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• Inflation in Poland in October 2022 
amounted to 17.9 percent. Com-
pared to the previous month, we 
recorded an increase of 1.8 percent. 
This is the highest inflation since De-
cember 1996. Among the numerous 
analyses of the reasons for the high 
increase in inflation recorded since 
the beginning of 2022 not only in 
Poland, but practically in most EU 
countries, it is increasingly being 
argued that the above-average rise 
in prices is largely due to an overly 
expansive fiscal policy.

• In 2022-2023, additional pensions 
and 500+ benefits raised inflation 
by a total of 1.1 percentage points. It 
can be estimated that the payment 
of the 13th and 14th pensions, while 
increasing the public finance defi-
cit, bumped up average inflation in 
2022-2023 by about 0.7 percentage 
points. In turn, the payment of the 

"ineffective" part of the 500+ benefit 
(PLN 36 billion, or 88 percent of PLN 
41 billion) increased inflation by an 
additional 1.1 percentage points. The 
direct inflationary effect of just these 
two types of government spending 
together is therefore 1.8 percenta-
ge points. Taking into account the 
additional impact of the zloty's de-
preciation on inflation, it can be es-
timated that fiscal expansion, the 
low credibility of fiscal policy and 
the Polish government's legal con-
flict with the European Commission 
indirectly increase inflation by an 
additional about 0.4 percentage 
points. According to the presen-
ted estimate, the total impact of 
government policy on the incre-
ase in inflation is about 2.2 percen-
tage points.

• The distribution of the minimum 
wage in 2020 raised the cost of li-

Key Conclusions
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ving by 0.07 percent. If the ratio of 
the minimum wage to the average 
wage in the economy were to remain 
at the starting level of 46 percent in 
2020, it would be lower than it ac-
tually is by about 8 percent. Using 
average estimates of the elasticity 
of inflation to changes in the mini-
mum wage in other countries, it can 
be assumed that, as a result of its 
increase in 2020 above the rate of 
average wages, consumer inflation 
and the cost of living for households 
in Poland have been bumped up by 
about 0.7 percentage points.

• Every 1 percentage point increase 
in inflation means the cost of living 
is PLN 500 higher per year. From the 
perspective of a person earning the 
national average, each 1 percentage 
point of annual inflation raises the 
monthly cost of living by PLN 42, or 
as much as more than PLN 500 per 
year. The government and the cen-
tral bank have no 
direct influence 
on the formation 
of fuel and food 
prices, so even 
with the most preventive and cre-
dible economic policy possible, in-
flation in Poland in 2022 would not 
be zero, of course, but certainly the 
level of core inflation, i.e. inflation 
after excluding the prices of these 
two categories, could be significantly 
lower. According to the estimates 
presented, the combined effect of 
the lack of public finance discipline 
resulting from the reviewed social 
transfers and the excessive incre-
ase in the minimum wage bumps 
up inflation by nearly 3 percentage 
points. So, the direct consequence 
of the analyzed government actions 
for the average employee is an in-
crease in the cost of living by about 
1500 PLN per year.

• The remedy for the rising cost of 
rental housing is price regulation. 
Although the rental prices of apart-
ments in Poland increased in the 
last year by about 30-40 percent, 
however, instead of controlling these 
prices, the focus should be on incre-
asing the supply of rental housing. 
Administrative price locking always 
distorts the incentives of market par-
ticipants, which can lead, among 
other things, to a reduction in supply, 
while it is crucial to increase it. Ava-
ilable research indicates that rent 
price controls lead to a decrease in 
the supply of housing, which in the 
medium and long term raises rental 
prices rather than lowering them.

• Public awareness that the deficit 
in public finances, resulting from 
increased state spending, raises 
the cost of living is severely limited. 
Meanwhile, the greater the voters' 
understanding and knowledge that 

healthy public 
finances are  
a source of 
prosperity and 
a decrease in 

the relative cost of living, the more 
difficult it will be for politicians to 
present new social spending as  
a genuine gift to society. Politicians 
love to talk about who will benefit 
from their decisions, but prefer to 
keep quiet about who pays for them.

• According to the latest Nanny State 
Index, in 2021 Poland ranked 9th out 
of 30 assessed countries in Europe 
in a comparison of the amount of 
taxes and excise taxes imposed on 
alcohol products, tobacco products, 
e-cigarettes and selected food pro-
ducts (e.g. sweetened beverages). 
Compared to 2019, we have moved 
up 3 places in this ranking, which 
means that taking into account the 
amount of our income, the relative 

1500 zloty per year
– by that much social policies 

have raised the cost of living in Poland.
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size of taxation of these goods in 
Poland has increased. 

• The excise tax increase introdu-
ced in 2022 and further increases 
in these charges planned until 2027 
will in all likelihood make Poland  
a country with even more restric-
tive taxation of these goods. Sin-
ce 2022, excise duty on alcohol is 
expected to grow by 10% each year, 
and on cigarettes by 5%. For a per-
son earning an average salary in the 
economy, this means an additional 
cost of about PLN 60 per year. 

• It is difficult to expect that the he-
alth of Poles will significantly im-

prove as a result of higher prices 
of these goods. The exact opposite 
effect may occur, for example, in-
stead of alcohol from legal sources, 
some households will seek cheaper 
substitutes from contraband or from 
so-called home production, which 
will not always be of sufficiently 
high quality.

• With the rising cost of living due to 
increased inflation, Poles' interest 
in buying alcohol and cigarettes 
from illegal sources will intensify, 
and the planned additional budget 
revenues from this may prove to be 
overstated.
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Summary

• The cost of living is an important fac-
tor affecting the quality of life, and 
it can be measured on the basis of 
various indicators. These indicators 
include, among others, aggregate 
macroeconomic indicators relating 
to entire economies, as well as data 
on households and individuals with 
different characteristics.

• Absolute cost of living is on avera-
ge higher in more developed co-
untries. In a European perspective, 
they are definitely higher in Western 
countries than in the Middle-East. 
However, it is also necessary to con-
sider the relative cost of living, which 
illustrates the dependence of the 
level of living costs on the level of 
income earned.

• An indicator for comparing the cost 
of living is the amount of income per 
capita with the so-called purchasing 
power parity (PPS), i.e. the different 

price level between countries. This 
indicator allows comparing the cost 
of living between countries taking 
into account the level of income and 
the level of prices.

• The real average level of spending in 
Poland in 2021 was about EUR 25 000, 
which was 65% of the level noted in 
Germany. In 2010-2021 the average 
volume of real spending in Poland, 
taking into account purchasing po-
wer parity, increased by nearly 60%, 
compared to an increase of nearly 
30% in Germany.

• It is important for the residents of any 
country that their real incomes grow 
as fast as possible while the cost 
of living rises as slowly as possible. 
A good economic policy is distin-
guished by the fact that it promotes 
economic growth, so that household 
incomes rise faster than the increase 
in their cost of living.
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• One factor that can significan-
tly affect the cost of living is infla-
tion. Typically, in such a situation, 
the purchasing power of income 
declines, because the rate of wage 
growth does not keep up with price 
increases.

• An important influence on the rise 
in the price level, and thus the cost 
of living, is government fiscal poli-
cy. Above-average price increases 
recorded recently in some econo-
mies are largely due to an overly 
expansive fiscal policy, i.e. too high 
a level of spending relative to the 
income earned.

• An analysis of the level of infla-
tion in 2019-2022 in the Europe-
an Union countries shows that 
the extent of the increase in the 
cost of living of households va-
ried strongly during this period: 
o    both in 2019, and therefore be-
fore the Covid-19 pandemic, and 
now (October 2022), inflation le-
vels in the new EU member states 
were significantly higher than in 
most Western European countries; 
o    while many Western European 
countries were recording consumer 
price deflation at the end of 2019, i.e. 
even before the pandemic broke 
out, in Poland, Romania or Hunga-
ry inflation had already begun to 
accelerate noticeably by that time; 
o    all EU countries have seen a 
significant increase in inflation 
in recent quarters, with the sca-
le of the increase being signifi-
cantly higher in the new member 
states than in Western Europe;  
o    the huge increase in inflation in 
2021 and 2022 in parts of the EU in-
dicates that the strong slowdown 
in economic activity following the 
pandemic has not extinguished the 
rising inflationary tensions, but only 
postponed them.

• An important factor affecting the 
cost of living and the level of ob-
served inflation in different countries 
is not only the price level of individual 
categories of goods, but also their 
shares in the aggregate consumer 
inflation rate. In such a comparison, 
energy and food shares, which have 
seen significant growth in global 
markets, hold a special place.

• There are also large differences be-
tween countries in the weight of food 
and non-alcoholic beverages in the 
inflation basket. The higher the level 
of wealth of the country, the smaller 
the share of household expenditure 
on food. This means that with the 
same magnitude of the increase 
in food prices, its impact on infla-
tion in Poland will be nearly half that 
of Germany.

• The way in which electricity is gene-
rated also contributes to the varia-
tion in inflation between EU countries. 
The example of France shows that 
access to a relatively cheap source 
of energy (nuclear power) can re-
latively limit the increase in inflation.

