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With Paris Club creditors, there was a hiatus in discussions fol-
lowing conclusion of a first agreement in 198l. Agreements were signed
in 1985 which rescheduled all payments of principal, interest, and late
interest due in 1982-85, except those related to the 1981 agreement.
Discussions have been continuing since early 1986 on resc”eduling post-
1985 maturities but have not yet been concluded. In 1986 debt service
payments to Paris Club creditors awdvnted to only about US$500 million
(or 26 percent of total debt service payments actually made), and
arrears mount :d--to US$3.3 billion by end-year.

4. External developments with the ruble area 1/

Roughly one half of Polanl's trade is conducted with the ruble
area, the large majority of which 1s with che Soviet Union. The current
and trade accounts with the ruble area have been in deficit since the
second half of the 19705 (Table 9). 2/ Poland's debt in transferable
rubles at end-1986 stocd at TR 6.5 billion (equivalent to US$3.1 bil-
lion) and was the largest TR-denominated debt of any CMEA country.
Poland has been under pressure from its CMEA creditors to eliminate its
current deficit and, from 1988, to begin to repay its deot. The volume
of trade turnover with the ruble area, especially with respect to Polish
exports, has been growing relatively fast in recent years, and consider-
ably faster than that with the nonruble area. In 1986, exp.rt volumes
grew by about 9 percent while import volumes increased by about 6 per-
cent. The trade deficit fell from TR 1,2 billion in 1985 to TR 0.9 bil-
lion in 19863 in terms of U.S. dollar equivalents, the deficit was
almost halved to some 'SSC.S5 billion in 1986.

5. Prospects for 1987

"he growth rate of net material product (NMP) is forecast to
slacken appreciably, to 2.4 percent in real terms, largely because of
the expectation that gross agricultural output will remain unchanged
(Table 4). Favorable weather at harvest time could, however, permit a
somewhat better result. Gross industrial production is also expected to
increase more slowly than in 1986, in part because of the disruptive

1/ Transactions with the ruble area are denominated in transferable
rubles (TRs) and are converted into U.S. dollar equivalents at the cross
rate implicit in the Polish official quotations (in terms of zlotys) for
the two currencies. Because of the more rapid depreciation of the zloty
against the U.S. dollar than against the TR, this cross rate has changed
appreciably in recent years with the result that the U.S. dollar equiva-
lent of transactions with the ruble area has risen less (or fallen more)
than have the corresponding values in terms of TRs.

2/ In addition to transactions denominated in TRs with CMFEA members,
the data in Table 9 include transactions under bilateral payments
arrangements with non-CMEA members. 1In 1986 merchandise trade under the
latter arrangements accounted for 14 percent of total merchandise trade
turnover in nonconvertible currencies.



effects of an exceptionally severe winter. Real domestic spending is
forecast to rise at about the same rate as aggregate output. However,
with unchanged stockbuilding, the volumes of final consumption and
investment expenditure are expected to rise more rapidly than output, by
2.5 percent and 3.3 percent, respectively. The authorities hope to
prevent more ihan a small rise in the rate of inflation, from about

18 percent to about 20 percent, and to limic the rise in nominal wages
so as to achieve a small decline in real wages. There is some doubt as
to whether these latter targets can be achieved, however, as in the
first five months at annual rates the average wage in major sectors
increased by over 20 percent and total money receipts of th«. population
grew by 26 percent.

Regarding financial developments, the authoritie< hope to reduce
monetAary erpansion to a rate below that of the increa.e in nominal
incomes. It is planned to eliminate the deficit on the state budget
(Table 10). However, expenditures are running ahead of target, largely
because the scale arnd timing of administrative price measures introduced
in March is likely to be insufficient to allow the budzeted cut in sub-
sidies tn be achi. red. The authorities, nonetheless, hope to achieve
the intended bzlan~ed budgerary position, largely through a package of
expenditure-reducing measures introduced in April. Of greater quantita-
tive significance for the rate of monetary expansion, the authorities
plan to reduce the rate of credit expansion to enterprises (to 17 per-
cent frum 19 percent in 1986). However, in the first four mcnths these
crec '8 were increasing faster than planned, as was broad money.

