
CHAPTER 2 

Balcerowicz Plan

2.1 Balcerowicz Plan - The “ Shock Therapy”

Although, the free trade program for the entrepreneurship was 

initiated during the period of communist government in 1982 under 

Rakowski’s government, it was not successful implemented as planned, 

mainly due to the lack of budgetary discipline. Government expenditures 

were not appropriately spent to improve the market economy. The 

country deteriorated rapidly and inflation ran highest at the rate of 700% 

per year. These situations led to the Round Table Talks between the 

communist government and the Solidarity that culminated in the first 

non-communist government to seek remedial solution in 1989.23

The formation of a non-communist government in Poland in 

September 1989 under the administration of Tadeusz Mazowiecki’s 

government, opened the floodgates of reforms and revolution in East- 

Central Europe. The new Minister of Finance, Leszek Balcerowicz, 

appointed a Harvard University economics professor, Jeffrey Sachs, 

economics advisor, to assist him in Poland’s economic planning.

The government implemented a two-stage program under its 

economic plan which was aimed first at stabilizing the economy by 

curbing the hyperinflation and ending shortages of consumers goods, 

and then attempting to speed up to a market economy through 

privatization and deregulation to transform Poland into a modern 

European country. เท the beginning of 1990, upon being approved by

23 Ib id ., p. 3 3
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the IMF, the introduction of radical reforms was a precondition of 

Poland’s survival. The “shock-therapy” program designed in late 1989 by 

the Deputy Prime Minister/Finance Minister Laszek Balcerowicz, aimed 

to abolish all centralized economic planning mechanisms, eliminate 

inefficient enterprises, the improvement of overall effectiveness of the 

economy, and the enhancement of the competitiveness to reach the 

stage of free market economy as soon as possible. The program 

consisted of :

2.1.1 Price liberalization

2.1.2 Establishment of free trade

2.1.3 Restructuring of banking and financial sector

2.1.4 Privatization

2.1.1 Price liberalization

During the communist period, the pricing of goods and 

services was controlled by the state which was regarded as an artificial 

pricing. The controlled prices have been liberated in almost all sectors 

with an important exception of the energy sector. Upon implementation 

of the free pricing method, it then caused side effects. Liberalization of 

prices allowed them to rise in response to market forces, inflation 

running 600% in 1990, declined to 44% in 1992, 35%in 1993, 30% in 

1994 and 27% in 1995. This was according to the rules of demand and 

supply. Virtually all government subsidies were eliminated. A new 

currency law ended the previous artificial exchange rate for the Zloty 

and full domestic convertibility was introduced. Foreign trade 

transactions were liberalized and trading monopolies abolished, initiating 

a dramatic rise both in exports and imports.24

24 U N ID O , “F o r e ig n  I n v e s t o r s ’ G u id e  to  P o la n d " , W a r s a w ,  M a y  1 9 9 6 ,  p. 11
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The radical implementation of the pricing liberalization under the “Shock 

Therapy” program first caused the country to experience a deep 

recession. The GDP declined at least 20% over three years from 1989. 

Industrial production fell by a quarter in 1990 alone and by further 12% 

in 1991, while real earnings declined by 35%. Unemployment has been 

on the rise throughout the period to the peak at almost the 3 million 

mark early in 1994, then started to decline.25

With decentralized price, shortages and queues 

disappeared. The free trade regime had helped bring the structure of 

domestic prices closer to the world market price. A labor market also 

emerged in a peculiar manner. On the one hand, where there were 

jobs, the workers demanded their pay at real market prices. On the 

other hand, unemployment rose high because of the cut in government 

subsidy.26 Interestingly, the reduction in employment was observed only 

in the public sector, while in the same period (1992-1995) the private 

sector recorded a 600,000 job increase in employment.27

The recession was deep but relatively short-lived. เท fact, 

Poland was the only country in the region to record growth in GDP in 

1992. The recovery gained momentum in 1993 with GDP growing 3.8%, 

which at that time was the highest growth rate in Europe. เท 1994 and 

1995 a further acceleration of growth was recorded and the GDP went 

up 5.2% and 7.0% respectively. Forecasts for the future continue to 

predict this growth trend.28

“ Ib id ., p. 1 2  
“ O p . C i t .  p p . 3 4 - 3 5
27T h e  F o r e ig n  T r a d e  R e s e a r c h  In stitu te , “P o la n d  Y o u r  B u s i n e s s  P a r tn e r ”, 

