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A. Introduction

a) Preface

In Agenda 2000, the Commission said it would report regularly to the European Council
on progress made by each of the candidate countries of Central and Eastern Europe in
preparations for membership, and that it would submit its first report at the end of 1998.

The European Council in Luxembourg decided that

“From the end of 1998, the Commission will make regular reports to the Council,
together with any necessary recommendations for opening bilateral intergovernmental
conferences, reviewing the progress of each Central and Eastern European applicant State
towards accession in the light of the Copenhagen criteria, in particular the rate at which it
is adopting the Uniormcquis ... “The Commission’s reports will serve as the basis for
taking, in the Council context, the necessary decisions on the conduct of the accession
negotiations or their extension to other applicants. In that context, the Commission will
continue to follow the method adopted by Agenda 2000 in evaluating applicant States’
ability to meet the economic criteria and fulfil the obligations deriving from accession.”

On this basis, the Commission presented a first series of regular reports in October 1998,
with a view to the Vienna European Council; a second series was adopted in October
1999, with a view to the Helsinki European Council. The Helsinki European Council
noted that the next regular reports would be presented in good time before the European
council in December 2000.

The structure followed by this regular report on Poland is largely similar to that of the
Commission’s 1997 Opinion and of the subsequent regular reports; however, it differs
from that used in previous years on three minor points. Firstly, the part of the present
report assessing Poland’s ability to assume the obligations of membePsripB.3.1)

has been structured to follow the list of twenty-nine negotiating chapters covering the
acquis Secondly, this part has been broadened to cover also Poland’s administrative
capacity to apply thacquisunder each of the negotiating chapters (previously discussed
in a separate section of the report). Thirdly, the report includes, for the first time, a
section assessing the progress made by Poland in translatirgdhesinto its official
language.

In line with previous regular reports, the present report:

- describes the relations between Poland and the Union, in particular in the framework
of the Association Agreement;

- analyses the situation in respect of the political criteria set by the 1993 Copenhagen
European Council (democracy, rule of law, human rights, protection of minorities);

- assesses Poland’s situation and prospects in respect of the economic criteria defined
by the Copenhagen European Council (a functioning market economy and the
capacity to cope with competitive pressures and market forces within the Union);



- addresses the question of Poland’s capacity to assume the obligations of membership,
that is, theacquisas expressed in the Treaties, the secondary legislation, and the
policies of the Union. This part gives special attention to nuclear safety, as
underlined by the Cologne and Helsinki European Councils. It encompasses not only
the alignment of legislation, but also the development of the judicial and
administrative capacity necessary to implement and enforcadfeis as requested
by the Madrid and Feira European Councils in December 1995 and June 2000
respectively. At Madrid, the European Council underlined the necessity for the
candidate countries to adjust their administrative structures, so as to create the
conditions for the harmonious integration of those States. The Feira European
Council in June 2000 emphasised the vital importance of the candidate countries’
capacity to effectively implement and enforce #egjuis and added that this required
important efforts by the candidates in strengthening their administrative and judicial
structures. The Feira European Council invited the Commission to report to the
Council on its findings on the matter.

This report takes into consideration progress since the 1999 regular report. It covers the
period until 30" September 2000. In some particular cases, however, measures taken after
that date are mentioned. It looks at whether intended reforms referred to in the 1999
regular report have been carried out, and examines new initiatives. Furthermore,
complementing the assessment of new developments since the last regular report, this
report provides also an overall assessment of the global situation for each of the aspects
under consideration, setting out for each of them the main steps which remain to be taken
by Poland in preparing for accession.

In accordance with this approach, the assessment of progress in meeting the political and
acquis criteria (including Poland’s administrative capacity to implement dogui9
focuses on what has been accomplished since the last regular report, complemented with
a view of the global situation for each of the aspects discussed. The economic
assessment, for its part, is based on a forward-looking evaluation of Poland’s economic
performance.

The report contains also a separate section examining the extent to which Poland has
addressed the short-term Accession Partnership priorities, and has started to address the
medium-term priorities set out in this framework.

As has been the case in previous reports, “progress” has been measured on the basis of
decisions actually taken, legislation actually adopted, international conventions actually
ratified (with due attention being given to implementation), and measures actually
implemented. As a matter of principle, legislation or measures which are in various
stages of either preparation or Parliamentary approval have not been taken into account.
This approach ensures equal treatment for all the candidate countries and permits an
objective assessment and comparison between countries in terms of their concrete
progress in preparing for accession.

The report draws on numerous sources of information. The candidate countries have been
invited to provide information on progress made in preparations for membership since
the publication of the last regular report. The National Programmes for the Adoption of
the Acquis of each of the candidate countrjems well as the information they have
provided in the framework of the Association Agreement and in the context of the
analytical examination of thacquis (screening) and the negotiations, have served as

additional sources. Council deliberations and European Parliament reports and
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resolution$ have been taken into account in the preparations. The Commission has also
drawn on assessments made by various international organisations, and in particular the
contributions of the Council of Europe, the OSCE and the International Financial
Institutions, as well as that of non-governmental organisations.

b) Relations between the European Union and Poland

Recent developments under the Association Agreement (including bilateral
trade)

Poland has continued to implement the Europe Agreement and contributed to the smooth
functioning of the various joint institutions.

The Association Council met in December 1999 under Polish presidency and again in
October 2000 in Brussels under EU presidency. An Association Committee meeting was
held in Brussels in June 2000. The system of sub-committees continues to function as a
forum for technical discussions.

The Joint Parliamentary Committee comprising representatives of the Polish and
European Parliament met in November 1999 in Brussels and June 2000 in Warsaw.

Bilateral trade continues to grow. In 1999 EC exports to Poland sto€@&$ billion,

with EC imports from Poland amounting €17.5 billion. The EC trade surplus é1.1.4

billion shows a small decrease on the 1998 surplus. As has been the trend for the past
decade, bilateral trade with Poland continues to grow faster than the EC’s trade with the
rest of the world. Poland’s share in total EC exports fell slightly to 3.81% while Poland’s
share in total EC imports remained constant at 2.27%. As a result, 1999 EC imports
continued the trend set in 1997 and 1998 and grew faster than EC exports. In
consequence the trade gap when expressed as the ratio of exports to imports further
decreased in 1999. Concerning trade by product, machinery and electrical goods
represent the largest sector for both EC exports to and imports from Poland. On the
import side, machinery and electrical goods (19% growth), transport equipment (29%
growth), and other manufactures (14% growth) all grew strongly. Textile imports fell in
absolute and relative terms.

In March 1999, the Council mandated the Commission to open negotiations with the
associated countries with a view to new reciprocal concessions in the field of agriculture.
The negotiations, which form a part of the overall accession process, have been carried
out on a reciprocal basis and with the aim of leading to a fair equilibrium between the
interests of the European Community, the EU Member States and those of Poland. The
negotiations have been based on the principle of neutrality with respect to the functioning
of the CAP.

The negotiations with Poland were concluded between negotiators in September 2000.
As a consequence of the new agreement approximately three quarters of the bilateral
trade in agricultural products should benefit from preferences. Negotiations concerning
processed agricultural products are ongoing.

! For the European Parliament trepporteuris Jas Gawronski.
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In July 2000, the Council mandated the Commission to open negotiations with the
associated countries with a view to new reciprocal concessions in the field of fish and
fisheries products. Technical discussions and the first round of negotiations took place
between the EC and Polish sides in July 2000.

A range of difficulties in the implementation of the Europe Agreement by Poland remain,
from complex long standing issues such as steel restructuring and Special Economic
Zones to product specific trade issues. However, some issues have been resolved through
the functioning of the various joint institutions such as the elimination of export
restrictions on non-ferrous scrap in 2000 and moves towards the full implementation of
the Agreement on the Protocol on European Conformity Assessment (PECAA).

Although the Europe Agreement provides for entry into its second stage since February
1999, a number of legal requirements have yet to be fulfilled to permit this transition.
These were covered in the 1999 regular report. The adoption of the Law on economic
activity has removed some of the obstacles and a new horizontaMélwdeal with most,

if not all of the outstanding obligations. Work continues so as to arrive at a speedy
resolution of this issue.

The last regular report noted a tendency towards a reversal of the close co-operation on
trade matters identified in the Opinion. Since then the situation has been rather mixed.
In some areas a close working relationship has led to good results; for example the
replacement of the previous system of licences for the import of cars in knocked down kit
form with a tariff based system, in others, considerable differences remain. One theme
which has reoccurred throughout the year has been the difficulty in ensuring that
solutions to specific or general problems have been fully implemented. At a general level
there have been a number of “teething problems” with the implementation of the new
customs code. More specifically earlier commitments with regards the harmonisation of
VAT levels for fruit and the opening of quotas on yoghurts have not been met.

Since the 1999 report there has been marked progress concerning the certification of
industrial products. Poland has adapted its list of products requiring mandatory
certification in line with its commitments under the PECAA. This should resolve a
number of short term market access issues. In doing so Poland has almost fulfilled its
obligations under the PECAA: the issue of the automatic issuance of certificates for
products subject to producer certification in the EC remains outstanding. The complete
fulfilment of these obligations would do much to demonstrate Poland’s desire to prepare
for the internal market both economically and politically.

Concerns have been expressed that the Polish language act of October 1999 may impede
economic activity because it covers issues such as the language of contracts in a manner
which other language laws, for example in France or Slovakia, do not. In order to avoid
any impediment, which could constitute a potential breach of the Europe Agreement, the
law will need to be implemented in a flexible and sympathetic manner.

The Regulation imposing provisional anti-dumping duties on imports of ammonium
nitrate originatinginter alia in Poland was published on 26 July 2000. A review of the
measures imposed in December 1994 on imports of urea ammonium nitrate was initiated

2 See Political criteria section for an explanation of the horizontal laws.
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in December 1999. It comprises an expiry review under Article 11.2 of the Basic
regulation and an interim review under Article 11.3, limited to the form of measures. A
verification visit to Poland took place in July 200@/ith regard to wooden pallets, the
regulation imposing definitive anti-dumping duties published in 1997 was amended in
July 2000, following a so-called “newcomer” review of the anti-dumping measures.

Accession Partnership / National Programme for the Adoption of the Acquis

The revised Accession Partnership was adopted in December 1999. Its implementation is
reviewed in chapter D of this Report.

In April 2000 Poland submitted a revised National Programme for the Adoption of the
Acquis (NPAA) to the Commission, in which it outlines its strategy for accession
including how to achieve the priorities contained in the Accession Partner<tliagier

D below).

Community aid

Since January 2000, there are thpee-accession instrumentdginanced by the European
Community to assist the applicant countries of Central Europe in their pre-accession
preparations: th&hare programme;SAPARD, which provides aid for agricultural and

rural development; andSPA, which finances infrastructure projects in the fields of
environment and transport. These programmes concentrate their support on the Accession
Partnership priorities that help the candidate countries to fulfil the criteria for
membership.

In the years 2000-2002 total financial assistance to Poland will amount annu&B@&
million from Phare,€168.6 million from SAPARD, and betweet812 and 385 million
from ISPA.

The Phare programme has been providing support to the countries of Central Europe
since 1989, helping them through a period of massive economic restructuring and
political change. Its current “pre-accession” focus was put in place in 1997, in response to
the Luxembourg European Council’s launching of the present enlargement process.

Phare provides the applicant countries of Central Europe with support for institution
building, investment to strengthen the regulatory infrastructure needed to ensure
compliance with theacquis and investment in economic and social cohesion. This
support comprises co-financing for technical assistance, "twinning" and accompanying
investment support projects, to help them in their efforts to adoptattouis and
strengthen or create institutions necessary for implementing and enforcirardfes

This also helps the candidate countries develop the mechanisms and institutions that will
be needed to implement Structural Funds after accession and is supported by a limited
number of measures (investments or grant schemes) with a regional or thematic focus

Around 30% of the Phare allocation is used for “institution building”, while the
remaining 70% is used for financing investments.



