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A. INTRODUCTION

a) Preface
The Application for Membership

Poland presented its application foembership othe EuropeamJnion on 5 April1994, and the Caowil
of Ministers decided on 18 April 1995 to implemémé procedure laid down irticle O of the Treaty,
which provides for consultation of the Commission.

That is the framework iwhich the Commission submitthe presen©Opinion, responding tthe request of
the EuropearCouncil in Madrid in December 1995 fesent theDpinion assoon agpossibleafter the
conclusion othe Intergovernmental Confereneehich commenced iMarch 1996 and concluded in June
1997.

The Context of the Opinion

The Polish applicatiofor membership is being examinedtaé same time as applications from niogher
associated countries. Poland’s accession is to be seamtad anhistoric process, ivhich the countries
of Central and EastefBurope overcome thaivision of the continenwhich haslasted for more than 40
years, and join the area of peace, stability and prosperity created by the Union.

The European Council in Copenhagen in June 1993 concluded that:
“The associated countries in Central and Easkurope that salesireshall become members of the
Union. Accessionvill takeplace asoon as a country &ble to assumthe obligations of membership by

satisfying the economic and political conditions. Membership requires:

- that the candidate country has achieved stability of institutions guaranteeing democracy, the rule ¢
law, human rights and respect for and protection of minorities;

- theexistence of a functioning market economywedi asthe capacity to opewith competitive
pressure and market forces within the Union;

- theability to take on theobligations of membership, includiraglherence to thaims of political,
economic and monetary union.

The Union’s capacity to absorb new membeisile maintainingthe momentum ofEuropean integration,
is also an important consideration in the general interest of both the Union and the candidate countries”.

This declaration spelledut the political and economic criteriior examiningthe accession requests of the
associated countries of Central and Eastern Europe.



The EuropearCouncil in Madrid in December 1995 referred ttee need, in the context of the pre-
accession strategyto create theconditions for the gradual, harmonious integration of applicant
countries, particularly through:

- the development of the market economy,

- the adjustment of their administrative structure,

- the creation of a stable economic and monetary environment”.
In its Opinion,the Commission analysethe Polish application on its meritbut according to theame
criteria as theother applications, on which it is delivering Opinions the same time. This way of
proceeding respects tash, expressed bjhe EuropearCouncil in Madrid, to ensurthat theapplicant
countries are treated on an equal basis.
In addition to theindividual Opinionsthe Commission is presenting separatelytb@ Council, in the
framework of its communication “Agend900”, ageneral assessmenttbe accession requests, and its
recommendations concerning the strategystmcessful enlargement thie Union. At thesame time, it is
presenting an evaluation of the impact of enlargement on the Union’s policies.
The Contents of the Opinion

The structure of the Opinion takes account of the conclusions of the European Council in Copenhagen. It

- describeshe relations up to now between Poland and the Upianicularly inthe framework of
the association agreement;

- analyseghe situation in respect of thmolitical conditions mentioned bthe European Caclil
(democracy, rule of law, human rights, protection of minorities);

- assesses Poland’s situation and prospects in respectemfoin@mic conditions mentioned by the
European Council (market economy, capacity to cope with competitive pressure);

- addresses the question of Polarmiipacity toadopt theobligations of membershiphat is the
acquisof the Union as expressed ithe Treaty, the secondahggislation, andhe policies of the
Union;

- makedinally a general evaluation of Poland’s situation gmdspects in respect of tleenditions
for membership of the Union, and a recommendation concerning accession negotiations.



In assessing Poland iespect of the economic criteria and dapacity to assumée acquis the
Commission has included @ospective assessment; it lempted to evaluate the progredsch can
reasonably be expected tire part ofPoland in thecoming years, before accession, takiigount of the
fact that theacquisitself will continue to develop.For this purpose, and withoytrejudgingthe actual
date of accession, the Opinion is based on a medium-term time horizon of approximately five years.

During the preparation of th@pinion,the Commission hasbtained a wealth of information on Poland’s

situation fromthe Polish authorities, and has utilisetany other sources of infmation, including the
Member States and numerous international organisations.

(b) Relations Between the European Union and Poland

Historical and Geopolitical Context

Poland runs fronthe Baltic Sea to the Carpathian Mountains, with an area of 312 68Qrkaidng it the
ninth largest country in Europend a population of 38illion. It shares frontiers with seven countries:
Slovakia, Russia, Lithuania, Belarus, Ukraine, the Czech Republic and Germany.

Tradition dates the foundation of Poland to 98&nthe Prince oPolanie(the plain dwellers)converted

to Christianity. Inthe 15th century Polanidecame a royal republic with elected monarchs. During the
following centuries it developed its political and cultunaks with western Europe;but in the 17th and
18th centuries th&ingdom declined. From 1795 onwards Poland wasled betweerthe Russian,
Prussian and Austrian Empires.

After the First World War th&epublic of Polandvas founded as a parliamentary democracy 1989
Poland was again partitioned and annexedsbymany andhe Soviet Union. After the Secomdorld
War Poland agairecovered its independencés redrawn borderscluded previously Germaterritory.
Poland came undéhe SovietUnion’s sphere oinfluenceand control with 8ommunist constitution and
government. During th€ommunist regimgrotests at théss of political and economic freedonvere
violently suppressed, notably in 1956 and 1970.

Opposition to theegimegrew after the Gdansk strikes of 1979. A periogaitical upheaval led to
declaration of martial law on 13 Decemld&81. This remained irforce until Junel1983. Pressure for
economic and political change continubcbughout the 1980s. In September 198kdSnty became the
dominant force in government for the first time, unBeame Minister Mazowiecki; anthe following year
Lech Walesa was elected President. Free parliamentary elaggoabkeld in 1991 and993. In 1995
President Walesa was succeeded in office by President Kwasniewski.



Poland’s Position Concerning the European Union

Integration into Westermpolitical and securitystructureshas beerthe main goal of successiv®olish
governments sinc&989. Membellsp of the EUremains, as confirmed again thye government on 30
April 1996, a strategiobjective of Polish foreign policy. Poland made its applicdtorEU membership
on 5 April 1994.

Poland’'s commitment to integration was underlined in President Kwasniewadkiress at th€ollege of
Europe inNatolin on 6 November 1996: *“the transformation in Poléathched afterthe historic
breakthrough in 1989 consist®t only in reform of theeconomybut also inopening up to the world.
Openness is thhistorical tradition of Poland. Participation tine natural integrative processes of our
continent igpart of ourunderstanding of Polish sovereigntlyor us, the prospect of Europeategration

is a historic challenge. Ware thinking not only of the benefits we will gain from accession to the
European Union. We are also aware ofdhkgations incumbent upon us framar role in theunification

of the continent”.

Contractual Relations

Diplomatic relations betweethe EU and Poland wefest established in Septemb&888. A Trade and
Cooperation Agreement waggned in Septembdr989. This was a non-preferential agreement providing
for reciprocal Most FavouredNation treatmentwhich foresaw the graduadbolition by 1994 of
guantitative restrictions applied by the Community on imports originating in Poland.

An Association Agreement, to be known as a Eudgeement, between the Europg&aommunities and
Poland was signed on 16 December 1991eantdred into force on 1 Februak994. Its tradgrovisions
had alreadyentered into force on 1 March 1992 under an Interim Agreem&his providedfor the
consolidation of earlietradeconcessions asell asthe gradual andsymmetrical establishment of a free
trade area over ten years.

The EuropeAgreement is now thiegal basis of Poland’s relations witie European Unionlts aim is to
provide a framework fompolitical dialogue,promote theexpansion oftrade and economic relations
between the parties, providebasisfor Community technical anfinancial assistance and an appropriate
framework tosupportPoland’s gradual integration into the Union. Thstitutional framework of the
Agreement provides a mechanism for implementation, management and monitoring of all areas of relation
Subcommittees examine questions at a technical I&Ved. Association Committee, at senadficial level,
provides fordiscussion of issues and oftinds solutions to problems arisingnder the Agreement. The
Association Council, at Ministerial level, examin#®e overall status ofrelations and provides the
opportunity to review Poland’s progress in preparing for accession.



To improve implementation dche EuropeAgreement and the development of pre-accessasicy, the
government reorganised its structures in October 1996. Mhnisterial Committee ofEuropean
Integration, chaired bghe Prime Minister, has policgoordination and steering functions and decision-
makingpowers on integratiorssues. Th®ffice of the Committee for European Integration now screens
all legislative proposals for compatibility with EU legislation.

In early 1997, Polandpublished a Nationalntegration Strategy settingut a plan for preparing for
accession to theU. The document emphiassthe importance of aumber of key pre-accessipolicies
and identifies, in particular, sonfiwe sectors inwhich Polandconsideredhat it would need tdenefit
from transitional periods before full application of Heuis

The Pre-accession Strategy

Implementation of the Europe Agreement and the White Paper

The institutional framework afhe EuropeAgreement idully operational. The Association Council has
met four times. There have also been regumleetings ofthe Association Committee andnamber of
sectoral subcommittees and workiggpups. AParliamentary Committee has met seven timebnko
members othe European anBolish parliaments. Establishment of a Joint Committee dealingssiibs
relating to the Economic and Social Committee’s responsibilities is being actively considered.

Activity under the Europégreement is intense iall areas of cooperation due to thelume oftrade

flows and the increasing familiarisation of ministries with trade, economic and approximation requirements
Pendingadoption of an additiond@rotocol (which has been initialledgutonomous measures haween
adopted foragricultural products,textiles and fisheries inrder to adapt the Europgreement to the
enlargement othe Union as well as tdhe conclusions othe Uruguay Round.Implementing rules on
undertakings andtateaid have beemprepared. A newProtocol onrules of origin will allowfor pan-
European cumulation of rules of origin.

There have been sumber of implementation difficulties ithe trade fieldnotably regardinghe Polish
import surcharge, certification, steel industry restructummgtor vehiclesectormeasures, measures in the
oil sectorandexport restrictions omides and skins. Despite theensitivity and complexity, solutions
have been found arepending to these problems. tlme case ohides and skinghe dispute settlement
mechanism was initiated but a solution was found before arbitration was formally started.

The Commission’s Whitd>aper of 1995 on the Internal Marlsettout the legislation whichthe candidate
countries would need to transpose amglement inorder to apply the acquis communautaireand
identified elements essential to the implementation of the single market (kn&tagasimeasuresyvhich
would need priority attention. Poland has attached importandbisavork. Each Ministry has been
required to establish an Elitegration Unit; 29 workinggroups have been set up to work on pre-
accession implementation; and Poland published in 1996 a series oftietjak outlining itpath to
approximation.



Annual programmes of approximation have been prepared since 1994, and a first schedule of White-Pap
related actions was presented to @@mmission in1996. Progreskas been achieved the areas of
agriculture, transport, banking, securities, indirect taxation and excise.

The EuropeAgreement is being implementéat the most paraccording to the procedures atirdetable
setout init. Poland shows a realistic, open and construetitizide tosolving problems which arise, and
an awareness of the dangers of protectionism and of the importarteekinfig difficulties through
negotiation.

Structured Dialogue

Poland has participated the Structuredialogue, seeing it as a priority in its foreign policy. Poland has
submitted background documents fanwanmber ofStructuredDialogue meetings, and has made proposals
to improvethe dialogue and to ensucentinuity through a sharper focus on accession-related agenda
items. Inthe context of the structuradialogue Poland has playeds@nificantrole in work to recreate
stability in former Yugoslavia.

Phare

Poland’s allocation for 1996 was ECU 2@lion, and for 1990-9@verall nearlyECU 1.4billion. The

main sectors are: agriculture, restructuring gmiyatisation, financeand banking, infrastructurspcial

programmes and environmerfeor cross-bordeprogrammes PHARE has committetb#al of ECU 165
million to support projects in transpoenvironment, utilities and economic developmeriiarder regions
with Germany, Denmark, Sweden and Finland.

Initially, PHARE had implementatiodifficulties in Poland, because of organisational problems in the
responsible ministrieand a lack otdelivery mechanismsBut implementation improved considerably in
1995 and 1996, with an overall contracting rate of 75% achieved by April 1997.

Participation in Community Programmes

An additional Protocol to the Europe\greement allowsfor Poland’s participation inCommunity
programmes. It is envisagéaat Poland will participate in Leonardo, Socrates afdith for Europe as
from 1997.

Trade Relations

Poland is the seventihade partner of th&nion. Since 1989 El@xports to Polandave increased by
more than 300%, and amounted to ECUbillton in 1995. EU imports from Polandcreased by more
than 200% ovethis period, and amounted ECU 12.2billion in 1995. The EU had &adesurplus of
ECU 2.8billion in 1995. Machinery and electricgjoods were the most important EU expoptaviding
27% of the total.Poland’s most substantiekport to the EU wabase metals, whicrepresented 17% of
the total. Poland’s trade deficit with the EU reflects its re-equipment needs.

10



In 1995 70% oPolishexports went to the EU arGb% ofits imports came frorthe EU. After aninitial

period of declinePolishtradewith its central European neighbours has recovered and represented more
than 17% of exportand15% of imports in 1995. Tradsith Russia representatarly 6% ofexports

and almost 7% of imports in 1995; there have beditationsthat Polandmay consider establishing a

free trade arrangement with Russia, once Russia has joined the WTO.

General Evaluation

Since 1989 Poland has activgdyrsued goolicy of strengthenindinks with the EuropearJnion in all
fields. The EuropeAgreement has beeeffectively implemented irmost sectors. Polanbas put
significanteffort into approximation of its legislation. The number of bilateedeproblems has tended
to overshadow thgeneral perception dhe bilateral relationship.But most of thes@roblems have been
resolved.

B. CRITERIA FOR MEMBERSHIP

1. Political Criteria

The EuropearCouncil in Copenhagen decided on a number of “political” conditionsccession to be
met by the candidate countries in Central and Eadtemope.These countries must hawaehieved
“stability of institutions guaranteeing democracy, the rule of lawyman rights andespect for and
protection of minorities”.

In carrying out the assessment required this connectionthe EuropeanCommission hagirawn on
numerous sources of information: answers givethbyPolish authorities tthe questionnaire sent tkem

by the Commission services in April996, bilateral follow-up meetingsteports fromMember States’
embassies anthe Commission’s delegation, assessments by international organisations (including the
Council of Europe and the OSCE), reports produced by non-governmental organisations, etc.

The following assessment involves a systematic examinatioth®@fmain ways in whichthe public
authorities are organised aoperateand the stepthey have taken tprotectfundamental rights. Ildoes
not confine itself to a formal descriptidsut seeks to assess the extenvhich democracy anthe rule of
law actually operate.

This assessment relates to the situation in June 1997. It does not examine in detail anyvtidnpase
taken placesincethe fall of the Communist regime or whicinay come about in the future, though it
generally takes account ofny statedintention to reform a particulasector. Thesituation of the
government is mentioned here only in passing: it will be examined in greater depth in Chapter 4.
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1.1Democracy and the rule of Law

The 1952 Constitution was amended and revise@dtober 1992 tcenable Poland’s transition to a
parliamentary democracy. A new Constitution \vadepted byreferendum in Mayl997. Theanalysis of
institutional practice below, however, refers to dpplication ofthe former Constitution as the new one is
yet to enter into forcelhis does not detract from tHellowing evaluation ashe changeadopted in May
1997 have no far-reaching effect the previousnstitutional balance. Thus far Poland’s institutions have
worked smoothly, the various authoritieeing mindful ofthe limits of their powers and of the need for
cooperation.

Parliament and Leqislative Powers: Structure

Parliament consists dfwo chambers -the Sejm, whose460 membersare elected by proportional
representation at nationkdvel or withinregional constituencies (requiringnainimum 5% ofvotes to
obtain seats), and the Senate, whose m@bersare elected by thsimple-majority system within
“voivodships”. In order to guarantee representation finorities inthe Sejm, there is aprovision
exempting their lists frorthe 5%minimumrule by virtue ofwhich four deputies representing terman
minority have sat in Parliament since 1993.

Under Article 98 ofthe new Constitution, thewvo chamberamay bedissolved by awo-thirds majority
vote in theSejm. The President dhe Republic also hathe power todissolve Parliament if ifails to
approve the formation of a new government cadopt the budgetithin the prescribedme limit of four
months.

Members of Parliament enjoy a traditional arrayimimunities whichcanonly be lifted by atwo-thirds
majority. Although its role and involvement in the workings of the institutions is recognised, the opposition
has on occasion complained of liteited means oficcess to thenedia. The chambergowersinclude
setting up parliamentargommissions of inquiry on whiclthe different groups are represented in
proportion to their level of representation in the chamber concerned.

The multiparty system isvidely ensured in Poland with almost 4@litical groupingsregistered.
Approximately 150 partiesput up candidates in the lagfeneral elections i1993. Partymembership is
unrestricted other than fdngh-ranking officials.The only funding received bparties fromthe national
budget is to finance election campaigns.

Legislative power is vested in th€arliament withthe Sejmhaving the final say over the Senate on
legislative andbudgetary matters. Botbhambers possedbe power ofinitiative which is likewise
conferred on the President, the government ameinanum of 100 000citizens. Regulatorypower is
exercised solely for the purposesapplying the law or in matterswhich the law delegates tat. The
President possesses a right of veto over laws voted by Parliament although the latter may override this b
majority of two-thirds. Under the new Constitution of 1997, the majority was raised to three-fifths.
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Referendumsnay beorganised at thaitiative of the Sejm or of the Presidefailowing approval by the
Senate.They may relate to matters of particular importance to State (Article 125(1) of the new
Constitution), notably the ratification of an international agreement or budgetary legislation.

Functioning of Parliament

The general elections of 1991 and 1993 dredPresidential election of 19960k place in free andair
conditions. They resulted in a handoverpofver inParliament in 1993 (se®nnexfor the results of the
last general elections) and a new Presidentd85. On both occasions the handover \wakieved
smoothly.

Parliament functions satisfactoriljts powers are respecteohd the oppositioplays a full part in its
activities.

The Executive: Structure

The President of thRepublic is electetor a five-yearterm by directuniversal suffrage othe basis of a
simple-majority two-ballot system. The Presideptays animportant part in the functioning of the
institutions and in Polish politics.

The President designates tReime Minister,who forms the Governmentlts membersare likewise
appointed by the President. It wpseviously the Prime Minister’'s responsibility to obtaithe prior
approval of the President to the appointment of the Ministers for Fokéfgrs, Defence anthe Interior,

but this obligation was removed by the 1997 Constitution. The Government and Ministers, in their capacit
as individuals, are accountable to the Sejm.

Poland has recentlgdopted dlustration” Act applicable to alexecutive authorities. Under this, senior
politicians and governmeufficials must in future swear apath to theeffectthatthey didnot work for

the securityservices between 1944 at@90.This would be dne under the auspices okpecialcourt
answerable teéhe Supreme&ourtwhich would check the accuracy of their statemersisig, notably, the
security services’ own archives. An admission of workingHersecurityservices wouldahot automatically

bar a person from consideration for a post. In contrast, a false declaration would result in that person bei
barred from the duties specified in the Act for a period of ten years.

Government at regiondvel isorganised on thbeasis o0f(49) voivodships, in whictthe voivod orlocal
governor represents central government.

There ardgwo tiers of local authoritiesnunicipalities(2468), inwhich the councilsare elected by direct
universal suffrage everfour years and regionassemblies athe level of the voivodships(49) whose
membersare elected by theaunicipalcouncils. The regionassemblies have limited meaasd no budget
of their own. Themunicipalities have extensivpowers but are hamstrung by virtue fiiancial
dependency in that 85% of their financial resources come from the State budget.

Poland has possessedCail Service Actsince July1996. Article 51 of the new 1997 Constitution
recognises citizens’ right of access to administrative documents concerning them.
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The army, police andecretservicesare undercivilian control. Thecivilian authorities have experienced
occasional difficulties irconnection with the armed forces. Tpelice still lackadequate resources to
combat effectively the rise in crime and, in particular, organised crime.

Functioning of the Executive

The central institutions of the State function smoothly.

Local authority autonomy continues to meet with obstacles on numerous fronts and must be furthe
developed, in particular as far as resources are concerned. The prometalpoarintermediate tier of
decentralised administration betwettre municipalitiesand thevoivodships (“powiats”) has been the
subject of fierce debates in Poland for several years.

Despite the adoption iduly 1996 of a CivilServiceAct, Poland continues texperience difficulties with
the introduction of a caresystem. The use @ontract workers recruited fqolitical reasons istill rife
and is a bar teestablishing adegree of continuity irthe operation of th@dministration. Corruption
remains asource of concern despite the Government’s efforts to cunbtaplythrough the adoption in
1995 of detailed legislation on public procurement.

Thanks largely tahe vigilance of Parliamenthe secreservices have gradually bebrought under the
control of the civilian authorities.

The Judiciary: Structure

The independence tie Polish judiciary vis-a-vi®therinstitutions appears secured. Judges are appointed
by the President of the Republic on motionshef NationalCouncilfor theJudiciary, a collegiate body set

up in 1989 whose 2#nembers consistainly of judges appointed by thgrisdictions to which they
belong. The President has the powebltck an appointmergut forward by theCouncil (he hasot done

so thus far) bumaynot appoint a judge whbasnot been put forward by tHéouncil. Promotiongollow

the same procedure and the National Council has sole responsibility in the matter of transfers. The Nation
Council for the Judiciary also appoints Justices of the Supreme Court.

A Tribunal of State,whosemembersare elected by th8ejm, adjudicates iariminal proceedings against
persons holding “supreme offices” within the State apparatus.

The Office of Public Prosecution comes under the authority of the Minister for Justice who halffice¢he
of “Prosecutor General” and appoints prosecutors.

Administrative measures are subject to a “CodadrhinistrativeProcedure” ananay be apealed against
in the administrative HighCourt whose decisions can lm®ntested in th@administrative chamber of the
SupremeCourt. In recentyearsthe SupremeCourt has developed a body of case-lahich closely
safeguards citizens’ rights. The Supreme Chamber of Control is respdosibiancialand administrative
monitoring of all government bodiestherbodies financed frorthe State budgetnd local authorities. All
cases inwhich its intervention is justifiednay bereferred to it by the President, the Sejm or Fhniene
Minister or it may act on its own initiative.

Poland has an Ombudsmappointed by th&ejm, withthe consent of the Senate, for a four-year term of
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office. Histask is toexamine complaintsubmitted tohim by private citizensvhich he mayrefer to the
Constitutional Tribunal.

The Constitutional Tribunal is responsilite ensuringthatlaws andotherlegislativeacts conform to the
Constitution. Itmay also issudegally bindinginterpretations of the laws$ts membersare elected by the
Sejm for a nine-year, non-renewable term of office.

Functioning of the Judiciary

The main problems affectintpe Polish justice systemappear to be théme taken to process cases, in
particular in the fields of civil or commercial law, and thiéiculty enforcing decisionsaken by the courts.
Therelativelylow level ofjudges’ salaries is reflected the numberswho leave to jointhe privatesector,
which serves only to diminish further the effectiveness of the judiciary.

Until the entry into force of the new Constitution of 1997, the prerogatives of the Constitdtidoail
appearedimited to saythe least irthatreference to it by citizens dhe courts wasot possible and its
decisions orthe law could beoverturned if two-thirds of thenembers othe Sejm so decided. The new
Constitution doesway with thesdimits (although theprovision putting an end tthe Sejm’s power to
overturn its decisions does not enter into force for another two years).

1.2 Human Rights and the Protection of Minorities

Poland has introduced various internal rules designed to emspect fohuman rights and minorities’
rights. Such respechay also be guaranteed by thpplication of certain international conventions, in the
forefront ofwhich isthe European Convention for the ProtectiorHaman Rights and its &an additional
protocols. Under Article F of the Treaty on European Union, observaraeran rights formpart of the
“acquis: any State wishing to join the European Union must first have ratified the said texts.

In January 1993 Poland, which has been a member of the Council of Europe since Novembatifie€dd1,
the European Convention for the ProtectiorHoiman Rights. Most afhe additionalprotocols (with the
exception of Protocols No 6,ahd11) wereratified betweerMay 1993 andOctober 1994. Polanalso
permitsindividuals totaketheir case to the Europe&@ourt if they considethat their rights undethis
Convention have been violated.

Poland has ratifiethe convention on the preventiontofture, butonly signedthe framework convention
on minorities andhe Europearsocial Charteionly the parts of ittcompatible with Polish law). It has
ratified the main human rights conventions concluded in the framework of the United Nations.

Under Article 91 ofthe new Constitution a treatiat has been properly ratified is directly applicable in
domestic legislation and takes precedence over a law to the contrary.
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Civil and Political Rights

Access to theourts islargelyunrestricted in Poland. Under legal aid system individualsre guaranteed
the services of a lawyer duringourt proceedings. However, appeals atié not allowed inthe case of
disciplinary measures against members of the armed forces, civil servants and medical staff.

Capital punishment is in the process of being repealed. The new Penal Code adopted by the Sejm on its |
reading on 6 June 1997 abolished the death penalty in Poland.

The rightnot to bearbitrarily arrested appears secure as the period of custdidyited to 48hours and,
under the reform of August 1996ay not be extended without thetervention of a judge. However,
detainees dmot have theight to theservices of a lawyer untthe public prosecutorthas specified the
charges against them. The maximum period of remand is two years.

All citizens of 18 years or more have the right to vote.

Freedom of association is guaranteed in Poland. Associatiapde freelyestablished anthe Supreme
Court noted in 1993 that the requirement for them to be registered with courts did not confer the power ¢
the latter to judge thapplications submitted to them. There igesly dynamicthird sector (some 17 000
NGOs currently exist), despite tfieancial difficultiesthat associations arexperiencing, witithe result

that they become dependent to a certain extenthensubsidies they receive from public bodies or
international organisations. Politx law does noexpressly recognisiae concept of a non-profimaking
organisation and associations are allowed limited tax exemptions.

Freedom of assembly is guaranteed.

Freedom of expression is secure despite certain outstanding problems. Firstly, joamesigtsubject to
Article 270 of thePenalCodewhich penalises slander and abusé¢hef Stateauthorities with sentences of
up to eight years imprisonme@imilarly, the protection ojournalists’sources appears to lmadequately
assured as demonstrated by the numerous searches oairiegthe Public Prosecutor'SOffice of the
homes of journalists investigating “sensitivetters”. A further cause for concern is thecision of the
SupremeCourt in 1995which requires journalists to reveal thaources at the request otrdounal or
public prosecutor. However,legislative amendment guaranteeing professional sefwegyurnalists is in
the process of being adopted by the Sejm.

In thetelevisionsector,public channelgontinue toplay animportant role in Poland (2 nationghannels,
11 localstations) despite the rapgtowth of privatechannels (4 private channeis¢luding 2 at national
level, 4 channels otine cablenetwork and 10 osatellite) thanksargely tothe financialresources at their
disposal. Although theublic authorities retain a considerable degreentiienceover thesechannels,
freedom of expression is broadly speaking guaranteed.

The right of ownership is nowadays assured in Poland and expropriation is atiolyed the public
interest and subject to prior and fair compensation. The question of compensation for persons disposses:
by the Nazis or Communists has yet to be settled.
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The Government did, howevexdopt an act ifrebruary 1997 allowinthe return to Jews of the property
of the Jewish community seized kifte Nazis, although nsimilar provision exists foithe property of
privateindividuals. A number of problems relating to administrative organisation have p@vanted the
introduction of a land register containing up-to-date and coherent information.

Certaindifficulties persist with regard to respect fprivacy andthe right toinviolability of the home.
Although searches shoulibt normally beconducted without a warrant to theffect, thepolice still
occasionally dispense withatformality ongrounds of urgency. Telephone-tapping camituered by the

Office of PublicProsecution or the Interior amdiministration Ministerwithout judicial control although

the code otriminal procedure requires a pridecision by acourt before surveillance of thigpe can be
carried out. Similarly, the Tax Control Act adopted in November 1996 allows the tax authorities to reques
information from banks about their clients’ accounts without any prior legal procedure.

The situation with regard to asylum seekers is satisfactory - Poland ratified the 1951 Geneva Convention
1992 and has introducebe nationalproceduresiecessary for itsmplementation. The main problem in

this connection ishe time taken inexamining applicationfor refugee statugvhich is twelve months on
average despite the fact that Polish law lays down a maximum of two months.

No cases of inhuman and degrading treatment appear to have been recorded in Poland.

Economic, Social and Cultural Rights

The right to a minimum means of subsistence is enshrined in the Constitution.

The right to health isffirmed bythe new Constitution of 199Which also establishehe principle of
protection for the handicapped and destitute families.

Trade union freedom is guaranteed in Poland with one exceypiiich concerngublic service managerial
staff who do not have the right to form a union. 318 trade unions are registered in Poland today.

The right to strike is recognised by tlagv of 1991except for what are known as ttessential services”.
On the whole the 1990s have seesigmificant fall inthe number of strikes compared tbe preceding
period.

Free access to education and freedomebgion are also guaranteed. On the latter front, Rlodish
authorities arestriving increasingly to combatcidences of anti-Semitism such @scurredseveral times
during the electiomampaigns when so-called foreigre. of actual or supposel@wish origin) candidates
were discredited. The Polish authorities have shown proof of their determination to deal with this by takin
legal action against thosmaking anti-Semitistatements. The new 1997 Constitutadfirms freedom of
conscience and the principle of the neutrality of the Polish State vis-a-vis the various religions.
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Minority Rights and the Protection of Minorities

Minorities account for a tiny fraction of Poland’s population (apprbx8%) and consisprincipally of
Germans(400 000), Ukrainians (300 000) andBelarusians(250 000). There are amstimated 40 000
Roma (gypsies).

Article 35 ofthe Constitution guarantees the rightnaihorities topreserve and develop their language,
cultural identity and traditions and to have thewn cultural, religious and educational institutions.
Minorities also benefit from special electoral rulasder which they are allowed to have their
representative candidates elected to the Sejm with fewer thaorthallyrequired number ofotes. Four
deputies representing the German minority benefited from this provision at the last elections in 1993.

Minorities do not experience any specific difficulties in Poland.

As far as education is concerned, Poland has tried to develop teacmmgonity languages impublic
educational establishments. However, progress in this direction has been blocked as a result of the short:
of financial resourceswvhich hasgrown worsesince 1996 wherthe municipalitiestook charge of the
running costs of schools.

The Roma(or gypsies),who arefew in number in Polandare sometimesthe victims of violence or
discrimination. They frequently live in situations of social hardship (unemployment, housing conditions,
level of education, health) as a result of a combination of sociolodgzabrs and afailure by the
authorities to take sufficient account of the special nature of their situation.

1.3 General Evaluation

Poland’s political institutions function properly and in conditions of stability. Thepect thdimits on

their competences amwoperatavith eachother. Legislative elections in 1991 aid®93, andoresidential
elections inl995, were free aniir. In 1993 andl995,when they led to alternation pbwer,this was
properly achieved. The Oppositigays a normapart in the operation of thimstitutions. Efforts to
improvethe operation of th@udicial systemand tointensify the fight againstcorruption will need to be
sustained.

There are nonajor problem®ver respect fofundamental rights.There are, however, certdimitations
to the freedom of the press. Particular attention will be needed to howlawmémiting access tgublic
service for certain categories of persondmglemented. Poland needs to complptecedures for
compensating those whose property was seized by the Nazis or Communists.

Poland presents the characteristics of a democracy, with stable institutions guaranteeing thewule of
human rights and respect for and protection of minorities.
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2. Economic Criteria

In examiningthe economic situation angrospects thereof, th€Eommission’s approach is guided in
particular by theconclusions ofthe EuropearCouncil in Copernagen in Jund 993, which stated that
membership othe Union requires “the existence offanctioning market economy, agell asthe capacity
to cope with competitive pressure and market forces within the Union”.

This part of theOpinion thereforegives a concise survey ¢iie economic situation and background,
followed by a review of Poland’grogress irkey areas of economic transformati@iberalisation of the

price andtradesystem, stabilisation dhe economy, structural change, reform of fihancial sector) as

well as its economic and social development. It concludes with a general evaluation of Poland in relation t
the criteria mentioned by the European Council and a review of prospects and priorities for further reform

2.1 The Economic Situation

Background

Poland, with a population &8.6 million, has agross domestiproduct (GDP) of about ECU 20iillion
(expressed in purchasimmpwer parity); thesize of its population is close thl% of that of theJnion,
while the size of its economy isnly 3% of tat of theUnion. GDPper head is about 31% of the EU
average, in purchasing power terms. The monthly wage is approximately ECU 250.

Poland joinedthe OECD in 1996, as the third central European country Eiftegary and theCzech
Republic. In 1995 Poland became a membethef WTO, having aceded to GATTalready in 1967.
Poland was a founder member of CEFTA.

Progress inEeconomic Transformation

When Polandtartedwith its “shock therapy” in Januay©90, it hadived through a decade ohounting
political and economic problems, in whichfailed toredress ongoing and past mismanagement. In 1980,
food priceincreases led to a series of strikes, inspirethbySolidarity movement. Poland defaulted on its
international debt obligations. Tinalitary authorities attempted wain torestoresome form of economic
order and, by the end of the 1980s, Badish economy waslearly headindor collapseUnable to service

one of thehighest foreign debts ithe world for over a decade, it coutdt borrow abroadiny more.
Economic sanctions were imposed thg West,demandingthat martial law andthe ban on Solidarity
should be lifted. Thestate-controlled part of theconomy stagnatedompletely andacute shortages
occurred, even of basic commodities. By the end of the decade, the country was heading for hyperinflatio
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Although theoriginal plan with which Polandtartedits transition (the'‘Balcerowicz plan”) was drastic
and quite comprehensive, its implementation miid suffer major reversals despite several changes of
government. With hindsight, and in comparison to what happeneithéntransition economies, Poland
suffered aratherlimited drop in outputand was thdirst to experience recovery. The Polish economy
started to grow in 1992, returnedits pre-transitioroutputlevel in 1995and isstill growing strongly. In
November 1996 Poland became a membéh@fOECD. Fragmentddnd ownership is a problefar the
restructuring of agriculturéBut some improvements have been madth@&legal framework to facilitate
farmlandtransactions and attempts have besde to overcome some tbfe practical consequences of
land fragmentation, for instance by allowing for informal renting and leasing arrangements.

One advantage of the Polish economy was that, even under Communisnpasbofeheeconomy was in
private handsespecially inagriculture. On thdrink of change, in989, roughly one third of the labour
force wasemployed inthe privatesector, producing one quarter of GDFhis is one explanation why
privatesectoractivity expanded so rapidbfter thefall of Communism.The number of private enterprises
has increased quite substantially. This has happ@weti more through théirth of new enterprises than
through theformal privatisation oftate asset€lose t065% of the labour force is noemployed in the
private sector(which now represents 60% of GDRhostly insmall firms.More than 95% of therivate
enterprises consists 6fms with 5 employees or less. Thetal number of private enterprises is already
threetimes as large athe number ofstate enterprisegind thegrowth of the privatesector is largely
responsible for the boost to exports and investment.

Foreign Direct Investment

In spite of theinternational appreciation fahe Polishshock therapy approach, &gn directinvestment
(FDI) wasoff to a slowstartduring theinitial stages of transition. FDhflows have begun to pick up
considerably sinc&994. In 1996, théenflow was about 1.8% of GDP. ThmmulativeFDI inflow since
1989 reached kevel of ECU 4.0billion (source: EBRD)which corresponds taelightly more than ECU
100 perinhabitant(the Polish Government Agendpr Foreign Investment (PAIZ) perts that the FDI
inflow in 1996 alone haseached more than ECU 4lilion. The PAIZ estimateshat thecumulative
inflow of FDI since 1990 has beaout ECU 11 Hilon). Apart from the potential of domestitemand -
Poland is the largesiational market irthe region in terms of population - tpeoximity of the German
market is a major argument for foreign direct investment.

