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0 : Mr. L. A. Whittome DATE: December 18, 1978
FROM Geoffrey Tyler ﬂ;)
SUBJECT : Poland--Relations With the GATT

The attached report prepared by Mr. Allen from the Geneva Office
is of some interest, since many of the factors and data it deals with are
relevant to R&ma#nia.. Very briefly, the main subjects of discussion:

(1) The incidence of restrictions on Polish exports, especially
those by the EEC.

(2) The fulfillment of Poland's éommitment‘to increase its imports
from GATT members at specified rates. In 1976 and in 1977 there is apparently
some doubt about whether the required growth occurred.

(3) The incidence of counter-purchase obligations in trade of
GATT members with Poland. ©Poland took the usual line that there are no
formal requirements for counterpurchases, but that enterprises in Poland, as
elsewhere, take into account their own interest.

Attachment




GO/GATT/78/64

December 12, 1978

Report on the Meeting of the Working Party on Trade with Poland

1. Introduction and summary

The Working Party on Trade with Poland met on QOctober 16, 1978
under the chairmnshib of Mr. P. R, Barthel Rosa of Brazil to conduct the
Tenth Annual Consultation under Poland's Protocol of Accession. l/ The
Working Party examined data on Poland's trade with contracting parties and
discussed the impact on such trade of the world economic situation, the
Polish balance of payments, and discriminatory quantitative restrictions still
maintained by a few contracting parties. The Working Party also discussed
the fulfillment of Poland’'s commitment toimport at a specified rate from con—
tracting parties.

The Working Party considered the question of the termination of the
transition period under the Protocol of Accession. Such a termination would
involve the elimination of discriminatory guantitative restrictions by those
contracting parties still applying them. These countries, the European
Communities, Norway and Sweden, maintained that the time was not ripe to
eliminate such restrictions and, therefore, the transitional period could not
yet be brought to an end.

In view of the difficulty of some of the issues raised, in particular
the consequences of Poland's possible failure to fulfill its import commitment,
it was decided to adjourn the meeting for a fortnight. However, in the absence
of fresh instructions from Warsaw, the Working Party's activities remained
suspended at the time of writing this report.

2. Polish exports

The representative of Poland presented certain statistics on his

country's trade with GATT contracting parties. 2/ He pointed out that Poland's

exports to GATT contracting parties had continued to grow in 1977, although at
a slower rate than in some years in the past. Exports would have been higher

1/ The document convening the meeting was GATT/AIR/1498.

g_/ GATT doocument L /4683 and Add. 1.
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in 1877 but for the current world economic situation, restrictions maintained
by some GATT contracting parties inconsistent with GATT Article XIII (Non~
discriminatory Administration of Quantitative Restrictions), and protection—
ism in general. Thus Poland's expectations with regard to its exports had
not been fulfilled., The representative of the European Communities noted
the steady growth of Poland's exports to the Communities in 1877, which had
been 8 per cent above those of the previous year. This had occurred despite
"protectionist trends™.

The repr‘esentatlve of Poland turned to the notifications by contracting
par*tles of discriminatory restrictions still maintained on imports from Poland. l}
His authorities had examined these notifications and found that there had been ‘
minimal liberalization recently. In the case of sorme partner countries, no
progress had been made for many years. He hoped that the contracting parties
involved would show the appropiﬂiate political will. Allowing restrictions
inconsistent with Article XIII to be maintained throughout the transitional
period, as provided for in Article 4 of the Protocol of Accession, had been a
substantial concession by his country. Contracting parties had other means at i
their disposal for protecting themselves against any flood of imports from
Poland. Firstly, there was Article XIX safeguard action. Secondly, Poland
adhered to the Anti—-Dumping Code. Finally, the General Agreement as a whole 1
offered an appropriate framework for settling any dispute which might arise. '
There was therefore no justification for maintaining restrictions inconsistent
with Article XIII. Such discriminatory elements poisoned trade relations. As
the Polish representative had said in previous meetings of the Working Party
and of the Council, the long transitional period disturbed the balance of Poland's |
rights and obligations under the General Agreement. Eleven years could not '
be considered "a reasonable time".

The representative of the European Communities said that in the :
case of the EC, the quantitative restrictions in question applied to 112 full tariff
positions and 77 partial positions. Many of these positions involved textiles,
an area in which an arrangement on access was now under negotiation. Over the '
years, there had been a steady fall in the number of EC restrictions and a steady é
increase in the size of quotas. Each year, quotas were increased by & per cent |
automatically, but with the possibdlity that individual EC countries might increase
access to their markets by more than 5 per cent. Imports subjéct to such restri-
ctions played only a small role in the Communities' trade with Poland, affecting 1

1/ GATT document L /4626 and Add. 1. t
) |
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about 23 per cent of imports. The Communities had continued their policy
of liberalizing such restrictions despite the current world economic crisis.
He drew attention to the contrast with Poland’'s imports from contracting
parties which had actually declined in 1977.

The European Communities did not accept that quantitative
restrictions were having a detrimental effect on trade. In view of the present
economic situation, the arguments the Communities had put forward at
previous meetings of the Working Party remained valid, and there was no
case for fixing a termination date for the transitional period. ’

Most other members of the Working Party called for an early
date to be fixed for the end of the transitional period. The representative of
Japan said Poland had been a member of the GATT for over ten years, had
fulfilled its commitments and was entitled to terminate the transitional period.
The representative of Canada said that the provisions of GATT Articles VI and
XI1X, plus the Protocol of Accession itself, provided contracting parties with
adequate safeguards, and there was thus no need for discriminatory quantitative
restrictions. This view was supported by the representatives of Australia,
Austria, Czechoslovakia, Finland, Hungary, Romania, and the United States.

The representative of Poland drew attention to the format of the.
Communities' notification of i.ts remaining quantitative restrictions. The mere
enumeration of tariff headings and statistics on actual imports. from Poland
under those headings was inadequate. It did not permit any evaluation of the
claim that quotas had been increased, and thus prevented the Working Party
from making a full examination of such restrictions, as provided for in
Article 3@) of the Protocol of Accession. He was disturbed that the repre-
sentative of the Communities was implying that because Poland's imports from
the European Communities had not risen in 1977, this had affected the Commu-

nities' attitude towards the elimination of discriminatory quantitative restrictions.

His delegation could not accept that these restrictions could be used to pressure
Poland intdo extra concessions. He commented that Poland's imports still had
only a marginal share in the trade of those partner countries still maintaining
restrictions, and that Poland had shown a positive spirit in dealing with partner
countries when problems arose, but only when measures of a nondiscriminatory
nature were proposed.
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The representative of the European Communities recalled that
of Poland's exports to contracting parties, some 50 per cent went to the
Communities. As the list of quantitative restrictions was reduced, more
and more sensitive products were reached. He confir‘med the Communities!
intention to eliminate gquantitative restrictions, but argued that it was
difficult in the present world situation. He rejected the possibility of using
Article XIX safeguards to achieve the same end, since Article XIX was heavy—
handed in its implementation. He denied that the Communities were linking
the elimination of gquantitative restrictions to concessions from Poland, but
recalled that in 1975 the Communities had offered Poland the possiblity of
a bilateral solution to this issue.

The representative of Poland wondered why for many of the
restrictions on the EC list there had been no imports from Poland at all. He
wondered what possible justification there was for retaining restrictions on
these items. However, he did not agree either with the justification for
restrictions on those items where there were imports from Poland. Finally,
he drew attention to a 1877 agreement between Poland and the Communities
restraining Poland's exports of lamps, and discussions that were continuing
on a similar agreement to deal with exports of electric motors.

3. Poland's imports.

The representative of Poland drew attention to the steady and dynamic
growth of Polish imports from contracting parties in the period 1968 to 1976. '
If Poland had strictly applied the 7 per cent growth rule laid down in the
Protocol of Accession, its 1977 imports from contracting parties would have
been US$2.3 billion. Its imports in 1977 were actually US$8.6 billion, Thus
for many years Poland had overfulfilled its GATT concession established in
the period 1972~74. It was in this context that the two per cent decline in
imports from contracting parties in 1977 must be viewed.

The growth in Poland's imports from contracting parties over the
years had occurred despite the maintenance of discriminatory quantitative
restrictions and the existence of the transitional period. In the first half of
the 1970s, Poland's foreign trade policy had been oriented towards a high
growth in imports. In the second half of the 1970s, the policy was to adjust
imports to the requirements of the Polish economy and of the balance of trade.
This new policy might temporarily lead to a stabilization of imports. The
decline in imports in 1877 had been associated with adjustments in Poland's
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investment policy, investment goods having constituted the bulk of imports
in the first half of the 1970s. This decline also reflected the economic
situation of trading partners, but he admitted that the 1977 total was lower
than his authorities had expected. Over the next few years, his authorities
intended that imports should increase faster than exports, bearing in mind
the need for an equilibrated balance of trade.

The representative of the United States said that his authorities
noted with concern the decrease of Poland's imports from GATT contracting
parties in 1977. In the light of the nature gﬁf‘” the Polish foreign trade regime,
he feared that it represented a change in trade policy. He said that his
delegation had done some preliminary calculations on the size of Polish
imports, which indicated that Poland might not have met its import commitments :
for either 1976 or 1977. He appreciated that this might have been caused
partly because of overfulfillment in previous years, but whatever the cause,
it was a serious matter. It raised the whole question of the balance of con—
cessions under paragraph & of the Polish Protocol of Accession. Poland's
failure to meet its import commitment was the equivalent of the United States'
or some other contracting part/sraising bound duties. If it was correct that
Poland had not fulfilled its import targets, it was the Working Party's duby
to make recommendations. He asked why the commitment had not been met,
whether any import shortfall in 1976 and 1977 would be made up on 1978,
the third year of the reference period, and what changes of policy the Polish
authorities intended to make in order to meet the targets. He would also like
the Working Party to discuss what should be done about this situation. The
representative of the European Communities expressed full agreement with
the U.S. statement.

The representative of FPoland said there had been no shifts in Polish
policy with respect to trade with the contracting parties. As far as the evalua-
tion of the fulfillment of Poland's commitments was concerned, his delegation
had already made many comments and given a considerable amount of informa-
tion. The present consultations were taking place in the final year of a three—
yvear period, and it would not be possible to evaluate Poland's fulfillment of
its commitment until the period was completed. He suggested that this matter
be left for consideration until the next annual consultation.

The representative of the United States said that his authorities were
fully aware of Poland's economic problems: there was a debt burden and foreign
exchange shortage. They were also aware that part of the reason for the under—
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fulfillment of the import target was the overfulfillment which occurred in
previous years. But the Working Party could not just ignore this matter
or merely express its regrets. Poland's failure to fulfill its target was
equivalent to other contracting parties' altering their bound tariff rates,
The import commitment for the 19789-81 period would be based on the
results of the 1976-78 period. Thus, unless this shortfall could be made
up in 1878, it would affect the target for future years. He was aware that
this was a complicated problem and said that the U.S. delegation was pre-—
pared to look for a r‘ealistic‘ solution. He proposed an adjournment for
bilateral consultations during which it might be possible to decide how the
Working Party could fulfill its mandate. -

The representative of Pcoland said that he did not oppose discussions
in principle, but stressed that Poland's basic import commitment was for a
growth of 7 per cent a year., He had given illustrations of the extent to which
the Polish Government had contributed to increasing trade between Poland
and contracting parties. By 1976, Poland had fulfilled its obligation for
many years in advance., At the same time, however, he was prepared to
recognize that other delegations were concerned over this matter. As to
the guestion of a balance of rights and obligations, since Poland had imported
far more from contracting parties than its concession implied, within a larger
context the Working Party could conclude that Poland had overfulfilled its
GATT obligations.

The representative of Czechoslovakia felt that any consultation on

the fulfillment of the Polish import commitment should be a balanced one.

The commitment had clearly been overfulfilled for a number of years and,
while imports were now stagnant, this was undoubtedly a temporary pheno—
menon. It was unreasonable to expect an indefinite expansion of imports
without any consideration of the Polish financial situation. Discriminatory
restrictions maintained by trading partners had played a significant role in
depriving Poland of convertible currency earnings. He called for delegations
to adopt a pragmatic and reasonable approach to the matter, and do nothing
hasty on the basis of purely temporary developments.

4. The Polish foreign trade system .

‘ The representative of Canada noted the intention of the Polish
authorities to eliminate their trade deficit with some convertible currency
countries by 1980. He asked what measures were contemplated to achieve
this goal. The representative of the United States said that he understood
that the Polish Ministry of Foreign Trade insisted that foreign trade organi-
zations maintain a balance between their income and expenditures of foreign
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exchange, and that the issuing of import licences was based on this balance.
If this system actually operated, it would mean that many foreign trade .
organizations would insist on barter in their foreign trade, especially within
a very limited product range. Such a system would also discriminate against
those foreign supblier‘s who were unwilling or unable to accept goods in part
payment. It was also against Poland's own interests, since it would tend to
raise the price of imported goods. He asked for a clear statement of how the
regulations governing the foreign exchange balance worked, and what the
policy of the authorities was with respect to counterpurchases. 1/

The representative of Poland said that there were no particular
instruments of foreign trade policy which were designed to achieve balance
in trade with certain trading partners. The main determinant of Polish
imports was the availability of foreign exchange, but the level of imports
was also linked to overall economic development. He was unable to disclose
any particular foreign trade measures which differed from those applied by
other countries, whose imports were also determined by the same two factors.
The available foreign exchange was used in accordance with the objectives and
requirements of the economic units: the foreign trade organizations acted as
the agents of these units and on the basis of nondiscrimination. As far as
counterpurchasing was concerned, there were no regulations designed to
encourage or discourdge the employment of such transactions. Counter—
purchases were the result of market conditions and took into account the
interests of trading partners. The advantages and disadvantages of such
transactions were judged by the partners involved.

The representative of the United States said that he understood that
the level of imports were determined by the general availability of foreign
exchange. He asked what determined the availability of foreign exchange for
an individual foreign trade organization. In other words, how did a foreign
trade organization obtain an import licence? The representative of Poland
said that he was not prepared to give details of the functioning of this system.
The organization of Polish foreign trade was not the subject of consultation.

It was a difficult system to describe but, basically, foreign trade organizations
imported those products ordered by such economic units as had foreign currency
at their disposal. Foreign exchange was allotted to economic units in order for

them to fulfill their tasks.,

:1_/ Purchases the foreign seller was required to make as a condition of sale.




The representative of Ganada asked how far foreign exchange
allotments were tied to the export performance. The representative of
Poland recalled that the holder of foreign exchange was actually an sconomic
unit, a ministry, or an industrial association which acted as a producer or
supplier. The provision of foreign exchange was a technical question dealt
with by the banking system. The whole mechanism was based on the avail~
ability of foreign exchange from exports. Thus some economic units might
be allocated higher foreign exchange quotas if they had higher export per-—
formance. To this extent, there was a close link between export earnings
and the availability of currency for imports.

5. - Poland's balance of payments with contracting parties

The representative of Poland presented some tables showing Poland's
balance of payments with contracting parties. He noted that the trade deficit
had reached a peak in 1975, and had narrowed in 1876 and 1977. The balance
on freight, insurance, travel, and other invisible items had improved over
this period, while that on investment income had worsened, Private transfers
were another dynamic element in the balance. Foreign liabilities continued to
grow, but the rate of increase was declining. Thus in 1975, the foreign
liabilities of monetary institutions grew by US$3417 million, in 1976 by
UsS$3139 millioh, and in 1977 by USH2113 million. Foreign assets had grown
over the period 1974-76, but had fallen in 1877. Thus the adverse balance on
goods and services in 1977 was covered by a surplus on unrequited transfers,
an increase in foreign liabilities and a small decline in foreign assets.

The representative of the European Communities said that he under—
stood the Polish data were based on the IMF system of balance of payments
accounting. However, they lacked an entry for errors and omissions. He also
noted that the Polish figures lumped together all the transactions of monetary
institutions. Under the IMF system, this item was broken down into 17 distinct
suppositions, and he felt that such a breakdown would be very useful in this

case, too.

6. Transitional period

The representative of Poland noted that several trading partners
continued to maintain restrictions on imports from Poland which were justified
only under the transitional arrangements of paragraph 3:c of the Protocol of
Accession. He proposed that the transition period be terminated as from
January 1, 1979, thus fulfilling the requirements of the Protocol.
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The representative of the European Communities said that his

authorities were unable to accept this. There were still problems with those

products now subject to quantitative restrictions. When in the past the eco—
nomic situation had been better, his authorities had proposed a compromise
to deal with such restrictions. This compromise had been rejected by some
contracting parties, and now the economic situation had deteriorated to such an
extent that even the Communities could not accept its initial compromise pro—
posal. He suggested that it would be best for both sides not to press for the
termination of the transitional period. He reiterated his view that the quanti-
tative restrictions maintained by the Communities had not substantially hurt
Polish exports and that the Communities were liberalizing such restrictions
yvear by year at the greatest rate possible. The representative of Poland
noted the position of the Communities with regret.

7. Other matters

The representativé of the European Communities said that delegations
had never had a chance to examine the Polish import tariff. He reminded
participants that the Communities had proposed the establishment of a small
working party on this matter at the time of the last consultation with Poland.

The representative of Poland remarked that the import tariff had
been published. Thus Poland had fulfilled the requirements of Article X of
the GATT. Both the tariff law and the tariff duties were available from the
Brussels Customs Cooperation Council. The tariff had come into operation
on January 1, 1976 after a lohg period of examination. Poland was still
experimenting with its tariff and would give appropriate information to con-—
tracting parties at the proper time..

8. Concluding remarks

The representative of the United States suggested that the meeting
be adjourned to allow for informal consultations on the issue of whether Poland
had fulfilled its import commitment, and if not, how the matter should be
dealt with. The question of the termination of the transitional period could
also be taken up when the meeting was resumed, and the Working Party could
then adopt its report. The representative of Poland said he would have to
refer the matter to Warsaw but hoped the Working Party could finish its work
at the end of QOctober. By the end of the first week of December no reply had
been received from Warsaw, and participants continued to await the resumption
of the Working Party's activities.
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. ' CONFIDENTIAL
Office Memorandum
TO . Mr. Tyf#;? ' DATE: October 20, 1978
FROM : James Wein bj
suBJecT : Poland--Balance of Payments with GATT Members
The attached table shows Poland's balance of payments with GATT members,
from data supplied to the GATT by the National Bank of Poland. The coverage'is
~roughly that of the convertible area. 1/ On trade account, the deficit in the
attached table roughly approximates the overall trade deficit although there was
a moderate surplus with the nonconvertible area in 1975 and a deficit in 1977.
(Only trade account data are published, so that similar comparisons for other
accounts cannot be made with the data available at present.)
(:) ‘ Export growth since 1975 has been steady at a rate of about 10 per cent

annually; imports, however, have hardly grown. The slow rate of import growth
reflects the campaign for import restraint, with emphasis on convertible area
imports, which has been mounted in the last few years as part of the effort to
minimize foreign borrowing. A much slower rate of investment has helped make the
slower . growth of imports possible.- The notable features on invisibles account are
the growth of the debit balance for investment income, presumably reflectlng
higher interest payments on external debt, and the growth of transfers, most of
which are private remittances from relatives, and Poles working abroad. The enter-
prise - capital and government items are relatively small (on a gross debits and
credits basis as well as net) but the nature of the enterprises involved--whether
foreign or domestic or both--is not ¢lear; nor is it clear if foreign borrowing on
behalf of enterprises by the foreign trade bank is in some cases included. The
numbers for long-term enterprise capital seem larger than can be accounted for by
foreign direct investment of which we are aware. With a reduced overall deficit,
the need for net borrowing has also decreased.

Attachment

1/ Czechoslovakia, Hungary, Romania, and Yugoslavia are GATT members.




CONFIDENTTAL

Poland~-Balance of Payments with GATT Members

(In millions of U.S. dollars)

1975 1976 1977
Exports, f.o.b. 5,247 5,744 6,317
Imports, f.o.b. ~-8,285 -8,528 -8,519
Trade balance -3,039 -2,784 -2,202
Services
Freight and insurance (merchandise)- 204 188 213
Other transportation ~219 -180 -2045
Investment income ~427 -572 -804
Other 40 ~29 -~ -38
Total services ~482 -593 =834
Goodg and services balance 3,521 ~3y377.. -3,036
Trangfers 375 560 628
Current account balance -3,146 -2,816 -2,408
Enterprise long-term capital 79 83 99
Enterprise short-term capital -7 -89 -124
Government ~61 =66 -62
Overall balance -3,135 2,889 =-2,494
Monetary institutions .
Assets ~282 ~250 381
Liabilities 3,139 2,113

3,417

Source: GATT (based on information

recefved from:

the National

Baﬁk,of

Poland).
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Office Memorandum

TO : Mr. Whiﬁ}mﬁgb// DATE:  June 2, 1978
FROM Geoffrey Tyler fj~)

SUBJECT : Poland

The first Deputy Finance Minister, Mr..Krazk, recéntly gave an inter-
view to the Financial Times. 1In an article in the issue of June 1, 1978, there
is the following comment on possible membership of the IMF.

"As for reports that Poland was considering rejoining the IMF
Mr. Krazk said that "at present we have no attitude to this matter,
but we are studying the pluses and minuses. We have people trained
in that field, but membership involves a number of factors, including
of course our membership of COMECON.™"
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February 22, 1978

Briefing Note on Poland

\
‘n .

The Polish economy continues its passage through a perlod of serious economic

'dlfflcultles, exacerbated by the destruction .ef crops by rain and floods in the

summer and autumn of 1977 and by a failure of 1ts export drive, ow1ng to adverse
c0nd1t10ns in world markets.

In 1970, Poland embarked on an ambitious and very costly program of modernizing
her industries, to be financed mainly by foreign credits. It was envisaged that
such credits would be paid off by increased production and exports. - The results
of the program have been disappointing: investments were carried out on too broad
a front and one important branch of the economy--agriculture-~-was neglected. With
the onset of severe shortages of food and political unrest, the authorities were
compelled to adjust the program drastically. Severe cuts in investment expenditures

- and. a restrictive fiscal policy was ordained and there has.been a movement in. the

large economic organizations toward greater incentives for efficiency and profits.
In recent months, the authorities have shifted their emphasis toward re-—equipping
the agricultural sector and . providing more incentives for farmers, toward an
improvement of housing standards, and toward a rapid increase of production of
goods for the internal markets, presumably foodstuffs and consumer items.

