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Of /ice Memorandum 

June 30, 1981 

MEMORANDUM FOR FILES 

Subject: Poland 

On several occasions during my visit to Hungary the question 
of' Poland was raised. In very brief summary the Hungarians considered 
that the only approach to Poland's economic problems that could be 
acceptable politically and economically would have to be based on first 
a sharp reduction in investments while a ruthless pruning exercise was 
undertaken; second the strongest efforts to revive agricultural produc­
tion by immediately improving incentives and special assistance and 
later seeking some amalgamation of the present proliferation of very 
small holdings; third real domestic consumption would probably need to 
be reduced but they warned against the obvious political dangers in too 
direct an approach. They suggested an approach that could be presented 
as being designed to maintain purchasing power as regards "basic needs" 
but that would cut into other expenditures. The Hungarians also warned 
that it was their understanding that the Polish economy was in an 
excessively liquid position. 

I Jfei/ . 

..... / _, L.A. Whittome 

cc: EED 
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CONFIDfilITIAL 

To: The Yianaging_Director June 8, 1981 
The Deputy Managing Director : : 

From: Hans Schmitt 

Subject:: Poland 

Mr" Whittome called today to say he had learned in 
Hungary that, unless there were some Russian action~ the Poles will 
begin discussions ~rl.th the Fund in late autumn, and if they do~ the 
Hungarians will.come along~ too. 

cc: Mr. Tyler 
Mr. Watson 
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Office Memorandum 

CONFIDENTIAL 

June 8, 1981 

Subject: ary) 

Mr. Whittome called from Athens today, While in Hungary 

he had learned that, barring a Russian action, the Poles would approach 

the Fund in late fall. If they did the Hungarians would also, Mean-

while we should initiate preparatory work on Poland, particularly on 

four topics, viz., the system of agriculture; the process of decision-

making on investment; .developments in real wages since last.year; and 

the liquidity of the.economy. The liquidity of the Polish economy 

was thought to.be very high by the Hungarians, 

tr7 
Hans Schmitt 

cc: Mr. Tyler 
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S Of /ice Memorandum 
~i'-tR~t 

CONFIDENTIAL 

TO Mr. Whitto:qg.e~ DATE: May 15, 1981 

FROM Geoffrey Tyler li 1 
SUBJECT: Poland--Quota 

You may wish to know that rreasurer's Department asked us for data 
which will permit them to make quota 1 calculations for Poland. The results 
of the calculations indicate a quota range of US$700-l,OOO million. 

cc: Mr. Mountford 
Mr. Manison 
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To: 

From: 

Subject: 

Of /ice JWerAorandum 

L. A. Whitt€Jll/ 

G. Tyle1:C1 J 
Polish Debt Rescheduling 

Jllay 12' 1981 

I have worked from the French text and it is possible I have mis­
translated some things, but I do not think there is anything of significance 

,.,, that I have misunderstood. The following are the main features. 
\__,.,' 
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(i) In its form it is a fairly typical ''Paris Club" agreement in 
that .it prov.ides for specified conditions for repayment o'f the debt under 
consideration and provides for a "most-favored-nation" treatment of the sig­
natories relative to other countries, which presumably .include CMEA countries 
since these are not specifically mentioned. 

(ii) There is provision (I, 2(b)) for a mixed committee of the 
participants to meet semiannualy to discuss progress under the stabilization. 
It is agreed that, if mutually acceptable, observers can be invited. Perti­
nent information must be provided and specific reference is made of the 
external accounts. This kind of provision is unusual but,it replaces the 
normal situation where the Fund is lending to the debtor countries and there 
are regular reviews because of that. 

(iii) The conditions of the rescheduling or refinancing are as 
follows: (a) Commercial credits guaranteed or insured by governments or 
relevant organs, and government loans having an original maturity of more 
than one year, in both cases concluded before January 1, 1981, are covered. 
This is fairly standard practice. (b) Of such debts, all amounts due prior 
to Jllay 1981 (i.e., those currently in arrears), and all amounts falling due 
until the end of 1981 are to be rescheduled or financed in an amount of 90 per 
cent of principal and interest. This is relatively good treatment except that 
the period from May-December 1981 for future debt maturities is short; in ~i~ 

other recent examples the period has been up to two years. The reason for j ~fvQL,.tvU··fr 
this presumably is that Poland does not have a Fund program and the corre- U...-U ~ 
sponding surveillance. The remaining 10 per cent of debt is to be repaid as 
originally due. (c) There is a grace period of four years, seven months (to 
January 1, 1986), which is quite good, with eight equal semiannual payments 
ending on July 1, 1989. This makes the longest maturity about eight years, 
which is reasonable but shorter than a nUI!\l>er of recent Fund cases. (d) The 
creditors agree to look at 1982 and 1983 mturities in a "positive manner." 
The mixed committee will meet to this end tn Paris in September 1981 and 
afterward and will pay particular attentio~to economic performance in the 
light of the balance of payments projections that have been given. This 
replaces Fund reviews. (e) Rates of interest are to be fixed bilaterally. 
This is usual. 
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(iv) There are various general undertakings, including: (a) 
Poland will do its utmost to obtain similar rescheduling or better for all 
private debt, including that due to banks. For other creditor countries no 
less favorable terms will apply and negotiations are to be completed as soon 
as possible. Countries with credits of less than SDR 1 million are excused; 
and (b) all signatories will give details of the results of their negotiations, 
i.e., amounts, interest rates, etc., and will provide s of bilateral 
agreements on request. 

(v) In exceptional (unspecified) circumstances a creditor can 
suspend its bilateral agreement. 

(vi) Agreements must be concluded no later than June 30, 1981. f 

In summary, it is a fairly typical "Paris Club'' agreement with 
special features that exist partly because there is no Fund stand-by, thereby 
necessitating a short period for future debt negotiation, and provisions for 
future reviews and new agreements for 1982-83 debt. 

The economic program in the external sector 

The projections for the balance of payments attached to the·Agreed 
Ninute cover the convertible currency payments and those with state economy 
countries, separately. The summary tables extend to 1990 and the more detailed 
ones until 1985. There are abbreviated forecasts of the domestic developments 
for 1981-83, but not in a form that permits one to see if there is internal 
consistency between the two sets of data, since there is an output figure 
for material product but no data for total domestic expenditure. The output 
data refer to national income produced. This equals GNP less depreciation 
and less net output of nonproductive services. The rate of growth is 2.7 per 
cent per annum in 1982 and 1983, with the growth of industrial production 
averaging 5.3 per cent per annum over the two-year period. Investment expendi­
ture is to increase by 1.7 per cent a year, presumably at constant prices, 
although this is not clear. 

The balance of payments forecasts are the basis on which performance 
under the program will be judged. The following are the main features: 

(a) The current account balance in convertible currencies, which 
includes the u.s.s.R. credits in such currencies, shows a deficit of ~ bil­
lion in 1981 ($2.7 billion in 1980) declining to $0.5 billion in 1985, fol­
lowed by increasing surpluses in each year until 1990, when the surplus is 
$5.2 billion. This would result in outstanding long-term convertible debt 
in convertible currencies at the end of 1990 of $22.9 billion, exactly the 
same as at end-1980 but with a debt service ratio presumably much less. 
(Projections for 1990 do not permit a calculation but gross receipts from 
goods, services, and transfers in 1990 are 173 per cent greater than in 
1980, while it seems that gross repayments would be substantially higher 
than in 1980.) In 1980 the ratio for long-term debt payments to the above 

~ gross receipts was 79 per cent. A rough estimate puts the 1990 figure at 
\ ,' __,. above 60 per cent. In 1985 the projections imply a ratio of 83 per cent. 
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Thus the debt service problem will remain acute for more than a decade, even (.·· 
if the forecasts are realized. (These calculations are approximate only, 
since the division of transactions between long and short term is not com­
pletely available.) 

(b) The current account in rubles (but expressed here in dollars) 
showed a deficit of $0.9 billion in 1980, and is forecast to show deficits 
of $1. 7 billion in 1981 and $2 .1 billion in 1985. In each of the intervening 
years it is $1.3 billion. By 1990 it is in balance but three of the years 
1986-90 have deficits. Medium- and long-term debt outstanding moves from 
$2 .1 billion at end-1980 to $8.2 billion at end-1985 and $.7 .• 3 billion at end-
1990. During 1980-85, net bilateral short-term debt outstanding rises by 
$1.6 billion and during 1986-90 by $2.6 billion. Data are not available for 
calculations of debt service ratios, but initially at least they are likely 
to be quite modest because amortization is small. 

(c) The above implies that during 1981-85, there is an approximate 
balance, after allowing for the fact that the convertible data include U.S.S.R. 
loans in convertible currencies, between the debt burden shared by the social­
ist bloc and the West. From 1986 to 1990, the net burden in the latter 
declines, while it increases for the former.· By 1990, however, the absolute 
level of outstanding debt to the West is still substantially higher than to 
the socialist bloc. 

(d) Export growth is relatively modest, averaging 8 per cent per 
annum in the period 1981-85 for the convertible area and 6 per cent per annum 
for the socialist bloc. These are presumably in current prices and imply 
only a small increase in volume. They are surprisingly modest but probably 
realistic. The major problem is that coal exports increase from $1,067 mil­
lion in 1979 to $1,720 million in 1985, after falling to a projected $540 mil­
lion in 1981. Coal exports to the socialist bloc are to increase only slowly. 
If one assumes a sustained price increase for coal, the forecast may be 
reasonable. If the improvement is mainly from higher volumes, one may have 
more doubts, given labor conditions in this industry. 

(e) Convertible imports over the five years are to grow by an 
annual average of 2 per cent in yalue, with a corresponding figure of 7 per 
cent for imports from the socialist bloc. Taken together, this is an average 
growth of 5 per cent a year, with presumably almost no growth in volume and 
perhaps a decline. Its consistency with the planned growth of output can /t 
be explained only by a very sharp increase in the efficiency of import use 
generally with a very great improvement in the efficiency with respect to 
convertible imports. Moreover, because the value of oil imports rises sharply 
(13 per cent a year) and raw material imports also (16 per cent a year), 
there is no forecast increase in the value of semif inished and manufactured 
products and a decline of 9 per cent per annum in the value of agricultural 
imports (albeit in comparison with a year of poor harvest). These data • 
imply substantial volume declines and a high degree of success with import )· 
substitution. At least at first sight, the import projections, especially 
with respect to the convertible area, look suspect. To reduc~ them would 
presumably require lower domestic expenditure and growth. 

( 
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Comparisons with Romania and Yugoslavia 

In one sense, there is a great deal of similarity between the three 
countries. All are forecasting slower domestic growth and are expecting to 
be able to cut back sharply on investment expenditure, which they admit has 
been inefficient. They all believe that substantial import substitution is r 
possible and that significant improvement can be made in the energy sector 
(by switching to domestic coal and other sources), agriculture, and in the 
export sector. 

However, there are significant differences between the two coun-
tries we have dealt with and Poland. The former two appear to be willing, 
especially in the case of Yugoslavia, to make greater efforts via reductions f 
in growth rates of domestic expenditure in order to reduce the current account 
deficit more quickly, despite the fact that the size of their deficits have 
been of the same order of absolute magnitude as Poland's (in 1980 Poland 
$3.8 billion; Romania $2.4 billion; and Yugoslavia $3.7 billion, but with 
economies less than half the size). There is a prima facie case for arguing 
that, on comparative grounds, the Polish effort is too slow and less than we 
might have asked under a stand-by program. However, this judgment must be 
taken cautiously· since perhaps the combination of the social unrest and its 
economic consequences, combined with political considerations, could justify 
the time path proposed. There is difficulty in judging figures without a 
full face-to-face discussion about their implications. Against this, the f 
debt problem of Poland is immensely greater than that of Romania and Y~goslavia, 
implying that the Polish program should be stronger and quicker acting than 
theirs. On balance, I believe that, if we were judging the program targets 
by Fund standards, we would insist that the burden of proof be on Poland to 
justify the domestic rate of growth, the consistency of tfie import projections, 
anothe slow reduction of the current account deficit in the initial part or 
the progra.;: The present time path clearly runs the risk that not enough is r 
~e initially and too much left for later. 

I have not seen the description of the program that preceded the 
text on pages 40 and 41, attached to the Agreed Hinute and the balance of 
payments tables; presumably it followed the lines of the document describing 
the three-year stabilization program given earlier to creditor countries. I 
believe that much more data is necessary before we can make a quantitative 
judgment of the program, including its internal consistency. I do not see 
why it should be impossible for the Poles to supply (not in any significant 
order) information in the following areas: 

(a) national account forecasts on the SNA basis; 

(b) structure and levels of planned investment; 

(c) structure and levels of planned output; 

(d) detailed projections of the energy sector by source and use; 

(e) budget data and projections, with special reference to subsidies; 
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(f) monetary data and projections; 

(g) quantified projections of real wage changes; 

(h) data on domestic price changes; and 

(i) more detailed information on assumptions underlying the balance 
of payments projections on trade growth in volume, interest rate assumptions, 
some disaggregation of invisibles, and capital transactions; 

(j) information on the exchange rate system and any proposed changes. 

Summary 

The rescheduling is in substance a typical "Paris Club" agreement 
with special features because there is no Fund monitoring of perfonnance. The 
terms are not quite as generous as some other Fund cases but on the whole 
are quite good. In particular, the improvement in the balance of payments to 
be permitted under the program is quite gradual. There must be doubts about 
the internal consistency of the program and whether policies will be adequate 
to bring about the forecast external result. The programs look somewhat weak 
compared to those of Romania and especially Yugoslavia. However, lack of 
data and some uncertainties about the meaning of available data make judg­
ments hazardous in this area. 
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CONFIDENTIAL __ o.ffice 

TO Managing Director 
/ 

DATE: May 6, 1981 

f"ROM A. Guetta 
,/' i 

~ 
SUBJECT : Polish External Debt Reschedulin 

A,ttached please find the Agreed Minute of the Intergovernmental 
Group on Polish Debt, as well as the key economic variables and 
targets related to the rescheduling exercise. of April 27 and referred 
to in paragraphs 2 (a) and 3 of the Agreed Minute. 

The essence of these documents was summarized in my telex 
of April 28. 

Attachments: (2) 

cc: Deputy Managing Director 
v'Mr. Whittome 

Mr. Watson 

Cc' 
/ 
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Proces-Verbal Agree relatif a 
la dette exterieure de la Pologne. 

I. PREAMBULE. 

1. Les representants des Gouvernements de la Republique Federale 
d'Allemagne, de l'Autriche, de la Belgique; du Canada, du Danemark, des Etats­
Unis, de la France, de la Finlande~ de l'Italie, du Japon, de la Norvege, des 
Pays-Bas, du Royaume Uni, de la Suede et de la Suisse, ci-apres designes " pays 
creanciers participants " se sont r~unis a Paris les 23-25 fevrier, les 9-10 

- avri i et ies 21-28 avril-Y98-l avec- les representa-~ts- -d~Gouver~e~~~t- <l~ la 
Republique Populaire Polonaise pour examiner la demande d'un allegement de la 
dette exterieure de ce pays. 

2. Des representants du Gouvernement de la Republique Populaire 
Polonaise ont expose les grandes lignes du programme economique et financier de 
leur Gouvernement en soulignant !'intention de celui-ci d'aboutir a une 
amelioration de la balance des paiements et d'exercer un contr6le etroit sur 
l'endettement exterieur du pays et, dans ce but de s'attacher, a assainir 
progressivement la situation financiere externe. 

A cette fin, les representants du Gouvernement Polonais ont declare que 
leur Gouvernement : 

a) appliquera, en vue d'ameliorer la situation de la balance des paie­
ments de la Pologne, les politiques economiques concernant tant le plan interne l 
que le plan externe qui sont enoncees dans le rapport annexe au present Proces- _ 
Verbal agree et qui ont ete approuvees par le Gouverneme~t de la Republique ; 
Populaire Polonaise en tant que part du progra=e de stabilisation de trois ans Ii 
et en particulier les objectifs definis a la section III paragraphe 3 ainsi . 
qu'aux donnees chiffrees pour 1981 contenues dans les tableaux de balance . 
des paiernents figurant aux pages 36 a 38 a de ce rapport. ' 

b) communiquera regulierement aux representants des pays --creanciers participants 
par l'intermediaire d'un comite mixte compose de representants des Parties au 
present Proces-Verbal agree,au cours de reunions a cet effet qul se Liendront 
semestx:iellement a Paris, les informations pertinentes et cornmentaires dans une ' ----. ~-~ __ .. ____ _ 
forme analogue a celle du rapport mentionne ci-dessus sur les progre~ __ du 
pr:..gg_r_9or:!ll.:ll.e .... cl~e~-~.!2~tion -economique, ~-~- les objectif;~speci(lq~e~- d_es c_omptes I 
exterieurs et sur la raise en oeuvre du present Proce!?-Verbal agree.S'll _err est_ ·­
mutuellement convenu entre les membres du comitemixte, des observateurs pourront 
~t~e invlt~---ces-reunions. 

3. Les representants des pays creanciers participants on~ pris note des 
mesures prevues dans le programme economique et financier entrepris par le Gou­
vernement de la Republique Populaire Polonaise et souligne l!importance qu'ils 
attachent---!_~~oratiog___des__cQJ!l_p_J;_~g_,xt_~res prevue par les objectifs 
mentionnes a la section III paragraphe 3 ainsi qu'aux donnees chiffrees conte­
nues dans les tableaux de balance des paiements figurant aux pages 36 a 38a du 
rapport mentionne ci-dessus,ainsi qu'a !'information qui leur sera regulierernent 
fournie par le Gouvernernent Polonais sur !'evolution de la situatio~. 
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II. RECO~~!ANDATIONS RELATIVES AUX TERMES DE L'ALLEGEMENT. 

-- Conscients des graves difficult~s de paiement rencontrees par la 
Pologne, les representants des pays creanciers participants sont convenus de 
recornmander a leurs Gouvernements OU Institutions appropriees de proceder a un 
allegement de la dette de la Pologne qui prendra la forme soit d'un reeche­
lonnement soit d'un refinancement dans les termes suivants : 

1. Definition des dettes concernees. 

Le service de la dette ( " la dette " ) pris en consideration pour 
l'application de ce reamenagement, est constitue par : 

a) les credits COmmerciaux garantiS OU assures par les gouvernements OU 
les organismes appropries des pays creanciers participants, ayant fait l'objet 
d'un contrat prevoyant initialement une duree de c~edit superieure a un an et 
conclus avant le ler Janvier 1981. 

b) les prets gouvernementaux ou d'organismes gouvernementaux, ayant une 
duree initiale de credit superieure a un an et conclus avant le ler janvier 1981 

2. Termes de l'allegement. 

L'allegement de la dette s'appliquera sur les bases ci-dessous 

a)90 % du montant du principal et des interets 4nitiatement dQ au 
titre des echeances de la" dette " 

avant le ler Mai 1981 et non regle, 
- entre le ler Mai et le 31 decembre 1981 inclus. 

seront reechelonrie~ OU refinances 

b) Le remboursement par la Pologne des sommes correseondan_tes sera 
ef f ectue en 8 paiements semestriels egaux et consecutifs aux dates suivantes 

ler Janvier 1986 ler Janvier 1988 
ler Juillet 1986 ler Juillet 1988 
ler Janvier 1987 ler Janvier 1989 
ler Juillet 1987 ler Jtiillet 1989 

c) Le paiement par la Pologne des 10 % restants en principal et 
interets sera effectue a la date de l'echeance initiale. 
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d) En reponse a la demande de la delegation du Gouvernement Polonais 
les representants des pays creanciers participants se soot declares d'accord 
pour examiner d'une maniere positive le probleme des echeances de la dette 
exterieure polonaise payables en 1982 et 1983. 

A cette fin le comite mixte vise au paragraphe I 2b) se reunira a Paris 
dans la seconde moitie du mois de septembre 1981 et ensuite a des dates 
mutuellement convenues. 

Ce faisant,ils apporteront une attention particuliere a la concordance 
des performances de l'economie polonaise avec les objectifs mentionnes a la 
section III paragraphe 3 ainsi qu'avec les donnees chiffrees pour 1981 contenues 
clans les tableaux de balance des paiements figurant aux pages 36 a 38 a du 
rapport polonais. 

3. Taux d'interets. 

Le taux et les conditions qe l'interet a verser au titre de ces 
facilites financieres seront fixes bilateralement entre le Gouvernement de la 
Republique Populaire Polonaise et le Gouvernement ou les institutions 
appropriees de chacun des pays creanciers participants sur la base du taux 
approprie du marche. 

III. RECOMMANDATIONS GENERALES. 

1) Afin d'assurer un traitement comparable aux creanciers exterieurs 
publics et prives, la delegation de la Pologne a indique que la Banque Handlowy 
s'efforcera d'obtenir de ses creanciers prives, y compris les banques, un 
reechelonement, un financement Ou un refinancement a des conditions C~ab~. 
~ celles qui ont ete negociees pour les credits d'echeances similaires couverts 
par le present Proces-Verbal, et qui, pour chaque categorie de creanciers, 
n'etabliront aucune discrimination entre eux. 

2) Le Gouvernement de la Republique Populaire Polonaise accordera a 
chacun des pays creanciers participants, un traitement qui ne sera pas moins 
favorable que celui qu'il accordera eventuellement a tout autre pays creanciers 
pour la consolidation de dettes de terme comparable. - --

3) Le Gouvernement de la Republique Populaire Polonaise s'engage 
a negocier dans les meilleurs delais des accords de reechelonnement OU de 
refinancement avec tous les autr~s pays creanciers·pour des dettes comparables ~ 
des termes comparables. 

4) Les regles fixees au present Proces-Verbal agree ne s'appliquent aux 
pays dont le total du montant des echeances en principal et interets du-es 
pendant la periode de reamenagement est inferieur a 1 million DTS. 

5) Chaque pays creancier participant accepte d'indiquer-au Pr~si:tfent-·­
de ce Groupe de creanciers, la date de la signature-de son accord bilateral, les 
taux d'interet pratiques et les montants des dettes concernees. LeGouverneroent 
de la Republique Populaire Polonaise prend acte de cette dis~osition 

6) Les pays creanciers participants notant que toute reserve anterieure 
sur ce point sera respectee, sont convenus que chaque pays communiquera, a la 
demande de tout autre pays participant, une copie de son accord. bilateral avec 
le Gouvernement de la Republique Populaire Polonaise. Le Gouvernement de 
la Republique Populaire Polonaise prend acte de cette disposition. 
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IV. MISE EN OEUVRE. 

l.Les modalites du reechelonnement OU du refinancement seront fixees dans 
des accords bilaterau:x a conclure par le Gouvernement OU les institutions 
appropriees de chacun des pays creanciers avec le Gouvernement de la. Republique 
Populaire Polonaise sur la base des principes suivants 

a. Le Gouvernement ou les institutions appropriees de chaque pays 
creancier 

- refinanceront les dettes, en mettant a la disposition de la Pologne 
pendant la periode de reamenagement les sonunes correspondantes aux pourcentages 
prevus ci-dessus a mesure des echeances fixees par le calendrier initial ; 

OU 

reechelonneront les echeances correspondantes 

b- Tous les autres points concernant le reechelonnement ou le 
refinancement seront fixes dans les accords bilateraux entre la Pologne et ~es 
pays creanciers participants. 

2. Les pays creanciers participants qui ont deja accorde pendant le 
premier semestre. 1981 une assistance financiere sous la forme d'un financement 
relais a la Pologne afin de faciliter l'effort de ce pays pour faire face au 
service de sa dette exterieure,tiendront compte. de .!'assistance financiere ainsi 
accordee pour le calcul de l'allegement a accorder pendant le deuxieme semestre 
1981 en application du present Proces-Verbal agree a condition qu'elle soit de 
qualite au moins egale •. 

.. / .... 
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3. Si des ci~constances exceptionnelles sont constatees, chacun des 
pays participant signataires du present Pr~c~s-Verbal agree peut suspendre 
sans preavis l'application de son accord bilateral pour ce qui le concerne. 

Au cas ou telle suspension interviendrait, les dispositions des 
contrats initiaux resteraient en vigueur dans tous leurs effets et 
continueraient a regir le remboursement des dettes en cours a Ia date de la 
suspension ainsi que le paiement des interets correspondants. 

4. Les representants des pays participants et les representants de la 
Republique Populaire Polonaise sont convenus de recommander a leurs Gouver­
nements ou Institutions appropriees d'ouvrir dans les meilleurs delais les 
negociations bilaterales et de les conduire sur la base des principes enonces 
ci-dessus et de les conclure le plus rapidement possible mais pas plus tard que 

·~le 30 juin 1981. ---···--.. -

Le President de la Reunion 

Delegation de la Republique · 
Federale d' Allemag_ne 

1 

l ,,,, JI ~1 l1A 
) .J ':i :/' l C VV' v "',,, 

Deleg on de l'Autriche 

YlitJ-7:/:tf'- -t~.1fc~l-c~ 
r;?';legation du Royaume de . 

.BelgiqAue A .... . 
( ,· / " . 
~· 

Del~')gva~ionqdu ~1:~~a {:2r-4,~-lc., , I .. ,,,.--; . ,, 
. . 

I ' , 

Oeleg;ytion du Royaume 
du a6emark · 

D ~ . 0 7t~ ,M - . . . 
d' Ameriquel ~ ~~ 
Delegation de la Finlande 

Fait a Paris, le L}a,_1,,:~ 1981 
en d'eux versions en langue franr;aise 
et .. anglaise, les deux textes faisant 
egalement foi •• 

Le Chef de la Delegation' 
de la Republique Populaire 
Polonaise f,!} I, 

1/.LM---­
.t 
I 

Delegat~on de la R~publique 
Frarn;ai o'(,Ct . 
Delegat on ~'.%'1 ''Ital~ 

g:V.£J. Yv Y-Y1 ( 

Delegation du Japan 
,.-. ·-

- ~ .. ~ddfP-C-- .. --' . ~.,Ar~i-~~; ·-··~ 
Delegation du ·Royaume 

de N~rv~1eg~ p ( . /1 
·/L; 4 'vt:-\\ewi , \ i . 
Delegat on du Roy ume! 

des Pays-Bas 'tt k )~-..._ 
PULr- !v!owni:Cii,_---

Delegation du Royaume-Uni 

Delegation du Royaume •• L · 
de·suedeC~ J~ () __ 
Delegation de la Suisse 

i 

it 
I 

I -
I -
I 

. ! 

! 
'I 



~: 

.·.'I 
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Dulrmce or puyments wllh stato economy countric!:l lOBl-1990 
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The. final stabilization program will be approved by the 

Party Congress before 2rr July 1981 r. 

The assumptioris of the 1981 plan and stabilization program 

. . 
given in this .report are rather en the low side. Assuming 

\ 
-I 

sucessful effects regarding·structural changes in industry 

the actual economic results may turn out to be better. 

It is equal~y difficult now to forsee th~ production 

effects linked with the enforcement of the economic reform 

-

-

-

t 
l 

and its influence on the rate of growth of the econo.my. 

3. Taking into acco~nt the country's payments possibilities 

and then available volume of supply of imported raw naterial 

and intermediate products ~nd ·having in mind increasing 

difficulties linked with the output of domes.tic raw· .materia: 

the follo'."'ing targets are being assumed for the 1981-1983 

years aimed, in particular, at the improvement of the balancE 

of payments: 

l 

l % 

1981 1982 1983 19 83 
,, 19 81 

National· income produced 
105,5 mld zl /constant prices/ 1800 1850 1900 

-
Industrial production 

r.ild zl /constant prices/ 2750 2900 3050 110,9 
. 

Output of main raw materials: 
I 

- coal mill.tons 173 182-18~ 190 109,81 
of which for expert - 19 25-26 27-28 14 2, 01 

147,0 

thous. tons 
.. 

- copper 34 0 350 360 105,9 

of which for export 160 182 19 0 118,8 
r 

1C6,71 - silver tons 675 700 7 20 
of ·which for export 399 4 36 446 111,8· 

. -
- sulphur mill. tons 4,7 r:: ... r: -, 110;6 .;.; iv ~,-

of which for export 3,4 3 I 5 3,7 108,8 



.. ' 

(~: 

() 

l 

. ~ .. . . ... :· 
•. . ... . .~ 

.,: · ..... ' 

.4r· 

.. 
i 

- Agricu_l tural production .mld zl· 586 605 6 30 J.07,5 
of ·which: plant productio'n . "336 350 . 3 f\::; 108,5 

animal production 250 255 265 106,:; 

- crops of cereals mi.11. tons · 19,5 20,5 21,5 110,3 . I . 
- import of cereals mill.tons 6,7 5,0 4,0 59,/ 

-~. 

- Total investment outlays mld zl 435 435 450 oJ:~ 4 
/ 

- Export to market economy .~·-..., 

countries mld ~ +/ 6,5 7,5 9,0 (i38, 5 
\ ' 

! 

\.----~-·-·"'" 

- Import from market economy -
countries mld ~ +/ 7,2 7,2 7,8 108,3 

: 

+/ ctirrent prices 

see - nai:::e 41a 

4. It is being assumed that ths industrial production in 1981 will 
. 

be by about 10% lower than in 1980. The fall in coal output 

estimated at 10% has particularly painful consequences for the 

whole economy bringing about serious disturba·nces in the energ.y 

balance of the country let -alone the lost .in hard currency 

earnings. The main task of the polish economic policy is to 

bring about increasing output a~d export of coal. 

5. The difficult position in supply in raw materials demands that 

a severe saving policy be implemented. Special steering syst~m 

will be introduced which will allow to allocate the raw material 

in such a. way as to ensure rhythmical proauction in factories 

playing utmost role in the whole economy while looking from 

the viewpoint of its current, most important needs. Having this 

in mind we have to ensure, first off all, necessary supplies 

to export oriented enterprises ~swell as.to those producing 

foodstuffs Rnd means for agriculture. It means that it won't 

be possible to ensure adequate raw ffiatcr~als su~plics to many 

I 
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Of /ice Memorandum 

TO Mr. Whitt~ DATE: May 7, 1981 

FROM A. Mountford 

SUBJECT: Poland--The Indonesia Precedent 

1. Indonesia is .the only case, to my knowledge, of a country that 
has left the Fund and then ·subsequently became a member again. It may 
therefore offer some precedents, if Poland reapplies. 

2. Indonesia left th_e Fund in August 1965, reapplied in June 1966, 
and became a member again in April 1967. The most relevant feature of the 
negotiat"ians on Indonesia's application, f;rom our· point of view, is that the 
staff and management were guided by the principle "that Indonesia should be 
placed in substantially the same position it would have been in if it had not 
withdrawn from the Fund." More specifically as regards the size of quota, 
this principle led to a reconnnendation that Indonesia should have the option 
of choosing between the quota that it had on leaving and the quota that would 
have resulted if Indonesia had accepted the general quota increase under the 
Fourth Quinquennial Review. The Executive Directors embraced this principle; 
which had the obvious advantages of being fair and avoiding any political 
difficulties over quota negotiations. 

3. If the Indonesian case constitutes a precedent, and Poland were 
to apply for readmission to membership, the consequence would be that the Fund 
would propose to Poland a range of possible quotas between the original 
SDR 125 million and SDR 587 million,]:/ and Poland would choose within that 
range. If Poland wished a higher quota, it would have to apply for an increase 
and justify it in the usual way. 

4. There is, however, a question of whether this would, or should, 
be regarded as a binding prec~dent by management and staff, or by the 
Executive Board, or by· an applying country. This is presumably an untested 
question that might have to be addressed at some stage. 

If it were not desired to have the Indonesian case regarded as a 
binding precedent, I can think of the following distinguishillng arguments 
that might be made. One is that the Indonesian.case is so different from 
Poland as to be essentially different in kind: it is distinguishable in 
terms of the length of time elapsing between leaving the Fund and becoming 
a member again, and in: terms of the width o'f range of possible quota 
(US$165 million to US$207 million for Indonesia, and SDR @million to 
SDR 587 million for Poland). The other argument is that apparently the main 
reason for the principle mentioned in paragraph 2 above was to ensure a 
reasonable treatment of outstanding repurchase obligations, and only second­
arily was it a question of the size of quota. 

