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Abstract

EU catching up countries, which operate in a monetary union with highly developed
countries, recorded good economic results until the 2008+ crisis. However, their resistance
to the economic recession turned out to be much lower than that of the economically
stronger countries (except Poland). The discussion on deepening monetary integration,
which has been going on for several years, will make countries outside the euro area face a
difficult decision - to maintain the current status quo or adopt the common currency. The
authors recognized that the basis for the decision in this matter should be the level of
economic convergence with the more developed countries of the EMU. That is why the aim
of the paper is to assess the level of economic convergence of Poland with selected countries
- with the highest level of development (Austria, Germany, France, the Netherlands) and
catching up ones (Spain, Portugal and Slovakia). The time range of the analysis covers the
years 2002-2019. The following economic indicators and measures of convergence were
used: GDP and GDP per capita, labor productivity, employment, investments, unit labor
costs, TFP, unemployment, exports and inflation, as well as indicators illustrating the
situation in public finances and external equilibrium. The empirical analysis was based on
the OCA theory. The main result of this analysis is that Poland has made great progress in
meeting the criteria of economic convergence, but there is still a risk of economic shocks,
which may lead to a decline in the competitive advantage and exports, and consequently
GDP dynamics.

Keywords: Monetary Union, The OCA Theory, Poland’s Catching Up Effects, Risks of
Limiting the Benefits from The Common Currency.

Introduction Treaties. However, due to the lag in the

economic development in relation to the
By joining the European Union, Poland and countries operating in the common
other Central and Eastern European currency area, the new member states from
countries committed themselves to the CEE obtained a special status allowing
introduction of the euro in the Accession them to postpone the euro adoption date.

The official EU documentation terminology
uses the name of countries with a
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derogation, which are obliged to pursue a
policy accelerating the reduction of the
economic distance in relation to more
developed countries and a policy of
structural changes driven by technological
progress.

The adjustment of the economy to the
effective functioning in the common
currency area consists in reducing the
economic and technological gap and
catching up with countries with a higher
level of development. As a result, the new
member states have greater opportunities
to permanently meet the treaty criteria of
the monetary union. Even more important
from the point of view of effective
participation in the euro area, ie. the
possibility of achieving not only economic,
but also social and political benefits, is the
fulfilment of the conditions for
participating in the monetary union
defined by the authors of the Optimum
Currency Area (OCA) theory. In the
conditions of high economic openness and
the  increased interdependence  of
development processes in the global
dimension, as well as the rising impact of
the foreign exchange and financial market
on the real economy, the interest of
countries in a more advanced monetary
integration is growing. The free movement
of capital and speculative transactions
contribute to the destabilization of
exchange rates and financial markets. In
the conditions of growing risks and
uncertainty in doing business, as well as
recurring financial and economic crises,
countries without currencies of recognized
international credibility are increasingly
interested in joining monetary unions. For
these reasons, some of the CEE countries
adopted the euro (Slovenia, Slovakia,
Estonia, Latvia, Lithuania), and Poland, the
Czech Republic, Hungary, Bulgaria and
Romania have retained their national
currencies. On the one hand, these new
premises support the introduction of the
euro throughout the European Union, but
on the other hand, the effects of the 2008+
crisis contributed to a decline in the
interest of Poland, the Czech Republic and
Hungary in implementing the euro.

In 2008-2009, there was a significant drop
in investment and consumption demand;
capital flowing away to home countries, the
inability to pursue a national monetary
policy and the lack of a mechanism of the
nominal exchange rate limited the
possibilities of intensifying adjustment
processes and mitigating the effects of the
crisis. Such a situation was interpreted as a
weakness of the monetary union resulting
from the incapability to adjust the
countercyclical policy to the course of the
business cycle in individual countries, and
the greater possibilities of smoothing the
business cycle in countries with their own
currency were emphasized.

Another argument undermining the
benefits of catching up countries, resulting
from joining the monetary union, were the
consequences of the 2008+ crisis in Greece,
Spain and Portugal. They incurred high
costs of the structural maladjustment of
economies to the common currency area
created by more developed countries. The
effects of the crisis seriously damaged the
image of the euro area as a group of
countries in which the game of economic
and political interests of countries prevail
over the pursuit of greater economic and
social cohesion as well as the improvement
of the governance model of the common
currency area. A noticeable change in the
public perception of this situation was a
significant drop in support for the
introduction of the common currency in
Poland. As a result, the interest of the
national authorities in conducting a
consistent policy aimed at abrogating the
derogation concerning the accession to the
third stage of EMU also decreased. There
was also a polarization of positions on this
issue among politicians and economists
from academia and business. Taking into
account the problems with maintaining the
macroeconomic equilibrium in the euro
area, the problems that have occurred in
the global dimension and the growing
economic and political uncertainty, as well
as the EU strategy leading to the
strengthening of the position of the
common currency in the grouping's
territory, it is worth asking two questions:
Has Poland already reached such a stage in
economic development that ensures the
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realization of the benefits of belonging to the
monetary union and has the 16-year
membership in the EU favored the
adjustment of the economy to the conditions
of functioning in the monetary union? What
are the biggest threats that may increase the
costs of adopting the common currency?
Such questions are justified by the
economic outcomes of Poland: high and
sustained long-term economic growth and
increase in labor productivity, TFP and
exports.