Economic Structure

In the periodsince 1989, the share of agriculture Rolish GDP decreased substaily. The share of
agriculture in total grossvalue added is nowdss than8%. Neverthelessthe much higher share in
employmentsuggests that the restructuring of #igriculturalsectorhas onlyjust got under way. The
necessary adjustment hamportant consequences for theconomy as a whole. During transition,
agricultural employment performs a buffer functidimday, more than #illion workers - one quarter of
the labour force still depend in ongvay oranother onincome from farmingfFor some of them this is not
the only source ofincome. A major element of governmesupport to theural population consists of
social security allowances provided by the KRUS fund. In a situation of persistggitlynemplognent, in
which the main impetus to economigrowth comes from productivity improvements, it déficult for
agricultural workers to find a job elsewhere in rural areas.
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The disparity betweetine contribution of the agriculturakctor to GDRand its share itotal employment
indicatesthatagricultural labour productivity is mudbwer than labour productivity for theconomy as a
whole. Agricultural production is generally orsmallscale and lacks technology. The ardaie perfarm
is 6.7 hectares, buhis average obscuréke dichotomy between a stable numbersafall farmsand a
growing number of units over 15 hectaredotmerly state-ownedarmsareincluded,50% ofagricultural
land is cultivated byhe larger farmsTheyare locatednostly innorthern Poland, where the averdgen
size exceeds 1bectares. In the south-eastern parPofand, the average farsize is4.5 hectares. The
immedate prospects for farm restructuring ag good.Whereas the@umber of people employesblely
in agriculture has increased in recent yeamny; 15 t020% offarmsgeneratesufficient financial resources
of their own to invest in farm enlargement.

The prices of most agriculturpfoducts inPoland aresignificantly belowthose in the EUThe price-cost
squeeze caused a fall in production in the early years of transition, when subditkeagoculturakector

were largely taken away. In 1993, Polandiverall trade surplus on agriculturgbroducts turned into a
deficit, in spite ofthe considerable surplus which remainedtba trade baince with easterBurope. The
mainreason for the persistence of th@dedeficit in agriculturalproductswith the West is thelifference

in the quality of the goods. Iiproving thequality and realisinghe potentialgains in productivity would
require important investments in infrastructure and a radical modernisation of farming.

The Agricultural Market Agency (ARR) was set up by th&olish government in 1990 tstabilise
agricultural andood markets an@rotectfarmers’ incomes, mirrorinthe CAPto some extent. The share
of consumption expenditure on foochigh. The ARR applies a systemminimum prices for wheatmilk
and grains, bustateintervention hasot succeeded ifbringing price stability.The share of food and
agricultural products inconsumptionmay be decliningdue to theshift in the consumption patterns of
households when they move into higher incdonackets, but consumption shifting to higher-quality
import goods.

Industry , whichaccounts for over 30% afomesticoutputandabout 25% of totatmployment, is very
dynamicand has beethe driving force behindthe recovery. Thenanufacturingsectorexperiencedgtrong
productivity growth. Between 1994nd 1996 manufacturingoutput grew byalmost10% per year, while
employment remained roughlyonstant. InJanuary1997, the output of the foodrocessingindugry,
which constitutes one quarter of totaanufacturingoutput,was 25%higher tharthe monthly average of
1994. Most othemanufacturing industries shosmilar output growth.The manufacturing ofmotor
vehicles, by farthe fastest-growing industrynearly doubled. Several western arehst Asian car
manufacturers have openassemblyoperations in the country. The production of njognary prodicts,
on the othehand, has decreased. A particularly troutdedtor iscoal mining, where prices and wages
have increased faster than in the rest of the economy.
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Coalwill increasingly besubstituted by imports of natural gassatisfythe future needs of theconomy.
The Polishgas company has signed a 25-year deal with Russia’s Gazpharh in the long run is
expected tsatisfy40% ofPolish energy needsnportant other sectomshich needestructuring arsteel
industry and shipbuilding.

Main indicators of economic structure
(all data for 1996 unless otherwise indicated)

Population million 38.6
GDP per head PPSECU (1995) 5300
as % ofeu-15 average per cent (1995) 31
Share of Agriculture in:
gross value added per cent (1995) 6.6
employment per cent (1995) 26.9
Gross foreign debt/GDP per cent 32
Exports of goods & services/GDPper cent 22
Stock of foreign direct investmentbillion ECU 4.0
ECU per head 100

* EDI stock converted at end-1996 exchange rate of 1 EGU.25299
Source: Commission servicemtional SQUrcesEBRD

The servicessectorhasgrownfairly rapidly. Retailtrade isalmostexclusively in pwate handskEranchises
of foreign companies haventered thePolish market. However, increasingly foreign retailers and in
particular large food chains are present on the market. Althougtcitiesare served by thieading hotel
and restauranthainsthereremainsscope fordevelopment in view athe expectedhcrease irtourist and
business activitiesAnother sectomwith a high potential for economigrowth is that offinancial and
banking services.

Poland has a substanti@iformal sector. The integration of thigpart of theeconomy has received
considerable attention in consecutive government programmes. In spite lmfoyancy ofthe private

sector, taxesollected from enterprises have gat@wvn. It isbelievedthat many smallenterprises wait
until they have reached a sustainable basis for making profits before reporting to the tax authorities.
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Other evidence of underrepimig of business activities can fmind in the importance of unrecorded trade

as measured by the currency deposits at presatbange offices, whicamounted to ECU 5.5illion in

1996. But the most significant indication of the existence of a substantial grey zone comes from the Labot
Force Surveywhich identified2.4 million jobs (almosexclusivelypart-time)which are notpicked up by

the standard employment statistics based on data of registered companies.

Liberalisation

Price Regime

The reform programme began with price aradieliberalisation. Since Januaty90, the greanajority of
prices has been determined the market, though some important onesaim under administrative
control: energypublic transport, rentspharmaceuticals and spirits. Since treg importanttems in
household consumption, th@lay a significanpart ininflation figures:23% of theinflation index prices
are administered. As mentioned above, prstgportsapply to certain agrictdral productswhich also
form a sizeable component of the consumption package.

TradeRregime

Foreigntrade wadiberalised to a very largextent at the start @afansition, butince therthere haseen

some backtrackingvost of the tariffand non-tariff barriers ttrade were removed in 199&nd many of
theremainingones have been made more transparent. Quantitative restrictions on agricultural imports, fo
instance, were converted intariffs in May 1995. However, on occasions, theagffs were increased
rather than reduced. One cleatample isthe 6% import surchargehich was introduced in 1992 and
applied toall goods. Ithas since beereduced in steps, and the governmest completely removed the
surcharge at théeginning of 1997. Neverthelessdoubts remain about thgovernment's resolve to
withstand mounting pressures for procedural and non-faudffection. These pressures @aaticularly
strong in theagricultural sector, but there havaso been delays ithe scaling-down of taifs on the
imports of steel and petrochemicals with reference to the restructuring clause of the Europe Agreement.

To support exporterand bankdinancing export transactions, the Export Credisunance Corporation
was established in 1991; it msainly owned by government departments and state-owned banks. Direct
support to exports through credits is teay limited.

Foreign Exchange Regime

As part of thdiberalisation oftrade, thezloty was made convertible forade transactions in 1994and it
achievedfull current-accountonvertibility in 1995. Some restrictionstill exist oncross-bordercapital
transactions. The zloty fsxed against a basket of currencies with a band/ef%, and the centrahte is
devalued every month 6. The exchangeate thus operates undeclaar regime, depreciating lime
with announced policy, with few aldoc adjustments. In 1995, because of the strength oéxieenal
position, the market exchange rate appreciated and the central rate had to be revalued.
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Exchange rate management became a problematic area of monetary policy in 198Boshemmcapital
inflows increased imesponse to theombination of high iterest ratesand the expectation of further
revaluations. In response, the NBP moved from direct inteaigsttargeting to reservaoneytargeting.
The exchangeate wasalso allowed to fluctuate mofesely withinits band, thusncreasing uncertainty
and thereby discouraging speculative capital inflows. This provigesnonetary authorities witlpreater
flexibility.

Stabilisation of the Economy

Domestic

The costs ofeform havenot beemegligible. The rapidinflation of 1989 andhe decline inoutput in the
following two years were accompanied bylecline in realvages and a dramatiiall in investmentLiving
standards dropped. Unemployment rose sharply. The budget deficit of the government increased.

Main economic trends 1994 1995 1996
Real GDP growth rate per cent 5.2 7.0 6.0
Inflation rate
per cent 32.2 27.8 19.9
December on December per cent 294 21.9 18.7
Unemployment rate, end-year per cent 14.4 13.3 12.4
ILO definition
General government budget
balance per cent oGDP |-2.4 -1.9 -2.6
Current account balance per cent ocDP |-1.0 -1.9
-incl. unclassified transactions 46 |-1.0
Debt/export ratio per cent 249 192 146
Foreign  direct investmentper cent ofcbP |0.6 1.1 1.8

Source: Commission servicemtional SQUrcesEBRD
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The situation has improved year after yé@aalGDP growth rates have bepasitive sincel992. In 1995

the economygrew by a record 7% ireal terms, and eemsset to continudroadly at thigpace.Real
wages have bearsing sincel994, and the wmploymentrate began to decline in996. At the end of
April 1997, registered unemplogmtwas 2.1million, which islower than in thdive previous years and
corresponds to less than 13% of the labour force. Inflatrtbich lingered at an annuadte of 20%during
much 0f1996, is nowclearly on adownward track. ByApril inflation stood at 15.3%Thetarget of 13%

for the end of 1997 iwithin reach. The budgeteficit of the statehas been reduced to just below 3% of
nominal GDP. This includes government revenue from privatisations and refieestiodget of the central
government onlyWithout a reform of theaxial security and pension systems which is actively considered
in Parliamentthe general government balance could be seriously affected by socio-demographic change
in the longer run. The ratio of public debt to nominal GDP has declined and is now 54 %.

External

Poland is a large and increasingly open econ@axports account faroughly one quarter of GDRyhich
makesthe openness of theolish economy comparable tieat of EUMemberStates of asimilar size in
terms of population. Thefficial tradedeficit amounted t&ECU 1.4 billion in 1995. Butwith theinflows
from unrecordedrade,which are estimated to have been EG10 billion, the tradebalance woulchave
been in considerable surplus. Estimates of these feresncluded inthe current account datnce
January 1996.

The official current accoundeficit grew throughout 1995 nainly because of théeficit on visible and
invisible trade butalso because of the resumption of inteqggyments on foreigmebt. The current
account deficit rose to ECU 1.8 billion in 1995 compared to ECU 0.8 billion in 1994. Includibglémee
on unrecorded trade, the current account for 1995 woulddfeoxen a 4.2 billion surplus. In 1996this
surplus has turned into a deficit BCU 1.41billion, which, as goercentage of GDP, #ill a moderate
deficit. Thetrade deficit has widened fronECU 1.4 billion in 1995 to6.5 billion in 1996, due to the
volume of imports rising almost three times as fast as the volume of exports. Still, this was largely offset b
the positivebalance on unclassifigdansactionswhich decreased from ECU 6Mllion in 1995 to ECU
5.7 billion in 1996. The largegtart of the unrecorded transactioniich werepreviously included in the
financial account as purchases of foreign currencies by pbaateng agencies, thought to be related to
tourism andrade transactionsot covered byustoms statistics at the Eastern frontiesmallerpart is
related to cross-border shopping at the Western frontier.

In the 1980s, Poland had the fourth-higHestign debt inthe world, and was @able to servicét. Debt
reduction and rescheduling agreememtse reached in 1991 and 1994 with governmentcantmercial
creditors,making it possibldéor Poland to resume debervicing paymentslhe debt-servicing burden has
lessened and is being steadiyguced by strong export growtbnly 10% ofearnings fromexports went
on debt repayment in 1995 compared/@®o (on a due bay in 1991. Poland has, as a resudigained
access to international capital markets.

The external position istrong. Since late1993, foreign exchange reserves have been growapgdly
because of steadgflows of foreignand portfolio investment. I@ctober 1996 reservesood atclose to
ECU 14 billion, which covers 6 to 7 months of imports.
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Structural Change

Foreign Trade

Since transition begathere has beensgnificantreorientation of trade towards Western markaits] in
particular to the Union. Thehift in tradetook placemainly between 1989 and 1993. In 1994 and 1995,
the growth in centrabnd east European markdésl to an increase of their shares in Poliside.
Moreover, exports to central and eastBuroperecentlystarted to growaster than théolish imports
from the same region. The EU remains by far the latgadé partner of Poland, accomgtfor two thirds

of exports. Exports to Germany alone account for more than one third of total exports.

Labour Market

The initial decline irutputand the restructuring of enterprises resultedsigaificantfall in employment.
Unemploymentherefore increasedising from negligible levels inhe beginning of 1990 tanore than
14% of the labour force in 1994. Tlwecrease in unemployment has been particulsiigng in areas
dependent on single large plantssactors. In 1996, registered un#ayment hasstarted tofall and is
now down to devel of 12.4%(April 1997). However, the decreaserist matched by aimilarincrease in
employment figures. The official figures show that nearly 65% of employment is in the private sector.

From 1992 onwards, the government wsing an excess-wadax and a lumpumtax onequity to
control wages. The excess-wage tax afaglished in Aprill994, and a new and a mdiexible system of
wage control was approved by the Presideduly 1994, aftethaving beervetoedearlieron. Within the
new system of collective bargaining, a Triparf@emmission sets ceiling®r the quarterly andgearly
growth ofreal wages ifirms with more than 50 employees. In principle, this alldlae authoritiesome
discretion in resisting full and automatic indexation.

The government is alsnakingattempts to defer the automaiticlexation of government waggsensions
and theeconomy-wideminimum wage to quarterlynflation. The success up to nowlisiited, and the
system is still very much one dé factoindexation.

Public Finances

Fiscalreform was crucial athe role of government waesdefined andhe revenue sources changed. The
reform of the taxsystem was radical and rapibrporateand incomeax and VAT were introduced by
1993.Changes irthe social securitgystem have begubut further reform is required as tleficits of
social security funds continue to increase. The mgea in need of reform is tipension system, which is
strained nobnly bythe prospect of aageing populatiotut also by the lovetatutory retirement age and
generous early retirement possibilities.

Attempts to broaden the tax base have repeatedly run into problems. Thereansditifeefor the smaller

firms to be officiallyregistered, except when thaye offered taxexemptions otax shelters in the form of

free enterprise zonehis is the reason why, despite a sharp rise in enterprise profits, the share of
corporate taxes in totglovernment revenue dropped. Texasion and arrearseateadditional prokems

for the tax-raising power of the government.
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Total government expenditureabout 50% of GDPSubsidies to firms, which ithe 1980s formed high
percentage of government expenditust] constituted 8% of GDP in 199&xplicit subsidies in the
government budget hawince beemeduced to less than 2% of GDP. Enterprisgpsthas recently re-
emerged in the context of restructuring programsjnly for the coalsectorand for toxic waste
containment. The importance sfibsidies to enterprises the government budget should therefore be
expected to rise agailmplicit subsidies irthe form of tax and stal securityarrears have alsoot been
completely eliminated and new exemptions are created by the establishment of free economic zones.

Enterprise Sector: Privatisation and Enterprise Restructuring

The move to a market economyclearly intimately linked with privatisation @tate-owned property and
the restructuring of production processes. For theaugras avhole, it is estimatethat 60% of GDP is
generated in the privatector. The'small-scale” privatisation of retaibatering and serviceectors was
more orless completed between 1990 di92. The'large-scale” privatisation, othe otherhand, was
slow to take off: to date,few of the large enterprises haaetually completedhe privatisation process.
The private sector’s share in the creationnoudrial outputreached 52% in 199@®rivatisation is also
slow in theenergy and telecommunicatiossctors, and it istrongly resisted in the area of postal and
transportservices. The process wgisen some impetus in 1995 withe launch ofthe mass pvatisation
programme through the sale of vouchers.

The relatively slow start of large-scale privatisatitmes notneanthatchanges in theconomy as a whole
havenot takenplace; indeed some large enterprises have succeeded in restructuring to a certain exte
while beingstate-owned. But the pansion othe privatesectorhas to a large extent come frahe birth

of new enterprises. This was made possibleéhigyliberal rules on establishing businessesmdest tax
incentives, decentralisatadepolicy and currency convertibilityAll this meant businesses couslért up

with only smallamounts of capital, thus side-stepping pheblems of highnterest rates and the shortage

of bank credits.

The speed of restructuring dependgart on theaccess tdinancing for new investmentThis can be
accumulated through retainezhrnings orborrowed domestally, acquired throughsales of shares or
brought in from abroad. Because of the slow privatisation of large enterprises, the borrowing of enterprise
abroad has beaatherlimited, but foreign direct investmer{EDI) has recently begun to flow into Poland

as opportunities for investment expanded.

Financial Sector

The monobank system was dismantled in 1989: the central bamo=mercial bank functionseresplit.
The bankingsectorhas since developeglite rapidly. Thebanking density in Poland remairather low
and the transactions of the privatetsedn Poland arestill largely cash-based, but the performance of
banks has clearly improved. In 198% banking sector as avhole returned tqgorofitability after two
consecutive years of negative results owimgnly to reservegut aside for bad debts. The soundness of
the banking systemvas enhancethrough therecapitalisation othe state-owned banks, timeprovement

of the capital base of private banks and intensified supervision.
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A large number of commercial bankperate inPoland under theupervision ofthe National Bank of
Poland (NBP)jncluding state-owned and foreign-owned banks. Between 1991 and the end of 1996 the
banking system underwent widespread transformation. The number of commercial banks increased from
to 78 while the number of cooperative banks decreased from 1665 to 1394.

Total assets of banks reached 198 billion zloty, i.e. around 57% of GDP. At the end of 198 etieid

just below50% of the total shareapital ofthe commercial banks. Athe same time, foreign share
ownership had increased to just beld@6. The state controlled raajority of the shares in 2&anks,
whereas 32 others were controlledRglish shareholders. Foreign shareholdeveed amajority in 24
banks. The government policy is to favour the presence of foreign banks through the creation of joint stoc
companies or by taking up shares in Polish banks. The ratibelied this policy ighat it supports the
privatisation process and also strengthens the capital base of the banking sector.

During 1993-19950nly four of thenine state-ownedso-called regional commercial banks which emerged
from the break-up of the NBP have been privatised. Currently one further bagikgsprivatised, while

the remainingfour are to be privatised ih998. On the othehand,out of the 5 largesPolish banks
operating at a national level only one has been fully privatised and a second is currently under privatisatio
The deposits market is dominated by theise regional bankand thebig five banks. The loans market is

less concentrated.

One indicator of inadequate competition in trenkingsector is the spread between depeasi credit
interest ratesvhich remaingyuite large, as banksill have abad loans problems. Thetal share of bad
loansstoodjust below 6% at the end 0fl996.Since it is estimated e NBPthat less than 4% of the

new loans turns bad, the situation can be expected to improve. Indeed, the spread between interest rate:
loans and deposits decreased from 12.5 percentage points in 1991 to around 8 points in 1996. The shar:
loans to privatdirms in theloan portfolio of banks has been growimgt it remaindower than thdending

to state enterprises. Most bank loans have a maturity of up to one year.

The WarsawStock Exchange opened ih991. Sessions aréeld five times aveek, but thenumber of
companieghat are listedemainsratherlimited. At the end of 1996, 106ompaniesvere tradedvith a
market capitalisation adibout ECU 6.8&illion. Another 25 are expected gain admission during 1997.
Recently, 15 National Investment Funds have been listed, wigokrol 512 formerly state-owned
companies privatisethrough the rass privatisation programméhe development of an over-the-counter
market, which can be mofiexible than thestockexchange, could facilitathe secondary trading of share
certificates, and thereby contribute to the success of the mass privatisation progidnsnseheme,
launched in Augustl995, has met with considerable enthusiasmearly 26 million voucherswere
distributed and prices on the secondary market have risen sharply.

Treasury bonds dominate tlaetivity in the bond marketwhile the market for corporatbonds is not
much developedlhe moneymarket is at aearly stage ofdevelopment although its size increased and its
liquidity improved in recent years.
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Economic and Social Development

Social Indicators

Poland has a relatively youpgpulation withhigh literacyrates.During the 1970s, there wassignificant
migration from rural to urban aredsfe expectancyates aremproving, although they remain below the
EU average.

Thework force isrelatively large because oftegh participationrate,and ishighly skilled. More than one
third of the population, an@5% of the working populatiorhas followed at least secondary education.
About 10% of the labour forckas a university education. At praseapproximately96% of children
continue their education at the secondary school level.

Regional and Sectoral Differences

Regional and sectorplanning inPoland used to be suttnat the interests of powfat industries prevailed
overregional interests. Industrial zones wienplanted close tbig citiesthat werealready wellequipped
with infrastructure. Afterl990, regional policy has remainadeak in spite of the devolution come
authority andinancial responsibilities to locglovernmentincludingthe larger cities. One of th@oblems
appears to be that the structure ofwv®vodships,createdout of larger regions under thEommunist
regime, does not fit regional identities very well.

The speed of privatisation was highesthia mosindustrialised regions, whetle availableandrelatively
modern capitaktock constituted aritical mass and wherthe necessary infrastructure was in place.
Privatisation was also successfutte large urban areas, where it proved todiatively easy to change
the ownership of retail trade firms. The inflow of foreign captajinally concentrated upon theg urban
centres and the westepart of the countryOne third ofall joint ventureswvere located in thgoivodship

of Warsaw and more than three quarters of jtiet ventureswere regidered in the 10leading
voivodships.

Unemployment is very much a regional issue. In sareas in the northern part Bbland,unemployment

is as high as 30%, whereas it is as low as 5% in the area of Warsaw. The labour roledebt tighter in

the city regions of Warsaw, Katowice or Lodhis applies in particular tthe part of thgopulation with
post-secondary or secondary vocational training. In more rural areas, unemployment is still increasing.
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2.2 The Economy in the Perspective of Membership
Introduction

The EuropearCouncil in Copenhagen in 1993 defindte conditionsthat the associated countries in
central and eastern Europe need to satisfy for accession. The economic criteria are:

the existence of a functioning market economy;
the capacity to cope with competitive pressure and market forces within the Union.

These criteria ardinked. Firstly, a functioning market economy will be bettble to cope with
competitive pressuresecondly, in theontext ofmembership othe Union, thefunctioning market is the
internal market. Without integration into thaternal market, EUmembershipwvould lose its economic
meaning, both for Poland and for its partners.

The adoption of thecquis,and in particular thenternal marketacquis is therefore essentidbr a
candidate countrywhich must commiitself permanently téhe ecmomic obligations of membershiphis
irreversible commitment is needed to provitle certaintythateverypart of theenlarged EU marketill
continue to operate by common rules.

The capacity to take on tlaequishas several dimensions. @re one hand, Poland needs tachpable of

taking on the economic obligations of membership, in such a way that the single market functions smooth|
and fairly. On the otherhand, Poland’s capacity to bendfitly from the competitive pressures of the
internal market requirethat theunderlying economic environment be favourable, #vat the Plish
economy havdexibility and a sufficientevel of humanand physicalcapital, espcially infrastructure. In

their absence, competitive pressuresliisly to be consiceredtoo intense by some sections of society,
and there will be a call for protective measures, which, if implemented, would undermine the single market

The capacity and determination of a candidate countadtptandimplement theacquiswill be crucial,
sincethe costsand benefits of doing smay be unevenlgpread across time, industries and sagialips.
The existence of &#road based consensabout the nature of thehanges to economic poliayhich
membership ofthe Union requires, and a sustainestord ofimplementation of economic reforms in the
face of interesgroup pressure reduce the risk that a country willrimble to maintain its commitment to
the economic obligations of membership.

At the level of the public authorities,membership ofthe Union requiresthe adminigrative andlegal
capacity to transpose amdplementthe wide range afechnical legislation needed to remove obstacles to
freedom of movement withithe Union and so ensuitbe working of the single market. These aspects are
examined in later chapters. At tlewel of individual firmstheimpact on their competitiveness of adopting
theacquisdepends on their capacity to adapt to the new economic environment.

The Existence of a Functioning Market Economy

The existence of a market economy requihesequilibriumbetween supply and demand is established by
the freeinterplay ofmarket forces. A market economyfisictioning wherthe legal system, including the
regulation of property rights, is place and can be enforced. The performance of a market economy is
facilitated and improved by macroeconomic stability andegree of consenswabout theessentials of
economic policy. A well-developeithancial sectorand an absence significant barriers tanarket entry

and exit help to improve the efficiency with which an economy works.
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The Polish economy is functioning asnaarket economy, althougmuch scope exists for further
development. In particular, th®using and landharkets are underdeegled.Even under th€ommunist
regime,part of thePolish economy was functioning asrearket economy, thougtelying primarily on a

form of barter trade. The agricultural sector was never completely collectivised and there always existed &
informal network of undergrountlusinesses. This @neexplanation whythe transition procedsas been

so dynamic.

The challengefor the Polish authorities is to bring this grepne into the open, andake itpart of the
official economy For legalisation taakeplace, there must be incentives businesses to register with the
authorities and to pataxes. Enforcinghe system oftax collection andnaking it attractive tofirms to
register by offeringax exemptions isot sufficient. Thelegal framework must be sudhatfirms have an
active interest inbeing registered, for instance becausg®t provides them with thenecessarylegal
protection in case of commercidisputes, or because it wdinable them to have easier access to the
financial markets.

With the exception of somenergy prices, and to a certain extent housing rentsnaditineprices, most
prices in Poland are market-determined, and no lopgslicly administered. Price setting dhe coal
market is distorted because coahesarestill allowed tooperate on éoss-making basis. The government
intervenes actively ithe markets for agricultural arfdod productswhich form a substantigbart of
consumption. This intervention consists of price support and other guarantees.

Tariffs on foreigntrade were reduceichmediately in 199@nd non-tariff barriers weidargely eliminated,
but the deterioration of the tratb@lance wasised as a reason to raise imgariffs again athe end of
1991. The average tariff returned to the pre-refawel and an import surcharge was imposed in 1993.
After several delayshe surcharge wasdiminated athe start of 1997This is illustrative of a tendency to
find ways around internationaltrade commitments andthe Europe Agreement. A consistent
implementation othe EuropeAgreement - to the letter agell as in spirit -should help tacountersuch
pressure.

The policy framework formaintainingmacroeconomic stability in Poland is largely in plaggnetary
policy is skilfully handled andiscal restraint has received priority the latestversions of government
plans. Onedifficulty is that the composition of government revenues has shifted dramatically from
corporate taxes to VAT and penal income tax. Although this is very desirable in itself, such reljits

can lead to revenue loss duritfte changeover. Anothgroblem isthat theoutlays on pensions and
benefits have increased sharplye toindexation mechanisms. Performitige doubleact of reducing
inflation andthe budgeteficit is difficult. The government is, so fauccessfully, aiming at adjustment

of inflationary expectations inihe with its targets. Ithas alsoput forward proposals tolink the
capitalisation of new pension fundstte privatisation oftate enterprisesyhich shouldease pressure on
the social security funds in the longer term.
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The Capacity to Cope with Competitive Pressure and Market Forces

It is difficult, some years ahead qirospectivemembership, and before Poland hadopted and
implementedhe largerpart of Community law, to form a definitive judgment tife country’sability to
fulfil this criterion. Nevertheless, it is possibleidentify a number ofeatures of Poland’s development
which provide some indication of its probable capacity to cope with compefitegsure and market
forces within the Union.

The capacity tocope with competitive pressure and market foregghin the Union requires a stable
macroeconomic framework withiwhich individualeconomic agents can make decisions atimate of a
reasonable degree gfedictability. There must be sufficient amount ofhuman andphysical capital
includinginfrastructure to provide the backgroundtkatindividual firmshavethe ability to adapt toface
increased competitive pressures in the single mafkehs need to invest to improvkeir efficiency, so
thatthey canboth compete atome andake advantage aconomies of scale which flow froatcess to
the single markeiThis capacity tadapt will be greater, the maofiems have access to investmdimance,
the better the quality of their workforce, and the more successful they are at innovation.

Moreover, areconomy will be btterable totake on theobligations of membershifne higherthe degree

of economic integration it achieves withe Union ahead of accession. The more integrated a country
already is withthe Union, the less the further restructurimglied by membershiplhe level of economic
integration is related to both the range aotlbme ofgoods tradedvith memberstates. Direcbenefits
from access tdhe single markemnay also be greater in sectors where there asgeableproportion of
small firms, since these are relatively more affected by impediments to trade.

A first indicator of Poland’'s competitiveness tise degree towhich it already has achievetade
integration with theeu. Two thirds of Polishexports are going to theu, and the corresponding
percentage on the impaide is similarThe largespart of bothimports and exports again roughly two
thirds in both cases - concerns manufactured goods. Pbémnd positivdrade balance orthe lighter
manufactured goods. The balance on machinery and transport equipment is negative, but evglbas as
imports are sizeable components of overall trade.

Another indicator of competitivenesstise ability of enterprises to adjust. Here, it shotilgt of all be
noted that thdolish economy is characterised by a dichotomy betileemperformance of the private
sector,which is dominated bgmall firms,and the performance of the larggwmpanies, of which the
majority is still state-owned. The privagector ighriving. For some of thesmaller firms it may béiffi cult
to survive foreign competitiorut there will be new opportunities férms that arespecialised irtrade
and services. The privatisation process for the larger companies is slow.

A number ofthe state-controlled enterprises are generating lossem@mgdmnore stateenterprises are in
need of restructuring. The probleu® especiallysevere in the coal, steel adefence industries. Because

of the regional importance of these industries, their transformationpaia$ul consequences for those
eastern and southern parts of Polainch depend on a fewweavy industriesOthercompanies which are

in troubleare chemical plants arghipyards. The Gdansk shipyavdhich has been aymbol of political
change in Polandyut which resisted economic adjustment, went into bankruptcy in 1996 and was forced
to dismissits workers. In the sharpegtossible contrast, theSzczecin shipyard engaged in deep
restructuring early on, and in its privatised form became the sixth largest shipyard in the world.
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Although Poland’s workforce ielatively highlyeducated, the market fekilled lgbour is tight,especially

in the larger cities. Improvements in infrastructuransportand telecommunications coutelp tospread
economic development more equally across the country. R&D experstidoiet at lesthan 1% ofGDP in
1994, which may bepartly due to the rathgrassive role othe largerstate enterprises. The government
has established a progrdor technology transfer temall and medium-sized enterprisaghich has an
explicit objective of regional distribution. Unemployment in Poland is high, taede are important
regional differences in unemploymenaites. The share of the labour foremployed inthe agricultural
sector is large and the productivity per head is IBut even if thenumber of farmworkers could be
reduced, the sector wouttverall continue to show low productividue to thesmall size ofthe average
farm.

Smalland medium-sized enterprises gradufifig their way tothe banks for credit, helped by their recent
track record in operating under market conditions. The banking sestdlr l&gely state-owned and there

is a lack of training othe staff. Banks dwe alsanot beernvery successful iattracting householdavings.

As a consequence, the success of Polish exporters on Western markets has on occasions been hamper:
lack of funds.

Foreign directinvestment in Poland has been relativelgdest, butecently has picked ugignificantly.
Opinion polls reveathat this is not theresult of a negativattitude among the population at large,
although thepublic is concerned about theompetitive position of Polisiproducers. As the recent
experience withcar assemblyoperations has illustrated, pressures can also be exerted interest of
foreign investors. In addition uncertainties in Poland’s taxategime as well abureaucratic obstacles
have been impediments to higher levels of foreigact investment. There is a general tendendyetad
national legislation and interpret international agreements in such a way that certain producers are favour
over others.

Prospects and Priorities

Successive Polish governments have made seattermpts tamprove competitiveness by framipglicy

in a comprehensive medium-term context, integrating macroeconomistraictliralpolicies as well as
preparations foreu accession. The “Strategy for Polandidopted inJune 1994, was aambitious
medium-term programmaiming atexport-and investment-ledrowth, continued disinflation and sound
public finance. It envisaged a comprehenseferm, ranging fronthe reoganisation and decentralisation
of public administration tohe integration of the shadosconomy intahe official one. “Package 2000” is
a more recent update of the programmukich focuses on the requirements mj accession, and more
specifically onthe need for greatdiscal disciplineand thechannelling of national savings into investment.
The reinforcement otax collection and the engagement of théormal part of the economy are
recognised as priorities. The document “Euro 2006” was addtnistpackage in Januafyp97. Itclaims
that Poland will be ready to join the single currency area in 2006 .NEt®nal Strategy for Integration,
drawn up by the Committee for European Integratmays moreattention to adjustmertosts. InApril
1996, the Polish Council of Ministers adopted a longer-term view in their “O@bneept of the Strategy
for a Development of Poland up to 2010".
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From a macroeconomic point of view, awithin the context of Poland’srawling-band exchangete
system, an increase in real wagsstsexceeding labouprodudivity growth could beparticularly harmful
to the economy. Thanitially favourableexport position ofPoland is already partlgroded by theeal
appreciation of the exchangate, and thevolume of imports igising muchfaster than thesolume of
exports. Arise in real unit laboucostwould make it less attractive for foreign investordreest in the
export sector.

An essential element dhe strategy tamake the governmensector bothleaner andstronger is the
privatisation of state-owned enterprises. Polaad decided to structure the larger enterprises prior to
privatisation, and this has matie processery slow. Bythe end of 1995rivatisation hadtarted iness
thanhalf of the state-owned enterprises that existed in 1990 anddeddompleted for less thane in

five of the enterprises. In June 1996, ti®lish Parliamentfinally adopted thelaw on the
commercialisation and privatisation sthte-owned enterprises, which thefirst draft had beeproduced

in 1993 by the last Solidarity government. Under the new law, state-owned entefipsisesve to be
transformed intwommercialenterprises, with shareholders and a board of directors. Shares and therefore
powerwill be with the Treasuryleaving substantiacope forpolitical influence on individugprivatisation
operations.

The largespart of thebankingsector isstill in the hands ofthe stateand doesiot offer a wide range of
services. Staffing is oftequalitatively inadequate, as other sectors where education is good but not
necessarily verynarket-oriented. Howevanformation on bankingperations istill insufficient. As in the
enterprise sectomuch ofthe attentionhas gone to consolidation prior to ownership transfer. In the
autumn of 1995 some of tmemainingstate-ownedanks and some diie already privatised banks were
re-grouped intdwo holdings. A largepart of theshares in those nelaoldingsare to be used by the state
to set up and finance pension funds, and to compensate pensioners for incomplete indexation.

Pension reform has be&igh onthelist of priorities, and as suckas already included ithe Strategy for
Poland. Only recently concrete steps have been taken and the governmasnsubmitted a series of
legislativeproposalsvhich is currently being examined. Meanwhile expenditures on pensions denesl

in the pasfive years, wherrecourse was taken &arly retirement andisability pensions ta@ontain the
rise in unemployment. The generosity of pension adjustments caused pension outlays to legel tf a
16% ofGDP, much higher thathe Eu average of about 10%emographic pressures will rise even more
when the baby boom generation born after World War Il will reach retirement age after 2005.