During the period 1990 — 1999, the Phare programme alloc&€50 million to Poland.
The 2000 Phare Programmefor Poland consists of a national allocation 428
million, concentrated on the following priorities:

 the reinforcement of institutional and administrative capacity in the fields of financial
control, public finance, the central bank, the cadastre, tax administration,
parliamentary procedures, fisheries, transport, social dialogue, vocational training,
SME and export development, regional policy, and statisé65 (illion)

* internal market (customs, certification and standards, competition and consumer
protection, intellectual and industrial property rights, and telecommunicatiof®) (
million)

» the strengthening of co-operation in the field of Justice and Home Affairs (border
management, fight against organised crime, visa and migration policies, fight against
drugs, border infrastructure§®9 million)

* institution building in agriculture (for rural development, agri-environment and
afforestation, early retirement, veterinary and phytosanitary administration, food
safety, and preparation for CAP instruments and common market organisatidgs) (
million)

* institution building in environment (for environmental impact assessments and
pollution prevention and control at regional level) and air quality monitoring systems
(€7 million)

» economic and social cohesion (human resources development, SME development and
business related infrastructure in five target regions of the couétr3(million)

» Participation of Poland in Community programme&81 million).
» Participation in ACCESS, a programme to promote NGOs in Polé@adn{llion)

An additional €55 million has been allocated for a cross-border co-operation (CBC)
programme with Germany, the Czech Republic, Slovakia, and for a special action within
the Baltic Sea region.

Poland also participates in and benefits from Phare funded multi-country and horizontal
programmes, such as TAIEX and the Small and Medium-sized Enterprises Facility.
Furthermore, Poland participates in the following Community programmes: Fifth
Framework programme on Research and Technological Development, Leonardo,
Socrates, Youth for Europe, SAVE Il, and SME. Poland has expressed an interest in
participating in the Community’s CULTURE 2000 programme. Following the opening
of negotiations regarding Poland’s participation in the European Environment Agency, an
agreement has been reached. Following ratification and entry into force of this agreement,
scheduled for early 2001, Poland will become a member of the Agency.

Overall, the impact of Phare has been positive. Effective transfer of know-how,
equipment and financial resources has taken place in a number of important fields such as
industrial restructuring and privatisation, SME development, trade and investment
promotion, energy, land registration, veterinary and phytosanitary administration,
environmental investments and institution building, etc. Phare support to transport,
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environment, agriculture and SME development has succeeded in developing sector
strategies and initiating essential institutional and financial mechanisms servicing
enterprises in these sectors.

In Poland, Phare has played a particularly important role in areas including:

» the transport sector, selected sections of construction and renovation of the A4
Motorway project Wroclaw-Katowice-Krakow (126 km) were financed by Phare
(€105 million) together with the EIBE375 million).

e privatisation, where preparatory work, the vouchers for the mass privatisation
programme and bad debt work-outs prior to the privatisation of commercial banks,
were funded by Phar€20 million) together with the EBRD.

* aregional development programme, where SME development was funded by Phare
(€50 million) which co-financed nearly 200 municipal SME infrastructure projects
and co-funded over 1,000 SME investment projects through a grant scheme along
with commercial banks. This created ov€it50 million of public and private
investment and generated more than 11,000 jobs in the regions concerned.

* a flood damage reconstruction programme funded by Preg® rillion) in 1997,
which allowed the co-funding of over 500 small infrastructure projects designed to
renovate, reconstruct or improve public infrastructure (schools, medical centres, local
roads, bridges, etc) in the flooded areas.

* institution building and twinning in the veterinary administration, regional policy
administration, and the judicial sector were funded by Ph&t® (illion) to reform
the sectors concerned and bring these up to the standards in the EU.

A reform of thePhare management systenook place in 1998 and 1999 to improve the
speed, efficiency, effectiveness and transparency of Phare’s activities. The recent Phare
Review Communication in 2000 continues to refine these basic management structures
so as to further prepare for accession and the structural funds. First, management can be
fully decentralised from 2002 if the strict pre-conditions set down in the Co-ordination
Regulation 1266/99 are met. Second, Phare’s programming can be moved onto a multi-
annual basis if supporting strategies are in place. Third, the trends introduced in 1997 will
continue with an increased role for Delegations, further streamlining of procedures and,
lastly, increasing emphasis of management on raising the impact of Phare’s projects in
institution building, investment in compliance with thequisand economic and social
cohesion.

As regardsSAPARD, the Polish Rural Development Plan received a favourable opinion
in the STAR Committee (EC Management Committee on agricultural structures and rural
development) in September 2000. The plan was formally approved by the Commission
in October 2000

The programme is based on two major priorities (improvement of the market efficiency
of the agri-food sector and improvement of conditions for economic activities and job
creation.).
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The average annual outlays would amoun€481 million during the period 2000-2006,
of which€168.6 (in 1999 prices) million from the SAPARD programme.

The Agency for Restructuring and Modernisation of Agriculture (ARMA), has been
designated by the Polish Government as the SAPARD Agency and preparations for its
accreditation are underway.

As concerns théSPA programme, the Polish Government has elaborated strategy papers
for transport and environment and the priorities for ISPA support expressed in these
documents have been integrated in the preliminary National Development Plan of the
Polish Government of December 1999. The Commission and the Polish authorities have
together established a shortlist of priority projects for ISPA funding in the transport and
environment sectors over the period 2000-2006. For transport, these concern the
construction and renovation of motorways, national roads and railways on the Trans-
European transport network according to European standards. In the case of the
environment, the main ISPA priorities for Poland are related to drinking water and waste
water, and solid waste treatment for the major cities of Poland. The financial memoranda
for three ISPA projects were signed by the Commission in September 2000 (for an
amount of €141 million) as part of a programme of transpol{7 million) and
environment€177 million) projects for the year 2000.

Implementation of the ISPA projects will follow the same institutional framework as for
the Phare programme, with the National Fund at the Ministry of Finance being in charge
of overall financial management and a number of Implementing Agencies responsible for
the technical implementation, subject to ex-ante endorsement by the Commission. For the
programme and financial management of SAPARD, a different system will apply which
reflects the EAGGF (European Agricultural Guidance and Guarantee Fund) rules and is
based on a fully decentralised approach through an accredited paying and implementing
agency.

In the case of ISPA a first step was taken to strengthen administrative capacity to manage
the funds with the creation, in 1999 in the Ministry of Transport and Maritime Economy,
of a division responsible for the management of ISPA funds. Upon Poland’s accession to
the EU this division will be transformed into a body responsible for monitoring and co-
ordination of implementation of projects in the area of Trans-European Networks.

Twinning

One of the main challenges the candidate countries continue to face is the need to
strengthen their administrative capacity to implement and enforcacipais As of 1998,

the European Commission proposed to mobilise significant human and financial
resources to help them in this respect, through the process of twinning of administrations
and agencies. The vast body of Member States’ expertise is now being made available to
the candidate countries through the long-term secondment of civil servants and
accompanying short-term expert missions. Thanks to the strong support and response
from EU Member States 107 twinning partnerships, funded by Phare 1998 and involving
all candidate countries and almost all Member States are operational. Under Phare 1999 a
further 107 projects are being implemented and the programming exercise for Phare 2000
includes a further 129 twinning projects. It is estimated that around 250 twinning projects
will be operational throughout the candidate countries at any one time.
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To start with, twinning focused primarily on the priority sectors of agriculture,
environment, public finance, justice and home affairs and preparatory measures for the
Structural Funds. It now covers all sectors pursuant t@tuglis

In Poland, twinning under the 1998 National Phare programme came into effect in the
course of 1999 with the first long term Member States’ experts having arrived in Poland
in the middle of 1999. Currently eight different projects are on-going with another 17
twinning projects under Phare 1999 to start in the course of the year 2000. New areas
covered arenter alia, financial control and tax customs, civil service development, and
road transport. For Phare 2000, there will be 32 twinning projects with Poland including
twinning between regional administrations in order to prepare Poland for regional policy
and the management of future structural funds. Statistics show that a considerable range
of both Member States involved and policy sectors covered in Poland. Nearly all
Member States are or will be engaged in twinning: allowing Poland to benefit from the
variety of administrative models and cultures in the European Union.

Negotiations / screening

The analytical examination (screening) of thequis started in April 1998 and was
concluded in the autumn of 1999. An update of the screening exercise was commenced
in February 2000 to take into account the nawquiswhich had been adopted since
March 1998.

Of the 29 chapters now opened with Poland during the course of four negotiating rounds
since March 1998, 11 have so far been provisionally put aside, which means that these
chapters do not, at this stage, require further negotiation. These are: Economic and
Monetary Union, Statistics, Industrial policy, Small and Medium-sized Undertakings,
Science and Research, Education, Training and Youth, Telecommunications and
Information Technologies, Consumers and Health Protection, External Relations,
Common Foreign and Security Policy, Financial Control. Negotiations continue for the
remaining chapters.
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B. Criteria for membership

1. Political criteria

Introduction

The political criteria for accession to be met by the candidate countries, as laid down by
the Copenhagen European Council in June 1993, stipulate that these countries must have
achieved “stability of institutions guaranteeing democracy, the rule of law, human rights
and respect for and protection of minorities.”

In the 1999 regular report on Poland’s progress towards accession, the Commission
concluded succinctly that:

“Poland fulfils the Copenhagen political criteria. Further efforts are necessary to increase
the efficiency of the judiciary. Attention should be paid to the fight against corruption.”

The section below aims to provide an assessment of developments in Poland since the
1999 regular report, as well as of the overall situation in the country, seen from the
perspective of the political Copenhagen criteria, including as regards the overall
functioning of the country’'s executive and its judicial system. Developments in this
context are in many ways closely linked to developments regarding Poland’s ability to
implement theacquis in particular in the domain of justice and home affairs. Specific
information on the development of Poland’s ability to implementahbgquisin the field

of justice and home affairs can be found in the relevant sec@mter 24 — Co-
operation in the field of justice and home affgicf partB.3.1 of this report.

Recent Developments

The coalition government elected in September 1997 formally came to an efftijomé
2000 after having become the longest serving post-communist government. A minority
administration is currently in office.

Presidential elections held ord"8ctober 2000 saw the re-election of the incumbent
president.

Throughout the changes Poland’s political institutions have continued to function
properly in conditions of institutional stability. The 1997 Constitution has proved to be a
stabilising factor since its introduction.

The government continues to support EU membership as a top political priority and a
broad consensus on this issue exists across the main political parties.

This commitment to EU membership has in recent months manifested itself in a renewed
drive to adopt the necessary legislation to harmonise Polish law witladhais First
manifestations of this renewed vigour were seen in the Sejm debate on European
integration which took place in February 2000. There has subsequently been an increase
in the amount of draft legislation prepared by the government and submitted to the
Parliament.
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Efforts have also been directed at speeding up the adoption of legislation within the
parliament. Within the parliament new Committees on European Law have been created
on a cross party basis in the Sejm and Senate to oversee the adoption of EU related
legislation and a new approach designed to speed up this process has been adopted. This
approach is based on the concept of horizontal European legislation. The horizontal laws
will consist of bundles of legislation, or amendments to legislation, necessary to achieve
harmonisation with theacquis The legislation grouped together in this way need not
necessarily be related to each other but must be directly necessary for harmonisation with
theacquis

This is a new process and it remains to be seen how effective it is in practice, especially
the impact on legal transparency of grouping disparate fragments of legislation together
in a single act. However, it is a clear statement of the desire of Government and
parliament to speed up the process of the adoption ddi¢heis

1.1. Democracy and the Rule of Law

As mentioned in previous regular reports, Poland has achieved stability of institutions
guaranteeing democracy and the rule of law. This section therefore focuses on the most
significant developments of the past year.

