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Executive summary

Twenty-five years ago events in Poland touched off changes that swept Central and Eastern
Europe, resulting in massive economic and political transformations. As the Polish economy
emerged from decades of state control, industries were privatized and market-based
competition was introduced, followed by painful reforms. Within a few years, Polish GDP and
living standards began to rise significantly, as the country started on a growth path that has
not ended. Accession to the European Union in 2004 confirmed the success of Poland’s
effort and indicated a development path that was leading toward the level of Europe’s most
advanced economies.
Exhibit 1										

Poland was one of the fastest-growing economies worldwide pre-crisis
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Over the last 25 years Polish economy doubled in size, as measured in terms of real
GDP. In terms of GDP per capita (at PPP), Poland narrowed the gap by nearly half, moving
from 32 to 60 percent of the Western European average (EU-15).1 Annual GDP growth between
1991 to 2008 was an impressive 4.6 percent (Exhibit 1). The growth continued thereafter, as
Poland was the only country in the European Union to avoid recession during the financial
crisis. Today Poland is the eight-largest economy in the European Union in real GDP terms and
can look back with pride on an impressive history of growth over more than two decades. As

1

The EU-15 is comprised Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy,
Luxembourg, the Netherlands, Portugal, Spain, Sweden, and the United Kingdom. These are the countries
that constituted the European Union between 1995 and the expansion of 2004
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a result, the country, long a marginal European economy, is poised to become Europe’s new
growth engine.
Poland’s growth has been based primarily on dynamic exports, strong internal demand,
productivity improvements, foreign direct investment (FDI), and the inflow of EU funds. This
growth was supported by the buoyant demographics of the 1980s baby boom, as well
as a stable banking system. Now, however, the environment has changed. Some of the
fundamentals, including the volume of FDI, annual productivity and export growth, are slowing,
2
while others, such as the flow of EU funds, will likely narrow after 2020.

POLAND’S CHOICE: TWO GROWTH PATHS
The analyses conducted for this report suggest that today, 25 years from the beginning of the
transformation, Poland has the opportunity to make a strategic choice to determine its growth
path for the next decade. Two scenarios stand out (Exhibit 2). Poland can opt to stay the
course, remaining a regionally focused middle-income economy. Alternatively, it can seek to
accelerate the pace, catch up to the advanced economies, and become a globally competitive
growth engine of Europe competing successfully on a global market.
Exhibit 2										

There are 2 vastly different potential outcomes for 2025
Today
2013

Business as usual
2025

Aspirational
2025

Size of economy
Real GDP, USD billion

517

700

850

GDP per capita in PPP
USD thousand

23

32

40

GDP per capita in PPP
as % of EU-15 average

60%

70%

85%

Position in EU-28
GDP per capita in PPP

23rd

22nd

17th

SOURCE: International Monetary Fund; McKinsey Growth Model

The first, conservative option is a business-as-usual scenario, under which Poland’s GDP
would grow at a moderate rate of 2.6 percent annually—the average rate since 2008. In
the growth model created by the McKinsey Global Institute, the rate of growth of capital
investments falls slightly, the economy faces the negative effect of demographic shifts in
the labor supply, and the technology and efficiency growth are not accelerated (total factor
productivity). If this scenario develops, then by 2025 Polish real GDP per capita will have
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The current EU budget allocations run to 2020; further financing is subject to political decisions
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moved from 60 to 70 percent of the EU-15 level (in terms of PPP), reaching the levels of
3
countries such as Portugal or Cyprus.
Alternatively, Poland could seek to accelerate development, to become the fastest-growing
European Union economy for the next decade. By this second, aspirational scenario, Poland
would achieve even greater prosperity, with GDP growth above 4 percent annually between
2015 and 2025. The advance would put Polish per capita GDP (PPP) in 2025 at 85 percent of
the projected EU-15 average (PPP). Such growth would allow Poland to attain levels not only
of Portugal and Cyprus, but also of Spain, Slovenia, or even Italy. Poland would become a
globally competitive advanced economy and a significant exporter of goods and services.
To achieve the more ambitious scenario, Poland does not need to abandon its growth model,
but a powerful collective effort will be needed. Analyses presented in this paper reveal that
Poland’s current assets are sufficient to realize the more ambitious scenario. Growth can be
accelerated by diffusing the best practices of the country’s advanced sectors out to the less
developed ones. Supporting advantages for accelerated growth are significant: an educated
and affordable workforce; geographical proximity to Western Europe, Russia, Ukraine, and the
Middle East; large internal demand from the population of 38 million; a stable macroeconomic
situation; and an increasingly favorable business environment.
The aspirational scenario is designed to move the Polish economy from “good” to “great” with
ten years of 4 percent-plus annual growth. The business-as-usual scenario, of 2.6 percent
annual growth, can seem sufficient for Poland, but in today’s uncertain world economy, it hides
certain risks. Europe’s recovery from the five-year-old financial crisis remains fragile. Poland
has been a bright spot, but its economy is becoming increasingly dependent on its European
environment. In such conditions, leaders can lose momentum and eventually become laggards.
The initiative the Polish people have shown so far indicates that they aspire to become
competitive on a global scale. The slower-growth model is not suited to satisfy that aspiration;
a model for more advanced growth is both aligned with global trends and needed for Poland
to reach the top tier globally. Achievement of the aspirational scenario will, however, place
strenuous demands on the country; success will require a long-term vision, a concerted
approach, and rigorous implementation.

