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ures. The battle on the foreign exchange markets continued to grow
stronger. After the Cenftal Bank lost an estimated 2-3 bn US Dollar,
and it had become clear that there was no chance to win, the intervention by tlre Czech National Bank was stopped. On 28 May 1997, an
official statement was made by the Czech Central Bank on the floating
of the Czech crom. In connection with this development, the fluctuation margin of !7.5Vo was abolished, as well as the stabilization system based on the currency basket. As of then it was decided ftat the
stabilizing measures would follow only one currency, the DM.r5

After this extremely important decision of the Czech National Bank,
the foreign exchange rate of the Czech currency fell by roughly 107o
and as of fte middle of the year has been floating at 3-67o below the
previous official rate. However, since May 1997, the Czech crown has
gained a certain degree of external stability. The deficit in the current
accounts balance also decreased as a result of the devaluation. On the
other hand, the problems with growing inflation are influencing developments on the internal market more forcefully. A more serious
factor connected with increasing inflation is the interest rate problem,
which cannot be underestimated, especially in relation to economic
competitiveness.
The convertibility of the Czech curency has developed in a smooth
way since the beginning of the 1990s. During this period a high degree
of convertibility was achieved; even higher than that required within
the IMF framework. The Czech case ofl'ers a practical example about
the usefulness of this instrument in the economic sphere if the right
conditions are present. The convertibility of the crown was not reduced, even in periods of economic and f,rnancial difficulties.

A more difficult task is achieving a suitable combination of the development of the currency convertibility with other instruments which
play a substantial role in monetary development. The greatest problems stemmed from the combination of the foreign exchange rates.
Official policy was for too long based on the system of fixed exchange
rates at a time when Czech economic conditions were not suited to it.
Finding the suitable combination of instruments for use within the
framework of monetary policy remains a problem for the development
of this country.

MONETARY POLICY IN POLAND _
ADJUSTMENTS TO THE CONVERGENCE
CRITERIA
Beata Pawelczyk

1. Introduction
In December 1991 Poland signed the Association Agreement between
the European Communities and their Member States (the so-called
Europe Agreement). Yet in its preamble, the Europe Agreement emphasises that "the final objective of Poland is to become a member of
the Community and that this association, in the view of Parties, will
help to achieve this objective." On 5 April 1994, Poland formally
applied for membership in the European Union. The membership of
Economic and Monetary Union (EMLD, at fte time of signing of the
Agreement was not of crucial importance. This was due to the conditions of participation in EMU, whose fulfilment at the beginning of

l992lay beyond thereach of Polish economy.
Nevertheless, being aware of fhe necessity of economic, legal and
political adjusfinents in order to become a member of the EU, and after
signing the Interim Agreement in 1989, Poland started its economic
reforms. The Polish economic transition process towards the market
economy began with the so-called "shock therapy" of the Balcerowicz
Plan launched in pursuit of macroeconomic stabilisation and curbing
(hyper)inflation. The economic changes were greatly enhanced by
political reforms (democratisation, pluralism).
The first steps marking fte beginning of economic transformation
in Poland were:
o liberalisation of the economy by establishing market-determined
prices, competition rules, freeing foreign trade etc.;

.
o

systemic and institutional changes;
establishment of appropriate macroeconomic anti-inflationary and
mon etary frame condition s.

The monetary policy in 1990,

15 The reason for this is the decisive role it

plays in Czech trade. In 1996 Germany accounted for 35.9Vo of Czech exports and 29.87o of Czech imports.
SvEt hospodiistvi, 27 Febrtary 1997 , p. 5.

if considered in the context of Balcero-

wicz Plan, had a two-fold purpose:
assignment of short and medium term goals of curbing hyperinflation and helping to control the budget deficit;
reform of financial institutions and banking system.
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macroeconomic adjustrnents to the criteria laid down in the Maasridrt Treaty,
designing place and role of central bank in Poland, its long and short
term goals, conditions and possibilities for its effective actions. The
fundamental obligation of all central banks is to maintain price stability and resrain from hnancing deficits of a public sector;
harmonisation, according to a subsidiarity principle, of banking law
and banking control regulations, liberalisation of capital movements and increase in transborder services;

.

improvement of banking system effectiveness and its security.
According to the White Paper it is necessary to regulate the following
aspects of a functioning banking system:
. setting up the principles for banking activities and free banking
services;

r
o
e

.

defining the bank capital - own funds;
introduction of standards concerning a rate of solvency with the
minimal amount set at 87o ;
creation of a system of deposit guaranteeing in banks in case of insolvency of an institution:
taking up actions against money laundering.

2. Banking System in Poland

in the EU necessitates canying out institutional changes convergent with the institutional system accepted by
the EU in the scope of monetary policy. The Maastricht Treaty provides for the independence of central banks as far as monetffy policy

The future membership

is concerned. The adjus0nent of the Polish banking system to the EU
banking standards started in 1992 witl amendments to the Banking
Law Act and the promulgation of the National Bank of Poland Act
(NBP). According to the new legislation, the NBP became independent from the governmenL institution.

