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Preface

In response to a request from the Government of the Republic of Poland, the Government
of Japan decided to conduct “The Study on Regional Development of Konin Province in the
Republic of Poland” and the study was implemnented by the Japan International Cooperation
Agency (JICA).

JICA sent a study team, led by Mr, Shozo INAKAZU of UNICO Iaternational
Corporation, to the Republic of Poland theee times between July 1997 and May 1998,

The team held discussions with the officials of the Government of the Republic of Poland,
the office of the Konin Governor, and conducted cclated field surveys,  Afier returning to

Japan, the team conducted further studies and compiled the final results in this report.

1 hope this report will contribute to regional development in the province and to the

enhancement of friendly relations between our two countries.

I wish to express my sincere appreciation to the officials concerned from the Government
of the Republic of Poland and the office of the Konin Governor, for their close cooperation

throughout the sludy.

July, 1998

Kimio Fujita
President
Japan International Coopcration Agency




-

July 1998
Mr. Kimio Fujita
President
Japan foternational Cooperation Agency
Tokyo, Japan

Dear Mr. Iyjila

Letter of Transmittal

We are pleased lo submit to you the repori for the Study on Regional Development of
Konin Province in the Republic of Poland.  The report contains the study of the current status
and prospects, of Konin Province and its regional industrics, a master plan for regional
development, and priority projects recommended for further development.

Restructuring and development of regional industries in the Konin Province is onc of the
highcest priority tasks for Poland. ‘The Government of Poland also expects that the project for
Konin Province will then serve as a pattern for regions with similar cconomic structure.  The
projects recommended in the report provide the basis for a development scenario, and a
development program, the implementation of which, we believe, will bring about a substantial
contribution to the development of Konin Province as well as Poland.

We wish to take this opportunily fo express our sincere gratitude to your Agency, the
Ministry of Foreign Affairs, and the embassy of Japan in Poland.  We also wish to express our
deep gratitude to Government Center for Strategic Studics, Office of the Konin Governor and
other public organizations as well as private enterprises in the Republic of Poland for the close
cooperation and assistance exlended Lo us during our investigations and study.

Very truly yours
Shozo lz./r\K_AZU
Team Leader,

The Study on Regional Development of
Konin Province in the Republic of Poland
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Chapter 1 INTRODUCTION

1.1 Background of the Stﬁdy

()

2

Poland has been transforming itself to a market economy since 1989, After
some upheavals that accompanicd structural changes in the catire cconomic
system at the beginning of the 1990’s, the country has achieved significant
macro-economic improvements including stabilization of the currency and
control of inflation. At the same time, however, adverse impacts of the
economic reforms have surfaced. The Government of Poland is confronling
the challenges of these impacts, by reducing regional economic disparitics,
improving cnvironmental preservation, implementing viable and rcalistic
industrial structure reform policy including privatizalion of state-owned
cnterprises, and invigorating agriculture.

Konin Province .(48{],200 population, 5,139km’ of land arca) is located in the
central part of the country. As under the old system, the province has been
serving as an energy and indusirial center, characterized by brown coal
mining, power generation (accounting for 11% of the country’s supply) using
the brown ceoal, and the only aluminum smelling plant in the country.
However, the brown coal reserves might be exhausted in the 2030's at éarlicsl,
and the loss of this basic resource will force significant changes in the power
and aluminum industrics and thus have scrious impact on employment in and
the averall economy of the province.

The province also has a strong agricultural base and the population engaged in
farming activily accounts for approximately 40% of the working population.
At present, surplus workers created by privatization of state-owned enterprises
is returning to the agricultural sector, thereby added to the already large
farming population. Thus, the productivity of the sector has declined. At
the same time, the sector is vulnerable to the adverse cnvironmental effects of
open mining of brown coal, power generation and aluminum production.

1-1



1.2

1.3

(3) Under these circumstances, the Government of Poland requested the
Govcrnment of Japan to providc technical cooperation for formulating an
intcgrated regional dcvclopmcnt plan in Konin. The Study was expected to sct
forth the direction of future development including diversification of
industrics in the province and serve as a model case for other provinces. In
response, the Japanese government sent a pre-stedy mission to the country in
October 1996, followed by a projécl formuiafiion mission in March 1996, and
subsequently the Scope of Work for the Study was prepared and signed by the

both governments. Finally, the Study was commenced since July of 1997 for
13 months,

Ob]ectives of the Study

The objectives of the Study were to prepare a regional development masler plan in
order to propose new directions for the future development of Konin Province,
Republic of Poland, and to prepare a terms of reference of high priority projects
selected from a long list to be prepared in the master plan. Also, technology
transfer in the relevant ficlds were made to the Polish counterpart throughout the
process of the study.

Scope of the Study

The Study was required to be conducted in accordance with the Scope of Work
which was agreed upon by the Polish counterparts (Central Office of Planning*®
and Konin Voivodship) and JICA on October 25, 1996 in Warsaw. The maslter
plan is to cover the development of Konin Province through 2010.

(* Due to the restructuring of the central government in January 1997, the Central
Office of Planning was liquidated. Thcrc'fore, at the end of July 1997, the
Government Center for Strategic Studies succeeded to the position of the
counterpart of the Study).

1.3.1 Study Area

Konin Province (5,139 km?2) and the outskirts area of the province in centrat
Poland

1-2



1.3.2 Target Sectors

Target sectors consist of:
(1) Agriculture
(2) Industry
-Lignite mining
-Power industry
-Alvminum industry
-New industry including supporting industrics
-Small and medinm-scale enterprises
{3) Physical Distribulion and Transportation
{4) Tourism

Institutional infrastructure is also studied regarding:

(1) Land use
(2} Local administration

(3) Human resource development

1.4 Methodology of the Study
1.4.1 Overall Design of the Study

The entire study process is shown in a flow chart (Figure 1). The Study was
commenced from 22 of July, 1997 and conducted for thirteen months. 1t
was roughly divided into three phascs, the basic approach of cach phase is
described as follows.

Phase 1: (July 1997 - Scptember 1997)

Data collection, review of the present status and existing
policies/plans, identification of development potential and
constraints, and preparation of development scenarios

Phase 11:(September 1997 - December 1997)

Formulation of a regional dcvclopmcni master plan, and
identification of priority projecis
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Phase I11; (January 1998 - July 1998)
Preparation of terms of refercnce of high priority projects and
making a recommendalion |

1.4.2 Questionnaire Survey

The questionnaire survey was conducted as a portion of the ficld survey, to
understand the social and cultural background of the Konin Province, the local
government system, and the actual operation of existing farms and enterprises
including those in the transportation sector. Collected data and information
were used as the basis of performing detailed analysis of development needs
and willingness among local residents, farmers, industries and local sclf-
governments. The detail analysis of the questionnaires are reported in cach
relevant sector, bul number of replies are summarized as follows:

Questionnaise for No. of Mailings  No. of Replics
Manufacturing (less than 500 cmployecs) 356 310
Farmers 200 200
Local governments 48 48
Transportation traders 52 52

1.4.3 PCM and Workshops

The Project Cycle Management (PCM) method was adapled to the Study, for
which two scclors, agriculture and industry, were sclected.  Workshops for
PCM were held three times in August, 1997, with participation by the Polish
counterparts and the members of the Team.

1.5 Organization of Study Operation

1.5.1 JICA Study Team

The study was conducted by a joint vcﬁluré formed By UNIC'O International
Corporation, being the prime contractor, and the International Development
Center of Japan (1DCJ). To obtain additional expertise, the joint venture asked
Taiyo Consultants Co., Ltd. and Overseas Merchandise Inspection Co., Ltd. to
join the Team. UNICO is responsible for coordination of the Team.

1-4



The Team was split into five groups each with its own theme. Team
coordinalion is summarized in Figore 2.

1.5.2 Counterparts

The Government of Poland assigned the Government Center for Strategic
Studics (in Warsaw)} and Konin Voivodship {in Konin) to act as counterparis to

the Study. Konin Voivodship assigned the fellowing local counterparts for the
Team.

Team Leader/Regional Development Planning  Mr. Wlodzimierz Matecki

Industrial Diversification Analysis Mr. Slawomir Pyra
Management Analysis and Privatization Mr. Kazimicrz Brzeg
New Business Development/Environment Ms. Ewa Lewandowska
Farm-management Analysis Ms. Renata Konowalek
Manpower Management Ms. Jadwiga Tylczak
Local Adminisiration Ms. Krystyna Rosiak
Physical Distribution/Transportation Mr. Macicj Kasznia
Agro-technology Development Ms. Renata Konowalek
Land Usc Development Mr. Andrzej Wydro

1.6 P.resentation of Reports

Since commencement of the field survey in July of 1997, the following reports
were submitled to the Polish government.

July 1997 : Draft Inception Reporst
August 1997 : Inception Report
September 1997 : Progress Report
December 1997« Interim Report

March 1998 : Draft Final Report

Final Report consists of three reports, namely a main, sector, and project report.
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Chapter 2 REGIONAL DEVELOPMENT POLICY AND FINANCING
SOURCE

2.1 National Policy for Reglonal Development in Poland
2.1.1 Economic Development Policies and Plans of Poland

{1} Overview of the national economy and economic development plan

Poland's economic transformation program, launched in January 1990, has
been successfully implcmcnléd in many arcas. Although GDP fell by
about 12 percent in 1990 and about 8 percent in the following year, it has
steadily recoveried since 1992 and the recovery trend has been continuing
until the present. In fact, Poland was the first transition economy to
recaver and overtake the 1989 (pre-transition) national income level. It is
generally forecast that the era of hyper-inflation experienced in the late
1980's will not be seen in the ncar future. This section reviews the past
performance of Polish economy and gives a forecast of the future,

Table 2.1-1 shows key economic indicators of the past and their projections
for the future. The forecasts are from three documents, “Strategy for
Poland” (April, 1994), “Package 2000” (Macch, 1996) and “Socio-
Economic Progress between 1996-20007 (Janvary, 1996). The former two
were prepared by Dr. G.W. Kolodko and the last by the Central Planning
Cifice that was reorgan'izcd in 1997, Actual performance has well exceeded
those forecasts in GDP growth rate and unemployment rate and badly fallen
below the forecasts in inflation rate.

In the process of economic transformation {o date, the Polish government

has not prepared any mediuvm/long term economic development plan,

However, there are two important medivm/long term cconomic policy
- papers, the "Strategy for Poland” and "Package 2000"mentioned above.
“‘These two papers arc not government-made documents but are treated as

policies of Polish government. The Polish governments is said to be

avoiding usc of the terms government-made “plan” or “policy” as they
- would remind people of the former centralized socicty,
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(2)

Those policy documents have guided the direction of the Polish economy
and have p!ayed an active role in determining the contribution of ihe state
to the economy. They clearly refer to the imporiance of investment

promotion, access to credit on the part of small and medium size enterprises,

technological innovation, export promotion through an export credit
guaranice system, the protection of the cnvironment and guidance in the
direction of establishing a market- oriented cconomy replacing a centrally
ptanned economy.

Strategy for Poland (April, 1994)

“Strategy for Poland” was prepared to facilitate development of the state’s
economy while decreasing the social cost of the economic reforms or
transformations. It presents a strategic concept of economic development
with thiee priorities:

Priority 1} Fast economic growth

Priority 2) Macro and micro economic stabilization

Priority 3) Improvement of living standards
It puts its basis on the proposal of new negotiation rules for labor relations,
a partnership system, in which the conflicts of interests in economy take
place mainly between different social groups but not between such groups
and the state or the government.

In terms of Priorit I economic growth, mobilization of domestic
savings and facilitation of forcign direct invesiment are the source of
financing for growth. An imprbvemcnt in microeconomic allocation, as a
result of structural changes, will also make the economic growth more
dynamic, '

Priority 2} macro and micro gconomic stabilization includes three clements.
The Tirst element is reduction of the ratio of public debt to the state
economy. By the year 2004, it should not exceed 60% of GNP. That is a
threshold value for complete integration with the European Union. The
sccond etement is reduction of inflation. The financial policy is focused
on bringing inflation down to a single digif level by 1997. The third
element is gradual stabilization of the trade balance and the current
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accounts, By 1997, the negative balance of that should be at the level of
1.5% of GNP.

