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What Are the Problems?

o Poland is undergoing a wrenching transformation from an
economy based on central planning to a market system. This
change has come at the expense of growth. According to
official (and incomplete) statistics, GDP declined 12
percent in 1990 and real incomes fell 30 percent.
Unemployment has increased to 6 percent.

o] Meanwhile, loose wage and credit policies of the second
half of 19950 threaten a return to high inflation and
resulted in a suspension to Poland IMF's agreement,

0 Poland has been unable to attract foreign investment due to
the slow pace of its privatization program and the overhang
of a $45 billion foreign debt,

What Hags Been Done?

.0 Poland's performance under the agreement it concluded with
the IMF in February, 1990 was mixed, as the GOP exceeded
its wage increase and credit growth targets. Two IMF
drawings were thus forfeited.

0 A March, 1990 Paris Club obviated the need for Poland to
make any debt payments to official creditors until March
31, 1951. This, combined with $1 billion in G-24
contributions toward a currency stabilization fund, helped
bolster Pcland's 1990 balance .of payments.

- What Needs To Be Done?

©  Poland must now carry forward its reforms in a 3-year
arrangement with the IMF, concentrating on consolidating
its stabilization gains and giving emphasis to structural
measures.

Lo] To attract foreign investment, Poland must transform its
ownership and production patterns, demonopolize industry,
and undertake privatization. Polish ratificetion of the
Treaty Concerning Business and Economic Relations will be
key to this effort (the U.S., rstified it on Nov. 30, 1990).

©0 The authorities must hold to a tight fiscal stance,
restrain money and credit growth, and keep wage increases
from accelerating to avoid a damaging bout of inflation.

0 For the long-term viability of the Polish economy, official
creditors must agree to substantial debt reduction, and
Poland must reach a similar agreement with its commercial
creditors. The Paris Club is expected to act on official
debt once Peoland's 3-year IMF agreement is concluded.
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Economic Fact Sheet - Poland
(US$ billions unless otherwise stategd)

Statistics, Embassy Reporting, EB Calculations
* Trade/current account figures combine convertible and
non-convertible data

! 1987 1988 1989 1980

. ===2BEE=====HW¢EE=====Imﬁnﬂﬂ::ﬁ.'::ﬁ_w
1. Socio-econonic Indicators ‘
Population {(millions) 39,9 37.9 37.% 37.9
Pop. growth rate 0.5% 0.5% 0.0% 0.1%
Life expectancy (years) 72 72 72 72
Adult literacy 94% 94% 94% 94%
Infant Mertality (per 1000) 156 ié 16 15
&. Economic Indicatoers
GDP (billion 1988 USZ) 69 70 71 62
GDP per capita (1988 USS) 1,833 1,860 1,863 1,842
Inflation rate (CPI) Z25.2% E0.2% 245.3% 31.8%
Real GDPF growth rate 2.0% 4.1% 0.2% -12.0%
Real GDP growth per capita 3.6% i.5% 0.2% ~11.%%
Unemplcyment rate n/a 0.3% D.6% 6.0%
Investment/GDP 22, 6% 22.5% 16.4% n/a
Gevt. expenditures/GDP 41.0% 37.7% 37.0% 29.5%
Gove, budget balance/GDP -3, 8% =1.4% ~6.1% 1.2%
3. Balance of Payments
US Experts to Poland 0.18 0.25 0.18 0.19
US Imports fronr Poland 0.27 Q.36 0.36 0.24
US-Poland trade balance -0.09 -0.12 -0.18 -0.05
Total merchandize exports* 12.0 13.8 i2.5 13.9
Total marchandise impertsg? i1.2 i2.8 12.8 8.7
Trade Balancer . 0.8 1.1 0.0 5.1
Current Account Balancaw -0.4 -0:.1 -1.4 4.0
4. External FPinance
Foreign exchange reserves 3.3 _5.1 10.0 14.5
Exchange rate {(zloty/US$) 265.1 430.5 i43¢9.2 2500.0
Total external debt ' 3.7 39.1 40.6 45.9
Annual dedbt service 5.2 6.8 5.1 6.8
Debt gervice ratio 91.0% B5.0% 62.0% 58.0%
5. U.S5. Assistance
U.S. Econonic Assistance (FY)

Stabilization Fung ' 0 0 0 200

Agricultural Assistance 0 o] 0 o7

Technical assistance v} 0 0 30
SOURCES: International Financial Statistics., Direction of Trade
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Economic Issues in the
Presidential Campaign

Louisa Vinton

The best path to a mearket economy is at the heart of the conflict betweert
Poland's two major presidentinl candidaies. Prime Minister Tadeusz
Mazowiecki storels wambiguously for condirutity in the goverrunent’s
econamic policy. Solidarity leader Lech Walesa's posttion is less clear. Critics
have argued that Walesa's call for “accelevation” misleculs voters, becaise i
implies that economic progress can be achieved both more rupidly and et less
cost. Walesa's campaign statements hane at times seemed to dismiss Key
elements of the govarrament’s anti-inflationary sirategy. Walesa's fntention,
however, may be nwt fo reject the currenit goverrunent’s policy but rather to

implemnent it more rigorously.

heblusterofthe Polish presidential campaign.
has tended to exaggerate the differences on
econormic policy between the ftwo major
candidates. Judging from thefrpublished programs,
Solidarity leader Lech Walesa and Prime Minister
Tadeusz Mazowiecki share 3 common vision of
Poland's future economy: a market systemn based
op, private ownership in which foreign capital
fimctions as an engine of change. Moregver, both
candidates gre inbagic agreement asto themethods
necessary to achieve this ttemsformation. The real
source of conflict, then, is the feasible temmpo of
economic change and, most important, its psynho-
logical and social context
The central argument of Walesa's campaign
seems to be that he alone can ensure the proper
social and political climate for the sort of drastic

econotnic change Poland requires. By inspiring and
coaxing thePolish publictoviewthemarket

as a chance for prospexity rather than a painful
buxden, only'Walesa, his caripaign statementshave
suggdested, caninspire themotivation and discipline
necessary to see the public through the hardship
that still Hes ahead. In conirast, the Mazowlecki.
camp has argued that Walesa’s efforts to win the
public over endanger the very cause he claims to
gerve, the success of the economic transformation,
by pandering to the public’s wish{l] thinking about
the costs and the duration of economic upheaval

Mazowiecki: Stay the Cotizse
Walesa'spersistent demandsfor“acceleration™ have
forced Mazowiecki not only to defend the
government's economic achievements of the past

12
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| year but also to explain why more could not have

been accomplished inthesameperiod. Therepeated
ehicidation of the difficulties encountered and the
chalienges yet to be faced hias given the Mazowiecki
presidentinl campaign its sober tone. Mazowiecki's
opening remarks in his frst campaign radio spot
werg typical: “This counfry’s problemswill not come
te an end on Novernber 25 . . . regardless of who
wins."! The prospect of any rapid change in the
nation’'seconomic fortunes, Mazowieckihasargued,
is fllusory, and “it is better {o promise whai is
possible ™ .

Mazowieck] advocates the contnuation of the
govermment's economic program under the lead-
ership of Finatice Minister Leszelk Balcerowicz. The
“Balcerowicz plan” aims at this point to carry out
systemicchanges—privatization, demonaopolizaticn,
a2 mew banking systemn, a new fax structure, a
coherent legislative framework o govern foreign

- investment—as rapidly as possible, without wast-

ing the gains achieved so far.® This year’s achieve-
ments, which indude drastically reduced inflaHon,
a stable and conwvertible zloty. a balanced budget,
market equilibrivzn, and a huge hard-currency
trade surplus, are thie resnlt of the "stabilization”
plan of tight fiscal policies and sivict wage controls
mtreduced onJanuary 1, 1880, The price forthese
gainshas been a deep recession and a drop in living
standards, .

Balcerowicz has atgued forarealisticassessment
of these costs. Qutdated statistical methods, he
notes. overstate this year's 15% to 16% drop in
producHon as a 30% decline.® In addition, there
have been some recent signs of economic recovery:
production has been rising slowly siiice July, the
output of private irms has grown dramatically, and
the market has begun to sort out the good firms
from the bad. Bui at the same time, government
officials have warned of new threats: the Gulf ¢risis,
the shift to hard-cwrrency frade with the Soviet
Unpion, and the disappearance of the Ezst German
market,

In the face of eriticism from some ecanomists®
and widespread pressure from workers for higher
wages, Baleerowicz has argued that only struchual
changes, not a new influx of money into the market,
can generate increased production. Yielding to the
temptation to relaxwage and budgetary controls at
this point, Balesrowicz has satd, would merely
encourage a new explosion of inflation. Instead, the
government should sizive, on fhe one hand, to
continue its economic sigbilization program and,
on the other, to transfer state firms to povate
owners as quickly as possible. I the {ransitional
Deriod to fusll privatizaton, the goverrpnent should
strive to “commercialize” frms, that is, create a

~ healthy market envirommnent thai will foree state

firms to operate efficiently and to maximize their
profits. Only the rational hiring and wage policies
that would result from the private ownership of
firms would ensble the goveimment to remove the
wage controls currently in force.

The response of state firms to market pres-
sures has so far been uneven. While some hzwve
sought new markets or improved -efficiency.
wianry others have simply continued the old strategy
of raising prices to cover all higher costs. For
this reason, as well as public pressure for more
rapid change, the government has condensed
its privaetization Hmetable. Mazowiecki’s elec-
Hon platiorm, like the govermmmerit's resently adopted
economic strategy of “swift continuation” for
1991.° envisages the privatization of 50% of state
firms within three years. While thus accepting a
faster pace of change, the government has warmed
that this necessarily entails greater hardship--
higher wmemployment, in particular—and greater
risks. As Mazowiecki has put it. “I ate in favor of

. acceleration, but safe [acceleration]: f excess speed

caunses the cart to overtuun, we will arrive at our
goal even later.”” Balcerowicz has alsc asked that
the public keep its aspirations “out of the realm
of fllusions” and use as a standard for comparison
living conditions in Portugal, not western
Germany,?

Waiesa: Balcerowiez but . ..
Although Walesa has criticized the govern-
ment’s economic performance, it is unclear how
tundamental his objections are or what altertiative
course he would suggest. Walesa's staternenis
have for the most part endorsed the general direc-
tion of the Balcervwicz plan while at the same
time suggesting generally undefined revisions, While
his electoral program calls for “radical change”
in the implementation of the government's eco-
nomic policy.® Walesa has also said that the
Balcerowicz plan provides “the only way out of
the crists, " provided that “a few correctons™ permit-
ting swifier privatizgtion are introduced.*Waless's
supporters and closest advisers have Iikewise
suggested that Waless would want Balcerowicz to
stay on asthe government’s economic chief, oreven
to serve as Prime Minister, should he win the
election. !

Walesa's remarks on the campaign trail have,
however, at times seemied to conflict with the basie
tenets of the Balcerowicz plan. Walesa's tone varies
depending on his audience; the mood of his Usten-
ers at election rallies tends to influence the way he
speaks, encouraging exaggeration and impreci-
sion, On November 10 Walesa complained that
“reform has not really begun; this is just correcting
socialism, not building something new.™? Walesa

13
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has also said that he does not believe in unemploy-

ment, although he has called limited unemploy-
ment a form of “ecanomic hyglene.” He has argued
that Poland's huge, unproductive factories should
beshut down enty whennewjobshave beet: created
for displaced members of the work force. He has
encouraged foreign investment but demanded
guaraniees to prevent Western capital from turning
Polish workers into “white slaves.”

Remarks such as these have cansed concern
that, for all his appreciation of the Balcerowicz

plan, Walesa is underrnining its chances of success

by making easy promises that he will be unable to
fulfill should he win the elecHon. Mazowiecki has
caricatured Walesa's manner of speaking as ‘Tmin
favor, and what's more, Tm opposed.™? Other crit-
ics have charged that Walesa says exactly what the
crowds at electon rallies want {0 hear and thus
frequently implies that there are less painful ways
to achieve prosperity than those proposed by the
government. For this reason, critics say, Walesa's
“aceeleration” would, infact, slow down the process
of change Others point .to the coniTast between
Walesa's staternents at election rallies and those

. intended forWestern consumption. Ernest Skalski

of Gazeta Wyborcza, for example, has charged
that “there are no principles to Walesa's econommics:
in his economics you can have something for
nothing, "

One of Walesa's campaign assets has been his
ability to muster the support of numerous, quite
varied groups {from the right-wing Christian
National Union to Tadeusz Fiszbach'’s Social Demo-
cratic Union) without having to pledge anythingin
tetum This has complicated the task of clearly
assessing Walesa's economic intentions. Three
different bodies that support Walesa—the Center
Alliance, the Citizens’ Commiittee, and the advisoty
team led by Andrze] Micewski—have drawn up
economic guidelines in preparation for 2 Walesa
Presidency, but Walesa has identified none of them
as his own. > Moreover, these plans differ. Stefan
Kurowski, who helped write the Center Alliance’s
program and belongs to the Micewski team, has
urged the prompt repudiation of Poland's debt and
the lifting of wage conirals,'® proposals that
Balcerowicz would most probably teject out of
hand. But other economists on the Micewskd team
have expressed approval for the government's
course. Aleksander Mueller, for example, has even
argued that “ocusting Balcerowicz frum the posts of
Finance Minisierand Deputy Prime Ministerrespon-
sible for economic matters would mean a
catastrophe.™?

Balcerowicz has not taken part i the electon
campaign, although he has expressed his admira-
tion for Mazowiecki's “calm determination” i

pursuing a difficult economic program. Asked by
Polityka zbout the suggestion that he would remain
mnhis post #f Walesz beczme President, Baleerowicz
said that for him “the most important quesion was
the possibility of continuing the economic pro-
gram.™® At the same time, he warmed that infrodue-
ing the “corrections”™ proposed by some of his crities
would mean a different economic program alio-
gether, one that would lead to prolonged stagnation
rather than genuine stroctural change.

‘ Taming the Populist Horse
Even Walesa's harshest ¢ritics have admitted that

the confiision surrounding Walesa's economic pro-
gram stemsg more from the way the public chooses
tomterpret it than from itsexplicit content. Walesa's
message on the campaign trail is not designed to
win voters over to a specific program but rather to
inspire in them a change of atfitude. Walesa's
presidential campaign can, inn fact, be reducedtoa
single, central message: the importance of self-
reliance and individual responsibility I reversing

. Poland'’s economic fortimes. Assuming that the

gravest threats to reform in Poland are apathy and
passivity, Walesa has demanded that his listeners
take the initiative and solve local problems them-
s¢lves. These remarks from a recent election rally
are typical: :

Many people think that if they vote for Walesa,
and then go off to drinkbeer, he'll take care of the
rest. He'lltake care of the nevnemiklatura, hell tzke
care of business, and there will he more [of
everyihing]. Well, my dear friends, the worst
thing that could happen would be if I really won
and you went off and left me to build Poland by
myzelf I can'i do it The chance [of success] of
our reforms is directly proportional to youn par-
ticipation [ them].”

As the pro-Mazowiecki daily Gazeta Wyboreza
observed in an article enfitied “What They Are
Applauding,™ Walesa's standard addresses are
fi:l of unwelcome homilies about the individual
effort necessary to achieve Poland’s economic
transformation. In explaining Poland’s need for
small family businesses, for example, Walesa
has said that “the father will be the director,
the mother the irade umion, and the son and
daughter the proletaciat.” The crowds that come
out to see Walesa, however, heed only a part of his
message. His audience applauds when Walesa
criticizes the government, says “you've been -
cheated,” demands 3 “setiling ol accounts™with the
niomenklatura, orcallsforan “aing out” of Warsaw;
but its response o the central message of self-
reliance is chilly.
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A regional Solidarity leader warned in a recent
intetview that masy workers “were passive, walting
for aleader who would shonen the path to Western
prosperity.™ The swrprisingly strong showing in
recent pre-election polls by Stanislaw Tyminski, a
wealthy businessman born in Poland who also
holds Canadian and Peruvian ciizenships, confirms
this impression. Tyminsls is the author of a book

- called Sacred Dogs, which he claims contains a
21-polat econoruic program designed to cure the
Polish. econormy. He returaed to Poland to run for

Presfdent. Early in the campaign, he was accused -

of “buying” the 100,000 signatures necessary for
registration by offering free copies of his book to
anvonewho submitted 2 supporting petitionwith at
least 20 names. The polls show that Tyzuinski has
-moved into third place {with 17%), behind Walesa
and Mazowiecki, and has outdistanced the other
three candidates.® Tyminski's startling popularity
seemns to stern almost entirely from his apolitical
aurg and what could be called the “rich uncle”
syadrome, the popular notion that a wealthy Pole
" 'who made his fortune in the West might have the
key io painiess prosperity.

Tyminski has also played on public fears that
Western econornic aid and foreign capital investmernt
{German, in particular) pose threats to Poland's

sovereignty. Other candidates have used this issue’
aswell, Peasant Party candidate Roman Barioszeze.

has charged that the Balcetowicz plan is “not 2
Polish plan” and was imposed on the nation from
outside by foreign advisers determined to destroy
Polish farming ® Tyminski's charges have been the
most exirerne, however, and his tone the most
shrill. “We are in 8 state of war and occiipation no
- less threatening than World War IL" he claimed at
a rally in Zaknpane on November 17. In remarks
that prompted the prosecutor’s office to open a

slanderinvestigation, Tymingki accused Mazowieckt

statistical data to conceal the true magnitude of
inflation. When Tyminski held 2 press conference to
present the “secret” docurnents he said would prove
his charges. however, it ttuned out that he had
mistaken yearly turnover figures for sales pricesin
a widely available government document.
Although Walesa in fact promises very litle, his
campaign appeats to have harnessed some of the
same senfiments that have made Tyminslkd an
unexpectedly strong chzllenger. Walesa's suppotters
have insisted that this is a conscious tactic on his
part. All caanpaign thetoric aside, theyargue, Walesz
isa confirmed advocate of rigorous, market-oriented
econcimic policies. But because he is recognized a3
an authority by precisely those groups maost threat-
ened by economic changde and most likely to rebel
against it, they say. Walesa alore will be able to
ensure the social climate necessary to carry out far-
reachingstructural change inthe economy.* Walesa
has said that “when I stand before a stormmy crowd,
Imustyield to the storm in order to calm i." He hias

- also explained his approach in a parable:

Let's imagine that a horse is runping away from
me [ want io stop him. But if I try to block his
path, then hell ttample me. Sowhat ean I do?!
have to pursue him, jump into the saddle. and
rein him in.3¢

This approach is, of course, a risky one. Indeed.
Mazowiecki's supporters have pointed out that by
raising unreal hopes and arousing expectations for
a quick economic fransition, Walesa’s approach
could result in even greater public disappointment
tham exists at present and infarmore bitteroutbursts
of dissatisfacHon Asthe enthusiasm generated by
his campaign has suggested, hawever, Walesa alone
seemms to have grasped the importance of building a
social and political architecture within which the

of “ireason” for selling “our economy'’s most beau-  Balcerowicz plan can work

tiful pearls” to foreign tavestors for next to nothing.

‘He also claimed that the govermmment had falsified  POo4s4.90R Noverdber 22, 1990
Notes:

.1 Radio Warsaw, October 29, 1990, 7:25 aM.

2 Ibid, October 30, 1980, T:25 aM.

3 On the Baleerowicz plan, see RAD Situation
‘Report/18. Radio Free Euwrope Research, November 14,
1989, liem 1.

4 Sce Balcerowicz's address to the Sejm on
October 11, 1920, excerpted in Gazela Wyborcza,
October 12, 1990.

5 Economists affillated with the Cenier Alllance,
including Stefan Rurowski, argued earlier this year that
the government should relax wage conirols to counter

récession. Reaching the same conelusion, the govem-
ment decided in July to ease somewhat the taxon excess
wages. Recent renewed inflation of over 4% per month,
largely the resuli of higher ofl prices worldwide, seems to
have moderated the Center Allianee's demands. The
government's plan to privatize 50% of state firms in tiree
years has brooght jts timet=ble in line with the Center
Alliance's. Balcerowicz's mostvocal eriticisthe economist

Rafal Krawczyk, whose economic program the Polish -

Peasant Party and its presidential candidate.. Roman
Bartoszeze, have adopted as their own. Krawezyk

' ;NovEMBER 30, 1990
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has appeartd together with Bartoszeze In most of his
ragdic and television campaign spots. For RKrawezyk's
views, see his book Wiglkaprzemiana. Upadek iodrodzerde
polsldej gospoderki [The Great Transformation: The Cal-
lzpse and Revival of the Polish Economy] (Watrsaw:
Oficyna Wydawnicza, 1880). For a swnmary. se¢ the
interviews in Gazeta Pormorska, August 24, 1990, and
Tygodnik Gdanski, September 30, 1990, Oneof Polityka's
economic writers has dismadssed ErawezyK's program as
-noisy, verbal opposition that changes nothing and has
nothing new to offer Poland’s economy . . . with the
possible exception of theauthorbimsell” (Jerzy Baczynski,
“Main and Incidental Sins.” Polityke, September 28, 1980).

Krawezyk's statements reveal a great personal bltierness

towards Balcerowicz. See the responses to Erawezyk's
Tygodnik Gdansidinterview by the economists.fan Mujzel
and Stanislaw L. Ragdzinski, along with Erawezyk's own
comments, in Tygodnik Cdanski, November 11, 1990.

6 On the governments plans for 1991, see Piotr
Alsksandrowicz, “The Strategy of Swift Comtinuation,”
Fzecrzpospolita, November 6, 18980,

7 Quoted in Rzeczpospolita, October 26, 1880,

8 Inazninterview with Polityka, November 3, 1990,

$ Walesa's election program was summarized as
“Lech Waleza: New Beginming,” in Rzzczpospolila,
Novemiber 13, 1990.

10 In an elecHon broadcast. Radio Warsaw,

Novamber 14, 1890, 825 Ax.

11 Walesa adviserand sociologist Jadwiga Staniszids
hzs recommended a “Walesa-Baleerowicez tandem® to
push through economic reform {Radio Warsaw,
October 80, 1890, 7:23 ax). Center Alliance leader
Jarosiaw Kaczynski reported on October 22 that
Balcerowicz was on Walesa's list of candidates io head
the government {(Rzeczpospolita, October 24, 1880); and
Cltizens’ Committee Chairmion Zdzislaw Najder told a US
audience that Balcerowicz would remain in his post
should Walesa win (Radio Warsaw, October 30, 1890,
700 pM.).