In July 1996the Constitutionalribunal ruledthat thegovernment’s decision tstopadjusting pensions in
accordance with these in average wages wakegal. Although this has been interpretedmrasaningthat

some form of compensation should be provided, rather than that automatic indexation should be reinstate
it illustrates thedifficulty of breakingwith indexation mechanisms. Agresent, the Tripartite Camssion

of government, employers and employees decides on a norceiting for wage riseswhich is based on
theinflation target of thegovernment butvhich is agusted when quarterlinflation turnsout to bemuch

higher. Thisceiling is in danger of turning into a floor for decentralised wdmgaining and wage
bargaining in the smaller firms that do not fall under the Tripartite Commission. As soon as the governmer
succeeds in gettinipflation down by more than was expected, there could benaiderable increase in

real wages.
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2.3 General Evaluation

Poland can be regarded afuactioning market economy. Prices analde have &en liberalised to a large
extent. The economy has besrccessfully stabilised. Commitment to this policy line has been maintained
through various changes in government. Howevesrder to guarantelenger-term stability, pension and
social security systems need to be refornf@dancial servicesre underdeveloped. Thmankingsector
needs further reform.Poland should Wwell able to copewith competitive pressure and market forces
within the Union in the mediumterm, provided itmaintainsthe pace of restructuring and keeps the
economyopen. Growthand investmenare strongand the rise in unit labowosts in themanufacturing
sector has been moderate.

Recently, inflows of foreigrdirect investment have acceleratétbwever, themain problem is that of
larger state-ownedompanies, where manageméaitures inthe face of foreign competition couldave
serious consequences for ta@nomy as a whole. Agriculture needs to be modernised, anchdwere
been some reversals in trade policy.

3. Ability to Assume the Obligations of Membership

The EuropearCouncil in Copenhagen included amdhg criteria for accession “trability to take on the
obligations of membership, including adherence to the aims of political, economic and monetary union”.

In applyingfor membership otthe basis ofthe Treaty, Polantdas accepted without reseme basicaims

of the Union, including its policies and instruments. Thiapterexamines Poland’s capacity to assume the
obligations of membershipthatis, the legal and institutionadiramework, known as thacquis by means

of which the Union puts into effect its objectives.

With the development of the Union, thequishas become progressively mameerous, and presents a
greater challenge for future accessions than was the case in the past. The ability of Poland to implement
acquiswill be central to its capacity to function successfully within the Union.

The following sections examindor each mairfield of the Union’s activity, the current and prospective
situation of Poland. The starting-point of the description amalysis is a brief summary tiie acquis
with a mention othe provisions ofthe EuropeAgreement and thé/hite Paper, wheréhey are relevant.
Finally, for eachfield of activity there is &rief assessment of Polandibility to assumehe obligations of
membership on a medium-term horizon.

3.1 Internal Market Without Frontiers

Article 7a ofthe Treatydefinesthe Union’s internal market as area withoutinternal frontiers invhich
the freemovement ofgjoods, personservices and capital is ensurethis internalmarket, central to the
integration process, is based on an open-mad@miomy in whichcompetition and economic arsdcial
cohesion must play a full part.

Effective implementation ofhe liberties enshrined ithe Treaty requireaot only compliance with such
importantprinciplesas, forexample, non-discrimination or mutual recognition of national regulations - as
clarified by Court of Justice rulings but also concomitangffective application of a series of common
specific provisions.These are designed, in particular, to provide safetglic health, environmental and
consumer protectiorpublic confidence irthe servicessector,appropriatelyqualified persons to practise
certain specialist occupations and, where necessary, introduction or coordination of regulatory an
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monitoring mechanismsall systematic checks and inspections necessary to ecmueetapplication of
the rules are carried out within the market, not at frontier crossings.

It is important to incorporat€ommunity legislation into national legislation effectivelyt even more
important to implement it properly in the fielda the appropriateadministrative angudicial structures set
up in theMemberStatesand respected by companie$his is an essential preconditiéor creating the
mutual trust indispensable for smooth operation of the internal market.

This chapter must be read in conjunction with, iraéa, the chapters on socigblicy, the environment,
consumer protection and sectoral policies.

The Four Freedoms

A step-by-step approach is being taken to absorption @icipeisby the candidate countries:

- The Association Agreement between @emmunity, its MembeBtatesand Poland entered into force
on 1 Februaryd994. With regard to the four freedoms and approximatiotegislation,the Agreement
provides, in particular, foommediate orgradual application of a number of obligations, some of them
reciprocal, covering, in particular, freedom of establishment, natiomaiment, fredrade, intellectual
property and public procurement.

- The Commission’s 1995 WhitBaper (COM (95) 168nal), guidelines intended to hethe candidate
countries prepare for integration into thmternal market, gives a closedefinition of the legislation
concerned. Itdentifiesthe “key measures” with a direetfect onthe freemovement ofgoods,services,
capital and persons and outlirtee conditionsecessary imrder to operate thlegislation, including the
legal and organisationatructures. Twenty-three areas@dmmunity activityare examined, dividing the
measures intbwo stages, in order gdriority, to provide avork programme for the pre-accession phase.
The Technical Assistance and Information Excha@féce (TAIEX) was set upwith the objective of
providing complementary and focused technical assistartbe iareas olegislationcovered in théVhite
Paper. A legislative database has recently been established by the Office.

- The candidate countries will have to transpandimplement alithe acquis The “Actionplanfor the
single market” submitted to th&msterdam Europeafouncil gives details othe priority measures
necessary to makbe single market work bettbetween théifteen inpreparation for introduction of the
single currency. This will inevitably entail changes toabquis

General Framework

Whatever their field of activity, undertakings must be ablegerate on thbasis of common rules. These
are importantsince they shapthe general framework withinwhich economie®perate andhence, the
general conditions of competition. They inclutle rules on competitiofon undertakings an&tateaid)
and tax measures discussdsewhere in this opiniothe opening-up opublic works, supply and service
contracts, harmonisation ofthe rules onintellectual property (including the European patent),
harmonisation othe rules oncompany law and accountancy,ofgction of personatiata, transfer of
proceedings and recognition of judgments (Article 220 EC Conventions).
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Descriptive Summary

The PolishAct on public procurement was enacted in 1994 withiewto creating a uniform system of
public procurement based on theinciples of openness, transparency daid competition. Several
implementingtexts have been alsaopted. Anindependent Office of Publirocurement is responsible
for the various aspects of public procurement in Poland.

In the area ofintellectual and industrigbroperty, thePolish legislative system has been substantially
overhauled agart of thecountry’s transition to a market economy. N&aws have beemdopted in
respect ofall industrial property rights (patents, trademarkiesigns and models) and the area of
intellectual property (1994 Act).

The Polish authoritieare planning to codifythe texts onindustrialproperty ancamend them ahe same
time so as to ensutbatthey arefully compatible withthe Community legislation on industrigiroperty
and the agreement on ttrade related aspects iatellectualproperty rights (TRIPS). The entry into force
of the codepriginally scheduledor 1997, appears to have bgant backuntil 1998. Poland is a party to
the TRIPs agreement which will begin to apply there from 1 January 2000.

Polish company law igoverned bya number oktatutes, principally the CommercialCode. A widerange

of forms of companyre recognised und@olish law. These include private gmablic limited companies,
of whichthere areapproximately 10000 currently registered?ublic limitedcompaniesnayissue shares
to raise finance, anhere arebasic provisions ihe law which afford shareholdemotection. There are
minimum capital requirements for companies. Creditoesefit from a basic level gdrotection. The
district court keeps acommercialregister inwhich key informatiorabout eacltompany igecorded. The
register is open to anyone to consult.

Regarding accountancy law, Poland’s Act on Accounting entered into forceJamuaryl995. Several
ordinances and regulations have been issued. Rulesnsolidated accounts have been isghedugh a
resolution. An Act on Auditors existfl995) and theNational Council of QualifiedAuditors issues
certificates on rights of qualified auditors and is responsible for their supervision.

As regards data protectioArticle 51 of Poland’s new Constituticadopted inMay 1997 containdasic
provisions guaranteeing the protection of personal data. It also stipulates that the principles and procedul
for the collection anccommunication of personalata will bedefined by law. Abill has been under
discussion by Parliamefdr several years iwhich provision is madéor the setting-up of amdependent
control authority to be responsible for supervising the correct application of the law.

Current and Prospective Assessment
In the area opublic procurement, the objectives of transparency and opeseess to have been largely

achieved in practice, as shown thye greanumber of noticesvhich have been publisheHowever, the
Polish system needs to be further improved to meet all the requirements of the EC legislation.
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In particular, utilitieswithin the sense dDirective 93/38 Wi need to becompletelycovered by the rules.

At present, Polisffirms (or EU firms with subsidiariesocated inside Poland), obtain preferential treatment
as regards the award piiblic procurement contract&irmslocated in the EU will geeéqual accesenly
after theexpiry of the transition periocget out in the EuropeAgreement. As regards theystem of
remediesthe acthascreatedimely reviewprocedures, although further approximation would be needed.
In this context, it is expected thatew amendments could lzloptedsometime in 1997 irorder to
incorporate the remaining White Paper measures.

Regarding industrial and intellectyaioperty, Polandhas already made a substantial legislagiffert with

a view to setting up #&egal systemadapted to a marketconomy andmplementing Article 66 of the
Europe Agreement. Althoughmany aspects of itdegislation already comply witthe substance of the
directives, the duration of copyright protection poses a problem. The Polish authorities have yet to provid
a timetablefor full compliance. Poland envisages completingcisrentsystem by acceding to certain
WIPO conventions. A system bbrder enforcement is due to enter into force in 1997 .diffisult at the
present stage to pagglgment orthe practicabhpplication ofthe legislationadoptedowing to a shortage

of staff and the need for further training of personnel assigned to that work.

With respect tocompany law, changesere introduced in 1995 with thaim of bringingPoland's
legislation largelyinto line with the First Directive. Measures szhievefull alignmentare shortly to be
adopted. Secon®irective provisions were partly reflected inlaw introduced in1994, butsome
harmonisation is stilfequired. A comprehensive reform thie law in this areawhich will result infull
compatibility withthe Second, Thirdgleventh and Twelfth Directives is intended to be completed by the
end of 1997.

All legislativeacts in the accountinfield have been prepad on thebasis ofthe Europearirectives and
international accounting standards. No further chaagedoreseen. Certain transitionabblemsare in

evidence relating tahe implementation in practice dhe new rules including ashortage ofgualified

accountants and auditors, but these can be solved in the medium term.

In the area of persondhta protection, it ilkely that the adoption of theew Constitution wilenable the
legislative work, already in progress for several years, to be completed.

The situation with regard to civil law appears satisfactory: a new coclelgirocedure entered into force
on 1 July1996. In addition, Polanbas been invited bthe States parties to the Luga@onvention on
jurisdiction and enforcement of judgmentscivil and commerciaiatters to accede to th@bnvention.
This provides a clear indication of confidence in Poland’s judicial systems.

Conclusion
Poland has alreadpken onmanyimportant directives ofhe sectorsndicated above. Inespect of the

latter,implementation othe provisions ofthe EuropeAgreement and thé/hite Paper’'s recommendations
covering the sectors reviewed, which began poorly has improved and is now generally good.
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Regarding publiprocurement, whilst Poland appears tonm®ving inthe right direction, effortsemain to
be made to completee approximation process. Poland shoulddggable of adoptinthe intellectual and
industrial property acquis Specialattention will be required to ensure that tmeeasureadopted inthis
field are effectively implemented.

Company lawwill not provide an obstacle to accessi@ssumingthat currentplans are fulfilled. In

accounting, no major problenase foreseen. As regards data protection, an effort is needdéldthie
legislative gap, which should be realisable now that the new Constitution is in place.

Free Movement of Goods

Free movement ofjoodscan be achievednly by removingmeasures whichestrict trade — noonly
customs duties and quantitative restrictions &lutmeasures with equivalent, i.e. protectionist, effect,
irrespective of whether onot they are specifically aimed atdomestic or importegroducts. Where
technical standardare notharmonisedthe freemovement ofgoodsmust be ensured bgpplying the
principle of mutual recognition of national rules and acceptiegrulethat national specifications should

be no more stringent than is requirechthieve their legitimate objectives. This rule was established in the
Cassis de Dijojudgment.

For the purpose dfiarmonisation, the Europe&@ommunity has developdatie “New Approach’which
introduces an approadtarefully balancedetween government and private autonomous bodies and in
which EuropearCommunity legislation anBuropean standargiday adistinct complementargole. Thus,
instead of imposing technicablutions, EuropealCommunity legislation is limited to establishing the
essential requirements whighoducts must meet. Productsanufactured in accordance with European
standards are presumed to meet sgdential requirementsyut European standards aret theonly way

to prove such conformity.

The “New Approach” works irconjunction with the‘Global Approach” on productertification which
governs the apposition of the “CE Mark” on theoduct. For other producsich as pharmaceuticals,
chemicals,motor vehicles, andfood products, Europea@ommunity directives followthe traditional
regulatory pattern of providing fully detailed rules.

The free movement ofjoodsalso dictateghat a number of Community harmonisation measures be
transposed into national law. Implementation of health saféty harmonisation rules is particularly
important and requires thestablishment ohppropriatemechanismand organisations, both fbusinesses
and the authorities.

Two of the“horizontal” directives essential temoothrunning ofthe single market are thHairective on
generalproductsafety andhe Directive onliability for defectiveproducts. Theregulations concerning
general product safety are covered in the section on consumer protection.

The rules on agriculturgroducts(compliance with veterinary and plant-health standaad=sgxplained in
detail in the section on agriculture.
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Descriptive Summary

Poland has made sonpeogress towardgstablishingthe conditions for the freenovement ofgoods.
However, Poland’s approach to tingplementation othese provisions fathe freemovement ofgoods
and of theEuropeAgreement have given rise to a significant numbedrasfeissues irthe years since the
provisions entered into force. It hafready begun tdiberalise its price trade and foreign exchange
regimes, angbut in place legal and commercial rules ensuring legal security and transpérempcivate
economic operators.

In the field of certification of industrialproducts, a Protocol on Europe&@onformity Assessment
Agreement wadnitialled in March 1997 between th@ommission andhe Polish authorities. laims at
accelerating the progress of approximationRafish legislation tothe relevant EUlegislation and
improving the quality of the producitonformity system in Poland by providifigr the acceptance, in the
EU, of products certified to the “CE mark” in Poland.

In this context thePolish Government intends pyopose to thé&arliament in 199The adoption of a new
law on testing and certification agell asintroducing in Polish legislatiothe Directives onliability for
defective products and on general safetgroducts. Théolish authorities also intend troducemany
sectoral directives in thifeld in 1997 and 1998. Moreover, tHist of products undemandatory
certification when imported into Poland has already ksgmficantlyreduced and Poland has undertaken
to eliminatebefore the end of 1997 mandatamgrtification of productswhich are notregulated in the
Community.

Current and Prospective Assessment

Steady progress is being made in a number of areas affecting circulation of goods.

Poland has speeded the resolution of aumber of remainin@bstacles to trade over thest year, and
has a reasonableack record formeeting the deadlines establishednder the EuropeAgreement.
Nonetheless, further efforts are required for the full adoption and implementatioractjthe

With regard to technical barriers totrade, Poland’s previous divergence frotthe Community’s
certification regime gave rise to significant impairmentstheimeantime, solutions have been determined
in the framework of the Europe Agreement, under the form of the above-merRimiedol on European
Conformity Assessment Agreement, which will facilitate alignment tatlg@isin the medium term.

According to the National Strategy for Integration, thaish authorities consider standardisation and
adaptation of theconformity assessmemirocedure as strategic direction of action to accelerate EU
integration and economic growth.

Concerning alignment of technical legislation, the revised versitdmedfolish legislativevork programme

casts some doubts on the quoeteness of the process of approximation of laws. Only some New
Approach directives are mentioned for future alignment without any details on timing and modalities.
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Efforts are still required, in particular to accelerate, develop and complete the program of approximation i
a number of kegectors invhich current progress still inadequatencluding: New Approach Directives,
automotive sectorchemicals(detergents and dangerous substances), foodstuffs and pharmaceuticals. |
should be borne in mind, in any case, that secondary legislation is often necessary in order to implement t
general legislative framework.

With respect to standardisation, the concept of voluntary standardady introduced in 1993 and
designed to repladhe legally binding“branchstandards”, istill meetingsome resistance in thelevant
guarters. This ismainly due to theabsence of an aligned legislativamework with consequent confusion
at institutionallevel about adopting (voluntary) standards andiégal provisions, asvell as to a limited
resources endowment and industry participation in the standardisation activity.

Currently the responsible institutions in the fields of metrology, standardisation and certibcatitmsely
linked to the public authorities, whereaflll implementation irnthesefields requires thesstablishment of
authorities with ayreater degree andependence. The Polish Commitfee Standardisation (PKN) in an
affiliate member ofthe Comité Européen dHormalisation(CEN) and of theComité Européen de
Normalisation ElectrotechniquéCENELEC). The creation of market saillance authorities and
mechanisms ialso necessary order toensure cooperation between the relevant institutionetective
sanctions when products are marketed in breach of rules concerning conformity.

Poland’scivil code containgrovisions corresponding to fauibility, but these will need to bemended
to meet the EC requirements concerning civil liability for defective products.

In the areas subject teational rules andhot covered byCommunity harmonisatiorthere istoo little
information available tassess whethé€€ommunity legal principles othe freemovement ofgoods are
properly applied in Poland.

This situation is explained, in particular, the fact that the reporting procedurgsich form part of the
internal-marketmachineryare notyet operational and so cannot be used in the pre-accession period. The
most important instruments in this connectioa: Directive 83/189,requiring governments teeportdraft
national technical standards and regulations; DecBd&2/95 on measures derogating from ghiaciple

of the freemovement ofjoods; procedures hyhich complaints can be submittedttee Commission; and
Article 177 of the Treatyenabling MembeGtates to ask fgoreliminary rulings fronthe Court ofJustice.

It is also hard to assess whether Polaothplies withthe principle of mutual recognition; more
information is required on its national rules, and on administrative practibes) can have an effect on
product sales.

Conclusion
Poland is progressively taking time acquisrelated to the freexovement ofyjoodsand implementation of
the provisions ofthe EuropeAgreement and thé&Vhite Paper’s recommendations hsignificantly

improved during the last year.

However effortswill be needed before sufficiently developed situation exists fenabling a conclusion to
the effect that thacquiswill be fully and effectively implemented by Poland.

41



The Polish authoritiewill also have to ensutbatnational legislation irareasnot covered byZTommunity
harmonisation isunlikely to pose barriers tarade, notably by verifyingthat themeasures in force are
proportional to the objectives they pursue.

Free movement of Capital

The EuropeAgreement establishdke principle ofthe freemovement of capital between Poland and the
EU. This, as far athe obligations of Polandre concernedapplies fronthe entry into force of the EA as
regards direcinvestments made by companies already established in Poland meghes branches and
agencies of Community companies (as well as the self-employed), gradually during the transitional period

The White Paperhighlights the link between the freenovement of capital anthe freemovement of
financial services. It suggests a sequence of capital moverfieetalisationstarting frommedium and
long term control movements and those linked to commercial transactions, to short term capital.

Descriptive Summary
Poland’s ability to attract Foreign Direct Investment (FDI) has been impressively enhanced in recent years

In spite of theinternational appreciation fahe Polishshock therapy approach, foreign dirgstestment
(FDI) wasoff to a slowstartduring theinitial stages of transition. FDhflows have begun to pick up
considerably sinc&994. In 1996, thenflow was about 1.8% of GDP. ThemulativeFDI inflow since
1989 reached kevel of 4 billionECU, which corresponds to about 100 ECU janabitant. The recent
increase has helped the restructuring, privatisation and modernisation of Polish industry.

These developments have been in part due to Poland’s liberalised policies concerningribeeneent of
capital in the context of its accession to the OECD in November 1996.

Some restrictionstill exist oncross-bordecapital transactions. Howevehe zloty wasnade convertible

for trade transactions in 1991, and it achiefedidcurrent-accountonvertibility in1995. The zloty idixed
against a basket of currencies with a band 6%/ and the centralate is dealued every month by 1%.

The exchange rate thus operates under a clear regime, depreciating in line with announced policy, with fe
ad hoc adjustments. In 1995, because of the strength of the external position, theexcadkejerate
appreciated and the centrake had to be revalued. Current accogontwvertibility was introduced on 1

June 1995. Polanddopted a strategy of graduderalisation of capital movementstarting from
medium and long-term capital followed by the by the elimination of restrictions on short-term capital.

Following a number of liberalisation measutaken during 1996 théllowing transactions haveeen
liberalised or partiallyfreed: direct investmentommercialcredits, long-ternfinancial credits andoans
and personal capital movements. Partial liberalisatvas introduced on investment in real estate,
operations in securities and the admission of securities to domestic and foreign capital markets.
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Current and Prospective Assessment

Given the increasing stabilisation of the Polish economy it is foreseen that foreign direct investonesnt

will increase inthe mediumterm. The settlement of trade dispusesl theclarification of an investment
policy in areas such as thmotor vehicle sector, couldhelp to increase foreigdirect investment in the
short run.

Legislation regardinghe ownership ofand andrelated assets by foreign nationedsmains inadequate and
will require clarification and alignment in the medium term.

The Polish authorities intend to remove remaining restrictions on capital movements in steps, as follows:
- by the end of 1998: the rest of medium and long-term capital movements

- by the end of 1999: all short-term capital movements.

Investments in reaéstate in Poland, other thdareign direct investment, will béhe lastitem to be
liberalised.

Conclusion

The Polish government’s efforts liberalise capital movements haweet with considerable success. The
recommendations of both théhite Paper and thEuropeAgreement have largely been implemented. The
application ofthe acquisregarding the ownership ¢&nd andrelated assets by foreign nationals may
present a significant problem in the medium term.

Further efforts are still required with regard to the liberalisation of capital movements.

Free Movement of Services

The basis othe freemovement of services ike prohibition of discrimination, in particular agrounds of
nationality, and rules otine alignment of divergent national legislation. These rolésn concern both the

right of establishmentyhich comeaunder theheading otthe freemovement of persons, arige freedom

to provide services. Their implementatimnplies the establishment of administrativeructuregbanking
control boards, audio-visual control authorities, regulatory bodies) and greater cooperation betwee
Member States in the area of enforcement (mutual recognition arrangements).

A substantial amount dahe legislation applicable tahe freemovement of services relates financial
services. It also concerns tpeoblems relating tdhe openingup of national markets irthe sectors
traditionally dominated by monopolies,g. telecommunications and, to a certartent, energy and
transport. These subjects will be dealt with in the sections of the Opinion specifically referring to them.
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Descriptive Summary

Thefive largest banksall Polish, represent just undealf of the total assetand four of them arstill in

the hands ofthe StateThe banks owned or controlled tye State represent about 50% of total assets,
which highlightsthe fact that theorivatisation process is far frofmeing completed, even ithe Polish
Government has announctthat two ofthe mainPolish banksill be privatised in1997. Thesupervising
authority is theGenerallnspectorate foBanking Supervision, a Department thie National Bank of
Poland.

There is an importarBtockExchange in Warsaw. As regards derivatives|abalframework for trading
in derivatives has been creatdlde beginning oftrading in these instruments is scheduledtanrt in the
second half of 1997.

Brokerage houses must be authorised by the securities supervisory authorifyroVie®mns in force
forbid natural and legadersons to hold shares in more than one brokerage house. The aboleesutet
apply to holdings ircredit institutionswhich can alsa@onduct brokeragactivities under approval of the
securities authority(e.g. the Securities Commission which is @ntral body overseen by tHerime
Minister).

The Statelnsurance SupervisioDffice (PUNU) examines application®r authorisationsanalysis raurns

and balance-sheets and investigates existing compamniegormer Statemonopolies remain predominant

in the life and non-life markets. There are no subsidiaries of foreign insurance companies but around a thi
of Polish insurance companies have EU shareholders in their capital. Full freedom fordoneamies to
conduct insurance services and uniform licence permits for the activity will not be introduced before 2000.

Current and Prospective Assessment

The banking directives of tHest stage aréargely if not totally implemented. Theolvencyratio is set out

in a Regulation 7/93 of the National Bank of Poland. The regulations governing the Solvency ratio in
Poland are based on the relevant &téctives andhe recommendations of thHgasle Committee for
Banking Supervision. For obtaining authorisation to conduct banking activities a minimum equity capital of
no less tharECU 5 million is required. Credit institutionapplyingfor a foreign exchangkcense must

fulfil some other requirements (higher solvency ratio, a capital base amounting to not less than 120% of tt
minimum capital requirements for credit institutions).

As regards the deposit guaransebeme, on 14 Januat@94, the Act on the Bank Guaranteend was
adopted inPoland (as amended on 20 February 199his Act sets out the principles for the
establishment and operations of statutory and voluntary bank deposit guarantee schemes. The Act provi
protection to deposits iRolish or foreign currency, irrespectivetbe number ofcontractual agreements

the depositohas concluded witthe bank. Taalign fully onthe EC requirements, the guarantee threshold
would have to be gradually raised.
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As regards prevention ghoney laundering, bankare required toverify the identity of customers and
identify transactiongvhich theyperform in excess of 2000 zloty (ECU 5700) and tonotify the public
prosecutor'ffice if there argustified grounds for suspecting thatoney laundering is being performed.
There is no obligation to identify all holders of bank accounts.

With respect to the second stage directives, the situation islkheing: asregards large exposures, two
separate tits arespecified -one of 10% of a credibstitution’s ownfunds on an exposugising from a
single client, andne of 15% on théank’saggregate exposure to a group of relatiehts; as regrds
annualaccounts, the requirements &asically in linewith those stipulated in the relevant Eirectives.
Credit institutionswhich are parentompaniesvereobliged todraw up consolidated accounts for thst
time in 1995 and this has betrerefore also thérst time that theNational Bank of Poland analysed the
consolidated accounts bankinggroups. There is ngeneral regulation concerning capital adequacy for
risks other than credit risk.

With respect to the treatment @reign banks, a foreign bank can open a branch in Pdlahdhis
requires the consent of the President of the National Bank of Poland. Hismalyngpecifythe proportion
of the bank’s foreign capitalApart from that, bothprudential regulations and the mannerwhich
supervision is performed applyithout discrimination to foreign banks providetat the privatisation
process is speeded up.

Listed companies andbrokerage houses are subject to periogiformation requirements to the
supervisory authority. Pricgensitive information has to be disclosedthie public assoon aspossible.
Foreign issuers may be admitted to official listing. The adaptation processRulitielegal system to the

EU standards started in 199dth the adoption of the Act opublic trading in securities anust funds,
recently amended id1994. This Act is intended to meet thiendamental principles laidown in EU
Directives concerning public offers of transferable securities, insider dealing, acquisition and disposal o
major holdings, collective investment undertakings and investment firanthermore it established the
Securities Commission, a central body overseenthgyPrime Minister, entrusted withsupervisory
responsibilities inthe securitiessector. Right of appeal is granted agairesty decisiontaken by the
supervisory authority.

On July 1996Poland signedhe OECDAccession Agreement which became effective in Noveniies.
has given an impetus tthe liberalisation of securitiesnarket for foreign investors. A reform is in
preparation to improve the present legislation in order to bring it into line with all the EU requirements.

Polish insurance law has in principle be@gaated according to the Europeg@ammunity’s directives on
insurance and conforms witBtage 1requirements. Problems exist regardiig establishment of
adequatesupervision anaontrols. Financialrequirements araligned with EU criteria anthe solvency
margin calculation is in line witthe 1stGeneration Directives. The access and investment aspects of the
Polishmarket are more restrictive than EU stadedislation allowsThe curreninvestment restrictions

on insurance companies dot seem compatible witthe Treaty of Europeadnion provisions orthe free
movement of capital (Articles 73(b), (d) and 104(a)) and will have to be amended prior to accession.
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Conclusion

A significant improvement ithe domain of banking privatisation remains a major priofity accession.
Significantprogresshas been achieved the bankingsector. The=irst Banking Directive, Solvency Ratio
Directive, Directive on Prevention of Money Launderiad, stipulated in théWhite Paper as stage 1
measures, ar@lready totally or partiallyincorporated intoexisting Polish legislationHowever, the
bankingsectorneeds further reform. Problerase mainly inthefield of capital adequacy for market risks,
consolidated supervision and special requirements regarding establishment of foreign briowhesr,
provided harmonisation and privatisatiggmoceed asplanned, no major difficultiesare foreseen in
achieving full approximation in the banking area.

As regards theapital market anthe insurancesector, onean have theame assessment, evendat all
the relevant directives have been incorporated ifPdtish legislationBut both theorganised markets and
the insurance market are functioning well and developing quickly.

Taken as a whole th@olish financialsector issupervised in a satisfactory way tiye competent

authorities, and one can expsw@nificant improvemenbefore 2000which would facilitatethe accession
process.

Free Movement of Persons

The free movement of persons encompassesoncepts wittdifferent logical implications ithe Treaty.
On the one handirticle 7a inPartOne of the Treaty ofPrinciples’ mentionghe concept in connection
with the establishment ofhe internal market andmplies that persons araot to besubject to controls
when crossing the internal frontiers between the Member States. On theasitieArticle 8a iPart Two
of the Treaty oriCitizenship ofthe Union’ gives every citizen ofhe Union the individual right to move
and reside freely within the territory of the Member States, subject to certain conditions.

The abolition of frontier checks muapply to allpersons, whatever theiationality, if Article 7a isot to
be meaningless. Whithe rightsderiving from Article 8a apply in aMlemberStates, thosstemming from
Article 7a have not yet been fully applied throughout the Union.

€)) Free Movement of Union Citizens, Freedom of Establishment and Mutual Recognition of
Diplomas and Qualifications

The Europe Agreement provides for the non-discriminatory treatment of workers tlegadlyeemployed
(aswell astheir families). It covers thpossibility of cumulating or transferring social securights, and
encouragesnemberstates to concludbilateral agreements with Poland on access to labour markets.
During the second phase of the transitional period, the Assoc@tioncil will examinefurther ways of
improving the movement of workers.

The WhitePaper considers tHegislative requirements iorder toachieve a harmonious development of
the labour market, whilst simultaneously preventing distortions of competition.
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The free movement aforkers is one of théundamental freedoms enshrinedtle Treaty; freedom to
practise certain professior{e.g. in thelegal and health fields) mayowever, be subject to certain
conditions, such as qualifications. Dependingtmncase, theseay bedealt with through coordination or
by applyingthe principle of mutualrecognition. Freedom of establishment is ajs@aranteed under the
Treaty and covers the economic activity of self-employed natural persons and companies.

The free choice of place of residence may thus be subject to minimum conditions as to resources and hes
insurance where the person does not exercise a profession in the country concerned.

Descriptive Summary

From an earlystage of the reform process Polamas maintained a relatively opepproach to the
movement of persons onto its territory with visa requirements abolished for EU citizens. Right of residenc
is granted by theisa or a residenceard equivalent to a residence permit. A residence permipigea
condition for awork permit. Work permits are grante@pending orhe local labour market conditions

and furtheralignmentwill be required to improve access to employmintnon-Polish nationalsWhilst
nationality isnot asufficient reason to refuse worgermits to EU citizensthe equal treatment of EU
citizens will require further amendments to existing national legislation.

Current and Prospective Assessment

Concerningthe mutual recognition of diplomas and qualificatiotise acquisis only partlyand formally
achieved. Ministries and public bodiase inplace formany professions, but wilprobably need to be
reinforced. Integration with EU professional associations is developslig for example engineering
diplomas already meet the minimum European standards.

Conclusion

Concerningthe mutual recognition of qualifications and diplom#ise task ofcompliance should be
achievable in the medium term if current efforts are intensified.

Significantefforts are required to resolve outstandisgues regardinghe freemovement of persons in
the medium term.
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(b) Abolition of Checks on Persons at Internal Frontiers

The free movement of persomsthin the meaning of Article 7a othe EC Treaty, i.e. thabolition of
checks onall persons, whatever themationality, atthe internal frontiers hasot yet beenfully
implemented in the Union. Doing away with checks on persons is conditional on the introductiargef a
number of accompanying measures, some of which fiavéo be approved anidhplemented by the
Member States (see separate sectionJastice and Home AffairsHowever, thatobjective has been
achieved by a limited number of Memb®8tates in accordanacgith the Schengen Conventioffseven
Member States already apply it and another six are working towards implementation).

The draft Treaty aims to make that objective easier to achigm the Union by including anew chapter
on an “area of freedom, security and justice” and incorporating the Schaecgésinto the EU.

Poland hastatedits desire and readiness fudfil the provisions ofthe Schengemcquis It has begun

preparations to this end and hemughtassistance in this connection from Memi$ates,notably in
regard to the strengthening of border controls.

General Evaluation

1. Poland’s progress in thmplementation of legislation relating the White Paper issummarised in the
annex. According tahe table, Poland considetBat by 30June 1997 it will haveadoptednational
implementing legislatiorior 405 of the 89%irectives and regulations the White Paper. Thafigure
covers provisions fowhich Poland considers it will hawssloptedmplementing legislation or which will
have checked fotompatibility with Community rules andbbes nofprejudge actuatompatibility as such,
on which the Commission is not able at this stage to state an opinion.

2. Poland has made substantial progress with the alignment of its legislation in most of the areas covered
this chapter, with the result that large parts ofatguisarealready in place. Legislation has bestopted

in full or in part toimplement many othe measures according to tRelish authorities’ assessment,
though theCommissioncannot at thistage express a position on tisgal compatibility with Community

law. Still, a considerable amount lefyislativework remains to b&lone, notall of which appears athis

stage in thelegislative programme.Public pocurement, data protectioand liberalisation of capital
movements are areas in which a particular effort remains to be made.

3. Despite the efforts made, practical meassti#sieed to be implementexhd arefficient administrative
structure set up to back up tgenuineprogressmade in takingover the mostecentlyadopted texts. A
substantial effort inhat direction isstill required in some areasotablythe field of technicalregulations
and standards. Thenplementation ofthe Protocol on Europea@onformity Assessment Agreement
should helpspeed up the process of approximatiorthis field. The development dhe infrastructure
required inorder toimplementand enforce Community legislation is alstked to acertain extent to the
rate of approximation of legislation in the various sectors of the internal market.

As things currentlystand, theCommissioncannot yet express an opinion thre capacity of companies,
particularly small and medium-sized businesses, to implemeattjugs
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4. Leaving aside certain specific aspects relating to agriculture, checksrdethal frontiers othe Union
canonly be abolisheance sufficient legislative harmonisation has been achieved. This foalisutual
confidence, based in particular on sound administrgiog. theimportance of safety checks on some
products at th@lace ofdeparture). Adar asgoods are concerned, thempletion of thenternal market
on 1 January 1993 wamly achieved byloing away withall the formalities and checks performed by the
Member States at thénternalborders of the Union. In particular these checks coverelshical points
(product safety), veterinary, animal-health and plant-heatifitters, economic andommercialmatters
(e.g.prevention of counterfeiting ajoods),security (weaponstc.) and environmentahspects (waste,
etc.). In mosftcases, thabolition of checks wasnly made possible bthe adoption andpplication of
Community measures harmonisitige rules ormovement and placement éime market(particularly as
regards productafety) and, wherapplicable, by shiftinghe place where controls arfdrmalities within
the Member States or ortheir markets are conductdph particular agegards VAT and excise duties,
veterinary and plant-health checks, dhe collection of statistics). A section of Poland’s present borders
will become thdJnion’s external frontier and this meabsrder checks il need to bestepped up (see
separate section on customs).

In view of the overall assessment that can be made of progress achieved to dateaaadtvlich work

is advancing irthe various areas concerned, there is currently no reastouba thatPoland will be able,
in the mediumterm, to take oveandimplement allthe instruments required tbolish internaborder
checks and to transfer those checks to the Union’s external frontier.

5. Poland has alreaddopted asubstantiapart of theacquisrelating tothe single market. However, the
Commission isiot yet able tatake a position oevery measure whose transposition has bbeparted by
Poland. Inany case, further efforts will be needed with regamotably to publicprocurement and
liberalisation of capital movementsreas where progredsas been less advancedh many areas,
enforcement needs to be strengthened. However, irm#aum term, provided that currergfforts
continue, or are stepped up in areas where progrésggisg, it can be expectddat Poland will have
adoptedand implementethe Single Market acquisand madehe necessaryprogress on thenechanisms
for enforcement, in order to be able to participate fully in the internal market.