Priority_3) improvement of living standards, forms the social core of
“Stratcgy for Poland.” An almost 11% increasc of the real average wage
and salary during the 1994-1997 period is expected through the
implementation of the policy program. An active uncmploynient prevention
program was also initiated., The uncmployment rate should decrease o
less than 14% at the end of 1997,

In a longer perspective, the international competitiveness of the Polish
cconomy is a key to economic success.  An increase in foreign capital in
flow, especially as private direct invesiments, is one of the inslruments of
the policy for improving the competitive position of Polish producers. In
order to improve competitiveness of the economy and attract foreign capital,
the government will initiate large projects in infrastructure and sector scalc
restructuring programs.  During the following ycars, the export growih
rate will be higher by almost a half than the national product growth rate,

With regard to integration with the Europcan Union, the aspiration of ihe
nation, the implementation of “Strategy for Poland” is in linc with the
European Union’s long term program.  However, Polish producers arc in a
disadvantageous situation in terms of compctition from subsidized goods
from Western Europe both in the domestic and intcrnational markets. It is
necessary for the govcmhncnt to continue 10 seck wider opening of the EU
market while intensifying the adjustment activities of Poland with the
objective of full membership of the European Union.

In order to achieve the above mentioned prioritized objectives, reform of
the central cconomic institutions is necessary.  Such institutions must be
organized in a way subordinated to the main strcam of the government
aclivities, Included in the institutional rcforms are establishing the
Ministry Treasury and the Ministry of Economy.

The key programs are the integral part of “Strategy for Poland.” (Sec Table
2.1-2)
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Table 2.1-2 KEY PROGRAMS OF STRATEGY FOR POLAND

1.  Partnership labor relations and mechanisms for regulation of
wages and salaries based on ncgotiations

2. Reform of the social security system

[=

Unemployment prevention

-

Development of rural areas

S.  Investment in human resources

&

Management of slatc-owned property and processes of owncrship
transformation (privatization)

7. Medium-term financial strategy

o

Development and reform of the financial sector

b

Security of cconomic operations and absorption of the "gray
zone"

10. International competitive position of Polish cconomy
1f. Regional policy

12. Environmental protection and ecodevelopment

13. Housing policy

i4. From OECD to the European Unicn

Source: Grzeborz W. Kolodko, “Poland 2000 - The New Economic Strategy.”

(3) Package 2000 (March, 1996)

“Package 20007 developed “Strategy for Poland” in light of new conditions
based on the recent economic improvement of Poland. The aim of “Package
2000” is not to set out detailed economic tasks but to set up fundamental
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objcctives. “Package 2000” is a proposal for solution of the three basic
problems of Polish cconomy:
1) To face the challenge of integration with the EU in about year 2000,
2) 'To sccure a strong growth trend from the years 1993-1995, and
3) To combat the threat of cconomy destabilization as a result of an
increasing pressure of group claims,

“Package 2000” can be summarized as follows: By using (a)
macroeconomic policy and (b} fiscal _policy, predictability of the cconomy
should be increased for all participants, and innovations and inflows of
forcign capital, which arc necessary for cconamic development, should be
cncouraged. In this sense, “Package 2000” docs not mean pushing away
structural reforms which arc the core of “Strategy for Poland.”

The macroeconomic part of “Package 20007 defined two primary social
objectives: one is to reduce the level of unemployment and the other is to
maintain a socially perceptible real consumption growth. To meet the
objeclives, the following have to be achieved:
1} Maintaining a high rate of capital investments which will insure an
increase in new jobs;
2) Absorption of the “gray zon¢” and legalizing the employment in the
“gray zone,” much of which is registered as unemployed; and
3) Aclualization of a higher productivily increase than the real salary
increase in order o strengthen international competitiveness of
Polish production.

In order to conduct the policy of cconomic growth, it is necessary (o follow
four rules:
1} gradual reduction of inflation;
2) gradual reduction of the level of budget deficil;
3) gradual reduction of the level of public debt; and
' 4) gradual reduction of redistribution function of the statc budget.

The ﬁgga! pg‘ licy in “Paékagc 2000” focuses on changes in the lax system,

The fiscal policy aims at changes in the tax system and reduction of tax
burdens. The changes in the tax system have to take into account conditions
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and requirements of Poland’s membership in the: WTO, OECD and the
Europcan Union. The introduction of such fis_cal policy is closely
connceted with the implementation of the key structural reforms proposcd
in “Strategy for Poland”.

The tax code is 1o be changed so ss to reduce the scope of interpretation in
imposing taxes and granting atlowances, and this will improve tax
coltection. Through the introduction of a new system of real estate
taxation, a stable and effective source of revenues for budgets of
municipalitics {gminas) will be created. Such a new tax will strengthen
local autonomy,

In terms of indirect taxes, the import tax is to be abolished from 1997, A
gradual abolition of import tax is an important factor for reducing inflation
and increasing competilivencss of Polish producers. Tariffs should also be
reduced gradually and abolished by the year 2000. The rates of VAT are to
be changed. The change includes the cancellation of zero fax rale at the sale
of goods and services. Also, VAT is to be refunded for the goods bought
and exported (taken out of the country) by foreign tourists.

With regard to dircct taxes, the rate of income taxes will be reduced
gradually for tegal persons.  The rates of income taxes for natural persons
will be reduced to 19, 30 and 40% with the preservation of the rule of
indexation of the cost of earnings.

Socio-economic projection of the central planning office (January 19906)

In January 1996, the former Central Planning Office (CPG) prepared a
projection of socic-cconomic processes between 1996-2000, which has
been accepted by the cabinct. Three scenarios of macroeconomic
development were indicated instead of a standard projection. In December
1996, the projection was revised in responsé to the cconomic results in that
year, and the three scenarios, dynamic, basic and wathing, .wcre reorganized
into Iwo scenarios, namely “basic” and “warning” scenarios. The up-
dated “basic scenario” combines the former “basic” and “dynamic”
scenarios. The projection presents an analysis of internal and external
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factors which might influcnce the realization of goals of socio-cconomic
policy in the next few years,

There are three basic assumptions for working out a “basic scenario,”

1) Policies in “Strategy for Poland” and other governmental programs arc
to be realized. [n this sense, CPO’s projection is not only an up-dated
economic projection but also one in line with the next generation of
thosc policies.

2) The country’s development will advance in the context of the world’s
improved cconomic siluation

3) Activities of the numerous international organizations such as WTO
will provide favorable conditions for development of the international
trade.

In the “warning scenario”, less favorable conditions were assumed:

a) Slow realization of governmental programs;

b) Occurrence of social and political tensions;

¢} Slow down of privatization proccsses;

d) Deterioration of the state of public finance;

¢} Instability of taxation policy;
Increased inflation;

¢) Deterioration of the cconomic situation in the world within the last iwo
years {1994-1995).

2.1.2 Regional Development Policy

(1) Repgional development in the policy documents

Those policy documents mentioned above have played a certain role in
designing and implementing the transformation of the Polish transitional
economy. However, one of the remaining issucs is the inter-regional
economic disparities, Regional economic problems in Poland are caused
not only by Poland's own process of economic transformation to a market-
oricnted system but also by the influence of incidents which took place
beyond Potand's borders. It includes the reuniflication of East and Wesl
Germany, the collapsc of the former Sovict Union followed by division of
the Union in independent states.
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Those documents do not mention much about specific policy on regional
development, as their primary purpose was (o present the more important
aspecls of a framework and give the gencral direction of regional
development in Poland. “Strategy for Poland” gives a concept, that is
“regional growth through seHf-determination and a certain financial
autonomy of local administration.” “Package 2000° points out that
“inevitability of cach rcgion bring about remarkable changes, by a cause-
effcct relation, in cconomic and regional structure and also in the hierarchy
of provinces in the country. It depends on altractivencss for investors and
inhabitants”. It sels as a goal of regional policy “to use regional resources,
development opportunities and predisposition in order to accelerate the
transformation and the cconomic dcvélopmént, moderating shock that may

happen(s) in the course of such transformations of economic structures’.

(2} Current regional policy of the country and the direction of its development
{Ministry of Economy: July, 1997) @

This document consists of 12 pages, in an English version, and was
preparcd by Fconomic Strategy Department, Ministry of Economy on 24th
July, 1997, Since the paper was made during some confusion over the
rcform of the central government, it does not go seo far as to consider the
system for implementation that will be established from now on.

Key subjects of the paper are abstracted as follows.

1} Legal and instilutional preparation
a) Regional Development Committce of the Council of Ministers

Activities of drafting programs and acts and analyzing reports
concerning policy and physical planning of the country
b) Government Center of Strategic Studies (RCSS)

Preparation of concept and programs of physical administration as well
as regional policy programs. Analysis of short- and medium-term
programs with stratcgic long-term pdifit of view, @
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Central  Planping Office Preparation of shorl- and medium-term
economic and social-cconomic programs concerning a  regional
character,

2) The goals of tegional development policy

()

a)

b)

)

d)

Reslruciuring of declining indusltrialized regions

(Kalowice, Lodz, Walbrzych)

Assistance for agriculiural regions dominated by the previous state
owned farms

Assistance for less industrialized regions or regions where huge
enterprises dominate local economy and labor market

Activation of the so-called “Rastern Wall” from vicw points of
resources, natural environmental features as well as regions on the
border

Promotion of European-lype lowns having a structure of cconomic,
scientific and cultural links

Conclusion in the policy

)

b)

)

It is nccessary to create a concept of regional development of the
country as well as prioritics of region's qualification to obtain aid
means.

The Government is to take iniliatives in preparation of structural aid
programs for [uture usc of the Structural Fund of EU,

Rules to goﬁern dévclopment funds applicable to regional development
are similar to both EU Phare and the Structural Fund of EU. The key

~ principles will be as follows:

- Analyses of a region’s development

- Program and stralegy of activities or sub-programs

- Financial ptan

- Administration and conditions of realization

Priorily regions

The Study team has not obtained any written paper that officially mentions
priorily regions to b¢ assisted by the government. However, According to
the paper provided by Ministry of Economy, mentioned above, and
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interview surveys, the following guideline can be derived. This guideline
is used to choose such regions that arc o be designated as “Economic
Special Zones” under the Polish taw as well as applied to the EU Phare
fund provided for regional development. Therefore, the guideline basically
matches that of EU’'s guidelines. It is not a sector approach which promote

specific cconomic sector, e.g. agriculture, textile, etc., but an objeclive
approach.

1} Declining industrial areas that are facing profound restructuring

Kalowice, Lodz and Walbrzych are designated as special economic zoncs
in this category. They also may include towns and sub-regions dominated
by big inefficient factories, maialy in the south-eastern part of the country

2} Arecas having a high unemployment rate

These it may include rural arcas encountering threats of structural and
chronic recession and social degradation, which were previously dominated
by ineffective state-owned farms.

3) How-income regions

Rural arcas that do not have any specific industry will fall in this category.

4) Border areas

It includes a) eastern border areas on the basis of characterislic resources
and environmental features and capable of méking us¢ of advanlages of
near-border locations; b) towns and micro-regions located at the border
which are able to make use of their location and to develop cross-border
cooperation.

2.1.3 Administrative Systems for Réglonal Development Planning

Poland's administrative system has of three levels: (1) the central government
at the national level, (2) provinces with a provincial office (voivodship) and a
local self-government council at the provincial level, and (3) municipalitics
(gminas) at the local level. All !hrée administralive organs are concerned wilh
regional development according to their administrative capacily and
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jurisdiction. Among them, provincial offices that are organs of (he central

government have limited autonomy; major rights of decision making are in the

hands of the central government, and most of their funding comes dircctly to

regions from the statc budget. They do not have the power Lo raise revenue

from sources under their own control. Gminas, run by elected officials, exercise

independent competence in local matters that are left to their jurisdiction.

(1

e

Regional development planning function in the state level

The régiOnal planning issues at the state level had been handled by the
Central Planning Office unti! December 1996,  Administrative reform in
the late 1996 dismanllcd the Central Planning Office and the newly-
cstablished Government Center for Strategic Studies (RCSS) and Ministry
of Economy (MOE) have been cfnpoxve{ed to handle the issues. Although
details of demarcation of RCSS and MOE in regional development will
gradually become clear, it basically consists of terms of projects and
progra'ms or the RCSS takes care of long-term programs, having more than
a 10-yearspan and the MOE does the rest.  The sectoral issues at the state
level are to be handled by each ministry of the central government as they
were before the administrative reform in late 1996.

