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A REVIEW OF THE PAST FOUR YEARS OF ASSISTANCE FROM THE DONOR
COMMUNITY AND THE EVALUATION OF TUE ROLE OF JAPAN'S ASSISTANCE
TQ POLAND IN THE CONTEXT OF POLISH REFORMS

I Pawel Samecki
Dirggtur, Buveaw For Furcign Assistancye,

Mr Chairman, Ludies and Gentlemen, OBice of ihe Counctl of Ministers, Warsan, Paland

It is ‘a great pleasure and honour for- me o bc hcne this afternoon to speak for
such a distinguished audience about a topic very much on our pnhm.n! and economic
agenda - foreign assistance in support of our reforms. Foreign assistance and the Polish
reforms are closely interlinked. We perceive external assistance not only an instrument
helping us to reach developmental and transformational objectives, but also @ tool
assisting us in our e\forts to integrate with the Western world, from which we were
almost separated- for [ifty years. These three dimensions of external assistance -
development, transformation and integration - should substantially contribute to Poland’s
transition process. :

For the sake of proper presentation, let me start with w short description of
Polish reforms: what has happened in Poland over last four vears. Then I will present
soeme comments on external assistance for Poland.

Almost four years ago Poland launched radical reforms of its political and
economic system with the aim to build 2 modern economy and democracy. Of
fundamental importance was the cansensus to start building a market-oriented economy.
The will of almost the whole society, suffering from evident economic decline and
structural crisis that had been accumulating for decades, was o initiate a radical
programme of economic adjustment and transformation. Two basic elements of this
‘programme were stabilisation and institutional restructuring,

The SL'lblllbdllO]‘l programme contained four basic elements. Firstly, price controls
were climinated. Secondly, state subsidies were sharply reduced. Thirdly, nominal
interest rates were raised with the aim of introducing positive real interest rates.
Fourthly, the official exchange rate was devalued by ca 50 percent, and external trade
was liberalized.

"ihe second component; that is st;ucluml and institutional  transformation,
envisaged:

Flrstly major changes in the ownership structure both trough the privatization
of state-owned enterprises, as well as through the development of private sector thanks
to the removal of legal obstacles and the introduction of fiscal incentives,

Secondly, the gradual creation of market institutions (C‘i])t.(hl”y lhc non-existing
institutions of the capital and financial market) and a market- friendly environment,

‘Thirdly, the creation of an attractive legal framework and economic environment
for foreign investments.



It would take toco much time to describe the details of how these reforms were
being carried out in the past. But now, after more than three years, one may iy to
assess what has been achieved. No doubt that we are still in transition. However many
significant achievements can be listed.

First of all, inflation has been brought inder control. The inflation rate has been
reduced from 600 percent in 1990 down to estimated 35 percent in 1993,

~ The internal convertibility of the Polish zloty was introduced in 1990 and is being
maintained without difficulties. This is thanks 1o the trade surplus whlch was achieved
in each of last three years. What is more, cven after the payment of interest ‘on official
debt, the 1992 curtent account surplus amounted to about US$ 700 million. Despiie the
deterioration of the current account balance this year, by and large export-oriented
reforms work. '

The internal market for consumer and investiment goods has heen balanced - the
economy of shorlages Las been terminated. Thanks to the liberalization of external trade
and privatization of retail trade one may easily buy everything in Poland,

One should emphasize that these positive changes took-place du ri ny exceptionally
unfavourable external conditions. The dismantling of the former Soviet Union and
economic crisis in the new republics deprived Poland of the traditionaily biggest market
for Polish exports. The unification of Germany, although politically welcome by the
Poles, deteriorated our export to former Eastern Germany. And the Gulf war did a lnl
of harm to our export of construction services and other sales in that region.

We are witnessing the unprecedented development of private sector. The share
of private sector outside agriculture in GIDP in the last three vears has grown [rom 13
percent in 1989 to 41 percent in 1992. Together with agricultural production, which has
traditionally been private in Poland, the share of the private sector is over 55 percent.
More than 37 percent of the Polish industry, 75 percent of construction, 20 percent of
transport, and 90 percent of retail trade is in private hands. The privatization of the
economy is based mainly on the creation of new private companies. They grow much
faster than enicrprises in the public sector. There are almost 1.7 million private
companics in Poland. Although the huge majority of them are micro- or small-size
enterprises, they are more efficient and flexibly react to new economic conditions.