• There is a strong direct link between 
the scale of extraordinary public 
expenditure and the scale of infla-
tion growth after 2019. In addition, not 
only domestic fiscal expansion, but 
also the increase in fiscal spending 
recorded in trading partner countries 
may contribute to inflation.

• Fiscal policy affects inflation and 
the cost of living for households 
through the following channels: 
o    as a result of jacked-up infla-
tion, the real incomes of bene-
ficiaries of social transfers grow 
much less than their nominal 
amount and some of this extra 
income is consumed by inflation; 
o    the imbalance in public finances, 
driving up inflation, increases the 
cost of living for all households and 
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the relative increase in the cost of li-
ving in relation to earned income is, of 
course, stronger in those households 
that do not enjoy additional benefits; 
o    lowering the credibility of public 
finances, the increased deficit le-
ads to a depreciation of the zloty 

– as a result, the cost of servicing 
foreign currency loans taken out by 
households, domestic prices of all 
imported goods and goods whose 
manufacture requires significant use 
of imported intermediates, are rising; 
o    expansionary fiscal policy, while 
encouraging price increases, redu-
ces the effectiveness of monetary 
policy in taking care of the stable 
level of the zloty, which makes a ti-
ghter monetary policy necessary to 
suppress inflation and bring it down 
to the inflation target, compared to 
a situation where the government 
would reduce public spending; 
o    the consumer price index, which 
is the main and most widely used 
measure of changes in the cost of 
living for households, does not take 
into account changes in the cost 
of servicing loans that result from 
changes in interest rates and chan-
ges in the exchange rate of the PLN 
in the case of foreign currency loans.

• The evaluation of the impact of fi-
scal policy on inflation growth was 
carried out on the basis of selected 
categories of public spending - the 
cost of supplemental pension be-
nefits and the cost of the universal 
500+ family support.

• The additional payment of benefits 
in the form of a 13th or 14th pension 
increases income in retiree house-
holds, but at the same time weakens 
the incentives of working people to 
extend their working lives in order to 
"earn" them higher pensions. Super-
numerary pensions increase public 
spending, and thus also increase the 

deficit and debt of state finances, 
as they are not covered by additio-
nal budget revenues. Higher deficits 
and low credibility of public finances 
raise inflation and thus increase the 
cost of living of all households.

• The second expense, which directly 
increases the deficit and debt of pu-
blic finances, is the universal benefit 
for families with children - 500+. The 
annual cost of its payment is PLN 41 
billion, or 1.3% of GDP in 2022. There 
is no evidence that the 500+ benefit 
contributed to the increase in fertility 
(the main declared purpose of this 
benefit), although it had a significant 
impact on the reduction of poverty 
in families with children.

• It can be estimated that the payment 
of two additional pensions, increasing 
the public finance deficit, increased 
inflation in the years 2022-2023 by 
about 0.7 percentage points. In turn, 
the payment of the "ineffective" part 
of the 500+ benefit (PLN 36 billion, 
or 88 percent of PLN 41 billion) in-
creased inflation by an additional 1.1 
percentage points. The direct infla-
tionary effect of just these two types 
of government spending together is 
therefore 1.8 percentage points.

• Increased spending and the low 
credibility of fiscal policy in Poland 
are not the exclusive factors that 
have contributed to the deprecia-
tion of the zloty since the Covid-19 
pandemic. These certainly include 
the Polish government's legal con-
flict with the European Commission 
over the judiciary or the blocking of 
disbursements from the National 
Reconstruction Program

• The combined effect of excessive 
public spending on account of, low 
credibility of fiscal policy and the 
associated depreciation of the zloty 
can be estimated at 2.2 percentage 
points of inflation.
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• The purpose of raising the minimum 
wage is to ensure an increase in the 
household income of low-skilled 
workers, however excessive incre-
ases in the minimum wage, reducing 
the margins earned by entrepre-
neurs, can lead to price increases, 
especially for those goods whose 
production involves an above-ave-
rage number of workers with relati-
vely low professional skills.

• Raising the minimum wage could 
be positive for some workers who 
maintain employment after that go-
vernment’s decision. It is also im-
portant to keep in mind the many 
other people who will lose their jobs 
as a result of the increase in the lo-
west wage, remain unemployed or 
inactive, as employers will create 
fewer new jobs.

• In addition to direct effects, the 
minimum wage can also have 
non-obvious or deferred effects: 
o    The increase in the lowest wa-
ges, hampering demand for wor-
kers entering the labor market 
with few skills, makes it harder for 
them to find jobs and gain expe-
rience. As a result, they are more 
likely to experience unemployment 
at the very start of their careers. 
o    Excessive increases in the mi-
nimum wage increase prices for 
services whose demand is cha-
racterized by low price sensitivi-
ty (e.g., locally provided services). 
o    The rapid increase in a country's 
lowest wage reduces the competiti-
veness of goods produced for export, 
and weakens incentives to locate 
foreign investment in that country. 
This, in turn, undermines GDP growth 
and labor demand.

• In Poland, the scale of minimum 
wage increases in recent years has 
been one of the strongest in the EU. 

Between 2018 and 2020, the ratio of 
the minimum wage to the average 
wage rose from 46% to 50%, making 
it one of the highest in the entire EU. 
In 2021-2022, the minimum wage 
still stands at about half of avera-
ge salaries.

• The results of analyses conducted 
for Poland confirm that excessive in-
creases in the minimum wage deva-
state jobs. By reducing the number 
of people earning labor income, the 
excessive level of the lowest wage 
increases the relative cost of living 
for households with rising unemploy-
ment or economic inactivity.

• In addition to worsening the situation 
of households by suppressing the 
demand for labor, excessive incre-
ases in the minimum wage can also 
directly lead to an increase in the 
cost of living by jacking up inflation. 
In view of the administrative increase 
in the minimum wage, employers 
may try to pass on the increased 
labour costs to the final prices of 
their goods.

• Using average estimates of the ela-
sticity of inflation to changes in the 
minimum wage in other countries, it 
can be assumed that, as a result of 
its increase in 2020 above the rate of 
average wages, consumer inflation 
and the cost of living for households 
in Poland have been bumped up by 
about 0.7 percentage points.

• As part of the protective measures for 
households, in 2022 the government 
introduced the so-called inflation 
shield including number of changes 
consisting in a temporary reduction 
in the amount of VAT or excise duty. 
Although its implementation has re-
duced the prices of some goods by 
a step, it cannot be expected that it 
may be a tool for permanently re-
ducing inflation.
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• If tax cuts are not accompanied by 
a commensurate permanent reduc-
tion in government spending, then 
anti-inflation shields are a de facto 
form of temporary fiscal expansion. 
The anti-inflationary shield stimu-
lates demand in the economy, and 
therefore works exactly the opposite 
of what one would expect from an-
ti-inflationary economic policy.

• It can be estimated that each month 
of the temporary solution increases 
the deficit of the public finance sec-
tor by about PLN 2.6 billion, or over 
PLN 30 billion per year (1% of GDP).

• Limiting the shield will re-
sult in households experien-
cing higher costs due to the: 
o    a rollback of the shield 
will cause a spike in inflation; 
o    the trajectory of inflation will be 
higher due to the increased de-
ficit of the public finance sector; 
o    the low exchange rate of the Po-
lish zloty due to the reduced credi-
bility of fiscal policy will also have 
an impact in the direction of higher 
inflation.

• The government plans to withdraw 
from the shield from the beginning 
of 2023. It can be estimated that a 
one-time direct effect of withdrawal 
could bump up the annual inflation 
rate by as much as about 2-3 per-
centage points. On top of this, the-
re may be secondary effects from 
passing on higher fuel prices to the 
prices of other goods.

• As a direct consequence of the Na-
tional Bank of Poland's interest rate 
hikes that began in late 2021, the cost 
of servicing mortgages increased 
and households' creditworthiness 
declined. The strong decline in de-
mand for own apartments was ac-
companied by an increase in interest 
in renting, so that their prices began 
to rise strongly. This situation was 
compounded by a strong increase 

in demand for rental housing from 
Ukrainians who fled the war after 
Russia's armed aggression against 
their country.

• Over the year to September 2022, the 
average offer price for renting an 
apartment up to 38 sqm in Warsaw 
increased by 34%, in Krakow by 44%. 
For apartments between 60-90 sqm, 
rental prices increased by 30% in 
Warsaw, and by more than 40% in 
other major cities.

• Most households in Poland live in 
units they own, therefore the share 
of housing rental expenses in the 
inflation basket is low. According to 
Eurostat data, only about 5% of ho-
useholds live in a rented apartment 
and the share of rental costs in the 
inflation rate is only 1% of spending.

• However, these costs are a consi-
derable burden on certain groups 
of households, mainly young people 
who move to large cities to look for 
work and those studying outside their 
parents' place of residence. In their 
case, the observed 30-40% increase 
in rental prices definitely raises the 
cost of living.