FROM GROWTH TO PROSPERITY
For Poland to attain status as one of the world’s most advanced economies, it will have to
grow at a significantly faster rate. Since Poland is already a developed economy, such growth
will only be achieved through a major multisector transformation program. This report presents
a refined growth model for the achievement of the aspirational scenario, with a focus on four
strategic elements: 1) overcoming growth barriers, focusing in this analysis on mining, energy
sectors and agriculture; 2) expanding high-potential sectors, focusing in this analysis on
advanced business services, process manufacturing, and food processing; 3) achieving costeffective acceleration in technology, focusing in this analysis on advanced manufacturing and
pharmaceutical industry; and 4) halting the demographic squeeze.
1. Overcoming growth barriers
Since its accession to the European Union in 2004, Poland closed 27 percent of the
productivity gap with the EU-15. Despite the progress, Poland’s comparative labor productivity
in 2012 remained low in a few key sectors, at two-thirds the EU-15 average; this developmental
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GDP growth forecasts in this paper have been based on IHS global economic data (2014–25); Polish GDP
growth forecasts are based on IHS data for the business as usual scenario and the McKinsey Global Growth
Model for the aspirational scenario
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asymmetry needs to be addressed. The shortfall is a result of the low position in the value
chain occupied by a majority of Polish industries, unfinished transformations in sectors like
mining (77 percent productivity gap versus the EU-15 average), energy (48 percent gap), and
agriculture (59 percent gap), along with the relatively low level of capitalization in the economy
(Exhibit 3).
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Four sectors explain 60% of productivity gap vs. European Union
and gap can be effectively closed as showed by retail sector
Gap vs.
EU-15,
2011
Percent

Value added, 2011
EUR billion
38

Agriculture
Manufacturing
Mining
Energy

69
15
19

20

Transport
Telecom and postal services
Business services
Retail

59

56

44

54

77

51

25

15

42

14

48

10

13

19

1

40

Total1

554

35

60%

17

48
46

Construction

Theoretical VA increase
matching EU-15 productivity2
EUR billion

9

40%1

3
0

297

1 Includes public sector and financial institutions
2 Additional value added in sector assuming current Polish employment and EU-15 productivity
SOURCE: Eurostat; McKinsey analysis

Productivity improvements are needed in all sectors of Polish economy. This report focuses
4
on three sectors where the gap is the most significant. Below we provide wide-ranging
recommendations for each sector. Details can be found in respective chapters.
Mining structure and efficiency (chapter 6)
Mining, especially coal mining, presents the largest productivity gap versus the EU-15
average, at 77 percent. Coal mining is a focus of this report; our analyses suggest that internal
demand for hard coal as a power source will decrease only slightly in Poland to 2025. With
bold reforms, the Polish coal industry has a good chance of becoming stable, profitable, and
perhaps even innovative. Analyses indicate that several concerted actions can turn the sector
around. At the moment, more than a dozen Polish coal mines are in danger of bankruptcy.
Applied systematically, the following recommended actions could result in a double-digit
productivity improvement in Poland’s mining sector.
 Abandon geological areas that cannot be made economically viable by operational
improvements (i.e., closing shafts)
 Eliminate those regulatory barriers that increase effective costs and decrease labor
productivity without improving safety or work conditions (e.g., no link to performance or the
current shift model)

