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ABSTRACT

Since the beginning of transition in 1990 from atcaly planned to a market oriented economy,
the performance of Poland’s economy has been oulisig if we take GDP growth as our measure.
In our opinion it is not specific reforms that carplain this performance but the radical (“big

bang”) reforms at the beginning of transition imgmction with persistent efforts during the two

decades by all governments, no matter what thditigad orientation, to keep on a reform path.

Reforming a centrally planned economy that has gerjous macroeconomic disequilibria implies

reforms that can be done immediately but also stracor systemic reforms that require years to
implement. Both types of reforms will be discusskda democratic context reforms can only be
undertaken in a sustained way if a majority of w®tavours such reform efforts. Even when

reform-friendly governments were voted out of dffin the Polish case, the new governments in
Poland never reversed reforms undertaken by theégu® government. This continuous reform

stance over two decades is the main cause of th&Rpowth miracle. The reasons for the ability

of Polish policy makers to pursue economic and adhtnative reforms in spite of short-run costs to
large sections of society will be discussed extaztgi
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The Polish growth miracle: outcome of persistent orm efforts

Executive Summary

On January I 1990 the first non-Communist Polish governmentesiworld War Il under Prime
Minister Tadeusz Mazowiecki embarked on an amlstgogram of economic reform with the aim
to start the transition from a centrally plannedaanarket oriented economy. The initial conditions
for this reform effort were very disadvantageouscsiin 1989 the Polish economy experienced
inflationary bouts close to hyperinflation, brougit by a wage-price spiral, and was characterized
by pervasive shortages and a large shadow sector.

Two decades later, the Polish economy is ofteretidibr its outstanding growth performance. So,
given that the Polish economy was in the doldrumB989 our essay pursues the question of what
can explain this spectacular turn around as fargaswth is concerned. However, we also want to
address those critical voices that set the Poligirowth miracle” in perspective by citing
contracting employment, a steep rise in unemployieaah rising inequality in income. However, by
the end of the first decade of the2®ntury labor market trends improved dramaticafly, that
over the long haul we can speak of a truly outstaggerformance of the Polish economy. The
main hypothesis of this paper states that thisquerénce is intimately linked to persistent reform
efforts by successive Polish governments.

The most important of these reforms were the infeéorms implemented in January 1990 by a
team of economists headed by Leszek Balcerowiazh wtuck with perseverance to the aims of the
reforms in the years 1990 and 1991 in spite of rtingnpressures from workers and firms
demanding that some of the stringent conditionshef reform policies be relaxed. Since these
reforms produced visible benefits to the Polishypaton in the form of rising GDP in a relatively
short period of time, a majority of voters foundtteconomic reforms improved their lives and thus
was willing to let the government pursue furtheiorms. Four big reforms were tackled towards
the end of the nineties, namely the reforms oh#wdth, pension and educational systems as well as
a regional reform. Furthermore, in the run up to Eddcession in 2004 a multitude of other
structural reforms had to be undertaken by Polishiqy makers, among them the introduction of a
well functioning financial sector, privatizationeforms of labor market and social policies, of the
corporate and personal income tax system and theldpment of civil legislation.

Three blocks of reforms were particularly important the persistent reform effort of Polish
government. First, the reforms of the Mazowieckieggoment that brought Poland back from the
brink of disaster by macroeconomic stabilizationice liberalization and import liberalization
policies, which also set the Polish economy ontthiesformational path from a centrally planned
to a market economy. These reforms unleashed #atidty of new private firms and (with a lag)
forced many managers of state-owned enterpris&ng@age in “deep restructuring”, i.e. to alter
the production process, to change the mix of ttme’si output, to engage in marketing and to shed
unproductive labor. These positive effects of te®rms on firm behavior explains the positive
growth that the Polish economy exhibited since 1982 years into the transformational reform
process. The second large block of reforms wasemehted in 1999, when reforms of health,
education, pensions and of regional administraticere enacted. These reforms can be considered
modernizing reforms as they tackled institutionsjclv were developed under communism and
which were in their existing shape not conduciveniprove the competitiveness of the Polish
economy and to ensure sustainable government fasarfite third block of reforms are those of the
first Tusk government towards the end of the aedly®riod; they can be considered of the “fine-
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tuning” nature. These reforms improved legislatregarding the health and the pensions reforms,
for example, but they also modernized the struadfiggublic finance.

While it is important for the performance of an eomy that reforms are implemented it is at least
as important that these reforms are not reversedumcessive governments. The main reason for
the outstanding growth performance of the Polisbnemy seems to lie in the fact that none of the
important reforms were reversed even when the dfposame to power. Most of the important
reforms were enacted by center-right governmentgeShese reforms often imposed large costs in
the short-run, the reforming governments were vatetdof office and left-of-center governments
took their place. What is crucial for the refornopess was the willingness of the new governments
to allow the positive growth effects of the refotmsaterialize by not reversing part of the referm
or the entire reforms. These positive growth eff@ctturn convinced a majority of voters to elect a
reform-friendly government, which then initiate@ #gnactment of additional reforms.

This virtuous circle driving the reform process wasssible because there was a broad consensus
by policy makers and pundits across the politicgaictk that Poland had to embark on and maintain
a reform course. This broad consensus came abaatuise of a geopolitical reason. Polish society
has always identified strongly with Western Eurapd, when this became possible, wanted to join
the European Union as fast as possible, considebirad reforms as a necessary condition for
achieving this aim.

The declared goal of the undertaken reforms wasdoease the competitiveness of the Polish
economy. But this meant, of course, that state-dvimens or privatized firms had to restructure,
which also implied the shedding of redundant labbnis process of shake out of unproductive
workers went on throughout the 1990s, resulting iarge drop in employment and a large rise in
unemployment. Consecutively, especially older asd kkilled workers had great difficulties in
flowing out of unemployment. Successive governnmneatsed to this situation by allowing a large
part of the older and less skilled unemployed k& taarly retirement or to go on disability benefits
This “deactivation” of a substantial part of the vikborce throughout the 1990s is the downside of
the growth miracle of the Polish economy.



[. Introduction

On January *1 1990 the first non-Communist Polish governmentsiwWorld War 1l under Prime
Minister Tadeusz Mazowiecki embarked on an ambitiprogram of economic reform with the aim
to start the transition from a centrally plannedtmarket oriented economy. The initial conditions
for this reform effort were very disadvantageouscsiin 1989 the Polish economy experienced
inflationary bouts close to hyperinflation, brougint by a wage-price spiral, and was characterized
by pervasive shortages and a large shadow sectaddition, the “dollarization” of the Polish
economy was in an advanced state since the Padighlgtion held most of its savings in dollars,
implying that monetary policy had become an indffec tool in the attempt to restore
macroeconomic equilibrium to the Polish economy.

When we look at the two decades since the beginofiige reforms, the performance of the Polish
economy has been exemplary. Taking GDP growth asmmasure of performance, we can infer
from figure 1 that Poland had a short transitioression, lasting only two years, while Central and
Eastern Europe (CEE), excluding Poljrithd a slump that lasted four years. It is alg&isg that

it took the Polish economy only six years to getkbto pre-transition levels of GDP, while the
economies of CEE, taken together, managed this aftdy a dozen years. The cumulative growth
of Poland’s GDP in the period 1992 to 2009 wasdatgan GDP growth of all the other aggregates
shown in figure 1: CEE, the Commonwealth of Indejsm States (CIS), the EU-15 and the United
States. What is also noteworthy is continued pasigrowth after the onset of the world financial
crisis unlike CEE, the EU-15 and the U.S., whidreaperienced a sharp contraction in 2009. If we
take real GDP per capita (in 2000 US$) as a seowasure of performance, then this measure for
Poland more than doubled between 1990 and 2009 30687V US$ to 6,331 US$, an achievement
not reached by any other of the transition econsrmeCEE. Comparing the trajectories of labor
productivity and real wages in figure 2 we can pinp one cause of this good performance: labor
productivity was above real wages throughout thopeoutpacing the latter especially in the first
decade of new century.

Figures 3 and 4 show the employment-to-populatios and unemployment rates for the same set
of countries as in figure 1. These measures céytwh a different story than that of GDP growth.
Until 2003 employment in Poland fell precipitoustyvery low levels in international perspective
while the unemployment rate was far higher for nadshe period, reaching a peak of 20 percent in
2002. Only since accession to the European Unionwedoobserve vigorous growth of the
employment ratio and a steep decline in the uneynpémt rate, which in the years 2007 to 2009 for
the first time reached single-digit levels sinc®2.9

Both the inequality of earnings and the inequabfyincome rose substantially over the two
decades. The Gini coefficient of earnings rose frooghly 21 percent in 1989 to 34 percent in
2006, the last year we have reliable data, while @ini coefficient of income rose from
approximately 27 percent to 34 percent in 2008mkmny countries, and also in some transition
countries of CEE like, for example, the Czech Répuind Slovenia, earnings inequality tends to
be higher than income inequality because of traagtethose with low earning capacity. In Poland,
the Gini coefficients of earnings and income areyvdose to each other, indicating that Polish
society spends relatively little on social trangbayments. The fact that the Gini coefficient of
earnings has risen over the transition can be asempositive development since the rise implies
that the labor market remunerates more productméevs better than before the transition. What is
worrisome, however, is the fact that the inequalitincome had the same level as the inequality of
earnings throughout the transition.

! We include here in CEE the Czech Republic, Estdfimgary, Latvia, Lithuania, the Slovak RepublitsSlovenia.
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In spite of these caveats regarding employmentpi®/ment and income inequality, it is still true
that real GDP per capita doubled in Poland overldéise two decades and that growth in GDP
eventually caused vigorous growth of employment ardrge fall in unemployment. So, over the
long haul we still can speak of an impressive pertmce of the Polish economy, which is
intimately linked to the economic reform policiasrpued by successive Polish governments.

In my opinion, the most important of these refomrese the initial reforms implemented in January
1990 by a team of economists headed by Leszek Baltzz. Since these reforms produced visible
benefits to the Polish population in the form afing GDP in a relatively short period of time, a
majority of voters found that economic reforms ioyed their lives and thus was willing to let the
government pursue further reforms. Towards theadritie nineties reforms of the health, pension
and educational systems were enacted as well egi@nal reform. Furthermore, in the run up to
EU accession in 2004 a multitude of other stru¢tiefmrms had to be undertaken by Polish policy
makers, among them the introduction of a well fiomdhg financial sector, privatization, reforms
of labor market and social policies, of the corp@rand personal income tax system and the
development of civil legislation. When encountersagrial resistance to some or parts of these
reforms, this resistance was overcome by claimistttese reforms were an integral part of the EU
accession process.

Before discussing the specific reform policies llvgive by a bird’'s-eye view of all Polish
governments since 1989 and their involvement imenuc reform in order to demonstrate the
persistence in the reform effort. In my opinionstipiersistence came about because even though
center-right reform-friendly governments alternatedith left-of-center “reform-neutral”
governments for the first 15 years of the discugsetbd (1989-2011), the latter governments never
completely reversed any of the major reforms embpteviously. At most, they introduced some
modifications, as happened in the case of thetheaaltl pension reforms.

A word of caution is in order, though. The performoa of the Polish economy, while not
conceivable without the persistence of governmeifiorm efforts, has, of course, also other reasons,
especially if we look at the performance in thestfidecade of the new century. For example, a
relatively low government debt, a good export penfance, also caused by frequent devaluations of
the Zioty, a large internal market, consumer oimiand greatly improved industrial relations are
all reasons that help explain why the Polish econdras performed so well in the last years,
including those of the crisis.

Il. Polish governments and economic reforms: a birt-eye view

Table Al in the appendix shows the 16 governmehBotand since the communists relinquished
power. Most of the governments were short-livedt tis they were not formed for an entire
legislature of the Sejm (the Polish parliament)npog at the relative unstable political landscape
of Poland. Also, many parties were dissolved orgeérwith other parties contributing further to a
somewhat chaotic political landscape. The governisntrat are listed in the table can be divided
into reform-friendly governments and “reform-nelitrgovernments, that is governments that did
not pursue major reforms but that also did notdrgo back to the status quo ante once they came
to power. The first two governments in the post-oamist era, the governments of Hanna
Suchocka, Jerzy Buzek and Donald Tusk can be cou®knitely as reform-friendly governments,
while that of Jarostaw Kacagki to a lesser degree. The parties forming thesergments are
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predominantly on the center-right of the politispectrum, while the parties forming reform-neutral
governments find themselves predominantly on tfie le

Inspection of the large table 1 shows that two govents were especially responsible for the
economic reforms that Poland underwent. First anenfost, the Mazowiecki government enacted
10 reforms in January 1990 simultaneously. The$erme acts are associated with the “shock
therapy” or “big bang” approach that will be dissed in detail below. Here we just mention the
principal aims of the most important of these attee first act abolished subsidies to loss making
state-owned enterprises (SOEs) and also foresawassbility of bankruptcy of such firms. The
second act wanted to prevent the monetizatione@btidget deficit, while the third eliminated bad
loans to state firms and imposed positive rear@sterates. The fourth act introduced large matgina
taxes on excessive wage growth to rapture theldetlween wage growth and inflation. The act on
foreign currency established internal convertipibf the zloty and got rid of the last vestigeshod
state monopoly in international trade. The acts emnployment and on severance pay and
unemployment benefits were insofar important ag tegulated layoffs and the income support for
workers flowing into unemployment. These acts wedispensable if the solidarity trade union was
to agree to the possibility of labor shedding ligng, something not possible under central planning
but absolutely vital for the beginning of a reallton process of labor from unviable to new
profitable activities. Most of the mentioned actsltas their main aim macroeconomic stabilization,
the last two described acts were put in place tinbéhe construction of a social safety net
considered important for cushioning the effectrasition for workers.