The Parliament

The Parliamentary process is based on stable institutions and continues to function
satisfactorily. Its powers are respected and the opposition plays a full part in its activities.

The Executive

There have been a number of developments in this sector since the last regular report
with regards amendments to the Presidential elections act and the implementation of the
regional reforms, the civil service act and the Act on Government Departments.

An amendment to the Presidential Elections Act of September 1990 was signed into
law in May 2000. The amendment introduces over 80 changes to the original bill,
aligning its provisions with the Constitution and unifying election rules. The new
provisions also comprise anti-corruption regulations pertaining to the financing of
political campaigns, aimed at aligning Polish election law with European standards. The
new act envisages an extensive system of sanctions for non-compliance with its
provisions. It should be noted that very similar anti-corruption provisions proposed for
the self-government Elections were rejected by the Sejm in 1998.

The last regular report commented upon the introduction of a new regional administrative

structure in Poland. Reform on this scale takes some time to become fully effective.

However, it appears at this early stage that the impact to date has on the whole been
positive. As was noted in the last regular report, the successful implementation of the

new administrative structure will require an adequate allocation of financial revenues and

of revenue raising powers in a stable foreseeable framework. The existing legislation

which set out the system for an initial two year period has been rolled over for another

year with some improvements.
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Under the civil service law (see below) only certain officials working at the regional
(Voivodship) level, will be accorded civil servant status. The legal, financial and
professional provisions for the remainder of the administrative staff responsible for the
management of the Voivodship, and all staff at county (Powiat) and commune (Gmina)
level are set out in the 1990 law on Self-government employees. This provides for
different criteria for staff recruitment and remuneration than the civil service law. Indeed
levels of remuneration are frequently higher in local than national government.

The Act on Governmental Departments which was adopted on 1 April 1999 came into
force on 18' September 1999. This Act regulates the functioning of the Executive,
identifying 32 departments of government and providing the Prime Minister with
chancellery powers to allocate ministerial portfolios and to combine departmental
responsibilities in ministerial portfolios. A first government restructuring under the new
law took place in September 1999 and there was a subsequent change in June 2000 when
the new administration took office. Changes to date have been rather limited in scope and
there has been no wholesale reorganisation of ministries and departments.

The revised law on the Civil Service which came into force rddly 1999 continues to

be implemented in a very gradual manner. All persons working within the governmental
administration at the moment of entrance of the law into force became civil service
employees but not civil servants. This distinction is important as one consequence is that
the current civil service corps has not been recruited on an independent basis and its
composition has in part been determined by outside sponsorship. It is envisaged that all
senior level posts will be filled with civil servants. This amounts to 1,630 posts in a civil
service of over 105,000. At the time of writing there were 349 appointed civil servants
The 349 comprises, apart from persons qualified in the last year's competition, graduates
of the National School of Public Administration and persons appointed under the
previous law. It is expected that by publication of this Report there will be an increase of
approximately 150 due to the new intake of graduates of the National School of Public
Administration.

The new selection procedure for posts of civil servants was launched at the time the law
was implemented. As a result of the last year's competition (completed in January this
year) 42 persons were appointed as civil servants (out of 240 persons who applied). This
year's procedure has just started with about 300 applications. Taking into account that -
according to the law - the selection is organised only once a year, reaching the expected
number of independent civil servants in Polish administration could be a very long
process. In the meantime the civil service remains open to outside influence and it
remains doubtful if - even in the medium term - the enforcement of the law will be
efficient enough to guarantee the political independence and stability of nominations and
actions of the civil service. In this context the equal provision of access to the public
service will be an important element in ensuring the continuity of the administration in
the years ahead.

As was also noted in 1999, the issue of remuneration of civil servants is also addressed in
the 1998 Act and will continue to require further attention in the years ahead to ensure the
recruitment and retention of a body of experienced officials.
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The Judiciary

Since the last regular report there have been a number of developments with respect to
the structure, staffing and training of the judiciary.

With regards structural changes, a new layer of jurisdiction has been introduced in
January 2000 to deal with petty cases and a law introducing simplified procedures in civil
matters was adopted in May 2000. The changes are the first of a number of measures
intended to reduce the often chronic delays and the backlog of cases which have dogged
the Polish legal system and which were highlighted in the 1999 regular report.

Under the January 2000 changes up to 200 civil-criminal chambers have been set up,
covering all the national territory, the final target is for 400 such chambers. These new
chambers are competent for petty cases (civil claims below 5000 Zloty), for consumer
rights cases, and for fiscal offences of up to 2 years of imprisonment.

The May legislation includes provision for the establishment of a national Penal Register.
The purpose of this register is to function as a database concerning personal identity,
criminal offences, trials as well as related criminal measures imposed by courts. This
register will be managed by a unit within the Ministry of Justice with a special budgetary
allocation.

Since the last report overall efficiency in terms of court delays and effective treatment of
judicial cases has increased although the backlog persists. In this context, there is a
glaring gap between Warsaw, where the situation is still very critical in terms of
overburdening of judges and long delays and the rest of the country: the average duration
of a criminal/correctional procedure is 6 months nation-wide but reaches 40 months in
Warsaw. The situation is similar for commercial cases as well as transactions associated
with the land register. Delays for the latter can reach up to 2 full years in the capital,
compared to an average of 3.7 months nation-wide, although there has been some
improvement with nation-wide delays having fallen from the 1997 figure of 4.8 months.

Given the current concentration of economic activity on Warsaw and the likelihood that
most questions of EC law will be channelled through the capital the existing delays
present a challenge for the effective and timely implementation of EC law in Poland.

The government is aware of the difficulties faced in Warsaw. The Ministry of Justice
unveiled in May its plan to reorganise Warsaw judiciary including the introduction of a
number of new courts. However, it is to date unclear how these planned reforms will
correspond to the new budgetary allocations for the justice system.

Corruption among the judiciary has been mentioned in some reports. The very long wait
for routine court decisions in commercial matters, including in terms of contract
enforcement constitutes an incentive for bribery and corruption.

The backlog and the costs of legal action appear to deter many citizens from using the
justice system at all. Coupled to the existence of cases of corruption, this contributes to
the generally negative perception of justice in Poland by the average citizen who is
complaining increasingly about the low level of efficiency of the judicial system to the
public Ombudsman.

17



One measure intended to reduce the delays and the backlog has been the strengthening of
the Public Prosecutors office through both training and an increase in staff numbers.

There has been a slight increase in the number of judges ( up to 8,194) as well as in the
“referendarz” function (a quasi-judicial function which allows for the performance of
certain acts — amendments to the land register- but not adjudication); 295 "referendarz”
have been recruited and are currently employed.

The training system for judges based around 36 centres lasts 2 full years and is generally
considered to be very costly compared to a would-be centralised system of initial and
continued training. Additionally, European Community Law is not compulsory in the
curriculum, and it is rarely offered as a specific area of training.

Anti-Corruption measures

The issue of Corruption was set out in last year’s regular report. In the intervening period
the issue has jumped up the political agenda and in public consciousness following the
publication of a number of critical reports. These reports have been by both external
bodies and the Polish government’s Court of Auditors.

The reports have different methodological approaches and were prepared from different
standpoints, but all point to a similar series of deficiencies which create an environment
in which corruption can flourish: excessive but poorly managed bureaucracy, insufficient

controls, lack of transparency and a general lack of accountability amongst others, are all
elements, which have been mentioned as contributing factors.

To date the response of the government has been piecemeal: there has been a flurry of
activity which has yet to come to fruition. The most significant legislative progress to
date has been the ratification in September 2000 of the OECD Convention on Combating
Bribery of Foreign Officials in International Business Transactions.

On the ground a sustained effort will be required to step up the fight against corruption.
Recent data suggest that in 1999 altogether, up to 664 cases of active and passive
corruption (as defined by Polish law) have been detected, leading to 320 prosecutions.

At the administrative level a working group has been set up within the Team on

“Reducing the burden of bureaucracy” in the Ministry of Economy. The group has

produced a series of measures to tackle corruption in all its aspects including a multi-
disciplinary strategy integrating the preventive as well as repressive aspects.

What is still crucially lacking is a central, integrated strategy at national level, as was
indicated in the 1999 regular report. Any such strategy must be inextricably linked to a
sufficiently resourced administrative reform in the individual law enforcement agencies
(Border Guard, Police, Customs) as well as in the field of Justice. The rapid
implementation of the Civil service law will, increasing an independent open civil
service, also greatly contribute to developing a corruption inhibiting environment.

Legislation necessary to ratify the 1990 Council of Europe Convention on Laundering,
Search, Seizure and Confiscation of Proceeds from Crime has been adopted and a law
allowing the ratification of the Council of Europe Criminal and Civil Law conventions on
Corruption is close to final adoption.
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1.2. Human Rights and the Protection of Minorities

As reported in the previous regular reports, Poland continues to respect human rights and
freedoms. The following section concentrates on major developments since the last
regular report.

Poland has ratified the major Human Rights conventions with the exception of the
Council of Europe Framework Convention on the protection of National Minorities (see

Annex) and has an established track record of providing appropriate international and
constitutional legal safeguards for human rights and protection of minorities.

Civil and Political Rights

Basic rights continue to be respected and some significant developments have been
registered since the 1999 Report, notably with regard to the death penalty, the aliens act,
and the privacy act. In contrast there are some areas, notably the libel law and prison
conditions, which give cause for concern.

The death penaltywas formally abolished by the Parliament on 14 April 2000 when it
adopted the legislation approving ratification of Protocol No 6 the European Convention
on Human Rights. The formal act of ratification has not yet taken place.

As concernssylum the new aliens law has not yet been adopted.

With regards the right tqorivacy, the parliament adopted in January the Classified
Information Law which came into force in March. The act regulates the procedures,
notably the need for security clearance, which citizens must go through in order to have
access to classified information. However, concerns exist about a number of aspects of
the legislation and the Ombudsman has already challenged one provision - denial of
clearance to a specific individual without the right of appeal - before the Constitutional
Court. The issues of privacy raised in the last regular report; surveillance by the state and
functioning of the data protection law, remain valid.

Poland continues with the Vetting or "Lustracja" process which provides for the vetting

of Government members, senior officials, officers of the state and members of the
judicial system regarding the nature of their involvement with the former communist
regime. The concerns about the use and possible abuse of the system and the lack of
transparency of the process have been highlighted by two high profile cases involving
candidates for the recent presidential elections.

Since the last reporting period, concerns have been expressed that the provisions of the
Penal code regarding the liability of journalists to prosecution due to “slander and abuse”
of the public authorities have acted in some instances as an impedimieee tspeech
Slander of politicians and public servants carries a higher penalty than slander of the
public at large. This provision is considered by some observers to contradict the concept
within the jurisprudence of the European Court of Human rights that the broadest
protection against insult is due to the citizen.

Conditions in Polistprisonscontinue to be poor. Overcrowding is a serious problem: in
mid-2000 the prison population of 70,000 was 110% of the notional maximum capacity
of the system. In large urban prisons this figure is often exceeded. Violence and
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mistreatment appear to be a real problem. A report by the European Committee for the
Prevention of Torture has pointed out cases of serious mistreatment in Polish prisons.

External observers are able to point to a number of cases of recent police brutality.
However, while these are both unfortunate and too frequiegrading treatmenand
violence from officers are neither systematic nor systemic.

