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TRANSFORMATION IN POLAND
Libor Zidek *

The goal of the paper is to analyse economic deweémt in Poland during the
transformation period. The paper is organized Hsvis: first of all, we concentrate on
the political development during the communist perin order to understand better the
initial political and economic conditions in thewtdry. The same objective is pursued
in the second chapter describing the state of ttisiPeconomy at the end of the 1980s.
These two chapters should help the reader undedrgtarextent of the goal to transform
the economy from a centrally planned one to maslgstem. In the following chapters
we briefly describe political development during ttransformation period as politics
played a crucial role in determining economic meesu And we follow the
transformation period up to the admission of thentoy to the EU in 2004 The main
part of the text is dedicated to economic reforaksng place in the country after 1990.
Separate subchapters concentrate on privatisation development of the banking
sector. Economic results are analysed in the lzegpter. We will see the development
of the main economic indicators — among others econ growth, unemployment,
inflation and external relationships.

Generally, we proceed in the structure from theasibn at the beginning of the
transformation process, via the economic policy thes applied by the reformers to the
economic results that were achieved during thesfomation period. As a consequence,
the reader should become familiar with all the maispects of the economic
transformation and economic results.

We would like to point out that while working onetlpaper, we came across troubles
with data. There are foremost problems with th@tlerof consistent data series because
it is highly difficult to find relevant and homogeuns data that would cover the whole

transformation period. As a consequence, we akefbto use shorter series. The data
that we use are in our view the best that couldHmen obtained.

1. Long run political development

Poland became a part of the communist block affierSecond World War. But Polish
relationship with Russia and the Soviet Union lateas always prickly and it
determined the attitude towards socialism in thenty The first step on the way to

! Department of Economics, Faculty of Economics @ufininistration, Masaryk University,
Lipova 41a, Brno, Czech Republic, 602 00, email: z@@ekon.muni.cz

2In rare cases (when we found it interesting) lodges in charts are depicted, or data in tables
refer to longer periods. But the text concentratdyg on the period up to 2004. When useful we
add into the tables information about developmaenbther countries (foremost in the Czech
Republic and Hungary). This is only additional imf@tion for the reader. In the text we mainly
focus on describing the development in Poland.

3 We can mention several events — occupation ofragfePoland between the end of thé"18
century till the First World War; the Polish-Russiar (1919-1921); the Molotov-Ribbentrop
pact that divided Poland between Germany and twéeS0nion at the beginning of the Second
World War; or the massacre of thousands of Poliibens by Russians troops in Katyn in 1940.
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total Russian domination was the fact that thedhqgtiost-war government was created
only from the exile government situated in Rus$iae exile government in the UK was
totally ignored. Later on, Polish communists (Pol&/orker’'s party — PSDS) rigged
elections in 1947 and took over the power.

The communist reign was not without problems. Tih& fnass uprisings took place in
Poznan already in 1956. The protests were triggeyeldck of foodstuff and consumer
goods, decline in real incomes and generally bamh@mic situation. However, these
protests were suppressed. In 1956, Wladyslaw Gan{@/805-1982) became the leader
of the PSDS. He proposed a program of economianefoThe Soviet Union did not
agree with the steps and even threatened Polatdanmilitary action. Later on, the
situation calmed down and Gomulka proceeded with iforms and his reign is
nicknamed as Gomulka's thaw. But the economic tsitaalid not improve and there
was another wave of riots and strikes in 1970 wiwehe bloodily suppressed and led to
Gomulka's resignation. Eventually, he was replamgdEdward Gierek (1913-2001) in
1970. Gierek promised economic reforms, improvenienndustry, and overall uplift
of Polish economic situation. Gierek was able tovilace western politicians to provide
aid and loans to Poland. But the country sufferednfgrowing prices, food shortage
and increasing foreign debts. In 1978, Jan Pavell elected the new pope; he soon
became a symbol of Polish opposition against tlenconist regime. Generally, lack of
basic freedoms and inferior economic conditionsewproved in high numbers of
people that left Poland during the communist reigrwe can see in the following chart.
Between 1966 and 1989, nearly 600 000 Polish indatsi left the country.

Chart 1: Emigration, Immigration and net migration in Poland in 1966-2008
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Source Central Statistical Office (GUS),
http://www.stat.gov.pl/gus/5840_8408 ENG_HTML.htm, {292010)

The government decided for another round of ecoaamiorms and among others
increased prices in 1980. This step led once aigajrotests. This time, the protests
were centred in shipyards in Gdansk and Szcecieyevtrade unions named Solidarity
were consequently formed. Lech Walesa (1943-) bedam leader of the trade unions.
During the riots, Gierek was forced to resign.
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General Wojciech Jaruzelski (1923-) took power981 after a short reign of Stanislaw
Kania. He proclaimed martial law with the main gdal suppress the Solidarity
movement. The trade unions moved to illegality Hredleaders were put to jail. Walesa
won the Nobel Peace Prize in 1983. The conflicivben the communist government
and the opposition lasted untill the beginning 889 when a new surge of huge strikes
forced the government to accept Solidarity.

2. Economic situation

The centrally planned system was introduced in iRblafter the Second World War.
The country was relatively backward with a largetmd GDP created in agriculture.
The farmers were forced into cooperatives just likeother countries of the Eastern
Block. However, a relatively high proportion watoaled to remain in private hands, or
returned to private owners already in the 1950«dmparison to Czechoslovakia, this
was a significant and important difference. Ecormnaiforms were applied during the
political melting in the 1960s and the 1970s. Bample, Poland became a member of
GATT in 1967. During the 1970s Polish governmentréivved a lot of money from
abroad, which led to growing foreign debt. Sincer@%he country offered legal
environment for foreign direct investment. GengralGierek hoped to increase
economic growth by a huge investment wave. During first half of the 1970s,
investment really increased by 133 % and GNP b%2Berend, 2009). However, this
development did not lead to improvement in thecstme or technological level of the
economy — it was directed mostly into the backwaemdustries. As a consequence,
investment mostly resulted in overheating of theneeny and continuous inflationary
pressures.

The economic situation sharply worsened with thet sif the global debt crisis in 1980.
Poland was one of many affected developing countee that time. Polish GDP
declined by 10% between 1978 and 1983. This ecanenisis brought about lack of
foodstuff and consumption goods, and led to a wakeiots connected with the
founding of Solidarity as we have already mentioriBte government deficit reached
8% of GDP at the end of 1980 (Watanabe, 2002)9B21the country was not able to
pay its debts. Furthermore, it suffered from théiciteof balance of payment and
monetary excess in the following years as well.ekpr debt can be seen in the next
table.

Table 1: External debt/exports of goods and servisg(in %)

1985 1986 1987 1988 1989 1990
Bulgaria 34.8 52.9 61.3 86.5 106.2 1546
Czechoslovakia 324 33.8 36.2 40.p 45[1 56.3
Hungary 148.5 166 174.9 173.8 169(7 171.7
Poland 252.1| 259.5 294.8 254, 2617 2515
Rumania 63.5 66.1 57.7 20.3 4.3 6.1

Source: Jonas (1997)
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The martial law did not succeed in stabilizing theonomic situation. There was
continuous lack of basic products during the 19&nomic results were worsening
even if there were steps towards economic ratipatdin — Poland, for example
introduced a bankruptcy law in 1983, a two-pier kiag system in 1988 and it was
possible to start small business for foreignerd\blish roots already in the 1970s.
The main reform steps are depicted in the followaige.