We speak of “shock therapy” or “big bang” becausienms were applied on such a broad scale.
This could be done because the country was comfowith a major crisis. The political economy
of reform literature tells us that it might be velyficult to revert to the status quo ante whenrsu
broad reforms are implemented. The Olszewski gowent, also a right-center government formed
after the November 1991 elections, was not willimgeverse them in any major way. In particular,
it was not inclined to bail out any SOE with sulbssdeven if it was in great financial distress.sThi
policy of not giving in to tremendous pressureswéd the effects of the reforms to materialize
with the economy experiencing positive growth. As shall see below, the fact that the Olszewski
government did not reverse policies regarding S@Asisies meant that managers of SOEs
understood that no help from the state was forthiegrand that they had to manage their firms in
the most efficient way possible.

The second most reform-friendly government was éeédxy Jerzy Buzek. Leszek Balcerowicz who
had been Minister of Finance in the first two postamunist governments and the architect of the
“shock therapy” reforms, again held the same poshé Buzek government. Buzek had built his
election campaign around promises of major refo®aswhen he won the elections he enacted four
important reforms: the pension, education, health administrative reforms. They were important
insofar as they had a strongly modernizing aspaton because they set public finances on a better
footing. Between these major reforms and the resoomthe Mazowiecki, Bielecki and Suchocka
governments lay more than five years. So, one walihk about Polish reform efforts is to say that
after major reform efforts policy makers allow theforms to play out and give a necessary
breathing space to society.

It is striking, though, that not one major reforimshever been revoked by a successor government.
In my opinion this is the key to the Polish growmtiracle; we have a virtuous circle where large
economic reform projects produce in the medium digternible benefits. While reform-friendly
governments might be thrown out of office becaukehe short-run costs of the reforms, the
successor governments allow these reforms to play producing visible positive results. This
eventually convinces voters to elect another refremdly government, which then launches a
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new large reform package. At the same time refoentnal governments even if not adopting large
reform projects push the reform agenda also ahesadjiving wide publicity and promoting
discussion of reform strategies for Poland. Sd;détenter governments help prepare the ground
for new reform projects being enacted by a successoter-right government. That the left-of-
center governments did not enact themselves mapolemizing reforms but through publicly held
discussions only prepared the ground for their #nect can be explained by the fact that many of
their voters (workers, pensioners, public employeesl to some extent farmers) had to bear a
disproportionate share of the short-term costswgfraajor reform effort.

There are at least two reasons why the describubus circle was sustainable in the Polish case.
The most important reason in my opinion is geopalif namely the identification of Polish society
with Western Europe. Poles have always considdreshgelves culturally linked with the West of
Europe and perceived the forty years of Russialuente after the end of World War 1l as
something profoundly undesirable. ConsequentlyPilkésh public in a large majority was intent to
join the European Union as soon as possible, bgiligpg to undertake the necessary sacrifice to
reach this goal. This generated a strong consemmsogsg policy makers and pundits of all moderate
party affiliations to pursue systemic and modengzieforms, which prepared Poland for accession
to the Union. It is noteworthy that we see a venyilar scenario in Estonia where the political elit
across the political divide has taken recours@eécssaame broad consensus on the necessity to reform
the Estonian economy in a coherent and consistshidn (Eamets, 2011).

A second reason is linked to the inner workingghef Polish government. The political science
literature highlights the importance of the deansimaking process at the cabinet level when
providing a taxonomy of parliamentary-based caatitigovernments. In Poland, like in many

countries, we have cabinets where apart from tihmagpminister the minister of finance has more
decision power than the other ministers. In prilggighe finance minister can block any ministerial
projects that threaten the budget and/or underthimgeneral direction of macroeconomic policies.
All consecutive governments independent of partymosition had finance ministers with very

clear notions about the need to keep on the retoaok. Consequently, any attempt of a complete
reversal of some undertaken major reform never hadhance even under a left-of-center
government.

Donald Tusk is the only prime minister whose caatitafter having passed several important
reforms was reelected. The Tusk governments ataickr reform-friendly as they have enacted
important laws on public sector finances, on theashlining of the pension system (above all
eliminating inefficient bridging schemes) and o {partial commercialization of the health care
system. But the reform efforts of his governmemésraore of the fine-tuning nature with the main
reforms having been done apart from the Mazowiaoki the Buzek governments by the Bielecki
government (enacting personal income and corpdaxteéeforms) and the Suchocka government
(enacting a sensible privatization law and the @wVAT). It is certainly striking that all these
reform-friendly governments have their roots in 8aidarity movement, while the main coalition
partner of the reform-neutral governments descémas the Polish Communist Party (the Polish
United Worker Party - PZPR).



lll. Setting the stage for the Polish reform effors
[1l.1. The failure of market socialism

Communist governments in Hungary and Poland expmaried with the introduction of market
socialism, consisting in an attempt to apply magk@tciples to centrally planned economies. In a
celebrated paper Kornai (1986) demonstrated why #tiempt failed miserably, pointing to a
political economy argument and to technical reaséos Kornai, in a centrally planned economy
bureaucratic coordination is the principal mechantbat organizes economic, political, cultural
and social life. In a market economy, in turn, th@minant organization principle is market
coordination. In a world where the public ownersbighe means of production strongly dominates
and where the Communist “nomenclature” jealouslgrds its economic and political monopoly,
the coexistence of bureaucratic and market coatidmas difficult. Whenever there is a conflict
between bureaucratic and market coordination, ah@dr wins since the main agents in a centrally
planned economy, i.e. central bureaucrats but fMso managers, are foremost members of a
bureaucratic apparatus that has as its main airmpréservation of its monopoly position in society.

There are also technical reasons why the applicaifomarket principles to a centrally planned
economy does not show the desired result, whith gwve price signals determine a more efficient
allocation of resources. In a market economy macketdination is based on price signals, which
strongly influence the behavior of buyers and sell&ince prices and the interests of bureaucrats
from the center, managers and workers are hartiylimked in a centrally planned economy, price
signals cannot really influence the behavior ofagents. For example, the well-being of a manager
directing a firm depends nearly exclusively on pfaffilment and not on profits achieved by
maximizing the difference between the price andcthsts of production since loss making firms are
always bailed out by the center. So, there arengentives for this manager to respond to price
signals and to economize on the costs of productibmus, trying to incorporate market
coordination via prices into a centrally plannedremmy turned out to be rather futile.

This failure of market socialism is important farrcstory, since many of the leading economists in
Poland were involved in the reform efforts ass@datvith market socialism in the early 1980s.
They learned the hard way that piecemeal reformh@fcentral planning system did not lead to
sustainable increases in efficiency. That is thenm@ason why in Poland, and in all other CEE
transition countries for that matter, after thelaygde of Communism those directly working on
economic reform saw only one sensible reform puh,direct transition to an economy based on
market principles and on predominantly private oshig of the means of production.

[11.2 Initial conditions of the reform process

The Polish economy, like all economies of CEE, piagued by the legacies of central planning,
which had a profound impact on the reform policteesen and on the length of the transition. |
summarize the most important initial conditiongreg beginning of the reform process in order to
demonstrate the difficulties that the economic mefteam was confronted with when launching the
transition in January 1990.

A crucial initial condition was the macroeconomiseatjuilibrium that we present in a schematic
fashion in figure 4. A centrally planned economysigpply constrained, that is, at the given
(administered) price levelsPoutput is rationed and the quantity demandedXee&ds the quantity

supplied. This has at least two important implmasi for reformers who want to arrive at an
economy based on market principles. First, firms isupply constrained economy can sell all of

8



their output independent of the quality of theiogucts and irrespective of consumer preferences.
Consequently, product quality and satisfying constie'ndemand are not a priority for managers.
Once prices are liberalized and market forces Hosved to take a hold, the economy becomes
demand constrained and managers need to ensurthéiraproducts are competitive in terms of
price but also in terms of quality. In addition magers have to get involved in the marketing of
their products, something that was completely uessa&ry when the economy was supply
constrained. Whether managers of SOE’s had thé siglts to function in a market-based economy
was certainly an open question when the reformsevaunched; it was clear, though, that the
incentive structure for managers would have to gkahtheir firms were to survive in a demand
constrained environment. The second implicatioa sfipply constrained economy is that it creates
potentially a large stock of forced savings, thealed “monetary overhang”, since in each period,
as demonstrated in figure 4, at prevailing pri¢esgublic is willing to buy QD but the economy is
only supplying QS. When a lot of money chases feadg and the government loses control over
prices, inflationary pressures build up and thesktionary pressures are transformed into open
inflation as Poland experienced in 1989. The anmfidtion rate in that year was about 3000%,
eliminating the monetary overhang. However, as lasghe disequilibrium prevails, the nominal
value of goods wanted is larger than the nomindlevaf goods offered. Price liberalization will
result in “corrective inflation” correcting for thmequality of the nominal value of the flow of
income and the nominal value of the flow of goolsfigure 4 this correction is shown by the
shooting up of the price level fromyBo R=. To reach the equilibrium the nominal value ofome
(wages) has to rise less than the nominal valuéh@fgoods offered. Corrective inflation thus
implies a large fall of real wages. An interestaxgrount of corrective inflation in Poland and its
causes is given in Gomutka (1992).

The centrally planned economies operated intemallip according to an overall plan within the
Council for Mutual Economic Assistance (CMEA) arakbd on the principle of division of labor.
In other words, these economies allocated resoamasding to what this overall plan said and not
according to relative world prices. Opening thesenemies to world markets had some short-term
costs and some longer-term benefits. Since mostsStEuse inputs without considering relative
world prices (a good example is the use of enerrg)when these economies were opened up to
world markets many of the SOEs became unviablesartleey restructured rapidly, that is unless
they used resources in a rational way reflectingtixe scarcities as expressed by world prices. In
the longer term trade liberalization, which impltee removal of non-tariff barriers to trade and th
lowering of tariffs, thus forced upon managers GfES a rationale use of resources. In addition,
once prices were liberalized trade liberalizatioada the resulting highly monopolistic goods
markets more competitive through competition frareign firms thus forcing SOEs to adopt more
efficient production processes and to improve pcbduality.

At the beginning of the transition SOEs were thenohant economic units in the Polish economy.
So, most of the physical capital in the economy awased by the state. All economists involved in
the Polish reform effort were convinced that prevaroperty of the means of production was a
necessary condition for long-term growth. This @ surprising since the large literature on
empirical and theoretical aspects of privatizapmmts unequivocally to a superior performance of
firms with privately owned capital in industrialdecountries. This literature took its inspiration
from Hayek (1945) who shows very convincingly tivklof ownership type and long-run growth
by demonstrating how private entrepreneurs can sadja dynamic changes relying on a
decentralized and flexible price system much mdiieiently than a central planner. At any rate,
the need for large-scale privatization was nevetauabt as far as Polish reformers were concerned.
Thus, the reformers had the daunting task thatynda entire stock of capital had to be privatized
This was difficult for several reasons. First, #eer size of the task was unprecedented in history
Second, there were problems of the valuation of Sked to the issue of how to sequence the
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privatization process, that is whether to firstmesture and then to privatize or vice versa. Thelt
area of problems were related to how to privatizeé what different privatization schemes implied
for corporate governance. Selling the stock to dsiiménvestors in a short period of time was not
possible since corrective inflation had wiped owuisimof the savings; selling the capital stock to
foreigners, assuming they were willing to acquidigh capital, was politically not feasible. The
reason for this has to do with the fact that mdgthe capital stock had been accumulated under
communism and that this accumulation had been aethiiey emphasizing the investment goods
sector at the expense of consumption. Clearly, pinglic wanted to be compensated for these
sacrifices that had lasted for decades. So innépléke in all other CEE economies apart from
Hungary, the industrial capital stock was given yawa all citizens, leading to some important
corporate governance issues. In essence if eaercihas a small share of the capital it is
impossible to exert control over the privatizedn& managers. In Poland this issue of lacking
control over management was resolved by settindNaponal Investment Funds (NIFs) which
managed 512 medium and large SOEs proper and canafimd SOEs. Each member of the adult
population received a “universal sharertificate”, which was eventually converted tolar® in
each of the 15 NIFSAt any rate the difficulties connected to privatiea briefly discussed here
had the important consequence that SOEs couldenptitatized over night and that the reformers
had to deal with SOEs as the main economic unithefPolish economy for some time to come
once reforms were launched.

In a centrally planned economy, even in its refatnaersion of market socialism, many SOEs had
“soft budget constraints”, that is they were allovimy the center to have total costs larger thaad tot
revenues on a continuous basis. The center singpligtributed funds from profit making to loss
making firms thus guaranteeing the long-run suidvofathe latter. “Soft budget constraints”, of
course, meant that managers did not have to cang ah efficient use of resources. The imposition
of “hard budget constraints” (total revenuestotal costs) was thus one of the most pressing
problems of the reformers. The Polish reformersnided to achieve the imposition of “hard budget
constraints” by slashing subsidies to SOEs. If gamabecame convinced, so the argument, that
the state would no longer bail them out if they méabses, they would start to use resources in an
economic fashion.

Slashing subsidies to SOEs was not only considarednportant tool to impose economizing
behavior by managers it was also thought to be fatahe fiscal position of the government once
the reform plans were implemented. The main soofd¢ax revenues was the turnover tax paid by
SOEs; price and trade liberalizations would briagleast temporarily a fall in revenues of SOEs
and thus a large fall in tax revenues. The refosmgtended to introduce unemployment benefits
for laid-off workers and early retirement schemedich would be new large items on the
expenditure side of the budget. So, even if thermefgovernment slashed subsidies to SOEs and if
it was able to suspend the servicing of the extedeht, large budget deficits seemed to be pre-
programmed. Since at the beginning of the reforhes hanking and financial sectors were not

2 The Polish Mass Privatization Program was mayleerétfiorm policy where Poland was less successéui tither
countries since it took 4 years after the beginmihtgansition to enact a law on it and nearly &rgeto set up the NIFs.
I will not discuss privatization, which, for poli&l reasons, was very piecemeal in Poland and dgaaiit over more
than a decade. This slow performance with resfegrivatization can be interpreted in several wagn the one
hand, if the mass privatization of SOEs had beamedwrly and rapidly, the performance of the Patishnomy might
have been even more impressive than the one wevehsen the other hand, though, my hunch is thatmithe
resistance of workers to privatization, forcing nommciety the privatization of the majority of SOlBsa short period
might have derailed the whole transition procegsally, as | will discuss below, the stabilizatipolicies adopted by
the Mazowiecki government eventually forced mansgefr many SOEs to begin with the restructuring lodirt
enterprise.
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developed, these governments deficits would havsetmonetized. So, to ensure that inflationary
pressures were rained in, the government deficittbde reduced as much as possible.