Moreover, the privatization of state-owned enterprises may aceelerate next year,
if the so-called mass privatization scheme is operational. Some 600 medium size state-
owned enterprises are now being prepared for mass privatization. So  far, these
enterprises have not responded to changing economic environment as quickly as they
were expected. Hence, there is a need 1o strive for a change in the attitudes of workers
and managers, as well as there is a need to introduce to' state-owned enterprises new
managenent techniques, new technologies and make them more demand-ariented. That



is why privatization techniques used so far - that is buy-out or public or limited offer of
assets (or shares) to third parties - should be speed up through mass privatization,

Dynamic changes' are taking place as regards market institutions. In {991 the
Stock Exchange was established. The restructuring of banking and insurance sectors are
under way. Tariffs and ¢ustoms procedures have been modernized. The restructuring of
the tax system is also under way. In 1992 personal income tax was introduced and four
months ago so was value added tax.

With respect to foreign investments in Poland, they are less tied up by
administrative decisions. The law gives many incentives, among others it provides for
free transfer of profits after payiment of taxes due. As foreign investments are no longer
licensed, the recent data does not reflect the real inflow of fureign investment into
Poland; it is probably higher than reported by some Western sources. '

One should note that there are clear signs of economic recovery in recent
months. For the first time since 1988 industrial production stopped declining last year.
Much of the data on economic performance for this year are encouraging and a-4-
percent recovery is around the corner. We should be pleased to quote the International
Monetary Fund’s statement: “The worst of the transition is behind Poland’,

An important step in our economic and political life is connected with the
Association Agreement between Poland and the European Commimities, signed in
December 1991 and ratified by the Polish Partiament last year. This Agreement, though
far from perfect from the point of view of our economic interests, is more than 1 mere
legal framework for the association process. This is a chance for us to support our own
efforts to become a reliable neighbour and partner for the Community and the whole
Western world.

It is important 10 notice that in fact the process of integration has already begun.
The most evident example is the fact that at present our trade with the EC accounts for
about 55 percent of our total external trade. In this respect the F(, has replaced the
Comecon in only three years.

Last, but not least, one canuot overlook a revival of politicai life and democratic
processes in Poland. This made the start of economic reforms possible and we continue
to develop an apen, democratic sysiem. And this development cannot be blocked in
consequence of the recent political developments and results of elections.

All what was said before may give a misleading impression of a cheerful picture
of Poland. But to tell the truth, the picture is not so rosy. We have achieved much, but
on the other hand we have not managed to solve many problems that undvmddbly-
accompany the transition. We are still paying high costs of transition,



Tough monetary policy, which stifted hyperinflation, reduced substantially internal
demand. Recent recovery tendency cannaot hide the fact that 1989-1992 recession
resuited in a drop in the Gross Domestic Product by 20 percent in this period. This led
to-a significant decrease in-budgetary revenues from the state industry. As a result, the
budget deficit reached the level of 6.5 percent of GDP last year. This deficit forces
dramatic cuts in budgetary spending. Neither private firms, not state-owned enterprises
are able to provide the state budget with income sufficient to maintain previous levels
of public expenditure.

Private sector companies, although growing in numbers, are still not able 10 act
as a very powerful engine of economic growth. They absorbed same 3 million labour
force in the Jast three years, however they are not able to absorb all employees being
displaced from state-owned enterprises. Unemployment stopped rising, but reached the
fevel of 2.7 million, that is 15 percent of the {abour force. Hence, the costs of transition
~are considered by a part of the population as excessively high.

Since the beginning of reforms, they have been supported by the G-24 Group.
. The stabilization programme was supported through deliveries of food, including
supplies from Japan of the value of some USS 26 willion. Thanks to the donor
community the Stabilization Fund was established in late 1989 with the aim to support
the introduction of internal convertibility of the Polish currency. Again, the Government
of Japan generously conteibuted USS 150 million to this Fund. The World Bank and
other international {inancial institutions started their lending operations for Poland.
Afterwards - in the second phase - many: donors initiated progranmmes providing
technical assistance to help restructure the institutional framework of the economy,
improve legislation, and restructure and privatize state indusiry. The Government of
Japan was apain in the forefront, starting its technical cooperation programme for
Poland in late 1989.