• In addition to increased demand, 
the high growth in rental housing 
prices in Poland is also due to re-
gulations that limit the develop-
ment of the rental housing market: 
o    the shaping of rental prices by the 
owners is defined by law – a change 
in rent is possible no more often than 
once every six months, and the notice 
period for previous terms is 3 months.; 
o    in the event of a willingness to 
change the rental price, apartment 
tenants can demand that landlords 
justify the increase on paper, the 
owners may justify changes in 
rental prices with increased infla-
tion or increased loan instalments; 
o    in order to protect themselves 
from an unreliable tenant, landlords 
can use a so-called occasional le-
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ase agreement, in which the tenant 
agrees to bailiff enforcement and 
to vacate the occupied apartment 
in case of default. However, it is im-
portant that such an agreement 
must be concluded in the form of  
a notarial deed, which increases the 
cost of concluding the transaction; 
o    the sale prices, but also the ren-
tal prices of apartments, depend 
on their supply of new proper-
ties. This one, in turn, is hampered 
by the still-low coverage of ma-
jor cities by zoning plans and the 
low supply of land for construction; 
o    despite a long-standing discus-
sion, regulations on the operation of 
specialized real estate investment 
funds, or so-called REITs, have still 
not been introduced into Polish law; 
o    a significant barrier to the deve-
lopment of the rental housing market 
is the still restrictive Tenant Protec-
tion Law. According to its provisions, 
even if a tenant does not pay rent, 
he or she cannot be evicted witho-
ut being provided with a substitute 
housing unit: social or temporary; 
o    as in all other areas of econo-
mic life, the cost of rental housing 
is bumped up by the legal risks re-
sulting from the lengthy processes 
of the contracting parties pursuing 
their claims in the courts.

• Galloping rental housing prices have 
led to increasing proposals in the 
public debate to regulate prices 
to prevent them from rising further. 
Among the possible ideas for regula-
ting rental housing prices are maxi-
mum rent prices, additional taxation 
of companies or households that 
rent a large number of apartments.

• In Poland, instead of controlling ren-
tal prices, the focus should be on 
increasing the supply of housing 

that could be rented. Administrati-
ve price locking always distorts the 
incentives of market participants 
potentially leading to, among other 
things, a reduction in supply, while 
it is necessary to increase it.

• The impact of the fiscal expansion 
and minimum wage regulations in-
creases inflation by about 3.0 per-
centage points. This means for the 
average worker, who earns the na-
tional average wage, an increase in 
the cost of living by PLN 1,500.

• According to the latest Nanny State 
Index, in 2021 Poland ranked 9th out 
of 30 assessed countries in Europe 
in a comparison of the amount of 
taxes and excise taxes imposed on 
alcohol products, tobacco products, 
e-cigarettes and selected food pro-
ducts (e.g. sweetened beverages).

• The excise tax increase introduced in 
2022 and further increases in these 
charges planned until 2027 will in all 
likelihood make Poland a country 
with even more restrictive taxation 
of these goods.

• Due to the relatively small share of 
alcohol (4.2 percent) and tobac-
co (2.0 percent) in total household 
spending, the direct impact of the 
excise tax increase on these goods 
on inflation in 2022 and 2023 can 
be estimated at only 0.1 percen-
tage points.

• For a person earning the average 
wage in the economy, the additional 
expense of purchasing alcohol and 
cigarettes is about PLN 60 per year.

• It seems that with the high cost of 
living due to increased inflation, Po-
les' interest in illegal alcohol and ci-
garettes will intensify, especially if 
the government consistently imple-
ments planned excise tax increases 
on these goods.
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1. Introduction

The purpose of this report is to analyze the 
impact of selected aspects of economic 
policy on the cost of living in Poland. Unlike 
many previous reports, the analysis pre-
sented here does not focus on pointing out 
the amount and differences in the level 
of taxes, which obviously determine the 
cost of living for households. No reasonable 
person disputes that 
high charges incre-
ase the cost of living 
because they reduce 
disposable income 
or raise the price of 
purchased goods. 
From the perspective 
of the average household, high taxes reduce 
the purchasing power of income. Therefore, 
their reduction seems to be a natural way 
to reduce the relative cost of living. The 
problem is that, given the amounts of pu-
blic spending, in most countries the room 
for tax cuts is severely limited. Anyway, the 

discussion of the amount of taxes disso-
ciated from the amount of state spending 
makes absolutely no sense. This is because 
a significant and lasting reduction in the 
tax charges requires a reduction in expen-
diture. Otherwise, this leads to an increase 
in the deficit and an increase in public debt. 
In this report, we show that the poor state 

of public finances 
significantly in-
creases the cost 
of living, and the 
scale of this in-
crease varies 
strongly among 
households with 

different characteristics. Increases in pu-
blic spending, and certainly increases in 
social spending, are almost always justified 
by politicians on the basis of the need to 
increase the income of a select group of 
beneficiaries, that is, to reduce their relative 
cost of living. On the practical side, however, 

From the perspective of the 
average household household, high 
taxes reduce the purchasing power 

of earned income. Their reduction 
therefore seems a natural way to

 lower the relative cost of living.
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such political gifts, unless adequately fun-
ded, lead not to a reduction in the cost of 
living, but to an increase. Public awareness 
that the deficit in public finances, resulting 
from increased state spending, raises the 
cost of living is severely limited. Meanwhile, 
the greater the voters' understanding and 
knowledge that healthy public finances are 
a source of prosperity and a decrease in 
the relative cost of living, the more difficult 
it will be for politicians to present new social 
spending as a genuine gift to society. Politi-
cians love to talk about who will benefit from 
their decisions, but pre-
fer to keep quiet about 
who pays for them. In 
this report, we show that 
one of the important 
reasons for the strong 
increase in inflation and 
the cost of living in Po-
land and in the world observed since the 
end of 2020 is an excessively expansionary 
fiscal policy. The statement popularized by 
Milton Friedman in the 1970s that there are 
no free lunches is more relevant today than 

many people may think. There is a growing 
consensus in the economic literature that, 
along with belated monetary tightening 
and Russia's aggression against Ukraine, 
the main driving force behind the global 
cost of living is increased public spending, 
which the official narrative was supposed 
to cause the exact opposite.  

In addition to analyzing the impact of fiscal 
imbalances on the cost of living, this report 
also examines the reasons for the rapid 
increase in rental housing prices observed 

over the past 
year. While the 
main reason for 
their growth is 
increased de-
mand from 
people who 
cannot afford 

to buy their own homes after interest rate 
hikes, and the influx of refugees from Ukraine, 
it is also important to recognize regulatory 
reasons that limit the supply of such housing. 

One of the significant reasons of the 
strong increase in inflation and the 
cost of living of living in Poland, as 

well as globally observed since late 
2020, is the overly expansive 

fiscal policy.
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2. How to objectively compare the costs 
of living in an international perspective? 

Household living costs are one of the most 
important issues that determine the quality 
of our lives. Comparative analysis of the 
cost of living can be based on various indi-
cators. Among them can be distinguished 
aggregate macroeco-
nomic indicators that 
illustrate the situation 
at the level of entire 
economies from the 
perspective of the ave-
rage consumer, but also indicators that take 
into account the often significant differen-
ces between households or individuals with 
different characteristics. 

Internationally, the total cost of living is on 
average higher in more developed countries, 
such as most Western European countries, 
than in developing countries, i.e. Poland and 
other post-Soviet countries of Central and 

Eastern Europe, among others. However, 
pointing out that the cost of living in Ger-
many or the UK, for example, is on average 
higher than in Poland is not only hardly re-
vealing, but above all says nothing abo-

ut the amount 
of relative cost 
of living, that is, 
the level of the-
se costs after 
taking into ac-

count the income earned. And yet it is well 
known that the average level of income 
earned by residents in highly developed co-
untries is higher than in catching-up coun-
tries. The appropriate indicator to compare 
the cost of living between countries taking 
into account both the level of income ear-
ned and the level of prices is the amount of 
income per capita taking into account the 
so-called purchasing power parity (PPP), i.e. 

The average Pole in 2021 could buy 
only 65 percent of the goods and 

services that the average German 
could afford with his or her income. 
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the different price level between countries. 
The actual average level of expenditure in 
Poland calculated in this way in 2021 was 
about EUR 25 000e, which accounted for 65% 
of the level noted in Germany. This means 
that, taking into account differences in price 
levels, the average Pole in 2021 could buy 
only 65% of the goods and services that 
the average German could afford with his 
income. Although this gap between Poland 
and highly developed countries is still si-

gnificant, it has been steadily decreasing 
for many years. Between 2010 and 2021, the 
average volume of real spending in Poland, 
taking into account purchasing power pa-
rity, increased by nearly 60%, compared to 
an increase of nearly 30% in Germany. This 
helped raise the amount of real house-
hold spending in Poland from 53% to 65% of 
the level recorded in our western neighbor 
(Figure 1). 

