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Michat Kuz

hat causes certain countries

to experience an incredible

developmental acceleration

at certain points in history?

A group of researchers deal-
ing with the so-called Asian developmental
states (South Korea, Hong Kong, Singapore
and Taiwan) concluded in the early 2000s that
the decisive factor is pressure, consisting of
three main factors. Their effect contradicts
many common intuitions and explains why
Poland may yet surprise us, especially in cir-
cumstances which, in theory, should not in-
spire excessive optimism in anyone, Talking
about leadership in Europe, or our country be-
coming a second South Korea, would obviously
be a gross overstatement. Nonetheless, today,
Poland may well be called a European tiger,
poised to take a leap precisely at a time when
blood is literally spilling all around it. In fact.

The Worse, the Better

The three elements of developmental pres-
sure mentioned in the study by Richard
Doner, Bryan Ritchie and Dan Slater are:
first, a tense internal situation; second,
a strong external threat; and third, lack
of easy sources of so-called 'rents' for power
to feed off of, such as e.g. valuable raw ma-
terials. It would seem that these factors are
hardly conducive to development. Noth-
ing of the sort: a country faced with such
challenges finds itself, like Lewis Carroll's
Alice, in an enchanted land where it must
move forward quickly to have any hope of
maintaining the status quo and run nim-
bly to even move at all. The tense domes-
tic situation means that the government
must ensure the wellbeing of its citizens in
order to survive. A decline in living stand-
ards would be met with the outbreak of
a massive wave of discontent. In turn, the
external threat creates an impetus for mili-
tary technology, which in time also affects
investments in civilian technology, espe-
cially in case of countries that potentially
might have to face a very large hostile army.
The only thing that can save them in such
a scenario is a really massive technologi-
cal advantage.

One rather controversial fact should also
be mentioned here: the political tensions
(strong polarisation, difficulty in finding
consensus) historically experienced by the
Asian “tigers” often led to the emergence
of authoritarian or semi-authoritarian gov-
ernments, which made a sort of a bargain
with the public: economic development
in exchange for support and no attempts
to control the authorities. For both moral
and political reasons, countries looking to
emulate this model should be wary of such
drastic measures as, for example, the re-
pressions during General Park Chung-hee’s
dictatorship in South Korea. It is worth not-
ing here, however, that it is quite typical for
developmental states to be dominated by
one strong party, which the opposition at
times accuses of undermining democratic
principles, but which, thanks to objectively
occurring development of the country and
the absence of a reasonable alternative vi-
sion, is able to remain in power for many
years. There is, however, one condition: the
country must actually develop.

Interestingly, in Poland such an ap-
proach is, according to many commenta-
tors, a trademark not only of the currently
governing Law and Justice party, with its
social generosity, expansion of the army
and industry and reform of the judiciary,
but also of the opposition party, the Civic
Platform, with its policy of hot water on tap
and some nervous reactions of the prose-
cutor’s office to media criticism of the au-
thorities. At present, however, the political
dispute is mainly about which party will
be responsible for building the new “Pol-
ish model”, which will guide the country's
development in the reality that will emerge
after the war in Ukraine.

The second factor is the external threat. All
Polish governments have maintained a cau-
tious or openly defensive attitude with re-
gard to Russia. There is no denying, though,
that Donald Tusk’s cabinet, somewhat in-
spired by Germany’s policy, at some point
lost this vigilance; the Law and Justice party,
which is currently in power, keeps mercilessly
chastising them for it. Nevertheless, both par-
ties share a far-reaching consensus as to the
significant threat from the east. Having said
that, the unprecedented scale of military pro-
curement and investments in armaments is

Tigers Like
Pressure

Poles understand better and better that, in political terms,
due standing is not gained as a reward for being a docile
partner, but in recognition of victorious confrontations.
Not necessarily bloody and destructive confrontations, but
confrontations nonetheless
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indeed a speciality of the Law and Justice gov-
ernment, which sometimes causes conster-
nation among analysts associated with the
opposition. Indeed, this year alone Warsaw
will spend at least three percent of GDP on
armaments. The purchases will include sev-
eral hundred HIMARS launchers as well as
Abrams tanks and dozens of F-35s. Poland
is also buying one thousand K2 tanks from
South Korea, in addition to a sizeable number
of K9 self-propelled howitzers, FA-50 combat
aircraft and K239 Chunmoo rocket launchers.

Military procurement includes not just
off-the-shelf goods, but also investing in co-
operation with partners and in-house pro-
grammes. The WB Electronics Group has al-
ready started supplying the Polish army with
Gladius system reconnaissance and combat
drones; the total value of the programme
is PLN 2 billion. Also in the pipeline is the
Polish Borsuk combat vehicle project, worth
several dozen billion PLN, with first deliver-
ies already scheduled for next year. The Pol-
ish-British consortium has also embarked
on implementing the Narew air defence
programme, worth several dozen billion
PLN (it is not yet known how many vehi-
cles will ultimately be delivered to Polish
units; still, it is one of the largest projects

in the history of the Polish armaments in-
dustry). At the same time, Piorun systems
produced by Mesko plants and Krab gun-
howitzers from Stalowa Wola are becoming
the export stars of our industry.

Not Wearing Older Siblings’
Hand-Me-Downs

As regards the civilian economy, the crucial
area for Poland is IT technology. Warsaw is
trying to leverage this field in particular to
extricate itself from the trap of dependent
development, which is somewhat reminis-
cent of the practice of older siblings’ clothes
being handed down to younger ones, if we
substitute production types for clothes. In
a nutshell, the geo-economic centre tries to
keep for itself the highest-value-added in-
dustries where, at a given stage of overall
technological development, profits can be
maximised while minimising inputs. Some-
thing new emerges soon, and the centre tries
to snatch it up, leaving the old-type produc-
tion to the periphery. In the nineteenth cen-
tury, England produced textiles on a large
scale. Today it specialises in financial services
and education, while T-shirts are produced
by Bangladesh. The smallest ones in such an
economic family are the periphery, the middle
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Unloading of Korean K2
tanks and K9 howitzers

bought by Poland.
The port of Gdynia,
December 2023

ones are the semi-periphery, and the centre
is the big sibling.

Today, a good example of a country semi-
peripheral to the American centre, strong
and good at what it does, is Germany. They
don’t have their own Apple or Google, but
they produce excellent cars, excavators and
machines for industrial production. The
problem is that it is increasingly difficult
to make good money on mid-level tech-
nologies, unless you save on raw materials.

Following the logic of switching produc-
tion types, Germany should be switching
to microchips just about now - and indeed
an Intel factory is being built there. Poland,

Photo: Adam Warzawa/PAP

meanwhile, should be focusing on manu-
facturing cars, excavators and buses - and
indeed such factories have been emerging
here for some time. At the same time, how-
ever, thanks to the extraordinary skills of
Polish programmers, a famed “tiger leap”
into the IT industry is also possible. Poland
would then become Europe’s Silicon Valley,
while Germany would remain an assembly
plant for heavy machinery. For the time
being, such trends are not yet overly evi-
dent in macroeconomic data; moreover, it
is unclear how the global economy in this
sector is going to be affected by develop-
ment of artificial intelligence. However,
a ranking by the well-known technology
company HackerRank singles Poland out
as the third best country in the world in
terms of programmer capabilities. The data
also shows that IT-related professions enjoy
more prestige in Poland than in the old Eu-
ropean countries. Even now, the industry
employs 430,000 people and accounts for
approximately 8 percent of GDP. And giants
such as Google, Samsung, Facebook, Ama-
zon and Intel are increasing their presence
in Poland. Overall IT investments are grow-
ing exponentially (16.8 percent in 2021). At
the same time, Polish cities are becoming
key investment centres for Europe, and
are ranked in the top ten in almost every
category of the latest economic ranking of
the “fDI Intelligence” periodical.

Beyond Germany and Russia

As a country, Poland is not hostile to
any of its neighbours. Foreign Minis-
ter Zbigniew Rau emphasised this in
his recent parliamentary exposé. What
caught the attention of commenta-
tors, such as for example former diplo-
mat and Atlantic Council analyst Daniel
Fried, was that the Polish minister had
also found some warm words for the Rus-
sian opposition, suggesting that a Russia
other than that of Putin was possible. In
addition, Fried, in the spirit of American
progressivism, pointed out that it would
be best for the future of NATO if Poland
and Germany overcame their mutual
animosities.

From the American perspective, such
a wish seems natural. From a Polish per-
spective, it is just as natural to strive for
a policy of one’s own, rather than con-
tinually just fitting into a niche between
Germany and Russia so that the rest of the
West can be comfortable. It is not with-
out reason that Polish home-grown politi-
cal projects, from 1918 onwards, involved
attempts to build regional cooperation

that would not be unequivocally aligned
with either Berlin’s or Moscow’s interests.
It is hardly surprising that the moment
when foreign policy of both these centres
failed is seen by some of the Polish elite
as a developmental opportunity. And this
is by no means about revanchism, espe-
cially with regard to Germany, but about
peacefully leveraging one’s strengths and
presenting oneself to one’s allies in the
best possible light. Also, by observing re-
lations between the developed countries,
the Poles understand better and better
that, according to the philosophy of Hegel,
a German philosopher after all, true “rec-
ognition”, the so-called Anerkennung, i.e.
in the political sense, recognition of one’s
strong position by other players, is not
obtained as a reward for being a docile
partner, but in recognition of victorious
confrontations. Not necessarily bloody and
destructive confrontations, but confron-
tations nonetheless.

The errors of German policy towards Russia
have been understood and recognised,
and Berlin itself is now offering compre-
hensive assistance to Ukraine, including
military assistance - all true. But is a re-
turn to building the so-called continental
axis really out of the question anymore? In
Germany, politicians from the Putinver-
steher group, i.e. people who “understand
Putin”, still retain power and influence, and
their policy from the time of Willy Brandt
onwards has largely consisted of slowly
balancing Anglo-Saxon influence through
European political cooperation, raw mate-
rials from Russia and sales to Chinese mar-
kets. Economic considerations are the de-
ciding factor in this, The German economy,
as the recent OECD report points out, is not
very innovative and doesn’t invest enough
in research. It relies, as Janis Warufakis puts
it, on so-called mid-tech, i.e. technological
solutions on a medium level of sophistica-
tion. And in order to be competitive in this
particular area, raw materials are necessary,
preferably on the cheap. These are usually
found in countries whose elites oppress
their citizens. In a way, this enables them
to sell off their natural resources without
asking anybody’s opinion and without care
for either political stability or economic de-
velopment in the long term (the so-called
raw materials curse). All this heavily sug-
gests that Berlin is only waiting for the
Putin regime to collapse and for someone
like Navalny to settle in the Kremlin to re-
turn to business as usual.

Central and Eastern Europe will under-
standably be sceptical about such measures.

Let’s call it as it is, today Russia repre-
sents neo-totalitarianism, and truly
pro-democratic Russian politicians are for
the most part already in the same place
to which Boris Nemtsov was sent in 2015.
Navalny, by contrast, if his statements
were to be followed diligently, seems to
be but a slightly more economically lib-
eral Russian imperialist. Russian society
at large still has an eminently negative
attitude towards political pluralism. Nev-
ertheless, the Oscar for a documentary
film on Navalny and support his organi-
sation is receiving from Germany clearly
demonstrate that the West holds certain
hopes about this politician. All we can do
is to appeal to our Western partners, es-
pecially those in Washington, not repeat
past mistakes and not seek new prema-
ture resets in relations with Russia and
ill-considered “leadership partnerships”
with Germany.

The fact that Russia is moving ever clos-
er to China, while France, as in the 1960s,
is adopting a wait-and-see attitude, puts
Poland and Central Europe, or more broadly,
Central and Eastern Europe, in a unique ge-
opolitical position. These are the countries
that are the West’s direct resource in the
confrontation with the Sino-Russian bloc,
which for the time being offers no hope of
breaking up. In addition, these countries
are increasingly competitive economical-
ly, and politically - increasingly assertive
and determined to defend their position
as actors.

Poland’s vision of cooperation within the
framework of the Three Seas Initiative and
the Bucharest Nine allows the countries of
the region to hope that something in their
history will finally change. It allows them
to dream of a policy more independent
of the powers that want to communicate
over the heads of the people in our region.
For the United States, in turn, cooperation
with Central and Eastern Europe facilitates
driving a wedge into possible Eurasian ar-
rangements that threaten its interests. For
if Washington elites decide to once again
blindly pin their hopes on a transatlantic
reorientation of Germany and a liberal de-
mocratisation of Russia, they will do so in
contradiction of the lessons of history and,
to a certain extent, at their own risk. On top
of that, they would be stuck with increas-
ingly less innovative, entrenched econo-
mies. Today, Europe’s future can hardly be
found in its western half. The key region,
the beating heart of the continent, is to
a greater and greater extent its geographi-
cal centre,
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Silence and
Efficiency

Poland’s vision as a world power and Washington's future
lead partner in Europe, one enjoying the benefits of
economic and technological cooperation with the US, is
tempting. Yet one has to ask how realistic it actually is

Witold Sokata

n the course of his visit to the United

States in April, prime minister Mateusz

Morawiecki was explicit about his dream

of Poland’s new position in the emerging

world - in conversation with Vice-President
Kamala Harris during their bilateral meet-
ing, and when speaking at the Atlantic Coun-
cil. Some commentators promptly accused
him of playing in-house pre-election games.
Given the current public mood and opinion,
the looming threat of Russian aggression,
and the as-yet unresolved war along our
national border, the notion is a bestselling
poll booster. Under the circumstances, who
wouldn’t be interested in becoming best bud-
dies with the greatest military power on the
planet while welcoming an influx of American
investment back home? Especially since the

and Andrzej Duda
meet during
the US President’s visit
to Poland in February 2023

potential alternative is somewhat meagre,
European integration doing far from well and
the Germans and French continue to shoot
themselves rather spectacularly in the foot
time after painful time. Since tying lead poli-
ticians of the opposition to the Berlin-and-
Brussels option is a piece of cake, it should
come as no surprise that pro-government
media keep harping on the motif, with the
intent of reinforcing the following sequence
of connotations in the constituency’s collec-
tive mind: “The United Right - alliance with
Americans, security and prosperity. The op-
position - hats off to European Union bu-
reaucracy and the Germans, servility to Rus-
sia, trouble.” And it matters not one bit that
the reality is considerably more intricate and
nuanced - the dichotomy makes a perfect
flogging whip before the upcoming autumn
elections, not least since the opposition have

shown a propensity to seek pitfalls for Law
and Justice (PiS) in EU institutions. Inclina-
tions to idealise the Union and its main actors
in the process are another factor, resulting
in a repression of facts pointing to unques-
tionably unfortunate trends in key Western
states. The phenomenon has thus come full
circle, as the other side’s propaganda has an
easy job in showcasing such “eyes wide shut”
among many of the liberal elites as proof of
foreign agent influence, gaining notches of
support in the process.

Change is underway

It is, however, noteworthy, that the true stakes
extend well beyond the results of upcoming
elections. The strategic pause in our region
- if not across the globe - is approaching its
inevitable end, forcing us to bid farewell to old
paradigms which formed and shaped our per-
ception of international politics and the Polish
raison d’état over these past decades. This, in
turn, requires of us a capacity to observe the
“American” and “European” options through
the prism of giant development trends and
a longer-term perspective, rather than cur-
rent interests or party and tribal preferences.

Critiquing Germany is a pivotal theme
many politicians and supporters of today’s
opposition consider unpalatable (and, in all
likelihood, unthinkable), no matter whether
out of intellectual habit or something akin to
opportunism. Be that as it may, the attitude
smacks of disregard for the blatant fact that
Berlin has for some time now been objectively
harmful to long-term European integration
and economic development interests (having
adopted an enormously egotistic operational
model that is clearly dysfunctional to a num-
ber of other states).

The Sick People of Europe

The aforesaid manifested itself in migration
and energy policies forced down the throats of
European Union partners when Angela Merkel
was Chancellor. The shock bred by Russian ag-
gression against Ukraine has modified Germa-
ny’s mind-set only to a certain extent. While
one can admittedly continue tying one’s hopes
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to the lesser partners of today’s ruling coali-
tion - liberals of the FDP and/or the Greens,
they are not the ones setting the tone for
Germany’s strategic actions, a fact that will
in all probability remain unchanged for the
foreseeable future.

With Chancellor Olaf Scholz at the helm,
the domineering SPD is joyfully forging ahead
into the same old bloopers. Far from sym-
bolic only, evidence includes the final nuclear
shutdown. While well-nigh suicidal, the act
is a perfect match for the ideological insan-
ity represented by a considerable share of the
German and European public, and - first and
foremost - of contemporary interests behind
multiple industrial lobbies across Germany.
True, the decision was heavily criticised by
expert communities and some politicians of
the CDU/CSU opposition party. And what of
it? Nowadays, Berlin has a long-standing tra-
dition of experts having the public ear under
circumstances more or less typical for Poland
as well - experts are heeded only if and when
making statements convenient to those in
rule, if not outright commissioned by them.
Christian democrats reek of insincerity a mile
away, criticising the SPD for something they
had themselves been doing when in govern-
ment, abandoning the atom as well as display-
ing inclinations to pursue business as usual
with Russia. To be precise: while there are
other parties in Germany than those men-
tioned herein, the intentions of those with
any chance for joining the government - the
extreme left and right - are even worse in
terms of interests represented by the Federal
Republic’s neighbours and partners.

Meanwhile, France - the European Union’s
second strongest country - seems to be testing
transatlantic solidarity (case in point: presi-
dent Emmanuel Macron’s Beijing trip, and
opinions he voiced when in China) while hip-
deep in domestic disputes. On a side note,
complete disregard for Taiwanese sovereignty
aspirations (and implied indifference towards
other small and medium-sized nations) in fa-
vour of an easier accord and cushier business
deals with Xi Jinping’s violent and oppressive
regime, coupled with police batons and rubber
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bullets as pivotal arguments in the retirement
system debate, are all symptomatic of French
political elites bidding a spectacular farewell
to what used to be the flagship piece in their
international soft power: the value triad of
“liberté, égalité, fraternité”, Some analysts
claim that Macron has hit a dead end in his
home policy, and is desperately seeking fa-
vourable media coverage as a counterweight
in foreign strategy. While plausible, such de-
velopments point to strategic incapacity, as
annoying the Americans serves neither the
French economy (with its firm ties to US trade,
and sensitivity to American sanctions) nor
security (while Russia is no threat to France,
Paris will find itself unable to protect its “soft
underbelly” - the broadly defined Middle East
or sub-Saharan Africa - without close coop-
eration with American armed forces or its
intelligence service). Meanwhile, Marine le
Pen’s movement is ostensibly the most like-
ly alternative for Macron and his centre-left
faction. Should le Pen take over, she will in
all probability not boost French commit-
ments to transatlantic relations or European
integration.

Consequently, Germany and France alike
will be gradually waning in terms of political
and economic importance, their fundamental
interests and paths drifting apart. It is highly
plausible that Paris will (willy-nilly) ultimately
decide to reiterate the British solution, slack-
ening its ties to Europe as such in favour of
attempts to restore the geographically frag-
mented Francophone commonwealth. Said
commonwealth would be based on the relative
attractiveness of the cultural and administra-
tive model, the influence of powerful state
and private corporations, and - primarily - ef-
ficient diplomacy and intelligence services,
as well as high-quality, expeditious armed
forces (with a prestigious nuclear component
to justify France’s aspirations to international
power ranks, if only to a certain extent). Guar-
anteed by civil nuclear use, the energy security
of metropolises would be of some importance
to the mix as well. In contrast to the British,
the French would - if part of such a project
- likely try to juggle China and the United
States for as long as reasonably possible. All
Berlin would then be left with would entail
restoration of the Holy Roman Empire of the
German Nation - a circle of states and statelets
under complete political domination, hail-
ing chiefly from Central and South Europe,
with relics of symbolic autonomy, this time
as a backdrop for its own, increasingly un-
competitive economy.

What Will Happen in America

Such a scenario opens the floodgates for the
United States’ European policy, as many coun-
tries of the Old Continent will be unwilling
(or outright unable) to make themselves part
of French or German circles of influence. This
will most certainly be true for Scandinavian
states, which, although close to Germany in
terms of civilisation and economy, are greatly
attached to their particular development
models, not to mention extraordinarily prag-
matic. This, in turn, means that while playing
on the team, one does not necessarily have to
identify oneself with it to the extent of em-
bracing a willingness to follow its downward
spiral out of the league.

In terms of security, Sweden and Finland’s
amazingly swift abandonment of their tra-
ditional neutrality policies in the face of the
threat of military confrontation with Rus-
sia was as clear a beacon as can be. Helsinki
has recently sent out another signal, open-
ing a domestic nuclear power plant at the
exact moment the last German facilities were
approaching shutdown. While largely coin-
cidental, the moment was hugely symbolic.

Should Washington indeed make a play for
Europe, making hay while the sun is shining
is a great temptation - the hay in question
standing for the development of ever-closer
relationships with North European states, not
least because they may prove valuable as part-
ners (to the US as well as Canada) in the Arc-
tic policy, whose significance is about to sky-
rocket, Our neighbours from across the Baltic
Sea, on the other hand, will be keen to attract
the US as a counterweight for hazard number
one: Russia, and challenge number two: Ger-
many, the latter dragging them down. An al-
ready visible phenomenon, they will also make
a play for restoring old (pre-EU) ties to the
British. The effect of scale, coupled with that
of “closing off” the Baltic Sea (and, in conse-
quence, securing its eastern shores: Lithuania,
Latvia and Estonia) will in turn warrant Po-
land joining the arrangement. Harbingers
of our turn in that direction have been al-

ready observably outlined in Helsinki and
Stockholm. While of slightly lesser impor-
tance to our neighbours in the north, the US
ought to be keen on expanding their area of
influence to include Romania and - of course
- Ukraine, as a point of departure for the Black
Sea and an opening for considerable human,
industrial, and resource potential, not to men-
tion a potentially attractive sales market, The
key phrase being “ought to”.

Judging by its policies, Joe Biden’s adminis-
tration seems to be of a similar opinion. While
one may complain that the US could do more
and do it faster for Central and Eastern Eu-
rope, they are doing whatever they consid-
er beneficial to the US; holding that against
them makes little sense. Even should they
decide to offer greater support to us (and/or
Ukrainians), one would do well to bear in mind
that governmental policies are a result of ex-
ternal requirements on the one hand and cur-
rent in-house conditions on the other, the
latter including such factors as parliamentary
compromise, or the requisite to respect the
personal emotions and needs of constituents
who are not necessarily willing to wait pa-
tiently in line for their money.

As we see it, blatant threats include the
United States’ potential shift towards isola-
tionism. While indeed objectively suicidal - to
American economic interests in particular - it
is far from impossible, since a large (and os-
tensibly growing) part of the constituency are
in favour. Whenever millions of voters begin
straying from the straight and narrow, there
will always be politicians more than happy to
surf the wave, even if privately aware of the
reefs ahead.

The US’s (much more realistic) shift towards
a confrontation with China in the Indo-Pacific
with a resultant shift in their entire focus
to that region would also translate into the
possible collapse of any alternative centres
of power in Europe. The scenario has many
supporters on the other side of the Atlantic,
as observably confirmed by the rhetoric of
multiple candidates potentially in the run-
ning during the next US presidential elections.
We cannot afford to disregard the danger. Be
that as it may, one has to admit that prime
minister Morawiecki did his best when in
the States, persistent in explaining the close
connection between warding off Russia and
keeping China at bay.

The Polish Story

Regrettably, our prime minister’s visit passed
well-nigh unnoticed by the lead movers and
shakers in the American media community.
We ought to see that as a reminder of the hu-
mongous asymmetry in mutual relations,
and suppress any brash self-satisfaction of
becoming another United Kingdom or Israel
in US policy (believing your own propaganda
is any politician’s black scenario). We are far
from any such rank, the road ahead long and
requiring fundamental policy changes.

We should also bear in mind that Poland is
nowadays benefitting from a time of extraor-
dinary economic upsurge, one that will not
last forever. It largely ties in with our geopo-
litical position, one predestining us for the
role of an essential trans-shipment location
for military aid dispatched from the West to
Ukraine in combat, as well as for our own con-
tribution to said aid. Regardless, the war in
Ukraine will be over, in a year or five. While
Russia may emerge weaker or even divided,
it will certainly not vanish altogether. Con-
currently, certain conditions may produce
the effect of the US losing its sense of hav-
ing something of consequence to earn along
NATO’s eastern flank, Pivotal focus will shift
from supplying tanks and ammunition to the
capacity for doing business on war destruc-
tion removal and restoration, as well as later
on the use of resources the vast intermarum
is brimming with. Nobody can guarantee ex
officio that our wartime contribution to mil-
itary or political assistance will in any way
translate into a strong position once a new
hand is dealt. This is not how the world works.

Consequently, the great power of domestic
armed forces or aid-related distinctions are
not the key to preserving Poland’s high sta-
tus in regional play, or gaining substantial
benefits from the same, regardless of choices
ostensibly made by the United Right these
days. At least, that is not all there is to it. Busi-
ness compatibility with the United States will
be considerably more important, the United
Kingdom, Canada and any interested Nordic
countries a close second - players who will, in
all likelihood, intend to remain active in the
region, and, in contrast to, e.g. the Germans
(not to mention the Chinese), will have the

capacity to come up with some kind of a win-
win proposal for Poland. This is where we have
alot to work on, beginning with the complete-
ly inefficient education and science system,;
not only underfunded, it is also based on striv-
ing for “paper” ratios and indices, bureaucratic
correctness, and ideological indoctrination.
We are therefore facing actual issues of the
so-called brain drain effect (the most creative
individuals leaving the country) coupled with
areplication of the most dysfunctional behav-
ioural patterns, Turanian and Asian rather
than Anglo-Saxon and Nordic in provenance,
As a result, many of our politicians and man-
agers are completely unaware of and unused
to standards that are key to the American or
Scandinavian competitive market edges. All
of the aforesaid is further aggravated by the
state’s excess role in the economy, the politi-
cising of all decisions (in the worst possible
sense of the term - based on a propensity to
seek temporary benefits arising from party
and/or clan membership), something that the
Anglo-Saxons, for one, simply cannot fathom.
And so on, and so forth.

Programmes Above
and Beyond Party Divisions

In order for Poland to gain long-term capac-
ity for becoming a subject rather than merely
an object in Central European playoffs - and
gaining desirable benefits for its security and
the prosperity of its citizens in the process
- three fundamental conditions have to be
met. Firstly, the American and Nordic rela-
tions direction would have to be permanently
approved and accepted by all major political
powers. The Law and Justice party and their
acolytes must thus make an actual effort to
improve their credibility in the field, since
the rhetoric or indeed practice of these past
months have not fully concealed the former
deeds of the people in power today. Suffice to
recall the ostentatious convention of assorted
Salvinis and Orbans in Warsaw, Poland’s prime
minister in attendance, on the eve of Rus-
sian aggression against Ukraine, or action
formerly taken by the Antoni Macierewicz
coterie, which in all actuality resulted in the
fragmentation and paralysis of Polish spe-
cial forces. The Citizens Coalition (KO), Poland
2050 and the Left, on the other hand, should
summarily quit dreaming of the entirely un-
realistic “Union of universal happiness”, and
admit that it will not come to pass in the life
of today’s generations. In consequence, they
should also abstain from criticising Law and
Justice en masse for that party’s assertiveness
in terms of Polish relations with the European
Union and Germany - all such criticism re-
sults in is letting the opponent score while
curbing developments essential to the good
of the country.

Secondly, internal ponderings on who it
would be coolest to team up with - such de-
liberations are often used as a smoke screen
for passivity or out-and-out larceny in do-
mestic policies. It is high time politicians
rolled up their sleeves and began working to
modernise the country, in order to make it an
attractive location for bilaterally beneficial
investments rather than a source of cheap
labour in other people’s assembly plants com-
bined with a workable sales market. Aforesaid
investments should be flowing in from the
United States, Taiwan, Sweden, the United
Kingdom, South Korea, Japan, and Finland
- as well as Germany. Germany is not going
anywhere and will continue influencing our
position for years to come. The point would
be to learn how to make deals with our west-
ern neighbours, making American leverage
a useful tool. This item comprises a postulate
of urgent improvements to our diplomacy
and special services - another appeal beyond
party line divisions. Sound impossible? Take
a good long look at the Anglo-Saxon or even
Nordic model.

Last but not least, we would do well to talk
less of our hypothetical position as an inter-
national power, and do more to develop actual
implements of influence - in such countries
as Ukraine and Belarus, as well as in the Eu-
ropean Union and NATO partner community.
This talk makes us look ridiculous (and that’s
one thing), while triggering adverse reflexes
in our neighbours, who are far from willing
to replace Russian domination with one of
the Polish variety. “Greater silence gets you
farther”, as one of the few adages worth tak-
ing over from the Russians goes, even if they
are themselves better at preaching than
practicing it. ©0®

The author is a don of the Jan Kochanowski University
in Kielce, and expert of the Po.Int Foundation
and Nowa Konfederacja periodical and portal.
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Katarzyna Petczyriska-Natecz
interviewed by Marek Tejchman

President Emmanuel Macron
has announced that the time
of plenty is coming to an end.
Does war mean that we need
to remodel the workings of
our economies and society?
The conflict is bound to be
long-lasting. It may have dif-
ferent phases: hot, suspended,
mixed. But due to the very
nature of the Russian regime,
it will not expire. Today, there
is no sign that Russia could
ever abandon its imperial
lust, become predictable and
democratic, cooperate with
the West on a friendly basis.
Even if a change of power
were to occur there, the new
leader would probably be
a son of the regime, someone
who acts in accordance with
the logic of the system. It is
also important to be aware
that the war with Russia is
but a part of a bigger picture,
There is a fierce competition
going on with China concern-
ing technology, as well as
economic and geopolitical-
military superiority. We too
are a part of this game. We
see the global leadership of
the United States, the core
around which the collective
West is built, being under-
mined. It is our place in the
world, and therefore its fate
is also ours.

Does the rivalry this collective
West is engaged in resemble
that of the Cold War era?
Once again, we see a clash
of two superpowers - ex-
cept this time it is the US
and China. We - Europe and
Poland - are trying to keep
some distance from this con-
frontation, because we hope
that cooperation with Beijing
will allow us to remain glob-
ally competitive, But in truth,
we cannot say that we do not
care about the rivalry of the
great powers, that we sim-
ply want to live our lives. On
the global chessboard, Russia,
China and many other coun-
tries of the so-called global
South are declaring “check”
today. If the West is to sur-
vive, it must carve out an ex-
istence for itself in the world.
And this must be done to-
gether, not each on its own.

How?

In these times of war, an un-
expected unity and joint ac-
tion by the West has taken
place: successive rounds of
sanctions, a strengthening
of transatlantic cooperation,
Finland and Sweden’s deci-
sion to join NATO. We have
provided unprecedented sup-
port - military, financial, in-
telligence and information
- for Ukraine, which is fight-
ing this war not only for its
own sake, All this is worth
appreciating. However, these
joint actions are not some-
thing that is impossible to
reverse, Since Russia is un-
able to achieve a quick mili-
tary victory, it has in a sense
returned to its pre-war strat-
egy, designed to divide, dis-
organise and weaken the
West by pitting one against
the other. The mechanisms
of hybrid warfare, which we
have temporarily forgotten
as we focused on military
action, remain in operation.
Interference with our parlia-
mentary elections is almost
a given. We must be ready for
political corruption, feeding
radicalisms and populism,

Collective

or Anarchy

The US wants Europe
to be a partner, not

a teenager that needs
to be constantly
looked after. It cannot
be that we invest in
education, health,
comfort of living and
social welfare, while
the Americans arm
themselves for us
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Director of the Strategie2o50 institute, associated with
the Poland2050 movement. In 2012-2014, undersecre-
tary of state at the Ministry of Foreign Affairs, and in
2014-2016 ambassador of the Republic of Poland in
Russia.

or disinformation attacks.
There is a certain asymmetry
of potentials here: Russia has
a much greater platform for
hybrid influence in the West
because we have public de-
bate and elections. No such
thing in Russia. We need to
understand that democratic
systems are less adapted to
current realities. They do
have their weak points.

What policies do we need?
Everybody would love an easy
recipe, but there is no such
thing. At the highest level,
what we call the European
way of life, based on prosper-
ity and the belief that win-
win cooperation takes care of
everything, peace and stabil-
ity are the result of economic
cooperation, public money is
invested in comfort of living,
education, health, not in the
military, must change. This
way of life has no chance of
surviving. The only question
is whether it will change in
a planned and controlled
manner or crumble under
the pressure of reality. I advo-
cate the former. This is what
Macron was talking about
when he called the passing
era a time of plenty.

So what now?

Let's start with the narrative.
Beyond the real dimension,
there are political emotions.
We know how many things
today are being determined
by those. It is necessary to
build a new political imagi-
narium in Europe. This nar-
rative cannot just be about

preserving the status quo or
the end of something good,
because that won’t enthuse
anyone, It must be a story
about something new, about
something we are striving
for. I think every country
needs to have its own nar-
rative about this. It’s about
making the transition to
a new European way of life
happen in a positive, hope-
ful mood. This is a huge task.
We, Europeans, have lost the
ability to talk about a better
future because we had a swell
present. Today, China, India
and other Asian countries
can talk about the future, We
keep focusing on the past, the
lost past. This will not get us
anywhere. We need to talk
differently - about a circular
economy, about using goods
in a better, more efficient
way, about enjoying the for-
est more than the next car.
This is a huge challenge that
cannot be ignored in this day
and age. Without an ambi-
tious positive goal, we won’t
know where to go.

Where does weapons
production fit into this

new narrative?

I talked about the imaginar-
ium, now let's move on to
what is happening in the real
world., First of all, we need to
ensure our energy security.
Our economic and climate
priorities overlap today: we
need to wean ourselves off
Russian supplies. In Poland,
this means a shift to renew-
ables (perhaps also nuclear
power) and more distributed
energy sources. Families,
housing cooperatives, villages,
but also small and medium-
sized businesses should be
able to produce energy for
themselves more cleanly and
cheaply. We also need more
military capability. Which
means not only purchasing
weapons, but also expanding
the arms industry. Today, the
constraint on aid to Ukraine
is - apart from money - the
lack of production capacity.
We don’t have enough mis-
siles, munitions, drones, etc.
Europe should have a com-
mon strategy here. It repre-
sents an investment effort,
but potentially also new jobs
and a boost to growth, At the
same time, we have to re-
member that we are in a con-
stant economic war with
Russia. At the beginning of
the invasion, we introduced
sanctions without calculat-
ing our own costs, driven by
impulse. And then it turned
out that some of them hit us
more than they did Russia,
as for example in case of the
coal sanctions, For Russia it
was a mosquito sting, and for
some European economies
- a heavy blow. The strategy
of economic warfare re-
quires constant vigilance as
to where the front is, which
units to drop and which to
withdraw at any given time,
where to go on the offensive
and where to consolidate,
Europe is learning this war

and has already lost several
battles to Russia. It is neces-
sary to learn from this and
to treat this state of affairs as
an economic-war situation.

Are the actions of the
European Commission
moving in the right direction
asitis?

Many things are moving in
the right direction. The de-
cision to set price caps on
petroleum products and oil
is a good one. The key, how-
ever, will be its implementa-
tion - whether the EU and the
Gy manage to impose these
caps on the rest of the world.
Alot also depends on the will-
ingness of the member states
- and this is another difficulty
for the European Union. We
are fighting this war not as
a single country, but as a se-
ries of entities that have to
reach a consensus in order to
act accordingly. Which usually
takes time and sometimes
proves entirely impossible.

Germany is constantly
accused of failing to consult
the rest of the EU countries
on its aid programmes, of
using its financial potential

to pursue selfish policies and
of failing to take into account
the interests of smaller
countries.

In an economic war, strat-
egies must be thought out
several steps ahead. One
must also appreciate an op-
ponent who is prepared to
use his resources in a deter-
mined and radical manner.
Germany has indeed focused
on saving its own economy
at the expense of EU solidar-
ity. Their underlying belief
is that national protection-
ism will solve the problem of
this war, which it will not;
instead, it will undermine
the supreme good, which is
the cohesion of the collective
West. This does not change
the fact that the stability
of the German economy
is very important, If Germany
plunges into recession and
loses its competitiveness on
global markets, it will pull
other countries down with
it. It would be advisable for
us in Poland to understand
this too.