12 Quoted in Marian Strzelecki, “Five Government
Concepts,” Resczrospolita, Novernber 12. 1990.

13 Imanimterviewwith Gozetq Wiyborcza, published
in fitil on November 3—4, 12390.

14 “Don't Burn the Last Bridge.” Gazeta Wyborezs.
November 12, 1890.

15 For more on the Micewski group, see Louisa
Vinton, “A New Team for Walesa," Repart on Eastern
Eurgne, no. 41, October 12, 1990,

16 For Rurowski's proposals. see Tomasz
Rogusld, A Program for Walesa,”™ Reeczpospalila,
Ociober 29, 1990: “"Center Alllance—Draft
Economic Program,® Rzeczpospolitn, July 16, 1290;
and “Center Alllance,” Gazeta Wyberczz, July 23,
1990,

17 In Ecnfrontacie, November 1920, See also the
interview with enother economic adviseron the Micewski
team, Wiadyslaw Balickl., in Slowo Powszechne.
October 12~14, 1890.

18 Polifyka, November 3, 1990.

19 Radic Warsaw, November 9, 1890, 7-2% am.

20 Pawel Smolenskd, “What They Aré Applanding,*
October 31-November 1, 1990. )

2] Zdzslaw Malinowsk], Solidarity lcader in the
Eujawy region, in an interview with Zycie Warszenty, |
November 14, 1990. quoted by Radio Warsaw, Nov-
ember 14, 1990, 7:00 a.M.

22 ‘The last state polling service poll con-
ducted before the elections {(November 18 and 20]
showed that 38% of those planning to vote intended
to cast fheir ballots for Walesa: 23% for Mazowieck;
17% for Tyminski: 6% for “leftist” candidate
Wiodizirmierz Cimoszewicz; 5% for Peasant Partty
leader Roman Bartoszeze; and 29 for Confedera-
Hon for an Independent Poland (BPN) chief Leszek
Moczulskd (BAP, November 22, 1930).

23 At election r=llies in Wlodlawek on October 27
and Ralisz on November 12, as meported by Radio
Warsaw, October 27, 1990, 7:00 pu.; and PAP,
Movember 12, 1990.

24 For Tyminski’s remarks in Zzkopane, see PAP,
November 17, 1990. On the press conference, see PAP,
Reuter, and AP, November 20, 1920,

25 See, in pattoular, the mterview with Jarosiaw
Kaczyuski in Frankfinter Rundschan, October 28, 1830,

26 Quoted in Jagienks Wilceak, Meran Tro=ki,

“Always on: the Aitack ® Polifyka, September 29, 1990.
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The Economy a Year after
Price Liberalization
Nancy-J . Cochrane‘_‘

One year afier price liberalization in Polund, the lines in front of food shops
have disappeared and food supplies seern adequale. Instifutional rigidities
. cordirute, however, to hanper Poland's transition fo a fully fimetioning
marketeconomy. The egriculiural sectorfaces a particularly serious situcttion,
with low procurement prices, mounting surpluses, and real difficulties in
- marketing those surpluses. One of the reasons for the sirpluses is reduced
consumer demand, but an equally sericus problem is the lack of developed,

private marketing charmeis.

ome profound changes have taken place in

Poland in the year following the liberalization

¥ of retail prices in August 1989, Lines in front

of stores have disappeared, and small private bust-

nesses are springing up everywhere, While real

income has dropped significantly frorn its January

1890 level and gross output may have declined by

as much as 20%. there is litfle evidence of dire

poverty. People appear well-fed, and their mood is
generally optimistie.!

Although supply seems to have met demand in
theretailtrade, the sarae canmot be said for primary
agricuitural produchion. The agricultural sector is
now characterized by low procurement prices,
mounting surpluses, and angry fermers. I these
conditions persist, there coul@ well be a severs
contraction of the farming sector. It may be that
market forces will dictate some confraction, as the
agriculiural share of Poland's pational income
(15% in 1988) is much larger than it is in the
developed West. But, because of contimuing insti-
tutornal rigidities in the Polish economy, thereis a
danger that this contraction will be more severe
than it would be under better conditions.

Whathkas emerged in Poland could be described
as“petty capitalism. " Establishing a fully functioning
capitalist system will be far more difficult, and
several factors threaten the process. Some of these

- are beyond the Polish govermmnent's conirol the
Gulf crisis and the deepening chaos in the Soviet
Union. for example. Furthermore, the social disle-
csiions the economic reforms will cause are only
beginning,
*Iheauthorisan agrcultral econormst in the Centrally Plenned
Economies Branch of the Econernic Research Servier of the
Utrdted States Diepartment of Agriculture. She follows agricnl-
tural developments throughout Eastern Enrope, with gartenlar
emphasis on Poland, Yugoeslavia, and Bulgeris,

The Emerging Market

There is abundant evidence of private economic
actvityon the streets of Warsaw. Fruit and vegetable
stands heave sprung up on any sidewalk large
enough to hold them. The square inn front of the
Palace of Culture is crowded with vendors selling alt
manner of goods—clothing, shees, radios, watches,
small appliances, tires and other automohile parts,
tools, and even fur hats from the Soviet Union At
one end of this square is a row of trailers loaded with
sides of meat ready to be carved at the customer’s
request. These traflers are apparently sufficient to
meet recently imposed regulations requiring that
mezt be sold from structures with fourwalls, running
water, and a nonporous cutting surface.

What onie does niot see are privately run butcher
shops. Private shops are appearing everywhere in
Warsaw, but these tend not to be food stores, which
in fact are stll controlled by the same cooperatives
and state enterprises that ran them in the past.

Although the long lines and barren shelves of

two years ago are gone, these stores still offer only
a poor stlection of goods and rather indifferent
service. .

Plenty of opportunity seems to exist for entre-
preneurs wishing tc open food shops that could
compete with the state-run enterprises, offering
lower prices and better service. So far, however,
people have not availed themselves of this oppor-
tumity. Approximately 30% of the pork that is sold
“~at present is marketed through private channels,”
but almost all ofthat 309% is sald directly by farmers
in markets like the one at the Palace of Culture.
There is currently Hittle interest in investing in such
enterprises as private meat-packing plants and
butcher shops.

Two reasons for this are Poland's underdevel-
oped banking system and the fact that the program
Iaunched by Minister of Finance Leszek Balcerowicz
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in 1990 has imposed strict credit Hmifs, Major

Investments are, of course, very difficult without -

functioning capital markets. But there is evidence
of discretionary inecome in Poland that is being
invested in luxiry iterns such as large houses and
new Mercedes. The problem appears to be mobiliz-
ing this money for investments such as smail
- private food concerns.

It may be that what is needed most is Hme,
‘Under conmuunism, governrnent attitudes toward
private economic activily were unpredictable at
best; and would-be entrepreneurs were reluctant to
undertake large investment projects, fearing that
the government might seize the profits. Money was
therefore spent on consumer ifems znd private
¢conomic activity was limited to those zreas in
which start-up costs wereminimag], including open-
airfood markets, service-orented businesses such
4s automobile or tractor repair, shoe repair shops
and tafiors, or small boutitues selling jewelry or
knitwear). Habits formed over 40 years are hard to
brealk, and it will certainiy take tirae for people to
develop enough trust in the new government to be
willing to make investments that could take a year
or more to begin to pay off. Institutons are alss
needed: capital markets, an effective commmumics-
Uons system, a better developed legzl systemn,
government tegulations, and the bureaucracy for
implementng those regulations. Much of the
necessary legislation Is still being debated m the
paliament

Problems in the Agriculturel Sector
I themeantime, the situation confronting Poland’s

farmers is vather serious. Despite all adversities, ¢
Poland had enother record grain crop this year, of

27 .000,000tcns., But 2,000,000 tons ofthat remain ,

in storage because there are no buyers. The state- --

mun purchasing agencies, citing the “demand bar-
Tier” at the retail level, have curtailed purchases,
Daiyy farmers are suffering worse problems, The
dairy cooperatives in charge of purchasing are
themselves i severe financial difficnity and have
+ been unable in some cases to pay favmers for mils
already delivered.® There arve mountains of unsold
potafaes, as tradiHonal marketing channels have

collapsed. Now farmers gnd minisity officials arev

worried about sinilar problemns with the sugar beet
harvest =

The government has so far resisted farmers’
demzmds for higher minirmnm price levels. it has
improduced Hmited subsidies for improving soil
fertility zmd developing high-quality seeds and
breeding stock. Low-interest credit is also available
for the prurchase of farmland. But 21l this support
goes to the larger, more efficlent farms, Officials of
the Ministry of Agriculture and agricultural

research inghtutes maintain that the rea! problem
with Polish £arming is high production costs, They
argu¢ that many farms are too smali to be econemi-
cally viable and are very inefficient. They advocate
the consolidation of these small farms Into Larger
units. The hope is that the less successfil small
farmers will be pressured into selling out and
leaving farming altogether,

T4 an extent, this reasoning is valid. Some of
Poland’s farms are cleardy too small to be viable. The
clearest case is the one- and two-cow dairy farm,
where onie can see a farmer milking his two cows by
hand in the feld and transporting the cans of milk
on bis bicycle to the procurement center. No con-
sumeriswilling to pay the higher price it would take
to make the farm profitable. Other small farms are
doing well, however, such as some of those spe-

" cializing in frutt production. Furthermore, some of

the larger farms, which the government has been
fncouraging, are also in trouble. The smgl hog
farmer, forezample, can bypassthe state purchasing
system and sell his hogs directly on the streets of
Warsaw. But it ismore difficult to sell 100 hogsthat
way. Particularly hard hit are those farmers who
recently invested heavily: interest rates for credit
were as high as 48% a month at the begirming of
1990. - .

There is a danger under the current conditions
that the wrong fzrmers will be forced out of busi-
ness. There is no reliable evidence om which to
evaluate the efficiency of farms. Although Polish
researchers have conducted numerous studies on
production costs and concluded that they were too

_high, theybased thetrresearch on conditions under

commuynism. Those costs were calculated using
distorted prices and cannot be used as accurate
indicators of efficiency.

Furthermore, if small farmers are going to give

.up their farms, they need some alternative source

of liveliiood. With industrial unemployment Hsing,
part-tme farmers see their farms as their sole
source of econanzic security. Government afficials
are aware of this problem and plan to emphasize the
developmentofnonagﬁnulturalmralindushy. They
dlso hope that many of those leaving farmingwillbe
able to earn a Lving by providing hadly needed
services to those remaining in the sector. But it
will take time to develop alternative sources of

_exaplovrment.

It is not clear whether Polish experfs have
focused on the most serious problera, The mar-
ket will ultimately identify the efficient farms. At
present, Lowever, the market that is providing
nedative signals to so wany fanmers is sHll an .
impetfeci one. One of the most serious impediments
te the advancement of Polish agriculture is the lack
of developed, private-marketing channels.
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Approximately 80% of marketed food products are
stillsold through statechannels. Available evidence

suggests that these state enterprisesare siillaching

like wonopolies.® The ceniral apparatis that con-
trolled the activities of these organizations has been
dismantled, but what has emerged instead is
localized monopolies. They are reacting to high
processing costs and the eimination of governmernit
subsidies by curtiing hack on production to preserve
their profit margios and are therefore purchasing
less fom the farmners. Af present, a farmer’s only
alternative is to sell his produce himself, divectly off
the back of ids truck The costs of this type of
marketing (in terms, for example, of the farmer's
time and the cost of fuel {o {ransport the produce)
are obviously quite high.

The Comparative Advantage
of Polish Agriculture
Despite this year’s exporiable wheat surplus,
Polish economists generally agree that Poland's
comparutive advantage ies in livestock production
rather then grain production. Because of the poor
quality of most Polish farmiznd, the general belief is
that Poland should not be sitiving for grain exports.

Polish analysts alsonote that thereis a poterttial for |

developing the pork sector.

In the short terma, however, the development of
an internationally competitive livestock sector is
consirained by thelack of gocd-quality feed. Throngh
the 1580s there was a shortage of protein in feed
rafions. All scymeal roust be fmported, and imports
have been limited by the shortage of hard currency.
The rapeseed crop offers some pofentizl, but in
recent years Poland has ended up exporting large
amounts of rapeseed because of a shoriage of
crushing capacity. This yeax, the protein deficit is
even more acufe, Beczuse the price of feed con-
centrates Is no londer subsidized, demand on the
pext of farmiers has fallen precipitously. This year's
soy meal imporis are down considerably. One
estimste from the Insttute for Agricnliural and
Food Economics in Warsew places 1990 soy meal
imporis as low as 300,000 tons, down from more
than 1,000,000 tons in 1989. Farmers are feeding
their livestock grain [grain supplies are more than
adeguate), potatoes. and skimmed milk—
commodifies whose prices on domestic markets are
depressed.

Forthis reason, Polish economists place greater
hope (at least for the short term} n more lxbar-
mtensive lines of production. Ezamples givenninctude
fruit, vegetables, and otherspecialty items, togethier
referred to as “boutique agriculiure.” Anzlysts also

suggested that Poland could specialize in “heatthy ,

foods,” that IS, produce grown without chemicals;
. this would turn the shortege of agricultural

chemicals into an advantage. They have been quick
to point out that despite the notorious poliution in
the southwestern part of Poland. two-thirds of
Poland's agricultural land is virtually free of any
polluion. .

But thie queston that always comes up is where
to find foreign markets. The lack of foreign markets
has been considered the greatest limiting factor in
the potential development of Poland’s pork produe-
tion. The largest market at present for Polish pork
is the United States, which accounts for most of
Poland's szles of canned ham. The other major
market is the Soviet Union. No one seems to believe
that there is much chance for growth in the US
demand ior ham_ And the Poles are truly worried
about the growing economic chaos in the Soviet
Union. There is real doubt asto whether the Soviets
will have the means to pay for imports.

The most serious obstacle f¢ expansion.
say Polish experts, contitues to be the barriers
erected by the European Conmnmity (EC), which
is the main market envisaged for the “bouticue
agriculture.” Despite the economic aid that
has been provided by the EC and the recent
irade agreement between the EC and Poland,

EC markeis are as difficult to penelrate as ever.
" Polish strawberry exports to the EC are illustrative.

Polish strawberries are said to be of betier quality
and cheaper to produce than those produced in
the EC area. But the EC has declded to immple-
ment g mingmumn price of $2,000 a ton {or irmported
strawberries, compared with the EC price of
$1.500. .

The Puture of Polish Agriculture

Most productivity indicators show Peland lagging
behind the EC by between 30% and 50%. Model
results obtained in this branch wers based on the
assumption that Poland could ¢lose this gap by at
Ieast half by the mid-1990s.F Because of the poor
quality of Polish soil, grain yields may never reach
EC levels, Livestock productivity could, however,
certainty increase enormously. The Imnited subsi-
dies recently introduced by the Polish governsnent
are specifically atimed at boosting productivity.

However, with procurement prices as low as
they are, Palish farmers have no imcentive to strive
forsuch productivity gains. The effciency of feeding
practices, for example, will almost certainly be
lower this year, because fammers do not find i
economical to use high protein feed concentates
and zre relying Instead on traditional feeding
practices. As Jong as procurement prices remain
low, onecannot hope for much gain in productivity.
The depressing effect of the “demand barrier” on
prices will not disappear in the near future: con-
sumer demand will continue to be constrined by
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falling real incomes and the penetration of foreign
markets will continue to be a problem.

Despite these difficulties, the agricultural
and feed production sectors of the Pelish economy
. &re in far better shape than those of Bulgaria

- &nd Romania. There are atmple food supplies in -

Poland, which canmot besaid of those two countries.
Poland’s situaton could improve still more with
the demonopolization of the processing and
distribution sector. If intermediate costs could be

POO4585.90R

lowered, then demand could be stimulated at the
tetall level, as more goods were offered at lower
brices. At the same time, competition should help
increase the prices paid to producers, giving them
an incentive to raise productivity. Otherwise,
Poland’s agriculiural sector will shrnk and ifs
products will be competitive only because of cheap
labor. '

November 12, 1990

Notes:

1 The conclusions reached in this paper are based
on interviews with Polish government officials and
researchers and the author's personal sbservationson a
recent visit to Poland.

2 This is a rough estimate by economists at the
Institute for Agricultural and Food Economics in
Warsaw. No one knows exacily: how much is being
markeated through private channels.

3 For firtheyr discussion of the problems of Polish
dairy farmers, see Karen Lemiski, “The Settlement of the
Agricultural Protests,” Repart on Eastern Europe, 1o. 37,
September 14, 1990,

4 Gazeta Wybereza, no. 214, September 14, 1990,
p- 2.

5 As evidence of the continued monopolistic
status ofthese enterprises, restilts ofresearch conducted
at the Institute for Agdeultural and Food Economlies iy
Warsaw shows that overall profiis in the food-processing
sector actually rose during the first half of 1990, even

given the elimination of subsidies and falling consumer
demand. Also, there are huge variations in prices from
one region to another, For mmmple, procurement prices
for milk in the month of July ranged from 461 zloty to
694 zioty a liter. .

& This is the conclusion reached in Namcy J.
Cochrane, Trade Liberalization in Yugoslaviz and
Poland, Agricultural and Trade Analysis Division,
Economic Research Service, U.S. Department of Agricul-
ture. Staff Report No. AGES 9058. This study presents
the results of a model that simulated the effects of
economic reform on Polish agriculture. The results sug-
gested that with the removal of the barriers insulating
Polish producers and consumers and productvity gains
averaging around 20% for all commadities, Poland could
become a significant net exporter. According to the
results, the country would be exporting large amounts of
pork but would continue to irnport grains and oilseed
products.
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Mazowiecki’s Year in Review
Anna Sabbat-Swidlicka

Poland began 1990 with an established and popular Solidarity-led
government intent on implementing an ambitious program of political,
econornic, and social reform that was to lay the foundations for an
tndependent, dermocratic state and a functioning market economy, In spite of
its many notable achlevements in both of these areas, the govemment
gradually lost touch with a significant part gf its supporters among the political
elite and the broader public. Solidarity leader Lech Walesa's challenge to the
government he had originally helped to power resulted in new presidentiol
elections by general suffrage and Walesa'’s accesston to the Prestdency with
a pledge to speed Poland’s transition to democracy. .

began to implement a complex program of

building democratic institutions and a market
economy on the ruins left in its wake, The country
enitered 1990 with its precommunist name and coat
of arms and a rump conatitution that had discarded
most vestiges of the communist systern, Although it
was still burdened with a head of state who repre-
sented the forces of the old system and aparliament
whoese composition reflected a prearranged distri-
bution of seats that guaranteed the Communists
and their allies a majority, Poland could boast a
Solidarity-led government that enjoyed broad public
support. This government, led hy the Catholic intel-
lectual and former Solidarity adviser Tadeusz
Mazowieck!, had taken over from the Communists
In September 1989, By the beginning of 1890 it had
already been able to restore respect for human and
ctvil rights, take over the economy, draw up plans

I_n 1990 Poland left communism behind and

to combat inflation and create a completely new
economic infrastructure, and define policies and
priorities in all branches of government,

Mazowiecki’'s Achievements
In the course of 1990 Mazowieckl's government
made much progress on the road to democracy and
economic rationality. Mazowiecki conceived of his
government as a team that would pull together in
order to putl the country on the right track rather

~ than having each minister pull in his own direction

in defense of particularist interasts, as had all too
often been the case in the communist past. While
each minister was responsible for defining policles
and priorities within his own sector, they were all
bound to proceed in accordance with three cardinal
rules: the rule of law, gradual change, and the
primacy of economic reconstruction in determining
government priorities, Despite the fact that the

JANUARY 4, 1991
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government included some political appointments,
Mazowlecki was able to ¢reate a disciplined and
nrofessional institution whose smooth functioning
and elliciency made it a credible part of the new
democratic order,

. Building & Market Economy
The governrnent's first priority was to halt inflation
and lay the legal and institutional foundations for
= market economy. The Government’s Program for
Changing the Econornic System, devised by Finance
Minfster Leszek Balcerowicz with the support ol the

Interpational Monetary Fund and the Worid Bank, -

went into effect on January 1, If prescribed a quick
but painful leap into a market economy, Within the
first two months Balcerowicz had succeeded in
stabilizing and achieving the full convertibility of
the Polish currency: reducing the monthly inflation
rate to single figures: balancing the budget; and
elirninating shortages on the domestic market,
These successes were achieved “at the cost of a
sharp drop in the puhlic’s purchasing power, adrop
in production, and the appearance of, and then
tnerease in, unemployment,

By May the government was ready to proceed
with long-term economie restructuring. All efforts
were focused on the privatization of state enterprises.
There was general agreement on the need for speedy
privatization in order to transf{er economic respon-
giblity from the state to identifiable owners and
ereate a capital market to ensure efficient use of the
country’s ecenormic resources. The plan entailed
the “small privatization” oflocal shops, restaurants,
and service outiets that were part of large state
concerns, as well as principles for the privatization
of large Industrizl plants, which included a pre-
Iminary stage of *commerclalization.” The passage
ol the government’s legislative package was delayed
in the Sejm, however, because of objections rajsed
by theworkers' self-management lobby, which calied
for special privileges for workers of privatized enter-
prises, such as greaer emphasis on employee
ownership of entire enterprises. The package was
finally passed inJuly, It included the establishment
of a Ministry for Ownership Transformations, which
hasbeen identifying and preparing state companies
for privatization. Shares for the first five companies
went on sale on Novemiber 30 and there has been
lively public interest in the acquisition of shares.

Among the 117 laws initfated and drafted
by Mazowieckl's government in 1990 were sev-
eral important pleces of economic legislation,
In addition to the budget and privatization
packages, the government laid the legal founda-
tions for a stock exchange: liberalized cus-
toms regulations; introduced amendments to
the bankruptey law, the commercial code, the

banking system, and the legislation governing
expropriation; and transferred part of central
government resources to local government
bodies,

: Foelign Policy

The government's greatest achlevement in foreign
policy was the successful conelusion of & Polish-
German border treaty in which & united Germany
recognized the finality of the Oder-Neisse border
and renounced claims to former German tertitories
that have belonged to Poland since the end of World
War II, The treaty, which was signed on Novem-
ber 14 but rust still be ratified, safeguards Poland's
securlty interests and creates good prospects for
future cooperation between the two neighboring
countries.