1/ This figure is based on a single extrapolation us.ing the general increases 
i~eac~hof the quinquennial reviews, including the average increase of 33.6 per 
cent in;I975-76 increase. Other rough estimates by Mr. Manison suggest that a 
case could be made for a higher quota of SDR 800 million or more. 

cc: Mr. Tyler, Mr. Manison, Mr. Maciejewski 
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Of /ice Memorandum 

FROM 

- ·"·-r L n .. ,,v f 
Mr. Whit~ j].,. 

A. Mountford I Flz 
DATE: May 6, 1981 TO 

SUBJECT: Poland 

1. _You asked if the Indonesian precedent throws any light on 
whether Executive Board approval would be required for the staff to par­
ticipate in intergovernmental talks on a nonmember. The files are not 
very helpful on this, but suggest there may be a difficulty if the non­
member has not yet applied for membership. Indonesia left the Fund in 
August 1965 and reapplied in July 1966. In June 1966, some three weeks 
before the application, there is a reference by Mr. Savkar to a forth­
coming meeting .of creditor countries: in this context the U.S. represen~:. 

tatives had indicated that '1there was a chance" that the Fund might attend 
if both Indonesia and the creditors made a request. In the margin, however, 
there is an annotation to the effect that this should not happen before the 
country formally appiied. Later, a few days after the application was sent, 
a staff mission to Indonesia stopped in Tokyo to brief the Japanese on the 
status of membership talks. The mission apparently did not need Board 
approval for this.. The Fund was not represented at the next meeting of 
the intergovernmental group itself, although its Memorandum of Understand­
ing was formally transmitted to the Fund. There is, finally, a reference 
i!!_ a memorandum by Mr. Gold to. the Managing Director being "willing that 
/!:_he_/ mission ••. discuss Indonesia's problems with the next meeting of 
the Multilateral Conference •.•• " This did not occur, however. 

2. Mr. Evans (LEG) notes that in any case the rules have changed 
since the Indonesian case (although he believes that even then the staff 
would have sought Board authorization before participating in the inter­
governmental group). In particular, the Board has taken decisions designed 
to prevent the Fund from giving technical assistance to other international 
bodies without Board authorization, and to stop the staff from expressing 
l!Fund opinions 11 without prior Board authorization. In his opinion, the 
present decisions governing Fund representation probably mean that Board 
approval would be required if the staff would be providing technical expertise 
or participating in the work of the group. On the other hand, if the Fund 
were to be represented merely as an observer, he thinks it might not be 
necessary to have Board authorization. 

3. Mr. Lang (SEC) gives as his opinion that we would certainly 
need to get Board approval, on two grounds. Firstly, that the staff has no 
authority to act in a representative capacity without Board approval. And 
secondly, there is the well-established rule that in potentially controversial 
situations we try to defuse possible difficulties by touching base with Executive 
Directors first. In the case of the intergovernmental group on Poland, he thought 
it would be very advisable to have formal Board approval. 

cc: Mr. Tyler 
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cc: G"I 

April 30, 1981 

Mr. Escoube (Director, Office of East-West Economic Policy, U.S. 
Treasury) called about some aspects of the meeting earlier this week between 
Poland arid the leading Western creditors. The Polish delegation had been 
unable to respond to a proposal that the IMF be invited to attend future 
me~ngs as an observer; they were referring this question to Warsaw, and 
wo,uld reply 1ate.:i:;. The next meeting of the commission wouia be on May 26, 
at which a schedule of work for the coming months would be established. 
The Poles had agreed to prepare a paper on the economy and on stabilization 
measures by end-August, which would then be looked at by a working group 
(representatives of the 15 major creditors and some othe;'s): by end-

0 

September 1981, the full commission would discuss the question ~escheduling 
of debts coming due in 1982. 

cc: Mr. Whittome 
Mr. Tyler 
Nr. Manison 
Mr. Maciejewski 

A. Mountford 
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248331 IMF UR 

RCA APR 28 11030 

248331 IMF UR 

INFUND PARIS 

INTERFUND PARIS, APRIL 28, 1981 

INTER FUND 

~JASHINGTON DC 

GABLE 
.ROOM 

U R G E N T - FOR IMMEDIATE DELIVERY PLEASE 

FOR ACTING MANAGING DIRECTOR 

CC: MANAGING DIRECTOR ON RETURN 

MR. l·!HITTOM 

MR. WATSON 

' ' :, .· .. 

FURTHER TO MY TELEX OF APRIL 10, INTERGOVERNMENTAL GROUP 

ON POLISH DEOT REACHED FINAL AGREEMENT ON CONSOLIDATION OF MOST 

OF THE DEBT SERVICING DUE fN 1981 TO THE 15 PARTICIPATING 

WESTERN GOVERNMENTS. 

THE AGREED MINUTE NOW PROVIDES FOR: 

(1) RESCHEDULING OF DOLLARS 2.5 BILLION, O~~ER CENT OF 

PRINCIPAL AND INTEREST DUE BETWEEN MAY~ DECEMBER 31, 

AND APPLICATION OF IDEKTICAL PERCENTAGE TO AN AS YET 

UNDETERMINED, BUT APPARENTLY RATHER SMALL AMOUNT OF 

ARREARS ACCUMULATED BY MAY 1. 

(2) REPAYMENT OF CONSOLIDATED AMOUNT IN 8 EQUAL SEMI-ANNUAL 

INSTALMENTS BEGINNING JANUARY 1, 1986. 

(3) INTEREST RATES ON CO~SOLIDATED DEBT BASED ON THE ''APPROPRIATE'' 

MARKET RATES IN EACH OF THE PARTICIPATING COUNTRIES. 
·~ . 
--~~*-"~~~~~~~~~~~~~~~~~~~~?~.!1!';J~~ftm~~~:e-~~9,~~~;~~.:.:::-~~...l.R~~~~~'~<'*~~~~~:-~~~~~ 
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{4) REGULAR PERFORMANCE REVIEWS ON THE BASIS OF POLAND'S 

ECONOMIC PROGRAM--WITH POSSIBLE ATTENDANCE OF AS YET 

UN-NAMED O~SERVERS--STARTING AT END OF SEPTEMBER 

(DURING DISCUSSIONS POLES ADJUSTED THEIR PROGRAM TO SUIT 

THE CREDITORS, BUT AMENDMENTS WERE BOTH SUGGESTED AND 

ACCEPTED IN A RATHER LIGHT VEIN) AND 

(5) GOODWILL AS WELL AS ''FORCE MAJEURE'' CLAUSES. 

POLES WERE HAPPY WITH THE TERMS OF THE RESCHEDULING. 

THEIR EFFORTS TO OBTAIN FRESH ASSISTANCE MET WITH CONSIDERABLE 

RESISTANCE FROM UNITED STATES, BUT PRELIMINARY DISCUSSIONS ON 

THE REMAINING FINANCING GAP FOR 1981 HAVE BEEN SCHEDULED FOR 

THE END OF MAY. 

HOPE TO MAIL THE FULL TEXT OF THE AGREED MINUTES SHORTLY. 

REGARDS 

GUETTA 

INFUND PARIS 

0 

248331 IMF UR 

H E L L R C V D P L S ? ? s=c~s=cs=c5l!r) 

248331 IMF UR 
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@; Office Memorandum 

TO 

FROM 

Mr.Whi~, 
P. Dhonte f, ,M 

SUBJECT : Debt Service Ratios 

DATE: April 20, 1981 

There is little operational litterature on debt service ratios -
in the Fund or elsewhere. The matter was covered in the review of 
external debt management policies (SM/79/125, pp.8 to 11) and in 
supplement 1 of the recent study of external indebtedness of LDCs 
(SM/80/273, suppplement 1, pp.10 to 15). 

I would consider that the basic reference is. C Loser. External 
Debt Management and Balance of Payment policies,. Staff Papers, March 1977 
especially page 176, which stresses sustainability as the operational 
criterion in evaluating debt policies: "Management of external debt 
should aim at·providing the maximum possible net resource transfer that 
can be sustained over time·while other policies must provide for a 
sustainable current account outcome consistent with access to foreign 
borrowing over the medium term". We have notably developed a·small 
program, for use in Portugal but applicable to any country, to implement 
this concept. 



THE COMING CRUNCH IN POLAND No. 281 

Poland hasn't slipped over the brink yet. But it's going to. There 
are too many irreversible trends pushing the country into disaster for 
any rescue to be possible now. It is only a matter of time. 

The rhetoric of the crisis is misleading. It suggests that if the West 
pressurises Russia sufficiently, the Russians will be persuaded to 
leave Poland alone. The threat of an end to detente, of a virtual 
freeze on East-West trade (from which Russia draws so much of her 
desperately needed technological back up) and the generally adverse 
impact upon all forms of East-West life are sufficient to make the 
Russians draw back. This language and these diplomatic brandishings 
are irrelevant. They will make absolutely no difference as to whether 
Russia does or does not move. That's not because they are completely 
valueless but just because they are irrelevant. Russia knows full well 
that there will be all kinds of disutilities and inconveniences flowing 
from an intervention in Poland, a number of which she would put a great 
deal higher on the list than these utterances from the chanceries of 
Europe; but if she has to move, she has to. It's as simple as that. 
What we must appreciate in the West, once and for all, is that in 
exactly the same way that we could not tolerate the defection of Italy, 
or of Western Germany into the Warsaw Pact camp, nor can they stand 
back and watch the defection of Poland to the West, until indeed it 
became part of the NATO group. The Yalta Settlement across Europe 
still stands and neither side can afford a major defection. This has 
been the case ever since 1945 .and it still remains the case. We may be ,' 
dismayed by the political price of the Yalta Settlement (one of the 
inconvenient pillars upon which the post war peace, which we have all 
so fully enjoyed, have rested) but, apart from wringing our hands, 
there's nothing much more that we can do about it. That was the case 
in Hungary in 1956 and over Mr. Dubcek in 1968 and it is now going to 
be the case over Poland. So let us leave aside the.~ idea once and for 
all that the Russians will be affected by what we say on this side of 
the curtain. 

The outcome and future events will be determined by whether or not the 
Polish government can keep the country together, in some semblance of 
order as a continuing member state of the Warsaw Pact organisation. If 
it can't, then there is nothing to expect other than the running of the 
Polish state to be taken ayer by outside forces. A government in 
Poland run by Solidarity will not be a government that can be 
tolerated by Russia. This is because it would not be a government the 
apparatus of which could be relied upon to run the Polish stat~ as part 
of the Eastern Block •. It would continually be stopping to ask awkward. 
questions, such as should Poland really be part of the Warsaw Pact at 
all? Or should the Communist part be allowed to run the Government or 
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some such other fundamentally heretical question. There is therefore 
only one kind of government which the Russians will tolerate in Warsaw, 
that is one that they can recognise as part of the Communist apparatus. 

The desperate danger that such a government may not be able to last in 
Warsaw is because the country is becoming ungovernable (and we mean the 
word absolutely literally) by any kind of government which the Russians 
would accept. This is not because of a Dubcek-like revolt or because 
of a 1956 type upheaval, but simply because 'consent' is ending in 
Poland. The people are no longer willing to be governed in the only 
way that the Communist apparatus knows how to govern. They are not 
being offered some semi-Communist or democratic-Communist alternative 
which they might accept. It is not a matter of major political 
evolution at the top but simply that from the very grass roots up to 
the beginnings of the higher echelon there is a total rejection, 
utterly democratic and almost completely unanimous, of Communist 
government as such, as it ha.s been practised in Poland and is now 
practised in the rest of Eastern Europe. To put it crudely, the Polish 
people have not simply revolted against a political system, they have 
vomited. 

In these circumstances there is very little that even a reasonable 
Polish government can do about it. Certainly the present Polish 
leader, the General with the unpronounceable name, is a reasonable man, 
one to be in the jungle with, and he has put the situation very 
honestly and clearly. Namely he has said that unless the Poles are 
willing to accept a cut in their standard of living, immediate 
rationing of a wide range of goods, a wage freeze and a strike freeze, 
there is no point in him staying on. No more honest statement could be 
made because it is absolutely true. But although the good General is 
an honest man and in more happy times would undoubtedly command 
support, like many men who are called into the limelight after the 
twelfth hour, he's going to get nowhere. It i.sn't really him that they,, 
mind about but the whole system. 

Similarly, and in exactly the same vein, Solidarity itself has now 
become the prisoner of the passions and the protest which brought it 
into being in the first place. It, no more than the General, now has 
no desire whatsoever of compromise. Its supporters won't let it. Its 
leaders may well see the desirability of cooling the act, of tempering 
their zeal, of delaying some of the reforms, of allowing the Government 
at least to continue on a day to day basis, of indeed avoiding the 
Russian invasion, but the man in the street is no longer interested. 
_An important reason why he isn't is that political dissention brought 
on by economic lack of performance is now, of course, itself being 
responsible for the economic shortfalls. A ten per cent drop in 
industrial output in the first quarter as compared to the first quarter 
last year is pretty staggering. As the General said, there is now a 
break in the circle of confidence, meaning the goods are no longer 
reaching the shops. That's how the Russian revolution started in 1917. 
It is the fatal mixture of economic breakdown and political unrest 
which leads to the ultimate flashpoint. 

Outside its borders, Poland is surrounded by Communist neighbours who 
have little sympathy for what is going on and who are irritated almost 
beyond measure by Warsaw's inability to cope with its problem. When we 
first wrote about this issue last summer we thought, as it turned out 
far too optimistically, that the Polish movement towards political 
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independence was part of a wider development in which several other of 
the Eastern block countries were potentially involved. We saw Poland 
as one of a group, admdittedly at the head of these developments, but 
not isolated. We were wrong. Poland is isolated. There may be 
historical overtones here as ~ell. It was interesting to note that the 
greatest venom in the many condemnations which have been made of Polish 
behaviour in the Communist camp was uttered by Mr. Husak the Czech 
leader at the Czech Party Congress. This was a meeting which Mr. 
Breshnev could safely attend. The Czechs have become the shrill 
leaders of the anti-Polish camp. This is partly because they 
themselves are hard timers, a rebound from the Dubcek era. There is 
furthermore a very conformist element in the Czech make up, the country 
of the 'Good Soldier Schweik'. Maserec was perhaps an exception who 
proved the rule. And they don't really like the Poles. It may not be 
in the forefront of everybody's mind at the moment but, following the 
Munich Agreement when the Germans stepped in to carve up their hapless 
victim, others amongst the Czech neighbours ran quickly to the still­
living carcass to see what they were allowed to hack off, after the 
lion had had his fill, as it were. Thus the Poles under the egregious 
Colonel Greek bit off a tasty morsel of the Czech state lying along the 
Southern Polish border. A nasty act which did the Poles little good as 
within the year they too were under the German jack-boot. But memories 
die hard in Eastern Europe, particularly along the frontiers •. And 
there are probably still some Czechs around who are distinctly 
underwhelmed by the Polish tragedy now. 

So there it is. Unless the Polish government can miraculously regain 
its grip upon the country which in turn means an equally miraculous 
economic recovery, then the situation will deteriorate. And if it 
deteriorates, the risk of a collapse of authority will increase. A 
collapse in authority will inevitably mean the sucking into the 
resulting vacuum of outside forces. There is nothing that the West can 
do diplomatically to affect this issue. The Russians we guess are 
loathe indeed to take over responsibility knowing as they do the many 
difficulties which will result both nationally and internationally. 
But they do not see themselves as having any choice. Nor, frankly, do 
we, until such time as they lose their will and their wish to hold 
together their Warsaw Pact front. A massive infusion of aid from the 
West into Poland might well stave off these events. But the West is 
already deeply in the red on Poland's account and we doubt very much 
whether there is either the willingness or the mechanics for the West, 
in these circumstances, to add immediately and substantially to its 
already large investment in the country. In these circumstances 
therefore we see the coming crunch as inevitable. It could be a matter 
'of months but it may be a matter of weeks. 

Tony Rudd 
16th April, 1981 
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The Managing Director April ,16, 1981 

Poland 

Mr. Hinkelmatm. told me this afternoon. that Germany was "in 

principle itt fa.vorl! of Polish membership. 

lie added that tha question had been discussed at the G-5 

meeting in J_,ondoa. France and Germany had been positive 3 the U.K. 

reluctant while the Japanese and the Americans had remained largely 

silent. _) 

cc~ Deputy Mauaging Director 
Nr. Watson 
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- Of /ice Memorandum 
'tj;AR"ll t 

April 15, 1981 

MEMORANDUM FOR FILES 

Subject: Poland 

Mr. Clark of the Citibank telephoned me this morning saying 
that their representatives now· in London for the negotiations with the 
Poles which will take place tomerrow and Friday· en th.e rescheduling of 
bank debt had reported tliat the Poles had said privately that "they are 
currently discussing with the IMF the possiDi1ity of.joining the Fund". 
The Poles added that thei:t idea was tnat they· should become members of 
the Fund at the time of the next general meeting (sic). The Poles 
added that these discussions were taking place at a junior level. 

The background to this information is the attempt by the 
banks, not only the U,S. oanks, to make Polish membership in the Fund 
an implicit condition for the rescheduling of debt. 

I said only that if the Citibank's representatives were able 
in an informal way to find out what the Poles meant by their state­
ments it would be not uninteresting. Mr. Clark promised to try and 
will telephone again tomorrow. 

cc: Managing Director 
Deputy Managing Director 
{~ 

/!h/ 
L.A. Whittome 



0 

0 

Of /ice Memorandum 

TO Mr.Whi~ DATE: April 13, 1981 

FROM L. G. Manis on 

SUBJECT : Po land 

Please find attached some draft working notes on Poland based, hopefully, 
along the lines you had indicated. They will obviously have to be refined and 
expanded upon by colleagues. What emerges from the limited information is that 
for the Polish economy to have a chance of adjusting over the medium to long term 
a prompt and massive rescheduling of external debt is required. Due to heavy 
import dependence and the unfavorable export prospects modest external d"ebt 
relief would not provide sufficient scope for an adequate adjustment on the supply 
side of the economy. The sunnnary document of the official three-year stabiliza­
tion program, while helpful for analyzing the current econojll~c situation, is 
weak in that the authorities seem to have little idea, at this stage, of the 
specifics and timing of policy measures needed for stabilizing the economy. 
Moreover, given the gravity of Poland's economic problems there seems to be 
some official complacency in that the program only calls for gradual adjustment 
efforts. 

Attachment 

cc: Mr. Tyler (o/r) 
Mr. Mountford 
Mrs. Glirgen 
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Poland 

1. Economic Situation 

Draft 
LGManison 
4/13/81 

The current situation of the Polish economy is one of large and 

mounting imbalances, manifested internally by rising shortages of raw 

materials and intermediate and consumer goods and externally by a sub-

stantial current account deficit and a very heavy external debt burden. 

While real output has fallen by over 6 per cent in the two years since 

1978, real disposable income probably rose by more than 5 per cent over 

the same period (Table 1). 1:./ For 1981, it is estimated officially J:./ 

that shortages of co!!llllodities on the market at existing prices would 

amount to 15 per cent of the national income. Large falls in agricultural 

production in the last two years, caused ma'inly by unfavorable weather 

conditions and inappropriate government policies]./, necessitated food 

grain imports (over half of domestic production) costing US$1.7 billion 

in 1980 (10 per cent of total imports). The average output in the last 

two years was 20 per cent below the average grain harvest in the 1971-75 

period. Industrial production in 1979 and 1980 was hampered by supply 

bottlenecks, particularly of imported materials and electrical power, 

and by work stoppages, especially in coal mining. The fall in industrial 

production of 3 per cent in 1980 had its main impact on allocations for 

exports as deliveries to the home market fell by only 1 per cent. 

1/ By October 1980 money wages were 17 per cent above those of 12 months 
earlier. 

J:J Unless otherwise stated, refers to official estimates presented in the 
paper on the three-year stabilization program prepared by the Polish authorities. 

1_/ The private sector accounts for about 80 per cent of the cultivated land 
but received only about 25 per cent of total investments and credit allocated 
to the agricultural sector. Production has been affected adversely also by 
restrictions on the supplies of fertilizers and other inputs and by a price 
structure that acts as a disincentive. 
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Net material product 

Table_ l. _Poland: .. Rates of'_ Changi; __ ip. 
--..-··- - -···-·- -

Selected Economic Indicators 

1971-7 5 1976 1977 \1978 1979 1980 
Annual percentage changes 

9.8 6.8 5.0 3.0 -2.3 -4. 0 

.Agricultural output 3.7 -1.1 1.4 4.2 -1.4 -10.0 

Industrial output 10.5 9.3 6.9 4.9 2.1 

Fixed investment 18.4 2.2 4.3 1.6 -7.4 

Consumption 8.7 8.8 6.8 1. 7 3.3 

Total disposable money income 13.2 12.1 12.2 9.0 9.5 

Consumer price index 2.5 4.4 4.9 8.7 6.7 

Real income per capita 9.6 7.2 6.1 -0.6 2.0 

Sources: Richard Portes, The Polish Crisis: Western Economic Policy Options, 
The Royal Institute of International Affairs (London), February 1981; and press 
reports based on official statistics. 

l/ Estimates based on partial data. 

-3.0 

12.8 

9.9 

ll 

]) 



Tnble 2. Poland: 
0 

Balance of P~yments in Convertrble Currencies ±_/ 

(In millions of U.S. dollars) 

Current account, excluding official transfers 

Trade balance 
Exports, nonsocialist countries (f.o.b.) 
Imports, nonsocialist countries (f .o.b.) 

Services and private transfers, net 
Services, credits 
Services, debits 

Interest 
Private transfers 

Capital account (all maturities) 

Credits granted, 2 and errors and omissions 
Credits received, ±__/ net 

Inflow 
Outflow 

' r 
SDR allocations 

Overall balance 

Memorandum item: 

Gross external debt (in billions of U.S. dollars); 
end-period, medium- and long-term 

1976 

-3,130 

-2,930 
4,439 

-7,369 

-200 
625 

-1,250 
-700 
425 

3' 010 .. 

-303 
3,313 
4,518 

-1,205 

-120 

1977 1978 

--2,599 -2,637 

-2,154 -1,891 
4,875 5,491 

-7 '029 -7,382 

-445 -746 
670 739 

-1,560 -1, 922 
-903 -1,120 
445 437 

2,209 2;447 

-81 78 
2,290 2,369 
4,187 5,488 

-1,897 -3' 119 

-390 

12.9 15.0 

1979 1980 
Estimate 

-2,806 -3,500 

-1,688 -900 
6,356 7,700 

-8,044 -8,800 

-1,118 -2,600 
. 868 500 

.-2,471 -3,700 
-2,800 ___ 

600; 
-1,570 

485 

3,121 3, 100. 
; 
' 

-209 -100 
' 3,330 3,200 

7,860 9,200 
-4,530 -6 '000. 

+315 -400. 

19.4 24.6 

Sources: Biuletyn Statystyczny, Central Statistical Office, Warsaw; Richard Portes, The Polish Crisis: Western 
Economic Polish Options, The Royal Institute of Interna.tional Affairs (London), February 1981; press reports; and 
staff estimates. 

1/ Approximated by nonsocialist countries. 
Z/ May include some bilateral payments agreements movements. 

---- ------- - -
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Production in the first quarter of 1981 appears to have been well 

below that officially planned, and increasingly it seems likely that the 

target of limiting the decline in national income to 3 per cent in 1981 

will not be met. 

The external current account deficit and debt servicing positions 

have reached horrendous levels. In the summary of the official stabilization 

program it is stated that the external payments situation with market economies 

is critical. The trade deficit with convertible-currency countries is 

estimated to have amounted to about US$0.8 billion in 1980, compared with 

a planned minimum surplus of US$300 million, while the external current 

account deficit is estimated to have risen to US$3.5 billion in 1980 (Table 2). 

Officially, convertible currency external debt is estimated to have risen to 

US$23 billion by the end of 1980. However, others--like Portes--suggest 

a figure for such debt of US$1-2 billion higher. ±./ Interest payments in 

cowvertible currencies on that debt in 1980 alone amounted nearly US$3 bil-

lion or 30 per cent of estimated exports of goods and services, while 

principal repayments were estimated at around US$5.2 billion bringing the 

debt service ratio to over 80 per cent. Principal repayments falling due 

in 1981 are estimated at about US$7.5 billion, and with the current account 

deficit estimat~d at around US$3.5 billion, the gross financing requirement 

would be about US$11 billion. The Polish authorities have already indicated 

to major Western banks that they will be unable to meet principal repayments 

due between March 27 and June 30 and have requested that some US$3.l billion 

in co:mmercial bank debt falling due in 1981 be refinanced. In addition, the 

Intergovernmental Group on Polish debt has agreed in principle to reschedule 

1/ See Richard Portes, The Polish Cripis: We~tern Economic Policy Options, 
Tne Royal Institute of International Affairs (London), February 1981, p. 20. 
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80 per cent of principal and interest on government and government-

guaranteed debt to Western countries due between May 1 and December 31, 

1981 as well as on arrears as of May 1, 1981. Such debt relief would 

total around US$2.2 billion. 

The policies pursued by the Polish authorities in the first part 

of the 1970s of promoting the rapid growth of labor productivity through 

·< the incentive effects of the fast growth of personal incomes and consumption 

and through the import of Western technology and capital goods, were unsuc-

cessful insofar as they did not reap benefits in improving the efficiency 

of the economy and generating a pattern of domestic production that matched 

up with the demands of Western markets and Polish consumers. Exports to 

convertible-currency countries were not generated and import substitution 

appears to have been minimal. A considerable part of the imported capital 

equipment has been completely unproductive in that it has been left idle 

or has constituted part of the substantial number of unfinished investment 

projects. Furthermore, the policies were costly, not only in building up 

substantial external debt and placing supply strains on the economy, 1_/ 

but also in raising consumer expectations and addicting Polish consume.rs 

and producers to Western imports. 

In response to the deteriorating external situation, the Polish 

authorities beginning in 1978 intensified import restrictions and increasingly 

financed the current account deficit and principal repayments with shorter-

term expensive credits. These policies, however, created more production 

bottlenecks which reduced the supply of exportables '!:_/ and in conjunction 

with the poor weather conditions for agriculture and rising international 

interest rates worsened the external deb~ position and exacerbated excess 

consumer monetary demand. 

I/ In recent years the labor force has declined. 
2/ Press reports suggest great difficulties currently in meeting delivery 

dates for the supply of coal and coke tQ CMEA partner countries. 
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2. Current economic policies and prospects 

Present piece-meal economic policies are not even producing a short-

run 11holding 11 situation Jj, and offer no prospect of arresting the under-

lying decline in the economy. Very little is being done to halt the 

excessively rapid growth of consumer demand and to increase the supply of 

exportables. In fact, the proposed reforni.s emanating from the Gdansk 

agreement of October 1980 between the Government and Solidarity could 

magnify existing economic imbalances. In this connection, the Government 

has agreed to raise money wages and pensions, while keeping the prices of 

consumer goods constant and reducing the workweek. Changes in working time 

and shift arrangements are likely to have an adverse effect on coal and 

copper exports, which comprise about 50 per cent of total earnings, and 

on the production and exports of manufactured goods. Coal output is estimated 

officially to fall by 4-11 per cent in 1981 following a decline of 4 per ce~t 

in 1980. J) 

The three-year official stabilization program calls for no growth in 

the value of imports in 1981 and very small growth in volume of imports in 

subsequent years. Although one would wish to have knowledge of the planned 

developments in the commodity structure of imports and production, it seems 

);_/ External debt servicing is currently in arrears in certain cases. Accord­
ing to the Financial Times of April 8, 1981, major Western banks have been informed 
that principal repayments falling due in the second quarter of 1981 cannot be met. 

2/ Given the experience in January when coal production was over 25 per cent 
below that in January 1980, it is unlikely that the modest production and export 
targets for 1981 will be achieved. The latter is 21 per cent below actual 
exports in 1980. 
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that the import targets are unrealistically restrictive and, indeed, 

undesirable in terms of the further supply shortages they could create. 

3. Proposed policies 

The gravity of the Polish economic situation, particularly the 

unmanageable external debt situation and the breakdown in production, 

indicate that there is an urgent need for action to provide substantial 

external debt relief, accompanied by measures to resuscitate production 

and curb excessive consumer demand. Piecemeal and partial rescheduling 

( -.. 
\ .. / 

and refinancing of the external debt is likely to keep imports at an 

undesirably low level, especially if agriculture fails to recover and coal 

and copper exports continue to fall, and not provide the economy with suf-

ficient scope for exploiting its full production and export potential. A 

stabilization program would have to be over at least three years, because 

of the very large adjustment effort, especially on the slowly responding 

supply side, required to put the economy on a sound basis. The official 

program envisages the trade deficit being eliminated by 1983 and the cur-

( rent account deficit by 1986. It is stated that "not earlier than in 1986 
1, 

will it be possible to commence a gradual reduction of our foreign indebt-

edness and that gross financing needs will be maintained at about US$9-10 bil-

lion for a number of years." 

a. Supply side 

(i) Boosting the supply side in the Polish economy will require 

sufficient external debt relief so as to enable an adequate flow of imports 

for boosting production, especially of exportables. Some questions relating 

to the nature of the debt rescheduling and/or restructuring exercise needed 

are discussed below. 
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(ii) A reform of government policies with respect to the I 
agricultur..~tor is required. In addition to the recent increase in 

agricultural procurement prices, 1/ fertilizers and higher investment, 

including spare parts for the under-capitalized private sector of agri-

culture J:j are needed. 

(iii) One of the most contentious areas is how to raise pro-

ductivity in industrial enterprises. Whether the Gdansk agreement based 

on giving greater independence to enterprises and on workers' participation 

in management is implemented is, of course, debatable. If so, the likely 

effects on industrial efficiency raise are difficult to ascertain. The · 

economic reforms in Hungary decentralizing decision-making appear to have 

had both favorable economic and political effects. In contrast, Yugoslav 

experience with workers' self-management and periodic autonomy in wage 

and price determination suggests that such a system can be quite destabilizing 

at a time of lo_Q.S_JL_Jll..QJ.letarLp.olicy and rising consumer expectations. 

(iv) Poland is well endowed in terms of natural resources, and 

recorded an energy trade surplus up to 1979. Measures designed to exploit 

the strong resource base, including better employment conditions in the 

coal mines and voluntary overtime work, will have to be explored. 

b. Demand side 

One of the most pressing tasks required in order to achieve economic 

stability would be to halt the rapid growth of real consumer demand. This 

is a daunting task, especially in view of the promises of Solidarity to raise 

1./ It was reported in the Financial Times of April 8, 1981, that the 
Government has raised considerably procurement for agricultural goods, 
including increases in excess of 100 per cent for beef and milk. 

2/ Somewhat incredibly, the three-year program states that the "deficit 
of-spare parts and tires for tractors and agricultural machinery will be 
overcome within 3-4 years. 11 
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standards. An explicit goal of the stabilization program is "to 

maintain the living standard of the low-income groups of the population, 

while lowering to some extent the living standard of the rest." In the 

same paragraph, however, is stated that "at the same time all obligations 

resulting from the concluded with the trade unions should be 

fulfilled. 11 With. agreements with the trade unions promising increases in 

wages, it seems that the authorities will attempt to achieve this balancing 

act by enforcing a reduction in living standards via a stricter rationing 

of consumer goods l_/ (i) through raising consumer prices (goods and services 

officially stated for increases include subsidized basic foodstuffs, alcoholic 

beverages, cigarettes, petroleum, coal, electricity, transportation fares, 

and housing rents); (ii) through delaying wage restraint so that "in 1982 

and 1983 there will be no further centrally regulated raises of wages, 

except for workers in the lower income brackets; 11 and (iii) throughttprogressive 

taxation of higher income outside agriculture" and through the raising of 

interest rates on bank deposits and the introduction of new types of deposits 

and a system of advance downpayments for purchases of consumer durable goods 

in short supply. 

