Among those aged
20-64, three in ten women and two in ten men
are unemployed. By comparison, in countries
with high employment and high competitive-
ness, such as Denmark or the Netherlands, these
rates are much more favourable - one in four
people aged 55-64 are unemployed, and wom-
en have higher employment rates on average.

An aspect related to high employment and se-
curity is the extent to which an economy offers
high-quality jobs ensuring adequate social pro-
tection. Precarious employment—due to the use
of less protective arrangements, such as civ-
il law contracts or bogus employment—poses
a significant challenge to job security. Civil law
contracts are the most common instrument re-
placing full-time employment, and data sug-
gest that 20-30% of workers have precarious
contracts, including fixed-term contracts. An-
other form of employment limiting access to
social security is bogus self-employment. Two
dimensions of the Economic Credibility Index
address these risks: legal employment protec-
tion and non-standard employment.

Another important aspect is physical and mental
safety in the workplace. According to Principle
10 of the European Pillar of Social Rights, em-
ployees have the right to a high level of health
and safety protection in the workplace, as well
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as the right to a work environment adapted to
their professional needs and enabling them to
continue participating in the labour market.

While the traditional perception of occupational
safety is improving - the number of accidents
at work and their consequences are decreas-
ing - there are emerging new risks. The grow-
ing use of digital technologies and teleworking
impacts both the physical and mental health of
employees. This was particularly visible during
the COVID-19 pandemic, when the policies im-
plemented to counteract the spread of the vi-
rus changed organisation of work and exerted
a significant impact on the mental well-being
of employees.

Productivity growth is closely linked to the de-
velopment of appropriate employee competen-
cies. Changes in the labour market, both those
resulting from technological advances, includ-
ing the growing role of algorithms and arti-
ficial intelligence, and those related to green
transformation, are leading to the emergence
of a competency gap which needs urgent filling.

Technological changes, the use of Al for routine
tasks, and the transition to new eco-friendly
professions pose a greater challenge for low-
skilled workers than for high-skilled workers.
This requires urgent action ensuring employ-
ment retention and productivity by closing the
emerging skills gap. According to OECD esti-
mates (2024), green transition will affect over
one-third of jobs in Poland.

Economic credibility in the labour market is also
related to ensuring economic security. Hamer-
ijk and Bokhorst (2024) point out that coun-
tries with high employment and high competi-
tiveness, such as Denmark and the Netherlands,
allocate roughly the same share of their social
spending to youth (e.g., education and child-
care), working people (e.g., social protection),
and older people (e.g., pensions and long-
term care).
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Access to quality jobs also depends on the fact
that income from work provides adequate pro-
tection against poverty. From a social invest-
ment perspective, economic security, particular-
ly for young people entering the labour market,
is an essential condition for social development,
including supporting decisions to start a fam-
ily and have children.

From the perspective of income from work,
gender equality is a similarly important issue.
Women will play an increasingly important role
in ensuring the potential for high employment
and productivity. Ggsta Esping-Andersen (2009)
highlights the “unfinished revolution” result-

The growing use of digital
technologies and teleworking
impacts both the physical and

mental health of employees.

ing from the persistent gender gap in the labour
market, which also translates into an unequal
division of labour within the family, primari-
ly in terms of caregiving responsibilities. This,
in turn, results in limitations in redressing the
observed disparities in employment and pay. In
recent years, the EU has undertaken numerous
initiatives aimed at redressing these roles. Ex-
amples include the directives on work-life bal-
ance and the equal pay principle, which sup-
port a more equitable distribution of roles and
reduce the pay gap.
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Methodology for calculating
the Indexin the area of labour
protection and safety

In the fourth edition of the Economic Credibil-
ity Index, there were applied the same indica-
tors and dimensions as in 2024. A total of sev-
en dimensions were identified in this area, and
their weights are presented in Table 1.

TABLE 1. Dimensions and weights in the area of
Labour protection and safety (in percentage)

Dimension Weight

1. Legal protection of employment 15
2. Occupational safety and working conditions 10
3. Non-standard employment 15
4, Labour market participation 20
5. Lifelong learning 10
6.Labourincome 20
7. Protection against poverty 10

Source: own study

The first dimension analysed in the area of la-
bour protection and safety is legal protection
of employment. This dimension includes in-
dicators illustrating the proportion of employ-
ees with contracts ensuring less legal employ-
ment protection than permanent employment
contracts. This applies to two groups of em-
ployees: those employed on fixed-term con-
tracts and those with less than 12 months of
service. Under applicable labour law regula-
tions, these individuals are subject to limited
protection and have limited access to certain
social rights, such as longer notice periods or
the right to full holiday entitlement.

The second dimension taken into account in
the analysis is safety and working conditions.
The indicators adopted in the Index address
the impact of occupational accidents and dis-
eases, including long-term sick leave (4 days
or more) and fatal accidents. They provide in-
formation on how working conditions impact
health risks for employees.
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The third dimension analyses non-standard
forms of employment, which the European
Commission identifies as one of the main chal-
lenges for the Polish labour market. This di-
mension encompasses two groups of employees.
The first are those working part-time, while
the second are those in precarious employ-
ment, defined as employment contracts last-
ing no longer than three months.

The fourth dimension included in the analysis
relates to involvement in the labour market
of three population groups. The first covers all
people in the working age (20-64 years old),
the second - women in the same age group,
and the third - people aged 55-64. These in-
dicators allow us to assess the extent to which
the labour market utilises available human re-
sources, with particular emphasis on groups at
risk of lower employment rates, as indicated
in reports by both the European Commission
and the OECD.

The fifth dimension looks at engaging adults
in various forms of lifelong learning. Indica-
tors in this area show the extent to which la-
bour market policy supports development of
skills which can potentially protect employ-
ees from the risk of losing their jobs resulting
from a mismatch between their competences
and expectations of employers.

The sixth dimension, encompassing income
from work, includes two indicators. The first
is the risk of in-work poverty, which measures
the percentage of employed people who, despite
being employed, fall below the income thresh-
old indicating economic poverty. The second in-
dicator is the gender pay gap, which addresses
the challenge of achieving equal opportuni-
ties for women and men in the labour market.

The seventh and last dimension concerns pro-
tection against poverty and it takes into ac-
count two indicators: the role of social transfers
in reducing poverty among women and among
men. These indicators indicate the ability of
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social protection systems to reduce the risk of
poverty through appropriately designed ben-
efit systems.

In constructing the economic credibility in-
dex in the area of labour protection and safe-
ty, taken into account are indicators published
by Eurostat, in order to ensure international
comparability. This amounts to a total of 14 in-
dicators.

With a view to estimating the synthetic index,
it was necessary to adopt weights for both the
individual indicators and the dimensions. The
weights for the dimensions are presented in
Table 1, while the weights for individual indi-
cators are included in Table 2.

TABLE 2. Indicators in the area of Labour
Protection and Safety (in percentage)

Dimension Indicator Weight
1. Legal protection  Fixed-term contracts -50
of employment 3 )
Persons with length of service -50
of 12 months or less (aged 25
and over)
2. Occupational Fatal accidents -50
safety and working X L
conditions Acader}ts resulting in absences -50
exceeding 4 days
3. Non-standard Part-time employment -50
employment (as a percentage of total
employment)
Precarious employment -50
4, Labour market ~ Overall employment rate 20
participation (ages20-64)
Employment rate of women 40
(ages 20-64)
Employment rate of persons 40
aged 55-64
5.Lifelonglearning Participation in educationand 100
training (during the last 4 weeks)
6.Labourincome  In-work at-risk-of-poverty rate -50
Gender pay gap -50
7. Protection Role of social transfers in 50
against poverty reducing poverty — women
Role of social transfers in 50

reducing poverty — men

Source: own study

In the case of indicators which are stimulants
(the higher the value of the indicator, the bet-
ter), there were applied positive weights, while

in the case of destimulants (the lower the value
of the indicator, the better) - there were ap-
plied negative weights.

The fourth edition of the Index uses data from
the years 2008 to 2024, depending on availa-
bility. For the labour protection and safety di-
mension, data is available up to and including
2022, and for the gender pay gap, data is avail-
able up to and including 2023.

For analytical purposes, it was assumed that
in the case of remaining missing data for in-
dividual countries, the values from the last
available year would be used in each sub-
sequent year.

The main change affecting results and observed
variations is the expansion of the group of coun-
tries included in the Index. As shown below, the
Southern European countries — Spain and It-
aly - as well as Lithuania, as a representative
of the Baltic states, differ significantly in sev-
eral dimensions considered in the area from
the countries analysed in previous editions of
the Index.

Analysis of economic credibility
in the area of Labour protection
and safety

This section presents the main trends and var-
iations observed in the area of Labour protec-
tion and safety, both at the level of individual
indicators in each dimension and in relation to
the estimated results of the synthetic index for
the individual dimensions of this area.

Dimension 1. Legal protection
of employment

Poland’s improved credibility in this respect
is primarily due to the declining percentage
of people with fixed-term contracts. The rate
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CHART 1. Fixed-term contracts CHART 2. People with length of service of
12 months or less (aged 25 and over)
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remains higher than in Slovakia, the Czech
Republic, or Hungary, but significantly low-
er than in Italy or Spain. In the case of people
with 12 months or less of work experience, the
indicator values for Poland are more favour-
able than for Hungary and the Czech Repub-
lic. In these three countries, the share of em-
ployees with the shortest length of service with
their current employer also decreased in 2023,
which is a positive development.

The level of employment protection legisla-
tion, according to the adopted methodology, is
highest in Romania and Slovakia, where these
values were positive throughout the entire pe-
riod subject to analysis (with the exception of
the year 2018 in Slovakia), meaning they were
above the median for the values observed in
the eight countries during the period in ques-
tion. The lowest value of employment protec-
tion legislation is recorded in countries which
have been included in the Index for the first
time, namely Spain and Italy.

Poland’s credibility has been gradually improv-
ing, and since 2021, the index’s partial value in
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CHART 3. Total assessment of a country’s economic credibility in the area of Labour protection
and safety in the legal protection of employment dimension

2015

= Poland

Source: own study

2016 2017 2018 2019 2020 2021 2022 2023 2024

The Czech

Republic H Spain Lithuania H Romania = Slovakia ® Hungary = Jtaly

TABLE 3. Total assessment of a country’s economic credibility in the area of Labour protection and
safety in the legal protection of employment dimension

Poland

The Czech Rep.
Spain
Lithuania
Romania
Slovakia
Hungary

Italy

Source: own study

2015 2016 2017 2018 2019 2020 2021 2022 2023 plop2
-0.09 -0.12 -0.07 -0.03 0.09 0.42 0.57 0.53 0.60 0.51
0.23 0.15 0.00 0.08 0.19 0.45 0.46 0.29 0.26 0.23

--------
----------
0.06 001  -0.08 0.25 0.47 0.79 ---

-0.59 -0.45 -0.26 -0.16 -0.35 -0.38 -0.37 -0.22 -0.01 0.04

L7 a2 18 -le3 -199 167 192 197 -lad i

this dimension has been positive. During this Dimension 2. Safety and working
period, Poland ranked third out of the eight an- conditions

alysed countries.

The addition of new countries to the Index re-
vealed significant variations in occupational
safety and working conditions across countries.
Spain, Italy, and Lithuania are among those
countries where consequences of occupational
accidents are more severe than in the countries
previously included in the Index. In particu-
lar, fatal accidents are much more common in
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CHART 4. Fatal accidents
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CHART 5. Accidents resulting in absences
exceeding 4 days (in thousands)
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Lithuania, while long-term sick leave result-
ing from occupational accidents is more com-
mon in Spain and Italy.

In the dimension of safety and working condi-
tions, the highest index values are observed in
Poland and Slovakia, while the lowest — in Spain.

The country’s overall economic credibility rat-
ing in terms of safety and working conditions
is highest in Poland, primarily due to a sig-
nificant reduction in the number of fatal ac-
cidents in the first decade of the 21st century.
The lowest index score in this dimension was
recorded in Spain, primarily due to the persis-
tently high number of long-term sick leave re-
sulting from occupational accidents.

Also in this dimension, a significant of the par-
tial values of a country’s economic credibility
Index is evident, and can be attributed to its
extension to include three new countries.
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CHART 6. Total assessment of a country’s economic credibility in the area of Labour protection
and safety in the Safety and work conditions dimension
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TABLE 4. Total assessment of a country’s economic credibility in the area of Labour protection
and safety in the Safety and work conditions dimension

2015 2016 2017 2018 2019 2020 2021 2022 2023

2024

Poland 056 ---------

-0.12
0.64

0.26
-0.62

The Czech Rep. -0.81 -0.44 0.2

Lithuania -0.59  -0.67 -015  -0.40  -0.08  -037  -141  -012  -0.12

Romania | 230 145 -121 093 -0.09  -0.10 0.04 0.64 0.64

Slovakia -0.43 0.13 0.09 021 100 056 060 068 068  0.68
Hungary -003  -0.11 0.06 0.27 0.28 0.35 0.19 0.26 0.26

Italy -126  -0.90  -0.80  -0.85  -0.24  -0.65  -0.98  -0.62  -0.62

Source: own study

Dimension 3. Non-standard
employment

The improvement in the index value in this di-
mension in Poland is primarily due to the de-
crease in the share of people in precarious em-
ployment and the decrease in the percentage
of people working part-time until 2021. In the
years 2022-2024, the share of this group in Po-

land increased in comparison with 2021.
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Meanwhile, the percentage of people with pre-
carious employment has been on the decline, as
is the case in Spain, Italy, and Hungary. Worth

CHART 7. Part-time employment

20
18
16
14
12

10

=

———

2

0

2 9% 5 2 2 g 8 4§ & 7

o (=] =} (=} (=] =3

Q 5 Q ] 5 Q ] S ] ]
The Czech . . .

H Poland N Spain Lithuania

Republic

Source: Eurostat

In terms of non-standard employment, the
situation in Poland remains less favourable
throughout the period under review, with the
partial value of the country’s economic cred-
ibility Index remaining below zero. Only Italy
and Spain recorded a worse situation than that
of Poland in terms of non-standard employ-
ment.

Since 2010, Poland’s credibility in this respect
has been growing. It is, however, Romania and
Slovakia which have recorded the most favour-
able situation, with significant improvements
in the prevalence of non-standard employment
monitored as part of the country’s economic
credibility assessment since 2015.
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looking at is the situation in Italy, where, fol-
lowing an increase in this group’s share until
2018, it rapidly declined in subsequent years.

CHART 8. Precarious employment
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CHART 9. Total assessment of a country’s economic credibility in the area of Labour protection
and safety in the Non-standard employment dimension
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TABLE 5. Total assessment of a country’s economic credibility in the area of Labour protection
and safety in the Non-standard employment dimension

2015 2016 2017 2018 2019 2020 2021
Poland -121  -1.08  -0.89  -0.80  -0.63  -039  -0.18  -0.20  -0.21  -0.14
The Czech Rep. 0.47 0.41 0.39 0.36 0.41 0.48 0.46 0.44 0.28 0.13
spain ------ S TN ATl a2
Lithuania -0.06 0.42 0.46 0.43 0.40

Romania o 1. I I N T O I Y
Slovakia 021 000 014 042 038 052 ----

Hungary -0.66 -0.04 0.04 0.12 0.13 0.00

taly T T

Source: own study

Dimension 4. Engagementin the
labour market

From 2020 to 2024, there were observed the
highest increases in female employment in
Hungary (9.9 percentage points) and Slovakia
(7.5 percentage points). Poland recorded the
third-largest increase in the employment rate
for this group (6.6 percentage points).
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In the group of people aged 55, the highest
employment growth was recorded in Hun-
gary (10.5 percentage points), the Czech Re-
public (8.8 percentage points), and Slovakia
(7.7 percentage points). Poland ranked the

fourth (7.1 percentage point increase). During

CHART 10. Total employment
rate (people aged 20-64)
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CHART 11. Employment rate for
women (aged 20-64)
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The highest Index value in this dimension
throughout the period was recorded in the
Czech Republic, while the lowest values were
recorded in Ttaly and Romania. Poland main-
tains a stable fifth place, which is reflected in
the employment rates across all analysed pop-
ulation groups. It is worth noting that while
employment rates are rising in the analysed
countries, they are not converging. On the con-
trary, the diversification of Index values in 2024
was greater than at the beginning of the peri-

od subject to analysis.

based on indicators adopted for assessment

of the respective dimensions
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the same period, the female employment rate
in Romania decreased (0.7 percentage points),
while in Lithuania, the employment rate for
people aged 55-64 increased by only 1.5 per-
centage points.

CHART 12. Employment rate for

peopleaged 55-64
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CHART 13. Total assessment of a country’s economic credibility in the area of Labour protection
and safety in the Engagement in job market dimension
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TABLE 6. Total assessment of a country’s economic credibility in the area of Labour protection and

safety in the Engagementin job market dimension

2017 2018

2019 2020 2021 2022 2023 plop2

Poland - -0.09 0.18

The Czech Rep. 0.93 1.32

Spain - -0.20

Lithuania 1.53

Romania --- -0.17
Slovakia -0.25 0.11 0.52 0.70
Hungary -0.16 0.36 0.61 0.90
Italy

Source: own study

In the dimension related to labour market en-
gagement, the economic credibility Index has
improved over time, primarily thanks to ris-
ing employment rates. This growth had been
more dynamic until around 2020; however, in
subsequent years, particularly during the pan-
demic, some countries saw noticeable declines
in this dimension.

100

0.49 1.33

172 --—-—--
--—-—-—-
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Dimension 5: Lifelong Learning

Of particular interest are clear differences in
adult participation in various forms of lifelong
learning in the analysed countries - from 16%
in Spain to 8.5% in Italy.
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CHART 14. Participation in education and training (last 4 weeks)
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In Poland, until 2020, the share of adults par-
ticipating in education and training hovered
around 4%. After 2020, there was observed an
increase to 10% (in 2024), which ranked Po-
land the fifth among the analysed group - sig-
nificantly below Spain, Slovakia, and Hungary.

CHART 15. Total assessment of a country’s economic credibility for the Labour protection
and safety in the Lifelong learning dimension
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TABLE 7. Total assessment of a country’s economic credibility for the Labour protection and safety

in the Lifelong learning dimension

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Poland -0.92  -085  -075  -0.14  -0.43  -0.82  -0.18 0.60 0.92 139
The Czech Rep. 0.85 0.96 132 0.85 071  -021  -0.11 117 135 1.67
Spain 135 117 135 1.56 1.60 174 292 326 345 352
Lithuania -011  -0.04  -0.07 0.18 0.32 0.39 0.85 0.85 1.64 132
Romania | 171 174 -178 -185 171 -181 043 -025 021 100
Slovakia 107 -114  -096  -075  -089  -117  -0.46 2.38 1.56 2.38
Hungary 0.36 0.07 0.04  -0.04  -011  -039  -0.07 0.68 121 2.03
Italy 0.43 0.78 0.64 0.71 0.71 0.36 135 1.24 1.96 0.85

Source: own study

Dimension 6. Income from
employment

The highest percentage of working people at
risk of relative poverty was recorded in Roma-
nia, with a significant decline in this indicator -
in 2024, it was still almost three times higher
than in the Czech Republic. In recent years, the
percentage of the working poor has increased
in Slovakia and Hungary. Two new countries
included in the Index - Spain and Italy - also
face a high risk of relative poverty.

CHART 16. In-work at-risk-of-poverty rate
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In Poland, we observe a gradual but slow de-
cline in the risk of poverty among working peo-
ple, as a result of which our country ranks the
third among the countries covered by the Index.

The gender pay gap is narrowing in several
countries, but remains high in the Czech Re-
public, Hungary, and Slovakia. The lowest gen-
der pay gaps are found in Romania and Italy.
In Poland, the gender gap remains stable at

around 8%. It is worth noting that the gender

CHART 17. Gender pay gap
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pay gap is lower in countries where women’s The index has gradually improved over the pe-

participation in the labour market is lower - riod under review. However, in Romania and
which may point to the fact that women who Hungary, it remains below the median for all
choose to be professionally active in these coun- the analysed countries.

tries have higher qualifications and compe-
tencies, which translates into relatively high-
er earnings.