In 1990 Poland continued the policy begun by
Mazowiecki's government immediately after it took
office of introducing some balance into relations
with the Soviet Union by basing them on genuine
mutual interests, respect for human rights, and
international law. Although establishing a workable
partnership with Poland’s neighbor to the east
proved difficult, not least because of internal political
and economic problems in the Soviet Urdon, some
progress has been made. By the end of the year
talks on the withdrawal of Soviet tropps stationed in
Poland had begun and Poland had joined with
Hungary and Czechoslovakia in lobbying for the
dissolution of the Warsaw Pact'smilitary struetures.
Bilateral economic negotiations have served to
redress the terms of irade at least partly to Poland's
advantage, although inequities rémain, The Soviet
authortties finally admitted that atrocities committed
on Polish officers at Katyn and other places had
been perpetrated by the NKVD at Stalin's orders,
helptng to the clear the way for better mutual
relations, The Poles have also taken steps to Institute
direct relations with some of the Soviet republics
berdering Poland, Finally, Poland has opened out to
the West, in patticular toward West European
countries and institutions. Diplomatic relations
with Israel, which were broken off under Soviet
pressure after the Israeli-Arab war of 1967, have
been restored,

Changes in the Bystem of Justice
Many changes were also made (n the course of 1880
inthe system of justice. Judielal independence was
boosted by the removal of {declogical references
from the oath of office, a new system of appoint-
ments, the establishment of a2 National Judiciary
Council and judges’ conventions as self-governing
iustitutions, and the elsction of a2 new Supreme
Court. A new generatlon of voivodship court
chairmen also replaced the old guard of
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nomenklatura officials, The first stage of a nation-
wide reorganization of the courts has been com-
pleted. It included the establishrment of 10 appeals
courts and the takeover by the Justice Ministry of
the misdemesnor courts, which had served under
communist rule as a means of repressing inde-
pendent democratic activity.

‘The central Prosecutor's Office, which had, inthe
past, been unofficially linked with the Ministry of
Internal Affairs, was dishanded and its tasks taken
overbythe Justice Ministry. Allvoivedship and local
prosecutors were subject to rehiring according to
purely professicnal criteria. Many of the more
notorious prosecutors were retired or not rehired.
The prisons' administration wasreformed and steps
were taken at least to humanize conditions in
Poland’s outdated prisons and detention centers,
Amendments were made to both the civil and
criminal codes to remove the more glaring vestiges
of communist ideclogy (such as the provisions meant
to defend the communist political, soclal, and
economic systems) and to bring them into line with
the changed political and economic conditions,

The Police and the Army

1290 also saw the beginmings of change in the
police force and army, the two redoubts that had
been left in the hands of the Comimunists by the
April 1989 round-table agreements between repre-
sentatives of the commurnist establishment and the
detnocratic opposition mevement. The Ministry of
Internal Affatrsremained closed to ouiside influence
until March, when the Catholic journalist Krzysz{ol
Kozlowski was appointed a deputy minister to
General Czeslaw Kigzezak, The communist-run
police force was allowed to set its own house in
order. In the course of this process, many police
archives were secretly destroyed. In May the Sgjm
passed a package of laws that reorganized the
palice along nonideoclogical lines, The security police
was abaolished and replaced by a State Protection
Office. A sirict sereening process weeded out many,
though not all, of the old regime’s security forces.
The regular police force was reorganized to concen-
trate on fighting crime, rather than defending the
political order. Public criticism of the incompetence
of the police in combating a rising ¢rime wave was
countered by poiice complaints that they are ham-
pered by a lack of persormel and resources, It was
not until July 1990 that Kozlowski took over from
Kiszczak.

The process of depoliticizing the army also had
a delayed start, Although the Main Political Board
was abolished as early as November 1989, political
party membership was banned, and ideclogical
indoctrination wasreplaced by emphasis on patriotic
values and traditions, the very nafure of the army

as a closed institution forced the government to rely
on existing structures and cadres to implement
reforms, Most of the top commanding officers were
retired or replaced by a younger generation of
officers, Two deputy ministers from Solidarity were
appointed in April 1980 to deal with educational
matters and interpational military relations. In
July, the old guard communist Defense Minister

‘Qeneral Florlan Siwickiwas replaced by Rear Admi-

ral Plotr Kolodziejczyk. After this, internal organi-
zational changes received new impetus. The army’s
territorial organization is to be reorganized and
units are to be redistributed the better {o protect
Poland's security interests. In particular, unlits will
no longer be concentrated on Poland's western
border, as had been dictated by Soviet military
interests, but will also be deployed on Poland's
previously largely undefended eastern border.
Defense Ministry officials have begun cultivating
official relations with the North Atlantic Treaty
Organization as ties with the Warsaw Pact's military |
structures are successively loosened, Ministers of
religion have returned to military units, and the
military as a whole is taking a greater part In
national patriotic and religlous events, There are
plans to institute a soldiers’ rights spokesman who
would help toensure the humanization of conditions
within the army.

Reform of the State Administration
Mazowlecki's govermment also prepared and intro-
duced an important reform of the state admin-
{stration. The state's 48 volvods were directly sub-
ordinated to the central government. In the course
of 1990 most of the voivods were replaced with
individuals enjoying authority and the support of
their local communities. The system of people's
councils that had served under communist rule as
a facade concealing the real nature of “people’s
power” was abandoned and replaced with a system
of genuine local sell-government. This program of
decentralization endowed the basic local adrninis-
trative units with legal status, fiscal autonomy, and
responsibilily for ensuring local services, In May
1920, the first {ree Jocal government elections since
before World War I put lecal mattersinto the hands
of loca) communities. Since then, many of them,
particularly those in the underdeveloped parts of
Poland, have experienced serious difficulty in coping
with their new responsibilities, primarty as a result
of insufficient [unding, while others have exploited
the new possibilities to promote local economic
activity and release soclal infilative.

Problam Issues
In spite of the government’s undeniable achieve-
ments in laying the foundations for a demacratic
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political system and a functioning market economy.
the substantial public support it had initially enjoyed
was gradually eroded. The extent to which
Mazowleck! and his team had lost the public's con-
fidence only became apparent in the cours of Nov-
ember’s presidential elections, in which Mazowleckl
won only 18% of the vote In the first round, coming
third behind Solidarity leader Lech Walesa and the
urnknown Stanislaw Tyminski, who clatmed 40% and
23% respectively. Mazowieckl's defeat appears to
have been caused riot by any specific errors of policy
but by a general climate of disaffection aggravated

by the government’s inflexibility on certain politically

or soclally sensitive issues. This irritated alarge part
of the public and alienated many of Mazowiecki's
former political allies. )

Not all of the government's political and eco-
nomic decislons were unanimougly approved as the
Poles began to experience both the benefits and the
drawbacks of democracy and capitalism. The will-
ingness ofthe public to accept sacrifices declined as
living standards fell and unemployment grew.
Although it was common knowledge that the move
to a market economy would entall a period of
hardship and the government’s economic experts

had predicted the high social costs involved, not gt -

ofthevarious social and professional groups proved
tobe equally resilient, Many people were concerned
thatthe drop in production, which was steeper than
had been generally expected, would prevent the
hoped-for upturn ir: the countiy's economy, The
fact that production in the private sector wason the
rise and that the downward trend in the state sector
had slackened off by the end of the year failed to
dispel the growing pessirmism among some sections
of the population.

. The Farming Lobby

In particular, Poland's private farmers felt that
they should have had a better deal. After having
successiully resisted collectivization and eontin-
ued, for so long and against all odds, to supply
a large proportion of the nation's food require-
ments, peasant farmers had hoped that the advent
of capitalism would finally enable them to make
& good living from their farms. They believed that
agriculture should be treated as a priority sector
of the cconomy and supported with special
state subsidies, as is the case iIn many of the
European Community member countries, They
wanted preferential credits that would sllow them
to invest in thelr farms. They hoped that the old
state monopolies i the procurement, processing,
and distribution spheres would bz instantanecusly
dissolved and that they would be able to seil
thelr produce at profitable prices. Finally, they
counted on a reorientation of ndustrial production

in order to ensure adequate supplies of the means
of agricultural production at prices they couid
afford. '

The Balcerowicz Plan guaranteed none of these
things. Instead, it was content tolay the foundations
for a system of economic mechanisms that would,
in time, automatically begin to regulate all these
problems. At the same time the Balcerowicz Plan
imposed striet anti-inflationary measures in
the belief that conquering hyperinflation was a
precondition for any successfitl systemic change.
and peasant farmers were expected to shoulder the

_burden on a par with other parts of the population.

The farmers seerned to feel the squeeze particularly
painfully, They pointed to their tight household
budgets, which were based not on weekly ormonthly
incomesbut ontheirnot always predictable seasonal
harvest, and to the lengthy agricultural production
cyele that often made essential logns unaffordable.
They stressed the crucial importance of agriculture
to the economy at large. They accused the govern-
ment of planning to force the small family farm out
of existence in favor of “farmerization,” or the cre-
ation of larger. mechanized. and more efficient
farms. They lambasted Mazowleckl's team as an
“antipeasant” government. Some farmers ran down
or disposed of their stock. InJune farmers {rom the
Clechanow area occupled a state dairy, demanding
guaranteed mintmum prices, guaranteed accep-
tance of all milk delivered regard!ess of quality, and
payment for the previous month's deliveries. The
threat of police intervention was only averted by the
timely mediation of Lech Walesa. A few weeks later
farmers oceupled the Ministry of Agriculture in
Warsaw, This time the demonstrators were foreibly
evicted by the police. -

These Incldents caused much bad blood, They
forced the resignation of Minister of Agriculture
Czeslaw Janicki, led to a political impasse over who
should succeed him, and ultimately prompted the
Polish Peasant Party to withdraw its support for
Mazowleck's government, Although in subsequent
negotiations with farmers’ representatives the gov-
ernment made a number of concessions to the
farmers’ demands, it refused to compromise on the
prinelples of its economic policy. It éarmarked some
500 billion zloty for modemizing the dalry industry
and an additional 300 billion zloty to cover indem-
nily payments and cancel outstanding debts. It also
speeded up the creation of the Agricultural Market
Agency. This agency, which was operating in time for
the grain harvest, was set up to stabilize prices
through government purchases and sales. These
positive developments failed to win the farming lobby
over to Mazowiecki’s policies; the damage had al-
ready been done, and they remained a resentful
group,
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Other Discontented Groups

Another group that found the burdens of the
transition to a market economy too hard to bearand
demanded state intervention was that financed
from the state buddet, such as municipal service
employees, teachers, and nurses. The transfer of
responsibility for local services to the local gov-
ernment authorities caused problems in a few
cases whenthe new authorities, required bythe law
to be self-financing, stimply lacked the funds to pay
the wages of such employees. It was only after the
victims had resorted to strike action that the central
government stepped in to ball out the locs! guthor-
ities. Other groups became dissatisfled as the
governruent’s steep tex on enterprises that paid out
wage rises in excess of a certain percentage of the
inflation rate began to bite. Poland's miners, who
had for years enjoyed special benefits and wages
well above the average on account of the hazardous
conditions of their work and their impertant posi-
tion in the ecanormy as the country's most impor-
tant source of export income, also went on strike to
protest the gradual erosion of their privileges, The
previously privileged skilled workers from the glant
industrial plants, whe had been preferred by the
communist staie forideological reasons, also began
to see their group interests threatened insofar as
they perceived themselves as the most likely targets
of future unemployment.

The Round-tabie Anachronism :
Perhaps the most serious political failing of
Mazowiecki and his teamn was their apparent inability
o respond to the collapse of the cormmunist parly
by discarding as an anachronism the round-table
agresment that was signed in April 1989 between
‘representatives of the “constructive epposition”
within Solidarity and the communist political estak-
lishment. That agreement had guaranteed the
Comimunists and their allies 659 of the seats iri the
Sejm and de facto also the post of President in
exchange for the opposilion's sccess to official
Instifutions, The subsequent course of events,
starting with the opposition's timpresstve showing
in the parliamentary elections of June 1989,
gradually transferred the initiative to Solidarity as
commurnism disintegrated, The Communists' coop-
eration with a Solidarity-led government had
originally been bought with the promise that the
Comununists would have sole responsibllity for
internal and external security matters, By the time
Poland's neighbors in Central and Eastern Europe
had rid themselves of communism and the Polish
parly had dissolved, however, many people no
longer saw the need to continue & purely political
arrangement that had been made in a different set
of domestic and international clreumnstatices.

The fact that the discredited General Wojciech
Jaruzelskiwas still head of state and the continued
presence in the govemment of Kiszezak and Siwicki
were particularly galling, Many people were 1ot
convinced that the reform of the police and the army
was genuine, They were concerned that both insti-
tutions remained impervious to publie scrutiny.
Such misgivings were fueled by & number of dis-
quieting incidents involving the Ministry of Ititernal
Affairs, such as the clandestine destruction of
police archives and the appointment {o a top advi-
sory post of an individual who was subsequently
identifled as the head of a group of security police
provocateurs, Many people also felt it was pointless
to stand by security cornmitments that appeared {o
be simply political anachronisms. such as the
continued stationing of Soviet troops in Poland. The
government seemed to be lagding behind develop-
ments when it finally reversed its policy in this
respect In August 1980 and took the first steps to
niegotiate the troops' withdrawal from Poland,

The Nomenklatura and its Aszets
Mazowlecki's government was also criticized ior
failing to deal decisively with the old communist
nomenklaiura networks that have, in some areas,
survived the collapse of communism and even seem
to be thriving in the new conditions. Mazowiecki's
“no witch-hunts™ philosophy was applied inn the
government administration, the economy, educa-
tion, and the media. It provided that no cne should
be removed from his post or deprived of his beneflis
on grounds of previous party affiliation alone and
thet everyone be given an equal chance to prove his
or her professional competence and loyalty in the
changed circumstances. Inevitably, this meant that
the more able or shrewd of the old guard seized the
opportunities avaflable to them and made use of
their resources, positions, or contacts to set them-
selves up in private business. In this way, so-called
nomeniklaturg corporations mushroomed in the
first few months of Mazowiecki's tenure. In at least.
one case, workers found themselves facing the
prospect of being employed by discredited former

- communist ministers, Initially, the government's

Insistence on abiding by the law at all costs prevented
it from dissolving such corporations unless there
were strict legal grounds, such as embezzlement or
undervaluation of stock, for doing so.

The public was also scandalized by the commu-
nist party's stubborn attempts to hold on to the
considerable wealth that it had managed to acquire,
mostly unlawfully, over its 45 years in power. The
government had originally intended to allow the
Polish United Workers' Party and its affillated youth
and public organizations, as well as the other
satellite parties it had tolerated. to keep those of lts

JANUARY 4, 1991

29



MAR 15 .°91 12:49PM RADIO LIBERTY WASH DC

POLAND : -

P.7

assets to which it could prove a legal title, It had
planned to dismember the party's vast RSW pub-
lishing concern but allow the party to keep some of
its newspapers and effects. These precepts were
criticized by some of Mazowiecki's own supporters
and a large part of the publie, whose sense of justice
demanded that the party be deprived of all its assets
and means of activity. Nascent independent political
groups and parties, which were starting up with no
funds, resources, or office space, also considered
themselves to be at a disadvantage with regard to
. their former oppressors, It was only after the gov-
ernment had discovered that the party's negotia-
tors were acting in bad faith and that new
nomenklatura corporations were being set up
behind its back even as tatks were in progress that
it gave way to public pressure: it liquidated the RSW
empire and broke its own cardinal rule by retroac-
tively invalidating the newly established press
corporations, The government’s hesitancy to resort
to decisive methods in such situations caused it to
lose public credibility.

The Media

The government was also faulted for its policy on
the broadeasting media, which are still over-
whelmingly under state control. Although the
government's legislation on radio and television
and on cormmunications makes way for private
broadcasting, this is hardly off the ground, while
the government's plans for breaking up the dis-
eredited and unwieldy state-run Radioc and Telev!-
sion Commititee have been challenged by both
Journalists and politicians. While teform of that
“‘Augean stable” would have been a difficult task for
anyone, the intellectual Andrze) Drawicz seems to
haveheen unable to achieve the media breakthrough
that the public had hoped for after the collapse of
comrmunism, Changes in form, style, and person-
nel were slow and incomplete; although formal
censorship disappeared, neither the old generation
of journalists northe newcomerswere able to create
a credible, professional, and independent, as well
as popular form of communieation.

Tactical Errors
By February 1990 calls for change were being
publicly atred, There was talk of holding fully free
parliamentary elections that would endow the
country with a representative and respected legis-
lative body. There were calls for the replacement of
Jaruzelski, who was seen as a discredited symbol of
45 years of oppression and, more particularly, of
the repressive policies of martial law that were still
fresh in people's minds. The new political estab-
lishment, led by Mazowlecki and his supporters
within the Citizens' Parliamentary Caucus, wasnot

responsive to these calls for change. It maintained
that the current political arrangement was both
functional and essential in order to lay the foun-
dations. for a democratic system and a market
economy, It refused to consider any deviation from
its chosen path of reform as a risk'to the success of
Poland's historic experiment. The pro-Mazowiecki
Citizens' Parliamentary Caucus leadership under
Bronislaw Geremek ighored critical comment from
within the caucus, Warningsfrom Walesain Gdansk:
were also rejected as interference, harmful to the
Jjoint Solidarity cause.

The Rise of an Opposition

The Mazowiecki-Geremek group's inflexdbility in
the face of criticlsm exacerbated latent differences
within the Solidarity movement. The critical part
of the Citizens’ Parliamentary Caucus felt that its
influence on the decision-making process
was being unfairly blocked and that the political
process was being monopolized by a new elite. It
gradually drew closer to other dissatisfled groups:
the fledgling political parties that had remained
outside the round-table negotiations and found
themselves outside the parliament, as well as to
the soctal groups hardest hit by the government's
economic stringencies. By May Walesa had decided
to stand at the head of & broad opposition move-
ment whose core was formed by the recently cre-
ated Center Alliance coalition of political and social
forces. Walesa's supporters initially belleved that
the removal of Jaruzelsk! from the Presidency and
his replacement by Walesa as an activist President
would provide an impetus to Poland's demo-
cratic transformations. It had not been their -
intention to topple the Solidarity-led government
but simply to prod Mazowlecki's government in
the right direction and defuse public criticism
until the foundations of the new system were in
place.

Mazowiecki and the supporters of his
govermment's philosophy rejected this approach.
By July they had established a rival political coa-
lition called the Democratic Action. Both of these
groups aimed to be broad social movements rather
than political parties: but whereas Walesa's coali-
tion was committed to the development of a
multiparty system in Poland, Mazowleckl's group
belleved that, in the current circumstances, Poland
required a broad public consensus rather than a
proliferation of weak and fractious parties,
The Solidarity union gave its backing to Walesa,
but the unton that emerged from its second
national congress in April 1890 had already lost
many of its original leaders and advisers and was
no longer the national forece it had been in 1980
and 1981,
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The Struggle for the Presidency

-‘Mazowieckl's deciston in Octoberto challenge Walesa
for the Presidency meant that the conflict had
developed into a full-blown struggle over the best
stratedy to be pursued in order to attain goals that
were common to both sides. It all but excluded the
poszibility of a Walesa-Mazowiecki tandem after
the elections. The sudden appearance of the
unknown outsider Tyminski and his strong show-
ing in the first round of the presidential elections
brought home to both the antagonistic camps, ag
well as to the other aspiting political forces, the
extznt of the publie's alienation from the political
process underway in Poland, the gulf separating
the new elites from the masses, and the risks still
menacing the nascent democracy. Indeed, the risk
tothe future of democracy in Poland was considered
so great that even the Roman Catholle Church
hierarchy, which had withdrawn frorm the front-line
of politics in the course of the year and had insisted
on keeping its neutrality in the first round of the
elections, saw fittowarn the nation of the impending
danger. Walesa's 74% victory over Tyminski in the
second round suggests that the majority of the
Polish public was sensitive to the dangers, but
Tyminski's 25% remaing as. a warning for the
future,

Mazowiecki treated the results of the first
round as a public vote of ne confidence in his
policles and announced his resignation, together
with that of his entire government, With hindsight
it is possible to discern four reasons for his
defeat. First, he and the supporters of hig
gradualistic and legalistic philosophy were so
committed to their political program that they
considered it both exclusive and untouchable.
Their rejection of any compromise made them
vulnerable to the charge of inflexibility. Second,

they proved unable to share power, forming a
closed, narrow group that left even those who
should have been cultivaied as political allies
largely out of the dectsion-making process. Third,
their reaction to criticism was excessively defensive
and also slow. By the time they had reacted, many
of the critics had become alienated. Finally, they
were very weak as far as propaganda and public
relationis were concerned, They seemed unable to
sell their undoubtable achievements to the public
a8 reasons for national pride and enthusiasm and
to make propaganda capital out of those few issues -
on which they were forced to compromise by pub-
lic opinion or the logic of events,

Walesa's accession to the Presidency and the
appointment of a new government mark the end of
an experimient in which a respected but relatively
closed elite tried to implement a generally accepted
reform program by appealing to the masses for total
confidence and support in the name ofthe Solidarity
ethos, The termination ofthis particular experiment
does not signify the fatlure of the entire undertaking
nordoas it negate the considerable progress already
made by today's political losers. Rather, it signifies
a new approach to the same set of problems, one
that would preserve the goals and programmatic
principles while paying more attention tothe broader
public and involving its political representatives in
the decision-making and opinjon-forming processes.
The lessons of 1990 in Poland are that democracy
cannot be steered by any group, however talented
and {rustworthy, and that room must be left for
spontaneous initiative and eriticism in any attempt
to create social justice, political stability, and

~ economie prosperity.

POOBA3.H0R December 10, 1990
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Walesa’s First Challenge: State Workers
Reject Anti-Inflationary Wage Controls

Louisa Vinton

Protests are mounting against the Polish government's main anti-inflationary
tool; the tax on excess wages, known as the “popiwek. * State workers charge
that the tax, from which private firms tre now exempt, is discriminatory
and hinders production. The governtment has countered that under Polish
conditions higher wages fuel inflation without stimulating economic
growth; moreover, only private owners have a real incentive to pursue
rational wage policies. This conflict is the first test of President Lech
Walesa's ability to balance the demands of economic reform with public

dissatisfaction.

irtually from the moment of their conflrma-

tion in early January, Polish Prime Minister

Jan Krzysztof Bieleckd and his government
have been under siege frorn state workers demand-
ing wage increases, State workers’ dissatisfaction
has centered on the “poplwek,” the tax on excess
wages that the government has used to limit the
flow of money onto the market and thus to cosntirol
inflation. Workers In several state firtns have
declaréd strikes in an attempt to force the govern-
ment to relax wage controls. The former pro-
communist trade unjon federation (OPZZ) has tade
ahard-line stance onthe “popiwek” its rallying point,
threatening a general strike should the government,
fail towithdraw the tag completely. The government's
negotiations with the Solidarity union, whose
approach to the tax, although critical, is less con-
- frontational, have likewise reached an impasse.