(W a r s a w . 1 9 9 6 ) ,  p. 5 2  
28 O p . C it., p. 1 2
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The government is committed to encourage the free competition 

necessary for the proper working of a free market economy by which a 

program for competition development has been implemented. The 

program also aims at anti-monopolistic business activities and practices. 

The Anti-Monopoly Office has been established to study price 

tendencies, supervise companies which take majority market shares in 

Poland and impose sanctions. The Office is also involved in developing 

the competition law to comply with ELI requirements for possible future 

integration.29

2.1.2 Establishment of free trade

Along with the implementation of pricing liberalization, the 

government had eliminated trade that were mainly conducted by the 

State which unrealistically ignored the basic rule of demand and supply. 

The quotas system on import of foreign goods was replaced by the tariff 

based system. The private sector has also been allowed to engage in 

foreign trade together with the establishment of the non-restricted 

foreign exchange in order to boost the foreign trade transactions. The 

government has refocused its foreign economic policy. Priority has 

been given to relations with the European integration structure, and 

particularly, with the EU.30

Major trade partners of Poland in OECD countries are 

Germany, Netherlands, Italy, United Kingdom and France and major 

trade partners in Central and Eastern Europe are Russia, Ukraine, 

Czeck Republic, Slovak and Austria. These countries are both the

^  U N ID O , “F o r e ig n  I n v e s t o r s ’ G u id e  to  P o la n d ”, W a r s a w , M a y  1 9 9 6 ,  p. 4 0 ,
30V a jr a s th ir a , P r a th o o m p o r n , “T h e  E u r o p e a n  U n i o n s  A s s i s t a n c e  to  th e  

V is e g r a d  C o u n t r ie s ”, F e b r u a r y  1 9 9 5 ,  p. 3 5 .
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principal exporters to Poland and also the principal importers of Polish 

products.31

Poland is a member of several international trade and 

financial organization. It is a member to GATT, WTO, OECD, Europe 

Agreement, CEFTA, EFTA, IMF and the World Bank. The trade turnover 

regulated by the trade agreements accounted for 75% of the country’s 

total foreign trade in 1995.

UNIDO office has also significantly contributed to the 

promotion of cooperation with foreign partners among Polish business 

community, particularly through extensive information and training. Many 

projects with the participation of foreign capital were initiated or 

supported at a certain stage by the UNIDO office.

Poland has also been granted most favored nation status 

(MFN) by the United States.32

2.1.3 Restructuring of banking and financial sector

The development of a banking system is embodied in the 

Banking Law and the Law of the National Bank of Poland (NBP) in 

January 1989. The role of the National Bank was modified to 

correspond to that of an independent central bank in the West with 

responsibility for monetary policy and banking supervision. It controls 

most of the banking system in Poland. The Ministry of Finance is 

working with the NBP to update the rules and regulations which govern 

the banking operations in Poland.33

31 T h e  F o r e ig n  T r a d e  R e s e a r c h  In stitu te . “S e l e c t e d  D a ta  o n  P o lis h  F o r e ig n  
T ra d e" , W a r s a w , 1 9 9 6 ,  p p . 1 6 - 1 7 .

32T h e  F o r e ig n  T r a d e  R e s e a r c h  In stitu te , “P o la n d :  Y o u r  B u s i n e s s  P a r tn e r ”, 
W a r s a w  1 9 9 6 ,  p p . 5 6 - 5 8 .