Figure 1. Level of GDP per capita at purchasing power parity (PPS) in 2010 and 2021. 
(thousands of euros)

Source: Eurostat.
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It is important for the people of any country 
that their real incomes grow as fast as pos-
sible in the medium and long term, while at 
the same time that the rate of increase in 
their cost of living grows as slowly as pos-
sible. Only such a situation guarantees a 
sustainable increase in their real income or, 
looking from another perspective, a decre-
ase in the real cost of living. Even though the 
cost of living in highly developed countries 
is clearly greater than in Poland, taking into 

account the income earned, the earnings 
there make it possible to buy more goods 
than in Poland on average. Good economic 
policy is distinguished by the fact that it pro-
motes economic growth, so that household 
incomes rise faster than the increase in their 
cost of living. In the next chapter, we show 
that the lack of fiscal discipline leads to an 
increase in inflation and thus increases the 
cost of living.
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3. Differentiation of inflation and cost 
of living growth in the European Union 
since 2019 

The cost of living can fluctuate strongly due 
to inflation. The faster the price of goods 
rises, the higher the cost of living of house-
holds. Typically, in an environment of rising 
inflation, the purchasing power of income 
declines because the rate of wage growth 
does not keep up with inflation. By default, 
taking care of monetary stability, that is, en-
suring that the rate of increase in the cost of 
living is not excessive in relation to the inco-
me earned, is the concern of central banks. 
But fiscal policy, i.e. governments' decisions 
on the level and structure of revenues as 
well as public spending, also has a signi-
ficant impact on the rate of price growth. 

In light of the results of many studies, the 
excessive level of spending in relation to 
the income earned, resulting in a deficit in 
public finances, has a significant impact 
on the cost of living, as it contributes to 

inflation. Among the numerous analyses of 
the reasons for the high increase in infla-
tion recorded since the beginning of 2022 
not only in Poland, but practically in most 
EU countries, it is increasingly emphasized 
that the above-average increase in pri-
ces recorded in some economies is due in 
significant part to overly expansive fiscal 
policy (e.g. Summers, 2021). In this section of 
the report, we show how the state of public 
finances is pushing up the cost of living, but 
also provide an expert estimation of how 
much of the CPI inflation currently observed 
can be attributed to selected categories of 
public expenditure. 

Historically, after the outbreak of the global 
financial crisis, major central banks first cut 
interest rates almost to zero, then began 
buying up assets in so-called quantitative 
easing, but this was mostly accompanied 
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by restrictive fiscal policy. Despite the large 
monetary expansion, this has not triggered 
consumer inflation, although it has resulted 
in strong price increases for some assets. 
In turn, with the outbreak of the COVID-19 
pandemic, the fiscal policy of many coun-
tries was significantly loosened. This time, 
governments pumped huge amounts of 
money into the economy. According to 
estimates by the International Monetary 
Fund (WEO, January 2022), in 2020, additio-
nal government spending related to the 
pandemic accounted for about 10 percent 
of global GDP. The measure of unplanned 
expenditures was the difference between 
the actual expenditures of the public fi-
nance sector in 2020 and their hypothetical 
level consistent with the trends recorded 
on average in 2015-2019. In some of the 
world's largest economies, the size of these 
extraordinary expenditures was even gre-
ater, for example in the US and the UK they 
accounted for nearly 20% of GDP, while in 
Germany they accounted for about 6% GDP. 

It is noteworthy that this fiscal stimulation in 
recent years has not been accompanied by 
a significant tightening of monetary policy, 
or at least the reactions of central banks 
have been well behind schedule (e.g. World 
Economic Outlook, 2022). The cumulative ef-
fect of expansionary economic policies has 
been that elevated inflation has become 
a global phenomenon. The rising inflationary 
pressures were compounded by a strong 
increase in energy commodity prices, fol-
lowing Russia's aggression against Ukraine 
in February 2022, which in turn led to an 
acceleration of inflation initially in energy 
itself, but soon also in the prices of all goods 
whose production or distribution requires 
large energy or fuel inputs. 

An analysis of the level of inflation in 2019-
2022 in the European Union countries shows 
that the extent of the increase in the cost of 
living of households varied strongly during 
this period (Figure 2). 

Figure 2. HICP inflation (y/y) in 2019-2022 (data for October of each year)

Source Eurostat.
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• First, both in 2019, and therefore before 
the Covid-19 pandemic, and now (Oc-
tober 2022), inflation levels in the new 
EU member states were significantly 
higher than in most Western European 
countries. 

• Secondly, while many Western European 
countries were recording consumer pri-
ce deflation at the end of 2019, i.e. even 
before the pandemic broke out, in Po-
land, Romania or Hungary inflation had 
already begun to accelerate noticeably 
by that time. At that time, its level was 
similar to or even exceeded the inflation 
target of their central banks. 

• Third, all EU countries have seen a si-
gnificant increase in inflation in recent 
quarters, with the scale of the increase 
being significantly higher in the new 
member states than in Western Euro-
pe. Particularly strong inflation growth 
took place in the Baltic countries, where 
it exceeded 20%, despite the fact that 
consumer price dynamics before the 
pandemic were almost identically low 
in these countries to those recorded in 
Western European countries at the time. 

• Fourth, the huge increase in inflation in 
2021 and 2022 in parts of the EU indicates 
that the strong slowdown in economic 
activity following the pandemic has 
not extinguished the rising inflationa-
ry tensions, but only postponed them. 
The large scale of 
these tensions is 
indicated by the 
high levels of core 
inflation, that is, 
inflation after exc-
luding energy and 
food prices. This is 
a very important indicator, which illu-
strates the scale of the increase in the 
prices of goods, which are most strongly 
affected by monetary policy conducted 
by central banks. Monetary, but also 
fiscal, policies of EU countries do not 
have a significant impact on the price 

formation of energy resources, since 
these countries are mostly their im-
porters. The same is true of food prices, 
which are significantly determined on 
global markets, and the domestic food 
production of individual EU countries 
does not have a significant impact on 
this market. At the end of 2020, and 
therefore at the peak of the pandemic, 
Poland's core HICP inflation was double 
the NBP's inflation target. By the end of 
2022, it was close to 12 percent, nearly 
five times the inflation target. High ener-
gy and food prices indirectly contribute 
to the increase in goods included in the 
core inflation index. However, the high 
baseline level of core inflation in 2020, 
and the huge magnitude of its increase 
until 2022, indicate above all the overly 
expansionary economic policy pursued 
by the NBP and the Polish government. 

A proper diagnosis of the causes of the rise 
in inflation is necessary to determine the 
most important factors that contributed to 
the observed price increase and what ac-
tions are necessary to limit further increases 
in the cost of living. 

An important factor affecting the cost of 
living and the level of observed inflation 
in different countries is not only the price 
level of individual categories of goods, but 

also their shares 
in the aggre-
gate consumer 
inflation rate. In 
such a com-
parison, energy 
and food shares, 
which have seen 

significant growth in global markets, hold 
a special place.  According to the weights 
used to calculate inflation in 2022, the sha-
re of energy in the HICP inflation basket in 
Poland is 14.5%, only slightly less than, for 
example, in Estonia (16%) or Latvia (16%), but 
at the same time more than in Germany 

All EU countries have recorded 
a significant increase in inflation in 

recent quarters, with the scale of the 
increase being significantly higher in 

the new member states than in 
Western Europe.
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Figure 3 . HICP base inflation excluding energy, food, alcoholic beverages and tobacco 
prices in 2019-2022 (data for October of each year)

Source: Eurostat.

(12%), France (10%) or Ireland (9%). This me-
ans that with the same scale of energy price 
increases, its impact on inflation in Poland 
or Estonia is half as strong as in Germany. 

There are also large differences between 
countries in the weight of food and non-

-alcoholic beverages in the inflation basket. 
In 2022 in Poland, their share in the HICP 
inflation basket is 18.4% compared to e.g. 
12.7% in Germany, but as much as 30% in Ro-
mania. The higher the level of wealth of the 
country, the smaller the share of household 
expenditure on food. This means that with 
the same magnitude of the increase in food 
prices, its impact on inflation in Poland will 
be nearly half that of Germany, while about 
40% less than in Romania. 