Purpose and Research Method

The aim of the paper is to assess the
adjustment process of the Polish economy
in terms of the pace of reducing the
development and technological gap with
regard to ensuring the benefits of adopting
the euro. The starting point for the
implementation of the research objective is
the assessment of Poland's economic
position in relation to the euro area and its
selected countries. A more detailed
approach to the research goal is expressed
in research questions: What are the
strengths of the Polish economy? In what
areas is there the greatest risk of negative
effects of giving up the national currency?
The analysis of the process of adjustment of
Poland’s economy to the euro adoption and
the level of convergence achieved within
the EU is confronted with the experiences
of Spain and Portugal. More broadly, the
analysis of Poland's economic performance
covers two groups of countries: catching up
and highly developed. The first group
includes: Poland, Slovakia, Spain and
Portugal, while the second are the hard
core countries: Austria, Germany, France
and the Netherlands.

In the assessment of Poland's adjustment
process to the adoption of the euro and its
economic position in relation to the euro
area and selected countries, the following
average periodic indicators were used:
growth/decline of GDP, labor productivity,
employment, investment, unit labor costs,
TFP, unemployment, exports, inflation and
changes in general government net lending,
balances on current accounts, public debt
in relation to GDP and measures of
convergence (GDP per capita according to

purchasing power parity EA = 100). The
analysis of the indicators was carried out
with the distinction of three 6-year periods:
2002-2007 (relatively good economic
situation), 2008-2013 (recession-stagnant),
and 2014-2019 (post-crisis recovery). The
analysis is based on data obtained from the
following databases: Ameco, Eurostat,
OECD, The Conference Board and UNCTAD.

Preconditions of potential benefits of
participating in the monetary union
- theoretical introduction

The significance of exchange rates as the
price of money and an adjustment
mechanism in the process of restoring
current account equilibrium gained
importance with the development of
international trade and the growing trade
openness of countries. In the 19th century,
customs unions and monetary unions were
aimed at eliminating trade barriers and
reducing the risk of exchange rate
volatility. The theory of market and
monetary integration began to develop
intensively from the 1960s, when the
creation of the European Economic
Community was a confirmation of the
commitment of France, Germany, Italy,
Belgium, the Netherlands and Luxembourg
in building a common Europe. Initially,
theorists of the economic integration
focused their attention on the benefits of
market integration. Pioneering
contributions to the development of the
integration theory were made at that time
by B. Balassa (1962) and R. A. Mundell. The
first of them presented the differences
between the countries of the premises and
the goals of integration, but above all
defined the stages of the gradual
advancement of integration, emphasizing
the legitimacy of sequentially achieving
higher and higher stages. In 1973, in the
conference materials, B. Balassa presented
his position on the monetary union,
claiming that in the common European
market, the appropriate exchange rates
should be crawling pegs, but the ultimate
goal - the monetary union (Balassa 1973).

The author who initiated the most
important discussion to date on the
monetary union, known as the Optimum
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Currency Area (OCA) concept, was R. A.
Mundell. He considered the optimum
currency area to be a region whose borders
are determined by the internal mobility of
production factors (labor and capital) and
the lack of external mobility (Mundell,
1961). The second pioneer of the OCA
concept was P. B. Kenen and he did not
agree with the criteria defining the limits of
OCA presented by R. A. Mundell. He
recognized that the optimal currency area
can be created by countries diversified in
terms of production and exports, but at the
same time similar in terms of economic
structures (Kenen, 1969). Diversification of
production and  exports  mitigates
asymmetric shocks, as the fall in demand
also varies depending on the spheres of the
economy and product groups. Small
countries with specialized economies are
most exposed to asymmetric shocks. In
contrast, the similarity of the structures of
the monetary union’s economies is
important from the point of view of the
possibility of unifying economic policies,
but it is also treated as a criterion of the
achieved level of economic development.

The third pioneer of the traditional OCA
concept is R. I. McKinnon (1963). He
considered trade openness to be the most
important criterion for creating an optimal
currency area due to the large impact of
world prices on domestic prices, also as a
result of changes in exchange rates. He
argued that the monetary union and fixed
exchange rates had the potential to
stabilize prices. However, in conditions of
low openness, floating rates are a more
effective  mechanism for  achieving
equilibrium.

In conclusion, it is worth noting that: 1) the
traditional concept of OCA was created in
the 1960s and originated from the
Keynesian economy, 2) its authors focused
on defining such OCA criteria that would
reduce the costs of abandoning the
economic policy instrument and the
external equilibrium mechanism, which is
the exchange rate, 3) the OCA concept was
developed during the functioning of the
monetary system established in Bretton
Woods, that was based on fixed exchange
rates and the dollar - losing its purchasing

power since the beginning of the 1960s,
which resulted in an increased interest in
the discussion on methods of limiting
currency risk in international transactions,
4) traditional OCA concepts remained
theoretical assumptions without the
possibility of empirical verification.

The evolution of the monetary union
theory, including the OCA concept, was
influenced by: 1) changes in the situation in
the world economy, 2) changes in the rules
of the international monetary system, 3)
destabilization of currency relations in the
world, and 4) the acceleration of monetary
integration in the EEC after the
presentation and adoption for the
implementation of the Werner plan
(economic and monetary union, 1970/71).
In 1971-1973, the dollar-gold system
collapsed. The transition of most countries
to floating exchange rates (1973) brought
about a fundamental change in the
conditions of international trade due to the
increased exchange rate risk and price
competitive advantage. The destabilization
of monetary relations was deepened by
energy crises and rising inflation. After the
abolition of the golden dollar parity, the
EEC established its own European Unit of
Account (1975) based on a basket of the
currencies of nine member countries.
Changing the rules of functioning of the
international monetary system, the effects
of introducing floating exchange rates, high
inflation and manipulation of exchange
rates in order to increase the
competitiveness of exports by the Member
States of the Community threatened the
development of mutual trade (Mucha-
Leszko, 2007, p. 49). In the ensuing
situation, the priority was to stabilize
monetary relations of the Community. The
plan to establish its own zone of currency
stability was negotiated and prepared in
the second half of the 70s. It was justified
by three basic factors (Swann, 2000, p.
209): 1) The general lack of acceptance of
floating exchange rates after the collapse of
the Breton Woods system, 2) The favorable
impact of fixed exchange rates on cross-
border business activity, allowing for real
calculation of costs and income from
exports in the national currency, 3) The
destabilizing impact of fluctuations in
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exchange rates, including, especially, the US
dollar, on the real economy. As a result of
decisive actions inspired by France, in
agreement with Germany, in 1979, the
European Monetary System (European
Bretton Woods) was introduced in the EEC.
In addition to the above-mentioned factors,
the evolution of the concept of optimum
currency area was influenced by the
decline in the importance of Keynesian
economics in favor of neoclassical
economics.