As was reported in the 1999 regular report instancesafficking in human beingand

the number of victims have been on the decline since the mid 1990s. A further decline
will come about as and when the social and economic conditions of those parts of Polish
society most susceptible to such crime improve.

NGOs continue to play an active role in Polish society with a concentration of
organisations in the large cities, in particular in Warsaw. These cover an extensive range
of interests and issues: the role of NGOs is increasingly important in shaping public
debate and triggers nation-wide discussion around “hot” topics, taboos and other special
issues.

The issue oproperty ownershifhas been a thorny one during the course of the reporting
period due to the lengthy parliamentary passage of legislation relating to the restitution of
property seized between 1944 and 1962. The law has not been finally adopted and
concerns focus upon who will be eligible for compensation.

The role assigned to th@mbudsmans to monitor the protection of civic and political
rights guaranteed by the Constitution. The Ombudsman can sue public authorities, appear
before the courts and tribunals in support of individuals who are victims of violations of
their basic rights. The Ombudsman also has an important political role as he can raise
awareness of public opinion and state authorities on any issue. The Ombudsman has
recently declared his willingness to use any means to enhance the transparency of public
life, to guarantee the right to information in order to contribute to fighting corruption
efficiently.

Economic social and cultural rights

The issue ofequal opportunitiess a complex one. Polish society, as is true for all
societies, reflects a vast array of influences which evolve over time. On the one hand
overt discrimination is common practice (gender-specific job advertisements) and the
UN-backed project on spousal violence remains suspended by the government, on the
other hand other aspects of women'’s rights are well protected (new legislation means that
Poland will have the second longest maternity leave in Europe). However, it is clear that
against the objective criterion of adoption of thequis,Poland has made no progress in

this area over the reporting perio@t{apter 13 — Social policy and employmyent

In respect othildren’s rightsa significant development has been the adoption in January
2000 of a law establishing an independent Ombudsman for the rights of children. The
role of this new office will be to perform a task very similar to the Ombudsman with a
particular emphasis on children’s rights in the field of health protection, the right to be
brought up in a family, social conditions as well as education. The new mediator was
appointed by the Parliament in June 2000. It is expected that this new office will address
the shortcomings regarding child protection which were listed in the Polish
Ombudsman’s 1999 report.
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Minority rights and protection of minorities
In Poland, respect for and protectionminoritiescontinues to be assured.

The 1998 Penal code provisions regarding the use of the mass media to “advocate
discord” on national, ethnic, racial or religious grounds also appear to be functioning
well. Polish attitudes to foreigners have been surveyed annually since 1993, there has
over this period been a reduction in negative attitudes towards minorities.

Considerable attention has been focused on the treatment of the Roma population in
Poland over the reporting period. It is true that the economic and social circumstances of
the Roma are poor and worse than those of the population in general. Moreover, some
acts of discrimination by public authorities and violence against Roma do take place.
There is, however, no overt policy of discrimination on the part of the Polish government
towards the Roma. While there is no clear national policy on assisting the integration of
minorities local initiatives do exist. There are plans for nation-wide television broadcasts
with a view to propagating friendly attitudes toward refugees and foreigners.

Legislation regarding the protection of former Nazi concentration camp sites which
forbids public meetings, commercial activities and adjacent construction was adopted in
1999. This is a concrete manifestation of the sensitivity with which mainstream state and
religious representatives have worked to address the concerns of the Jewish community
and others affected by the camps.

1.3. General evaluation
Poland continues to fulfil the Copenhagen political criteria.

With regard the areas for action identified last year, Poland has undertaken initial steps
in the reform of the judiciary and in preparing the ground to deal with the most pressing
bottlenecks. Such measures are important, as the existence of an effective judiciary is an
essential element in the implementation and enforcement chdfais Similarly with

regard to the fight against corruption, initial steps have been taken but further efforts are
needed, including the adoption of the necessary legislation. Developments with regard to
equal opportunities have been less marked.

These actions will need to be continued and intensified in order to ensure that the
necessary measures have been taken by the time of accession. This is particularly
important for judicial reform where the priorities set out in the accession partnership are
still to be met in the medium term.
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2. Economic criteria

2.1. Introduction

In its 1997 Opinion on Poland’s application for EU membership, the Commission
concluded:

“Poland can be regarded as a functioning market economy; it should be well able to cope
with competitive pressure and market forces within the Union in the medium term.”

This finding was confirmed in both the 1998 and 1999 Regular reports. The General
Evaluation of the Economic Criteria of the 1999 Regular report concluded:

"Poland is a functioning market economy, with an increasingly thriving private sector and
an appropriate legal and institutional environment for economic activity. It should be able
to cope with competitive pressure and market forces within the Union in the medium
term, provided it keeps up the pace of economic restructuring and proceeds with trade
liberalisation."”

In its annual assessment of the economic developments in Poland since the 1997
Opinion, the Commission’s approach is guided by the conclusions of the European
Council in Copenhagen in June 1993 which stated that membership of the Union
requires:

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

In the analysis below, the Commission has followed the methodology applied in the
Opinion, as well as in the 1998 and 1999 regular reports.

2.2. Economic developments

The macroeconomic situation in Poland has improved since the last Regular REpert.
slowdown in growth, induced primarily by the Russian crisis in 1998, has been reversed
since the middle of last year, and the economy is currently experiencing a strong recovery
in output, linked to a pick-up in external demand and an acceleration of domestic
demand. However, a number of macroeconomic imbalances have developed. The rate of
unemployment is high and rising, and inflation picked up significantly in the second half
of 1999. Higher growth is not offsetting employment losses associated with economic
transformation. Moreover, the current account deficit has widened considerably.
Although exports have picked up and FDI inflows remain high, import growth is even
more robust, reflecting the rapid increase in domestic demand. In 1999, the public sector
deficit was around 3.5% of GDP, with some fiscal loosening during the year, partly due
to the difficult implementation of social sector reforms.

22



Poland 1996 1997 1998 1999 2000 latest

Real GDP growth rate Per cent 6.0 6.8 4.8 4.2 5.6 Jan-Juhe
Inflation raté

- annual average Per cent 19.9 15.0 11.6 7.2 10.4" Sept

- December-on-December per cent 18.6 13.2 8.4 9.8 11.3 Sept

Unemployment rate, end-year
- ILO definition Per cent 12.3 11.3 10.6 15.3 16.7 Jan-March

General government budget

balance Per cent of GDP -2.3 -2.4 -3.0 -3.5
Current account balan&e Per cent of GDP -2.3 -4.0 -4.4 -7.5 :
million € -2571 -5,065 -6,156 -10,855 -5.877 Jan-Juneg

Foreign debt
- debt export ratio Per cent 112.7 103.4 103.6 1282 E
- gross foreign debt million € 31,023 | 33,504 | 41,220 | 49,116 E

Foreign direct investment in flow
- balance of payments data Percentof GDP 3.1 3.4 4.0 4.7 :
million € 3,542 4,328 5,678 6,821 2.790 Jan-June

E = Estimates

Poland continues to register progress in privatisation and structural reforbhe pace

of privatisation has been particularly encouraging, with some 150 enterprises sold
through direct privatisation in 1999 and already 50 in the period to the end of April of
this year, across a wide range of sectors. Revenues from privatisation are exceeding the
assumptions of the budget law, and are boosted further by the completion of the sale of a
second tranche of shares in Telekomunikacja Polska. Privatisation revenues are primarily
financing social sector reforms, but uncertainties remain as to the future of the
enfranchisement programme, which foresees the distribution of shares to the population.
There has also been some further restructuring of state-owned enterprises, in particular
the coal mining and defence industries. There are, however, delays in privatisation in the
steel sector and in the restructuring of agriculture. State-owned enterprises continue to be
a burden on overall efficiency and profitability and negatively affect public finances
through tax and social contribution arrears. On the other hand, the implementation of
pension, health care, education and tax reforms, albeit sometimes difficult and costly in
the short-term, are strengthening the basis for future growth.

3 PROXY HICP since 1997 (see methodological notes).
4 Moving 12 month average rate of change.
5 Q4 (permanent survey with quarterly reporting).
6 Data for 1999 are from National Web site source and are on a Cash basis (other years are on a transaction
basis).
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Main indicators of Economic Structure in 1999

Population (average) thousand 38,654

GDP per head PPSe 7,806
Per cent of EU 37
average

Share of agricultufan:

- gross value added per cent 3.8

- employment per cent 18.1
Investment-to-GDP ratfo per cent 26.2
Gross foreign debt/GDP  per cent 33.6
Exports of goods &

services/GDP per cent 26.2
Stock of foreign direct million € 19,266
investment € per head 498

2.3. Assessment in terms of the Copenhagen criteria

The existence of a functioning market economy

The existence of a functioning market economy requires that prices, as well as trade, are
liberalised and that an enforceable legal system, including property rights, is in place.
Macroeconomic stability and consensus about economic policy enhance the performance
of a market economy. A well-developed financial sector and the absence of any
significant barriers to market entry and exit improve the efficiency of the economy.

Poland continues to improve its functioning as an open market economy through prudent
macroeconomic policies and implementation of various types of structural reforms
Poland concluded a Joint Assessment of Medium Term Economic Policy Priorities with
the European Commission services in February 2000. The Joint Assessment, which
covers the period to 2002, takes into account recently approved sector strategies and the
longer term strategy for public finances that had been adopted by the previous
Government in June 1999. There is broad political consensus on policies geared towards
entrenching the transition process and preparing for EU accession, especially around key
issues such as privatisation, support for the development of the private sector and the
need for foreign direct investment.

" Figures have been calculated using the population figures from National Accounts, which may differ from
those used in demographic statistics.

8 Agriculture, hunting, forestry and fishing.

° Data refer to Gross fixed capital formation as % of GDP.

% Data refer to Gross fixed capital formation as % of GDP.

1 Data refer to end of 1998.
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There are, nevertheless, divergences as to the speed at which reforms should be
conducted Pressures for trade protection are exerted in various sectors and the
appropriate stance on public finances is heavily debated. The government has delayed
decisions on the final liberalisation of capital inflows under Poland’s OECD
commitments.

In 1999, the Polish economy expanded by 4.1%, somewhat slower than in the previous
year. However, there was a very significant acceleration of output in the second half of
the year (5.6%), continuing into 2000, with GDP growth estimated at some 6% in the
first quarter. Industrial production is growing at a faster pace, by almost 10% in the
period from January to May 2000, compared with 4.3% in 1999.

The recovery has been primarily fuelled by domestic dem&mivate consumption
expanded by 5% in real terms, while gross fixed capital formation increased by 6.9%.
Since the end of last year, the external sector is also contributing to growth. Trade data
shows that the volume of exports decreased by 5.1% in the first three-quarters of 1999,
but grew by 3.5% in the fourth quarter and 9.2% in the first quarter of 2000.

The very significant widening of the current account deficit constitutes the most pressing
challenge for Poland’s economic policVhe current account deficit represented 7.5% of
GDP in 1999, compared to over 4 % in the previous year, and is estimated to have
reached some 8% of GDP in the period from January to April 2000. The sharp
improvement in the central bank data recorded in April may suggest that an adjustment is
taking place. The increase in the trade deficit (to 9.5% of GDP) in 1999 took place in the
context of unfavourable external shocks in the past years. In addition to the deterioration
of the trade balance, the widening of the current account deficit is due to a sharp decline
in the surplus on unclassified transactions (unregistered border trade), which was halved
in 1999 compared to the previous year, and a trebling of the deficit in services. The
overall deficit is only partially financed by non-debt creating inflows.

