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INTRODUCTION

This book originated as a contribution to the projects co-ordinated by the European
Policies Research Centre, University of Strathclyde, on the regional aspects of
transformation in Poland within the broader perspective of future accession of
this country to the European Union. The project was financed by the European
Commission. In the course of preparation of the final text | incorporated some
results of research (mostly financed by the Polish Committee for Scientific Research)
conducted during the last three years on Polish regions and localities, as well as of the
project “Comparative Regional Development and the Political Economy of Regional
Policy” co-ordinated within the European Commission-financed ACE programme by
LICOS, University of Leuven. The publication of this book was made possible by
generous grants from the Polish Ministry of National Education and the Polish Agency
for Regional Development (PARR).

There have been several earlier analyses of the regional patterns of Polish
transformation published in English (see, for example, Gorzelak, 1993, 1995, 1996;
Korcelli, 1995; Szlachta, 1995; PARR, 1995; Task Force, 1996). The most recent and
perhaps the most comprehensive report was prepared by the Task Force on Regional
Development, a joint body of the Polish Government and the European Commission.
Its diagnostic report has been published in Polish and English. In this book I refer to
these sources in several places.

In preparation of this report, a statistical barrier has been encountered. Time-
series data in regional breakdowns for Poland are limited, which is due to the switch
from the so-called “Classification of the National Economy” (KNG) which was used
in the socialist system, to the European Classification of Activities (NACE), the
system commonly used in West European countries. Major statistical data referring
to particular sectors of economy are available in regional breakdowns up to 1993
in KNG and from 1993 onwards in NACE. It was not possible to recalculate the
regional data prior to 1993 according to the principles of the new classification. For
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this reason, only in a few cases was | able to present a dynamic picture in regional
breakdowns, and in most cases | simply present the regional patterns of 1995/1996.

I would like to thank the following persons for their participation in the preparation
of the statistics, tables and figures: Krzysztof Berger of the Research Centre for
Economic and Statistical Studies, Wojciech Dziemianowicz of the Polish Agency
for Foreign Investment (PAIZ), and Tomasz Zarycki and Wojciech Roszkowski of
EUROREG, University of Warsaw.

Nevertheless, all responsibility for the content of this book rests solely with its
author.

Figure 1.0. Territorial organisation of Poland, 1997



Chapter 1

CURRENT STATE OF TRANSITION

1.1. Introduction

Speaking metaphorically, one may say that in Poland the so-called “Socialist system
ended on June 4, 1989, when the first (almost) free parliamentary electionlafter over
50 years of authoritarian rule took place in Poland. This election demonstrated
that the Polish nation was ready to reject the one-party authoritarian system and the
inefficient, centrally planned economy. Within two months a new government, headed
by Tadeusz Mazowiecki, was formed.

Since the first semi-free election of 1989, the political system has undergone deep
restructuring. Fully-fledged political parties have emerged. Until 1997 the parties
of leftist and centrist orientations were better structured than the right-wing ones,
which resulted in their absence in the previous Sejm (1993-1997), although around
30 per cent of voters cast their votes for those parties2 The efforts to consolidate the
right-wing parties succeeded in 1997 and resulted in the election victory in September
1997 of the Electoral Action “Solidarity” (Akcja Wyborcza Solidarnos¢, A WS) and the
Union for Freedom (UW).

1 According to the agreement of the communist party with the opposition, two thirds of the seats in
the lower chamber of the Polish parliament (the Sejm) were reserved for three parties—the communist
party, the Democratic Party and the Peasant Party—and only one third to the independent candidates
(who were, in fact, all connected with the “Solidarity” trade union headed by Lech Walgsa). The upper
chamber (the Senate) was open to unrestricted political competition.

2 In Polish electoral law there is a 5 per cent threshold for parties and 8 per cent for coalitions of
parties.
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Though there have been nine prime ministers, eight governments and six parlia-
mentary coalitions since the first non-communist government of Tadeusz Mazowiecki3
Poland has been a politically stable country. For the past few years “parliamentary
games” have not affected the economy and the political institutions, which are
constantly developing. In 1997 a new democratic constitution was passed by the par-
liament and approved in a general referendum, which ended the rule of the provisional
so-called “small constitution” that provisionally adapted the national constitution of
1952 to the new conditions ensuing after the changes of 1989.

On January 1, 1990, Polish economic ‘shock therapy” was applied by Leszek
Balcerowicz, who has twice served as the deputy prime minister responsible for the
economy: in the first democratic government and now in the current AWS-UW
government. At the beginning of the reform in 1990 the economic situation was
difficult. The last communist government in its last decision liberated the prices of
food and abandoned the rationing system. This move generated hyperinflation and
did not lead to the stabilising of the market, since income indexation was introduced.

The economic measures undertaken by Balcerowicz led to the rapid creation
of a market system, one which, however, was still characterised by a remarkably
high degree of state intervention. The first moves, like freeing all prices, led to
steep growth of inflation (up to over 70 per cent monthly) and sharp decrease in the
purchasing power of the population. Liberalisation of foreign trade resulted in growth
of imports, especially of high quality goods from western countries, and decrease of
exports, due to the collapse of the traditional markets of the COMECON countries.
At that time Polish producers were unable to compete on the western markets.

All these processes meant a dramatic economic revolution. Within afew months the
Polish economy switchedfrom a supply-constrained system (a genericfeature ofa centrally
planned economy) to a demand-constrained system (i.e. to a market economy).

The necessity of adaptation was thus forced on the majority of participants in the
economic game: employees and employers, producers and consumers, private and
public enterprises etc. At first, this adaptation led to effects of a negative nature:
all major economic categories deteriorated. However, after two and a half years the
Polish economy bottomed out and began to grow again.

The following features of the Polish economy in recent years are worth noting:

¢ Accelerated inflow of foreign capital. By the end of 1994 about 4.5 billion USD
had been invested in Poland; in 1995 the inflow was estimated at 3.7 billion dollars,
in 1996 it reached approximately 5.2 billion and in 1997 itis estimated to have
amounted to 6-6.5 billion. Altogether, slightly less than 20 billion USD came to

Poland either in the form of portfolio or equity investment4 Poland received the

greatest inflow of foreign capital in all of Central and Eastern Europe.

3 In 1993, Waldemar Pawlak was designated Prime Minister by President Lech Watesa, but he did
not succeed in creating a government. There were three prime ministers of the parliamentary coalition
of-«the Social Democrats and the Peasant Party, created after 1993 election: Waldemar Pawlak, J6zef
Oleksy and Wlodzimierz Cimoszewicz. Finally, in October 1997, Jerzy Buzek was nominated by the
majority coalition of AWS and the Union for Freedom.

4 Data on foreign capital inflow differ considerably according to the statistical source. The Central
Statistical Office reports only the capital of firms which have compiled appropriate statistical documents
and made them available to the CSO. The Polish Agency for Foreign Investment (PAIZ) reports the
capital of all investors operating in Poland. The Polish National Bank reports effective trans-border

flows of capital (e.g. domestic debt repayment made by a foreign firm in Poland is not treated as
a foreign investment). Data reported above are from PAIZ.
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« Faster growth of fixed capital formation than consumption, which created foun-
dations for future growth. This trend reversed during the second half of 1996,
which indicated that consumers gained confidence in the future prosperity of the
Polish economy. If the monetary policy of the state national bank is careful and
firm enough, efficient regulations of the interest rate will easily secure further
disinflation;

e Shift from the public to the private sector—in 1996 the latter employed 64.1 per
cent of the total workforce, as compared to 45.1 per cent in 1990.

Inflation has appeared to be the most grave impediment to the further improvement
of the economic situation. In 1995 it still exceeded 20 per cent and in 1996 it dropped
to 18.5 per cent, to reach 13 per cent in 1997 (it is envisaged that inflation will be down
to 9.5 per cent in 1998). However, inflation has reached levels regarded as “civilised”
and is no longed considered the main impediment for economic stabilisation and the
growth of the Polish economy. On the contrary—the most recent analyses tend to
regard Polish economy as overheated, which might pose the danger of a Czech or
even Far Eastern type of economic crisis. The government introduced some measures
in 1998 to cool down growth and stabilise the economy.