F. P. Mongelli calls the 70s the period of
reconciliation in the development of the
OCA concept (Mongelli, 2002, p. 11-14).
The benefits and costs of joining the
monetary union continued to be analyzed
and assessed. The number of OCA criteria
increased, the scope and degree of trade
and investment ties between countries
were taken into account, as well as the
comparability of inflation. The research
was deepened by estimating the benefits
and costs of joining the monetary union as
a whole and for individual countries. The
largest contributions to the scientific
achievements regarding the OCA concept
were made in the 1970s by: Corden,
Mundell, Ishiyama, and Tower and Willet.
In 1973, R. A. Mundell revised his views on
the monetary union, treating it as a way to
limit the manipulation of exchange rates in
trade policy and as an opportunity to
create a currency reserve pooling that
could absorb asymmetric external shocks
(Verde, 2009, p. 113). W. M. Corden (1972)
considered the possibilities of absorbing
demand shocks which countries may
experience after joining the monetary
union, when the real exchange rate rises
and causes a decrease in export
competitiveness. He came to the conclusion
that the most effective mechanism for
restoring external equilibrium is price and
wage flexibility (Mongelli, 2002, p. 12). L.
Ishiyama (1975) argued that every country
interested in functioning in a monetary
union should estimate the benefits and
costs from the point of view of its economic
goals, taking into account the consequences
resulting from conducting the welfare state
policy. He also pointed out that optimum
currency areas are at risk if one criterion is
used as the justification for their creation. L.

Ishiyama, like W. M. Corden, attached great
importance to the comparability of
inflation rates between countries aspiring
to OCA. This was understandable because
after the price-stable 1960s, inflation in
many countries was double-digit and
geographically diverse. The development of
the OCA theory in the 1960s and 1970s did
not increase the interest in empirical
research in this field, and the need for it
was noticed by E. Tower and T. Willet
(1976) (Mongelli, 2002, p. 12).

After the second energy and economic
crisis (1979-1982), monetary relations in
Europe began to stabilize. The anti-
inflation policy imposed by Germany
within the European Monetary System
contributed to the decline in inflation and
the stabilization of exchange rates (from
the mid-1980s). Currency stabilization in
the world was much slower. The
international monetary system, based on
floating exchange rates and key currencies,
did not ensure the effectiveness of the
foreign exchange market adjustment
mechanism. The expanding international
financial market and the US monetary
policy had an increasing influence on
exchange rate movements. Current account
imbalances required the coordination of
monetary policies to prevent the growing
diversification of benefits from
international trade (Mucha-Leszko and
Twarowska, 2016). Despite problems with
stabilizing currency relations in the global
dimension, fluctuations in the exchange
rates of the largest economies in the 1980s
were smaller than in the previous decade.
Due to the reduction of currency risk, the
interest of economic theorists in the OCA
concept decreased.

A decisive revival of discussions and
research on the monetary union took place
together with the presentation of an
alternative approach to the OCA concept in
the  publication of the European
Commission (Commission of the European
Communities, 1990). It was fundamentally
different from the real OCA criteria. The
authors of the new concept of the monetary
union considered the nominal economic
criteria determining  the stability
thresholds of prices, public finances and
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exchange rates for the EMU candidate
countries as sufficient to create a common
currency area. The countries' qualification
for Stage Il of the EMU took place under
the conditions of sharp discussions
between France and Germany regarding
the introduction of the single currency in
the economically weaker southern EU
countries, which clearly formed a separate
area, peripheral in relation to the countries
constituting a coherent economic group of
the EMU's hard core (Germany, Belgium,
the Netherlands, France and Luxembourg).
Political considerations prevailed and the
euro area, established on 1 January 1999,
included 11 countries. Theoretical
achievements concerning the criteria
which should be met in order to reap the
benefits of the common currency, including
higher economic efficiency, were not of
great importance. Moreover, the authors of
the OCA concept formulated warnings that
there is a risk of asymmetric shocks and
economic problems in a monetary union
that does not meet the OCA criteria (e.g.
Mundell, 1961, Haberler, 1970, Fleming,
1971). Examples of countries that did not
meet the OCA criteria and adopted the euro
were, among others, Portugal and Greece.
Their  economies were the most
structurally unadjusted to the economies of
core countries. Portugal joined the EMU
with a large development gap expressed in
low labor productivity (about 1/3 of that in
Germany), a large share of traditional
industries in the economy, and low
competitiveness of exports based on labor-
intensive products. Moreover, as late as
1995, Portugal did not meet any of the EMU
criteria laid down in the Maastricht Treaty.
This goal was achieved as a result of an
intensive anti-inflationary policy and
budget savings, and thanks to general
government revenues from the
privatization of state-owned enterprises
(Mucha-Leszko and Kakol, 2011).