The economic plan for 1978, approved by parliament last December, forecasts
a rise in nominal personal income of 2.8 per cent, which will be 1.8 per cent in
real terms. A slowing in industrial growth of 6.7 per cent (estimated 10 per cent
in 1977) and further attempts to curb the rise in imports are key features of the
plan. The national income is expected to rise by 5.4 per cent, the slowest rate
of the decade, with most of the increase stemming from increased labor productivity.
The plan reflects a shift toward wage payments and consumption at the expense of
investment; and even in the latter there is greater provision for consumer directed
investment, particularly toward food production. Itwouldbe well nigh impossible
to realize an inflation rate of only 1 per cent if workers' wage expectations were
to be satisfied in 1978 and particularly if food price increases on the scale pro-
posed in June 1976 (which sparked off riots) were to be re-introduced.-

The slowdown, it is hoped, will improve the trade balance, with a 10.3 per
cent growth in exports and one of 3.9 per cent in imports in 1978 reducing the
1977 deficit by zlote 2 billiom (US$600 million) to zlote 7.5 billion (US$2.3 bil~
lion) in 1978. The foreign debt is estimated at US$10-12 billion and constitutes
a major problem. Debt servicing is estimated to amount to 25 per cent of Poland's
hard currency earnings {(the ratio for Soviet Union, Hungary, and Czechoslovakia
amounts to 20 per cent, 15 per cent, and 10 per cent, respectively), which is
putting the economy under very considerable strain. Poland has made some efforts
recently to reschedule debt but the terms requested by the authorities have been
considered too soft by the creditors. One of the measures taken to improve future

. debt profile has been a switch in 1mport1ng toward the Soviet Union and other

COMECON countries.



Table 1.

Poland:

Foreign Trade

(In millions of foreign exchange Zlote at current pricés)éj'

Exports Imports Balance
(f.c.5.) (f.o.b.) .~ :
1965 8,911.4 9,361.2 -449.8
1970 14,190.5 14,430.1 -239.6
1971 15,489.3 -16,150.7 -661.4
1972 18,132.7 19,612.4 -1,479.7 -
1973 21,355.1 - 26,102.8" -4,747.7
1974 27,624.8 - 34,822.9 . -7,198.1
1975 34,160.7 41,650.7 ~7,490.0
1971-75 116,762.6 138,339.5. - . -21,576.9
1976 36, :foo_/ - 46,1452 - -9, 4454/ .
1977 e -9,50647
Sources: Central Statistical Office, Statistical. Bulletln, U. N Statlstlcal

Indicators of Short-Term Econmomic Changes in ECE Countries, January 197?, and
press reports. . :

f._. Z1 3.32 =
ess report.

Flgnre reported as Z1 36.7 billion.

Estimate. . v

US3i.
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Offzce Memorandum |

CONFIDENTIAL
T0 : Mr., L. A. Whi parg; February 2, 1978

FROM : A, Pfelfer

suBJEcT : Poland

Mr. Dale called on February 2. Mr. Cross had received a message
from the U,S, Embassy in Warsaw reporting that Senator Adlai Stevensen
of Illinois had been in Poland and that the Poles had understood from him
that Mr, Witteveen would be delighted to have Poland in the Fund.

Mr. Dale had told Mr. Cross that Mr. Witteveen had not taken any
initiative in that direction and that it would be helpful if the U.S. Embassy
were to point out that membership entailed obligations as well as rights.




- /s 3777

INTERNATIONAL MONETARY FUND
Washington, D. C. 20431

With the Compliments of

@ ' Joseph Gold
General Counsel
and
Director, Legal Department
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A M B N I S L TR RS
[ S S T R L R T

‘ . Ak
Incorporated in Csenada with Limited labihty ~
-
Office of the Cf'f-‘l”D .
CGroup Vice-President 2. AW

246 Bishopsgale, London, EC2M 4PA
Teiephone: 0i-638 1722

November 15th, 1977

Joseph Gold, Esdg.,

General Counsel and Director,
Legal Department,
International Monetary Fund,
Washington, D.C.,

U.S.A.

Dear Mr. Gold,

I have just returned from a business trip to
Warsaw where I learned from the Polish authorities that
they are contemplating to apply for Polish membership with
the Fund. I was told that such contemplation in Poland usually
takes a long time, but that they were seriously interested in
pursuing the idea. When I mentioned that I had been a member
of the Legal Department of the Fund in the past this aroused
some interest and subsequently led - to a rather detailed
discussion of the requirements for statistical and other
information applicable to members of the Fund. As you know,
all Comecon countries are reluctant to provide macro economic
information in the detailed way the Western countries provide
it as a matter of routine. The Polish authorities seem to be
prepared to adopt a more liberal approach in the future. 2As
a matter of fact during my visit to Warsaw I was able to obtain
a wide range of information which the POllSh authorities had
not made available in the past.

I do not assume that my letter of today contains
anything of news value to you. Nevertheless I thought I should
write to you about it.

Hoping that you are well, I remain, with kindest
personal regards to you and my friends in the Legal Department,

Sincerely,

I
T 0w J
d

Franz Ballmann,
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July 19, 1977

MEMORANDUM FOR THE FILES

Subject: Conversation with Management Consultant—
' " Romania, Poland, GDR _ : "

~

I spoke with a Mr. Jaliman of McKinsey and Co.; ﬁho is
wpfking on a project for the 3elgian Govérnment involving projected
steel productiﬁn in Eastern Europe. I gave him projections for
Romaniah steel: output that had.appeared in the Romanian press, and
referred him to some soufces where pafallel data for Poland and

the GDR might be found.

J. Wein .

g

cc: Mr. Finch
Front Office
Mr. Tyler



- April 4, 1977

 wentioned some of the East-West trade publicationa, .

MEMORANDUM FOR THE FTLES T

Subject: Polandmvconvarsation with Commercial Banker

A Mr. Fostexr of the South Shoza Bank in Quincy, ﬁa&se ranw to ask '

about the Polish balance of paymrentsM He said they«ware~working up a tgv-year

- Polish credit.

1 explained to him that Poland wag not a member of tha Furnd, and

 referred him to the Montnly Bulletin and Statistical Yeaxbook for trade data. -

Revardlnw the ‘rest of the balance of payments and éxternal debt, I said ﬁhat

perhaps various U S. Governmeuh organs such as the Dapartment of Commerce or:

.

the staff of the oint Economic, Committee might be .able to help.. . I also

e

. - J. Vein

co: Mr. Tylex .
W .
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{3 Office Memorandum Ry
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10 :+ Mr. Whittome ' : C ‘ pA:.-;, -August 29, 1974
. Gis N\ .

o Emine Gurgen .£§

Jenos SomogyiSoe.

SUBJECT 1 Reforms of the Price and Exchange Systems in A
Hungary and Poland . - " YRS

II. -Poland

1. The reform of the price system

In Poland, prices are fixed administatively in the socialist sector. There
are several types of prices. Their common basis is the factory price, which
consists of the average total planned cost of production for a branch, plus a
profit margin, usually calculated as a percentage of cost. The transfer price
is the price at which producers sell their products (consumer or producer goods )
to the wholesale trade centrals or socialized industrial enterprises. The
difference between the transfer price and the factory price is the turnover tax

<:>,a or state subsidy. For the majority of producer goods, the transfer price equals
the factory price. The wholesale price is the transfer price of a good plus a
mark-up to cover the cost of distribution and a small profit margin of a trade
central. Similarly, the retail price is the wholesale price plus a mark-up to
cover the cost of distribution and a small profit margin for the retail outlet.

The system of factory prices dates back to 195L. During the 1960 price reforms,

the manner of determining factory prices was revised. Previously factory prices

did not ensure profit if transfer prices were set too low to cover costs plus the

profit margin. After 1960, factory prices were made to equal average cost plus

profit, irrespective of the level of the corresponding transfer prices, thus

ensuring profit to all producers. This was significant in that the rate of profit

could now be differentiated to promote or curtail production, that is, factory a
| " prices could now perform an economic incentive function. Also, the factory price

could be changed once a year when profit exceeded the upper limit imposed, or when

transfer prices of inputs were increased.
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. Importance was attached to the function of factory prices in export pro-
duction. The factory price served as a tool for computing export profitability
by the deduction of the factory price from the foreign currency price received
by the foreign trade central converted at a specific exchange rate. However,
this introduced a dilemma for the producer. When setting prices for goods that
vere produced for both domestic and export purposes, a higher factory price for
e more modern product improved the profitability of the enterprise and increased
the general premium fund, but, at the same time, it reduced the Qalculatory_profit
of exports and thus the premium fund for export production.

Factory prices served as a tool for computing the turnover tax and output
subsidies, and were used for settlements between the producer and the foreign
trade central. Despite the changes introduced in the 1960s, factory prices con-
tinued to perform their calculatory functions rather than the incentive functions
stressed by planners, especially during the 1966-7C Five-Year Plan. The profit
rate preferences incorporated in factory prices were not strong enough to fulfill
successfully the plan directives of accumulation and assortment. In practice,
there were significant discrepancies between the costs submitted as a base for

factory prices and the reported costs. Hence, the rate of profit assumed in the

factory price dlffered considerably from the reported rate.

Some changes also took place in transfer prices in the 1960s. However, the
revision of the transfer prices of producer goods was rather insignificant. In
fact, only the prices of metallurgical products were raised. By the end of 1970, -
stable prices under changing production conditions had become unsuitable for

. economic calculation. The 1970 reform aimed at (i) bringing transfer prices

closer to actual production costs by introducing the charge on fixed assets as .
a price determining factor; and (ii) taking into account world prices in determining
the prices of producer goods, esvecially the transfer prices of raw materials and,
to a considerable extent, the prices of machinery and equipment. However, the
prices of basic raw materials were not to change more frequently than once every
five years unless there was a sustained change of the prices of individual raw
materials on the world market. The transfer prices of machinery and equipment
could change once every two or three years. This increased price flexibility
was introduced basically with the purpose of updating prices as a basic tool for
economic calculation. .

In trying to reflect world market prices in the transfer prices of impo.ted
goods, the reference was not really to prices of the world market, but to prices
&t vhich the foreign trade centrals purchased or could purchase these goods abroad.
Two categories of commodities were distinguished. Imported raw materials and
materials of particular significance to the economy (a 1list of 13 groups of articles
was established) would have stable transfer prices determined on the basis of the
world market prices within the last two years, after eliminating temporary factors
of fluctuations and correcting them for the forecast price trend for the next few
Years. Foreign currency prices determined in this way were to be converted into
transfer prices by using a specific exchange rate. The prices of sabout 20 per
cent of inmported raw materlais, machinery, and equipment were set as so-called
"transaction prices.'" These prices would depend on the actual foreign currency
price paid and the exchange rate used for the given import region. This was under-
taken to encourage imvorters to search for the cheapest source of imports. Pre-
viously, the samhe prlce had applied for the goods regardless of the source of
supply. : .
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" The principle of basing prices of raw materials on world market prices was
not fully implemented becauizs the prices of raw materials that were exclusively
domestically produced or whose domestic production was only partly supplemented
by imports were set on the basis of domestic production costs.

The above measures were considered to be the first stage of price reform.
The second stage was to start in 1971, and planners were to revise transfer
prices over time. All temporary transfer prices were to be verified and approved.
The scope of comparisons with world prices was to be broadened to include those
products for which foreign prices could not previously be collected. However,
there is no information on the actual implementation of this stage of the reform.

" In the area of consumer prices (retail prices), no significant measures
were tsken over the past decade to improve the existing system. There were some
sporadic increases in the prices of certain consumer goods such as fuels, meat,
alcohol, and some services, acccmpanied by some price reductions, but in general,
consumer prices remained steble for extended periods of time. Thus, the concept
of prices set to clear the market were undermined, even if equilibrium had been
achieved vwhen the prices were initially set. The retail prices were revised at
the end of 1970. This was more a step to alter the distribution of income under
the existing level of consumer prices. By increasing the prices of foodstuffs and
the cheaper consumer goods and reducing those of durables, the price revision
overcame to some extent the price discrimination in favor of the lower income
groups. However, this revision was not accompanied by a regulation of wages to ,
counteract its impact on the lower income groups, nor was it followed by any

" methodological reform of retail price formation to allow for greater flexibility.

The measure prompted protests from the population, which led to a change of
Government. At the beginning of 1971, the new Government announced the reversal

of the price increases mentioned above. It was decided that prices of foodstuffs

be lowered to their pre-December 1970 level and be frozen for one year., Subsegquently,
the price freeze was continued and has recently been extended through 197h.

It has been reported that the strongly rising prices on world markets have
substantially interfered with the process of planning and the efforts to establish
& closer link between domestic and foreign prices, attributing a more active role
to prices, and reducing the impact of levies and subsidies on the economy. In
the course of the gradual adjustment of domestic prices to world market prices,in
1974  the authorities are expected to reset the domestic prices of imported raw

E mai;erials for light industry.

2. The exchange and trade system

The official exchange rate of the zloty was 4 zlote per US$1l until December
1971, when the gold equivalent of the zloty remained unchanged and the relation
of the zloty to the U.S. dollar became 3.68 zlote per US$l. There was a further
change in the official rate in 1973 to 3.32 zlote per US$l. An official rate with
premium of 19.92 zlote per US$l applies to noncommercial transactions with con-
vertible currency countries. In addition, there are special noncommercial rates
for residents of Poland and other socialist countries. Information is scant and
contradictory with respect to the exchange rates used for foreign trade transactions.
On the basis of the available material, it appears that three shadow rates of ex-
change are used for the conversion of foreign trade receipts and payments. The
three rates apply to the socialist area and the developed and the less developed




non-socialist areas, respectively. The application of these rates is complemented

by & system of foreign trade taxes and subsidies to bridge the still existing

gaps between domestic and foreign prices. A direct link between domestic and

foreign prices exists for a number of imported raw materials and capital goods.,

The export receipts of enterprises og the machine building and chemical industries and
of enterprises authorized to/5#185}&rfent foreign trade sctivity, consist directly

‘of the foreign prices converted st the shadow rates of exchange: Until 1970,

all export and import prices were fully independent of actual prices charged or

paid in foreign currency by the foreign trade organization to the foreign buyer

or seller.

In January 1971, regulations concerning the funectioning of foreign trade
organizations were modified in an effort to raise the efficiency of foreign trade
transactions and to increase the value of exports. There was an attempt to
establish .more direct links between export producers and foreign buyers and to
provide incentives to exporters to meet foreign competition. Until then, the
responsibility for exports had been divided between the Ministry of Foreign Trade,
vwhich sold abroad the planned export volume, and the industrial ministries, which
made the planned export output available to the export organizations. Under the
new regulations, some of the specialized foreign trade enterprises were transferred
to the Jurisdiction of the industrial ministries whose products they handled.
Authority to engasge in foreign trade transactions was also granted to a number of
industrial associations and tc a few of the largest industrial enterprises. The
effectiveness of these measures was not apparent in the first year and a half of
their application. There were unresolved problems in the division of functions
and suthority among the Ministry of Foreign Trade, the industrial ministries, and

" the Foreign Trade Bank, and in the functioning of the incentive system, which is
basically a bonus system, providing payments from state funds. Recently, there
have been suggestions that Polish enterprises showing a favorable balance of pay-
ments with the West, should be allowed to retain a substantial amount of the hard
currency they earn in trade transactions and be allowed to deal directly with
Western companies by drawing on their own hard-currency funds. It is not known
at this point, however, whether or not this suggestion will be adopted.

¢cc: Mr. Sture
Mr. Evensen
Mr. Tyler
Mrs. Mitchell
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; July 16, 1974
To: Members of the Executive Board _ - o
From: Tﬁe Acting Secretary |
'C:D Subject: Meeting of the GATT Council of Representatives

Attached for the information of the Executive Directors is a
report by the Fund observer on the meeting of the GATT Council of
Representatives held in Geneva on June 21, 1974,
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% A meeting of the GATT Council of Representatives was held on June 21
1974 and was chaired by Ambassador P.S, Lai of Malaysia. It was attended
by Mr, Edgar Jones and Mr. Jack P, Barnouin ag the Fund observers._ This-
report provides a summary of the proceedings._ ;

A

1. Uruguay--import surcharges

Fogy e oo
LODRTHCG il

4z, ;.On October 24, 1972, the GATT Council authorized import surcharges
introduced by Uruguay on a number of products covered by the Uruguayan
schedule XXXI. At -the request of the Uruguayan Government, the Council
decided to extend this authorization, which is due to expire on June 30,
1974, until the end of the 30th Session of the CONTRACTING PARTIES. The
decision adopted by the Council also stipulates that the balance of pay~
ments aspects of the import surcharges will be examined in consultgtion’.
with the Fund before the 30th Session of the CONTRACTING. PARIIES.& , In'
support of the request of his Government, the representative of Uruguay .
stressed that the balance of payments of his country remains under severe
pressure as a result of a rise in the prices of imported raw materials
and a decline in the prices of some of Uruguay's major exports. He also
noted that the preferential treatment granted.to imports transported by
ships 'under the Uruguayan flag which was originally involved in the im-
port surcharge scheme has been totally eliminated,-and that Uruguay has
fully complied with the requirements set.forth in the Council decision of
October, 24, 1972. '

. au;..‘u'.,f.;:‘. »3Afu-.;:~a;J soaen IO EIV AR SEG ! dor AV ond

2. .Reports on the consultations held by the Committee on Balance of Pay-
" "ments Restrictions with a number of devel_pingAcountries

e

The Council took note without discussion of the repozts prepared bg
the Committee on the consultations with Peru and Tunisia,_ Yugoelavia,_
Greece,_/ and Israel.l./ The Chairman of the Committee noted that the report
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L/ All GAIT documents referred to in this report are on file in the
Secretary 8 Department.,

2/ The agenda. is contained in CIW/242 lf&“““”% ﬁ“qqagxﬁzjﬁ pii e
3/ cfujaal,

~lef~BOP/R/T64 - e
. 5/ BOP/R/74. -
6/ BOP/R/75. o
7/ BOP/R/73. B
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- on the consultations with Israel did not mention the reintroduction of
a temporary import deposit scheme by the Israell Government because this
measure had been adopted by the: Israeli authorities after the conclusion
of the consultation with the Committee.

'4-- . !.J

3. Introduction of an. import deposit scheme by Israel

The repreeentative of Israel informed the Council that his Government

has re}ntroduced a temporary import surcharge deposit scheme on May 24,
"1974,L' This scheme covers all imported goods subject to customs duties
and charges of 35 per cent and over. In order to release such goods from
- customs, the importers are required to maintain 20 per cent of the value
of the imported goods deposited with the Israeli Treasury for a period of
12 months. The only exceptions under the scheme relate to shipments with
a value not exceeding IL 5,000, to goods imported for personal use by im-
migrants and residents, to goods imported by Government agencies and to ]
goods imported for re-export. ’ oo ot e S e s T e L 4

RS {18 his explanatory statement, the representative of Israel’ stated that
the reintroduction of an import deposit scheme h2d become necessary be- -
cauge of an acceleration in the rate of domestic inflation and of an un-
expectedly large increase in imports. 1In this comnection, he noted that
the value of Israel's imports had risen at an annual average rate of
39 per cent during the first four months of 1974 or at about twice the
rate originally forecast by his authorities. He further indicated that”
the scheme will be phased out as soon as the balance of payments situation
improves and he expressed the willingness of his authorities to comsult

with the Committee on Balance of Payments Restrictions on the application

of the scheme in accordance with GATT procedures.

. T b
)'; Tl e TR =2 ST O T i'!.f

.'f? o

In response to 'this statement, the representativee of a number of
contracting pdrties expressed their understanding of the financial diffi-
culties faced by Israel but also stressed that .the introduction of new
trade restrictions by the Israeli authorities was regrettable especially
in view of the present world ecomomic' situation. =~ - Y

““The Council decided to refer the matter to the Committee on Balance
of -Payments Restrictions. R LR -

4, Association.between the European Economic Community and the R L
o Republic of Cyprus - o PhTi Al

. . .
Y Ao N - - -=",‘AC"‘?"",*:§A;Q

The Working Party on the association agreement between the European
- Economic¢ Community and the Republic of Cyprus met on February 22 and on--
March 21, 1974. Some members of the Working Party expressed the opinion.

. that this arrangement constituted a preferential trading egreement that’
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was not in ‘conformity with Article XXIV of the General’ Agreement. In ‘their
.view, the association agreement did not involve a plan or schedule to: estab~
“1ish a customs union as required by Article XXIV:5(c); the trade coverage
was clearly inadequate in the light of the requirement cof Article XXIV:8(a)(i)
that gubstantially all the trade between the parties be covered by the agree-
ment; and the rules of origin were unduly complex and restrictive with re-
spect to third party suppliers. The parties to the association agreement,
supported by several other members of the:Working Party, argued that this
. agreement conformed fully to Article XXIV of the General Agreement. In
‘their view, the trade coverage was high and was more likely to increase
than decrease at the end of the first stage and, the rules of origin were -
neither unduly complex nor restrictive. Since the Working Party could not:
“reach a unanimous conclusion as to the compatibility of the association
_agreement with the relevant provisions of the General Agreement, it limited
“‘itself to reporting the conflicting opinions expressged- by the representa-,
tives of the CONTRACTING PARTIES to the Council S :

D reIiiegs s <z
LT - Losiltls RS .; J \.3 ".". s

. The COunciI adopted withont discussion the report of the Working
Party.l/ | SREAENE g o6

5. ~Implementation of the Association Agreement between the European
Wi “‘Economic Community on the one hand and Israel Spain, and Malte _
“on the other ' : - i el

el

The Council took note of the reports submitted by the European Eco-
“nomic’ Community on the application of the agreements between the Community
on the one hand, and Israel, Spain and Malta on the other2 / - These re-
ports were submitted in keeping with the recommendations of the Council

ol regarding the biannual reviews of customs unions. The representative of one

o comtracting party stated that the reports preseiated by the EEC were clearly
insufficient to make a comprehensive: assessment of the effect of the ‘asso-
ciation arrangements on third parties, - The’ representative. of the EEC

~ replied that the association agreements with Israel and Spain were in the
~ ptocess of renegotiation and that, therefore, the EEC had been prevented

- from supplying more detailed information to the Council on the operations
moxl of these agreements. R AT e
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o 5,; @ Reporta on the Central American Common Market and on the Latin
heooegts »rAmerican Free Trade Area L SRR
S ingaeates s R N E s
e The Council took note of the report submitted by the Secretariat of
the General ‘Treaty of Central American Economic Integration (SIECA) on

LENEAD 4 1Qnﬁw‘
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",«m*“gpe implementation of. -the Central American Common Market3/ and. of & .-
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14 report prépared by the GATT'secretariat/on the implementation of the |
-4:5Latin American Free Trade Association.L/ ‘These reports were submitted
. to. the Council in keeping with the recommendations regardingithg biannual

13.7" reviews of customs unions. - . o v 33 5 SRS
T v LT TR S P S S 29T RO S S £ I
-+7¢i Annual consultation with Poland . ... i ivs 3¢ ¢ Fra
R sy : ) IS BT PRI 4 . ~
e . ‘

sl The Protocol for Accession of Poland to the General Agreement pro-
vides for annual consultation between this country.and_gheuGAIT during
a. transitional period. At the request of .the Polish representative, the
. Council decided to set up a working party to conduct the seventh Annual
.- .Consultation with Poland. 1Im this connection, the representativ? of Po-
land noted that the major topic of. previous consultation discussions had
.-;been the termination of the transitional period during which certain Euro-
\npéan ¢ontracting parties are authorized to maintain discriminatory;;egtric-
‘tions against Poland's exports. He stressed that in the view of his authori- 1

- (:) i ties this trangitional period should be terminated on December 31, 1974. o :
' satdeabl e ey s maleasopib spogsse Dedyasn fiangad pwi - '
8. Other business ' _ ‘ : o hhowamd

~... The representative of Finland informed the Council that his Govern-
ment had recently signed with the Governments of Bulgaria and Hungary two
agreements for the removal of obstacles to trade in conformity to Article XXIV
.of the General Agreement, and was willing to consult with appropriate
. bodies of the GAIT in accordance with the procedure regarding free trade : ,
“ghgrggments. .The Council took note of this statement of the representative ‘
bﬁ:Finland' SRS ce e cmint woen osie S csave Dobers Lbasd oo end go
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i >~ .The representative of the United States raised the question of possible
.1 .discrimination in the application of the Italian import deposit scheme.. He
"_.noted that according to recent press reports, -import. deposits under.the’

'Italign scheme will be calculated from now on on the basis. of the c.i.f.