4

A fourth gap of significance exists in the public sector, which is outside the scope of this report
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 Apply process improvements: standardize procedures and enable continuous improvement
in equipment availability and effectiveness, labor productivity, energy and utilities efficiency,
and safety standards
 Develop a hub for global underground operations and technologies, for instance intelligent
mines. Poland is well positioned to become a leader in mine innovation, combining a highly
skilled and cost-effective engineering workforce with local underground experience (in both
coal and copper). These advantages will only gain in importance as global mineral reserves
from easily available open-pit mines are depleted. This expertise could become Poland’s
export service, in line with philosophy of converting weakness into strengths.
Energy sector efficiency (chapter 7)
The energy sector plays a pivotal role in shaping the competitiveness of the economy as a
whole, through the increasing role of electricity prices in industrial manufacturing. In Poland,
contrary to the trends in major European markets, power demand had risen steadily in the past
decade. To secure supplies, promote environmental sustainability, and (most importantly) keep
prices at levels competitive within the European Union, the Polish energy sector needs to close
its 48 percent productivity gap with the EU-15. The following options could be considered:
 Rejuvenating Poland’s asset base; the energy groups could focus on the cost-efficiency of
their generation investment portfolio
 Providing an efficient market support mechanism for conventional generation investments,
combined with a cost-effective subsidy scheme for renewable energy systems (RES)
 Improving operational efficiency to close gaps in labor productivity and service quality along
the value chain
 Leading efforts towards European energy market integration
Agriculture (chapter 7)
The sector went through radical changes over last 25 years. The productivity gap versus
the European Union closed from 70 percent in 2008 to 59 percent in 2011. To become a
sound base for a food industry hub in Poland, the sector needs further transformation, which
could include:
 Increasing through consolidation the size of the average farm, which is now roughly 10
5
hectares, compared with 50 in France and Germany
 Improving yields on Polish soil by encouraging land leases, contract farming and
producer cooperatives
 Reorienting the sector from production of low-value-added raw produce toward
processed products
2. Expanding high-potential sectors
Convergence with EU-15 productivity levels will only partially fulfill Poland’s potential for faster
growth. Further acceleration can also be achieved by developing new pockets of growth
within existing sectors. The new growth would be based on a number of factors, including
the country’s existing strengths and competitive advantages as well as global trends.
Three potential in-sector growth engines stand out: in advanced business services, in the
international expansion of process manufacturing, and in Poland’s potential role as a food hub
for Europe.

5
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Expanding advanced business services (chapter 4)
Poland is one of the world’s leaders in the business-services sector, especially as a destination
for outsourced or offshored business services (O&O). The expansion of this sector in Poland has
outpaced the rest of Central Europe and grew three times faster than in India. At the moment the
6
Polish outsourcing-offshoring sector employs almost 160,000 people in more than 530 centers.
Poland possesses a unique combination of advantages in its role as supplier of advanced business
services. These include plentiful talent, conveniently situated in modern cities, with lower costs than
in Western Europe but similar quality, an EU time zone, and a familiar legal code. With the right mix
of initiatives and policy enhancements, the sector could expand to 450,000 to 600,000 jobs7 over
the next 10 years, and 90,000 to 150,000 in related support services.8
By further developing the sector, Poland could focus on advanced and sophisticated
services by 2025. Centers could be attracted that provide middle-office services in loan and
mortgage-process management, policy and claims handling, big data analytics, remote health
diagnostics, and data storage, among other services. To enable the further growth of service
industries the following measures could be considered:
 Adapt educational curricula to provide the more specialized needs of the sector, including
foreign language proficiency and specialized thematic expertise in such fields as financial
fraud detection or big data (business analytics)
 Offer growth incentives for Polish financial and insurance services leaders, to encourage
the scale and efficiency needed to compete internationally, by utilizing the infrastructure of
state-owned enterprises and the Polish capital market
 Develop and fund a broad international campaign to promote Poland as a European
champion of outsourced and offshored business services
 Help Poland’s largest cities become magnets for O&O investors by establishing world-class
investors’ front-desks and support services
 Build strong industry associations to develop a growth vision for the industry and aligned
educational programs and standards; build a world-class “front desk” to serve all foreign
investors considering establishing centers in Poland
Expanding process manufacturing internationally (chapter 5)
The process manufacturing sector is emerging as a stronghold of growth in Poland. The sector
includes segments of auto manufacturing, furniture, food processing, textiles, and chemicals.
It is second only to the service industries in advancing Poland’s competitive position, and as
such is poised for competitive expansion on the international market.
This sector builds on proven advantages of the Polish economy and has potential to become a
major engine for growth. Polish entrepreneurs should raise their ambitions from competing on
cost alone to competing on brand and technology as well. The country will not succeed on a
predominantly lower-labor-cost model in the long term.
To build scale and enable the further growth of process manufacturing the following measures
can be considered:

6

Association of Business Service Leaders (ABSL) data for 2014
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McKinsey forecast
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McKinsey forecast based on Janusz Górecki, “Establishment of Foreign Business Services Sector in Poland
and Its Relations with the Local Environment” (PhD diss., Cracow, 2012)
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 Sector consolidation in Poland and acquisition of foreign players to gain scale and enter
new markets
 Expansion of exports, in part by establishing production outside the EU, to connect directly
with fast-growing markets in Asia, Africa, and Latin America
 Facilitating the move up the value chain in exports, by developing R&D co-location and
investments in proven technologies
 Further development of the cluster model to promote cooperation, knowledge sharing, and
more efficient supply chains
 Improvements in operational practices to maintain or deepen cost advantages
Becoming a major food supplier for Europe (chapter 7)
Poland ranks fourth in the European Union in arable land, after France, Spain, and Germany.
Growing urbanization in Western Europe has made Poland, with its large cultivated land areas,
more attractive as a food supplier for Europe. Numerous Polish companies have invested in
modern production-line infrastructure, especially in dairy, meat, frozen food, and beverages.
They are setting an example for others to follow, as the potential market is very large: 200
million EU citizens live within 1,000 km of Poland’s borders. Poland is uniquely advantaged to
serve them as a major food production and processing hub.
Poland will not, however, be able to become a food hub unless it closes its productivity gap in
agriculture of 59 percent with the EU-15 average. To do that, the basic changes in agriculture
discussed in this report are needed. The following initiatives could also be considered.
 Further investment in intellectual property, as well as R&D in such areas as nanotechnology
in conservation, filtering, and packaging innovation. Part of such an initiative would be the
9
achievement of better cooperation between food processing companies and academia
 Seek opportunities to consolidate food processors to gain needed scale, including the
adoption of a cooperative model for fragmented producers
 Increase food product complexity and move up the value chain, for instance with organic
food and products for customized diets
 Build Polish brands, possibly with the cooperation with European retailers, in categories
such as poultry, pork, and dairy, where Poland has a strong position in the EU market
 Acquire foreign brands as needed to serve export markets
3. Achieving cost-effective acceleration in technology (chapter 3)
Technologically advanced industries in Poland, including advanced manufacturing and
pharmaceuticals, make up about 2 percent of Poland’s economy, compared with 5 percent
in Germany and 4 percent in the Czech Republic. While the adoption of foreign technology
has helped Poland grow, the country’s future as an advanced economy depends also on the
development of technology at home. Yet even given its size, Poland’s advanced industries can
have powerful indirect effects on overall economic growth, since they indirectly contribute to
positive developments in other industries. Actions, including public policy, are therefore needed
to create an environment more conducive to high-tech growth. The following steps could
be considered.
 Establishing high-tech industry clusters to improve collaboration on large projects, with
built-in mechanisms for cooperation and knowledge exchange
9