The state budget deficit only briefly exceeded 5 per cent of GDP. Since 1994 the
state budget has been much more balanced; in 1996 the deficit amounted to 2.5 per
cent and in 1997 not more than 2 per cent. The budget for 1998 assumes a deficit
within the range of 1.5 per cent of GDP.

Stabilisation of thefinancial situation allowed for the reform of the Polish currency
on 1 January, 1995. 3.5 new Polish zlotys equal (as of July 1998) 1 USD (before
the reform the exchange rate was 1 USD = 25,000 z45. The devaluation of zloty
is slower than the inflation rate, which results in a long-run real appreciation of
the Polsih currency. This is due to the constant process of convergence of Polish
economic structures to the structures existing in more mature market economies.
Some economists advise stabilisation of the exchange rate of foreign currencies,
which would exert an even stronger pressure on Polish exporters and help to combat
inflation. This advice, however, is hardly prudent, taking into account the mounting
foreign trade deficit which exceeds 10 billion USD annually (and has, to date, been
covered by the inflow of foreign currencies from unregistered foreign trade and
foreign investment, allowing the current reserves of the National Bank of Poland to
mount to approximately 20 billion USD).

Institution-building seems to be the most rapid process in Poland after 1989.
The entire ‘business environment” compatible with the requirements of a market
economy had to be created almost from scratch. Though several shortcomings of
the institutional background still do exist, a great improvement has been made: the
Warsaw stock exchange is the biggest in the post-socialist world; numerous commercial
banks, some also with foreign capital, operate in the country; numerous consulting and
advertising firms, both of Polish and foreign origin, have opened their offices in major
cities; chambers of commerce positively influence economic life in several regions,
together with over 60 agencies of regional/local development. Further development
of this sector, especially of financial services, will proceed at a fast pace. Regional

5 The exchange rate of the Polish currency to one USD throughout the transformation period evolved

as follows: 1989: 6,500 zi; 1990: 9,500 zi; 1991: 10,957 zk; 1992: 15,767 zk, 1993: 21,344 zt; 1994:
24,373 z+. In mid-1995, 1 USD amounted to 24—2.5 new zlotys.
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innovation centres are among the institutions most badly needed, since the relationships
between research and production are particularly weak in the transformation of the
Polish economy.

The state administration has not been changed considerably since 1989. The
central government still concentrates too much power and the regional level is too
weak economically and politically. As | have argued elsewhere (Gorzelak, 1996), the
so-called “reform of the centre” that was initiated in the autumn 1996, should in fact
be seen as a cosmetic change in the administrative system of the country, since it
does not allow for any major decentralisation of power from Warsaw to territorial
units (this matter is discussed in section 1.2.5). The reform is important from one
point, however—it gave the prime minister much more power in shaping his/her
government, both in institutional and personal terms. The réintroduction of local
self-government in 1990 was a great systemic change, though further empowerment of
local authorities should also be undertaken.

There exist several obstacles to systemic reforms, of which two are of the greatest
importance: the inefficient social security system and the personal insurance system. It
was only very recently, in the last months of the Social Democratic-Peasant Party
government, that the first reforms of the social security system were introduced, while
the insurance system—as well as the health care system—remain mired in socialist
practices and require fundamental reforms.

Social attitudes and preferences have been changing considerably during the trans-
formation. The initial euphoria of abandoning “real socialism” and “living in one’s
own home” was soon replaced by disillusionment caused by the hardships of the
reforms. A vast majority of the society, deeply attached to the principles of “social
justice” understood in a very egalitarian manner, rejected in particular such phe-
nomena as unemployment (peaking at 16 per cent in 1994, and then decreasing to
14 per cent in late 1995 and further to 12.5 per cent in 1997) and growing income
differentiation. It may be said, however, that a growing number of people in Poland,
especially professionals and representatives of the middle class, note the positive sides
of the reforms.

The international situation of Poland should be evaluated as stable and positive.
Poland is a member of the United Nations system. It was one of the first Central
European countries to enter the Council of Europe and the second to enter the
OECD. Poland is a member of the IMF and the World Bank and has signed the
Convention for Protection of Intellectual Rights. Membership in NATO should
materialise in 1999 and in the European Union before 2005. Poland’s relations
with its eastern neighbours are relatively untroubled, and there are great chances for
redevelopment of economic relations with the post-Soviet republics. Co-operation
with other Central European countries is developing in a very promising way, and
a kind of common market may be developed in a few years’ time within the framework
of CEFTA (Central European Free Trade Association).

The overall picture of the Polish experiment of building the market system in an
accelerated manner deserves a positive evaluation. Strong foundations for future growth
have been created. Poland is gaining international confidence, and the majority of Poles
have found their place in the new political and economic situation.
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1.2. Political transition

1.2.1. Constitutional order

In a referendum in May 1997 the Polish people approvedtheir newconstitution,
which went into force on October 17, 1997.

Poland is a parliamentary republic with a president as the head ofthe state. The
president is elected by a popular vote for a five-year term.

The president is one of two instances of executive power in Poland, the other being
the government. The Polish presidential model lies somewhere between the French
and the German solutions. The president may dissolve the parliament in two cases:
when it is unable to pass the national budget within three months and when it is
unable to create a viable coalition that can form a government. In the process of
government formation, the initiative passes to and fro between the president and the
parliament.

Civil control over the army and the police is one of the milestones of the Polish
political transformation.

1.2.2. Democratic institutions

Democratic institutions have become well rooted in Polish political practice,
though their position within the state structures is still changing. The separation of
powers is a major principle of the institutional set-up of the Polish political system.
The juridical system is well developed, with the following superior courts:

» the Supreme Court (Sad Najwyzszy);

e the Supreme Administrative Court (Naczelny Sqd Administracyjny)’,
e the Court of Appeal (Sad Apelacyjny)’,

« the Constitutional Tribunal (Trybunat Konstytucyjny);

 the Tribunal of the State (Trybunat Stanu).

The positions of these supreme courts are strong. The courts are independent
from any other political powers, and the judges are nominated for life by the president.
With the exception of the ability of a two-thirds majority of the lower chamber of the
parliament to overturn a sentence of the Constitutional Tribunal, the sentences of the
supreme courts are definitive. The law on the Constitutional Tribunal was changed in
the new constitution and for all new parliamentary bills its decisions will be definitive
(there will be a two-year vacatio legis for the bills passed before the new constitution’s
going into effect).

The institution of the Polish “ombudsman” was created in 1988 and has succeeded
in becoming a strong element of the Polish institutional system. In spring 1996, the
third ombudsman—as previously, an outstanding specialist in juridical sciences—was
elected by the parliament.

1.2.3. Political parties

At the end of 1997 there were over 300 registered political parties in Poland.
However, due to the most recent regulations, which require that a party have at
least 1000 members, this number will no doubt go down dramatically. Of the three
major parties of the communist regime, two succeeded in their adaptation to the new
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conditions: the Social Democratic Party of the Republic of Poland (Socjaldemokracja
Rzeczpospolitej Polskiej, SARP) which is the reformed former communist party, and
the Polish Peasants’ Party (Polskie Stronnictwo Ludowe, PSL), the successor of the
former United Peasants’ Party.

Most of the parties have been and still are active in the capital, Warsaw, and in
slightly more than ten other centres. The most numerous party is the PSL, claiming
some 300,000 members, with its electorate and organisational basis located mainly in
rural areas. The second most numerous party is the SdRP, considered to be a “post-
communist” party, with approximately 60,000 members. The remaining parties have
less than 50,000 members each.

Polish political parties cover the entire ideological range, though sometimes it
might be difficult to assign several parties to a particular ideological class. In fact,
the traditional divisions of “left” and “right” do not seem appropriate to describe the
Polish political stage. There have been several attempts to describe the spectrum of
Polish political parties in a few dimensions (Jasiewicz, 1995). These include:

« the economic dimension; several approaches might be applied: free market vs. state
interventionism; monetarist vs. anti-monetarist; meritocratic vs. redistributive;

« the political dimension: authoritarian vs. democratic; primitive rule of majority vs.
rights for minorities; de-communisation vs. opposition to de-communisation;

 attitudes towards the role of religion: separation of church and state vs. clericalism;
liberal regulations on abortion vs. ban on abortion;

 afttitudes towards European integration: nationalism vs. integrationism; chauvinism

VS. openness.

