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From the Editor: In this issue of showCASE, our expert explores the changes in the Warsaw Stock Exchange since
1991. Starting from humble beginnings and only five listed company, the Exchange has grown into a formidable

»developed economy” stock exchange and a growth factor for the country’s entire financial system.

The Warsaw Stock Exchange: As Goes the Stock Market, so Goes the Whole Economy

By: Anna Malinowska, CASE Economist

The Warsaw Stock Exchange in brief

With a current head count of 50 foreign companies and total capitalisation (as of 7 June 2019) of PLN 1,128,595.70
million, the Warsaw Stock Exchange (WSE) may now be one of the largest and most developed equity markets in Central
and Eastern Europe, according to FTSE. How has that come to be?

Although first attempts at reviving capital markets in Poland were tentatively undertaken after the end of the WW2 in
1945, the idea of a stock or commodities markets was ideologically forbidden under the centrally planned economy of
post-war Poland. It was not until thirty years ago — in September 1989 — that the newly formed non-communist
government started a series of reforms aiming at the (re)introduction of the market economy. These efforts were
fuelled by privatisation processes and development of equity markets occurring in parallel.

While similar processes in other economies may have been conducted via existing legal and market structures, arising
organically with the demands of the market, Poland had no such institutional structure. A break of more than 50 years
in the functioning of the national equity market created a gaping void which had to be filled with new institutional
imperatives and legal arrangements fit for the modern market economy. However, the newly drafted legal solutions
did not address sufficiently the issues related to functioning of a country’s financial market. Thus, the country’s
authorities reverted to the pre-war commercial code (based on a Presidential Decree of 1934) to define the rules
applicable to, for example, public joint stock companies. Still, the modern WSE was not solely based on Polish tradition.
In light of the growing globalisation trends, it was decided to use an international model of stock market. This option
allowed for a dynamic development and internationalisation of the market. The latter process started at the very
beginning of the design of the stock market; while much work had been undertaken by Polish experts, it was Société
de Bourses Francaises which provided financial support and expert knowledge, together with Central Securities Deposit
SICOVAM (the WSE was modelled on the Lyonnaise stock market). This external support, while not devaluing national
ideas and pre-war solutions, such as the commercial code (which, despite dating back to 1934 was the only ready legal
act at hand) appeared to provide greater chances for success.

Putting in place an appropriate legal framework to accompany the Polish-French emerging creation was vital: in 1991
the Parliament passed a bill regulating the functioning of the financial markets’ most important players. As for the stock
exchange itself, the bill stated that this institution should aim to balance supply and demand, enable market valuation,
preserve transactional security, and disseminate uniform information allowing investors to assess the current market
value of traded securities. On the 12t of April 1991 the WSE’s founding act was signed; four days later the very first
session — participated by five companies and seven brokerage houses — took place. Indeed, in the first decade of the
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WSE’s functioning, the pre-war solutions combined with the French expertise may have seemed sufficient —only in the
early days of the 21 century did the legislative works commence to replace the outdated commercial code.

Since that day, the WSE has been growing at a rapid pace — just ten years from its commencement there were 230 firms
active on the market, with the stock market capitalisation reaching an end-of-year level of ca. PLN 103,370 million, an
impressive increase of 641 times its original level. However, 2001 saw relative drop in the market worth of companies;
the following years saw a steady and persistent growth with few —in perspective, relatively inconsequential — dips.

In 2004, Poland not only acceded to the EU, but it hit another milestone as the first foreign companies started to appear
on the Polish equity market. Over the last fifteen years, their numbers have been steadier than the domestic firms.
Currently there are 461 companies traded in total, with 50 foreign companies accounting for nearly 50% of the total
capitalisation.

Figure 1. The WSE growth 1991-2018: number of companies (left axis) and their capitalisation (right axis).
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Source: Author's own elaboration based the data retrieved from the Warsaw Stock Exchange statistics database (6.06.2019).

As goes the stock market, so goes the whole economy?

The importance — and role — of the stock market in economic development has been widely debated in empirical and
theoretical literature. Equity markets are thought to approximate the moods of investors in a given country and its
state of economic well-being. First efforts at identification of these relationships date to the inter-war period, and since
that time financial markets have been an acknowledged driver of economic growth at many levels.