Should our response not be

to seek to strengthen the

EU institutions at all costs

in order to restrict this
German potential?
Higher-level politics, that is,
the mechanism whereby we
give up part of our sovereignty
to acquire even more sover-
eignty, is even more relevant
in this new era than in the
previous one. I would posit
that without the European
Union, our sovereignty would
be seriously threatened. Not
only by Russian aggression,
but also by the economic and
technological dominance of
Asia and the USA. French,
German and Italian sover-
eignty is also at risk. The
ability of these countries to
impose and enforce the eco-

nomic rules of the game will
diminish dramatically if each
plays separately.

How can we maintain the
cohesion of the Union while
avoiding domination of

the strongest?

It is worth looking at what
EU leadership looked like in
the previous era. The Union
has along history. It included
periods of strong national
leadership - German or
German-French, Many things
in the EU have been pushed
through because certain
countries have more clout.

So a strong European
Commission holding back the
German-French tandem is
amyth?

There were times when strong
EU institutions held back
Germany and France, but
there were also times when
their national interests were
pursued. Our region joined
the EU from a catching-up
position. We could not set our
own conditions. In my opin-
ion, today’s EU institutions
are nowhere near as weak
as people say. A lot has been
achieved: joint purchases of
vaccines, a ground-breaking
fund based on the credibility
of the EU budget, subsequent
rounds of sanctions. All that
would not have been possible
without strong European in-
stitutions. Massive changes
have occurred in terms of
national leadership. We have
a confused Germany, a weak-
ened France, Italy undergoing
turbulences. And then there
is our region, whose aspira-
tions far exceed the former
role of a disciple. It is therefore
no longer possible to main-
tain the one- or two-nation
leadership we experienced in
the past. What is needed today
is either collective leadership,
where there are more players,
or variable-geometry leader-
ship, where players specialise
in different solutions. Other
options are either anarchy or
outsourcing leadership to the
United States.

Should we try to build security
mechanisms alongside the US?
Military leadership was out-
sourced by Europe to the US.
Today, the US is here. Will
they be here tomorrow?
There is no such guarantee,
It is certainly desirable that
they remain on the conti-
nent for as long as possi-
ble and that their level of
involvement is as high as
possible. Which does not
change the fact that today,
the US wants Europe to be
a partner, not a teenager
that needs to be constantly
looked after. The war with
Russia is fought on our con-
tinent, not in America. Even
if we want as large a US
presence here as possible,
this should not absolve us of
the obligation to build our
own military capabilities. It
cannot be that we invest in
education, health, comfort
of living and social welfare,
while the Americans arm
themselves for us. Military
capability is an essential at-
tribute of strength and sov-
ereignty in our world. Un-
fortunately, as it turns out,
humanity has not yet grown
up enough to make it but
a relic. Poland and Europe
must be determined to in-
vest more in security. Oth-
erwise we will not survive
as sovereign states. ©®

Collaboration: Maria Lipifiska
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The Union Is at Risk
of Irrelevance

Diversity is still a strength
of the EU, a driver of innovation
and competition. Let’s not fight it
with attempts at centralisation,
which is doomed to fail

Dalibor Rohac interviewed
by Sebastian Stodolak

The war in Ukraine is the
largest armed conflict in
Europe since World War

Il. Fortunately, on a much
smaller scale. Do we have
the European Union to
thank for this?

In part, yes, but I also
think that without the
post-war disarmament
of Europe’s most ag-
gressive countries and
the protective umbrella
extended by the United
States, things could have
been worse, The European
Union and the US have
strengthened and com-
plemented each other with
regard to ensuring peace
on the Old Continent.

Excellent! We have identi-
fied the first benefit

of the EU’s existence.

Can you point out, say,
three others?

Of course. The first thing
is economic cooperation,
abolishing tariffs, reduc-
ing protectionism, reduc-
ing regulation. In short:
a common market that al-
lows companies to oper-
ate freely throughout the
Union. The second thing
is that the EU has evolved
into a certain model of
functioning and an insti-
tutional model that was
attractive to post-Soviet
countries which, in their
desire to join the Union,
have implemented some
good reforms.

And the third...

The EU is - still - an organi-
sation that allows member
countries to preserve their
particularities. This diver-
sity is a great value that al-
lows Europeans to broaden
their perspective and learn
from each other.

| ask about the positive
aspects of the Union quite
deliberately. In your book
“Governing the EU in an Age
of Division,” you say that
“The Union is not a state
and should not strive to
become one. Nor should

it aspire to be a super-
power.” You also write that
it is necessary to “dismem-
ber the EU.” This sounds
like Euroscepticism.

Except I am not a Eurosceptic.

But you believe that the
direction being imposed on
Europe by its elites is wrong.
We should perhaps start
with the fact that the
European project itself car-
ries different meaning for
different people. Liberals
would like to see the EU
as a federalist structure,
imposing constraints on
nation-states, though not
necessarily a state-like
structure itself. There are
also those who believe - and
this is the dominant per-
spective in Brussels - that
governance at the level of
nation-states should be re-
placed by a more centralised
formula. We also have the
Christian Democrats, who
are somewhere in the mid-
dle with their idea of subsid-
iarity derived from the so-
cial doctrine of the Catholic
Church. There is a disagree-
ment in Europe as to what
shape the Union should
ultimately take. And this
disagreement is not inher-
ently a bad thing. Rather,
it is an enduring, inherent
aspect of the EU. Europe
has never been central-
ised. Even the Roman Em-
pire was governed through
sophisticated institution-
al structures, not a simple
decree from Rome. Power
was always fragmented at
some level.

In the US, individual states
have a lot of autonomy and
differ markedly from each
other, but they also form

a strong state. Why can’t
Europe be like that?

While citizens of Texas and
California may disagree on
specific policies, there is
a consensus at the meta-
level as to what is and is not
the job of the federal govern-
ment. In contrast, there is
no such consensus in the
European Union. In this
situation, the minimalist
formula of classical liberals
seems reasonable: we want
European institutions to
operate only in those areas
where they bring substan-
tial outcomes that could not
be achieved at the level of
individual states. And on the
condition that governments
have similar preferences for
the purpose and manner of
supranational action.

Excellent. But isn’t that an
argument that could lead
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you to exactly where you
want to run from?
What do you mean?

Let’s consider security. Isn’t
an enemy like Russia a good
argument for acommon
European army? And after
all, an army is one of the
attributes of a state, which
you do not want the EU

to become...

Okay, I agree. Such a demand
is not fundamentally unrea-
sonable, But let’s take a closer
look at it. Do countries
have similar preferences
with regard to how such an
army should function?

No. It is often said that

a common European army
would be in fact managed
by the most influential EU

country, Germany. The Poles
might want that.

This is really not something
I worry about. Countries will
not cede the control of their
most important asset, just
like that, to be used, for ex-
ample, to patrol the Italian
coast or to search for ter-
rorists. Nor is a European
army necessary for the ar-
mies of individual countries
to cooperate in certain ar-
eas, such as the defence of
the EU’s eastern borders.

One of the arguments for
EU federalisation is the need
to compete against the
economic superpowers - the
US and China. Are the indi-
vidual countries of Europe
able to compete against
them on their own?
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We should ask ourselves the
question: in what aspect do
we want to compete with
them? In my opinion, it
makes sense to build pros-
perity and competitiveness
in Europe by creating a good
legal and regulatory environ-
ment. If I were convinced
that the way to do this is
to transfer more power to
European institutions,
Iwould support it, But Idon’t
believe that centralising pow-
er over the economy would
work that way. Nor do I believe
that harmonising economic,
social and tax policies is
a good idea.

Why?

What if we harmonise it all
in the wrong way? Europe
as a whole would suffer. On

Photo: Olivier Hoslet/EPA/PAP

the other hand, introduction
of the common market had
to include elements of har-
monisation, such as prod-
uct standards. Otherwise it
wouldn’t have worked. Be-
sides, the common market
still doesn’t really function
in the area of services. This
area is heavily regulated by
member states. It’s hard for
them to give up their own,
often protectionist, regula-
tions. The idea that archi-
tects from Greece should be
able to freely design houses
in France triggers resistance
from interest groups.

There is also the monetary
union. If we are not aiming
to build a European super-
state, how should we view
this project?

The euro is one of those pro-
jects where politics trumped
economics. It is the child of
the same intellectual cur-
rents that push for stronger
integration at all costs. Let’s
remember that people from
completely different camps
- both the left-wing Paul
Krugman and the right-wing
Milton Friedman - have cau-
tioned against such an idea
because of the deep struc-
tural differences between
the economies of the mem-
ber states and the lack of
institutions, such as a fiscal
union, that would ensure
smooth functioning of the
monetary union in the long
term. So the argument for
Poland joining the euro zone
is relatively weak - as weak
as it was when the euro was
adopted by Slovakia, where
I'm from.

You don’t seem to suffer
excessively because of it?
Slovakia is a small econ-
omy, and there were very
real concerns in our coun-
try that we would end up on
the margins of the European
decision-making process. By
becoming a member of the
euro zone, we have joined the
club of decision-makers, we
have a real voice in impor-
tant matters. Poland hardly
needs to fear that it would be
pushed away from the table
if it remains outside the euro
zone. Especially since your
country has strong ties with
the US - this alone makes you
a force to be reckoned with.
The introduction of the euro
in Slovakia also had a politi-
cal fallout. Shortly after join-
ing the monetary union,
Slovaks faced the prospect of
participating in the bailout
of bankrupt Greece and co-
creating stabilisation mech-
anisms for countries in cri-
sis. This came as a surprise to
them: after all, we were not
the ones who caused these
crises! As a result, the cen-
trist government of the time
collapsed, and leftist popu-
lists took power for the next
eight years. What was sup-
posed to strengthen coop-
eration with the EU has, in
a sense, diminished it. Over
the past decade, the euro
tended to be a source of con-
flict, and I don’t see an easy
way to change that. A fiscal
union will be very difficult
to implement. It was impos-
sible to forge even under the
exceptional conditions cre-
ated by the pandemic. The
countries of the North will
not want to finance the
South, and the South will not
want to become dependent
on the North.

So if you were Polish, you
would not hurry to adopt
the euro?

No, I would not.

There is another important
argument for strengthen-

ing integration. Global prob-
lems, like climate change.
Isn’t saving the world worth
sacrificing a little sovereignty
to Brussels?

I am not convinced that
a centralised plan to combat
climate change would solve
the problem. Each country
chooses its own decarboni-
sation path, tailored to its
own capabilities and cir-
cumstances. Germany is so
averse to nuclear power that
even in the time of Russia’s
war with Ukraine, it prefers
to increase consumption of

coal-based energy. Poland, on
the other hand, is going to
build a nuclear power plant.
I believe that coordination of
policies is necessary only in
the areas where the prefer-
ences of nations are aligned.
Central planning of the en-
ergy transition is a mistake.
Nuclear energy enables the
most effective reduction of
CO2 emissions, successive
countries are turning to-
wards it, but the EU itself
does not support it. This
is telling.

Many critics of the EU offer
nothing in return, do you?

I don’t want the EU to
disappear.

But you do want

adeep reform.

Yes. I want the EU to become
a platform based on common
principles, enabling the solu-
tion of problems that are un-
solvable at the national level.
The list of such issues would
be relatively short.

You would throw away the
Lisbon Treaty?

I am a realist. We won’t get
rid of the treaty or insti-
tutions like the European
Parliament or the European
Commission. However, I do
believe that we can achieve
quite a lot. There is a pro-
vision in the Lisbon Treaty
concerning the possibil-
ity of strengthened coop-
eration within the EU, This
does not necessarily imply
a deeper integration. It ap-
plies to areas such as de-
fence, energy, economy. The
key thing is that this coop-
eration should not be man-
datory. In my vision, the Un-
ion is a network of smaller
and larger integration agree-
ments between countries,
not a doomed attempt to
implement the same solu-
tions for everyone. You can
be in the EU, but you don’t
have to be in the euro zone.
You can be in Schengen, but
you don’t have to be in the
EU. You can be a member of
the common market, but
you don’t have to join other
structures. Such optional-
ity would reduce the scale of
tensions. As it is, people are
feeling that things are being
imposed on them.

And where would we get the
catalogue of rules that every
EU member would have to
agree to?

It already exists. It is the fa-
mous four freedoms that
form the framework of the
common market: free move-
ment of goods, services, capi-
tal and people. The European
Commission should uphold
them, and that should be its
fundamental task. Nothing
more is needed. At present,
all too often, the EC shows
much more initiative when
introducing new regulations,
the consequences for which
it bears no responsibility.
And one more comment on
the European treaties: it is
better not to change them
anymore. So far, every at-
tempt to revise them has
resulted in more complexity.

How could your proposal be
put into effect?

This can only be done on
a mental level: it’s all about
changing the political cul-
ture by rejecting the as-
sumption that more central
integration is always a good
idea. Even now, many pro-

jects inside the EU are car-
ried out outside the treaties
and do not involve all coun-
tries. EU functioning should
be based on building various
coalitions. The most suc-
cessful ones would attract
additional countries and
grow larger. Others would
fade away.

How is this model you
propose different from a situ-
ation where the EU does

not exist?

The model without the EU
would entail the risk of dis-
integration of the common
market, and the common
market, or common inter-
ests, is the basis for any coop-
eration, including political.
Existence of the EU should
also come with the option of
expelling a member state if
it does not meet the basic
requirements. Currently,
no such expulsion proce-
dure exists.

Yes, and that’s why disci-
plining the member states

is difficult. Poland is being
punished for violations of the
rule of law by being denied
funds. This resembles disci-
plining children by taking
away their pocket money. Is
this approach supposed to
cement the Union?

I share these doubts. Howev-
er, let's keep in mind that the
EU budget is small compared
to the budgets of member
states, Let's not overestimate
its importance. I also do not
believe that expanding the
EU budget is a good idea.
Historically, aside from in-
frastructure spending, it has
been spent on things that are
questionable to say the least.
In turn, in the areas where it
could serve the economies
- such as research and de-
velopment - it has been ex-
tremely stingy.

From your perspective, the
conflicting interests between
countries that the European
Union seeks to dispel should
be accepted. Do | understand
this correctly?

Yes. The belief that these
conflicts can be overcome
is linked to the belief that
some kind of European iden-
tity can be built. But while
there may be some civilisa-
tional references common
to all Europeans, such as the
legal tradition of Rome, or
Christianity, these are not
enough to produce some-
thing akin to a European na-
tion. The processes through
which national identities
emerged took many decades.
And even then, coercive gov-
ernment intervention was
often necessary. France had
aplethora oflocal languages
up until the 19th century,
making it difficult to forge
a French nation. At a certain
point, the government sim-
ply imposed the requirement
to learn French. Now imag-
ine what would happen if
Brussels were to start openly
fighting national identi-
ties today...

The Americans were

able to build a common
identity somehow.

Having fought a civil war
in the process. Besides,
Americans had a sense of
uniqueness and a common
destiny: they were the peo-
ple who emigrated from
their homeland and sought
their fortune in a foreign
land, or their descendants.

Interestingly, proponents

of a common identity rarely
refer to history; they usually
talk about the future and
common challenges, such as
the need to combat climate
change.

I don’t think this approach is
likely to work. There is noth-
ing uniquely European about
global warming. It’s a global
problem. Why would that be
constitutive to a European
identity?

Because the European

project has become not only
an economic and political
project, but also a moral one.
We want to spearhead the
progress.

Such a perception of the
EU stems from a leftist vi-
sion in which our destiny
is guided by some objec-
tive processes and that one
must be on the “right side
of history.” And European
elites know which side that
is. I doubt it. Such an ap-
proach leads to pushing
for unattainable goals and
consequently to eroding
trust in institutions. Some
imperfections in life must
be embraced. Kant wrote
that “from such crooked
timber as humankind is
made of, nothing entire-
ly straight can be made.”
He was right. Historically,
Europe has benefited from
being diverse. That diversity
is still the EU’s strength,
a driver for innovation and
competition. Let’s not fight
it with attempts at centrali-
sation, which is doomed to
fail. Civilisations that cen-
tralised ultimately ended
up languishing.

How do you see the future of
the EU in 10 years, if central-
isation tendencies prevail?
Should we expect more
“exits”?

I think that the EU will not
fall apart - at least as long
as it protects the common
market, for example. The
UK did not become a par-
adise after Brexit. Many of
the problems blamed on the
EU still persist because their
real source lay in national
policies. There is nothing
appealing about Brexit. It
is far more likely that the
EU would simply become
irrelevant. EU institutions
will continue to exist, but
member states will not care
about their voice and what-
ever rules those institutions
would attempt to impose.

So there is arisk that the EU
will become an anachronis-
tic, bureaucratic overgrowth
with no real relevance to the
operation of the countries

of Europe?

I believe so. We have to ac-
cept that people disagree,
that they have different
visions of the future and
values - and build the EU
on that foundation. Our
continent could resemble
19th-century Vienna, full
of cafés where intellectu-
als with ground-breaking
ideas hung out. Although
they outraged their contem-
poraries, they were free to
develop. It was a dynamic
environment conducive to
innovation and progress.
The way to reconcile dis-
parate interests is through
the market, where each
can win. If the EU focuses
on this, and curbs its cen-
tralist ambitions, its future
could be bright. ©@
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Countries that represent over 90
percent of the world's GDP and
nearly 70 percent of the global
population maintain that their
goal is to achieve carbon neutrality.
The European Union, the United
States, the United Kingdom,
Japan, Australia, and Korea have
set a target of reaching carbon
neutrality by 2050. China has set

a slightly longer-term goal of 2060,
while India aims to achieve carbon

uropean corporations

have already initiated

their transition towards

a greener future,. Orlen,

too, is actively engaged
in developing new business
segments that align with the
green transition, and invests
in onshore and offshore wind
farms, photovoltaics, hydrogen
technologies, nuclear power,
and biogas.

The transition to a greener
economy is a complex undertaking
due to the significant scale of
action required and the ongoing
development phase of many
solutions. Recognizing the
urgency, the European Union is
actively promoting technologies
within its member states that
offer the fastest and most effective
reduction of CO2 emissions.
This serves as a roadmap for
European companies when
planning their medium- and
long-term investments. The
accelerated transformation
presents significant challenges,
necessitating substantial
investments and unwavering
commitment from all stakeholders
involved. Corporations, including
leaders in the oil industry, are
updating their strategies to
address the new realities. Their
goal is to adapt to these changes
by harnessing the potential of the
transformation and green energy.

The global energy mix will shift
towards an increased reliance
on electricity and hydrogen.
Even prior to the commodity
crisis, projections indicated that
these sources could contribute
up to 32 percent of final
energy consumption by 2035,
with electricity and hydrogen
accounting for half of the energy
mix by 2050. The remaining
50 percent is expected to be
comprised of bioenergy, gas, oil,
and, least of all, coal.

Renewable energy sources
(RES) will play an increasingly
vital role in the global energy
landscape. Over the next 15 years,
the share of renewables in the
energy mix is projected to double.
Depending on the development
scenario, renewables have the
potential to contribute from
80 to 9o percent of electricity
generation by 2050, with solar
and onshore wind emerging as
the primary contributors.

The Orlen Group is actively
aligning itself with the global
shift towards sustainability.
The company has committed to
achieving climate neutrality by
2050 and has outlined a series

neutrality by 2070.

of tasks to be accomplished
in successive stages leading
up to this goal. In February of
this year, Orlen announced an
updated strategy that outlines
its plans until 2030. The strategy
is centred around investments in
renewable energy, expanding its
own extraction capabilities, and
driving projects that promote
environmentally-friendly
practices, such as biogas and
biofuels. Additionally, Orlen is
actively pursuing the development
of hydrogen technology, modern
petrochemicals, and safe
nuclear power. To support these
initiatives, the Orlen Group
has allocated approximately
PLN 320 billion (equivalent to
approximately EUR 7o0.7 billion)
for strategic projects by the end
of this decade. These investments
will not only transform the Group
by protecting the environment
and mitigating climate change
but also contribute to the growth
of the national economy. They
will modernize the energy and
fuel industry, generate new jobs,
and foster the development of
cutting-edge technologies.

Orlen moves towards clean
energy

Renewable energy sources and
small-scale nuclear power are set
to play a pivotal role in Orlen's
transformation. By 2030, Orlen
aims to have over 9 GW of installed
renewable energy capacity.
The company plans to invest
PLN 7o billion (approximately
EUR 15.5 billion) in new energy
and renewable sources during
that period. In just seven years,
Orlen anticipates that as much
as one third of its EBITDA will
be generated from renewable
energy sources. Furthermore,
Orlen has committed to reducing
emissions intensity of its power
generation by 40 percent by 2030
and completely phasing out coal-
fired power generation by 2035.
The Group is actively focusing
on the development of offshore
and onshore wind power and
photovoltaics, and is preparing
for the construction of Small
Modular Reactors (SMRs), which
will be a vital component of the
future energy mix, providing
reliable and stable power capacity.

Offshore projects are
considered crucial for their
scale and efficiency, and Orlen
recognizes their significance.
In collaboration with Canadian
company Northland Power,
Orlen is currently constructing
its first offshore wind farm with
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a capacity of up to 1,200 MW, to be
commissioned as early as January
2026. The project remains on
schedule, with all major contracts
already signed, encompassing the
supply of offshore substations,
foundations, turbines, cables, and
the construction of the onshore
energy receiving station. In 2023,
Orlen will commence activities at
the construction site, followed by
the foundation installation in 2024
and tower installation in 2025.

The company has recently
applied for new permits in
the Baltic Sea, recognizing the
immense potential of this basin.
The Baltic Sea is characterized
by its relatively shallow depths
and favourable wind conditions.
Orlen's interest extends beyond
the waters of Poland to encompass
the entire Baltic Sea region.
Lithuania, Latvia, and Estonia also
have ambitious plans for offshore
wind development. In September
of this year, Lithuania will hold
its first tender for offshore wind
projects, and Orlen intends to
participate in this opportunity.
With its ownership of the
Mazeikiai refinery and network
of service stations in Lithuania,
Orlen aims to leverage energy
generated from offshore wind
turbines to decarbonize its
refining assets in the country.

Orlen also recognizes the
importance of developing
onshore wind and photovoltaic
farms as part of its renewable
energy strategy. This year, the
company has launched two
photovoltaic farms: Wielbark
in the Warminsko-Mazurskie
voivodeship with a capacity
of 62 MW, and Gryf in the
Wielkopolskie voivodeship with
a capacity of 25 MW. These
installations, requiring an
investment of approximately
PLN 260 million, generate green
energy that can power nearly
43 thousand households. Orlen
plans to expand the Wielbark
farm by increasing its capacity
to 70 MW by the end of this
year. Next year, the company
intends to construct additional
photovoltaic installations with
a combined capacity of around
68 MW near the Gryf farm. One
of these installations, called
Mitra and situated in Przykona
on post-mining land, has already
obtained the necessary permits.
The 65 MW farm is projected to
provide electricity for over 30
thousand households.

The Orlen Group is also actively
building a portfolio of onshore
wind farms. Presently, the
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Group operates ten onshore wind
farms with a combined installed
capacity of approximately 0.7 GW.
Orlen's approach to expanding
its renewable energy segment
involves organic development as
well as acquisitions. This includes
acquiring pre-existing projects or
operational wind farms. Market
purchases will be a permanent
element of the company’s strategy
moving forward.

Large potential of small
reactors

Renewable sources, which
are weather-dependent, will
be stabilized with gas blocks.
However, Orlen is going further
to ensure a steady supply of green
energy to the domestic market.
In collaboration with Synthos,
the company plans to invest
in small nuclear reactors, each
with a capacity of 300 MW. These
reactors offer several advantages,
including simplified designs
and the ability to manufacture
their components externally
as prefabricated parts, which
can then be transported to the
site. This streamlined approach
reduces construction time, costs,
and complexities associated with
larger-scale nuclear projects. The
use of small modular reactors
(SMRs) allows for a reduction
in reactor power, resulting in
thinner structural steel and
concrete requirements. Once all
necessary permits are obtained,
the construction of SMRs can be
completed in as little as three
years. The shorter investment time
leads to lower capital costs, and
identification of suitable locations
for small nuclear units is easier.
Orlen Synthos Green Energy
has made the decision to adopt

Orlen Group

boiling-water reactor (BWR)
technology for its small nuclear
reactors. BWR technology has
been established for many
years, with over a hundred units
currently in operation worldwide,
albeit at a larger scale of around
1,000 MW each. In collaboration
with GE and Hitachi, the reactors
will be scaled down to 300 MW
while maintaining the same
technological solutions. This
approach facilitates a faster
certification process with
regulatory authorities, and
time is of the essence due to
cost considerations. A similar
300 MW unit is planned for
construction in Ontario, Canada.
The contract for the Canadian
project has already been signed,
and certification efforts are
underway. The completion of the
Canadian project is anticipated
in 2028. All documentation
developed for the Canadian
unit will be directly adapted by
engineers at Orlen Synthos Green
Energy for the project in Poland.
Orlen expects that its reactor
will be ready for operation not
long after the Canadian one. The
estimated operational lifespan of
the reactor is projected to be at
least 6o years.

Development of hydrogen
technology

Orlen is also actively preparing
for the hydrogen revolution.
By 2030, the company aims
to produce approximately 130
thousand tonnes of hydrogen.
To achieve this, Orlen is planning
the construction of ten hydrogen
hubs in Poland, the Czech
Republic, and Slovakia. The
distributed production model of

The energy crisis, which began even before the outbreak of the war in
Ukraine, has demonstrated there is no turning back from the energy
transition, and Russia’s invasion only confirmed that a shift away from fossil
fuels is necessary. With that in mind, we have updated our goals this year,
and we are accelerating progress towards their achievernent. By 2030, we
willinvest about PLN 320 bn, including in projects designed to enhance

energy supply security for Poland and Central
Europe. As much as 40% of our total capex will be

allocated to green projects reducing

dependence on fossil fuels. The achievement
of these ambitious but realistic goals will
allow us to deliver stable profits. We want

to share the profits with our shareholders.

Our efforts will also boost economic

growth and create thousands of new jobs.

Daniel Obajtek,
CEO and President of the PKN ORLEN
Management Board
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going green

these hubs will help minimize
logistics costs. The company is
committed to investing PLN 7.4
billion (approximately EUR 1.6
billion) in hydrogen technology
over the next seven years. This
substantial investment will
enable Orlen to produce hydrogen
for its internal processes while
also offering it on the market as
a fuel for heavy transport.

The Orlen Group currently
produces and consumes over
half a million tonnes of hydrogen
annually. At present, this
hydrogen is classified as grey
hydrogen, primarily derived
from natural gas through steam
methane reforming technology.
Additionally, the Group's Czech
plants produce hydrogen
through gasification of crude
oil residues. This hydrogen is
utilized in refinery processes
for fuel product purification
and desulfurization, as well as
in the chemical segment. Orlen
is actively working to expand
its production of renewable
hydrogen through pilot
programmes. The company is
fully committed to the intensive
development of renewable
hydrogen production, as
outlined in its hydrogen strategy
announced last year. The goal
is to have 540 MW of new low-
and zero-emission hydrogen
capacity by 2030, representing
approximately 50 percent of
the company's total production.
Over the long term, Orlen aims
to increase the share of green
hydrogen to around 80 percent.

Orlen is actively pursuing
partnerships to foster the
development of hydrogen
initiatives. In 2021, the company
established the Mazovian

We are well prepared for the challenges

Hydrogen Valley, a collaborative
platform that brings together
37 partners from the academic,
business, and financial circles.
This initiative aims to integrate
the expertise of different
stakeholders, enabling the
accelerated development of large-
scale hydrogen projects.

Biogas and biomethane
projects

The Orlen Group aims to produce
more than 1 billion cubic meters of
biogas per year and over 3 million
tonnes of biofuels by 2030. To
achieve these goals, Orlen plans
to invest more than PLN 10 billion
(approximately EUR 2.2 billion)
in the biogas segment and more
than PLN 15 billion (around EUR
3.3 billion) in biofuels over the
next seven years. The company
is interested in establishing
both biogas and biomethane
plants. The investment approach
will vary, encompassing
various ownership formulas,
including Orlen's own projects,
partnerships, and franchises.
Orlen considers an optimal
capacity of these units to be no
less than 2.5 MW. Biomethane
plants will be constructed in areas
where connection to the gas grid
is feasible, while biogas plants
generating electricity will be built
in locations where grid access is
available but gas grid connectivity
is not possible. Additionally,
facilities producing liquefied
biomethane, known as bioLNG,
will be established where the end
product can be transported via
tanker trucks.

The construction of biogas
and biomethane plants presents
significant opportunities for the
domestic agriculture and agri-

that come with the energy transition.

Following its successful mergers with Lotos, PGNIG and earlier with Energa,
PKN Orlen has become the largest company in Central Europe. This has

greatly enhanced our ability to invest an
Orlen is simultaneously growing its busi

d harness cutting-edge technology.
ness in several key areas, relying on

sustainable and responsible business practices. \We are investing in

renewables, small-scale nuclear powver,

technologies, biogas, and alternative fuels.
We are fully aware the transition requires

effort, both financial and organisational
As a strong multi-utility group, we are
well positioned to meet these
challenges, setting the tone for Poland's
green transition

Robert Sleszynski,
MeA, Strategy & Investor Relations

Executive Director, PKN O

hydrogen

RLEN

food processing sectors. These
facilities enable the management
of waste and by-products that
currently hold negligible value,
often posing a burden within
agricultural production and
processing. Through biogas
production, these materials can be
effectively utilized, transforming
them into valuable resources.
The resulting product, known
as post-ferment or fermented
organic matter, exhibits excellent
fertilizing properties. Biogas and
biomethane hold tremendous
potential in meeting emission
reduction targets, The combustion
of biogas is typically regarded
as a zero-emissions process.
However, when emission-
generating substrates are used
in its production, the utilization
of these substrates for biogas
production can be seen as an
emission-reducing activity.
Consequently, the resulting biogas
can be considered to have negative
emissions, contributing to the
reduction of overall greenhouse
gas emissions.

Own upstream assets as the
basis for energy security

The Orlen Group has ambitious
plans to increase its gas
production from the current 7.5
billion cubic meters per year to
12 billion cubic meters per year by
the end of the decade. To support
this expansion, the company is
prepared to invest around PLN
70 billion (approximately EUR
15.5 billion). The development
of upstream activities in stable
markets, including in Poland
and Norway, is seen as a crucial
factor in ensuring energy security.
With the expected increase in
gas demand in Poland, projected
to reach around 30 billion cubic
meters by 2030, the upstream
segment becomes a vital area of
focus for Orlen. It is anticipated
that the upstream activities
will generate an EBITDA of PLN
90-100 billion (approximately
EUR 19.9-22.1 billion) by 2030.
This segment's contribution
is significant, accounting for
a substantial portion of the
Group's overall financial results.
The Group's strategy aims to
achieve a total result of over
PLN goo0 billion (around EUR
88.3 billion) within the next
seven years. The combination
of upstream assets from Orlen's
acquired companies, Lotos and
PGNIiG, which have operations
in both Poland and Norway,
is expected to bring about
substantial synergies.

Orlen's exploration and
production activities extend
to multiple markets, including
Poland, Norway, Pakistan,
the United Arab Emirates,
and Canada. The company's
production portfolio consists
of approximately 74 percent
gas, while the remaining 26
percent comprises oil and NGLs
(natural gas liquids) - liquid
products derived from natural
gas production and processing.
In terms of reserves, the Group's
combined 2P (proven and
probable) oil and gas reserves total
around 1.28 billion barrels of oil
equivalent (boe).

Despite the challenges
presented by the Polish
hydrocarbon market, the Orlen
Group remains committed to
developing domestic production.
While the large and easily
accessible reserves have largely
been depleted, the remaining
deposits in Poland are small and
fragmented. However, Orlen has
gained extensive experience over
the years and has become adept
at operating effectively in this
complex environment. Through
the utilization of digital tools
and advanced technologies,
Orlen has managed to overcome
the difficulties and successfully
extract hydrocarbons from
underground reservoirs. This
operational efficiency has allowed
the company to maintain a stable
production level of approximately
4 billion cubic meters per year.

Norway is the main foreign
market for the Orlen Group's
exploration and production
activities. The acquisition of
Lotos and PGNiG has bolstered
Orlen's presence in the country,
where both companies have
been engaged in production
activities. The Baltic Pipe gas
pipeline, with an annual capacity
of approximately 10 billion cubic
meters, connects the Polish
transmission system to deposits
located on the Norwegian
continental shelf. Orlen aims to
maximize the use of its reserved
capacity, around 8 billion cubic
meters, to transport gas produced
by the company itself. Orlen is
actively expanding its footprint
in the North, with a strong
focus on Norway. The company
currently holds 98 licences in
Norway, with PGNiG Upstream
Norway has interests in
64 licences and Lotos Norge in
36, two of which are shared by
the companies. The Norwegian
market holds significant promise,
and investors appreciate the
favourable and stable political,
legal, and tax environment that
Norway offers.

A future for green
petrochemicals

Orlen recognizes the potential
of the petrochemicals and
base plastics market, which is
projected to double in value by
2030 according to global forecasts.
In line with market trends, the
company is investing in this
segment and considering new
projects both domestically and
abroad, also in collaboration
with partners. With regard to
petrochemicals, the Orlen Group
plans to allocate approximately
PLN 4o billion (over EUR 8.8
billion) by 2030, of which PLN 5
billion (over EUR 1.1 billion) will be
dedicated to green investments.
The company aims to reduce
the segment's emissions by 25
percent within that timeframe.
This reduction will be achieved
through various means, including
the implementation of energy-
efficient solutions, the adoption
of carbon capture and storage
technologies, and the utilization

of low- and zero-carbon
energy sources.

The Orlen Group currently offers
a portfolio of 40 petrochemical
products that are supplied to over
60 countries worldwide. Among
these products, specialty items
account for 16 percent of the
portfolio. However, the Group
aims to shift this composition
in the coming years. With
a focus on advancing its product
offerings, Orlen intends to
increase the share of advanced
products to 25 percent by 2030.
The shift, combined with the
current investments in capacity
expansion, is expected to drive
results of the segment. The
Group anticipates that EBITDA
generated from its petrochemicals
area will double from PLN 3
billion (approximately EUR
662.5 million) in 2022 to PLN 6
billion (approximately EUR 1.33
billion) in 2030.

Installed recycling capacity is
also set to increase. Unipetrol, the
Czech subsidiary of Orlen, signed
an agreement last year to buy the
Italian-Czech company Remag,
which is a leader in recycling
in Central and Eastern Europe.
It produces new petrochemical
products from waste, which is
part of a closed loop economy.
Currently, Remaq operates four
plastic regranulation lines with
a combined capacity of nearly
29,000 tonnes. However, the
Group's plans involve expanding
its recycling capacity to over
300,000 tonnes by the end of
the decade. This growth will
be achieved through potential
further acquisitions and organic
growth. Increasing recycling
capacity has several advantages,
including a decrease in the
consumption of raw materials
such as gas and oil. Such reduction
in resource consumption becomes
particularly relevant given the
energy crisis in Europe following
the conflict in Ukraine caused
by Russia.

Orlen is exploring the
possibility of constructing a new
large petrochemical complex in
Gdansk, in collaboration with
Saudi Aramco, which acquired
a 3o0-percent interest in the
Gdansk Refinery. Currently,
a feasibility study for the project
is being developed. The proposed
complex aims to produce both
base and specialty petrochemical
products, thereby maximising the
value chain. Selecting Gdansk as
the location for the new plant
offers numerous advantages,
including its proximity to the
existing Gdansk Refinery and
access to the sea. The Group
has already commenced the
construction of a marine terminal
worth over half a billion zloty,
which will enable the handling
of over one million tonnes of
products starting from 2025.
This terminal will facilitate
various operations, including
the shipment of petrochemical
products to overseas markets.