Table 2: Chronology of reform measures before 1990

Reform measure Hungary Poland Czechoslovakia
Cancellation of obligatory plans 1968 1982 1990
Cancellation of centralized quotas 1968 1991 1990
E:;ta;steps leading to liberalization pf 1968 19571975 1991
Unified exchange rate 1981 1990 1991
Admission to IMF and WB 1982 1986 1990
Free private enterprises 1982 No restrictions 1991
Bankruptcy law 1986 1983 1991, 1992
Two-stage banking system 1987 1988 1990
New income tax system 1988 1992 1993
VAT system 1988 1993 1991(sic)
Corporate Law 1989 1990 1991
Trade liberalization 1989 1990 1991
Unemployment benefit system 1989 1990 1991

Source: Kornai (1996)

The country was hit by another crisis in 1987 whiebulted in growing shortage of
foodstuff and consumption goods. The governmene @yain partly liberalized prices,
which led to growing inflationary pressures. Thidicator reached 640% in the autumn
of 1989 (average yearly increase in prices in 980% was 60%). On the whole we can
say that economic policy in Poland was chaotic.Haxge rate was another example of
economic distortions. We can see it in the follagvtable. The difference between the
official exchange rate and the exchange rate obldek market was enormous.

Table 3: Exchange rates to American dollar (averagein units of national currency)

Czechoslovakia Hungary Poland
Official Unofficial Official | Unofficial | Official | Unofficial
1988 14.36 33.44 50 . 431 1979
1989 15.05 43.39 59 . 1446 5665
1990 17.39 (39.0-40.0) 63 . 9500 9570
1991 29.48 32.28 74 . 10559 10731

Source: Winiecki, Regional survey, (1993)

' The centrally planned economies used to have regstgith multiple exchange rates — for
different transactions (for example exports, impotburism and so on) different exchange rates
were used. Unifying of the exchange rate meantddmaing of this system.
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Economic results were partly caused by specifiasRadelf-managed socialism. This
system was generally similar to the system in Yiaos. The main idea was that
companies controlled by the workers should functioa better way. It was hoped that
the motivation of the employees should increase #@ndhould improve overall
efficiency. The system was introduced under thesgqre by Solidarity in 1981 with a
new Act on State Enterprises. According to this, aelif-governing councils were
established in all companies (with the exceptiommilitary and strategic production).
The councils were elected by plenary meeting oéalployees for 2 year periods. They
were enormously powerful — they had rights to appand dismiss directors, control
their activities, exercise the veto privilege ovall important decisions, accept
production plans etc. The councils had the rightdéwide about liquidation of the
company as well. In reality, the impact of the syston companies is generally deemed
negative. The employees imposed pressure on thagearent to increase wages in
excessive way (that add to inflationary pressuresiolman (2000). Both of the
countries that foremost used this system — PoladdYaigoslavia — suffered from high
inflation. The employees were (of course) agaimst eationalisation of production
connected with dismissing of workers. And the systid not improve motivation of
the employees either (Holman, 2000).

Overall ownership structure was another problemthd Polish economy. State
companies and cooperatives created 81.9% of GI1R88 and the private sector made
18.1%, but without agriculture the number was ohB% of GDP (Wang Zhen, 1991).
The long-run development of the state and privatges can be seen in the following
table. We should notice that the share of the pgigactor was growing since the end of
the 1970s and that handicraft production, for eXamwas mostly private (Gabrisch,
Holscher, 2006). Generally, private sector was ifiggntly larger than in
Czechoslovakia.

Table 4: The share of nationalized and private seot in industrial production in
Poland

Year Share of the Share of private
nationalized sector companies

1977 98.22 1.78

1980 97.54 2.46

1985 95.49 4.51

1989 93.4 6.6

1990 91.2 8.8

Source:Wang, Zhen (1991)

The structure of the Polish economy representedagether problem. The share of
agriculture in GDP and employment was very higle ¢edle 18) and thus it was a proof
of relative underdevelopment of the economy. Armatnmproduction which created a
relatively high (2.5%) proportion of Polish induatrproduction was another obstacle to
the transformation process. In the 1980s, Polansl amaong ten biggest producers of
weapons (usually right after Czechoslovakia). Mafsthe weapons (two thirds) were
produced for the Warsaw Pact countries and in thaef Union in particular (Szayna,

1995).
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There were economic problems already in the 1960w following chart shows sharp
declines. After the previous analysis of econonoticy, we should not be surprised
that the long-run economic results extremely woesein the second half of the 1970s.
Economic growth declined to zero and stayed claset tin the following decade
(average growth was only 0.35% - Maddison, 20103.3Nould notice the overall trend
in the chart, too.

Chart 2: Economic growth and long run trend (by HPfilter) in Poland 1950-1989
(in %)
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Source: Maddison, Historical Statistics, RetrievedOctober 11, 2010 from
http://www.ggdc.net/MADDISON/oriindex.htm

As we have already mentioned, Poland had probleitis inflation pressures in the
1980s. Monetary excess which was connected witinfimg of the government debt
was the main culprit, yet another source can be sea continuous pressure on growth
in wages which was not balanced by growth in praditg (see above). The
government responded by regulating wages and pridesse measures led to general
imbalance on the markets; lack of goods and emesgehblack market; or see it from
a different angle surplus of aggregate demand swpply. Regulated prices meant that
part of the inflation pressures stayed suppressed (appeared only after price
liberalization). There were similar problems in @theconomies (Hungary and
Czechoslovakia), too, but in Poland the situati@s @wenerally significantly worse.

Another huge problem was connected with currentoatc We can see the

development of this indicator in the following chafrhe economy was relatively closed,
too — it had a lower volume of trade than Czechat@ in 1989 (Lavigne, 1999) even

though the size of the economy was of course bjggat Czechoslovak economy was
relatively closed as well. At the same time, foneiigvestment in the country was highly
limited. According to UNCTAD (2006), FDI stocks meed only 0.2% as a percentage
of GDP.
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Chart 3: Current account balance % of GDP
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Source: International Monetary Fund, World Econoniutlook Database, October 2010,
http://www.imf.org/external/pubs/ft/iweo/2010/02/weodatix.aspx (1.12.2010)

We have described economic development in the cpuBut we have omitted the
economic steps that were taken in 1989 after Rakiog@vernment had introduced a
reform program. The program included among othbesdlisation of foreign exchange
transactions; equal conditions for different tym#sownership and opened ways for
privatisation of state owned companies, it alsaiced subsidies on a large humber of
consumers products (especially food), and closedfigient plants or incentives for
foreign investors (Watanabe, 2002). The author lcoles that economic reforms as a
consequence did not have to start from the scratch.

3. Political development

We have already mentioned that weak economic Bitudéd to a situation when the
communist party was forced to accept negotiatioitls @olidarity in 1989. The round-
table negotiations resulted in a pseudo-democsgttem that was expected to last for
4-6 years. Part of the agreement was a promisegenize elections in June 1989. The
elections were only partly free, but Solidarity ested great victory that resulted in a
situation when this political force de facto toodwer. And Poland finally had its first
non-communist government in September 1989. Sortteecduthors — Orenstein (2001)
— think that the change was so quick that Soligaxids completely unprepared for it.
But the support for the government was very higimaary — 75% — at that time. Walesa
was elected the president at the end of the year.

The first entirely free elections took place in 19$olidarity had meanwhile split apart.
The economic development was one of the causefeofsplit because there were
constant disputes about the radical economic refa@mansformation decline was more
severe than had been expected. The proportiorabedd system resulted in 29 political
parties in the Parliament. No party gained morenth@% of the votes, and so the
political situation was fragile and coalition gomerents (and prime ministers) changed
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several times and they were generally weak. There wther disputes inside Solidarity,
among others about the pace of the economic refdrhresfirst steps towards European
integration were made by signing the associateeageat in 1991. New constitution

was approved in 1992 and it codified a more inftis@mole of the president.