In several cases the parties that label themselves as “right” in fact are “right” (or
conservative) only in one of these dimensions (e.g. attitude towards religion) and may
even express populist (eg. Ruch Odbudowy Polski—Movement for the Reconstruction
of Poland, ROP) or clearly leftist economic standpoints (“Solidarity” trade union
which formed the electoral alliance Akcja Wyborcza ‘Solidarnos¢—Election Action
‘Solidarity’, AWS, and won the election). By contrast, the Social Democrats have
a liberal economic programme and are definitely non-conservative in the ideological
dimension. Only a few parties are consistent in both respects. A more detailed
picture of the parties’ orientations related to the four major political and economic
dimensions is provided in table 1.1.

The political groups analysed above have quite clearly defined electorates. Ed-
ucated persons vote first of all for the Union for Freedom (Unia Wolnosci, UW,
the new party that was created after two parties, the Democratic Union and the
Liberal-Democratic Congress, merged in 1995), but also, though to a lesser de-
gree, for the Alliance of the Democratic Left (Sojusz Lewicy Demokratycznej, SLD),
composed primarily of the representatives of SORP and the “post-communist” trade
unions (OPZZ). Blue collar workers, on the other hand, distribute their votes among
the SLD and the AWS. Farmers, on the other hand, vote most frequently for the
Polish Farmers’ Party (PSL) and for the Popular Alliance (PL), though recently Polish
farmers seem to be shifting their support to other parties. Created in 1996, still
heterogenous, AWS assumed economically populist and ideologically conservative
positions which gained wide social support, as shown by last parliamentary election in
September 1997 (see table 1.3).
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Table 1.1.
Polish political scene, 1998
Name Type of economy Nature of the state European option  Political socio-technique
UW  moderate state secular, with a moderate  decidedly European alliance of
interventionism role of the Church reform-oriented groups
SLD liberal with state decidedly secular European social agreement
interventionism
PSL state interventionism secular, with an important European with social agreement
in agriculture role of the Church strong reserves
ROP state interven- unclear, but with an politically: European; political purge
tionism, populist important role of economically: anti-
the Church European
AWS state interven- based on politically: European; political purge
tionism, populist Catholic values economically: anti-
European

UW: Unia Wolnosci (Union for Freedom); SLD: Sojusz Lewicy Demokratycznej (Alliance of the
Democratic Left); PSL: Polskie Stronnictwo Ludowe (Polish Farmers’ Party); ROP: Ruch Odbudowy
Polski (Movement for Reconstruction of Poland); AWS: Akcja Wyborcza Solidarno$¢ (Electoral Action
‘Solidarity”’).

Source: modified and updated table 23 from G. Gorzelak, B. Jatowiecki (1993).

Although trade unions have played an important role on the political scene during
recent years—which recently has manifested itself in the political involvement of
“Solidarity” in reuniting the conservative part of the Polish political scene—a gradual
decrease of the political and social significance of the syndicates should be expected.
In recent years strikes, both these organised by the OPZZ and by “Solidarity”, have
practically ended with failures, though the strikes of coal miners, especially those
organised in the middle of severe winters, have led to at least partial successes.
Governments react calmly to these strikes, while the society is beginning to react with
open animosity, especially when the strike concerns the employees of public service
institutions (teachers, health care employees, railroad workers, municipal transport
employees etc.). One may expect the political role of trade unions to decrease and
their open involvement in politics to be more and more limited, in spite of the very
strong efforts of the “Solidarity” trade union to regain importance on the national
political stage as an organiser of the entire anti-post-communist bloc. It cannot be
ruled out that this bloc will split into several smaller parties and factions.

The Polish Catholic Church still remains an important political institution in
Poland, which can be explained by its role as the “governor of souls” during the
communist period and its role in the transition to democracy. Although the need
for its involvement in current politics is much smaller than in the times when the
Church remained the only independent institution in the country, a part of Church
hierarchy is using the opportunity created by the transformation period to try to gain
a dominating position not only in the spiritual sphere but in the secular realm as
well, aiming to enforce their ideology with the assistance of the state apparatus (i.e.
by administrative methods), as was the case during the rule of the “post-Solidarity”
political parties through 1993. During the rule of the leftist coalition in 1993-1997,
the Catholic hierarchy assumed a very traditional and in several cases—as in the case
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of regulations on abortion—“fundamentalist” position. This met with the negative
reactions of a great part of society, even though the majority of Poles are Catholic
(some 50 percent of Poles attend church regularly, though this percentage is likely to
decrease in the near future).

1.2.4. The parliament

The general elections held throughout the entire period 1989-1997 demonstrated
a pendulum-type dynamic of public political preferences:

e massive rejection of the communist regime and general support of “Solidarity”
candidates (1989),

 strong support of “Solidarity” (70 per cent of votes cast for Lech Walesa in the
second round of the presidential election in 1990), accompanied a great deal
of confusion (30 percent for Walgsa’s counter-candidate “from nowhere”, Stan
Tyminski)

e support for the post-communists and “reformed peasants” in 1993 and subse-
quently the defeat of the “legend of Solidarity”, Lech Walesa, in the last presiden-
tial election (1995), won by the candidate of the “post-communists”, Aleksander
Kwasniewski,

e support for the “Solidarity” tradition in 1997 election.

This evolution is presented in a synthetic form in table 1.2.

Table 1.2.

Change of political orientations in Poland, parliamentary elections 1991-1997

Orientation 1991 1993 1997
Anti-communist 34.7 18.4 42.4
Anti-“Solidarity” 20.9 343 36.7
Centrist 333 26.8 17.2

Source: S. Gebethner (1995) p. 34. For 1997: own calculations.

Under the present electoral law a five-percent threshold for political parties and
an eight-percent threshold for their coalitions have been introduced. This regulation
resulted in two consecutive relatively unfragmented parliaments, as opposed to the
first parliament, where over 20 parties were represented. After both the election
of 1993 and that of 1997, five parties gained representation in the Parliament (see
table 1.3).

The parliamentary election which took place on 21 September, 1997, was won by
the coalition of anti-post-communist parties under the umbrella of “Solidarity” by a 7-
point margin. Polarisation of the political scene in Poland has led to marginalisation
of other parties, among which only the Union for Freedom managed to increase its
electorate. The defeat of the Polish Peasants’ Party, of the Union for Labour (which
did not pass the 5-percent threshold) and of the radical conservative ROP were the
most spectacular manifestations of this polarisation.

It is interesting to note that political behaviour—as measured by voting patterns—
is in Poland strongly differentiated regionally. There are several dimensions of these
differences (see Zarycki, 1996, 1997):
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Table 1.3.
Results of 1991, 1993 and 1997 parliamentary elections in Poland
. . Votes (per cent of valid votes) Parliamentary seats

Parties and coalitions absolute numbers per cent

1991 1993 1997 1991 1993 1997 1991 1993 1997
SLD 12.0 204 27.1 60 171 164 13.0 372 357
PSL 9.2 15.4 7.3 50 132 27 109 287 5.9
ubD (UW) 12.3 10.6 13.4 62 74 60 138 161 135
UP 21 2.1 4.7 4 41 — 0.9 8.9 —
KPN 8.9 5.8 _b 51 2 b 111 48 _b
KLD 75 4.0 - 37 — —c 8.0 — —°
BBWR — 5.4 —d — ST 35 _d
WAKa 9.0 6.4 _b 50 — b 109 — _0b
AWS — — 338 — — 202 — — 439
ROP — — 5.6 — — 5 — — 1.0

aWyborcza Akcja Katolicka (Electoral Catholic Action), coalition of Catholic parties created before 1991
election;

bJoined AWS;

cMerged with Democratic Union to form Union of Freedom;

dRenamed to Blok dla Polski (Bloc for Poland).

Source: Own calculations based on State Electoral Committee.