Competition

European Community competitiorpolicy derives from Article3(g) of the Treatyproviding that the
Community shall hava system ensuring that competition in the internal market is not distoride

main areas of application are anti-trust and state aid.

The EuropeAgreement provides for a competitioegime to be applied itraderelations between the
Community and Poland based the criteria of Articles 85 and 86 of the EC Treaty (agreements between
undertakings/abuses of dominant position) and in Article 92 (State aidpraintblementing rules ithese
fields to be adopted within three years of the entry into force of the Agreement.

Furthermore, it provides that Poland will make its legislation compatiblethatiof theCommunity in the
field of competition.

49



The WhitePaper refers to the progressiapplication ofthe aboveprovisions andhose of the Merger
Regulation (4064/89) and of Art. 37 and 90 (Monopolies and Special Rights).

Descriptive Summary

The Act of 24February 1990 d@€ounteracting Monopolistic Practices’as amended bthe Act of 3
February1995, provides for aeneral prohibition of monopolistic practices and indicates examples of
prohibited agreements; it contains a general prohibition,cedtalist of abuses of a dominant position,
and provides for merger control.

The Polish Office for Competition and Consumer Protectjdounded inApril 1990, isresponsible for

the enforcement of competition lawts duties include registering businessdsch have a monopolistic
position, counteracting anti-competitive practices, researching concentrations in the economy, an
monitoring prices in markets witlhmited companiesThere is also an Antimonopolgourt which has
already gained experienced in the competition field.

Exclusive rightshave been granted to the state-owned Polish telecommunications company. In the area «
voice telephony, thistate operatonasthe exclusive right to provide international servicddoreover, a
number of public an@rivate companies enjoy special rights@cttors wherbusiness activities require the
acquisition of permits or licenses. Such compawiesrate inparticular in thefields of prospecting,
mining, shipping,air transport, harbouand airportmanagement, pharmaceuticals, spirits &ghcco
product manufacturing, beewine andvodka trading, non-ferroumetal processing, sound aidage
recording, trading in pesticides and export/import of a number of products.

The monitoring authority ostate aid is a department within the Ministry of Economic Affairs.tdok up

its functionsonly on 1 January 1994hd thelegislation necessaifgr it to control the granting oftate aid

in Polandstill needs to be established. A diaf¥ onthe monitoring oftateaid is under pnearation, but
currently no information is available on when it will be adopted.

As regards transparency in the grantingtatteaid in Poland a first aid inventory was made covering the
year1994. Howeverthis aid inventory includes agranted bylocal authorities and indirect forms of aid,
in particular aidgranted by théinistry of Finance. A new aid inventory atateaid granted through the
Ministry of Finance is about to be established and the monitoring authority on state aid is astalilish

a database on existing aid in cooperation with the Ministry of Finance..

A number of export aid schemes exist which are incompatible with the Comracqgttis

Current and Prospective Assessment

In thefield of anti-trust a legislativeframework based on th@inciples of Community competition law is
in place. However, important adjustments stk needed, in particular in tHeld of merger control, the
powers to condudhspections orthe premises of companiesispected ofiaving infringedthe law and as

regards the adoption of block exemptions. Moreover, further adjustments are needed as regards t
provisions in the law concerning abuse of dominant position and in respect of procedures.
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As regardsspecial or exclusive rightsertain adjustments are needed intdlecommunicatiorsector to
comply withthe Communityacquison liberalisation of terminal equipment, voice telephony iauotbile
telephony. Furtheclarificationsare needed as regards fr@vision of postal services. Furthermore, it
seems that the system for granting licences in the sector for oil, tobacco and alcoholic beverages need to
amended to comply with the Communégquis

In the field ofstate aidmuch work still lies ahead. The rules for the monitoringtateaid still need to be

established, in particulahe power of the wnitoring authority to collectll information necessary to
examinethe compatibility of any aidneasure with th&uropeAgreement and thebligation to await the
opinion of the monitoring authority before the aid is granted.

Transparency in the granting sfateaid hasnot reached a satisfactotgvel. Work is underway to
establish aecond and improved aid inventobyt currently no information isvailable on when thiswill
be finalised and whether credible monitoring of state aid will then be implemented.

Certain aid measures seem to be contingent agpartperformance which is clearlyot compatible with

the EuropeAgreement. Moreover, an importaoart of stateaid seems to bgranted througlindirect
forms of stateaid, such as taxelief, debt write-offs andax arrears. Thesaid measuregonstitute
operating aidvhich areonly allowedundervery strict conditions. Due to thlack of transparency it is as

yet unclear whethethe conditions for granting operatiragd are complied with. The futur@ventory
should cover all measures granted by the State, regional or local authorities or through State resources.
In addition to the adoption dégislation sufficientlyapproximate to that of th&C, credible enforcement

of competition law requires the establishment of effecivie-trust andstateaid monitoring authorities. It
requires moreovehat thejudicial system,the public administration anthe relevant economigperators

have sufficient understanding of competition law and policy.

Conclusion

Approximation inthe area ofanti-trust is progressing, although efforts aralispensable t@dapt the
existing legislation. Th®ffice for Competition and Consumer Protecti®s®ems to functiomatherwell
and seems sufficiently equipped and skilled to enforce the law.

In thefield of state aidprogresshas been somewhknited. Considerableffort will be necessary tulfil

the requirements in the field of state aid control over the medium term, in particular as regards the rules ft
the functioning ofthe monitoring authority and trestablishment athe necessary degree of transparency.
Further support to thenonitoring authority to carrput its activitieswill be necessary to ensure the
compatibility of aid granted.
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3.2 Innovation

Information Society

Present Situation

The economic and social effects made possibletheycombination of information technology and
telecommunications are great. In Poland these possibilities were neglected before 1989 although educat
generallywas not. The result seems to thet demand for computers hagpurtedbeyond normal
expectation deduced fro@DP per capita. Theumber of PCs was said to Be3 per 100nhabitants in

1994. The existence of host computers on the Internet (1.4 per 1000 inhabitants), as a relative measure
developmentowards thenformation Society, suggestsat Poland hasot reached the average for the
CEECs. This result is not commensurate with the above aviersg®finterest taken biPolish bodies in

EC research programmes andny bebecause of thenduringshortage of telephorlmes coupledwith

poor quality of service. Aghe effect ofthe mainpublic operator’s networknodernisation comes to be

felt, thegrowth of dataraffic can be expected to accelerate. If Inteheetsfollow the samepattern of
growthfound elsewhere in analogous countriég telecommunications infrastructunghich is atpresent

but ten years behind the EU average, may remain a brake on information society developments.

Conclusion

Although interest has been shownttre country to developments in thdormation society, increase in
access to networks has been slowed down by the slow development of advanced communications.

Education, Training and Youth

Articles 126 and 127 of the EC Treaty providet theCommunity shall ontribute to the development of
quality education andmplement a vocational training policy aimedpgomoting the Europeatimension
in education and anhancing industrighdaptation and theesponsiveness a@he labour market through
vocational training policies.

The EuropeAgreement provides for cooperation iaising the level of education and professional
qualifications. The White Paper includes no measures in this field.

Descriptive Summary
Poland’s spending on education amounts to 6.2% of GDP. It takes up 16% of the state budget.

There are 11 universities, 8 700 000 pupils, 800 000 students and 540 000 teachers in Poland.
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The quality of Polisheducation suffered ithe years before 1989 frorine country’s isolation. Qarall
standards werdigh, but the educatiosystem was undeolitical control. Since 1989, aneducational
reform programme hagberalisedcurricula, given headmastegseater autonomy and sought to address
more flexible employers’ needs. Responsibilities for management and direction of schaplewés the
voivodships, which report to the Ministries of National Education.

The Ministry’s ‘education offensive’ strategy, aimed at the upgrading déveeof education in Poland to
European educational standards over the next 15 yistsshe mainchallengedor the Polish education
and training system whicare: (i) the reform of the vocational educatgystem withthe aim of reducing
training inthe basic vocational schools; (ii) an increasehe number of pupils in secondary education
leading tothe ‘matura’examination; (iii) an increase the student population of 20% of the 20-24 age
group by 1997; (iv) diversification and expansion of post-mgiuwéessional training possibilitiekrough,
among other things, the introduction of professional higher learning institutions offegiigensedegree;

(v) development of continuing education ftre purpose oftraining and retraining, and making it
accessible to all age groups.

The Tempus programme has contributedhimachievement ofhe goals ohigher education reform and
created the basis for cooperation with the EU higher education institutions.

Polish youth organisations have béevolved inEuropean youtlactivities sincel990. From 1995, youth
cooperation with Poland was included in the Youth for Europe programme.

Current and Prospective Assessment

Poland has made consideraptegress during recegears inthe fields of education. Further efforisill
be needed, especially to meet the requirements of the market economy.

In the vocationalraining field significantefforts have been undertakarich hadmainly animpact on
regional, local and institutional levels. Reforms at national level are to follow these developments.

It is foreseerthat Poland will participate in th€ommunity’s humarresource programmes attas will
contribute further to the preparation for integration.

Conclusion

In the perspective of accession, no major problems should be expected in these fields.

Research and Technological Development

Research and technological development activities at Community leyehaded for by the Treaty and
in the Framework Programmaim at improvingthe competitiveness of European industitye quality of
life, as well as supporting sustainable development, environmental protection, and other common policies
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The EuropeAgreement and its additiond&rotocol provides for cooperation in these areastably
through participation in the Framework Programme. Winte Paperincludes nadirect measures ithis
field.

Descriptive Summary

The Committee foScientific Research e mainPolish Science and Technology institution, established
in January 1991 and responsilitg implementing sciencand technology policy, managirgjrategic
government programmes and planning, coordinatingfiandcing allstatefunded activities in thidield.
Competitive mechanisms for research funding are introduced. Caciente expenditure represe@i8%

of GDP since 1992.

Priority areas for 1994-97 arérealth and environmentarotection; agriculture and foodrocessing;
modern technology industrigscluding defence; developmentiofrastructure for science, education and
technology.

Regular cooperation with the Europeaommunity started in 1992with the 3rd Research and
Technology Development Framework Programme. So far, coopefagi®mainly concentrated on
COPERNICUS (Specific Programméor Cooperation with CECs andIS) and remaingather low for
participation in the 4th Framework Programme. Poland is a member of COST (European cooperation |
the field of scientific and technical research) and EUREKA (European Research Coordination Agency).

From 1994 data and statistics in this sector are compatible with OECD standards.
Current and Prospective Assessment

In the research angchnological developmesiector importanthanges and improvements have already
taken place. Abig effort has been made ithe improvement ofthe internal structure, liberalisation,
financial support. Human resources and potential remain strong despite the cutbacks.

Nevertheless, it is necessary to imprdie level of innovativeness ithe economy generally and in
industry in particular and to enfordke links of research institutes with industry asmhall and medium
enterprises.

Poland is prepared tplay anactive role in the European research #éechnological development and
allocate thenecessary funds to its activity. prart of theCommittee forScientific Research’sudget was
allocated to cover the participation &blish scientists inthe programmes of the 4th Framework
Programme, Eureka and COST. Poldmas declared its interest imll association with the 5th
Framework Programme.

Conclusion

In the perspective of accession no major problarasexpected ithis field. Accessionvould be of mutual
benefit.
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Telecommunications

The objectives of EU telecommunicatigndicy are theelimination ofobstacles to theffectiveoperation

of the Single Market in telecommunications equipment, services aetivorks, theopening of foreign
markets to EU companies atite achievement of universally availalbileodern services for EU residents
and businesses. Theaee ackevedthroughharmonisation othe standards and conditions fervice
offerings the liberalisation ofthe markets forterminals, services andetworks and the adoption of
necessary regulatory instruments. The Directives olities needed to achieve this havew been
established,but theliberalisation of public voice telephony angeration of related infrastructure will be
deferred for a year or two after 1998 in certain member states.

The EuropeAgreement provides for cooperatiarmed at enhancingfandards and practicesvards EU
levels in telecommunicatiorand postal policies, standardisation, regulatory approaches and the
modernisation of infrastructure. The WhRaper focuses on the approximation of regulation, networks
and services, followed by further steps ensuring gradual sector liberalisation.

Descriptive Summary

In the late 1980s Poland’s penetratiate oftelephoneineswas one of the lowest in Europed the
network consisted of obsolete equipment. Telecommunications were0 especially weak in rural areas.

A new telecommunications law enacted in 188€ated a newegal personality (Telekomunikadiolska -
Spolka Akcyjna) for the national operatorand introducediberalisation going beyondhe minimum
requiredwithin the EU at thatime. Theministry issuednany licences t@ompanies wishing to become
new localoperators. After the change of government ¥993, thepolicy for the sector reverted to
monopolistic practices anather operators hawenly recently managed to becormperational in face of
poorly regulated behaviour by TPSA.

TPSA had expanded telephone penetration ofsiéwor to 19 per 100 at thend of 1995. The
government’s relativelynodestaim of having 27 lines bgheyear2000, for themoment seems achievable
if the independenbperatorsbecome effective. The government has yet to devigeliey for assuring
universal access to services in rural areas, where the penetration rate still remains very low.

The 1990 lawstill stands with the addition of some newnisterial powers in 1995esulting in a more
rational licensing policyfor local operators. Lasyear, licencesvere granted tawo competingmobile
telephone networks using the pan-European digital standard (GSM).

Current and Prospective Assessment

Degree of Liberalisation

The 1990 law introduceliberalisation going beyonthe minimum requiredwithin the EU at theéime by
allowing competition irall parts of the sector except forternational services. This boktep was not
followed through and TPSA, incorporated in 1992ill has a monopoly oboth long distance and
international traffic and ha®8.7% ofall local lines. After several lost yearshe Ministry has, since 1995,
adopted a more measured licensing policy.
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However,delays, often related to problems with interconnection, have resulted inolpeadtorsonly
recently becoming operational 8watthey have contributed less than 3%l 3million linesaddedsince
the 1990law wasenacted. Restrictions on the extentfafeign ownership, limitations on non-Polish
participation in Boards of Directors and ttiéficulty of dealingwith TPSA both for interconnection and
as a competitor, act as a barrier to foreign investment in many cases.

Alternative fixed infrastructures can be licensed to provide competing telecommunications beiluss
has so far been permitted only on a very restricted basis.

By contrast, the mobile sector is highly competitive with one NMT 450 licénoeiGSM licencesgranted
in 1996 and a further one expected before the end of 1997.

— Poland’sregulatory policy for the sectormust become considerabiyore equitable as between
TPSA and other operators in order to comply withabguis.

Approximation to EC Law

The 1990 Polish Communications Act was amended in 1995. The regulatory framework also contains tw
other importantaws. The first, the Law on Economic Activity with Participation of Foreign Parties,
regulates investment. The secotitk StateEnterprise Privatisatiodct, concerns therivatisation of

State enterprises. The spirit of these lawenerally is toaccelerate development by permitting
privatisation and investment by foreign companies in Poladdwever, theCommunicationsAct sets

limits on foreign ownership in somearts of the sectaand this is contrary téhe acquisin so far as it
applies to EU companies and nationals.

It is not entirely clearthat all operational functions wereffectively transferred from theninistry when
TPSA, themain publictelecommunicationsperatorwas set up. As regulatofynctions remained in the
ministry, further measures will be needed to demonstrate the separation requiredabgulze TPSA
holds astatutorymonopoly for international traffic. TPSA’s monopoly of long distatredfic arises
because the government has decigettolicense additionaéntrants. About 24% hyumber of EU legal
documents have been incorporated into Polish law.

Polish legislation permits the government to allow competition in all parts of the sector except internationa
services. Equitable regulatoppliciesare needed wheservices have already been liberaliseddtrules

for interconnectionwhich encourage investment armehich promote achievement of universal service
Poland probably hatie administrative capacity to comply with Community legislation and a new law is in
preparation that istended to complete thask. However, strong@olicy initiatives will also be needed

to comply with theacquisby 2003.

Infrastructure

In the late 1980s the penetratiate oftelephondineswas one of the lowest in Europad the network
was both obsolete and poorly designed. iffieal aim of the government in 1990 was to expand and to
modernisehe public telecommunicationsfrastructure and to improwe quality of services available as
soon aspossible. The measures taken recogntkadl Polish circumstancewere notcomparable with
those in even the EU’s least developed statestlaaidrelying solely onthe growthachievable by the
existing monopoly operator would not be sufficient.
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Between 1991 and 1995 the network grew f@flinesper 100inhabitants tal7.1 (but the penetration
rateremains vernjow in rural areas) and the governmairhs to have 30 lingser 100inhabitants by the
year 2000(to becompared to 44ines per 100inhabitants presently as an average in Ireland-Portugal-
Greece). There is a largeimber of unsatisfiedequests fotines. The number of subscribefsr mobile
telephony service currently is about 1.3 lines per 100 inhabitants. Digitisatioa oétwork reached 20%

in 1995 (compared to 62.4% in Ireland-Portugal-Greece as an averagenatidnavide digital SDH
backbone network ibeing implemented byfPSA, including a few digitalmetropolitan area networks
(MANs). TPSA is among the leaders amongapplicant countries in preparing to off&DN service as
widely as possible. 700 CATV networks in operation offer their services to 2 million subscribers.

The target of 30lines per 100inhabitants bythe year 2000 is modest taking insxcount thdevel of
unsatisfied demandhut it could beachievable ithe independeribcal operatorsbecome moreffective.
Considerable investment is required to complete the modernisation of the public network.

Competitiveness of the Sector

The productivity of TPSA as measured by thenber of employees/100i6es (12.9) is one of the lowest

of the applicant countries. Howevehe revenue per line (ECU 288 in 1995) should, if sustained, be
sufficient to provide effectivepublic services and to moderniseTPSA has begun to reform its
managemenstructureand practices, and tarifebalancing hagrogressedwvell. These improvements
should release fundsr reducing thewaiting list for connections and malkkbe company morettractive

for foreign investment. Because tbie supply situation andhe poor quality of servicethe sector is
probably acting as a brake treeconomy generally. Completion tife new trunk network will donuch

to improve this aspect and to make advanced services available, especially in cities.

Conclusion

Polish policyfor the sectoisince 1990 has, so fdgiled to deliverthe degree oéxpansion irthe basic
public infrastructure thahas been achieved in som¢her applicant countries. This was caused by
insufficient demonopolisation and privatisation which resultgabiorinvestment and service performance.
Recent, pre-competitiveolicy measurefor licensingand interconnection of localetwork operatorsyill
need to be substantialtrengthened if Poland is to sh@empliance withthe acquisand to achieve its
undoubted potential in the medium term.
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Audio-visual

The audio-visuahcquisaims, inthe context of the Internal Market, for tpeovision and free movement

of audio-visual services within the EU as well as the promotion of the European programme industry. Th
TelevisionWithout Frontiers Directivewhich is applicable to albroadcasters regardless of the modes of
transmission (terrestrial, satellite, cable) or their private or public nature, contaiasahis setting down

basic rules concerning transfrontlamoadcasting. The main points are: to ensure thenfimeement of
televisionbroadcasts throughoutemberstates; to promote the production atistribution of European
audio-visual workgby layingdown aminimum proportion of broadcastingme for European works and
those byindependent producers); setbasicstandards in théeld of televisionadvertising; to provide for

the protection of minors and to allow for the right of reply.

The EuropeAgreement provides for cooperation in the promotion and modernisation afidievisual
industry, and the harmonisation of regulatory aspects of audio-visual policy.

The Television Without Frontiers Directives is a Stage | measure in the White Paper.
Descriptive Summary

The legal framework for the audio-visuaector isdetermined by the 1992 Radio amdlevisionAct of
1992, which establishethe status opublic broadcasters, thicensing of commerciabroadcasters, the
programming obligations of public and commerclaioadcastersadvertising and sponsorship, the
registration and retransmission of programme services by agideators,and the collection and
distribution of broadcasting fees.

The main televisionbroadcaster i®olish Televisionthe public servicebroadcasterwhich is financed by
advertising revenues and a licence fékhe rest of the market wgivided between a number &folish
(sometimes part foreign-owned) terrestrial and satellite channels, and perhaps 1 000 cable systems, offer
up to 30 channels.

Film production in Poland is in tHeands offilm productioncompanies andtudios,including independent
producers. Overall Government subsidfor the industry wagplanned atECU 9.4 million in 1996.
American distributors control nearly the entire Polish film distribution market.

Current and Prospective Assessment

The audio-visual sector oland is attempting to re-establistelf after major upheavals iecent years,
and is characterised by rapgdowth and constant changelts ability properly to adhere to thacquis
presupposes an upgrading of ttepacity ofthe programme-making industry to metite important
challenges of an adapted regulatory framework.

While some progressias been made, Polish audio-visual legislatiomas fully compatible with EU

requirements; deficiencies remawer freedom of reception, the promotion of Europeanks, recent
works, and certain advertising provisions.

58



Conclusion

Provided that asustained effort t@adapt thelegal framework is made, anthat isaccompanied by the
necessary structural adaptationtibé industry, Poland should ladle to meet EU requirements in the
audio-visual sector in the medium term.

3.3 Economic and Fiscal Affairs

Economic and Monetary Union

By the time of Poland’s accession, the third stage of EMU will have commenced. This will mark important
changes forll Memberstatesjncludingthose that do nqtarticipate in theeuro areaAll Memberstates,
including the new ones, will participaiidly in the economic and monetary union. Their econ@ulicies

will be a matter ocommon concern and theyilvbe involved inthe coordination of economigolicies
(national convergence programmes, broad econgmdelines, multilateral surveillance, excessive deficit
procedure). They will be required to respect thatability andgrowth pact, to renouncany direct central

bank financing ofthe public sector deficit and privileged access gfublic authorities to financial
institutions, and to have completed the liberalisation of capital movements.

Accession means closer monetary and exchaatge cooperatiowith the European Union.This will
require strengthening structural reforms in the area of monetary and excatapsicies. Membestates
not participating in theeuro area will b@ble toconduct an autonomous monetanficy andparticipate in
the EuropearBystem of Central BankEESCB) on a restrictetasis. Their central banks have to be
independent and have price stability as their primary objecManetarypolicy has to beonductedwith
market-based instruments and has to"dfécient” in transmitting itsimpulses tothe realeconomy.
Therefore, reforms need to be pursued to tackle fatttatfiinderthe efficiency ofmonetary policy, such
as thelack of competition inthe banking sector, thelack of development ofinancial markets and the
problem of “bad loans” inhe bankingsector. Finally all Member statesshall treat their exchangeate
policy as a matter of commonterest and be in a position stabilise their exchangates in anechanism
yet to be decided.

As membership ofhe Europeartnion implies acceptance of the goal of EMU, the convergence criteria
will have to befulfilled by Poland, althougmot necessarily on accessiowhile the fulfiment of the
convergence criteria isot aprecondition for EUmembership, they remain key points of reference for
stability oriented macroeconomic policies, and musttiime be fulfilled by new memberstates on a
permanent basis. Hendbe successful conclusion of systematic transformation and market oriented
structural reforms is essential. Poland’s economic situationpeovgtesshas already been analysed in
preceding chapters of this Opinion.

Current and Prospective Assessment

The Polish Central Bank is independent fritv@ government in terms of the appointment procedure of the
Governor. However, the Act on the Central Bank dus®xplicitly provide the Central Bank wittormal
independence from the government in the conduct of monetary policy.
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The formal objective otthe Central Bank is the strengthening of the curreRmally, the Law isstill far
from being compatible witthe Treatyprovisionabout complet@rohibition of central bank budgdeficit
financing. Moreover, thealready loose provisions dfie Law are suspendexery year bythe Annual
Budget Law. At present, theolish authoritiesre discussinghe reform of the Act on the Central Bank.
As a result, it should become compatible with the Maastricht Treaty requirements.

Broadly speaking, monetary policy in Poland has been successful in retheiniation rate. In 1995, the
country experienced massive capital inflow, mostly ithe form ofspeculative portfolio investment. The
reason wasot only the improved perspective dhe transition process in Poland, but alsmanetary
policy fuelling real exchangeate appreciation expectations. The 1988lation outcome was quite
disappointing, with thénflation rate at about theame level as wvas in 1994. In 1996, the CentBénk
abandoned its policy ahterest rate targetingnd let theexchangeate move morefreely within a wider
band. Speculative capitadflows have almostlisappearednoney supplygrowth has beerbrought under
control and the 199 flation rate droppedignificantly. The efficiency of monetary policy istill hindered
by a segmentedtatedominated bankingectorand bankruptcy procedures alifficult to implement. On
the other hand, Poland has bebite to successfully launchl@-year floatingate bondssue in1995, and
financialmarkets are quite developdednally, the restructuringolicy of the bankingsectorseems to have
been successful in gradually reducing the bad loans problem.

The exchange rate regime in Poland is a crawling peg, with fluctuation bands around the central parity. In
first phase (October 1991 - March 199bk exchangeate was used as theminalanchor of thesystem.
Occasional devaluation episodEmed at preserving aestoring competitivenessccurred inthis period.

After March 1995, the exchange rate policy had to face a different chaltbeg@proving perspectives of

the transition process were putting appreciating pressures emdhangeate. Theexchangeateregime
became moréexible by introducing bandaround thecrawling central parity. The width dfie bands has

been increasingly widened until Janud897 and it appeatbat theincreasedlexibility of the exchange

rate has helped tetop speculative capital inflowand theensuing inflationarypressures. Since March
1995, the exchange rate has been stable and remained within the targeted band.

Conclusion

It is premature to judge whether Poland will be in a position, byirtieeof its accession, to participate in
the euroarea; thawill depend on the success of its structural transformagomitting to attain and to
adhere permanently to the convergence criteria, which are not however a condition of accession.

Following the clear switch in the monetgpplicy regime whicloccurred in 1996, Poland’s participation in
the third stage of EMU as a non-participant in the Euro-sineald pose nproblems inthe mediumterm.
However, it is important thatentral bank legislation is madidly compatible with EC rules and that the
stability orientation of current monetary argkchangerate policies is maintained. In addition, the
restructuring of the banking sector should be completed.

Taxation

The acquisin the area of direct taxatianainly concerns some aspects of corporation taxescapal
duty. The four freedoms of the EC Treaty have a wider impact on national tax systems.
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The indirect taxatiomcquisconsistgrimarily of harmonised legislation the field of Value Added Tax
and excise dutiesThis includeghe application of a non-cumulative genetak on consumption (VAT)
which is levied on alstages of production and distribution gbodsand services. Thisnplies an equal
tax treatment of domestic and non-domestic (import) transactions. The a¢4lis also contains
transitional arrangements for the taxation of transactwitisn the Europearnion between taxable
persons. In théeld of exciseduties theacquiscontains harmoniseidx structures anchinimumrates of
duty togethewith common rules otthe holding and movement of harmonised excisgi@eds(including
the use of fiscal warehouses). As a result of the introduction &itlgée Market, all fiscalcontrols at the
Community’s internal frontiers were abolished in January 1993.

The mutual assistance between MemBtate taxauthorities is an important feature adlministrative
cooperation in the Internal Market; the respective Directive covers both direct and indirect taxation.

The Europe Agreement contains provisions on approximation of legislation in the area of indirect taxation

The WhitePaper contains &stage Imeasures thosghich make ughe main requirements of tivedirect
taxation acquis (essentially,those measureapplied inthe Community up to 1993), and &tage Il
measures those which are in addition necessary to implement the full indirect tagqtien

Descriptive Summary

Direct Taxation

The two company taxation Directives aritle Arbitration Convention provide for mechanism which
applies onthe basis of reciprocity. Respective provisions taerefore bydefinition not be expected to
exist before accession.

Indirect Taxation

The overall contribution of VAT and excise duty revenué¢htePolishstate budget was about 25% and
15% respectively in 1995. This is expected to continue on an upward trend.

Value Added Tax

The current Polish VAT system was introduceduty 1993 replacintghe previous Turnover Tax?oland
applies a dual VATatesystem: a standard VAate of 22%and a reduced VATate of 7%. Inaddition
zero-rating isapplied to somextent as a transitional measttiethe end of 1998. The reduceste and
the zero-rate arapplied tothe supply of certairspecificgoodsand servicesAll othersuppliesare taxed
at the standard rate. lprinciple imported goods aresubject to thesame level ofVAT as similar
domesticallyproduced products. However, certaational produced products are zero-ratedereas
similar imported products are taxed at either the reduced or the standard VAT rate.

Certain activities are exempt from VAT without the rightttaim the input credit on sucsupplies. These
exemptions relatenainly to activities inthe health and welfaresector, theagricultural sectorand the
financialand insurancsector. Taxable personare inprinciple entitled tadeduct VAT incurred ottheir
purchases for business purposes of goods and services.
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However, unlike services provided by domestic entities, the tax on imported services is not deductible. A
a result such services bear an additiaust of 22%compared tcsimilar domesticallyprovided services.

The Polish VATAct does notontainany provisions enablintax to be refunded ttaxable persons not
established within the country.

In addition to the VAT, a further lumpum VAT is charged othe transport of goodand non-regular
passenger transport services by vehicles not registered in Poland. Thseiland@T islevied exclusively
on foreign hauliers.

Excise

The currensystem of excise duty in Poland was introduceth@asame time athe VAT system. Excise
duties arelevied on a wideaange of productincluding products other than thoseibject to common
excise dutieswithin the Community (mineral oils, alcohol and alcoholic beverages and manufactured
tobacco). Forachproduct category, the duty specific innature, except for certaimineral oils and
tobacco products which are chargeable on an ad valorem basis

Mutual Assistance

The tax administration has not yet had to develop its capacity for mutual assistartbe vathauthorities
of Member States, since mutual assistance is a feature which would only become applicable on accessior

Current and Prospective Assessment

Value Added Tax

The current VATsystem in Poland has been basedh@mainprinciples ofthe VAT legislation of the
Community. It is a solid starting point in its future alignment with the Community &@&jlis However,
it is in some respects discriminatory against imports.

Although foreign entrepreneurs havdegal right to register for VAT in Poland, in practice this is a
complicatedprocedure. Since Polandloes not operatany arrangements for the refund of VAT to non-
registered foreign taxable persons, VAT represents an increased cost to such tradedishftheatment

of imports is not in conformity witiCommunity rules and is severely discriminatory whempared to the

rules for similar domesticallyproducedsupplies. The Polislapproach regarding exempt transactions
deviates to a large extent from that of the Community legislation both in term of scope and substance. Tl
application of the reduced VAT rate is notably broader in scope compared to the Community approach.

Despite its name, the lump sum VAT has no similarities to VAT. It is neither refuniadiasthe Polish
contractor theight to deducthis levy asinput VAT. It increaseghe costs of transposervices provided
by non-Polish haulierghe charge cannot be avoided liBingregistered for VAT in Poland. Aimilar
levy on transportservicesdoes notexist within the Community withregard tovehiclesregistered in
Poland.
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Poland’s membership dhe Europearinion would require adjustments to do away witle current
discrimination against imports and to britige VAT legislation nto line with the requirements of the
Community acquisin particular as regards theystem of taxation necessary in a Community with no
internal frontier controls.

The Polish nationastrategyplan for implementingthe recommendations of tWhite Paper regarding

VAT plans togive priority to the application ofrates,including for citrus fruits as of 1 January 1998,
during the period 1998 2000. The broad scope of exempt transactiatiser than unprocessed
agriculturalproducts, are to beviewed. A refund scheme for foreign taxable persop&med to be in

place from 1999. Initiatives to eliminate the current discrimination against imports, including the lump sum
VAT, are alsoenvisagedihe presentystem as it is applied to vehicles enterigland has caused
considerable difficulties at the frontiers.

Excise
There are significant discrepancies between the Polish excise regime and EU requirements.

Firstly, there exists no excise suspensisystem wheregoods can move between authorised tax
warehouses withoytayment ofduty. Alsothe registration of traders for excise purposes needs to be
reviewed.

Secondly, there are separtdgffs for domestic and importggroductswhich provide for ahigher level of
taxation on imported products than that imposed on similar domestic products.

In the event of accession, excise dutiepooducts nobelonging tothe harmonised excise dutiegthin

the Community could continue toapply provided, however, thathey would not give rise toborder-
crossing formalities irirade between mmeber states andhat they complied withthe principles of non-
discrimination between national products and products originating from other member states.

In order toensure aorrectapplication ofthe Community excise legislation it is essentlzt Poland sets
up a warehousing system based tbe Community model asoon aspossible, strengthens control
procedures and adapts thieuctureandlevel of its excise rates in suchveay thatthey comply with the
Community principle of non-discriminatiobetween nationgproductsand thoseoriginating fromother
member states.

The Polish nationadtrategyplan for implementingthe provisions ofthe White Paper does ngirovide a
clear and detailed timetabiier future adjustments dfolish excise legislation. It is planneditcorporate
an identification number on fiscatamps which wilshow the manufacturer or importer (tigs however,
not part of theCommunityacquig. There is also a longer terpolicy to havetwo groupsonly of
cigarettes for tax purposes - long aftbrt -and to adapt excise rates motor fuels tothe EUminimum
rates. However no full harmonisation of legislation is planned.

Mutual assistance

There would also be a need, on accessiommptementthe appropriate arrangements &mministrative
cooperation andnutual assistance between Memistates. These requirements aessentialfor the
functioning of the Internal Market.
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Conclusion
Theacquisin respect of direct taxation should present no significant difficulties.

As regards indirect taxation, provided a sustained effort is made, Poland shabld tee comply with the
acquisconcerning VAT and excise duties in the medium term.

It should be possible tstart participating in mutual assistance the taxadministration develops its
expertise in this respect.

Statistics

The main principles ofthe Community acquis relate to theimpartiality, reliability, transparency,
confidentiality (of individual information) and dissemination of official statistics. In additiere exists an
important body of principles and practices concerning the use of European and interokassifedations,
systems of national accounts, business registers, and various categories of statistics.

The EuropeAgreement provides for cooperation to devedffective andreliable statistics, inharmony
with international standards and classifications.

The White Paper includes no provisions in this field.
Descriptive Summary

The Central StatisticaDffice (GUS) isadvised by a National Statistical Coun@SC) composed of
representatives of various administrations and organisationsGUBeis currentlybeingre-organised to
establish a new sharing of responsibiliigtween the headquarters araional offices. The GUS
cooperatesvith a large number of bodies the EU. Italso plays animportant role in transferring
knowledge to other countries in the region.

The legal basis for Polish official statistics consists of the 1995 Law.
Current and Prospective Assessment
Polish legislation is fully compatible with the current standards applied within the European Union.

Improvements in statistics argfill necessary insome fields. One othe main aspectsrequiring
development in the statistical system concerns the reconstruction of registers.

Conclusion

Poland should be able to comply with EU requirements for official statistics within the next few years.
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3.4 Sectoral Policies

Industry

EC industrial policyseeks to enhance competitiveness, #alseving rising livingstandards anhbigh rates

of employment. It aims aspeeding up adjustment to structural change, encouragingnéonenent
favourable to initiative, tahe development of undertakinggoughout theCommunity, and to industrial
cooperation, and fostering better exploitation ofititkistrial potential of policies of innovation, research
and technological development. EC industrial policy is horizontalabyre. Sectoratommunications
aim at transposing horizontal concepts ingpecific sectors.  ECindustrial policy results from an
articulation of instruments from a number of Community policies; it inclbd#s instruments related to
the operation of markets (produspecification and market accessade policy, state aids and
competitions policy) and measures related to industry’s capacigdépt tochange (stable macro-
economic environment, technology, training etc.).