The way in which electricity is generated also 
contributes to the variation in inflation be-
tween EU countries. A particularly interesting 

example here is France, where a significant 
share of total energy production comes 
from nuclear power plants. Because nuclear 
power generation does not produce carbon 
dioxide emissions, its prices are unaffected 
by the high price of emission allowances 
under the EU's greenhouse gas emissions 
trading system (EU ETS). The relative incre-
ase in energy prices in France compared to 
other EU countries is also low due to the high 
price of coal and natural gas, whose prices 
have risen sharply since the outbreak of the 
war in Ukraine, and which is the dominant 
source of energy outside France. These two 
factors largely explain the relatively limited 
increase in inflation in France compared to 
other European countries. 
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4. Impact of public finances on the cost of 
living of households

There is a strong direct link between the 
scale of extraordinary public expenditure 
and the scale of inflation growth after 2019. 
In addition, not only domestic fiscal expan-
sion, but also the increase in fiscal spending 
recorded in trading partner countries may 
contribute to inflation. The magnitude of 
this indirect impact depends on the scale 
of international trade relations. For example, 
according to estimates by de Soyres et al. 
(2022) in the U.S., as much as 2.5 percen-
tage points of additional inflation in 2021 is 
due to increased domestic public spending 
(about 20% of GDP), and an additional about 
0.5 percentage point inflation from fiscal 
expansion in other countries that reported 
additional demand for goods produced 
in the US. In total, therefore, as much as  
3 percentage points of additional inflation in 
the U.S. can be attributed to overly expansio-
nary fiscal policy domestically and abroad. 
According to calculations by de Soyres et 

al. (2022) in Eurozone countries, local fiscal 
expansion accounts for approx. 1.8 percen-
tage points of additional inflation, and an 
additional 0.8 percentage points of inflation 
from the fiscal expansion of trading partners 
(a total of 2.6 percentage points). In develo-
ping economies, on the other hand, inflation 
conquered by domestic fiscal expansion is 
estimated at about 1.3 percentage points 
and an additional about 0.3 percentage po-
ints due to fiscal expansion abroad (a total 
of 1.6 percentage points). The much smaller 
increase in inflation resulting from fiscal 
expansion in developing countries than in 
developed economies is primarily due to 
the fact that poorer countries had less debt 
capacity in response to the Covid-19 pande-
mic and simply could not raise their public 
spending by a large margin. The analysis of 
the impact of fiscal expansion on the main 
US trading partners is extremely interesting 
by itself. Well, the authors of the cited study 
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estimate that while extraordinary public 
spending in the U.S. has boosted inflation 
there by about 2.5 percentage points, at the 
same time - by simultaneously weathe-
ring demand for foreign-produced goods -  
it has contributed to jacking up inflation in 
Canada by 1.7 percentage points, by almost 
0.5 percentage points in developing coun-
tries and by about 0.35 percentage points 
in eurozone countries. 

Analyzing the impact of domestic fiscal 
expansion on inflation growth, Banerjee et al. 
(2022) show that the magnitude of this im-
pact varies very substantially with the initial 
state of fiscal policy and the degree of cen-
tral bank independence. According to their 
estimates, based on an analysis of more 
than 20 developed countries over the past 
40 years, an increase in the public finance 
deficit of 1 percent of GDP raises inflation by 
0.1 percentage points on average over the 
following two years. However, in economies 
where the central bank can legitimately 
finance public spending and fiscal policy 
becomes expansionary, if the government 
bond market permits, a 1 percent of GDP 
increase in the deficit leads to a hike in in-
flation of as much as about 0.5 percentage 
points, so the effect is as much as 5 times 
stronger than the average in the sample 
analyzed. The cited analysis shows that 
controlling for the size of fiscal expansion 
and the impact of other macroeconomic 
variables, the primary reason for the varying 
magnitude of inflation growth in developed 
countries after the Covid-19 pandemic was 
the quality of fiscal policy pursued, while 
the independence of monetary policy was 
important, but to a significantly lesser extent. 
The authors show that in countries distin-
guished by the least reliable fiscal policy 
and average central bank independence, 
an increase in the deficit of 1 percent of GDP 
results in an increase in inflation of about 0.9 
percentage points as well. By comparison, 
with a similar magnitude of deterioration 
in public finances, in countries reporting 

average fiscal credibility, the increase in 
inflation is half as much (about 0.5 percen-
tage points), and in countries that have the 
highest fiscal credibility, it is as much as four 
times lower (about 0.25 percentage points). 
In order to better understand the impact of 
fiscal policy on the level of inflation and the 
cost of living of households, it is worth poin-
ting out several key channels of this impact:

• First, as a result of jacked-up inflation, 
the real incomes of beneficiaries of 
social transfers grow much less than 
their nominal amount. Simply put, some 
of this extra income is consumed by 
inflation.

• Second, the imbalance in public finan-
ces, driving up inflation, increases the 
cost of living for all households. The re-
lative increase in the cost of living in 
relation to earned income is, of course, 
stronger in those households that do 
not enjoy additional benefits. 

• Third, lowering the credibility of public 
finances, the increased deficit leads to a 
depreciation of the zloty. As a result, the 
cost of servicing foreign currency loans 
taken out by households, and therefore 
their cost of living, is rising. In addition, 
domestic prices of all imported goods 
(e.g., automobiles) and goods whose 
manufacture requires significant use 
of imported intermediates (e.g., motor 
fuels) are also rising. 

• Fourth, expansionary fiscal policy, while 
encouraging price increases, reduces 
the effectiveness of monetary policy 
in taking care of the stable level of the 
zloty. This makes a tighter monetary 
policy necessary to suppress inflation 
and bring it down to the inflation target, 
compared to a situation where the go-
vernment would reduce public spending. 
In practice, therefore, in order to lower 
inflation, the Monetary Policy Council 
in Poland has to increase the level of 
interest rates more and keep them at 
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this increased level for a longer period 
than if the government's fiscal policy 
were more restrictive. As a result, the 
higher interest rates set in Poland raise 
the cost of living for households with 
loans denominated in the PLN. 

• Fifth, it should be stressed that the con-
sumer price index, which is the main and 
most widely used measure of changes 
in the cost of living for households, does 

not take into account changes in the 
cost of servicing loans that result from 
changes in interest rates and changes 
in the exchange rate of the PLN in the 
case of foreign currency loans.  

The channels of influence of public finance 
on the cost of living described above are 
shown in Figure 1. 

Figure 4. Channels of influence of the state of public finances on the cost of living of 
households

Source: Own elaboration

The research results presented above are 
particularly relevant for assessing the im-
pact of fiscal policy on inflation growth in 
Poland. The report focuses only on selected 
categories of public spending, namely the 
cost of supplemental pension benefits and 
the cost of the universal 500+ family sup-
port. The choice of these social transfers is 
not accidental. 

The payment of 13 or 14 pensions is an obvio-
us break in the pension system, which assu-
mes that the amount of pension benefits 
received is determined by the amount of all 
pension contributions paid into the system 
over a working lifetime and by the annual 

valorization of pensions already granted. 
The additional payment of benefits in the 
form of a 13th or 14th pension increases 
income in retiree households, but at the 
same time weakens the incentives of wor-
king people to extend their working lives in 
order to "earn" them higher pensions. This 
is a typical "gift" from politicians, the cost of 
which falls on all taxpayers and consumers. 
These costs result from two elements. First of 
all, supernumerary pensions increase public 
spending, and thus also increase the deficit 
and debt of state finances, as they are not 
covered by additional budget revenues. 
This debt and the interest will have to be 
repaid. Secondly, higher deficits and low 
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credibility of public finances raise inflation 
and thus increase the cost of living of all 
households. As a result, the actual amo-
unt of supplementary 
pension benefits, both 
basic and additional, is 
lower than would re-
sult from their nominal 
amount. What's more, 
by bumping up inflation, these supplemen-
tary benefits also reduce the real incomes 
of all other households. 

In 2019-2020, all pensioners in Poland re-
ceived 13th retirement pensions. The one-

-time cost of such a benefit was about PLN 
11-12 billion. In 2021, those in power were even 
more generous and paid out the 13th and 
14th pensions, which cost more than PLN 23 
billion. Also in 2022, the government incre-
ased the household income of retirees again 
by paying them two additional benefits, at 
a cost of more than PLN 25 billion, or 0.8% 
of GDP. The government said it will also pay 
the same guarantees in 2023, when parlia-
mentary elections are planned. Certainly, 
the additional benefits have increased the 
disposable income of retiree households, 
but at the same time they have increased 
the deficit and public debt, and thus have 
also bumped up inflation. 

The second expense analyzed, which direc-
tly increases the deficit and debt of public 
finances, is the universal benefit for families 
with children - 500+. The annual cost of 
its payment is PLN 41 billion, or 1.3% of GDP 
in 2022. There are many quantitative stu-
dies that analyse the 
impact of this benefit 
on fertility, i.e. the main 
declared purpose of 
this benefit, and on the 
labour market in Po-
land (e.g. Magda et al., 
2019). In retrospect, there is no evidence that 
the 500+ benefit contributed to the increase 
in fertility, although it had a significant im-

pact on the reduction of poverty in families 
with children. However, it is worth empha-
sizing that the scale of poverty reduction is 

smaller than co-
uld be expected 
on the basis of 
simulation rese-
arch (Brzeziński, 
Najsztub, 2017). 

Moreover, the results of the cited study in-
dicate that the total eradication of extreme 
child poverty in Poland could be achieved 
by spending only 12% of the currently spent 
amount. Thus, nearly 90% of the expenditure 
on the 500+ benefit can be considered as 
a pure redistribution of income without an 
effectively defined goal. 