The RCSS has recently drafted a policy document "Policy Concept of Land
Use of the Country - Poland 2000 Plus” which taken up the futurc dircction
of physical development at the state level and is a document of an
indicative nature for the provincial and local authoritics 10 take into
consideration when they prepare their regional and local plans of their own
jurisdiction. The document was drafted in August, 1997 and now awaits
the approval of the Board of Ministers and the Congress (Sejm).

Regional development planning function at the provincial level

Current functions given to the provincial tevel are limited in regard to
recgional development parly because the province office 18 just a
representative of the central government and not an autonomous body,
though nceds to empower the regional development planning funclions at
the province level are being widely discussed.  The present institutional

arrangement lacks medium-size institutions for regional developmient as a
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bridge between the biggest unit, at the state level, and the smallest unils, at
the gmina level. Presently, some provincial offices are preparing
devetopment strategy documents and/or physical development sludies of
their own province at their own initiatives and using their own resources or

by means of technical and financial assistance from international aid
agencies.

Discussion on the 1able at the same time is whether the current size of
provinces is appropriate for regional development or not. In this regard, an
integraled altempt began in nine provinces in the south-east, "Malo Polska®,
This is by nmcans of a vdlunlary coopéralion of Regional Development
Agencies (RDAs) of cach of nine provinces in preparing a wider-region
sectoral development plan, in which the planning of each particular sector
is assigned to each RDA according to its experlise.

Iocal deﬂrelopmcnt function in gmina level

Although each gmina is requested to prepare the Medium-term Spatial
Development Plan according to the Spatial Planning Act (1994) and all
gminas in Konin Province have prepared the plans, gminas were not
provided sufficient guidelines to prepare the plans from the higher strata of
government administration. In addition, those physical plans are not
supported by economic and financial plans. Gminas are not equipped with
sufficient human and financial resources as well as technical expertise for
preparing those plans. In many cases, they also lack the planning
coordination with neighboring gminas, which is indispensable to such
planning process.
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2,2 EU Membership and Regional Development in Poland

2.2.1 Outline of Conditions for EU M'embership

Poland presented its ap:p!'i'cation for membership of the European Union on

April 5, 1994, The Polish application for membership is being examined with

applications from nine other associated countries. Membership requires:

1) The candidate coimlry has achicved stability of instilutions guarantecing

democracy, the rule of law, human rights and respect for and protection of
minorilics;

2) The existence of a functioning market economy, as well as the capacity to

3)

cope with competitive pressure and market forces within the Union; and
The ability to take on the obligations of membership, including adherence
to the aims of political, economic and monetary union.

These are the political and economic criteria for examining the accession
requests of the associated countries of Central and Eastern Europe. The
Commission has analyzed the current situation in cach candidate country
and prepared a document "Agenda 2000 - Commission Opinion on
Poland's Application for Membership of the Europcan Union" (July 15,
1997, loolking forward to the medium tcrm prospects, and taking into
account progress accomplished and reforms alrcady under way. The Table
2,2 - | summarizes the Commission's opinion on the above groups of

criteria.

The Commission has judged Poland's capacily of administrative and legal

systems to put into effect the principles of democracy and the market economy

and to apply and enforce the obligations of membership in practice.

favorably concluded that:

1) Poland preseil{s the characteristics of a democracy, wilh stable
instiluﬁons guéranteeing the rule of law, human rights and respect for
~ the proteclionlof ‘minolrilics;
2) Poland can be regarded as a functioning market economy, and should
be able to cope with competitive pressure and market forces within the
Union in the mediuym term; and
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3) If Poland continues its efforts on transposition of the obligalions of
membership relaling particularly to the single market, and intensifies
work on ils implcmentélioﬁ, Poland should become able to participalc
fully in the Singlc market in the medium term.  Particular effort and
investment will be nécded to meet the obligations of membership in
sectors such as agricﬂlﬁre, environment and trénsporl. Further
administrative reform will be indispcnsab'le if Poland is to have the

structurcs to apply and enforce the obligations of membership
effectively.

222 EU's Princlples for Regional Development

The principles of EU's regional policy developed in the late 1980s with the
speeding up of integration proccsseé. The increasing inlér—rcgio‘nal‘ disparitics
that followed the gradual enlargement of the Community and the threat of their
further deepening as a result of the cstablishment of a single market have
contributed to the importance of preparing the re'gionzil policy.'The reform of
Structural Funds was made in 1988. The reform consisted not only in the
decision to double the size of the Funds within six 'years, but in the official
sanctioning of regional policy. The Structural Funds were clearly defined as
instruments of regional policy and were entrusted with correcting the main
regional disparities within the Community by supporting structural adjustments

in less developed regions and converting the regions seriously affected by
industrial decline.

During the years of 1989-93, the largest beneficiaries of Communily regional
policy, i.e., Portugal, Ireland and Spain, recorded economic growth higher than
the Community average. The important aspect of the regional policy is that
the development of structurally weaker regions creates new markets and
conlributes to the strengthening of the whole EU economy {Ms. Monica Wulf-
Mathies, the Commissioner for regional policy).

As a consequence of the entry into the Community of three new members

(Austria, Finland and Sweden) in 1995, cohesion policy is presently
concentrated on following four regional and two functional objectives.
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Ohjective 1:

Objective 2:

Objective 3:

Objective 4:

Objective 5:

Objective 5a:

Objective 5h:
Objective 6:

promoting the development and structural adjustment of
regions whose development is lagging behind;

converting the regions or parts of regions seriously
affected by industrial declinc;

combating long-term unemployment, uncmploymeat of
people below 25, and facilitating the integration into
working life of persons ¢xcluded frem the labor market;
facilitating the adoption of workers 1o industrial changes
and to changes in production systems;

promoting rural developmenl, divided into two particular
objectives;

adjustment of agricultural structures within the framework
of the reform of Common Agricultural Policy and
modernization and structural adjustment of the fisherics
scclor;

the dcvelopmcnf and structural adjustment of rural areas;
promoting the development of northern regions in
Scandinavian counlries with low population density and

extremely harsh climate.

The total expenditure of Structural Funds in the years 1994-99 will be about
140 billion ECU, which indicates the targe magnitude of cffort by the EU
towards regional development.
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Table 2.2-1 EU’'S OPINIONS ON POLAND’S EU MEMBERSHIP APPLICATION

Criteria

Judgement

Political Criteria

Economic Criteria

Capacity {o Take on the

Obligations of

Membership

1. FProvisions to the
Single Market

1

No major problems over respect for fundamental sights,
Certain limitations to freedom of press.

Nccds to complc!c procujurus for Compcnsaimg those whose
property was seized by the Nazis or Communists.

A market cconomy is functioning, the cconomy successfully
stabilized.

Prices and Trade liberalized (o a large extent.
Pension and social security systems need to be reformed.

Underdeveloped financial services; banking sector necds further
reform.

Well able to cope with competitive pressure and market forces within

- the Union in the medivm term, provided that it maintains the pace of

restructuring and keeps the economy open.

Management failure in the large state-owned companics in the face
of forcign compctmon ‘

Agriculture needs to be modcmncd

Alrcady impleniented significant elements of the provisions of the
Europe Agrecment.

Substantial progress on intellectual property, company law, taxation,
accounting, and financial services.

Further work needed on public procurement, data protection,

compelition and liberalization of capital movements.

Legislation needs to be accompanied by cencrele measures of
implementation as well as establishment of effective administration.
Slow legislative adaptation in technical rules and standards.
Substanlial

cfforts needed in telecommunicalions, fisheries and

consumer protections.

2. Industry

3. Environment

4. Transport

A dynamic new private sector be competitive in the single market in
the medium term.

State-owned large sectors nced restrucluring.

Substantial efforts needed for strengthening of faw enforcement.
Require increased levels of public expenditure.

Considerable efforts nceded in the road transport.

Investment needed to extend the European transport network.
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Criteria

Judgement

AN

10.

11,

12.

Employment and
Social Affairs

Regional Policy and
Cohesion

Agriculture

Energy

Border Controls

Fconomic and

Monetary taion

Justice and Home
Affairs

Common Foreign
and Sccurity Policy

Administrative and
Legal Capacity

- Needs to adapt legislation on health and safety at work.

- Substantial improvements nceded in the ficld of financial control.

- Use the Union'’s regional and structural funds for its development.

- Efforts nceded to cstablish a coherent structural and rural
development policy.

- Needs to implement veterinary and phytosanitary requirements.

- Needs to strengthen the administrative structures necessary to apply
the common agricullural policy.

- A solution to Poland’s structural problems requires a long-term
approach.

- No difficulty in complying with the Buratom provisions, siice
Poland has no nuclear power.

- Require works on issucs of caergy pricing, import barrices for oil
products and state intervention in the coal sector.

- To implement measures necessary for removal of border controls
with EU member countries.

- No problem in the medium term in coordination of ecanomic policy
and complete liberalization of capital movements.

- Premature to judge on the Poland’s participation in the Furo area,
depending on how far the succcss of its struetural transformation.

- Faces significant challenges concerning drugs, border management
and {ransnational crime.

- No problem.

- No territorial disputes with any member stale or ncighboring
candidate countrics.

- Continue its comprehensive reform cfforts for the administrative
structures and its juridical system.

Source: EU Secretariat,

“Agenda 2000 - Summary and Conclusions of the Opinions of
Commission concerning the Applicatiens for Membership o the
European Union Presented by the Candidates Countries”, July 1997,
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2.3 Regional Developmeni Programs with Foreign Assistance
231 EU Phare Programs

The Phare Prografn' of Eﬁropcan Union has been the biggest source of the
financial and technical assistance to Poland. This program supporis the
activities of the Polish government in transforming cconomic and social
systems as well as in integrating its economy into the EU. Between 1990 and
1997, the EU provided Poland with 1,031 million ECU to realize over sixty
programs, From 1995 to 1997, Poland will receive over one billion 1ICU in
total the EU Phare Program,

In Poland the Phare program is focused on the following three objectives in
accordance with the “Strategy for Poland”,

1) Creation of adequate basis for the market economy
- Social partnership
- Technical infrastructure development
- Agricultural development
- Environmental protection
2) Improvement of social safeguards
- Soctal safeguard system
- Improvement of public administration
3) Increase in the international competitiveness of industry
- Regional development
- Industrial restructuring and privatization
- Promotion of exports and forcigh direct investment
- SMEs promotion
- Educational development
- Promotion of science and research
- Integration with Europe and participation in the EU programs
- Cross-border cooperation.

Regional development is explicitly included in the third objective of the
prdgram, but the first also includes several issues of regional development such
as technical infrastructure development, agricultural development  and
environmental protection.
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Among ihc various sub-programs under the Pharc, the followmg four sub-

pr(}grams are particutarly focused on the regional development issucs, and

providing financial assistance to the local communities or eatetprises,

(1) The pharé pérmcrship prdgram

Spheres : Regional  development,  including SMEs  promotion,

Period
Budget
Form o

environmental  protection, tourism development, foreign

investment promotion, unemployment allevialion
: Renewed every year
: 10 million ECU in 1996
f assistance: Grants

Contact : EU
Description:

This program supports the economic and socio-cconomic development
at the local level, with the following focuses.

1)

2)

3

Local and Regional Development:

- Improvement of the regional services

- Improvement of urban and rcgional planning,

- Development of rural arcas

- Development of tourism, eco-tourism in particular

- Development of environmental and cultural values of the region
Development of Business and Enterprises

- Development of advisory services for the local business
- Cooperation of economic activities

- Trade development

- Iavestment promotion

- Training for management and marketing

- Promotion of transfer of technology

Manpower development for adults

- Professional tcaining

- Training of the unemployed

(2) STRUDER H

Spheres : Regional development
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Period
Budget

: Until the end of 1997
: 13.5 million ECU

Form of assistance: Grants, advisory, training

Contact : Polska Agencja Rozwoju Regionalnego

Description:
The prbgram is a continuation of the STRUDER program, which was
concluded in 1996. The main objective of this program is to support the
devclopment of the regions which were severely affected by the
economic resiructuring. Six provinces have been covered by this
program, they are Lodz, Katowice, Walbrzych, Rzeszow, Suwalki, and
Olsztyn. Four new provinces would be included in the program from

1998. The names of these four new provinces are not yet disclosed.

Major projects included in this program are the following.