The high level of unemployment represents another significant policy challenge.
Unemployment increased steadily since August 1998 to some 15% in 1999 according to
ILO methodology. Whilst the rise in unemployment reflects restructuring and
demographic pressures, a number of specific features point at the need to improve the
functioning of labour markets: the unemployment rate of persons under the age of 25 is
around 30%, unemployment is high for low skilled workers, there are significant regional
disparities (unemployment rate between 9% and 20%), and nominal wages in some
sectors do not appear very responsive to the recent increases in the level of
unemployment.

Progress in reducing inflation from moderate to lower levels is proving diffidnlthe
second half of last year, prices increased sharply as a result of a combination of factors:
higher food and fuel prices, the impact of a depreciation of the Polish currency, excise
and tariff duty increases and strong growth of household credit linked to the economic
recovery. Year-on-year inflation returned to double digits this year. Average inflation was
7.3% in 1999, and it appears likely that the consumer price index at the end of 2000 will
be higher than the upper band of the Monetary Policy Council target of 6.8%. The
prospect of missing this target for the second year in a row highlights the difficulties of
implementing an inflation-targeting framework for monetary policy in Poland. In April
2000, Poland moved to a free float, an exchange rate strategy consistent with the
implementation of inflation targeting. The float should help the economy to
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accommodate real exchange rate appreciation and capital inflows more easily, and allow
for the abolition of the remaining controls on short-term capital movements.

Since monetary policy is already tight, the combination of a widening current account
deficit and persistent inflation put the onus on fiscal policy as the only robust instrument
for addressing imbalance 1999, the public sector deficit was estimated at some 3.5%

of GDP, with a loosening of the fiscal stance in the course of the year for both cyclical
and structural reasons. In the first half of the year, tax receipts have been lower than
expected. In addition, transfers to social insurance and healthcare have been higher than
expected. The financial situation of the social security office ZUS has been of particular
concern. The deficit of some of the state-owned enterprises, for example PKP (railways)
is worrisome, and there has been a build up of tax and social security arrears. Despite
these difficulties, the target level of 2.8% of GDP for the general government deficit in
2000 appears to be attainable. Pressures on government expenditure will be increasing in
2001 in view of the need to compensate for past inflation and offset higher debt servicing
costs. Beyond windfall revenues (notably from the expected sale of UMTS telecom
licenses) next year, effective fiscal consolidation of current expenditures is the key to
restoring external balance in the medium term.

Regarding public expenditure management, the main structural weaknesses are the
relatively high number of extra-budgetary funds and the need to embed their financial
management within the procedures used for state budget expendiittinégs respect, it is

worth noticing that the implementation of territorial reform has not been translated into a
greater degree of fiscal federalism. According to the 2000 budget, both revenues (16%)
and spending (17.1%) in the local government sector are due to increase, but tax income
should remain flat. This implies that local budgets will increasingly rely on a subsidy
from the state budget (rising to 21.6% in nominal terms this year).

Significant progress has been made in the area of tax refdima government completed

last autumn the parliamentary process for the adoption of a sound and ambitious tax
package, consisting of the broadening of the tax base, the lowering of tax rates, the
simplification of the code and a reduction in tax breaks. This process, however, led to
significant tensions within the previous coalition. Whilst the proposed changes in
Corporate Income Tax and VAT were adopted, the government’s Personal Income Tax
bill was vetoed by the President and will not be re-introduced in the 2001 budget
proposal.

The privatisation programme is being implemented forcefully and successfully
foresees that 70% of state-owned enterprises will be sold or wound down by the end of
2002. The private sector accounts for at least two thirds of GDP, for about 70% of total
value added and for more than 70% of total employment. There has been acceleration in
the privatisation of large state-owned enterprises in a range of industrial sectors. Apart
from the financial sector, completed large transactions concern the national airline LOT,
the biggest oil company Polski Koncern Naftowy (PKN) S.A., and a first set of power
plants. The major deal to be closed this year is the second tranche (35%) of shares in the
telecom operator TP S.A., and privatisation in the gas, chemicals, distilleries, sugar and
energy distribution sectors are in preparation. Overtime, since 1991, the Agricultural
Property Agency has sold some 846,000 hectares of land, or 27% of thewbikd
another 67% is leased.

Prices have been largely liberalised, with the exception of prices of electricity and

central heating, which are still subject to direct regulatiomo some extent, the
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government also continues to influence prices in public transportation, pharmaceuticals
and telecommunication services. According to the Polish authorities, administered and
regulated prices represent about 24% of the consumer price index basket. The remaining
liberalisation of prices is directly linked to progress in the privatisation of the energy
sector, now underway. Trade is also largely liberalised. The major exception to price and
trade liberalisation remains the agricultural sector.

There are no significant legal or institutional barriers to the establishment of new firms
in Poland. There was a net creation in 1999 of more than 10 000 registered firms, or
some 7% of the total number of such companies. The law on economic activity, signed
last December, provides a comprehensive framework for enterprise creation; it expands
the scope of entrepreneurship by giving a definition of a small and medium size
enterprise, allows equal status to domestic and foreign firms and curbs state intervention
in the economy by bringing down the number of sectors in which a license is required to
conduct economic operations.

Barriers still remain to the exit of firms, especially in the case of bankruptdreshis

area, the judicial system is under strain to ensure an adequate processing of bankruptcy
procedures. Amendments to the bankruptcy law are needed to change the balance of
protection in favour of creditors, and to add other features, such as a central register for
bank collateral and a central register of debtors to the State Treasury. Aside from exit
through bankruptcy, a new commercial code is in preparation for possible adoption
around the end of this year. The code should facilitate transactions such as mergers and
their spin-offs.

Property rights are clearly established and transferablehe entrepreneurial and
investment climate is good, even though a certain degree of bureaucracy and difficulties
with the enforcement of court decisions constitute obstacles to business activity. Serious
efforts, supported across the political spectrum, are starting to be made to deal with the
problem of corruption.

The financial sector is developing, albeit from a low hassdicators of financial
deepening are steadily increasing. Financial intermediation is rising and domestic credit
amounted to 28.8% of GDP, from around 20% in the middle of the decade. Commercial
bank assets represented some 62.3% of GDP in 1999.

The banking sector has remained fundamentally sound since the middle of the TI®®0s
“bad loans” problem of the early 1990s was largely overcome through the establishment
of efficient regulatory and supervisory frameworks and institutions, some re-
capitalisation of banks, and a decentralised approach putting the burden of work-outs
onto banks themselves, helped by new procedures such as bank-led conciliation and debt-
to-equity swaps. These gave banks power over corporate clients and incentives to avoid
the emergence of new non-performing assets. Bad loans, however, have grown again
recently in the portfolio of banks since the Russian crisis as a result of corporate failures.
By the end of last year, 13.4% of commercial banks’ outstanding claims on the non-
financial sector were reported as irregular. This reflects poor assessments of corporate
credit risk in the past, as well as methodological changes to the reporting of problem
loans.

The advanced stage of privatisation in the banking sector is one of the key features of the

Polish economy, and one of its major strengtinsl999, private owners controlled 70 out

of 77 commercial banks and 39 are in the hands of foreign investors. Foreign ownership
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now accounts for 56% of the total capital of Polish banks, and when all types of property
links are considered, it is estimated that foreign investors control over 70% of
commercial banks’ total assets. In 1999 two banks were privatised (Bank Pekao S.A. and
Bank Zachodni S.A.) and in April 2000 the first step for the privatisation of the former
state savings bank PKO BP was completed with its transformation into a Treasury
corporation.

The present state of the financial sector provides a good basis for future developments.
Real interest rates are high, but the debt-servicing capacity of domestic borrowers should
be sustained through high growth. The corporate sector has borrowed extensively,
including in foreign currency, and there is no evidence that this financing is hedged. It
remains to be seen whether the move to a fully floating currency will influence the
behaviour of operators in this respect. Corporate indebtedness, however, is mostly
medium and long term and an estimated 32% of liabilities at the end of last year was
inter-company loans. Reserve indicators also remain comfortable, with gross official
reserves representing more than 7 months of imports of goods and services at the end of
June 2000.

Important market-oriented changes have taken place in the non-bank financial sector.
Privatisation in the insurance sector moved forward last year with the sale of a 30% stake
in PZU S.A in November. The sector has been boosted by the reform of the pension
system, even though the issue of transferring from the first to the second pillar is
unresolved. The insurance market nevertheless experienced two bankruptcies in 1999.
Pension reform led to a 71% increase in the market capitalisation of the Warsaw Stock
Exchange last year; it now represents around 20% of GDP (13.3% in 1998). Some
regulatory changes in the non-bank sector are still needed, and some legal obstacles to
effective supervision remain, notably in regard to consolidated supervision.

Poland is a functioning market economy. It has maintained an adequate degree of
domestic and external macroeconomic stability, and its growth performance has again
been impressive. However, a number of economic imbalances have emerged, and require
adequate monitoring and policy measures. Inflation will be above the upper band of the
Monetary Policy Council’s target for the second year in a row. The current-account
deficit has widened to a level that raises issues of sustainability. Ensuring medium term
fiscal sustainability also remains a challenge. Both macroeconomic (in particular fiscal
measures) and structural policy responses are needed. Among the remaining structural
reforms to improve the functioning of markets, the implementation of bankruptcy
procedures should be improved, the regulatory and supervisory framework for non-
banking financial institutions must be completed and implemented.

The capacity to cope with competitive pressure and market forces within the
Union

Poland's ability to fulfil this criterion depends on the existence of a market economy and

a stable macroeconomic framework, allowing economic agents to make decisions in a
climate of predictability. It also requires a sufficient amount of human and physical
capital, including infrastructure. State enterprises need to be restructured and all
enterprises need to invest to improve their efficiency. Furthermore, the more access
enterprises have to outside finance and the more successful they are at restructuring and
innovating, the greater will be their capacity to adapt. Overall, an economy will be better
able to take on the obligations of membership the higher the degree of economic
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integration it achieves with the Union prior to accession. Both the volume and the range
of products traded with EU Member States provide evidence of this.

Poland’s now well-entrenched market economy continues to allow agents to make
decisions in a climate of stability and predictabilitfhe supply side is increasingly
modernised as a result of market allocation mechanisms and competitive pressures.

Poland needs to continue building high quality infrastructure to enhance its
competitiveness and to avoid bottlenecks (notably in transport infrastructure) to
sustained growth in the medium tert 25% of GDP, the investment ratio is high.
However, a closer examination of the determinants on the supply side, in particular
investment and productivity, suggests that there are still challenges for ensuring the
sustainability of current levels of growth. To date, the investment boom that has
contributed to rebuilding quantitatively and qualitatively the capital stock has been
financed mainly through retained earnings and foreign direct investment. Over the last
two years, however, corporate profitability has been deteriorating. Gross profits in the
enterprise sector decreased by some 24% in 1999, while there are a number of sectors
that are still loss making. In addition, a large share of FDI inflows so far has been related
to privatisation. The completion of the current privatisation programme in the next few
years will necessitate new strategies to attract more green-field investment.

Foreign direct investment inflows are significant and play a major role in the
progressive upgrading of Poland’s exports and overall competitiverigsssh sources
estimate that inflows could have amountede®billion in 1999. Poland, however, did

not attract large inflows until 1995, following the agreement on debt restructuring. More
than half of cumulative FDI over the last decade occurred after 1997. In view of the lags
in the impact of FDI on restructuring and improvements in corporate governance, the
current scale of inflows is conducive to increased competitiveness in the medium term.
The share of foreign firms in total investment outlays in the manufacturing sector had
increased to 56% in 1997. These firms accounted for some 50% of total Polish exports
last year. A large share of FDI has been oriented towards non-exporting sectors such as
banking, retail trade or construction, partly reflecting the size of the Polish market. In
addition, FDI in the services sector can have an indirect beneficial effect on trade by
lowering transaction costs and attracting foreign investors in manufacturing.