(:) ﬂprigelin'the_qase'gf'imports from EEC countries but on-the basis of the-
c.i.f. plus customs duties and other .charges in the case of imports from
_other countries. He requested additional information on this new method
of calculation which in his view involved discrimination against imports from
non-EEC countries. The representative of the European Economic Community
replied that his authorities will promptly inform GAIT  about the new system
of calculation of prior import deposits under the Italian scheme but argued
that-in the view of his authorities, the new system was fully consistent
:with .the provisions of the General Agreement regarding customs unions.
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The Director-General of GATT reported briefly on the outcome of the
last meeting of the Committee of Twenty (C-XX) that he attended as the
GAIT observer. He noted that in the final report of the C-XX it is -
specifically stated that arrangements will have to be made for continuing

. close coordination between the Fund and GATT, He also commented on the
"Declaration” concerning trade and other current measures that the C-XX
has invited Fund members to subscribe. Finally, he mentioned the proposed
creation of a new Council of the Board of Governors of the International

- Monetary Fund and the establishment of the Interim Committee pending the
legal steps necessary to create the Council on a permanent basis. 1In his
concluding remarks he stressed that the creation of a new management body
in the Fund and the various statements of the C-XX regarding continuing
close coordination between the Fund and the GATT poses the question of how
the CONTRACTING PARTIES can best fulfill their responsibilities in this
respect by organizing themselves to carry out this coordination.

e
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The Secretary April 12, 197k
Rolf Evensen

Mailing List

o

I would appreciste if the undermentioned gentlemasn could be put on
our mailing 1list for free publications, including Annval Reports, Annual
Reports for Exchange Restrictlons, IMF Surveys, and the Pamphlet series:

My, Wojelech Morawiecki, Pnhl

Professor of Inbernpational Organizabliong
Warsaw School of Economics

02-521 Warsaw

2h Rekowiecka Street

Warsaw, Poland.,
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oM - G. ?yler %@E A |
SUBJECT Fund Membership by Bast Buropean Countries

Colanovic and Bogoev said thab on the basis of their discussions
with Hungary and Poland they saw little chance of any move by either country

to join the Fund in the nesr future. However s they recognized that the

~interest was there and spoke in terms of "perhaps in a year's time."




SEP 13 1972

Dear Mr. Siemiatkowski:

Fox your<informaﬁion, I am enclosing two copies of the report
by the Executive Directors to the Board of Governors de&lzng with
the reform of the international monetary systemai

As the introduction emphesizes, the present report is necessarily
preliminary in character. It reviews certain options for reform, but
does not come to conclusions that would narrow prematurely the field
of choice. However, considerable progress has clearly been made in
identifying and examining the major issues on whieh a lot further
study will be required, As you mey know, the next sbep is thé setting
up of a Commitbtee of the Board of Governors. This Committee will
duplicate the representation of the Fund's Board of Executive Directors.
It will be supported by = Committee of its Deputies to whom the detailed
work will be delegated. . It is expected that members of the Committee
of the Board of Governors will be of minigterisl rank whereas their
Deputies will be senior officials from Ministries of Finance and
Central Banks. :

Yours sincerely,

5

L.A. Whittome
Director
Buropean Départment

Enelosures

Mr. L. Siemiatkowski
Harodowego Banku Polskiego
VWarsaw

Poland

GTyler/LAWhlttome/vrb
9/13/72



June 5, 1972

Deayr Mr, Siemiatkowskl,

Further to my letier of September 3, 1971, I enclose
P parphlets Nos. 13-16, wnich may be of inberest o you.
As publications in the pamphlet serles sppeer ab irregulear
iatervales, they are not included ip the dowments sent to
youn op e regular basis,

Yours sincerely,

L. A. Whittome
Director
Furopesn Department

Bnclogsures b

Mr, L., Sicemiathkowski
Narodowego Baaku Polsklego
Wergaw

Poland

HNeiss/vg
6/5/72



Septenber 3, 1971

Dear Mr. Siemlatkowski,

Thank you for your lether of June 9, 1971, I am pleased o kﬁcw
that yeu find the documents interesting and we will gladly send you
further documents on a regular basis. Enclosed is a recent publication

in the Fund's pamphlet series. T have algo arranged that the major

Fund publicatlions be regularly forwarded to you.

Sineerely,

L.A. Whittome
Director
European Department

Encl.

Mr. L. Siemiatkowskl
Narodowego Banku Polskiego
Warsaw

Poland

HNeiss/vrﬁ
9/3/m
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‘L6d%,August 9,1971.

Mr. Joseph Gold

‘General Counsel

Internatlonal Monetary Fund
Washdin gt on,D.C.

Dear Mister Gold: -

I acknowledge réceipt-of your two publications,

namgly. ~Unduthorized Changes of Par Value and

Fluctuating Exchange Rates in the Bretton
Woods System,

=Ieg Définitions des’ reserves a’un paya dans
le droit du Fonds mOnetalre International,

for which.I thank you very much. . :

At this occasion I will express my appreciation
on.the'ﬁalue of your articles and pamphlets,all connecied with
the infernaﬁional mone tary relations'inAgeneral énd especially
with the functioning of the International Monetary Iund.

' I think thet in the -near future Poland will
became & member-state of the IME.Thesn I shall be able To write

about your‘work in this respect which fepresants & high standard
of views for the lawyers in Polard.

Sincerely'yours}//y/‘ ¢;‘
o éiﬁ?é;ﬂ?
. o c‘.{ i



O

VAL SRCSN'S

. ' ‘ &
PREZES Warszawa, dn. Jlu@:/ \ 1921 r.
g

NARODOWEGO BANKU POLSKIEGO X/
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Dear Sir,

I am very obliged to you for your letter of June 2nd,
and for sending me the recent documents and publieations
issued by International Monebtary Funde. |

Thanklyou very much for calling my attention td the
publicafions which are indeed of essentiél importance to
me and ny staff. I would like to inform you, that I find
these types of materials to be exceptionally interesting
and helpful in our work.

I would be very pleased if you could arrange to
forward me these publications on a more regular basis in
the future.

Thanking you for putting my name on your mailing
list, I remain dear Sir, '

Sincerels

T eSfiemigtkowski

Mre L A.WHITTOME

Director

European Department
International Monetary Fund
Washington, DsC.20431




June 2, 1971
" Deer Mr, Governor/Presi dent/Chawman.

} "I enclose a selection of a Tew of the more recen‘b documents and .
 publicetions of the Internetional Monetary Fund which are sent to menber
-~ countries and which possibly may be of some interest to you, I also
anclose two recent speeches by the Managing Director and Deputy Mansging
Director on the role of the International Monetery Fund in the interna-
tional fipancisl systen.

S If you would wish to receive these types of publications on & more
iQ regular basis in the future, please let me know and I shall be pleased
- Lo try end armnge it ‘ '

1 assume that you already recelve the Fund's major publica,tmns,

. such as the International Finaneial Stetistics, Direction of Trade, The
r Anmael Report on the Exchange Restrictions, Staff Papers, and the monthly
- Internstionsl Financiel News Survey. If you do not alresdy get these on

& regular basls, please let me know, ‘

Sincerely yours,
| L.A, Whittome

Director
Eurcopean Deparitment

O © Enclosures |
The President . - ~ The Governor
Central Bank of Bulgm*ia S © Webtional Benk of the :
* Sofia, Bulgaria. o o Bociglist Republic of Romenia

‘Bucharest, Rumania.
The Chairmen - ‘ o ‘
Stetnl Banks : i o ‘ The Chalrman

Ceskoslovensks - 'The State Bank of the U.8.8.R.
Prague, Czechoslovakis, _ ' Moscow, U.5.5.R.

/ The President ’ . © The Chairman |
Harodowy Bauks : v Nebional Bank for Lcmmmmh_
Polski . I - Cooperation durs o, 0T

Wersaw, Polend - . . . Moscow, U.8.8.R,

s




June 2, 197L

Dear Mr, Pregident,

I enclose & selectlon of a few of the wore recent documents and
prblications of the International Monebery Fund which are sent to wmember
countries and which possibly may be of some interest to you. I also
enclose two recent speeches by the Managing Director and Deputy Managing
Director on the role of the International Monetary Fund in the inberns-
tional Fipancial systen,

If you would wish to receive these types of publications om 2 wmore
regular basis in the fubure, please lebt me know and T shell be pleasged
to bry to arrange ib.

I assume that you already receive the Fuud's major publications,
such @s the Internationsl Financial Stetistics, Direction of Trade, The
Apnvuel Report on the Exchange Restrictions, $teff Papers, and the monihly
Internationel Fimancial News Survey., IT you do not already get these on
a2 regular besis, please let me know,

Sincevely yours,

LA, Whittome
Director
Turopean Department

Bnoelosures

The President
Nexrodowy Banke
Polski

Wersaw, Poland.
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CONFIDENTTAL

May 6, 1971

- MEMORANDUM FOR FILES

Subject: Poland

Dr. Stanislaw Raczkowski, Councelor to the Minister of Foreign Trade,
visited the Managing Director; the Depubty Managing Director and G. Tyler were -
also present. Dr. Raczkowski's purpose was to discuss the possibility of
closer relations between Poland and the Fund, and the subject of membership.

He explained that in Poland and in other small Eastern. Buropean
countries (i.e., other than the U.S.S.R.) there was considerable discussion
about possible closer links with the international monetary system. Many,
although not all, sections in these countries considered that membership or
some other connection with the Fund would be desirable. The following were
the main points in the ensuing conversation.

(a) Dr. Raczkowski suggested that, if the Fund sincerely wanted to
have the Eastern European countries as members, it would need to accept the
implications of thelr very different economic systems. It was explained that
the Fund had a number of existing members with, in effect, socialist systems
and that, given cooperation of both sides, there should be no insuperable
difficulties.

(b) Dr. Raczkowski asked what was the current attitude of the
Management and members, in particular that of a member "with more than 15 per
cent of votes.”" He was told that our understanding was that there was generally
a sympathetic attitude all round. However, if Poland decided that it wished to
Join, it would itself need to explore directly the position of other countries
through the normal diplomatic charnnels. ~

(c) On the subject of SDRs, Dr. Ra¢zkowski said that there had been
various suggesbions that participation in the scheme could be a half way house
to full membership. It was indicated to him that, whatever the academic merits
of such arguments, it was not possible under the Articles of Agreement to
participate in the allocation of SDRs, and that further amendment of the
Articles for the purpose of accommodating non-member countries could be ruled
oub. It was legally possible for non-member countries or organizations to be
authorized to hold SDRs but to date none had asked for this authorization.

(d) Dr. Raczkowski said that, if it became a member, Poland would
hope to make use of Fund resources in times of need. It was explained that in
such a situation, Poland would be treated on the same basis as other members.

(e) Particular stress was placed by Dr. Raczkowski on the por value
question; he said that to many in Poland, the obligation to have the Fund

H '
' 1

i
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approve changes would be thought of as an interference with national sovereignty.
The . Fund position was described and it was emphasized that Jjoining the Fund brings
obligations as well as advantages but, that in practice, present members have

not found this loss of sovereignty onerous, given the benefit of the doubt that

is normally extended to members wishing to change their parity. The matter of
the "Russian clause" in the Articles (Article IV, Section 5(e)) was raised.

Dr. Raczkowski was quite familiar with this section. It was made clear to him
that there would be very great difficulties indeed in attempting to apply it

in practice.

(f) With respect to the supplying of information, Dr. Raczkowski sald
that secrecy requirements would make it difficult to supply some data, especially
that relating to transactions with the U.S8.S5.R. He was told that in practice
this had not been real difficult as far as existing members, such as the U.A.R.,
India, etc., had been concerned, despite their substantial volume of -such trans-

actions.

(g) As to future contacts, Dr. Raczkowski was told that the Management
and staff would be pleased to help the Polish authorities either during thelr
visits to Washlngton or by 1nformal visits to Poland.

u

Geoffrey Tyler-

cc: The Managing Director
The Deputy Managing Director
Mr. Whittome y/g
Mr. Smith
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| By CLYDE H. FARNSWORTH

Special to The New York Times

VIENNA—Adam Zwass point-
ed with some pride to the

study he had just published in|

German on East Bloc monetary

mechanisms and said he was|.
‘|now well adjusted to his new

life in Vienna on the staff of
the Austrian Economics In-
stitute. :

The Polish economlst said
Eastern Europe was"in a finan-
cial and monetary position
comparable to Western Europe
in the late 1940s.

The Soviet Union has - be-
tween $5-and $6-billion of gold
reserves (it produces gold at a
rate of $200-million a year), but

|it “absolutely refuses” to_ use

its reserves in support of the
rouble, Mr. Zwass disclosed.

Before emigrating from Po-|.

land, Mr. Zwass .had worked
five years in Moscow as an
economic adviser in ‘the ex-

Jchange and finance department| .
|of the Council of Mutual Eco-

nomic Assistance (COMECON),
the, communist countries’ com-
man market.

A Jew, he was one of a
small number of Polish intel-
lectuals allowed to leave during
the officially inspired campaign
of anti-Semitism in -the late
1960s. He brought his wife

tand son, Vladimir, with him.

Vladimir, ; who ds 25, is now

Adam Zwass

| -
working for a PhD. in elec-
tronics engineering -at. Colum-
bia Univeersity. -

Mr. Zwass, a sllght man of
60, received a visitor in his
offlce in the institues’s 'mnew
quarters, on the grounds of the
Old Vienna Arsenal.

Born in Lwov in the province

of Galicia, he sery‘ed on thel

e

U

Polish Eco'nomist Views Eastern Europe|

staff of the Warsaw College of v

Planning and Statistics before
his assignment to Moscow in

1963. He refurned to Warsaw |

in November, 1968, and got his
exit permit 13 months later,
1n1t1a]ly intending to live in
Israel.: :

His specialized knowledge .of
communist currencies was in
demand at the Vienna Eco-

nomics Institute, and so he re-

mained here to begin -his new
life.
Mr.

slovakia (before ‘the August,
Qoyi invasion) had been spear-

heading a drive within COME-|

CON, resisted by Moscow, to

establish multilateral clearmgi

of trade accounts.
The problem has been that
with arbitrarily fixed currency

"|values, money of the commu-}

nist countmes was not accept-

‘able in settling internal bloc

accounts. So, each of the
countries sought only to bal-
ance its accounts in bilateral
barter agreements.

The East Bloc reformers)

wanted a rouble that would
have an internationally accept-
ed value so that they could
earn foreign exchange as they

sold their manufactured goods|

In this|
way they could build up their|
reserves to shop for more ad-|

to the Soviet Union.

. Zwass explained that;
Poland, Hungary and Czecho-

Continued on Page 51, Column 1

BCONOMIST VIEWS

. vanced

Jan. 1 sets up credit facilities

O

- Continued From Page 49
technological equip-
ment from the West.

“The problem of a convertible

or, mt{ernatlonally ,accepted
rouble,” M¥. Zwass sald “Has
been swept under the table”
because of Soviet resistance.
- “It is a political question,”
Mr., Zwass observed. “They
(the Soviets) must decentralize
production, change’their whole
system before this comes
‘about. They are not prepared
to pool their reserves for the
.use of 'the whole COMECON
‘market.. They want to retain
their reserves for their own
ause. The others in COME®ON)
have too little reserves.”

Investment Banks Set Up-

Last May the COMECON
‘members '(the Soviet Union,
"Poland, Czechoslovakia, Hun-
gary, East Germany, Rumania,
.Bulgaria and Mongolia) decided
to establish an International
Investment Bank- (L1.B.) tol,
‘faciliate exchanges. The bank,
which ‘went into operation last

in what are known as trans-
ferable roubles.

‘Mr. Zwass explained ‘that al-
though it sidesteps the issue of
convertibility, the bank repre-
sents a significant- reform.

In the first two years of op-
eratlon LLB. will have a capi-
tal ' structure ‘of 350 million
‘roubles $388.5-million at .the
arbitrarily assigned rate for the
rouble). The capital is drawn
from COMECON members on
the basis of “their trade within
the bloc. For instance, the
Soviet subscriptlon is 40 per
cent—Polands’ is 11 per cent.

Thirty per cent of the sub-

the balance by . a551gnment of
important materials. The gold
and raw materials are valued
at Western price levels.

The capital, .thus, has a real
value which is expressed in
terms of rubles, one ruble fixed
at $1.11.

'Use of Funds
The funds are to be used for

development . of -natural re-
sources . within the bloc (most

credits in. proportion to

ble credits can then be used in

the bloc.

by a Soviet economist, Vitalij
Vorobjew from headquarters in
Moscow.

Mr. Zwass explained that a
fixed relationship exists

cies of other communist coun-
tries for dealings outside the
trade field—tourism for in-
stance.

crowns, 13.11
3. 2 East

Czechoslovak
Hungarian froints,
German marks,
the ‘Peoples. Repwbllc of China,
1.92 North Vietnamese dong,
1.44 North Korean won and
4.18 Mongolian tugryk.

scrlptlon must be pald in gold

of the untapped reserves are in|!
the Soviet Union), and each}:
lcountry shares in new raw ma-|-
terial discoveries by getting|!
its|"
quota at the bank. These rou-].

settling trade. 'deficits “-within
Eventually, the - bank’s capi- '

tal is to be enlarged 1 billion|"
roubles. The bank is being run|.

be-}
tween the rouble and curren-{

-The. rouble buys .78 Ruman-
ian lev, -15.3 Polish Zlotys, 9.65

1.29 yuan of

204009

SSWTIJ, NJIOL MBY SUL

2981
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CONFIDENTIAL

Mareh 17, 1971

MEMORANDUM FOR FILES

Subject: Poland

The Polish Aubassador was today the luncheon guest of the Managing
Director; the Deputy Managing Director and L. A. Whittome were alsoc present.
The Ambassador began by asking what attention the Pund paid to financial and
economic developments in the East European countries. We answered very
little indeed. We explained that this was due both to the other pressures
on the staff, the paucity of information, as well as to obvious enough
inhibitions. The Ambassador said that he was surprised. He said he foresaw
growing cooperation between the East and the West and he murmured that perhaps
our inhibitions were shared by the Socialist countries themselves so preventing
any move forward. He then wondered whether closer contacts could not be
established.

On our side the following main points were made:

(i) We were interested in learning more about developments in
East Europe and their implication for others,

(ii) We saw a distinction between closer contacts on any level and
more understanding of each other’s views on the one hand and financial assis-
tance and SDR participation on the other. We could, without too much
difficulty, pursue the first alternative. If we did this we might do it
under the cover of visits to COMECON as well as visits to individual countries.
Any move under the second alternative would require membership unless the
existing Articles were changed. It was agreed that full membership by these
countries was some way off.

(iii) As to visits, the Managing Director said that he himself would
be prepared to react favorably to an invitation to visit (and perhaps lecture in)
a Socialist country. Alternatively, contacts could be established at lower
levels.

These points were then discussed in a more general way. During
this discussion the Ambassador made the point that the various events of this
winter would mean that Poland would face economic difficulties at least during
the next two years. He said that they had been helped by wheat from Russia
as well as a freely usable loan of $100 million. He also said that the
eastern bloc was becoming increasingly uneasy over developments in the EEC
and the prospect of an enlarged EEC. They foresaw the danger of a polarization
as between blocs and were anxious to establish links that were more international
before this tookplace. He said that he thought that contacts between the
eastern countries and the Pund would grow stronger within the near future.
He said that he was to visit Warsaw next week and would contact the Ministry of
Finance there. If there was anything to report he would get in touch with

the Managing Director again. iﬁ@g’f¢ﬁﬂ

ce: The Deputy Managing Director L. A. Whittome
Mr. T. Smith
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CONFIDBNTIAL

The Managing Director |
The Deputy Managing Direcior Merch 16, 1971

L ° Aa Whittﬂme : , i

. Poland

1. General

Polend was an originel member of the Fund but withdrew voluntarily in
March 1950 from both the Fund and the Bank, The Poleg mainteained that the Fund
had not fulfilled its functions, but hed become an instrument of the United
States, Poland made a caubious epproach to the Fund in 1956 but it came to
nothing largely because the ecircumstances of the time were unfavorable.

Our ettitude toward Ensters EBuropcéan countries that have enguired sbout
membership has been that it is open H0 any country o apply. Whether the Fund
accepts an applicant country is a matter for existing members to decide. In
this regard, given the voting procedure, the attitude of the larger menbers,
which in practice comprise the G-10 countries, is of the greatest importance.

We know that when this matter was last seriously raised some three years sgo

a2ll G-10 members would have favored--though with different degrees of fervor--
merbership of Bast Buropsen countries. I would guess that the seme view prevails -
today. For its part, the management and staff have informed the Hastern European.
countries that they would be willing to use their good offices in eny approach

for merbership. i

We have slso stressed that membership involves obligations under the Articles
of Apreement, especially with respect to the supply of information on a member's
egonomy , the operation of the exchange system, aad the Pixing of an exchange rabte.
We have concluded that we do not see inherently insoluble problems as long as the
uwltimaete goal of a greater integration of these cconomies into the world economy
is genuinely amecepted and as long as there is a resl willingness to cooperste.