The “popiwek” conflict has expanded beyond
the immediate taxation issue into a protest
that calls into question the government's entire
program for economic reconstruction, The
government is thus defending the “popiwek” for
both economic and political reasons. Wage
increases cannot “artificially” improve living stan-
dards, the government has argued. Until effi-
ciency-enforcing changes in ownership are
eflfected, higher wages in state firms will merely
foster higher prices, thus fueling an inflationary
spiral that could obliterate the economic stabili-
zationn so painstakingly achleved in 1980. In
poliiical terms, the govermment views the state
workers' acceptance of wage controls as a measure
of the public's willingniess to endure the disrup-
tions required to create a working market
economy, '
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The “Popiwelk"”

The hillgoverning the 1881 taxcn excess wages (the
tax's formal title in Polish is podatek od
ponadnormatywnych wyplat wynagrodzen, but
popular wisdom has shortened it to “popiwek.”
whose literal meaning has the ring of “after the
beer”) was the last plece of leglslation considered by
the parliament in 1920, In introducing the bill to
the Sejm, Leszek Balcerowicz, the Finance Minister
and Deputy Prime Ministerin hoth the previous and
the current governments, made an urgent appeal
for its rapid passage, warning that the lack of a
mechanism to block wage growth would prompt a
burst of renewed inflation at the beginning of 1991,
Acceding to Balcerowlecz's request, the Sejm
approved the bill on December 22, 1990, President

Lech Waless signed it into law onJanuary 2, 18912
: Like the excess wages tax in force in 1990, the
1991 version of the “popiwek” imposes a punitive
tax on firms that increase wages above a threshald
set by the government.? This iimit is defined as a
percentage of the monthly inerease in retail prices.
For Janugry and February 1881, the government
set this threshold at 60% of the rise in prices. Firms
that exceed this limit by more than 5% must pay a
BO0% tax on the sum of excess wages; by 3-5%, a
200% tax; and by up to 3%. a 100% tax. By
imposing such steep penalties, the excess wages
taxis designed to prevent wages from growing faster
than prices, and thus to stifle inflation, .

The 1991 tax has been liberalized to exclude
both private firms and firms undergoing privatization
inwhich the state owns less than halfof the shares,
The only exceptions to this rule are private irms
enjoying a monopoly position on the Polish market.
The 1991 law also extends graduated relief from the
tax to “commiercialized” firms, that is, thoss that
have qualified for privatization and been trans-
formed into treasury-owned joint-stock companies.
The underlylng assumption here was that only
private owners have a real incentive to maximize

profits and minimize costs, including wages. State-

firms, in contrast, lack identifiable owniers, Thelr
managers thus tend to side with the work force and
yield to demandsfor pay ralses instead of protecting
their irms' financial well-being, on the assumption
that the state budget willinthe end provide subsidies
to save them from bankruptey, In sum, then, the
1991 excess wages tax completely exempts private
firms while imposing stiff penalties on state firms
that grant raises without a proportionate increase
in profits. In this way, the government has designed
the 1691 “popiwek” to give state flrms a rough
substitute for private owners and. at the same time,
an incentive to seek privatization.

Changes were also made in the 1991 excess
wages tax in response to eriticism that the 1990 tax

had penalized profitable state firms by preventing
them from rewarding thelr workers for inereased
cutput. Beginning in April, firrs able to improve
their ratio of profits to wages or to reduce their
losses to levels below those of 1990 will be permit-
ted to increase wages without suffering 2 penalty.
The base sum from which permissible wage hikes
were caleulated in specific enterprises was also
changed: from the total wages bill to the firm's
average wage, This measure was designed to slow
the growth of unempioyment, as the 1990 tax had
allowed firms to dismiss part of thelr work foree and
to use the funds thus saved to raise the wages of
those who remained, without violating the testtic-
tions imposed by the tax.

The Economie Controversy
The 1991 excess wages tax is an unwieldy tool at
best, the government has acknowledged, However,
govermment officials have argued that inthe absence
of m free labor market, which would yield real-
market wages as the ontcome of genuine bargain-
ing between employees and private owners, the tax
s necessary. Crities have nonetheless charged that
the overall economic effect of the tax is negative?
Some economists have claimed that the taximpedes

. Poland's recovery from the recession that resulied

from the balanced budgetary and tight fiscal poli-
cies introduced at the beginning of 1990. Affillates
of the Center Alliance, for example, pressed in mid-
1980 {or arelaxation of the “poplwek,” claiming that
higher wages would prompt increased demand,
which, in turnl, would spur enterprises to step up
production. Under heavy pressure from both the
labor unions and the political opposition, the gev-
ernment of Tadeusz Mazowieckd relaxed the excess
wages tax in mid-1990, but this failed to achieve the
desired result, A

The “popiwek” has alsc been criticized for pet-
rifying an inefficlent employment and wage strue-
ture and for transforming local wage disputes into
national conflicts to which the government must
react. The provisions of the 1991 law that are
intended to fight unemployment, it hasbeenargued,
discourage firms from making more rational use of
manpower, because the general pool of wages that
ls exempt from taxation gains nothing from dis-
missals. The end effect is hidden unemployment.
The excess wages tax may thus serve g political
goal, diffusing some of the public dissatisfaction
that widespread unemployment could cause, but at
the cost of continued inefficiency at the
microeconomic level,

Balcerowicz, the architect of the economic sta-
billzation policy originated by the Mazowleckl gov-
ernment, has rejected the first argument—that the
excess wages tax confribuies to recession—as
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inapplicable to Polish conditions, He has pointed
out that weges grew very rapidly in the last half of
1990;* however, degplie signs of hesitant knprove-
ment in August and September, production in state
firms remained stagnant. Moreover, wages contin-
ued tc rise, In contrast, the private sector demon-
irated rapid and consistent growth throughout
1990. Balcerowicz’s conclusion: unjustified wage
increases in the state sector would reignite inflation
without putting mors goods on the shelf, In addi-
tion, Balcerowicz argued, such wage increases would
reduce the competitiveness of Polish products on
both domestic and foreignmarkers, force anincresse
int interest rates, undermnine the stability of the
budget, and thus deepen rather than ease the
recession and promote unemployment.?
Balcerowiez's conclusion seems ta be borne out
by Poland's lasting nability to reduce inflation to
negligible levels {although end-of-year bonuses,
higher ol prices, and the shift to hard-currency
trade with the Soviet Union are also at fault):

TABLE

Ivcnzases oy Reran, Prices
{in percentuge)

Year Month Increase
1850 Jenuwry 79.6
' Pekruary 23.8
March 4.3
April ‘1.5
May 4.6
Tuna 34
Tuly 3.8
August - 1.8
Septamber 4.6
Ceiober 8.7
November 49
December 3.9
1661 January 12,9

Sources: Rzeczpospolita, February 2, 1991; and FAP, Fedrary 16, 1991,

The 12.7% rise in prices in January 1891,
which wag more than double what the government
had predicted, is particularly troubling, as it
threatens to upset the caleuiations on which the
budget for 1991 has heen prepared. These unfa-
vorable resulis are likely to reinforce the
government's conviction that stringent wage poli-
cles are still required,

The Political Trizle
In a climnate of polltical stability, thase issues would
erhaps have remained a source of resent-
ment without leading to an open ravolt. But the

expectations promoted by Walesa's presidential
election campaign, the prolonged transition to full
democracy, and the prospect of imminent parlia-
mentary elections have combined to make the
“pophwek” an explosive issue, State workers have
come to hold the tax responsible not only for
relatively low wages but for all their discomforts and
fears aswell, As Labor Minister Michal Bond has put
it, the “popiwek” has taken the place of General
Wojclech Jaruzelski as the “scapegoat of Polish
reform.” The tax hias also become the rallying point
for criticlsm of the government and the Sclidarity
establishment on the eve of the elections,

_ ‘The “popiwek” issue has once again shifted the
focus of economic conflict from individual enter-
prises to the government and the national trade
union organizations, putting both the new admiti-
istration and Solidarity in jeopardy. With no stake
in either the Bieleckl governiment or the new eco-
nomic order that the government is trying to build,
the OPZZ has rejected wholesale the government's
antl-inflationary rationale and demanded the
jmmediate and unconditional lifting of all wage
controls. In 8 series of protests and demonstra-
tlons, the OPZZ has attempted to use the issue of
the excess wages tax to build up a reputation as an
uneguivocal apposition, most likely with an eye on
the upcoming elections.” The same motivation has
led many postcommunist politicians, including the
leaderof the Democratic Left parliamentary faction,
Wiodzimierz Cimoszewicz, to echo the OPZZ's
arguments.

The most ernotionally-loaded aspect of the
conflict over the “popiwek” tax is the tax's implieit
encouragement of privatization, Indeed, this issue
has become the OPZZ's favorite theme, although
ststements hy OPZZ and Solidatity union activists
alike have uniformly condemmned the tax as a form
of discrimination against state firms. The scund
gconomic reasoning behind the exemption of pri-
vate firms from the tax has been igriored. One
national meeting of Solidarity union locals even
cited the current constitution's guarantee of squal
protection for different forms of property as
grounds for repealing the tax® In pait, this
resentment may resull from an i{den{ification of
privatization with the parasitic joint-stock com-
panfes formed by the old nomenklatura on the
basis of undervalued state assets and bureaucratie
influence. Still, the government seems to have
overestimated the public's understanding of the
vital importance of ownership transformations in
creating a functioning market econormy, One Soll-
darity deputy, {or example, thought it & damning
accusation rather than a statement of fact to
charge the government with *a lack of faith in
state ownership."®

Marcu i, 1991

25



E A R

Bt

2B gL e

Sue rte e
T e T

3
PR

S A
. e .

...‘,.-_.«.‘..
oE TR i

L

P opea iy W
- e

vvvvv

e

O

MAR 15 ‘91 12:53PM RADIO LIBERTY WASH D C

POLAND.

This situation has put the Solidarity leadership
under pressure from its increasingly unruly mem-
bership and in danger of being outbid and
outshouted by the OPZZ, The Solidarity leadership
has Jong had difficulty in balancing its “reformist”
interest inthe long-termsuccessof econtotnic change
with its “unionist”™ misston to defend workers’ living
standards. The challenge of the excess wages tax
may prove a watershed for the unlon, whose stance
has hardened in racent weeks. Indeed, Solidarity
leaders have threatened that the union would
reconsider its polictes and might even choose to
oppose ths government at Solidarity's third national
congress, scheduled for February 23 and 24,'° In
three rounds of negotiations with the government
in February, Solidarity demanded that the govern-
mienit abolish the tax by the end of June 1991 and
replace it with “different means of fighttng inflation.”
The union also demanded that both the minimum
base sum from which tax-free wage hikes are
caleulated and the government-set threshold for

- wage Increases be raised immediately. Some deferred

compensation, the union proposed, could also take
the form of an entitlement to shares in privatized
companies,!

The govermment has opened negotiations on
enly two of these points: the minitnum base wage
from which permissible increases are calculated,
and the idea of deferred compensation through the
distribution of privatization coupons. Raising the
minimurm wage exempt from the tax is seen as a
measure that would benefit primarily those at the
lower end of the wage scale. (The governiment has
reluctantly offered to raise this mintmum from
800,000 zloty to 900,000-950,000 zloty a month,
while Solidarity has reduced its demand from
1,360,000 zloty to 1,200,000 zloty & month.)
Negotlations continue, aithough both sides have
begun to present their positions with a decisive note
of finality.

Solidarity's tough stance isdictated byits reading
of the political situation and its agsessment of the
depth of popular dissatisfaction, Deputy Chairman

- Lech Kaczynski, the chief of the union's negotlating

team, argued that a recent meeting with government
officials had revaaled “two philosophtes” in conflict;
“The philosophy of what is socially possible, rep-
resented by the union, and the philesophy of eco-
nomic laws, supported by the government’s repre-
sentatives.™? “Solidarity.” Kaczynski noted, “feels
that soclety’s endurance is exhausted.” The
government's faflure to provide partial conceasions
on the Issue of the excess wages tax, Solidarity has
suggested, could provoke the total rejection of the
entire economic reconstruction program,

The government has defended its own stance
with similar determination, “Lilting the ‘popiwek,™

Balcerowicz told the union during the first round of
negotiations, “means the collapse of public finances,
the destruction of the budget, a deepening of the
recession, and an increase in unemployment.™?
Meating Solidarity's demands, Balcerowicz added,
was the same as “agreeing to the ruin of the
government's econornic program.”!? Many govern-

ment officials are clearly frustrated by their inability

to convince state workers that thelr demands for
wage increases gre, in effect, gelf-defeating. Prime
Minister Blelecki has repeatedly stressed that higher
wages for state workers can provide only the illu-
sion of improvement. If short-term popularity were
the government’s aim, Bielecks has said, it would
have no qualms about mesting wage demands. The
government's awareness of the consequences of its
actions and its overriding commitment to "henesty”
means, however, that this temptation must be seen
forwhat it really is: “Aroad to nowhere and a short-
term swindle of society,”!6

Walesa's Role
The chance for & successful resolution of this
cordflict between the logie of economic reform and
the logic of social protest seems to rest with the
President, Although Walesa played on public dis-
satisfaction with wage controls to win support in
the presidential elections, he also stressed
throughout his campaign that he would use his
powers and skill as a communicator to “synchronize”
the government's plans with the public’'s needs—io
ensure that free market reforms were brought to a
successful conclusion, Just who was to be syn-
chronized with whom became clearer when Walesa
insisted on retaining Balcerowicz in the new cabi-
net and approved the formation of a government
cormposed of liberal economists.

Walesa's stance on the excess wages tax hasnot
been free {from ambiguity, Answering a caller's
questioniongradio talkshow onFebruary 4, Walesa
agreed that thetaxwas a “bad solution” and should
be abandoned as quickly as possible, As iz customary
In Walesa’'s manner of addressing the public,
however, this initial gesture of respect for his lts-
teners’ views was followed by a less papular coun-
terproposal, Raising wages was not the answer,
Walesa argued, because “for the time being, there is
nowhere to get the money to make things different.”
Instead, firms should lowertheir costs and increase
their output, bringing down the prices paid by
consumers, so that in the end "we will have our
wages and live twice as well.” This working man's
loglc is the same as the government's,

Walesa has held several meetings with
Balcerowicz and Bielecki with the explictt purpose
of ensuring that the President and the government
speak with a single voice on economic issues,

26
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Walesa's remarks on the “popiwek” have attempted
to bridge both sides of the issue, however, and have
suggested that he Is trying ta keep his options open.
Walesa's entourage and supporiers have contrib-
uted to the confusion over the President’s stance
and exacerbated political tension, In a statement
issued onFebruary 18, Walesa's persenal comrnittee
of presidential advisers demanded that the tax be
repealed and suggested that competition and market
forceswould quickly destroy firms that raised wages
in a reckless fashion.'” Needless to say. this
appreach would probably undermine the budget
and lead to a dramatic rise in unemployment in
precisely those quarters where criticism of the
“popiwek” has been strongest.

Balcerowicz and Bielecki immediately gques-
tioned both the timing and the content of the

POLAND

advisory committee's statement.!® Walesa tele-
phoned the government the following day to restate
his support for its anti-inflationaty policy and to
distance himself from the advisory committee's
statement, but it was left to the government
spokesman to make this fact public.'® The impres-
slon of presidential temporizing and reserve with
respect to the issue of the excess wages tax has thus
remained, along with the sense that confusion
abounds in the President's Office. The debate over
the tax has escalated into a question of the viability
of both the government's anti-inflationary pelicy
and the government itself, The fate of both may
depend on an unequivocal public declaration by the
President on the “popiwek” issue.

POOOBB.21R February 20, 1991

Notes:

1 For the Sejm and Senate debate on the bill, see
PAP, December 21, 22, and 28, 1990 and Gazeta
Wyboreze, December 22-28 and 27, 1990,

9 Forareview of the terms of the 1891 law, see the
presa conference given by Deputy Finance Minister
Ryszard Pazura on Decarnber 5, 1990, and reported by
Radio Warsaw, December 5, 1990, 4:00 p.m. and
7:00 r.m., and PAP, Januaxy 2, 1891,

3 For examples of the economic debate on the
*popiwek,” see the Interview with Pazura, Rzeczpospolifa,
February 8, 1891; “Popiwek," Gazeta Wyboreza, Janu-
ary 4, 1991; Waldemar Kuczynski, “The Causes and

Consequences of the War over the Popiwek," Guazeta

Wyborcza, February 6, 1021; “Poplwek,™ Tygodnik
Solidarnose, February 8, 1601 Andrzej Halicki, “ Liberals
on the Poplwek," Gazeta Wyboreze, February 18, 1991,

. 4 Real wages rose by 4.5% in the third quarter
and by 16% in the fourth quarter of 1990. These figures
are quoted by former Privatization Minister Waldemar
Kuczynski in Gazeta Wyborcza, February &, 1991.
Sea also Tomasz Telma and Keith Crane, “Inflation in
Eastern Europe and the Soviet Union: Price Stability

in Reforming Economies Remalns an Elusive Goal,"

PlanZeont Report, vol. 4, nos. B0-81, December 21,
1920.

5 For Balcerowicz's arguments, see PAP, Decem-
ber 18, 1980, January 30, 1891, and February 5, 1991;
Gazeta Wybcercze, February 4, 1681 and “Baleerowicz's
Diagram." Rzeczpospolita, February 9-10, 1891,

& From a press conference reported in Rzeegpos-

polita, February 1, 1901,

© 7 Some 2,000 miners participated in a protest
organized by the OPZZ in Warsaw on February 14 (Gazeta
Wyborcza and Rzeczpospolita, February 15, 1991). On
February 15 several thousand OPZZ supporters staged a
protest march agalust the “popiwek” in Warsaw {Gazeta
Wyboreza and Rzeczpospoiita, February 16-17, 1081).

8 PAP, February 14, 1981.

& Citizens' Parllamentary Caucus deputy Jacek
Szymanderski in the Sejm debate on the law regulating
the excess wages tax (ibid., December 21, 1981).

10 See, for example, the remarks by Solidarity
Presidium member Marlan Krzaklewski reported by
Radlo Warsaw, February 19, 1801, 7:00 p.M,

11 The government held negotiations with Sclidarity
on February 8, 18, and 20, 1991, For more Information,
see Jacek Podgorski, “The Popiwek Stays?" Tygodnik
Salidamose, February 15, 1991; PAP, February 8, 18, 20,
1891; Gazeta Wyhorcza, February &, 9-10, 19, and 21,
1991; and Rzeczpospolita, February 9-10, 1991,

12 Quoted by PAP, February 8, 1891.

13 As quoted in Podgorsk!, “The Poptwek Stays?"

14 PAP, February 13, 1991.

15 Jbid., February 8, 1881,

16 Radio Warsaw, February 4, 1891, 8:15 am.

- 17 PAP, February 18, 1881,

18 Ibtd,

19 Ibid., February 19, 1891,
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CMEA: The End Is Nigh |

Vladimir V. Kusin

On January § the member states of the Council for Mutual Economic
Assistance dectded to dissolve that body and to create a small consultative
group in its stead, Assurning that the member countries' Prime Ministers
agree when they meet in February, the new body will, among other things,
attend to property and payment matters related to the dissolution of the
council. Sorme observers believe that the new body, to be called the
Organizeition for Intemational Economic Cocperation, will have a short life,
as Central and East European countries are seeking affitiation with the West
rather than a new regional alignment among themselves.

meeting of the Executive Committee of the
A Council for Mutual Economic Assistance

(CMEA) ended in Moscow on January 5
with a deeision to wind down the Soviet-led
economie bloe and replace it with & new QOrganiza-
tionfor International Economic Cooperation (OIEC).
The Frime Ministers of the nine member states® will
convene in Budapest on February 26 and 27 to
formalize the change.?

From the CMEA to the OIEC
The CMEA is being disbanded because its main
putpose of coordinating the command economies of
its communist member states has disappeared,
The five non-Soviet Central and East European
countries have abolished central planning; the
USSR would be incapable of enforeing it even if it
wanted to; and the three non-European members
{Vietnam, Cuba. and Mongclia) are too weak to

serve as models of international planning and,
moreover, are in the process of implementing many
changes of their own, In addition, trade by barter
and the clearing of transactions in transferable
rubles have given way to freer forms of commerce
based onworld prices and caleulated in convertible
currency (8US),?

The QIEC is being created, it would seem, for
three reasons: to make the abandonment of in-
ternational economic centralization more palatable
te the tnore conservative factions in the Soviet
leadership®; to disentangle the economic linkage
that existed betweenn CMEA members, mainly in
the form of two CMEA-sponsored banks {the Inter-
national Bank for Economic Cooperation and the
International Investment Bank), and dispose of
the CMEA's assets and real estate (such as the
25-stoty headquarters building in Moscow); and
to help manage trade agreements that had been
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REMRT ON EasTERN Evitore



MAR 15 ’S1

12:55PM RADIO LIBERTY WASH D C

P.15

REGIONAL TOPICS

reached between the USSR and the other CMEA
partners prior to the revolutions in Eastern and
Central Europe. In addition, residual questions
from the CMEA era exist, such as those related
to customs, tarifls, quotas, and reimburse-
ment for contributions to colleciive under-
takings that require settlernent, deregulation, or
disrnantliing.

The OIEC will obviously not be a relncarnation
of the CMEA with a new name, Its avowed purpose
is to consult and inform rather than to integrate
under a superior authority, Both its size and its
hudget will be much smaller (the latter hasyet tobe
agreed on). Like those of the CMEA, the QIEC's
headquarters will be located in Moscow; and 1t will
be administered by a committee of delegated
government officials. The QIEC's statutes at this
stage are not known in much detail; but it appears
that conferences at the level of government minis-

ters, Prime Ministers, or even heads of state (all .

customary in the CMEA) will not take place, It is
quite possible that the OIEC will be only a transi-
tional body, pending the admission of non-Soviet
European member countries into Western eco-
nomic alliances.

In the meantime, the embryonic OIEC has
declared itself open to anyone who might wish to
join. Germany, as the successor state to former
CMEA member East Germany, Yugoslavia (previ-
ously an associate member of the CMEA), and the

. European Community have been or will be invited

to attend the meeting in Budapest at which the
CMEA will be officially wound down and the OIEC
launched. On the other hand, although Romania,
Cuba, and Vietnam proposed inviting Albania to
join the QIEC, other member states successfully
opposed the suggestion, welcoming Albaria's moves
toward political and economic relorm but judging
full rnembership to be premature.