On the Polish side there was a rush to introduce reforms, great expectations, the
intuitional awarencss of the lack of know-how, expertise and resources in almost every
field and a corresponding feeling of a deep need for external assistance in this respect.
On the side of the donors there was a rush o provide assistance, resulting from political
motivation and willingness to support reforms in the newly emerging democracies of
Poland and Hungary - but the knowledge about the stide of affairs in these two
countries was limited.

What was needed at that time? Now it is clear that the answer is: a joint G-24-
Polish sirategy and action plan that should have been composed of:
Firstly, the identification of crucial gaps and needs n,lahx15 to our Rtr'itcgv of
transformation;
“Secondly, the formulation of targets and mechanisms of delivering various forms of
assistance so that they would constitute a coherent package;
lhirdlv the division of tasks among the donors, reflecting their unnpamlwc advantage’



and scope of assistance, and the assignment of responsibilities concerning al)smpt:nn of
assistance to institutions on the recipient side.

The above approach has never been put into practice. Individual donors - under
pressure of time, political obligations and internal procedures - started their assistance
programmes almost simultaneously, without the possibility to pay much attention to what
the others were doing. Any final beneficiary in Poland was happy to declare its readiness
to cooperate with the donor or a counterpartner on the donor side, as it was in its own
interest. The recipient government,- overloaded with the chormous new tasks of
reforming almost every aspect of the economic and political system, was not able to
execute effectively on-the-spot coordination, atthough some attempts were made.

By the nature of developments on the donors and the recipient sides, the result
was a set of different, relatively isolated measures and actions taken by various donors,
which however have not produced a complete and coherent mosaic consisting of
individual contributions. From the current perspective it seems that at that time it was
more important - or at least more pragmatic - for the donors to give assistance and for
the recipient to get assistance, rather than more slowly and less spectacularly, but more
effectively, working together-hand-in-hand in order to elaborate a joint strategy and
action plan which could have been implemented in the years that have already passed.

So here we are now. We are being offered useful but separate grant aid
programmes amounting to about 4 hundred million US$ in commitments per year. We
have also got access to 3.4 billion US$ loans and credit lines extended by the
international financial institutions. Is it much? Is it enough? Could it have been better
~ allocated? Why the rate of absorption is not satisfactory? It is difficult to give a firm
answer to these questions, but to highlight them, an additional, apparently simple one
should be asked: what is an overall and final objective of external assistance? It is
obvious that in the long run this is support to self-sustainable economic growth. We are
aware that the institutional and structural transformation of our cconomy is a sine-qua-
non condition for sclf-sustainable growth. But transformation is a painful in social terms
and extremely time-consuming process. Therefore in the medium run it needs to be
supported by at least some signs of economic revitalization. Otherwise, the pro-reformist
political forces, and at the end of the day the socicty itself, are to pay a political -and
consequently economic- price. And this is not a price for the lack of progress in
economic reforms, but for the tack of visible, measurable economic growth and the fack
of an increase in well-being of people. Simplifying, institutional reforms are not well
thought of by the general public, if they do not produce growth in the mediwm-run. It
seems thal we have just started paying this price in political werms, The: recovery is
coming too late and too large groups are deprived of iis fruit.

That is why assistance (o investment and domestic resource mobilization is so

needed now. That is why unorthodox methods and unconventional financial instruments
are so needed. [ think that there is also a need for gradual evolution of Japanese



assistance. As 1 said, no doubt it is useful. And I can assure you that we highly
appreciate this assistance., We still do need your advise and expertise. We highly
appreciate a'wide range of training our managers, civil servants and scholars have been
receiving through the JICA training scheme.

But there is a need for a gradual change. This change should consist in the
possibility to use grant funds not only to finance technical cooperation, but also to
finance aid schemes or systems supporting private sector development and job creation,
particularly in less developed regions most affected by recession and unemployment. Put
it-another way, we need to use external assistance to finance investiment projects as it
is the case in many Western internal state-aid programmes, either through direct co-
financing of private investment or through subsidized loans to private séctor investment
in industrial and agricultural production er through support to the development and
modernisation of infrastructure.