Based on the results of the quantitative 
studies presented earlier, it can be esti-
mated that the payment of two additional 
pensions, increasing the public finance de-
ficit, increased inflation in the years 2022-
2023 by about 0.7 percentage points. In turn, 
the payment of the "ineffective" part of the 
500+ benefit (PLN 36 billion, or 88 percent 
of PLN 41 billion) increased inflation by an 
additional 1.1 percentage points. The direct 
inflationary effect of just these two types of 
government spending together is therefore 
1.8 percentage points. This estimate should 
be further augmented by the impact of the 
observed imbalance in public finances, due 
to bloated spending, among other things, 
on the weakening of the zloty in relation to 
foreign currencies. At this point, it should be 
made clear that increased spending and 
the low credibility of fiscal policy in Poland 

are not the exc-
lusive factors 
that have con-
tributed to the 
depreciation of 
the zloty since 
the Covid-19 

pandemic. These certainly include the Po-
lish government's legal conflict with the 
European Commission over the judiciary 

With hindsight, there is no evidence 
that the 500+ benefit has contributed 

to fertility growth.

The complete abolition of extreme 
child poverty in Poland could be could 

be achieved by spending just 
12 percent of the amount currently 

spent amount on 500+.
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or the blocking of disbursements from the 
National Reconstruction Program. While it is 
not possible to separate the impact of pu-
rely political factors and fiscal imbalances 
on the zloty's exchange rate, it is prudent to 
assume that of the roughly 10% depreciation 
of the zloty over the past 2 years, about half 
is due solely to overly expansionary fiscal 
policy. Taking into account the National Bank 
of Poland's estimates of the impact of the 

zloty's depreciation on inflation, it can be 
estimated that the indirect impact of fiscal 
expansion on inflation through the exchange 
rate channel is an additional about 0.4 per-
centage points of higher price growth. The 
combined effect of excessive public spen-
ding on account of, low credibility of fiscal 
policy and the associated depreciation of 
the zloty can therefore be estimated at 2.2 
percentage points of inflation.



Warsaw Enterprise Institute

27

5. Excessive increase in minimum wage – 
a disservice to the public 

Raising the minimum wage is a tool often 
used by politicians to increase the house-
hold income of low-skilled workers. Public 
debate very often focuses on whether and 
to what extent administrative increases in 
the lowest wages affect employment. It is 
worth noting that the economic consequ-
ences of an increase in the minimum wage 
can and should be looked at more broadly 
and include its impact on the price level 
and therefore the cost of living. Excessive 
increases in the minimum wage, reducing 
the margins earned by entrepreneurs, can 
lead to price increases, especially for those 
goods whose production involves an above-

-average number of workers with relatively 
low professional skills. This applies, among 
others, to many services, such as bakery, 
catering. 

Although many commentators and analysts 
express the view that an excessive increase 

in the minimum wage does not impede the 
growth of the labor force, the findings of 
empirical studies indicate that this negative 
effect occurs and is particularly large for 
young people and low-skilled workers. Le-
ading to job cuts, excessive minimum wage 
increases are not an appropriate response 
to rising living costs. For some workers who 
maintain employment after an administra-
tive increase in the minimum wage, such 
a decision by the authorities can be ta-
ken positively, as it leads to an increase in 
the amount of goods they can buy. In their 
case, the relative cost of living will improve. 
However, when analyzing the effects of an 
increase in the minimum wage, it is also 
important to keep in mind the many other 
people who will lose their jobs as a result 
of the increase in the lowest wage, rema-
in unemployed or inactive, as employers 
will create fewer new jobs. These negative 
effects of the minimum wage will focus in 
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particular on the lowest income earners. In 
the analysis of phenomena occurring in the 
economy, very often what is more important 
and interesting is not what is easy to see or 
boast about, but what is harder to see and 
what is not highlighted. 

When evaluating the impact of the mini-
mum wage on the labor market, it is worth 
considering not only the direct effects, but 
also those whose impact is not apparent 
at first glance, or where the impact is po-
stponed over time:

• The increase in the lowest wages, ham-
pering demand for workers entering the 
labor market with few skills, makes it 
harder for them to find jobs and gain 
experience. As a result, they are more 
likely to experience unemployment at 
the very start of their careers. Importan-
tly, according to the study, these nega-
tive effects are also evident in the long 
term - because of their shorter work 
experience, even after a few years they 
earn less than those who entered the 
labor market more quickly.

• Excessive increases in the minimum 
wage increase prices for services whose 
demand is characterized by low price 
sensitivity (e.g., locally provided servi-
ces). Very often this additional cost is 
borne more than average by those who-
se salaries have increased as a result 
of the administrative increase in the 
minimum wage, as they spend a lar-
ger portion of their earnings on current 
consumption than is the case among 
those with higher incomes.

• The rapid increase in a country's lowest 
wage reduces the competitiveness of 

goods produced for export, and weakens 
incentives to locate foreign investment 
in that country. This, in turn, undermines 
GDP growth and labor demand, primarily 
among the lowest-skilled, who in the 
short run succumb to the delusion of 
a policy of rapidly increasing the mini-
mum wage. This is a classic example 
where short-term benefits do not lead 
to long-term profits.

The increase in the minimum wage, as in 
the case of additional pensions or univer-
sal 500+ parental benefits, is presented 
by politicians as a gift that, by raising the 
incomes of the lowest-paid, is expected to 
reduce their relative cost of living. But ex-
cessive increases in the minimum wage are 
most often counterproductive to the official 
narrative of the authorities. Again, politicians 
love to highlight who benefits from their 
decisions, while they overlook who loses out. 
The minimum wage is not a good tool for 
sustainably raising incomes and lowering 
the relative cost of living. Its growth may 
be positive, but only for those who remain 
employed. Instead, it is a disservice to those 
people who, as a result of the administrative 
increase in labor costs, will lose employment 
or will not be able to enter the labor market 
because too few vacancies will be created. 
Meanwhile, in Poland, the scale of minimum 
wage increases in recent years has been 
one of the strongest in the EU. Between 2018 
and 2020, the ratio of the minimum wage 
to the average wage rose from 46% to 50%, 
making it one of the highest in the entire EU 
(Figure 5). In 2021-2022, the minimum wage 
still stands at about half of average salaries. 
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Figure 5. Minimum wage as a percentage of the average wage in EU countries in 2020.

Source: Eurostat.

At this point, it is worth noting that the Nobel 
Prize for D. Card, who in one of his articles 
co-written with A. Kruger proved that the 
increase in the minimum wage in New Jer-
sey in the early 1990s caused an increase 
in the number of employees at fast-food 
restaurants there, does not undermine the 
general knowledge of economists about 
the negative impact of excessive mini-
mum wage levels on the labor market. The 
economic literature describes at least four 
mechanisms explaining why raising the 
minimum wage does not always lead to a 
decrease in employment. This may happen 
if (Ciżkowicz, Wojciechowski, 2022): 

• adjusting to the new regulations, em-
ployers reduce other elements of labor 
costs, and as a result, the growth in total 
employment costs is less than the in-
crease in the minimum wage alone (e.g., 
due to a decrease in training costs follo-
wing a reduction in employee turnover);

• an increase in the lowest wage streng-
thens workers' incentives to increase 

their productivity, or when it is accom-
panied by increased reallocation of wor-
kers from less to more productive jobs; 

• companies can pass on higher labor 
costs to the prices of their products 
without a significant decrease in de-
mand, that is, when the sensitivity of 
demand to price increases is very low; 
such a situation can occur, for exam-
ple, in locally consumed services; but 
already in the case of goods that are 
traded between entities from different 
regions or countries, the extent of market 
competition is much greater and, as  
a result, the sensitivity of demand to 
price changes is also greater;

• the level of salaries before the increase 
in the minimum wage is undermined 
by the employer's strong position in the 
local labor market, while at the same 
time workers do not have the opportu-
nity to take another job (the so-called 
monopson).
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The results of analyses conducted for Po-
land confirm the conclusions of studies for 
other countries that excessive increases in 
the minimum wage devastate jobs. By re-
ducing the number of people earning labor 
income, the excessive level of the lowest 
wage increases the relative cost of living 
for households with rising unemployment 
or economic inactivity. 

• Kaminska and Lewandowski (2015) show 
that between 2002 and 2013, as a result 
of excessive increases in the minimum 
wage, an average of about 110,000 jobs 
were cut each year in Poland. Moreover, 
the increase in the minimum wage in-
creased the num-
ber of temporary 
workers, and thus 
deepened dualism 
on the Polish labo-
ur market.  

• Albinowski and Le-
wandowski (2020) indicate that in the 
years 2008-2018, a rapid increase in 
the minimum wage in Poland reduced 
the number of workers in the least eco-
nomically developed regions, and only 
in the richer parts of the country its in-
crease had not significant impact on 
employment. 