In order to copevith competitive pressure and market foreathin the Union, thendustry of applicant
countries needs to have achieved a certain level of competitivenesstibyetioé accession. The applicant
countries need to be seen as purspolicies aimed at open and competitimarkets along thénes set

out in Article 130 (“Industry”) of the Treaty. Cooperation between the EC and the candidate countries ir
the fields of industrialcooperation,investment, industrial standardisation and conformity assessment as
provided for in the Europe Agreement is also an important indicator of development in the right direction.

Descriptive Summary

Polish industryproduced a total output of around ECU Wllion in 1995, equivalent to four-fifths the

industrialproduction of Sweden, and accountsdbout one-third of GDPEmployment in industry is at

a level of approximatel$.2 million persons (25% of theolishworkforce). Due to growth rates of 5-7%
in 1995 and 1996, industrial production is now exceeding the pre-reform levels of the late 80s.

The transition process was launched in 1989 with a comprehensive reform programme aimed at replacing
centrally planned economy by an operarket economy. The transitidoward an operdemand-led
market economy causexdrong pressures on industry to adjust to rdq@dly changing situation. The
resulting economic transformation was accompanied by a collapse in industdiattion ananajor shifts

in industrialstructure,and the share ohdustrialoutput in GDP droppedontinuously from 1990 onward

to reach 40% by 1995.
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Polish industry, main production sectors in 1995

Sectors Share in industrial Share in
employment industrial
% production %
Food products 12.9 18.5
Mechanical electrical engineering (including pressure 5.7 16.8
equipment, medical devices, measuring instruments)
Chemical industry, pharmaceuticals 7.6 10.1
Construction 5.5 6
Metallurgy (steel and non ferrous metals) 5.2 5
Textiles, footwear and furniture 10 4
of which: -furniture 3 n.a.
-leather 1 0.5
Cement, glass, ceramics, wood and paper 4.9 n.a.
Automotive industry 3.25 4
Share of industry (excluding construction) 33 in total GDP

Mainly based on the Polish questionnaire response

Agri-food is an important industriadector in Poland. Production napidly increasing and investment in
the sectohas doubled in 93-95. THeod industry features Poland's biggest compamésety agri-food
enterprises are amongst thep 500 Polish companiesmost in public ownership.The privatisation
programme is due to be completsithin the next three years. Tlsector is one of the modynamic of
Polish industry, attracting considerable interest through FDI.

The metal product and mechanical engineeringndustriesare comparable isize tothe industries in
Portugal. Production is growimgpidly and ismainly destined for the domestic market. Compared to the
EU these sectors are more dispersed, the equipment is older and labour producéwtiois. However,

size andyrowth potential of thelomestic market is large enough to sustain productiorrelavely wide

range of products althougbhwer than currentlproduced. AlthoughPoland's competitive edge in metal
products isthin, theindustry would probably bable to maintairand develop its productiorgimilarly,
mechanical engineering can bgpected to bable to adapto EU-membership by shedding medium-
technology products and further specialising in low-range, labour-intensive equipment, its future prosperit
dependingnter aliaon how long it can keep wages low and how fast itugagrade production.

The chemical industry consists largely of largetate companies of which somenay come up for
privatisation in 1997. The situation varies in the diffed@micalssubsectorsGiventhatprivatisation has
not been completed and regulatory requirements shbkemndwstry from imports to a certain extent it is
difficult to further assess tr@mpetitiveness ahe sector. In order tsuccessfullyadapt to theonditions
of the Internal Marketsignificant legislativeand administrative effortfor the demical sector will be
required.
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The pharmaceutical industry is a kegector inPolish industry and before transition Poland was exporting
pharmaceuticals to most CMEA countries. The pacerofatisation in thissector isslow and the
weaknesses of producgemarily consist of a lack of effective marketing policigsor drugs, and low
appeal. Theidimited financial resources havéed to low investment in R&Dleading to widespread
dependence on generics.

However, competition is fierce in the generics market and both Indian and Eastern European producers ¢
threatening Poland’sexport markets. Foreign pharmaceutical companiespotted the long-term
attractiveness of tholishmarket at arearly stage.Their presence now extends intgignificantpart of

the market.

Out of the around 48teel mills in the CEECs, 23 are located in PolaRalish steelproduction and
capacitydroppedsignificantly between 1986 and 1995 but a furtibapacity decline isot expected. The
Polish government intends to engage in an ambitious modernisation progranoiving the closure of
obsolete plants and new investments. However, sonfgu$0.6 billion have beernnvested and there is no
sign of strong interest from potential investors and prospects for the steel industry are uiieetiaioal,
commercial, and management deficiencies taile time to be solvedvhile environmental problems are
abundant. Regional and social problems for any further adjustment complicate further restructuring.

The textiles and clothing sectors provide eelatively largecontribution to the economy. By 1999 both
sectorsshould be completely privatised. Amotttge CEECs, Poland is theajor trade partner for EU
industry inoutward processingrade (OPT).Geographical closeness, low wagegels, high quality raw
materials demanded lifie EU market andon-availability of foreign currency ithe CEECs to import
such material favoured the development of OPT operations.

Thefurniture industry isone of the morelynamicsectors inPolish industry. Foreign capital participates
in nearlyone-third offirms. Three-quarters of the production is exported, mosttoth tothe EU. The
Polish furniture industry has a considerapleduction potential with aelatively good manufacturing
technology and can be considered one of the most promising industrial sectors in the economy.

Sincethe transition, Polantas further developed its traditional dominant positiotherregion for the
automotive industry. The transition process has been characterised by anlangger of different
cooperative ventures between EU &ualish manufacturers. Considerable investment hadakso place

in the components sector. With the furtlaerval of Korean and U$ar manufacturers the risk of over-
capacitywill further increasewhile present capacity utilisatiormates arealready low. A considerablgart

of productionwill be targeted toward the EWyhich accounts for most of exports. Wilimited growth
prospects in EU and Eastern European markets, competitive pressures will increase throughout the EU.
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The Polishshipbuilding industry was hit hard by tredllapse ofexports to the former USSR Production
has a Jper cent share in worlshipbuilding. Productivity isignificantly lower than in theeU, and only
oneshipyard has productivitievels comparable tthose of other Europegrards. However, thendustry

is internationally competitivegspeciallydue to low wages, and competgigectly with the ship repair
industry in theEU. Restructuring started in 1988d theshipyardsare working on their own restructuring
programs.

The Polish Information Technology industry is smallbut growing. It produces diversified range of
electronic equipment and components. HBaeetorhas been able tattract aconsiderable amount of
Foreign Direct Investment. Sparked by tomtinuing need for restructuring mearly allindustrialsectors,
strong demand growth is expected.

Cement, glass, ceramics, wood and papebDespite over-capacity in some of the sectors, market growth
prospects and the fatitat they haveattractedforeign participation and have so fadapted tdqlimited)
import competition seem to indicate that thesetors areviable in more open markets. Notably for
ceramics andhe paper sector, howevernamber of regulatory import restrictiossll existthat prevent

EU firms from freely entering the market.

The number opublic sectorfirms dropped, througlprivatisation or liquidation, from 6@00 in 1990 to
49 000 by end-1995. At theame time,the number of private enterprises (excluding vesyall
enterprises) increased more than twofold, to @®0. Most privatesectorfirms are smalland medium-
sized enterprise6SME). In 1995, thePolish governmenstarted thelong-delayed mass privatisation
programmethat gives participating Polish citizens stake in each of theewly established National
Investment Funds which control more than 500 enterprises through tradable vouchers.

Some sectors of thdPolish industry like construction, building materials, furniture, agro-food,
pharmaceuticals anchrs, have beemostly privatised andften with thehelp of foreign investment have
been modernised andstructured; these sectors haheady achieved international competitiveness, or
will do so, in the mid-term, thus allowing them to participgdecessfully irthe internalmarket. Yet other
industrial sectors -such as chemicalsnining, and steel, - arestil dominated by state-owneldrge
companies which still await privatisation argbtructuring. Unless this transformation isidertaken, there

is little prospect for the successful participation of these re-structured industries in the Single Market.

Current and Prospective Assessment

The distinguishing feature of Polish industry is the importance of new firms which are behdgdahesm
evidentover the lastyears despite a slow pace of privatisation. Labour productivity in industry has
increased by more than 10% p. a. over the last five years and unit labour costs expressed irfadlem.have
But it is questionable whether growth can continue atréttes Investment ionly moderate (about the EU
average) and FDlyhile high inabsolute terms, is rathemall if measured in terms of its contribution to
overall investment (about 6%, one of the lowest ratios among applicant countries).
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Polish industry is much less openttade than that of othepplicantsWhile the openness indicator for
Poland isnot unusuallylow (exports account for about 22% of GD#jual to thevaluefor Italy), other
applicantsare on aconsiderably higher level, thereby indicating thae cannotely to the sameextent as
in other applicants on international competitive pressures to correct policy induced distortions.

The need for restructuring and modernisation is exemplified by thesstael, asecognised by thBolish
authorities and reflected in the measusesisaged irthe context of ongoingntensive dialogue on this
sector.Severalother sectorsincluding notably pharmaceuticals, fabe need for further restructuring..

In the automobilesector, thetransition from-assembly lines to &lly fledgedauto industry willalso
require an effort. Privatisation and FDillyplay a key role inrestructuring, even more so in the sectors
with dominant state ownedenterprises (chemical, oimining, telecom, and metallurgy). ThBolish
government has so far been less willing than others to address the seggional and social problentisat
restructuringwill cause. Thadministrative tighteninghathas been launched to make governnoemitrol

of state enterprises more effective is desirable, but may, at least on the short run, slow down privatisation

In its 1997 National Strategy for Integration, fRelish government provides a comprehengivture of
factors influencing and measures needed for, preparation of Polish industry for accession to the EU.

Conclusion on Industrial Competitiveness

Polish industry is characterised the existence oboth avibrant and expanding new privagectorwhich
should be able t@ompete in theSingle Market in themediumterm, andother sizeable segments of
industry, most of thenstate-ownedwhich facethe urgent need for restructuring in order toabée to
compete.

An evaluation of th@cquisspecific to the free circulation of industrgods is to béound in the separate
section on the internal market.

Agriculture

The Common AgriculturaPolicy aims to maintaiand develop a modern agricultural system ensuring a
fair standard ofliving for the agriculturalcommunity andthe supply offood at areasonable price for
consumers, and ensuritige freemovement ofgoodswithin the EC. Specialattention isgiven to the
environment and rural development. Common market organisations exist to adrtheist&P. These
arecomplemented by regulations on veterinary health, plant healtaremdlnutrition and by regulations
concerningfood hygiene. Legislation also exists the area of structurgdolicy, originally developed
primarily to modernise and enlarge agricultubejt morerecently with an increasing emphasis on the
environment and the regional differentiation of the policy. Since reforms in 1992 increasing contribution tc
farm support have come from direct aid payments compensating for reduced agricultural support prices.
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The EuropeAgreement provides thieasisfor agriculturaltrade betweeoland and th€ommunity and
aims topromote cooperation on tmeodernisation, restructuring and privatisation of Poland’s agriculture
sector asvell asthe agro-industriadectorand phytosanitary standards. TWhite Paper covers thigelds

of veterinary, plant health arahimalnutrition controls, asvell asmarketing requirements fandividual
commodities. The purpose of suegislation is toprotectconsumerspublic health andthe health of
animals and plants.

Descriptive Summary

Agricultural Situation

The value of agricultural production in 1995 was approximately 5.39% of that of the Union.

The economic importance of agriculture is still relatively high. In 1995 agriculture contra68écto the
GDP, down from 12.9% in 1989. There were approximatelynilién people working in thagricultural
sector in 1995. Out of these, A8llion worked full-time in agriculture corresponding to 27% of total
employment. Although it fluctuatee number of people employed in agriculture is decreasing slowly:
from 1989 to 1995 employment in agriculture fell by 4.5%.

Out of a totalandarea of 31million ha, about 28% is covered by forest. Hgeicultural area, 1nillion
ha, represents 60% of the total area. More than three-quartersagfrithétural area is arable land. The
most important arable crops are cereals (60% of arable land) and potatoes (11%).

Agricultural production, witlthe exception opork and poultry, hasleclined substantially since transition
as a result of the drassift ininput/output price relationsyhich in particular hurt thdivestock industry.
The relative importance afrop and livestock production hashifted towards crop productiomvhich
represented about 58% of agricultural production in 1995.

Unlike other CEECs, the process agllectivisation of individual farmsvas never completed in Poland.
There are more thawo million private farms in Poland afhich only20% are considered terive their
income exclusively from farming. Farstructures aremainly small-sized. The average arabliand
occupied pefarmwas 6.7 ha, the average cattle herd wagedes of cattle (oivhich two cows) and the
average pigs herd was 8 pigslore than 50% of thedarms have less than 5 ha and occp%o of the
total agricultural areaywhile only 3% havemore than 20 ha and also occupyR@fb6 of theagricultural
area - the farm size in this category averaging 63 ha.

In addition, former large state-ownddrms andcooperatives occupy about 20% of tamble land.
Around 10% of thdand of the formerstatefarms has been privatisedThe process ogelling state
property to private investors is hampered byl#ok of sufficient investment capital, and a lapgats of

the assetancluding 2.8 million ha havebeen leased. In DecemBdEd95, around onmillion haremained

to be disposed of. In the long-term, average farm size is expected to increase, although the rwamber of
small farms (less than 2 ha) is not expected to decrease substantially.

Despite thegeneral downwardrend in agricultural production, Poland sglf-sufficient for the main
products, partly due to reduced levels of consumption. In 1996 the production of cereals wadlid2b.4
tonneswhile the production omilk was 11.7million tonnes, and the production pérk 2million tonnes
(beef:0.41 million tonnes). In 1995, 56.5% of the tofalit harvest an®.7% of thevegetable harvest
was exported. Poland ismaajor potatoproducerwith an average production in the last thyears of
28.1 million tonnes (about 4.6% of EU production).

The food processinmdustry accounts for more thame-fifth of the Polish industriabutput. However,
the technological standard and integration is less advanced ththe BU. In thefirst stage processing

70



industry productivity isather lowwhich meanghat food producers do ndilly benefit from increased
consumer spending on food.

The agriculturatradebalance has sharptieteriorated during the period of transition. 1995, Poland’s
agriculturaltrade represented 10.3% of total exparid 9.5% of total imports.Although exportdhave
increased each year since 1993 to rda€Cl) 2.1billion in 1996, imports have continued ilcrease and
have exceeded exports over this period. Agricultural trade with the EU-15 represents abouP4liéh of
exports andt6% of imports. States of tHermer Soviet Unioraccount for 30% oPolish agricultural
exports and 4% of imports. Tradeth these countries iscreasing rapidly. The main importpdoducts
werefresh fruit and vegetabld82%), processettuit and vegetable§24.2%),and non-staple products
(e.g.coffee,tobacco spirits) atl7.9 %. The main exported products were procesagdnd vegetables
(34.7%), meat and milk products (26%) and fresh fruit and vegetables (8.8%).

Agricultural Policy

The PSE (producesubsidy equivalentior Poland, calculated by the OECD, w&ik% in 1995 compared
to 49% for the EU.

In 1989, Poland went throughnaajor transition in agricultural arfdod policies. The formepolicies of
input subsidies and consumer subsidmesre discontinuedeading to substantial price increases for
agriculturalproductswith a consequent accelerationiflation duringthe transitional period. During the
years following the liberalisation of the agriculture marketsstabilisation measurewere gradually
implemented to achieve a bettaearketbalance and to stabilise priceBhe generalevel of support idess
than half the level in the EU.

Policy instruments includeguaranteed prices, asell as import and export mechanismsfor key
commodities, notably cerealsjlk products, porkand beef, and, as sudre similar to EUmarketpolicy
instruments. The Agricultural Market Agency (ARR), undergtpervision othe Ministry of Agriculture
and Food Economy, carriesut abroad range of interventigoolicies (purchase and sale of agricultural
products,accumulating and managirggate reserves agriculturalproducts,granting credit guarantees
and support for the development of wholesale markets).
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For crop productsminimum prices arefixed for wheat and rye fohuman consumption. Intervention
prices ardixed at a higher level ke. 10% more in 1995/96. If marketicesfall below minimum prices,
intervention purchases are carrmat bythe ARR,which alsopurchases grain for securigyocks. Sales
out of intervention cartake place onthe domestic market or fagxport onconditionssimilar to EU
arrangements. SincE994, the sugar secttias been subject to market arrangensémtlar to the EU
market organisation for sugar. Intervention arrangementspfdy tothe dairy sector. Aminimumprice
is establishedor milk. The ARR can intervene ithe market bypurchasingbutter and skimmed-milk
powder atfixed interventionprices from dairy plants payingpe minimum price to farmers. As market
prices formilk have beerabove theminimumprice in recent years, market intervention has tigeted to
seasonal purchases.

Intervention activities ithe meat sector have general been limited tpork which is traditionally the
main meatproduct. Intervention arrangements are also provided for inbtef sector whergurchases
are currenthfimited to maintainingstate reserves. Markatrangements foother agriculturalproducts
aregenerally limited tamport andexport arrangements. However thRR can also apply intervention
measures for these products in case of serious market imbalance.

Market and support prices in Poland (with the exception of wheat and pigmeat) are significantly lower thal
EC prices. Cereal prices in Poland atabilised closer tehe world market price than th&C. The
intervention price of wheat and pigmeat w&%o of the Edntervention price in 1995-96, argigmeat

prices were on avera@3% of those of the EC between 19881 1995. On thether hand the target
price for standardised cowrsilk wasonly 50% of the EU in 1995/9&nd beef pricewerestill only 46%

of the EC price in 1995.

The budget expenditure for the agricultulsattor amounted to ECU 2k#lion in 1994 representing 9%
of the total government budget.

By far the biggest share of the agricultural bud@@es in 1994increasing from48% in 1990) islestined
for the farmers’ social security system, 8.1% for the reduction of igpsts,while only 4% ofthe budget
was spent on price andcomesupport. Withcontinuing structuraémployment problems and an ageing
rural population(8.6% of therural population received sociglipport in 1995, aagainst4.5% in 1988),
this emphasis is likely to remain for the foreseeable future.

Currently, a wide range of activities relating to rusafuctural andcenvironmental developmeate being
undertaken (support fdand privatisation and ownership transformation in agricultumegrated rural
development and development of technical infrastructure in aweas, creation of a modesgstem of
financial services to agriculture, modernisation of farms and compaunpgsying inputs tagriculture and
food processing plantglevelopment of agricultural market infrastructure, harmonisation of rural and
agricultural policy with environmental protection requirements).
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A number of measures, such as assistance to modernistioctural improvementgstablishment of
young farmersfarming in lesfavoured areasarly retirement etc. have been,ave being implemented.
These measures ggenerally similar to EUneasures. Structural measures aistudesupport to reduce
production costsuch as preferential operating credits, improved uskertlisers and planprotection

products,improved livestock breeds andx relief. The funding and consequentiyre impact of these
policies is, however, limited.

In 1990, the statenonopoly of foreigrirade wasabolished andtate-owned enterprises were no longer
privileged by specifidrade advantagesPoland removed most of its non-tariff protection measures in
1990, maintaining relativelyow customs tariffs. As a result, Poland had one of the hibesal customs
systems irEurope in thesarly 1990s. Tariffs for food andagriculturalgoods werébetween 5 an@5%.

As a response tdifficulties in food andagriculturaltrade,and of deteriorating farm incometfie Polish
government gradually increasédrder protection and introduced a new tasthedule for agricultural
commodities, including variable import levies on agricultural commodities, along mechamshasto the
former EU import regime.

With theimplementation othe Uruguay Round Agreement thariable leviesvere transformed intbixed
tariffs. Poland has made its commitments in US dollars. The paainof domesticsupport is the
Aggregate Measurement 8tipport (AMS)which will be limited to $3.3billion by the year2000. Poland
has adopted the EU tariff nomenclature. Poland has estalbimhiedimaccesgjuotaswith tariff varying
from 10-60%,with tariffs outside quotas aignificantly higher levels.Poland’s commitment is made in
such a waythat it ensureghat nofinal bound duty rate is lowehan the corresponding Etate. The
exportsubsidy commitmentamount to $672nillion in the base year. The most important outlays are
foreseen for processed fruit and vegetables.

For fresh andorocessed measubsidised quantities (ea8l®,000 t) exported weremall, but had avery
high per unit subsidy. Export subsidies for cereals are not permitted under the Commitment.

The tradearrangements under thleurope Agreement, providing in agriculture for mutual impdtatiff
preferences, have been in fosiece1992. In the framework of CEFTA (Central European Free Trade
Agreement), Poland noWwaszerotariffs on nearly half ofts agri-food imports (non-sensitiygroducts)
from Hungary, the Czech Republic, Slovakia and Slovenia.

Poland is in the process of harmonising its legislation in accordance with the White Paper.

Poland has an institutional infrastructure with a certain number of agemaregjing differenaspects of

Polish agricultural policiesnder the centraksponsibility ofthe Ministry of Agriculture, and an emerging
structure offarmers organisations whidre assisting farmers in various ways guldying an increasing
role in agricultural policy formulation and implementation.

Chambers of Agriculture have been established at provincial (voivodship) and natiehahder the Act
of Chambers of Agriculture (April 1996).

There are more than twenty producer associations representing various production s&htss.
associations provide members with information and adviceatters pertinent to the sector concerned,
carry out promotion activities and participates in the formulation of sector specific policies.
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Current and Prospective Assessment

Provided its competitivenessilwimprove over time, Poland has a substantial potential to increase
productionfrom currentlevels, in particular insectors where the EU @slready self-sufficient or an
important exporter.Although domestic consumption, in particular &mimalfeed, is expected to absorb
most of the increase in production for cereals and oilseeds, Polish export of these pratiatxgected

to become significant. Polanchay become asmall net exporter ofcereals in themedium-term.
Production is also expected to increasbstantially inthe livestocksector,although by theyear 2000
productionlevels for milk and beef would still be lower than in 1990Pigmeat is forecast thave
recovered to aimilar level whilethe production of poultry meat is expectedricreaseabout a third to a
level well above 1990.

With about a quarter of the work foremployed in agriculture ankigh rural unemployment in some
regions, Poland faces a hutgsk informulating andimplementing a sustainableiral and structural
development policy. Privatisation and ownership transformation of paedent a majochallenge.
Disease and pollution damage exists to Pdisbsts and, in certain areas of the country, groundwater
pollution as a result of nitrate run-off is a major problem.

The Polishfood processing indiry will facestrong competitiomot only in their export markets bualso

on the domestic market. Some development is also needattreasethe efficiency of the food
producer/first processor interface, Bxamplethrough better marketinghannels and enhancing price and
quality information. Considerable investment is also needed to thesgfacilities (for exampleabattoirs)

up to EU standards. The further procesgag of the sectohas undergone a considerable amount of
privatisation and rationalisation making it a relativelynamic sector. Furtheprivatisation of certain
sectors (such as sugar and fertilisers) would contribute to increased competitiveness.

Poland haghe clearpolicy objective ofadapting to EU legislation and new legislation passe@dent

years reflects the main elements of the CAP. The administrative institutions carry out tasks similar to somr
of the tasks carriedbut by the menber statesadministrations such as intervention, management of
reserves, social and retirement paymesits, Nevertheless major differencesll remainbetweenPolish

and EU policies related to agriculture.

The stateintervention agency (ARR) appears to have actemmercial andinancial activities in the
agricultural marketshat gobeyondthe intendedpassive roll of intervention agencies undee CAP,
notably state reserve procurement, crddiincingand a relativelyhigh degree offlexibility in deciding
when market intervention shall be activated.
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The market suppornineasure in the pigmeaector, inparticular thepublic interventionmeasure, would
need to be adopted @ommunity policies. Witlregard to marketing requirements, Poland is in the
process of adaptinguality standards for most fruit and vegetabl€dassification schemes and marketing
standards in thdeef, pigmeat and poultrgectors would need to bearmonised to EC standards.
Producer organisationsxist but may need to benore effectively co-ordinated andvholesale market
structures in the fruit and vegetable sector require development.

Certain marketpolicy instruments applied ithe EC are nowpplied in Poland. This includes key
instruments such as dairguotas, key features ofthe arable crop scheme(base area, set-aside,
compensatory payments apdemiums inthe livestocksector), aswell as certain rural and structural
development programmes. Management and control of these measures would nedgtively
sophisticated administrative systenmg;luding anappropriateland register and cattléentification and
registration systems, given the large number of small farmers.

It is clearthat theadministrative capacity would need to be further developed in these areas if these
measures were to be applied in Poland.

It is difficult to foresee at thistage what will be the development of agriculteabportprices in Poland
in the period beforaccession; this will depend on a numbefautorsincluding the domestieconomy,
the situation on export markets, and the development of price support levels in the Union.

Although progressias been made in adapting rural and strucpobties, some othe supporimeasures
aimed at reducinghe costs of production, in particuleaput subsidies, appears to be inconsisteitt
Community policies.

In general, despite a number toddeissues, Poland is correctipplying the provisions ofthe Europe
Agreement concerning trade with the Union in agricultural products.

Poland is makingrogress in introducing thlegislation identified inthe White Paper. However, most
areasstill require adjustments tcomply with EU legislation. Irthe veterinary field, primary legislation
(the newVeterinary Act) is in thedegislativeprocess. Secondalggislation which can bpromulgated by

the Government is in preparatiomdependently ofthe primary legislationbut cannot be introduced until
the new law is enacted.

The Polish government is ithe process of prepariniggislation inthe fields of national veterinary
supervision,animal protection,breeding andeproduction offarm animalsand supervisiorover feeding
stuffs, that should bring the legislation in these areas into conformity widtttjugs.

Negotiations on arequivalencyagreement in thereterinary and phytosanitargectors wereformally
started in 1995 but progresms been slowvhile the Polish services have been concentrating on the
approximation process.
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Poland has a relativelglaborate infrastructure for veterinary control and inspechoth at the borders
and internally. The servicesare undergoing structural changexluding some decentralisation of the
services accompanied by a large reductiomfifial veterinarians, in particular at head offices and the
emergence of a private veterinaris@ector. Furthermore thiecreased fragmentation of thigestock’s
units may make inspection and overall diseasmtrol moredifficult. The new veterinanAct, when
adopted, will establish the legal base for both the private and public veterinary services.

The facilities atborderinspectionposts arestill inadequate foCommunity veterinargontrol. Complete
facilities for the inspection of liveanimalsandanimalproducts at the bordemspectionposts are not yet
availableand most border checks dmnited to controls on certificates another documentswith the
majority of physicalchecks beingundertaken at destination. Currently, tRelish situationdoes not
appear to completely comply with the EU import rules from third countries.

As regardsnternal measurethere is a need for thieolish authorities to ensure Polandisimal health
status in respect of certain EU requirements. System of registration of holdings and identification of
animals will need to badjusted to the EWdystems. The&oncept ofregionalisationappearsto benly
partly applied. Eradication practices regardiogifiable diseases nedarther exchange of information to
establish if they conform to EU legislation.

There will be a need to upgrade certain food processing establishments in particulan&tiotied market
to develop acceptable veterinary audit and certificgiirmcedures, also for both imports and exports and
to maintain an adequately structured, resourced, staffed and trained veterinary sector.

Polish legislation is well developed regarding seed and propagadtanial and Poland enjo@ommunity
equivalence unde€Community legislationfor a number ofproducts. Poland will need, however, to
approximate its legislation to EC requiremeioisspecies wherequivalency hasot beerestablished. A
new law oncrop protectioncame into force inJuly 1995. However, a certain adaptation to EU
requirements is still necessary.

In the field of animal nutrition, new legislation is foresee@397,which shouldadaptPolish legislation to

EC requirements. The approximation of legislatiorthiafield of plant health shouldot createmajor
obstacles, althouglproper implementation will need to be enforced. Thentrol and inspection
arrangements appears to be inadequate to ensure the appropriate level of protection. The above mentio
concerns abowtnforcement of external border control atisease control ithe veterinaryfield are also

largely valid inthe planthealthsector. However it will b@ecessary twerify if the institutions arable to
implement the new legislation.

Concerning pesticide residues and plamotgction products, there ishégh level of compliancavith EC
requirements, thougproperimplementation vil need to beassured. In the area of orgariarming,
legislation is under development with draft legislation expected by the end of 1998.
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Conclusion

Important efforts of alignment to the acquis are still necessary, although significant progress has been ma
in adopting the measures mentioned in the White Paper.

Particular efforts are needed in relation to :

- establishment of aoherent structural and rural developmgoalicy to deal withthe problem of
Poland’s agricultural structure;

- implementation and enforcement of veterinary and phytosanitary requirements and upgrading c
establishments to meet EC standards; this is particularly importantegi#ind to thanspection and
control arrangements for protecting the EU external borders;

- strengthening of the administrative structures to ensure the necessary capagtgrneentand enforce
the policy instruments of the CAP;

- further restructuring of the agro-food sector to improve its competitive capacity.

If such progress iaccomplished, accessiontime mediumterm shouldhot beaccompanied by significant
problems in applyinghe common agricultural policy in aappropriate manner although a solution to
Poland’s structural problems will require a long-term approach.

Fisheries

The Commortisheries Policy includes commamarket organisations, structuiadlicy, agreements with
third countries, management and conservation oféishurces, anscientificresearch in support dhese
activities.

The EuropeAgreement includes provisions concerningde infisheriesproductswith the Union. The
White Paper includes no measures in this field.

Descriptive Summary

In 1995, Poland’sfisheries sector employed 40,000 people and contributed.4% to the GDP.
Approximately450,000t of fishvalued atECU 350million was caught. A total of 3Bigh-seas factory
trawlers (downfrom 51 in1993) accounted for 61% of the total catch of Pladish fleet by volume and

90% byvalue. Most of the catctwas Alaskan pollack and depends tgraat extent orfishing rights
agreed with Russia in tigeringSea. Theigh-seas fleet is beimgn-down due to age arichited access

to other countries’ fishing zones. The 403 cutter vessels in the Baltic fle#tea®d0 boats of the coastal
fleet catch, subject to quota, mainly cod, sprat and herring - althbagjuotas of thiasttwo species are
under-utilised. 85% of the Baltic fleet is at least 15 years old and generally outdated and under-powered.
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The processing sector is in a restructuring phase. About 40% of the 377 enterprises stilirantiye in
this sector in 1995, have less than ¢employees. The high-seas catchrigcessed on-board and exported
directly, making a major contribution to the positive balance of the fisheries sector.

Production of thenain inland fishengpecies, carp anout, has increased in value froBCU 30million
(27 000 t) in 1993 to ECU 5aiillion (36 000 t) in 1995. Fish-farmingtakesplace in availabl@onds and
lakes belonging to agricultural and other private holdings rather than in purpose-built units.

Poland’sfish production and foreigtrade dataywhen compared tthe corresponding EU figures, show
that itcan be placed in the average category of EU countried.996, Poland produced 4.85% of EU
productionvalue and has a positiveade balance (in valuégerms) with theEU. As atrading partner,
Poland represents 1.75% of Eatal fish importsand70% of EU imports ofisheriesproducts from the
candidate countries alorii@ terms of value). As regards EU exports, Poland rec&v& of our total
exports offisheriesproductsand 44.8% ofour exports othese products to theandidate countries (in
terms of value).

Notwithstanding theCommunity’s and Poland’s mutuahterest in negotiating reciprocal trading

concessions regarding fisheripeoducts, these haweot yet been negotiated in the framework of the
Europe Agreement due to the fact that on-going negotiations dishéng agreement on access to

resources are ngetfinalised. Poland had concluddisheriesagreements with Russia, the USA, Canada,
Mauritania and Norway.

Current and Prospective Assessment

Management of the resources in Beltic is currently accomplished betwetre EC and Poland in the
framework of the Internation&altic SeaFishery Commissio(IBSFC). According to thelataavailable,

no major problems should be expected with regardéisteries agreements concluded and Poland’s
membership to international or regional fisheries organisations.

Poland replaced the former centralisgdte system by a free market system ahé privatisation of
enterprises. There is howevstll a lack of auctions and market structures. Tim@jority of existing
processing plants do not conform with the EU’s hygiene and sanitary regulations.

It will be necessary for Poland s&stablish a fisheries administration which is capable of implementing the
Common Fisheries Policy - iparticular, themanagement ofesources, thé&eeping of afishing fleet
register, theapplication of structurgbpolicy for the sector, thenanagement ahe market scheme and the
collection of all statistical data - as well as the EU’s policies on health, hygiene and environmental matters
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Efforts arebeingundertaken with aiew to adaptinghe sector forccession. Polish fishermen, already
experiencing morémited opportunities to fish in distant waters, wllobably depend more and more on
Baltic Sea stocks, fawhich acertain over-capacity exists. Thidl lead to a reduction dhe wholefleet
with effects onthe processing indiry and accompanying socio-economic problems,thademaining
fleet will require a modernisation programme to make it competitiverespect the EU’snulti-annual
guidance policy as well as EC regulations covering hygiene and safety.

Conclusion

In the mediumterm, Poland needs to make furthmogress inmodernisingthe sectorand creating
structureswhich correspond to the features of the E&hery industry. Once th@roblems of access to
resources and mutual trading concessions are solved, no major problems should be expected.

Energy

Main EU energy policy objectives, as reflectedia Commission WhitdPaper‘An energy policyfor the

EU” include enhancement of competitiveness, security of energy supplies and igmotefctthe

environment. Key elements othe enegy acquiscomprise of Treaty provisions and secondagyslation

particularly concerning competition arstate aids, internal energy markeincluding directives on
electricity, price transparency, gas and electricity transit, hydrocallm@msing, emergencyesponse
including securitystock obligations, etq, nuclear energy, asell as energy efficiencgnd environmental
rules. Development of Trans-European EneMptworks andsupport for energyR&D are other

important elements of energy policy. Ongoing developmemisde liberalisation ofthe gas sector,
energy efficiencyacquisand the Auto-oil programme.

In the field of nuclear energythe Communityacquis has evolved substantially frothe original EAEC
Treaty to a framework dégal and political instruments)cluding internationahgreements. At present, it
addresses issues of health and safetgluding radiation protectionsafety of nuclear installations,
management of radioactiwgaste,investment includingcfURATOM financial instruments, promotion of
research, nuclear common market, supplies, safeguards, and international relations.

The EuropeAgreement provides for cooperation to develop the progressive integration eheirgy
markets in Europand includes provisions on assistance withim relategolicy areas. Thé&Vhite Paper
preparing CEECs for thmternal energy markeainderlinesthe need forfull application of key internal
market directives in combination with EC competition law. Ash@nuclearsector, theNhite Paper
refers to nuclear supply, safeguards and shipments of nuclear waste.
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Descriptive Summary

Poland’s energy economy is dominated by domestic solid (hatsl coal, but alsbgnite), representing
three-quarters of the energy balance. Oil represents only 15% of the country’s energy needs. Poland is:
seventh world producer of hard coal (reserves oftildn tons, 4% of world production) producing a
guantity equallingotal EU levels. Ligniteproduction (68million tons perannum) is economicallyiable

and is progressivelgoncentrated at one deposit in Central Poland (Belchatow). Due to its economic,
social and regional importan€@% of GDP, aarge number ofvorkers, closdink of coal to thesteel
sector, concentration of coal in one region), the energy sector is a key issue in the restructuring process.

Poland doesiot use nucleapower for the production adlectricity anddoes notntend to do so at least
before 2010. Onstate ownedVaterials TestindReactor is used for the production of isotopdh fuel
procured from Russia.

Energyefficiency istwo to threetimes lower tharthe EU averageyhich combined with pollution from
the coal sector or oil refineries, cause serious environmental consequences.