In general, Poland’s markets have become highly contested and open to competition,
reflecting trade liberalisation and growing market access by its preferential trade
partners However, a number of government policies create market distortions. The
presence of state aids is pervasive in both private and state-owned firms and some of the
latter do not fully operate under hard budget constraints, including from the point of view
of wage setting. Subsidies and accumulations of tax and social security arrears are still
present. The presence of non-tariff barriers is also extensive. Poland should resist
resorting to instruments of foreign trade policy to address current external imbalances.

The Polish economy needs to further develop its ability to absorb the shocks of industrial
restructuring, building upon its level of infrastructure and human capitalthis light,
investments will continue to be needed in infrastructure. The system of education and
vocational training system should be geared towards responding to the needs of the
growing enterprise sector. The implementation of structural reforms in agriculture as well
as coal and steel will lead to a shake out of labour that needs to be absorbed in other
sectors of the economy.
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Active labour market policies appear to have a mixed record on the creation of new
employment opportunities, with training being clearly more effective than various forms
of subsidised jobsTraining, education and the creation of non-farm jobs in rural areas
are key to absorb the excess labour that will be shed from the steel and agricultural
sectors where restructuring has so far been insufficient. However, what matters is to
improve the response of the labour market to the job opportunities created by economic
growth.

Trade integration with the EU is extensive and advancifige EC accounted for 70.5%

of Polish exports last year, compared to 68.3% in 1998. However, the value of Polish
exports to the EC, as reported in central bank statistics, increased only marginally last
year. Moreover, the increase in the imports of capital equipment, if it is linked to a pick-
up in investment and to industrial restructuring, can be expected to lead to a greater
capacity to export in the medium term. Wage increases have so far lagged behind
productivity increases helping a favourable development in unit labour cost.

Products with higher value added (machine and electrical engineering goods) represent
less than one third of the exports of goods in Poland’s trade with theTlB€re are signs,
however, of shifts towards more processed goods. The share of manufactured products in
total exports to the EC reached close to 80% in 1998. Moreover, changes in the
composition of Polish exports to the EC in terms of factor content suggest a shift towards
products requiring skilled labour.

The SME sector is thriving, even though small and medium-sized enterprises still
continue to face difficulties in accessing finan@me of the reasons for this is the lack of
availability of collateral acceptable to lending institutions. In this area, guarantee schemes
are still underdeveloped. The SME sector represents 99% of the total number of firms. It
accounts for half of GDP and value- added in the economy, as well as almost two thirds
of total employmen{see also chapter 16 — Small and medium-sized enterprises).

Poland should be able to cope with competitive pressure and market forces within the
Union in the near term, provided it continues and completes its present reform efforts.
Progress in structural reforms should help to ease fiscal constraints and allow for high
and sustainable growth through increased productivity in the medium term. The pace of
privatisation has been particularly encouraging in the last year. There has also been
progress in restructuring in sensitive sectors such as the coal and defence industries, but
large parts of the state-owned enterprise sector still need to be restructured to increase the
efficiency and profitability of the overall economy. There are also delays in privatisation

in the steel sector and the restructuring of agriculture. Urgent measures still need to be
taken to improve Poland’s infrastructure and to improve the response of the labour
markets to changing economic conditions.

2.4. General Evaluation

Poland is a functioning market economy and should be able to cope with competitive
pressure and market forces within the Union in the near term, provided it continues and
completes its present reform efforts.

It has maintained adequate macroeconomic stability, and its growth performance has
again been impressive. The pace of privatisation has been encouraging and there has also
been further restructuring in sensitive sectors such as the coal and defence industries.
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However, a number of economic imbalances have emerged: inflation is high and the
current account deficit has widened to a level that raises the issue of sustainability.
Ensuring medium term fiscal sustainability remains a challenge. There are delays in
privatisation in the steel sector and the restructuring of agriculture. Large parts of the
state-owned enterprise sector still need to be restructured.

Both macroeconomic and structural policy responses are needed. Fiscal adjustment must
take place and efforts towards the sustainability of public finances must continue. Among
the remaining reforms to enhance the functioning of markets are improvements to
bankruptcy procedures and the completion of the regulatory and supervisory framework
for non-banking financial institutions. Measures still need to be taken to improve
Poland’s infrastructure and to improve the response of the labour markets to changing
economic conditions.
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3. Ability to assume the obligations of membership

Introduction

This section aims to update the Commission’s 1999 regular report on Poland’s ability to
assume the obligations of membership - that is, the legal and institutional framework,
known as theacquis?, by means of which the Union implements its objectives.
Alongside an evaluation of relevant developments since the 1999 regular report, this
section seeks to provide an overall assessment of Poland’'s ability to assume the
obligations of membership, and of what remains to be done. This section has been
structured to follow the list of twenty-nine negotiating chapters, and incorporates also an
assessment of Poland’s administrative capacity to implemenadhaisin its various
aspects (in previous regular reports this had been covered in a separate section).
Furthermore, for the first time, a separate section has been included assessing progress
made by Poland in translating thequisinto its official language.

The European Council in Madrid in December 1995 referred to the need to create the
conditions for the gradual, harmonious integration of the candidates, particularly through
the adjustment of their administrative structures. Taking up this theme, in Agenda 2000
the Commission underlined the importance of incorporating Community legislation into
national legislation effectively, and the even greater importance of implementing it
properly in the field, via the appropriate administrative and judicial structures. This is an
essential pre-condition for creating the mutual trust indispensable for future membership,
which has become a central issue in the negotiation process.

The European Council in Feira in June 2000 recalled the link between progress in the
negotiations and the candidate countries’ capacity to effectively implement and enforce
the acquis and added that this called for important efforts by the candidate countries in
strengthening their administrative and judicial structures. The Feira European Council
invited the Commission to report to the Council on its findings on the matter. Building
on the assessment of Poland’s administrative capacity provided in the 1999 regular
report, the present report seeks to add further depth and detail, focusing on the main
administrative structures which are required for implementingattguisin its various
aspects.

In the 1999 regular report, the Commission concluded that :

“Poland’s track record in the free movement of services and capital is good. As regards
public procurement and competition (anti-trust and mergers), although alignment needs
to be pursued, the decisions taken by the institutions in charge indicate that their
effectiveness has increased. Overall, however, there has been little progress in fields
which are fundamental for the operation of the internal market, such as industrial and
intellectual property, data protection, conformity assessment and certification and state
aids. Progress in these areas is urgently required if Poland is to be smoothly integrated
into the internal market.

12 A description of theacquis for each chapter can be found in the Commission’s 1997 Opinion on
Polands application for EU membership.
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Industrial policy gives raise to serious concern, in particular in the absence of a clear
strategy for steel restructuring and in the automobile sector. As regards taxation, the well-
structured strategy which has been adopted needs to be implemented effectively.

In the agriculture sector, although progress has been made in the veterinary and
phytosanitaryacquis the cost of implementation has not been adequately budgeted.
Overall, Poland has not yet launched the substantial transformation which is needed, in
terms of policy,acquisand structures, in the agriculture and fisheries sectors. Given the
importance of these sectors to the domestic economy and within the EU, it is essential
that a strategy be developed which will facilitate necessary adjustments prior to
accession, including a rural and social development plan.

Some progress has been made in the energy sector. In the environment; framework
legislation has not been transposed. This combined with a lack of an implementation
programme and financial strategy and weaknesses in monitoring point to the need for
very substantial efforts in this sector. Good progress has been achieved in road transport
alignment. Although the reform of territorial State administration provides a good basis
for regional policy, the legal framework and related structures still need to be established.
In the social field, efforts have been limited and legislative enforcement is a matter of
concern, in particular the capacity of labour institutions.

Progress has been made in the customs area but continued efforts are required in
alignment and implementation capacity. Major efforts are necessary also as regards
financial control. Some progress has been achieved in justice and home affairs, notably as
to the border guards. However, alignment remains limited and considerable improvement
is required in law enforcement bodies and judiciary capacity, in particular at the eastern
border.

Poland has not progressed significantly in aligning further its legislation and in adapting
and strengthening the structures required in a large-sized country in view of accession. In
the same manner, Poland has addressed only to a limited extent the Accession
Partnership short-term priorities, with a notable lack of progress on certification, State
aids and steel restructuring. Continued efforts are needed to set up or strengthen
capacities in intellectual property protection, certification, state aids, agriculture and
regional policy, social field, customs and justice and home affairs.”

3.1. The chapters of theacquis

As indicated, the review of Poland’s ability to assume the obligations of membership that
is provided below has been structured in accordance with the list of twenty-nine
negotiating chapters. Accordingly, this section opens with an assessment of progress
related to the so-called “four freedoms”, the cornerstones of the internal market, and
continues with a systematic review of progress on each of the chapters, to cover the
acquisin all its various aspects: sectoral policies, economic and fiscal affairs, economic
and social cohesion, innovation, quality of life and environment, justice and home affairs,
external policies, and financial questions.

Chapter 1: Free movement of goods

The last reporting period has seen significant progress in the adoptionafdhes
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Considerable progress has been made as repard=ontal and procedural measures

with the adoption of the necessary framework legislation for the New Approach, and
amendments to the existing law on testing and certification to further fulfil Poland’s

obligations under the Agreement on the Protocol on Conformity Assessment (PECAA) in
the context of the Europe Agreement.

The adoption of the Law on Conformity Assessment in April 2000 is a crucial step
forward toward the implementation of the industrial produetsquis This Law
establishes the legal framework for the further adoption and implementation of New and
Old approach directives. One of the key elements is the separation of accreditation
functions from certification activities within the Polish system and the unification of
accreditation activities in an independent "Polish Accreditation Centre" (PAC). This
separation of accreditation, certification and standardisation functions is an essential step
in the creation of the quality infrastructure necessary to apply New Approach directives.
Some new PAC accreditation activities will start in January, 2001. PAC is not yet a
member of the EA (European Accreditation).

The other elements of the Law are mostly in line with #eguis The core part of the

Law will enter into force in January 2001. This legislation will speed up the adoption and
implementation of vertical industrial product legislation (both old and new approach),
thus facilitating the preparations for the adoption of the new approach and removing in
the medium term existing technical obstacles to trade whose origin can be found in the
discrepancy between the EC and the Polish legal order. Rapid implementation of new
approach directives will also extend the adjustment period available to Polish firms as
they prepare to face the competitive pressures of the internal market.

The other pieces of framework legislation, the law on general product safety and the Law
on producer liability, were also adopted during the reporting perseg Chapter 23 —
Consumers and health protectjon

The adoption in 1999 of the amendment of the Law on Testing and Certification has been
another important step in the right direction as it facilitated the amendment during the
reporting period of the list of products requiring mandatory certification in Poland (B
Mark) so as to conform with the obligations undertaken under the PECAA. Further
secondary legislation has been adopted as regards the issuing of certificates for products
subject to mandatory certification and products for which producer certification is
acceptable. While for mandatory certification the procedures adopted by the Polish
authorities meet the requirement of the PECAA, this is not yet the case for products for
which producer declaration of conformity is acceptable.

With regard to standards, the Polish authorities as of March 2000 had adopted 30 % of
the total amount of European Standards - still a long way short of the 80% level needed
to be member of CEN/CENELEC and ETSI.

As regards the adoption of legislation specific sectorsthere has been some progress
since the last regular report.