1)

2)

3)

Promotion of SMEs by means of subsidics

The newly established SMEs in these regions can reccive subsidics
for their investmeat amounting to up to 100,000 ECU. Over 20% of
the total investment cost should be prepared by the SMEs
themselves.

Small infrastructure development

In order to improve local small infrastructure, the gmina in these
regions can obtain subsidies up to 100,000 ECU. Gver 50% of the
cost should be borne by the gmina concerned.

Credit guarantce

In cooperation with the Polish Development Bank, credit guarantees
shall be provided to the enterprises in the regions. This scheme has
just started. Up to 50% of the amount of loan is covered. The
commission paid by the enterprises amounis to 3% of the total loan.

(3) RAPID (Rural Areas Program for Infrastructure and Development)

Spheres : Regional development

Period

1 1 September 1996 to 31 December 1998

Budget : 20 million ECU
Form of assistance: Grants

Contact : Polska Agencja Rozwoju RegiOnalnego
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Descriplion: :
This program intends to improve rural infrastructure in the relatively
poor regions.  The program is being realized in the six provinces under
the STRUDER program and in four other provinces (Krosno, Nowy
Sacz, Piotrkow Trybunalski, and Sicradz).

{4) Cross-border cooperation

Spheres : Infrastructure development at the border regions with the EU.

Period  : From 1994 to 1999

Budget  : 54 million ECU in 1997

Form of assistance: Grants

Contact : Wladza Wdrazajaca Wspolpracy Przygranicznej

Descriptions:
With a particular focus on the border regions with the EU, grants are
provided to develop the rcgionél infrastructure such as roads, scwage
treatment, telecommunication and so on. The border regions with
Germany, Czech as well as the rcgicns facing the Ballic Sea arc
included in this program.

2.3.2 Muiltinational Programs

Among the multinational institutions, the World Bank has programs to provide
financial assistance to achicve objectives of regional development. Other
institutions such as the UNDP also have several programs to promote regional
development, but their programs are focused on technical assistance only,

The World Bank used to have one specific financial assistance program for the
regional development in Poland, which is the Rural Infrastructure Development
Program. This program, however, finished in 1996. Since 1997 the budget of
this program has been obtained from the qalionél budget. The World Bank has
another financial assistance program, calted EFSAL, which could promote the
restructuring of the state cnlerprises.' This program also can benefit the
development of regional economics which have been highly dependent on the
specific stale enterprises. This program, however, is expected 1o be concluded
in the middlc of 1998, and the World Bank is not planning to extend it after
1998. The characleristics of this program are as follows,
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EFSAL
Spheres @ Restructuring of state enterprises (including the commeicialized
enterprises solely owned by the State Treasury)

Period  : From 1994 to 1998

Budget :$225 million

Farm of assistance: Loans

Contact : Agencja Rozwoju Przemyslu

Descriplion:
The objective of this program is o promote the restructuring of the state
enterprises, including those commercialized enterprises which are solely
owned by the State Treasury. Sixty enterprises have already received
loans. The largest amount of loan was 32 million PLN and the smallest
onc was 1 million PLN. The first loan program was already concluded,
and the loans from the sccond program are now available. There is no plan
for a third program. The interest rate of the toan is the same as thosc of
WIBOR (Warsaw Interbank offered rates).

Bilateral Programs

A varicty of bilateral programs have been implemented in Poland. Regional
development is onc of the popular abjectives of these programs. Most programs,
however, provide only technical assistance such as training or consulting
services, and only a limited number of the programs offer any kinds of
tinancial assistance to the communitics or cricrprises. Among these {inancial

assistance programs, the major ones are as follows.

(1) Polish and German cooperation foundation

Spheres : Rural infrastructure development

Period : From 1975 :

Budget  : 565 million PLN from 1992 to 1996
Form of assistance: Granls

Contact : Fundacja Wspolpracy Polsko-Niemieckiej
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Description:
This program provides grants to the rural infrastructure development
projects. The improvement of sewage system, teleccommunication, the
protection of environment are main 'objcclives of the program.

Polish - Swiss rcgional program

Spheres 1 SMEs prometion

Period  : From November 1991

Budget : 9.5 million ECU

Form of assistance: Grants, Credits

Contact : Polska Agencia Rozwoju Regionalnego

Dcscriptidn:
This program offers credits to small and medium size enterprises in the
selected regions.

The US humanitarian aid to Poland

Spheres @ Promotion of food processing industry

Period : From 1989, no time limitation

Budget  : $9.5 million (1989-92) and additional $ 5.1 million

Form of assistance: Grants, Credits

Contact  :US Humanitanan Aid, Poland

Description:
This program provides credits to agricultural and food processing
enterprises, as well as grants to the local administration.  The financial
sources come from the sales of surplus food of the US in Poland.
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2.4 Domestic Financing Source for Regional Development
2.4.1 Official Budget
(1) Flow of official budget

There are three main routes through which official money flows into Konin
Province as budget allocations. First the Central Government dircctly
subsidizes expenditure of municipalitics; sccond, the Government subsidizes
Konin Province through the Office of Governor, and third, there arc dircct
income flows to municipalitics in form of local taxes and duties. Figure 2.4-1
gives a schematic diagram of the Now of budget funds using amounts in 1997.
In the figure, the amount of direct subsidies from the Government to

municipalitics is just an estimation balancing the inflow to municipalities.

As shown in the figure, Office of Konin Province received 282.0 million PLN
or 1.16 % of a total national budget allocated to all the 49 provincial offices in
the country. Of the amount of 282.0 million PLN, a sum of 47.2 million PLN
or 16.7% was appropriated to municipalities in Konin Province as subsidics.
On the other hand, a total of 48 provinces in the province had direct income of
189.4 million PLN as local taxes and duties in 1997. An amount of 140.7
million PLN that comes directly from the Government to municipalitics in
Figure 2.4-1 is decmed to be a balance between the tolal income of the
municipalitics and the income confirmed, local taxes and dutics and subsidies
through Office of Konin Governor,

(2) Public investment

The expenditures of the budgets are classified and published in a regular form
or a matrix for both the Government and the Office of Governor; ¢Conomic
sector in a row and uscs in a line. Uses of expenditures are classified into six
items as shown below:

a) Subsidies and subventions

b) Benefits for nalural persons

¢) Current expenditures of budgetary unils

d) Properly cxﬁcndilures

e) Selttements of accounts with banks

f) Public debt service
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For Officc of Governors, a) is mainly directed 1o municipalities (gmina) for
their budgeting purpose, 16.8 % in 1997 for Konin Province, b) social welfare
mainly for health care, 10.5 %, c) operating cost of the Office, 60.1%, d)
includes investments from Office of Governors, and ¢) and f) are items only
for the state budget. On the other hand, budget expenditures of mﬁnicipalitics
are treated as cither operating expeases or investment.

Table 2.4-1 PUBLIC INVESTMENT IN KONIN PROVINCE, 1997

{Unit: Million PLN)

Total budget Investment
Office of Konin Governnor 2820 356 12.6%
Municipalities({ Total of 48) 392.0 97.2 24.8%
Total §74.0 1328 19.7%

A total of 132.8 million PLN was invested in Konin Province from public
scctors in 1997, on the basis of assumption that the budget was excculed in
accordance with the original plan. It should be noticed that 1) the investment
may include purchase of durable consumer goods for office use such as
furniture and fixtore to some extent and 2) it does not include direct
investment of the Government such undertakings as A-2  highway
construction.

2.4.2 Private Financing

24.2.1 Financial requirements of SMEs

According to the questionnaire survey of 310 SMEs in the ménufacluring

sector of Konin Province, they gave opinions concerning financing as
summarized below:

(1) Demand for capital

Al present, 45.6% of SMEs (around 130 enterprises) in Konin Province
requires additional capital for the tofal amount of 7.94 million PLN. Uses of
the capital are firstly for purchasing machinery and cquipment, for a share of
45.3%, and sccondly for working capilal, 20.3%. Sources of funds SMEs
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usually usc are 31.9% from state banks, 24.5% from institutional credit lines
and 13.5% from commercial banks in order of frequency of answers cxcluding
17.8% for “others”.

Problems in fund ‘raising

143 % of SMEs that answered the question pointed oul “difficultics in
borrowing loans or getting financing” when choosing from among 10 various
major problems of company operation. This is the sccond most scrious
prablem for them was “unstablc purchasing order of customers,” at 21.5%.
Problems in borrowing loans are, firsi, “bank complicated procedures and
delay in processing” (30.4%) and second, “lack of coltateral” (26.0%) followed
by “bank’s passive altitude for SMEs financing,” (16.2%).

2.4.22 FINANCING OF BANKS

(1) Banks in Konin Province

There are about 40 branch offices including Polish National Bank (NBP), state
banks and commercial banks in Konin Province, but there is no head office of
any banks in this arca. The NBP is a saving bank as well as a funding bank to
commercial banks, Table 2.4-2 shows a deposits and credits statement of 36
branch offices including NBP in Konin Province at the end of December, 1997.
Commercial banks in Poland are largely specialized by economic ficld such as
agriculfure banks, industrial banks, investment banks, etc. The interest rates in
the Table 2.4-2 shows saving intercst rates for deposits and inter-bank rates f{or
credits.

Total deposit contains less than 10% that arc foreign currency deposits.
Deposits of individuals occupy 73% of zloty deposits and the rest is from
corporate entities and, contrarily, 80% of credits was made to entitics.
Deposits and credits are soundly balanced within the arca of Konin Province
though funds flow as not limited only to the arca as a closed system. Bankers
intervicwed by the Team said that deposits in PNB arc the main source of funs
of the commercial banks.
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(2) Overview of banking business in Konin Province

The Team inlewicﬁ’cd a slalc bank and ﬁ'vc commercial banks and obtained
information stated in Table 2.4-3. Banks in this region are lending S0 to 100
million PLN per year per bank on average with a lean size of 100,000 PEN to
150,000 PLN per loan to entitics. Entitics having lcss than 50 employces
account for about 80% of the number of borrowers. Regarding the term of loan,
it accounts for 65% to $0% by medinm term loans with a repayment period
between one o five years, foltowed by short-term loans,

Major loan conditions applicd to ¢nd borrowers are as follows: Interest rates
have increased in 1997 to the level of 30% or more after a declining trend was
scen prior to 1997. Banks requires morlgage evaluating land at 5% to 10% of
current value in general areas and 60% to 70% in special arcas, and building
and machinery at more or less 70%. As a result, borrowers must have assels

for morlgage, in average, worth around 200% of the loan amount in current
value basis.

Each bank in Konin has its own guideline of a maximum loan amount per
client or loan. The following is such information as of 1996.
- WBK  S.A.: unlimited
-PBI  S5.A. (Polish Investment Bénk) :
700,000 PLN on non-liquid securily, No limit on liquid security
- PeKaQ  S.A.: High risk- 100,000 USD, Low risk- 500,000 USD
-PKO B.P.: 1,000,000 PLN per client
-BGZ S.A.:Upto 2,000,000PLN
- BS (Cooperative Bank): 334,890 PLN per unit, 502,330 PLLN per borrower
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Table 2.4-2 DEPOSITS AND CREDITS IN KONIN PROVINCE
as of December 31%, 1997

Particulars Amount Interest rate
(1000 PLN) {Average %)

1. Zloty deposils 810,064
1. Economic entitics 218,419

- Al sight 132,235 7.94

- 3 months 15,561 18.62

- 6 months 6,952 19.06

- 9 months 0 -

- 1 year 1,456 19.63
2. Individuals 591,645

- Atsight 124,753 12.13

- 3 months 177,616 18.70

- 6 months 122,889 19.24

- 9 months 22,290 19.86

- 1 year 112,765 19.70
IE. Forcign currency deposils 78,280
1. Economic entitics 4314
2. Individuals 73,966
1. Debt on given zloty credils 607,757

1. Economic entities 485,573 25.79

2. individuals 121,698 25.65

{Nole) Data concerning 36 branches of commercial banks and also NBP in Konin
/ individuvals' deposits in NBP/
(Source) NBP
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Figure 2.4-1 FLOW DIAGRAM OF OFFICIAL BUDGETS TO KONOIN
PROVINCE, 1997

BUDGET OF THE
GOVERNMENT, 1997
127,554

To 49 Provincial Offices
24,312 (19.0%)

(Unit: million PLN}Y

| 1.16 % l

BUDJET OF OFFICE OF
KONIN GOVERNOR,1997
282.0

(1407 )

BUDGET OF
48 MUNICIPAL OFFICEs, 1997
392.0

Revenue(taxes, efc): 189.4
Subsidies: 46.3 <

To 48 Municipa! Offices
47.2 (16.7%)

472 )

Subvention: 141.6
Others. 14.8
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2.5 Conclusion of the Chapter
2.5.1 Reglonatl Deveiopmént System

Based on the observations of the current situation of regional planning systems
in Poland, the following issues can be pointed out:

(1) There is a lack of regional planning organs at the intermediate level
between the biggest central government and smallest gminas. The
provincial office is currenﬂy not satisfactorily empowered to cope with
regional planning issues. In many cascs, it requircs an operating plan to
cover several neighboring pravinces.