In general, stock markets employ capital (which would otherwise rest idle as savings) to lucrative activities. Yet, the real
economy also influences the development of the stock markets: it provides surpluses which feed into the financial
sphere. While the existence of this mechanism complicates scientific studies and fuels multi-directional and
interdisciplinary research, it has also its more tangible effects in form of policy formulation. For example, assuming that
causality between financial markets and economic growth was unidirectional, it has been recommended that any
obstacles to growth, including regulatory frameworks, should be eliminated so that shareholders’ welfare (wealth)
becomes priority.

This recommendation notwithstanding, the economic effects of stock market growth — measured by liquidity, among
others — facilitate investments by allowing trade in equity and debt securities without forcing investors to freeze their
means. On the flip side, long-term economic growth might be negatively affected: higher returns on the stock market
are likely to attract more investors (and investment) and, perversely, decrease the rate of savings in an economy as
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investors could consume a greater share of their incomes and replace future consumption with the current
consumption, hampering capital accumulation. Additionally, investing in highly liquid financial markets is less risky:
while investment is thus more attractive, precautionary savings® decisions are not, which creates a dynamic of a
dubious impact on the economy. Lastly, one may argue that a very liquid equity market and a near-frictionless trade in
securities contributes to investors’ myopic decisions which could filter to corporate policies in the area of financial
governance, thus reducing demand for accountability.

Scientific debates do not always find their reflection in reality. Taking the afore-mentioned market liquidity as an
example, we observe little connection between it and economic welfare in Poland (measured as GDP per capita) over
the past two decades (see: Figure 2). Indeed, while the latter increased steadily, the WSE’s liquidity had difficulties in
staying over 20% of GDP (in fact, this feat was achieved only in 2007), consistently oscillating between 7% and 12% of
GDP. In terms of growth, between 1995 and 2017, Polish GDP per capita increased nearly six-fold, while the stock
market liquidity lagged behind (for example, as compared to the OECD average).

Figure 2. Changes in economic and equity market growth (1995-2017).
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Source: Author's own elaboration based on data retrieved from World Bank Open Data (6.06.2019).

Yet, numbers can be misleading: in September 2018 Poland emerged as the first post-Soviet bloc country which was
deemed worthy of “developed economy” status by FTSE. Earning the status demands meeting all 21 Quality of Markets
criteria related to such areas as market and regulatory environment, functioning of derivatives, and dealing
infrastructure, among others.

In line with the FTSE’s stance, Polish equity market regulatory authorities have managed to maintain a sufficiently
investor-friendly, international environment together with minority stakeholders’ protection and contract
enforcement. In addition, apart from being open to inflows of foreign capital, the Polish economy has also managed to
maintain the World Bank criteria for “high-income” economies.

Moving forward, (not) looking back?
Being upgraded to the “developed markets” group and thus placed next to financial markets of Germany, France, and

the UK (for example) comes with a catch. Some might argue that achieving such a status might be easier than sustaining
it. Developed markets are required to maintain an open capital market, allowing foreign investors unrestricted access

1 Saving in this case meaning postponing any future consumption in light of the uncertain future.
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to local securities and the right to repatriate their assets at will without much administrative impediment. Opening of
financial markets has further costs, including imposing policy discipline as far as fiscal and monetary solutions are
concerned. Despite governmental pledges and reform plans aiming to strengthen the domestic financial market and
invite investment, the price of failure is very high, as exemplified by destabilising effects of capital flight. On the flip
side, if the country maintains this status, the gains to be reaped are substantial: beginning with cheaper investment
financing via overseas savings rather than being forced to rely on domestic (pricey) capital and obtaining additional
sources of risk diversification.

Poland — the EU’s eighth-largest economy — despite its continued struggle to be considered as a developed economy,
has been criticised in the past for not doing enough to propel development of its financial markets. When it was first
classified by the FTSE in 2004, Poland failed four out of the 21 QM criteria: it lacked free and smoothly functioning
foreign exchange and derivative markets, and the rights of financial intermediaries in international investment were
qguestionable. Fifteen years later, with little institutional memory, the WSE successfully operates several markets — the
(main) market for stocks in parallel with NewConnect, an alternative market for up-and-coming firms, derivatives, and
corporate and municipal debt securities traded on Catalyst. With more ups than downs throughout its (short) history,
the WSE comes across victorious, as an important propeller of Poland’s economic growth and an attractive market for
foreign capital.

To subscribe to our weekly showCASE newsletter, please click here.