In the field of motor vehiclesthe Regulation on type approval of vehicles implementing
several EC directives was adopted in November 1999. In October 1999 the Polish
authorities also implemented the Directives on the interior fittings of motor vehicles, the
behaviour of the steering wheel and column in an impact, on the installation of lighting
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and light-signalling devices on wheeled agricultural and forestry tractors and on the
lateral protection of certain motor vehicles and their trailers.

No particular development can be reported concermog-harmonised areasand
public procurement.

Overall assessment

Overall, Poland has achieved a moderate level of alignment witla¢qais with most
progress having been made over the past year.

Poland has now adopted the necessary framework legislation to be able to implement the
new approach on standards and technical regulation with the sole relevant exception of
the new Law on Standardisation. The next step must be a concentrated effort to rapidly
adopt the legislation implementing EC vertical directives (both new and old approach)
and relevant European Standards. Following the adoption of the Law on Conformity
Assessment, further implementation is needed. The Polish authorities should also
strengthen the infrastructure needed to apply this legislation. Some relevant progress can
be recorded in the sector of motor vehicles. Progress can also be registered in the
chemical, pharmaceutical and in all the other traditional approach sectors.

Certification and accreditation activities have been functionally separated by the Law on
Conformity Assessment although it now needs to be implemented in practice.
Accreditation functions will now be transferred from the Polish Institute For Testing and
Certification to the Polish Accreditation Centre. Officials of the Conformity Assessment
unit of the Ministry of Economy will also participate in the works of the Polish
Standardisation Committee.

The progressive implementation of the vertical directives following the adoption of the
Law on Conformity Assessment should ensure the creation of a network of specific and
independent conformity assessment bodies. Existing conformity assessment capacity
should progressively be reinforced. The Polish Committee for Standardisation (PKN) is
still a government-controlled public institution (members are appointed and recalled by
the Prime Minister) and will therefore have to be seen to operate as an independently
functioning body. Market surveillance should been reinforced following the introduction
of the notion of producer self-declaration and the foreseen adoption of new approach
directives.

Further effort is required in disseminating information on the new legal regulations
among the staff of the institutions involved in the conformity assessment system and
entrepreneurs.

In the area of standards one means of improving the rate of adoption would be through
the so-called “cover method”, a one page explanation of the standard in Polish with the
technical text in a Community language. This is one of the objectives of the law
modifying the Act on Standardisation which is currently before parliament.

To date there has been no alignment in the area of food safety. Pending legislation may
soon provide the framework for this important area of fuguis As for certification,
further efforts will need to be devoted to the adoption of the necessary secondary
legislation and to the setting up of administrative structures.

35



In the non-harmonised area, the internal screening of the Polish legislation should lead to
the elimination of provisions that may constitute unjustified barriers to trade. Further
efforts are required to ensure alignment with #leguison cultural goods.

Regarding public procurement, Poland’s legislative situation is to some extent in line
with the Communityacquis Further alignment will be needed in particular, in terms of
specifying the entities covered by the legislation, elimination of the national preference
clause and the use of Polish standards. The proposed new legislation should go some way
to meeting these concerns. Further efforts will be required to ensure that they are fully
addressed. With a view to the new law and the recent administrative and territorial
reform in Poland, there is a pressing need for training of staff in public contracting
authorities at all administrative levels.

Chapter 2: Free movement of persons

There has been no progress in the adoption ofattguissince the last regular report.
There has been some limited progress in reinforcing administrative capacity.

In the area ofmutual recognition of professional qualifications, no progress has been
registered during the last year in terms of adopted legislation. However, the internal
distribution of overall responsibilities between different Government bodies has been
more precisely defined. The concept of “professional recognition” still does not exist in
Polish legislation, which only makes provision for “academic recognition/nostrification”.

No concrete progress can be reportedatizen’s rights.

In the field of free movement of workers steps have been taken to strengthen the
employment offices with a view to full participation in EURES (European Employment
Services).

Poland’s efforts to prepare its administration for future participation in the systeoofor
ordination of social security systemsare continuing. Poland has signed bilateral
agreements in this field with the United Kingdom, Sweden and Luxembourg, and there
are ongoing talks with some other Member States.

Overall assessment

The overall level of alignment with thacquisis very limited. However, in contrast to

the situation reported in the 1999 regular report, some preparatory work has been
undertaken and some draft legislation is under preparation. These efforts will need to be
continued to ensure that there are no provisions in Polish legislation which contradict
Community rules, in particular with respect to nationality, residence or language
requirements. This is the case in the field of free movement of workers, where legislation
is not yet aligned and efforts are required to ensure that all such provisions are removed
and that Poland is able to apply effectively EC legislation.

As concerns preparations to participate in the EURES network, continued efforts are
required to strengthen public employment services, notably as regards the linguistic
training of staff.

The assessment in last year’s report that Poland has achieved a limited level of alignment
in the field of mutual recognition of diplomas and qualifications remains unchanged.
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Legislative proposals regarding some professional qualifications have now been tabled,
but relevant draft acts are currently under inter-governmental consultations or at an early
stage of Parliamentary proceedings. Serious efforts are required in strengthening the
necessary administrative structures in this area in particular concerning the coordination
of social security systems and the mutual recognition of professional qualifications.

Chapter 3: Freedom to provide services

As stated in the 1999 regular report, Poland has already achieved a relatively high level
of alignment in the field of freedom to provide services. This trend has been consolidated
during the last year by an acceleration of the ongoing bank privatisation and further
progress in terms of supervision of financial markets, while legislative work is
continuing. Legislative progress has been limited during the reporting period.

In the area ofreedom of establishment and freedom to provide servicedegislative
progress has been limited: certain restrictions on foreign entrepreneurs in the film sector
have been removed, and discriminatory requirements related to sport joint-stock
companies have been revoked. Nationality and residence requirements still remain for
small craft industry and craftsman activity, as well as in respect of services provided by
bodyguards, sworn translators, tourism services and gambling and mutual bets.

In the field offinancial services,there have not been any important changelsanking
and insurance legislationThe amendment to the law on insurance activity adopted in
August brings the legislation in line with developments in other laws.

In the area of investment services and securitieskets several amendments to the Act
on Public Trading of Securities and Act on Investment Funds were adopted in form of
Governments’ decrees, which further Poland’s alignment in this area.

Since the last progress report, further acceleration of privatisation ibahking sector
has taken placesée economic criterja

As in the banking sector, the presence of foreign capital inrtherance sectois on the
rise with the partial privatisation of the state owned insurance company PZU during the
reporting periodsee economic criteria for further details).

Overall assessment

In the last regular report, the level of alignment in the area of freedom to provide services
was assessed as relatively high. In general terms, this assessment is maintained. There has
been little development as regards freedom of establishment, but progress on the ground
relating to financial services has continued.

Supervision institutions (General Inspectorate of Banking Supervision, State Office for
Insurance Supervision, Securities and Exchanges Commission) have made further
progress in assuring stability in their respective areas. Thanks to their efforts, companies
have upgraded the quality of their services, by raising levels of capital, consolidation and
an increase in technical reserves (in the case of insurers).

The Securities and Exchanges Commission is generally perceived as a very professional
and efficient body. The Securities and Exchange Commission is a governmental agency
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in charge of supervision of public trading of securities. Since 1998, its responsibilities
were broadened and cover also commodity exchanges. The Commission is composed of
its chairman (nominated by the Prime Minister), 2 deputies and 6 representatives of
ministries. On top of this, the office of the Securities Commission employs 130 persons
in 8 departments. In 1999, the Commission met 21 times and made 869 decisions.

According to the law on the National Bank of Poland, the Committee of Banking
Supervision is entrusted with responsibility for supervision over the banking institutions.
The General Inspectorate of Banking Supervision (GINB) is an executive body of the
Committee of Banking Supervision. GINB is an autonomous unit of the National Bank of
Poland. The GINB has continued to be perceived as efficient and well-organised
institution, in spite of criticism over the recent bankruptcy of Bank Staropolski, which led
to the resignation of the General Inspector of Banking Supervision.

Priority has been given to the implementation of existing rules instead of further legal
transpositions. The State Office for Insurance Supervision (PUNU) has been reinforced.
It now has a staff of 100 persons, all working in the Warsaw headquarters. The main task
of the supervision is to protect interests of insured persons. A recent Supreme Chamber
of Control report accused PUNU of not reacting early enough to prevent abuses taking
place in insurance companies and blamed the insurance watchdog for too few and
unnecessary prolonged audits and general low efficiency of PUNU’s work. In the period
since the last regular report, two insurers lost licences and subsequently went bankrupt:
Polisa SA (which in 1998 was'Blargest insurer in the non-life sub-sector, with 7%
market share) and Gwarant SA.

The situation has improved also in the most difficult sectors: co-operative banks and
insurance. The challenge which the supervision institutions face is the increasing role of
multi-sectoral products (e.g. bank-assurance, life insurance with investment fund) and
competition from non-regulated markets (pseudo-banking institutions, like co-operative
savings-and-loan associations). To this end, supervision institutions should improve co-
ordination between themselves.

Although some additional legislative progress has been achieved in the last year, further
efforts are required, also in view of passage to the second stage of the transition period
foreseen in respect of Art. 44 of the Europe Agreement, involving the abolition of most
restrictions listed by Poland in respect of establishment and freedom to provide services.
As far as financial services are concerned, the most urgent areas in which legislation
should be brought in line with thacquisare the capital adequacy of credit institutions,
consolidated prudential supervision, and new insurance laws, covetércalia the area

of insurance supervision.

In the field of protection of personal data and the free movement of such data
Poland has signed the European Council Convention N° 108 of 28 January 1981 on the
protection of persons in connection with the automatic processing of personal data.
However, further alignment with thecquisis still required, notably as concerns personal
data protection.

Concerning thenformation society directives, efforts should be stepped up with the
aim of achieving full implementation.
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Chapter 4: Free movement of capital

The legal framework for the liberalisation oépital movements and paymentdad, as
reported last year, been mainly established by the adoption of the new foreign exchange
law. There have been no significant advances as regards the adoptioraofitheduring

the reporting period.

As regards the free movement of short-term capital limitations in the form of
authorisation procedures which apply to money market securities transactions and short-
term financial loans and credits, it was expected that the remaining short term restrictions
would be removed at the start of 2000 as the Government has stated in the context of its
commitments vis-a-vis OECD. However, the decision to liberalise was postponed.

As was recorded in the 1999 regular report, other restrictions on capital movements
concern foreign investment in such sectors as gambling and mutual bets, insurance,
broadcasting, telecommunications, legal services, continue to exist and there has been
little positive progress in these areas. Indeed new laws have placed additional restrictions
on foreign investors in some sectors. However, further legislation is currently before
parliament with the intention to amend those elements which are not compatible with
Poland’s obligations under the Europe Agreement.

On payments systems10 progress can be reported in relation to the transposition of the
acquis

Overall assessment

The 1999 regular report noted that in the area of capital movements and payments the
majority of capital flows between Poland and abroad have been liberalised. This having

been said, it further noted that substantial restrictions remain in place, in particular on

direct investments from foreign entities in specific economic sectors, real estate

acquisitions and short-term transactions.

As far as liberalisation of short-term capital movement is concerned, the postponing of its
introduction by the government occurred in a context of current account deficit that was
considered inappropriate by the Polish authorities. An improvement in the current
account situation should lead to a reappraisal of the timetable for liberalisation.

Open issues also remain with regard to the special rights of the State in privatised
companies, restrictions on investment abroad carried out by institutional investors. As
reported in earlier years the acquisition of real estate by foreign legal or natural persons
requires a permit of the Minister of Internal affairs and Administration. No legal or
institutional changes took place in this area.