The merger of Orlen,
Energa, Lotos, and PGNiG
has significantly expanded
the development potential
of the combined entity. With
this strengthened position,
the company recognizes the
opportunity to pursue new
petrochemical investments
beyond the borders of Poland.
The merged entity is attracting
more potential partners
seeking to cooperate with
Orlen. This consolidation
has not only bolstered the
company's reputation but also
strengthened its operational
capabilities, enabling easier
access to financing for
future investments.
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oday, it is a truism to suggest that
Germany has been committing
political errors over the past few
decades. Yet save a tiny expert com-
munity, few realise how deeply these
errors are rooted in German history or the
German way of perceiving reality. The process of
building energy interests-based relations with
the Soviets (in later years: Russia) can be traced
back to the 1960s, the intents and mindset un-
der consistent criticism from Washington.

The End of Ostpolitik Draws Near?

The Druzhba (Friendship) oil pipeline was stage
one, commissioned in 1964 and criticised from
the word go by the Kennedy administration
who duly forced Berlin into a ban on importing
large-scale pipes potentially useful to building
new installations. Yet Willy Brandt’s notorious
Ostpolitik had the capacity to sidestep such
obstacles; oil imports expanded to include
gas imports in the 1970s. The bitter truth
Poland chooses to disremember is that
Brandt’s Eastern Policy was not designed
around ardent gestures or reconciliation
with the Polish nation. Its main purpose was
to develop relations with Moscow, allowing
contemplation of peaceful unification while
affording Berlin greater autonomy in relations
with the United States. This is all blatantly
visible in multiple interviews with and
declarations by Egon Bahr - stern political
realist and associate in Brandt’s cabinet.

Ronald Reagan attempted to convince
Germany to restrict gas imports from the
USSR time and again in the 1980s, the United
States then engaged in an ersatz war with
Moscow in Afghanistan. Yet to no avail: by
1989, Eastern gas would cover a massive third
of German demand. And that is but a piece in
the bilateral Berlin-Moscow relations puzzle,
culminating, as it were, in a green light for
reunification during the legendary Two Plus
Four Conference (1990).

Consequently, here we have over halfa cen-
tury of economic interdependencies develop-
ing, the process not greatly impacted by the
watershed of 1989; nay, it had even, in a sense,
served to bolster it. Furthermore, Christian
democrats had joined social democrats in as-
piring to a potentially favourable partnership
with Moscow. New documents came to light in
2022, clearly proving that back in 1991, Helmut
Kohl had been speaking out against the in-
dependence of the Baltic States and Ukraine,
been adverse to NATO expansion, and seen
the collapse of USSR as a historical calamity.
What'’s more, Kohl tried to persuade Fran-
cois Mitterrand to subscribe to his point of
view - yet Mitterrand hesitated. It is common
knowledge that George Bush Sr - and Ronald
Reagan and Margaret Thatcher before him
- had an entirely different take on the matter.

Yet given the context, it does not come as
much of a surprise that Kohl’s political child
Angela Merkel blocked the roadmap of NATO
membership for Ukraine and Georgia in 2008,
both countries later attacked by Russia.
Radostaw Sikorski, contemporaneous head
of Polish diplomacy, had had no doubt: such
actions could have only arisen from a special
relationship with Moscow. In all actuality,
these relations had been undermined
- literally and metaphorically - by war in
Ukraine, and the never-fully-clarified damage
to gas pipelines on the bottom of the Baltic
Sea. Beforehand, the schema had been
somewhat habitual: the United States and
Great Britain pushing to expand boundaries
of Western political structures; France not
saying “NO” immediately, yet always wanting
to negotiate something in return. Germany
sticking to the policy of prevalent zones of
influence in Europe, especially in the Russian
context, unless pressure from Washington
resulted in other measures, well-nigh by force.
Can Germany’s Eastern policy, thus defined
and deeply rooted, finally come to an end?

Shortly after the war broke out, Chancellor
Olaf Scholz announced a radical change to
Germany’s political course and an increase
in the armaments budget, his exposé swiftly
declared a true Zeitenwende, historical
breakthrough. It is by no chance that in the
German language, that particular word, last
heard in the context of German reunification
of 1990, is reserved for epochal events. The
problem is, such mission would require
a large-format politician in modern times
- and while a lot can be said about Olaf Scholz,
calling him an eminent statesman would be
a stretch. While an efficient party politician
and excellent organiser, he spent most of
his career in the shadow of other players

The Great

Return
of the

German

Matter

War in Ukraine ought to bring about a breakthrough in
German politics, comparable to the Fall of the Berlin Wall.
Woe to Germany, woe to Europe and woe to NATO should
that not come to pass, should the process of deputinising
elites fail, should new quality not arise

MICHAL KUZ
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with more distinct leadership qualities.
He was mainly known for long and boring
speeches, and a curious and conceited way
of communicating with the media. Expert
for German affairs at the Centre for Eastern
Studies Anna Kwiatkowska also points to
his youthful left-wing radicalism and anti-
Americanism.

Failed Exam in History

Prior to war in Ukraine, German relations
with Russia were founded on a triad: firstly,
on seeking sources of cheap energy in order to
salvage the competitiveness of an otherwise
poorly innovative economy built up on so-
called mid-tech - the manufacturing of
very high-quality yet not terribly advanced
industrial goods; secondly, on gratitude
for facilitating unification, Moscow being
seen as a guarantor of stability across the
region; and possibly most reprehensible for
Germans themselves, the third pillar may
actually be the most realistic one, involving
something that could - in international
relations theory vernacular - be referred to
as balance of power- gradual liberation from
under Anglo-Saxon influences, followed by
equipoise and subsequent evolvement of
a continental alternative,

Continental tendencies were evident in the
case of Wilhelmine Germany, the Weimar
Republic, and - obviously - Nazi Germany.
Yet when unravelled today, writings by the
father of German geopolitics Karl Haushofer
(1869-1946) are deeply striking in their
contemporaneity: Haushofer was aware
of the tremendous potential of Russia and
China, the latter somewhat surprising and
not necessarily evident at the time. He saw
Germany’s future in the development of
a continental axis through to Beijing. Such
ideas became an inspiration for German
politicians of multiple generations and
many factions, including Haushofer’s own
student Rudolf Hess who would go on to
become deputy chairman of the NSDAP. Hess’
celebrated flight to England, Haushofer’s son’s
involvement in an attempt to overthrow
Hitler, and his wife’s Jewish roots all caused
the thinker to fall into disfavour after 1941.
Briefly imprisoned, he was even interrogated

by the Allies with the intent to disclose his
potential liability for war crimes - yet the
investigating officer ultimately ruled the
suspicion out. Haushofer ended his life by
committing suicide with his wife in 1946, the
circumstances never fully clarified.

I am discussing this particular individual
at length for the following reason: while
the very notion of geopolitics had been
harshly censored in Germany for years,
whenever I encounter confessions by most
avid Putinversteher (those who comprehend
Putin), they veritably exude Haushoferism. The
Kremlin’s notorious golden boy and minister-
president of Saxony Michael Kretschmer
wrote some time ago in Die Welt of the need
to develop economic space from Lisbon to
Vladivostok. Kretschmer is a CDU politician.
And the number of such Putinversteher is
even greater in the SPD, the ruling party.
Gerhard Schroder has been portraying
continental economic space in similar terms
for years, both as chancellor and Putin’s paid
lobbyist. Minister-president of Mecklenburg-
Western Pomerania Manuela Schwessig
went as far as to establish a special-purpose
vehicle foundation Gazprom has been using
to transfer dozens of millions of euros - all
to the end of avoiding American sanctions.

The situation was similar in China’s case.
During the final weeks of its Presidency of
the Council of the European Union, Germany
was pushing with all it had to approve the
trade agreement with Beijing. Also, after war
in Ukraine had broken out, Olaf Scholz acted
to preserve good relations with Beijing by
allowing China to purchase a terminal in the
Hamburg sea harbour.

Hans Kundnani is a contemporary scholar
evidently aware of Haushoferism revisited, as
it were, blended with Berlin’s more ambitious
perception of its role in the European Union
and an upsurge of anti-Americanism.
According to multiple assessments of German
politics, Kundnani’s brilliant 2014 book The
Paradox of German Power proved prophetic.
Pursuant to the main proposition, while
Germany is visibly making an effort to remain
part of the collective West, the “German
matter” is returning in practice before
our very eyes as the issue of a country that
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- to quote Henry Kissinger - is “too large for
Europe, yet too small for the world”, In other
words, unable to reconcile its former global
aspirations with its true status of a de jure rank
and file EU and NATO member, Germany has
trouble fitting into the global order. As a result,
German politics has become inconsistent
and destabilising, especially for peripheries
of the current geopolitical West - countries
such as Poland or Ukraine. On the one hand,
Germany is economically benefitting from
the shift of Western structures to the east;
on the other, it fears that such developments
will upset the balance of power across Europe
in the long run and weaken its influence,
placing “Trojan horses of the US” (to quote
a European Commission official referencing
Poland) on the geopolitical chessboard.
The same thing goes for Ukraine; fearing
geopolitical consequences of unconditional
Russian defeat, Berlin is not in favour of Kyiv’s
overwhelming victory.

In the olden days, German decision-makers
- suffice to mention Helmut Kohl in times
of the perestroika - would have kept such
thoughts to themselves, harmonising their
actions with policies represented by other
vital players. Today, however, as Kundnani
rather judiciously points out, Brexit and the
Greek crisis have caused certain processes to
pick up tempo. Having boosted the German
sense of agency in the European Union, both
developments have encouraged the tendency
to focus on oneself and one’s own vantage
point as a result.

It goes without saying that German
politicians and numerous mainstream
commentators stand in fierce opposition to
the above narrative - support for the West is
embedded in German political DNA. It
has become something of a paradox for
contemporary Germany that even when
Berlin’s elites take action to challenge the
European Union or NATO’s coherence, they
find themselves unable to clearly articulate
the fact, save the extreme left and right. Heiko
Maas, at the helm of German diplomacy
at the time, may have taken the matter
the furthest of all the leading decision-
makers, having penned a 2018 piece for
Handelsblatt wherein he claims a need for

German Chancellor

Gerhard Shroder greets Russian
President Vladimir Putin,
Hanover, 10 April 2005

emancipation from US influence, a need
more profound and older than the dislike
for Donald Trump. Incidentally, Maas was
later credited with a rather curious statement
after the former president’s supporters
had stormed the Capitol in January 2021,
proposing that Germany offer aid in
rebuilding American democracy “along the
lines of a new Marshall Plan”, He is also famous
for having ostentatiously mocked Trump in
wake of the latter reviling German dependence
on Russian natural resources in the UN.

Yet nothing about Maas’ reactions should
raise eyebrows, after all. During Trump’s pres-
idency, the German ego had been rather cas-
ually caressed by some of America’s liberal
circles repulsed by their president’s shenani-
gans. In an interview with Politico, Assistant
Secretary of State in the Clinton adminis-
tration James P. Rubin went as far as to call
Angela Merkel “the leader of the free world”.

Pursuant to a rather uniquely bifurcated
mindset, Germany considers itself an arche-
typal Western democracy (greater than the
US) on the one hand - yet on the other, it
has to build its geopolitical position based on
two powerful authoritarianisms - Moscow
and Beijing. This goes beyond purely cyni-
cal hypocrisy. I have seen this many times:
countless Germans are in a genuine quandary,
incapable of reconciling their declared iden-
tity with their country’s hardline interests or
aspirations to the position of a global player.
As a result, German elites are torn between
what is referred to in the international rela-
tions theory vernacular as constructivism,
and so-called structural realism. Indignant
when presented with inconvenient historical
analogies, they accuse opponents of unjusti-
fied Germanophobia or chauvinism, pointing
fingers at Poles as blind supporters of Jarostaw
Kaczynski. Anything - just to avoid admitting
that Germany had made a certain “bet with
history” and hasjust lost it, as aptly put in the
Frankfurter Allgemeine Zeitung by eminent
historian Professor Martin Schulze Wessel.

In an optimistic scenario, the
aforementioned bet boiled down to the
following statement, more or less: “Just like
Fukuyama, we believed in the end of history,
so doing good business with Russia or China
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would no longer be an issue, as we are all
travelling in the same direction, speed the only
difference”. At the end of the day, Germany
is beating its chest today, as if confessing,
“We were mistaken, so sorry, but it was you
Americans after all who inspired us with that
end of history concept”. Olaf Scholz himself
has recently offered such a version of the
aforementioned bet, more or less, along with
its consequences, in the magazine Foreign
Affairs, Yet if interpreted pessimistically,
the bet might read roughly along the lines
of “We may have renounced open violence, but
not our geopolitical dreams; we intended to
resort to other methods to turn Germany into
a world power, even at the expense of a pact
with Xi and Putin”. Today we know that be
as it may, that bet has been lost. Let me just
add that Joseph Nye, the man behind the “soft
power” phrase, did not believe that particular
realm to include strictly economic measures.
Akin to military action, energy resources,
technology exports, trade barriers - or the
lack thereof - are all distinct “hard power”
area components, Heedless ventures into such
territory will ultimately result in bloodshed.

At this juncture, we have reached another
truth Germans may find unpleasant. Mass
repressions; cult of the individual; a system
wherein two-thirds of the people are, in
all actuality, employed by the state; full
vassalisation of the media; omnipresent
violence; and making any actions of the
powers that be dependent on the despotic will
of a single man - all that takes contemporary
Russia beyond authoritarianism, making it
truly totalitarian. Meanwhile, Germany, not
least in the words of its present-day chancellor,
continues stressing that what we are all facing
is “Putin’s war” average Russians cannot be
blamed for. This is something of a carbon copy
of Hitler being demonised at the expense of
whitewashing “regular Germans” - as if our
western-flank neighbours were incapable of
grasping that while developed legal cultures
do not stipulate collective responsibility,
phenomena such as totalitarianism cannot
be considered the product of a single sick
individual. Just one step separates such belief
from a claim that if that individual were
removed, the situation would remedy itself. It
would similarly take very little to conclude that
the individual in question is a freak of nature,
that similar events had already occurred in the
past under blatantly unique circumstances,
that they are not entirely real, and that they
most certainly cannot be repeated.

As it is, totalitarianism is a disease of the
whole of society; to regain international trust,
that society will have to process its disease
in full. Waiting for Putin to be replaced
with another personage before returning to
business as usual would resemble leaving
Admiral Karl Donitz in office as President of
the Reich in 1945, complete with the Nazi legal
system, the Nuremberg Laws, repressions and
terror, just to avoid further bloodshed and
political instability in a Europe that Hitler
had rather efficiently organised. That said,
even the extraordinarily impressive effort
post-war Germany had made in working on
its identity does not necessarily mean that
desired fruit shall be brought forth.

Waiting for a German Churchill

Something has obviously ruptured in German-
Russian relations. As pointed out by Sebastian
Ptociennik of the Centre for Eastern Studies,
the trade exchange between Germany and
Russia took a sharp downturn in December
2022 (the export and import values dropped by
60 and 56 percent, respectively, in comparison
with December 2021). This may be a harbinger
of a successful decoupling of the German and
Russian economies, Yet as a political scientist,
1 fear that decoupling will not be followed
by political deputinisation. Schroder and
Kretschmer continue declaring that business
with Russia will have to be revisited. The CEO
of Germany’s largest energy corporation (RWE)
Markus Krebber, on the other hand, has been
referring to nuclear energy as redundant and
appealing for the construction of new power
plants, fired mainly with natural gas. Yet
Krebber fails to offer any suggestions as to
cheap gas sources. Germans have not even
been discouraged by Putin having (according
to unofficial reports) rejected the American
proposal to re-establish the state borders of
February 2022, Russia keeping the Kremlin and
avoiding liability for war crimes. Chancellor
Scholz is focused on diplomacy, Berlin shilly-
shallying as usual when deciding whether
to offer any military assistance to Ukraine,
doing so only under humongous pressure and
well-nigh shaking a fist at its adversaries. Such

was even the response of Germany’s former
ambassador to Warsaw, the relatively fondly
remembered Rolf Nikel, who said that Poland’s
five minutes to rearrange its relations with
Berlin would soon be over. No wonder voters
are confused, given the attitude of their
leaders. According to a recent Ipsos survey of
all larger European countries, Germany has the
highest number of respondents declaring that
war in Ukraine is a purely Ukrainian problem.

All of the above suggests that critics of
present-day Germany are perhaps expecting
too much of it. Without strong connections
to Russia and China, Germany has no chance
of preserving its position of an economic
power. Consequently, one cannot demand
of a country under regular clerical leadership
to engage voluntarily and full-heartedly in
a clash with the Chinese-Russian bloc to save
Ukrainians, Balts or Poles. This would require
a visionary leader, capable of understanding
that one cannot remain on the political fence
for all eternity. Be that as it may, Germany
will be weaker in the new post-war world,
either facing a stronger Central and Eastern
Europe, or a neo-imperial predatory Russia
who has lost trust in its former partner.
Under present circumstances, with former
glory reinstatement not an option, choosing
the lesser of the two evils and saving one’s
reputation would ostensibly be merited.

Winston Churchill, the leader of a vast yet
visibly crumbling empire, had faced a similar
choice during World War I Anyone concerned
could plainly see that the ultimate outcome
of the giant global conflict notwithstanding,
the British Empire would lose, as the post-
war world would either be American and thus
anti-colonial, or Axis Power-dominated and
thus marginalising the British. The Nazis
were well aware of the situation, which is why
they intended to offer the United Kingdom
a deal: in exchange for support or relative
neutrality, Berlin would, in all likelihood, let
London keep some of its overseas colonies.
This is exactly why the aforementioned Hess
had travelled to Great Britain: in something
of an act of desperation, he attempted to re-
engage in peace negotiations with Churchill.
Hitler having disassociated himself from Hess,
with rumours spreading about his mental
disorder, seems to have been nothing but
a diplomatic ploy.

Just like England joining World War II,
Germany is now in need of a leader with the
capacity to deconstruct its dreams of power,
economic power included, all in order to
preserve its Western identity. Otherwise, it
will have to face the nightmare of revisiting
the so-called isolated German path. War
in Ukraine affects the German matter in
a similar way to World War II having affected
the United Kingdom. Not a full-blooded global
player, Germany cannot afford to treat the
EU as a springboard to such status. History
makes it one of the many European states
who have to accept that the European Union
is evolving and changing before their very
eyes. And Scholz is most definitely not, and
never will be, Churchill. He is too deeply rooted
in the current post-Merkel arrangement.
Friedrich Merz looks hopeful - owing to his
pro-Atlanticism, nonconformism and dislike
of old deals in Germany’s politics rather than
any remarkable charisma. Yet Merz would also
need a partner with a more progressive and
youthful profile, though equally anti-Putinist
and pro-Atlantic. The only party who had filed
a motion with the Bundestag to withdraw
from the Nord Stream 2 project prior to
Russian invasion, the Greens could become
such exact partner for the reformed CDU.
I would be very happy to see a CDU-Creens
coalition in the wake of the next elections. It
would also be the most promising alliance in
terms of Germany, NATO and the EU’s future,

I am also afraid that the SPD will have to
undergo profound internal change. In all
actuality, the whole country will be forced
to face deputinisation and long-term reflec-
tion. It goes without saying that Germany
has already once made a genuine effort to
process its past, the attempt deserving high
praise with no mockery or downplaying.
Yet something went very wrong there, For
some reason, paying no heed to alarm bells
ringing, Berlin contributed - economical-
ly and politically - to the development of
a new, strong, oppressive regime in Europe,
visibly totalitarian in nature. While there
are no direct perpetrators this time, Ger-
many is unquestionably complicit. Such is
the painful truth nobody can dilute with
words or cover up with diplomatic gam-
bits or ploys, uncoincidentally referred to
recently as scholzing. ©®
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ladimir Putin probably “only”

wanted to expand and streng-

then his power. Inadvertently,

however, he has set in motion

processes which he can clearly
no longer control, and which will proba-
bly not only eventually sweep him off the
Kremlin throne but also strip Russia of the
remnants of its imperial status. As a side-
-effect, the war unleashed by the Moscow
camarilla will certainly bring about a pro-
found transformation of the entire global
order. Before we can grasp its final shape,
it is worth noting what has changed in the
international security environment during
these dramatic months. It seems that the
good old steam engine of history has tur-
ned into a superfast TGV.

Two Plus Two

Many experts admittedly knew it before-
hand but the community was still taken by
surprise, The first, fundamental lesson of
the morning of 24 February 2022 is: nations
are not always ruled by rational politicians.
If Putin were rational, if he had been able
to set adequate goals for his intelligence se-
rvices, read their reports and draw conclu-
sions, this war would never have happened.

In the weeks leading up to the attack
many analysts who, after all, have much
less access to information than the Russian
dictator, were saying things that Putin sho-
uld have known. For example, that Russia
is in fact much weaker than is commonly
believed, militarily and economically, and
especially technologically. Furthermore,
that Ukraine, on the contrary, is militarily
stronger and far better prepared than in
2014, when it lost the Crimea and some
of its lands in the east of the country. And
finally, that the West, despite its internal
disagreements and the long-standing in-
sidious effect of Russian propaganda, is
likely to react to a potential attack much
more strongly than it did six years earlier. It
was easy to infer, not from declarations but
from actual preventive actions, and to ju-
stify: many politicians and experts in many
NATO and EU countries were fed up with
the Russian diversion openly practised in
their backyards, from interference in electo-
ral processes to physical attacks on civilian
and military infrastructure. The conclu-
sion was simple: with military aggression,
Moscowwill definitely lose far more in many
ways than it stands to gain.

However, all these otherwise smart people
used these truths to support a conclusion
that turned out to be false. They said, Russia
will not attack, the military concentration
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The “strategic pause”
we experienced after
the fall of the Berlin

y Wall is consigned to
history and there is no

going

back. The events

of the last months are

justa

prelude to many

different sequels

is just a bluff, a flexing of muscles, another
episode in the information wars, the Krem-
lin may be thieves and murderers but they
are not idiots.

And yet there were two groups of com-
mentators who were certain that war would
break out. First, those few who knew what
was really going on because they had at least
indirect access to classified sources (either
NATO intelligence based on eavesdropping
on the Russians’ internal communications
or direct Russian sources related to the mi-
litary or special services). The others were
those who, like the majority, had access only
to unclassified data but either knew little,
or thought in old stereotypical terms, or in-
terpreted facts in a way that defied elemen-
tary logic. It turned out that they were right.
The attack took place and those who drew
true conclusions from false propositions, or
knew more than they should have known,
can now bask in the glory of prophets.

Iam not convinced by the belated regrets
of those who put two and two together and,
playing by the book, came up with four, not
five or three point four. This is a lesson and
a warning to analysts and, above all, to the
public. It should serve as a reminder that

(Brave?)
New
World

politics is not mathematics; that we need
to factor in the irrational much more con-
sistently; and that we should not put too
much trust in those who have “recently
made a prediction” because it may not be
the product of their genius but the outcome
of being someone else’s mouthpiece or me-
rely the effect of a one-time stroke of luck.

This story is an important lesson for
decision-makers in different parts of the
world: the more powerful you are and the
more lavished by the court, the more at
risk you are of internal disinformation.
The events unfolded in a seemingly simple
way well known from history. The entoura-
ge makes a guess what the ruler wants to
hear and, for opportunistic reasons, they tell
him just that with complete disregard for
the truth. Russian intelligence lieutenants
could, and probably did, report how things
really are with the West and Ukraine, while
mechanised infantry lieutenants repor-
ted on what was wrong among their ranks
and deep in the garrisons. But the reports
became more optimistic at the level of
majors, and eventually only good news came
from the mouths of the generals surrounding
the Tsar. The decision to attack was based
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on good news. The cold shower came, as we
now know, after just a few dozen hours, and
has only cooled steadily since then.

Everything that analysts betting on the
“Moscow is bluffing” hypothesis were saying
just before the war turned out to be true,
even more than expected. The strength and
quality of the resistance exceeded the wil-
dest expectations, perhaps even those of
the Ukrainians themselves. So did the ma-
gnitude of the response from the West. No
matter that the aid is apparently being cy-
nically dosed out so that Kyiv does not lose
the war, but also so that it “does not win too
much”, at least for the time being. That aid
is at least sufficient to show that Russia is
a weak, backward and dysfunctional actor
in international relations.

End of Ilusions

The most important outcome of the events
we have been witnessing, and partly parti-
cipating in, may be the widespread loss of
illusions about Russia, on several levels. On
the political level, it has become apparent
that Russia is an absolutely unreliable and
unpredictable country. It is obvious that
after the pandemic, the whole world needs
time to lick its wounds, and the last thing it
dreams of is a major conflict and the demo-
lition of supply chains and the energy and
food markets. Figuratively speaking, diplo-
mats of many countries have been expla-
ining to the Russians for years how to eat
with a fork, but those civilising efforts have
failed as the Russians still barge onto the
table with their shoes on, break vases and
sugar bowls, and slurp directly from their
plates. Thus the Russians have helped the
“rest of the world” understand what only
the immediate neighbours of the Russian
empire, who had suffered on many occa-
sions, already knew.

The lesson on the military level is that
history, both old and quite recent, can teach
us nothing because when the Tsar com-
mands, throngs of poorly armed and tra-
ined recruits continue to push into enemy
positions crying “hoorah”, and their tanks
muddle through minefields which have
neither been scouted nor cleared. Losses?
Widows get furs to wipe away their tears
and the public gets even more crude pro-
paganda. For now, the cocktail of stories
about fighting Western fascism, fear of po-
wer and generations of trained opportu-
nism is still working. Polls and the Runet
suggest relatively high support for Putin
and his “special military operation”, but so-
oner or later it will crack under the pressure
of imminent economic meltdown. Western
sanctions, especially technological ones,
are ruining Russian industry. Hence, for
example, the famous relaxation of techni-
cal requirements for Russian-made cars (no
chips to be had, so they no longer even have
to have ABS, airbags or active seatbelts) and,
much more importantly, the deterioration
in the scale and quality of arms production,
which was a vital part of exports, conducive
to building political influence. Russia’s
crown jewel, that is, its oil and gas exports
are also failing. They account not only for
almost half of the government revenue but
also many jobs and the sense of existence
of entire cities or regions.

The cumulative effect is the impending
collapse of Russia as a state, There are more
than 30 private military companies ope-
rating in Russia today (incidentally, they
are less and less tightly controlled by the
Kremlin), which supply cannon fodder to
the front and pacify domestic protests. This
suggests that a part of the elite are already
preparing for the inevitable: a new time
of troubles, a period of internal, probably
bloody chaos, and a “redistribution of we-
alth”, such as control over raw material depo-
sits and the relatively few processing plants
fit (once the brawl is over) for lucrative
re-entry into the international economy.
In this scenario, control of Russia’s nuclear
potential is a real treat, not so much to be
used for its original purpose as to be mo-
netised. Nothing new under the sun. More
than one Russian fortune was made in just
this way after the implosion of the USSR.

These developments are, no doubt, promp-
ting China, but especially the West, to get
ready. After losing all illusions that a return
to some kind of “business as usual” with the
rulers of the Kremlin is possible, the focus
of the West’s policy shifted a few months
ago from seeking ways to freeze the con-
flict again (the same as in 2014) to building
the (political, economic, military, and espe-

cially intelligence) capacity necessary to
manage the anticipated internal crisis in
Russia. The United States was the first to
do so, and now other allies are gradually
joining in, including those who have tra-
ditionally been non-hostile towards Russia
(to put it euphemistically). This, however,
takes time, which is bought by dosing mi-
litary aid out to the Ukrainians. When the
top leaders feel that the time is right, the
process will get a boost.

One more thing worth noting is that this
war and its strategic consequences are re-
inforcing the “de-globalisation” scenario,
initiated by the pandemic and further sti-
mulated by the China-US rivalry and the risk
of it moving into a “hot phase”. The forma-
tion of regional, more compact economic
and logistics blocs, the reindustrialisation
of many Western countries, the nervous
search for alternatives to hydrocarbons in
energy: these are just some of the manife-
stations of this megatrend.

A Chance for Europe

Meanwhile, important transformation has
taken place on the Old Continent. First of
all, Sweden and Finland have decided to
abandon their time-honoured neutrality
and join NATO. Never mind that their
accession is being delayed, for domestic po-
litical reasons, by politicians such as Recep
Tayyip Erdogan in Turkey or Viktor Orban in
Hungary. The die is cast. This will completely
change the balance of power on NATO’s
eastern flank and in particular in the Baltic
region. Finally, the Central and Eastern
European countries are rearming by putting
in significant efforts and with a green light
and help from the US.

At the same time, the balance of power
in the European Union is shifting. Germany
has discredited itself, which will not go un-
noticed, although for tactical reasons, not
everyone is saying that out loud. After all, in
the last decade, Berlin has created at least
two extremely troublesome security situ-
ations for Europe, each time driven by poorly
concealed selfishness (wWhich could be un-
derstood and, under certain conditions, even
forgiven) and by a dramatic lack of imagi-
nation and incompetence. Case one is the
“herzlich wilkommen” policy, designed to
save the German and European labour mar-
ket and pension systems through an influx
of migrants theoretically willing to work. In
reality, it has mainly caused an additional
overload of social systems and a dangerous
stretching of the capacities of counter-intel-
ligence and police services, and brought back
phantoms of political radicalism with a xe-
nophobic tinge. Case two is the long-stan-
ding game of making Europe dependent on
Russian gas (and oil to a lesser extent). Of co-
urse, Germany wanted to gain, economically
and politically, as the main hub and distribu-
tor, and part of the plan was the suicidal de-
cision to shut down German nuclear power,
which was cynically exploited for ideological
and propagandistic effect. After the outbre-
ak of war, it became clear that ashes had to
be heaped upon heads and apologies had to
be made, although in Germany this process
was slow and inconsistent, and the hopes of
preserving at least part of the dreamed-of
“Russo-German empire”, pushing the Ame-
ricans out of Europe and bringing the re-
maining unruly countries to their knees,
were still alive, The game played around the
handover of Leopard tanks to the Ukrainians
was symptomatic, and the list is long, inc-
luding the only seemingly naive decision to
sell shares in the Hamburg port to Chine-
se companies, resulting in a bitter quarrel
between the government coalition, the se-
cret services and their political superiors.

Others are watching this German circus
and figuring out what to do next. It seems
to be increasingly likely that the European
“centre of gravity” will shift further east,
to a coalition of pro-American countries in
the region, with an important function for
Poland at least a as geographical lynchpin,
and with an important economic, civilisatio-
nal and military role of the Swedes and Finns
on the one hand and the Brits remaining
outside the EU on the other. As an aside, this
has not been actively countered by either
France (concerned about Russian tactical sa-
botage in the Middle East and Africa, where
the Kremlin continues to bring in “instruc-
tors” and money) or Spain (mindful of both
its Latin American and domestic interests,
as Russian services have been all too active in
supporting separatism against Madrid and
organised crime groups). Surprisingly, even

This war and its strategic
consequences are reinforcing
the “de-globalisation”
scenario, initiated by the
pandemic and further
stimulated by the China-

US rivalry and the risk of it
moving into a “hot phase”

the new Italian government headed by Gior-
gia Meloni has turned out to be anti-Putin,
even though the coalition supporting it is
swarming with Kremlin-linked politicians.
This is probably the result of a rational cal-
culation that faced with a weaker Germany,
it makes sense to keep good relations with
the Anglo-Saxon powers, and to effectively
limit behind-the-scenes Russian influence
on the Old Continent.

The outcome seems quite positive, In addi-
tion to eliminating dependence on Russian
energy supplies, which will only be good for
Europe, there is the fairly strong campaign
of solidarity aiming to eliminate or neutra-
lise Moscow’s agent of influence, which has
been on an uninterrupted rise since Soviet
times. There has also been a turnaround in
the approach to the integration aspirations
of Ukraine itself, but also those of Moldova
and, in the longer term, perhaps even Belarus
and the countries of the Transcaucasus. For
all this, the credit in fact goes to Vladimir
Vladimirovich and his band of murderers.
All this would never have happened without
their troublemaking politics.

Time to Draw Conclusions

In the face of a tangible common threat,
the solidarity of the Central and Eastern
European states has increased signifi-
cantly, as has the pro-Atlantic attitude of
their peoples (the victory of Petr Pavel in the
Czech presidential elections is one exam-
ple). The case of Poland provides food for
thought, as the government has for years fi-
nancially supported and publicly pampered
nationalist far right groups, counting on an
electoral advantage, and eventually cooked
up trouble for itself in the form of Putin’s
influential allies. The region looks to Wa-
shington and London with more hope to-
day than ever before, and not as a humble
client who will settle for beads, but rather
as a demanding ally with a sense of com-
mon interest who will not hesitate to enter
into lucrative cooperation with such exotic
partners as South Korea or Taiwan.

In the shadow of the war in Ukra-
ine, which seems distant for them,
the countries of the global So-
uth are also experiencing their mo-
ment of geostrategic reflection. Strong
anti-American (or even anti-Western) re-
sentment is a significant piece of the puz-
zle there, but the sentiment in the street
is one thing and the cool calculation of the
elites is another. This is why a wide variety
of countries, from India through the Sun-
ni monarchies of the Gulf to many Latin
American and African states, are refraining
from unequivocal support for Ukraine but
are also not at all keen to actively work for
the benefit of Russia. On the other hand,
many of them would have no way of hel-
ping Putin, so that consolation prize for
Russian propagandists, who claim that
well over half the global population is che-
ering them on in their fight against impe-
rialism, is just empty words and a band-aid
for their own battered souls.

This does not mean, however, that the
West can rest easy. Russia may no lon-
ger be an attractive point of reference for
any serious government, but China re-
mains in the game, and it is China that
the US, the UK, the EU countries, as well
as Japan, South Korea and Australia will
have to deal with in earnest. Beijing evi-
dently understands where the sequence
of events unfolding over the past year is
leading, and wants to be ready both for
the collapse of Russian statehood and
a new round of competition with the
Western world. Surely, China has alre-
ady concluded that it makes no sense to
start a war for which one is not proper-
ly prepared; that outdated Cold War-era
weaponry is no longer effective on the
modern battlefield; that the strength in
numbers means little in comparison with
genuine quality, while information warfare
and the aspiration to win the minds and
hearts of the global public is just as im-
portant, if not more important, than the
square kilometres of ground conquered.

So let us not get carried away with further
illusions. The Russian-Ukrainian war will
end one day, in a way that is still difficult
to predict today. But the “strategic pause”
we experienced after the fall of the Berlin
Wall is already consigned to history and
there is no going back. The events of the last
months are just a prelude to many different
sequels, probably even more dramatic. The
genie has been let out of the bottle. ©®
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Our economy participates
in and benefits from all
major global trends.

“Its strength is its
companies”’, says

Leszek Skiba, president
of Bank Pekao S.A.

The Polish economy

ON A ROLL

What is the current condition of
the Polish economy?

After the first quarter of 2023,
we now have a positive surprise.
Despite the fact that the result
was slightly below zero, i.e. we
have had a decline in GDP, the
Polish economy is getting through
the current crisis - resulting
from rising energy prices, war,
various major world events
- quite well. Poland’s economy
is in good shape. Its strength is
its companies, which are very
flexible, but also moving forward,
adapting to difficult situations
in such a way as to survive and
grow. These features show their
strength. Polish companies are
neither excessively reliant on
loans nor overly focused on some
specialities that may be risky.
They are trying to be anti-fragile,
that is, to survive. However, they
do not present a passive attitude,
there is dynamism in it, we see
growth, development. Banks
would like to have such good
customers as Polish companies
that can manage their debt,
internal and external financing.
Polish companies are also
achieving very good margins,
earnings and profitability. Polish
exports are more diversified than
those of other Central European
economies, e.g. the Czech
Republic, Slovakia and Hungary.
We are not focused on some
narrow areas, like the automotive
sector. Thanks to our companies,
the Polish economy is growing
and even when there is a crisis,
the decline is moderate.

What about the banking sector?

As for the banking sector, in
general one can say - aside from
the Swiss franc issue - that it
is healthy and growing. It is
certainly very modern in terms
of technology; Polish banks stand
out in the world when it comes
to the applications they offer.
For instance, the Deloitte Digital
Banking Maturity report shows
that we are at the forefront of the

world as an entire sector and, of
course, as our bank, Bank Pekao
S.A. The good health of the sector
is also evidenced by indicators
such as a low cost-to-income
ratio, well below the European
average, and high profitability.
The Polish banking sector is highly
capitalised, stable and secure. Its
weakness is the issue of mortgages
denominated in Swiss franc. The
banks had to write off quite a large
amount of provisions from the
pool of profits and capital, which,
in a way, hamper their growth. It
is going to be much more difficult
for the banking sector to generate
large amounts for lending to meet
the needs in the coming years, i.e.
investments by companies, but
also the energy transformation
or public sector demand. Banks’
profits are needed to meet capital
requirements so that credit
levels grow.