Andrzej Kowalski, Marek Wigier, “Rozwój sektora rolno-spożywczego w Polsce na tle tendencji światowych”,
Instytut Ekonomiki i Gospodarki Żywnościowej, Państwowy Instytut Badawczy, Warszawa 2008
(“Development of the agri-food sector in Poland in comparison with global trends”)
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 Strengthening ties between business and academia, to ensure the talent needs for hightech industries and improve the utilization of research in business
 Allocating public procurement spending to technology- and R&D-driven projects to
stimulate research
 Providing governmental support to help mitigate risks of large capital projects (for instance
through debt guarantees)
 Increasing targeted R&D spending through the removal of tax barriers and access to
financing through venture capital
 Potentially allocating direct public expenditures to local research
In this report we focus on two tech-forward sectors that can become Poland’s high-tech
industry drivers. In advanced manufacturing, including machinery and transport equipment,
Polish companies could become truly competitive on a global scale, by transferring knowhow from the nation’s deep technical expertise in mining and defense. Poland could also
become a pharmaceutical hub for Europe or even globally, by developing capabilities as a
manufacturing center for complex generics and biosimilars. It could also strengthen its role
as a manufacturing contractor for European generics products and become a packaging and
logistics center for the European pharmaceutical industry.
4. Halting the demographic squeeze (chapter 8)
The demographic outlook for economic growth is narrowing in Poland. The population is aging
and living longer, the birth rate is down, and the share of people working will be shrinking soon.
10
The 15-to-59 age segment is expected to decline by 2.7 million by 2025. These trends can,
however, be stopped or even reversed, with targeted policy measures. First, measures are
needed to raise the labor participation rates of women, youth, and older workers. Application
of effective measures against unemployment, a re-emigration plan, as well as a targeted
immigration policy may also create additional growth stimulus. In chapter 8, improvement
examples from other countries are discussed and a potential scenario is laid out whereby
Poland could engage an additional 2.4 million workers in the coming decade (Exhibit 4).
Exhibit 4										

Ambitious pro-employment measures can add 2.4 million workers,
counteracting the workforce decline caused by aging
Poland’s working population, million

2

Increase
participation rate
among women,
youth, and seniors

Reduce
unemployment via
Hartz-like reforms

2025 baseline
Activation

1

14.9

Women1

0.3
0.5

Youth2

Unemployment

reforms4

Immigration5
3 Foster
immigration and
re-emigration
of Poles

1.3
0.5

Seniors3

0.3

0.3
0.4

Reemigration6

0.4

2025 theoretical maximum

17.3

1 The gap between best in class Sweden and Poland is 8 p.p. Closing 50% of the gap assumed
2 14 p.p. gap between EU-15 and Poland. Closing the whole gap assumed
3 14 p.p. gap between EU-15 and Poland for 55-59 group. Closing the whole gap assumed. Assumed also grow by 7 p.p. for 60-64 group (50% of grow for 55-59 group)
4 Hartz IV reforms: holistic reform of the German labor market including long-term training, wage subsidies and start-up subsidies,
5 Assumes double number of settling immigrants from working foreigners
6 Assumes 16% of 2.5 million Polish emigrant returns
SOURCE: OECD; ZUS; MoF/ECFIN AWG; Eurostat; McKinsey analysis
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***
Poland is at a unique moment in its history. The country has the means and resources to
begin a new economic phase. After two decades of solid incremental growth, a point has
been reached where ambitious plans are in order. In the next decade, greater prosperity for
the Polish people, resolution of social problems such as growing income inequality or regional
disparities, attainment of EU-15 economic levels, and a global presence are all possible for
Poland. Businesses have the key role to play and companies can contribute with concerted
activity in the following areas:
 Continuously improve productivity by process standardization and moving up the value
chain in each sector
 Deepen relationships with emerging markets in Asia, Latin America, and Africa, to
strengthen exports and attract new capital investors
 Build scale in process manufacturing through consolidation in Poland and acquisition of
foreign players to gain established brands and enter new markets
 Foster innovation in technology-intensive industries by establishing high-tech clusters and
increasing targeted R&D investment
 Reverse the effects of a shrinking workforce by boosting productivity and opening jobs for
women, youth, and immigrants
 Improve the skills and competitiveness of the workforce by creating curricula at institutes
and universities calibrated to the talent needs of business
Apart from improving productivity and creating new pockets of growth, Poland will need further
to improve infrastructure, simplify regulations, and invest in education and innovation. More
investment will be needed, to fund these programs and to deepen existing levels of capital
formation. Domestic savings should be encouraged and new types of foreign capital, such as
leading global infrastructure and pension funds, could be attracted.
The outstanding growth achieved by Poland since the beginning of the transformation 25
years ago is a sign that the country is well prepared for the next stage of its growth journey.
Now Poland can draw upon its fundamental strengths to realize a refined growth model. We
also believe that the people of Poland will rise to the challenge and use their talent and energy
to move their nation forward. By 2025 the country could transform itself from a regionally
focused middle-income economy to an advanced European economy competing successfully
on a global market. Poland has a historic chance to capitalize on its assets, including recent
achievements, for the benefit of its future generations.
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