Protests took place during the whole period sifoe dtart of the reforms but the
summer of 1992 was exceptionally “hot”. As a consawe, early elections proceeded
in 1993. The elections were won by left wing partigth the Democratic Left Alliance
(post-communist party) as the winner. The new guvent generally continued with
the transformation process but at slower pace,itaaldo put more emphasis on social
aspects. The leader of the Democratic Left Alliaddeksander Kwasniewski (1954-)
defeated Lech Walesa in the following presidergigictions in 1995 and became the
head of the state for the next 10 years.

The next parliamentary elections in 1997 were wemight wing parties unified in the
Solidarity Electoral Action. It was a heterogenedlck of 40 political groups. They
joined against the left but it was difficult foretm to find a uniform position while
governing the country. In spite of this, the goveemt was able to take unpopular steps
leading to decline of its popularity and its collapin 2000. In the meantime, Poland
became a member of NATO in 1999. The country washy a minority government
untill the next elections in 2001. These were wgrlandslide by the Democratic Left
Alliance again. The party created a coalition tbgetwith the Polish People’'s Party.
But this coalition broke down in 2003 and the coyntas ruled till the next elections
by a semi-clerical government. Poland became a raeofithe EU in 2004.

Facts mentioned above show that political situatioRoland was rather unstable. The
governments changed quickly (there were 10 primeistdrs in Poland between 1990
and 2004) and they were often not able to survismene election period regardless of
positive or negative economic results.

4. Basis of economic transformation

The country was affected by the same discussionsitaihe overall directing of the
economic transformation as other countries. Theniops varied from gradualist to
shock therapists. The difference was in Polish envao situation at that time that was
much worse than in Hungary or Czechoslovakia. T¢tenemic situation was in fact
close to being catastrophic — hyperinflation, buddeficit, huge foreign debt, large
money excess and deficit of the current accoungé Jituation was critical and Polish
economists recognised it as such. It is not sungrishat they decided to solve this
situation by quick and deep measures — in othedsvdny a shock therapy or “Big
Bang” reform.

The mood in the country was generally in favouraothange and towards a market
economy but the view can be different if we considpecific attitudes of the
inhabitants. The results of a broad public opirsomvey can be seen in the following
table. We can notice that the attitudes in Polaredwell as in other countries) can be
described as socialist or at minimum left wing. ¥é&n attribute this to general lack of
knowledge about the function of market economiasbse it seems that people desired
the best from both of the systems. There were bixectations connected with the
introduction of market economy that most of thegled deemed to be the best. But at
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the same time, the very same people though thargments should maintain a leading
role in the society and preserve the advantagdsedbrmer system.

Table 5: Percentage of people that deemed the topis highly important or
important (survey carried out between November 199@nd August 1991)

Hungary| Poland Czechoslovakja

Who should cover medical expenses

Treated persons 14 27 18

Government 86 61 82
It is necessary to restrict personal earnings

No 41 82 80

Yes 59 15 20
Do you deem differences among the rich and|the

; 64 64 70

poor asan important problem?
Do you think that capitalist economy based [on 71 78 67

free initiative is the best for your country?

Do you consider the following to be the
government’s task (answers yes and probably

yes)
Find everybody a job 71 62 57
Carry medical costs of the ill 87 66 78
Secure living standards for old people 90 6b 80
Reduce differences among incomes of rich and 57 26 40
poor people

Source: Kende (1993)

Balcerowicz plan and following development

The shock therapy plan in Poland is connected thithname of Leszek Balcerowicz
(1947-), who was the Minister of Finance in thetfiBolidarity governmertwe should
stress that the reformers tried to stay out oftigsliand remain just technocrats) at that
time but they depended on the support of politgig@renstein, 2001). Another
important person for Polish transformation is dsffSachs (1954-) who was then the
key economic adviser of the Polish government.

Poland started its reforms as the first countrytref Eastern block already at the
beginning of 1990 (its progress had as a conseguandmpact on the transformation
process in Czechoslovakia for example). The refesnaecided to shift the economy
into market environment by liberalization and pllagtabilization as soon as possible.
The reform program contained immediate liberal@atof markets (including price

liberalization) and inner convertibility of the fjo The convertibility was broader than
in Czechoslovakia because the market agents wége@have accounts in dollars and
later on (since the June of 1991) it was possiblerapatriate wages and profits
(Winiecki, 1993). The currency was deeply devaldd#3%) and fixed to the dollar. It

was expected that the central bank would be abitedp this exchange rate only for 3-4

! He was ministry of finance untill the end of 198d then again in years 1997-2000. He held
the position of the President of the National bahRoland between 2001 and 2007.
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months (Nuti, 2000). The Polish government receid8D 1 billion in the form of a
stabilization fund from G-24 and bridging loan frothe Bank for International
Settlements (USD 215 million). The purpose of tapital was to support trust in the
currency. The load did not have to be used.

At the same time the government tried to restraowth of wages — increase above set
limit was heavily taxed (called a popular way POBENY. In specific, the tax on
income ranged from 200% to 500% in case that grosthwages overcame
predetermined indexation coefficient linked to atibn (Watanabe, 2002). But the
tripartite was able to increase wages later on.

The Cabinet tried to apply fiscal restrictions tedhe intention was to diminish the
government deficit from the previous year. The maay to achieve this task was via
limiting subventions (Watanabe, 2002). The shargide in subsidies can be seen in
the following table. Privatisation was not part tbe first reform package and was
planned to start later dnAll over it was probably the toughest shock thgrap the
whole Eastern block (Holman, 2000). Neverthelesiation pressure was high as a
consequence of dismantling of the capital excess.

Table 6: Change in relative size of subsidies (maa®d in per cent of GDP)

1988 1989 1990 1991
Czechoslovakia 13.0 16.0 12.1 7.0
Hungary 13.4 9.1 8.4 6.0
Poland 13.5 9.6 6.7 2.4

Source: Winiecki (1993)

The country suffered from transformation recessienwell but there was not a single
case of bankruptcy. Nominal wages increased buivinge regulation helped to keep
real wages low — the overall decline of real wagesched 30% (Watanabe, 2002).
Growth of unemployment was another problem — itglyaand quickly increased from
0.1% in 1989 to 6% at the end of 1990, and 11.8%9@1. It meant nearly 100 000
newly unemployed people every month. Support fdid@aty declined to 55% already
in the middle of 1990 (Orenstein, 2001). On theeotiand, the government was able to
keep the public finance in surplus in 1990.

Development of the main economic indicators casd®n in the following table.

Table 7: Development of the main economic indicatsrin Poland 1990-1993

1990 1991 | 1992 | 1993
Real GDP -11.6 -7 2.6 3.8
Inflation (CPI) 585.8 59.4 45.3 36.9
Unemployment 6.5 11.8 13.6 16.4
Public budgets (% of GDP) 0.7 -6.4 -6 -2.8

Source: Holman (2000)

! According to Duvivier (1997) the reason was thae treformers were preoccupied with
stabilisation of the economy.
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There were foreign causes of Polish economic tesubls well; and disintegration of
Eastern markets was to be blamed. Internationdétvéith the Soviet Union declined by
90% between 1990 and 1991 (Bienkowski, 1995) — dyeral years before the
country had purchased between 30 and 40% of Petigbrts. Decline in trade with the
Soviet Union was a symptom of general decline adérwith the COMECOM countries.
And export of weapons, for example, slumped to 5% state in 1987 (Szayna, 1995)!
On the other hand, Poland received a huge suppom fVestern countries. This
support started already in the autumn of 1989 wPldARE (Poland and Hungary Aid
for Economic Restructuring) was created. Later ionApril of 1991) 50% of Polish
debts were remitted; the USA for example wrote7@fo of the Polish debt and the rest
in 1993 (Berend, 2009). The IMF helped to creatstabilization program and lent
Poland money (Berend, 2009). On the other handrela¢ionship was not always rosy
because Poland exceeded limit for deficit of thelipufinance in 1991 and the Fund
suspended Stand by credit. Monetary policy wasicéise in the first years of the
transformation, too, and not surprisingly used tyastiministrative instruments — credit
ceilings and reserve requirement.