3
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Creating an effective banking system based on market forces, the
modifications in the Banking Law Act changed also the regulations
concerning the foundation of new commercial banks. Since 1994, in
order to establish a commercial bank the requirement of 5 m. ECU as
the minimum amount of the ownership capital was enforced, This
requirement is convergent with the Second Directive of the Council of
Ministers of the BU where the minimum level of this capital amounts
to 5 m. ECU.4 In the case of cooperative banks, the amount of ownership capital was established at L m. ECU. Polish commercial banks have
thus found themselves in need of an increase in their capital and an improvement of financial standings. The Polish banking law is consistent.

with the EU banking law as to the obligation that ownership capital
must be a fund and should not be a loan or be subject to any other
financial burdens. In order to create a banking system similar to that in
the EU, many othm legal decisions were made. They concerned block
shares granted to one shareholder and to a founder;

limits in credit

ac-

cumulation which are supposed to deaden results of bad loans. The
Polish banks comply also to the principle of banking secrecy consistent with the Second Directive of the EU-Council of Ministers.
The necessary liberalisation of the banking services in Poland is
conducive to growth in competitiveness, lowering costs of banking
services and in the long-run broader incorporation of the Polish financial system into the international system.
Since 1992 the Polish banks have been widening the scope of their
services, and the process of bank privatisation has been underway.
Bank privatisation has been conducted more slowly than privatisation
of services, land and industry. Between 1990 and 1995, the privatisation of only four of nine possible major banks was completed. The
main reason is that at the beginning of privatisation, on the books of
state banks existed a large portfolio of bad debt. In 1993 a debt-restructuring operation got under way which re-capitalised banks as oneoff measure, and successfully conducted, left most of the large banks
with reasonably healthy balance sheets. The slow pace of bank privatisation could also be explained by weaknesses in the demand side and
a difficulty in attracting Westem strategic investors, as well as the
problems relating to re-capitalisation of banks which requires huge
amount of money.

In 1996, the Government proposed a bank consolidation. Although
the creation of two major banking groups was regarded as very controversial, it was completed by the end of 1996. The main argument
against this consolidation was that together with liberalisation of fi-
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nancial markets in 1997, including opening up to foreign competition,
it could lead to the failure of weaker independent banks and adversely
affect smaller Polish banks. Secondly, the banks earmarked for con-

solidation were not included into the government plan that proposed
allocation of 5l%o of shares to the state pension fund.5

In spite of many changes and reforms in the banking system there
is still much to be done. Particulady in the areas of adapting the legislative andregulatory framework to ensure effective supervision, com-

petitive conditions, and arrangements for bad loans. A more effective
capital market should be developed that beside playing an impoflant
role in the privatisation process, allows governments to finance budget
deficits in a non-inflationary way. There is also a strong need for a
developed domestic securities market providing financial instruments
for foreign institutional investors. Modern and liquid capital markets
can meet the investment requirements of domestic investors, notably

private pension funds and other institutional investors, thus contributing to their development. The external dimension of the reform of the
financial system can have a positive impact on intemal developments;
it can stimulate financial intermediation and innovation and can bring
discipline into macroeconomic and financial policies.

3. Monetary Policy
Since the beginning of the tansformation process, strengthening of the
Polish currency has been the main goal of the National Bank of Poland. This means maintenance of economic stabilisation and joint action
with the govemment as far as economic and monetary policy are concerned.

Flaving in perspective future membership in the European Union,
Poland faced the necessity of monetary policy adjustments. In order to
become closer to the EU economies that have been evolving in accordance with the economic prograrnme of the Maastricht Treaty, Poland
tended towards monetary convergence. Since monetrry convergence
is directly related to fiscal convergence, changes both in the rate of
inflation and the budget deficit to GDP ratio have been the most important problems.

At the beginning of the transformation process it was hardly possible for the National Bank of Poland to maintain the stable value of the
currency because of high inflation rates. Reducing the rate of inflation
to the one-figure level has been necessary for monetary stability and
for sEengthening tle independent position of the bank. The efforts in
lowering inflation were aimed at maintaining, after a period of huge

5
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growth in prices at the turn of the 80's and 90's, the open character of
inflation which meant limited power of the government in determining
the market prices. In order to reform market sEuctures the de-mono-

sation makes the second type of targeting more relevant. For the last
few years the main objective of the NBP has been stabilising prices
and the value of the Zloty. However, because the law does not say

polisation of production and the process of liberalisation was launched.
Changes in the budget situation were considered the main condition
for a successful anti-inflationary policy, without which the integration
with the EU seemed to be impossible. Although the rate of budget
deficit in relation to the GDP in Poland was much lower than in Italy
or Greece, reforms in functioning of the tax system, having an effect
on the changes in structure of budget revenues, were necessary. In
order to improve the budget situation, the Polistt government decided
on a new severe policy towards non-effective state-owned companies.
As a consequence, all subsidies were cut and banks stopped giving
credits to untrustworthy borrowers. In cmrying out the budgetary system reforms, tle Polistr government decided on changes in the tax system and in July 1993 introduced a new tax, the VAT, that had no
visible impact on the rate of inflation.
At present, cuts in budgetary expenses with a simultaneous growth
in the effectiveness of the tax system are essential for fullfiling to the
requirement of the fiscal convergence criterium. Realisation of the
necessary cuts in social expenses, however, causes trouble because of
the high level of unemployment and problems related to the pension
system. They would be possible only in the case of further economic
growth, better employment opportunities and privatisation of retirement funds.

anything about a choice of other monetary targets (e.g. intermediate or
operational), selection of proper monetrry targets remains one of the
major dilemmas of t}le monetary policy in Poland. The choice is adjusted to the current situation and shocks that the Polish economy