1. Traditional, historical patterns, following the boundaries of Poland’s partitions
in the 19th century (when Poland was partitioned between the three European powers
Russia, Austria and Prussia, 1795-1918; for more details see chapter 9 and Gorzelak,
1996). The part that was under the Austrian rule (the south-eastern part of the Poland)
is much more traditional and “anti-communist” than other parts of the country. The
central-eastern regions (i.e. the part that was under Russian domination) has a much
more “leftist” orientation—support for the SLD and President Kwasniewski was
relatively high there, though the north-eastern corner (predominantly of a rural
character) is of more traditional orientation. The western and northern parts, gained
from Germany after 1945 and inhabited by in-migrants from other Polish territories
—mainly eastern ones that were lost to the Soviet Union—demonstrate strong support
for the left. Fig. 1.1 presents the regional distribution of votes supporting the first
non-communist prime minister, Tadeusz Mazowiecki, during the first round of the
first presidential election, where he contested Lech Watesa and Stan Tyminski. The
influence of old partition boundaries is clearly visible.

2. Urban-rural differentiation. Bearing the above differences in mind, one may
say that in general big urban centres vote more readily for traditional and conservative
parties (i.e. rather against the “post-communists”, who receive greater support in
smaller and medium-sized towns), and the rural areas support agrarian parties and
the SLD.

These two political patterns have a clear geographical representation in statistical
(principal component) analyses: the first component discriminates north-western
territories form their structurally opposite south-eastern parts of the country, while
the second dimension differentiates more urbanised south-western regions from less
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Figure 1.1. Support for Tadeusz Mazowiecki in the first presidential elections, 1990

Support for Tadeusz Mazowiecki
in the first presidential elections, 1990

Source: State Electoral Committee.

urbanised north-eastern ones. Strikingly, the same geographical patterns are evident
in the more durable socio-economic characteristics of the Polish regions.

A positive correlation between the effects of transformation and support for the
parties which had power during the first period of transformation can be observed.
This makes Polish regional political differences more stable, voting behaviours more
predictable and political life less sensitive to incidental influences.

1.2.5. The territorial organisation of the state

The administrative structure of Poland has not changed since 1989. 49 small and
weak regions (voivodships) that were inherited from the previous system have been
preserved unchanged. It is a paradox of history that on the wave of démocratisation in
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Poland, as in other Central European countries, a process of centralisation has been
observed since 1990 (see Jatowiecki, 1995, for a concise account of recent attempts
to reform the Polish territorial organisation). The region became even more strongly
subordinated to the central government.

In Poland a self-governmental system on the local level was restored in 1990, after
the first fully democratic local elections. In 1996 there were 1613 rural, 315 urban
and 555 urban-rural fully self-governed gminas in Poland (2483 gminas altogether).
However, Polish gminas remain relatively weak, to a great extent relying on funds from
the central government. The state financial system is strongly centralised, since local
governmental revenues constitute only some 17 per cent of all public revenues. Local
taxes are very limited and local authorities have been denied the right to conduct
economic activity. According to a typology of countries from the point of view of the
share of local budgets in all public spending and in GDP, Poland is a country with
relatively shallow decentralisation. In 1995, local expenditure reached 7.01 per cent
of the Polish GDP and 19 per cent of all public expenditures (by contrast, in Spain
these figures amounted in 1987 to 9.6 and 23.2, and in France in 1993 to 10.0 and
32.0 per cent respectively—see Gilowska, Misigg, 1995, pp. 24-26). The following
table presents the revenues of local budgets in recent years.

Table 1.4.
Revenues of local budgets, 1992-1995
1992 1993 1994 1995 1992 1993 1994 1995
Revenues . - .
in million zt in per cent
Own revenues 3,046.8 4,4853 5,970.6 801 473 46.4 403 401
eproperty tax 1,053.7 1,4275 1,988.0 2,826.6 164 148 134 141
etax on means of transport 2234 3208 413.3 603.1 35 3.3 2.8 3.0
eagricultural tax 1737 3714 417.8 519.6 2.7 3.8 2.8 2.6
estamp duty 339.2  386.7 594.6 1 53 5.0 4.0 1
esales of municipal property — — 438.1 1 — — 3.0 1
esales of services 86.0  255.8 367.1 4,062.3 13 2.7 25 204
erenting and leasing
municipal property — 239.0 205.0 1 — 25 14 1
eother 1,171.8 1,484.1 1,546.7 1 177 154 10.4 1
Shares in state taxes 1,428.0 2,4485 3,420.7 4,616.4 222 254 231 231
ecorporate tax 166.0  349.2 366.3 468.9 2.6 3.6 25 2.3
epersonal income tax 1,261.4 2,099.3 3,0544 41475 196 218 205 208
Conditional grants from
state budget 1.0293 1,612.0 3,205.4 4,115.7 188 167 217 206
«for own municipal tasks 1625  351.2 479.4 25 3.6 3.2
«from commissioned tasks 1,046.8 1,260.8 2,725.8 163 131 184
General grants from state budget  756.1 1,102.7 556.1 746-3 11.7 114 3.7 3.7
Educational grants — — 1,655.4 2,296.0 — — 112 115
Total 6,640.2 9.648.5 14,808.0 19,993.4 100.0 100.0 100.0 100.0

Source: Task Force—Finances (1996); for 1995 Central Statistical Office.

Subsidies of the state budget to the local budgets are calculated on a per
capita basis, and the size of the locality is the only criterion taken into account in
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differentiating the subsidy (in cities of over 300,000 inhabitants the subsidy is higher
by 50 per cent that in the smaller urban and in the rural gminas). The shares (17 per
cent) in the state personal income tax used to be calculated in the following way:
all personal income taxes collected in a given voivodship were summed up and then
distributed to particulargminas according to their share in the voivodship’s population.
In this manner, the gminas were “averaged” regionally, which benefited the poorer
gminas at the expense of the more well-off ones and rural ones at the expense of
urban ones (farmers do not pay personal income taxes in Poland). A stepwise reform
of this system is under way, which will result in alloting to every local budget exactly
17 per cent of the personal income tax collected in a given locality. Gminas also
receive 5 per cent of the state corporate income tax. The only major own tax of the
local budgets is the real estate tax (a property tax does not exist as yet). There are
additional local taxes, like the tax on dogs and the tax on agricultural land which is
the only local tax which has some importance as a source of local revenues in the
rural gminas.

The table reveals that the revenues of local budgets have become more and more
state-dependent. The share of own revenues is constantly decreasing, which only in
part may be attributed to the educational grant, which comprises funds allocated to
the municipal budgets due to the transfer of responsibility for running primary schools
from the state to local governments.

The spatial differentiation of local revenues is strong and—what is more
important—reveals very interesting regional patterns. Figures 1.2 and 1.3 present
the extreme (the poorest and the richest) gminas in Poland (first and last quintiles of
gminas arranged on a scale representing the value of own revenues per inhabitant).
The influence of old, historical factors on the current differentiation of the financial
situation of Polish gminas is astonishing: almost all the poorest gminas are located
in the former Russian and Austrian parts of Poland; the richest municipalities are
scattered around the entire country, though they are considerably more concentrated
in the western part of the country. These results indicate that “poverty” is histor-
ically determined and therefore difficult to overcome. It is almost impossible for
a commune to be “poor” if it is well located. On the other hand, factors for success
are distributed more evenly—even an unfavourably located municipality may achieve
success if it has some own potential for development.

The spatial patterns demonstrated in figures 1.2 and 1.3 prove that the macrore-
gional setting is becoming a strong factor in local development. These patterns also
suggest that in favourable regional conditions it is almost impossible to be a poor
municipality, which would suggest the existence of a kind of “spatial determinism”.
However, other examples of relatively rich gminas do prove that this determinism
is not overwhelming—in a less favourable macroregional setting it is still possible,
though more difficult, to achieve success on the local level.

Local governments are very critical in evaluating their financial situation. In a sur-
vey conducted in spring 1996, over 60 per cent of the respondents—representatives of
local authorities—indicated the financial barrier as the strongest, and 26 per cent as
a strong, constraint facing local governments. Only some 7 per cent do not consider
the financial situation to be a negative factor for the local economy6. In 1995 almost

6 The European Institute for Regional and Local Development, University of Warsaw, has been
running a three-year research project on the economic situation and social mobilisation of Polish
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Figure 1.2. Spatial distribution of 20 per cent of gminas with the lowest own revenues per
ihabitant, 1996

Source: Central Statistical Office.