In the end, the central bank was able to defenaxisbange rate untill May of 1991 in
spite of the growing deficit of the current accogaing on from the last quarter of 1990.
The zloty was in May devaluated by 17% and it wasd to a basket of five currencies
instead of the US dollar only (45% USD, 35% DEM%A.GBP; 5% FRF; 5% CHF). In
October the exchange rate system was changedwdinggeg (1.8% per month) with
narrow band (+/- 1%). There were bigger devaluationl 992 and 1993 (12% and 8%).
The cause was the real appreciation of the curreniayother words the exchange rate
pillow always quickly disappeared due to relativhlgh inflation in the country. Later
on, the periodic monthly devaluations declined @24 in 1995. As we can see in the
following chart, the crawling peg helped to statg@lithe real exchange rate in the first
years of the transformation but created inflatibtha same time.

Chart 4: Nominal and real exchange rate in CentraEurope
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Economic conditions in 1993 were not very good eré¢hwas still inflation of 37%,
16.5% of the labour force was jobless and thereewdeficits of public finance and of
the current account. The radical economic reforrd @& impact shaped the public
opinion, and as a consequence, the post-commaifistihg party won the elections in
1993, as we already mentioned. The new governmamiecwith a program called
Strategy for Poland. Its author was Grzegorz Kotodk949-), the then Ministry of
Finance. The program generally kept the main dwaobf the transformation process
but put more emphasis on social aspects. The goarsupported a higher role of the
state and negotiations with pressure groups — foseitnade unions. The goal was to
achieve economic growth and improvements in livetgndards. We can see in the
following table that the program did not have ampact on inequality in the society.
Gini coefficient stayed relatively stable after hagp rise at the beginning of the
transformation process.

Table 8: Development of Gini coefficient 1994-2004

Czech Republic Hungary Poland
1989 19.3 21.3 25.0
1990 19.7 26.8
1991 20.3 23.2
1992 20.3 24.0
1993 215 22.6 315
1994 22.0 23.0 32.6
1995 215 24.3 32.2
1996 22.9 24.4 32.9
1997 22.6 24.5 34.0
1998 22.6 24.3 32.6
1999 23.8 23.7 331
2000 23.8 25.0 34.2
2001 22.8 25.7 34.0
2002 23.2 24.6 34.9
2003 22.8 25.2 35.2
2004 235 27.4 36.6

Note: The coefficient ranges between 0 and 100higther numbers means higher inequality.
Source: United nations university - UNU Wider - vdbrhstitute for Development Economics
Research, http://www.wider.unu.edu/research/Databas&@8wiid, 22. 12. 2010

Relatively high economic growth helped the governimieeep budget deficit under
control, as we can see in the following table. Manepolicy increased the role of the
market instruments after 1993 with targeting momegirculation. This policy came

under pressure with massive capital inflows af@95L
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Table 9: General government balance as % of GDP (29-2000)

1990

1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
Average

CzechRep,| -0.2| -1.9| -3.1 26| -1.2 -1 -33 -3(8 -50 -3.7.7-3-22

Hungary 00| 29 -61 -60 -76 -6/7 -50 -39 -8.6b.5| -3.0| -51

Poland 31 -23 53 -28 -28 -31 -33 -46 -4348| -3.0| -2.7

Source: EBRD: Selected economic indicators data]1262007

In 1994 Poland made agreement with the Paris amd.dimdon creditors clubs. These
agreements led to normalization of relationshighwiite world financial markets after a
fifteen-year long pause. In January of 1995, thetyzlwas re-denominated as a
consequence of previous high inflation. The curyemas got rid of four zeros — it
means 10 000 old zloty (PLZ) was exchanged forvt niety (PLN). Poland liberalized
transactions on the financial account (the curremeyame fully convertible) and the
country became a member of the OECD in 1996. Theralebank decided to increase
the fluctuation zone of the zloty up to +/-7% in W4995. Liberalization of capital
movement led to strong inflow of capital into theuatry and appreciation pressures.
The central bank responded with interventions om éixchange rate markets and
purchasing of foreign currencies. In December thetyZwas appreciated by 6%.
Foreign reserves increased from USD 5.8 billiot8D 15 billions during the year as a
consequence of the efforts of central bank to keepexchange rate. In the following
years, periodic devaluation of the crawling pegeysdiminished, the fluctuation zone
widened to +/- 15 in 1999, and the basket was dichib just 2 currencies in the same
year (45 %USD and 55 %EUR)-(Watanabe, 2002).

The economic development in the first half of t880s was characterized by decline of
the government role. The share of government expend in GDP went down from
72% in 1989 to 45% in 1995 (Tomsik, 1996). The gorment decided for another
reform package in 1996. It was named Package Z00€.main goal of the reform
package was to improve public finances, achievéirdem inflation and unemployment.
Change of the tax system was the main tool. Theemgwent made changes in
healthcare, education and pension systems aftef 499well (Orenstein, 2001). The
principal reform took place in the pensionary sgstén 1999. The principal
characteristic of the system is that there ardl&rpi— the first is based on pay as you go
but with individual accounts in management of aljgubstitution. The second is in the
form of private funds - 40% of the levy goes irttege funds. And the third is voluntary.
The pension fully depends on the size of the inmtea

The economy started to have problems with outeartza. It suffered from a relatively
high trade deficit in the last years of the 20tmtaey. And there was undoubtedly
negative impact of the currency crisis in Russia908.

The government generally applied restrictive fispalicy in the following years. It
helped to decline public debt as can we see ifidllmving table. We should notice that
smilarly to Hungary, Poland improved their publinaince after 1993, and in both of
these countries public debt was declining till leginning of the new century.
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Chart 5: Public debt, % GDP
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Source: EBRD: Selected economic indicators data]1262007.

There were more changes in economic policy arobedurn of the century. In 1999,
the central bank decided for direct inflation taigg. The Monetary Policy Council
defined the inflation target and then adjustedrthtonal bank basic interest rates. The
central bank had problems to achieve the goalkerfitst years, as we can see in the
subsequent chart. Since the beginning of 2004N#imnal Bank of Poland has pursued
a continuous inflation target at the level of 2.8fth a permissible fluctuation band of
+/- 1 percentage point. Since April of 2000 thetylexchange rate has been in the
system of free floating and it has not been nojestitio any restrictions till today.

Chart 6: Inflation and inflation targeting in Poland 1998-2003
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Source: NEWTON: Makroekonomicky vyvoj Pols@03

Positive trends in the fiscal sphere were reveedegt 2000. The Polish governments
had growing problems with fiscal discipline whiakdlto growth in government debt
(previous chart). The problems had structural dtaraas we can see in the following
table.
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Table 10: General government balance and governmerstructural balance 1998-
2005 (in % of GDP)

1998 | 1999 | 2000| 2001 2002 2008 2004 2005
Government -3.2 -3.3 -3.3 -5.2 -6.1 -5.6 -5.9 -3.9
balance
Structural -4.4 -4.4 -4.1 -4.8 -4.7 -4.5 -5.2 -4.0
balance

Source: IMF: Republic of Poland: 2003; IMF: Repubtif Poland: 2006

In 2004, the country became a member of the EU.

5. Privatisation

If we compare privatisation process in Poland atieéroEastern European economies,
we can find both similarities and differences. Fakall, the country suffered from the

same lack of savings as the other countries oEtstern block (Zielinski, 1993). This

characteristics determined the privatisation predesause all domestic savings would
cover only 15% of the state company’s value in 1@@mmander and col., 1995). But

other aspects of the Polish situation were differg@ve should foremost bear in mind

the position of employees and the trade unionsha dompanies. The employee’s
councils had in reality the veto right over thevptisation process (Earle, Estrin, 1996).
As a consequence, there was support for employeersiip of the companies as the
way of privatisation. Lewandowski (1997) writesttima survey from the beginning of

the 1990s, as many as 47% of its respondents prdfthis form of ownership.