In connection with the arrangements made
on the implementation of the EMU at the
meetings of the European Council in
Strasbourg (December 8-9, 1989) and in
Rome (October 27-29, 1990), nominal
criteria were agreed upon to define the
boundaries of the common currency area.
They have been narrowed down to the

stability of prices, exchange rates and
public finances. These findings sparked an
increased interest in research into
potential countries that could create an
EMU in light of the OCA criteria. The
authors of this type of empirical analyses
examined the degree of homogeneity of the
potential currency area and identified
groups of countries within the EMU in
terms of similarities in the characteristics
of economies. T. Bayoumi and B.
Eichengreen (1992, pp. 34-36) investigated
the correlation of demand and supply
shocks between EU countries and
compared the level of shock correlation
between EU countries and US regions in
1963-1988. The obtained results showed:
1) greater idiosyncratic nature of demand
shocks, 2) higher degree of correlation of
demand shocks in the group of core EU
countries, 3) larger fluctuations in demand
and greater idiosyncratic nature of shocks
in peripheral countries than in the EU’s
hard core. In addition, the authors of these
studies found a significant convergence in
the scale and coherence of the demand
shocks of Germany, France, Belgium, the
Netherlands, Luxembourg and Denmark
with the US regions. T. Bayoumi and B.
Eichengreen (1996, 1997) and many other
authors tested the economies of the EU
countries in terms of meeting the OCA
criteria (Artis, 2002; Jager and Hafner,
2013). The examination of the economic
homogeneity of the common currency area
and OCA properties, which accelerates
adjustment processes in the event of
asymmetric shocks (price and wage
flexibility, labor mobility, financial market
integration and financial transfers), was
and is of fundamental importance in the
conducted analyses. Whereas, from the
point of view of the risk level of
asymmetric shocks, the following are
essential: GDP per capita, GDP growth rate,
level of labor productivity, unit labor costs,
similar = economic  structures, trade
openness, degree of specialization, and
intraregional trade. All studies conducted
to assess the fulfillment of the OCA criteria
by candidate countries to the EMU, and
those already operating in the euro area,
showed: 1) The differentiation of countries
in terms of GDP per capita, labor
productivity and economic structures, 2)
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The impact of this differentiation of
economies on reducing the effectiveness of
adjustment mechanisms and on increasing
the sensitivity to asymmetric shocks.

There is a conviction that the idea of
European economic integration is still
based on the endogeneity hypothesis,
which was a real breakthrough in the
discussion on the OCA criteria after it was
presented by ]. Frankel and A. Rose (1998).
According to their position, the single
currency contributes to the rise in the
intensity of trade, and the growing
economic interdependence results in an
increasing synchronization of business
cycles. As a consequence of these
processes, the pace of convergence within
the common currency area is enhancing
and the OCA criteria can be met ex post.
The 2008-2009 financial and economic
crisis, the prolonged economic stagnation
(until 2014) and the scale of the crisis of
public finances led to deepening the
divergence processes in the euro area
(Mucha-Leszko, 2016). The hypothesis
about the endogeneity of the OCA criteria
did not defend itself, but contributed to the
revival of the discussion on strengthening
the governance of the euro area by means
of monetary, fiscal and budgetary policy
instruments. It is about strengthening the
macroeconomic  stabilization  function.
Symmetric shocks also destabilize the
economies of the monetary union, so a
common euro area budget could be used to
mitigate cyclical fluctuations (Rosati,
2020). Moreover, symmetric shocks may
cause asymmetric effects resulting from the
structural maladjustment of economies.
For many years, P. De Grauwe has been
among the advocates of the common
budget of the euro area and the political
union. He lists three basic elements of a
political union (De Grauwe, 2009, pp. 24-
26): 1) the federal budget, 2)
institutionalization of the coordination of
policy  instruments influencing the
macroeconomic situation, 3) increasing the
responsibility of the EU institutions for
macroeconomic decisions, including the
ECB. R. Baldwin and Ch. Wyplosz are also
supporters of fiscal transfers, i.e. mutual
compensation of the effects of asymmetric
shocks in the EMU. They believe that the

only solution is to accept the community
and eliminate nationalist attitudes
(Baldwin and Wyplosz, 2009, pp. 337-340).
The existing controversies in the literature
regarding the OCA theory in the context of
the functioning of the EMU focus on the
problems of the scope of the
institutionalization =~ of macroeconomic
policy at the EU level (banking union and
fiscal union) (Kakol, 2017), which may
ensure higher efficiency of adjustment
mechanisms and acceleration of real
convergence.

Does Poland meet the criterion of real
economic convergence with the euro
area?

Long-term economic growth in Poland
continued for almost three decades (1992-
2019). As a result, the development gap in
relation to the countries of Western
Europe, which increased in the 1980s,
narrowed significantly. The pace of the
economic convergence process
significantly accelerated with the accession
of Poland to the European Union. At that
time, the following factors had the greatest
impact on the growth rate of the Polish
economy: an increase in  capital
expenditure, labor productivity, investment
in industry and infrastructure investment
financed from aid funds. Domestic demand
was also stimulated by cheap loans. The
rise in GDP was also influenced by foreign
direct investment, which in 2004-2019,
ranged from 4.8% to 1.7% of GDP, except
for 2013, when it amounted to 0.5% of GDP
(Table 6). In order to evaluate the results of
Poland’s economic convergence process,
tables 1-5 present the most important
economic indicators with the division into
three six-year periods (2002-2007), (2008-
2013) and (2014-2019). This division is
expected to show different convergence
outcomes and their sources. In the case of
Poland, such a division is of particular
importance because the effects of the
convergence process measured by the
increase in GDP per capita in relation to the
EA-19 average were the highest in the
recession-stagnation period and reached
11 pp. But in the six years before the crisis,
Poland's economic gap narrowed only by 6
pp (and by the same amount of 6 pp in
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2014-2019). This means that in the period
of crises and weak economic situation in
Europe and in the world, the Polish
economy not only remained on the path of

the economic growth, but also achieved a
3% increase in GDP (annual average),
while in the euro area, there was a decline
of 0.2% of GDP.