For this dimension, the highest Index value was
recorded in Italy, and the lowest in Romania.

CHART 18. Total assessment of a country’s economic credibility for the Labour protection
and safety in the Income from work dimension
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TABLE 8. Total assessment of a country’s economic credibility for the Labour protection and safety
in the Income from work dimension

2015 2016 2017 2018 2019 2020 2021 2022 2023 plop2
Poland 0.19 0.28 0.47 0.37 0.55 0.75 0.73 0.55 0.57 0.55

The Czech Rep 033 03  ous  o0se  oel 080 0% o071 ot  on
Spain 079 085 073 055 031 011 028 008 000 002

Lithuania -0.18 0.08 0.01 0.19 0.33 0.36 0.58 0.60 0.45 0.45
Romania | 134 -108 062 015 -0.27 0.04  -0.12 0.06  -0.30 0.56
Slovakia 0.09 0.04 0.00 0.08 0.53 0.63 0.28 014  -015  -0.15
Hungary -0.04  -010  -0.39 012  -024  -0.03 0.00 0.09 0.09 0.16

Italy 0.29 0.27 0.20 0.15 031 0.56 0.34 044 090 084

Source: own study
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Dimension 7. Protection against
poverty

The final dimension included in the area of La-
bour protection and safety focuses on the role
of social transfers in reducing poverty.

CHART 19. Role of social transfers in reducing
poverty — women
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In Poland, since 2017, there has been a marked
improvement in the role of transfers in re-
ducing poverty among both women and men,
which is related to the introduction of the 500+
family benefit. In recent years, this indicator
has seen visible stabilisation, and its improve-
ment in 2024 may result from an increase in
the 800+ child benefit.

CHART 20. Role of social transfers in reducing
poverty — men
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Social transfer systems in Spain, Italy, and
Lithuania offer less protection against pover-
ty than solutions in the Visegrad countries, in-
cluding Poland.

In the case of the protection against poverty
dimension, for most of the period under anal-
ysis the situation was the best in Hungary and
the Czech Republic, and the worst in Romania.

In 2024, the Index rating in this dimension is
the highest in Poland, with the Czech Repub-
lic ranking the second.
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CHART 21. Total assessment of a country’s economic credibility for the Labour protection
and safety in the Protection against poverty dimension
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TABLE 9. Total assessment of a country’s economic credibility for the Labour protection and safety

in the Protection against poverty dimension

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Poland -0.96  -0.77 0.81 114 0.71 0.71 0.58 0.94 0.62 127
The Czech Rep. 134 122 1.40 0.94 1.06 128 198 117 1.10 117
Spain -0.54  -0.83  -0.88  -1.00  -0.93  -0.92  -0.06  -0.47  -1.00  -0.83
Lithuania -1.05  -110  -0.94  -0.98 015  -0.14 0.61  -0.04  -0.09  -0.09
Slovakia 056  -0.03  -0.19  -0.05 0.87 1.10 0.35 0.71 0.71
Hungary 131 159 188 219 095 1.62 - 0.67 0.44 0.49
Italy -116  -1.20  -138  -114  -131  -124  -018  -0.62  -0.05 0.04

Source: own study

Summary

The aggregate score of a country’s econom-
ic credibility index for Labour protection and
safety in 2024 indicates steady improvement in
all countries subject to analysis since 2015. De-
spite this progress, the Index value in this area
remains negative in Spain and Italy, indicat-
ing persistent challenges for the labour mar-
kets in these countries.
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The index value for Poland is lower than in Slo-
vakia, the Czech Republic, and Hungary, but
higher than in Romania. In synthetic terms,
Slovakia enjoys the best situation in this area,
which and has slightly overtaken the Czech Re-
public since 2021. In these countries, the syn-
thetic Index value is also the highest through-
out the entire period under review.

In Poland, there has been observed gradual im-
provement in the synthetic index since 2010.
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CHART 22. Total assessment of a country’s economic credibility for the Labour protection
and safety area
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TABLE 10. Total assessment of a country’s economic credibility for the Labour protection
and safety area

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Poland -0.36 -0.22 0.06 0.20 0.26 0.38 0.53 0.69

The Czech Rep. 0.48 064 077 073 08 085 100 103 106 111
Spain | 136 130  -122 110  -089  -070  -0.46  -0.40  -035  -0.26
Lithuania -0.07  -0.02 0.09 0.15 0.40 0.33 073 077 081 077
Romania | 080 060 -038 020  -0.08  -0.01  -0.04 0.15 0.15 0.52
Slovakia -015  -0.07 0.01 0.20 0.53 056 079 103 097 103
Hungary -0.07 0.13 0.21 0.44 0.25 0.34 0.64 066 078 092
Italy 099  -091 -093 -08  -080 -078 -0.60 -0.53  -021  -0.18

Source: own study

Since 2017, its value has been positive, which results, among other things, in rising employ-
means that the situation in this area exceeds ment rates. In 2024, the Index scores improved
the median in the analysed period. across all dimensions of this area.

In the fourth edition of the Index, the Labour Despite this generally favourable situation, there
protection and safety area once again stands out remain the challenges mentioned at the begin-

with favourable results compared to other are-  ning, including demographic issues such as an
as. This situation is largely due to demograph- ageing population and a decline in the work-
ic factors that favour the creation of favourable ing-age population. This requires better mobili-
conditions in a labour market, which is increas- sation of underrepresented groups in the labour

ingly becoming an “employee’s market.” This market, particularly women and older workers.
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Foreign workers play an increasingly important
role in the labour market, requiring appropri-
ate measures to protect against abusive em-
ployer practices and adequate social protection
to prevent poverty. Therefore, the recommen-
dations formulated in the previous report re-
main relevant, including monitoring employer
practices, ensuring equal access to labour pro-
tection and safety, and limiting informal em-
ployment, particularly for platform and home-
based workers.
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Restructuring remains a persistent challenge for
the labour market. The growing use of tech-
nology, including artificial intelligence, is in-
creasingly contributing to a decline in labour
demand, particularly affecting young people en-
tering the labour market. The transition toward
a green economy requires development of new
competencies and skills, not only within for-
mal education but also through various forms
of adult education and training.
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Area VI. Quality
of public services



The importance of the quality of public services
for a country’s economic credibility

Public services such as education, healthcare, and public safety are among
the pillars of citizens’ daily lives. Thanks to them, children can develop
their talents in schools, patients have access to treatment, and residents
feel safer in their cities and municipalities. The quality of these services
largely translates into a sense of stability and comfort of life, but also into
real growth opportunities — both for individuals and entire communities.

High-quality public services foster equality, provide equal opportunities
in the transition to adulthood, strengthen trust in the state and its insti-
tutions, and thus influence whether citizens feel part of the community.
As societies are facing new challenges—from an ageing population to mi-
gration and the digitalisation of life—flexibility and ability to adapt public
services to changing needs are becoming a key challenge.

The quality of these services Transparency in the management of these servic-

largely translates into a sense

es is equally important. Citizens expect tax rev-
enues to be spent efficiently and fairly, and for

of Stablllty and comfort government decisions to be made in a manner
of life, but also into real that is transparent and open to social dialogue.

growth opportunities — both

When this happens, there is a growing sense that
shared institutions operate in the interests of all,

for individuals and entire not just select groups. This, in turn, strengthens

communities.

social cohesion and a sense of shared responsi-
bility for the country’s future.

Public services are not merely a “technical” offering from the state - they
constitute a real tool for shaping the quality of life and building social cap-
ital. Their proper functioning can determine whether people believe in the
value of cooperation and solidarity, or whether they will retreat into indi-
vidualism and distrust.
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Methodology for calculating
the Indexin the area of
Quality of public services

The Index was calculated with the use of indi-
cators that, on the one hand, measure the ac-
tions undertaken by public authorities (out-
put indicators) and, on the other, measure the
achieved effects (outcome indicators). In the
area of public service quality, we consider five
dimensions: education, health, safety, e-gov-
ernment, and cybersecurity. The weights for
each dimension are presented in Table 1.

TABLE 1. Dimensions and weights in the
Quality of public services area (in percentage)

Dimension Weight

1. Education 25
2. Health 30
3. Security 25
4. E-government 10
5.Cybersecurity 10

Source: own study

The first dimension subject to analysis was
education. This included, on the one hand,
data on students’ performance in the inter-
national PISA skills assessment and foreign
language proficiency, and on the other, an in-
dicator showing what share of public spending
is allocated to education. The health indica-
tors used for the assessment were: the per-
centage of people who perceive their health as
bad or very bad, the healthy life expectancy
for men aged 50, and the percentage of pub-
lic expenditure on health in GDP. The secu-
rity area covered aspects of internal security
(number of intentional homicides, robber-
ies and sexual violence per 100,000 inhabit-
ants) and external security (national defence
expenditure as a share of GDP). E-govern-
ment was assessed from the perspective of
the E-Government Development Index (EGDI),
published by the United Nations, and the basis
for the assessment cybersecurity was the rate

of attacks on computer systems per 100,000
inhabitants.

TABLE 2. Weights of indicators in the
Quality of public services area (in percentage)

Dimension Indicator Weight
1.Education Average PISAscore 25
Percentage of students 25
learning English or German
Public expenditure on 50
education as a percentage
of GDP
2.Health Self-assessed health — poor -25
or very poor health (total
populationaged 15+,
percentage of population)
Expected healthy life 25
years for men at age 65
(absolute value)
Public expenditure on 50
healthcare as a percentage
of GDP
3. Security Intentional homicides -20
(per 100,000 inhabitants)
Robberies -20
(per 100,000 inhabitants)
Sexual violence offences -20
(per 100,000 inhabitants)
Share of national defence 40

expenditure in GDP

4. E-government E-government 100

Development Index

Global Cybersecurity Index 100
(ranking)

5.Cybersecurity

Source: own study

In the case of indicators which are stimulants
(the higher the value of the indicator, the bet-
ter), positive weights were used, while in the
case of destimulants (the lower the value of
the indicator, the better) — negative weights
were used.
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Analysis of economic credibility
in the area of Quality of public
services

Dimension 1. Education

Public spending on education in Poland once
again reached the level of 5% of GDP in 2023,
which can be considered a positive sign for both
the quality of the national education system and
the country’s development. Maintaining this
level of spending indicates a gradual strength-
ening of the state’s priority for investment in
human capital. Education is the key factor in
increasing labour productivity, innovation, and

Educationis the key

factor inincreasing labour
productivity, innovation,
and competitiveness of the
economy in the medium
and long term.

competitiveness of the economy in the medi-
um and long term.

Poland thus joins the group of countries in the
region that have maintained high levels of ed-
ucation spending in recent years, such as Hun-
gary, Lithuania, and Slovakia. Worth noting is
the fact that Western European countries with
high economic growth saw comparable values
of indicators. Maintaining this trend could im-
prove Poland’s position in international rank-
ings not only in terms of education quality but
also in terms of economic credibility and the
ability to attract foreign investment, which takes
into account the quality of human resources in
local labour markets.

In last year’s edition of the report, we drew at-
tention to the disturbing trend of worsening re-
sults of Polish students in the Programme for
International Student Assessment (PISA) study.
These results were something of a red flag, in-
dicating that despite relatively stable levels of
education funding in previous years, the sys-
tem was not generating results comparable to

CHART 1. Public expenditure on education as a percentage of GDP
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best practices in the region. The next round of
the study was conducted this spring, but ac-
cording to the OECD schedule, the full results
would not be published until the second half

whether the increase in education spending ob-
served in recent years translates into improved
quality of education and better results in in-
ternational competency tests.

of 2026. Only then will it be possible to verify

CHART 2. Total assessment of a country’s economic credibility for the Quality of public services
areain the Education dimension
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TABLE 3. Total assessment of a country’s economic credibility for the Quality of public services area
in the Education dimension

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
poland | 1w 095 100 110 120 126 105 008 057 057
The Czech Rep. 0.29 -0.24 -0.18 0.42 0.70 0.79 0.79 0.47 0.46 0.46
Spain -0.34 -0.45 -0.45 -0.87 -0.78 -0.18 -0.28 -0.55 -0.65 -0.65
Lithuania 0.76 0.47 0.19 0.30 0.37 0.90 0.48 0.61 0.84 0.84
Romania ----------
Slovakia -0.79 -0.99 -0.99 -0.53 -0.35 -0.06 -0.16 -1.13 0.00
Hungary B D <o o I A
Italy -0.60 -0.71 -0.56 -0.77 -0.77 -0.47 -0.59 -0.78 -0.85 -0.85
Source: own study
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Overall, the data shows

aclear dividein Europe:

Central European countries

are gradually improving their
positions, while some southern
countries remainin a persistent
educational crisis.

In the period under analysis, Hungary and Lith-
uania stand out in particular, consistently main-
taining high indicators in the area of educa-
tion, confirming the stability and effectiveness
of their human capital investment policy.

Poland and the Czech Republic hover in the
middle of the ranking - despite good results in
the first half of the period under review, Poland
has lost some of its advantage in recent years,
while the Czech Republic has failed to maintain
its good trend. Slovakia is gradually recover-
ing from deficits, achieving neutral values in
recent years, which can be considered a turn-
ing point. At the opposite end of the spectrum
are Romania and Southern European countries
(Spain and Italy), which have maintained deeply
negative indicators for years, indicating chronic
systemic problems and a weak capacity to im-
prove the quality of education.

Overall, the data shows a clear divide in Eu-
rope: Central European countries are gradually
improving their positions, while some south-
ern countries remain in a persistent educa-
tional crisis.

14

Dimension 2. Health

The health dimension is one of the key com-
ponents of the economic credibility Index be-
cause it directly affects the quality and availa-
bility of human capital and thus the long-term
potential of the economy.

Better health in society translates into higher
labour productivity, lower costs of absenteeism
and social benefits, and greater professional ac-
tivity of older people. In turn, negative self-as-
sessment of health signals structural risks -
insufficient availability of medical services,
health inequalities, or poor preventive meas-
ures — which may weaken the stability of public
finances and limit a country’s competitiveness.

Data on healthy life expectancy for men at
age 65 show significant variation across Eu-
ropean countries. The best results are achieved
by southern countries — Spain and Italy - where
significant improvements and stabilisation at
over 10-year period have been observed over
the past decade, making them regional leaders.

Poland shows a trend of moderate improve-
ment — from 7 years in 2008 to 8.2 years in
2023 - and remains on the average level in
Central Europe.

Overall, the data point to growing polarisa-
tion: while southern countries are extending
the healthy lifespan of seniors, some Central
European countries are lagging behind, which
poses long-term demographic and econom-
ic challenges.

The data in Table 4 present changes in citizens’
self-assessment of their health (the percentage
of people declaring poor or very poor health)
between the years 2015 and 2024. A clear trend
of improvement is visible in most of the Cen-
tral European countries - a decline in the per-
centage of negative health assessment suggests
gradual improvement in the quality of life and
availability of medical care.
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CHART 3. Expected healthy life years for men at age 65 (absolute value)
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TABLE 4. Self-assessed health (percentage of responses with bad and very bad assessment)

2015 2016 2017 2018
Poland 14.3 13.7 13.6 12.8
The Czech Rep. 111 11.8 111 10.7
Spain 7.5 7.0 6.6 7.4
Lithuania 17.7 17.1 16.4 15.8
Romania 8.5 7.2 7.3 7.1
Slovakia 12.3 11.8 11.3 12.0
Hungary 15.8 133 13.0 11.9
Italy 12.4 7.7 5.8 6.8

Source: own study based on the Eurostat data

Poland has reduced its rate from 14.3% in 2015
to 9.8% in 2024, which is a significant positive
sign, especially since this decline is consistent
with a broader regional trend (with the excep-
tion of Slovakia, where the values remain sta-
ble but relatively high, around 12%).

Data on public spending on healthcare as a per-
centage of GDP reveal marked differences in
the priorities of healthcare policies in individual
countries. Spain, Italy, and the Czech Repub-
lic consistently maintain the highest expendi-
tures (around 6-7% of GDP, and even above

15

2019 2020 2021 2022 2023 plop2
12.8 10.8 10.3 9.9 10.0 9.8
10.4 9.3 8.6 8.8 9.2 9.1
7.2 6.6 7.7 7.2 7.2 7.3
15.2 15.3 13.1 12.9 13.1 12.1
7.3 7.3 7.4 6.8 6.7 5.4
12.6 13.2 13.2 12.3 11.5 11.9
11.8 9.9 8.2 10.0 9.3 9.6
7.0 7.0 8.1 6.7 6.1 5.9

7.5% during the pandemic), indicating rela-
tively strong funding for healthcare systems.
Poland remains among the countries with the
lowest expenditures — remaining around 4.4-
£4.7% of GDP throughout the analysed period -
further undermining its position in Western
Europe and the neighbouring Czech Republic
and Slovakia.
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TABLE 5. Public expenditure on healthcare as a percentage of GDP

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Poland 4.41 4.53 4.53 4.47 4.59 4.64 4.61 4.66 4.66* 4.66*
The Czech Rep. 6.18 6.21 6.15 6.27 6.36 7.92 7.94 7.20 7.00 7.00*
Spain 6.45 6.35 6.27 6.28 6.40 7.78 7.52 7.07 7.07% 7.07*
Lithuania 4.35 4.43 4.28 4.35 4.61 5.20 5.32 4.81 4.74 4.74%
Romania 3.86 3.98 4.08 4.40 4.58 4.98 5.05 4.51 4.51% 4.51%
Slovakia 5.37 5.58 5.38 5.32 5.51 5.67 6.08 6.15 6.15% 6.15*
Hungary 4.67 4.74 4.64 4.56 4.29 5.12 5.31 4.85 4.69 4.76
Italy 6.55 6.45 6.37 6.35 6.31 7.25 6.92 6.52 6.14 6.27

*data for the previous year

Source: own study based on the Eurostat data

The health index results indicate a slight in- Spain and Italy maintain very high scores
crease in Poland’s values - from negative val-  (around 1.0-1.5), confirming their strong po-
ues in 2015 (-0.15) to steadily positive values in sition in the area of health as a pillar of eco-

recent years (0.40 in 2024). This trend, while nomic credibility.
positive, shows that we still remain below the
level of Western European countries.

CHART 4. Total assessment of a country’s economic credibility for the Quality of public services area
in the Health dimension
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TABLE 6. Total assessment of a country’s economic credibility for the Quality of public services area
in the Health dimension

2015 2016 2017 2018 2019 2020 2022 2023 2024
Poland -0.15 0.03 0.06 0.12 0.10 0.19 0.25 0.31 0.38 0.40
The Czech Rep. 0.24 0.25 0.16 0.30 0.30 0.21 0.28 0.28 0.30 0.31

Spain 088 111 153 129 149 139 110 097 107 106
Lithuania | 099 081 073 -069 -055 064 -051 029 015  -0.06

Poland -0.15 0.03 0.06 0.12 0.10 0.19 0.25 0.31 0.38 0.40
Romania 0.14 0.25 0.18 0.28 0.34 0.14 -0.21 -0.15 -0.08 0.04
Slovaki 086 053 062 065 059 066 060 05 045 052

Hungary - -0.23 -0.20 -0.06 -0.09 0.19
ealy 007 104 102 101 115 109

Source: own study

0.33 0.06 0.23 0.20
S o1 1w am 13

Dimension 3. Security It should be noted that the analysed coun-

tries generally record low levels of intentional
Public security is divided into two areas: in-  homicides, confirming a relatively high stand-
ternal, which is characterised by relative sta- ard of internal security. Poland ranks among
bility and predictability, and external (na-  countries with a stable and favourable indica-
tional), which is strongly dependent on the tor. Lithuania and, to a lesser extent, Slovakia
tense geopolitical situation related to the war are exceptions, indicating greater challenges
in Ukraine. in public security.