2. QQuots

Poland had an original quota of US$125 million. Quote increases in 1959 and
1965 would have increased this to US$234 million. Assuming en “average" increase
of 35.5 per cent under the recent review, the quota would have risen to US$320
miliion. This figure, however, must not be taken too literally since we cannot
know vhether or not Polend would have had a special increase at any bime, or the
exact percentage by vhich its quota would have been increased in 1970.

3. The economy in 1970

Poland's economic performance in 1970 was disappointing with a slowdoun in
the growth rates of both production and expenditure., Production in the indusirial
and construction sectors expanded more slowly than in 1969, whilst there appears
to have been an gbsolubte decline in agricultural production.
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Figures for the first eleven months suggest that tobael industrial
production rose by zbout T per cent in 1970 compared with just over 9 per
sent in 1969. The growth in domesiic expenditure both on investment and
consumption 2lso sloved down in 19T0. The increase in consumption at current
prices waz probably about 5 per cent in 1970, the seme as the incresse in
vages. The reduced rate of investment was in line with the targets set in
the 1970 Habional Plan,

Retall prices rose by 1 per cent in 1970, bubt as all prices are subject
to government control the increase does not refleet changes in costs or in
wmarket conditions. In December 1970, the Government slitered reteil prices
for o wide range of goods. Because of shortages of supply, the prices of
many basic food items were raised substantially. At the same time, however,
the prices of many consuumer durables were lowered in an attempt to dispose
of large unaold stocks. The over-all impact of the changes was to raise
significantly the cost of living in Poland end a series of eivil disturbances
in Poland's Baltie port cities was set off.

The 1970 National Plan was designed to veduce the trade defieit and to
1limit the increase in the volume of trade to 6 per cent. Imports were to be
held to @ grovih rate of 4.9 per cent. Although a reduction in the trade

deficit was achieved, the resulis for the year fell considersbly short of

the targets. Imports in 1970 rose by la.hl?er cent to $3,607 million (eal-
culated at the officizl rate of exchange).™ Exports rose by 13 per cent %o
$3,588 million. The trade deficit fell from $68 million in 1969 to $59 wmillion
in 1970. In Jenuary 1971, new changes were introduced in the orgsaization of
forelign trade allowing industrial organizations to drav up their owvn foreign
trade plans, especially with convertible currency areas. Presumably s large
amount of centrel direction remains.

Y., Politicel developments and personalities

On December T, s formel peace treaby wasnsigneﬁ bvetween West Germany and
Poland vhieh confirmed the Oder-Neisse line as the permsnent western {rontisy
of Poland.

A week later civil disturbences broke oud in Poland's Baltic cilties of
Gdensk, Gdynie, Sopot, and Stettin. The trouble started emong the dockers ot
Gdaunsk wvho were discontented with 2 new systen of bonuses and for whom the
price rises were the last straw. The disturbances spread repidly to other
groups and to other cities and the army was called upon to vestore order. The
price inereases were revoked on February 15. The disturbances led to e change
in Government with Mr. Gomulkae beiung replaced as First Seeretary of the Polish
Communist Party by Mr. Edwerd Gierck; four other members of the twelve-man
politbhure were also relisved of their posts. The peremmial, Mr. Cyrackievices,
was ' 'promoted” to the ceremonial poet of Head of State, and replaced as Prime
Minister by Mr. Piotr Jaroszewiesz.

1/ The basie rate is I slotys to US$l. The speecial rate which applies to
travel expenses, transfers, ete.,, is 24 zlotyn to US$Ll. The privileged rate
for tourists spending move than $50 is 40 slotys to UsSL, (In 1969, the black
market yate was 145 zlotys to US$Hl.)
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Bdward Gierek, 5T, has heen a politburo member sinece 1956 and was
supposedly against the price increages. A former Silesien coal miner, he
wos educated in France and worked thers. Laber he served in the Belgian

resistance. He returned to Poland in 1948. He became a meomber of the party
Central Committee in 195k.

Pictr Jaroszewies, 61, wes permanent representative at the Comeecon
and formey Depuby Prime Minister.

kY
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The Managing Director
The Deputy Managing Director

FROM L. A. Whittomegﬁgm/ B M

SUBJECT : Poland

l. General

Poland was an original member of the Fund but withdrew voluntarily in

March 1950 from both the Fund and the Bank. The Poles maintained that the Fund

had not fulfilled its functions, but had become an instrument of the United
States. Poland made a cautious approach to the Fund in 1956 but it came to
nothing largely because the circumstances of the time were unfavorable.

Our attitude toward Eastern European countries that have enquired about
membership has been that it is open to any country to apply. Whether the Fund
accepts an applicant country is a matter for existing members to decide. 1In
this regard, given the voting procedure, the attitude of the larger members,
which in practice comprise the G-10 countries, is of the greatest importance.

We know that when this matter was last seriously raised some three years ago

all G-10 members would have favored--though with different degrees of fervor--
membership of East European countries. I would guess that the same view prevails
today. TFor its part, the management and staff have informed the Eastern European
countries that they would be willing to use their good offices in any approach
for membership.

We have also stressed that membership involves obligations under the Articles
of Agreement, especially with respect to the supply of information on a member's
econonmy, the operation of the exchange system, and the fixing of an exchange rate.
We have concluded that we do not see inherently insoluble problems as long as the
ultimate goal of a greater integration of these economies into the world economy
is genuinely accepted and as long as there is a real willingness to cooperate,

2. Quota

Poland had an original quota of US$125 million. Quota increases in 1959 and
1965 would have increased this to US$234k million. Assuming an "average" increase
of 35.5 per cent under the recent review, the quota would have risen to US$320
million., This figure, however, must not be taken too literally since we cannot
know whether or not Poland would have had a special increase at any time, or the
exact percentage by which its quota would have been increased in 1970. :

3. The economy in 1970
Poland's economic‘performance in 1970 was disappointing with a slowdown in
the growth rates of both production and expenditure. Production in the industrial
and construction sectors expanded more slowly than in 1969, whilst there appears
t0 have been an absolute decline in agricultural produc?ion.
| : ’ !
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Figures for the first eleven months suggest that total industrial
production rose by about 7 per cent in 1970 compared with just over 9 per
cent in 1969. The growth in domestic expenditure both on investment and
consumption also slowed down in 1970, The increase in consumption at current
prices was probably about 5 per cent in 1970, the same as the increase in
wages. The reduced rate of investment was in line with the targets set in
the 1970 National Plan.

Retail prices rose by 1 per cent in 1970, but as all prices are subject
to government control the increase does not reflect changes in costs or in
market conditions. In December 1970, the Government altered retail prices
for a wide range of goods. Because of shortages of supply, the prices of
many basic food items were raised substantially. At the same time, however,
the prices of many consumer durables were lowered in an attempt to dispose
of large unsold stocks. The over-all impact of the changes was to raise
significantly the cost of living in Poland and a series of civil dlsturbences

in Poland's Baltic port cities was set off.

The 1970 National Plan was designed to reduce the trade deficit and to
limit the increase in the volume of trade to 6 per cent. Imports were to be
held to a growth rate of 4.9 per cent. Although a reduction in the trade
deficit was achieved, the results for the year fell considerably short of
the targets. Imports in 1970 rose by 12.4 ?er cent to $3,607 million (cal-
culated at the official rate of exchange). Exports rose by 13 per cent to
$3,548 million. The trade deficit fell from $68 million in 1969 to $59 million
in 1970. In January 19Tl, new changes were introduced in the organization of
foreign trade allowing industrial organizations to draw up their own foreign
trade plans, especially with convertible currency areas. Presumably a large
amount of central direction remains. '

4,  Political developments and personalities

On December T, a formal peace treaty was signed betWeee West Germany and
Poland which confirmed the Oder-Neisse line as the permanent western frontier
of Poland.

A week later civil disturbances broke out in Poland's Baltic cities of
Gdansk, Gdynia, Sopot, and Stettin. The trouble started among the dockers at
Gdansk who were discontented with a new system of bonuses and for whom the-
price rises were the last straw. The disturbances spread rapidly to other
groups and to other cities and the army was called upon to restore order. The
price increases were revoked on February 15. The disturbances led to a change
in Government with Mr. Gomulka being replaced as First Secretary of the Polish
Communist Party by Mr. Edward Gierek; four other members of the twelve-man
politburc were also relieved of their posts. The peremnial, Mr. Cyrankiewicz,
was''promoted”" to the ceremonial post of Head of State, and replaced as Prime

Minister by Mr. Piotr Jaroszewicz.

1/ The basic rate is L zlotys to US$1l. The special rate which applies to
travel expenses, transfers, etc., is 24 zlotys to US$1. The privileged rate
for tourists spending more than $50 is 40 zlotys to US$l. (In 1969, the black
market rate was 145 zlotys to US$L.) | '
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Edward Gierek, 57, has been a politburo member since 1956 and was
supposedly against the price increases. A former Silesian coal miner, he
was educated in France and worked there. Later he served in the Belgian
resistance. He returned to Poland in 1948. He became a member of the party
Central Committee in 195L. S ‘

Piotr Jaroszewicz, 61, was permanent representative at the Comeéon
and former Deputy Prime Minister. ' ‘
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Dear Eirnest:

This yvear's consultation with Pcland wes too controversial to
ba nompleted in one sgssion ag you will find from the enclosed note on

the proceedings.

In last year's consultation the Poles were on the defensive
becausea the irformation supplicd was iradequate, Dut this vear thay
orovided comprehensive statistics and could afford to ba much more
criticel of the statictical information on discrirminatory restrictions
acplied against Folish exports,. Furtharmore, they now have a new
Permanent Representative to the GATT, . i, 2. Rurarz, a youitg
mian whio was earlier a tralnee in the GAT zecretariat,. He is much
rnore direct than his predecessor, PMr, Laczkowski, an old style diplo-
nat, and technically more competent.

The meetings showed that the impleimentation of the Polish
Frotocol is going to be a difficult business, cspecially the cormrmitimeiit
to increase imports firom the Contracting Parties by 7 per cent per
annutri,.  In the discussion on the Romanian Protocol, the Romanians
o resisting any such quantitative commitiment, perhaps on the advice
of the Foles, The meetings on Romania were brought to an end yester-
day because of complete deadlock on several key issues. We shall, of
course, be praparing a report on those discussions as well which should
be in your hands next week ar so.

Sihcerely yvours,

encl. Edgar Jones

Vec: Mr. L.A, Whittome

Mo Ernest Sturc

Ciractor

Exchange and Trade Relations Department
International Monetary Fund

18th arnd H Streets, N.W,

Washington, D.C. 20481

U. S A,
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26 November 1969

Note on the GATT Working Party on Trade with Foland,
10-13 November 1969

The VWorking Party on Trade with Poland met from 10 %o 1% Hovember to
conduct the second amnual consultation with Poland under paragraph 5 of the
Protocol of Accession (L/2851, 19 September 1967). The deliberations followed
closely the 'plang for anmual review" as provided for in Amnex A of t& Protocol,
and vere based on three sets of documents prepared by the secretariat™,

The comsultation covered a wide range of subjects relating to the develop-
ment in Poland's foreiegn itrade in 1968, but the debate cenbered mainly around the
guestion of whether Poland and the contracting perties had fulfilled their rege-
pective obligations under the Protocol, There was sharp disagreement beitween
the representatives of Poland and major contracting parties on the interpretation
of the data submitted by Poland and the contracting parties to the Secretariad, and
the Working Party was unable to agree on the conclusion to be drawn from the con-
sultation. Netification procedures for the third annusl consultabtion concerning
discriminatory quantitative restrictions andrprohiblitions applied by contracting
parties against imporits from Poland were also debated at considerable length.

The Working Party requested the secretariat to draft a report to the Council,
including controversial concluding paragraphs, and decided to reconvene in a few
weeks to discuse it before submiseion to the Council.

1, Polish exporis to contracting parties

Under paragraph 3 of the Froiocol, contracting parties applying prohibitions
or discriminatory gquantitative restrictions against Foland inconsistently with
Article XIII of the Gemeral Agreement undertook (1) not %o incrsase discriminatory
elemente in their restrictions and (2) progressively relex these elements and
eliminate them completely by the end of a trensitional period (the length of which
o be determined during the third or subsequent snnual consultations.)

The representative of Poland congidered that the notifications submitted by the
contracting pariien (L/3241 and Add.1-3) were ipccomplete and inadequate, meking it
impossible to assess whether contracting parties had fulfilled their obligations
or not. Morecver, three-fifths of the contracting parties did not submit notifi-
cations, He was particularly coritical of the notification of the EEC, which had
submitted positive rather than negative lists. His Government, therefore, could
not help but conclude that certain contracting parties had failed to fulfill bheirx

1/ These documents ares

L/3241 and Add.1-3: Notification by contracting parties on restrlceiions
maintained on imports from Poland.

L/3261 and Add.)l: Polend's trude with GATT countries.

L/3264: Foreign trede planning of Poland,



obligations under the Protocol. The representatives of Canada and the U.S.

“also thought that the notifications in general were unsatisfactory and were

not submitted sufficiently in advance to enable the members of the VWorking
Party to examine them properly. The representative of the EEC, on the other

hand, argued that the notification of the FEC provided clear information om - .o

the list of products which were liber2lized and that the comparison of the

BEC's notification of last year and this year should enable the members to
assess the position of the EEC., He stated categorically that discriminatory
elements in the Community's import restrictions against Poland had not in-
creased during 1968 and that Poland was in as good a position as any contracting
parties to verify this. ‘

2, Poligh imports from contracting parties

Under paragraph 1 of the Schedule of Concessichsg, Poland undertook to
increase the total value of its imports from contracting parties (as a whole)
by not less than seven percent per amnum.

Referring to the Pelish import statistics given in secretariat document
L/3261, the representativesof the EEC and the U.S. pointed out that Foland's
imports from contracting parties in 1968 expanded only by six percent. The
representative of the U.S, proposed that this one percent shortfall (of
approximately $12 million) be mede up either in 1969 or 1970, The representative
of Poland, on the other hend, argued that its imports from contracting pariies
in 1968 expanded by nine percent according to its central bank statistics (come
piled on the basis of contracts signed rather than goods delivered). If there
were shortfalls, firms in contracting parties territories not Polish enterprises
should be blamed for non-fulfillment of their contracts, Furthermore, import
figures given in the secretariat document were on a f.0.b, basis. If imporis

percent in 1968 due to an increase in the freight rates,

3 Balence:.of payments with contracting parties

The discussion of a "secret™ balance of payments of Poland with contracting
parties was very brief. In reply to a question, the representative of Poland
said that a single éxchange rate was used to express both commewcial and non-
commércial transactionz in dollars and that the defieit of $117.2 million in its
trade balance in 1968 would not affect his country's import commitment for 1969
under the Protocol, . '

4. Notification procedures for discriminatory quantitative
restrictions and prohibitions applied by contracting
partics sgainst Poland.

Poor quality of notifications on discriminatory quantitative restrictions
and prohibitions applied by contracting parties against Polend prompted a long
debate on the improvement of the procedures for the third annual consultation.

+

had bheen valued on a c¢:i.f, basig, there would have been an increase of seven oo
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The representative of Poland insisted that notlfications must include not
only a list of commodities which are liberélized and trade data for each
commodity, but also detailed information on action taken by each contracting
party to liberalize restrictions since Jume 1967. Such information, moreover,
ghould be submitted by the end of January 1970 so that the secretariat could
prepare & document and the Working Party could examine it not later than the
end of April 19%0, His comments implied that his Government could not con-
sider the second annusl consultation as being completed until such a document
was made available. The representative of ‘the LEC considered that the debate
relating to the second aennuasl consultation and the question of netification
procedures for the third anpual consultation should be treated separately.

He took the view that the EEC had fulfilled its obligation by submltting all
the ~necessary information requested by the secretarlato

A proposal by the Chairman that the Working Party request the secretariatb
to prepare a paper om notifileation procedures for the third annual consultation
and that the Working FParty examine it at its next meeting was asccepted.
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Office Memorandum

TO : The Deputy Managing Director ' DATE: April 28, 1967

FROM  : Jay Reid D-' /ZI

SUBJECT : A Visitor

The gentlemen whose card is attached called at my office on Thursday, April 27.
He said he was interested in any material we might have on the diécussions of in-
ternational liquidity. He said he had previously received copies of the Fund's
Annual Report and wondered if we had anything else. I told him that we had nothing
that we could make available to the public at this tizﬁe beyond the transcripts of
the three press conferences held following the joint meetings. He did not request
copies of the transcripts but said that he made fairly lengthy vﬂisits to Washing-

ton from time to time and would probably be in touch with us again.

EUGENIUSZ SYPNIEWSKI
Deputy Manager ) |
|

! Bank Handlowy w Warszawie S. A.
Warszawa, Traugutta 7 Phone: 26-86-53
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Maneging Director , , .
Deputy Managing Digector | February 21, 1968

Evzest Sture

GATT Review of Polish Tiades Renewed
Bogti1Tkien on the Poulty Front |

The Geneve Offics reporte thet the GATT Council Meeting on February
15 established twe Working Parties, one to conduct the firss Anmwal Review
of Trade with Polend and o Sécond For consulbaiions on problems in intors
pabional trade in poultyy. Mr. Esche's letbtor and coples of related documents

and corvespondence are attached.

At my suggestion Myr. Isobe approached the GATT Secyetariat before the
Council Meeblnz to relterate, cur intérest in the balance of payments section,
Part {iii) of the Plan for Anmuel Review with Poland, and our willingness to
cooperate dependent on arrangements belng made with the Polish Govermment o
vrovide figures essentlal to valid balance of payments determioetions. The
GAIT Secretariat belleves, hovever, that any snnuel review this year will not
deal with Part (iii) principelly because Poland inbroduced o wéw lmport licensing
system on Jamary 1 apd pertinent date will be lacking. Although I believe the
situstion bears vatching it would not seem necessary Ffor us to teke further

ackion ot Bhis bime.

The relatively mild American statement with respect o poultry is
atbached. According %o the Geneva 0fficg, it 2nd the proposal for @ working
party were coldly accepted by the EEC and Denmark. Extended diszcusgions with
a doubbtful outecome are bto be expected.

Attachments

¢é: Mr. Whithome /

RRSelby:jw
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T GENEVA
TELEPFHONE: 34 30 00

OFFICE IN GENEVA

- 16 February 1968 |

Dear Mr Sturc' ',' , o ﬁ;“ | o o -f -';16,‘” L :

As I reported briefly in my cable to you dated February 15th, ) S
the ‘GATT Counecil agreed to set up two working parties, one to conduct - Lo :
consultations under Article XXIT:2 of the General Agreement on problems. - = % . '
in international trade in poultry, and the other to conduct the flrst ' Co ‘
annual consultatlons with the Government of Foland.,

. 1. The Council adopted unaanously the US proposal to set up
a vorking party on poultry trade after a short discussion (see my letter..
: ‘ to you of February 5). The intervention of the representative of the
(i) EEC was 1mpre551vely shor®t, with certain lingering coldness. He stated
' ‘ that the EEC was in favour of the creation of the working party and was
ready to discuss with the US Government all the elements involved in the
problems of poultry trade. This was exactly the same attitude which they
had taken when the Working Party on Dairy Products started its work about
two months ago (see Mr. Jones! letter to you of December 19, 1967, and
my letter of January 29, 1968). Judging from the experience of the latter-
Working Party, there is unfortunately no assurance that the Community will
- refrain from bringing into discussion all the elements - long-bterm as well
as short-term, varying from brood to chicken soup in this case ~ the most
probable result of which would be the working party being dragged on and
on, just endlessly. The voice from Demmark was equally thorny. The Danishv
representative welcomed the creation of the working party because it would
give his Government a good opportunity to correct the wrong impression
which the US delegation had made at the last meebing. He said that Denmark
was the victim, not the maniac of subsidies on chicken! The chairman, i
E naturally, intervened to express the hope that the working party should
: not be guided purely by the principle of confrontations stipulated by
(:) o Article XXIT:2, but rather by the principle of cooperation agreed upon
when the CONTRACTING PARTIES adopted future work programmes at its 24th
Sessionynamely, to work out mubvally profitable solutions. The members
of the newly created working party are Argentina, Austria, Canada, Denmark, ;
EEC, Greece, Japan, Pcland, Switzerland, UK and USA. The date of its first A
meeting remains to be decided through future consultations among interested .
Contracting Parties. I.gather, however, from the workload of the secre- : N
tarlat that it will not be before the middle of March. V - S

2. On the worklng party for the annual consultatlons w1th Poland,
the discussion was also a short one. They agreed to set it up with the
terms of reference: to conduct, on behalf of the CONTRACTING PARTIES, the
first ammual consultations with the Government of Poland and report to the
Council. Mr. A, Langeland of Norway, an old-hand in this matter, was A
elected chalrman of the working party. "Its membership: Argentina, Australis, -
Belgium, Brazil, Canada, Czechoslovakia, EEC, Finland, France, India, Italy,
Japen, Luxembourg, Netherlands, Nigeria, Poland, Sweden, Switzerland, UK,
USA, and West Germany. The first meeting of the working party will be held

)‘“n("f

e
§ XERO!
COP Y,




:
i
.

[ T

Louzxf

on March 25, 1968, in accofdance.with the future work programme'set out
in paras 5 and 6 of the Protocol for Accession (see L/2851), i.e. six months
after Polané s1gned the Protocol (September 18, 1967).

I had WLth me Mr. Souﬁhardfs cable to Mr., Jones dated June 23,
1967, in case someone should ask for the Fund!s view on the future procedure
of the ammual review. However, as the discussion turned out to be rather
superficial, T thought I should keep my moutlk shut and did not mqke any
interventions, ) A

3. Before and after the Council meeting, I approache& informally
the GATT secretariat to f£ind out how they were trying to deal with Part (iii)
of the Plan for Annual Review -- Polish Balance of Payments with Contracting

- Parties., Mr. Haight, Director of Conference Affairs Division, Mr. Linden,

who will act as secretary to the working party, and Mrs. Potter and myself

came to the conclusion that the annmual review this year would most probably

not go beyond (i) and (ii) of the Plan, We were of the opinion that the
earliest occasion when the Fund's role might possibly be discussed in connec~
tion with (iii) of the Plan would be prior to the annual review for next year.
fThere were several reasons for reaching such a conclusion. One of them was
the fact that by March 25 only threée months would have passed since Poland
«émbarked upon its new import licensing system on January 1, 1968, and that it
would be still premature to judge how far Poland had succeeded in complylng vith
%he 1mnort commitments of 7 per cent increase per annum, as stipulated in Ammex

BZof - tﬁé Protocol and, therefore, the overall picture of its balance of payments
wotldistill be far from being discussible. The other reason was that Polish

73 % ifiport’and export statistics were by far less accurate than those of other

'Cdnxractlng Parties and there would be a lot of preparatory work to be done by
the secretariat. The secretariat’s tentative plan at the moment is to confine
the first meeting only %o allowing questions on (i) and (ii) from the other
members of the working party, and then to hold a second meeting sometime in
mid-May for Poland to answer these questions. But, of course, I will keep in
close touch with the GATT, and if anything happens which night threaten the
Fund's inevitable partlclnatlon in thls yearis review already, I will report
to you immediately. ,

Through my conversations with these people, I think I have succeeded
in clearly 1mprinting upon their mind the Fund's deep interest in the way how
they were going to deal with the balance of payments aspects of the annual

. review from now on. .