The specifics and timing of these measures proposed for cutting back 

real consumer demand, to with likely rise in real wages in 1981, are 

generally unclear. One suspects that the authorities are uncertain as to 

the extent to which they wish to raise consumer prices, interest rates, and 

1 It is that a reduction in per capita consumption 
of meat from 72 kg. in 1980 to 63 kg. in 1981 and to about 60 kg. by 1983 
as being unavoidable, despite plans for a temporary increase in meat imports. 
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taxation, and how they wish to define lower income groups. Even if the 

authorities have a clear notion of what they consider is a desirable 

decrease in real·consumer demand and the exact measures to be employed 

to effect such a reduction, the feasibility of implementing such a program 

will depend on th.e authorities convincing Solidarity and the Church and--

simultaneously or subsequently--the population of the need for the desired 

degree of austerity. 

In view of the dearth of statistics, the role of fiscal and monetary 

policies in creating excess demand and contributing to supply problems 

cannot be assessed. The statement that 11proper organiz.ational and financial 

means will be employed, aimed at lessening the pressure of money on the 

mark.et'r obviously suggests that the authorities would like monetary policy 

to be tightened. It is the official intention to progressively reduce the 

state budget deficit between 1980 and 1983. ±./ The number of employees 

in the state administration and in state enterprises and economic organiza-

tions is to be reduced by 15-20 per cent. 3../ Undoubtedly, cutting back en 

food subsidies will have to play a crucial role in any stabilization program. 

It is estimated officially that the increases in agricultural procurement 

prices announced last week will add 42 per cent or US$10.l billion to food 

subsidies. 

Although the rate of fixed capital formation was ve.ry high in the 

period 1970-77, the scope for further cutbacks in fixed investments would 

1/ As the magnitude of the deficit in 19 8:l is not given the extent of the 
intended tightening of fiscal policy is difficult to judge. 

2./ The net effect· in decreasing state expenditures is likely to be 
reduced by proposed outlays for retaining dismissed employees. 

j 
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appear to be limited in. view of the 20 per cent fall in investment over 

the last two years, the connnitments for participation in COMECON projects, 

and the need for increased capital formation in key sectors, particularly 

in order to turn the agricultural and energy trade balances around, and 

to bring about the completion of many unfinished projects. 1_/ The official 

attention of reducing the ratio of investment to national income to 14 per 

cent from 23.2 per cent in 1979 would seem to be overreaction to the past 

excesses. 

c. External debt relief exercise 

The Polish authorities have been trying to ease their heavy external 

debt servicing burden by piecemeal efforts ~o obtain refinancing of maturing 

debt, frequently through the use of expensive shorter-term credits. This 

approach has not only aggravated the debt servicing burden in 1981 and 

1982 2/ but also no worthwhile conditionality has been attached to the 

refinancing secured. 

In his article, Portes makes a strong case for a multilateral, 

comprehensive rescheduling of both officially backed debt and unguaranteed 

debt to the commercial banks. A number of questions are raised as to the 

type of external debt relief program that is appropriate and what entities 

should participate in such an exercise. 

1/ It is estimated officially that investment outlays required to bring 
about the completion of on-going projects would amount to about 75 per cent 
of national income. 

]j In 1981, the average repayment period on medium- .. and longer-term debt 
was about three years. 
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Among these include questions as to whether the government and officially 

backed debt should be simultaneously rescheduled with that of unguaranteed 

coEIDercial bank debt, the extent to which debt servicing should be stretched 

back and what would be the extent of "new money" required. How far should 

the rescheduled debt be stretched back? 

Should the IMF be involved in the external debt relief exercise? Portes 

is of the view that the large magnitude of the debt makes any potential IMF 

role relatively insignificant in financial terms. A rough calculation 

suggests that if Poland joined the Fund, the maximum amount it could obtain 
in any year could be no more than SDR 1.5 billion. When compared with an' 
annual gross_financing need of about US$10 billion Fund financing may not 

be that directly significant. However, if a Polish stand-

QY arrangement with Fund helps elicit substantially more funds from other 

""' sources then joining the Fund may not be~significant from a financial vjew-

point. Portes does recommend that an IMF type stabilization program should 

accoopany the rescheduling arrangements and suggests that bankers and financial 

officials, both East and West, should have the ingenuity to design such a 

program. Lawrence Brainard of Bankers' Trust, however, feels that banks 

are looking to the IMF to play an important role in a rescheduling exercise, 

to provide new financing, and to help formulate and monitor a stabilization 

program. 

4. I}f.F membership requirements 
been 

There appears to haveflittle change in membership requirements for 

joining the IMF since the time of passing of the Articles of Agreement. 

Examples of the membership requirements for centrally planned economies 

are well documented in the files of the Eastern European Division for 

Romania (a relev~nt memorandum by Mr. Somogyi is attached). I have talked 

-- ---------------
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to Mr. Szapary, Division Chief in the Asian Department, about the pos-

sibility of one of my colleagues discussing the material relating to 

China's request for membership in the Fund. 

From my brief contacts on the membership question, the main change 

in the membership requirements relates ~o the proportion of quota that 

a member would have to pay in hard currency and SDRs. This percentage 

can be reduced below 25 per cent depending on the economic circumstances 

of a country. The-proportion can be reduced to as low as 10 per cent, 

and is 19.9 per cent in the case of Zimbabwe. 
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Office Memorandum 

TO Mr.Evensen DAT£: November 20, 1.973 

Janos Somo~-
SUSJliCT : Information from a Socialist Member Country 

Information is required by the Fund for the calculation of the quota 
and under the provisions set out in Article V, Section 7(b) and Article VIII, 
Section 5 of the Articles of Agreement.·· 

A. Data for auota calculations 

In accordance 'With the procedures followed in connection with the Fifth 
General Review of Quotas, the following data are needed for quota calculations: 

a. National il'lOome, 1.967. 
b. Reserves of gol.d and foreign exchange as of December 31., 1967. 
c. Average imports, 1.963-67. 
d. Average exports, 1963-67. 
e. Average receipts from exports, services, and private transfers, 

1963-67. 
f. Average payments for imports, services, and private transfers, 

1.963-67. 
g. Variability of exports, 1955-67. Defined a.s one standard deviation 

from a five year moving average centered on the third year. 
h. Variability of receipts from exports, services, and private transfers, 

1955-67 (defi.ned as under g.) 
i. Rates of exchange of the national currency in terms of U.S. dollars 

for conversion of' data into U.S. dollar. 

The Romanian quota ca.l~iµa.tions were carried out with a-d, g and i, 
as no other da.ta were available.Y 

B. Reporting on moneta.rz reserves to Treasurer's Department 

For the caJ.oule.tion of' eventual. repurchase obligations under Article V, 2 1 
Section 7(b), member countries have to send reports on their monetary reserves=' 
as of' April. 30 of' ea.ch year to the Treasurer's Department. Romania is providing 
such data on total reserves in gold and convertible foreign exchange. 

i/ For the calculation o:f quota.s of all Fund member countries as of' March 31, 
1969, no sufficient data were available for the Republic of China. 

g/ As defined under Article Xll of the Articles of Agreement. 
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c. ·Furnishing of information under Article VIII, Section 5 

As the minimum information for the effective discharge of the Fund's 
duties, national data on the following matters are.considered to be necessary: 

{i) 
(ii) 

(iil) 
(iv) 

(v) 

(vi) 

(Tii~ 
(Viii 

(ix) 
(x) 

(xi) 

(xii) 

Of:f'icia.l hOldings at home and abroad of gold and foreign exchange. 
Holdings at home and abroad by banking and financial agencies, other 

than official agencies, of gold and foreign exchange. 
Production of gold. 
Gold exports and imports according to countries of destination and 

origin. 
Total exports and imports of merchandise, in terms of local currency 

values, aecording to countries of destination and origin. 
Be.18.nce of payments, including trade in goods and services, gold 

transactions, known capital transactions, and other items. 
International investment position. 
National income. 
Price indices of wholesale, retail, and export and import prices. 
Buying and selling rates for foreign currencies. 
Comprehensive statement of exchange controls in effect at the time 

of assuming membership in the Fund and details·of subsequent changes 
as they occur. 

Where official clearing arrangm.ents exist, details of amounts awaiting 
clearance in respect of commercial and financial transactions, and 
of the length of time during which such arrearshave,been outstanding. 

A..i-ticle VIII, Section 5(b) stipulates that"in requesting information the 
Fund sba11 take into consideration the va.r;ying ability of members to furnish the 
data requested." 

. Of the information listed under Article VIII, Section 5(a), Romania has 
been providi:rv data.on official gold and foreign exchange-reserves (i), exports 
and imports v), balance of payments (vi), social product and national iacome (viii), 
index of' producer prices (ix:), exchange rates (x}, and information on exchange 
controls (xi). Some of the above data have 'been provided on a confidential basis 
as ha.Ve been some :figures on foreign debt in convertible currency. 

The main items from the above list on which no data have been supplied to 
the Ftmd are the production, export.and import o:r gold and balances from official 
clea...~ arrangements. Social product and national income data are on the mat­
erial product basis, and no detailed breakdown by' uses has been provided. Only 
rew data have been made available on money and credit, and they are mostly ex­
pressed in terms of percentage changes. 

cc: Mr. Tyler 
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WASHINGTON DC 

CONFIDENTIAL 

1981 APR I 0 fil ]! 35 · 

CABLE 
ROOM 

~URGENT - FOR IMMEDIATE DELIVERY PLEASE 

FOR MANAGING DIRECTOR 

CC: DEPUTY MANAGING DIRECtOR 

MR. HHITTOME 
--==- ~ 

".! •. " • 

4S1D60 

FOLLOWING THO DAYS DISCUSSIONS IN PARIS, INTERGOVERNMENTAL 

GROUP ON POLISH DEBT AGREED IN PRINCIPLE TO RESCHEDULE 

~PER.CENT OF PRIFJCIPAL AND INTEREST ON GOVERrH1EfH AND 

GOVERNMENT-GUARANTEED DEBT TO IJESTERN COUNTRIES DUE BETWEEN 

M A Y 1 A N D D E C E fl B E R 3 1 , . 1 9 8 1 ( A S ll E L L A S 0 N A R R E A R S A S 0 F 

MAY 1) WITH A GOODUILL CLAUSE FOR 1982 AND 1983. DEBT 

RELIEF GRANTED FOR 1981 AMOUNTS TO ABbUT DOLLARS 2.2 

BILLION. NO AGREEMENT WAS REACHED ON TERMS YET, BUT CONSENSUS 

EMERGING FOR RESCHEDULING OVER NINE YEARS WITH FOUR TO 

FIVE YEARS GRACE. 

AD HOC WORKING PARTY OF MAJOR CREDITORS WHICH HAD 

BEEN SET UP BY GROUP AT THE PREVIOUS MEETING TO STUDY POLISH 
-

ECONOMIC SITUATION AND THREE-YEAR ECONOMIC PROGRAM (1981-83) 

MADE ~OME ''NON-BINDING SUGGESTIONS'' AIMED AT STRENGTHENING 

STABILIZATION EFFORT. 
Cf·-- ------- MOREOVER, INTERGOVERNMENTAL GROUP 

DECIDED TO MEET TWICE A YEAR TO REVIEW ECONOMIC SITUATION. 

AND PROGRESS TOWARDS TARGETS ''A~ SET'' BY THE POLISH 

GOVERNMENT. 

N 0 S P E C I F I C R E F E R E N C E T 0 I M F l~ A S f'1 A D E D U R I N G D I S C U S S I 0 N S , 

BUT GRO~P AGREED THAT ''PROVIDED ALL PARTICIPANTS CONCUR'' 

OBSERVERS COULD BE INVITED TO PARTICIPATE IN FUTURE REVIEWS. 

GROUP WILL MEET AGAIN ON APRIL 27 TO FINALIZE AND FORMALIZE 

AGREEMENT. 

REGARDS 

GUETTA 

I IH U N D P A R I S 

ll 1 

~·. . .~ ' " ... 

-~· -· 
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a Of /ice Memorandum 
~ ... """i 

April 10, 1981 

MEMORANDUM FOR FILES 

Subject: Poland 

I spoke today to Mr. Narvekar about the discussions leading to 
China's membership (or more strictly the recognition by the Fund of a 
different Gpvernment as the representative of China). He said that the 
first initiative of any authority was provided on February 21 when the 
Economic Counsellor at the Embassy called at the Fund. Mr. Tun Thin and 
his colleagues visited Peking in March and Peking became the member on 
April 17. Narvekar added that in the fall of 1979 rumours were strong 
enough to lead the Asian Department to begin work on the question • 

. I also asked him whether such negotiations were basically still 
concerned with: 

(a) a full explanation of the .rights and obligations of member coun­
t'ries; 

(b) the gathering of sufficient material to enable a background, 
largely descriptive, paper to be written; 

(c) information necessary for the quota calculation; and 

(d) as much information as possiJHe on the exchange system. 

He conf:i:rmed that thes:e remained the main areas of interest. He 
added that with small new members membership discussions might last for six 
to nine months when time was not of prime importance. 

;»V/ 
L.A. Whittome 

cc: EED 

.. 
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Mr9 Manison April 9~ 1981 

L.A. V..Thittoma 

Poland 

I attach a. copy of an official (Polish) summary which: I have 
obtained privately of the Polish Government. three year stabilization 
program. On a quick reading it leaves most questions unanswered. 

I should be grateful if~ to the extent possible, you and your 
colleagues could analyse this document. Please also ensure that we are 
up-to-date on requirements for membership; this will mean remi11qing our­
salves of our e;i:periences in Hungary and Roma.n.ia~ contacts with Asian 
on their experieo.c.e. in China, and making sure \·rith Legal and Secretary}s 
that we are abreast of any recent changes. 

•. / 

-Attachment 

· cc: Mr. 'l'yler 

,., .-
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\ 
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MAIN ELEMENTS OF THE 3-YEAR 1-iROGRAM 

OF ST..11..BIUZATION OF POUSH ECONOMY 
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Main E1ements of the 3-Year Proqram of St:abili:ation 

of Polish Economy. 

1 .• State of Economv and Sources of Difficulties 
-------------~-~~-------------------...... ---~---

1.1. Up tc 1980 Poland has reached a relat.ively hiqh 

level of ,_economic develop.nent. Wit:h the pcpala.tion amountinq 

to nearly 36 mln· there '>as full employment in the country. 

12 mln pecple wer~ employed in the socialized sector of eco­
nomy• In the span of 'f:l:e last 10 years the nmnter of ~ork.­

stands has increased by 2 mln and a considerable industrial 

potential has been developed.. 

In coal mininq the volume of bard-coal production reached 

193 mln tons /2nd place in Europe and 4th 1.n the 't.Orld/. 

Copper production amounted. to 357 thous. tons /Eith place in 

Europe/, zinc - 215 th:>us.tons· /St:h place in Europe/, sulphur 

- S mln tons /3rd place in the ~-crld/• In the iron and st:eel 

indu.stry the volume of l 9, 5 mln tons of steel has been reached. 

Electric power production reached.. the level. of 122 l:illion kWh 
which places Poland sixtb in Europe • 

. A hiqh level of developnent }I.as been reached in the manu­

factm:"inq industry. A mcidern enqineerinq industry r.a.s l:een 

crea. ted. It. now employs 1. Ei mln peop1e inc:ludinq nearly 300 thous. 

in ·electro-technical and elect:onic: industries. Modern chemical 

and pet::o-ehemical industry employinq 32S thous.people has l:een 

developed. Traditional liqht and food industries have J:::een 

modernized. 

A hiqh level of professional qualif icat:ion has J:.een achieved. 

'l'he nmnber of people with colleqe education exceeded 1. 2 mln 

and with secondary education - S mln. 

'l'he livinq standard of the population has .improved,· parti­

culary · durin9 th~ past 10 years, tl':ouqh it has deteriorated s:>me-. 

what in the years 1979 and 198 o. Real ,..~ges rose duriiiq t.hcse · 

lo years by almost 50 per cent. The level of food cons:mr.ption , 
and the supply of durable qocds for the population has improved. 
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Eut the demand has not l:een fully satisfied and in the recent 

years this resulted in the marY.et disequilil:rium • In spite. of 

the. intensification of dwellin9' houses construction, the 

housinq problem t:.as not l::een solved .. 

l. 2. The rate of economic qro"ii'i:h '\o.1as sul:ject to a consi­

derable chanqe durinq last few years. The qrowth rate of 

national income generated /at eo:.stant prices/ which averaged 

6.1 per cent annually.:t:efore 1970 exceeded 10 per. cent in 1972 

-1974 •. A£ter'\r-a.rds, however, t.his rate gradually decreased, 

to 3 per cent in 1.978. For the first time in the post-,.iar 

period.the national income decreased by 2.3 per cent in 1979 

and ry further 4 per cent in 198 Ol.. 

This was the consequence of the decline in the qro~rt.h 

rate of. industrial production from the level of ai:out 11 per 

cent yearly in the years 1972-1975 to 2. 1· per cent in 1979. 

In 1980 for the first time. after the II World War, there \.'as 

a slight d~crease in the industrial production, caused 1:y 

social disturmnees, difficulties in imports of raw~aterials 

and a disastrous drop in aqric::ultu:ral production 'which aggra­

vated the situation in food industry. It was also the eonse­

qa.ence of the stagnation in. aqriculatural prod1;1c~·ion. Within . . 
the past 6 years it was only durinq 2 years that a sliqht 

increase in aqricultural production took plaee, while during 

the 4 years there \l>"aS a decline, the J::iiqqest: /by. a~ut 1 O per 

cent/ in tr.s disastrous year 1980. Aqric'!ll:tural production in 

that year dropped to the level of 8 ·years aqo .. 

The deterioratinq economic situation had an unfavourarle. 

impact on social processes., tal:our productivity decreased. 

Shortaqes in t.he supply of consmner goods for the market led 

to the outba.rst of the "°rkin9 class discontent and in the 

summer of 198 o· directly · .provoked a 'ltiave of strikes which 

spread over the main industrial centres. 

New independent trade unions were formed. They ob+'..ained 

considerable rises in waqes and social benefit·s as well as 

a shortened 'WOrkinq ~~ek. This factor· deepened the existinq 

economic difficulties and further affected the economic: 

equilil::ri'l.lm of the country. 
-------- ________ .,,.,,_...,.... __ ----
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1.3. Many factors cont:ril:uted to the deterioration of 

Poland's economic situation durinq the last few years and 

to the disturbance of the qeneral economic equilibrium. 

First and formost, the centralized planninq and mana.qe-· 

ment system which \t."aS no lonqer· adequate to the ·level and 
structure of national economy 1'ta s kept unchanq ed too lonq. 

Th.is system, hamperinq the initiative and self-dependence 

of' enterprises did not promote effective production and 

introduction of innovations in the national economy. Moreover, 

the unchanqed irrational structrue of wholesale and retail 

pr.ices encuml:ered ef.fective manaqement. a.rid J:urdened the state 

J::udqet with qrowinq sul:sidies f.cr enterprises. 

Mistakes made in the economic policy durinq the last 

10 years repre.sent the second important f act:or. 'l'he most 

fundamential mistakes were th~ follo'td.nq: 

The extent of investments connected. with the expansion- and 

modernization of various branches of industry exceeded t..ti.e 

absorption capacity of national economy• 

The proportion of capital investments in the national income 

increased-from 19.S per cent in 1970 ta 28.4 pe~ cent in 1975. 

In 1979 it S'till amounted to 23.2 per cent. The difficulties 

•re made ~rse by the. f.act. that over half of the investments 

still. :reqaired many years to :t:e completed. What' s more, un:­

expected. delays arose in their realization.- In consequence, 
invest:nent outlays indispensable for· the ccmpletion of projeet:.s 

f . • 

already eml:arked upon increased. tel al:out l .300 ·billion zl in 

l.980. This represents nearly 75 per. cent of national income 

qenerated •. rn the structure _of .inve~t:t:lent outlays tclo much 

emphasis was laid on the expansion of industries consaminq 

a 9'l:'eat. deal of po~r and materials, . some of them imported. •. 

This increased the already hiqh consumption of power and materials, 

as well as o~ imports cy the Polish economy, whereas power 

industry and rail..,.-ay transportation remained insuffic;ently 

developed. 

The economy failed to c:eate eonditions for the accelereated 

qrowth of aqriculture. Investments in aqriculture were unsatis­

factory. For many 1ears past, aqriculture was not adequately 

supplied with means of production. Production level of. fe:rti-
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lizers., pesticides and tractors has remained al.'Ilost uncha.nqed 
for several years. There ~~re no adequate conditions to develop 
product.ion on private farms. 

The level. of animal production was raised and maintained 

owinq to the qrowinq imports of qrain and fodder, l:ut this 

increased the ralanee of paymen~s' deficit. 

An execessive qro~~h or foreiqn indebtedness ~as allo....-ed: 

the foreiqn deht rose to 23 I:illion dolars in 1980 with 

relatively short average maturities. Simultaneously, no 

sufficient e.fforts ~-ere made to create conditions for an 
adequate development of exports to market economies. Conse­

quently, the necessity of servicinq the qrowinq foreign del:·t, 

combined with insuff.icient increase of exports, have· recently 

limited im'E'Orts possibilities. This in turn has affected the 
supply of materials and ra.,,T-materials to the industry and 

resulted in the fact that productive capacity of numerous 

newly-constructed industrial plants· \'.as not ~ully utilized.· 

In. recent years, the policy of raisinq waq.es and monetary 
. . 

incomes combined with insuffic:ient qrowth of food. and indust;t'ial 

consumers qoods production, resulted in an unbalancsd domestic 

market. Con«iidera.ble rises in '!lraqes and social benefits intro-. . ~ 

duced as a resu·lt of aqreements concluded with trade unions 

have considerably increased the mark~t disequilil::rium to~ds 

the end of: 1980. 

The third factor eontribu:tinq ·to Poland's economic 

difficulties includes adverse 'Weather conditions which ;for 
several years impeded the qrowth of aqricul tural production, 

and unfavourable external conditions i.n which the development 
of economy was takinq place since midseventies. Amonq the 

latter one should mention the inc:easinq· prices of c:ude ~il 

and of industrial and aqricul.tural raw materials, the slowinq 

down of the rate of qrowth in. market economies which limited 

our prospects for exports and, final~y, a substantial increase 

in the rate of. interest on international money-market. 

In consequence of all these factors, many disproport·ions 

. have evolved in the Polish economy in the recent: years. 'rhe 

eponomic equilil::rium was considerably disturbed and the volume 

of national income decreased. 
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l.4. Nevertheless, Poland has the necessary means and 
conditions to steer its economy out of the present crisis 
and.to secure its stabilizationa and further development. 
Poland al:ounds in skilled manpower in all sectors of the 
economy. I~ also has considerabl~ resources of minerals and 

arable land, as ,.,.rell a·s a substantially increased modern 

industrial potential, especially in elect::oenqineerinq 

industry. This potential should still expand in the appro­

achinq years, t•hen numerous industrial projects already under 
construction are ccmpleted. Poland has a~ its command a larqe 
scientific, research and orqanizational potential. 

The 3-year government program of stabi,ii:zation of the 
Polish economy provide·s for. our takinq advantaqe of all 
those opportunities. Its implementation will requiJ:e toth 
intense efforts, as well as certain sacrifices on the par't 

of the population. 

The main qoals of the J""!Year Program a.re as follows: 

a/ to qradually restore the economic equilil:riu:m: of the country 
while checkinq the decrease of the national income and of 

industrial production - and at the same time creatinq condi­
t:·ions for· their further qro·wth. 

It will :t:e· impossible to achieve a qro1'1th of .industrial 

p;oduct·icn in 1.981, in view of a shortened ".-ork.inq time and 
l:imited prospects for imports. l:ut the qrowth of aqric:ultural 

produc'tion seems to be atta.inal:le. 

b/ to maintain t~e livinq standard of the low-income qroups of 
the population, while lowerinq to sane extent the livinq 
standard of the rest. At the· same ti.me al.l obligations 
resultinq from the aqreement concluded with the t:rade unions 
should be fulfilled. rt will be impossible to attain any 
new social 9'0als •. 

c/ to remove the main disproportions in the branch structrue 
of investments and in industrial .. production. Most important 
are· the disproportions ret·ween the development of industry on 

the one hand, and of po1'.ier plants and t;.-ansportation means 
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on t:he other: tetween production of investment c;oods 

and consumption goods •. 

d/ to qradually improve.the payments situation of the country 

in relation to market economies. We assume that beqinninq 

with 1982, the-growth of our foreign indebtedness will 

gradually decline and to'l.-ards the end of the present quin­

quennium or at the l::eqininq of the next, the current account 

with those c:ount:cies /includinq interests on credits/ will 

l:e equilibrated. Up to that time our indebtedness will 

continue to qrow •. 

· e/ to rapidly restore the equilil::rium on the domestic market 

'·1hile securin-:;· the necessary supplies of food, even at the 

cost.of a temporary delay in the improvement.of the payment 

situation. 

f/ to put a proper, emphasis on the development of aq:icul tw:e 

and its· cooperatinq indust:cies and to ut:.ili:e all c:apa­

ci.ties of peasant farms. · 

q/ after· a temporary ·but substantial reduction of capit•l 

investment outlays, to sta~ilize them on a level that wculd 

secure a further development of the economy .. 

h/ to considerably increase· the effectiveness of the economy 
through the introduction, as scon as possible, of the econo­

mic: refo:rm. Wi.th.in the fr_ame"~rk of this reform,. appropriate 

conditions for stimulatinq enterprises to increase exports 
will. ·be· created. 

The surplus cf monetar.y means at the disposal of the 
'• 

popµlation over the valum.e of commodities and services on the 

market considerably· increased durinq several previous years 

and. in the last months of 1980 became very larc;e indeed. 

In. 1981., shorta9es of commodities on the market are .. 
estimated to amount - at the existing prices -·to lS per cent 

of the annual income- of· the population, apart from· the surplus 

remaininq from previous years. 

-- _______ ,,,. _____ .....,,,. ____ -
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'rhus, the most U%'9ent task at present is the gradual 
restoration of the market equilibrium. This calls for.the 
application of a number of measures_ aimed on the one hand, 

at increasinq the supplies of camnodities and services to 
the market and on.the other - at easinq the pressure exerted 
on this market by the excessive purchasinq po~:er of the 
polu.lation • 

3 .1. First· of all, it is necessary to eliminate the· 

most severe shortaqes of food on the mark.et. J\t this moment, 
i:t is essential to temporal."ily increase imports of meat and 
fat in 1981. Introducinq for a certain period 9f time the 
rat.ioninq of meat:·, l:utter and suqar seems unavoidable. 
Specific forms of rationinq· will ~e aqreed upon followinq 
con5ultations with the trade unions. F.o~~ver a reduction in 
the consumption of meat from 72 kq per capita in 1980 to 63 kq 

in 1981 and. to al::out 60 kq in 1983 cannot b! avoided. 

All possible orqanizational and economic measures will r.e 
taken to rapidl.y increase the production of food in private 
peasant- farms. In t?".is connection, shiftinq a part of the 
lal::cur force from industry to aqriculture is taken under con­
sideration. 

3. 2 .• - Measures ~"ill l:e taken to inaease the supply to 
--... the market of industrial cunsumption qoods and services for 

the population. This will be effected, in the first place, by 

the ut:i.lization of existinq productive capacities. 

In industrial enterprises producinq capital inves1:::ment 
9oods, present capacities will l:e partly utilized to produce 
consumer goods. 

Conditions will be created to· increase production in t:he 
existinq plants of snall industry, in the cooperative enter­
prises· and. in handicraft •.. In particular, t:hose sectors will be 

~etter supplied with raw materials and other necessary qoods. 
The equipment insufficiently employed in·larqe state enterprises 
will be transferred to those workshopso Possibilities of 
estabilishing new scciali:ed enterprises in the small industry 
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and services will l:e created. They ""'111 l:e qiven assistance 

in obtaininq necessary product.ion acccmedations. They will. 
a·lso obtain assistance in the form of eredits1 a pref.erential 
taxation policy will promote their development • 

.. 

l?ossil:ili ties of establishinq new private enterprises 
in the sma.ll industry, handicraft, trade and services will 
1:e created. 

Furthermore, conditions for a rapid development of 
various service enterprises in cities and in the country­

side will be created, in order to increase services by 40-50 
per. cent within the next 3 years. 

3 •. 3. Proper orqanizaticnal and financial means will l:e 

employed, aimed at lesseninq the pressure of money on the 
market •. 

In the .Years of: 1982 and 1983 further centrally· requla:t:ed 
raises of wa.qes will be al::andoned, except those in the lowest 
brackets. The qrowth of· waqe· fund will be based on individual 
growth of labour productivity. 'rhis rule will. be universally 

applied, includinq individual work-stands. 

rn order to diminish the existinq surplus of purchasinq 
power of· the population, the followinq measures will l::e 
employed: 

·Proqressive taxation of hiqher inccmes· /outside 
aqriculture/wil1 l:e introduced. It wil1 eml::race incomes derived 
frcm all sources and titles and exceedinq a definite minimum. 

Growth of. savinqs in the form of t±m.e-depos:Lts 'Will be 

prcmoted. New forms of deposit:~ will l:e introduced and the 
interest. rate on them will l::e raised. 

A possirility of floatinq a lonq-term national loan 
to finance speeif ic capital investment projects will be 

considered~ A system of advances for the purchase of. certain 
durables of: insufficient supply, such as passenqer· cars, 
colour.· TV sets, telephones or construction_ of summer houses 
will. be expanded. Groups of population with average inccmes 
will - if possil::le - l:e included in this system • 

...... --~- -------------------~- --



I '•" .... ' 

0 

0 

3.4.The proqram·of radicallyremodellinq the system 

of ·retail prices will be 'WOrked out and implemented, after 

it has been qiven social approvai. 

A new st:uctrue'of prices should create economic 

conditions adequate for the development of market production~ 

better correspondinq to t:he needs of: the population. Chanqes 

irr prices may l:e introduced at one stroke or by staqes. 

Increases in prices should take place as earlyas.1981, "ldt:h 

no· compensation for some of them, and ,,_,'i~ a full or partial 

compensation for others. Prices of alcohol, ciqarettes, petrol 

and luxury articles may· l:e raised 'l•ithout compensation. 

Prices of basic food-stuffs, sul:sidized for t:he time l:einq f:om 

t:he state budqet, will l:e increased. Prices of coal, coke, 

electric powr, transportation fares and rents will also be 

raised. This will contriblte to an im~rovement in the structure 

of r.etail pri~es and in. the structure of· consumption. 

Compensation for. certain· pr.ices ~'ill ?-e full J::u.t: it: will 

va'ry dependinq on the per capita income in t:he family. 

!a.sic .. chanqes in. retail'. prices. should 1:'e completed bY 1.9&2·. 

3 •. 5. The num.J:er of employees 1n tr~ state administration . . 
will decrease. by 15-20 per cent.and in similia:r: proportion in 

the· enterprises and econemic o.rqani:at:ions. Dismissed employees 

will l:e qiven a possibility of acquirinq new qualifications 
or· will be shifted to· other jobs, particularly to services, 
handicraft or· other prcductive activities. The deficit in th r 

state· l:udqet.. ·should decrease t.o nearly i 10- billion zl by 1981 

and to lZO bill.ion . zl by l 983. 

The proqram ~ provides for the utilization of various 

means to increase aqricultural production in l::ot.h sectors of 

49ri~ltw:e:· in t:he· sccialized sector and the non-sociali:ed. · 

one·. 

4 .• 1 •. In t:he first place, ccnditions for the maximum and 

most: effective· utilization of all arable land will be created. 
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In Poland' s aqricul tura.l structure the main part is played 

by 3 mln pe~sant farms. They give 78 per cent of aqricultural 

production, while state fax::ms furnish 17 per cent and 

cooperative far.ms - S per cent. 

Peasant farmi.~q ?-.as l:een accepted as a pei:manent feature 

of the national economy. Therefore inviolability of peasant 

property and the riqht to inherit it 1d.ll l:e acknowledged by 

the· law. 

The· majori.ty ~f farms are very small. Only 13. 7 per cent 

·of farms are al:oye l 0 ha. Therefore vast OJ:?portunities fo: 

purchases of land and for expansion of individual peasant 

- fa.:ms will be created. These opportunities will increase as 

many .old farmers, whose children enliqrated to town, will retire. 

The rule of qivinq land to the best fa.mers will 1:e applie-Q. 