CHART 5. Intentional homicides per 100,000 inhabitants
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CHART 6. Robberies per 100,000 inhabitants
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Data on the number of robberies per 100,000 in-
habitants show clearly varying levels of inter-
nal security between countries.

Spain maintains by far the highest rates, with
figures above 130 in recent years. Italy also re-
cords high values, but has seen some decline,
from nearly 58 in 2015 to around 49 in 2023.

The situation in Central Europe looks much
better. Poland improved its index from 26.9 in
2015 to 12.7 in 2023, which represents a nearly
two-fold improvement and places our coun-
try in the group of countries with low robbery
crime levels.

The above data is confirmed by other sourc-
es. For example, according to the Crime In-
dex 2025, Poland ranks 119th on the list of the
most dangerous countries in the world, ahead
of Norway, Spain, and Germany, among oth-
ers. In the Global Organised Crime Index, Po-
land is rated favourably for combating organ-
ised crime.

Poland, a country directly neighbouring
Ukraine, where a full-scale war has been raging
since 2022, is intensifying efforts to modernise

18

and expand capabilities of its armed forces.
The goal is not only to significantly strength-
en its defence and deterrence capabilities but
also to build the image of a militarily strong
country, capable of actively participating in
the security system of NATO and the European
Union.

Implementation of these priorities requires very
high budget expenditures, which is clearly re-
flected in the data presented in Table 7.
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FIGURE 1. Global Organised Crime Index

Source: Global Organised Crime Index

TABLE 7. Share of national defence expenditure in GDP

2015 2016 2017 2018
Poland 2.14 1.95 1.90 2.04
The Czech Rep. 0.95 1.00 0.96 1.09
Spain 1.27 1.14 1.23 1.25
Lithuania 1.14 1.48 1.71 1.97
Romania 1.45 1.43 1.73 1.79
Slovakia 1.11 1.12 1.10 1.22
Hungary 0.90 1.00 1.19 1.01
Italy 1.21 1.33 1.36 1.36

2019 2020 2021 2022 pLopk 2024
1.98 2.29 2.24 2.23 3.83 4.20%
1.15 1.32 1.40 1.38 1.52 1.90*
1.23 1.37 1.35 1.43 1.51 1.40*
2.00 2.07 1.96 2.45 2.72 b.d.
1.84 2.01 1.85 1.72 1.61 2.30%
1.70 1.92 1.74 1.81 2.02 b.d.
1.34 1.76 1.32 1.84 2.13 b.d.
1.31 1.74 1.68 1.69 1.61 1.60*

*value estimated by the Stockholm International Peace Research Institute

Source: own study

Data on the security credibility index show
a clear improvement in Central European coun-
tries, while problems seem to persist in Southern
Europe. In recent years, Poland has strength-
ened its leading position, and its advantage over
other countries in the region has significantly
increased, primarily as a result of unprecedented
levels of defence spending over the past three
decades. It is worth emphasising that the sub-
jective sense of national security among Polish

society may be lower than the indicators sug-
gest. However, the current lack of reliable, in-
ternationally comparable data does not allow
for the inclusion of the perception dimension
in our Index.
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CHART 7. Total assessment of a country’s economic credibility for the Quality of public services area
in the Security dimension
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TABLE 8. Total assessment of a country’s economic credibility for the Quality of public services area
in the Security dimension

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Poland 116 0.91 0.86 1.09 1.06 1.53 1.43 139 334 334
The Czech Rep. -0.72  -047  -038  -029  -0.41 0.03 010  -029  -0.03  -0.03
Spain 201 -229  -225  -245  -287 176  -252 301 322  -322
Lithuania | 342 229 -139 064 022 -0.19 0.29 1.08 1.23 1.23
Romania -0.08 0.00 0.45 0.39 0.41 0.60 0.46 0.22 0.00 0.00
Slovakia -031  -043  -0.69  -0.36 0.14 0.67 0.57 0.76 0.83 0.83
Hungary -163  -0.10 0.22 0.04 0.72 1.07 0.60 1.07 1.56 1.56
Italy -047  -022  -018  -0.14  -0.09 0.63 0.39 0.18 0.01 0.01

Source: own study

Dimension 4. E-government

Development of e-government strengthens eco-
nomic credibility, demonstrating the growing
capacity of the state to provide modern, effi-
cient public services. Data in this dimension
show significant improvements across all an-
alysed countries between 2015 and 2024, re-
flecting the accelerated digitalisation of pub-
lic services, to which spur was largely given by
COVID-19 pandemic.
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CHART 8. Total assessment of a country’s economic credibility for the Quality of public services area
in the E-government dimension
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TABLE 9. Total assessment of a country’s economic credibility for the Quality of public services area
in the E-government dimension

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Poland . 130 -094  -094  -011  -0.11 0.67 0.67 0.90 0.90 1.66
The Czech Rep. 0.41 0.61 0.61 1.14 114 1.68 1.68 1.77 1.77 117
Spain 138 1.05 1.05 138 138 1.84 1.84 1.89 189 232
Lithuania -0.72  -0.04  -0.04 0.34 0.34 1.16 1.16 133 133 220

Romania --- -0.68  -0.68 0.42 0.42 0.44 0.44 0.46
Slovakia --- -015  -0.15 0.67 0.67 0.78 0.78 1.02

Hungary -0.90 -0.59 -0.59 0.02 0.02 1.05 1.05 1.00 1.00 0.94
Italy 0.03 0.59 0.59 0.80 0.80 1.52 1.52 1.41 1.41 1.31

Source: own study

Dimension 5: Cybersecurity

Data on registered computer attacks per 100,000
inhabitants demonstrates the growing scale of
cyber threats in Europe. Poland ranks among
countries with an average level of registered
attacks — higher than Romania and Slovakia,
but significantly lower than countries with the
highest exposure, such as Hungary, Italy, and
Lithuania.
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TABLE 10. Registered cyberattacks per 100,000 inhabitants

Poland

The Czech Rep.
Spain
Lithuania
Romania
Slovakia
Hungary

Italy

Source: own study

2017
7.57
7.41
9.54
22.09
5.47
0.48
51.74
15.56

2018
7.51
8.42
9.81

19.40
6.76
1.05

37.04

19.91

2019
14.59
10.25
11.67
15.71

6.31
1.30
33.17
24.93

2020
16.11
12.03
13.19
16.46

6.22
1.14
44.02
30.16

2021
16.31
17.44
15.78
25.22

7.82

1.32
39.67
33.94

2022
19.36
27.08
15.26
32.68
11.33

0.81
60.81
55.43

2023
15.75
17.63
18.77
22.29
12.33

0.70
111.52
49.04

CHART 9. Total assessment of a country’s economic credibility for the Quality of public services area
in the Cybersecurity dimension
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TABLE 11. Total assessment of a country’s economic credibility for the Quality of public services area
in the Cybersecurity dimension

Poland

The Czech Rep.
Spain
Lithuania
Romania
Slovakia
Hungary

Italy

Source: own study

2017
0.96
0.97
0.73
-0.74
1.20

s am e am e s s am

-4.21
0.02

2018
0.96
0.86
0.69

-0.43
1.05

-2.49
-0.49

2019
0.14
0.64
0.48
0.00
1.10

-2.04
-1.07

2020
-0.04
0.43
0.30
-0.08
1.11

-3.30
-1.68
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2021
-0.07
-0.20

0.00
-1.11

0.93

-2.80
-2.13

2022
-0.42
-1.32

0.06
-1.98
0.52

-4.64

2023
0.00
-0.22
-0.35
-0.76
0.40

-3.89

2024
0.00
-0.22
-0.35
-0.76
0.40

-3.89
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Cybersecurity data indicates a deteriorating sit-
uation in most of the analysed countries, re-
flecting the growing scale of digital threats and
difficulties in adapting protection systems. Po-
land maintains a moderate position - better
than many countries in the region, but with-
out significant improvement and with visible
stagnation over the past few years. In the con-
text of growing cyber threats, this poses a chal-
lenge to economic credibility, as cybersecurity
is becoming a key element of trust in state in-
stitutions and economic attractiveness.

Summary

In the area of Quality of public services, Poland
performs relatively well in the region, main-
taining positive index results throughout the
period since 2015. Activities related to the de-
velopment of e-administration and securi-
ty are particularly well-regarded, as Poland

Activities related to

the development of
e-administration and security
are particularly well-regarded,
as Poland has strengthened

its positioninrecent years and
moved closer to the leaders.

has strengthened its position in recent years
and moved closer to the leaders. In terms of
healthy living conditions, Poland scores bet-
ter than Hungary and Romania, but still lags
behind the Czech Republic, which remains the
regional benchmark. At the same time, cyber-
security is gaining importance, becoming a key
challenge and requiring consistent investment
in infrastructure and competencies.

CHART 10. Total assessment of a country’s economic credibility for the Quality of publicservices area
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TABLE 12. Total assessment of a country’s economic credibility for the Quality of public services area

2015 2016 2017 2018
Poland 0.59 0.47 0.49 0.67
The Czech Rep. 0.19 0.14 0.06 0.32
Spain 0.00 -0.06 -0.04 -0.24
Lithuania --- -0.30
Slovakia -043  -0.54  -059  -0.26
Hungary -0.12 0.33 -0.14 0.09
Italy -0.06 0.32 0.18 0.11

Source: own study

The greatest concerns are
raised by the situation

in education —anareain
which Poland was a clear
leader a decade ago, and
which currently ranks only
in the middle.
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2019 2020 2021 2022 2023 2024
0.60 0.82 0.76 051 118 126
034 048 0.45 017 035 0.30

-0.28 014  -019  -041  -0.49  -0.45

-0.09 0.09 0.04 027 0.53 0.64

037 -025  -051  -036  -059  -055

-0.07 020  0.16 0.00 032 033
0.22 036 042 019  -015  -0.17
0.10 0.35 022 -013  -0.06  -0.07

However, the greatest concerns are raised by
the situation in education - an area in which
Poland was a clear leader a decade ago, and
which currently ranks only in the middle. The
process of gradual decline has been visible for
about a decade, and its consequences - in the
form of lower quality human capital - are only
becoming apparent in the long term, posing
a significant risk to the country’s economic
credibility. A positive change in the form of in-
creased spending on education has been visible
from 2024 onwards, but it will take the forth-
coming years to reveal whether this can trans-
late into the expected results.
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Area VIl. Climate
and Environment



The importance of climate and environment for
a country’s economic credibility

The link between the natural environment and a country’s economic credi-
bility stems from two key aspects. First, countries negotiate, sign, and rat-
ify numerous environmental conventions, and then implement them into
their legal systems, i.e., put them into practice. They also shape their own
legal framework so as to monitor, protect, and control changes in the nat-
ural environment. This aspect is crucial because the effective and efficient
implementation of adopted legal provisions often poses a significant chal-
lenge for public services and inspectorates. A country’s credibility depends
on both the completeness and coherence of its legal framework, includ-
ing those stemming from international agreements, and the effectiveness
of their implementation.

The second aspect of a country’s economic credibility is the condition and
change of the natural environment itself. Degradation of improvement of
the environment’s condition directly affects the standard of living of resi-
dents as well as investment and operational decisions of enterprises. In the
long term, current decisions regarding overexploitation of limited natu-
ral resources exert a significant impact on future investments and, conse-
quently, on a country’s economic credibility. In the environmental sphere,
countries make or refrain from making autonomous decisions, shaping
their economic credibility.

Degradation of improvement The challenges of climate change are global. All

fth . ) diti the countries subject to analysis have commit-
of the environment’s condition ted to jointly reducing greenhouse gas emissions,

di rectly affects the standard adopting appropriate international commitments

of livin g of residents as well as to limit anthropogenic impacts on climate change.

. d . | These commitments result from both common
Investment and operationa European Union regulations and global agree-

decisions of enterprises. ments, particularly the 2015 Paris Agreement.
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However, the ultimate effect depends on effec-
tive implementation of the adopted commit-
ments by all parties to the convention and on
global emission limits, meaning that such ef-
fect is not solely the result of decisions made
by individual countries. Yet, it is still worth ex-
amining a country’s economic credibility in the
climate area, as individual countries make de-
cisions which influence changes in the emis-
sion levels of their own economies.

In both these areas—the environment and cli-
mate—changes are occurring relatively slow-
ly. This is due, on the one hand, to the inertia
of environmental and climate processes, and,
on the other, to established consumption and
production patterns that create pressure on the
environment and climate.

Methodology for calculating
the Index in the Climate
and environment area

In the Climate and environment area, a coun-
try’s economic credibility is analysed across
five dimensions: climate, air, waste, water,
and resources.

TABLE 1. Dimensions and weights in the
Climate and environment area (in percentage)

Dimension Weight

1.Climate 40
2. Air 15
3. Waste 15
4. Water 15
5.Resources 15

Source: own study

In the current edition of the Index, efforts have
been made to maintain a set of indicators sim-
ilar to previous editions, despite the expansion
in the number of countries subject to analy-
sis. The European Statistical Office (Eurostat)

remains the main data source due to the com-
parability and relative completeness of the data
used for developing the Index in this area.

Given the significant expansion of the number
of countries subject to analysis and availabil-
ity of historical data, we had to abandon the
biodiversity dimension. Neither the Farm Bird
Index nor the full database for the Biodiversi-
ty and Habitat index, which is a component of
the Environmental Performance Index (EPI)
(Block et al., 2024), are available. In previous
editions, we used data from these indices for
a smaller number of countries.

Ultimately, a total of five dimensions and ten
indicators are analysed in the Climate and En-
vironment area. The weights of the indicators in
the Climate and environment area for the five
dimensions are presented in Table 2.

TABLE 2. Weights of indicators in the
Climate and environment area (in percentage)

Dimension Indicator Weight

1.Climate Share of renewable energy in total 40
energy consumption
Greenhouse gas emissions per one -60
resident

2. Air PM2.5 emissions per one resident -50
Premature deaths attributable to -50
air pollution

3. Waste Municipal waste generated per -50
oneresident
Total waste generated per one resident -50

4. Water Total water consumption per one -50
resident
Population covered by wastewater 50
treatment

5.Resources Energy productivity 50
Resource efficiency 50

Source: own study

In the case of indicators which are stimulants
(the higher the value of the indicator, the bet-
ter), positive weights were used, while in the
case of destimulants (the lower the value of
the indicator, the better) - negative weights
were used.
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Analysis of a country’s economic
credibility in the Climate and
environment area

Dimension 1. Climate

In the climate dimension, the indicators are:
the share of renewable energy in total energy
consumption and greenhouse gas emissions per
person. Changes in the share of renewable en-
ergy in the country’s energy mix indirectly in-
dicate a shift towards less emission-intensive
energy sources, with the energy sector still re-
maining the main emitter of greenhouse gases.

However, greenhouse gas emissions per capi-
ta and their changes allow us to capture trends
across the economy and society, including
changes in consumption patterns and the tran-
sition to low-emission production technologies.

Romania has remained the
country with the smallest
negative impact on the climate,
while Poland is the country
whose impact on the climate
remains the highest.

Renewable energy has become an increasingly
important energy source in all countries dur-
ing the period under review. The largest rela-
tive increase in the share of renewable ener-
gy sources occurred in Spain, and the smallest
in Romania. Noteworthy are the two countries
with the highest current share of renewable en-
ergy in the energy mix, Lithuania and Romania.
In these countries, the share was also relative-
ly high at the beginning of the analysed period.

The observed trends are consistent with the
European Union’s policies aimed at phasing
out carbon-intensive energy sources. Each EU
country has been set an individual target for
the share of renewable energy in energy con-
sumption by 2020 - for Poland, the target was
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TABLE 3. Share of renewable energy in total
energy consumption (in percentage)

pLolo} ] 2012 pI [ 2020 2024
Poland 7.7 11.0 11.4 16.1 16.6
The Czech Rep. 8.7 12.8 14.9 17.3 18.6
Spain 10.7 14.2 17.0 21.2 24.8
Lithuania 17.8 21.4 25.6 26.8 31.9
Romania 20.2 22.8 25.0 24.5 25.7
Slovakia 7.7 10.5 12.0 17.3 17.0
Hungary 8.6 15.5 14.4 13.9 17.1
Italy 11.5 15.4 17.4 20.4 19.6

Source: Eurostat

15%. For comparison, Hungary and the Czech
Republic achieved 13%, and Romania 24%. All
the countries subject to analysis achieved their
target levels of renewable energy in energy
consumption in 2020, and the EU as a whole
achieved its 20% target. As a reminder, in 2004,
the EU’s renewable energy share in energy con-
sumption was 8.5%. Current commitments for
the year 2030 assume a minimum level of 42.5%.

The second measure of the climate dimension
is greenhouse gas emissions per capita. Trends
in this area are illustrated in Table 4.

TABLE 4. Greenhouse gas emissions per one
resident (tco,)

2008 2012 2016 2020 2024
Poland 10.9 10.7 10.7 10.5 10.0
The Czech Rep. 12.6 11.9 11.6 9.9 9.0
Spain 7.8 7.6 7.1 5.8 5.8
Lithuania 7.4 7.8 8.1 9.6 9.3
Romania 6.2 6.5 5.9 5.9 5.8
Slovakia 8.5 7.9 7.6 6.8 6.6
Hungary 7.2 6.6 7.0 6.8 6.2
Italy 9.0 8.4 7.5 6.5 6.7

Source: Eurostat

The past several years have seen all the coun-
tries subject to analysis making efforts aimed
at limiting their negative impact on climate
change. Spain and the Czech Republic have been
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leaders in terms of positive changes. Romania
has remained the country with the smallest
negative impact on the climate, while Poland
is the country whose impact on the climate re-
mains the highest.

CHART 1. Total assessment of a country’s economic credibility for the Climate and environment area

in the Climate dimension
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TABLE 5. Total assessment of a country’s economic credibility for the Climate and environment

areain the Climate dimension

2015 2016 2017 2018 2019 2020 2021
Lithuania 0.91 0.82 0.69 0.39 0.38 0.40 83 120
Slovakia 2027  -039  -0.54  -0.47 0.24 0.51 0.19 0.53 0.48 0.55
Hungary 0.17 014  -0.07  -019  -0.14 0.16 0.09 0.27 0.69 0.75
Italy 0.21 0.22 0.32 031 0.41 0.95 0.53 0.54 0.77 0.79
Source: own study
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Dimension 2. Air

For the air dimension, there were used two indi-
cators: PM 2.5 emissions and premature deaths
caused by air pollution. As with the other in-
dicators, these were converted to values which
take into account the population size.

TABLE 6. PM2.5 emissions per one resident
(g/oneresident)

2008 2012 2016 2020 2024
Poland 21.8 20.6 18.1 16.8 14.4
The Czech Rep. 28.2 28.4 26.7 231 221
Spain 9.7 8.2 7.9 7.2 7.0
Lithuania 5.8 5.1 4.7 4.2 4.1
Romania 11.8 9.2 8.0 7.7 7.5
Slovakia 17.8 15.6 13.3 10.3 10.6
Hungary 111 11.7 10.0 8.2 7.9
Italy 235 18.6 15.6 13.6 13.7
Source: Eurostat
In Poland and the Czech

Republic, the level of PM 2.5
dust emissions has remained
the highest among the
analysed countries.

In all analysed countries, PM2.5 emissions show
a downward trend. Countries with relatively low
emissions have nominally reduced their emis-
sions in the least degree. The largest decrease
was recorded in Italy, while in Hungary the sit-
uation was volatile — after some increases in re-
cent years, a downward trend is now observed.
In Poland and the Czech Republic, the level of
PM 2.5 dust emissions has remained the high-
est among the analysed countries.
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TABLE 7. Premature deaths attributable to air
pollution (people/100,000 residents)

2008 2012 2016 2020 2024
Poland 106 125 110 97 94
The Czech Rep. 88 97 82 65 65
Spain 54 44 38 36 39
Lithuania 95 76 70 52 52
Romania 148 141 110 112 94
Slovakia 103 103 82 72 68
Hungary 129 126 116 98 89
Italy 99 99 83 88 82

Source: Eurostat

Clear downward trends in the premature death
rate caused by PM2.5 pollution were observed
in Romania and Slovakia. A significant decline
in this indicator is particularly noticeable in
Lithuania and in Spain, where the starting point
was relatively low anyway.