A @xf
Asahiko Isobez:fi-——u~e

Mr, Ernest Sturc

Director

Exchange and Trade Relations Department
International Monetary Fund

19th and H Streets, N.W.
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October 21, 196l

Dear Sirs:

Thank you for your letter of Ausust 25, 196h and for send~
ing us nos.. 2-6 of the "Wiadomofci MNarodowege Banku Polskiego®
which we received today. We are very pleased to have these
periodicals and we shall be grateful if you will send them to
us regularly in the future. If no. 1 of 196L and the 1963 issues
are still ‘aveilable, may we also receive them.

The International Monetary Fund is now sending you, in care
of your Biblicoteca Centralna, the following publications:

International Financial News . Survey (weekly) 5 copies.

Fund and Bark ‘Review: - Finance. and Development ‘
(quarterly) 5 copies.

Anmual Report of the Executive Board.

Amnual Report on Exchange Restrictions.

Summary Prodeedings of the Board of Governors.

Schedule of Par Values.

Balance of Payments Yearbook.

We hope that you are receiving these publications repularly;

if noty; we shall be glad to check on them. If you wish to
receive the Annual Reports and Summary Prodeedings of the Inter-
national Bank for Reconstruction and Development, Internatiocnal
Development Association and International Finance Corporation,
wa shall be glad to send them, also,

Sincerely yours,

Martin i Ioftus
Librarian

Biurc Ekonomiczne
Narodowy Bank Polski
Warsaw, Poland .

Heopy: Hr. Gouriouw
¥r. Evensen



NARODOWY BANK POLSKI " Warszawa, St September, 1664

‘. DEPARTAMENT ZAGRANICZNY

Warszawa 1, skrytka poczi. 1012
Adres telegr. »NARBANKc« Telefon: 30-09

X 8-13-23
Telex: Narbanzug. Wa 31324

Dear Mr Sturc, ,
"With reference to our conversation at the B.1,S. Annual-

- Meeting I have a pleasure in informing you that we have already
received a number of publications of the International Monetary
Fund, viz.: |

Annual Report 1963 ,
Summary of Proceedings, Annual Meeting 1963
Articles of Agreement

Exchange Control Restrictions

The Fund and Bank Review,

- for which I wish to thank you personally and reqﬁest you to
send us further publications of the Fund.
On our part we have despatched the monthly published
by the Narodowy Bank Polski, '"Wiadomosci', from No. 1, 1964
and from now on we shall contfinue to supply the Fund Library "

with this publication.

I wish to siress my pleasure of making personal
acquéintance with you and it is my hope that owing to this
per30nél éontéct the exchange of publications between the IMF
and this bank shall be maintained to mutual advantage.

"~ With my best regards and hope to meet you again. -

Yours sincerely,

i o

Mr Ernest STURC

- Director - .
‘European Department
International Monetary Fund
Washington 25,D, C.,USA
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M. R, Wyczelkowsky "bms\
Polish Thoughts fbont Hoembership in

.
T

The Polish newspaper, Trybuna Imdu, the official organ of the
Government, published on Jamuary 29 an article "On Foreign
Credits for Poland" in which, among other things, the possible
gources of credibs are enmumerated. The following passage can
be quoted:

%, . .+ from the Internationa) Monetary Fund and the
International Bank for Reconstruction and Development, which
engure credits to member states (Poland has not bsen a member
state for some time), Although comparatively the largest
sums can be obiained from this source on relabivaly the nost
favorable terms, the procedurs in this case is very long and
takes aboub eighteen monthsl,

ccs: Mr, Sturc.

_ Mr. G. Porrag February 21, 1957,
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The Polish weekly, Zyoie Gospodarceze, {(Economie Lifs), dated January 27, -
1957, publighed by the state enterprise "Polich Economic Publications®,
contains maxy interesting ariticles related to the economic system in
Poland and intended changes in this system. A summary of two such ardicleg
is given balow.

A Fey Bemarks on the Progrem of Beonomics
by J, G, Zielinsgki

There seems. to be apreement betwsen the economists that it is desgirable
and nocessary for the Marxist economics to utdlize a serieg of tools of
aconcnic analysls devised by bourgeols theodrists. Ta this respect, such
things should be mentioned as the concept of economic equilibriim, marginal
concept, analysis of the elasticilty of demand, etc.

Two questions ghould be enswered., Firet, why doss the Marxist economics
lack such Gools of analysis, and whetber the class character of political
econcny doss not prevent borrowlng from bourgeols sconomicss :

In discussing the tools of economic analysis the most important thing
iz the purpose for which they may be applied and not the "wvulgar interpre-
tation® according to which such tools are "prescriptions for maximum
exploitation® {of labor), UObvicusly, Marx was not conmcevied with the
problen of whet the best orpanization of the economy should be., He did
not intend o create a theory and tools of eceonomic snalysis which would
facilitats a choice of the best methods of ecconowic organization and of
appropriate economic decisions. He was concerned with the soelal economic
differences between capitallsm and socielism. It iz hecessary, however;
Por the socinlist cconomy to give answers te such quections as how to
choose the best methods of production, the optimum volume of production

for each z@m and for sach branch of production, etc.

The fear that the class character of the pali‘t:lcal agonony may not
allotr borrowing from bourgeois economice Is unjustified. Bourgeois
economics croatedmsny mathematical formlations which, as tools of
economic thinking, are deprived of any class characier; they sre nsutral
and may be applied wHersver thers are oconomic phenomenons vhich may be
subject to an analysis,

Some péople agree that it is necesssry %o.create some tools of
econonic snalyels, but they aleo ssy that :i‘iz ig nol necessary to leck
for such tools in the writings of XKeynes or J. Robinson, They say that
it is eoncugh to look into the mamuscripts of Marx, This attitude wit-
nesges the inability of such people %o borrow from bourgeois econcmics,
Such prejudice should be removed if we want to make a detisive step
forard,

{The auther quotes outetanding Foligly economists like Lange,
Lipincki, Drewnowski, Brus, ebe., who, in various writings, expross
the same opinions ).
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The author contimicss pometimes claims are made that in Poland +the
tagk of utilizing bourgeois sconomics is eagy, because in this countyy
there is a wide knowledge of bourgecis economics and also of Harxiaet
economics, However, this is true only so far asz the elder generation
of economists ds concerned, &g a representative of the younger
generation of econcmists, I have plenty of rensons to claim that our
knowledge of bourgenis economics is very limlted and that correction
of this gituntion ls urgently noeded, In this regpect, wo oxpomt help
fron our professors,’ ’

» It is necessary to re-introduce lectures in bourgeols economics,
a thing which has already been partly done in sume universities; to
transiate Bourgeois economic writings and to subzoribe to variocus
western economie pericdicals.

"Poreign Tfade in vesd of Imnroved
B by 8. Folffzek

Poland has experienced serious balance of psyments difficunltics,
In tho pest few years, the foreign trade deficit amounted to some (125
million amnually. The present difficulties are caused mainly by pasth
mistekes of tho economie policy in Poland which led %o a large impord
of focdstulfs, amounting to some $75 million annually, and fe a decrease
iz export of coal. o
I additicon to these Yobjoctlive® difficulbies in foreigm trads,
thore ars dlso difficulties which arise from the Polish system of
foreign t¥4de and from the worling of Polish foreign g, organizations.

It is, of courge, very diffiewlt to say whother the Yo veign trade of
Poland has been = “itable or not and whother the Polish “orelpn trade
apparatus hes be. working efficiently or not. Nohody is eble to answer
these cuesitions under the present circumstances. Flvst of all, foreign
trade statistics are nobt sufficiently elaboraite ard » what is more, they
are not published and, therefore, unlike in western comntries, they
can not be analyzed by anybody who is interested in foreipn trade.

The other reason for the fact that an amalysic of whether our foreign
trade is advantagecus %o Poland is impossible is distoried price structure
in Polend, which doeg not permit a correct caleulation of costg of pro-
&ucﬁis:m; and a lack of a realistic exchange rate of the zloty. In addition,
the Polish foreign trade systenm completoly isclates the problem of profi-
tability of foreign trade organizations from the cost of production in
enterprises producing for export,

The author is of the opinion that, in addition to correcting the Poligh
price structure and cstablishing a re@listic exchangs rete for the Polish
currency, it is necessary to cbiain foreign erodite and to incroase foreign
exchange reserves., He is alse in favor of cenlralizing deécisiong on _
foreign trade and foreign exchange allocations and ending the present system,
according to which decisions in these matiers are divided betwsen the
Ministry of Foreign Trade, Ministry ¢f Fimnce, State Planning Cormission
and National Bank of Poland..



February 15, 1957.

Devaluation of the Polish’Zlo#g

The Polish currency was devalued on February 11 from 4 zlotys to 24 zlotys
per U.S. dollar, in relation to all currencies except thoss of the Soviet Bloe
countries., Original information did not limit the scope of devaluation. More
recent information (yesterday's newspapers) limits the devaluation to the tourist
trade. It is not known which information is correct. But it may be of
interest to analyze the effects of a Wgeneral devaluation®, The following
analysis is based on this assumption.

1. Economic consequences

The exchange rate of 4 zlotys per U.S. dollar was completely unrealistic,
The new rate expresses more correctly the relationship between the cost of
living in Poland and abroad. '

Invisibles., The devaluation will tend to increase Polish net receipts
from invisibles., It will also end the dissatisfaction of western travellers
to Poland. Since it may be assumed that the old exchange rate overvalued the
Polish zloty to approximately the same extent as the exchange rates of other
Soviet Bloc countries overvalued their currencies, the retaining of the old
exchange rate of the zloty in relation to these countries (as long as Poland
succeeds in maintaining "broken cross rates") will prevent losses on invisible
trade with Soviet Bloc countries.

Merchandise transactions. The foreign trade system in Poland is similar
to the Soviet system. The system is such that the exchange rate (or rates)
are by and large “irrelevani® for the foreign trade merchandise transactions.

Foreign trade in Poland is a state monopoly. Its purpose, apart from
the achievement of the highest possible prices for exports and the lowest
possible prices for imporits, is to shield the domestic economy from external
influences.

Foreign trade monopoly ("trade organizations") buy in the domestic market
goods destined (by the economic plan) for export, and sell imported commodities
to Polish enterprises at domestic prices. Export goods are sold and import
goods bought by the trade monopoly at the prices prevailing in foreign markets.

The zloty exzchange rate is of no interest to Polish domestic producers
(i.e., those who sell goods destined for export to exporting organizations),
to final purchasers of imported goods, or to foreign exporters and importers.
Transactions between foreign exporters and importers and Polish spescialized
foreign trade organizations are setitled in foreign currencies (or in some
abstract unit of value), and transactions between Polish foreign trade
organizations and Polish suppliers or purchasers of sxported or imporjed
goods in zlotys. No explicit exchange rate is used, except in some minor
cases,

In view of the method of price formation in Polamd, and of the fact that
domestic prices are "shielded" from outside influences, any resemblence
betwsen the price patterns in Poland and in other countries could be nothing
more than a sheer coincidence, Therefore, if a uniform exchange rate were
applied to foreign trade transactions, carried out according to a plan con-
structed independently of domestic prices, some exporting and importing
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enterprises would make extra profits while others would suffer losses. The
exchange rates actually involved are only implicit and necessarily multipls,
and, in the management of the Polish economy, are of no significance. The
exchange rate is, in fact, irrelevant in foreign trade merchandise trans—
actions. It in no way serves as a guide in masking foreign trade defiisiomns.
If it were to be used for this purpose, it would have to be a price, which
the zloty exchange rate is not.

Polish foreign trade may be balanced in terms of zlotys and at the same
time unbalanced in terms of foreign exchange, or vice versa, , A comparison of
these balances might reveal fiscal zloty losses or profits,l/

Since Poland could not change its foreign trade system on the occasion
of the devaluation of the official rate, the irrelevancy (with possibly some
exceptions) of the zloty exchange rate in merchandise transactions still
continues,. There are strong indications that Poland wants to change her
foreign trade system in the sense of eventually making the exchange rate a
relevant cost factor.

Political comgegquences. The political consequences should be favorable
to Poland in her relations with the West. But they will be unfavorable in
her relations with other Soviet Bloc countries. Poland "devalued" the ruble
and now the U.3.S.R. may "devalue" the zloty. Or the U.S.,S,R. might follow
suit and devalue the ruble in terms of western currencies, This, however,
iz doubtful. It is not impossible that the U.S.S.R. will introduce premia
for foreign tourists, except Polish tourists, and use the recent Polish
measure as a pretext to abrogate trade agreements with Poland.

If the Polish devaluation is related only to tourists, this would mean
that Poland, realizing the limited scope of any devaluation of her currency,
wants to av01d political difficulties with the U,S.S.R., and doss not want
to call her measure a general devaluation of her currency.

It is, however, not impossible that the devaluation is (formally)
"general® and that Polish experts explained to the newspaper correspondents
that it will have limited effect, because of irrelevancy of the exchange
rate in merchandise transactions. The press may have construed this as
being only a "tourist! devaluation.

It may well be that for all practical purposes the "tourist® devalua-
tion and (formally) "general® devaluation mean the same thing in Poland.
(That is that the tourist rate would be extended to all invisible transactions
with the West, in which the exchange rate is relevant).

1/ See "The Soviet Price System and the Ruble Exchange Rate", pp. 214-216,
in the September 1950 issue of IMF Staff Papers.



7

@

TO

FROM

SUBJECT :

Office Memorandum

Mr, Gabriel Ferras ‘ pATE: February 11, 1957.

M. R, Wyczalkowski %)
Possible Devsluetion of the Polish Zloty

According to unconfirmed American newspaper reports, the
zloty will be devalued as of today in relation to western curren-
cies. Its present value of 4 zlotys to the dollar will be
changed to 24 zlotys to the dollar. This would mean that the
exchange rate of the zloty would correspond approximately to
the cost of living in Poland and in the western countries.

Apparently this measure also included a "devaluation" of
the Russian ruble. That is, the zloty would be devalued only
in terms of western countries and not in terms of rubles and,
possibly, in terms of other Soviet bloc countries, This would
mean a realistic approach. If this news is correct, the
Polish action points out the unrealistic level of exchanges of
Soviet bloc countries., Economically Poland should gain freom
this measure by eliminating losses on some invisible transactions
with the west (in terms of Polish zlotys) and by eliminating
foreign exchange losses on invislble transactions with Soviet
Bloc countries.



. Background Hote on Poland

Poland Joined the Fund and Bank in Decomber 1946, and withdrew in
March 1950, The Poligh quota in the TMF was £125 million,

There has been soms speculation in the pross that Poland might wish
to rejoin the Pund, Article II, Section 2; of the Articles of Agreesmend
gtaten that Pmembersghip shall be open to the pgovernmenbs of other countries
(i.9¢y countries which are nob originsl membdrs) at such times and in ac-
cordanca with such ferms as may be prescribed by the Fund", It is cbviously
prematurs to speculate at this point what termg the Fund might proscribe im
the event of Poland sgesking readmission, But it is probeble that the Pund
wonld wish to insure that Poland would comply with the provisions of Article
VIII, Section 5; of the Articles of Agreemsnt regarding the furnishing of
dnformation: In the &ime available for the proparation of this paper, the
staff has not been able 40 make a thorough examinatlon of data currently
boing publlished by Poland: Statistics of foreign trade and domestic produc-
tion are available,; but "normal® menstary data, such as, currvency in circu~
lationy credits, etey; do not appear to be published. OF greater pelevance -
o Article VIII, Bection 5, no information appears to be avallable pogarding
officlal holdings of gold and foreign exchange. It 1s probable; therefore,
that in the event of Poland secking admission, the Fund would have to request
a change in policy rogarding the publishing snd availability by Poland of basie
gconomic datas

. then the Pfirst posiwar Polish Government came into power in 1945 the-

prevar zloty rateof 5430 to the U.S, dollar was reconfirmed as the official
ourrency value, Ia dpril 1956, “pronmium ratés® were introduced, which dn
effect devalued the zloty to 100:00 per U,& dollar, and Further to 402,00
zlotys por U,5. dollar in Docember 1947,

On October 28, 1950, a currency reform uss carried cut vhich in effect
further devalued the zloly. 4 new zloty was oreated with m velue equal to
the Soviet ruble. For bant balances, savings and bank notes, one new zloty
was exchanged for 100 old oneg; and pricee ard weges were adjusted in pro-
portien of 3 new sloitys to 100 old onssy; The official oxchange rate for the
dollar was ostablished at 4e00 zlotyss Ne offleial changes have faken place
Siﬁe@‘m - ‘ )

The present exchange rate of the #loty, like that of the currencieg of
other countries in the Soviet bloo is highly unrealistie, It isy; of coursey
extromely Aifficult to meke ey procise calculations regarding what the true”
rate should be, but 1t is probable that a rate of at least some 15 to 20
zlotys per U.Se dollar would emerpe from purchasing power caleculations. The
‘black market rate for the zloty is, however, much higherj the latest ¢uota-
tion at hand for bamk notes, for Harch 1956, was 76550 zlolys to the dollaw.



_changes, postuar Poland covers an area of 312,000 sqs km, a8 spainod

fThere ars no official multiple exchange rates, although there has
recently boen some spoculation that Poland might inmbroduce an effective
fourist rate similar to the ones which have been adopted in @zechoslovelia,
Hungary, and the USSR, ,

Forelgn trade ia g state monopoly and Poland has approximately 40

clearing agreszents; of which 10 are with coundries in the Soviet bloc.

Polisgh rasldem;s are not allowsd to ocun, to export or import, monetary
gold or Forelgn currencies; the export or impord of mtwnal banh notes
or Yeapitalistic® Zecuritiss is a”Lae illegal.

Poland smerged from the second world war with substantiel changes in
its eize andpulation. The eastern territerdes (pomulated in part by
Gkranisns, Byeio-Bussiaps and Lithuanians) wore ceded to the USHR, in
partial counterpsrt of which Poland vas oxtended weatward {"ths Recoverad
Territorics®) at the expense of Hastern Germany. As & vesult of these

390,000 in the prewar perioed; The population fell between 1939 and 1945
from 35 to 24 million (war losses aceounted for about half of the decline).

Poland's ppulation is now ostinated gt about 28 nillion persons or somg
4 million rore than ot the ond of the wars The increase ip populetion is now
almost half a million persons a year. This expsasion may erealte a problem
of employment after 1‘960. An:Importent feature of Poland's recent demographie
developments is the marked shift which has taken place from rursl to urban
areag. Urban population comprises now abeutw‘?:aﬁp@r cent of total population
as apainst /2'2’ Eer dent in 1%6. ‘ —~ gg 2. ,

Among eaﬁtam Lurcpasn countries; Poland 1s relatively woll endowed with
raturel resources, 065 per ¢cant of Poland's area can be used for agriculture,
However, as explained below, Poland must import grains, in shaip contrast to
+he prcmar situation, Main mining rescurces are hard ecoal {for whick Poland
has huge res nmres), zinc, lead, sulplur, gypsum end limestone. It has rich
reserves ia timbere Thus Poland's "indusirial base® 1s centered on the
coal, steel, machinery, chemical and building {o.g., cement) industries, How=
cmar, except for conl and chemiéals, Poland is dependent on forelgn countries
for the casential complemsnisry materials requirved to develop 1ts natural
resources: 4te steel aend machinery indusiry lacks iron ore and alloys;
Poland mmst aldo dimport crude petroleum, textile fibers, crude materials for
fertilizers (eu2vs potash, phosphates), rubber, oilsesds and raw hides,,

Sinee the end of World War I1; Polend bas been & Poople’s Democrs tm
Republic. Contrary to Yugoslavia in recont yearg, 1t hap organized iis
gocialist economy on strict sdministrative central plamning, Furtherrpore,
it had until recently very close ities with the Soviel Union, and I‘caland



supplied coal to the Soviet Union at an almost nomingl pries, In counmtor-
part, it recpived lorge USSH long~tcrm credits and technical assistance:
Poland's largest factory (Zeren vorks near Varssw producing Russian "Pobiede™
gars) hog been plamned, built end orgenized by the USSR, Whevoas trade
botween Poland and Buseis was lesa than 1 per cent of Polish trade before

the wav, it had risem %o one~-third in 1955. ,

At the VIIth Flenary Session of ths ﬁentrai‘Qonmitteé of %he Tnited

- Poligh Yorkers Party (July 1956), resolntions were passed initiabing changes

in the orientatlon of ceonomic policy. Thess tendencios bocsme stvonger with
the ne%itlaal changsg in October 1556 under which Mr. Wladyslaw Gomulka o
cane the newsheséeof.the Polish Government.
%%W&W%MJ - -
. The mgin changes wore @8 follows: (1) Poland demanded more economic
indepondence which implied, in particuler, the opening of new relatioms with
the YootV (2)/the emphasis on sconomie planning was shifted toward an

. Inmedinte lnereasa in the stapdard of living; this implied a slower rate of

development in basie irdustrids ond increased importance to, and more Tiberal
attitudes toward, agriculturo, handlerafte and consumer goods industries;
(3) decentralizetion was encouraged by lnereasing the role of local goveriw
monts and by organising workers' caumeils having SO nmrticipetion in the
management of enuermrlses. :

An axample of plenning can be illust ated hy the orwgﬁizauien of the banking

'systaﬂ, The Pelish Centrzl Barvk opevates within the frame of thres quarbterly

plans: the Ycash plan® (dotermining the anount of currency to be igauneds
sntorpriseos mist rewit duily their cash receipls and most payments are made by
the Bank): tho "eredit plan" (which allocates shordeterm credite by firmss
the intergst rate is nominal, gonerally 1 per cent) and the Yplan for setble-
ment with foreign countries®, In eddition %o the Cantral Bank, there are:

& Bank for Agriculturd and an Investment Bgnk receiving budgetsxy funds and
allocating investment loams; - a Commoen Savings Bank and a Feu specinlized barks,
all supervised by the panctary authorities,

W2 Tha vulmsh newspap@r §zcie nggz@gx g ariﬁeu the Hew *oliap aystam as
followss "The Polish economic modsl will differ mainly from tho pragent
Soviet model in that the scopsy of plamning in Poland will be narrowed ag
g result of the setting up of workers' councils and the transfer of pome
power to thems it will differ from the Yugoslav model im thot prices for
b&ul@ articles produced by key industries will be Dixed not by the factory
1tself but by ceniral state organs; factories will have no freedon of
a¢tion in deciding on the investment of part of the profit.®
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Poland has had se far three develepmsnt plang, The {irst was a Three
Yeor Flan for Economic Reconstruction (1947-1949). The second was the Six
Year Plan (1950-1955) and the cuvrent one is the Five Year Plan (1956-1.060).
The Second Plan was very ambitious and aimed st & sharp sdvance in heavy ine
dugtriglisation, Its success was nob complete and its ocperation led to internal
difficultiss which formed the background for the recent changes in economic
prientation, The new Five Yesr Plan wmarks o change in the various sconomic
priorities. A transitiona) period of two years (19496~1957) is envisaged as
Yemeorgency px@gragms“ to emooth oub the departure from previous lines.