The last legacy that | want to deal with is theeslzte of a social security system under central
planning. In CEE there existed no open unemployneerd workers for the most part had life-long
jobs at one firm if they wished. Estimates for Pdlaactually show that labor hoarding (hidden
unemployment) amounted to at least 10 percent efethployed. Apart from pensions, all other
benefits were given to workers by the firm whereytlworked. So, one important task for the
reformers was to preside over the divestiture otia assets” in possession of firms since under
conditions of liberalized markets firms could nader afford to provide these services to their
workers. More importantly, the government had tddoa social safety net from scratch. This social
safety net became necessary since reforms creamuployment and increased poverty in the
country, at least temporarily. Thus a social safetiyhad to be developed that effectively and in a
targeted way alleviated poverty and helped the yheyed temporarily. The necessary help for the
unemployed might serve as an example of the contplekcreating a social safety net. This help
had to be administered by labor offices, which anmnunist times existed but whose function had
been to find workers for firms in a situation otess demand for labor and no open unemployment.
Once reforms set in and workers were laid off frinmms and new labor market entrants did not
readily find jobs, these labor offices had to etiap perform three tasks: (a) administer
unemployment benefits; (b) match unemployed workétk vacant posts (“job brokerage”); and
(c) administer active labor market policies (ALMMR)ot only had resources be made available for
these tasks, but the staff of the labor offices teatle retrained to fill out these new functions. A
final task regarding the build-up of an efficiencgl safety net was the elimination of many non-
targeted subsidies that were prevalent in the applanned economy.

[11.3 A taxonomy of reforms and the political econamy of reforms

As we have seen in the previous section, Polisttyohakers had to battle for reforms on many
fronts. One way to think about the many reformd tave to be undertaken is to introduce a
timeline along which reforms can be implemente@igure 5, showing such a timeline,
demonstrates that some reforms can be implememtedca while other reforms, in particular of
the systemic type, can take a very long time. Ptiberalization, trade liberalization and
macroeconomic stabilization are all policies tha ©e implemented essentially over night, while
reforming the labor market or generating a busirfaesdly environment can take more than a
decade. In the case of Poland, which did have éiatispeconomy in embryonic form before World
War I, the development of a legal infrastructund)ich guarantees strong property rights and
regulates commercial activities turned out to b&s léme consuming and problematic than for
example in the successor states of the Soviet Uiiloe main reason was, of course, that in Poland
law makers could go back to pre-world war Il legatts, while Russian or Ukrainian law makers
could not do that. Figure 5 at any rate suggesiisdhe needs a long breath and a clear vision when
one wants to reform a formerly centrally plannedreeny and set it on a long-run growth path
since all pieces of a complex puzzle have to pyglace and that at different times. In my opinion,
Polish policy makers irrespective of party affillat and high government officials had this long
breath and clear vision.

We can also use the first panel of figure 5 toimlgtish between “big bang” and “gradualist”
reforms in a transition context. When the firstethipolicies are simultaneously implemented we
speak of “big bang” reforms while if they are applisequentially we characterize reforms as
“gradualist”. The former type of reforms tends tibit complementarities, so if it is politically
feasible it is better to pursue these policies #smeously. The vast field of the political economy

% The first paragraph of this section is based dmSer (1993).
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of reforms in general and in a transition contexparticular, however, has identified many politica
feasibility constraints of reforms (“ex ante coasgits”) and reversibility constraints of reformex*
post constraints”) that might make the “big bangp@ach an unrealistic option (see, e.g., Roland,
2002). Those who favor gradualism make the poiat thmight be politically more feasible to
implement the one reform which promises the bestgifto the population. Building on the
success of such a reform it is then possible tdeampnt additional reforms. We might illustrate the
advantages and disadvantages of gradualism by rigolat price liberalization and trade
liberalization. If we start off to reform the ecaong by first liberalizing prices, shortages will
disappear and the public will be convinced thabmeing the economy brings benefits. If, on the
other hand, reformers liberalize prices and tradeuéaneously (and for budgetary reasons slash
subsidies to firms) many SOEs might become unviabié need to lay off a large part of their
workforce. The public might then turn against ferthreforms. Of course, the downside of only
liberalizing prices is that even after price lideaation relative prices might not reflect the true
relative scarcity of goods since firms are not esqabto world markets. In addition, given the highly
monopolistic structure of goods markets, pricerkitization might translate into large monopoly
profits for SOES, which means that there would itike Ineed to become more efficient. A “big
bang” approach combining price and trade liberibnawould have a larger positive effect on the
efficiency of the economy because of the complearérds of the individual reform policies.

The Polish reformers were “fortunate” insofar as thst communist government had allowed a
deterioration of the status quo to a degree thalenra my opinion the simultaneous introduction of
several reforms inevitabfeln other words, the reformers could not opt fogradualist reform
strategy; they were pushed by the deterioratedsst@io into the pursuit of a “big bang” approach
if they wanted to prevent hyperinflation, the impaghment of large sections of society and a
complete dollarization of the economy. In addititimee deteriorated status quo had weakened any
resistance within the state apparatus to the ragiidn plan proposed by the reform group. More
important than introducing a set of radical refoim$o stick to these reforms when social pressure
builds up to reverse some of the reform measureee geopolitical considerations can explain the
success of the government led by Tadeusz Mazowiethe Polish public perceived the
Mazowiecki government as the first Polish governmeralf a century not dominated by a foreign
power. The Polish public essentially provided anklacheque to this first non-Communist
government that not only allowed the governmeniriplement the reforms but gave it also enough
time for the reforms to play out. This breathingisp was essential for the reforms to eventually
have a positive impact on GDP growth after a véwyristransition recession that lasted only two
years. The strong growth of GDP from 1993 until thessian crisis of 1998 convinced policy
makers and a majority of Polish society to pursu¢her reforms, which were then implemented at
the end of the nineties.

A second geopolitical reason impacting positivety Polish reform efforts has been the already
mentioned identification of Polish society with WWess Europe and the intent of a majority of
Polish society to join the European Union. So, &ojish government could present structural
reforms as necessary steps for accession to thenUviiile at the same time pronouncing that it
undertook these reforms only reluctantly. At themedaime, the accession process helped Poland to
modernize her political, legal and administratitreictures in an accelerated fashion. The successor

* Schaffer (1993) states that Polish policy makerd the choice between stabilization first, followsdliberalization
matters or by applying stabilization and liberdii@a measures simultaneously. At the same timettesses that the
Mazowiecki government “faced a crisis situationic®s were increasing at near-hyperinflation rates {The
government budget deficit had ballooned in thet firalf of the year, to about 15% of GDP. Output viabng and
wages and labor costs were at unsustainable leveteign exchange reserves were dangerously loert&jes and
gueues were widespread.” Given this gamut of diffies, | find it hard to believe that the solidgsied government
really had a choice between a gradual and a “big’beeform approach.
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states of the Soviet Union had no prospects totjuenEU in the foreseeable future. Therefore, the
modernization process, which imposes large sham-teosts on society, was considered less
desirable and was politically much more difficdtilmplement.

One final important political economy consideratitrat should be discussed is the presence of
civic society in Poland even under communism. A parison of Russia and Poland is particularly
instructive in this context. In the Soviet Unionyaremnants of civic society were thoroughly
destroyed during the industrialization and colkdzaition campaigns in the thirties as well through
the Great Terror in 1936-1938. At the end of theids Russian society was completely “atomized”
and no social activity was possible outside the omst party since that time. In communist
Poland there were two powerful social organizatioatside the realm of the Communist party, the
Catholic Church and the Solidarity trade union.Bibiese organizations upheld civic virtues during
the communist dictatorship, civic virtues that wemmpletely absent in the Soviet Union. Some
authors explain the state capture by oligarchsussi with this absence of civic virtues in society
at large. The fact that Russian oligarchs got d balthe levers of state power for their own pevat
aims had political repercussions in that a consisend broad reform agenda could not be
implemented. In Poland, on the other hand, thetexxig of civic virtues prevented the emergence
of an oligarchic class and was thus at least pigrtiasponsible for the pursuit of consistent and
broad reforms. Roland in the cited paper makesefatly the point that to fully understand the
successes and failures of reform policies it isemaugh to analyze the mix of economic policies;
instead it is crucial to embed these economic @it a broad historical context.

IV. The reform policies of the Mazowiecki governmen
IV.1 The Program in some detail

In a memorandum on the economic reform program terthe Bretton Woods institutions in
September 1989 the Polish government outlinedeftsrm program in broad terms, stating that it
intended “to transform the Polish economy into akeateconomy, with an ownership structure
changing in the direction of that found in the atbhed industrial economies.” The program had
three general ingredients (Government of Polan89)19

1. monetary and price stabilization;
2. structural adjustment;
3. foreign economic assistance and reduction of fordigpt.

The program under (1) was above all a macroeconstalgilization program, but as we shall see
later on it was also conceived to influence thera@conomic behavior of managers of SOEs.

One of the most important elements of the staltibmaprogram was price liberalization. In August
1989 the new government had already liberalized fpdces. In January 1990 the remaining
administrative price controls were removed withew fexceptions. By January 1991 the shares of
prices freely determined were 100% of agricultyyadducer prices, 88% of industrial producer
prices and 83% of consumer prices respectivelythat time administered prices were applied to
alcohol, electricity, gas, heating and hot watemnts in state housing, postal services and
telecommunications as well as state rail and reausportation. Polish reformers (jointly with IMF
experts) foresaw a rise of the Consumer Price ludeb6% in January 1990 and a rise of 94% over
the entire year. These forecasts were far off thekjrsince in January 1990 alone consumer prices
rose by 80% and over the whole year of 1990 by mbyug50%. This larger corrective inflation
implied a much larger fall of real wages than fems in 1990 real wages in industry fell by
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between a quarter and 32% (the true magnitudeeofathis disputed in the literature). It also ked
a liquidity squeeze in the economy in the first lo&l1990.

This liquidity squeeze came about because the gowant in collaboration with the National Bank
of Poland decided on a very restrictive monetarjcpdy restricting domestic credit expansion.
One declared aim of this restrictive monetary poli@as the achievement of positive real interest
rates, which would entice firms and households ¢id hat least the new stocks of savings
accumulated after January 1990 in the local cuyrefiche zloty. Since inflation was much larger
than anticipated the established nominal crediaegn resulted in an excessively large fall of rea
money balances according to Gomulka (1992). Thegowaent, always conscious about the danger
of inflation reigniting, was not willing to adjustredit expansion targets upward thus leading to a
credit crunch soon after the onset of the reformslanuary 1990. Being put under immense
pressure by SOE managers and representatives o$dlidarity trade union, the government
relented somewhat and eased credit expansion settend half of 1990.

A third important element of the stabilization $&gy was to regain control of the government
budget, which the previous government had l0st9891 The principal tool to reaffirm this control
was the deep cuts in subsidies to SOEs which fieth f15% in 1989 to 6% in 1990. These were
further reduced in the following year. In additiegax exemptions for enterprises were nearly totally
eliminated in the first year of the reforms. Whihe main aim of this fiscal policy was to reduce th
deficit, the slashing of subsidies was also thowgghta way to “whip” SOE managers into profit
maximizing or cost minimizing behavior. As we shadle later this secondary aim was only
achieved after a considerable period of time. Beeaxf the tremendous fall in real wages SOEs
actually had extraordinary profits in the first haf 1990, leading to large tax revenues and a
positive government budget in this period. As thiitlity squeeze started to hurt SOEs tax
revenues fell in the second half of 1990 resulimg budget deficit. As mentioned in the section on
initial conditions, the lack of a developed finadcsector implies that government deficits have to
monetized; this is exactly what the Polish govemintead to do, thus contributing to inflationary
pressures.