Poland is the country where the number of pre-
mature deaths due to this reason is the high-
est, and improvement in this area is progress-
ing slowly. In contrast, in the Czech Republic
and Slovakia, the situation in this regard is rel-
atively favourable. Air pollution continues to
exert a significant impact on the quality of life
and health of European citizens, regardless of
the region in which they live.

Clean air is available in both Eastern Europe
(Lithuania) and Western Europe (Spain). This
is illustrated in Figure 2 and Table 8, which
present a country’s overall economic credibil-
ity ratings in the air dimension.
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CHART 2. Total assessment of a country’s economic credibility for the Climate and environment
areain the Air dimension
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TABLE 8. Total assessment of a country’s economic credibility for the Climate and environment
areain the Air dimension

Poland

The Czech Rep.
Spain
Lithuania
Romania
Slovakia
Hungary

Italy

Source: own study

2015 2016 2017 2018 2019 2020 2022 2023 plop2

-0.30
-0.36

-0.30
-0.36

-0.34  -004  -029  -0.26 033  -0.06  -0.20 0.41 0.41 0.41

012  -0.16 0.11 0.84 068  -0.14 0.74 0.74 0.74

-0.40 - -0.52 0.43 024  -0.02 0.50 0.50 0.50

-014  -038 0.03 025  -0.06 0.19 0.08 0.08 0.08
Dimension 3. Waste

The waste dimension includes two indicators:
municipal waste generated per capita and to-
tal waste per capita (i.e. waste from business
activities and households).
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TABLE 9. Municipal waste generated per one
resident (kg per one resident)

pLolo} ] 2012 2016 2020 2024
Poland 316 297 315 370 367
The Czech Rep. 317 307 489 570 570
Spain 542 455 473 482 465
Lithuania 381 432 453 479 446
Romania 381 254 272 302 303
Slovakia 307 304 378 497 472
Hungary 430 379 387 420 429
Italy 539 490 493 495 486

Source: Eurostat

The data shown in Table 9 indicate that the
amount of municipal waste generated per cap-
ita in the countries subject to analysis does not
follow a single, common trend. The Western Eu-
ropean countries — Spain and Italy — have been
reducing these indicators in recent years, after
a period of generating very large amounts of
municipal waste. In turn, almost all the Cen-
tral European countries, with the exception of
Lithuania, produce more municipal waste. In
the Czech Republic and Slovakia, this growth
is particularly dynamic. However, one should
bear in mind that municipal waste per capita
in wealthier EU countries remains significant-
ly higher than in Poland or Romania.

Almost all the Central European
countries, with the exception
of Lithuania, produce more
municipal waste.

These two facts - the steady growth and low
level of municipal waste generated compared
to other European countries - indicate that
further growth in its volume can be expected,
and the challenge of its effective and efficient
management will increase.
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TABLE 10. Total waste (kg per one resident)

2008 2012 2016 2020 2024
Poland 3645 4266 4793 4492 4739
TheCzechRep. 2448 2205 2402 3598 3672
Spain 3248 2535 2774 2230 2480
Lithuania 1980 1901 2327 2396 2003
Romania 9209 12432 9012 7344 8410
Slovakia 2133 1558 1953 2338 2462
Hungary 1688 1644 1624 1759 2838
Italy 3047 2594 2702 2942 3212

Source: Eurostat

The total amount of waste depends primarily
on the structure of the economy and its chang-
es. Therefore, the trend of this indicator over
time is more important than its nominal value.

In recent years, there have been no consist-
ent trends across the analysed countries. The
Czech Republic and Hungary have seen signif-
icant increases in waste volume, while Spain
has recorded a decline. Poland still generates
significant amounts of waste, and no consist-
ent trend can be observed in this area.

The analysed data demonstrate the extent to
which countries in our region and two large
Western European countries deviate from the
politically recognised idea of a circular econo-
my. Consumption patterns mean that munic-
ipal waste volumes remain high and show no
sustained downward trend. Data on total waste
volumes, including those generated by econom-
ic activities, paint a similar picture.
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CHART 3. Total assessment of a country’s economic credibility for the Climate and environment
areain the Waste dimension
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TABLE 11. Total assessment of a country’s economic credibility for the Climate and environment
areain the Waste dimension

Poland

The Czech Rep.
Spain
Lithuania
Romania
Slovakia
Hungary

Italy

Source: own study

2015
-0.64

-0.10
0.21

oo om omam

2016
-0.74
-0.27
-0.42

0.00

2017
-0.83
-0.31
-0.43
-0.05

2018
-0.76
-1.09
-0.52
-0.23

-0.48

-0.49

-0.55

-0.66
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2019 2020 2021 2022 2023 2024
-0.85  -0.89  -0.85  -1.03  -1.03  -1.03
-136  -1.56  -156  -1.60  -1.60  -1.60
-046  -012  -012  -018  -018  -0.18
-030  -021  -0.12 0.25 0.25 0.25
-012  -028  -016  -021  -021  -0.21
0.58 057 065 -018  -0.18  -0.18
-0.56  -0.66  -0.61  -0.78  -0.78  -0.78
Dimension 4. Water

The indicators used in the calculations in the
water dimension include total water consump-
tion (this indicator is presented in a compara-
ble way, per capita) and the percentage of the
population covered by sewage treatment.

The data shown in Table 12 indicate that in the
affluent Western European countries, water
consumption is relatively much higher than in
our region. This situation persisted throughout
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In the affluent Western
European countries, water
consumption is relatively much
higher than in our region.

the analysed period, despite significant reduc-
tions in water consumption in Spain and Ita-
ly. Water consumption in the Central European
countries has remained relatively stable. The
highest water consumption occurs in Slovakia
and Hungary, while the lowest is seen in Lith-
uania and Poland.

TABLE 12, Total water consumption
(m3 per oneresident)

2008 2012 2016 2020 2024
Poland 42.7 41.6 431 44.2 449
The Czech Rep. 49.4 46.6 45,5 45,5 45.4
Spain 83.6 79.7 76.8 69.4 69.4
Lithuania 38.7 35.3 36.6 38.8 39.5
Romania 47.4 47.4 40.1 47.4 47.5
Slovakia 58.7 56.1 52.6 54.0 55.2
Hungary 51.2 47.0 46.0 48.5 50.9
Italy 93.7 88.6 81.9 79.4 79.4

Source: Eurostat

TABLE 13. Population covered by wastewater
treatment (in percentage)

2008 2012 2016 2020 2024
Poland 89 94 95 97 97
The Czech Rep. 78 78 81 83 85
Spain 94 920 89 89 89
Lithuania 71 74 77 79 79
Romania 32 45 50 57 60
Slovakia 56 59 63 67 69
Hungary 68 73 78 81 82
Italy 42 50 54 58 60

Source: Eurostat

Table 13 indicates that the percentage of peo-
ple using wastewater treatment plants varies
among the countries subject to analysis. The
situation in this regard has been improving in
all countries. By taking into account two indi-
cators of the water dimension, there has been
developed a subindex.

Italy faces the greatest challenges in the water
dimension. However, the situation is show-
ing some improvement across all the countries
subject to analysis. These countries, like other
EU member states, are implementing policies

CHART 4. Total assessment of a country’s economic credibility for the Climate and environment

area in the Water dimension
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TABLE 14. Total assessment of a country’s economic credibility for the Climate and environment

area in the Water dimension

2015 2016 2017 2018
Poland
The Czech Rep. 0.21 0.21 0.23 0.19
Spain -1.23 -1.20 -1.13 -1.09
Lithuania 058 057 056 049
Romania -0.62 -0.45 -0.46 -0.41
Slovakia -0.76 -0.71 -0.76 -0.72
Hungary 0.05 0.09 0.07 0.09
Italy

Source: own study

and measures aimed at improving water qual-
ity, reducing pollution, and protecting aquat-
ic ecosystems in accordance with the EU rules.

Dimension 5: Resources

The indicators used for calculations in the re-
source dimension include energy productivi-
ty and resource efficiency. They are present-
ed in comparable terms, converted per 1 euro
of generated GDP.

The data shown in Table 15 indicate that energy
productivity has been improving in all econo-
mies - less energy is needed to produce 1 euro
of GDP, or, put another way, 1 kilogram of oil
equivalent now produces more goods and ser-
vices. This process is evident in all the coun-
tries subject to analysis.

In the Western European countries, energy pro-
ductivity is significantly higher than in our re-
gion, which is due to the structure of the econ-
omy and the greater share of the service sector.
This indicator is twice as high in Italy than in,
for instance, Poland, Hungary, or the Czech
Republic.
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2019 2020 2021 2022 2023 2024

0.18 0.28 0.32 0.33 0.33 0.33
-0.93 -0.81 -0.81 -0.81 -0.81 -0.81
0.51 0.51 0.49 0.46 0.46 0.46
-0.43 -0.63 -0.40 -0.53 -0.53 -0.53
-0.69 -0.67 -0.67 -0.67 -0.67 -0.67
0.04 0.05 0.01 -0.06 -0.06 -0.06

TABLE 15. Energy productivity (euro of GDP
per 1 kg of crude oil equivalent)

2008 2012 2016 2020 2024
Poland 0.6 0.6 0.7 0.8 11
The Czech Rep. 0.8 1.0 11 1.4 1.9
Spain 1.4 2.5 2.8 2.6 3.7
Lithuania 0.6 0.9 0.9 0.9 1.2
Romania 0.3 0.4 0.4 0.4 0.5
Slovakia 0.8 11 1.2 1.4 2.0
Hungary 0.8 1.2 1.0 1.0 1.3
Italy 21 2.7 3.5 3.6 4.2

Source: Eurostat

Table 16 points to a steady improvement in re-
source efficiency in the economy, measured per
kilogram of resource in euro. This phenome-
non is particularly evident in Spain and Slova-
kia. Over the past fifteen years, this indicator
has doubled in these countries, which means
that the use of one kilogram of natural resource
now yields more than two times its value in
euro. The situation in Poland is also improv-
ing, but the dynamics of this phenomenon is
somewhat lower. The smallest changes in this
respect were recorded in Romania.

In all countries, there has occurred a gradual
and systematic improvement in the use of nat-
ural resources and energy, as shown in Chart 5
and Table 17.
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CHART 5. Total assessment of a country’s economic credibility for the Climate and environment
areain the Resources dimension

6

/

4
——————
3 /
—
2
1
’ _ﬁ/
-1
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
The Czech . . . . .
H Poland Republic ® Spain Lithuania B Romania m Slovakia ® Hungary u Italy

Source: own study

TABLE 17. Total assessment of a country’s economic credibility for the Climate and environment
areain the Resources dimension

Poland

The Czech Rep.
Spain
Lithuania
Romania
Slovakia
Hungary

Italy

Source: own study

2015

2016

2017

2018

-0.04

-0.01

-0.06

2.56
-0.05
0.00
0.09

TABLE 16. Resource efficiency (euro of GDP per
1 kg of natural resource)

Poland

The Czech Rep.
Spain
Lithuania
Romania
Slovakia
Hungary

Italy

Source: Eurostat

2008
0.6
0.8
1.4
0.6
0.3
0.8
0.8
21

2012
0.6
1.0
2.5
0.9
0.4
1.1
1.2
2.7

2016
0.7
1.1
2.8
0.9
0.4
1.2
1.0
3.5

2020
0.8
1.4
2.6
0.9
0.4
1.4
1.0
3.6

2024
1.1
1.9
3.7
1.2
0.5
2.0
1.3
4.2
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2019 2020 2021 2022 2023 2024

-0.09  -0.07  -0.04  0.26 051  0.51
001 0.5 0.04 024 054  0.54
2.81 2.78 286 319 365  3.65
0.09 014 022 0.70 071 071
013 010  0.09 0.47 0.65 0.65
0.29 0.33 0.30 058  0.69 0.69
001  -0.02 0.08 042 058 058

The situation in Italy and Spain is the most fa-
vourable. In the countries of our region, and
especially in Poland, the beneficial effects re-
sult to a greater degree from GDP growth than
from resource savings. Meanwhile, the Western
European countries, faced with low economic
growth over the past sixteen years, have been
showing a tendency towards more efficient re-
source and energy management.
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Summary

The analysis of indicators for the Climate
and environment area allowed us to calcu-
late a country’s economic credibility index in
this area.

The credibility of countries in this area varies.
Firstly, two large, wealthy Western European
countries stand out clearly and favourably from
the other countries analysed: Spain and Italy.

There is no doubt that environmental protection
issues were addressed there much earlier than
in the other countries analysed, which trans-
lates into visible, positive effects. Secondly, all
of the countries in question have seen a steady
improvement in this area. In our region, Lith-
uania and Slovakia stand out, both in terms of
their current status and changes made in re-
cent years. Poland and the Czech Republic fare
the worst in this area, and the pace of positive
change in these countries is the slowest.

CHART 6. Total assessment of a country’s economic credibility for the

Climate and environment area
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Source: own study

TABLE 18. Total assessment of a country’s economic credibility for the

Climate and environment area

20 2016 2017 2018 2019 2020 2022 2023 2024
Poland 063 =067 077 071  -048  -0.43 -036  -026  -0.25
TheCzechRep.  -0.56  -0.69  -0.69  -0.82 -059  -0.46  -058  -0.43  -027  -024
Spain 0.42 0.49 0.44 0.50 065 090 087 090 109 111
Lithuania 0.52 0.46 0.50 031 0.35 0.40 0.37 0.69 0.78 0.72
Romania -024  -017  -023  -036  -024  -0.02  -0.05 0.01 0.09 0.08
Slovakia -0.07  -008  -021  -0.16 0.11 014  -0.06 0.20 0.20 0.22
Hungary 0.01 009  -0.02  -0.03 0.13 0.16 0.13 0.17 0.30 0.31
Italy 0.02 0.13 0.11 0.18 0.27 0.36 0.30 0.35 0.47 0.48

Source: own study
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Area VIII.
Compliance with
international
obligations



The importance of compliance with international
obligations for a country’s economic credibility

The rule of law, which is based on the respecting by the Member States of
the acquis communautaire, constitute the foundation of the functioning of
the European Union and the Single Market. The fundamental importance
of respecting by Poland its international obligations is related to the fact
that the Polish economy is characterised by a high level of international-
isation, especially within Europe (economic cooperation mainly with the
EU countries: trade in goods and services, direct and indirect foreign in-
vestments, tourism, local border traffic, financial remittances from abroad,
etc.), as well as to Poland’s membership in the EU (funds) and the result-
ing affiliation with the Single Market (free movement of services, goods,
capital, and people).

The EU membership has become even more important for Poland in recent
years due to international instability, also in the economic dimension, re-
sulting from the COVID-19 pandemic (2020-2022), the full-scale Russian
invasion of Ukraine (from 2022), and the presidency of Donald Trump in
the USA (from 2024).

Poland’s credibility in terms of compliance with international obliga-

tions depends chiefly on the government’s policy (implementation of in-

ternational treaties and the EU legislation, including rulings of the Court

of Justice of the European Union (CJEU) and the European Court of Hu-

man Rights (ECtHR). It is also defined by changes in the Polish justice

system and their compliance with international and the EU legislation,

as well as the functioning of the Polish judici-

ary - its jurisprudence in response to the judg-

Poland’s credibility in terms of ments of the European judiciary and its inde-

compliance with international pendence, closely related to the issue of the EU

. . . conditionality regarding access to financial re-
obligations depends chiefly sources from the budget.
on the government'’s policy.
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The examples of Poland under the rule of Law
and Justice (Prawo i Sprawiedliwo$¢, PiS) in the
years 2015-2023, Hungary under the rule of Vik-
tor Orban since 2010, Slovakia under the rule
of Prime Minister Robert Fico (2012-2018) and
especially since 2023, and the Czech Republic
under the leadership of Prime Minister Andrej
Babis (2017-2021), confirm that anti-democrat-
ic tendencies in domestic politics - to varying
degrees, depending on the scale of control of
state structures by the above-mentioned par-
ties and politicians - have a decisive negative
impact on the functioning of the national ju-
dicial system and, as a result, on the failure to
comply with the obligations of a given Mem-
ber State towards the EU.

Methodology for calculating
the Indexin the area of
compliance with international
commitments

The area of Compliance for international obli-
gations was developed on the basis of the anal-
ysis of indicators in three dimensions: EU, Eu-
ropean Court of Human Rights (ECtHR), and
violation of Community law.

TABLE 1. Dimensions and weights in the
Compliance with international obligations
area (in percentage)

Dimension Weight

1. The European Union 33.3
2.The European Court of Human Rights 33.3
3.Violation of the Community law 33.3

Source: own study

The first dimension includes three indicators:
judgments of the Court of Justice of the Eu-
ropean Union (CJEU) establishing a breach of
a Member State’s obligations, new violation
cases before the CJEU, and new preliminary
references submitted to the CJEU.
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The second dimension includes the following
indicators: applications taken up by the EC-
tHR, judgments issued by the EctHR, and key
judgments of the ECtHR not implemented by
a given country.

TABLE 2. Weights of indicators in the
Compliance with international obligations
area (in percentage)

Dimension Indicator Weight
1.TheEuropean  TheCJEU judgments finding -33.3
Union aviolation of a Member State’s
obligations
New violation cases before -33.3
the CJEU
New preliminary references to -33.3
the CJEU
2.TheEuropean  Applications taken up by -50
Court of Human the ECtHR
Rights .
Judgments delivered by the ECtHR -50
3.Violationof the The number of new Community -100

Community law law violation cases initiated by

the European Commission against
agiven country

Source: own study

The last dimension concerns a single indica-
tor - the number of new Community law vio-
lation cases initiated by the European Commis-
sion against a given country.

In the case of indicators which are stimulants
(the higher the value of the indicator, the better),
positive weights were used, while in the case of
destimulants (the lower the value of the indi-
cator, the better) — negative weights were used.

It is necessary to take into account not so much
the individual indicators as, above all, the sig-
nificance of specific key judgments, cases, com-
plaints, and violations — that is, whether they
concern fundamental issues such as fundamen-
tal rights and are, consequently, closely linked
to Poland’s membership in the European Un-
ion and the Single Market.

For comprehensive understanding of the im-
provement in Poland’s performance in the area
of Compliance with international obligations
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since the autumn of 2023—following a marked
deterioration between the years 2015 and 2023—
as well as of its limitations, it is essential to
consider the broader political context and pro-
cesses taking place within the Polish judiciary
affecting the condition of the rule of law.

The policy of de-democratisation pursued by
the Law and Justice party between the years
2015 and 2023 led to an exceptional deterio-
ration in the state of the rule of law in Poland.
PiS undermined the principle of the separation
of powers by seizing—contrary to the Consti-
tution and on an unprecedented scale—con-
trol over the Public Prosecutor’s Office, the
National Council of the Judiciary, the Consti-
tutional Tribunal, and, to a large extent, the
Supreme Court.

As a result, in recent years the Court of Jus-
tice of the European Union and the European
Court of Human Rights have significantly in-
tensified their judicial activity in cases concern-
ing the rule of law in Poland, frequently issu-
ing judgments of an unprecedented nature for
the legal systems of both Poland and the Eu-
ropean Union as a whole. The exceptional na-
ture of the response to the dismantling of the
rule of law in Poland also applies to the Euro-
pean Commission.

The outcome of the elections held on 15 Octo-
ber 2023 (resulting in the removal of the Law
and Justice party from power) had a crucial and
positive significance for halting the process of
dismantling the rule of law and, consequent-
ly, for limiting the erosion of Poland’s com-
pliance with its international obligations, par-
ticularly those arising from its membership in
the European Union.

On the other hand, the electoral victory of the
Civic Coalition and its allies did not lead to
a radical or rapid improvement in the condition
of the rule of law. In 2024, none of the judg-
ments issued in recent years by the Court of
Justice of the European Union or the European

Court of Human Rights in cases concerning
the rule of law crisis in Poland had been im-
plemented by the government in their gener-
al aspect, that is, through elimination of sys-
temic problems by means of legislative reform.