Eccnamic conditions of· aqricult:rual production will 1:e so 

shaped. as to increase interest in purchasinq land and utili:inq 

the a.J:'able land in the best. possible way. 

4.2. Younq faniers takinq over· or expandinq and moder­

ni:inq their farms \o."ill 1:e qiven ample assistance on the part 

of the State. 

~y peasants from small tarms are employed. as ~rkers 

by industrial enterprises in the vicinity and frequently 
neglect their fa:m 'I.Ork. Those willinq to return to their land 

and to increase its production wil thus 1:::e 9iven assistance 

in :unnin9 their far.ms. 

4.3. Our vital task is the intensification of supplies of 

produc:t:ion means t:o the· aq:icul.ture~ Therefore, the productive. 

capac:i.ty of indust::ies \lOrki.nq· for a.qriculture will. be consi.­

derably expanded. 

I"ndividua.l far.ms will. h•ve - on the par with socialized 

farms·-· the same. riqhts of access to pr_oduction means, to 

c:::editsa.nd to every other assistance frcsn the State. 

As. early as in 1981, aqr.icul tural sector Yill J:e provided 

with 10 kq of fertilizers more per l ha. than to da~e. 
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Op to 1985 - utilization of fartili%ers should qrow to 250 kq 

NPX per 1 ha. Durinq the com.inc; years the ~hole additional 

production of fertilizers will be allocated to private farms. 

Supplies of tractors, accompanyinq machinery and means of 

aqric:ultural transportation will: be increased. 

The defi.cit of spare parts and tyres for tractors and 

aqr.ic:ul tural machinery will. J:e overcome ~thin 3 to 4 years. 

Ourinq the next 2 years aqricul ture will l:e supplied 

'With basic small equipment and other aqricul ttt:a.l implements 

in adequate, quantities. 

Supplies of cement, construction materials and coal to· 

the country-side will te increased. 

4.4. Profitabiiityof aqricult.:rual product.ion, l:::oth 

. in. crops and in livestock, will be secured. Decisions· concer­

ni.~ prices of aqricult.ural products, as well as taxes and 

c:redit conditions· for a9riculture, will l:e based on econcm·ic 

considerations. Price~ actually paid to the paesants for 

aqricultural products will l:e. increased. Production of qrain 

and fodder will be qiven particular assistance. in order to 
ea'Se the strain on the l:alance of payments. 1.feasures will 'be 

taken ;o limit losses durinq harvesting r transporti:n.9 and 

storing aqricultural products. 

The State' s c:r_edi t policy will stimulate moderniiation 
and mechanization. of aqricultural· holdings •. Interest rate on 

c:redits for· production and technical. proc;:ress 'tdll · 1:e low. 

Taxation system ~ll ~modified so that it may promote 

investments in the farms and the devi::lopment. of aqricult:ural 

production. 

4.5 .. In socialized far.ms a. new financial and economic 

system will be introduced in order to ease the State budqet 

of the l:urden of excessive sur.sidies. 

------· -------.--------
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4.6. Polish aqriculture has a lonq, over 100-year-old 

tradition of aqricultural self-s-overnment and cooperative 

movement. The role of this self-qovernment, no~ in tr.e 

process .of rene.,,.al, will be qreatljl emphasized. Leqoal and 
org-anizational conditions will be created to grant to the 
self ""'9'overnment the riqht to directly influence social and 

economic activity in the villages and in the aq:ric:ulture. 

The aqricultural and cooperative self-qovernment is 

becominq a. defender and representative of farmers' social 
and professional interests. It is a partner on equal footinq 

with administrative and economic authorities in settlinq all. 

matters reqardinq the country-side and aqriculture •. 

S. Means of Im'Orovincr the Situation in the S"Che-re of c:a'O:f.tal 
~~----...... --..... -~-----------------~-------~--~------~~ 
Investments· .... ..._ ___ -! __ _ 

s.1., General VClUl'!'l~:. o; capital investments in thef national 

economy should l:e reduced, other,,:ise the volume of consumption 
'M:>uld have to be· unduly restricted. The proportion of outlays 
on fixed assets in the national economy, which in 1975 amounted 

to. over 28 per·. cent, will. be reduced by half, to about 14 per 

cent. 

In th& next 3 years, investment outlays in socialized 
economy will be maintained vil:'tually on an unchanqed leve1 of 
460-470 billion zl yearly, whereas the qro,.rth of investments 
f'ina.nced from the population's own means "'111 be p:r:anoted. 

The volume of these· investments should increase from al::out 
70 billion :l in l.981 to a.tout 95-100 billion zl. in 1983. 

These investments will partic:ularly include those in housinq 
in far.ms and in handicraft. To private investors the State will. 
extend assistance in credits, materials and orqanizational 

advice. 

S. 2 •. Steps will be taken t~ reduce considerable f.inancial 
means s'till needed tc canplete inve·stment projects already 
under construction. 

In the past yea.rs expenditures on these projects increased 
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monetary incomes of the population l:ut didno1: l:rinq al:ou1: 

the increase in the volume of qoods. They contrimted in 

this way to the increase in the. inf;J.aticnary pressure presen1:­
ly burdeninq the naj:ional economy. 

In principle, no. new industrial projects, save those 

producinq for export and for the market, will. re started 
within the next three year.s •. Nevertheless, investments for 

mcdernizat.icn of the existinq industrial plan1:s will be 
promoted. 

Main emphasis will te laid on prompt ccmplet:·ion of 

advanced invest:;nent projects in order to put· them in operat.icn. 

The realization of some· industrial, projec1:s not· far· 

advanced and havinq a lonq production cycle Will :Ce stopped. 

Workers from const::cuction and assembly enterprises :tmple- . 

men1:inq such pro.jects will J:e transferred to more: advanced 

pi:oj,ec1:s as '-'ell as to hcus:incr const::cucticn or other ~rks •. 

Some !::uildinc;r enterprises will ?-.ave tc l:e closed in 
consequance of ·the red.uc1:icn in general volume of invest:men1:s. 

'!'heir 'ti:>rkers may 1:e employed in exports of construction 

services and in ind'ivid.ua:l J"Dusinq. 

. s •. 3. 1!11.ilding material.s stored.,., for the discontinued 

inves1:ment projects, part.icula.rly stocks of steel products, 

pipes,. cables, etc., will:. J:e directed to the. rural market. 

Measures will be'takt!!l ·t:OrratiOnally employ machines 
' • • 1· 

destined for the unfinished industrial plants, where they 
cannot l:e install.ad in view of' the reduction in investments. 

These machines will l:e transf en:ed to the existinq industrial. 

plants, inc·ludinq the mall-seal!! industry and ha~icraft. 

Under favourable circumstances s:::une_ of these machines will. l:e 

exported. 

5.4 •. cm:nqes favourinq l:ette:t market conditions and 

improvE!'Ren1: in the balance, of payments will be intrcduc;:ed 

in, the l:anch-st.ructrue of· investments. 
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The share of investments in heavy industry will t-e 

reduced., except. the investments in the production· of raw-

ma ter ials which' may entail exp:irt .. product.ion •. On the other· 

hand, the share of investments· in aqricu1ture, in' industries 

'WOrkinq for the benefit of· aqriculture and food industry, 

as ~'ell as in transportation and power industry, will be 

considerably increased. 

Enq ineerinq industry will start the· production of 

l:asic· equipnent for industries produc.iriq consumers' seeds, 

means of product.ion for aqr,icul ture, as '1iell a.s simple 

machines for· small.-scale industry and services. 

In· vie,,.. of po,,•er and material shortages, socialized 

housing c:onst.ruction will l:e kept at a· level sliqlitl.y· hiqher. 

than in 1981. Pr·ivate· construction , will' ho.,:ever.- re promot:-· 

ed., par.ticularl.v that utili.zinq local hlilding materials. - . 
On the J:asis 'of J:ank credits, favourarle condit·ions 

'fi:Il . l:e c:rea.ted for invest:ment·s hrinq inq prompt· results, 

with :implementation c:-:..rc-le up to 2. years., hiqhl.y efficient . 

and. utili:inq domestic ra,.·-materials •. Such i.-rvestments should 

c:ontrimte to a faster i;ro11.th of l!X!?Orts or to a reduct.ion 

in consumption of f"uel.s, · po\<:er and raw-materials, especially 

of the ir.tported. ones •. Credj,ts for such investments l:y· the 

I::a.nks on the J:asis of open competitive bidainq should l:e 
granted •. 

6.1. Poland'·s payment situtation has sharply deterio­

rated over the last: few years. Payment deficj,ts with scc.ialist: 

count:ies are not excessive thanks to the system of. bilateral 

and multilateral settlements, mt. in the relations with market 
I . 

economies the payment situation has l::'ecome critical. 

over a number.· of years. foreiqn trade def,j,c.it with~ market 

economj,es amounted up to 3 l::illion dollars annually and"'A'RS , 

financed by· foreiqn credits. Thouqh. t.he foreiqn trade deficit 

't.'aS' :.educed. to l .• S l:illion dollars in. ~1'979 and to 0.8 l:illion 

dQllars· in l.98 O~ we 1'1'ere unable to el±minate, it in spite of 
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the efforts undertaken in 198 O o Events of summer and ·autumn 

of last year l::ecame an obstacle in reachinq this goal •. 

The· servicing of the gro~'ing foreign indebtedness has created 

an ever increasing bird en for the J:alance of payments. 

The situation has l:een ~orsened 1::y the fact that at present· 

medium te?:m credits constitute a major part of our indebtedness. 

In 1981, ·the averaqe repa}'ment pericd. of lonq and medium-term 

credits amounts only· to al:cut three years. This results· in the 

total of annual repa.yments reac:hinq 7. 5 billion dollars. 

In this· situat·ion, i.t is necessary to undertake definite and· 

firm actions aimed at restorinq the e~ilibrium in the l::a.lance 

of payments and at restraining further growth of for.eiqn 

indebtedness. First of all, these actions· will. l:e aimed at 

accelerat·inq ·incomes from exports and at limitinq .miports to 

the indispensal:ile· volume. They will b!· also aimed at improving 

the struc:true of foreign indebtedness with a view to lenqthen 

the average repal'ftlent period of er.edits and, by th~ same token, 

to. ease the. blrden· of annual paj'ments. 

6:.2 •. Highly developed economic: relations with menl:er· 

countries of the Council for Mutual. Economic Assistance are 

of. vital importance for Poland's l:alance of pa~ents with 

socialist countries. '?he fact of their 1:'.einq planned is an 

important factor favouring cur country's economic: development. 

In: the difficult period nowadays we avail ourselves of­

valuable· ec:~nemic aid of tl-.e Soviet Union and other eountries 

which, in view of a drastic drop of our coal exports, have 

agreed to a temporary chanqe· in the structrue of our mutual·· 

trade. Consequently, ~:e anticipate and excess of :imports· 

from those countries over exports for some time to come .. our 
difficu.t.ties in supplyinq the country with imported qoods, 

which presently result· frcm the limited possibili~ies of 

imports from market economies; will thus ~e lessened. 

We· will. have·, ho~ver, to take action aimed at qradual 

improvement in our ~alance of pa;rments with socialist countries. 

-- -~---~ --- - -
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We will take advantaqe of all possitilities of increas­

inq exports of machinery and equipment to socialist countries. 

In view of a temporary reduction in exports of c:oal to these 

countries it will be possible to maintain the.level of hitherto 
existinq imports from CMEA memJ::er countries of raw~ateria.ls 

and other qoods needed for production, as 1'.-ell as of indis­

pensable imported goods. 

We will examine all the possibili'ties of partie.:j.pation 

of socialist countries ·in the completion of some investment 

projects in Poland, including t~e possibility of undertakinq· 

joint 'lentures. 

We ~ill also consider the possibility of our· partners 
fr.cm socialis~ countries utili:inq free production capacity 

in Polish enterprises. The raw materials supplied by our 
partners wculd ee processed in. our plants and the resultinq · 

products "culd cover our partners' O'-'ft needs or 't.'CUld b! 

exported jointly to third countries. 

6.3. The basic: f:arqet. of our efforts aimed at improvement 

in the balance of pal'lllents with capitalist· countries consists 
in a steady qrowth. of exports receipts in convertible c:u:ren­

c:ies. 

This will. ke a diff ic:ult task and will require appropriate 
I 

social atmosp~ere •. To this end, the Goverment will establish 
close cc-operation ~~th trade unions, rased on pa.r~nersh~p, and 
will consult with them adequate economic and orqanizat.ional 

measures. Tbis task will _require enormous efforts in the domain 
of export production and orqanization of the economy •. Ho'Wl!!ver·, 

~e may count· on a favourable· influence of the ch.anc;es in the 

management and planninq system, to re erouqht al-out by the 

anticipated economic reform .. One ma·y also c:ount on additional 

production from some investment projects that had teen started 

in the past years and will ~e no-.: put on stream. 

However, possible difficulties in incrasinq exports to 

market economies, due to qeneral decrease in the rate.of economic 

--------- ------ - ------ - ~ ---------------
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9rowt:h and to stronqer and stronqer protectionist tendenceis, 

will. have to 'be taken into consideration. 

s·. 4.. Efforts will be made to improve the situation in· 

the sphere of eoa.l exports to market economies. Exports of 

coal decreased frcm 28 million tons in 197 9 to al:cut 

18 m.~lion tons in 1981. '?his decrease ha~ re:e:ulted from the 

diminished.coal production in Poland - from 201 million tons 

lil 1979 to 193 millipn tons in 1980 . - · caused by the 

shortened 91.'0rkt:.ime in mininq •. In 1981, coal production is 

expected to ranqe· from 172 million tons to 186 million tons. 

In this situation, the basic:: task is to c.Jradually increase 
coal. exports to marke'f: eccnoi:.l!es. To this end, ·all possil:.le 

efforts will be made - f.inancial, orqani:~tional and technical. 

6.5 •. Economic:: and orqanizationaJ. measures will l:e· 

introduced to ensure increase in receipts from exports of. 

raw-ma1:eria1·s, semi-finished products and manufactured 

industrial qocds. 

a/ Poland at:cunds in var.icus raw-materials. Resources 

of coal, especially of hard coal, are estimated to 

amount:". tc 150 billion t:ons. Resources of non-ferrous 
or.es are also considerable. De~csits of· copper ore 

amaunt to 2. a billion tons, ccntainint; al:cu.t: 56 million· 
tons of copper. Resources of zink and lead ore amount 

to al:out· 320 million tons, containinq at:cut 14.S million 
tons of zink and. 6. 6 million t:ons of lead. 'rti.8re are 
also considerable resources of silver, nickel and 
recently discovered deposits of tin and multimetallic:: 
ore:. Deposits. of sulphu:r: are of t:he larqest in the 

world. Moreover, there are considerable re·sources of 

sal.t, chalk, q.ypswn, an dri.te and l::111ldinq stone. 

-With an increased production of raw materials in view, 
there. will l:e an· .. increase in outlays on geoloqical 

pi:a spectinq. 

. ... 

-· - ------ --------
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New coal basin in the. Lublin area will continue 
t.o expand .• 

Production of copper' will t.emporariiy decrease 

in proportion to shortened \\-.:)rktime in mines. 

H01'iever·, the level of exports will l:e maintained; 

at the cost of decreased domestic: demand. By the 

way, it. will be ~ossible to achieve a qrowth of 

export receipts throuqh an inc:rease.in production 

and export of semi.-fin,ished and fully manufactured 

copper products. 

Export·s· of: sulphur and some semi-fini.shed chemical 

products, as well as plastics, and in p~ticular 

polivinyl chloride, will l:e incre~sed. Product·ion 

of: the latter is 1:-a.sed partially 9n enor.mous. 

deposits of rock salt. and larqe _productive capacities 

in the plants. involved. 

'?he modification of technoloqy of cement production 

with a viev of dec::easinq energ"y consur.t'['1:ion ~:·ill 

allo.w; for the possibility of. exportinq cement·. 

b/ Productive capac:ities in enqineerin<J, electrical 

and electronic incu'stries, considerably enlarqed 

in the past years, allow for increased proauction 

and export of theil:' products. It has to 1:e emphasi%ed 
that: these ext'orts,' in spite of qeneral decrease in 

indus-trial.produc:tion, increased by 20 per cent, 

in 1980,'. amountinq to over l.8 billion dollars.· 

Possil:-ilities· of· ful:t'her increase are fully realist~c 

in the following aemains: 

Tool.s· /includinq precision in.st:rmnents/, l:all-bearinqs 

of. various kinds, industrial automatics and elec:tronic 

products. As r'e9'ards the last. m~tioned, we have 

already started experts of· 'kinescopes f~r colour 'IN-· 

sets from the not yet cairpleted ... plant· in Pia sec:no .. 

There· a.re rea·listic possibilities to increase exports 

of machine-tools, particularl.y of speciali::ed heavy 

machine-tools, as 'Well as of construc:tion and road.. 

machine.r.y •. we perceive scme possibi1i.ties of. increased. 
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exports·in ships, particularly in modern, specialized 
ships •. 

As reqards steel. products, the r.asic task is to 

decrease deficits in trade of these products and 

to achieve an excess of export receipts. This ~·ill 

b! facilitated by puttinq in operation modern 

eqa.ipment in steel plants. 

In view of reduced capital investments in our country, 

it will J::oe· possible to increase exports of machinery 

and equipment. for various industries, as ~rell as com­

plete industrial plants. In this respect, particular 
opportunities for exports a.rise in the developinq 

count:.r ie s;. 

Exports to those countries rave already been developinq 

dtnamically. At:ter.:ip-ts '.!.'ill l::e made to increase them, 

in. cooperation with partners from market economies. 

c/ Exports of ~onstruetion services in· the form of. 

send..1nq teams of. "~rkers arroad to implement construe~ 

tion ~arks in industry and other sectors of economy 
will he expanded:. should the opportunity arise·, these 

exports ~~uld also· include machinery and equipment~ 

we, ~~ll explore"possirilities of utilizinq free 

production capacities in our plants for start:inq 
production cased on raw-materials and other ~oods 
supplied 1:y our 'lll--estern partners, to cover f:hei: o~-n 

needs or for expoi:ts to thi.J:'d countries. 

In view of. a future increase in aq:ric:ultural production, 
it will be possirle to expand exports of food stuffs, 

and. partiC".ilarly, of fruit and ve;etable preserves., 

and to resmne exports of sugar. 

Hot~"ithstandinq the increase in the VQlume of exports, 

efforts will re made to increase export receipts 

throuqh l:etter proc:essi:nq of prodp.cts, application of 

new techn.f.cal methods and improvement in the quality 

of. production, as "Aall a.s throuqh ol:taininq l:etter 

ex-port prices. 
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A reward system for producers, for increased 
expor.ts of goods and services will l:e 9'enerally .· 
introduced and. ~~ll include eooperatinq producers. 
This system should eontril::ute to the growth of 
exports. 

6. G.. Simultaneously with actions aimed at· increasinq 
export receipts in convertible currencies, efforts will 
be made to rationalize the commcdi.ty structure of imports 
and to reduce import payments to a.bsolu.tely indispensable 
level • 

First of· all, attempts wi.11 l:e made to increase 
domestic production of grains and fodder and to gradually_ 
reduce their imports. It seems.that within the next few 
years these -imports may be reduced l:y _half·. Savings in free· 
~rencies thus ol:tained may be used for increased_ imports 
of raw-materials, other goods and co-operat·ive elements for 

i~dustry. 

In vie~ of c:uts in investments, impor.ts of ~aehinery 
and e<!llipment will be temporarily reduced. 

It will l:e necessary _to rationally remodel the commodity 
structur.e of imports in order to eliminate purchases of 
products· not essential for the country's economy and export 
productdion. Strict cont!rolof import expenditures will be· 

introduced. 

6.7 •. Despite our efforts to increase export receipts and 
to rationalize the structu~e of imports, ~~ will not be able 
to achieve improvement in the calance of payments with market . . 
economies earlier than in a few years. 

In l.981, it will not· be possil:le to inc:rease exports 
aboye the last years' level, in view of shortened ~~rkt.ime· 
in mininq, in manufacturinqindustry and transportation, and 
in· view of reductions in imports necessary for export 
production. The latter are due to paym~t difficulties. 
It~ seems, ho~.:iever, that· in the next few years it will be 
possible to achieve annual qrowth of exports around 6-8 per 
cent· in volume, i.e. 14-16 per cent at current prices. 
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In 1°981; ~'e ~n·'t be arle to increase imports, either. 

Onl.y after t"NO years, a growth of imports at current prices 

can be considered. This means that - first - there will l:e 

a decline and - later - a very small gro~.1:h in the volume of 

imports·. Such a situation will l:e tolerable only after 

siqnificant changes in the canmodi.ty structure of imports 

and their· consideratle rationalization. 

The process of im~rovinq the balance of P.ayments will 

thus take many years •. In the first phase, up to 1983, it will 

1:e necessary to achiev.e an equilih:'ium in the ralance of trade. 

In the second phase, the current account of t~e balance of 

payments /which includes high interest on foreign credits/ 

sho'1ld become equilibrated. We expe~t it to happen in 1986. 

rt necessarily follows that in the next 5 years ~~ will have 

to contract foreign credits to cover our deficit on the current 

account •. Not· earlier than in 1.986 .,,ill it l:e possil-le· 

to commence a gradual red.uction of our foreiqn indebtedness. 

· O:edit policy consistinq in temporarilyincreasinq our 
foreign indel:tedness, in order to repay old and new loans 

later, requires close cooperation ~"ith our creditors. 

We count on theJ.r· help i.n this respect since the credits 

granted to Poland in the past. years '!r-.:ere unquestional:ly of 

some advantaqe to their economy in tl::e sphere of production 

and emplo;iment, . especially in iron and steel industry in 

chemical and enq ineerinq industries. Our annual credit needs, 

which . accordinq to our estimation will still amount to 11 billion 

dollars in 1 ~81, ,.,~l be for a numr.er of years maintained at· 

the level. of al::out 9-10 hillion dollars. Durinq the first two 

years· this· total \l.~uld include financial credits not connected 

with purchases of qoods, amounting to 4.S billion ~ollars: 

later, this amount ,vill decrease annual1y, so that after 1985 

all credit:s· will. l:e exclusivel.y connected with purchases of 

qoods 

It is exttemely important to achiE!Ve as soon as possible 

chanqes in the structure of credits with a view of total 

-------~~ ----- ~--- -------- - - - - -- ·-· . - -· 
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elimination of. short-tem eredits and considerable 

lenqtheninq of the period ·of repayment of medium and lonq•, 

ts.en credits. It is also important to decrease the burden 

of :interests which presently take aJ:out 3 0 per cent· of. our .. 

export receipts. It is also necessary to make: every effort 

to obtain as· lonq grace periods for new credit·s as possible. 

1· •. 1 .•. The principal task is to improve supply of electric 

po-wer for the industry; at present· it is insufficient and 

causes stoppaqes in production. 

I.t is necessary to promptly complete constr:uction of 

po"'1er stations, so as to increase qenerated power l:y over 

4 thousand MW: by 19831 this ~iculd considerably reduce. power. 

shor.taqes ·and "''Ould brinq the country nearer to an equilil:rium 

in· the po~ier balance. 
.. 

These expectations are just±f.ied, because an important 

fuel. and po'l:er project, based on liqnite, is under construction 

in the reqion of Be!chatdw. Afte:- 7 years of construction, its 

f il:st: po~"9.r uni ts. are now J::einq put. on stream. It is expected 

to produce 4. 3 tr.ousand: MW of power in 1985. 

Measures will 1:e undertaken to .deereasa eonsumption of 

po"ller· in enterprises throuqh simple power savinq proqrams and 

throuqh appl.yinq po,..er savinq technoloq ies• 

L'-1 cons1::c"'llction, traditional tethods u sinCJ less· po"'-er will be 

developed: pre~n't methods of housinq construction, based on 

prefabricated elements are hiqhly en~qy-consaminq. 

1.2: •. It· is very important· to reduce ccnsumption of imported. 

· raw-ma'terials and other· qood·s needed for. industrial production •. 

To this end, strict savinq reqmes will be' introduced in supply 

and utili:ation: of materials; necessary·. efforts will be taken 

to obtain appropriate chanqes in technoloqy of produc~ion. 

Orqani:ational. and ec:oncmic measures will. be introduced 

to expand ·recyclinq· of ::aw-mater;a1s and, f.irst: of all, 
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of non-ferrous metals, rubl:::er and lubricatinq oils. 

In steel industry, 'the structure of production will be 

modified with a view to increase the share of those qroups 
of productswhich are ir."Tlported for conver~i-ble currencies.· 

7 •. 3. As far as possirle, the whole industry should 
chanqe its structure of production with a view to increase 

I 
production for. the market, for exports, and for the needs 
of aqriculture. 

Electroenqineerinq industry will increase the production 
of spare-parts: on account·. of· their· st:ortaqe a part of machinery 
and equipment. is not utilized at the present time. Puttinq 
these machines on stream will.. contril:ute to increased production. 

It. is especially urgent to increase production of spare­
parts for a~tcmobiles, l::uses, tractors and aqricultm:al machines,.. 

Getinq Polish economy out. of its present critical. situation 
reauires essential ·increase·. in economic efficiency. Hitherto, 
our system of economic: perfomance has not favoured this aim •. 
Therefore, a prompt and complex economic reforlll has l:een decided 
upon •. Partly ±ts introduction has already been started. 

'l'he· quidelines of the reform still have· to ~ more· precisely 
def.ined and require social approval. Their main outline j,s as 
follows: 

8.1.- 'l'he b!sic features of the p~anned economy 'tdll l:e 

preserved; the new model of planninq and manaqement will, 
however, distinctly differ from the old centralized one. '!'he 
suqqested c:hanqes aim, on the one hand, at decentr.ali:ation 
and increase in power. of lo"1er economic units, and, on the 
other - at democratization of planninq 
and manaqement processes. 

------------- - ---- -- -
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The five-year plan will play t.he most im'Portant part. 

The population will widely and fuly participate in its 

preparation. The inforlnation al:out alternative possibilities 

of solutions of various problems and the true cost of economic 

ventures will be qiven to all concerned. The five-year plan 

should provide easic economic units with guidelines reqardinq 

conditions of development, its social and economic tarqets, 

and means for their implementation. The scope of the central 

annual plan will be siqnif icantl.y decreased and its impcrtanca 

lessened. ~.ccordin~ly, evaluation of enterprises' and 

economic· units' activities on the l:asis of implementation 

o~ planned - tarqets ~-ill. re arandoned, and attention ~~ll l::e 

pa·id to economic results. 

8 •. 2·. An independent, autonomous enterprise producinq 

qoods or renderinq services that satisfy social needs is 

the basic: organizational unit· of. nationa:l econcmy. In this 
-

ac.tivity it. should yield ade<!Uate returns /excess· .of revenues 

over· costs/. Enterprise is :fully responsible for its- ~erfor-· 

manes. Non-profitable enterprises s!'tould l:e reorganized or 

closed. 

Enter.prises themselves .\\'Ork out and determine their 

plans and. finance· th.e-ir activities, cove:rinq their expenses 

out of their own monetary revenues. They may avail themselves 

of ~nk credits. sur.sidies from the state J:udget may be c;riven 

to non-profitable enterprises only when importa~t social 

considerations are involved. 

Self~overnment of the enterprise is its important.feature. 

It: is expressed in workers' participation in the manaqement 

of the enterprise, throuqh a self ~overninq 1':-0rker~ council, 

elected by· the staff in universal, eqaal, direct and secret 

votinq •. Tbe council is responsible to the workers for its. 

activity• 

The council will have an influence· on the OJ:9anizational 

structure and plans of the enterprise, on appointinq and 

dismissinq directors, on·. the principles of rencmeration, on 

workinq· requlations, organization of production and distri­

l:ution of fi"l'lancial results. It is i."nportant t!iat· ~rkers 

-~------ ---------- -
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participate 1n the prof its of enterprises in the form of 
~qe increases or J:onus fund. Part of the prof it must be 

allotted for the development fund of the enterprise. 

a·. 3. As reg-aras the role of central authorit.ies in 
administration of the planned economy of the country it 
has to l:e noted that the role of Parliament /Seym/ and 

its controllinq functions will be expanded. The Seym will 
pass five-year plans and probabl..y also annual plans. 
It·. will set the ceilinc:r fer· central c:apit:al investments 

and for the maximum level. of foreiqn indel:tedness. 

~he Planninq Ccmmission should act as the economic 

staff to the: Government, workinq out drafts of ec:oncmic:· 
plans in several.. versions, as well as proposals of qove:r:n­

ment decisions· in. econcmic affairs. But the Pla.nninq Commis­

si~n_as such should not· take opera~ve economic deci~ions. 
. . 

Stee.ririq the activitie-:s::<if -autonomous state enterprises 

by central authorities should l:e based on application of 

economic instrtments: on· appropriate shaping' of motivatinq 
systems, on requlatinq· prices and grantinq subs.idies, on 
rate of interest·, fiscal policy, on establishinq c:iteria . . 
for· 9'%."antinq' loans, allocatinq free c:w:renc:ies· etc •. 'l'he 

present system of manaqinq the national ectinomy by centrally 

establis.hed directives will. l:e al:andoned. 

Di.l:ectives will 'be· used on1y on a limited scale •. 
Dtr.e to presen4:. shortaqes· of c;~ods and foreiqn exchanqe,· · 

:rationinq of art~cles in· short supply, as well as import . 
c:e1linqs and obliqatorytarqets fc:- exports, will l::e tempo­
ra.ril.y introduced. The scope· of those :restrictions should l:e 
kept within reasonable limits .. 

'!'he number· of industrial ministries will. l:e ~educed. and 

their· function.s will-l:e chanqed. Official sul':ordination of 

manaqers of enterprises to their respective ministries will 
1:e reduced •. Within the framework of the economic refo:cm, 
a eomprehensive :refoi:'m of prices of raw-materials and inter-· 
media-t:e qoods used. in production will be prepared in 1981 .• 
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This ref oxm should l:rinq closer the structure of wholesale 
prices in Po~and tc that existinq on the international 
markets. 

Smmn.arizinq the al:ove considerations al:out the main 
elements of the 3-yeU" proqram it may be stated that the.re· 

are fair chances for staQili:ation of Palish ec=ncmy by the 
end of the present five-year period and for assurinq its 
future development after 1985. 

I 
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Of /ice Memorandum 

April 2, 1981 

MEMORANDUM FOR FILES 

Suoject; Poland 

Mr. Vera phoned me from Geneva this morning to say that 
a member o;f the Permanent Mis.·sion of Poland to the 'GATT, who was 
in or;i;gin an official of the Ministry of Foreign Trade, had 
approached the Geneva Office to ask for information about member­
ship in the Fund. The official' volunteered that the Geneva 
mi:ss:ion had Ileen asked to learn all they could about membership 
in the Fund and the Bank. 

I am also ·told that Mr. Zegers has been approached by 
th.e Deputy Director of the Department of International Organiza­
tions which i.s also a part of the Ministry of Foreign Trade with 
a similar ques:tion. 

L have asked o.oth Mr. Vera and Mr. Zegers to use discre­
t;lon i.n their replies and to make sure that any more pointed 
queries are routed to this Department. 

L. A. Whittome 
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INTERNATIONAL MONETARY FUND 

Mr. Whittome, 

4/2/81 
11.10 

Mr. Guetta called to say that 
he had found a copy i.of.c:the publication 
he had told you he didn't have but 
that it was dated 1972. If you thought 
the copy would not do, could you please 
send him a telexc.overnight? If he 
hadn't heard from you by tomorrow 
morning he would assume it was all 
right and he would send the copy to 
Mr. Monory. 

He also asked whether you would 
be kind enough to send him a few more 
copies since that was the last one 
he had.1 



' INTERNATIONAL MONETARY FUND 

April 2, 1981 

Mr. Whi~ 
Attached is the "normal" 

list of documents provided for 
new members. Mr. Lang handled 
O:dna on his own and, al though 
we have searched through his 
personal files , we have so far 
been unable to trace a list of 
the documentation that was pro­
vided to Beijing .. We are con­
tinuing to search and if we find 
anything, we will let you lmow 
immediately. 

Q It is Mr. Evans' recollection 
that only printed publications 
were given to the Chinese prior 
to their actually bec6ming members. 