To see previous issues of showCASE, please visit: http://case-research.eu/en/showcase.
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CASE Highlights @ Conter forsocial

Trade, Innovation, Productivity

GTIPA Summit in Mexico City

On June 13", the 3™ Summit of the Global Trade and Innovation Policy Alliance (GTIPA) took place in Mexico City. The
Alliance, composed of 33 think-tanks from 23 countries on five continents, is a network dedicated to the promotion of
free trade and innovation-driving policies (CASE has been a member of the GTIPA since its inception in 2016). The 3™
Summit of the Alliance was hosted by the Senate of the Republic of Mexico. Featuring panels on a plethora of trade
and innovation topics, from intellectual property rights (IPR) to smart cities, Industry 4.0 to automation and
robotisation, it provided a platform for stakeholders from different national and sectoral backgrounds to share views,
exchange insights, and engage in mutual learning. The representatives of the associated think-tanks also had a chance
to discuss innovation bottlenecks and success stories with Mexican stakeholders and entrepreneurs.

Labour Markets and Environment

Poland: coordination of social security systems

More and more Poles are benefiting from the EU regulations on coordination of social security systems. This group
includes both people who currently live in another EU or EFTA country, as well as those who returned to Poland after
having worked abroad. According to Statistics Poland (GUS), in 2017 there were 2.5 million temporary emigrants, out
of which 2.2 million lived in Europe. On the other hand, every month the Polish Social Insurance Institution (ZUS) pays
almost 200,000 old-age and disability pensions awarded on the basis of international rules and agreements. Over 15
years of Poland’s membership in the EU, ZUS noted an eightfold increase in the number of pension requests from those
who worked in Poland and other EU or EFTA country, or in countries with which Poland concluded social security
agreements.

Macroeconomics and Public Finance

The 2019 update of the Convergence Programme for Poland

The European Commission has assessed the 2019 update of the Convergence Programme for Poland. The EC has noted
the risk of a significant deviation from the adjustment path towards the medium-term budgetary objective (MTO), both
in 2019 and 2020. The risk is mostly driven by the significant increase in social transfers, following an extension of the
child benefit to all children and an extraordinary payment of a lump sum pension benefit in 2019. The EC has also noted
that in 2020 a surplus in the general government balance is expected due to a number of new measures to increase
revenue. However, it was also noted that many of these measures have not been legislated yet or worked out in detail,
and therefore the EC has not assessed the reality of these scenarios.
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The Weekly Online CASE CPI

The online CASE CPI is an innovative measurement of price dynamics in the Polish economy, which is entirely
based on online data. The index is constructed by averaging prices of commodities from the last four weeks and
comparing them to average prices of the same commodities from four weeks prior. The index is updated weekly.
For more information on our weekly online CASE CPI, please visit: http://case-research.eu/en/online-case-cpi.

Latest read-out of CASE Online inflation index shows some slowdown in price dynamics — average prices went up
by 0.2% month-to-month, compared to 0,6% observed in second half of May. Prices in some of categories that
drove value of index up the most in past weeks are no longer increasing — for example average prices of vegetables
— were the same as last month. Still, average prices of “Food and Nonalcoholic beverages” went up by 0.3% (the

most significant increase was observed in case of meat — 1.1%). On the other hand, prices in another significant
category — “Transport” — fell for the first time in 12 weeks, by -0.3%.

Our Weekly Online CASE CPI
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Monthly CASE Forecasts for the Polish Economy

Every month, CASE experts estimate a range of variables for the Polish economy, including future growth, private
consumption, investments, industrial production, growth of nominal wages, and the CPI.

CASE economic forecasts for the Polish economy
(average % change on previous calendar year, unless otherwise indicated)

GDP Private Gross fixed Industrial Consumer Nominal
consumption  investment production prices monthly
wages
2019 3.7 3.9 3.3 3.8 2.7 7.5
2020 3.1 3.3 2.5 2.5 3.0 4.0

Contributions: Krzysztof Gtowacki, Christopher Hartwell, tukasz Janikowski, Jacek Liwinski, Anna Malinowska, Grzegorz

Poniatowski, Katarzyna Sidto, Izabela Styczyriska, Tomasz Tratkiewicz, Karolina Zubel Editors: Krzysztof Gtowacki, Agnieszka
Kulesa, Katarzyna Sidto

***Any opinions expressed in showCASE are those of the author(s) and do not necessarily reflect the views of CASE.
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