Poland is integrating increasingly its networks witlose of the EU. The test synchronous electricity
connection since 1995 witthe Western European UCPTEystem should b&oted and the future
completion of the gas pipeline Russia-Belarus-Poland-EU, will ensure a strategic iséstdiod the EU

for Russiangas, thusmproving the Union’s security of gas supply. The Balports could increasingly

play a role for oil and gas imports.

Current and Prospective Assessment

Restructuring of the energy sector has been delayed by the late adopti@mverfadiPolish Energipolicy
(1996),which however is in line with EU-energy policy. Objectives of ghadicy include:introduction of
more competition in the sectagnsuring security of energy supplies and protectiothe@environment.
The competition framework in the energgctor isprogressively approximating witine directives of the
internal energy market in combination withe application of EU competition law.Here theanti-
monopoly laws which is partly applicable toe energy sectognd therecentlyadoptedEnergy Law
(expected to enter into force end 1997) are tondied. The energlaw foresees suchatters as the
establishment of eegulator onlicences, tariffs, access t@tworks, separation of accounts of production,
transmission and distribution activities. Most energy companestate ownedhonopolies, although oll
tradehas been liberalisedThe Polish Government has recentifroduced import tariff§or oil products
in order to protecits oil refineries, beingestructuredwhich inthe futurewill however have to compete
on the saturated European market. The import barriers spoadgessively be dismantled ithe near
future.
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As demonopolisation or privatisation plaear®beingprepared, it appears that in thlectricity sector, new
structureswill be based on privatised distribution, generation and third party access to grids. There is als
a clearlink between coasector restructuringnd price setting. In thal sectorprices have been recently
liberalised. Energy prices have been incredmegarticularlythose for households (for social reasons) do
not yet cover costs.

Domestic solid fuel will also in the future play enportant role in théolish economy. The government's
restructuringplan foresees, with theecessary mine closures, a reductioprafduction andedundancies

until 2000. This requiressignificant redundancies untl000, whereas productivity shouidcrease by

25%. According to the plan, remaining mines should become profitable by 1998 and debt repayment cou
start. Howeversome questionsemain unsolved such dke financing of the environmental measures
needed to remedy the sev@reblems related tthe use ofolid fuels particularly affectinghe Katowice
Voivodship. In thiscontextequally,the statesystemfor restructuring W have to be assessed against EC
competition rules as well as specific ECSC state aid rules.

Poland hasdopted an “Act on the State stowserves and obligatostock reserves of fuel”, whereas
present oil stocks are estimated at 30-35 days of consumption. These elements constitute a basis for fut
compliance with ELacquison emergency preparedn@ssiuding the obligation to hold ninety days of oil
stocks, which however still requires sizeable investmentsThe energy law,which needs to be
implemented, foresees suetatters as thestablishment of eegulator, rules oficences, tariffs, access to
networks, separation of accounts of production, transmission and distribution activities.

Poland hastarted thedevelopment of EU-conform energficiency (e.g.labelling appliancesminimum
efficiency standards) andnvironmental normdut moreremains to b&lone. Particularlythe adaptation
of the Polish refineries to Community standards need considerable investments.

Nuclearfuel for the material testingeactor is procured from Russianmanufactured form. There is no
uraniumproduction orfuel fabricationfacility in Poland and speffiiel fromthe testing reactor is stored in
ponds at the reactor site. On tbager term drystorage is undenvestigation insideéhe building of the
former EWA research reactor, which is under decommissioning.

Although Poland has no nuclgamwer programme teeds to comply witthe provisions ofthe Euratom
Treaty, in particular those related sapply of nuclear materiaihe nuclear common market, safeguards,
health and safety and international agreements. In fiedds, Poland igarty to all the international
regimes and has bilateral agreements with RussiattendJS. Poland has a full-scope safeguards
agreement with the IAEA, so ithis andthe other areasbove no majodifficulties are expected in
applying Community legislation, or in integrating Poland into Euratom’s international nuclear policies.
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Conclusion

Provided that current efforts are maintained, Poland should be in a positampty withmost of the EU
energy legislation ithe mediumterm. However, matters such as the adjustmenasfopoliesncluding
import andexportissues, access to adjustmastworks, import barriers fasil products, engy pricing,
emergency preparedness includihg building up ofmandatory oilstocks, staténterventions in theoal
sector, and the development of energy efficiency and fuel quality standards need to be closely followed.

No major difficulties are foreseen for compliance with Euratom provisions.

Transport

Community transport policy consist of policies and initiatives in three fundamental areas:

— Improving quality by developingntegrated and competitiveeansportsystems based on advanced
technologies which also contribute to environmental and safety objectives.

— Improvingthefunctioning ofthe single market in order to proma#iciency, choice and user-friendly
provision of transport services while safeguarding social standards;

— Broadening the externa@imension by improvingransportlinks with third countries and fostering the
access of EWperators to other transport markets( Td@mmonTransportPolicy Action programme,
1995-2000)

The EuropeAgreement provides for approximation lefyislation with Community law andooperation
aiming torestructure ananodernisetransport, thamprovement of access tthe transport market, the
facilitation of transit and thechievement of operating standards comparabtadse in theCommunity.
The White Paper focuses on measures for #oeomplishment of Internallarket conditions in the
transport sector, including such aspects as competition, legislative harmonisation and standards.

Descriptive Summary

Poland is a transit country between WestBurope and the CIS asvell as between Northern and
Southern Europeand is crossed by four Trans-European Corridatentified atthe Pan-European
TransportConference irCrete. As a consequencesabstantial increase in traffic hteken placesince
1990, mostly usingroadinfrastructurewhich wasnot built for suchheavy traffic.Poland has had to invest
in significant improvements titss road networkmany of whicharestill under way, and to develop border
crossing infrastructures.
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This geographical situatiompgetherwith the general improvement dghe Polish economy, le@after the
opening of the CEECSs) to a change inttadal split inthe transport sectowith road transport of goods
increasing its sharyhile inlandwaterways lost more than a third of traffic, aadwaysmore than dalf
between 1990 and 1995. There has been a slight increase in air traffic in the last five years.

Current and Prospective Assessment

As regards completion of theternalmarket, Poland has made considerable effortsdimpt theacquis
Poland’s internationdtansport sectoalready broadly applies rulsgmilar tothe Union’s, in particular in
the maritime, inland waterways, combined transport and road passenger trigisisoRoland should not
meet with any difficulty in adopting arichplementingthe measuresplannedfor 1998 - required in the air
transport sector toring itself into linewith theacquis In therail sector, careshould be taken to ensure
that theacquisis effectively applied; the public service aspects and standardisation of accounts will have tc
be monitored over theoming years. Theoad haulagesectorcomplies withmost of theprovisions of the
acquisrelating to international traffibut the operation of its domes@aem posegreater potentiatisks.
This aspectwill require close attention and is of particular importance in the context of a ttioe
without internalborderswhenroadhaulagecabotage will be totally unrestricted. If it is to be in a position
to enter theUnion’s internaltransport marketPoland will have to make an eargyart onputting its
domestic haulagsector in order both as regards maikatess conditions and compliance with safety
and social rulesThere must also be an enddiscrimination against Community hauliers, whiclsi
being applied directly or indirectly by means of the road tax or VAT systems.

The development of an integrated and competitits@sportsystem is an objective of whidhe Polish
authorities are awarechieving an acceptablevel of safetyand optimal use ahe transporsystem are
probably going to béhetwo main difficulties. Poland’s progress osafety is satisfactory otine whole. In
contrast, theobjective of coherence ithe transporsystem appears harder attain. Poland iskely to
face a steady rise in the shareadd transporand wil have tofocus its efforts on the use dilways and
inland waterways.

In order toimprove linkswith the MemberStatesand its neighbours, Poland ptanning to invest about
ECU 5hillion of its own budget over the period 1995-99r@nsport infrastructure used byernational
traffic, primarily ontrans-European corridor§his sum amounts tabout 1.2% of GNP, sespectable
enough figurebut notnecessarilyone that will cover needs, articular as Poland had no motorway
infrastructure until1990. Any reduction in this amount as a result of budgetary constraiigkt only
serve to exacerbate this relative shortcoming.

Conclusion

Poland has made notalpeogress in the adoption of tlaequisin the transport sector. Provided that it
moves swiftlyand decisively on the operation of its domest@d haulage markdin particular ormarket
access, safety rules atak) andclarifiesthe procedures famplementingthe acquisin therail sector, the
transport sector is unlikely to pose major problems as regards adoption of the internahoupriket
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It will be necessary to maksure, however, that the resources avrailable whichare needed ttay the
foundations for the future trans-European transport network extended to the candidate coghidieg,
transhipment centres such as pedsand crossing points on the borders with @& countries, if these

are to become the future external borders of the Union. It would alsadwsablefor Poland’s
administrative structures, and in particular bodies supervising areas such as safety, to be rapidly reinforce

Small and Medium Enterprises

EU enterprisepolicy aims atencouraging a favourable environmdot the development of SMEs
throughout the EU, atmproving their competitiveness and encouraging their Europeanisation and
internationalisation. It is characterised byigh degree ofsubsidiarity. The complementary role of the
Community is defined and implementdttough aMultiannual Programméor SMEs in the EU. This
programme provides tHegal andoudgetarybasisfor the Community’s specifiSME policy actions. The
acquishas so far beelimited to recommendations on specificeas, althougkegislation inother sectors

also affects SMEs (e.g. competition, environment, company law).

The EuropeAgreement provides for cooperation to develop and strengthen SMEs, in particular in the
private sector,inter alia throughprovision of information and assistance on legal, administrative and tax
conditions. The White Paper contains no specific measures.

Descriptive Summary

Polish SMEs play animportant role in the economy. THeures for 1995 show that 29% of the
workforce in industry, construction asérvicesareemployed inSMEs with less than 5@mployees, 23%

in SMEs with 50-25@mployees. The number of people employe8MES has increased in recent years
and is expected tgrow as theprivatisation process is carried further. Thenber of enterprisasficially
registered amount to 2rhillion, aboutalmostall of which belong tothe privatesector. Small scale
privatisation has globally been rather successful. More than 98% of the retail and wholesale businesses &
95% of small companies have been privatised.

Current and Prospective Assessment

There is to date no SMEpecific regulatory framework. SMES, are created apérateaccording to
general legislation regarding economic activity. déaft law is beingworked out containingthe official
definition of SMEs. There arspecific regulations regardingpoperatives, trusunds and foundations.
For the self-employed orfor a civil corporation, whosancome is belowECU 400 000simplified
procedures of accounting are permitted.
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A specific SME policy programme was adopted by tiolish Government 995, aiming at the
development of SMEs, an@cognising that SMEs have a positimuence onthe industrial structure.
The document proposes nédggal, financialand organisationadupport for SMEsand the extension of
institutional aid with regard to the access to information and educathile there is éasic commitment

to an SMEpolicy in Poland, there arstill some problems wittthe cooperation betweedifferent
ministriesand structuresivolved in this policy. While the basicstructures are in place, there is a need for
better and clearer co-ordination of efforts directevards SMEs,measures aimed aimplifying
legislation to make itmore SME friendly, as well asstrengthening of thesupport infrastructure,
improvement of the tax environment, and development of SMESs’ access to financing.

The on-going efforts to strengthen the SMEs during the pre-accession period will therefore need to
continued.

Conclusion

No particular problems are foreseen for Polish accession with respect to SME policy.

3.5 Economic and Social Cohesion

Employment and Social Affairs

Community social policy has beédeveloped through ariety of instruments such as legal provisions, the
European Social Fund and actions focusedsgerific issues, including public healgoverty and the
disabled. Thdegal acquiscovers health and safety wabrk, labour law and working conditions, equal
opportunities for men and women, social security co-ordination for migrant workers and tobacco product:
Social legislation inthe Union has been characterisedldying down minimumstandards In addition, the

social dialogue aEuropeanlevel is enshrined ithe Treaty (Article 118B), and therotocol onsocial

policy refers to consultation of the social partners and measures to facilitate the social dialogue.

The EuropeAgreement provides for approximation tgislation with EC law andcooperation on
improving standards of health and safetyvadrk, labour marketpolicies andthe modernisation of the
social security system. It also provides Communityworkerslegally employed irfPoland to bdreated

without discrimination ongrounds ofnationality asregards their working conditions. Thhite Paper

provides for measures for approximation in all the areas afcitpais
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Descriptive Summary

Based on degalframework agreed in 1991, Polahds developed a social dialogue wittile participation

of the governmenemployers’ and employees’ organisatiort®r employees, Solidarnosc and OPZZ are
the key players, whilethe mainemployers’ organisation ithe Confederation oPolish Employers, a
member ofthe Union of Industrial and Employers’ Confederation Burope (UNICE)and the
International Organisation of Employers. Tripartite negotiations tend to be the norm. Tinetrgesa

clear division oflabour between thesocialpartners and the governmerEmployersare often represented

by representatives from publiompanies which are not privatised. Genuine private collective negotiations
are rare.

A decrease in agriculturaborkers (still a mainsectorwith 27% of active population) anandustrial
employment, whiclwasonly partially offset by increased private employmenthe servicesector,led to
an unemploymentate of 12.4% in 1996@ccording to ILO methodology. Regional disparities in
unemployment are substantial.

On employment policy, Poland has developed a regionalised employment setere tchandle active
labour market policy. This process of creating modern labour market institutions needs to be continued.

New social security schemes are being developdificult conditions offiscal restraint,includingthe task
of modifying the indexation of pensions. The Sejm has recerdled throughpension refornbills which
means that pensiongould come fromthe present form of insurance, from compulsory aallintary
capital insurance and from additional insurance. Presénéyl.abour Fund is the am source offinancing
unemployment benefits and active labaunarket measures through tistate budget (about 62%),
compulsory contribution$36%) and other revenue. In 199%oland speni8% ofits GDP onsocial
security. Continued efforts are required to ensure that measures of social protection are developed.

Problematic areas likeommunicable diseases apidod safety indicatéhat Poland needs tsignificantly
improve its health system.

Current and Prospective Assessment

In Poland, there is a Labour Code setting out the principles and organisational matters for the protection
safety and health at work. The Ministry for Labour is planning to readapt this Code in the light of a further
approximation to the Communiicquis Poland has inspection services whaeh in accordance with ILO
Convention N°81. For aseries of specifiareas workneeds to be continued and completedritier to
approximate the standards to the Commuadiguis.
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The measures introduced by Poland in the area of ldaaunearly bring their legislativsituation inline

with the EU. There appear to bminor shortcomings, such asbour offices which donot fulfil their
obligations in cases of collective redundancies arldefield of working time, wherehe minimum annual

paid leaveappears different from EU requirements. These pamtkding adjustments to be made to the
Polish Labour Code, are likely to be solved without major difficulties. The information and consultation of
workers through democratic armfficient workers’ representation ocompany level asequested by a
number of EC Directives should be further developed.

On equal opportunity, theasic provisions of EC non discrimination law between womennasrd are
covered byPolish legislationput the nordiscrimination principle isiot dwaysrespected in areas such as
equal payfor equalwork. The difference in pay between women ameén is considerable. Legal
adaptation is also necessary for parental leave.

Concerningthe right to the freenovement ofworkers, there would appear to be no obstacles to prevent
Poland from being able to implement the provisions ofattwuisin thisarea. The introduction of the right

to free movementill however require changes in thational law, particularly asegards access to
employment and a treatment free from discrimination on grounds of nationality.

In thefield of socialsecurity for migrantvorkers,accessiordoes not, in principle, poseajor problems
although some technicabdaptations will be necessariore important is th@dministrative capacity to
apply the detailed co-ordination rules in cooperation with other countries. Poland appearsiariyave
the administrativestructures required to carput these tasks, but further preparation &athing will be
necessary before accession.

The two tobaccodirectives on warningabellingand maximumtar content have ndieen transposed into
national law. But the 1995PolishAct on Protection of Health providésdications on labelling, a health
warning as well as maximum tar and nicotine content.

Conclusion

Many legislative adjustmentzestill needed in théeld of health and safety atork to ensure agjnment
with EU standards, and efforts tmplementthe acquis effectively will need to be continued. Provided
Poland pursues its efforts, in terms of adoption and of applicatithre oECacquis Poland idikely to be
able to take on the sociatquisin the medium term.
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Regional Policy and Cohesion

In accordance with Title XIV of the Treaty, the Community supports the strengthening of cohresnyn,
through the Structural Funds. Poland will have ingplement these instrumentgffectively whilst
respecting the principles, objectives and procedures which will be in place at the time of its accession.

The EuropeAgreement provides for cooperation cegional development and spatial planning, notably
through theexchange of information between local, regional and national authoritigbeaexichange of
civil servants and experts. The White Paper contains no specific provisions.

Descriptive Summary

In 1995, Poland was at some 3if% of EU GDP/cap average. The current unemployment rate is most
likely to be slightlybelow 14%. Polish Labour Force Surveys indicate lowetes than suggested by
registered figures and Poland’s realmp®ymentrate mostikely ranges between 12 atd%. Regional
disparities as regards unemployment rates are large ranging from 5% in Warsaw to above 28% in Slupsk

Although a legal basifor regionalpolicy does notyet exist, currenthinking is inthe direction of a
modernised regional poliogioser to that of th&U, according to recommendations of a Task Force for
Regional Policy adopted by the Polish government at the end of 1996.

The institutional structure of Polish regional policy isconstituted of a wide range of bodies. A
Governmental sub-committee for regiopalicy andrural development (KERM), is in charge of drafting
proposals and co-ordinating regional developmeeitiitives fromthe centrallevel. The Ministries of
Economy deals with regional poli¢itrough theirgeneral responsibilitjor economic issues:inally, the
Polish Agencyfor Regional Developmer{fPARD), created in 199&dministers foreign assistanagthin
the field of regional policy.

The role of the 49 voivodshi@dministrations is confined tihe overall implementation and co-ordination
of regional development initiatives frosectoral mmistries within theirterritory. The municipalities,
granted rights of self-governmentif®90,enjoy a widerange of competendacludingthe formulation of
local development programmes partly financed by their semi-autonomous budgets.

Poland’sfinancialinstruments at the disposal r@igional development initiativeselimited. However, the
share of development related expenditundsch could constitute potential counterpdunds to EU
structuralpolicy cannot yet be determined. Therefore, Polacd4$inancing capacitgannot presently be
evaluated with sufficient reliability.

88



Funds are granted for infrastructumgestments in municipalities threatened by high employmatas and
for local restructuring programmes chosen by the Governmenistifigy funds at regional or locdvel

cannot be considered as regional expenditures although voaredsaking a growingoart in the
preparation of plans which give them an influence in the selection of the projects.

Current and Prospective Assessment

Poland has made some progress and gained operational experience with EU Structural Fpolitsegpe
Through their participation imainly foreigndonorfinanced programmes, notalilye EUfinanced Phare
CBC andStruderprogrammes, the authorities hasstablished strategie®ry close tathe objectives of
the Community Regional Policy.

However, some importamésues W have to bedealt with. The territorial organisation and institutional
structures need to bienproved forthe future management and implementation $fructural Funds
programmes and projects. At timstitutional levelthe Polish authoritiesire considering several options
of regrouping voivodships, possible redistribution of competencies betwasigipalities orthe creation
of additional tiers of self-government.

Properadministrativestructures amnational level includingclear ministerial responsibilitand efficient
inter-ministerial co-ordination procedures are needed.

Conclusion

The Polish Government is committedtte introduction of aegional policythrough its adoption of the
recommendations of the Task Force fBegional Policy.Indeed, theimplementation of these
recommendations would constitute a major step towards adapting to the EU’s rpglmyahndapplying
an integrated approach to regional development. Subjedhdoestablishment ofthe appropriate
administrative and budgetarstructure, Poland should, in thenedium-term, be ready to apply the
Community rules and channel the funds from the EU structural policies

3.6 Quality of Life and Environment
Environment

The Community’s environmental policy, derived fréime Treaty aimstowardssustainability based on the
integration of environmentgbrotection into EU sectorgbolicies, preventive actiorthe polluterpays
principle, fighting environmental damagethe source, and shareesponsibility. Theacquiscomprises
approximately 200 legal acts covering a wide range of matteirs;luding water and air pollution,
management afvaste anacthemicals, biotechnology, radiatipnotection, and nature protectioMember
states are required to ensure thaeamironmental impact assessment is caroetlbefore development
consent is granted for certain public and private projects.

89



The EuropeAgreement stipulatethat Polish development policieshall beguided by theprinciple of
sustainable development and shofuly incorporateenvironmental considerations. It algtentifies
environment as a prioritior bilateralcooperation, asell as anarea for approximatiotegislation tothat
of the Community.

The WhitePaper coversnly a smalpart of theenvironmentabcquis namelyproduct-relatedegislation,
which is directly related to the free circulation of goods.

Descriptive Summary

Despite developingne of the most sophisticated approachesntoronmental managementtime region,
Poland still faces severe environmental problems, with major challenges in waste water and air pollution.

Industrial pollution, sharplyeduced during the recessidmas failed to rise athe samerate as the
economy, thanks to a large investment programme, indussi@licturing, and thiacentive effect of the
economic instruments developed aft®89. However, Polanstill generates a greateal of industrial
waste fom coalmining and other heavyand extractive industry. Upp&ilesiaand the Black Triangle"
bordering the CzecRepublic and Germargre particular “hot-spots”. Co#ited power generation istill
a problem, with high sulphur levedsd particulates frormanyplants. Non-point sourcar pollution has
received attention in some areas, with coal-to-gas conversion programmes in place.

There has beelittle progress in hazardous wast@nagement, thoughe country’s recent accession to
the OECD is expected to provide a stimulus for improvement iratks. Ther&as been some success in
reducing pollution loads in water. Poland has channsitgaficantresources tahis sector,upgrading or
completing som&00 waste water treatmeplants sincel989. Howevermuchmore investment ithis
sectorwill be required,given that all Polish watersflow into the Baltic, a‘sensitive area’ wherdigh
standards of wateamanagemenare demanded. Regardipglicy on radioactivevaste, a repository for
institutional radioactivavastehas been established (hospitals and resezmcties). Poland retaiseme
areas of great natural value which could represent an asset to the environment of an enlarged Union.

Poland was thérst country inthe region to develop a neenvironmental policyafter 1989. ANational
Environmental Policywas adopted in 1991, setting shortediumand long term priorities, anlisting
policy tools for development. In 1995detailed review of policy implementatiamas published, setting
new and detailedargets to theyear2000. Anenvironmental protection law was passed in November
1996. Theenvironmental administration was developed amgtast in theearly 1990s. Permits are
granted at theegionallevel by RegionaEnvironmentinspectorates, according talculations of ambient

air and water quality. Although air emission standaetsn 1991 arperceived to be unrealisticaliygh -
higher than EU standards - they have formeseful basigor monitoring and management. Monitoring
equipment and procedures have been introduced in some of the worse polluted areas for air and water.
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Poland's environmental investment levels ahae of GDP are average for the region. The country has
been successful mobilising financialresources througfees andines channelled to nationahd regional
environmental funds: in 199%he NationalEnvironmental Fund income w&§0 million dollars, most of
which was re-invested in reducing industrial amdter pollution. However, thd-und’s income recently
dropped as a result of improved compliance levels and lower fines.

Current and Prospective Assessment

Sincel1991, Polish authorities have checked as a matter of priority new legistatic@ompatibility with

EC legislation. This has been a prioffity the Ministry, and some cost-complianesrk has been carried

out. An accession strategy should be ready by the autumn of 1997. Work is progressing on a Water Act
introduce riverbasin managememind strict standards favater discharged to rivers and soil. A law is
awaiting adoption on Waste Management, whHegal approximation isstill low. The approach to
reducing air pollution has been dominated by economic instruments and environmental management
selected area®.g., apilot project in tradable permits), rather thiagislation, whichtherefore will need
considerableattention. Particular attention should paen to the quick transposition of framework
directives dealing with airwaste andwater, aswell as the establishment of financingtrategies for
legislation inthe water,air and waste sectorsequiring major investments. The foundations for the
procedures needed under the Integrated Pollution Prevention and Q@) Directive are to aarge
extent in place.

The process of transposition should maigmnificant progress in thenediumterm. There are however
concerns about the pace legislativework in the Parliament where numerous pieces of environmental
legislationarewaiting for adoption. The prospects for substanteenpliance depend to a larggtent on

the resourcemade available bgovernment and enterprises, since vergortant investment is necessary,
while weak implementation and enforcement could be an additidmaitle-neck. The country’s
environmental accessiostrategy shouldinclude implementation timetablefor meeting the EU
environmental acquis, starting amongsterswith implementation othe framework and IPP@irectives
mentioned above.

Conclusion

Giventhe recently enhanced efforts and focus on approximafidniransposition of thenvironmental
acquis in Poland could be expected inrtediumterm. Howevergffective compliance with a number of
pieces of legislation requiring a sustairfegh level of investmenand considerable administrative effort
(e.g. urban wastewater treatmentdrinking water, aspects of wast@anagement and air pollution
legislation) could be achievashly in the long term. It Wl necessitate increaséevels of public and
private investment.
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Consumer Protection

The Community acquis covers protection of economic interests of consunfieduding control of
misleadingadvertising, indication of prices, consunm@edit, unfair contract termsdistanceselling,
package travel, sales away frdausiness premises and timeshameperty) asvell asthe general safety of
goods and the specific sectors of cosmetics, textile names and toys.

The Europe Agreement provides for approximation of legislation with EC law and cooperation with a view
to achieving fullcompatibility between thesystems of consumergiection in Poland and t@ommunity.

Stage Imeasures of th&/hite Paper focus oimproving productsafety, includingcosmetics, textiles and

toys, and on the protection of the economic interests of consunmefly measures omisleading
advertising, consumer crediinfair contract termsand indication of prices.Stage Ilimeasures relate to
package travel, sales away from business premises and timegshzegy. New EQegislation which has

been adopted recently (distarssdling) or will beadopted soon (comparatiaevertising, price indication)

will also need to be taken into account.

Descriptive Summary

Poland doesot yet have a general Consunférotection Act. While there areseveral proposals under
discussion irthe Parliament, there is no consensus on a single drafictober 1996, Poland transformed
the Anti-MonopolyOffice into the “Office for the Protection of Competition and Consumessth the
responsibility ofco-ordinating consumer policy. This might helpoieercome theonflicts of competence
which have hamperetie development of consumpolicy in Poland. TheDffice seemwilling to give a
new impetus to consumer policy in Poland.

Consumers aravell represented through mumber of active consumer organisations, fribra Polish
Consumer Federatiomhich is based on regional and local consugreups to théAssociation of Polish
Consumers, to thBolish Home Economics Association. Sirthere is ndegal framework concerning
relations between the government and the consumer movememtyohement ofthe latter depends
largely onthe willingness ofthe government to consult them. The consumer organisations participate in
the Council for testing and certification as well as the Committee on Standardisation.

Current and Prospective Assessment

Consumer protection in Polarths suffered fronthe absence of an overadtrategy, and the result has
been fragmentation.Properlegislation toprotect theeconomic interests of the consumeimssing in
manyimportant areas, such agfair contract termsgonsumer creditproductsafety, timesharproperty
and distanceelling. There is daw on misleadingadvertisement but it doe®t fully implementthe EC
Directive. A new draftaw in thisarea is under discussidBxisting laws orthe indication of pricessales
away from business premises and unéaintract terms need to ls@nended and improved to match the
required EC standards of protection. Some prograssbeen made in drafting a next on package
travel.

The area of genergdroductsafety remainsinregulated, although a drdéw is underpreparation. In
addition, further efforts are neededaiign andimplement legislation on cosmetiaad toys. A draft law
on textile names is expected.

The development of strong andndependent consumer movement, sustained by pabtiorities,will
need to accompany the introduction of doguis

Conclusion
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Thelevel of consumer protection in Polandimsufficient. To meethe requirements of the EfLquison
consumer policy, Poland will have to make a substantial effoadopt anumber of new and important
laws. Many existing laws need also to be amended to comply with EC standards.

3.7 Justice and Home Affairs
The Present Provisions

The Justice and Home Affairs (JHA¢quisprincipally derives from the framework for cooperats@t out
in Title VI (Article K) of the Treaty on Europeddnion (TEU), "thethird pillar”, although certain "first
pillar* (EC Treaty) provisions and legislative measures are also closely linked

The EU JHA frameworlprimarily covers:asylum;control of external borders anehmigration; customs
cooperation andpolice cooperation against serious crim@cluding drug trafficking; and judicial
cooperation on criminal and civil matters. The TEU stipulates key principleswipoin suchcooperation

is based, notablthe European Convention dfuman Rights andhe 1951 Geneva Convention on the
Status ofRefugees. It is also basgdplicitly on arange of international conventions concernindiésls

of interest, notablyhose of theCouncil of Europe, théJnited Nations and the Hague Conference. The
legislative content of thirdpillar acquisis different fromthe first pillar; it consists of conventions, joint
actions, joint positions and resolutiorigicluding the agreedcelements ofdraft instrumentsvhich are in
negotiation). A number of EU conventiofiscluding the 1990Dublin Convention, and conventions
relating to extradition, fraud and EUROPOL) have been agre#tkl§ouncil andare now in the process
of ratification by national Parliaments; sevasttierconventionsincludingone on external frontiers are in
various stages of negotiation in ti@ouncil. The JHAacquis involves a highdegree of practical
cooperation, as well as legislation and its effective implementation.

The New Treaty

For many ofthe above matters, the entry into force of the Treasylting fromthe Amsterdaminter-
Governmental Conference will mark the end of the current cooperation framework.

Reiterating thebjective of developinghe Union into an “area of freedom, security and justitie& new
Treaty brings these matterancluding the freemovement of persongsylumand immigration, into the
Community’s sphere of competence.

On the freemovement of persons in particuldhe new Treaty provides for the incorporation of the
Schengeracquisinto the framework of the Europe&mion and bindsny candidate for EUmembership
to accept thaacquisin full.

With regard to matterssmaining withinthe cooperation framework, i.e.ling andcriminal justice, the
new Treaty provides for the reinforcement of the cooperation system.
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The Europe Agreement and the White Paper

The EuropeAgreement includes provisiofor cooperation in thdight againstdrug abuse and money
laundering.

The White Paper does nadeal directly with thirdpillar subjects, but reference immade to firstpillar
matters such amoney laundering and freedom of movementpefsonswhich are closely related to
Justice and Home Affairs considerations. Reference is also made to the Brussels and Rome conventions
Descriptive Summary

General Preconditions for JHA Cooperation

Poland joinedhe Council of Europe in 199Jand has ratifiedhe most important instrumentsncerning
human rights. The Constitution provides for an independent judiciary according to the rule of law.

Institutional reform in JHA institutions isell underway andsignificantprogresshas been madeut there

is still considerable work to do to transform them into effective democratic institutions measuring up to the
tasks of theJHA acquis The size and geographical position of Poland @bsas-roads of migratory and
tradeflows in centraEurope poses particular challenge. A nedata protectiotaw to be in conformity

with EU requirements, is beirdrafted. Poland hasot yet ratifiedthe 1990 data protectiazonvention.

(See also separate section on Single Market).

Asylum

Poland has ratifiethe Geneva Convention and the 19&0tocol. ThePolish constitution provides for
asylum. Implementing legislation is currentlytire 1963Aliens act (amended in 1991) and tholish
Administrative procedure code. These adeficient in a number ofespects, forexample relating to
accelerated procedures amdfe third countries. A new comprehensikiens act to revise asylum
legislation as well amore generaimmigration issues is currently befaiee Polish Parliament. Refugees
and asylum seekers have arrived in Poland from the Arab countries, former Yugoslaviagewhe
independent states (NIS) and Asia.

Immigration/Border Control

Some 237 million border crossings were made in 1995. Many illegal migrants, especiallyariihs and
increasingly from Asiaareseeking tacross toGermanybut also to stay in Poland, feconomic reasons.
At present the Polish Government does not have effective control on the residence of migrants and the n
Aliens Law currently before Parliameatms toput inplace an effective residencentrol system. Poland
allows visa free visits frorthe West. Visa free access, with an invitatitetter, is alsallowed from NIS.
Poland has in placthe necessary legal and administrative measures covdepgrtation, detention and
liability of carriers. Readmission agreemeats inplace withthe Schengen countries, GreeBelgaria,
Czech Republic, Hungary, Romania, Slovakia and Russia, Ukraine and Belaouder Bontrol is a
particular priority for Poland.Parts ofPoland's borders amailnerable to exploitation bgriminal gangs
seeking to bringllegal immigrants tahe West. Poland is workingosely with some EU Memb@&tates,
on both the Western and Eastern bordergubin placethe necessarprocedures anéhcilities and is
keen to develop these to the level that will allow it to accede to the Schengen convention.
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Police Cooperation

Organised crime hagrown significantly sincel989, especially inthe fields of economic crime, drug
trafficking andproduction, counterfeitingllegal trade inarms, trafficking in women, stolerars, money
laundering andextortion. Partly because of its domegiroblems in this field, Poland is very active in
international forumsjncluding the UN, to promotemeasures to tackle organised crimmeluding the
promotion of cooperation, and the development of furtbgal instruments. Domestic legislation is
currently being reformed to tackle organised anaincial crimemoreeffectively. Anorganised crime unit
was formed in thgolice in 1994 and special units also exisbiher minstries (Finance, Central Bank,
Justice), butnternal coordination has beg@oor. Poland hasot yet signedhe 1990Money Laundering
Convention buhasput in place domestiamplementing instrumentand mechanisms(See also separate
section onSingleMarket). Polanchas a significant problem wittme forcedtrafficking of women,both
from Poland tathe west and from thEIS to Poland. Theffectiveness of Poland's efforts to tackle all
forms of organised crime is hampered by institutional @sdurce constraints. Polaegperiences no
specificthreatfrom terrorism,but the Governmerntas takerkey measures against terrorigmcluding
ratifying the 1977 Strasbourg Convention).

Drugs

Poland is asignificant producer of synthetidrugs, especiallyfor export to Scandinavia, and domestic
consumption is also growingln recent years aumber of illegal amphetamini@boratories hadeen
dismantled, and large seizures of heroin and cocaine have been made. Poland ighgargitodrugs
international conventionslts domestic legal and institutionamework against drugs is currently being
reformed, including putting in place a nationadrugs prevention programme amntgformation system;
creating a central unit in thdinistry of the Interior to coordinate thepecialist units working on drugs;
and new legislative measurgegluding controlled deliveriegnow in place) and aoverall law covering
drug prevention (in preparation).

Judicial Cooperation

Reform of thePolish judiciary isunder way, withemphasis being placed on tackling problems of human
resource development. Provision jadicial cooperation in theriminal andcivil field exists - Poland has
ratified the maininternationalcriminal andcivil conventions, has bilateral agreements in p(acg. on the
civil side with Germany) and hasit in place domestic legislation to allowooperation to work.Poland

has applied for accession to the Lugano Convention. It has acceded to several Hague Cobuehasns
ratified none of them.

Current and Prospective Assessment

Because of its geographical position (borderingEbke several Associated countries aheé NIS)its size
anddifficulties with reform in some areas, Polandasing somesignificant challenges ithe JHA sector.
Poland has begun takemajorsteps to tackle these. For the muatt thenecessary domestic legislation
and international conventiorare in place, but importaiwork still needs to be carriedut on data
protection and issues such agenslaw. Its visa policytowards the NIS is a matter of concern. The
current major reform of the Ministry of the Interior is designed to imptbeeverall effectiveness of JHA
institutions within the framework of the rule of law.
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But it is still not yet clear whether thisillv help to improvecoordination between responsible services.
Major problems also exist ithe areas of corruptiorgccountability and technical effectiveness. The
judiciary lack fundamental experience thie rule oflaw and dealings witlthe EU. Poland ismaking
significantstrides to learmbout theeffective working of JHAcooperation and some experienaéiicials

are now in place. But a more intensive effort will be required.