85 per cent of local governments demanded changes in the financial system for local
governments (Gorzelak, Jatowiecki, 1996, table 1.8).

In order to collectively implement public duties, gminas may form alliances and
associations. Since certain kinds of local tasks cannot be performed by a single local
authority, the creation of inter-municipal associations has accelerated in Poland in
recent years. At present, there are over 130 such associations and over one third of
all Polish gminas belong to at least one of them (see fig. 1.4).

Despite its shortcomings, the self-governmental system has proved its virtues. It
appears to provide an excellent school for democracy and efficient management
of public fuifds. However, according to the above-mentioned survey (Gorzelak,

municipalities (see Gorzelak, Jatowiecki (1996, 1997b, 1998). For more on these research results, see
Chapter 8.
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Figure 1.3. Spatial distribution of 20 per cent of gminas with the highest own revenues per
inhabitant, 1996

Source: Central Statistical Office.

Jatowiecki, 1996, 1997b, 1998), the performance of local governments is strongly
differentiated. For a more detailed picture of this differentiation, see chapter 8.

The self-governmental reform is still being implemented, though at a very slow—
much too slow—pace. Local governments have been given new tasks; for example,
since the beginning of 1996 all of them have assumed the management of primary
schools. There are permanent disputes with the Ministry of National Education
concerning the financial resources that should be transferred to the municipalities
along with the transfer of responsibilities. Although the gminas claim—and rightly
so—that these resources are not sufficient, they use the public funds assigned to
education in a much more rational way than the state administration did. In
particular, local governments will be able to close down small rural schools which
cannot have full teaching staff and which very often run joint classes for several
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Figure 1.4. Inter-municipal associations in Poland, 1995

Source: Gorzelak, Jatowiecki (1996)

The Inter-municipal Association “Tourist Six Consortium” was created in 1992 by six
municipalities in south-western Poland, in a picturesque mountain region on the Polish-Czech
border. During a few years of activity, the association managed to became famous all around
the country as an example of successful inter-municipal co-operation in tourist development,
promotion and education. International contacts have been established, substantial assistance
funds have been acquired from the European Union for construction of an artificial lake, and
assistance to private hotel and restaurant owners in the form of training and contacts has been
delivered. All citizens of the six municipalities have learned about the consortium and many of
them support its activities in several forms. Much work is still to be done; there are several
points that are currently poorly exploited and—if properly renovated—could become “tourist
pearls” in this interesting region.

There are several other examples of such inter-local initiatives. It is becoming more and
more obvious to local elites in Poland that mutual co-operation may lead to greater successes
than isolation or “wild” competition.

21
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grades7. The state authorities were not able to implement this rationalisation due to
strong public resistance.

The second territorial unit, the voivodship, has become more and more dependent
on the central government, and—in fact—not on one central governmental agency,
but on several departments of the government. The voivodship budget has been
fragmented into a set of “sub-budgets”, each of them under the control of the budget
of a given ministry. The voivod (“governor” of the voivodship) is nominated by the
prime minister and can be dismissed at any time. There is no political representation
on the voivodship level which is elected by the inhabitants of the region. In this way,
the voivodship is more subordinated to the central government than it used to be
before 1989, when political representation did exist on the regional level and when
the voivod had much more powers than nowadays.

There is, therefore, a kind of a political vacuum between the commune and
the region. Until 1975, this vacuum was filled by an intermediate level, over 320
powiats (districts or counties). These units are—in several cases—still visible on the
socio-economic map of Poland. Several institutions, like courts, police, health care
services, educational authorities etc., have established their own spatial structures,
strongly resembling former counties. This is due to the fact that institutions of social
infrastructure (schools, hospitals, cultural establishments etc.) are located in some
300 medium-sized towns which used to be district capitals. These towns also act as
the nuclei of local labour markets and as service centres, as well as the nodal points
of transportation networks.

The process of “municipalisation” of public administration that is underway,
i.e. the process of transferring responsibilities from the central government to
local governments, calls for the creation of bigger self-governmental units. Present
municipalities appear to be too small and too weak to assume broader responsibilities,
making it difficult or impossible to transfer more functions from central governmental
units to the self-governmental system.

The present regional (voivodship) unit (one of 49) is much too small for the
new type of regional policy that should be designed and implemented by the central
government. The Polish administrative regions of the first order should be strong
enough to conduct their own development policies and to be economically competitive
in the international context. The development of the technical infrastructure needed
for creating favourable conditions for foreign capital intending to invest in Poland is
another task of the national regional policy, which calls for bigger spatial units which
will be able to undertake such tasks.

These considerations support the idea of the reform of the territorial structure
of the state which would result in a deep decentralisation of most of its functions.
Poland should be a country with three tiers of territorial structures: the basic local
unit (gmina), the district (powiat) and the voivodship, with self-government on each
of these levels. In August 1998 a new structure of the territorial units was voted in
the parliament. It will be implemented in January 1, 1999:

¢ 16 regional units (voivodships or provinces; see fig. 1.5) were introduced. They
will be provided with a strong self-government elected in direct elections and

7 In the sparsely populated rural areas of northern Poland, the average yearly cost of schooling in

primary schools is in the range of 1500-2000 zlotys per pupil. In some small, remote schools this cost
reaches even 5000 zlotys.
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presided over by a marshal. Parallel to the self-governmental authorities there will
be a governmental administration, headed by the voivod, who will be nominated
by the prime minister and will be responsible for implementing state policies
(which should be limited to “police-like” duties, i.e. maintenance of national
standards etc.) Big voivodships will assume many of the current responsibilities of
the national government, which would make the central government smaller, but
stronger. They will also be able to undertake new tasks which at present are not
carried out at all (such as creation of regional systems of innovation, technology
transfer centres, international promotion etc.).

308 fully self-governmental districts (although only 200 would be economically
viable), which will assume some responsibilities now performed by the voivod-
ships (such as administration of hospitals, secondary schools, roads etc.). No
competencies of the gminas should be transferred up to the districts.

Gminas, numbering around 2,500, which would remain the basic self-governmental
territorial structure. It should be ensured that the newly created powiats would
not deprive the gminas of any powers and competencies.

Figure 1.5. New voivodships (16)
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Scheme 1.
What state?
A. Centralised B. Decentralised
1. Government-territorial units 1. Government-territorial units

.

domination of central government balance between “the centre” and the regions

rather weak role of the sectoral system

domination of the sectoral system over the

regional system i -
2. Territorial organisation of the state

2. Territorial organisation of the state * three-tier system

* two-tier system * big self-governmental or self-govemmental/gov-
* small “governmental” regions ernmental regions

3. Public finances 3. Public finance

* domination of the centre over the territorial deep decentralisation of public financial system

units equalisation of regional differences explicitly la-
redistributive system beled as too great

The territorial reform should be regarded as another step in reforming the Polish
state—a shift from a centralised to a decentralised system. The two models of the
territorial organisation of the state can be concisely presented in Scheme 1 (below).

1.2.6. Summary

In spite of its several shortcomings and a certain level of immaturity, the Polish
political system merits a positive evaluation. Though there have been several and
frequent changes of governments, the course of institutional and economic reforms
is clear and stable and the “rule of law” is increasingly becoming the basic platform
for organising social, political and economic life in this country. It is very probable
that for the second time in a row the parliamentary coalition will survive the full
term, as was the case in 1993-1997. The structure of the political scene is improving,
with two major parties and fewer smaller ones. Political behaviours are becoming
more predictable and voting patterns stabilise in both socio-economic and regional
breakdowns.

1.3. Economic transition

The basic indicators presented in table 1.5 demonstrate the performance of the
Polish economy during the transformation period 1989-1996.

The data presented in table mark the year 1992 as a turning point in which most
negative economic trends were reversed. Since then, the Polish economy has begun to
grow and has reached the highest rate of economic growth in the entire post-socialist
world. This growth is mainly due to growth in industry and services, since the third
important sector of the Polish economy—agriculture—has presented a very unstable
pattern of growth and decline during the last six years. It should also be noted
that the relations between fixed capital formation and consumption have changed
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Table 1.5.