Successful control over inflation does not only depend on changes

in the taxation system and adjusunents ofprices. Successful management of monetary policy in transforming economies depends on the
proper choice of policy targets. A suitable selection of an official

faces.T

In the period of 1995-96, the NBP applied broad-money aggregate
as an intermediate target. Expecting a serious shift in the money demand and taking into account drop in inflation as well as dilemmas
faced by exchange rate and interest rate policies, the NBP decided on
more flexibility in conrolling the b,road money expansion. In the period
of 1994-97 the NBP used short-term interest rates as an operational
target, and since 1996 it has changed to controlling the reserve money
aggregate. The main motive of the NBP in choosing the mentioned
operational target was a possible monetary shock coming from the
process of denomination of the Zloty in 1995 that could have had more
significant impact on the monetary situation than real sphere shocks,
due to possible imbalances in the foodstuffs market. Consequently, the
short-term interest rates were applied as the target, and less attention
was paid to the expansion of the money growth reserve that despite

high inoease in the volume of open market operations, exceeded
significantly its projection for the 1995 level.
Due to four basic reasons, the monetary policy for 1996, according
to the decision of NBP, focused more on the reserve money consisting
of currency in circulation, obligatory reserves and free reserves. This
change was caused by:E

r

monetary target depends on three qitical factors:

.
.

the degree of openness of the national economy,
the degree of external capital mobility, and

r

e

on the relation between unstable patterns and shocks in the commodity market and in the money market.
In an open economy with free capital mobility, either the exchange rate
or the money supply are the proper choice of target by the central bank.
In an open economy with capital conffols, the choice of target is between tle interest rate or the money supply.' For Poland, with a partly
convertible curency, sustained monetary controls and trade liberali-

shocks affecting real demand for money originating from implementation of the process of devaluation of the Polish Zloty since Janu-

uy

1995;

lack of a more flexible interest rate policy on the money market
which is necessary to prevent shocks coming from an increasing
interest by foreign investors in Polish Treasury securities (where
there is no restrictions on capital inflows);

o

the conclusion of the NBP that shocks emerging in the real sphere
of the economy cannot be excluded in the future, especially in the

J. Osinski./P. Durjasz, Monetary policy and balance of payments developments
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o

foodstuffs market, which is one of the most important for inflationary expectations;
the NBP expectation of the money multiplier to be more stable after
periods of variability emerging from systemic changes.

Keeping the foreign exchange reserves under control became a very
important task of the monetary policy in 1996. In 1995, because of the
inflexible system of exchange rate setting, the amount of foreign exchange significantly increased. This situation created a serious problem
for controlling domestic money supply. The danger of either nominal
appreciation of Zloty or higher inflation leading to real appreciation
became clear to the authorities.

The gross reserves held by the Central Bank grew from 6.03 bn US

Dollar in December 1994 to about 15 bn US Dollar in December
1995. Although the inflow of foreign capital rose in 1995, the net flow
of all forms of foreign portfolio investment had reached over 1.03 bn
US Dollar by the end 1995. In order to prevent such high increase in
foreigr reserves (151.3Vo in gross off,rcial reserves in 1995), the NBP
used its open market operations. The sterilisation of excessive flows
succeeded in reducing the growth of reserve money in 1995 to M.SVo.e
ln 1997, the NBP, in order to lower the inflation rate, aimed in reducing growth in money supply to around 28 bn Zlotys and money reserves to 6.6 bn Zlotys.

The foundations of the monetary policy for 1997 provide openmarket operations intending to correct foreigl exchange reserves variations. The NBP in cooperation with the Government will act to better
allocate foreign exchange reserves. The NBP, in accordance with the
MinisEy of Finance, aids a process of banking sector restructuring by
granting low interest credits. In order to lower the inflation rate, the
NBP decided on appreciation of central parity of theZloty to the level
of the fixing rate that was followed by rhe 2.57o appreciation of the
market rate. The Zloty started to be devaluated by l7o, and the NBP
reduced the headline interest rate by two percentage points. There
have been executed reductions in import tariffs, and some capital outflows were liberalised.
Adjustments of Polish monetary system to the European standards
means obtaining the quality characteristic for monetary system of the
EU members. When this stage of adjusEnents is accomplished, Poland
has to fulfil the convergence criteria. However it can happen that from

moment of accession, Poland will have to comply with the requirements laid down in the Delors-Plan and in the Maastricht Treaty.
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The economic performance:

4. Exchange Ratc Policy and the Convertibility of the Zloty
Changes in the exchange rate policy and the convertibility of the Polish
currency mean a very important step towards meeting the EMU joining conditions. Article 84 of the Europe Agreement seemed to corre-

spond to the need of approaching the field of monetary policy. The
provisions of this article are the following: "At the request of the Polish
authorities, the Community shall provide technical assistance designed
to support the efforts of Poland towards the introduction of full convertibility of the Zloty and the gradual approximation of its policies to
those of the European Monetary System." This aid is to comprise an
informal exchange of information concerning the principles and the
functioning of the European Monetary System. Even if the obligation
of the EU in this assistance is much diluted, Poland approached to the
achievement of the convertibility in a very positive way.
Due to the process of eliminating the existing exchange restriction
in Poland in 1991, the internal convertibility of the Polish Zloty was
inroduced. That happened at a time when no basic economic conditions were fulfilled that could guarantee the success of such a liberalisation process.