(2) The regional planning function at the province level would be strengthened
to formulate a comprehensive regional development plan not only for
mapping spatial development plans submitted by gminas but also placing
priority on projects on the basis of economic and financial analyses.

(3) Land use planning sections in the provinces and gminas lack expertise for
preparing the above-mentioned spatial-economic-financial development
plans. It is neccessary to sirengthen capabilities by lcarning planning
principles and procedures to comply with the market cconomy system by
close cooperation with future pariner countries in European Union.

2.5.2 EU Membership and Regional Development

In view of Poland's future membership in the BEU and benefils and magnitude
of Structural Funds, it will be appropriatc and necessary to prepare for the
integration from now in order to meet the requirciments which the Commission
sets for the proépéclivs beneliciarics of Structural Funds.  The practice of £U
regional policy suggests that Polish regional development policy focus on the
following issues:

(1) It is necessary to take an integrated approach lo the problems of adjustment
% to EU membership which are indicated in Table 2.2 - 1;
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(2) It is necessary to prepare a regional policy of Poland at the national level,
which should be complementary lo principles of EU's regional policy.

The latter seems to be especially important in view of growing cconomic
disparitics within the country which might endanger the socio-economic
cohesion in the country and could delay the socio-cconomic transformation
into a sound market system.

2.5.3 Development Funds Available for Konin Province

Konin Province requires capital funds for investment in the weak technical
infrastructure as well as diversification of the cconomy, in anticipation of the
{uture exhaustion of brown coal resources. Domestic funds including the
budgets of the central government and local autonomies are neither sufficient
nor available to invest in the provincial development projects.

As for EU Phare programs, unfortunately, the Polish Government never gave
priority to Konin Province for the reason that the province ranks in the middic
of all 49 provinces of the country by almost all criteria. Multi- and bi-lateral
foreign funds or credits are changing so as to focus on cooperation through
technical assistance programs, and recently they are becoming lesser in
importance in Poland as the nation has almost succeeded in {ransformation to a
market economy. In addition, the Polish Government is reluctant to introduce
credits from outside of the country.

Thus, foreign direct investment must be considered one of the most possible
financial sources available for regional development of Konin Province . 1t is
casily imagined that domestic enterprises cannot afford to make big
investments other than in their own restructuring projects for a while.
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Chapter 3 SUMMARY OF SECTOR REPORT

This chapter summarizes the conclusive part of the Sector Report, scctor by sector. That
refer lo report describes and analyzes each secior in delail.

Definition of Development Potentials and Constraints

In this chapter as well as Sector Report, the words “potentials” and “constraints” are
uscd as basis for determining sectorial concept and strategics. These terms have the
following connotations.

The potentials signify the thrust of regional development in Konin Province and, on
the other hand the constraints do obstacles of it. If Konin Province is on the superior
side on the conditions meationed below, they are to be potentials and if the inferior
side, they are constraints. This rule is applicable to (1), (2) and (3) below. Most of
the conditions stated in (4) will be the same throughout the country and are not
specific to Konin Province.

(1) Physical conditions of the region

- Natural conditions including weather and climate, geographical and
topographical conditions, deposits of nalural resources, natural

environment, ctc.

(2) Sociocconomic conditions of the region

- Economic geography, infrasiructure, human resources, availability of
land area, traditional temperament, customs and cullure, legacics, ctc.

(3) Demands for development

- Superiority: existence of big market demands in the region
- Inferiority: small market demands in the region

(4) Atticles beyond the scope of the master plan

- National policies including EU accession, laws and regulations, central
and local administrative systems, issucs that requice a long time of period
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for their solving with and huge investment to be resolved, availability of
public development funds, etc.

3.1 Agriculture

3.1.1 Conclusion and Key issues

(1

)

Basic agricultural conditions in Konin Province

There are two disadvantages of natural conditions in Konin Province
comparced with national average. One is low quality of soil and the other
is non controllable water supply conditions caused both by draught and
floods. Looking at arable land quality, the share of soil which is
appropriate for cultivation (class I to IV) is 50.6 perceni in Konin Province,
whereas national average is 67.7 percent.  Although annual precipitalion is
between 500 to 600 mm, which is alnﬁ:)st as same as national average,
planting conditions such as temperature and precipitation in May and June
are nol as good as other production areas.

Konin is a typical agriculture province in terms of tand size per farm.  The
share of farms with less than S ha is 55 percent, which is almost the same as
national average. According to the farm survey, 5 ha is found oul to be
difficult size for producers to operate financially sustainable \withoul
incomes from nonagriculture sector. However, farms in gencral are
reluctant lo sell the land because of deep respects for ancestors and life
insurance. Thercfore, the speed of intensification of land (enlargement of
land size) is still low,

Thus, low qualily of land, water shortage and exisience of small scale farms,
all of which are difficult to be solved, become basic consirains for further
development of agriculture,

Distribution and marketing problems after the transition to the market
cconomy

The economic and social reform towards the market economy has begun in
1989 at the onset of price liberalization of agricultural produce and come
into force with the implementation of Balcerowicz plan in 1990,  The shift
from socialist to the market cconomy cxerled a great influence on the
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agriculture sector within the economic reforms, which aimed al reducing
national budgets allocated for the agricullure sector.  Four major reforms
have been conducted in the scclor: price liberalization; reduction of
subsidies; liberalization of foreign trade; and privatization of public seclors
including state and collective farms. Distribution and marketing systcms
of agriculture produce was substantially changed by the scries of reforms.

During the socialist period, an agricultural cooperative (GS) existed in cach
Gmina which procured agricultural produce from producers and sold raw
materials to slate enterprises and cooperatives. It made producers have no
choice but to sell to cooperatives in order to sccure the purchase of inputs.
About 85 percent of total production of private farms were procured by the
government procurement systems,

After the transition to the market economy, producers basically have to find
buyers by themselves. Presently, private buyers such as food processing
companies, traders and distributors are increasing their shares in
procufcmenl of agricultural produce directly from producers. These are
typically obscrved in vegetables and fruit markets, which are completely
liberalized.

These situations have driven small-scale producers into a comer.

Problems are as follows.

1) Production amount is not aftractive cnough to make buyers come to
farmstead.

2) Reliance on traders for selling reduces producers’ receivable

3) Since buyers started to have negotiation power over producers,
producers have to concentrate on “quality” rather than “quantity”,

Improvement of agriculture structure and agriculture technology

As previously stated, low soil quality, lack of waler and large shares of
small scale producers are basic constraints for agriculture development in
Konin Province. Taking thesc constraints into consideration, it is
necessary for Konin Province to develop agriculture production pattern
suitable for Konin in order to survive in the long run. Since different
institutions have engaged in development of agriculture technology, there
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arc rooms for integrating these efforts and make comprchensive
development plans,

Following issues will need to be considered when Konin’s comprehensive
agriculture development plan is designed.

1) Appropriate operation size for cereals, vegetables and fruit, and
livestock producers,

2) Cropping palterns suitable for Konin's soil conditions

3} Introduction of new variety

4) Methodology to improve production technotogy of producers.

Development of agriculture infrastructurce

Development of agriculture infrastructure is a prerequisite for supporting
Konin type agriculture development. In Konin, water shorlage is more
serious than the other provincés and is ranked lowest 5" in water condition
rankings conducted by Rescarch Instifute of Soil-Cultivation, Ferlilising
and Pedology. Notﬁvith'standing, only 0.8 percent (1,98 ha)of total
cultivated areas (263,018 ha) is irrigated by watering facilities in 1996 and
most producers are using rainfed irrigation methods.  Thus, water resource
devclopment is given the first priority.

Presently, construction of main irrigation facilities such as dams and water
reservoirs is planned and implemented by the public sector whereas the
instaliation of on-farm irrigation facilities is done by each individual farm
without any public financial support, These systems are considered to be
appropriale, however, are not functioning well. “A Water Resource
Development Program” and “Small Retention Program” were formulated
for expanding irrigated areas in Konin Province. However, due 1o a lack
of financial resources, implementation of these public development
programs are delayed.  On the other hand, while some individual farms
are using underground water or water from lakes and rivers by installing
water pumps, majority cannot afford to install such watering facilities by
themselves, due to inadequate financial resources.
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In addition, faciliteiling ‘d'rainagc systems is also important as Konin
Province has been suffering from floods severat times including the one in
1997, Without coping with flood disasters, {und which can be used for
irrigation system development will not increase in the future. Land
rcc_lamatién and development of storage facilitics to improve post harvest
préctices are also needed for further development of the agriculture in
Konin Province.

Support for small scale farms

To support small scale farms is onc of the important issues for the whole
country, and so as Konin Province where 55 % of farms hold less than 5 ha
of land, which is not economically sustainable for farming operation.

Basic problems small scale farms arc now facing in Konin Province are

summarized as follows.

1) Small scale farming operation is not financially lcasible.

2) Small scale farms hardly meet with buyers’ request in terms of types,
quantity and quality of produce.

3) Small scale farms do not have adequate financial resources, nor access
to credit, which prevents further investment.

4) Small scale farms are not well mechanized, which resuits in high
production losses during cultivation and harvest seasons than in
mechanized large scale farmland.

5) Small scale farms have inadequate access to information needed Lo cut
costs without decreasing production.

In order to reduce numbers of small scale farms, either intensification of
land plots or afforestation are considered. In facl, Konin Province has
“Afforestation program”, which is planned to be implemented mainly on
low quality tand such as swamps and class VI soil.  On the other hand,
farmers in general are inclined to stick (o their own tand and are reluctant to
sell to others, which can be observed in all over the world as farmers’ nature.
Therefore, il is nccessary to take actions to support these small scale farms

now.
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3.1.2 Sectorial Development Framework

1)

2)

3)

4)

Development potential

There are some farmers who have a clear ‘vision and will become
leaders in modernization '.of farm management in the region.

There is high potential to increase yield of agricultural produclion by
improving the current farming technologies.

Institutions related to agriculture, accessible in Kosciclee, can
provide technical guidance to farmers.,

The area is well located for distribution of agricultural commodities
and goods.

Development constraints

1)
2}

3)

Most farmers cultivate a small area.

The fertility of arable land of the province is less than the national
average.

Policy and the institutional system for agriculture tend to work as
constraints becausc they arc often unstable and inappropriate.

Development concept and strategies

Improvement of profitability of farms in Konin Province

Strategy 1: Quality and productivity improvement

Strategy 2: Modernization of farm management

Strategy 3: Development of an effective marketing system

Strategy 4: Diversification of agriculture
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3.2 Three Key Industries

The three key industries are lignite mine, power gencration, and aluminum
smelting,

3.2.1 Conclusion and Key Issues

3.2.1.1 New Energy Law and Three Key Industries

According to the new Encrgy Law, brown coal price will be subject to
regulatory control because of its non-market character. However, the price
will be determined on the basis of intcrnational market price of hard coal.
The controlled price of clectricity will be dercgulated, and electricity
consumers will be able to negotiate with the supplicrs including power
companies and distributors to determine the conditions based on the frec
market mechanism. In such circumstances, the brown coal mines in Konin
Province have the closc-at-hand problems of exhaustion of the working
deposits. Here, the futurc trends of the three key industrics in Konin
Province arc examined, taking the above mentioned-issues into
consideration.