Table 1: Main economic indicators of Poland and selected Euro Area countries, annual
averages in 2002-2007

| fe| 2| z| S .E| 2| o] 8| z
Indicator/Country 3 Z 5 S | & =) 2 S 8
0 o 5 8 5 5| B | & a
o < = 2 o
Real GDP growth rate (%) 2.0 2.5 1.9 1.3 2.0 1.1 | 34 ] 69 4.5
Real labor productivity 1.0 21 1.3 1.2 1.4 1.3 ]1 05 ] 58 3.5
growth (GDP per hour
worked, %)
Real labor productivity as | 100.0 | 112.8 | 115.0 | 111.7 | 118.5 | 65.8 | 85.4 | 56.8 | 49.3
% of EA-19 level (GDP per
hour worked, EA-
19=100)
Total factor productivity -0.2 0.6 0.0 0.2 0.0 -0.7 |1 -09 1] 33 1.4
growth (%)
Investment growth (in %) 2.7 2.3 3.0 0.5 29 | -13] 54 ] 65 9.8
Employment growth 1.1 1.0 0.6 0.2 0.8 -0.2 | 35 1.1 11
(in%)
Unemployment rate (in 8.6 49 8.5 10.0 4.4 7.0 | 10.0 | 159 | 16.7
%)
Inflation rate (HICP) 2.2 1.8 2.0 1.7 2.0 28 | 33 | 47 2.1
General government -2.2 -2.4 -3.2 -2.6 -1.2 | 47| 0.7 | -3.7 -4.2
balance (% of GDP)
Gross public debt (% of 68.6 | 665 | 645 | 643 | 479 | 683 ]|43.6 378 | 453
GDP)
Growth in exports of 5.4 5.9 3.2 7.6 4.8 52 | 39 | 164 9.9
goods and services (%)
Increase in nominal unit 1.5 0.7 1.8 -0.3 1.6 20 | 3.2 | 27 -0.5
labor costs (%)
Current account balance 0.3 2.5 0.5 4.2 64 | -87]-641]-69 -3.9
(% of GDP)

Source: Own elaboration and calculations based on: Ameco (2020), Eurostat (2020), OECD (2020), and The

Conference Board (2020).

The pace of the convergence process was
lower in 2002-2007, as the GDP growth
rate in all surveyed countries was positive,
but varied considerably; the highest was in
Slovakia (6.9%), and Poland was second
with an average annual result of 4.5%. The
average annual GDP growth rates in
Portugal (1.1%) and Germany (1.3%) were
significantly below the average for EA-19
(2.0%). The main sources of Poland’s
economic growth in 2002-2007 were: an

increase in investment (9.8%), labor
productivity (3.5%) and exports of goods
and services (9.9%). It is also worth paying
attention to the increase in TFP, i.e. the
total factor productivity (1.4%), which
proved the reduction of the technological
gap in Poland. Nevertheless, Slovakia
achieved a higher pace of convergence; its
GDP per capita increased by 13 pp against
the EA-19 average, while Poland's result
was 7 pp (Table 4). Among the remaining
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countries, the rise in GDP per -capita
compared to the EA-19 average was
obtained by: Spain (6 pp), the Netherlands
(2 pp), Austria (1 pp), Portugal (1 pp).
Germany did not change its position, but
France lost 4 pp. In summary, regarding the
effects of the process of Poland's
convergence within the European Union
and the adjustment of the economy to
functioning in the common currency area,
it should be noted that in comparison to
Slovakia, Poland's results in 2002-2007
were modest. The main sources of the high
dynamics of the Slovak economy were:
foreign direct investment (in relation to
GDP) which was much greater than in
Poland, and the exceptionally high growth
of exports (16.4% on average annually), as
well as a greater increase in labor
productivity and TFP (5.8% and 3.3%)
(Table 1). Slovakia decided to introduce the
euro as early as 2009, i.e. in conditions of a
deep recession. The advantage of Slovakia
over Poland also consisted in a greater
reduction of the gap in terms of the level of
labor productivity in relation to the
EA=100, which in 2007, accounted for
63.3% of the euro area average, while in
the case of Poland, it was 51.4% (Table 5).
Labor productivity is the basis of
competitive advantage in trade and its low
level increases the risk of violating the
external balance after adopting the
common currency. This was especially
experienced by the peripheral countries,

although their imports declined in the
recessionary period and, consequently, the
current account deficit decreased.

As was emphasized, Poland's great success
in the crisis years 2008-2013 was due to
the sustained economic growth and high
dynamics of convergence. Poland's GDP per
capita in 2013 increased to 62% of the
average GDP in EA-19, i.e. by 11 pp. In
Slovakia, the dynamics of economic
convergence decreased and amounted to 6
pp, but the GDP per capita level achieved
indicated an improvement in Slovakia's
economic position in the euro area. It was
already 72% of EA-19's GDP. In other
countries, the losses of GDP varied in
individual years, and overall, their
economic positions in the euro area shifted
throughout the six-year period. Austria and
Germany were characterized by an
increase in positions measured in GDP per
capita. Both countries enlarged their
advantage in relation to the average GDP
per capita in EA-19 by 8 pp, and France by
3 pp (Table 4). The Netherlands suffered
major losses during the crises and its
economic advantage weakened by 4 pp. But
the greatest losses in the analyzed group of
countries, as well as a significant
weakening of the economic position and
destabilization of public finances, affected
Spain. The divergence process in terms of
GDP per capita in 2008-2013 was as much
as 10 pp, and in Portugal, 2 pp.