In Polan( capital transactions such as direct investments, portfolio
invesEnents: loans, credits and the international reserves transfer, have
been regulated not only by the exchange law, but by many other acts
as well. The principles of foreign exchange turnover are regulated by
three legal acts: the Foreign Exchange Law of 15 February 1989; the
regulations under that act of the Finance Minister of 31 December
1989 on general foreign exchange permits; the Regulation 41 of the
Finance Minister of 11 July 1990 on permits for domestic legal persons
conducting operations in the field of sea transportation and sea fishing
also provided for some foreign exchange turnover activities.
Together with the intemal convertibility, a uniform exchange rate
with a stable nominal value (frxed peg) as a nominal anchor of the
system was introduced. The initial choice of pegging the Polish Zloty
to the US Dollar was discussed under much controversy, since it was
argued that it would be better to use a currency basket, the composition of which would have corresponded with the shares of different
currencies in ttre Polish foreign trade. That is why in 1991 the Polish
Zloty was pegged to a basket of five currencies: US Dollar 457o,
Deutsche Muk 35Vo, Pound Sterling 107o, Swiss Franc 57o, and
French Flianc5Vo.
The fixed peg provides for quite stable prices and moderate inflation in the medium-tenn. In this situation, however, when the planned
inside stabilisation did not take place, the revaluation and its sideeffects cropped up. In Poland, during only the first year of the re221

forms, the level of prices doubled.t0 The unchanged nominal exchange
rate amounted to 9.500 ZUUS Dollarll which caused a real valorisation by 100?o.ln May 1991 the Polish government decided to resign
from the policy of hard currency and devaluated the Zloty by 157o. ln
the middle of October 1991, under the pressure of foreign exchange,
the Polish government wishing to avoid further devaluation of the
Zloty, resigned from the policy of the stable exchange rate and decided
to implement the "crawling peg". T\e Zloty started to be depreciated
by a fixed, pre-announced amount of9 Zloties each day which gaveas
a rate of depreciation 1,87o per month.
The main advantage of the "crawling peg" was its contribution to
the prevention of nominal appreciation of the exchange rate of the
Zloty against foreign currencies. This prevention caused an improvement in the functioning of the exchange rate mechanism as a mechanism for the allocation ofresources (from the residents' point of view
only) and it reduced the deflationary effect of the exchan ge rate on the
economic growth.
The Polish legislation is liberalising through the elimination of both
limitations in invesEnents and exchange restrictions. On 14 June 1991,
foreign investors were granted the right to transfer abroad l00Vo of
profits made in Poland. This right to an unconstrained transfer of
profits from investments in Poland let the internal convertibility of the
Zloty to be widened within a scope of current transactions. Very important for the internal convertibility of the Zloty was the so called
exchange office-market, existing since 1989. This market allowed the
internal convertibility to broaden, and caused the elimination of the
black exchan ge rate market.
The most important advantage of the internal convertibility was its
contribution to stabilising the Polish economy and its help in defeating
hyperinflation and reducing the rate of inflation to a two-figure level.
The internal convertibility had a positive impact on the process of
opening the Polish economy and adjusunent of the economy to the
international standards. However, it influenced the process of tightening in the Polish financial sector with international markets in a
modest way.'z
The internal convertibility made an introduction of a stable exchange
rate possible, which then caused better allocation of the economic
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resources and elimination of a black exchange market. Despite many
advantages, the internal convertibility left the Zloty as a totally internal

curency which meant barriers for development of exchange markets
in Poland and was one of the reasons for modest foreign investrnents.
On 19 December 1.994, it was decided that a partial reform of the
foreign exdrange regulations was needed. During the whole year of
1995 the liberalisation of the exchange policy was maintained, and
many modifications and decisions by the Minisry of Finance and the
central bank were made. The Vice Prime Minister, G. Kolodko announced at that time that from 1 Janumy 1996 the Polish Zloty would
be convertible according to the Art VII of IMF. That calls for full
liberalisation in turnover of capital abroad, however, and this condition is still not fulfilled. In February 1995 the NBP lowered the rate of
the crawling peg from 1..8?o to l.Z%o, and in January 1996 to lVo. Dlue
to growing foreign exchange reserves (1,4.7 bt US Dollar against 6.02
bn in 1994), in March 1995 the Ministry of Finance informed the IMF
of his decision to make the Zloty partially convertible and to switch to
a floating exchange rate mechanism. The band within which the exchange rates set by banks (for interbank operations and transactions
with clients) misht differ from the NBP rate was widened from t2Vo
to t4vo.t3 'i'nis"operation brought the Zloty closer to the EMS requirements. However, the membership of the EMS still requires a
much lower inflation rate, in addition to the stabilisation of the Zoty
against otler curencies of the EU members. The further liberalisation
of foreign exchange regulations and making the exchange rate system
more flexible was still necessary. The new exchange rate mechanism
was launched on 16 May 1995. Its task was to speed up the implementation of a fully convertible Polish curency. Some capital outflows,
including direct and some portfolio investments by residents were
liberalised together with rules on purchase of real estate abroad. Under
the new rules the value of the investrnent cannot be higher than I mio.
ECU. Non-residents are granted the right" approved by Polish Securities Commission, to issue up to a limit of 200 mio. ECU. Changes in
foreign exchange regulations extended the degree of freedom in the
area of credits.
In December of the same year, the NBP decided to equalise its rate
within the market rate, which caused no rise of the Zloty price on the
market. The exchange rate of the Zloty was allowed to float and banks
became free in setting rates in transactions with clients that could vary
by up to lVo from the official rate announced by the central bank. As a
result, the market rate of currencies in transactions between banks