33 P r ic e  W a t e r h o u s e ,  “D o in g  B u s i n e s s  in P o la n d " , U S A , 1 9 9 8 ,  p 4 8
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Amendments to the 1989 legislation adopted in 1991 and 1992 

are expected to complete the transformation of the Polish banking 

system to meet the requirements of a market economy; to prepare its 

integration with EU legislation; and to encourage foreign investors 

participation in the development of the banking sector. The government 

believes that the entry of foreign banks into the Polish market is a 

desirable step in the development of a free market economy. The 

intention is to create a level playing field for both domestic and foreign 

financial organizations.

Foreign banks were invited to establish branches in Poland. 

Financial support from the World Bank had been provided which 

engaged Western financial institutions to the provision of technical 

advice and personnel training in return for an opportunity to take 20% 

holding in the Polish bank once it is privatized.34

Privatization of the banking system was initiated and 

implemented since 1992 with the sale of a listed state owned bank as 

well as the entering into cooperation agreement with overseas banks. 

As of 1 May, 1992, nine commercial banks have been transformed into 

corporations owned by the state Treasury. เท addition, 50 private banks 

and 14 foreign owned banks have been formed and 6 banks have 

formed joint ventures with foreign businesses. Two foreign banks have 

established branches and 1,600 cooperative banks also operate in 

Poland35.

The re-establishment of capital market in Poland was introduced 

by the Law on Public Trading in Securities and Trust Funds of 1991. The

34V a jr a sth ir a , P r a th o o m p o r tn , “T h e  E u r o p e a n  U n io n ’s  A s s i s t a n c e  to  th e  
V is e g r a d  C o u n t r ie s ’’, F e b r u a r y  1 9 9 5 ,  p. 3 5 .

3 5 O p ., c i t . , p p . 4 5 - 4 7 .
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Law provides the regulatory framework for operations on the capital 

market, agents, the Securities Commission, the Securities Exchange 

and stock brokers.

The Warsaw stock Exchange was opened on 16 April 1991. It is 

a joint stock company with the state Treasury as the major shareholder.

The number of companies listed on the stock Exchange in 1996 

was 73 companies which has been increased from 12 in 1991. At the 

end of October 1997, shares in 130 companies were being traded on 

the main floor and parallel market of WSE.36

2.1.4 Privatization

The concept of private owned property and privatization of 

state owned enterprises is the main foundation and fundamental factor 

for Poland in becoming an efficient economy. Privatization will rapidly 

improve the country’s productive efficiency and increase 

competitiveness in the world market. Privatization is considered as one 

of the most important components of the economic transformation 

together with stabilization and liberalization program. Poland has 

regulated three legal acts in 1990 to facilitate the privatization process, 

namely:37

- The Statute on the Privatization of State-Owned Enterprises

of July 1990

- The Statute on the Management of the Agricultural Land 

of the State Treasury and on amendments to certain statutes.

36 P r ic e  W a t e r h o u s e ,  “D o in g  B u s i n e s s  in P o la n d ”, U S A , 1 9 9 8 ,  p. 5 3 .
3 7 O p ., cit. p. 5 4
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- The Statute on National Investment Funds and their 

Privatization of April 1990, as well as by some provisions of the statute 

on State Enterprises of September 1981

However, the privatization process is governed by the Act 

on Privatization and Commercialization of State-Owned Enterprises of 

August 30, 1996.

The laws structure the methods and manner in which 

ownership of economic entities may be transformed from the state to 

the private sector which are set forth in two methods: the Capital 

Privatization Method and Direct Privatization Method.

Capital Privatization Method is primarily applied to the 

privatization of large state-owned enterprises which are in good 

commercial and financial status. It involves the transformation of a state 

enterprise into a single person company, either a joint stock company or 

limited liability company, and to be wholly owned by the state Treasury 

or a privatization agency. The transformation will transfer the state 

enterprise from the Register of state owned Enterprise to the Register 

of Companies, under the Commercial Code. The assets and liabilities of 

the transformed state enterprise upon being removed from the Register 

and being evaluated independently will be transferred into the new 

company.