Table 2: Main economic indicators of Poland and selected Euro Area countries, annual
averages in 2008 - 2013

=z
Indicator/Country N g = E o e & ) g )
Ug \-) o ¢ g ;5’7 5 = = o

Real GDP growth rate -0.2 0.5 0.4 0.7 0.1 -1.3 | -13] 19| 3.0
(%)
Real labor productivity 0.7 0.6 0.4 0.5 0.3 1.2 1.7 | 1.9 | 3.0
growth (GDP per hour
worked, %)
Real labor productivity 100.0 | 116.2 | 1129 | 111.2 | 1184 | 679 | 879 | 65.8 | 56.4
as % of EA-19 level (GDP
per hour worked, EA-
19=100)
Total factor productivity | -1.0 -0.9 -0.9 -0.6 -1.0 -1.3 |]-10]-04 ] 04
growth (%)
Investment growth (in -3.2 -0.6 -0.9 -0.1 -3.4 -74 | -81]-1.3] 0.6
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%)

Employment growth -0.4 0.9 0.1 0.9 -0.1 -21 |-28]1 01| 04
(in%)

Unemployment rate (in 10.1 4.9 9.2 6.5 5.2 12.2 | 20.2 | 13.0] 9.2
%)

Inflation rate (HICP) 2.0 2.3 1.8 1.7 2.0 1.7 21 | 25 | 3.2
General government -4.3 -3.0 -5.3 -1.4 -3.6 -73 | -88 | -5.0] -5.2
balance (% of GDP)

Gross public debt (% of 84.4 79.5 84.8 76.8 61.1 | 106.4 | 67.6 | 42.7 | 52.4
GDP)

Growth in exports of 1.7 1.5 1.6 2.4 2.3 2.7 1.8 | 49 | 5.3
goods and services (%)

Increase in nominal unit 1.9 2.3 1.9 2.3 2.1 -0.1 05 ] 18| 2.5
labor costs (%)

Current account balance 0.1 2.5 -0.7 6.2 7.7 -64 | -29 | -2.7 | -44
(% of GDP)

Source: Own elaboration and calculations based on: Ameco (2020), Eurostat (2020), OECD (2020), and The

Conference Board (2020).

The high resilience of the Polish economy
to shocks in the conditions of the global
recession and the decline in GDP across the
EU in 2009 by over 4% increase the weight
of its 3% (average annual) GDP growth in
2008-2013 as compared to a decline of
0.2% in EA-19. Compared to Poland, the
GDP growth was significantly lower in
Slovakia (1.9%). The several factors had a
positive effect on the economic growth in
Poland: an increase in labor productivity,
investment, TFP, employment and exports.
When developing the issue of the sources
of the economic growth, it is worth
emphasizing that the main factor creating
domestic demand in Poland was public
investment related to the need to use EU
funds. Unemployment dropped
significantly compared to the previous
period, and the remaining macroeconomic
indicators did not signal any serious
imbalances (Table 2). Apart from the
above-mentioned factors, the positive
impact on the dynamics of the Polish
economy had a low real exchange rate and
low unit labor costs, which increased the
competitiveness of exports and,
consequently, the GDP growth rate (OECD
2014, p. 18). The inflow of FDI in relation to

GDP (annual average) decreased from
3.35% to 2.17%, but it was stable, except
for 2013 (0.5%) (Table 6). Foreign direct
investment (annual average) in Slovakia
decreased from 10.55% in 2002-2007 to
2.18% of GDP in 2008-2013 and ranged
from 5.5% to - 0.6% of GDP. The data show
that the reduced FDI could have caused a
slight decline in the GDP growth rate in
Poland. However, it had a major impact on
the decrease in the GDP growth rate in
Slovakia. Summing up, Poland's
macroeconomic results in 2008-2013
provided positive evidence of potential
opportunities to reduce the development
gap. Nevertheless, the positive assessment
of the adjustment process should also take
into account the level of labor productivity
in relation to the EA-19 average, and in this
respect, Poland did not catch up with
Slovakia. In 2013, these indicators were as
follows: labor productivity in Poland
accounted for 59.1% of EA level (EA-19 =
100), and in Slovakia 67.8% (Table 5).
Considering all the analyzed indicators, it
can be stated that in 2008-2013, Poland
reached the contact level of economic
homogeneity with the euro area.
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Table 3: Main economic indicators of Poland and selected Euro Area countries, annual
averages in 2014-2019

z
| sz| gl z| §].2| §| ¢ €| &
Indicator/Country RN & 5 S |&e cr% S S g
gl | B 2| | B8 %[ & &