In addition to worsening the situation of 
households by suppressing the demand for 
labor, excessive increases in the minimum 
wage can also directly lead to an increase 
in the cost of living by jacking up inflation.  
In view of the administrative increase in the 

minimum wage, employers may try to pass 
on the increased labour costs to the final 
prices of their goods. This will be the case 
in particular if an increase in the minimum 
wage is not accompanied by improvements 
in labor productivity. The results of studies 
conducted for the UK (Wilson, 2020), Hun-
gary (Harasztosi and Lindner, 2019) or the US 
(Aaronson et al., 2005) indicate that a 10% 
increase in the minimum wage increases 
inflation by about 0.2% - 1.5%. In the case of 
Poland, a 15.6% jump in the lowest wage oc-
curred in 2020, when its ratio to the average 
wage in the economy increased from 56% to 
50%. This surge in the minimum wage was 

primarily due to 
it being set at  
a very high level 
in the fall of 2019, 
with an additio-
nal contribution 
from a slightly 

lower increase in average wages due to 
the outbreak of the Covid-19 pandemic. If 
the ratio of the minimum wage to the ave-
rage wage in the economy were to remain 
at the starting level of 46% in 2020, it would 
be about 8% lower than it actually is. Using 
average estimates of the elasticity of in-
flation to changes in the minimum wage 
in other countries, it can be assumed that, 
as a result of its increase in 2020 above the 
rate of average wages, consumer inflation 
and the cost of living for households in Po-
land have been bumped up by about 0.7 
percentage points. 

In view of the administrative 
The increase in the minimum wage, 
employers may try to to pass on the 

increased labor costs labor to the 
final prices of their goods.
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6. Anti-inflation shields – a nice thing for 
your wallet, but a hindrance in the fight 
against inflation

As part of the protective measures for ho-
useholds, in 2022 the government intro-
duced a number of changes consisting in 
a temporary reduction in the amount of 
VAT or excise duty. This so-called inflation 
shield was initially supposed to be in for-
ce until the end of July 2022, then it was 
extended until the end of October, and 
most recently until the end of December 
2022. Although its implementation has re-
duced the prices of some goods by a step, 
it cannot be expected that it may be a tool 
for permanently reducing inflation. First of 
all, the anti-inflation shield is, by definition,  
a temporary solution. Even if it temporarily 
reduces the price level of certain goods, 
rational households know that in a short 
horizon the prices of these goods will rise 
again. If tax cuts are not accompanied by 
a commensurate permanent reduction in 
government spending, then anti-inflation 

shields are a de facto form of temporary 
fiscal expansion. As a result, current public 
expenditures are unchanged, but – due 
to lower prices - household expenditures 
are increasing. The anti-inflationary shield 
stimulates demand in the economy, and 
therefore works exactly the opposite of what 
one would expect from anti-inflationary 
economic policy. As we have highlighted in 
previous sections of the report, it is excessive 
demand, particularly from fiscal policy, that 
is one of the main reasons for the inflatio-
nary rebound currently being observed in 
Poland and around the world. Again, Milton 
Friedman's words about how there are no 
free lunches in the economy can be recal-
led here. First, the income loss caused by 
the introduction of the anti-inflation shield 
in Poland undercuts aggregate demand 
and, as a result, increases inflation. Tem-
porary tax cuts can be a tool to boost de-
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mand, especially in a recession, rather than 
a way to limit inflation, especially during an 
economic overheating period. Second, by 
weakening the anti-inflationary effects of 
National Bank rate hikes, the anti-inflation 
shield reduces the effectiveness of mone-
tary policy in Poland. As a result, bringing 
inflation down to the National Bank's target 
will require a stronger increase in interest ra-
tes and keeping them at elevated levels for 
a longer period of time compared to if fiscal 
policy were less expansionary. In an effort 
to temporarily mitigate the increase in the 
cost of living, the so-called "anti-inflationary 
shields" therefore increase the cost of living 
especially for those households with loans, 
and regardless of the currency in which the-
se liabilities are deno-
minated. In the case of 
loans taken out in the 
PLN, households pay 
higher interest due to 
the increase in interest 
rates, while in the case 
of foreign currency lo-
ans, the higher cost is due to the fact that 
anti-inflation shields - by increasing the 
deficit of the public finance sector - con-
tribute to the weakening of the PLN. 

According to the Finance Minister's esti-
mates, the extension of the so-called "an-
ti-inflation shield" by two months will result 
in a loss of tax revenue by 4.8 billion zlotys 
and excise taxes by about PLN 0.5 billion1.  
It can therefore be estimated that each 
month of the temporary solution increases 
the deficit of the public finance sector by 

1 Anti-inflation shield extended. Budget will be depleted by 5.3 billion from VAT and excise taxes,   
 www.forsal.pl, 2.09.2022.

about PLN 2.6 billion, or over PLN 30 billion per 
year (1% of GDP). If the shield is to be limited 
next year, households will experience higher 
living costs for at least two reasons. First,  
a rollback of the shield will cause a spike in 
inflation. Second, the trajectory of inflation 
will be higher due to the increased deficit 
of the public finance sector. Third, the low 
exchange rate of the Polish zloty due to the 
reduced credibility of fiscal policy will also 
have an impact in the direction of higher 
inflation. 

The government plans to withdraw from 
the beginning of 2023 the so-called tax 
and excise cuts on selected goods, as 
they have not been accompanied by  

a proportional 
reduction in 
public spending. 
Thus, from the 
perspective of 
price determi-
nants, we first 
had a tempora-

ry reduction in burden, which lowered the 
prices of selected goods, but at the same 
time boosted aggregate demand and in-
flation. Now, in turn, after the rollback of the 
shield, the prices of some of the previously 
reduced goods will rise. It can be estimated 
that a one-time direct effect of withdrawal 
from the shield could bump up the annual 
inflation rate by as much as about 2-3 per-
centage points. On top of this, there may be 
secondary effects from passing on higher 
fuel prices to the prices of other goods. 

The government plans to withdraw 
from the beginning of 2023 from 
so-called tax and excise cuts on 

selected goods, as this has not been 
accompanied by a proportionate 

reduction in public spending. 
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7. Excessive protection of tenants and 
possible additional regulation of the 
rental market will not increase the 
supply of housing, which means rental 
prices will still be high

As a direct consequence of the National 
Bank of Poland's interest rate hikes that 
began in late 2021, the cost of servicing 
mortgages increased and households' cre-
ditworthiness declined. Many families who 
had previously planned to buy their own 
apartment have had to postpone the deci-
sion to buy a home for the indefinite future. 
However, the strong decline in demand for 
own apartments was 
accompanied by an 
increase in interest in 
renting, so that their 
prices began to rise 
strongly. This situation 
was compounded by 
a strong increase in demand for rental ho-
using from Ukrainians who fled the war after 

Russia's armed aggression against their 
country. The combined effect of these two 
events has been a significant acceleration 
of rental housing prices in Poland especially 
since March 2022. 

For example, over the year to September 
2022, the average offer price for renting an 
apartment up to 38 sqm in Warsaw incre-

ased by 34%, in 
Krakow by 44%. 
For apartments 
between 60-90 
sqm, rental pri-
ces increased 
by 30% in War-

saw, and by more than 40% in other major 
cities (Figure 6). 

Many families who previously had 
planned to buy their own housing, 

have had to postpone The decision 
to buy an apartment into the the 

indefinite future.
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Figure 6. Rental offer prices for apartments in selected cities in Poland

Source: Ofertodom via www.bankier.pl
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According to Eurostat data, only about 5% of 
households live in a rented apartment, while 
in the Netherlands, for example, it is about 
30%, and in Germany as much as 40%. The 
underdeveloped rental market is characteri-
stic not only for Poland, but also for other new 
EU member states. Since most households 
in Poland live in units they own, the share of 
housing rental expenses in the inflation ba-
sket is low. According to Eurostat, in 2022 it is 
only 1% of spending, because on average we 
spend a negligible portion of our expenses 
on rent. By comparison, in the Netherlands 
and Germany the share of rental costs in the 
inflation rate is 9% and 13% respectively. As 
a result, high rental prices in Poland do not 
significantly bump up inflation, certainly less 
than in many Western European countries. 
However, these costs are a considerable 
burden on certain groups of households, ma-
inly young people who move to large cities 
to look for work and those studying outside 
their parents' place of 
residence. In their case, 
the observed 30-40% 
increase in rental pri-
ces definitely raises the 
cost of living. 

In addition to increased demand, the high 
growth in rental housing prices in Poland is 
also due to regulations that limit the deve-
lopment of the rental housing market. 

First, the shaping of rental prices by the 
owners is defined by law. Thus, a change 
in rent is possible no more often than once 
every six months, and the notice period for 
previous terms is 3 months. 

Second, in the event of a willingness to chan-
ge the rental price, apartment tenants can 
demand that landlords justify the increase 
on paper. On the other hand, owners may 
justify changes in rental prices with incre-
ased inflation or increased loan instalments.
As a third point, in order to protect themselves 
from an unreliable tenant, landlords can use 

a so-called occasional lease agreement, in 
which the tenant agrees to bailiff enforce-
ment and to vacate the occupied apartment 
in case of default. However, it is important 
that such an agreement must be concluded 
in the form of a notarial deed, which incre-
ases the cost of concluding the transaction. 
Fourth, the sale prices, but also the rental pri-
ces of apartments, depend on their supply of 
new properties. This one, in turn, is hampered 
by the still-low coverage of major cities by 
zoning plans and the low supply of land for 
construction. 

Fifth, despite a long-standing discussion, re-
gulations on the operation of specialized real 
estate investment funds, or so-called REITs, 
have still not been introduced into Polish law. 