The most important gap is the absence of legislation in the area of money laundering - a
point borne out by the recent report of the Council of Europe on money laundering which
gave a negative assessment of the situation in Poland in this respect. The report stressed
that in the last five years there were no cases of money laundering in the Polish courts.
The rapid adoption of legislation which has passed through the lower chamber of
parliament would do much to remove a major obstacle to the adoption atthes
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With regard to cross border credit transfers, these still face restrictions, which will require
specific legislation as well as a change in the existing banking law in order to align with
theacquis

Progress in the payment systems' infrastructure was achieved in 1998 with the
introduction of a real time gross settlement (RTGS) system. However, further efforts are
needed to align Polish legislation to thequisin this area.

Chapter 5: Company law

During the period covered by this report, Poland has made further progress in this area, in
particular as regards the protection of intellectual and industrial property rights which is a
short-term priority under the 1999 Accession Partnership. The adoption of a new
Copyright and Neighbouring Rights Law is important as this is a key piece of the internal
market legislation.. Less progress has been achieved in the area of company law in the
strict sense.

Regardingcompany law, the new Act on the Commercial Company Code which is to
replace the Commercial Code of 1934 awaits the signature of the president after having
been adopted by the parliament in September. It is planned to enter into force in 2001
together with the Act on the National Court Register which was adopted in 1997.

In the field of accounting lawwhich is already largely in line with thacquis no new
legislation has been adopted over the last year.

Poland has ratified the Lugano Convention on jurisdiction and enforcement of
judgements in civil and commercial matters which entered into force in February 2000.
Training courses on the Lugano Convention for judges have been started and will be
continued.

Concerningintellectual property rights, an amendment law to the 1994 Act on
Copyright and Neighbouring Rights was adopted on 9 June 2000 which brings Poland’s
copyright legislation closer to fulicquisalignment. The new law significantly improves

the scope and periods of protection and retro-protection, which renders the Polish
legislation to a large extent compliant to the relevant EC Directives in this field. In terms

of legal protection of databases, however, no progress has been achieved. This issue
requires further amendments of the intellectual property legislation. The new law is
introducing stricter penal provisions and allows for prosecution ex officio. The efficient
functioning of collective management is an important condition for an adequate exercise
and enforcement of the property rights.

In the field of industrial property rights a new Act on Industrial Property Rights was
adopted in June 2000 which the President refused to sign and, instead, referred to the
Polish Constitutional Tribunal for an examination of its constitutionality. This reference
relates to one specific article concerning the reallocation of trademarks to domestic
producers. The ruling of the constitutional court will therefore apply only to this article
and not the legislation as a whole. The new law will bring Polish legislation further into
line with the requirements of the Communéagquis
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Overall assessment
On the whole, Poland’s progress so far regarding company law is substantial.

Existing Polish company law has been modelled largely on German company law, and
already incorporates most legal forms of companies. Current differences between the
Polish legislation and the Company law Directives are few. The Polish legislation
nevertheless requires some further amendments with regard té' tred12'® Company

Law Directives, the 11 Directive regarding registration requirements for branches of
companies, the'3and &" Directives on mergers and divisions of public limited liability
companies respectively and the™BDirective on the single member limited liability
company.

New intellectual and industrial property laws implied further adjustments to Community
standards in a key sector of the internal market. There is a particular need to ensure an
adequate and efficient implementation of both new laws both at administrative and
judiciary level, notably with a view to appropriate measures against piracy and
counterfeiting. In addition to strengthening the judiciary, improved co-operation between
enforcement bodies including border, customs and police services as well as enhanced
staff training, will all require further particular attention in the immediate future.

In the field of intellectual property rights further legislative alignment is required as
regards the protection of databases. Legislation on the rationalisation of the collective
management societies is also required.

In the area of industrial property law further important legislative measures are necessary.
The legislation on designs has to be developed and in the field of patents new legislation
has to be introduced in order to provide protection for biotechnological inventions and to
introduced for “Supplementary Protection Certificates.

Administrative preparations for the entry into force of the new Court Register law, which
will provide for a central, universally accessible register of entrepreneurs, companies and
insolvent debtors, are underway. Information Technology systems have been developed
and tested in five pilot courts in Poland.

Chapter 6: Competition policy

Since last year’'s regular report, significant progress has been made in the area of
competition in particular with the adoption of the framework state aid Law.

In the field of anti-trust acquis the Polish Government has adopted two executive
regulations which have simplified and clarified anti-trust proceedings: firstly in
December, 1999 the regulation concerning the detailed requirements for notifications of
intended mergers, and secondly in February 2000 the regulation on detailed terms and
procedures of conducting controls of entrepreneurs’ compliance with the provisions on
counteracting monopolistic practices.

In the field of state aid in June 2000 the Parliament adopted the Law on the conditions

of admissibility and monitoring of state aid to entrepreneurs that will enter into force in

January 2001. The law would contain the basic principles of EC Statea@idis

providing for a basis for the systematic ex-ante control of aid projects. Following the

adoption of the Law, Poland therefore has achieved a relatively high level of legislative
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approximation in the field of State aid control. Some disparities still remain. For instance,
restructuring aid projects involving large companies would, under the Law, not always
have to be scrutinised on a case-by-case basis by the OCCP. This shortcoming needs to
be addressed, possibly in connection with the adoption of the relevant secondary
legislation.

The Polish legislation in force on the Special Economic Zones (SEZ) includes elements
contrary to theacquisand Poland’s immediate obligations under the Europe agreement.
Pending legislation is intended to do away with the elements of operating aid and ensure
that aids in the sensitive sector respect the special rules undacgues However the
so-called “acquired rights” of investors, (c.f. tax holidays until 2017) are to be upheld.
These rights, which are in apparent contradiction to Poland’s earlier obligations under the
Europe Agreement are very problematic. The situation is aggravated by the fact that
Polish authorities continue to deliver permits under the old legal basis until the entry into
force of the amended Law.

As regards transparency of aid, Poland has submitted, in autumn 1999, the Report on
state aid granted in the year 1998. This report largely follows the methodology and the
presentation of the Community’s Survey on State aid and provides for a relatively good
level of comparability. The OCCP has also, in April 2000, submitted to the Commission
the State aid inventory. Its classification of aid broadly follows the EC practice, thereby
enabling the OCCP to keep track on State aid granted. The inventory should however
also include information on any individual aid awards granted outside the State aid
schemes.

Overall assessment

As regards anti-trust, Polish legislation is to a great extent compliant with EC law.
Regarding implementation the main challenge is now to ensure that the Office for
competition and consumer policy gives priority to cases that concern the most serious
distortions of competition (e.g. cartels). Further alignment is still necessary, especially in
view of developments in thacquison vertical restraints.

As regards state aid, Poland has made progress in the field by way of adopting the State
Aid Law. The main priority now is to ensure the enforcement of the State aid rules is
systematic and includes a swift alignment of existing aid schemes and legislation under
which authorities at various levels grant aid. Granting of State aid in Poland has so far
not been systematically controlled and the State aid award provisions have only been
partially aligned with the Community legislation. The future enforcement practice of the
OCCP and progress regarding the aligning of existing aid arrangements wiledhes

will be a serious test to the administrative capacity in the State aid field. This can only be
expected when the implementation of the Law on state aid is appropriately commenced.
In this context it should be ensured that the State aid Department of the OCCP receives
adequate overall resources.

In terms of administrative capacity, the OCCP is the national competition authority in
Poland. It has faced an expanding role over the last few years as its key activities have
been enlarged to cover merger control, counteracting monopolistic practices and
consumer protection.
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The OCCP will be entrusted with full powers as monitoring authority for supervising
state aid pursuant to the entry into force of the new state aid Law in 2001. Furthermore,
the OCCP is in charge of the legislative work that contributed to harmonisation of the
Polish antimonopoly and consumer protection laws with the European Community
legislation.

Given the existing and new responsibilities of the OCCP, it is of crucial importance that
the overall resources of the Office are sufficient. The fact that the Office is not classified
as a Ministry results in lower levels of remuneration which in turn make it more difficult

to retain staff. At the end of 1999, the Office employed 190 persons, of whom 145 hold a
university degree. Of these the State Aid Team created in June 1999 is intended to have a
staff of 20 by the end of the year

In order to ensure a differentiation of maximum aid intensities in assisted areas, Poland
should commence, as a matter of priority, the preparation of a regional aid map in
consultation with the Commission.

Chapter 7: Agriculture
Poland has made limited progress in adoptingatguissince the last regular report.

Agriculture (including hunting, forestry and fishing) in Poland accounted for 3.8% of
GDP in 1999, as opposed to 4.8% in 199&mployment in agriculture according to
Eurostat figures has declined over the past years accounting for 18 % of total
employment in 1999 In 1999, a significant drop in agricultural production (-3.7%)
occurred, particularly in plant production (- 11.5 %) due primarily to unfavourable
meteorological conditions and to a lesser extent to reduced crop areas. Reduced animal
production (- 1.696} resulted primarily from a decrease in animal stock.

In 1999, EC imports of agricultural products originating in Poland increased by 1 percent
to €1080 million. EC exports to Poland decreased by around 10 perc€a6i® million.

The trade balance in favour of the Community amounted586 million compared to
€723 million in 1998, a decline of over a thitél.

3 The source for all agricultural statistics is EUROSTAT unless otherwise specified

1n order to improve consistency and comparability, the employment figures presented are now defined
according to Labour Force Survey definitions (LFS). Agricultural employment is defined in LFS terms as
economically active persons who gain a significant part of their income from agriculture. The agricultural
census, which was previously a source of employment data in many countries, takes into account all persons
nominally active on a farm. There are therefore some significant differences between previous and new
figures. Fuller information can be found in the Eurostat publication “Central European Countries’
Employment and Labour Market Review” available free of charge through the Eurostat Data Shops.
According to Polish data, 4.3 million people are employed in agriculture, which accounts for about 27% of
the total employment in 1998. These data are based on a different definition to EU data and include the
high share (around 44%) of people declared as farmers but not deriving income from their holding.

15 Source: FAO

16 Source: Uruguay Round Agreement definition of agricultural products, figures taken from EUROSTAT
COMEXT (see Agriculture in the European Union - statistical and economic information 1999 p. 36 for
definition of the products).
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Bilateral negotiations between the EC and Poland opened in 1999 with a view to new
reciprocal concessions for agricultural products and were concluded between negotiators
in September 2000sge section A.b. — Relations between the European Union and
Poland).

There have been no major changes in Polish agricultural policy since the last Regular
Report. Some strategic documents were adopted of which the Pact for Agriculture is the
most important one. Endorsed by the Polish government in early September, it is
designed to improve competitiveness and working conditions in agriculture, prepare
Poland’s integration into the European Union and improve the viability of the socio-
economic fabric of rural areas. Support is structured around four pillars: agriculture and
its environment, development of entrepreneurship and creating off-farm employment,
integrated social policy for rural areas and development of rural environment, partnership
and social dialogue. In addition, in early 2000, the Polish Fine Food Programme was
adopted aiming at promoting the quality of food originating in Poland. In the context of
continuous decline in farm incomes, the Polish government has chosen to continue with
intervention in the agricultural markets.

In 2000, the agricultural budget amounts&d158 million including the loan from the
World Bank and appropriations for co-financing of Phare and Sapard programmes. In
comparison to 1998, allocations for agriculture, rural development and agricultural
markets increased by 20%, and represent 3 % of the State budget.

Legislation in the form of four Regulations of the Minister of State Treasury have been
adopted so as to facilitate the sale, lease and exchange of property and the control of the
land market. However, restrictions on foreigners purchasing land remain. Privatisation
and restructuring of land and state agricultural property has advanced considerably under
the lead of the Agricultural Property Agency.

Horizontal issues

In the last year, the