How are global trends materia-
lizing in Poland? Such as digiti-
sation, energy transformation,
changes in supply chains?
The Polish economy participates in
all these major trends, and they are,
in principle, very positive for our
country. This is the wave on which
Polish companies and the Polish
economy are surfing. Starting with
changes in supply chains, because
we are seeing a shift from mainly
Asian countries, where goods
are produced, to places closer to
global centres, namely Europe
and the US. Already in 2021, the
export surge and investment
boom of Polish companies has
been due precisely to increased
demand for local products from
European companies. The trend is
for regionalisation, weakening of
globalisation, shortening of supply
chains, searching for partners who
can supply components previously
sought in Asia. In the case of
Western European companies - in
Central Europe, mainly in Poland.
The energy transformation
brings a huge wave of new
investments, including in

renewable energy sources, and
there is an ongoing discussion
about nuclear, offshore projects
or onshore wind power. Huge
sums of money are involved, as
much as a trillion zlotys [about
USD 240 billion at the current
exchange rate - ed.], of course,
spread over years and by sector.
This wave of investment will
support economic growth in
Poland. We also hope that thanks
to it, energy prices will be lower
and thus the competitiveness of
the Polish economy will increase.

When it comes to digitalisation,
Polish companies, including
banks, are trying to be flexible,
modern and use new technologies
to do so. It is important to be
aware of the strengths of Polish
companies, non-financial and
financial ones. The secret of
Polish companies lies in the
fact that they can often produce
more flexibly, cheaper, sometimes
more quickly, but above all with
greater attention to customer
needs. I think this is their greatest
strength: process innovation,
customer orientation. Here Polish
companies stand out, they are
very responsive in the sense of
responding to demands. They are
willing to put in a great deal of
energy to really produce what the
customer needs. And with that,
they win. Digitisation is part of
this activity.

How does Bank Pekao S.A. parti-
cipate in these global processes
happening in Poland?
Bank Pekao S.A. is a universal bank,
serving individual customers
as well as companies. For us, it
is important to accompany the
customer, including around
the world, in other countries if
need be, to be flexible. Of course,
the first task is finance the
Polish economy, to support the
development of Polish companies
and important processes, such as
the energy transformation.

We see the risk of lending
slowdown due to some banks

problems with the CHF portfolio.
This makes access to bank
financing likely to be a hassle in
the coming years.

What will Poland’s role in the
global economy be, given this
reshuffling we are witnessing?
Poland is an important country
in Central Europe, the Three
Seas region, a place that benefits
greatly from regionalisation and
the trend of shortening supply
chains. Our country and this
particular region are good places
that any global investor who
wants to to locate production
closer to Europe, in a price-
wise attractive location, should
think about when considering
pulling out of Asia. The security
of supply chains and the Three
Seas Initiative are important
from the Polish perspective. It
is worth considering that the
goal should be an increasingly
deeper economic integration
and building a single integrated
economy of the Three Seas

countries. Of course, we are
aware of a certain competition
between the states which make
it up. However, this greater
integration, in terms of regulatory
aspects or infrastructure, would
be important for investors.

What role can Poland play in
supporting transatlantic coope-
ration? Incidentally, the United
States has observer status for
the Three Seas.

There is certainly a need for
discussion between the States
and Europe on how to formalise
trade relations. There used to
be a lot of talk about a trade
agreement. The question is: is
this the best answer? Today we
see discussions about industrial
support programs, whether
announced by President Biden
or by Europe. The dispute over
new measures of trade policy
further provokes discussions
about whether these programs
go a bit against integration
initiatives. Regardless of how
this discussion ends, in the
case of Poland, energy issue are
very important: we have the
Westinghouse nuclear project,
there are discussions about
the SMR reactor program that
Orlen Synthos Creen Energy has
announced. It seems to me that
it is in the field of energy that
Polish-American cooperation can
have a real effect.

We have examples of significant
American investments in Poland,
including in the area of cutting-
-edge technologies.

Yes, because Poland is seen as
attractive. An American investor
looking for a place to invest in
Europe is eyeing central Europe.
It is important that the brand
ofCentral Europe be further
recognised as an integrated
economic organism that can be
an alternative to faraway Asia,
not only because of geographic
diversification. Poland can take
more for itself from this growing
pie, and neighbouring countries
will naturally gain as well.

How does Ukraine rank on this
new global economic map?

It’s a difficult discussion, because
there are, of course, a number
of conditions and questions
- when the war will end, in what
condition Ukraine will emerge
from it, and what the scale of
European support will be in the
reconstruction of the country.
Nevertheless, Ukraine's natural
place after a positive end to the
war will be economic integration
the Europe, especially with
Central Europe. JPO

Bank Pekao S.A.

Founded in 1929, it is one of the largest financial institutions in Central
and Eastern Europe with PLN 293 billion in assets (about USD $71
billion at current exchange rates). With the second largest network

of branches, Bank Pekao serves more than 6.4 million customers. As

a leading corporate bank, it serves every second corporation in Poland.
It has been listed on the Warsaw Stock Exchange since 1998 and parti-
cipates in several local (including the WIG 20) and international indices
(including MSCI EM, Stoxx Europe 600 and FTSE Developed). Pekao is
one of the most dividend-paying listed companies in Poland, paying
out a total of PLN 20 billion over the past decade.

Three Seas

The Three Seas Initiative serves to strengthen ties in the wider Central
European region, between the Baltic, Adriatic and Black Seas. It was es-
tablished as a forum for cooperation among 12 countries: Austria, Bul-
garia, Croatia, the Czech Republic, Estonia, Hungary, Latvia, Lithuania,
Poland, Romania, Slovakia and Slovenia.

Call-out

Polish companies are trying to be anti-fragile, that is, to survive.
However, they do not present a passive attitude.
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- I TRANSFORMATION

Our Future Will
Depend on Green
Mindset and Effective
Change Management

NEVER LET A GOOD CRISIS GO TO WASTE
= CHURCHILL USED TO SAY. A CRISIS IS, AFTER ALL,

ALWAYS AN OPPORTUNITY TO START THINGS ANEW
= DIFFERENTLY, MORE COURAGEOUSLY, BETTER

/E+/Getty Images

Photo: Eloi_Omella

Member of the

European
Parliament, Prime
Minister of Poland
1997-2001

he only certain thing in life is change”
- Heraclitus of Ephesus came to this
conclusion over twenty five centuries
ago. In this age of rapid technologi-
cal development - but also of the many
challenges we face - we can be sure of
one thing: our tomorrow will be very
different from our today. Thus, things
will be “different”; but are we able to define “how”.
Peter Drucker, who is much closer to our time than
the pre-Socratic Greek philosopher, offers an answer
here - as well as a bit of advice, This Austrian-born
American, considered by many to be a pioneer
of modern management methods, is the author
of another well-known quote: “the best way to
predict the future is to create it”.

“The Wind of Change” vs Hurricanes (Should
the Changes Not Happen)

Indeed, it could be said that these are the
words that guide our energy transition ef-
forts in the European Union. We feel respon-
sible for future generations - for the future of
our children and grandchildren. We don’t want
them to have to fight wars over access to wa-
ter; we don’t want catastrophic heatwaves,

droughts, and fires on the one hand, and hurri-
canes or floods on the other, to cause crop failures
and famines; we do not want global warming to
continue. And yet, unfortunately, it is still pro-
gressing dramatically.

In December 2015, at the conclusion of the United
Nations Climate Change Conference (COP21) in
Paris, the entire world solemnly agreed to strive to
reduce the increase in the Earth’s average temper-
ature well below 2° C compared to pre-industrial
levels, aiming for 1.5° C. Nearly eight years later,
however, data from the Intergovernmental Panel
on Climate Change (IPCC), among others, demon-
strate clearly that we are much closer to 3° C than
the postulated 2° C. Decisive actions are therefore
required - here and now!

The EU is very serious about its commitments
under the Paris Agreement - hence the European
Green Deal (EGD), announced at the end of 2019.
The overarching goal of this unprecedented flag-
ship programme of the European Commission

led by Ursula von der Leyen is climate neutrality
for the EU by 2050 at the latest and, leading up

to this, a higher, minimum 55% reduction target
for greenhouse gas emissions by 2030. Both goals
were supported by all twenty-seven EU Member
States and recorded in the historic European
Climate Law of 2021. Thus, in the EU, CO2 emis-
sions abatement is no longer just a matter of will
and political declaration, but a binding legal
requirement.

European Green Deal - a Task for Three
Decades

Importantly, from the outset, the EGD was con-
ceived not only as a just transition strategy, but

also as a long-term comprehensive strategy for
economic development and growth for the
European Union as a whole. It is intended to:
strengthen the EU’s resilience and attractive-
ness, including for investment; bring a quantum
leap increase in innovation; create forward-look-
ing jobs, including for the younger generation, in
a productive, modern, digital, resource-efficient
and circular economy; and develop green “indus-
tries of the future”, green technologies, brands
and entire supply chains.

The idea is to make the EU sustainable economi-
cally, environmentally and socially. This goes far
beyond energy and climate policy alone, embrac-
ing virtually all sectors of the economy: industry,
small and medium-sized enterprises, transport,
construction, heating, the service sector, interna-
tional trade, agriculture, or forestry.

From COVID-19 to War in UKkraine

With the outbreak of the coronavirus pandemic,
there was some talk that COVID-19, and the eco-
nomic downturn it caused, would hold back the
implementation of the Green Deal. Quite the op-
posite has happened: by a joint decision of the
European Commission, the European Parliament
and the Member States, the ECD has been made
the flywheel of the European Union’s grand eco-
nomic revival plan; a stimulus to boost environ-
mentally friendly development, accelerate the
transition to green energy or open up more widely
to clean technologies. Such a path of action seems
to follow Winston Churchill’s famous adage: “Nev-
er let a good crisis go to waste”. A crisis is, after all,
always an opportunity to start things anew

- differently, more courageously, better; a chance
not to reach for old solutions, but rather look to
the challenges of the future and focus on what
could ensure prosperity for 25-30 years.

The belief that there is no simple return to the
pre-pandemic world is also reflected in the EU’s
“Next Generation EU” Recovery Fund - worth

a whopping EUR 750 billion - set up in response to
the recession caused by the coronavirus. Together
with EU's 2021-2027 multi-annual budget, it totals
EUR 1.8 trillion, of which a minimum of EUR 600
billion is dedicated to EGD-related investments
and projects. Why? The Reconstruction Fund is

a pro-development loan to be repaid by future
generations of Europeans until the end of 2058.

So it is their future that we must think about
when planning how to spend these funds. We have
recognised that while recovering from the effects
of one crisis (health-economic), it is important to
protect our children and grandchildren from an-
other (climate-environmental). This is all the more
important as there is no vaccine for global warm-
ing and its catastrophic consequences, and there
never will be.

These past months, however, have shown us that
it is not just stopping climate change that is at
stake in the context of the energy transition.
Equally crucial, for example, is the urgent need to
cut off Vladimir Putin’s criminal Russian regime
from the money it needs to continue its full-scale,
genocidal war in Ukraine. Hence, the new
REPowerEU Plan, envisaging the EU’s earliest pos-
sible departure from imports of energy resources
from Russia - coal, natural gas and oil. This is to
be helped by, among other things, increasing the
share of renewable energy sources (RES) to 42.5
percent - and eventually even 45 percent - by
2030, a significant shortening of supply chains
and strengthening the EU’s strategic resilience
and self-sufficiency with regard to raw materials
as much as possible.

Who can afford climate isolationism?

At the same time, the European Union is aware
that we are responsible for less than 10 percent of
global CO2 emissions; despite our best intentions,
we alone will not stop global warming and save
the planet. Will others join us? In this context,
even if there are some concerns in the EU about
some of the protectionist elements present in the
US Inflation Reduction Act (IRA), I am pleased that
the United States, under the leadership of
President Joe Biden, is firmly joining our green
march. We must act together; after all, we share
common values.

In the EU, we understand that no member state is
an island, that we are “doomed” to cooperate. The
same goes for the world at large - no one respon-
sible can afford the comfort of climate isolation-
ism or inaction. This also applies to entrepreneurs
- in addition to political leadership, we also need
a kind of “green” mindset from CEOs. Dialogue is
important here: a Silicon Valley company might
learn a lot from innovators in Finland or Poland
and vice versa.

So let’s talk, let’s exchange good practices, experi-
ences, and ideas for the energy transition - planet
Earth and future generations are worth it. Let us
repeat: “The only certain thing in life is change”.
True, but we can - and should - manage it more
and more consciously and responsibly. ©®
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It's Not the War

Sven Smit
interviewed by Marek Tejchman

What is the current crisis
like and how does it differ
from the crises of the last
20-30 years?

Our experience has most-
ly been shaped by relatively
short business cycles, in
between which there were
upturns. Of course, this has
varied from country to coun-
try and region to region, but
these cycles have always been
demand-driven, meaning
that we were buying less,
either because we would
become cautious or run out
of money. Demand-side
business cycles included the
stock market crash in 1987,
the recession in the early
1990s, the dot-com bubble
in 2001, the financial crisis
in 2010, and then COVID.
Even during the COVID pan-
demic, which was the biggest
crisis we have been through,
we were concerned about
how we were going to carry
on, and we stopped spend-
ing money. Then we heard
about vaccines and we real-
ised that you can shop from
home during lockdown
because there is an
e-commerce market, and
so sentiment improved.
Basically, the impact of
a demand-side crisis on the
economy is largely psycho-
logical. When we start to
worry, we stop spending;
when we get optimistic,

we start spending again. We
are currently facing a situa-
tion of limited supply. At the
same time, there is a lot of
money and liquidity in the
economy, which leads to
high inflation.

What do you mean by

a “situation of

limited supply”?

Energy, commodities and
food are in fundamentally
short supply. If energy is
expensive, other things be-
come expensive. If energy
prices in Europe are high,
aluminium smelters can-
not work. High gas prices
force fertiliser factories to
close. Animal feed becomes
expensive, and farmers de-
cide to reduce milk pro-
duction. This is how these
mechanisms work. The first
feature of a supply-side
crisis is that a shortage of
goods causes prices to rise,
and people cannot get what
they want. The situation in
the energy market is at the
root of the current prob-
lems. The war has ampli-
fied our problems, but it is
not the main reason.

Is the war that started on

24 February 2022 not the
source of the problem?

It is for the European mar-
ket, of course. The gas short-
age is a real, physical prob-
lem. But look at oil. Russian
oil is sold to China or India,
and we, Europeans, get sup-

Over the years,

we have invested too
little in traditional

energy sources

and we have been too
slow in developing
alternative ways of
generating energy

SVEN SMIT

Chairman of the McKinsey Global
Institute, Senior Partner at McKinsey
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plies from the Middle East.
Generally, there is as much
crude as there would have
been without the war.

So what happened?

Over the years, we have in-
vested too little in oil and
gas production and we have
been too slow in developing
alternative ways of gener-
ating energy. Our analyses
show how investment in
oil and gas production has
been falling over the past
seven years. The market
was at an equilibrium point,
with no spare production
capacity, and when short-
ages occurred, even tempo-
rarily, the price skyrocketed.

Politicians say the problem
is how the price of energy is
set, and they claim it is not
an orderly mechanism.

Any supply-side crisis
brings a temptation to ex-
periment with price con-
trols, commodity ration-
ing or similar concepts.
However, let’s go back to
the nature of the crisis.
In a supply-side crisis, the
solution is not a psychologi-
cal one. Naturally, supplies
of oil, cobalt, lithium and
other raw materials have
to be found. Depending on
what they are, this could
take two years or a decade.
Another solution, of course,
is to reduce demand by
means of interest rates.
When interest rates rise,
at some point people can
no longer afford to pay for
products and demand falls.
This solves the issue, but it
solves it at a lower point of
prosperity for people.

So the main reason for infla-
tion and the crisis is the
underinvestment in the
energy and mining sector
and the too slow transition
to RES? But why has this
problem blown up now?

I have been wondering about
this myself. We knew that
there were problems in the
energy market. We were
making a lot of mistakes,
limiting our potential in oil
and gas without developing
renewable energy on the
right scale. A strong energy
market has surplus capacity,
which makes it immune to
supply shocks, a hard win-
ter or the outbreak of war.
It was the same in the 1970s,
when OPEC’s actions caused
a shock because there was no
surplus of potential oil sup-
ply in the market to create
a safety margin. It took more
than a decade to restore sta-
bility in energy supply.

Thanks to the

technological transition of
Western economies?

Not at all. The great transi-
tion consisted of reducing
our dependence on OPEC.
We found oil in other re-
gions and started produc-
ing it there: North Sea oil,
Gulf of Mexico oil, etc.

We no longer have North

Sea oil.

But we can find it elsewhere.
£It took us two cycles in the
E1970s to find the solution. It

may not be a perfect analogy,
but I can see two similarities:
an energy supply crisis which
affects the prices of food
and commodities, and
which is accompanied by
a geopolitical crisis. Back
in the 1970s, it took us
20 years to solve the geopo-
litical crisis and more than
10 years to solve the oil and
gas supply problem.

This gives us an idea of

how long the current crisis
might last.

Of course, it can last for as
long as no appropriate ac-
tion is taken.

What should be done?
We need to restore supply
by increasing production of
basically everything.

But this requires

long-term investment.

This means that we need to
create the right conditions
for such long-term invest-
ment, in both renewable
and traditional energy. It is
clear that we cannot get out
of this crisis without oil and
gas, and at the moment, it
is impossible to reduce their
consumption even further.
Unless we restore the sup-
ply of commodities, energy
and food, the problem will
last a decade. We also need
to invest long-term, heav-
ily and sustainably in RES.
Unless there are serious an-
nouncements about increas-
ing supply, we will continue
to experience many compli-
cations in the market.

By serious announcements,
do you mean a situation
such as Brazil, for exam-

ple, declaring an increase in
oil production?

Yes. Or an announcement
to open gas fields in the
eastern Mediterranean
or in many other regions,
for example in the United
States. In order to put such
resources into operation,
the West must clearly de-
clare that it will buy such
supplies.

But Western societies do
not want fossil fuels.

Yes, this is a dilemma. We
want to complete the en-
ergy transition and solve
the supply crisis at the
same time. What makes
this crisis different from
the 1970s crisis is first
and foremost that the
current energy prices are
unacceptable to society.
In my home country, the
Netherlands, which is after
all one of the richest coun-
tries in the world, the poor-
est people cannot have an
acceptable standard of liv-
ing with these prices.

President Macron said that
the “era of abundance”

was over.

We must, of course, find
a model for sustainable,
inclusive growth, but we
have to grow. Each addi-
tional point of additional
economic growth generates
more financing capacity to
fund the transition than
the growth creates addi-
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That Caused

tional carbon that you have
to transition.

The faster we grow, the
better we protect the envi-
ronment?

This also works the other
way round. Every point of
growth we lose reduces our
ability to pay for the tran-
sition, and it does so more
than it reduces our car-
bon emissions.

So putting the brakes on the
economy will not solve the
climate problem?

No... High energy prices are
hitting the poorest and the
middle class. Due to rising
housing costs, rising rents,
expensive food, those on the
lowest incomes are not expe-
riencing 10, but 30 percent
inflation. The poorest seg-
ments of society cannot fi-
nance the energy transition.

This means that we need

a new social contract.

From my point of view, we
need to update the social
contract, The transition
will not be possible oth-
erwise. You cannot say
that you want different
food without considering
affordability. You cannot

say that you want differ-
ent houses or different
infrastructure without
considering affordabil-
ity. You cannot say that
you want different, clean
energy without consid-
ering affordability. En-
ergy poverty affects 20,
30 percent of people in
Europe. But there are re-
gions of the world where
it affects almost everyone.

Look at food. People want
healthier, organic food.
There isn’t a single person
who doesn’t want healthy
food for their family. Except
that the poor cannot afford
it. Nowadays people have to
buy the cheapest calories.
We need large, long-term in-
vestments in energy tran-
sition and energy produc-
tion, but we live in a time
when money has real value,
There is no such thing as
cheap money. After 2008,
we lived in a strange era
where money was every-
where, so politicians and
entrepreneurs got used to
it. Now they are surprised
to see the cost of money
rise.

You can have cheap money
if you have a supply because

the Crisis

then you don’t trigger an
inflation wave. However,
it would be an absurd sit-
uation if the economy was
provided with cheap money
for years, and at the same
time, a reduced energy

supply.

What does the current

crisis and its nature mean
for business?

I talk to many entrepre-
neurs. Some call it an is-
sue congestion problem or
a polycrisis. Usually, you
deal with one problem, as
was the case with COVID,
and then maybe two smaller
problems. Now we have
a problem with China and
Russia, we have interest
rates, we have fiscal defi-
cits, we have global baby
boomers leaving the work-
force, we have aging. We
do not have a new narra-
tive that addresses these is-

sues. We are calling the last
30 years the era of markets
in our paper. The narrative
was clear, black and white.
Ronald Reagan started it,
now entrepreneurs are
overwhelmed by the num-
ber of problems and am-
biguities. One can think
of China as the source of
great income or the greatest
uncertainty for profit. It is
the same with the supply
crisis that if it ends, every-
thing will be fine. There are
many areas of uncertainty.
None of us have experience
with such a situation.

What does this mean?

There is no strategy of action
for such circumstances. You
have to fix demand, secure
two or three supply chains.
You can always save money
and build up a buffer. You
can hedge your balance
sheet when interest rates

are high so you don’t lose
money. But that is not the
solution. Of course, it is
clear that innovation will
always work in the market
and you should invest in it.
Coal storage will become
cheaper. Nuclear energy
will go mainstream. Solar
energy will possibly get
cheaper again or we will
build new gas pipelines.
It is innovation that will
get us out of this crisis, but
the problem is, of course,
that we need large-scale
investment in energy sup-
ply here and now. Without
energy supply, all these
innovations cannot be
financed.

Many people are saying that
this next wartime winter
will be tough for Europe.
Discussing this winter
or next winter will not
solve the energy crisis of

the next decade. For now,
countries are taking tacti-
cal action. Rich countries
will ultimately pay twice
as much for gas as before.
The burden will be borne by
poorer countries. But the
rich countries will not feel it,
which is one of the reasons
why all the changes that
should have happened in
the 1970s did not happen.
My biggest worry is that
we might just get through
this winter and then get
through the next winter
thinking everything is fine.
But it isn’t fine.

What should we do?
We have to solve the com-
modity and energy supply
problem at its root and ac-
celerate the automation of
economies. Then we may
enjoy a golden age. ©®
Collaboration:
Maria Lipinska
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The Polish
Bridge
to Freedom

Between USD350 billion and as much as USD750 billion - that is how much
it could cost to rebuild Ukraine after the war. However, even if that happens,
the world will not go back to the way it was before 2022. Indeed, Russian
aggression has given rise to a whole new era of political and economic
relations. Countries that want to play a major role in the new reality really
need to act now by choosing partners wisely, shortening supply chains and
competing for new contracts.

Between East and West
Since the beginning of Rus-
sia’s war, Poland has supported
Ukraine, both in humanitarian
terms, and diplomatically.

“We were a communist country
until 34 years ago. Over a quarter
of a century, we have introduced
democratic governance and
become an important member of
NATO and the European Union.
Today, we support Ukraine with

all our might so that, after the end
of the war, it can repeat Poland’s
path to freedom and its economic
success. The government, business
and Polish society have all been
involved in helping. Since the
outbreak of the war, PKO Bank
Polski has been helping financially,
as well as by preparing special
banking services for Ukrainian
citizens and organising transport
for refugees,” says Dariusz Szwed,

acting CEO of PKO Bank PolsKi,
Poland's biggest bank.

Poland acts as a bridge between
Ukraine and the West, helps
transfer funds and supports its
eastern neighbour in its efforts
to join the EU.

“We see needs and challenges
that no longer concern just our
region, but are becoming a topic
of importance for the whole
world. We intend to work actively

with our stakeholders and the
private sector to build a platform
to support the reconstruction of
Ukraine. PKO Bank Polski can play
an important role in structuring
and distributing funds from EU or
private programmes. In our favour
is our scale of operation, as well as
our membership in organisations
such as the WSJ CEO Council,
which brings together 300 CEOs
of the world’s most influential
companies, PKO Bank Polski is
the only Polish company to be
a member,” adds Szwed.

Just as important as
reconstruction is emergency
relief and keeping the Ukrainian
economy running. Ukraine’s
business sector is largely driven by
organic growth. In order for it to
increase productivity and revenues,
it needs funding.

“In order for Ukrainian banks
to provide short-term business
loans, they need instruments
from international institutions
to hedge their high credit risk.
Examples of such instruments
are the guarantee lines that
Kredobank has recently obtained
from the EBRD and the EC,” says
Jacek Szugayew, CEO of Kredobank,
which is part of the PKO Bank
Polski Group.

Investments

In terms of both business and
public perception, Poland is a key
player. After the war broke out, in-
vestors became more wary of the
economies of Central and Eastern
Europe due to their outlying po-
sition.

“We remain competitive and
attract a lot of foreign direct
investment. Our economy is in
low debt; our public finances

are in good shape compared to
the rest of the EU. Corporate and
household debt as a proportion of
GDP has declined in recent years.
Companies have high profitability
and good liquidity,” says Dariusz
Szwed of PKO Bank Polski.
Contrary to appearances,
Poland’s proximity to the developed
countries of Western Europe and
the former Eastern Bloc, on trade
routes that have been disrupted
in recent years, is an advantage of
the country’s location. European
businesses now see Poland as an
attractive option for relocation.

Energy

Stronger investment activity will
also be supported by investments
in energy. In the case of RES, this
is evidenced by numbers from the
largest bank in Poland. Last year,
PKO Bank Polski increased green
financing by 54 percent. The bank
has a portfolio of more than PLN
2.4 billion of loans granted for
wind and photovoltaic farms.

Poland also represents the
interests of the former Eastern
Bloc countries in the EU when it
comes to the manner and pace
of European energy transition.
It needs to be equitable and take
into account the capacities of
nations that broke free of Russian
influence and Russian energy
policy only at the tail end of the
twentieth century.

The experience to date is
a good foundation for the further
development of international
cooperation, especially since it
has never been more important.
Countries like Poland, together
with stable financial institutions,
can be key to building a bridge to
a free and rapidly growing Europe.
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Deglobalisation
Is an Opportunity
for Poland

Poland is a country that has benefited from globalisation.
The past 30 years, during which capital has been flowing

into our country while at the same time our manufacturing
base, exports and the value of foreign investment have kept
growing, have placed us firmly among the beneficiaries of
free trade. Today, however, we have an opportunity to cash in
on friendshoring and deglobalisation

Piotr Arak PhD,
Director of Polish Economic Institute

oining the European market in 2004

was a huge opportunity and hun-

dreds of thousands of Polish compa-

nies took advantage of it. Therefore,

today, when it is becoming increas-
1ngly clear that global trade is never go-
ing to be what it used to be, we need to
look at protectionism or trade wars with
caution. Russia’s aggression against
UKkraine, as well as the hard lockdown
in China’s Shanghai, have clearly dem-
onstrated how geopolitical events can
negatively affect the functioning of
global supply chains.

Limitations with regard to global
trade do not necessarily have to be good
for Poland. Many countries are watch-
ing the tensions between the US and
China closely, fearing secondary sanc-
tions that could limit the opportunities
to be pursued in both China and the US
for European business. The introduction
of additional subsidies to decarbonise
the US economy is perceived by many
as an opportunity to move some manu-
facturing away from Europe and to the
US. Additionally, Germany and France’s
recourse to state aid could lead to dis-
tortions of the single market as Central
and Southern Europe may not be able to
afford state aid on the scale employed
by the EU's largest economic duo.

Globalisation Has Been Slowing
Down for a Long Time

Free trade as we knew it is gradually
ceasing to exist, but the process of glo-
balisation slowing down started with
the onset of the financial crisis of 2009.
Global trade stopped growing. China no
longer based its growth on exports, but
rather on its own internal investments
(its own credit).

Attempts to ratify a free trade agree-
ment between the USA and the EU were
unsuccessful, and the agreement with
Canada has only been ratified in 16 EU
Member States. Since Barack Obama’s
presidency, we have been struggling to
fill the positions of WTO arbitration
court judges, and the process of mar-
ginalisation of this institution got tur-
bocharged under Donald Trump; things
have not changed with the advent of Joe
Biden’s administration.

The US has turned away from the
free trade of the 1990s, moving towards
a greater security of supply and produc-
tion of some of the strategic goods within
its borders, even if it means higher costs.
Both US and European industrial policy
are following this path.

After the pandemic restrictions in
China were lifted, the operation of global
supply chains largely returned to nor-
mal, and Polish companies learnt how
to function under the circumstances of

war across the eastern border and with
greater uncertainty and volatility in the
markets. However, with the pandemic,
many voices began to emerge that no-
ticed an opportunity for Polish business,
in the form of shortening supply chains.
The question that has often arisen over
the last three years is: how could Polish
business benefit from larger orders or
investments from international com-
panies in light of increasing risk pric-
ing of shipments from China or Russia.

Friendshoring is a process whereby we
choose to trade with friends who share
similar geopolitical loyalties. This does
not mean reaching a perfect agreement
on values, but rather a commonality of
interests and the fact that one does not
seek to invade one’s neighbours.

Friendshoring May Be
a Thing in Poland
Declarations made by companies in the
qualitative survey carried out by ING
Bank suggest that relocating produc-
tion from Asia will be a gradual process
and is already being put into practice
through diversification of suppliers. Ac-
cording to company declarations, over
the medium to long term, foreign in-
vestments can be expected to increase.
At the level of macroeconomic data,
we see that in 2022 the value of FDI
transactions in Poland amounted to
PLN 118.7 billion, which was PLN 4.5 bil-
lion (3.8 percent) higher than in 2021.
This was another record year in terms
of the value of investments in Poland.
Which, given the decline of foreign
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investment in developed countries, is
a good sign for us.

In a Reuters survey commissioned
by Maersk, Poland is indicated as the
number one destination of choice for
European companies when deciding to
relocate to a country other than their
country of origin (23 percent of indica-
tions; followed by Germany - 19 percent,
Turkey - 12 percent, the United King-
dom - 11 percent and the USA and Vi-
etnam - 10 percent each). For European
companies, presence in the Polish mar-
ket may serve as a foothold for further
investments, including in Ukraine.

At the Polish Economic Institute,
when in April 2023 we asked compa-
nies about their expectations and expe-
riences regarding business relocation, it
was evident that a lot of businesses see
opportunities for themselves here, Over
three-quarters of businesses (76 percent)
believe that Poland would benefit from
EU or the US building new supply chains
in politically friendly countries. In par-
ticular, trading companies (80 percent)
and construction companies (79 percent)
agree with this statement.

As many as 77 percent of companies
are convinced that friendshoring would
improve Poland’s energy security. This
proportion reaches 78 per cent among
representatives of manufacturing com-
panies, and even more among repre-
sentatives of trade (82 percent) and con-
struction (8o percent). The war-induced
energy crisis resulted in high energy
prices, which in turn constitute one of
the major barriers to doing business to-
day.

More than half of those surveyed (52
percent) see potential benefits of friend-
shoring for their own company. Crea-
tion of new supply chains by the EU or
the US in politically friendly countries
could be particularly beneficial for large
players (74 percent).

So far, 26 per cent of the surveyed
companies have had contact with in-
vestors who had diversified their supply
chains in the last three years. Most com-
monly, they represent the trade sector
(34 percent), the TSL (transport, shipping
and logistics) industry (27 percent) and
construction (26 percent).

Slightly more than a quarter of the
total number of companies (27 per cent)
plan to be a member of a supplier net-
work within the framework of the new
supply chains being established by the
EU or the US. These include primari-
ly representatives of large companies
(46 percent).

An Opportunity,
But a Threat As Well

The friendshoring question has an
important sectoral dimension as well:
there are more opportunities in high-
tech industries, automotive, machine
manufacturing and logistics, fewer in
light industry (clothing, footwear) and
energy-intensive industries - due to
Asia’s cost advantages and expensive
energy in Europe. This creates an op-
portunity for Polish companies to move
up the ladder of global value chains and
for an increase in Polish added value.

It would be wrong, however, to ex-
pect that in these new economic reali-
ties we would be inundated with mas-
sive investments. It will be a slow and
gradual process, driven by decisions to
discontinue deliveries or cooperation
with Asian partners after contracts or
product lines run out. It will take sev-
eral years. For the time being, the evi-
dence of this trend happening is rather
anecdotal - new investments that for
all we know might have been located
in Poland anyway.

Friendshoring is certainly a nar-
rative that might be beneficial for
Central Europe, as long as it does not
turn into German and French protec-
tionism within the EU. More tariffs or
free trade distortions in the EU and
the US could lead to weaker growth in
the global economy. This risk has to be
borne in mind. So far, free trade has
been a clear opportunity for us. That
is why we cannot move from an era of
liberalism to an era of protectionism.

Regionalisation of supply chains and
diversification - yes, but customs duties
and illegal state aid - no. ©®
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Digital maturity of companies in Poland.

Towards Industry 4.0.
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us, the use of
advanced technologies,
and especially those
based on artificial
intelligence, determines
the competitive advantage on
the modern, global market. The
unprecedented pace at which
these technologies are developing
leaves no other choice; only those
who successfully complete their
digital transformation and achieve
digital maturity will survive, for it
is digital maturity that constitutes
a quantifiable indicator of
digital transformation. Not
every transformation, however,
necessarily results in the
improvement of the operational
efficiency of companies. Finally,
it needs to be underlined that
the notion of Industry 4.0 is
directly linked to the concept of
the industry of the future that in
an integrated way utilises and is
based on modern technologies, i.e.
where all IT solutions and artificial
intelligence coexist to create one
common digital ecosystem within
the entire company.

In 2023, a survey was
conducted in Poland involving
entrepreneurs cooperating with
the regional councils of the Future
Industry Platform - a total of
234 entrepreneurs from all over
Poland completed the online
questionnaire, The survey included
mainly representatives of local
companies, from medium-sized
or small towns, operating on the
domestic market, with a turnover
of less than EUR 1.1 million per
year. 43% of them were service
companies, 26% - production
companies and 31% - production
and trade companies, More than
two-thirds of enterprises were
companies with less than 50
employees. The survey revealed
that only 10% of the companies
surveyed pursue an existing
strategy of digitalisation and
transformation towards Industry
4.0, with management model
based on its principles and adapted
accordingly. In half of the cases, the
companies’ strategy foresees the
development and adaptation of
production according to Industry
4.0 principles, yet they remain
merely in the planning phase. The
other 40% of companies are not
yet considering a transformation
towards Industry 4.0, and are
simply focused on staying
in business. Only 6% of the
companies surveyed stated that
their transformation towards the
industry of the future is already
at an advanced stage. The others
(46%) are most likely operating
under long-established principles
and have not yet started such
a transformation. More than 60%
of the surveyed entrepreneurs
declared that their company follows
the traditional organisational
model (meaning personal
management and task delegation),
while more than 30% are gradually

Digital transformation is the fundamental process
through which companies become modern organisations
able to tackle the challenges of the fourth industrial
revolution. With its full automation of production
processes coming in parallel with the rapid development
of Big Data, artificial intelligence, the Internet of Things,
and increasing computing powetr, the fourth industrial
revolution shapes today’s labour market.

introducing some solutions to
improve organisational processes.
The surveyed companies are not yet
advanced in implementing digital
solutions. One in three companies
is introducing intelligent solutions
and autonomous systems
in selected areas in order to
anticipate and diagnose potential
malfunctions in the production/
service process. However, almost
60% of respondents still use
basic technology solutions and
software. 60% of respondents
stated that their company does
not use integrated data collection
for various processes, and that
its data is collected and analysed
independently (separately by
particular departments), while 30%
declared that they have partially
implemented smart technologies
for data processing and analysis
(mainly for optimisation purposes).
According to the survey, training
is a prerequisite for digital
transformation. More than half
of the companies surveyed (55%)
provide training programmes for
targeted teams/employees, while
15% run comprehensive training
programmes for the entire staff,
In addition to company strategy
and employee training, the
product or service itself becomes
one of the key elements of digital
transformation. The products
of 62% surveyed companies
(goods and/or services) are
mostly simple in nature - they
do not require implementing
advanced technological solutions.
In the remaining cases, the
manufactured products are at least

to some extent equipped with data
collection and analysis systems
(e.g. sensors). Only 5% of products
feature complex data integration
and analysis, allowing autonomous
decisions to be taken by systems
featured into the product.