A Look Backward
No one is shedding any tears over the demise of the
CMEA; infact, there hasbeena censpicuous absence
of tribute and recoghition. The CMEA will doubtless
go down in history as a singularly inauspicious
organization. It failed to make international com-
raunist planning work; it fatled to integrate; it failed
to better the achlevernents of normal bilateral irade
agreements; it failed to bolster the economies of its
less developed members; and it falled to relorm

- itself alter reforms had become politically possible,

Over the years, the CMEA evolved ihito a huge,
cumbersome, and costly mechanism through which
Soviet raw materials were exchanged for East
European manufactured goods.

The CMEA will be especially remembered for its
inability to forge a Soviet-inspired “division ol labor”

within the communist blog, Three major attempts
were made. In 1962 the CMEA adopted the “Fun-
damental Principles of the International Socelalist
Division of Labor,” which subsequéntly came to
nothing, largely because of Romania's unwillingness
to serve as an agricultural underpinning for the
other members’ industrial potential. The “Compre-
hensive Program of Soclalist Econotnie Integra-
tion,” promulgated in 1971, foundered as much on
skyrocketing oil prices and the failure of Poland to
benefit from capitalist loans as it did on the eco-
nomic self-preservation policies of the more devel-
oped members, which were unwilling to share their
part of the pie with others, Finally, Mikhail
Gorbachev's “Complex Program for Scientific and
Technical Cooperation untll the Year 2000," for-
mulated in 1985, never really got off the ground.
Nor dld the policy of “direct links" between enter-
prises, which in the mid-1980s was seen as a step
toward less regimented forms of economic inter-
action, When Nikolat Ryzhkov heralded yet anather
"collective concept of the international division of
laborfortheyears 1291-2005" at the CMEA session
of October 1987, not even the staunchest believers
thought much of the prospect. By then, the popu-
larity of the communist economic systern was
inexorably declining, as the appeal of the market
economy inevitably tncreased.®

In sum, the CMEA did no service to the national
economies cf its member countries. Under Soviet
control, CMEAmember countries were taught io rely
on barter rather than trade, on quotas rather than
competitive trade, onartificial rather thanreal prices,
andonbookkeeping ratherthanbusiness. Underthe
CMEA's aegls, member countries became unaccus-
tomed to acting as merchants and instead became
clerks, What these couniries' economisis were
conditioned to forget during the CMEA era will now
have to be releartied by themn in the post-CMEA age.

A Look Forward
Reglonal economic cooperation in Central and
Eastern Europe, including the USSR or its com-
ponent parts, does not run counter to the desired
economic afliliation with the West. Currently, it
seems that the suceessor to the CMEA., the QIEC,
will be more of a recelver than the seed of a new
reglonal group. Nonetheless, when bilateral trade
and joint venlures among the emerging democra-
cies develop sulliciently, and when they all acquire
the attributes of market-based ecoriomies,
enhancing interaction at the regional level could
well help those willing to take patt. The early
stages of West European economic cooperation,
including the removal of trade barriers, the freeing
of international capital, and the promotion of
multinational investment activities, might then

FeBrUARY 1, 1991
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scrve as a model. Since the Western economic
standards, structures, and procedures that the
Central and East European governments have sald
they want to emulate or join already exist, the

task of developing market economies will be made
easier,

RTO048.91R January 8, 1991

Notes:

1 The CMEA's members are the Soviet Union,
Bulgaria, Cuba, Czechoslovakia, Hungary, Mongolia,
Poland, Roimania, and Vietnam,

2 For accounts of the Moscow meeting and com-
mente, se2a RFE/RL Correapondent's Report (Budapest),
January 5, 1991; Frankfurter Allgemetne Zettung, Janu-
ary &, 1091; DlePresse, January Gand 7, 1991 LosAngeles
Times,January 6, 1881; Financtal Times, January 7, 1001;
and TheJaurnalof Commerce, Neue Zuercher Zettung, and
Handelsblatt, January 8, 1991,

8 Reforms of the CMEA in varying degrees were
mooted for a long time, The decision to dissolve the CMEA

«was based on the recommendatlons of a commission set
up by the CMEA's 46th council session in Sofia in
January 1980. See Vlad Sobell, “In Search of a New
CMEA,” Report on Ecastern Europe, no. 8, February 9,
1900.

4 Paula L. Creen in The Journal qf Commerce,
Janvary 8 1991, Czechoslovak Minister of the Eco-
nommy Vladimir Dlouhy was quoted after the meeting as
saylng: “This new organization exists for political
reazons, not just to strike a blow at the {nternal situa-
tion in the Soviet Union® (Financial Times, Januaty 7,
1991),

5 Dlouhy interviewed on Radio Prague, January 5,
1901, 6:30 rm. :

6 Vlad Scbell reviewed the CMEA's efforts to coor- -
dinate its members in his article, “The CMEA's New
Scheme for an International Soclalist Division of Labor,™
RAD Background Report/67 {Eastern Europe), Radio Free
Europe Research, April 18, 1983, By the same author, see
The CMEA in Crists: Toward a New European Order
(Washington: Center for Strategic and International
Studies, 1000).
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The Privatization Scorecard

for Eastern Europe
Marvin Jackson.

In 1990 private enterprise made significant but limtted inroads into the East

- European economies. In the region as a whole, there are probably at least
1,000,000 small businesses (mostly one-man or family operations); between
2,000 and 3,000 large firms, many of which are joint-stock companies; and
some 10,000 oint veniures with forelgn capital. In 1991 the pace qf priveitizition
is licely to increase in Poland and Czechoslovakia but will probably slow
down in Hungary, Romania, and Bulgaria,

been underway for more than a year now.

In each countty, similar components of
this process have been utilized and steps of varying
length undertaken, The privatization of property
rights is one of these components, All countries
recognize i, in one way or another, as necessary,
although there are differences of opinion over
both the specific form it should take and its ttming
in relation to the other components of aconomic
-reform.

This paper considers, first, the alternative forms
of privatization in Eastern Europe, It then discusses
the extent of privatization in each country, Thirdly,
the major issues concerning privatization are
identified. Finally, the relative status of private and
state properties over the next year or so is consid-
ered in an attemnpt to determine when private
enterprise will become the dominant economic
foree in Eastern Europe.

E conomic reform in Fastern Europe has

Alternative Forms of Privatization

- Legislation in the various East European countries
" seems to be focusing on two forms of privatization:

small-scale and large-scale. The eriterion for the
introduction of efther form of privatization is less
the size of the units under consideration than the
lagal status of these units, both before and after

. privatization. Large-scale privatization usually

relers to the process of reorganizing existing state
enterprises, whereas small-scale privatization
refers to processes resulting it the formation of
small firms, The latter are usually elther individually
or family-owned, but they may also be takean over by
partnerships or cooperatives,

Prior to the radieal political changes of 1989,
small private enterprises existed in all East Euro-
pean countries to one extenl or another, Three
categaries can be identified. First, units that could
be considered the legal personal properly of the
proprietor, such as private farms in Poland and

"Dncsmzn 14, 1990
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repair shops run from the homes of the repairmen.
Second, units that are state property and subject to
conditional agsignment, such asplots of land farmed
by members of agricultural cooperatives, Third,
utilts eperating onland, and with equipment, leased
by the state or the cooperative,

Since 1989 there havebeen significant increases
in the numbers of all three types of small-scale
enterprise, a process that is sometimes referred to
as "spontaneous privatization.” These increases
have resulted partly from mesgsures taken to sell or
lease state and cooperative property, In addition,
“reprivatization” has taken place; thistermrefersto
the practice of returning property to its previous
private and corporate owners, Small-scale
privatization oceurs simultaneously with large-scale
privatization when existing large units are broken
up into small units and either sold or leased,

Large-scale privatization refers primarily to the
disposal of units that have the lagal status of “state
enterprises.” Sometimes the process also covers
the disposal of large enterprises that had been
organized as cooperatives. In a small humber of
instaneces where enterprises had been organized as
state-owned joini-stock companies, privatization
has taken the form of selling shares to individuals
and organizations.

By the 1980s nearly all Bast Eurcpean countries
had permitted joint ventures between thefr enter-
prises and foreign companies. Since the foreign
companies were usually privately owned, this
practice of allowing joint ventures should be con-
sidered a form of privatization, indeed, perhaps the
earliest and currently most important one asregards
large units. At present, there are almost 10,000
foreign joint ventures in the region.

Much confusion has arlsen over the two forms
of large-scale privatization: the so-called uninten-
tional or illegal privatization and the process of
‘conversion.” The latterrefersto the act of converting
a legal state enterprise into a legal joint-stock
company, The provisions for such conversions were
made by Hungary in 1988 and by Poland oniy in
July 1990. Since the first stage in such conversions
is the creation of a company all of whose shares are
state-owned, this process can hardly be regarded
as “privatizatiofs.” Real privatization comes later,
once shares have been sold or transferred to other
owrners.

The Extent of Privatization
Thete are major problems in collecting statistics on
privatization in Eastern Europe, The only means of
accurately recording how many private firms exist
in the region would be to go to each individual
ccuntry and make a count using 2 uniform system,
As shown below, figures cited in the press often

seem contradictory, especially in the case of small-
scale privatization, This is partly because the nor-
mal lIife-expectancy of small businesses is so short
that half ormore do not survive more than one year.
In the case of large-scale privatization, not only is
the process of conversion confused with the actual
transfer of ownership, but also the intentions of
those responsible for the process itsell are notori-
ously unrellable indicators of what subsequently
happens,

In October 1990 Albania took the first step
toward privatization by announcing that it was
allowing some 100 shops employing famlly members -
only to be set up.!

In February the post-Todor Zhivkov regime in
Bulgaria issued a decree allowing people in rural
areas to farm under some kind of leasing arrange-
ment as much as 20 heclares of land on the plains
and 30 hectares in hilly and mountatnious areas.?
This measure represented a significant expansion
of users' rights, although by the end of April only
138,000 hectares had been iaken up under the
decree.®

In December 1989 some 12,200 private flrms
were reported as already exisling in Bulgaria.* On
April 10 a law was passed providing {or the estab-
lishment of private businesses in trade, tourism,
and the services sector: the law contained no restric-
tions on the size of these businesses.® By July over
2,000 firms had reportedly been set up under the
new law.®

In the case of large-scale privatization, a law
already existed under Zhivkov that permitted the
conversion of state enterprises into “firms” and
joint-stock companies. According to this law, a
“firm"was to operate as a distinct legal and financial
entity and was eventually to become financially
independent. Shares in joint-stock companiescould
originally be held only by the state, banks, or other
companies, In 1889 some 1,298 “firmis” were reg-
istered, some of which were probably joint-stock
companies.”

According to a list published by Ikonomika in
January 1920, 460 state enterprises and 658 coop-
eratives (concerned with local light industry and
services) had beett privatized., There were also
41 {Irms belonging to organizations such as trade
unions, 225 “socleties” (taken to be joint-stock
companles whose shares are not owned by private
parties), and 14,041 firms belonging to citizens (of
which 11,488 weretndividual proprietorships, 2,404
partnerships,.and 169 “societies”). By May there
were 501 state enterprises and 709 cooperatives
that had been privailzed, as well as 68 firms
belonging to trade unlons and other such organiza-
lions, 299 “societies,” and 23,739 {irms belonging
to individuals.® New banks have also been set up.
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For example, at the end of May shares in the first
private commercial bank in Bulgaria were put up
for sale.

How many conversions have taken place since
the suminer of 1989, when the law on the conver-
sion of state enterprises was passed, and how often
they have been used to disguise takeovers by the
Bulgarian nomenklatura is not yet clear. However,
it seems that such takeovers have occurred cn a
large scale, Shortly afterbecoming President, Zhelyu
Zhelev suspended privatization because of “the
manifestation of speculative tendencies” that, he
said, were threatening to let managers in the state
sector acquire state property over which they had
had control at ridiculously low prices.®

Before 1988, private land holdings in Czecho-
slovakia accounted for only 4% of farm land but
nonetheless provided 12% of allmeat and 50% of all
frult and vegetables.!® Laws enacted in 1988 and
1850 abolished restrictions on the size of these
holdings. In 1920 a law was passed that gave
private farms a status equal to that of cooperatives
and granted members of cooperatives the right to
leave the cooperatives and have their land returmned
to them.!' However, few have apparently left the
cooperatives owing to low metivation, bureaucratic
hindrances, and alack of legislation on privatization
in agriculture.!? , :

In November 1989 there were only about 15,000
private businesses in Czechoslovakia, By Sep-
tember 1920 some 300,000 had been set up, most
of which had only a very small number of employees
{slthough at least one was reported to employ
100 people). Prague reportedly siill had only two
private restaurants.!® In October two laws on pri-
vate enterprise were passed. The first was on the
restitution of some 70,000 shops, hotels, and other
smallbusinessesthat had beennationalized beiween
1855 and 1861.* The second. on small-scale
privatization, was passed by the patliametit on
October 25 and was to go info effect on December 1.
Under this law, enterprises are to be auctioned by
republican government badies set up to deal with
privatization cases, and the successlul bidders will
be required to maintain services on the same pre-
misesforatleast oneyear. Some 100,000 businesses
will be up for sale in two scheduled rounds of
auctioning, the first of which will be restricted to
Czechoslovakcitizenswho are permanent residents
in that country,!®

‘OnNovember 1 alaw onlarge-scale privatization
was Inireduced in the parliament, but debate on it
was postponed until January 1991.'8 The proposed
legislation stipulates that between 40% and 80% of
each large enterprise be privatized on the basis of
vourhers issued to all adult Czechoslovak citizens
resident in Czechoslovakia. Each adult will recelve

1,000 *investment points” (apparently worth
2,000 koruny): these can be either exchanged for
shares in comnpanies or sold for 50 koruny each.
Vouchers cannot be purchased by foreigners or
Czechoslovaks living abroad; shares not purchased
with vouchers may ke sold to the state, banks, or
foreigners. The actual conversion of state enterprises
into joint-stack companies is not expected to begin
before ths spring of 1991. Such conversions will be
organized by the enterprises themselves and could
involve the sale of stock to employees.?

In March 1990 the government of what was
East Germany decided Lo reprivatize betweet: 10,000
and 15,000 medinm-sized enterprises that had
been expropriated in 1972, Claims to these and
other enterprises were to have been submitted by
September. In the spring of 1990 there were some
150,000 small workshops in East Germany, but
many were threalened by closure and part-time
work, Since the ecortomie and currency union, on
July 1, about 170,000 new enterprises have been
set up, most of them businesaes olfering services or
restaurants. f The disposition of some 8,000 [ormer .
state enterprises is currently being admintstered by
the Treuhandanstalt, a new government agency set
up for this specific purpose. By November it had
sold off or found partners for about 200 enterprises
and closed down about 10. It is expected that the
number of closures will eventually fotal some
1,000.'*

In 1888 the communist government in
Hungary passed relatively liberal enterprise laws,
effective as of January 1, 1989, providing for
the conversion of state enterprises into joint-
stock companies, the establishment of entirely
foreign-ownied firms with total profit repatriation
in convertible currencies, and the creation of
privale businesses with up to 500 employees. By
mid-1989 there were ¢close (o 140,000 private busi-
nesses in Hungary, an increase of 52,000 since
1882. These husinesses employed roughly 7% of
the labor force.?

By mid-1990 the number of private businesses
had inereased to about 270,000, of which 180,000
were family untis specializing in services such as
installation and electrical repairs as well as retail
trade (40,000), These [(amily businesses employed
about 1,000,000 of the total labor [orce of
5.200,000.2! There were also 12,159 limited
companies, 3,224 small cooperatives, and 2.007
companies and trusts that are not jeint-stock com-
panies. Some 520 joint-stock companies had been
established, while state-owned, Hmifted, and public
limiled companies numbered 2,300,% Durlng {he
second quarter of 1990, some 837 companties with
foreign participalion were formed, 31 of which were
entirely foreign-owned.?

Decemper 14, 1990
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Unill the fgll of 1980, privatization in Hungary
came about largely “spontaneously” or, more pre-
¢isely, as a consequence of new firmis' taking advan-
tage of relatively liberal laws on private enterprise,
More rapid privatization of small enterprises is
provided for by a law passed on September 18
regulating the transfer to private hands, beginning
nex{ spring, of sume 10.000 shops, restaurants,
and small businesses offering services, Between

2,000 and 3,000 of these businesses are already

being operated by private entrepreneurs who,
under an earlier law, had contracted out state-
owned premises and equipment.?

In July 1990 the coalition government agreed
on a proposal for & reprivelization law, Almed at
agriculturalland, the proposal stipulated that those
working un cooperatives or state farms would be
entitled topurchase 1.5 hectares at state-controlled
prices and would be allowed to buy more if land was
still available once other claimants had been satis-
fied, The major beneficiaries of the proposed law
would have been those who had lost langd siter
1947, sinee they, or their heirs, would have been
entifled tobuy up to 100hectares. At the same time,
Toreigners would have been dented the right {o
purchase land, On October 2 the High Court declared
the proposed law uniconstitutional, claiming that it
discriminated against some [ormer owners,?

In order {6 exercise mere control over large-
scale privatization, a State Praperly Agency was sst
up inMarch and placed under governmental rather
than parliamentary supervision after the general
elections of March and April. Furthermore, several
laws passed were aimed at imposing stricter control
over the large-scale privatization process. In May,
for exarnple, & law was approved under which
cemimittees responsible for the disposition of state
Property were set up on a regional basis to prevent
this preperty from being scld ofl below its real
vzlue.® In September the law on the conversion of
enterprizes was amencded to state that the approval
of iwe-thirds of the representatives on the council
supervising the conversion process would be
required for converting a state enterprise into a
Joint-steck comparny,??

In order to avold the pilecemeal approach to
privatization, on September 14 the State Properiy
Adency. alter some initial delays and hesitation,
announced a special program for the privatization
of 20 large companisg. The agency is seeking offers
inr these companies and, in some cases, will make
floatations on the Budapest and foreign stock
exchanges, Foreign purchases must be approved
by the agency and will be restricted to minority
holdings.®® By mid-October the agency had dealt
with 180 privatization cases, of which 60 had been
approved. A further 28 cases had been refused: the

explanation given for these refusals was that the
agency wished to pretect state assets and that "poor
brivatization drafts" had been prepared by ths
companies in quesiion® Privatization has so far
affected ahout 8% of assets in Hungary.® In Nov-
ember Lajos Csepi, the head of the State Property
Agency, said that another 20 to 25 companies
would be put up for sale in Decemnber and another
80 in the next round, to be completed by Novernber
19913

The number of tax-paying private enterprisesin
Poland was 46,512 in 1988 and rose to 71,80% in
1983, By mid-1890 the number had reached
148,741, of which 70% were said to involve sireet
irading.® Most ol ihese private enterprisas were the
result ol“spontaneous” privatization. The net growth
in the number ol private enterprises during the first
seven months of 1990 was 9%, or about 87,000
(this fgure takes Into account closutres over the
same period).® By August, about 277,000 new
“economic subjects” (151,000 Intrads) had been set
up. InQctobermore than 40,000 private businesses
were opened, the highest-ever menthly total,
Altogether, some 320.000 had been opened by
mid-November, while some 200,000 had been
closed.* The number of small private businesses
currently operating in Poland could be as many as
200,000. .

No reprivatization law has yet been passed,
although Minister for Privatization Waldemar
Kuczynski gaid in September that the government
planned to enact legislation that would alfect, first
of all, small and medium-sized companies and
farms.® Property and equipment belonging to the
state or local government units have already been
turned over to private businesses. By August 1980
at least 15.000 shops had been privatized, whick,
together with those that had become private busi-
nesses before 1980, amounts to some 25% of all
Polish shops. In September the government said it
hoped that 80% of all retail trade would be privatized
by the end of 1990,% In Novemiber it was estimated
that there were 20,000 private shops in Poland,¥

Licensed private enterprise is said to account
for 10% of industrial sales and 27% of consiruction
work, Licensed private output is estimated (o have
increased by 26% inthe{lrst hallof 1890, compared
with the same period last year,®

On July 7 the parliament approved a law on
large-scale privatizalion that provided measures
forthe converston of Poland's 7,600 state enterprises
into joint-stock companies and their eventual sale
to indlviduals, companies, or foreigners. Underthis
law, the conversion process can be initiated by
elther the Ministry for Privatization or the workers'
council and management of the enierprise in
question. The law also provides two ways in which
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an enterprise can create capital: by selling up to
20% of shares te its employees at discounts of up to
50% and by distributmg to the general publie
vouchers worth up ta 20% of its assets. Such
vouchers would eventually become exchangeable
for shares in joint-stock companies.®

Inlate Septemberseven state enterprisesbecarne
the first to be converted under this new law. The
sale of five of these converted enterprises to Polish
banks wag to begin or Nevember 30, Some ten days
garlier, onnNovember 20, Kuczynski had announced
that 15% of staie enierprises would be privatized
underthanewlawhy 1991 and that the government
aimed to privatize 50% within the next threg years,

Prior to the enactment of the 1990 1aw on large-
scale privatization, at least two large companies
were subject to some form of privatization, In 1984
Urdversal, one of Poland's thres higgest trading
companies, was converted into a joint-stock com-
pany under the commmercial code of 1934, which
was still in force in communist Poland, After the
conversion, 519% of the corrpany was ¢wned by the
Polish government and 49% by other companies.
The gecond company was the BIG Bank, which
began salling shares to the public In May.*!

Of all East European countries, Romania
probably hadthe most severerestrictionson private
economic activity, and particularly that of peasant
farmers, The post-Ceausescu gavernment liberal-
ized the sale of agricultural products and granted
peasants the use of 0.5 hectare of collective land to
sxpand private farming. Moreover, since December
1989 sorme 320 cooperative favns have been closed
and the land taken over by individual farmers, This
has resulted in an inerease of alrnost 250% in the
amount of land privately farmed by members of
cooperatives, A drelt law ont land ewnership that
would allow Romanians to ownl up Lo 100 hectares
is currently belng considered by the parllament.

Alaw allowing small private enterprises with up
to 20 employees was passed in February, a cefling
of 250 employees has been mentioned for the
future. By July some 50,000 requests for licenses
nad been made; 32,000 of these had been approved
and 20,000 firms sccordingly set up {some 75% of
which are inthe services sector).”® By Novemberthe
total number of requests had reached 140,000;
50,000 had been approved, of which only 20% are
for businesses not involved in trade. It is estimated
that the nuntber of private businesses reached
70,000 in October, On Septemiber 20, 1990, a new
law on commercial companies and floreign joint
ventures was passed by the parliament. Bused on
pre-World War 11 commierclal codes, it allows five
categories of company, ranging from simple part-

merships (o joint-stock companies, All enterprises

formed under earlier laws are required to convert

into one of these categories within sixmonths of the
law's passage.