Real GDP growth rate 1.8 1.7 1.5 1.7 2.1 2.2 2.6 3.1 4.2
(%)
Real GDP growth rate 0.7 0.6 0.9 0.8 0.2 0.1 05| 21 ] 3.6
(%)
Real labor productivity 100.0 | 115.1 | 1129 | 111.3 ] 115.2 | 66.5 | 885 70.9 | 63.1
growth (GDP per hour
worked, %)
Real labor productivity 0.2 -0.1 0.0 0.3 0.0 0.1 03| 08 ] 1.6
as % of EA-19 level (GDP
per hour worked, EA-
19=100)
Total factor productivity 3.9 3.2 2.8 2.4 5.5 6.3 551 57 ] 56
growth (%)
Investment growth (in 1.2 1.2 0.8 1.1 1.6 1.8 221 18] 09
%)
Employment growth 9.5 5.4 9.6 4.0 5.4 10.1 | 188 | 9.1 5.8
(in%)
Unemployment rate (in 0.9 1.5 0.9 1.2 1.0 0.7 06 | 1.0 | 0.7
%)
Inflation rate (HICP) -1.4 -0.9 -3.2 1.2 0.0 -28 1-401] -19 | -1.8
General government 886 | 79.1 | 972 | 673 | 58.7 | 1269] 985 | 51.0 | 50.3
balance (% of GDP)
Gross public debt (% of 4.3 3.7 3.4 35 4.5 52 41 ]| 42 ] 7.6
GDP)
Growth in exports of 1.0 1.9 0.4 1.9 1.0 1.3 04 | 31 1] 19
goods and services (%)
Increase in nominal unit 2.9 2.2 -0.6 7.8 9.1 0.5 23 |-19] -0.6
labor costs (%)

Source: Own elaboration and calculations based on: Ameco (2020), Eurostat (2020), OECD (2020), and The

Conference Board (2020).

The third stage of the analysis of the
process of convergence of the Polish
economy with the euro area was marked
by a fundamental change in the EU’s
economic situation. From 2014, a sustained
recovery began, spreading to all EU
countries. Until 2019, in the group of
countries studied, Poland maintained the
highest average annual GDP growth rate,
which was more than twice as high as the
SE-19 average and amounted to 4.2%. The

main factors of economic growth in Poland
included:  labor  productivity, = TFP,
investment and especially exports of goods
and services. It is also worth emphasizing

the increase in the inflow of FDI, which on
annual average, amounted to 2.5% of GDP
and proved stable. In Slovakia, the FDI
inflow continued to decline and in 2014-
2019, it decreased to 1.35% of GDP on
average annually. Thus, Poland was a
greater beneficiary of the inward FDI than
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Slovakia. The aforementioned factors made
Poland the best result in the process of
economic convergence. GDP per capita
increased in relation to the average EA-19
from 63% to 69%, in Spain from 84% to
86%, and in Portugal from 72% to 74%. In
the Netherlands, Austria, Germany and
Slovakia, divergence was recorded, while
France's GDP per capita remained at the
level of the average GDP per capita of EA-
19. The efficiency convergence, measured
by the increase in labor productivity in

relation to EA-19 = 100, can also be
considered a great achievement of Poland -
arise from 59.4% to 68.6%. In Slovakia, the
increase in the level of labor productivity in
relation to the average SE-19 was 4.7 pp
(from 68.6% to 73.3%). In the other
countries surveyed, changes in this respect
were slight or almost none. To sum up, in a
subsequent period, Poland significantly
narrowed the economic gap in relation to
the average macroeconomic indicators
which characterize the entire euro area.

Table 4: The convergence process: GDP per capita in purchasing power parity (EA-19 =
100) in 2002-2019 (countries ordered by value in 2019)

N [32] <¢ n O ©~ =) o (=} - N o < n O ~ oo o

S S S S S S S S v i i A v - - - - -

(=] (=} (=] (=} (=] (=} (=] (=} (=] (=} (=] (=} (=] o (=) o o o

o N o N o N [9\} N [9\} N o N o N o~ o~ (] (]
EU-28 90 91 91 91 92 92 92 92 93 93 94 941 94 941 94 941 95 95
EA-19 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 J 100 | 100 | 100 ] 100
Netherlands | 125 ] 122 | 123 | 125 | 126 | 127 | 130 | 128 | 125 ] 125 | 125 | 126 | 123 | 122 | 120 | 121 | 122 | 121
Austria 113 | 114 | 116 | 116 | 115 | 114 | 115 | 117 | 117 | 119 | 123 | 123 | 122 | 122 | 121 | 119 | 120 | 120
Germany 107 | 108 | 109 | 107 | 106 | 107 | 107 | 107 | 111 | 114 | 115 | 115 118 | 116 | 116 | 116 | 115 | 114
France 103 ] 100 | 100 | 101 99 99 98 991100 | 100 ] 100 | 101 | 100 99 98 97 98 1 100
Spain 88 89 90 91 94 941 93 92 88 85 84 83 84 85 86 86 86 86
Portugal 74 74 74 75 76 75 74 76 76 72 70 72 72 72 73 72 73 74
Slovakia 48 50 52 55 58 61 66 66 70 70 71 72 72 73 68 67 69 69
Poland 43| 44| 46| 46| 46| 49 51 55 58 60 62 62 63 65| 64| 65 66 69

Source: Own calculations based on: Eurostat (2020).

Table 5: Real labor productivity as % of EA-19 level (GDP per hour worked, EA-19=100)*
in 2002,2007,2013 and 2019

2002 2007 2013 2019
EA-19 100.0 100.0 100.0 100.0
Austria 110.3 116.5 115.5 115.4
France 114.8 114.5 112.1 113.7
Germany 111.1 112.4 110.8 111.2
Netherlands 116.4 119.8 116.5 113.3
Poland 46.4 51.4 59.1 68.6
Portugal 65.1 66.6 68.4 67.0
Slovakia 50.9 63.3 67.8 73.3
Spain 86.4 84.6 89.4 88.1

Note:*GDP per hour worked in US dollars, constatnt prices, 2015 PPS.
Source: Own elaboration and calculations based on: OECD (2020).
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Table 6: Inward foreign direct investment as % of GDP