In addition, cerfain resistance against the enforcement of the new Encrgy
Law can be foreseen from coal mines, the power companies and distributors
where several thousand workers are employed. The issue may become a
serious political issue. Therefore, simple irresponsible prediction should be
avoided, It is reported thal the brown coal mines in Konin Province have
new confirmed deposits enough to meet demand for some decades. it
should be noted that the issues will resull in the feasibility of development
of the new deposits and not simply in the physical depletion of the mines.
There will be several counter plans to cope with them.

Consideration  hereunder is mercly presenting onc of the various
possibilities in the above-mentioned situations,



3.21.2

(0

Mutual Relations and Socloeconomic Status of 3 Key Industries
Interdependence structure

The Study lakes up the following companics as the three key industries in
Konin Proviace:

The brown coal mines consist of two companies: KWB Konin and KWB
Adamow

The power stations: ZE PAK S.A. (Patnow, Adamow and Konin Power
Stations Group)

The aluminum industry: Huta Aluminum Konin

Fuel-cnergy industries started in 1945, when KWB Konin started mining.
Then, in 1958, the Konin Power Station started firing brown coal.
Following those plants, the KWB Adamow, Patnow and Adamow Power
Stations were constructed one after another, and Huta Aluminum Konin,
which smelts aluminum consuming clectricity from ZE PAK, was
constructed in 1966 in line with Polish governmental policies.

Presently total brown coal produclidn at the mines amounts to 18 million
tons (28.6% of Polish brown ceal production), 95% of which is supplied to
ZE PAK. ZE PAK gencrated a net 13,200 GWh of electricity firing brown
coal {99.5% of its fucl consumption). Huta Aluminum produced 52
thousand tons of aluminum in 1996, consuming 9SSGWh of electricity
from ZE PAK, which corresponds o 7.2% of total net electricity generated
by ZE PAK. The schematic relation is shown in Figure 3.2-1.
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Figure 3.2-1 SCHEME OF THREE KEY INDUSTRIES’ RELATIONSHIP

lZE PAK SA
| 95% B 7.2% -
KWB Konin ' Konin Power |Huta Aluminum
‘ Station
A
general
market
)| Patnow Power
4 Station
5% :
_ : g5% ' ' 92 8%
KWB Adamow o} Adamow Power r——' | Polish Power
: ~ Station "} Grid Company
Brown coal: T
99.5% Fuel oil: 0.5%

(2) Sociocconomic status

The sociocconomic status of the three key indusirics in Konin Province is
as follows:

Direct employment:  7.8%

Sales: 45.7%

The GDP of Konin Province in 1996 was estimated from the figure for
1995, muliiplied by 1.06 of real growth ratc and 1.198 of inflation rate.
Including the affiliate companics and supporting companics, it is roughly
seen that the three key industries dominate the economy in Konin Province
by around 50% or more.

On the other hand, it is reported that most of the reserves in working open
pits will be exhausted within about 15 years. These issucs are crucial for the
future of Konin Province. The luture of three key industrics is discussed in
the following Section.
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3.2.1.3 Exploitation Plan and the Countermeasures for Exhaustion

(1) Exploitation plan and estimaled exhaustion

According to the produc(ioﬁ plans made by the KWB Konin and Adamow,
transition of the reserves in the two mines is shown in Table 3.2-1. The
plans mention that p'rodu_ction will be kcpt at the same level as the present
production (Konin:‘lj million tons/year, Adamow: 5 million lons!ybar) by
2020 and then gradually decrease after 2020. In order to match the plans,
KWB Konin must develop four new deposits by 2012 (one deposit is now
under development) and more three deposits by 2040. KWB Adamow does
not have a decisive plan to exploit any new depésil.

Table 3.2-1 REMAINING RESERVES INCLUDING NEW DEVELOPMENT OF
DEPOSITS
{Unit: million tons)
ltems 1997 2000 2005 2010 2015 2020 2040
KWB Konin 140.6 101.6 1348 183.7 1649 1260 70.6
- working 140.6 101.6 36.6
- new development 98.2 183.7 164.9 126.0 70.6
KWDB Adamow 104.5 §9.5 64.5 39.5 14.5 0 0
- working 104.5 89.5 64.5 39.5 14.5 t 0
- new development  none none none none none none none
Total reserves 245.1 191.t 1993 2232 1794  126.0 70.6
Accumulated
54.0 1440 2340 3240 4035 6035

production

(Source: KWB Konin and Adamow)

The plan in Table 3.2-1 is based on the case that funds for the development
of new deposits are successfully financed and no serious obstacles would
Crop up.

There is another scenario o keep production at the level of 8 to 9 million

tons/year and to dcvelop new O{ien pits with the possibility to finance them.
In this case, development of four deposits will suffice until 2040,
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(2) Cost competitiveness

1)

2)

Present price and cost
The price and production costs of the brown coal extracted in KWB Konin
and Adamow arc estimated on  USD basis and for the comparison, the
ones for hard coal are referred as follows:

Brown coal: | _

Estimated price for ZE PAK; 1.18 USD/GJ in 1995

Estimated production costs of KWB Konin and Adamow; 1.13 USIY/GJ in
1995

Hard coal:

Estimated market price of coal for power plants; 1.31 USD/GJ (32 USBA)
in 1995,

Estimated production cost of Polish coal mines; 1.52 USD/GJ(37.3 USD/t)
in 1995 (Hard Coal Miring Policy of the State and Sector for 1996-2000).
The price of brown coal per Gl for power plant use is fairly lower than
international market price of hard coal for power plants. The Polish hard

coal mines have been selling coals at lower prices than their costs.

Cost estimation of brown coal from new deposits

Working open pils will be exhausted within 15 years and new open pits
shall be ‘developed as mentioned cadier. It requires a large sum of
investiment amounting to PLN 2088 million or USD 586 million that is
preliminarily estimated by KWB Konin at 1997 prices.

The investment cost was estimated for development of new three deposits
or 212 million tons of reserves for production.  Since annual production
volume was deemed to be 13 million tons, the mining last about 16.3 years,

The following are assumptions for production cost estimalion of new

deposit:

Capital related cost: 20% of the tolal investment cost per year including

depreciation, interest payment and sonie profit.

(Note) Interest rates of commercial banks are now higher than 30% p.a..
The investment for new deposits might not be feasible if such rates
should be applied.



® Man power and other costs: It is assumed that 30% of the current costs
would be reduced by restructuring and modernization.

Estimated produélion cost is as follows in 1997 prices:
Capital costs = USD1.01/GJ

= USD(.76/GJ
USDL77/G)
{Refer to Sector Report in details)

Other costs

3} Average production cost estimation in future o
Average production costs of brown coal in 2005 and 2010 produced in

Kanin Province is estimated on present value basis as follows:

Table 3.2-2 AVERAGE PRODUCTION COST IN FUTURE OF BROWN COAL

(at 1997 prices)

Year 2005 2010
Items Psoduction Unit cost Production * Unit cost
Unit mil.tons/year US$/G) mildons/ycar US$/G}
_ Production in existing mines 11.5 1.13 5.0 1.13
Production in new depasils 6.5 1.77 13.0 1.77
Average cost 1.36 £.59

As mentioned in Section 2.7.2 (2), present production cost for Polish hard coal
is estimaled to be more than 1,52 USD/GJ and cost escalation for future will be
almost same as the one of brown ceal. Therefore, brown coal produced in
Konin will keep competitiveness against Polish hard coal for fairl.y long period,,
taking additional transportation and storage costs for hard ceal handling, elc.

into consideration.
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Table 3.2-3 PRICE ESCALATICN OF THE PRIMARY ENERGY CARRIERS

(at 1995 prices)

Iicms Soutce 19935 2000 20190
US$/GI USS/GJ US$/Gl

Crude oil, imporls from IPPT PAN 3.07 3.64 4.53
Russia | IEA 3.04 411 5.00
Naturat gas, import from 1IPPY PAN 3.07 3.59 4.23
Russia IEA 282 3.79 4.58
Hard coal, import from IPFT PAN 156 1.03 1.83
Furope 1EA 1.93 2.05 2.18

{ Source: Energy Informalion Center)

Tabel 3.2-4 COST COMPARISON IN 2010 {at 1995 prices)

(Unit: USD/G)

KWB Konin brown coal* : 1.39~ 177
Crude oil imposted from Russia : 4.53 ~5.00
Natural gas imported from Russia : 4.23 ~ 4,58
Hard coal, imported from Europe : 1.88 ~2.18

(Note) * at 1997 prices

The prices of the primary encrgy cairiers on the world market anticipated
by IPPT PAN and IEA arc shown in Table 2.7-3. According to the
estimation, prices of carriers other than hard coal will increase rapidly, and
coal and brown coal will be competitive as far as price is concerned.

3.2.1.4 Rellance of the Power Stations on Brown Coal Fuel
(1) ZE PAK S.A’’s course for modernization

From the beginning of 1980s’, ZE PAK has been modernizing ils facilitics.
Major targets were introducing advanced technologies and improving
environmental proleclion.' Furthermore, thc company is presently
proceeding to modernize the Patnow and Konin Power Stations, investing |
billion USD on a brown coal-firing basis, and will complete this by 2007.
In line with the plans, ZE PAK concluded a long term supply-purchase
conlract with KWB Konin in 1996 so that both companics can acquire a
great integrity from their investment programs.
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On the other hand, the brown coal mines wilf be obliged to develop new
deposits in order to meet the power slations’ needs, The price of the brown
coal from the new open pits must be hiked significantly. Under such
circumstances, it is meaningful to v;:rify whether or not the power stations
can be operated profitably on a brown coal-firing basis.

(1) Possibility of conversion to other fuels

In the 1970s two oil-fired boilérs was conslructed, but they have been
stopped due to the oil price hike and will be replaced by fluidized bed
boilers in the modernization program. The action shows ZE PAK’s
judgment on the subject. As described in Table 3.2-3 of Section 3.2.1.3,
much larger price hikes are anticipated in oil and natural gas, and therefore
brown coal will be more competitive on a GJ price basis in fulure,
Conversion of fuels from brown coal to gas ar oil in the existing facilities
will not have any advantage as far as operating cost is concerned. It is likely
that ZE PAK may adopt a gas turbine cogeneration system only in case of a
new revamp of the facilities @

However, concerning the issucs of environmental protection, the situations
arc more fluid. ZE PAK is modernizing boiler systems and applying
fluidized bed boilers and desulfurization facilities. The fraction of CO2
cmission will be allevialed by the heat efficiency increasc. If the emission is
restricted in future, it may be necessary to investigate the conversion, but
the facilities will be completely rebuilt on the site or at another new site.

In consideration of the above mentioned, it will be evident that the power

stations ali row in the same boat with the brown coal mines in Konin
Province.

(3) Cost competitiveness of the power stations

1) Present selling price and costs

The price and the coslts of electricity generated by ZE PAK are estimated on
USD basis as follows:

® [Estimated average sclling price; 22.0 USD/MWh in 1996
® Estimated total cost of electricity generation; 20.9 USD/MWh in 1996
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2) Cost estimation for future

a)

b)

Cost increase due to modernization investment

As meationed the above, ZE PAK has been meodernizing the facilities
and major investment will be completed by 2007. Supposing the
modernization investment occurs and completed in 1996, calculation of
trial batance is made. The capital costs are calculated on the assumption
as foltows:

® 30% of total investment; own resources—no interest

® I[oan from National and Provincial Eavironmental Protection and
Water Economy Fund; 8.4% of total investiment—at 16% interest

® Other credits and loans; 61.6% of total investment—at about 30%

interest

Toial invesiment; | billion USD

Refund; 5 years, straight linc 21.3% of total investment per year

® Then, the capital cost is 16.85 USD/MWh

Cost increase duc to price hike of brown coal

Furthermore, in the case a price incrcase of brown coal is taken into
accouni, the total clectricity generation cost will increase by 11
USD/MWh.