Dynamics of basic economic categories, Poland, 1989-1996, previous year=100

Categories 1989 1990 1991 1992 1993 1994 1995 1996
Gross Domestic Product 100.2 88.4 93.0 1026 1038 1052 1065 106.1
Industrial production 99.5 75.5 920 1028 1064 1121  109.4  108.7
Agricultural production 111.0 99.7 106.8 87.7  108.0 89.2 11738 99.4
Fixed capital formation 97.9 89.4 956 1023 1029 109.2 1276 1240
Consumption 104.9 843 1075 1035 1048 1039 1041  107.4
Exports 1002 1137 97.6 97.4 98.9 1183 116.7 109.7
Imports 101.5 821 1378 1139 1185 1134 1203 1280
Foreign investment 185.0 233.0 2530 109.3 195.0 142.0
Working population, total 99.0 97.3 94.1 95.8 909 1011 1003 101.9
Working population, public sector 93.1 85.4 89.1 1034 95.1 95.7 96.2
Working population, private sector 1021 1048 1024 103.6 1055 103.3 107.1
Unemployment rate 6.3 118 13.6 137 16.0 149 13.2
Inflation3 351.0 686.0 1711 1424 1346 1307 126.8 1194
Households’ real incomes 100.6 98.7 99.2 1006 1019 106.4
Households’ real outlays 104.2 97.2 1025 96.9 97.8 1059

aDecember-to-December basis.

Source: Roczniki Statystyczne (Statistical Yearbooks) 1990-1997; for households’ incomes and outlays
Trzcifiska (1997).

(particularly in the most recent period): the share of accumulation in the distribution
of GDP has grown (the growth of fixed capital formation was faster than that of
GDP). This shift demonstrates that the growth of the Polish economy is beginning to
rest on firm foundations. In 1996 net capital investment reached over 155 per cent of
the 1990 level, while consumption stood at only 134 per cent.

In 1996, the Polish economy grew by 6.1 per cent, with GDP exceeding the 1989
level by 3 percentage points. By 1997 Poland was the only post-socialist country to
attain the pre-transformation levels of GDP (in 1996 Slovenia was in second place,
with 94 per cent of the 1989 level, followed by the Czech Republic with 90 per
cent, the Slovak Republic with 89 per cent, Romania with 88 per cent and Hungary
with 87 per cent; the worst performance was demonstrated by certain post-Soviet
republics, where 1996 GDP as a percentage of the 1989 level was only some 20 percent
in Georgia and 40 per cent in Armenia). In 1997 growth of the Polish economy was
even faster; it reached 6.5 per cent figure, which brings Polish GDP up to 110 per
cent of the 1989 level.

The constant decrease in the number of employees in the public sector is due to
two processes: the decrease in the overall number of the employed, which occurred
through 1994, and the shift from the public to the private sector. The latter has
grown steadily with respect to the number of employees. However, during the first
years of transformation this growth was smaller than the decline in the public sector.
Unemployment—a phenomenon not existing prior to 1990 —grew steadily until 1994
(up to almost 17 per cent) and has since declined steadily (down to 10.5 per cent at
the end of 1997, and below 10 per cent in mid-1998), which is yet another proof of
the positive situation of the Polish economy.
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Inflation has been high, though constantly falling (22 per cent in 1995, over 19 per
cent in 1996 and 13.5 per cent in 1997, and around 10 per cent in 1998). Polish
inflation figures are about average in comparison to other post-socialist countries (e.g.
in 1995 inflation stood at 244 per cent in Bulgaria, 131 per cent in Russia, 28 per cent
in Romania and in Hungary, 9 per cent in Slovenia, 8 per cent in the Czech Republic,
7 per cent in the Slovak Republic and only 4 per cent in Croatia). Evaluating
the Polish path of disinflation, one should keep in mind that Poland entered the
transition with a hyperinflation that had been induced by the decision to free prices
in August 1989. Economic analyses prove that Polish inflation is of the “cost-push”
type, and mainly due to the upward pressure on prices coming from the public sector
(Falkinger, taski, Podkaminer, 1995). In several cases this has been the effect of the
political pressure of state enterprise employees. This is a kind of vicious circle, since
in many cases price increases are inevitable (e.g. of energy, transport, fuels etc.) if
usage of certain products is to be rationalised and state subsidies to the enterprises
providing them reduced; this increases trigger inflation when wages are increased to
accommodate price hikes, making further price increases necessary once again. Some
also claim that inflation has been artificially induced by governmental and central
bank forecasts, to which producers react by increasing their prices.

The financial situation of the state budget is more and more stable. Before 1994,
the budget deficit was high (up to over 5 per cent of the GDP), but since 1994 it has
dropped considerably (to 2-3 per cent of the GDP, reaching 2.5 per cent in 1996, and
below 2 per cent in 1997). This stabilisation process is in part due to a new tax system
(personal income taxes, VAT, real estate taxes), though further reforms are needed
(i.e. taxing residential property according to its value and not land area). Foreign
currency reserves are growing and exceed 19 billion USD. Since Polish foreign trade
witnessed an official deficit of some 2-3 billion USD in 1995 and 8.2 billion in 1996,
this surplus is mainly due to two sources: informal, private cross-border trade and
capital transfers from abroad (foreign investment).

The pension fund has not yet been separated from the state budget and there
is no direct relationship between the premium paid by an individual during his/her
life and the pension this person receives upon retirement. Poland has one of the
world’s highest shares of GDP spent on pension benefits (15.8 per cent in 1994;
155 per cent in 1995)8 which demonstrates how heavy the burden placed on the
entire economy by the socialist heritage in this sphere has been. The overgrown
pension system limits spending on other social needs: in 1995, for example, 44.7 per
cent of all public social expenditure went to pensions, and only 17.6 per cent to
education and 14.5 to health care (in other post-socialist countries these proportions
were much more favourable; see Golinowska, 1997, p. 38). If not reformed, the
pension fund may collapse in 2002, since the number of pensioners is growing and
the number of employed (i.e. of those who pay their premiums) is decreasing and
there is no saved “insurance capital”, as Poland’s system is a “pay-as-you-go” one
in which all premiums paid in by these who work are immediately paid out to the
pensioners. This is a typical “Thurowian” scenario, which may happen not only in
Poland (Thurow, 1996, chapter 5). The Polish situation is, however, worse, since

8 L.C. Thurow (1996, p. 98) states that this share is 21 per cent and is the highest in the world;
estimates quoted in the text are consistent with those of Polish sources.
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the private insurance sector is badly underdeveloped and cannot ease the strain on
the state social security system. A thorough reform of the social insurance system is
needed. The legislative process of this reform was started in 1996 and completed
in 1998. The social security system is to be composed of three parts: state-funded
basic social insurance; a capitalised fund related to the amount of premium paid
by the insured; and personally financed insurance in private companies. During the
initial stage of functioning of the new system, when the “insurance capital” is being
accumulated, the state social security system will be assisted by resources obtained
from privatisation of state-owned enterprises.

Polish science is chronically badly under-financed, receiving below 0.5 per cent
of GDP, which is one of the lowest shares among developed economies. This
fact undermines the potential for the future development of the country, since it
does not allow for alleviating the educational and technological backwardness of
Poland. This situation requires profound and prompt change (for a fundamental
discussion of science and technology in Poland within a wider international context
see Kuklinski, 1991, 1992, 1994, 1996).

Disputes over whether the economic recession was truly a historical necessity or
caused by mistakes and an incorrect approach to the economic reform have been vivid
and even nowadays are not entirely irrelevant. The opponents of the Balcerowicz
programme used to stress the social costs of the reform, which led to a sharp decrease
in domestic demand and was one of the main causes of the economic decline. They
also pointed to the fact that too wide an opening of the Polish market to (sometimes
unfair) Western competition created unnecessary difficulties for Polish enterprises
and farms, which added to the overall economic decline. They also argued that the
shift to Western markets was too fast and that some efforts could have been made to
slow down the pace of curtailing sales to the East, i.e. the republics of former Soviet
Union and other post-socialist countries.