A proposal for a large-scale privatization law
was submitted to the parliament in June and
included a provision for distributing to the public
vouchers to the value of 20% of the state-owned
enterprises’ net assets. In July the government set
jtself the target of converting between 30% and 50%
of all state enterprises into joint-stock companies
by 1995 and said that this figure would eventually
rise to 80%.% The first joint-stock company was
formed in May, ' but it is unclear what the lagal
basis for this new company is (other, that {s, than
the precommunist commercial code), In September
a law requiring state enterprises to be converted
into either a new kind of staie company-or a jaint-
stock company was passed. The latter will he
required (o tum over 30% of its shares 1o a state
privatization agency, which, in turn, will issue
vouchers with a nominal value of 5,000 lei to‘esch
adult Romanilan citizen resident in Romania.
Vouchers will be elther salable or transferable after
one year, but only to resident Romanian citizens.
The aimis to privatize in this way roughly 50% of the
country’s total capital within three years,*

On November 28 it was announced that sinee
September 1890, 19 aulonomous state companies
in the mining and armaments industries, commu-
nicalions, rail transport, as well as the supply of gas
and electricity had been set up. It was also
announced that over the same perlod, more than
400 commerctal companies had been formed as a
result of converting the former industrial depart-
ments of state ministries.*¢ On December 1 the flrst
joint-stock commercial bank, the Romanfan Com-
mercial Bank, was to be get up on a nationwide
scale to take over all commercial operations cf the
Romanian National Bank.

In June, Tanjug reported that since the begin-
ning of 1990 some 15,000 private and partly
privatized enterprises as well ag 28,000 retall shops
had been set up In Yugoslavia,” The next month
the press agency reported that sitice the beginning
of the year 7,200 “commercial businesses” and
28,730 private retail shops had been established,
adding that {he number of the former had doubled
and that of the latter increased by 31%.% A Tarjug
report in Oclober gave 30,000 as the number of
“privale enterprises” (by which only retail shops
were presumably meant). It {s not known how many
one-man operations, such as taxi or trucking ser-
vices, are currently operating in Yugoslavia,

Inn Oclober private businesses were sald fo
account {or only 10% ol nalional sutput (a figure
that obviously excludes the agricultural sector).
It is hoped that under the present government's
program, they will account for 35% by 1995,

Decrmgir 14, 1990
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The keys to attalning thisgoal are the establishment
of new small private companies and the sale of

shares taworkers in the state-owned enterprises. A

draft Jaw submitted to the Federal Assembly In
June stipulates that workers who had heen with an
enterprise for at least five years would be allowed to
buy shares at a 20% discount or more, depending
onhow long they had beenworking at the enterprise.
The administrators of private pension funds would
also be offered shares at a discount, while the state
as well as foreigners would be required to pay the
full price.’ By November more than 300 publically
owned enterprises had been converted into joint-
stock companies.® '

Obstacles to Smali-scale Privatization
There seems to be a ready supply of peaple willing
to become private enlrepreneurs, despite the risks
involved. However. a problem is that many of them
- are mermbers of unpopular ethnie minorities, such
as the Gypsies; thus, some common prejudices
against the market place have been reinforced.
More important, despite some Western special aid
programs, the neophyte East European business-
man ie unable to find expert advisors and special
credit facilities, Moreover, thers {8 & common
complaint that the old bureaucracy and laws
are still frapeding the setting up of small private
businesses.

In the case of small enterprises, complaints
aboutredtzpe have beenmost numerous. InPoland,
for example, the local authorities have established
a monepely on property avatlable for renting and
. are demanding excessively high rents for shops.
New private businesses it Romania have found it
almost impossible to secure either premises or
supplies of essential materials through normal
channels. In Czechoslovakia permission from
12 different offices is required before a new frm can
start looking for premises.® In Bulgaria 300,000
private entrepreneurs refused to pay income tax of
70%.%9 No legislation aimed at reducing these taxes
has been passed to date.

Three interrelated factors vitalto the progress of
smmall-seale privatization can be identified, First,
the extent to which the former retailing monopolies,
the state trading and cooperative networks, have
been etther maintained, broken up into competing
units, or put up for reprivatization or sale. Second,
whether prieing policy faciltates low subsidized
prices, Third, whether the supply system, especially
for domestically produced food and clothing,
functions elfectively or breaks down,

Ifthe former network ismaintained and provides
reasonable supplies at subsidized prices, then pri-
vate traders and producers will {ind 1t dilficult
to compete and wlill tend to specialize mostly in

high-quality goods and services, The greater the
disequilibrium in the market, however, the more
opportunities for private entrepreneurs. Indeed,
these opporiunities increase when the domestic
supply system breaks down. Private traders can
move quickly to find a domestic market. As dem-
onstrated in Poland, private tradsrs can also estab-
lish significant contacts with importers and expot-
lers abroad who are not readily identifiable by
larger organizations,

Conflicts

Hungary's attempt toreprivatize farmland provoked
considerable debate over the rights of those who at
the time were working the land but had no ownership
claims. Althoungh the propesed reprivatization law
would have given them a priority clatm, they would
have been entitled, at least at first, to buy only
1.5 hectares, The High Court's declaration that the
proposed law was uneonstitutional seems to have
pushed the issue into the much broader context of
urban proparty claims,

How reprivatization will progress in Poland,
Romania, and Bulgaria is not yet c¢lear; in
Czechoslovakia some of (he issues have been
resolved. One poll suggests that there is little inter-
est in that country in ihe privatization of coopera-
tive land.* Inthe case of the reprivatization of retall
businesses, themanagers of small shops demanded
first refusal when shops were gold, but this demand
was rejected, Furthermore, a compromise agree-
ment was rejected that would have allowed them to
borrow [rom the banks up to 50% of the purchase
price for as long as seven years,®

Other conflicts in the region have involved the
local authorities, which under the previous regimes
were largely responsible for the administration of
civic and residential property, Suddenly, because
of thelr nwnopoly on property, especially in urban
areas, they have found themselves in control of
assetsofpolentially great value iInmarket conditiorns.
Thus, it is not surprisitig that they are reluctant te
give up this control.

In Yugoslavia the sell-prolective practices of
local and republican officlals and bureaucrats is
partly disgulsed by nationalist garh, Ironically,
such nationalism has led even liberais in Slovenia
and Croatia to oppose the ceniral government's
attempts at privatization. In Czechoslovakia the
issue of privalization has featured in the dispuie
over the respective roles of the lederal and the
Czech and Slovak republican governments,®

The Workers' Role in Large-scale Enterprises
Much of the political sirile over the Peolish law on
large-scale privatizalion centered on the role of
workers in the new enlerprise systemn. It took
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almost six months and 13 drafts before a bill was
submiited to the parliament, in March 1880.¥
Passing it took another four inonths. A major
compromise was the addition of the provision, not
in the govermment's draft, that capital veuchers be
distributed. However, the bill was resisted by those
wanting some formn of workers' management in
Poland and became an ideological Issue among
Solidarity intellectuals, It aiso reflected the recent
ermergence of the workers’ counells as the most
important decision-making bodfes in state enter-
prises. The law stipulates that as long as an enter-
prise remains a state-controlled joint-stock com-
parny. 30% of its board of directors must be elected
by thie workers.

Izsues Involved in the Conversion
of Lurge State Enterprises

In Poland and Hungary, the public and not a few
leading politicians have exhibited great impatience
over the slow pace of converting and subsequently
selling state enferprises, For example, according to
a poll carried out by the Warsaw Public Opinion
Polling Center, 66% of the respondents thought
that privatization would be either very [averable or
rather favorable, while only 9.6% said it would be
either rather unfavorable or very bad. However,
44.4% thought the pace was too slow, while 33%
thought it was about right.#

Before joint-stock companies can be evaluated
and sold. an enornmous amount of work must be
done. I the case of Czechoslovakia, some 20 addi-
tional laws have had to be passed on such issues as
taxation andcomrmercial courts,® Quallfied accoun-
tanis and lawyers are also needed. In the former
East Cermany, for example, cnly 800 qualified
lawyers could be found, compared with some 30,000
in the western part of Germany.® In the cases of
Poland and Hungary, Western accounting flrms
and investment bankers have provided legal and
financial advice.

Only after a legal framework has been erected
and expert advice made available can the difficult
problemns of evaluating assets and taking decisions
on debts {to the state and other enlerprises) be
tackled. Sornetimes this process involves efther
closing down the constituent units ol the overgrown
state enterprises or turning them into economically
viable firms. In all cases, the book values of assets
dating [romthe communist era have been discarded
as economically and financially meaningiess. As far
a5 liabilitles and ownership are concerned, declstons
have had to be taken on how to overcome the elfects
of the previous regimes' policies on taxation, sub-
sidies, and loans. In numerous cases, for example,
postcommurist governments have provided “loans”
to enterprises simply because their predecessors

had taken for the state budget the bulk of profits
made by enterprises, In other cases, enterprises
that are uneconomic have continued to be heavily
subsidized. It is therefore no wonder that it is taking
such a long time to sort out this accounting
nightrnare,

The Takeover of Companies and Assets
Since the Solidarily government was formed in
Poland, politicians and ordinary eitizens through-
out the region have been alarmed at the possibility
that the nomerddalura, as well as communist
bureaucrats and managers, would seek to make
personal profit out of peivatization. Such {ears have
certainly been justifled in Poland and Hungary,
although the authorities seein to have moved quickly
to put a stop to the worst abuses, This has not been
the case in Romania and Bulgaria, where the gov-
ernments, composed of former Communists, have
been supported by the nomenklatura,

According to a poll conducted by Solidarity, its
supporters seem 1o be more concerned about how
capable managers are rather than which party they
formerly belonged to. Another important question,
however, is how well people without any experience
in management and adminisiration could actually
take over from: these managers and efficiently run
companies and banks,

Foreign Investment

Even though Hungary has developed iis financial
system further and faster than any other countryin
Eastern Europe, the seemingly limited ability of
this system to absorb the.shares of enterprises
being privatized has been given as a major reason
for the relatively cautious approach being adopted
in that country. InNovembet a debate was provoked
when Gyorgy Matolesy, the Prime Minister's adviser
on privatization, called for {aster privatization as
thekey toreviving Hungary's deteriorating economy.
Foreigh investors have eriticized Hungary's approach
as too bureaucratic and too suspiclous of foreign
capital. Criticism such ag this has been dismissed
by Lajos Csepi, who claimed that the program of
gradual privatization was necessary to ensure the
best prices for shares in state enterprises.®

It is ungertain how much forelgn investment
Hungary would atiract under more favorable eco-
nomic conditions, But at the same thme, there isno
doubt that foreign inveslors are discouraged by the
government's reaction to popular fears that “the
country's wealth" is being glven away. For its part,
the Hungarian government has not lifted restrictions
on foreign participation in Hungarlan conumercial
banks. A similar situation in Poland appears to

'have been one of the major reasens for the unex-

pected cutcome of the flrstround of the presidertlial
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election, Indeed, in every East European country,
popular notions about the potential wealth of the
natlon seem to be at odds with the investors’
caleulations of the profitabiity of national assets.

The Distribution cf Capitel

One way in which Hungary could have inereased
the absorption capacity of its financial markets
would have been to ititroduce some scherme for the
distribution of capital claims, such as vouchets,
among the general public, Apparently, the govern-
ment decided not to implement a low-cost loan
scheme for financing stock purchases, despite the
fact that such loans would not be inflationary. And
unlike other East European countries, Hungary
hasnioveucher scheme and has not offered discount
shares to employees at enterprises,

The question is whether Hungary or Poland
could speed up large-scale privatization and have
less recourse to forelgn invesiment fmore emphasis
were to be placed on developing a voucher scheme.
In Poland a working group has been considering
various schemes for several months, Czecho-
glovakia's voucher scheme has not been explained
in detail, although it is said to have been developed
with the help of a London investment bank.

Finally, it remailns to be seen how workers in
Poland willreact to the chance tobuy shares in their
enterptises, Recently, the value of lquid assets
held by Polish citizens has risen, Will they become
willing investors in the face of considerable uncer-
tainty, especially when demands for better housing
and more durable goods have not been satisfled for
so long?

Conclusion
Under the Communists, private enterprise in
farming, the marketing of food, and services was
barely tolerated. Today, Eastern Europe can hoast
atleast 1,000,000 small operations (mostly in trace
and services), between 2,000 and 3,000 joint-stock
and limited companies, and as many as 10,000
joint-ventures with foreign partieipation, However,

private businegses account for only a small part of

nonagricultural production, at most between 10%
and 159%.

Major obstacles to privatization remain. Declin-
ing aggregate demand, for example, might dis-
courage risk-taking and make the accumulation
of private capital more difficult. Small firms lack
both experience and access to premises and
equipment, supplies, advisory services, and credit.
Moreover, they have to contend with existing trade
monopolies, The privatization of large enterprises
is 8 lengthy process when done carefully, as
the cases of Hungary and Poland. It can, however,
be cartied out very quickly when the authorities .
are not forced to take the electorate’s wishes
into consideration, as in Romania, where in
November alone some 400 jolnt-stock companies
emerged, ‘

In 1991 the privatizatlon process in Eastern
Europe is likely to be carried out under difficult
economic and political conditions. Moreover, political
reaction to the first wave of privatization could
complicatematters, In Poland, privatizationislikely
to be accelerated if Walesa is elected President. In
Rormania and Bulgaris, it might slaw down { people
are able to volce their opposition to takeovers by
the former nomertklatura and communist bureau-
crats. Even in Hungary, where privatization s atits
most advanced, public discontent is growing and
the governmert is becoming increasingly unsure of
its own policies,

It is doubtful whether any country in the reglon
will be able to privatize 30% of its large enterprises
bytheend of 1991, Moreover, it would be surprising
if as much as 50% of all stale enterprises were
privatized in the next (lve years, by which time the
pace of change is likely to have slowed down, The
state is likely to continue for some time to own
30% of the shares and production units of the large
enterprises. Should this be the case, it will be
aitributable partly to the vested interests of the
state and partly to the fact that a large number of
enterprises are too inefficient to warrant being
privatized. The state, however, might keep them
operating inorderto reduce reglonal unemployment,
a poliey that could result In the institutionalization
of stale subsidles.

RT0512.80R November 30, 16860
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The International Economic Situation
and Eastern Europe

Marvin Jackson

The managers of foreign lrade and finance in Easlern Europe faced an
amazingly complicated stluation in 1990: (he (nferal economic and polttical
rules of Lthe game changed just as the intemnational environrnent called for
major adfustments as a result of the collupse of the Council Jor Mutual
Economic Assistance’s trading system anel the direct and indirect ¢ffects of
the Gulf crisis, Foreign trade shifted from rubles to hard currency. To what
extent this change was a result &f moving away from former markets and how
Jar it was a consequence of “dollartzation” ts unclear. In the process, Poland
generaled a record high hard-currency trace surplus, followed by Hungary,
yet both countries’ naticnal debt increused. In fact, only Czechosloveakia and
Yugoslavia managed to avotd increasing their debts. There will be major |
bressure next year (o reduce trade deficils unless stgntficant new, low-cost |
credits are made quailable.

before those involved in the management of

foreign trade and fnancial balances in
Egstern Europe? Internal management systems
were dismantled and only partly replaced by mar-
ket controls. The arrangements for bilateral state
trade in rubles fell apart this year and wiil all but
disappearin 1881, Underwriting of encrgy supplies
by the Soviet Union was abruptly reduced in mid-
1980, often without notice. The Gulf crisis added
direct losses in trade and payments of debts, as well
as further indirect losses n terms of trade through
higher oil prices, These losses have only been
partially ollset by Western and International assis-
tance and by an increase in direct foreign

C culd more challenges have been placed

investments, Sume of the main dimensions of these
changes will be reviewsd before turning to the
measurable impact on the trade and debt balances
of each country in the regiomn.

Changdes in Management Systems
The oidl system of centrallzed allocation has either
fallen apart orbeen deliberately dismantled in every
country except Albania, In Poland a few export
conlrols remain, but any firm can now register to
conduct trade, and those wishing to export or
import are Iree (o choose from among the avatlable
channels, The number oflicensed foreign traders in
Hungary increased from 35 only 10 years ago to
360 In 1987: at present there are.an estimated

Dreimuen 28, 1990
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10,000 to 12,000. Almost 0% of Hungary's import
trade is reportedly conducted without prior gov-
srnment approval, quotas remaining only on food-
stuffs and pharmaceuticals.! Deregulation in
Czechoslovakiza has led to the establishment of
some 3,000 companies with [oreign trade rights.?
Even in Romania, as early as in April thisyear, more
than 250 private foreign trading firms had been
approved by the government.* But Romanla and
Bulgaria have both resorted to specific export
exclusions, The latter, for example, banned the
export of some 16 {vod and nonfood items in an
attempt to cope with the growing disorganization in
distribution networks,

Mechanisms to raplace the old system—ior
example, programs for macroeconomic adjustments,
marketization, and privatization—have only been
partially itnplemented in the best cases (Poland and

Hungary): in other countries they have either just

heen issued (Czechoslovakia and Romania) or only
talked about (Bulgaria, Yugoslavia, and the Soviet
Union). Besides becoming increasingly concerned
over the money supply, most countries have intro-
duced exchange-rate policies leading to internal
convertibility. Strictly speaking, however, only
Poland and Yugoslavia have actually achieved
internal convertibility; Hungary and Czechoslovakia
plan to do so early in 1991. In Hungary, the black
market in hard currency was still offering rates
about 16% above the official rate, suggesting the
need for devaluation; the black market was belng
used by Hungarians to build up private hard-
currency accounts,! Even though Rormania and
Bulgaria have devalued their currencies, exporters
are required to turn over quotas of foreign-exchange
receipis at rates far below the official ones, while
access to foreign-exchange supplies is still restricted
by the autherities.

The political authorily to implement dom-
estic economic reform is based on fragile ceal-
itions in Hungary and Czechoslovakia, a weak
majority in Romania, collapsing central authorlty
in Yugoslavia and the Soviet Union, and it does not
exist in Bulgaria. For those who must make the
decisions and find foreign partners, the rules are
unclear and uncertain. To make matters worse,
the international environment has lost some of
fts old, established political and economie strue-
tures and become more unpredictable and
unmanageable,

Scrapping the System of Bilateral
State Trade in Rubles
First, the system of bilateral trading arrangements
established by the Councll for Mutual Economic
Assistance (CMEA), which comprised hall or more
of each country's trade, was undergoing internal

reforms ‘and being bypassed by its members in
1989; in 1990 it completaly disintegrated and will
be replaced in 1891 by a confusing mixture of state
trading with a clearing agreement in dollars and -
direct market transactions,® Also, debt halaneces in
rubles are being converted at bilaterally renegoti-
ated rates (rom rubles (o dollars.

‘The CMEA gystem, already in a state of disin-
tegration because of {ts Intermnal inadequectes,
collapsed under the combined pressure resulting
from German unification and the faflure of all its
members to honor commitments. Especially sig-
nificant was the Soviet Union’s fallure to deliver
promised oil supplies, How much of a shortfall
there was is still heing debated. One study suggests
that Soviet deliveries in the first half of 1920 were
as much as 20% below those of the previous year
and that there were reductions of up to 30% of
promised deliveries in the second half of the year?
Cuts have also been made in promised deliveries for
1991.7 In addition, the state of Soviet politics has
led to inereasing confusion about who can or should
be negotiating foreign trade in the country that
remains the single most important trading partner
in the region.

The Economic Impact of the Gulf Crisis
Just as the smaller East European partners were
recelving the Soviet Union’s bad news that they
would either have to make do with much smaller
guantities ol oil delivered al subsidized prices or
buy oil on world markets at world prices, the Gulf
crisis broke out, The direct costs have been in the
form of disrupted trade, broken contraels, and lost
oll supplles, which Iraq had been shipping as part
of debt payments (incurred by previous tmports of
arms during its war wiih Iran).® in addition, there
are indirect costs from the Gulf conlliet, espectally
the price of all oil imported at world market prices,
including most Soviet deliveries, The total costs,
both direet and indirect, to Yugoslavia and
Czechaoslovakia have been estimated at $1.2 billion
and $1,4 billion, respectively.? Romania's total figure
came to $3 billion, Poland's to $2.9 billion, and
Bulgaria's to $2 billion (including profected losses
in 1991, as well).!? The estimated cost to Hungary
as a result of higher oil prices and lost exports alone
was some $155,000,000 in 1980 and $1.1 billion
forecast for 1891, Hungarian Prime Minister Jozsel
Antall said in October, for example, that the losses
toHungary In 1990 arising {rom the Gull crists were
some $500,000,000."% The problem with most of
these {lgures is that they do not clearly identify
elther the methods of estimation or the component
parts of the estimates, which should identily
separately first, canceled contracts on which no
expendilures have yet been made, second, lost
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future exports, third, payments on already deliv-
ered exports or contract work, fourth, payments in
xind or money on debts due, and, {ifth, additional
costs [or substitute imports (especially important
for promised ofl deliveries).

One Western expert estimated the added costs
of oil in the reglon at $2 billion in 1890 and
&7 billfon in 1991, in addition to $6 billien in 1991
for the cost of "dollarizing” CMEA trade.'® An esti-
mate by the World Bank put the combined impact
of the Soviet and the Gulf problems at $15 billion
for the region, or an average drop of about 5% in
the gross national product, the largest drop occur-
ring in Bulgaria (15%) and the smallest in Hungary
and Czechoslovakia (both 194), A further impact
may yet be felt fworld export and financial markets
are disrupted as a result of higher oil ptices
worldwide.

Western and International Asslstance
According to a recent report of the Organization for
Economic Cooperation and Development, lending
by Western barks to Eastern Europe declined by
$6.4 billion in the second quarter of 1990 and is
described as having “dried up.™5 At the same time,
the Gulf conflict and the deterioration of the eco-
nomic and political situation in the Soviet Undon
might reduce or disrupt the single most positive
ftem on the East European couniries' external
¢conomic account, The developed capitalist coun-
tries, Including the European Community (EC),
were In the process of opening channels to achieve
more normal levels of East-West trade and finance
by means of trade agreements, integration with the
General Agreement on Tari(ls and Trade, and facil-
lating membership in the International Monetary
Fund (IMF) and the World Bank. In addition, sig-
nificant economic assistance has already been
mubilized for Poland and Hungary and is being
considered for Czechoslovakia, Romania, and
Bulguria. Among the commitments being coordi-
nated by the EC are $15 billion in aid pledged to
- Hungary and Poland through 1992 and $3.8 billion
‘naid lo Czechoslovakia, Bulgaria, and Yugoslavia
{mm the Group of 24.!¢ The World Bank plans to
increase its loans to Eastern Europe from
only $540.000,000 in the 1988-1989 fiscal
year and $1.8 billion in the 19891990 fiscal year
lf-: $7.5 billion over the next three flscal years.!?
Ahough internal political problems in Romania
and Bulgaria had already disrupted programs for
foreign assistance and for opening trade and
fr”mpcial markets, their continuation has been
;zmmer delayed by the intruston of larger issues.
”?r example, food and other assistance programs to

e Soviet. Union might at present take precedence
over helping the smaller countries.