Toizl cost eslimation

ZE PAK is now proceeding with restructuring as well as modernization
of facilities. Total cost is cstimated on such assumptions as follows:

30 % reduction of manpower related costs

Improvement in generation efficiency from 30 % to 35 %

O;her cost reduction by 30 %

Then, total cost will be 41 USD/MWh

Even if 30 % reduction of manpower related costs and improvement in

generation efficiency, ete. are taken into account, the total cost will be
doubled from the present cost.

Figure 3.2-2 shows the cleciric prices in European countries. According lo
the new Energy Law, the price of electricily will be liberalized and will
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reach the level of Europcan countries. Therefore, ZE PAK will still retain
compctitiveness among the power stations in Europe.

Figure 3.2-2 ELECTRICITY PRICE COMPARISON IN1995

D Household
B Industry

e by

Poland
Finland
France
Holand
Germany
Britain
Hungary

{Soutce: Polish Encrgy Information Center)

3.2.1.5 Aluminum Smelting and Electricity
(1) Eleciricity cost in aluminum smelting

The percentage of clectricity cost in aluminum smelting is estimated to be
25 - 35% of total operation cost according to J.A.A. Since the electricity
cost is a decisive factor for the aluminum smelting industry, Huta
Aluminum Konin concluded a direct sup’piy-puréhasc conlract with ZE
PAK in 1996. According to the new Enesgy Law, electricily prices will be
increasingly affected by the competitive market. All generating companies
will compete on the wholesale contract market for present and future
deliveries. The competition in these markets will become the main price
determining force. Considering such situations, Huta Aluminum has a free
hand to determine the supplier and purchase price.

Due to lack of mformallon it is difficult to get exact data, but Huta
Aluminum consumed 955 MWh of .electricity received from the Konin
Power Station in 1996. Electricity purchase price is eshmatcd to be around
30 USD/MWh. Per the Encigy Information Center eleclnculy price for
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medivm  voltage consumers was 120 PLN/MWh (41.7USD/MWh),
Therefore, Huta's purchase price is assumed to be cheaper than that for
ordinary consumers. | However, e¢ven though ZE PAK’s price is
advaniageous in Po_la'nd, it is said that average ¢lectricity purchase prices
for primary aluminuin production are 16-24 USD/MWh around the world.
That is because major sources of electricity for aluminum smelting works
are hydroelectric and very large-scale power plants firing cheap coal and
furthermore the scale of purchasing amount is far bigger than that of Huta
Alvminum.

{2) Anticipated increase of smelting cost

Huta Aluminum has smelting and rolling mill sections, of which the
smelting section consumes most of the electricity.

1) Present m_érkcl pricc of primary aluminum and smelling cost in HUTA

2)

Aluminum

L

®
®

Cost estimates are made on 1996 basis and on the assumption as follows:
Electricity purchase price and specific consumption: 31.6 USD/MWHh,
17.5MWh/t-Al
Alumina purchase price and specific consumption: 259 USTDY/, 2.02¢/1-Al
Then, total operating cost for primary alominum will be 1,545 USDA
Market price of primary alaminum: 1,504 USD/

Cost increase due to pricc hike of electricity and cost reduction by

rationalization

Due to the above-mentioned cost incecase of clectricity gencrated by ZE
PAK, Huta Aluminum may not be able to obtain a favorable price for
electricity. Cost estimates are made on 1996 basis and on the assumption as
follows:

Electricity purchase price and specific consumption: 50 USD/MWh, 15.7
MWh/i-Al (level of international average)

Alumina purchase price and specific consumption: 220 USD/, 1.931/t-Al
(level of international average)

30% reduction of manpower related costs

Then, total operating cost for primary aluminum will be 1,640 USDA

It is estimated thal the cosl increase is critical, because the market price in
1996 was 1,504 USD/t-aluminum,
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(3) Huta aluminum’s countermcasures

3.216

Hula is ‘cndcavori‘n'g to modernize its facilities and imprOvc clectricity-
specific con.sundplion, elc. I{owé\icr, Huta has a plén to cxpénd the smelting
section at present but it has an option to close smelling scction and operate
only the ro]li:ng section when costs, especially of electricity, increase and
profitability worsens. Prescntly, Huta is focusing on doubling the capacity
of the rolling mill up 16 80 thousand tons per year, importing cheap primary
aluminum. It is estimated that Huta is getting a profit by the rolled producls
and that the smelting scction is not so profitable even now.

Overall View of Three Key Industries

KWB Adamow is scheduled to close mining operation in the year of 2020
together with the Adamow Power Station which is using brown coal from
KWB Adamow. Brown coal produced by KWB Konin will face
difficultics in competing with imported hard coals in selling price due to
increase in production cosl caused by big investment necessary for
development of new deposits, However, cost competitiveness will be
maintained at least untit 2010 if the combined average selling price for
brown coals from the remaining reserves and from new deposits of KWB
Konin and Adamow is compared with imported oy domestic hard coal
prices. |

Power gencration company, ZE PAK will also be able to maintain cost
competitivencss using brown coal of KWB Konin. It seems to be less
feasible to convert its fuel from brown coal to fuel oil or natural gas
because the plants are being modernized by big investment on the basis that
the power stations will continue to use brown coal as fuel. In addition,
Konin Pravince is not necessarily godd location to utilize such new fuels as
fuel oil or natural gas. Therefore, it may be reasonable that the power
company and the mines in Konin Province will be in the same boat as will
be in Adamow.

Huta Aluminum has a plan to expand the sme'll.ing section as well as the
rolling section.  However, the company will carefully watch the
purchasing price tendency of e!écl:icily developed under the New Energy
Law for a certain period of time. When clectricity purchasing price from
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Law for a certain period of time, When electricity purchasing price from
not only ZE PAK but also Polish power companics loses competiliveness,
Huta has an option to ctosc the smelting scction and operate only the rolling
section.

3.2.2 Sectorial Development framework

Development potential

1) The companics have surplus or underutilized manpower,
technology, auxiliary facilities and assets.

2) The resources owned or created by the companies {lignite, power,
heat, aluminum, by-products and waste products) can be used to
diversily industry.

3) The companiecs have high eredibility among the people in general,
financial institutions and industrial circles.

Development constraints

1) New initiatives by management tend to be restrained by labor
especially when there is (o be reorganization of the work force.

2} Managers have little experience in creating ncw businesses duc o
the historical background of their companies.

3) There tends to be limited labor mobility because movement from
big companies enlails risks and loss of fringe benefits.

4) Funds are insufficicnt for investing in new businesses.

Development concep! and strategies

New business development with maximum utilization of the existing
resources that the companies own.

Strategy 1: Utilization of surplus human resonrces and materials
Strategy 2: Utilization of less-utilized assets

Strategy 3: Development of user-industries of heat in Konin
Strategy 4: Development of down-stream Aluminum industries
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3.3 industry

3.3.1 Conclusion and Key Issues

3.3.14

()

Characleristic of Manufacturing Sector of Konlin Province

Position of manufacturing sector

The economic position of the manufacturing sector in the whole country
and in Konin Province are summarized in Table 3.3-1

Table 3.3-1 POSITION OF MANUFACTURING SECTOR IN ECONOMY, 1995

)

(Unit: 99
value adced Employment

Konin __ Poland Konin___ Poland
Agriculture 11.6 75 416 210
Mining &electricity 218 9.1 8.2 4.2
Manufacturing 19.8 234 136 207
Others 46.8 600 36.6 48.1
: 1000 1000 100.0 100.0

Looking al the share of manufacturing, Konin is lower than the national
average. The agriculture sector, however, is undoubtedly high in tcrms of
sharc of cmployment as well as the valuc-added encrgy and clectricity
scetor. '

Industries other than energy based industries

The prescnce of three key industries in the industry sector is undoubtedly
high, but 97.5% of the total cconomic units in the sector are small and
medium-scale enterprises (SMES). SMEs also accounted for 60% of
employment and 65% of total sales in the manufactuting sector,
respectively. Nearly 70% of these SMEs were established in or after 1990.
This new SME group continues growing; however, they do not have
enough power to hire uncmployed persons who will be out of work in the
process of privatization of former and large state-owned enterprises.
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Table 3.3-2 SCALE OF BUSINESS TYPE IN KONIN PROVINCE -

MANUFACTURING SECTOR -
No. of Enterpriscs by Business Type
I Textiles & Garments 418 18.6%
2 Foods & Beverages 361 16.0%
3 Wooden Products 318 - 14.1%
4 Mectal products 276 12.3%
Sales Income by Business Type ' ) i
I Foods & Beverages 693mit.zl. 20.7%
2 Metal Products 394mil.zl. 11.8%
3 Non-metal Products 155mil.zl. 4.6%
4 Textiles & Garments - 144mil.z]. - 4.3%
No. of Employeces by Business Type
1 Textiles & Garments 5882 26.1%
2 Foods & Beverages 5710 25.3%
3 Metal Producls 3253 - 14.4%
4 Machinery & Equipment 3206 14.2%

Looking at the above statistical dala, after taking the metal products sector
which consists of large-scale cnterpriscs such as HUTA Aluminum into
consideration, the largest sectors among SMEs are the following three.
They account for 48.7% of the total number of enterprises in Konin
Province.

A Textiles & Garments
B Foods & Beverages
B Wooden Products

Most of the manufacturing enterprises, excluding a part of food processing
and non-metal products, are buying materials from oulside the province
(including from abroad), and selling the processed products either in Konin
Province or other domestic markets. Even so, aluminum sheet and raw
wood, are also shipped outside the Province without any processing. They
are also producing many general consumer prod'ucts such as garments,
foodstulls, etc. but there s a lack of manufacturers of mechanical parts and
durable consumer goods in the proviﬁcc.

Current status of privatization in Konin Province

In Konin Province, there were 38 slate-owned enterprises in the process of
ownership transformation as of December 1996.  Another 15 state-owned
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enterprises were already liquidated in the province before December 1996,
and 21 other cnterprises are still waiting to enter the privatization process in
the province.

Allhough the number of stat¢ cnterpriscs a waiting the privatization process
in Poland was not avai.lablc, ihe growth ratc of the number of state
enterprises engaged in ownership transformation in 1996 was 7.4%, which
was 1.8% higher than that of Konin Province, 5.6%.

Table 3.3-3 STATE-OWNED ENTERPRISES ENGAGED IN THE PROCESS OF

3.3.1.2

(M

OWNERSHIP TRANSFORMATION

{tn number)
1995. 12. 31 As of 1996. 12. 31 As of Growth rate
Poland 5206 5592 1.4%
Konin 36 38 5.6%

Major Problems In the Manufacturing Sector

Major problems and difficultics which exist in the manufacturing scctor of
Konin Province can be summarized as follows;

Slow progress in privatization

The progress of the privatization process in Konin Province is dragging.
One reason is the financial condition of the rcmaining statc-owncd
enterprises. Naturally, the stale enterprises in good financial condition
were privatized through either commercialization or direct privatization.
State enterprises in unhealthy financial condilion have difficulty in finding
investors, For such enterprises, liquidation for lerminating their operations
is also time-consuming because of interested parlics such as employees and
creditors.

On the other hand, new enterprises, originally privatcly incorporated, have
emerged since 1989, Such enterprises with entrepreneurial spirit are
vigorously conducting their businesses.  In the near future, they will partly
facilitate privatization by absorbing the asscls and manpower of the
remaining state enterprises,
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Weakness of internal linkage in the provincial industry

There arc a small number of iafrgc'-scale manufacluring cilerprises in the
province, so a support structurc in the manufacturing industry has not
cmerged. They are not conscious of developing downstream induslries
outside of their enterprises. Most of the manufacturing enterprises including
SMEs have been mainly obtaining the parts and materials from outside the
province and selling outside too.

Decrepitude of machinery and production plants

No matler what scale of enterprise, their production facilities are rather out
of date, so they face a prablem of low productivity and difficulty in selling
products to export markels. There is no wide-ranging impact on
preservating the environmeni, which also requires a large amount of capilal
for facilities replacement.

Small number of forcign-affiliates in the province

The small number of foreign-affiliated manufaciuring enlerpﬁscs which are
regarded as an important factor for district economic development have lost
vilality for activating industry. Proniotion of invesiment and export is
partially done by them in general.