Fulfilling these fundamental obligations con-
tinues to be hampered by the possibility of us-
ing a veto, as President Andrzej Duda before
and now President Karol Nawrocki have been
opposing the introduction of reforms which
would restore the rule of law. Furthermore, the
president pursues a policy of appointing judg-
es chosen by the National Council of the Ju-
diciary, whose legitimacy was undermined by
judgments of European courts.

The policy of the current government, char-
acterised by a slow decision-making and leg-
islative process as well as by inconsistency in
certain areas—shaped by the diversity of the
governing coalition—also poses a challenge to
Poland’s fulfillment of its international obli-
gations within the European Union framework.
Furthermore, judicial reforms planned by the
government create a potential risk of further
violations affecting Poland’s compliance with
its international obligations.

In its opinions issued in October and December
2024, the Venice Commission found numerous
elements of the government’s draft laws on the
reform of the National Council of the Judici-
ary and the Constitutional Tribunal to be in-
compatible with the EU law. The legal chang-
es introduced by the government in the years
2024-2025 concerning the rights of migrants
and asylum seekers in Poland have also been
deemed—Dby Polish human rights organisations
and legal circles—in violation of the acquis com-
munautaire and may lead to rulings by Euro-
pean courts which are unfavourable to Poland.
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Analysis of a country’s economic
credibility in the area of
Compliance with international
obligations

Dimension1. The EU

In 2024, Poland - after Italy — performed the
worst among all the countries examined in the
EU dimension, achieving a result -1,32. On the
other hand, however, we can talk about a cer-
tain improvement in the situation compared
to the year 2023.

Lithuania has received the best scores in the
EU dimension (the only country with a positive
score year on year). Hungary and Spain, along
with Poland and Italy, have received negative
scores. It remains to be seen whether Roma-
nia’s improvement in 2024 is permanent, or if
the deterioration in the Czech Republic’s score,
which has so far been similar to Lithuania’s, is
to continue.

CHART 1. Total assessment of a country’s economic credibility for the Compliance with
international obligations area in the European Union dimension
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Source: own study
TABLE 3. Total assessment of a country’s economic credibility for the Compliance with
international obligations area in the European Union dimension
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Poland -0.64  -0.88  -0.25  -1.47 -110 -0.71  -1.59 -0.44 -1.88  -1.32
The Czech Rep. 0.22 0.08 0.33 002 048 055 040 026 029  -0.21
Spain -071  -1.32 -0.98 - -0.82 -0.82  -134  -0.47  -1.13
Lithuania ----------
Romania -0.23 -0.58  -0.53 -0.19 -023  -0.52  -0.51 0.04
Hungary 0.24 0.16 -0.56  -110  -0.68  -0.58 -0.73  -028  -0.63 -0.53
Italy 110 -110  -128| 273 292 142 -129  -131  -112 |  -256

Source: own study
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Dimension 2. The European Court
of Human Rights

In terms of the ECtHR dimension, Romania
ranked decisively the worst (-3.04), followed
by Italy. Poland came third from the bottom,
that is only slightly better than Italy.

In the case of Romania, this indicator should
be explained by structural, multidimensional,
and long-standing deficiencies within the ju-
dicial system, which compel the country’s citi-
zens to file complaints against the state before
the European Court of Human Rights.

CHART 2. Total assessment of a country’s economic credibility for the Compliance with
international obligations area in the European Court of Human Rights dimension
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TABLE 4. Total assessment of a country’s economic credibility for the Compliance with
international obligations area in the European Court of Human Rights dimension
2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
Poland -1.00 -1.09 -08: -081  -070  -0.68  -141  -125 -110  -1.40
Spain 0.21 0.20 0.13 0.29 0.24 0.27 0.06 0.06 0.15 0.05
Lithuania 0.15 0.24 0.21 0.20 0.22 0.21 0.32 0.28 0.21 0.26
Hungary -2.19 -135  -0.77  -0.72  -091  -0.76  -0.75  -1.38  -0.93
Italy -201  -0.80  -0.41  -0.48  -0.46  -121  -129  -147  -165  -175
Source: own study
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Dimension 3. Violation of the
Community law

In the dimension of Violation of the Commu-
nity law, the results of the countries subject to
analysis are significantly better in comparison
with the previous dimensions.

There has also been a significant improve-
ment in the indicators since 2008. At that time,
they were negative in all countries, whilst now
they are positive, with the exception of Poland,
which has achieved the worst result in this di-
mension, not much different from the results
of Spain or Slovakia.

CHART 3. Total assessment of a country’s economic credibility for the Compliance with
international obligations area in the Violation of the Community law dimension

2015 2016 2017 2018 2019

The Czech

® Poland Republic

® Spain

Source: own study

Lithuania

2020 2021 2022 2023 2024

B Romania m Slovakia Hungary u [taly

TABLE 5. Total assessment of a country’s economic credibility for the Compliance with
international obligations area in the Violation of the Community law dimension

2017

2020

Poland 032 149 032 000  -075  -0.64  -0.75 0.53 085  -0.11
The Czech Rep. 085  -139  -032 011  -021  -032  -0.85 0.53 1.07 1.28
Spain -085  -181 o021 021  -021 -053  -0.96 0.64 0.96 0.00
Lithuania 085  -0.21 1.60 117 171 0.75 0.00 171 1.39 1.60
Romania 0.00  -0.75 000 309 -096 -117  -117 1.49 1.39 0.75
Slovakia 0.85 1.28 096  -0.53 0.43 1.49 0.53 0.11
Hungary 0.53 075  -0.32 0.53 0.32 0.53 0.75 0.64
Italy 1.81 0.32 011  -075  -1.07 1.81 1.39 0.64
Source: own study
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Summary

Even in the case of quantitative statistical data,
it is evident that Poland, Italy, and Romania dif-
fer markedly from the Czech Republic and Lith-
uania in terms of their level of compliance with
international obligations towards the European
Union. Between these two groups of countries
there are found Slovakia, Spain, and Hungary.

In 2024, Poland’s score in the area of Com-
pliance with international obligations arising
from the EU membership was —1.11. Only Italy
recorded a lower result (-1.60), while Roma-
nia’s score was very similar to that of Poland.

On the other hand, it should be noted that in
recent years a negative trend has emerged in
Central Europe, reflected in the deterioration
of indicators compared with 2015. In that year,
when the Law and Justice party came to pow-
er, Poland’s score stood at —0.59.

This scenario of stagnation or further deterio-
ration would, in the medium term, signify a re-
turn to the conditions which prevailed in the

first years following the accession of the re-
gion’s countries to the European Union. At that
time, problems related to compliance with ob-
ligations arising from the EU membership were
considerably more serious than they are today;
however, they also stemmed from the process
of adaptation of the Visegrad Group countries
and Romania to the new legal order.

The regression observed in Central Europe re-
veals a growing similarity between the situa-
tion in these countries and that of the Southern
European countries included in the Index—
namely Italy and Spain. In both Italy and Spain,
between the years 2008 and 2024, one could
notice a comparable cyclical pattern to that
seen in Central Europe, although Spain joined
the European Union much earlier and Italy was
one of its founding members. The case of Italy,
and to a lesser extent that of Spain, illustrates
that difficulties in complying with internation-
al obligations result from cultural, social, eco-
nomic, and political factors which hinder the
development of the rule of law.

CHART 4. Total assessment of a country’s economic credibility for the Compliance with

international obligations area
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TABLE 6. Total assessment of a country’s economic credibility for the Compliance with
international obligations area

Poland

The Czech Rep.
Spain
Lithuania
Romania
Slovakia
Hungary

Italy

Source: own study

2015 2016 2017 2018 2019 2020 2022 2023 2024

-0.59- -037  -091  -0.87 -0.69- -0.57 -1.02-
049 000 029 029 04 043 027 048 058 039
037  -0.81  -030  -0.94 -0.84  -033  -0.50  -038 007 -0.43
046 028 061 056 067 048 028 071 061 063
 -137| 208 -139 053 130 <140  -158  -130 124 -105

-0.74 -0.66 -0.60 -0.62 -0.49 -0.53 -0.31 -0.66 -0.46
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Methodological
note

I. The rule of law

= Due to the absence of data for Lithuania and Slovakia in the period
from 2012 to 2020, the Country’s Economic Credibility index was not
calculated.

Il. Freedom of economic activity

= Due to the absence of data for Romania for the years 2015-2021 for the
indicator “Electricity cost for business customers,” the average value
for the remaining countries was used.

= Due to the absence of data for Spain, Lithuania, Romania, and Italy for
the year 2008 for the indicator “Electricity cost for business custom-
ers,” the average value for the remaining countries was used.

= Due to the absence of data for Spain, Lithuania, Romania, and Italy for
the year 2008 for the indicator “Government subsidies for public and
private entities (per cent of GDP),” the average value for the remain-
ing countries was used.

= Due to the absence of data for Spain, Lithuania, and Italy for the year
2008 for the indicator “Banking sector concentration,” the average val-
ue for the remaining countries was used.

= Due to the absence of data for Spain, Lithuania, Romania, and Italy for
the year 2008 for the indicator “Government subsidies for public and
private entities,” the average value for the remaining countries was used.

= Due to the absence of data for Spain, Lithuania, Romania, and Italy
for the year 2008 for the indicator “Basic infrastructure (World Com-
petitiveness Yearbook),” the average value for the remaining coun-
tries was used.

= Due to the absence of data for Spain, Lithuania, Romania, and Italy for
the year 2008 for the indicator “Scientific infrastructure (World Com-
petitiveness Yearbook),” the average value for the remaining coun-
tries was used.
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= Due to the absence of data for Spain, Lithuania, Romania, and Italy
for the year 2008 for the indicator “Educational infrastructure (World
Competitiveness Yearbook),” the average value for the remaining
countries was used.

lll. Credibility of public finances

= Due to the absence of data for Romania for the years 2008-2013 for
the indicator “ASW 5Y - asset swap spread,” the average value for the
remaining countries was applied.

IV. Stability of money and the financial system

= No exceptions

V. Labour protection and safety

= Due to the absence of data for all countries for the indicator “Fatal acci-
dents at work,” data from 2022 were used for the years 2023 and 2024.

= Due to the absence of data for all countries for the indicator “Occu-
pational accidents resulting in absences exceeding four days,” data
from 2022 were used for the years 2023 and 2024.

= Due to the absence of data for all countries for the indicator “Occu-
pational accidents with absences longer than four days,” data from
2021 were used for the years 2022 and 2023.

= Due to the absence of data for Slovakia for the years 2022 and 2024
for the indicator “Precarious employment,” the values from 2021 and
2023, respectively, were used.

= Due to the absence of data for Lithuania and Slovakia for the year
202/ for the indicator “In-work at-risk-of-poverty rate,” the value
from 2023 was used.

= Due to the absence of data for Lithuania and Slovakia for the year 2024
for the indicator “Role of social transfers in reducing poverty among
women,” the value from 2023 was used.

= Due to the absence of data for Lithuania and Slovakia for the year 2024
for the indicator “Role of social transfers in reducing poverty among
men,” the value from 2023 was used.

VI. Quality of public services

= Due to the three-year-long cycle of the PISA surveys, in the years
when student competence assessments were not conducted, the val-
ues from the most recently completed edition were used.
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= Due to the absence of data for all countries for the indicator “Percent-
age of students learning English or German,” data from 2023 were
used for 2024.

= Due to the absence of data for all countries for the indicator “Share of
public expenditure on education in GDP,” data from 2023 were used
for 2024.

= Due to the absence of data for all countries for the indicator “Healthy
life expectancy at age 65 for men,” data from 2023 were used for 2024.

= Due to the absence of data for all countries for the indicator “Share
of public expenditure on healthcare in GDP,” data from 2023 were
used for 2024.

= Due to the absence of data for Poland, the Czech Republic, Spain,
Lithuania, Romania, and Slovakia for the indicator “Number of in-
tentional homicides per 100,000 inhabitants,” data from 2023 were
used for 2024.

= Due to the absence of data for all countries for the indicator “Num-
ber of sexual offences per 100,000 inhabitants,” data from 2023 were
used for 2024.

= Due to the absence of data for all countries for the indicator “Share
of military expenditure in GDP,” data from 2023 were used for 2024.

= Due to the two-year publication cycle of the E-Government Devel -
opment Index, in the years when data were not published, the values
from the most recent edition were used.

= Due to the absence of data for all countries for the indicator “Cyber-
attacks per 100,000 inhabitants,” data from 2023 were used for 2024.

VII. Climate and Environment

= Due to the absence of data for all countries for the indicator “Prema-
ture deaths per million inhabitants,” data from 2022 were used for
the years 2023 and 2024.

= Due to the absence of data for all countries for the indicator “Air pol-
lutant emissions,” data from 2022 were used for the years 2023 and
2024.

= Due to the absence of data for all countries for the indicator “Munic-
ipal waste generated per capita,” data from 2022 were used for the
years 2023 and 2024.

= Due to the absence of data for all countries for the indicator “Total
waste generated per capita,” data from 2022 were used for the years
2023 and 2024.

= Due to the absence of data for all countries for the indicator “Treated
wastewater per inhabitant,” data from 2022 were used for the years
2023 and 2024.

= Due to the absence of data for all countries for the indicator “Water
abstraction (m3 per capita),” data from 2022 were used for the years
2023 and 2024.
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= Due to the absence of data for all countries for the indicator “Popula-
tion connected to wastewater treatment plants,” data from 2021 were
used for the years 2022, 2023, and 2024.

= Due to the absence of data for all countries for the indicator “Energy
productivity — euro per kilogram of oil equivalent,” data from 2023
were used for 2024.

= Due to the absence of data for all countries for the indicator “Resource
productivity — euro per kilogram,” data from 2023 were used for 2024.

= Due to the absence of data for all countries for the indicator “Share of
energy from renewable sources,” data from 2023 were used for 2024.

VIIl. Respect for international obligations

= No exceptions
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Threats to Poland’s
economic credibility
in the coming years -

results of

a qualitative study”



Qualitative research methodology

The aim of the qualitative study is to identify potential threats to Poland’s
economic credibility in the perspective of the next three years. The study
was conducted across eight areas corresponding to those comprising the
Index of Poland’s Economic Credibility.

The study was carried out with the use of a modified Delphi method of
group expertise. The panel of experts included representatives of the ac-
ademic community, public administration bodies, non-governmental and
financial institutions, consulting companies, and organisations represent-
ing entrepreneurs. The experts shared their knowledge and experience pro
publico bono (for the public good, editor’s note), expressing solely their own
views rather than those of the institutions in which they operate.

The study consisted of two stages:

= Stage I: 22 April 2025 - 27 May 2025,
= Stage II: 28 May 2025 - 31 August 2025

In the first stage, the experts identified the three most important threats
to Poland’s economic credibility in individual areas of the Index.

The identified factors were grouped into homogeneous classes. Aggrega-
tion of threats enabled the development of a list of the most important
threats in each area.
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TABLE 1. The number of threats to Poland’s
economic credibility after the grouping
procedure

Number of iden-
tified threats

Area of the Poland’s economic

credibility index

1. Therule of law 9
2. Freedom of economic activity 10
3. Credibility of public finances 11
4, Stability of money and the financial 10
system
5. Labour protection and safety 11
6. Quality of public services 10
7. Climate and environment 12
8. Compliance with international 9

obligations

Source: 2025 OEES study

In the second stage, the experts assessed the
significance and weight of grouped and aggre-
gated threats to Poland’s economic credibili-
ty and the probability of their materialisation.

Each expert had 100 points to allocate among
threats on the basis of their importance. The
higher the number of points awarded, the great-
er the significance of each threat to Poland’s
economic credibility in the next three years.
Additionally, the study participants provided
their subjective assessment of the probability
of occurrence of each threat (from 0 to 100%).
The results were averaged for each of the eight
areas subject to analysis, thus allowing the
development of a map of threats to Poland’s
economic credibility. The aggregated opinions
are graphically presented by placing circles on
a graph, with the average probability indicated
on the x-axis and the averaged threat weight
on the y-axis. The diameter of the circles is the
average of the products of the probability and
weight values. Therefore, the larger the diam-
eter of the circle, the greater the overall sig-
nificance of the threat.

As a supplement to the threat map, the per-
centage of the experts pointing to a given fac-
tor is provided.
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The most serious threat factors

Therule of law

The first stage of the qualitative research al-
lowed for identification of 9 threats to Poland’s
economic credibility in The rule of law area.

The experts identified primarily the risks as-
sociated with low level of judicial protection
resulting from lengthy court proceedings. The
excessive length of court proceedings is a con-
sequence of the inefficiency of the justice sys-
tem and leads to a situation in which judicial
protection may be illusory. The experts believe
this applies primarily to proceedings before the
Supreme Administrative Court.

Also pointed out was uncertainty regard-
ing the state of law and the durability of
court judgments related to the ongoing cri-
sis in mutual relations between constitution-
al public authorities. In this context, particu-
lar attention was paid to threats arising from
the unresolved status of so-called neo-judg-
es, which poses a risk of their rulings being
upheld.

A significant number of experts also drew at-
tention to the threats resulting from loss of the
constitutional identity of some state bodies
which decide about the rule of law. This pri-
marily concerns the National Council of the Ju-
diciary and the Constitutional Tribunal.

Other threats identified during the first stage
of the study included:

= lack of certainty as to the continued valid-
ity of legal norms,

= lack of a long-term economic strategy for
the country,

= too large a share of deputies and senators
in the government, leading to the blurring
of the boundaries between the legislative
and executive powers, which weakens their
mutual independence,
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= non-transparent election of members of
management boards and supervisory boards
in state-owned companies and their sub-
sidiaries,

= inability to enact legislation in the field of
judiciary which would fully restore the prin-
ciples of the rule of law due to obstruction
by the President of the Republic of Poland,

= unregulated status of the General Prose-
cutor’s Office, deepening the chaos in the
entire judiciary sector.

The list of identified threats along with the per-
centage of experts who considered each threat
to be significant is presented in the table 2.

Over the next three years, the most significant
threat to Poland’s economic credibility in the
area of the rule of law is uncertainty regard-
ing the state of law and the durability of court
rulings related to the ongoing crisis in rela-
tions between constitutional public authori-
ties. The experts assigned this factor the high-
est weight, at an average of 20.7 points, and an

above-average probability of this risk materi-
alising (70% for an average of 61.6%).

A significant threat to Poland’s economic credi-
bility in the area of the rule of law is also the low
level of judicial protection - lengthy court pro-
ceedings demonstrate the illusory nature of ju-
dicial protection. The experts rated this threat at
18.6 points, with a 62% probability of occurrence.

Additionally, factors with above-average weight
and above-average probability of materialisa-
tion included:

= loss of constitutional identity of some state
bodies deciding about the rule of law (Na-
tional Council of the Judiciary, Constitution-
al Tribunal) (weight 15 points and proba-
bility 69%),

= obstruction by the President of the Repub-
lic of Poland preventing enacting of legis-
lation in the field of judiciary which could
fully restore the principles of the rule of
law (weight 14.3 points, probability 80%).

TABLE 2. Frequency of occurrence of individual threats to Poland’s economic credibility in the

Rule of law area

No Threat Percentage of indications
(in percentage)*
1. Lack of certainty as to the continued validity of legal norms 86
2. Low level of judicial protection — lengthy court proceedings speak to illusory judicial 100
protection
3. Uncertainty regarding the state of law and the durability of court judgments related to the 100
ongoing crisis in mutual relations between constitutional public authorities
4, Lack of along-term economic strategy for the country 57
Too large a share of deputies and senators in the government, leading to the blurring of 71
the boundaries between the legislative and executive powers, which weakens their mutual
independence
6. Non-transparent election of members of management boards and supervisory boards in 71
state-owned companies and their subsidiaries
7. Inability to enact legislation in the field of judiciary which would fully restore the principles 86
of the rule of law due to obstruction by the President of the Republic of Poland
8. Loss of the constitutional identity of some state bodies which decide about the rule of law 100
(the National Council of the Judiciary; the Constitutional Tribunal)
9. Unregulated status of the General Prosecutor’s Office, deepening the chaos in the entire 86
judiciary sector
* refers to the percentage of experts who awarded a given threat more than 0 points in the second stage of the study
Source: OEES 2025 study
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FIGURE 1. Amap of threats to Poland’s economic credibility in the area of the Rule of law in the next
three-year perspective
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Source: 2025 OEES study

When analysing threats to Poland’s econom-
ic credibility in the area of the rule of law, at-
tention should also be paid to the risk relat-
ed to uncertainty regarding the quality of legal
norms in force in Poland and their continued
validity. The importance of this factor was as-
sessed at an average level of 10.7 points, and
in terms of probability of occurrence, it was
ranked slightly below average (60%).
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Freedom of economic activity

In the Freedom of economic activity area, the
experts identified 10 threats.