Sixth, a significant barrier to the development 
of the rental housing market is the still restric-
tive Tenant Protection Law. According to its 

provisions, even 
if a tenant does 
not pay rent, he 
or she cannot be 
evicted without 
being provided 
with a substitu-

te housing unit: social or temporary. Such 
housing should be provided by the muni-
cipality, but in practice the availability of 
such is very limited. If the municipality fails to 
provide housing for an evicted tenant, then 
the owner has a claim for damages from 
the municipality. 

Seventh, as in all other areas of economic 
life, the cost of rental housing is bumped up 
by the legal risks resulting from the lengthy 
processes of the contracting parties pursuing 
their claims in the courts. Cuerpo et al. (2014) 
indicate that speeding up the litigation pro-
cess is one of the key barriers to the develop-
ment of an efficient rental housing market. 

The development of such has significant 
macroeconomic benefits. The results of a 

W Polsce większość gospodarstw 
domowych mieszka w lokalach, które 

są ich własnością, udział wydatków 
na wynajem mieszkania w koszyku 

inflacyjnym jest niski. 
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survey conducted in Poland in 2017 indicate 
that households in Poland perceive property 
ownership not only as a cheaper form of sa-
tisfying housing needs compared to renting, 
but also as the only possibility to provide a 
safe place for the family and a real "feeling 
of home sweet home" (Czerniak, Rubaszek, 
2017). Importantly, the study also indicates 
that one of the main barriers to the develop-
ment of the rental housing market in Poland 
is the lack of professional rental services. 
Rubaszek and Rubio (2020) indicate that 
the more developed the rental market is, the 
less fluctuations in economic activity affect 
property prices. As a result, the risk of both 
excessive increases in housing prices during 
prosperous periods and, at the same time, 
a sharp break in their prices during econo-
mic downturns is reduced. What's more, less 
volatile real estate prices increase the pre-
dictability of investments, reducing the risk 
premium, which should ultimately contribute 
to lower housing and rental prices.

Galloping rental housing prices have led to 
increasing proposals in the public debate 
to regulate prices to prevent them from ri-
sing further. According to the results of a GfK 
survey conducted in October 2022, 56% of 
Poles surveyed would like the state to control 

2 Poles cannot afford to buy and rent. Prices to regulate?, Rzeczpospolita, 20 th October 2022.

rental property prices2. Among the possible 
ideas for regulating rental housing prices are 
maximum rent prices, additional taxation of 
companies or households that rent a large 
number of apartments. 

It should be emphasized that public expecta-
tions of rent price regulation cannot replace 
a sound analysis of the actual causes of high 
rental prices, which undoubtedly drive up 
the cost of living for households. In Poland, 
instead of controlling rental prices, the focus 
should be on increasing the supply of ho-
using that could be rented. Administrative 
price locking always distorts the incentives 
of market participants potentially leading to, 
among other things, a reduction in supply, 
while it is necessary to increase it. Unfortu-
nately, due to the difficulty of quantifying the 
degree of tenant protection, there is as yet no 
systematically collected data on the subject 
and, as a result, there is also a lack of much 
quantitative analysis to show the benefits of 
an increased supply of rental housing. Few 
available studies indicate that rental price 
control leads to a decrease in housing supply 
(Diamond et al., 2019), which in the medium 
and long term raises rental prices instead of 
lowering them (Elfayoumi et al., 2021). 
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8. How much is inflation costing?

The question of how much inflation costs 
us is fundamental to its impact on the cost 
of living. Inflation is a type of tax that, as  
a result of expansionary economic policies, 
the authorities impose on their citizens witho-
ut directly involving parliament. Published 
inflation rates in percentage terms illustrate 
what portion of our income is taken away by 
this particular tax. Let's try to look at it from 
the perspective of the average worker who 
earns the average national salary. 

The average level of gross monthly wages in 
the national economy in Poland in 2021 was 
PLN 5,683. Under the conditions of 2022, i.e. 
taking into account the changes introduced 
under the so-called Polish Deal, the monthly 
income on hand of such a person was about 
PLN 4,200. Given the increased price level in 
2022, we can assume that, on average, total 
income is spent on consumption, i.e. house-
holds do not accumulate more savings. At 
the time, each 1 percentage point of annual 
inflation raised the average monthly cost of 
living by PLN 42, that is, by more than PLN 500 
per year. It can be assumed that the gover-

nment and the central bank have no direct 
influence on the formation of fuel and food 
prices, so even with the most preventive and 
credible economic policy possible, inflation 
in Poland in 2022 would obviously not be zero, 
but certainly the level of core inflation, i.e. 
inflation after excluding the prices of these 
two categories, could be significantly lower.

Let's try to summarize the conclusions pre-
sented earlier about the impact of fiscal 
expansion and minimum wage regulation on 
inflation. According to this estimate, the com-
bined effect of excessive public spending 
and low credibility of fiscal policy, causing the 
depreciation of the zloty, jacked up inflation 
by about 2.2 percentage points.  The ad-
ditional impact of excessive minimum wage 
increases on inflation has been estimated 
at about 0.7 percentage points. In total, this 
results in inflation higher by nearly 3.0 per-
centage points. So, the direct consequence 
of the analyzed actions of the authorities for 
the average worker is an increase in the cost 
of living this year by about PLN 1,500.
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9. Nanny State Index

According to the latest Nanny State Index, in 
2021 Poland ranked 9th out of 30 assessed 
countries in Europe in a comparison of the 
amount of taxes and excise taxes impo-
sed on alcohol products, tobacco products, 
e-cigarettes and selected food products 
(e.g. sweetened beverages). Compared 
to 2019, we have moved up three places in 
this ranking, which means that, taking into 
account the amount of our income, the re-
lative size of taxation on these goods in Po-
land has increased. The excise tax increase 
introduced in 2022 and further increases in 
these charges planned until 2027 will in all 
likelihood make Poland a country with even 
more restrictive taxation of these goods.

• First, excise taxes on alcoholic beverages 
(excluding apple cider and perry) were 
raised by 10 percent starting in 2022. 

• Second, starting in 2022, the minimum 
excise rate on cigarettes has been incre-
ased by 5 percent, and the excise rate on 
so-called innovative smoking products 
has been increased by 100 percent.

• Third, the government has adopted in 
parallel the so-called Excise Map, which 
provides for a further increase in these 
charges: between 2023 and 2027, excise 
taxes on alcohol are to be increased 
by 5 percent a year, and excise taxes 
on cigarettes, tobacco and other smo-
king products by as much as 10 per-
cent a year. 

Although in the official narrative of the go-
vernment, the excise tax increases intro-
duced in 2022 and planned for subsequent 
years are justified by concern for the health 
of Poles, there is no doubt that the main 
purpose of these changes is to increase 
revenue to the budget. According to the 
explanatory memorandum to the bill, solely 
as a result of the planned excise tax incre-
ase, the price of a 0.5-liter bottle of vodka 
is expected to rise from PLN 22 in 2021 to PLN 
28.2 in 2027, or by about 28 percent, while 
the price of a can of beer is expected to rise 
from PLN 2.8 in 2021 to PLN 3.06 in 2027, or 
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by about 9 percent. For a pack of cigarettes, 
excise taxes are expected to rise from PLN 
0.3 in 2022 to PLN 1.24 in 2027, which is more 
than quadruple. 

Due to the relatively small share of alcohol 
(4.2 percent) and tobacco (2.0 percent) in 
total household spending, the direct impact 
of the excise tax increase on these goods on 
inflation in 2022 and 2023 can be estimated 
at only 0.1 percentage points. However, for 
a person earning the average wage in the 
economy, this means an additional expense 
of about PLN 60 per year for the purchase 
of alcohol and cigarettes.

With a high public finance deficit and plans 
to maintain reduced burdens on electri-
city, among other things, in 2023, the go-
vernment will not abandon its search for 
additional budget revenues, and planned 
increases in excise taxes on alcohol and 
cigarettes will go into effect. The health of 
Poles can hardly be expected to improve 
significantly as a result of higher prices for 
these goods. The exact opposite effect may 
occur, for example, instead of alcohol from 

legal sources, some households will seek 
cheaper substitutes from contraband or 
from so-called home production, which will 
not always be of enough quality. The same 
could happen with cigarettes. It seems that 
with the high cost of living due to increased 
inflation, Poles' interest in illegal alcohol and 
cigarettes will intensify, especially if the go-
vernment consistently implements planned 
excise tax increases on these goods. From 
this perspective, the planned additional 
revenue to the budget from higher excise 
taxes may prove to be overstated.

All public spending needs funding. While lo-
wering the charge for household purchases 
of electricity may seem more justifiable than 
withholding excise tax increases, this situ-
ation shows that we face the short blanket 
dilemma in Poland's public finances. Even  
a temporary reduction in some burdens or 
an increase in some spending requires an 
increase in taxes, or excise taxes on other 
goods. The worst thing about this is that 
even in prosperous times, public spending 
in Poland is higher than the income earned.
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