Developments in the external position are expected to differ sig-
nificantly hetween the convertible and nonconvertible areas, as they did
in 1986. With the nonconv--tible area, the trade and current deficits
are expected to he greatly reduced, if not eliminated altogather, partly
on account of a terms of trade improvement associated with a further
decline in the price of oil imports. With the convertible area, the
current account deficit is officially expectrd to deteriorate by some
US$100 million to US$80U million, because of a rise in interest payment
obligations and a decline in private transfer receipts. The trade sur-
plus is forecast to remain virtually unchanged at about US$l billion,
with the effects of more rapid growth in the volume of imports (4 per-
cent) than exports (2 percent) being offset by a further terms of .rade
gain. If trends in the first half, as recorded on a customs basis, were
to continue, the trade surplus could exceed current official forecasts.
Similarly, in the staff's view, the official forecast of a fall in
receipts from private transfers could also prove unduly conservative.
The authorities expect only small inflows of medium- and long-term capi-
tal. If the official forecasts for trade, private transfers, new capi-
tal inflows, and miscellaneous items were to be met, the total funds
available for debt servicing would be on the order of US$1.8 billion.
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Table 7. Poland: External Debt

(In billions of U.S. dollars; end-period)

March
1981 1982 1983 1984 1985 1986 1987

In convertible currencies

Short-term 1.1 1.3 1.3 1.3 1.4 N 1.5
Medium~ and long-term 2.3 23.6 22.4 21.5 23.9 28.8 30.4 1/
By maturity: -
1-5 years 10.9 10.7 8.5 7.2 5.7 5.2 5.3
Over S years 13.4 12.9 13.9 14.3 17.2 23.6 25.1
By type and by creditor
Guaranteed 12.5 12.2 13.6 14.0 15.7 18.9 20.1
Comtries participating
in the Paris Club 2/ (10.8) (10.7) (11.3) (10.7) (12.0) (15.9) (17.1)
(MEA countries and
institutions (0.1) (0.1) (1.0) (1.3) (1.3) (1.4) (1.4)
Commercial credits 3/ (1.2) (1.3) (1.1) (1.3) (1.6) (1.4) (1.4)
Other (0.4) (0.1) 0.2) (0.7) (0.8} 0.") (0.2)
Nonguaranteed 11.8 11.4 8.8 7.5 8.2 9.9 10.3

Commercial banks participating
In rescheduling arrangements ﬁ_/ (8.6) (8.0) (6.5) (6.1) (6.6) (7.5) 7.9)
CMFA countries and institutions (1.9) (1.8) (0.8) (0.9) (1.0) (1.1) (1.1)

Commercial credits 3/ (0.5) (0.6) (0.5 (0.2) (0.2) (0.2) (0.2)
Other (0.8) (1.0) (1.0) (0.4) (0.4) (1.1 .1
Interest arrears 5/ 0.5 1.6 2.7 4.1 4.4 3.3 3.1
Total 25.9 26.5 26.4 26.9 29.7 33.5 35.0
In noncovertible currencies 6/
Short-term 1.0 0.5 0.2 0.6 - 0.1 0.1
Medlum- and long-term 1.6 2.4 2.5 2.2 3.4 3.0 3.1
Of which:
1-5 years (0.7) 0.7) {0.6) (0.3) (1.0) (0.6) (0.5)
Over 5 years (0.9) (1.7) (1.9 (1.9) (2.4) 2.5) 2.6)
Total 26 29 27 28 34 31 32
Memorandum 1tem:
Ratio of average debt stock in
couvertible currencies to exports
in convertible currencies 5.0 5.8 5.5 5.0 5.5 5.9

Source: Staff compilation fram data supplied by the Polish authorities.

1/ The distribution of currencies of denomdnation was as follows: U.S. dollar, 37.1 percent; deutsche
mark, 23.6 percent; Swiss franc, 12.9 percent; French franc, 8.5 percent; Austrian schilling,

7.2 percent; pourd sterling, 3.1 percent; Canadian dollar, 2.0 percent; Japanese yen, 2.8 per-~:nt; other
aswrrencles, 2.8 percent.

2/ Includes Brazil, vhich did not participate {n the 1981 rescheduling agreement with the Paris Club.

3/ Commerclal credits guaranteed and nonguaranteed include credit extended to Polish foreign trade
en‘t_erprises by forelgn tanks as well as by foreign exporters. The guaranteed portion is due to Paris
Club creditors (see Table 56).

4/ 1In addition to the amounts shown, small amounts of obligations due tn banks owned by QFA countries
and institutions (USSO.3 btllion at end-1986) and commercial credits (US$0.2 hilllom at end-1986) have
been included in the rescheduling agreements with cormerclal barks (see Table 56).

5/ Estimate. Includes amomts that are covered by multilateral rescheduling agreements (and which
therefore are not shown as arrears in Table 45) but for which bilateral agreements have vet to be
signed. At end-1986 virtually all these arrears were to Parfs Club creditors.

6/ The external debt in ronconvertible currencies was converted fram transferahle rubles into U.S.
dollars using cross rates derived from the commerclal rates of the zloty vis—a-vis the transferable ruble
and U.S. dollar; prior to 1982 the pericd average exchange rate was used tut sine 1982 end of neriod

rates have been used.
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