Among the threats to Poland’s economic cred-
ibility in the area of Freedom of Economic Ac-
tivity, there were identified threats related to
the regulatory environment in the area of in-
stability in the legal and administrative envi-
ronment of enterprises, in particular instability
of legal provisions, their excessive complexi-
ty, and the resulting lengthy dispute resolu-
tion process.

Additionally, the experts emphasised the threat
associated with inefficient justice system, re-
sulting in a lack of real protection for private
property and concluded contracts. They also
pointed out that this leads, among other things,
to destabilisation of legal certainty.

Other identified threats included:

= increasing and excessive bureaucratic bur-
dens reducing competitiveness of business
entities,

= misalignment of systemic solutions with
the needs and expectations of entrepre-
neurs, combined with insufficient protection
of businesses against unfair competition,

= inefficiency of the tax system - the con-
tinued application of the so-called Polish
Deal regulations,

= lack of stability and predictability in the
geopolitical situation,

= excessive state involvement in the econo-
my and its politicisation,

= rising costs of conducting business activity,

= difficulties in finding qualified personnel,
leading to delays in project implementa-
tion, loss of contracts, and, consequently,
the reduction of business operations,

= absence of a coherent vision for econom-
ic development and the role of enterpris-
es, including the indication of development
tools (both tax-related and non-tax-related).

TABLE 3. Frequency of occurrence of individual threats to Poland’s economic credibility in the

Freedom of business activity area

No  Threat

Percentage of indications

(in percentage)*

1. Increasing and excessive bureaucratic burdens reducing competitiveness of business entities 92

2. Misalignment of systemic solutions with the needs and expectations of entrepreneurs, 83
combined with insufficient protection of businesses against unfair competition

3. Instability in the legal and administrative environment of enterprises (instability of legal 100
provisions, their excessive complexity, and the resulting lengthy dispute resolution process)

4, Inefficient justice system, resulting in a lack of real protection for private property and 100
concluded contracts

5. Inefficiency of the tax system — the continued application of the so-called Polish Deal 83
regulations

6. Lack of stability and predictability in the geopolitical situation 100

7. Rising costs of conducting business activity 92

8. Difficulties in finding qualified personnel, leading to delays in project implementation, loss 92
of contracts, and, consequently, the reduction of business operations

9. Excessive state involvement in the economy and its politicisation 92

10.  Absence of a coherent vision for economic development and the role of enterprises, including 100

the indication of development tools (both tax-related and non-tax-related)

* refers to the percentage of experts who awarded a given threat more than 0 points in the second stage of the study.

Source: OEES 2025 study
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The list of identified threats, along with the per-
centage of experts who considered each threat
to be significant, is presented in Table 3.

According to the experts, the most significant
threat to Poland’s economic credibility in the
area of freedom of economic activity, both in
terms of significance and probability of occur-
rence, is the ineffective justice system, which
translates into a lack of effective protection of
private property and concluded contracts. The
average weight of this threat was 15.6 points,
with an 81% probability of materialisation.

The second most significant threat over the next
three years will be the instability of the legal

and administrative environment of enterprises
(instability of legal regulations, excessive com-
plexity and therefore protracted dispute reso-
lution) - weight 12.4 points with a probability
of occurrence of 82%.

Furthermore, worth noting is the threat posed
by the growing, excessive bureaucratic bur-
den, which reduces competitiveness of busi-
nesses. This threat is characterised not only by
above-average significance (10.8 points, com-
pared to an average of 9.1 points) but also by
the third highest projected probability of ma-
terialisation (77%).

FIGURE 2. Amap of threats to Poland’s economic credibility in the area of Freedom of business

activity in the next three-year perspective
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The fourth most important threat is the un-
stable and unpredictable geopolitical situation
(weight 10.6 points, probability 68%), related
to, among others, Donald Trump’s trade pol-
icy towards the EU countries and disruptions
in market mechanisms.

Equally important is the lack of a vision for
further economic development and the role
of enterprises, including development (weight
9.8 points, probability 65%), due to the deep-
ening geopolitical instability, the previously
mentioned trade policy and military conflicts
involving the neighbouring countries.

The threats with above-average importance
and probability of materialisation also included
rising costs of running a business (9.6 points,
probability 70%).

Credibility of public finances

In the Credibility of public finances area, there
were identified eleven threats. The experts pri-
marily pointed to factors related to the lack of
coherence and transparency in public finances
resulting from off-budget mechanisms of ex-
penditure financing. In this context, they indi-
cated, among other issues, the risks associat-
ed with the large share of off-budget spending
carried out through, among others, special-pur-
pose funds which are not subject to fiscal rules
or reporting obligations, thus leading to incon-
sistencies in statistics concerning the condi-
tion of public finances, limiting the role of the
budget law, and weakening of control.

The experts also emphasised the risks arising
from the absence of a long-term fiscal pol-
icy. In their opinion, this is manifested, on
the one hand, in the circumvention of exist-
ing fiscal rules due to their complexity and
lack of precision, and on the other hand, in
the lack of consistency in the implementa-
tion of fiscal policy, which fosters tax avoid-
ance and evasion.

161

Furthermore, attention was drawn to the prob-
lem of excessive budget deficit, which, accord-
ing to the experts, stems both from political
pressure and from factors related to the de-
mographic change, energy transition, and the
geopolitical situation leading to increased de-
fence expenditure.

The identified threats to Poland’s econom-
ic credibility in the area of credibility of public
finances also included:

= low quality and lack of stability of the tax
system,

= increase in public sector spending,

= high level of public debt,

= increase in debt servicing costs,

= too slow pace of consolidation of public
finances,

= reduction of budget revenues,

= irregularities in the management of public
resources (extortion of funds to the detri-
ment of the State Treasury, misappropri-
ation of public assets, abuse of public and
official power),

= lack of a reliable and effective healthcare
system and pension system - in the con-
text of an ageing society.

The list of identified threats in the analysed
area, along with the percentage of experts who
considered each threat to be significant, is pre-
sented in Table 4.
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TABLE 4. Frequency of occurrence of individual threats to Poland’s economic credibility in the
Credibility of public finances areah

No  Threat Percentage of indications
(in percentage)

1. Lack of coherence and transparency in public finances resulting from off-budget mechanisms 95
of expenditure financing
2. Low quality and lack of stability of the tax system 90
3. Increase in public sector spending 95
4, High level of public debt 90
5. Excessive budget deficit 100
6. Lack of long-term fiscal policy 75
7. Increase in debt servicing costs 95
8. Too slow pace of consolidation of public finances 85
9. Reduction of budget revenues 70
10. Irregularities in the management of public resources (extortion of funds to the detriment of 80
the State Treasury, misappropriation of public assets, abuse of public and official power)
11. Lackofareliable and effective healthcare system and pension system — in the context of an 85

ageing society

*refers to the percentage of experts who awarded a given threat more than 0 points in the second stage of the study
Source: OEES 2025 study

W perspektywie najblizszych trzech lat istotne znaczenie dla wiarygodnosci ekonomicznej Polski w obszarze Wiarygodno$¢ finanséw
publicznych bedzie miat ponadto wysoki poziom dtugu publicznego (waga 9,2 pkt, prawdopodobieristwo 68 proc.), potaczony ze wzrostem
kosztu obstugi dtugu (waga 9,3 pkt, prawdopodobieristwo 50 proc.). Eksperci wskazywali rowniez na brak spojnosci i przejrzystosci finan-
s6w publicznych zwigzany z pozabudzetowymi mechanizmami finansowania wydatkéw (waga 8,5 pkt, prawdopodobieristwo 70 proc.).

The key threat to Poland’s economic credibility
in the area of public finance credibility over the
next three years is the persistently high pub-
lic finance deficit. This factor was rated high-
est by the experts in terms of both importance
(weighting 15.6 points) and probability of ma-
terialisation (81%).

The next most important threats are the in-
crease in public sector spending with a weight
of 11 points and a probability of occurrence of
70 per cent, and the lack of a reliable and ef-
fective healthcare and pension system, espe-
cially in the context of an ageing society - this
factor received an average weight of 9.5 points
in the study and a simultaneous probability of
occurrence of 78 per cent.
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FIGURE 3. A map of threats to Poland’s economic credibility in the area of the Credibility of public

finances in the next three-year perspective
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Over the next three years, Poland’s eco-
nomic credibility in the area of Public Fi-
nance Credibility will also be significant-
ly impacted by the high level of public debt
(weight 9.2 points, probability 68%), com-
bined with the rising cost of debt servicing
(weight 9.3 points, probability 50%). The
experts also pointed to the lack of coherence
and transparency of public finances related
to off-budget expenditure financing mech-
anisms (weight 8.5 points, probability 70%).
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Stability of money and
the financial system

In the area of monetary and financial system
stability, ten threats were identified.

The experts pointed to the threat associated
with the poor condition of public finances. In
this context, they highlighted the insufficient
stabilisation of public finances, resulting, on
the one hand, from expansionary fiscal poli-
cy and a continuously increasing public debt,
and, on the other, from the high level of off-
budget expenditure.
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Equally important are the challenges and risks Among the risks directly related to the banking

arising from the current international situ- sector, the experts primarily identified the legal
ation, namely geopolitical and global risks, risks inherent in financial relations, particu-
which result, among other factors, from the larly those concerning mortgage loan agree-
aforementioned trade war between the Unit-  ments denominated in foreign currencies and
ed States and the European Union, the erratic loans based on the WIBOR reference rate.
economic policy of Donald Trump, the ongoing

Russian invasion of Ukraine, and the growing Other identified threats include:

tensions between China and Taiwan.
= high inflation rate,

The experts also pointed to the risk associat- = low level of financial education of customers,
ed with the lack of credibility and independ- = the risk of political intervention in the bank-
ence of the National Bank of Poland, result- ing business,

ing from the influence of political factors on = low level of development of the capital mar-
the National Bank of Poland’s monetary pol- ket,

icy in the face of an increasing risk of global = inconsistency of fiscal and monetary policy.
recession. In addition, the experts expressed

concern about the excessive share of Treas-  The list of identified threats, along with the per-
ury securities held by banks, which represents centage of experts who considered each threat
a complex problem driven by low levels of in- to be significant, is presented in Table 5.

vestment and limited credit activity.

TABLE 5. Frequency of occurrence of individual threats to Poland’s economic credibility in the
Stability of money and the financial system area

No  Threat Percentage of indications
(in percentage)*

1. Challenges and risks arising from the current international situation, i.e. geopolitical and 80
global risks
2 Highinflation rate 50
3 Legal risks inherent in financial relations 60
4 Poor condition of public finances 100
5. Lack of credibility and independence of the National Bank of Poland 80
6 Excessive share of Treasury securities held by banks 80
7 Low level of financial education of customers 40
8 Risk of political intervention in the banking business 50
9 Low level of development of the capital market 50
10. Inconsistency of fiscal and monetary policy 70

*refers to the percentage of experts who awarded a given threat more than 0 points in the second stage of the study

Source: 2025 OEES study

Threats stemming from the poor state of pub- should bear in mind the significant risk stem-
lic finances will be crucial to Poland’s econom- ming from the high share of banks in financ-
ic credibility in the analysed area. The experts ing the budget deficit. This is the third most
believe this indicator has the highest average important factor, with the experts assigning it

weight, at 25.5 points. In this context, one a weight of 14.1 points.
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FIGURE 4.Amap of threats to Poland’s economic credibility in the area of Stability of money
and the financial system in the next three-year perspective
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The second most significant factor is geopolit-
ical and global risk related to the current in-
ternational situation (weight of 17.0 points).
The low level of financial education of custom-
ers (76%) constitutes a factor with the high-
est projected probability of materialisation. At
the same time, this factor received the sec-
ond lowest weight, with the experts assign-
ing it 3.7 points.
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In addition to the above-mentioned factors,
threats with above-average weight and prob-
ability of materialisation also include the lack
of credibility and independence of the Nation-
al Bank of Poland (weight 9.6 points, proba-
bility 72%).
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Labour protection and safety

In the area of labour protection and safety, there
were identified eleven threats.

The experts identified the risk associated with
labour shortages and the difficulties faced by
entrepreneurs in accessing sufficient work-
force, intensifying amid dynamic demographic
changes and an ageing population. They point-
ed in particular to the risk of staff shortages
in certain sectors and the absence of adequate
measures to support the professional activity
of individuals of pre-retirement age.

The experts also drew attention to the threats
arising from the structural mismatch between
the education system and the needs of the la-
bour market, manifested in the failure to ac-
count for future-oriented competences and the
relatively low level of the society’s interest in
lifelong learning.

Furthermore, attention was drawn to the slow
pace of implementation of new technologies,

combined with insufficient skills in their uti-
lisation and the lack of labour market adap-
tation to technological transformation and
generative Al. The experts emphasised that sus-
taining economic growth requires an increase
in labour productivity through the technolog-
ical advancement of Polish enterprises. Arti-
ficial intelligence and its potential should be
regarded to a greater extent as an opportuni-
ty for the labour market, particularly in terms
of developing new skills and enhancing labour
market flexibility.

The experts also frequently pointed to the risk
of inadequate social policy in the context of
demographic challenges (the ageing of popu-
lation) and the probability of failing to provide
citizens with adequate social security. Equal-
ly often, the inefficiency of the pension sys-
tem was highlighted.

The identified threats to Poland’s economic
credibility in the area of labour protection and
safety also included:

TABLE 6. Frequency of occurrence of individual threats to Poland’s economic credibility in the

Labour protection and safety area

No  Threat Percentage of indications
(in percentage)*
1. Promoting non-employment forms of employment which do not guarantee stable working 78
conditions, relatively low level of the society’s interest in lifelong learning
2. 89
3. Lack of integration strategy and deteriorating attitude of the Polish, especially young people, 100
towards foreign workers
4, Labour shortages and difficulties faced by entrepreneurs in accessing sufficient workforce, 89
intensifying amid dynamic demographic changes and an ageing population
5. Slow pace of implementation of new technologies, combined with insufficient skills in their 89
utilisation
6. Illegal employment (both the employment of Poles and immigrants) 67
7. Inadequate social policy in the context of demographic challenges (the ageing of population) 89
8. Unstable political, economic, and social situation on a global, continental, and national scale 100
9. Inefficiency of the pension system 89
10. Lack of awareness of emerging psychosocial risks related to the ongoing digitalisation of 67
work
11. Lackof labour market adaptation to technological transformation and generative Al 78
* refers to the percentage of experts who awarded a given threat more than 0 points in the second stage of the study
Source: 2025 OEES study
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FIGURE 5. Amap of threats to Poland’s economic credibility in the area of Labour protection

and safety in the next three-year perspective
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= promoting non-employment forms of em-
ployment which do not guarantee stable
working conditions,

= lack of integration strategy and deteriorat-
ing attitude of the Polish, especially young
people, towards foreign workers,

= illegal employment (both the employment
of Poles and immigrants),

= unstable political, economic, and social
situation on a global, continental, and na-
tional scale,

= lack of awareness of emerging psychoso-
cial risks related to the ongoing digitali-
sation of work.
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The list of identified threats in the analysed
area, along with the percentage of experts who
considered each threat to be significant, is pre-
sented in Table 6.

The results of the threats analysis in the area of
Labour protection and safety indicate that in the
coming years particular attention should be paid
to four threats characterised by a high proba-
bility of occurrence and a strong impact on this
area. According to the experts, the most signif-
icant of these is instability on three levels: po-
litical, economic, and social (weight 15.3 points,
probability 63 per cent). This is a threat of both
local and global nature.
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The second major threat is the risk of a short-
age of potential employees, which is closely
linked to current demographic changes. This
risk was assessed by the experts as one of the
most significant. This risk is further compound-
ed by the absence of an integration strate-
gy for foreign workers and the worsening at-
titudes towards migrant workers, particularly
among young people (with respective weights
of 10 points and 12.2 points, and probabilities
of 64 per cent and 53 per cent).

In the perspective of the next three years, the
slow pace of implementation of new technolo-
gies and the lack of skills necessary for their ef-
fective use in the workplace (weight 11.1 points,
probability 49 per cent), as well as the structur-
al deficiencies of the education system and its
misalignment with current labour market needs
(weight 8.9 points, probability 64 per cent), will
also have significant implications for Poland’s
economic credibility in the area of Labour pro-
tection and safety.

Quality of public services

In the area of Quality of public services and pub-
lic infrastructure, ten threats were identified.

The experts primarily pointed to the risk of low
availability and quality of healthcare services,
combined with the absence of a coherent and
long-term national health policy. This per-
tains to the lack of a strategy for reforming the
healthcare system, its insufficient adaptation
to an ageing population, and the growing lev-
el of both total and overdue liabilities of inde-
pendent public healthcare institutions.

The experts also drew attention to the threat
to cybersecurity, particularly in the context of
geopolitical tensions, the spread of disinfor-
mation, and the increasing awareness among
Internet users of data collection by applica-
tions and websites. The experts emphasised
the absence of a coherent concept of the public
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security system, especially at subnational (re-
gional and local) levels.

The identified threats to Poland’s economic
credibility in the area of Quality of public ser-
vices also included:

= underinvestment in critical infrastructure
(transport, energy, healthcare),

= insufficient preparedness of the education
sector to address contemporary challenges
(security and cybersecurity, digitalisation,
new technologies, generative Al),

= shortage of personnel and competencies
in the public sector - the outflow of tal-
ent from public administration and insti-
tutions managing infrastructure,

= degeneration of the justice system,

= low level of innovation in the public ser-
vices sector and lack of openness to change,

= inadequate preparedness of public admin-
istration for the development of e-govern-
ment, linked, among other factors, to the
lack of integration of information systems,

= rising costs of public services,

= social and political tensions related to the
integration of refugees.

The list of identified threats, along with the per-
centage of experts who considered each threat
to be significant, is presented in Table 7.

The key factor affecting Poland’s econom-
ic credibility in the analysed area will be the
threats arising from degeneration of the judicial
system. According to the experts, this factor has
the highest level of impact (18.1 points) on the
area under analysis in the context of econom-
ic credibility, as well as a high expected prob-
ability of occurrence (83 per cent).
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TABLE 7. Frequency of occurrence of individual threats to Poland’s economic credibility in the

Quality of public services area

Percentage of indications

(in percentage)*

1. Threat to cybersecurity 92
Low availability and quality of healthcare services, combined with the absence of a coherent 92
and long-term national health policy
Underinvestment in critical infrastructure (transport, energy, healthcare) 92

4, Insufficient preparedness of the education sector to address contemporary challenges 83
(security and cybersecurity, digitalisation, new technologies, generative Al)

5. Shortage of personnel and competencies in the public sector — the outflow of talent from 92
public administration and institutions managing infrastructure

6. Degeneration of the justice system 100

7. Low level of innovation in the public services sector and lack of openness to change 92

8. Inadequate preparedness of public administration for the development of e-government, 100
linked, among other, to the lack of integration of information systems

9. Rising costs of public services 75

10. Social and political tensions related to the integration of refugees 92

* refers to the percentage of experts who awarded a given threat more than 0 points in the second stage of the study

Source: 2025 OEES study
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The second most significant risk, in terms of
both importance and probability of material-
isation, concerns the inefficiency of the pub-
lic healthcare system and the low quality of its
services. The significance of this factor was es-
timated at a medium level of 14.4 points, while
the probability of materialisation was assessed
at 89 per cent.