Another important element of the stabilization peog was the imposition of a unified exchange
rate, which was based on the black market ratés00 Zloty to 1US$. Already prior to the date of
the “big bang”, the Mazowiecki government had efiated last residues of the international trade
monopoly of the state. In January 1990, the domestirket was abruptly exposed to import
competition when non-tariff restrictions (importdnses) were eliminated over night. In addition
tariffs were set at low levels: the average taude for all goods was about 12%, for consumer
goods roughly 16% in 1990. Also, taxes and modrictiens on exports were removed. Some
authors have considered the established exchartge asa far below the equilibrium value.
According to them this undervaluation can parti@iplain the stability of the nominal exchange
rate in spite of continuing inflation in 1990. Theformers were intent on keeping the nominal
exchange rate fixed as long as possible sinceuidcgerve as an important nominal anchor against
inflation.” If the exchange rate was undervalued at the begjnof the reforms it also protected
domestic producers to some degree and boostedtexpibe at the same time providing a nhominal
anchor against inflation and helping to restorefidemce in the zloty. Imposing the unified
exchange rate at the indicated level boosted ex@od limited imports in 1990 leading to a large
trade surplus and a strong accumulation of foreégerves. This good trade performance, however,

*Let P=a*e* R, + (1-a)P, be the price level in the economy, which is a limembination of world prices

(assumed constant) and the domestic price levelearde the nominal exchange rate in Zloty/1US$. Aglaseis
constant, the prices of imported goods do not dmuit to inflation. A devaluation of the Zloty wildise e and thus
increase the overall price level.
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did not last mainly because of an appreciating esahange rate and three constraints that Polish
firms had to deal with. First, the Soviet Unionratduced world prices in all CMEA transactions
and insisted on settling outstanding balances rd barrency. In addition to this cost shock Polish
SOEs also “lost” their suppliers and their clieimshe Soviet Union since the Soviet economy was
no longer functioning in 1990 and 1991. While thalapse of intra-CMEA trade facilitated the
reorientation of Polish SOEs to Western marketdeast initially it meant a large fall in export
earnings. The second shock occurring — and thisantasly exogenous shock — was the social and
monetary union of West and East Germany in July019éhich resulted in a complete collapse of
industrial production in East Germany. So, likehe case of the Soviet Union, Polish SOEs lost
their traditional German suppliers and clients. ivd constraint affecting negatively the trade
performance of Poland was the protectionist attitafithe European Community, which prevented
free imports from Poland above all in those sectehgre Poland had a comparative advantage
(agricultural and low skilled manufacturing prodg)ctGiven these three constraints and a large
appreciation of the real exchange rate it doescapte as a surprise that the trade surplus of 1990
turned into a trade deficit in 1991. Given thisad@ration of the trade performance tremendous
pressure built up on the government to devaluezlibity. Since the nominal exchange served as an
anchor of the stabilization programs policy makeese reluctant to give in to this pressure and
only in May 1991 was the zloty devalued for thetfiime.

The fifth important element in the stabilizatiorogram was the tax-based incomes policy, which is
to some degree a misnomer as this policy involvaedxasurcharge on wages growing above a
certain norm, which was established over the ygathb Council of Ministers by decree. A tax-
based incomes policy in general relies on the ¥ahg relationship:

percentage change in prices = %change in wagefange in labor productivity.

As long as the percentage change in wages doesxeeed the percentage change in labor
productivity, prices do not rise, while when waggsw less than labor productivity prices fall.
When there is a wage-price spiral causing dranwafletion like in the Polish case a very directltoo
to cut the link between wage growth and inflatientd ensure that the right hand side of the
equation is negative. The Polish reformers emplolyeck rather harsh and potentially divisive
policies by establishing very rigid norms. Entespd were allowed to raise the wage bill by 30
percent of the increase in retail prices in Janu®%0, and by 20 percent thereafter. For the first
three percent above these ceilings a marginal t&00 percent, for larger infractions a marginal
tax of 500 percent had to be paid. The reason Bacth (low) “correction factors” and such high
tax rates were applied had to with the fear thasérictive monetary policy would not be enough to
cut the link between inflation and wage growth e tPoland of 1989. As it turned out because
corrective inflation was much larger than anticgghand the preconceived growth rates of credit
expansion were not altered real money balancesameatl more than foreseen and SOEs were in
no position to grant large wage increases to thenkers. So, in the first half of 1990 most firms
were nowhere near the ceiling as far as permissillge growth was concerned and hardly any
SOE paid wage penalties. With monetary policy sohswelaxed in the second half of 1990 the
liquidity position of most SOEs improved and mariytteem reached the ceiling in November and
December of that year. However, with the beginnifdl991 the collapse of CMEA trade and
energy deliveries from the Soviet Union that hathégpaid in hard currency caused a deterioration
of the monetary balances of SOEs making it impdsgib grant wage increases. The tax-based

® This equation can be derived if we assume thaeprare a mark-up on wages: P*(QA*W, wherey is a constant, P
and W are prices and nominal wages respectivelilev@iL is output per worker. Taking logs and thmed derivatives
and solving for d log(P)/dt one gets the equatidogdP)/dt = d log(W)/dt — [d log(Q)/dt — d log(ld], which is the
equation in the text.
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incomes policy was thus a rather blunt tool nottebating much to the decline of inflationary
pressures.

The five elements of the stabilization program slidp a hyperinflation in Poland; it also brought
down inflation to relatively tolerable levels batdid not eliminate it altogether. For several gear
there were inflationary expectations and pressumpacting on the price level. It took essentially a
decade to get yearly inflation rates to levels piavg in OECD countries. Still, overall this pantt
the reform program can be considered a succes$ainas inflation was on a downward path
without the danger to accelerate again and insafatudget control could be regained. The
stabilization program also included price liberatian and trade liberalization. Both liberalizason
had been successful since nearly over night equitib in goods markets was established and
shortages disappeared. Trade liberalization wasnthén channel through which competitive
pressures on domestic producers were applied, imgertantly it helped firms to redirect much of
their trade to hard currency areas in a very gheniod of time.

The proposed concrete structural adjustment measliae foresaw rapid privatization of SOEs and
a reform of the tax system within a short periodiofe were not very realistic at least as far as
privatization was concerned. They were more a daiiten of intent than a concrete action plan.
Privatization of retail shops did occur rapidly Itkle expansion of private sector employment was
above all driven by what Schaffer (1993) calls tgtio privatization.” New private firms entering
the market were responsible for job creation insprdportionate fashion. For example, Konings,
Lehmann and Schaffer (1996) show that in 1991 navate firms in the manufacturing sector were
responsible for 20 percent of job creation everr theployment share was only 4 percent. What
Schaffer calls “privatization proper”, that is thavatization of large enterprises was an extremely
slow process, which led policy makers to rethinkitttprivatization strategies. The law on large
scale privatization in its final form still had teait until April 1993 when it was passed by the
Sejm.

The third pillar of the “big bang” reforms was thepport by the Bretton Woods institutions and by
the governments of the OECD countries. This suppad two pillars. First, the IMF and OECD
governments provided 2 billion stabilization funbyided in equal parts. Given the low level of
foreign reserves, this stabilization fund was dedmecessary by the Polish government and the
IMF to be able to defend the zloty against a symud attack. With this large fund at its disposal
the government was credible in its defense of tbiy and no speculative attack occurred. Thus the
stabilization fund was never used. The secondrpiias the write-off of part of Poland’s external
debt. The Polish government asked the IMF to fatdi negotiations with the aim to cancel 50
percent of the debt given by official creditors.Nfarch 1991 a deal was struck between the Polish
government and its official creditors to write & percent of 30 billion US$. A similar deal was
struck later with the commercial creditors of Palanremaining external debt of 13 billion US$.
These write-offs were of vital importance for thediget, since the resulting interest payments did
not drive the deficit out of control. A 500 milliodS$ structural adjustment loan provided by the
World Bank was an important financial source fopiovements in above all the infrastructure of
state administration.

IV.2 The reform program and the behavior of new private firms and SOEs

The economic reforms initiated in January 1990 g solidarity-led government had a clear
macroeconomic focus intent on removing the largeedliilibria in the economy and stopping
hyperinflation. The reform program saw no needniicroeconomic interventions at the firm level.
Instead, the reform team had the conviction that niecroeconomic policies directly affecting
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SOEs, such as the slashing of subsidies, allowamikduptcy and establishing positive real interest
rates, would produce the right incentive strucforemanagers. At the same time it was thought that
those who had been private entrepreneurs in thieatlgrplanned economy and who were hindered
whenever possible by the state bureaucracy to devitlemselves would flourish once all the
irrational constraints of central planning wereeld. It was also clear that transition to a market
economy meant reallocation of labor on a largeesdéthis reallocation was to be played out with
a minimum of social tension then a social safetlypneviding income support for the temporarily
unemployed had to be put in place with the laurfdin@® reforms. We now turn to two of the actors
and their behavior under transition starting offrwnew private firms.

The new private sector was by far the most dynamterms of job creation. Konings, Lehmann
and Schaffer (1996) show in a regression framewmakin 1991 new private firms had a far higher
net employment growth rate than SOEs and privatizetws. Because of this higher capacity of job
creation and because of large entry of new firnte the market once the reform program had
eliminated all barriers to entry private sector &gment soared. The success of new private firms
had historical roots but was also tightly linkedtwihe “shock therapy” applied in January 1990. In
Poland private entrepreneurship was possible inldatee years of the communist regime, when
partial (market socialist) reforms of the centrafilanned economy were introducedlso the
political conflicts in the early 1980s convinced nggoersons to seek their luck outside the state
sector, and these persons learned being an enteepriem pre-reform times. However, under market
socialism the private sector remained restraine@dnnomic shortages, restrictions on trade and
many government regulations. Once the macroeconam@sures of the “shock therapy” took a
hold, the potential of these entrepreneurs wasaghked. In particular, liberalizing imports and
establishing current account convertibility gaveartant impulses. The centrally planned economy
had left many market niches empty, into which tee/mprivate entrepreneurs could now penetrate.
The free flow of imports helped the developmentvbblesale and retail trade above all, but it also
(with a lag) benefited manufacturing and servio®$.course, not all private sector activities
survived the liberalization (especially those didt rsurvive which only took advantage of
distortions in the centrally planned system) b gnoup of experienced entrepreneurs who had
learned their trade under difficult conditions het1980s and the group of new entrants in 1990
were able to engage in profitable activities, sasoeely filling out all the market niches that had
been unoccupied in the centrally planned economy.

Because “privatization proper” stalled in 1990 dfiP1l, SOEs were still the main players with
whom the government had to deal. For the reforngnam to really work it was important that
sooner or later managers of SOEs started to atlpest behavior to the new macroeconomic
environment (Pinto, Belka and Krajewski, 1993). 8oof the SOEs chose to be commercialized
which was conceived as a first step towards praestin® The main difference on paper between
SOEs and commercialized enterprises was relatesbrimorate governance. SOEs had a workers
council which made all important personnel and streent decisions while in commercialized
firms the workers council was abolished and repmlalbg a supervisory board, with four of its
member nominated by the Ministry of Privatizatiordawo by the employees. The de facto power
in well-managed SOEs had, however, shifted to mansagvhich can be explained by the relative
lack of managerial ability in Poland and the feérrising unemployment. So, my discussion
subsumes SOEs proper and commercialized SOEs thredesrm SOE.

"In Czechoslovakia and the GDR such private engregurship was non-existent, in Czechoslovakaiausecafter the
repression of the “Prague Spring” in 1968 no refoitm the economic system were undertaken, whilthénGDR,
being the “front state” of the Soviet camp, a rigjoblication of the Soviet model has always beesymd until 1985
when Gorbachev came to power and the Soviet Uriartesl on perestroika.

8 A commercialized SOE was put under the directrobmif the Ministry and was supposed to be privediavithin two
years. Since in 1990 commercialized SOEs had tawarddges over SOEs many managers applied for
commercialization. Once these tax advantages désapd enthusiasm for commercialization dropped etiyk
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In the first year of the reforms there was reldyivtle adjustment as far as SOEs were concerned.
With adjustment | mean a more efficient use of veses expressing itself in the shedding of
redundant labor and in a cost-conscious use oftspplie imposition of a hard budget constraint
internally in the firm as well as “deep restructgyi. Deep restructuring implies, for example, the
search of new markets, the development of new mtotines, the abandoning of unprofitable
activities and the divestiture of social assets.

The reasons for the inertia observed in 1990 aaditkt half of 1991 were manifold. First, many
SOEs had accounts in dollars and the large devatuat the zloty in January 1990 raised the value
of these accounts in the domestic currency. Seoamtt, the middle of 1991 SOEs paid for their
inputs imported from the Soviet Union with transfeibles not with hard currency. So, their
production was implicitly subsidized. Third, thenwmercial banking sector (essentially regional
spin-offs from the National Bank of Poland) was wety well controlled and was willing to lend
money to SOEs without evaluating the viability ofrfs. Fourth, the larger than expected corrective
inflation reduced real wage costs dramaticallythiifvell-performing SOEs were willing to grant
inter-firm trade credit to SOEs performing badlyl these factors were, however, temporary and
had fizzled out in the first half of 1991. Stillethigid macroeconomic framework imposed by the
“shock therapy” did not force a change in behasibmany SOE managers because they expected
the government to bail out their firms if they wémdrouble like it had done in the past. One @& th
great achievements of the reform team was to ngiverin to mounting pressures from the side of
managers and workers to loosen the no bailout ypoNone of the first three governments ever
budged on this issue. Eventually it dawned on SQiBagers that there would be no help coming
from the government and that they would have tp oel their own devices.

Pinto, Belka and Krajewski (1993) point to the hegeneity of SOE performance. Within narrowly
defined industrial sectors, some firms had engagéeédeep restructuring” and were profitable in
the first two years of transition while others haat restructured and were financially in difficulty
This heterogeneity within sectors seems to imp&t tharket forces had an impact on firms. Those
with better initial conditions and with better mgeas had a superior performance. The imposition
of a rational price system with import liberalizati caused a larger jump in producer prices in
heavy industry than in light industry. So, SOEs ofaoturing heavy goods had been further away
from world prices than SOEs manufacturing light dgoHence, initial conditions were an
important ingredient for the profitability of a mhoction activity after reforms were implemented.
Well performing SOEs were also in possession oérablanagers regarding the marketing and
selling of products. Since these SOEs also shedr labther aggressively they improved
productivity. In SOEs the remuneration of manageas not tied to profits but a multiple of the
average wage in the firm. In spite of this lackdafect incentives many managers were strongly
motivated and worked hard to improve the positidrth@ir firm. One reason for this was the
expectation that they would gain during privatiaatby acquiring shares of the own firm at below-
market prices. Equally important was their repotatio them. They felt that if they did a good job
now, even if not properly remunerated for thatytuld remain as directors after privatization
had occurred or their good reputation would alltvent to find a managerial job easily given the
scarcity of managerial talent in Poland.