The first period of privatisation is often referredas “wild”; “rough” or “spontaneous”
(Lavigne, 1999; Gabrisch, Holscher, 1996). It weasdm possible by laws approved at
the end of the communist period. The decisions &belling or renting of a company
were, at that time, in the hands of the managentesders of the trade unions and the
chairmen of the employee’s councils. Companies warigatised into hands of
employees and respective managers. In other casespwners recruited from cousins,
relatives or acquaintances of the firm’s former ageament who were often linked with
the previous regime (Bienkowski, 1995). Assets vedten sold for undervalued prices.

Later on, the government created legal environrf@rprivatisation. In Poland the first
(temporary) privatisation law in Eastern Europe waacted already in the middle of
1990. Disputes between proponents of employee @hipeand advocates of classical
privatisation resulted in a compromise — employeese able to gain 20% of the
company for 50% of the established price (Lewand@wk997). A new privatisation
law was passed in 1991.

During the first two years of the reforms the gaweent of Solidarity approved two
new forms of ownership change. Commercialisatios tt first of the two — it meant
that a company was transformed into a joint-stamkgany owned by the Ministry of
Finance and prepared for consequent sale. The apmroximately 100 companies of
this type, each valued higher than USD 15 milliBrefkowski, 1995). Liquidation was
the second way. Nestor and Thomas (1995) writeitlweds a procedure when creditors
holding more than 50% of the debt of the non-sdlvemmpany were appointed
responsible for re-organization or winding-up o ttompany. The old company was
liquidated and parts or all of the assets were,s@dted or transferred into a new

251



company. This was the case of 5500 small and midaitepanies of a value up to one
million dollars (Bienkowski, 1995). The new ownevere mostly insiders — usually the
management and employees, and it often meant de legalization of the previous

spontaneous privatisation (Lavigne, 1999). A sigaifit role of privatisation into the

hands of employees or the management can be sésa fiollowing table.

Table 11: Employee Ownership Resulting from Privagation in 1994 (rough
estimates)

Country/base Companies | Privatisations | Average  %| Estimated total

group of co’s.| with (percentage) held by all| employment in
for estimation employee employees EOs

control
Czech Republig
(voucher  priv., 3 1 4.4 N.A.
1st wave)
Hungary = (selt- g7 43 42.0 36 000
privatisation)
Poland  (priv.| 4 47g 75 50.8 450 000
liquidation)

Source: Earle, Estrif1996)

Meanwhile, small privatisation proceeded and 60 8080ps were sold or leased after
dismissing of cooperatives at the beginning of thensformation (Commander,
Coricelli, Stahr, 1995). Winiecki (1993) writes thiwas a relatively quick process and
by the end of 1991 three quarters of shops anduestts were privatised, although
only 1-2 % of them were sold, while the rest wasséal. On the other hand, restitutions
moved ahead only slowly and unwillingly. And thevas a negative attitude towards
foreign capital as well — it is not surprising ilewealise that Poland had been under
foreign control for nearly 150 years. Berend (2089aluates the first years of Polish
privatisation claiming that the process was geheedfected by lack of capital and that
it was extremely slow — at the end of the thirdry@aobably 1992) only 26 of the large
companies and altogether only 556 companies od000 were sold. At the end of the
fifth year just 13 % of state companies were pidet.

Polish politicians decided for a specific form of@ucher privatisation in the middle of
the first transformation decade as weHowever, only 400 companies (later on 512)
took part in this program. The whole concept wdfedint from the Czech one. Large
companies became parts of holdings that were geddoy national privatisation funds
(NIF) with participation of foreign experts. Thenere 20 (later on 15) of these funds.
The NIFs were supposed to conduct the restructwirige companies. The inhabitants
were allowed to purchase shares of these privatisditinds. Each of the funds was
mainly involved in approximatelly 30 companies (aft512) and got 33 % of the
shares. Otherwise, the fund gained around 2 % afeshin the rest of the companies.
The process was generally very slow. The settintheffunds was delayed because of
political disputes till 1996. But this way of privgation was highly popular and 27.4

! Lewandowski (1997) writes that idea of a vouch@ratisation originated in mid 1988 and was
raised by market orientated economists connectéd @olidarity. The voucher privatisation
proposal was introduced already in 1991 but theajealication started only in 1995.
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millions of adult Poles (95 % of the eligible poatibn) participated and purchased the
certificates for 20 Zloty (USD 8) — (Lewandowski99r). The inhabitants received
tradable certificates that were exchangeable faresh of the NIFs. There was an
obstacle in the functioning of the NIFs, becauseas difficult to lure foreign experts

into Eastern Europe and later on disagreements elegtwioreign consultants and
domestic managers appeared (Lavigne, 1999).

The process of privatisation proceeded, albeitralatively slow pace in comparison to
Hungary. We can see the percentage of employeesivate sector in the following
table. And it became unpopular similarly to otheumtries. A survey in 2001 showed
that 87 % of the inhabitants wanted to keep lam@panies in state hands. In 2009 the
government still wanted to privatise at minimum 86@mpanies including power
stations and coal mines. The overall state ownersbvered at minimum 1500 small
companies as well (Junek, 2009).

Table 12: Private sector share in employment (in %)

1990 | 1991 | 1992 1993 1994 1995 1996 1997
Poland 47.9 50.0 54.0 57.0 59.0 614 61.6 62.0
Hungary na na 81.4 78.1 77.6 77)7 78.7 79.2
Czech Republi¢ 7.0 18.7 31.1 47.1 53.0 57.2 58.9 59,7
1998 | 1999| 2000, 2001 200 2003 20D4
Poland 62.3 63.7 65.9 67.9 66.8 685 70.6
Hungary 79.5 80.0 80.4 79.6 79.8 79|1 79.1

Czech Republic 60.6 65.0 65.0 70.0 70.0 70.0 70J0

Source: EBRD: Selected economic indicators datal262007

6. Development of the banking sector and the stock elxange

Changes in the banking sector began already in 4888 the government had created
nine state banks and divided among them both goddbad credits of the National
Bank of Poland. However, this change did not regrethe real shift from the previous
policy because managers in state banks kept prayistate companies with additional
credits without any reasonable consideration alrepayments (Weill, 2003). The
transformation recession in 1990 and 1991 worsémegosition of banks and the share
of classified credits increased to 36.5% in 199BRP, 26. 11. 2007). Zielinski (1993)
writes that state banks preferred state companis i€ they were not solvent.

The government launched a program of recoverinthefbanking sector — Enterprise
and Bank Restructuring Program in 1993. The maithatewas re-capitalization under
the condition that the banks would proceed withviegl the problem of classified
credits by the end of 1994. The banks were suppusetkal with their problematic
clients. The results of the program were deemdgktpositive because the share of bad
credits declined to 15% in 1996 (EBRD, 26. 11. 200Meanwhile, the government
started a program of bank privatisation.

Banks gradually evolved after 1995 and startedrdwigde consumption credits and hire
purchase. Privatisation of banks was planned tinshed by 1996 but at the end of the
following year only four of the heirs of the preum central bank were sold. On the
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other hand, the share of foreign banks in the divieamks assets gradually increased to
50% as of the end of the 1990s (EBRD, 26. 11. 2007)

Poland suffered from a relatively high percentag@an performing loans for a long
time. The percentage of bad loans again increasétkinew century, as we can see in
the table in appendix. This development can bébatd to a relatively important role
played by Polish state banks in the transformagieriod. In spite of this, the overall
costs of cleaning of the banking sector were catedl relatively low in comparison to
other countries. Marton and McCarthy (2008) estadahem as 6% of GDP, compared
to 10% in Hungary, 14% in Slovakia and 15% in tlee¢h Republic.