The experts also placed considerable emphasis
on the risk associated with the inefficiency and
inadequate preparedness of the education sector
to face new challenges related to technological
development and digitalisation, as well as the
threats that this development entails (weight
7.5 points, probability 69 per cent).

The experts also included the following factors
with an above-average probability of material-
isation and above-average importance of im-
plementation:

= underinvestment in infrastructure critical
to the efficient functioning of the country
(weight 10.6 points, probability 68%).
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FIGURE 6. Amap of threats to Poland’s economic credibility in the area of Quality of public services
in the next three-year perspective
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Climate and environment

In the area of Climate and Environment, there
were identified twelve threats.

The experts primarily identified threats relat-
ed to the weakness and low credibility of en-
vironmental protection institutions and, con-
sequently, the insufficient enforcement of
environmental regulations, including those
concerning the reduction of greenhouse gas
emissions, improvement of water quality, and
biodiversity protection.
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The experts also drew attention to the absence
of both an energy transition strategy and the
transition process itself. They emphasised that
Poland faces the challenge of developing and
implementing a coherent, long-term strategy
which integrates decarbonisation of the energy
sector with the climate and energy objectives
of the European Union. It is crucial to devise
a comprehensive plan for reducing dependence
on fossil fuels and increasing the share of re-
newable energy sources. The lack of a consist-
ent plan for phasing out fossil fuels and reduc-
ing greenhouse gas emissions not only slows
down the transition to a low-emission economy
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but also exposes Poland to the risk of failing
to meet its international climate commitments
and to potential financial sanctions, which in
turn may undermine its economic credibility
on the international stage.

Furthermore, attention was drawn to the risk
of increasing politicisation of climate pro-
tection measures. The experts emphasised
that this leads to a loss of credibility of polit-
ical commitments and encourages certain in-
dustrial sectors to undertake actions aimed at
weakening climate policy under the slogan of
making climate targets more realistic. The ex-
perts also noted a genuine concern that delays
in the “greening” of the economy would re-
sult in a decline in the competitiveness of the
Polish economy.

The experts further highlighted threats re-
lated to growing pressure on water resourc-
es combined with inefficient water manage-
ment. They pointed to the probable impact of
summer droughts on water availability, quality

issues affecting surface waters (such as algal
blooms during the summer months leading to
the closure of recreational beaches), degrada-
tion of natural wetlands, and the risk of Vibrio
bacteria appearing in the Baltic Sea, which may
affect tourism. They also underlined the lack
of a systemic approach to water-law permits
and the authorisation of untreated wastewater
discharge, as well as the structural problem of
numerous fragmented farms, most of which are
excluded from existing regulations and good
agricultural practice standards.

The identified threats to Poland’s economic
credibility in the area of Climate and environ-
ment also included:

= progressing climate change (droughts,
floods, heatwaves, and severe storms),

= difficulties in modernising small, ener-
gy-inefficient district heating systems,

= absence of a national environmental strategy,

= lack of capacity for effective preven-
tion and rapid response to environmental

TABLE 8. Frequency of occurrence of individual threats to Poland’s economic credibility in the
Climate and environment area

No  Threat Percentage of indications
(in percentage)*
1 Progressive climate change (droughts, floods, heat waves, and violent storms) 78
2 Increasing pressure on water resources combined with inefficient water management 100
3 Problems with modernising energy-inefficient small heating systems 56
4, Lack of an energy transformation strategy and the energy transformation itself 78
5 Lack of a national environmental strategy 56
6 Deepening politicisation of climate protection efforts 100
7 Weakness and low credibility of environmental protection institutions, and consequently 100
insufficient enforcement of environmental protection regulations
8. Lack of ability to effectively prevent and quickly respond to widespread environmental 78
devastation — e.g., illegal landfills
9. Progressive decline in biodiversity 56
10. Complicated administrative procedures regarding financial support mechanisms for energy 56
transformation
11. Insufficientinstitutional solutions in the government’s climate policy, lack of a single 67
decision-making centre
12. Low efficiencyin the use of energy and resources resulting from poor preparation for 56
implementing a circular economy
* refers to the percentage of experts who awarded a given threat more than 0 points in the second stage of the study
Source: 2025 OEES study
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degradation in the broad sense - for ex-
ample, illegal landfills,

= ongoing decline in biodiversity,

= complex administrative procedures regard-
ing financial support mechanisms for the
energy transition,

= insufficient institutional arrangements for
the government’s climate policy and the
absence of a single decision-making centre,

= low efficiency in the use of energy and re-
sources resulting from inadequate prepar-
edness for implementing a circular economy.

The list of identified threats, along with the per-
centage of experts who considered each threat
to be significant, is presented in Table 8.

The most significant threat to Poland’s eco-
nomic credibility in the area of Climate and
environment in the next three years is the in-
creasing pressure on water resources combined
with inefficient water management. The experts
assigned this factor the highest average weight
(16.9 points) and the fourth-highest proba-
bility of occurrence (61 per cent). Considering
both the strength of impact and the probabil-
ity of occurrence, particular attention should
be paid to its potential negative effects on ag-
riculture and to possible limitation of electric-
ity production due to an insufficient volume of
water for cooling power units.

FIGURE 7. A map of threats to Poland’s economic credibility in the area of Climate and environment

in the next three-year perspective
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Another highly significant risk is the ongoing
climate change, which disrupts, among other
things, food production and national food se-
curity. The experts’ estimates placed both its
impact (13.6 points) and probability of occur-
rence (70 per cent) in the second place.

The experts also drew attention to the previ-
ously mentioned absence of an energy transi-
tion strategy and of the transition process itself.
They assigned this threat a probability of occur-
rence below the average (49 per cent, compared
with an average of 56 per cent), while attribut-
ing to it a relatively high weight (10.6 points).
According to the experts, the continued reliance
of the Polish economy on coal, without devel-
opment of a coherent energy transition strat-
egy, places Poland in an unfavourable position
and creates the image of a “dirty” country with
a low level of environmental responsibility.

Among the identified threats to Poland’s eco-
nomic credibility in the area of Climate and en-
vironment with above-average significance and
probability of materialisation is the deepening
politicisation of climate protection measures,

particularly in the pre-election period. The ex-
perts assigned this threat the third highest sig-
nificance rating (12 points) and the third high-
est probability of materialisation (63%).

Compliance with international
obligations

In the area of Compliance with international
obligations, there were identified nine threats,
presented in Table 9.

The identified threats to Poland’s economic
credibility in the area of Compliance with in-
ternational obligations are primarily associat-
ed with Poland’s failure to adhere to the regu-
lations of the European Union. In this context,
the experts pointed to the instability of the ju-
dicial system, the undermining of the princi-
ple of pacta sunt servanda (agreements must
be honoured), and the disregard for interna-
tional court judgments—all of which affect
investment risk assessment, legal stability,
and predictability. The experts referred to the

TABLE 9. Identified threats for Poland’s economic credibility in the Compliance with international

obligations area

No  Threat

1. Instability of the justice system and legal protection system

Percentage of indications
(in percentage)*

100

Lack of reforms of the justice system addressing concerns regarding the independence of
2. courts, as expressed in the case law of the CJEU and the ECHR

100

Undermining the principle of pacta sunt servanda and ignoring judgments of international
courts, affecting the assessment of investment risk, legal stability, and predictability of state

3. policy

100

Lack of a stable and transparent mechanism which would ensure the efficient, timely,
and substantively sound implementation of obligations arising from ratified treaties,

4, conventions, or membership in international organizations

100

Failure to introduce national legislation implementing the EU regulations, e.g., in the area of

5. the single digital market, resulting in violation proceedings being initiated against Poland

80

Lack of an effectively functioning Constitutional Tribunal combined with the politicisation of

6. itsrole as a tool for legitimising the actions of a specific political power

100

Progressive social polarisation increasing the risk of undermining the authority of national

and international judicial institutions

Lack of a coherent system of contractual protection for both consumers and businesses

100
80

The risk of excessive “economic nationalism” which could undermine the principles of the
9. internal market and the effectiveness of the EU economic law.

80

Refers to the percentage of experts who awarded a given threat more than 0 points in the second stage of the study

Source: the 2025 OEES Study

173

POLAND'S
ECONOMIC
CREDIBILITY
INDEX 2025



example of the judgment of the Court of Justice
of the European Union concerning judicial re-
form, which has remained unimplemented for
several years, as well as the continuing adju-
dication by judges appointed with the partici-
pation of the National Council of the Judiciary,
whose independence has been questioned by
the CJEU. This may also weaken trust in Poland
as a Member State of the European Union and
endanger its relations with European partners.

In addition, the experts identified threats re-
lated to growing social polarisation, which in-
creases the risk of undermining the authori-
ty of both domestic and international judicial
institutions, as well as the risk of excessive

“economic nationalism,” which may jeopard-

ise principles of the internal market and ef-
fectiveness of EU economic law, while pro-
moting the division of institutions into two
opposing camps: those “on our side” and those
“against us.”

The identified threats included also:

= lack of judicial reforms addressing con-
cerns with regard to the independence of
the courts expressed in the case law of the
Court of Justice of the European Union and
the European Court of Human Rights,

= absence of a stable and transparent mech-
anism ensuring efficient, timely, and

FIGURE 8. Amap of threats to Poland’s economic credibility in the area of Compliance with
international obligations in the next three-year perspective
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substantively sound implementation of ob-
ligations arising from ratified treaties, con-
ventions, and membership in internation-
al organisations,

= failure to introduce national legislation
transposing EU law, for example in the
area of the Digital Single Market, result-
ing in the initiation of violation proceed-
ings against Poland,

= lack of an effectively functioning Constitu-
tional Tribunal, combined with the politi-
cisation of its role as a tool for legitimising
actions of a particular political authority,

= absence of a coherent system of contractu-
al protection for both consumers and busi-
ness entities.

The list of identified threats, along with the per-
centage of experts who considered each threat
to be significant, is presented in Table 9.

The results of the study show that instability
of the judiciary and the legal protection sys-
tem will constitute the key risk in the area of
Compliance with international obligations over
the next three years will be (weight 22 points,
probability 82 per cent).

The experts also highlighted the threat associ-
ated with violations of Articles 2 and 19 of the
Treaty on European Union, manifested in the
fragmented and prolonged nature of the intro-
duction of judicial reforms in Poland, as well as
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in Poland’s insufficient activity in implement-
ing reforms addressing the concerns expressed
in the case law of the Court of Justice of the Eu-
ropean Union and the European Court of Hu-
man Rights with regard to judicial independ-
ence (weight 13 points, probability 76 per cent).

Similarly, attention was drawn to the risks
stemming from the lack of an effectively func-
tioning Constitutional Tribunal, combined with
the politicisation of its role as a tool for legit-
imising actions of a specific political authori-
ty—factors which pose a threat to both inter-
nal and external relations (weight 19 points,
probability 85 per cent).

There is no doubt that the aforementioned
growing social polarisation is a highly sig-
nificant threat in the area of Compliance with
international obligations, as it may adversely
affect the authority of judicial bodies both do-
mestically and internationally (weight 10 points,
probability 87 per cent).

Poland’s economic credibility in the area of
Compliance with international obligations may
also be undermined by the absence of a stable
and transparent mechanism ensuring efficient,
timely, and substantively sound implementa-
tion of obligations arising from ratified treaties,
conventions, and membership in internation-
al organisations (weight 8 points, probabili-
ty 47 per cent).
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Between the years 2021 and 2023, the rule of law in Poland remained at
a similar, relatively low level. The interpretation of our analysis results
demonstrates the crucial importance of defining a point of reference. In leg-
islative matters, overproduction of legal acts and an imperfect law-making
process, characterised by superficial consultations, continue to be observed.
The judiciary operates in a manner preventing timely delivery of final rul-
ings capable of being efficiently enforced. The executive branch shows in-
sufficient openness and an inability to exercise self-restraint.

The most significant threat in the area of Rule of law over the next three
years will be legal uncertainty, encompassing legal dualism, and disregard
for the genuine independence and impartiality of the judiciary. Inefficien-
cy of the justice system and excessive length of court proceedings form
another major threat. Furthermore, factors with above-average weight
and high probability of materialisation include the undermined credibili-
ty of constitutional justice and unconstitutionality of the National Coun-
cil of the Judiciary.

The assessment of economic freedom in Poland in this year’s edition of the
Index is clearly worse than in the 2023 edition. The main reasons for this
decline are deterioration in the evaluation of energy costs, banking sec-
tor concentration, and granted subsidies. Unfortunately, the rising cost of
electricity will continue to worsen business conditions in Poland for a long
time to come. In the forthcoming years, this will lower the value of the In-
dex of the country’s economic credibility, since for many preceding years,
energy bills paid by companies were relatively low compared to those of
foreign competitors. High energy prices weaken competitiveness of domes-
tic enterprises, particularly those with extensive machinery stock, thereby
undermining profitability of investing in new equipment.

The willingness of the Polish to start their own businesses also remains
very low. This situation has persisted for many years and therefore requires
closer attention in terms of measuring and reducing burdens, especially
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for self-employed individuals. In the next three years, excessive tax and
quasi-tax burdens, combined with a non-transparent and unstable tax
system, will represent a serious threat.

The key threat to Poland’s economic credibility in the area of public financ-
es over the next three years is the persistently high public finance deficit
combined with expansionary fiscal policy. At the same time, low trans-
parency and disintegration of public finances, manifested in inconsis-
tencies in public finance statistics and the reduced role of the budget act,
constitute an additional source of risk.

In Poland, the problem of the declining role of loans in the economy is
becoming increasingly pronounced. This role has never been substantial,
and since 2019 it has been steadily diminishing, particularly in the case of
loans to enterprises. Until 2019, it fluctuated around 15 per cent of GDP,
but over the following five years it fell to slightly above 10 per cent of
GDP. Since 2020, loans have accounted for a smaller share of banks’ as-
sets than government bonds.

The labour market is being shaped by long-term demographic trends as-
sociated with persistently low fertility rates observed over many years,
which are leading to a gradual decline in the labour supply. More than
70 per cent of employers in the construction sector, nearly 70 per cent
in industry, and over half in services report a shortage of workers in Po-
land. It is therefore crucial to make effective use of the available labour
resources and to ensure the fullest possible participation of individuals
in the labour market.

The increase in the minimum wage has contributed to an improvement
in income levels of workers; however, it has also constrained investment
opportunities in Poland. High energy prices make investment in modern
technologies unprofitable, while the minimum wage—nominally high-
er than in some of the most developed countries—renders investment in
labour-intensive technologies based on low-skilled work economical-
ly unviable.

Development of skills, including digital competencies, remains a key chal-
lenge. One of the factors hindering adequate social protection of work-
ers is fictitious self-employment—the share of self-employed individ-
uals in Poland is among the highest in Europe. At the same time, civil
law contracts are the most common substitute for full-time employment,
and data suggest that 20-30 per cent of employees work under precari-
ous contracts, including fixed-term agreements.

Despite the improvement in labour market conditions, gender disparities
in employment persist. The situation of workers in the lowest-paid sec-
tors, however, has shown signs of improvement. A major challenge for
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the future lies in green transition and the resulting need to restructure
employment. Poland is among the countries where the share of employ-
ment in sectors likely to be affected by this transformation is one of the
highest. This, in turn, necessitates investment in new skills and a sig-
nificant increase in adult participation in various forms of education and
training aimed at acquiring new competencies.

In the area of Labour protection and safety, two threats should be given
particular consideration due to their high probability of occurrence and
strong impact: the supply-side barrier in the labour market and the in-
crease in labour income burdens resulting from the need to provide so-
cial security in the context of ongoing demographic change and popula-
tion ageing.

Threats arising from the inefficiency of the public healthcare system will
have a key impact on Poland’s economic credibility in the area of Qual-
ity of public services. The most pessimistic outlook, however, concerns
education, which has declined from a clear regional leadership position
to that of an average performer. This process has been unfolding for ap-
proximately a decade. What is more, its effects are only observable in the
longer term.

The most significant threat to Poland’s economic credibility in the area
of Climate and environment over the next three years will be the insuf-
ficient pace of the energy transition. A second major risk lies in the con-
tinuation of a social-economic model based on unsustainable patterns of
production and consumption. Additional threats concern deterioration of
water quality combined with quantitative depletion of water resources.

In the area of Compliance with international obligations, one may observe
that in recent years both the Court of Justice of the European Union and
the European Court of Human Rights have significantly intensified their
judicial activity in cases concerning Poland. The judgments of these Eu-
ropean courts are often unprecedented for the legal systems of both Po-
land and the European Union as a whole. The activity of the Sejm in trans-
posing EU directives into domestic law remains insufficient, for instance
in the case of the directive on copyright and related rights in the Digital
Single Market. Poland’s economic credibility in the area of Compliance
with international obligations may also be undermined by the refusal to
participate in Union legislative initiatives in such key areas as the Green
Deal, the Common Commercial Policy, and migration law.
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The rule of law

One of the key directions for restoring the rule of law in Poland should
be the decisive strengthening of the quality of the legislative process. At
the heart of this reform must lie the effective enforcement of the obliga-
tion to prepare Regulatory Impact Assessments (RIAs) and the reinstate-
ment of genuine, rather than superficial, public consultations. This con-
cerns not only their adequate duration but also the obligation to respond
to submitted comments, while ensuring full transparency throughout the
process. It is particularly important that the public have access to infor-
mation on who influenced the content of a draft law and at what stage—
including access to a calendar of meetings with interest groups. Valuable
reference points may be found in certain proposals developed within Ra-
fat Brzoska’s SprawdzaMY.com initiative. RIAs themselves should not only
be mandatory but also reliable, containing alternative scenarios, risk as-
sessments, and analyses of the impact on different social and econom-
ic groups, as well as a commitment to their subsequent evaluation. Their
quality should be assessed by an independent expert body, rather than
solely by the authors of the draft legislation.

A second area requiring decisive intervention concerns the structure of the
common court system. The current three-tier model is excessively complex
and difficult to manage in a reasonable manner; nor does it translate into
higher quality of adjudication. Transitioning to a two-tier system—with
a clear division between first- and second-instance courts—could simplify
the organisation of work and shorten the duration of proceedings, without
abandoning the constitutional guarantee of the right to appeal. Such a re-
form should go hand in hand with further digitalisation of case manage-
ment and the enhancement of judicial mobility depending on the workload
of individual units. It is crucial, however, that this reform not be treated
as a pretext for a personnel purge—its primary objective must be to im-
prove efficiency, not to replace staff.
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The third pillar of the necessary reforms con-
cerns the institutional and constitutional is-
sues which in recent years have been the
source of a profound crisis of public trust in
the state. The status of judges appointed by
the reformed National Council of the Judicia-
ry and the paralysis and loss of authority of
the Constitutional Tribunal remain particu-
larly urgent problems. Continuing in this state
means maintaining two parallel legal systems,
which in the longer term risks the complete
disintegration of the judiciary. It is therefore
essential to achieve a political consensus. It
should include, among other elements, a new
procedure for appointing judges of the Con-
stitutional Tribunal. Only such a solution—
adopted as a political and institutional reset—
can end the current deadlock and restore the
proper authority of the state’s judicial system.

Freedom to conduct business

activity

Without modifying the factors which determine
high energy costs, the cost competitiveness of
the Polish economy will continue to weaken,
which may lead to a loss of credibility among
both foreign and domestic investors. The Pol-
ish continue to be unwilling to start their own
businesses. This phenomenon requires par-
ticular attention, as, in addition to the costs of
production factors (labour and energy), entre-
preneurial activity depends on the cost struc-
ture between small and large enterprises, as
well as on administrative burdens which gen-
erate additional expenses.

Credibility of public finances

The fiscal framework remains incomplete and
ineffective in ensuring the stability and trans-
parency of public finances. The tax system con-
tinues to be complex and unpredictable, which

translates into very low public trust in the man-
agement of public finances. Under these unfa-
vourable institutional conditions, the country’s
debt and fiscal risk are growing rapidly. This sit-
uation calls for urgent and comprehensive action.