Att. ~ 
Alan Wright 
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NEW MEMBER DOCUHENTS 

IMF Directory 

IMF: Purposes; Structure and Activities 

By-Laws 

.c:_____~embership Booklet 
.. (' 

~nual Rep.art 

Articles of Agreement 

International Financial Statistics 

. (IMF Survey) 

Finance and Development 

Selected Decisions 

.· 
Some countries may wish to receive ,the appropriate papers 
in the pamphlet series on-special Drawing Rights 

-------- ------- - ~ -- --~------
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FebnJary 26, 1980 

Dear M'r. Cao 11 

Further to my letter of Februazy 22, I enclose a listing 
of publications, 4 sets of which are being delivered to you 
under separate cover. 

I also enclose a pamphlet listing the publications of the 
Ftmd, a number of whic.li are not included in the above. Should 
you wish copies of any of these I wollld, of course, be pleased 
to supply-_cthein~s. 

Enclosures 

Vrr • . Cao Guisheng 
Cour:..selor (Political Affairs) 

Sincerely yOUTS , 

Leo Van ; outven 
Se7etary 

• .t .. ,,. 

.,,,./ 

Brrihassy of the People's Republic of ChL-ui 
2300 Cai-mecticut Avienue, N. W'. · 
Wa.c;h-ington~ D.C. · iboos 
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Enclosure 

Articles of Agreement of the International Monetary Fund 

By-Laws, Rules and Regulations of the International Monetary Fund 

Proposed Second .Amendment to the Articles of Agreement 

Selected Decisions of the Intemational Monetary Ptmd 
and Selected Docu~ents - 8th Issue 

+ Supplement to 8th Issu~ 

Balance of Payments :Manual - 4th Edition 

Special Drawing Accmmt Manual of Procedures 

+ Revised Su-pplement No. 1: Principles and Procedures for Reconstitution 

Finance and Development - December 1979 Issue 

A.i!11ual Report - 1979 

.A.nJmal Report on Exchan.ge .Arrai1ge:wents and Exchange Restrictions - 1979 

Sunrr.ary Proceedings - Annual Meeting 1979 

Inte111ational Financial Statistics - February 1980 

Direction of Trade - January 1980 

Direction of Trade Yearbook - 1979 

Government Finance Statistics Yearbook - 1979 

Balancy of Payments Yearbook - 1979 . 

History of the Frmd Voltu-nes 1, 2, and 3 

International Reserves - Needs and .Availability, - IMF 

i:rembership and Nonmerribership - Joseph Gold 

_ACln1ission to Membership ii1 the International Honetary Fund 
- -MaJmal of Procedures 

Legal ai1d Institutional Aspects of the International Monetary System: 
- Selected Essays - Joseph Gold 

P2J110hlet Series - Nos. 20, 25, 26, 2 7, 28, 29, 30, and 31. 
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Poland and the IMF 

Dr. Lawrence J. Brainard 
Vice President and Senior International Economist 

Bankers Trust Co. 

Bank Handlowy, the Polish foreign trade bank, met recently in 

London with over 60 corrunercial banks to discuss the refinancing 

of credits due for repayment in 1981. At the end of 1980, 

Poland's foreign debt reached a total of over $24 billion. 

Sixty percent of the debt is owed to commercial banks; most of 

the rest represents export credits or guarantees extended by 

the major western countries. Poland is asking for refinancing 

of $7.5 billion in maturing credits. 

In previous debt rescheduling operations the International 

Monetary Fund has played a key role. In the case of Turkey, 

for example, the IMF negotiated an economic stabilization 

program and granted the country loans under its usual facilities. 

The commercial banks and government creditors then used the IMF 

stabilization program as the basis for rescheduling their credits. 

Subsequent to the rescheduling, the IMF continued to monitor 

Turkey's economic performance under the stabilization program 

that was agreed upon. 

Poland is not a member of the IMF. The Fund, therefore, cannot 

play a role in refinancing Polish loans. One of the major 

worries the banks have is that there does not seem to be any 

mechanism at hand for accomplishing the needed restructuring of 

de:bt. For this reason many bankers have suggested that Poland 
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join the IMF before a new debt refinancing is attempted. 

The question of IMF membership for Poland has become a major issue 

for the banks during the past two years. In March 1979 an inter-

national syndicate of U.S., Canadian, Jilpanese and British.banks 

negotiated a $550 million credit for Poland which included full 

disclosure of information on ~he Polish balance of payments and 

foreign debt. Such information, normally released by all IMF 

members, had previously been treated as state secrets by the 

Q Polish government. 

In April 1980 these same banks meeting in Warsaw were disappointed 

to discover that this information disclosure had not been fective 

in encouraging Poland's leaders to implement needed economic 

stabilization measures. Several of the banks attempted to 

negotiate a new credit which included the creation of a study 

team of bankers and economists to review and discuss economic 

policy with the Polish government on a regular basis. The credit 

() signed in August 1980 was sharply reduced in size from $500 million 

to $325 million, after most banks refused to support these efforts. 

Some banks, therefore, look to the IMF, to aid in rescheduling 

Poland's debts, a job the banks cound not effectively carry out. 

They also look to the IMF to provide new loans and to impose 

discipline on the country's economic policy. The experiences of 

the banks during the past two years makes clear that the banks 

themselves are not in a position to impose such discipline. 
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Support for Poland's membership in the IMF also comes from 

several western governments. Their interest is primarily political. 

They see the IMF as a way to integrate Poland more closely into 

the international economic system. In this way western oountries 

would be able to have gr~ater influence over Poiish economic 

policies. The alternative in their view is that Poland will be 

forced to accept close economic integration and dependence on the 

Soviet Union and other Eastern European countries. 

0 The most frequent argument against the IMF option is that the 

Soviet Union will simply not allow it. This answer is the one 

given by the Poles themselves; it is widely accepted in the West. 

Yet it is possible to observe a growing debate about the IMF 

throughout Eastern Europe. Five years ago the finance ministers 

of the Cornecon countries held a special seminar in Moscow to 

discuss the IMF and the international monetary system. 

China's decision to join the Fund has encouraged further dis-

cussion of this subject. Last June, for example, an important 

article by a leading Hungarian economist on issues relating to 

the IMF was published in the major Soviet political journal 

Mezhdunarodnaya Zhizn. Such debate does not necessarily indicate 

a change in the Soviet position on these questions. It does 

suggest that such a change could be possible. 

There are several reasons the Soviet Union may be willing to 

accept IMF membership for Poland. One is that the U.S.S.R. is not 

prepared to underwrite fully Poland'~ future credit requirements. 
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IMF credits would help reduce the need for Soviet credits. As 

Romania has demonstrated, there are substantial credit benefits. 

Since its 1973 membership, Romania has received about $2 billion 

in such credits. Another reason is that the IMF is in a better 

position as an outside party to recorrunend the kind of economic 

stabilization measures that Poland seems to need. 

There is a problem, however, associated with the inability and 

reluctance of the IMF at this time to play an active role in any 

() rescheduling for Poland. Even if Poland were to apply for member­

ship todayr it would likely take at least a year for all of the 

necessary background studies and other formalities to be completed 

by the Fund. Additional time beyond this would be required before. 

Poland could draw IMF loans. 

Another concern is that membership by more socialist countr s 

in addition to China, Romania and Vietnam could seriously under-

mine the traditional role of the IMF in economic stabilization 

programs. The recent request by China for a $550 million standby 

credit facility brought these worries to the surface within the 

IMF. The Fund's familiarity with the workings of non-market 

economies such as China or Poland is very limited. And there is 

a complete lack of knowledge about how to develop effective 

stabilization programs in such economies. If the conditionality 

applied to drawings by socialist countries is seen to be weak, 

the Fund woul6 surely come under pressure from market economies in 

developing countries for a more general relaxation of condition-

ality. The Fund ~ecognizes these problems, but it will take time 

to solve them. 
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Lastly, there is a fundamental question whether a structural 

change should be imposed as a precondition for rescheduling. 

Poland's creditors clearly have a right to negotiate agreement 

on economic targets, such as the country's balance of trade or 

budget deficit. They also have a right to insist that effective 

measures be taken to meet these targets. But western creditors 

do not have the right to impose the kind of structural change in 

Poland's economic and political system that IMF membership 

represents. 

0 
IMF membership, therefore, must be a question for the Po s them-

selves to decide without western interference. If Poland decides 

to seek membership, western creditors -- both governments and 

corrm1ercial banks -- may wish to support this application. Such 

support, however, should depend on the willingness and determi-

nation of Poland 1 s leaders to abide by IMF ru s and regulations. 

r) 
'-.....___/ 
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CONFIDENTIAL 

TO Mr. Whitt/e DATE: March 18; 1981 

FROM Geoffrey Tyler c.-,1 
SUBJECT: Poland 

The attached memorandum is self-explanatory. Mr. Mohammed is to have 
lunch with Mr. Pala on March 20, 1981 and he invited me. I had to decline because 
I shall be in Vienna on that day. I asked Mr. Mohammed to mention to Mr. Pala 
that I would otherwise have been at the lunch and to tell him that he should feel 
free to get in touch with me if he wished. 

Attachment 
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Office Meniorandum 
CONFIDENTIAL 

TO Mr. Ty le~/ DATE: March 17' 1981 

FROM F. Le Gall 'f LC'\ 

SUBJECT : Luncheon with Mr. Pala on Possible Fund Membership for Poland 

On March 16, 1981, Mr. Janusz Pala, Commercial Attache at the Embassy 
of the Polish People's Republic, and I had lunch.· We had met last sp;ing 
during a seminar on China which I attended as desk economist for China at the 
Fund. Yesterday, fir. Pala indicated that he had suggested to his authorities 
that Poland consider joining the Fund; he is now gathering information on an 
informal and strictly confidential basis. After noting his interest in the 
fact that the People's Republic of China is now represented in the Fund and had 
recently negotiated a stand-by arrangement in the first credit tranche, Mr. Pala 
focused upon the following topics: (1) the conditions for joining the Fund and 
more particularly, the share of foreign exchange in the payment of the quota 
subscription; (2) the provision of data, notably balance of payments and reserve 
figures; and (3) membership in the World Bank. As for the provision of national 
statistics, I stated that this was part of the process of consultation and dis­
pelled the notion held by Mr. Pala that only. borrowing countries need supply 
information on their economies. Finally, in a brief description of the structure 
of the Fund, I mentioned that Poland would fall under the European Department. 

Mr. Newman of the Office of External Relations had prepared a set of 
documents which I passed on to Mr. Pala. For specific answers to some of his 
questions, I suggested that Mr. Pala firs.t:c contact Mr. Azizali Mohammed who has 
been informed of this. Drawing upon my experience with the first mission to 

. China, I also listed Messrs. David Williams, Joseph Lang, and Mark Allen. In 
\addition, Mr. Pala may want to contact the European Department. 

cc: Mr. Tun Thin 
Mr. Watson 
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TO 

Of /ice Memorandum 

Mr. WhtJ v 
FROM Geoffrey Tyler "\l 
SUBJECT: Poland 

CONFIDENTIAL 

DATE: March 16, 1981 

At your suggestion, I met with Mr. Jacob Dreyer, Deputy Assistant 
Secretary for International Economic Analysis at the U.S. Treasury. He had 
earlier spoken to Mr. Finch. (See your Note to the File of March 5, 1981.) 

I had an interesting discussion with Mr. Dreyer, who was open and well 
informed. The following are some of the points that emerged. 

1. The Poles are currently living from hand to mouth since no government 
is very anxious to risk their money in Poland, although all desire to avoid 
having a Polish bankruptcy. As a result, recent transactions have been of an 
ad hoc kind. For example, Germany has lent US$100 million short-term, which was 
immediately used to repay C.C.C. credits previously extended by the U.S.; this 
sleight of hand permits Poland to ask for new C.C.C. credits. 

2. There are significant differences both in the U.S. and elsewhere on 
the question of whether the approach should be "economic" or 11political 11 in its 
orientation. In particular, the U.S. Treasury takes the attitude that it should 
act as a prudent banker trying to get back its !endings. The State Department 
takes the line that almost any price is worth paying to obtain lasting political 
changes in Poland. 

3. With respect to tactics, the U.S. view is that the main approach 
must be devised by a small number of Western Governments dealing directly with 
Poland, with the commercial banks being told in effect to accept the results 
of these negotiations. 

4. All concerned are at something of a loss as to how to devise an 
economic program acceptable to both sides and how to monitor performance. Those 
concerned are well aware of what we have done in Romania but, while attracted 
by our methodology, are not sure that they are in a position, particularly 
with the information before them, to negotiate similar programs. The Europeans 
apparently believe that, at least for the moment, they should accept the Polish 
program on its face value and monitor its results only in the external sector. 

5. I said that in my view it was highly desirable to have the maximum 
amount of information on and quantification of domestic plans so that the 
consistency of the balance of payments could be checked against them. (Our 
experience in Romania is that we have been relatively good in judging when 
external targets have been inconsistent with the domestic plan.) Also informa­
tion on the balance of payments with socialist countries would be necessary; 
at present I do not think this is available. I told Mr. Dreyer that in my view 
it was reasonable for lenders in a predicament such as faces the Western Govern­
ments and banks to press strongly for the facts on which to judge whether new 
lending was safe enough, although no doubt the Poles would be reluctant to meet 
requests of this kind. 
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6. I also said that in my view one of the most important features of 
any program 'will need to be its acceptance by the new union movement. This 
raised the very difficult question of how the unions could be involved in 
negotiations between the Polish and Western Governments. I have no basis for 
knowing what the answer might b_e but I am convinced that unless the unions can 
accept the need for the sacrifices that will be necessary for the next few 
years, any program is likely to fail. The corollary of this is that the.West 
should try to obtain some assurances of union cooperation before it risks send­
ing good money after bad. 

7. Mr. Dreyer spoke about possible Fund participation in negotiations 
and monitoring. The West would probably welcome this but for the moment it is 
not practical. 

8. On the question of Fund membership by Poland and Hungary, Mr. Dreyer 
made a point that I have not heard expressed· directly until now. It is that 
any application from one would be accompanied by one from the other. When I 
questioned him he said that this need not mean precisely simultaneous approaches 
but almost that. 
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Of /ice Memorandum 

March 5, 1981 

MEMORANDUM FOR FILES 

Subject: Poland 

Mr. Finch told me that he recently met a Mr. Drier a 
Director cf the U.S. Treasury who .is concerned with Poland. 
Mr. Drier asked a number of leading questions and seemed anx­
ious to know whether we had any recommendations as to the line 
as regards changes in economic policies which the Western coun­
tries might take with Poland. I have asked Mr. Tyler to con­
tact Mr. Drier. 

L.A. W):l;ittome 

cc: EED 
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The Managing Director March 4~ 1981 

L.A. Wh:tttome 

1. P.f ter the riots of 1979 Gierek replaced Gomulka and immedi­
ately reversed the price increases which were the inunedtate cause of 
the riots and' decided simultaneously- to increasE; investment: and.con­
sun;ptiono Such a policy imp.;tied heavy ·forei}~n horrowingq 

2. To "begin with growth accelerated but lost momentum in the ' 
second half of the 1970s. The economic, reasons .included a. lack of· 
price incentives for agricultural production and a very large invest­
ment program seemingly unassociated with economic criteria. Foreign. 
indebtedness rose sharply. 

3. As of end-1980 gross foreign convert:f.ble debt was estimated 
at: a.round $23 b:tllii::m (some reports now put the; figure at $25 billion). 
A large part of this debt took the folill of trade credits with. rela­
tively short maturity da.tes aud some tw:o third:;,t,9f the total convert­
ible debt .falls due for repayment during the nelit two years. Total 
debt service is est:tmated at around $9 billion · 198L 

4~ To. put these figures a more familiar context debt service 
is uow the ~quive.lent of some 100 per cent of cofivertible export 
recel.pts and in 1981 interest 011 this' convertible deb'!; will be around 
one third Qf conver.tible export :receipt's. · .,~ · 

5. Thie, seems an untenable positi01i. Apparently the Polish 
Reform Commission (a body set up by t:he Governmei1t and in.clud:tng as 
n;;m:t'ldng merabers11 son1e representatives of Solidarity) has said that e 
three year mor<.U::orium on capital and interest pa:Yments is essential 
but the Polish'· Government: have allegedly rejected this advice. Our 
contacts with 'commercial banks suggest tbat they would much prefer a. 
global approach a restructuring package. For the momer1t the Polish 
Government do not seem to have settled on a clear cut strategy nor on 

' a medium term .solution to the debt problem. 

6. At the recent Parie meeting the Poles: allege.dly presented a 
three year (1981-83) progr?JXt showing a deficit in 1981 alone of 
$11 billion with the convertible area. Gold ;:!part: official reserve,s 
are negligible. The creditors were satisfied neither t<1ith the econo­
mic information provid;ed nor with proposed policies •. Another meeting 
is scheduled for April 9-10 and it ie hoped to reach a rescheduling 
agreement by end-April. · 

7o We have had many queries on Poland •. The dominant i~pression 
is that there would be strong economic arguments for Fund involvement-­
even as an observer--but polities will not permit this. I would not 
dissent from this view but political opinions can sometimes change 
rapidly. 
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S. As a postscript we have brought up to date some rough calcu­
lations done in 1967 when _the question of Polish_membership was last: 
allve. They are crude but suggest that the. quota range 'might be 
between SD_R 600 million and SDR 800 million. If one simply projected 
the. quota allotted Poland at Brettou Woods the range l~ould be somewhat 
higher namely SDR 750 million to SDR l billion. For comparison 
Yugoslavia's quota is SDR t~is million, Romania 9 s SDR 367 million, 
Spain's SDR 835 million, aud Argentina 7 s SDR 802 ridllion. If Poland's 
quota were SDR 750 million this would mean that Poland, Romania, and 
Yugoslavia together ~muld have just about the same number of votes as 
Nana-Sinkam's constituency. 

Cc'. :t>hS) 

\\J~. 
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fD Office Memorandum 
~,. .... ~~ 

TO Mr. Whittome DATE: March 3' 1981 

FROM J. Buyse 7 <3 
SUBJECT: Poland 

After the memorandum on Poland (2/26/81) was turned i~ a translation 
of the draft report of the Polish Commission for Economic Reform became.avail­
able and its salient points are the subject of the present memorandum. As 
mentioned, the draft report seems somewhat contradictory in that it preaches 
decentralization but is conspicuous of market forces. Among the positive 
points of the draft report are the proposals to increase significantly the 
autonomy of enterprises and to reduce the investment rate. On the other hand, 
the draft report remains vague about the implementation of price reforms and 
the successful implementation of the "central planning parametric model" remains 
dubious. Finally, although there seems to be a tendency to reduce the insulation 
of the domestic economy, it is not clear to what extent and under which conditions 
enterprises will be allowed to participate directly in foreign trade. 

cc:, Mr. Tyler 
Mr. Wein 
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March 3, 1981 

Following are the salient points of the Draft Report of the Com­
mission for Economic Reform: 

1. Enterprises should be independent, allowed to formulate their 
own plans, profitable and financially autonomous. Quantitative ful-

. fillment indices al'.'e to be abandoned. The aim is to harmonize national 
plans and the plans of individual enterprises not through direct admin­
istrative intervention, but through the determination of the appropriate 
values of economic parameters such as prices, exchange rates, interest 
rates, taxes, subsidies, etc. It is explicitly stated that prices should 
remain·a parameter outside the control of enterprises. 

r 

2. The five-year.plans should be the fundamental economic develop­
ment plan. Longer-term planning w6uld be done in the form of ten-yea:t 
plans. Annual plans should no longer be legally binding. 

3. The report remains vague about price reforms. It states that 
retail prices can only be reformed jointly with incomes and that the. real 
wage level of lower income groups has to be safeguarded. Further, it is 
stated that prices in international markets should be the basis for deter­
mining prices of raw and other materials, and that whenever. world prices 
cannot be used, marketing prices should be dete.rmined on the basis of 
domestic production costs. Eventually, retail prices should be equal 
to producers' prices plus a profit margin. 

4. Foreign tr.ade should be carried out by specialized export-import 
enterprises, established and supervised by the Ministry of Foreign Trade 
and Maritime Economy;, which can also authorize other economic organiza­
tions to engage: in foreign trade. .Foreign trade policy would tend to 
increase the profitability of .exports rather than be anti-import. More­
over, the import structure of goods would be reviewed in favor of consumer 
goods and raw materials. 

5, The disponsibility of consumer goods would further be increased 
through a reduction of investment and through the development of small­
scale industry, services and (private) agriculture. 

6. Wages wili be determined by two main criteria. First, by the 
position occupied by a specific job in a uniform, nationwide pay rate 
list. Second, by the employee's share in the enterprise's economic per­

. formance (profit, income growth, etc.). The'bonus system will further be 
reduced and wages judged excessive will be heavily taxed •. 

The translation of the draft report was printed in FBIS (January 27, 1981) 
pp. ·G-16-45. 
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FURTHER TO MY TELEX OF YESTERDAY, I OBTAINED THE FOLLO WING 

~ DETAILS ON POLISH DE BT DISCUSSIO N: 

POLES PRESENTED 3-YEAR ECONOMIC PROGRA M (1981-83) INDICATING 

DOLLARS 11 BILLION DEFICIT WITH WEST IN 1981, COMPRISING 

DOLLARS 7.5 BILLION FOR MEDIUM- AND LONG-TERM DEBT SERVICE. 

APART FROM GOLD (WHICH POLES DO NOT CONSIDER MOBILIZEABLE) 

LIQUID INTERNATIONAL RESERVES PRESENTLY EQUAL 2 DAYS' IMPORTS. 

CREDITORS WERE SATISFIED NEITHER WITH INFORMATION ON 

PRESENT ECONOMIC SITUATION (INCLUDING SIZE OF OVERALL DEBT AND 

DISTRIBUTION BET~EEN WEST AND CMEA COUNTRIES) NOR WITH ECONOMIC 

POLICIES FOR FUTURE. POLES WERE ASKED TO PROVIDE ANSWERS TO LONG 

LIST OF QUESTIONS, AND AD HOC WORKING PARTY OF MAJOR CREDITORS 

HAS BEEN SET UP TO CONSIDER ANSWERS IN ADVANCE OF MEETING ON 

APRIL 9-10. 

THE UNITED STATES, UNITED KI NGDO M AN D GERMANY WERE PAR­

TICULARLY FIRM IN SUBJECTING FINAL AGREEMENT TO SATISFACTORY 

ECONOlIC POLICIES, WHEREAS FOURTH MAJOR CREDITOR (FRANCE) 

SEEMED TO ATTACH LESS IMPORTANCE TO THIS. SOME CONDITIONALITY 

IN THE FORM OF ANNUAL REVIEWS APPEARS TO BE ACCEPTABLE TO POLES, 

WHO HOWEVER ARE PRESSING FOR THREE-YEAR AGREEMENT. CREDITORS 

RELUCTANT TO COMMIT THEMSELVES FOR MORE THAN ONE YEAR AT A TIME, 

BUT PREPARED TO CONSIDER GOOD WILL AND REVIEW CLAUSES. MOREOVER, 

IN VIEW OF POLITICAL WILL TO KEEP POLAND AFLOAT, CREDITORS 

RESIGNED TO INEVITABILITY OF SOME ADDITIONAL BALANCE OF PAYMENTS 

ASSISTANCE, BUT BURDEN SHARING HAS NOT BEEN TOUCHED UPON. 

INTENTION IS TO CONCLUDE RESCHEDULING AGREEMENT BY THE END 

OF APRIL--FORMALLY TO START ON JULY 1. IN MEANTIME, THOSE 

GOVERNMENTS ALREADY TAKING TEMPORARY RELIEF MEASURES WILL 

CONTINUE AND OTHER DELEGATI ON S HAVE AGREED TO RECOMMEND TO 

T H E I R G 0 V E R N r1 E M T S T H A T T H E Y T A K E S I 1 I L A R A C T I 0 N • 

POSSIBILITY OF FUND INVOLVEMENT AS OBSERVER CONSIDERED BY 

CREDITORS BUT DISMISSED. POLES, WHO WERE IMPRESSED BY SIZE 

OF FINANCIAL ASSISTANCE OBTAINED BY YUGOSLAVIA FROM IMF AND 

IBRD, INDICATED THAT FUND MEMBERSHIP WAS STILL UNDER 

CONSIDERATION, BUT GENERAL IMPRESSION WAS THAT NON-FINANCIAL 

FACTORS WOULD AT PRESENT JUNCTURE BE OVERRIDING. 

REGARDS, 
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TO 

Office tpmoranf!_Jm 
·. · rW 

Mr. Whi~ DATE: February 2.€>, 1981 

FR'OM J. Buyse ( () 

SUBJECT : 1 Poland 

I attach the paper on Poland which you requested. Poland's growth 
strategies, its economic reforms and its foreign trade mechanism as well as 
the.evolution of its wages and its convertible debt are successively reviewed. 
The scarce information found on the country's public finances was included 
up.der 'the foreign trade section. . ,.~) 

Attachments 

cc: Mr. Tyler 
Mr. Wein 
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February 26, 1981 

Poland 

1. Growth strategy 

The immediate postwar years and the 1950s were a period of extensive 
growth for Eastern Europe. The effective active population increased, thanks 
to the reduction of hidden unemployment in the rural areas and the integration 
of female labor in the production process. Simultaneously, the capital stock 
increased, thanks to high investment ratios. By the beginning of the 1960s, 
as hidden reserves gradually dried up, the East European countries realized 
that they had to switch to a pattern of intensive growth. National income 
was to grow thanks to the increased efficiency of inputs rather than through 
their increased quantity. Consumption would receive more priority and the 
ideal of autarky was to be abandoned. These ideas flourished also in Poland 
where Gomulka tried to restructure the economy during the third five-year 
plan (1966-70). Paradoxically, this restructure of the economy, which aimed, 
among other things, at reducing the share of capital goods in national income 
and at raising more rapidly the standard of living of the population, required 
in its first stage a higher accumulation rate, and therefore slowly increasing 
wages. In December 1970, Gomulka tried to raise the prices of certain basic 
foodstuffs, but workers rioted and he was forced to resign. His successor, 
Gierek, reversed the price increases and decided to increase simultaneously 
investment and consumption. Distributed national income increased faster 
than produced national income thanks to capital imports and trade account 
deficits. In Gierek's eyes, capital inflows would enable Poland to modernize 
and restructure its economy, which would eventually lead to higher growth 
rates. Moreover, goods produced with Western technology would be exportable 
to the convertible currency area and therefore settle the foreign debt 
problem. Finally, wage increases and a higher standard of living would lead 
to increased productivity. 

The results of the 1971-75 five-year plan were impressive. National 
income increased by an average of 9.4 per cent a year, 2.6 per cent more 
than planned and, after Romania, the highest rate in the CMEA (Table 2). 
The accumulation rate was hiked from an average 27.5 per cent during the 
1966-70 five-year plan to 34.9 per cent in the 1971-75 five-year plan (in 
constant prices; Table 3). During the same period, real wages increased by 
7.2 per cent a year. Gierek's stategy was basically continued during the 
next five-year plan (1976-80), albeit with somewhat less ambitious targets. 
Nevertheless, the strain put on the economy proved excessive. Growth was 
still respectable in 1976 and 1977, but in 1979 and 1980 national income 
declined by 2 per cent and 4 per cent, respectively. In order to abate the 
pressure on the economy, the investment rate was lowered from 26.8 per cent 
in 1978 to 19.7 per cent in 1980. In 1981 this rate will further be reduced, 
thanks to the freezing of 49 major industrial projects. Nevertheless, the 
future looks grim for Poland; the country has accumulated a US$23 billion 
gross convertible debt (end-1980) and is confronted with social unrest and 

1 
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political uncertainties. The Polish authorities now criticize Gierek's 
growth strategy, but to date, they have abstained from formulating an 
alternative strategy. ~ 

2. Economic management and reforms Jj 

a. Polish economic reforms 

As in most East European countries, the Polish leadership tried on 
various occasions to improve the efficiency of the economic system, while 
safeguarding its socialist nature. J. G. Zielinski distinguishes five phases 
in the history of Polish economic reforms: 

--the 1959-58 period, when an attempt was made to introduce a "guided 
market" or "market-parametric" model; 

--the 1959-64 period, which saw a freezing and sometimes a reversing of 
the previous reforms; 

--the 1965-68 period of gradual, pragmatic reforms; 

--the 1968-70 reforms of Gomulka which were smothered by the workers' 
riots of December 1970; and 

--the reforms introduced by Gierek after 1971 and which aimed at estab­
lishing a "central planning parametric model" (see below). Jj 

Since then, Zielinski's list can be completed by the withdrawal of 
Gierek's "new economic and financial system" in 1975 and its replacement in 
1977 by the "modified economic and financial system." Currently, a new wave 
of reforms is being prepared, with the publication of the Draft Report of 
the Polish Reform Commission. 

b. 's reforms 

Gierek's aim at the beginning of the 1970s was to strengthen central 
planning while simultaneously according more leeway to enterprises. In 

1/ P. Jaroszewicz, who was replaced as Prime Minister by E. Babiuch in 
Februrary 1980 after nearly 10 years in office, was held responsible by a 
Control Commission for "handling an incoherent investment policy exceeding 
the possibilities of the country, increasing the debt of the country, and 
promoting an ill-considered conception of price changes in 1976." He was 
excluded from the Party. Financial Times, February 6, 1981. 

2/ Sections 1 and 2 are basically a summary of z. M. Fallenbuchl, "The 
Polish Economy in the 1970s," pp. 838-46 in Joint Economic Committee of the 
U.S. Congress, "East European Economies Post-Helsinki," 1977, pp. 1422. 

3/ J. G. Zielinski, "Economic Reforms in Polish Industry," London, 
Oxford University Press, 1973, pp. 14-21, as summarized by z. M. Fallenbuchl 
in "The Polish Economy in the 1970s," pp. 838-39 in Joint Economic Committee 
of the U.S. Congress, "East European Economies Post-Helsinki," 1977, 
PP• 1422. 
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order to achieve this aim, "a system of economic parameters, determined by 
the central planners, rather than direct commands will. be used 'to steer' 
the economic units to make decisions in the desired direction; it is there­
fore not a market socialist model, but the central planning parametric 
model." 1/ Such a model is described in the works of W. Trzeciakowski, who 
had labeled it as a "central preferences--direct and indirect allocation of 
resources"--planning and management system. 2/ 

Big economic organizations (WOGs) were formed by regrouping enterprises, 
industrial complexes, and some large multiplant enterprises. These (WOGs) 
were then guided by a complex system of criteria and centrally fixed parameters. 
The two main criteria were value added and profit, but priority was given to 
value added. 1__/ Moreover, as the division of value added inside the economic 
unit between wages and profits was regulated by a parameter, which the central 
authorities calculated even for every WOG individually, the concept of profit 
was from the beginning emptied of its economic significance. (The fact that 
this distribution parameter varied from WOG to WOG is explained by the 
authorities' aim to "purify" financial results for factors beyond the control 
of the enterprise.) The two main criteria, value added and profit, were 
supplemented (initially) by four so-called "long-term normative parameters," 
such as the already mentioned distribution parameter on the parameter assess­
ing the contribution of the economic organization in the foreign trade 
improvement. 4/ All these parameters were again individualized per WOG in 
order to allow for exogenous factors. In addition to these normative para-

. meters, two groups of "variable general parameters" were used to determine 
the conditions for the economy as a whole. "The first group was composed of 
the parameters which were supposed to inform the economic organizations 
about the state of general economic activity (the macroeconomic balance of 
the economy), sectoral pressures, and relative scarcities of commodities 
and factors. They include prices, the rate of interest, rates of amortiza­
tion, foreign exchange coefficients, and others." 5/ The second group was 
composed of so-called "supporting general parameters" which include "subject 
subsidies" in order to encourage production of certain specific commodities, 
price equalization subsidies, taxes on foreign trade, and occasional export 
taxes and import tariffs... Finally, the central authorities could impose 
obligatory targets and limits through direct commands. 

1/ Ibid, P• 839 •. 
2/ W. Trzeciakowski, "Systems of interest management in a planned economy: 

effectiveness models and their application in Poland," Uniwersitet L6dzki, 
L6dz, 1973, PP• 11-12. 