The upshot of these considerations is that the @@aonomic stabilization policies in conjunction
with import liberalization eventually imposed a thadbudget constraint and the rational use of
resources, once SOE managers were convinced thaglpovould arrive from the state. In other
words, initiating macroeconomic stabilization pa& and sticking to their pre-determined goals
despite immense social pressures in the end didlgehilne microeconomic behavior of SOEs. The
behavior by SOE managers also implied that chantlirgownership structure of industry, while
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important in the medium run, was not that vitathe short-run. The growth of GDP that we see in
1992 is linked to the growth of production in inthys This growth occurred because of the entry
and the expansion of new firms but also because/ofine SOEs had improved their performance
dramatically. It was this growth of GDP that coroed the Polish public to embrace further
economic reforms. Rovelli and Zaiceva (2011) confthis statement by showing within an OLS
regression that Poland and the Czech Republich&®rnly two countries in the transition region
where the average respondent in the European B&goswavey evaluates the economic changes in
the 1990s positively.

The most important of these further reforms thatenenacted in the late 1990s are briefly discussed
in the next section.

V. The four reforms at the end of the 1990s

V.1 The health care reform of 1999

This reform had above all three aspects. The dispect is related to financing methods. Along the
line of German “Krankenkassen”, regional healthurasce companies were set up and financed
from a national health insurance surcharge. Thesdtthinsurance companies then bought health
services from doctors and hospitals. In additieme financing for health services was provided by
the state, in particular for highly specializedatraent like for example, heart surgery. As a third
source of financing the reform foresaw private pagtrby patients for services not covered in the
list of health insurance companies like for exankestic surgery. The second aspect concerned
the decentralization of health administration hgvthe decision making located at the province
(powiat) level and not at the regional level (wofelztwo level) as it was before. The intention of
this decentralization was to bring health servideser to society since persons living in a proginc
could now vote for the local authorities resporesibbr the decisions made about their health
services. The third leg was the independence dfiedlth care providers. This independence was
particularly relevant in financial terms as the Ibeg@roviders could decide autonomously about
their budgets and received legal status that maden tindependent from the regulations of
budgetary law. The reform thus had good moderniamentions trying to set the financing on a
sounder footing, giving more autonomy to healtreqamoviders and increasing the involvement of
local citizens in the running of the systém.

V.2 The administrative reform of 1999

This reform introduced three levels of state adstiation: the region (wojewdédzstwo), the

province (powiat) and the commune (gmina). The prces had been abolished in 1975 under
communism and were now reintroduced, while theetffons that existed before the reform where
agglomerated into 16. The reduction in the numibeegions was intended to create economically
more viable regions. At the same time within thevharger regions the self-administration bodies

° These good intentions did not all translate indybealth services at the ground. This was mayledls to the many
modifications that the health reform was subjectTiois large number of modifications have some aedeers led to
speak of a reversal of the 1999 health reform. @bsessment goes probably too far, but if theomésreform that has
not been adopted whole heartedly it is the heatbrm. At any rate, throughout the first decadehaf new century
there were loud complaints about poor health dargg waiting list, underpaid and overworked doctargl nurses.
Consequently, the government under Donald Tusktedax new reform of the health care system in 2@uiting a

large emphasis on a more privately run healthdaigtoo early to tell whether these reform eféontill improve Polish

health care.
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received more power at the expense of the presiuletite region (the voivod). This shifting of
power was meant to bring more democracy to theredihe same intent of a deeper penetration of
democratic processes was behind the reemergerthe pfovinces. In summary, the administrative
reform provided more efficient but also more dematicrstructures of state administration.

V.3 The education reform of 1999

Before the reform Poland had the following systefrpie-tertiary education: a comprehensive
primary school cycle lasting 8 years, a secondahpal cycle with two tracks, namely a general
track (lyceum) lasting 4 years, or a vocationatkrthat could last 3 years (basic vocational school
or 5 years (secondary vocational school). Thisyeaaicking of pupils was considered undesirable
by the reformers who established the following seqe of pre-tertiary education: a comprehensive
primary school lasting 6 years, a comprehensivestosecondary school of 3 years (gymnasium)
which was followed by a tracking decision to eitheracademic strand (general secondary school)
or a vocational strand (secondary vocational sgholdhe reformers expected a better average
performance from Poland’s pupils because of thiayde the tracking decision. In addition school
curricula were modernized to make pupils fit fderwledge-based economy.

Polish pupils of § grade took part in the PISA tests of the OECDAA® 2003, 2006 and 2009. A
comparison of the test scores of the 2000 and 2088rts is particularly interesting since the first
group was unaffected by the reforms while the ségoup had definitely only studied in reformed
schools. The mean reading score in 2000 was wi¢thb&fow the OECD average while in 2009 it
was 500, putting Poland above the OECD average (MEX10a). While the share of high
performers increased slightly, the improvemenhmmean reading score was mainly brought about
by a statistically significant fall from 23.2 pentein the share of low performers in 2000 to 15
percent in 2009, where low performers are defiredtadents with a proficiency level below®2.
Thus in 2009, Poland found herself below the OE@Brage of 18.1 percent and had the ninth
lowest share of low performers in the world, ragkin places before Hungary, the next best
transition country, and 16 places above Italy wad Around 21 percent of low performers in that
year. In addition, between 2003, when only a migdnad gone through the reformed schools and
when mathematics was also assessed, and 2009 nagitteeperformance improved in Poland by 5
score points from 490 to 495, getting closer to@ieCD average of 499 score points.

These positive trends occurring between 2000 af®,2Ce. after the reform was implemented, do
not mean, of course, that we can pinpoint a caeféatt of this reform on the performance of Polish
pupils. The World Bank study by Jakubowski, PatsinBorta and Whniewski (2010) attempts to
do this by matching students of 2006 PISA cohothwineir counterparts of the 2000 cohort on
their propensity score, i.e. their probability, Have entered vocational education as students did
before the reform. The authors thus try to see hdrethose who would have entered vocational
education under the old system benefitted fronfabethat they remained one more year in general
education. They show that this delayed entry intxational education had a positive and

19 proficiency levels below 2 are levels 1a and 1le. aMe the description of tasks of these levelthay are given in
OECD (2010b, p. 8):

“Tasks at [level 1a] require the reader to locate or more independent pieces of explicitly statddrmation, to
recognize the main theme or author’s purpose axaabout a familiar topic, or to make a simple roeetion between
information in the text and common, everyday knalgle Typically the required information in the téxtprominent
and there is little, if any, competing information

“Tasks at [level 1b] require the reader to locaténgle piece of explicitly stated information irpeominent position in
a short, syntactically simple text with a familieontext and text type, such as a narrative or @lsidist. The text
typically provides support to the reader, such ggetition of information, pictures or familiar syoib. There is
minimal competing information. In tasks requiringdrpretation, the reader may need to make simpimections
between adjacent pieces of information.”
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significant impact on student performance since ithgrovement was particularly large for this
counterfactual group of entrants into vocationalaadion. This evaluation study still does not catch
the overall effect of the reform on average stugemformance, at best it can establish an impact of
the reform on the sub-group of those switchingrl&devocational education. However, since the
core of the reform was a delayed tracking decistbe, reform seems to have caused at least
partially the improvement in student performanca the channel of those entering vocational
education later. At any rate, the encouraging tedubm this reform are not in doubt, making it
probably the modernizing reform that has been roastiucive to long-run growth.

V.4 The pension reform of 1999

In the 1990s Poland had a pension system thatah@herited from the communist past. Because
of demographic trends but also because of spexialgges to some groups of workers the pension
system like in many countries had great financiifficdlties that needed to be addressed. Chton,
Gora and Rutkowski (2000) estimate that in 2020 fghasion system in its unreformed version
would have generated an annual deficit of 4% of GWRch would be unsustainable in the long
run. So the old-age pension system was in urgezd teebe reformed. Since the early 1990s there
was a vivid debate about which way to reform thespmn system. Eventually the conviction that a
completely new system should be introduced predailed the solidarity-based Buzek government
formulated a radical reform plan which was evenyuatiopted by parliament. It is noteworthy that
predecessor governments, whose principal coalipariner were the post-communists, laid the
groundwork for the reform. The “Act on the SociacBrity System” and the “Act on Pensions”
became law on January/,11999.

The new pension system was conceived as a muli-gystem. The first pillar is still based on the
pay as you go principle, while the second pillafusded through investments. Both these pillars
are mandatory for workers born in 1949 or laterthikd funded pillar is voluntary. The two
mandatory pillars are based on the defined corttabuprinciple, that is benefits are linked to
accumulated lifetime contributions and returns tdase financial returns (second funded pillar) or
the growth of the wage bill (first pillar). When ehreform was enacted the social-security
contribution rate for old age was 19.52 percenth&f gross wage, paid in equal parts by the
employee and the employer. The contributions aleated in a centralized fashion by the Social
Institute of Security (ZUS) and then registeredradividual accounts in both pillars. At the time of
the enactment, two thirds of the contributions weaedicated to the first pillar and one third to the
second pillar.

From the individual future pensioner’s point of wighe pension reform achieved two aims: first it
provided actuarially fair pension benefits sincesth benefits were tightly linked to an individual’s
contribution, a state of affairs that was not pn¢seith the old pension system. Second it
diversified risk since the first pillar is tied ttevelopments in the labor market while the secaort a
third pillars are tied to the capital market. Theerof return in the first pillar is linked to tigeowth
rate of the covered wage bill while the rate otiretin the second and third pillars are tied to the
rate of return on investments. Empirical evidenbews that these two rates are not closely
correlated so that paying contributions to the tywmes of pillars indeed implies diversification of
risk. From the government’s point of view the refiohas created a sustainable system at lower
levels of expenditure in terms of GDP than werenspeefore the reform took place. This
sustainability of the new pension system was baseits future neutrality, that is on the fact that
the not too distant future the present value ofelien would equal the present value of
contributions.
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Implementation of the new pension system meantarease of the effective retirement age by
around 5 years. In the 1990s average retirementvageapproximately 55 for females and 59 for

males. There existed a lot of pension privilegdsrofg early retirement schemes, which were not
touched by the reform. In the new system workergemd cannot retire before the nominal

retirement age, which is 60 for females and 65nfiates. Retiring early for those covered by the
new pension regime is impossible both for legal asdnomic reasons. Pensions paid to early
retirees would be extremely low since they are a@ily adjusted to the age of retirement. People
were in general in favor of the new system, so tingylicitly accepted the retirement age. These
were rather young people, consequently they wetle koncerned about their own retirement.

People born before 1949 were not affected by ttengbs and such left outside the discussion.
Initially the savings were nil for the pension betigince older workers could legally retire early

and did not bear the economic cost implied by tbe system. Now, when the increase of the
retirement age has become effective, the savindbbasme large, amounting to roughly 1 percent
of GDP.

To avoid protests the pension reform law was acemmea by special rules for certain types of
workers, which foresaw generous early retiremeites®es. These schemes turned out to be
expensive to the budget, but they were also palitidifficult to eliminate. It took nearly ten yesa

to solve this problem, when at the end of 2008lalaeon bridging pensions was finally passed by
the Sejm. The law eliminated nearly all types afiping schemes allowing early retirement only in
very special cases based on purely medical desisidre number of potential cases thus dropped to
roughly 1/10 of the previously possible early mtient cases. Moreover, early retirement after the
reform became conditional on earlier additional tabations paid by employers. The surviving
bridging schemes also became limited to specifitods, covering only those workers who started
working in special conditions before 1999. The lavbridging pensions is commonly considered
the most important achievement of the first Tuskegoment in the legislative term of 2007-2011.

The four reforms that | have briefly described hexere a set of modernizing reforms that were
urgently required to keep the country on a strormvth path. Some of the flaws of the initial

reform acts were later ironed out by the first Tugkvernment. The four big reforms were

implemented and enacted during the tenure of amefdendly government, which had its roots in

the Solidarity movement. One needs, however, atsqustice to those governments, which | call
reform-neutral, since under their stewardshipsgrend was often laid for the legislative acts
pushed through by successor governments that vedoenr-friendly. For example, the pension

reform was lively debated in the three left-wingvgoments preceding the Buzek government.
Without this prior discussion it would have beefficlilt to pass the reform in the end. In my

opinion, the continuity of economic reform ideadjieh straddled the political divide and which

resulted in reform legislation on a broad front atsdfine-tuning over time, is the main factor

explaining the astonishing growth performance efBolish economy.

VI. The Polish labor market: reforms and problems

As | touched upon in the introduction, if thereoise area where we cannot really speak of a good
performance, it is the labor market; this statenatéast holds until the aftermath of EU accession
when the unemployment rate came doama employment rose rapidly (see figures 3 and 4). The
main long-term challenge that Polish policy makerxsd regarding the labor market was linked to

1 A serious setback regarding the pension refornumed when personnel of the security services (apulice, etc.)
were taken out of the new system in 2002; the daap@ened to miners in 2005. Both groups were ailyiincluded
in 1999. The second Tusk government is now trymgedverse these costly modifications, but this igodtically
delicate and not easy task.

22



becoming a full member of the EU. Accession to Eueopean Union has generated opportunities
and challenges for Poland as far as the labor mak®ncerned. When prospects are certain that a
country will join the EU, FDI flows become continueand solid, creating jobs in the labor market
of the country that accedes. This job creation lallmore pronounced the better the skill profile of
the workforce of the joining country is. Being paftan internal market permits free movement of
labor in principle often easing the demographicspuees on the domestic labor market. Outward
migration might, however, also result in “brain idfadepriving a new member state (NMS) of
those sections of the workforce that are especiatiéy for productivity growth. However, the main
challenge of EU membership consists in ensuring ttiea labor market becomes competitive in a
broad sense. If we think about being competitieenfithe labor demand side, this implies that labor
market institutions, regulations in general andtthesystem all need to be shaped in such a way as
to boost the willingness of firms to create jobshéff we focus on the supply side, reforms need to
have at least a two-fold thrust to ensure thatibekforce in the new member state is competitive
with workers elsewhere in the union. First, sleNéls of workers need to be developed in tune with
the demand of domestic but also of multinationah§ if a country wants to claim a decent place in
the international production chain. Second, th@addenefit system has to be structured in such a
way as to target those who really need help antheasame time, ensure that the incentives are
pushing workers to prefer work over unemploymennactivity.