Polish planmers have besn confronted with three basic problems.

The firat is the nead %o adjust the sconomy 4o the 1ar€@ denographie
pregsure which will become significant after 1960,

The sscond basie prcblem hes beon the faillure of agrieuliturs %o keep in
line with plamned developmend, As in gome other sapborn Puropean People's
democracies {including Yugoslavia), Poland has met an scute farm crisis,

The effort to industrialize the country cuickly led to internel migration and
increased per capita food consunmpiblon, Y At the same tima, policies of
eollectivization have often proved difficult to implement, The State has
often been led to readmit small farmers2/ but it has failed to give them cone
fidence and proper encouragenent, Thus dismemborment of land bas led to low
wr@ductivityﬁf since, for lnstance, mechanizabion and fertilizers wore not
fully employed. As a resull, whereas industrial output increased almost

three timeso from 1949 to 1956 and the population by 12 per cent, agricultural
output in 1955 was only 19 per cemb aboveXand & per cent above 1937, Thus,

. Poland, which was a net exporter of food in the prewar pericd becamo o neb

importer of food, grain roquirements being almesﬁ 600,000 tons & yeaX.

The third baslc problam of Polish planning has beon the émffiaulty to
harmonlze the various oconomic priovities. It is new recognized in Poland
that the 8ix Year Plan overesbimated the potenitials of heavy industrialization
of Polerd in the prevailing social and technicaml contexty Though irdustrial
output is now about three times its prevar level, wastage, bottlenscka,
teckniecal failures have beon importanty There was a definite Impression in
Foland awrong the working classes that thmv wers not hepefiting fron theiy
individual effortsy

i]l Per capita cbmsu&ptién”hés-incrééséé suﬁs%énﬁialzj for ﬁaét; aggs;ASugar;
sea fish and vegelables, but has declined for cereals mnd milk,

2/ 80 per cent of arable land bslongs to "independent? farmers in Foland.
But such farmers were discriminated against in investment, tax and prica
policies,

3/ Although there was a emall inerease compared to prewar in the yield af

gralng, thereo were declines in gieldg of potaltoss and sugar beots



Under the new Five Year FPlan, ithe rate of industrialization will be
glowed down, Instead of a 20 per cent anmual incresse in industrial producs
tion, & 9 per cent increase ig called for., Gross invesiment is to be seb
at about 20 (instead of 30 per cent) of the nelional product, In contrast,
agricultural output ie expected fo increase by 25 per cenb during the Five
Yoar l"lan, ag againot an actugl increase of cxly 19 per cent in the 8ix Year
Plan, Measures will be taken te provide more incentives for ail farmers in
the socialist as well as the independent sector, These measures will be in
the fm}.d ? investment, modernization, prices, taxeu, compulscary deliveries,
etc,_

Table 1, Poland: Main Tndustrial Production and Targets
of the Five Year Plen (1956~1960)

1957 1949 1955 1960(Planced)

Hard Geal, million tons % 7 95 110

Goke, ' #oo 2 & 10 13
Steel, oo ' l 4 Re3 4.4— Te
‘Blectric power, billion kwh o 3.6 8,3 17,8 20,5
Comznt, million tons. 1.3 23 . 3.8 . 6.8
Machine tools, thousand tons o 1.'? A 7.8 -
Traators; - “thougands 100 - 322, -
. Gotton fabricg, million meters 321,, - 406 565 -

- Faper, = ':tbnuaand tons ,195 . 265 402

Sources The Statist, Hovember 24, 1956.



IV, Foreign Ixade

' Poland's foreign trade has expanded considerably since the end of
World YWar IT and ig now roughly twice its prevar velume, This over-all
development has beon gecompanied hy substantinl changes in the aves and
commedity patiern,

in the preway period, & elapd’ s main trade was with vesbern European
eountries (with vhon it carried out some 60 per cent of its totel trade).
It expoirted food products and raw materials and imporited raw maberiale and
mapmfactireg. Trade with the Soviel Union was elmost neglihible., In 1955,
howaver, 34 p°1’ cent of Pollsh imports and 30 per cent of its emports cams
from and went to the Soviet Unien, Other ecastern Buropsan countrics cane
next in importance. These were Yesponsible for 28 per ceat of imports and
28 per ceoat of exports, A4fier sllowance for Mainland ChingAvhich accounted
for 4 per cent of Polish trade in 1955), the share of Communist countries
{except Yugoslavia) in Poland'a trade in 1955 was 65 per cent s rogards e
- porte and 62 per cent as ropards exporbs. Wesbern Europs's share was
rc:ughly 25 por cent, the United Zimudom, Weatern Germany end Prance being
the main paritnors. The share of North America was 0u6 por cent in Pelish
imports and 2.6 per cent iu Folish exporig,

In 1955, Poland had a small over-all deficit of $12 million (equivalent).
Imports wers valued 2t $932 millicn and exports at $914 million. The followy-
ing table described the reglonal. patiern of surpluses gnd deficibts in 1955,

o ' " E’oliﬂh Surpliis. o
Poligh Impords Poligh Fwports Deficih (=)

.. Gonm .._ai/ =4 5% 562 =35
ﬁ&aﬁ : 313 - 280 =33
Poople's Republics?/ . 251 _ 29 -2
Hainlend China 35 35 s

Z+ Uine Maior "wostern

f»‘umnegn“ gmntriuu/ 181 228 wlel
3, Yorith Amoricn 5 _24 _19
4. aouth ard Central Amer: L3 22 =9
e Austrgld 28 — =28

lf Exoludes Yugealav..a.
2/ Pxcludes small countries, 8.6, Baltic Stales, »
3/ tustria, Belgium, Finland, France, German Federal Republic, Italy,
Sweden, Turkey, and Unite@ Eingdome o doliess
Source: The Statist, November 24, 1955, Figures in rubl@s converted yan
the basig of 4 rubles per dollanm.



Commodity-wise, Polish trade in 1955 was charscterized by the predominance
of raw materisls in both imports (52 per cent) and exports (64 por cent).

Taporte of wachinery made up 31 per ceunk, those of foodgtuffs, 13 per cent,
- and those of consumer goods 4 por cent of the totals Coopared to prewar, this
igm%arny ig charagtorized by the inersagsed imporitance of mmchinery and équipment,
Baw m?erial imports were mainly textile fibers, rubbor, potroleum and various
orsg, : :

Poland's exporis have bogun to rofieel the industrialisabion of the country,
on the one hand, exports of machinery and equipment were 13 per cenb of the
total/ (2 par cent in 1949), ard those of consumer goods 7 per cenmt of the totel.
In contragh; food exports (bacon, eges, sugar) were 15 per cént of the toial,

a sharp reduction compared o preway when Polish exports of weat and grains
wore a substootisl parhk of its tobal exporits, Among raw material exporbdse-uhich
shill continue to mele the bulk of Polendle exporigs-cosl iz tho meindtem,

The changss cumbodied in the éurrent Five Year Plan will affect Poland's
foveign trade significantly, On the export side, exporis of cozl end timber
will be slightly inoreased bit, on the whole, the share of raw materials in
total exports is sxpected to decline, This will also bo the case for food
- exports. In contrasb, oxports of machlnsry will be significantly increased,
These trends refleet the empbasis away from hesvy industrializetion (machinery
w11l be exported rather than used to create excessive wew domostic capacity)

end the planned expansion of dérestic compumer geoode industries. Two gdditionul
features are thet deliveries of coal %o the USER will be reduced; and that the
volume of availsgble feod supplies at home will be reised,. .

As regards imports, theso same prooccupatlons have led the anthorities to
achédule a much reduced share of mchinery in todal imports (fhe chave is to
decline from 31 to 18 per cent), end an incPease in rew and industrigl materials
and in food importss Thusy it is clear thab Poland’s new economic orientatien
will conbinue bo meke 1% a significant market for ecuipment poods, industriel
materiels and graings and a eipgnificant supplier of coal end of somo types of
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Office Memorandum

CONFIDENTTAL

T0 : Mr. Gabriel Ferras pate:  February 4, 1957
FROM Marcin E, Wyczalkowski

SUBECT :  Poligh Delegation to the United States

I have learned that the Polish Delegation to the
United States is headed by Mr. J. Winiewicz, present
Vice Minister of Foreign Affairs in Poland and former
Polish Ambassador to the United States; Mr. Hochfeld,
a specialist in international relations, and possibly
also Mr, Karpinski, The name of the fourth man in the
Delegation will be given to me later,



Office Memorandum

To ' Mr, Jocelyn G, Clark DATE: Jamuary 30, 1957
FROM :  Chrigtophe Dupont (O

Attached 1s a short note covering supplementaﬁy>information
on eurrent developments in Poland, It could be added as Section V
in the background note, Most of the information is derived from
articles in the French publication WNotes Rapides" of Imstitut
National de Statistiques et Etudes Ecqnomiques. There is available
apparently a detailed Annual Statistical Yearbook for Poland, which
has been published in October.l956 in Poland and covers 1955 and gives

sone data for 1956,

Attachment -




! DOCUMENT OF INTERNATIONAL MONETARY FUND AND NOT FOR PUBLIC USE

¥r. Ernest Sture ‘ ‘ - "E;Ecuﬁive Board
! | ﬁ@;;;wm%*%MW‘ ’ ) - Document No. 812
Room 613-4 ' Supplement 1
(1) #12

- January.il, 1951

70 Members of the Executive Board
PROM: The Secretary

SUBJECT: Settlement with Poland

o Attached for the information of the Board are copies of the letter
sent to the Polish Ambassador, in accordance with the decision taken at
Meeting 630,‘and of the reply received from the Ambassedor advising the Fund
of his Govermment's agreement to the proposed settlement of accounts.

Att: (2)

Other Distribution:
Department Heads
Diviagion Chiefs



POLISH EMBASSY
Januery 10, 1951

My. Camille Gutt

Chairman of the Executive Board
Managing Director

International Monetary Fund
Washington, D. C.

Dear Sir:

I hereby acknowledge receipt of your letter of January 5¢h. I am
pleased to inform you that the Government of Poland is in agreement with
your suggestion whereby the Fund will retain the $12,500. peid by Poland
under Article XX, Section 2(d), in settlement of accounts between Poland
and the Fund without further payment by either party to the other.

I trust this will conclude settlement of accounts betweeh Poland and
the Fund as provided under Article XV, Sectlon 3 of the Fund Agreement.

Sincerely yours,

/s/
J. Windewicz
Anbassador of Poland




O

Janvary 5, iQSI

Dear Mr. Anbassador,

Following upon the withdrawal of Poland from the Fund, it is necessary
thatAa settlement of accounts be made. Article XV, Section 3 of the Fund
Agreeﬁent authorizés ﬁhe Fund to make such a settlement by agreement with
the member which has withdrawn.

As you are aware, Poland has paid to the Fund $12,500 under Article XX,
Section 2(d), which requires that on éigniﬁé the Agreement each,meﬁbef shail‘
transmit to the Govermment of the Unlted States ome one-hundredth of ome
percent of 1ts total subscription in gold or United States dollars for the
purpose of meetzng administrative expenses.

I would suggest that the Fund and Polsnd agree that accounts between
them shall be considered settled by the Fund's retention of the $12,500
which Poland has paid, without further payment by either party to the other.
I would be glad to hear from you whether this proposal is agreeable to
Poland. |

Yours sincerely,

Gutt
Chairman of the Executive Board
’ Managing Director.

His Excellency

The Ambassador of Poland,
2640 16%h St., N.W.,
Washington, D. C.




EXECUTIVE BOARD MINUTES

EXECUTIVE BOARD MEETING 630
1818 H Street, N. W,
10:00 a.m., January 5, 1851

Present: .

C. Gutt, Chairman; Executive Directors: J. W, Beyen, J. V.
Joshi, ]. de Largentaye, R, Martinez-Ostos, L. G. Melville, O,
Paranagua, N. Popovic, A, Z. Saad, E. de Selliers, F, A, Sou-
thard, B, Tann; Alternate Executive Directors: H. M, H, A, van
der Valk, L. K. O’Brien (Temporary}, G. Cigliana~Piazza, D.

8. Savkar, F. Bizard, R. Faclo, J. M. Garland, ]. F. Parkinson,

]. C. Godeaux, J. 8, Hooker, K. H, Yu; F. Coe, Secretary; P.
Thorson, Assistant.

Present for Items:

6--K, N. Clark, Office of Administration; 2--J. Del Canto,
FML Department; 2-7--1, S, Friedman, Deputy Director, ER
Department; 2-9--F, W, Gray, Treasurer; 2-7--R. W, Groen-
man, Treasurer’'s Department; 2--J. K. Horsefield, ENA De-
partment; 2-- A, Kafka, FML Department; 2-7--G, F. Luthringer,
Deputy Director, FML Department; 2--], V, Mladek, Deputy
Director, ENA Department; 2--], ], Polak, Research Depart-
ment; 2--G. A, Ph, Weyer, Director, ENA Department; 2--D.
H. Wills, Dirsctor of Public Relations,

1. Executive Directors

The Chairman welcomed Mr. Yu, Alternate Execu-
tive Director, and Mr. O’Brien, Temporary Alternate
Executive Director.

2. Brazil - Exchange Situation and Exchange

Request

The Executive Board discussed a staff country re-
view on the Brazilian exchange position (SM 551, 12/
18/50). Mr. Paranagua.calledattention to the favorable
position in dollar exchange which the member had
achieved as a resulf of the restrictions on dollar im-
ports put into effect two years ago. As the figures
showed, the authorities had adhered firmly to the
policy and, with the help of very favorable coffee
prices it had been possible to pay off the large dol-
lar arrears even faster than planned. A lesser prob-
lem of soft currency payments remained. The main
problem now was to ensure a balanced budget so as
to eliminate the inflationary impact. He knew that the
responsible authorities were aware of the problem and
felt confident they would take firm measures. There
was a strong possibility now that, because of the ease
of exporting and the scarcity of import goods, the
country would accrue substantial dollar reserves.
Methods would have to be found to sterilize these bal-
ances so as to avoid inflation. Again he wassure the
authorities were fully aware of the danger and the
steps-that would have to be taken. In response toa
gquestion, he said that substantially the same import
restrictions were now applied to both soft and hard
currency imports. Experience had shown what some
experts had been predicting--that the discrimination
against imports in one currency could not be main-
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tained over any substantial period of time without ac-
cumulating arrears in another currency.

In discussion some Directors noted that informa-
tion onthe country’s exchange position was not as full
as was to be desired and asked what the over-all ex~
change position for 1950 was estimated to be. The
staff replied that the data available permitied only a
very rough estimate, and this suggested that there
would be a small over-all deficit, or at best a pre-
carious balance. Exchange reserves had been drawn
down sharply owing to large repayments of arrears;
but they had been increasing in recent months and the
prospects for 1951 were favorable.

Other points were discussed and the Executive Board
took note of the staff analysis.

Exchange Request,

The Board then reviewed a request which Brazil
had made to purchase L1Q million sterling (EBS 179, -
1/4/51). The Chairman stated that the requestap-
peared to be formally in order, but that since it had
not specified the method for payment of service charges
Mr. Paranagua had sent a cable for clarification.

Mr. O’Brien said that his Government welcomed
the proposed transaction. Mr. Southard said he had
no objection. There could, perhaps, be a question as
to why the member could not use part of its consider ~
able improvement indollar reserves to pay the back-
log in sterling. However, that question need not be
raised since, as the preceding discussion had indicated,
the member still probably had some over-all exchange
deficit and, therefore, a current need for exchange.
Moreover, although the reserves had increased they
were not yet back to the highest 1949 level. He con-
curred with the staff view that Brazil should be able
to repurchase its drawings from the Fund in arela-
tively short time (EBS 179, Sup. 1, 1/4/51). The kind
of operation involved here and in previous drawings
ought to be of a substantially short-run nature, espe-
cially since the deficit was occurring at a time when
the member’s trade position was basically good.

Mr. Paranagua stated that the Brazilian Govern-
ment isfully aware of the desirability of carrying out
operations of this sorton a short-termbasis in order
to avoid borrowingat long-termto liquidate commer-
cial debts. Accordingly, the Government has the in-
tention, with respect to the previous drawings and the
present drawing, to repay the Fund within a period
of about five years, barring unforeseen, unfavorable
developments in the balance of payments, However,
it is quite possible that, inthe next two or three years,
Brazil’s reserves may increase to an extent which
will result in the repayment of a substantial part of
the totaldrawings under the provisions of Art. V, Sec.
7. The Chairman called attention to the fact that the




Fund had not yet received monetary reserves data
that would enable caleulation of any repurchase obli-
gations which might have accrued. He hoped that the
member would make such data available promptly for
the past periods and also in the future. )

At the conclusion, the Executive Board, having
considered the requestof Brazil {o purchase 10 mil-
lion sterling (EBS 179, 1/4/51), expressed no objec-
tion.

3. Approval of Minutes

The draft minutes of Meetings 623 and 625 were a-
greed. The draft minutes of Meetings 624 and 626
were agreed as revised.

4, Monthly Agenda

The Executive Board considered and agreed mat-
ters to be placed on the agenda during the month of
January, it being understood that changes would be
made as the work required (EBD 811, 1/2/51)."

5. Terms of Service of Altermate Executive
Directors
The Executive Board tock note of the report of the
Committee to Canvass Votes on the Revision of By-
Law 14(e) and recorded that the Governors’ vote on
the following Resolution:

RESOLVED:

Effective January 1, 1951, the figure $11,500
in Section 14{e) of the By-Laws, shall be changed
to $14,000.

had been as follows:

Votes
In favor of motion 61,440
Against motion 28,780
Non-valid reply ' 705
No reply . 1,690

INTERNATIONAL MONETARY FUND

6. Request for Technical Assistance -
Philippines
The Executive Board approved the request of the
Philippine Government for the continued loanofa

staff member for technical assistance as set forth in -

EBAP 112, Sup. 1 {12/28/50).

7. Withdrawal from Membership - Poland

The Executive Board considered a proposal for a
settlement of accounts with Poland (EBD 812, 1/2/51)
and the decision was:

Following the withdrawal of Poland from the
Fund, the accounts between Poland and the Fund
should be considered settled by the reteation of
the $12,500 which Poland has paid, without further
payment by either party to the other. It is under-
stood that Poland would be ready to agree to such
a settlement.

8. Executive Board Travel

Mr. Martinez-Ostos | informed the Board that he
might have to travel to Cuba on Fund business in the
near future,

9, Fund Assels

After discussion in executive session the decision
was:

The Executive Board approves the statement of

the Managing Director set forth in EBS 180, (1/.
12/51).

APPROVED BY THE EXECUTIVE BOARD:
Meeting 634, January 26, 1951

GUTT FRANK COE
Chairman Secretary

630
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Room 613-A #12 ‘ »  Executive Board
’ ' Document No. 812
- Jsnuary 2, 1951
TO: Members of the Executive Board
FROM: The Managing Director

SUBJECT: Settlement with Poland

Following upon the withdrawal of Poland from the Fund it became
necessary to make a settlement of accounts.

: Article XV Section 3 of the Fund Agreement authorizes the Fund to
make such a settlement by agreement with the member which has withdrawm.

As the Board will remember, Poland has paid to the Fund $12.500.-
under Article XX Section 2(d) which requires that on signing the agreement
each menber shall transmit to the Government of the United States, one
hundredth of one per cent of its total subscription in gold or United States
dollars for the purpcose of meeting administrative expenses.

I have been in touch with the Polish Embassy and, in agreement with
the Legal and Treasurer's Departments, have tentatively suggested that accounts
between the FPund and Poland should be. considered settled by the Fund's retentio:
of the $12.500 which Poland has paid, without further payment by either party
to the other.

I understand now that the Polish Government would be ready to agree
to such a settlement. ‘

Before I sign the official letter to that effect, I would like the
approval of the Board.

Other Distribution:
Department Heads
Division Chiefs
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1. Withdrgwal‘from Membershigwf ?olagd

The Chairman informed the Executive Directors that the Ambassador of Poland
to the United States had just handed him a written notice that Poland was with-
drawing from membership in the Fund (Executive Board Special No. 141, 3/15/50).
The Chairman had accepted the letter on the understanding that in order to
complete the record the Fund would receive a confirmation of the Ambassador's
formal authority to act in the matter: He had also taken vigorous exception
to 8everdl of the assertions in the letter. The action would be public;y

announced at an agreed time,
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2. European Payments Arrangements

Discussion was continued on the guides for the Fund mission to the Paris
talks on trade and payments arrangements (Staff Memorandum No. 450, Revision 1,
3/11/50), The Chairman stated that, had Mr. Cigliana-Piazza been able to be

present, he would have taken a position along the lines of the staff formulations.

- Gold Settlements, Some Executive Directors repeated the doubts they had
indipated ét the previous meeting on the proposed third guide:
While inflation remains a threat, the element of credit, pér-

ticularly of long- and medium-term credit, in the settlement of

intra-European current balances should in general, be kept small.

Settlément‘in gold or dollars should be increased now and become the

rule wherever possible.
They particularly questioned the need for the second sentence on gold and dollar
settlements. They noted that credit properly‘used was an important éeans for
eaging péymepts problems aﬁd achieving interfconvertibility for currencies. .In
fact, if the level of credits was small there would be no reason for setting up
& payments scheme. It would be»strange for the Fund to urge a harder standard
of payments than that under existing payments agreements. Mr. Crick agreed,
noting that in the past the U.K. has been forced to pay out congiderable gold
and dollars under payments agreements; he did not see how the Fund could favor
an evén greater straln on the U.K. than in the past. Mr. Parkinson opposed the
stress laid on-gold and dollar settlements on the ground that if the paper should
get outsi&e Fund circles it might be said thaf the Fund was taking sides on a
matter of difference between govermments..