12 E. Pietrzak, Polski
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13 Zofia Krajewska, TheZloty in 1995: Floating and strong, Rzeczpospolita, No.
301.,30.12- 1.01. 1995, p. 14.
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quickly fell below the rate set by the NBP. The NBP secures interventions (buying Dollars and Marks from banks in order to avoid further
appreciation of the Zloty) whenever it decides the operation as a necessary to protect exporters' interests. In spite of freedom agreed upon
to set market rates within +1Vo bands, the NBP intervened when the
Zloty had appreciated by only 2.59o.
Generally, the exchange rate policy in 1995 was convergent to the
main tenets of the Maastricht Treaty, and was conducive to lowering
the inflation that in effect allowed for the reduction in the level of
percentage rates. In 1995 theZloty appreciated in real terms by around
207o and underpinned the growth in imports. It threatened Polish exports that could no longer be the driving force behind the economy.
Domestic investment and rising demand now became the locomotives.
Lower interest rates and cheaper loans, however, can compensate exporters for an increased Zloty rate. The main goal of the exchange rate

policy for 1997 is not to influence or worsening the competitiveness
of the Polish economy. In December 1995 the Foreign Exchange Act
was amended allowing non-residents to open foreign exchange accounts. This gives enterprises greater flexibility in managing current.
international trade transactions. It is of greatest benefit to those enterprises that both export and import heavily. It also marked a further
liberalisation of the Polish trade and payments system, and was another
step on the road to full convertibility. The new Foreign Exchange Law
does not mean, however, that all conditions for the convertibility according to the Art. VIII IMF are met. Firstly because Poland does not
fulhl the fourth requirement provided by the Art. VIII that obliged
national monetary authorities to repurchase its own curency, coming
from current transactions, in a country abroad. Besides that, art. 12 of
the new Foreign Exchange Law of 12 December 199414 maintains the
prohibition of using the Zloty in settlements abroad that would still
influence the internal character of the Polish cuffency. The presence
of differences between the ofhcial rate and that of exchange offices
infringes an obligation of uniformity of tlre exchange rate. As a result,
Polish Zloty is not a cturency of international contracts, means of
payments or means of foreign reserves. Zloty cannot be officially listed
or used in tumover on the international foreign exchange markets.
That is why introduction of Zloty convertibility is of major importance.
The main welfare effect of the convertible Zloty is that it causes an increase in the country's credibility by lowering the interest rate on the
domestic credit market, and contributes to a significant inflow of foreign capital that in consequence leads to the growth of economic activity, increase of the GDP and in consumption. The convertibility

creates the conditions allowing for lowering risk in international financial turnovers and widening competitiveness on the domestic market.

Launching the full convertibility means that the national curency
can be quoted on the international financial markets and can be used
in foreign trade transactions and as a measure of tesaurisation by economic units abroad. Introduction of the full convertibility, however,
needs stable liberalisation of turnovers on curent accounts of the
balance of payments and deregulation of the domestic financial market.

5. The Present Economic Situation in the Light of the Convergence Criteria

Since 1996, Polish economists, encouraged by the positive results of
reforms and the transition process, have been bolder in presenting
Poland and the Polish economic situation in the light of the convergence criteria. The general recovery of the Polish economy is going to
have a strong impact not only on accomplishment. of the convergence
criteria but also on Poland's eventual accession to and its functioning
within the Single European Market. Thanks to its economic growth
over the last three years, Poland has ranked high among the fastestgrowing European countries. However, in 1996 the pace of growth has
slowed down. In 1995 GDP increased by 71o", and in 1996 by 67o.
The industrial output grew by 9,47o in 1995, and in 1996 by 8.57o as
compared with the previous year, mainly as a result. of growing domestic demand lbr investment goods and consumer goods. In 1994 the
dynamics in investment expenditues for the first time exceeded the
pace of economic growth and amounted to 67o, in 1995 to around
17 .17o, and in 1996 reached 22Vo.Theseinvestments were concenftated
in machinery and equipment and in motor vehicle purchases. The
recovery in the economic situation and the privatisation process bore
fruit. The gross real wages in the whole year of 1996 rose by 6.1?o as
compared to 3.6qo in 1995 (in terms of real value), and the unemploynent lowered from 16.47o in 1993 to l3.6qo in 1996.

The Polish economy structure is getting closer and closer to the
market economy and the convergence criteria. A fast growth of the
economy, increasing reserves in foreign currencies (Table 1) as well
as the completion of the restructuing process of Polish foreign debt
caused Poland to be regarded by foreign investors as a secure country
and economically atfactive. This means an inflow of foreign investments, which is a substantial factor in stimulating positive processes

74 Zdzislaw Fedorowicz,

Dostosowanie systemu pieniOsnego w Polsce do standard6w europejskich, Forum bankowe 1996, in: Bank i Kredyt, May 1996.
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:of economic gowth. The foreign investments from private firms in
1995 amountedto2.5 bn andin 1996 exceeded 5 bn US Dollar.16

Table

l:

Foreign Exchange Reserves (in m US Dollar)

Poland

1992

t993

1994

19q5

4099

4092

6030

I 500

Source: PlanEconReport,Noll-12, l995andEIUCountryReport, lstquarter1996

Thanks to the central bank's consistent anti-inflationary policy the inflation rate (measured by the rate of the average price level) went
down from 35.37o in 1993 to almost 18.57o n 1996. Since the relation
of public debt to GDP was below 60Vo, as stipulated in the Maasricht
Treaty, amounting to only 509o, and the budget deficit was 2.59o,
Poland lulfils these criteria.
Table 217: Poland and Convergence Criteria
[993

1994

1995

1995

Maastribht criteiia

InIIation late;(7o)

35.3

32.2

23

18.5

3.4

hrblic

86:o

70.3

60.2

50

60

2.8

2.8

2.8

a<

3

debt to GDP (7d:

Source: "Poland 1995

1996. The Economic Situation', Central Office of Planning,
Warsaw, February 1996 and "Rynki Zagranicznd', No 5O-52,May 1995
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2004 and2.6Vo utd2.4%o in the subsequent two years. It must be said,
however, that in considering accession to the EU they do not concentrate only on convergence criteri4 but rather on preparation of the
Polish economy in general.re
They emphasise that among other reforms it is necessary to:
. go on with systemic changes: privatisation and restructuing of Polish economy as well as refonns in social insurance;

.

continue the economic policy and the graduate approach of macroeconomic rates to the EMU criteria;

o

implementing the Europe Agreement provisions.