Lack of management know-how

Management know-how has not taken root in business under the
transitional period to a market econemy. Commercialization leads to
changes in work regulations and introduces new enterprise management,
but commercialization itself cannol provide managerial staff experienced in
the system of a market économy. Lacking the practical éxpcricncc of an
advanced management, it is difficult for enterprises to pinpoint their own
problems.

Lack of business support systems

Business support systems such as financial service, business advisory
service and industrial infrastructure are insufficient for small and medium-
scale enterprises (SMEs). Demand for these support systems increases in
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proportion to the popularity of cstablishing new businesses, but the efforts
of administrative organs cannot cope with the siuation,

3.3.2 Sectorlal Development Framework

Development potential

1) ‘The three key industries provide the arca with an industial base
including materials, utilities and stock of technology.

2} Ample land good for industrial sites is available at relatively cheap
prices along the trunk roads,

3) There is a big potential for improvement of efficiency of the existing
industries through technology and management changes.

4) ‘The labor force is plentiful because of a high level of supply of new

graduates and because of may companies are over-staffed.

Dcvelopment constrainls

1) General disorder during the period of transition lo a market
economy may initially hamper rapid and ecfficient promotion of
industry.

2) The scale of the economy of the province alone small for those
indusiries which require a concentration of demand in proximity to the
points of production.

3) Indusiries in the arca often face difficulties in hiring highly educated
people mainly because of the absence of universitics in the province.

4) Mainly because of environmental issues, the image of Kenin
Province in Poland is not nccessarily favorable, discouraging
investment in the area.

5) There are no industrial sites or industrial parks fully equipped with
infrastructure for new industries.

Development concept and strategics
Diversification and invigoration of industry in Konin Province

Strategy 1: Investment promotion of new manufacturing indusiries for
Konin
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Strategy 2: Restritcturing of enterprises in transition (o privatization
Strategy 3: Invigoration of small- and medium-scale enterprises (SMEs}
Strategy 4: Establishment of an institutional supporting system
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3.4 Physical Distribution and Transport

3.4.1 Conclusion and Key Issues

(1)

©)

Position of Konin Province regarding transportation and distribution of
goods

Former Soviet Union countries border Poland on the cast and south, and
Germany lies to the west. Konin Province is located in the approximate
center of Poland and is traversed by two arterial east-west routes that link
Germany with Russia and former Soviet Union counirics, One is National
Road No. 2 -- E30 and the other is the A2 motorway that is almost
complele between Konin and Poznan.

The arterial north-south highway E-7, that links Gdansk and Katowice,
passes through Torun and Lodz but does nol traverse Konin Province. The
north-south Al that is now being planned will not pass through Konin
Province either. Therefore, although Konin Province is in the center of the
country it does not perform a hub function regarding transportation modes
and flows.

Prescnt conditions in the distributive and transport sectors

Statements made below can be applied mmutatis mutandi to the entire nation,
and certainly are of great importance for Konin Province. Subsequent to the
1989 reform, privatization of the distributive and transport sector has
procceded rapidly, and many transport companics have been cstablished,
but in an orderless environment.

Because government regulation by law of common or so-catled
professional carriers is not well developed, there are not adequate
provisions for minimizing the occurrence and severity of accidents. Users
of transport services thus have no assurance of the quality of such service
and must accept a high risk of accidents caused by overloading, or by
overwork of drivers.

The transport scctor itsclf is not well organized, in terms of an association

of professional carricrs, the supply of information on prices for customers,
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and intermodal transport and the like. This is working as a deterrent for
Konin Province companies that desire (o enter foreign markets,

Joint activities in the distributive and transport sectors

At meetings in Peland or in Konin Province, the Team was told that the
Poles traditionally were not greatly disposed toward joint undertakings.
Nevertheless, in order to control costs and maximize profits in a
compciil-ion-drivcn market ec'onomy, the companies in _Kdnin Province
should givc consideration to joint activities in the distributive and lransport
sectors,

Problems in distributive and transport sectors in Konin Province

Regarding the infrastructure in Konin Province, refer to Chapter 5.

a) Post-harvest

Agricultural produce account for the major share of goods transported
in Konin Province. Regarding both the softwarc and the hardware for
distribution of such produce after harvest, however, Konin Province is
deficient. Farm houscholds suffer large tosses of income because of

. damage and guality deterioration of produce between the farm and final
sale. They also are prevented from using contro] of shipments as means
of maintaining prices.

b) Marketing function in the industrial sector

The Team receives the impression that the ordinary view found in a
market cconomy, that it is necessary for a company to have the attitude
that it will develop the market for its own products by means of its own
efforts, is missing in companies in Konin Province. It is necessary for
these companies to have the fundamental belief that they are going lo
produce the goods that cusl_dmcfs want. This is particularly esseatial in
the formesly state owned compa_ni'es and is less of a problem among the
smaller companies that have been established during the 1990s.
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d)

Market information

It may be said for all scctors, that in addition for it being difficult to
obtain market inform:i!idn, there is insufficient awarcness of the
importance of such information. Although the companics now must act
in accordance with the market economy, they are not accustomed to
staying alert for information, or secking information, from the market.

Measures related to movement of the papulation

Changes in the struclure of industry that are expected by 201G are
described in Chapter 4. What is important for the distributive and
transport sectors is the movement of population from rural arcas to the
zones where manufacturing and services are rapidly growing. Transport
modes serving thosc arcas must be provided.

3.4.2 Sectorial Development Framework

Development potential

1) The area is at an advantageous location for transportation, with
trunk roads and railways accessing big citics, and the Watra River.

2) Ample land is available at relatively low cost, which provides the
potential for development of distribution and transportation in the
province.

3) The A-2 Highway coastruction project will providc many jab
opportunities for construction-related industrics including construction
matcrials supply.

4) The freight transport companies in Konin Province have latent
competitiveness for handling international cargoes.

Development constraints

1) Traffic infrastructure has not been sufficiently improved within the
province; this is especially the case for circular roads that bypass
Konin cily.

2) The volume of physical distribution in the area is too small to foster

competitive projecis in the secior.
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5)

A more aflractive center of distribution cxists close cnough to
compete with Konin city, i.e., Poznan.

There is no Ycensing system for starting a trucking business, and
hence little assurance to trucking cohlpany customers of service
quality and safety. | L

Commodity producers are not familiar with the market economy, or
more effective methods of commodity distribution than now used.

Development concept and slratlggics

Establishment of an efficient distribution system corresponding (o
the market economy

Strategy 1: Maximum wtilization of the potential of the transport
infrastructure

Strategy 2: Strengthening of the freight transport sector

Strategy 3: Promotion of trade and transactions

Strategy 4: Improvement of the commuting system
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3.5 Tourist Industry

3.5.1 Concluslon and Key Issues

(1)

@

Patterns of tourism in Konin Province

Konin Province attracls about 2 million tourists annuallly. Dominant
patterns of tourism are; (l) relaxing at resort areas extending along lakes in
the north-western and north-central parts of Konin Province from all over
Wiclkopoléka region and nearby major cities such as Poznan and Lodz, and
(2) pilgtims of 1.5 million pcopi'e to Lichen Stary, although the latter
cannot be counted purely as  tourists.

Though tourism resources, including untapped ones, are abundant, the
existing facilities for tourisls are insufficient in terms of both gualily and
quantiily and serve only for a limited period of the year.  Some of those
facilities, particularly those along lakes in the north-central part of the
Province, are developed and owned by companies of the three key
industries in the province for their employces' recreational facilitics and for
internal meetings and conferences.

Few tourism resources which can be differentiated

It may be said that major tourism resources of Konin Province are scenic
areas blessed with fakes and forests and religious establishments {churches,
etc)). ‘The natural beauty of lakes and forests are less famous than those in
the Masuria disirict in the north-castern part of Poland which is one of
Europe's most impressive districts having lakes and marshes.  Saint Mary
at Lichen is also less famous than Black Madonna at Jasna Gora in

Czetochowa.

However, once the current construction works of new sanctuary at nearby
site of the existing one, which will have the biggest accommodation
capacily in this kind of facilities in Poland, will be completed by the end of
this century, it is expected that it will bring a completely new stimulus to
the existing pa!lern of tourist flows in the Province.
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Negative image of the Province's tourism

Within Poland, Konin Province is generally viewed as a “brown coal and
energy province” which is dependent on the production of brown coal i;nd
the generation of eleclriéity. Because of this, even wherj the Province tries
to attract tourists by giving publicity 1o its beautiful lakes and forests, the
sales talk tends to be discounted by a sort of preconception  of
environmental pollution. Besides, the Proﬁncc has few faCiiitie_s which
are very much appealing to potential tourists. The limitted patterns of
tourisin in the province are another factor inviling a negative image.

Insufficient tourist infrastructure

Tourist infrastructure consists of hardware and softwarc. In Konin
Province, the development of tocal roads and accommedations (hardware)
and the training of workers in the tourist industry (softwarc) are especially
insufficient. The roads that lead to the major sightseeing places and
recreational areas in the Province are all one- or two-lane roads, impeding
smooth traffic of large-sized vehicles.

Besides, in the high tourist season, many cars which are not admilied into
the narrow parking lots at the sightseeing places overflow to the roads,
causing traffic congestions at roads leading to those places and even in
nearby cities.  On the other hand, the capacity and quality of
acconumodalion are not sufficient to meet the demand of increasing number
of tourists, particularly for foreign tourists including businesspersons.  The
services of workers in the tourist industry need to be upgraded to
international standards by giving further training.

Few tourists in a winter season

Since the existing tourist pattern of Konin Province is summer-oriented and
few accommodations can be utilized throughout the year, the utilization of
tourist facilities and human resources only during summertime is not onfy
wasteful to the tourism industry of the province but also is difficull to
establish financially sound business activities. As a matter of faci, many
tourist facilities in lake and forest areas close during winter season because

of the absence of visitors.  In order to eslablish all-year-round tourism in
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the province, it is required to devetop new tloutist patierns of mecling the
current and future tourists’ demands and of operating throughout the year.

(6) Nceds for the integrated tourism development concept

So far the tourism aclivities in Konin Province such as camping and
recreational activitics albng lakes and forests, recteational facilitics for the
relaxation of company employees at lakes and huge number of pilgrims to
Lichen Stary have all been conducted independently and not linked cach
other, which is a major factor of current underdeveloped situation in
tourism of the province.

In order to overcome this aspects and establish financially viable and all-
year-round tourism in the province, it is required urgently to formulate an
integrated tourism devetopment policy for the province which will have the
basi¢ concept of: 1) mobilizing all development potentials of existing and
untapped resources including lakes and forests, rivers and swamps,
geothermal hot waters, and, among others, of utilizing potentials of the
huge number of pilgrims to Lichen Stary; 2) aiming the realization of
pollution-free province since the basis of Konin tourism is nature-based one
and the image of "polluted province” is destructive to the promotion ol
tourism; 3) putting priotrity to promoting the Konin tourism by establishing
the tourism information center at the crossroad of tourist flow and
upgrading the promotion tools including posters, printed matiers, TV
programs and video tapes; and 4) making usc of province's geographycal
merils which has convenient access to major markets including cities of
Warsaw, Poznan and Lodz and European markets through high speed trains
(160 km/hour by the beginning of 1999) and cast-west motorway for
sections between Swiecko and Warsaw by 2005 - 2010.

3.5.2 Sectorial Development Framework

Degvelopment potentials

1) Konin Province, being the cenfer of Poland, has a geographical
advantage in terms of accessibility to tourists.

2) Lichen Stary and the new Lichen basilica will attract more
pilgrims and tourists.



&

3) There are undeveloped tourist resources such as a rock salt minc,
lakes and rural areas for agro-tourism,

Development constraints

1) The tourist resources in Konin Province do not rank as first class in
the countey nor in Furope.

2) The image of Konin, an area polluted by brown coal based indusiri¢s,
will discourége tourists from visiling,. _

3) The local governments lack funds and budgets for development of
their tourism resources.

Devclopment concept and strategics

Full utilization of tourist attractions in Konin Province

Strategy 1: Strengihening of the existing tourist patterns
Strategy 2: Development of new tourist patterns @
Strategy 3: Preparation of tourist infrastructure

Strategy 4: Strengthening of Konin tourism promotion
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