At the same time we should notice that Polish comiabbanks played a relatively

limited role in the economy. We can see (in thesegoent table) that they provided a
relatively limited amount of loans to the econongpecially in comparison to the old

European countries in 2002.

Table 13: Financial sectors in European countrieqi 2002

Country Banking assets Domestic credit | Stock market capitalizatio
(% of GDP) ('% of GDP) (% of GDP)

Czech

Republic 126 61 16

Hungary 61 42 19

Poland 66 39 14

Euro area 265 135 72

Source: GabrischiH6lscher (2006)

Stock exchange generally provides another sourceapital for expanding business.

The size of the stock exchanges in the post-comshgpiintries is small. However, the

Polish stock exchange is deemed to be one of thet sumcessful in the whole Eastern
block. It was re-established already in 1991. la tbllowing years, shares from the

privatisation process appeared on the floor anchtiaber of trading assets gradually
increased. Environment that mobilized investors ipérspective projects was created.
Numbers of Initial public offerings (IPO) in the @eal European stock exchanges are
shown in the subsequent table. The Polish stockange was in this measure by far the
most successful among the transforming countries.

Table 14: Number of IPOs in Central Europe

2000 2001 2002 2003 2004
Poland 11 6 2 2 31
Czech Republic 0 0 0 0 1
Hungary 0 0 0 1 1

Source: Kovanda (2005)

However, the picture is different if we take intoonsideration stock market
capitalisation. This volume was not bigger tharother post-communist countries and
lagged behind the average in the Euro area in 282 Table 13).
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7. Economic results

We will analyse development of the main economdidators on the following pages.
We concentrate first of all on economic growth,idadors connected with GDP and
changes in the structure of the economy. Then we twur attention towards

unemployment and inflation. The last subchapteieigoted to international connections
of the Polish economy.

Economic growth

Polish economy suffered from transformation dechmehe beginning of the 1990s as
well as other economies in the region. The diffeeewas that the Polish economic
decline started earlier due to the earlier starttref transformation process. The
cumulative slump reached 17.8% of GDP (EBRD, 2620D7) and it was one of the
smallest among the transforming countries (seddifmwving chart). The impact on the
respective sectors was possibly worse. OrensteD01)2 writes that industrial
production declined by 40% and the production eflthilding sector by 25%. Holman
(2000) notes that the Polish economy was at thebieg) of the transformation process
on the contrary to other countries bellow its pttdrevel. It means that the starting
position was unequal and thus the results were nipepable. Jonas (2000)
simultaneously argues that Poland started its mefde facto already in the 1980s. We
finds the causes of the slump in decline in doroesdi well as foreign demand. In the
former, it can be the decline in real wages thatrpheted by nearly 30% in 1990 only
(Winiecki, 1993). Plunge of exports to the ex-COMB@ countries (see the following
subchapter) was among the external causes dedptyiaf) Polish economy.

Economic growth resurged already after 1992. Polaaxhme the first country of the
Eastern Block that achieved the pre-crisis leveG&fP in 1996, as we can see in the
following chart. At the end of the first transfortitm decade, only Poland and Slovenia
achieved this level. However, we should bear indrmat Poland had an advantage in
the low basic level and the fact that the statthefeconomy was below its potential at
the end of the 1980s. Consequently, economic grevath easier and the economy was
able to revive without additional investments.

Economic conditions started to improve and stroognemic growth was achieved in
the middle of the 1990s. We can see the basic dewent in the following chart.
However, the trend is the most important figure¢ha chart. We should compare it to
the development during the communist reign. Obviguse period following 1990 is
marked by a radical improvement. The country waslliiaable to achieve positive
growth in the 1980s, and inevitably, it was laggb®hind the developed countries. In
the 1990s after overcoming the transformation slutin@ economy got into a phase of
continuous growth with just a temporary slowdowntlé beginning of the new
century’ The trend of economic growth improved and at thenent, the economy is
able to catch up with developed countries.

! The Polish economy recorded growth even durindasieglobal recession.
255



REVIEW OF ECONOMIC PERSPECTIVES

Chart 7: Cumulated GDP (1989=100)
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Chart 8: Economic growth and long run trend (by HPfilter) in Poland 1990-2008
(in %)
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Economic development had a straight impact on wegjes, which suffered from the
transformation recession at the beginning of th@0%%nd simultaneously declined. It
led to creation of the same transformation pillaw lfuffer) as in the Czech Republic.
Consequently, high economic growth resulted in morease in real wages and
according to some authors (Jirova, 2001), PolariHungary achieved the pre-crisis
level already in 1993 (compared to the estimateédd 89the Czech Republic). However,
information about real wages notoriously varies &mdexample Jonas (1997) writes
that no country achieved the 1989 level prior t83.9Another analysis is provided by
Klaus and Tomsik (2007). We can see their resnlthé following tablé.

Table 15: Real wages in Eastern Europe, the bottorand situation in 2005 in
comparison to the pre-transformation year

Country Year, when real Cumulated growth of| Cumulated change of real
wages reached real wages against the wages in 2005 against the
the bottom bottom till 2005 pre-transformation year
(in %) (in %)
Czech
Republic 1991 98 38
Hungary 1996 57 19
Poland 1993 43 2

Source: Klaus, Tomsik (2007)

General development of the country can be analiggdoroader measures as well. One
of them is the Human Development Index, publishgdiie UNDP? The following
table shows the development of the indicator. Weukh notice that the index for
Poland has significantly improved since the stathe transformation process.

Table 16: Development of HDI in central Europe 1972010

Country 1980, 199(¢ 200p 2005 2010 HDI

Rank
Czech Republic . . 0.801 0.838 0.841 28
Hungary 0.689| 0.692| 0.767 0.798 0.805 36
Poland . 0.683| 0.753 0.77% 0.795 41
World Average 0.561) 0.602 0.638 0.6%8 0.6[/8

Source: UNDP: International human development inttica Retrieved December 22, 2010 from
http://hdrstats.undp.org/en/indicators/49806.html

Our picture of the development in the Central Eeaypeconomies can be enlarged by
an estimation of the size of shadow economies thpimn the following table. We
should remember that there are notorious probleitis tive estimation of the shadow
economy, its definitions diverge, and that all peos connected with measuring
shadow economy are multiplied in the transformatjprocess (see for example
Hanousek, Palda, 2006).

! The differences among the authors could be cabgediscrepancies in defining the “pre-
transformation” or “pre-crisis” level.
2 The Human development index sums up GDP per pglisenacy and life expectancy.

257



Table 17: The size of the shadow economy (in % offial GDP) using DYMIMIC
and currency demand method in 1999/2000

Country Shadow economy (in % of off. GDP
Czech Republic 19.1

Hungary 25.1

Poland 27.6

Bulgaria 36.9

Austria 14.3

Greece 28.7

Source: Schneider (2005)

Structure of the economy

The whole economy changed significantly during ttransformation. We can
demonstrate it in the next table showing changekédrstructure of employment. There
was a general shift from agriculture and industrgérvices in the Polish economy. The
changes were partly caused by a decline in praglucBerend (2009) writes that there
was a dramatic slump in production of several coutities — for example in production
of steel declined from 20 million tons at the erfdttee 1980s to 8.4 million in 2004,
production of coal slumped in the same period frd®3 to 101 million tons.
Nevertheless, the sector of services grew at the $ane.