Moreover, more than half of the
entrepreneurs do not collaborate
with a specialised organisation
that would help to implement
digital transformation and
Industry 4.0 solutions, whereas
one in three organisations engage
in such collaboration sporadically
(no permanent collaboration
established).

The three biggest difficulties in
the process of steering a company
towards the industry of the future
are: a lack of financial resources
necessary to bring the change to the
company (47%), lack of experience
in the digital transformation
process of companies (41%) and lack
of knowledge or access to reliable
information on the industry of the
future (30%).

The survey also showed that
entrepreneurs profit from
cooperation with others - the
most frequently desired forms of
support for the development of
the company towards Industry
4.0 are: observation of good
practices in other companies with
similar characteristics or from
a similar industry; the possibility
to consult organisational and
business changes with experts
in Industry 4.0; and networking
meetings that serve as a space for
exchanging experience and ideas
with other companies.

The survey also demonstrates
that the approach to digital
strategy and training, and the
digitalisation of the product or
service, varies depending on
the size of the company. Micro-
enterprises are more likely
to implement the traditional
organisational model based on
personal team management and
day-to-day task delegation (82%),
while only 46% of medium-sized
and large enterprises operate
in this manner. The larger the
company, the more willing it
is to streamline organisational
processes towards intelligent
management, Micro and small-
sized companies are also more
likely to use basic technology
solutions and software to maintain
continuity of the production
line or service (68% and 60%,
respectively). In contrast, medium-
sized and large companies are
more likely to use advanced
technological solutions capable
of autonomous and intelligent
decision-making systems in
order to maximise productivity
and resource efficiency. More
than 14% of medium-sized and
large companies use complex and
integrated data collection tools
that are linked to digital systems
for automatic data analysis and
decision-making. This is the case of
only 5% of small-sized enterprises.

In terms of training, micro-
enterprises are less likely to have
staff training programmes for
developing the competences of
the future (43% of them do not
provide training). Small, medium-

sized and large companies train
their employees significantly
more often.

The main objective of micro-
enterprises is rather to survive
and stay on the market, so their
management strategy mainly
involves ad hoc activities and the
proactive search for new directions
of development; they are not
yet considering transformation
towards Industry 4.0 (57%). Larger
companies are more likely to adopt
a strategy that includes developing
and adapting production towards
Industry 4.0, even though this
vision usually remains incoherent
and covers only targeted areas of
company functioning.

Overall, the dominant response
among micro-enterprises (68%)
was that they have not started
the transformation towards
Industry 4.0 so far. Small-sized
enterprises most often indicated
that they have already made
progress towards Industry 4.0 in
some areas, but are still in very
early stages. 12% of medium-sized
and large companies reported
that their digital transformation
is already at an advanced phase.

Differences in attitudes towards
the idea of digital transformation
can also depend on the type
of company activity. Personal
management and the traditional
organisational model is observed
more often in service (67%) than
in production companies (50%).
Considering the three types of
company activity, production
companies seem to be the most
advanced in their transformation
towards Industry 4.0, with 42%
indicating that some changes
have already been implemented in
certain areas. On the other hand,
service and production companies
mostly responded that they had
not yet started the transformation
in this direction (almost 50% of
responses in both cases). In the
case of manufacturing companies,
60% stated that their development
strategy implicates the growth
and adaptation of production
to the Industry 4.0 principles,
although this vision is not yet
coherent and covers only targeted
operational areas of the company.
Among service companies, only
46% agreed with this statement,
while the same number indicated
that the company’s main
objective is to survive and stay
on the market.

If we were to adopt a simple, yet
meaningful and comprehensive
model for assessing the level
of digital maturity of Polish
companies based on the data
obtained and presented above,
we should refer to a three-level
scale. The first level represents
the traditional model of company
functioning. The second level
a targeted use of modern
technologies in the company,
and the third level indicates the
use of modern technologies in an
integrated and holistic manner
which allows for full automation
of the company’s processes.
Overall, the survey revealed that
Polish companies are placed
somewhere between the first and
second level which means that
they still have a very long way to
go to achieve a satisfactory level
of digital maturity.
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The New New

he world economy’s bad run has
continued, with minor breaks that
could mislead some observers,
since the 2007-2008 Clobal Finan-
cial Crisis (GFC). Somehow the
world recovered, though it did not
go unscathed. It was then that
piles upon piles of public money
were first pumped into the financial sector while
governments bailed out distressed private finan-
cial institutions on a massive scale, often becom-
ing their dominant shareholders in the process.
Some have remained invested to this day. The
debate about the strategy of bailing out banks on
the taxpayer’s dime was short and stormy. What
helped to calm the mood was a relatively quick
recovery in the markets and the fact that the
worst-case scenario had been avoided: a collapse
of the global financial system and the break-up of
the eurozone.

The last phase of the decades-long great modera-
tion with low inflation, cheap money and limited
volatility continued after the GFC, albeit in a
weakened condition, for barely a decade. Then came
COVID-19, and after the pandemic, war. It triggered
fiscal stimulus on an unprecedented scale, designed
to bail out consumers, producers and everyone else
as necessary to meet popular expectations. And that
was that.

We are now left with huge debt, low growth, high
inflation and central banks that have shaken off the
illusions that inflation was temporary and got down
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to work in line with their mandate. The great
moderation is gone for good. Instead, the world
faces the burden of fiscal stimulation clashing with
monetary tightening.

Governments and Fiscal Stagflation

The post-crisis structural change in the global
economy undoubtedly involves a bigger role for the
state. The top-down governance system known
from 1939-1979 is back in a modern guise. This
time, however, its gist is the transfer of money
creation from the central bank and commercial
banks to governments which are handing out
subsidies, fiscal shields and guarantees left, right
and centre. As a result, at a time when the
economy is moving inexorably towards recession,
there is no credit freeze that would only be natural in
a well-functioning market economy.

The explosion of government credit guarantees,
justified by a “series of extraordinary events”, has

led to an explosion of debt (guarantees are
contingent liabilities on the government balance
sheet). By controlling the growth of credit and
money creation and by dictating the direction of
investment through guarantees for special
purpose loans, the government controls the
growth of nominal GDP. This means that it has

a strong incentive to keep inflation at elevated
levels for as many years as necessary to keep the
debt-to-CDP ratio in check. This is exactly the debt
that accumulated over the period from the GFC to
the war in Ukraine,

This is why, even with a slowdown in real GDP
and higher interest rates, global public debt - as
calculated by the IMF - fell to 92.1 percent of global
GDP at the end of 2022 compared to 99.7 percent at
the end of 2020. Despite the decline, it is still about
8 percentage points higher than before the
pandemic.

Alongside public debt, the global economy has
also amassed a mountain of private debt. Accord-
ing to IIF estimates, the global debt of non-finan-
cial institutions since Q3 2020 has risen from USD
81.9 trillion to USD 86.6 trillion within one year
alone, equivalent to 97.9 percent of global GDP.
Understandably, the sensitivity of the real
economy to rising interest rates and market
volatility is extremely high under the circum-
stances.

In the next decade, or perhaps even two
decades, average inflation in developed economies
will fluctuate between 4 and 6 percent and
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nominal GDP growth will not exceed 6 to 8
percent. Interest rates will remain below nominal
GDP growth and will no longer rise on the scale
last observed in the 1970s and 1980s. The rates will
not rise because that would kill the indebted
global economy and push developing countries
into mass bankruptcy and insolvency.

We are thus facing a long period of financial
repression, shifting resources from savers to debtors
and from older to younger generations. The repres-
sion, however, cannot be too harsh as it would
trigger protests, possibly government bankruptcies
and a crisis of mature democracies. Hence, the
savings drain will be slow and spread out over time.

Central banks, which formally control inflation,
not nominal GDP, stand weak in the clash with
debt-producing governments. Unlike central
bankers, governments are popularly elected and
pursue objectives supported by the majority. Under
the prevailing conditions of permanent crisis, the
objectives are clearly defined: cap energy prices, offer
state aid to vulnerable businesses and citizens,
spend on security, reduce inequality, etc.

This outlook for the post-crisis global economy in
the long term is supported by the assumption of
permanent fiscal stagflation, occurring with a time
lag and not yet felt in the labour market (classic
stagflation equals low growth + high inflation +
high unemployment).

A sequence of extraordinary events occurring over
more than a decade has precipitated the current
crisis in the global economy. The build-up of public

and private debt is only a backdrop in this picture;
an important one, but still a backdrop.

Toothless Central Banks

What hinders central banks the most now that
they have got rid of the post-pandemic hesitation
about the weight of inflation in the balance of
risks? They are hindered, sometimes aggressively
hindered, by governments that have been stimu-
lating the economy at the expense of mount-

ing debt.

Two researchers who have recently demonstrated
this emphatically are no newcomers to the field of
fiscal theory of trend inflation. Francesco Bianchi
and Leonardo Melosi have studied the impact of
uncontrolled fiscal expansion on the policy mix
and ultimately on fiscal stagflation. They did so
quite early, even before presenting an updated
version of their paper at the annual Jackson Hole
symposium, with reference to the now classic 1981
work by Sargent and Wallace, Some Unpleasant
Monetary Arithmetic. Now, in an environment of
fiscal expansion on an unprecedented scale, in the
aftermath of a pandemic, during the war in
Ukraine and the energy crisis, when governments
are pumping money into the economy, the
conclusions of their research have become more
relevant than ever before.

The policy mix model constructed by Bianchi and
Melosi where fiscal policy takes the upper hand
suggests that pessimism about the effectiveness of
monetary policy is well justified.

Without adequate support from fiscal policy, the
classical response of the central bank to an
increase in inflation in the form of interest rate
hikes must lead directly to fiscal stagflation where
the central bank tries to neutralise the effects of
fiscal expansion but can never keep up with it.
With powerful fiscal stimulation, the effectiveness
of monetary policy drops dramatically and the
potential return of inflation to the target is
definitely beyond the reach of monetary policy.

Does this mean that a responsible central bank
should simply shrug and capitulate? Not at all.

The responsibility for painting
the post-crisis economy into

the corner of fiscal stagflation
ultimately rests with the
government, Policy makers need
to understand this. The sobering
truth would not hurt those

of us who vote for politicians
promising handouts.

It is supposed to carry out its mandate. However,
economic research clearly shows whose court the
ball is now in when it comes to optimising the
policy mix (the mix of monetary and fiscal policies
in the right proportions) - and it is not the central
bank’s court, provided that the central bank fulfils
its mandate.

The responsibility for painting the post-crisis
economy into the corner of fiscal stagflation
ultimately rests with the government. A central
bank alone, even a good one, cannot get the
economy back on track. Policy makers need to
understand this. The sobering truth would not
hurt those of us who vote for politicians promis-
ing handouts.

What are the consequences in the global
economy of external supply shocks (first the GFC,
then the pandemic and the Russian war) and the
delayed effects of a policy of negative real interest
rates and even negative nominal interest rates
combined with a massive issuance of public and
corporate debt?

The transmission of persistent supply shocks to
price processes in economies where demand is
falling remains a predictive question open for
debate. Systemic and institutional economic
set-up may provide a hint. Economies are either
low-inflation or high-inflation regimes. In the
former case, a fall in demand and a slowdown in
observed GDP leads to the extinction of inflation-
ary pressures; in the latter, it does not necessarily

do so, which makes the stagflation scenario
more likely.

The US and the eurozone are predominantly
low-inflation regimes. Their central banks can
hope to bring inflation down without causing
recession as long as they manage to prevent
inflation expectations from getting unanchored.
However, some EU countries, unfortunately
including Poland, are high-inflation regimes.
Anti-inflationary measures of their central banks
and governments need to be more decisive.

Where Will the Conflict Take Us?

Central banks have come under intense criticism.
They must work hard to defend their independ-
ence, which has in some cases been hard-won.
The foundations of the central banking model
based on a strategy of direct inflation targeting
(DIT), widely practised around the world, have
started to crack. No wonder, especially if you
compare the targets and actual inflation. Two
pillars and pioneers of the DIT, the Reserve Bank
of New Zealand (RBNZ) and the Reserve Bank of
Australia (RBA), are now serious about a critical
self-assessment, including their own contribu-
tion to rising inflation.

The RBA announced a comprehensive, wide-
ranging review of monetary policy (purpose,
mandate, instruments, communication, corporate
culture and organisation). Most importantly, the
RBA Treasury Department hired external experts
(experienced economists familiar with central
banking) to lead the review in lieu of insiders. The
review report is due in March 2023.

The RBNZ has gone even further. Shortly after
a highly critical article co-authored by former
RBNZ Governor Graeme Wheeler accused the RBNZ
of mistakes leading to rising inflation, the current
RBNZ Covernor Adrian Orr acknowledged in a
special statement that its policies have contributed
to inflation. The RBNZ launched an additional
review of monetary policy, beyond the cyclical
review that takes place every five years.

These banks feel the pressure of public opinion.
They do not shy away from responsibility for high
inflation. They are able to admit mistakes in their
judgement. They are willing to draw critical
conclusions. They are not looking for an excuse.
They are not stretching facts to spread blame all
around. They want to improve what they can at
home. There is no shame in taking responsibility,
looking critically at the role of the institution you
lead in events that affect the lives of many people.
Rather, it is something to be proud of.

It is evident how much the criticism of central
banking has mounted under the impact of the
highest inflation in decades. Ricardo Reis of the
LSE is undoubtedly right: if you miss the target, it
is your fault, whatever you say.

The problem, however, is the question: What are
the consequences of the widespread and prolonged
overshooting of inflation targets by central banks,
whether or not they are at fault? In my opinion, no
matter what the banks do now, we will soon part
ways with the strategy of direct inflation targeting.
No politician and no central banker will be
long-lasting and significant overshoots of the
target: who would want that?

If I were to predict the preferences of politicians
and central bankers after this crisis, I would bet on
nominal GDP targeting, which has already been
widely discussed in the literature and rejected in
practice as mandated central bank targeting.

The coming years will bring low growth and
elevated inflation, as well as enormous uncertainty
and a range of structural changes, which will
require reassessment of many model economic
parameters (such as the neutral interest
rate NAIRU).

Unlike the Taylor rule, which is the theoretical
basis for DIT but requires inflation forecasting,
knowledge of the observed GDP and estimation
of unobservable potential, the nominal GDP target,
or NIT (nominal income target), only measures the
level or growth of nominal spending in the
economy. You simply target an increase in overall
spending, a simple and pleasant task that the
central bank in fact shares with the government.
This is the target they will choose for us, with the
usual pproval of some members of the economics
community.

Going back to normal after many years of
disruption in the global economy is never going
back to the way things were. We are in for the new
new normal.

©®
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In the past few
decades, this
sequence of events
has occurred in the
global economy
more often than
we would like. It
does not bode well
for the future

tukasz Wilkowicz

s there a crisis or not? Fears that
someone had poured sand into
the cogs of the global economy
are widespread. For the time being,
however, all we have experienced
are the problems of one large bank in
Europe, relatively easily resolved (by
bringing it under the wing of a larger
competitor), and a couple of US banks,
small by American standards. One of
them - Silicon Valley Bank, the one
where the troubles started - also found
anew owner (or at least the bulk of its
business did).
To get some perspective, let’s review
the crises of recent decades.

Interest Rates Climb to High
Heaven, Debtors Descend to Hell

The 1970s were marked by expensive
oil and high inflation. In the Western
countries, inflation was at a level sim-
ilar to the one we are experiencing
now. And in the developing countries
- emerging markets in today’s parlance
- it was even higher. But the 1970s was
also a period when oil exporters enjoyed
windfall profits and ‘parked’ them in
Western banks. These banks had to do
something with all the money, so they
lent - precisely to developing countries,
The loans were, of course, denominated
predominantly in dollars.

All that worked nicely as long as
interest rates in the US were kept
low. But in 1979, the new head of the
Federal Reserve, Paul Volcker, decided
to try a radical crackdown on inflation,
then exceeding 20 percent, and sharply
raised interest rates. By the early
1980s, they rose to almost 20 percent.
The debt of developing countries bore
variable interest rates, so repayment
instalments went up dramatically. And
borrowers, one after another, became
insolvent, with all the consequences for
their own economies: currency devalu-
ation, recession, rising unemployment,

The most vivid example of this was
Mexico, which by 1982 had managed
to ‘build up’ a foreign debt of USD 80
billion, which at the time amounted
to more than half of its annual GDP.
Debt costs had grown so much that in
the summer of the same year the gov-
ernment informed the International
Monetary Fund and the US authorities
that it was unable to repay the loans.
Shortly afterwards, private banks in
Mexico were nationalised to prevent
their bankruptcy. The country was
bailed out through short-term loans,
but even so, within a few months, the
peso had lost half its value, inflation
exceeded 100 percent per annum and
GDP began to fall. It took almost a dec-
ade to recover from those issues, and
was only possible after the Brady Plan
was launched (although Mexico did
experience another crisis in the mid-
1990s).

Poland was also among the borrowers
in the 1970s. For us, the problems
started earlier, and the restrictive
monetary policy of the USA only re-
inforced them. We finally recovered
from the debts incurred by Gierek
three decades later, when we repaid
the Brady bonds.

According to the IMF, between 1980
and 1981, the rate of global economic
growth was around 2 percent. In 1982,
it was 0.7 percent. A poorer result was

Inflation,
Interest Rates,

only ‘achieved’ in 2009, after the out-
break of the global financial crisis.

Complicating Finance

More about that in a minute. For now,
let’s stay for a bit in the 1980s, the era
of predatory capitalism, Reaganomics,
deregulation and Michael Douglas as
Gordon Gekko - and the development
of the junk securities market in the US.

You did not need a high rating,
strong balance sheet, stable revenues
or profits, and you could still raise capi-
tal from investors, often for a manage-
ment buyout of the company from the
incumbent owners. After suppressing
inflation in the early 1980s, the rates
in the US were lowered to 5-6 per-
cent. This boosted the popularity of
junk bonds. But when the end of the
decade saw a series of rate hikes to al-
most 10 percent, demand for this type
of securities came to an abrupt end and
there was considerable turmoil in the
corporate debt market.

Around the same time, the severe
phase of the savings and loan crisis was
also starting in the US. Savings and Loan
Associations (S&Ls), which mainly fi-
nanced house purchases, experienced
a period of explosive growth when the
US deregulated the sector in the early
1980s, by, for example, lifting restrictions
on interest rates on deposits and loans
(loosening of operating conditions was
intended to help S&Ls, which were al-
ready struggling after the rate hikes of
the late 1970s and early 1980s). Since it
was possible to charge customers more, it
was also possible to take more and more
risks - mainly in the property market.
But when rates went up again, the ex-
pansion came to an end. Within a few
years, more than a thousand S&Ls van-
ished from the market and American
taxpayers spent over USD 130 billion to
cover their losses.

Americans are not the only ones
who have learnt that real estate fi-
nancing plus high interest rates is
a recipe for crisis. The beginning of the
1990s brought a series of crises in the
Scandinavian countries, which start-
ed precisely with the property bubble.

The last decade of the 20th century
was riddled with crises like very few
others. Developments in technology
and financial markets have made it
easier and faster than ever to conclude
transactions. Liberalisation of regula-
tions have enabled free flow of capital.
And capital wanted to flow from places
where it was cheap and abundant to
where it expected high rates of return.
In other words, to - by then - emerging
markets. To Asian tigers, for example.
Initially, it supported high economic
growth (which was particularly impres-
sive when compared to Japan, which had
been struggling with recession for sev-
eral years). But 1997 saw the collapse of
anumber of Southeast Asian countries,
which were heavily indebted, had tied
their currencies to the dollar, and, at the
same time, had insufficient exports to
ensure the stability of these currencies.
The financial markets were obviously in
shock, the tigers in recession.

With time, the problems of Asian
countries spilled over to other conti-
nents. Brazil found itself in trouble.
And Russia, having stopped servicing
its debts to foreign countries, went
bankrupt. The Russian crisis was one
of the reasons for the major economic

downturn in Poland (but also helped us
to reduce our dependence on our east-
ern neighbour, except for raw material
imports). Some of the splatter even
reached the USA, where a large hedge
fund, Long Term Capital Management
(LTCM), which had invested heavily in
Russian bonds, had to be bailed out.

Blowing Bubbles

The crises of the second half of the
1990s were no longer so tightly tied to
interest rate fluctuations in the major
economies. In the following decade, it
changed, though. The LTCM case had
already made the US central bank will-
ing to cut interest rates slightly for the
sake of improving the atmosphere in the
financial markets. And two years later,
when the burst of the dotcom bubble,
i.e. a drop in stock prices of the first
generation of companies whose hopes
were pinned on the development of the
world wide web, resulted in a recession
in the US, the Fed decided to cut rates
on a scale not seen there for two decades
(previously, the main rate dropped to the
level of around 1 percent only briefly, in
the early 1960s). And it kept them very
low for several years. This helped to feed
another bubble - this time in real estate.

And since the financial market kept
developing (read: more and more in-
creasingly intricate instruments were
used; supposedly to mitigate risk, al-
though in reality they rather served to
conceal it), the bubble had a dual na-
ture; banking and real estate, When the
Federal Reserve finally decided to tight-
en monetary policy because the econo-
my was heating too much and inflation
was accelerating alongside it, the bubble
began to deflate. It ended with the
subprime crisis, the collapse of Leh-
man Brothers and the Global Finan-
cial Crisis. In Anglo-Saxon countries,
its name is spelled with capital letters
for a reason.

Since the crisis was global, it natu-
rally reached Europe as well. Here, too,
at first interest rates were rising (albeit
with a year-and-a-half delay compared
to America), and when, after Lehman,
one by one the banks began to collapse,
it became apparent that the crisis
would extend not only to the finan-
cial sector but also the public sector.
Some governments were already heav-
ily indebted; quite a few added to their
liabilities by bailing out their banking
sectors. There was also the special case
of Greece, where only then was it no-
ticed that the whole country was living
on credit and meticulously hiding it. In
the end, however, the reckoning came:
at the outset, public debt was well over
100 percent of GDP (and subsequently
it even exceeded 200 percent; recently,
inflation has helped somewhat and
the debt has shrunk to 180 percent).

It took quite a few years, head of
European Central Bank Mario Draghi’s
“whatever it takes”, rate cuts to zero
and even lower, quantitative mone-
tary policy easing and - let’s admit it
- a not inconsiderable number of re-
forms intended to increase the safety
and prudence of the financial sector,
to emerge from the global crisis. But
Europe only managed to come out of
zero interest rates recently - in the
middle of last year. In America, while
a series of rate increases did happen
in the second half of the past decade,
it did not have a crisis dimension this

time. And when the pandemic broke
out, rates were cut again immediately.

Not just the banks

And this brings us to the current situ-
ation. A surge in inflation, the likes of
which the world hasn’t faced for dec-
ades, caused an obvious reaction from
central banks - they opted for large
hikes in short-term interest rates. In
the financial markets, this translated
into a spike in bond yields, i.e. a rise in
long-term rates. The problem is that
increased bond yields also mean a de-
cline in their prices (particularly sharp
this time, as the starting point for the
yield rise was around zero, and not
infrequently even below that), which
translates into losses for their holders.
And the large bond portfolios are held by
banks, among others. They differ from
investment funds, pension funds or in-
surance companies in that they have
long-term assets, i.e. bonds, on one side
of their balance sheet and short-term
liabilities, i.e. deposits, on the other.

Aslong as the bonds don’t have to be
sold, there is also no question of realis-
ing losses, i.e. actually showing them
in the profit and loss statement. But as
word began to spread about potential
bond problems at US regional banks,
customers began to withdraw money
from them. And several of them - Silicon
Valley Bank being the first - actually
found themselves pushed to the wall.
As soon as problems arise in one part of
the financial sector, people immediately
start looking for other weaknesses. In
Europe, Credit Suisse was found to be
weak. It was quickly handed over to UBS.
Then, for a while, the market’s attention
turned to Deutsche Bank.

However, interest rate hikes will not
only affect banks. They will impact debtors
even harder, whether we are talking
about a mortgage payer, a corporate in-
vestment or a government burdened
with a debt in dollars. World Bank data
shows that in 2021, the total external
debt of low- and middle-income coun-
tries had exceeded USD g trillion. If the
loan bears a variable interest rate, the
effect can be seen almost immediately.
If - as is the case with many mortgage
loans in Western countries - the instal-
ment is fixed and periodically revised,
the rate hike starts to hurt when the
interest rate is updated.

Such is the case of debtors who want
to roll over debt that is about to ma-
ture. Until now, debtors’ problems have
remained in the background, overshad-
owed by those of financial institutions.
However, this may be changing, espe-
cially because the situation of debtors
is not improving at all: high prices for
food and energy resources are trans-
lating into greater living costs and ex-
penses for heavily indebted countries.
After that, the spiral does not need to
be fuelled any further.

It is evident that the heads of the
major central banks have become
somewhat afraid of what they might
bring on by raising rates to fight infla-
tion. Not so long ago, Jerome Powell,
Chair of the Fed, was suggesting that
it would take a recession and a rise in
unemployment to overcome inflation.
He saw the problems of a few banks
and got a bit more cautious. He prob-
ably doesn’t want to take the blame for
the next crisis. Which doesn’t mean,
however, that it can be avoided. ©®
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Where are we in the business
cycle now and what is the condi-
tion of the global economy?

The economy is definitely in
a cooling phase. The fat years are
over. Clearly, two developments
have contributed: the pandemic
and the war. But even if these
events had not occurred, the
economy would still have en-
tered a slowdown.

Why?

Commodity and food prices were
rising even before the pandemic,
in part due to adverse climate
change and global population
growth. The pandemic and the
war have amplified these trends
and added negative factors.
Whether a global recession can
be avoided depends on how long
the war lasts, what impact it has
on inflation, and whether the
major central banks continue
to raise interest rates.

Some statements from central
banks seem to confirm that

they are aware of an imminent
sharp slowdown in the

economy. Could interest rate
hikes be smaller than expected
several months ago?

This could be the case. There
are such voices at the European
Central Bank and the US Fed.
Concerns about rising unem-
ployment and recession could
put the brakes on the rate hikes.
Central banks started to tighten
their policies too late and ig-
nored rising inflationary pres-
sures before the outbreak of
the war, and they are now con-
cerned that demand may shrink
too much.

Could the smaller appetite of
central banks mean that high or
“merely” elevated inflation will
stay with us for longer?

Many factors seem to suggest
this. Rising food and commod-
ity prices, rising manufacturing
costs, disrupted supply chains,
the cost of the energy transition:
all this drives inflation. Rising
inflation, in turn, drives wage
expectations, which then again
drive manufacturing costs. It is
a classic price-wage spiral that
will not be stopped easily.

How to try and stop the spiral?
Unfortunately, the two options
are: further rate hikes and cooling

inflation expectations or spend-
ing cuts and no wage increas-
es. Neither solution is popular
with politicians, so only a mira-
cle could save the day.

Governments in many coun-

tries are saying: first we had to
protect citizens and companies
during the pandemic crisis, and
now during a war.

Nobody expected a global pan-
demic or the outbreak of war.
These are classic examples of
“black swans”: phenomena
whose probability is small but
whose impact is enormous. To
avoid chaos, fiscal and mone-
tary policies had to be relaxed,
that much is obvious. However,
some support schemes contin-
ued too long, resulting in the
current rise in inflation and
debt.

Are you expecting a wave of
spending cuts in many
countries?

Yes, especially countries with
high debt. Over the years, or-
ganisations such as the World
Bank and the International
Monetary Fund have put a lot
of effort into mobilising gov-
ernments to increase budget
revenues in order to build
a strong foundation for eco-
nomic growth. Unfortunately,
this is a very slow process and
revenues in many developing
countries are growing much
more slowly than spending.
Vulnerable groups had to be
protected during the pandemic
so budget spending increased
and so did debt.

The World Bank has re-
cently published its latest
International Debt Report
2022 and the conclusions
are very worrying. The poor-
est and developing countries
will be hit the fastest by ris-
ing debt servicing costs and
falling government revenues,
which could push them deeper
into a debt spiral. This could
be a rerun of the past as the
problem recurs every decade
or two: an increase in pov-
erty and social unrest, and
the consequent need to can-
cel the debt of those coun-
tries. The process started
during the pandemic, when
many countries fell into the
debt trap. The time of war is
also bad for many countries:
due to rising market risk,
their debt servicing costs rise
(driven by rising interest rates
and depreciation of local cur-
rencies), and more and more

Poland is evolving into an
advanced economy. It is almost
there: according to the World
Bank classification, Poland is

a high-income country. IT is still
dependent on foreign investors
and needs to pursue a prudent
economic policy and avoid
mistakes that could discourage

investors

We Must

countries are turning to in-
ternational institutions for
debt restructuring.

The debt will have to be re-
structured, but given the debt
structure, it will be more com-
plicated than in the 1980s
0T 1990sS.

How does Poland fare in
comparison?

Poland is an open economy,
and all these factors affect it.

Photo: Grant Ellis/press materials
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Make No
Mistakes

Poland cannot avoid a slow-
down, which is already there.
There is the price-wage spiral,
and inflation was rising in
Poland even before the war.
It was driven by rising food
prices, manufacturing costs,
the cost of services, and now
that everyone is feeling the im-
pact of inflation, workers are
demanding an increase in wag-
es. This means that high infla-
tion is here to stay for a long
time, unless companies start
cutting costs, including cutting
jobs. This either means rising
unemployment or persistent
inflation.

The private sector will be
the first to cut costs. Global
corporations in the USA have
already announced cost cut-
ting programmes, which may
impact their subsidiaries and
investments in other coun-
tries. In the longer term, gov-
ernment salaries and employ-
ment may be frozen, which
is a global trend. This is be-
cause governments will fund
social spending for as long
as possible and cut invest-
ments, which will be bad for
economic growth. The slow-
down may be softer but the
recovery will be more difficult
and take longer.

On top of that, general elections
will take place in some coun-
tries, which will probably influ-
ence politicians’ decisions.

There are always elections some-
where in the world (laughs).
I have recently followed the US
Congressional elections, and
the trends are similar: politi-
cians are more likely to promise
social spending than to reduce
it, with the consequence that
investments are cut because
the effects are not immediately
visible.

Money from the National
Recovery Plan would certainly
help Poland.

The plan was developed to sup-
port investment. In the ab-
sence of that money, Poland
is still waiting at the station
while other trains are leaving.
Investments in RES, among

others, will now be more expen-
sive than a few years ago.

Won't countries like Poland
grapple with demographics,
which may have a negative
impact on the competitiveness
of the Polish

economy?

Indeed, Polish society is age-
ing, which will inflate social
costs and the cost of pensions.
This can be counteracted by an
open immigration policy so it
is a good thing that Poland
opened up its labour market
to residents of neighbouring
countries a few years ago and
now the Ukrainians have ar-
rived. Hopefully, after the war,
the Ukrainians who are now
fighting the Russian aggres-
sor will return to Poland.

What are the key risks
facing Poland?
The biggest risk is that the
armed conflict will spill to the
West. Let’s hope it doesn’t hap-
pen, because there would be no
winners in another war.
Poland is evolving into an
advanced economy. It is not
yet there but it is close. For ex-
ample, according to the World
Bank classification, Poland is
a high-income country. Poland
is still dependent on foreign
investors and needs to pursue
a prudent economic policy and
avoid mistakes that could dis-
courage investors,

Some economists are talking
about disinflation. Is there any
hope that inflation will start to
fall in 20232

Inflation may fall year on year
in some months due to the base
effect, but it is now closer to
15-20 percent while the infla-
tion target is 2.5 percent. Actual
inflation is far above the tar-
get. The price-wage spiral shows
how important it is to keep in-
flation low, which is good both
for producers and consumers.
We should make every effort
to bring inflation down to the
target, which may mean that
wages will grow slower than
inflation.

How do we do that?

There is no easy solution. You
can raise interest rates quickly,
which would have nega-
tive economic consequences,
so politicians both at home
and abroad will not go for it.
Everyone is afraid of a rapid
cooling of the economy, so cen-
tral banks are cautious to take
action. I don’t think any central
bank will decide to go for big
interest rate hikes.

The economic slowdown and
the end of the war could bring
inflation down the fastest, glob-
ally and in Poland.

Investors are still choosing
Poland, even though we are

a front-line country.

There could be more invest-
ments such as the recently
announced Mercedes invest-
ment in Jawor. Poland ben-
efits from shortened supply
chains. Companies want to
have trusted partners who
will deliver components
for production.

Poland is a great place to in-
vest: aside from the war, we have
a relatively large population,
good access to raw materials
and to the sea. I expect more
investments to come. Manu-
facturing costs are still lower
in Poland, and many compa-
nies are closing factories in Asia
and shortening supply chains.
A smart economic policy would
encourage this. We must make
no mistakes. ©®
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The Zloty
ains
trength

On 10 May, the final day of the May meeting

of the Monetary Policy Council, the body that
governs interest rates in Poland, the dollar cost
less than PLN 4.12, a drop of 6.3 percent compared
to the last day 0f 2022. Over that time, the zloty
had gained over 3.7 percent against the euro, with
the exchange rate falling to just over PLN 4.53

for the first time in a year. The zloty has not had
such a good start to the year since 2017. Against
the euro - here, due to economic ties, changes are
smaller than for the dollar - the zloty has become
the strongest it has been since the Russian
aggression against Ukraine in February 2022

tukasz Wilkowicz

oland is not the only

country whose cur-

rency is appreciating

rapidly. For the Hun-

garian forint or the
Mexican peso, the scale of ap-
preciation since the beginning
of the year was even greater,
however in a three-month per-
spective, the appreciation rate
is already very similar, and on
a monthly basis, the zloty is
proving to outperform both of
these currencies.

“There are some strong fun-
damental factors driving the
appreciation. First of all, in
a short period of time we have
moved from a deficit on the
balance of payments current
account to a surplus. In short:
there are more exporters
who want to buy the zloty
than importers who want to
sell it”, explains Piotr Bielski,
economist at Santander
Bank Polska.

In 2022, exports in euro terms
were 21,5 percent higher than the
year before. But the dynamics
of imports was 27 percent. In
February this year (most re-
cent data available), exports
were 10 percent higher than
a year earlier and imports fell
by 5 percent.

“This reflects the effect of
cheap raw materials, a very
significant improvement in
terms of trade, and thus a rapid
improvement in the trade
balance”, adds Michatl Dybula,
chief economist at BNP Paribas
Bank Polska, explaining the
shift from a deficit to a sur-
plus in commodities turnover,
which in his opinion was the

main reason for strengthening
of the zloty.

According to data from the
National Bank of Poland, for
the whole of 2022, Poland had
a deficit of EUR 19.5 billion in
the balance of payments cur-
rent account. In the first two
months of 2023, there was
a surplus of EUR 4.7 billion. The
goods trade deficit of EUR 24.1
billion for the whole of 2022 has
turned into a surplus of EUR
3.8 billion in January-February.

Poland is a regional power-
house when it comes to the
surplus in services turnover.
In 2022, the surplus amounted
to EUR 36.5 billion, and in early
2023 it reached EUR 7 billion. At
the same time, there is a con-
stant deficit in primary income:
last year it amounted to EUR
29.7 billion and in January-Feb-
ruary this year, EUR 4.7 billion.
To a large extent, this reflects
profits generated in Poland by
subsidiaries of foreign direct in-
vestors. Some goes to them as
dividends or interest on loans
to Polish subsidiaries. That said,
alarge share is retained in the
country and therefore does not
contribute to the demand for
the zloty.

“The zloty has strengthened
based on real capital flows”,
emphasises Ernest Pytlarczyk,
chief economist at Bank Pekao.
“More and more often we have
been hearing about foreign
banks that are not speculating
in our market, but have large
amounts of money to exchange,
resulting, for example, from
foreign direct investments”,
he adds.