These arguments do not seem to be well grounded. For the most part, the
economic decline in Poland was a necessary adaptation to new internal and external
conditions. To state the argument in the most concise form, one may say that this
adaptation can be presented as a shift from Fordist to post-Fordist organisation of
economic, social and political life. This shift was not possible in a closed system,
separated by economic and political barriers from global markets and therefore not
exposed to economic and political international competition. Once these barriers had
been removed, the old patterns of economic production could no longer be maintained
and “imported” patterns of socio-economic and political organisation began to shape
the new reality. The post-socialist countries “are catching up”, at a much faster pace,
with the rest of the developed world, more advanced in this restructuring.

If one accepts this interpretation, then the post-socialist transformation is de-
mythologised and deideologised (though this dimension should not be entirely over-
looked) and can be regarded as a “normal” process of technological and organisational
change, performed later than would have been the case if Central Europe (and other
socialist countries) had been earlier incorporated into an open global economy. The
decline in economic output which occurred in the post-socialist countries after 1990
was the price fr restructuring similar to that which the West paid for its change
of socio-economic structures after 1973 (as | have argued elsewhere, the Western
recession of the 1970s and early 1980s can be considered as the “price” which the
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West paid for abandoning the Fordist type of economic organisation and developing
post-Fordist patterns; see Gorzelak, 1996, pp. 32-34).

1.4. Social issues

The rapidly changing economic situation and fluctuations on the labour market
require from individuals a capacity for fast adaptation to new circumstances. These
demands can usually be met better by persons with at least a secondary education.
Change of occupation, participation in social and political life, the ability to under-
standing the language of mass media—all these require a certain level of general
knowledge which is not possessed by persons with only primary education or less (who
are often additionally affected by secondary illiteracy), nor to persons who are trained
only to perform certain specific manual operations. Nevertheless, the World Bank
estimates that more than two thirds of the Polish population do not have sufficient
cognitive competence to participate actively in the processes of modernisation and in
the democratic political life seem to be overly pessimistic.

In the socialist period the distribution of incomes in Poland was characterised by
strong egalitarianism. To some extend this is still the case. The 1990s witnessed
a constant increase in income differentiation, in which the level of skills and job
complexity became one of the most important factors in the growth of personal
incomes. It should be added, however, that the increase in earnings of upper
managerial staff and persons in professional occupations was very selective and
affected primarily state administration and industry, while, for instance, incomes
of medical doctors and of scientists have decreased relative to other occupations
(Hryniewicz, Jatowiecki, 1994).

The systemic change which started in 1989 brought a deterioration of material
conditions primarily for farmers and blue collar workers, particularly for blue collar
workers in large enterprises, who had previously taken advantage of certain material
benefits in addition to wages. All in all, however, in general the distance between
blue collar workers on the one hand and upper management and professional and
administrative employees on the other is still small in comparison to that prevailing
in developed market economies.

The polarisation of incomes is not only due to the growth of incomes of persons
in the highest income brackets, but also due to the decline of the income level of the
poorest. Income differentiation in Poland is nowadays comparable to that of some
of the more developed countries. The richest 20 per cent of households have an
income per person 5-6 times higher than the poorest 20 per cent of households (this
ratio equals 4 in Japan and Sweden, 6 in Germany and Spain and 9 in the USA).
The richest 10 per cent of households in which the breadwinner is employed have
incomes per person 7.6 times higher than the poorest 10 per cent of households in
this socio-economic group. In 1990 this ratio was 5. In pensioner-headed households
these ratios were 6 in 1996 and 4.4 in 1990 (Trzcinska, 1997).

According to the World Bank (1995) report, which is the first detailed study of
post-socialist poverty in Poland, poverty incidence varies much across socio-economic
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groups9 It is highest among recipients of social allowances and lowest among the
self-employed. The second lowest poverty incidence occurs among pensioners and
workers: in each group, about 11 percent have expenditures below the minimum
pension. However, since workers and pensioners are the two largest groups in Poland,
they make up over 50 percent of all the poor. Low education heavily contributes
to poverty. A university degree virtually precludes poverty, whereas family status
seems not to matter. There is also evidence that poverty may be reproduced from
generation to generation through educational patterns, particularly via vocational
schooling. Gender does not seem to be a very important poverty factor in Poland.
Rural poverty is much more pronounced than urban, and poverty is more pronounced
in small towns than in big cities. More recent estimates indicate that some 12-
14 percent of the population live below the poverty line, and that their average
incomes are 18 per cent lower than the poverty line. Growth in the number of poor
persons has been partly compensated by the increase in social benefits, especially in
the first period of transformation.

These findings about the relative incidence of poverty are also reflected in average
expenditures of different socio-economic groups. In general, the richest are the
self-employed. If expenditures of the households of the self-employed equal 100, the
expenditures of workers’ and pensioners’ households are 85-86, of worker-farmers’
and farmers’ 65 per cent, and of the recipients of social assistance only 48 per cent.

However, despite the relatively high social costs paid for the economic transfor-
mation, Polish households are becoming better equipped with durable goods (see
table 1.6). As the table reveals the households of pensioners—i.e. of the social
stratum which was regarded as the most severely hit by the transformation—have
improved beyond the national average.

Table 1.6.
Equipment of households with durable goods, 1990, 1995
Durable goods All households 1995 Employees’ households  Pensioners’ households

1990 1995 1990 1995
Colour TV set 82.7 67.1 95.7 28.3 76.3
Video receiver/recorder 50.5 20.1 69.6 2.4 26.3
Satellite T.V. 29.7 41.9 29.2
Personal computer 7.3 12.2 1.9
Automatic washing machine 60.9 63.5 75.4 30.4 49.8
Refrigerator 97.4 99.8 98.5 95.0 96.5
Freezer 35.2 23.8 335 114 244
Passenger car 39.4 33.2 45.7 9.5 20.1

Source: Rocznik Statystyczny (Statistical Yearbook) 1991, table 29(317); Maly Rocznik Statystyczny (Concise
Statistical Yearbook) 1996, table 15(104).

Personal incomes are strongly differentiated regionally. Table 1.7 presents the
regional differentiation of personal incomes in 1995 and fig. 1.6 the spatial differ-
entiation of one of the best indices of individual wealth: private passenger cars per

9 Estimates of poverty are very difficult to carry out, and vary between individual researchers. For

example, for Poland estimates for the share of population living in poverty range from 12 to 53 per cent
(Golinowska, 1997, table 6).
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Figure 1.6. Private passenger cars per 1,000 population, 1996

Source: Rocznik Statystyczny Wojewo6dztw (Statistical Yearbook of Voivodships) 1997.

1,000 persons. The dominance of big urban centres is clear. Also, in the regions that
compose the belt from Gdansk on the Baltic Sea through Poznan down to Krakéw,
the level of passenger car ownership is higher than elsewhere. These regions demon-
strate both diversified economic structures and a high level of agricultural production.
Eastern regions are much poorer.

In 1992 the regional differences in personal incomes were evidently smaller than
the differences in the GDP per inhabitant. In 1995 the upper parts of these two
arrangements look similarly (with the exception of the Ptock region, where GDP is
extremely high due to the biggest in the country oil refinery), but in the lower part
the differences in the personal income arrangement is much smaller than in the GDP
arrangement. It means that the redistribution of the GDP affects the poorer regions
much more, than the richer ones.
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Table 1.7.
Regional differentiation of personal incomes, 1995

Voivodships with the highest level Voivodships with the lowest level
of personal incomes per inhabitant of personal incomes per inhabitant

No voivodships Poland=100 No voivodships Poland =100
1 Warsaw 182,4 40. Siedlce 78.3
2. Katowice 125,7 41. Krosno 76.3
3. Krakéw 114,3 42. Ostroteka 76.0
4. Wroctaw 112.6 43. Biata Podlaska 75.0
5. L 6dz 111,2 44, Skierniewice 74.4
6. Poznan 111,0 45. tomza 73.6
7. Szczecin 104.9 46. Stupsk 73.1
8. Legnica 98.5 47. Przemysl 723
9. Gdarnsk 98.0 48. Nowy Sacz 72.2
10. Czestochowa 97.5 49. Suwatki 68.2

Source: ZBSE (1997), table 2.