.

The Growing Importance of Direct Foreign

Investment and Joint Ventures
While there no reliable compilations yet of the
amount of direct foreign investments, it seems that
these sums are still rather modest, But the reported
number of joint ventures that have been set up,
estimated at 10,000, indicates a growing interest
and potential response to the general liberalization
of the laws governing commerce, forelgn investment,
and banking. '

It was reported in August!® that some 2,800 oint
ventures, 85% with West German firms, had already
been set up in what used to be East Germany.
About 2,500 joint ventures with a total investrment
of $750,000,000 were repotted for Hungary as of
October, compared with the June figure of 1,800
(and the June 1889 figure of only 280). Half the
companies are in manufacturing: 70% of the joint
ventures are with Austrian or German partriers:
and some 40% of the investment capital is from US
firms,'? Poland reported that, of the 1,700 foreign
and joint-venture companies granted investment
licenses, 949 were conducting business in the
country at the end of 1989. Poland's agency for
foreign investment, which was set up this year,
annournced in the fall that it had issued about 2,000
permits for joint ventures, of which about 800 had
started operating. That figure suggests that joint
ventures currently operating in Poland total at least
1,500.%° Some 2,069 contracts for joint ventures
were signed in Yugoslavia between January and
September 1990.2! By November Romania report-
edly had 570 joint veniures, and a total of
$66,000,000 had been invested by foreign firms
since December 1989,%

The Impact on Foreign Trade Balances -
Caution should be exercised when workirig with the
foreign trade statistics of all the East European
countries.?® It has long been known that statistics
on total exports and imports as well as on the
divigion of trade by region or by socialist and
nonsocialist countries have been distorted because
trade figures were aggregated using different price
systems and because official rates of exchange were
meaningless. Forexample, it could only be said that
total exportshad increased {fexportsboth to socialist
and nonsocialist countries had {ncreased. And f
the value of exports to soctalist countries fell while
the value of exports to nonsocialist countries rose,
one could be relatively sure that a shift of exports
from the socialist to the nonsocialist ecountries had
occurred. But the events of 1990 further reduced
the possibility of obtaining accurate statistics.
Increasingly large portions of trade between the
soclalist countries shifted to hard-currency
accounting. Thus it isnolonger safe to assume that

Ducknpr 28, 1990

39




MAR 15 791 B6:11PM RFE RL WASH DC CA

REGIONAL TOPICS

P.14

a reduction in soft-cutrency trade constitutes
a shift of trade from soclalist to nonsocialist
couniries,

‘The figures compiled for each country clearly
indicate g shift from trade In rubles to trade in hard
currency, Towhat extent this constitutes a regional
ghift of trade will not be clear until more is known
about how rapidly trade within the CMEA is being
"dollarized.” Only Czechoslovakia secems to have
managed to malntain a current account surplus in
hard currency. The relatively large trade surpluses
being generated in hard currency by Poland and
Hungary are not encugh to generate positive cur-
rent accounts, Bulgaria, which could hardly afford
it, and Romanla, which was in a better position to
do so, generated hard-currency trade deficits. With
only one out of five East European countries gen-
erating a positive current balance this year, next
year's terms-of-trade losses will either force sig-
rificant restrictions on Imports or bring about a
general increase in foreign debts. '

Bulgaria's total exports (adding rubles to hard
currency at an unknown exchange rate) fell 28% in
the first 10 months of 1990 ccmpared with the
same period in 1988.2* At least part of this decline
was accourted for by a diversion of goods for black-
market export in exchange for hard currency, an
activity that probably involved Bulgarian [rms
seeking means to pay for huported supplies.

In recent years, the ruble value of Bulgarian
exports and imports with socialist countries has
tended to decline. Stnce imports have fallen faster
than exports, larger surpluses have been generated:
some 1.6 billion rubles with the Soviet Union alone
in 1989, The overall trade balance with socialist
couniriesis expected tochange [rom g large surplus
inn 1989 to a small defictt tn 1990 because of limits
placed on Bulgarian exports.

Bulgaria's trade with nonsoclalist countries

has been a sad tale. Imports rose while exports
remained constant or {ell, so‘that the balance of
trade in 1989 showed a deficit of $1.8 billien, Both
exports and imports fell in 1990 as a result of
disorganized export production {and probably sig-
nificant diversion for black-market exports) and
growing credit restrictions. The first-quarter deficit
of 150,000,000 was expected to rise to betwaen
8600.00¢,000 and $700,000,000 by the end of the
year, despite Bulgaria's moratorium on debt pay-
ments announced at the end of March,
Czechoslovakia's trade has shified from the
East to the West. Iri the first half of 1980, exports to
the West rose by 10% and imports increased by
28%, Contrary to the hard-currency current aceount
deficit projected by PlanEcon, however, it was
reported that the balance through October was stlll
$300,000,000 in the black.® In contrast, both

exports and imports with the Soviet Union {&ll by
between 14% and 15% in real terms, and Jarge
reductions in exports to other sccialist countries
were also reported, Inthe first nine months of 1990,
the estimated total trade deficit was about 5 billion
koruny.* In 1981, rising import costs and falling
export prices could cost the country an estimated
£1.8 billion in declining terms of trade,?

It had heen expected tuat by the late summer
Hungary's ruble exports would have declined even
more sharply than its ruble imports, turning the
ruble trade surplus of 1988 into a defieit. By the end
of October the recorded deflcit was 201,000,000
rubles.® Hungary's trade was clearly shifting to
hard currency, although to what extent this was
based on a regional shift is not yet known, Hard-
eurrency exports rose sharply in real tenms and
imports inreal terms declined slightly, This resulted
in a strong increase in the balance of trade, which
wasracorded at 8890,000,0001nthe first 10 months
of 1980, That figure did not. however, include
$170,000,000 in ofl purchases in October and
November.?® Thus, the {rade balance, contrary to
PlanEcon's early optimistic forecast, will probably
not be large enough to balance Hungary's current
account. This will add to Hungary's debt in 1880,

Hungary's most recent discussion with the IMF
began on a sour note, owing to the expected loss of
$1.5 billion In its terms of trads that accompanied
the changsover to tha dollar i CMEA (rade. Accord-
ing to the Vice President of the National Bank of
Hungary, “The IMF has to realize that we willnot be
able to bring the affected 30% of our forelgn trade
into balance between January 1 and January 2."%
But if Hungary does not do something soon, {t might
not be able to service its large foreign debl. In
addition, with the switch to trade in dollars, the
government stands to lose between 50 billion and
60 billion forint {n import duties.

Poland is also sharply reducing its ruble trade
and expects to cut more than 10% in the real
volurne of its exports and more than a third in its
real volume of imports. The result is & huge ruble
trade surplus, large enough to pay off completely
Poland'’s debts to the Soviet Union, A further decline
of 30% in total trade turnover with the Soviet Union
has been (orecast for 1991.% Although imports of
goods paid for in doliars are also expected to drop
by a quarter, exports in exchange for dollars have
increased by a quarter. The result is a record dollar
trade surplus, which is reported to have reached
$3.7 billion by the end of October 1990.%

At olficial rates of exchange, convertible currency
exports in the first nine months of this year
accounted for 81.4% of Poland's total exports, a
slight increase over the 77.6% recorded over the
same period last year, The percentage of convertible

40

Rerort on Eastirn ELrors




MAR 15 791 ©@6:12PM RFE RL WRSH DC CA

P.135

REGIONAL TOPICS

currency imports fell slightly.® In 1891, the rate of
convertible-currency trade should soar as Saviet
trade is "dollarized.” If the commodity composition
of Soviet-Polish trade remains the same, however,
Poland will face deficits of between $1,2 and
§2 hillion.3

In the first eight months of 1990, Remania
reported a trade deficit of over 1.1 billion rubles and
$908,000,000, which, combined with the deficits in
September and October, totals almost £1.2 billion
and about 1.4 billion rubles.®® PlanEcon did not
predict anything close to the latter figure, which
was the result of Romania's exporis for rubles
falling faster than its imports for rubles, The latter
were 14% lower in the {lvat nine months of 1990
thamn last year, Thus, the ruble trade deficit is not
necessarlly a sign of significant Soviet willingness
to suppert Romania, According to official statistics,
hard-currency imports rose by 54% in current
values in the first nine months of 1990 compared
with the same period last year. By contrast, ruble
Imports dropped in value by 14%. With exports in
both directions falltng by more than half, the result
was a hard-currency deficit of nearly $£1 billion,38

In the first half of the year, Yugoslavia was
exporting at a rate that would have resulied in z rise
of almost 24% in its annual total exports, had it
continued, The rate of imporis increased even
[aster and was almost 34% higher than in 1989,
Patt of the Increase in imports can be attributed to
trade lberalization and part to the legalization of
trade in the convertible dinar.

Some 80% of Yugoslavia's trade in 1989 was
conducted in convertible currency. Nevertheless,
the Soviet Union remained the single most impor-
tant trading partner, even more so since if's trade
was scheduled for “dollarization” in 1991, Yugoslavia
generated a trade surplus of $2.2 billion with the
Soviet Unionin the firgt seven months of 1990. This
raises the problem of which rale of exchange will be
used when Yugoslavia begins settling Soviet debt
balances through actual payments,

The Effects on Debt Balances

The net result from “dollarizing” Bulgaria's debt
balanices in rubles has yet to be determined. lis net
hard-currency debt of $9.2 billion at the end of
1989 was calculated on the basis of assets including
Third World debts of $2.3 billion. Bulgaria had an
agreement with Iraq that its debt would be repaid in
the formn of ol deliveries, That and other parts of
such assets are probably no longer collectible,

Bulgaria’s suspension of debt payments in
March initially covered only $3 billion of principal
due in 1990, but in June this was extended to $1.8
bllion of interest also due in 1991, In order for
Bulgaria's creditors to work out a rescheduling

plan, Bulgaria must first conclude an agreement
with the IMF, of which it is now a member, Such an
agreement would not only provide IMF eredits but
would serve as a condition for receiving help from
the World Bank, However, the IMF has no rellable
government partner in Bulgaria with whom to work
out an agreement. Meanwhile, Bulgaria recetved
Iielp in the form of ofl and electrieity. as well as
$50,000,000 in trade and $25,000,000 in invest-
ment credits, from a surprising source, Turkey,
thal it can pay back next year.*” PlanEcon was
projecting a mild rise in both gross and net debts on
the basis of estimated hard-currency {rade deficits
of between $600,000,000 and $70€,000,000.

While Czechoslovakia's gross foreign debts rose
to over $7 billion in 1990, by mid-year its hard-
currency debts were already excezded by its hard-
currency assets, leaving it on net an international
creditor. PlanEcon expected the balance in net
assets to reach $3.2 billion by the end of 1990.
There are two forces at work in addition to those
stermning from the Gulf erisis and the revaluation
of Soviet trade. First, balances are being cut by
reducing the value of debts from the Third Werld
that are not collectible. At the same time, according
to PlanEccn, debts owed by the Soviet Union are
being revalued in dollars at a favorable rate of
1 rubleto #1.25. Czechoslovakia will also be under
pressure in 1891 because of the introduction of
Internal converiibilily, In order to be ready to supply
the expected demand for hard-currency balances,
the government plans to ask the IMF for at least
$1.5 billion in stabilization funds.®®

Despite having gdenerated a significant hard-
currency surplus in 1890, Hungary does not
appear to have available the $1.8 billion in interest
and the $2.2 billion in principal due on its debts in
1991, even if the latter were refinanced,* Hungary -
will probably have to increase its net debt by a
modest armount in 1980 and by more in 1991, Jusi
how much this increase will be depends on the
exterit to which the debt is rebalanced.

The expected elfects of “dollarizing” Soviet trade
could push the current account balance for 1991
almost 81 billlen into the red. According to PlanEcon,
the true debt sltuation would be worse (2 net hard-
currency debt of well over $18 billiont by the end of |
1990} if Hungary were to take the correct approach
and reduce Lthe value of debts owed by Third World
countries. Howmuch effect the conversion of Soviel
debts will have on this debt is unclear. Hungary is
attempting to settle what it claims is the Soviet
Union's debt of $1 billion, The Soviet Union report-
edly offered to pay the balance over a flve-year
period.+®

Poland’'s record trade surplus allowed it to
move froma significant deficit onits current aceount
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in 1989 ta a significant surplus, estimated by
PlanEccn at $2,5 billion in 1990, Its hard-currency
reserves, virtually nonexistent at the beginning of
the year, grew to $3.5 billion by October 1990. As a
consequence, it did not draw on the $1 billlon
stabilization fund that had been provided by
Western countries. Even so, its gross debt grew to
845,2 billion, of which $2 billion resulted from a
declining dollar and $2.5 billion from the accu-
mulation of unpaid interest,

In 1991 Poland will have payments due on its
debt of $7.2 biilion, which will consist partly of
postponed debts and partly of new eredits. Poland
willbe unableto postpone any of its debts, however,
untll it reaches new agreements with either the
commerelal banks, which together are carrying
about $10.2 billlon of the debt, or the Paris Club of
Western governments, which is carrying the bulk:
$30.6 billion, The banks are walting for the ¢lub,
vhich had sought to assist Poland by pestponing
payments of interest and prineipal unttl March
1921, to make the first move.*? What Poland would
like and badly needs is for club members to follow
Germany’s example. InNovember it canceled roughly
$800,000,000 of Poland's debt to 1t.** Despite
repeated rumors that it planned to de so, the USA
has still not moved to help Poland in this way.

Fromnearly zero, Romania's gross debt in hard
currency is expected to increase by about $3 billion
in 1990; the country will change from being a net
creditor to being a (small) net debtor, Romanta
prebabiy shares with Czechoslovakia the distinction
of suflering less from its inability tc borrow than
from the lack of effective management and knowl-
edge of how to invest properly the funds it has been
loaned. But Romania’s international irmage is far
worse than Czechoslovakia's,

In 1989 and the first four months of 1890,
Yugoslavia's net foreign debt in convertible currency
fell by an estimated $4.7 billion, partly because the
new, overvalued dinar encouraged Yugoslavs to
repatriate hard currencies owned abroad. PlanEcon
had expected a net debt reduction of enly about
$1.4billion for the whole of 1990. In 1991 Yugoslavia
will probably not be able to reduce its net debts any
further, but the political situation makes any pre-
diction highly uncertain.

‘Summary and Conclusions

Amid the internal and external conlusion offoreign-
trade decisionmaking in 1990, only Czechoslovakia
and Poland seem to have generated a current-
account surplus in hard currency, and in the case
of Poland, this happened only because of the
deferment of some interest payments, Yugoslavia
got by because significant amounts of hard
currency were repatriated, The others added to
their debts, although in the case of Hungary
the increase was small. Adverse terms of trade
will generate major deficits next year unless steps
are taken to reduce import demand by deflation
or specific measures are implemented to reduce
energy consumption, Also, Peland's example in
1990 suggests that others could generate signifl-
cant increasss in hard-currency exports if
they were willinng to make tough decisions about
economic reforms, Otherwise, all countries
will need special credit assistance and, in
the cases of Poland, Hungary, and Bulgaria, pos-
sible debt relief. A recession in the West would
probably force Eastern Europe to resort to major
cuts in imports.

RTOB17.90R Movember 29, 1990
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chonin 886

Frederick I Barbarossa and, later, as imperial
administrative secretary, experienced the loot-
ing conquest of Constantinople and its art in
1204 by the French-led forces. Forced to flee
Constantinople and aided by a Venetian mer-
chant, Nicetas moved to the outlying area of
Nicaea, site of the emperor Theodore I Lasca-
ris’ Byzantine court-in-exile, and wrote the 21-
volume “History of the Times,” a record of
the rise and fall of the 12th- and 13th-century
Byzantine dynasties through the combined
devastations of Western Christian and East-
ern Seljuq and Ottoman Turkish armies, be-
ginning with the Greek emperor John Com-
nenus (1118-43) and concluding with the in-
trusion of the first Latin Eastern emperor,
Baldwin I of Flanders (1204-05).

A fervent Greek Byzantine nationalist acute-
ly resentful of European designs on the Chris-
tian East, Nicetas nevertheless, as actor and
spectator, at times incorporating other re-
ports, as with the Norman pillage of Thes-
salonica, Greece, produced a generally objec-
tive and concrete, although rhetorical, ac-
count of the Crusades’ campaigns in Byzanti-
um, which counterbalanced the leading West-
ern version by the French crusader Geoffroi
de Villehardouin.

In the theological sphere Nicetas composed
the “Thesaurus of Orthodoxy,” a collection of
doctrinal and polemical tracts to serve as
source material for responding to contempo-
rary heresies, particularly the dualist Bogomil
sect that advocated the principle of matter
as evil, and to document the 12th-century
Byzantine philosophical movement. The
“Thesaurus” included notable texts of Nicetas
Stethatos, a Byzantine theologian involved in
the schism of 1054, and decisions of Eastern
Church councils. Much of the content and
style, however, derive from and supplement
the “Dogmatic Panoply” drawn up by the
12th-century Greek Euthymius Zigabenus.
-Byzantine historiographic literature 8:951c

chonin, class of townsmen that emerged in
Japan during the early years of the Tokugawa
period (1603-1867) and became an influential
and prosperous sector of society.

So named because of their residence in city
wards (chd), the chonin were generally mer-
chants, though occasionally craftsmen and ar-
tisans were included in their number. In spite
of compulsory loans, property confiscations,
and legislation designed to restrict their
wealth, the chonin multiplied rapidly during
the Tokugawa, and their prosperity contrast-
ed greatly with the financial straits of the
peasant and samurai classes, who became
heavily indebted to the chonin. This resulted
in considerable resentment and discontent, for
which the government was often blamed.

Under chonin sponsorship advances were
made in the fields of astronomy, agronomy,
medicine, and civil engineering in Japan.
Moreover, a distinct chdnin culture developed
in the major Japanese cities, especially during
the Genroku (1688-1703) and Bunka-Bunsei
(1804-29) periods. Characterized by conspicu-
ous consumption, this culture led to the devel-
opment of new art forms such as haiku po-
etry, Kabuki and joruri theatre, and erotic
novels and short stories. It also involved the
extensive use of female entertainers and
courtesans, such as geisha girls, who first
came into prominence at this time.

Unlike their Western contemporaries the
chonin never emancipated themselves from
dependence on government sponsorship.
When freed of governmental interference and
allowed to develop independently after the
Meiji Restoration, the 1868 overthrow of feu-
dal rule, the chonin class gradually declined.
Samurai entrepeneurs generally replaced cho-
nin as leaders of the business community.
-Kabuki theatre design development 10:368b
-styles produced 10:1070e

Chonju, city and provincial capital, Cholla-
pukto (North Cholla Province), southwestern
South Korea. One of the oldest cities in
Korea, from the Three Kingdoms period (c.
57 BC) it was a strategic point of local civil and
military administration. It is 21 mi (34 km)
east of the Yellow Sea coast and surrounded
by steep hills with fortified castles. Known as
the cradle of the Yi dynasty (1392-1910), it
has many historical remains. Although the
population is large, the city is still calm and
rural with 80 percent of its land cfntaining
green vegetation. It is connected by rail and
highway with Seoul north through Taején and
with two other big port cities by rail, west
with Kunsan, and south with Yosu. After the
construction of a big paper mill in 1968,
Chonju became an industrial city. Other in-
dustries are textile and canning. Chonbuk Na-
tional University and three minor colleges are
located there. Pop. (1970) 262,818.

35°49' N, 127°08' E

-map, South Korea 10:524

-urban location map 10:526

Chon languages, group of languages of Ar-

gentina that belong to the Macro-Pano-Taca-

nan language family.

-classification and location table 17:107

-grammar, phonology, and vocabulary 17:110d
passimto 112b

Chono, South American Indian people who
became extinct in the 19th century. In aborigi-
nal times they inhabited the southern Chilean
archipelago from Corcovado Gulf to the Gulf
of Pefias. Like the Yamana and the Alacaluf
(gg.v.), the Chono were canoe-using people
who lived by gathering shellfish and catching
seals and birds. They were able, however, to
supplement their hunting and gathering activi-
ties with sporadic farming. Their culture was
probably very similar to that of the Alacaluf,
but it is not known whether their language
was the same.
-cultural and economic patterns 17:112f passim
to 116b
-geographic distribution and socioeconomic
structure 17:116e; map 117
-geographic distribution map 17:113

chonotrich, any small, vase-shaped, sessile
(nonmotile) member of the protozoan order
Chonotrichida. Usually marine, they belong
to subclass Holotrichia. As adults chonotrichs
have no minute hairlike projections (cilia) for

Spirochona on gill cover of crustacean (Gammarus)
M. Walker from the Natural History Photographic Agency—EB inc

independent locomotion. Instead, they attach
themselves to aquatic arthropods either di-
rectly or by means of short stalks. Chono-
trichs produce swimming larvae by asexual
budding, and some forms reportedly re-
produce sexually by conjugation. Spirochona,
with a winding funnel-shaped collar, is a com-
mon genus.

-protozoan features and classification 15:129¢

Chontal, Mayan Indians of Tabasco in
southeastern Mexico. The Chontal are linguis-
tically closely related to the Chol (g.v.), their
neighbours to the south, and to the Chorti
(g.v.), of eastern Guatemala. Chontal, Chol,
and Chorti are all mutually intelligible lan-
guages. The Chontal and Chol also share a
similar environment and culture. Rainfall is

heavy and the climate humid. The Cho
grow corn, beans, and squash as staple

and weave palm-leaf fibre into strips to
used for making hats. The making of hats jg
great economic importance to the i
Other crafts have for the most part died oy,
Clothing is factory-made; men wear tro

and shirts, and women wear cotton d
and, on special occasions, shoes. Houses
built of poles or lumber with palm thatch
roofs, sometimes plastered with mud or coy.
ered with lime.