Between 2016 and 2022, the
first five years of the Law and

Justice government, the in-
flow of direct investment into
Poland averaged EUR 15 billion
a year (this amount includes re-
invested profits). In 2021-2022, it
was already over EUR 30 billion,

“We are seeing the near-
shoring trend more clearly:
production is being moved
from Asia to Europe, for ex-
ample, to strengthen supply
chains that were disrupted
during the pandemic. This is
a field for mergers and acqui-
sitions, but quite often also for
‘greenfield’ investments. This
trend has a positive impact on
the perception of our market.
Poland is still a very attractive
place to locate production and
business, with highly quali-
fied employees. Competition
against cheaper Asian markets
has turned a new page”, says
Pawel Bukowiniski, managing
partner in EY’s strategy and
transactions department.

Foreign investors may also be
enticed by the domestic stock
and bond market, WIG20, the
main index of the Warsaw Stock
Exchange, has gained 6.7 per-
cent since the beginning of the
year (the dollar version of this
index has gone up by almost
13 percent since the beginning
of the year and by 19 percent
over the last 12 months). The
TBSP index, which presents
the quotations of Polish gov-
ernment bonds in a synthetic
way, gained 6 percent. Previ-
ously, it had been falling for two
consecutive years.

The bonds are gaining partly
due to growing expectations
that the National Bank of
Poland would start cutting in-
terest rates soon. The National
Bank of Poland’s main rate has
been fixed at 6.75 percent since
September last year. Inflation
in April stood at 14.7 percent,
compared to 18.4 per cent two
months earlier. However, it is
still at levels not seen for more
than two decades. The NBP’s
target is for the consumer pric-
es growth to be as close as pos-
sible to 2.5 percent per annum.

At the same time, high infla-
tion causes the real effective ex-
change rate of the zloty to go up.
Economists at Bank Handlowy,
the Polish subsidiary of US-
based Citigroup, recently
looked into this. “From the per-
spective of economic competi-
tiveness, it is not so much the
market exchange rate that is
important, as rather the real
effective exchange rate (REER).
It reflects changes in the value
of the zloty against a basket of
currencies of the main trading
partners (hence the term ‘ef-
fective’) after adjusting for dif-
ferences in inflation between
Poland and other countries
(hence ‘real’). The REER’s ap-
preciation is driven by both the
nominal appreciation of the
currency and higher inflation
at home than abroad”, they ex-
plained in a report for clients.

“In 2018-2021, the CPI-
-adjusted REER exchange rate
remained relatively stable, not
deviating significantly from the
average for the period. Things
have changed significantly in
recent months, however. In
April, the REER exchange rate
quotation reached its high-
est (i.e. strongest) level in over
a decade, with the upward tra-
jectory starting with a strong
increase in Poland’s CPI vis-a-vis
its trading partners”, they
pointed out.

The real effective exchange
rate calculated based on the CPI
- consumer inflation - went up
more steeply than the rate esti-
mated based on the PPI - prices
of industrial output sold. Here,

we returned to levels recorded
two years ago (last summer the
exchange rate was the weakest
since 2004, i.e. since Poland’s
accession to the European
Union).

The zloty could have
strengthened even more. The
way to avoid it is the exchange
model used by the authorities
for currencies flowing into
Poland from the European
Union. Although funds from
the National Reconstruction
Plan are blocked, Poland is the
largest beneficiary of structur-
al funds. Since 2004, the coun-
try has consistently recorded
a positive balance in transfers
from the EU. In the first quar-
ter of this year, it amounted
to PLN 2.6 billion (over half
a billion euros). The surplus is
not exchanged on the market
in its entirety. In part, the ex-
change is carried out bypass-
ing it - by the National Bank
of Poland. The consequence is
an increase in the country’s
foreign exchange reserves.
In April this year, they were
worth USD 178 billion.

In April alone - when the
appreciation pressure was
particularly evident - reserves
increased by USD 7.7 billion.
In euro terms, the increase
amounted to 5.6 billion. This
may indicate an increased scale
of foreign currency sales by the
government at the NBP.

However, according to one
of the domestic analysts, this
does not mean that the market
exchange, made through the
Bank Gospodarstwa Krajowego,
is non-existent. “No one has
statistics on how much of the
EU money goes through that
state-owned bank. But you can
see BGK in the market. The in-
flow related to EU funds con-
tinues all the time”, says DGP’s
interviewee,

In the past, the central bank
has made no secret of its inten-
tion to help exporters through
a weak zloty. The MPC has re-
cently stressed in its commu-
nications that “inflation could
be reduced faster if the zloty
strengthened, which in the
Council’s view would be con-
sistent with the foundations of
the Polish economy”.

In addition to monetary pol-
icy, the exchange rate may also
be influenced by politics - and
the prospect of the parliamen-
tary elections in the autumn.
This is not only about the re-
sults of the elections, but also
about the election campaign
and the promises made on
all sides of the political scene
during the campaign. Poland’s
public finance deficit in 2022
was 3.7 percent of GDP. For
this year, it is expected to rise
to more than 5 percent of GDP.

“As long as the growth pros-
pects for the economy are good
and the country’s rating re-
mains high, we are still re-
garded as a very attractive in-
vestment destination. Should
it turn out, for example, that
there are high tensions in the
budget and thus fiscal pressure
increases, it would naturally
translate into growth pros-
pects for our economy, includ-
ing inflation expectations, re-
lated to the cost of financing
and, finally, expectations as
to the growth potential of the
economy. Economic policy is
important for a country’s at-
tractiveness to investors, but
you have to really ‘mess up’
to radically change their at-
titude towards a 38-million-
strong, fast-growing coun-
try that is a member of the
European Union”, believes
Pawel Bukowinski of EY. ©®
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You Don't Buy a Cow
to Get a Glass of Milk

he debate concern-

ing Poland’s adop-

tion of the euro resur-

faced in the wake of the

war in Ukraine, Some

stated that adopting

a COmMIMON Currency

would protect the Polish
economy against the weakening of
the zloty while reducing the risk of
direct Russian aggression. Such argu-
ments are far from convincing because
the cost-to-benefit balance for speedy
accession to the eurozone has not
changed significantly.

The zloty weakening against the euro
following the start of the war in
Ukraine should not become a cause for
concern, or indeed a material argument
in favour of a serious and irreversible
decision like adopting the euro.

Firstly, the phenomenon of a local
currency weakening in response to
a negative shock is natural and
desirable in equal measure, one of the
key arguments in favour of preserving
local currencies. Currency exchange
rates function like a shock absorber,
facilitating relatively painless econom-
ic adjustments while softening the
impact of the destabilised environ-
ment. Secondly, the weakening of the
zloty against the euro has been rather
limited, given the scale of economic
shock and geopolitical risk. On
average, the zloty/euro exchange rate
dropped by a mere 3 percent this year
over the previous year; even during the
market panic peak, the scale of the
zloty’s depreciation against the
common currency did not exceed 10
percent compared to pre-war levels.

This scale of local currency weaken-
ing carries no essential negative
macroeconomic implications. In
particular, it does not significantly
hinder the struggle against high
inflation rates. Available estimates
suggest that sustained weakening of
the zloty by 10 percent would increase
the inflation rate by 1-1.5 percentage
points. It can thus be concluded that
average annual depreciation of the
local currency against the euro by
a mere 3 percent would contribute no
more than half a percentage point to
the inflation rate. One might point out
that the effective exchange rate of the
zloty had been weaker, mainly given
the currency’s depreciation against the
dollar. Yet this was the outcome of the
euro weakening against the dollar,
which in turn translated into the zloty
depreciating against the US currency.
Poland adopting the euro would not be
arelevant safeguard against this.

NATO, Not Euro

Does paying in euro rather than the
local currency make one invincible?
Does eurozone membership offer
defence against military aggression?
While this is not, strictly speaking, an
economic matter, even an economist
knows that the answer to these
questions is “No”.

In this particular case, it makes sense
to focus on the strongly pro-European
yet pragmatic Nordic states. A long-
standing presence in the eurozone,
Finland decided that this in itself was
not a sufficient “guarantee” of security,
and decided to join NATO in defiance of
its long-held neutrality. Faced with the
threat of Russia’s imperialist aspira-
tions, Sweden, too, found it expedient
to relinquish neutral status, making
a swift and immediate decision to join
the North Atlantic Alliance. Nonethe-
less, it is noteworthy that the country
did not concurrently engage in any
discussion regarding the euro. Could it
be that the pragmatic Swedes have been

Chief
Economist,
PKO Bank Polski

UNDER CURRENT
CIRCUMSTANCES,
REPLACING THE ZLOTY
WITH THE EURO
IN THE FORESEEABLE
FUTURE DOES
NOT SEEM
THE OPTIMAL CHOICE

underestimating the importance of the
common currency to national security?
Furthermore, it is notable that the
process of joining the eurozone may
limit a state’s defence capacity.
Meeting the Maastricht criteria is
tantamount to domestic macroeco-
nomic policy “rigidity” over a few years,
including relatively restrictive mone-
tary and fiscal policy measures, This
would prevent swiftly or significantly
increasing defence spending, which in
Poland’s case seems an objective
necessity, given the existential threat of
Russian aggression. The position
manifestly taken by the two largest

eurozone member economies in the

early days of Russia’s aggression offers
no robust guarantee that adopting he
commeon currency stands for security.

Common Currency Does Not
Warrant Success

New arguments in the aftermath of
the war in Ukraine change nothing in
terms of assessing the cost-to-benefit
ratio of adopting the euro. Over

20 years old today, the eurozone’s
history is not an unblemished string
of success. Recent decades of enduring
crisis-related shocks and painstaking
efforts to restore post-crisis equilibri-
um in the eurozone have served to
confirm uncertainties concerning the
bloc’s imperfect structure.

The eurozone’s issues have remained
unresolved. Excessive debt incurred by
multiple member states, including
Italy - the third largest eurozone econ-
omy - makes it very difficult for the
European Central Bank to respond to
current runaway inflation, among
others. Driven by concerns regarding
the condition of structurally weak
member states, the process of raising
interest rates has been severely
delayed. The ECB approved the first
interest rate increase only in July 2021,
over one year later than the Central
and East Europe (CEE) region, nine
months after the process of monetary
policy restrictions had been initiated
in Poland. In addition, the process of
raising interest rates in the eurozone
had to be preceded by the introduction
of a special-purpose mechanism
protecting “weak links” against an
excessive upsurge of debt service
expenses.

The spread of inflation rates across
eurozone member states has reached
around 20 percentage points, and CEE
is the region with the most acute
price increases. This is ample proof
that while inflationary shock associ-
ated with the Russian aggression
driven energy crisis has affected all
European economies, the degree of
impact varies and the shock is
therefore asymmetrical. This auto-
matically gives rise to the question
whether - given current conditions
- the struggle with inflation in
Poland would be easier and more
effective if it were waged by the
European Central Bank ECB instead of
the National Bank of Poland. It is
highly unlikely. In this context, one
might conclude outright that the new
circumstances arising from the war
in Ukraine reinforce arguments
against hasty adoption of the euro.

Poland’s Sound Bottom Line
Requires Discipline

Struggling with grave dysfunctionali-
ties, the eurozone is no guarantor of
macroeconomic stability. This requires
hard work in the form of proper
macroeconomic policy and activities
aimed at building sturdy and healthy
foundations for a highly competitive
economy. Poland’s economy is perform-
ing very favourably in this regard.
Significantly reduced foreign debt and
an improved international investment
position; perpetually low increases in
unit labour costs in contrast to compet-
ing economies; a sound balance of
payments condition benchmarked
against the region’s major economies;
a fiscal deficit among the lowest in the
EU; little public debt; limited private
sector leverage; no excess loan boom
over a number of years (with a decline
in the credit-to-GDP ratio over recent
years); real interest rate levels matching
the EU median: these are not the
characteristics of an economy that is

vulnerable to crisis within or beyond
the eurozone. Poland came out ahead of
all European Union economies in the
European Commission’s most recent
Macroeconomic Imbalance Procedure
for 2021. With only one imbalance
recorded, the already available 2022 data
indicate that it has been eliminated.
Poland’s economy was in the lead of the
Macroeconomic Imbalance Procedure
ranking in previous years as well.

It should be emphasised that
remaining outside the eurozone
Tequires greater macroeconomic policy
discipline in order to preserve a similar
measure of resilience to global
external shocks. As part of the
eurozone, one can count on greater
leniency, as well as the ECB’s interven-
tionist asset purchases and other
“anti-crisis” measures. Staying out
means one is forced to adopt better
macroeconomic discipline or doomed
to pay a higher risk premium under
shock conditions - or struggle through
currency crisis under a black scenario.
Without a healthy, competitive
economy or macroeconomic stability,
the state’s proprietary currency can
become a catalyst of crisis rather than
an effective adjustment mechanism.

Benefits of Remaining Outside
the Eurozone

It is noteworthy that while not
a common currency member state,
Poland enjoys most of the benefits
related to the eurozone, which
stretches across the vast majority of
the EU market. Managing the ex-
change rate risk for a single exchange
rate against a common currency is far
less costly than the same process for
20 currencies., Moreover, eurozone
member states are not in a position to
increase their competitiveness against
Poland’s economy through discretion-
ary devaluation or market depreciation
of local currencies. For these reasons,
Poland has been able to recently
increase its trade volume with
Germany much more and at much
higher levels than France - a country
at the heart of the eurozone, and
Germany’s close neighbour as well.
Adopting the euro is no formula for
success. Under current circumstances
- prevailing dysfunctionalities in the
eurozone, multiple asymmetrical
shocks affecting European economies,
and Poland’s considerable macroeco-
nomic stability - replacing the zloty
with the euro in the foreseeable future
does not seem the optimal choice. Yet
the field for manoeuvre in Polish
macroeconomic policy is significantly
limited with no room for breeding
“twin deficits”. In the aftermath of
drastic monetary policy restrictions (the
highest and swiftest interest rate
increases the National Bank of Poland
(NBP) has introduced for over 20 years),
the key role goes to fiscal policy. Even
a moderate rise in fiscal deficit may
prove a challenge in conditions of
blatantly tight financial conditions
worldwide (the end of an era of
inexpensive and easily accessible
money). In such a context, access to
European Union funds becomes crucial.
Access to tens of billions of euros in EU
funding is becoming more important
than ever before in terms of preserving
macroeconomic stability and investor
confidence. An influx of EU money
would make it much easier to proceed
with significant risk-free market
investments of strategic importance to
Poland, including energy transforma-
tion and defence projects. Paradoxically,
Poland’s closer ties to the EU are
conducive to keeping the Polish

economy outside the eurozone. ©®
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The Euro in Poland?
It's Time for a Radical
Shift in Perspective

Some of the important benefits resulting from Poland
joining the eurozone could be achieved by just making
a credible declaration of intent to apply for membership

ince the 2015 parliamentary
elections, the ruling camp
has been amending the law
in a manner that, in sum, can
be described as institution-
alising economic and politi-
cal populism. If the opposi-
tion does not win the 2023
elections, the Polish model of capitalism,
severely weakened by politicisation, stat-
ism and monopolisation, will undergo
a permanent and probably irreversible
transformation, resulting in lower devel-
opment dynamics and greater vulnerabil-
ity to crises.

Notably, the decomposition of the
existing capitalism model would then
proceed under the continued influence of
the delayed impact of the pandemic, the
war in Ukraine and high inflation. In
such circumstances, a renewed, stronger
focus on the European integration
process would be the best way to mitigate
these risks. This is why it is becoming so
important to advocate measures aimed at
Poland joining the eurozone.

Stronger Ties
With the European Union

Regardless of the traditionally cited
benefits, four arguments in favour of
membership are now playing a key role:

1. reinforced entrenchment of Poland’s
systemic transformation legacy and a Polish
variant of the EU model of capitalism;

2. reduced risk of polexit and withdrawal
of EU institutions and standards from
Poland; 3. lower debt servicing costs and
reduced likelihood of a financial (currency
or banking) crisis; and 4. smaller expendi-
tures required for any specific increase in
armament levels. A significant part of
these benefits could be achieved by
simply making a credible declaration of
intent to apply for membership.

The above arguments are even more
important in an election year. Forcing the
current government to engage in a
serious and honest debate on the euro
would test the sincerity and credibility of
its official intentions to remain in the
European Union, as well as to obtain
funds under the NRP (Recovery and
Resilience Facility). Moreover, it would
force the government to fill its hollow
platitudes about defending economic and
political sovereignty with enough
substance to enable a meaningful
pre-election discussion on Poland’s
strategy in the face of current powerful
geopolitical challenges. It would be good
to get the ruling coalition to articulate
whether there is an alternative to
stronger EU ties in this situation, what it
is, and, above all, what the cost of such an
alternative would be.

Historic Threat to Poland

A good general framework for this type of
discussion is still provided by the so-
called political globalisation trilemma, in-
cluded in the well-known concept by
Prof. Dani Rodrik of Harvard University.
The essence of the trilemma is that at any
given time, only two of these three
elements - economic globalisation,
political democracy and the nation-state
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- can co-exist. This concept was recently
referenced in a book by Klaus Schwab
(President of the World Economic Forum)
and Thierry Malleret, who assume that it
is equally applicable to international
economic integration. In their view,
“Combining economic integration with
democracy implies that important
decisions have to be made at a suprana-
tional level, which somehow weakens the
sovereignty of the nation-state”.

In other words, if you are not willing to
compromise on the scope of democracy
and the prerogatives of the nation-state,
you must limit economic integration.
Rodrik’s trilemma confronts countries
with a very difficult choice indeed. It may
be noted with some irony that, despite
the extreme complexity of the current
international situation, the originality of
the Polish ruling camp’s contribution to
the attempted solution of the trilemma
only manifests in its inadequacy and
harmfulness. This unique ‘originality’ lies

in the fact that the current government is
willing to give up not just one goal (integra-
tion), but also a second (democracy),
contenting itself with, or consciously
choosing, only the third goal (the
nation-state).

The historic threat to Poland can also be
explained by the concept of the ‘narrow
corridor’, presented in the well-known
book by Prof. Daron Acemoglu and Prof.
James A. Robinson. Namely, if the current
process of reversing the achievements of
the transformation is not interrupted,
Poland will be pushed out of the ‘narrow
corridor’ of the favourable, very difficult
to achieve balance between the ‘power of
the state’ and the ‘power of society’ which
it managed to reach after 1989. Subse-
quently, pushed away from the countries
of the ‘Shackled Leviathan’, Poland may
become a case of the ‘Despotic Leviathan’
or the ‘Absent Leviathan’, but may also
find itself among the countries combin-
ing the negative elements of both cases.
Thrust out of the ‘narrow corridor’,
Poland will also not be able to build the
characteristics of a ‘resilient society’, as
analysed by Prof. Markus Brunnermeier
in his book. Moreover, it would be very
difficult for it to find a place in the
‘College of Nations’, i.e. among countries
respecting democracy, civil rights and
free commerce, the creation of which
James Rickards proposes in his book Sold
Out in opposition to authoritarian
countries.

Avoiding Isolation

The need to accentuate these important
new benefits of eurozone membership
would perhaps not be so pressing were it
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not for the current government’s
deliberate course towards isolation and
autarkic authoritarianism. This prospect,
in turn, would be at least a tad less
dangerous if it could be assumed that, at
the very least, macroeconomic policy is
being conducted in a competent manner
and not subordinated to the electoral
cycle. The reality is, however, that
President Adam Glapiniski has unfortu-
nately crossed the ‘Rubicon of politicisa-
tion’ of the National Bank of Poland
(NBP). Importantly, the erosion of central
bank independence did not occur as a
result of pressure exerted on the presi-
dent by the ruling camp, as was the case
in Turkey, for example. Instead, it is

a case of him voluntarily meeting the
expectations of political power. It could
be said that the incompetent monetary
policy and, as a result, its low effective-
ness in the fight against inflation, as well
as the manner in which the central bank
is managed - not according to standards
- necessitate perceiving the President of
the NBP as an additional strong argu-
ment in favour of joining the eurozone.
Interestingly, there are also signs which
may indicate that, despite the extreme
anti-EU rhetoric of the NBP President, he
does not attach all that much impor-
tance to pursuing an autonomous
monetary policy to protect national
interests. The announcements released
after the meetings of the Monetary
Policy Council on 7 December 2022 and

4 January 2023 imply quite clearly that
monetary policy is being effectively left
in the hands of major foreign central
banks. This is because the MPC assumes
that interest rate increases implemented
abroad will be the main mechanism
through which the disinflation process
in Poland is going to be affected. If the
Polish central bank is prioritising such,
so to speak, free-riding, it acknowledges
at the same time that national business
cycles in the EU are synchronised, thus
fulfilling an important criterion of the
optimum currency areas theory. If so,
then the MPC is advocating abandoning
autonomous monetary policy and
handing it over to the ECB to manage. If
not, then much more focus should have
been given to this issue. It should also be
added that, given the current high
inflation, the - already highly questiona-
ble - argument about the pro-inflationary
effects of adopting the single currency
has lost considerable weight.

Besides the politicisation of the central
bank and the unreliable policy of the
NBP, another factor that poses a great
risk to the medium-term prospects of the
Polish economy is a lack of transparency
in public finances. It is unlikely that the
current government will seek to restore
such transparency. The Supreme Audit
Office is weakened and can hardly be
expected to act with sufficient effective-
ness. The European Union, in turn, has
loosened its requirements concerning
the state of public finances in connection
with the pandemic. This unfortunately
results in more and more funds being
expended outside the budget and in
a discretionary manner, subordinated to
political criteria. This will become an
increasing problem mainly for two
reasons. First, the forthcoming elections
will push the authorities even more
strongly towards a budgetary policy
serving to benefit their electorate.

If, on top of that, there was to be an
attempt to implement Jarostaw
Kaczynski’s idea of a quantum leap in the
share of defence spending (up to 5 percent
of GDP), it would have to be accomplished
at the cost of massive cuts in other public
expenditures or at the cost of significantly
prolonging the disinflation process. The
public finance situation would be even
more ambiguous had the current ruling
coalition not backtracked in time from
the introduction of very ill-prepared
radical changes to the tax system (the
so-called ‘Polish Deal’). Thus, as in the case
of monetary policy, the manner in which
fiscal policy is conducted also clearly
makes an argument for efforts to join the
eurozone. Another separate problem is
the lack of coordination between mone-
tary, fiscal and macro-prudential policies,
which is to be addressed by the Financial
Stability Committee (FSC) set up after the
global crisis of 2007-2009.

Prevalence of Not-So-Current Views?
The Polish debate on joining the eurozone
is still stuck on the same arguments that
became prevalent in reaction to the Creek
or, more broadly, to the eurozone crisis at
the beginning of the last decade. Subse-
quent attempts to revive public discourse
did not have much effect, largely because
the main political groupings ceased to
take an interest in the issue. The legal
barrier of having to amend the relevant
constitutional provision played a signifi-
cant role in this since - given the existing
balance of political power - it seemed
impossible to achieve. As a result, inertia
ensured that the belief that there is an
unequivocal preponderance of arguments
against joining the eurozone became
firmly entrenched in public discourse.

The reasons behind the perpetuation of
this ‘conventional wisdom’ have not yet
been convincingly explained by political
science, sociology or social psychology.
Unfortunately, economists have also
made an unhelpful contribution here
because, despite the significant changes
taking place in the global and European
environment, they were not keen to
undertake in-depth research into the new
cost-benefit balance of EU and eurozone
membership. Thus, the views of oppo-
nents of Poland’s accession to the euro
area have not been subjected to sufficient
criticism on theoretical and empiri-
cal grounds.

One point worth emphasising here is
the role that the works and media
statements of two well-known financial
sector economists, Stefan Kawalec and
Ernest Pytlarczyk, have played and
continue to play in the dissemination of
such views. The issue here is not to what
extent the views formulated in their 2017
book ‘The Euro Paradox’ were consistent
with the economic knowledge of the time.
Much more relevant and disconcerting is
the fact that, despite the profound changes
that have taken place in Poland and
abroad, as well as the resulting changes in
risks, in a recently published extensive
interview (Horizons DGP, 16-18 December
2022), these authors claim that the views
expressed in their book are still fully valid.
Moreover, the more complicated the
reality proves to be, the more they double
down on emphasising the role of the
floating exchange rate in explaining
economic processes in Poland. Not only do
they see it as practically the only reason for
the favourable economic situation after
the 2007-2009 crisis, but they even tout it
as ‘central to the Polish economic model’.
If one were to look for the main feature or
central element of the Polish model, it
would not be the floating rate, but rather
a vibrant private enterprise sector, highly
adaptive and focused on maintaining
competitiveness. These qualities also
invalidate the argument that eurozone
accession should wait until Poland’s GDP
per capita is close to that of the most
developed EU countries.

Notably, Kawalec and Pytlarczyk have
not dispelled the fundamental doubts
that arise after reading their book. Above
all, their view that competitiveness can
be permanently influenced by deprecia-
tion and that exchange rate changes are
an automatic shock absorber for cyclical
fluctuations remains unconvincing in
light of recent research. It also seems log-
ically inconsistent to assume that a
floating exchange rate acts as a warning
system in the economy, while at the
same time treating it as an instrument
of economic policy. In this context, it is
useful to cite the recent opinion of Mario
L. Blejer, former Governor of the Central
Bank of Argentina (‘Project Syndicate’,

30 December 2022). His statement is an
attempt to explain why the country has
been experiencing recurrent macroeco-
nomic crises for such a long time. Blejer
believes the best explanation is ‘Argenti-
na’s inability to build and sustain
competitiveness without periodically
implementing large nominal exchange
rate devaluations’.

It is a pity that, in the aforementioned
interview, Kawalec and Pytlarczyk
omitted the important, albeit inconven-
ient for their line of reasoning, results of
the 2020 study by Milan Skrbi¢ and Davor
Kunovac of the Croatian National Bank.
Indeed, this is one of the few studies that
attempts to directly address the question

of why the four EU countries under
obligation to join the eurozone (Sweden,
the Czech Republic, Hungary and Poland)
are still delaying this decision. The study
focuses on the cost of membership in
terms of the loss of the autonomous
monetary policy. The analysis shows that
between these countries and the euro-
zone, there is a high correlation between
interest rates as well as synchronicity of
business cycles. Importantly, these cycles
are predominantly influenced by the
same common shocks. From this, the
authors conclude that in the four
countries studied, a common monetary
policy would be an adequate substitute for
national policies, so a wait-and-see policy
cannot, in their view, be justified on
purely economic grounds.

Kawalec and Pytlarczyk should also
address the EU’s already advanced search
for new institutional arrangements that
would strengthen the fiscal ‘leg’ of the
monetary union. The most important
thing, however, is that by significantly
narrowing the perspective and overexpos-
ing their favoured arguments, Kawalec
and Pytlarczyk almost completely omit
the much more fundamental benefits for
the Polish economy, which, in the new
geopolitical situation, could arise from
directing the country’s development
strategy towards future membership in
the eurozone. By failing to address these
benefits, the authors contribute to the
further reinforcement of certain myths
and half-truths that will sustain and
strengthen the negative narrative about
the eurozone.

On Certain Political Conditions

It could be optimistically assumed that,
in view of the war in Ukraine, after the
experience with the pandemic and high
inflation, striving for closer cooperation
with the EU and announcing the
intention to join the eurozone would be
one of the few goals shared by the
current government and the opposition.
This would also be supported by the

8 percentage point increase in support

for Poland’s membership of the euro-

zone (from 48 percent to 56 percent) that
occurred between 2021 and 2022, which
also signalled crossing the psychological
threshold of 50 percent.

Unfortunately, instead of heeding the
positive poll results, the government is
stepping up its anti-EU and anti-German
rhetoric and the president of the central
bank is announcing that until the end of
his recently started second term, the
euro in Poland should best be forgotten.
The position of the ruling camp, al-
though very damaging to Poland’s
interests, is at least quite clear: regard-
less of the long-term costs to the
economy and society, all that matters is
staying in power. The big enigma,
however, is why the opposition has so far
largely stayed away from the issue of
joining the eurozone. This is puzzling
because advocating for the euro seems to
be a good investment for political
parties. According to Eurobarometer
surveys, support for this decision
increases noticeably in the three-year
period after accession as compared to
the three-year period preceding it. Such
was the case in all five countries of
Central and Eastern Europe that have
already joined the eurozone. The
opposition’s position is also puzzling be-
cause, in addition to the four key
arguments that were already pointed
out at the beginning of the text, there
are many other reasons for including
the topic of the euro in the election
campaign. Why would the opposition
not, for example, be interested in
bringing the following issues into the
public debate:

a) why was Croatia unafraid to join the
eurozone and why are Bulgaria, and
subsequently Romania, set to join
relatively soon?

b) why didn’t Slovakia, after joining the
eurozone (in the midst of the global
financial crisis, no less, when it
supposedly lost its exchange rate buffer
and its interest rate buffer), fare worse
economically than, for example, Poland,
the Czech Republic or Hungary?

c) why, despite the severe crisis, didn’t
Creece seriously consider leaving
the eurozone?

d) would the ‘mini-crisis’ and change of
government have occurred in the UK in
autumn 2022 if it had remained in
the EU?

The opposition should also demand an
explanation for the following paradox:
while the ruling camp is trying to
position itself as an advocate of Ukraine’s
rapid accession to the EU, it is simultane-
ously pursuing a policy suggesting that
the EU is alien to it. Not only culturally,
but also in systemic, military and
economic terms; all that in the context of
the deglobalisation process, as a result of
which regional integration groupings and
the benefits of near-shoring and friend-
shoring are becoming increasingly
important. We ought to be asking why the
government preferred to prioritise an
anti-German campaign instead of
focusing on opportunities to exploit these
new trends in the global economy. We
should also inquire whether, before
launching such a campaign, anyone in
the ruling camp tried to calculate the
cumulative opportunity costs in the form
of reduced future foreign direct invest-
ment inflows, an increased risk of
exchange rate collapse, or an increase in
debt servicing costs resulting from the
demand for war reparations from
Germany.

Among representatives of the opposi-
tion, there are more and more voices
calling for a compromise with the Law
and Justice Party on the issue of amend-
ing the Act on the Supreme Court, which
would facilitate unblocking EU funds
under the NRP (Recovery and Resilience
Facility). In this vein, prominent lawyer
and well-known public affairs commen-
tator Prof. Marcin Matczak recently stated
that receiving these funds is Poland’s
raison d’état and therefore warrants the
adoption of certain provisions proposed
by the Law and Justice Party (PiS).
Regardless of the purely legal aspects, this
position is not very convincing and even
risky because Poland’s raison d’état is to
remain in the EU and to rebuild and
strengthen its position within it. NRP
funds are only a raison d’état insofar as
they will serve this overarching objective.

The opposition seems to treat NRP
funds as a substitute for the economic
benefits of applying for eurozone mem-
bership itself - for the purposes of the
election campaign, anyway. It would be
far better to embrace the notion that
participation in this important EU project
is the right step towards deepening
integration ties but nonetheless subordi-
nated to the more strategic goal of
eurozone membership. Treating NRP
funds as an autonomous goal is politically
risky, as obtaining them significantly
increases PiS’s chances of staying in
power without guaranteeing a shift in the
party’s optics towards a less anti-EU
stance. Nor should the opposition frame
NRP funds as a remedy for a very broad
spectrum of economic problems. The
overemphasis on the potential benefit of
lower inflation resulting from the
strengthening of the zloty exchange rate
should be regarded as a serious mistake
here. Such an effect can be expected, but
its scale is likely to be limited. Emphasis-
ing this effect, on the other hand, brings
arisk that both the central bank and the
government would be even more lax in
fulfilling their duty to ensure the macro-
economic stability of the economy.

A qualitatively new combination of
unfavourable national and geopolitical
conditions in the economic and political
environment makes it necessary to
reconsider the balance of costs and
benefits of Poland joining the Economic
and Monetary Union. The prevailing
threats under these circumstances, as
well as the resulting opportunities,
clearly support the announcement of
Poland’s intention to seek membership
in the eurozone. Such an intention itself
can bring tangible economic benefits.
The upcoming parliamentary elections
provide a very good opportunity to
familiarise the widest possible
cross-section of the public with argu-
ments based on the latest research
during the unfolding discussions.
Experts, particularly in the field of social
sciences, as well as journalists and other
professional groups, are facing an
extremely important task. ©®
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t the end of March 2022, the go-

vernment adopted the targets for

the update of Poland’s long-term

energy strategy (the Polish Energy

Policy until 2040 (PEP2040)),
which was intended as a response to the
EU energy crisis and the consequences of
the Russian aggression against Ukraine. Al-
most exactly a year later, the finished draft,
prepared by the Ministry of Climate and
Environment, was placed on the govern-
ment’s agenda and on the same day was...
removed from it. The situation repeated it-
self two weeks later. After that, there was no
shortage of signals that the adoption of the
regulation was just a matter of time. Anna
Moskwa, who heads the ministry, offered
assurances to this effect.

And yet, at the time of closing this edition
of the DGP, the vote had still not happened
and fewer and fewer people believe that
the amendments to the most important
energy policy planning document would
be adopted before the parliamentary elec-
tions in the autumn.,

Necessity and Reality

What is the reason for the project being
kept locked in the government’s freezer?
First and foremost, the controversy over
removing coal from Poland’s energy mix.
According to the new transition scenario
developed at the Ministry of Climate and
Environment (in cooperation with energy
companies), this process is to be kick-started
after 2030. As a result, in 2035, coal-fired po-
wer plants are to account for only 15 percent
of energy generation (of which the most
emission-intensive lignite-fired units are
to account for 3 percent), and five years later
for 8 percent (and the lignite segment for
less than 1 percent). Such a course is causing
huge controversy within the government’s
political base and is giving raise to fears of
another battle over the future of coal a few
months before the elections.

On the other hand, the majority of the
ruling coalition does not want another fron-
tal conflict with Brussels either. The admi-
nistration is also aware that global econo-
mic trends and the implementation of EU
regulations mean that the cost of sticking
to the energy status quo would continue
to increase and ultimately hit energy con-
sumers with horrendous bills.

The result is an impasse: those in power
do not want to risk conflict with the mas-

. sive workforce of some 75,000 people em-
" | ployed in the mining industry and tens of
thousands more whose jobs depend directly
or indirectly on coal. At the same time, the
search for a pragmatic solution - a Polish
energy transition path - that successive

4 governments have been trying to develop
for years is becoming increasingly difficult.
Even the planned changes, which were
met with political resistance, are consi-
dered by experts to be both late and still
too conservative, Shortcomings indicated
include insufficiently ambitious plans for
the development of wind energy, hindered

regarding the distance of turbines frorn
residential buildings; those have recently
| been liberalised, but only shghtly On the |
other hand, the document is considered |

between coal, natural gas and emission al-
lowances in the EU ETS, as well as timing
of the first nuclear units, which according
to the government are to be the key source
of energy supply to replace coal-fired units.

The struggle to update the energy policy is
just the latest example of how the transfor-
mation of Poland’s coal-dominated energy
sector remains a politically sensitive issue,

."'z,#,
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by, among other things, the regulations | | gas emissions by 55 percent (compared to
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to be overly optimistic with regard to coal, |
including the assumed price relationship |

i
| ver, must also inevitably be reflected in the

in the criticised document that has been
H

The Long Road
to Green Acceleration

Over the past two decades, emissions from
the Polish energy sector have decreased by
one-fifth and the share of coal in the energy
mix has dropped from over 90% to less than
70%. Nonetheless, EU and global market realities
demand that this process be accelerated.

Nuclear Delays

Despite the tumultuous disputes surro-
unding the transition, our analysis of the
data and planning documents produced
by successive cabinets paints a picture
of relative consistency at the state level,
thanks to which the average emissions per
kilowatt-hour of electricity generated in the
Polish energy system has been reduced by
around 20 per cent over the past 20 years.
The pace and basic directions of change in
the domestic market have been identified
reasonably correctly.

One exception is the issue of nuclear po-
wer, with regard to which planners have
been overly optimistic on more than one
occasion. The cabinet most distanced from
reality in this regard was that of Donald
Tusk, who in 2009 predicted that nuclear
reactors would account for 7% of the natio-
nal mix by 2020, while the assumptions
of the strategies prepared by the Ministry
of Economy in 2004 and 2014 envisaged
nuclear power to be present from 2025 on-
wards. In reality, it was only last year that
the location of the first power plant and the
technology supplier were formally selected.