Changing the behavior of workers and firms is agiterm process and Poland, like most of the
NMS, has spent nearly a decade before accesstbe U to improve the performance of her labor
market by reforming her institutions. Poland hadn@nage the reforms in the labor market in such
a way that they ensured a transition as smoothoasilge from an economy closed to world
markets to one integrated in world markets (angarticular in EU markets). As we can see from
figures 3 and 4 accession seemed to have givenost ho employment and to have lowered
unemployment in Poland, but this boost only ocaitvecause Poland has been successful, at least
partially, in restructuring her economy and in leedting labor from declining to expanding firms
and sectors increasing labor productivity in a geauashion and not just by labor shedding
(Rutkowski, 2007). We should also note that theyéallowing accession were years of a booming
world economy. It is, therefore, very difficult wisentangle the causal effect of accession on
employment growth.

VI.1 The structure of labor market states and theirtrends

We shall look at participation, employment and upklyment rates as well as the incidence of
long-term unemployment in Polaifdcomparing the Polish numbers to EU-15 averages.ugée
four data points (1998, 2001, 2004 and 2007) inamalysis and disaggregate these data by gender,
education and age and thus go behind the aggregfdigsres 3 and 4.

The participation rates in Poland are lower thakUi15. This comes about because of lower rates
of the young (15-24) and of older workers (55-6F)e young in Poland in the period 1998-2007
had a relatively constant participation rate ofpEdcent compared to an average rate of 35 percent
in EU-15, while the number for the older workers 82 percent and 49 percent respectively. The
difference in the participation rate is particadtriking for persons with lower education

2 The Working Age Population — WAP - (on paper, wom&5-60 years of age, men: 15-65 years of age)bean
decomposed in three states: employment (E), ungmmaot (U) and inactivity (I). The labor force (LEjjuals the sum
of those who have a job plus those who do wanat®a job but do not have one and search for oRes E+ U. The
participation rate is then LF/WAP, the employmesmter E/LF, and the unemployment rate U/L. Long-term
unemployment (LTU) is defined as those workers wveitikontinuous unemployment spell of more than a.yEae
incidence of long-term unemployment is the shartheflong-term unemployed in total unemploymentULd.
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attainment (pre-primary, primary and lower secoggdalling in the Polish case from 38 percent to
29 percent between 1998 and 2007 and rising irEthhel5 case from 55 percent to 59 percent in
the same period. The particularly low activity raik the young could be caused by several
developments: more involvement of young workerthminformal sector, the unwillingness of the

low skilled young to enter the labor market at Elhger spells in full-time education or relatively

few opportunities of part-time employment. Many esldvorkers with low educational attainment

find it particularly difficult to adjust to the newonditions, thus they might become “discouraged
workers” and withdraw from the labor market.

The overall employment rate in Poland fell continsly from about 75 percent in 1989 to 55
percent in 2003 (figure 3). This strong downwarehtt is tightly linked to the aggressive labor
shedding that took place in this period. In theemfiath of the 1998 crisis in Russia we see a
particularly large “shake-out” of unproductive laliaking place in enterprises. That it is a “shake-
out” of low productivity labor can be inferred blyet strong rise of the average real wage in 1999,
the year after the Russian crisis (figure 2). Wattession the employment rate rose continuously
until the world financial crisis stopped this upadrend. The low employment rates for Poland that
we see in figure 3 are in particular driven by lowates for older workers and less educated
workers. For older workers they are about 10 peaggnlower than in EU-15, where they reach
about 40 percent. Workers with less education arehnless employed in Poland, and in all other
NMS for that matter, than in EU-15. Their employmeates in Poland were around 30 percent
throughout the period, roughly 20 percentage pdawer than in EU-15.

The unemployment rates were much higher in Polaad in other CEE economies and in EU-15 in
most years of the reported period. Slicing the tigtgender we see no discernible difference. The
fall in the unemployment rate that acceleratedh@ years after accession can be explained by
outward migration but also by large increases inn@i The incidence of Polish long-term
unemployment was around 50 percent since the Iatgi@s and about 10 percentage points higher
than in EU-15, pointing to the great difficultiektbe unemployed to flow out of this state.

In summary, the least skilled among young and oWiéndraw from the labor market to a much
larger degree than this happens in the EU-15. Wittedrawal can be explained by the inability or
the unwillingness of these workers to adapt torténe labor market conditions during the transition
process. Those older workers and workers with ldacation who remain in the labor market find
less employment opportunities than their countésgarthe old member states. The age group most
affected by unemployment is the young like in thd-E5, the youth unemployment rates are,
however, substantially higher in Poland. SuccesBioksh government promoted active measures
for the young to fight this high youth unemploymehtrigorous evaluation of these schemes has to
my knowledge not been undertaken. Finally, longatememployment is more severe in Poland.
How Polish policy makers dealt with older workersldess educated workers as “problem groups”
we shall see below.

VI.2 Labor Market Institutions and Labor Market Ref orms in Poland

Students of the labor markets in the NMS often hay@osing views on how flexible these markets
have become. While Boeri and Garibaldi (2006) stht¢ labor markets institutions in the NMS
point to relative flexibility, Rutkowski (2007) matiains that their labor markets have still beerdrig

in the first decade of the new century. These ealttory assessments come about because the
authors use different benchmarks for comparisoreriBand Garibaldi compare the institutions of
the NMS labor markets with those of EU-15, whiletlRwvski pursues the idea that the only viable
benchmark should be the labor market institutidisi® Anglo-Saxon countries. In my opinion this
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preference of the latter author is more based ealad)y than facts since if we take a longer-term
view the superior performance of the very flexiBleglo-Saxon labor markets is not certain. In
addition, labor legislation that is relevant forcassion states has to be seen embedded in the EU
social charter and in EU policies of social pratattand inclusion. Consequently, it seems more
plausible to compare labor market institutionshef NMS impacting on flexibility with institutions

as they are prevalent in the EU-15. A sensible wayanalyze the reform of labor market
institutions is to divide the assessment into fesctbat predominantly impact on labor demand and
into factors that mainly influence labor supply.

As far as labor demand is concerned we look atktlfaetors: employment protection legislation
(EPL), the role of unions in collective bargainiagd taxes on labor. The EPL overall index
developed by OECD researchers is a weighted cotepiosiex made up of three separate indices,
the indices for regular contracts, for temporargtcacts and for collective dismissals. The indax fo
regular contracts in Poland is slightly lower theom EU-15, while the index for temporary
employment is substantially lower in Poland. The amdex where the Polish index is larger than
the EU-15 index relates to collective dismissalsc&temporary employment in Poland amounts to
roughly a quarter of all employment and since able dismissals were rare, on the measure of
EPL the Polish labor market exhibits more flexiyilihan the labor markets of EU-15. Important
statistics for collective bargaining are union dgnand union coverage: both these statistics are
much lower in Poland than in EU-15; union densit2006 was 16 percent in Poland and about 39
percent in EU-15. Essentially in Poland, we seear ollapse of the influence of trade unions in
the Polish economy, a development not necessagitgficial®> Union coverage, that is the fraction
of workers to whom a collective agreement appiesnuch lower in Poland (35 percent in 2006)
than in EU-15 (81 percent in 2006). So, also as tieasure the Polish labor market seems much
more flexible than the labor markets of EU-15. Binahe implicit tax rat&’on labor is somewhat
lower in Poland than in EU-15. In summary, fromesndnd perspective, institutional reforms have
made the Polish labor market more flexible thanldber markets in the old member states.

Turning to the factors that influence labor supply look at three factors: unemployment benefits,
non-employment benefits like early retirement schermand disability pensions, as well as the
evolution of wage inequality from early to laterts#tion.

In Poland the unemployment benefit system has goderdramatic changes over the 1990’s. With
rising unemployment, these changes were often tditthy budget considerations. However, as
policy makers became aware of the disincentivectffef a too generous unemployment benefit
system, changes in legislation also reflected giterto increase the willingness of the unemployed
to increase search and take on jobs. At the beggnoi transition, Polish unemployment benefits
were earnings related, open ended and without\agu® work requirement, causing a flooding of
offices of the Public Employment Services by appits for benefits. Within a year,

unemployment insurance benefits were limited to pe& and a previous work requirement was
imposed. By December 1994 earnings related beneéits eliminated and a flat rate amounting to

*The idea that the main impact of trade unions és“thestruction of jobs” in a firm, sector or theomomy, is not

shared by all students of trade unions. Applyingeit Hirshman’s concept of “exit” and “voice” tatte unions, some
economists maintain that trade unions can givec&/bto workers’ concerns about inefficiencies thiay observe

regarding production and organization in a firmaansequence the existence of trade unions raayhally increase
the efficiency in the labor market. Other researsii@ave pointed to the large transactions costsatiige in the case of
bargaining at the individual level in large firmigade unions can clearly reduce these transactists.c

! The implicit tax rate on employed labor is defiresithe sum of all direct and indirect taxes anglepees' and

employers' social contributions levied on employablor income divided by the total compensation wiplyees

working in the economic territory increased by &ra wage bill and payroll.
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36% of the average wage was introdutedhus within a few years, major aspects of the
unemployment benefit system were overhauled byRbksh government with an eye on both
reducing budgetary pressures as well as increabmgearch effectiveness of the unemployed.
Relative to EU-15 the level of unemployment besdfids become not very generous; especially for
the long-term unemployed income support is verytéchand since it is provided by cash-starved
municipalities often only on paper. So, clearly Baish unemployment benefit system as it is now
should create few disincentive effects to searchwviark.

As we have seen, activity and employment ratesladgraand less skilled workers have been low
from the early nineties until 2007. Polish policyakers strongly contributed to the withdrawal of
older workers by introducing an array of measuted spurred these workers on to retire long
before the statutory retirement age. Throughoutiheties invalidity and disability pensions were
the main income support measure for these work®siparisons with OECD countries show that
while the fraction of workers with impaired ability work'® was roughly the same in Poland and
other OECD countries in the 1990’s, Poland, in 19&81 182 persons in 1000 who received an
invalidity pension in the age bracket 45-54, wlhiile average in the OECD was 73 persons in 1000.
The pension reform enacted in 1999 reduced thevinfif new disability pension claimants. With
an economy deteriorating in 1999, this reducedwmfivas completely compensated by an increased
inflow of early retirees. The majority of these lgaetirees have been unemployed workers who
were still in working age. Thus increasing expemdis on the early retirement of unemployed
workers was a consciously chosen policy to “deatd/a substantial part of the unemployed. For
example, in the years 2003-2004, 40% of unempldgtdieen the ages of 55-64 were given early
retirement packages, while for the age groups 4&fi#115-44 the percentages were 19% and 11%
respectively. Since early retirement schemes wemnsidered passive labor market policy measures,
these pensions were paid out of the Labor Fund. WHjile in 1997 6.4% of LF expenditures were
destined for early retirement pensions, in 1998 #iiare was already 20.3%, reaching 47.2% in
2004. Thus, the increase in expenditures on eatiyement pensions did not only push older Polish
workers out of the labor force, it also crowded expenditures on active labor market policies.
Only the discussed reforms of the Tusk governmer#008 have nearly entirely eliminated these
bridging schemes.

By providing strong income support for older workértent on withdrawing from the labor market
Polish governments clearly encouraged such behaliotimes of a sustained up-turn, some of
these workers might have been in demand. A toorgasesarly retirement policy might, therefore,
in some sense “overshoot” the target of downsizivgworkforce and be very inefficient in the
medium run. On the other hand, as already statewh & political and social point of view this large
downsizing of the workforce in times of prolongedidarge-scale labor shedding might be the only
way to ensure enough social cohesion. So, the tidation” of older workers or workers who are
unwilling to adjust to the new labor market cormlits generated a major trade-off for Polish policy
makers. On the one hand, “deactivation” is requiredimes of large excess supply of labor to
avoid social turmoil. On the other hand, “deacimait is difficult to reverse in times of excess
labor demand, which occurred in the years 2004-200&n the world economy boomed. To find
the right level of “deactivated” workers and avaidershooting this level is a difficult task that
Polish policy makers did not resolve satisfactorily

The success of the educational reform can alsostableshed by looking how it impacts on the
distribution of wages. Under central planning thage distribution in Poland was compressed

!5 Those without previous employment were entitleignefits close to the minimum wage!
'® Having impaired ability to work does not meancofirse, that persons with such an affliction amametely unable
to work.
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reflecting low returns to education. In table 2 @@ see the evolution of the distribution of wages
for Poland and compare this evolution to the wagectires in France and the United States. For
Poland, we see a steep increase in the ratio &'the the #' decile, and a relative mild increase in
the ratio of the median to thé' Hlecile between 1992 and 2006. It is striking atr the same
period the median worker gains relatively littleth@ worker in the first decile. In other wordsg th
large rise in inequality is mainly caused by gamshe upper part of the distribution, i.e. because
highly skilled workers are compensated for the &stjon of skills. What is also striking is these

in the incidence of low pay to roughly one quadérll employed by the year 2004. Poland thus
reaches the same low pay incidence as exhibit thitetl States, one of the OECD countries with
the highest fraction of low pay workers. The Uniteidtes also has one of the most flexible labor
markets in the developed world with a relativelyegual distribution of earnings during the 1990’s
and in the new century. At the time of accessiata®d has a slightly less unequal distribution than
the United States. Strikingly, France shows thetragsal distribution of earnings among the three
countries with far lower ratios of the median te tii‘ decile and of the™to the # decile. Thus,
the evolution of the earnings distribution allows to draw the conclusion that in late transition
Poland had wages that seem to be correlated wathelative scarcity of labor skills and that as far
as the structure of remuneration is concerned tiistPlabor market is closer to the labor market of
the U.S. than to other continental European labankets.