Accordingly, it is essential to urgently prepare
a credible and comprehensive plan for the re-
covery of public finances. This plan should in-
clude both deficit reduction and the reform of
the institutional framework within which fis-
cal policy is implemented.

We reaffirm the recommendation to restore the
unity, openness, and transparency of public
finances. In practice, this means, among oth-
ers, introducing a formal requirement to attach
the financial plans of all public finance sector
entities to the budget act. These plans should
be consistent with the scope of the EU meth-
odology. Furthermore, these entities should be
subject to full parliamentary oversight, and the
budget act must comply with Article 219 of the
Constitution.

Ultimately, a comprehensive institutional and
organisational reform of public finances is re-
quired, including the reduction of funds and
agencies as well as a redefinition of the con-
cept of the “state budget” towards that of the
“budget of the entire central sector,” thereby
enabling the government to obtain a full and
sound discharge.

Transparency and openness of public finances
must also be ensured at the micro level. In this
respect, we recommend prompt establishment
of a central register of public finance sector
contracts. The current low disclosure thresh-
old in the Central Register of Contracts should
be maintained, in line with the appeal of nearly
50 civil society organisations addressed to the
Prime Minister regarding the Central Register
of Contracts (Institute of Public Finance, 2025).
Raising this threshold would reduce the effec-
tiveness of the register as an instrument of civic
oversight and transparency in public spending.
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From January 2026, a Fiscal Council will begin
operating in Poland, in accordance with the rec-
ommendations presented in previous editions
of the Index. However, persistent weakness of
the national institutional framework lies in the
absence of medium-term budgetary planning.
Therefore, it is necessary to introduce a stat-
utory requirement for the annual preparation
of medium-term budget plans, presenting the
situation of public finances over a period lon-
ger than a single fiscal year.

In the field of taxation, it is essential to en-
act a Tax Code and adopt statutory principles
governing amendments to the tax and contri-
bution system, thus limiting the frequency of
tax changes, ensuring a minimum vacatio legis,
and enforcing an adequate and reliable consul-
tation process. Regular evaluation of the sys-
tem’s transparency and complexity is also in-
dispensable.

Stability of money and the

financial system

The central bank’s focus on fulfilling its primary
mandate, along with a fundamental change in
its communication policy, aimed at aligning it
with the practices of other central banks, have
been among our key recommendations since
the first edition of the Index. We have observed
significant progress in the implementation of
these recommendations. However, no nota-
ble progress has been observed with regard to
other actions proposed to restore credibility in
the area of Stability of money and the finan-
cial system.

These actions include, in particular—Ilet us
recall—the abolition of the bank tax and the
exemption of deposit interest from the capi-
tal gains tax (the so-called “Belka tax”). We
have consistently maintained, and continue to
maintain, that if only one of these measures
were to be implemented due to the deep fiscal
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imbalance, priority should be given to the ab-
olition of the bank tax. We have also repeat-
edly emphasised that its fiscal costs could be
reduced by limiting the exemption to newly is-
sued loans.

Admittedly, the Ministry of Finance has an-
nounced a reduction of the bank tax by
10 per cent in 2027 and by 20 per cent from
2028 onwards (relative to the current year).
The Ministry recognises that this tax discour-
ages lending activity, as it provides an addi-
tional incentive to replace loans with govern-
ment bonds, which, unlike loans, are exempt
from the tax. The purchase of such bonds not
only - as elsewhere - does not require banks
to commit their own capital, since the regu-
lator allows them to be assigned a zero-risk
weight, but also reduces the effective tax rate.

Nevertheless, the announced timeline for re-
ducing the bank tax remains distant. To make
the matters worse, the reduction is to be pre-
ceded by an increase in the corporate in-
come tax (CIT) rate for banks to 30 per cent
in 2026, which is expected to remain elevat-
ed at 26 per cent in 2027 and 23 per cent from
2028. According to the Ministry’s estimates,
the total tax burden on banks, already among
the highest in the European Union, would in-
crease by over PLN 20 billion over the next de-
cade, including by PLN 6.5 billion in the com-
ing year. Furthermore, the manipulation of CIT
rates depending on the profitability of partic-
ular types of activity bears the hallmarks of
an additional tax levy. Such measures hinder
allocation of resources to their most produc-
tive uses, increase uncertainty for all business
activity, and complicate assessment of invest-
ment profitability.

This year, however, a positive signal has emerged
- the Ministry of Finance has proposed the in-
troduction of the Personal Investment Account
(Osobiste Konto Inwestycyjne, OKI). Although
the primary objective of this measure is to pro-
mote development of the capital market, under
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this scheme, deposits up to PLN 25,000 will
also be exempt from the Belka tax.

Labour protection and safety

Due to the changes taking place in the economy
and the labour market, it is essential to con-
tinuously adapt competencies and skills to the
evolving needs of the labour market. This ap-
plies in particular to people at risk of job loss as
a result of structural changes, such as the tran-
sition towards green economy and the grow-
ing role of technology, including the use of ar-
tificial intelligence in production and services.

Therefore, it is necessary to promote a wide
range of forms of adult learning, particularly
those aimed at developing digital competen-
cies, including the ability to work with Al tools,
as well as skills aligned with the requirements
of green economy. This primarily concerns in-
dividuals at risk of structural unemployment:
those with low qualifications and employees in
sectors and occupations likely to be phased out
due to structural transformation.

Ongoing demographic changes and the de-
cline in the working-age population necessi-
tate greater mobilisation of this group. Data
show that the employment rate among people
aged 55-64, particularly women, remains low.
It is necessary to extend professional activity
and increase employment, especially among
women and people over the age of 50. On the
one hand, this will help maintain labour mar-
ket potential; on the other, it will contribute to
higher pension levels in the future.

Data also indicate a growing share of migrant
workers in the labour market—by March 2025,
foreigners accounted for 7.4 per cent of indi-
viduals insured with the Social Insurance In-
stitution (ZUS), compared with 5.4 per cent
in December 2021. Proper integration of mi-
grants and the development of awareness of
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the society’s growing multicultural charac-
ter are essential to maintaining labour market
stability and social cohesion.

Quality of public services

Despite the increase in spending on education,
the results are not reflected in students’ per-
formance. Poland’s declining position in the
regional rankings is a matter of concern. It is
necessary to link funding with achieved out-
comes, improve the quality of education, and
modernise curricula—particularly in the areas
of digital, analytical, and language competen-
cies. It is also essential to enhance attractive-
ness of the teaching profession and to develop
modern educational infrastructure.

We also recommend strengthening the coher-
ence and efficiency of the healthcare system,
with a particular focus on prevention and ac-
cessibility of services. The positive trend in the
health domain results primarily from improved
self-assessment of health status and an in-
crease in healthy life expectancy; however, the
low level of public expenditure on healthcare
(below 5 per cent of GDP) limits sustainabili-
ty of these improvements. Preventive health-
care and family medicine should play a greater
role, the availability of specialist services must
be improved, and tools for evaluating the effi-
ciency of expenditures should be implemented.
Strengthening public health will contribute to
increased labour productivity and a reduction
in the social costs of diseases.

The third recommendation is to further devel-
op a digital state resilient to threats through
the integration of e-government with cyber-
security. Poland has made notable progress in
the area of e-government; however, stagna-
tion in cybersecurity and the growing number
of cyberattacks pose a serious risk to the effi-
cient functioning of public services and public
trust. It is therefore necessary to strengthen the
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state’s resilience to digital threats by central-
ising security standards across public admin-
istration, developing human resources in the
field of cybersecurity, implementing a national
cyber hygiene programme, and improving inci-
dent monitoring. These measures are essential
for maintaining the continuity of public servic-
es and ensuring digital security of the economy.

Climate and environment

Countries such as Italy and Spain are able to
transition relatively more easily to a low-emis-
sion economy, whereas Poland, the Czech Re-
public, and Slovakia face significantly greater
challenges. In the Central European countries,
heavy industry and energy-intensive sectors
continue to play an important role in the eco-
nomic structure.

Therefore, derogations for these countries
in meeting the EU’s emission reduction tar-
gets must remain in place over a longer pe-
riod. A good example of such an approach is
Poland’s conditional derogation, obtained in
August 2025, allowing the continued opera-
tion of the capacity market for older coal-based
technologies.

In order for the anticipated reform and the ex-
pansion of the Carbon Border Adjustment Mech-
anism (CBAM) to serve as an effective tool for
combating climate change and reducing emis-
sions, rather than an additional burden lead-
ing to marginalisation of European industry
in global markets, it is essential that they take
into account risks of circumvention and abuse,
including the problem of double taxation of
semi-finished products and artificial reclas-
sification of customs categories.

In Poland, there is no tax on waste incinera-
tion or on waste transported for incineration
(waste incineration plants pay environmental
charges for gas and dust emissions). The in-
troduction of fees or taxes on waste inciner-
ation could increase profitability of recycling
and reuse of materials.

Compliance with international

obligations
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The Polish government should, in close coop-
eration with the Venice Commission and the
European Commission, draft legislation aimed
at restoring the rule of law through methods
consistent with the acquis communautaire and,
consequently, ensuring Poland’s compliance
with its international obligations arising from
the EU membership.

At the same time, the authorities should launch
a nationwide information campaign with a view
to increasing to a significant degree public
awareness of judicial reforms and of the obli-
gations stemming from Poland’s membership
in the European Union.

The Sejm of the Republic of Poland should adopt
the aforementioned legislation and subsequent-
ly submit it for the President’s signature. In
the event of a presidential veto, the govern-
ment should take measures to implement at
least part of this legislation through appropri-
ate executive regulations.
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Rafat Benecki

Gtéwny Ekonomista,
ING Bank Slaski

Leszek Kasek

Starszy Ekonomista,
ING Bank Slaski

Commentary of the ING Bank Slaski on the 4t Edition
of the Poland’s Economic Credibility Index (IWEP)
2025

New, expanded edition of the WEP: The current fourth edition of the In-
dex of Poland’s Economic Credibility (IWEP) is an update and expansion of
previous editions to include additional countries — Spain, Italy, and Lithu-
ania. Traditionally, the IWEP provides an in-depth analysis of the quality
of economic policy which affects how countries are perceived by financial
markets. The IWEP can be regarded as a unique extension of the country
reviews conducted by rating agencies. These are focused on macroeconomic
policy, particularly fiscal and monetary, rather than macro-structural poli-
cy. As always, reading the new report offers a valuable synthesis of knowl-
edge about Poland and other Central and Eastern European (CEE) countries,
as well as comparisons with other nations. However, while the inclusion
of Lithuania seems fully understandable to us due to this country’s sim-
ilar transformation history to other CEE countries, the report somewhat
lacks justification for the inclusion of Italy and Spain. These countries are
not among the EU leaders in most of the ten IWEP dimensions, and in our
opinion, Poland should rather seek inspiration for reforms from the lead-
ing EU countries in terms of the quality of economic policies.

Institutions matter for the development of a country and its real conver-
gence: In last year’s commentary to the State Economic Credibility Index
(IWEP), we wrote that the reform proposals based on the IWEP resonate
well with the achievements of institutional economics. Last year’s Nobel
Prize in Economics, awarded to Professors D. Acemoglu, S. Johnson, and J.
Robinson, emphasises the role of institutions in the prosperity of nations.
There is a large body of empirical research, including our own, which con-
firm that poor quality of legislation and instability of taxes or regulations
exert a negative impact on investment and economic growth. The work of
this year’s Nobel laureates in economics (Professors J. Mokyr, P. Aghion,
and P. Howitt), awarded for their research on sustainable growth driven
by technological progress and innovation, is generally consistent with the
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postulates from the area of Freedom of business activity in the IWEP. In
the case of Aghion and Howitt, the Nobel Committee recognised their the-
ory of sustainable growth through the process of creative destruction. This
process is at the same time creative for some companies and destructive
for others which fail to adapt to technological changes. Enabling this pro-
cess, among others, through deregulation, constitutes a necessary con-
dition for transforming the Polish economy from a model based on low
labour costs to one based on innovation and higher productivity. In our
country, there still remain reserves for further reallocation of resources
from the low-efficiency small and medium-sized enterprise sector to-
wards more productive sectors, such as advanced industry, for instance,
the defence industry, which has prospects for significant development in
the coming years, or the business services sector.

Poland’s IWEP in comparison with other countries and the apparent im-
provement in the years 2023-2024: According to the aggregate results
of this year’s IWEP, and similarly to the previous year, Poland outper-
formed only Hungary and Romania among the analysed group of coun-
tries. In the overall classification (generally based on the 2024 annual data),
Lithuania and the Czech Republic achieved the best results. This classi-
fication reflects the current assessments of rating agencies, according to
which Poland’s rating is higher than that of Hungary but lower than that
of the Czech Republic. Although Poland’s IWEP score has improved over
the past two years, this improvement was recorded in all countries with
the exception of Spain; therefore, Poland’s relative position in compari-
son with other countries has hardly changed. The overall IWEP score for
Poland still remains below the level recorded in 2015, the year from which
the authors of the report began calculating the index.

The results for individual areas of the IWEP show that Poland’s existing
weaknesses persist, while some of its former strengths are beginning
to fade: in comparison with other Central and Eastern European countries
and based on the 2024 data, Poland performs as follows:

= Very poorly in the area of credibility of public finances (Poland is the
only country in the analysed sample of eight countries in which, in
2024, all four dimensions in the area have negative values),

= Poorly in the areas of: freedom of business activity (a regression is
visible in this area); stability of money and the financial system; cli-
mate and environment; and compliance with international obligations,

= Moderately in the area of rule of law,

= Well in the area of Labour protection and safety,

= Very well in the area of quality of public services (in this area, how-
ever, a regression has been observed in recent years in the education
dimension).
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This means that Poland still has significant potential for improvement in
terms of the structural and macroeconomic policy mix. Loose fiscal policy
limits the scope for easing of the monetary policy, which exerts a negative
impact on investment and economic growth. The improvement of Po-
land’s IWEP would be an appropriate response to the major challenge of
the exhaustion of the economic growth model based on cheap and acces-
sible labour, as well as to challenges related to security, demography, en-
ergy and climate, and to the stimulation of innovation, including the im-
plementation of AI, which is a priority for the world’s leading economies.
In our assessment, the failure to undertake reforms may pose a risk of so-
cial trust erosion, rising costs, and the loss of development opportunities.

Recent downgrades of Poland’s rating as a warning signal for policymak-
ers: Both the WEP assessments in the area of credibility of public finances
and the results of the IWEP expert survey on threats in the coming years
indicate the necessity of public finance reform. In mid-September of this
year, another rating agency (Moody’s, previously Fitch) downgraded Po-
land’s foreign currency credit rating to “negative” from “neutral,” while
maintaining the rating itself at “A2.” The agency stated that the deci-
sion reflects a “significantly weaker” forecast of fiscal indicators com-
pared with previous expectations and that fiscal strength and policy ef-
fectiveness in comparison with the current assessment may deteriorate
if the government fails to cope with spending pressures and obstacles to
increasing revenues. According to the agency, the outlook on Poland’s
rating could return to stable if the country embarks on a credible path of
fiscal consolidation. Otherwise, the rating itself may be downgraded. Ad-
ditional pressure on the credit rating may result from significant deterio-
ration in regional security, particularly in the case of more concrete sig-
nals of a withdrawal of support from the United States, or a major attack
on Poland’s border by Russia (the current assessment already accounts
for an elevated level of geopolitical risk). In our view, the downgrade of
the rating outlook constitutes a yellow card for policymakers and a strong
signal indicating that the lack of cooperation between the key centres of
power is detrimental to the economy and the state.

Already today, financial markets assess Poland’s creditworthiness more
negatively than rating agencies do: Quotes of the Polish foreign currency
debt now assess Poland’s rating almost two notches below that the one
assigned by Moody’s and one notch below the rating given by Fitch and
S&P. In the PLN government bond market, the most tangible manifesta-
tion of the lower assessment is the fact that the share of foreign inves-
tors in the debt market for PLN-denominated government bonds amounts
to only 12%. This is the lowest level on record (since such data has been
collected, i.e. since 2004) in Poland and lower than in the CEE countries.
Poland has been “working” towards such result systematically for many
years, and the reasons which have “driven away” foreign investors from
the Polish zloty debt market include large borrowing needs, a high deficit,
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the absence of political debate on the need to reduce the deficit, and the
unclear reaction function of the central bank.

The need to expand production capacity in the defence sector: In the
difficult external environment for Poland (more than 3.5 years after the
start of the full-scale Russian war in Ukraine, and the more protection-
ist policy of the U.S. administration under Donald Trump), a major chal-
lenge for Poland and other countries in the region lies in the rapid de-
velopment of their own production capabilities in the armaments sector.
The high current and expected defence expenditures, as well as the avail-
ability of public and private financing, call for a clearer emphasis on this
dimension. The response of the European Union to the reduced involve-
ment of the United States as a security guarantor is positive (ReArm Eu-
rope and SAFE programmes), but the response of individual countries is
less encouraging. The further west one goes, the lower the willingness to
increase defence spending to the NATO-recommended level of 5% of GDP,
with the exception of Germany, which has adopted more ambitious plans.
Importantly, for many countries, defence spending is not only a reaction
to the military threat from Russia but also a key element of the develop-
ment agenda, aimed at increasing the innovativeness of the defence in-
dustry as well as the civilian one. It will be the quality of state institu-
tions which determines whether Poland is able to transform these massive
defence expenditures into a significant development stimulus. The ar-
mament programme may become an element of a much-needed indus-
trial policy. The quality of this policy and the outcomes of the enormous
public expenditures depend on the level of development of state institu-
tions. Otherwise, the surge in defence spending will lead to an increase in
debt, with little benefit for the local industry or the economy’s potential.

Response to the growing competition from Asia: Our survey among en-
terprises, as well as foreign trade statistics, shows that China poses an in-
creasing competitive threat to European economies, including the Polish
one. The pace of Al technology development in the United States and Chi-
na significantly exceeds that observed in Europe. Economies at different
levels of development have their own strategies for introducing Al, rang-
ing from Estonia through Greece and Lebanon to the United States. The
paths of AI technology development differ—from a strong private sector
in the United States, through the rapid digitalisation of the public sector
in Greece, based on the assumption that the digitalisation of administra-
tion can act as an accelerator of these changes in the private sector, to
China, where the priority of the State’s industrial policy lies precisely in
high-tech sectors, while traditional industry can expect decreasing sup-
port. In order to keep pace with these changes, there are required strong
institutions, including an apolitical and highly qualified civil service. Com-
petent public officials are essential for effective implementation of eco-
nomic policy aimed at enhancing competitiveness of the economy, which
can serve as a response to pressure from Asia. The rebuilding of the civil
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service, an element of strengthening the state’s credibility, should be one
of the priorities of Poland.

The need of redefinition of the growth model of Poland and other CEE
countries: Our recent studies emphasise the need to redefine the existing
growth model in Poland towards one based on investment and innovation.
The need to support the efficient allocation of limited labour resources is
discussed, among others, in our recent regional report Directional Eco-
nomics CEEMEA. From working hard to working smart. Far-reaching
changes are necessary to sustain Poland’s high economic growth, which
remains a key foundation of the country’s still strong credit rating. It is
this growth that allows Poland, for now, to service its rapidly increasing
public debt. We believe that the current state of political debate is insuf-
ficiently focused on supporting the supply side of the economy. Howev-
er, the WEP report does provide many specific reform-oriented recom-
mendations.
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From the outset of our work on the Country’s Economic
Credibility Index Report, we have sought to emphasise that
the economic credibility of a given country is determined
not only by the current condition of its economy but
also—and, in fact, above all—by the model of the state
and the resulting approach to economic and social poli-
cy. The presented system of indicators is interdisciplinary
in nature and reflects the extent to which changes in the
model of the state and its institutions lead to changes in
public policy which affect Poland’s economic credibility.
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