According to the European Commission's White Paper presented at
the European Summit in Cannes in June 1995, concerning the prepa-

ration of the associated countries of Central and Eastern countries on
their way to integration with the Single European Mmket, Poland has
widened its adjusnnent activities. The EU membership requires thus:
o strengthening of market mechanisms;

r
o
o

further privatisation;
de-monopolisation of specific economic sectors and introducing the
competition rules compatible with the EU-rules;
strengthening the Polish Zloty, lowering inflation and introducing

full convertibility of the Zloty;
development of the capital market, accomplishment of banking sector privatisation and restructuring, better access for foreign investors to the Polish financial market;
ensuring stabilisation of public finance by lowering budget deficits,

6. Conclusions
In January 1991 two strategic prograrnmes concerning the Polish membership in the European Union were presented: the National Strategy
of Integration (NSI)I8 and convergent to it "Euro 2000", prepared by
Minisfy of Finance. Both programmes ensure that membership in the

EU is a long term goal of Poland, and that the already undertaken
commitments on the way to European integration will be continued.
They describe the actions that are necessary in the light of future
membership in the EU. For example, the programm "Euro 2000"
proposes a path of a gradual lowering the inflation rate to 3.17o in
16 Poland 1995-1996

The economic situation, CIJP, Warsaw, February, 1996.
in Poland bonds are not adequate to those
mentioned in the Maastricht Treaty, comparison of the level of interest rate is
not yet possible.
18 The Committee of European Integration, National Strategy for Integration,
Warsaw, January 1997.

-

t7 As the issued by the
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public debt and reforming of the social assurance system2o while
limiting the scale of fiscalism and the role of government in income
distribution.

The main condition for EU membership is liberalisation of capital
movements that stimulate economic growth. Free movement of capital
means the right of EU investors to invest freely in Poland, transfer of
incomes and a right for Polish investors to invest in the EU. Full liberalisation of capitals2l may threaten, however, the balance of payments.
That can be counteracted by proper monetary policy, exchange rate
policy and foreign reserves. The government and NBP are monitoring
capital movements and carrying out policies guaranteeing the stability
of balance of payments. The Polish government has committed itself

State Treasury

19 Teresa Radzimffiska, Polski Euroscenariusz, Nowe

Zycie Gospodarcze, No. 4,

26 lznuary 7997.
20 The undertaken reforms are going to be accomplished in 1997.
21 Poland as new membsr of the OECD has already started capital liberalisation.
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to proceed with a process of capital liberalisation leading to full Zoty
convertibility by the year 2000. The key element of this process is a
new exchange law coming into force in 1998. tn that year, the Association Council is going to decide about Eansition to the second fiveyeir stage of integration activitiqs.
The document "Buro 2000" provides a three stage approach to the
monettry umion. The first sAge conoems a gradual change in pegging
the Zloty, instead of to five currency basket, to the ECU. It is proposed
that first four currencies from the basket would be exchanged by the
ECU in weight of 55?o.D During the second stage the exchange rate of
the Zloty would be stabilised by reducing devaluation of the Zoty to
07o. When necessary, for exarrple, in mder to maintain competitiveness of the Polish e,conomy, a single devaluation of cenral exchange
rate would be possible, however, only within the adopted fluctuation
mrgin. The third stage means reduction of exchange rate fluctuation
margins frwr 7 % to 2.25Vo.
Taking into account the present situation of the Polish economy
and the European integration strategies mentioned above, it is highly
probable that Poland by the year 2002 will be able to become a member of the EU and by 2006 to join monetary union. The most important step in the process of integration is thought to be the ability of the
Polish economy to participate in the Single European Market. One
must also stress that membership in the monetary union brings ciallenges and limitarions at the same time. A country is obliged to resign
ftom its autonomous monetary policy and exchange rate policy, which
is a major economic instrument essential as a buffer to different situations of inside and outside tensions in the economy.
Even if future membership necessitates many changes in the Polish
economy e.g. structurd refonns, we must remember that staylng outside
the EMU will not be a beneficent of European integration. Maintaining
the domestic curency while in other membo counties the Euro is inroduced would mean limiting the Polish international competitiveness.

22

Wanda Dugiel, Kalendarz Unii Walutowej, Zycie Gospodarcze, No. 12, 199?,

228

CONTENTS

Page

ffi
teds.).

in
and integration'

[nU",ttit;l"Tiill#]"]#::,'';;Becker
-

["rr, u**"
(EuroPriische

u-"1"1...v.,':t:tJ:::"
Schrifter

iru* ,-rr"

r-

Europ'aische

Poritikr Bd' 7s)

PREFACE

t1

ABBREVIATIONS.

13

I.

15

INTRODUCTION AND SUMMARY.

llrrrhara Lippert
IiI{OM PRE-ACCESSION TO EU-MEMBERSHIP _ IMPLE-

I\II]NTINGTRANSFORMATION AND INTEGRATION.......

11

I
'
I

22
29

Integration
Strategy
..
l)irrrcnsions of Implerncntation
. ........
I I Political and Legal Dimension
t .) lnstitutional and Administrative Dimension
t\ IictxromicandBusinessDimension......
I t 'nrrt'htsions and Outlook

.