In summary, from the demand side the Polish labarket has become more flexible than the EU-
15 labor markets. Looking at factors impacting lo@ $upply, the unemployment benefit system has
become non-generous and has eliminated the diginesrio search for a job. At the same time for
nearly two decades there existed large scale Imgdgchemes that “deactivated” older and low-
skilled workers. Well educated workers can commiahatively high wages while there is a large
section of the workforce employed in low paid joGB®mpared to most continental European labor
markets the Polish labor market has thus becomgefleible and responsive to the needs of Polish
firms, which via a tortuous and long way of sheddimproductive labor and of restructuring have
become competitive in world and EU markets.

VII. Conclusions

The impressive growth performance of the Polistmeawny since 1992 is intimately related to the
persistence of reform efforts by successive Palshernments over two decades. These reform
efforts occurred despite a relative fractured andtable political landscape in the 1990s. Large
reform packages were implemented by the Mazowiggkiernment at the beginning of the
transition to a market economy and by the Buzekeguwent at the turn of the 2tentury. Both
these government were located at the right andecaftthe political spectrum as were the other
governments that implemented important reforms. Suezess of the reforms was possible because
of a virtuous cycle: right-center governments addpeforms, which imposed costs in the short-run
to large sections of the population. As a consecgietie right-center governments were voted out
of office and left leaning governments took oveowgver, these left leaning governments did not
reverse any of the reforms of their predecessans #nsuring that the reforms could produce
positive effects that inclined a majority of Pol@svote for a right-center coalition in the next
voting cycle, i.e. for a reform-friendly governmeAmong policy makers responsible for economic
issues there existed a broad consensus about tlexagjgeform path that Poland had to take
independent of party affiliation. So, while leftaleing governments did not enact major reform
projects they did prepare the enactment by leatliagdiscussion of reforms projects in the public
and in the legislative bodies.

Painting with a broad brush, we have three largeks of reforms occurring in the two decades
since the communists relinquished power. We hagdatge block of reforms of the Mazowiecki
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government, spearheaded by the group of econoanstsxd Leszek Balcerowicz, which stabilized

the economy and put it on its path to a marketnbe economy. The second block are the large
modernizing reforms of the Buzek government, wthie first Tusk government fine-tuned some of

these earlier reforms. Of course, other governmalss enacted reforms, individually of lesser

importance, but their sum contributing to the modeation of the Polish economy to the same
degree.

The modernization of the Polish economy involveel tbstructuring of SOEs and privatized firms
implying large labor shedding and the “shake-out'wmrkers unproductive in the new demand
constrained economic environment. This tortuous praonged process released many persons
who had great difficulties in finding re-employmermibove all older and less skilled workers.
Successive Polish governments were not able totegriate these workers into employment, and
chose to “deactivate” a large fraction of them lgrging them relatively generous disability or
early retirement pensions. So, when one hails teat@rowth performance of the Polish economy
and the implementation of a consistent reform ageoyl Polish policy makers as its underlying
cause, one should not ignore that for more thare@adk a substantial fraction of the Polish
workforce did not actively participate in the ecano life of the country.
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FIGURES

Macroeconomic indicators of transition countries, td member states of European Union and
the United States

Figure 1. GDP dynamics in Poland, CEE; CIS, EU-15nd US

GDP as % of 1989
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Notes: Unweighted averages for CEE; CIS and EUFh&.data are taken from EBRD and OECD databases.
CEE= Central and Eastern Europe; CIS=Commonweélitdependent States; EU-15=15 old member
states of European Union, US=United States.

Figure 2. Poland - Dynamics of labor productivityand real wages (as % of 1989)
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Sources: Polish Statistical Office, IMF and WorlcbBEomic Outlook Database
Notes: Labor productivity=GDP (in 2000 prices)/eoyrhent (end of year);
Real wages (in 2000 prices).
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Figure 3. Employment-to-population ratios in Poland CEE, CIS, EU-15, and US.
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Notes: 15-64 for EU-15 and 16-64 for US. Unweighagdrages for TEs and EU-15.
The data are taken from TRANSMONEE and OECD datxbas

Figure 4. Unemployment rates in Poland, CEE; CIS, B-15, and US.
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databases.
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Figure 5. A supply constrained Economy and Correctie Inflation

Price level
A
PE """""""""""""""""""""
Pa
AD
Aggregate Output

Qs Qb

QD(PA) — QS (Pa) = Excess Demand at Administered Price level
Pe— PA = Change in Price Level after Price Liberalization = Corrective Inflation
brought on by Price Liberalization
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Figure 6. Taxonomy of Economic Reform in a Transiton Context — The Time Dimension
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Table 1. Polish governments and their most importanlegislation regarding the economic sphere

Government
(Name of prime
minister)

Reform and description

Act: name and short desoript

Act

passed on

announced

took effe
on

ct

TadeuszMazowiecki

Balcerowicz Plan

The preparations of the Plan started in SeptemB88.1It consisted of 10 Acts, which were passed

signed in December.

and

The Act abolished the principle under whig
unprofitable state-owned companies were finan
from budget and allowed state-owned companie
declare bankruptcy.

hAct on Financial Economy of State-owned Compar
c@dstawa z dnia 27 grudnia 1989 r. o zmianie
slistawie o Gospodarce Finansowej Przguerstw
Parstwowych), (Dz. U. 1989 nr 74, poz 437)

i23.12.1989
W

30.12.198¢9

01.01.19¢

D0

The Act prohibited the central bank to finance
budget deficit and issue unlimited amount
money.

thect on Bank law and National Bank of Pola
qUstawa z dnia 28 grudnia 1989 r. o zmianie us
Prawo bankowe i 0 Narodowym Banku Polskim), (l
U. 1989 nr 74, poz. 439 z dn. 30.12.1989)

n@8.12.1989
taw
Dz.

30.12.198¢9

01.01.19¢4

D0

The Act abolished preferential loans for statékct on Credits (Ustawa z dnia 28 grudnia 1989 1

owned companies and tied interest rates to infia
rates.

tiaporzadkowaniu stosunkéw kredytowych), (Dz.
1989, nr 74, poz. 440)

.48.12.1989
U.

30.12.198¢

01.01.194

D0

The Act introduced tax on extensive wage gro
(so called popiwek).

vilct on Taxation of Excessive Wage Growth (Ustaw
dnia 27 grudnia 1989 r. o opodatkowaniu wzrg
wynagrodzé w 1990 roku, (Dz. U. 1989, nr 74, pqg
438 z dn. 30.12.1989)

a27/.12.1989
stu
Z.

30.12.198¢

01.01.194

D0

The Act uniformed tax rule for all sectors of t
economy.

héct on the New Rules of Taxation (Ustawa z dnia
grudnia 1989 r. o zmianie
regulupcych zasady opodatkowania), (Dz. U. 1989
74, poz. 443 z dn. 30.12.1990)

28.12.1989

niektérych ustaw

nr

30.12.198¢9

01.01.19¢4

D0

The Act allowed companies with foreign capital
repatriate their profits and exempted them fr
paying the tax levied on extensive wage grow
The Act obligated those enterprises to sell fore
currencies to the state. The exchange rate wdsy/s
the central bank.

tédct of Economic Activity of Foreign Investor
pustawa z dnia 28 grudnia 1989 r. 0 zmianie ustaw
ithasadach prowadzenia na terytorium Pols
idRzeczypospolitej Ludowej dziatalémi gospodarcze
etv zakresie drobnej wytwdérczo przez zagraniczn
osoby prawne i fizyczne oraz ustawy o dziatébng
gospodarczej z udziatem podmiotéw zagranicznyd
(Dz. U. 1989, nr 74, poz. 442 z dnia 30.12.1989).

$28.12.1989
vy

kiej

Y

h.),

30.12.198¢

01.01.194

D0

The Act introduced internal convertibility of th
zloty, abolished the state monopoly in internatio
trade and obligated companies to sell fore
currencies to the state.

eAct on Foreign Currency (Ustawa z dnia 28 grud
N&989 r. o zmianie ustawy — Prawo dewizowe), (Dz,
igk989, nr 74, poz. 441 z dnia 30.12.1989)

niz8.12.1989
u.

30.12.198¢9

01.01.19¢

D0
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The Act introduced the same customs law for evefgt on Customs Law (Ustawa z dnia 28 grudnia 1928.12.1989| 31.12.1989 01.01.1990
business entity. r. — Prawo celne), (Dz. U. nr 75, poz. 445 z dnia
31.12.1989)
The Act regulated the responsibilities [oAct on Employment (Ustawa z dnia 29 grudnia 1980929.12.1989| 31.12.1989 31.12.1989
unemployment agencies. o zatrudnieniu), (Dz. U. 1989, nr 75, poz. 446 mdn
31.12.1989).
Act guaranteed severance pay and temporagt on Special Circumstances of Laying off Worker38.12.1989| 27.01.1990 27.01.1990
unemployment benefits for those who lost the{tUstawa z dnia 28 grudnia 1989 r. o szczegolnych
jobs. zasadach rozwzywania z pracownikami stosunkow
pracy z przyczyn dotyezych zaktadu pracy oraz |0
zmianie niektorych ustaw), (Dz. U. 1990, nr 4, ptQ.
z dnia 27.01.1990)
In this period, three more acts strictly conneatéti the Plan were passed.
The Act specified ways of privatizations ahdct on Privatization of State-owned companjes3.07.1990| 01.08.1990 01.08.1990
conditions under which it can be conducted. (Ustawa z dnia 13 lipca 1990 r. o prywatyzdcji
przedsgbiorstw pastwowych.), (Dz. U. 1990, nr 51,
poz. 298 z dnia 01.08.1990)
Dito (Ustawa z dnia 13 lipca 1990 r. o utworzeniu Mirast 13.07.1990| 01.08.1990 01.08.1990
Przeksztalce Whasngciowych), (Dz. U. 1990, nr 51
poz. 299 z dnia 01.08.1990)
The Act abolished the state monopoly in insuranéet on Insurances (Ustawa z dnia 28 lipca 1990 1.28.07.1990| 28.08.1990 28.08.1990
services. dzialalngci ubezpieczeniowej), (Dz. U. 1990, nr 59,
poz. 344 z dnia 28.08.1990)
Krzysztof Bielecki Taxation development Act on Personal Income Tax (Ustawa z dnia 26 lip@6.07.1991| 10.09.1991 01.01.1992
1991 r. o podatku dochodowym od osoéb fizycznych),
The government passed three acts on taxation(De. U. 1991, nr 80 poz. 350 z dnia 10.09.1991)
Poland. Acts introduced Personal Income Tax padt on Taxes and Local Charges (Ustawa z dnigd 12.01.1991| 30.01.1991 30.01.1991
specified regulations on Corporate Income Tagtycznia 1991 r. o podatkach i optatach lokalnych)
local charges and other types of taxes (propery {@z. U. 1991, nr 9, poz.31 z dnia 30.01.1991)
etc.). Act on Corporate Income Tax (Obwieszczeni@3.06.1991| 11.06.1991 11.06.1991
Ministra Finanséw z dnia 3 czerwca 1991 r. w speawi
ogtoszenia jednolitego tekstu ustawy z dnia |31
stycznia 1989 r. o podatku dochodowym od o$éb
prawnych.), (Dz.U. 1991, nr 49, poz. 216 z dpia
11.06.1991)
Jan Olszewski
Waldemar Pawlak |
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Hann Suchocka

Introducing Value Added Tax and ExTizx J Act on VAT and Excise Tax (Ustawa z dnia 8 styczni28.01.1993

First steps to introduce VAT were taken by

Government of Jan Krzysztof Bielecki but the A
was rejected by the Sejm. On"3@pril 1992 started
the preparations on new act (Government of
Olszewski). The Act was submittedto the Sejm
June 1992 and passed dhXnuary 1993.

cakcyzowym), (Dz. U. 1993, nr 11, poz. 50)

Jan
n

h&993 r. o podatku od towardéw i ustug oraz o podatku

05.07.1998

Privatization Program (Program Powszech
Prywatyzacji)

The new Act introduced regulations on Natio
Investment Funds.

Every citizen of Poland received special persa
voucher. Those vouchers could have b
exchanged into shares of companies, which y
part of National Investment Funds.
Duration of the Program was planned for the yg
1994 to 1998.

néct on National Investment Funds and th
privatization (Ustawa z dnia 30 kwietnia 1993 r|
nalarodowych funduszach inwestycyjnych i i
prywatyzacji), (Dz. U. 1993, nr 44, poz. 202)

nal

pen

ere

ars

e30.04.1993
o]
ch

13.06.1993

Waldemar Pawlak I

Strategy for Poland (StratedgaRblski)

Main assumptions can be found in citation given
the following footnoté”:
The Strategy was being implemented till 1997
three following governments (The seco
Government of WaldemarPawlak, the Governm
of Jozef Oleksy and Government of Wiodzimie
Cimoszewicz). In all of those governments f{
Minister of Finance was Grzegorz Kotodko (one
the authors of the Strategy).

The Strategy did not assume introducing big charn
in law.

by
nd
ent
2z
he
of

ges

Redenomination

Already in 1989, there was first conception
redenomination. On 17 July 1990, the Head d
National Bank informed about this idea. Fra
December 1990 to February 1992 first bankng
and coins were issued but because of forgerie
1992 and 1993, new security feature had to

Act on Redenomination (Ustawa z dnia 7 lipca 199
ad denominacji ztotego), (Dz. U. 1994 nr 84 poz.)38¢
f
m
tes
s in

be

407.07.1994
)

introduced®.