Religion is Roman Catholic, centred on the
worship of patron saints. Annual fiestas cele.
brate saints’ days. The church also serves as g
sort of community centre. Elves or dwaryeg
are also venerated; these appear to corre.
spond to pagan mountain and forest deities,
-linguistic affiliation 11:954g
-Meso-American Indian distribution

map 11:955

Chontales, department, central Nicaragua,
bounded on the southwest by Lake Nicarg.
gua. The 1,910-sq-mi (4,947-sq-km) depart.
ment stretches eastward from the lowlands
bordering the lake over the Sierra de Amer.
ique, the continental divide. Until 1949 Chonp.
tales included the territory in neighbouring
Rio San Juan department. Agriculture is im.
portant, particulary in the north: the principa]
crops are sugarcane, coffee, bananas,

and corn (maize), and livestock raising and
cheese production are significant. Forest pro-
ducts—timber, hardwoods, chicle, and rubber
—provide additional income, as does gold
and silver mining. No railroads serve Chon-
tales, but the highway linking Managua, the
national capital, with the Caribbean lowlands
passes through Juigalpa (g.v.), the departmen-
tal capital. Pop. (1971 prelim.) 69,059.

-area and population table 13:59

-map, Nicaragua 13:60

Cho Oyu, one of the world’s highest moun-
tains (26,750 ft [8,153 m)), in the Himalayas
on the Nepalese-Tibetan (Chinese) border
about 20 mi (30 km) northwest of Mt. Ever-
est. The Nangpa La, a glacier saddle (pass)
19,050 ft high lying south of the peak, forms
part of the trade route between Tibet (China)
and the valley of Khumbu. Glaciers and a bit-
ter climate delayed the climbing of Cho Oyu
until Oct. 19, 1954, when the summit was
reached by an Austrian party including Her-
bert Tichy, Sepp Jochler, and Pasang Dawa
Lama, a Sherpa (an inhabitant of the Hima-
layas).

28°06' N, 86°39" E

-Great Himalayan peaks 8:883c; map 882
-map, Nepal 12:952

-mountaineering record and data table 12:585

Chopin, Frédéric 4:439 (b. March 1, 1810,
Zelazowa Wola, Pol.—d. Oct. 17, 1849, Par-
is), composer who although his total output
was small and practically limited to solo
pianoforte was distinguished for creating with-
in this limited framework a vast musical and
emotional range. A Romantic, he found him-
self and the tragic circumstances of his native
Poland the chief sources of his inspiration.

Abstract of text biography. Chopin, a
prodigy, started piano lessons at the age of
seven and first played in public at the age of
eight. He went to the Warsaw Conservatory
at the age of 16, studying piano and composi-
tion. After visits to Vienna, he settled more or
less permanently in Paris when he was 21.
There he formed a liaison with the famous
novelist George Sand, with whom he went on
a journey to Majorca that undermined his
health. His time at Sand’s country home at
Nohant in France was more happy, and it was
there that he produced much of his most
searching music. After the revolution of 1848,
he fled to England for the better part of the
year. By the time he returned to Paris, his frail
health—he suffered from tuberculosis—had
worsened, and he died in October of the fol-
lowing year.

Chopin’s long list of solo pieces for the
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“wiano, his piano concertos, and his_ songs in-
Pected a new strain of poetic fancy into those
) qres. Critics marvelled at the way he recon-
. diled sgartling originality and exquisite crafts-
* manship. —
- REFERENCES in other text articles:
" concertos for piano 4:1072f passim

to 1073a
L .folk music influences 14:636d

" .parmony’s colo_uristic use 8:653¢
.style and technical factors 2:133b

B chopper, device for interrupting an electric

- current at regular intervals.
s electronic control of alternating
i current 6:683g passim to 685d

Chopper chopping-tool industry, generic
' pame for certain stone tool traditions of Asia,
‘probably of the late Pleistocene, characterized
by roughly worked pebble chopping tools (see
bble chopper). These traditions include the
. Choukoutienian industry of China (associated
F . with Peking man), the Patjitanian industry of
. Java, the Soan industry of India, and the
| Anyathian industry of Burma, »
Stone with good fracture qualities, such as
int, jasper, and chert, was not as readily
available in Asia as it was elsewhere in the
world. Asian populations, therefore, depend-
| ed on coarse-grained quartz, volcanic tuff,
. and petrified wood, none of which lends itself

o (o fine tool manufacture, The lack of good
i materials may explain why stone toolmaking

t - did not evolve in Asia. Choppers and chop-
. "ping tools were still being made, for example,

" 'by Solo man of Asia, while Neanderthal man,

- his European contemporary, was able to
. manufacture the more advanced hand axes,
" borers, and knives, as well as choppers.
° The characteristic tools of the Chopper
" chopping-tool industry were the chopper,
[ with a single straight or curved cutting edge
_ flaked from a pebble or from a chunk of
. stone; the chopping tool, with a bifacial cut-
- ting edge flaked, again, from a pebble or
chunk of stone; and the hand adze, shaped
from a block of stone, with a rounded butt
“and a single-bevel straight or curved cutting
g cdge. Stone scrapers, cleavers, and points

B were also fashioned, and some tools were

- made of bone.
Anyathian industry
" «Burmese ancient social patterns 3:510e
-geographic and technical
- characteristics 2:204a
-hominid fossil sites and culture 8:1051a
- «geographic sites and related traditions 2:203g
" -Homo erectus cultural advances 8:1033g
* -Pleistocene stone tool cultures. 14:840b;
illus. 839
joolmaking technique and tool use 8:607d;
- illus. 608 .

Choquette, Robert-Guy (1905- ), French-

Canadian writer, whose freedom of expression

“and disregard of syntax influenced the young-

er generation of Canadian poets. His Oeuvres

W poétiques (“Poetical Works™) appeared in two
. volumes in 1956.

“choragic monument, large, freestanding
| pedestal that forms the display base for an
athletic or choral prize awarded in ancient
times at a Greek festival. Although the only
Surviving example is the choragic Monument

of Lysicrates (335/334 BC) in Athens, literary -

" tvidence of the existence of this type of monu-
g ment may be found in Virgil's Aeneid.

:The Lysicrates monument has a square base

-0f9.5 feet (2.9 metres) on which rests a circu-

lir structure surrounded by six Corinthian

. columns, The entablature of the monument

¥ ‘ubports a shallow dome, which, in turn, is

§ e base of three scrolls intended to hold the
Wpod trophy (now missing). Although hol-
& 10w, the interior of the monument was not in-
- *nded for use. The choragic Monument of
¥sicrates is an early example of the use of the
rinthian order. See also orders of architec-
ure,

chorale, metrical hymn tune associated in
common English usage with the Lutheran
Church in Germany. From early in the Refor-
mation, chorales were to be sung by the con-
gregation during the Protestant liturgy. That
they were called chorales does not imply that
they were designed for singing in harmony;
unison singing was the rule of the Reformed
churches, both in Germany and in other coun-
tries.

Early polyphonic (multivoiced) versions may
have been intended for the choir, which possi-
bly sang only the melody, while the full ver-
sion was played on the organ. In polyphonic
arrangements the melody shifted only gradu-
ally to the treble line from its original position
in the tenor. Likewise, the organ was estab-
lished only over a period of time as the most
commonly used harmonic base for congrega-
tional singing,

The words of the Lutheran chorales were of-
ten Latin plainsong hymn texts translated into
the vernacular. The melodies were often bor-
rowed from secular song and therefore dis-
played great melodic and structural simplici-
ty; Luther’s own versions were often more ir-
regular than the polished versions that later
predominated.

The earliest large collection of such melodies
was the Geystliches Gesangk-Buchleyn (1524),
edited by Johann Walther with a preface by
Luther. From that time, the technique of cho-
rale writing expanded and many collections
were published. Luther’s own compositions
include “Ein’ feste Burg” (“A Mighty For-
tress”) and “Vom Himmel hoch” (“From
Heaven High”), of which he certainly wrote
the words and almost certainly wrote or
adapted the music.

Prominent in the development of the chorale
in the late 15th and the 16th century were Mi-
chael Weisse; Philipp Nicolai, composer of
the celebrated “Wachet auf!” (“Wake,
Awake™); and Melchior Vulpius. Active in the
17th century were Johann Hermann Schein
and Johann Criiger, Criiger edited the first
editions of Praxis Pietatis Melica, a collection
of tunes first published in 1644.

More complex chorales came from Johan
Eccard, Michael Praetorius, and Heinrich
Schiitz. Eccard’s chorale settings are virtually
brief motets; Praetorius was one of the first
systematic arrangers in polyphonic style of
tunes from earlier sources (Musae Sioniae,
1610); Schiitz’s contributions, many of which
foreshadowed the more sophisticated and lyri-
cal style adopted by the later Pietist compos-
ers, are collected in his Psalmen Davids
(1628). See hymn, the music of.

In the passions and cantatas composed by
J.S. Bach, the chorale appears as a richly har-
monized hymn tune in which the congregation
is expected to join with the choir. Bach’s cho-
rales are strictly choral arrangements of well-
known hymn tunes, adorned with elaborate
ha]rmony; he never composed an original cho-
rale,

chorale cantata, a cantata in which a cho-
rale text (and, as a rule, chorale melody) is
used for a movement other than the final one,
which is nearly always a harmonized chorale.
-variation forms in Baroque music 19:29b

chorale prelude, musical form most closely
associated with organ music, in which a cho-
rale, or German hymn melody, is made the
basis of a brief introductory ingtrumental
piece that decorates or varies the chorale. The
organist in Lutheran churches traditionally in-
troduced congregational hymns not by play-
ing an introductory phrase of the melody but
by extemporizing briefly on the tune (hence
the term prelude), and these extemporizations
became known as chorale preludes. The form
was invented well before I.S. Bach'’s time, and
since his death most organ composers have at-
tempted it. Even when the cantus firmus, or
basic melody, is not a German tune, the piece
is often still called a chorale prelude. In addi-
tion to Bach, the most eminent exponents of

887 chord

the chorale prelude form for organ included
the composers Dietrich Buxtehude, Johannes
Brahms, and Max Reger.

‘musical form types 12:727b

-organ musical composition history 13:680d

chorale variations, series of different har-
monic versions of a hymn originally designed
for congregational singing.
+strophic form in instrumental

music 12:727a
-variation forms in Baroque music 19:29b

choral lyric, poetry intended to be sung by a
chorus, particularly associated with the Greek
poet Pindar (5th century BC). See also ode;
Pindaric ode.

+Greek literary style and development 10:1091f
-Pindar’s style and surviving works 14:465¢

choral music 4:442, strictly defined, music
sung by a choir with several voices assigned to
each part. Much of the music sung by a choir
today, however, was originally intended for a
group of soloists, with one voice assigned to
each part.

The text article covers the emergence of a
choral tradition; sacred choral music—the
mass, motets, anthems, and oratorio; occa-
sional pieces for chorus; secular chorus
works; and madrigals with their related
forms,

REFERENCES in other text articles:
- African song formula and function 1:244e
-Brahms’s influence on Vienna 3:108b
-concerto evolution from polyphonic choral
music 4:1066b
-drama rebirth in Middle Ages 18:221g
-Franck’s 19th-century style 7:688g
-fugue for chorus and orchestra 7:769h
‘Middle Ages, Renaissance, and
Baroque 12:705e passim to 709e
*Monteverdi's madrigal style 12:403d
-opera’s ancient and medieval
precursors 13:579¢
-operatic influence in Classical era 12:712d
-original function and later
development 12:741b .
-Purcell verse anthem development 15:298b
-singing group’s reflection of inter-group
relations 16:791d
-sonata’s evolution 17:7a
-variation of melody in variation
sets 19:27h
+vocal range and combinations 13:645¢
RELATED ENTRIES in the Ready Reference and
Index: for
monophony: see antiphon; kanon; kontakion;
plainchant; psalmody; psalm tone; responsori-
al singing; responsory; sequence; troparion;
trope
polyphony: anthem; antiphonal singing; cantata;
chorale; chorus; national anthem: oratorio
monophony and polyphony: canonical hours;
church music; hymn; mass, music of the; Pas-
sion music; Te Deum Laudamus
performance mode and groups: choir; schola can-
torum ’

Chorasmia (region): see Khwarezm.

Chorasmian language: see Khwarezmian
language.

Chorcaigh (county, Ireland): see Cork.

chord, in music, the combination of several
tones sounded at once. In the analysis of har-
mony, chords may be consonant, implying
repose, or dissonant, demanding movement to
another chord. The triad, which underlies the
Western system of harmony, is a chord com-
posed of three tones that form two intervals
of a third and one of a fifth; for example, e-g
(a third) superimposed on c-¢ (another third)
becomes the triad c-e-g (which includes the
fifth c-g).

Superimposjng an additional third upon a
triad forms a seventh chord (for example,
c-e-g-b or c-e-g-bb; c-b and c-bb are sev-
enths); still another superimposed third forms




ricia cerifera (plant): see carnauba

picus, a crater on the surface of the
" that is the centre of an extensive system
O ht surface rays. The diameter of the
o is roughly 100 kilometres (60 miles),
u{t lies at about 10° north latitude, 20°
jongitude. '

; | anomaly 12:427a; illus. 422

jcus 5:145, in full NICOLAUS COPER-
. Feb. 19, 1473, Torun, Pol.—d. May
1543, Frauenburg, East Prussia, now
bork, Poland), astronomer famous as
ponent of the view of an Earth in daily
the Pro about its axis and in yearly motion
m a stationary Sun, a position that had
ound effects on the science and philoso-
'dof succeeding centuries. )
’%aract of text biography. Copernicus re-
etres (007 geived his university education at Cracow
. P 02 1491-94?) in Poland and at Bologna and
Fies, Pennel.. Badua in Ttaly (1457-1503). In 1303 he re-
i 5 turned Poland and took up residence in
d 3,3,,‘::;;% Do burg, where in 1497 he had been clect-
marine o- ed a canon of the cathedral, a post ensuring
o financial security. In 1497 he also
the first of his few recorded astronomi-
cal observations. Becoming increasingly dis-
sati with Earth-centred ideas of the uni-
he spent many years developing the the-
that Earth and the other planets revolved
t a point in space near the Sun. From
1510 to 1514 Copernicus circulated the Com-
mentariolus, & manuscript summary of his
 theory. Not until 1540 did he consent to the
lication of his complete work, On The
utions of the Celestial Spheres. A
finished copy is believed to have been brought
to him on the last day of his life.
ENCES in other text articles:
+Aristotelianism and science 1:1160c
.astronomy and religious cosmology 1:872h
.Bradley’s proof of orbital theory 3:101a
.history of calculatory device and table 11:650b
.Kant’s Copernican Revolution 10:392g
.planetary model development 11:757e
.Prolemaic system advanced 18:1013c
.gcience development in Renaissance 16:369¢
.scientific revolution in astronomy 14:386¢
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coperta, in ceramics, an Italian term for a
clear lead glaze sometimes applied over the
tin glaze of Italian maiolica at a second firing
to intensify the gloss and colour.

«Jtalian pottery decorative techniques 14:905g

Cophes River (Afghanistan-Pakistan): see
ul River.

Copiapd, capital of Atacama province,
northern Chile, lies 35 mi (56 km) inland from
the Pacific coast in the fertile Rio Copiap6
valley, an irrigated oasis (usually regarded as
the southern limit of the Atacama Desert)
that has been farmed at least since the Inca
iod prior to Spanish settlement in 1540,
community was elevated to villa (town)
status in 1744, when it became San Francisco
de la Selva de Copiapo6. The discovery of gold
and silver deposits in the 19th century resulted
in Copiapd’s becoming a significant mining
and political centre, its position being exem-
ged by the construction (1850-51) of the
dera and Copiap0 railway, one of the first
in South America. After a period of decline
from 1875 to 1925, the town’s economy was
revived by the development of copper mines,
and a smelter was completed (1950) at nearby
Paipote. The railway and all-weather roads
connect Copiap6 to the port and resort of
Caldera, 50 mi (80 km) northwest, to San-
, and to the adjacent provinces. A road
crosses the Andes into Argentina. Pop.
1970) 39,942,
27°22' S, 70°20' W
‘map, Chile 4:248

d)piaux, Les, French theatre group found-
ed in 1924 by Jacques Copeau. It was suc-
ceeded in 1930 by the Compagnie des Quinze
under the direction of Michel Saint-Denis
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and continued until 1936, when it was dis-
banded.
-productions, techniques, and

ownership 18:231a

coping, the covering course of a wall or para-
pet, usually slanted, to protect it from the
weather and to give it a finish. Although stone
is the material most commonly used, brick,
lead, or composition are also used; in the
north of England the top of a wall is often
pantiled, and in Shakespeare’s time walls were
surmounted with thatch.

-Maurya period stipa construction 17:173f

Copland, Aaron 5:147 (b. Nov. 14, 1900,
Brooklyn, N.Y.), composer who achieved a
distinctive musical characterization of Ameri-
can themes in an expressive modern style.
Abstract of text biography. Copland exhib-
ited an early interest in music and in 1921-24
went to France for study. Returning to the
U.S., he began his career as a composer with
the performance of his Symphony for Organ
and Orchestra in 1924, During the late 1920s
and 1930s, Copland worked with jazz
rhythms and was influenced by Stravinsky,
producing Piano Variations (1930) and Short
Symphony (1933). He turned in the 1940s to
the use of American folk material, producing
three ballets (Billy the Kid, 1938; Rodeo,
1942; Appalachian Spring, 1944), orchestral
pieces, and film scores. Also typical of this
period is Lincoln Portrait (1942) on a text
from Lincoln’s addresses. Important works of
the postwar years include an opera, The Ten-
der Land (1954), Twelve Poems of Emily Dic-
kinson (1950), and Nonet (1960).
REFERENCES in other text articles:
-chamber music for various instruments 4:28f
-harmony obscured by chromaticism 8:651f
-music for films 12:667g

Copland, Henry, 18th-century English
draftsman and engraver employed by Thomas
Chippendale (g.v.) in the design of furniture.
His New Book of Ornaments (1746) is a pat-
tern book for Rococo ornamentation.
-Chippendale pattern book designs 7:801h

Copland, Robert (fl. 1508-47), English au-
thor and printer, whose Introductory to Write
and to Pronounce Frenche, Compyled by Alex-
ander Barcley (1521) contains an appendix on
contemporary continental dance.
-contribution to Western dance history 5:460e

coplas, Spanish for coupLETs, term referring
in varying contexts to the strophe (stanza) of a
Spanish song. Normally it means a simple,
lyric folk song of one stanza. As such it exhib-
its features characteristic of Spanish folk mu-
sic: preference for triple metre (3 or § time),
recitative singing with elaborate ornamenta-
tion of the melodic line, and sweet, consonant
harmony resulting from singing the melody in
thirds (such as C-E) and sixths (such as C-A).
Coplas are also improvised between compet-
ing partners in various Spanish-speaking
countries.

The seguidilla (g.v.), a Spanish folk dance, is
danced with verses called coplas, which are
sung to instrumental accompaniment. Each
verse is followed by an estribillo, or refrain.
Similarly, copla and estribillo are the strophe
and refrain of two historically important
forms of secular art song, the cantiga of the
13th century and the villancico (g.v.) of the
15th century through the 17th.

Copley, John Singleton (b. July 3, 1738,
probably in Boston—d. Sept. 9, 1815, Lon-
don), painter of portraits and historical sub-
jects, generally acclaimed as the finest artist of
colonial America. He developed within a
flourishing school of colonial portraiture, and
it was as a portraitist that he reached the high
point of his art. His Boston portraits reflect
his intimate knowledge of his New England
subjects and milieu and convey a powerful
sense of physical entity and directness—real
people seen as they are. His brushwork is as-

133  copolymer

“The Copley Family,” oil on canvas by John Singleton
Copley, 1776-77; in the National Gallery of Art,
Washington, D.C.

By courtesy of the National Gallery of Art, Washington, D.C. Andrew Melion
Fund

sured, his forms are solid, and his colours are
bold and scintillating,

From his stepfather, the limner and engraver
Peter Pelham, Copley probably gained some
familiarity with graphic art as well as an early
sense of vocation. To the Rococo portrait
style derived from the English painter Joseph
Blackburn he brought his own powers of
imagination and a technical ability surpassing
anyone painting in America at the time, Cop-
ley, in his portraits, made eloquent use of a
Rococo device, the portrait dapparat—por-
traying the subject with the objects associated
with him in his daily life—that gave his work
a liveliness and acuity not usually associated
with 18th-century American painting.

Although he was steadily employed with
commissions from the Boston bourgeoisie,
Copley, aware of his superior talent, was ea-
ger to test himself against more exacting stan-
dards than those of provincial New En-
gland. In 1766, therefore, he exhibited “Boy
with a Squirrel” at the Society of Artists in
London. It was highly praised both by Sir
Joshua Reynolds and by Copley’s country-
man Benjamin West. They both urged him to
go to England, which he did in 1774. He was
elected to the Royal Academy in 1779.

Copley’s ambitions in Europe went beyond
portraiture; he was eager to make a success in
the more highly regarded sphere of historical
painting. His first important work, “Watson
and the Shark” (1778; National Gallery of
Art, Washington, D.C.), was commissioned
by Brook Watson, who, as a boy, had lost his
leg to a shark in Havana Harbour. In this
painting Copley used what was to become one
of the great themes of 19th-century Romantic
art, the struggle of man against nature. In his
historical paintings Copley achieved immedia-
cy by portraying his figures in modern dress—
an innovation of Benjamin West's.

Though he remained in England, Copley was
unable to duplicate his American success. Al-
though his paintings grew more academically
sophisticated and self-conscious, they lacked
the extraordinary vitality and penetrating
realism of his Boston portraits.

-Adams’ oil portrait illus. 1:80e
-Mansfield oil painting illus. 11:460
-Theodore Atkinson, Jr., portrait illus. 5:1030

Copodontiformes, order of extinct fishes of
the class Holocephali.
-era and classification 7:341f

copolymer, any of a diverse class of sub-
stances of high molecular weight prepared by
chemical combination, usually into long
chains, of molecules of two or more simple
compounds (the monomers forming the
polymer). The structural units derived from
the different monomers may be present in
regular alternation or in random order, or
strings of several units of one kind may alter-
nate with strings of another.
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Poland — Fiscal Balance
”o as a percent of GDP

Striking fiscal balance has been a key
1.0 S feature of Poland’s stabilization program.
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Poland — Current Account Balance

4 The response of Poland’s trade to the devaluation

of January, 1990 has been dramatic. This, combined with
Paris Club debt relief, has made a sizeable

S 7 current account surplus possible in 1990.
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1987

Poland's inflation rate has fallen dramatically as
a result of far—reaching austerity measures
taken in 1990. Recent trends indicate

inflation may be accelerating again.
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Poland — Exchan e Rate
Zloty per US%

(Thousands)
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The zloty has been Pegged to the doflar at 2 9 ,500/%

since danuary. 1990, serving as a nominal anchor

helping to bring infiation under control.
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