‘Several Executive Directors and staff members replied that fﬁe sentence on
gold and dollars was essential to show the direction in which any payments

scheme would have to develop if it was to agsist rather than hinder progress
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2, European Payments Arraggemenfs (Cont®d)
yoward convertibility. This language proposed left considerable leeway, and
to.say anything less would be to ignore the principles which the Fund was
supporting. It was essential to maintain effective links between the countries
inside a currency systém and the outside hard currency area. Gold and dollar
settlements would be one of the more effective incentives to ensure that exports
to the hard currency world were pushed. A harder standard of settlements
should be possible as the balance among the countries improved and as their
progress against inflation continued. Also some countries might be in a
position now or in the near future to go on a gold settlement basis even though
others lagged. The formulation did not commit the Fund to any.precise figures,
but it did indicate the general principle and would give the mission some
guidance for the discussions.

The Chairman asked for the views of the Executive Directors on the reféntioﬁ-
of the second sentence. Messrs. Falaki, Koo, de Largentaye, Santaella,
de Selliers and Southard favored its retention; Messrs. Beyen, Crick, Garland,
Joshi and Parkinson opposed it. Mr. Kolovic and Mr. Paranagus -expressed no
preference. Accordingly the sentence was approved by Sl,OhO-votes to 28,260.

Questions were also ralsed on the wcrding of the first sentence.: Mr. Beyeh
believed the emphasis should not be on the size of the credits but on their use.
Inflationary dangers would be curbed not by keeping the over-all level of
credits "small" but by ensuring that credits would not be given which.would
enable countries subject to inflation to overimport from other countries in the
group. Substitute sentences were offered reflecting that view. Mr. de Selliers
said he considered the inflationary threat of large credit extentions would
arise not so much in the debtgr countries as in the countries extending the credit.

Actually the credits and the imports they would sllow would put deflationary
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2, European Payments Arrangements (Cont'a)

Fressures on the debtor countries. For that reason the over-all level of .

credits was important and the reference should not be limited to debtors. Others

added that one main danger was that substantial credit extensions within the
system would have an inflationarj'effect for the group and impair the capacity

to export to harder currency areas. The group would then be in danger of

developing into a high-cost insulated currency area which the Executive Board had

agreed should not be tolerated. Some changes in the wording of the staff version
were put forward and it was agreed as rerised.

Decision. After the discusasion the sense of the meeting was to take the

. or |
follovwing decision:

Following review cf a staff anaiysisyof certain substantiveé issues

arlsing from the trade and payments proposals of OEEC for Western

Europe and the eterling area (Staff Memorandum No. 450, 3/7/50, and

Revieion i, 3/il/56), 1t is-agreed that the Fund representatives in

the forthcoming Paris discussions should be guided as follows:

1. The Fund should give its assistance in the formulation. of
a satisfactory payments arrangement compatible with the purposes
of the Fund. .

2. Regional payments arrangements should be so formulated as
to facilitate the attainment of convertibility of currencies.
Any features which may be likely to foster tendencies toward .
a closed monetary area should be avoided

3. While 1nflation remaine a threat, the element of credit,
particularly of long- and medium-term credit, in the settle-
ment of intra-European current balances should be moderate.
Settlement in gold or dollars should be increased how and
become the rule whenever p0531ble. '

4. The Fund mission should stress that the conditions generally
‘ regarded as necessary for convertibility, including reduction

of inflation, progress on the problem of sterling and ways of

increasing monetary reserves, are also necessary for the most

effective functioning of a satisfactory payments agreement.

The Fund mission should explore and assist in the.formulation

of programs designed to achieve these conditions.
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2, European JPayments Arrangements (Cont "é.)

Organizational Arré,pgements . One Executive Director urged early-discuseion

of what organizational arrangements might exist between the Fund and a European
Paymenté"ﬁnion. “Several others péihted out-that it would hardly be profitable
to discuss such matters until more was Yniowa of the ‘mature of the -organization
proposed and the functions it would have. " The Chairman noted that as possible
organizational arrangements irere suggested in Paris the mission would want to

" explore them and make ’reports;to the Fund. The mission would not, of course,
be gble to advocate any particular pOEi{:iori as’ the view of the Fund until the

Executive Board had acted. This procedure was agreed.
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October 6, 1948

Dear ¥r. Rudzinglkls

I am encloging a paper on the *Polish Econopy Under
the Reconstruction Plan", which was prepared in our dlvie-
sion by Mrs ¥. R. Wyczalkowski. TYour comments on our
i’indings and cencluéions would ke very wmuch appraciated.

VYery sinceraly yours,

Ernest Bture, Chief
Gentral and Hasbern European Divigion
Rasearch uepﬂrtmn

Hr. J. fudeinsikl
Vice«Preaident of the ttanﬁram Planning Board

Warsaw

Centralny Yrzad Flanowanls
Péland

MKW

10/6/1,5



oetober 6, 1918

Dear Dr. Zagorski:
I am enclosing a paper on the "Polish Economy Under

the Reconstruction Plan?, which was prepared in our divi-

gion Uy ¥r. M. R. Yvegalkowski. Your comments on our
findings and conclusions would be very much appreciated.

Very sincerely yours,

: Ernest Sture, Chief
Central and Zastern Luropean Division
Research Department

Dr, Jozef Zagorski

Instytut Gospodarsiwa Harodowego

Warsaw

Frascati 2 ' o :
Poland ‘ : e T

Enclosure (i}-

MRV :mlp

10/6/18



October &, 1948

Dear .Dr., Filippwicz:

I an enclosing a paper on the “Poliéh Economy Under
the Reconsbruction Plan® ;A which was prepared in our divi-
slon by ¥r. H. R. ﬁyczalkowsi«cﬁ.; Your comments on our
findings and conclusions would be very much épprec‘iaﬁed.

Very sincersly yours,

Ernest Sturc, Chief
Central and Eastern Zuropean Division
Research Department

Dr. Zyzaunt Filipowicz :

Ssecrelary General of the Pol:x,&h
Econemic Scciely

Warsaw

Al. Jerozolimskie 57 m ..;,5

Poland

Enclosure (1)

MW :mlp
lG/é/l;B
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October 6, 1948

Dear Dr. Orlowslkl: »
I am ‘encl.ésing & paper on the "Polish Economy Under
the Reconstruction Plan®, which was prepared in our divi~
sion by ¥r. . R lﬁfyczalkewsld.; | Your comments on our
findings and conclusions would be very much appreciated.

Very sincerely yours,

Emest Sturc, Chiesf :
Central and Eastern Furopsan Division
Research Depariment

Dr. Miroslaw Orlowski

Director of the Economic Reaearch Depariment
of the Halional Bank of Poland

Warsgaw '

Fredry 6

Poland

Enclosure (1)

MAW:nlp
10/6/48
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hpril 2, 1948
Mr, E, ¥, Bernstein ’

M. R. Wyczalkowski

o
SUBJECT: FPolish Par Value 5

&t the begimning of February T learned that the
Polish Ministry of Finance sent a telegram to the Fund
in which it asked for mostponement of establishing the

previsionsl par value discussed in Nbvember;Decnmbpr 1947
with Mr, Fuszynski, :

I could not find such é telegrém in the Fund and T . - o™

checked with the office of the Polish Finaneizl Coune-
sellor vhether it was transmitted to us. T learned
that it was not transmitted supvosedly becanse the con-
“tent of the telegram wes not guite elear tec the Polish
Financial Counsellor, Hs is nov in Poland and comes

back egrly this menth and the situation might be eleared
by him at that tims.

I am positive that the telegram contained a request
for postponement because of "internal con51deratvons n
Offlcﬂally it was not cormmicated,

In the meantime, Poland has introduced the exchange
of 400 zlotys per dollar to practically 211 finanelal
transactions, This rate consists of the official
exchange ra+e of 100 zlotys per dollar and 300 per cent

premium, Cross rates and premiums are applied to other
currencies,

=



[P

INTERNATIONAL MONETARY FUND
FINAL MINUTES
Executive Board Meeting 238
1818 H Street, N, W,

10:00 aeme, December 19, 1947

Item 1, Approval of Minutes 5 ¢ @a o 0 0 @ © ¢ © 8 ©° 0 6 a4 b e Page
Item 2, Financial Reports of the Fund o4 o« « o o ¢« o ©« o o « o Fage
Item 3, Par Value = Poland o ¢« ¢ o o 9 0 o a o s o a a o« o o Fage
JTtem Ll-q ITO Charter - ArtiCle 12 e o 5 e © 0 ©° @ o e ©» @ ® © Page
Item 5, Use of Fund's Resources -~ Chile o o o o o o o o » o o FPage
Item 6, Installation Allowances o o o o o ¢« o 0o 0 o o o o o « Fage

~J OV N



INTERNATIONAL MONETARY FUND
FINAL MINUTES
Executive Board Meeting 238
1818 H Street, N. W,

10:00 a,m,, December 19, 1947

( v
Co, Gutt, Chairman
G. L. F. Bolton G, H., Tansley
G. W, Jo Bruins : W. Koster
R. Martinez~-Ostos
J. Vo, Joshi B, K., Madan
Y, C. Koo
Jd, de largentaye
Je Vo, Mladek My, Kolovie
A, N, Overby )
Jo F. Parkinson
M, S, Falaki
a
o F. Coe, Secretary

P. Thorson; Assistant

Present for Items:
3-5 M, H, Parsons, Head, Operations Department
3-5 A, van Campenhout, Head, legal Department
3 R, Brenner, Legal Department
3~5 W, R. Gardner, Research Department
3 E. Sturc, Research Department
5 W, Ho Taylor, Operations Department
2 G, Williams, Assistant to the Managing Director

Approved: Meeting 242
January 8, 1948
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1. Aggrdvai of Minutes

The minutes of Meeting 232 were read and approved as revised. The
minutes of Meeting 234 were approved as read, .
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‘responsible for carrying out the Fundis public relationships, he would also

Exeeutive Board Minutes
-2- Meeting 238 - 12/19/47

2, Financial Reports of the Fund

‘The Executive Board considered the proposals of the Drafting Committee
(Committee Document No, 7) relating to public release of information as to '
transactions., Mr, Overby, the Committee Chairman, said that the only
difference of opinion had been on the question of whether the Fund should
make simultaneous announcement of transactions which members indicated they
would announce. He personally favored such action for the reasons stated
in the Committee report The Managing Director said that, as the official

favor such publication, .

Other Executive Directors doubted that publication in such cases was
necessary or desirable. It was suggested and agreed, however, that in cases
where transactions of special nature or of special size were involved and
it was known that the member intended to announce the transaction, the Fund
would have full right to make simultaneous announcement., It was also made
clear that if any distortions appeared in members! amnouncements, the Fund
would have the right to state the correct factsB

v

The decision was:

1, The Quarterly Financial Statement for the quarter ending
November 30, 1947, may, and subsequent quarterly statements
shouid, be published without any waiting period. For reasons
of courtesy, members who have had transactions with the Fund
during the quarter ending November 3Q, but have not announced
them should be informed if that statement is published in
advance., In the absence of objection, action should proceed.

2. At the end of each month the Fund should publish as soon as
possible a statement of the transactions which took place during
that month, These statements for the month at the end of each
quarter may be published separately if, for any reason, release
of the Quarterly Financial Statement is delayed. Members should
be advised of the proposed new series,

3. Quarterly Financial Statements and Monthly Transactions Statements
should, for convenience; include cumulative summaries of transactions
in addition to the quarterly or monthly data.

L, Members should be requested, in case they intend to make an
immediate announcement of any transaction, to give the Fund the
text of the announcement before public release is made, In cases
of special nature or of special size where the member intends to
announce the transaction, the Fund will have the right to make :
simultaneous announcement.
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3. Par Value - Poland

The Managing Director said that when he visited Poland, he had been
informed that Poland might soon be in a position to congider with the Fund
a new provisional parity for the zloty. Subsequently, a representative of
Poland had come to Washington and indicated that Poland intended in the near
future to propose an interim par value of 400 zlotys to the dollar under .
Article XX, Section 4(d)(iii). No formal proposal had yet been made, but in
the spirit of the Fund Agreement the Polish representative had discussed
technical aspects in detail with members of the staff, The Managing Director
suggested that, because of the impending holidays, he should be authorized
when the official request came in to notify Peland of the Fund's agreement,
if the proposed provisional par value was acceptable to the Executive Board,
The matter would be brought back to the Executive Board if there was undue
delay or if any significant changes in circumstances occurreq in the meantlm.ea

The Managing Director gave a brief review of developments in Poland which
prompted the proposal, The Polish economy had recovered remarkably since the
end of the war, However, the old par value of 100 zlotys to the dollar had
no remaining economic significance. That rate and the existence of two priee
systems internally had prompted the establishment of a complex system of
multiple exchange rates. The Government now felt that a new rate of exchange
would bring the price structure of Poland into more direct relationship with

that prevailing abroad and at the same time would help to complete the unifi-

cation of its own price system on a sound basis, It was indicated that se
long as internal price levels were not unified, the official rate would have
to be supplemented in some areas by exchange premia and taxes. However, the
number and magnitude of such practices would be substantially reduced.

There was discussion as to the appropriateness of the interim par value
which had been suggested. The staff representatives said that they had dis-
cussed with the Polish representative the possibility of a hlgh°T rate which
calculations indicated might be more advisable, The Polish view was that
they hoped to establish a unified price system at a level somewhat lower than
present free market prices, Likewise, some 75 per cent of total exports,
consisting mainly of coal and zinc, would move without difficulty at the 400
rate, A higher rate in terms of zlotys would involve some disadvantages for
certain international payments that Poland was obliged to make. The history
of the two-price system was outlined and the probable level 2t which unifi-
cation would be reached was discussed.

Mr, Mladek pointed out in this respect that there could be no certainty
the proposed rate was the most desirable one., This would be particularly
true if any general adjustment in par values took place in the near future,
However, the proposal was an honest and cautious approach toward greater
reality in the exchange rate. It was in part experimental and would help
to indicate the level at which eventual stabilization could take place, One
important consideration was that any higher rate would tend to impair the
Polish fight against inflation which had had considerable success since the

beginning of the year, He noted that currency circulation was low as compared
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3. Par Value -~ Poland (Cont'd)

with the increase in price levels, If the supply of consumer goods could be
expanded there would be a considerable effect on prices. Mr, Mladek emphasized
that the new par value would substantially reduce the scope and complexity of
Poland's system,

Mr. Overby pointed out that the proposed par value would be established
under Article XX, Section 4(d)(iii), and hence would not be a definitive par
value which would make the member eligible for use of the Fund's resources.

His own impression was that the proposed rate was somewhat optimistic and that

a rate of 500 or 550 zlotys to the dollar would prove to be more accurate.
However, the establishment of the interim par value could not be interpreted

as advance agreement upon a definitive par value. If and when such a final

par value was discussed with Poland, he believed, it would have to be considered
de novo on the facts prevailing at the time, He hoped that Poland could soon
reconcile the divergencies in her price systems so as to elimipate the necessity
for multiple currency devices and permit the establishment of a single exchange
rate, ‘In spite of these reservations he believed that the proposal was a
commendable move toward reality and as such might be approved by the Fund on

the understanding it was a provisional and experimental rate. Such action

would assist the efforts of certain sectors of ‘the Polish Government to estab~
lish a more appropriate exchange system,

Mr. Bolton said that he was pleased to see the proposed move toward a more
realistic rate, but he could not express approval of the implied continuation
of some multiple currency practices., It was recalled that according to the
Fund's recent letter, these aspects would be the subject of discussions with
the member, The staff representative noted that the Polish representative had
stated in discussion that Poland wished to move to a single exchange rate as
soon as domestic conditions permitted,

At the conclusion of discussion the decision was:

The Managing Director is authorized to agree with Poland, under
Article XX, Section A4(d)(iii), that the par value of the zloty which
was communicated to the Fund shall be changed and a proposed provisicnal
par valus of 4CO zlotys per U,S., dollar shall be established under that
Section provided, (a) that such agreement is accomplished on or before
January 31, 1943, and (b) that in the Managing Director's opinion no
significant changes affecting the new par value have taken place in the
meantime.
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L, ITO Charter — Article 12

The Executive Board considered Mr., Saad's request for instructions
regarding a proposgd amendment to Article 12 of the Geneva Draft of the
ITO Charter which had been put forward by the U.S. Delegation (Executive
Board Document No, 245)., The amendment proposed the deletion of paragraph
2 of the Article containing reference to the Fund and substituting a
sentence reading: "Each member shall, upon the request of any other member,
enter into and carry out with such other member negotiations directed to
giving effect to the provisions of paragraph 1 of this Article.," It was ’
pointed out that since the amended version creates no obligation which would
be in conflict with members? obligations under the Fund Agreement, there
would appear to be no reason to mention the Fund Agreement in Article 12;

consequently the Fund should have no objection to the U,S. amendment (Starf -

Memorandum No. 150).
The decisicn was:
The following cable shall be sent to Mr, Saad:
Fund has no objection té proposed amendment Article 12

submitted by United States, Reference to Fund therein
unnecessary,
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5. Use of Fund!'s Resources - Chile

The Managing Director said that a further request had been received
from Chile to purchase 1,3 million U,S, dollars (Executive Board Document
No, 247). A telegram had also been received from the Fundis representatives
who were in Chile stating they would return over the weekend, He said he
believed it would be advisable to hear their report before action was taken
on the exchange request. There was agreement that the request would be
considered again at the next meeting after the return of the staff experts.,
In the meantime no notification to Chile would be necessary.
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6. Installation Allowances

The Executive Board considered the Managing Director's proposed policy
with respect to the admlnlstratlon of installation allowances (Executive

Board Memorandum No, 103),

The decision was:

As proposed in Executive Board Memorandum No, 103, the pro-
visions of Executive Board Document No. 86, Revision 1, shall be
interpreted as applying to staff members on a transient basis in
Washington at the time of appointment and to Assistants to the

R Managing Director.
@
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CABLE ADDRESS: UNATIONS NEW YORK

UNITED NATIONS

REFERENCE:

ADRESSE TELEGRAPHIQUE: UMNATIONS MNEW-YORK -

NATI c)'ra;s "UNIES
o

< TRy

LAKE SUCCESS, NEW YORK * FIELDSTONE 7-1100 ;‘i L
N 1
: - ) (‘é :
\ﬂy

13 August, 1947,

yAw -

Dear Mr. Sture,

" With reference to cur telephone conversation teday, I send you |
herewith a draft section of our proposed Report on the Financial Needg of.
the Devastated Countries relating to Poland. I hope to discuss this

and other sections with you and your experts when I visit Washington on
Triday.

You may like to know that I forwarded the following secticns to
Mr., Bernstein. by Air Mail Specizl Delivery on the dates mentioned:-

fMustria, Albania, Yugoslavia - lugast 2
Czechoslovakia and Finland " 1C

Denmark, Greece, Hungary, Ethiopia,
Nztherlands ‘ ( 1 11

Belgium, Italy, Norway, France. i 12.

T hope to be able to send you the draft scction on the U.K, to-
merrow, but if this is not possible, I shall bring it with me Friday.

I lock forward to the pleasure of seeing you agein.

Sincerely yours

James Baster,
Division of Economic Stability and Development.
Economic Affairs Department.

Mr. Sture,
International Monetary Fund,
Washington 6; D.C.
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.Item ) of the mznuxes of ﬁeeting 172 was read and agreed, itémJZ.ﬁas hel@
over. . ;. : .

1. Mission to Ecuador

N

The Executive Board took up a communication from the Government of Ecuador ;r
roposing the adoption of an emergency measure for the allocation of exchange .

Executive Board Document No. 190), Notice was taken that the propossl and the
conditions for its modification or’abolition were in accord with those which
had been agreed previously (Meeting 174, Item 4). Pertinent provisions from
the Ecuadorian decrse law to implement the proposal were read. At the same
time the Executive Board reviewed a suggested public statement which would be

-published simultaneously by Ecuador and the Fund {Staff Memorandum No. 8k,

Supplement 3). Revisions were made. My, Bolton said he wished to record his
opposition to the association of the Fund with a member's adoption of such a
measure. He also opposed 1ssuance of the public statement.

After discussion, the sense of the meeting was to adopt the following
decisiont . & o _ ,

The Fund does not object to the pr0posal of Ecvador to introduce
and exercise for a temporary period 2 method of allocating exchange in -
accordance with the conditions- previously agreed (Meeting 174, Item &)«
The text of a related public.statement is approved as revised (Staff
Memorandum No. 84, Supplement 3, Revision 1) and Ecuador shall be.

,notifled accordingly. .
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2e Intérnationa.l Trade '-Ormizagion - Eultigle Gurrengz Practices

The Executive Board reviewed en inquiry from Mr. Ssad as to whether the
Fund wished any ochanges in Article 30 of the proposed ITO Charter (Executive
Board Circular No. 199, Supplement 1). Mr. Saad had pointed out that the
Article required that export subsidies would be drought under ITO's super-

vision after three years, which might be construed as a limitation on mem=

bers? use of multiple currencies as a device for 'su‘os:.dizing exports, He
believed, however, that the Fund should not be concerned with such a possible

- limitation if the members who might be involved wers not.

The decision was: ' ,

The F\md does not- o‘bject ‘to the text of Article 30 of the Draft
International Trade Organization Charter relating to -supervision over
members! use of export subsidies. The Fund's representive in Geneva

shall be netified accord:\.ngly,
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3+ Beport on-Cgec h031ovékia S - ]

Mry Mladek presented a report on economic and finencial’ developments in.
- Czechoslovakia. He first outlined the significant elements in the: country‘s

economy, pointing out' its high levels of industrialization-and diversification,
its trade with a substantial portion of the world and the consequent importance

~ vhich it placed on world economic developments. A substantial nationalization
had teken place in industry but a cohsiderable portion remained in private -

hands. Agriculture, wholesale trade and retail trade were almost entirely

private, ' The same was true of foreign trade, which was, however, sybject to

~ a strict licensing system,  The widest nationalization had occurred in- bankang

vhere all commercial banks were owned by the State. -An important part of the -

- eredit business was carried by the municipal and co~operat1ve credit institue -

tions, most of which existed before this War and ‘even before the 191418 War. -

- Czechoslovakia had a two~year plan- pointed«tewqrd incressed production. .-
" With minor exceptions 1948 goels should be easily’ achieved; in industry, for
instance, they have been set at 110 per cent of 1937 levels and heavy .
industries have already surpassed 193?; Food production, while not abundant,
‘had permitted exports. in some lines, ' Some consumer goods were still in -

short supplys

. In the monetary field there had been a sma;l budgetary deficlt in 19&6
. resulting from capital outlays for reconstruction, which were not’ segregated
from the regular budget. 'A somewhat larger deficit on the same account had
been forecast for 1947, but for the first quarter receipts had actually
equalled expenditures. The budget did not show the profits and losses of
nationalized. industries which were carried in a different fund. The Governe
. ment debt was not greats as a result of a rise in price levels and reduction
. of the rate of interest, its service imposed about half the pre-var burden. -
There had been some increase in currency eirculation vhich ‘could bo' foirly
-.aasily reﬁaired. "Price controls were maintained and, while there was-a
small black market, - its prices were now rapidly approaching>the fixed

levels.