01.01.199%

Y"Grzegorz W. Kotodkdtrategy for Polangdin: Working Papersinstitute of Finance, No 40, 1998ittp://www.tiger.edu.pl/kolodko/working/if/IF_workiy_papers_nr40.ppf

Byww.muzhp.pl(Muzeum Historii Polski)
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The Act on Redenomination was passed Brdaly
1994.

Jozef Oleksy

Wiodzimierz
Cimoszewicz

Jerzy Buzek

Pension System Reform — introductionnefv,
actuarially fair old-age pensions system t

replaced ineffective defined-benefit system. Thebezpieczé spotecznych), (Dz. U. 1998 nr 137 pqg
new system consists of 3 pillars: the PAYG syste®87 z dnia 10 listopada 1998 r.),
managed by FUS (Social Insurance Fund managed

by ZUS), the capital pillar managed by Open Qldxct on Pensions

Age Pensions Funds (OFEs) and volunt
individual retirement savings. The contributioner
was set at 19,22% (7% for OFE), paid in equal p

by employees and employers. The new system is
compulsory (with some exceptions) for all ngn-

farmers born in 1949 and later. Some occupati

groups (i.e. miners or police officers) remained

privileged. There is also a separated pension 1sy.
for soldiers.

The second big pension system in Poland is
farmers and their families and is managed by KR
(KasaRolniczegoUbezpieczeniaSpotecznego). T
pay very little pension contribution, receive srea
benefits and the whole system is practica
financed by the state budget.

Act on the Social Security System
n@tUstawa z dnia 13 pdziernika 1998 r. 0 system

13.10.1998
e

N

01.01.1999

atrentach z Funduszu Ubezpiegz8potecznych), (Dz
akis 1998 nr 162 poz. 1118)

pnal

ste

17.12.1998

a(Wstawa z dnia 17 grudnia 1998 o emeryturach i

for
us
hey
I
lly

01.01.1999

Education System Reform

Act on Education System

(Ustawa z dnia 8 stycznia 1999 r. — Przep

1999 nr 12, poz. 96)

wprowadzajce reforng ustroju szkolnego), (Dz. U.

08.01.1999
isy

27.02.1999

Health Care System Reform
Health Care System decentralization

Act on Change in Public Health Care System
(Ustawa z dnia 3 grudnia 1999 r. 0 zmianie ustaw
powszechnym ubezpieczeniu zdrowotnym), (Dz.

03.12.1999

ly O
u.

1999 nr 109, poz. 1236)

29.12.1999

29.12.1999
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Administration Reform

Introduction of 3-Stage administrative division
the country (gmina, powiat, wojewddztwo). Ne
administrative division was valid sincé' January)
1999.The number of wojewddztwa was redu
from 49 to 16.

Act on Administrative Division of Poland

ofUstawa z dnia 24 lipca 1998 r. o wprowadze
virgjstopniowego podziatu terytorialnego fiswa),

(Dz. U. 1998 nr 96 poz. 603)
ced

24.07.1998
niu

28.07.1998

28.07.1998

Leszek Miller

Hausner Plan (Plan Hausnera)

The Hausner Plan was a package of acts. Its
was to improve the condition of public sec
finances. The Plan assumed inter alia: change

aim
or
s in

pension and benefit valorization, reform of the

Agricultural Social Insurance Fund (KRUS
reorganizing sickness and disability benef
imposing higher social insurance contributi
requirements on the self employment, pushing
the retirement age for women to 65.

Despite the fact that the Government
MarekBelka continued implementation of the PI
the largest part of it was newer introduced.

)1
ts,
on

up

of
an,

Marek Belka |

Marek Belka

Kazimierz
Marcinkiewicz

The government started preparation of the Pu
Finance Reform and changes in taxation.
Minister of Finance was ZytaGilowska (from 22
September 2006 to"7September 2007), a form
member of PO.

blic

The

th
or

Jarostaw Kaczjski

The preparations of Reform were continued. ]
Minister of Finance was again ZytaGilowska (frg
10" September 2007 to f@8November 2007).

The Program of the Reforms assumed inter alia:

he
m

v' The consolidation of the public sector and

local government budgets;
v" Removal of all special-purpose fun
handled by local governments;

s

v' Transparency in the spending of public
funds;

v' Introduction of the audit at central
institutions and larger local governmental
units;

v' The reduction of disability and survivals’
pension contribution (skladkarentowa),
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(first reduction on 1 July 2007, secon
one on 1 January 2008)

v" The treatment of EU funds as state bud
revenue;

)

get

Donald Tusk |

The government passed on 27th Aug089 Act
on Public Sector Finances.

The Act scrapped most of central and lo
governmental budget unities.
government to prepare Multi-year Natior
Financial Plans spanning four years and an offi
budget of EU funds. The Act retains also th
safety thresholds for the public debt (at 50%, 5
and 60% of GDP) which trigger mandatory fis
adjustment.

In 2010 the amendment for the Act was passed.

The amendment introduced expenditure r
According to that rule, discretionary and new fix
expenditures may not grow by more than 1% in

term annually. The next change was introductio

medium-term planning, also in local governments.

The amendment introduced also an additig
mechanism for protecting public finances throu
the introduction of conditional VAT rate rises.

Act on Public Sector Finances (Ustawa z dnia
sierpnia 2009 r. o finansach publicznych), (Dz.Ny.
cab7 poz. 1240)

It obligated the

al
cial
ree
5%
cal

lle.

ed

eal
of

nal
gh

217.08.2009

24.09.2009

01.01.2010

The abolition of early retirement privilege for se
occupational groups and introduction of old-g
pensions paid to older workers, who retired bef
the standard retirement age (bridge benefit).

Reduction of the part of old-age pensi
contribution of the second, capital pillar (OFE
from 7% to 3,5% percent (the reduction for thetf
few years is bigger). This part of SSC will be us
to pay current old-age pensions but can be infigr
just like the money in OFEs. Introduction of high

nAct on Bridge Benefis (Ustawa z dnia 19 grudnia®
ge o emeryturach pomostowych), (Dz. U. 2008 nr }
op®z. 1656)

on
shct on Change in Pension System (Ustawa z dnig
renarca 2011 r. o zmianie niektérych ustawaasnych
ed  funkcjonowaniem systemu ubezpietZ
tepotecznych), (Dz. U. 2011 nr 75 p0z.398)

er

limits on investing in stocks for OFEs.

19.12.2008
P37

25.03.2011

A 25

e

31.12.2008

08.04.2011

01.01.2009

01.05.2011
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Raising the VAT rates up by 1 percentg
point(from 7 to 8 percent and from 22 to 23 perke

gAdct on changes on acts
2rimplementation of budget act(Ustawa z dnia
listopada 2010 r. o zmianie niektérych ust
zwiagzanych z realizagjustawy budetowej), (Dz. U.
2010 nr 238 poz. 1578)

connected with6.11.2010

26
aw

17.12.2010

01.01.2011

Donald Tusk Il

Introduction of tax on selected ftsgsilver and
copper)_(budget)

Raising up the disability and survival pensi
contribution (sktadkarentowa) by 2 percenta
points_(budget)

Pushing up the retirement age of men and wome
67 years (in 2020 for males and 2040 for femal
(expose)

Reduction of old-age pension privileges of seleg
state employees, mainly the police, prison gua
etc. (expose)

Plans of changes in the money transfers betw
FUS (Social Insurance Fund, managed by ZU
state budget and OFE
(OtwarteFunduszeEmerytalne, Open  Old-A
Pension Funds, the companies managing the pa
old-age pension contributions in the second, ch
pillar): since 1999, the whole old-age pens
contributions have been collected by ZUS and a
of it has been transferred monthly to OFEs (in ¢
or more precisely- as bank transfers). The s
budget transfers money in this amounth back
ZUS. Minister of Administration
Development  (Ministerstwo  Administraciji

Cyfryzaciji) is working on introduction of long-term

state bonds (pension bonds) that should rep
money transfers to OFEs, so as to reduce
borrowing needs of the state and, consequently,

and IT

Project of Budget Act for 2012
Projekt Ustawy buiktowej na rok 2012, praty
poprzez Rad Ministréw 6.12.2011,

\ge

rhtep://www.premier.gov.pl/files/download/5678.pdf
es)

ted
rds

een
S),
S
ge
irt of
Dita
on
part
ash
tate
to

lace
the
als

public sector deficit and public debt.

Expose of Prime Minister Donald Tusk, 18.11.2011

Sources: http://isap.sejm.gov.pl/; www.money.pl; www.pb.pl; www.obserwatorfinansowy.pl; www.gazeta.pl; www.wikipedia.pl;www.premier.gov.pl.
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Table 2. Evolution of dispersion of wages: Francd?oland and United States

Time 1992 1994 1996 1998 2000 2002 2004 2006
Country
France Low Pay Incidence* . . . . . .
Decile 5/Decile 1 1,6 1,6 1,6 1,6 15 15 1,5
Decile 9/Decile 1 3,2 31 31 31 3,0 3,0 3,0
Decile 9/Decile 5 2,0 1,9 1,9 1,9 2,0 2,0 2,0
Poland Low Pay Incidence* 14,3 17,6 18,4 18,8 . 22,1 235
Decile 5/Decile 1 1,6 1,7 1,8 1,8 " 2,0 2,0
Decile 9/Decile 1 2,9 3,4 3,5 35 " 4,1 4,2
Decile 9/Decile 5 1,8 2,0 2,0 2,0 " 2,1 2,2 "
United StatesLow Pay Incidence* 23,2 25,1 251 245 24,7 235 239 242
Decile 5/Decile 1 2,1 2,1 2,1 2,0 2,1 2,1 2,1 2,1
Decile 9/Decile 1 4,4 4,5 4,6 4,5 4,5 4,7 4,8 4,8
Decile 9/Decile 5 2,1 2,2 2,2 2,2 2,2 2,3 2,3 2,3

Source: OECD. *Less than two-thirds of median aageiof all workers.
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Appendix

Table Al. Polish governments and their party compason plus composition of opposition parties

Government Duration Tenure of Coalition Opposition Comment
(Prime Minister) the Sejm
Tadeusz Mazowiecki 24.08.1989- X Solidarngé — ZSL — PZPR — SD In 1990 ZSL transformed into PSL.
25.11.1990
Jan Krzysztof 12.01.1991-
Bielecki 05.12.1991 X KLD — ZChN - PC - SD
. 23.12.1991- uD ,KLD, PPG
Jan Olszewski 05.06.1992 | PC - ZChN - PSL-PL
05.06.1992-
Waldemar Pawlak | 07.07.1992 I PSL
Hanna Suchocka 11.07.1992- | UD — KLD — ZChN — PChD - SdRP SdRP was a predecessor of SLD.
u 18.10.1993 PPPP — PSL-PL
26.10.1993- uD, UP In 1994 KLD and UD joint together and
Waldemar Pawlak Il 01.03.1995 Il SLD - PSL - BBWR established UW.
. 06.03.1995- UupP, UW
Jozef Oleksy 26.01.1996 Il SLD - PSL
Wiodzimierz 07.02.1996- UP, UW
Cimoszewicz 17.10.1997 . SLD —PSL
31.10.1997- PSL, SLD At the end of tenure UW left the coalition
Jerzy Buzek 15.10.2001 1] AWS - UW
. 19.10.2001- PO, PiS, LPR, Samoobrona PO and PiS have theinsriig former
Leszek Miller 02052004 |V SLD - UP - PSL coalition AWS-UW.
02.05.2004- PSL, PO, PiS, LPR, SDPL
Marek Belka | 19.05.2004 v SLD - UP Samoobrona
11.06.2004- PSL, PO, PiS, LPR, SDPL
Marek Belka Il 15.10.2005 v SLD - UP Samoobrona
Kazimierz 31.10.2005- . PO, PSL, SLD
Marcinkiewicz 10.07.2006 v PiS — Samoobrona — LPR
. 14.07.2006- . PO, SLD, PSL
Jarostaw Kaczjski 05.11.2007 \% PiS — Samoobrona — LPR
16.11.2007- PiS, SLD
Donald Tusk | 18.11.2011 VI PO - PSL
Donald Tusk I 18.11.2011- Vil PO - PSL PiS, SLD, RP, SP
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Explanations for party labels

AWS — Akcja Wyborcza Solidarnosé (Solidarity Electoral Action)

BBWR — Bezpartyjny Blok Wspierania Reform (Nonpartisan Bloc for Support of Reforms)

KLD — Kongres Liberalno-Demokratyczny (Liberal Democratic Congress)
LPR — Liga Polskich Rodzin (League of Polish Families)

PC — Porozumienie Centrum (Centre Agreement)

PChD — Partia Chrzescijariskich Demokratéw (Party of Christian Democrats)
PiS — Prawo i Sprawiedliwos¢ (Law and Justice)

PL - Porozumienie Ludowe (People’s Agreement)

PO — Platforma Obywatelska (Civic Platform)

PPPP — Polska Partia Przyjaciot Piwa (Polish Beer-Lovers’ Party)

PSL — Polskie Stronnictwo Ludowe (Polish People’s Party)

PZPR — Polska Zjednoczona Partia Robotnicza, (Polish United Workers’ Party)
RP — Ruch Palikota (Palikot’s Movement)

Samoobrona Rzeczpospolitej Polskiej — Self-Defense of the Republic of Poland
SD — Stronnictwo Demokratyczne (Alliance of Democrats)

SDPL — Socjaldemokracja Polska (Social Democracy of Poland)

SLD — Sojusz Lewicy Demokratycznej (Democratic Left Alliance)

SP — Solidarna Polska (United Poland)

UD — Unia Demokratyczna (Democratic Union)

UP — Unia Pracy (Labour Union)

UW - Unia Wolnosci (Freedom Union)

ZChN - Zjednoczenie Chrzescijarisko-Narodowe (Christian National Union)
ZSL — Zjednoczone Stronnictwo Ludowe, (United PetspParty)
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