However, the national government’s
approach to energy has a bad reputation
among experts, and for a good reason. Suc-
cessive variants of the government’s stra-
tegy - regardless of whether it consisted
of the right, the left or the liberal centre
- have so far failed to deliver the progressive
vision awaited by many, which would force
the Polish market to accelerate the trans-
formation significantly, Instead, it was the
reverse, with the market often reacting to
impulses from Brussels or the world faster
than government planners.

The fact that government documents (or
their drafts) that envisaged a soft path for
reducing the share of coal in the energy
mix have come to fruition is a testament
not only to the correctness of the underly-
ing analyses, but also to limited ambition.
And the slow pace, although it has so far
provided relative stability for the industries
most vulnerable to transformational shocks,
translates into the need for much faster
emissions reduction over the coming years,
with all the costs it entails.

EU Objectives

Politicians have only become fully aware of

the need to rapidly revise forecasts in the
current decade, aided by the EU’s new cli-
| mate targets. At the end of 2020, the EU27
unanimously agreed to cut greenhouse

1990 levels) by 2030, while the costs of emis-
sions in the ETS have skyrocketed as a re-
| sult of the climate acceleration. Further
signals, or rather alarm sirens by now, come
from the events of the past year: first and
foremost, Europe’s response to the crisis in
the form of an even stronger emphasis on
decarbonisation - which this time is also

in force since 2021. Government planners
- as commentators have repeatedly poin-
ted out - underestimated the dynamics of
renewable sources development, which in
practice expanded faster than the strategy
adopted by the state, The scale of purchase
of emission allowances costs, borne by the
Polish energy sector, was also clearly un-
derestimated. The high COz2 price scenario
predicted allowance prices of EUR 35 per
tonne in the middle of this decade and EUR
54 in 2030, while the threshold of EUR 100
was breached this year and currently the
price is over EUR 80 per tonne.

At the same time, as far as the process of
phasing out coal is concerned, at nearly the
halfway point of 2023 we are still a consi-
derable distance away from the 51 percent
share of coal in the mix as assumed in the
government’s strategy for 2025; today, the
coal share is still over two-thirds. The need
to break the government’s block is therefore
more pressing than ever, and each month
of stalemate means a greater risk that in-
stead of a controlled transition, we would
have to undergo shock therapy. ©®

intended to serve as a path to independence g%

from fossil fuel supplies and price volatility
in global markets.
Awareness of the new realities, howe-

government’s plans, as can be seen even
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Infrastructure: generation capacity in the system (GW)
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The peak occurred
in March 2022, in
two waves. Fifty
thousand refugees
passed through the
city every day. Just
imagine what would
have happened

if the trains to

take these people
further into Poland

hadnot artived.
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President of Przemysl

Wojciech Bakun in an interview
with Paulina Nowosielska

How far is it from Przemysl to the Polish-
Ukrainian border?

About 10 km. Depends on how you count
- from city limits or from the city centre.

Have you ever thought that you would
have to deal with the consequences of
awar being fought so close to your city?
No. Even in the darkest scenarios,
I never thought that a full-scale armed
conflict would break out, with rockets
falling on Lviv, 80 km from Przemysl,
on the first day, causing a massive
influx of refugees. Although, within the
framework of the crisis management
plans that cities prepare, we had such
a scenario as well. What worked was
creating temporary shelters in case of
a mass population movement. Schools
were prepared for this. A quick notice
was enough for the city’s education
department to contact the directors
of the educational institutions, who
became responsible for setting up the
dormitories. And what didn’t work - or
at least not immediately? We had not
developed rules for coordinating the work
of the volunteers. And we are not talking
about a dozen or so people - over 2,500
volunteers worked every day in Przemysl,
a city with a population of sixty thousand.

A veritable army of people.

An army that had to be fed, lodged over-
night, assigned to specific tasks and mo-
nitored to see that they carried them out.
It included groups organised in radically
different ways. Take, for example, the
300 scouts, We gave them a place to stay
in one of the schools. They immediately
divided themselves into task forces. They
introduced a shift system. That was great.
But at the same time, we had people co-
ming in as a sort of “all hands on deck”
movement. They just hopped into a car,
and they were here. After a few hours,
they asked with disarming frankness if
there was a chance of some accommo-
dation for them. In the first days of the
war, some even arrived just as they had
when left home.

That was a spontaneous act of kindness,
coming from the heart, and you call it

a problem?

I don’t want to use the word “problem”,
but the mass kindness of the heart also
had to be handled so that it would-
n’t overwhelm us. Especially as these

The Pressure

of Duty

people were really helping. Many said:
“I've been here for a few days, I'm pu-
shing myself to the limit, I eat crap, I'll
manage to go on for another week, but
I could use a roof over my head, because
how long can I sleep in the car?”

Those were not outrageous requirements.
Absolutely not. But it was still 2,500
people who had to be managed so as to
be deployed in the optimum way. Not
only that - we still had to verify who
they really were. They came to us from all
over Poland, and often from abroad. We
could not completely vouch for them. So,
avetting system had to be set up quickly.

Who fed them, vetted them?

We vetted them through a system created
jointly with the police and the Border
Guard. Over time, we put everyone who
wanted to help through such a screening.
Although, to be honest, it didn’t work
that way at the beginning. The vetting
was random. Feeding? That was the
least of the problems. We involved the
schools. Parents and students took over
cooking soups and making sandwiches.
The principals managed their work
efficiently. Schools operated 24 hours
a day, with school kitchens working in
shifts. We also received a great deal of
help from Farmer’s Wives’ Associations.
To be honest, I had no idea they had
such a huge number of members. It
turned out that we had several dozen
such associations in the area. They had
to be regrouped. Four were on duty
each day. On the third and fourth day,
global organisations appeared, including
the American World Central Kitchen
Foundation, which together with the city
built the largest field kitchen, capable of
serving up to 200,000 meals a day. At
peak times, we handed out approximately
45,000-50,000 meals a day.

Do you remember the first day of the war?
Televisions showed the blaring sirens.
How did it look from the perspective of
Przemysl?

For years, I've had my morning routi-
ne. I get up before 6, drink coffee, listen
to and read the news. When I found out
about the invasion, I went to the office.
We convened a meeting of our internal
crisis team. It was 7.30 a.m. I felt a re-
sponsibility for the people, but I didn’t
feel that deep human fear. Not even for
a second did a thought occur to me that
the conflict could spread beyond the bor-
ders of Ukraine, Right from the start, we
assumed that the invasion would cause
an influx of migrants though. We set the
first criteria for action while waiting for
an announcement from madam voivode,
who is responsible for crisis management
on behalf of the central authorities.

What is the main thought when setting
such criteria?

We have to do everything as if the crisis
is already there. Another thought - the
wave of refugees could be so massive that
we might not be able to handle it. Espe-
cially as we’ve had a real winter going.
At night, temperatures dropped to mi-
nus ten degrees Celsius. Even before the
meeting with Madam Voivode [provin-
cial governor], we contacted our partner
cities in Ukraine, We asked them what
was going on. Apart from Lviv, where we
heard that missiles had fallen in the vi-
cinity of the airport, things were quiet -
in Drohobych, Mostyska, Truskavets and
Kamianets Podolskyi. They said: “we are
at war”. And we kept repeating that if

they need anything, anything at all, we
are there for them. We kept repeating
this, not yet knowing what was ahead.

In the first hours of the war, the Border
Guards said there was no increased traf-
fic at the crossings yet. But everyone felt
it was the calm before the storm. Did you
perceive it that way too?

No, absolutely not. The voivode received
government guidelines as part of the
management plan for our voivodship
[province]. Reception points were desi-
gnated. At 10.30 we heard: “get to work,
you have to put them up”. No instruc-
tions were issued, nor did we have any
ourselves, We wondered what the hell
a “reception point” was. We understood
that it was supposed to be the refugee’s
first point of contact with a safe coun-
try. But what next? What specifically?
We went to the train station. We alre-
ady knew that crowds were gathering at
Lviv station. We have a direct connection
with it - just like with Kyiv or Odessa. We
said to ourselves: there will be crowds co-
ming in, it’s cold. Surely people could use
coffee, tea, water, a sandwich. So that’s
what we had at the start.

Who madeiit?

Water was supplied by the city. Coffee also
came from our resources. Sandwiches
were made by the schools, 200 to start
with. Madam Voivode also appointed the
deputy fire chief Daniel Dryniak, who
is also our city councillor, to act as her
representative. And thus, the two of us
began to manage things. I designated
20 officials to get a grip on the system.
Daniel pulled cadets from the firefighting
school in Rzeszéw. That was our starting
resource, And we waited for the first
train. It brought about 600 people. They
were checked in, arrived at the main
station. At first, I'll admit frankly, I was
relieved. Nothing much had happened.

Nothing much?

Someone took a water, someone else
a sandwich. Most people lined up to buy
tickets. They bought them and started to
travel further into Poland. I remember
that we were sitting, looking at them.
A few hours later there was another train
and the situation repeated itself. On the
first day only regular, scheduled trains
were coming to Przemysl, three a day.
There were still sandwiches, water, people
were passing through. And I even had
this impression that they were tourists,
only on a larger scale.

When did that change?

Very quickly. As early as the end of the
first day, we received information about
increased pedestrian and vehicular traffic
at the border crossings in Medyka, 10 km
away. We started a bus service. Two ve-
hicles at first, on a shuttle basis. On the
first day we admitted about a thousand
refugees. On the second day the wave was
rising. In addition to the trains, many
people crossed the border on foot and in
cars. And on the third day, the volunteers
blocked access to the border. Everyone
wanted to get to the crossing itself, to
pick someone up, to rescue someone,
Hence the quick decision to set up a car
park at the former Tesco shop. It became
a gathering place for those who offered
transport and those who needed it.

And when did Przemysl become a frontline
town?

On the third, maybe fourth day. The ori-
ginal assumption was that the reception

points created on behalf of the govern-
ment would mainly serve the border. The
reception point in Przemysl, on the other
hand, was to serve the railway border.
Therefore, a reception point for people
crossing the border on foot or by car was
installed in Medyka. The only thing is,
it was situated in a school which could
accommodate 150 people per day. The-
refore, 95 percent of the people who re-
ached Poland on any given day would
board buses and end up at our station.
Then they were joined by people from the
Korczowa crossing, because the reception
point there was also over capacity. Once
we received ten thousand people in one
day, we felt that this was something to-
tally unprecedented.

How many people came to the city at the
peak time?

The peak occurred in March, in two waves.
50,000 refugees passed through the city
every day. We felt enormous pressure.

What kind of pressure, from whom?

The pressure of duty. We knew those
people had to be helped. And we did
not get a minute’s break. We could not
afford to slip up. All the various services
- from the government administration,
the voivode, the marshal, the city, the
volunteers, the scouts - all had specific
tasks, there was no room for error. We
had 2,000 people per hour coming in.
Just imagine what would have happened
if the trains to take these people and
distribute them further into Poland had
not arrived, if we hadn’t been able to send
them off...

1 guess the 200 sandwiches you started
with were no longer enough?

Of course not. On the fourth day, four
schools in the city were already working
full time. The principals did an excel-
lent job of dividing up the volunteers,
making lists of people who wanted to
volunteer. People worked in several-
hour shifts, slicing onions, cold cuts,
bread, packing. We had at least six cri-
sis management team meetings a day.
We looked at what wasn’t working and
what needed some tuning up. We had
people in the office whose job was to
call around our local - and then non\
local - producers. We managed to get
several thousand rolls from bakers in
the first few days. Sokoléw meat pro-
cessing plant asked how much cold cuts
we needed. Offhand, we said “a ton-
ne”, And a tonne turned up. I called
a Ukrainian businessman operating in
Poland: “Igor, here’s the thing. I have
rolls, cold cuts, but no cheese”. “So how
much do you need?” “Two tonnes”.
He sent the cheese. Over time,
that changed.

How?

The companies started reaching out to us
themselves. We had phone calls from all
over Poland, even from other countries.
A certain Polish candy powerhouse
called me once: “Mr President, do you
need chocolate?”

What did you say?

That at least half of the people who ar-
rive are children. When they get a cho-
colate bar, a smile appears on their fa-
ces, if only for a moment. And I saw, for
the first time in my life, what a truck
full of chocolate looks like. Producers
of bottled water acted in a similar way.
They said: just let us know when, and
we’ll send it. ©®




Dziennik Gazeta Prawna, 24 May 2023 no 99 (6013) dziennik.pl forsal.pl

37

PARTNER CONTENT

Poland — an Invariably Attractive

Place for Investment

oland has been attracting
foreign investors for
years and this trend
has not stopped even
for a moment. We are
a country with great potential,
which is growing into a leader on
the European economy, which is
confirmed by the country’s high
positions in numerous rankings
of investment attractiveness. The
list of arguments describing why
Poland is such a good place to
invest is only getting longer.

The Unchangeable

The choice of the Polish market
as a place to invest is supported
by the size of the country. Poland
is the largest country in Central
and Eastern Europe and the 6th
largest in Europe. An invariable
advantage in Poland’s favour
is also its excellent location.
The country's central location
on the map of Europe makes it
a strategic gateway. Thanks to its
location at the intersection of the
main north-south and east-west
transport routes, Poland has been
making use of its strong position
on the logistics map of Europe
for centuries.

Recently, Poland’s location has
proved to be important for another
reason. COVID-19 and the war in
Ukraine have disrupted numerous
supply chains and trade routes
around the world have collapsed.
Therefore, the popularity of
nearshoring, i.e. outsourcing to
countries close to a given company,
has increased. Even the largest
companies have been forced to
look for completely new, safer
and closer directions for supplies.
In such a balance of power, with
the collapse of some global supply
chains and uncertainty caused by
the war, local suppliers of goods and
services from countries with stable
economies, of which Poland is one,
have gained in importance. More
and more investors appreciate
the fact that Poland is a safe and
at the same time perfectly located
country, from which it is easy to
distribute goods and be close to
many regions of the world.

However, the location itself
would be worth nothing if it
were not for the Polish people
- ambitious, hardworking, open
to innovation and eager to learn,
with strong work ethics and
an entrepreneurial spirit. They
have always been one of Poland’s
valuable assets, which is confirmed
by numerous data. Year on year,
Polish students occupy high places
in the prestigious ranking of the
PISA international assessment of
students' skills. More than 90% of
Poles aged 25-64 also have at least
a secondary education. Companies
starting their business on the
Polish market can also count on
consumets who are open to modern
solutions. 63% of the population
is under 50 and 25% under 25.
Poland also has the largest inflow
of foreign labour in the EU - it has
issued the most residence permits
for another year in a row.

An incentive for investors to
choose Poland, which has been
very much appreciated over the
years, is the highest level of state
aid available in the European

Poland is passing the test of resistance to economic
crises and this is in spite of many adversities - global
turbulence, several years of market instability caused
by the Coronavirus pandemic and the war that has
been going on beyond our eastern border for over a year.
Our economy is successfully defending itself against
a significant slowdown. Even such significant events
on a global scale have been unable to undermine our
investment attractiveness

Union. This type of support can
be obtained, in the form of cash
grants, and exemptions from real
estate tax and personal income
tax (CIT).

Amenities offered by Special
Economic Zones (SEZ) have
become a real magnet for investors.
Currently, they have become one of
the most important mechanisms
for attracting investments to
Poland. However, SEZs are not
only about capital investments
and new jobs - they are also about
increasing the competitiveness of
the entire economy, transferring
technology and know-how, as
well as developing cooperation
throughout the country.

Part of Poland’s investment
attractiveness is its developed
infrastructure. We can boast
about our extensive rail and road
network, numerous airports and
seaports, a large internal market
(over 38 million consumers in
Poland alone) and easy access to
the European Union market of
500 million consumers.

Growing Investment
Attractiveness

What has changed in recent
years is the perception of Poland

by investors. The country is no
longer considered just a source
of cheap labour. Poland currently
has a growing group of highly
qualified staff, primarily among
engineers and the broadly
understood R&D industry,
which is very much appreciated
by foreign companies. Almost
half a million people work in the
Polish IT/ICT sector, which means
that Poland has the largest pool of
IT experts in Central and Eastern
Europe. Poles invariably rank
among the best programmers
in the world. They also rank
high in the world in terms of
technological, data science and
mathematical skills,

The country is a developing
market for technology companies,
which is confirmed by the location
of more and more innovation
centres on the Polish market.
The Polish business environment
also supports start-ups and the
development of research and
development activities. There
are over 3,000 start-ups and over
130 VCs in Poland. The country
has the 20th strongest start-up
ecosystem in the world in the
Clobal Start-up Ranking and 22nd
in the Bloomberg Innovation Index.

According to ABSL data, Poland
is the main centre of business
services in the region, and now, due
to the outflow of investments from
the East, it is arousing even greater
interest among investors.

An Attractive Market
for Global Players

Among those interested in
investing in Poland are the
largest global companies - real
world leaders. At the end of April
this year, Microsoft launched
the first cloud data processing
centre in Central and Eastern
Europe in Poland. In February
of this year, the Volvo Group
announced plans to open its Tech
Hub (R&D centre) in Krakow. In
December 2022, Mercedes chose
Poland as the site of an electric
van factory worth over EUR 1.3
billion. Such investments show
that Poland is the undisputed
leader in attracting the most
technologically advanced
investment projects in the region
of Central and Eastern Europe.
However, Poland’s attractiveness
is confirmed not only by large
investments, but also by its
high places in the rankings. For
the last 3 years, the country has
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been in the top three on the
continent in attracting foreign
direct investments. This year,
Poland also advanced to first
place in the ranking of investment
attractiveness of the countries
of Central and Eastern Europe,
China and Russia according to
the AHK Polska survey. It also
invariably ranks as one of the
safest countries in the world
according to the OECD ranking.
Poland is one of the highest rated
outsourcing directions in the
world in terms of outsourcing
of software development. It also
ranks eighth in terms of the
number of investment projects
in Europe with the second largest
year-on-year growth according
to EY’s ranking. Poland’s ratings
also remain at a consistently high
level. According to Moody's, the
country's long-term rating is still
at "A2" and its outlook is stable. The
other major rating agencies - Fitch
and S&P rate Poland only slightly
lower, at "A-".

First Contact for Investors -
PAIH

The Polish Investment and Trade
Agency (PAIH) offers assistance
to investors interested in
investing in Poland. The agency
is responsible for contact with
investors and offers full support
to companies in the investment
process. In 2022, foreign
companies invested over EUR
3.7 billion in Poland with PAIH’s
support. The agency's experts
show that Poland is a country
of advanced technologies, which
not only accepts know-how
from companies established on
the market, but is also a source
of new ideas, which pays off in
investments by such technology
giants as Google or Intel.

PAIH also provides companies
with comprehensive information
on conditions for investing and
doing business in Poland. It
helps in finding attractive areas
for investment and offers the
organisation of on-site visits.
In order to streamline and
increase the comprehensiveness
of investment project services,
PAIH mediates in, among others,
contacts with government
administration. The agency offers
assistance in identifying and
establishing relationships with
potential business partners. PAIH’s
relationships and cooperation with
Polish companies is a significant
advantage for investors looking for
proven business partners.

For even more dynamic
economic development, the Polish
Agency announced the slogan
“Poland. Business Forward” at the
end of last year. It is the essence
of PAIH's ideas and activities. An
expression of the possibilities
offered by a presence in Poland.
This slogan is the driving force
for action in a country with stable
economic growth. It encourages
the discovery of Poland’s potential
through cooperation with PAIH’s
qualified specialists.

Poland. Business Forward is
a promise that Poland is the
place to accelerate and move your
business forward, and PAIH will
be happy to help you achieve this.
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Serhiy Hrabski
interviewed by Michat Potocki

Let’s start with 24 February 2022. Did you
expect it?

We started to look closely at the suspicious
movements of the Russian army in March
2021. By analysing the situation, we came
to the conclusion that it was merely a dem-
onstration of force as their numbers would
not be sufficient to occupy Ukraine. It looked
like stretching troops along the border rather
than a serious operation. We knew the
operating principles followed by the
Russians; after all, we had studied at the
same academies...

So you know how they think.

Yes, because we studied the same stuff, and
nothing has changed for them. It was only
in the second half of January 2022 that some
movements began, suggesting that they were
planning something. The alarm rang when
they formed second-line troops in the Bel-
gorod region, near Kharkiv, but on the other
side of the border. Another signal was the in-
creased activity of reconnaissance and diver-
sion groups. However, there were no signs
until 23 February in terms of the numbers,
quality and composition of troops that the
Russians might start a war on such scale, This
is why I see their attack as a kind of brawl.
Let me elaborate; on 23 February at 11,30 p.in,,
I contacted friends in the Special Forces. They
said that something had started in the east of
the country and that a decision had been made
to withdraw their men from there. I asked
them to confirm by 2 a.m. that they were no
longer in Mariupol or Severodonetsk. They
did so and I went to bed. I was convinced that,
given the circumstances, such a brawl was
not possible. The Russians stood no chance. It
was laughable! After all, not a single city with
a population of one million had been taken
by force since World War II. When I arrived
in Lviv after the invasion began, as ordered
by the leadership, I asked how many strikes
there had been. They said, 186. I asked: Is this
a joke? The answer was no, because even they
did not understand what that attack had to do
with the theory of offensive operation.

Strikes?

Massive fire strikes using, among other
things, air force and missiles. For a territory
like Ukraine, there should have been 400-600
strikes all at once. And there were 186 in the
whole country. Our command system was not
destroyed, nor were airfields or troop concen-
tration points. The Russians hit and all they
achieved was making people angry. Besides,
there are objective measures of the num-
ber of forces required for an offensive opera-
tion. Such an army should be double or triple
the size of the defence force. As such, they
should have concentrated an army of about
600,000-700,000 men, but they only had
200,000. What was the outcome? Did they cap-
ture even one critically important point? They
took Kherson, but Kharkiv, Sumy or Chernihiv
were not occupied even for a moment. Their
logistics were ill-conceived; medical security,
ill-conceived; technical security, ill-conceived.
They advanced as long as there was enough
fuel. Then they ground to a halt, On 2 March
it was clear that they had lost.

I have come across the explanation that the
Russian operation was only expected to seize
the Donbas and Kharkiv and the south of Ukra-
ine, but someone squeezed Kyiv in as well for
political reasons at the last minute.

Look at the map. [Hrabski pulls out his phone
and launches a map app - ed.] Let me explain
why the alarm rang with the concentration of
their forces in the Kharkiv area. The Ukrainian
forces were mainly deployed in the Donetsk
and Luhansk regions, and here you can see the
shortest distance between the border and the
Dnieper River...

You are showing the section between Kharkiv
and Kremenchuk.

From Kharkiv through Poltava, Kremenchuk,
Horishni Plavni. It would have been logical
to strike here, it would have torn Ukraine
into three parts. It would have been impos-
sible to withdraw from left-bank Ukraine as
there is a cascade of lagoons on the Dnieper.
Forces in the Donbas and in the south,
squeezed in from the Crimea, are also blocked.
All of left-bank Ukraine is in their hands. You
can then try to force Kyiv’s hand. An attack
from the Polesia and Volhynia in Belarus was
rather unrealistic.

Russia has
not prepared
for such

a war, their
capabilities
are shrinking.
We enjoy the
support of
the civilised
world. But it
will still be
very hard

Colonel of the Armed Forces

of Ukraine, retired, founder of the
Union of Participants in Peace
Operations
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Marshes?

Yes, and a limited road network. This is what
we were thinking: the Russians are concen-
trating troops in the Bryansk, Kursk and Bel-
gorod regions to launch a perfectly logical
strike. They would have needed twice as many
forces, but they could have tried. Whatever
their plans were, some incomprehensible po-
litical factor was at stake. As a military analyst,
I will not analyse it.

Some articles and books published in the US
claim that the Americans knew everything

and warned you but you didn’t want to believe
them until the end. If that had been the case,
the head of military intelligence Kyrylo Buda-
nov would not have described these plans
publicly as early as November 2021. But | am
interested in your opinion.

You have to consider the capability of their
intelligence. The Americans have the full pic-
ture, they know the colour of the toilet paper
in the Kremlin. They knew about the project
under the name “Conquest of Ukraine”. The
Americans are bold now, but at the time they
shared their knowledge with great caution,
which is understandable from an operational
point of view as they did not want to burn
their sources. Ukraine was penetrated by Rus-
sian agents. I have no doubt that they knew.

I also have no doubt that they were suggesting
to us what was going to happen. And I have
no doubt that the Ukrainian Armed Forces re-
acted. Playing by the book, if a potential enemy
carries out massive manoeuvres in the terri-
tory of a neighbouring country, you have to re-
spond with the same, Our army was deployed
to its destinations on 14-16 February. The main
strike groups were deployed to new dislocation
points on 16-18 February. The Russians did
not believe it, just as they did not expect our
nation to be so united. They did not consider
how many people had gone through the ATO
[the anti-terrorist operation conducted in the
Donbas since 2014 - ed.] and that there was
a huge buffer called operational reserve, For
some reason they thought that it would take us
days to respond, while we were ready to fight
within hours. The operational reserve had been
developed according to the new standards, so
the Russians were shooting blanks,

What was decisive to the successful defence

of Kyiv?

The resistance of the population, The enemy
thought that the attack would shock every-
one. Meanwhile, tens of thousands of rifles
were distributed to the people in the first few
days. Even the local gangsters began to rally
to defend the country. Everyone did the right
thing. A friend recounted how eight of them
set a trap for Russians. When the enemy col-
umn reached the ambush site, it came un-
der fire from 20-30 positions. And they knew
there were only eight of them. Once the col-
umn was torn to shreds, they saw expensive
jeeps scatter in different directions. Others
had joined them. The Russians could not have
foreseen something like that. They measured
everything by their mentality of subjuga-
tion. They didn’t know that everyone in our

country would stand up for themselves. Be-
sides, there are well-established rules of opera-
tional warfare. A tank brigade can enter a big
city. So can an infantry brigade, But the Rus-
sians operated with battalion tactical groups
until the last moment. What are 80o men?
They can enter the city, but what next?

Since 2014, analysts have stressed that Russia’s
long-term goal is to control the land corridor

to the Crimea. This has happened. While the
defence of Kyiv was a victory, you seem to have
suffered a defeat in the south.

Indeed. I have studied the situation of the
Crimea for a long time. If you look at the
maps of Pyotr Wrangel’s 1920 operation, the
maximum range of his troops overlaps with
that of the Russians in 2022, They reached
Kakhovka, Huliaipole and Orikhiv. And that
was that. They couldn’t move any further be-
cause there are only two supply routes there.
It is possible to concentrate a large number
of troops, but it is impossible to push them
simultaneously through the bottlenecks con-
necting the Crimea with the Kherson region.
Moreover, the triangle in the Kherson region,
where the Russians are now stationed, is un-
tenable, The same was true of the Ukrainians.
Our people were in the steppe with no supply
routes. Whatever resistance points they set up,

it would have been difficult for them to with-
stand a first strike. The task of the Ukrainian
troops was to hold back the enemy, and they
succeeded. The Russian strike was also stopped
thanks to the steadfastness of Mariupol. Let us
not forget the Russians’ absolute advantage on
this section of the front. A third of Ukrainian
troops were concentrated in the Donbas. The
Russians had little success there. They had
successes where they did not encounter organ-
ised resistance and where geography allowed
them to do so. And the Chernihiv, Kyiv and
Sumy regions are forests and roads. The lim-
ited number of supply routes and the inability
to hold on to towns meant that the advance
stopped on its own, The Russians then became
a target for our anti-tank defence.

It seems that it was also impossible for them to
occupy Odessa.

1 spoke to guys from the Military Maritime
Forces about this. Even at the height of its ca-
pabilities, the Russian Black Sea Fleet could
have carried out a landing of two and a half
brigades. What is 10,000 men against a city
like Odessa? Such a landing has a chance of
success in combination with a land opera-
tion, which would have been possible if they
had broken through in the Voznesensk area.
Which they did reach, but their overstretched
supply routes, together with the heroic defence
of Mariupol, prevented them from pressing on
towards Odessa. Mariupol itself was our terri-
Dble defeat. We suffered colossal losses including
people killed, wounded and captured. There
were 1,200 captured alone, But this terrible
sacrifice meant that the Russians did not have
the strength for a further offensive as they had
to bring 12,000 troops down to Mariupol. Then
we got the missiles, ships were fired upon, and
the attack on Odessa was thwarted.
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The turn of March/April came, and the libera-
tion of the Chernihiv, Kyiv and Sumy regions.
Did you force them to retreat or did they make
the decision themselves knowing that they
could not achieve more there?

They realised that they encountered genuine
resistance. They were not able to enter Kharkiv,
Chernihiv, Sumy. They reached Brovary near
Kyiv and stood down. They stretched out their
columns. Just count how much tank fuel they
needed. And the Ukrainians switched from
attacking armoured mechanised columns
to attacking logistics columns which had no
cover. The Russians could have left garrisons
and waited for reserves, but by the time they
had arrived, the garrisons would have been
eliminated. Since their advance to Kyiv had
failed, they had to withdraw,

They then redeployed part of their forces

to the Donbas, captured Lysychansk and
Severodonetsk, but nothing more.

Their problem is that, unlike the Ukrainian
army, which is still somewhat infected by the
Soviet bug, Russia has elevated the canons of
Soviet operational art to the status of absolute
truth. The mentality of Russian commanders
has not changed for a century. On top of this,
the pressure exerted by politicians deprives
commanders of initiative, We like to say that
a Russian sergeant is merely a private with
habits. And so on up to the rank of general.
They are serf peasants. It doesn’t matter that
you have trouser stripes and general’s stars, you
still operate in a rigid vertical structure, The
whole army is waiting to be told what to do.

It's very archaic.
They have loads of equipment but they are not
able to operate like a modern army.

The Ukrainian army also goes back to

Soviet times. How was it possible to make
commanders unafraid to make decisions?
The army that remained in Ukraine after the
collapse of the USSR was dismantled with
the virtual extinction of Soviet officers. Few
bearers of the Soviet banner have remained.

Let us return to the chronology of events. In
the early autumn, the front near Kharkiv was
broken in an impressive manner. Is this the
greatest victory of the war?

There are two such victories; Kharkiv and
Kherson. There was a moment when the en-
emy brought all the troops they could to the
Donbas to achieve the strategic objective of
seizing the Donetsk and Luhansk regions, and
left the rear troops at Kharkiv. And we did not
play by the book. The Russians did not expect
the less numerous Ukrainian troops to try to
attack here. But given the Russians’ lack of
initiative and the overstretched front line, we
decided to do so. The Russian positions were
stretched so much that it was not even a front
line. You could go picking mushrooms between
them. Nor did they have a second line of de-
fence, Points were selected in advance through
which we could try to break through. We knew
that by hitting a command point, we were
turning their army into a hapless mob. The
Ukrainian forces were later accused of allowing
the enemy to retreat. This is not so. The enemy
was running away. Ukraine captured enough
tanks to cover its own losses and regain the
strength from before 24 February. At Kharkiv
we saw a kind of, as the French say, courage.
At Kherson, it was completely different.

How was it different?

When the enemy realised that they could
not break through to Nikolaev, they began to
dig in at Snihurivka and Davydiv Brid. They
built three lines of defence. That is why the
Ukrainian troops employed tactics involving
the methodical destruction of supply routes,
fortifications, and command points. This
operation may not have looked audacious but
it testified to the high degree of organisation
of the Ukrainian forces, which destroyed the
Russian troops in an asymmetrical man-
ner. It would have been possible to use scarce
HIMARS systems to destroy defensive points
but the enemy would have rebuilt them any-
way; meanwhile, we were hitting so that the
enemy was unable to do anything despite
the large number of men, tanks and artillery.

as “vagnerovtsy” but these companies number
around 10. Their numbers exploded but their
quality declined catastrophically. Between 1941
and 1943, Stalin threw prisoners who were
not even dressed in uniform at the Germans.
They were called black coats. Their purpose
was to stop the enemy’s march at any cost.
Incidentally, during the Kharkiv operation, the
Russians came up with a function that we
called “trench bodyguard”. They would send
asoldier into a trench, give him a rifle, and that
was it. If there’s one trench bodyguard sitting
opposite you, you blow his head off and that’s
it. If there are a hundred, you need a thou-
sand bullets to eliminate them. And if there
are a thousand? As my grandmother Yanina
used to say, a bigger floe melts more slowly
than a smaller one, So the Russians started
flooding the Donetsk section with Wagner
stormtroopers so that we would waste our
resources on them. At Bakhmut, the two sides
were clamped together like two bulldogs. Nei-
ther one can bite the other or walk away. When
Ukraine’s Defence Minister Oleksiy Reznik-
ov said in December 2022 that a new offen-
sive would begin in early January, he spoke
on the following assumption; mobilisation
was announced in Russia on 21 September,
training began around 1 October, and de-
ployment in units began three months later.
Objectively speaking, the enemy has doubled
in size compared to how they started. Even if
we put 10 Abrams tanks there, they will just
get bogged down in a pile of cannon fodder
and turn around in circles in that bloody mass.

Which means that the mobilisation in Russia
has been a success.

What’s more, the Russians have returned to
their traditional way of waging war. They don’t
know what to do with a professional army. You
can hammer nails with a microscope, but it’s
ineffective. That’s why they did what they al-
ways do. They have mobilised a mass of guys
who subserviently go to be killed as they are
told. As my uncle, a former frontline soldier,
used to say: “forward march, forward march,
storm company, in front awaits you glory, in

losses exceed ours, it makes sense to hold the
city. I emphasise the word “city” because, for
example, continuing to hold the place that
was once the town of Soledar was pointless.
There was not even anywhere to dig in there
anymore, There is a limit beyond which fur-
ther defence is pointless. This was also the
case in Severodonetsk and Lysychansk. Up to
a certain point it made sense to defend them.
When it made no more sense, our guys re-
treated. The Russians came in but so what,
they could move no further. They won a Pyr-
rhic victory. Bakhmut makes sense because
it attracts enemy forces that we grind down.
In December 2022, everyone was hysteri-
cal about a strike from Belarus. Meanwhile,
the Russians first had 12,000, then 6,000
troops there, Later, the “Belarusians”, that is,
Russians who were trained in Belarus,
appeared on the front. Bakhmut plays
a strategic role in destroying resources and
thwarting Russia’s offensive plans. Just as Mar-
iupol at one time saved Odessa and Moldova,
now Bakhmut is tying up the enemy’s forces.
This does not mean that it will continue to do
so as it is less and less imperative to hold it.

How will we sum up the situation in

ayear's time?

The situation will improve, but what will
be decisive is not the military factor but the
economic one, I learned in NATO schools that
wars are won by the economy. The military’s
task is to endow the victory with meaning.
During World War I, the German army never
fought on its own territory, but it lost, even
as the best army in the world. Ukraine enjoys
the support of the civilised world. There will be
losses, we may retreat, But the army delivers as
expected. The purpose of manoeuvring defence
is to inflict maximum losses on the enemy
even when it is difficult to think of a counter-
offensive. They have not been preparing for
such a war, their capabilities are shrinking.
But it will still be very hard. The losses are
frightening. I am afraid to go to Lviv. When
1go to the Lychakiv Cemetery... [longer silence,
tears| Finland also suffered huge losses during

omies

There are still some of them but they do not
have a decisive influence. The mentality has
changed. Ukrainians are individualists. The
two Maidan revolutions have taught us to
self-organise. This was reinforced by the mes-
sage planted by the American military at the
Yavorov training centre, through which all
brigades of the Ukrainian Armed Forces have
passed. This helped create the phenomenon
of the Ukrainian military under the name of
“Mr Sergeant”. Unlike the Russians, our Mr
Sergeant is a manager who decides on his own.
I sometimes follow Russian broadcasts, and
I once came across a conversation between
awar correspondent and a military officer who
said that a Ukrainian sergeant can ask for ar-
tillery support himself. In the Russian army,
not even a captain can do that. This combi-
nation of new methodology, experience and
mentality has allowed us to carry out offensive
operations with smaller forces than military
science predicts.

Too much autonomy does not hurt good
coordination?