~_/ In an updated edition of his book, Trzeciakowski devotes an appendix to 
the criticism of the value-added criterion; see w. Trzeciakowski, "Indirect 
Management in a Centrally Planned Economy," North-Holland, Warsaw, 1978, 
PP• 253-254. 

4/ The two other normative parameters were (i) the limit of the tax­
free part of profit for the creation of the enterprise funds; and (ii) 
the relation of the managerial bonus fund to the profit. Fallenbuchl, "The 
Polish Economy in the 1970s," op. cit., p. 841. ,. 
~ Ibid., P• 842. 
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The scope for the success of Gierek's "central planning parametric model" 
or "new economic and financial system" looked slim. From the very beginning, 
the profit criterion was emptied of its significance. The parametric system 
seems extremely complex and nothing guarantees that the central authorities 
will fix the numerous parameters at their optimal value. To make matters 
worse, the parameters conflicted sometimes with annual plan targets and, in 
some instances, supplementary parameters were issued with retroactive power. 
Finally, the authorities maintained rigid price controls, mostly for extra-· ~. 
economic reasons. 

Gierek's "new economic and financial system" was implemented gradually. 
On January 1, 1973, 16 WOGs started operating according to the new principles. 
In 1975 this number had increased to 125. One hundred and ten of them operated 
in industry and produced 67.7 per cent of sold output and were responsible 
for 61 per cent of industrial employment. 1/ However, the combination of 
foreign inflation and recession ~nd increa"ii"ed domestic accumulation and con­
sumption put excessive strain on the Polish economy. "Instinctively, the 
authorities moved back towards greater centralization in the decision-making 
process, restriction of the autonomy of the big economic organizations, and 
increased reliance on direct commands." 2/ Gierek's "new economic and 
financial system" was withdrawn in 1975 and replaced in 1977 by the "modified 
economic and financial system." lf In theory, the modified system was again 
based on the use of economic parameters and incentives, but, in practice, the 
role of direct commands, administrative controls, and de facto obligatory 
indicators increased once more. 

c. The draft report of the Polish Reform Commission 

In September 1980, the Polish Economic Reform Commission was created by 
the Government and on January 10-11, 1981 its draft report was published in 
certain Polish newspapers. Solidarity economists were present as observers 
when the draft was worked out but until now the union has observed a reserved 
attitude. The authorities proclaim that they aim at a public discussion of 
the draft be.fore the document is presented, possibly in an altered form, to 
the Ninth Congress of the Polish Communist Party. 

The basic objective of 'the draft report is "to improve economic efficiency 
by eliminating operational planning at the enterprise level and to restrict 
the role of the central authorities to the setting of general goods and to 
the adoption of economic and financial (as opposed to administrative) measures 
which would provide incentives for the managers of individual enterprises to 
pursue these general goals of their own initiative." 4/ There is@. commitment 
to market principles but the benefits of decentralizing the economy are 

1/ Ibid, P• 842. 
2./ Ibid, p. 845. 
3/ z. M. Fallenbuchl, "The Impact of External Economic Disturbances on 

Poland since 1971," p. 302 in E. Neuberger, L. Tyson (eds), "The Impact ·of 
International Economic Disturbances on the Soviet Union and Eastern Europe," 
Per7amon Policy Studies, 

i . Radio Free Europe, 
January 22, 1981, P• 2. 

New York, 1980, pp. 493. 
Research, RAD Background Report/15 (Poland), 
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emphasized. Indirect financial regulation from the center would be substi­
tuted for direct administrative regulation. The five-year plan and longer­
term prespective plans. would provide the basic information to enterprises 
about governmental targets. Annual plans would no longer be binding to 
individual enterprises; operating profitably would be their sole objective. 
Moreover, enterprises should be allowed to determine their own investment 
program and self-financing would be encouraged. 

The draft report suggests implementing the economic.reform in three 
phases between the first half of 1981 and end-1982. The main points would 
imply that increas.ed financial autonomy should be granted to the enterprises 
during the first six months of 1981. During the second half of 1981, the 
system of foreign exchange rates and other quantitative economic regulations 
are to be improved. Finally, during 1982 producer prices have to be reformed 
and new priorities of planning have to be introduced. 

3. Foreign trade mechanisms 

In Poland, as_in most socialist countries, a domestic currency and a 
foreign trade currency coexist. The value of the foreign exchange zloty 
appreciated slightly from US$,0.301 per Zl 1 in 1973 to US$0.314 per Zl 1 
in mid~l980. However, the foreign exchange zloty is no more than a unit of 
account, and its value is fixed rather arbitrarily. 

During the 1960s Polish enterprises were totally insulated from develop­
ments in the outside world. Foreign trade was channeled through specialized 
foreign trade organizations which paid enterprises the domestic price for 
their exports and also charged them the domestic price for their imports. 
Basically, the price equalization scheme worked as follows: if realized 
export prices exceeded domestic prices, the resulting profit was creamed off 
through an export tax; inversely, when import prices exceeded domestic prices, 
subsidies were given. The shortcomings of such a system are obvious, as the 
enterprises are insensitive to the signals carried to them through the means 
of foreign prices. Enterprises have no interest whatsoever in exporting to 
expensive markets and importing from cheap sources. The system seems also 
import biased, as enterprises can be expected to prefer Western goods to 
domestic substitutes. Some improvements were made during the beginning of 
the 1970s under Gierek's "new economic and financial system" when WOGs were 
allowed to get involved in· foreign trade at transaction prices. "Transaction 
.prices are those which are.actually paid for imports, or received for exports, 
in foreign currencies recalculated in domestic currency units, not at the 
official rate of exchange, but with the help of currency exchange coefficients, 
differentiated according to the payments area (i.e., different coefficients 
for transactions with hardcurrency countries and with CMEA countries). In 
addition to the new transaction prices, a series of price reforms, introduced 
on January 1, 1971; January 1, 1975; and January 1, 1976 were also implemented. 
They were aimed at the adjustment of domestic prices to world prices by 
administrative methods." 1/ However, when world inflation increased, the 
Polish authorities partly-reversed their strategy. An export tax was levied 

1/ z. M. Fallenbuchl, "The Import of External Economic Disturbances in: 
Poland since 1971," op. cit., p. 286. 
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to reduce the expansionary import of inflationary profits (the part of export 
prices exceeding domestic prices by more than 7-9 per cent was taxed at an 
85 per cent rate). Similarly, import subsidies were greatly increased. 

Table 4 gives some information on the evolution of the state budget and 
the global price equalization scheme. 1/ The state budget shows a surplus 
for every year. Price equalization taxes and subsidies decreased greatly in 
1971 as a consequence of the Gierek reforms. Price equalization taxes 
continued to decline gradually until 1975, but then they increased again, and 
by 1978 they were just above their 1971 level (in current prices). Price 
equalization subsidies declined only in 1971 and increased rapidly until 
1975. For later years no information on these subsidies is available, but it 
is beyond doubt that they increased rapidly. Net price equalization taxes 
(taxes, subsidies) were positive until 1971 but became negative from 1971 
onward. Instead of being a source of revenues to the State, the price equali­
zation scheme thus became an increasing burden for the public finances. 
Nevertheless, the state budget showed exceptional surpluses in both 1977 and 
1978, and an above-average surplus in 1979. 

As mentioned before, the Polish Reform Commission proposed in its Draft 
Report to discuss the system of foreign exchange rates, customs, and taxes 
during the second half of the agenda. A new phase of experiments with decen- r 
tralization and somewhat more realistic prices seems likely. 

4. 

Total wages of the socialized economy are fixed by the basic economic 
plans. Individual wages are determined by the skills, the physical effort, 
and the responsibility the job requires. The bonus system is not very 

!/ Information on the distribution of the price equalization taxes 
and subsidies among the different sectors of the economy is given in the 
same article of Fallenbuchl, Table XIX, p. 82. However, this information 
is not always consistent with the information of the previous table as, 
from 1965 onward, the total amount of price equalization taxes and sub­
sidies differs considerably between the two tables. Nevertheless, even if 
the absolute amounts are not consistent, Table XIX probably provides 
useful information as to the relative involvement of the different sectors 
of the economy in the price equalization mechanism. Foreign trade and 
industry are by far the most important payers of price equalization taxes 
as well as the most important receivers of price equalization subsidies. 
Few price equalization taxes are levied on sector agriculture, but this 
sector is an important receiver of price equalization subsidies. This 
is a consequence of Gierek's decision to abolish compulsory deliveries 
of agricultural products to the State (January 1, 1972) and to raise 
producers' prices (1971), while keeping consumer prices of basic food­
stuffs stable. The remaining sectors (forestry, construction, trans­
portation and communication, housing and communal economy, and a residual 
sector) are little involved in the price equalizatiion mechanism, although 
"construction" and "housing" received increasing amounts of subsidies. 
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developed. During the 1960s, an insufficient premium for years of additional 
studies has been identified as one of the main reasons for the low number 
of employees having technical and higher education. }:/ 

Until 1970 real wages increased very slowly. The only exception was 
the 1956-58 period when, in the wake of riots whch brought Gomulka to power, 
real wages increased by 7.7 per cent a year. But from 1959 to 1967 real 
wages increased by a mere 1.9 per cent a year and during the 1966-70 five-year 
plan the average yearly incr~ase was 2.1 per cent. Matters changed when 
Gierek came to power and wage increases were considered a condition for 
increases in productivity. During the 1971-75 five-year plan nominal wages I 
were to increase by 7.7 per cent and real wages by 3.4 per cent a year, but, 
in the event, nominal wages increased by 13.7 per cent a year and real wages 
by 7.2 per cent. In order to regain control of the situation, wages were 
planned to increase at the more modest pace of 3.0 per cent to 3.4 per cent 
a year during the next five-year plan, but this time targets were not 
attained. ];/ Between 1976 and 1979 average wages increased by only 1.3 per 
cent a year. In 1980 nominal wages in the socialized sector i~creased by 
13 per cent a year and real wages by 3 per cent. Comparing the level of 
average nominal wages during the last quarter of 1980 with the corresponding 
period of the previous year, the increase was 20 per cent. The bulk of the 
increase in wages was obtained during the fall, under the pressure of strikes. 
However, increases in wages do not guarantee increases in the standard of 
living, as the desired goods may be unobtainable. Preliminary statistics 
released by the Polish National Bank and the Ministry of Internal Trade and 
Services show that, due to the expansion of incomes, the market equilibrium 
continued to worsen in January 1981; "in practice, nearly every fifth zloty 
had no commodity coverage." 11 
5. Poland's foreign debt 

The excessive absorption of the Polish economy during the 1980s led to a 
series of important external deficits, which was exacerbated by the desire 
to import up-to-date western technology, and could only be financed by mas­
sive Polish borrowing on the international capital markets. Polish gross 
convertible debt soared from an estimated US$1.l billion in 1971 to an offi­
cially acknowledged US$23 billion debt in 1980 (Tables 1 and 5). Officials 
now predict a debt of US$26 billion in 1983 and 1984, which will, it is hoped, 
gradually decline thereafter. 

1/ E. K. Keefe and others, "Area Handbook for Poland," American University, 
1973, P• 262. 

2/ UN, ECE, "Economic Survey of Europe in 1976, Part II, the Five-Year 
Plans for 1976-80 in Eastern Europe and the Soviet Union," New York, 1977, 
p. 107. 

11 Radio Warsaw as broadcast by the Foreign Broadcast Information Service 
(FBIS), February 17, 1981, p. G-44. 
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Until 1979 Poland had mainly borrowed in the form of commodity-related 
credits with a maturity of less than five years. 1/ As a consequence of 
this policy, Poland will have to repay two thirds-of its US$23 billion debt 
during the next two years. 2/ In 1980, Poland allegedly borrowed $8 billion 
from Western sources, including approximately $1 billion in financial credits, 
for debt repayment. In addition, the u.s.s.R. provided a $1 billion hard­
currency loan which has to be repaid within three years and promised a 
$1.1 billion loan in 1981. Officials forecast that Poland will require 
US$9 billion in 1981 to repay its debt. Some Western observers think that 
$10-11 billion would be a better estimate, but even the lower figure might 
be higher than the total revenues of Poland's convertible exports. 

In 1979, about three fourths of Polish gross debt was commercial and 
only one fourth officially backed (Table 1). As a consequence, Poland is 
critically dependent on the evolution of international interest rates. In I 
1976, the ratio of interest payments to convertible export receipts amounted 
t9 15.8 per cent (Table 5). This ratio gradually increased to 24.7 per 
cent in 1979 and might reach 27.5 per cent in 1980 and 31.9 per cent in 
1981. 

In the light of these figures, some doubt arises whether Poland will be 
able to maintain its reputation as a punctilious debtor. The Polish Reform 
Commission regards a three-year moratorium on capital and interest payments. 
as necessary in order to stabilize the economy, but to date the Polish 
authorities have rejected such ideas. Nevertheless, a global approach to 
the debt problem seems unavoidable. This week in Paris a more limited meet­
ing will take place, as Polish officials will discuss with official creditors 
of more than 15 Western countries the rescheduling of export credits due 
during the first quarter of 1981. It seems likely that this opportunity will 
be seized to discuss a comprehensive debt restructuring package. Western 
bankers, unlike the Poles, would prefer such a comprehensive approach to a 
series of ad hoc decisions. Two gestures of goodwill have already been made: 
the U.S.S.R. granted Poland in mid-February a four-year moratorium on debt 
repayments and the United States accepted P~'s request for a debt deferral 
of $80 million. 



- 9 -

Table 1. Convertible Currency Debt, 1971-79 

(In millions of U.S. dollars, end-term) 

1971 1975 1976 1977 1978 1979 

Commercial debt 420 6,547 9,159 10 ,393 13 ,430 1.6,000 

of which: 
Liabilities to Western banks 305 5,230 7,693 8,894 11,963 15, 100 
Officially backed debt 718 1,467 2,324 3,574 4,414 5,100 

0 
Guaranteed export credits 370 1,091 1,849 2,921 3,700 4,400 
Other 348 376 475 653 714 700 
Commercial assets 374 633 803 435 872 1,100 
Gross debt 1,138 8,014 11,483 13, 96 7 17,844 21,100 
Net debt 764 7,381 10 '680 13,532 16,972 20,000 
Debt service as percentage 

of exports 30 42 59 79 92 
Gross debt as percentage of 

exports 194 259 286 324 333 

Memorandum: 

Annual Euromarket borrowing 
(gross flow) 475 577 100 404 855 

Source: U.S. National Foreign Assessment Center, reprinted in the 
~ Financial Times, February 10, 1981. 

6. Concluding observations 

Even abstracting from political considerations and the country's foreign 
debt obligations, Poland's problems seem manifold and intricate. Despite 
all efforts, the Polish economy is not yet on an intensive growth track, the .V 
new leadership has no alternative economic strategy to propose, the economic r 
demands of the unions are self-defeating, and the latest reform proposals 
are reminiscent of the Gierek period. 

An intensive growth pattern implies that national income expands because 
of the increased efficiency of inputs rather than through their purely quan­
titative increase. During the 1970s output per man increased faster than 
during any other period of the postwar era, but this was probably the 
consequence of the higher accumulation rate, which led to an increased 
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capital-labor ratio (Table 3).]) This impression is strengthened by the 
fact that during the same period the marginal efficiency of capital was not 
at its maximum. During the 1971-75 five-year plan the average marginal 
efficiency of capital was only moderately high (0.316), notably higher than 
during the 1966-70 plan (0.269), but slightly below the 1961-65 average 
(0.325) and far below the 1956-60 level of 0.407. Moreover, the marginal 
efficiency of capital plummeted to 0.107 in 1978 and the average for the 
1976-78 period was 0.166. 

Contrary to Gierek, the new Polish leadership does not seem to have a 
clear-cut economic strategy in mind. The leadership is, understandably, 
absorbed in political and social events, and its economic policy seems 
residual and consisting of a series of ad hoc decisions. As absorption is 
excessive and the standard of living of the population is rigid downward, 
the decision was taken to further reduce the investment effort. To a certain 
extent the Government is at the mercy of strikes which could not only lead 
to the third consecutive'year of recession, but, worse, impede the improvement 
of the trade account. This is particularly true for agriculture and the 
extractive sector, where labor unrest might lead to increased grain imports 
and sharply reduced coal exports. Generally, the demand for wage increases 
of the unions are self-defeating and pave the way for the next rise as only 
few enterprises were switched from the production of capital goods to the 
production of consumer goods, and the increased demand exacerbates the 
shortages of goods that the population desires to purchase. Similarly, 
shorter working hours will only compound existing disequilibria. 

Economic reforms seem to be a recurrent though cyclical feature of 
socialist economies. Economic efficiency presses the authorities to more 
decentralization and a greater reliance on market forces, but political 
considerations usually lead to a freezing, or even a reversal, of the 
recently initiated reforms. Although it might be prematur'e to say so, the 
proposals of the Polish Reform Commission seem to have been drafted in the 
spirit of the Gierek p~oposals of ten years ago. (The one notable exception 
is the domain of labor relations, which was basically not touched upon by 
the Gierek reforms and where forms of workers' co-management are now envis­
aged.) Decision taking is to be more decentralized; therefore more autonomy 
will be granted to enterprises which will have to be profitable, but it did 
not yet seem clear whether profit or value added would be the main criterion 
to evaluate the performance of the enterprises. In their search for profits, 
enterprises in most sectors of the economy will be guided by parametric 
equilibrium prices which will replace market prices. Although the pressure 
to carry out the proposed reform might be greater than at the beginning of 
the 1970s, and a comparable deterioration of the economic environment (which 
was one of the factors behind the freezing of the Gierek reform) is unlikely 
to reoccur, the successful completion of the proposed reforms seem doubtful. 
The new leadership is probably less committed to its reforms than the Gierek 
team and initial difficulties might be a welcome pretext to return to more 
traditional forms of central planning, a decision which would certainly be 

1/ Official statistics underestimate the share of accumulation in national j 
income because national income is computed at realized prices and investment 
goods, contrary to consumer goods, carry no turnover tax. 
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applauded by some of Poland's neighbors. Moreover, a reform of the consumer 
prices is, for social reasons, an extremely delicate undertaking which the 
authorities will certainly prefer to disregard during the coming months. 
The dual structure of consumer and producer prices will thus continue to 
exist with all the inefficiencies this implies. Finally, the proposal of 
the Reform Commission to reform producer prices without a corresponding 
reform of consumer prices will require greater recourse to price equalization 
taxes and subsidies and increase price distortions throughout the economy. 
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of Europe in 1976, Part II, tbe Five-Year Plans for 1976-61 in Eastern Europe and the Soviet Union. More .recent information was provided 
by the press. 

1/ 1955-59. 
ZI Expected. 
JI Arithmetic average. 

--- --------



0 
-

'-...\ 
\ _ _; 

National 
Income (Y) 

(bn. zloty) ·~_1 

1953 230. 7 (1961) 
1954 
B55 276.5 
1956 296.0 
1:157 327.8 
1:158 345.8 
1959 363.9 

1960 379. 7 
1961 410. 7 
1962 419.3 
1~63 448.4 
1964 478.7 
1965 512.2 
1%6 548.6 

1967 579.8 
l968 632.0 
1%9 650.4 
1970 684.2 

(791. 3) (1971) 
1:171 855.0 
:372 945.8 
1;173 l,048.1 
l37'- 1,157.6 
1975 1,237.6 

(1,502. 7) (l97i) 
1976 1,605.6 
1977 1,685.9 
1378 1,736.8 
1979 1, 702. l 
1980 1, 634. 0 

Table 3 . Poland: Evolution of Selected Macroeconomic 
Aggregates (at Constant Prices) and of the Active Population 

Increase Net Fixed Cap- y - y Real Growth 
in Stocks ital Forir.ation 1 a Rate of 

(1) Accumulation 
Il 

National 
(bn. zloty) (bn. zloty) Rate 'l_/ Income 

(Percentage 
26.9 37.4 27.9 change) 

20.8 41.l 22.4 
18.6 42.3 20.6 .461 7.l 
28.5 46.9 23.0 .678 10.7 
26.4 51.4 22.5 .350 5.5 
24.5 60.8 23.4 .298 5.2 

28.2 63.6 24.2 .248 4.3 
32.9 68.9 24.8 .450 8.2 
21.4 80.4 24.3 .107 2.l 
32.3 81.2 25.3 .358 6.9 
34.8 85.0 25.0 .357 6.8 
41.9 95.2 26.8 .352 z.o 
45.l 107.0 27.7 .340 7.l 

35.5 120.3 26.9 .259 5.7 
42.4 135.0 28.l .387 9.0 
32.3 144.3 27.2 .128 2.9 
41. 6 147.6 27.7 .229 5.2 

(46.8) (167 .0) (27.0) 
62.8 184.3 28.9 .346 8.l 
64.6 235.0 31. 7 .386 10.6 
82.9 299.0 36.4 .342 10.8 
94.4 366.6 39.8 .299 10.5 
82.5 382.1 37.5 .209 6.9 

(109.l) (458. 3) (37.8) 
127.l 461. 3 36.7 .223 6.9 

76.3 481.l 33.1 .167 5.0 
84.l 465.4 31.6 .109 3.0 

-2.0 
-4.0 

Index of 
Active 

Population 

100 
104 
108 
112 
114 
115 
118 
(89) 
90 
93 
97 

100 m 
106 
109 
(88) 
92 
95 
98 

lQQ 

103 
108 
113 
117 
119 

120 
121 

Output 
Per Man 

Per cent. 
increase 

3.2 
8.8 
4.6 
2.6 

3.2 
4.7 

-0.2 
3.7 
5. 7 
2.0 
4.2 

1.1 
5.6 

-0.2 
3.1 

4.9 
5.5 
5.9 
6.7 
5.1 

6.0 
4.1 

Sources; Data for national income, increase in stocks, and net fixed caoital formation come from various issues of the 
:'.::iited 'Sat:ions, Yearbook of :>lational Accounts Statistics. Data for the active population come from United ·Nations, 
Statistical Yearbook, various issues . 

. !/ Figures between brackets indicate in which year's prices the increase in stocks, and net fixed capital formation 
.,..ere expressed. 

Increase in stocks and net fi..~ed capital formation divided by national income. 
Excluding the agricultural sector. 
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1966 323,313 

1967 326,666 

1968 329,686 

1969 357 ,609 

1970 389,602 

1971 403,482 

1972 438,296 

1973 483,835 

1974 604,142 

1975 720,140 

1976 881,401 

1977 993,948 

1978 1,103,457 

1979 1,154,800 

(ln m1Lllou::i o[ Zlotys) 

Expenditures 

318,269 

322,006 

326,449 

351,546 

379,339 

392,537 

433,251 

482,222 

602,291 

714,663 

872,494 

887,599 

994,158 

985, 900 1./ 

Budget 
Surplus 

5,044 

4,660 

3,237 

6,063 

10,263 

10,945 

5, 045 

1,613 

1,851 

5 ,477 

8,907 

106,349 

109,299 

44 ,67 7 ]j 

Price 
Equalization 

Taxes 

69,167 

78 '879 

87,835 

93, 714 

100,181 

52,417 

43,919 

40,015 

42,552 

39,912 

49,530 

54,790 

55,575 

Price 
Equalization 

Subsidies 

62,049 

66,865 

77' 076 

75,603 

77' 369 

48,864 

56,960 

74,948 

128,019 

165 ,467 

Net Price 
Equalization 

Tax (+), Subsidy (-) 

7 ,118 

12,014 

10, 7 59 

18 ,111 

22,812 

3,553 

-13,041 

-34,933 

-85,467 

-125,555 

Sources: Z.M. Fallenbuchl, "East European Reactions to International Commodity Inflat;lon," Joint Economic Committee of 
the U.S. Congress (ed), op. cit., p. 80. This table was completed by various issues of "Rocznik Statystyczny" and"Poland, 
Statistical data," Central Statistical Office, Warszawa, 198J. 

1/ This figure comes from "Poland, Statistical Data, 1980." It represents "current expenditure" (wydatki biezace) 
whereas the data for previous year represent "expendi.ture" (wydatki). In 1978, expenditure exceeded current current 
expenditure by 12.6 per cent. 

2/ Assuming that if current expenditure is Zl. 985,900 million, expenditure will be close to Zl. 1,110,123 million 
(see footnote 1). 
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·Current acc6unt, excluding official 
transfers 

Trade balance 
Exports, nonsocialist countries (f.o.b.) 
Imports, nonsocialist countries (f.o.b.) 

Services and private transfers, net 
Services, credits 
Services, debits 

Interest 
Private transfers 

Capital account (all maturities) 

Credits granted 'l:._/, and 
errors and omissions 

Credits received J:../, net 
Inflow 
Outflow 

SDR allocations 

Overall bnlance 

Memorandum item: 
Gross external debt (in billions of U.S. 

dollars) encl-period, medium- and long-term 

19/6 

-3,130 

-2,930 
4 ,'139 

-7,369 
-200 

625 
-1,250 

-700 
l125 

3,010 

-303 
3,313 
l, '518 

-1,205 

-120 

1977 

-2,599 

-2,151, 

'• '8 7 5 
-7,029 

-l1l15 

670 
-1,560 

-903 
445 

2,209 

-81 
2,290 
4,187 

-1,897 

-390 

12.9 

1978 

-2,637 

-l,891 
5,491 

-7,382 
-7li6 

739 
-1,922 
-1,120 

437 

2,447 

78 
2,369 
5,488 

-3' 119 

-190 

15.0 

1979 

-2,806 

-1,688 
6,356 

-8,044 
-1,118 

868 
-2 '4 71 
-1,570 

. 485 

3,121 

-209 
3,330 
7,860 

-4,530 

+315 

19.4 

Sources: Biuletyn Statystyczny, Central Statistical Office, Warsaw; and press reports. 

1/ Approximated by nonsocialist countries. 
]:./ Nay include soti1e bilateral payments agreements movements. 
*·This table comes from Mr. Wein!s country note on Poland dated February 5, 1981. 

1980 
Estlma te 

-2,395 

-980 
7,630 

-8,610 
-1,415 

925 
-3,000 
-2,100 

660 

1,995 

-200 
2,195 
8,195 

-6,000 

-400 

23.0 

E1-1tlmatc 

-2,500 

-500 
8, 775 

.:.9,275 
-2,000 
1,000 

-3,800 
-2,800 

800 

2,500 

-100 
2,600 
9,500 

-6,900 

26.0 
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In the wake of the workers' riots of December 1970, the Polish 
leadership opted for a strategy of accelerated growth. The investment 
rate was to increase in order to modernize and restructure the economy. 
Simultaneously, consumption would be allowed to increase in order to 
satisfy the aspirations of the population. As a consequence of this 

·policy, the accumulation rate was hiked from an average 25.1 per cent 
of national income during the sixties to an average 34.3 per cent of 
national income during the 1971-75 Five-Year Plan. l./ 

At first, this policy seemed successful, Between 1971 and 1975 
national income increased by a yearly average of 9.4 per cent or 2.6 per 
cent more than planned. However, growth gradually lost its momentum 
during the second part of the seventies and became· negative in both 
1979 and 1980. In the meantime, excessive absorption, exacerbated by 
the desire to import up-to-date Western technology. led to a series of 
important external deficits which Poland could only finance by borrow­
ing heavily on the international capital markets. Poland's gross con­
vertible debt increased from US$12.9 billion in 1977 to an estimated 
US$23 billion in 1980, exceeding by far the debt of any other individual 
Eastern European country and although the part of official debt is 
relatively important, Poland is much affected by the evolution of 
interest rates on the international markets (Tables 1 and 2). ]:j 

Table 1. An Estimate of the Eastern European Debt 
and its Composition (end 1979) 

(In millions of U.S. dollars) 

Commercial Officially Other Gross Commercial 
Debt Backed Debt Borrowing Debt Assets 

Net 
Debt 

("')oland 15,400 5,090 20,490 900 19,590 , _ __, 

\Five ot-ner 
Eastern 
European 
Countries 370 160 835 29,725 

Total 44' 770 8,250 835 53,855 4,540 49,315 

Source: Estimating Soviet Bloc Debt, by Ron Miller, as reprinted in International 
Currenci Review, volume 12, No. 5, p. 31. 

1/ :ieasured in current prices. Accumulation is the sum of net investment in the 
productive and the nonproductive sectors and of the increase in stocks and circulating 
assets. 

2/ Table 2 comes from Mr. Wein's country note on Poland, February 5, 1981. 
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In 1976, the ratio of interest payments to the convertible'export 
receipts amounted to 16 per cent. This ratio gradually increased to 
25 per cent in 1979 and might be as high as 27 per cent in 1980 (Table 2). 

Given its difficult social and economic situation, Poland has appealed 
for help from other countries. The U.S.S.R. is said to have lent Poland 
US$1 billion in 1980 and plans to lend another US$1 billion in 1981. 1_/ 
The U.S.S.R. and the Eastern European countries also sent foodstuffs to 
Poland while the EC promised to send US$300 million of foodstuffs at 
reduced prices. Nevertheless, prospects for 1981 are dim. The difficult 
social and economic situation will probably persist and the convertible 
trade deficit is forecast at US$500 millio~, which seems optimistic. 
Interest payments alone might be as high as US$2,800 million and to cover 
its current account deficit, Poland might have to borrow another US$2.5 bil~ 
lion. 

~ Even leaving aside political considerations, the situation of the 
Polish leadership is extremely delicate. On the one hand, the newly formed 
unions ask for a 5-day workweek and wage increases. On the other hand, 
the external deficit becomes gradually unsustainable and Western bankers 
become more and more reluctant to lend to Poland. 2/ Reducing imports from 
the convertible area is difficult and would, in the eye of planners, jeop­
ardize future growth. Increasing convertible exports is problematic, given 
the economic situation in Western countries and the position of the unions, 
who would like to see some exports, such as meat, diverted to the domestic 
warket. In such a climate rureours about debt rescheduling or. a moratorium 
on foreign debt are unavoidable. According to East-West 1 the Polis~ opposition 
and those who wrote the final version of the economic re£ors are in favor 
of a three-year moratorium on capital and interest payments, which they 
consicer as an important pre-condition to economic stability by 1983-84. ]_/ 
~he sa~e source reports that Poland asked OECD countries in Dece~ber ·19so 
in Paris for a rescheduling of debt repayment over 3 years. 
according to other sou:i:ces, Polish leaders rejected to date 
moratorium or even of debt resched4ling. !!_/ 

However, 
the idea of 

1/ This section uses information from Mr. Wein's country note of February 5, 
1981. 

2/ The British Export Guarantee Department has recently decided to classify 
Poland into class D of credit risk instead of Class A. Source: East-West 
(fortnightly bulletin) of January 1981, p. 1. 

3/ Ibid. 
4/ See the article of R.· Eisenstein, Financial Times, January 29, 1981. 



·Current account, excluding official 
transfers 

Trade balance 

CJ 

Exports, nonsocialist countries (f.o,b.) 
Imports, nonsocialist countries (f .o.b.) 

Services and private transfers, net 
S~rvices, crediis 
Services, debits 

Interest 
Private transfers 

Capital account (all maturities) 

Credits granted l/, and 
errors and omissions 

Credits received II, net 
Inflow 
Outflow 

SDR allocations 

Overall balance 

Memorandum item: 
Gross external debt (in billions of U.S. 

dollars) end-period, medium- and long-term 

-3,130 

-2,930 
4,439 

-7,369 
-200 

625 
-1,250 

-700 
425 

3,010 

-303 
3,313 
4,518 

-1,205 

-120 

I. 977 

-2,599 

-2,15L1 
L1, 87 5 

-7,029 
-445 

670 
-1,560 

-903 
L145 

2,209 

-81 
2,290 
4,187 

-1,897 

-390 

12.9 

0 

J.97B 

-2,637 

-1,891 
5, L191 

-7,382 
-746 

739 
-1, 922 
-1,120 

437 

2,447 

78 
2,369 
5,488 

-3,119 

-190 

15.0 

1979 

-2,806 

-1,688 
6,356 

-8,044 
-1,118 

868 
-2 '4 71 
-1,570 

. 485 

3,121 

-209 
3,330 
7,860 

-4,530 

+315 

19.4 

Sources: Biuletyn Statystyczny, Central Statistical Office, Warsaw; and press reports. 