The transformation may be initiated by the enterprise itself 

through the Manager of Workers’ Council, or by the founding organ; or 

ex officio of the enterprise or by the Prime Minister at the request of the 

Minister of Privatization or one of its regional office.
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S h a r e s  in th e  tra n sfo rm ed  c o m p a n y  m u st b e  o ffered  and  
so ld  to  in v e s to r s  within tw o  y e a r s  after in corp oration  u n le s s  it is 
e x te n d e d  by th e  C ou n cil o f  M inisters. T h e  s a le  m a y  b e  th rou gh  an  
a u ctio n , public  o ffer  or n eg o tia t io n s  in itiated by public  invitation or a s  
s p e c if ie d  by th e  C ou n cil o f M inisters.

E m p lo y e e s  o f  th e  c o m p a n y  c a n  a cq u ire  s h a r e s  u n der  
p referen tia l c ir c u m s ta n c e s  (i.e ., a t d isc o u n t p rice or free ly ) upto certain  
p e r c e n ta g e  o f  th e  cap ita l in total and  up to  n u m b er  o f  m o n th s ’ w a g e s  in 
th e  tra n sfo rm ed  en te rp r ise  p er  p er so n . เท th e  c o u r s e  o f  privatization, 
foreign  in v e s to r s  is h o w e v e r  restricted  to  b uy s h a r e s  upto  certa in  
m axim u m  p e r c e n ta g e  o f th e  s h a r e s  in e a c h  en te rp r ise . It sh o u ld  b e  
n o ted  that s ta te  e n te r p r ise s  h o w ev er , c a n n o t ta k e  s h a r e s  in o th er  
c o m p a n ie s  u n le s s  a  p er m iss io n  h a s  b e e n  g iv en  by th e  M inister of 
F in a n ce .

By th e  en d  o f 1 9 9 5 , 9 5 8  s ta te  e n te r p r ise s  u n d erw en t th e  
tran sform ation  u n d er  th is m eth o d . T h ere  w e r e  1 6 0  c o m p a n ie s  
s u c c e s s fu l ly  privatized . T h e  n u m b er  w a s  in c r e a se d  by th e  en d  o f 1 9 9 6 , 
1 ,4 7 9  s ta te  e n te r p r ise s  u n d erw en t th e  tran sform ation  an d  40%  o f it w a s  
s u c c e s s fu l ly  p r iv a tized .38

D ir e c t  P r iv a t iz a t io n  M e th o d  a p p lie s  to  privatize sm a ll and  
m ed iu m  s iz e d  s ta te  e n te r p r ise s  w h o s e  n u m b er o f  e m p lo y e e s  d o e s  not 
e x c e e d  5 0 0  and  w h o s e  a n n u a l v o lu m e  o f s a l e s  d o e s  not e x c e e d  ECU 6  
m illion. W h ile  b e in g  initiated by th e  re lev a n t fou n d in g  authority  (M inistry 
o f th e  E c o n o m y  and  th e  s t a t e  T rea su ry  and  th e  reg io n a l g o v e rn m en t  
r e p rese n ta tiv e ), th e  e n te rp r ise  itself, or at th e  r e q u e s t  o f  th e  W ork ers

38 UNIDO, “Foreign Investors' Guide to Poland”, Warsaw, May 1996, p. 36-
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C ou n cil su b m itted  to  th e  M inistry o f P rivatization , th e  e n te r p r ise s  b e  
liqu id ated  by w a y s  of:

- s a le  o f  th e  e n te rp r ise  ( a s s e t s )
- in-kind contribution  o f th e  e n te r p r ise s  ( a s s e t s )  to  a

c o m p a n y , or
- T ran sfera l o f th e  en te rp r ise  to  its cred itors

T h e  s a le  o f  a s s e t s  in v o lv es  th e  s a le  o f  s ta te  e n te r p r ise s  to  
o th er  in v esto r s  in th e  private s e c to r s .  C ontribution  o f  a s s e t s  in vo lve  
in v e s tm e n t in o th er  ex istin g  c o m p a n y  s e t  up by th e  s t a t e  T rea su ry  and  a  
foreign  in v esto r  by u sin g  o f a s s e t s  in e x c h a n g e  o f th e  s h a r e s  cap ita l a s  
an  in-kind s h a r e s  in v estm en t. C red itors b u y-ou t in v o lv es  o th er  ex istin g  
co m p a n y , s e t  up by cred itors o f th e  s ta te  en terp r ise , l e a s e s  a s s e t s  from  
th e  liqu idated  en te rp r ise  with an  op tion  to  p u r c h a se  s u c h  a s s e t s  in th e  
future. C red itors in c lu d e  e m p lo y e e s  o f su c h  s ta te  en terp r ise .