Conclusion
Poland is facingignificant challenges ithe JHA field, particularly concernindrugs, bordemanagement,

migration and transnational crime. Providéattcontinuing effortsare made to improvehe situation
Poland could be able to meet the justice and home adifagrss(present and future) in the next few years.

3.8 External Policies

Trade and International Economic Relations

The acquisin this field is made up principally othe Community's multilateral and bilaterabmmercial
policy commitments, and its autonomous commercial defence instruments.

The EuropeAgreement includes provisions in sevesatas requiring parties tct in accordancevith
WTO/ GATT principles, or other relevant international obligations.

The White Paper includes no provisions in this field.
Descriptive Summary

Poland is a member tiie World Trade Organisation (WTO), and is therefore committed tpritheaples
of an open, trading economy. Poland is an active observer in the GAil TAircraft Agreement and,
upon accession would have ¢comply withthe obligations ofthe plurilateral WTO agreements wwhich
the Community is a party.

At present Poland doasot maintain quantitative restrictions oany textile or clothingproducts. On
accession theCommunity textiles policyvould be extended to Polanainy Communityrestrictionsstill
maintained athe date ofccession would require adjustment by an appropriate amotake@ccount of
Polish accession.

Current and Prospective Assessment

On accession Poland would haveagply the Community's CommorCustoms Tariff, andhe external
tradeprovisions ofthe Common Agricultural Policy. ThpostUruguay Round weighted averalggel of

most favoured nation duties fmdustrialproducts will be 9.9% foPoland and.6% for the Community.

The progressive implementation of free trade between Poland and the Community by the time of accessi
will, however, reduce thimpact onthe domestic industry applyingthe lower Community Common
Customs Tariff.
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In its relations with international organisations, Poland should emisaté&s actions and commitments
respect the Europ&greement and ensure a harmonious adoption of its future obligations asbarnoém
the Community.

On accession Poland would become party to tl@mmunity's various preferential agreements.
Preferential agreements between Poland and third countries would, in general, have to be terminated
accession.

Concerns persist in thieeld of trade in goodsparticularly regarding measuréaken orplanned by the
Polish authorities ithe automotive industry and the steettor. Suchmeasures should be brought into
conformity with EC legislation to eliminate trade obstacles.

In the area of trade iservices and establishmetitere are somelifferences inthe level of treatment
offered under the GATS to third countries; Poland has, howmngcatedthat it iswilling to work with
the Community to identifyand deal withany significant inconsistencidgetween its GATS commitments
and those of the Community.

On accession Poland would have to repeal national legislatidheiriield of commercial defence
instruments, and EC legislation would become applicable there.

Experience from previous accessions has shinah the automati@xtension of existing anti-dumping
measures to new membsates prompts third countries mise problems in terms tiie compatibility of
this approach with relevant WTO provisions. It has also shinahaccession creates a potential for
circumventing measures adopted by the Community under the commercial defence instruments.

This happens whermrior to accession, substantial quantitiestloé productssubject to measures are
exported to the territory of the futuneemberstate and, omaccession, arautomatically releaseir free
circulation inthe enlarged customs territory. Thdse problems would have to be addressed during
Poland's pre-accession phase.

Poland is a member difiree of the fouregimesfor the non-proliferation of weapons of mass-destruction,
and is a candidate for the fourth. Polandriplementingthe Communitycontrollist of dual-use items.
Arms export isalso controlled. Indeed, tlexport controlegislation in Polan@ppears to be stricter than
in most Community membestates. It will be important to ensure thigplementation ofthe Polish
legislation can be maintained at an effective level if trade volume in sensitive goods increases.

Conclusion

Poland iswell placed to be able tmeet Community requirements in thigld within the nextfew years,
provided thatthey eliminate existindrade barriers in order talign themselvesnore closely with the
Community trade regime.

Development

The acquisin the developmengector ismade up principally othe Lomé Conventionyhich runs until
early 2000.
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Neither the Europe Agreement or the White Paper include provisions in this field.
Descriptive summary

Poland has no preferentiahde agreementsith ACP countries. However, under &SP schem®oland
grants preferential treatment tanamber of countriefncluding ACPcountries) inwhich the value of the
per capita GDP doeasot exceedthat in Poland, awell as tosome Least Developed Countries. No duty
free access is granted by Poland.

Poland contributes to the International Development Associ@tiSsn$2million in 1996). There is also a
Council of Ministers General Reserve from which funds have been assigned for humanitarian aid.

Current and Prospective Assessment

On accession, Poland should apply its preferetmadleregime tothe ACPStatesand participatetogether
with the othermemberstates, in théinancing ofthe European Development FufeDF), which provides
financial aid under the Lomé Convention.

Applying the Lomé trade regime should not generally be a source of difficulties for Poland.
Normally, new membestates accede to th®mé Convention by means ofpaotocol on the date dheir
accession to the EU.

Conclusion

Poland is well placed to be able to meet EU requirements in this field in the next few years.

Customs

The acquisin this sector is theCommunity Customs Code and iisnplementing provisionsthe EC’s
Combined Nomenclatur¢he Common Custom3ariff including trade preferences, tariffuotasandtariff
suspensions; and other customs-related legislation outside the scope of the customs code.

The EuropeAgreement covers thestablishment of a fregade areawith the Community and the
progressive removal of customs duties on a wide rangeodiicts, according tolear timetables starting
from the date of entry into force of the agreement.

The WhitePaper mentions inStage |,measures to consolidate and streamtives freetrade established
under the EuropeAgreement,including legislation compatible witlthe Customs CodeCombined

Nomenclaturegtc. Stage liconcerns the adoption of thiell Community legislation, with a view to
joining the customs union upon accession.
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Descriptive Summary

On accession theolishcustoms authorities would be required to assalnhe responsibilities necessary
for the protection and control of thgiart of theEU's external borderBesideshe provisions on indirect
taxation, they would be responsilite theimplementation and enforcementthé external border of the
Community's common commercial polidjie common agricultural policythe common fisheriegolicy
etc.

Poland's capacityully to apply the acquis presupposes thpossibility to adopt and implement the
Community legislation; and the existence of an adequate level of infrastructure and equipment, in particul:
in terms of computerisation and investigatioreans andhe establishment of an efficientustoms
organisation with a sufficient number of qualified and motivated staff showing a high degree of integrity.

The Polish parliamertdoptedlegislation compatible witlthe Community'scustoms code in November
1996. This isdue to enter into force onJanuaryl998. Tenmplementingregulations for the customs
code andegislation on counterfeit angirated goods, based d@ommunity legislation, willenter into
force on the same date.

Poland is aligning its nationgloodsnomenclature to th€ommunity's Combinetlomenclature. At the
moment no binding tariff information systeexists. But Poland is working on the preparation of an
integrated tariffwhich should greatly facilitatthhe comparison of thBolish tariffrateswith the Common
Customs Tariff rates.

Poland adopted on 1 July 1997 the new system of cumulation of origin between European countries.

Poland became a contracting partytie EC/EFTACommon Transit Convention and tise Convention
on Simplification of Formalities on 1 July 1996.

The Commission remainsoncerned about tHevel of customs controapplied togoodswhich arrive in
Polish ports for transport to th€ommunity, andthe arrangements farertification of goods to be
imported into the Community at preferential tariff rates.

Current and Prospective Assessment

Poland would need to adapt iationalprocedures to th€ommunity legislation regarding suspensive
arrangements and customs procedures with economic impact, and in particod@irtteeon processing
under customs contrevhich isnot currently applied undethe present law. At themoment of accession,
some technical transitional arrangements would be needed, nfialdperationsbeginningbefore the
date of accession but which are concluded after that date.

It will be important that thePolish customs authorities can participate appropriately in the various
computerised systems necesdarythe management, ithe customsinion/internal market, dhe customs
and indirecttax provisions, asvell asthe computerisedystemsfor mutual administrative assistance in
customs, agricultural and indirect tax matters.
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Poland would need on accessiordismantlecustoms controls at the borders with E@miperstates and
with otheracceding countries. The resources needethtoreinforcement othe border postalong its
frontiers with non-EU member states should be taken it into account in its strategic planning.

As far as organisation is concerned, Polandaking someeffort to alignits organisation and staff to the
duties that have to bearriedout by amodern customs administration, although safifierences to EU
policy still remain.

A serious misapplication ahe Combined Nomenclature regarditige importation of third countrgnotor
vehicles raisegjuestions about th@olish authoritieswillingness to applythe system uniformly and
consistently, as is required of all member states.

Conclusion

If the alignmentefforts are continued and reinforcgehirticularly in relation toproject management,
especially inthe area of computerisation, Poland could be readfylfib the responsibilities of an EU
customs administration within the next few years.

Common Foreign and Security Policy

Since 1989 Poland has reoriented its foreign and sequoliyy towards Europeamand Euro-Atlantic
integration. Improvement of relations with neighbouring countries has also been a foi@itgcessive
Polish governments. Poland has been an active participdné idialogue arrangements provided for
under theUnion’s Common Foreign and Security Policy and whenever invitedugsorted EU aimins
within that framework. Poland is a mer ofthe UN, OSCE,Council of Europe and many other
international organisations. It is an associate partner of WEU, a participant in NACC &fl;taed has
made clear its desire to become a membén@MWEU and NATO as soon pessible; it has been invited
to open negotiations fanembership oNATO. It has sentroops toparticipate in IFOR/SFOR. It also
participates in a number of regional organisatiocgiding the Council of BalticSea States, CEFTA and
the CEI.

There are no territorial disputes between Polandaagdnembe6tate of théJnion. NeitherdoesPoland
have anyterritorial or other disputesiith neighbouring associated countried\ll state frontiers are
regulated by treaty arrangements. Bomtessing arrangements with Ukraine, Belarus, Lithuania and the
Russian oblast dkaliningradare less satisfactory than thosgh Poland'sotherneighbours. There are
significant Polish minorities in Lithuania, Belarus, Ukraine and Rumsigheir situation doesot pose any
serious problem. Poland has made particular efforts to improvmtendify relations with Lithuania and
Ukraine, forexamplethrough theestablishment of joint Polish-Lithuanian and Polish-Ukrainian battalions
for use in peacekeeping operations.

Poland has a substantial diplomatic service wiiohld permit it as a ember ofthe Union to play &full
and effective role. It maintains 67 representations abroad and employs some 700 diplomatic staff.

Poland supportsion-proliferation of nuclear, biological andechicalweapons and is a signatory to all
relevant international armsontrol agreements. It exercises strict control concertliegdual use of
technology being member afl the major existingexport controkregimes. Poland’s sizeable armed forces
are under democratic control. THefence industrial base has declined sharptggent years and is in a
process of re-organisation.
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In its memorandum accompanying its applicafionmembership othe Union, Polandonfirmed that it
was ready and able to participate fully and actively in the Common Foreign and Security Policy.

The assessment of Polish foreign and secpoticy to dateleads tothe expectation that asnaember it
could effectively fulfil its obligations in this field.

3.9 Financial Questions

Financial Control

The implementation o€ommunity policies, especialfipr agriculture and the Structural Funds, requires
efficient managementand control systemsfor public expenditure, with provisions to fight fraud.
Approximation of legislation is moreover needed to allbesystem of “owrresources” to be introduced,
with satisfactory provision for accounting.

The EuropeAgreement contains no specific provisions on eiténgdit orfinancial control. Thesame
applies to the White Paper.

Descriptive Summary

The Supreme Chamber Gbntrol (SCC) is Poland’state audibody and undertakes external control and
other audit work ordered by Parliament. The latter's approval @tédite budget isnly givenafter it has
reviewed theopinion presented hihe president of the SCC. The SCC also presents t@atiament an
analysis ofthe execution of th8tate budgeand of the monetargolicy guidelines as well abeir annual
performance report.

There is no central independenternal control body. Each Ministry/Department rigsponsible for
conducting its owrinternal control; there is ndegal act consistently regulatinghe internal control in
public administration.

The Council of Ministers performs general supervisioer fulfilment of the state budgeind may issue
guidelines on principles dfudgetimplementation. The Minister dfinance has generabntrol over State
budget revenues and expenditures and budgetary balasmsarate entitiegMinisters and Voivods)
supervise and control thetal financialmanagement of subordinated organisational uiniglementation
of budgetary tasks and settlementsobsidiesgranted by the State budget fibrese tasks. Treasury
control by theMinistry of Finance seems to lbencentrated on thosedustries to which largamounts of
budgetary resources are transferred amith have apoor track recordor infringement of laws and
insufficient care of interest repayments .

The independence of regional governments was enforced by the introduction in 19§i8rwil Clearance
Chambers thereby allowinigr independent supervisiaover local finances. The Governirgoards of
these Chambers have certain budgetary financial management and control duties over the local gminas.

Fraudulent activities and their penalisation are covered by different legal acts according to the nature of t
associated crime. There is no central bodyif¢titing fraud. ThePublic Prosecutor’©ffice (subordinate

to the Minister of Justicewho is also the Attorney General) and thalice (reporting tothe Chief
Commandant, who is subordinate to the Minister of Internal Affairs) are empowered to fight fraud.
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Regarding “own resources”, tliolishcustoms code was adopted Pgrliament in November 1996 and
will enter into force in 1998. External controllins field is secured by the Supren@hamber ofControl

and theMinister of Finance, and internabntrol is assured by the bureau of Internal Audit of the Central
Board of Customs and by the Central Board of Customs departmi#mts the framework ofunctional
supervision.

The customs administration is responsiioleestablishment and collection thfe import duties. Customs
in Poland falls under the competence of the Ministry-ef Ecorféimgnce .

Current and Prospective Assessment

Regarding Structural Funds, there is currentlyundorm structuralpolicy, comparable tthe EUsystem;
the Council of Ministers ighe maindecision-making body ostructural programmes, amaplementation
rests with the respective ministries and institutions.

The stateand outlook for acquismplementation withregard to Structural Funds in tloeming years
shows that theystem, as it currently exists, provides a solid hasérther developments. The gaal
principles for an effective control system also seem to exist in the area of agriculture. There is a mixture
internal and external control, encompassing both regularity and value for money audit.

With regard to the control of fraud, thieolish systenfor penalisingfraud against thdinancial and
economic interest of the country is comparable with those of EU Member States and there are no obstac
to compliance with EQreaty Article209(a). The new custontsgislation foresees provisions identical

to those of the Community regarding incurring the customs debt.

Further cooperation with theommission igequired to establish wheth#ére accountingystem presently
applied by Poland is compatible with Regulatidb2/89, and how the audits are performed. Internal and
external control bodies as such have not yet reached the level of matusffi@edcy whichwould make
them compatible with generally acceptabBléropean standards both at MemberStateand Community
levels.

Conclusion

Some progresfias been made. The processimplementation of financiatontrol systems will need
significantefforts by thePolish administration.However, if thenecessaryesources arenade available,
Poland should be in a position, in the medium term, to fulfil the EU requirements in this field.

Budgetary Implications

The communication entitled “Agend2000” setsout the overall financial framework which should
accommodate the budgatpact of anyfuture enlargements in teediumterm. This is to ensure that any
enlargement is compatible with proposed Community policy guidelines within reasonable budget limits.
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As things stand, it would bedifficult, not to say premature, to attempt precise country-by-country

evaluations othe budgetarymplications of each othe applicantgoining the Union.Exactly what the

impact would be may vary considerably depending on a whole series of factors:

- the date on which the applicant country joins;

- developments in Community policieetween now and then, in particular trexisions to be taken
on further reform of the common agricultural policy and new guidelines for structural measures;

- the progressnade bythe applicant countries in terms gfowth, increasing their competitiveness
and productivity and their ability to absorb #euis communautaire

- the transitional measures that will come out of the negotiations.

Only afew orders ofmagnitude for certain budget categories and\arall estimate can be given purely
as a guide.

Expenditure

If the common agricultural policyere to be reformed along theessuggested by thEommission, once
the reforms werdully up and running and in termsnly of market intervention measures, Poland’s
accession wouldyive rise to additional expenditure about 5-6% of the correspondirgxpenditure
forecast for the present fifteen Member States.

After a phasing-inperiod, theallocations to Poland for structural measures wouldviti@n about 4% of
its GDP.

Application of the otherinternal Community policies ithe new nembercountries would bdikely to
involve additionalexpenditure probably in excess of their relagpreportion ofUnion GNP, since for
certain policieghe additional implementingostsalso depend on th&argetpopulation, thegeographical
area covered or theumber of MembeS6tatesinvolved inthe coordination antlarmonisation measures.
The GNP of Poland is currently 1.8% of the total Union GNP.

By contrast,Poland’s accession shouftbt involve significant additionakxpenditure as far as Union
external action is concerned.

It should not be forgotten thathen an applicant country joirtsie Communitybudget will no longehave
to bear the costs of grants the country eiggble for under the various pre-accession programisiash
as PHARE.

In light of the above, the estimatewdsts in the three areasentioned arising from Poland’s accession
should fall within the range of, annually, ECU 7.5 to 9.5 billion in 2005-06 (at constant 1997 prices).

Revenue

Assuming full application of thewn resourcesystemthe newmembers’ contributions tthe Community
budget should, in terms of total GN#Ad VAT resources (taking account of ttegping rules applying to
VAT), be close to the proportion of thénion’s GNP they account forwhich in Poland'scase is about
1.8%.Poland’s portion of traditional own resource#i wepend on the structure it$ tradeflows at the
time of accession.

To ensure that the own resources established, monitored and maaailable in linewith Community
regulations, Polanavill have to overhaul its current custonsystem. In addition, fothe purposes of
accurately calculatinthe GNP resourceonsiderable improvementsivihave to bemade tothe national
accounts to ensure thidiey arereliable,homogeneous and complete. Improvihg statistics will also be
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essentiafor drawing up the VAT own resources basdjich will mean bringing Poland'¥AT system
fully into line with the Community directives.

4 Administrative Capacity to Apply the Acquis

The EuropearCouncil in Madrid in December 1995 concluded ttret harmonious integration into the
EU of the central and eastern Europegplicantstates would, in particular, require thdjustment of
their administrativestructures. This chapterexaminesthe current state of thpublic administration in
Poland, including relevant aspects of jindicial system, and assesshe current and prospectiadility to
carryout the functions required of it in a modern, democratiate with a particular focus on the need to
administer matters related to thequis

4.1 Administrative Structures

A description of Polish constitutionaltructures, their powers amé@sponsibilities, includinghose of
regional and local government, is given in Chapter 1.

Following the 1996 government reform there are 16 ministries at the cdewe| including the
Chancellery othe President of th€ouncil of Ministers and a number of bodies of equivalent importance
such as the European Integration Committee and the Centre for Strategic Studies.

The Civil Service was established on independeatgerlines by the 1996 Civil Service Act. Full
implementation othe Act will takesome time, however, provisions entered into force on 1 January 1997
regulating thestatus, recruitmentemuneration andisciplinary code of Polishkivil servants. It provides

for the establishment of a government appoin@dl Service Council to implemetite law, and separate
Civil Service Commissions regulating Appeals, Discipline and Qualifications.

The political independence of the civil service is generally respected.

Central government employbout 21,00®fficials, localgovernmenmanytimes more again. Ithe big
towns and in western Polanclyil service pay is low compared tbe privatesector. In easterRoland
and in rural areas civil service jobs are more attractive to potential recruits.

The reform of the centrahdministration has been a key policy thfe current governmenivith
comprehensive changes madethe organisation oministerial responsibilitiesthe establishment of a
coordinating chancelleryor the Prime Minister. The administrative bodies assistihg Council of
Ministers termedhe economic "Centre of Government", have been reformedefigbt from 1 January
1997.

On EU matters, amter-ministerial coordinating committder European Integratioaffairs has been
created, under therime Minister'sauthority, alongsidéhe creation of European Integration unitevery
ministry. (See also the section of the Introduction concerning relations between the EWwaomsaand
Poland).
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4.2 Administrative and Judicial Capacity

Poland was administered under cenplnning duringthe Communistperiod. TheCommunist system
rejected the primacy of the rule of law and subjugated the law and the administratiomiplén@entation
of Party policy. Against thisbackground, both thadministration andhe rule oflaw itself increasingly
came to be seen by the public as instruments of political control.

The overall structures of the Polish public administration are broadly satisfactory.

Some parts of thpublic administratiorare strongsuch as the aud#ystem. But significant weaknesses
are also noticeable, faxample inthe fact of widespread tax evasion, and in inadegeiatercement
mechanisms, in areas such as health and safety and the environment.

The legal basis of the civil service is sound and its independence is not seriously in question.

The civil service is, if anything, understaffed, thie policy level but overstaffed at th&vel of routine
administration. There is greatproblem in recruiting and retainirtggh qualityyoung staff with language
skills for thekey work onintegration with the EU andtherbodies. In response to this inheritance of the
past, thePolish Government hasdertaken a far reaching reformtbg legal basis othe public service
and wide-ranging structural reformstire economic centre of government. As ligle has been done to
deal with the particular problems which affect the organisation of decentralised government.

Public confidence ithe civil service is affected bghe legacy ofthe past. Mospublic contact iswith the
more juniorcivil servants in routinedministrative jobs; this imot widely considered to provide an
attractive advertisement for tHeolish public administration.Corruption exists; where itoccurs it is
frequently exposed and attacked.

Poland's efforts torestructure and reform th&nctioning of the public administration at central
governmentevel have been wetlirected . As regardguality of staff, reinforced efforts will be required
to ensure that able staff can be recruited and retained, and poor quality staff removed.

The establishment dahe Inter-ministerialEuropean Integration Committee and the European integration
units in each ministry has been an important development which will facilitate EU-related work in Poland.

Key Areas for the Implementation of the Acquis

The uniform application of EC law:The effective application dhe acquispresupposes that tihedicial
authorities oimemberstates ar@able to applythe provisions ofthe Treatydealing with ensuringhe unity

and application othe acquis and areable toensure the propeunctioning ofthe Single Market and
Community policies in general. A high quality andll trained and resourcgddiciary is necessarfpr the
application bythe courts of EQaw, includingcases of direct effect, and cases of referral to the European
Court of Justice under the terms of Article 177 EC.

The judicial system inPoland suffers from some deficiencies resources and relevant expertise.
Significantefforts of training andamiliarisation with EC law will beequired for thesystem to ensure the
effective application of thacquis
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Singlemarket: Theability of Poland to ensure therrectapplication of Community requirements in the
SingleMarket, particularly concerninghe freemovement ofyjoodsand services presuppogés existence

of highly developed and effectiveregulatory, standardisation, certification and supervisory authorities,
able toactfully in accordance with EC rules. Asmalysis ofthese points is made in Chap&1L (under
"The Four Freedoms").

Concerningthe administrative capacity inespect of freenovement of gods, thesituation in Poland is
broadly satisfactory,while requiring further efforts to ensure that thacquis will be effectively
implemented. The responsible institutions time regulatoryfield require a greatemeasure of
independence. The creation of market surveillance authorities and mechanisms is also needed. Concern
free movement of services, taken as a whinddPolish financiakector issupervised in a satisfactoway;

further improvementare in hand and could be expectedake effect inthe nextfew years. The General
Inspectorate for Banking Supervision H&8 staff. The SecuritigSommission had25 staff andthe State
Insurance Supervision Office 65.

In order to meetrequirements in thiarea, despite the fact thasuch functions well, a need remains to
reinforce enforcement structures.

Competition: As explained iBhapter 3.1 (undétCompetition") enforcement of competition law requires
the establishment adinti-trust andstateaid monitoring authorities, arttiat thejudicial systemthe public
administration anthe relevant economumperators have sufficient understanding @ompetition law and

policy.

In Poland the central authority is the Office for Competition and Consumer Protebinhasl40 staff;
this isadequate. Thkevel of expertise iggood. The administrativestructuresalready exist tomplement
EC requirements in this fieldalthough they danot currently function withthe necessary degree of
transparency.

Telecommunications: larder toformulate andmplementthe many liberalisatiomegulations contained in
the acquisin this field it is necessary to have a regulatory gralicy making bodythat is effectively
separated from any operating company.

The Regulatory Department of thMenistry of Postand Telecommunications has 45 staff; this is probably
adequate.

Indirect taxation: The effective administration thie indirect taxationacquis presupposes structures
capable of implementintdpe EClegislation concerninghe harmonisation of Valued Added Tax aextise
duties in an environment mvhich fiscalcontrols atinternal EU frontiers have been abolished; and the
excise system is based the tax warehouses, dubging payable ahe local rate in thememberstate at
the time the goods are consumed. This requires a highly developelatrdined and resourcesrvice,
with a high degree of integrity.

In Poland the relevant authority is thnistry of Finance (a central Ministry, 7Breasury Chambers and
326 TaxOffices) with atotal of about 4,00@taff. Due to a large turnover of stafésulting partly from
trained staff beingecruited by the privatsector, it isdifficult to assess theapacity of existing staff. In
order to ensure the effective administration ofgbguisin this area it will be necessary to consolidate and
improve the overall professional standards tbe staff,including training measureand improvements in

pay.
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Agriculture: The administrative requirementstire agricultural are@rimarily concern veterinary and
phytosanitary control, to protect public health and ensure thenibgement of agriculturgjoods; and the
ability to administeithe mechanisms&and requirements of the CARcluding highstandards ofinancial
control andofficial statistics. These points are dealt with in Chaptér(under"Agriculture”); general
standards in the statistical field are examined in Chapter 3.3 (under "Statistics").

Concerningthe administrative capacity inespect ofveterinary and phytosanitary controls, Poland has a
relatively elaborate infrastructure, both at the borders iatetnally. Numbers of staff ithe food and
veterinary inspectoratese notcurrentlyavailable tothe Commission. Concernindpe administration of
general CAP requirements, some adaptation of the current administrative structure will be required.

In order to meet EC requirements in this area some adjustments remain necessary.

Transport: Theapplication ofthe EC Internal Market and competition requirements totrémesport
sector, thalevelopment of relevant infrastructyseoducts,andother aspects of the transpacdquiswill
present administrative challenges to new member states.

The responsible government authority in Polandhe Ministry of Transport (280 staff). There is a
shortage ofqualified staff. This raiseparticular concerns with regard to the enforcemensajéty
controls.

Employment and sociglolicy: A central administrative requirementrespect of thacquisin this area is
adequate inspection capacity, particularly concerning health and safety at work.

In Poland the National Labolmspectoratdhasabout 1,70Gstaff although it isnot clearthat all of these
are involved in strictly labour inspection duties. Reinforcement may well be required.

Regional policy and cohesionThe main administrative requirements in thiga are thexistence of
appropriate anceffective administrative bodies , and in particulahigh degree of competence and
integrity in the administration of Community funds.

In Poland theMinistries of Economy and Centréalffairs deal with regional policy. (The number of staff
employed in ministries on regional185). These arrangements dot yet work entirely adequately. The
situation concernindinancial control could, with further effort, become satisfactory (see the section,
below, on "Financial control”).

The effective administration dahe acquisin this area will require improvements in organisation and
coordination to create the necessary administrative and budgetary control framework.

Environment: Because EC environmental policy, involves the integration of environmental protection intc
EC sectoralpolicies the administrative requirement is potentially very wide, affectingny bodies not
normally associated with environmentg@rotection. However, themain responsibility lies with
environment ministries and various subsidiary bodies.

In Poland theEnvironment Ministry employ800 staff. Monitoring and enforcement is carraa by the
State Environmental Protection Inspectorate and 48gional inspectorates. These arrangements are
adequate. Theffective administration ahe acquisin this area howevewill require greateinvestment in
human resources (with a particular emphasis on training in EU related issues).

Consumer protection: Ithis area, theeffective administration ofhe acquisrequires the allocation of
overall responsibility to a specifiState body throughwhich the formulation, implementation and
enforcement of consumer policy and consumer protection legislation can be undertaken.
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In Poland, themain responsibilityfor consumerpolicy lieswith a competition authority; th©ffice for
Protection of Competition and Consumerss(aff employed on consumerotection). As regards non-
governmental consumer bodies an alreatitgng andindependent consumer movement has developed.
Thereremains confusiombout the exact scomnd objectives of consumer policy. Thispart explains
difficulties in the effective enforcement of consumer lawswever, other factorsvhich need to be
addressednclude a lack ofexpert staff, organisationaleficits, and a lack of sensitivity to consumer
guestions among the judiciary.

Justice and homaffairs: Oversight of justice and home affagsiestionsfalls to justice and interior
ministries. The administrativestructures need to hkable to deal effectively witlasylumand migration
guestions, bordemanagement, policeooperation angudicial cooperation. There is awverriding need
for sufficient and properly trained staff with a high degree of integrity.

In Poland thgustice and interior ministrieare adequately staffed. Thapacity to handlasylum and
migration questions iaot yet assureaincethe implementing legislation isot yet fully in place. Border
management is weak in some=asprincipally, due topoor facilities and lack of competer@dministrative
structures.Specialised police units have beeneated, but coordination [goor. The judiciary is being
reformed, with aremphasis of training and humeasources. Theffective administration ahe acquisin

these areawill require better coordination (internal and external), further development of human
resources, and steps to combat corruption.

Customs: Applying th@cquisin this area requires adequatdevel of infrastructure and equipment,
including computerisation and investigatialesources, and thestablishment of an efficierdustoms
organisation with a sufficient number of qualified and motivated staff showing a high degree of integrity.

In Poland the customservice employsl2,100 staff. Due to &igh turnover of staff, it isdifficult to
estimate theiefficiency,and therefore the adequacystéffing levels.The effective administration of the
acquisin this areawill require the retention of experienced ajhlified staff,the creation of more
effective structures for internal control, and more technical equipment (especially on the Eastern border).

Financialcontrol: The protection of theommunity’s financialnterests requires the developmentofi-
fraud services, training of specialised staff (investigators, magistratef)earmihforcement of systems of
specific cooperation. Theamplementation of Community policies, especiafty agriculture and the
Structural Funds, requiresfficient managementand control systemsfor public expenditure, with
provisions to fight fraud. Admistratively it is essential to have a clesmparation between external and
internal control. Police arjddicial authorities need to kable effectively to handle complex transnational
financial crime (includingraud, corruption ananoney laundering) whiclkould affectthe Community’s
financial interests.

In Poland themainexternal control body is the Supre@bamber ofControlemployingabout 1,50Gtaff.
This is anadequate number. Howevtte effective administration ofhe acquisin this area will require
Poland to apply further resources to the adjustment of its systems to specific EU requirements.
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4.3 General Evaluation

If Poland continues its comprehensive reform efforts in #rsa it could beenvisagedthat the
administrative structures would be in a position in the medium term effectively to administequine

The same evaluation appliestte ability of Poland'gudicial system teensure thesffective application of
Community law.
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SUMMARY AND CONCLUSION

Poland submitted its application forembership othe EuropearJnion on 5 April1994. Its request is
part of thehistoric process o&ndingthe division of Europe and consolidatinghe establishment of
democracy across the continent.

In accordance with thprovisions of Article O othe Treaty, theCommissionhas, at the request of the
Council, prepared an Opinion on Poland’s request for membership.

Poland’s preparation fanembership is goinfprward notably onthe basis ofthe Europe Agreement
which entered into force on 1 Februat994. Implementation othe White Paper of May 1995 on the
Internal Market, anothezssential element ofie pre-accession strategy, is going ahead obdbkis of a
National Integration Strategy agreed by the government in January 1997. The governipenhirhplsce
the necessary mechanisms to coordinate its policies for European integration.

In preparing its Opinionthe Commission has appliethe criteria established at the Copenhagen
European Council of June 1993. Th€onclusions of this Councditated that thoseandidate countries
of Central and EasterfBurope whowish to do so shalbecome members dlfie Union if they meet the
following conditions:

- stability of institutions guaranteeing democrattye rule of law,human rights andespect for and
protection of minorities;

- the existence of a functioning market economyyabasthe ability to copewith competitive pressures
and market forces within the Union;

- the ability to take on theobligations of membership, includirgdherence to thaims of political,
economic and monetary union.

A judgment on thesthree groups of criteriapolitical, economic, anthe ability to take on theacquis-
depends also on theapacity of a country’s administrative atebal systems tqut into effect the
principles of democracy and the market economy and to apply and enfoacetingn practice.

The method followed in preparing thes®pinions has been to analye situation in each candidate
country, looking forward to thenediumterm prospects, and taking into account progaeesemplished
and reforms already under wayfFor the political criteria, the Commission has analysdtie current
situation, going beyond a formatcount of the institutions texaminehow democracy and the rule of law
operate in practice.
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1. Political Criteria

Poland’s political institutions function properly and in conditions of stability. Thepect thdimits on

their competences amwoperatavith eachother. Legislative elections in 1991 aid®93, andoresidential
elections inl995, were free aniir. In 1993 andl995,when they led to alternation pbwer,this was
properly achieved. The Oppositigiays a normapart in the operation of thiestitutions. Efforts to
improvethe operation of th@udicial systemand tointensify the fight againstcorruption will need to be
sustained.

There are nonajor problem®ver respect fofundamental rights.There are, however, certdimitations
to freedom of the press. Particular attention will be needed to how dawelimiting access tgublic
service for certain categories of persondmglemented. Poland needs to complptecedures for
compensating those whose property was seized by the Nazis or Communists.

Poland presents the characteristics of a democracy, with stable institutions guaranteeing thewule of
human rights and respect for and protection of minorities.

2. Economic Criteria

Before 1989 thdolish economy wasuffering seriously fronstagnation,nflation and its foreigndebt
burden. The recoverglan initiated in January 199®as drastic, but provokednly a limiteddrop in
output (though outputad alreadyallen substantially inhe 1980s). By 1992 positigrowth had already
started,and has continued sin¢6.0% in 1996). The budgeleficit has beemeduced to below 3% of
GDP; and thealebt-servicing burden, after rescheduling agseed in 1991, ibeing steadilyreduced.
Inflation rates havealeclinedover recent years, bustill stood at 19.9% in 1996. GDP pegad is about
31% of the EU average, for a population of 3g8ion. The agriculturalsectoremployed27% of the
labour force in 1995, and accounted 6% of GrossValue Added.70% of Poland’s exports are
directed to the EU, and 65% of its imports originate in the EU.

On thebasis of itsanalysis,the Commission’s judgment as téoland’s ability to meet the economic
criteria established at Copenhagen is as follows:

Poland can be regarded asuactioningmarket economy Prices andrade have beeliberalised to a
large extent. The economy has beegcessfully stabilised. Commitment to this policy line has been
maintainedthrough various changes in government.otder to guarantelnger-term stability, pension
and social security systems need to be reformi@idancial servicesire underdeveloped. Thmanking
sector needs further reform.
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Poland should bevell able to copavith competitive pressureand market forces within the Union in the
mediumterm, provided that imaintainsthe pace of restructuring and keeps ¢eenomyopen. Growth

and investmenare strongand the rise in unit labowosts in thenanufacturingsectorhas been moderate.
Recently, inflows of foreigmlirect investment have accelerated. The main probldhmatsof thelarger
state-ownectcompanies, where manageméilures inthe face of foreign competition could have serious
consequences. Agriculture needs to be modernised, and there have been some reversals in trade policy

3. Capacity to take on the obligations of membership

Poland’s ability to take on trecquishas been evaluated according to a number of indicators:

- the obligations set out in the EuropeAgreement, particularlythose relating to the right of
establishment, national treatment, free circulation of goods, intellectual property and public procurement;

- implementation othe measuresetout in the White Paper agssentiafor establishingthe single
market;

- progressive transposition of the other parts oatugiis

Poland has already implementgdnificant elements ahe provisions ofthe EuropeAgreement, and for
the most part according to the timetable for implementation set outTodmanytrade-relateghroblems
have arisen, though most of them have been able to be resolved. Poland has achieved a gsatisfattory
transposition of the rules amtirectives identified irthe White Paper, though there #ill a considerable
amount of legislative work left to do.