1/ Approximated by nonsocialist countries. 
Z/ Hay include some bilateral payments agreements movements. 

1980 
Estlma te 

-2,395 

-980 
7,630 

-8,610 
-1,415 

925 
-3,000 
-2,100 

660 

1, 995 

-200 
2,195 
8,195 

-6,000 

-400 

23.0 

1981. 
E:-;llmatc 

-2,500 

-500 
8, 775 

-9,275 
-2,000 
1,000 

-3,800 
-2,800 

800 

2,500 

-100 
2,600 
9,500 

-6,900 

26.0 
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Table 3; Position of Western Banks in Domestic 
and Foreign Currency Vis-a-Vis Poland ):./ 

(In millions of U.S. dollars; end of period) 

Liabilities Assets 

1975 508 3,870 

1976 643 5,442 

1977 384 6,791 

1978 822 11,732 

1979 15,000 2/ 

Source: Bank for International Settlements, 
Annual Report, from 1975/76 through 1979/80. 

1/ From 1975 to 1978 this covers the positions 
of the banks of the G-10 (Belgium -Luxembourg, 
France, Federal Republic of Germany, Italy, 
Netherlands, Sweden, United Kingdom,CCanada~ Jaoan, . . i::n..i:: arr1o<:oct1.1 an1; I 
and the United States) and Switzerland, as well as 
Far-East branches of ~.S. banks. In 1979 the position 
of Austrian, Danish, and Irish banks is included. 
Data provided by U.S. and Japanese banks are less 
precise than those of the other countries. 

2 According to the B.I.S., Poland increased its 
gross borrowing by approximately US$3.3 billion during 
1979. 
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February 5, 1981 

Poland--Country Note 

In Poland, today's political stirrings go hand in hand with an 
enormous economic mess. Its makings, to condense greatly, are the 
result of a centrally planned version of supply-side oriented policies 
implemented particularly in the first half of the 1970's. The idea 
was to use imported machinery and technology, paid for largely by 
external borrowing, to create new capacity and higher productivity. 
In the event, a substantial share of these imports were used ineffi­
ciently or not at all, and there does not appear to have been a sub­
stantial ripple effect from the more ~dvanced imported technology. The 
latter did, however, addict some factory managers to Western imports. 

Poland now finds itself with about US$23 million of gross medium­
and long-term external debt in convertible currencies, on which the 
interest amounts in 1980 may have been about US$2 billion. On a crude 
reckoning, debt service on all maturities of debt in 1980 may have been 
more than 85 per cent of current account earnings. The trade deficit in 
convertible currencies in 1980 was probably around US$1 billion, and the 
current account deficit (less reliably estimated) around US$2.4 billion. 
Poland probably borrowed in excess of US$8 billion (gross) last year. 

The convertible area trade deficit in 1980 was considerably smaller 
than that of 1979, although, partly as the result of stoppages and lost 
production associated with the volatile political situation, the result 
was far different from the small surplus which the Government had pro­
jected earlier in the year. National income too, rather than growing 
slightly in real terms, seems to have shown substantial negative growth. 
While investment growth had been planned to be negative (for the third 
year in a row), it was expected that industrial output would show modest 
real growth, and that this would be accompanied by a recovery of agri­
cultural output. Thi~ would have allowed a modest growth of national 
income, of about 1 1/2 per cent in 1980. In the event, production los­
ses associated with work stoppages and bad weather, resulted in sub­
stantial underfulfillments in both the industrial and agricultural 
sectors, leading to a second consecutive year of declining national 
income. The poor agricultural result and the political importance of 
food supplies in the current situation have necessitated further imports 
of grain and feedstock, 1 and the import bill for and feedstock 
this year will be about US$1.5 billion. There have been calls to~direct 
exportable meat to the home market, but so far this does not seem to have 
taken place. 

'""'-"'' Poland imports most of its oil from the Soviet Union. Crude oil 
imports in 1980 were probably around 17 1/2 million metric tons, in addition 
to which some petroleum products and natural gas are also imported. Poland 
is, however, a major world exporter of coal, more than half of which is 
sold to nonsocialist countries. Coal exports account for about a third of 
earnings from exports to nonsocialist countries. Obviously, interruption 
of coal production could have serious consequences for the balance of 
payments. 

1/ Imports of grain and feedstock probably exceeded 8 million tons 
and a million tons, respectively, in 1980. 
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Poland has appealed for help from other countries to help meet its 
debt servicing commitments, and to ameliorate domestic shortages, par­
ticularly of. food, on the domestic market. The Soviet Union has loaned 
Poland a large sum in convertible currency, said possibly to be as high 
as US$1 billion, and the Soviet Union and other CM.EA countries have also 
delivered food to Poland. The Soviet Union has said that further credits 
of US$1.l billion in convertible currency, and additional goods, will be 
made available in 1981. The EC agreed in December 1980 to supply food­
stuffs amounting to US$300.million at reduced prices, while the Federal 
Republic of ·Germany agreed to guarantee further credits of DM 230 million 
(net of DM 70 million included in the EC package). The American Govern­
ment has also been approached, but the attitude of the new Administration 
is not yet clear. Poland is the largest user of the U.S. Commodity Credit 
Corporation. 

The outlook for 1981 is, to put it mildly, daunting. The forecast 
trade deficit of US$500 million in convertible currencies is made on the 
assumption that the supply of exportables can be maintained along with 
restraint of domestic demand. If this is not the case, the trade deficit 
could widen unless a lack of credits sharply curtails imports. Exports 
will probably decelerate in line with world market conditions, but Poland's 
coal exports may provide a cushion. Imports are essentially assumed to be 
restrained to the level which would produce the desired improvement in 
the trade balance. With another year of sharply restrained investment 
expenditure, and, on the output side, a reasonable agricultural outturn 
and steady coal production, the forecast trade deficit seems possible, 
with the prospect of balance in 1982. Largely as the result of large 
interest payments, the current account deficit in 1981 is forecast to 
be slightly larger, at US$2.5 billion, than in 1980. Gross borrowing 
is estimated at US$9.5 billion, and external debt is estimated at US$26 bil­
lion. It seems doubt.."ful that the Government will be able to decelerate the 
growth of expenditures on food subsidies, or to end food shortages, since 
excess demand at the administered prices is very large. This in itself 
calls into question the 11optimistic 11 scenario for 1981 given above. If 
the political situation deteriorates further the 1981 outturn could be 
much worse. 
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Table J,. Poland: Selected Indicators 

(In per cent) 

1975 1976 1977 1978 1979 

National income!/ 9.5 7.5 5.6 2.8 -2.0 

Industrial production 10.9 10.7 8.6 5.8 2.8 

Fixed investment 14.2 5.8 2.5 -0.2 -8.2 

~Agricultural output -2.1 -0.7 -0.8 4.2 -1.4 

.. Consume.r prices 3.0 4.7 4.9 8.7 6.7 

Source: Press reports based on official statistics. 

1__/ Differs slightly from growth rates derived from United Nations, Monthly 
Ststistical Bulletin; at constant prices. 

0 

1980 
Plan 

1.4-1.8 

3.0-4.0 

-8.1 

9.4 

:1 

~l 
:.; 

" :1 
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Table 2. Poland: Ila lance or: l1aymcnts in Conver tiblc Currencies 1/ 

(In millions of U.S. dollars) 

Current account, excluding official 
transfers 

Trade balance 
Exports, nonsocialist countries (f .o.b.) 

"" Imports, nonsocialist countries (f.o.b.) 
Services and private transfers, net 

Services, credits 
Services, debits 

Interest 
Private transfers 

Capital account (all maturities) 

Credits granted'!:_/, and 
errors and omissions 

Credits received'!:_/, net 
Inflow 
Outflow 

SDR allocations 

Overall balance 

Memorandum item: 
Gross external debt (ir billions of U.S. 

dollars) end-period, medium- and long-term 

1976 

-3' 130 

-2,930 
4,439 

-7,369 
-200 

625 
-1,250 

-700 
425 

3,010 

-303 
3,313 
4,518 

-1,205 

-120 

1977 

-2,599 

-2,154 
4,875 

-7,029 
-445 

670 
-1,560 

-903 
445 

2,209 

-81 
2,290 
4,187 

4,897 

-390 

12.9 

1978 

-2,637 

-1,891 
5,491 

-7,382 
-746 

739 
-1,922 
-1,120 

437 

2,447 

78 
2,369 
5,488 

-3,119 

-190 

15.0 

1979 

-2,806 

' -8,044 
-1,118 

868 
-2 '4 71 
-1,570 

485 

3,121 

-209 
3,330 
7,860 

-4,530 

+315 

19.4 

Sources: Biuletyn Statystyczny, Central Statistical Office, Warsaw; and press reports. 

1/ Approximated by nonsocialist countries. 
2./ May include some bilateral payments agreements movements. 

1980 
Estimate 

-2 ,395 

-980 
7,630 

-8,610 
-1,415 

925 
-3,000 
-2,100 

660 

1,995 

-200 
2,195 
8,195 

-6,000 

-400 

23.0 

1981 
Estimate 

-2,500 

-500 
8, 775 

-9,275 
-2,000 
1,000 

-3,800 
-2,800 

800 

2,500 

-100 
2,600 
9,500 

-6,900 

26.0 



Table 3 . Poland: Foreign Trade 

ExEorts Imports 
Socialist Nonsocialist Socialist Nonsocialist 

Total countries countries Total countries countries 

(In millions of foreign exchange zlotys) 

1976 36,600 21,853 14,747 46,071 21,588 24,483 
1977 40, 748 24,552 16,196 48,558 25,206 23,352 
1978 44,685 27,310 17,375 50,938 27,579 23,360 

0 
1979 50,192 30,577 19,616 54,317 29,490 24 ,828 

1979 14,937 8' 959 5, 979 18,159 9,390 8,769 IV 

1980 I 12,657 6, 916 5,741 11,415 5,807 5,608 
II 14,048 7,863 6,185 15,060 8,469 6,591 
III 11, 966 6,798 5,258 13,894 8, 263 5, 630 

1 

1976 11,017 6,578 4,439 13,867 6, 498 7,369 
1977 12,265 7,390 4,875 14,616 7,587 7,029 
1978 14,120 8,630 5,491 16,096 8, 715 7,382 
1979 16,262 9,907 6,356 17,599 9,555 8,044 

1979 IV 4,840 2,903~ 1, 937 5,884 3, 042 2,841 

('· 1980 I 4,101 2,241 1,860 3,698 1,881 1,817 
....__.) II 4,552 2,548 2,004 4,879 2,744 2,135 

III 3,877 2,173 1,704 4,502 2, 677 1,824 

Sources: Biuletyn Statystyczny, Central Statistical Office, Warsaw; and Monthly 
Bulletin of Statistics, United Nations. 

1./ Exchange rates: US$. per f. e. zloty: 1976-77' . 301; 1978, .316; 
1979-80 .324. 

'-~ 



Table 4. Poland: Trade Balances 

(In millions of U.S. dollars) 

Socialist Nonsocialist 
Total Countries Countries 

1976 -2,850 80 -2' 930 
1977 -2,351 -197 -2,154 
1978 -1,976 -85 -1,891 
1979 -1, 337 352 -1, 688 

0 1979 III -1,044 -139 -904 

1980 I 403 360 43 
II -327 -196 -131 
III -625 -504 -120 

Source: Table 



r 

Table 5. Poland: Trade Balance by Sector 

(In billions of U.S. dollars) 

1976 1977 1978 1979 
Convertible 

Total currencies 

Fuels and power 0.59 0.31 0.12 -0.27 0.74 

Metallurgy -1. 39 -1. 20 -1.01 -0.98 -0.35 

0 Engineering -1.01 -0.37 0.06 1.49 -0.19 

Chemicals -0.54 -0.61 -0.70 -0. 96 -1.10 

Paper and wood -0.06 -0. 04 0.01 0.09 

Consumer goods 0.42 0.44 0.66 0.63 0.10 

Foodstuffs 0.22 0.02 0.14 0.07 

Farm products -0.85 -0.69 -0.94 -0. 96 -0.91 

Source: Press reports based on national statistics. 
q. 

0 
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Table 6. Poland: Fuel Imports and Exports, 
by Main Commodity 

1976 1977 1978 1979 1979 1980 
Jan. -Oct. 

I. Volumes 

Exports 
Coal, hard (million tons) 
Coal, brown (million tons) 
Coke (million tons) 
Synthetic fuels and 

petroleum products 
(million tons) 

Imports 
Crude oil (thousand tons) 
Synthetic fuels and 

petroleum products 
(thousand tons) 

Natural gas (mill _n M3) 

II. Values 

Crude oil imports (billion 
foreign exchange zlotys) 

q. 

Socialist countries 
Nonsocialist countries 

Crude oil imports from non­
socialist countries 
(billion U.S. dollars) 

Hard coal exports (billion 
foreign exchange zlotys) 

Socialist countries 
Nonsocialist countries 

Power and energy 
Exports, f.o.b. 
Imports, f.o.b. 

Balance (billion 
foreign exchange 
zlotys) 

Balance (billion 
U.S. dollars) 

38.9 
30.8 
3.1 

2.7 

15,095 

3,216 
2,510 

6.61 
-4.65 

1. 96 

0.59 

39.3 
33.9 

2.7 

2.2 

16,414 

3,326 
2,549 

6.67 
-5.64 

1. 03 

0.31 

40.1 
33.3 
2.1 

1. 9 

16,615 

3,418 
2,759 

4.5 
3.5 
1. 0 

0.3 

5.5 
2.3 
3.2 

6.94 
-6.54 

41.4 
29.7 

2.1 

1.5 

16,698 

3,891 
2,753 

5.3 
3.8 
1. 5 

0.7 

5.8 
2.5 
3.4 

29.8 
23.6 
1.5 

1. 2 

12,370 

2,457 
3' 005 

7.50 5.48 
-8. 30--.-~ -5. 53 

0.40 -0.80 -0.05 

0.12 . -0.2? :-0.02 

Sources: Biuletyn Statystyczny, Central Statistical Office, Warsaw; IMF, 
International Financial Statistics; and unpublished reports. 

28.2 
10.9 
1.4 

1.4 

12,923 

2,477 
3,936 

6.48 
-7.61 

-1.13 

-0.37 
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Table 7. Poland: Grain and Feedstock Imports 

1976 1977 1978 1979 

(In millions of metric tons) 

Volumes 

Wheat 
Barley 
Corn 

Total grain l_/ 

Feedstock 

Values 

Grain 
Seed and feedstock 

Total 

2.3 2.6 
0.7 1.3 
0.2 0.9 

6.2 5.8 

1.1 1.2 

(In millions 

782 
199 

981 

613 
282 

895 

Source: Press reporis based on national statistics. 

1/ Includes sorghum, rice, and seedgrain. 

of 

2.3 
2.4 

7.4 

1. 2 

U.S. 

745 
272 

1, 017 

2.9 
1. 5 

7.3 

1.4 

dollars) 

922 
369 

1,291 
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Orig: Mr. Mohammed 
cc: MD 

DMD 
Mr. Wh" 
Mr. Van Houtven 

INFUND PARIS 

INTERFUND PARIS, OCTOBER 20, 1980 

INTER FUND 

~JASHINGTON DC 

FOR IMMEDIATE DELIVERY 

----------------------
MR. MOHAMMED 

CC: MANAGING DIRECTOR 

DEPUTY MANAGING DIRECTOR 

MR. WHITTOME 

FOR YOUR INFORMATION PLEASE FIND HEREWITH EXCERPT 

CONFERENCE IN FRAN~HE SIGNING OF CREDITS 

::~:~:~~-:::~~~~~-~~ ON OCTOBER 10, 1980 

QUESTION 

FROM PRESS 

FOR THE 

I WOULD LIKE TO ASK WHETHER THE PEOPLE'S REPUBLIC OF POLAND 

HAS STARTED TO CONSIDER THE QUESTION OF JOINING THE IMF AND 
THEN HAS BEEN WHISTLED BACK. 

MINISTER KRZAK 

--------------
AS REGARDS THE INTERNATIONAL MONETARY FUND, I CAN SAY THAT WE 

ARE STUDYING THIS ISSUE. ONE HAS TO TAKE INTO CONSIDERATION, 

HOWEVER, THAT POLAND IS A MEMBER OF THE COUNCIL FOR MUTUAL 

ECONOMIC ASSISTANCE OF THE SOCIALIST COUNTRIES. AND INTEREST 

IN THE FORMER ISSUE WILL HAVE TO TAKE THE INTERESTS OF THE 

COMMUNITY OF THE SOCIALIST COUNTRIES INTO ACCOUNT. IN THE 

SOCIALIST COUNTRIES A SPECIFIC, COMMON PAYMENTS SYSTEM IS IN 

OPERATION. JOINING ' THE INTERNATIONAL MONETARY FUND HAS POSITIVE 

AS WELL AS NE.GATIVE ASPECTS. WE ARE NEVERTHEL ESS DI SC US SI NG 

THIS ISSUE AND KEEPING IT UNDER CONSIDERATION. BUT WE ARE NOT 
YET READY FOR A DECISION. 

REGARDS 

GU ETTA 

INFUND PARIS 

0 
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TO 

FROM 

SUBJECT: 

., 

Of /ice Memorandum 

Mr.Whi~ 
Geoffrey Tyler~-, 

Poland 

DATE: September24, 1980 

You may be interested in seeing the document that the Poles provided 
to the consortium for the recent $300 million loan. It has been given·to me 
on a confidential basis by Mr. Guenther of City Bank. 

Attachment 



September 5, 1980 

mieu staffing requirements allaw it I should like to see a paper assess­
ing the 1:'olish economic situation aud external debt situation. I should also be 
most int.er.ested fr1 a ptece which sought to explain why the socialist econor,1les 
seem to have been rtmning into difficult:ies at the. smnf~:'..time as, or perhaps slightly 
:ln advance of:s the western economies. 
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Off ice Mem ora11dv1~ m 
CONFIDENTIAL 

TO Managing Director DATE: September 3 > 1980 

FROM Jan-Maarten Zegers 

SUBJECT : Poland 

Yesterday, September 2, 1980, I met with Mr. Antoni Czarkowski, Deputy 
Director, Department of International Organizations, Foreign Ministry of 
Poland, who wished to explore with me aspects of possible Polish membership 
in the IMF. I have been on friendly terms with Mr. Czarkowski for some years 
as he was Minister Plenipotentiary in the Polish Permanent Mission to the United 
Nations in New York prior to his present assignment. He is currently attending 
the Special Session of the UN General Assembly. 

Mr. Czarkowski said that the subject of Poland's membership in the IMF 
has been discussed internally over the years but that the matter is now under 
active consideration. No decision has been· reached but in his judgment such 
a decision--one way or the other--could be· expected at an early date. Recent 
events in Poland and.in particular recent Government reshuffling meant that new 
personalities would have to be included in the decision. 

Mr. Czarkowski indicated that recent events and in particular the economic 
and financial.causes as well as consequences of the strikes have made the issue 
of membership even mare relevant. He suggested that access to Fund resources is 
considered a very attractive proposition and that, in case of a positive decision, 
Poland might wish to develop gradually a rather active financial involvement 
with the Fund. He also speculated on the effect Fund membership might have on 
Poland's borrowing potenti~l elsewhere. 

There was some discussion of Poland's current economic problems and how 
its case history showed· similarities to that of other cases in whi.eh the Fund 
has been involved. Membership in the World Bank was also meationed· to me as -well 
as to my World Bank colleague (in ·a s·eparate conversation). There :ts·, however. 
some doubt whether Poland would qualify for World Bank loans, 

Mr. Czarkowski also went into the political constraints relati_ng to the 
Soviet Union but did not seem: to consider these constraints deeis~ve, 

I provided Mr. Czarkowski with some general information on applic3tion 
procedures. 

It·was agreed that I would report on the conversation, which lasted for 
about one hour, to Fund Management and the Director of the European Department 
and that I would stress "the informal and exploratory nature of the discussion :is 
well as its strictly confidential character. 

cc: Deputy Managing Director 
~1r. Wh:it tome 

•. 



CONFIDE~"TIAL 

N:E!.'10R.At'\i"DUM FOR THE FILES 

Subject: Hungary and PolalL~ .. 
Mr. Whittome has decided that it would not be useful to visit 

Poland at present and he would want to visit the two countries 
trip. Therefore, for the moment he is postponing both visits. 
sult, he does not want briefing papers prepared. 

Geoffrey Tyler 

cc: 1'1r. Whit tome 

'-;. .. 

in the one 
As a re-
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CONFIDENTIAL 

June 10, 1980 

MEMORA.t~Dill1 FOR FILES 

Subject: Eastern Europe 

When Mr. Whittome called from Basel yesterday he mentioned 
that: 

1. Mr. Bogoev had told him there was a fifty-fifty chance 
that Yugoslavia would seek further Fund help in October and 
Mr. Whittome had replied that we should discuss the matter further 
at the Annual Meeting. 

2. He had, through the Hungarians, met the Poles and it 
was clear that he must pay a visit to both countries in the fourth 
quarter. He asked me to warn Mr. Tyler that he would in due cou~se 
need to be briefed. 

Brian Rose ';;,q... 

cc: Mr. Tyler 
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Memorandum for the files 

Subject: Hungary and~ October 16, 1979 

Mr. Charles Menil of the Economist rang from London. He said that he 

understood from Hungarian diplomatic sources that Hungary was planning to apply 

for membership in the Fund next March after the Communist Party Conference. He 

asked me .if there was any substance in this. I said that I knew nothing about it 

and that in any case I did not work on Hungary. Mr. Menil then said that he also 

understood that a representative of the U.S. Department of CoIIllilerce was now in 
. ..--.... 
i I 
,/ Poland in connection with the forthcoming application to the Fund planned by that 

I.-" 
. - ,/ 

country. Again I said that I knew nothing about such a trip. Mr. Menil then said 

that he would try further members of the staff regarding the information which he 

had received. 

cc: Mr. Whittome 
Mr. Tyler 
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GATT /AIR/1580.' . . . . ~, ?: ~~~,i~:. 30 AUGUST 1979 .. 

SUBJECT: ~GREEMENf .·•BETWEEN.FI~L~:~b'AN~· ... ·.· 
1. AS INDICAT~D AT THE.JULY 197~ MEETING.OF THE COUNCIL 
(C/M/134) AND FOLLOWING CONSULTATIONS _WITH DELEGATIONS, THE 
FIRST MEETING OF THE WORKING·PARTY ON THE AGREEMENT BETWEEN 
FINLAND AND POLAN~ WILL SE HELD DURING THE WEEK OF 
24 SEPTEMBER 1979,·AFTER THE PRECEDING MEETING OF THE WORKING 
PARTY ON THE AGREEMENT BETWEEN FINLAND AND THE GERMAN.DEMOCRATIC 
REPUBLIC HAS TERMINATED ITS WORK. THE.MEETING ~ILL BE HELD IN 
THE CENTRE WILLIAM RAPPARD. 

2o. COPIES OF THE TEXT OF .THE AGREEMENT HAVE BEEN CIRCULATED 
TO EACH CONTRACTING PARTY WITH DOCUMENT L/4652. THE T~R~S 
OF REFERENCE OF THE WORKING PARTY ARE SET OUT IN oocu~ \ 
MENT L/4669/REV,l •. THE QUESTIONS SUBMITTED BY CONTRACTiNG 
PARTIES AND THE PARTIES' REPLIES ARE CONTAINED IN 
DOCUMENT- L/4786 ~ 

3. RECENT TRADE STATISTICS, TO BE SUPPLIED BY THE PARTIES TO 
THE AGREEMENT, WILL BE CIRCULATED SHORTLY. 

4. MEMBERS OF THE WORKING PARTY AND OTHER CONTRACTING PARTIES, 
ASSOCIATED GOVERNMENTS AND INTERGOVERNMENTAL ORGANIZATIONS 
WISHING TO BE REPRESENTED BY OBSERVERS ARE REQUESTED TO ADVISE 
ME AS .EARLY AS POSSIBLE OF THE NAMES OF THEIR REPRESENTATIVES. 

O. LONG 

-18· 
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UNITED NATIONS 

!}62561 
NATIONS UNIES 

POSTAL ADOFiESS-AORESSE POS'tAL.E VNliEO NATIONS, N,V, \0017 

CA'lLE J\.OO"t~s5-ADRES$E TELECRAPH!QUE> UNATIONS NEWYORK 

•mmcE c.N .175 .1979. TREATIES-3 28 August 1979 

VIENNA CONVENTION ON SUCCESSION OF STATES IN RESPECT OF TREATIES 
CONCLUDED AT VIENNA ON 23 AUGUST 1978 

SIGNATURE BY POLAND 

Sir, 

I have the honour, upon instructions from the Secretary-General, to 

inform you that, on 16 August 1979, the Vienna Convention on Succession 

of States in respect of Treaties, concluded at Vie~na on 23 August 1978, 

was signed on behalf of the Government of Poland .• 
'''< .. , ,,/'/ 

Accept, Sir, the assurances of my high~st consideration. 

John F. Scott 
Director, Office of the Legal Counsel 

in charge of the Office of Legal Affairs 

Sent to the Ministry of Foreign Affairs 
of Member States 

ORIG: UN REP. 
CC: MD 

DMD 
LEG 
RES 
ETR 
SEC 

..]lIR-
MR. BHAGWAT 
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TO 

FROM 

SUBJECT: 

Of /ice Memorandum 

~-
Mr. Whi~me 

Geoffrey Tyler L'., l 
Hungary and Poland 

C: i'd ·t-V"'r;:;::::!f 

CONFIDENTIAL 

DATE: August 24, 1979 

I had lunch yesterday with Mr. John Huber who looks after Eastern European 
matters at the Exim Bank. He has just returned from a visit to the area with 
Mr. Morre, the Exim Bank head. The trip included visits to Hungary, Poland, and 
Yugoslavia. He made a number of comments on attitudes of these countries to Fund 
membership and related matters. While the points will_not be new to you, it may be 
worthwhile mentioning them to you. 

He said that at the working levels, both Hungary and Poland appeared very 
much in favor of Fund membership. Mr. Huber's view, based on his discussions with 
officials at the National Banks, is that the only remaining requirement is a polit~ 
ical decision at the highest lev~l. He does not expect that a decision will be 
made this year but thought that one would not be unlikely in 1980. He surmized that 
the Soviet Union would not take a position on any decision that the two countries 
might make, although he thought that .the top politicians in the countries would no 
doubt try to guess what the Soviet Union would prefer. 

The Hungarians told the Exim team that they originally had received an 
invitation from the Yugoslavs to send representatives to Belgrade at the time of the 
Annual Meeting. Subsequently, however, the in~itation had been withdrawn. This was 
allegedly a big disappointment to the Hungarians who said they had no idea why the 
turnaround occurred. They wondered whether the Chinese had had anything to do with 
the Yugoslav decision. In a subsequent conversation with Mr. Kostic, the Yugoslav 
Federal Secretariat for Finance, Mt:; Morre raised the matter', but the former made no 
comment. 

In discussions with the Poles, the Exim representatives were told that the 
Soviet Union had been providing Poland with convertible currency loans needed to re­
pay some maturing debt. However, the Soviets' have ·not given a single large loan 
but have been doling out smaller amounts to cover particular maturities as they arise. 

Officials at the National Bank of Hungary·are anxious to persuade the 
Hungarian Government· to permit more publication of economic data and apparently 
asked Mr. Huber to give them any documentation that would support a case for more 
publication. 
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:9 Qllice Memorandum 
'c : 11 

:t'J"..iR-&~ 

TO 

~· 

Mr. ~me ... DATE: August 10' 1979 
... 

FROM Geoffrey Tyler ~l 
SUBJECT: Poland and the Fund 

You will remember that Mr. Gardner of the Information Office had asked 
whether I would speak to a Mr. Barry, who is a Deputy Assistant Secretary in the 
Bureau of European Affairs at the State Department. You agreed that I could see 
him but asked me to clear the matter with Mr. Cross. After speaking to the latter, 
I agreed with him that I would not have a meeting with Mr. Barry until Mr. Cross 
had been able to look into the matter himself. 

~ Mr. Barry rang me this morning. I explained the understanding that I had 
with Mr. Cross and asked whether clearance for a discussion had been obtained. 
Mr. Barry said that he was not aware of any such clearance and I said that in the 
circumstances I was not able to go any further at this stage. I asked whether he 
would like me to speak to Mr. .Cross again but he said no and mentioned that the 
matter was being pursued by Mr, Solomon and Mr. Cooper, Mr. Barry asked me one 
question, namely whether membership by Poland would involve a payment in hard 
currency. I said that it was normal-practice for any new member to pay 75 per 
cent of its quota in domestic currency and the remaining 25 per cent in convertible 
currency. 

Unless you suggest otherwise, I propose taking the view that I have abided 
by my agreement with Mr. Cross and there is, therefore, no reason to refer the 
conversation to him. 

' 
.(.. 
•' 
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Office Memorandum 
~.j ~ 6! Sl1\>1 

}. DATE: July 30, 1979 
~:» .. " ~') f..<1-"~tv - .. 

TO 

FROM 

/ 

Mr.: Whitt~ 
Geoffrey Tyler S"j tl, ,; 

SUBJECT: Poland and the Fund 

Mr. Gardner of the Information Office rang me to say that he had had 
some.discussions with a friend, Mr. Barry of the Bureau of European Affairs 
in the State Department. The latter has apparently had several conversations 
with the Polish Ambassador and he has been asked repeatedly about the possibili­
ties of Polish membership in the Fund. 

. I told Mr. Gardner that I saw no reason why I should not see Mr. Barry 
'and suggested that he get in touch with me to arrange a time. However, I 
pointed out that there was not too much regarding Eastern European membership 
in the Fund that I could speak about that was noe a matter of public record. 
I said that Mr. Barry should be aware that I would not be able to talk to him 
about any matters that were confidential. 

(' k :,.r l'-.::. 

L~t .• Y 
~ tt-k 

t:.<-n""'-.c. v 
v 
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TO 

FROM 

SUBJECT: 

Mr. Gardner of the Information Office rang me to say that he had had 
some discussions with a friend, Mr. Barry of the Bureau of European Affairs 
in the State Department. The latter has apparently had several conversations 
with the Polish Ambassador and he has been asked repeatedly about the possibili­
ties of Polish membership in the Fund. 

I told Mr. Gardner that I saw no reason why I should not see Mr. Barry 
and suggested that he get in touch with me to arrange a time. However, I 
pointed out that there was not too much regarding Eastern European membership 
in the Fund that I could speak about that was not a matter of public record. 
I said that Mr. Barry should be aware that I would not be able to talk to him 
about any matters that were confidential. 



........--.... .. · 

June 18, 1979 

MEMORAli!DUl.f. FOR FILES .. -~ ,,.. ,, ' - , .. c.. 