Opinion polls illustrate the fluctuations in the evaluation of the current situation
in Poland. During the period from January 1992 to mid-1993 15-25 per cent of
respondents indicated that ‘the situation of Poland is changing in a good direction”;
while as many as 60-75 per cent expressed the opposite opinion. Excepting a short
period of growth of optimism at the end of 1993, the same attitudes prevailed through
the end of 1995. Since the beginning of 1996 the growth of optimism is evident,
peaking in mid-1997, when over 50 per cent of the respondents said that the situation
in Poland was changing in a good direction, while only 29 per cent indicated the
opposite. By the end of 1997 the shares of optimism and pessimism were almost
equal (with a slight dominance of the negative attitudes) at a level close to 40 per
cent (the remaining respondents did not indicate either of these two possibilities).

Tables 1.8 and 1.9 present respondents’ answers to a set of questions relating to
particular dimensions of public and individual life.

Table 1.8.
Public opinion polls in Poland, December 1997: current situation
Categories good neither good nor bad bad hard to tell
Political situation 17 42 26 15
Economic situation 18 38 36 7
Situation in respondent’s work place 34 31 32
Material conditions of respondent’s household 26 46 28 —

Source: CBOS (1997), tables 4, 6, 7, 9.

The overall economic situation is evaluated as slightly better than the political
one. The perception of one’s personal situation is better than the evaluation of the
general state of the country.

By the end of 1997 the general evaluation of various aspects of living conditions
was better than in mid-1995, which reflects the improvements in the overall level
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Table 1.9.

Public opinion polls in Poland, December 1997: changes foreseen for the next year

Categories better  neither better nor worse  worse  hard to tell
General situation 18 33 40 9
Political situation 22 41 21 24
Economic situation 24 38 25 16
Situation in respondent’s work place 24 44 13 13
Living conditions of respondent’s family 20 45 19 12

Source: CBOS (1997), tables 10-14.

of social optimism over this period of time. However, more respondents than in
mid-1995 express pessimistic predictions for the situation during the next year.

The distribution of optimistic and pessimistic opinions varies according to the
relative position of the individual in the society and the relation between the
respondent’s socio-economic category and the outcome of reforms. In general, farmers
and public sector employees (especially blue-collar workers) are more pessimistic
than white-collar workers and managers. Inhabitants of big cities demonstrate more
optimism. The more pessimistic view on the future situation of the company found
among owners of private firms should be regarded as a negative sign.

These answers do demonstrate that, in general, the benefits of transformation
have not yet influenced in a positive way the majority of the Polish population and
that the public opinion is still rather inclined to reject its effects rather than to accept
them. However, greater optimism about the future than about the current situation
may be regarded as an indication of growing confidence in the course of the reforms.
In regional breakdowns, the more advanced the region in the systemic transformation,
the greater the support for its course, which was proved by consecutive parliamentary
elections.

1.5. Market institutions

No doubt, privatisation is the main process creating market institutions in an
economy which was almost totally (with the exception of agriculture) owned by the
stateld

In Poland, privatisation of state enterprises has become an ideological matter,
and not only a problem approached from a purely economic perspective. Doctrinal
assumptions on merits of the private sphere and its advantages over the public one are
considered by some political bodies as a sufficient premise for enforcing or delaying
privatisation in Poland, depending on the political profile of the currently government.

The privatisation process has gone through ups and downs. The peak in the
pace of changes in the ownership structure came in the second half of 1991. At
the beginning of the Polish transformation it was seen as one of the most important
factors of economic restructuring. However, scarcity of domestic capital slowed down
the process. Several accusations of alleged fraud and mismanagement were also made

10 Prior to 1989, private firms had a 7 to 8 per cent share in non-agricultural employment.
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in connection with the privatisation of state enterprises. Political factors have played
a role as well. For example, Jan Olszewski’s government (in the first half of 1992)
brought privatisation almost to a halt. Another slowdown occurred in 1995, under the
rule of the leftist coalition. The full implementation of so-called “mass privatisation”
was delayed until the beginning of 1996. Excepting the voucher mass privatisation,
which has not yet led to a major change in the ownership structure of the companies
affected, two main types of privatisation have been used: “liquidation” and “capital”
privatisation. In turn, there are two types of privatisation by liquidation:

» Liquidation on the basis of Article 19 of the Law on State Enterprises, enacted in
1981. Under this procedure, the existence of a state-owned enterprise as a legal
entity is terminated if it is in difficult economic conditions (these conditions are
explicitly specified). In that case, the property of such an enterprise may be sold
or leased (for 5 to 10 years), usually in parts; very often these assets are bought
or rented by small companies established by former employees of this enterprise.

* On the basis of Article 37 of the Law on Privatisation of State Enterprises, passed
on 13 July, 1990. In this case, a state-owned enterprise is liquidated by selling,
leasing, or “contributing” its assets in an “organised” form to a buyer; very often,
a company established by the employees of this particular enterprise buys or leases
the assets. This type of privatisation by liquidation is applied to enterprises in
sound economic condition.

“Capitalprivatisation ™, based on Articles 5 and 6 of the Law on Privatisation of State
Enterprises, is based on the following procedure: a state enterprise (which has to be
in good economic condition) becomes a company wholly-owned by the State Treasury
and then issues shares. In the case of 186 enterprises on a register of enterprises of
special importance for the state, the privatisation procedure must be approved by the
Council of Ministers (in mid-1998 this list was considerably shortened, to embrace
only the firms important for the national defence). If over 50 per cent of the shares
are sold to private owner(s), the enterprise is considered to be privatised. In some
cases they are offered on the stock exchange. Usually, the employees have the right
to buy a part of these shares at a reduced price. Table 1.10 presents the process of
privatisation in Poland through mid-1996.

By 1997 some two-thirds of the original number of 8,441 enterprises which
belonged to the state at the end of 1990 had begun the process of ownership
transformation. In every fourth state enterprise this process has been completed. The
most dramatic situation occurred on the state farms. Privatisation through liquidation
led to massive lay-offs—70 per cent of the former employees of these farms lost their
jobs, which has brought about structural unemployment in the regions where the state
farms used to dominate. Only 3 per cent of land has been sold; 50 per cent has been
leased to private farmers.

As already mentioned, a general, voucher-type privatisation was introduced in
Poland in 1996, under the so-called National Investment Fund Programme. The
State Treasury became the owner of 512 state enterprises (usually in good economic
condition). These enterprises are managed by 15 National Investment Funds (NIFs).
Coupons issued by these funds, covering the value of these enterprises, were made
available to each adult citizen at a price of 20 zt (approximately 8 USD). The owners
of the coupons are allowed to sell them freely. The market price of these coupons
increased in mid-1996 to over 160 zt (to drop to 100 zt in 1997/1998), which shows
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Table 1.10.

Privatisation in Poland, June 1996

Number
of enterprises

Existing on 31 December 1990
Transformed into companies
of the Sate Treasury,
of which:
transformed into companies under
Law on Ownerships
Transformation of Enterprises
of Special Importance

Liquidated under Law on
Privatisation of State Enterprises
(direct privatisation)

Liquidated under Law on Sate
Enterprise (liquidation)

Taken over by the Agricultural
Agency of the State Treasury

Being in liquidation under
the Bankruptcy Law

Handed over to local governments
under the law
on communalisation

Total number of enterprises being

8,441
1,188

155

1,168

1,427

1,654

316

263

subject to ownership transformation 6,015

in which: privatisation completed
Source: Blaszczyk (1997), table 3.

1,719

Chapter 1

Per cent
of enterprises existing
on 31 December 1990
100.0
141

18

13.8

16.9

3.7

31

71.2
20.4

Comments

168 of them have been privatised
and 512 transferred to the NIF
Programme

temporarily not subject
to privatisation

1,114 projects completed

437 projects completed, 441 wet

into bankruptcy procedures

may undergo further
transformation

that the idea of this manner of privatisation is supported by at least those few who
intend to accumulate as many coupons as possible. By the end of 1998 the coupons
will have to be either sold, or turned into shares of the enterprises managed by the

NIFs.

The privatisation of the largest enterprises has not been fast enough. Not a single
coal mine has been privatised and only a few plants in heavy industry. The acceleration
of privatisation and its expansion to the most difficult branches of the Polish economy

remains a task for the future.
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