It is h o w e v e r  p o s s ib le  th at th e  co m b in a tio n  o f th e  a b o v e  
th ree  m e th o d s  ca n  b e  m a d e  for privatization.

เท 1 9 9 5 , th ere  w e r e  1 ,3 5 8  s ta te  e n te r p r ise s  b ein g  
liqu idated . H o w ev er , on ly  3 9 6  s ta te  e n te r p r ise s  h a v e  b e e n  p riv a tized .39

It sh o u ld  b e  n o ted  that in 1 9 9 0 , w h e n  th e  p r o c e s s  o f  
privatization  w a s  ju st starting, th ere  w e r e  a b o u t 8 ,4 4 0  s ta te  o w n ed  
e n te r p r ise s  and  co m m u n u a l e n te r p r ise s  in P o la n d . A s  o f mid 1 9 9 7  a b o u t
4 ,0 0 0  e n te r p r ise s  had b e e n  privatized  or w e r e  in th e  p r o c e s s  o f b ein g  
privatized  u n d er  both  m e th o d s .40

39 I Pjçj p
40 Price Waterhouse, “Doing Business in Poland”, USA, 1998, p. 19.



24

M a s s  P r iv a t iz a t io n  P r o g r a m
F ollow ing th e  introduction  o f th e  law  on  N ational 

In v estm en t F u n d s and  their P rivatization  on  April 3 0  1 9 9 3 , P o lan d  
em b a rk ed  on  a  m a s s iv e  privatization  program  (M P P ) in its co m m itm en t  
to  e c o n o m ic  reform s d e s ig n e d  to  build a  m arket e c o n o m y . เท D e c e m b e r  
1 9 9 4 , 15  n ation al in v estm en t fu n d s (N IF s) w e r e  e s ta b lis h e d  to  a s s is t  in 
th e  restructuring o f s ta te -o w n e d  e n te r p r ise s  by hold in g  s h a r e s  in 5 1 2  
c o m p a n ie s  th at to o k  part in th e  M P P. เท e a c h  o f  th e  5 1 2  e n te r p r ise s  on ly  
1 NIF h o ld s  a lea d  s ta k e  o f 33% , an d  e a c h  o f th e  o th er  N IF s h o ld s  
m inority s ta k e  o f 1 .93% . O f th e  rem ain ing  40%  o f  e a c h  en te rp r ise , 15%  
is d istributed  fr e e  o f  c h a r g e  to  e m p lo y e e s ,  an d  25%  is re ta in ed  by th e  
S ta te  T reasu ry .

N early  all N IFs h a v e  a p p o in ted  a  firm or co n so r tiu m  to 
m a n a g e  their portfolio. Fund regu lation  is c lo s e ly  su p e r v is e d  by th e  
P o lish  S e c u r it ie s  C o m m iss io n . G o v ern in g  b o d ie s  o f  th e  NIF in c lu d e  a 
m a n a g e m e n t  board , a  su p e rv iso ry  board  and  a  g e n e r a l s h a r e h o ld e r s ’ 
m e etin g .

R e s id e n t  P o lish  c it iz e n s  a re  en titled  to  p artic ip a te  in th e  
M P P by p u rch a sin g  s h a r e  at n om in al v a lu e . T h e  s h a r e s  a re  currently  
free ly  trad ed . T h e  s h a r e s  in th e  N IFs w e r e  listed  on  W a rsa w  s to c k  
E x c h a n g e  in J u n e  1 9 9 7 .41

Ibid., p. 2141
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