Table 18: Employment by sectors (% of total employmnt)

Czech Republic Hungary Poland
Agri Indus | Ser | Agri Indus | Ser | Agri Indus | Servi
culture | try | vices| culture| try | vices| culture| try ces
1990 n.a. n.a. n.a 18.2 368 45 25|2 37 3b.8
1991 n.a. n.a. n.a 16.1 361 478 25{4 36 38
1992 n.a. n.a. n.a 11.3 351 534 25 346 39.8
1993 7.7 42.9| 49.3 9.1 33.8 56|9 n.a. nja. n.a.
1994 6.9 42.2] 50.9 8.7 33 581 24 31.9 439
1995 6.6 41.8| 51.5 8 32.6 593 22.p 3P 45.3
1996 6.1 41.5| 52.3 8.3 32.6 59 22.11 317 46.2
1997 5.8 41.1 53 7.9 33.1 58)9 20.p 319 4.6
1998 5.5 41 53.5 7.5 342 58)2 19.p 32.1 48.7
1999 5.2 40.1] 54.§ 7.1 34 589 18.1 31.3 50.6
2000 5.1 39.5| 55.3 6.5 33.Yy 59|7 18,8 30.8 5p.4
2001 4.8 40 55.1 6.2 342 595 19.1 305 5p4
2002 4.8 39.6/ 55.5 6.2 34.1 59|6 193 28.6 52
2003 4.5 39.4| 56.1 5.5 33.8 61)2 184 28.6 53
2004 4.3 39.2| 56.5 5.3 32.8 61)9 18 28.8 5B8.2
Change
2004/ -3.4 -3.7 7.2 -12.9 -4 16.9 -7.2 -8  17|4
1990

Source: World Databank - World Development Indicaf®DI) & Global Development Finance
(GDF); Retrieved December 10, 2010 from
http://databank.worldbank.org/ddp/home.do?Step=12&&CNO=2
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Unemployment

Poland suffered from quick growth in the number pafople without a job at the

beginning of the transformation process. The unegmént rate jumped to relatively
high values already in 1990, and in 1993, more th&% of the labour force were
without a job. Situation on the labour market im@d in the second half of the 1990s
but again worsened at the beginning of the newurgnvhen unemployment reached
20%. We can see the development of the indicatahénfollowing chart. Average

unemployment reached nearly 15% of the labour foeteveen 1990 and 2004 (EBRD,
26. 11. 2007).

Chart 9: Development of unemployment in Poland, Hugary and the Czech
Republic between 1990 and 2006 (in %)
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Source: EBRD: Selected economic indicators data1262007

Analysing the sole indicator of unemployment doe$ provide full picture of the
labour market. We should take into consideration dievelopment of employment as
well. We may notice that employment decreased {skewing chart) in all central
European countries. In Poland, the decline wasreearad labour force slumped by
nearly 9% between 1990 and 2004. On the contragy,(zech Republic witnessed a
small decline. Hungary had by far the smallestigigetion on the labour market among
these countries.
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Chart 10: Labour participation rate, total (% of to tal population ages 15+)
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Inflation

Growing prices were considered to be the most genwoblem of the Polish economy
at the beginning of the transformation process (Dabki, 2003). As we have already
mentioned, the country suffered from high inflatedready at the end of the communist
regime. The prices shot up after price liberalatin the early 1990. The growth
reached 100% in January even if the governmenieppl tough restrictive policy. For
comparison, prices in Czechoslovakia increasedrby 7% in January 1991 (the first
month following price liberalization). The enormogiowth in Poland was caused by a
monetary excess in the economy (Holman, 2000). dueeall growth of price level in
the first year of the transformation was more tHE80% (EBRD, 26.11. 2007).
Watanabe (2002) reminds us that there was a pesitde of hyperinflation because it
diminished debts of companies, and thus providdéidfréor them at the start of the
transformation process. In the following years,inféstion took place but its pace was
relatively slow, as we can see in the next tabled A&flation declined below 5% only in
2002.
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Table 19: Development of consumers prices annual exage (in %)

The Czech| Hungary | Poland| Bulgarig Rumania  Slovakia

Republic
1989 14 17.0 251.1 6.4 1.1 2.3
1990 9.7 28.9 585.8 26.3 5.1 10.8
1991 52.0 35.0 70.3 333.5 170.2 61.2
1992 11.1 23.0 43.0 82.0 210.4 10.0
1993 20.8 22.5 35.3 73.0 256.1 23.2
1994 9.9 18.8 32.2 96.3 136.7 13.4
1995 9.6 28.2 27.8 62.0 32.3 9.9
1996 8.9 23.6 19.9 123.0 38.8 5.8
1997 8.4 18.3 14.9 1 082.( 154.8 6.1
1998 10.6 14.3 11.8 22.2 59.1 6.7
1999 2.1 10.0 7.3 0.7 45.8 10.6
2000 4.0 9.8 10.1 9.9 45.7 12.0
2001 4.7 9.2 55 7.4 34.5 7.3
2002 1.8 5.3 1.9 5.9 22.5 3.3
2003 0.2 4.7 0.8 2.3 15.3 8.5
2004 2.8 6.8 3.5 6.1 11.9 7.5

Source: EBRD: Selected economic indicators data]1262007.

As a consequence, price level increased in Polardsignificantly greater degree than
in the Czech Republic during the whole transfororatperiod (see the Table 20).
Holman (2000) considers several reasons for thfferdnce — a more restrictive
economic policy in the Czech Republic, lower wagguests, differences in tax policy
and most of all different exchange rate regime. &&e expect that inflation inertia or
generally speaking historical circumstances hath#imence as well. Dabrowski (2003)
reminds us of another factor and it is monetizatibrpublic debt. The Polish Central
bank financed important part of the government ditefin the first years of
transformation. Yet monetary policy in Hungary mstperiod was much more abused.
In addition to that, Polish reformers had a nat@wdVvantage in liberalized prices —
according to the EBRD, the share of administeréceprin CPI in 1989 achieved only
19% (EBRD, 26. 11. 2007). Deregulation of pricessweme of the main causes of
inflation in the Czech economy during the transfation period.

On the other hand, Janackova (2000) adds that lovilation in the Czech economy
meant that Czech companies were not cleared afébés from the communist period
and thus had to bear relatively higher costs ofrnesformation against inhabitants.

Table 20: Cumulative growth of prices (1989=100)

o) o — N < © o) o o <
I o o) o) S o o
1) 1) 1) 1) 1) ) 1) o o o
— — — — — — — I\ Y I\
The Czech Republic 100 110 167 185 246 294 352 3749 [3A411
Hungary 100 129 174 214 311 494 667 8p6 927 1D36
Poland 100, 686 1168 16710 2987 4577 5880 6947 1467927V

Source: EBRD: Selected economic indicators data]1262007, own calculations



External relationships

In this subchapter we will analyse Polish econorelationships with the rest of the
world. We will have a look at development of intetional trade, foreign investment
(mostly FDI) and in short migration.

At the end of the 1980s, Germany and the SoviebtUmiere the main Polish trading
partners. This situation changed in the followireass. International trade quickly re-
orientated towards the developed markets, andaghiBermany in particular became
the main trading partner. decline in trade with éxeCOMECOM countries was the
mainreason for this shift. Zielinski (1993), foraemple, writes that the share of the
Soviet Union on Polish exports dropped from 3194989 to 11% in 1991 — and the
volume slumped from 4% of GDP to 1,5%. During thens period exports to Rumania
declined by more than 80%, to Bulgaria by some 73&0Hungary by 20%; and only
exports to Czechoslovakia increased by 20% (albiminal terms). Total Polish exports
into the ex-COMECOM countries declined from 30.8idn of zloty to 25.8 trillion,
which means a decline of 16% in hominal and 42% &t terms (Zielinski, 1993). Long
run development of Polish main trading partnerstzseen in the subsequent table.