-0s624

il

'l).iurstbrmation and
l'r'c-accossion

il,t(;l(A'l'loN

I ' lrrilr l. ottr't:tty
I .'I t I I,,\I )II I.S'I'MENTS TO THEEUROPEAN UNIONil I ',ilr ',t( ) ti('oNoMIC SETTING
Itrltrrlrtr ltott

o lnstitut fiir Europliisch" :"]'::ffT ]j:
y:*t ?:l*.1?ll Boln
buroPa ""'"",Ur_rchreibservicc,
vcrlag:
JH, H";"
Y
dc
PAPYF
en /Niederran
Zu
Tcxtgestaltung:
-.,;\r Dr\.r lr.tN B.V., Zutph

il.,

fi-'; i'
l",l,':;gf,liii#li Jffi
itu*,-rr"-os624

irr*

oo"-'329

@uropiiische

I

I

36

46
58

63

65
65

l.

I , r,nrnr( 'l'r'lurslilrmation and hnplications lbr tltc ImI'1, rr' nl.tlror l'olicV.
I lr, I , 1,,11 l'r;rrrrt'rr,ork rll t-he Economic Translbrmation .....
lr rrlrr',rr,rl ( 'llrnllr,s irntl ilro Establishrnent ol'lnstitutions
\1 lrr, lr rrr l,,,,,r.rrtlrl loritMarkctEconomy

11

t ,,1, ll t,,n

80

l

I

30

t,lr \t\,il,)woRKs FORTRANSFORMATION AND
tN

Bi[i$3,],X"r,,'X,HJJit]J$i?tung,rorn

17

65
15

Schriften)
5

Page

PuY,e

III. TOWARDS ACCESSION. POLICTES AND CASES....
Rober:lvi:et:
l(uu'tu

anrl
Syrowiec ancl
Bwa SYrowiec
Ewa
prlt.AND'Ss I Krt^,.
POLAND'

t*ll:[',,n
OiC

socto-EcoNot\
u_rrm
I tr!
l. Inuotluctiou' :;

;

Mrtcrocconomt!

EcoNoMY
rp AMEwORK ... " " '
f*ONIIUWORK

ro i ***,

-'

Pawel Maro
83

COMPETTTION POLICY AND STATE AID IN POLAND

.

83

l.
2.

It4

unOt,tnds
*l:" inOr.ut,)r*
.,^-.., trr:rmew.rk lor Ecrr

93

.1.

102

)
(,
/

105

5.
6.

l,rrr

V6clav Smeikal

109

?#$li';til,'.tJ'J;Xi5$'"'N?'Jtrf#"Y;uull'.:

';

Assoclatrutt ^u'"--lontil lmprovetnonts
or'*t"it""Agrcement,.---,*,,',*"nts
Models lt'rr lnstitutr'
Conclusions'

4.

5.

Celina

Blaszczyk

"

110

I
'

l

Poland's

- .,rrr^ rx poI-AND -

rL'

rhe pccrsion-Ma-lilg

r*..,*g"]l:l.l*$;";
3 proccdurall]|ffi;
li,n. i*pr.ryno
+. rhe Legal.Di*:;;"i;,.gr^,ion Process.
5.

6

l2()

' ;'InstitutionalAspccts
nutt" and" dte lrnnrem;nu1;":l:l' 'l:
i*"r"Aerecment'
Public OPinion
Conclusions'

illlo utv

rr

n rtrr1,

u"*'uullf "t""

l3l
I

.

163
165

l6u

111

rrrorrrslltitxl nf Economic CompetiLion Regulations . . . ..
I , 1,.r1 I l;rr rrronisation as an Important. Instrurne nt in ElimiI

I

1

160

Ilt
113
174

I

*[",;#[i"J'^l;$isii"%xJffliil"*oRK
*"u""pean Union -

158

l'lrrrrinal.ion of Visible Tradc Barriers......
l,ir'1'111',1i,rns t() Determine tle Origin ol'Goods as a Factor
I r I I rrcrrcilrg Foreign Trade .
l",r :rlrr' ('lauses" as it Potentiitl Thrcat to Achicving Tradc

t

126

Political urd

156

r

171

'

155

I I II\4INATING TRADE BARRIERS BETWEEN THE
AND THE 8U....

113

155

liich

I

I ;,I;( 'II I{EPUBLIC

l'ffi,ffi;Ti,ll'*"
: llllo.trt>ttt""'
ffilfl,",ll,l,
Lcgal
0rc
Securttrg

;-1

Introduction. . ..
Implementation of the Competition Policy after the Europe
Agrcement Entered inLo Forcc.
Statc Aid in the Prc-Accession Strategy of Poland.
Statc Aid in the Europo Agrcement
Stato Aid and the Implementation ot'the White Paper
Chiurges in Binding Regulations
Conclusions. ...

109

lilTJiilT'li"1*

.....

.

I

9'l
4.

1.53

l/

l'l(l

tr

Itt lrrritlrl Trade Barriors

I rr r llolrrrt'nI

I

116
178

ol't]re Czech Export Support Policy .. ....

.

180

I r,ltl lrlrr lrorrski

\t'l I llrl l(r\l ISA'l'lON AND HARMONISATION
II'
IIII
II'I \ .]0IiNIS NND STANDARDISATION
I

tr

lltr,,,ll'

OF

ltrrn

I
r

, l,rr,r rl lr, i
'if,ntltol
r r rt I r rl,tltt

I

l,,l

,

i 1,,,t

185
185

I llrt, rl I l,u nront\ltlion itt tJte EU....
I rrtr. rr"r urrl ll:rrrrrorrisation of Standards in Polald .....