It does happen. As they say in our country:
where there are two Ukrainians, there are
three hetmans [a high ranking military com-
mander|. One of my colleagues, who comes
from the Caucasus, says that he has always
been amazed by the complete lack of respect
for the leadership in our country. And this
sometimes does harm. Some people make de-
cisions without taking into account the overall
situation, which the operational command
knows. And then there is the heterogeneity
of the troops. It is difficult to compare regu-
lar troops with, let’s say, semi-regular troops
with a slightly different ideology and a dif-
ferent level of autonomy. As I said, there are
strengths and there are weaknesses.

After all, people need something to eat, drive,
and shoot. Those steady efforts caused the en-
emy to flee to the left bank of the Dnieper.
This operation is continuing, the same is hap-
pening on the left bank of the Kherson River.
The section towards the Crimea is practical-
ly closed. The enemy can replenish supplies
through only one route from the Crimea. Rus-
sian control of the left-bank Kherson region
is purely symbolic. They occasionally fire, but
that’s about it.

What's next? Crossing the Dnieper?
Out of the question.

An offensive on Melitopol?

No one seriously considers crossing the Dnie-
per, especially at this point. It is almost sea.
There are not enough resources in the world
to force through such a water obstacle. The
Russians cannot do it, but neither can we. It
is necessary to focus on Melitopol, because if
we manage to liberate it and reach the Sea of
Azov, the Russian southern front will fall apart.
They will not hold it, they will probably leave
all the way to the border of the Donetsk region.

Nevertheless, after the liberation of Kherson,
the front stalled, and in January you lost more
territory than you recaptured. Are there
reasons for concern?

Yes and no. Initially we were dealing with an
army of commissioned ensigns. When the
Russians realised they were in trouble, they
started quietly mobilising new forces in May.
But there’s the English term “gap”. At one point
they were so weak that they could not react
when Ukraine took a chance and pushed them
out of the Kharkiv region. Early in the autumn,
private military companies entered the game
on their side. They are colloquially referred to

the back, rifles”. Nothing has changed except
that now the Chechens are doing the job of
the Soviet agents. So those mobilised troops
will obediently press on. And there are a lot of
them. There are not enough bullets or equip-
ment for them, We need reserves, We are also
suffering very heavy losses. It is different to
fight against a 200,000-strong grouping and
against a half-million-strong grouping.

Ukrainian Army Commander-in-Chief General
Valery Zaluzhnyi says he needs 300 tanks.
These numbers are pulled out of thin air. It
is difficult to estimate how many tanks are
needed for a specific operation. Besides, do
you know what an Abrams or Leopard can do
on the streets of Donetsk?

What?
It can burn.

The same goes for Russian tanks on the

streets of Kyiv.

If we think about liberating Donetsk, do we
really need that many tanks? I don’t think we
do. My tanker brothers in arms will kill me,
but to my mind, the tank is a 2oth century
weapon. We only need it because there is such
a concept as a tank duel. The Russians have
plenty of them, so we need more too.

What is the military significance of Bakhmut?

From a military point of view, it is contingent.
Bakhmut is one of the forts of the Donbas for-
tress. It has attracted a colossal number of Rus-
sians, but it has been pointless. If you see that
you can’t achieve a thing in six months, why
do you keep on trying? Even Genghis Khan
left if a city didn’t surrender after six months.
For us, Bakhmut is important because it is
like a meat grinder: as long as the Russians’

the Winter War, but they survived. Poland
smashed the Russian army in 1920, but did
not deal it a mortal blow. After 19 years, the
Russians brought a terrible tragedy upon you.
That is why you and the Balts understand us
so well. And you give us everything you can.
There is no other choice.

Can Russia reach for nuclear weapons when it

is losing?

Early in my career I had a little to do with
the nuclear component of the USSR Armed
Forces. Hence my categorical conviction that
it cannot. Fortunately for us all, the global
community has created a universal system of
control over these weapons, that precludes their
unsanctioned use. Look at the nuclear arsenal
of the Russian Federation. When you test
combat capability, you test practical use. Has the
Russian Federation ever conducted a nuclear
test? No. Does the Russian Federation have
anywhere to conduct such a test? No, The USSR
conducted them in Semipalatinsk [now Semey
in Kazakhstan - ed.], and in the 1960s in Novaya
Zemlya. After 60 years, I have serious doubts
about Russia’s ability to bring this training
ground back into use. One more argument:
the occupied Zaporizhzhia Nuclear Power Plant.
The International Atomic Energy Agency could
not access it until word came that two radiation
control counters had stopped responding to
central station queries. After a week, the head
of the IAEA got the green light and entered
the plant. Moving on, everyone knows where
tactical nuclear missiles are stored. These
stockpiles are being watched. If anyone notices
any anomaly, if four people arrive one morning
instead of three, immediately the whole chain
will be set in motion until the word reaches
the top brass. The reaction will be immediate:
“Guys, what are you doing up there?” ©®
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'hanges? What could be surprising about them

for a country in which an unprecedented
transformation has been underway since the
ollapse of socialism. The measures being taken,

which are part of the modern reality of the 21st century,
are just a continuation along the same path for Poles.

Confronting challenges? What else have Polish
entrepreneurs been doing for years, if not centuries.

If one were to identify a concept describing as many
of the qualities that can be ascribed to Poles as possible,
it might be openness. Taking the example of current
global trends, Poles are open to new technologies,
investments and partners, which has also been
demonstrated by Polish entrepreneurs who bravely
seek opportunities on foreign markets. Polish people are
also open to giving, as evidenced by approx. 1.5 million
Ukrainian refugees. They live and work alongside Poles
and there has been no need to build special facilities for
them, which is unprecedented for an event of this scale.

Poles understand the world, both its modern iteration
- the world of the future - and the one that is often
cruel, something we would like to quickly become
a thing of the past.

For the former world to supplant the latter,
cooperation is key.

During the CEO Council Summit, we invite you to
discuss the event “Poland. Bridge to Freedom”, involving
representatives of business and political circles,
including the President of the Republic of Poland,
Andrzej Duda. When speaking on 1 May to mark the
19th anniversary of Poland’s accession to the European
Union, the president said that one of the priorities of
the Polish Presidency of the EU Council would be to
strengthen transatlantic ties and cooperation between
Europe and the United States.

Poland’s economy is moving consistently towards
those of global leaders. At the same time, its presence
in organisations such as NATO and the EU provides
guarantees of security. This is the moment for Poland
and for Poles, as for countries and people everywhere,
who want to overcome global challenges and seize
common opportunities together.

my own terms.”

A conversation with Tomasz Ritter, pianist,
winner of the 1st International Chopin Competition

How long has your adventure with the
piano been going on?

I started attending music school at
the age of 7. Quite quickly, I began to
achieve good results. I showed some
talent in this direction. For my eighth
birthday, my parents gave me a ticket to
the Philharmonic for a concert by Stasio
Drzewiecki, a phenomenal performer who
was 16 at the time. I saw that someone so
young could perform on stage, it moved me
to the core. I began to work more, results
appeared, the first wins in competitions.
And so it began. After gaining my first
degree from the Lublin Conservatoire,
I went to Warsaw to study in the class of

on Period Instruments

Professor Irina Rumiancewa-Dabrowski,
where I completed the next stage of my
musical education. I studied in Moscow at
the only department in Europe combining
performance on period and contemporary
instruments, and in Hamburg.

When did you first come across

period instruments?

When I was 11 years old I went to
a competition in Prague. The event was
accompanied by a workshop in which
Czech harpsichord restorer and builder
Peter Sefl led a seminar and presented
his instruments - a harpsichord and
a fortepiano from Mozart’s time. At the

same time, it was one of the copies that
was used in the film “Amadeus” by Milos
Forman. I was intrigued by the sound.
I found it hard to tear myself away from
the keyboard. Sefl offered to take me on
courses in Hungary, where he supplied
instruments. I went once, then again and
again. There I met, among others, Professor
Alexei Lubimov, with whom I later studied.

What do you get from contact with

period instruments?

It is a great inspiration for the performer.
Playing period pianos provides an
opportunity to understand the composer.
The music of bygone eras is all about ideas,

often very concrete, and not just emotions,
as we often think today. To hear these ideas,
you need to get to the language in which
they were expressed - otherwise it will only
be a distorted, superficial likeness. Classical
or Romantic compositions were written
taking into account the capabilities and
specific characteristics of the instruments
of the time. By playing them, we have
a chance to get closer to the original sound
of the pieces, to try to hear them as the
composer heard them. Of course, it is not
the case that the instrument itself solves
all interpretive dilemmas. Paradoxically,
it allows the performer more freedom
to experiment, giving one only a certain
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stylistic framework. The performer can
thus acquire a certain intuition and
imagination, allowing them to read the
intention of the creator. I really like this
kind of work because it is based on trying
to get to the truth.

Are you close to the works of

Frederic Chopin?

Of course, my attitude to Chopin is
certainly different than to other composers.
He is a key figure in Poland, the number
one brand. However, in an atmosphere of
veneration and admonishment, it is easy
to shallow the achievements of a genius.
I had a moment when I wanted to relax,
to take a break. Studying abroad came to
my rescue. There I performed a variety
of repertoire, and gained my training in
performing baroque, classical music. This
detox was valuable. I returned to Chopin
with freshness, with an outsider’s view of
his oeuvre, fully aware of the music which
Chopin grew up with. Now I can take to
Chopin a little more on my own terms.

The International Chopin Competition on
Period Instruments was as if created for
you - a pianist in search, passionate about
the sound of period instruments.

From the beginning, I was convinced that
Ishould take part in it. I had an inner sense
that this was consistent with the path
I had taken. When I do something without
conviction, it is difficult to get good results.
In this case, I knew I should register and
take my chance.

And you won the first one, which was held
in 2018.

WONE I
(10
wen

1Tan
nm_-

1
3}
o
=
@
~
o] s
=}
=
=,
]
%
o
B
o
=]
=)

Yes, my beliefs and intuition proved to
be correct.

Is a period instrument closer to your heart
than a contemporary one?

My heart is divided in half. I play both
period and modern pianos. Although, of
course, the experience of playing period
instruments influences how I play modern
ones. I perform a very diverse repertoire.
I also play late Romantic and later music.

Contemporary as well?

Yes, especially during my studies I played
more of it. Contemporary music is
extremely interesting, besides, in this case,
we feel that we are in tune with the truth of
the times. It was already composed for the
modern piano and used all its possibilities.
Here, finally, everything is in line.

What are your plans for the future?

I tour a lot, I just returned from Canada,
I'll be flying to Japan soon. I will also play
in the country, including at the “Chopin
and his Europe” festival. In addition,
I teach music courses. I like teaching
a lot. When I teach, time does not exist,
especially when you can see the progress
of work. However, having your own
“permanent” class here is a completely
different level of respomnsibility.
I would see myself in such a role in the
further future, most preferably in an
environment that allows combining
performance on contemporary and
early instruments. However, I certainly
don’t want to give up touring. I plan to
continue to develop as a pianist, it gives
me great satisfaction.
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JACEK SASIN,
DEPUTY PRIME MINISTER, MINISTER OF STATE ASSETS

' The events surrounding the Russian aggression against
Ukraine and the unprecedented energy crisis that ensued
demonstrate most clearly the importance of energy security.
Despite extremely difficult conditions, enormous efforts and
gigantic costs Poland has managed to emerge from this crisis
completely unscathed.
For many years, we have warned against Europe’s overdependence on energy
resources from Russia. Unfortunately, our voice was ignored for a very long time.
Only now do many admit that we were right. However, it is important to learn from
this lesson for the future.
We are currently facing the huge challenge of energy transition. We all recognise its
necessity. However, the pace of this process must be adapted to the circumstances
and capabilities of individual countries. Poland has never been against the transition.
However, we will certainly not risk the country’s energy security or the well-being of
our citizens for ideologically dictated actions that could threaten this security.

JAROSLAW FUCHS,
VICE PRESIDENT OF THE MANAGEMENT BOARD,

BANK PEKAO S.A.
' Today, the word freedom shifts its definition between
multidimensional aspects of great importance, such as the
humanitarian crisis, the financial crisis or the energy crisis. An
inseparable element of physical security has become a sense of economic
independence.
From Ukraine’s point of view, Poland is a proven and reliable political and business
partner, both countries are geographically and culturally close, and Polish producers
fit well into the needs of the local market. Assuming closer cooperation with
Ukrainian partners, they could serve the latter as a kind of “bridge to the world”,
providing their own distribution network.
For Polish companies, this is a good opportunity to participate in a kind of “new
opening” for this market, which, assuming a permanent end to the conflict, will be
characterised by high development potential, which has a chance to be more orderly
than before, because it will be based on EU standards. Moreover, future Ukraine is not
only a large consumer and investment market but also potential attractive labour
resource base for Polish enterprises. Banks from Poland can finance such activities.

PAWEL KURTASZ,
CHAIRMAN OF THE BOARD,
POLISH INVESTMENT G TRADE AGENCY
' We can observe a significant change in the perception of
Poland by global business. Our country is growing into
a leader on the economic map of Europe. This is demonstrated by the
growing interest of investors in Poland, which translates into annual
record figures of foreign direct investments in which we, as PAIH, participate. What
the world’s giants pay attention to is our pool of highly qualified staff, a network of
connections on trade routes, access to raw materials and energy sources, but also to
our transparent, stable law and tax system. Poland has all these advantages and
much more, as evidenced by the recent investments of Google and Volvo in research
and development centres or Mercedes in a factory for the production of electric
vans. Investors also know that the key to efficient implementation of investments
in Poland is cooperation with PAIH. Our experts assist in the removal of
bottlenecks throughout the entire investment process, from searching for suitable
plots to obtaining public aid. For this reason, companies trying to decide in which
of the countries of the region to locate their projects, choose Poland.

ACTING CEO OF PKO BANK POLSKI

' ' PKO Bank PolsKi is a leader of the Polish banking system
and an institution well prepared also for more difficult

times. We suport Polish economy which, despite the war, is stable
and worth investing in. Poland is one of the least indebted countries
in Europe. It belongs also to a small handful of countries where the
combined public and private debt in relation to the GDP has declined over the
pandemic period and it was already at one of the lowest levels in the European
Union. I also want to emphasise that freedom is and has always been important to
Poles. That’s why we’re trying to support Ukraine as best we can. We will actively
cooperate with our stakeholders and the private sector to build a platform that will
support the reconstruction of Ukraine, We’re also focused on cooperation with
international reconstruction and development funds. Currently, there are few
Ukrainian banks that could take on the role of flow banks. Ukrainian Kredobank
which is a member of the PKO Bank Polski Group has a unique position in this field.

ROBERT SLESZYNSKI,
MGA, STRATEGY G INVESTOR RELATIONS EXECUTIVE

DIRECTOR, PKN ORLEN
' We are well prepared for the challenges that come with the
energy transition. Following its successful mergers with
Lotos, PGNiG and earlier with Energa, PKN Orlen has become the
largest company in Central Europe. This has greatly enhanced our
ability to invest and harness cutting-edge technology. Orlen is simultaneously
growing its business in several key areas, relying on sustainable and responsible
business practices. We are investing in renewables, small-scale nuclear power,
hydrogen technologies, biogas, and alternative fuels. We are fully aware the
transition requires effort, both financial and organisational. As a strong multi-
utility group, we are well positioned to meet these challenges, setting the tone for
Poland’s green transition.
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Marat Gelman interviewed
by Michat Potocki

You came to Warsaw in
February to attend the 2nd
Congress of People’s Deputies
(SND) of Russia called

by former deputy llya
Ponomareyv, the only one to
vote in the Duma against the
annexation of Crimea, and
now - as an emigrant

- claiming the right to repre-
sent post-Putin Russia. Do
you believe this Convention
to be the optimum format
adoptable by the opposition?
Anyone on this side of the
frontline is our ally. While
Russian dissidents - Russia
no longer has an opposi-
tion - have different vi-
sions of Russia, they con-
tinue fighting Putin on a par
with Ukrainian armed forces
and the global community.
There is something artistic
about Ponomarev’s gesture
of gathering people formerly
elected to office. It goes
without saying that while
they have no actual man-
date today, they are experi-
enced in working with peo-
ple. When gathering abroad
and declaring that Russians
don’t want war, we hear that
we are few and an excep-
tion, and represent nobody,
Russian society having spat
us out. SND is a response to
such allegations, one I con-
sider interesting. I have been
friends with Ponomarev for
along time. This is exactly
why I came, though not
a delegate. I brought with
me an anti-war exhibition
of works by Ivan Tuzov. No
regrets there,

When compared with his
colleagues, Ponomarev
seems to be quite radical.
He encourages talks about
Russia disintegrating, and
the Russian right to armed
insurgence against Putin.
Do you agree with such
abelief system?

e o
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No one is rejecting
the supposition
that Putin can only
be overthrown
with force. Is

that radicalism?

Photo: Marat Guelman/Facebook

Russian political technologist,
art collector

nowadays, nobody would
oppose. People might only
go as far as to respond that
they themselves would not
take to arms. Some because
they are pacifists - others be-
lieve that as Russian citizens,
they cannot shoot other Rus-
sian citizens. Yet no one is re-
jecting the supposition that
Putin can only be overthrown
with force. Is that radical-
ism? I have been attending
Kasparov’s Free Russia Fo-

Ponomarev believes we rum since 2018, People would
should fight Putin gun in call him a radical, while all
hand, and it seems that he did was say simple things:
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Putin stands for war, and the
West is breeding a monster
by doing business with him.
These days, Kasparov’s posi-
tion is one of consensus,
the softest and most liber-
al there is. Putin is so omi-
nous and insane that re-
gardless of how radical you
are - you inevitably end up
in the mainstream. People
who had been predicting war
in January 2022 were called
radical as well. Eminent po-
litical scientist Katya Shul-
man famously said that only
the insane foretold war. Re-
sponsible experts said there
would be no such thing,
that this was something
only a snob and “educato-
nian” could come up with.
The Ukrainians sent me an
interview I had given back in
2014, after having emigrated
to Montenegro. The subtitle
read, “I don’t want to take
part in war”. It was already
obvious then that Putin had
decided to wage war, just
staged over time. I now live
in Berlin and would be more
than happy to become a lo-
cal Biirger, a moderate bour-
geois. Regrettably, we have
not been given the oppor-
tunity to remain moderate,
Thoughts radical in the ex-
treme have proven to be the
truth. I will go back to being
a Biirger once the war is over.
First we have to get rid of Pu-
tin, then Putin must lose in
Russia, a task much more dif-
ficult than the one of Ukrain-
ians emerging victorious.

Let's discuss the dissolution
of Russia, although | myself
believe that this is no more
than political fiction today.
Do you believe the scenario
to be in any way realistic? And
if so - would it be desirable,
acceptable, unavoidable?

I wouldn’t use the term “dis-
solution”. While some terri-
tories will be liberated and
Russian borders may shift,
this will by no means be
a state divided into parts.
There are certain premises
- political and well as eco-
nomic - to support such sce-
nario. One can escape sanc-
tions imposed on Russia
through isolation. Bashkor-
tostan, for example, can no
longer sell its oil - yet by ex-
iting the Russian Federation
it will also avoid sanctions.
In the longer term, there
are two processes at stake,
You were correct in say-
ing “unavoidable”. Empires
are a thing of the past, the
Russian empire the last
one standing. The process
of its dissolution was fro-
zen by revolution, through
which the USSR was born.
That route has been rein-
stated today. Another pro-
cess I have observed as an
urban development profes-
sional is one of urban rather
than state or national identi-
ties evolving. Case in point:
people would rarely de-
scribe themselves as “French
artists”, the phrase “I am
a Parisian” unquestionably
more frequent. Ancestors

Photo. Alexander Nemenov/AFP/East News

hailing from Algeria, France
or Russia are gradually be-
coming secondary. While at-
tempting to bring the mills
of history to a standstill, Pu-
tin only made them pick up
speed by starting a war. The
next twenty years will not
depend on Putin, Russia or
Ukraine. We will be watching
600 cities replace 200 states.

Can Ponomarev’s proposal

be in any way effective?

| attended both Congresses
with a sense of witnessing

a paper production process.
There is a war going on,
repressions in Russia humon-
gous, and all the while
twenty-five former depu-

ties spend three hours debat-
ing a media law for an as-yet
non-existent state.

For the record: seventy-four
deputies. True, there were
twenty-five people present
physically, yet others joined
on Zoom.

The proposal was designed
to introduce participants to
a certain operational frame-
work rather than ascertain
effectiveness. While the
Congress as such can’t do
anything, each delegate is
responsible for a number
of smaller issues - helping
refugees, fundraising for
the Ukrainian army. Depu-
ties convene to share opin-
ions, contacts and experi-
ence, plan joint action. The
suitability of documents pro-
duced in Congress is limited
indeed - they may be good,
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yet once push comes to
shove, the chances of putting
them to use are slim. Much
more importantly, people do
not forget Russia while fo-
cusing on their immigrant
lives. Ponomarev has a some-
what exaggerated fascina-
tion for legitimising depu-
ties. In contrast, Kasparov
sees little sense in talking to
the Russian society, prefer-
ring to work with Europeans,
This is simply who they are.
What is significant is that
they are both on our side of
the barricade. I myself organ-
ise fifteen exhibitions each
year. I could shake the dust
of the Russian Federation
off my jacket and get a new
lease on life. Yet I feel ac-
countable - individually
rather than collectively - for
what has happened. Joining
such efforts lets me func-
tion. They help me take ac-
tion to support Ukraine’s
victory and overthrow
Putin. I have my professional
life - and a civic debt as well,
one I am trying to repay.
I am active on the anti-war
committee and in the Free
Russia Forum, I have come
to work with Ponomarev,
I set up my auteur SlovoNovo
(New Word) Forum with
a focus on culture, though
we spend half of our time
discussing politics.

You mentioned personal
accountability. Ukrainians
often declare that all
Russians are guilty. Some
worked for the system,
others simply failed to over-
throw Vladimir Putin in time.
You used to work for the
system as well.

Nobody’s innocent. German
society used to help Putin
too, for a long time refusing
to believe that Putin stands
for war. Having organised the
Maidan in 2014, Ukrainians
did elect Viktor Yanukovych
president in fair elections.
We obviously cannot hold
it against them these days,
when they are being noth-
ing short of heroic. In terms
of my own biography: be-
fore Putin became prime
minister in August 1999,
I had been practically una-
ware of him. I recall a survey
which proved that a mere
two percent of Russians
declared knowing who he
was. Four months later, an
overwhelming sixty percent
wanted him as their presi-
dent. The man appeared out
of nowhere, making reason-
able statements. They say he
was anti-Yeltsin; yet he was
also anti-Primakov and anti-
Zyuganov (hailing from the
intelligence service, Yevgeny
Primakov was minister of
foreign affairs and prime
minister; Gennady Zyu-
ganov is still the leader
of communists - editor’s
comment). People believed
that Putin was capable of
responding to challenges
faced by society. I was chief
of staff for the Right-wing
Forces Alliance (SPS) at the
time, with three leaders
among our members; Sergey
Kiriyenko, Boris Nemtsov
and Irina Khakamada. Nemt-
SOV came to see me, saying,
“Marat, we are supporting
Putin as president, organ-
ise the staff”. Yegor Gaidar
(SPS politician, co-author of
free market reforms - edi-
tor’s comment) requested
that we get together with
our supporters from Peters-
burg, who knew Putin well.

Marina Salye (she had ac-
cused Putin of corruption
as early as the 1990s - edi-
tor’s comment) was there.
They told us we were mak-
ing a mistake,

What were their arguments?
They told us things that are
common knowledge today,
things known to a small
group of people at the time;
we saw them as people of
a different world, some old-
fashioned democrats. We
were sufficiently brash and
sure of ourselves in disre-
garding them. But then
Mikhail Khodorkovsky (oli-
garch, opposition supporter
- editor’s comment) was ar-
rested in 2002, Aleksandr Vo-
loshin left the presidential
administration (he was head
of the institution - editor’s
comment), I left the Foun-
dation for Effective Politics
(FEP, Kremlin backers at
the time, a community of
political technologists, PR
and political tactics experts
- editor’s comment). This
was when fear first came.
By then, Putin had already
been sending early signals
- yet nobody wanted to be-
lieve what they saw. I un-
derstood by 2004 that the
Russias in Putin’s head and
mine were drifting apart.

What happened?

Direct elections of gover-
nors were eliminated, and
then some... Over the years
2002-2004, Putin lost the
fear of being himself. Be-
fore, his behaviour had re-
sembled that of a Homeland
champion (Homeland, Rodi-
na, group of oligarchs from
Boris Yeltsin’s circles - edi-
tor’s comment). That was
when I organised the Russia
2 project at the Central Art-
ists’ House, a project the par-
liament attempted to dele-
galise. I drafted manifestos
for the two Russias: Putin’s
and my own. My postulates
were rather provocative and
harsh, one of them proclaim-
ing that losing a friend hurts
more than losing the home-
land. Also that the individual
is more significant than that
of the state, the profession-
al more important than the
political. The manifesto was
more of an announcement
of retreating into the shad-
ows than an opposition-
ist statement. People came
from Kaliningrad. They said,
there are few liberals around
these days, let’s make a deal
with the authorities to get
Kaliningrad back, we would
hold fair elections there. An
experiment, exactly like the
one in Taiwan.

A liberal province of the
Russian Federation.

At that point, everyone be-
lieved that Putin and soci-
ety were walking down their
own path - people were en-
chanted. Those were times
of economic prosperity,
teachers began earning de-
cent money. All that ended
in 2008, but then he bought
the people just like he did in
2014 with the #krymnash
(Crimea’s Ours) hashtag.
When Dmitri Medvedev was
elected president in 2008,
I was a member of the Civic
Chamber (consultation body
of the president, ostensibly
comprising representatives
of the civic society - edi-
tor’s comment). We hoped
Medvedev would make it
into a second term of office.

We were fooling ourselves,
and were therefore fooled.
What we have now began
back in 2012. Putin was re-
elected in March, and we
were deprived of the capac-
ity to go on fooling ourselves.
Everything was freewheeling
towards authoritarian dicta-
torship, although until 2014
we did not expect Putin to
reach for warfare methods.
The human brain is riddled
with resentment. There is
a whole bunch of fantasy
novels by authors gathered
around the nationalist Za-
vtra daily, wherein pop-
adantsy (people from the
past) become part of the fu-
ture and do assorted heroic
deeds. Putin is a 19th-cen-
tury popadanets with a wish
to restore the old order. He
believes the 19th century to
have been the golden age of
the empire.

You mentioned Kiriyenko.
You know him well, having
worked closely with him

and Nemtsov. Nemtsov was
assassinated, Kiriyenko is
now responsible for inte-
grating occupied territories
with Russia, in Putin’s admin-
istration. What is his brain
riddled with?

Once the SPS made it to the
Duma, Kiriyenko proved to
be an alien among demo-
crats. He had no backup
structures. He was pushed
out of the SPS, the party
seeing Nemtsov as their
preferred leader. Kiriyen-
ko then went to Putin and
said he wanted to serve him,
in response to which Putin
made him plenipotentiary in
one of the federal districts.
He was the only plenipoten-
tiary without an intelligence
service past, although today
I am wondering whether
that is truly the case. He
was of real help to us in the
early days. There is a krem-
lin in Nizhny Novgorod, one
that used to be owned by the
defence ministry. Thanks
to Kiriyenko, it was donat-
ed for use by the Centre for
Contemporary Art. Kiri-
yenko was a modern man,
obsessed with technology.
Yet I remember petitioning
with him in support of this
man, our former colleague,
in 2006 or 2007. He said that
as Putin’s soldier, his hands
were tied.

Was that your last exchange?

Last but one, We ran into each
other in 2012, at Slava Gla-
zychev’s funeral. Glazychev
was a great man, an architect,
Kiriyenko considered him
amentor. We spoke mainly of
the deceased. It seemed to me
that Kiriyenko had some sort
of plan, in the name of which
he was renouncing all ideo-
logical beliefs and personal
preferences. When repres-
sions against the opposition
began in Moscow, we were
fooling ourselves that Kiri-
yenko had been put on the
back burner - yet it turned
out he was at the very heart
of the repression machine, He
wore a mask for so long, it be-
came his face,

Before the Orange Revolu-
tion, you worked with Viktor
Medvedchuk in Kyiv. Medved-
chuk was then head of presi-
dent Leonid Kuchma's admin-
istration, more recently with
aspirations to stand at the
helm of occupational author-
ities in Ukraine. Medved-
chuk enjoyed pretending to

be Putin'’s personal friend. Yet
when pre-invasion recordings
from his tapped phone line
came to light, it turned out
that he actually had to beg,
and persistently, for any kind
of contact with the Kremlin.
What was their relationship
really like?

Medvedchuk spent years
doing everything to make
Putin trust him, and that
was what ultimately hap-
pened. I believe that this
trust gave rise to Putin’s
mistake which led to the be-
ginning of the war - in a spe-
cific manner, at a specific
time. These developments
were influenced by data
prepared for Medvedchuk
by political technologist
Mykhailo Pohrebynskyi (sug-
gesting that Ukrainians were
impatiently awaiting the ar-
rival of Russian troops - edi-
tor’s comment). Medvedchuk
is incapable of true friend-
ship. I have no idea if Putin
is. Medvedchuk was aspir-
ing to become Ukraine’s
equally brutal Putin. Putin
enjoyed having Medvedchuk
who could simply be given
orders, next to Yanukovych
with whom games had to
be played. I believe Putin
thought of Medvedchuk as
one of his people. Their re-
lationship could have gone
through a variety of stages
- that’s a completely differ-
ent story.

People were telling stories

in Kyiv about the early
21st-century incursion of
Russian political technol-
ogists. Did Medvedchuk's
guys invite you, or were you
dispatched by the Kremlin?
Every Ukrainian politician
considered having his or her
own Russian political tech-
nologist, something terribly
prestigious and fashionable
at the time. You were noth-
ing without one. Ukraine
did not have its own po-
litical technology market,
elections organised locally
every four years. In contem-
poraneous Russia, when
governor elections were still
a thing with more than one
voting day, regional cam-
paigns were well-nigh held
around the clock. This al-
lowed a bespoke market to
be developed - nobody can
afford to work every four
years. The political technolo-
gist profession is demonised.
We did what our clients ex-
pected us to do. Ukrainians
are blaming Medvedchuk,
while all he did was han-
dle dirty work ordered by
Kuchma. Ukrainian politi-
cians believed that Russian
contacts would somehow
impact their electoral posi-
tion. Everyone was looking
for a way into the Krem-
lin. The communists were
using Zyuganov to that end,
for example. Turbulent dis-
cussions regarding Kuchma’s
successor broke out. It was ob-
vious that since the Kremlin
was vehemently opposing
Viktor Yushchenko, the in-
cumbent president could not
openly support him. Viktor
Pinchuk (oligarch believed to
be pro-West - editor’s com-
ment) and I wrote a letter to
Kuchma, appealing to him
not to back Yanukovych.

What were your arguments
against Yanukovych?

That this would be the
end of the peaceful era in
Kyiv’s business world. The
“Young Donetsk” oligarchs

faction was extremely ac-
tive. On a side note, Crimea
residents not happy with
Ukraine mainly had, in all
actuality, a problem with
the people of Donetsk who
subjugated Crimea and be-
gan taking over local busi-
nesses, While I disremem-
ber the details, the letter
itself was delivered to Kuch-
ma by his daughter Olena,
Pinchuk’s wife. Kuchma
made his own choice. He was
weary and unwilling to order
anyone to start fundraising
for an election campaign. Ya-
nukovych was the only po-
tential presidential candi-
date requiring no campaign
fundraising, a banal reason.
I hoped Kuchma would come
to regret his decision in time.
This was also when I stopped
advising them.

Kuchma handed his dirty work
over to Medvedchuk, Medved-
chuk passed it on to you. You
were the one responsible

for generating “temniks"” for
the Ukrainian media (associ-
ated with the word “temnyi”

- dark - abbreviation for the
phrase “temy nedeli” - themes
of the week, dispatched to
media managers as guidelines
as to how and what should

or should not be reported

- editor's comment), coming
up with fairy tales about
Ukraine's dissolution, Yush-
chenko’s work for the

United States.

I had nothing to do with
that. Such notions were
produced by Yanukovych’s
staff, Timofey Sergeytsev
(made famous in 2022 by his
piece for RIA Novosti, pos-
tulating brutal repressions
against Ukrainian elites
- editor’s comment), to be
specific. Concerning the
temniks - yes, we did gen-
erate them. I was working
for Channel One of Russian
public television at the time.
A huge machine, a pletho-
ra of journalists. And the
job was rather unfortunate,
physics today, poetry tomor-
row. You simply could not re-
search all subjects in depth.
We followed in the footsteps
of CNN’s editorial policies. If
a station employs fifty edi-
tors, you cannot even at-
tempt to organise any plan-
ning. The head of the station
would come up with a work-
plan and mail it out to edi-
tors. Problems arise once the
editor-in-chief stops coming
up with a plan, but has to fol-
low one received from else-
where, which is exactly what
had happened in Kyiv, the
plan arriving from the pres-
ident’s administration. And
that nuance made temniks
toxic, technical implements
turned into weapons. I con-
sider that stage in my life
deleterious, and would have
rather not gone through it.

A journalist being told to
report on a specific subject by
an editor or a politician - are
those two different things?
Konstantin Ernst (director
of Channel One at the time
- editor’s comment) began
taking my temniks over to
the Kremlin to show them
the television broadcast
product. And they took him
up on it. Idid not attend any
planning sessions, I had my
own job to do. In all likeli-
hood, quitting would have
been the only exit strategy,
but that was not how we saw
things at the time. Not just
me - nobody did.

Could Yanukovych have won
the 2004 elections?

He probably could have, since
he did in 2010. Yet we could
have found more interesting
candidates, such as Volody-
myr Lytvyn or Serhiy Tihipko
(contemporaneous heads
of parliament and the cen-
tral bank, respectively - edi-
tor’s comment). Both have
since left politics. Lytvyn and
Tihipko were the two vectors
Pinchuk and I attempted to
follow when lobbying and
looking for people.

Could you count on

Kremlin's backing when
working for Medvedchuk?

1 left Gleb (Pavlovsky, head
of the FEP - editor’s com-
ment) once the Foundation
became something akin to
a department of the Kremlin.
I disliked that. But Gleb
knew everything. He could
have been a Kremlin liaison.
Voloshin was my choice in
administrative structures.
He resigned when they
jailed Khodorkovsky.

Ukrainians have a rather
short list of “good Russians".
You will have a difficult

time making the list, given
your past, Medvedchuk and
the temniks.

You are probably right.
I would likely not put my
own name on that list. Yet
until the Ukrainians get rid
of Putin, they need Russians
who are effective rather than
good. They need allies - Iam
definitely one of them, even
setting my professional ca-
reer aside, although I did
more for Ukrainian art than
anyone else from the coun-
try itself. Now, in terms of
my political biography
- I cannot erase it. You can
modify your beliefs, but not
past life events, This is why,
when speaking of beautiful
future Russia, I wish to make
it clear that I will not be
seeking power. I am a man of
the past, acknowledging my
status calmly. Yeltsin’s prob-
lem was that he hailed from
aregional committee of the
Communist Party of the So-
viet Union, thus incapable
of signing regulations pre-
venting former employees
of central party bodies or
KGB functionaries from
taking public office. Had he
done that, there would be
no Putin. This is why new
Russia needs vetting proce-
dures, as does Ukraine. I ran
a project in Odessa before the
war, I visited often. A part of
the Ukrainian art-affiliated
community still talks to
me, I also understand that
Medvedchuk turned out to
be the right hand of a man
who Kkills hundreds of peo-
ple each day. I would prefer
my biography to be free of
certain episodes. I could try
to justify or explain my mis-
takes, yet they remain a key
closing my door to the fu-
ture. I understand it, and
have no intention of fighting
the premise. In all actuality,
this is exactly what keeps me
going. They say that Pavlo-
vsky would not repent at any
price, and that I did. I talked
to him about it, and “Were
it only that simple,” was his
response. The only thing
I can do is contribute to over-
throwing Putin, and hope-
fully tip the scales in time.
“Yes, he did work with Med-
vedchuk, but he also helped
us win”. So I'm doing this for
myself as well. ©@
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