The needs and expectations refating to external assistance are enormous. We
understand that not all of them can be met, either thiough granmts or tending by
international financial institutions. But it is much mare difficult for the public opinion
to understand it. We are also aware that we will not be able to and should not rely on
foreign assistance indefinitely, although the assumption that the misdeveloped Polish
economy will need assistance only for & short period has proved to be unrealistic. That
is why we attach great importance to other forms of economic links with the West. We
share the obvious view that in the long run the trade, not aid” approach will prove to
be much more effective, if put into practice. Therefore measures lewding to opening a
greater access for Polish exports to Western markets are essential. And we are positive
that there are ways for making such an opening possible without harmful effects for
Western domestic producers. I am convinced there are great opportunities for the
development of trade and investment links between Polund and lapun in spite of a
geographical distance and insufficient knowledge about the partner’s market and’
business practices. A contract conctuded in November for supplies of apples and juice
to Japan assisted through JETRO is an excellent example of these opportunities.

To sum up, we know well that external resources can be neither a substitute for,
nor a sufficiently big complement to the domestic resources and our-awn efforts. Gur
transformation depends to a very great extent on curselves. But there is still room to
improve the efficiency of external assistance being provided to Poland. Though being
a minor factor, forcign assistance can exert a more significant impact on the
transformation, if applied properly and absaorbed quickiy.
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AL M Minister

Hr. XKszysztow Bielecki
T H : Undersecretary

Br. Jacek SARYUSZ-WOLSK!

X3 S 37 B2 B OEE A e s8R Y

r—- Econoalc Affairas

— Legal Affairs

—{Studies & Prograaming

B M #% & :European Integration
WEE  Director General

[nformation & Tralning

—1{Docusents

—1Cooperation wlth Inst. of EC

— Cooperetion with Polish Institut.

[—~Education, Science & Training
Dir: Tadeusz ZOLTOWSKI
|Ms.Barbara XROWXA

Bs.Dorota JATORSKA

Agriculture,Environasnt. & Health

daorsoBAR:

Office of Foreign Assit,
BRE  Director Generel
Dr. Pawel C. SAHECK!

Hs. E.SIDORKIERICZ Mrs.M.SZWLUGA

—RBegions]l & Economic Sector Program
Hr. P. TROROS

—jRestrucuring 4 Nodernlzation Econouy
Or. Marek KOZAK

r—iTask Force Human Resources & Train.
Dir: Tadeusz KOZEX
Mr.Wojciech KEMPISTY.Hs.J. SZWEIZER

O BhR & : Cooperation Fund
8 E ! Director General
Br. Hubert SZLASZE¥SKI

MDBESRELRT AL BN oRKBIRBN G
&Y, HAPSMILERE T B M,
SARYUSZ-WOLSKIRE OB EE -2t 5,
EUBZOANEM O HSH 30 E K (ESARECK]

Counterpart Fund.
Mrs. Monika PALASZ

——1PHARE Prograuzes

—|Swigs Programe

BRRLI - THRESIR, &P REOLDOFEX 2175,



Process of the request Trainlng ,Expert and Volunteer to Japanese Government

Ministry or Institution requesting Japanese Assistance

N

Task Force : Training & Human Resources
Cooperation Fund
" Xoszykowa 79
02-008 WARSZA¥A
Tel : 6256 2861/3837
Fax : 625 2805 (3 JUNE 1992)
Director: DBr. Tadeusz Kozek '

wf’. - Counter Fund request
Council of Ministers
Governsent Plenipotentiary on .| 8.B.
Foreign Assistance & European [nteération The frame work of Japan-
Al. Ujazdowski 9,. ese assistance will be
00-583 NARSZAWA planned by DUr. Samecki's
' office. Thererefore any
Tel ¢ 694 6668 Fax : 294 888 nev request should be
Kinister: Mr. Jan Krzysztof Bielecki discussed with his offic
Undersecretary : Dr. Jacek Saryusz-Wolski first. '

Director General far Foreign Assistance
Dr. Pawel C. Samecki

L

Japancse Ewmbassy
Ashassader : Shintaro Yamashita
ui., Tiilowa 7
00-7390 ¥arszawa

Tel: 488781 Fax:498494

3

Ministry of Foreign Affairs
Tokoy Japan '

._.74_..
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