I ,11

l,l"

lr,

..

186
187

194
195

t96
1

Page

Page

7.
8.

Janusz Rowiflski

of Technical
The Polish Car Registration as an Example
Harmonisation
Conclusions.

1,97

199

eestmir KoneEnY
205

CONVERTIBILITY OF THE CT;CH CURRENCY

205

1. Introduction'
2. The Single Exchange Rate of the Crown
3. Internal ConvertibilitY
4. TheExtension of Foreign Payments Liberalisation

205
208

2r0

T}IE ADruSTLIENT PROCESS OF TIIE POLISH AGROFOOD
INDUSTRY AND TRADE IN AGRICULTURAL AND FOOD

PRODUCTS
1. Introduction.
2. The Polish Adjusonent Process.
3. Integrating theFoodProcessingEconomy.
4. The Cannes-White Paper
5. The Polish Agrofood Industry.
.........
6. Trade in Agricultural and Food Products

U7
U7
250
252
255
257

265

Jiii Stehlik
Beata PawelczYk

TO
_
MONETARY POLICY IN POLAND ADJUSTMENTS
.
.''
TTIE COI.N/ERGENCE CRITERIA. .

1. Introduction.
2. Banking SYstem in Poland
3. MonetarY PolicY.
4. Exchange Rate Policy and the Convertibility

213
215

l.
2.

217

of the Zloty "

"

5.ThePresentEconomicSituationintlreLightoftheConvergence Criteria..... '.

6.

213

THE ET.IVIRONMENT IN THE CreCH REPUBLIC AND
TIfr ASSOCIATION AGREEMENT

Conclusions.

221
225

3.
4.
5.

226

The Ecological Situation in the Czech Republic

The Association Agreement and the Commission's White
Paper.
Sector Studies on Water Proteciion and Waste Management.
Adapting Czech Legislation to EU Standards ......
The Strategy of the Czech Environmental Policy and EUMembership

27I

nl
273
277
288

290

Peter Becker
Tom65 Doucha

THE JOINT VENTT]FE BETWEEN VOLKSWAGEN AND

TI{E EUROPE

THE CACH AGNCULTURAL POLICY AND
AGREEMENT
Sectors
1. Conditions in the Agricultural andFood
2.

Republic and
The Europe Agreement Between the Czech

theEU.

5.

The Commission's White PaPer"
Development of Food Industry and Trade
Agriculturat Foreign Trade

6.

Concluding Remarks.

3.

4.

229

229

Srooe-AsuccEss sroRY
1.

Introduction.

2.

The Role of FDI in the Transformation Process and the Setting of the Framework
2.1. The Assistance of the European Union to Promote FDI.
2.2. Etrorts and lncentives to Attract Invesfinents.
The Car IndusEy as a Key lndustry in East and West.
3.1. The Revolution in the Car Industry in Western Europe .
3.2. TIne Car Industry and the Market in Eastem Europe and
the Czech Republic

234
238
239
242

u5

3.

293
293

296
296
300
303
303
305

PREFACE

Page

4.
5.

" " '"

"

The Cooperation between SrOpl and Volkswagen
4.1. The History of the Joint Venture" "
: ^- ' ' ' ' ' ' ' ' '
4.2. First Evaluation of the SKODA Traosformauon

" '

Conclusions.

-

307
307

325
329

333

LIST OF CONTRIBI-TTORS ..

The year 1998 frgures as a historic milestone for the Central and Eastem

European countries on their way towards EU-membership: in March,
the European Union opened the accession and negotiation process
with ten Cenral and Eastern European applicants and Cyprus. For the
European Union enlargement is a huge task and an unprecedented
challenge. The 'Agenda 2000', published in July 1997 by the European
Commission, is a programme and suipt to adapt to the changes that
have taken place all over Europe after 1989. The wider and stronger
European Union shall contribute to a stable order on the continent that
is based on democracy and market economy. The 'Agenda 2000' is
crowded with reform topics which receive a massive impulse from the
perspective of enlarging the European Union from fifteen Member
States to twenty-six or so. However, for the former communist countries
the scope of reform and ransfonnation is one of systematic change
affecting the state, the societies and economies fundamentally.
This book looks at the achievements and problems of Poland and the
Czech Republic in completing transformadon and preparing for EU
membership. Today both countries are in the vanguard of the accession
and negotiation process. They offer show cases for the multifaceted
and complex interplay of transformation and integration. The contributions to this volume focus on the adaptation of administrations and
the economies in Poland and the Czech Republic in view of tleir integration into the European Union. The White Paper on the integration
of the Cenral and Eastern European Countries into the Internal Market
of the Union that had been adopted at the European Council in Cannes
(June 1995) established an important point of reference for the contributors to this volume. The aim of the authors is to broaden our lmowledge of the empirical development of transformation and highlight the
role of the European Union in directing and preparing the candidates
to meet the criteria for membership.
The volume is based on a joint reseatch project that we conducted
fiir Europiiische Politik, Bonn, in cooperation with Doc.
tt
Cestmir Konedny from the Institute for International Relations, Prague,
and Celina Blaszczyk from the European Institute, Lodz. Most of the
contributions were completed by sunmer 1997; others also take into
account developments thereafter up to the European Council in Luxembourg.
This book could not have been published wiilrout the commitment
and encouragement of many people and institutions to which we extend
our gratitude. We want to thank our colleagues Dr. Maria Karasinskathe Institut
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