Czechoslovakia's foreign trade had recovered well during 1946. In the
last months, 25 per cent of the trade was with Bastern Europe (of which 13
per cent was with Russia) and the remaining 75 per cent was with the rest of
‘the world. One problem was that trade with the "soft" currency areas had
‘been more favorable than that with the "hard." . However, plans were under
* way to push exports to the dollar area so as to relisve the dollar shortage
enhanced by the present regime of payment for xmports and services to
,Germany which is effectad in dollars,




- A2 Exei(':utive Board Minutes
- e Bie : Meebting 176 « 6]5/u7

L, Renbrt on Yxigoslavia

: Mr. Mladek gave an outline of economic developmants in Yugcsla.via‘ He
pomted. out that the country has extenswe natural reSources, bubt remained
scsentially & prma:ry production area. About 80 per cent of the population
was in agriculture, mining was of some importance, but the percentage in
trade and mdustry--m vhich handicrafts still assume a great importance«-—was
comparatively small, . Agriculitural Holdings, which constituted the base of
the economy, remained in private hands. -There had been extensive nationaliza=
tion in industry and wholesale tracle,, Nationalization had also talen place
in Urban retail trade where it was necessary to strengthen the rationing
system., Development banks, which had been started before the war with
"Government participation to provide capital at reasonable rates, had taken
& more important place in the banking system by comparison with the private
banks., The latter continued to operate but at a reduced level, Foreign
trade .was closely controlled by the Govarnment and direct governmenta;
transactions prevailed. .

There ‘was a consm.era'ble elemen‘b of cenﬂ;ral planmng in Yugosla.v;a to -
overcome the economic difficulties, Transportation had been greatly damaged
durmg the War, but all railways were operational again by the end of 1946.
Mining output was not unsatisfactory, but the same could not be said for
~ the production of finished goods which was unsble to satisfy the needs of.
the country at any time. & widespread drought in 1946 had seriously affected
the food supply. By dint of -strictalloce.tion, howsver, the effects had
* been mitigated. o o o ' C

Regarding the monebary situation, it was notaole to what extent the
Government was determined to maintain the value of the currency. Strict
measures had been applied to reduce the money flow and combat inflation,
including a ceiling on salaries, Prices were under control and being pushed
down although a shortage of foodstuffs had some adverse effects.. The budget
was in balance. Exports and imports likewise .were equated by strict Governe -
ment control. Hence there was no pressure on the exchange rate. A continuous
effort was being made to push exports so as to permit needed imporis. -

it was noted in this connection that Tugoslavia had requested the ;E';ma
to set a date by which the initial par value of the dinar should be agreed
(Zxecutive Board Document 188). There was agreement that the request should
be placed on tha agenda for the next meeting.

»
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 Mr. Mladek gave a resume of economic and financial developments in Poland
. 'of interest to the Fund. He first outlined the general nature of the economy,
. pointing out .the considerable percentage now devoted to agriculture along :
" with the excellent prospects for extensive industrial development, The owner= -
ship of agriculture and retail trade, he noted, remained in prlvate hands.
There was also an important margin of private enterprise left in wholesale
trade but less in industry., As had been virtually the case before the war,
banking was primarily in govermmental hands. :

There was some emphas;s on central planning which was aimed primerily at
developing Poland's industrial potentials. Current production in the heavy
industries was good, but the same could scarcely be said for some consumer.
lines, The food supply was short due to a pobr harvest,
‘A rather complicated pric¢ing system had been worked out in Poland in an
 attempt to ease the transition from the immediate posteliberation inflation.

Prices for most consumer goods were uncontrolled and were high. Wages were
technically low, bub workers were subsidized both by direct allocations of
goods and by the use of ration cards which permitted purchases at low prices.
These subsidies were supplied in the main out of profits from sales of gonds
- produced by-the nationalized enterprises. There had been a recognition that
the price system was. not advantageous, and there was some expectation that
. " stabilization and unification operations would be undertaken in the near
- future if condibions were auspicious. . :

- In the monstary and exchange field, there had been a sizeable increase
4in currency circulation vhich up to a certain point was justified as
necessary because of the great increase in prices, There was still a

" ‘rising trend in prices but no repid inflationary spiial, ?oland’s balance

of payments was strengthened by the possibility of exporting coal.. Howe
_ever, the unusual need for foed imports was an offset. The problem of
esﬁablishing a more appropriate exchange rate was not pressing because,
vhile travelers and diplomats wight be adversely affected, the volume of
“ impcrts and exports did not suffer, all foreign trade being handled through
‘ Government channels, - .

~

. In conclusion. Mr. Mladek said that stepe by Poland to fix an initial
par value with the Fund would be more likely of success after further
‘internal stabilization, end Poland was wise-in not trying to force a par
wvalue. at this ‘time. There had been some earlier hope that discussions with
the Fund could begin in May (Meeting 143, Item 1) but that now appeared
premature, It was recommended and agreed that the Fund assure Poland that
its position with the Fund would remain undisturbed and that the Fund would
) await an indication of when the situation would warrant . discussions looking
~ toward establishing an initial rate,
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llaybe no other country in Europe, inciﬁaing Yugoslavia and Greece,
faces so many road blocks on its march to recovery as Poland. Greece is
hampered by material destruction and political dissension, with a rempant
small-scale civil war: Yugoslavia by material destruction, loss of
intellectual elite and the change in the social, political and economic -
system, In Poland we witness all these and, in addition, there is a
large scale population movement and & shift in employment within the
employable group that changes the whole structure of what is historically
known as Poland, '

The sharp political division within the nation over the present
policies of the Government and those of the lsst decade (with an inclina-
tion to view them from the point of view of past centuries) clouds the
real task shead and veils the considerable results thus far achieved in
the building of a new economic, social and political organization.,

The 300,000 to 600,000 Poles that are now abroad (of whom 150,000
are in Great Britain) are a great problem to the Polish Government. Their
defection does not endanger the present regime, but it weakens its recon-
struction efforts. )

This group represents a great percentage of the Folish pre war
administrative and economic machinery. TWhile it is replaceable the re~
placements are being recruited mogtly from people of the same social and
economic stratum. This stratum was a fairly closely knit group and,.
therefore, close personal, and even blood, ties exist between the members
of the new administrative machinery and those of the old, who are now
abroad. Underground contact between the two groups. is intensive and the
result is that a latent civil war hampers any effort on the part of the
Government to orgenize the State machinery and ensure safety to the
population. The Government itself is composed of the best men that ever
ruled Poland as a group. (This fact is readily acknowledged even by the

* opposition). - The group of executive officials in the administration, on
the higher level, with few exceptions, consists of men of great ability.
They complain, however, that their efforts are being sabotaged in the
provinces by officials in the lower ranks who are hostile towsrds the
Goverament.

Other than the relatively small group of skilled workers, who
were life-long Social Democrats, and an even smaller group of Communists,
. the present Government has no political backing from the population. Up
until the summer of 1946 a considerable proportion of small Tarmers
supported the Government because of the benefits they derived from the
Land Reform Bill the Government enacted in 1944. The opposition, with
the help of the clergy, was able to swing this group of peasantry away
from the Government, particularly after its economic conditions had

]
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'improved. The opposition's propagands fruitfully employed the theme

that the Land Reform measure proposed by the Government lacked sincerity
and that it intends to introduce Kolchoz and Sowchoz systems as soon

as it firmly established itself. (It is surprising how similar the
feelings of the Polish peasants are to those evidenced in the Soviet
Union in the years between 1924 and 1930. Once the Russian peasants!

‘economic situation improved they became hostile to the Communist

Government and Stelin was forced to break this hostility by destroying
the whole Kulak class).

To regain the support of the peasants and to weaken Mikolajczyk

' the Government cancelled its order according to which farmers had to

deliver a certain portion of their crop at Govermment-set prices to
official purchasing agents.. Thus the farmers! cash income increased
appreciably as all his produce could be sold. at free market prices.

This concession on the part of the Goﬁernment did not bring about
the desired regults. On the contrary it strengthened economically the
oppogition and indirectly resulbted in increased underground activity.

. In November the average number of Government officials killed by the

underground bands increased to ten persons daily. (This figure is

according to a tabulation of cases mentioned in the officisl paper).

The measure, however, had unfortunate economic repercussions.
To procure the needed agricultural products for its rationing system
the Government had to compete with the populstion on the free market,
This increased free market prices considerably, in many instances by as
much &s 200%. & few months later, realizing that the political aim was
not achieved, the Governmen® ordered that machinery, fertilizers and
other commnodities, which were formerly sold by the State stores to
farmers at lower prices than those on the free market, should now be
sold at free market prices. A4s a resullt of this action the price level
swung rapidly upward in the latter part of 1946. The rise in prices was
even more pronounced in Hovember when its trend wes strengthened by a
speculative flight from the zloty. One United States dollar was sold as
high as 1,200 zloty (official rate $1 to 100 zloty), and generally, for
the past three months oscillated around 850 zloty. One Czechoslovak Kes.
can easily be-sold in Poland now for 6 zloty, but the official rate is
1 Kes. to 2 zloty. The rising tendency in prices induced the farmers to
withhold their produce at this tine,‘and to wailt unmtil spring when they
hoped the cessation of UNREA aid might drive the prices even higher.
Government officials are confident uhat this speculative move will back~
fire and that prices will drop in the spring, but this belief iz open to
doubt, especially since the Government, in order to finance the deficils
of certain industries like steel, transportation and textiles, is resort-
ing to the prianting press. Bank notes in eirculation increased from 4. 2
billion in August last year to 55 billion in koremberc

The tax collecting mechinery is not functioning well either,
This 1s understandable since the loyalty of lower officials is doubtful
and the tax-morale of the population was undermined by six years' resist-
ance to the oppressors. ‘

3’0 . c/
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The price system in Foland makes it difficult to establish the
cost of production of any given.industrial product, As the system
operates there is no way to tell, for instance, the money cost of a
ton of coal, The wages to workers are pald in money, but in addition
they get the highest rations of any of the workers, not only in food,
but also in clothing and footwear, at CGovernment stores at exceedingly
“low prices. The Goverument buys the agricultural commodities on the
free market, the textiles and footwear are being supplied to these
Government stores by State enterprises at arbitrarily set Government
prices. The Government does not charge the coal industry with the
difference between the prices it pays for the agricultural commoditkes
and the prices alt which it.sells them to the miners. Nor can it do so
with the supplies of clothing and footwear because in these two
ingtances it has no way of knowing them. MNoreover, the cost of trang-
portation of commodities for the Govermment by State railroad is also
set arbitrarily by the Government. In compensation the Government sells
coal cheaply to the State railroads., Somewhat below what it pays to
the coal mines, which is 500 zloty per ton. UNRRA materials, like cotton,
are sold in the same manner at low prices to the. textile industry in .
compensation for the low prices of textiles which the Government buys
from this industry for rationing purposes, 4As a result it is nesrly

impossible to establish any price or wage 1ndex, which would approximate
the real situation in the counury,

‘ The Government has in its program the elimination of this "dual!
price structure, It is doing so by small snd rather timid steps. Putbing
the trading of the whole agricultural poou_atlon on the free market basis
(even though it was done for other reasons) is certaln«y a step in the
right direction, Since, however, equalization of different price levels
can be accomplished only by raising the lower to the higher level, and

‘since it would at the same time demand a substantial increase in money

' wages and salaries of the workers in State enterprises, the Government is

hesitant about doing so at this time fearing that this might end in a
run-away inflation, perticularly since it is fully aware that a stoppage
of UNRR4 deliveries will increase the deficiencies in certain vital raw
materials, The Government hopes thet by autwm 1947 the production of
consumer goods will be forthcoming in such volume that an ineresase in
“wages ‘@nd salaries and the elimination of dual price system will not end
in inflation, Woreover the Government hopes that by that time the forth-
coming foreign loans will re-establish confidence in the Polish currency
and the banking system will be in a position to regulate the money market
~and eliminate at least to some extent, the "inflammable®" hoarded money now
in the hands of the population. '

- Until the Government, is able to secure loans from abroad to
finance the complete reconstruction of the old and new Polish industry,
the main effort is concentrated towards the increase of production in
those plants which can be brought into working oxder by capital goods at
hand. During the spring of 1946 a complete inventory was taken of all
available capital equipment in Poland. The Gentral Flamning Office -
decided which plants should be amalgamated so as to -achieve, by combination
of evailable machinery of two or three factories, one functioning production
unit, In many cases this was nobt enough because the location of these
factories was in the former German side of the Sudeten mountains and,

besof
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therefore, they were completely deserted. The Central Planning

Tfice had to recruit menagement and a skeleton of skilled workers
from the Warsaw or Krakow region and to procure a limited working
capital before such a plant could resume groduction. But the
results of this action justified the efforts of the Central Planaing
Office. Meny chemical and furiiture factories, by autumn, wére in ¢
full 'production. NMinister Bobrowski, the extremely able chief of
the Central Planning Office, Justifiably boasted of these achievements,
and pointed out to me with pride that the furniture of his ofllce was -
produced in a factory so assembled,

Poland inherited in Silesis a large steel, tool and machine
industry, The way from raw steel to finished tool or machine is a
long one and 211 along the road is blocked by narrow passes which
linit the actual output, In steel and .machinery production the greatest
bottle-neck is the lack of adequate rolling facilities. The great
modern German rolling mill near Breslau was dismantled by the Red Army
and shipped to the U.S.S5.R. in the .summer of 1945 and another was des—
troyed during the fighting in that region so that Poland has to depend
on two over-aged rolling mills in the Katowice region with very small
production capacity. On the elimination of this and similar bottle-
necks the complete economic recovery of Poland is dependent., To do
away with them, or at least comfortably widen-them, Poland needs foreign
capital goods. ‘ :

The Government has appreciable gold and foreign currency reserves
(above the acknowledged $82 million, the Government has an undisclosed
amount of gold from the U.5.S5.R. and other convertible currency reserves) .,
It is hesitant to use them at this time because it is afreid that all
these reserves will be needed to procure food and the most essential
raw materials hitherto supplied by UNRRA once this international a gency
ceases to operate and the supplleu on hand will not suffice until the new
crop 1s in. ,

The other problem besideés a great deficiency of capital eguipment
of the whole economy, which is by now an old story, is the low working
morale of labor, This is most visible in the transportation. There is
a great shertage of rolling sbtock in Foland, as everywhere in Furope,
but nowhere at a railroad station can one see so many unused and unloaded
freight cars'as in Poland. The Czechoslovakian railroads, shipping
_goods through Foland to Russia or Sweden, are using special convoy
systems so as to ensure that the trains move on to their destination and
are not delayed by Polish persomnel at some stations for weeks, as so
often happened before this system was instituted.

There are, however, hapnier. signs on the horizon of Polish economy.
The re-settlement of rural population will be, by spring of 1947, complete
and because a great part of it was already accomplished in the spring of
1946, it can-De. expected thal the next harvest will be the first after
the wmr that will equal that of pre-war years, at least in grain and
potato production. :

The coal industry, which in the present structure of the country,
is the life-line of Polish economy, is now well manned, There are atb
} . .
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present about 125% more workers employed in the coal mines than there
were before the war., The production results are, however, only aboutb
10% above the pre-war figures. This discrepancy is not due to the
lack of quality in the workers, but rather to their inexperience and
a deficiency of capital équipment. As a matter of fact the quality.of
the personnel is very good. The average age of miners is the lowest,
as compared with. other mining region$ in Furope. -There are a consider-—
able number of foremen in Poland now who returned from mines in Western
Germeny and France, wheré they worked with. up-to-date equipment. These
men will prove to be of inesteemable help in modernizing coal mines and
in raising the productivity of the aversge miner, of whom over 50% are
working for the first time in minés, If poland can, at least partially,
modernize.its mining tedhnique by importing some capital equipment the
Government plan to increase coal production in 1947 to €0 million metric
tons 1is nol unrealistic, .but rather a very cautious gozl, The three~
year plan env1saged the establlshment of pre-war Droéuctlv1ﬁy only in

1949.

2

In the world pressﬁ a5 well as among the foreign missions in
Poland, all sorts of speculations were being made about the Polish-
Russian economic relations, mostly to Lhe effeet that the U.S.5.R. is
exp101t1n5 the FPolish economy. -

Aetually the picture is a different one, The U.S5.S5.R. is, because
of politicasl reasons, anxious to ensure that the present regime maintains
itgelf in power and does everything to enhance the Covermment!s prestige
with the Polish population., On the internatiomal scene it advances
Polish candidates for pesitions of prestige and in the economic fileld it
helps the Goverunment in more than one way. It is certain that the U.S.5.0.
loaned Poland gold. of guite a high value. This loan does not figure any-
wnere in Polish reperts, bul from a few slips of high P071sh Govermment
officials I pgot the confirmation of this faet which was formerly only
rumored,. .

Russia has accumulated ‘a substantial credit balance in its clearing
account with Poland., This too . is one way of helping Polish economy at
this time. The exchange rate between the zloty and the rubel was set at
a 1 to 1 basis, which is highly favorable to Foland, If a crosg-rate were
to be made from the official U.,S. dollar-rubel rate, then the re ate (zloty-
rubel) would heve been 1 rubel equals ‘20 zlotys.

The only seclor in Polish~Russian economic relations to which the
term "exploltation" might be applied, is the agreement between the two
countries with regard to Polish coal deliveries to the U.S.S.H. Poland,
in turn for Russia's willingness not to dismantle the German industrial
plants, and above all coal mining machinery from the territory which was
handed ever to the Polesg by the “otsdam,ﬁgreemeﬂt committed itself, by
a secret agreement, to supply the U.S.S.R. with certain 'quantities of
coal., The agreement asked for 1,5 million tons of coal in 1945 and 12
million tons of coal annually thereafter as long as the Russian troops
were occupying their zone in Germany. In 1946, under this agreement,
the Poles delivered to the U.S.S5.R. 6.7 million tons of coal, claiming

6./
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thet railroad transportetion did not permit additional shipments (there
is only 1 wide~gauge railroad line leading from Polish coal mines through
Krakow to Russia énd the agreement asks that the "reparation coal' should
be shipped in Russian freight cars). Whether the Poles will be able to
keep down their shipments of coal to the U.S.8.R. also in 1947 when the
harbors of Danzig, Gdynia and Stetin will be in more or less good order,
cannot be answered at this time. This depends on the extent of Russian
pressure, which again depends on the political sitvation within Poland,

IT

While in Poland I visited the National Bank of Poland, the Hinistry
of Finance, the Central Planning 0ffice, Ministry of Foreign.Trade and -
Hinistry of Foreign Affairs. In all these agencies I was very well \
received and wag furnished with all the statistical material for which I
asked, as well as the background information needed for the understanding
of the economic problems confronting Poland. The statistical material
which I brought back with me will meske it possible to compile a comprehensive
country book on Poland., To many questionsI received the answer Mitls a
Government secret!, In such cases I did not raise the guestion again, how-
ever, after long conversations with responsible officisls, when it was
realiged by them that the Fund is not a tool of a certain power. bub an
international institution with the best intention to serve every member,
including Poland, they dropped this cawvtious approach in discussing Polish
economic problems, Before my departure the Director of the Department for
Currency Management of the Ministry of Finance, gave me even the strictly
confidential statistical analysis on the present currency circulaticn in -
Poland, Government Revenue expenditure and the open market operations of the
Ministry of Finance., To alleviate any suspicion I explained to the officials
of the National Bank of Poland, and later to the respective officials of
the Ministry of Finznce and the Central Planning Office, the function of the
Fund, its organization and its methods of operation. To this I would like
to add that there was a bitter inter-agency struggle between the Hational
Bank of Poland and the Ministry of Finance, as to which of the two should
be dealing with the Fund. Up until the last Governors'! Meeting the National
Bank of Poland handled the Fund affairs. Since October, however, the Depart-
ment for Currency Management of the Ministry of Finance took them over. A4s
a result the questiomnaire the Fund sent out early in October was still un-~
aunswered when I was in Poland,

In Poland, as in Czechoslovakia, I arranged that all publications
containing economic information should be airmailed to the Research Depart-
ment of the TFund,
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l: Invitation to UNRRA Council Heeting

The Managing Director stated that UNHRA has invited the Fund to send
an observer to the Sixth Session of its Council beginning December 10 in
¥Washington, It was agreed that Mr, Bruins should represent the Fund,
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2. Extension of 90=day Period = Poland

The Managing Director said that a representative of Poland had informed
him tkat Poland wishes an extension under Article XX Section L(d) of the
90~day period for agreement on its par value. 4 written notice was to be
forwarded., :

N
\
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3: Initial Par Value-~Cuba

The Executive Board reviewed the initidl par value of the Cuban peso,
- Among the factors bearing upon the currency the following were noted: the .
position of Cuban ezchange reserves and balance of payments, the position
of the sugar industry as a result-‘of world.prices and special tariff and
quota’ arrangements wifh the U.S¢, the relation of wages to the price of
sugar, and the future prospects, '

No decision concerning the par value was taken,
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L4e Initial Par Value - Iran .

At the invitation of Mr., Saad, Mr. M. Naficy, representing the government
of Iran, made a statement on the par value of the rial and answered questions
put by the Executive Board Members. He outlined the nature of existing ex-
change and import controls and explained the operation of the free exchange
market and the a pproximate amounts of import and export transactions to
which it applies, He said that the Iranian governmment had officially an-
nounced its intention of doing away with the free market as soon as possible
and requiring exchange proceeds to be sold to the central bank. He thought
this might be accomplished in less than a year. He noted that it was dif-
ficult for the govermment to determine the most sppropriate official rate
and that, for the present, it wished to maintain the present rate of 32
rials to the dollar, particularly since any change in rate would have an
inflationary effect on domestic prices,

In discussion the Executive Board ralsed various considerations,inciuding
(a) The oart played by oil royaltles and 1ocal currency purchases in main-

talnlng a favorable balance of payments, and the effect of a rate

change on receipts from the latter source.

(b) The likelihood that Because of the present level of receipts Iraa will
not need to have recourse to the Fund?'s resources for some time,

(¢) The level of internal wages and prices and the dlfflculty of any
substantial reduction in the near future,.

(d) The question of whether a freely fluctuating exchange rate covering
even a minor portion of imports and exports as in the case of Iran
would be acceptable under Article IV, Section L.

(e) The possibility of tightening existing exchange controls.
It was the concensus that, before operations begins, discussions might
be held with the Iranian govermnment on certain of the problems raised, .
No decision on the par value was made.

Approved February 7, 1947