Subject: Poland - Viai t by Mr. ,I:r;:ving Friedl'!l~n 

Mr. Fried.t.;i.a11 visited me ~oday tQ .discuss ~ol~nd. He is to 
vi~it the countey for the first ~.t;.~e )~,ij.d has .beeIQ, invited .to give 
lect~rcs at the Academy of Eco~qmi~$~. U~ wanted tq talk about Poland 
gen~r~lly and was not overtly :i.z:ite:i;-eE!ted 1!1- th~ $TJbject of possible Polish 

. memb?rship •.. - In fact~ he did nqt .. ~a,:i,se .t;he ~qbject eycan ~ndirectly. He 
wouder~d whether the .Fund vis1-1;;e:c! .l;.QJ,a,nq _.~l}'-L.l; told .~im. that our only 
contact? wfir~ quite casual OYH?i;J .• .!?llti ,f;_b.atJi~ ditj, .not send any missions to 

. the country .or to other no:runeml].e1fa •...• ~,. .. .. .. .. · 

Hr. Friedman said that City Cqr:gqratiqs:~ .hae been employing 
people f 1f:b~ Poland for about o~erLye<'!,r Qye.r the .. lat:¥t three years or so. 
He sai~._ tlm:t the people sent tq _N~·w ."i9:rk,.'tla4.J:ie@i!'l. v~:i;-y c;!Ompetent • 

. . . . He said th st. the bank~ expert _QI!. Ea:<ftet:n Em;ope for a n~ber 
of years·;.· a Mr. Brunst, is rettn::n:i."Qg .tQ t.;h~ .l!En~ \(or.ls. of:l;:icc and·· suggested 
that if might be useful for hirLtQ v::ts~.t; JoJ.ish.ingt;.0,1}.~ .. /I _said that I would 
be h.8.ppy to see him if he were A,oWIJ, .. h~re.~ .. _ , . . · 

;,,,.- ' 

G. Tyler 

cc~ Mr. Whittome (o/r) 
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MEMORANDUM FOR THE FILES 

Subject: Poland--Economist Article 

A Mr. Merrel)who had eari:lier spokex; to Mr. We,+;nJra,ng m7 fr~II! London 
to speak about Poland. He referred to tlie art:i:cle tha.t the Economrs.t +:s. pro.,.. 
posing to publish and had some questions regarding what quota Poland might obtain 
in the hypothetical event that it rejoined the Fund, I did no more than tell him 
that for any new member the question of quota was a matter of negotiation between 
the new member and the Fund. · 

Sl 
"' ( I 
"-../ Geoffrey, Tyler 

.- ' 

cc: Mr. Whit tome \,/ 
Mr. Wein 
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MEMORANDUM FOR FILES 
.. 
YSubj ect: Poland 

A Mr. Charles Merral of the Economist rang from London. 
He is preparing a piece on the possibility of Poland joining the 
Fund, and was interested in any complications or special problems 
which may have come up when Romania joined. He wanted to know, for 
example, if tacit approval by Moscow had been a factor in the negotia­
tions. I said that before any country joined the Fund, there were 
membership negotiations, and that this had been true for Romania 
also; but I declined to comment further. 

Mr. Merral was interested to know whether our consulta­
tions with the Romanians since membership entailed detailed talks, 
or if they were actually rather superficial (his word). He wondered 
if Romania took Fund policy advice. I said I thought that our dis­
cussions with the Romanians were .. certainly not superficial, and that 
we commented on a number of subjects. As to whether or not the 

~ Romanians found our talks·with them useful, he would have to ask 
the Romanians •. 

Mr. Merral said that a Mr. Veloolian (I'm unsure of the 
spelling), who was a leading thinker on external economic policy in 
Poland was now advocating membership in the Fund, and wanted to know 
if any recent contacts had taken place between the Fund and Poland. 
I said that such coilllllunications, if they did take place, would pro­
bably be at a high level, and that'! would not necessarily know of 
them. 

Mr. Merral asked if he could stay in touch, which suggests 
to me that he thinks the.Polish issue is a live one. 

cc: Mr. Whittome ../ 
Mr. Evensen 
Mr. Tyler 
Ms. Williams 

~:ls Wein 

flll_J ' ),, wvh 
?(lt1.~~ 

5/JI 
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Of /ice Memorandum CONFIDENTIAL 

TO Mr. Whitt/ rW r DATE: April 20, 1979 

FROM C. Williams W' 

SUBJECT: Polish Loan--Information Memorandum 

Subsequent to my memorandum of March 19, 1979, a banking contact has 
sent me the attached on a confidential basis with the request that its circula­
tion be strictly limited. This memorandum was prepared from information provided 
by the Bank Handlowy w Warsawie S.A. in connection with the arrangement of a 
proposed US$500 million Eurocurrency loan to help finance Poland's economic 
plan for 1979. As press reports have indicated, the memorandum contains data 
and information that up to this ti.me have not been available for most CMEA YI 
countries, w:!,th the exception of information provided to various official leaders. 
For a brief Sllrri~eyJ of the memorandum, the most interesting data and information 
on recent economic developments, prospects, and the program supporting the loan 
proposal are found rbn the following pages: · · . 

--p. 3: Terms and conditions of the loan. 
--pp. 5-7: The role of the Bank Handlowy in financing foreign trade 

and in the export promotio.n program; a descript"ion of the shift in official foreign 
. borrowing strategy toward substituting bank credits for connnercial credits in order 

to lower import costs. 
--pp. 15-16: The nature and role of planning and the new economic and 

financial system. 
--p. 17: The obJectives of development strategy, 1970-1976. 
--pp. 37•38: Economic developments, 1971-1978; and stabilization policy, 

1976-1978. 
--pp. 39-41: 1979 Plan. 
--p. 42: Actual balance of payments with the convertible area 1970-77; 

detailed tables on foreign trade are found on pp. 28-34. 
--pp. 43-44: Projected balance of payments with the convertible area 

and foreign borrowing strategy, 1979-1985. 
--p. 44: Total medimn- and long-term debt at end-1978 and its maturity 

distribution. 
--p. 48: Financial incentives for export promotion, a key part of the 

stabilization program. 
--p. 28: The official and connnercial exchange rates for the zloty are 

determined by the National Bank of Poland with reference to a basket of currencies, 
and the rates are changed whenever the value of the basket moves by 1 per cent. 

The ability of the Polish authorities to achieve the desired degree of 
domestic and external adjustment appears to hinge on several key elements of the 
program and certain exogenous factors. Since increases in production are to 
come from productivity advances alone, it is not clear that the planners will 
be able to improve efficiency sufficiently, particularly since they also have 
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recentralized investment decision-making and regard this as essential in order 
to increase the share of investment going to housing and the production of 
consumer goods. At the same time, policy-makers seem more willing to experiment 
again with reforms, in contrast with 1975-76 when their response to stagflation 
in the West and their own internal problems was to revert to reliance on a:::_ 
traditional centrally planned model. 

, The program also relies on imports remaining flat in 1979 and 1980 / 
and on increasing the share of imports from socialist countries. This may be 
difficult if poor harvests require higher grain imports, which, in any case 
remain substantial in order to increase supplies of. meat. In addition, slow 
growth of imports will be_miet.tin~ihf:~icult to live with after 1980 due to the 
negative consequences for/growth, which in the short run may not be serious 
since there is some excess plantcapacity and a large supply of equipment already 
in the pipeline. Reliance on increased imports from socialist countries may 
not provide a sufficient cushion. For example, 98 per cent of crude oil consumed 
in Poland in 1977 was imported, of which 80 per cent was purchased from the 
U.S.S.R. If difficulties in Soviet oil production in the 1980s result in a 
levelling off or in a decline in Soviet oil exports, Poland may be forced to 
import large amounts of more expensive oil from OPEC or the West. This 
will not be aproblem in the next two years; in fact, the U.S.S.R. recently 
has agreed to export more oil to Poland at well below the world price. 

:Finally, the program assumes that the growth of exports to the 
convertible area will-average some 11 per cent_in U.S. dollar terms in the next 
four years. While this does not seem overly ambitious, success depends on the 
following: increases in world prices of coal (which are not likely until the 
mid-1980s) and copper; increases in coal production in the face of capacity 
constraints and rising domestic"demand; greater diversification of exports to 
the West, where markets may be difficult to penetrate and trade restrictions may 
inhibit trade; and effective implementation of new schemes for export promotion. 

cc: Mr.· Tyler 
Mr. Wein 
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TO 

FROM 

SUBJECT: 

Of /ice Memorandum 

Mr. Whitt~ 
C. Williams ~ 

Pc:ilish Loan 

DATE: March 19, 1979 

As you suggested, I had a conversation with Mr. F. M. Graebner, 
Vice President at F.irst Wisconsin National Bank of Milwau~, about the 
new loan for Poland. He was not sure if all the information provided to 
the banks will be made public. but offered to send a copy of the loan pros­
pectus ,-~ili.e- ciat:a:·-;,1iil:iiiiIFtea~of The--PoT:ish--authorid.es·, -and -the .. finaf versiol'1 
of a paper ontlie-PoTisff-economy"prepa:red~oy Mr:-G:-E:Ic:liler ·arthe -Bank·-.o-f 
America, the agent bank for the loan. 

According to Mr. Graebner, as of March 15, the proposed US$500 mil­
lion Polish l?an had been oversubscribed as bankers had already offered 
US$650 million. One reason was the managing banks' desire to avoid the 
problems associated with last year's loan to Poland when only US$250 million 
was offered for the proposed US$500 million loan. In the case of the new 
loan, the underwriters decided to go in heavily to ensure that the full 
amount would be raised. Therefore, 12 banks (including Bank of America, 
Bankers Trust as the lead manager, Chemical Bank, Manufacturers Hanover, 
Citicorp, and Lloyds International) underwrote the loan for US$35 million 
each, agreeing to go in for equal portions. This meant that at least 
US$420 million was committed when the loan negotiations were concluded in 
January. A second reason for the apparent success of the loan is its 
profitability to participating banks. Third, bankers were impressed by the 
amount of data and information provided by the Polis~ authorities, which up 
to this time is without precedent for any CMEA country, including Hungary. 
Fourth, they were pleased with the austere program adopted by the Polish 
Government, which was supplemented by projections through 1985 of external 
debt service, scheduled debt repayments, the convertible balance of payments, 
and the main macroeconomic aggregates. Finally, the fact that the authorities 
succeeded in cutting the level of imports in the last two years had made a 
very favorable impression. 

The seven-year loan carries a split spread over LIBOR of 1 1/4 per 
cent for the first two years~, and 1 3/8 per cent for the remaining five 
years. The management fee is 1 per cent and there is a prepayment penalty 
of 1/4 per cent. There is a. grace period of 3 1/2 years after which repay­
ments are to be made in equal semi-annual payments. Mr. Graebner expected 
that the loan would be signed in April and the full amount was to be drawn 
within three months of· the signing. If the latter is true, the banks will 
not be able to exert much leverage except insofar as future credits are 
required. Therefore, bank monitoring of economic developments and of 
stabilization policy, as described by the ~ew York Times, will not be 
similar to that undertaken by the Fund in upper credit tranche stand-by 
arrangements, unless. additional credits are needed. 
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Among the data provided, Mr. Graebner highlighted the following: 
Total convertible debt outstanding (including short-term) at the end of 
1978 was US$15.3 billion, or US$14.i billion excluding credits to other 
countries. 1/ Imports from the West are projected to decline to US$6.9 bil­
lion in 1979 and to remain at about US$7 billion in 1980. Convertible 
exports :?:_/ are expected to expand by US$1 billion per annum in the next 
two years so that balance in the trade account would be achieved in 1980. 

cc: Mr. Tyler 
Mr. Wein 

1./ Data on debt include a breakdown of medium- and long-term loans by 
currency. 

J:../ Five per cent of total ?olish exports are sold for convertible currency 
to other CMEA members. 
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I had lunch today with Mr. Huber of the Exim Bank, who is concerned 
with that organization's dealings with Eastern European countries. He visited 
Hungary with Mr. Blumenthal late in 1978 and took part in discussions earlier 
this year with the Minister of Finance of Hungary and with Mr. Fekete when they 
visited Washington. He will be going with the President of Exim for a visit 
to Hungary, Poland, and Romania later in the spring. 

With respect to Hungary, negotiations for a borrowing arrangement with 
Exim are well advanced. The remaining obstacles have to do with guarantees for 
borrowings by enterprises and the supply of information. The National Bank will 
guarantee loans but its legal status does not equate such guarantees with govern­
ment guarantees. However, apparently the Government is willing to form.ally under­
take that the "owners of the borrowing enterprises" will also guarantee the 
loans. Since the Government is the owner, this formula would provide a govern­
ment guarantee. As far as the information question is concerned, Exim is parti­
cularly concerned to have adequate data on foreign debt. Mr. Huber said that, 
although the National Bank has published foreign debt data in the prospectuses 

. for its various foreign borrowings, the information has covered only medium- and 
long-term loans made on the open market. The data have not covered short-term 
borrowings in the Eurodollar market, which are of the order of $4-5_~illion. 
The Minister of Finance gave an undertaking in an aide memoire to use his best 
endeavors to have the information provided. Nothing further has developed as 
yet. For the moment, it seems that the amount of Exim money being discussed 
is only some $20 million, and the projects mentioned for using the above amount 
are quite small. Mr. Huber presumed that the reason for the relative lack of 
interest at the moment is the cutback in imports that i.s taking place this year 
to reduce the current account deficit in convertible currencies to about 
$0.6 billion, compared with that of $1.0 billion in 1978. 

I asked Mr. Huber what he knew about the arrangements that have been 
reported with respect to the supply of data to commercial banks lending to 
Poland. Re said that in January a group of 14 banks that were arranging a 
$500 million loan for Poland met in Warsaw. At that time an aide memoire 
was apparently drafted, of which Mr. Huber had some understanding. However, 
the printed version is not yet available and he said that it was not clear to 
him whether the section dealing with information implied merely the supply of 
data, especially foreign debt, or whether it implied a monitoring system similar 
to performance criteria which could in some way intEfrupt the supply of funds. 
He said that so far 11 of the above 14 banks had agreed to underwrite $35 million 
each. He also said that the $500 million was unlikely to be the total amount 
that Poland would want this year. 
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As you requested, I called Mr. Bill Hawley at Citibank. Mr. Hawley 
did not himself have much information readily at hand, but will make enquiries 
and call me again. Citibank is rather decentralized, and responsibility for 
the negotiation and the marketing of this loan rest with Citibank's Vienna. 
Office (a Mr. Victor Brandt, I think). Mr. Hawley thought that the main data 
promised to the banks by the Poles, that is not already available, relate .. to 
the balance of payments. 

Attached are three press clippings relating to the proposed loan. 
In brief, the Poles are seeking $500 million at better terms than the margin of 
1 3/8 per cent to 1 1/2 per cent over LIBOR that they are paying on their last 
major Eurocurrency loan. The most interesting feature of the loan arrangements 
is that the group of 14 banks will "monitor" in some sense the performance of 
the Polish economy. The analogies that the N.Y.T. and F.T. seek to draw between 
this "monitoring" by the banks and the Fund's relations with member countries 
are, presumably, rather farfetched. 

Attachments 

cc: Mr. Tyler (on return) 
Mr. Wein 
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• : +0 I4 · ··. ·· ,.,. r . · .. :·!11-1:" R~~!l~~~'>: 
n:': iA.R!AN~ KRZAK, · ih;) 

. Polish . First · Deputy Fin'ance 
:Minister, bas confirmed that 
Poland is seeking a l'ong-term 

,,,--...., Eurocurrency loan of at least. 
\_,! $!100m for . "general . economic . 

· purposes'\ and is _prepared. to 
· · satisfy as far as possible :Westel'IJ · 

banks~ requests ·~or; detailed 
jnformatlon' . · :: :.: ·• ... ::, : .. 

ln .·an . interview ... with ., the 
Financial Times Mr •. Krzak said 
that Western banks are showing 
considerable interest in .the 

. iyndication . and that he was 
travelling to Frankfurt this week. 
with .. representatives-. of ,Bank 
Handlowy to. discuss· the.· loan. 
He made clear that Poland is: 
looking for a spread in the region 
of i to 1 per cent over. Libor ... : 

· Mr. Krzak said it was too early, 
to say who would be the leaders 
of the consortium. "I know that 
some of the world's foremost, 
hanks would like to be among 
the loaders," he said, and he 
menfiOiieirThat the Jt!nl>. Af 
Amerisg. ·was being, consfdered. 

Xsked abot!l providing •com-
. . . .- - ~-

. ~ • .. ' ... ·: •·. ... . ·;., ~ ,' : ~.: ~ • '![!~~ .--~~ 

prehens1ve ,, data ·1 • .on .. :Poland's 
hard-currency debt; the deputy 
Minister said: "We .shall try and 
satisfy the curio.sit)· of the banks , 
to the ·greatest degree possible .. 

.. In. this .context; he mentioned· 
last January's· $250m loan ·for: 
Poland's copperTnifi.isfry,. ,wlieie l 
the· terms allowed Western lend- ! 

.ing . hanks " on-site · inspection i 
rights,.: and: .. more information i 
than is· usual in East European! 
loans. ·.Polancl, he said, wu at a i 
crucial m()ment is . regards ,its : 
,balance of payments. deficits.. : I 
· . Mr. Krzak confirmed that the : 
·current . debt service ratio ·was : 
. between·. 30 · a·nd 40 per eent, : 
only .taking· into account' trade ; 
with the West. He said that· 
a·s much·· trade · again .is · done 
with the Comecon countries and 
this 6trengfhens the country's. 
ability to 1?ervice its foreign debt. 

Ministry of Finance estimates 
·foresee a hard-currency deficit 
of Sl.l bn this year_ Plan pro· 
posals for next year, which were 
approved this week . but which 
still hilve . to . ,go throu~h the 

.,_, ;. •, ;;; ·: ,· ·-~.' -~llf Aloi._ -

'': .::·:-?· ~ ... :.;,-p., ·~~ .~.l:J. ;.J···i'r:Of./l'~,::1-.: 1·• 

Parliament; include· a 9 perfcent 
groWith, in hard-eurrency iexports 
while . hard-<:Uffency: ·imports 
should . remain · at . this: :year's:· 
level. The . Ministry estimafosi 
that, :this .. will. give. a?$500.700m: 
bard-Currency. deficit ·in" J.97.Q.,,·- ... 

· .Mr, .Krzak. expects: the:, trade 
balance ·to :everi . out 'in:: 1980.' 
~·That year:·wiH .. begin,:(.l.!lilg 
period .when we will have. a,posi·. 
tive. !trade . balance whieb will 
enable us 'to. cover.· our debt. 
service requirement,''. .he said".; : . i 

He said that a syste!"Q. of.m.oney · 
incentives was · being . planned · 
which would reward workers who 
produce ' export· goods.' .. 'The : 
scheme. wou:Jd also'' perm if. earn· ' 
panies •. which•., _increase,; Jhard­
currency exports to. import >more. 
·from bard-currency'· markets~·, · 
., : The :Ministry of Finance. 'esti-', 
·mates. that this .incentive. scheme ... 
•should. add up· to $300m~' worth 
'of exports to the planned .export 
dgure for· 1979 ... '.'As for hard-: 
currency imports .fo 1979, -.tbey 
.will certainly not .rise above this· 
year's level and might drop,'~,Mr. 

:krza~·~ijd.edf ,:f·;i.1i: {-~· -~~"::·~:-·· .:. ~: 
~ Ont '!i.rea~~where · PoliiJld wi'IJ 
import less:: in 1. 1979 is- .grain 
ana arilinal· .feeds!EThe ·harvest 
this year was~ better 'tban:average; . 
but •.• ncit '·as· .. gciod, as ·.we : ex~· 
.pecte'd,",.be sa"id.>:;·~'(.~'''l' ;.}::;-;-: 
' 1P-0land will ·be ,loo)drig .1or :5m . 
tonnes -0f_-,grain- iiri(tof:eed _;in' .the"' 
lJ .. s. nex-Lyear, and·,the J.finister, 
•:eonfl.rmed: :.";that .•nPoland"; :has 
:applied· •to".the ·U.S;.1 Commodity 
·Credit Corporation ;ior:credhs of 
$500m to finance' such imports:; 
S-0 .. · far,·, the. U .s. bas, ·assigned 
.Poland ·Mly. $200m:· -:·, .,., ·, ~ : 

. As , t6 the. fu.t1.1rc,. .said Mr • 
Jti:iak,.· debt' 'repaymept .is' a-. 

· pr':iority for t)1e economy .. Poland, • 
.he'·, said,':_:would-''" be an· active. 
.client r <m. the credit market." i 
''Iii.vestments. in.' ;raw : materials,· 
.especially coal but. also.' copper· 
.Q.nd sulp'hrir,'would continue; arid· 
'each 'year.'.there. would <be one 
large -.investment' project. . 
, The . J>ila' . aromatics : 'l!nd 

-polyester fibre· plant 'was next 
in line;· but Mr. Krzak said -that. 
plans !or a heavy truck factory 

a~d)h~~· -~ ·d~llv~;y'~va~p~ojec: 
were . .Still ·'Very: mtich alive, 
. '.ln -the : snort term", the 1979 

'p1a~.".:P~()Po;1<1\e~;,: apP:;:e>.ved :. -0ri 
Tuesday,> forsee -'a-• ·3~ 'per·: cent 
iincrease: · dn- .n.ational :income a· 

· category~J.:.'similar ~- :'tci ; :a~O.Ss 
Nation~!" Product::This1"."as '·the 

\lowest :gi'owtlr:for' several •years 
. and.;c~mpa·~s V?itti the':,planned: 
.5.4 Pe·r c~t·,growtll''irr ·national· 
;in~m~ >th.~s .. year ~pd ;~JJ.7 ,per 
cent r1se m. 1977 " . . t ".' "": . 
. 'Mr. Kriak' explafbk'"'thaf:''this 
1s . so ·because. low· 'agricultural 
pr-0duct.ion bas·been' ·allowed· for 
and •there. is also to :be no growth 
)n . the . ·construcMori ~ect9r ;next 
~year.•,. If!dust:riaP(~. -0utp'ut: · is 
pllmned· to·.rise 'by 4;9 'per. cent 
compared 'with ·,.6.8 'pet cent' rise 

_on the 1978 plan ·and an' 8.3 ·per 
,ceD;t ·in 1977 •. CQnsumer goods 
: production ·is· fo rise .. neJ6t . year 
'py_'l.7 pe~·"cent·.and·export pr-0-
du.ctfon. growth ·ds t-0 be 9.6 per 
cent. . .. ' ::· :· • '': ,. ·•·"· "· · .. 
.. Growth Jn: teal wages ·'over 
this.- year iS·.to: ibe 'beld down to 
between·' 1.5· 'and 2·. per .cent. 

· ... , .~~:::~~.:~:-. ·~!·' .: .. :_:•·· 
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· 6~and, in' Bid for Loaµ, Will Let\ 
·w~st's Banks Monitor Ecorio~y. 

· , ," By ANN CRIITENDEN · .· · l 
,As part of an 'effort to obtafu a major I tors the economies II of. non-Communist 

. new loan,· Poland has agreed to permit · countries in financial distress. An initial 
Western banks to monitor-its economic meeting between Western bankers·.and ., 

. policies, Amenqui banker$. say. They fe-, :Polish· officiais to. discus$· Poland.rs e~ i 
. gard the;conce8sion 'as a.historic break-.: riorriic program '.and the "Pending loan,. 

thrOugh in fihariCial ·)·e)atfon(Wi.th the.: possibly involving up to $500. million; k>ok' 
Communist:w.orld ... ,·: ·. , ··'· •. . placeinWai:Sawtwciweeksago;· ·. . ... 

The loan,·: now beirig:arran~~·~by ·a. .. : A_ spokesman ~t the Poiish Cons~)~~~ in 
group of Western ba~~ is es~ential lf Po- . -Washington confirmed that the co'untcy's 
land,. the mpst heavily mdehtec;I (:pmmu~ ·private creditors would monitor .its eco- · 
nist countcy after the S~et 'Union, is ~o. nom"ic.progess in connection with the new·· 
~ee~ the payments dqe on nearly $15 hil- loan, which is fo the final stages of xiego~i-
hcm m debt to the West. . . ation, and on future credits as they. are 

New lnforrriation Provided required. . . . . . 
To ~rsuade :th~ b~ks to agree· fo 1be . Poland'.s · suppI}'ing · ·or. data was ex~ 

financi~g, :(>qlafi,d has already had t,o an..1 · pect~ t~set·a,p~edent .that other Com­
nounce a strict·new budget .for.1979 and_ mumst-~Ioc nations would eventually. 
provide its creditors with comprehensive have .to follow. The Polis~ deve_lopme!1ts' 
new information. on its financial situa- were also seen as advancmg th.e mes):ung · 
tion. · ' · · . of the economies 9f Eastern Europe .and .1 

Moreaver the. banks invcilved in ihe the West. .· ·. · ·.· . . _ 
new credit~ will henceforth track the Representatives of 14 banks met with 

. progress of the "Polish economy, much, as 
"the Intern·ational·Monetary Fund moni- (:ontlnuedonPageD4,Column5·· 
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~Poles Will AlloW.iBanks -~ v . / ' :- ' - - ' - -

: :To MOnitOrits Economy 
"" '• • I : ,. • I : • • • - . " • ~ . ' ' ' 

l . _ .,, · - Continued Fron\ Page 'Al 1mllar Progi-am Set Up 
Poiish financial officials· to discuss the I Poland i~ not a member of the Inter. 
country's economy and to be invited. t~ ~r-i - ·-national Monetary Fund, which is the 
range the new financing at t:he .1ru~al agency that imposes 'and monitors eco.. 
meeting on Jan. 11. Those attendmg m- i nomic stabilization plans for non-C6m-

, ·eluded representatives .. of_ the Bank of· munist countries e:Kperiencing 
Amen·ca, .Citib8..nk, the Manufacture_ rs.1 balance--0f-paymentS diffiCulties. But_~ 

· - Poland.'sheavydependenceon West~m. 
·Hanover Trust Comp~y • -~e" Bankers _credit led it to set up a similar program · 
Trust Company, th~ Chem!cal Bank, the ._of economic. stringency that will be , 

... - First National Bank of Chicago, the Se- · monitored not by the l.M.F. _bl!,~_ di-. 
(\ . · curity-Pacific National Bank, the Bank · : re~tly by its bank creditors. . · " 
\_/ of M0ntreal and the Natiooal Westmin- . In additiQri, the-banks have already ; 

1 ._.sterBankofBriiain. · _.-. ··:: --< been~i\ren ·new.data_pn the Poli~h · 
:· ·•we didn't have a blueprint for ~e :, _. economy,'includingfigu~~ on total for- • 
Polish economy to . foUow ,'': said one i e~gn debt and._ debt repaym~nt sched­
banker involved in the financing, "but \ · ules, .and a breakdown of the balance-
we made it clear •that belt-tightening of-payments deficit. Much of this infor-
was . a'· prerequisite f?r, an¥' rie~ · mation had earlier been given to. the 
.credits.'.' The meetings with .Pohsh ?ffl- _ United States Government iri connec-
cials, he added. "give Western capital-' , · tion with official loans made to the . 
ists-a certain ~Y in how the Poles. PI?- ' , . Poles but with the understanding that 

-ceed." '.The pulJXlse of the economic.. it ~ofild n .. ot be shown to private lend- . 
· monitoring will be to' make sure t!'1at 

Poland follows policies·that do riot im-_ . ers~me bankers lielieve that, because 
Peril its debt-serVicing capacities. · · -: , the normally secretive Poles have had : 

Most observers believe that the Bank · , · .to open their lxloks to th~ banks, other 
Handlowy Poland's foreign trade Communist-bloc countties will eventu.: 

. bank, wil!'.be able to.obtain.a commit- . ally have.to do the same._ "Oilce the 
· · ment . for at least $300 milhon to $350 . Polish data is out, others will probably 

rqilliO,n of .. the $&00'. million· that it is ·. haVe to follow,''. said Gabriel Eichler, a 
trying to borrow. This would be enough specialist on Eastei:rt Europe for the 
to . forestall an }mm~!at~ financial. Bank of America. . 
crisis. In large part this is because the., , . . . . . 

I" """ Polish Government has -adopt~ , a . . . · Obrious Polltic8:1 Jmpli<:atlons 1
,) · • stringent-new midget ~or lITT!}, sharply·- ·. ,' ·-proffi a. widerperspeetive; devetor.-

... curbing'domestic. inv~tment and em- ments in Poland mark a further ~tep m 
, phasizing export eamings m~e~ed to · the integration of the economies of 
serVi~e the foreign debt.! -'. . - - · · : Eastern Europe with those of the West. 
· ".This marks the first time a Commu- ' Tue trend _has obvious political as· well 
-nist-' government has erx:ib~ced · aus- as economic implieations. On the one · 
terity- a purposeful cut m its planned . hand, as part of its t,ight, Weste~-~I>- · 
·rate of growth - for balance-<>f-pay.; i .- proved budget, the· P9les .are Jreez1~g 

I ments reasons,'_' :sa~d ~wre_nce J. ' \ ' their military expenditures, ~'despite 
! , Brainard; an econom1s_t with .Bankers k. 

: .,;.;:_, i:-rust~ '-:_·_ .. -. , : : ,, , .. ·.1 • • " · ··: \ ) 

}'.soviet requests f~r a rlse iii:~hn~ .out~. 
lays by all Warsaw Pact coilntries. "' -- -

On the other hand, some bankers 
, speculate that the Soviet Union migbf 
' quietly welcome' the discipline ' being 
'. imposed on .its Polish ally. If the Poles 
:. get their economic house in order, they 
:- will be th:;i.t much less likely t9 turri for 
: help ~o the·Russian~, who have already_ 
-provided Poland with substantial eco-
nomi~assistance. · ·. ·. . · . · .· 

. '_, ll)e evolution of-Eastern ·Europe to­
;:.·ward the cap,italist West is a.direct re-
. :su1t of the mounting debt accumulated , . -
: by the Communist-bloc countries in re-
, . cent years. In the five years from 1974 
.• through 1978, this debt rose from about 
;, $13 billion to about $.J5 billion: More 
. 'than 60 percent of .these credits ·were 
:. ~ended by caminercial banks, which 
)n comparison hold about 43,percent of 
· the ~bt of .the non-oil-producing devel~ 
~oping countries~ -. · -. · 

1 
• '- ·:, · . 

·,cut Into Export Earnings 
· · This unusual flow of capital occurred 
_partly ·because of·the Western reces-. 

· sion, which cut heavily into East Euro: 
'. pean exp0rt earnings needoo to finance · 
'.planned imports. The :communist-bloc 
· countries were also hard hit by the riS­
. ing price of tu.el an,d other raw materi• 
· als, and a series of poor harvests in the 
mid.1970's. · 

. · As these problems multiplied; .ohJy 
.. _the Soviet Union .ooi:rowoo as heavily 
··as }>oland, the 10th-largest ·industrial 

country in the world. By the end of last · 
·:year, Poland had built up long-term · 

debt of $14.B billion plus an estimated $2 
billion"'"more m. short-term credits of 

·: lessthanoneyear. . , _.. .,.-. ·· 
t .··West Germany and BritaiIJ are 'Po-· 
·land's m~jor creditors; the total United . 
'Statei exposure in the Communist na- · 
tion is about $1.9 billion, including : · 
-~bou~_ ~1.:21 b~q\~ in -~f!b.t·held ·by· .. 
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American banks, some $500 ·million :fu 
credits from the· Commodity Credit·,' 
Corporation· for grain purchases, and 
about $175 million from the E:Jqxlrt-lm~ 
port Bank. . . . · : .·: . 

Most of the private lo.ans were made 
:. from 1974 to 1976, the yeadn which Po­

land's current account deficit peaked; 
at $3.2 billion. Both the current account 
and the trade deficits have. been de- · .. 
creasing, to $2 bill~on and $1.5 billion"> ~ 

1 

respectively, last year: ·. : :.. · .. 
. But repayment obligations on the·, 

.' debt incurred a few Years ago are· also· 
' at· a peak 'and will contiriue to place a 
l, heavy burden on ~e.nation for several. 
'more years. According to· an unclassi-. 
· fied estimate by the Central · Intelli-
gence Agency, Poland's ratjo of debt. 

1 ·service to exports, the percentage of 
hard currency earnings goirigto inter-: 
est and amortization, js about 60 per-· 

. cent. Normally bankers say that a ratio · 
of about ~ percent is grounds fqr cau: · 

;tion. · , . · · .· . ·. · .... 
, This year banker_s estimate that Po-
. land will have to pay some $1 billion in 
interest .. alone, . not counting· repay­
ments· of principal, MoreQver, .pay-: 

· ments of roughly this level will con-
tinue for years. . ~ . · . 

· · . New credits from the We5t will be es..:. 
;:sential if Polan~ is to meet thqse obli-'.. 
: gations. The lOan now being negotiated 
: .would mark the country's re-entry into . 
"the syndicated Eurodollar market for . 
the fir5t time since early 1978, when Po­

: land went into the market for $500 mil-
:. Hon and was _able to obtain ·only $250 -. 
(Jnillion. The s?ortfall was partly be- · 
-. cause the credit was badly marketed, 
bankers· say, but.it was also "a -sign 
that they had reached the end of their , 
rope,"as~~~er'P.utit . ·:·A . 

.. f 