N ™ < mn O [ [ee] o)) o i N o™ < mn O 0~ co (o))
o o o o o o (=} (o] ! — — — — — — — — —
o o o o o o o o o o o o o o o o o o
[\l [\l (9N} [\l N [\l [\l (9N} (9N} N N [\l N [\l N N [\l [\l
EA-19 31123]|11]22] 28] 43]09]|25]|25(129|22]|22]118]| 50]|24]25]| 22]25
Austria 01])24]11]34]| 14] 66]17]123]07]25]10}|13}]10] 04}]22]36| 05| 1.0
France 1410410115 11| 24)13)11}05]11]06|12]0.1 19109 10] 14] 1.3
Germany 26113]04]17] 19] 23]102]07]19]18]08]03]01} 09]05]16]| 19] 1.0
Netherlands | 53] 57]19]57] 19]135]0.7]45]08]27]30}|58]51|234]|39]73]|125]9.3
Poland 20]18|48]27| 42| 46]23]23]27|30}]25(05]26] 3.2]133]17] 24]2.3
Portugal 1.2]148]109] 11] 5.2 121141071 12]30|38}|37]21] 38]25]34] 28] 3.5
Slovakia 236188]93]63]101] 52]50]00]20f35]32]06]05| 01]09] 4.2 1.1] 2.3
Spain 56129]23]22]| 24| 44|147]107]28]19]19]21]17}| 07]26]30]| 32]09
Source: Own elaboration based on: UNCTAD (2020).
The analysis conducted is supplemented a-vis the selected, most important

with a  graphic  presentation of
macroeconomic indicators illustrating the
level and dynamics of GDP growth and
labor productivity in the surveyed
countries in 2019 (fig. 1 and 2). These
figures facilitate the assessment of the
position and economic effectiveness of
peripheral countries, including Poland, vis-

countries of the group that forms the hard
core of the EMU. But most of all, they
illustrate the dimension of economic
heterogeneity in the euro area - income
(GDP per capita) and productivity gaps.
From the point of view of the OCA theory,
this is a major barrier limiting the benefits
of introducing the common currency
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GDP per capita (PPS, EA-19=100)
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Fig. 1: GDP per capita (as % of EA-19 level) and real GDP growth rate (in %) in 2019
Source: Own elaboration based on: Table 4 and Eurostat (2020).

Real labor productivity per hour
worked (EA-19=100)
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Fig. 2: Real labor productivity per hour worked (as % of EA-19 level) and growth of real
labor productivity per hour worked (in %) in 2019

Source: Own elaboration based on: Eurostat (2020) and OECD (2020).

When assessing the studied group of
countries in terms of the homogeneity
criterion, it should be stated that there is a
large spread of GDP per capita from 69% of
the EA-19 average in Slovakia and Poland
to 121-120% in Netherlands and Austria.
The dispersion of GDP growth rates is at
first glance high, if they are evaluated on

the basis of the spread of the rates between
Poland (4.5%) and Germany (0.6%). After

eliminating the extreme values, the
differentiation of the growth rates is only 1
pp- The scale of differentiation in labor
productivity is close to GDP per capita:
from 67.0% of the EA-19 average in
Portugal to 1154 in Austria. Labor
productivity growth rates indicate a great
potential for narrowing the gap between
the core area and peripheral countries,
especially in Poland (5.1%). The analysis of
the level and rates of growth in labor
productivity is important as it determines
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the competitive advantage in the monetary
union and, as a result, the distribution of
benefits from mutual trade, and it also
affects the current account balance and
economic growth.

Conclusion

The study sought answers to research
questions concerning: 1) The appraisal of
the results of the adjustment process
conditioning the achievement of benefits
from the adoption of the common currency;
2) The assessment of a 16-year
membership in the EU in terms of creating
favorable conditions for dynamizing the
process of economic convergence; 3) The
indication of the greatest threats that may
result from the introduction of the euro; 4)
The identification of the strengths of the
Polish economy and the areas of the
greatest risk of the consequences of giving
up the national currency. Responding to
the questions, it should be emphasized that
the euro area does not meet the OCA
criteria to a greater extent after the 2008+
crises than in the first years of its
functioning. The effects of financial-
economic and public finance crises were
greater in the peripheral countries, and
they deepened the economic divergence.
The experiences of Spain, Portugal and
especially Greece constitute a serious
warning of how risky the introduction of
the common currency can be in economies
that are characterized by a development
gap: low GDP per capita, low labor
productivity and trade competitiveness,
and a large share in the economies of
traditional sectors. The results of the
analysis, the purpose of which was to
assess the process of convergence of the
Polish economy against the background of
selected countries, indicate that Poland has
achieved the catching up effect. Its GDP per
capita as a percentage of the EA-19 average
increased in the period considered from
43% to 69%, and in Slovakia from 48% to
69%.

Considering the high economic dynamics of
Poland and the fundamental reduction of
the gap in terms of labor productivity, it
should be noted that in 2002-2007, the
possibilities of catching up were not fully

used. The advantage of the Polish economy
is its high dynamics, large internal market
and export growth, as well as the ability to
adapt in conditions of deterioration of the
economic situation. Having macroeconomic
policy instruments at the national level and
the mechanism of a nominal exchange rate
facilitate the achievement of economic
goals. Despite the undoubted achievements
in the process of catching up with the
economically developed countries, Poland
does not yet meet the criterion of real
convergence with the euro area. Therefore,
by resigning from its own currency, it could
experience economic shocks, the greatest
risk of which is the decline in competitive
advantage and exports, and consequently
in economic dynamics. Observing the
economic problems of Spain, Portugal and
Slovakia since the 2008+ crisis, one should
be concerned.
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