In respect oprovisions relatingspecifically tothe single market, substantiaprogresshas been made on
intellectualproperty,company lawtaxation, accounting, anthancial services. Work istill needed on
public procurement, data protection, competition and liberalisation of capital movements.

Notwithstanding the effortehich have been madie progressnade in transposing legislatistill needs

to be accompanied bgoncrete measures ahplementation, as well as establishment of an effective
administrative underpinning.  Overathe administrative infrastructure is either well-established or
recentlyset upand functioning normally. But the work oflegislativeadaptation is proceedirsgiowly in

the field of technical rules and standards.

As for the other parts of theacquis Poland shouldot havedifficulty in applying it inthe mediumterm
in thefollowing fields: education, training and youth; research and technological development; statistics;
small and medium enterprises; development; and customs.
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By contrast,substantial efforts will be needed for Poland toab& to applythe acquisin thefields of
telecommunications; fisheries; and consumer protection.

Polishindustry is characterised by thexistence oboth adynamicnew privatesectorwhich should be
able tocompete in the single market in theediumterm, and largesectors mostly state ownedyvhich
need restructuring in order to be able to compete.

For the environment, very substantial efforts will be needemhcluding massive investment and
strengthening of administrative capacity to enforce legislatieull compliancewith the acquiscould be
expected only in the long term, and would require increased levels of public expenditure.

For transport, Poland made notablprogress in taking on thacquis but considerable effort and
investmentwill be needed imroad transport. Provided that these efforts amade, theransport sector
should not posemajor problems irnthe mediumterm. Butinvestment will be needed to extend the
European transport network so as to ensure that the single market functions well.

In order toachievethe employment and social affairsacquisin the mediumterm, work isneeded to
adapt legislation in the field of health and safety at work.

In the field ofregional policy and cohesionif Polandimplementshe recommendations of its Task Force
for Regional Policy, this will be a majostep towardsachievingthe acquis. Given the necessary
administrative framework, arttie substantial improvement neededhe field of financialcontrol, Poland
should be able ithe mediumterm to use th&Jnion’s regional andtructuralfundsfor its development
effectively.

For agriculture, particular efforts vit be needed to establishaherent structural and rural development
policy, and toimplement veterinanand phytosanitary requirements and to strengtheradh@nistrative
structuresnecessary to applhe common agricultural policy. Provided thesegetscan be met, the
common agricultural policgould be applied in aappropriate manner on accession inrediumterm,
although a solution to Poland’s structural problems will require a long-term approach.

Onenergy, Poland has no nuclepower programmeand should have ndifficulty in complyingwith the
Euratom provisions. Poland should dde to comply withthe rest of the energy acquis in timedium
term, butthiswill requirework onissues such as energy pricing, import barrfieril productsandstate
intervention in the coal sector.

On the basis of the analysis of its capacity to apiphyacquis Poland could be in a position in thedium
term to takeandimplementthe measuresecessary foremoval ofcontrols at itsborders with member
states of the Union.

Poland’s participation in the third stagesmfonomic and monetary unionwhich impliescoordination of
economic policy and complete liberalisation of capital movements, shosé&ngroblems inthe medium
term. But it is premature tundge whether Poland will be in a position, by tme of its accession, to
participate in the Euro area. Thail depend on how far the success of its structural transformation
enables it to achieve and sustain permanethidy convergence criteria. These are, howemnet, a
condition for membership.
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Poland facesignificant challenges ithefield of justice and homeaffairs, particularly concerninglrugs,
bordermanagement and transnational crime. Provitl@ticontinuing effortsare made, Poland could be
able to meet the requirements of #oguisin the next few years.

Poland should be able to fulfil its obligations in respect ottmemon foreign and security policy

In addition, Poland has no territorial disputes vatty membestate orneighbouring candidate country.
All its state frontiers are regulated by Treaty.

4. Administrative and legal capacity

If Poland continues its comprehensive reform efforts indhes it couldachieve inthe mediumterm the
administrative structures necessary for the essential work of applying and enforeiogiiseffectively.

The same applies to Poland’s judicial system, which has an equally important part to play.

CONCLUSION
In the light of these considerations, the Commission concludes that:

- Poland presents the characteristics of a democracy, with stable institutions guaranteeing tie@wule of
human rights and respect for and protection of minorities;

- Poland can be regarded as a functioning market economy, and should be able to cope with competiti

pressure and market forces within the Union in the medium term;

- if Poland continues its efforts on transposition of the aagléding particularly tahe single market,
and intensifies work on its implementation, Poland should become ghéeticipatefully in the single
market in themediumterm. Particular effort anthvestment will be needed to mdée acquisin
sectorssuch as agriculture, environment atrdnsport. Furthermdministrative reform will be
indispensable if Poland is to have the structures to apply and enfoexmthseffectively.

In thelight of these considerations, t®mmission recommends thatgotiations for accession should be
opened with Poland.

The reinforced pre-accession strategy tdlp Poland tqrepareitself beter to meet thebligations of
membership, and ttake action tamprovethe shortcomingglentified in this Opinion. The Commission
will present a report no later than the end of 1998 on the progress Poland has achieved.
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ANNEX
COMPOSITION OF PARLIAMENT

RESULTS OF THE LAST GENERAL ELECTIONS (1993)

Sejm

Party ‘abbrev. No of seats
Democratic Left Alliance SLD 168
Polish Peasant Party PSL 130
Democratic Union uw 73

Union of Labour UP 35
Confederation for an Independent Poland KPN 16
Non-Party Bloc for Reform BBR 17
Senate

Party ‘abbrev. No of seats
Democratic Left Alliance SLD 37
Solidarity bloc NSzZ 12

Polish Peasant Party PSL 34
Independents’ bloc 5
Demoaocratic bloc (mainly UW) 7

Independents S
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SINGLE MARKET : WHITE PAPER MEASURES

Thistable is based on information providedthg Polish authoritieandconfirmed by them as correct as at the end of June
1997. Itdoesnot indicate the Commission’s agreement withir analysis. Thé¢able includes directiveand regulations
cited in the White Paper which total 899. These Has@n listed in accordance withe categorizatiomsed inthe White
Paperand in relation to theolicy areascovered. The tableshowsthe number of measurésr which the Polish authorities
have notified theexistence of adopted legislatitiaving some degree of compatibilityith the corresponding White Paper
measures.

1.1.1.1.1.1.1 White Paper chapters Directives Regulations Total
Stage | Stage I/l Stage | Stage II/II
1.Free Movement of Capital Poland 3 1 0 0 4
Number of White Paper measures 3 1 0 0 4
2.FM and Safety of Industrial Products ~ Poland 27 77 3 0 107
Number of White Paper measures 56 104 4 1 65
3.Competition Poland 2 0 1 0 3
1.2 Number of White Paper measures 3 0 1 0 4
4.Social policy and action Poland 7 11 0 0 18
Number of White Paper measures L2 15 0 2 29
5.Agriculture Poland 75 30 25 0 130
1.2.1 Number of White Paper measures D3 U6 62 2 03
6.Transport Poland 18 7 6 2 33
1.2.2 Number of White Paper measures L9 15 8 13 55
7.Audiovisual Poland 1 0 0 0 1
1.2.3 Number of White Paper measures 1 0 0 0 1
8.Environment Poland 9 2 4 0 15
1.2.4 Number of White Paper measures B1 7 7 0 45
9.Telecommunication Poland 7 2 0 0 9
1.2.5 Number of White Paper measures 9 7 0 0 16
10.Direct Taxation Poland 2 1 0 0 3
1.2.6 Number of White Paper measures 2 2 0 0 4
11.Free movement of goods Poland 0 0 0 0 0
1.2.7 Number of White Paper measures 0 0 0 0 0
12.Public Procurement Poland 5 1 0 0 6
1.2.8 Number of White Paper measures 5 1 0 0 6
13.Financial services Poland 10 7 0 0 17
1.2.9 Number of White Paper measures L3 8 0 0 21
14.Protection of personal data Poland 0 0 0 0 0
1.2.10 Number of White Paper measures 0 2 0 0 2
15.Company Law Poland 2 3 0 0 5
1.2.11 Number of White Paper measures 2 3 0 1 6
16.Accountancy Poland 3 2 0 0 5
1.2.12 Number of White Paper measures 3 2 0 0 5
17.Civil law Poland 0 1 0 0 1
1.2.13 Number of White Paper measures 1 1 0 0 2
18.Mutual rec. of prof. Qual. Poland 0 6 0 0 6
1.2.14 Number of White Paper measures 2 L6 0 0 18
19.Intellectual property Poland 5 3 0 0 8
1.2.15 Number of White Paper measures 5 3 0 3 11
20.Energy Measures taken into account by Polanfl 7 0 0 0 7
1.2.16 Number of White Paper measures LO 2 3 0 15
21.Customs law Poland 0 0 13 0 13
1.2.17 Number of White Paper measures 2 1 14 84 01
22.Indirect Taxation Poland 9 0 0 0 9
1.2.18 Number of White Paper measures L5 b4 0 6 75
23.Consumer Protection Poland 5 0 0 0 5
1.2.19 Number of White Paper measures 8 3 0 0 11
Total Poland 197 154 52 2 405
Number of White Paper measures 2P5 293 99 p12 B99

STATISTICAL DATA

If not explicitly stated otherwisedata contained in this annex arellected from Central Statistical Office (GLOWNY
URZAD STATYSTYCZNY)" with whom EurostaandMember States’ statisticafficesare co-operating sin@everal years
in the framework ofthe Phare programme. Regular detdlectionand dissemination are part of thc®-operation process
with the aim to enable the application of EU laavel practices in statistics. The data preseieldwhave been compiled as
far as possible using EU definitioaad standardahich in some cases differ fromational practices. Thimay occasionally
give rise to differencelsetweerthe data presented heaedthose shown elsewhere time opinion, which are generalbased
on the individual applicant countries’ updated replies to the questionnaire sent to them in April 1996exadthe
compatibility with EU standards on statisti@nd thus thecomparability with EU figuresan still not be guaranteed,
particularly those statistidhat have notbeen suppliedhrough Eurostathbut have been delivered directly the countries
concerned.. Wherever available, methodological natesgiven describing conteand particularities obtatistical data
presented in this annex. Data correspond to the information available as of May 1997.
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BASIC DATA

1990 ‘ 1992 ‘ 1993 ‘ 1994 ‘ 1995
1000 hectares
Total Area | | 3126q 3126% 31269
Population ( end of the period) in 1000
- Total 38418 38505 38581 38609
- Females 19753.1 19792.1 19806.4
- Males 18751.9 18788.9 18802.6
per 1 km2
Population density | 123| 122} 123| 123
in % of total population
Urban Population | 61.7] 61.$ 61.91 61.8
per 1000 of population
Deaths rate 10.2 10.2 9.6 10
Births rate 13.4 12.8 12.5 11.2
Income and GDP per capita European Currency Unit
-Average monthly wage and salary per employee 85
-GDP per capita 1215 2359
Structure of production: share of branch GVA in % of Total Gross Value Added
-agriculture 7.6
-industry 33.3
-construction 6.0
-services 53.1
share of branch GVA in 1995
mO0.0 m7.6
@ -agriculture
[m|
m33.3 ) .
053.1 O -construction
O
5]
06.0
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NATIONAL ACCOUNTS

1990 | 1991 | 1992 1993 | 1994 | 1995
in Millions of National Currency
Gross Domestic Product (Current Prices) 56027.4 80882.|9 114944.4 155780.(1) 210407|3 286025.
in Billions of ECU
Gross Domestic Product (Current Prices) 46.% 61.T 65.(1 73.4| 77.&13 90.2
in Purchasing Power Standard per capita
Gross Domestic Product | | | 433l.q 4727.[7 5318
% change over the previous year
Gross Domestic Product 5.2 7.0
Final consumption expenditure 3.9 34
-of households and NPISH 4.4 3.6
-of general government 2.2 2.9
Gross fixed capital formation
Exports of goods and services 13.1 243
Imports of goods and services 11.3 23.6
in % of Gross Domestic Product
Final consumption expenditure 67.2 82.( 83.3 83.5 83.1 80.7
-of households and NPISH 48.5 60.1 62.6 64.0 65.3 63.1L
-of general government 18.7| 21.9 20.7 19.5 17.4 17.6
Gross fixed capital formation 18.0
Exports of goods and services 28.6 23.% 23.7 22.9 24.( 25.9
Imports of goods and services 21.5 254 22.2 22.0 23.( 24.6
GDP (% Change over the previous year)
7.0
6.0 +
5.0+
4.0 +
3.0+
2.0 +
1.0 +
0.0 : : : 1
1991 1992 1993 1994 1995
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MAIN ECONOMIC INDICATORS

1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996
percentage change over the previous year
Inflation rate 585.¢ 70.3 48 353 322 27.8 19.4
previous year = 100
Industrial production volume indices 105.4 113.1 110.7 108.8
Gross agricultural production volume indices 106.9 90.7, 110.7
Unemployment rate (ILO methodology) in % labour force
- Total 14 14.4 13.3 12.4
- less then 25 years 32.5 31.2 28.1
- 25 years and more 11.9 10.9 10.1
in Billions of USD
Gross Foreign debt 44.156 | 49.411| 40.681 37.p8 35.856
Balance of payments in millions of USD
-Exports of goods 15837 14398 13929 13582 17121 23463
-Imports of goods -12248 -15104 -14040 -17087 -1893(Q -26687
-Trade balance 3589 -711) -131 -3506 -1809 -3224
-Services, net 353 693 7128 8570 663 1459
-Income, net -3386 -2896 -416[7 -3613 -2563 -1995
-Current account balance 3067 -2144 -3104 -5788 -259(Q -4245
-Capital and fin. acc.(excl. reserves) -811) 2061 3901 5669 4429 1292Q
-Reserve assets -2418 83( -616 -100 -1514 -8431

Inflation rate: Percentage change of yearly average over the previous year - all items index (data are based on national CPIs which are not strictly comparable)

Industrial production volume indices: Industrial production covers mining and gquarrying, manufacturing and electricity, gas and water supply (according to the NACE
Classification Sections C,D,E). Data on industrial production relate to sold production (sales) for domestic and external destination as well. Data cover all entities w
more than 5 employees.

Gross agricultural production volume indices: Indices based on evaluation of all individual products of gross agricultural production. Constant prices refer to 1992.

Unemployment rate (by ILO methodology): Percentage of the unemployed labour force .This rate is derived from LFSS (Labor Force Survey) observing the following
ILO definitions and recommendations.

Labor force employed and unemployed persons in the sense of the ILO definitions stated below.

The employedall persons aged 15+, who during the reference period worked at least one hour for wage or salary or other remuneration as employees, entreprene
members of cooperatives or contributing family workers. Members of armed forces and women on child-care leave are included.

The unemployedall persons aged 15+, who concurrently meet all three conditions of the ILO definition for being classified as the unemployed: (i) have no work, (ii)
are actively seeking a job and (jii) are ready to take up a job within a fortnight. In Poland, LFSS excludes members of armed forces.

Gross foreign debt: Debt is extracted form the OECD’s External Debt Statistics.

Balance of payments: Data isderived from IMFdatabase, their comparability with respective EU statistics can not be guarbotdealance of payments is
compiled mainly in accordance to IMF standards. Balance in tragigodf in accordance with balance of payments principles. Exports and imports are
both in f.0.b. values. Net income includes direct, portfolio and other investment income, compensation of emplayesst account balance by
definition of IMF 5thManual, capitatransfers are excluded. Reserve asseat®edns changes in reserve assets during the(y¢aignifies an increase,

(-) a decrease in reserve assets.
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FOREIGN TRADE

1992 1993 1994 1995 1996

Imports and exports (current prices) in millions of USD

- Imports 18769 21569 29049{7

- Exports 141871 17240 22894{9

- Balance of trade -4582 -4329 -6154,8
External trade volume indices previous year = 100

- Imports 118.5 113.4 120.5

- Exports 98.9 118.38 116.)7
Structure of Import by SITC (current prices) in % of total Import

- (0+1) food and live animals, beverage and tobacco 10.9 10.5 9.6 8.8

- 2 crude materials, inedible b.4 n.6 5.2 5.4

- 3 mineral fuels and lubricants 16.9 12.% 10.b 9.1

- 4 animal and vegetable oils etc. 0.6 0.6 0.7 0.7

- 5 chemicals and related products 13.5 13.3 14.7 16

- 6 manufactured goods classified chiefly by material 11.9 18.% 20.p 21)6

- 7 machinery and transport equipment 29.9 294 28.8 29/9

- 8 miscellaneous manufactured articles 10.3 10.2 9.9 9.8

- 9 goods not elsewhere classified 1.1 0.4
Structure of export by SITC (current prices) in % of total Export

- (0+1) food and live animals, beverage and tobacco 13.4 11.2 116 9.0

- 2 crude materials, inedible 8.5 b.5 4.7 4.5

- 3 mineral fuels and lubricants 10.7 9.7 9.1 8.2

- 4 animal and vegetable oils etc. 0.1 0.1 0.1 0.2

- 5 chemicals and related products 8.6 6.8 6.7 7.7

- 6 manufactured goods classified chiefly by material 27.1 26.4 27.6 275

- 7 machinery and transport equipment 19.2 20.9 19.8 2111

- 8 miscellaneous manufactured articles 11.7 19.4 20.6 20)8

- 9 goods not elsewhere classified 0.7 0

previous year = 100

External trade price indices

- Imports 116.5 116.5 1272 1192

- Exports 125.4 128.8 1212

Imports and exports (current prices), External trade volume indicesand Structure of external trade by SITC (current prices): Trade data exclude direct
re-exports, trade in services and trade with customs free zones as well as licenses, know-how and patents. The data are based upon the special trade system «
regularly updated.Trade Classifications Poland is using the commodity classification according t6¢mebined Nomenclature Imports are recorded o8IF
basis and are captured in the same way as exgerigorts are recorded oROB basis and are captured with the date on which the commaodities cross the customs
border. The customs statistics is utiliZed monitoring of foreign tradelata. Eurostat hasmverted National Currencies to the US dollar by applying the

International Monetary Fund annual average exchange rates.

External trade price indices: Monthly and quarterly transaction prices of imports and exports are calculated as a quotient of turnover value in PLZ and turnover volume
(exports - FOB, imports - CIF); annual price indices are obtained on the basis of direct surveys on price changes. The structure of turnover value of the examined ye

used for the calculation.
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FOREIGN TRADE

1992 1993 1994 1995 1996

Structure of imports by main countries (current prices)

1st partner
2nd partner
3rd partner
4th partner
5th partner
others

Structure of exports by main countries (current prices)

1st partner
2nd partner
3rd partner
4th partner
5th partner
others

in % of total imports

DE 23.9 DE 28 DE 27.4 DE 26.9
RU 8.5 IT 7.8 IT 8.4 IT 8.5
IT 6.9 RU 6.8 RU 6.8 RU 6.7
GB 6.7 GB 5.8 GB 5.3 GB 5.2
NL 4.7 US 5.1 NL 4.6 FR 4.9
49.3 46.5 47.5 4811

in % of total exports

DE 31.4 DE 36.3 DE 35.7 DE 38.3
NL 6| NL 59 NL 59 NL 5.6
IT 5.6 |IT 52 RU 54 RU 5.6
RU 5.5 RU 4.6 IT 4.9 IT 4.9
GB 4.3 GB 4.3 GB 4.6) GB 4
47.2 43.1 43.6 4116

DE

FR

GB

Structure of export by main partners
in 1995

DE
41.6% 38.3%
NL

B T RU g

4.0% 4 995.6%
Germany NL
France RU
United Kingdom us
Italy

Structure of import by main partners
in 1995

DE
26.6%

48.1%

8.5%

RU

FR ©B6.7%

4.9% 52%

Netherlands

Russian Federation

United States
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SOCIAL INDICATORS

1991 | 1992 | 1993 | 1994 | 1995
Population on 1 January thousand
38183.% 38309.‘2 3841%.1 3850’4.7 38581
Proportion of population by age 1 January 1995 in % of total population
y0_14 23.1]
y15_24 15.5
y25_44 30.0
y45_64 20.5
y65_max 10.9
total number
Live births 545954 513616 492925 481285
Deaths 403951 393131 390874 386398
Infant deaths
- Less than 1 year 8177 7422 6610 7284
- Still birth 2754 2511 25409 3813
Marriages 233206 217240 207674 207689
Divorces 33823 32024 27891 31574
per 1000 of population
Crude marriage rate 6.1 5.66 5.4 5.39 54
Crude divorce rate 1.1 1.1 1.1 2.1 1.
Natural growth 3.71 3.14 2.6p 2.46
Net migration -0.42 -0.3 -0.4 -0.40
Total population growth 3.3 2.84 2.25 1.97
Total fertility rate 2.05 1.93 1.8b 1,8
Infant mortality rate 14.98 14.45 13.41 15.13 13.6
Late foetal mortality rate 5.02 4.8]1 5.14 7.86
Life expectancy at birth
- Males 66.7] 67.4 67.6 676
- Females 75.7 76 76.1 76.4
Life expectancy at 65 years
- Males 12.9
- Females 16.9

Proportion of population by age on 1 January 1995Age of 85 to 89: data only available for 85 years and older.

Net Migration: Including statistical discrepancies.
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LABOUR MARKET

1993 | 1994 | 1995 | 1996
Economic Activity Rate (ILO methodology) in percent of population age +15
60.9 60.2 58.8 582
Average employment in thousand
8581 8519 857 8530
Unemployment rate by age (ILO methodology) in % of labour force
- total 14 14.4 13.3 12.4
- less then 25 years 32.5 31.7 28.[7
- 25 years and more 11.9 10.9 101
Registered unemployment (end of period) in % of economically active population
16.4 16 14.9 13/6
1993 | 1994 | 1995 | 1996
Average paid employment indices by NACE classes Previous year = 100
- Agriculture, hunting, forestry and fishing 79.9 72.9 78.6 102{7
- Mining and quarrying 85.5 92.§ 95.6 952
- Manufacturing 97.1 101.7 99.7
- Production and distribution of electricity, gas and water 101.4 100.6 99,9
- Construction 87.9 96.2 95.8
- Transport, storage and communication 94.5 98.4 98.9
Monthly nominal wages and salaries indices by NACE classes
- Agriculture, hunting, forestry and fishing 134.4 137.4 1478 126.5
- Mining and quarrying 147.1 155.8 12514 127.7
- Manufacturing 137.9 138.4 1346 1271
- Production and distribution of electricity, gas and water 147.9 142.y 1285 1235
- Construction 129.1 129.2 1335 127.3
- Transport, storage and communication 136.9 13% 130.6 127
Monthly wages and salaries indices
- nominal 136.1 137 132.9 126[9
- real 98.7 102.% 1039 1058

Economic activity rate (ILO Methodology): Percentage of labor force in the total population aged 15+. This rate is derived from LFSS (Labor
Force Survey) observing the following ILO definitions and recommendations:

Labor force employed and unemployed persons in the sense of the ILO definitions stated below.
The employedall persons aged 15+, who during the reference period worked at least one hour for wage or salary or other remuneration as
employees, entrepreneurs, members of cooperatives or contributing family workers. Members of armed forces and women on child-care
leave are included.
The unemployed all persons aged 15+, who concurrently meet all three conditions of the ILO definition for being classified as the
unemployed: (i) have no work, (i) are actively seeking a job and (iii) are ready to take up a job within a fortnight. In Poland, LFSS
excludes members of armed forces.

Unemployment rate (by ILO methodology): Percentage of the unemployed labour force. This rate is derived from LFSS (Labor Force Survey)
observing the ILO definitions and recommendations (see ILO definitions above).

LFSS excludes members of armed forces.

Average employmentand Average paid employment indices by NACEclasses: The data for entrepreneurial sphere cover all entities
with more than 5 employees. The data cover also all budgetary, subsidised organisations and persons with secondary job are included.
Armed forces, apprentices, employees on child-care and additional child-care leaves are excluded.

Registered unemployment (end of period): Registered unemployment in per cent - percentage of unemployed registered in civil economically
active population, based on Labour force sample survey (LFSS). Registered Unemployment covers persons registered as looking for a job
in Local Labour Offices in the area in which they live.

Monthly wagesand salaries indices: Monthly realwages and salaries indices are derived fietnominal wages and salaries indices divided
by consumer price indices of households of employees and employees possessing farms. The data for entrepreneurial sphere cover all entities
with more than 5 employees. The data cover also all budgetary, subsidised organisations and persons with secondary job are included.
Armed forces, apprentices, employees on child-care and additional child-care leaves are excluded.



PUBLIC FINANCE

1990 1991 1992 1993 1994 1995

Government budget in millions of national currency

-Consolidated central government revenue 87857 117596

-Grants

-Consolidated central government expenditure 92754 12401p

-Consolidated general government expenditure 105256 140201L

-Consolidated central government deficit/surplus -4897 -6424

-General government deficit/surplus -4954 -5508
Government budget in % of Gross Domestic Product

-Consolidated central government expenditure 44.1 43.4

-Consolidated general government expenditure 50.9 49.(

-Consolidated central government deficit/surplus -2.3 -2.2

-General government deficit/surplus -2.4 -1.9

Government budget: These data relate to central and gengoalernment as published in the IMEB®vernment Finance Statistics
Yearbook (1996) (GFS)hcluded also is the country’s presentation inGiSY.

Because th&FSYdoes not present statistics fgeneral government, bédr individual levels of government separately, the
consolidated series presented here were obtained from central and local goveateamid adjusted in consolidatifan the
identified intergovernmental transfers.

Even though the statistics cover the central and local government publisbE8Ynthe coverage may not be exhaustive if
some central or local government units are not included in that coverage. A measure of the exhaustiveness of the coverage can be
obtained by comparing in tt8FSYthe note on the coverage dditafor individual countries with the list of central and local
government units provided.

It should be noted that the deficit/surplus used here is equal to revenue and grants minus expenditure, atakdtersdimg
minus repayments into account (see further below).

The netting of inter-government transfers carried-out in the attached tables is limited to the cureagitahdransfers
consisting of the identified grants and current and capital subbelesen the levels of government. Other types of transactions
occurring between government levels, such as the payments of taxes and employers’ social security contributions, and the
reciprocal purchases of goods and services are not normally classified as inter-governmental transfers have not been eliminated in
the consolidation process. Finally, whether the absenciateffor current andcapital transfers should be attributed to the
absence of transfer or kack of data is unclear; in athses absence of information on transfers have been deemed to represent
zero-transfers.

a. Government expenditureconsists of general government cash expendituresiwant and capitajoods and
services, interest payments and current and capital transfers but excludes non-cash transactions.

b. Deficit/surplus equals cash revenue and cash grants minus cash expenditure. This measure of the
deficit/surplus differs fromthat used in GFSvhich equals cash revenue and cash grants, minus cash expenditure, minus net
lending. This exclusion of net lending(consisting, in@®Smethodology, of operations in financial assets and liabilities carried
outfor specific policy purposesather tharfor liquidity purposes) brings the measure of the deficit/surplus presented here closer
to the national accountoncept of net borrowing/net lending. Also, as a result of this exclusion, receipts from privatisation
(classified as repayments in tS methodology) do not enter in the determination of the deficit/surplus presented in the
attached tables (and therefore do not reduce the deficit).




FINANCIAL SECTOR

1990 1991 1992 1993 1994 1995 1996
Monetary aggregates Billions (10"9) of US Dollars
- Monetary aggregate M1 9.18 11.2¢§ 15.15 17.14
- Quasi money 17.01 20.4Y 27.11 29.77
Total reserves ( gold excluded, end of period) Millions (10"6) of US Dollars
4091.9 5841.8 14774.1 17656.9
Average short term interest rates % per annum
- lending rate 35.3 32.§ 33.b 26.1
- deposit rate 34 33.4 26.8 ]
Official discount rate (end of period) 28 25 Z
USD exchange rates 1USD=..PLZ
Average of period 0.95 1.057 1.3626 1.8115 2.2723 2.425 2.6961
End of period 0.95 1.095 1.577 2.1344 2.4372 2.468 2.8755
ECU exchange rates 1ECU=..PLZ
Average of period 1.210 1.31 1.769 2121 2.703 3.172
End of period 1.295 1.46 1.909 2.381 2.908 3.244

Monetary Aggregates: Money (M1) Includes demand deposits and currency outside bar@@gasi money (QM) Include time, savings
and foreign currency deposits. Eurostat has converted National Currencies to the US dollar by applying the International Monetary Fund

annual end of period exchange rates.

Average short term interest rates: Data are extracted from the IMF's monthly International Financial Statistics (IFS). Average short-term
lending and deposit rates relate to period averageding ratesgenerally consist of the average interest rate charged on loans granted by
reporting bankDeposit rateselate to average demand and time deposit rates or average time deposit rates. These rates may not be strictly
comparable across countries to the extent the representative value of the reporting banks and the weighting schemes vary.

Total reserves (goldexcluded, end of period): The statistics on official foreign reserves are extracted from the IMF's monthly International
Financial Statistics (IFS). Total reserves (gold excluded) are defined as the sum of central bank holdings of foreign currencies and other
(gross) claims on non-residents; this definition excludes claims on residents denominated in foreign currency. According to the definition;
official foreign reserves are calculated at market exchange rates and prices in force at the end of the period under consideration. Total
reserves (gold excluded) published in IFS may differ from the figures published by the national authorities. Some factors contributing to
possible differences are the valuation of the reserve position in the Fund, and a different treatment of claims in non-convertible currencies.

Data for 1996 refer to November 1996 data.

USD exchange rates: International Monetary Fund exchange rates as present in the publication: “Statistiques Financieres

Internationales”.



INFLATION (12 months changes)

Percentage change of the CPlIs with the current month compared with the corresponding month of the previous year (t/t-12)

Jan

Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
1993
1994 34.7 31.7 31.6 32.4 32.2 33.4 339 331 35.7 37.1 34.2 294
1995 32.4 33.7 33.2 32.4 32.6 30.9 27.8 26.2 24.4 23.0 22.4 219
1996 21.1 20.4 20.2 20.1 19.6 19.6 20.6 20.7 19.4 18.9 18.9 187

Inflation (% change of CPI)

Mar +
May +
Jul +
Sep+
Nov +
Jan-95 +

Jul +
Jul +

Mar +
May -+
Sep+
Nov +
Jan-96 +
Mar +
May +
Sep+

Nov +

Inflation (12 months changes):

Inflation rates(12 months changesjre percentage changestbé CPIs with the currennonth
compared with the corresponding month of the previous year.

Inflationaratdsased on national CPIs @escribed in the

statistical part othe enlargement questionnaire) white not strictly comparableetween candidate countries or wittose
based on EU HICPs (different methods, concepts, practices ¢althaéation of CPIs. Inflation raté$2 months changes) based
on ILO data.




INDUSTRY

1993 1994 1995 1996
Structure of GDP by economic activities (NACE, current prices) in % of Gross Domestic Product
- Mining and quarrying 3(7 44 4.2
- Manufacturing 25.2 20.7 21
- Production and distribution of electricity, gas and water 4 3.6 3.7
Industrial production volume indices by NACE classes previous year = 100
- Total 105.6 1131 1102 1088
- Mining and quarrying 88.9 106.1 99.1 100{8
- Manufacturing 112.2 114.9 11214 111
- Production and distribution of electricity, gas and water 81.2 104 100.p 98/9

1993Q1| 1993Q4 1993QB 1993Q4 1994Q1 1994Q2 1994Q3 1991Q4

Industrial production volume indices by NACE classes

corresponding period of the previous year = 100

- Total 104 108 108
- Mining and quarrying 89 19 100
- Manufacturing 11p 109 112
- Production and distribution of electricity, gas and water 86 80

110 109.1
P9 99.8
113 110.§
10802.3

90

119.9
117.2
120.9
112.6

113,
109.
115
102,

o= o=

1995Q1| 1995Q2 1995QB 1995Q4 1996Q1 1996Q2 1994Q3 1995Q4

corresponding period of the previous year = 100

113.7 113 107.1 108}4
102.7 106.4 1008 886

117 113.9 108.7 1108
1004 100.7 96.4 103(9

109
105.
109
103.

3
5
5

.8

10
9
11
9

V.4 173
V.4

0.2 173
B.7 10

0.3
98
2.4
2.6

108.9
101.9
111.3

Structure of GDP by economic activities (NACE, current prices): is calculated for 199at producer pricesand since 1994t basic

prices.

Industrial production volume indices by NACE classes: Industrial production covers mining and quarrying, manufacturing and electricity,
gas and water supply (according to the NACE Classification Sections C,D,E). Data on industrial production relate to sold production

(sales) for domestic and external destination as well. Data cover all entities with more than 5 employees.



INFRASTRUCTURE

1991 1992 1993 1994 1995
in Km per 1000 Km2
Railway network 82.7| 80.§ 79.v 7 7
Railway transport in million ton/passengers-km
- freight transport 64359 6578 69116
- passengers transport 308645 2761 26635
in 1000 of population
Number of telephone subscribers 93.1 102.4 1147 17 197
inhabitants
Number of inhabitants per passenger car 6 6 5.4 5.4 5.1




AGRICULTURE

1992 1993 1994 1995 1996

Land area by land-use categories in 1000 Hectares
- total 31264 31269 31269 31269 31269
- agricultural land 18664 18642 18648 18622 18474
- forest 8772 878% 8783 8822 8861
- arable land 14337 14305 14300 14284 1408}
- permanent meadows and pastures 4044 4047 4055 4047 41245
Agricultural land by legal status in % of agricultural land
- state enterprise 13.9 10 7.3
- Co-operatives 33 3.1 2.9
- others 82.8 86.9 89.8

1992 | 1993| 1994 | 1995 | 1996

Share of GDP in % of Gross Domestic Product

- Agriculture, hunting, forestry and fishing (Nace A+B) | |6.7 6.3| 6.6|
Previous year = 100

Gross agricultural production volume indices | 106.51 90.7] 110.7| 100.3

Main crops by area in 1000 Hectares
- Cereals 8441.9 8579 8533.4 8609.1 8651
- of which: wheat 2405.1 2476.p 2407 2406.9 2458
- Potatoes 1757 1761 1697 1522 1349
- Sugar beet 376 399 401 385 451
- Fodder beet 191 195 196 143

Main crops by yield in 100 kg/Hectares
- Cereals 23.5 27.4 25.6 30.2 294
- of which: wheat 30.6 33.3 31.8 36.0 35.]
- Potatoes 133.1 206 135.9 163.5 203
- Sugar beet 294.1 391.6 2919 346.1 381
- Fodder beet 331.6 4317 359.9 377.2

1992 1993 1994 1995 1996

Sales or procurement of animal for slaughter in 1000 tons of live weight
- pigs 1194.1 10959 914.9 1134.9 959.8
- cattle 446.9 366.6 367.3 346.9 283.5
- poultry 29( 242.1 284.2  324.3 379.9
Livestock breeding intensity (end of period) Heads per 1000 Ha of agricultural land
- cattle 390 382 386 376
- of which: cows 207 199 191 186
- sheep 5p 41 33
Heads per 1000 Ha of arable land
- pigs 1218 132( 1420 124
- of which: sows 112 122 130

Share of GDP: is calculated for 1998t producer pricegnd since 1994t basic prices.

Gross agricultural production volume indices: Indices based on evaluation of all individual products of gross agricultural production.
Constant prices refer to 1992.

Sales or procurement ofanimals for slaughter: The data refer to thprocurementof agricultural products run by legal entities and
independent units with legal incapacity. Semi-annual and annual data cover also procurement run by natural persons, when its value exceeds
10 thous. PLZ. As a result of this, the semi-annual and annual data are not the sum of particular quarters.
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