Table 21: The main Polish trading partners 1929-200 and their share in Polish
trade (in %)

The 1st % The 2nd % The 3rd %
Partner | share Partner share Partner share
1929 Imports Germany 27.3 USA_ 12.5 U.H - 8.5
Exports Germany 31.2 Czechoslovakia 105 Austria 5 10.
1938 Imports Germany 145 USA 12.2 U.K. 11.4
Exports UK.| 182 German 14.5 Sweden 6
1950 Imports USSR| 28.8 Czechoslovakia  13]2 D ?_G 115
Exports USSR 243 DRG  13.9 Czechoslovakia 9/2
1960 Imports USSR| 31.2 DRG 12.5 Czechoslovak!a 8.5
Exports USSR 294 DRG 9.4 Czechoslovakia 8.5
1970 Imports USSR| 37.7 DRG 11.1 Czechoslovakia 8.6
Exports USSR 35.3 DRG 9.3 Czechoslovakia 75
1980 Imports USSR| 33.1 FRI 6.7 DRS_ 6.6
Exports USSR} 31.2 FRD 8.1 Czechoslovakia 6.9
1985 Imports USSR| 344 FRI 9 DR 3. 6.1
Exports USSR 28.4 FRD 8.7 Czechoslovakia 6.2
1990 Imports Germany 20.1 USSR 19.8 Italy 7.9
Exports Germany 25.1 USSR 158 U.K. 7.1
1995 Imports Germany 26.6 Ital 8.5 Russia 6.7
Exports Germany 38.3 Netherlangds 5.6 Russia 5.6
2000 Imports Germany  23.9 Russja 9.4 Italy 8.3
Exports Germany 34.9 Italy 6.3 France 5.2
2004 Imports Germany 24.4 Ital 7.9 Russia 7.2
Exports Germany 30.1 Italy 6.1 France 6

Note: DRG - Democratic Republic of Germany; FRD dém@l Republic of Germany
Source: Central Statistical Office, Yearbook of kgneTrade Statistics 2007, 2007

This decline in trade in Central Europe led to dterapt to reverse it and to
establishment of the Central European Free Trada ACEFTA) in the early 1990s.
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The Area was formed by Poland, Hungary, Slovakid #re Czech Republic ( other
countries joined later). Polish trade with the Eblviberalized during the 1990s as well.
But the average Polish tariffs stayed relativelyhhiluring the transformation period, as
we can see in the following table.

Table 22: The development of average tariffs (in %)

Country 1990 1991| 1992| 1993| 1995| 1996
Czech Republi¢ 5.3 - - 48| 5.0 7.7
Hungary - | 12.712.6| 85 - | 15.2
Poland - |12.2]11.7| 85| 11.6| 18.7

1997| 1999| 2000| 2001| 2002| 2003
Czech Republic 7.3 | 6.8| 6.5/ 6.1 6. 6.(
Hungary 14.3 124|119/ 11.7| 95| 9.5
Poland 13.1 15.9| 14.5| 12.6| 13.9| 13.9
Source: Jandova (2007)

In the mean time, regardless of relatively higliffarthe country had integrated into the
world economy. The share of exports and importSIDP increased from 29% in 1989
to 67% in 2004 (EBRD, 26. 11. 2007). This developh@an be seen in the subsequent
chart.

Chart 11: Trade openness (exports plus imports to BP in %) in Poland, Hungary
and the Czech Republic
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Source: EBRD: Selected economic indicators data1262007

Poland did not avoid trade imbalance and sufferethfa relatively high deficit of the
current account at the end of the first transforomatlecade (see the next table). Nearly
all of the transformation economies were struckshwilar problems in some phase of
the transformation during the 1990s. Only Slovefufthe whole previous Eastern
block) was able to avoid a higher deficit of thereat account.
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Table 23: The share of the current account balance® GDP between 1990 and 2004
(in %)

Country 1990 1991 1992 1993 1994 1995 1996 1997

Czech R. -2.5 -6.7 -6.3

Hungary 1.1 1.2 0.9 -10.8 -9.5 -3.6 -3.8 -4)3

Poland 1.9 -0.4 1.0 -1.3 5.3 0.6 2.0 -3J7
1998 1999 2000 2001 2002 2003 2004

Czech R. -2.1 -2.4 -4.7 -5.3 5.7 -6.8 5.3

Hungary -7.0 -7.7 -8.5 -6.0 -7.0 -8.( -8.4

Poland -4.0 -7.4 -6.0 -3.1 -2.8 2.5 -4.0

Source: IMF: World Economic Outlook Database, Rmteid October 9, 2010 from

http://www.imf.org/external/pubs/ft/iweo/2010/02/weodatix.aspx

Regarding capital transfers, we concentrate orfdtedgn direct investment (FDI). The
mood in Poland at the beginning of the transforomaperiod was similar that of other
countries, and there was no political support falirgg of the domestic companies to
foreigners (Berend, 2009). Nevertheless, the cguntis always among the biggest
receivers of FDI in absolute terms, as we cansélee following table. Lavigne (1999),
for example, writes that Hungary, Poland and thedizRepublic gained as much as
84% of all FDI in Eastern Europe by 1997. The viefvPoland is different if we
consider FDI per person (see the next table) becaasording to this measure the
country lagged behind the leaders.

Table 24: Cumulative inflows of FDI in absolute tems and per capita in Eastern
Europe 1989-2004

Country

Cumulative FDI inflows
1989-2004, in million US$

Cumulative FID inflows per
capita, 1989-2004, in US$

Czech Republic 41 704 4 045
Hungary 37 189 3719
Poland 56 333 1471
Total Central Europe 161 255 21313

and Baltic countries

Source: Berend (2009)

As a consequence of foreign investment, compamn@s fbroad are currently playing
an increasingly important role in the Central Ewap economies. We can see (the next
table) that the role of foreign companies in thduistries was already decisive at the end

of the 1990s.

Table 25: The share of foreign companies in indusyrat the end of the 1990s

Employment Investment Sales Exports
Czech Republic 27 53 42 61
Hungary 47 82 73 89
Poland 29 63 49 59

Source: Berend (2009)
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Labour force is the last factor of production. Eratgpn from Poland declined after
1990, and simultaneously, immigration into the dogynincreased. And as a
consequence, net migration declined after 1990reTteas another shift in the labour
market in the form of sharp growth in emigratioteathe Polish admission into the EU.
The overall development of migration can be sedbhart 1.

8. Conclusions

The pages above presented us with the developméme &olish economy and society
during the transformation period. We could realizat economic conditions changed
dramatically. During the period of the communisgre the economy was decaying, and
the economic situation at the end of the 1980sasitisal. The economy suffered from
slow economic growth, hyperinflation and lack ofizaconsumer goods. Shock therapy
was applied in order to radically change econorpieditions in the country. This cure
improved the economic situation in the medium-tgraniod but (at the beginning of
the 1990s) it brought about transformation recesaitd hyperinflation in the short-time
perspective. Polish economic conditions enormoustyproved following the
overcoming of this recession. Political situatiotaeged quickly during the
transformation period and the governments werdivels unstable. Polish economists
had to face many tasks — including privatisatiod anprovement in banking sector.
The privatisation process was slow and postponedn&mic growth was relatively
high and the economy was able to catch up withldeeel countries. The main goal of
the economic transformation in the form of imprayithe ability of the economy to
grow was achieved. The economy established a ggotkemd and was able to catch up
with developed countries during the transformatiod post-transformation period.
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Abstract: The paper analyses transformation process in Bdlatween 1989 and 2004.
The goal of the paper is to clarify the most impaottsteps in the economic policy that
were carried out in this period. The structuretaf paper follows this general goal. We
first of all analyse economic development of theurdoy before the fall of the
communist regime because this determined the wfalewing process. Then we
shortly mention political development that had an#icant impact on the
transformation process, and its results. In thé pag we concentrate on the main steps
in the economic transformation, and consequentipteplace to specific aspects — for
example privatisation. The final part analyses th&n economic indicators of this
period. We conclude that the transformation proeetseved its main economic goal
and the economy’s ability to grow increased.
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